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Annual Report for the Year Ending January 31,1979




DESCRIPTION OF BUSINESS

Pay 'n Save 1s a Washing-
ton Corporation with three
basic retail operations — drugs,
home centers, and apparel
stores.

The drug operations con-
sist of 89 Pay 'n Save and 18 BI-
Mart drug stores, each offering
a prescription department, as
well as propnetary drugs, cos-
metics, sporting goods, camera
and sound equipment, small
household applances, auto-
motive accessories, stationery,
tovs and school supplies.

The home center division
has one Von Tobel's and 47
Emnst stores, two large general
merchandise stores called Yard
Birds, and nine Sportswest
stores.

Ernst and Von Tobel’s
carry home improvement prod-
ucts for the do-it-yourself
customer. Ernst stores also
have large indoor and outdoor
garden nurseries. Sportswest
carries athletic and recreational
equipment, and sportswear.,

Our 17 Lamonts stores
make up the apparel division.
These offer medium priced
clothing for the famuly, plus
specialty departments with
women's accessories, bedding,
giftware, and cosmetics.

The company began in
1947 when Monte L. Bean, the
founder, opened a single Pay 'n
Save drug store in Seattle. As
of January 31, 1979, the
company operated 183 stores
1N nine western states.

Monte L. Bea
Founder and Chairman
of the Board
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Financial Highlights

Years ended January 31

Net Sales . . .. .
Nt IO .ttt e e e e e e e e e e
NetIncome Per Share . ... ... i

Annual Dividend
1979 $.60 (paid $.15 quarterly)
1978 $.50 (paid $.125 quarterly)

Quarterly High and Low Bid Prices

Years ended January 31

| g A LHE g e O T ST L O A S S APUL SN
ST u e o 0D g - o A
Third Quarter .. .. .. ...
Fourth Quarter .......co ittt i et ie it st cnsnoseanmeeneann.

Shareholders and Shares
Years ended January 31

Shareholders of record . . ... ..
Shares outstanding . . ... ..ottt e

Net Sales (in millions) Net Income (in millions)

700 17.5

TOA 727374757677 78T

T T2T37475 7677 TB 79

3.5

1979

$618,730,414
17,198,549
$3.14

1979
21 —24%
21%—26%
24%—29
23 —253%

1979
6,593
5,461,982

Net Income per Share

TOM 727374757677 7879

1978

$549,380,517
14,539,275
$2.66

1978
248 — 26l%
20% — 25%
21% —25
22%— 2614

1978
6,492
2,435,892

Increase

$69,349,897
2,659,274
$.48

13%
18%
18%




F
" j
i

1979 Annual Report to Shareholders

By M. Lamont Bean, president

Those of us who steered corporations through the unpredictable ch-
mate of the past ten years met some interesting hurdles. In a decade
where headlines talked of Viet Nam, Watergate, the Middle East,
energy crises, rampant taxes, and inflation — the trust and confi-
dence of the American people in some of this country’s oldest institu-
tions were badly eroded. And it is nothing less than understatement
to say that business felt the impact of these events.

That’s why I'm foregoing
the traditional one-page
“President’s Message” in this
year's Annual Report. [ want to
take the time and space to
personally review 1n greater
detail the significant aspects of
the year we call Fiscal 1979.
But I also want to review the
overall position of the Pay 'n
Save Corporation as we near
the close of this complex decade
we know as the "70s.

You see, in spite of the busi-
ness and social environment, or
maybe because we were
inspired to stand a httle taller
against it, Pay 'n Save wrote its
own headlines. And they were
good news. Fiscal 1979 turned
out to be the best year in our
history. The troublesome "70s
proved to be our best decade.

Our Fiscal Year began Feb-
ruary 1, 1978, and ended
January 31, 1979. The financial
headlines for this period read as
follows:

Sales reached an all-time
high of $618,730,414, up 13%
over last year.

Left to right: Cal Hendricks (executive
v.p., adminstration), Ron Evickson
(executwe v.p., operations), M. Lamont
Bean (president), and Tom Lawrenson
(sentor v.p.) meet fo review plans for a
new stove.

Net income increased to
$17,198,549, up 18%.

Income per share rose to
$3.14, up 18% over last year.

And dividends this year

came to $.60 per share, up 20%.

The gratifying figures for
Fiscal 1979 are largely the
result of an excellent fourth

marketing strategies . . . and
our commutment to community
mvolvement.

GROWTH

We thought we were riding
pretty high at the start of this

‘Most Successful Year’

For Pay ‘n

The 180 - store Pay 'n Save Corp. turued
in the most successful yvear in its 32 - year
history during 1978, said the company be
canse of a ‘o strong” fourth quarter.

quarter, one in which sales
totaled $193,654, 522, up 13%
over the fourth quarter of
Fiscal 1978, and net income
was $7,406,402, up 27%.

It was a great way to close
the books on the year —
especially after its slow start.
But it wasn'’t only the financial
picture that made it a good year.
Fiscal 1979 was also one in
which we began to see and
enjoy the results and rewards
of programs set in motion
during the entire decade.

I'm talking about growth
goals . . . the diversification
of our operations . . . em-
ployee traming . . . equal
employment opportunity . . .

Save Corp.

lion. Net income increased 18 percvent
from the £14.5 million or $2.66 per share
on sales of £85494 million recorded in the

previous fiscal ?.'HM
g '

decade when we reported sales
of $84,335,000, income before
taxes of $2, 561,000, and
income per share of 61¢, for the
year ended January 31, 1970. At
that time we had roughly 2,000
employees working in 59
stores.

But we wanted to ride
higher. So we set wheels in
motion that now have our sales
edging their way steadily
toward the billion dollar mark.
And today 1t takes more than
8,000 employees to ring the
cash registers and to oil and run
the machinery of more than 180
drug, home center, and apparel
stores.

Talented and adequate

supervision of those employees
and that machinery is essential
to our growth and success.
That's why, from day one,
we've kept a watchful eye on
the size of our management
ranks, knowing they must be
neither too large — nor too
small.

In Fiscal 1979, we found it
time, once again, to broaden
the top of the management
pyramid to put it in better pro-
portion to the base.

We asked Tom Lawrenson,
former Ernst division manager,
to assume the newly created
position of senior vice president, |
assisting the executive vice
president of operations, Ron
Enckson, by overseeing the
management of the Pay 'n Save
and Ernst divisions.

To help Tom get a firm
handle on his new responsibil-
ities, we redivided the 89-store
Pay 'n Save divisions from two
into three. We also promoted
some talented and dedicated
people to our corps of division
and general managers —
people you will meet later in
this report.

Every time we've inter-
posed new layers of manage-
ment, I've been among those to |
worry aloud whether such
changes might muddle our
communications or slow our
response time. I'm delighted to
say that has never happened.

Despite growth, we remain
a company that’s informal, fast-
moving, and flexible. Ponder-
ous decision-making proce-
dures and ngid chaimns of
command just are not our style.
Neither are unreasonable num-
bers of committees and sub-
committees created out of fear
of mistakes.




“Pay 'n Save wrote its own headlines. And they were good news.
Fiscal 1979 turned out to be our best year. The troublesome *70s
proved to be our best decade.”

That doesn’t mean we don'’t
make mistakes. We do. And we
correct them. But we minimize
them as much as possible, by
doing such things as listening
carefully to those employees
who are in direct contact with
our customers.

We are continually striving
for an atmosphere of open
communication between our
sales clerks and store man-
agers. The managers, in turn,
know they have a direct line to
corporate headquarters.

Perhaps this is a good time
and place to put on record my
firm belief that growth in this
business has more to do with
human resources than with any
other single factor. I know it’s
fashionable these days for
CEOs to talk in the annual
report about how people-
oriented their business is. In
retailing, it’s literally the truth.
Money and markets can always
be found. But no store should
open without the seasoned,
self-motivated staff needed to
get operations “In the black” at
the earliest possible moment.

The best of such people
work hard for fast promotion
and will only stay with a com-
pany that provides the oppor-
tunities they expect. So, we
build new stores not only to
expand sales and profits, but
also to open career paths. Six
or seven of our best people
move up to greater responsi-
bility every time we cut a ribbon.
At least three times that many
change jobs and gain experience
that — along with our training
programs — will help qualify
them for promotion later.

Providing such opportuni-
ties over the years has given us
amarvelous talent bank of store

managers, assistant store
managers, and department
managers. With their help, we
plan to open about 18 new out-
lets in Fiscal 1980 and about the
same number in Fiscal 1981.

A fast pace, indeed, but we
have the people we need to do
the job.

DIVERSIFICATION

Someone will be interview-
ing us for the first time. It may
be a writer with one of the trade
journals. Or it may be an invest-

course. When one area of
operations slowed down,
another would soar. We seem
to have hit upon a retailing
combination that can carry us
through those economic
changes beyond our control.

It has been especially satis-
fying to be firmly established
with our home center opera-
tions in a day and age when
construction and labor costs
are turning countless home
owners into do-it-yourself
experts, who find the tools and

Pay N Save

DRUG STORE
OPERATIONS

In a year marked by
management changes and
continuing growth, drug store
sales totaled $387,559,817, a
10% increase over last year’s
$303,369,504. Pre-tax profits
were $17,158,899, up 23%
over Fiscal 1978.

Drug store operations
accounted for 63% of the total
corporate sales for the year,
and 51% of profits.

Drug store operations con-
sist of Pay 'n Save drug stores

ment analyst. Sooner or later, and Bi-Mart discount drug
e i € stores.
B i M t construction Four new Pay 'n Saves
- .
1 al' on Sﬁhedule were opened in Western Wash-
ington during Fiscal 1979, and
0 ens LACEY — Construction we Sﬂld our ﬁve Canadian
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the questions get around to the
diversity of our operations.
“Why are you diversified?”
“How can one corporation
have the expertise to success-
fully manage a variety of
operations?”
Our answer is unwavering.
We believe our diversity makes
it possible for us to run a more
flexible corporation and there-
fore a more stable one. The
economic chmate of the "70s
seems to prove our case.
During a decade of na-
tional economic ups and downs,
Pay 'n Save sales and income
charted a steady, upward

materials for their projects in
our well-stocked stores.

Experts. That’s also a fair
label for the many capable and
talented people who manage
our various operations. Eachis
highly knowledgeable in a
special area of retailing. But
each also understands and uses
the broader retailing practices
we apply to all of our operations.
And this capacity guarantees
our success as diversified
retailers.

Let’s take a closer look at
our three areas of operations —

and how they performed in
Fiscal 1979.

stores. In Fiscal 1980, we will
open three Pay 'n Saves in
Washington, one in California,
and one in Hawaii.

At the close of Fiscal 1979,
we had a total of 89 Pay 'n Save
stores, with 69 located in the
Northern Division and 20 1in the
Southern. As expansion plans
pushed the Northern Division
total even higher, we knew the

chain had to be regrouped.
In October, the two former

divisions were split into three
new ones. The Seattle/Alaska
Division with 35 outlets is

headed by vice president and
division manager Joe Petrino,
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Glonia Najera, cosmelics department manager, Pay 'n S

PAY 'n SAVE
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“We build new stores not only to expand sales and profits, but also to

open career paths. Six or seven of our best people move up to greater

responsibility every time we cut a ribbon.”

who previously headed the
Northern Division.

The 25-store Californa/
Hawau Division 1s managed by
C. B. “Mac” McKerney. Mac
previously managed what was
our Southern Division.

Art McKerney, formerly a
Pay 'n Save district manager, is
division manager of the new
Northwest Division with 29
stores in Washington, Oregon,
and Idaho.

Bi-Mart has enjoyed a
substantial growth since its
acquisition by the Pay 'n Save
Corporation in 1975. There
were 13 stores then. Now
there are 18 — 16 in Oregon
and two in Washington.

Two Oregon stores were
opened in Fiscal 1979, in
Medford and Ontario. In Fiscal
1980, we'll open three more in
Oregon, and another one In
Washington.

HOME CENTER
OPERATIONS

Home Center operations
absorbed a 12% growth in
number of stores over the last
year, and went on to post
record sales of $173,812,130, a
15% gain over Fiscal 1978. Net
income before taxes was
$11,319,193, up 10% over the
previous year's $10,223,800.

Home Centers contributed
28% of total corporate sales,
and accounted for 34% of total
Income.

Home Center operations
include 47 Ernst Home Centers,
nine Sportswest stores, two
Yard Birds, and one Von Tobel's.
The 59-store total reflects the
addition of five Ernst outlets
during Fiscal 1979.

The year's most notable
opening was In Wyoming — a
new market for us — where we
cut the ribbon for a combination
home center and drug store at
Rock Springs. This is the first
combination store to open
under the Ernst name, and
we are pleased with its
progress.

Four Ernst stores also
opened in Western Washington
during Fiscal 1979. In the year
ahead, we will open eight more.

Expansion in the state of
Washington will pretty well
parallel what has taken place in

Ernst

The splitleaf philodendrons
the proverbial hot cakes at

- opening of the Ernst Home C.

the Pay 'n Save chain, with
three stores planned in the
Puget Sound area and two In
Eastern Washington. We also
will open two in Utah and re-
locate a third. And we will add
another Von Tobel's to the
lineup with the opening of a
second unit in Las Vegas.

Bill Boston, a16-year Ernst
veteran, has been named to
succeed Tom Lawrenson as
Emst division manager. Bill
comes to the job directly from
management of one of Emst’s
most profitable stores, the
University Village store in
Seattle.

We also have three general
managers in the home center
division. They are Stan

Johnson of Sportswest,
George Lee of Yard Birds,
and Jim Martin of Von Tobels.

APPAREL OPERATIONS

Vice president and Lamonts
division manager Ken Green
reported a 28% nise in sales
for the year of $12,567,226.
Profits were an astounding
$5,000,457, up 42% over
Fiscal 1978. Lamonts sales
represented 9% of the cor-
porate total, its profits 15%.

This was a lively perfor-

drawing boards n our prop-
erty development office,
generate a constant air of
excitement at our headquarters
in Seattle.

But the documents and
memos that scale our growth
projections are meaningless
without counterparts that
estimate our personnel projec-
tions — especially well-trained
management personnel.

However, these projections
show us that we are getting so
large that we no longer can
wait for future management
talent to simply walk through

Do-it-themselfers
Opens crowd Coliseum fair

Several thousand persons drifted through the Seattle Center

"-{Jliseum i-esterday, poking at displays and collecting bargain

mance heralding an encourag-
Ing recovery from the division’s
absorption of growth in Fiscal
1978.

Today there are 17
Lamonts stores in Washington,
Idaho, Alaska, and — for the
first time last year — Oregon.
We also opened a store in
Wenatchee, Washington, last
year. At the close of Fiscal 1980,
there will be 19 with the open-
ing of two more in Washington.

TRAINING
AND RECRUITING

The frequent openings of
new stores, and the plans for
more that stretch across the

the door. We must reach out
to colleges and universities in
our marketing areas, seeking
bright, young people, who
want careers in retailing, to
apply for our new manage-
ment trainee program.

This program, which alsois
available to qualified employees
in our stores, will make no one
a store manager overnight. But
it will accelerate progress
toward such a career milestone
for the individual with ability,
intelligence, and initiative.

Andit’s not the only ace we
have in the hole. We've devel-
oped a number of training pro-
grams In the past several years
for all levels of employees.
These include product knowl-




“It's a way of saying to the communities we serve, we care about you
as people, not just as consumers. We are interested in you as a

community, not just as a market.”

edge courses for salesclerks,
methods and procedures
classes for potential department
managers, mid-management
traming for assistant managers,
and management profile semi-
nars for store managers.

It's all part of our commit-
ment to keep the best people
we have moving ahead, satis-
fied, and loyal to our Corpora-
fon.

EQUAL OPPORTUNITY

All our talk about oppor-
tunity at Pay 'n Save i1s meaning-
less if we fail to guarantee
equal opportunity.

We have recruitment and
hiring programs in gear that
move women and minorities
into a system of upward mobil-
ity. And we have goals for each
of our stores so that their
employee population will bear a
reasonable resemblance to that
of the community in which the
store operates.

Overall, we are at about 9%
minority population at this time.
If we are to match the popula-
tion average of all our markets,
we need to reach 12%.

MARKETING
STRATEGIES

Knowing the population mix
of our market areas is important
if we are to meet EEO and
other human resource goals.
It's also important in planning
our marketing strategies. So
are many other factors.

For example, we won't
even consider opening a store
in a particular market until

we've found a site that can pass
our four-point test with flying
colors. It must score high in
terms of (1) surrounding pop-
ulation, (2) visibility, (3) acces-
sibility, and (4) existing compe-
tition.

Once a store is ready to
open, we need answers about
the reading, listening, and view-
ing habits of the community
before we can launch an intelk-
gent advertising program and
make good media buys.

And knowledge of the
population, our competition,
products, and pricing are all

Lamonts

By DUANE DOZIER
Of the Herald-Reapublic

¢., a major Northwest retail chain, to
\_.__M s '

essential to setting up the
special promotions created to
bring people into our stores and
move merchandise out.
Sometimes the promotional
programs we undertake have
an ndirect bearing on the sale
of merchandise. They are or-
ganized for other valid reasons,
such as generating good will,
creating a good public image, or
to educate the consumer.
Consumer education is the
prime reason behind our Do-It-
Yourself and Show-Me-How
Fairs, fast becoming a tradition
in our home center markets.
These fairs drew over 700,000
people in 1978. Fargoers saw
demonstrations and schools on
topics such as wallpapering,
room remodeling, gardening,
cooking, pet grooming, and

people grooming. They learned
a great deal about home mm-
provement products and tech-
niques, at no cost to them and
with no pressure to buy.

We now do five fairs a year
in four cities — Seattle, Sacra-
mento, Salt Lake, and Spokane.

COMMUNITY
INVOLVEMENT

The towns and cities in
which we operate stores are
the same towns and cities in

Ernst, Malmo and other

The family apparel store chain was

which we, our employees, our
shareholders, our suppliers —
and the familes of all these
people — live and work and
play.

The Pay 'n Save Corpora-
tion, like any individual citizen,
must care about and contribute
to the well-being of its towns
and cities. So beyond the pro-
grams done for marketing
purposes, there are those we
do out of a sense of community
citizenship — programs like
Mr. Yuk.

Yuk is the face on the
sticker we want parents to put
on every medicine bottle and
can of cleaner in the house. If
they or therr children have seen
our TV ads and billboards, they
know the ugly face means “don’t
touch!”

Mr. Yuk stickers are avail-
ble free at all Pay 'n Save drug
stores.

We got involved in this pre-
ventive campaign because we
wanted to do something about
the accidental misuse of poison-
ous household products. It was
a way of saying to the communi-
ties we serve, “We care about
you as people, not just as con-
sumers. We are interested in
you as a community, not just as
a market.”

We're finding other ways to
say the same thing.

Studies show that people

Valley Mall officials expect
new store to boost growth

Seattle-based subsidiary of Pay ’'n
Save Corp., which also operates Bi-

Union Gap Mart,
rhe addition of Lamonts Apparel businesses.

years ago, there were no Lamonts
stores east of the Cascade Mountains,
but now, there is one in Spokane and
the Wenatchee area.

McConaghy called the Valley Mall

the

taking medicines prescribed by
more than one doctor or dentist
run close to an eight percent
risk of suffering an adverse
drug nteraction.

In June, we began our
Patient Protection Program, a
computerized system for keep-
ing track of our customers’ pre-
scriptions and warning them of
possible drug interactions. Our
customers’ records are fed into
this system whenever they
fill a prescription at any of 50
Pay 'n Save drug stores in
Washington, Idaho, and Oregon.

The system was expensive,
but is paying for itself in remark-
able overall efficiency. It prints
labels and provides weekly
drug-price updates and refill in-
formation. It has cut the time
needed to fill a prescription in




Kathleen Hogrefe, sales clerk, Lamonts #528.




“Preparation for change, as well as flexibility, are the messages [ am

e —

continually preaching to our management staff. These qualities are
the core of our past success — and the key to the future.”

half. And the warning function
IS priceless.

Our efforts to get involved
in community life centered on
culture and recreation as well
as health and safety.

Emst, Pay 'n Save, Bi-
Mart, and Yard Birds stores all
served as official Tut informa-
tion centers during the Trea-
sures of Tutankhamun exhibi-
tion at the Seattle Art Museum.
Eye-catching pyramids in each
outlet drew people to brochures
giving ticket information and the
history of the pharaoh’s trea-
sure. Our stores provided an
important conduit for exhibit
information in Hawau, Idaho,
Nevada, Oregon, Utah, and
outstate Washington, where
nterest i lut was high but
information less available than
in Seattle.

We played an active role this
year in Washington’s recrea-
tional fishing program. In a co-
operative venture with the
State Department of Fisheries,
Pay 'n Save donated operational
funds to plant more than
3,000,000 salmon in Puget
Sound waters. The salmon
were reared at Allison Springs,
a former trout farm near
Olympia managed by the
Fisheries Department.

The company sponsored
10,000-Meter Runs for women
in Seattle and Honolulu. Kids
enjoyed our Old Woody pitching
contests, and learned some-
thing about safety on wheels at
our biking events.

Left to nght: Top executive officers

M. Lamont Bean, Ron Erickson, and
Cal Hendricks participate in a traiming
session for management level emplovees.

Olympic medalists Mark
Spitz and Steve Furness
demonstrated swimming
techniques at special swim
chnics, and greeted fans at auto-
graph sessions in our Sports-
wesL stores.

Pay 'n Save Corporation and
its employees did their share,
and more, for the United Way
drives of 1978.

And programs like the 60+
Club, a discount prescription
plan for older people, combine
marketing tools with a way of
meeting the needs of senior

The trend 1s to read labels
and examine details. People are
looking up product ratings in
consumer magazines. They are
asking sales people about dur-
ability and safety.

And they are changing the
defimtion of “good service.” It
still means courtesy, a smile,
and knowledge of the store and
products. But, to more and
more people, “good” service
means “fast” service.

The customer of the '80s
will be a busier person, one
whose life-style includes more

2,000 expected for women’s run

The _Sﬂcﬂﬂﬁ annual Sportswest  Goodall is a former nationa’
women's 10,000 meter run will be champion ranked fourth i
held Aug. 12 at Seward Park begin- world in the 10,000 meter:

ning at 9 a.m.

Saefer is eighth in the nation

_ The registration deadline is Mon-. 5000 meters with a 16:05.9 t'

- -.'b.{'ﬁtrm = e

customers on fixed ncomes.

The communities we serve
have given us much. We're
attempting to give something
i return. In doing so, we try to
have some fun, and help our
neighbors (and ourselves!)
become just a little healthier,
happier, — and wiser.

THE CUSTOMER
OF THE "80s

The changes that occurred
during the '70s are indicators of
the future. The past ten years
saw the rise of a whole new
national vocabulary peppered
with words like “consumerism”
and “environmentalist.”

[ foresee that the decade of
the "80s will find consumers
placing even greater emphasis
on product quality and the social
responsibility of those involved
in the free enterprise system.

= 1 qh P ‘Lrh f'} 5 e ) --Jﬂm.

activity — and consumer
authonty — than ever before.
The store he or she patronizes
will be a convenient and
pleasant and efficient place to
shop.

By the same token, the
employees who wait on these
customers will have their own
concerns and demands.

Career satisfaction will be
coupled with a desire for more
leisure time. Personal and fam-
ily priorities will come more and
more to the forefront.

And the rampant changes in
the fabric of American life-style
will be seen increasingly in the
personnel and operational
procedures of businesses like
ours. But they will create no
great ripples if we are prepared.

Preparation for change,
as well as flexibility, are the
messages [ am continually
preaching to our management
staff. These qualities are the

core of our past success — and
the key to the future.

The '80s — and, more
importantly, the customer and
employee of the '80s — await
us with new and unknown
challenges.

Pay 'n Save Corporation is

ready to play and win the game.

—M. Lamont Bean

President and Chief
Executive Officer

10
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Five-Year Summary of Operations

For the years ended January 31 ¥ ihore: L AR L 1977 1976 1975
(thousands of dollars)
SALES AND OTHER REVENUE
L ] e g N e Ny $618,731 §549,380 $453,297 $330,083 $223,566
Interestand Ol er oo — . . o e as s et e e 2,466 2,948 2,387 1,769 995
621,197 552328 455,684 331,852 224 561
COSTS AND EXPENSES
Cost ol mereallamiil o e e e 434,439 387,690 319,800 230,590 154,265
Operating and administrative €Xpenses . . .. ...ovuevrer s s e ennennnenes 144,287 128,477 104,669 76,098 53,789
(o1l g Al choie e el ey BT B G0 £ 5 e S R i 8,992 8,492 5,278 3,916 3,069
587,718 524,609 429,747 310,604 211,123
Income before federal and state incometaxes ............ccvverinnnnnnnn. 33,479 27,669 25,937 21,248 13,438
Provision for federal and state Income taxes . . .. ... e ne s 16,280 13,130 12,120 9,986 6,415
[ By T T T AR~ S o e i GRS S R $ 17,199 § 14,539 § 13817 §$ 11,262 § 7,023
Net income per common and common equivalentshare .. ................... $ 3.14 % 266 $ 253 § 24 § 118

B —
e ———.  e—— s, e —— -

Restated for change in accounting for leases

Management’s Discussion

Management’s Discussion and Analysis of the Consolidated Statement of Income of Pay 'n Save Corporation, comparing the year ended
January 31, 1979, to the year ended January 31, 1978, and the year ended January 31, 1978, to the year ended January 31, 1977.

Net Sales — Sales volume increased 13% in the current year as compared to the year ended January 31, 1978. Increase for the prior year
amounted to 21% compared to the year ended January 31, 1977. These figures reflect the addition of new stores and increased sales in existing
stores. The net increase in new stores was seven in 1979, 10 in 1978 and 26 in 1977. Sales volume gains also include inflation-related price
increases, an amount which cannot be determined.

Interest and Other Income — Interest and other income consists of income from leased departments, income from investments, and
customer service charges. Customer service charges decreased sharply in 1979 as a result of the sale of receivables. Interest
income amounted to approximately $545,000 in 1979, $145,000 in 1978, and $325, 000 in 1977.

Cost of Merchandise Sold — Cost of merchandise sold was 70.2% of sales for 1979 and 70.6% for each of the years ended January 31,
1978 and 1977. The decrease in 1979 is attributed to change in product mix and the maturity of stores.

Operating and Administrative Expense — Operating and administrative expenses reflect growth in personnel, personnel-related costs,
and occupancy costs. As a percentage of net sales, operating and administrative expenses were 23.3% (1979), 23.4% (1978), and 23.1% (1977).
The increase from 23.1% in 1977 can be attributed to increased occupancy costs.

Interest Expense — Interest expense results from seasonal inventory loans, long-term debt, and the capitalization of leases. The latter item
amounted to $7,378,000 (1979), $6,331, 000 (1978), and $3,991, 000 (1977). Outstanding long-term debt and interest rate averages for the last
three years were approximately $12, 636,000 at 7.86% (1979), $18,717,000 at 7.60% (1978), and $15,307,000 at 7.25% (1977).

Provision for Income Taxes — The tax rate increased to 48.6% in 1979 as compared to 47.5% in 1978 and 46.7% in 1977. Reduction in
investment tax credit and increase in state taxes account for the increases. Additionally, 1979 includes a one-time provision amounting to
$154,000, which is related to the sale of our five Canadian stores.

Net Income — Net income as a percentage of net sales was 2.8% (1979), 2.6% (1978), and 3.0% (1977).




Consolidated Statement of Income and
Retained Earnings

For the years ended January 31

SALES AND OTHER REVENUE

L S bR ol IANL: B L I 5 Ml Wil S AT RS DL

COSTS AND EXPENSES

A e e L R T

iiiiii

I ETatng AN A A Ve R DEIIBEB - -« . v s v« v e n v s s esssesnsatsssosoeonoesosnnnsssosesssnenes
T R R A AP R PO T R I LRI T R A RN G AR

Income before federal and State INCOME LAXES . . .. v oot et e e e e e e e e e
Provision for federal and State MO0 e taKes .« & v v v v it ittt et e e s seseeeeeee

IR O IR EAT i Je s o S e S e e .
EEIned carnings at DeginmimE Of F BT ... ... ccuene s sosesesuunennnsnsnsnssssssessssssessssnss
Cash dividends — $.60 and $.50 for years ended January 31, 1979 and 1978, respectively .................

L el [ ) S S S S S e R

Net income per common and common eqUIVAlENt Share . ... .....ovuvrrreee e e e eeaiaeeneen,

The accompanying notes are an integral part of these financial statements.

Income By Lines of Business

PERCENTAGE OF SALES BY DIVISIONS

For the years ended January 31

T BT T U P I el o et ot ST A L R &
TR B T SR SRS L ) S B T
oy ok T T T R S i S N s S e e

PERCENTAGE OF INCOME BEFORE INCOME TAXES
BY DIVISIONS

For the years ended January 31

B BSOS, & o uo i oo e ko e e ¥ o s R e e i
by T gl o B T T P N Pk S S LR S P :
RUMATE) ENVISEOLN & .-« i o vmiatn s i s wirim s S e o A SRR AU

See page 21 for Segment Financial Data for 1979 and 1978.

Restated for change in accounting for leases

1979 1978
62.64 64.32
28.09 27.53

9.27 8.15

1979 1978
51.26 50.36
33.81 36.95
14.93 12.69

£ 1979 S ___19?5
(thousands of dollars)
$618,731 $549,380
2,466 2,948
621,197 552,328
434,439 387,690
144,287 128,477
8,992 8,492
587,718 524,659
33,479 27,669
16,280 13,130
17,199 14,539
59,133 47,311
(3,270) (2,717)
8 73,062 _$ 50,133
$3.14 $2.66
1977 1976 1975
68.90 69,70 67.17
23.24 21.69 24.59
7.86 8.61 8.24
1977 1976 1975
55.87 53.22 48.30
Zis 1D 29.67 37.59
16.37 17.11 14.11




Consolidated Balance Sheet

ASSETS
January 31 5 e ke 5 1979 1978
(thousands of dollars)
CURRENT ASSETS
BT R T R $ 2,579 $ 2,948
1oy s e S R R et R e G e s S e R I A U R R 870 543
Accounts receivable, less allowance for doubtful accounts of $535,000 and $842, 000 respectively . . 4,598 21,852
Invientomes: Sl R A s AR RO . i s 119,665 105,167
i poyu =T b e el T T T e e R 769 829
Total current assets $128,481 $131,339
PROPERTY, PLANT AND EQUIPMENT, at cost
el iy SRR e g e B R e e L DL SR ST 6,327 5,329
Tl R e sl T o) R A A S I SR 43,629 39,264
e DU T e S Lt e e e e 13,193 12.574
63,149 57,167
Less — Accumulated depreciation and amortization . . .. .. ... v v s s re s e e e, 26,858 21,307
36,291 35, 860
B ol N e e B R s et e e 5,787 2,084
e EERIENTSIRIR e e e e e e e e i 1,188
Buildings under capital leases, less accumulated amortization of $14, 209,000 and $12, 159, 000,
e I i I e il L AR g e e e e 62,189 58,137
105,455 96,081
OTHER ASSETS
g fo ecfir=n o o) DR S R R e T P WP S L R R e i) 2,992 1,148
IRESE I e B e et e R e S R R e 508 448
B prs i p i g = e o e R SRR e R s Lt R G e ] 3,571 2,872
B B T T T e ]| = oo S e S S LR 456 399
7,527 4,867
EXCESS OF COST OVERNET ASSETS OF ACQUIRED COMPANIES .....cooivieeinnnnnn, 3,813 3,933
$245,276 $236,220

The accompanying notes are an integral part of these financial statements.




LIABILITIES
January 31

CURRENT LIABILITIES:
Notes payable ............
Accounts payable .........
Withheld and accrued taxes .

.........................................................

lllllllllllllllllllllllllllllllllllllllllllllllllllllllll

.........................................................

llllllllllllllllllllllllllllllllllllllllllllllllllllllll

BEned rent, pension and other EXPenSes . . ... vvvtitier e oneeracacossassssssssosssen :
TN g (e T b 7 T R N S o SRS S S T e SRR s

Deferred income taxes .....

--------------------------------------------------------

Current maturities of long-termindebtedness .. ... ittt ierenenennn.
Current portion of obligations under capitalleases . ............c.ooiiiinrineneen e,

Total current habihities

NON-CURRENT LIABILITIES:
Long-term indebtedness, less clrrent maturities .......ccviiiiiiniineiennnreennanennnnens
Oblgations under capital leases, less current maturities . ...........couiiiiiunnnnenenrnsens

Total non-current habilities

STOCKHOLDERS' EQUITY:

& § ® & ®# ® & § & & & @ § W ¥ @& W W W L W ¥ E N E O & @ ¥ & H N B OH B B & ¥ B F B B % # & & B O ° B ® W kb @ W ®

Capital stock - authorized 10,000,000 shares without par value, outstanding, 5,461,982 and

5,435,892 respectively . . .
Retamedeamings .........

Total stockholders’ equity

--------------------------------------------------------

-------------------------------------------------------

lllllllllllllllllllllllllllllllllllllllllllllllllllllllll

The accompanying notes are an integral part of these financial statements.

g !979 " 19?5
(thousands of dollars)
$ 5,000 $ 19,920
20,112 23,973
3,968 3,657
4,647 3,448
4,861 4,528
7,592 2,401
2,279
800 6,608
1,283 1,217
57,263 68,031
10,680 11,108
68,765 62,815
79,445 73,923
35,506 30, 133
73,062 09,133
lﬂslw 9‘4|2%
$245,276 $236,220
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Consolidated Statement of Chan
Financial Position

For the years ended January 31

Financial resources were provided by:

gesin

T T T e e B e i e n B B i o i Ll S e

Add (deduct) income charges not affecting working capital in the period—

Depreciation and amortization including capital 1eases . .... ..ottt e nrnnnenes.

Amortization of excess of cost over net assets of acquired companies and other assets

lllllllll

Beterred] InenmE e N EMERRIL . . i o o R

Working capital provided by operationsfor the year . .....covtiitineineeeeernsneeernnnns :
Increase i e eI R . s i s e e R e e e A st Ee e
Reduction of fixed and other assets resulting from the sale of Pay'nSave Ltd. .................
Obligations Under Al Rl IEaEBE . . . . .o i it is s st i a e e
Frocernls inmm s e R e e e e e s e T
et R i 11T - e e T L L RSP S
Decrease in non-Current Notes receivable . . ..o vut it ittt i ii et ssnnssvnrrsrennensaseses

Financial resources were used for:

ACOISINEN Of DROPEITY SREEMIDINFNE = . . ..\ iei cs s s namn s ertsosssseesessssnssssnsen
Leased bulldin s undemanil A lIRases . . . . o s e e e e e e b e b
Investment in common stock ......... S L B R R
Excess of cost ovERiiE net assete aeqirB ... .0 e et e e ke e e b e e
Long-term debt paid or coming due currently . ... ... ..ottt iiasinenonasoinesonoonesnns
Oblgations under capital leases coming due currently .. .........cc.tvrierrirnnneernenneenn.
L - L MR SR R S e SR e N R S

ANALYSIS OF CHANGES IN WORKING CAPITAL
Increase (decrease) in current assets:

BT Tt o | T s R
el R R R R e T A L TN S
ki | | R bl O L et Rl SR e L e SR e e R e e R SR

L I T L L e e e

Increase (decrease) in current liabilities:

o Lan =L | R R e e B L s OO
Accounts payable and acCrued @XPeNSES .. .. ovvr it rtnteie ittt ittt aeas

Current maturities of long-term debt and obligations under capital leases

lllllllllllllllllllll

Federal and state Income Lares i s e s e e

The accompanying notes are an integral part of these financial statements.

1979

1978

(thousands of dollars)

$17,199

8,807
122
(699)

25,429
96
1,691
8,235
257
373

92

36,173

11,892
8,235

523
2,285
3,270
1,937

121

28,263
$7,910

$ (369)
(16,927)
14,498

(60)

(2,858)

(14,920)
6,982
(5,742)
2,912
(10,768)

$7,910

$14,539

8,357
131
(767)

22,260

21,430
700

16

ol

45,862
$(1,405)

$ (447
(39)
18,327
20

17,861

6,920
4,781
4:803
2,762
19, 266

$ (1,405)
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Notes to Financial Statements

Summary of Accounting Policies

Basis of Consolidation — Financial statements include the accounts of Pay 'n Save Corporation and its wholly-owned subsidiaries. All
material intercompany transactions have been eliminated.

Cash and Temporary Investments — Cash and temporary investments include commercial paper totalling $5, 000,000 at January 31, 1979.
Temporary investments are valued at cost, which approximates market.

Inventories — Company inventories, valued at the lower of cost or market, comprise merchandise held for sale. Inventory values for
Lamonts, Bi-Mart, and Yard Birds are determined by the retail inventory method. Cost for all other inventories is determined on an identified
itemn basis.

Property and E quipment — Depreciation of buildings is determined using the 150% declinin g balance method, over an estimated 15- to
30-year useful life range. Depreciation of furniture, fixtures and equipment is determined using predominantly the double declining method, over
an estimated 8- to 10-year useful life range. Leasehold improvements are amortized on the straight line method, over lease period or useful life
of improvement, whichever is shorter. Maintenance and repairs are charged to income. Major renewals and improvements are capitalized. When
assets are retired or disposed, cost and accumulated depreciation of assets are eliminated from the property accounts. The resulting gains and
losses are applied to income. The accompanying consolidated balance sheet includes assets and liabilities for stores under capital leases, as
defined by a recent financial accounting standard.

Excess of Cost over Net Assets of Acquired Companies — Excess of cost over value of tangible net assets acquired is being amortized over a
40-year peniod and results primarily from the acquisition of the Bi-Mart Company and Von Tobel's ($4,167, 000 net of accumulated amortization
of $354,000).

Earmings Per Share — Earnings per share have been based on (1) the weighted average number of shares outstanding during each year
and (2) the assumption that all dilutive stock options have been exercised at the beginning of the year (or on date of grant, if during the year), and
the proceeds used to purchase shares of the company’s stock at the average market price during the year. Fully diluted earnings per share are
not materially different from primary earnings per share.

Change in Accounting for Leases

Beginning in 1978, the company adopted the Statement of Financial Accounting Standards No. 13 for leased stores opened in 1978 and after.
During the fourth quarter of 1979, the company adopted this Accounting Standard for leased stores opened prior to 1978. This Standard defines
two types of leases: capital and operating. Capital leases transfer substantially all of the benefits and risks of ownership of the leased property
to the company. Accordingly, capital leases are accounted for as assets financed by related debt obligations. All other types of leases are operat-
ing leases and related rentals are accounted for as operating expenses. Under the accounting method previously followed, leases were accounted
for as operating leases.

All financial statements have been restated to apply this accounting method retroactively. Net income for the year ended January 31, 1979,
was reduced $493,000 or $.09 per share as a result of application of this method. The retroactive adjustment to retained earnings at the be-
ginning of 1978 was a reduction of $2,434,000. The following is an analysis of the effect on earnings for the year ended January 31, 1978:

(thousands of dollars)

i _ R % ~ Netlncome  Income Per Share
TRy o PR O e St S e s e L G L e $15,193 $2.78
Adjustment for effect of change in accounting forleases. .. .....ooviviiiie e iie e, 654 12
T o R S R B L s e e s $14,539 2.66
Income Taxes

(thowusands of dollars) (thousands of dollars)
Year ended January S L SR Federal State Total "fiﬂrﬂ'.@gi]anqary 31, 1978 : Federal State Total
BUIREEIE . .....ccc0ccnrnnns . $18,858 $1,352 $20,210 CARBEEE. ol o e $12,832 § 991 $13,823
D g g - R (3,165) (150) (3,315) Blpferrad oo ool ol e e 87 20 137
Investment Credit Investment Credit
(Flow-Through Method) ..... (515) (515) (Flow-Through Method) ..... (730) (730)
Employment Credit. .......... (100) L) Employment Credit........... (100) (100)
$15,078  $1,202 $16,280 | $12,089  $1,041 $13,130

Deferred income tax expense results primarily from the use of the installment method of reporting sales and the capitalization of store
leases. These methods create a timing difference in the recognition of income for tax and financial statement purposes.
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Sale of Accounts Receivable

Effective March 31, 1978, the company sold substantially all of its accounts receivable in a cash transaction with a bank. By agreement, the
bank will purchase ongoing accounts receivable on a discounted basis without recourse.

Long-Term Indebtedness

January 31 : . o 1979 1978
(thousands of dollars)

L E T R L o N $ 6,100
Enrmer sho e S R IR el e e T e T e $ 5,958 6,359
S e e e e Rl i e PR el e 5 il i 4,977 5,041
T R e R e T e L R RO S 545 217
11,480 17,717

L N e B e e e s i el 800 6,609
$10,680 $11,108

Two notes payable to former stockholders of Yard Birds, secured by letters of credit, bear interest at 7%. One note requires annual
principal and interest payments of $400,000 (through 1991). The other note requires annual principal and interest payments of approximately
$446,000 (through 1986). Requirements of the purchase agreement include maintenance of a $60, 000, 000 minimum net worth and a
$40,000,000 minimum working capital.

Notes payable to insurance companies are secured by real and personal property. Annual installments, payable through 1997 at 8.825%
interest, are $506,000, including interest.

Other notes and contracts bear interest at rates ranging from 6% to 8.5%.

Summary of Maturities
Over a Five-Year Period s %4 Years ending January 31 (thousands of dollars)
1980 $800
1981 577
1982 618
1983 657
1984 700

Short-Term Indebtedness

Notes payable at January 31, 1979, consisted of a bank note of $5,000,000. Corporate policy is to maintain bank lines of credit at least equal
to outstanding commerecial paper. The company had unused credit lines totaling $20,000,000 at January 31, 1979. Commitment fees ranged up to
Y4 of 1% of the unused portion.

The company’s maximum short-term obligations (including commerdial paper), at the end of any month during the years ended January 31,
1979, and 1978, respectively, were $15,000,000 and $25,000,000. Average amounts outstanding during each year were approximately
$7,000,000 and $16,000,000. Interest rates on short-term obligations at January 31, 1979 and 1978, averaged 10.75% and 7.2% respectively.

Approximate weighted average interest rate was 7.9% during the current year and 6.5%the preceding year (computed by number of days
each interest rate was in effect).

Employee Stock Options

A qualified Stock Option Plan, reserving 150,000 shares of the company's capital stock, was adopted March 2, 1973. No options were
granted during the year and no further options will be granted under the plan.

Under the plan, option prices may not be less than the market value of the shares at the date of grant. Options may not be granted to one
employee in excess of 7,499 shares; may not be exercised for a minimum of two years; and expire after five years. Options for 22,090 shares
were exercised during the year at an average price of $14.38, or a total of $317,549. Options for 10,510 shares were cancelled or expired.
Options outstanding at January 31, 1979, of which 74,100 were exercisable at that date, were as follows:
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Granted during vears Number of Option price

__ endedJanuary3l _ shares S per shares _ Total
(thousands of dollars)
1975 20,150 $13.625 $275
1976 24,300 ik L 334
1977 29,650 27.125 804
1978 38,800 25.50 989

The President does not participate in the Qualified Stock Option Plan and has been granted options for 8,000 shares. During the year,
the President exercised options for 4,000 shares at an average price of $13.687 per share, or a total of $54,750. Options for 4,000 shares remain
outstanding as of January 31, 1979, at the following prices (2,000 shares each year): 1977, $27.125; 1978, $25.50.

Pension Plan

A pension plan, funded entirely by the company, covers employees who are not eligible for union pension benefits. It is the company’s
policy to fund pension costs accrued. Pension expenses for the years ended January 31, 1979, and January 31, 1978, respectively, were
$1,600,000 and $1,800,000. Plan contributions represent normal costs and amortization of prior service costs over periods ranging from 15 to
40 years. Unfunded liability approximated $3,600,000 at January 31, 1979, and $10,045,000 at January 31, 1978. The unfunded liability
decreased primarily due to a change in the actuarial cost method.

Transactions in Capital Stock

Capital Stock Tl Sh e ciCBINERE L motnt
(thousands of dollars)

S = b P i I L R R SO R e 5,434,692 $35,117
B semloyee stock OPHOMS . . . c v oo e e 1,200 . 16
B T Y AL, 1078 . .. o i e 5,435,892 35,133
el Employee STOCICOPHONE .. o0 svin s o ies o e e 26,090 ___ o3
B AT Y 3L, 1T . . it o b ivaie s e e R i e ] 5,461,982 _$35,5[]E
Leased Property

As explained in the note “Change in Accounting for Leases,” the company now classifies leases two ways: capital and operating.

The company leases a majority of its stores, as well as transportation and data processing equipment. Generally, the store leases provide
for minimum rentals (which, in some cases, include payment of taxes and insurance). plus contingent rentals (based upon a percentage of the
store’s sales in excess of a stipulated minimum). The majority of lease agreements cover periods from twenty to thirty years, with three to five
renewal options of five years each. However the company has a significant number of earlier leases covering shorter periods, with fewer
renewal options.

Contingent rentals including taxes and insurance paid on capital leases were $2,575,000 in 1979 and $2, 211,000 in 1978.

Future minimum rental payments under capital leases together with present value of net minimum lease payments are as follows:

1 ks __ YearsendingJanuary3l s r T i iy ] ___Amount
(thousands of dollars)
1980 $ 9,115
1981 9,278
1982 9,313
1983 9,279
1984 9,249
THETCAIMET 'v's v s sn s i e et e e T 145,308
IR ETni T rental PAVIBOLS .« o o otieastim i s mook ol ki i e e S R e 191,542
Less estimated executory costs (primarily taxes and MSUTANCE) . . oo vt ve vt sne v ee e oe e e (5,050)
IR Emount representing INERYEsE . . (i vu i ruimei® i e n e : (116,444)
Present value of obligations under capital leases at January 31, 1979 . . . ...ttt teto e e e e . 70,048
IEREIRUIT OOt DOILION & o uvn s x bikie vivn dain s s sine ki o et R e (1,283)
IREzsterm obligations inder capitalJeases . o . bon e ioet D N s e $ 68,765
EEIRe sublease Fentals | . . .o vdiu i skt s e e B R : $2,034
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Future minimum rental payments and rental expense under operating leases are as follows:

Years ending January 31

1980
1981
1982
1983
1984

Future Minimum Rentals

llllllllllllllllllllllll

Total minimum rental payments..........

Future subleaserentals ............... .

(thousands of dollars)

Quarterly Financial Information (Unaudited)

For the year ended January 31, 1979

Salesandotherrevenue. .. .......ooimmmmmmmeee,

(Gross profit

Income before tax

Net income

For the year ended January 31, 1978

Salesand otherrevenue............oouuueon e, .

Gross profit

Net income

--------------------------------------

---------------------------------

lllllllllllllllllllllllllllllllllllllll

------------------------------

INCOME B IEE R . . . s e gL e

---------------------------------------

...............................

The change in accounting for leases reduced quarterly financial results as follows:

Qu_;arter 1979

First
Second
Third
Fourth

Quarter 1978

First
Second
Third
Fourth

Rental Expense
Years ended January 31 1979 1978
(thousands of dollars)
Minimumrentals ........... $5,954 $5,155
Contingentrentals .......... 1,303 1,161
Subleaserentals ............ - (249) (244)
$7,008 $6,072
First Second Third Fourth
~ Quarter Quarter Quarter Quarter
(thousands of dollars)
$128,916 $150,268 $147.621 $194,392
38,173 45,438 43,717 56,964
3,390 8,797 6,681 14,611
1,796 4 440 3,556 7,407
S .81 .65 1.35
First Second Third Fourth
[;}uartEr Qu__a rter _ Quar_lgx_'_ Quarter
(thousands of dollars)
$112,935 $131,760 $134,955 $172,678
33,1713 39,552 40,055 48,910
3,551 6,707 6,175 11,236
1,873 3,547 3,285 5,834
.34 .65 .60 1.07
Income Before Net Net Income
Tax Income Per Share
(thousands of dollars)
$303 $158 $.03
107 55 01
284 147 .03
256 133 .02
$362 $188 $.04
288 150 .03
300 156 .03
308 160 .02
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Segment Financial Data

Segment financial data, in accordance with a recent accounting standard, are as follows:

For the year ended January 31, 1979

Sales and otherrevenue ................... :
EratmE profit. . .......o0ih e iiienranan
General corporate expense (net) .............
Interestexpense .......ooviiiiinininnnans .
Income before incometaxes.................
Enthable assets . ........cc0hiiiinnnenns
Additions to property, plant and equipment . . . ..
Additions to buildings under capital leases .. .. ..
Depreciation and amortization ...............

For the year ended January 31, 1978

Salesandotherrevenue ..........0o00vuvun )

BN Profit ... ..o 000 vviininin s
General corporate expense (net) .............
B, CXPENSE . . v oo o veivasr ettt en s
Income before incometaxes .................
nable assets .....000 00000 ihiininnan.
Additions to property, plant and equipment . .. ..
Additions to buildings under capital leases .. ....
Depreciation and amortization ...............

Replacement Cost Data (Unaudited)

~ Drug Home Center Apparel Corporate Consolidated
(thousands of dollars)

$388,055 $174,485 $58,102 - R $621,197

21,903 14,408 6,924 555 43,790

1,319 1,319

3,992

33,479

118,818 17,351 37,581 11,526 245,276

4,524 3,608 1,453 2,307 11,892

1,933 4,248 2,054 8,235

3,875 2,485 2,389 o8 8,807

Drug Home Center Apparel ~ Corporate Consolidated
(thousands of dollars)

$354,530 $152,332 $45,321 $ 145 $552,328

18,945 18151 4,863 145 37,084

923 923

8,492

27,669

118,104 72,739 38,887 6,490 236,220

3,141 4,254 4,073 180 11,648

7,686 4,704 9,040 21,420

4,264 2,430 1,640 23 3,357

As required by the Securities and Exchange Commission, the company has developed replacement cost data. The data include replace-
ment cost of inventories, property, and equipment. Also included is the approximate cost of merchandise sold and depreciation for the years
em;led January 31, 1979 and 1978. Merchandise inventories are replaced several times during the year and therefore the inflation impact is not
significant. Replacement cost of property and equipment is greater than historical cost and, as a result, depreciation and amortization would be
greater than amounts recorded in the financial statements. This information and an explanation of the method used in deriving the estimates is

included in the company’s Form 10-K.

Report of Independent Accountants

TO THE STOCKHOLDERS
OF PAY 'N SAVE CORPORATION:

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income and retained earnings and
of changes in financial position present fairly the financial position of Pay 'n Save Corporation and its subsidiaries at January 31, 1979 and 1978,
and the results of their operations and the changes in their financial position for the years then ended, in conformity with generally accepted
accounting principles applied on a consistent basis after restatement for the change, with which we concur, in the method of accounting for
leases as described on page 17 of the financial statements. Qur examinations of these statements were made in accordance with generally
accepted auditing standards and accordingly included such tests of the accounting records and such other auditing procedures as we considered

necessary in the circumstances.

Seattle, Washington
March 12, 1979

PRICE WATERHOUSE & CO.

21



Ten-Year Summary of Operations

For the years ended January 31 1979
OPERATING RESULTS
[y [ 801 R i b ol ST IR i e G T $618,731
i [ B Tl ]y = e AR MR SRR SO . 17,199
Net income as a percentage of sales . ....... 2.78%
Earnings on equity at beginning of year .. ... 18.24%
COMMON STOCK
Net income per common and
common equivalent sharef ............. 3 3.14
Bookvaluepershare ..............c.0he 19.88
Approximate price range of common stock . . . 29-21
Shares outstanding (end of year) T ......... 5,462
Cashamdenm@siioue e ich hidiiine o $ .60
FINANCIAL POSITION
ot aapniatt L das Sl e $ 71,218
LAfrenEcaln: & e Tt e e 2.24
Lonz=termydebE™ . onitiet it B St i 10,680
Obligations under capital leases*........... 68,765
Stockholders’ equity™®. ................... 108,568
CAPITALIZATION PERCENTAGE
Long-termdell .. .. .. i e s 5.7
Obligations under capital leases............ 36.6
Stockholders’ equity . . ... .co v eevenvessss 57.7
STORES IN OPERATION
Py e e e e e 89
Bi-Mart Steyes . oo oo - e i afn 18
Ernst-Malmo Home Centers .. ............ 47
SPOCISWERE o o s h e REn MR S g i r e 9
Yand Bindsi o i e it R e B 2
Laments .. o e ) 17
Von Tabeers . e 1
183
AVERAGE SALES PER STORE
(based upon number of stores at end of
tREWEAL™) iy et e TS . $ 3,381

Restated for change in accounting for leases.

*Amounts in thousands of dollars.
TThousands of shares outstanding, adjusted to give effect to stock splits in 1973,

1978

$549, 380
14,539

2.65%
17.64%

$ 2.66
17.34
26-21
5,436

$ .90

$ 63,308
1.93
11,108
62,815
94,266

6.6
37.4
56.0

176

$ 3,121

1977

$453,297
13,817

3.05%
19.69%

$ 2.53
15.17
31-21
5,435

$ 40

$ 64,715
2.33
17,719
42,781
82,429

12.4
29.9
or.7

89
15
39

12

166

s 2,731

1976

$330,083
11,262

3.41%
29.52%

$ 2.44
13.02
31-12
5,390

$ .30

$ 52,287
2.50
7,652
29,479
70,159

7.1
o AL
65.4

81
13
28

8

10

140

$ 2,357

tIncludes extraordinary income or unusual items of $152, 000 or $.04 per share in 1970, $150, 000 or $.04 per share in 1971 and $259,624 or §.06 per sharein 1974,

1975

$223,566
7,023

3.14%
22.02%

$ 1.64
8.92
14-9

4,274

e .25

$ 32,244
2.53
9,648
19,541
38,144

14.3
29.0
26.7

71

110

2,032

194

$181,723
5,072

2.79%
18.78%

$ 119
7.52
18-12
4,242

. .20

$ 28,338
2.68
8,387
16,527
31,889

14.8
29.1
6.1

66

103

$ 1,764

Bt L B

$147,825
3,739

2.93%
15.77%

3 .88
6.43
22-17
4,202

b 15

$ 20,347
2.30
1,633
14,107
27,012

3.8
33.0
63.2

61

23

89

$ 1,661

L

1972

$120,598
3,193

2.65%
15.03%

$ A9
5.71
18-8
4,156

& .175

b 19,260
2.63
1,907
10,603
23,716

2.3
29.3
65.4

25

21

81

$ 1,489

1971

$97,277

2,693
2.73%
13.90%

$§ .64
a.11
11-5

4,156
sl

$17,868
3.58
2,174
9,873
21,250

6.5
29.7
63.8

40

|

66

$ 1,474

1970

$84,335

2,961
3.04%
15.12%

$ .61
4.63
14-9

4,118

$ .125

$17,167
3.48
2,393
7,169
19,084

SN oo
(R QY =

$ 1,429
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Clockwise from far left, back row:

Walt Giadinger, vice president and
director of property development; Jim
Martin, Von Tobel's general manager;
Jack Phelan, vice president and Bi-Mart
division manager; Stan Johnson,
Sportswest division general manager;
Ken Green, vice president and Lamonts
dintsion manager; Joe Christy, controller
and treaswrer: Bill Boston, Ernst
division manager; Avt McKerney, Pay
'n Save Northwest division manager;

C. B. "Mac” McKerney, Pay 'n Save

Califormia/Hawaii division manager,

George Lee, Yard Birds general
manager, and Joe Petrino, vice president |
and Pay 'n Save Seattle/Alaska division

Imanager.

OFFICERS

Monte L. Bean
Chairman of the Board

M. Lamont Bean*
President

E. R. Enckson*
Executive Vice President,
Operations

Calvin Hendricks*
Executive Vice President,
Adminstration

Thomas R. Lawrenson
Sentor Vice President

Joseph J. Petrino
Vice President

J. Kenneth Green
Vice President

Jack Phelan
Vice President

Walter R. Guidinger
Vice President

Raymond C. Swanson
Secretary

Joseph Chnisty
Treasurer and Assistant
Secretary

Jennie K. Hauge
Assistant Treasurer

* Executive Committee

JITINEnRT

9352 043

5 A
Pay 'n Save Drug Stores 1 B R SR« 5 89
Ernst Home Centers 34 1 4 6 1 1 47
Bi-Mart Drug Stores 2 16 18
Lamonts Apparel Stores 12 | " 17
Sportswest 9 9
Yard Birds Stores 2 2
Von Tobel's Home Center 1 1

TOTAL

DIRECTORS
Monte L. Bean

M. Lamont Bean

Joshua Green, Jr.
Chatrman of the Board of
Peoples National Bank of
Washington and a Director
and President of the
Joshua Green Corporation
whose principal business

1s stock and real property
investments.

Jam{:s H. Clawson
Retired. Previously Presi-
dent and Charrman of the

Board of Puget Sound
Power and Light Company.

E. R. Enickson

Calvin Hendricks

Raymond C. Swanson
Partner in law firm of Ryan,
Swanson, Hendel & Cleveland.

110 20 20 11

CORPORATE
HEADQUARTERS

Pay 'n Save Corporation
1511 Sixth Avenue
Seattle, Washington 98101

ANNUAL MEETING

April 26, 1979, at 11 a.m.
Washington Athletic Club
1325 Sixth Avenue
Seattle, Washington

TRANSFER AGENTS

Corporate Trust Department
Peoples National Bank
Seattle, Washington 98101

Bradford Trust Company
New York, New York

24
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INDEPENDENT CERTIFIED
PUBLIC ACCOUNTANTS

Price Waterhouse & Co.
Seattle, Washington 98161

O-T-C MARKET

Pay 'n Save Corporation
Common Stock is traded Over-
the-Counter and quoted daily
in leading fina.icial publications.
NASDAQ Symbol: PAYN

SEC FORM 10-K

For copies of the Annual Report
to the Securities and Exchange
Commission on Form 10-K,
and other financial information
about Pay 'n Save Corporation,
please contact: Calvin
Hendncks, Executive Vice
President Administration.

GENERAL INFORMATION

For general information about
Pay 'n Save Corporation,
please contact Patricia Rao,
Public Relations Director.
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2. 000 expected for women’s run
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The second annual Sportswest Goodall is a former nationa’
women’s 10,000 meter run will be champion ranked fourth L
held Aug. 12 at Seward Park begin- world in the 10,000 meter:
ning at 9 a.m. Saefer is eighth in the nation

The registration deadline is Mon-. 5000 meters with a 16:05.9 t*
day. Entry forms may be picked up Cook, who set an Ai

a
at all Sportswest stores. There is a  10,000-meter record in 1975,
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Pay ‘N Save plans new store_

News of the Pay 'N Save Corp.'s is United Western Construction, Bel- statement showed ay;??ﬁpe?eglt Ztﬂfiiéhz ﬂiﬁ::l;pﬂ“;'ﬂ“'li:;.
. - is Lo ;s-Powell, growth in income over anda pe n Wyom
ales and earnings for 1977 levue. Developer is Loveless-Powell, : _ . : ,
Ez{:mu;‘di; conjunction witgh plans for Inc., Bellevue. Architect for the percentincrease insales. Incomefor stores in Califorma, Ore,

two new Valley pru;ects in IQFR project is Doug ) ear_was $15,193,373 and sales Nevada.
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Pay 'n Save's sales ahead Lamonts Apparel Latest Store
of last year's record pace 1o Go in Palouse Empire Mall

. Bargus S ared with 63 Lamonts Apparel, a division of and mall architect is Richard
SEATTLE — Third- 68 "’:T;t i:;:p‘”td i Pay'n Save Corp., will open in late Salsbury of Construction Manage-
quarter sales for the 183-store  cents fast yca. . ... 1979 in the Palouse Empire Mall, mall ment West. Inc.. of Spokane.

Pay 'n 531‘*’*: {Iiinrp ’“‘:Irgdqc:j hu?rnd E?;.lrlgtuprf}d;E'?rti;dt; _h developer Earl McCarthy of Spokane ~ Emphasis will be on sports
near v $13 milhion, or ¢ . - * wiv e Lo . ‘
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