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o Litigation; Judgments (legal findings); *Dismissal.
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n Cocrporate control change; *W.E. Buffett; *Disclaims control
Exhibits: None.
8—-K For: 3,31/73 Rec: U,/10/73
Additional information (as reported on Form #) concerning interests
in the ccEmcn stock of the company owned by Warren E. Buffett and
various associates.
Exhiltits: Nomne
Proxy Dated: 4,23/73 Recs: 4/23/73
Meeting: Rnnual 5/24/73
Excepticnal Subjects: None
Exhibits: None
ARS For: 3/3/73 Rec: 8,/25/73
Auditor: Price Waterhouse & Co.
Revenues: $132,32Z3,CC0 Earnings: $7,101,000/%1.38
hessets: $199,724,000 Net Worths: $83,125,000
Extr. Items: $(S25,0£0) .
Abstract: WNet income and carnings per share up 68%. Submitted to
U.S. District Court plan offering for sale 1/3 of Southern California
trading stamp business. Court disapproved plan, and ordered independent
expert witness to study feasibility of sale or spin-off. Acgquired 25%

of Wesco Financial Corporation, and applied for permission to increase
hcldings.
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8-K For: 4/30/73 Rec: 5,10/73
Warren E. Buffet, director, discloses has tkeneficial holdings (13%) and
those of his associates (34%), for a total of 47% of common shares of
registrant. He disclaims control.
Exhitits: None
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For the fifty-two weeks
ended March 3, 1973 ’ Commission file number 0-3810
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o BLUE CHIP STAMPS
(Exact name of registrant as specified in its charter)

A A TR

California 94-1354687
(State or other jurisdiction of ‘ (I.R.S. Employer

incorporation or organization) - Identlflcatlon No.)
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i

5801 South Eastern Avenue, Los Angeles, California 90040
(Address of principal executive offices) i (Zip Code)
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Registrant’s telephone number, i
including area code ' / 213-685-8615

Securities registered pursuant to Section512(g) of the Act:

Common stock, par value $1.00 per share
6-3/4%% Subordinated Debentures due 1978

"Indicate by check mark whether Lhe registrant (1) has
filed all annual, quarterly and other reports required to
be filed with the Commission and (2) has been subject to

the filing requirements for at least the past 90 days.
Yes X No .
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"Item 1. Business.

Blue Chip Stamps (the "Company') is engaged primarily in
furnishing a trading stamp service to approximately 20,000 retail
merchants and their customers. Eighty-six redempticn stores are
maintained in California, Nevada, Oregon and Arizona. The Company
also develops incentive and marketing programs for use by various
business enterprises. A subsidiary manufactures quality candy and
retails it through 167 company-operated stores in nine western
states. Approximately 2,000 persons are employed full-time by the

Company and its subsidiary.

Stamp service revenues have declined from a historical
peak of $124,180,000 for the fiscal year ended February 28, 1970
to $88,736,000 for the fiscal year ended March 3, 1973. This de-
cline has resulted from several factors. First, a number of super-
market operators have discontinued or reduced the use of trading
stamps in connection with their conversion to discount merchandis-
ing, a rival form of promotion. Second, the nation's largest
trading stamp company has converted much of its California opera-
tions tc Blue Chip Stamps' lower-priced, nonfranchised manner
of doing business. Third, may service station operators have
curtailed the practice of giving consumers muitiple stamps (more
than one stamp for each ten cents of sales), a promotion technique
which was widespread for several years. No reversal of this
adverse trend in stamp service volume is expected in the near
futﬁre.

- The Company is engaged in three lines of business: the
trading stamp service; the candy business, which was acquired in
January 1972; and the incentive business, which is still relatively
minor. The following table sets forth for the past five fiscal
years the relative contribution of each line of business presently
accounting for ten per cent or more of total revenues or of total
income before income taxes, securities losses and extracralnary
charges' o ‘
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Item 1, Business. (Continued)

Februaig 28, February 27, March 4, March 3,
1871 1972 1973
Revenues:
Trading stamp service % . 99% 99% 95% 7137
Candv business - 4 25
Income before income taxes, securities losses
and extraordinary charges:
Trading stamp service
Candy business
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Item 2. Summary of Operations.

Following is a statement of income of the Company for the
three fiscal years ended February 27, 1971 and a consolidated state-
sment of income for the Company and its majority-owned subsidiar&
for the two fiscal years ended March 3, 1973:
Fiscal year ended
M.nlrch 1, February 28, February 27, March 4,  March 3.

969 1970 1971 1972 1973
(In thousands except for amounts per share)

Revenues:
Stamp service revenues . $167,602 $124,180 $118,374 $100,622 $ 88,736
Incentive sales 882 1,822 1,759 2,145 3,624
Candy sales - - - 4,104 32,049
Interest and dividends 2,764 4,708 6,203 6,359 7,315
Other 903 1,310 1,448 872

112,151 132,020 127,784 114,102 132,323

Costs and expenses: ;
Cost or redemptions and sales 94,703 108,977 104,392 93,791 95,662
Selling, general and administrative expenses 6,761 7,275 8,558 10,917 21,729
Interest ‘ . 165 705 705 927 2,638
Discount amortization 90 358 358 365 358

101,719 117,315 114,013 106,000 120,387

Income before provision for income taxes,
securities gains (losses) and extraordinary
charges 10,432 14,705 13,771 t,102 11,936

Provision for income taxes ' . 5,017 6,967 5,032 2,195 3,828

Income before securities gains (losses)
.and extraordinary charges 5,415 7,738 8,739 5,907 8,108

Securities gains (losses), less applicable
income taxes 229 27 : {(155) (1,693) (82)

Income before extraordinary charges ‘ 5,644 7,765 8,584 4.216 8,026

Extraordinary charges - settlements of lawsuits
and claims, less applicable income taxes (3,651) (378) - - (925)

Net income . - $ 1,993 $ 7,387 $_ 8,584 $ 4,214 $ 7,101

Per share: A ¢
Income before securities gains (losses)
and extraordinary charges $1.54
Securities gains (losses), less applicable
income taxes .06

—

Income before extraordinary charges
Extraordinary charges, less applicable
income taxes .

Net inccme

] o Te———

. Dlsc LOSU R E @ IF THE ABOVE PAGE IS LESS CLEAR THAN. THIS STATEMENT. IT IS
, : DUE TO POOR PHOTOGRAPHIC QUALITY OF THIS DOCUMENT.

£




A

Item 2. Summary of Operations. (Continued)

During the period January 3, 1972 through March 4, 1972
the Company acquired for cash 937 of the outstanding common stock
of See's Candy Shops, Incorporated. The Company has subsequently
increased its ownership to 997%.

Per share amounts are based upon the weighted average
number of shares of common stock outstanding during the fiscal year
adjusted for a five-for-one stock split in October 1969 and for the
dilutive effect of all outstanding stock options. Such dilution is
calculated assuming all such options have been exercised and the
proceeds used to purchase shares at the average market price during

the year. Following is a summary of the shares used in per share
computations:

Fiscal year ended
March 1, February 28, February 27, March &, March 3,
1969 1970 1971 1972 1973

Average shares ‘

outstanding 3,530,000 4,877,000 4,957,000 . 5,028,000 5,069,000
Dilution assuming

exercise of out-~

standing scock

options 180,000 123,000 88,000 60,000
3,530,000 5,057,000 5,080,000 5,116,000 5,129,000

No change in per share amounts would result from use of the more
restrictive "fully diluted'" method.

The decline in stamp service revenues beginning with the
fiscal year ended February 27, 1971 was caused by various factors
(see Item 1). Despite that decline, total revenues and net income
for the fiscal year ended March 3, 1973 increased over those of the
prior fiscal year due to inclusion of:a full year's candy sales in
the more recent year's figures versusfpnly two months' in the prior
year's figures. - Net income for the fiscal year ended February 28,
1970 increased significantly due to a substantial reduction in set-
- tlements of lawsuits and claims (set out separately as extraordinary
charges). Net income for the fiscal year ended March 4, 1972 de-
creased significantly due to the aforementioned decline in stamb'
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Item 2. Summary of Operations. (Continued)

service revenues but also as a result of the significant excess of

securities losses over securities gains during this year.

Net in-

come in each year benefited from increased after-tax yield on

marketable securities.

Comments

corresponding per-share figures.

Revenues, earnings and

in this paragraph also apply to the

earnings per share as set forth

above are not necessarily indicative of future revenues, earnings

and earnings per share.

As explained in Item 1, stamp service -
revenues have been declining since the fiscal year ended February 28

1970, and no reversal of this trend is expected in the near future.
The Company believes that a sale or spin-off of one-third of its

"California trading stamp business (see Item 5 and Note 11 to

the

financial statements in the attached printed annual report), if
consummated, would have a materially adverse effect on revenues and
earnings and under existing market conditions might have a hateri-
ally adverse effect on its ability to continue its trading stamp

business.

Following is an analysis of retained earnings and other
capital accountsﬁfpr the five fiscal years ended March 3, 1973:

’:v»./‘
)

Balance at March 2, 1968

Sale uf restricted stock to employees
Sale uf stock to users
Net inrome

Balance at March 1, 1969

Change in' par value

Exercise of stock options

Cash dividends of $.10 per share
Net income

Balance at February 28, 1970

Exercise of stock options

Purchase of stock from terminated employees
Cash dividends of $.24 per share

Net income :

Balance it February 27, 1971
Exercise of stock options
Cash dividends of $.24 per share
Net income

Balance at March 4, 1972
Exercise of stock options
Cash dividends of $.24 per share
Net income i

Bélance at March 3, 1973

Common stock

Shares*
3,108,000

137,000
1,626,000

Amount .

Paid-in
capital

$ 207,000

9,000
109,000

S -

2,878,000

Retained
earnings

§22,853,000

- Q2

1,993,000

4,871,060

79,000

325,000

4,546,000
79,000

2,878,000

(2,878,000)
403,000

24,846,000
(1,668,000)

(487,000)
7,387,000

4,950,000

77,000
(1,000)

4,950,000

77,000
(1,000)

403,000
393,000

30,078,000

(1,188,000)
8,584,000

5,026,000
13,000

5,026,000

13,000 _

796,000
66,000

37,474,000

(1,208,000)
4.214.000

5,039,000
140,000

5,039,000
140,000

862,000
717,000

-

40,480,000

(1,214,000)
7,101,000

5,179,000

$5,179,000

$1,579,000

$46,367,000

*Adjusted for five-for-one stock split, October 1969.

-
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Item 3. Properties.

&
Lk

The Company operates merchandise distribution centers
at Los Angeles and at Richmond (near San Francisco). The Los

| e A

Angeles distribution center has a storage capacity of approximately
8 ,000,000 cubic feet and is leased under an agreement expiring

July 31, 1975 (with a five-year renewal option). The Richmond dis=-
tribution center has a storage capacity of approximately 4,900,000
cubic feet and is owned by the Company in fee.

" The companies named in the last paragraph of Item 4 manu-
facture candy in approximately 220,000 square feet of fully equipped
kitchen facilities which they own in Los Angeles and South San
Francisco. :

Redemption stores and candy stores are normally leased.
The leases expire on various dates, none later than 1991.

‘Item 4. Parents and Subsidiaries. "

Warren E. Buffett, a director of the Company, holds bene-
ficially approximately 137% of the Company's 5,178,810 shares of
common stock outstanding; the beneficial holdiugs of Mr. Buffett
and his associates aggregéte approximately 477%. Mr. Buffett dis-
claims control of the Company. Mr. Buffett, his wife and entities
with which they are associated own shares of therCompany's common
stock, as follows:

Warren E. Buffett 550,090

Susan T. Buffett, spouse, children of
Mr., Buffett and trusts of which he is ‘ S
trustee but has no beneficial interest - 126,628

Subsidiaries of D1ver51f1ed Retailing _ ‘
Company, Inc. 841,900
Subsidiaries of Berkshire Hathaway Inc. 909,923

Mr. and Mrs. Buffett own approximately 42% of the common
stock of Diversified Retailing Company, Inc. (which through‘a sub~
sidiary is principally engaged in operating women's apparel stores).
Mr. Buffett disclaims control of such compandy.

—— 5 e
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Item 4. Parents and Subsidiaries. (Continued)

Mr. and Mrs. Buffett own approximately 36% of the common
stock of Berkshire Hathaway Inc. (which is principally engaged in
the manufacture and sale of textiles, and subsidiaries of which
are principally engaged in the banking and insurance businesses);
Mr. Buffett disclaims control‘pf such company- |

'The Company owns 997% of the outstanding common stock of
See's Candy Shops, InCOrporatedﬁ which, in turn, owns 100% of the
common stock of See's Candies, Inc,, both California corpbrations
Financial statements of both companies are included in the Company s
consolidated financial statements from date of acquisition in
~January 1972.

Item 5. Pending Legel Proceedings.

(a) United States of America v. Blue Chip Stamp Company,

Alexander's Markets, Lucky Stores, Inc., Market Basket, Purity

Stores, Inc,, Ralphs GfocetXACompany, Safeway Stores,;:incorporated4
Thriftimart, Inc.. Thrifty Drug Stores, Inc., and Vons Groéer& Co..
United States District Court, Central District of California, Civil
Action No. 63-1552-F. |

This action under the Sherman Act was instituted byﬂthea‘

United States Department of Justice on December 26, 1963 against
the Company's predecessor and a Consent Decree was entered’ therein
on June 5, 1967. Pursuant to sald Consent Decree, the Company in

. June 1972 submitted for approval by the Court a plan to offer for
sale one-third of its California trading stamp business located
within a contiguous geographical area in Southern Califormia. In
January 1973 the Court signed an order (1) disapproving said plan,
(2) requiring the Company to continue efforts to negotiate a sale
and (3) calling for the appointment of an independent expert”witnese
to study the feasibility of .a sale or spin-off of a portion of the h
Company s tradlng stamp bu51ness under existing condltlons.

'i<s~:tf7?'*- = S
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Item 5. Pending Legal Proceedings. (Continued)

(b) Black and Brown Trading Stamp Corporation v. Blué

Chip, Chevron 0il Company, Shell 0il Company, Phillips Petroleum

Company, Mohawk, Standard 0il of California, Mobil 0il Corporation,

Texaco, Inc., ARCO, Humble 0il and Refining Company, Douglas 0il

Co. of California, Gulf 0il Corporation, Union 0il of California,

. Simas Bros. Service Stations, Vons Grocery Company, Lucy Stores,

‘Inc.,\Safeway Stores Inc., Mayfair Markets, Boy's Markets, Better

Foods, and Thr:ftxmart Inc. United States District Court, Northern
DlStrlCt of Callforpla, «Civil Action No. 71-1333-0JC filed July 12,

1971. * ; o

This antitrust action, brought by a California corpora-

tion formerly engaged in the trading stamp business, asserts damages
to plaintiff in excess of $160,000,000 and seeks treble damages
plus attorneygf fees and costs, but the Company has not been served

with process. e

(c) Manor Drug Stores, and all other users of Blue Chip

Stamps who were entitled but faxled to purchase stock of Blue Chip

Stamps, on behalf of themselves“and all. other persons similarly

51tuated v. Blue Chip Stamps, Blﬁe Chip Stamp Co., a merged corpo-

ratlon, Alexander's Markets, Lucgy Stores, Inc., Market Basket,

PurJty Stores, Inc., Ralphs Grocerv Company, Safeway Stores, Inc.,

Thriftimart, Inc., Thrifty Drug Stores Co., Inc., Vons Grocery Co.,
Robert E. Alexander, Donald A. Koeppell, Leonard H. Straus, William
- F. Ramsey, Robert E. Laverty, RicharavRalphs, John R. “Niven, Fred
Von der Ahe. United States District Court, Central, District of
California, Civil Action No. 70-2539 filed Novembgﬁ 10, 1970.

. This purported class action was filed on behalf of re-
tailer usens of Blue Chip stamps who failed to purchase stock of
Blue Chip Stamps in.a 1968 offering to retailer users. The amended
complaint filed January 27, 1971 alleged damages to plaintiffs of
$21,400;000 énd‘exemplary damages of $25,000,000, interegt, attor-
neys' fees and costs, and prayed that plaintiffs have the right to
purchase stock, or units of stock and debentures, of the Company
on the terms of the 1968 offering. “The action was dismissed with

LT b b ot i g g pemea S Y e T B R S e N 2 T R A A R R S Y st s
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Item 5. Pending Legal Proceedings. (Contunued)

prejudice by the United States District Court and an appeal by the
plaintiffs to the United States Court of Appeals for the Nlnth
Circuit (No. 71-2223) is pending. )

On June 21, 1971 plaintiffs filed a substantially iden-
tical action against the same defendants in the Superidr Court
of the State of California for the County of Los Angeles (No.
€-5652). The Company has not yet been served with process in this

latter action.,

(d) Eleanor A. Botney and Thelma G. Daar, in behalf of
themselves and all others similarly situated v. Blue Chip Stamps.

o o e e e o e e e

. Superior Court of the State of California for the County of Los
' Angeles, No. 997374 filed March 1, 1971.

%

5, . This is a purported ‘class action to recover for stamp

e

savers monies collected by the Company as reimbursement for
'Callfornla sales taxes on redemption of stamps. By order dated
May 23, 1973 the trial court ruled prellmlnarlly that redemption
transactions are taxable and the Company was entitled to collect
‘reimbursement ‘for such taxes but that the Company had erroneously
- calculated the amount of taxes and reimbursement therefor. No
\\determination was made of the amount of excess collections or of the
\nature or extent of the relief, if any, to be granted, and those
issues remain to be tried. The Company has paid sales taxes to the
state equal to its reimbursement collections, and has asserted
claims against'the state for reimbursement of any overpayments to
the state of tax or reimbursement monies. An amendment to the com-
plaint alleging fraud and seeking punitive damages was served on the
Company on March 7, 1973, The Company has denied all the material
allegations of plaintiffs.

Item 6. Increases and Decreases
in Qutstanding Securities.

Following is an analysis of changes in the amount of the
Company's $1.00 par value common stock during the fiscal year ended
March 3, 1973: |

7 Pt g - CIia .
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Item 6. Increases and Decreases i

in Outstanding Securities. (Continued) i

/ Shafes Amount %

Balance, March 4, 1972 5,039,000 $5,039,000 %

Exercise of stock options: :

March-May 1972 28,000 28,000 ’
February 1973 112,000 112,000

Balance, March 3, 1973 5,179,000 $5,179,000

, The stock options were exercised at an option price of
$6.10 per share. Market prices ranged from $13-3/8 to $15-1/8 on
dates .exercised.

For additional information on the Company's qualified
stock option plan, reference should be made to Note 7 to the Com-
. pany's consolidated financial stakements in the attached printed
annual report and to the supplementary information contained on
'page S-4 hereof.

e e AT i TS G Y

Shares sold pursuant to the qualified stock option plan
have not been registered under the Secﬁ%ities Act of 1933. The
issuance of such shares is exempt from registration under said Act

R M i

pursuant to Section 4(2) thereof as not involving any public offer-
ing, because the group of optionees has not exceeded 16 officers
and key employees at any one time. Pursuant to said plan, optionees

R S N

have been required upon exercise of options to represent in writing
that the shares have been acquired for investment. In addition the
Company has followed the practice of issuing stop-transfer instruc-
tions, As a result of these two precautions, legending of the

certificates has not been deemed necessary.

Item 7. Approximate Number of Equity Security Holders.

Number of record holders
as Qf March 3, 1973

Title of class

Common stock, par value
$1.00 per share 3,104

g o e e 2
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Item 8. Executive Officers of the Registrant.

Following is a list of the Company's executive officers,
whose ages range from 55 to 39 years: V

Name Position

Donald A. Koeppel Chairman of the Board and

e e e e e e

President
William F. Ramsey Executive Vice President and
Director
"Raymond H. Allen Vice President,
Information Systems
Gerald N. Anderson Vice President, Sales
James D. Carter Vice President, Operations .
Walter M. Cusack Vice President, Incentives
William K. Klepper Vice President, Merchandise .
Robert H. Bird Secretary and Treasurer

Item 9. Indemnification of Directors and Officers.

Reference is made to Item 29 of Part II of the Company's
Registration Statement (Form S-1) No. 2-35318 dated December 17,
1969.

R T AL e — T
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Item 10. Financial Statements and Exhibits_Filed.

(a) Financial Statements:

Index to Financial Statements

The March 3, 1973 and March 4, 1972 consolidated balance
sheet and consolidated statements of income, stockholders' equity
and changes in financial position and notes thereto, together with
the opinion thereon of Price Waterhouse & Co. dated April 6, 1973,
appearing in the attached 1973 printed annual report are incorpo-
rated in this Form 10-K Annual Report. With the exception of the
aforementioned information, the 1973 printed annual report is not
to be deemed filed as part of this report.

The following additional financial data should be read
in conjunction with the financial statements and notes referred to
above. Schedules not included with this additional financial data
have been omitted because they are not applicable or the required
information is shown in such financial statements or notes.

The individual financial statements of the Company have

been omitted since its total assets, exclusive of its investment

in its consclidated subsidiary, constitute more than 757 of the

total assets shown by the consolidated balance sheet filed herewith,
~and the Company's total gross revenues, exclusive of interest and

dividends received, or equity in income, from its consolidated sub-

sidiary, constitute more than 75% of total gross revenues shown by

the consolidated income statement filed herewith.

e A S = SV T e e

oty

Page
number

Consent of independent accountants S-1

in TR

v,

Additional financial data:
Supplementary information to notes to
financial statements
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Item 10. Financial Statements and Exhibits Filed. (Continued)

Page
number
Financial schedules -
I - Marketable securities S-6 - S-7
V - Property, plant and equipment

VI - Accumulated depreciation and
amortization of property, plant
and equipment

Supplementary income statement
information

Exhibits:

(1) Incorporated by reference to:

Form 8-K Current Report of Blue Chip Stamps
for May 1972 -

3.2-3 Amendment to bylaws effective May 25,
1972 fixing number of directors at
eleven

4.2-1 Supplemental indenture dated as of
May 15, 1972
(2) Filed herewith:

3.2-4 Amendment to bylaws effective March 22,
: 1973 fixing number of directors at
ten
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Items 11 to 15 Inclusive.

These items are omitted pursuant to General Instruction H
to Form 10-K. The Company has filed with the Securities and Exchange
Commission a proxy statement pursuant to Regulation 14A for its
annual meeting of stockholders scheduled for May 24, 1973.
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SIGNATURES

Pursuant to the requirements of Section 13 of the
Securities Exchange Act of 1934, the registrant has duly caused

this report to be signed on its behalf by the undersigned, there-
unto duly authorized.
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BLUE CHIP STAMPS

Date: M#aq 1S, 1957 | By ,(4”

R. H. Bird
Secretary and Treasurer
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CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the application of our report
which appears on the last page of the 1973 printed annual re-
port of Blue Chip Stamps, to the additional financial data
listed in the foregoing index when this data is read in com-.
junction with the consolidated financial statements in such
annual report; our report and the consolidated financial state-
ments have been incorporated in this Form 10-K Annual Report.
The examinations referred to in our report included examina-.
tions of the additional financial data. S

6521;. éi)MZ;qu. ¢ Q.

PRICE WATERHOUSE & CO.

606 South Olive Street
Los Angeles 90014
April 6, 1973
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SUPPLEMENTARY INFORMATION TO
NOTES TO FINANCIAL STATEMENTS

March 3, March 4,
1973 1972

Income from marketable
securities:

Interest $1,529,000  $1,784,000
Dividends 5,786,000 4,575,000

$7,315,000  $6,359,000

The cost of securities sold is determined by the first-in,

flrst-out method.

Beginning and ending inventories for the two fiscal years

ended March 3, 1973 are as follows:

February 27, 1972 $17,197,000
March 4, 1972 14,187,000
March 3, 1973 , 13,114,000

The above amounts consist primarily of redemption merchan-
dise with the exception that the March 3, 1973 and the March 4, 1972
amounts include $1,214,000 and $1,459,000 relating to candy operations.

The estimated useful lives used in computing depreciation

are as follows:

Buildings 10 to 40 years
Furniture, fixtures and equipment 3 to 15 years
Leasehold improvements Lives of leases

Expenditures for renewals and betterments of property,
fixtures and equipment are capitalized; maintenance and repair
costs are charged to income as incurred. When assets are retired
or otherwise disposed of, the accounts are relieved of applicable
cost and accumulated depreciation and amortization, and any gain
‘or loss on disposal is credited or charged to income.
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The excess of cost over equity in net assets of subsid-
~iary, less accumulated amortization, as shown on the balance sheet,
represents the difference between the Company's equity in the net
assets of its consolidated subsidiary and its investment therein.

The components of accounts payable and accrued expenses
are as follows: “

March 3, March 4,
1973 1972

Accounts payable $5,529,000 $4,989,000
Accrued compensation 2,315,000 2,068,000
Taxes other than income 632,000 623,000 -

$8,476,000 $7,680,000

Included in interest and discount amortization is amorti-
zation of debenture discount amounting to $358,000 and $365,000 for
the fiscal years ended March 3, 1973 and March 4, 1972. Debenture
discount is being amortized over the term of the debentures by use
of the debentures outstanding method. |

’ Provisions for income taxes include state taxes of
$518,000 and $185,000 for the fiscal years ended March 3, 1973 and
March 4, 1972, ‘

‘ Minority interest in See's Candy Shops, Incorporated, at
March 3, 1973 consists of the following:

Common stock , ‘ $ 5,000
Retained earnings 145,000

$150,000

Following is a schedule of maturities fdr the long-term
note payable to a bank and the 6-3/4% Subordinated Debentures due
1978..

Fiscal year T
ending in Bank loan = Debentures .- Total

1974 $ 5,751,000 $ 5,751,000
1975 23,004,000 $2,168,000 25,172,000
1976 2,168,000 2,168,000
1977 | 2,168,000 2,168,000
1978 2,168,000 2,168,000

- . —
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The Company's Board of Directors has adopted cost savings
incentive plans under which certain officers and ke% employeeé have
received $104,000 and $62,000 for the years ended March 3, 1973 and
March 4, 1972.

The Company's subsidiary has two profit-sharing plans’
which cover employees meeting certain eligibility requirements.
The plans do not call for employee contributions nor provide for
prior service credits. Company contributions are discretionary
and subject to certain limitations. Provisions for contributions
to the trust funds for the fiscal year ended March 3, 1973 and the
two months ended March 4, 1972 totaled $426,000 and $68,000

Under the Company's qualified stock option plan, options

for 332,500 shares were granted in February 1969 at $6.10 per share,

options for 7,500 shares were granted in March 1970 at $14.75 per
share and options for 18,000 shares were granted in March 1972 at
$15.1875 per share, fair market values at dates granted. The
options are exercisable in four annual instalments beginning one

- year after date of grant and expire fivé‘ygars after such date.

At March 4, 1972 and March 3, 1973, 212,000 and 194,000 shares were
available for grant. The excess of aggregate proceeds from exer-
cise over par value is credited to paid-in capital. Additional
option information is summarized below:
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Year ended

March 3, _ March 4,
1973 0 1972

Options which became exercisable
during the period: t . , ‘
Number of shares 78,625 : 78,625
Option price - : v
Per share , - $ 6.10 and $ 6.10 and
o ’ $14.75 - $814.75
Total ” $495,830 . $495,830
Market price at date flrst -
exercisable - § .
Per share , b $13.625 and $14.625 and
- $14.750 $18.125
Total , $1,073,375 $1,156,450

Options exercised during the perlod: ‘
Number of shares e 140,500 12,300
Option price - ’ : ’ : N
Per share : $6.10 $ 6.10 and
: 14.75
Total . $857,050 77.625
Market price at dates exercised - : - :
Per share range $13.375- $14.625-
‘ $15.125 $17.125
Total $1,909;875 - $187,000

] T’} At March 3, 1973 options to purchase 28,200 . shares were
outsténdlng at an aggregate price of $397,875 (1nc1ud1ng options ..
for 8,325 shares currently exercisable for $96,844).

At March 3, 1973, minimum annual rental commitments under
leases expiring through 1991, excluding taxes, insurance and other
expenses payable directly by the Company, are as follows:

Fiscal year

ending i

1973 $2,814,000
1974 2,720,000
1975 | 2,512,000
1976 2,108,000 '
1977 1,653,000
1978 1,327,000

Rental commitments apply prlmarlly to redemptlon stores
and candy shops.

Rentals appliéable to candy shops are generally determined
based upon a fixed percentage of sales (usually 6%) which have ex-
ceeded the specified minimums.
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CONSOLIDATED

BLUE CHIP STAMPS *

"SCHEDULE I - MARKETABLE SECURITIES
MARCH 3, 1973

e sz A S N o L ¥Ry it

Name of issuer
and title of issue

Time deposits

Preferred stock:

American Can Co., 7% Cum,.

Amerlcan Water Works Co.
Inch,, 4.10% Cum.

Duke’ Fower Co., 6.75%
Cum. Conv.,

E. I. du Pont de
Nemours, $4.50 Cum,

General Motors, $3. 75
Cum,

Natural Gas Pipeline Co.
of America, 9.207 Cum.

Pacific Power & Light
Co., 8.92% Cum.

Southern California
Edison, 8.967 Cum.

Other

Common stocks:

Allegheny Power System

~ _Inc.

Amerlcan Natural Gas Co.
American Telephone & -

. Telegraph Company

American Water Works Co.
Inc.
Cleveland Trust Co.

" Consumers Power Co.
Detroit Bank & Trust Co.
Harris Bancorp Inc.
Hartford National Corp.

Number of

.shares or

units -
principal
amount of
bonds and
notes

$21,298,000

Amount at
which
shown

in balance

sheet

$21,298,000

Value based

on

market quo-

tations at

March 3, 1973

$21,298,000

15,000
23,800
10,000
7,500
7,700
40;000

. 40,000

50,000
26 000

569,000

463,000
1,000,000
" 721,000
/630,000
4,000,000

3,957,000.

5,000,000
1 706, 2000

379,000
488,000
955,000
514,000
441,000

4,280,000

4,280,000

5,688,000
174 000

$18,046,000

$18,199,000

220,000

50,000
35,000

298,400

72,300
99,299
38,634

150,075

124,900

100, 844

$ 1,088,000

1,251,000
13,578,000

891,000
8,036,000
1,292,000
7,636,000
6,294,000
3,070,000

$ 1,081,000

1,374,000
14,883,000

886,000
8,589,000
1,106,000
7,541,000
7,119,000
2,887,000

o A i 5y Ty T SRS R
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SCHEDULE I - MARKETABLE SECURITIES (CONTINUED)

MARCH 3, 1973

Number of
shares or
units -
principal

Amount at
which

Value based

on

market quo-
tations at
March 3, 1973

shown
in balance
sheet

amount of
bonds and
notes

Name of issuer
and title of issue

Common stocks: (Continued)

Iowa Power & Light Co. 43,000 $ 1,071,000 $ 989,000

Kansas City Power &
Light Co,

Kansas Power & Light Co.

Manufacturers National
Bank of Detroit

National Detroit Corp.

Northeast Bancorp. Inc.

Northern States Power Co.

Peoples Gas Co.

Philadelphia Electric Co.

Pittsburgh National Corp.

San Jose Water Works

Shawmut Associates Inc.

Source Capital Inc.

State Street Boston
Financial Corp.

Toledo Edison Co.

Union Electric Co.

Wesco Financial Corp.

Other ,

Total marketable securities

o

[

34,000
50,000

72,980
296,880

30,500
50,000
35,000

151,700
274,000
27.200
63,241
510,660

70,239

40,000
50,000
518,860
103238

1,145,000
1,031,000

3,706,000
14,431,000
1,046,000
1,170,000
1,171,000
3,263,000
9,297,000
943,000
3,270,600
5,464,000

2,845,000
1,047,000

849,000
8,099,000
22732000

1,067,000
1,231,000

3,622,000
14,399,000
938,000
1,413,000
1,238,000
3,356,000
9,487,000
1,088,000
3,281,000
4,851,000

3,091,000
1,175,000
. ’850.,000
8,821,000
2442000

3,390,950 $105,257,000 $108,805,000

$144,601,000 §148§302!000

e ———
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Ye

Classification

Ye

ar_ended March 4. 1972

Land ,
Building@

Furniture, fixtures and
equipment

Leaseholq improvements

4
I

ar ended ﬁarch 3, 1973

it
i
i

Land :
Buildings

Furniture, 'fixtures and
equipment:

Leasehold improvements
|

i
i

SCHEDULE V - PROPERTY, PLANT AND EQUIPMENT

Balance at
beginning
of period

Additions at cost

Through

racquisition

‘of
subsidiary

658,000
1,830,000

4,810,000
934,000

$ 2,242,000
3,242,000

3,957,000
2,326,000

Other

Retirements

Other
changes
add
(deduct)

$ 500,000

419,000
193,000

$289,000
47,000

$ 8,232,000

$11,767,000

$1,112,000

$336,000

$ 2,900,000
5,572,000

8,897,000
3,406,000

$20,775,000

(1) Reclassificdation to other accounts.,

!

33,000

383,000
911,000

$ 6,000

236,000
184,000

$104,000 (1)

(87,000) (1)
(17,000) (1)

Balance at
end of

Reriod

$ 2,900,000

5,572,000

8,897,000
3,406,000

$20,775,000

$ 2,900,000
5,703,000

8,957,000
4,116,000

$1,327,000

$426,000

$ _-0-

$21,676,000

-
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SCHEDULE VI - ACCUMULATED DEPRECIATION, DEPLETION
AND AMORTIZATION OF PROPERTY, PLANT AND EQUIPMENT

Additions

Through Other
Balance at acquisition Charged to changes Balance at
beginning of costs and and end of
. Description of period subsidiary expenses Retirements (deduct) eriod
: : perrod

|
Year ended March 4, 1972:

I i
Buildings | $ 306,000 $1,507,000 $ 122,000 $ 1,935,000

Furnltuni fixtures and ‘
equlpment 3,131,000 +2,661,000 | 691,000 $231,000 6,252,000

Leasehold improvements 582,000 997,000 119,000 43,000 - 1,655,000

- $4,019,000 §5,165,000 232,000 $274,000 $ 9,842,000

Year ended March 3, 1973

Buildings $1,935,000 239,000 ) $24,000 (1) $ 2,198,000
Furniture, fixtures and
‘equipment 6,252,000 798,000 $189,000 ~ (67,000) (1) 6,794,000

Leasehold improvements 1,655,000 317,000 116,000 43,000 (1) 1,899,000

$9,842,000 $1,354,000 $305,000 $ -0- | $10,891,000

(1) Reclassification to other accounts.
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SCHEDULE XVI - SUPPLEMENTARY INCOME STATEMENT INFORMATION

Ttem

Year ended March &4, 1972:

Maintenance and repairs
Depreciation and amortization of
property, plant and equipment
Taxes other than income taxes -

Payroll
Property
Other
Rents

Year ended March 3, 1973:

Maintenance and repairs
Depreciation and amcrtization of
property, plant and equipment
Taxes other than income taxes -

Payroll
Other
Rents
Advertising costs

Charged
to costs
and expenses

$ 587,000
932,000

678,000

513,000
91,000
2,253,000

$1,092,000
1,354,000

1,394,000

754,000
3,645,000
1,034,000

No royalties or research and development costs were incurred and
amortization of intangible assets was less than one per cent

of revenues
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Photographs in this annual report follow

the flow of merchandise through
Blue Chip’s distribution system.

l)ireéiﬁrs and Officers

Directors

Warren E. Buffett

Personal investments

Z. Wayne Griffin

Chairman of Community Redevelopment Agency
of the City of Los Angeles; real estate developer;
personal invesiments

John P. Guerin, Jr.

General partner of J. P. Guerin & Co., investors;
director of Pacitic Stock Exchange, Inc.; Chairman
of the Board of New America Fund, Inc.

Joseph P. Hughes

President of Hughes Markets, Inc.; Chairman of the
Board of Certitied Grocers of Calitornia, Ltd.

Emmett H. Jones

President ot Terminal Qil Company, Industrial
Engineering & Equipment Corporation and
Westales Investment Co.

Donald A. Koeppel
Chairman of the Bcoard and President
of the Company

Charles T. Munger

General partner of Wheeler,

Munger & Co.. investors

William F. Ramsey :
Executive Vice President of the Company

Ron Stever

Chairman of the Board of The Stever Companies,

consulting actuaries and insurance brokers, and
of Crescent Whart & Warehouse Co.

Andrew J. Wolf
President of A & B Supermarkets, Inc.

Officers

Donald A. Koeppel
Chairman of the Board and President

William F. Ramsey

Executive Vice President
Raymond H. Allen

Vice President, Information Systems

Gerald N. Anderson
Vice President, Sales

James D. Carter
Vice President, Operations

Walter M. Cusack

Vice President, Incentives
William K. Klepper

Vice President, Merchandise
Robert H, Bird

Secrelary and Treasurer

Ernest P. Paulson
Controller

Eleanor Reynolds
Assistant Secretary

Transfer Agents
and Registrars

Bank of America, N.T.&S.A.

Los Angeles

Bankers Trust Company
New York
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Finaneial Highlights -

P

Fifty-two Weeks Ended March 3.1973 and Fifty-three Weeks Ended March 4, 1972

1973 1972

Stamp service revenues $ 88,736,000 $100,622,000

Tota| revenues , - 1%2,323.000 114,102,000 ~ ~_

Income before securitigs losses and
extraordinary charjes 8,108,000 5,907,000

Securities losses ' (82,000) (1,693,000)

Extraordinary ;:harges _ ‘ (925,000}

Net income 7,101,000- 4,214,000

Per share

income before securities losses and
extraordinary charges -

" Net incomé
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To Our Ntockholders

Net income increased to. $1.38 per shara for the
current fiscal year from $.82 for the prior year
Income before securities osses anc extraord:-
nary charges amounted {o $1.58 and 31 15 r.er
share. respectively

The increase in earnings was achieved in
spite of a 12% declire in stamp service rove-
nues from 5100.622.000 to $88.736.000 cui-
rently. This decline reflects addilional iosses of
supermarket business and a reduclion in multi-
ple stamping by service station operators. We
do not expect stamp service volume o level off
or turn upward in the near future

Total revenues amounted to $132.323:000
mcluding $32.049.000 from sales of See's candy.
Last year's total revenues of $114.102.000 in-
cluded only 84,104,000 of See's sales due to
our zcquisition of the candy business lale in the
fiscal year

Although our incentive sales are slill reta-
tively small. 83.624.000. we are pleased with this
year's perlarmance and look forwared to furlher
growth.

Net losses on sales of secunties declined
from $1,693.000 or $.33 per share to $82.000
or §.02 per share. The losses were incurred as
part of our program of restructuning markelable
secunties with emphasis on after-tax yields and
sound values, The restruciuring 1s now substan-
tially complete.

The extraordinary charges. which amounted
10 $925,000 or $.18 per share after income laxes.
represented complete settlement of eleven civil
fawsuits

Asg required ir a 1967 consent judgment, in
June 1972 the Company submitlerd Lo the Uniled
States Dislrict Court a plan to offer for sale one-

third of its California trading stamp business
focated within a1 contiguous geographical arca
in Southern California. In January 1973 the court
disapproved the plan. ordered the Company to
continue efforts o negotiate a sale and called for
the appoiniment of an independent expert wit-
ness lo study the feastbility of a sale or spin-of!
under existing markel condilions We beheve that

a sale or spin-off. if consummated, might have a .

materially adveise effect on our ability 1o con-
tioue m the trading stamp Lusiness.

We were truly saddened by Mr. Charles J.
Fullerman’s recent resignation as a member of
our board of dirgclors fo concentrate on other
activilies. Mr Fullerman has heen associated
with Biue Chip as director. zounsgior and friend
since 1958.

The board of diraciors. as provided for in
our bylaws, reduced the size of the board from
eleven 1o ten members.

During the past several months we have
acquired just under 25% ot the outstanding
common stock of Wesco Financial Corporation
and have applicd to lederal and stale regulatory
authorities for permission {o increase our hold-
ings beyond 25% . Wesco's principal subsidiary.
Mulual Savings and Loan Association. operales
at seven locations in Southern Cairornia

Cordially yours,

Donald A, Koeppel

* Chairman of the Buard and President

Aont6. 1973
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Blue Chip Stamps

6 Comparative Summary

3/3/73 3/4/72 - 2/27/1M 2/28/°

Total for the Fiscal Year
Stamp service revenues $ 88,736,000 $100,622,000 $118,374,000 $124,18C
Total revenues 132,323,000 114,102,000 127,784,000 132,020

Income before securities
gains (losses) and

extraordinary charges 8,108,000 5,907,000 8,739,000 7,738
Securities gains (losses) (82,000) (1,693,000) (155,000) 27
Exiraordinary charges (925,000) — — (378
Net income 7,101,000 4,214,000 8,584,000 7,387

Total at Fiscal Year End

Total assets 199,724,000 190,740,000 148,422,000 147,333
Stockholders' equity 53,125,000 46,381,000 42,296,000 35,431
Average Shares Outstanding” 5,069,000 5,028,000 4,957,000 4,877

Per Share*

Income before securities
gains (losses) and :
extraordinary charges $1.58 $1:.15 $1.72 3

Net income oo 1. 1 K 1.69

* Adjusted for 5-tor-1 stock split, October 1969.
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/1/69

3/2/68

3/4/67

2/26/66

2/27/65

2/29/64

,602,000
.151,000

415,000
229,000
1,651,000)
,993,000

$91,097,000
94,574,000

3,333,000
85,000

3,418,000

$91,209,000

94,760,000

4,365,000
(81,000)

4,284,000

$81,065,000
83,772,000

4,444,000
22,000

4,466,000

$71,969,000
74,256,000

2,276,000
228,000

2,504,000

$68,615,000
70,360,000

1,722,000
93,000

1,815,000

1,796,000
3,049,000

95,772,000
23,060,000

81,999,000
19,487,000

77,713,000
15,202,000

65,207,000
10,736,000

59,824,000
8,232,000

1,530,000

. 3,108,000

3,108,000

3,108,000

3,108,000

3,108,000
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Blue Chip Stamps

Coﬁsolidated Balance Sheet

March 3, 1973 and March 4, 1972 (Note 1)

Assets

1973

1972

Current assets:
Cash
Marketable securities (Notes 3 and 5)
Accounts receivable

ferchandise and supplies mventones at the lower
of cost (first-in, first-out) or market

Prepaid income taxes and other expenses (Note 6)

$ 4,196,000
144,601,000
4,148,000

13,114,000
4,792,000

$ 3,988,000
#1134,731,000
4,947,000

14,187,000
4,057,000

Total current assets

Property, fixtures and equipment, at cost, less
accumulated depreciation and amortization (Note 4)

Unamortized debenture discount”

Excess of cost over equily in net assets of subsidiary,
less accumulated amortization (Note 1)

170,851,000

10,785,000
1,347,000

16,741,000

161,910,000

10,933,000
1,706,000

16,191,000

/

$199,724,000

$190,740,000

Liabilitiés and Stockholders’ Equity

Current liabilities:
Accounts payable and accrued expenses
Note payable to bank
Current portion of long-term debt
Income taxes payable (Note 6)
Liability for unredeemed trading stamps (Note 2)

$ 8,476,000
1,000,000
5,751,000
4,027,000

93,351,000

$ 7,680,000
5,452,000
2,698,000

89,245,000

Total current liabilities

112,605,000

105,075,000

Long-term debt (Note 5):
Note payable to bank, less current portion
6%4% Subordinated Debentures due 1978

23,004,000
10,840,000

27,259,000
10,840,000

Total long—terrrf, debt

33,844,000

38,099,000

‘Minority interest in subsidiary (Note 1)

150,000

1,165,000

Stockholders’ equity (Notes 5,7 and 1)
Common stock, par value $1 60-
Shares authorized — 7,000,000°
Shares outstanding — 5 179 000 and 5,039,000
Paid-in capital

Retained earnings

5

5,179,000
1,579,000
46,367,000

5,039,000
862,000
40,480,000

Total stockholders’ equity

53,125,000

46,381,000

$190,740,000
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$199,724,000

See accompanying notes to consolidated tinancial statements
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Blue Chip Stamps

Consolidated Statement of Income

Fifty-two Weeks Ended March 3, 1973 and Fifty-three Weeks Ended March 4,

1972 (Note 1)

1973

1972

Revenues:
Stamp service revenues (Note 2)
Incentive sales
Candy sales
Interest and dividends
Other

$ 88,736,000
3,624,000
32,049,000
7,315,000
599,000

$100,622,000
2,145,000
4,104,000
6,359,000
872,000

132,323,000

114,102,000

Costs and expenses:
Cost of redemptions and sales (Note 2)
Selling, general and administrative expenses
Interest and discount amortization

95,662,000
21,729,000
2,996,000

93,791,000

10,917,000
1,292,000

120,387,000

106,000,000

Income before income taxes, securities losses and
- extraordinary charges

Provision for income taxes (Note 6)

11,936,000
3,828,000

8,102,000
2,195,000

Income before securities losses and extraordinary charges
Securities losses less applicable income tax effect (Note 6)
Extraordinary charges (Note 11)

8,108,000

(82,000)
(925,000)

5,907,000
(1,693,000)

Net income

$ 7,101,000

$ 4,214,000

Per share (Note 8):
Income before securities losses and extraordinary charges
Securities losses
Extraordinary charges

3

'$1.58
(.02)
(.18)

$1.15
(.33)

Net income

$1.38

$ 82

Consolidated Statement of Stockhelders’ Equity

Fifty-two Weeks Ended March 3, 1973 and Fifty-three Weeks Ended March 4, 1972

Paid-in
Capital

Common Stock
Shares Amount

Retained
Earnings

Balance at February 27, 1971 5,026,000 $5,026,000 $ 796,000
Exercise of stock options 13,000 13,000 66,000
Cash dividends of $.24 per share — - —

Net income — — —

$37,474,000

(1,208,000
4,214,000

5,039,000 - 862,000
140,000 717,000

Balance at March 4, 1972 5,039,000
Exercise of stock options (Note 7) 140,000
Cash dividends of $.24 per share (Note 5) —
Net income - — -

40,480,000

(1,214,000)
7,101,000

Balance at March 3, 1973

$46,367,000

5179.000 $5179,000 $1,579,000

See accompanying notes to consolidated financial statements
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Blue Chip Stamps

Consolidated Statement of Changes in Financial Position

Fifty-two Weeks Ended March 3, 1973 and Fifty-three Weeks Ended March 4, 1972 (Note 1)

SHE g T i S TR

1973 - 1972

Working capital was provided by:
Income before extraordinary charges $ 8,026,000 $ 4,214,000
Income charges not affecting working capital:

Depreciation and amortization 2,141,000 1,351,000
Minority interest in net income of subsidiary 35,000 43,000

Working capital provided by operations ' 10,202,000 5,608,000
Note payable to bank (long-term portion) 1,496,000 27,259,000
Exercise of stock options 857,000 79,000

Minority interest in subsidiary (1,070,000) 1,142,000

11,485,000 34,088,000

Working capital was used for: )
Excess of cost over equity in net assets of subsidiary 978,000 16,245,000

Property additions, net, including $6,602,000 in 1972
relating to acquisition of subsidiary 1,206,000 7,652,000

Payment of dividends . 1,214,000 1,208,000
Transfer of long-term debt to short-term debt ; 5,751,000 —
Extraordinary charges (Note 11) ’ 925,000 -

10,074,000 25,105,000

T
e

Increase in working capital, including $11,006,000 in ‘
1972 of working capita! of subsidiary at acquisition $ 1,411,000 $ 8,983,000

Increases (decreases) in components of working tapital:
Cash $ 208,000 $ 3,457,000
Marketable securities 9,870,000 21,563,000
Accounts receivable (799,000) (2,846,069)

Inventories (1,073,000) (3,010,000}
Prepaid income taxes and other expenses 735,000 608,000

Accounts payable and accrued expenses (796,000) (2,284,000)
Note payable to bank (short-term) (1,000,000) -
Current portion of long-term debt (299,000) (5,452,000)

Income taxes payable . (1,329,000) (1,237,000)
Liability for unredeemed trading stamps (4,106,000) (1,816,000)

Increase in working capital o $ 1,411,000  $ 8,983,000

5 s e e A B e A G AT PSRN i
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See accompanying notes to consolidated financial statements
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Blue Chip Stamps

Notes to Consolidated Financial Statements

NOTE 1— Subsidiary company:

The consolidated financial statements include
the accounts of the Company and of its majority-
owned subsidiary, See's Candy Shops, Incorpo-
rated (“See’s”), from date of acquisition. On
January 3, 1972, the Company acquired 67% of
the common stock of See's. As a result of an
invitation for tenders and subsequent purchases,
owneiship was increased to 93% through March
4, 1972 and to 99% through March 3, 1973, for
a total cost of $34,661,000. The acquisition has
been recorded as a purchase. The excess of
cost over equity in underlying net assets is
being amortized over 40 years; amortization
amounted to $428,000 and $54,000 for the fiscal
years ended March 3, 1973 and March 4, 1972,

The following pro-forma results of opera-
tions for the fiscal year ended March 4, 1972,
which are furnished solely to comply with a
requirement of the Accounting Principles Board,
assume that the Company owned 99% of See's
for such fiscal year:

Cost Market Value

March 3, 1973 —
Short-term investments
Preferred and

common stocks

$ 21,298,000 $ 21,298,000

122,303,000 127,004,000
$144,601,000 $148,302,000

March 4, 1972 —
Shorf-term investments ~ '$ 20,940,000 $ 20,858.000
State and

municipal bonds
Preferred and
common stocks

17,335,000 13,372,000

96,456,000 97,409,000

$134,731,000 $131,739,000

At March 3, 1973 the Company owned 21,9% of
the outstanding shares of Wesco Financjal Cor-
poration common stock at a cost of $8,099,000
and has subsequently increased its ownership to
24.9% through April 6, 1973. The Company is
presently seeking permission of Federal and
California regulatory authorities to increase such
ownership beyond 25%.

Total revenues
Income before sectirities losses

$140,240,000
6,754,000
5,061,600
Per share:
Income before securities losses $1.32
Net income .99

NOTE 2 — Stamp service accounting.

NOTE 4 — Property, fixtures and equipment:

Following is a summary of property, fixtures and

equipment:

March 3,

March 4,
1973 1972

Land $ 2,900,000 $ 2,900,000

Buildings
Furniture, fixtures

and equipment
Leasehold improvements

5,703,000 5,572,000

8,957,000
4,116,000

8,897,000
3,406,000

The Company recognizes stamp service reve-
nues upon issuance of its trading stamps and
provides a liability account for unredeemed trad-
ing stamps consisting of the cost of merchandise
and related redemption expenses. For a number
of years the Company has rade statistical eval-
uations of its redemptions. Based upon analysis
of such evaluations, the Company presently
estimates that 97.5% of all stamps issued will
ultimately be redeemed. The liability for unre-
deemed trading stamps of $33,351,000 at March
3, 1973 included $77,354,000 for the cost of
merchandise and $15,997,000 for redemption
expenses.

21,676,000 20,775,000
Less accumuiated depreci-

ation and amortization 10,891,000 9,842,000

$10,785,000 $10,933,000

NOTE 3 — Marketable securities:

Following is a summary of marketable securities,
which are stated at cost (less amortization of
bond premium): ’

Depreciation and amortization of property, fix-

tures and equipment are provided by straight-

line and accelerated methods over the estimated
useful lives of the assets. Total provisions
amounted to $1,354,000 and $3832,000 for the
fiscal years ended March 3, 1973 and March 4,
1972.

NOTE 5 — Long-term debt:

The debentures are subordinated to senior in-
debtedness as defined in the underlying inden-
ture, as supplemented on May 15, 1972. At least
20% of the debentures must be paid to a sinking
fund annually beginning December 1, 1974, and
the Company may redeem or acquire debentures

after December 1, 1974. Under the terms of the

e e
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Blue Chip Stamps

indenture, as so supplemented. the Company is
permitted to pay cash dividends in any fiscal year
in an amount not to exceed the greater of (a) 24
cents per share or (b) 25% of the net income for
the preceding fiscal year. Dividends may not be
paid if the Company is in arrears in any sinking
fund payments. On May 15, 1972 the interest rate
on the debentures was changed from 6%2% 1o
634%.

The long-term bank loan at March 3, 1973 is
repayable $5.751.000 in January 1974 and the
balance in January 1975. Interest is payable
quarterly at one-quarter to one-half per cent
above prime rate. In addition to the stock of
See's, securities having an aggregate market
value of approximately two-thirds the unpaid
balance are pledged as collateral. Under the
most restrictive covenants of the loan agreement,
total unsubordinated long-term debt (ingluding
the loan) may not exceed the sum of stock-
holders' equity and subordinated debt, and the
Company’s current liabilities ma/#not excéeed the
aggregate of cash, marketable . curities and
merchandise inventory. L

NOTE 6 — Income taxes:

Prepaid income taxes of $3,802,000 and
$2,951,000 at March 3, 1973 and March 4, 1972
result primarily from deducting certain redemp-
tion expenses for income tax reporting purposes
when stamps are redeemed and for financial
reporting purposes when stamps are issued. The
net increase in prepaid income taxes resuiting
from timing differences amounted to $851,000
and $36,000 for the fiscal years ended March 3,
1973 and March 4, 1972.

Income tax benefits resulting from securities
losses amounted to $3,000 and $124,000 for the
fiscal years ended March 3, 1973 and March 4,
1972.

At March 3, 1973 the Company had capital
loss carry-forwards of $1,674,000 which may be
offset against capital gains of $1,589,000 and
$85,000 through fiscal years ending in 1977 and

which will ultimately be redeemed. Since its in-

ception In 1956, the Company’s financial state-

ments and tax returns have been prepared on the
basis that 97.5% of all stamps issued will ulti-
mately be redeemed. This percentage has been
based upon annual statistical evaluations of
stamp redemptions. Other items in the notice in-
volve the disallowances of certain expenses. The
Company disagrees with the Service's position
and accordingly has petitioned the United States
Tax Court for a determination that there are no
additional federal income taxes due for the year
ended February 27, 1971 and prior years. The
California Franchise 1ax Board is deferring
action on proposed assessments which are sub-
stantially based on the federal-notice.

NOTE 7 — Stock options:

Under the Company's qualified stock option plan,
options to purchase shares of the Company's
common stock were outstanding at March 3,
1973, as follows: 3,000 shares at $6.10 (which
are all currently exercisable), 7,200 shares at
$14.75 (including 5,325 currently exercisable)
and 18,000 shares at $15.1875 which were
granted during the current fiscal year. Options
for 140,500 shdres were exercised at $6.10 dur-
ing‘the fiscal year ended March 3, 1973.

NOTE 8 — Per share computations:

Per share amounts are based upon the weighted
average number of shares of common stock out-
standing during the fiscal year adjusted for the
dilutive effect of all outstanding stock options.
Such dilution is calculated assuming all such
options have been exercised and the proceeds
used to purchase shares at the average market
price during the year.

NOTE 9 — Pension plan:

The Company has a noncontributory pension
plan which covers employees meeting cértain
eligibility requirements. Pension costs charged
to income include amortization of prior service
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1978, respectively. costs over a thirty-year period and are funded ?
Investment tax credits, which have not been annually. The cost of the plan for the fiscal years R
material, are recognized as the tax benefits are ended March 3, 1973 and March 4, 1972 i
realized. amounted to $200,000 and $450,000. At March b
On May 15, 1972, the Company received a 3. 1973 the liability for unfunded prior service g
notice of deficiency from the Internal Revenue costs amounted to $384,000. % .
Service claiming additional taxes of approxi-
mately $7,500,000, excluding interest, for the NOTE 10 — Long-term lease commitments: {
three years ended February 27, 1971. Of this At March 3, 1973, minimum annual rental com- }“
amount, more than $5,500,000 results from the mitments under, leases expiring through 1991 %
Service's contention that the Company has over- amounted to $2,721,000, excluding taxes, insur- ?
stated its liability for unredeemed stamps by ance and other expenses payable directly by th b
overestimating the number of stamps issued Company. : 4]
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NOTE 11 — Legal proceedings:

During the year ended March 3, 1973, the Com-
pany settled eleven lawsuits for $1,923,000. The
settlements, less $998,000 applicable income
taxes, were charged against income as extraor-
dinary charges.

Pursuantto aconsent final judgmententered
in 1967, the Company in June 1972 submitted for
approval by the United States District Court a
plan to offer for sale one-third of its California
trading stamp business located within a contig-
uous geographical area in Southern California.
In January 1973the court signed an order (1) dis-
approving said plan, (2) requiring the Company
to continue efforts to negotiate a sale and (3)
calling for the appointment of*an independent
expert witness to study the feasibility of a sale or
spin-off of a portion of the Company's trading
stamp’ ‘Biisiness under existing ¢onditions. The
Company believes that such a gaig or spin-off, if
consummated, would have a mater:aily adverse
effect on revefues and earnings and under exist-
ing market conditions might fave a materially
adverse effect on its ability to,(;ontlnue its trading
stamp business. ‘

The Company is a defendant in a purported
class action to recover for stamp savers monies
collected by it as reimbursement for California
sales faxes on redemption of stamps. Piaintiffs
claim that redemption transactions are not tax-
able and that all reimbursements were excess
reimbursements or alternatively that reimburse-
ment collections exceeded the tax properly pay-
able and such excess should be returned. The
Company has paid sales taxes to the state equal

-to its reimbursement collections. The Company
has asserted claims against the state for reim-
bursement of all or part of any recqvery:by plain-
tiffs on either of those theories. The complaint
was recently amended to allege fraud and to
seek punitive damages from the Company. In
the opinion of counsel for the Company, sub-
stantial defenses are available, but counsel can-
not predict the ultimate outcome of the action.

A purported class action was filed on
November 10, 1970 against the Company and
certain of its present and former stockholders
and directors. The complaint was filed on behalf
of retailer users of Blue Chip Stamps who failed
to purchase stock of Blue Lhap Stamps in a 1968
offering to retailer users: Thc complaint alleges
damages to plaintiffs of $21,400,000, together
with exemplary damages of $25,000,000, interest,
attorneys’ fee§ and costs, and prays that plain-
tiffs have the ngn to purchase stock, or units of
stock and debentures, of Blue Chip Stamps on

the terms of the 1968 offéring. The action was
dismissed with prejudice by the United States
District Court and an appeal by the plaintiff is
pending. On June 21, 1971 plaintiffs filed a sub-
stantially identical action against the same de-
fendants in the Los Angeles County Superior
Court, but the Company has not yet been served
with process in that action.
counsel for the Company, upon the facts known,
the complaints are without merit and all defend-
ants should prevail.

The Company, together with a number of oil
companies and supermarket chains, was named
as a defendant in an antitrust action filed on July
12,1971 by a Califoinia corporation formerly en-
gaged in the trading stamp business, The com-
plaint seeks treble damages in substantial

amounts plus attorneys’' fegs and costs. The -

Company has not been served with process. In
the opinion of counsel for the Company, upon
the facts known, the action is wnthout substantial
merit.

Accountants’ Report

Price Waterhouse & Co.
Los Angeles, California .
April 6, 1973
To the Board of Directors and

Stockholders of Blue Chip Stamps

We have examined the consoclidated bal-
ance sheet of Blue Chip Stamps and its subsidiary
as of March 3, 1973 and March 4, 1972, and the
related consolidated statements of income,
stockhclders' equity and changes in financial
position for the fiscal years then ended. Our
examinations were made in accordance with
generally accepted auditing standards and
accordingly included such tests of the account-
ing records and such other auditing procedures
as we considered necessary in the circum-
stances.

As explained in"Note 11 to the accompany-
ing financial statements,"the Company is subject
to certain legal proceedings.

in our opinion, subject to the effect, if any,
of the legal proceedings referred to in the pre-
ceding paragraph, the consolidated fifiancial

statements examined by us present fairly the

financial position of Blue Chip Stamps and its
subsidiary at March 3, 1973 and March 4, 1972
and the results of their operations and changes
in financial position for the fiscal years then
ended, in conformity with generally’ accepted
accounting principles consistently applied.
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- Exhibit 3.2-4

CERTIFICATE OF SECRETARY RE

RESOLUTION AMENDING BY-LAWS

I, R, H. Bird, hereby certify that on March 22, 1973 I
was the duly qualified Secretary of Blue Chip Stamps and that on
said day at tﬁe regular meeting of the board of directors of the
Company the follbwing resolution was duly adopted:

RESOLVED, that effective March 22, 1973 the second

paragraph of Section 2 of Arti&le I1I of the By-la&s is

1L hereby aniinded to read as follows: '"The exact number |
of directors shall be ten until changed as provided in

the foregogng paragraph of this Section 2."

DATED: .May, 23 . 1973 | .

R. H., Bird, Secretary
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SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

SEC FILE NO.

Exhibit I
Information Concerning Securities

Not Remstered U«lder The Seourltxm Act Of 1933
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1. Name of Registrant:

$1.00 Par Value Common Stock

2. Description of Security Sold:

I

Pipse e T U T

D3 EOT VIRITE BELGY THIS LINE - SEC USE OHLY

I PR A T, 2

7Y T R

T

Standard Industrial Classification

Type of Security Code . . .

Control Number Identification

CUSIP Number e v oo v o -

Security Exchange Code . ...

SEC 1‘3“1 {1-727
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EDP ATTACHMENT Page 1

FOR EQUITY SECURITIES SOLD (Including Convertible Issues)
101,250

3. Numberofsharesorunitssold.........................‘..........

$6.100

Sale or offering price per share of unit (to three places, e.g., 15.875)c s e e e s an v

2/13/73 )
S. Average market price on date of sale /(if applicable) . . .(to three places, e.g., 25,250). |$13.375

FOR DEBT SECURITIES SOLD (lacluding Convertible Issues)

6. Price of debt securities sold (o three places, e.g., at par 100.000) . « « « » ceeeveas

i ity ‘af 1 . 2-.o.o-oooccoo--.oo.q-oooi .
7. Final maturity date /give year only, e.g:, 1972) ‘ TERR

8. Interest rate or coupon ( to three places, e.g., 08. 725) e e v s s s vevesssnscnaons
/o PERCENT

FOR SECURITIES SOLD PURSUAMT TO EXERCISE OF WARRANTS OR OPTIONS

9. a.lIs this a sale of a security pursuant to the exercise of warrants or stock options?

rt i gr 2 n the space provided) e o i o e s s e e s e s ea e

(yes =1; no= 2 waser

b. Initial exercise price (to three places, e.g., 18.875) ¢ v v v v v v o dencvecnn

FOR CONVERTIE

LE 57_' f’ TIES SGLD
(Both Preferred and Deven

ures with Convarsion i‘ectures)

. {
10. a.lnitial conversion pnéﬁe (ta three pluces, .ge, 16.250) « e o e e e envaroes

-b. Average market price of the unde.lzmg security on the issue date of this sale
(to three places, e.g., 15.125, if applicable) «ocooeee

c.Date issue may first be converted (givé month and yearye.ge, 06/72) o v o v c s o

AMOUNTS SOLD FOR CASH ltem 12a= Items 13+14+15

11. Total amount of secuntzes contrat.ted fOf v v et evacosoonaosenenyme
i

)
i« Thous. s 618

Thous. |$_618

12. a. Amount of securities sold forcash v e vveseseccssecaoacccnves

373 /73"

b. During fiscal quarter ending (give dollar amount in $(000) and month and year of, 6:g., 06/72)
. MO/YR

13. Amount sold for cash/first month of quarter..... ,‘. teeracacsassess Thous.

I

+14. Amount sold for cash/second nonth of QUATter .o s v e v eeveessseas Thous.
L 3 .

15.. Amount sold for casi/third month of quarter v o v v v e v eaenennene . Thous.

i

3500

AMOUNTS SOLD r( OTHER THAM CASHY

16. Total amount of registrant’s securities exchanged for outstanding security issue . .

7

"\\\ ‘ (during reporting quarter) v o oo v i oo s oo oo o s ee Thouss

‘\ji\\ ‘ i
17. Total amount of securities exchanped for securities other than registrant’s

or any other consicuraiion . (dering reporting QUUEFLETY o s s s s s s oo a e oo Thous.

' :
17 Deseribe the ontstenfing security or consideratinn for which the exchunge was made.

<,

)
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ramer iy

i

& ' DP \TTACHMENT

\_
- e

N "XP‘NSES INCURRED BY ISSUER -

s
3 g i Lt}

18. Cash compensauon paid tu investment bankers, agents, or finders

R A R TN et N S R

/VJ : (if any , give esumate to nearest dollar) .+« » s
o » 19. Was any addltxonal conpensatlon other than cash, such as warrants,options, securities
' or contracts or anything else of value’given to, or for the benefit. of, an investment ;
banker, agent or finder m connectxon with this issue? . %
B .- : ~ (yes= 1;n0=2;insert 1 or 2 in the space provxded) . ,1%
U . ! \ s s : v H .
" , 43
TYPE OF SECURITIES SOLD . - | , §,
Cow e 3 T 4 £
] 20. Is this a new issue of securities (code = I, in space provided) or a sale of reacquz ‘red 1 Sy
securitids /ca“c-J.Lnspaceprawdeu) .,...............,............'..../ R
: , T 1}
21. Is this a sale of secarmes pursuant to the conversion of an eq’uxty issue = : , " £ i
: . . © fecode =1, in space praudea/ or a convetsion of a debt’ secunty fcode =2, in space, provzded) 2. : %
: . : ‘i . 4
' : s -
L i CASH PPOCEEDS OF ISSUZ "::D FCR R‘FINANCING PURPOSES e ] f
- . oo Esnmute cash crzuats ot issue usad for the following purposes:, ‘ {
& 2 ) I, n k o , ] %
& . /22. a. Reduction of stiort-term bank loans {'un‘jdg 6 VEr) « s s s e aesseassssessss Thous! & Y
# ] Y @ : ’ B §
. ' . i ‘ y . :
) ¢ . b Payment of outstanding commercial Papef .« v . v e ees st s ot ‘ThousJ $ ¢ % \
i . . . ,"\g . ]  [/( ‘ I - i . @ = o 2 o §
- B “ " e. 'Reduction of long-tefm banl}*loﬂans (one year and Quer) . o o v7e o o s 6s o% o%e s « e o Thousd $

, 5 — "
@ ; f, 9 " o® X o /,'J N & -
<) 0 TP P o E .
: @ e d.° Payment of dther debt hasas

“"'"'""""':""""""'" Thous{ $ B b oy

i 7 0 .~ . 7 v @o ’ i
. e. Noneoftheabove.....c..D.“.)......«...........,......:...4...'...Thoys.S -

B T

/

N

crgises

I . | | ,,
CLASS OF PERSONS TO, YHOM S"CURITY"‘SOLD o . S A @

: ‘ Please lndlcofe the amcunt con.rocted for by the foliowing groups?

&
1)
fixy

- 0 ES B ’t’j
N i y .
ot N o “ . . ,’\ . o o . 4 2 g
Q?23 a. Existing secunty holdersu. PP AT | LA 1) s : ok
o © b < ) ) } N . (,\ o | : i
a . b. Ex;“nployees.,....".‘._..~...........“w...;151...............‘;.....Thous.s 618 e X\ f
j) W, % - A . ’ . // “ , i\\,\ B
“ “ e . . b Ji ’ o |
o o c. Security holders of acquired business . .. /. WieepesasasasnansesaseeeThousyS_ L _ S
& e o ij*. . o ,;\( I p Q«\ i .
. % d‘?ﬂ Life insurance Gompanies o v o g v ofie v sfosossnsgereciosasoccenccnsse Thous.| S__\ = 28
N 2 ’ ; o & ; »“ . : . 7
W 3 N . 4, e e o] "
G =) . . * . ke N v, E ’
Private nomns‘ljxred pensxon o33 T T I Thous.|-$ ,
o < a i & wr & i i = ’ b g B
’ ) . o . ; o e o 2 5 " i ; < )
d “ ’Jf,_\ ? “ &

State apd .lgcal gsvemment pensxon plans . v o #Fe v s ois s Cefeeenemnasimae Thous.| $

E L [ o . g
° p , i S - . . é §
e, u , g Prooerty and hamhty msuram.egcompames R R AR R Thous.|$ g
i i '\ o ) . ' . /:'/ ’ o
) e ‘ (r:). I T 6 % oy a Mg ‘ ki @
o : e ‘ h. Banks, for their olwn aceount . v v Bew i e i e ae e s eng e sThousS
N S o F 2, “ ' . -
8 e [ ’ : i ) ) n
= pe A . P s A sy “ oy . P
e 9 Bt Nonpmfxtms’.:mhons................c..................—e......Thm.us.S ,3
P S L e T » 2o @ L e
. » " i Other,corporat:ons.....?...,,.......,..//....“.............«'-a.....k..T’quqS:
o ‘ oy o a ” .o ' I “‘ ! I
. o kOthers...............................,.....‘.......,.;,....Tlgm‘:,éq.s 3
. . Lo s “ ‘ B ' iy ’ e : ER i
= ) I o 2 P [ e »
(}ﬁ | P Toml...........\«/...............3.........,............Tl;,pu;,s.b 618, D ‘
L . o : B " & i : g o s
‘ » : < . fat Loow Y : o : - 19} g L : ¥
. ' . . . day k ’ = . N N Lo} 2
m. Amount tuken by foreipn institutions, included-gboves, ¢ o o oo o H% 0 s o ] : _
5 o P . ) R ! 5 e W e . & -
. ) ) o £ i L & o
i " S S—— - - = v
i)
~N ] ¢ + 313
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E;hibic 3.2-3,

CERTIFICATE OF SECRETARY RE

RESOLUTION AMENDING BY-LAWS

o
= n @ i

o (J P
fi

I, R. H, Bird, hereby certify that -on Mar?h 23,. 1972 I
was the duly qualified Secretary of Blue Ch1p Scamps and that on
Y said day at the regular meeting of the board of. directors of the

Company the following resolutlon was duly adOpted-

o

RESOLVED that effectxve May 25 1972 the second

paragraph of Sectign 2" of Article III of the By-laws

is hereby amended to read as follow3° "The exact

l," «
%

number~cf directors shall be éleven until changed as .
provided in the foregoxng paragraph of this Section 2."
,. /, - )

{

5

DATED: June 6,. 1972

/S/ R H B1rd 3
R. H, Blrd Secretary w7

S o ey e Sy T e s
Ve o

o>

P .
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" THIS SUr } 1ENTAL INDZNTURE, ‘dated as of May 15, 1972

by and bﬁ‘wocn ELUE. CIIT ST&M?S, a corporation duly erganivud
and existing under the laws of the tate of Californla (here-
inafter referred to as the. Comphny"), and BAYK OF LﬂquCA
NATIONAL TRUST AND SAVINGS AS“OC CATION, a national banking

asuoci tion, orgaﬂﬁzed and ex 15L¢ng under the laws of the
United States of fmerica (nere;naﬁber some
!! )

times referred to

as' the "Trustee"),’

WITHNESSETH:

for its lawful corp orate purposes, the'Company

has hchuo’orc duly 1ssvad 1ts 6 1/2% Subordinated Dzbentur
due 197u (hereinalier géferred to as "Debentures"), in the

aggrégote principal amount of 410,840, 00 “Qi%ﬁ Debontures are

I
B

authentieated; issued, and“deliverq@ under the terms and con-

in Lhnt certain Indentiurs exccuted by the

ccember 1, 1968§(heré%nafter reforred
) and’ o |

o

authority granted in Scction 11,02

to Sectl %. : sl wdenture, the holders
“thun 66 7l in agzregate principal amount.of the
(N\
AL

. . {4} ol

}ﬁh onLnres C ui,J_:wsi‘l - lu.vf‘ duly congented in

the maznper ¢nd

i

e G2 e - D a0 e Aoy e
o Sectlon 0,010 (a)’of said 106867 Indzintuse

cortain provislons theveof more spocifi-
' -
, .

iy T e

) . - ) . £ R )ik
codidenen G iaid consant | saticlacoory Iorm .

[

. , Yoot B IR AR IS TP T ST R
et W ibed Sl Ghoe W,

AR Y o g g SIS S A st e T S

B N St

g i
I

"D ' ) L4,
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.
e AT T T R

it

b

2o

e o s i e T

et bciame

'modifications; and : ‘, o B

o7

WHEREAS, 1t is the 1ptent19n and pﬁrposeébf tﬁe ﬁartfes
to execuie this Supplemental Indenture to effectuate ééid

WHEREAM, t@e execution of this Subélcmental Indcntdre
having been duly authorized by rééolutibn of the Company's
Board oL‘Dchctor°°

-NOW, TIEREFORE, TIIS SUPPLEMENTAL INDENTURE WITNESSETH:

N e

That in order to modi fy the terms and condltions upon

which the Debenturces have h&rctofore beég authent Jcaucd,

and de:-vcr d, and in gonsidex atlon of the premlses, Lhm

N

. par 3 covenants, and agrqes~wiuh the 'Trustce as follovs

A, Thqﬁsentencg on Page 3 of the 19§8jindenture*
‘reading: ‘"As provided in the Indenture, no pay-
ment (efco Lhc prlnﬂlpai ﬂvouﬁt at ma&urity)
xshdlj bc made by t}e Company on account of princil-
pal of L‘z;Dabenturcs (whéther pursuantiﬁo the

sinking fund or otherwise) or an account -of the

purchuu» o? other a cqululuion of De turco, if

&

7

Cla'ms T Cau cgs of Action immedia Lely 'hcreafter

ould cxched onet hnlf tne SLocYHOTderﬂ‘ Eﬂu1ty
of the Comp‘nv as chosc terms‘avafacfined in®

FO

iefiture” LS ho“ebv d fﬁ sed .’

the fipst two £Ul ,u*;,-. on P oe 5 of th

1968 Tridenture anrc bherchy del 'vutand the two fol]ovingﬁ
) & | : *
o iy . \ :
theoi® place and stead to

&

-

“W%o 3 cay ho rodoemnd, at the optlon

of tha Cw ?‘ny, as g whole or > in

part, on any dole subscguont to oix yoars after-
Al N 5 A * . . \;

WJ

PR

& = e

2NN .
& e
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the date of the Indenture and prior to maturity,
upon mailing a notice of such redemption, not
less than thirty nor more than sixty days prior

to the date Tixed for redemption, to the holders

PG e s

oy

o

e P s T S

of Debentures at their last regilstered addresses,
provided in the Indenture, at JOO” of the
“prineipal amo 11r thereof uogctnar“wltn accrued

interest to the date fixed Tor redemption,kpay-

B

st e T

‘able on: o ] ipbio: if the date
fixed for 1 ¥ ' interest payment date,
Lhe Wntf ‘ m @lpgyablc on such date

will be paid to the holders of record ab the

ciose of business on the Rvo ar Reccrd Date

- preceding such Interest pay aont.date).

e R T ST ST e i g T S

tion in pzrit, throupgh the ope
: "C)

ifdg fund provided in the TnucnuUﬂb. on

ik B o

1974 and on each Docember 1 ”h' ealter
cludluv Dzecember X, 1977, on notice as -set forth

above and at 1007 o £ the pJuu cipal amount thercof

5 o a "

.o . gt D TR A
~together with acc:u“ﬂ interest to the date fixed
for redemption,,payahlp(on surrender for redemp-

2 () s v
tion (but ifebhe date Mxed for redemption is an
/TL X 6

\ z;v,) X . ‘
incevest mo \Waur date, Tthe intorest installment

R
]

pavable on cuch dode will be vaid the ho]obr
of recoyd at the close of ps on the Rhﬂulﬁr

‘R:cord‘ﬁntv precEdingg such intores ayment date),

5y

“y

.v'; P ae £ g g e ""': N . .’.‘.’.‘_ -, - -
Seavion D.0L 03 CUT0L Dnonnturoe is hoeroeby doele bu

subpitltated Iin its

o

follovuyns

=

In) 5
_-_t( . ——

i Il‘
[
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TSECTION jfbl. Redemption Priccs. The

Company may, at its optilon, redeenm all or from
time ﬁo time any vart of the Debentures, on any
date subsequent to six'years after the date of
this Indenture and prior to ﬂuLlPluy, upon notice
as sét forth in Section 3.02, and at 100% of the .
principal amqunt thereof, toge@bcr with acerued ’

interest to the date fixed Tor redemption.”

o 1968 Indenture is hereby deleted
cction 3.03 snbsti puted in its

<

stead tc read in full as follows:

YSECTION 3.03. Sinking Fund. As and: for

o e ey T S

a fequircd gsinking fund for the rademption of

o~

Debentures and so long as any of the Debentures

oy

remain outstanding and unpaid, the Co; pany will

ol

pay to the Trustee '.1east Qﬂé business day be~4
foré\becember 1, 1974 and_at least one busl ess
day beforQ”Deccqbcfjl in each year thereafter
to and includi n: Dﬁcembef 1, 1977 (each such
firvst business day bhefore December 1Qbe%ng‘here—
iﬁafter rrlewr"d to as a}"sinking fund payment

dai c”) a swn equal to 209 of the principal

amount of’ Debentures outstnna¢h& hereunder at

A et S g

the close of pusinass on Hovembor 30, 19]3,

‘ . “ .
increased or decereased, in every case, to the

Q
?

weoresh inberral multiple of $100, torether
) : L ! 4 3

Leetued s Intrrast on 1‘ h\.‘.\u e gl o »
tl reol o be wvedocmad Lhrouph the

of ouch tred sinking fand 1T
. cL

.“‘,) ﬂ“{ ‘_/) e e :
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"At 1ts ontlon, stie Company may red

obJ¢r1L10n to mnlke “ny rcqulrpd sinking iund pay-

ment in cash by delivering to the Trustee at

least LO”ty~LlV aay (or such uho Ler pcrlod as._
may be acceptable to the Trustae) belore ?he‘sin%~
ing fund payment date, (i) Debenturcs whiéﬁ have
been ac ouivcd by the Company (other than b" redcwn—

}, and have not been called for red

T any provision of thisﬁﬂrticle Th?ec,

1 Officers? Cart e stating the eléction
¢ Company to have credited against such’%inkingc
ayment < ncipal amount of,ﬁsbentu}é§

0 deli&-;@d,"i ! ) an O: ' Certifit

ing the electlon of the Company %o hﬁve cre

f . s X
against such sinkiing f*rd payment a specii'ied pri
pal amcunt of Dobenburzs which have been “ccu*fed

y tho Company cher than by re Qcmpbioﬁ/, and in
I

' have ot called for redempbion

provicion of this 7 Three, or (iii)
an"Officers' Cojiifjca j: ] : -"‘i é ecticn of
the Company to h redl agal suzch sinking

fund pzyment a oo ied princ . amount of

o

Debentur@s whici: have been called for redomption

PUﬂuJU“LAtO Section 3.(

and are no longer oub-
e : :

-
.i(
stonding hercunicr, ov (iv) any coubination of the

QOPCL“tu “Inel sueh Officors! Cepil chatﬁ she
Tehi e e deYe o TR T B )
Phirou Uk ToDapmouro o o ming thae basdls
i
¥

R S N ! P d. R I - B B oy o - PR
such credld 00 100 In-ciode Lny bnw“ﬂllp 6 thewroto~

Fopo podoeaed o endled fov oroxdeapbion purduant Lo

v
N

g P o B s ity s i
s by e I R Ll Ea Sl

et T i s

gt Oy b P 2

R R S G A S

o

vt

pge I e

o
- S

A

iy

e

"

7
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this Section 3.03 or credited a;_ nst any sificing

fund payment pursuant Lo this Sectlon 3.03. All

Debentuves made the basls of a CTCQLt against &

Y

required sinking fund payment bh 11 be CPLQlth

-

at 100 of the prinecipal amc tnt thereof. iy re-

2

quired sinking fund payment or pw\ ents may at any
time be antlcipated by the Company by obtaining

eredit’ thereon in the manner above provided, such

»,

credics against sinking fund payments in

o

(%

the order in w 1 they become due,

"Notwithstanding the foregoing provisions
of thig Section 3v0 the Trustee shall notmrefeem
‘ o |
any Dzbentures w1tn sinking fund moneys or maliil

any notice of re lemption of Debentures by Operétion

.

.of the sinking fund during the COﬂLJnUauCG of‘a

default in p“xm, £t of inter at@on uh Dabenturcv
or of zny Event of Dzfault (other than an Event

<&

[

of Dcfault’occurring as a consequence of this para-

K

graph), e cept that if notice of redemption of
any Debcnturcs shall theretofore have been mailed,

the Trus Gub to the.provisions of Article

acen such Debentures if cash sulfi-
parpose shall be deoposited with

R . 4 .
the TPVQ(CO for Thatv pu*p se in accordance with

the trrms of this Artiecle Unree. Except as afore-
B i . 4]

he ginlting £

o

und 5% the time

rﬁhen DLy SUL asfawﬁt‘or veut of afault s“ujl

oceur and oy unnpys:ﬁhﬁﬂP:ficl pajd.@nto the
continvance of

o haneld

@

<O s o

\‘- \!—-—‘*

U
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the proviéions of Articlc Four) as_gecurity for . . . Z

. ; p ]

: the payment of all the Desbentures; provided, how- %
: o . ” " B
| ever, that in case such défault of Event of Default i
W ;

shallkhave been cured qr'waived or shall have %

ceased to exist, Ssuch mon“yozshall t‘ﬁ” alter be ' - “ g
: applied in accoréaﬂce wlth the p”ov131ons of th i'
' Section 3.03." ‘ ?
7
E. BSection 5.01 of the 1568 quCAtu”e 15 hereby deleted -

Jand the following now Section 5.01 substituted in its ?

. to read in full as follows: » | |

' 1 5.01. ggyment'of Principaliﬁﬁd # . ‘%

3

,”IntGICou. The Compa?ylcdvenanﬁs and agrees that- g

i it will duly and punétuall; gaﬁ or cause tqﬂbe i

paid the principal df and inﬁeresﬁ én each of the ‘ f_é

Debentures at the btime and place and in theimaﬁnéf‘ f

proyvidzd in the Debentures to or upon the wgitten§ %

order of the holders thercof,” ) %

i

|

F. Section 5.03 of fhe 1968 Indenture is hereb deleted E

and the folliowing new SGCbiOﬂ SQOS substituted in ité i

place and stead to read in full as follows: |

“éECTION 5.03, Limitation on Certain }

Dividends,. *RDictyributions and Acguisitions. The i

Co 1§Cn' will not, cxcept s provided bLelow in“this %

- Scetion .03, ) N !

(a)k Declare oy nav ony oJVvJ 11t ( except a ” é

~dividenc in sboci) on or maké any dis- %

- | tribution i% reupect of 1ts shaves of f

""f' I bt RPN A
sunelk of any cluoss, or

. B g . " § 5
. ’ : : i
i F / . 5 -,,._,,. T
=Y
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Purchag,, rcdecm, or otherwioe acquire
or retire for a ccnsimuration, or permit
any Subéidiaryiéo purchase, redeem,or
otheruise acdﬁire or retire for -a con-

sideration any shares of stock of any

class of the Company
i5 in{éachlca e; upon giving effect to such o
divi&end, distributionl purchase, recemption,
auqulvitxon cr retire”eut, v
‘ (1) r~he aggrega te of the Claims or
A.‘CauseS‘of Action would excced ong-

" half of the Stockholders!' Equity

of the Company; or . o
~During any fiscal year of the
Company such dividends or distri-

&, butJong would exceod 259 of the

N ¢ Incoxe the Company for the

precedinv}fiscal year; or

(iii) If the Company is in arrea¥s in

— oy —

sinking fund payments.

"Notwithstandin? the fore going, the Company

shall be pornittca to purcbaso for cash vp to 27 GOO >
. shares of itscoomMuz stock ucld by of T3 icers and em-
“ployees of the Company pursuant to purchase agreements.,
A
z (1) and (11) above, the Company

sholl be peomitibed to pay i anv Tiscal year of the

Cowpany cash dividoends on chaves of <tack of any class

v

ontotoriineg in en aroronate wuount not Lo cxeeed a

Lo

0
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‘ -sum the greater of,

= T : - (a) » 24 cents on cach share of stock, or

(n) 254 of Income of the Company

. for the preeeding fiscal year.

»

In the event of a stock dividend in excess of

i
fi
:
|
]
%
¥
i
3
e
:

(R > ' ‘ 25pt,a stock split or reverse stock split occurring

a

R after the effective date of the Supplemental Idden-
ture, the maximum specific amount payable %nder (a)
shall be proportvionally re duced or increzsed as the

‘case may be.”

G. At eacﬁ and every plzce in the 1958 Indernture
o and each Dzbenture issued pursuant thereto, at which
T th; figures "6 1/2%" appear in relation to or describ-
ing the inter;su rate on the Debentures, the figure

"6 3/&ﬁ",sha11 be and hereby is substituted in the

= : an - ~ ' % £y E
e N place and stead tThereor, 4
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TPUST}E IEREPY accents the tra.ts in this Supdleomental
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Indenture dnclqred and provided upon the t ermq and conditions ' 2
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- hereinabove set forti. : : \ B

ol

S Upon execution hereof, the 166 8 Indenture and all

Debe nuuPQS issued thorsund shiall be and be deemed modlficd .
1 .
and amended in accoxdznce hercwith and the respective rlohts,

4

Elimitatjon qf PLgits, ODLJfaDiOﬂS, dutio: and immunities uwnder
¥ the 1268 Indeniure of the Teustoeas, the Company and the holdery
‘ off Drbhoenturss &hiil bavbaftor Lo dntormin%d; xorciscd and
enforced thoroirier uud‘“”f to the modifj'LuJo“Q scet forth in
LTy N 411 the termas and conditions

thic Supnleronlal vloen
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part of the 1968 Indenture for any and a1l purposes.
All terins and ccndltiOﬂs of the 1968 Indenture not specifi-
cally modified in hls Sunnlementgl Indenture shall remain
:1n full force ana effect. ” |
A1l Debentures authenticated énd del1vered after
execution of thiu Supplemental Indenture shall beér the
following nouatlon:
"The terms andlcoﬁditions governing
this Debenture as sct forth in‘the Indenture
dated as of December 1, 1968, have been modi-
fied by a Supplemental Indenture dated as of
May 15, 1972. Said modificatibns increase
the interest rate to 6 3/4% per year, and
modify cer‘)in restrictions on the payment
. of divid stock, payments to th? 1nk-
ing Tund, hnd/b redemption, purchase or
otbcr acculsltwonq o| Debentures by the

Company."

IN WITNESS WHEREOF, the Company has caused this

Supplementalg‘ni>n » to he signed and acknovledged by

its Prosiopnt or Vice President and its Corporate Sezal

A
"

to be afflixed horeunto and the same atlested te by its
Sccrﬁ"'rv, and Trﬁstee‘hes zauged this aon]uan“'l In-
denture to be sjgned and occirnowledyed by one of 1ts.

hssistant Viece I wadonts has caused its Corporate Scal

-

to be af'fixed horaunto, and th@ same to be attested by
B} 2 ‘{
one of ito Asgistont Truct (zlﬁcﬂr' ags of Lhe C,y and
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(Seal)

Atthﬁ:
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BANK OF ANMERICA ]
NATIONAL TRUST AND SAVINGS ASSOCTATION

(Seal)
Attest:
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