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Pl\RT I 

I'l'EM 1. BUSINESS. 

A. Gen~r.nl. 

Diversified Ret<tiling Compnny, Inc. (hcn:einaf;ter rcfetrcd 

to1~as "the Company"), a Nar~·land corporation, is a holdin9 compm1y 

which renders financial a11d operating advice to its \·1holJ.y-m-111cd S\lbsi-

diary 1 l\ssocia\:ed Retail Stores, Inc, (hereinafter referred to as "l\sso':' 

ciatec1") and to Associatcd's subsidiaries, The Compimy also owns cer.-

tain, mm:-l:etable securities. The Company hns no direct salaried 

employees and (with certain nominal e:-:ceptions noted under ITEM 12. 

~£TOH.S OF HBGIS1.rrmNT and/or under ITEM 13. REMUNERl\TION OF 

DIRr;CTORS AND OFFICERS) does not compensate :lts Directors and Officers 

for their services. 'l'ho Company's President, Robert M, Goldman, acts 

upon materinl corporate matters only with the appro\•al of the Board 

• of Directors of the Company. 

--~.-..-.. ' .: 
\. 

B. Associated Retnil Stores, Inc, 

Associated, mi Illinois corporation, is the Company's wholl~·

owncd subsidiary. Associated operntes a chai\'l of stores which sell at 

retail pop\llarly priced wonten 's a11d, in a number of stores, children's ~· 

appar.:::l. 'l'he stores are located in downtown, neighborhood and shop-

ping center retail areas of: principal cities in ton {10) states, 

in leasE:d or owned premiE:cs (see ITmi 3. PROl'ERTXES), and operate 

under \rarious trade nmncs. 

Associnted r~eeks to afford its ctwtomers a wide varj.ety of 

available merchandise while reducit1g its overhead costs to as low a 

level as is possible. Because of: the number of stores operated by 

Associated, it is able to practice certain economies of scale. All 

of Associated' s stores are soi·vcd by a centr<i.l buying and warehousing 

organi:<:ation located in New York City, from which the stores' apparel 

NOTE: Unless the text otherwise indicates, all statements made in 
Pl\R'.r I describe circumstances existing as of February 2, 1974, 

---...---~- . ....,,.,.. 
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lines are administered, A st<tff of merchandise managers and buyers 

maintains daily personal contD.ct with the apparel markets located in 

New York C;i.ty and elsewhere. Nearlj• all receiving and purchasing 

activities are cond\1cted in the central war.Ghouse, from which ship

ments are made daily to the various stores. Associated utilizes 

detailed inventory control and analysis procedures, primar~ly thro\lgli 

': 

i 
\ 
l 

tho use of a leased computer system, to identify popt1lar and fast-selli11g i.) 

items for J~apid replacement, and to identify those items requiring an 

inunediate reduction in price so that they may be sold quickly. In 

addition, Associated utilizes interchnngeable store ,fixtures to facj,li-

tute the opening and closing of its stores. Associated's policy of 

malting sales only for cash or on credit under approved bank charge 

accou11t plans has allowed it further to avoid unnecessary overhead costs. 

In recent years sales volume on a store-by-store basis has 

been declini1lg. This trend has caused a narrowing of Associated's 

operating profit margins. 

Associated regul;:u:ly employs approximatcl~· fifteen hundred 

(l,500) full and part-time employees, and seasonnlly employs an addi

tional two hundred (200) employees. All of its sales personnel are 

paid at an hourly rate, and none arc paid sales commissions. Approxi

mately eighty percent (80%) of Associated's employees are covered by 

union contracts which expire at various times. There were no sig

nificant changes in employee reJ.ations during the fiscal year end.ed 

Febru•~ry 2, 1974, and Associated' s management considers its relntions 

with its employees to be satir;factory. 

The business of mos;t of the stores, particularly those in 

the larger cities, involves :intense competition with otller stores 

selling similar merchandise, including discount and department stores, 

specialty shops and stores operated by national chains. 

As discussed under ~M 3. PROPER'rIES and ITEM s. >?ENDING 

LEGAL l?ROCEEDJ,.NGS, two· pre111ises upon which Associated operates stores 

in Philadelphia, Pennsylvania, have been the subject of condem11ation 

proceedings. During the fisc<:il j•ear en.c:lcd Februal.'1' 2, 1974, the 

- 2 ~-
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combined gross snles of the two stores were approximately $2,530,830,00, 

which amount represents npproximately 6. 8% of aggi:cgate gross sales 

of all storr,,s operatc.'d by Associated. During th~! pendency of, and 

subsequent to, those proceedings Associated has occupied each of these 

premises on a month-to-month lease, but one of the le11sos has been 

terminated effective April 20, 197'1. llssociated is continuing to 

seek suitable relocation premise for. these stores in Philadelphia but 

crmnot at this time state with assurance that it will be able to re·· 

sume operation of either store in th1:i Philadelphia market. 

In addition to operat~ing the chain of retail stores, Asso

ciate.d wholly owns three (3) subsidiar~es: 

( 1) Fashion Outlet of: Michiqai1, Inc. 

Fashion Outlet of Michigan, Inc. (hereinafter referred to 

as "Fashion Outlet"), a Michigan corporation, is a wholly-owned sub-

sidiary of llssociated which operates, on leased premises, a single 

popularly priced women's and children's apparel store in Saginaw, 

Michigan. The store is operated under the name "Fashion Outlet" so 

ns to allow Fashion Outlet to retain the right to use that name in 

Michigan. The store is similar in its method of operation to a majo1·

ity of the stores operated directly by Associated, The store is 

operated by a staff employed by Fashion Outlet, 

(2) Anbec, Inc. 

Anbec, Inc. (hereinnfter refe1·i:cd to as 11 11.nbec"), an 

Illinois corporation, is a who,4,\1.y-owned subsidiary of Associated, ,, 
the sole business of which consists of the ownership of certnin 

improved real property located in Chicago, Ill·inois, and the leasing 

oi that property to Associated for the latter's operation of one. of 

its retail stores. Anbec has no employees. 

* 

(3) Columbia Insurance Company 

Columbia Insurance Company* (hereinafter referred to as 

Ii'ormerly "Reinsurance Corp. of Nebraska". 

- 3 -
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"Columbia") , a Nebrasl1:a coi:poration, is a wholly-owned subsidiary of 

Associated which engages solely in the business ofc accepting por-
,t 

tions of reinsurance contracts. Columbia ope~ates under a certificate 

of authorit::t' to t>:ansact the bu·siness of insurance (with the excep

tions of life and titlCl insurance) issued by the Department of Insur

ance of the Si:ate of Nebrasku, and is currently licensed to conduct 

one or more insurance businesses in eleven (ll) other states, At 

present, Columbia's J?usiness consists solely of the acceptance of 

portions of reinsurance contracts generated through and offered to 

Columbia by the reinsurance division of National Indemnity Company 

(hereinafter referred to as "National Indemnity"), When Columbia 

accepts from National Indemnity the portion of a reinsurance contract 

so offered to it, Columbia generally pays to National Indemnity a 

conunission of one-half (1/2) of the standard commission applicable 

to such business, which standard commission normally is one percent 

(1%) on "pro rata" business and ten percent (lO!li) on certain "excess" 
() 

business. In consideration of Columbia's payment to National Indem-

nity of such conunission, Hational Indemnity manages the bookkeeping 

and other internal technical affairs of Columbia. 

Stlbstantiall~• all of the common stock of National !ndem-

ni ty is owned by Derks hire Hathaway, Inc. (hereinafter ref,.?rred to as 
// 

'';Berkshii~e"), a Delaware corporation. Although as of Februai..'}' 2, 

1974, Warren E. Buffett, a member of his inunediate family, the Company 

and its subsidiaries owned stlbstantial amounts of the common stock of 

Berkshire and although Mr. Buffett is the Chairman of the Board of 

Directors of the Company, of 1\.ssociated, of Colunlbia, and Of Berkshire 

isee ITEM 4. PARENTS AND SUDSIDI1\.RIES and I'rllM 12. DIRECTORS OF REGI

STRANT), National Indemnity is not obligated to offer all or any portion 

DISCLOSURE 

- 4 -

R IF THE ABOVE PAGE IS LESS CLEAR THAN THIS.STATEMENT, IT IS 
OUE TO POOR PHOTOGRAP.HIC QUALITY 'OF THIS DOCUMENT. 

. I 
'' ' ' ' 

' ~ 

' 

' r 
! 

f' 



----- ~---

• 

• 

J. . ! '" 

' .. 

ti 
oS:: any reinsurance contract to Columbia. Accordingly, Columbia can

not be oc1·t:nin tht\t it \,•ill continue to be orfcrnd bt1sincon throutfh 

the J:cinsurunce division of N<1tionaJ. I11denmity, presently its onl~· 

source of business. Columbia ourrently is compl1~tely dependent 

upon the continuance of its business ai:-rangements with Nationnl lnclemnity 

since Columbia has no independent staff for gc11erating or cv<iluating 

bu~f·ness, settling losses or handling other aclministrative details. 

~ The Co!npany believes that its operations and those of As::::o-

ci<Jed and its subsidiaries huve at all times been conducted in accord/l 

ande with the requirements imposed upon them by the federal wage-pric!e 
fl 

cc1~ ... trols . 
• 

c. Linc:J of business and classes of similar 
~ucts or services ~ 

'l'he Company's primary line of business (conducted through 

its stlbsidiary, Associated) is the retail sale of women's and children's 

apparel. Both prior. to ·the fiscal year ended Janua1:~· 29, 19 7 2
1 

and 

during the fiscal. years e11ded February 3, 1973 m1d February 2, 1974, f 

that line of business was the Company's only line of business account

ing for more than fifteen percent (J.5%) of eithel:' the Company's total 

sales and revenues or the Company'$ income (or loss) before taxes 

and extraol:'dinai:y items. Dur;tng the fiscal year ended January 29, 19 7 2, 

the reinsurance bus:i.ness of the Company's subsidiary 1 s unconsolidated 

insurance subsidiary, Columbia, representec1 a second l:luch l.:ine of 

busi11ess. 

The following table indicates th111 percentages of· (l) total 

sales and revenues, and (2) income (or loss) before income taxes, 

equity in earnings of affiliated compnnies and e>:traordinai.y items, 

attributable to each such line of business during the last five (5) 

fiscal years: ,. 

- 5 -
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Linc of business 

the re.t,;:lil sale of women's 
~nd children' s a~~·"'"e .... l __ 

% of total 
sales <ind 
r.ev·emtcs 

Januar.y 31, l970(c) 100% 

January 30, 1971 99.7% 

Ja.nuary 29, 1972 

February 3, 1973 

February 2, 19 74 

97.6% 

95.8% 

94.8% 

% of consol
idated income 
(or loss) be
fol:e income 
taxes, equity 
i.n eai:nings 
of af:f:iliated 
companies and 
mitraordinary 
items (a) 

100% 

99. 5% 

80.5% 

97. 3% 

87. 3'6 

reinsurance 

% of total 
sales and 
revenues 

0.3% 

2.4% 

4.2% 

5.2% 

(b) 

% of consol
idated :i.ncom' 
(or loss) be· ;/ 
fore income 
taxes, equi t: · · .1 in earnings " tl of affiliate< li companies an• 
extraordina:c; 
items (a) 1 

l 
1 

(b) ~ 

! 
0.5% 

I< 

19.5% 

2.7% 

12. 7% 

Inasmuch as each line of business involves one and only one class of 

similar products and/or services, the percentages em.tmerated for a 

line of business are equall:ir correct for the respective class involved 

therein. 

(a) The Company has no operatio11s other than those of Associated and its 
subsidiaries; its loss before income taxes and extraordinary items has 
been e>:cluded in computing these percentages. 

(b) Prior to the fiscal year emlcd January 30, 1971, the Company did 
not engage in the busine::;s of r~insurancc. i; 

(c) 'l'he figures do not reflect the 
Inc., a dep<'.rtment store subs:Ldiary 
the Company in December, 1969. 

ii 

.. 6 

operations of Ilochschild-I{ohn & co., 
of the C

1
tpmpany which was sold by 

,, 
.I 

.. 

ij 

I 
~ ~ ~ 
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A. Summary of consolidated operations (in thousands of dollars) 
Dmrsificc1 Retai:t;ing corJpany, Inc. cind subsidia;L 

( 

I 

-.J 

I 

Net sales 
Cost of goods sold 
Interest and financing cost 
Ta:-:es on income 
Earnings of contini.,ing operations before 

equities of unconsolidated subsidiary 
and affiliated companies c:md e:{tra
ordinary item 

Ea;:nings related to discontinued opera
tions less applicable inc-::ir,1c ta:~es 

Equity in earnings of i.mconso1ic1atcd 
subsidiarv 

Equity in earnings of affiliated com
panies 

Extraordinary gain (loss) (a), (c), 
(d) , (f) 

Net earnings 

Earnings per share (b) : 
Earnings of continuing operations before 

equities in earnings of unconsolidated 
sl.lbsidiary and affiliated companies and 
ei-:traordinary i tern 

Earnings related to discontinued opr;ira
tions less applicable income taxes 

Equity in earnings of unconsolidated 
subsidiary 

Equity in earnings of affiliated com
panies 

E~:traordinary gain (loss) 
Net earnings 

• Cash dividends per share 

DI Sc• ,0 s·· · u· R. ·E-: (!!) IF THE ABOVE PAGE IS LE.~S CLEAR THAN THIS STATEMENT. IT IS 
. . 11..l · OUE. TO POOR PHOTOGRAPHIC QUALITY OF THIS OOCUMENT. 

Februnry 2, 
1974 

$38,399 
25,023 

720 
427 

483 

913 

1,191 

396 
2,982 

$ .48 

.91 

l.19 
.40 

2. 98 

None 

. 

Fiscal year ended 
February 3, January 29, 

1971 1972 (e) 

$38,918 
25,428 

687 
665 

597 

955 

1,173 

193 
2,918 

$ .60 

.96 

l.17 
.19 

2.92 

None 

$38,598 
25,688 

673 
617 

577 

621 

429 

(111) 
l,516 

$ .58 

.62 

.43 
( .11) 
1.52 

. None 

January 30, 
19 71 (e) 

. 

$39,832 
26,444 

647 
l,23'.l. 

1,247 

93 

380 

l,720 

$ 1.25 

.09 

.38 

l.72 

None 

,, 

N 

Janu,ary 31, • 
1970 (~ f/l 

$39,113 
26,443 

565 
l,301 

1,017 

403 

13. 

(l,319) 
114 

$ 1.02 

.40 

.01 

(1.3?.) 

.ll 

None 
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(u) The extraord:i.nary loss for fiscal 1970 resulted from the sale of a 
subsidiacy and is shown net of $83,000 of income taxes on taxable gain. 

(b) Ev.rnings per share have been rer.;tated to reflect a 3,333 1/3-to-l 
stock split which occurred in December, 1969. 
(c) The extraordin.:i.rv loss for fiscal 19 72 l:esul ted from additional 
income taxes related- to the sale of the subsidiai.;,r refer.-red to in note 
(a) above. 

(d) 'rhe extraordinary gain for fiscal 1973 resulted from the taxable gain 
on an exchange of securities and is shown net of $8"3,000 of income taxes. 

(e) Restated to reflect a change in 1973 to the eqtlit.y method of account-· 
ing for investments in affiliated companies. 

(f) The extraordinacy gain for fiscal year 1974 resulted from condemnatio 
of real estate and improvements and is snown net of $213,000 of income 
taxes. 

B. Statement of consolidated additional pai_d-:i.n 
capital and earm.ngs retai.rled in the business 

Diversified Retailinq Company, Xnc. 
and Subsidiary 

Five years ended Februai.·y 2, 1974 
(in thousands of dollars) 

" 
Balance at February 1, 1969 
" Net earnings for tb,e year ended 

Januacy 31, 1970 

Additional 
paid-in 
~ital ·---

$6,000 

Balance at January 31, 1970 6,.000 
Net earnings for the year ended 
January 30, 1971 

Unrealized appreciation of marketable 
securities of unconsolidated insur
.ance subsidiary of Associated Retail 
Stores, Inc. , less provision for 
i.ncome ctaxes ,, ---

Balance at Januacy 30, 1971 6,000 
11et earnings for the year ended 
Januai:y 29 , 19 7 2 

Reversal of unrealized appreciation 
o·f marketable securities of uncon
solidated insurance subsidiary of 
Associated Ret.ail Stores, Inc. , 
less provision for income taxes 

~alance at January 29, 1972 
Net earnings for the year ended 
February 3, 1973 

Balance at Fcbruacy 2, 1973 
Net earnings for the year ended 
February 2, 1974 

Balance at Februacy 2, 1974 

6,000 

6,000 

$6,000 
-~ 

Earnings 
retained 
in the 
business 

5,652 

114 

5,766 

1,720 

384 

7,870 

1,516 

( 384) 

9,002 

2 ,918 

11,920 

2,982 

$14,902 
w --. 

NOTE: The use of parentheses ( ) indicates a deduction. The notes to 
the consolidated financial statemonts are made a part hereof. 
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I'l'EM 3. PROPEltTIES. 

A. General 

'J:he operating office::; of the Company are located in the law 

offices of the firm of Frank, Bernstein, Conaway and Goldman, 1300 

,,.,._.,. 

(.· 

fl . I 

u 
l 

' ' ·~ . 
i 

' 

I 
; 

1· i . , 
" ., 

Mercantile Bank and Trust Building, 2 Hopkins Plaza, Baltimore, Mary

land 21201, in \1hich f:i.rm Robert M. Goldman, the !?resident of the Company i) 
•, 

and Max E. Blumenthal, the Secretary of the Company, are partners. The 

Compa)ly pays no rent for the said offices and, except for certain legal 

and bookkeeping activities, only limited operational activities of the 

Company take place therein::i 

B. ~sociate:d Retail Stores, J:nc. 

The stores operated by Associated (see I'J:EM 1. BUSINESS) 
~~~~~~~~---

range j_n size of floor area from approximately two thousand (2,000) 

square feet to approximately si,cty thousand ( 60 ,000) square feet. 

The total floor areu of ull of the stores is approximately nine 

hundred thousand (900,000) square feet. 

Associated owns the land and improvements of six (G) of 

!1 

f 

I 

It 
11 
;l 
I\ 
n 
1,1 :.,l 
! 1 
; 1 
,-·I 

I I 
!"-:t 

its store locations, all of which are in Chicago, Milwaukee, Philadelphia ;1 

and Chester, Pennsylvania. One of those locations, however, has been 

the subject of a condemnation proceeding. (See ITEM 1. BUSINESS and 

I'l'EM 5. PENDING LEGAL PROCEEDINGS.) Its subsidiary, Anbec, owns the 

• 1" land and improvements of one store location (in Chicago), which premises 

are leased to Associated for the latter's operation of a store. Asso-

ciated leases its remaining store locations, for terms expiring on 

various dates through 1988. One store location is leased .on a month-to-

mo11'1:li, basis. (See ITEM 5. PENDING LEGAL l?ROCgEDINGS.) The aggregate 

atinual minimum rental paid by Associated during the fiscal year ended 

Februal."Y 2, 197<1 for the store locations which i.t leases was approxi

mately $1,450,000. Certain of the leases, however, provide for the 

payment of additional rent based upon the volume of sales at the 

particular location, and for the payment by Associated of applicable 

real property taxes and/or other expenses. 
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11.ssocia ted' s cxecnti vc, buying and administl"ati vc off ices 

are located in a New York City warehouoe (see I'l'EM 1. DUSINE!'!§) leased 
',\ 

by. Jl.ssociatcd for a ti;nn c~:piring :i.11 19'7!1. Tho wurchousa has a floor 

aL·ea of approximal:ely eighty thousand (00 1 000) sgm1rc feet, 

Fashion Outlet leases the premises upon which it opei:ates 

its one retail store. Columbia hns no independent operating offices 

and owns no facilities; all of; Columbia's activi tics ai:e conducted by 

Wm:l.·en IL Duffett, its Presic1ent and the Chairman of its Board of 

Directors, from his offices in Omaha, Nebraska. 

ITEM 4. PARENTS l\.ND SUDS:CDIARIES. 

l\, Parents 

As of Febrm1ry 2, 1974 1 Wai:ren E. Buffett owned 39,9~* of 

the Company's common stock; First Manhattan Co. (of which David s. 

Gottesman was and is a gcnernl partner) held of record ten percent 

(10%) of that stock: Wheeler, Munger and Co. (of which Charles T. 

Munger·was and is~o.cgeneral partner) cwned ten percent (10\\) of that 

stocl;:; and Susan T. Duffett, the spouse of Warren E. Buffett, owned 

appro>:imately three percent ( 311) of that stock, (See .!_TEM J:.h 

PRINCIPAL SBCUlUTY HOLDERS JU1D SECURI'£Y HOLDINGS OJ)' Ml\NAGEHENT and 

ITEM 12. DIRECTORS OF REGIS~'Rl\NT.) First Manhattnn Co. and Wheeler, 

Munger & Co. each disclaims an}' status which would cause it to be deemed 

a parent Company. 

13. Subs:i c1iai:ics 

•rhe Company owns one hundred percent (10 0%) of t~m isstmd 

ancl outstnnding voting securities of its subsidiary, Associated Retail 

Store, Inc., an Illinois col:'porntion. Associated owns one hundred 

percent (100%) of the issued and outstanding voting securities of its 
'\ 

* This percentage wns computed without taking into account Mr. Buffet's 
interest as trustee \<nder vnrious tl.·unt instruments in certnin shares 
of the Company's common stock, and his interest in certain other shares 
of such stock as a result of the interest in those shnrcs of a member 
of his fv.mily. Sec J:'l:EM 11. PlUNCil.'7\f, SECUIUTY IIOI,DERS 1\ND sgCUlU:'l'Y 
l!OLD:tNGS OF MANAGEMBi:fa'. 
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three 1n•bsidiarie\ 1\nbcc, In.c., an Illinois corporation; Columbia 

Inst1rance company, ,1a Nebr<wkil corporation; arnl Fashion Outlet of 

Michigan, Inc., n i\ichigi.\n corpor<1tion. Associated, Anbec and Faohion 

outlet are inclm::4 j.n tlw consolidated financial statements of the 
\\ 

Comnany. In accordance with Rule 4.07 of Regulation s-x, promulgated " '\ _JI· 
by the Sccuri tics atlt'(Ei-:chmi.ge Commission under the Securities Exchange 

Act of 1934, Columb~~,Jd) ntit so consolidated. 

As of February 2, l~ 7•1, the Company, Associatec1 and Columbia 

in the a•:rnregate benefic:.i.ally owned approximately 16% of the common 

stock of Blue Chip Stamps (hereinaftei; referred to as "Blue Chip") , a 

California corporation, ancl l~arren E. Buffett baneficially owned 

r.1pp1'.oximiltely :L3~ of that stock. 011 that date, the beneficial owner

ship of that stock by Mr. Buffett and his associates, including Assoc• 

iated, Columbia, National Indemnity, National Fire and Marine Insurance 

Company (a wholl~•-owned subsidiary of Berl~shire), Cornhusker Casualty 

Company, Lakeland Fire and Casualty Company, Texas United Insurance 

Company and Horne and Automobile Insurance Company (each of which :.i.s a 

wholly-owned subsidiary of National I11demnity) aggregated approximately 

48% of the common stock of l3lue Chip. In addition, Wheeler~ Munger 

& Co. (of which Charles 'l'. Hunger is a general partner) owned bene

ficially on that date approximately ten percent {10%) of that stocl;, 

and Davids. Gottesman, a general partner of First Manhattan Co., 

ancl members of h:i.s immediate family, ancl members of the immediate 

family of Charles F. Heider, owned beneficially less thi:m one percent 

(li:i) of that stock. 

As of February 2, J.974, tho Company, Associated and Columbia 

in the aggregate owned beneficially approximately 11% of the common 

stock of Berkshire, a Del.aware corporation, In addition, on that date 

Warren E. Duffett and Susai1 'l'. Buffett, his spouse, respectively owned 

beneficially appro~drnately 33. 3% illld approximately 2. 5% of that stock. 
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ITEM 5, PENDING LEGAL l?ROCE~i§.• 

Wii:h the followi11g o~ception, other than ordinary routine 

litigation incidental to the business of the Compan~·, 11.ssociated 

and 11.ssociatod's subsidiaries, none of the said companies are parties 

to any material. pending legal. proceed~.ngs and nono of their propel·ty 
\', 

is the subject thereof, 

Prior to Mny 1973, Associated owned the improved i:oaJ. pro·· 

perty located at 913-917 l·:arket Strc:iet, Philadelphia, Pennsylvania, 

where it operates one of its retail store::;. Condenmation proceedings 

were instituted i.lgainst that property by the Philadelphia Redevelop

ment Authority on May :u, 1970, in the Cotirt of Common Pleas of 

Philadelphia County, in which proceedings Associated challenged the 

condemnation. Associated continued to occupy the premises and to 

operate the store thereon during the course of the condemnation pro-

ceedings, as it had since 1951, 

During the proceedings, the Philadelphia Redevelopment 

Authority paid into court the sum of $1,348,095, representing the 

Authorit:1• 1 s eatimate of what amount would constitute fair compensat

ion to Associated for the condemnatio11. In May, 1973, Associated was 

p<;1id that sum as proceeds pf the condl~mnation and anticipates the re-

ceipt of an additional sum of $134,809.50 (for a total of $1,482,904.50) 

plus certain other consideration, in m:change for its agreement to with

draw its challenge of the condemnation. The. formal consummation of the 

settlement has taken place. (See ITEM l, DUSINESS and J.TEM 3. l'ROl?ERTIES) 

* 11.ssociated has operated another of its stores on premises located at 
835 Market Street, Philadelphia, Pennsylvania, which premises have been 
leased by Associated from the Philadelphia Redevelopment Authority on 
a month-to-month basis. The Authority took title to the l·eal property 
and improvements a:!;. that loca1:ion from 11.ssociated's former landlord prior 
to the beginning of the fiscal year ended February 3, l!l73, following 
a condemnation proceeding in which .IH;soc:i.atcd, as tenant, had chal
lenged the condemnation. l1mmc.i.ated' s pal·ticipation in that proceed-
ing terminated prior .to the beginning of thf:l said fiscal year. (See 
ITEM l. BUSINESS and Y.TEM 3. l?ROPER'l'IES.) . -
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None, 

ITEM 7, i\l?PROXnlA'J'E_ NllNBER 2E._E.9UITY SECURITY HOI,DERS, 

Title of class --
Di versified Rotaili11g Co. , Inc, . 
col\lmon stoolc, pur value $0,0003 

per share 

Number of record holuers 

288 

ITl~U 0, EX~CUTIVE OFFICERS OF THE REGISTJUl.NT, 
~--~--------~~-~ 

Name Aqe ......... (a) ?ff.ice(s) held 

(al 

Wm:ren E. Buffett 
Robert ?-!, Goldman (b) 
David s. Gottesman 
Charles T. Munger 
Churles F, lleider 

43 
57 

Chairman of the Board of Directors 
President; Director 

Max E. Blumenthal (b) 
Larry c, Ctunmings (b), 

47 
50 
47 
33 
30 

. Vice-President; Dir-ectcr 
Vice-President; Director 
Director 
Secretal.·y 
Treasurer; Assistant Secretary 

ITEM 9. INDEMN!FICA'~J.ON OF DIRECTORS AND OFFICERS. 

The Compa11y has no charter provision, by-law, contract or 

arrangement under or pursuant to which any of its. Directors or Officers 

are insured or indemnified in any manner against any liability which 

may be inct1rrcd in their capacity as such. However, under article 23, 

section 64 of the Annotated Code of Maryland (1957 ed,, as amended), 

the Company ma:11 indemnify any Director, O:t:ficer, employee or agent 

of the Company against any e}:pcnscs or liability inctlrred as a result 

of his good faith pei:fr,rmance of duty in such capacity, st1bj ect to 

certain restrictions UJ?on.such indemnification which are provided 

in the said statute. 

(a) The inf.ol."11lation is given as of Febrl\ar~· 2, 1974. 

(bl Both Mr. Goldman ai\d Mr. Blumenthal are partners in the law firm 
of Fra11k, Bernstein, C::onaway and Goldman, 1300 Mercantile Bank and Trust 
Building, 2 Hopkins Plaza 1 Bal.ti.more, Mi1ryland, which firm represents 
the Company. Mr. Cummings is an employee of that firm •. 
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I'l'EM lO, PINANCXllL S'l'A'l'EMP.N'l.'S _llND EXHID:C'l'S FILED. 

A. Financi.al statcmei\5!, 

A list of the financinl statements and schedules of 
,, 

the Company, of Associated, and/or of 1~ssociatec1' s subsidi<u:ies which 

are filed herewith inunediately, precedes those documents herein. 

.:;: 
1' 

n. Exhibits filed 

Exhibit A: ~mpu1:Etio!l._£f cal:ninqs per share 

Exhibit B: 19 7•l_l!£nual RCJ?.Ort of Blue Chip Stumps 

Exhibi.t Cl: 1973 .Annual Re?o:r.t of Berkshire Hathaway, Inc. 

c. The Company is furnishing to the Commission, at the time 

of Jqiling its report on this form, four copi.es of a proxy statement !, 

and proxy sent to the stockholders of the Company in connecti.on with 

the annual meeting of shareholders held on February 5, 1974. 'l'he Com

pany .will furnish to the Commission four copies of its Annual Report to 

the stockholders of the Company promptly upon its having been prepared 

and furnished to the said stockholders. 
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PART II 

I'l'EM ll. PRINCIP.!\L SECURITY HOLDERS AND SECURITY 
llOLD:CNGS°OF M.1\.Nll.GC:M..!,g!!. 

A. Principal Security Holders 

Title of Type of 1\mount Percent 
N~am:.::::e-=a=n=d;..:.A:=d=d=r=e=s=s~~=c=l=a=s=s~~~o='~1~n=e=r=s~h=i~P~~~=o'~~~n=e_d __ (_a~)~~~o_f~c~l~~ 

Warren E. Buffett common • recor.d and 
5505 Farnan Street beneficial 
Omaha, Nebraska 61ll3l 

First Manhattan Co. common 
30 l1all Street 
New York, New York 
10005 

Wheeler, Munger & Co. common 
618 'South Spring St. 
Los Angeles, Cali-
fornia 99914 

record only 

record and ,. 
beneficial 

398 ,959,(b) 

100,000(c) 

100,000(d) 

(a) The infoi.-mation is given as of February 2, 1974 •. 

39.891! 

10.00% 

(b) !!'his amount does not include any of the following shares of common 
stock, as to which Mr. Buffett disclaims the beneficial ownership: 

(il 31,113 shares held by a member of Mr. Buffett's immediate 
family; 

(ii) 3, 732 shares held in trust under the Last Will antl 
Testament of Howard H. Buffett, deceased, as to which Mr. Buffett is t:he 
trustee; 

(iii) 552 shares held in equal amounts in three trusts, each 
of which is for the benefit of a member of Hi.·. Buffett' s family, and as 
to each of which he is a co-trustee; 

(iv) 2,304 shares held in three equal amounts by Mrs. Doris B. 
Lem:, a sister of Mr. Buffett, as custodian under the Nebraska Uniform 
Gifts to Hinors 1\.ct, each for the be11efit of a member of Mr. Buffett's 
family; and 

(v) 429 shares held in equal amounts in three trusts, as to 
each o:E which Hr. Buffett is a co-trustee. 

(c) 1\.s a general partner of First ?·!a11hattan Co., David s. Gottosm<1n, a 
Director and a Vice-President of the Company, beneficially owned 35,000 
of the said 100,000 shares. An additional 5,000 of the said 100,000 
shares are held in trust for the benefit of certain members of Mr. 
Gottosman's immediate family and an additional 7,296 of the said 
l00,000 shares arc owned beneficially by a member of Mr. Gottesman's 
inunediate family. 'l'he remaining 52, 70 4 of the said 100, 000 · sl~ares are 
owned beneficiall:,• by other partners of the firm or t,heir personal. 
representatives. Mr. Gottesman disclaims the beneficial ownership of 
tho shares held in tho said. trust an.d ·of the shares owned by the member 
of his inunediate frunily. 

(d) 1\.s a general partner of 11hP-eler, Munger & co., Cha:i:les •r. M\lnger, 
a Director and a Vice-President of the Company, possessed an interest 
in the said 100,000 shares. 
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I3, Security lloldings of Mzma~£!1t 

Title of class Amotint beneficiallv 01~ned (e) Percent of cl.:iss .::.:::..=.:::-~::.....:o::;;::.::c:_~~...:;;=::::..:;;;~..;;:;.;::.:.;.;:;;.;;..=.;;;.;.:.;:,;c:;;.;:;.;_,..;;..:.~""'--"""'-·~~~--"----'-'------------

Diversified Retail
ing Co., Inc., 
common stock, par 
value 0.0003 per 
share (f) 433 ,959 (g) 4.3. 40% 

Under the partno:r.ship agreement of First Manhattan ,co., 

the fii111 possesses certain voting rights as to the 100, 000 shares of: 

the Company's common stock which the firm owns of l:ccord and which 

is beneficially owned in various amounts by certain partners therein, 

memb.ers of their immediate families or pers"onal representatives. 

(See note (c) to this Item.) 

,, 
(e) Subject to the c>:ceptioi1s indicated in note (g) to this Item, this 
colt1mn indicat~1s the nu1nb~!r of shares of the coITu11on ntock of the Com
pany beneficially owned directly or indirectly by all Directors and 
Officers of the Company, as a group, as of February 2, 1974. 

(f) The Company has no other class of equity securi ti~.s. No Director 
or Officer possesses the beneficial ownership of any s'hare or shares of 
equity securities of the Company's subsidia~1'r Associated, or of any of 
Associated's subsidiaries (Anbec, Columbia and Fashion Outlet). As 
noted under ITE:'1 . 4. PARENTS AND SUBSIDIARIES r the Company, Associated 
and Colu.1\bia each disclaims control of Blue -Chip. 

(g) This amount does not include an~· of the following shares of commo1~ 
stock: 

{i) the shares referred to in notes (b) and (d) to this 
Item, which notes are incorporated herein by refere11ce; 

(ii) The 5,000 shares held in trust for the benefit: of cer
tain menlbers of Davids. Gottcsman's iwmediate family and the 7,29G 
shares owned beneficially by a member of Hr. Gottesman's irrmediate 
family referred to in note (c) to this Item, which note is ·:i.ncorpo:ni.ted 
herein by roference; and 

t 
I 
L 
I 
l 
j 

i 

I 
I 
!1 

(iii) 577 shares ow11ed beneficially b~r a member of Charles 
C. Heidcr's immediate family, individually, and 370 shares owned 
beneficially by a member of Mr. Hei.der' s immediate family as custodian I 
for certain othe:i; members of Mr. Heider' s inm1ediate family, as to all l 
of which shares Hr. Heider, a Director of the Compan~·, disclaims the 
beneficj~al ownership. . -:<" ·. 

/ 
11 • 

\\ (J,V) 2, 211 shares owned beneficially by M. Peter Moser, a 
partner\.in the law firm of Frank, Bernstein, Conaw;:i.y & Goldman (in which 
Messrs. Goldman and Dlumenthnl arc partners) or by members of Mr. Moser's 
immediate\,family. 

\\ 
le 

/i 

\i 

ii 
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l'l'EM 12, Dl:RECTORS OP 'l'!IE REGXSTRANT, 

Each of the following persons served as a Director of the 

Company durins_i the entire fiscal year e11ded February 2, 1974, The 

te1'111 of office of each such Director expired on February 5, 1974, the 

date upon which the Company held its annual meeting of stockholders. I 

Each of the said persons was reelected for another full term as a 

Director, which term will expire on 1''ebruary 4, 1975, 

A. Warren E. Btlffett 

Warren B, Duffett is the Chai1-::\iln of the Board of Directors 

" of the Company, having hold that office since the Company's org.rnization 

in 1966. Since Januarj• l, 19 70, Mr. Buffett' s principal occupation 

hai;; consisted of the making of pernonal investnents. During the eight 

years prior t."lereto, his principal occupation was that of general 

partner of Buffett P:;rt.nership, Ltd. Since 1970, Mr, Buffett has been 

the Ch.-;;L. :~ •• of the Board of Directors of l>ssociated and of Berkshire, 

and the Chair;-.<an of the Board of Directors, President and Treasurer 

of Colu.";lbia. Hr. Buffett is also the Chairman of the Board of Directors 

of: Cornhusker Casualty Company and of National Fire and Marine Insurance 

Company. 

B. David s. Gottesman 

David S. Gottesman, a Director and a Vice-President of the 

Company, is and has been for the past five years a general partner in 

the broker-de01lex- securities firm of First Manhattan Co., a ,member of 

the New York Stock Exchange. 

c. Ch:irles T, Munqer 

Chaxles T. Munger, a. Director and a Vice-Pj7esident of the 

Company., is and has been for the past five years a general partner 

in the broker-dealer securities firm of Wheeler, Hunger & Co., a 

member of the Pacific Co01st Stock Exchange. 

D, Charles F. Heider l/ 
!/:-

Charles F. Heider, a Directoi.· of the Company, is and ha~\tl'.icn 
since 1970 the President of Chiles, Heider & Co. 

' '\ 
' . " From 1966 to 1970, \ ' / "· l Mr. Heider was the Executive Vice-President of First Mid America, ' 1

"---:.)
1 
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Inc. Each company is ,'l brokcr-clealer sccud.ties firm and a member 

of the New Y!)X'k Stock Exchange. 

E. Robei·t M. Goldman 

Robert M. Goldman, a Director and the President of the 

Company, is and has been since July l, 196G, a partner of the Maryland 

law firm of Frank, Bernstein, Conaway & Goldman. For more tln111 fiftetin 

years prior thereto, Mr. Goldman had been a partner in the Mai-yland law 

fii,n of Nyburg, Goldman and Walter, which on the said date was merged 

into the firm of Frank, Bernstein, Conaway & Goldman. 

ITEM 13, REMUNEPJl.'rION OF DIRECTORS AND C>F~'ICERS. -
Name of individual 
or number of persons 
in group 

Larry c. Cummings 

All seven D:i.rectors 
and Officers as a group 

Capacities in which 
remuneration was 
received 

Treasurer 

Aggregate 
direct 
remuneration (a) 

$500.00 

500,00 

ITEH 14 • OPTIONS GR1'\N'l'ED TO Hl\NAGENENT 'fO PURCHASE SECURITIES. 

None. 

I.TEM J.5. INTEREST OF M.1"\l'!AGEMEN'f AND OTHERS IN CER'rAIN TRt'\NSAC'rI~. 

A. Other than the ff:lowing, there have been no transactions 

(a) Subject to the e::cept:ions :i.ndicated in note (c) to this Item, this 
column indicates the aggregate amount of direct i;-cmune:i:nt:i.on paid by the 
Company, Associated and Associated' s subsidiaritis to the person or par
sons specified, in all capacities, during the Company's fiscal year cmded 
February 2, 1974, 

(b) This amount does not include legal fees in the amount of $15,304.00 
which the Company accrued during its fiscal year ended Fab.i:ua1-y 2, l,974, 
to the law fii~ of F:r:mik, Bei:nstein, Conaway & Goldman, :i.n 1·1hich Messrs. 
Goldman and Bl\mtenthal are and were at the time of such payment partners. 
No.r does the said amount include any addi tionaJ. such legal fees incurred 
by the Company between January .1, 197'1, and l!'ebruary 2, 1974, for which 
amounts the said firm had not billed the Company as of l!'ebruary 2, J.974, 
Nor does the said amount: include the interest of David s. Gottesman, 
as a partner in T:'irst Manhattan Co., in ccrtnin c01runissions paid to 
First Manhattan Co. by one of Associatecl' s subsid:i.nries. · See I'.l.'EM 15. 
IN'fEREST OP MANAGEMENT AND OTHERS IN /::ER'l'lUN TRANSAC'rIONS, 

--r1 . 

. " 

DISCLOSURE 
,, 

" 

- lB -

R IF THE ABOVE PAGE. IS LESS CLEAR THAN THIS SJAl~~ENT •. !TIS 
DUE TO POOR PHOTOGRAPHIC QUALITY OF Tt!ISj~OCUMENT. · 

: \\,,..- '' 

.Jj 

I 
di 
I 
I 

i 

. I 



! 

I 
I 
I 
I 
' 

\ 
) 

1 
\ 

\ 
\ 
l 
J. 

! 

\' 

\ 
\ ,I 
I! 

l 

since the beginning of tho fiacal year ended February 2, 1974, nor are 

there any presently proposed transactions, to which the Company, 

Associated or any of ASsoci<\tcd' s subsidiaries was or is to be a 
;:1 

party, in which any Director or Officer of the Company, or any securit:i• 

holder named under section A of Item 11 hereof, or any relative or 

spouse of any of the foregoing persons who has the same home as such 

person or who is a Director or Officer of the Company or of Associated 

or any of Associated's subsidiaries, had or is to have a direct or 

indirect material interest:* 

(1) Du:i.·ing the Compnny 's fiscal year ended February 2, 

1974, Columbia purchased and sold certain securities traded on the 

New YorJ.;: Stock exchange. Those transactions were made thFough First 

Manhattan Co., of which David s. Gottesman is a general partner, acting 

as broker. for Reinsurance Cor.p. of Nebraska. The commissions paid 'to 

First Manhatt<m Co. in connection with the said purchases were deter

mined by the application of the prevailing commission rates and totaled 

approximately $4,652.00. 
(' 

(2) During the Company's fiscal year ended February 2, 
\ 

1974, Columbia accepted reinsurance contracts from National Indemnity, 

of which Narren E. Buffett is the Chairman of the Board of Directors, '\ 

' ~ 
~ 
11 . ! \ 
I l 
l' J 
H 
\ ' 
1< t 
l ~ 
L t 
: j 
\ i' 

representing premiums written in the approY.imate amount of $2, 161, 94 7. oci'i1 .. H 
'' 

National Indemnity is paid ceding commissions equal to approximately 

one-half of the standard commissions. (See ITEM 1. BUSINESS.) The 

commissions paid by Columbia to National Indemnity aggregated approxi-

mately $528,J.43.00 during the calendar year 1973. (The records of both 

companies are kept on a calendar year accrual basis.) 

_•1! (3) During the Company's fiscal year ended February 2, 

1974, the Company paid and/or incurred certain legal fees in connection 

*Mr. Benjamin F. Rosner, the President of Associate.d (but neither an 
Officer nor a Director of the Company) , ow11s and lease .. s to Associated 
the lc.tnd and improvements upon which Associated operates one of its · 
retail stores. 

,, 
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with the representation of the Company by the law firm of F:rank, 

Bernstein, Conaway & Goldman. (See note (b) to I'.l'l!iM 13. RENONERl'i.'l'TQ:i 

OF DIRECTORS AND OFFICERS.) 

(4) on March 15, 1974, the Director3 of the Company 

approved in principal the proposed merger of the Company with and into 

Berkshire. 'l'he c;ompm1y with i:ts subsldiaries owns J.l •. 2% of the out

standing capital stock of Berkshire. ll'arren E. Buffett, a Director of 

the Company owning more than ten percent (10%) of the issued and out·· 

standing stock of i:he Company,. is also a Director of Berkshire and 

owns more than ten percent (lOC) of the issued and t)utstanding steel: of 

Berkshire. A registration statement on Forrn S-14 will be~ filed by 

Berkshire in connection with the proposed merger. 
(See ~:~ P~'\REl'lTS 

AND SOJ3SIDIAT:IES and ITEM 11. PRlNCIPAJ, SECURI'J'Y HOLDERS A!:lD SECUlU'l'Y 

HOLDINGS OJ? MANAGEMENT) • 

B. D\l.ring the Company's fiscal year ended Feh:cua:r.y 2, 19 74, 

no Director or Officer of the Company or associate of such persons wa:~ 

indebted to the Company, Associated or any of Associated' s subsidia.i:-i~'S. 

c. Other than any payments which may have been made pursuant 

to the terms of any pension, retirement, savings or similar plan whi.ch 

may have been provided by the Company, l'.ssociated or any of Associated' s 

subsidiaries, during the Company's fiscal year ended February 2, 1974, 

there were no transactions, and there is no present;Ly proposed trans

action, to which any of the said plans was oi= is to he a party, in 

which any Director or Officer of the Company, any security holder 

named under section A of Item 11 h0reof, or any relative or spouse 

the:t:0of or relative of any such spouse who has the same home as any 

such Director, Officer or security holder or who is a Director or 

Officer of Associated or any of Associated's ~ubsidiaries, had or is 

to have a direct or indirect material inti;n:-est. 

* * * * * * * * * * 

Pursuant to the requirements of Section 13 or 15 (d) of the 

Securities Exchange Act of 19 34, the reg is tr ant ha:i duly caused this 

- 20 -
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report to be signod on its behalf by the undersigned, thereunto duly 

m1thorizec1. 

DIVERSIFIED RETAILING COMI?ANY, INC. 

By:~/ fVv.... 
Robert H. Goldn 

\', 

Date :--~--!\----'?>=-ii-I-~ _l...:..f_ 

<• 
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ANNUAL REPOR'r ON FORM 10-K 

ITEM lO(a) 

FINANCIAL STATEMENTS AND SCHEDULES 

DIVERSIFIED RETAILING COMPANY, INC. 

AND SUBSIDIARY 

February 2, 1974 and February 3, 1973 

The following consolidated financial statements and schedules of the 
registrant and its subsidiary and of the registrant (parent company) for the fiscal 
years 1974 and 1973 are submitted herewith: 

Consolidated: 
Consolidated Balance Sheet 
Consolidated Statement of Earnings 
Consolidated Statement of Retained Earnings 
Consolidated Statement of Changes in Financial Position 
Notes to Consolidated Financial Statements 

Parent Company only: 
Balance Sheet 
Statement of Earnings 
Statement of Retained Earnings 
Statement of Changes in Financial Position 
Notes to Financial Statements 

Schedule III - Investments in Securities of Affiliates 
Schedule V - Property, Plant and Equipment 
Schedule VI - Accumulated Depreciation, Depletion and Amortization 

of Property, Plant and Equipment 
Schedule XVI - Supplementary Income Statement Information 

All other schedules (Nos. I, II, IV, VII, VIII, IX, X, XI, XII, XIII, XIV, 
XV, XVII, XVIII and XIX) for which provision is made in the applicable regulation 
of the Securities and Exchange Commission are not required under the related 
instructions or are inapplicable, and therefore have been omitted, With respect to 
Schedule XIII, the information applicable to the consolidated subsidiaries. has been 
omitted as they are wholly-owned and the answers to Column G would be "none", 

The following financial statements and schedules of the unconsolidated 
insurance subsidiary for the years 1973 and 1972 are submitted herewith: 

Balance Sheet 
Statement of Earnings 
Statement of Capital Stock and Surplus 
Statement of Changes in Financial. Positio11 
Notes to.Financial Statements 
Schedule I - Bonds 
Schedule II - Stocks - Other Than Stocks of Affiliates 
Schedule V - Summary of Investments in Securities - Other Than 

Securities of Affiliates 
Schedule VI Investments in Stocks of Affiliates 
Schedule VII - Premiums, Losses and Underwriting Expenses 
Schedule X - Income from Dividends - Equity in Net Profit of Affiliates 
Schedule XI - Summary of Realized Gain (Losses) on Sale or Maturity 

of Investments 

All other schedules (Nos. III, IV, VIII and IX) for which provision is 
made in the applicable regulation of the Securities and Exchange Commission are not 
required under the related instructions or are inapplicable, and therefore have been 
omitted. The information required in Schedule VIII is included in the notes to 
the financial statements of the insurance subsidiary. 

The following exhibits are attached and made a part of this filing: 

Exhibit A - Computation of Earnings Per Share 
Exhibit B - Annual Report of Blue Chip Stamps - March 2, 1974 
Exhibit C - Annual Report of Berkshire Hathaway Inc. - December 29, 1973 
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Board of Directors 

ERNST 0. ERNST 
ONC NORTH CHARLCS 

BALTIMORE, MARYLAN O 
21201 

Diversified Retailing Company, Inc. 
Baltimore, Maryland 

We have examined the financial statements of Diversified 
Retailing Company, Inc. (parent company) and the consolidated financial 
statements of Diversified Retailing Company, Inc. and subsidiary for the 
years ended February 2, 1974 and February 3, 1973, and the related schedules 
listed in the accompanying index. 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. The consolidated financial 
statements include the equity in earnings of an unconsolidated subsidiary 
and certain affiliated ~ompanies, The financial statements of these 
companies used as the basis of recording such equity in earnings were 
examined by other auditors whose reports were furnished to us. Our opinion 
expressed herein, insofar as it relates to the amount of income included 
for those companies for each of the years ended February 2, 1974 and 
February 3, 1~73, is based solely on the reports of other auditors. 

The report of the other auditors on the financial statements of 
Blue Chip Stamps (Blue Chip), an affiliated company, is qualified with 
respect to the resolution of pending legal proceedings referred to in Note 11 
to the financial statements of Blue Chip, which statements are included as 
Exhibit B to this annual report on Form 10-K, The investment in Blue Chip 
is held by Associated and its unconsolidated subsidiary and is carried at 
cost plus equity in undistributed earnings, which at February 2, 1974 
aggregated $12,491,000. 

In our opinion, based upon bur examination and the aforementioned 
reports of other auditors and subject to the effect, if any, on the financial 
statements resulting from the ultimate outcome of the legal proceedings 
referred to in the preceding paragraph, the accompanying balance sheets and 
statements of earnings, retained earnings and changes in financial position 
present fairly the financial position of Diversified Retailing Company, Inc. 
(parent company) and of Diversified Retailing Company, Inc. and subsidiary 
at February 2, 1974 and February 3, 1973, and the respective results of 
their operations, and changes in financial position for the years then ended, 
in conformity with generally accepted accounting principles applied on a 
consistent basis. Further, it is our opinion that Schedules III (subject 
to the effect of the aforementioned legal proceedings), V, VI and XVI 
present fairly the information set forth therein. 

Baltimore, Maryland 
April 17, 1974 

DISCLOSURE 

ERNST & ERNST 
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CONSOLIDATED BALANCE SHEET 

DIVERSIFIED RETAILING CONPANY, INC. 

AND SUBSIDIARY 

ASSETS 
CURRENT ASSETS 

Cash 
Short-term commercial paper and other marketable 

securities - at cost, which approximates market 
Accounts receivable 
Merchandise inventories - Note A 
Prepaid expenses 

TOTAL CURRENT ASSETS 

INVESTHENTS AND OTHER ASSETS 
Investment in unconsolidated subsidiary -

Notes A and B 
Investment in affiliated companies - Notes A, C and D 

Berkshire Hathaway Inc. 
Blue Chip Stamps 

Other security investments - at cost 
Other assets - Note A 

PROPERTY, PLANT AND EQUIPMENT - at cost, less 
allowance for depreciation and amortization of 
$645,525 and $991,852 - Notes A, E and K 

LIABILITIES AND STOCKHOLDERS' EQUITY 

CURRENT LIABILITIES 
Trade and sundry accounts payable 
Salaries, wages and bonuses 
Taxes other than taxes on income 
Accrued interest 
Taxes •?n income 
Other current liabilities 

TOTAL CURRENT LIABILITIES 

DEFERRED INCOHE TAXES - Notes A, C, D and F 

LONG-TERM DEBT - Note G 
8% Debentures due Nov~nber 1, 1985 
9% Notes payable 

DEFERRED CREDIT - unamortized excess of carrying 
amount of net assets of subsidiary over 
acquisition cost - Note A 

STOCKHOLDERS' EQUITY - Notes G and H 
Common Stock - voting, par value: $.0003 

Authorized: 3,333,333-1/3 shares 
Issued and outstanding: 1,000,000 shares 

Additional paid-in capital 
Retained earnings 

COMMITMENTS AND CONTINGENT LIABILITIES -
Notes I and J 

See notes to consolidated financial statements. 
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February 2, 
1974 

$ 2,504,058 

420,159 
4,313,442 

79,026 
7 ,.:n6,685 

8,429,055 

5,227,024 
8,820,555 

381,094 
22,857,728 

921,594 

$31,096,007 

$ 618,524 
155,701 
237,059 
161,476 
389,130 
115,065 

1,676,955 

247,233 

6,600,000 
1,242,885 

426,185 

300 
5,999,700 

14,902,749 
20,902,749 

$31,096,007 

February 3, 
1973 

$ 882,020 

1,495,297 
249,212 

3,818,520 
74,195 

6,519,244 

7,516,244 

2,924,157 
8,335,047 

206,763 
598, 111 

19,580,322 

1,756,340 

$27,855,906 

$ 388,027 
142,215 
261,947 
162,008 
353 '779 
83,889 

1,391,865 

143,346 

6,600,000 
1,242,885 

557 ,315 

300 
5,999,700 

11,920,495 
17,920,495 

$27 '855' 906 
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CONSOLIDATED STATEMENT OF EARNINGS 

DIVERSIFIED RETAILING COMPANY, INC, 

AND SUBSIDIARY 

Net s11les (including leased department sales) 
Cost of goods sold 

Selling, general and administrative expenses 

Other income and (deductions): 
Amortization of excess of net assets 

subsidiaries over acquisition cost 
Dividends 
Interest and financing cost 
Interest income 
Miscellaneous 

of 
- Note A 

EARNINGS BEFORE INCOME TAXES, EQUITIES 
IN EARNINGS OF UNCONSOLIDATED 
SUBSIDIARY AND AFFILIATED COMPANIES 
AND EXTRAORDINARY ITEMS 

Taxes on income: 
Federal - Notes A and F 
State and local 

EARNINGS BEFORE EQUITIES IN EARNINGS OF 
UNCONSOLIDATED SUBSIDIARY AND 
AFFILIATED COMPANIES AND 
EXTRAORDINARY ITEMS 

Equity in earnings of unconsolidated subsidiary -
Note B 

Equity in earnings of affiliated companies (net 
of deferred income taxes: 1974 - $114,115; 
1973 - $83,628) - Notes A, C and D: 

Berkshire Hathaway Inc. 
Blue Chip Stamps 

EARNINGS BEFORE EXTRAORDINARY ITEMS 

Extraordinary items - Note K 

NET EARNINGS 

F-4 

Fiscal year ended 
February 2, February 3, 

( 

1974 1973 

$38,398,636 
25,023,201 
13,375,435 

12,165,363 
1,210,072 

131, 130 
7,164 

720,066) 
66,426 

2141422 

909,148 

287,500 
1391000 
426,500 

482,648 

912,811 

629. 709 
5611508 

1,191,217 
2,586,676 

3951578 

$ 2,982,254 

( 

(53 weeks) 

$38,918,071 
25,427,906 
13,490,165 

11,775,923 
1,714,242 

131,130 
20,060 

687,408) 
9,995 

731 710 

112611729 

410,000 
255 1000 
6651000 

596,729 

954,844 

454,453 
718 1995 

111731448 
2,725,021 

1931021 

$ 2,918,042 

li 
fl. "-"""-------------------, .... ---------------------~ .. ~-.-""""7'1' !~-·-,,-,,, .. ~ -
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CONSOLIDATED STATEMENT OF EARNINGS - CONTINUED 

DIVERSIFIED RETAILING COMPANY, INC. 

AND SUBSIDIARY 

Earnings per share: 
Earnings before equities in earnings of 

unconsolidated subsidiary and affiliated 
companies and extraordinary items 

Equity in earnings of unconsolidated subsidiary 

Equity in earnings of affiliated companies 

Extraordinary items 

Net earnings 

See notes to consolidated financial statements • 

F-5 

Fiscal year ended 
February 2, February 3, 

$ 

$ 

1974 1973 
(53 weeks) 

.48 $ 

.91 

1.19 

.40 

2.98 $ 

.60 

.96 

1.17 

.19 

2.92 
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CONSOLIDATED STATEME~'T OF RETAINED EARNINGS 

DIVERSIFIED RETAILING COMPANY, INC. 

AND SUBSIDIARY 

Balance at beginning of year 

Net earnings for the year 

BALANCE AT END OF YEAR 

Fiscal year ended 
February 2, February 3, 

1974 1973 

$11,920,495 $ 9,002,453 

2,982,254 

$14,902,749 

2,918,042 

$11, 920 ,495 

See notes to consolidated financial statements. 
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CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 

DIVERSIFIED RETAILING COMPANY, INC. 

SOURCE OF FUNDS 
From operations: 

AND SUBSIDIARY 

Net earnings before extraordinary items 
Charges (credits) to earnings which did 

not affect working capital: 
Depreciation and amortization 
Amortization of excess of carryi.ng 

amount of net assets of subsidiary 
over acquisition costs 

Deferred income taxes 
Amortization of finance costs 
Equity in earnings of unconsolidated 

insurance subsidiary 
Equity in earnings of affiliated companies 

in excess of dividends received 
Deferred taxes (related to equity in 

earnings of affiliated companies) 
TOTAL FROM OPERATIONS 

Extraordinary items: 
Income taxes applicable to extraordinary 

gain on exchange of securities 
Proceeds from condemnation of property, net 

of income taxes 
Proceeds from long-term borrowing 
Deductions from property, plant and equipment 
Decrease in other assets 
Decrease in other securities 

APPLICATION OF FUNDS 
Investment in affiliated companies 
Additions to property, plant and equipment 

INCREASE (DECREASE) IN WORKING CAPITAL 

Fiscal year ended 
February 2, February 3, 

1974 1973 

$2,586,676 $2,725,021 

145,531 176,472 

( 131, 130) ( 131,130) 
( 50,000) 

28,202 28,202 

( 912,811) ( 954,844) 

( 1, 173, 504) ( 1,125,020) 

1141115 831628 
657 ,079 7 52,329 

( 82, 724) 

1,269,904 
51,341 

7,013 1,827 
188,815 56,519 
206,763 

2 ,329' 574 779,292 

1,625,099 943,099 
192,124 48,946 

11817 1223 992,045 

$ 512,351 ($ 212,753) 
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CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION - CONTINUED 

DIVERSIFIED RETAILING COMPANY, INC. 

AND SUBSIDIARY 

INCREASE (DECREASE) IN COMPONENTS OF 
WORKING CAPITAL 

Current assets: 
Cash 
Short-term commercial paper and 

other marketable securities 
Accounts receivable 
Merchandise inventories 
Prepaid expenses 

Current liabilities: 
Trade and sundry accounts 
Salaries, wages and bonuses 
Taxes other than taxes on income 
Accrued interest 
Taxes on income 
Other current liabilities 

( ) indicate red figure. 

See notes to consolidated financial statements. 
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NET CHANGE 

1 9 7 4 

$1,622,038 

( 1,495,297) 
170, 947 
494,922 

4 1831 
797 1441 

230,497 
13,486 

( 24,888) 
( 532) 

35,351 
31 1176 

285,090 

$ 512,351 

DISCLOSURE R IF THE ABOVE PAGE IS LESS CLEAR THAN YHIS STATEMENT. IT IS 
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$ 7,815 

496,019 
30,588 

( 665,864) 
( 107 1084) 
( 238,526) 

( 222,357) 
( 17,786) 

68,107 
4,663 

147,726 
( 61125) 
( 25 1773) 

($212. 7 53) 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

DIVERSIFIED RETAILING CONPANY, INC. 

AND SUBSIDIARY 

February 2, 1974 and February 3, 1973 

Note A - SIGNIFICANT ACCOUNTING POLICIES 

Principles of Consolidation 

Diversified Retailing Company, Inc. is a holding company and has no 
operations. The consolidated financial statements include the accounts of 
the Company and its wholly-owned subsidiary, Associated Retail Stores, Inc. 
(Associated). Intercompany accounts and transactions have been eliminated 
in consolidation. 

Investment in Consolidated Subsidiary 

At the date of acquisition of Associated by the Company, the carrying amount 
of the net assets of Associated was in excess of the Company's investment. 
Such excess amounted to $1,311,309 and is being amortized to income over a 
ten-year period. The unamortized balance is shown as a deferred credit in 
the balance sheet. 

Investment in Unconsolidated Subsidiary 

Columbia Insurance Company (formerly Reinsurance Corp. of Nebraska) was 
formed in 1970 as a wholly-owned unconsolidated subsidiary of Associated. 
Columbia maintains its records on a calendar-year basis in accordance with 
state insurance regulations; Associated uses the equity method to recognize 
its interest in the earnings of Columbia for the calendar periods ending 
within the fiscal periods of Associated ending one month thereafter. 

Investments in Affiliated Companies 

The Company and its subsidiaries hold collllllon stock investments in Berkshire 
Hathaway Inc. and Blue Chip Stamps, which two companies are considered 
"investees" under the provisions of Accounting Principles Board Opinion No. 
18. Accordingly, the Company uses the equity method of accounting for these 
investments, under which method the Company currently recognizes its 
proportionate share of earnings reported by those companies, net of deferred 
income taxes provided for under the assumption that such earnings will 
ultimately be distributed as taxable dividends. Provision is also made for 
amortization of the difference between cost of the investments and the 
underlying equity in net assets at the dates of acquisition; this provision, 
through the fiscal year ended February 3, 1973, was computed on the basis of 
a forty-year amortization period, With respect to the investment in Blue 
Chip Stamps, effective for the year ending February 2, 1974, the period of 
amortization of excess cost was reduced to seven remaining years from the 
beginning of the current fiscal year. This change has the effect of reducing 
income for the year ending February 2, 1974 by $363,000 ($0.36 per share). 
In the opinion of management, this change was necessary because of the 
anticipated continuing decline in the stamp operation of Blue Chip Stamps to 
which the excess cost originally rel.~ted. 
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~ TO CONSOLIDATED FINANCIAL STATEMENTS ,. CONTINUED 

DIVERSIFIED RETAILING COMPANY, INC. 

AND SUBSIDIARY 

February 2, 1974 and February 3, 1973 

Note A - Blue Chip Stamps 1 fiscal year ends one month :;i.fter that of the Comp1my; t.he 
(Cont'd) Company has not recognized this difference in its annual accounting for equity 

in earnings of Blue Chip, having recorded its equity in earnings of Blue Chip's 
year ending on or about February 28 in its year ending on or about the 
preceding January 31. 

At February 2, 1974 and February 3, 1973 the Company, Associated and Columbia 
held in the aggregate 16% of the outstanding common stock of Blue Chip Stamps. 
At February 2, 1974 the companies held 11% and at February 3, 1973 9% of the 
outstanding stock of Berkshire Hathaway Inc. In addition certain related 
persons own 32% of Blue Chip Stamps and 36% of Berkshire Hathaway outstanding 
common stock. Disposition of all or any lesser amount of said common stock of 
these affiliated companies may be subject to certain restrictions. Trading in 
Berkshire common stock is not extensive, although trades have been executed 
between $70 and $80 per share. A representative fair market value of $75 would 
cause the holdings of the Company, Associated and Columbia to approximate 
$8,366,000. The National Association of Insurance Commissioners Valuation 
Committee has assigned a valuation of $7.25 per share to the stock of Blue Chip 
Stamps. Accordingly, on this basis, the "market" value of Associated's and 
Columbia's investments in Blue Chip Stamps approximates $6,104,000. The 
Company believes that while such valuations may be indicat;,\..e of the value in 
the public market for a moderate numbei: of shares, they are. not necessarily 
indicative of the fair market value of the substantial blocks of shares held in 
Berkshire and Blue Chip. 

The latest Annual Reports for Blue Chip Stamps and Berkshire Hat•iaway Inc. are 
included with this filing as exhibits B and C, respectively, and should be read 
in conjunction with the consolidated financial statements. 

Accounts Receivable 

In the opinion of management, no allowance for doubtful accounts is necessary 
due to the nature (primarily lay-away accounts) of the accounts receivable. 

Merchandise Inventories 

Inventories are determined by the first-in, first-out method and are priced at 
the lower of cost or market by use of the retail inventory method, except as to 
warehouse inventories which are priced at cost. 

Property and Equipment 

Expenditures for maintenance, repairs, renewals and betterments which represent 
improvements to property and equipment are capitalized; other such items are 
charged to current operations. At the time assets are retired or otherwise 
disposed of, the cost and related allowance for depreciation are eliminated 
from the asset and allowance accounts and any profit or loss on disposition is 
reflected in current operations. When assets become fully tlepreciated, the 
cost and related allowance for depreciation are written off. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

DIVERSIFIED RETAILING COMPANY, INC. 

AND SUBSIDIARY 

February 2, 1974 and February 3, 1973 

Note A - Depreciation for both financial accounting and income tax purposes is based on 
(Cont'd) the 150% declining balance method as to buildings and on the straight-line 

method for substantially all other property and equipment. 

Federal Income Taxes 

The Company, Associated and Co~umbia file a consolidated Federal income tax 
return. The investment tax credit, not material in amount, is accounted for by 
the .flow-through method. 

Financing Costs 

Certain costs incurred in connection with the issuance by the Company of its 8% 
Debentures have been capitalized in Other Assets and are being ratably 
amortized over the stipulated life of the debentures. 

Note B - INVESTMENT IN UNCONSOLIDATED SUBSIDIARY 

Associated owns all of the issued and outstanding capital stock of Columbia 
Insurance Company, which reinsures risks other than life and title. The 
carrying value of the investment represents cost plus equity in earnings as 
follows: 

Payment for stock and contributions to capital: 
Cash 
Marketable securities 

Net earnings to December 31, 1972 
BALANCE FEBRUARY 3, 1973 

Net earnings for the year ended February 2, 1974 

BALANCE FEBRUARY 2, 1974 

Note C - INVESTMENT IN BERKSHIRE HATHAWAY INC. 

$2,500,000 
3,355,389 
5, 855,389 
1, 660, 855 
7,516,244 

912 ! 811 

$8,429, 055 

The carrying value of the investment in common stock of Berkshire Hathaway Inc. 
represents the purchase cost of the shares plus equity in post-acquisition 
earnings, adjusted for amortization, on a forty-year basis, of the difference 
between purchase cost and underlying net asset values at dates of acquisition. 
This is summarized as follows: 

Shares owned 
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Note C -
(Cont 1 d) 

NOTES TO CONSOLIDATED FINANCIAI, STATEMENTS - CONTINUED 

DIVERSIFIED RETAILING COMPANY, INC. 

AND SUBSIDIARY 

February 2, 1974 and February 3, 1973 

Purchase cost: 
Representing underlying net asset 

values at dates of acquisition 
Cumulative excess of cost over equity 

in net assets on Associated's 
investment, net of amortization for 
fiscal years 1973 and 1974 of $370 
and $6,716, respectively 

Cumulative excess of equity in net 
assets over cost on Diversified's 
investment, net of amortization for 
fiscal years 1973 and 1974 of 
$11,236 and $14,533, respectively 

Equity in post-acquisition earnings 

CARRYING AMOUNT 

February 3, 
1973 

February 2, 
1974 

$2,200,280 $3,630,277 

( 

157' 651 

136 ! 882) ( 
20,769 

703,108 

$2' 924, 157 

346,407 

133,585) 
212,822 

l,383,925 

$5,227' 024 

The cost of Associated's investment in Berkshire Hathaway Inc. exceeded the 
underlying equity in net assets at the dates of acquisition of the several 
Llocks of stock by $353,123 at February 2, 1974 and $158,021 at February 3, 
1973. The cost of the Company's investment in Berkshire was less than the 
underlying equity in net assets at the dates of acquisition of the several 
blockssof stock by $148,118 at both February 2, 1974 and February 3,11973, 
Berkshire has paid no dividends during the period of affiliation. 

Deferred income taxes of approximately $99,000 at February 2, 1974 and $51,000 
at February 3, 1973 have been provided with respect to the equity in post
acquisi,,tion earnings, assuming their ultimate distribution as a taxable 
dividen.d. 

Col,umbitl Insurance Company has an additional investment in 48, 715 shares of 
· llerkshir<' Hathaway Inc. 

Note D - INVESTl'IENT IN BLUE CHIP STAMPS 

The c8rrying value of the investment in 591,900 shares of common stock of Blue 
Chip Stamps represents the purchase cost, less amortizatlon of the excess of 
cost over net value of underlying assets at dates of acquisition plus equity 
in undistributed post-acquisition earnings, as follows: 

DISCLOSURE 
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Note D -
(Cont'd) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

DIVERSIFIED RETAILING COMPANY, INC. 

AND SUBSIDIARY 

February 2, 1974 and February 3, 1973 

Purchase cost: 
Representing underlying net asset 

values at dates of acquisition 
Cumulative excess of cost over equity 

in net assets, net of amortization 
for fiscal years 1973 and 1974 of 
$137,260 and $427,141, respectively 

Equity in post-acquisition 
undistributed earnings 

CARRYING AMOUNT 

February 3, 
1973 

$5, 075,471 

1,971,765 
7,047,236 

1, 287 ! 811 

$8,335, 047 

February 2, 
1974 

$5, 075,471 

1,681,884 
6,757,355 

2,063,200 

$8,820,555 

The cost of Associated's investment in Blue Chip (Diversified has no investment 
in Blue Chip) exceeded the underlying equity in net assets at the dates of 
acquisition of the several blocks of Blue Chip stock by $2,109,025 at 
February 2, 1974 and February 3, 1973. Blue Chip dividends received by 
Associated were $142,056 for both fiscal years ended February 2, 1974 and 
February 3, 1973 and have been applied as a reduction of the investment in the 
affiliated company in acc~rdance with the equity method of accounting for such 
investments as described in Note A. 

Through February 3, 1973 the excess of cost over underlying net asset values 
was being written off over a forty-year period. Commencing with the current 
fiscal year, this period of amortization was reduced to seven remaining years 
from February 4, 1973. 

Deferred income taxes of approximately $149,000 at February 2, 1974 and 
$92,000 at February 3, 1973 have been provided with respect to the equity in 
post-acquisition undistributed earnings, assuming their ultimate distribution 
as a taxable dividend, 

Columbia Insurance Company has an additional investment of 250,000 shares of 
Blue Chip Stamps. 
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NOTES TO CONSOL'XDATEJ) li'INANCIAL S'rATEMEN'tia_.: CONTINUED 

DIVERSI\l IED P.illTAILING COMP ANY, INC. 

AND SUBSIDIARY 

February 2, 1974 and February 3, 1973 

Note E - PROPERTY AND EQUIPMENT 

Property and equipment are comprised oi the following: 

Land 
Buildings 
Building improvements 
Leasehold improvements 
Furniture, fixtures and equipment 

Less allowances for depreciation 

Feb:r.uary 2, 
1974 

$ 201,515 
210,197 
156,095 
352,913 
646,399 

1,567, 119 

and amortization 645,525 

$ 921,5911 

February 3, 
1973 

$ 894, 722 
599,373 
154,880 
351,805 
747,412 

2,748,192 

991,852 

$1, 756,340 

Generally, the estimated useful lives used for computing dP,preciation range 
from 20 to 33 years for buildings, 4 to 14 years for furniture, fixtures and 
equipment and the life of the lease for leasehold improvements. 

See Note K regarding the condemnation of certain property during the year 
ended February 2, 1974. 

Note F - INCOME TAXES 

Federal income tax returns of the Company and its subsidiaries have been 
examined and deficiencies assessed have been paid for years through February 1, 
1969. 

The reasons for the difference in 1974 between. tax expense on ordinary income 
and the amount computed by applying the statutory federal income tax rate of 
48% were as follows: 

Earnings before income taxes, equities and 
extraordinary items 

Less state taxes 

Statutory rate 

Effect of: 
Capital gains rates on securities ga!.1> 

included in miscellaneous income 
Non-taxable income arising from amortization 

of excess of net assets of subsidiaries 
over acquisition cost 

TOTAL TAX EXPENSE 

Effective rate 
F-14 

$909,148 
( 139,000) 

770, 148 
48% 

370,000 

( 20, 500) 

( 62,000) 

$287' 500 

37.3% 
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Note G - DEBT 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUE~ 

DIVERSIFIED RETAILING COMPANY, INC. 

AND SUBSIDIARY 

February 2, 1974 nnd Februnry 3, 1973 

Under a line of credit nn·angement for short-tel"lll debt, Associated mny borrow 
up to $4,000,000 on such terms as it and the bnnk may mutually agree upon. 
The line of credit can be withdl·nwn nt the bank's option. There wel'e no 
compensnting bnlnnce arrnngements under the line of credit n01: any outstanding 
borrowings nt nny month-end during the yenr ended Februnry 2, 197l1 1 although 
the line was used for brief periods on a few occasions during the year. 

Interest and financing costs reflected in the consolidated statements of 
earnings relate principally to long-term debt, 

8% Debentures 

The debentul·es were issued under a trust indenture dnted November 1, 1967, 
under. which the aggregate principnl amount which may be issued is unlimited, 
the debentures are not secured by any lien, and there are no restrictions 
against secured or unsecured borrowinga of the Company. They bear interest at 
a fixed annual rate of 8% payable semi-annually and bear participating 
additionRl interest each year up to a maximum of 1% contingent upon the amount 
of adjusted consolidated ~arnings before income taxes, as defined, for the 
previous fiscal yenr. No contingent interest was payable under these 
provisions during the last two fiscal years. 

The debentures are. subject to redemption at the option of the Company at 105% 
of par plus accrued interest to October 31, 1974 and thereafter at perct.ntages 
reducing to 100')', at November l, 1983. The debentures are also contingently 
subject to redewption at par plus accrued interest through operation of n 
sinking fund. If the adjusted consolidated net worth, as defined, of the 
Company is less than $12 million, sinking fund payments are generally required, 
No such contingent sinking fund payments hnve been required and none appear 
imminent. 

The debentures are further subject to redemption at the option of each 
debenture holder, exercisable within 60 days following notice that, other than 
by reason of the death of Warren E. Buffett, said Warren E. Buffett or an 
organization controlled by him, shall cease to own in combined holdings a 
larger block of shares with voting rights of the Company than any other 
stockholder, or combination of stockholders, controlled by a single individual. 

The Articles of Incorporation of the Company provide that if and as long as an 
Event of Default exists or the Adjusted Consolidated Net Worth of the Company 
:l.s less than $8, 000, 000, anrl either condition continues for a period of thirty 
days, then the holders of the Debentures, co the exclusion ct( the holders of 
the Company's stock, shall be entitled to vote (i) to elect directors of the 
Company, and (ii) to approve the sale, lease or other disposition of all or 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

DIVERSIFIED RETAILING COMPANY, INC. 

AND SUBSIDIARY 

February 2, 1974 and February 3, 1973 

Note G - substantially all of the assets of the Company and distribution of the proceeds 
(Cont'd) thereof to the extent necessary to pay all sums due Debenture holders and other 

creditors. No amendment to such provisions shall be made as long as any 
Debentures are outstanding without the written approval of the holders of two
thirds in principal amount of the Debentures then outstanding. If there are 
such voting rights, each holde1· of the Debentures wi.ll have one vote for each 
$1,000 principal amount of Debentures. 

The Trust Indenture covering the Debentures contains certain restrictions 
applicable to the Company relating to net worth, redemption of stock and 
payment of dividends. Retained earnings of approximately $640, 000 were 
subject to such restrictions at February 2, 1974. 

9% Notes Payable 

The Notes Payable represent purchase obligations for shares of Berkshire 
Hathaway Inc. acquired at various dates. These notes become due at varying 
dates drom May l, 1974 to January 4, 1988 and bear interest at 9% per year, 
payable semi-annually. The notes are also due on the respective payees' 
demand on or after the expiration of twelve months :following the date of death 
of Warren E. Buffett. 

Principal payments due on these notes are summarized by fiscal year as follows: 

1975-76 
1977 
1978-81 
1982 
1983 
1986-87 
1988 

$ 3,731 
109,731 

3,731 
357,969 
571.,299 
26,500 

128,500 

The principal amount maturing within one year has not been classified as a 
current liability. 

Note H - STOCKHOLDERS' EQUITY 

There were no changes in the capital stock and additional paid-in capital 
accounts during the fiscal years ended February 2, 1974 and February 3, 1973. 

At February 2, 1974 retained earnings included $5,354,000 representing 
undistributed earnings of affiliated companies and Associated 1 s unconsolidated 
subsidiary as follows: Berkshire Hathaway - $1,293,000; Blue Chip -
$1,487,000; and Columbia - $2,574,000. 
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NOTES TO CONSOLIDATED FINANCIAL S'.l'ATEMENTS - CON'rINUED 

Note I - LEASES 

DIVERSIFIED RETAILING COMPANY, INC, 

AND SUBSIDIARY 

February 2, 1974 and February 3, 1973 

Associated and its consolidated subsidiaries lease 68 stores, warehouse 
facilities and New York offices, under leases expiring at various dates 
through 1988. The leases require minimum annual rental plus, under the terms 
of certain leases, additional payments for taxes, other expenses and percentage 
rentals. The amount of total rental expense and contingent rentals included in 
the statements of earnings is as follows: 

Fiscal year ended: 
1973 
1974 

Rental 
Expense 

$1, 772, 000 
1,844,000 

Contingent 
Rentals 

$189, 000 
229,000 

Associated also has leased and leases data processing equipment for 
approximately $53,000 a year through 1975, The present value of noncapitalized 
financing leases is not material. Likewise the impact on net income if such 
leases had been capitalized would not be material. 

Minimum annual rental obligations under existing real estate leases were as 
follows at February 2, 1974: 

Fiscal year ending: 
1975 

Note J - PENSION PLAN 

1976 
1977 
1978 
1979 
1980-1984 
1985-1988 

TOTAL 

$1, 452. 000 
1,237,000 
1,126,000 

840, 000 
495,000 

1, 627. 000 
348, 000 

$7' 125' 000 

Associated has a non-contributory trusteed pension plan covering eligible full
time employees. The total pension expense for each fiscal year approximates 
$65, 000 which includes amortization of past se'rvice liability ovei: a thirty
year period. Associated 1 s policy is to fund pension cost accrued. 

Participants do not have a vested interest in the plan. The unfunded past 
service liability at February 2, 1974 was approximately $40, 000. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

DIVERSIFIED RETAILING COMPANY, INC. 

AND SUBSIDIARY 

February 2, 1974 and February 3, 1973 

Note K - EXTRAORDINARY ITEMS 

Year ended February 3, 1973 - $193,021 Extraordinary Gain 

In March 1972 the Company exchanged cerf:ain investment securities for 300, 000 
shares of Blue Chip Stamps common stock with a basis of $3,861,000. This 
transaction was considered a taxable e:cchange under applicable income tax 
regulations and the gain on the exchange of $193, 021, after reduction for 
income taxes of $82,724, has been shown as an extraordinary gain in the 
statement of earnings. 

Year ended February 2, 1974 - $395,578 Extraordinary Gain 

In May 1973 Associated Retail Storos, Inc. received condemnation proceeds of 
approximately $1, 348, 000 for certain real estate and improvements which we1:e 
reflected on the books at $874,000, net of depreciation allowance, In the' 
opinion of legal counsel, an additional $135,000 will be realized from this 
proceeding; accordingly, the latter amount has been recognized in computing 
gain of $395,578 net of $213,000 applicable income taxes, reflected as an 
extraordinary item in the statement of earnings for the year ended February 2, 
1974. 

Note L - PROPOSED MERGER 

The Board of Directors of the Company has approved for submission to the 
shareholders a proposal to merge the Company into Berkshire Hathaway Inc., an 
affiliate (see Notes A and C). Consummation of the merger is subject to a 
number of conditions, including the approval of certain regulatory authorities 
and a favorable stockholders' vote on the part of each corporation. Shares of 
Berkshire Hathaway Inc. are proposed to be issued to the Company's stockholders 
in exchange for their holdings in the Company in this transaction. 

Note M - SUPPLEMENTAL NOTE - INVENTORIES 

Inventories used in the computation of cost of goods sold were as follows: 

January 29, 1972 
February 3, 1973 
February 2, 1974 

Note N - 52-53 WEEK YEARS 

$4,484,384 
3,818,520 
4,313,442 

The Company's and Associated's fiscal year ends on the Saturday nearest 
January 31. The fiscal year ended February 2, 1974 and February 3, 1973 
comprised 52 and 53 weeks, respectively. 
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BALANCE SHEET 

DIVERSIFIED RETAILING COMPANY, INC. 

ASSETS 

Cash 
Due from subsidiary 
Note receivable from subsidiary 
Investment in subsidiary - Notes A and B 
Investment in affiliated company - Notes A and 
Unamortized cost of long-term financing - Note 

c 
A 

LIABILITIES AND STrCKHOLDERS' EQUITY 

Accrued inte1:est and other expenses 
Due to subsidiary 
Deferred income taxes - Note A 
8% Debentures - Note D 
9% Notes payable - Note D 
Unamortized excess of carrying amount of net assets 

of subsidiary over acqui8ition cost - Note A 
Stockholders 1 equity - Notes D and. F: 

Common Stock - voting, par value $.0003 
Authorized: 3,333,333-1/3 shares 
Issued and outstanding: 1,000,000 shares 

Additional paid-in capital 
Retained earnings 

See notes to financial statements. 
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February 2, 
1974 

$ 7 5, 304 

6,600,000 
20,394,648 
2,057,356 

3311071 

$29,458,379 

$ 179,703 
46, 115 
60,742 

6,600,000 
1,242,885 

426,185 

300 
5,999,700 

14,902,749 
20,9021749 

$29,458,379 

February 3, 
1973 

$ 83,992 
21,000 

24,357,260 
1,707,532 

359,273 

$26,529,057 

$ 171,610 

36,752 
6,600,000 
1,242,885 

557,315 

300 
5,999,700 

ll, 920 i495 
17,9201495 

$26,529,057 
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STATEMENT OF EARNINGS 

DIVERSIFIED RETAILING COMPANY, INC. 

Fiscal xear ended 

Income: 
Interest from subsidiary 
Amortization of excess of net assets of 

subsidiary over acquisition cost - Note A 

Expenses: 
General and administrative expenses 
Interest and financing costs - Note A 

LOSS BEFORE INCOME TAXES, EQUITIES IN EARNINGS 
OF SUBSIDIARY AND AFFILIATED COMPANY 

Federal income tax credit - Note A 

INCOME (LOSS) BEFORE EQUITIES IN EARNINGS 
OF SUBSIDIARY AND AFFILIATED CCMPANY 

Equity in earnings of subsidiary - Notes A and B 
Equity in earnings of affiliated company net of 

deferred income taxes: 1974 - $23,990; 
1973 - $23,261 - Notes A and C 

Earnings per share: 
Income (loss) before equities in earnings 

of subsidiary and affiliated company 
Equity in earnings of subsidiary 
Equity in earnings of affiliated company 

Net earnings 

See notes to financial statements. 
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NET EARNINGS 

February 2, 

( 

1971+ 

$ 487,385 

131,130 
618,515 

31+,837 
668,146 
702,983 

84,468) 

103,500 

19,032 

2,637,388 

325,834 

$2,982,254 

$ 

.02 
2.64 

• 32 

2.98 
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February 3, 
1973 

(53 weeks) 

$ 131,130 
131,130 

19,978 
667 ,470 
687,448 

( 556,318) 

330,000 

( 226,318) 

2,840,255 

304,105 

$2,918,042 
' 
~ 

($ 

$ 

.23) 
2.84 

.31 

2.92 
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STATEMENT OF RETAINED EARNINGS 

DIVERSIFIED RETAILING CONPANY, INC, 

Fiscal year ended 
February 2, February 3, 

1974 1973 

Balance at beginning of year 
$11,920,495 $ 9,002,453 

Net earnings for the year 
2,982,254 2,918,042 

$14,902,749 $11,920,495 BALANCE AT END OF YEAR 

I 
I 
I 
I' 

See notes to financial statements. 

' 
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STATEMENT OF CHANGES IN FINANCIAL POSITION 

DIVERSIFIED RETAILING COMPANY, INC. 

SOURCE OF FUNDS 
From operations: 

Net earnings for the year 
Charges (credi.ts) to earnings which did 

not affect working capital: 
Amortization of excess of carrying amounts 

of net assets of subsidiary over 
acquisition cost 

Amortization of long-term financing costs 
Excess of ec1uity in earnings of subsidiary 

over dividends received 
'Equity in earnings of affiliated company 
Deferred inco~e taxes (applicable to equity 

in earnings of affiliated company) 
TOTAL FROM OPERATIONS 

Proceeds from long-term borrowing 
Dividend from subsidiary 

APPLICATION OF FUNDS 
Loan to subsidiary 
Investment in affiliated company 

DECREASE IN WORKING CAPITAL 

INCREASE (DECREASE) IN COMPONENTS 
OF WORKING CAPITAL 

Current assets: 
Cash 
Due from subsidiary 

Current liabilities: 
Accrued interest and 

other expenses 
Due to subsidiary 

( ) indicate red figure. 

NET CHANGE 

See notes to financial statements. 

l 9 7 4 l 9 7 3 

($ 8,688) ($ 848) 
( 21,000) 
( 29 '688) ( 848) 

8,093 
46, 115 4, 771 
54,208 4, 771 

($83,896) ($5,619) 
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Fiscal year ended 
February 2, February 3, 

1974 1973 

$2,982,254 $2,918,042 

( 131,130) ( 131,130) 
28,202 28,202 

( 2,637,388) ( 2,510,755) 
( 349,824) ( 327,366) 

23,990 23,261 
( 83,896) 254 

51,341 
6,6001000 
6,516,104 51,595 

6,600,000 
57 ,214 

6 > 600 ,000 57 z 214 

($ 83,896) ($ 5,619) 
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NOTES TOFINANCIAL STATENENTS 

DIVERSIFIED RETAILING COMPANY, INC. 

February 2, 1974 and February 3, 1973 

Note A - SIGNIFICANT ACCOUNTING POLICIES 

Investment in Subsidiary 

The investment in the Company's wholly-owned subsidiary, Associated Retail 
Stores, Inc. (Associated) (Note B), is accounted for under the equity method. 
At the date of acquisition of said subsidiary, the carrying amount of the net 
assets of the subsidiary was in excess of the investment of Diversified in 
the amount of $1,311,309; this excess is being amortized over a ten-year 
period and is shown in t~e balance sheet net of accumulated amortization. 

Investment in Affiliated Companies 

In compliance with Accounting Principles Board Opinion No. 18 the Company 
adopted'. i:: fiscal 1973 the equity mathod of accounting for investments in 
compani~s ·in which it has the ability to exercise significant influence 
through its direct and indirect holdings (Note C). Under this method, which 
has been applied retroactively, the Company currently recognizes its equity 
in the net earni,ngs of such affiliates. In determining the amounts reported 
as equity in earnings of affiliated companies provisi.on has been made for the 
amortization over a forty-year period of the difference between the cost of 
the Company's investment and the underlying equity in net assets at the dates 
of acquisition of the various blocks of stock of the affiliated companies. 
Deferred income taxes have also been provided on the portion of such equity 
represented by undistributed earnings. In making this computation it has 
been assumed that the earnings ultimately would be distributed as dividends 
and dividends received deductions would be available to offset 85% of the 
gross dividend. 

Financing Costs 

Certain costs incurred in connection with the issuance of 8% debentures have 
been capitalized and are being amortized ratably over the stipulated life of 
the debentures. 

Federal Income Taxes 

The Company's policy of filing a consolidated federal income tax return with 
Associated and Associated's wholly-owned insurance subsidiary, Columbia 
Insurance Company (formerly Reinsurance Corp. of Nebraska), has resulted in 
tax credits to Diversified. The investment tax credit (not material) is 
accounted for as a reduction of federal income taxes in the year in which the 
credit arises (flow-through method). 
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NOTES TO FINANCIAL STATEMENTS - CONTINUED 

DIVERSIFIED RETAILING COMPANY, INC. 

February 2, 1974 and February 3, 1973 

Note B - INVESTMENT IN SUBSIDIARY 

Associated holds common stock of certain affiliated companies (Note C). These 
investments, as well as Associate.d's investment in Columbia, are accounted for 
under the equity method in Associated's statement of earnings, which is 
summarized below: 

Earnings before equity in earnings of 
unconsolidated subsidiary and 
affiliated companies 

Equity in earnings of unconsolidated 
subsidiary 

Equity in earnings of affiliated companies 
Extraordinary gain 

NET EARNINGS 

Fiscal year ended 
February 2, February 3, 

1974 1973 

$ 463,616 $ 823' 047 

912,811 954,844 
865 ,383 869,343 
395,578 193,021 

$2,637,388 $2,840,255 

Associated's balance sheet at February 2, 1974 included an $8,429,000 investment 
in unconsolidated subsidiary {Columbia) and an $11,990,000 investment in 
affiliated companies (Note C) in the $28,673,000 total assets. Comparable 
figures for February 3, 1973 were $7,516,000 and $9,552,000 of total assets of 
$26,705,000. Associated's investment in affiliated companies included 
$2,267,000 representing the excess of the cost over the underlying equity in 
net assets at the dates of acquisition of the various blocks of stock. 

Note C - INVESTMENT IN AFFILIATED COMPANIES 

At February 2, 1974 the Company, Associated and Columbia hold in the aggregate 
16% and 11% of the outstanding common stock of Blue Chip Stamps and Berkshire 
Hathaway Inc., respectively. In addition certain related persons own 32% and 
36%, respectively, of the outstanding common stock of these companies. 
Disposition of all or any lesser amount of said common stock of these 
affil''.i.ated companies may he subject to certain restrictions. Trading in 
Berr.shire common stock is not extensive, although trades have been executed 
be(:ween $70 and $80 per share. /!..representative fair market value of $75 
wou·ld cause the holdings of the Company to approximate $1, 979, 000, exceeding 
cos':". The Company believes that while such market valuations may be 
indfcative of the value in the public market for a moderate number of shares, 
they are not necessarily indicative of the fair market value of the substantial 
block of shares held in Berkshire. 

The underlying equity in net assets at the dates of the Company's acquisition 
of the several blocks of Berkshire stock exceeded the Company's cost by 
$148,118. Berkshire has paid no dividends during the period of the Company's 
affiliation. 
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NOTES TO FINANCIAL STATEMENTS - CONTINUED 

DIVERSIFIED RETAILING COMPANY, INC. 

February 2, 1974 and February 3, 1973 

Note C - The latest Annual Reports for Blue Chip Stamps and Berkshire Hathaway Inc. are 
(Cont'd) included with this filing as Exhibits B and C, respectively, and should be 

read in conjunction with the financial statements. 

Note D - DEBT 

Interest and financing costs reflected in the consolidated statements of 
earnings relate principally to long-term debt. 

8% Debentures 

The debentures were issued under a trust indenture dated November 1, 1967, 
under which the aggregate principal amount which may be issued is unlimited, 
the debentures are not secured by any lien, and there are no restrictions 
against secured or unsecured borrowings of the Company. They bear interest 
at a fixed annual rate of 8% payable semi-annually and bear participating 
additional interest each year up to a maximum of 1% contingent upon the amount 
of adjusted consolidated earnings before income taxes, as defined, for the 
previous fiscal year. No contingent interest was payable under these 
provisions during the last two fiscal years. 

The debentures are subject to redemption at the option of the Company at 105% 
of pal: plus accrued interest to October 31, 1974 and thereafter at percentages 
reducing to 100% at November 1, 1983. The debentures are also contingently 
subject to redemption at par plus accrued interest through operation of a 
sinking fund. I:f the adjusted consolidated net worth, as defined, of the 
Company is less than $12 million, sinking fund payments are generally required. 
No such contingent sinking fund payments have been required and none appear 
inuninent, 

The debentures are further subject to redemption at the option of each 
debenture holder, exercisable within 60 days following notice that, other than 
by reason of the death of Warren E. Buffett, said Warren E. Buffett or an 
organization controlled by him, shall cease to own in combined holdings a 
larger block of shares with voting rights of the Company thar. any other 
stockholder, or combination of stockholders, controlled by a single individual. 

The Articles of Incorporation of th.e Company provide that if and as long as an 
Event of· Default exists or the Adjusted Consolidated Net Worth of the. Company 
is less than $8,000,000, and either condition continues for a period of thirty 
days, then the holders of the Debentures, to the exclusion of the holders of 
the Company's stock, shall be entitled to vote (i) to elect directors of the 
Company, and (ii) to approve the sale, lease or other disposition of all or 
substantially all of the as,sets of the Company and distribution of the proceeds 
thereof to the extent necessary to pay all sums due Debenture holders and other 
creditors. No amendment to such provisions shall be made as long as any 
Debentures are outstanding without the written approval of the holders of two
thirds in principal amount of the Debentures then outstanding. If there are 
such voting rights, each holder of the Debentures will have one vote for each 
$1,000 principal amount of Debentures. 
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NOTES TO FINANCIAL STATEME~rs - CONTINUED 

DIVERSIFIED RETAILING COMPANY, INC. 

February 2, 1974 and February 3, 1973 

Note D - The Trust Indenture covering .the Debentures contains certain restrictions 
(Cont'd) applicable to the Company relating to net worth, redemption of stock and 

payment of dividends. Retained earnings of approximately $640,000 were 
subject to such restrictions at February 2, 1974. 

9% Notes Payable 

The Notes Payable represent purchase obligations for shares of Berkshire 
Hathaway Inc. acquired at various dates. These notes become due at varying 
dates from May 1, 1974 to January 4, 1988 and bear interest at 9% per year, 
payable semi-annually. The notes are also due on the respective payees' 
demand on or after th~ expiration of twelve months following the date of 
death of Warren E. Buffett. 

Principal payments due on these notes are summarized by fiscal year as 
follows: 

1975-76 
1977 
197 8-81 
1982 
1983 
1986-87 
1988 

$ 3, 731 
109,731 

3,731 
357 '969 
571,299 
26,500 

128,500 

The principal amount maturing within one year has not been separately 
classified as a current liability. 

Note E - INCOME TAXES 

The Company's consolidated federal income tax returns have been examined by 
the Internal Revenue Service through February l, 1969. In management's 
opinion, there will be no material assessments for ~mbs•~quent years. 

Note F - STOCKHOLDERS' EQUITY 

There were no changes in the capital stock and additional paid-in capital 
accou11ts during the fiscal years ended February 2, l974 and February 3, 1973. 

At February 3, 1973 earnings retained in the business included $2,648,000 
representing undistributed earnings of subsidiary and affiliated company as 
follows: Associated - $1,837,000 and Berkshire Hathaway - $811,000. 

Note G - PROPOSED tlERGER 

The Board of Directors of the Company has approved for submission to the 
shareholders a proposal to merge the Company into Berkshire Hathaway Inc., an 
affiliate (see Notes A and C). Consununation of the merger is subject to a 
number of conditions, including the appcoval of certain regulatory authorities 
and a favorable stockholders' vote on the part of each corporation. Shares of 
Berkshire Hathaway Inc. are proposed to be issued to the Company's stockholders 
in exchange for their holdings in the Company in this transaction. 

DISCLOSURE 
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NAME OF ISSUER AND 
DESCRIPTION OF INVESTMENT 

(I) 

SCHEDULE III - INVESTMENTS IN SECURITIES OF AFFILIATES 

DIVERSIFIED RETAILING COMPANY, INC. 

AND SUBSIDIARY 

(2) (2) (I) (2) (I) (I) 

Equity Talton Up 
Number 0£ Shares in Earnings Distribution of Number of Shnras 

or Units, Amount in (Losse1) 0£ Enroings Sy Other or Units, 

·• of Bonds ond Other persons for Earnings (Losses) of Bonds nnd 

(2) 

1\mount in 
Dolin rs 

,, Dividt"nds 
Recolvod Durin1 
the Period from 
Investment• Not 
Accounted for by 

thtJ Equity 
Method ..,... Principel Amount Dollars Affiliates anJ Other Persons in Which I Prindpnl Amount 

N Notes the Period Were Taken Up Notes 
~~~~~~~~~~~~~-'--~·~~~....:..~~~~_...:.~~~~~.!,._~~~~...L~~~~:......!~.~~~~L-~..:..:.:::=-~-L~~~~-L~~~~~-

Year ended February 2, 1974: 
Unconsolidated subsidiary: 

Columbia Insurance Company 
Common Stock 

Affiliates: 
Blue Chip Stamps 

Common Stock 
Berkshire Hathaway Inc. 

Common Stock 

5,000 $ 7,516,244 

591,900 $ 8,335,047 

41,745 2,924,157 

$11,259,204 

DI Sc I 'OS u R ·E. ® IF THE ABOVE PAGE IS LES.S CLEAR THAN THIS STATEMENT. IT IS 
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$ 912, 811 5,000 $ 8,429, 055 

$ 627, 56/f $142, 056 591,900 $ 8, 820, 555 

677,768 $1,625,099(5) 60, 836 5,227' 024 

$1,305,332 $1,625,099 $142' 056 $14,047,579 
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COL.A 

NAME OF ISSUER AND 
DESCRIPTION OF INVESTMENT 

Year ended February 3, 1973: 
Unconsolidated subsidiary: 

Columbia Insurance 
Company 

Connnon Stock 

Affiliates: 
Blue Chip Stamps 

Connnon Stock 
Berkshire Hathaway Inc. 

Connnon Stock 

I 

• 

SCHEDULE III - INVESTMENTS IN SECURITIES OF AFFILIATES - CO~'TINUED 

DIVERSIFIED RETAILING COMPANY, INC, 

AND SUBSIDIARY 

COL. B COL. C COL. D 

BALANCE AT BEG-INNING 
OF PERIOD .ADDITIONS DEDUCTIONS 

( l) 
I 

I 
Number o! Shr.rus 

or Units, 
Principal Amount 

0£ Bonds t\Od 
Notes 

5,000 

291,900 

29,064 

(2) (l) 

Equity Token Up 
in Eafnings 

Amount. in (Los!le•) of 
Dolin rs Affiliates and 

Other penons Sor 
the: Period 

$6. 561, 400 $ 954,844 

$3,861,318 $ 777,578 

1.491,560 489,498 

(2) (l) 

Distribution 0£ 
Other Earnings By 

Per!lons In Which 
Earnings (Losses) 

Were Taken Up 

$3. 838. 207 (2) $142, 056 

943,099(3) 

$5,352,878 $1,267,076(1) $4,781,306 $142, 056 

(2) 

Othct" 

COL.E 

BALANCE AT END OF PERIOD 

( l) 

Number o( Sharfls 
or Units, 

Principal Amount 
of Bonds nnd 

Notes 

5,000 

591, 900 

41,745 

(2) 

Amount in 
DollnrR 

$· 7. 516, 244 

$ 8,335,047 

2,924,157 

$11, 259, 204 

.. 

COL. F 

Dividends 
Received Durin& 
the Period from 

Investment• Not 
A~counted for by 

the Equity 
Method 
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SCHEDULE III - INVESTMENTS IN SECURITIES OF AFFILIATES - CONTINUED 

DIVERSIFIED RETAILING COMPANY, INC. 

(PARENT COMPANY ONLY) 

COL.A COL.B COL. C COL.D COL. E COL. F 

BALANCE AT BEGINNING ADDITIONS DEDUCTIONS BALANCE AT END OF PERIOD OF PERIOD 
Dividends 

(I) (2) (I) (2) (I) (2) (I) (2) Received During 

NAME OF ISSUER AND the Period rrom 

DESCRIPTION OF INVESTMENT · Number of Shares 
Equity Taken Up Investments Not 

in Earnings Di:.~dbution of Number of Shares Accounted for by 
or Units. Amount in (Losse1) of Other Earnings By Other er Units. Amount in the Equity 

Principal Amount Dollars AffUiates and Persons ii' Which Principn! Amount Dollar~ Method 
of Bonds and Other persons for Earnings '( W.ises) of Bonds and 

"1 Notes the Period \\'ere 'l'aken Up Notes I I 
N 

"' 
,;. 

Year ended February 2, 1974: 
Associated Retail Stores, 

Inc. 453,000 $24,:;57,260 $2,637,388 $6,600,000 453,000 $20,394,648 ' 

j.: 

Affiliate: ' 
Berkshire Hathaway Inc. 

Connnon Stock 26,392 $ 1, 707 ,532 $ 349,824(1) 26, 392 $ 2, 057 ,356 
11 

" II 
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SCHEDULE III - INVESTMENTS IN SECURITIES OF AFFILIATES - CONTINUED 

COL.A COL. B 

BALANCE AT BEGINNING 
OF PERIOD 

NAME OF lSSUER AND 
(I) (2) 

DESCRIPTION OF INVESTMENT 
Number of Shares 

or: Units. 
Principal ) ... mount 

Year ended 1973: February 3, 
Associated Retail Stores, I nc, 

of Bonds' and 
Notot. 

Amount in 
Dollars 

DIVERSIFIED RETAILING CC!o!PANY I , NC. 

(PARENT COMPANY ONLY) 

COL. C COL. D 

ADDITIONS DEDUCTIONS 

(I) (2) (I) (2) 
Equity Taken Up 

in Ear:nings Distribution of (Losses) of 
Affiliates and Other Earnings By Other 

Other persons for I Per~:hlns in Which 

the Period Eorn~ngs (Losses) 
Were Taken Up 

Common Stock 453 , 000 $21,846,505 $2,840,255 $329, 500 

Affiliate: 

(1) 

(2) 

Berkshire Hathaway Inc, 
Common Stock 25,624 $ 1,322, 952 

Reconciliation to t t s a ement of operations: 

Equity in earnings 
Applicable income taxes 

$ 327,366(1) $57,214(4) 

Consolidated 

$1,305,332 $1,267) 076 
114,115 - 93,628 

$1, 191,217 $1,173,448 

COL. E 

BALANCE AT END OF PERIOD 

(I) (2) 

Number of Shares 
or Uuits. Amount in 

Principal Amount Dollars 
of Bonds nnd 

Notes 

453,000 

26,392 

Parent 
$349, 824 

23,990 

$325,834 

$24,357, 260 

$ 1,707,532 

Company 

$327 ,366 
23,261 

$304, 105 
Fair value. of 300, 000 shares of Blue Chi 8" 
common stock (cost $3 562 482 ) i 1 d d ~ .amps, Inc. common stock received 

, , nc u e in other security in'Vestments. in exchange for 270,584 shares of Thriftimart, I nc. 
(3) 

(4) 

(5) 

Acquisition of 12,681 shares at cost, 

Acquisition of 768 shares at cost, 

Acquisition of 19,091 shares at cost. 

The notes to the consolidated financial statements are made a part hereof. 
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COL. F 

Dividends 
Received During 
the Period from 
Invostment1 Not 
Accounted for by 

the Equity 
Method 
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COL. A 

CLASSIFICATION 

Fiscal year ended February 2, 1974: 
Land 
Buildings 
Building improvements 
Leasehold improvements 
Furniture, fixtures and equipment 

Fiscal year ended February 3, 1973: 
Land 
Buildings 
Building improvements 
Leasehold improvements 
Furniture, fixtures and equipment 

SCHEDULE V-PROPERTY, PLANT, AND EQUIPMENT 

DIVERSIFIED RETAILING COMPANY, INC. 

AND SUBSIDIARY 

COL. B COL. C 

Balance at Beginning Additions ot Cost 
of Period 

$ 894, 722 
599,373 
151f, 880 
351,805 
747,412 

$2,748,192 

$ 894,722 
599,373 
534,310 
397. 641 
791,459 

$3,217,505 

$ 19,222 
57,665 

1,215 
25,202 
88, 820 

$192, 124 

$ 3,468 
11,256 
34,222 

$48, 946 

(A) Represents fully-depreciated asgets written off against accumulated depreciation. 

(B) Represents cost of property condemned during the year. 

The notes to the consolidated financial statements are made a part hereof. 
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COL. D 

Retirements 
or Sales 

$ 712,429(B) 
41i6,84l(B) 

17 p 061 

$1, 176,331 

$ 630 
7,718 

$8,348 

COL. E 

Other Chan1.e1-
Debit and/or Credit•-

Describe 

(A) 

($ 24, 094) 
( 172,772) 

($196,866) 

($382, 898) 
( 56,462) 
( 70,551) 

($509, 911) 

COL. F 

S.lance at Clo.e 
of Period 

$ 201,515 
210, 197 
156,095 
352, 913 
646,399 

$1,567,119 

$ 894,722 
599,373 
154,880 
351,805 
747,412 

$2. 748, 192 

0 

0 
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SCHEDULE VI-ACCUMULATED DEPRECIATION, DEPLETION AND AMORTIZATION 
OF PROPERTY, PLANT AND EQUIPMENT 

DIVERSIFIED RETAILING COMPANY, INC. 

COL.A 

DESCRIPTION 

Fiscal year ended February 2, 1974: 
Buildings 
Building improvements 
Leasehold improvements 
Furniture, fixtures and equipment 

Fiscal year ended February 3, 1973: 
Buildings 
Building improvements 
Leasehold improvements 
Furniture, fixtures and equipment 

COL. B 

Balance at Be1innln1 
of Period 

$321,608 
26 ,460 

205, 026 
438,758 

$991,352 
"' 

$ 306, 165 
397 ,446 
204,508 
'•23, 693 

$1,331,812 

AND SUBSIDIARY 

COL. C 

Additions Chari;ed to 
Catts 11nd Expen.es 

$ 9,187 
8,753 

44,155 
83,436 

$145,531 

$ 15,443 
11, 912 
57 ,309 
91,808 

$176,472 

(A) Represents fully-depreciated assets written off against accumulated depreciation, 

(B) Represents accumulated depreciation on property condemned during the year, 

The notes to the consolidated financial statements are made a part hereof. 

COL. D 

Retirements 

$284, 944(B) 

10,048 

$294, 992 

$ 329 
6,192 

$6,521 

COL. E 

Other Chan1et-Add 
(Deduct)-0.scribo 

(A) 

($ 24,094) 
( 172, 772) 

($196. 866) 

($382. 8!18) 
( 56,462) 
( 70,551) 

($509, 911) 
== 

COL. F 

&lance at 
End of Period 

$ {15, 851 
35,213 

225, 087 
339,374 

$645,52.5 

$321,608 
26,460 

205,026 
438,758 

$991,852 
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SCHEDULE XVI-SUPPLEMENTARY INCOME STATEMENT INFORMATION 

DIVERSIFIED RETAILING COMPANY, INC. 

AND SUBSIDIARY 

COL.A 

ITEM 

Fiscal year ended February 2, 1974: 
Maintenance and repairs 
Depreciation and amortizati.on of property, 

plant and equipment 
Amortization of intangible assets 
Taxes, other than income taxes: 

Payroll taxes 
Personal property and real estate 
Other 

Rents: 
Real estate 
Equipment 

Royalties 
Advertising 
Research and development 

Fiscal year ended February 3, 1973: 
Maintenance and repairs 
Depreciation and amortization of property, 

plant and equipment 
Amortization of intangible assets 
Taxes, other than income taxes: 

Payroll taxes 
Personal property and real estate 
Other 

Rents: 
Real estate 
Equipment 

Royalties 
Advertising 
Research and development 

F-33 

COL. B 

Chnrged to Co1t1 and Ex(H)n!lies 

$ 462,130 

145,531 
28,202 

479,545 
179,483 
201,434 

1,843,817 
67,254 

None 
102,414 

None 

421,521 

176,472 
28,202 

410,531 
203,622 
121, 736 

1, 771, 966 
64,866 

None 
97 ,425 

None 
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PEAT, MARWICK, MITCHELL & Co. 

The Board of Directors 
Columbia Insurance Company: 

CERTIFIED PUDLIC ACCOUNTA..'<TS 

ACCOUNTANTS' REPORT 

We have examined the financial statements and related schedules of 
Columbia Insurance Company as listed in the accompanying index, Our examination 
was 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. We did not examine the financial 
statements of Blue Chip Stamps, a significant nonconsolidated affiliated company, 
which statements were examined by other auditors whose qualified report thereon has 
been furnished to us. Our opinion expressed herein, insofar as it relates to Blue 
Chip Stamps included in stock of affiliates, $3,498,635 and $3,670,302 at 
December 31, 1972 and 1973, respectively, and $294,779 and $203,767 in equity in 
net earnings of other companies for 1972 and 1973, respectively, is based solely 
upon the report of the other auditors. 

We have reviewed the audited financial statements issued by Blue Chip 
Stamps for the year ended March 2, l974 and noted the pending legal proceedings, 
resulting in a qualified opinion on such financial statements by the other 
auditors. These legal proceedings are explained in note 5 to the financial 
statements. 

In our opinion, based upon our examination and the report of the 
other auditors and subject to the effect, if any, upon the investment in Blue 
Chip Stamps resulting from the ultimate outcome of the legal proceedings referred 
to in the preceding paragraph, the aforementioned financial statements present 
fairly the financial position of Columbia Insurance Company at December 31, 1972 
and 1973 and the results of its operations and changes in its financial position 
for the years then ended, in conformity with generally accepted accounting 
principles applied on a consistent basis; and the supporting schedules, as listed 
in the accompanying index, in our opinion, present fairly the information se,t forth 
therein. 

Omaha, Nebraska 
March 18, 1974 

DISCLOSURE R 

PEAT, MARWICK, MITCHELL & CO, 
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COLUMBIA INSURANCE COMPANY 

Index to Fina.!!£!.al Statements 

Balance Sheets, December 31, 1972 and 1973 

Statements of Earnings, Years ended December 31, 1972 and 1973 

Statements of Capital Stock and Surplus, Years ended 
December 31, 1972 and 1973 

Statements of Changes in Financial Position, Years ended 
December 31, 1972 and 1973 

Notes to Financial Statements, Decembe~ 31, 1972 and 1973 

Bonds - December 31, 1973 

Stocks - Other than Stocks of Affiliates - December 31, 1973 

Summary of Investments in Securities - Other than Securities 
of Affiliates - December 31, 1973 

Investments in Stocks of Affiliates - December 31, 1973 

Premiums, Losses and Underwriting Expenses - Years ended 
December 31, 1972 and 1973 

Income from Dividends - Equity in Net Profit of Affiliates -
Years ended December 31, 1972 and 1973 

Summary of Realized Gains (Losses) on Sale or Maturity 
of Investments - Years ended December 31, 1972 and 1973 

Schedule 

I 

II 

v 

VI 

VII 

x 

XI 

Schedules III, IV, VIII and IX are omitted because they are not applicable, 
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COLUMBIA INSURANCE COMPANY 

Balance Sheets 

December 31,...12.72 and 1973 

Assets 

Bonds, at amortized value 

Common stocks: 
Other than stocks of nffiliates 
Berkshire Hathaway Inc. (note 2) 
Blue Chip Stamps (note 3) 

Cash and bank deposits 
Uncollected premiums (net of commissions payable 

of $81,205, 1972; $89,872, 1973) 
Investment income due and accrued 
Prepaid acquisition costs 
Other assets 

Liabilities, Capital Stock and Surplus 

Losses and claims 
Loss adjustment expenses 
Unearned premiums 
Assumed losses payable 

Federal income taxes (note 6): 
Current 
Deferred 

Other liabilities 

Capital stock and surplus: 
Capital stock par value $100, Authorized, 

issued and outstanding, December 31, 1972 - 5,000 
shares; December 31, 1973 - 20,000 shares (note 4) 

Surplus: 
Paid-in 
Unassigned 

Total surplus 
Total capital stock and surplus 

See accompanying notes to financial statements. 

1972 

$ 1,058,203 

1,187,548 
3,535,442 
3.498,635 
8,221.625 

16,266 

272,738 
46,406 

143,000 
345 

1973 

1.701,560 

1,391,572 
4,178,367 
3,670,302 
9.240,241 

13,608 

389,289 
29,905 

142,000 
186 

$ 9,758,583 11,516,789 

$ 1,005,227 
171,485 
845 ,259 

64,738 

794 
153.258 
154.052 

1,578 
2.242.339 

500,000 

5,355,389 
1.660.855 
7.016,244 
7.516.244 

1,493,040 
167 ,471 
902,893 
260,611 

29,522 
223.882 
253.404 

10.315 
3,087.734 

2,000,000 

3,855,389 
2.573,666 

6.429,055 
8.429.055 

$ 9,758,583 11,516,789 

DISCLOSURE R IF THE ABOVE PAGE IS LESS CLEAR THAN THiS STATEMENT, IT IS 
DUE TO POOR PHOTOGRAPHIC QUALITY OF THIS DOCUMENT. 
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COLUMBIA IN~CE COMPANY 

Statements of Earnings 

Years ended December 31, 1972 and 1973 

Underwriting income: 
Net premiums written 
Increase in unearned premiums 

Premiums earned 

Losses incurred 
Loss expense incurred 

Underwriting expenses incurred: 
Conunissions and brokerage 
Taxes, licenses and fees 
Other underwriting expenses 
Decrease in prepaid acquisition costs 

Gain from underwriting 

Investment income: 
Interest on bonds 
Dividends, unaffiliated companies 

Investment expenses 
Net investment income 
Earnings before Federal income taxes, 

equity in net earnings of other 
companies and realized investment 
gain (loss) 

Federal income taxes (note 6): 
Current 
Deferred 

Earnings before equity in net earnings 
of other companies and realized 
investment gain (loss) 

Equity in net earnin9;s of other companies: 
Berkshire Hathaway Inc. (note 2) 
Blue Chip Stamps (note 3) 

Earnings before realized investment 
gain (loss) 

Realized investment gain (loss) 
Applicable Federal income tax (benefit) 

Net realized investment gain (loss) 

Net earnings 

See accompanying notes to financial statements, 

I 

$ 

$ 

1,834,106 
124.870 

1,709,236 

1,159,875 
128,568 

,b,288,443 
420,793 

347,29!: 
3,788 
4,508 

21,320 
376,910 
43,883 

75,661 
74,148 

149,809 
1,226 

148,583 

192,466 

38,000 
38.000 

154,466 

504,013 
294,779 
798,792 

_953,258 

2,266 
680 

1,586 

954,844 

2,161,947 
57,634 

2,104,313 

1,367,098 
89,164 

1,456,262 
648,051 

528,148 
31,124 
20,036 
1,000 

580,308 
67,743 

99,083 
58,078 

157,161 
1,840 

155,321 

223,064 

48,087 
1.000 

49,087 

173,977. 

590,321 
203,767 
794,088 

·'968,065 

(78,934) 
(23,680) 
(55,254) 

912,811• 

R·· .,.. - - ~) . 
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COLUMBIA INSURANCE COMPANY 

Statements of Capital Stock and Surplus 

Years ended Decemb.!l!.._31, 1972 and 1973 

Capital Surl!lus 

Balance, December 31, 1971 
Net earnings for the year 

Balance, December 31, 1972 

Net earnings for the year 
Transfer to capital stock repi'esenting 

par value of shares issued as a 
result of four-for-one stock split 

Balance, December 31, 1973 

$ 

$ 

stock 

500,000 

500,000 

1,500 1 000 

2,000,000 

See accompanying notes to financial statements • 

Paid-in Unassigned 

5,355,389 706,011 
954,844 

5,355,389 1,660,855 

912,811 

(1,500,000) 

3,855,389 2,573,666 

. ' .',: ._ .. '' ' '.--·' ·'.·:-.. ' ; -"'"' ' . 
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COLUMBIA INfil!M.!iCE COMPANY 

Statements of Changes in Financial Position 

Years ended Decemb~31, 1972 and 1973 

Funds provided: 
From operations: 

Net earnings 
Charges (credits) to earnings not requiring 

(providing) funds: ' 
Amortization of bond discount 
Increase in estimated losses and loss 

expenses 
Increase in unearned premiums 
Increase in assumed losses payable 
Increase in deferred taxes 
Increase {decrease) in accrued taxes and 

expenses 
Decrease (increase) in uncollected premiums 
Decrease (increase). in accrued investment 

income 
Decrease in prepaid acquisition costs 
Loss on sale of investments 
Equity in undistributed earnings of 

affiliated companies, net of deferred taxes 
Amortization of organization expense 

Funds provided from operations 

From investments sold or matured: 
Bonds 
Co111111on stocks, other than stocks of affiliates 

Decrease in cash 

Total funds provided 

Funds used: 
Cost of investments purchased: 

Bonds 
Co111111on stocks: 

Other than stocks of affiliates 
Affiliates 

Increase in cash 

Total funds used 

See accompanying notes to financial statements, 

$ 954,844 

(5,346) 

680,674 
124,870 

4,372 
38,000 

(84,641) 
56,692 

(22, 977) 
21,320 

(738 ,792) 
160 

1,029.176 

750,814 
21.834 

772.648 

$ 1,801,824 

762,059 

5,56.2 
1.031.965 
1.037.527 
1,799,586 

2.238 

$ 1,801~ 

912,811 

(5,324) 

483,799 
57,634 

195,873 
1,000 

37,465 
(116,551) 

16,501 
1,000 

78,934 

(738,408) 
159 

924.893 

98,716 
676.816 
775.532 

2,658 

.!i_703,083 

736,749 

959, 774 
6.560 

966.334 
1,703,083 

1,703,083 
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COLUMBIA INSURANCE COMPANY 

Notes to Financial Statements 

December 31,__!272 and 1973 

(1) Summary of Significant Accounting Policies and Practices 
(a) Insurance Premiums 

Insurance premiums are recognized as revenues ratably over 
policies. Unearned premiums are computed on the monthly 
Policy acquisition costs or commissions are deferred and 
income ratably over the terms of the policies, 

(b) Securities 

the terms of the 
pro rata basis. 
charged against 

Investments in bonds are stated at cost, adjusted where appropriate for 
amortization of premium or accretion of discount. Investments in common 
stocks other than affiliates are stated at cost. Certain bonds and 
stocks deposited in trust with regulatory authorities or with ceding 
reinsurers in accordance with various reinsurance treaties were as follows: 

Bonds at amortized cost 
Stocks 

(c) Estimated Losses 

1972 

$ 295,238 
1.369 ,682 

$ 1,664,920 

lill 

895,769 
1,522,682 

2,418,451 

The provision for losses and loss adjustment expenses is based upon past 
experience and estimates received relating to assumed reinsurance and 
estimates of unreported losses, 

(d) Catastrophe Losses 
The Company does not provide an estimate for catastrophe losses, The 

Committee on Insurance Accounting and Auditing of the American Institute 
of Certified Public Accountants in cooperation with industry repre
sentatives is working toward the development of a definitive statement 
as to the appropriate accounting for catastrophe losses and resolution. 
may lead to changes in the accounting practices being followed, 

(e) Income Taxes 
The Company accounts for certain income and expense items differently for 

financial reporting purposes than for income tax purposes. Provisions 
for deferred taxes are being made in recognition of these timing 
differences. 

The Company, a 100% owned subsidiary of Associated Retail Stores, Inc. 
(ARS}, joinsARS and its parent in filing a consolidated Federal income 
tax return. It is the policy of the Company to accrue appropriate income 
taxes on the unremitted earnings of affiliates. 

(f) Investments in Affiliated Companies 
The Company holds common stock investments in Berkshire Hathaway Inc., 

and Blue Chip Stamps which two companies are considered "investees" 
under the provisions of Accounting Principles Board Opinion No, 18. 
Accordingly, the Company uses the equity method of accounting for these 
investments, under which method the Company currently recognizes its 
proportionate share of earnings reported by those companies, net of 
deferred income taxes provided for under the assumption that such earnings 
will ultimately be distributed as taxable dividends, Provi~ion is also 
made for amortization of the difference between cost of the investments 
and the underlying equity in net assets at the dates of acquisition; this 
provision through the year ended December 31, 1972 was computed on the 
basis of a forty year amortization period, With respect to the investment 
in Blue Chip Stamps, effective for the year ended December 31, 1973, the 
period of amortization of excess cost was reduced to seven remaining years 
from the beginning of the current fiscal year, This change has the effect 
of reducing income for the year ended December 31, 1973 by $126,000. In the 

(Continued) 
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COLUMBIA INSURANCE COMPANY 

Notes to Financial~ements, Continued 

opinion of management, this change was necessary because of the anticipated 
continuing decline in the stamp operation of Blue Chip Stamps to which the 
excess cost originally related. 

Blue Chip Stamps determines income on the basis of a fiscal year ending on 
or about February 28; the Company has not recognized this difference in 
its annual accounting for its equity in earningd of Blue Chip, having 
recorded its equity in earnings of Blue Chip's year ending with respect 
to February 28 in its year ending with respect to the preceding December 31. 

(2) Investment in Berkshire Hathaway Inc, 
The carrying value of the investme~t in common stock of Berkshire Hathaway Inc, 

represents the cost plus the equity in earnings since dates of acquisition, 
adjusted for amortization on a forty year basis, of the excess cost over 
underlying net asset values at dates of acquisition. This is summarized as 
follows: 

Shares owned 
Percentage of total outstanding shares 

(approximate) 

Cost represented by: 
Underlying net asset values at dates of 

acquisition 
Excess cost, net of amortization of 

$1,072 at December 31, 1972 and $4,241 
at December 31, 1973 

Equity in post-acquisition earnings 

Carrying value 

December 31, 
1972 

48,635 

5% 

$ 2,663,148 

125 I 731 
2,788,879 

746,563 

$ 3 ,535 ,442 

December 31, 
1973 

48,715 

5% 

2,668,740 

123,528 
2,792,268 
1,386,099 

4, 178,367 

Deferred income taxes of approximately $54,000 at December 31, 1972 and $100,000 
at December 31, 1973 have bt>en provided with respect to the equity in post
acquisition earnings, assuming their ultimate distribution as a taxable 
dividend. 

(3) Investment in Blue Chip Stamps 
The carrying value of the investment in 250,000 shares of common stock of Blue 

Chip Stamps (approximately 5% of the total outstanding shares) represents 
the cost plus the equity in undistributed earnings since dates of acquisition, 
adjusted for amortization of the excess cost over underlying net asset values 
at dates of acquisition. This is summarized as follows: 

Cost represented by: 
Underlying net asset values at dates 

of acquisition 
Excess cost, net of amortization of 

$39,812 at December 31, 1972 and 
$195,645 at December 31, 1973 

Equity in post-acquisition undistributed 
earnings 

Carrying value 

December 31, 
1972 

$ 1,912,829 

1, 148,234 
3,061,063 

437,572 

$ 3,498,635 

Through December 31, 1972, the excess cost over underlying net 
being written off over a\, forty-year period. Commencing with 
year, this period of amor,tization was reduced to seven years 

December 31, 
1973 

1, 912,.829 

992.401 
2,905,230 

765.072 

3,670,302 

asset values was 
the current fiscal 
(see note 1), 

(Continued) 
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COLUMBIA INSURANCE COMPANY 

Notes to Financial Statements, Continued 

Deferred income taxes of approximately $31,500 at December 31, 1972 and $55,000 
at December 31, 1973 have been provided with respect to the equity in post
acquisition undistributed earnings, assuming their ultimate distribution as 
a taxable dividend. 

(4) Stock Split 
On April 26, 1973, the Board of Directors declared a four-for-one stock split. 

In connection therewith, $1,500,000, representing the par value of the 
additionally issued shares, was transferred from paid-in surplus to capital 
stock. 

(5) Legal Proceedings of Blue Chip Stamps 
The financial statements of Blue Chip Stamps include the following note (The 

"Company" refers to Blue Chip Stamps): 

"Pursuant to a consent final judgment entered in 1967, the 
Company in June 1972 submitted for approval by the United 
States District Court a plan to offer for sale one third of 
its Cali.fornia trading stamp business located within a 
contiguous geographical area in Southern California. In 
January 1973, the Court made an order (1) disapproving said 
plan, (2) requiring the Company to continue efforts to 
negotiate a sale and (3) calling for the appointment of an 
independent expert to study the feasibility of a sale or 
spin-off of a portion of the Company's trading stamp 
business under existing conditions. The report of the 
independent expert has not yet been filed with the Court. 
The Company believes that such a sale or spin-off, if 
consummated under existing market conditions, would compel 
the Company to discontinue issuance of its trading stamps. 

The Company is a defendant in a purported class action 
filed March l, 1971 to recover for stamp savers monies 
collected by it as reimbursement for California sales 
taxes on redemption of stamps. Plaintiffs claim that 
redemption transactions are not taxable and that all such 
collections should be returned, or alternatively, that 
such collections exce~ded the tax properly payable and such 
excess should be returned. The Company has paid sales 
taxes to the state equal to its reimbursement collections. 
The Company has asserted claims against the state for 
reimbursement of all or part of any recovery by plaintiffs. 
Following denial of these claims by the state, the Company 
cross.-complained against the state seeking indemnity. The 
original complaint was amended to assert fraud and to seek 
punitive damages, On June l, 1973 two partial summary 
judgments were entered by way of interlocutory orders, 
neither of which has yet become final or appealable. The 
first was in favor of the Company to the effect that the 
redemption transactions were taxable. The second was in 
favor of plaintiffs to the effect that the Company's 
collections exceeded the tax properly payable. In the 
opinion of counsel for the Company the second partial 
summary judgment was erroneous. Issues relating to the 
class action aspects of the case remain unresolved along 
with a number of issues of fact. Maximum liability in 
respect of this action is estimated at $7,000,000 less 
the amount of any money which may be recovered on the 
claims against the state. Counsel believes the prospects 
for such recovery to be good. In the opinion of counsel 
for the Company, substantial defenses are available, but 
counsel cannot predict the ultimate outcome of the action. 

(Continued) 
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COLUMBIA INSURANCE COMPANY 

Notes to Financial Statements, Continued 

A purported class action was filed on November 10, 1970 
against the Company and certain of its present and former 
stockholders and directors, The complaint was filed on 
behalf of retailer users of Blue Chip Stamps who failed to 
purchase stock of the Company in a 1968 offering to retailer 
users. The complaint alleges damages to plaintiffs of 
$21,400,000, together with exemplary damages of $25,000,000, 
interest, attorneys' fees and costs, and prays that plaintiffs 
have the right to purchase stock, or units of stock and 
debentures, of the Company on the terms of the 1968 offering, 
The action was dismissed with prejudice by the United States 
District Court, On October 15, 1973 a panel of three judges 
of the United States Court of Appeals for the Ninth Circuit 
reversed the prior dismissal by the District Court and remanded 
the case for further proceedings, In a two-to-one opinion, the 
panel held that a class of persons who were entitled to but 
failed to purchase securities of the Company in connection with 
the 1968 offering had standing to sue for damages under Rule 
lOb-5 of the Securities Exchange Act of 1934,. if they could 
prove that such failure to purchase was induced by alleged 
fraudulent representations of the Company and certain of its 
past and present officers, directors and shareholders. On 
April 1, 1974 the Ninth Circuit denied a petition for rehearing 
and a request that the case be heard by the entire panel of 
judges of the Ninth Circuit. The defendants will seek a 
review by the United States Supreme Court, On June 21, 1971 
plaintiffs filed a substantially identical action against 
the same defendants in the Los Angeles County Superior Court, 
but the Company has not yet been served with process in that 
action. In the opinion of counsel for the Company, upon the 
facts now known and the present state of the law, there 
appear to be substantial defenses on the merits to the 
complaints in both the federal and state actions. 

The Company, together with a number of oil companies and 
supermarket chains, was named as defendant in an antitrust 
action filed on July 12., 1971 by a California corporation 
formerly engaged in the trading stamp business, The complaint 
seeks treble damages in substantial amounts plus attorneys' 
fees and costs. The Company has not been served with process. 
In the opinion of counsel for the Company, upon the facts 
known, the action is without substantial merit, 11 

(6) Federal Income Taxes 
Federal income tax expense is made up of the following: 

Current Federal income tax expense (benefit) 
related to: 

Earnings before Federal income taxes, equity in 
net earnings of other companies and realized 
investment gain (loss) 

Distributed earnings of Blue Chip Stamps 
Realized investment gain (loss) 

Deferred Federal income tax expense (credit) relating 
to: 

Equity in undistributed earnings of other 
companies: 

Berkshire Hathaway Inc. 
Blue Chip Stamps 

Accreted discount on bonds 
Pr.ovision (credit) for tax effect of increase 

(reduction) iri deferred acquisition costs 

680 

39,209 
20,520 
4,000 

34,000 

$ 981409 

48,087 
4,320 

(23,680) 

46,046 
23,580 
1,500 

(500) 

99.353 

(Continued) 
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COLUMBIA INSURANCE COMPANY 

Notes to Financial Statements, Continued 

Total Federal income tax expense of $98,409 for 1972 and $99,353 for 1973 
amounted to effective rates of 9.3% and 9.8% of income before taxes in 
those respective years, The tax expense is less than that computed by 
applying the Federal income tax rate of 48% to income before taxes; the 
reasons for the difference were as follows: 

Tax expense at statutory 
rate 

Increase (reduction) in 
income taxes resulting 
from: 

Tax-exempt interest 
85% dividends received 

credit relating to: 
Dividends received 

from unaffiliated 
companies 

Equity in net earnings 
of other companies 

Amortization of cost in 
excess of the underlying 
equity in net assets of 
affiliated companies 

Other 

1972 
Amount 

$ 505,561 

(30,576) 

(30. 252) 

(362,942) 

14,901 
1. 717 

$ 98,409 

1973 
Amount 

48.0% $ 485,839 

(2.9) (30,576) 

(2.9) 

(34.5) 

l.4 
__.1 

(23,696) 

(419,030) 

76,321 
10.495 

9.3% $ 99,353 = 

48.0% 

(3,0) 

(2.3) 

(41.4) 

7.5 
l.O 

9.8% 
= 
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Name of issuer and title of issue 

u. s. Government -
U. s. Treasury Bills 

Special revenue and special assessment: 
Alabama, Montgomery Industrial Revenue 
Arkansas, Danville Industrial Development Revenue 
Georgia, Washington-Wilker Payroll Authority 
Illinois Toll Road Co111nission 
Indiana Toll Road Commission 
Iowa, Burlington Industrial Revenue 
Kansas, Lenexa Industrial Revenue 
Louisiana, Beauregard Parish Industrial Revenue 
Missouri, New Madrid Industrial Revenue 
Missouri, Rolla Industrial Revenue 

Industrial and miscellaneous -
F.M.C. Corporation Convertible Subordinated 

Debentures 

' o' . I SC I ,o· 's· u· R' e' ' ® IF THE ABOVE PAGE IS'LE1~S CLEAR THAN THIS STATEMENT. IT IS 
. 11.i , DUE TO POOR PHOTOGRAPHIC QUALITY OF THIS DOCUMENT: 
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COLUMBIA INSURANCE COMPANY 

Bonds 

December 31, 1973 

Principal 
amount of bonds 

and notes 

$ 675,000 

100,000 
105,000 
100,000 
125,000 
150,000 
100,000 
100,000 
20,000 

100,000 
100,000 

1,000,000 

200,000 

$ 1,875,000 

Actual 
~ 

662.589 

100,000 
105,000 
100,000 
91,875 
90,000 
99,000 

100,000 
16,100 
80,750 
95,005 

877,730 

143,180 

1,683,499 

Book value 
(amortized cost) 

662.589 

100,000 
105,000 
100,000 
95 '996 
99,064 
99,125 

100,000 
16,686 
83,621 
96, 277 

895,769 

143,202 

1,701,560 

Market value 

662,589 

100,000 
105,000 
100,000 

95,996 
99,064 
99,125 

100,000 
16,686 
83,621 
96 ,277 

895,769 

130,000 

1,688,358 

Amortized 
value 

662,589 

100,000 
105,000 
100,000 
95,996 
99,064 
99,125 

100,000 
16,686 
83,621 
96,277 

895,769 

143,202 

1,701,560 

Admitted 
asset value 

662,589 

100,000 
105,000 
100,000 
95,996 
99,064 
99,125 

100,000 
16,686 
83,621 
96,277 

895,769 

143,202 

1,701,560 
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Name of issuer and title of issue 

Public utilities - California Water Service Co. 

Banks, trusts and insurance companies: 
Cleveland Trust Company 
Girard Company 
Harris Bancorp., Chicago 
National Detroit Corp. 
New England Merchants Co., Inc. 
Omaha National Corporation 
Pittsburgh National Corporation 
State Street Boston Financial 
Third National Corp., Nashville 

Industrial and miscellaneous: 
Boeing Company 
Grumann Corporation 
Investors Diversified Services, CI. "B" 
Kennecott Copper Corporation 
Morse Shoe, Inc. 
Munsingwear, Inc. 
Northrup Corporation 
Post Corporation 
Vornado, Inc. 
Washington Post Company 11B11 

Total common stocks 

COLUMBIA INSURANCE COMPANY 

Stocks - Other than Stocks of Affiliates 

December 31, 1973 

Number 
of 

shares 

11,062 

10 
100 

50 
100 
100 

8,800 
100 
50 

200 
9,510 

100 
100 
100 
100 

20,000 
5,000 

100 
5,200 

57,600 
100 

88,400 

Actual cost 

$ 275 ,449 

802 
5,025 
2,512 
5,112 
2,313 

118,641 
3,513 
1,988 
4,575 

144.481 

2,177 
1,723 

848 
2,735 

153,100 
90,722 
1,952 

55,900 
660,052 

2.433 
971,642 

$ 1,391,572 

Note - Market value per NAIC Book of Valuation of Secu=ities. 

Book value 
(cost) 

275,449 

802 
5,025 
2,512 
5,112 
2,313 

118,641 
3,51'3 
1,988 
4.575 

144.481 

2,177 
1,723 

848 
2,735 

153, 100 
90,722 

1,952 
55,900 

660,052 
2.433 

971,642 

1,391,572 

Market 
value 

273,785 

722 
4,450 
2,600 
3,838 
1,850 

176,000 
3,238 
1,800 

_,5.500 
199,998 

:l,238 
13,375 

500 
·~.425 

7!>,000 
7:3,125 
:L,738 

4!~,400 
201,600 
_ _;L.700 
.i!l' ,101 

Admitted 
asset value 

273,785 

722 
4,450 
2,600 
3,838 
1,850 

176,000 
3,238 
1,800 
5,500 

199,998 

1,238 
8,375 

500 
4,425 

75,000 
73,125 
1,738 

49,400 
201,600 

1,700 
417,101 

890,884 
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COLUMBIA INSURANCE COMPANY 

Sununary of Investments in Securities - Other than Securities of Affiliates 

Type of security 

Bonds and notes: 
U. s. Government 
Special revenue and special assessment 
Industrial and miscellaneous 

Total boP.ds and notes 

Stocks: 
Common stocks: 

Public utilities 
Banks, trusts and :insurance companies 
Industrial and miscellaneous 

Total stocks 

Total investments in securities -
other than securities of affiliates 

December 31, 1973 

Actual cost 

$ 662,589 
877,730 
143,180 

1,683,499 

275,449 
144,481 
971,642 

1,391,572 

$ 3.075 ,071 

Market 
Book value value* 

662,589 662,589 
895,769 895,769 
143,202 130,000 

1,701,560 1,688,358 

275,449 273,785 
144,481 199,998 
971,642 417,101 

1,391,572 890,884 

3,093,132 2,579,242 

. 

• • 

Amortized Admitted 
value asset value 

662,589 662,589 
895,769 895, 769 
143,202 143,202 

1,701,560 1,701,560 

- 273,785 
- 199,998 
- 417,101 
- 890,884 

1,701,560 2,592,444 

*"Market value" .:s the valuation published in the NAIC Book of Valuation of Securities; in accordance with said book the major portion of 
the bonds are reflected at amortized cost. 
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COLUMBIA INSURANCE - COMPANY 

Investments in Stocks of Affiliates 

December 31, 1973 ' 

Number Equity in net 
I, 
" Name of issuer of Admitted i1 assets and 

0 

shares Actual 
l 

cost excess asset 'I 
Berkshire Hathaway Inc, cost Market value j.) 

value II 
48, 715 $ 2,796,511 i/ •:' 

Blue Chip Stamps 4,178,367 3,799,770 3, 799, 770 _[; 

250,000 3.100,875 3,670.302 
11' 

1.812,500 1: 
1,812,500 i~· 

298, 715 $ 5,897,386 7,848,669 !I 
5,6l:l,270 5,612,270 )-:: 

-:. 

0 

-·" I 

Note - Market value per NAIC Book of Valuation of Securities, 
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COLUMBIA INSURANCE COMPANY 

Premiums, Losses and Underwriting Expenses 

Part 1 -
Unearned 
premiums Net 
beginning premiums 

Line of insurance of period written 

Fire $ 254,843 349,707 
Allied lines 31,765 107,984 
Homeowners multiple peril 58 344 
Commercial multiple peril 7,158 109,675 
Inland marine 11,641 38,500 
Workmen's compensation 758 26,403 
Liability other than auto 34,163 288,893 
Auto liability 33,829 740,932 
Auto physical damage 340,917 65,896 
Aircraft (all perils) 822 13,871 
Surety 4,400 9,944 
Burglary and theft 13 246 
Boiler and machinery 22 334 
International 48,467 
Reinsurance 32.910 

$ 720,389 1,834,106 

·~--~,.....,..--~~--~--.--.----~------------;~Ro;.-,-,-----------------:-----~--------------------------------·~ ,, oisc• ·os· URE IFTHEABOVEPAGEISLESSCLEARTHAN.THISSTATEMENT;ITIS 
;-. - L,l DUE TO PODR PHOTOGRAPHIC QUALITY OF THIS DOCUMENT. 

• 

Year ended De.£.!l!!lber 31, J.972 

Part 2 - Losses and underwriting e!il!enses ! 
! Other 
" Coumissions under- !] 

Premiums and writing ~ 
r Unearned Premiums Losses Loss expense brokerage expense ,! 

premiums earned incurred 
end of during during 
period period period 

252,858 351,692 208,327 
59,907 79,842 42,703 

118 284 
42,480 74,353 53,523 
16,436 33,705 16,492 
8,526 18,635 2,304 

87,343 235. 713 117,090 
249,139 525,622 392,681 
71,931 334,882 267,164 

14,693 1,802 
8,417 5,927 6,874 

112 147 
183 1.73 60 

20,286 28,181 21,528 
27 .523 5,387 29.327 

845,259 11709,236 1,159,875 

I DISCLOSURE R 

~-'•w' __ ,,__..,_ ,.,."~"''"':-"'-';":~<-•-·~~ ,• 

incurred incurred incurred 
during during during 
period period period 

128,568 347,294 8,296 
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Unearned 
premiums 
beginning 

Li.ne of insurance of period 

Fire $ 252,858 
AlliE•d lines 59,907 
Homeowners multiple peril 118 
Comm1•rcial multiple peril 42,480 
Ocean marine 
Inland marine 16,436 
Earthquake 
Workmen's compensation 8,526 
Liabi.lity other than auto 87,343 

I Auto liability 249,139 
Auto physical damage 71, 931 
Aircraft (all perils) 
Surety 8,417 
Burglary and theft 112 
Boiler and machinery 183 
International 20,286 
Reinsurance 27.523 

$ 845,259 

I'' oisc• ,05u· R. e·. ® IFTHE.ABOVEPAGEl.LE.SSCLEARTHANTHISSTATEMENT.ITIS 
Ll DUE TO POOR PHOTOGRAPHIC QUALITY OF THIS DOCUMENT. 
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COLUMBIA INSURANCE COMPANY 

Premiums, Losses and Underwriting Expenses 

Part l -

Net 
premiums 
written 

386,695 
56,465 

297 
39,795 

3,331 
18,188 

1,640 
29,218 

349,498 
635,983 

(4,416) 
4,128 
3,125 

378 
241 

44,630 
592.751 

2,161,947 

Year ended D~cember 31, 1973 

Premiums 
Unearned 
premiums 

end of 
period 

279,125 
2,590 

138 
10,019 

2,037 
10,738 

6,117 
166,296 
143. 71.2 

13,131 
2,200 
·5,254 

224 

19,865 
241.417 

902,893 

L_ 

Premiums 
earned 
during 
period 

360,428 
113, 781 

277 
72,256 
1,294 

23,886 
1,640 

31,627 
270,545 
741,381 
54,384 
1,928 
6,288 

265 
425 

45,051 
378.857 

2,104,313 

Part 2 - Losses and underwriting expenses 

Losses 
incurred 
during 
period 

450,120 
(17,098) 

36,031 
620 

11,830 
(422) 

14, 765 
105,845 
472,719 

35,560 
4,845 
3,118 

490 
57 

24,989 
223.629 

1,367,098 

Loss expense 
incurred 
during 
period 

89,164 

Cormnissions 
and 

brokerage 
incurred 
during 
neriod 

528,148 

Other 
under
writing 
expense 

incurred 
during 
period 

51,160 
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COLUMBIA INSURANCE COMPANY 

Income from Dividends - Equity in Net Profit of Affiliates 

Year ended December 31, 1972 

Name of issuer and title of issue 

Public utilities - California Water Service Co, 

Banks, trusts and insurance companies: 
Cleveland Trust Company 
Girard Company 
Harris Trust and Savings of Chicago 
National Bank of Detroit 
New England Merchants Co,, Inc, 
Omaha National Corporation 
Pittsburgh National Corporation 
State Street Boston Financial 
Third National Bank of Nashville, Tennessee 

Industrial and miscellaneous: 
Berkshire Hathaway Inc. 
Boeing Company 
Blue Chip Stamps 
Grumann Corporation 
Investors Diversified Services 
Kennecott Copper Corporation 
New Yorker Magazine, Inc, 
Northrup Corporation 
Rheingold Corporation 
Washington Post Company 

Amount 
of cash 

dividends 

$ 19.469 

$ 

26 
600 
100 
228 
140 

10,912 
142 
120 
150 

12.418 

20 

25 
11 

100 
42,000 

75 
10 
20 

42,261 

74,148 

Schedule X 

Amount of 
equity in 

net profit 

504,013* 

294,779* 

798, 792 

798,792 

*Represents equity in net earnings after amortization of excess cost and 
provision for income taxes, 

DISCLOSURE R IF THE .ABOVE PAGE ISLE.SS CLEAR THAN. TH!S STATEMENT, IT IS 
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Schedule X 

CO LUMB IA INfill!!!!.CE COMPANY 

Income from Dividends - Equity in Net Profit of Affiliates 

Year ended De£.2i!!ber 31, 1973 

Name of issuer and title of issue 

Public utilities - California Water Service Co. 

Banks, trusts and insurance companies: 
Cleveland Trust Company 
Girard Company 
Harris Bancorp., Chicago 
National Detroit Corp. 
New England Merchants Co., Inc, 
Omaha National Corporation 
Pittsburgh National Corporation 
State Street Boston Financial 
Third National Corp., Nashville 

Industrial and miscellaneous: 
Berks~ire Hathaway Inc, 
Boeing Company 
Blue Chip Stamps 
Grumann Corporation 
Investors Diversified Services 
Kennecott Copper Corporation 
Morse Shoe, Inc. 
Munsingwear, Inc. 
New Yorker Magazine, Inc. 
Northrup Corporation 
Post Corporation 
Washington Post Company 

Amount 
of cash 

dividends 

$ 21.681 

46 
381 
131 
236 
175 

12,056 
189 
150 
250 

ll,614 

40 

15 
45 

170 
4,750 
1,350 

15,000 
125 

1,248 
40 

22,783 

$ 58 1018 

Amount of 
equity in 

net prof it 

590,321* 

203,767* 

794,088 

794,088 

*Represents equity in net earnings after amortization of excess cost and 
provision for income taxes, 

DISCLOSURE R IF THE ABOVE PAGE IS LESS CLEAR THAN THIS"STATEMENT, IT IS 
DUE TO POOR PHOTOGRAPHIC QUALITY <OF THIS DOCUMENT. 
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Schedule XI 

COLUMBIA INSURANCE COMPANY 

Summary of Realized Gains (Losses) on Sale or Maturity of Investments 

Year ended December 31, 1972 

Type of security 

Stocks: 
Banks, trusts and insurance companies 
Industrial and miscellaneous 

Income taxes applicable to realized 
gains 

Net realized gains 

Aggregate 
£2il 

$ 20,100 
1,734 

$ 21,834 

Year ended D~er 31, 1973 

Stocks: 
Industrial and miscellaneous 
Income tax benefit applicable to 

realized losses 

Net realized losses 

$ 755,750 

Aggregate 
,proceeds 

21,900 
2,200 

24,100 

676,816 

Gain 
(loss) 

1,800 
466 

2,266 

680 

$ 1,586 

(78,934) 

23,680 

$ (55 ,254) 
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EXHIBIT A 

COMPUTATION OF EARNINGS PER SHARE 

Fiscal iear ended 
February 2, February 3, January 29, January 30, 

1974 1973 1972 1971 

Average shares outstanding (1) 1,000,000 1,000,000 1,000,000 1,000,000 

Net earnings $2, 982,254(6) $2,918,042(4) $ (3) 1,515,880(5) $1,720,265(5) 

Per share amount $ 2,98 $ 2. 92 $ 1,52 $ 1. 72 

(1) Average shares outstanding have been recast to reflect a 3,333-1/3 to 1 stock split which occurred in Decenber 1969, 

(2) Includes extraordinary loss of $1,318,979. 

(3) Includes extraordinary loss of $111,000. 

(4) Includes extraordinary gain of $193,021. 

(5) Restated to reflect change in 1973 to equity method of accounting for investments in affiliated companies. 

(6) Includes extraordinary gain of $395,578. 

~·. -

·,·;,"'~·.o!! 
,, 

, 

January 31, 
1970 

1,000,000 

$ 114 203 <2 ) 
, (5) 

$ .11 

li ., 
r{ ,, 
1 

~ j 
·.1 
;J 
'i 1, 
I; 

i 
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Financial Highlights 

Fifty· two Weeks Ended Morch 2.1974 end Morch 3. 1973 

1974 

Total revenues ........................................................................................................................................................... $102,219,000 
Stamp servicG revenues ............................................................................... 11...................................................... 51.375,000 

1•?73 

$132.~23,000. \ 
88,736,ooo e 
3,624,000 ~ 

32.049,000 
Incentive sales ..................... .,;,,,, ...... ~ ... ,.................................................................................................................. 6.261.000 
Candy sales .......... , ..................................................................................................... ,............................................. 35,780,000 
Income before securities losses ond 

extraordinary charges ....................................... , ............................................................... "............................ 8.190.0DO 
Securities losses .................................................. 0 ......................................... ,......................................................... ( 185,000) 

8,108,000 
(82.000) 

(925,000) 
7, 101,odo 

Ext:aordinary charges ............................... , ... , ..................................................................................................... . 
Net Income .......... ,0 ....................................................... 0......................................................................................... 8,005,000 
Per share 

Income before securities losses and 
extraordinary charges .................................................... u .......................................................................... .. 

Net lncome .. , ...................... ,u ...................................................................................................... , ........................ . 

Book value .................................................................. ," ...................................................................................... .. 

$ 1.58 
1.55 

11.56 

$ 1.58 
l,38 

10.26 

• 

The cover photo depicts Blue 
Chip Stomps' trading stamp 
business and Its 
diversification into other 
operations, The apple Is the 
Insignia of Blue Chip 
Incentives, emblematic of the 
molivallonal programs It 
designs for businesses. 
Quality candy has made 
fifty-year old See's Candy 
Shops, Incorporated famous 
throughout the West. Mutual 
Savings and Loan 
t\ssoclatlon of Pasadena Is 
the operating subsidiary of 
Wesco Financial 
Corporation. Blue Chip's 
latest acquisition. 

R IF THE ABOVE PAGE IS LESS CLEAR THAN THIS STATEMENT, IT IS 
DUE TO POOR PHOTOGRAPHIC QUALITY OF THIS DOCUMENT. 
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" if To Our Stockholders 
\\ 
1i 

;\: . 
{\ Eighteen years ago Blue Chip 
/,i ·Stamp Company. our 

/( predecessor. came Into being. As 
'.' Its first employee, and a temporary 
t> one al that. I cannot help but 

marvel al the metamorphosis Blue 
Chip has undergone and Is sllll 
undergoing. 

Prior to the reorganization In 1968, 
when Blue Chip Stamp Company 
was merged Into Blue Chip Stamps 
and stock was first offered to the 
public. we confined our efforts to 
the issuance and redemption of 
trading stamps. Our marketable 
securities consisted mainly of 
municipal bonds. 

Since then we have acquired 
See's Candy Shops. Inc. and 57% 
of Wesco Financial Corporation. a 
high quality savings and loan 
holding company. Our Incentive 
Qlvlslon Is growing at an 

• accelerating pace. Our 
marketable securities have been 

. completely restructured lo reflect 
our long-term objective of 
maximizing after-lax yield and 
sound value. 

Trading stamps generally-and 
Blue Chip stamps are no 
exception -have taken a "licking" 
due to the advent of a new type of 
supermarket promotion loosely 
described as "discounting." When 
a grocery company "goes 
discount." it typicallyreduces the 

• variety of sizes and brands. 

DISCLOSURE R 

' '.,. 

shortens operating hours and slops 
Issuing trading stamps. It then uses 
the promotion dollars to advertise 
Its discount policy. I agree with Mr. 
William S. Belnecke, Chairman of 
the Sperry and Hutchinson 
Company. who recently said. 
"Beyond 1974 and with the 
moderation of Inflation. we see 
opportunities for recovery In food 
retalllng ... because of developing 
consumer discontent with the 
claims of 'discounting'," To this I 
might add: traditionally, when all 
of the supermarkets are pursuing 
the same promotion policy, one of 
them eventually decides II wants to 
be different from the rest and goes 
off In another direction, thus starting 
a new trend. 

The shortage of gasoline has 
virtually eliminated promotional 
activities al the service station 
level. II ls difficult to predict when 
supplies of gasoline wlll be 
sufficient to rekindle brand 
competition, but 11 ls clear that far 
fewer but larger reta!I outlets will be 
dispensing gasoline In the future, 
and al some point In time they wlll 
again use point-of-purchase 
promotions. Including trading 
stamps, to attract and hold 
customers. 

These factors have had an 
Impact on our revenues and 
earnings. Stamp service revenues 
were down from $88,736,000 last 
fiscal year to $51.375,000 for the 
currentflscal year. More 
significantly. stamp service 
revenues declined from 
$21,159,000 in last year's fourth 
quarter to $8.774,000 In this year's 
fourth quarter. Total revenues 

suffered much fess In each case 
due to Increased revenues from our 
other activities. Income before 
securities losses. which benefited 
substantially this year from Inclusion 
of our share of Wesco's net Income. 
held even at Sl.58 per share for the 
year. but drepped from S. 70 In last 
year's fourth quarter to S.62 In this 
year's fourth quarter. It should be 
noted that the near-term profit 
trend for the savings and loan 
Industry appears less favorable. 

At our May annual meeting we 
will ask our stockholders to 
approve a change In our 
corporate name from Blue Chip 
Stamps to The Blue Chip 
Companies. W~ believe the new 
name conveys a clearer 
Impression of the changes that 
have occurred and wlll conttnue to 
occur In our company's activities. 
So long as the role of trading 
stamps continues to diminish In 
relation to our overall operations, 
we wlll lncreaslngly seek other 
means of building sound value In 
your Blue Chip Investment. 

Cordially yours, 

tfj,.. A OJ a_ /V. '() "(J-'-
Donald A. Koeppel 
Chairman of the Board and 
President 

April 12, 1974 

IF THE, ~IOVE PAGE IS LESS CLEAR THAN TH.IS STATEMENT. IT IS 
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Blue Chip's Principal Business Activities 

Blue Chip Stamps derives its 
name from ils stamp business, 
which started in the Sacramento 
area In 1956. The Company is now 
headquartered in Los Angeles, 
where its distribution center 
supplies merchandise to · 
seventy-one modern. full-seNice 
rederPption stores, located 
primarily in California. The Blue 
Chip trading stamp catalog is 
produced annually and currenlly 
offers approximately 2.000 
merchandise items from 500 
manufacturers. 

Wesco Financial Corporation 
is a Pasadena-based savings and 
loan holding company with S450 
million In assets. Wesco's wholly
owned subsidiary. Mutual Savings' 
and Loan Association. operates at 

DI Sc I ·OS u RE® IF THE ABOVE PAGE IS LESS Cl.EAR THAN THIS STATEME~.~. ~~ 
L.: DUE TO POOR PHOTOGRAPHIC QUALITY Of THIS DOCUMENT. 
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ten locations In Southern California, 
• Three new branches are 

scheduled lo be opened later in 
1974. 

See's Candy Shops, Inc. 
manufactures candy of the highest 
quality In fully equipped kitchens In 
Los Angeles and South San 
Francisco. The candy Is sold fresh to 
the public In 172 shops in nine 
western states including Hawaii. all 
operated by See's, Three new 

shops are planned for completion 
later this fiscal year. 

Blue Chip Incentives operates 
as a separate division on a 
nationwide basis. II tailors Incentive 
programs for businesses. These 
programs use awards of 
merchandise. travel. points and 
stamps in order to stimulate sales or 
productivity. promote attendance 
or safety. or perform other 
motivational functions. The 
division's deluxe catalog Is the 
cornerstone of many of these 

programs, In addition. Blue Chip 
Incentives develops. for oil 
companies and other large issuers 
of credit cards. complete 
merchandise packages for their 
credit card holders- Including 
Item selection. graphics design. 
mailing of promotional materials 
and fulfillment of merchandise 
orders. 

/~~ 

i 
. ; 
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Blue Chip Stamps 

Ten-Year Summary 

Total for the Fiscal Year 
Total revenues .................................................... .. 
Stamp service revenues .................................. . 
Incentive sales .................................................... . 
Candy sales· ....................................................... . 
Income before securities 

gains (losses) and 
extraordinary charges ............................... .. 

Securities gains (losses) ................................... . 
Extraordinary charges ..................................... . 
Net Income .......................................................... . 
Total at Fiscal Year End 

Total assets .......................................................... .. 
Stockholders' equity ........................................ .. 
Average Shares Outstanding·· .................... .. 

Per Share" 
Income before securities 

gains (losses) and 
extraordinary charges ............................... .. 

Net income ......................................................... .. 
Book value ........................................................... . 
'From acquisition In .bnuaiy 1972. 

"Adjusted for S·for·l s\ock split, October 1969. 

3/2174 

s l 02,219.000 
51,375,000 

6,261.000 
35,780,000 

8,190,000 
(185,000) 

8,005,000 

200.220.000 
59,887.000 

5,179.000 

s 1.58 
1.55 

11.56 

i 
\ 
~ 

' 

• . 
• ' 

. } 
l 

313173 i 

s 132.323.000 . 
88,736.000 

3.624,000 
32.049,000 

' I 
8,108,000 ! 

(82,000) ; 
(925,000) \ 

7.101,000 » 
I\ 

199.724.000 l' 
53.125.000 ii 

5.069,000 i1 

ff s. 1.58 ~ 
l.38 n 

10.26 ~ 
• t' 

~ 

Incentives · ,, 

, .... ' 

- ""' i 
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3/4172 

Sl 14.102.000 
l 00,622.000 

2,145.000 
4.104,000 

5,907.000 
( 1.693,000) 

4.214,000 

190.740,000 
46.381,000 

5,028.000 

Sl.15 
.82 

9.20 

2127171 

$127.784,000 
118,374.000 

l ,759,000 

8.739,000 
(155.000) 

8,584.000 

148.422.000 
43.296.000 

4.957,000 

Sl.72 
1.69 
8.61 

2128170 

S l 32 .020 ,000 
124.180,000 

1,822.000 

7.738,000 
27.000 

(378.000) 
7.387,000 

147.333.000 
35,431.000 

4.877.000 

Sl.53 
l.46 
7.16 

3/l/69 

$112.151.000 
l 07 ,602,000 

882,000 

5.415.000 
229.000 

(3.651.000) 
1.993,000 

123.796,000 
28,049.000 

3,530,000 

$1.54 
.57 

5.76 

3/2/68 

$94.574,000 
91,097.000 

677,000 

3,333,000 
85,000 

3,418.000 

95.772,000 
23.060.000 

3.108,000 

Sl.07 
1.10 
7.42 

3/4/67 

$94.760,000 
91.209,000 

883,000 

4.365,000 
(81,000) 

4,284,000 

81.999.000 
19.487.000 

3.108,000 

Sl .41 
l.38 
6.27 

2/26/66 

$83.772,000 
81,065.000 

552.000 

4.444.000 
22,000 

4.466.000 

77.713,000 
15.202.000 

3.108.000 

$1.43 
l.44 
4.89 

DISCLOSURE R 
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2/27/65 

$74,256.000 
71.969,000 

354.000 

2.276.000 
228.000 

2,504,000 

65.207.000 
10.736.000 
3,108,000 

$ .73 
.81 

3.45 
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Blue Chip Stamps 

Consolidated Balance Sheet 

March 2, 1974 and March 3. 1973 (Note 1) 

ASSETS 

Current assets: 
Cash ..................................................................................................................................................................... S 3,013,000 
Marketable securities (i~otes 3 and 5) .................................................................................................... 132.743.ono 
Accounts receivable...................................................................................................................................... 4,034.000 
Merchandise and supplies Inventories. at the lower 

of cost (first-in. first-out) or market ........................................................................................................ . 
Prepaid income taxes and other expenses (Note 6) ..................................................................... .. 

10,355,000 
4,~7~.QOO 

Total current assets......................................................................................................................... 155,024.000 
Property, fixtures and equipment. at cost. less 

accumulated depreciation and amortization (Note 4) ................................................................. . 
Unamortized debenture discount... ............................................................................................................... . 
Investment in Wesco Financial Corporation (Note 1) ......................................................................... .. 
Excess of cost over eqully in net msets of See's Candy 

10.454,000 
982,000 

17.446,000 

Shops, Incorporated, less accumulated amortization (Note 1) .................................................... _ 1_6,3]4,000 

s200.220,ooo 

LIABILITIES AND STOCKHOLDERS' EQUITY 

Current liabilities: 

Accounts payable and accrued expenses ......................................................................................... S 8.146.000 
Note payable to bank .................................................................................................................................. . 
Current portion of long-term debt............................................................................................................. 8.881,000 
Income taxes payable (Note 6)................................................................................................................. 2,858,000 
Liabilily for unredeemed trading stamps (Note 2) ............................................................................ _ 78._7]6~000 

Total currGnt liabilities .................................................................................................................... _ 98L6_~1 .• QQO 
long-term debt, less current portion (Note 5): 

Notes payable to bank.................................................................................................................................. 33,000.000 
63.4% Subordinated Debentures due 1978 ............................................................................................ ~8,672,QQO 

Total long .. ferm debt ..................................................................................................................... _41 ._6]:1.QQ9 
Stockholders' equily (Notes 5. 7 and 11): 

Common stock, par value Sl.00 
Shares authorized - 7.000,000 
Shares outstanding - 5,179,000 .............................................................................................................. 5.179.000 

Paid-in capital.................................................................................................................................................... 1.579,000 
Retained earnings .............................................................................................................................................. __ 53._129.0QO 

Total stockholders' equily ............................................................................................................ ~'?,88?.000 

~:1QQ.:1~ 
See accornpanyint:.1 notes to consolidated fir-:Jnclal statements 

$ 4.196,000 
144,601,000 

4.148,000 

13,114,000 
~.7_92,00_0 

170,851,00Q 

10,785,000 
1.347,000 

16,741,00Q 

S 199, 724,0QO 

$ 8,626.000 
1.000,000 
5,751,008 
4,027.000 

- _93~31?_1_.QQQ 
lJ~,755,,00Q 

23,004.000 
_l Q._~40,000 

- 33 .§..~ ,Q_O.Q 

5,179,000 
1.579,000 

46,367.0QO 

,_53.J25.000 

S l 'Z,~24.000 

DISCLOSURE R 
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Blue Chip Stamps 

Consolidated Statement o~ Income 

Flfty.fwo Weeks Ended March 2. 1974 and March 3. 1973 (Note 1) 

Revenues: 
Stamp service revenues (Nole 2) ................................................................................................................. S 51,375,000 
Incentive sales..................................................................................................................................................... 6,261.000 
Candy sales......................................................................................................................................................... 35,780.000 
Interest and dividends..................................................................................................................................... 8,260,000 
Other ........................................................ ,, ............................................................................................................. _____ §'1;3,Q_OO 

_!02 ._2J 9 ,000 

Costs and expenses: 
Cost of redemptions and sales (Note 2) ................................................................................................... 68.156,000 

• Selling. Q:meral and administrative expenses....................................................................................... 21,263.000 
Interest and discount amortization ............................................................................................................. __ 3.962.000 

Income before income taxes. equity in net income of 
Wesco Financial Corporation. securities losses and 

. 93.:38_1QOQ 

extraordinary charges..................................................................................................................................... 8,838.000 
Provision for Income taxes (Note 6) ................................................................................................................. (2.071.000) 
Equity in net Income of Wesco Financicil Corporation (Note 1) ............................................................ __ l .~23.00Q 
Income before securities losses and extraordinary charges................................................................ 8, 190.000 
Securities losses, less income tax effect......................................................................................................... (185,000) 
Extraordinary charges (No·:., 11) ....................................................................................................................... . 

Net income ............................................................................................................................................................... S 8.005,000 . ----:-==_::_: 

Per share (Nole 8): 
' Income before securiti,>s losses and extraordinary charges .......................................................... .. 

Securities losses ................................................................................................................................................. . 
Extraordinary charges .................................................................................................................................... .. 

Net income ......................................................................................................................................................... .. 

Consolidated Statement of Stockholders' EC1uity 

Fifty-two Weeks Ended March 2.1974 and March 3, 1973 (Note l) 

Common 
Stock 

Balance at March 4.1972 .................................................................................................. $5.039,000 
Exercise of stock options................................................................................................ 140,000 
Cash dividends of S.24 per share ............................................................................. .. 
Net income ..................................................................................................................... .. 

Balance at March 3, 1973.................................................................................................. 5, 179,000 
• Cash dividends of S.24 per share (Note 5) ............................................................ . 

Net income ........................................................................................................................ . 
Balance at March 2.1974 ................................................................................................. $5,179.000 

See accompanying notes to consolidated financial statements 

$1.58 
(.03) 

Sl.55 

Paid-in 
Capital 

s 862.000 
717,000 

1,579,000 

Sl ,579.000 

1973 

s 88.736,000 
3.624.000 

32.049,000 
7.315.000 

599.000 

132.~~3,00Q 

95,662.000 
21.729,000 

2,996._QOO 

120.387 ,000 

11.936.000 
(3,828.000) 

8,108,000 
(82.000) 

- _(925,000) 

s 7,101.000 

Sl.58 
(.02) 

_(.18) 

Sl.38 

Retained 
_ _lorn~-

s 40.480,000 

(l .214.000) 
7.101.000 

46,367.000 
( l ,243 .000) 
8,005,000 

$53.129.000 
==-=-----=: 

..... ~~~~~~-.o::--...-~~~....,....-~-,,...~~~~~~~~~~~~~~~~~~~~~~~,.,--~....._.~~ 
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Blue Chip Stamps 

Consolidated Statement of Changes in Financial Position 

Fifty-two Weeks Ended March 2. 1974 and March 3, 1973 (Note l) 

1974 

Working capital was provided by: 
Income before extraordinary charges .................................................................................................... $ 8.005,000 
Income charges (credits) not affecting working capital: 

Depreciation and amortization............................................................................................................. l ,931,000 
Minority interest In net Income of See's Candy Shops. Incorporated................................... 22,000 
Dividends received from Wesco Financial Corporation............................................................ 419,000 
Equity in net income of Wesco Financial Corporation (Note l) .............................................. _(l ,423.000) 

Working capital provided by operations.............................................................................................. 8,954.000 
Notes payable to bank (long-term portion)......................................................................................... 16,996,000 
Exercise of stock options ............................................................................................................................... . 
Minority Interest In See's Candy Shops. incorporated ...................................................................... _ _(22.000) 

25,928.000 

Working capital was used for: 
Excess of cost over equity in net assets of See's Candy Shops. incorporated..................... 4.000 
Property additions. net.................................................................................................................................... 1.022.000 
Payment of dividends..................................................................................................................................... 1.243.000 
Transfer of long-term debt to short-term debt...................................................................................... 8,881.000 
Debentures purchased for retirement...................................................................................................... 287.000 
Investment in Wesco Financial Corporation (Note 1)........................................................................ 16.224.000 
Extraordinary charges [Note 11) .................................................................................................................. -------=----

27 ,66 l .OOO 

Increase (decrease) in working capital ...................................................................................................... ~ _ (l ._733,0QQJ 

Increases (decreases) in components of working capital: 
Cash ........................................................................................................................................................................ S [l ,183,000) 
Marketable securities...................................................................................................................................... (l l ,858.000) 
Accounts receivable....................................................................................................................................... (114.000) 
Inventories............................................................................................................................................................ (2.759,000) 
Prepaid income taxes and other expenses.......................................................................................... 87.000 
Accounts payable and accrued expenses ......................................................................................... 480 ,000 
Note payable to bank (short-term).......................................................................................................... 1.000,000 
Current portion of long-term debt............................................................................................................ (3.130,000) 
income taxes payable................................................................................................................................... l , 169 .000 
Liability for unredeemed trading stamps ............................................................................................... _ .l4,(i75.000 

Increase [decrease) in working capital. ..................................................................................................... ~._.LlJ~~ogoJ 

See accompanying notes to consolidated financial statements 

1973 

$ 8,026,000 

2.141.000 
35.000 

10.202,000 
l ,496,00Q 

857,000 
(l .070,000) 
ll.485,000 

978,000 
1,206,000 
1.214,000 
5.751,000 

' 925,000 

_lQ..Q74.000 

S_J.c4l} .OOO 

$ 208,000 
9,870,000' 
(799,000) 

[l .073,000) 
735.000 

(796,000) 
( l.000,000) 

[299,000) 
[l .329.000) 

-H_,1..Q§.000) 

tJ.·~n.002 

---f-_7 ..... 
~ . 

• .. : : . 

l' 
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Blue Chip Stamps 

Notes to Consolidated Financial Statements 

Nole 1-Subsldlary companies: 

The consolidated financial statements Include the accounts 
of the Company and Its 99%-owned subsidiary, See's 
Candy Shops. !ncorporated (See's). The excess of cost over 
equity in the net assets of See's Is being amortized over 40 
years; amortization amounted to 5431,000 and $428,000 for 
the fiscal years ended In 1974and1973. 

At March 3.1973 the Company owned 21.9% of the 
outstanding shares of Wesco Financial Corporation (Wesco) 
common stock at a cost of $8,099,000. The Company had 
Increased Its ow:--P.rshlp to 24.9% at Aprll 6.1973 and applied 
to federal and California regulatory authorllles to obtain 
control of Wesco (defined Inter allaas ownership of more 
than 25%). Such permission was granted In September 1973. 
The Company's ownership of Wesco has Increased to44.6% 
through March 2, 1974 and to approximately 57% through 
April 12, 197 4. The Company's investment In Wesco Is 
recorded at cost plus equity in net earnings for Wesco's year 
ended December 31, 1973; the 512.780,000 excess of equity 
In the net assets of Wesco over cost Is being amortized over 
40 years. Such amortization amounted to $218.000 during 
the fiscal year ended In 1974. Summarized financial 
information of Wesco for the year ended December 31.1973 
follows: 
Assets-

Cash and marketable securities ...................... S 40, l 12.000 
Loons receivable. less unearned loan fees, 

unrealized profi1 and loans in process...... 389,584,000 
Other assets.............................................................. 22.284.000 
Total assets ................................................................ $451.980.000 

Liabilities and stockholders' equity-
Savings depos!ts ................. ,, .................................. $345,530,000 
Other \labllllies......................................................... 38,899,000 
Total liabilities.......................................................... 384.429,000 
Stockholders' equity.............................................. 67 .551.000 
Total liabilities and stockholders' equity ....... $451,980,000 

Total income ................................................................ S 34.289,000 

Net earnings ................................................................. S 4.608.000 

Per share.................................................................... Sl.94 

Nole 2 -Stamp service accounting: 

The Company recognizes stamp service revenues upon 
issuance of Its trading stamps and provldes a liability 
account for unredeemed trading stamps consisting of the 

cost of merchandise and related redemption expenses. For 
a number of years the Company has made statistical 
evaluations of Its redemptions. Based upon analysis of such 
evaluations. the Company presently estimates that 97.5% of 
all st'amps Issued wlll ultimately be redeemed. The liability 
for unredeemed trading stamps of $78.776,000 at March 2. 
197 4 Included $64.431,000 for the cost of merchandise and 
$14,345.000 for redemption expenses. 

Note 3 - Marketable securities: 

Following Is a summary of marketable securities, which are 
stated at cost: 

Cost Market Value 

March 2, 1974-
Short-term Investments ...... S 31,164,000 S 31.183,000 
Preferred and 

common stocks............... l 01,579.000 97 .471.000 

$132.743.000 Sl 28.654.000 
'"-...--

March 3, 1973-
Short-term Investments ...... S 21,298.000 S 21.298,000 
Preferred and 

common stocks............... 123.303,000 127 .004.000 

$144.601,000 $148.302.000 

Note 4-Properly, llxtures and equipment: 

Following Is a summary of property, fixtures and eq~i1:lment: 

Land ............................................. . 
Buildings ..................................... . 
Furniture. fixtures 

and eoulpment .................. . 
Leasehold Improvements .. .. 

Less accumulated depreci
ation and amortization ..... 

March2. 
1974 

$ 2,900,000 
5,755,000 

9.289,000 
4.287.000 

22.231.000 

11.777.000 
S l 0,454,000 

March3, 
~~ 
$ 2,900,000 

5,703,000 

8,957.000 
4,116,000 

21.676,000 

10.891.000 
$10,785,000 

Depreciation and amortization of property, fixtures and 
equipment are provided by straight line and accelerated 
methods over the estimated useful lives of the assets. Total 
provisions amounted to Sl.353,000 and Sl .354.000 for the 
fiscal years ended In 1974and1973. 
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Blue Chip Stamps 

Notes to Consolidated Financial Statements (Cont.) 

Note 5- Long-term debt: 

In January 1974 the Company refinanced a bank loan of 
$28.755.000 and obtained Sll.245,000 In additional funds. 
The resulting bank loans at March 2. 1974 aggregating 
$40,000,000 are repayable beginning January 1975 in 
anr.ual Installments of $7,000,000through1978 and 
$6,000,000 In 1979and1980. Interest ls payable monthly at 
one-half to one per cent above prime rate. In addition to the 
stock of See's and Wesco. securities having an aggregate 
market value of approximately two-thirds the unpaid 
balance are pledged as collateral. Under the most 
restrictive covenants of the loan agreements, total 
unsubordlnated long-term debt (including the loans) may 
not exceed the sum of stockholders' equity and 
subordinated debt, and the Company's current liabilities 
may not exceed the aggregate of cash. unrestricted 
marketable securities and merchandise Inventory. 

The debentures are subordinated to senior Indebtedness 
as defined In the underlying Indenture. At least 20% of the 
debentures must be paid to a sinking fund annually 
beginning December 1.1974, and the Company may 
redeem debentures after Decemberl.1974. Under the terms 
of the Indenture. the Company is permitted to pay cash 
dividends In any fiscal year In an amount not to exceed the 
greater of (a) 24 cents per share or(b) 25% of the net Income 
for the preceding fiscal year. Dividends may not be paid if 
the Company Is in arrears In any sinking fund payments. 
During the fiscal year ended in 1974 the Company 
purchased $287.000 principal amount of debentures for 
retirement. 

Note 6 - Income foxes: 

The Income tax provision of $2,071,000 for the fiscal year 
ended In 1974 was 23.4% of pretax Income of $8,838,000. 
Following Is a summary of the differences between the 
federal statutory rate and this effeclive percentage: 
Statutory income tax rate............................................. 48.0% 
Dividend exclusion......................................................... (27.7) 
State income taxes. net of 

federal Income tax benefit ................................... .. 
All other (net) .................................................................. .. 
Effective Income tax rate ........................................... .. 

3.8 
_J,_71 
23.4% 

Prepaid Income taxes of $3,815.000 and $3,802.000 at 
March 2, 1974 and March 3, 1973 result primarily from 
deducting certain redemption expenses for Income tax 
reporting purposes when stamps are redeemed and for 
financial reporting purposes when stamps are Issued. The 
net increase in prepaid income taxes resulting from timing 
differences amounted lo Sl3,000 and $851.000 for the fiscal 
years ended In 1974and1973. 

Al March 2. 1974 the Company had capital loss 
carry-forwards of Sl .883,000 available for offset against 
capital gains of Sl ,300,000 and $583,000 through fiscal 
years ending In 1977and1979. 

Investment tax credits, which have not been material. are 
recognized as the tax benefits are realized. 

In 1972 the Company received a notice of deficiency from 
the Internal Revenue Service claiming additional taxes of 
approximately $7,500.000, excluding interest. for the three 
fiscal years ended In 1971. Of this amount. more than 
$5,500,000 results from the Service's contention that the 
Company has overstated Its liability for unredeemed stamps 
by overestimating the number of stamps Issued which will . 
ultimately be redeemed. Since Its Inception In 1956. lhe 
Company's financial statements and tax· returns have been 
prepared on the basis that 97.5% of all stamps issued will • 
ultimately be redeemed. This percentage has been baseci 
upon annual statistical evaluations of stamp redemptions. 
The Company disagrees with the Service's position and , 
accordingly has pelllloned the United Slates Tax Court for a 
determination !hot there are no additional federal income 
laxes due for the fiscal year ended in 1971 and prior years. 
The other Items in the notice Involved the disallowance of 
certain expenses and were selfled In January 1974 for 
approximately $200,000. The California Franchise Tax Board 
proposed assessment of additional taxes based on the 
federal notice. and the Company flied a protest. 

Note 7 -Stock options: 

Under the Company's qualified stock option plan. options to 
purchase shares of the Company's common stock were 
outstanding al March 2.1974, as follows: 7 .200 shares at 
Sl4.75 (including 5,325 currently exercisable) and 18.000 
shares at $15.1875 (of which 4.500 were currently 
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exercisable). No options were granted or exercised during 
the fiscal year. 

Note 8- Per shore computations: 

Per share amounts ore based upon the weighted average 
number of shares of common stock outstanding during the 
fiscal year adjusted for the dilutive effect of outstanding 
stock options. 

Nole 9-Penslon plan: 

The Company has a noncontributory pension plan which 
covers employees meeting certain ellglblllty requirements. 
The plan Is funded annually and the cost for the fiscal years 
l!lnded In 1974and1973 appro~h:noted Sl20.000 and 
$300,000. There are no unfunded prior service costs. 

Nole 10- Leas9 commitments and rental expense: 

At March 2. 1974 minimum rental commitments are as 
follows: 

Fiscal year ending ln-
1975 ............................................................................. . 

. 197 6 ............................................................................ .. 
1977 ............................................................................. . 
1978 ............................................................................. . 

• 1979 ........................................................................... .. 
Five fiscal years ending ln-

1984 ............................................................................. . 
1989 ............................................................................ .. 

• 1994 ............................................................................. . 

$2,662.000 
2.289.000 
1.782.000 
1.455.000 
1.282,000 

3.428.000 
988.000 
253,000 

The net rental expense was $3, 708,000 and $3,645,000 for 
the fiscal years ended in 1974and1973. Rentals applicable 
to candy operations are generally determined on the basis 
of a fixed percentage of sales subject to a specific minimum 
rental. Such minimum rental expense. which Is Included 
above. was $834.000 and $790,000 for the fiscal years 
ended in 1974and1973. 

Note 11-Legal proceedings: 

During the fiscal year ended in 1973. the Company settled 
eleven lawsuits for Sl,923,000. The settlements. less $998.000 
applicable Income taxes, were charged against income as 
extraordinary charges. 

Pursuant to a consent final judgment entered In 1967. the 
Company in June 1972 submitted for approval by the United 
States District Court a plan to offer for sale one third of Its 
California trading stamp business located within a 

contiguous geographical area In Southern California. In 
January 197 3. the Court made an order (1) disapproving said 
plan, (2) requiring the Company to continue efforts to 
negotiate a sale and (3) calling for the appointment of an 
Independent expert to study the feaslblllty of a sale or 
spln·off of a portion of th~ Company's trading stamp 
business under existing conditions. The report of the 
Independent exp8rt has not yet been flied with the Court. 
The Compariy believes that such a sale or spin-off. If 
consummated under existing market conditions. would 
compel the Company to dlsconllm1e Issuance of Its trading 
stamps. 

The Company Is a defendant In a purported class action 
filed March 1. 1971 to recover for stamp savers monies 
collected by It as relmbursemenlforCallfornla sales taxes on 
redemption of stamps. Plaintiffs claim that redemption 
transactions are not taxable and Iha! all such collections 
should be returned, or alternatively. that such collections 
exceeded the tax properly payable and such excess should 
be returned. The Company has paid sales.taxes to the state 
equal to Its reimbursement collections. The CompCJny has 
asserted claims against the stale for reimbursement of all or 
part of any recovery by plaintiffs. Following denial of these 
claims by the state. the Company cross-complained 
against the state seeking Indemnity. The original complaint 
was amended to assert fraud and to seek punitive 
damages. On June 1.1973 two partial summary judgments 
were entersd by way of interlocutory orders. neither of which 
has yet become final orappealable. The first was In favor of 
the Company to the effect that the redemption transactions 
were taxable. The second was in favor of plaintiffs to the 
effect that the Company's collections exceeded the tax 
properly payable. In the opinion of counsel for the Company 
the second partial summary judgment was erroneous. Issues 
relating to the class action aspects of the case remain 
unresolved along with a number of Issues of fact. Maximum 
liability in respect of this action Is estimated at S7 ,000.000 
less the amount of any money which may be recovered on 
the claims against the state. Counsel believes the prospects 
for such recovery to be good. In the opinion of counsel for the 
Company. substantial defenses are available. but counsel 
cannot predict the ultimate outcome of th~ action. 

A purported class action was filed on November 10. 1970 
against the Company and certain of Its present and former 
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Blue Chip Stamps 

Notes to Consolidated Financial Statements (Cont.) 

stockholders and directors. The complaint was filed on 
behalf of retailer users of Blue Chip stamps who failed to 
purchase stock of the Company in a 1968 offering to retailer 
users. The complaint alleges damages to plaintiffs of 
S2l.400.000, together with exemplary damages of 
$25,000,000, Interest, attorneys' fees and cosls, and prays 
that plaintiffs have the right to purchase stock, or units of 
slack and debentures, of the Company on Iha terms of the 
1968 offering. The action was dismissed with prejudice by Iha 
United States District Court. On October 15, 1973 a panel of 
three judges of the United States Court of Appeals for the 
Ninth Circuit reversed the prior dismissal by the District Courl 
and remanded the case for further proceedings. In a 
two-to-one opinion, the panel held that a class of persons 
who were entitled to but failed to purchase securllles of the 
Company In connection with the 1968 offering had standing 
to sue for damages under Rule lOb-5 of the Securities 
Exchange Act of 1934, If they could prove that such failure to 
purchase was Induced by alleged fraudulent 
representations of the Company and certain of Its past and 
present officers, directors and shareholders. On Aprill. 1974 

Report of Independent Accountants 

To the Board of Directors and 
Stockholders of Blue Chip Stamps · 

We have examined !he consolidated balance sheet of Blue 
Chip Stamps and Its consolidated subsidiary as of March 2, 
1974 and March 3, 1973, and the related consolidated 
statements of Income, stockholders' equity and changes In 
financial position for !he fiscal years then ended. Our 
examinations were made In accordance with generally 
accepted auditing standards ond accordingly Included 
such tests of the accounting records and suc.h other auditing 
procedures as we considered necessary In !he 
circumstances. We did not examine the financial statements 
of Wesco Financial Corporation which Is accounted for on 
!he equity method In !he consolidated financial statements 
(Nole 1). These statements were examined by other 
Independent accountants whose report thereon has been 
furnished to us. Our opinion expressed herein. Insofar as It 
relates lo !he amounts Included for Wesco Financial 
Corporation, Is based solely upon such report. 

the Nlnlh Circuit denied a petition for rehearing and a 
request thal the case be heard by lhe entire panel of judges 
of the Ninth Circuit. ihe defendants will seek a review by the 
United Stales Supreme Court. On June 21, 1971 plaintiffs filed 
a substantially Identical action against the same 
defendants in the Los Angeles County Superior Court, but the 
Company has not yet been served with process in that 
action. In the opinion of counsel for the Company, upon the 
facts now known and the present state of the law, there 
appear to be substantial defenses on the merits lo the 
complaints in bath the federal and state actions. 

lhe Company, together with a number of oil companies 
and supermarket chains. was named as defendant In an -
anliirust action filed on July 12, 1971 by a California 
corporation formerly engaged in the trading stamp 
business. The complaint seeks lreble damages In substantial 
amounts plus attorneys' fees and costs. The Company has 
not been served with process. In lhe opinion of counsel for 
!he Company, upon the facts known. the action Is without 
substantial merit. 

As explained In Note 11 to the accompanying financial 
statements, the Company is subject to certain legal 
proceedings. 

in our opinion. based rm our examinations and the report 
of other Independent accountants, subject to the effect, if 
any, of the legal proceedings referred to In the preceding 
paragraph, the consolidated financial statements present 
fairly the financial position of Blue Chip Stamps and Its 
consolidated subsidiary at March 2, 1974 and March 3. 1973 
and the results of their operations and changes In financial 
position for the fiscal years then ended, In conformity with 
generally accepted accounting prlnclples consistently • 
applied. --1./~~U. k.1t$ik.1t<WV' 4. 

I~ l.J~,_ .f ~. 
Los Angeles, California 
April 12. 1974 
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To the Stockholders of 
Bcrksl1ire Hothmvoy Inc.: 

Berkshire Hathaway Inc. 

Our finnncinl results for 1973 were sutisfoctory, with opernling comings of $11,930,592, pro
ducing n return of 17.4% on beginning stockholders' equity. Although opernting earnings improved 
from $11.43 to $12.lB per slrnrc, enrnings on equity decrensed from the Ul.!1% of' 1972. This decline 
occurred becnuse the gain in cur11ings \Vas nol con1111enriurnlc \Vilh the increase in shareholders' 
investment. We hnd forecast in lust yem"s report tlml such n decline wns likely. Unfortunately, 
our forecast proved lo be correct. 

Our textile, banking, und most insurnnce operntions hnd good yenrs, but cerlnin segments of 
the insurnnce business tumed in poor results. Overnll, our insurnnce business continue:> to be u 
n1osl nltruclivc urea in \Vhich lo e1nploy capital. 

Manngen1enl's objective is lo achieve n return on capital over the long tern1 \Vhich nvcruges 
somewhat higher thnn thnl of J\mericun industry genernlly -- while utilizing sound uccounting und 
debt policies. We huve nchieved this goul in the Inst few years, and nre trying lo tnke those steps 
which will ennble us to maintain this performance in the future. Prospects for 1974 indicnle some 
further decline in rote of return on our enlurged rquity bnse. 

'ii> 
Textile Operations 

Textile demnnd remained unusually strong throughout 1973. Our main problems revolved 
around shortages of fiber, which complicnted opcrutions nnd resulted in something less limn full 
utiliznlion of loom cupucity. Prices of some fibers sk~·rocketcd during the yenr. 

Cost of Living Council regulations prevented the pricing of muny finished products al levels 
of some of our competitors. However, profits were reasonably conunensurnlc with our cnpilnl 
investment. although bcknv those thnt apparently might hnvc been nchicvcd hnd we been nblc to 
price nl nmrkel levels. The textile business hns been highly cyclicnl nnd price controls mny have 
served lo cul down some of the hills while still lenving us with the inevilnble vulleys. 

Because of the cxlrnonlinnry price rises in rnw mnlerials during 1973, which show signs of 
continuing in 1974, we hnvc elected lo ndopt the "lifo" method of inventory pricing. This method 
n1ore nenrly 111nlches currcnl cosls ngninsl currcnl revenues, and n1inin1izes inventory hprofils" 
included in reported earnings. Further informntion on this change is included in the footnotes lo 
our financial stnlcments. 

Insurance Operations 

During 1873, Jnck Hingwnlt retired ns President of Nntional Indemnity Company uftcr un nbso
lutely brillinnt record since founding the business in 1940. He wns succeeded by Phil Liesche who, 
fortunntely for us, possesses the sum~ underwriting nnd mnnngerinl philosophy thnl worked so 
well for Jnck. 

Our trndilionnl business, specialized auto und general liability lines conducted through Nntionnl 
Indemnity Company and Nntionnl Fire and Morine Insurance Compuny, bud an exceptionally fine 
underwriting year during 1973. We ngnin experienced n decline in volume. Competition was intense, 
and we pnssed up the chunce lo mulch rnle-culling by more optimistic underwriters. There currently 
are faint indications thnt some of these competitors are learning of the inadequacy of their rules 
(nnd ulso of their loss reserves) which nrny result in easing of market pressures us the yenr develops. 
If so, \VC 1nny again experience volume increases. 

1 

D .. '·1 SC I '08 u RE (!0 .. IF THE ABOVE PAGE IS LESS CLEAR THAN THIS STATEMENT, IT IS 
L,l DUE TO POOR PHOTOGRAPHIC QUALITY OF THIS DOCUMENT. 



I 

,'i 

" 1:' 

' I' 
;; 
ti 
'· f'. 

BLANK PAGE 

DISCLOSURE R IF THE ABOVE PAGE IS LESS\ CLEAR THAN THIS STATEMENT. IT IS 
OUE TO POOR PHOTOGRAi•HIC QUALITY ·OF THIS OOCUMENT. 

~ 

,. 

---·-
t" 



Our roinsHrn11cc oporntion hod n somcwhnl similnr yonr · · gootl underwriting oxporionce, 
but clinlculty in mnintnining provious volume levels. This oporntion, guided by lho lirolcss nnd wcll
clircclcd ctl'orts or G<mrgc Young, hns boon n major prolil producer sinco its inception in :HJGD. 

Our "home stntc" insurnnco compnnics madu oxcollonl progress in Nobrnskn nncl Minnesota, 
with both good growth in volume and nccoptnble loss rntios. We begun oporntions lulu in tho yenr 
in !own. To dnte, our big problem hns boon 'l'mms. In that stnle we virtunlly hml to start ovor during 
1973 ns the initinl mnnagcmenl we selected proved incnpnblc orundorwriting successfully. The 'l'cxns 
experience lms been expensive, nnd wo still hnve ou1· work cul out Jbr us. Overnll, however, the 
homo stnlo operulion nppcnrs lo hnvo n promising polonlinl. 

Our speciulizcd urban nuto operation, Hume nml Automobile lnsurnncc Company, cxporionced 
very poor underwriting in Chicago during :t9i'3, ll would appcnr tlrnl rules nro inndcqunlo in our 
primary Cook Count~· nmrkcting aron, although the curront energy silunlion confuses tho picture. 
Tho question is whether possible lowered nccidenl frequency bccnusc of reduced driving will more 
limn offset continuing inllnlion in meclicnl nml rcpnir costs, ns well us jury nwurds. We believe thnl 
inllulion will hurl u.~ moro llrnn reduced driving will help us, but some of our competitors uppenr 
lo believe otherwise. 

Home nud Auto cxpnndcd into Florido nml Cnlifornin during lho your, but il is loo curly lo know 
how those moves will prove oul linnncinlly. 

A contributing factor in our unsolisfnclory enrnings nl Home and Auto during 1873 wus r.n 
accounting system which wus not bringing informntion lo mnnngemcnl on u sulllcicntly timely lmsi~ 
This situnlion now is being corrected. 

On the invcslmonl side of our insurnnce opcrolion, we made substunlinl ndditionnl commit men ls 
in common slacks during 1973. We hnd signilicnnt unronlizcd dcprccinlion over $12 million · in 
our common stock holdings ul ycnr-cnd, ns imlicntod in our finnncinl slnlemcnts. Novcrlholcss, we 
believe lhnl our common stock portfolio ul cost reproscnls good vuluc in ternrn of intrinsic business 
worth. In spite of lho lnrge unreulized loss nl year-end, we would expect snlisfoctory results J'rom 
tho portfolio over the longer term. 

Bunking Opcrnlions 

The lllinois Nnlionnl Bunk & Trust Co. of Hackford nguin hud n record ycnr in 1973. Avcrngo 
deposits woro upproximnlely $130 million, of whic:h upproximntcly GO~o were lime deposits. Interest 
rules were increased suhstanliully in the imporlnnl consumer snviogs nren when rogululory maximums 
\\1cre rniscd ul 111id~ycnr. 

Despite this mix heavily weighted lownrd interest bearing deposits, our opernling cnmings 
nflc1· loxes (including n new Illinois slulc income lox) wore nguin over 2.1 % of' uvorngc deposits. 

We continue lo bo lhc lurgosl bunk in Hackford. We continue lo nminlnin unusual liquidity. We 
continue lo meet the increasing Imm dcnmnds or our customers. And we continue lo maintuin our 
unusual profitt1bility. This is u direct tribute lo lhc ubililics of Gene Abegg, Chnirmun, who !ms 
been running tho Bnnk since il opened its doors in Ul31, nml Bob Kline, our President. 

Merger With Diversified Hclailing Company, Inc. 

Your Directors hnvc approved the merger or Divorsilicd Holniling Compuny, Inc. into Berkshire 
Hnthnwny Inc. on terms involving issuance of 195,000 shnrcs or Uorkshire slack for the l,000,000 
shnrcs of Diversified slack oulstunding, Been use Diversillod nnd ils subsidinrios own 109,551 shnros 
of Berkshire, the ncl incrcnsc in tho mun lier of shnres of Berkshire outslunding nflor giving olfocl lo 
this lmnsnclion will nol exceed 05,449. Vnrious rogulntory opprovuls must be obtninod before this 
merger cnn be completed. nncl proxy nmlorinl will be submilled lo you luter this yenr so thnl you 
mny vote upon il. 

Divorsillcd Holniling Company, Inc., through subsidinrios, opcrnlcs n chnin of populur-pricod 
women's nppnrcl stores nnd also conducts n reinsurnncc business. In the opinion of your nmnngomcnl, 
its most imporlunl ussol is 16% of the stock of Blue Chip Stumps. 
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llluo Chip Slnmps 
Our holdings of stock in Blue Chip Stamps nl year-~nd nmounlcd lo npprmdmnlely 19% of lhnt 

compnny's oulslnnding shnrcs. Since year-end, we hnvc increased our holdings so thnl lhcy now 
roprcscnl apprmdmnlely 221h % 1 implomonlalion of tho proposed morgor with Diversified Rclniling 
Company, Inc. would incrense this figure lo uboul 3B1h %. 

Our oquily in ournings of Blue Chip Stamps became significant for the lirsl limo in 1973. nnd posed 
nn nccounling question us lo just whnl period's earnings should be recognized b)• Berkshire Hntlmwny 
Inc. ns upplicnblc lo the finoncinl slnlemenls covered by this annual report. 

Bhto Chip's liscnl year ends on tho Saturday closest lo Fobrunry 2B, or two months nfter tho 
fiscal year-end of Borksltiro Hntlmwny Inc. Or, viewed, nllermtlivoly, their your onds ton months 
prior lo Berkshire Hnlhaway's. An ncceplablo nccounling choice for us, nm! ono which, if mndc, 
would not have required nn nudilor's disclaimer .ts lo scope. was lo recognize in our 1973 income an 
equity of $ll32,000 in Blue Chip's earnings for their year ended Murch 3. 1973 wilh regard lo the 
fewer shures of Blue Chip we CIWnod during this enrlier period. But such nn nppronch SeQmcd nt 
odds wilh reality, nm! would have meant n ten month Ing euch year in tho future. Therefore, we chose 
to rollecl ns 1973 incmne our equity of $1,000,000 in Blue Chip's earnings bused upon unaudited 
interim onrnings through November ns publicly reported by Blue Chip Stamps uml wilh regard to 
our shareholdings during 1973. Because we mndc this choice of unaudited but current figures, ns 
opposed lo the nllernntivo of audited but for from current figures, Pent, Mnrwick, Mitchell & Co. 
were mmblc to express nn opinion on our 197:.J earnings nttributnblo to Blue Chip Slumps. 

The nnnmtl report of Blue Chip Slnmps, which will conlnin finnncinl statements for the year 
ending Murch 2, 1974 nudited by Price, Wnlerhouso nnd Company, will be nvnilnble in enrly Mny. 
Any shnreholder of Berkshire Hnlhnway Inc. who desires nn nnnunl report of Blue Chip Slumps 
mny oblnin it nt tlmt lime b)• writing Mr. Robert H. Bird. Secretary, Blue Chip Slnmps, 5801 South 
Enslcrn Avenue. Los Angeles. Cnlifornin 90040. 

Blue Chip's trnding slnmp business hns declined drnslicnlly over tho pnst yenr or so, but it lms 
imporlnnl sources of coming power in its See's Cundy Shops subsidiary ns well ns Wesco Finnncinl 
Corpornlion, n 54% owned subsidinr~· engnged in the snvings nml lonn business. \lo.Jc expect Blue Chip 
Slumps lo nchieve snlisfoctory "nrnings in future yonrs relnted lo cnpitnl employed, although corlninly 
nl n much lower level than would have been achieved if the trnding slnmp business hnd bcon maintained 
nl nnylhing close to former levels. 

Your Chnirmnn is on the Bonni of Directors of Blue Chip Slnmps, ns well us Wesco Finnncinl 
Corporation, nnd is Chnirmnn of the Board of See's Cnml)• Shops Incorpornled. Opernting nmnage
mcnt of nil throe enlilios is in the hnnds of lirst-clnss, nblc, experienced executives. 

Sun Newspnpcrs, Inc. 
In tho 1909 nnnunl report wo commented on the purchnse of Sun Newspapers Inc., n group of 

weekly papers published in tho mclropolilnn Onmhn nren. Since thnt lime we hnve not commented 
on tlrnir operations in the text of our nnnunl reports, nor have we consolidutcd their finnncinl resulls 
since Urn opornlion, because of the snmll investment involved, hns been "linancinlly insignificant." 

During 1973 it wns mude quite nppnrcnt lhnt such insignificance did not extend lo publishing 
qunlity. On Mny 7th Sun Newspapers wns nwnrdcd n Pulitzer Prize for locnl investigative reporting 
(lite first time in history tlmt n weekly hnd won in this cnlegory) for its specinl section of Murch 30, 
1972 relnling lo Boys Town. Wu reported the exlrnordhmry contrast bet\veen decrcnsing services 
and mounting wcnlth that hnd taken pince since Fnlhor Flunngnn's denlh in 1948. 

Jn nddilion lo the Plllilzor Prize, lhc reporting job also won the Public Service Awnrd of Sigmn 
Oeltn Chi, the nulionul society of professional journnlists, us well ns seven other nnlionnl nwnrds. 

Our congrntulnlions go to Pnul Willinms, Editor, nnd Sinn Lipsey, Publisher, ns well ns the entire 
cditorinl slnff of Sun Newspapers for their achievement, which vividly illustrntcd llmt size need not 
be equaled with significunce in publishing. 

Murch 29, 1074 
3 

Warren E. Buffett 
Chairman of the Board 
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PEAT, MARWICI<, MITCHELL & Co. 
CEHTI FIED PUJlI.IC ACCOID;TANTS 

H' IE.\\~l'l' PJ6'\?o1\. 

O?olt\.l-J~\ 1NEBll..\$J{4\ C30101 

The Board of Directors and Stockholders 
llerksh ire Hathaway Inc. : 

We have examined the consolidated balance sheets of Berkshire 
Hathaway Inc. and consolidated subsidiaries as of December 29, 1973 and 
December 30, 1972, the statements of assets and liabilities of the 
Berkshire Hathaway Inc. - Insurance Group as of December 31, 1973 and 
1972, and the related consolidated statements of earnings and retained 
earnings and changes in financial position of Berkshire Hathaway Inc. 
for the 52 weeks ended December 29, 1973 and December 30, 1972 and the 
statements of income and realized investment gains, paid-in and unassigned 
surplus and changes in financial position of the Berkshire Hathaway Inc. -
Insurance Group for the years ended December 31, 1973 and 1972. Our 
examination was 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 except as stated in the following paragraph. 

Blue Chip Stamps, an investee of Berkshire Hathaway Inc., as 
described in note 4 to consolidated financial statements, was examined 
by other auditors for its most recent fiscal year ende1! March 3, 1973. 
Unaudited earnings of Blue Chip Stamps for the nine months ended 
December l, 1973 was the basis in part for the amount of equity in 
earnings of Blue Chip Stamps recorded by Berkshire Hathaway Inc. Under 
the terms of our engagement, we did not examine evidence in support of 
the unaudited earnings and accordingly do not express an opinion as to 
the equity of $1,008,000 in earnings of Blue Chip Stamps for 1973. 

In our opinion, except for the effect of the matcer referred t;, 
in the preceding paragraph, the aforementioned consolidated financial 
statements present fairly the financial position of Berkshire Hathaway Inc. 
and consolidated subsidiaries at December 29, 1973 and December 30, 1972 
and the Berkshire Hathaway Inc. - Insurance Group at December 31, 1973 and 
1972 and the results of their operations and changes in their financial 
position for the respective years then ended in accordance with generally 
accepted accounting principles which, except for the change (of which we 
approve) in the method of determining inventory valuations, as described 
in note 6 to consolidated financial statements, have been applied on a 
consistent basis, after giving retroactive effect to the change, with 
which we concur, in the basis of presentation as described in note l to 
consolidated financial statements. 

March 20, 1974 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIAHIES 

CONSOL IDA TED BALANCE SHEETS 

Cnsl1 . 
Inveslntcnts: 

13onds {note 2) . 
Preferred stocks (note 3) • 

December 29, l!l73 and December 30, 1972 

ASSETS 

Common stocks of unallili 1ted compnnics {note 3) 
Common stock ol' Ohm Chip Stumps {note 4) . 
Unconsolidnted bnnk subsidinry (note 5) 
Other unconsolidnted subsidiaries (note 5) . • . • 

Accounts reccivnble from customers, agents nnd others tless nllownnce for 
doubtful accounts, 1973 - $332,679; 1972- 5226,530) 

Inventories (note 6) • . . . • . , . 
llcal estntc, equipnu:onl, furniture nnd leuschold ii11provcn1cnts. nt cost loss 

nllownncc for deprecintian nnd amortizntion (note 7) 
Deferred insurance prcn1iun1 ncquisilion costs 
Other nssets • 

I.Jc~~!!· ~ 973 

s 2,085,645 

74,474,461 
2,290,340 

49,756,770 
13,717,274 
21.003,034 
1,333,032 

14,056,574 
7,13G.G76 

3,660,005 
5,240.000 

560,907 
Sl9G,l31.6l4 

LIADILITIES AND STOCKHOLDERS' EQUITY 
Losses nnd lass adjustment expenses 
Uncnrnctl prcn1iun1s 
Funds held under rcinsurunce treaties 
Agents' nnd policyholders' deposits . 
A111ounts due lbr purchnso of sccuritios 
Accounts pnynblc and accrued expense, . . 
lncornc taxes: 

CtU"flHtl • 

Deferred 
7'h % debentures due 1907 [note OJ 
Notes pnynble ta bnnks {note 9) • 
0% se11!ur notes due 1003 (note 10) • • • . • • • 
E~~.ss of ncl nsscts of consolidntctl subsi<liurics over cosl of invesllncnl 
Other linbilitics . 

Stockholders' equity: 
Cammon stack of $5 pnr vnlue. Authorized al December 20., 1973, 

1,100,000 shores, December 30, 1972, 1,722,003 shnres: issued nt 
December 29, 1973, 979,569 shnn•s. December 30, 1972, 1,017,547 
shurcs 

Rctnincd earnings (note 10} . 

I.ass, nt December 30, 1972, cast of 37,970 shnres of i;ommon stock in 
trcnsur~~ . 

'rotnl stockholders' equity . 
Contingencies (notes 12 nnd 14) 

$ 61,675. 760 
21,201,900 
l,31B,205 

471,720 
459,CiOO 

4,726,609 

262,357 
3,297,360 

590,540 

20,000,000 
579,070 

~-304~9_1~ 
114,0~!J,140 

4,007,045 
76,257,621 
01,155,466 

_!_l!.15~ 

710u.,t3i:6]1 

Sec accompanying notes lo consolldntcd financial stotc1nents. 
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!}r!_e. 30, _ 1_972 

s 4,0U0,225 

00,140,400 
2,!142,252 

17,411.700 
11.207,396 
20,472,5UO 

l,250,032 

12,053,001 
6,027,043 

3,640,249 
5,624,000 

645,105 
5176,109,033 

S G0,275,01 O 
23,039,397 

957.045 
5401742 
674,123 

4,383,750 

3,570,109 
3,214,004 

641.:100 
9,000,000 

570,070 
133,364 

107,~1'!_,01:_~ 

5,007,'"" 
64,024,663 
69, n2;ifon 

-~017,375 

_!JQ_.295,_(J~:! 

~!76)-0!l,033 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF EARNINGS AND RETAINED EARNINGS 

52 weeks ended December 29, 1973 nml December 30, 1972 

lncornc itc111s: 
lnsltrnncc prcn1iun1s cnrnctl 
Net soles of toxlilo products 
Interest nncl dividend inconu: 
Hool estnte income 

Cost und expense ilcn1s: 
Insurance losses nnU loss C1djusllncnl l:!:spenses 
Cost of textile products sold . 
Insurance undcr\\1riting expenses 
Sclling, nthninistrntivc nnd olht?r expenses . 
lnlcrcsl c:-;pcnsc 

Enrnings front insurnncc undcr\\•riting nnd n1onufocturing opera
tions before applicable incornc luxes 

Income loxes npplicoble lo opernling earnings (note 11) 
Earnings before equity in net earnings of other con1panics nnd 

rcoli1.cd invcshncnl gains 

Equity in net eurnings of bunk subsidiary (note 5) 

Equity in ucl enrnings of lliue Chip Slumps (note 4) 
Enrnings before rcnlizcd invcstn1cnl gnins 

Henli7.etl investment gnins, nel of relnled income loxes of $401,699 in 1973 
nntl 8430,344 in 1972 

Ncl cnrnings . 

Retained cnrnings nl beginning of yenr 

Excess of cost over pnr vnluc of treasury stock rclircd in 1973 

Retained cnrnings nt end of ycnr . 

Earnings per share of conunon stock, bused on 979,569 shurcs outstanding: 

Earnings before realized invcsln1cnl gnins 

Rculizctl invcsln1cnl gains 
Net earnings 

Dec. 29, 1973 

$ 52,929,257 
33,410,551 

7,37ll,109 
__ 2_ll7,017 

_Q~.QQ4.93~ 

32,ll35,79ll 
2ll,305,725 
16,774,167 

3,363,223 
1,606,313 

ll2,805.22.Q 

11,119,708 

2,979.016 

8,140,692 

2,781,900 

l,008,000 
11,930,592 

929,851 
12,860,443 

64,024,663 

(627,485) 

s 76,257,621 

$12.18 
.95 

$13.13 

Sec accompanying notes to consolidated financial statements. 
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DISCLOSURE 

Dec. 30, 1972 

s 59,627 ,050 
27,741,969 

6,648,359 

310.~5_! 

~·~fl·~~~ 

36,987,030 
23,655,273 
18,355,872 

3,119,51ll 
583.724 

-~·~-· 

82.701.417 
--~-· -~ 

11,626,912 

_3.,_240,861 

8,386,051 

2,700,353 

111,168 
11,i97;572 

928,586 
12.126,158 

51,898,505 

s 64,024,663 

$11.43 
.95 

$12.38 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 
52 weeks ended Decen1bor 29, 1973 nnd December 30, 1972 

Funds provided: 
Fron1 opornlions: 

Net cnrnings 
Charges [credits) to onrnings not requiring (providing) funds: 

Equity in undistributed earnings of bnnk subsidiary . 
Equity in undistributed earnings of Blue Chip Stumps 
Accretion of discount on bonds • 
Dcprccintion and un1ortizotion 
Increase in unpnid losses ond loss c· ·1. ';lnsc 
Decrease in unearned pron1iums 

(Incrcnsc) dccrcnsc in accounts rcccivnblc from customers, 
ag~nts and others 

Increase in inventories . 

Dccrensc in dcfcrrctl insurance prc111ium ucquisition costs 
(Decrease) increase in liability for income taxes 
Increase (decrease) in accu . •ts payable nnd accrued expenses 
OU1cr, net 

Funds provided from operations 

Proceeds from issuance of long-term debt 
Decrease in cnsh . 

Funds used: 
Net purchnsc (snle) of investments: 

Bonds • 
PrtJferrcd stocks • 
Common Slr'tcks of unanUialcd companies 
Common stock of Blue Chip Stumps . 
Invesln1cnl in unconsolidntcd subsidiary . 

Additions to renl estate, cquipn1ent1 furniture nnd leasehold in1prove
n1ents 

Repnyment of long-term debt 

Dec. 29, 1973 

~ 12,860,443 

(530,444) 
(900,000) 
(401,767) 
519,608 

1,400,750 
(2,557,417} 

(l,202,693) 
(309,633) 
304,000 

(3,230,460) 
342,851 

-~332~0[) 
_(6,232, 713) 

6,627,730 

20,000,000 

-· _2,112,500 

i~~;?~0.3],[J 

(14,155, 706) 
(643,904) 

32,344,090 
1,529,078 

75,0[J.Q 
19,150,100 

547,364 

~~2_,760 
s 20,740,31Q 

See occon1panying notes to consolitlotcd flnonciol statements. 

B 

Doc. 30..__1972 

s 12,126,150 
~--- - ---··· 

(355,744) 

(530,715) 
536,350 

7,204,393 

(1,676,071) 

1,432,707 
(796,396} 

l,147,656 
2,344,510 
(446,701) 

_J4_26,I12J 
0,505,165 

20,631,323 

_..236,062 
s 21.u;o,10_5 

4,921,043 
1,959,005 
6,515,454 
7,159,171 

--~~--

20,554,673 

603,512 

--~--·----

s 21,150,105 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUllSIDIARU;:S 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
December 29, 1973 and December 30, 1072 

(1) Summary of Significant Accounting Policies 
and Practices 

(a) Basis of Prcscntntion 
The accounts of 13erkshirc Hnlhnwny Jue., the 

pnrenl Compnny, ore consolidnted with the nc
counls of Bourne Mills of Cmrnda, Ltd., n wholly· 
O\\~ncd Conndinn textile soles subsidiary. nnd 
the nccounls of suhsidinry insurnncc con1pnnics 
(The "Iusurnuce Group"), wholly-owned by 
Berkshire Hnlhawny Inc. This basis of presenta
tion differs from that used in previous financial 
stntcmcnts in 'vhich the pnrcnt Cornpnny's invest .. 
n1cnt in the Insurance Group '\VOS cnrricd on the 
equity bnsis. 

1'hc pnrcnl Con1pnny's invcstn1cnt in The Illinois 
National Bank & Trnsl Co. of Rockford is ac
counted for on tho equity bnsis. 

Immaterinl subsidiaries nre not consolidated aud 
investments therein nre cnrried nt cost. 

The accounts of the pnrenl Company and its non
insurnncc subsidinry nrc n1ajntnincd on the bnsis 
of a fiscal year ending on the Saturday nearest lo 
Dccernbcr 31, \Vhilc the nccounls of the insurance 
group nrc n1nintnincd on t11c bnsis of the cnlendnr 
ycnr. 

(b) Investment in Securities, Other than Affiliates 
lnvcsln1cnts in bonds nre stated nl nmorlized cost, 

\Vhilc investn1cnls in p.l'.'efcrrcd nnd cornmon 
stocks other thnn nOHintes nrc. sho\Vll nl cost. 

(c) Investment in Blue Chip Stomps 
The investment in 131ue Chip Stamps ("13luc Chip") 

is accounted for on the equity basis. Deferred 
inco1ne tuxes ore provided for 'vilh respect to 
undistributed earnings of Blue Chip under the 
nssun1plion lhnt such earnings \Viii ullimntely be 
distributed as taxable dividemls. 131ue Chip 
dctcrrnincs incon1c on the basis of n fiscnl yenr 
ending on or about February 28. Berkshire 
linlhn\vny Inc. reflects its equity in the earnings 
of 13luc Chip on the basis af lhal company's 
t'velvc n1onths ending Noven1ber 30. 

( d) Insurance Premiums 
Insurance prcn1iums nrc recognized as revenues 

rnlably over the terms of the policies. Uncnrnecl 
pren1iun1s nre cotnputcd on the monthly pro 
rnla bnsis and ure staled after deduction for 

9 

reinsurance plnced \vith other insurers in the 
amount of $3,281,480 at December 31, 1973 and 
$3,691 ,310 al December 31, 1972. Pt'emium ac
quisition costs such ns comn1ission, prcmiu1n 
loxes nnd certain other undcr\vriting expenses 
nru pursuant to stntutory insurance nccounting 
rules chnrgcd ngninst inc:on10 \\1hen li1currcd. 
1-lowevur, for finandid statement 'pQrposes, a 
portion of such costs are deferred ·and. 1:harged 
ogninsl income ns the rclntcd pre,n1iu111s ore 
~nrncd. 

(c) Reserve for Lasses 
The h1surunce group provides n reserve for losses 

and Joss adjustment expenses based upon (1) 
nggrcgnle cnse basis estimates fot· losses reported, 
in t'eSpecl lo direct premiums written, (2) esli
mnles of unreported losses based upon past 
c•perience, (3) eslimnles received relnliug to 
assumed rcinsurnnce, nnd (4) deduction of 
an1tlunts for reinsurance placed \Vith rcinsurcrs 
in the mnount of $4,.121,537 al December 31, 1973 
and $3,324,360 nl December 31, 1972. 

(fl Catastrophe Hcsorvcs 
The Insurance Group does not provide n reserve 

for catastrophe losses. The Committee on Insur
ance Accounting and Auditing of the American 
Institute of Certified Public Accountants in co
operation '"ith industry rcprcscntntivcs is '''ork· 
ing toward the development of n definitive 
statement as lo the appropriate accounting for 
catastrophe losses and resolution may lend lo 
changes in the accounting practice~ being 
followed. 

Isl Heal Estate, Equipment, Furniture and Lcasc
l1old Improvements 
These items of propertr (including significnnl 

betterments und rcnc\vnls) nre carried nt cost 
depreciated over their useful lives estimated at 
the dale of acquisition. Tho double declining 
balance method is used lo calculate depreciation 
of nc\v ilcn1s of textile propQ,ftics ncquired after 
1965; the straight-line method is opp lied for 
other itcn1s. Mninlennnce, repairs and rene\vnls 
of n n1inor nature arc generally charged to 
operations ns incurred. 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

NOTES TO CON SO LIDA TED FINANCIAL ST A TEMENTS, Continued 

(Ii) Inventories 
Inventories relate to the textile operntion nnd arc 

stated al cost al December 29, 1973, detern1incd 
under the last-in, first-out n1ethocl. ·rhis repre
sents n change in accounting 1nethodi invenlorieJ 
nl the beginning of the year and previously 
ivere stated_ nt the lo\ver of cost or n1arket on 
a first-in, first-out basis. See note 6. 

(1) Incon1c Taxes 
A conso1idntcd Fedcrnl incon1e tax return is filed 

by the parent Cornpuny nnd its eligible subsidi
aries. The .liabihty for current incon1e taxes 
renected in the consolidated bulancf~ sheets repre
sents the apportioned Federal tax liability of the 
companiE::s \Vho.'ie uccounts are. consolidated, 
plus the foreign tax liability of lhe consolidated 
no_ninsurance subsidiary and plus slate or prb
vincinl income ta:~es of th!? consolidaled 
companies. 

A provision for deferred taxes is mo(.le in recogni
tion of liming differences created by the nun1ner 
in \Vhich the Insurance Group accounts for 
certain incon1e and expense items for financial 
reporting purposes and the accounting trenln1ent 
of these items for income tax purposes. 

lnvestn1ent tax credits on qualifying properly and 
equipment acquisitions are applied as a reduction 
of incon1e tax r._xpense in the year realized. 

(2) Bonds Deposited with Others 
Bonds with umortizcd cost of $13,932,645 and 

$16,582,277 at December31, 1973and1972, respectively, 
were deposited in lrust \Vilh various regulatory 
authorities or others in accordance \Vilh the tertns of 
certain reinsurance treaties. 

(3) Investments in Stocks of Unuftlliated Companies 
The market vnlues of preferred stocks and co1nn1on 

stocks of unnffiliated companies \Vere as follo\vs: 

Dec, 29, 1973 Doc. 30, 1972 
Preferred slacks . S 2,lBG,960 S 2,072,980 
Common stocks of unnnilinted 

companies . 37,344,241 10,090,164 

(4) Inveslmcnt in Blue Chip Stumps 
1"he carrying value of the investment ih Blue Cfiip 

Stumps ("Blue Chip") ul December 29, 1973, represents 
the east, less an1orti1.ation of the excess of cost over 

10 

equity in net nssets al dales of ncquisilion, plus equity 
in undistributed earnings. Deferred tnxes of $100,000 
nt Decen1ber 29, 1973 hnve been provided \Vith respect 
to the equity in undistributed earnings assun1ing their 
ultin1ate distribution as n tnxuble dividend. 

The 1nvesln1ent in l3lue Chip is sun1n1arized as 
folio, vs: 

Shnres O\\'necl 
Percenlnge of lotal oulstnnding 

shores . 
Cost represented by: 

Underlying nC'l asset volur>s at 

989,403 

dates of atquisilion S 9,115, 779 
Excess cosl, net or nmorlization 

of $705,673, Dcccn1bcr 29, 
1973 and $315,673, Dcccn1ber 
30, 1972 

Equity in post-acquisition 
undislributcd earnings 

2,005,022 
12.ilfr.601 

1.695.673 
----- -
Sl3,717,274 

853,754 

S 7,704,24G 

_3,267,477 
10,971,723 

315,6i3 
Sll,207,306 

The excess cost over underlying net assets is being 
amortized over eight years fron1 lhc beginning of 1972. 

'rhe stock of Blue Chip is publicly traded in the ovcr
lhe-counler n1nrket, but there is only lin1itcd trading in 
the public n1nrket in this stock. 'fhc National Association 
of Insurance Con11nissioners Valuation Con1111ittee as
signed lo the stock at December 31, 1973 n valuation of 
$7.25 per share, and $15.375 per shure al December 31, 
1972. Accordingly, on these bases, the insurance sub
sidiaries reported in their Convention statements filed 
\vith the various slate insurance depnrtn1ents nn aggre
gate "market vuluc" of$7,171,502 at December 31, 1973 
nnd $13,130,968 nt December 31, 1972 for the shares of 
Blue Chip held nl those respective dales. The Company 
believes lhnt \vhile such sl.alutory vnluntions 1nny be 
indicative of the value in the public nu1rket for n n1od
erule number of shares, they are nol necessarily 
indicntive of the fair market value of n substantial block 
of the shnres such as that represented by the Berkshire 
Hathaway holdings. 

Blue Chip, a California corporation, is engaged 
prirnarily in the furnishing of n trading sta111ps service 
in the Status of California, Nevada nnd Oregon and in 
the <levclopmcnl of incentive and marketing progrn1ns 
Tcir business, and through subsidiaries in the n1anufac~ 
lure and sale of candy. Blue Chip, al Dece1nber 31, 1973 
o\vncd approximately 45 o/o of \IVesco Finnnciol Car-
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Berkshire Hethaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

NOTES TO FINANCIAL STATEMENTS, Continued 

poration ("Wesco"), n savings and loan holding co1n
pany. Subsequent to December 31, 1973, Blue Chip 
1nadc a lender offer for additional \1Vcsco shares. 

'fhc financial .statements of Blue Chip £IS of Mnrch 3, 
1973 and for the 52 weeks then ended (audited), and as 
of December 1, 1973 and for the 52 we<1ks then ended 
{unaudited) reflect lhc follo\ving: 

OLUE CHIP STAMPS 
Consolidated Bnlnnce Sheets 

[SOOD omi!led) 
Mor. 3, 1973 Dec. l, 1973 
-- ~--- [Unaudilcci) 

ASSETS 

Cnsh 
Mnrkelnblc securities, nl cost 

(n1nrkel, l'vlnrch 3 ~ $140,302i 
December 1 - 5105,900) 

Inventories 
Other current assets 
Properl~'. fixtures and cquipn1cnl, 

nl!l 
Unn1nortized debenture discount . 
Invesllnent in \.Vesco Financial 

Corporation 
Excess or cost over equity in net 

nsscls of subsidiary 

LIABILITIES AND 
STOCKHOLDERS' EQUITY 

Liability for unrcdccnuid trading 
stamps 

Currenl porlion of long~lcrn1 debt 
Other C'urrcnt liabilities 
Note payable to bank, less current 

portion 
G~-~ ~O subordinated debentures 

due 1978, less current portion 
Minority interest in subsidiary 
Stockholc.lcrs' equity 

$ 4,196 

144,601 
13,114 

8,940 

10.701; 
l,3'17 

lG,741 
·-·~--

Sl!l9,724 

s 93,351 
5,751 

13,503 

23,004 

10,040 
150 

53,125 
Sl99,724 

s 2,370 

117,918 
20,666 

9,401 

10,57fl 
1,06B 

16,826 

_ lll_,42_2_ 
$195,250 

s 84,548 
7,640 

13,0GO 

23,004 

0,672 
147 

57,371 

~.~~~~~ 
OLUE t;'l·HP STAMPS 

Consolidated Earnings Sutnniaries 

Stan1p service revenues . 
·rotnl revenues . 
Earnings before securities gains 

or losses nnd extraordinary 
charges . 

Net earnings 
Earnings per share. 

(SOOD omitted) 
52 \Veaks 52 \Vcaks 

c.-ndcd ended 
Mor._~. 1973 Dec. l,_1973 

S 00,736 
132,323 

8,108 
7,101 

1.38 

(Unaudited) 
$ 63,760 
111,045 

0,537 
9,021 

1.75 

11 

Blue Chip financial slnlen1ents for their fiscal yenr 
lmded Mnreh 3, 1973 (and for certain prior years) 
revealed significant liligntion proceedings against the 
Ca1npany. The Company stoled \vith regard to certain 
of these proceedings that a possible result could be 
"a niaterially adverse elTect on revenues- nnd earnings 
and under existing mnrkel conditions n1ight have a 
materially ndversc efTccl on its ability to continue its 
trading stnn1p business." Addilionnl proceedings in· 
valve subslnntinl contingent liabilities: the nccountnnts' 
opinion covering the finoncinl staten1ents of Blue Chip 
Slumps ns of March 3, 1973 nnd for the fiscal yenr then 
ended, ns \\!ell ns thnt for certain preceding years, \\•ns 
given subject to the effect, if nny, of the legnl proceed· 
ings referred ta. 

(5) lnvcstn1cnts in Unconsolidated Subsidiaries 
1'he investn1ent in the unconsalidntcd bank sub· 

sidinry represents approxhuntely gaq'o of the outstnnd· 
ing stock of The Illinois National Bank & Trust Co. of 
Rockford. The equity method is used in accounting for 
this invcsl1nent. Sec note 12 regarding divestiture of 
this invesln1enl. Financial statc1nents of The Illinois 
Notional Bank & Trust Co. of Hackford nnd subsidiary 
nrc presented elsc\vhcre herein. 

The carrying values of $22,336,886 nt December 29, 
1973 and $21,731,422 ut December 30, 1972 for all 
unconsolidated subsidiaries \Vere approximntely 
$21500,000 in excess of the purent Gompnny's equity in 
the net assets us reflected in the financial statements of 
the subsidiaries at those dates. This excess cost origi· 
nated prior ta Noven1bcr l, 1970 nnd is not being 
an1ortized since il is considered by 1nanngement to have 
continuing value over an indefinite period. 

(6) Inventories 
A sun1111nry of inventories follo\vs: 

Rn\\' tnntcrinls and supplirs 
Slock in process . 
Griego nnd finished cloth 

Dec. 29, 1973 
s l,047,82i 

1,604,824 
4,404,025 

~ 7:)36,676 

Dec. 30, 1972 
s 690,219 

1,676,141 
4,460,683 

$6.82fil43 
Inventories at December 30, 1972 \Vere, consistent 

\vilh prior years, stated nt the lo\ver of cost (first.in, 
firsl·ont) or n1nrket. Efl'ectivc \Vilh the year ended 
December 29, 1973, lhe Company changed its method of 
deter1nining inventory valuations to cosl dctern1ined or. 
a basis of lnst·in1 firs•~out ("LIF0' 1

). This change \Vns 
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Berkshire Hathaway Inc. 
AND CONSOL!DA TED SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

ntndc been use mnnngcn1enl believes the use of LIFO 
\vill reduce the cO'cct of inHnlion on slated earnings; 
current costs \Vi!! gcncrnlly be n1ore ncnrl~r nu1tchcd 
against current revenues in the stnten1cnts of inco1nc. 
The chnnge hod the effect of reducing inventories ot 
December 29, 1973 by $588,348 and net income by 
$294,714 (S0.30 per share) for the 52 weeks then ended 
and is reported in nccordnnce \Vith Opinion No. 20 of 
the Accounting Principles Board. There is no cun1uln· 
live effect of the change on prior yenrs, since the 
December 30, 1972 inventory ns previously stated is, 
under the LIFO method, nlso lhe amount of the begin
ning inventory used h\ cnlculnting cost of snles for 1973. 

(7) Real Estate, Equipment, Furniture and Leasehold 
Improvements 
The composition of plant and cquipn1cnt is sho\vn 

br.IO\V! 

D_ec~m~r 29,~19_7_3 

Lnnd 
Buildings . 
Mnchincry nnd 

cquipmcnl 
Furniture nnd fixtures 

nnd lenschold in1· 
provcn1ents 

Less nccun1ulutcd de· 
precintion and 
nn1orlization 

Des.~!!~~~-!!9· 1973._ 
Land 
Buildings . 
Machinery and 

cquipn1cnt 
Furniture and fixtures 

ond lcoschold int· 
provc1ne~1ts 

Less occun1ulntcd de· 
precinlion and 
nmorlh:ntion 

Properties Propcrlic.>s 
of textile of insuronce 
~~U~~ _H!9~P- ·rarul 
$ U•l,UGO $ 03,847 $ 160,707 

2,304,205 l,251,U05 3,GlG,170 

12,3Gl,37U 12,361,370 

593,!lOO U35,745 1,529,045 
15,404,-4Ci3 2.2n:4u7 17,075,900 

13,341,570 OGG,325 14,007,095 
s2:1Jo2.B_33 $__f[o5.i72 f :l.600,665 
-- -- - --- -

S 04,000 $ 03,047 $ 160,707 
2,344,604 l,172,156 3.510,040 

11,069,405 11.369,465 

060,807 904,793 1,625.fiGO 
-14,959,010 ~2:220,790 17.iao:un 

_ 12,993,741 ----~4.£l.G02 _l:J_,_540,423 
~.?~06,13~ S l:G~4,11:4 s__s#~~!~4~ 

(8) 7\/z'lo Subordinotecl Debentures 
Debentures bcnr interest nl the rule of 71h % 

payable February 1 nnd August 1 nnd will be due on 
August 1, 1987. The debentures nrc not secured by nny 
lien and ore nol convertible; they ore subor<linnlccl to 
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senior indebtedness \\•hich includes indebtedness of 
the parent Con1pnn~,t for 111oncy borro\ved, ·rho dcben~ 
lures n1uy be redcc1ncd nt par nt the Con1pnny's option. 
The indenture under \Vhich the debentures \\•ere issued 
requires the parent Co1npnny to redccn1 $42,000 
principal n1nounl of the debentures, through n sinking 
fund, on August 1 in each of the years 1974 lo and 
including 1986. 

(9) Notes Payable to Bnnks 
·rite parent Co111pnny \Vns liable al December 30

1 

1972 for $9,000,000 under the terms of n term loon 
ngrcen1cnt \Vilh certain banks. These burro\vings \\'ere 
refinanced in Morch 1973. See note 10. 

(10) 87, Senior Notes Due 1993 
On March 15, 1973, the parent Company issued nt 

por $20,000,000, 8% Senior Noles duo Murch 1, 1993. 
Port of the proceeds was used lo repny $9,000,000 of 
outstanding bank notes: the rc1nnind.cr of the proceeds 
\VOS used for oddilionnl capitol contributions lo the 
Insurance Group. 

1~hc notes call for 1nandotory annual prcpnyn1cnts of 
$1.143,000 on Mnrch 1 in each of the years from 1979 
lo 1992, inclusive. Optional prcpnyrnents arc per1nittetl 
\Vilhout prc111iu111 up l_o the n1nount of the required 
prepnyrnents in ench of the years 1970 lo 1992: this 
right is not cun1ulntivc. Additionnlly1 the parent Con1-
pnny n1ny nlso prepay the notes nl nny li111c, in full or 
in part, nl n prc111iun1 of 8"°0 in the l\velvc 111onths 
conuncnccd I'V1nrch I, 1973; lhc prcn1h11n declines 
ralnbly lo pur in 1992. The pnrcnt Company agreed it 
\\•ill not nffccl nny optional prcpny111cnl prior to Murch 1

1 

1983 fron1 proceeds of any refunding opcrnlion in
volving the incurring of nny indebtedness al nn effective 
nnnunl interest rate of less than 8o/o. 

In the note instrurncnts the purcnl Co1npnny ugrccd, 
n111ong othtH' things, as lo both the pnrcnt Con1pnny 
anti restricted subsidiaries, ns defined, to lin1itntions ns 
to permissible outstnnding funded debt and suborcli
nuled funded debt nnd lo n limitnlion on morlgnge debt 
except ns lo ufler-ncquirecl property. Further, the parent 
Co1npnny covenanted that it \VOttld not 1nnkc "restricted 
pny1ncnts," \Vhich term includes dividends or other 
equity distributions plus invcsl!ncnt in unrestricted 
subsidinries (those not bounrl by the terms of the lonn 
ngrcen1cnt), in excess of stntcd fonnulu un1ounts. 
Rctuined curnings of upproximntcly $2110001000 us of 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

Docombor 20, 1973 nml $13,001),000 as of Docombor 30, 
1972 nrc unrestricted by this provision; the rctnnindcr 

is roslrictod. 
·rho lonn ngrcc1nenl also conlo'.1ns lhniting tcrn1s 

relating to soles of the Con1pnny's assets, n1crgcrs and 
consolidnlions, and allows tho noleholdors to demand 
propnymonl, al pnr, within 60 days of notice that, 
during the lifelirnc of Warren E. Duffett, stock O\Vner

ship in the parent Company by Warren E. Bulfoll and 
the 1ncn1bcrs of his in11ncdintc fon1ily, including certain 
trusts and chnrilnble orgnniznlions, hos dccronsod to 
less limn 15 % of the oulslnndl!!g capitol stock of tho 
parent Company. 

(11) Income Taxes 
Total income lox expense for 1973 is mode up of 

the following: 
Slate 

L'. S. ond 
Federal Forci11n local 1'olol 

Curronl tnx expense: 
On earnings fron1 
insun\ncc undcr
'''riling nnd mnn· 
ufncturing 
operations 52,701,660 5120,021 504,043 52,995,732 

On dividends fro111 
Ulue Chip 
Slumps 16,000 10,000 

On renlii.ed in· 
vestment gains 401,699 401,699 

Dofcrretl tnx expense: 
On equity in un
distributed cnrn· 
ings of Blue 
Chip Sllnnps 100,000 

On nccrclcd dis· 
count on bonds 170,000 

Crcdil for tnx 
effect of reduction 
in dcfcrrct.l in-
surnncc prc1nhun 
ncquisilion costs {lOG,716) __ _ 
'l'otnl incon1c --·~ 

100,000 

170,000 

tux expense ~~~2,6_51 S120,021 594,043 S3,496,J_l5 

'rotal inco111c tnx expense of $3,496,715 nn1ountcd lo 
nn olfoctivc role of 21.4 % on in co mu before lnxos, which 
is loss lhnn the nmounl of $7,851,436 computed by 
applying the U. S. Fodcrnl income tax rote of 48% lo 
inco1nc before taxes. The reasons for this dill'crcncc 
for 1973 were as follows: 

Percent 

Ani~·~nt 
of pretax -- ~<:.~ 

·rnx expense l\l slnlutory rnle . 57,B5I;c136 4B.0% 

lncrcnsc {rcclucllon) in inconu.! tnxcs 
resulting frQnt: 

1'nx·cxc1n1~t interest (2,304,000) (14.1] 

lOO~i> dividend exclusion rclnting 
lo equity in enrnings of Illinois 

Nnlionnl Boni< (1,335,000) (0.2) 

851}0 dividends received credit: 
On dividends fron1 unnffilinled 

cotnpnnics (542,000) (3.3) 

On equity in cnrnings of Blue 

Chip Stnn1ps . (655,000) (4.0) 

An1ortizntion of excess of cost 
over ncl nssels of subsidinry 
nnd invcslcu(not deductible for 
tux purposes) 200,000 l.B 

Miscclloncous , 191,279 1.2 

. 'l'otnl inco1nu t.nx expense $3,496,715 21.4% ---
Similar factors were operative for 1972 when the 

elfectivo lax rnlo was 23.2%. 

13 

Consolidntod income tnx returns of the Company 
hnvo been examined through 1970 by the Internal 
Rr.vcnuc Service nnd deficiencies hnve been puid. 

(12] "One-Bonk Holding Company" Status 
The Con1pnny is n bank holding con1pnny under 

Fcdernl legislation enacted in 1970. It hns filed with the 
Fcdcrul Reserve Board nn irrevocable election to divest 
of its holdings in The Illinois Nntionul Bonk & Trust 
Co. of Rockford prior lo Jununry 1, 1981. No determina
tion has been inndc ns to ho''' it \Viii effect such di· 
vcstiturc, nncl so long ns the Con1pnny controls the 
bank it is subject lo the restrictions imposed upon it 
by tho Bnnk Holding Compnni• Act. 

(13) "Savings and Lonn Holding Company" Status 
The Cornpuny, ns n result of its investn1ent in Blue 

Chip Stnn1ps \Vhich in turn beneficially O\\'llS n signifi
cant interest in n fedcrnlly insured savings nnd lonn 
nssocintion, is n savings and lonn holding company 
under tho Savings and Lonn Holding Company Amond-
1nenls of 1967. As such, tho Company is subject lo the 
restrictions nnd rcgulntory requirc1nents i1nposcd upon 
it by the Savings nnd Lonn Holding Company Act. 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

(14) Proposed Merger 
The Compnny, on Mnrch 15, 1974 nnnouncod thnt 

its Board of Directors hnd npprovcd for submission lo 
lho shnreholders n proposnl lo merge Diversified Relnil· 
ins Company, Inc. ("Diversified") into Berkshire 
Hnthuwny luc. Diversified is engnged in lho relnil 
nppnrel nnd reiusurnnce businesses, ndditionn!ly, il 
owns 16.2% of lhe oulstnndiug shnrcs of Blue Chip 
Stnmps; Wnrrcn E. l3ulfctl is lhe lnrgest stockholder of 

14 

Diversified. Consmnmnlion of tho merger is su!Jject 
to n number of conditions, including the npprovnl of 
ccrlnin regulnlory ngencics nml n fovornblo two-thirds 
stockholders' vole on tho purl of cuch corpornlion. 
Addilionnl shures of the Company's stock nro 1iroposed 
to be issued in tho lrnnsuclions, nncl if the merger is 
consummntcd on the busis proposed. the shnres of the 
Co11~fJlH1,)''~ stock oulslnnding \Viii incrcnsu by np
proximnleli·. 05,000 shnres. 
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Berkshire Hathaway Inc. 
INSURANCE GROUP 

" 
STATEMENTS OF ASSETS AND LIABILITIES 

December 31, 1973 nnd 1972 

ASSETS 

Bonds. ot nmortized t'Ost (note 2) • • , , 
.... Jnvost\llents In stocks of unaffiliated companies, ot cost (note 3}: 

.. Preferred stocks , , 
Common stocks . ~ . . 

Investment in Blue Chip S!'jmps (note 41 
Reul estate, furniture J1nd equipment (note 7) 
Cash nnd bank deposlls 

• • 

Agents' balances and premiums in course of collection 
Reinsurance ret'Overablo on loss payments 
lnvostnient Income due ond occrued • 
Amounts due from sole of securities , 
Other assets • • • • ," • • 
Deforrt>d ocquisltion costs • • , 

. 

" 
• • 

• • 

l973 
s 74.474,461 

2,298,348 
4~.756,778 
52,055,126 

13,717,274 
1,605,172 
1,465,359 
6,891,777 

498,924 
l,~9,869 

107,765 
373,525 

5,240,000 .· 
$157,839,252 

• LIABILITIES, CAPITAL S'l'OCK AND SURPLUS 

£~sses o~J lo~:~.ncljustment expenses • • • • • • .' • . • , S 61,675,768 \) 
\Jneorned;,prel'mum~ • , 21,281,980 
Funds hold 11nder. reinsurance. treoties l,318,205 
Contingent commissions • 208,332 
Other expenses • • • 149,973 
Toxes, licenses ond fees , 478,036 
Agents' ond policyholders' deposits 47l,728 
Federol.income toxes: 

Current. • • 
Deferred 

Amounts due for purchase of socuri.tios , 
Other liobilitios , • , , • > .· 
Capitol stock OIJ,d surplus (note C): 

Common stock of Notional Indemnity Company of $10 par value, . At 
December 31, 1973, outhorized 750,000 shol'1's, issued 550,000 shares; 
ot December 31, 1972, authorized 500,000 shnros, issued 400,00Q shores 

Common stoclc of National Fire & Morino Insurance Company of $100 
par value •. Aulhoriied.50,000 shores: .issued 25,000 shores. , 

l'nid·in surplus " , • , , , 
. Unassigned surplus (note 10) , , • • 

Total copitol stock ond surplus • • • • 

J 

442,302 
' 3,297,368 

459,609 
273,633 

90,136,934 

. 5,500,000 

2,500,000. 
20,601,250 
39,101,068 
67,702,318 

$157,839~252 

Seo occomponying notes lo financial sratements. 
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1972 
s 88,148,400 

2,942,252 

~~ 
20.354,032 ----,.-. 

11,287,396 
1,674,114 
3,044,367 
6,892,288 

277,741 
l,629,176 

552,855 
5,624,000 

$139.484,449 

s 00,275,018 
23,839,397 

957,845 
369,152 
210,833 
567,914 
540,742 

3'.141,149 
3,214,084 

674,123 
112,901 

93,903,158 

4,000,00Q 

2,500,000 
9,1151,250 

29,230,041 
45,581,291 

$139,484,449 . 
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Berkshire Hathaway Inc. 

INSURANCE GROUP 

STATEMENTS OF INCOME AND REALIZED INVESTMENT GAINS 
Years ended December 31, 1973 and 1972 

Underwriting .income: 
Net premiums written 
Decrease in unearned premiums 

Premiums earned 

I.osses and los~ expenses Incurred 

Underwriting expenses: 
Commissions and brokera11c .• 
Salaries and. other. compensation 

c Taxes, licenses ond'fees • W- • 

Other underwriting expenses 
Decrease in deferred acquisition costs 

i~ 

Net underwriting gain 

Investment income: 
Interest on bonds 

" 

.. 

Divide.ads on stock (other Uian from Blue Chip Stamps) 'c • 
Real estate income 

Investment expenses • " .. 
Net investmentincome ~ 

· Profit from underwriting and investments 

• 

··~. 

Other expense , • 
a Income before Federal income taxes, equity in earnings ci{Blue Chip 

Stomps and realized investment gains · 

Applicoble Federal income I.axes (note D) 
Income before equity in earnings of Blue Chip Stomps and realized 

investme!lt gains. • , . • • • 

1973 

s 50,371.041· 
<Q 2,557 ,418 

52,929,257 

32,835,7911', 
20,093,459 

" 
11,033,458 

2,323,j163 
1,060,329 
i,972,517 

384,000 
_JB.774,167.o 

3,319,292 

~,621,743 
1,688,024 

287,017 
7,596,784 

313,894 
7,282,890 

10,602,182 

322,287 

10,279,895 

2,346,719 

·1,000,000 Equity in earnings of Blue Chip Stamps (note 4) ,.. ... ,.,;.,,,. 
. . Income before realized investment gains • · . -~~"'<.- c ;,~ ~8,94_1:~76 

- \-·-~ -~ 
-~·~,, 

Realized. investment gains, net of Federal income taxes of $4011699 iri 1973: 
· $430,344 in. 1972 • • , • ' 

" 
0 Jllet income .. 

0 

·Seo oci;omponying Jotes to jinanclol.statements~ .· · 
•, . - . ,· 

l7 ". ' .· ,, 

I/ 'p_ " 

"~, 

" 

1972 

s .. 57,950,170 
1,676.872 

59,627,050 .· 

''\. (', 

36,967,030' ; 
22,640,020 

12,305,064 
2,125,645 
l,138,177 
1,641,330 
1,147,656 

'18,355,872 

" 
4,284,148 

5,899,570 
718,762 
310;951 

6,929,28.1 

285,209 
6,644,074 

10,928,:.?22. 

222,283 ... 
10, 705,939 ° 

a 

2,781,347 .-
7,94",51)2 

111,168 
·a,055,760 

DISCLOSURE R IF THE AIOVE PAGE IS LESS. CLEAR THAN THIS STATF.MENT, IT IS 
DUE TO POOR PHOTOGRAPHIC QUALITY 'OF THIS DOCUMENT • 
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Berkshire Hathaway J,nc. 
INSURANCE GROUP 

STATEMENTS OF PAID-IN AND UNASSIGNED SURPLUS 
Years ended December 31, 1973 aud 1972 

Beginning of yenr , 

Contribution from parent 

PAID·IN SURPLUS 

Excess of proceeds over par value of capitol stock issued . 
End of year • 

Beginning of year . 

Net income . 

UNASSIGNED SURP!,US 

Adjustment in 1972, required os a result of change in accounting method -
from _reUecling investment in stocks at market tO reflecting such invest· 

, ments at cost . 

End of year • 
') 

(~co accompanying notes to financial staten1ents . 

··.f ,, 
11 

!I 
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" 
' 

" :11 

· .. , ii/ 

ji' Ii ·~ 
, l,;I' I 18 'I. 

I 
,;".\ 'i 

"_-/I 11 \ 

1973 
$ 9,851,250 

9,750,000 

1,000,000 

$ 20,601,250 

s 29,230,041 

9,871,027 

$ 39,101,068 

1972 

$ 7,851,250 

1,500,000 

500,000 

~ 9,851,250 

s 21,391,886 

8,984,346 

(1.146,191) 

s 29,230,041 

-~ .I '11 \ 

.. · ;r· ._.,,..,.._·'. . -~._.~'II . . . , : ® , . , \~\ . ·--.___,,._,.. ·, · , .. lill.usc· 1 ,osu"RE. ·R •FTHE·:~•OVEPAGE•~,.:1.•scLEARTHAN<Ti••ssrATEMENT.•T_ .. ~:I ,' Ug i.l DUE TO POOR PHOT<IGRAPHIC QUALITY OF THIS DOCUMENT. 
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,, 
Berkshire Hathaway Inc. 

INSURANCE GROUP " 

STATEMENTS OF. CHANGES IN FINANCIAL POSITION 
Years ended December 3i, 1973and1972 

Funds provided: 

From operations: 

Net income . · 
Charges (credits) to income not requiring (providing) funds: 

Equity in undistributed earnings of Blue Chip Stamp~, 

Accretion of discount on bonds , 

Depreciation 

Increase in unpaid 'losses and loss expense 

Decrease in· unearned premiums 
Decrease .in deferred acquisition costs. • 

(Decrease) increase in liability for income taxes 

Other, net . 

1· '; • \, 

Funds provided- from operations 

Additional capital paid in by shareholders 

Decrease in cash • 

Funds used: 

Net 1,1urchase (sale) of investments: 

Bonds . 

Preferred stocks • 

Common stocks of unaffiliated companies 

Common stock of Blue Chip Stam11s ; 

" 

. 

Purchase of real estate, furniture and equipment 

0 

\\ 

,, 

'. 

<-:,.., ,-· 

'··· 

1973 

$ 9,871,027 

(900,0QO) 

(481,767) 

128,689 

1,400,750 

. (2,557,417) 

384,000 

' (2,615,563) ,, 

76,206 

. (4,565,102) 

5,305,925 

12,250,000 

1,579,008 

$ 19,134,933 

(14,155,786) . 

(643,904) 

. 32,344,9911 

1,529,878 

19,075,186 . 

59,747, 

' $ 19,134,933 

See accompanyirg notes to ftn9.ncial st~tements. · · 

·.· ,,19 

. ," 

,, .. 

J.972 

$ 8,984,346 ' 

(538,715) 

109,296 

7,284,393 

. (1,676,871} 

1,147,656 ·' 

2,083,559 . 

~,181) 
-171,137, . 

i 6,!)55,~3 ·' 
2,500,000 

1,518,710 

$ 20,974,193 

;4,921,043 ' 

1,959,005' 

6,515,454 

7;15!1,171 • 

20,554,673 

419,520 

$ 20,974,193. ' 
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Berkshire Hathaway Inc. ./ 
INSURANCE GROUP 

NOTES TO FINANCIAL STATEMENTS 
December 31, 1073 ond 1972 

(A) Note References 
Numerical note references arc to Notes to Co11soli· 

dated Finonciol S\ntcmen!s of Berl<shire Hntha· 
\Vay Inc; and Consolidnted Subsidiaries which 
include the stunmnry of significant uccounting 
policiC~ nnd practice$. 

(BJ Bnsis of Presentation 
The financial statements of Berkshire Hathaway 

Inc. - Insurance Group include the accounts of 
wholly-owned subsidiaries of Berkshire. Hatlrn· 
wny Inc. which nre engaged in fire nod casualty 
insurance under\vrlting. Tho stntcrncntS are ·pre
sented on n combined hosis with significant 
interc:on1pnny transactionS- nnd balances e,i. 
minuted, nnd )n accordance will1 generally 
accepted accounting principles (GAAP) which 
differ in some respects. from principles prtl-' 
scribed. or permitted by insurance regulatory 
authorities in accordance with which the .com• 
pnnics maintain their records. 

(CJ Stockholders' Equity 
The following additional common stock was issued 

during the two years ended December 31, 1973. 

Nationnl Indemt1ity Company, $10 par value 
common stock: _ \. , 
Mnrch 1973-150,000 shares for $11;250,000 

.l) 

National Fire & Marine Insurance Company, 
· $100 par value common stock: ' ' 

July 1972 - 5,000 share's for $i,doo,ooo 
Surplus is restricted for dividend purposes· bl~· the 

insurance departments of the states in which the 
r.ompnnies do business. 

(DJ Federal Income Taxes 
Federal income tnx expense is made ~up of tlic 

following: 

'/i 

20 

Current Federal inco1110 tnx ex· 
pcnsc rulnting lo: 
Enrnings bcfQrc income taxes, 

equity i'l cnrnings of Bhrc 
Chip Stan1ps nnd rcnlizetl 

1973 1972 

gains . • . . • , • 
Equity in earnings of Blue Chip 

$2,363,435 ~2,816,437 

Stn1nps , • • , • • 
Rcolizcd investment gnins , • 

Deferred Fcdorol income tnx ex
pense (credit) rctnHng to: 
Equity in undistributed cnrn-

inss of Blue Chip Slnn1ps • 

16,000 
401,699 

100,000 
170,000 

430,344 

Accreted discount on bonds ~ 
Credit far tnx effect of reduction 

in deferred ncquisH~o~ costs • (186,716) 

494,368 

(549,450) 
$3,191,691 $2,864,418 

Total Federal income tax expense of $2,864,418 for 
}073 and $3,191,691 for 1072 amounted to effec
tive rates of 22.5% nod 26.2% of income before 
taxes in thr,>sc respective yeari>., The tax expense 
i~ less than that computed by applying the u. s. 
Federal income tax rote of 48% to income before 
lnxcs: the rL'C1SOns for tl1e difference were as 
follo,vs: .,, 1 

Tnx expense nt 
statu\ory rate . 

.Increase (rl!duca 
tion) in income 
taxes resulting 
fl;om: 
1,rox·cxempt in· 

) 1crcst ~ • 
e~l'~b tlividcnds 

rcccivcdcrcdit 
;rclntii:ig to; 
Dividends re· 
.ceivcd. from 
unaffiliated 
cpm~nies . 

Equity in cnril.· 
ings of Blue 
Chip Slnmps 

MisccUone_ous • 

1973 
Ainount _!!.<!!!:?.. 

$6,113,014 48.0% 

(2,304,000) (lB.i) 

(542,000) (4.3) 

[655,000) 
252,404 

S2,UG4,41B 

(5.1) 
2.0 

22.5% 

1972 
1\tnount .1!?1£... 

$5,844,490 48.0% 

(2,410,000) (19.8) 

(233,000) (1.9) 

..• (9,007) - (.1) 
$3,191,691 26.2% 

= 

l1 

I\ 
- \1 
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Berkshire Hathaway Inc. 
BANK SUBSIDIARY 

The. Illinois National Bank & Trust Co. of Rockford 

DISCLOS.URE R 

,• . 

Financial Statements 
1973 and 1972 
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Berkshire Hathaway Inc .. 
BANK SUBSIDIARY 

The Illinois National. Bank & Trust Co. of Rockford 
AND SUBSIDIARY 

CONSOLIDATED BALANCE SHEETS 
December 31, 1973 and 1972 

Cash and due from banks . 

Investment securities (note 2}: 
United States Government obligations 
Obligations of states and political subdivisions 
Other securilies 

Loans (note 3) 

ASSETS 

Bank premises nnd equipment, at cost less accumulated depreciation (note 4) . 
Accrued interest receivable nnd other assets 

1973 

s 26,683,653 

11,354,830 
47,712,563 

3,358,350 
66,426,338 
l,116,504 
l,752,096 

$158,404,334 

LIABILITIES AND STOCKHOLDERS' EQUITY 

Demond deposits 
Time deposits 

Total deposits 

Accrued taxes and other liabilities (note 5) 
Total liabilities . 

Allowance for possible loan losses (note 6) 

Stockholders' equity: 

Common stock, $20 par value. Authorized and issued 250,000 shares 
Surplus . 

Undivided profits . 
Reserve for contingencjes 

Total stockholders' equity . 

s 55,716,465 

_81,~~0.02~ 
137,166,493 

___ 8_35,154 

138,0_0!.6_<!I 
1,163,658 

5,000,000 
5,000,000 
8,238,029 

__ 1.Q_Ol,000 
_I~.239,029 

5158,404,334 

See accompanying notes lo consolidatcc.l financial slolcmenls of Bank Subsidiary. 

22 

' 

1972 

s 22,111,475 

10,614,548 
50,162,736 
7,778,900 

59,618,025 
1,360,892 

--·· 1, 750,31§ 
. ~5_:1,~96,891 

s 55,129,900 
__27,558,396 
132,688,296 

886,645 
133,574,!)4! 

1,024.601 

5,000.000 
5,000,000 
7,796,349 

~~001,00() 

_18, 797,34~ 

~15:J,~96,89} 

IF THE ABOVE PAGE ISLE.SS CLEAR THAN '!'HIS STATEMENT. IT IS 
OUE TO POOR PHOTOGRAPHIC QUALITY OF THIS DOCUMENT. 
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Berkshire Hathaway Inc. 
BANK SUBSIDIARY 

The Illinois National Bank & Trust Co. of Rockford 
AND SUBSIDIARY 

CONSOLIDATED STATEMENTS OF INCOME 
Years ended December 31, 1973 nnd 1972 

Operating i11co1ne:: 
Interest nnd fi::les on lonns 
Income on Federal funds sold 
Interest nnd dividends on: 

United Stntcs Government obligations 
Obligations of slates and polilicnl subdivisions 

Other sccuritic~ . 

1'rusl income . 
Service churgcs on deposit nccounls 
Other opcroling incon1e . 

1'otnl opernting inco1nc 

Opcr!l.ting expenses: 
Snlnrics . 
Employee benefits (note 7) 

Interest on deposits 
Interest on borro\ved n1oney 
Occupancy expense, net {note 4) . 
Furniture mid equipment expense (note 4) 
Provision for possible loan losses {note 6) 

Other expense . 
Total opernting expenses . 
Incon1c before incolnc taxes. securities gains nnd cxtrnordinnry 

item 

Applicable income taxes {note 5) . . . . . . ••• • . 
lnco1nc before ::.~~cnritics gni1lttnnd cxtrnordin~\'y itcn1 

Securilios gains, net of related laxes of 533,939 in 1973 and 572,351in1972 

lncon1e before cxtruordint11J' itcn1 . 

Gain <>n snle of ren\ estate, net of related lnxes of 519,305 • 

Net incon1e . 
Income per shun! bnscd. on 250,000 shnres: 

lncon1c before securities gnins and extroordinory item 

Securities gains 
Extraordinary ite1n 
Ncl incon1c . 

$ 

1973 

5,316,152 
236,853 

632,176 
2,795,721 

342,642 
450,529 
129,500 
499,862 

10,403.435 

1,503,374 
262,878 

4,295,303 
55,3.03 

417,739 
252,709 
16,100 

___.:?~ 
_2,§~Q 

2,833,167 

61,136 
2,772,031 

33.477 

2,805,508 

42.717 
~48,225 

$11.09 
.13 

_E 
$11.39 -

s 

See accompanying notes to consolidated financial statements of Bank Subsidiary. 
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1972 

4,134,013 
109,905 

l c 

l 
598,308 

2,677,138 
524,229 
385,389 
127,258 
411,413 

8,967,653 

1,366,702 
238,618 

3,418,746 
3,137 

314,~21 

264,366 
36,900 

644.882 
6,287,572 

2,680,081 

(354) 

2,680,435 

83,715 

2,764,150 

-
s 2.764,15Q --· 

$10.72 
.34 

$11.06 
. 
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Berkshire Hathaway Inc. 
BANK SUBSIDIARY 

The Illinois National Bank & Trust Co. of Rockford 
AND SUllSIDIAl\Y 

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQU!Tll 
Yeors ended December 31, 1973 ond 1972 

Bolnnce, January l, 1972 
Add: 

Net income 
Less: 

Cash dividends - S9.60 per shore 
Transfer to nllowonce for possible loon 

losses, net oftox ofS66,095 (note 61 
Balance, December 31, 1972 

Add: 
Net inconlc 

Less: 
Gosh dividends - S9.20 per shore . 
Transfer to allowance for possible loan 

losses, net of tnx of 54,440 (note 61 
Bolonce, December 31, 1973 

Cornn1on 
stock 

S5,000,000 

5,000,000 

SurJl/Us 
S5,000,000 

5,000,000 

55.000,000 

Undivi<lrd 
__ei:ofi~ 
$7,503,803 

2,764,150 

[2,400,000) 

_171.li04J 
7.796,349 

2.840,225 

12.:mo.0001 

_ llQG.545_1 
sn.2an.02a 

Hcst1rvtl 
for 

cont in~l1nciCls 

Sl,001,000 

1.001.000 

Sl,001.000 

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 
Years ended Del'embcr a1. 1073 nm! 1972 

Funds provided: 
Incrca~c (decrease} in: 

Stockholders' equity: 
Net incon1c 
Cash dividends • 
Other. net . 

Net change in stockholders' equity 
Deposits . 
Olher1 net 

Total 

Funds used: 
Invested in ci:trning assets: 

Louns . 
Investnu~nl securities 
Direct Jensc equipment 

Additions to bnnk premises nnd equipment 
lncrenso in rnsh nnd due from banks 
Other, net . 

1973 

s 2.040.225 
12.300,000) 

1106.5451 
441.600 

4,478,107 
454.209 

s 5,374.00G ---

6.0~5.484 
!0.130,4411 

... ~- - - --- ·-
695.043 
53.592 

4,572.170 
53.273 

s 5,374.00G 

Sec accomJlanyins not<•s to consolidotcd Jinanrial statements of Bank Subsitlior~·. 

24 

197:? 

s 2,7(}4.150 
(2,400,000I 

171.6041 
292.540 

lll.040,043 
493,30!1 

s 17.625.897 

5.503.742 
7.173,845 

105.009 
12,872.596 

49.lllll 
4,270.709 

425,326 
s 17.625,897 

DI .. 8·c· • jos u RE. , (!9 IF THE AllOVE PAGE IS LE.SS CLEAR THAN THIS STATEMENT. IT IS 
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Berkshire Hathaway Inc. 
BANK SUBSIDIARY 

The Illinois National Bank & Trust Co. of Rockford 
AND SUllSIDlAllY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
December 31, 1973 nnd 1972 

(ll Significnnt Accounting l'olicies 
Tho accounting policies or Tho Illinois Notional 

Bunk & Trust Co. or Rockl'ord (n subsidinry or Berk
shire Hnlhnwni• Inc.) und its wholly-owned subsidinry, 
Brown Building Corporation, conform lo generally 
ncccptcd nccounlins principles un<l lo g,cncrol practice 
within lite banking industry. The following is a des
cription of the 111orc significant of tho policies: 

(o) Consolidntion 
'!'he consolidnled finnncinl slnlemenls include those 

l)r the Bnnk nnd i1$ wholly-owned subsidiary. 
AH significnnt inlt.1rcon1pnny lrnnsnctions ore 
eli1ninntc<l in consdli<lution. 

(b) l11vcsi11w111 SL•curitics 
lnvcstn1cnl securities ore stuted ul cost, ocljuslcd 

for nn1orlizntion of prcnthun. 
(c) lnslallnwnl /,oons 
lnstnlln1C!nl loons ore gcncmlly ntndc on n discount 

bnsis. Unearned discount is taken into incornc 
over tho terms of the respective loans. 

(d) Bank Premises and nc1uipmP11l 
Dnnk prcn1iscs nnd cquipn1cnl arc stntcd nl cost 

less nccu1nulnlcd dcpre1Jntion bused on lhc 
cslinu1tcd useful lire of cnrh nsscl. Dcprccintion1 
is computed on the straight-line method for 
building und nulomobilcs, urn.I on nn nr.cclernted 
ntclhot.l fo1· iinprovc1nents, cquipn1cnt, nnd 
drive-in ond parking fncilitics. 

(l~ Fl'deraJ lncontl' '/'oxes 
•rnxnblc incon1c is dclcrn1incd using the cash bnsis 

of 1Cl'Ounlins ,,·hcrcas the nccrunl n1clhod of 
accounting is used in preparation of financial 
stnlc1ncnls. Deferred taxes ore provided in 
recognition of liming dilfcrences. 

The Bank and its subsidiary join in the filing or a 
ronsolidntcd Federal incon1u tnx return '''ith 
Bcrkshiru llnlhn\\·a~~ Inc .• the pnr~nl l'Olltpony 
of lite Bunk. 

(2) Investment Securities 
·rhc npproxin1nlc n1urkct value of inveslmt?nt 

securities ul DeL-cmber 31, 1973 .rnd 1972 wus 
SG0,930,000 ond $72,990,000, respcclivel)'. 

Investment securities with n book volue of 
$9,530,567 nncl $10,030,6:19 nl December 31, 1973 nnd 

25 

1072, respectively, wore p!cdged lo secure public 
deposits nnd for other purposes, 

(3) Loons 
Louns hnve been reduced by unearned discount of 

$2,706,009 nnd $2,226,579 on DeL-cmber 31, 1973 und 
1972, respectively. 

[4) Bonk Premises ond Equipment 
Bunk promises and equipment nro recorded ut 

cost less uccumulnled deprecintion of Sl,777,091 nnd 
$1,676,936 ut December 31, 1973 und 1972, respectively. 
Depreciation expense loluled Slll0,552 for 1973 und 
$210,040 for 1972. 

(5) Accrued Taxes und Uthcr Linbilities 
Accrued luxes und other liabilities in lite nccom

pun)'ins consolidated bnloncc sheets include $139,572 
und $137 ,824 or deferred loxes nl December 31, 1973 
und 1972, respcclivel)'. Such deferred taxes relutc 
principally lo liming dilfcrenccs urising from reporting 
lnxnblc <ncome on the cash basis. In nddition, deferred 
tuxes nrc included in lhc allowance for possible loan 
losses. Tnxes npplicoblc to net income \\'Cre ns follo\\'S! 

1'n.x pro\1ision npplicublo to inco1nc 
before securities i:;nins nnd cxlmor· 
dinnry itc1n . 

•rnx provision applicable to securities 
s11ins ' 

1'ux pro\'ision npplicnble lo gnin. on ~le 
of real cstnlc . 

_ 19~~ - ,_,19]~~ 

s 61,136 s (354) 

33,039 72,351 

The components of consolidated income lax expense 
uru us follows: 

1973 1972 
1'nxcs currcntl)' pn~·nblc: 

Fedcnll $ 20,364 s 73,602 
Slnlc _9.2,.260 

11~.IJ.3~ _23,!'U3 
Dl•fcrred incon1c tnxcs: 

Fe<lcml (30,2001 (1,6051 
Stole __1!!.~9-~ 

---~--

_ J.,7_4~ ,~Jl,GO.§l 

511,4·~~~ s,!l·~~~I 

Nulionnl banks in Illinois were not subject to slnle 
income luxes until 1973. Accordingly, no current or 
deferred stole lnxes were provided for 1972. 
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Berkshire Hathaway Inc. 
DANK SUDSIDIAHY 

The Illinois National Dank & Trust Co. of Rockford 
AND SUBSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

The sources of liming diffcrnnccs resulting in deferred 
incatnc tuxes nnd the tnx ctTccl of ~arh \\'ere ns follo\\'S: 

Net 1ncreaso in ui:crul'd inl'Onll' t•1l.:L•n 
on cnsh bnsis on tas: rt.•htrn nntl on 
uccrunl birnis for books 

Ncl (in1;;rensl•I del'fl'ilSo in iU'rfllL'd l•x· 
pcnses taken on t;,1sh bt1sis on t.n, 
return untl on nccrual basis for book:;. 

ticduclion for stnlt• laxL•s takell on the 
01sh bu:-;is on tnx r1•turn und on 11t: .. 

truilt· 11asis for hooks 
Pinril 1nstulln1cnl of h1norti1.ulion i>f 

unl'nrncd c.liscount resulting front 
urcruul convt•rsion 

Jll73 W72 

$101,402 $ 4:l.71ll 

174.55il :m3 

I2!i.0971 

147.8491 
s 1,740 $ 11.6051 

Tot11l lnx expense umounted lo 5114,300 (un effccli\'e 
rate of 4.0°o ! in 1073, nncJ 571.997 (un effective rntc of 
2.7°aJ in 1972, n total less limn SJ,360,770 und 
$1,295,255 for 1973 uncJ 1072, rcspccli\'uly, computed 
by applying tlw U. S. l'edcrnl intome tux role of 4fl~o 
to income 'before tax. The rc,1sons for these diffcn:onct.1s 
urc ns follO\vs: 

Tn.x l'Xpt!ns~ ul 

Pl'rt t'nl 
uf Jlll'IU.~ 

.·\1nounl tnrunt~ 

l!J72 

Pc.1n'c.111t 
of l)rt•lo-.; 

.'\1nount t11c·o1nl'.' 

statutory rnto $1,3G0,77U 411Jl''o SJ,2~;,.23;, 40.U', 
lnCN.'ilSC t rl'dUC.:• 

lion• in taxl's re· 
suiting fron\: 
Tnx·l•xt•1npl ht· 

tcrest tl.341:9461147 !1 11.2U:i,ll2b1 t47.tH 
Slutu inco1nc 

lnXl'S, 11\;'l of 
l~ctll'r<tl inronu~ 
tax benefits 61U':ili 2.4 

Other not 10.192 .7 lil.7110 2.:1 
Ac:tunl tax 
expense S 114,300 4.0'o S 71.!197 2.7'o 

2G 

(OJ Allowance for Possible Loon Losses 
The llnnk follows the polk)' of providing udditions 

to the nllowmwe for possible loon losses in nc·cordnm·c 
\\'ith 1nnxiinun1 nn1ounls ullo\\'Cll undtH' npplic~1blo 
Fed~~*nl t.,x la\\'s. 1:or finnncinl rcporling purposes. thu 
provision t·hargcd lo opt•nHinH l'1':pl.'nscs is hnsctl upon 
the Bunk's loan loss c~pcrienl'tl over the last five ~·enrs. 

·rr-,1nsnt·tions in lho nllo,,·,1nl'l' for 11ossiblc loun 
los~l'S for the years ended December 31, 1073 anti 1!l72 
,,·cro ns follo,vs: 

U.tl11nl'l' •ll brginn•ng ol Yl'•1r 

1\l't"O\'('rics on lo.1ns prl•\·inus1y 
t·h11r~t·d olf 

AtlJilinns t·h'tr~l·tl to: 

Opt•r;iting l'\Pl'l\5t''i 

l Tndlvtt.lt•d prnhts 
Dt·fl'rretl int·o1110 t.:l:t.l'S 

l.t•ss !nuns th~1Tg1nl nil 
u.1l.1nt't.1 1\l 1.•nll or \'l\lr 

f!J73 
Sl.024.fiOI 

29.14:1 

16.JOll 
lOH.54'.'i 

4.440 
1,lUU,112!1 

17.171 
st. lb:J,fo";i) 

1!112 
s 054,(171 

2!l,25!J 

:in.non 
71,604 

Gll.0!15 
l,050,529 

a:1.n2n 
Sl.024.fiOl 

1'he portion ol' the ullo\\'anrl? \\'hil·h \\'as av,1ilahlo 
to nbsorh possible loon losses wns $734,495 nl Ill~ 
ccmber :n. l!J7:1 nntl S70G,422 nt IJcccmhcr :n, 1972 • 

[7) Pension nml Profil·Shnring Pinn 
~rho Bank·has a nonconlrilJutory pension 11lan und 

n prolil·shnrins p!un for nil ollicers nnd employees with 
l\\'O full years or servirc. The pension l~nlribution for 
1973 \\'US SU.406 uncJ SCi,409 for 1972. Thij profit· 
shnrins expense wns Sl~G.153 uml Sl25,35a In 1973 
uml 1972, respectively. 

As or January l, l!J73 nml Jnnunry J, 1U72, the 
1nark('t value of th~ pension trust nssuts ('Xt'l!t!th!d the 
ottuarial vnlues uf the Vt.'slcd bcnl'lils of the partic.:ipnnts. 
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PEA'I'. ~:[ARw1c1i:, .MITCITET.T. & Co. 
('BR'\111~11~1) Pl:ll r.1 (' "\C'COllN1'.c\N·rs 

::JOO W1't';"f s·1;\1'1~ S'l'mm·r, SUl'l'l~ 700 

HOC'lCl'Olln, 11,J,INOIS ()1101 

The Board of Directors and Stockholders 
The Illinois National Bank & Trust Co. of Rockford: 

We have examined the consolidated balance sheets of The 
Illinois National Bank & Trust Co. of Rockford and subsidiary as of 
December 31, 1973 and 1972, and the related consolidated statements 
of income, stockholders 1 equity and changes in financial position for 
the years then ended. Our examination was 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 aforementioned consolidated financial 
statements present fairly the financial position of The Illinois National 
Bank & T~ust Co. of Rockford and subsidiary at December 31, 1973 and 1972, 
and the n.sults of their operations and the changes in their financial 
position for the years then ended, in conformity with generally accepted 
accounting principles applied on a consistent basis. 

January 18, 1974 

DISCLOSURE 
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