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YOUR COMPANY

As of February 28, 1974 Pay 'N Pak Stores, Inc. op-
erated 48 retail stores in 11 western and mid-western
states.

"he home center units serve the extensive do-it-your-
self market on a cash and carry basis. The stores feature
complete lines of name brand home improvement prod-
ucts including electrical, lighting, plumbing fixtures and
equipment, cabinets, built in appliances, building ma-
terials, hand tools and floor coverings. Nine stores also
carry complete lines of automotive parts, accessories and
sporting goods.

Management is continuing an aggressive and balancead
expansion of stores.

The corporate offices are located in the large Pay
'N Pak Mall at 1209 South Central Avenue in Kent, Wash-
ington near Seattle.
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TO OUR SHAREHOLDERS

We are pleased to report that once again your
company achieved record sales and earnings for the
fiscal year ended February 28, 1974. Revenues to-
taled $51,893,886 as compared with $42,396,952
in fiscal 1973, an increase of 22%. Net income
after taxes was $1,857,300 as compared with
$1,459,801 the previous year, an increase of 27%.
Per share income was $1.34 on the weighted aver-
age number of common shares outstanding in fiscal
1974 of 1,381,159 as compared to $1.07 per share
on 1,368,576 shares outstanding in fiscal 1973.

Dividends totaling 25 cents per share were paid
to shareholders during fiscal 1974. This was an in-
crease over the 15.5 cents per share paid in the pre-
vious year. It is your company’s policy to increase
dividends for the benefit of shareholders as earn-
ings and other conditions warrant.

Fiscal 1974 was a trying year for retailing. The
industry was forced to cope with price controls, the
energy crisis, many supply shortages and high In-
terest rates. As a matter of fact the cost of bor-
rowing for Pay 'N Pak was equal to 8 cents per
share more during fiscal 1974 than in fiscal 1973.

During the year your company continued its vig-
orous expansion by opening new stores in Bellevue,
Washington; Vallejo, California; Tucson, Arizona;
Walla Walla, Washington and Tulsa, Oklahoma.
These 5 new facilities added 124,435 square feet
of store space.

In keeping with its policy of continual upgrading
of existing stores your company closed small stores
in Mt. Vernon, Everett and Bremerton, Washing-
ton, replacing each one with a new, larger unit,
increasing the company’s square footage in these
3 locations by 25,130 square feet.

In June 1973 the company sold its only store In
Canada, in Burnaby, B. C. The company found the

David J. Heerensperger
Chairman of the Board

do-it-yourself market in Canada quite different from
the United States market and the 42,624 square
foot Burnaby store had not been profitable. The
company recovered its total investment by the sale
of this subsidiary.

With the opening of the new stores, the up-
grading of existing stores, less the sale of the
Burnaby store, the company increased total store
space from 783,588 square feet to 890,529 square
feet, a net increase of 14%.

The level of trained sales people in retailing is
the big difference toward a competitive edge in the
market place. Pay 'N Pak not only has a full time
product training director but also a complete how-
to-do-it-yourself training film program.

This film program, produced internally using
color and sound movie film, covers over 30 sepa-
rate subjects with a viewing theatre unit in every
store. These Technicolor Super 8 units have a
one-on-one or group training capability and a test-
ing program to evaluate the effectiveness of the
program. The goal of this program is to have your
company’s personnel completely qualified to ex-
plain to customers how to install or use all of the
products the company sells.

Your company is in excellent financial condition.
In August management arranged a $5 million loan
from Prudential Insurance Company of America.
The loan bears interest at 8%% and is repayable
over a 15 year term. Proceeds were used to retire
expensive short term bank debt.

We are proud of the spirit, initiative and self
motivation of our staff and employees. Your offi-
cers and directors are also proud of the fact that
sales and earnings have increased, over the com-
parable period, for 16 consecutive quarters under
the direction of the present management team.

John M. Headley
President




THE STAFF

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

Harold F. Bacon,
Vice President,
Advertising and Public
Relations Director

John M. Headley, Chief Operations
Officer, President

Monte Leen,
District Manager —
California, Nevada,
Arizona, Metro QOregon

Ralph Beniasch, Purchasing Agent

Rod Cosgriff, Purchasing Agent

Larry Elliott, Purchasing Agent

Bud Larsen, Purchasing Agent

Rod Shutt, Purchasing Agent

Thomas J. McCloskey, Assistant Controller
William Gottbreht, Office Manager

Clemens Erlander, Advertising Manager

John Mead, District
Manager — South Western
Washington, Oregon, Alaska

Paul Morris, Assistant Store Development
Gary Wieber, Assistant Advertising Director
Gerald Wishman, Security and Procedures Assistant

George Smith,
Training Director

he Staff at work.

Ha
Secretary-Treasurer
and Controller

AND ASSISTANTS

Curtis L. Rhodes,
Purchasing Director

vor Knudtzon, Jr.,

Jerry Marlow,

District Manager —

Idaho, Eastern Washington,
Montana

Terri Clevenger,
Personnel Director

Russell Morgan,
District Manager —
North Western Washington

Peter W. Gallina,
Store Develooment and
Real Estate Director

Ray White,

District Manager —
Colorado, Kansas,
Oklahoma
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At the end of fiscal 1974 Pay 'N Pak was operating 48 stores in 44 locations in 11
states.

Operations are divided into 5 districts, each with its own manager. Each district
manager Is responsible for the profit within his district and each works closely with
headquarters management in suggesting new locations to aid company growth.

The company has on its staff knowledgeable career people in the field of real es-
tate who are continually viewing and analyzing prospective new or improved locations.

The store development department completely plans and directs the construction
and modification of new and remodeled stores.

Currently new or replacement stores are planned to be opened in Wenatchee,
Spokane and Longview, Washington; Fairbanks, Alaska; Las Vegas, Nevada; Salt Lake
City, Utah; Yuba City, California, and Pocatello, Idaho.

Pay 'N Pak’s policy is to promote from within, wherever feasible, and a part of the
personnel training is specifically targeted at developing managers as rapidly as possible.




Each store and each district is expected to produce people capable to move up as new
Job opportunities arise.

LULUuIe The personnel department conducts two or more Management Training Seminars each

| year. These are week-long accelerated training programs and a measure of their effective-
ness Is demonstrated by the fact that 80% of all store managers are graduates of these
company schools.

The training programs are unique. The company utilizes a full time training director
constantly updating product training knowledge.

The director of personnel is continually striving to make our people more effective in
recruiting new people for Pay 'N Pak. All store managers are provided with a hiring and
orientation guide.

When a new employee joins the company he is given an eighteen page “Welcome to
a Great Team” brochure that explains company policy and benefits. It also provides
him with a complete job description that clearly defines his responsibility. Each new
employee, after a period of orientation, progresses to the company’s continuing train-
INg programs.

e = The keystone of this continuing program is the Pay 'N Pak “DO-IT-YOURSELF” Train-
ing Theatre. Each store has its own Technicolor large screen, TV-like viewing theatre for
one-on-one or group training. To date the company has produced over 30 color and sound
movie films, averaging eight minutes per subject. After an employee views a film, he
completes a prepared test which is forwarded to headquarters for evaluation of both the
film and the employee. These films explain in detail installation and other vital informa-
tion about the products which the company sells. Large master control boards updated
weekly trace the progress of each employee as he goes through the program.

-

During the year the company also launched a Retail Selling Skills program, developed
exclusively for Pay 'N Pak by a unit of Xerox Learning Systems. This is a 12 hour course
with homework which utilizes tape recorded situations to teach all employees how to
handle any sales problem. Each student has an opportunity to take a part in the selling
experience through actual dramatization which is taped and then replayed for an objec-
tive review.

The company gives preference to the employment of aggressive, clean cut, young-

thinking people whose quality of positive attitude will assure their growth and our growth
as a company.

The advanced training programs stimulate initiative and speed merchandising matur-
Ity In our people.

controls The centrally controlled accounting department with record keeping programs and
management information systems must keep pace with the company expansion to assure
an orderly growth.

Use of computer services has furnished prompt and dependable information on sales,

costs and other statistical data enabling management to effectively handle operations on
the basis of a day by day control.

Store managers and all members of the management team receive a statement of in-
come, showing in detail each store’s operation compared with the same period of the pre-
vious year, with budget projections and year to date comparisons with the prior year.

iInventory levels, purchases by category, inventory turns and open-to-buy information
Is furnished and used daily in controlling the operations of the company.

purciiasing The company’s central purchasing agents, under the director of purchasing, are ex-
perts in their merchandise category. These agents attend national and regional trade shows
and are continually analyzing new products for possible inclusion in, or extension of, the
company’'s merchandise mix. Their expertise in their fields has contributed materially to

the company’s image. These agents administer a chain-wide pricing, control, and source
system.







The concept of “home environment” store displays designed and administered by the
store development team help bring home-improvement dreams to reality for the com-
pany’s customers. The customer can study new-look bathrooms and kitchens and see
them as they will actually look in the customer’s home.

Pay 'N Pak utilizes good, better and best categories in merchandise so customers can
obtain the best quality that their budgets will allow.

The positive strength of the company’s innovative advertising team, under the direct
supervision of the vice president, has succeeded in constantly increasing sales volume
through aggressive advertising strategy.

The company utilizes promotional, hard hitting, weekly and twice weekly advertise-
ments In 40 newspapers in 36 cities.

Three chainwide special sales events are conducted each year to complement and
add to the regular advertising program. These events each utilize 3,700,000 multi-color,
pre-printed tabloids in either 8 or 12 page size. These tabloids are distributed in 47 news-
papers covering the company’s entire marketing area.

The advertising task force operates a central supplies warehouse which through large
volume purchasing saves money in bags, forms, signs, company shirts, smocks and of-
fice materials. They also each year publish a sign catalog, constantly updated so any
store can easily order any sign needed for store displays.

tach store has a 110 page display book which shows how every floor display should be
set up, both in a drawing and a detailed photograph. One store is set up as a pilot store,
the display created there, and then photographed upon completion.

The guide is updated weekly with corrections and new displays whenever necessary.

The Company’s Profit Sharing Plan gives each employee an individual sense of owner-
ship, responsibility and participation. It is a strong incentive for continuing employment.
A conservative tabulation of the accrued totals in the fund (interest and principal) for an

average employee would show a vested interest after 25 years of employment of over
$70,000 and after 35 years of over $165,000.

Longevity pins are issued after 3, 5, 10 and 15 years to all employees, and profit share
checks showing each employee’s share of the fund are issued every year after 3 years of
employment.

The unique “Selling is Serving” program rewards two outstanding employees each
month with a plaque in their respective stores, a special bonus check and the distinctive
“Selling is Serving” ring. The contribution leading to their award is featured in the com-
pany house organ.

The company’s news publication, The Pipeyard Gazette, named after the store’s plumb-
iIng pipe yard, is an excellent communications tool. Each store group hears from all other
store groups and learns about happenings all over the company this way. The publication
has grown to a 20 page format with well over 100 pictures per issue and is mailed to
each employee’s home. At least twice each year the publication is sent to stockholders.

Each store is on an incentive bonus plan, in which both the manager and crew share.
There are, additionally, several individually rewarding sales contests each year.

The company has always been strongly sports oriented and develops national image
and identity from this orientation.

The Pride of Pay 'N Pak AA fuel dragster piloted by Jerry Ruth won the national cham-
pionship in this exciting sport in 1973.

The Pay 'N Pak fastpitch softball team was not only host team for the National Tourna-
ment last year in Seattle, but won the Northwest Regional Championship the two previ-
OuUS consecutive years.

The young minded Pay 'N Pak employee can quickly identify with a champion, the
company sports activities, and take great pride in every sports achievement.
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1.

Pay 'N Pak’s “colors” have become a legend in the National unlimited hydroplane rac-

ing world. The company has received extensive, beneficial publicity in both national, reg-
lonal and local media.

There has been filmed exposure on the Wide World of Sports TV show and for two con-

secutive years Sports lllustrated magazine has featured a double page spread in full color
on the Pride of Pay 'N Pak.

In the 1973 campaign this Rolls Royce powered thunderboat, the U-25, set 26 rec-
ords out of 29 possible during the year, and finished up as the National Champion. The

same boat will campaign in 1974 as U-1, the number reserved for the champion after
winning the coveted Martini and Rossi trophy.

-

The 1973 season was the most gratifying ever for the Pride of Pay ‘N Pak unlimited
hydroplane sponsorship. A few of the records set in that season by your company’s thun-
aerboat were the World records for 2% mile courses, the 2 mile qualifying record at
124.310 mph, the lap record of 119.619 in a race and the race heat record of 111.386.

On the faster 3 mile courses the U-25 set a 126.613 mph qualifying record, a lap record
of 124.424 and a total race record of over 117 mph.

Selling is serving ring



Reprinted with special permission from Sports Illustrated.

Sports Illustrated color photo and multi-page story “Thun-

der on the Bay” in the issue of May 28, 1973. Mickey
Remund pilots the Pride of Pay 'N Pak to victory at
Miami’s Champion Regatta.

The magnificent National Cham-
pionship Martini and Rossi trophy
won by the Pride of Pay 'N Pak in
1973. The gold and silver trophy
designed and sculpted by Renato
Brozzi of Rome, ltaly, is adorned
with emeralds and rubies.

12.



13.

CONSOLIDATED
STATEMENT
OF

INCOME

Years ended February 28, 1974 and 1973

NetSales............

Costs and expenses:
Costofsales ... . ..

Selling and administrative ...
Storerent. . e

-—-#—--ﬁ*h——-f-*-l-———l-—ﬂ--l-——ll--!l-—-l-———————I-———-Il-__——ﬁ———--ﬁ‘—h--——-q--‘ﬂ—————

i e T

Minority interest

—--—h———u-l-l--lu-————-h*-_——*-*ﬂ--—-—---u--———-.u--—_—.——.'l-----———.——----ﬁ—

Net income

-———---l‘-'-——Il-——-l-——p--—-*u——*_.———-u--——-|--..ﬁ-.._..—..,--—--_--_———----u———-ph_*_

Retained earnings, beginning of year

e e e T

Cash dividends paid (1974—%.25 per share:
1973—%.155 per share)

—-F'I--r-——l!l-l-ﬂll-————--I--h—|--———HH---——q--u-———a—.--ﬂ———

Retained earnings, end of year (Note 2) ...

Average number of common shares (Note 1 (g))

Net income per share of common stock

e I I T —

See accompanying notes.

1973

$42,396,952

27,475,369
9,943, 103
1,268,961

549,018
275,486

39,541,937

2,855,015
1,380,915

1,474,100
14,299

1,459,801
4,011,245

(212,560)
$ 5,258,486
1,368,576

$1.07



CONSOLIDATED
STATEMENT OF
CHANGES IN

FINANCIAL POSITION

Years ended February 28, 1974 and 1973

Source:
Operations:

Net INCOMe.

Charges against income not involving
working capital:

Depreciation and amortization. ...

Deferred federal income tax (Note 1 (f))

Net asset amount of land and equipment

sold orretired. ...

Total provided by operations............. ...

Increase in long-term debt
Proceeds from sale; or sale and leaseback

Of ProPerties.

Exercise of stock options to purchase

common stock (Note 4) ... . .

Application:

Additions to property, plant and equipment._......._.._.___.
Cash dividends paid. ...
Reduction of long-termdebt...._ ... _
Pre-opening costs and other_...... . ...

Cost of investment in subsidiary and
acquired stores in excess of

amounts assignedtonetassets....._..__.____._ . -

Increase in working capital. ...

The increase (decrease) in the elements
of working capital are as follows:

CaS _
Recelvables.

Merchandise inventories

Federal income tax

Long-term debt due within one year.

Increase in working capital ... ..

See accompanying notes.

- o wm o oww w am

Minority interest. .

- e EE am T W W O R o o ae B W W O W S R S S S EE e W e e W W TS W R W Em

-_ o . O O O O R e e e e e e

Prepaid eXPeNSES. . ..
Notes payable. . .
Accounts payable. ... .

- M W O N N O O O G O O O O O O O e e e e e e e e

Accrued liabilities. ...

R =R I =R = R S el dk W Oy W, .. . ...

1973

$ 1,459,801

865,071
1,749
14,299

44,495

2,389,915
22,000

430,971

149,887
2,988,773

1,483,195
212,560
69,882
275,281

92,604
2,433,044

$ 855,251

$ 161,374
(331,822)
4,364,139
95,198
(1,600,000)
(1,679,890)
(3,951)
(142,642)
(7,155)

$ 855,251

4.



10.

CONSOLIDATED
BALANCE SHEET

February 28, 1974 and 1973

ASSETS
Current assets:

Trade accounts receivable, less
allowance of $36,943 ($11,306
in 1973) for doubtful accounts

Sale of properties

Merchandise inventories, at the lower of cost
(first-in, first-out) or market

Prepaid expenses

Other assets:

Deferred federal income tax (Note 1 (f))
Pre-opening costs and other (Note 1 (d))

Non-competition agreements, at cost
less $228,317 amortization
($164,955 in 1973) (Note 1 (e))

Total other assets

Property, plant and equipment, at cost
(Notes 1 (b) and 2):

Buildings.........________
Leasehold improvements
Store equipment.._______
Transportation equipment
Construction in progress

Property held for development and/or
Investment

Cost of investment in subsidiaries and acquired

stores in excess of amounts assigned to net assets
at dates of acquisition, less amortization (Note 1 (c))...

See accompanying notes.

-*-----'--—‘--—-—--—-——---.--—.—---**q-H—--h---H—--—q--'—‘-----*—‘-*----—_-*‘--—

h——--——--——--*——.----.-_-q.-_——--

I—-l--l-—--l-—-l-ﬂI-——-—-—q--H—----—--——--——----—--—-.---——---—-—---l——--

'——-‘-lrl--!-'i'-ﬁ——---I———-_——-H-u—-p—-rﬁ--‘—--

-—4-—-—---——-——---—-*—--ﬂ-——--——--——--—q-‘h-----'-—--d—-h—

—----——-h—-H---—-.--—--ﬂ——-h——--—q-*—'-h-—-ﬂ--_—

--‘-——--——.qdh—-hhq--——‘ﬂ-

--—'---ﬂ--—--ﬁ——ﬂ-ﬂ——.--ﬂ——-ﬂ-——'*-

ll'd--—-—----_-'——--l-——--I-—-——q—-*———-——--—-'-i-——.-lb—

—-—H——H--h—ﬂ-——---—-——‘——q"--—u—--ﬂ-——hh—'-—-

—-*---q-‘h————---—-h-'——‘ﬂ-h-----H--—-ﬂ--h—---l

—----;*——--——---—ﬂl—-—-r--——-ﬁ—--———-i-—.—---—ln_

L= R p— -——-||-.--_-—.-.—---—._._.-.._-p-——_-."..--i.

—-H——--——-l——-ﬂ——-ﬂ--——ﬂ—-——---——--———p--—-——--l--_-u

E—------r——-p-——-l-——---——----——.--—q--

--—-h-—---ﬁ—-ﬂ—--h—--ﬁ—-ﬂHh—---hﬂ---—---——.--—'---_“——---h—----h‘_

1973

$ 595,821

304,992
145,000

13,925,388
506,620

15,477,821

39,068
217,390

136,125
392,583

158,500
195,277
1,595,177
2,566,159
329,498
314,051

0,158,662
1,259,284

3,899,378

1,280,103
5,179,481

357,459

$21,407,344



LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:
Notes payable to banks (Note 2) ... . ...
Accounts payable_ ...
Federal incometax..........__ .
Accrued liabilities. ...

Minority interest in subsidiary. ...

Commitments and contingency (Note 3)

Stockholders’ equity (Notes 2 and 4):

Preferred stock, without par value,
1,000,000 shares authorized, none
iIssued

Common stock, $.10 par value,
2,000,000 shares authorized,
1,381,159 sharesissued....._.._ . .

Capital inexcessofparvalue.........._______ ...

Retained earnings...._... ..

Total stockholders’ equity.............__ . ..

See accompanying notes.

1973

$ 5,650,000
4,494,555
350,149
794,257
69,865

11,358,826

0/3,8/9
156,567

32,753

138,116
3,788,717
5,258,486

9,185,319

$21,407,344

16.
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REPORT OF
CERTIFIED

PUBLIC ACCOUNTANTS




PAY 'N PAK STORES, INC.
P. 0. BOX 808, KENT, WA. 98031

1974 EARNINGS
BY QUARTERS

1974 REVENUES BY
QUARTERS

FOURTH QUARTER § FIRST QUARTER
leae el $413,078 $425,398
BUILDING L $.29 $.31
MATERIALS | per share per share
237

FOURTH QUARTER B FIRST QUARTER
$11,726,616 $12,912,776
23% * 25%

PLUMBING

THIRD QUARTER
$14,101,527
27%

& SECOND QUARTER
$13,152,967

1974

277%

CABINETS &
APPLIANCES

127

1974 SALES PERCENTAGES BY
MERCHANDISE CATEGORIES

FIVE YEAR GROWTH HIGHLIGHITS

YEARS ENDED FEBRUARY 28 OR 29

1973

THIRD QUARTER
$567,062
$.41

per share

1972

SECOND QUARTER
$451,762
$.33

per share

1977

1970

Revenues . $51,893, 886 $42,396,952 $30,927,898 $21,806,396 $18,096,799
Income before federal tax $ 3,515,200 $ 2,855,015 $ 2,129,850 $ 1,469,048 $ 1,160,524
Income from continuing operations $ 1,857,300 $ 1,459,801 $ 1,132,312 » 762502 $ 559,154
(Loss) from discontinued operations $ (98,692)
Net income . $ 1,857,300 $ 1,459,801 $ 1132312 $ 663,840 $§ 559154
Average number of common shares 1,381,159 1,368,576 1,338,409 1,330,742 1,115,309
Per common share:

Income from continuing operations $1.34 $1.07 $.85 $.57 $.90

(Loss) from discontinued operations (.07)

Net income $1.34 $1.07 $.85 $.50 $.50

Cash dividends pald $ .25 $.155 $.15 $.15 $.15
Financial position at end of year:

Total assets $23,278,072 $21,407,344 $16,640,230 $11,169,578 $10,220,358

Stockholders’ equity_. $10,697,329 $ 9,185,319 $ 7,786,334 $ 6,587,708 $ 6,122,564

Shares of cemmon stock outstanding 1,381,159 1,381,159 1,353,409 1,330,909 1,330,509

Net asset amount per share $7.75 $6.65 $5.75 $4.95 $4.60
Number of stores open 48 44 40 36 31
Number of customers served 3,251,000 2,849 000 NA NA NA
Average customer purchase $15.91 $14.86 NA NA NA
Number of states in which we operated 11 11 8 6 b
Square footage of stores 890,529 /83,588 584,380 465,180 358,680
Sales per square foot | $58.27 $54.11 $52.92 $46.88 $50.45
Average square footage per store 18,553 17,808 14,609 12,921 11,570

NA—Not available
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