_w_wﬂ.q.ﬂl r
- i

SN, o i AR NG T
ANNUAL REPORTS
PAY’'n PAK Stores, IncC 1983

Foster Business Library
University of Washington

mult o) A A 1 i - o

oy [ A u -::‘_-""' 2y 2 A b "ﬂ-* f P I L !
L5 T

o e

£
B |
=

——— e ———————————




REPORT TO SHAREHOLDERS

Fiscal 1983 was not the type of
year that management and
shareholders of Pay 'N Pak have
become accustomed to. While
revenues for the year were
$187,337,902, a slight increase of
4% from $180,973,899 last year,
net income was $6,368,044
compared to $7,198,966 in fiscal
1982. Per share, this was $1.30 on
the shares then outstanding as
compared to $1.48 per share the
previous year, a decrease of 12%.

There are two main reasons
why earnings were down. First
was management’s decision to
close out its auto and sporting
goods departments. These
accounted for approximately 9%
of the total sales volume of the
chain. Anytime you give up that
kind of volume and closeout the
merchandise at discounted prices,
you are going to be hurt profit-
wise. Auto and sporting goods
were only carried in 11 of the
company’s largest stores, and
these are being converted into a
super-store format. In addition to
Pay 'N Pak’s regular product
mix, they will carry garden
supplies, lumber, mouldings,
insulation, an expanded door
center, roofing, formica and much
more.

The second reason was manage-
ment’s decision to acquire the
store equipment and inventories
of the six store Bonanza Building
Centers in the fourth quarter of
this year. The six stores are
located in the very desirable San

Jose, California area just south of
San Francisco. All the stores are
in good, high-traffic locations. At
the time of acquisition, the
Bonanza chain was doing about
$15 million in sales volume on an
annualized basis and was losing
money. Your management
believes that by converting these
stores to the new super-store
format mentioned above, it can
substantially increase sales and
turn the operation into a very
profitable addition to your
company s business. Management
plans to put in a distribution
center in the general area, and
add stores in Northern California
as rapidly as possible. The
conversion of Bonanza into the
Pay 'N Pak format is costly. We
have gotten rid of unwanted
merchandise at substantially
discounted prices and we have
lost volume while remodeling and
re-stocking the stores.

Thus, you can see that our
disappointing earnings are due
basically to two management
decisions that should benefit the
company long-term. We are
happy to report that the stores
that have been converted into the
new format (without auto and
sporting goods) are showing year
to year sales gains averaging
28%, along with substantially
higher profit margins. This
program covering the 11 stores
will be completed in April, 1983.
The Bonanza store conversion
should be complete in

November, 1983, and we are
looking forward to a nice earnings
increase commencing in the
second half of fiscal 1984.

Your management, because ot
the success of the super-store
format, is going to remerchandise
all stores by extending gondola
height and thus be able to offer
basically the same product mix
throughout the chain. This
project should be completed by
fiscal 1984 year-end.

Besides the Bonanza
acquisition, we opened new stores
in Sioux City, Iowa; Rancho
Cordova, California (the 5th store
in the Sacramento Market);
Scottsbluff, Nebraska; our 7th
store in the Portland, Oregon
Market: and one in Carson City,
Nevada; for a total expansion of
293,564 square feet, an increase of
15%.

It should be pointed out that
with Bonanza, your company now
has 14 stores in Northern
California. The San Francisco
Bay Area is the third largest
retail building and hardware
market in the United States,
exceeded only by Los Angeles
and Chicago.-

Continuing our policy of
increasing dividends as
warranted by business
conditions, your company
declared a 3 for 2 stock split and
increased the cash dividend. The
stock split and cash dividend of
$.14 per share were paid to
shareholders on April 28




Years ended February 28 or 29

SRV BIHIO B, -« an o D el e g = e & e s alieie, $187.337.902 .FEEme $180,973,899 ....... $151,765,190 .. ... ..
Income before incometaxes ................ 11,085,044 . SEu. 13,048,796 ....... 11,575,328 .. ... ..
NEEINCOMIB - : <o i s oo 85 55 55 e E S s 3 s 6,368,044 .EEEEEE 7,198,966 ....... 6,448 801 . . .. ...
Average number of common shares .......... 4,884,929 ...... 4,868,976 ....... 4,868,976 ....... 4,868,976
Net income per common share(3). .. ........ .. $1.30 |- $1.48 ....... $1.32 .......
Stock dividends and stock splits . . . .......... 10% lesnmsze 0 mewmEmEs . e
Cash dividend paid per common share(3) . ... .. $.76 - $691 ....... $.618 .. ... ..
FINANCIAL POSITION (End of year)
Total assets. . . . . ot e e g 3 N E RN $119,530,833 ....... $ 97,799,623 .. ... .. $ 90,273,374 ... ... . $ 81,901,914
Stockholders’ ecgnt ...................... $ 47,430,094 ....... $ 40,162,336 ... . ... $ 36,213,472 .. ..... $ 32,224,484
Return on stockholders’equity .. ............ 15.9%. EEEEE. 19.9%. .. .... 200%. ...... :
Shares of common stock outstanding (end of year) 5,101,887 .. 4,868,976 ....... 4,868,976 ... .. .. 4,868,976
Net book valuepershare ... ................ $9.30 ....... $8.26 ....... $7.44 . .. .
LB LRrTAeDE . . . v s i m i e s e s e $ 34,879,056 ....... $ 26,470,343 . ...... $ 27,978,640 ....... $ 28,680,119
Number of storesopen . . .. .............. ... 08 ....... OB Lo B4 ...
Number of storessoldorclosed . .. . ... ... . ... 1 .. D .. ossc O G e
Stores replaced withnew stores . ......... ... 0 .wesaws J ST
Number of states in which we operated ....... 16 . LB 5 s 15 .......
Square footageofstores .............. ... .. 2,167,610 .S . 1,890,773 ....... 1,811,632 ....... 1,688,494
Average square footage per store . ... ... .. .. 22,118 .U 21,486 . ...... 21,666 .......
Average annual inventory in BUOYOE: ;v 5 0.0 5 3.0 $ 35,484,794 . .. ... $ 36,246,814 .. . . ... $ 31,418,743 . ... ... $ 28,609,679
Average annual inventory total (includes warehouses) $ 54,174,588 .. .. . . . $ 53,429,386 ....... $ 43,723,648 ....... $ 39,143,118
Averagesalesperstore .................... $ 2,009,065 ....... $ 2,049,849 ... . ... $ 1,805,760 ....... $ 1,767,908
Number of customersserved . . . . .. ... .. ... .. 7,311,417 . 6,941,182 ....... 5,418,206 .....-. 5,928,176
Average customer purchase ................ $25.60 ....... $25.99 ....... $23.64 .......
Sales per squarefoot ........... ... ... ... ... $92.73 ....... $95.40 ....... BR8.T8 .......
Sales per full time employee (end of year) . . . . . . $ 158,520 ....... $ 181331 ...::.. $ 138,650 ....... X
(1) After giving effect to shares held by ESOT which had not been allocated to employee accounts.
(2) Net income 1n 1978 mclu_des a net reduction of $191,337 ($.05 per share) due to a change in the method of
accountm% for pre-opening costs to expensing them as incurred rather than amortizing them.
(3) Restated for stock dividends and stock splits in fiscal years 1983, 1980, 1979, 1978. 1977 and 1976.

After giving retroactive effect to the three-for-two stock split issued to shareholders on April 28, 1983.
Average number of common shares . . ... ... .. 7,327,392 . B 1808484 . .« v v e EOUNEB: .« ¢ v v s 7,303,464
Net income per common share . ............. $.87 . $99............ $88 ...........

Cash dividend paid per common share . . . . . . .. $.607 . BESEEEEE— B.46Y ;o vix o i L e . e
Shares of common stock outstanding .. ... ... 7652830 ........... 7.303464............ T.303.464 ........... 1,303,464 .......}...
Net book valuepershare . . .. ...... ... .. .. ... $6.20 . R ; BEBO0 s viniviisnna BEDE. .. 5 B
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TEN YEAR SUMMARY OF GROWTH HIGHLIGHTS

1982 1981 1980

1976

EQUITY (in millions) -
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42
| 31 39
36
33
30
27
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21
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| |
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1975 1974

$80,642,749 .. .. ... $73,279,952 ....... $61,470,839 . ...... $51,893,886

5,463,626 ...... . 4,604,566 ....... 4 070,713 ....... 3,437,538

2,871,128 ....... 2429974 .o 2,113,438 ....... 1,763,378

4248677 ....... 4,384,743 ....... 4411976 ....... 4,411,976

L e85 ....... $.48 .. ..... $.40

O - oo s 0% oo e

$.206 ....... $.159 ....... $.11 . ..... $.078

$45,833,216 . ...... $39,126,568 . . ... .. $33,1565,268 ....... $29,730,370

$13,566,3056 ....... $11,616,885 . ...... $12,081,360 ....... $10,451,328
24.7% . ...... 201% ........ 202% ....... 19.5%

4,248,577 ....... 4,248,577 ....... 4411976 ....... 4,411,976

$3.45(1)....... $3.02(1) ...... 8274 ....... $2.37

$19,124916 ....... S17.721.661 ....... 12018884 . ....:. $12,070,882

60 ...... | 00 ....... o0 ....... 44
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1,260,769 ....... 1,144,847 ... ... LU30.808 ........ 890,527

A B0 U 20.815 ....... 20616 ....... 20,239

$17.961.974 ....... $14,814,718 .. ... .. $13,603,679 ....... $13,714,778

$21,007,255 ....... $16,846,580 ... .. .. $14,825,123 ....... $14,723,192

$ 1.343.207 ...... . $ 1331308 ....... 8 1.227T5698 ......; $ 1,178,003

4419896 ..:.... 4304371 ..::nii 3,647,036 ....... 3,251,000

PI828 ... $17.85 ....... $16.86 ....... $15.96

$63.96 ....... $64.01 ....... $59.63 ....... $58.27

108,536 ....... $ 103,602 ....... $ 88,320 ....... $ 91,523

B BT 80D . . v s BBTT-114 .. ....... B.617.904 .. . ..... s 6,617,964

B, . crss b B8 . o e . B R s $.27

B & 8108 . .o 8073 ........... $.052
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$2.31(1)......... . $2.01(1).......... $1.83 ........... $1.58
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and resulted in an effective cash
dividend increase of 10%. This
ability to continue increasing the
dividend in spite of a down year in
earnings reflects the financial
strength of the company. We are
in a good business in times of
adversity and despite the
disappointing results of the most
recent year, our return on equity
remained an impressive

15.9%.

You should once again be
brought up to date on our
Employee Stock Ownership Plan.
All employees become members
of the Plan after 3 years of
service, and then receive up to
$3,000 worth of company stock
annually, completely paid for by
the company, and held in trust
until the employee retires. The
ESOT, as the plan is called, now
owns more than 11% of the
company s stock and is the single
largest shareholder. All dividends
are also re-invested in Pay 'N Pak
stock. In the past fiscal year, the
ESOT bought 85,000 shares of
company stock valued at
$1,187,125 on the open market,
and this will increase every year
as more employees join the plan.
When employees are stockholders,
they have far more interest in
doing a superior job and being
productive.

Management thanks the people
of Pay 'N Pak for their continuing
fine effort on behalf of the
company and thanks the
company’s shareholders for their
continuing support.

- 3=
y Co o g e .
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Monte A. Leen, Fxecutive Vice
President

Marshall J. Weigel, Independent
Corporate Finance Specialist, San
Francisco, CA

David J. Heerensperger, Chairman
of the Board and Chief Executive

Jerry L. Marlow, President
and Chief Operating Officer

Halvor Knudtzon, Jr. Secretary-
Treasurer

Woodrow C. Button, Former Vice
Chairman, Old National Bank,
Spokane, WA




1983 REVENUES
BY QUARTER

FIRST
QUARTER
$43,944,081
23%

1983 SALES
BY CATEGORY

AUTO/SPORTS

ELECTRIC,
HEATING,
LIGHTING &
APPLIANCES
31%

1983 EARNINGS
BY QUARTER

FIRST
QUARTER
$952,802
$.20 PER
SHARE




Innovative changes were made
during this fiscal year to stores
which formerly carried _
automotive and sporting goods.
We expanded our kitchen and
bath displays, enlarged the door
display area, added building
material products which include
dimensional lumber, mouldings,
plywood, sheathing, roof
materials, lawn and garden
products, and expanded our

hardware and tools section which
will make these Pay 'N Pak stores

A CHANGE FOR THE FUTURE

more complete home improvement
centers. More variety and depth
has been added to existing
product lines allowing Pay 'N
Pak to continue to specialize
heavily in electrical and plumbing
supplies.

Customer reaction after the
stores were remodeled and
remerchandised resulted in
average sales increases of 28%
over the previous year and we
decided we should remerchandise
all of our existing stores. Our
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standard 54 inches high store
fixtures were extended to 66
inches to 84 inches depending on
their location in the store. By
raising the height of these
fixtures we were able to gain 30%
in square feet of merchandising
area enabling us to increase our
selection of merchandise.

New exterior colors and
graphics have also been initiated.
The photographs on the front
cover and this page illustrate
some of the changes.




MARKET AND DIVIDEND INFORMATION

Pay ‘N Pak Stores, Inc. has combined the Company’s annual report with its Form 10-K report that is filed annually with the
Securities and Exchange Commission. The Form 10-K provides more detailed information about the Company than does the an-
nual 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 stock of Pay 'N Pak Stores, Inc. is traded and listed on the New York Stock Exchange (NYSE). At the time that the 10-K
was filed, the stock had not been listed on the NYSE but was traded actively in the over-the-counter (OTC) market. Prices are now
quoted on the NYSE and published daily in the financial pages of many daily newspapers. As of May 1, 1983, there were approx-
imately 2,268 holders of record of the Company’s common stock.

The range of bid high and low quotations of the Company’s stock during each quarter of the last two fiscal years is shown in

Item 5 of the 10-K. The quarterly cash dividends paid by the Company are also shown for each quarter of the last two fiscal years
in Item 5 of the 10-K.

Banks Legal Counsel

Peoples National Bank of Washington Davis, Wright, Todd, Riese & Jones
Seattle, Washington Seattle, Washington

Old National Bank of Washington
Spokane, Washington

Transfer Agent and Registrar  Auditors

Security Pacific National Bank Arthur Young & Company
Los Angeles, California Seattle, Washington

Notice of Annual Meeting of Stockholders

The annual meeting of stockholders of Pay 'N Pak Stores, Inc. will be held on June 21, 1983, at 11 o’clock
a.m., at the Marriott Hotel, 3201 South 176th St., Seattle, Washington.

FINANCIAL STATEMENTS

Responsibility for Financial Statements

The accompanying balance sheets of Pay 'N Pak Stores, Inc. at February 28, 1983 and 1982 and the related statements of in-
come, stockholders’ equity and changes in financial position for each of the three years in the period ended February 28, 1983,
were prepared by management in conformance with generally accepted accounting principles 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 in-
formation in the annual report is consistent with that in the financial statements. The accounting plan and related system of in-
ternal controls are designed to assure that the books and records reflect the transactions of the Company, in accordance 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 statements and the basis of engagement and report of independent public accountants.

Arthur Young & Company, independent public accountants, have examined 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
directors 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.

David J. Heerensperger

Chairman of the Board
Chief Executive Officer




As filed with the Securities and Exchange Commission

SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-K

Annual Report Pursuant to Section 13 or 15(d) of
the Securites Exchange Act of 1934

For the fiscal year ended February 28, 1983
Commission file number 0-4967

PAY 'N PAK STORES, INC.

Washington 91-0729852
(State of incorporation) (I.R.S. Employer I.D. No.)

1209 South Central, Kent, Washington 98032
Telephone: (206) 854-5450

SECURITIES REGISTERED PURSUANT TO SECTION 12(b) OF THE ACT:

Name of each exchange
Title of each class on which registered
None None

SECURITIES REGISTERED PURSUANT TO SECTION 12(g) OF THE ACT:

Common Stock
(Title of Class)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 durinﬁ the preceding 12 months (or for such shorter period that the registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes X No

Aggregate market value of common stock held by nonaffiliates at April 7, 1983-$101,160,050.
Common stock outstanding at April 7, 1983 - 5,101,887 shares.

DOCUMENTS INCORPORATED BY REFERENCE

Proxy statement to be filed in connection with Annual Meeting of Shareholders to be held on June 21, 1983, is in-
corporated into Part III.
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PART 1
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 sup-
plies. 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 Company had 22 stores in
three western states, Washington, California and Colorado. Following the merger, the Company
undertook a store expansion program and also added auto parts and supplies and sporting goods to
its lines of merchandise in 11 of its larger stores. During the past fiscal year ended February 28,
1983, the Company opened or acquired eleven new stores and currently operates 98 stores in 16
states, all west of the Mississippi River, although close to half of the stores are located in the Pacific
Northwest, with 31 stores in Washington and 13 stores in Oregon.




ITEM I - Business, continued

(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) (1) (i) Description of business. The Company caters to the do-it-yourself home improvement
market. Home improvement products include electrical and plumbing supplies, building materials,
and cabinets and built-in appliances. For several years the Company operated sporting goods and
automotive parts and accessories departments in eleven stores but during the past fiscal year these
departments were phased out to provide additional space for home improvement products. All but
three 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’’. 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 98% of sales of home improvement products
were made to do-it-yourself customers in fiscal 1983, with professional builders and others accoun-
ting for less than 2%.

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

1983 1982 1981 1980 1979

BIECEFICAN i, i onivon v b n vinin o m b adle ve s 31% 31% 32% 33% 31%
PO . .. o ol et b o x la 29 23 24 24 20
Building Materials ... ........... 41 37 34 33 33
Automotive and Sporting Goods . . . 3 9 10 10 11

ROBRL . L. s e ey . 100% 100% 100% 100% 100%

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 Com-
pany’s corporate staff and are essentially consistent throughout its stores. Merchandise is conven-
iently arranged and displayed in well-lighted stores, with emphasis placed on displays which il-
lustrate how the product will look in the customer’s own home. Many brand name products are car-
ried 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 merchan-
dise, some of which is the manufacturers’ 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, com-
modity products. Such pricing is facilitated by the Company’s ability to purchase certain products
in volume directly from manufacturers. Sales are predominantly on a cash and carry basis, which in-
cludes sales made through the use of bank credit cards by customers. To a very limited extent,
goods are also sold under installment sales contracts which are in turn sold to finance companies on
a nonrecourse basis. The Company estimates that during fiscal 1983, sales on which it directly ex-
tended 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 person-
nel 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 person-
nel 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 selec-
tion 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 product training director and staff, and uses
training film 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.

During the fiscal year ended February 28, 1983, the Company opened new stores in Sioux City,
Iowa; Rancho Cordova, California; Scottsbluff, Nebraska; Portland, Oregon (its 7th store in that
area); and Carson City, Nevada. The company also acquired six stores in the San Jose, California
area 1n January, 1983, for stock and cash. Two of these stores are located in San Jose and the other
four are in Santa Clara, Sunnyvale, Campbell and Newark, California.




ITEM 1 - Business, continued

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

Years Ended February 28 or 29,

1983 1982 1981 1980 1979
Stores in operation at
beginningofyear ........... 88 84 78 70 65
New stores opened or acquired . . El 4 6 9 {]
Stores replaced by new stores . . . (1) (1)
Storessoldorclosed . . .. .. ... .. (1) (1)
Stores in operation at
endofyear................. 08 88 84 78 70

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

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 at-
tempts to locate its stores in areas which are convenient to the do-it-yourself customer, principally
in small cities and in suburban areas of larger cities. In selecting locations for future stores, the
Company plans to concentrate on trading areas in the western and mid-western half of the United
States that have a minimum trading area population of 50,000 persons.

The Company has entered into leases or plans to open new stores later in fiscal 1984 in Seattle,
Washington; Chico, California; Grand Island, Nebraska; Salt Lake City, Utah; and Modesto,
California; as well as replacing its Eugene, Oregon store with a new store that will have twice as
many square feet as the previous store.

The Company also expects to open an additional two or more stores in fiscal 1984 if favorable
locations and lease terms can be found and negotiated.

(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 sup-
pliers, including manufacturers and importers, none of which accounts for more than 5% of the
Company’s purchases.

Approximately one-fifth 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
warehouse locations, an aggregate of 231,938 square feet in Kent, Washington, and an aggregate of
118,265 square feet in Denver, Colorado. The warehouse in Denver, Colorado, services the Com-
pany’s 32 stores located in Colorado, Kansas, Iowa, Nebraska, Montana, Oklahoma, South Dakota,
North Dakota, Utah, Idaho and Wyoming and the Kent, Washington location services the re-
mainder.

(iv) Patents, etc. The Company holds no material patents, trademarks, licenses, franchises or con-
cessions.

(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.




ITEM 1 - Business, continued

(Vi) Working capital items. The Company attempts to carry sufficient amounts of inventory in
stock to meet customer demand and to allow sufficient delivery time for new orders from the fac-
tories. 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 infla-
tionary 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 and other than selling a
limited amount of goods under installment sales contracts that are sold to finance companies on a
nonrecourse basis, the company does not provide extended payment terms to customers.

(vil) Dependence upon few customers. The business of the Company is not dependent upon a
single customer or a few customers, the loss of any one or more of whom would have an adverse ef-
fect 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 com-
petitive. Competition is based primarily on breadth of product line, service, advertising, price and
convenience of location. The Company competes with numerous retail organizations, including in-
tegrated department stores such as Sears and Montgomery Ward, 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 ex-
isting 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 vir-
tually impossible to determine a competitive position for the company.

(2) (1) Research and development activities. The Company has engaged in research and develop-
ment activites relating to the improvement of services to its customers, through the development of
product knowledge training films, a Retail Selling Skills program, the holding of training seminars,
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 two fiscal years is
estimated at approximately $332,769 in 1983, $322,136 in 1982 and $275,380 in 1981.

(11) Major customers. The Company does not have any customer to which sales are made in an
amount which equals Y2 of 1% or more of the Company’s revenue.

(iil) Environmental laws. The Company is not aware of any environmental protection laws, com-
pliance with which may have a material effect upon the capital expenditures, earnings and com-
petitive position of the Company and its subsidiaries.

(iv) Number of employees. The Company currently employs approximately 1,264 full-time per-
sons and 79 part-time persons.

(d) Foreign and domestic operations; export sales. The Company’s revenue, profitability and iden-
tifiable 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 opera-
tions or engage in any export sales.




ITEM 2 - Properties

Of the Company’s 98 stores, 31 are located in the State of Washington, 13 in Oregon, 14 In
California, 3 in Nevada, 4 in Idaho, 1 in Montana, 5 in Utah, 9 in Colorado, 4 in Kansas, 4 in
Oklahoma, 2 in Alaska, 2 in Wyoming, 2 in South Dakota, 1 in North Dakota, 2 in Nebraska and 1
in Iowa. All of the Company’s stores except ten are leased under leases expiring at various times
between June 30, 1983 and February 26, 2012. Many of these leases contain options to renew.
Operations of the Company are directed from its head office in Kent, Washington, a Seattle suburb,
where all administrative functions, including accounting, merchandising, purchasing and advertis-
ing, are performed. The head office is leased under a lease expiring in 1995. The Company also
leases central warehouse space in Kent, Washington, under leases that expire in 1985. In addition,
the Company also leases regional warehouse space in Denver, Colorado, under leases that expire in
1987 and from which the Company’s midwest merchandising is conducted. These leases contain op-
tions to renew.

In addition to the properties and buildings used in the Company’s daily business operations, the
Company owns approximately 18 acres in Spokane, Washington, and 20 acres in Kent,
Washington.

The Company presently owns its store properties in Fairbanks, Alaska; Pocatello, Idaho; and
Casper, Wyoming. The Company obtained long-term mortgage financing on these properties dur-
ing fiscal year 1977. The Company also presently owns its store properties in Fort Collins, Col-
orado; North Platte, Nebraska; Kent, Aberdeen and Bothell, Washington; and two stores in San
Jose, California. None of these properties are presently subject to any mortgages or other encum-
brances except the two San Jose stores. In 1982, the Company sold and leased back its Federal
Way, Washington store under a 20 year lease that contains options to renew.

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. Since 1969, the Company has
replaced 14 older, smaller stores with larger, new stores. The buildings contain all of the fixtures
and improvements which the Company believes are necessary in its business. Many of the Com-
pany’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 adja-
cent to all stores.




ITEM 3 - Legal Proceedings
None

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.

ITEM 10-Executive Officers of the Company

Name Age Positions and Offices

David J. Heerensperger 46 Chairman of the Board and Chief
Executive Officer; Director

Jerry L. Marlow 47 President and Chief Operating
Officer; Director

Halvor Knudtzon, Jr. 56 Secretary-Treasurer; Director

Monte A. Leen 40 Executive Vice President: Director

Victor W. Crosswhite 46 Vice President-Purchasing

Peter W. Gallina 47 Vice President-Real Estate and
Store Development

Calvin E. Karbowski 45 Vice President-Distribution

The term of office of each of the above officers is until the next annual meeting of the Board of
Directors of the Company 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. Knudtzon has served as Secretary-Treasurer since August 1970. Mr. Marlow and Mr. Gallina
have served in their respective offices since December 1977. Mr Crosswhite and Mr. Karbowski
have served in their respective offices since February 1980, and Mr. Leen since March 1981. There
are no arrangements or understandings between any of the above officers and any other person pur-
suant to which he was selected as an officer.

There are no family relationships among the officers except that Mr. Crosswhite’s wife and Mr.
Heerensperger are first cousins.

During the past five years, the business experience of the executive officers is as follows:

All of the above officers 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.
Halvor Knudtzon Jr., has served the Company as Secretary-Treasurer, and prior to September
1982, was also Controller. Jerry L. Marlow has served the Company as President and Chief
Operating Officer. Victor W. Crosswhite, prior to his election as Vice President-Purchasing in
February 1980, served the Company as Vice President-Midwest Merchandising. Peter W. Gallina
has served the Company as Vice President-Real Estate and Store Development. Calvin E. Kar-
bowski, prior to his election as Vice President-Distribution in February 1980, served the Company
as manager of its Kent warehouse. Monte A. Leen, prior to his election as Executive Vice President
in March 1981, served the Company as Vice President-Merchandising from February 1980, and
prior thereto was a purchasing agent for electrical and lighting supplies and appliances.
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ITEM 5- Market for the Company’s Common Equity and Related Stockholder Matters

The stock of Pay 'N Pak Stores, Inc. is traded actively in the over-the-counter (OTC) market.
Prices are quoted on NASDAQ and published daily in the financial pages of many daily
newspapers. As of April 7, 1983, there were approximately 2,268 holders of record of the

Company’s common stock.

The range of bid high and low quotations of the Company’s stock during each quarter of the last
two fiscal years is shown below. The quarterly cash dividends paid by the Company are also shown
for each quarter of the last two fiscal years. Both have been adjusted to reflect a 50% stock divi-

dend to be paid on April 28, 1983.

NASDAQ Symbol PAYP

Quarterly High and Low Bid Prices

(Asked prices are approximately ¥ point more)

Years ended February 28
1st quarter

2nd quarter
3rd quarter
4th quarter

Quarterly Dividends

Years ended February 28

1st quarter
2nd quarter
3rd quarter

4th quarter

ITEM 6 - Selected Financial Data

1983

$10 1/2- 8 3/8
$ O 5/8- 7 3/4
$13 7/8- 9 1/8
$15 7/8-12 3/4

1983
$.127
$.127
$.127
$.127

Dollar amounts in thousands except per share data.

Operating results:
Netsales ...........
Income before
Income taxes ......
Netincome..........
Net income per common
share(1):

Before 1984
stock split . . ..

After 1984
stock split . . ..

Cash dividends paid

per common share(1):

Betore 1984
stock split . . ..

After 1984
stock split . . ..

At year-end:
Total assets . . .......
Long-termdebt . ... ..

1982

$10 1/8-8
$11 -9
$ 9 3/8-8
$ 9 3/8-81/8

1982
$.115
$.115
$.115
$.115

Years Ended February 28 or 29,

1983

$187,172

$ 11,085
$ 6,368

$1.30

$ .87

$ .76

$.507

$119,531
$ 34,879

1982

$180,387

$ 13,049
$ 17,199

$1.48

$ .99

$.691

$.461

$ 97,800
$ 26,470

1981

$151,684

$ 11,575
$ 6,449

$1.32

$ .88

$.618

$.412

$ 90,273

$ 27,979

1980

$137,897

$ 11,471
$ 6,313

$1.30

$ .86

$.545

$.363

$ 81,902
$ 28,680

1979

$117,342

$ 10,199
$ 5,403

$1.21

$ .81

$.455

$.299

$ 70,314
$ 23,848

(1) See Note 1(h) in the Notes to Financial Statements in Item 8.
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ITEM 7 - Management’s discussion and analysis of results of operations and financial condition

Results of operations

From fiscal 1981 to 1982 revenues increased from $151.8 million to $181.0 million, an increase of
19.2%. From fiscal 1982 to 1983 revenues increased from $181.0 million to $187.3 million, an in-
crease of 3.5%. The small increase in fiscal 1983 was primarily the result of the closeout of the
‘automotive and sporting goods departments during the year, followed by the remodeling and
remerchandising of these stores. Auto and sports represented 9% of the Company’s sales during
fiscal 1982. Sales volume in these stores was hampered during the period of remodeling and remer-
chandising which comprised a substantial portion of fiscal 1983. The increases in revenues are
generally attributable to new stores opened during the periods, increased volume in existing stores
and, to a lesser extent, price increases. For information regarding numbers of new stores opened in
each of the last five fiscal years, see ‘‘Business”’.

Increases, or decreases, in store revenues during the three-year period were attributable to the
following:

1981 1982
to 1982 to 1983
(In thousands)

Net sales of stores opened during fiscal year* . . . . . . $ 3,330 $ 5,935
Increase in net sales over the preceding year of
~ stores in their first full fiscal year of operation . . . 4,341 1711
Increase in net sales over the preceding year of

stores open for over two fiscal years .......... ‘ 21,032 8,982 **
Decrease in net sales due to closure of automotive

and sporting goods departments . ............. -- (9,842)

$28,703 $ 6,786

*Does not include net sales of replacement stores. Net sales of such replacement stores are treated
as if such stores were equivalent in age to the older stores they replaced.
**Increase in net sales excluding automotive and sporting goods departments.

From fiscal 1981 to 1982 cost of sales and selling and administrative expense generally increased
in proportion to the increase in revenues. From fiscal 1982 to ) 1983 cost of sales and selling and ad-
ministrative expense increased as a percentage of sales as a result of opening eleven new storesand
1ncurr1ng the higher cost of sales typically associated with new stores as well as the related preopen-
ing costs. Rent and depreciation have increased throughout the period, primarily as a result of new
store openings. From fiscal 1981 to 1982 short-term interest increased primarily as a result of in-
terest rate increases and increased short-term borrowings. From fiscal 1982 to 1983 short-term in-
terest decreased from $1,870,000 to $993,000 as a result of decreasing the average amount of notes

outstanding by $2,800,000 and a decrease in interest rates.




ITEM 7 - Management’s discussion and analysis of results of operations and financial condition,
continued |

The Company'’s effective income tax rates for the three fiscal years were as follows: 1981-44.3%,
1982-44.8%, 1983-42.6%. The fluctuations were primarily due to variations in the amount of invest-
ment tax credit available in the respective periods.

Net income increased 11.6% from 1981 to 1982. Of this increase, approximately 6% was due to
the one-time sale of an option to purchase an aircraft. Net income decreased 11.5% from 1982 to
1983. Of this decrease, approximately 5% was due to the option in 1982. The remainder of the
decrease was due to the closeout of the automotive and sporting goods departments in eleven
stores, together with the costs of remodeling such stores, and the expense associated with the pur-
chase of assets, remerchandising and staffing of six stores located in Northern California acquired
in January 1983.

Liquidity
The Company'’s principal sources of liquidity are internally generated cash flow, which increased
from $5.704,000 in fiscal 1981 to $7,303,000 in fiscal 1983, and $31 million of bank lines, revolving

credit agreement and letter of credit arrangements. At February 28, 1983 the Company has
available unused lines-of-credit for working capital and letter of credit purchases of $12,435,000.

Capital resources

Capital expenditures were $7.0 million in 1981, $6.8 million in 1982 and $14.8 million in 1983, ag-
gregating $28.6 million for the three year period. The major portion of the expenditures was for the
costs of facilities, furnishings and equipment for 21 new retail outlets opened during the three-year
period, of which 11 were opened in 1983. In addition, the Company remodeled the facility housing
its corporate offices and shopping mall during fiscal 1981.

As of February 28, 1983, the Company’s commitments for capital expenditures consisted
primarily of payments due under capitalized leases.

ITEM 8 - Financial statements and supplementary data

Page
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Notes t0 Iinandia) statements 250018 ¢ S8 8L 000 &b S incare o 3he 75 000 e s 0 B0k S5 17-20

ITEM 9-Disagreements on Accounting and Financial Disclosure
None.
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PAY 'N PAK STORES, INC.
REPORT OF CERTIFIED PUBLIC ACCOUNTANTS

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

We have examined the accompanying financial statements of Pay 'N Pak Stores, Inc. listed in the
index to financial statements and financial statement schedules in Item 13(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 financial statements listed in the index to financial statements and financial
statement schedules in Item 13(a) present fairly the financial position of Pay 'N Pak Stores, Inc. at
February 28, 1983 and 1982, and the results of operations and changes in financial position for each
of the three years in the period ended February 28, 1983, in conformity with generally accepted ac-
counting principles applied on a consistent basis during the period.

Seattle, Washington
March 30, 1983

11



PAY 'N PAK STORES, INC.

BALANCE SHEETS
February 28, 1983 and 1982

Current assets:

ASSETS

llllllllllllllllllllllllllllllllllll

Receivables, less allowance of $53,000 ($40,490 in 1982)
for doubtfulaccounts .. ............ ... ...
Merchandise inventories (Note1(b)) .................. ... ...

Prepaid expenses . . .

Total current assets .

llllllllllllllllllllllllllllllllllll

lllllllllllllllllllllllllllllllll

Property, plant and equipment, at cost
(Notes 1(c), 1(g), 2,3 and 6):

Land ............
Buildings.........

lllllllllllllllllllllllllllllllllll w

lllllllllllllllllllllllllllllllllll

Leasehold rights and improvements . ......................

Store equipment . . .

iiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiii

Transportationequipment . . .. ...........................

Construction in progress

llllllllllllllllllllllllllllllll

Less accumulated depreciation and amortization. ... ...... ...

Properties held for development and/or investment . . . . . ... .. .

Net property, plant and equipment . . . .. .................

Deferred income taxes (Note 1(e)) ................. .. .. .. . ...,

Other assets (Note 1(d))

llllllllllllllllllllllllllllllllllll

1983

$ 2,225,090

1,442,160
65,038,335
1,244,621

69,950,206

2,028,619
10,480,255
29,445,933
20,868,670

3,081,377

675,612

1982

180,264

1,405,490
03,951,569
872,257

67,580,466
20,661,765

57,009,580

2,149,996
8,071,130
29,386,382
15,297,326
2,840,506
876,915

04,622,255

16,661,133

46,918,701

37,961,122
2,219,334

2,312,825

49,231,526
74,699

274,402

$119,5630,833

40,180,456
372,699
236,788

$ 97,799,623
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PAY 'N PAK STORES, INC.

BALANCE SHEETS
February 28, 1983 and 1982

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities:
Payable to bank
Bankers acceptances (Note 3)
Notes payable (Note 3) . . .. ..
Accounts payable . .........
Income taxes (Notes 1(e) and 5)
Detferred income tax (Note 1(e))
Accrued liabilites:

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

iiiiiiiiiii

Long-term debt due within one
Total current liabilities . .
Long-term debt (Note 3) . .. .. ..

Deferred income (Note 1(c))

Commitments (Note 6)

Stockholders’ equity:

lllllllllllllllllllllllllllll
lllllllllllllllllllllllllllll
lllllllllllllllllllllllllllll
lllllllllllllllllllllllllll

lllllllllllllllllllllllllll

lllllllllllllllllllllllllll

-----------------------------
llllllllllllllllllllllllllll [ ]

year (Note3) ................ .

iiiiiiiiiiiiiiiiiiiiiiiiiiiii

lllllllllllllllllllllllllllll

Preferred stock, without par value, 1,000,000 shares

authorized, none issued

Common stock, $.10 par value, 10,000,000 shares authorized,
7,652,830 (4,868,976 in 1982) shares issued (Note 1(h)). ... ...

Capital in excess of par value .
Retained earnings (Note 3) . . .

Total stockholders’ equity

lllllllllllllllllllllllllllll

llllllllllllllllllllllllll £l

lllllllllllllllllllllllllllll

1983

4,000,000
2,000,000
19,634,976
114,547

3,265,092
1,694,958
047,968

1982

$ 1,259,776
6,000,000
4,000,000

12,726,262
814,571
140,000

2,624,716
1,414,285
087,952

5,008,018
2,182,950

4,626,953
1,608,175

37,040,491
34,879,056
181,192

765,283
29,760,322
20,904,489

47,430,094

31,075,737
26,470,343
91,107

486,897
21,438,708
18,236,731

40,162,336

$119,530,833

$97,799,623
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PAY 'N PAK STORES, INC.

STATEMENTS OF INCOME
Years ended February 28, 1983, 1982 and 1981

Revenues:

Netsales . ......... .. . i,
Interest . .. ...... ... . . . . e,

Rentalsandother ..........................

Costs and expenses:

Costofsales ............. ... ... ...........
Selling and administrative . . . ...........
Lo P, il L T T Ty
Depreciation . .. .5 cvsisivommaosisismmang b
Interest on long-termdebt . .. ................

Otherinterest ... ... ... ... ... . ...

Income beforeincometaxes . ...................

Provision for income taxes (Notes 1(e) and 5)

Net INCOME . . . . . . o s s,

Before 1984 stock split:
Per common share (Note 1(h)):
Net income

Cashdividendspaid ......................

After 1984 stock split:
Per common share (Note 1(h)):

Netincome ............. .. ui....
Cashdividendspaid .................

See accompanying notes.

llllll

llllllllllllllllllllllllllll

1983

$187,172,289
21,406
144,207

187,337,902

119,099,470
45,499,237
3,088,705
4,670,289
3,001,816
993,341

176,252,858

11,085,044
4,717,000

$ 6,368,044

$1.30

$ .76

$ .87

$.507

1982

$180,386,746
37,885
549,268

180,973,899

113,867,643
42,560,877
2,605,832
3,903,145
3,117,427
1,870,179

167,925,103

13,048,796
5,849,830

$ 7,198,966

$1.48
$.691

$.461

1|

1981

$151,683,806
75,314
6,070

151,765,190

96,108,502
35,012,098
1,977,104
3,394,021
3,080,207
617,930

140,189,862

11,675,328
5,126,527

$ 6,448,801

$1.32
$.618

$ .88
$.412
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PAY 'N PAK STORES, INC.

STATEMENTS OF STOCKHOLDERS’ EQUITY
Years ended February 28, 1983, 1982 and 1981

Balance, March 1, 1980

Net income
Cash dividends
Amortization of deferred

employee benefits
Balance, February 28, 1981

Net income

Cash dividends

10% stock dividend at
fair market value at
date of declaration
(Note 1(h))

Amortization of deferred
employee benefits

Balance, February 28, 1982

Net income

Cash dividends

Issuance of 232,911
shares of common
stock (Note 2)

Three-for-two stock split

at par value (2,550,943

shares) (Note 1(h))

Balance, February 28, 1983
(Note 3)

See accompanying notes.

Common
stock

$442,634

442,634

44,263

486,897

23,291

255,095

$765,283

Capital in
excess of
par value

$15,064,778

15,064,778

6,373,930

Retained
earnings

$17,381,090

6,448,801
(3,009,913)

Deferred
employee
benefits

$(664,018)

500,100

21,438,708

4,576,709

(255,095)

20,819,978

7,198,966
(3,364,020)

(6,418,193)

$25,760,322

18,236,731

6,368,044
(3,700,286)

(113,918)

113,918

Total

$32,224,484

6,448,801
(3,009,913)

500,100

36,213,472

7,198,966
(3,364,020)

113,918

$20,904,489

40,162,336

6,368,044
(3,700,286)

4,600,000

$ s

$47,430,094
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PAY 'N PAK STORES, INC.
STATEMENTS OF CHANGES IN FINANCIAL POSITION

Years ended February 28, 1983, 1982 and 1981

Operating activities:

Netincome ................... .. .

Charges (credits) to earnings not
affecting cash:

Depreciation and amortization ........
Deferred incometaxes ............. . .
Gainonsaleofassets .............. . .

Increase in working capital

(excluding cash and borrowings) ... .. ..
Cash provided from operations ......... ..

Additions to property, plant

andequipment .................... ..
BRI | ¢ i kT L S admmme s e e sy

Increase (decrease) in cash before

financing activities . . . ................

Financing activities:
Increase (decrease) in short-term

borrowings ........................

Increase (decrease) in long-term debt

(including current portion) . ...........
Issuance of commonstock ........... ..

Proceeds from sale of assets and sale

and leaseback of properties ...........
Cashdividendspaid ..................

Cash provided from (used by) financing

activities . . ............. . ... . ... ... .
Increase (decrease)incash . ..............
Cash, beginningofyear .................
Cash,endofyear.......................

Detail of changes in working capital
(excluding cash and borrowings):

Receivables .. ... ...... ... .. ... .. ...
Merchandise inventories .............
Prepaidexpenses ...................
Accountspayable . .. ................
Incometaxes.......................

Deferred incometax . ............. ...
Accrued liabilities . . .. ... ........... .

Increase in working capital

(excluding cash and borrowings) .......

See accompanying notes

llllll

.....

iiiiii

llllll

llllll

llllll

llllll

llllll

llllll

llllll

llllll

llllll

llllll

1983

$ 6,368,044

4,597,668
298,000

..... . (14,407)

(3,946,045)

7,303,260

..... . (14,809,740)
..... . (64,993)

1982

$ 7,198,966

3,923,239
105,000
(77,970)

(1,930,724)

1981

$ 6,448,801

3,409,984
140,000

(4,294,972)

(7,671,473)

9,218,511

(6,787,745)

2,430,766

0,703,813

(7,022,724)
(25,830)

(1,344,741)

(2,259,776)

9,083,488
4,600,000

1,292,873
(3,700,286)

9,016,299

2,259,776

(1,413,007)

165,265
(3,364,020)

2,750,000

340,365

207,610
(3,009,913)

1,444,826
180,264

(1,751,986)

288,062

678,780
101,484

(1,056,679)
1,158,163

$ 780,264

$ 101,484

$ 2,225,090

$ 36,670
11,086,766
372,364
(6,908,714)

..... . 100,024

140,000
(881,065)

$ 3,946,045

$ 649,228
4,341,188
(208,394)
(911,835)
(679,771)
(140,000)
(1,119,692)

$ (200,937)
6,195,177
149,803
(1,986,369)
500,413

(413,115)

$ 1,930,724

$ 4,294,972
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PAY 'N PAK STORES, INC.

NOTES TO FINANCIAL STATEMENTS
February 28, 1983, 1982 and 1981

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) Presentation-The financial statements for prior years included the accounts of the parent
company and its subsidiaries. During fiscal year 1983, assets and liabilities of the subsidiaries were
transferred to the parent company.

(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
principally 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) Investment in acquired stores-Costs of acquired stores in excess of amounts assigned to net
assets at dates of acquisition are amortized on the straight-line method over a twenty-five year

period. The unamortized balance of $147,810 at February 28, 1983 ($162,822 at February 28, 1982)
is included in other assets.

(e) Income taxes-Deferred federal and state income taxes are provided in the accompanying
financial statements for differences in the timing of reporting income and expenses for financial
statement and income tax purposes (See Note 5).

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

(f) Pre-opening costs-Pre-opening costs are charged to expense as incurred.

(g) Interest capitalization-The Company capitalizes interest incurred related to the construction
of property, plant and equipment. Interest costs of $135,354, $109,727 and $151,248 were capital-
ized in fiscal years 1983, 1982 and 1981, respectively. Total interest costs for the three years were
$4,130,511, $5,097,333 and $3,849,385, respectively.

(h) Per share data-Per common share amounts were determined on the number of shares outstand-
ing during each period after giving retroactive effect to a 10% stock dividend declared in 1983.

A three-for-two stock split was declared on March 4, 1983 which is issuable on April 28, 1983 to
stockholders of record as of April 6, 1983. The stock split increases the number of shares outstand-
ing from 5,101,887 to 7,652,830. The stock split has been given retroactive effect in the balance
sheet at February 28, 1983 and the statement of stockholders’ equity for the year then ended. Per
common share amounts have been presented in the statement of income and notes to financial
statements both before and after the stock split.

(i) Reclassifications - The format of the statement of changes in financial position was changed for
fiscal 1983. Prior years have been changed to be consistent with the current format. Certain other
amounts for 1982 have been reclassified to conform with the 1983 presentation.
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PAY 'N PAK STORES, INC.

NOTES TO FINANCIAL STATEMENTS
February 28, 1983, 1982 and 1981

2. Issuance of common stock

On February 4, 1983 the Company issued 232,911 shares of its common stock at $19.75 per share
and paid cash of $1,871,575 to acquire the store equipment and inventories of six stores in Northern
Calitornia as well as the land and buildings for two of the stores. The Company also assumed
mortgage notes related to the land and buildings with outstanding principal balances totaling

$1,686,674.

3. Bank credit arrangements and long-term debt

Notes payable at February 28, 1983 and 1982 consist of the following:

1983 1982

Note payable to bank $5,000,000 b -
Note payable to insurance company -- 4,000,000
$5,000,000 $4,000,000

Weighted average interest rate for note payable and bankers acceptances at February 28, 1983
are 9.1% and 9.2%, respectively.

At February 28, 1983, the Company has available unused lines-of-credit for working capital and
letter of credit purchases of $12,435,000 under agreements with banks, which expire from April 1,
1983 to June 30, 1984. The agreement which expires on April 1 has been orally extended by the
bank for another year. Interest on borrowings under these agreements is charged at prime rate or
less. The Company is charged a commitment fee of 3/8 to 1/2 of one percent per annum on the unus-
ed balance of certain lines-of-credit.

In November, 1981, the Company entered into a $10,000,000 revolving line-of-credit agreement
with an insurance company at an interest rate based on the insurance company’s ninety-day com-
mercial paper rate. The agreement expires on October 31, 1983 at which time the Company has the
option to convert any outstanding borrowings into a term loan. It is management’s intent to exer-
cise this option and convert borrowings under this agreement (which aggregated $7,000,000 at
February 28, 1983) to a term loan at that time.

Long-term debt outstanding at February 28, 1983 and 1982 is shown on the following summary:

1983 1982

9% % note payable to insurance company, due $1,075,000

annually to 1994, plusinterest ......................... $12,900,000 $13,975,000
Revolving line-of-credit to be refinanced, due $583,100

quarterly beginning February 1984 to 1987,

PIBEREREEEE . . L D I, 2L G ST T e 7,000,000 -
8-1/4% to 9-7/8% mortgage notes payable, due $390,360

annually including interest to 2002; notes with a balance of

$1,874,277 are subject to call by holdersin1992 .. ......... 3,560,951 1,897,554
1% to 15% (average 7.7%) contracts and notes payable, due

$26,595 including interest in 1984 and reduced amounts

annuallyto1989 . . ... ... ... ... . 116,617 150,099
Capitalized lease obligations ($32,787,224), less imputed

interest ($19,302,786) payable approximately $1,976,000

per year including imputed interest, weighted average

12.18%, final payment in February 2012 ................. 13,484,438 11,955,865
37,062,006 27,978,518
Less amounts due withinoneyear ....................... 2,182,950 1,508,175

$34,879,066 $26,470,343

Payments on the principal of long-term debt and capitalized lease obligations for the four years
ending February 29, 1988 are required as follows: 1985-$3,971,000; 1986-$3,969,000:
1987-$3,466,000 and 1988-$1,778,000.

The loan agreement covering the 9% % note payable to insurance company contains, among other
matters, restrictions on the payment of cash dividends and redemption or reacquisition of the Com-
pany’s sdtock. At February 28, 1983, retained earnings of approximately $3,797,000 was not
restricted.

Operating plant and equipment having a net book value of $5,777,530 at February 28, 1983 are
pledged as collateral for the mortgage notes and contracts payable.
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PAY 'N PAK STORES, INC.

NOTES TO FINANCIAL STATEMENTS
February 28, 1983, 1982 and 1981

4. Employee benefit plan

After three years of employment, all employees participate in the Company’s Employee Stock
Ownership Plan. The Company contributes 10% of an employee’s eligible gross salary, with a max-
imum contribution of $3,000 per employee. In 1981, the maximum contribution per employee was
$2,000. Total contribution was $1,179,667, $949,721 and $595,948 for fiscal years 1983, 1982 and
1981, respectively.

The Employee Stock Ownership Trust (ESOT) borrowed $1,656,732 from a bank in 1976 to ac-
quire 397,615 shares of the Comgan{l’s common stock. This loan was paid in full during fiscal year
1982. The obligation of the ESOT had been guaranteed by the Company; therefore, the unpaid
balance of the loan at February 28, 1981 was retlected in the balance sheet as a liability and an equal
amount, representing deferred employee benefits was recorded as a deduction from stockholders’
equity.

5. Income Taxes

The provision for income taxes is comprised of the following:

Year ended February 28,

1983 1982 1981
Current federal income tax:
Provision ... ......... .. ... : $4,812,861 $5,491,253 $5,026,314
Investment taxcredit ................ (538,861) (250,000) (354,299)
4,274,000 5,241,253 4,672,015
StateIncome taxes. . ... ..o disonmees 285,000 363,577 314,512
Deferred incometaxes ... ............... 158,000 245,000 140,000

$4,717,000 $5,849,830 $5,126,527

The effective tax rate differs from the statutory federal income tax rate due primarily to the etfect
of the investment tax credit, state income taxes and a capital gain in 1982.

Deferred taxes result from the federal and state income tax effects of the following timing dif-
ferences:

1983 1982 1981

Depreciation deducted for

tax in excess of book expense .......... $316,025 $217,177 $166,884
Leasehold rights amortization and

related interest expense for book in

excess of rental expense deducted for tax . (122,114) (141,534) (119,433)
Pre-opening and interest expense

deducted for tax in excess of book
expense and otheritems .............. (35,911) 169,357 92,549

'$158,000 $245,000 $140,000

19




PAY 'N PAK STORES, INC.

NOTES TO FINANCIAL STATEMENTS
February 28, 1983, 1982 and 1981

6. Leases

The Company leases substantially all retail store facilities and both of its warehouses. Certain of
these leases have been capitalized (See Note 3). Leasehold rights and improvements included
$15,817,332 ($13,908,091 at February 28, 1982) for capitalized leases for retail stores, one
warehouse and computer equipment and accumulated depreciation and amortization includes
$5,637,123 ($4,851,844 at February 28, 1982) applicable thereto.

Most lease arrangements provide for minimum rental payments on the basis of lapse of time, with
certain leases providing for 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 $3,255,739,
$2,784,809 and $2,107,671 for fiscal years 1983, 1982 and 1981, respectively. Included in expense
for each of the three years was percentage rental of $283,992, $252,361 and $150,447, 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

1984 $ 2,911,226
1985 2,905,401
1986 2,471,798
1987 2,438,124
1988 2,235,544
Later years 21,613,776
$34,575,869

{. Quarterly financial data (unaudited)

Quarter ended

May 31 Aug. 31 Nov. 30 Feb. 28
(000’s omitted, except per share amounts)
1983
Revenues.................... $43,944 $52,934 $51,755 $38,705
Gross profitonsales........... $16,040 $18,851 $18,089 $15,093
Netincome .................. $ 953 $ 1,914 $ 2,124 $ 1.877
Net income per share:
Before 1984 stock split . . . . . . . $.20 $.39 $.44 $.27
After 1984 stock split . . . . . .. . $.13 $.26 $.29 $.19
1982
Revenues.................... $41,520 $49,319 $51,699<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>