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~ Pay 'N Pak Annual Report Fiscal 1987
t,

Donald J. &Marilyn Orlon
5813 136th St. E.
Puyallup. wA 98373

September 24, 1986

Pay'N Pak
1209 South Central Ave.
Kent, WA 98032

Dear Sirs,

About 4 year ago. ~e buill a new home for my parents. In the course of that
project, we bought several thousand dollars worth of ktlchen and bath fixtures.
electrical supplies, plumbing hardware and lighting fixtures at your Pay'N Pak
store in Puyallup. We also bought all the doors for the house at your store.
This year, we are doing some extensive remodeling of our home, and, 4ga1n, we
have done several hundred dollars worth of business at the same store.

---

/

Of course, with that volume, we have had to make some adjustments, returns and
changes. tn every instance we have received the utmost courtesy and helpful­
ness from everyone concerned.

Too often, the customer is treated as a minor annoyance at best; this Is
certainly not the case with your Pay'N Pak staff.

We wanted to take this opportunity to express our appreciation for the
except tonal trea~nt we have consistently received. Please accept our sincere
thanks and gratitude, and relay our appreciation for the gracious helpfulness
to the staff of the store.

In every instance - well dOne!

Cordially,----
Hr. &Mrs. Donald J. Orton
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This year's
annual report

salutes our rea­
son for being­

the Pay 'N Pak cus­
tomer. Every month we

receive more than 100
letters from people who tell

us they like the way our stores
serve their needs. Each letter is

promptly answered, and
copies are routed to the
store managers and any

employees who are
mentioned. All of us at

Pay 'N Pak appreciate
this mail, and we are
proud to share some

of it with our
shareholders.

'.
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•



Financial Highlights

Fiscal years ended February 28 1987
%

1986 Change
(dollar amoul1ls in thousands. except per share data)

•

Revenues
Income before income taxes
Net income

Per share of common stock:
et Income

Dividends

Weighted average number of shares outstanding
Stockholders' equity

$398,422
$ 11,233
$ 5,686

$ .57
$ .52

10,003
$100,127

$333,782
$ 14,463
$ 8,168

$ .82
$ .63

10,003
$ 99,643

+19
-22
-30

-30
-17

+1

Quarterly Financial Information IUnaudited'
Fortheyearended February28./987 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter

(dollar amounts in (hol/sands. excepl per share dmo)

Revenues
Gross profit on sales
Net income
Net income per share

$105,115
$ 35,423
$ 2,311
$ .23

$108,687
$ 34,524
$ 1,063
$ .1I

$101,429
$ 34,912
$ 1,183
$ .12

$83,191
$30,290
$ 1,129
$ .11

For the year ended February 28. 1986 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
(dollar amounts in thousands. excepr per share dOlo)

Revenues
Gross profit on sales

•et Income
Net income per share

$82,733
$27,919
$ 2,096
$ .21

$90,503
$31,271
$ 3,0 I I
$ .30

$86,002
$28,347
$ 1,760
$ .18

$74,544
$25,325
$ 1,30 I
$ .13

Quarterly Low and High Common Stock Prices
For thefiscal years

First quarter
Second quarter
Third quarter
Fourth quarter

1987

131h-19Ys
13-19118

91h-15Ys
11-131;.1

1986

I I 1h-13 Ys
m~-15Y4

II %-13*
12Ys-15

About the Company
Pay' Pak operates 107 retail home
improvement centers located in 17
states throughout the western United
States, including Alaska and Hawaii.
Incorporated in 1961, the company
sells electrical products, plumbing
supplies and building materials to do­
it-yourself home improvement and
home maintenance customers.

Contents
Report to Shareholders
Operations Review
Directors and Officers
Ten Year Summary of

Growth Highlights
Store Locations Map

2
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16

18
20

On the Cover:
As their letter
tates, Mr. and

Mrs. Donald
Orton of
Puyallup,
Washington,
have become
steady cus­
tomers of
their nearby
Pay'N Pak.
This new home, which they had built for
Mrs. Orton's parents, contains a broad
range of our products, including plumb­
ing and lighting fixtures. After this pro­
ject was complete, the Ortons remodeled
their own home next door, using more home
improvement values from Pay'N Pak. I



eport to Shareholders Fiscal 1987 was a good year for Pay' Pak

sales, and for our expansion and warehouse conversion program. But

some of those good things carried a price, and because of that, our earn­

ings for the year were lower.

Fiscal 1987 revenues were $398,422,000, another record, up 19.4% from

the previous record year. Comparable store sales (stores three years old

or older) increased by 8.9% over the previous year.

Our expansion and warehouse conversion program is nearly complete.

During fiscal 1987 we opened two warehouse stores, one in Indio, Cali fornia, and

another in Bremerton, Washington. In addition, we replaced or converted ten

existing stores to our warehouse format. This year, we increased our selling space

by 8%. In the past three years, we have increased our average store size by 33%.

As we have reported before, the expansions and warehouse conversions have been

good competitive decisions by Pay 'N Pak. Warehouse stores increase selling

space, increase revenues, allow a broader selection, and enhance our reputation

for value. We are satisfied that this strategy will reward Pay'N Pak shareholders in

the years to come.

But these programs- however necessary- were costly in fiscal 1987. Deprecia­

tion and interest costs totaled $18.3 million this year and increased as a percentage

of sales; the interest cost alone was $2 million more than in fiscal 1986. There were

al 0 costs associated with the operation of seven new stores which came on line

late last year. Three Portland, Oregon, stores, acquired from Handyman, required

extensive remodeling and remerchandising. We kept the stores operating while

that work took place-essential but costly. In the San Francisco Bay Area, pro­

motional costs of the four stores we opened in late fiscal 1986 were high, and pro­

fits from those stores were slow to develop. All seven stores are performing better

now, but the costs of their slower-than-expected startup are reflected in our fiscal

1987 earnings.

The fierce competition in our industry was also a factor in lower earnings. Our

after-tax earnings for fiscal 1987 were $5,686,000, down from the previous year's

figure of$8,168,000. Earnings per share were 57 cents, as compared to the 1986

earnings of82 cents a share. Because earnings were lower, we chose to reduce our

dividend as of the third quarter. Unfortunately, that act upstaged some of our

more positive news, but members of the Board, along with company management,

strongly believe that the dividend reduction was a sound business decision. As a

fiscally conservative company, we believe that distributing more money than we

earn - even for something so important as a shareholder dividend - is unsound.

We expect improved results of operations in the future, and when appropriate, the

dividend will be increased as well.

2
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There were many things to be pleased about during fiscal 1987. We expect that

vigorous competition will continue to be the norm of our industry, but that price
will be less of a factor. In short, we believe some sanity has returned to the mar­

ketplace. Unilaterally, we have placed less advertising emphasis on price, while

maintaining our image of value. Accordingly, our margins began to rise in the
third quarter, and in the fourth quarter margins were up by 2%

The industry has shown a new interest in customer service-a concept many

larger merchandisers had abandoned in the past few years. Our

$1 million-a-year training program, our team of experienced store

personnel, and our entire corporate culture is already finely tuned

toward a service ethic, and we welcome the opportunity to compete

in an arena we know so well.

As we have said many times, our employees' efforts, day-to-day,

create our success. We share that success-and the motivation that

goes with it-with an Employee Stock Ownership Plan started in

1975. After three years service, every employee annually receives up
to $3,000 in stock paid for by Pay 'N Pak. The ESOP now owns

more than 14.9% ofthe company's stock.

We made several important moves in fiscal 1987. After a careful

review of the costs, we closed our Denver, Colorado, distribution

center. Deregulation of the trucking industry had changed the eco­

nomics of the Denver facility; we found that the reduction in man­
power and inventory costs would more than offset any increase in

shipping costs.

We also added two key members to our senior staff. Richard Takata was named
Senior Vice President of Merchandising, and Richard Friel was named Vice President

of Marketing. Both men are part of our continuing effort to build the strongest

management team in the industry.

Every year holds challenges. In a rapidly evolving industry, we are confident that

we have the people, the programs and the resources to capitalize on the opportuni­

ties that will be presented in the coming year. We are grateful for the support of

our shareholders and employees, and pledge to them our total efforts to make this

year a satisfying one.

I
I

David J. Heerensperger
Chairman and Chief Executive Officer

Jerry L. Marlow
President and Chief Operating Officer

3



urchasing Pay 'N Pak customers come 10 our slores for many reasons.
BUlllllhc hean of il. Ihey come to buy our product~.The inventory of

a lypieal Slore includes ~omc 17.000 separalc products. Delermining

whal those ilems shl)uld be what brand. in whal varlcly. al Whlll

pnce is one oflhe le)'~ 10 Pay'N Pal's success. Slaple items like build­

ing malermls and supplies are importanl e\cn lhough Ihl:)' yield a lower

margin: lhey allract customers and contribute 10 our image as a SlOre
wllh a Wide assortmenl of home maintcnance. repair and reno\ ation

products. Hlghcr marglO lIems ILke plumbing and dectr;cal "uh an

expanded selection of lighllOg fixtures dra" customers with specific

needs. Bath and Imchen displays Sparllhelr imaglOalions. and shoppers know

Ihl:)' can buy I:\el')' necessary comPOlK'nt. as "ell as Ihe lools to inslallihem. In

mosl categories. whelher II Ix loob. fixtures. cabinets. equipment or d«:ordllllg
Items. Pay'" Pak products are a\aJlabk: in ~good. beller. be>.1~grades of quallly.

Each offers \alue in ils price range. and the hIgher quality goods yield a better mar·

gm. As our market demographics change. so does our product mix. Women now

comprise more lhan 4(11{ of our CUStomers. buying painl. fumi5hings and other de·

coraung Items. hghung and plumblOg fi'tlures. cabmets and lawn and garden Items.
Acrordlngl). these calegonC$ are being expanded m our stores. Shoppers ofbolh

,j,(XI:'S are short on spare lime. so we no" carl)- more liu. and home impro\elm'nl

Items lhat are easily inslalled And all shoppers lo\e a bargam. 50 we regUlarly fea·

ture promotional tterTb goods they might nOt expect m a home center. such as
binoculars in Ihe spnng. or a mUSIcal stuffed ammal at holiday time. These speclally­

priced Items draw cUJ>lomcr trdffic. and more Importantly sene 10 remforce the
Pay ..... PallmagC' as a Slore lhat offers \ alue. It has al\\ a~s been a compil", poliq

to be allhe forefronl oflrends In the milrketplace. and managelm'nl dcci· "',.......

.'lions 10 add an Ilem 10 inventory are made S\\ iftly. SC'nior members

of Ihe PUTl:'hasing Department eonllllually a5ShS each \endor"$

wares for quaILly and value. as "leU as reliablhl) of delivery.

Secondar) source~ arc mamtamed 10 ensure a stead)
supply. The CUSlomer. of course. seldom nOllces these

elTort~. Whal customers sec i\ a "ell-slocked

home center. Wilh a complclc lC>SOrimenl

of quahi) goods 10 mcelthelr needs.:11
prices lhal connOle value. In
~hort. Ihl:) sec a Pay 'N Pak
~I()re.

•

•

Selecting products
to be otlered ill
Pay 'N Pall siores
is. nner-ending
pIOCISS. Our Pur­
chasing Agents
spot !lends lor new
mflchandise, and
continually review
the plodUClline lor
quality, value and
usefulness.

5
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istribution Like purchasing, Pay 'N I>alo:. ') distribution system is most
successful \\ hen it is in\'isible to the customer. Vel whether they know

il or nOI. Pay"N Pak customers express conlidentt in our distribulion

S)"'Slcm c,cry lime lhey \loalk inlo ourstorcs. They count on Pal 'N Pal:

home centers to have lhe goods Ihey need. In stock. in Inc quanlities

they need. And 'o\C do. It is no small task: Each one of our 107 stores

orders products once a "'eek. using a computerized list generated by

the home office. The goal is to maintain a 45-day supply ofgoods .....ith·

in the Siore-small enough to minimile inventory coSls, but large
enough to ensure customer satisfaction. AboutlS% of our products

are shipped directly to stores by the manuraclUrer. (As an extra margin of safety.
stores maintain a 6O-day supply of these items.) The remaining iterns afe shipped
from ollr distnblltion centers in Kent. Washington. (361.000 squart; feel) and
Hayward. California. (204.000 square feel). Mostlterns arri"e at the dismbUlion
centers directly from the manufacturer. reducing our COSI. Distribution (:tnlers
aho plan on maintaining a.JO. to 45-day supply. although during busy periods the
in\entory of the Kent facilit)'can turn over in less than a month. A neet of Pay'N Pal
tractor-trailers. along with contract haulers. truck goods to our stores in the
Western .lOd Mid-western states. A typical storc rcccives two to three fuillrailcr
loads a week. Our stores in Anchoruge. Fairbanks and Honolulu receive goods by
ship. A high priority in our distribution chain is the ~Never-out~ list, containing

,~.._ .. ~':O:":"~I.~OOO:~i,:,~m:':"~E:':':h~i:,,~m:o~":':h~'~':i'~'~i,~.:,:,:Y:,~o~mponentin the success of a spe-cific projttt and we "OW /"levu to run out ofil. That reo
qUIrtS planning, Sttond and third

soureing. and creat i\"l~ sharing
of inventories. But if emer­
gencies OCI:ur, we do not hesi­
tate to use air freIght. or even
to buy items at retail from com-
petitors, if necessary. The point.
as always. is to serve the cus·

tomer, and fulfill
the Pay 'N Pak

\

•

Getc".-ts iIIta
107 SIOIIS is I

24·l!oul·....., joII.
F,om OUt nut of
Ilucks 10 0111 two
hUlt diSllibLttiGn
clnl.,s, lite objec­
tive is the same:
Keepinglach siore
stocked to urn
tile ...ds ol.wery
PI' 'N p,t
customer.

6
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In .11 our m.rkets.
WI till our story
through the media,
Print .d"rlising
.nd telewision
commercials are
created and car.­
fully rewi,w.d to
ensure the clarity
of the PlY 'N Pak
m.sslgl: sel.ctioa.
qUllity...lUI Ind
Slrvlee.
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\
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arketing If the fruits of our efforts are to be enjoyed.the shopper

must make one affirmative act: Come to a Pay'N Pak store, Auract­

ing the potential customer is one of the most challenging and re­

warding assignments we face, One of our first responsibilities is to

accurately tell the would-be customcr exactly what Pay 'N Pak is,

There is, of course, no average customer. but research identifies

three broad groups whose needs match the Pay 'N Pak promise:

(I) The new family, living in their first house, ages 25-35. (II) Thees.

tablished family, by now in a larger home and working to make it

match their dreams. ages 35-45. (III) The mature couple, children

away, remodeling their home to fit a new lifestyle, or making the house ready for

sale. Pay'N Pak addresses each of these potential customer groups through adver­

tising, most of it carried in newspapers. Readers in most store areas sec Pay'N Pak

ads or insert sections once a week, and four limes a lear we publish spccial20-page

month-long sale sectIons in full color. But as the habits of OUf market base change.

so must our ad\'enising. Accordingly, we are increasing OUf effons in tele\'ision

ad\enising, using it to reinforce our printed messages. We are exploring radio and

outdoor (billboard) adveni~ingas well. This media synergy vastly increases the

potential customer's awareness of Ilo hat Pay 'N Pair.: has to offer. MOfTerMmeans

much more than the productS on the page, of course: Pay'N Pak ad\'enisingalso

conveys more subtle messages about the quality of the merchandise, the breadth

of selection, and the competiuvc nature of the pricing. The stores themsel\'cs tell

potential customers about Pay'N Pak one reason they are kept neat. clean and

well-IiI. Store design, merchandiSing and product selection continue to evol\'e. as

the market e\olves. One definition of marketing is -doing C\'eT)'thing the Iloay the

customer wants it.MTo understand what the customer wants. Pay 'N Pak increas­

ingll keeps track of its customers. through SUT\'eys and olher information­

gathering methods. Women now shop Pay'N Pak ine\"er-growing numbers;

looa} more than 27~ of America's households are headed by Ilo omen. In a
pilot project in our IndIO store, a customer Mlounge- where impor­

lant family buying decisions can be mulled over has ~n

very "ell-received. E\oJutionary changes like this are inevit­
able in a company that listens to its market. Wisely

executed. these changes add a greater bond of

loyalty between the Pay 'N Pak Slore and its
customers,



arehouse Conversions People either like P<lY 'N Pak ware­

house stores. or they h<lte them. Our CUSlOmers like them. Our

competitors hate them. P<ly'N Pak beg,ln developing Ihe ware­

house concept in fiscal 1984. In going to a warehouse approach.

we felt it was important to be able 10 mectthe competition from

large nalional chains, while al the same time providlngcuslomers

wilh Ihe le\'el of service and con\enience they had at", ay~ experi­

enced at Pay'N Pak. Warehouse-style stores offcr rcal benefilS

to customers: they provide a grealer range of assortmenl, and

an increased depth-of-inventory, They also benefit Pay'N Pak,

by allowmg us stronger present<llion of our merchandise. and by generating more

profit. particularly in larger markels. Equally importanl.tnc plain racks and

warehouse ~fcd~ reinforce cUSlomers' beliefs that they are gelling Ihe lo",est prices

possible. This reminder Ihal Pay 'N Pak SIOres are competitive offenng quality

al a \alue is an important piece of lhe Pay 'N Pa],; message. But price Isn' every­

Ihmg: many companies who ha\"e tried a warehouse approach have had less sue­

CCM than Pay'N I'at.. Along wilh the efficiency and economy ofa warehouse looJ..,

CUSlomers also "'ant the reassurance of a fmndly and helpful sales slaff. As of the
cnd of the fISCal y·car. 48 of our stores are operaling as either warehouse or ~mini­

",arehouse~stores, depending on their size. BUI even as we approach our goal or

60 ",arehouse cOO\"ersions. we are exploring new ways to make lhese stores c\cn

more mviting. We are rearranging the high r.tCks. proo,;idmg more and bettcr light­

ing, and departmentalizing some areas. And we plan to gl\"t more prommence 10

our sholO.case displays lighling fixlures, baths and kllchens. Wilhm Inc nUl

year. more than haU our SIOres will reature a compUlergraphics

lO.orkstation IO.here Pay 'N I)a],; salespeople will
help cuslomersdesign kitchens on screen,

thcn print OUlthe results in minutes. The

warehouse: concepl like mosl of ""hal

Pay'N Pak does IS aimed 31t\l,O Ihings:

remaining profitable ror Ihe benefit of

our shareholders, and doing so by re­

maining importllntto our CUSlOmers.

•

•

'0

In man, markets.
the Pa, 'N Pak
wareltouse formal
milkes our stOles
uen more compet­
itive, and gins cus­
tomers a bener
look al our product
selection. Tit, for­
milt also enhances
our reputation as I

niue-conscious
compan,.
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At nch Pa, 'N Pat
storl. managamut
continuall, trains
our ulespeopl••
using classes, video,
the mobile training
unit and impromptu
lessons in Iver,
product's features
and benefits. The
objulivt: lit. best
in customer serviel.

",;­

1

raining Customers in Pay 'N Pak stores sometimes wonder where we

find so many knowledgeable salespeople. The answer is simple: We don't

find them we train them. IJcfore any employee comes in contact with

a customer, he or she receives at least eight straight houl'li of in-store

schooling. This training continues throughout the employee's career with

us. New cashiers and purchasing employees continue their training while
working wilh a supervisor. So do salespeople. who undergo a 12-week

course on products and salesmanship, conducted in hour-long sessions

three times 1I week. Pay'N Pale considers these lessons a part of the job.

and in return expttlS the trainee's full attemion. Store managers conduct

most of the training. which adds an eXira incentive for these managers 10 hire top

quality candidates. Ilasic traimng. of course, is just the beginning. Each week in

C\cry Pay 'N Pal store, a product "seminar" is conducted by an cmplo)'ee chosen

by thc managcr. Allendance is mandatory. Once or twice a year, e\'ery store is

\-isited by the Pay'N Pak training cooch a remodeled passenger bus. outfitted as

a classroom to gIVe emplo)'ees "hands-on M lessons in electrical. plumbing. cabinets

and countcrtops, (The coach is also used 10 conduct intensi\"e training sessions

prior to rte.... store openings. where new employees receh'e as many as 40 hours of

instruction before Ihe store opens.) Each store also has a video -teaching station. M

where employees tale individuallutoring from among two dozen training tapes.

The fully inleractl\'e video equIpment qui1.7.t:S the student at various points. and

gives a grade allhe end, Alllraining. including the interaeti\"e \-ideo. is docu-

menled and the results De<:ome pan of the employee's training record al company

headquarters. Even on the Job, store managers rotale salespeople from department

to department. When not selhng. salespeople art' expected to refill product bins.

stock shehes and "face up- displll)'s: before long. e\cl) employee knows first-hand

.... here e\el) item in the store i~ located. The objecti\'e is to crealC and maintain a'\~

cadre of generalists. all kno.... lcdgeable in e\ery product the SlOrc carries. The 'e""'"""
benefit. ofcourse. nows to

the customer. who iscon·

sislenlly r~mindcd thai

Ihcdiffcrence bcl .... locn

our stores and Ihose

of our /,'onlpctitors

is the famous

Pay'N 1>;lk cus-

lorner ~en ICC.
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l
ustomer Service At the focal point of all ourefforl. there stands

just one person: A customer. He or she has heard our message. and has

come to our storc for what we offer. The moment oflruth is now: In the

next few minutes_ the Pay -N Pak promise will be tt5tw. Time afler lIme.

in store after store. il is fulfilled. By training and temperament. our em-

plo)'ttS are cheerful and helpful. B)' I~ir exptrience. they know their

products. the ways in Ilo hlCh thcy can be used. and lhe tools necessary

to make a given project happen. By motivation. they are good at sei­

ling: each Pay 'N Pak employee qualifies for a momhly boIlUS. which

is based on that mOlllh"sjob performallce alld is calculatcd. in part. on

the store"s gross margin. Employees with three years" experience have even more

motivatiOIl; each is given stock in the company under all Employee Stock OWller­

ship Plall. These incentives give all of the salespeople at Pay'N Pak all ulldcr­

stallding of the importallcc of the product alld thc customer. But howcver much it

is valued by us. il is nOI the employee's productivity to Pay 'N Pak thai brings the

customer 10 our store. It is the employee's value to the cus,ome~. Many of thc peo­

ple who shop our stores dose to be educated -10 be guided. to be advised. and to

be reallUfl'd thatlhey can. in facl, perform the task lhey\'e chosen. Intereslingly

enough. Pay'N Pal.: salespeople have found thallhey mUSI guard against appear­

ing to know too mllC'h: for while the employee's produci training builds consider·

ablc knowledge. the customer may be staning al square one. And so Ihe salespeople

are taught to listen carefully to each customer. As the mix in customer demo­

graphies changes, Pay 'N Pak must be prepared to provide customers I"ith sales­

people with whom they can feel at ease. Many women customers. for example,

i
~:......----_..............-, prefer to deal with our women salespeople. Whether the ,ransaction takes 10

minutes or more than an hour. that "moment of truth"

in customer service is the single largest element

that distinguishes us from our competitors. II

takes place each day. sevcn days a week. inside

107 clean and busy home center stores. The

sign outside says Pay 'N Pak.

-;;-~~.-.. _- -~ ,........- -'... --;.:":.;..••....----, 1 ___

:,.. ---
I... IJ

.-~~

Whettle, it is as
simple as • quick
friendly ./ISwer, or
as sophistic.tld .s
our nlw computer­
ized kitchen dtsilln
centlr. the key to
PlY 'N Pak success
is individualanen­
tioR. When custo­
mers writa, most
th.nk us for Mlr
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Ten Vear Summary of Growth Highlight.

Pay'N Pak Stores, Inc.
Years .."decl Febrllun' 18 or 19 1987 1986 1985 1984 1983 [982 1981 1980 1979 1978 1977

OpefatioM

Revenues 5398.422.000 $])3,782.000 5305.185.000 S2SO.040,OOO 5187.3]8.000 $180.974.000 5151,765.000 $138,361,000 S117,688.000 S98.0S2.000 $80.643,000

Income before Income taxes S 11.233.000 S 14.463,000 S 18.420.000 S 17.851.000 S IJ.085,000 S 13.049.000 S [t.575.000 S 11,471.000 5 10,199.000 S 7.882..000 S 5.464.000
Net Income • 5.686.000 $ 8.168.000 S 10.105.000 S 10.025.000 • $ 6.368.000 $ 7,199,000 $ 6.449.000 $ 6.31 ].000 $ 5.403,000 S 4J)06,OOOl S 2.871.000

e.c.mo. Slott
Average number of common shares 10.002.832 10.002.832 10.002.832 9.033.023 • 7.]27.392 7.303.464 7.303.464 7.303.464 6.688.990 6.]72.865 6.372.865
Net Income per common shareJ $.57 5.82 51.01 SUI S .81 $ .99 S .88 $ .86 5 .81 S .6]1 S .45
Stock dividends and stock split5 SO'! 10% 20% 3]1']% SO% loq
Cash di,idend paid per common share) $.52 $.63 $ .60 $ .56 $.507 $.461 $.412 5.363 $.299 $.2<l9 S.137

Finlnl:ill Position
Total assets $230.109.000 $223.0 14.000 5190.769.000 $ 164,481.000 $119,531.000 5 97.800,000 S 90.273.000 5 81.902.000 5 70.]14.000 550,483.000 S45.8]3,OOO
Stockholders' equity $100.127.000 $ 99.64].000 5 97.776.000 $ 9].673.000 $ 47,430.000 5 40,162.000 S ]6,213.000 5 ]2.224.000 $ 28.228.000 $16.447.000 SI3.566.000
Return on stockholders' equitY' 5.7% 8.4% 10.8% 1.1.2 15.9% 19.9% 20.0% 22.4% ]2.9% 29.5% 24.7%
Shares of common stock outstanding

(end ofyellr) 10,002.832 IOJ)02.832 10,002.832 10.002,832 7.652.8]0 7.30].464 7,303.464 7.]01464 7,303.464 6.372.865 6.]72.865
Net book vlIlue per share 510.01 $9.96 59.77 $9,36 56.20 55,50 54.96 $4.481 S4.001 $2.74 1 52.31 1

Long-term debt 5 60,948,000 S 64.270.000 $ 41.641.000 $ 28.449.000 5 34.879.000 $ 26.470.000 S 27,979,000 $ 28.680.000 $ 23.848.000 $18.467,000 519.125.000

Stores in Operation
Numb<:r of stores open 107 106 '0' HlO 98 88 84 78 70 65 60

Nc" stores opened or acquired 7 10 7 2 " 4 6 9 7 6 7
Numb<:r of stores sold or closed 1 2 I 0 I 0 0 0 I 0 0

Stores replaced with ne" Slam 5 ] 5 0 0 0 0 , I , 2
i\umber of slates in "hieh we operated 17 17 17 16 16 IS '$ IS 14 IJ IJ
Square foolage of stores 3,158.000 2,928.000 2.468.000 2.224.000 2.168.000 1,891.000 1.812.000 1,688.000 1.497.000 1.365.000 1.261.000
A\'erage square foolage per store 29.500 27.600 24.400 22.200 22.100 21,500 21.600 21.600 21.400 21.000 21.000
A\erage annualln\"Cnlory in stores $ 73,437.000 $ 68.242.000 5 62.970.000 5 50.464.000 5 35,485.000 5 36.247.000 S 31.419.000 5 28.610,000 S 23•.302.000 S20.226.000 S17.952.000
A\erage annUallnH:nlory lotal r$ 54.175.000(includes dlstribulion centers) 5100.080.000 $ 99,305.000 S 92.651.000 $ 74.352.000 S 53.429.000 S 43,724.000 $ ]9.14].000 5 31.253.000 524.617.000 521.007.000

SlIfe Aur.tts
A\erage sales per Slore • J.75O,000 I 3.137.000 $ 3.020,000 $ 2,495.000 I I 2.009.000 $ 2.050.000 $ 1.806.000 I 1,768,000 $ 1.676.000 S 1.508.000 5 1.343,000
Number of euslOmen; served 18.921,000 14.545.000 12.623,000 10,105.000 • 7,311.000 6.941.000 6.415.000 5.928.000 5.469,000 4,980.000 4.420.000
A\cragc customer purchase S 21.04 S 22.86 $ 24.16 $ 24.69 $25.60 $25.99 $2164 $23.26 521.52 519.69 518.25
Salc_ per S<lu3rc fOOl $126.Q9 511157 $123.59 5112.17 $92.73 595.40 588.73 510.67 578.63 $71.82 63.96•Sales per fulltirne cmployee (end of year) $ 168,000 $ 182,000 $ I!l5.000 $ 167,000 LJ59.000 $ 151,000 $ 139.000 I 129,000 $ 113,000 $ 115,000 $ 109.000

I\!ln~" "'ll dlecc Hl .harn t><-ld b) CCiOT ... llIch h~d been ~1ll)C"led HI eml'lo)'"" :>IXOUIII->
'e. ,ncllltlC: In IQ7M 1IM,:lude>o a nel n:dllClion ofSIIII.OOO (S03 por ~han:ldl,l( 10 a chango '" I~ molhod of llttOUnllng
rur I'ro'''I'''="'"' «"c, co o,ptll:>lng Ihem ti ,ocurro(l r.llho:r •han llrnonl~,n1! lhom
'R"'I~lnI for 'co,:k d" Kle",h and ..ock 'phLS '" li'l':a.1 )1:OIn 111M. 1983. llIiIO. IIlN.11l711 and 1917
<(''In'I''lunI u"nJ ...."h.nI,,' enlgc: ~Iodhoklerf t\l''''~ ,n fiscal lear 1984 and txslnmng of yc~, ,cocltlokl..rJ· "'lui.) '0 all ochC"r )'..,,"'

1
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PART I
ITEM I . Business

(a) General development of business. Pay 'N Pak Stores, Inc. (the "Company") was incorporated in 1961 under
the laws of the State of Washington, as the successor to a partnership formed in 1953 to engage in the retail sale of
home improvement products, principally electric and plumbing supplies. The Company in its present form evolved from
a merger in 1969 of three groups of similar stores in adjacent geographic areas. Immediately after the merger, the Com­
pany had 22 stores in three western states, Washington, California and Colorado. Following the merger, the company
undertook a store expansion program that has continued to the present time. The Company currently operates 107 stores
in 17 states, all west of the Mississippi River, although over half of the stores are located on the West Coast with 32
stores in Washington, 15 stores in Oregon and 21 stores in California.
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ITEM I - Business, continued
In March 1983, the Company began a program to remerchandise its entire chain of stores by raising the height of

merchandise display racks, thereby allowing a 30% increase in the number of stock keeping units ("SKU's"). The deci­
sion to remerchandise the stores grew out of the Company's successful experience replacing auto and sporting goods
merchandise in 11 stores with additional SKU's in the home improvement line. By February 1984, all of the Company's
stores were completely remerchandised.

In the fall of 1983, the Company began to implement a "warehouse" concept for some of its larger stores. The Com­
pany based its decision to implement this concept in part upon the experience of other retailers who have successfully
utilized this format. Warehouse stores are significantly larger than the Company's traditional stores, stocking greater
quantities of merchandise. Merchandise which would otherwise be kept in storerooms is displayed in customer areas
and stacked to the ceiling. In contrast to warehouse approaches used by some retailers, the Company's warehouse stores
are well-lit, feature attractive merchandise displays and are fully staffed by trained employees to ensure the same level
of service as the Company's traditional stores.

The conversion of the Company's Kent, Washington, store into the first warehouse store was completed in October
1983. By the end of the past fJscal year ended February 28,1987, the Company had replaced or converted 37 other tradi­
tional stores into warehouse stores and had also opened 11 new warehouse stores. The Company currently intends to
establish an additional 12 or so warehouse stores during the fiscal year ending February 29, 1988, for a total of 60
warehouse stores by fJscal year end. Of these 12 additional warehouse stores 10 will be replacements or conversions
of traditional stores currently operated by the Company.

(b) Industry segments; lines of business.. The Company has only one industry segment and is engaged in only one
line of business - retail sales of home improvement products.

(c) (i) Description ofbusiness. The Company caters to the do-it-yourself home improvement market. Home improvement
products include electrical products, plumbing supplies. building materials, kitchen cabinets and built-in appliances.
The Company specializes in products and supplies for the remodeling and improvement of kitchens and bathrooms. For
several years the Company operated sporting goods and automotive parts and accessories departments in 11 stores but
during fiscal year 1983 these departments were phased out to provide additional space for home improvement products.

All but four stores are operated under the name "Pay 'N Pak". Three stores located in Idaho and Oregon are operated
under the name "Eagle Electric & Plumbing Supply" and a warehouse store in Honolulu operates under the name
"Home Improvement Warehouse."

The Company's sole method of distribution of merchandise to customers is through sales at its retail stores, all of which
are operated by the Company.

The Company's marketing efforts are primarily directed toward homeowners and other do-it-yourself customers. The
Company estimates that over 95% of sales of home improvement products were made to do-it-yourself customers in fJscal
1987, with professional builders and others accounting for less than 5%.

The approximate contribution, as a percent of the Company's net sales, of each of the major product categories during
the last five fiscal years was as follows:

1987 1986 1985 1984 1983

Electrical ...................... 21% 21% 25% 28% 31%
Plumbing ...................... 20 22 22 23 25
Building Materials • • • • • • • • • • • • • • 51 52 50 49 41
Garden Supplies • • • • • • • • • • • • • • • • 8 5 3
Automotive and Sporting Goods .... - - 3

Thtal . . . . . . . . . . . . . . . . . . . . . . . 100% 100% 100% 100% 100%
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ITEM I - Business, continued
The Company uses modern merchandising and marketing techniques in the operation of its retail stores. Store lay-out,

merchandise organization and merchandise signs are designed by the Company's corporate staff and are essentially con­
sistent throughout its stores. Merchandise is conveniently arranged and displayed in well-lighted stores, with emphasis
placed on displays which illustrate how the product will look in the customer's own home. Many brand name products
are carried by the stores, particularly where the Company believes such brand names are recognized by the customer
as indicative of quality and reliability. The Company also carries private label merchandise, some of which is the manufac­
turers' standard merchandise and some of which is designed and manufactured to the Company's specifications. The
Company attempts to charge competitive prices with respect to the merchandise sold through its stores, particularly
on high volume, commodity products. Such pricing is facilitated by the Company's ability to purchase certain products
in volume directly from manufacturers. Sales are predorninatly on a cash and carry basis, which includes sales made
through the use of bank credit cards by customers. The Company estimates that during fiscal 1987, sales on which it
directly extended credit accounted for less than 1% of sales. The Company maintains a liberal merchandise return policy,
with full refunds given under most circumstances to customers who return products.

The Company believes that a key feature in its marketing program is the ability of sales personnel to advise customers
how to select, install and use products for home improvement and maintenance projects. The Company places particular
emphasis on the training of its sales personnel to accomplish this objective. Although the Company does not deliver
or install the products it sells, it continually trains its sales personnel so that they may advise customers regarding
the selection and use of the products sold and so that they may give step-by-step instructions regarding the installation
of such products. The Company has a Vice President!I'raining and staff, and uses training video programs and meetings
to qualify employees in product knowledge and selling skills. The Company also owns a 40-foot bus that is specially
equipped and used as a mobile training classroom for its sales personnel.

The Company has a store expansion and development program to increase, replace, convert and expand its stores each
year. The exact number of new stores opened in any period will depend on many factors, including the availability of
suitable locations and general business conditions.

During the fiscal year ended February 28, 1987, the Company opened new warehouse concept stores in Bremerton,
Washington, and Indio, California, and also either replaced or converted 10 existing stores to the home improvement
warehouse format.

The following table summarizes the Company's growth in numbers of stores during the past five years.:

Years Ended February 28 or 29,

1987 1986 1985 1984 1983

Stores in operation at
beginning of year ............ 106 101 100 98 88

New stores opened or acquired ..... 7 10 7 2 11
Stores replaced by new stores ...... (5) (3) (5)
Stores sold or closed ............. (1) (2) (1) (1)

Stores in operation at
end of year .................. 107 106 101 100 98
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ITEM I - Business, continued
The Company is continually investigating locations for the establishment of new stores. Each location is investigated

with respect to population and population trends, competition in the trading area and other pertinent factors in order
to analyze its sales potential. The Company attempts to locate its stores in areas which are convenient to the do-it­
yourself customer, principally in small cities and in suburban areas oflarger cities. In selecting locations for future stores,
the Company plans to concentrate on trading areas in the western part of the United States.

During the fiscal year ending February 29, 1988, the Company plans to open 2 new warehouse concept stores and
also plans to replace or convert 10 existing traditional stores to warehouse concept stores.

(ii) New product or industry segment.. The Company has not recently introduced a new product or begun to do
business in a new industry segment which will require the investment of a material amount of the Company's assets.

(iii) Raw materials. The Company buys its merchandise from several hundred independent suppliers, including manufac­
turers and importers, none of which accounts for more than 8% of the Company's purchases.

Approximately 25% of the merchandise is shipped by suppliers directly to the Company's stores. The Company also
warehouses merchandise and supplies its stores through two central distribution centers: 360,889 square feet in Kent,
Washington, and 204,600 square feet in Hayward, California. In May, 1986, the Company closed its distribution center
in Denver, Colorado, and now services the stores in that region from its Kent and Hayward distribution centers.

(iv) Thtents, etc. The Company holds no material patents, trademarks, licenses, franchises or concessions.
(v) Seasonal business. No material portion of the Company's business is seasonal, except to the extent that sales

of home improvement products tend to be slightly lower during the winter season.
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ITEM I . Business, continued
(vi) Working capital items.. The Company attempts to carry sufficient amounts of inventory in stock to meet customer

demand and to allow sufficent delivery time for new orders from the factories. The Company engages in volume buying
direct from factories as much as possible not only to obtain the benefit of lower unit prices, but also in anticipation
of potential shortages and inflationary price increases. This helps to assure the Company of a continuous allotment of
goods from suppliers and sometimes results in the Company carrying significant amounts of inventory.

The Company sells most of its goods on a cash or bank credit card basis; the company does not provide extended pay­
ment terms to customers.

(vii) Dependence upon few customers. The business of the Company is not dependent upon a single customer or a
few customers, the loss of anyone or more of whom would have an adverse effect on the Company.

(viii) Backlog orders. The Company does not at any time have a significant backlog of orders.
(ix) Government contracts. No portion of the Company's business is subject to renegotiation of profits or termination

of contracts or subcontracts at the election of the u.s. Government.
(x) Competitive conditions. The retail sales business engaged in by the Company is highly competitive. Competition

is based primarily on breadth of product line, service, advertising, price and convenience of location. The Company com­
petes with numerous retail organizations, including integrated department stores such as Sears, home improvement
centers and other building materials retailers, and, to a lesser extent, large and small hardware and lumber stores.
The Company's competitors, some of which have substantially greater financial resources, are continually expanding
and opening new stores in market areas in which the Company has existing stores as well as in new market areas
in which the Company plans to expand. Because of the variety of products sold by the Company and the number and
variety of its competitors, it is virtually impossible to determine a competitive position for the company.

(xi) Research and development activities. The Company has engaged in research and development activities relating
to the improvement of services to its customers, through the development of product knowledge training videos, a Retail
Selling Skills program, the holding of in-store training meetings, and a 40-foot mobile training bus, all of which are
designed to constantly update product knowledge and selling skills. The goal of the program is to have the Company's
sales people completely qualified to explain to customers how to install or use all of the products that the Company
sells. The amount spent by the Company on such activities during each of the last three fiscal years is approximately
$438,000 in 1987, $424,000 in 1986, and $408,000 in 1985.

(xii) Environmental laws. The Company is not aware of any environmental protection laws, compliance with which
may have a material effect upon the capital expenditures, earnings and competitive position of the Company and its
subsidiaries.

(xiii) Number ofemployees. The Company currently employs approximately 2,286 full-time persons and 392 part-time
persons.

(d) Foreign and domestic operations; export sales. The Company's revenue, profitability and identifiable assets are
attributable to only one geographic area, the western part of the United States, and although the Company is a large
importer of foreign goods, it does not have any foreign operations or engage in any export sales.
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ITEM 2 - Properties
Of the Company's 107 stores, 32 are located in the state of Washington, 15 in Oregon, 21 in California, 3 in Nevada,

4 in Idaho, 1 in Montana, 5 in Utah, 9 in Colorado, 4 in Kansas, 2 in Oklahoma, 2 in Alaska, 2 in Wyoming, 2 in South
Dakota, 1 in North Dakota, 2 in Nebraska, 1 in Iowa and 1 in Hawaii. Most of the Company's stores are leased under
long-term leases. Many of these leases contain percentage rental clauses and options to renew. Operations of the Com­
pany are directed from its head office in Kent, Washington, a Seattle suburb, where all administrative functions, in­
cluding accounting, merchandising, purchasing and advertising, are performed. The head office is leased under a lease
expiring in 1995. The Company also leases a 360,889 sq. ft. distribution center in Kent and a distribution center in
Hayward, California, under a lease that expires in August, 1993. These leases contain options to renew.

The Company owns its store properties in Fairbanks, Alaska; Pocatello, Idaho; Fort Collins, Colorado; North Platte,
Nebraska; Honolulu, Hawaii; San Francisco, and Indio, California; Reno, Nevada; two stores in the Portland, Oregon,
area and two stores in San Jose, California. The Fairbanks and Pocatello stores, the two San Jose stores, the Reno store
and the Honolulu store are encumbered by mortgages but the remainder are not presently subject to any mortgages
or other encumbrances.

All of the Company's buildings are of concrete masonry construction except for three stores, two of which are of frame
construction and the other is a steel building. The buildings contain all of the fIxtures and improvements which the
Company believes are necessary in its business. Many of the Company's present stores were formerly supermarkets,
as their size, structure and location made them easy and appropriate to convert to Pay 'N Pak stores. Adequate off-street
parking is provided adjacent to all stores.

ITEM 3 - Legal Proceedin~
On September 5, 1984, an antitrust suit was brought against the Company in the United States District Court for

the Western District of Washington by Thurman Industries, Inc., a small Seattle-based chain of competing stores owned
by a former officer and director of the Company. The complaint alleges that Pay 'N Pak has engaged in predatory price
reductions, has negotiated with suppliers to obtain favorable terms of dealing which discriminate against Thurman,
has induced suppliers not to deal with Thurman through exclusive dealing arrangments and otherwise, and has in­
terfered with Thurman's contractual and business relationships. The conduct is alleged to violate federal and state an­
titrust laws and common law principles. The complaint seeks both injunctive relief and damages, as well as costs and
attorneys' fees. Plaintiff has claimed damages of approximately $2,500,000 in the aggregate before trebling. Plaintiff
has also, through its counsel, contended that the practices challenged in the suit continue to take place and that ifPlain­
tiff prevails at trial, it may seek further damages for the period of time subsequent to the fIling of the suit in September,
1984. Both Plaintiff and the Company have engaged in extensive discovery and document production. Trial is scheduled
to begin in mid-June, 1987. The suit will be tried before a jury and the outcome is therefore unpredictable. However,
management continues to believe the claim lacks substantial merit and is defending against it vigorously.

•
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ITEM 4 - Submission of Matters to a Vote of Security Holders
No matter was submitted to a vote of security holders during the fourth quarter of the Company's fiscal year covered

by this report.

Executive Officers of the Company

Name Age

David J. Heerensperger 50

Marshall J. Weigel

Jerry L. Marlow

Douglas G. Southern

Peter W Gallina

Richard T. Takata

Fred R. Brotherton

Victor W Crosswhite

Calvin E. Karbowski

George E. Smith

Barbara 1. Collett

Herbert E. McCleary

Paul B. Morris

Richard E. Friel

66

51

44

51

37

42

50

49
51

30

55

45

52

Positions and Offices

Chairman of the Board and Chief
Executive Officer; Director

Vice Chairman of the Board;
Director

President and Chief Operating
Officer; Director

Vice President-Finance and
Secretary!l'reasurer

Senior Vice President-Real
Estate and Store Development

Senior Vice President ­
Merchandising

Vice President and Controller

Vice President-Purchasing

Vice President-Distribution

Vice President!l'raining

Vice President-Personnel and
Labor Relations

Vice President-Advertising

Vice President-Store Planning
and Design

Vice President-Marketing

•

The term of office of each of the above officers is until the next annual meeting of the Board of Directors of the Com­
pany following the annual meeting of shareholders held on the third Tuesday in June of each year. Mr. Heerensperger
has served as Chairman of the Board since February 1970. Mr. Weigel was elected Vice Chairman in March 1984. Mr.
Marlow and Mr. Gallina have served in their respective offices since December 1977 although Mr. Gallina was promoted
to Senior Vice President in April 1985. Mr. Crosswhite and Mr. Karbowski have served in their respective offices since
February 1980. Mr. Smith was elected a Vice President in June 1983. Mr. Southern and Mr. Brotherton were elected
to their positions in December 1985. Mr. Friel and Mr. Takata were elected to their positions in June and July, 1986,
respectively. The other Vice Presidents were elected in April 1985. There are no arrangements or understanding be­
tween any of the above officers and any other person pursuant to which he or she was elected as an officer.

There are no family relationships among the officers except that Mr. Crosswhite's wife and Mr. Heerensperger are
first cousins.
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ITEM 4 - Submission of Matters to a Vote of Security Holders continued
During the past five years, the business experience of the executive officers is as follows:
All of the above officers except Mr. Southern, Mr. Brotherton, Mr. Weigel, Mr. Friel and Mr. Thkata have been employed

by the Company during the past five years. David J. Heerensperger has served the Company as Chairman of the Board
and chief executive officer. Marshall J. Weigel is a self-employed corporate finance specialist and has served as Vice Chair­
man of its board since March, 1984. Jerry L. Marlow has served the Company as President and chief operating officer.
Douglas G. Southern was a partner at Arthur Young & Company prior to joining the Company in December 1985 and
Fred R. Brotherton was a principal with the same firm prior to joining the Company in September, 1982. Peter W Gallina,
prior to his election as Senior Vice President-Real Estate and Store Development in April, 1985, served the Company
as Vice President-Real Estate and Store Development. Victor W Crosswhite has served the Company as Vice President­
Purchasing. Calvin E. Karbowski has served the Company as Vice President-Distribution. George E. Smith, prior to
his election as Vice President-Training in June, 1983, served the Company as director of its training department. Richard
E. Friel was Senior Accounts Manager at John Brown & Partners, Inc. prior to joining the Company in June, 1986.
Richard T. Thkata was Corporate Merchandise Manager at Grace Home Centers West prior to joining the Company
in July, 1986. Barbara I. Collett, Herbert E. McCleary and Paul B. Morris, prior to their election as Vice Presidents
in April, 1985, served the Company in the areas of responsibility indicated by their respective titles.

Part II
ITEM 5 - Market for the Company's Common Equity and Related Stockholder Matters

The common stock of Pay 'N Pak Stores, Inc. is listed and traded on the New York Stock Exchange (NYSE). As of
March 31, 1987, there were approximately 3,046 holders of record of the Company's common stock.

The range of the reported last sales prices of the Company's stock during each quarter of the last two fiscal years
as reported by the NYSE is shown below. The quarterly cash dividends paid by the Company are also shown for each
quarter of the last two fiscal years.

NYSE Symbol: PNP

Quarterly High and Low Sales Prices
Years ended February 28

1st quarter
2nd quarter
300 quarter
4th quarter

Quarterly Dividends
Years ended February 28

1st quarter
2nd quarter
3rd quarter
4th quarter

1987
$19 3/8 - 13 1/2
$19 1/8 - 13
$15 1/8 - 9 1/2
$13 1/4 - 11

1987

$.16
$.16
$.10
$.10

1986

$13 7/8 - 11 1/2
$15 1/4 - 12 3/4
$13 3/8 - 11 5/8
$15 - 12 1/8

1986
$.15
$.16
$.16
$.16

ITEM 6 - Selected Financial Data
In thousands, except per share data.

Years Ended February-=2:::8::....;:::o;:...r..=2",9-,-, _

1987 1986 1985 1984 1983

$187,172

$119,531
$ 34,879

$ 11,085
$ 6,368

$ .87
$.507

$1.11
$ .56

$249,491

$ 17,851
$ 10,025

$1.01
$ .60

$305,026

$ 18,420
$ 10,105

$ .82
$ .63

$332,546

$ 14,463
$ 8,168

$.57
$.52

$398,144

$ 11,233
$ 5,686

Operating results:

Net sales .
Income before

income taxes .
Net income .
Per common share(l):

Net income .
Cash dividends .

At year-end:
Thtal assets $230,109 $223,014 $190,769 $164,481
Long-term debt $ 60,948 $ 64,270 $ 41,641 $ 28,448

(1) See Note 2 in the Notes to Consolidated Financial Statements in Item 8.
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ITEM 7 • Management's Discussion and Analysis of Financial Condition and Results of Operations
Results of operations

Net sales increased from $332.5 million in fiscal 1986 to $398.1 million in fiscal 1987 an increase of 19.7%. The in­
crease in net sales is primarily attributable to the Company's nine newest stores, seven of which were opened late in
fiscal 1986 and two of which were opened during the fourth quarter of fiscal 1987. Sales also increased in the stores
open for a period of longer than two years due to the conversion of certain stores to a warehouse style format. At the
end of February 1987 the Company had 48 of its 107 stores operating using its warehouse format which utilizes steel
warehouse shelving to display and place more merchandise onto the sales floor. During the last three years, as a result
of the store expansion and conversion program, the average store has increased in size, in terms of square feet, by over
33%. Fiscal 1986 sales increased by 9% over fiscal 1985 due primarily to the impact of the warehouse store conversions
completed during that year and, to a lesser extent, the new stores opened during the year.

The sales changes by age of store were as follows during the last two fiscal years:

(OOO'S omitted)
1986 1985

to 1987 to 1986

Net sales of stores opened
less than one year* .

Increase in net sales of stores
open over one but less
than two years .

$38,404

535

$12,081

5,906

closed .

Increase in net sales over the
preceding year of stores
opened over two full years

Decrease in net sales for stores
• • • • • • • • • • • • • • • • • • • • • 27,506

(847)

$65,598

13,892

(4,359)

$27,520

Cost of sales remained the same as a percentage of sales in fiscal 1987 as compared to fiscal 1986 with margins im­
proving during the latter part of the year offset by a decrease in the second quarter caused by the margins at certain
new stores. The higher margins were achieved due primarily to selective price increases that the Company was able
to achieve in most of its markets during the later portion of the year. Margins had been decreasing for the past two
fiscal years due to what the Company viewed as excessive price competition by some of the new competitors in the in­
dustry. During fiscal 1988, the Company will attempt to improve its margins further, but will be influenced by the ac­
tions of the competitors in its various markets.

Selling and administrative expenses increased as a percentage of sales in fiscal 1987 due primarily to an increase
in the number of hours that most stores remained open, especially during the summer months, which increased payroll
costs. The Company expects payroll costs to decrease as a percentage of sales during the next fiscal year. The sum of
occupancy and depreciation costs, as a percentage of sales, increased slightly as compared with the prior year. Interest
expense on both long and short term debt increased in fiscal 1987 over 1986. In 1987 the Company had the interest
cost for twenty-four million dollars of long term notes that were outstanding for only part of one quarter during the
prior fiscal year. Short term debt increased during the latter half of fiscal 1987 due to funds required for construction
and remodeling projects in process. Fiscal 1986 selling and administrative costs increased over 1985 due to increases
in advertising costs due to the competitive environment as well as new store opening costs for the seven stores opened
that year.

The provision for income taxes required a 49.4% effective tax rate for fiscal 1987 and a 43.5% effective tax rate for
fiscal 1986. The rate for fiscal 1986 was low because of the high investment credits generated by the large capital expen­
ditures during that year and capital gains rates on other income. In fiscal 1987 the increase in rate is caused by the
new tax law passed by the Congress and signed by the President in October 1986. The new law, among other things,
has retroactive provisions which rescinded the investment credit provisions to January 1, 1986. As a result, when the
law was finally passed, the Company recorded a tax charge of $702,000 (7 cents per share) to reflect these costs. As
other provisions ofthe new law become effective, the Company expects its effective tax rate to decrease. Under the provi­
sions of the new law, the Company expects an effective rate of approximately 41.5% in fiscal 1988 and 37.6% in fiscal
1989 when the new rates become fully effective for the Company.

Net income decreased in both fiscal 1987 and 1986 from the previous year. The decreases are a result of the factors
discussed above, principally, selling costs and tax rates in 1987 and margins, selling costs and interest in 1986.

*Does not include net sales of replacement stores. Net sales of such replacement stores are treated as if the stores were
equivalent in age to the older stores they replaced.
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ITEM 7 - Management's Discussion and Analysis of Financial Condition and Results of Operations
continued

Liquidity and Capital Resources
The Company's principal sources of funds to finance expansion of assets have been operating activities, inventory manage­

ment and in fiscal 1986 long term debt. In addition, during fiscal 1987 the salelleaseback of three stores provided $9.8
million of funds to the company. During the year ended February 28, 1987, the company purchased a total of $27.2
million of fixed assets after purchasing $46.2 million in the prior fiscal year.

The Company currently intends to open two new stores and to convert 10 stores to the warehouse outlet format during
the next fiscal year, the same number as during fiscal 1987. Management of the Company anticipates that future needs
for capital resources will be provided by operations, asset management and available bank lines. The Company current­
ly has available credit facilities totaling $63 million consisting of bank lines, letter of credit arrangements and a revolv­
ing credit agreement, of which $22.2 million of short term notes and $8.6 million of letters of credit were outstanding
at February 28, 1987, leaving $32.2 million unused. Under restrictions included in current loan agreements, no more
than $30 million of the available short term debt facilities may be used concurrently and letters of credit outstanding
are to be no more than $16 million at anyone time.

Effects of Inflation
The Company believes that there has not been major impact from inflation on the revenues and costs incurred by

the Company during the past three years.

ITEM 8 - Financial Statements and SUl!Plementary Data
Page

Report of certified public accountants 12
Consolidated statements of income 13
Consolidated balance sheets 14-15
Consolidated statements of stockholders' equity 16
Consolidated statements of changes in financial position 17
Notes to consolidated financial statements 18-21
Supplementary data (unaudited) .....................................................•............ 22

ITEM 9 - Changes in and Disagreements With Accountants on Accounting and
Financial Disclosure

• None.

•

•

•
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PAY 'N PAK STORES, INC.

REPORT OF CERTIFIED PUBLIC ACCOUNTANTS

The Board of Directors and Stockholders
Pay 'N Pak Stores, Inc.

We have examined the accompanying consolidated financial statements of Pay 'N Pak Stores, Inc.
listed in the index to consolidated financial statements and fmancial statement schedules in Item
14(a). Our examinations 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.

In our opinion, the consolidated financial statements listed in the index to consolidated financial
statements and financial statement schedules in Item 14(a) present fairly the consolidated financial
position of Pay 'N Pak Stores, Inc. at February 28, 1987 and 1986, and the consolidated results of
its operations and changes in its financial position for each of the three years in the period ended
February 28, 1987, in conformity with generally accepted accounting principles applied on a consis­
tent basis during the period.

Seattle, Washington
March 25, 1987
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PAY 'N PAK STORES, INC.
CONSOLIDATED STATEMENTS OF INCOME

Years ended February 28, 1987, 1986 and 1985

REVENUES:
Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Interest .
Rentals and other .

Cosrs AND EXPENSES:

1987

$398,144,000
60,000

218,000

398,422,000

1986

$332,546,000
56,000

1,180,000
333,782,000

1985

$305,026,000
34,000

125,000

305,185,000

Cost of sales .
Selling and administrative .
Rent . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Depreciation .
Interest on long-term debt .
Other interest .

INCOME BEFORE INCOME TAXES .

PROVISION FOR INCOME TAXES (Note 4) .

NET INCOME ..........................•......

PER COMMON SHARE:

262,995,000 219,684,000 200,681,000
96,080,000 77,763,000 69,167,000

9,854,000 7,524,000 6,297,000
10,110,000 8,260,000 6,873,000

7,379,000 5,432,000 3,161,000
771,000 656,000 586,000

387,189,000 319,319,000 286,765,000

11,233,000 14,463,000 18,420,000

5,547,000 6,295,000 8,315,000

$ 5,686,000 $ 8,168,000 $ 10,105,000

Net income .
Cash dividends paid .

See accompanying rwles.
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PAY 'N PAK STORES, INC.
CONSOLIDATED BALANCE SHEETS

February 28, 1987 and 1986

ASSETS

CURRENT ASSETS:

1987 1986 • •

C:::~~lhL ............•.........................•..........
Receivables .
Income taxes receivable .
Merchandise inventories .
~];)~jlcJl E:l~~S. . . . . . . . . . . . . • . . . . . . . . . . . . • . . . . . . . . . . . . .

1btal current assets .

PROPERTY, PLANT AND EQUIPMENT, XI COST

(Notes 2 and 5):

Land .
Buildings .
Leasehold rights and improvements .
Store equipment .
Transportation equipment .
Construction in progress .

Less accumulated depreciation and amortization .

Net property, plant and equipment .

orHER ASSETS ......•..•................•............•..•..•......•..

$ 5,791,000
2,199,000

106,493,000
1,735,000

116,218,000

16,619,000
29,560,000
44,395,000
54,516,000

3,788,000
5,026,000

153,904,000

42,316,000

111,588,000

2,303,000

$ 3,723,000
2,954,000
1,169,000

107,127,000
I1,535,000

116,508,000

16,750,000
26,280,000
41,924,000
46,314,000

3,788,000
5,092,000

140,148,000

35,373,000

104,775,000

1,731,000

See accompanying notes.
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PAY 'N PAK STORES, INC.
CONSOLIDATED BALANCE SHEETS

February 28, 1987 and 1986

LIABILITIES AND sroCKHOLDERS' EQUITY

1987 1986
CURRENT LIABILITIES:

2,837,000 3,885,000
3,198,000 2,103,000
1,583,000 1,657,000

7,618,000 7,645,000

1,842,000 1,801,000

61,633,000 52,682,000

60,948,000 64,270,000

6,067,000 5,338,000

1,334,000 1,081,000

~yable to bank .
Notes payable (Note 2) .
Accounts payable .
Income taxes (Note 4) .
Accrued liabilities:

Payroll and profit sharing .
Thxes, other than income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Interest and other .

Long-term debt due within one year (Note 2) .

Thtal current liabilities .

LONG-TERM DEBT (Note 2) .

DEFERRED INCOME TAXES (Note 4) .

DEFERRED INCOME .

COMMITMENTS AND CONTINGENCIES (Note 5)

STOCKHOLDERS'EQurrY:
Preferred stock, without par value, 1,000,000 shares

authorized, none issued .
Common stock, $.10 par value, 20,000,000 shares authorized,

10,002,832 shares issued .
Retained earnings (Note 2) ..........................•.....

'Ibtal stockholders' equity .

$ 522,000
22,255,000
28,830,000

566,000

67,722,000
32,405,000

100,127,000

$ 6,325,000
20,475,000
16,124,000

312,000

67,722,000
31,921,000

99,643,000

•
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PAY 'N PAK STORES, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

Years ended February 28, 1987, 1986 and 1985

Common Retained
stock • Thtalearmngs

BALANCE, February 29, 1984 $67,722,000 $25,951,000 $93,673,000

Net income 10,105,000 10,105,000
Cash dividends (6,002,000) (6,002,000)

BALANCE, February 28, 1985 67,722,000 30,054,000 97,776,000

Net income 8,168,000 8,168,000
Cash dividends (6,301,000) (6,301,000)

BALANCE, February 28, 1986 67,722,000 31,921,000 99,643,000

Net income 5,686,000 5,686,000
Cash dividends (5,202,000) (5,202,000)

BALANCE, February 28, 1987 $67,722,000 $32,405,000 $100,127,000

See llCCQmpanying notes.
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PAY 'N PAK STORES, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

Years ended February 28, 1987, 1986 and 1985

$ 5,686,000 $ 8,168,000 $10,105,000

$(15,291,000) _$18,230,000

OPERATING ACTIVITIES:

Net income .
Charges (credits) to earnings not

affecting cash:
Depreciation and amortization .
Deferred income taxes .
(Gain) loss on sale of assets .
Decrease (increase) in working capital

(excluding cash and borrowings) .

Cash provided by operations .
Additions to property, plant

and equipment .
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Increase (decrease) in cash before

financing activities .
FINANCING ACTMTIES:

Increase (decrease) in short·term

Increase (decrease) in long-term debt
(including current portion) .

Proceeds from sale of assets and sale
and leaseback of properties .

Cash dividends paid .
Cash provided (used) by fmancing activities .
lLlrlc:;.r-e~ lil1L C~~ .

CASH, BEGINNING OF YEAR .

CASH, END OF YEAR .

DETAIL OF CHANGES IN WORKING CAPITAL
(excluding cash and borrowings):
Receivables .
~erchandise inventories .
Prepaid expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Accounts payable .
Income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Accrued liabilities .

INCREASE (DECREASE) IN WORKING CAPITAL

(excluding cash and borrowings) .

•

See accompanying notes.
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1987

10,288,000
729,000

12,000

15,291,000

32,006,000

(27,155,000)
(767,000)

4,084,000

(4,023,000)

(2,827,000)

10,036,000
(5,202,000)

(2,016,000)

2,068,000
3,723,000

$ 5,791,000

$(1,924,000)
(634,000)
200,000

(12,706,000)
(254,000)

27,000

1986

8,354,000
3,057,000

(962,000)

(18,230,000)

387,000

(46,178,000)
(1,041,000)

(46,832,000)

9,561,000

23,313,000

21,207,000
(6,301,000)

47,780,000

948,000
2,775,000

$ 3,723,000

$ 2,361,000
10,874,000

(872,000)
6,669,000

116,000
(918,000)

1985

6,913,000
1,456,000

243,000

(1,746,000)

16,971,000

(28,836,000)
(110,000)

(11,975,000)

6,039,000

13,193,000

984,000
(6,002,000)

14,214,000

2,239,000
536,000

$ 2,775,000

$ (125,000)
2,340,000
1,059,000

(1,480,000)
209,000

(257,000)

$ 1,746,000



PAY 'N PAK STORES, INC.
NarES TO CONSOLIDATED FINANCIAL STATEMENTS

February 28, 1987, 1986 and 1985

1. Description of the Company and significant accounting policies

The Company is engaged in retail selling of home improvement products, including electrical pro­
ducts, plumbing supplies, building materials, cabinets and built-in appliances.

(a) PresentationThe financial statements include the accounts of the parent company and its sub­
sidiaries. All intercompany transactions and balances have been eliminated.

(b) Inventories-Merchandise inventories are stated at the lower of cost (first-in, first-out), or market.
(c) Property, plant and equipment-Depreciation of property, plant and equipment is provided prin­

cipally on the straight-line method. Estimated useful lives are as follows: buildings-40 years;
leasehold rights and improvements-the lesser of 10 to 20 years or life of the lease (principally 15 to
25 years) and equipment-3 to 10 years.

When assets are sold and leased back the gain/loss is deferred and credited/charged to income over
the period of the lease.

(d) Income taxes-Deferred income taxes are provided in the accompanying consolidated fmancial
statements for differences in the timing of reporting income and expenses for financial statement
and income tax purposes (See Note 4).

Investment tax credits are deducted from the federal income tax provision using the flow-through
method.

(e) Pre-opening costs-Pre-opening costs are charged to expense as incurred.
(f) Interest capitalizationThe Company capitalizes interest incurred related to the construction

of property, plant and equipment. Interest costs of $416,000, $1,142,000 and $864,000 were
capitalized in fiscal years 1987, 1986 and 1985, respectively. 'Ibtal interest costs for the three years
were $8,566,000, $7,230,000 and $4,611,000, respectively.

(g) Per share data-Per common share amounts were determined on the weighted average number
of shares outstanding of 10,002,832 during the entire period.
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PAY 'N PAK STORES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

February 28, 1987, 1986 and 1985

2. Bank credit arrangements and long-term debt

At February 28, 1987, the Company has available unused lines-of-credit for working capital and letter
of credit purchases of $17,170,000 under agreements with banks, which expire from May through July,
1987. Interest on borrowings under these agreements is charged at prime rate or less. The weighted
average interest rate for notes payable at February 28, 1987, is 6.9%. The Company is charged a com­
mitment fee of 1/4 of one percent per annum on the unused balance of certain lines-of-credit.

In addition, the Company has a credit agreement with a bank which allows borrowings of up to
$15,000,000 at interest rates based on the bank's cost of funds. The Company is charged a commitment
fee of'h of one percent per annum on the unused balance. The agreement terminates in December, 1987,
at which time the Company has the option to extend the short term commitment or to convert any outstan­
ding borrowing into a term loan. There were no borrowings under this agreement at February 28,1987.

Long-term debt outstanding at February 28, 1987, and 1986 is shown on the following summary:

11-1/4% notes payable due 1995, interest due annually,
fIrst principal payment in 1990 .

10-1/8% note payable to insurance company, due $1,075,000
annually to 1994, plus interest .

11-7/8% mortgage payable, due interest only
until 1991, then $3,860,000 annually until 1996 .

8-1/4% to 11.0% (average 9.2%) mortgage notes payable, due
$132,000 including interest in 1988 and reduced
amounts to 2002; notes with a balance of $1,699,000 are
subject to call by holders in 1992 . . . . . . . . . . . . . . . . . . . . . . .

Capitalized lease obligations ($29,663,000), less imputed
interest ($16,579,000) payable approximately $2,015,000
per year including imputed interest, weighted average
12.2%, fmal payment in January 2012 .

Other .

Less amounts due within one year ................•......

1987

$24,000,000

7,525,000

14,500,000

3,392,000

13,084,000
289,000

62,790,000
1,842,000

$60,948,000

1986

$24,000,000

9,675,000

14,500,000

3,512,000

13,967,000
417,000

66,071,000
1,801,000

$64,270,000

•

Payments on the principal oflong-term debt and capitalized lease obligations for the four years ending
February 29, 1992 are required as follows: 1989-$1,872,000; 1990-$4,325,000; 1991-$7,019,000 and
1992-$8,042,000.

The loan agreement covering the note payable and one line of credit agreement, contain among other
matters, restrictions on working capital, the payment of cash dividends and redemption or reacquisition
of the Company's stock. At February 28, 1987, retained earnings of approximately $1,666,000 was not
restricted. .

Operating plant and equipment having a net book value of $22,332,000 at February 28, 1987, are
pledged as collateral for the mortgage notes and contracts payable.
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PAY 'N PAK STORES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

February 28, 1987, 1986 and 1985

3. Employee benefit plan

After three years of employment, all employees participate in the Company's Employee Stock Owner­
ship plan. The Company contributes 10% of an employee's eligible compensation, with a maximum con­
tribution of $3,000 per employee per year. 'Ibtal contribution was $1,818,000, $1,634,000, and $1,565,000
for fiscal years 1987, 1986 and 1985, respectively.

4. Income taxes

The provision for income taxes is comprised of the following:

Year ended February 28

Current federal income tax:
Pr ..

OVISlon ..... . . . . . . . . . . . . . . . . . . . . . .

Investment tax credit .

Retroactive effect of tax act .
State income taxes .
Deferred income taxes . . . . . . . . . . . . . . . . . .

1987

$3,265,000
(649,000)

2,616,000
702,000
525,000

1,704,000

$5,547,000

1986

$3,225,000
(737,000)

2,488,000

750,000
3,057,000

$6,295,000

1985

$6,639,000
(580,000)

6,059,000

800,000
1,456,000

$8,315,000

The effective tax rate differs from that statutory federal income tax rate due primarily to the effects
of the investment tax credit, state income taxes and certain income being taxed at lower capital gain
rates. Certain provisions of the Tax Reform Act of 1986 are retroactive from the date of enactment, thus
a provision, primarily related to investment tax credit, was recorded in the current year.

Deferred taxes result from the federal and state income tax effects of the following timing differences:

1987 1986 1985

Depreciation deducted for
tax in excess of book expense . . . . . . . . . . . $1,867,000 $2,861,000 $1,344,000

Capitalized lease items ................. (36,000) (14,000) (133,000)
Installment sale,

capitalized interest and other ........... (127,000) 210,000 245,000

$1,704,000 $3,057,000 $1,456,000
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PAY 'N PAK STORES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

February 28, 1987, 1986 and 1985

5. Leases and contingencies

The Company leases substantially all retail store facilities and its two warehouses. Certain of
these leases have been capitalized (See Note 2). Leasehold rights and improvements included
$15,821,000 ($16,706,000 in 1986) for capitalized leases for retail stores and computer equipment
and acclllDulated depreciation and amortization included $6,673,000 ($6,597,000 in 1986) applicable
thereto.

Most lease arrangements provide for minimum rental payments on the basis of lapse of time,
with many leases providing the additional percentage rentals based on individual stores' annual
sales in excess of a specified amount. The Company has options to renew most leases for three to
five year periods at agreed amounts. In some cases, rent is subject to renegotiation in the event the
Company exercises its option to renew. There are no existing options to purchase leased property.

Rental expense for operating leases, except those with terms of a year or less, was $9,854,000,
$7,656,000, and $6,546,000 for fiscal years 1987, 1986 and 1985, respectively. Included in expense
for each of the three years are percentage rentals of $733,000, $721,000 and $676,000, respectively.

Minimum annual rental commitments, exclusive of insurance and property taxes, under non-
cancellable operating leases are payable as follows: .

Year ending
February 28 or 29,

1988

1989

1990

1991

1992

Later years

$ 8,243,000

7,829,000

7,813,000

7,797,000

7,655,000

80,878,000

$120,215,000

In September, 1984 an antitrust suit was brought against the Company by a competitor with
stores located primarily in Western Washington. The complaint alleges that the Company has
engaged in predatory price reductions, interfered with suppliers, as well as other matters. The com­
plaint seeks injunctive relief and damages; it is scheduled for trial beginning in June, 1987. Plain­
tiff has claimed damages of approximately $2,500,000 in the aggregate before trebling. Various
other claims, suits and complaints arising in the ordinary course of business are pending against
the Company. In all of these cases the Company is defending them vigorously. In the opinion of
management, all such matters are either adequately covered by insurance, are without substantial
merit or involve such amounts as would not have a significant effect on the financial position or
results of operations of the Company. However, the antitrust suit will be tried before a jury and the
outcome is therefore unpredicatable.
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PAY 'N PAK STORES, INC.
SUPPLEMENTARY DATA

February 28, 1987, 1986 and 1985

Quarterly financial data (unaudited)

________Q..::u:=a"-'rte::::::...r..:::e~n=de:::.:d=- _

May 31 Aug. 31 Nov. 30 Feb. 28
(In thousands, except per share amounts)

1987
~~~1Ol1JL~~ . . . . . . . . . . . . . . . . . . . . $105,115 $108,687 $101,429 $ 83,191
Gross profit on sales ........... $ 35,423 $ 34,524 $ 34,912 $ 30,290
Net income .................. $ 2,311 $ 1,063 $ 1,183 $ 1,129
Net income per share . . . . , . . . . . $ .23 $ .11 $ .12 $ .11
1986
Revenues ............... ..... $ 82,733 $ 90,503 $ 86,002 $ 74,544
Gross profit on sales ........... $ 27,919 $ 31,271 $ 28,347 $ 25,325
Net income .................. $ 2,096 $ 3,011 $ 1,760 $ 1,301
Net income per share . . . . . . . . . . $ .21 $ .30 $ .18 $ .13

•
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PART ill
Item 100Directors and Executive Officers of the CompanY.:

Incorporated by reference from the definitive proxy statement to be filed with the Securities and Exhange Commis­
sion, except information regarding executive officers which appears under Part I, on page 8.

Item ll-Executive Compensation
Incorporated by reference from the definitive proxy statement to be filed with the Securities and Exchange Commission.

Item 12-Security Ownership of Certain Beneficial Owners and Management
Incorporated by reference from the definitive proxy statement to be filed with the Securities and Exchange Commission.

Item la-Certain Relationships and Related Transactions
Incorporated by reference from the definitive proxy statement to be filed with the Securities and Exchange Commission.

PART IV
Item 14-Exhibits, Financial Statement Schedules and Reports on Form 8-K

(a) Financial Statements.
The financial statements and schedules listed in the accompanying index to consolidated financial statements and
fInancial statement schedules are filed as part of the Annual Report on Form lOoK.

(b)Exhibits. See page 28 for index to exhibits.

(c) Reports on Form 8-K. No reports on Form 8-K were fIled during the last quarter of the period covered by this report.
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PAY 'N PAK STORES, INC.
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS AND

FINANCIAL STATEMENT SCHEDULES

(Item 14(a»

Page

Consolidated statements of income for each of the three years in the period ended
February 28, 1987 13

Consolidated balance sheets at February 28, 1987 and 1986 14-15

Consolidated statements of stockholders' equity for each of the three years in the
period ended February 28, 1987 16

Consolidated statements of changes in financial position for each of the three years
in the period ending February 28, 1987 17

Notes to consolidated financial statements 18-21

Supplementary data (unaudited) 22

Schedules for each of the three years in the period ended February 28, 1987:

V - Property, plant and equipment 25

VI - Accumulated depreciation of property, plant and equipment 26

vrn - Valuation and qualifying accounts 26

IX - Short-term borrowings 27

X - Supplementary income statement information 27

All other schedules are omitted since the required information is not present or is not present in amounts
sufficient to require submission of the schedule, or because the information required is included in the
consolidated financial statements and notes thereto.

24



PAY 'N PAK STORES, INC.
SCHEDULE V - PROPERTY; PLANT AND EQUIPMENT

Years ended February 28, 1987, 1986 and 1985

Balance at Additions, Balance at
beginning transfers Retirements end of

of year at cost or sales year

1987
Land • • • • • • • • • • • • • • • • • • • • • • • $ 16,750,000 $ 3,235,000 $ 3,366,000 $ 16,619,000
Buildings .................... 26,280,000 9,353,000 6,073,000 29,560,000
Leasehold lights and

improvements ............... 41,924,000 4,202,000 1,731,000 44,395,000
Store equipment .............. 46,314,000 10,431,000 2,229,000 54,516,000
Transportation equipment • • • • • • 3,788,000 3,788,000
Construction in progress. . . . . . . . 5,092,000 (66,000) 5,026,000

$140,148,000 $ 27,155,000 $ 13,399,000 $153,904,000

1986
Land • • • • • • • • • • • • • • • • • • • • • • • $ 8,939,000 $13,955,000 $ 6,144,000 $16,750,000
Buildings .................... 18,428,000 20,292,000 12,440,000 26,280,000
Leasehold rights and

improvements ............... 36,590,000 7,797,000 2,463,000 41,924,000
Store equipment .............. 36,492,000 11,664,000 1,842,000 46,314,000
Transportation equipment ...... 3,612,000 448,000 272,000 3,788,000
Construction in progress ........ 13,070,000 (7,978,000) 5,092,000

117,131,000 46,178,000 23,161,000 140,148,000

Properties held for development .. 355,000 355,000
$117,486,000 $ 46,178,000 $ 23,516,000 $140,148,000

1985
Land • • • • • • • • • • • • • • • • • • • • • • • $ 2,567,000 $ 6,707,000 $ 335,000 $ 8,939,000
Buildings .................... 9,119,000 9,875,000 566,000 18,428,000
Leasehold rights and

improvements . . . . . . . . . . . . . . . 32,857,000 4,844,000 1,111,000 36,590,000
Store equipment .............. 30,334,000 7,530,000 1,372,000 36,492,000
Transportation equipment • • • • • • 3,373,000 244,000 5,000 3,612,000
Construction in progress ........ 11,465,000 1,605,000 13,070,000

89,715,000 30,805,000 3,389,000 117,131,000

Properties held for development .. 2,324,000 (1,969,000) 355,000
$ 92,039,000 $ 28,836,000 $ 3,389,000 $117,486,000
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PAY 'N PAK STORES, INC.
SCHEDULE VI • ACC D DEPRECIATION OF

PROPERTY, PLANT AND EQUIPMENT

Years ended February 28, 1987, 1986 and 1985

Balance at Additions Balance at
beginning charged Retirements end of

Description of year to income or sales year

1987
Buildings .................... $ 1,393,000 $ 718,000 $ 106,000 $ 2,005,000
Leashold rights and

improvements ............... 14,599,000 2,720,000 1,081,000 16,238,000
Store equipment . . . . . . . . . . . . . . 11,421,000 6,176,000 1,980,000 21,617,000
Transportation equipment • • • • • • 1,960,000 496,000 2,456,000

$35,373,000 _$ 10,110,000 $ 3,167,000 $ 42,316,000

1986
Buildings .................... $ 1,305,000 $ 546,000 $ 458,000 $ 1,393,000
Leashold rights and

improvements . . . . . . . . . . . . . . . 12,965,000 2,428,000 794,000 14,599,000
Store equipment .............. 14,262,000 4,811,000 1,652,000 17,421,000
Transportation equipment ...... 1,673,000 475,000 188,000 1,960,000

$30,205,000 $8,260,000 $3,092,000 $35,373,000

1985
Buildings .................... $ 970,000 $ 337,000 $ 2,000 $ 1,305,000
Leashold rights and

improvements ............... 11,755,000 2,092,000 882,000 12,965,000
Store equipment .............. 11,619,000 3,921,000 1,278,000 14,262,000
Transportation equipment ...... 1,151,000 523,000 1,000 1,673,000

$25,495,000 $6,873,000 $2,163,000 $30,205,000

PAY 'N PAK STORES, INC.
SCHEDULE VIn - VALUATION AND QUALIFYING ACCOUNTS

Years ended February 28, 1987, 1986 and 1985

Allowance for doubtful accounts
deducted from the asset to which
it applies:

Balance at
beginning

of year

Additions
charged

to income

Balance at
end of

Deductions· year

1987 .

1986 .

1985 .

*Accounts written off against the reserve.

$65,000

$65,000

$60,000

26

$249,000

$224,000

$242,000

$249,000

$224,000

$237,000

$65,000

$65,000

$65,000



PAY 'N PAK STORES, INC.
SCHEDULE IX . SHOR'I!I'ERM BORROWINGS

Years ended February 28, 1987, 1986 and 1985

Balance at
end of
year

Weighted
average
interest
rate at
end of

~year

Maximum
amount Average

outstanding amount
at any month· outstanding

end during during the
the y.::::ear=-__year

Weighted
average
interest

rate during
the year

Notes payable to banks:
1987 $22,255,000 6.9% $22,270,000 $11,914,000 6.8%
1986 $20,475,000 8.7% $26,591,000 $12,491,000 8.8%
1985 $11,602,000 9.2% $14,600,000 $8,594,000 11.5%

Revolving line of credit:
1987 $ -% $ $ -%
1986 $ -% $15,000,000 $5,910,000 10.23%
1985 $ -% $ 8,000,000 $1,372,000 14.9%

Notes payable to banks represent obligations payable under several credit agreements to various banks.
The average amount outstanding for each period was computed by averaging the daily balances dur­

ing the year. The weighted average interest rate for each period was computed by dividing interest in­
curred by the average amount outstanding.

PAY 'N PAK STORES, INC.
SCHEDULE X . SUPPLEMENTARY INCOME STATEMENT INFORMATION

Years ended February 28, 1987, 1986 and 1985

19851987

__---"C:..=h=a:::;rged to costs and exp:..::e:=;n""se;::;s=--__

1986

Advertising costs . $14,269,000 $12,767,000 $10,468,000

SIGNATURE
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Company has duly

caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Douglas G. Southern
Vice President-Finance and
Secretary.:rreasurer

By

Dated: April 23, 1987
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Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the follow­
ing persons on behalf of the Company in the capacities and on the dates indicated.

Dated: April 23, 1987

PAY 'N PAK STORES, INC. (Registrant)

By f) ~
David J. Heerensperger
Director and Chairman
of the Board
(Principal Executive Officer)

•

•

•

Marshall J. Weigel
Director and Vice Chairman

Douglas G. Southern
Vice President-Finance and
Secretary!J'reasurer
(Principal Financial and
Accounting Officer)

~erry L. Marlow
Director and President.,..-,

By

By

By

Dated: April 23, 1987

Dated: April 23, 1987

Dated: April 23, 1987

Majority of Board of Directors

EXHIBIT INDEX
(3) Bylaws as Amended. Restated Articles of Incorporation as amended are incorporated by reference from the Regis­

tant's Form 10-K filed for the fiscal year ended February 29, 1984.
(4) Note Agreement with The Prudential Insurance Company of America dated August 15, 1979, as amended, is

incorporated by reference from the Registrant's Form 1D-K flIed for the fiscal year ended February 28, 1986.
(5) Credit Agreement with PruFunding, Inc., dated November 1, 1983, as amended, Note Agreement with Na­

tional Life Insurance Company, the Franklin Life Insurance Company, Southland Life Insurance Company
and Columbia Mutual life Insurance Company dated as of October 15, 1985, and Credit Agreement with
Bankers Trust Company dated as of December 23, 1985, are incorporated by reference from the Registrant's
Form 10-K filed for the fiscal year ended February 28, 1986.

(22) Subsidiaries of the Registrant are incorporated by reference from the Registrant's Form 10-K filed for the
fiscal year ended February 28, 198!.

Copies of the above exhibits may be obtained from the Securities and Exchange Commission or the Registrant by writ­
ten request.
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Corporate Information
Pay 'N Pak Stores, Inc. has combined
the Company's annual report with its
Form IO-K report that is filed annually
with the Securities and Exchange
Commission. The Form IO-K provides
more detailed information about the
Company than does the annual report.

The Form 10-K has not been approved
or disapproved by the Securities and
Exchange Commission nor has the
Commission passed upon the accuracy
or adequacy of the data included
therein.

The common stock of Pay 'N Pak
Stores, Inc. is listed and traded on the
New York Stock Exchange. As of
March 31,1987, there were approxi­
mately 3,046 holders of record of the
Company's common stock.

Banks
Old National Bank of Washington
Spokane, Washington

First Security Bank of Idaho
Boise, Idaho

Bankers Trust Company
New York, New York

Transler Agent and Registrar
Security Pacific National Bank
Los Angeles, California

legal Counsel
Davis Wright & Jones
Seattle, Washington

Auditors
Arthur Young & Company
Seattle, Washington

Notice 01 Annual Meeting 01 Stockholders
The annual meeting of stockholders of
Pay 'N Pak Stores, Inc. will be held on
June 16, 1987,at 9:30 a.m. at the
Marriott Hotel, 3201 S. 176th Street,
Seattle, Washington.

Financial Statements
Responsibility lor Financial Statements
The accompanying balance sheets of
Pay 'N Pak Stores, Inc. at February
28, 1987 and 1986, and the related
statements of income, stockholders'
equity and changes in financial position
for each of the three years in the period
ended February 28, 1987, were prepared
by management in conformance with
generally accepted accounting princi­
ples appropriate in the circumstances.

The management of Pay 'N Pak Stores,
Inc. is responsible for the integrity and
objectivity of the financial statements,
which are presented on the accrual
basis of accounting and, accordingly,
include some amounts based upon
judgment. Other financial information
in the annual report is consistent with
that in the financial statements. The
accounting plan and related system of
internal controls are designed to assure
that the books and records reflect the
transactions of the Company in accor­
dance with established policies and
procedures as implemented by qualified
personnel.

The board of directors monitors the
financial and accounting operations of
the Company, including the review and
discussion of periodic financial state­
ments and the basis of engagement and
report of independent public accountants.

Arthur Young & Company, indepen­
dent public accountants, have exam­
ined the above mentioned financial
statements of Pay 'N Pak Stores, Inc.
and their report is included herein. The
auditors met with members of the
audit committee of the board of direc­
tors to discuss the results of their
examination, and were afforded an
opportunity to present their opinions
in the absence of management personnel
with respect to the adequacy of internal
controls and the quality of financial
reporting of the Company.

Douglas G. Southern
Vice President, Finance, Chief Financial Officer
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