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Diversified Retailing company, Inc. [Md.] Co: D674000000 

1300 Mercentile Bank & Trust Building 
2 Hopkins Plaza 
Baltimore, Md. 21201 

SEC File No: 2-27473 Exch1 Other 
IRS No: 52-0846159 CUSIP: 2553279 
Fiscal Year Ends: 1/31 SIC No: 531 

10-K For: 2/2/74 Rec: 5/3/74 
Auditor: Ernst & Ernst 
Shareh0lders: 288 
For the years ended: 2/2/74 2/3/73 
Revenues: $38,398,636 $38,918,071 
Earnings: $2,982,254/$2.98 $2,918,042/$2.92 
Extr. Items: S395,578 $193,021 
Assets: $31,096,007 $27,855, 906 
Net Worth: $20,902,749 $17,920,495 

Description of Business: Operates chain of retail stores selling 
women's and children's apparel in Chicago, Milwaukee, 
Philadelphia and Chester, Pa. Engages in acceptance of portions 
of insurance contracts. 

a Chain store operation; Womens apparel retailing; Childrens 
apparel retailing 

a Reinsuring insurance companies 
Auditor's Report: 

a Qualified opinions for uncertainties; Litigation; Affiliated 
companies/; Proposed divestiture; Forced divestiture; consent 
decrees; Trading stamp com.panies 

a Qualified opinions for uncertainties; Litigation; Affiliated 
companies/; Class action.; Rescission; Sales taxes; Trading stamp 
companies 

a Qualified opinions for uncertainties; Affiliated companies/; 
Class action; Private placement; stock offering; Appealed court cases 

Financial Statements and Notes: 
a Goodwill amortized under 40 years 
a Subsidiary fiscal year variations; unconsolidated insurance subs 
a Accounting estimate changes; Useful life; Goodwill; Investees; 

•Blue Chip Stamps; Goodwill amortized under 40 years 
a Unusual effective tax rate; Intangible asset amortization 

method; Goodwill 
a Unusual effective tax rate; Dividends received deductions (IRC) 
a Extraordinary gains; Condemnation; Real estate disposal; E min en t j 

domain 1 
a Eg.ui ty method of carrying investment; Less than 2 0 percent 

owned companies; *Blue chip Stamps; Investees 
Exhibits: None indexed 

10-Q For: 5/4/74 Rec: 6/18/74 
10-Q For: 8/3/74 
10-Q For: 11/2/74 
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A. Gencn1l ·---..-
Divm:sifi.::ld :r:otailing Company r Inc. (hercinufter rc;•fcrred 

to as "the Company") , a Maryland oorporntion, is a holding comptmy 

vihich rmtderr; finnnci :.l and opci:<1tir1H advice to its wholly-ownc~1 

subsidiary 1 Associated w.itail Stores 1 Inc. (hereinafter referred to 

<is "Associated") and. to Associatcd's subsi<l:i.aries. The Company also 

owns shares of Berkshire Hathawny Inc.; subsidiaries of: the Company 

also own shares of .Elerkshire Hathaway Inc. 

The Cot11p;;,ny has no. direct salaried emplo~rees and (with 

certail1 nominal exceptions noted under ITEil 12 • n~··~.1.Q~TORS O\.' REGIS

'.!~'!?. and/or under I'rl''•i 13. m:;:.jUJlERATIO_!i__OF DIPJ:~C'J;Ol\S AND OPFICEHS) 

dot•s not ccimr,ieo:nsa tc its Directors and Officers for their ser\rices. 

'r.he company's President, Rc-bert M. Goldman, acts upon m<1terial cor-

porate matters only with the approval of the Board of Di.rec"i;ors of 

t:he Company. 

On March 15, 1974, the Director$ of the Company approved 

in pi:incipal the prop,.,sed merger of the Cor.1pany with and into Berk-

shire Hatliaway Inc. (hereinafter referred to as "Be1:kshirc 11
}, a 

Delaware coi.·poration. On January 28, 1975, the Directors of th~~ 

Comp1~ny determined to abandon the proposed merger, 

13, Associatecl Retail Stores, rnc. 

Associated, an Illinois corporation, is the Company's wholly-

owned subsidiary. Associated operates a chain of stores which sell 

at retail popularly pl:iced women's and, in a numbl~l.· of stores, child-

rcn's apparel. The stores a.re ij.oca.ted in downtown, neighbor.hood and 

shopping center retail areas of principal cities in ten (10) st.ates, 

NO'.l.'E: Unless the text 
PAHT I describe 

otherwise indicates, all statements made 
circumstances e:-ds ti.ng as of: February l, 

• 

in 
1975. 

D. 1·sc• 10SU· ·RE® IF THE ABOVE PAG~ ;s LESS CLEAR THAN T~IS STATEM~NT. IT:---
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to <.1fford l. 
. ., .. ,. 
~-· cust;on:c1:s a wide variety of 

h1vel as is possible. n.~cl:lusc of tho ntimber of stores operL<ted by 

Associatnd, it is <:blc to pr.net.ice certuin economics of scnlc. All 

org;;:ni}~ation locntllld ir1 Hew York City, from which the stores' npparo.l 

lines urc acJ;i1L1istercd. A staff of marchandise m<mugcrs and buyers 

maintains daily personal contact \1ith the apparel markets located in 

New Y.m:k City and elsewhere. Ncm~ly all recei vin9 and ; ,, ;;hnsing 

nctiviti<~s are conducted in the central warehouse, from .·hi ch ship-

ments a:r.e m:i.de daiJ,y to the various stores. AssoGiated utilizes 

detailed inventory control and anulys~ s procedures, prin1arily 

through the use of a leased computer syst;em, to identify popular 

antl. fast-selling item~< for rapid replacmncmt, ancl to identify those 

items requiring .an immediate r(~duction in price so that they may be 

.sold quickly, In addition, 1;.ssociated utilizes intei::changeable 

store fixtures to facilitate the opening and closing of its stores. 

Associated' s policy of rrtaking sales only for cash or on credit under 

approved bm1k charge accollnt plans has allowed it further to avoid 

unnecessary overhead costs. In recent years sal.es volume on a 

store-by-store basis has been declining. 

Associated regula~ly employs approxi'mately fifteen hundred 

(l, 500 l full and part-time employees, and sea:;~onally employs an addi

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

paid at an hourly rate, and none are paid sales commissions. Appro::i

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

union contracts which expire at various times. •.rhere were no sig-

nificant changes in employee relations during the fiscal year ended 

February l, 1975, and Associated's management considers its relations 

with its e1nployees to be sat4is fact:ory. 

- 2 -
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spcciaJ. ty ~•heps untt stores opernt1'.•d by national chains. 

r,BC~A:r. i'!~OCt~::nr::GS, tt!o p:r.<.?r.iisco t'po11 which l\.i'•socint.cd operated stor~s .. _. __ .,_ ... - .. ,._ 

in l>hiludcl;:ihi<~, I'cnnsyJ.vo;mia 1 IH".ve been "C.he subjoct of condemnation 

procccidings. 1'. lease to on,~ of the store:; was tcrminutcd eff;ccti ve 

Apr:il 20, 1971,,, cind opf·l::ations in the othc.:!: store were termin1lted in 

June, J.974. In the fiscul years ended Febr1.1ary 2, 1974 and February 

1, 19 7 S, i:ospect· iv':lly, gi:oss sale.:: from these were app1:o~~irnatl'lly 

$2,531,000.00 (6.BI of total sales) and $852,000,00 (2.4% of total 

sales) . 

ln addition to oper«ting the chain of retail stores, Asoa

ciatcrl who:l.ly mms throe (3) stibsidiaries, and one oi thrise sub-

sidiaries O\ms 99. 6 ·~ of another company: 

(J.) !:5:<;hi~utlct of 11ichiqan t. Inc. 

l:'ashion Outlet of Michigan, Inc. (hereinafter refcri:ed to 

as "Fn.shion Outlet"), a Michigan corporation, is a wholly-ownod sub

sidiary of Associated which' operates, on leased premises, a single 

popularly pricc>d women's and child:i:cn 's a.pparel store in Saginaw, 

Michig;;m. 1'he store is operated tinder the name "Fashion outlet" 

so as to allow Fashion Outlet to retain the right to use that ;1ame 

in Hichigan. The store is similar in its method of operation to a 

majority of the stores operatet1 directly by Associated. •rhe store 

is operated by a staff mnployed by :C'ashion Outlet. 

(2) Anbcc, Inc. 

Anbec, Inc. (hereinafter referred to as "Anbeo") , an 

Illinois corporation, is a wholly··owned subsidiary of Associated 1 

the sole business of which consists of the ownership of cei:tuin 
•. 

improved real proper\:~> loCl\ted in Chicago, Illinois 1 and. the leas

ing of that property to l\.ssQcia\:cd for the l~~ttor 's oporation of 
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anco of the Sh:.te of ti~b:r.',1f'l•a, anu is cu:i:~:c!l'ltly licensed to conduct 

one or more in~rnrancc buslnesses in fiftch:n (15) at.her statt~s. At 

of portions of rcinsm:nnce contrncts gr-:nc;r;it<:i!d tlu.:ough and offered 

to Columbia by the rc:i.nsuro.ncc di vision of Nationil.1 Indomni ty Company 

(hereinafter refoi:red to as "National Incl:r.wd.ty"). 

National lnde1.mi ty is a wholly-c1wnetl stthsit.liary of Berk-

shire. Althotttih (:(S of Febru<:ti:y l, Ul 75, 1·:<lrrun E:. nuf fett, a mom-

ber of his im1;;':c1iat<;.l family, thn Company end its snbsidiarios owned 

subst.:mt.ial araotuits of the corm·,1011 stock of. Horl:shira, and al though 

Mr. nu.Cfctt is the Clni;;ni;ln of th:: Boar:d t~f Directors of the Company, 

of Associutcd, of CohwJiia, anC\ of 13crkshirc (see ~!1 4. !'AJl2NTS 

IndC'mnity is not obl.:i.gntcd to offer all or any portion of any re-

inr,uranc:t.:? conti:act to Colt\nbia. hccordin(:ly, Columbia c;:mnot. be 

certain that it will continue to be offo:n·d business through the 

1:einsur11nce di vision of Nat.ionaJ. Indomni ty, presently its principal 

so\\rcu of busi.nei:;s. Columbia currently is dependent upon the con-

tinu<ince of its b11sincss arrnn~rcmonts with National lndcmni ty since 

Columbia has no indepcndemt staff for generating or avalu•iting 

business, settling losses or handling other atlminist:r.ative dct1:i.ils. 

* 

On April 30, 1974 Coltunbia purchused !l9. G'il of the issued 

• 

Formerly "Reinsurance Corp. of Nebru:3ka 11
• 
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Compi:my (lic:r.ldn<iif tcr ref.c •:.::-•~d to mi "Southern") • Sm1 thorn is 

lictm::.cd to writo worl:!:1;m' s cor.ipcnnntion tmvt•ragc in the Sta tu 

The C:c.::np<my, thl'.ough :::ubr.;;i diaries, n~~tively condllcts only 

one signl.ficant lim~ of J:,l,:>incs!'l 1 i .c., rctnilin<J o:C wo:nen 'a nnd 

child:t·ei1' z app.'.lrt'!l. Inrrnrance and rcinsurc:mce oporat:ions, comm-:inced 

in the cumpany' s fiscil.l ycur c;mdotl JanuaJ:y 30, 19 71 -through Columbia, 

he>.ve nr~vm: been signific:mt as defint~d for 1~urposes of this Item if 

Colmubin' s equity ;i,n und:i.:;;t.ributcd enrningc of affi liatcd companies, 

not ro::ccgnizcd by Sta.te insurance departmant regulatory authorities, 

arc n<.,l: cousid~~rc'l us derived :f;'rom insuranc~ operntious. 

'l'he Con,pim~· nnd its co1H1olidatcd nubsiuiari.cs (including 

Colui;t!Ji;.) have investments in De:r.J~ahire llath.:m.ny Inc. and Blue Chip 

Stampe which arc accounted for by the equity method. i\lthough these 

inve:;tncnts arc not cont'idered lines of b\,siness, earnings attrib\\t-

able to the holdin']S conl~r::.but.e significantly to consolidated net 

incom.:: as revealed in Itc'•.1 2 following. 

• 
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t~ct soles 
Gross p;::Gfit 

Intcr1:-:;t an~l fina;icing costs 

I11ccl~-::-l t :-.:-:·~ ~ v..pp~icz:!blc to 
c~creti:1g e~rn11igs 

Bari! in·J;o be· ore egui ty ii: earnings 
ot o.:.:o:r c".:.rt~~~n;..es, aal.n (loss) 
frc.~~ Bale.· of S\:curi tie~ and 
ext1~r .. cjrt~i:.P...ry· itcrr.s 

Equi t.y i:t: ei.rr.1.ings -of otl1er 
co.~1pan1es ,. ne. t of t.a:-:i.;s 

Rcc:.lizcd gu:·.ns (losses) from sales 
cf '.'ccuri 1.ies less ap9licable taxes 

Earni!1gs be:orc extraordinary ite:ns 

Ex'raordina1:y gains (losses), less 
applicabl<• taxes 

Net earning;, 

net earninon per share 
(l,000,000 shares outstanding) 

Cash dividends per share 

I{ 

""'("! .,,_ ... ') 
.J...;,UJ:•~ 38,503 
13,388 12,910 

647 673 

l,227 i33 

1,233 703 

437 724 

200 

1,720 1,627 

(111) (a) 

1,720 l, 516 

~.1. 52 

NONE NONE 

* 'i'ho fisc;;l year ended February 3, 1973 consisted of 53 '.-~eeks. 

This su.'11.mary includes the results of 
su:Osidia::y. ~ Prior year a.-nounts have 
change in not earnings. 

ooerations of 
been restated 

I 

Columbia Insurance 
to co.6.form to this 

I 

38,918 
13;490 

ti 8 7 

704 

751 

1,972 

195 (bi 

2,918 

(bl 

2,918 

$2.92 

NONE 

38,39') 
13,376 

720 

441 

576 

1,985 

26 

2,587 

395 

2,982 

$2.9$ 

NONE 

34t925 
13,096 

677 

307 

403 

1,582 

(210) 

l, TiS 

68 

1,843 

$1. 84 

NONE 

Compan:y, a previously unconsolidated 
consolidated presentation, with no 

The extraordinary loss for fiscal 1972 resulted £~6m additional incol;le taxes related to the sale of a 
subsidiHry in fiscal 1970. ,/ 

(a) 

(b) A gc;in on the exchange o~ securi ti~s of $,19 3, 0 0 £/was ?rig:!-nally reported as an e~:t:r.aordinary i tern. To 
coni:ormto the presentation resultini;r f:i;om the/Consolidation mentioned above, this gain has been included 
with re<.•lizetl securities gains in this ?summary}. 
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Ni1,:t sales declined in the latest fiscal year by $ 3, 4 7 4 ,O<)O, 

o:r. approxirr(\l. tely 9% fr0m the preceding year. Although four s-cores 

were opor1eq by Associated during thE: year, sales from these new 

uni ts did':±:.ot of:f:sct tl:e loss of sales fJ.Oill five stores which were 

c:i'.oscil,; the net.aecline in sales from stores opened/closed was 

$1,446,000. '.Che :Cl!·malning decline of $2,028,000 resulted from a 

general dr:<clinc (approximately 6%) in sales of the 65 units open 

during both ye4rs. 

The decline .in sah"; caus0d a decline ;i.n gross profits 

of $280,000, or 2%, from that of the prior year. l1 c:ombination 

of factors incluuing a more favorable product mix, increased 

opportunity for purchase of vendors promotional items and somewhat 

improved selling prices preyented a greater decline in gross profit. 

Income taxes applicable to consolidated operating earnings 

haV•:! lm.~·n as follows for the pat.t three years. 

State and local income taxes 
Jfederal income ta;:es 

February 
1973 

$255,000 
4 49, 000 

$7~4, o-(Jo 

Fiscal Year Ended 
3 / Feb:ru~ry 2, Fc!)1:1.t~r1r 1, 

-~197j_~ __ 197~~-

139,000 
302,000 
~_:11,0_flQ 

166,000 
141,000 
N?;tTOO 

State .and local inco..tne taxes vary from year to year as a combined 

result of varying laws between the immerous jurisdictions in which 

the companies operate and the varying operating results within those 

jurisdictions.. Federal income taxes have declined from the preceed-

ing year for each of the past two years as a result of declining 

taxable operating earnings, while non-taxable income items have 

remained relatively constant. 

Equity in earnings of other companies declined in the most 

recent fiscal year, reflecting princ~.pally a 45% decline from 1973 

in Berkshire's reported earnings for 1974. 

The realized loss from sale of securities, less appl.ic:able 
• 
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tC!X ncnefit, in thu moct. recent fiscal yeu:c rcpre:;cnts i~ocognition by 

Col~.rnbia of . . .- - " . . ~ t~ pr-ov1:-:iJ.(>n ~or an ..:..l.c::~ µo.tccl lmrnes in its common stock 

portfolio. .i'hc nwJ,h:cd g<J.in from saJ.e of securi tics, J.css applicable 

capital gains ta>:, in tho iisc;_il year ended February 2, 197•1, x«esu],ted 

from a gain reali:::ecl by J',::isociutcd less a loss realized by Colmnbia 

on dL;posi tion .by thFm of certain cornmon st:ock of an unaffiliated 

CO•TI~nmy (New :Corker Ma9azint~). In Me.rch of 1972, As•Jociatcd ex-

chm1~·ed certain investmont securities it then held for 300,000 shai.-cs 

of common stock of Blue Chip Stamps. The transaction was a taxable 

excb;;<nge and the gain less taxes applicnblc to the transaction is 

reflected in ·l:he summary of earnings in ·the third pi:eceding year 

as a realized gain from sale of securitier3. At February 1, 1975, 

mark<: table scc.;uri ties were held only by insurance r;ubsidiarh~s of 

the Company. (Shares held of Berkshire Hathaway Inc. and BJ,ue Chip 

Stamps are not viewed by managelT.('Tlt as marketable socurit:i.es - it 

is the Company's intention to hold these shares indefinitely as·perma-

nent investments.) 

The extraordinary gains reflected for each of the past 

two yeurs resuJ. ted from conderru1ation proceeds received for certain 

Philadelphia properties of Associated, as more fully set forth in 

Note M to the consolidatod financial statoments. 

I'l'Et•l 3 .. 

A. General ---
The operating offices of the Company are located in the law 

offices of the firm of Frank, B.;·;nstein, Conaway .and GoJ.dman, 1300 

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

land 21201, i?>: which firm Robert H. Goldman, the President of the 

Company and Mu1' E:. Blumenthal, the Secretary of the Company, are part-

ners. The Company pays no rent for the said offices and, except for 

certain legal and bookkeeping activities, only limited operational 

• activities o:f the company tak8 place therein .. 
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rango in size of floor. m-:na from (1ppro::iniutcly two thousaml (:>, 000) 

squar~-, feet to apµro,:imnt.-,ly sixty thousand (GO ,000) :;;qunre f;:.'.it, 

The total floor area of <:11 of the stores is approximately nint~ 

h1;md:::L:d thoi.~sand (900 ,OOO) square {cet. 

i\ssociated owns the land 1md improvements of: seven (7) of 

its sto:ce locations, alJ of which m:c in Chicago, ll:ilwaukec, Phi.J.a-

delphia, Chester, I'cnnsylvania ai.C:. Gary, Indinna. i\nother location, 

previously owned by i\ssociated, has been the subjC;'ct of a condem·-

nation proceeding. (See !'l'EM l. BUSINESS O!nd ITEH 5. l?El?!DING 

1.EGl\L l'RCCEl~DXl~GS.) Its subsidiary, Anbcc, OWPs the land and im-

provcr.1-.:mts of one store location (in Chicago), which premises a:r.e 

le<'!sed to Associated for thr, latter's operation of a store. llsso·-

ciated lensas i b.> rern<:<ining store locations, for term:> e::piring on 

various dates tlu:ongh 19 H8. '.rhe aggregate annt1al minimum rental paid 

by Associated during the fiscul year ended Pcbruc-ry 1, 1975 for the 

store loca.tions which it leases was approximately $1,575,000. Cer-

tain 0f the leases, howLlvcr, provide for the po.yment of additional 

rent bas.ed upon the volume of sales at the particttl"'r location, and 

for the payment by Associated of applicable real property taxes 

and/or other expenses. (See Note K of the Notes to CONSOT,IDATBD 

FHli\HCI7'L STA'.rEMENTS.) 

;\Ssociated' s executive, bu~•ing and administrutive officer 

are located in a New York City warehouse (see ITEtl l. BUSINESS) leased 

by Asso.ciated for a term expiring in 1978, 'l'he warehouse has a floor 

area of approximately eighty thousand (80,000) square feet. 

Fashion Outlet leases the premises upon which it operates 

its one retail store. Columbia has no indep"'ndent operating offices 

and owns no facilities; all of Colurnbit<'s activities are super.vised· 

by Warren IL Buffett, its President at;.d tho Chairman of its Bonrd 

of Directors, from his officrns in Omaha, Nebr,:~ska. 
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l rl.'l:i~,l r;. • Pli.l{l ;N'.t'fi !~ l~ I) srf~.~ ;; JDlJ\ 11_ IE R . 
--·-~··-·-·---··--·-----~-·-· ....... ,..._ .. __ 

A... r~~r...:;n'/.:~s ,,,_, ____ _ 
As of -'cb:nnrv 1 1~)75, \'1<:.rrcn E. Buf:f:ctt: owned 39. 9<:.•~ of • ., " .• • ' •• r 

tbc Ct,:r~:Jc.ny' s co:a~1k~n sti:.cL i Firnt U;-mhutt<m Co. (of whi.ch l)ovid S. 

Hung ... 1: was ;:md in a c1encral p«rtnc,r) owned ten pc.remit CtOt~) o:i: th11t 

stocl~; and Susc.n T. BuJ:il~tt, the qmuse of:: \la.rrcn g, T3uff0tt, owned 

apprm'.hnatcly tbree percent (31\) of that stock. (See !TI:!.~l 11 •• 

Mun';J<U: r, t~o. el\ch dis0laims any st<:itus which would cau::;c it t.o be 

clcernocl u parent Company. 

B. St,~.'1!~idic.1r..icr~ --
Th<~ Cor:ip;:my owns one hundred pc..:-cc'nt (100~•) of the issued 

ancl out:>t<:tnding VL)ting S•C:Ct1ri tics 0f its subsidiary, hssociatcd He tail 

Store, Inc., o-m Illinois cori:oi.:ation, 11.ssooiated mms one hundr.cd 

porct>nt (lOO\l) of the i()stted tmd o\:tstandin~1 voting securities of its 

three st1bsicJi;:n::lcs: AnbGc, Inc., ;;;n Illil\O~.s corporation; Columbia 

Insurance: Comp:my, a Nob:i:«·wka corporation; and Fashion Outlet of 

Michi<rnn, Inc., a Nichig<tn corporation. Columbia 011ns 99.6% of 

SouthGrn. All of the abov.;,-namcd subsidiaries arc included in the 

consolidated financial statements of the Con•pany. 

As of Feb:t:ua:cy 1, 1975, the Company, throu9h its subsidiaries, 

Associated and Columbia, beneficially owned approximately sixteen percent 

(16'6) of the comnon stock of Blue Chip Stamps (herein<lfter referred to 

as "Dlt1e Chip"), a California corporation, and Narron E. Buffett and 

his wife benP.ficially owned appro:dmately thirteen percent (13%) of thnt 

* 'rhis percentaqe wat1 compntcd without taki.11g into account Hr. Buffett's 
intortlst as trustee untbr varions trust instron1ents in certain sharci: 
of t:1c Co111p;iny' s comn1on stock, and his :interest in certain other shares 
of such stock <w a rosult. on the :interest in those shares of ti mcmbur 
of his fnmily. ·'See l'.1.'P.M. 11. PRINCIPAL SJ·:cnn.I'.eY llOJ1Dgns l\ND SBCURI'l'Y 
lIOLDlNGS OE' t'1l\.i,jf\G!~f.~};fJ 1i.1 • •w------ - --- ---
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general partr,cr) .:.·.:·1~od b~1l':;ficially on t:.hr.11:. d.:1 tc .:1ppro::imatcly b'n 

ncr of r~.::-ct l·::m!Ji,;;.;;,m co., .:mu me>mlJc,:•:s of hi::; in1ncdiatc :t;am:lly, 

a.nd IU;)rr.b,~~:ti of ti.c h•::ed:i.;;.\.:c family of Ch<:irlc.:.s l:'. llcidcr, owned bcmc-

ficial ly less th.::-: m\c P·~rc•;nt (l'.1) c.>J: that stock. Tho Cor~pany 

takes up eqtii ty in o<l:r.nin']s relating to its slwrcholr1:i.11~1s :i.n Blue 

Chip. Por purpof.'CG of this Item 4, <lnd pursu<mt to inst;:uction 110, G 

thc:i:ct:.o, Blue Chip is d.:.cmct1 to be a subsidictry. 

As of: Fcbi:n:.iry l, 19 7 5, the Co::ipuny, 1'.ssociatc<1 and Col t 1.m'.>ia 

in. the aggregate o:·,ncd beneficially npprmd111u.tcly clcvon percent 

(11%) of tho common stock of Dcrkshirc., a Dclnware corporation. Ill 

ad di ti on, oi1 tha'i: d.:tt\.l Wai:r,'.:1 E. Buff.ctt and Su::::,111 •r. l3u:Cfctt, his 

z. ?use, rccpectivcly owned b:meficially appro:dr.1atcly 33, 3':> a11d 

appro:~imatcly 2 •. 5'0 of that stoclc. Between February 3, 1975 unrl 

Ha:i:-ch 15, 1975, lu;:',m-:iated p~trchascd m. additional 15,060 sharu::i, 

rcprci::emt.ing appru~d.mut:cly 1, 5'~, of the col"!'mon stock of l.lcrkshl.:r:e. 

'l'hc Compa111• takes up equity in carnins-s relating to its sharchold-

ings in Berkshire. For purposes of this Item 4, and pursuant to 

instruction no. G thereto, Berkshire is deemed to be a subsidiary. 

I'l'EM 5. PENDING r.EGAL l?ROC:EfmINGS. ---
Neither the company, Associated nor l'.ssociated' s stlbsj,diarics 

are parties to any material pending legal proceedings other than 

o:r.·dinary routine litigation inc::ident;;il to their b\lSincss, and. none 

of their property is tho subject thereof. 

The premises on which Associatc;d operated two of its rct;iil 

stores in '.Philadelphia, Pennsylvania, one of which was owned by Assoc

iated, and the other of which was le<:ised by Associated, have been 

the subject of condc1m1ation.proceedings. Associated received 

- 11 -
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I1.t.'i~I·1 G" Ii".i..".'l~F'..1'.~i:;, A:~1) nr~t""!nr~.r'~ r~~n It~ c;:1r";t~~ .. :-,,~'n:rr:Tc~ r~ct11t:r 11,J. ~"'f; • .. _ .. _ ... _ ... .., ______ ,, _______ _ 
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I1:1.1 J~l·i .,./. l.~. ~~ 1'.0X~f4·l;·~f!'J lJt1:.1i~:lll tJ:"t l~OtJ1 T.l ~~::CTJ'f<l'Jt~ I~O-!..Dr.:~s. 
--.--- .... -- - .. ·~· __ c __ , __ _, ___ £ __ ..., ___ ... -~-- ... --~--~----.. -· .. -·---

•.ritln of <'J.;:i.!>s ----------·-
l)i"'"~roifj.c.::i::1 Rctuili.r1<! Co., !rl.o" 
co:iu:1oa s·::;c,r.;J~, par value $0. 000 3 

pc:r Gl1t:..:.:\.! 

Nm;rcn B • bi1 f. f; ctt 
Rt,?crt H. C:oldm.:·m (b) 
Dt.t\1 :1.cl S. -Gi.>:. t-i.~::ntn.lt 
clrn:r:l•'~ •r. l·inn~rer 
c11,irlcn i~. !:-).i.dor 
llai-: !'.:. DJ u~ '..:nth«l (b) 
Lurry C. Cn>.~11ings (1:) 

Humhnr cif i:ccord holt.1.crs _, _____ .. ____________ _ (a) 

280 

Off. i C'C ( r) he> J.d 

Chairm;m of thQ Doa:r.cl of D:ircct.orr; 
!>:t:(!'Si<1 1 _~ nt :- Dii:cctr.'~ 
Vicc-l':cci•idcnt; D.tJ:i)c·t;Qr 
Vicc-l>;r:c!:ident; D.i.rector 
D:i.l:·C'\ctor 
Secr(J! ~i.:~\r~1 
Troasu>·cr; Assistant Sccrc.r.a:i:y 

'l'he Compmi;t hi.1.S no clrnrtur p:i:ovision, by-law, contract o:r. 

arJ~a11gemcnl; under or pursuun·i: to whid1 ;;ny of its D:b:ectors or Officm:s 

ere insured or indemnified in any mam102~ against ;.illy liability wh~.ch 

nh~y be incurred in their cap<.city as such, llcwcvcr, unclc:i: article 23, 

section 64 of the Annotated Code of Hi".t"yland (1957 ed., as amel'i.dedl, 

the Compcll.y may indemnify any Director, Officer, employee or agont 

(a) '£he informatio11 is given as of February 1, 1975. 

(b) Both Mr. Golclmun and Ur. Blumenthal are pui:tners in the luw fipn 
of Fr<:.nk, llornst.c:l.n, con<:\\lay nntl Goldmun, 1300 Hei;·cant:.ile Dank und Truc.t 
Builcl.lnti, 2 llopl;i11~: I'lnz<.t, H«ltimor<', 11,\ryJ and, which fi:r:m repics<.mts 
the Coupany. Mr. Cul'.unings is an employee of t!Ftt firm • 

• 
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A. 

'l':i. t J •.~ o~; •rypci (•i l\.1"·)1mt l'<n:c:ol1.t. 
~.,.;·~,·-. ~·ncl ~.t .. ,--.~ ... " ... '-"' C."'1 :~ .. _ ,- o~'1l~\·,-.>p~ ... ~., \)' .. ~'I :'.'(i {C!) o-r. c··: -•, .,~ 
: .. :.:.: .. .!,...,.!.."'·--'...!.!... ··,.;.:;.:~::;;.,.._ .. ,,,...;;': " .. ";.:' _____ ..;.:.,".s.---..~-... ,.:· .. ~--_,-... -.:-~---··-'"---.,_ ____ ,,,., , .. , .. !~:~..:. 

\~ :1 l~~-11 ~~. l~1.Lf:f1.·t~t 
5:·.o:; )_:'i.l:C.'.!":. Bi::;"(~~t 

()~.'.::oh,1 1 1::..':; .... ~~,!~(~ 6G1~1. 

I·'.i.~r~:. r\_:"1~~-~"'"'tt.,1n l~o. 
30 \(··~1).l :.Jt.;\::(~i; 

Ne~) Yo~·);' J-:,M to:.:k 
100(l!i 

co~~mon 

COl111\l0ll 

l:i'l~(~ lcr, !'7.·:.~ ... t<~)= [.: Co - con\11101\ 
61~ Soui;h :~r-:d ng St:.. 
L•J;1 1\l'\Cp.!~.,-.:!I 1 C~li-
f!":'rnia" 9:J:iJ•! 

r0cci1-.l nv.l 
bc11,~r1~;-~,1 

roco:i.·t1 nnd 
bcncf:ici•tl 

A.37,069 (Li) 

100,000 (c) 

100,000 (d) 

43. 70":. 

io. oo·. 

10,00':i 

(JJ) 'i'hi~ < :;,,;imt in,:J,tv.l(;>3 tha r,,lJ.ow:ln<J r.;h:i.ros o: ce>•~•iJon sLocJ~, a? \:o 
,\,·1.i.ch J.lr .. l.'·t.t.~ft'tl: di.:cl~i t.1n t~l;.· . .: bcnc:r.i.c:i:~.l O\·:nc1·sl'1:i.1:l: 

(i) 32, OGS uhnr.:.s J1,.ld hy nt~:.~)crs of ilr. Buffett' s irruncd.i.nte 
family; 

U.i) 3, 7::;;: r.hr l";!S h~ld in t;:ur.:t 1m.dor t.hc Lui::i: Hill and '!'c':>tn.
rncn t of lJl)'.tard ll. Dui:fctt, t1wc...:n:::cc3, as to which llr, Buffett i~; th) 
trits t.Dc; 

(5 ii) 360 :-iho.rc,o-; h·~lci in ocrt:::.l m:iounto in two ti::m::tc, cuc11 
of \·,.hich i::; for tlir; han•;.;Jit of a 1~cm!.u:n.· of Mr. nuffott 's famil.y, tlnd <i.s 
to each of which he i ': a co-t:n1stoe' 

(iv) 1, 53G ~JlH1l.'(:B held in b.m oqunl mr,otmts lw Hr.s, Dorin n. 
I1C'4"3• r a siGtQ:r of r:1i:. Bt~:r;;c~~.;,:, u.s Cus:loclin11 un,:tc:~ the l\Ob:cusku U11ij:o,:·n\ 
Gi f, t:r. to u~.llor.s Act, each ror the b0ncii t of a member of Hx. Buf fott' s 
fi~inily; and 

(v) •129 ch::t:rcs hclc1 in cqu<il •~mounts in three trusts, as to 
each of which Mr. nu:>.:fctt iu a co-trul:ltc.>c. 

(c) J\l:l a gt:'ne:i:;:ll pm:tncr of :r:·irst 1-lanhnttan Co., Davic1 s. Gottcsm:m, a 
Dir.~ctor ::\!lt1 a V3.oc-P:::;;isit1~llt of tho Cor:1pm1y, bo1'l•.:!ficially owned 35, 000 
of the snid l.00 1 000 dw.1:cs. l\n mld:Ltir:-:1<.1l l0,6°13 of 'l:.ho said 100,000 
sh.u;cs <.u:·:i he>ld in trust for the benefit of ccll:tu:i.n ;uembcrs of Mr. 
Guttcsm•m'n i!'1moc1ir.te fam:i.ly .;ml an <::dd:l.tionnl 't 1 296 of tho said 
1.110 (!Of\ , .... ,.,.,,"°i'\C :"'!•~,, ~··,,~""'""'"'"] l ... "'l.V\.- r: .... ;-11'111' '!~v • ..., ,.__,~q,•,,,.~ .. ,...,~ 1'.•- ,....,...,J..~~.~ ... , ..... ..,,,t-t • . ~~. .. l•.\l .•. l,.; ....... ~ ........ ..i ....... ····-·- ... ~·- ........ _ ......... ~ ... -... i..L ~.l 

i11U\\Odiate fil:.1il.y, 'l'hc rcmnining 47 ,OGl of the s<licl 100,000 share!.': are 
owned b;:;ncficially hy othor p,11:tnc:rs of the fiJ.""ln o:r. their p0~:sonal 
l:cpresm1t:iti vcn. Hr. GottcG11<;i11 d.inclu:bns the bcncfici.al ownc:i:"ship of 
the shn:r:i:;t; nold in the saitl 'll7Ust <md of the sh<•rcs owned by the m~::mtbm: 
of his im.'l\~idi<1tc fi~mily. 

• 
(t1) As n general p:irtner of lJhcclel:, Munger & Co., Charles T. Mung0r 1 

a l)i?;cctor. nntl u Vic1~-l're~:i.d<..~l\t of the Compnny, possessed an interest 
in tho suic:l 100,0QO shares. 
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n. c .. ,-;t1 ... ·-.it\' !1 ·1": .1,~"l'i~i , .. ~ .. r·::·,,1\;._,~:"~.: ... ~•1i~ 
---··~- ... ,........-... ..... ,..-.... - ~·--- ... -............... -.·--·. ___ .., 

n:i. ,rt" ~=:~i ~- ~.a~l l~(~t.,;:~.~k;l
in ~r C:c1 .. , I:1i'~ .. , 
con..._n\t-ri ~: ·!~r~ .~1-: , l.}~J:" 
Vi:llllC 0, (1ll03 p;:;r 
shal;c if) 433,95'.J 

A. l'li!t·,·c11 B. D1tJ:f;r.•tt .--... -- ---·-

(g) 43. 110·~ 

warren Il. Buf;cctt. is the: Ch<:\irm<m of the nc:1;:tl of: Dir.ooto;:G 

of the Compuny, h~:ving held '..:hat office since the Compil!ly 's orc;:n1i:1.ation 

i11 1966. Since Ji:n\l,u:y 1, 1970, H:c. Huf:fett':; principal occ1Jp;;it.iun 

has conr:istet1 of: the rn:ild.ng ot person.al invcHt.mcnts, Since 1970 1 

(c) Sn'>:i :c:t to thr: c~4cc1?·::.:t,,ns indic;::tcd in note (g) to thi.s Itei':I, this 
coll~n1n i.r·,-li.ca.t...::s tll~J )1lllrtl)C:l~ a~ Sl'lC:\!.'"CS of t11c cc>nunon Etocl~ of t:l1a Co~~n
pw1y b;:~.t:':ic:i.al!.:: u~·m•:'~1 c1i!:cctly oi: inclirc:Gl:l::• l>y all Directors ;~nd 
Offict':t'S of the C' .,,·,pany, <rn a gr.01.1p, us of J:'d,:;:uary 1, 19 7 5 •. 

(fl 'fh•.: Cornpnn:; hii; no oth.:r <.'l;.ti;:r.: oZ oq\lity sccuriticn. No Direr.tor 
o.r- Oft:_ 1.: .. ~r po:::st~~~~:t.~.> t.11:; L:..:.:,~.:..:·_tcinl c~.,:11Cl'"f1l1ip of ~~ny sl1~rc or sll.Ul.'et~ of 
C'fl\~:i.t:" t:_:(iCU1:'i1:it:G C·f tllC C .. ~r:1!:'D.ny 1 ;'.'~ £'.Ubsidia.r~1' I 2\$SOCiO.t.ecl f -OJ: Of ;:in:{ Of 
Z>sc;oci<::~;!tl 1 s sub~.ic1iilrie:o (imbec, Col\\mbia 1~11 r.l Fashion Outlet) • 

(9) 'l'llii> <.r •• 01.mt e.c1:::s not include any of the following shares of common 
n1· .. "le:~: 

(i) thro shnrcs r.-ofcrrcd to in note::: (b) and (d) to this 
It.:im, \·;hicll not.i:.s .;:ir.:i i.nco4por<.d:ed horcin by ro.Ccrcnco; 

(ii) TH.! 10, 643 shares hcJ.d in trust for tho benefit: of cer~ 
tain I!1<:r11hcrs of Il;wid s. Ge>ttesnnn 'o i1nm:::!diate family and tho 7 ,2.96 
shill: CS owned bcno:ficially by a memlie:r of l·ti:. Go'i:.tcsm<:m 's immediate 
family refer.reel t~' in note {c) to thi.s Item, which note is incorporated 
herein by reference; und 

{iii) 577 slici:r:cs owned beneficially by u m::m1bor of Charles 
C. Hciclc:t" s i1n..'":'~dlnl:e family, individually, und 370 shares owned 
bonctic:i.;.illy by a m~1nbor of: Mr. Heider' s imm(;di:.ttc family us custodian 
for certain otll;;ir members of M.i:. Haid.al:' s inimodiate fmnily, as to all 
Of "'""-'\·: -.. ~ .. r-11..,, .. ..-...-:~ .,.,,. I'· ... .;.-:·~·~ ""' lD~ '"'C•·to'· o·e .... i, ... ·""'c~11'"'n" c•i· scl ... ; Y';•~ the• ....... - ~ ,.., \<4- ....,.., L • .,... • .,.._....,.,..\ .J.. 1 t.l. .......... ...., .... .i.. "° ....... ..... ,1 ..... ,,. .1. r .\ . • 1...., ...... u~ • 

bcneiicial owmn:ship. 

(iv) 4 1 7.11 shares owned beneficially by H. J?cter Mo:>or, u 
partner in tho 1m1 fi:r.1n of Prank, Il·~rnstfdn, Conaw,1y & Goldman (i.n which 
1'1css:i:-s, Goldrn«n <J.llCl Blm11cnthal ar.o pn:i:tners) or by members of Mr. Moser' i.; 
immedint:e family. • 
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C 1i Cl1:.~i-) 11.::-. 11• ~ l1t~::r:~r 
--~·. ···--·- -

D. Cf·4;'1~c:1.e::; '". !~~4.-·12:i:-____ .., ____ ._~··" ..... 
sinc'e 1.9",:0 i:lm Pr,::~irlont of ChilcG, U,~idcr <• Co. From 1966 to 1970, 

E ~ Rol~l~!°l~ :1. Gol.:~:-<1nn ____ ...._ _______ ,, ___ _ 
Robert H. Goldman, a Pii:ec:tor and the President of the 

Contp<my, :i.s ancl hm; )'Juen since July l, 19 6 G , a par tncr of the Mar1• land 

law firm of F1:<mk, Jlernste:i.n, Conawciy & Goldman. For rncn:e than fifteen 

years prier thereto, Hr. Goldman had been a p:i.rtn~r in the Haryland law 

firm of t1yburg, Goldman and l'1altcr, which on the said date was merged 

into the firm of ri:ank, Bernst.ein, Conaway & Goldman, 

• 
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13. l~I;··:t1 1 ;T<il1'.·.:~ rC'.'1 l!'P J)J:"!}.'[~tl1f~~~s }\;.l:.l C·,.'l'Ir~;r~s. ---- .... ·-- ----~-- ·-· ·--··-""- - - .... ·--· ··-· - -·-·-~-- _.,_,,___,_ .. 

Nur.i.:: of ii1di v.i.dm1l Cu.1 .. 12.ci t;i ;;a 1.>1 which l;gqrcgn tc 
Or r·tu·ib~·· ,,1" ..... J,, .... "(· )n~ r'"·"•'.t11·1 ....... r,·it·.~c'.',1 •,.,, .. ~~., a··.i.· J-,.~.,_'!t, " i ,Jo:..;c~. -'·• t-'-•.i.. .. -.... ' ·~ , "' v. ...... -

~-·1_1 ... !~-~=:.?_~~~- ..... -·----... ---.. - ... _I_ .. (:,~~;ly~;! _______ ··------_____ r_r:_}'ll~£l~!E1;\ { r.~) 

r.an .. ·y c. cur:-.·dngs $500.00 

All t:CJVC'i\ Di 7.'<"-'te>~.~b 
«11c.l Officc):s {.i.:5 '' ~rro'..1!) 500.00 (L) 

I:i'~ . 'i '1. ()r··_:;:ft)~,'S C:':Ri~.Ilj'IJ[) t.t'O r.1_;-,~J~~{~}~"·1"8il1J' r.i'O }1 tJ~C!1i',J.~T-~ f.1EClJr{11 l\JT·~S. ···-----.--·--.. - ..... -----_________ .......... _ .. _ .. -~-~---- ... ·------·-----.,----

since the b::o9inning of the fisc;,1 year cnJed l"ebruary l, 1975, nor 0~·::: 

thc1:e nny prui. ... ntly proposed tr'1.nsactions, to which the Comrwny, 

l\J~~O{"'f.i.ut.ed 0_1:- nny of r..:::::.ocic1tec·i ·1 s subsidi£trics VlC-l3 or is to be a 

party, in which any Directer or Officer of the Cor.1prmy, or any secnri ty 

holder named unck:.c sec-::ion li or !i:om 11 hereof, or any rel.a ti ve or 

spo1rne of any of the fo:cc,qoing p:~:.:sons who has the sainc home us such 

f"''·scn or who is a Di.rector oi.· Off.icer of. tho;; Company or of Associateu 

·.v of As<;ociatc~d' n sulrnidi:l.rios, h;;id oi: is to have a direct: or 

'~ inc'..cJ.:(•ct material int.;:rcst; 

(a) Subject to the c:cC'•!ltion:'l indicated in note (b) to this !tern, th) s 
col nmn indic"tcs the <1,;greqdi..." :.u~1oun t of direct remuneration paid by the 
Co111pany, Associatc>d and i,.ssor~iated' s subsidiaries to the person or pe;·
sous specii:iL:d, in all capacitico, during the Company's fiscal year ended 
PPh~uary l, 1975. 

(b) 'Ihis runou•1t docs not incllldc legal fees and cash advanced in the 
amounts of !c.l8,83 1l.OO <:lnd $133.45, respectively, which the Company 
acc:t:'llGd dt1rinq it:n fi::-r~.~1 1rca!" ~~1.c1otl l~,~~h;t~1J.n.r}:' 1, 1 ~-'75, to tb"..! ln,.,, f.i.~:-t.t 
of Fro.nk, Be;:nstein, Conaway f: Goldmm1, in which ~:cscrs. Goldman and 
Bluwentlrnl are and were at the t:;l.me of snch payment partners. Nor 
docs the said i.lmount include any additional such lt:qal fees inci1rred 
by the Comµ«ny between Januarv l, 19 75, .:ind Fcbru<1ry l, 19 7 5, for which 
amounts the s;;i.itl firn1 had not billed th'~ Conmanv an of February l, J.975. 
(See I'.l'EM 15' !N'l'ERBS'r OP Ml\.NAq::;~mN'l' l\J'\JD o•rrmns" F{ CF.R'l'~l__TRANf;l\CTI<.!~S.) 

* Mr. Benjamin P. Rosncl~, the Prt~si..dc>nt of Associated (but neither an 
Off.leer nor a Director of tl1e Company l 1 t'~ms and leases to l\ssociatcd 
the land imd impr:ovcments upon \~hich llssociated op0rtttes one .of: its 
retail stores. 
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"e:~ccs,1" bu:incsn 1 an o:d.ginating t.!tic.·,1;1issi on of 10%. The nmount of 

np~:oximutely $21,9430 

(2) Durinq the Comc1;;ny 's fiscal yc:u.r ended Fcb:t:1l.ar.'{ l, 

1975, tiv; Ccmpany p<d.ct ai1t.:/or incnr.t•d ccrt<:in 10gal fe:cs in comicction 

\.•ith th'-' rc>p~:cs<•nt<ltion of th'.;l Corn;;-<:ny by tlw law fh:m of Frank, 

B. Lln1: .i.ng the Co:Hprmy • s fiscal ycnr end";!d l"C>bruary 1, 19 7 5, 

i.0 Dii:ccl.O:!:' or OZficer ,;:;: th•'! Car,1panv or us:;oci~te of such persons was 

indebtc:d to the Compt'llY 1 Associatod or any <.'f iissociatcd' s subsidiaries. 

C. Otl>·~r thill1 any payments which may have been made pursu<:nt 

to the tm::rns of u1y pension, retire1nont, savings or si1:1ilar plan wh:i.ch 
,. 

may ha.v" bee11 provided by the Company, Associated or uny of Associated' s 

cnbi.;idinries, during tha Crnnp<.my 's fiscal your ended Fcbrtmry~ 1, 1975, 

there was no transactions, and there is no presently proposed trans-

action, to \vhich any of the said plans was or is to be a party 1 irr 

which any Director or Officer of thL' Compuny, any security holder 

nanK.id under sectj on 11. of Item 11 hereof, or any relative or. spouse 

thereof Ol: relntiv;; of any such spouse who h;,s the Silme home as any 

sttch Director, Officer or so.cur:J. ty holder or who is a Director or 
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A1'l"NUAL REPORT ON FORM lO~K 

ITEM lO(a) 

FINANCIAL STATEMENTS AND SCHEDULES 

DIVERSIFIED RETAILING COMPANY, INC, 

AND SUBSIDIARIES 

February 1, 1975 and February 2, 1974 

The following consolidated financial statements and schedules of the 
registrant and its subsidiaries and of the registrant (parent company) for the .fiscal 
years 1975 and 1974 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 Informa.tion 

All other schedules (Nos, I, II, IV, VII, VIII, IX, X, XI, XII, XIII, XIV, 
XV, XVII, XV1III and XIX) for which provision is made in the applicable regulation 
of the Secur;J.ties and Exchange Commission are not required under the related 
instruction!/ or are inapplicable, and therefore have been omitted. With respect to 
Schedule XIIJ:, the information applicable to the consolidated subsidiaries has b.een 
omitted as th"'-Y are wholly-owned and the answers to Column G would be "none". 
Schedules related to the insurance operations included in the consolidated financial 
statements llave .been filed only as a part of the financial statements and schedules 
of that .::onilolidated insurance subsidiary included herein. 

·The following financial statements and schedules of the consolidated 
insurance subsidiary for the years 1974 and 1973 are submitted herewith: 

Consolidated Balance Sheet 
Consolidated Statement of Earnings 
Consolidated Statement of Capital Stock and Surplus 
Consolidated Statement of Changes in Financial Position 
Notes to Consolidated Financial Statements 
Schedule I Summary of Investments in Securities 
Schedule II Stocks - Other Than Stocks of Affiliates 
Schedule III - Investments in Stocks of Affiliates 
Schedule VII - Premiums, Losses and Underwriting EKpenses 
Schedule X - Income from Dividends - Equ;l.ty in Net Profit of Affiliates 
Schedule XI - SUllllDary of Realized Gain (Losses) on Sale or Maturity 

of Investments 
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All other schedules are omitted because the information required therein 
is not applicable or is given in the financial statements or notes thereto. 

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

Exhibit A -
Exhibit B 
Exhibit C 
Exhibit D 

Computation of Earnings Per Share 
Annual Report of Berkshire Hathaway Inc, - December 28, 1974 

- Annual Report of Blue Chip Stamps - March 1, 1975 
- Annual Report of Wesco Financial Corporation 
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ERNST IS. ERNST 

Board of Directors 

O"!t NORTH CHARL.CS 

BALTIMORE:, M_ARVl.AN 0 
21201 

Diversified Retailing Company, Inc. 
Baltimore, Maryland 

We have examined the balance sheet of Diversified Retailing Company, 
Inc ... (parent company) as of Februm."Y 1, 1975, and February 2, 1974, and the 
related statements of earnings, retal.ned earnings and changes in financial 
position for the years then ended and the consolidated balance sheet of 
Diversified Retailing Company, Inc. and subsidiaries as of February 1, 1975, 
and February 2., 1974, and the related consolidated statements of earnings, 
retained earnings and changes in financial position for the years ther ended 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 circwnstances, The consolidated financial 
statements include th.a tl'!_'uity in earniugs of certain affiliated companies. The 
financial statements of these companies used as the basis of recording such 
equity in earnings and those of the consolidated insurance subsidiary were 
examined by other auditors whose reports were furnished to us. The consolidated 
financial statements of Columbia Insurance Company, the insurance subsidiary, 
reflect total assets and net earnings constituting 36% and 15% in 1975 and 34% and 
31% in 1974, respectively, of the related consolidated totals. Our opinion 
expressed herein, insofar as it relates to the amounts included for the 
consolidated insurance subsidiary and to the amount of income included for those 
affiliated companies for each of the years ended February 1, 1975, and 
February 2, 1974, 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 10 to the financial 
statements of Blue Chip, which statements are included as Exhibit C to this 
annual report on Form 10-K. The investment in Blue Chip is carried at .cost plus 
equity in undistributed earnings, which at February 1, 1975 aggregated $13,249,000. 

In our opinion, based upon our examination and the aforementioned 
reports of other auditors and subject to the effect, if any, on the financial 
statements resulting from the ultima.te outcome of the legal proceedings referred 
to in the preceding paragraph, the financial statements referred to above 
present fairly the financial position of Diversified Retailing Company, Inc. 
(parent company) and the consolidated financial position of Diversified Retailing 
Company, Inc. and subsidiaries at February 1, 1975, and. February 2, 1974, and the 
respective results of their operations and. changes in their financial position for 
the years then ended, in conformity with generally accepted accounting principles 
applied on a consistent basis, after restatement for the changes, with which we 
concur, in the method of accounting for the investment in the insurance subsidiary 
as described in Note A to the consolidated financial statements, and in the terms 
used to express changes in financial position from working capital to cash as 
shown in both the parent company and consolidated financial statements. Further, 
it is our opinion that Schedules III (subject to the effect of the aforementioned 
legal proceedings), V, VI and XVI referred to above present fairly the information 
set forth therein in compliance with the applicable accounting regulations of the 
Securities and Exchange Conm1ission. 

Baltimore, Maryland 
April 28, 1975 
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CONSOLIDATED BALANCE SHEET 

DIVERSIFIED RETAILING COMPANY, INC. 

AND SUBSIDIARIES 

Cash 

U. s. Treasury bills - at cost, which 
approximates market 

Accounts receivable - Note B 

Merchandise inventories - Note A 

ASSETS 

Property and equipment - at cost less allowance 
for depreciation and amortization 
(1975 - $507,070; 1974 - $645,525) -
Notes A and C 

Investments, other than investments in affiliated 
companies - Notes A, D and E: 

Bonds, at amortized cost 
Common stocks, at cost less a valuation 

allowance for anticipated losses of 
$300,000 at February l, 1975 

Investments in affiliated companies - Notes A, D, 
F and. G: 

Berkshire Hathaway Inc. 
nlue Chip Stamps 

Other assets - Note A 

l, 788,450 

l,221,755 
3,0l0,205 

l0,184,776 
13,249,060 
23,433,836 

709,156 

$39,468,919 

l,038,971 

l,391,572 
2,430,543 

9,405,391 
12,490,857 
21,896,248 

602,306 

$34,183,741 
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CONSOLIDATED BALANCE SHEET • CONTINUED 

DIVERSIFIED RETAILING COMPANY, INC. 

AND SUBSIDIARIES 

LIABILITIES AND STOCKHOLDERS' EQUITY 

LIABILITIES 
Losses and loss adjustment expenses of 

consolidated insurance subsidiaries - Note A 

Unearned insurance premiums of consolidated 
insurance subsidiaries - Note A 

Accounts payable and accrued expenses, 
other than income taxes 

Income taxes - Notes A and I: 
Current 
Deferred 

8% Debenture1i due 1985 - Note H 

9% Notes payable - Note H 

Other liabilities 
TOTAL LIABILITIES 

STOCl!'J!OLDERS 1 EQUITY • Notes U and J 
Conunon Stock - voting, par value $.0003 

Authorized: 3,333,333-1/3 shares 
Issued at\d outstanding: 1,000,000 shares 

Additional paid-in capital 
Retained earnings 

COH1'UTMENTS AND CONTINGENT LIABILITIES • 
Notes K and L 

See notes to consolidated financial statements. 

F·5 

February l, 
1975 

$ 3,730,000 

1,224,835 

2,491,307 

419,304 
522,129 
941,433 

6,600,000 

1,239,154 

496,404 
16,723,133 

300 
5,999,700 

16,745,786 
22,745,786 

$39,468,919 

February 2, 
1974 

(as restated) 

$ 1,921,122 

902,893 

1,172,760 

418,652 
471, 115 
889,767 

6,600,000 

1,242,885 

551,565 
13,280,992 

300 
5,999,700 

14,902,749 
20,902,749 

$34,183,741 
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CONSOLIDATED STATEMENT OF EARNINGS 

DIVERSIFIED RETAILING COHPANY, INC. 

AND SUBSIDIARIES 

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

Gross profit 
Insurance underwriting gain (loss) 
Interest and dividend income 
Other income 

Selling, general and administrative expenses 
Interest and financing costs 

EARNINGS BEFORE INCOME TAXES, EQUITY IN 
EARNINGS OF AFFILIATED COMPANIES, 
REALIZED SECURITIES GAINS (LOSSES) 
AND EXTRAORDINARY ITEM 

Applicable income taxes - Notes A and I 
EARNINGS BEFORE EQUITY IN EARNINGS OF 

AFFILIATED COMPANIES, REALIZED 
SECURITIES GAINS (LOSSES) AND 
EXTRAORDINARY ITEM 

Equity in earnings of affiliated companies -
Notes A, F and G: 

Berkshire Hathaway Inc. 
Blue Chip Stamps 

EARNINGS BEFORE REALIZED SECURITIES GAINS 
(LOSSES) AND EXTRAORDINARY ITEM 

Realized gains (losses) on sales of securities, 
net of taxes (credit): 1975 - ($89,894); 
1974 - $11,000 

EARNINGS BEFORE EXTRAORDINARY ITEM 

Extraordinary item - Note M 

NET EARNINGS 

Earnings per share: 
Earnings before equity in earnings of affiliated 

companies, realized securities gains (losses) 
and extraordinary item 

Equity in earnings of affiliated companies 
Realized securities gains (losses) 
Extraordinary item 

Net: earnings 

See notes to consolidated financial statements. 
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Fiscal year ended 
February 1, February 2, 

1975 1974 

$34,924,966 
21,828,566 
13,096,400 

( 374,221) 
414,000 
196,519 

13,332,698 

11,946,426 
676, 758 

12,623,184 

709,514 

306,796 

402,718 

722,671 
859,011 

1,581,682 

1,984,400 

( 209 I 754) 
1, 774,646 

68,391 

$ 1,843,037 

$ .40 
1.58 

( .21) 
.07 

$ 1.8.4 

(as restated) 

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

67,743 
230,751 
229,946 

13,903,875 

12,167,203 
720,066 

12,887,269 

1,016,606 

440,907 

575,699 

1,220,030 
765,275 

l,985,305 

2,561,004 

25,672 
2,586,676 

395,578 

$ 2,982,254 

$ 

$ 

.58 
1.99 

.02 

.39 

2.98 
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CONSOLIDATED STATEMENT OF RETAINED EARNINGS 

DIVERSIFIED RETAILING CO}!PANY, INC. 

AND SUBSIDIARIES 

Balance at beginning of year 

Net earnings for the year 

BALANCE AT END OF YEAR 

See notes to consolidated financial statements. 
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Fiscal year ended 
February 1, February 2, 

1975 1974 

$14,902,749 

1,843,037 

$16,745,786 

(as restated) 

$11,920,495 

2,982,254 

$14,902,749 
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CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 

SOURCE OF FUNDS 
From operations: 

DIVERSIFIED RETAILING COMPANY, INC, 

AND SUBSIDIARIES 

Net earnings before extraordinary item 
Charges (credits) to earnings not affecting funds: 

Equity in current earnings of affiliated 
companies, net of deferred taxes 

Dividends received from affiliated companies, 
net of current taxes 

Increase in unpaid losses and loss adjustment 
expenses of insurance subsidiaries 

Increase in unearned insurance premiums 
Increase in accounts payable and accrued expenses 
Depreciation and amortization of fixed assets 
Provision for anticipated losses on conunon stocks, 

net of $90,000 deferred tax benefit 
Decrease (increase) in inventories 
Decrease (increase) in receivable 
Increase (decrease) in income taxes currently 

payable 
Increase (decrease) in other liabilities 
Amortization of excess of carrying amounts of 

net assets of consolidated subsidiaries over 
acquisition costs 

All other 

Extraordinary item 

TOTAL FROM OPERATIONS , EXCLUDING 
EXTRAORDINARY ITEM 

TOTAL FROM OPERATIONS 

Proceeds from condemnation of property less gain 
included above 

Sale of common stock 
Decrease in short-term conun~1rcial paper 

APPLICATION OF FUNDS 
Investment in Berkshire Hathaway Inc. 
Purchase of insurance subsidiary - Note A 
Other investments: 

Bonds 
Common stocks 

Additions to property, plant and equipment, net 
Debt repayment 
Increase in treasury bills 
Increase in cash 

See notes to consolidated financial statements. 
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Fiscal year ended 
Febi;uary 1, February 2, 

1975 1974 
(as restated) 

$1,774,646 $2,586 ,676 

( 1,581,682) ( 1,985,305) 

187,506 187,508 

1,124,859 679,672 
158,409 57,634 

1,315,345 218,563 
125,659 145,531 

210,000 
93,430 ( 494,922) 

( 20,489) ( 270,997) 

( 1,148) 64,079 
60,446 39, 913 

( 106,875) ( 131, 130) 
2,611 209 ,019 

3 ,342. 717 1,306,241 

68,391 395,578 
3 ,411,108 1,701,819 

874,326 
30,286 962,513 

1,495,297 

$3,441,394 $5,033,955 

$1,631,657 
$ 497,800 

191,055 74,160 
15,000 959, 774 

129,263 185,111 
3,731 

1,143,415 563,873 
1,461,130 1,619,380 

$3,441,394 $5,033,955 

1 
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NOTES TO CONSOLIDATED FINl\J,CIAL STATENENTS 

DIVERSIFIED !1-ETAILING cm!l'ANY, INC. 

AND (lUBSIDIARIES 

February 1, 1975 and Februai:y 2., 1974 

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 subsidiai:y, Associated Retail Stores, Inc, 
("Associated") and Columbia Insurance Company ("Columbia"), wholly-owned by 
Associated, This presentation differs from that used in previous financial 
statements issued by the .Company, in which Associated 1 s investment in 
Columbia was carried on the equity basis, Because .of the nature of the 
insurance assets and liabilities now consolidated, the accompanying balance 
sheet no longer distinguishes between currenL and noncurrent assets and 
liabilities. 

Intercompany accounts and transactions have been eliminated in 
consolidation, 

Investment in Consolidated Subsidiaries 

At the date of acquisition of Associated by the Company, the carrying 
amount of the net assets of Associated was in excess of !:he Company's 
investment, Such excess amounted to $1,311,309 and is being amortized to 
income over a ten-year period, The unamortized balance of $2.95,055 at 
February 1, 1975 .and $42.6,185 at February 2., 1974 is included in other 
liabilities in the balance sheet, 

Columbia was. for:ned in 1970 by Associated, As of April 30, 1974, Columbia 
purchased 99 ,6% of the outstanding stock of Sou.thern Casualty Insurance 
Company ("Southern"), Accounts of Southern since date of purchase by 
Columbia are included in consolidation, The cash purchase price for 
Southern was $497,800, including $72.,555 excess of cost over net assets 
acquired. The excess cost is being amortized over approximately three 
years; the unamortized balance of $48,300 at February 1, 1975 is included 
in other asse.ts in the balance sheet, 

The financial statements of Southern at the acquisition date are 
summarized as follows: 

Cash 
Bonds 

ASSETS 

Common stock 
Premiums and other 

receivables 
Other assets 

$ 484,082. 
5.58,42.4 
145,469 

41,788 
63,559 

$1,2.93,32.2. 

LIABILITIES 

Unpaid losses and loss 
adjustment expenses 

Unearned premiums 
Other liabilities 

$684,019 
163,533 

2.0 ,52.5 

$868,077 

Columbi", and Southern maintain thei.r rec.ords on a calendar.year basis in 
accordance with state insurance regulations, and calendar-year results and 
year-end balances of Columbia and Southern are included in Diversified

1
s 

fiscal periods ending one month thereafter, 
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!'!Q.TES TO CONSOLIDATED FINANCIAL STATfil!ENTS - CONTINUED 

DIVERSIFIED RETAILING COMPANY, INC, 

AND SUBSIDIARIES 

February 1, 1975 and February 2, 1974 

Note A - Merchandise Inventories 

: 
' 

Inventories are priced at the lower of cost or market by use of the retail 
inventory method except as ~o warehouse inventories where cost is 
determined by the first-in, first-out method, 

Property and Equipment 

Property and equipment represents that of the retailing subsidiaries. 
Expenditures for maintenance, repairs, renewals and betterments which 
represent improvements are capitalized; other such items are charged to 
current op«.?rations, At the time assets are retired or otherwise disposed 
of, the cost and related allowance for depreciation are eliminated from 
the asset and allot;ance accounts and any profit or loss on disposition is 
reflected in current operations, When assets become fully depreciated, 
the cost and related allowance for depreciation are written off, 

Depreciation for both financial accounting and income-tax purposes is based 
on the 150% declining-balance method as to buildings and on the straight
line method for substantially all other property and equipment, 

Investments, other than investments in Affiliated Companies 

These investments represent those of insurance subsidiaries, 

Investments in bonds are stated at amort:i,zed cost. The aggregate market 
value of the bonds has not been determined but, at February 1, 1975, would 
be less than cost. No provision has been made for possible losses on bonds 
since the subsidiaries generally intend to hold bonds to maturity and do 
not expect to realize any significant losses upon their disposition. 

Investments in conunon stocks are stat.ed at cost less, at ~'ebruary 1, 1975, 
a valliation allowance for anticipated losses. 

Investment in Affiliated Companies 

The Company and its s.ubsidiaries hold conunon stock investments in Berkshire 
Hathaway Inc. (''Berkshire") and Blue Chip Stamps (''Blue Chip"), 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 the equity 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 amo.rtization 
pe::.'..od, With re.spect to the investment in Blue Chip, effective for the 
year ending February 2, 1974, the pP.riod of amortization of excess cost was 
reduced to s~/ven remaining years from:: .the beginning of that fiscal year• 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

DIVERSIFIED J.UlTAILING CONPANY, INC, 

AND SUBSIDIARIES 

February 1, 1975 and February 2, 1974 

Note A - This change had the effect of reducing income for the year ending 
(Cont'd) February 2, 1974 by $363,000 ($0.36 per share), Ii1 the opinion of 

management, this change was necessary because of the anticipated 
continuing de.cline in the stamp operations of Blue Chip to which the 
excess cost originally related, 

Blue Chip's fiscal year ends one month after that of the Company; the 
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 1, 1975, and February 2, 1974, the Company, Associated and 
Columbia held in the aggregate approximately 11% of the outstanding 
shares o·f Berkshire. In addition Warren E. Buffett, Chairman of the 
Board of both the Company and Berkshire and his wife, owned 36% of 
Berkshire 1 s shares. Merging of the Company into Berkshire was proposed 
in early 1974; the proposal was abandoned by action of the Directors of 
both companies on January 28, 1975. 

At February 1, 1975 and February 2, 1974, Associated and Columbia held 
approximately 16% of Blue Chip's outstanding shares •. Warren E. Buffett 
and his wife owned 13% of Blue Chip's shares at both dates. Berkshire, 
at February 1, 1975, owned approximately 26% and, at February 2, 1974, 
approximately 19% of the outstanding shares of Blue Chip. 

Financial statements of Berkshire, Blue Chip and., additionally, Wesco 
Financial Corporation - a 64%-owned subsic}tf\r:'{ of Blue Chip - are 
included elsewhe.re herein. 

Financing Costs 

Certain costs incurred in connection with the issuance by the Company 
of its 8% Debentures have been capitalized atid are being rat:ably amortized 
over the stipulated life of thi; debentures. Unamortized financing costs 
included in other assets at February 1, 1975 and February 2, 1974 were 
$302,868 and $331,071, respectively, 

Losses and Loss Adjustment Expenses of Consolidated Insurance Subsidiaries 

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, The insurance subsidiaries do not provide 
for estimated catastrophe losses. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

DIVERSIFIED RETAILING CO~!PANY, INC. 

AND SUBSIDIARIES 

February 1, 1975 ?•J)d February 2, 1974 
/'. :...c 

Note A - Insurance Premilll1\s 
(Cont 1 d) 

In3urance premitmls are recognized as earned ratably over· the terms of the 
policies. Unearned premiums are computed on a monthly pro-r.ata basis. 
Policy acquisition costs or commissions are deferred and charged against 
income ratably over the terms of the policies for purposes of determining 
consolidated results of the Company and its subsidiaries, 

Federal Income Taxes 

The Company and its subsidiaries file a consolidated Federal income tax 
return. Insurance subsidiaries account for certain items of income and 
expense differently :for financial reporting purposes than for income tax 
reporting purposes. Provisions are made for deferred taxes in recognition 
of these timing differences. 

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). ' 

Note B - ACCOUNTS RECEIVABLE 

Accounts receivable cons:i.sted of the following: 

Layaway accounts and other receivables of 
retailing operations 

Uncollected premimns, net of conunissions 
payable, of insurance operations 

Reinsurance recoverable on loss payments 
Investment income due and accrued 

(< 

F-12 

February 1, 
1975 

$258,528 

581,865 
26,241 
34,996 

$901,630 

February 2, 
1974 

$420,159 

389,289 

29,905 

$839,353 

r.~· 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

DIVERSIFIED RETAILING CO}IPANY, iNC. 

AND SUBSIDIARIES 

February 1, 1975 and February 2, 1974 

Note C - PROPERTY AND EQUIPMENT 

Property and equipment are comprised of the following: 

Land 
Buildings 
Building improvements 
Leasehold improvements 
Furi::iiture, fixtures and equipment 

February 1, 
1975 

$ 231, 715 
239 ,997 
183,538 
194 ,312 
582,706 

1,432,268 

Less allowances for depreciation 
and amortization 507 ,070 

$ 925,198 

February 2, 
1974 

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

1,567,119 

645,525 

$ 921,594 

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

Note D - SECURITIES DEPOSITED WITH OTHERS 

Insurance subsidiaries deposited the following in trust with regulatory 
authorities or with ceding reinsurers in accordance with reinsurance 

treaties: 

Bonds, at amortized cost 
Stocks, including those of affiliates, 

at cost 

December 31, 
1974 

$1,065,551 

2,041,042 

Note E - INVESTMENTS IN COMMON STOCKS OF UNAFFILIATED CO}!PANIES 

December 31, 
1973 

$ 895,769 

1,522,682 

The quoted market value of conunon stocks of unaffiliated companies was 
$849,700 at December 31, 1974 and $890,884 at December 31, 1973. At 
December 31, 1974, Columbia recognized as a realized loss a $300,000 
provision for estimated losses on conunon stocks of unaffiliated companies. 
The difference of $372,055 between the remaining adjusted carrying value 
for such investments at December 31, 1974 and quoted market value is 
cons°'de::ed by management to be attributable to temporary market 
fluctuations. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

DIVERSIFIED RETAILING COMPANY, INC, 

AND SUBSIDIARIES 

February 1, 1975 and February 2, 1974 

Note F - INVESTMENT IN BERKSHIRE HATHAWAY INC. 

The carrying value of the investment in 109,551 shares of conunon 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: 

Purchase cost: 
Representing underlying net asset 

values at dates of acquisition 
Cumulative excess of cost over equity 

in net assets at dates of acquisition, 
less amortization 

Equity in post-acquisition earnings 

CARRYING AMOUNT 

February 1, 
1975 

$ 6,299,017 

328,061 
6,627,078 
3,557,698 

$10 ,.184,776 

Febl;'uary 2, 
1974 

$6,299,017 

336,350 
6,635,367 
2,770,024 

$9,405,391 

No dividends have been received from Berkshire. Equity in earnings of 
Berkshire shown in the statement of earnings represents the following: 

Equity in Berkshire's reported net earnings 
Provision for deferred income taxes 
Amortization of difference between cost; 

and equity in net assets at dates of 
acquisition 

F•l4 

Year 
February 1, 

1975 

$787,672 
( 56, 712) 

( 8,289) 

$722,671 

ended 
Februacy 2, 

1974 

$1,320,353 
( 94, 105) 

( 6 ,218) 

$1,220,030 
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NOTES TO CONSOLIDATED FINANCIAL STATE~IBNTS - CONTINUED 

DIVERSIFIED RETAILING COHPAN'i'., INC, 

AND SUBSIDIARIES 

February 1, 1975 and February 2, 1974 

Note G - INVESTIIBNT IN BLUE CHIP STAMPS 

The carrying value of the invesbnent in 841,900 shares of common stock of 
Blue Chip Stamps represents the purchase cost:, less amortization of the 
excess of cost over net value of underlying assets at dates of 
acquisition, plus equity .in undistributed post-acquisition earnings, as 

follows: 

Purchase cost: 
Representing underlying net assets 

values at dates of acquisition 
Ctnnulative excess of cost over equity 

in net assets at dates of 
acquisition less amortization 

Equity in post-acquisition undistributed 
earnings 

CARR'lING AMOUNT 

Februal.J' 1, 
1975 

$ 6,988,300 

2,228,571 
9 ,216 ,871 

$13,249,060 

February 2, 
1974 

$ 6,988,300 

2,674,285 
9,662,585 

2,828,272 

$12,490,857 

Dividends from Blue Chip Stamps were $202,056 in each of the fiscal years 
ended February 1, 1975 and Febr113,ry 2, 1974, Equity in earnings of Blue 
Chip shown in the statements of earnings represents the following: 

Equity in Blue Chip's reported. net 
earnings 

Provision for income taxes, including 
deferred income taxes of $86,700, 
1975 and $79,408, 1974 

Amortization of excess of cost over 
e.quity in net assets at dates of 
acquisition 

Years 
February 1, 

1975 

$1,405,973 

( 101,248) 

( 445, 714) 

$ 859,011 

ended 
February 2, 

1974 

$1,304,945 

( 93,956) 

( 445,714) 

$ 765,275 

Financial statements of ·Blue Chip appear elsewhere herein, and 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 
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NOTES TO CONSOL!Ilti.TED FINANCIAL STATENENTS - CONTINUED 

DIVERSIFIED RETAILING CO}!l?ANY, INC. 

AND SUBSIDIARIES 

February l, 1975 and February 2, 1974 

Note G - offer for sale one-third of its Califoi:nia trading stamp business located 
(Cont 1 d) within a contiguous geographical area in Southern California. In January 

1973, the Court made an order (l) 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 consurnrnated under existing market conditions, would compel 
it to discontinue issuance of trading stamps. However, the Company now 
considers forced consummation of any sale or spin-off unlikely. 

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, altei:natively, 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 
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 class-action complaint against the Company 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. The class-action complaint was also amended effective 
September 19, 1974 to assert, in substance, that the Company's predecessor 
had engaged in similar conduct from 1961 until its merger into the Company 
i,n 1968, and that the Company must respond in respect of the alleged 
liability of its predecessor to plaintiffs and the persons they purport to 
represent for over-reimbursement of sales taxes. 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 as amended is 
estimated at $17,000,000 less the amount of any money which may be 
recovered on the claims against the state, Counsel believes the prospects 
for some such recovery to be good, In the opinion of coun.sel for the 
Company, substantial defenses are available, but counsel cannot predict the 
ultimate outcome of the action, 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

DIVERSIFIED RETAILING CONP/\.'lY, INC, 

AND SUBSIDL\IUES 

February 1, 1975 and Feb:n1ary 2, 1974 

Note G - A purported class action was filed on November 10, 1970 against the Company 
(Cont 1 d) and certain of its pl:esent and fo=er stocld1olde1:s and directors, The 

complaint was filed on behalf of ;retailer users of Blue Chip Stamps who 
failed to pu•chase stock of the Company in a 1968 offering to retailer 
users. The complaint alleges damag\lS to plaintiffs of $21,400,000, 
together l~ith exemplary damages of $25 ,000 ,ooo, interest, attorneys 

1 
fees 

and costs, and pl:ays that plaintiffs have the right to purcha~e stock, 01: 
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 
Distri,ct Court. On Octobe• 15, 1973 a panel of thl:ee judges of the United 
States Court of Appeals fol: the Ninth Ci•cuit •eversed the prio• dismissal 
by the Distl:ict Court and remanded the case fol: 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 Secul:ities Exchange Act of 1934, if they could prove that such failure 
to purchase was induced by alleged fraudulent rep•esentations of the 
Company and certain of its past and pl:esent officers, directo.rs and 
stockholders. On petition of. the Company, the United States Supl:eme Court 
granted review and on Narch 24, 1975 the case was a•gued and submitted for 
decision to the Supreme Court. On June 5, 1974 the Company was served 
with a complaint in a substantially identical action filed in Los Angeles 
County Superior Coul:t on June 21, 1971, Further proceedings have been 
held in abeyance in this state action by mutual consent until determination 
by the United States Supreme Court in the federal action. In the opinion 
of counsel for the Company, upon the facts now known and the present state 
of the law, there appeal: to be substantial defenses on the merits to the 
complaints in both the federal and state actions," 

Note H - DEBT 

Under a line of credit arrangement for short-te= debt, Associated may 
borrow up to $4,000 ,000 on such tet"llls as it. and the bank may mutually agree 
upon. The line of credit can be withdrawn at the bank's option. Thei,-e 
were no compensating balance arrangements under the line of credit nor any 
outstanding borrowings at any month-end during the two years en.ded 
February l, 1975, although the line was used for brief periods on a few 
occasions during the year ended February 2, 1974. 

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 trllst indenture dated November 1, 1967, 
llndel: which the aggregate principal amount which may be issued is 

DISCLOSURE R 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS • CONTINUED 

DIVERSIFIED RETAILING CONP1WY, INC. 

AND SUBSIDIARIES 

February 1, 1975 and February 2, 1974 

Note H - unlimited, the debentures are not secured by any lien, and there are no 
(Cont'd} restrictions against secm:ed 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 t:o a maxinium of 1% 
contingent: upon the amount of adjusted consol1;dated earni11gs before income 
taxes, as defined, for the previous fiscal yeal:. N~i contingent interest 
was payable under these provisions during the last two fiscal years. 

/' 
i,I 
'I {, 

The debentures are subject to redemption at the option of the Company at 
104.5% of pai: plus accrued interest to October 31, 1975 and thereafter at 
percentages reducing to 100% nt November 1, 1983. The debentures are also 
contingently subject to redemption at par plus accrued interest through 
operation of a sinking fUnd. If the adjusted consolidated net worth, as 
defined, of the Company is less than $12 million, sinking fund payments 
are generally required. ~o such contingent sinking :fond payments have 
been required and none appear imminent, 

The debentures are further subject to redemption at the option of each 
debenture holder, exercisable within 60 days followinn 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 share!! 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 Comparty 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 
pet·iod 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 assets 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 witho.ut 
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. 

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 $975,000 were 
subject to such restrictions at February 1, 1975. 
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NOTES TO CONSOLIDATED FINANCIAL STATE~lliNTS • CONTINUED 

DIVERSIFIED RETAILING COMl'ANY, INC. 

AND SUBSIDIARIES 

February l, 1975 and February 2, 1974 

Note H • 9% Notes Payable 
(Cont'd) 

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 l, 1975 to January 4, 1988 and bear interest a.t 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: 

1976 
1977 
1978 through 1981 
1982 
1983 
1986 and 1987 
1988 

$ 3, 731 
109. 731 

3,731 
357,969 
571,299 

26,500 
128,500 

Note I • INCOME TAXES 

The Company's consolidated federal income tax returns have been examined by 
the Internal Revenue Service through February 1, 1969, 

Total income tax expense for the years ended February 1, 1975 and 
February 2, 1974 is. summarized as follows: 

INCO~lli TAXES APPLICABLE TO: 

Operating earnings 
Equity in earnings of Berkshire 

Hathaway Inc, 
Equity in earnings of Blue Chip Stamps 
Realized gain (loss) on sales of securities 
Extraordinary gain 

TOTAL INCO}ffi TAX EXPENSE 

The above figures represent: 
State and local income taxes 
Federal .income taxes 

F•l9 

Year 
February 1, 

1975 

$306,796 

56,712 
101,248 

( 89 ,894) 
36,000 

$410,862 

$174,000 
236,862 

$410,862 

ended 
February 2, 

1974 

$440,907 

94,105 
93,956 
11,000 

213,000 

$852,968 

$197,000 
655,968 

$852,968 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

DIVERBIFIED RE'rAILING COMPANY, INC. 

AND SUBSIDIARIES 

February 1, 1975 and February 2, 1974 

Note I - Federal income taxes computed at the statutory 48% rate applied to income 
(Cont 1 d) before taxes ar.e reconciled to the Federal income tax expense figures 

reflected above as follows: 

Federal income taxes at statutory rate 
Tax differences relating to: 

Dividends received credits, including 
credits applied to equity in earnings 
of Berkshire Hathaway Inc, and Blue 
Chip Stamps 

Amortization of differences between cost 
and underlying net assets of subsidiaries 
and investees (not deductible for tax 
purposes) 

Capital gain or loss rate differential 
Federal tax benefit of state and local 

taxes 
Tax exempt interest income 
All other 

Note J - STOCKHOLDERS' EQUITY 

Year ended 
February 1, February 2, 

1975 1974 

$1,082,000 $1,842,000 

( 918,000) ( l,098,000) 

167,000 154,000 
31,000 ( lJ.6,000) 

( 84,000) ( 86,000) 
( 39,000) ( 30,000) 
( 2,138) ( 10 ,032) 

$ 236,862 $ 655,968 

There were no changes in the capital stock and additional paid-in capital 
accounts during the two years ended February 1, 1975 and February 2, 1974 • 

At February 1, 1975 retained earnings included $7,044,356 representing 
undistributed earnings of affiliated companies (net of income tax 
provisions) as follows: Berkshire Hathaway - $3 ,302 ,503; Blue Chip -
$3,741,853. 

Note K - LEASES 

Associated and its retailing subsidiar.ies lease 6 7 stores, warehouse 
facilities and New York Offices, under leases expiring at various dates 
through 1988. The leases require minimum annual rentals plus, under the 
terms of certain leases, additional payments for taxes., other expenses and 
percentage rentals, Total rental expense on such facilities for the 
fiscal years ended February 1, 1975 and February 2, 1974 was approximately 
$1,788,000 and $1,844,000, respectively, including contingent rentals of 
approximately $213,000 and $229,000, respectively. 
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NOTES TO CONSOLIDATED FINANCIAL STATEHENTS - CONTINUED 

DIVERSIFIED RETAILING COMPANY, INC, 

AND SUBSIDIARIES 

February 1, 1975 and February 2., 1974 

Note K - Associated also has leased and leases data processing equipment for 
(Cont'd) approximately $56,000 a year through the end of 1975, The present value 

of noncapitalized financing leases is not material, Likewise, the impact 
on net income if such leas.es had been capitalized would not be material. 

Note L 

Minimi.nn annual rental obligations under the existing ·real estate leases 
were as follows at February 1, 1975: 

Fiscal Year Ending 1976 $1,374,000 

Fiscal Year Ending 1977 1,2.63,000 

Fiscal Year Ending 1978 976,0dO 

Fiscal Year Ending 1979 62.5,000 

Fiscal Year Ending 1980 571,000 

Fiscal Years Ending 1981-1985 1,831,000 

Fiscal Years Ending 1986-1988 2.08,000 

TOTAL $6,848,000 

- PENSION PLAN 

Associated has a noncontributory trusteed pension plan covering eligible 
full-time employees, The total pension expense for the fiscal years ended 
February 1, 1975 and February 2., 1974 was $73,0.00 and $63,000, respectively, 
which includes amortization of past service liability over 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 1, 1975 was approximately $100,000, 

In the opinion of Associated 1 s management, the effect on its pension costs 
of the Pension Reform Act of 1974 will not be substantial, 

Note M - EXTRAORDINARY ITEMS 

In May 1973 Associated Retail Stores, Inc, received condemnation proceeds 
of approximately $1,348,000 for certain real estate and improvements which 
were reflected on the books at $874,000, net of depreciation allowance. It 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

DIVERSIFIED RETAILING COMPANY, INC, 

AND SUBSIDIARIES 

February 1, 1975 and February 2, 1974 

Note M - was estimated that an additional $135,000 would be realized from this 
(Cont 1 d) proce.edi.ng; the latter amount was recognized in computing gain of $395 ,578 

net of $213,000 income taxes, reflected as an extraordinary item in the 
statement of earnings for the year ended February 2, 1974. Proceeds over 
and above the $135,000 estimated as of February 2, 1974 were received in 
connection with those properties in the current fiscal year, and an additional 
gain of $68,391, net of $35,000 income taxes, is reflected as an extraordinary 
item in the statement of earnings for the year ended February 1, 1975. 

Note N - SUPPLEMENTAL NOTE - INVENTORIES 

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

February 3, 1973 

February 2, 1974 

February 1, 1975 

$3,818,520 

4,.313,442 

4,220,012 
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BALANCE SHEET 

DIVERSIFIED RETAILING CO}!PANY, INC. 

ASSETS 

Cash 
Note receivable from subsidiary 
Investment itis-ubsidiary - Notes A and B 
Investment in affiliated company - Notes A and C 
Unamortized cos,t of long-term financing - Note A 

LIABILITIES AND STOCKHOLDERS' EQUITY 

Accrued :1,nterest and other expenses 
Due to subsidiary 
Deferred income taxes - Note A 
8% Debentures - N~te D 
9% Notes payable • Note D 
Unamortized exces_s of carrying amount of net assets 

of subsidiary over acquisition cost - Note A 
Stockholders' equity - Notes D and F: 

Co11ll!lon Stock - voting, par value $.0003 
Authori_zed: 3 ,333 ,333-1 /3 shares 
Issued and outstanding: 1,000,,000 shares 

Additional paid-in capital -
Retained earnings , 

i 

See notes to financial statements. 
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February 1, 
1975 

$ 7,336 
6,600,000 

22,025,026 
2,250,819 

302,868 

$31,186,049 

$ 180,691 
S0,959 
74,404 

6,600,000 
1,239,154 

295,055 

300 
5,999,700 

16,745,786 
22 '745 '786 

$31,186 ,Ol19 

February 2, 
1974 

$ 75,304 
6,600,000 

20,394,648 
!2,057,356 

331,071 

$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 '902, 749 

$29,458,379 

~ 
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STATEMENT OF EARNINGS 

DIVERSIFIED RETAILING: COMPANY, INC. 

Income': 
Intere~ ,;• from subsidiary 
Amortization of excess of net assets of 

· subsidiary over acquisition cost - Note A 

Expenser:i: 
General and administrative expenses 
Interest and financing costs - Note A 

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

Fede.ral income tax credit - Note A 
INCOME BEFORE EQUITIES IN EARNINGS OF 

SUBSIDIARY AND AFFILIATED COMrANY 

Equity in earnings of subsicb:ary - Notes A. and B 
Equity in earnings of affiliated company net of 

daferred income taxes: 1975 - $13,662; 
1974 - $23,990 - Not~s A and C 

Earnings per share: 
Income before equities in earnings of 

subsidiary and affiliated company 
Equity in earnings of subsidiary 
Equity in earnings 0£ affiliated company 

Net earning~ 

-~.---

See note.s to financial statements. 

NET EARNINGS 

F-:y, 

Fiscal year ended 
February 1, 

$ 

( 

1975 

528,000 

131,130 
659,130 

5.5,618 
667 ,810 
723,428 

64,298) 

97 ,156 

32,858 

1,630,378 

179,801 

$1,843 ,037 

$ 

$ 

.03 
1.63 

.18 

1..84 

February 2, 

$ 

( 

1974 

487,385 

131,130 
618 ,515 

34,837 
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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STATEMENT OF RETAINED EARNINGS 

DIVERSIFIED RETAILING COMPANY, INC. 

Balance at beginning of year 

Net' earnings for the year 

Fiscal year ended 
February l, February 2, 

1975 1974 

$11,920,495 

. 
•! · BALANCE AT END OF YEAR 

$14,902, 749 

1,843,037 

$16,745,786 

2,982,254 

$14,902, 749 

l 

see notes to financia} 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 (credits) to earnings which did 

not affect cash: 
Increase in accrued expenses 
Amortization of excess of carrying 

amounts of net assets of subsidiary 
over a~quisition cost 

Amortization of loug-term financing costs 
Equity in earnings of subsidiary 
Equity in earnings cf Berkshire Hathaway 

Inc. 

Uet advances from subsidiary 
Dividend from subsidiary 

APPLICATION OF FUNDS 
Loan to subsidiary 
Debt repayment 

See notes to finand.al statements. 

TOTAL FROM OPERATIONS 

DECREASE IN CASH 

','! 
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Fiscal year ended 
February 1, February 2, 

1975 1974 

$1,843,037 $2,982,254 

988 8,093 

( 131,130) ( 131,130) 
28,203 28,202 

( 1,630,378) ( 2,637,388) 

( 179,801) ( 325,834) 
( 69,081) ( 75,803) 

4,844 67,115 
6,600,000 

(__§4,237) 6 ,591,312 

6,600,000 
3 _ 731 
:>. 731 6,600,000 

($ 67,968) ($ 8,688) 
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NOTES TO FINANCIAL STATEMENTS 

DIVERSIFIED RETAILING COMPANY, INC. 

February 1, 1975 and February 2, 1974 

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 s.aid subsidiary, the carrying amount of the net 
assets of the subsidiary was it'l 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 the balance sheet net of accumulated amortization. 

Investment in Affiliated Companies 

The Company and its subsidiaries hold common stock investments in Berkshire 
Hathaway Inc. ("Berkshire") and Blue Chip Stamps ("Blue Chip"), which two 
companies are considered "investees" under the provisions of Accounting 
Principles Board Opinion No. 18. Accordingly, the Company an~ its subsidiaries 
use the equity method of accounting for these investments. Unde.r the equity 
method, the Company currently recognizes its proportionate share of earnings 
reported by these 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 over a forty-year period 
of the difference between cost of the investments in Berkshire (the Company 
has no direct holdings it: Blue Chip) and the underlying equity in net assets 
at the dates of acquisition. 

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 or 
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, has resulted in tax credits to Diversified. 
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NOTES TO FINANCIAL STATEHENTS - pONTINUED 

DIVERSIFIED RETAILING COMPANY, INC. 

February 1, 1975 and February 2, 1974 

Note B - INVESTMENT IN SUBSIDIARY 

Associated holds connnon stock of Berkshire Hathaway Inc. and Blue Chip Stamps 
(Note C). These investments, as well as Associated's investment in Columbia, 
are accounted for under the equity method in Associated's statement of 
earnings, which is summarized below: 

Earnings before equi"Y in earnings of 
unconsolidated subsidiary and affiliated 
companies and extraordinary gain 

Equity in earnings of unconsolidated 
insurance subsidiary 

Equity in earnings of affiliated companies 
Extraordinary gain 

NET EARNINGS 

Fiscal year ended 
February 1, February 2, 

1975 1974 

$ 444,851 $ 46'.3,616 

268,779 912,811 
848,357 865,383 

68,391 395,578 

$1,630,378 $2,637,388 

Associated's balance sheet at February 1, 1975 reflected total assets of 
$31,421,000, including $8,698,000 investment in .its unconsolidated insurance 
subsidiary, $3 ,408 ,000 investment in Berkshire Hathaway Inc. and $9 ,377 ,.000 
investment in Blue Chip Stamps. Comparable figures ·at February 2, 1974 were: 
total assets $28 ,67 3 ,000 ;. investment in unconsolidated insurance subsidiary, 
$8,429,000; investment in Berkshire Hathaway Inc., $3,170,000 and investment 
in Blue Chip Stamps, $8 ,821,000. 

Note C - INVES'Th!ENT IN AFFILIATED COMPANIES 

At February 1, 1975 the Company, Associated and Columbia held in the aggregate 
16% and 11% of the outstanding connnon stock of Blue Chip Stamps and Berkshire 
Hathaway Inc., respectively. In addition certain t"elated persons own 39% and 
36%, respectively, of the outstanding connnon stock of these companies. A 
merger of the Company into Berkshire was propoEed in early 1974. '.\.'his 
proposal was abandoned by action of the directors of both companies on 
January 28, 1975. · 

The underlying equity in net assets at the dates of the Company's acquisition 
of the several blocks of Berkshire sto.ck exceeded the Company's cost by 
$148,118, the unal!lortized balance of which was $129,881 at February 1, 1975; 
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 1, 1975 and February 2, 1974 

Note C - Financial statements of Berkshire, Blue Chip and, additionally, Wesco 
(Cont'd} Financial Corporation, a 64'7,-owned subsidiary of Blue Chip, are included 

elsewhere herein. See also Note G to consolidated 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 principa1 amount which may be issued is unlimited, 
the debentur.es 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 
p::ovisions during the last tw.o fiscal years. 

The debentures are subject to redemption at the option of the Company at 104.5% 
of par plus accrued interest to October 31, 1975 and thereafter at percentages 
reducing to 100% at November 1, 1983. The debentures are also contingently 
subject to redemption at par plus accrued interest thr:i-ugh operation of a 
sinking fund. If the adjusted consolidated net worth, as defined, of the 
Company io less than .$12 million, sinking fund payments are generally required. 
No such contingent sinking fund payments have been required and none appear 
innninent. 

The debentures are further subject to redemption at the option of each 
di!benture holder, exercisable within 60 days following notice that, other than 
by reason of the death of Warren E. Buffett, said Warren l!:. Buffett or an 
organization cQntrolled by him, shall cease to own in cc•mbined. holdings a 
larger block of shares with voting rights ·Of the Company than any other 
stockholder, or combinatiol}, 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 
is less than $8,000,000, and either condition continues for a period of thirty 
days, then th.e 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 o.ther disposition of all or 
substantially all of the assets of the Company and distribution of the proceeds 
thereof to the extent necessary to pay all su.~s due Debenture holders and 
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NOTES TO FINANCIAL STATEMENTS - CONTINUED 

DIVERSIFIED RETAILING COMPANY, INC. 

February 1, 1975 'lnd February 2, 1974 

Note D - other credi.tors. No amendment to sil.ch provisions shall be made as long as any 
(Cont'd) Debentures ai·e 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, 

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 $975,000 were subject 
to such restrictions at February l, 1975. 

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 Nay 1, 1975 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 sunnnarized by fiscal year as 
follows.: 

Note E - INCUi-iF. TAXES 

1976 
1977 
1978 through 1981 
1982 
1983 
198.6 and 1987 
1988 

$ 3,731 
109,731 

3,731 
357,969 
571,299 

26,500 
128,500 

The Company's consolidated federal income tax returns have been examined by 
the Internal Revenue Service through February 1, 1969. 

Note F - STOCRHOLDERS' EQUITY 

There were no changes in the capital stock and additional paid-in capital 
accounts during the fiscal years ended February 1, 1975 and February 2, 1974. 

At February l, 1975 retained earnings included $4,439 ,000 representing 
undistributed earnings of su~sidiary and affiliated company as follows: 
Associated - $3,467 ,000 and Berkshire Hatha~ay - $972,000, 
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COL.A 

NAME OF ISSUER AND 
DESCRIPTION OF INVESTMENT 

Year ended February 1, 1975: 

Affiliates: 
Blue Chip Stamps 

Common Stock 
Berkshire Hathaway Inc, 

Common Stock 

SCHEDULE III - INVESTMENTS IN SECURITIES OR AFFILIATES 

DIVERSIFIED RETAILING COMPANY, INC. 

AND SUBSIDIARIES 

COL. E ··-·--'l!-__ c_o_L_._F __ 

BALANCE AT BEGINNING ADDITIONS DEDUCTIONS BAL~~CE AT END OF PERIOD I 
COL. B COL. C COL. D 

OF PERIOD ~~~~~~~~~~-!---~~~~~~~~-+~~~~-.~~~~-+~~~~~.--~~-__J 
(I) I c2i (2) 

(1) 

Number of Shares 
or Units. 

Principal Amount 
of Bonds and 

Notes 

841,900 

109,551 

(2) 

Amount in 
Dollars 

$12,490,857 

9,405,391 

$21,896,248 

(I) 

Equhy 'Taken Up 
in Earnings 
(Losses). of 

Affiliates and 
Other persons [or 

the Period 

$ 960,259 

779,385 

$1,739,644(1) 

·;· .. 

(2) 

Other 

Distribution of I 
Earnings By Other 

Persons in Whic_h I 
Earnings (Losses) 

Were Token Up 

$202,056 

$202,056 

(I) 

Number of Shares 
or Units. 

Principal Amount 
of Bonds Rnd 

Notes 

841,900 

109,551 

Amount in 
Dollars 

$13,249,060 

10,184,776 

$23,433,836 

Dividend!! 
Received During 
the Period from 
lnve9tmen'ts Not 
A1;counted for· by 

the Equity 
Method 

,, 
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COL.A 

NAME OF ISSUER AND 
DESCRIPTION OF INVESTMENT 

Year ended February 2, 1974: 

Affiliates: 
Blue Chip Stamps 

Connnon Stock 
Berkshire Hathaway Ir..c. 

Common Stock 

SClillDUJ,E III - INVESTMENTS IN SECURITIES OF AFFILIATES - CONTINUED 

DIVERSIFIED RETAILIN(; COMPANY, INC, 

AND SUBSIDIARIES 

COL. B I COL. C COL. D 

BALANCE AT BEGINNING ADDITIONS DEDUCTIONS 
OF PERIOD . 

I : I (1) (2) (I) I (2) ( l ) (2) 

! Equity Taken Up I 
\ Distribution of I Number of Shares in En,:nings 

CJr Units. Amount 'in (Losses) r,f 

I Other 
Earnings By I Other 

Principal Amount Dollars Affiliates. and I Persons in Which I 
of Bonds and I Other persons (or Earnings (Losses) I 

Notes the Periud I Were Taken Up 

841,900 $11,833,682 $ 859,231 $202,056 

90,381 6,459,597 1,314,135 

$18,293,279 $2,173,366 

$1,631,659(2) __ _ 

$1,631,659 $202,056 

'·.\ 

COL .. E 
-· 

BALANCE AT END OF PERIOD 

( 1) 

Number 0£ Shares 
or Units. 

Principa! Amount 
of Bonds r.nd 

Notes 

841,900 

ld9,551 

(2) 

Amount in 
Dollars 

$12,490,857 

9,405,391 

$21,896,248 

-
COL. F 

Dividends 
Received During 
the Period from 

· lnve3tritents 'Not 
Accounted for by 

the Equity 
Ivlethod 

,I 
;: 
\' 
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COL.A 

NAME OF ISSUER AND 
DESCRIPTION OF INVESTMENT 

Year ended February 1, 1975: 
Associated Retail Stores, 

Inc. 

Affiliate: 
Berkshire Hathaway Inc. 

CollUl\on Stock 

!i' \ 
11; \ 

I ' 
! ' --

l.' 

SCHEDULE III - INVESTMENTS IN SECURITIES OF AFFILIATES 

DIVERSIFIED RETAILING C0!1PANY, INC, 

(PARENT COMPANY ONLY) 

COL. B I COL. C COL. D 

BALANCE A1' BEGINNING 
OF PERIOD 

ADDITIONS DEDUCTIONS 

(1) i (2) ( l) I (2) (l) I 
I Equity Tnken Up I I 

Number of Shores ' in Earnin&s Distribution of I 
or Units. Amount in (Losses) 1if I Other 

Earnin~:a By I 

Principal Amount Dollars Affiliates ond Persons in Whi<h l 
of Bands and Other persons for Earnings (Losses) 

Notes the Period I \Vere Token Up 

453,000 $20,394,648 $1, 630 ,378 

26,392 $ 2,057,355 $ 193,463 

-
COL. E J 

·---------- --
COL. F 

BALANCE AT END OF PERIOD I 
-

___ _J 
Divid("nd' 

(2) (l) I (2) 
Received During 
the Pi:riod from 
Investments Not 

Number of Shares AC'tount!.!d for by 

Other or Units, Amount 1.1 th~ Equity 
Principnl Amount Dollar~ Method 

of Bonds and 

I Notes 

453,000 $22, 025, 026 

26,392 $ 2,250,818 

'.i 
I 

-
0
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SCHEDULE III - INVESTIIBNTS IN SECURITIES OF AFFILIATES - CONTINUED 

DIVERSIFIED RETAILING COMPANY, INC, 

(PARENT CONPANY ONLY) 

--------------~-------------···-------------r-------------,--------------------

_______ c_o_L_._A ______ +---B-A-LA_N_%_~-;-~-~-B;-o-~-IN_N_l_N_G ___ ,_ _____ ,_:-:-:-·-lT-~-O-N-S----+--·--D-E-:-0-u-:-~-:-N-'S----l--B-A-LAN~;:0~~DEOr' PERl;·D-~1i---c-o_L_._F_· _, 

: f------~------ - ----------·--~l!--------i------+---- ----,-----1 
(l) I (2) (l) ' (2) I (l) (2) ll) (2) 

NAME OF ISSUER AND 
DESCRIPTION OF INVESTMENT 

Year ended February 2, 1974: 
Associated Retail Stores, 

Inc. 

Affiliate: 
Berkshire Hathaway Inc. 

Common Stock 

Number 0£ Shores 
or Units. 1 

Principal Amount 1· 

of Bonds nnd 
Notes 

453,000 

26,392 

Amount in 
Dollnrs 

Equity Tnken Up \ 1 I 
in Eas-nini;:o i Distribution of I 
(Losses) r,f 

1

, Other Enrnings By 1 Other 
Affiliates nnd P~rsons in \Vhich ! 

I Other persons £or , Earnings (Losses) I 
the Period I Were Token Up 

$24,357,260 $2,637,388 $6,600,000 

$ 1,707,532 $ 349,824(1) 

Consolidated 
1 9 7 5 1 9 7 4 

(1) Reconciliation to statement of earnings: 
$1, 739 ,644 

157,962 
$2,173,366 

188,061 Equity in earnings 
Applicable income taxes 

(2) Acquisition of 19 ,091 and 80 shares, respect-,1.vely, at cost by 
Associated and Columbia. 

$1,581,682 $1,985,305 

l'he notes to the consolldated financial statements are made a part hereof. 

Number of Shares 
or Units. 

Principal An1ount 
of Bonds nnd 

Notes 

Amount in 
Dollar:-; 

453,000 $20,394,648 

26,392 $ 2,057,356 

Parent Company 
1 9 7 5 1 9 7 4 

$193,463 
13 ,662 

$349,824 
23,990 

$179 ,801 $325 ,834 

Divh:!ends 
Received During 
the Period from 
Inve9lments Not 
Accounted for by 

th~ Equity 
Method 
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SCHEDULE V-PROPERTY, PLANT, AND EQUIPMENT 

DIVERSIFIED RETAILING COMPANY, INC. 

AND SUBSIDIARIES 

COL. A COL. B COL. C 

CLASSIFICATION 
Bolanc.- nt Beginning Addiuons nt Cost 

>rj 
I 

"' IJ1 

Fiscal year ended February 1, 1975: 
Land 
Buildings 
Building improvements 
Leasehold improvements 
Furniture, fixtures and equipment 

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

of Period 

$ 201,515 $ 30,200 
210,197 29,800 
156,095 27,443 
352,913 6,434 
646,399 37,300 

$1,567 ,119 $131,177 

$ 894. 722 $ 19,222 
599,373 57,665 
154,880 1,215 
351,805 25,202 
747 ,412 88,820 

$2,748,192 $192,124 

(A) Represents fully-depreciated assets 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 

R«.!tirements 
or Soles 

$ 8,594 

$ 8,594 

$ 712,429(B) 
446,841 (B) 

__ p,061 

$1,176 ,331 

COL. E 

Other Chnngcs-
Debit ond/or Credit,.-

Describe 

(A) 

($165 ,035) 
( 92,399) 

($257,434) 

($ 24,094) 
( 172,772) 

($196,866) 

COL. F 

Bnlnnce ot Close 
of Pl~riod 

$ 231, 715 
239,997 
183,538 
194,312 
582 I 706 

$1,432,268 

$ 201,515 
210 ,197 
156,095 
352, 913 
646,39~ 

$1,567 ,119 

Dis-·c· ,0· su R. E® IF THE ABOVE PAGE IS LESS CLEAR THAN THIS ST~TEMENT. IT IS 
Ll DUE TO POOR PHOTOGRAPHIC QUALITY OF THIS DOCUMENT . 
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SCHEDULE VI-ACCUMULATED DEPRECIATION, DEPLETION AND AMORTIZATION 
OF PROPERTY, PLANT AND EQUIPMENT 

DIVERSIFIED RETAILING CO}!PANY, ING. 

AND SUBSIDIARIES 

COL. C COL. D 
COL.A COL. B 

Additions Charged to Balance at Beginning Retirements 
DESCRIPTION of Period I Costs and Expenr.cs 

Fiscal year ended February l, 1975: 
Buildings $ 45,851 $ 11,308 

Building improvements 35 ,213 9,578 

Leasehold improvements 225,087 27 ,452 

Furniture, fixtures and equipment 339,374 77 ,321 $ 6,680 

$61f5 '525 $125 ,659 $ 6,680 

Fiscal year ended February 2, 1974: 
$ 9 ,187 $284, 944 (B) 

Buildings $321,608 
Building improvements 26,460 8,753 

Leasehold improvements 205,026 44,155 

Furniture, fixtures and equipment 438,758 83,436 10,048 

$991,852 $145,531 $294,992 

(A) 

(B) 

Represents fully-depreciated assets written off against acc\llllulated depreciation. 

Represents accumulated depreciation on property condemned during the year. 

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

COL. E 

Other Changes Add 
(Deduct )--Describe 

(A) 

($165,035) 
( 92,39:1) 

($257,434) 

($ 24,094) 
( 172,772) 

($196,866) 

COL. F 

Balance nt 
End or Period 

$ 57,159 
44,791 
87,504 

317 ,616 

$507,070 

$ 45,851 
35 ,213 

225 ,087 
339,374 

$645 ,525 

~ __ , --~- - -·-- < • A - ,,;:;:;..., ~·- • •:::: • ---~- -
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SCHEDULE XVI-SUPPLEMENTARY INCOME STATEMENT INFORMATION 

DIVERSIFIED RETAILING CO~!PANY, INC. 

AND SUBSIDIARIES 

COL.A 

ITEM 

Fiscal year ended February 1, 1975: 
Haintenance 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 
Othel' 

Rents: 
Real estate 
Equipment 

Royalties 
Advertising 
Research and development 

Flscal year ended February 2, 1974: 
Ha.intenance 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 

COL. B 

Chnrgcd i.o Costs nnd Expenses 

$ 452,812 

125,659 
156 

485,893 
200,959 
141,461 

1,787,789 
85,099 

None 
62,131 

None 

462,130 

145,531 
156 

479,545 
179,483 
232,559* 

1,843,817 
68,059 

None 
102,414 

None 

* Other taxes for the year ende~ February 2, 1974 include $70,000 representing 
settlemer.': with the states of New York and Pennsylvania for previously 
disputed gross receipts taxes applicable to several prior years. 

F-37 
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COLUMBIA INSURANCE COMPANY 

Financial Information for Inclusion in Annual 10-K Report 

December 31,_!273 and 1974 

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

j 

t; 

~ 
'1 
,, 



l 

; 
; 

., 

l 
~ 
f 
' ¥ 
' 

i 
' 
I 
0 

" 

'' ' ·.1· 
! , • 

' ' 
~ l 
•I 
11' 

l 
I 
' l 

• 

\ 

\ - ~--

PEAT, .MA.R"l'rICK, MITCHELL & Co. 

The Board of Directors 
Columbia Insurance Company: 

CERTIFIED PUBLIC AC..:COUl\TTANTS 

ACCOUNTANTS 1 REPORT 

We have examined the consolidated financial statements and related 
schedules of Columbia Insurance Company and consolidated subsidiary as listed in 
the accompanying index. Our examination was m~de 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, $3,670,302 and $3,871,969 at December 31, 1973 and 1974, 
respectively, and $203,767 and $231,647 in equity in net earnings of other 
companies for 1973 and 1974, 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 1, 1975 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 8 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 ultii;i;.te outcome of the legal proceedings referred to 
in the preceding paragraph, the aforementioned consolidated financial statements 
present fairly the financial position of Columbia Insurance Company and consolidated 
subsidiary at December 31, 1973 and 1974 and the results of their operations and 
the changes in their financial position for the years then ended, in conformity 
with generally accepted accounting principles applied on a consistent basis, and 
the supporting schedules, as listed in the accompanying index, in our opinion, 
subject to the effect, if any, of the matters disclosed in the preceding 
paragraph related to the investment in Blue Chip Stamps included in Schedules III 
and X, present fairly the information set forth therein. 

Omaha, Nebraska 
March 21, 1975 

PEAT, MARWICK, MITCHELL & CO. 

/:~ /U~.A//ti JJN;P t Oi 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Index to Consolidated Financial Statements 

Consolidated Balance Sheets, December 31, 1973 and 1974 

Consolidated Statements of Earnings, Years ended December 31, 1973 and 1974 

Consolidated Statements of Capital Stock and Surplus, Years 
ended December 31, 1973 and 1974 

Consolidated Statements of Changes in Financial Position, Years 
ended December 31, 1973 and 1974 

Notes to Consolidated Financial Statements, December 31, 1973 
and 1974 

Summary of Investments in Securities - Other than 
Securities of Affiliates - December 31, 1974 

Stocks - Other than Stocks of Affiliates - December 31, 1974 

Investments in Stocks of Affiliates - December 31, 1974 

Premiums, Losses and Underwriting Expenses - Years ended 
December 31, 1973 and 1974 

Income from Dividends - Equity in Net Profit of Affiliates -
Years ended December 31, 1973 and 1974 

Summary of Realized Gains (Losses) on Sale or Maturity 
of Investments - Years ended December 31, 1973 and 1974 

Schedule 

II 

III 

VII 

x 

XI 

All other schedules are omitted because the information required therein is not 
applicable or is given in the financial statements or the notes thereto . 

~-1....~~~~~~~~...-~,_..._,,.~-r~...-~...-...-...-...---~...-...-...-...-...-...-...---· 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Consolidated Balance Sheets 

December 31,-12_73 and 1974 

Assets 

Cash 

Investments (note 3): 
U. S. Treasury Bills, at cost which approximates 

market 
Bonds, at amortized value 
Common stocks of unaffiliated companies - market 

1973, $890,884; 1974, $849,700 (note 4) 
Common stock of Berkshire Hathaway Inc. (note 5) 
Common stock of Blue Chip Stamps (note 6) 

Total investments 

Uncollected premiums (net of Gommissions payable 
of $89,872, 1973; $151,499, 1974) 

Reinsurance recoverable on loss payments 
Investment income due and accrued 
Recoverable Federal income taxes 
Prepaid acquisition costs 
Excess of cost over net assets of subsidiary 

purchased, net of accumulated amortization of 
$24,255 

Other assets 

Liabilities, Capital Stock and Surplus 

Losses and claims 
Loss adjustment expenses 
Unearned premiums 
Assumed losses payable 
Ceded reinsurance balances payable 
Amounts retained by company for account of others 
Income taxes (note 9): 

Current 
Def erred 

Total income taxes 

Other liabilities 
Total liabilities 

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

issued and outstanding, December 31, 1973 and 
1974 - 20,000 shares (note 7) 

Surplus: 
Paid-in 
Unassigned 

Total surplus 

Total capital stock and surplus 

1973 

$ ----=l'-"3..._, 6"-'0=8 

662,589 
1,038,971 

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

10 '941,801 

389,289 

29,905 

142,000 

186 

$ 11,516,789 

$ 1,493,040 
167 ,471 
902,893 
260,661 

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 

$ 11,516,789 

See accompanying notes to consolidated financial statements. 

1974 

124,828 

1,806,004 
1,788,450 

1,221,755 
4,525,465 
3,871,969 

13,213,643 

581,865 
26,241 
34,996 
42,844 

133,000 

48,300 
72 ,662 

14,278,379 

3,031,633 
382,955 

1,224,835 
315,412 
163,418 
220, 118 

182,403 
182,403 

59 '771 
5,580,545 

2,000,000 

3,855,389 
2,842,445 
6,697,834 

8,697,834 

14,278,379 

D lsc I '0SU . ...,,,R._E ® IF THE ABOVE PAG~ :s LESS CLEAR;~~~ THIS ST~TEMENT, IT IS 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Consolidated Statements of Earnings 

Years ended December 31, 1973 and 1974 

Underwriting income: 
Net premiums written 
Increase in unearned premiums 

Premiums earned 

Losses incurred 
Loss expense incurred 

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

Gain (loss) from underwriting 

Investment income: 
Interest on bonds 
Dividends, unaffiliated companies 

Investment expenses 
Net investment income 

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

Income taxes (benefit) (note 9): 
Current 
Deferred 

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

Equity in net earnings of other companies: 
Berkshire Hathaway Inc. (note 5) 
Blue Chip Stamps (note 6) 

Earnings before realized investment 
losses 

Investment losses - excludes unrealized appreciation 
(depreciation) in cc~mon stocks of unaffiliated 
companies of ($472,521) in 1973 and $128,623 in 
1974: 

Realized investment losses (note 4) 
Applicable income tax (benefit) 

Net realized investment losses 

Net earnings 

$ 2,161,947 
57,634 

2, 104, 313 

1,367,098 
89 l 161!. 

1,456,262, 
648,051 

528' 148 
31,124 
20,036 

l,000 
580,308 

67,743 

99,083 
58,078 

157,161 
l 840 

155,321 

223,064 

48,087 
l,000 

49,087 

173,977 

590,321 
203,767 
794,088 

968,065 

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

$ 912,811 

See accompanying notes to consolidated financial statements. 

3,175,412 
321, 91,2 

2,853,470 

2,139,325 
315,222 

2,454,547 
398,923 

652,490 
47,457 
64,197 

9,000 
773,144 

(374,221) 

191,864 
56,762 

248,626 
28,444 

220,182 

(154,039) 

(76' 648) 
(2,400) 

_{_79,048) 

(74,991) 

321,877 
231,647 
553,524 

478,533 

(299,648) 
(89,894) 

(209,754) 

268,779 

DISCLOSURE R 
IF THE ABOVE PAGE IS LESS CLEAR THAN THIS STATEMENT, IT IS 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Consolidated Statements of Capital Stock and Surplus 

Years ended December 31, 1973 and 1974 

Capital Surelus 
stock Paid-in Unassigned 

Balance, December 31, 1972 $ 500,000 5,355,389 1,660,855 

Net earnings for the year 912,811 

Transfer to capital stock represent~ng 
par value of shares issued as a 
result of four-for-one stock split 
(note 7) l,500,000 (l,500,000) 

Balance, December 31, 1973 2,000,000 3,855,389 2,573,666 

Net eai:nings for the year 268 ! 779 

Balance, December 31, 1974 $ 2,000,000 3,855,389 2,842,445 

l 

l 

See accompanying notes to consolidated financial statements • 

. 'o· ·,·s·~·· 'c' ·~ ~ ·o· s' U~R._E. ® IF THE ABOVE PAG~ ;s LESS CLEAR THAN THIS STATEMENT, IT IS 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Consolidated Statements of Changes in Financial Position 

Years ended December 31, 1973 and 1974 

Funds provided: 
From operations: 

Net earnings $ 
Charges (credits) to earnings not requiring 

(providing) funds: 
Accretion of bond discount 
Increase in estimated losses and loss expenses 
Increase in unearned premiums 
Increase in assumed losses payable 
Increase (decrease) in deferred taxes 
Increase in recoverable income taxes 
Increase in accrued taxes and expenses 
Increase in uncollected premiums 
Decrease in accrued investment income 
Decrease in prepaid acquisition costs 
Loss (gain) on sale of investments 
Provision for anticipated losses on common 

stocks 
Equity in undistributed earnings of 

affiliated companies, net of deferred taxes 
Amortization 
Increase in ceded balances payable 
Increase in reinsurance recoverable on 

loss payment 
Funds provided from operations 

From sale of common stocks of unaffiliated 
companies 

Decrease in cash 
Other, net 

Total funds provided 

Funds used: 
Subsidiary acquired: 

Securities 
Cash 
Other assets 
Excess of cost over net assets acquired 
Estimated loss and loss adjustment expenses 
Other liabilities 

Cost of investments purchased: 
Bonds 
Common stocks: 

Unaffiliated companies 
Affiliates 

Increase in U. S. Treasury Bills 

Total funds used 

See accompanying notes to financial statements. 

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 

676,816 
2,658 

$ 1,604,367 

74,160 

959,774 
6,560 

1,040,494 

563,873 

$ 1,604,367 

268,779 

(5,330) 
1,070,058 

321,942 
54,801 

(92,400) 
(42,844) 
19,934 

(158,877) 
1,370 
9,000 

(352) 

300,000 

(497 ,844) 
24 ,411 

160,216 

(26,241) 
1,406,623 

30,638 
372,862 

31, 817 

1,841,940 

703,893 
484,0i!2 
105,347 

72' 555 
(684,019) 
(184) 058) 
497,800 

185, 725 

15,000 

200,725 

1,143,415 

1,841,940 

i 
.;._...._ ___ , _______________ ..,....,_, ______________________ •• ~.-

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

. ·~· -., 
• 



\ 

" 

COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Notes to Consolidated Financial Statements 

December 31,_!2_73 and 1974 

(1) Summary of Significant Accounting Policies and Practices 
(a) Principles of Consolidation 

The consolidated financial statements include the accounts of the Company and 
its 99.6% owned subsidiary, Southern Casualty Insurance Company. The 
subsidiary was acquired April 30, 1974 (see note 2) and since such 
acquisition was accounted for as a purchase, the results of operations 
for the subsidiary are included in the consolidated statements of earnings 
only for the period subsequent to the date of acquisition. The excess 
of cost over the underlying net assets at the date of acquisition is being 
amortized over approximately three years using the straight-line method. 
All significant intercompany accounts and transactions have been eliminated 
in consolidation. 

(b) Investment in Securities, Other Than Affiliates 
Investments in bonds are stated at cost, adjusted where appropriate for 

amortization of premium or accretion of discount. The aggregate market 
value of bonds has not been determined but such mark£!t value would be less 
than amortized cost. No provision has been made for possible losses on 
such bonds since the companies intend to hold the bonds to maturity and do 
not expect to realize any significant losses. 

Investments in conunon stocks are stated at cost less a valuation allowance 
for anticipated losses. 

(c) Investment 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. 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 year 
ended December 31, 1972 was computed on the basis of a forty year amorti
zation 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 January 1, 1973. 
This change has the effect of reducing income for the year ended December 31, 
1973 by $126,000. 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 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 earnings 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. 

(d) Insurance Premiums 
Insurance premiums are recognized as revenues ratably over the terms of the 

policies. Unearned premiums are computed on the monthly pro rata basis. 
Policy acquisition costs or commissions are deferred and charged against 
income ratably over the terms of the policies. 

(e) Estimated Losses 
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. 

(f) Catastrophe Losses 
The Company does not provide an estimate for catastrophe losses. The Financial 

Accounting Standards Board, in cooperation with industry representatives, 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. 

(Continued) 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Notes to Consolidated Financial Statements, Continued 

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

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

The companies join Associated Retail Stores, Inc., the parent of Colu111bia 
Insurance Company, in filing consolidated income tax returns. 

(2) Acquisition 
The Company purchased Southern Casualty Insurance Company (Southern Casualty) 

on April 30, 1.974 for a cash purchase price of $497,800. Southern Casualty 
is licensed to write workmen's compensation insurance in the State of 
Louisiana. Had the purchase of Southern Casualty been consummated as of 
January 1, 1973 consolidated premiu.ns earned and earnings on a pro forma basis 
would have been: 

Premiums earned 

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

Equity in net earnings of other companies 
Realized investment losses, net 

Net earnings 

1973 

Year ended 
December 31 
(unaudited) 

$ 3,108,921 

1974 

2,916,243 

$ 

188,026 
794,088 
(75,990) 

906' 124 

(109,444) 
553,524 

(204,408) 

239,672 

(3) Securities Deposited with Others 
Certain bonds and stocks deposited in trust with regulatory authorities or with 

ceding reinsurers in accordance with various reinsurance treaties were as 
follows: 

1973 1974 

Bonds, at amortized cost $ 895,769 1,065,551 
Stocks, cost 1,522,682 2,041,042 

$ 2,418,451 3,106,593 

(4) Common Stocks of Unaffiliated Companies 
The Company recognized a $300,000 provision for anticipated losses on common 

stocks of unaffiliated companies ss a realized investment loss in 1974. 
Accordingly, the investment in such stocks is reported at cost less the 
allowance for anticipated losses. The investments in common stocks of 
unaffiliated companies and the related market values are as follows: 

1973 1974 

Cost $ 1,391,572 1,521,755 
Allowance for anticipated losses 300,000 

Approximate market value 

DISCLOSURE R 

$ 1,391,572 1,221,755 

$ 890,884 849,700 

(Continued) 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Notes to Consolidated Financial Statements, Continued 

(5) Investment in Berkshire Hathaway Inc. 
The carrying value of the investment 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: 

December 31, 
1973 1974 

Shares owned 48, 715 48,715 

Percentage of total outstanding shares 
(approximate) ~% ~% 

Cost r~presented by: 
Underlying net asset values at dates of 

acquisition $ 2,668,740 2,668,740 
Excess cost, net of amortization of 

$4,241 at December 31, 1973 and $7,406 
at December 31, 1974 123,528 120,363 

2,792,268 2,789,103 

Equity in post-acquisition earnings 1,386,099 1,736,362 

Carrying value $ 4,178,367 4,525,465 

Deferred income taxes of approximately $100,000 at December 31, 1973 and $125,000 
at December 31, 1974 have been provided with respect to the equity in post
acquisition earnings, assuming their ultimate distribution as a taxable 
dividend. 

(6) 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 aver 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 

$195,645 at December 31, 1973 and 
$351,478 at December 31, 1974 

Equity in post-acquisitfon undistributed 
earnings 

Carrying value 

December 31, 

$ 1,912,829 

992,401 
2,905,230 

765,072 

$ 3,670,302 

1,912,829 

836,568 
2,749,397 

1,122,572 

3,871,969 

Through December 31, 1972, the excess cost over underlying net asset values was 
bein~ written off over a forty year period. Commencing with 1973, this period 
of amortization was reduced to seven years (see note 1) • 

Deferred income taxes of approximately $55,000 at December 31, 1973 and $81,000 
at December 31, 1974 have been provided with respect to the equity in post
acquisition undistributed earnings, assuming !:heir ultimate distribution as a 
taxable dividend. 

(Continued) 
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COLillIBIA INSURANCE CONPANY AND CONSOLIDATED Sl'BSIDIARY 

Notes to Consolidated Financial Statements, Continued 

(7) Stock Split 
On April 2.6, 1973, the Board of !Jirectors declared a four-for-one stock split, 

In connectiot1 therewith, $1,500,000, representing the par value of the 
additionally issued shares, was transferred from paid-in surplus to capital 
stock. 

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

(Th-:o "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 California 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 it to discontinue issuance of 
trading stamps, However, the Company now considers forced 
consummation of any sale or spin-off unlikely. 

The Company is a defendant in a purported class action filed 
Narch 1, 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 exceeded the tax properly payable and s..ich 
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 class-action complaint 
against the Company was amended to assert fraud and to seek 
punitive damages. On June 1, 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. The class-action complaint was 
also amended effective September 19, 1974 to assert, in substance, 
that the Company's predecessor had engaged in similar conduct 
from 1961 until its merger into the Company in 1968, and that 
the Company must respond in respect of the alleged liability of 
its predecessor to plaintiffs and the persons they purport to 
represent for over.reimbursement of sales taxes. 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 as amended is estimated at ~17,000,000 less the amount 
of any money which may be recovered on the claims against the state. 
Counsel believes the prospects for some 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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COLU~IBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Notes to Consolidated 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 co11tl'laint 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 stockholders. 
On petition of the Company, the United States Supreme Court 
granted review and on Harch 24, 1975 the case was argued and 
submitted for decision to the Supreme Court. On June 5, 1974 
the Company was served with a complaint in a substantially 
identical action filed in Los Angeles County Superior Court 
on June 21, 1971. Further proceedings have been held in 
abeyance in this state action by mutual consent until deter
mination by the United States Supreme Court in the Federal 
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." 

(9) Income Taxes 
Income tax expense (benefi.t) is made up of the following: 

Totals: 
Expense (benefit) applicable to operating 

earnings 
Expense applicable to equity in earnings of: 

Berkshire Hathaway Inc. 
Blue Chip Stamps 

Benefit applicable to investment losses 

Income tax currently payable (recoverable) 
relating to: 

Earnings (loss) 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) 

Total current carried forward 

$ 

$ 

49,087 

46,046 
27,900 

(23,680) 

99,353 

48,087 
4,320 

(23.680) 

$ 28, 727 

(79,048) 

25,220 
30,021 

{89,894) 

(113,701) 

(76,648) 
4,320 

106 

(72,222) 

(Continued) 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Notes to Consolidated Financial Statements, Continued 

Total current brought forward 

Deferred expense (credit) relating to: 
Equity in undistributed earnings cf other 

companies: 
Berkshire Hathaway Inc. 
Blue Chip Stamps 

Accreted discount on bonds 
Credit for tax effect of reduction in deferred 

acquisition costs 
Provision for anticipated loss on sale of 

investment securities 
Total deferred 

Total income tax expense (credit) 

1973 

$ 28, 727 

46,046 
23,580 

1,500 

(500) 

70,626 

$ 99,353 

1974 

(72,222) 

25,220 
25,701 

1,900 

(4,300) 

(90,000) 
i.41,479) 

(113, 701) 

Total net income after taking into account realized in'ITestment losses but before 
income taxes was $1,011,164 in 1973 and $155,078 in 1974. Income tax expense 
of $485,839 in 1973 and $74,437 in 1974 would result if computed by applying 
the statutory U. S. Federal income tax rate of 48% to income before taxes. 
The differences are reconciled 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 and subsidiary 

Capital loss rate differential 
Tax benefit to parent in consolidation 
Other 

Total income tax expense (benefit) 

$ 485,839 

(30,576) 

(23,696) 
(419,030) 

76,321 
14,208 

(3, 713) 

$ 99,353 

74,437 

(39,138) 

(23,159) 
(313,247) 

87,961 
53,937 
43,481 

2,027 

(113, 701) 

(10) Transactions with Affiliates 
The Company derives the major portion of its business through the assumption of 

reinsura1:ce contracts from insurance subsidiaries of Berkshire Hathaway Inc. 
The amounts included in the financial statements relating to such transactions 
are as follows: 

Earned premiums 
Unearned premiums 
Incurred losses and loss adjustment expenses 
Commissions 

December 31. 

$ 1,449,510 
630,311 

1,103,675 
406,543 

1,839,304 
919,958 

1,433,643 
554,626 

'l 
DISCLOSURE R 

-......~-,..------------~----,,_....--------------------···--
IF THE ABOVE PAGE IS LESS CLEAR THAN THIS STATEMENT, !TIS ,, 
DUE TO POOR PHOTOGRAPHIC QUALITY OF THIS DOCUM/fNT. ------------- " 



' . 

j; 

~ 

1 

' ; 
~ 

' i 
i 
' >\ 

'· 

'l: \ 

" ' I 
\ \ ; 1 ' 

\ 
-~. 

' r 

Schedule I 

COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Sunnnary of Investments in Securities - Other than Securities of Affiliates 

December 31, 1974 

Type of Securi_!y 

Bonds: 
States, municipalities and 

political subdivisions 
Industrial and miscellaneous 

Total bonds 

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

Total connnon stocks 
Allowance for anticipated losses 

Net connnon stocks 

U. S, Treasury Bills 

Total investments in 
securities - other 
than securities of 
affiliates 

$ 

Cost* and 
carrying 

value 

1,531,752 
256,698 

1,788,450 

290,131 
126,067 

1, 105 ,557. 
1,521,755 

300,000 
1,221,755 

1,806,004 

$ 4,816,209 

Market 
value** 

1,514,264 
230 '744 

1,745,008 

272,253 
136 ,025 
441,422 
849,700 

849,700 

1,806,004 

4,400,712 

Admitted 
asset 
value 

1,531,752 
256,698 

1,788,450 

272' 25: 
136,025 
441,422 
849,700 

849 '700 

1,806,004 

4,444,154 

*Cost represents original cost of stocks, and, as to debt obligations, original 
cost adjusted for amortization of premiums or accretion of discount. 

**''Market value" is 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 AND CONSOLIDATED SUBSIDIARY 

Stocks - Other than Stocks of Affiliates 

Decembe.LJ.l, 1974 

Name of issuer and title of issue 

Public utilities: 
California Water Service Co. 
Eastern Gas & Fuel 

Banks, trusts and insurance companies: 
National Detroit Corporation 
New England Merchants Co., Inc. 
Omaha National Corporation 

Industrial and miscellaneous: 
CIT Financial 
Continental Corporation 
Dresser Industries 
Dun & Bradstreet 
General Electric 
Heinz, H. J., Co. 
IBM 
Morse Shoe, Inc. 
Munsingwear, Inc. 
Post Corporation 
Knight (Ridder) Newspapers 
Koppers Co. 
Santa Fe International 
Sunstrand 
Tenneco 
United Southern Agency 
Vornado, Inc. 

Total common stocks 

Allowance for anticipated losses 

Number of 
shares 

11, 062 
515 

100 
100 

8,800 

200 
400 
300 
200 
100 
200 
100 

20,000 
5,000 
5,200 

300 
100 
300 
200 
200 

24 
57,600 

$ 

Cost and 
book value 

275,449 
14,682 

290,131 

5, 113 
2,313 

118 ,641 
126,067 

8,210 
18,158 
14,936 

7,010 
6' 325 
9,385 

28,421 
153,100 

90,722 
55,900 
14, 986 

4,266 
8,685 
5,419 
4,986 

15 ,000 
660,048 

l, 105 ,557 
1,521,755 

300,000 

Schedule II 

Market and 
admitted 

asset value 

259,957 
12' 296 

272) 253 

2,925 
1,100 

132,000 
136,025 

6,175 
13,600 
13,125 

3,850 
3,337 
7,650 

16,800 
45,000 
57,500 
27,300 
4,350 
3,750 
7,012 
2,450 
4,700 
8,823 

216,000 
441,422 

849,700 

Net investment in common 
stocks $ 1,221,755 849,700 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Investments in Stocks of Affiliates 

December 31, 1974 

Equity in net 
Number of assets and Admitted 

Name of issuer shares Actual cost excess cost Market value asset value 

Berkshire Hathaway Inc. 48, 715 $ 2,796,511 4,525,465 2,192,175 2,192,175 

Blue Chip Stamps 250,000 3,100,875 3,871,969 1,312,500 1,312,500 

298, 715 $ 5,897,386 8,397,434 3,504,675 3,504,675 

.. __ ,__ 

Note - Market value per NAIC Book 'of Valuation of Securities. 
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COLmlBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Premiums, Losses and Underwriting Expenses 

l Year ended December 31, 1973 

' t 
Part 2 - Losses and underwriting exEenses 

Other 
Commissions under-

Part 1 - Premiums and writing 
Unearned Unearned Premiums Losses Loss expense brokerage expense 
premiums Net premiums earned incurred incurred incurred incurred 
beginning premiums end of during during during during during 

Line of insurance of Eeriod written Eeriod Eeriod Eeriod Eeriod Eeriod Eeriod 

Fire $ 252,858 386,695 279,125 360,428 450,120 
Allied lines 59,907 56,465 2,590 113,782 (17,098) 

I 

\ 
Homeowners multiple peril 118 297 138 277 
Commercial multiple peril 42,480 39,795 10,019 72, 256 36,031 
Ocean marine 3,331 2,037 1,294 620 
Inland marine 16,436 18,188 10,738 23,886 11,830 
Earthquake 1,640 1,640 (422) 
Workmen's compensation 8,526 29,218 6,117 31,627 14, 765 
Liability other than auto 87,343 349,498 166,296 270,545 105 ,845 
Auto liability 249, 139 635,983 143,742 741,380 472, 719 
Auto physical damage 71,931 (4,416) 13,131 54,384 35,560 
Aircraft (all perils) 4,128 2,200 1,928 4,845 
Surety 8,417 3, 125 5,254 6,288 3,118 
Burglary and theft 112 378 224 266 490 
Boiler and machinery 183 241 424 57 
International 20,286 44,630 19,865 45,051 24, 989 
Reinsurance 27,523 592,751 241.417 378,857 223,629 

$ 845. 259 2,161,947 902,893 2,104,313 1,367,098 89,164 528,148 5l,160 Ul 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Premiums, Losses and Underwriting Expenses 

Year ended December 31, 1974 

Part 2 - Losses and underwriting expenses 
Other 

Commissions under-
Part 1 - Premiums and writing 

Unearned Unearned Premiums Losses Loss expense brokerage expense 
premiums Net premiums earned incun·ed incurred incurred incurred 
beginning premiums end of during during during during during 

Line of insurance of period written period period period period period period 

Fire $ 279,125 316,176 259,967 335,334 (62,474) 
Allied lines 2,590 77 ,543 63,602 16,531 45,753 
Homeowners multiple peril 138 309 136 311 
Commercial multiple peril 10' 019 4,.551 2,708 11,862 18,552 
Ocean marine 2,037 14,644 5,528 11,153 5, 724 
Inland marine 10,738 23,622 12' 119 22,241 114,316 
Earthquake 1,117 1, 117 
Wor1tmen 1 s compensation 6, 117 706,481 26,681 685,917 646,941 
Liability other than auto 166,296 275 ,011 225,844 215,463 183,514 
Auto liability 143,742 321,817 34,725 430,834 326,376 
Auto physical damage 13,131 50,459 21, 106 42,484 38,456 
Aircraft (all perils) 2,200 52,026 18, 714 35,512 27,756 
Surety 5,254 (6) 1,824 3,424 4,725 
Burglary and theft 224 650 874 14 
Boiler and machinery 280 
International 19,865 38,340 7,229 50' 976 29,698 
Reinsurance 241,417 1,292,672 544,652 989,437 759,694 

$ 902,893 3,175,412 1,224,835 2,853,470 2,139,325 315,222 652,490 111, 654 

.-... _,,·.-~""'~<'" -.. :. ~ . '-.~-- - _:.. ~~· -::: • . - -- .. ---------------,.· 

Disc• ·osu RE® IF THE ABOVE PAGE IS LESS CLEAR THAN THIS STATEMENT. IT IS 
L.l DUE TO POOR PHOTOGRAPHIC QUALITY OF THIS DOCUMENT. 

,---""-'."---------------:f~D \--------------'------"'-~~'"·-~ -
Disc• ·osu R-E~ IF THE ABOVE PAGE IS LESS CLEAR THAN THIS STATEMENT. IT IS 

Ll DUE TO POOR PHOTOGRAPHIC QUALITY OF THIS DOCUMENT. ·! . ' 



' 

t 

I 

' 

I 
~ 

• :5 

I 

! 

i, 
.I \ •I. \ I 

I 
" 

i ~ 

COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Income from Dividends - Equity in Net Profit of Affiliates 

Year ended December 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: 
Berkshire Hathaway Inc. 
Boeing Company 
Blue Chip Stamps 
Grumann Corporation 
Investors Diversified Services 
Kennecott Copper Corporation 
Horse Shoe, Inc. 
Hunsingwear, 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 

]]_,_614 

40 

15 
45 

170 
4,750 
1,350 

15 ,000 
125 

1,248 
40 

22,783 

$ 58,078 

Schedule X 

Amount of 
equity in 

net profit 

590,321* 

203, 767* 

794,088 

794,088 

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

- -----------------~ 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Income from Dividends - Equity in Net Profit of AffHiates 

Year ended December 31, 1974 

Name of issuer and title of issue 

Public utilities: 
California Water Service 
Eastern Gas & Fuel 

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

Industrial and miscellaneous: 
Berkshire Hathaway Inc, 
Boeing Corporation 
Blue Chip Stamps 
CIT Financial 
Continental Corporation 
Dresser Industries 
Dun & Bradstreet 
General Electric 
Grumann Corporation 
Heinz, H. J., Co. 
IBM 
Investors Diversified Services 
Knight (Ridder) Newspapers 
Kennecott Copper Corporation 
Koppers Co. 
Morse Shoe, Inc. 
Munsingwear, Inc. 
Northrup Corporation 
Post Corporation 
Santa Fe International 
Sunstrand 
Tenneco 
Washington Post Company 

Amount 
of cash 

dividends 

$ 22,566 
155 

22,721 

10 
162 

27 
246 
140 

17,468 
39 
30 
50 

18, 172 

15 

220 
740 
315 
144 

80 
30 

112 
556 

11 
48 
50 

167 
4,000 
5,400 

53 
3,536 

67 
80 

232 
13 

15,869 

$ 56,762 

Schedule X 

Amount of 
equity in 

net profit 

321, 877* 

231,647* 

----
553,524 

553,524 

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

COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Sununary of Realized Gains (Lossesl_Q_n Sale or Maturity of Investments 

Year ended December 31, 1973 

Aggregate Aggregate Gain 
Type of security cost proceeds (loss) 

Stocks: 
Industrial and miscellaneous $ 755,750 676,816 (78,934) 
Income tax benefit applicable to 

realized losses 23,680 

Net realized losses $(55' 254) 

Year ended December 31, 1974 

Aggregate Aggregate Gain 
Type of security 

Stocks: 
Banks, trust and insurance companies 
Industrial and miscellaneous 
Provision for anticipated losses 

Income tax benefit applicable to 
realized losses 

Net realized losses 

costs 

$ 18,415 
11,868 

$ 30,283 

proceeds (loss) 

19,495 1,080 
11, 140 (728) 

(300,000) 

30,635 (299,648) 

89,894 

$(209,754) 

-----~-'- ~. -- ----~-
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EXHIBIT A 

COMPUTATION OF EARNINGS PER SHARE 

Fiscal iear ended 
February 1, February 2, February 3, January 29, January 30, 

1975 1974 1973 1972 1971 

1,000,000 1,000,000 1,000,000 1,000,000 1,000,000 
Average shares outstanding 

Net earnings 

(1) $1,720,265(3) 
$1,843,037(5) $2,982,254(4) $2,918,042(2) $1,515,880(3) 

Per share amount $ 1.84 $ 2.98 $ 2.92 $ 1.52 $ 1. 72 

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

Includes gain of $193, 021 on sale of investments originally reported as extraordina:i:y item. 
as realized securities gain instead of extraordinary item. 

Shuwn in summary of operations 
(2) 

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

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

(5) Includes extraordinary gain of $68,391. 
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Berkshire Hathaway Inc. 

1974 i\nnual Report to the Stockholders 

BUSINESS OF THE COMPANY 

The Company is engaged in the manufacture and sale of woven textiles in the United States and 
through a subsidiary in the sale of textile products in Canada. Through subsidim·ies collectively referred 
to in this annuul report as the Insmance Group, the Company is engaged in the underwriting of fire and 
casualty insurance throughout the United Stutes. The Company owns approximately 96% of The Illinois 
National Bank & Trust Co. of Rockford, Illinois wh!ch is engagud in the commercial banking business, 
The company and subsidiary members of tlrn Insurance Group have significant holdings in Blue Chip 
Stamps, a California corporation - the businesses of which arc more fully described herein. 
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To lhc Slocldwlclcrs of 
Jlr.rkshiro HalhmvCJy Inc.: 

Berkshire Hathaway Inc. 

Opcrnling results for l974 overall wern unsalisfnclory clue lo the poor porformnnce of our insurance 
business. In Inst year's annual report some decline in profitability was precliclecl but the extent of this 
decline, which nccclernlccl during the year, wns a surprise. Operating earnings f01· 1974 wern $8,383,576, 
or SB.56 per share, for a return on beginning shm·cholders' equity of 10.3"~. This is lhe lowest rolurn on 
equity realized since 1970. Our lex tile division and our hank both performed very well, luming in improved 
results against the already good figures of 197:l. However, insurance underwriting, which has been 
mentioned in lhe Inst several annual reports us running al levels of unsustainable pl'Ofilahilily, turned 
dramnlically w01·se as the year pl'Ogressecl. 

The outlook for 1975 is not encouraging. We undoubtedly will have shnrply negative comparisons 
in our textile operation nnd probably n modnl'uto decline in banking lHtt•nings. Insurance undtH'\\'l'iling 
is a lnrgc question mark al this lime - il certainly won't be n satisfactory year in this area, and could be 
an extremely poor one. Prospects arc reasonably good for an improvement in both insurance investment 
income and our equity in earnings of Blue Chip Slamps. During this period we plan lo continue lo build 
financial strength and liquidily, preparing for lhc lime when insurance rates become adequate and wn 
can once again aggressively pmsue opportunities for growth in this area. 

Textile Operations 
During the first nine months of 1974 lcxlilc demand was exceptionally strong, rcsuliing in very firm 

prices. However, in the fourth quarter significant weaknesses began lo appear, which have continued into 
1975 . 

Vvc curt'cnlly arc opernling at about one-third of capacity. Obviously, al such levels operating losses 
must result. As shipments have fallen, we continuously have adjusted our level of operations downward 
so as lo ovoid building inventory. 

Our products are largely in the curtain goods area. During a period of consumer uncertainly, curtains 
may well be high on the list of deferrable purchases. Very low levels of housing star ls also scn•c lo dampen 
demand. Jn addition, retailers have been pressing lo cul inventories gcncrully, and we probably arc feeling 
some cffocl from those efforts. These negative trends should reverse in due cou1·sc, and we are attempting 
lo minimize losses until that time comes. 

Insurance Underwriting 
In the last few years we consistently have commented on the unusual profitability in insurnncc 

underwriting. This seemed certain eventually lo nllrncl unintelligent compclilion wilh consequent inade
quate rates. ll also has been apparent lhal many insurance organizations, major as well as minor, have 
been guilty of significant undcrrescrving of losses, which inevitably produces faulty information ns lo 
the true cost of lhc product being sold. In 1974, these fnclors, along with n high rule of inllalion, combined 
lo produce a rapid erosion in underwriting results. 

The costs of the product we deliver (auto repair, medical payments, compensation benefits, etc.) arc 
increasing al a rate we estimate lo be in the area of 1% per month. or course, this increase doesn't proceed 
in an even llow but, inexorably, inllalion grinds very heavily al the repair services - to humans and to 
property - lhal we provide. However, rates virtually have been unchanged in the properly and casualty 
field for the last few years. With costs moving forward rapidly and prices 1·emaining unchanged, it was 
not hard to predict what would happen lo profit margins. 
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Best's, tlll1 authoritative voice of tho insurance industry. estimntos thnt in '1974 nil nuto insurance 
premiums in the United Stutes incrcnscd only ubout 2";,, Such a growth in the pool or clollni·s nvailublc 
to pay insured losses and expenses was woefully inadequate. Obviously. medir;al costs applicable to poop le 
injured during the yam", jury awards for pain and suffering, and body shop charges l'or repairing damaged 
cnrs increased at a clramutically greater rate during the year. Since prnmiums represent the snlcs dollar 
nnd the latter items represent tho cost of goods sold, prolit margins turned sharply negative. 

As this report is being written, such doteriorntion continues, Loss rcsc1·vcs for many ginnl companies 
still appenr to be undorstntod by significant amounts, which nHrnns that those competitors continue to 
underestimate their true costs. Not only must rates bo increased sufficiently to mnlch the month-by-month 
incronsc in cost lcvnls, but the existing oxponso-rcvcnuo gnp must be overcome, Al this time il appears 
that insurors must cxporionco even morn devastating underwriting results boforn they take appropriate 
pricing nation, 

All major areas of insurance operations, oxccpt for the "homo stale" companies, experienced signifi
cantly poorer results for the year. 

The dir~ct business of National Indemnity Company, our largest area of insurance activity, produced 
an underwriting loss of npproximntcly 4% after several years of high profitability. Volume increased 
so1nc\vhnt 1 hut \\'C nre not encouraging such inc:rcnscs until rates are n1orc ndcquntc. At son1c point in 
the cycle, after mnjm· insurance compnn ics have hnd their fill of red ink, history indicates that we will 
experience nn innow of business nl compensatory mies. This operation, headed by Phil Licschc, n most 
able underwriter, is staffed by highly prnfit-oricntcd people and we believe it will provide excellent 
oamings in most future years, as it hns in the past. 

Intense competition in the reinsurance business has produced major losses l'oJ practically every 
company operating in tho area. We have been no cxc:eption. Our underwriting loss was something over 
12% - n horrendous figure, but prnbnbly lit lie different from tho averuge of tho industi·y. What is even 
more frightening is that, while about the usual number of insurance catastrophes occurred during 1974, 
there rnally was no "super disaster" which might have nccounlod for the poor figures of the industry. Rather, 
n condition of inadequate rnles prc\•nils, particularly in tho casualty area where we have significant 
exposure. Our reinsurance dcpnrlmcnt is run by George Young, an exceptionally compolcnt nnd hard
working manager. He has cnncolled n groat many contracts where prices are lolnlly inndcqunle, and is 
nH1king no ntton1pt to increase volun1c except in areas \vhcrc pre1niun1s nre co1n1ncnsurnle \Vilh risk. Based 
upon present rnto levels, it seems highly unlikely thnl tho reinsurance industry generally, or we, spccificnlly. 
will have a prnfitablo year in 1975. 

Our "home stale" companies, under tho loaclcrship of john Ringwnll, made good progress in 1974. 
We nppcnr lo be developing a sound agency group, capable of producing business with ncccptnble loss 
ratios. Our expense ratios still arc much too high, but will come clown as lhe operation develops in lo units 
of economic size. The Texas problem which was commented upon in Inst year's report seems to be 
improving. We consider the "home slate" opornlion one of our more promising mens for tho future. 

Our efforts to expand Home nnd Automobile Insurance Company into Florida proved disastrous. Tho 
underwriting loss from operations in that market will come lo over $2 million, a very lm·ge pmtion of 
which wns realized in 1974. We made tho decision lo drop oul of the Florida murkot in the middle of 
1974, but losses in subslnntinl amounts have continued since lhnt lime because of the term nature of 
insurnncc contracts, as \Vell as adverse dcvelop1nenl on outstanding claims. We cnn'l blarne external 
insurance industry conditions fo1· this mistake. In retrospect, it is apparent lhnl our mnnngemonl simply 
did not have the underwriting information and the pricing knowledge necessary to be operating in the 
nroa. In Cook County, whore Home and Auto's volume lruditionally has been concentrated, evidence also 
became quite clam· during 1974 that rates were inadcquulc. Therefore, rates wore increased during the 
middle of the yenr but competition did not follow; consequently, our volume has dropped significantly 
in this nron as competitors lake business from us al prices lhnt we regard as totally unrealistic. 

While the tone of this section is pessimistic as to 1974 nnd 1975, we consider the insurance business 
to be inlrnronlly nltrnclivc. Our overall relum on capital employed in this area - even including the poor 
results of 1974 - remains high. Wo have made every effort lo be realistic in the cnlculntion of loss and 
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expense reserves. Many of our competitors arc in a substantially weakened financial position, und our 
strong capital picture leaves us prep11red lo grow significantly when conditions become right. 

Insurance Investment Results 
Investment funds genera led rrom the operation or Olli' insurance companies continued t0 grow during 

1974. lnveslmcnl income grew correspondingly, and produced overall profitability for the insurance group 
despite the poor underwriting rnsults. As the insurance group lrnlance sheet shows, we have increased 
liquidity substantially. This trend has continued since yearcnd. With poor underwriting and with generally 
weakened capital ratios throughout the insurance industry, such a higher level of liquidity is appropriate 
and comforting. It eliminates the possible lcmplalion lo write business nl any price. simply lo maintain 
cnsh llo\V, \Vhich is a tnnjor problr.111 fncod by n1any co1npnnics. 

Several con11ncnts regarding n1arkct value of securities n1uy be appropriate. Bct\vccn the insurnncc 
group and the bank, we have approximately $140 million invested in bonds. About $20 million or this 
investment is in very short-term Treasury securities or commercial paper, neither or which is subject lo 
olhrr lhnn negligible market nuclualion. This leaves about $'120 million in bonds of longer maturities, 
\Vilh n very largo percentage of this sun1 in 1nunicipnl bonl!s \Vilh an average 111uturity of perhaps l.\\

1elvc 
lo fifteen years. Because of our large liquid position and inherent operating chnracleristics of our financial 
businesses, it is quite unlikely that we will be 1·equired lo sell any quantity of such bonds under 
disadvantageous conditions. Rather, it is our expcclalion that these bonds either will be held lo maturity 
or sold at limes believed lo be advanlageous. 

However, on any given day the market value of our bond portfolio is determined by yields available 
on comparable securities. Such market values can swing dramatically. For example, during Hl74 a leading 
index of high-grade municipals increased in yield rrom a level of 5.18% al lhe beginning or the year to 
7.08% at lhc end of the year. In the bond market, each 1/100of1% change in yield is referred lo as a "basis 
point" and thus, a change of 1% in inlerust levels is refcned lo as 100 basis points. As measured by the 
index, bond yields increased 190 basis points during 1974. On a fi[tccn-year bond, an increase of 10 basis 
points translates to about a 1% downward change in market value, On $120 million of such bonds. il is 
therefore clear that a change of 10 basis points in yields (which easily can happen in one duy) changes 
the mni·kcl value of our bond portfolio by something over $1 million. Thus, in 1974 our bond portfolio, 
which probably had a market value roughly approximating its carrying value at the start of lhe year, bud 
a market value substantially below carrying value nt the end of the year. The market value of our bond 
portfolio will continue to move in both directions in l'CSponse to changes in the general level of yields 
but we do not consider such movements, and the unrealized gains and losses that they produce, to be 
of great importance as long as adequate liquidity is maintained. 

Our stock portfolio declined again in 1974 - along with most equity portfolios - to the point that ut 
yenrend it was worth approximately $17 million less than its currying value. Again, we arc under no 
pressure to sell such securities except at times that we deem advantageous and it is our belief that, over 
a period of years, the overall portfolio will prove to be worth more than its cost. A net capital loss wus 
realized in 1974, and very likely again \\'ill occur in 1975. 1;0,vcvcr, \Ve consider several of our major 
holdings to have grcal potential for significantly increased values in future years, and therefore feel quite 
comfortable with our slack portfolio. At this writing, market depreciation of the portfolio has been reduced 
by more lhan half [ram yeurnnd figures, rellecting higher general slack market levels. 

Banking Operations 
There is little new to say about Illinois National Bank and Tmst. With Eugene Abegg running the 

operulion, the exceptional has become the commonplace. Year after year he continues lo run one of th~ 
most profitable banks in the United Stales, while paying maximum inleresl rates to depositors, operating 
with unusual levels of liquidity, and mainluining a superior level of loan quality. 

Two factors specifically should be noted in looking ut the separate income statement of the bank. 
The effect of filing a consolidated tux return is rnllected in their figures, with the tax loss of the insurance 
operations used to offsel the lax liability created by banking operations. Also, a property tax formerly 
paid by tho bank now is assessed to the parent company and is renected in corporate selling and 
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mlministrativc expense. Bccnuso ol' nccruals, this had a double effect nt both the bnnk and corporntc level 

in '1974. 
Under present monoy market conditions, we expect bank earnings to be down somewhat in 1975 

although we bolicvc they still nre likely to compare l'nvornbly with those of prnctically any banking 

institution in the country. 

Blue Chip Stamps 
During 1974 we increased our holdings of Blue Chip Slumps lo apprnximntcly 2511,"~• of the outstanding 

shares of thal company. Overall, we arc quilc happy about lhe results of Blue Chip and ils prospects for 
the fulure. Stamp sales continue nt n grcntly reduced level, but the Blue Chip mnnngcment hns done an 
excellent job of adjusting operating costs. The See's Candy Shops, Inc. subsidiary had an outstanding year, 
and has excellent prospects for tho future. 

Your Chairman is on the Board of Directors of Blue Chip Stumps, as well as Wesco Financial 
Corporntion, a 64% owned subsidiary, nnd is Chairman of the Board of See's Candy Shops, Inc. We expect 
Blue Chip Stamps lo be a source of continued substantial earning power for Berkshire Hnthawny Inc. 

The annual report of Blue Chip Stumps, which will contain financial statements for the year ended 
March 1, 1975 audited by Price, \l\lalcrhouso and Company, will be availnblc in cady May. Any shareholder 
of Berkshire Hathaway Inc. who desires an annual report of Blue Chip Stamps may obtain ii al that lime 
by writing Mr. Robert H. Bird, Secretary, Blue Chip Stamps, 5801 South Eastern Avenue, Los Angeles. 

California 90040. 

Merger with Diversified Retailing Company, Inc. 
As you previously have bcnn informed, the proposed merger with Diversified Retailing Company, 

Inc. was terminated by the respective Boards of DirectOl'S on January 28, 1975. We continue to view such 
a merger as eventually desirable, and hope lo reopen the subject at some future lime. 

March 31, 1975 
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Warren E. Buffett, 
Chairman of tho Board 
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The Board of Directors and Stockholders 
Berkshire Hathaway Inc.: 

We have examined the consolidated balance sheetR of Berkshire 
Hathaway Inc. and consolidated subsidiaries as of December 28, 1974 and 
December 29, 1973, the statements of assets and liabilities of the Berkshire 
Hathaway Inc. - Insurance Group as of December 31, 1974 and 1973, 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 28, 1974 and December 29, 1973 and the statemPnts of income and realized 
investment gains (losses), paid-in and unassigned surplus and changes in financial 
position of the Berkshire Hathaway Inc. - Insurance Group for the years ended 
Decembr:r 31, 1974 and 1973. 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 r:xamined by other auditors for its 
most recent fiscal year ended }larch 2, 1974. Unaudited earnings of Blue Chip Stamps 
for the nine months ended November 30, 1974 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 $1,052,000 
in earnings of Blue Chip Stamps for 1974. 

In our opinion, except for the effect of the matter referred to in the 
preceding paragraph, the aforementioned consolidated financial statements present 
fairly the financial position of Berkshire Hathaway Inc. and consolidated sub
sidiaries at December 28, 1974 and December 29, 1973 and the Berkshire Hathaway Inc. 
Insurance Group at December 31, 1974 and 1973 and the results of their operations and 
the changes in their financial position for the respective years then ended in 
accordance with generally accepted accounting principles consistently applied during 
the period subsequent to the change, with which we concur, made as of January l., 1973, 
in the method of determining inventory valuations, as described in note 7 to 
consolidated financial statements. 

March 11+, 1975 6 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

CONSOLIDATED BALANCE SHEETS 

ASSETS 
Cash ................ . 
Investments: 

U.S. Treasury Bills and other short-lertn obligations, at cost \Vhir,h approx-
imates market . . . . . . . . . . . . . . , . . . . . 

Bonds, al amortized cost (notes 2 and 3) . • . . . . . . . . . . . 
Preferred stocks, al cost - market, 1974 -Sl,842,817; 1973 - $2,186,960 

(note 3\ . . . . . . . . . . . . . . . . . . 
Co1nmon stocks or unaffiliated con1panies, at cost- market, 1974 -

$34,802,358; 1973 - $37,344,291 (no le 3) 
Common stock of Blue Chip Stamps (note 4) 
Unconsolidated bank su ;sicliary (note 5) 
Other unconsol!dated subsidiaries (no le 5) . 

Recoverable Federal income taxes . . . . . 
Accounts receivable from customers, agents and others, net (nolP. 6) 
Inventories (note 7) . . . . . . . . . . . . . . . . 
Real estate, equip1nent, furniture and leasehold improvements, at cost less 

allovvance for depreciation nnd arnortizalion (not.:! 8) . 
Deferred insurance prcmiun1 ncquisilion cost~ 
Other assets . . . . . . . . . . . . . . . . 

Dec. 28, 1974 -----· 

$ 4,230,559 

11,108,163 
71,530,651 

2,855,105 

50,669,8n5 
16,923,998 
22,416,879 

1,187,333 
2,800,734 

17,891,227 
5,999,552 

3,913,473 
4,400,000 

-~85,954 

$?16,213,573 

LIABILITIES AND STOCKHOLDERS' EQUITY 
Losses and loss adjustn1r,nt expenses 
Unearned pre1niums . . . . . . 
Funds held under reinsurnncc· lrec:.lies 
A1nounls due for purchase of securil ics 
Accounts payable and accrued expenses 
Inco1nr I.axes: 

Current . . . . . . . . 
Deferred . . . . . . . . 

7Y.i% debentures due 1987 (note 9) . 
8% promissory note due 1988 (note 10) 
8o/u senior notes due 1993 (note 11) . . 

.· 

Excess of net assets of consolidated subsidiaries over cost of invesl!nent 
Other liabilities . . . . . . . . . . . . . . . . . . . . . 

Stockholders' eqoity: 
Common stock of $5 par value. Authorized 1,100,000 shares; issued and 

outstanding, 979,569 shares . . . 
Retained earnings (note 11) 

Total stockholders' equity. 
Commitment (note 13) 

s 72,761,097 
21,704,867 

2,85<",284 
294,101 

4,435,325 

163,809 
3,043.800 

555,780 
1,274,437 

20,000,000 
579,070 

__ 345,376 

128,014,946 

4,897,845 
_83,300,782 

88,198,627 

$216,213,573 

See accompanying notes lo consolidated financial statements. 
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Dec. 29, 1973 

s 2,885,645 

1,400,435 
73,074,026 

2,298,348 

49,756,778 
13,717,274 
21,003,034 

1,333.832 

14,050,574 
7,136,676 

3,660,005 
5,240,000 

560,987 

$196,131,614 

$ 61,675,768 
21,281,980 
1,318,205 

459,609 
4,726,609 

262,357 
3,297,368 

598,540 

20,000,000 
579,070 

_ _776,642 

111,97_{;,14.8_ 

4,897,845 
76,257,621 
81,155,466 

S196,131,614 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF EARNINGS AND RETAINED EARNINGS 

Income ite111s: 
Insurance pren1iums earned 
Ncl sales or textile products 
Interest and dividend incon1c 
Real estate incon1c 

Cost and expense items: 
Insurance losses and loss adjustrnenl expenses 
Cost of textile products sold . . . . • . 
Insurance undcr\\Titing expenses . . . . 
Selling, ad1ninistrative and other expenses . 
Interest expense 

Earnings from insurance under\vriting and 111anufar.turing operations 
before applicable inco1nc taxes • . . . . . . . . . . . . 

lncon1e taxes (credit) applicable to operaling earnings (note 1.2) . . . . . • 

Earnings bcfort> equity in net earnings ofolhcr companies and realized 
inveshnent gains (losses} . . . 

Equity in net earnings of bank subsidiary . . . . . . . 

Equity in ncl earnings of Blue Chip Stamps • . . . . . 

Earnings beforl.1 rcnlizccl invcsllncnt gains {losses) 

Realized invcsln1cnt gains (losses) . . . . 
Applicnblc income tnxes (credit) . . . . • . . . . . 

Net realized invcsltncnt gains (losses) . • . . , 

In the absence of operating or invcstn1cnt reasons 
co1npelling liquidation, it is inappropriate to reflect in 
incon1c temporary fluctuations in market values of long
term equity invcstn1ents. Consequently, investment re
sults uxcluJu unrealized lnarkel decreases in investments 
in preferred and common stocks of unaffiliated compa
nies of $4,356,000 in 1974 and $13,741,000 in 1973 (note 3). 

Nat earnings . . . . . . . . . . . . • . . 

Retained earnings al beginning of year . . . . . . . . , 

Excess or cost over par value of treasury stock retired in 1973 
Rctnined earnings at en<l of year . . . . . . . . . . . 

Earnings per share of con1mon stock, J~ased on 979,569 shares outstanding: 
Enrnings before realized investment gains (losses) 
Realized investment gains (losses) 

Net cnrnings . . . 

52 ivceks ended 
Doc. 28, 1974 Doc. 29, 1973 

s 60,573,729 s 52,929,257 

32,591,874 33,410,551 

8,029,876 7,378,109 

286,307 287,017 

101,481,786 94,004,934 

47,119,846 32,835,798 

27,429,277 28,305,725 

20,345,744 16,774,167 

3,640,720 3,363,223 

1,717,944 1,606,313 

100,253,531 ~85,226 

1,220,255 11,119,708 

(2,010,321) __ 2,979,016 

3,238,576 8,140,692 

4,093,000 2,781,900 

1,052,000 1,008,000 

8,383,576 11,930,592 

(1,908,093) 1,331,550 

(567,678) 401,699 

(1,340,415) 929.851 -----

7,043,161 12,860,443 

76,257,6Z1 64,024,663 

(G27,405) 

s 83,300,782 $ 76,257,621 

$ 8.56 $12.18 
(1.37) .95 

$ 7.19 J13.13 --
See acco1npanying notes lo consolidated financial statements. 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF CHANGE.SIN FINANCIAL POSITION 

Funds provided: 
From operations: 

Net earnings .................. 
Charges (credits) lo earnings not requiring (providir.g) funds: 

Equity in undistributed earnings of bank subsidinry . 
Equity in undistributed rarnings of Blue Chip Stamps 
Accretion of disc0unt on bonds . . . . . 
Depreciation and amortization . . . . . 
Increase in unpaid losses and loss expense. 
Incrcasr. (decrease) in unearned premiums . 
Increase ~n funt..ls held under reinsurance treaties 
Increase in accounts receivable from customers, agents and others 
Decrease (increase) in inventories . . . . . . . . . 
Decrease in deferred insurance premium acquisition costs 
Decrease in liability for income taxes . . . . . . . 
Increase in recoverable income taxes, . . . . . . . 
Increase (decrease) in accounts payable and acr.rued expenses 
Other, net . . . . . . . . . . . . . . . . . . 

Funds provided from operations . 

Dividends received from unconsolidated subsidiary 
Proceeds from issuance of long-term debt 
Decrease in cash . . . . . . . . . . . . . 

Funds used: 
Net purchase (salo) of investments: 

U.S. Treasury Bills and other short-term obligations 
Bonds . . . . . . . . . . . . . 
Preferred stocks . . . . . . . . . . 
Common stocks of unaffiliated co1npanies 
Common stock of Blue Chip Stamps 
Investment in unconsolidated subsidiary . 

Additions to real estate, equipment, furniture and leasehold improvements 
Repayment of long-term debt . 
Increase in cash 

52 ivecks ended ·---· -------·----
Dec. 28, J_!)74 Dec. 29, 197:J 

s_ 7,043,1(ll $_}2,860,443 

(1.406,345) (530.444) 

(889,410) (900,000) 

(442,153) (481,767) 

538,06:1 519,608 

11,065,329 1,400,750 

422,887 (2,557,417) 

1,539.079 :<60,360 

(3,834,653) (1,202,693) 

1,137,124 (309,633) 

840,000 384.000 

(352,116) (:J,230,468) 

(2,600,734) 

(29'J,284) 342,85'1 

(329,243) (27,860) 

5,216,544 (6,2~~,Z:1_3) 

12,259,705 6,627,730 

191,500 

1,305,623 20,000,000 

2,112,58.Q 

$ 13,756,628 s 26,740,310 

9,707,728 (2,189,809) 

(1,965,52fl) (11,965,977) 

556,837 (643,904) 

913,087 32,344,998 

2,317,313 1,529,878 

45,000 --- 75,~Q 
11,554,437 19,150,1116 

783,531 547,364 

72,946 9,04L,760 

1,344,914 ·------
$ 13,756,828 s 28,740,310 

Sec accompanying notes to conso/idc1tcd financial stolcn1enls. 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Dccc1nbcr 28, 1974 nnd Dccc1nber 29, 1973 

(I) Sun1n1nry of SignifiGnnt 1\ccounling Policies and 
Pracliccs 

(o) Uosis of Prcscnlo\ion 
1'hc aCCC'lllllS or Berkshire l·Inlh;:nvay Inc., the parent 

Company, Ul'C consolidated \Vilh tho accounls of 
Bourne tvlills of Canada, Ltd., a \vholly-o\vnecl Ca
nndian textile sales subsidiary, and tho accounts of 
subsidiary insurance cvmpanies ('fhe "Insurance 
(~roup"), \\•holly-01vncd by Berkshire l·lath;:nvay 
lni:;, Ccrtnin 1973 nnlounts have been reclassified to 
conforn1 \Vilh 1974 prescntntion. 

1'hc parent Co!npany's invcstn1ent in 1'he Illinois Na
lional Bnnk & Trust Co. of Rockrard is accounted ror 
on the equity b:.isis. 

ln11nnlerial subsidiaries are not consolidated and in
vusl1nenls therein nrc carried at cost less dividends 
received fron1 such subsidiaries. 

'I'hc nccounls of Iha parent Con1pany and its nonin
suruncc subsiclinry arc n1nintainccl on the basis of 
a fiscal year ending on the Saturday nearest to Dc
ce1nber 31, \\'hilc lhc accounts of the Insurance 
Group are 1naintuincd on the basis of the calendar 
year. 

(b) lnvostmcnl in Securities, Otlwr thCJn AffiliCJtns 
Investments in bonds arc slated al a11'1ortizecl cost. 

\\'hilc invest111ents in preferred and co1nn1011 stocks 
other thnn affiliates ure carried nt cost. The aggregate 
1narket values of these investn1ents, a_t both De
cen1ber 3'l, 1974 and Dcce1nbcr 31, 1973 \Vere sub
slantially lcs:s than their cosl. The Con1pany gener~ 
ally in lends lo hold Lhc bonds lo maturity and doos 
nol expect to realize significant losses fron1 disposi~ 
lion of bonds. 1'he invesi1nent in equity sccurilics 
nrc held by the Insurnncc Group and gcnnrally con
sist of a relatively fe\V issues acquired \Vi th a general 
vie\\' Lo holding as long-tcrn1 investn1ents. In vic\v 
of the facl that 1narkct vnlue quotations nucluale 
daily, 1nanagcn1ent considers lhe cost n1cthod as 
1nost appL'oprialc for such long-tern1 invcsln1ents in 
the absence of operating reasons con1polling their 
liquidation, and in I he a b~encc of evidence support
ing a conclusion that their net cost \viii nol eventu
ally be l'CCOVCl'Cd. 

(c) Investment in Blue Chip Stamps 
The inveslmenl in Blue Chip Stamps ("Blur. Chip") is 

accounted for on lhc equity basis. Deferred incon1e 

11 

taxes arc provided for \Vith respect to undistributed 
earnings of Blue Chip under the assun1plion that 
such earnings \Viii ulthnatcly be distributed as tax
able dividends. Blue Chip detcrn1ines income on the 
basis of a fiscal year ending on or about February 
26. Berkshire 1-latha\Vay Inc. rcflccls its equity in the 

earnings of Dlue Chip on the basis of that con1puny's 
l\velve 111CJ.1ths ending on or about November 30. 

(d) lnsurnnce Pre1niurns 
Insurance pren1iu111s arc recognized as revenues ratri

bly over the terms of the policies. Unearned pre
n1iu1ns arc con1putcd on the 1nonlhly pro rain basis 
ar.d arc stated after deduction for reinsurance 
placed \Vilh insurers in the a1nount of $4,563,628 nt 
December 31, 1974 and 53,281.480 al December 31, 
1973. Pre1nium acquisition costs such as co1nmis
sion, prcmiu111 taxes and certain other uncler,,•riting 
expenses are, pursuant to statutory insurance ac
counting rules, charged against inco1ne \\•hen il1-
curred. 1-lo\vever, for financial staten1ent purposes, 
a portion of such costs arc deferred and charged 
ngainst inco1nc as !he relaled prc1niums are earned. 

(e) Losses ancl Loss Adjustment Expenses 
The Insurance Group provides ror losses and loss 

adjust1nent expenses based upon ('.I) aggregate case 
basis estin1atcs for losses reported, in respect to 
direct prc1niun1s \\•ritten, (2) estin1atcs of unreported 
losses based upon past experience, (3) cstin1ates 
received relating to assumed reinsurance, and (4) 
ded•1ction of a1nounts for reinsurance placed \Vilh 
roinsurers in the an1ount of $5,518,385 at Dccen.bcr 
31, 1974 and $4.421,537 al December 31, 1973. 

(f) Catastroplw Heserves 
1'he Insurance Group does not provide a reserve for 

catastrophe losses. The Finanr.ial Accounting Stan
dards Board in cooperation \Vilh industry ropre~ 
scntatives is \Vorking to,vard the devclop1nent. of a 
definitive statement as to the appropriate account~ 
ing for catastrophe losson and resolution may lead 
to changes in the accounting practices being fol
lo\\'ed. 

(g) Heu/ Es!CJ!e, Equipment, Furniture ancl Leasehold 
I mprovcntcn ts 
1'hesc iten1s of property (including significant bcttcr

n1ents and rene\\•als) nro carried at cost depreciated 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

over their useful lives estimated nt the date of nc· 
quisition. The double-declining balunc~ 1nethod is 
used to cnlculatcdcpreciation of nc\V items of textile 
properties acquired after 1965; the straight-line 
method is applied for other items. Mninlr.nancc, 
repairs and rcne\\'als of a minor nature are generally 
charged to operations as incurred. 

(h) inventories 
Inventories relate to the lex tile operation and arc 

slated al cost determined under the lust-in, first-out 

method. 

(i) income Taxes 
A consolidated Federal income tax return is filed by 

the parent Company and its eligible subsidiaries. 
·rhc recoverable amount or liability for currunt in· 
come taxes reflected in the consolidated bnluncc 
sheets includes the apportioned Federal tax 
amounts of the companies \\'hose accounts are con

solidated. 
A provision for deferred taxes is made in recognition 

of liming differences created by the n1anner in \\1hich 
the Insurance Group accounts for certain income 
and expense items for financial reporting purposes 
and the accounting treatment of these items for 
income tax purposes. 

Investment tax credits on qualifying property and 
equipn1enl acquisitions are applied as a reduction 
of income tax expense in the year realized. 

(2) Bonds Deposited with Others 
Bonds with amortized cost of $15,294,910 and 

$13 19321645 at Deccinber 31, 1974 and 19731 respectively, 
\Vere deposited in trust \vith various regulatory authorities 
or others in accordance with the terms of certain reinsur
ance treaties. 

(3) Investments in Securities of Unaffiliated Companies 
A summary of the aggregate cost and approximate 

market value of investments in securities of unaffiliated 
companies at December 31, 1974 and 1973 is as follows: 

12 

1973 

Gosl i\larkf!t Cnst i\'lurkr.I 

Bonds ... , . $71,~,~{>!;_1 $50,90~9~~ ~73,07.J,020 _(n) _ 

(a) The aggregate market value for the bond portfolio 
as of Dece1nbcr 31, 1973 \Vas not spccificnll~l dctcr-
1nincd. tvlanagen1ent believed that the aggregate cost 
as of that date approxhnated market valuation. 

1974 
~--·-

Cost 1\tlnrkcl Cosl 

Preferred 
stocks . . S 2.855,185 S 1,642,817 S 2,298,346 S 2,10G,9GO 

Com1non 
stocks ... 2l!!~29,BB5 _l~!!Q2.35~ 49,756,770 ;!?~-~-~·.2~1 

ss3,s2s,oso ~~~~~ ~s2,oss,1::_0 ~.~9.53}~~-s:1 

The excess of cost over quoted markel value of invest
ments in preferred and con1mon stocks of unaffiliatctl c0n1-
panies increased by $4,355,950 in 1974 and $13,741,037 in 
1973, and aggregated $16,879,857 at Decemlrnr 31, 1974. 

While the timing and extent of n recovery in the market 
prices of these stocks cannot be predicted, 1nnnngo1ncnt 
noted a recovery exceeding $10,000,000 in the quoted nlar
ket value of its equity securities during the first ten \Vccks 
of 1975, and does not believe that the exce;s of cost over 
market value at December 31, 1974 represents a decline 
\Vhich justifies a \Vrite-do\Vll in carrying values. 

In the first ten weeks of 1975, the Com puny realized losses 
of approximately $1,500,000, net of income tax credit appli
cable to such losses, from sales of securities. 1-lo\\'CVCr, 
manage1nent believes that over the long term, no significant 
net loss to the Co1npany \Viii result from its continued 
holding or sale of the securilies \Vhich constituted its porl
folio at December n, 1974. 

(4) Investment in Blue Chip Stamps 
The carrying value of tho invostn1ent in 13lue Chip 

Stamps ("Blue Chip") represents the cost, less nmorlization 
of the net excess of cost over equity in net assets at dates 
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Berkshire Hatha\lvay Inc. 
AND CONSOLIDATED SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

of acquisition, plus equity in undistribulod earnings. De· 
fnrrod taxes of $191,800 and $100,000 al Door.mbor 31, 1974 
and 1973, rcspcclively, have bocn providr.d \\'ilh respect lo 
the equity in undistributed earnings nssu111ing their ulti· 
1nntc distribul ion as n taxable dividend. 

Th!? invcstn1enl in Blue Chip is sun1111t1rizod ns follo\\'s: 
_ Qcc~n1b.~!_~~ 

1974 197.1 

Shares O\\'ncd • • • • . • . • • • • . . . . . • . • . . ____:__~~~_;~~~~~ 

Percentage or total outstnncling shares. 25.6~U 

Cost, rr.prr.sentell hy: 
Underlying net nsscl values at dntcs of 

nr.quisition •.•.••••. , • , • , •.••.. $13,0IM,112 
Net exc1$S cost, less an1orlization of 

S1,179,U7!1, 1974 and S795,6i3, 1973. ··---~70,60~ 
13,954,715 

Equity in post-acquisition undistributed 

19'l0 

s 9,115,i79 

2,905,822 
~---

12.(l21,601 

enrnings ..••.. ~, ............•... _ _;_~~9,283 __ 1,69~,67~ 

'l'hc excess of cost over equity in net ttssets is being 
an1orlizcd over eight years from the beginning of 1972. 
Amortization was $384,200for1974 nnd $480,000 for 1973. 

Blue Chip1 a California corporation, is engaged pri1nnrily 
in the business of furnishing a trading stn1nps service lo 
retail 1nerchnnts nnd tr 1ir custo1ners in the stales of Cali
fornia, Nevada nnd Oregon. A separate division of Blue 
Chip, on a nation\vidc basis, develops incentive progran1s 
for all types of businesses and also progrnn1s under \\1hich 
oil con1pnnics nnd other large issuers of credit cards can 
offer 1ncrchandisc to their credit card holders. A subsidiary 
of Blue Chip, See's Candy Shops, Incorporntcd, manufac
tures candies in its kitchens locntcd in Los Angelos nnd 
South San !-rnncisco. Thr. candies arc sold through con1-
pany-opcratcd stores, approximately 170 in number, locat
ed in nine \\'cstern slates including l-la\\1aii. Dlue Chip nlso 
controls ~vlutual Savings and Lonn 1\ssocinlion through its 
cnvncrship of npproxilnntcly G4~b of the outstanding cnpilnl 
slack of\>\tcsco Financial Corporation, a registered savings 
and loan holding con1pnny. tv1ulual's head office is in Pasa~ 
dena, California, and its approxin1ntcly 15 othet locations 
arc in Southern California. 

t\s indicated above, Berkshire 1-latha\vny Inc. nnd its 
subsidiaries O\Vll upproxhnatcly 2Go/i1 or Dine Chip;. these 
holdings plus holdings cf other persons \\'ho n1ay be con
sidered affiliates nggragate uvcr 50~b or Blue Chip's out
standing shnrcs. 

The financial stnte1ncnts of Blue Chip ns of Morch 2, 1974, 
nnd for tho 52 weeks then endocl (audited), and ns of No-

DISCLOSURE R 

vcmbcr 30, 1974 and for the 52 weoks then ended (unaudit

ed) roflccl lhr. following: 
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BLUE CHIP STAMPS 
Consolidated Balance Sheets 

($000 omillc<l) 
Assets Mar. 2, 1974 N~·· :l~l_9_?.J 

(UnuuditcdJ 
Cash .. . .. .. . . .. • .. . • • • . .. .. .. . $ 3,013 $ 3,322 
1\-larketablt.! securities. nt cost (nuir· 

ket Mnrch 2 - $128,654; Novc1nbcr 
30 - $73,040) ' ............. ' .. . 

Inventories ...... , .•............ 
Other current nssl'lS ....•........ 
Property, fixtures nnd equipment, 

net ............•......•...•.• 
Unu1nortizcd debenture discount .• 
lnvcstincnt in \.Vesco Finuncinl Cor-

poration .•.•.•..•....•.•...•. 
Excess of cost o\•cr equity in net 

assets of consolidated subsidiary 

Liabilities CJnd 
Stockholders' Equil}' 

LinUilit~· for unredemned truding 
statnps .........•......•..... 

Current portion of lo~-tern1 debt .• 
Other current liabilities . , .. , ..... 
Note payable to bnnk, less current 

portion ........•..•...•...••. 
B*"k subordinated debentures due 

1978, less current portion ...... . 
Stockholders' cquit~r .... , , .. , , .. . 

132,743 
10,355 

11,913 

10.45·1 
98?. 

17.446 

_!!l,314 

~00,22() 

$ 78,776 
8,881 

11,004 

33,000 

8,672 
59,887 

$200,220 

9i,072 
lG,083 
14,140 

B,736 
70!1 

26,053 

__!5,99~ 

$182,IOG ==---=-=- __:: 

$ 71,705 
1,805 

11,585 

27,200 

G,504 
63,3!I 

$182,106 

BLUE CHIP STAMPS 

Consolidated Earnings Sununnries 

Stump service revenues . , •....... 
Incentive snles •.•.•.••• , •.•.•.•. 
Candy sales .......••. , , , •.. , ... 
Other revenues .•. , •.•.•........ 

Total revenues ....•...•• 
Enrnings before securities losses and 

extraordinary credit •.....•.... 
Per shurc , ... , .... , .. , .. 

Net earnings •.... , •.......... , . 
Pr.r share ............•. , 

($000 omitted) 
52 l\'licks 52 lt·ecks 

ended cncfccf 
1\·lar. 2, l~ Nov. 30, lE?·l 

(Unonditcd) 
$ 51,375 $ 28,476 

6,261 9,620 
35,780 39,259 

8,803 - 9,747 

Slii2.219 $ 87,102 

8,190 8,035 
1.58 1.55 
8,005 7,178 
1.55 1.39 ----·-·--
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

Blue Chip 9nnncinl slntc1ncnts ror their fiscnl year ended 
Nlnrch 2, 1974 (and for certain prior years) rcvcnlcd signifi· 
cant litigation proc1·cdings against the Compnny~ 'J'hc 
Company stated \Vith regard to cerlnin of these proceedings 
thnl a possible result could be "a 1nalorinlly adverse effect 
on revenues and earnings and under existing market con
ditions 1night have a mntcrinlly adverse effect on its ability 
to continue its trading stan1p business." Additional pro· 
cecclings involve substantial conti11gcnl liabilities; the uc
countants' opinion covering the financial slalc1nents of 
13luc Chip Stamps as of March 2, 1974 and for the fiscal year 
then ended, as '\'Oil as thnt for certain preceding years, \Vns 
given subject to the effccl, if any, of the legal proceedings 

referred to. 

(5) Investments in Unconsolidated Subsidiaries 
'fhe investment in the unconsoliclntc<l bnnk subsidiary 

represents approximately 98'!~ of the outstanding stock of 
The Illinois National Bank & Trust Co. of Rockford. The 
equity method is used in or.counting for this investment. 
Sec note 13 regarding divestiture of this investn101.t. Finan~ 
cinl statements of The Illinois National Bank & Trust Co. 
of Rockford nnd subsidiary arc presented else\vherc herein. 

'fhc carrying values of $231604 1212 nt Dcco1nbc1• 28, 1974 

and $22,336,866 at De<·cmber 29, 1973 for all unconsolidated 
subsidiaries \Vere approxirnatuly $2,500,000 in excess of tho 
parent Company's equity in the net assets ns rencctcd in 
the financial statc1nonts of the subsidiaries nt those dates. 
'fhis excess cost originated prior to November 1, 1970 and 
is not being amortized since it is considered by 111nnngcn1t1nl 
lo hnve continuing value over an indefinite period. 

(6) Receivables 
Accounts receivable from custo1ncrs, ngcnts and 

others \Vas n1adc up of the follo\Ving: 

JJ~~-1.~~~~.!_ 
1974 197.1 

Insurance Group: 
Agr:nts' balnnccs and prcmiun1s in 

course or collection •..•••••. , ••• S 9,5R3,769 s 0,891,777 
1.409,809 Investment inr.on\c due and uccrucd 

Reinsurance recovcrnbie on loss pay-
ments ••••••..•...•....•••...• 

Amounts due rro1n sale or securities 

Textile business trudc accounts rr:cciv
nblc (less nllo\vancc ror doubtful ac
counts, 1974-$3~1.394: 1973-$3321679) 

1.438.492 

2,459,093 
__ 31,955 

13,513,309 

•l,377,918 
$17,891,227 

498,924 
107,765 

B,OIJB,335 

~'!!!~~ 
~050,574 
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(7) ln\'cntorios 
A su1n1nnry of invontorios folln\\'s: 

!)pc:, 211, 
HJi.J 

D1•1., 2!l. 
1n7;1 

Ril\\' 101\ll~rinls .uuJ supplit•s .......... S 032.210 S '1.047.1127 
Slock in procrss . • . . . . . . . . . . . . . . . . . 1.4:.!S,070 t.UO·l.ll:!·I 
GricHti nnd finishrd doth . . . . . . • • • . . . :t.74 l,Gi'2 .J,41l4,0!!5 

S 5,9!19.552 S 7,l:IG,ll:'li 

Effcclivc \\•ilh the year ended Dr.ra~n1bt~r 29. l97a. the 
Company changed its 1nothocl of clr.lr.rtnining inventory 
valunlions to cost clr.tcrn1incd on a bnsis of last~in, first~nut 
(LIFC)). 'fhis change \\'US tnndc hucausr. 1nanuge1nr.nt ho~ 
licvcs the use of LIFO \\1ill reduce 111c off cc.I of inflation on 
stated earnings; current cost \Viii gPncrnlly be n1nru nearly 
mntchcd ngainst curri..!nl re\'enur.s in the stnt.cn1Pnls of 
earnings and retained earnings. 'fhc~ chanµo hud the rffccl 
of reducing inventories at December 29. 1n;•:1 by S50U.34U 

nncl net earnings by $294;174 (S0.30 per share) for the 52 
\\1ecks then ended. 

(U) Real Estate, Equipment, Furniture and Leasehold Im
provements 

The co1nposition of planl and r.quiprr1ent is sho\\'11 
be!O\V: 

Propr.rtir..'i 
of lextiJu 

Dc~_~f!i_bc_r_2_l~. l!l7.J C~JH~rnli_Q_!1S 

Laod .................. S 84,850 
Buildings ••• , • . . • • • • • • . 2.'109,21.-1 
tvtnchin'1ry ;ind equip1nent 12,734,171 

Furniture and fixtures und 
lcnschold i111provmnenls --"-~.34!~9~ 

16,0l):l,23i 

Less nccu1nul:1tcd dcpre
r.intion nnd n1norlizn-
tion. • • . • . • • . • . . • • • . • l:t,730,350 

s 2,:132,879 -----------

Dece1nbcr 29. 197:1 
----~--~-

Land . . . . . . . . . .... , , , . . S 84,fioO 
Buildings . . . . . . . • . . . . . . 2,aG4,265 

Machinery and cquipn1enl 12,361,370 
Furniture und fixlul'cS nnd 

leasehold in1provmnents . 593,900 

Less ar.cunn1lated dcprc· 
ciution nnd nmortizu~ 

15,404,403 

tion •....•.•••..•.•.• _!~-~~~.!,570 
s 2,062,033 
-=== 

Propc~rlit!S 
of lnsurunr.f' 

_ Group 

s 3:1,347 
l,254,3G3 

1,053.330 

2,:-191,590 

1110,990 

$1,500,594 
-

s 83,lll~ 

1,251,905 

935,745 

2,271,497 

G6G,:i25 

$1,60S_!.'172 

Tolul 

s 1130,707 
3,003,577 

12,7!M,171 

·1,nso.:112 
lll,454,027 

14,541,354 
s :J.913,47:1 

$ 1611,707 

a.616.170 
12.361,:170 

1,529,645 

17,()75,!)00 

_1-1,007,1195 

s 3,0611,005 
- ---
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

(9) 71 .. -:i 11;1 Subordinntud Debentures 
IJnhr'nlures hear interest nl the rnlC! ·f 71f.?0

:. pnynhlc 
Fr.hruury 1 and 1\ugust 1 and \Vill hC! due on 1\ugust 1, l9Bi. 
'l'hr tlr.benlurr.s aru not secured by any lien and nrc not 
con\'r.rtihle: lhey nre suborclinnted to sr.nior indebtedness 
\\1hich includes indebtedness of the pn1·cnt Conlpany for 
1nunr.y borro\\'t!d. 'l'he debcnlurcs nu1y be rcdccrnod at pnr 
nt the Co1npnny's option. 'l'he indenture under \Vhich the 
dnbentures \\'Crc issued requires thr. parent Con1pnny to 
redee1n s-12.uoo principul n1nount of the debentures, 
through a sinking fund, nnnually on 1\ugust 1 to and in
clucl ing 19BG. 

(10) o~~~ Proniissory Note Due 1988 
·rhl' parent Co1npnny issued in tvtny 1974 n pron1issory 

note in lhe principal n1nount of Sl,305,623, repaynble in 
monthly install men ls or $13,071 including interest nt 8% per 
nnnu1n, through February ·1oon. 

{ll) U11i1 Senior No~us Due 1993 
(Jn Nlarch 15, 1973, the pare1.t Con1pany issued nt par 

$20,000,000, Bl!·:. Snnior Notes clue ~larch 1, 1993. Part of the 
proceeds \\'as used to rcpny $9,000,000 of outstanding bank 
notes; the rc1naindcr of the proceeds \\'US used for nddi
lion1!l capital contributions lo the lnsurnncc Group. 

'fhe notes call for n1andntory annual prepayments of 
$1,143,000 on March 1 in each of the years from 1979 lo 1992, 

inclusive. Optional prcpay1nenls arc pcnnitted \Vithout 
prc111iu1n up lo lhc a1nount or tho required prcpay1nenls 
in each of the years 1979to1992; this right is not curnulntivc. 
1\ddi\ionnlly, the parent Cc1npany rnn11 also prepay the 
notes al any time, in full or in pnrl, at a pren1iu1n of 81fk in 
the l\\•clvc 1nonlh:-1 con1n1enccd ~larch 1, 1973; the prcn\it1n1 

declines rat ably to par in 1992. The parent Company ngrccd 
il will not affect any oplional prepayment prior to March 
1, 1983 rro1n proceeds of any refunding operation involving 
the incurring of nny indr.btcdncss nt an effective annual 
interest rale of less thnn ulfm, 

In the note instru1ncnts the parent Con1pnny agreed, 
n1nong other lhings, us to both the parent Co1npnny and 
restricted subsidiaries, us defined, to lhnitnlions as to per
missible oulslanding funded debt and subordinated fund
ed debt und to a limitation on mortgage debt except as lo 
aflcr-noquired properly. Further, lhe parent Company 
covt1nanted that ii \\•ould not make 11 restricted pn)'ments", 
\Vhich tcrn1 includes dividends or other equity distribu
tions plus in1v·csltncnl in unrcstriclcd subsidiaries (those 
not baund by the tcr1ns of the lonn agreement), in excess 
of stated for1nuln n1nounts. Rotnincd earnings of approxi-

15 

malely $25,000,000 as of December 26, 1974 and $2'1,000,000 
ns or Dccc111bcr 29, 1973 arc unrestricted by this provision; 
the renlnindcr is rostriclcd. 

·rhc lonn ngrncmr.nl also contains lhniling terms relriting 
to sales of the Co111pnny's nsscls, mergers nnd consoli
dations, and nllo\\'S the noleholders to dcn1and prcpay
n1enl, nl pnr, \Vithin 60 days of notice that, during the 
lifetime of Wnrren E. BuITell, stock ownership in the parent 
Company by Warren E. Buffell and lhe members of his 
inunocliate family, including certain trusts nnd charitable 
organizations, hns decreased to less than 15~t of the out
standing capital stock of the po.rent Company. 

(12) lnco1ne Taxes 
Ncl rccovarable income taxes credited to 1974 earn

ings \\ll"rC made Up as rollo\\'S: 

Totals: 
{Cl'edit) charge npplica

blc 10.operuting enrn· 

u. s. 
Federal 

ings . • • . • • • . • . . • . . • 5(2,187,851) 
Charge npplicnblc to eq-

uity in earnings of 
Dluc Chip Sta1nps . • . 112,000 

(Credit) applicable Lo 
realized 111vcstn1ent 
losses 

Currently (recovcrublc) 
puyable; 

Fron1 net operating loss 
from insurance un
dcnvritlng nnd mnnu-

~J567,678) 

5_(2.643,439) 

f11cluring operations . (1,842,463) 
On dividends fron1 Blue 

Chip S1a1nps • • • . • . . 20,290 
Fro1n cnrrybuck or rca 

Hzcd i1r:cstmcnt losses (567,678} 
Total current • . . . . _J2.389,871) 

Deferred expense (r;red1t): 
On equity in undistri-

buted curnings of Blue 
Chip Stamps ..•.... 

On not accreted dis
count on bonds ..... 

Credit ror tux cffccl of 
reduction In deferred 
insurance prcmiu1n 
acquisition costs ••.• 

Totnl dcrerrcd .... 
Tolnl incon1c tax 

credits ••.••••• 

91,BOO 

75,632 

(421,000) 

(253,568) 

-~2,643,439) 

Foroign. 
stair. and 

locoi Tolu/ 

SI 77,530 S(2,0I0,321) 

112,090 

177,530 (1,6&1,953) 

20.290 

91,800 

75.632 

(421,000) 
(253,568) 

$177,530 $(2,455,909) 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

1'otnl net income in 1974 after Inking into account rea
lized investment losses, but before income taxes, \Vas 
$4,577,252. Income tax expense of approximately $2,197,000 
would result if computed by npplying the stntutory U. S. 
Federal income tnx rnle of 481Mi to income before taxes. A 
reconciliation of the difference.is as follo\\'S: 

Tax expnnse at stalutory rate .•......... , ..... , . 
Increases (decreases) resulting from: 

Tax-exempt intercsl income , ................ . 
100% P.Xc-lusion relating to equity in earnings of The 

Illinois Nntional Bank .. , •.•......••....•... 
ns1~Q dividends received credit: 

On dividends from unaffiliated companies .•.•• 
On cquily in earnings of Blue Chip Stamps ••.• 

A1nortizntion of excess of cost over nut nsscls of 
subsidiary nnd Investee (not deduclible for lnx 
purposes) ••..•.•••.•..•.•.•.... · . • · • . · • · · 

Capital loss rnte differential (30% vs. 48%) , ••.•.. 
Tax benefits to unconsolidated subsidiary •.....• 
Miscellanc>ous •••..•.•••.• , , . , .....•..•....• 

Net income: tax credits ...•.•..•....••.•.••• 

J\1nounl 

s 2,197,000 

(2,002,000) 

(1,965,000) 

(1,065,000) 
(632,000) 

230,000 
343,000 
620,000 

_ _i!.!_1.909) 

§(2,:1_65,90.9) 

Totnl income tax expense for 1973 is made up of the 

following: 

Totals applicable to: 
Earnings fron1 insurance un

dcnvriting nnd manufac-

u. s. 
Fedcrul 

turing opcrnlions .•.••..• 52,764,952 
Equity in earnings of Blue 

Chip Stamps .......... . 
Realized investment gains 

Current ta_x expense: 
On earnings fro1n insurance 

undcnvriting and manu· 

116,000 
401,699 

factoring operations • , •.. 52,701,668 
On dividends from Blue Chip 

Stumps ...••••..•••••.. 
On realized investment gains 

16,000 
401,699 

Total currenl . . • • • • • . • . . 3,199,367 

Deferred lax expense (r.rcdit}: 
On equity in undislributcd 

earnings LJf Blue Chip 
Slnn1ps ...•...• , • • • . . . • 100,000 

On a..;crcted discount on 
bonds , •..•• , • . . . . • . • • • 170,000 

Foreign 
stale and 

local TolaJ 

$214,064 $2,979.016 

116,000 
401,6!lp 

$214,064 $3,496,715 
·--- -== 

5214,064 S2,9<J5,732 

16,000 
401,699 

214,004 3,413,431 

100,000 

170,000 

16 

Credit for lax cffecl of reduc
tion in deferred insurance 

U.S. 
Fcclcrnl 

premiun1 ncquisition costs ___1!~~.716} 
Totnl dcrcrrcd • • • . • • • • • • 83,204 

Totnl income tax expense ~~_!~51 

J;'orci1-in 
slnlc and 

Jocnl 

S2l4,004 
=::..:.=-:: 

Toto/ 

_l106.7_16) 

~ __ _!!~~20.J 

~:l,49~7~ 

Total incon1c tax expense or 53,496,715 is less than the 
amount of 57,851,000 computed by applying the U.S. Fed
eral incon1c tax role or 48'fo lo inco111c bcrorc taxes. 'fhc 
reasons ror this difference ror 1973 \\'ere [IS rolio\VS: 

t\rnount 

Tax expense al stntutory rate . . . . . , ...••.. , . S 7,051,000 
Increases (decreases} resulting fron1. 

Tax-cxempl intnrcst • , • • • • . . • • • • . • • . . . • • • • • • • (2.304,000) 
100<)"-~ exclusion reluting to equil~' in earnings of The 

Illinois Nationul Bunk . . • . . • • • • . . . . . . • • . • • . • (1,335,000) 
a5u.Q dividends received credit: 

On dividends fro1n unaffilinted con1panies ••.•• 
On equity in enrnings of Blue Chip Stn1nps •.• , 

Amorlizalion of excess or cosl O\'Cr net assets of 
subsidinry and investee {not deductible for tax 

(542,000) 
(655,000) 

purposes) •••.•.•..•••.• , . • • . • • • . . . . . . . • . • 290,000 
lvtisccllaneous •••....• , ••• , . . . . . . . . . . • . . . • • • ____:!!_11,715 

Total income tax expense • . • • . . • . • . • • . • • . • ~~96,715 

Consolidal<:!d inco1ne tax returns of the Con1pany have 
been examined through 1970 by the Internal Revenue Ser· 
vice and deficiencies have been paid. 

(13) "One-Bank Holding Company" Status 
The Company is n bank holding r.ompnny uncler Fed

eral legislntion enacted in 1970. It has filed with the Federal 
Reserve Board an irrevocable election to divest of its hold
ings in The Illinois National Bnnk & Trust Co. of Rockford 
prior lo January 1, 1981. No determination has been made 
as to ho\\' it \Vill effect such divestiture, and so long as the 
Con1pany controls the bank it is subj8cl to the restrictions 
imposed upon it by the Bank Holding Company Act. 

(14) "Savings and Loan Holding Company" Status 
The Company, as a result of its investment in Blue 

Chip Stamps which in turn holds controlling interest in n 
Culifornia savings and loan association, is a savings and 
loan holding company under the Savings and Loan Holding 
Company Amendments of 1967. As such, the Company is 
suhject to the restrictions and regulatory requirements 
imposed upon it by I.he Snvings nnd Loan Holding Com
pany Act. 
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Berkshire Hathaway Inc. 
INSURANCE GROUP 

STATEMENTS OF ASSETS AND LIABILITIES 

Dncr.1nbcr :11, 

ASSETS 
Bonds. nt amortized cost (note 2) . . . . . • • • . . • 
InvcstmentF in stocks of unnffiliatod con1panics, al cost: 

Preferred stocks (markct, 1974 -Sl,842,817; ·1973 -$2,186,960) 
Common stocks (market,.1974-534,802,358; 1973 - $:!7,344,291) 

Total co1nn\on nnd pr·crorrcd stocks . . . 

U.S. Tr~asury Bills, .nt cost. \Vhich approxi1natcs n1arkct 
Investment in Blue Chip Stamps (note C) . • 
Real estate, furniture and equipment (note 8) 
Cash and bank deposits . . . • • • • • 
Recoverable Federal incon1c taxes . . , . 
Agents' balances and prc1niums in. course of collection 
Reinsurance rQcovcrahlc an loss paynu!nts 
Invc:stn1cnt income due nnd accrued . 
Amounts due fr!ln1 sale of securities • 
Otherasscts . . • • • 
Deferred acquisition costs 

LIABILITIES, CAPITAL STOCK AND SURPLUS 

1974 

s 7'1,530,651 

2.855.185 
- ,1!_0.§~9,11~5 

~ .?~'!!~~~.05~ 
9, 1 :18,063. 

14,370.980 
1,ii!I0,594 
1,5J:J,636 
2,600,734 
9,583.769 
2,459,093 
1.438,492 

31,955 
164,605 

4,400,()00 ·- -~--

Sl 72,338.222 ----- - - .. 

Losses and loss adjustment expenses S 72,761,097 
Unaar.ned premiums , • . . . • 21.704,867 
Funds held under reinsurance trcnlics 2,H57,284 
Accrued expenses 1,320.944 
Incon11.? taxes: 

Current 
Deferred . . 

Amounts due ror purchase of securities 
Other liabilities • . • • . . . 

Capital stock and surplus (note D): 
Common stock of Nnttonnl Indemnity Company of SlO pnr value. Autho

rized 750,000 shares; issued 550,000 shares • . , . . • • • . . • 
Common stock of National Fire & Marino Insurance Co1npnny of 5100 par 

value. Authorized 50,000 shares; issued 251000 shnrcs 
Paid-in surplus • , . . . . , . • . 
Unassigned surplus (note 11) • . . • •. 

Total capital stock and surplus . 

... \\ 
\'. 

s·oc pc<;on1_ponying nQfcs to financial staton1cnts. 

fa 

3,034,000 
259,476 
161,654 

5,500,000 

2,500,000 
.20,001,250 
41,629,050 

. 70,230,900 
5172,338,222 

l!l?:l 

$ 73,074,026 

21298.348 
__ '!._9.756_;?_?_!' 

52,055,'126 ------- ------·-
1.400,435 

1!-l,717,274 
l,605,172 
1,405,359 

6,801,777 
490,924 

1.409,889 
107,765 
373,525 

-- -~!~~~'!_(1.Q 
$157.839,252 
=c::...-:.--:-:-==~:: 

s 61,675,768 
2],201,980 
1,31U,205 
91~,341 

442,302 
3,297,368 

459,609 
- 745,361 
_!JQ,136,934 

5,500,000 

2,500,000 
20,601,250 
39,101,063 
67.702,318 

$157,839,252 
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Berkshire Hathaway Inc. 
INSURANCE GROUP 

STATEMENTS OF INCOME AND REALIZED INVESTMENT GAINS (LOSSES) 

Unch11·\vriting incoinc: 
Not prc1nh11ns \Vrittcn . . . . . . . . 
(Increase) decrease in u11cnrnod prc1niu1ns • 

Prc1niun1s curncd 

Losses and loss l!''<pcnscs incurred 

Undor\vriting expenses: 
Con11nissions nncl brokcrngc 
Salnric" und other compensation 
Taxes, licenses and fees . . . . 
Other undcr\\•riting t?xpcnscs. . 
Decrease in deferred acquisition costs 

Ncl undcr\\'riting gnin (loss) . '. . . .. ~ . . . . . . . . . 
Invcsllncnl income: 

Interest on bonds 
Dividends on stock (otlu:r thun from Blue Chip Stamps) 
H.onl cstn_le incornc . , ~ . . . . • • • . . . 

lnvcstn1cnt expenses· . . , . . . . . . . . 
Nt:l invcstnll:tnl lnco1nc . . , . . . . 
Prnfit from unUcr\vriling nod invcsllncnts 

Other cxvcnsc . . . . . . ~ . . • . . . . 

Income bdore income taxes, equity in earnings of Bitto Chip Slumps 
and realized investment gains (losses) .. 

Applicable t.ncnmc taxes (credit) (note E) • . . . • . • . • . . • • . 

Income before cquit:; in cnrnings of !lhm Chip Stamps und renlizml 
invustntcnl gains (losses) . . , . . . . . 

Equity in earnings of Blue Chip Stumps (note C) 
Income beforu realized Investment guins (losses) 

Realized investment gains (losses) 

Applicable income tuxes (credit) 
Net realized investment gains (losses) 
Net income. . . . . . . . .. ~ . ~ ,. 

Sec UcGonrpnnying note~ to finonciul statcnu:nfs. 

19 

Your ended 
_., ___ DC".fl!llbQ_~ ~i_l!..~ 

1974 

s 00,991l,610 s 50.:171,041 

. {422,00?) ·- -~·557,•110 
60157!1,729 52,029,257 

.<1!'.·Ell·1140 _ li~·-u":1s,zQ.~ 
__ _ }~·~E~·~_ti~ _ 20.o,q~,;159 

13,0lll,977 11,0:13,450 

2,016,024 2.323,863 

1,!1!16,162 1,llll0,329 

2,276,581 1,972,517 
IM0,000 . 3114,!J(!O 

20 •. :Ms •. 744 . :tt17i'4.·1-0Z 
(6.Ulll.861) 3 .. !l~·-~~~ 

51103,54:\ 5,021,743 
2,811,91JO 1,600,024 

266,il07 . 2111.,cJ!z 
8,201.030 7,i\96,784 

...• 32~.0_10 :11a.094 

__ 1_1_~J~~u-~o __ J-!.~~_2,!l!~~ 
987,959 10,602, 182 

"---~f!!~~~ ____ ?22.2~ 

892,251 '10,279.695 

~~.1~.Y,(l1) -·~·340,71!) 

:1.077,012 7,933,170 

~~,&.ll~ _!,(J_OH,01!!! 

._3,86~,9_9.? 8,941,176 

(1,908,093) 11331,550 

-.-(567 ,Gill) 401,61!_~ 

_Jl.:~'!Q,:12~ 929,851 

s 2,5211,582 ~ -~·871,027 
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Berkshire Hathaway Inc. 
JNSURANCE GROUP 

STATEMENTS OF PAID-IN AND UNASSIGNED SURPLUS 

PAID-IN SURPLUS 

Beginning of·ycnr , . • • • _. . . . . • . • . 

Contrihulion from purunt • • , . • • . • . . , 
Excess of proceeds over par vuluo of cu pita I stock issued 

End of year , • . . • • . . • ., , . . . . ,. . 

UNASSIGNED SURPLUS 
Beginning of your 
'Net inco1nc . 

llnd of yonr • . . 

Sec accompanying notes to finonciol slolcmenls. 
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Ycnr ondcd 
... __ J?~f·~!J1b.c~ 31~. 

1974 

s 20,001,250 

S 39,101,0GB 

~ - ~2,5~6,~02 

~ 41,629.65Q 

s 01051.-250 

Q,750,000 

- J.!J00,000 

s~.:~~\l_1~~ 

s 29.230,041 

,._!J.871.Q2!. 

~ :i_:q~~,a~ip 

. 

. 

I 
I 

i 

I 
1· 

l 
i .· r 
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Berkshire Hathaway Inc. 
INSURANCE GROUI' 

STATEtvlENTS OF CHANGES IN FINANCIAL POSITION 

Funds pruvidcd: 

Fro1n opr.rattons: 
NPt. inc:o1no. . . . . . . . . . . . . . . . . . 
Chargrs (credits) to inconlll not ""quiring (providing) funds: 

gquily in undistributed earnings of llhw Chip Stamps 
Accrctio11 of discount on bonds. , . . . 
Dnprccintlon . . . . . . . . . . . .. Incrt!tlSl~ in unpaid losst~s and loss t~XJHHlS('. 

lncrcnsn (decrP.asc} in unuarned prt•111itnns. 

Increase. in funds held under rc1insurnnct' trrnlit1s 
lncrcasC' in agt!nls1 halunces and prr1nhtnlH in courso or c:oll('ction 
Incrcnsr. in reinsurance l'rc:ovcrahh~ on Joss pay1ncnls 
Dccruasc in deferred 11ct1uisili'on Gosls 
Dl'!crcase in liability for inconu~ tuxes 

lncroase in recoverable inc.:01nl' tnxus. 
Other, not • , . . . , . . , • 

Funds providnd rro1n opr.ratio11s • 
Additional capital paid in by shareholders • 
Duc1·cnso in cush . • • , • • • • • , • 

Funds used: 
Net purchase (salu) of investments: 

LJ. S, Treasury llills. 
Bonds 

Preferred stoc~s • • 
Common stocks of unnffilintcd companies 
Common stock of Blue Chip Stamps 

Purchns~ of real cslnlo, furniture und cquip1nen_t 
lncrcttsc in cnsh . . . . . . . . . . . . 

Seo accompnnyillg notes to finnncial statcn1cnls . 
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Ycor und<!d 
DC<!!_'!O]h~r :11, 

1974 1973 

21_52_0.582, s 9.371.027 

(053,'i'OO) (9CJO.OOO) 

(4'12,153) (481,7ll7) 

'147,972 120,611!! 
11,085,329 1,400,750 

4221807 (2.557.4] 7) 

1.539,079 360,360 

(2.691,992) (511) 

(1,900,1li9. (221,183) 

aqn,oon 384,000 

(705.670) (2,615,563) 
(2,(;00,734) 

. . (!15,130) (62,460) 
4,065,713 (4,565,102) 

1,.ao.i.295 5,3051B25 

12.250.000 

1,579,00B 

s __7,394,295 s 19.134.933 

7,7aB,228 (2,18tl,809} 

(1,965,528) ('ll,905,977) 

550,8:l7 (6•13,904) 

Q13.067 :J2,a4.i,09a 

- ---···- .. _ 1,§l!!).IJ78 
7,22~,624 19,075,180 

123.:194 59,747 

_4~,_2?7 - --· ----·-- -

L}·~94~~9s s _19,134,~33 

DISCLOSURE R. 
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Berkshire Hathaway Inc. 
INSURANCE GROUP 

NOTES TO FINANCIAL STATEMENTS 
Doccmbe1• 31, 1974 and 1973 

(A) Note References 
Nurncri<:nl note rt?fcrcnccs nrl~ lo tho nott!s to consoli

dal(!d financial stntu1nunts of llBrkshiru llnlha\\'ny 
Inc. nnd consolidatml subsidiaries. Nole 1 to such 
stntcmcnts includes n summnry of significant 11r.
counling policius nnd prncticcs of the Insurance 
Group. 

(B) Basis of Presentation 
Tho financlnl statements of llorkshiro Hatlmwny Im:. 

- lnsurnnco Group Include the nccaunts of whally
ownnd subsidinrios of Berkshire Hnthnway Inc. 
\\1hich urc cngngucl in fire_ nnd casually insurnncc 
undcr\\1riting. 'l'hc slnto1ncnts arc presented on n 
con1bined bnsis .,,•ilh significnnt. intcrcon1pany 
transnctions und balnncos clin1inntcd, nncl in nccor
dnnce with gencrnlly ncceptcd accounting principles 
(Gt\AP) which differ in some rcspcc:ls .from 1irinci
plos prQscribcd or pcr1nittcd.by insurnnG,":"·regulntorl~ 
authorities (statutory methods) in accord.ancc with 
\Vhich the co1npnni\!s n1aintnin thoir records, A rue:· 
onci_lialion of tho uggrcgnto capital stock nnd sl1rplus 
("Surplus ns regards Policyholders") ns delormincd 
under the statutory method to that determined nnd 
roportcd hcrcnvith in uccordanco \vith. G1\1\P is as 
follows: 

Q~E·~~~!!~~~ !!.?.~ 
1974 197.1 

Statutory surplus ns regards Polic~t. 
holders ..•••••.•• , • , , .••. .., •• , • • . $37,201,793 $41_,595,522 

ExceSs of cost over NAIC m11rket vnlun· 
tions of invcshncnls in cqult~· sccuri· 
tics (excluding stock of Blue Chip 
Stamps) ..... _, ••• , •• , ••• , • , ~ , • , • , 10,449,675 12,523,925 

Excess o[ carrying vnluc of invcshnent. 
in Blue Chip Stn1nps (dctcr1nincd 
under CAt\P pursunnt to tho cquill' 
mcthod)-ovcr NAIC nutrkct valuntion 

Dnferrcd insurance prcrnhun ncqµisi· 
lion costs ••• , ••• ~, •.. , • , •••.•... , 

Excess stntulory 1inhilit~• loss reserves , 
Nut rcc:ovcrnbtc frn1n unnuthariznd 

rcinsurcrs •••.. , .•••.•..••••••••. 
Sundrj• nunnd1nittcd nsscts , •• ; .•.• , . 
Income tax effects und adJushncnls . , . 

0;176.194 

4,400,000 
1,850,6-14 

1,788,012 
1,042,892 

(l,r,711,310) 
$70,230,900 Copitnl stock nnd surplus - GAAP =;:~= 

6,545,772 

5,240,000 
1.469.116 

l.483,393 
977,5!10 

- (2.133,000) 
$87,702,318 
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Statutory not income is rcconcilocl to GAAP net in
r.alne ns follows: 

1074 19,-:! 
Statutol'j' IH~I htt:o1n~ •••• , •••••.•• , • $2.354,07:! $8.1193.491 
0(?Cren~e In dofern?d ncqoisitinn costs • (IH0,000) (3114,IJ(llJ) 
Equity in undistributed c.lrnings of Bluu 

Chip St111nps. nut of nmorlizntion of 
uxcc.<>s cost ••••••.•.••.•.••.•..• , 653,700 900.000 

J\1norti1,11\ion of eX(;l!SS liUSl Of in\'Cst,.. 
1ncnt in l·lo1nu nnd 1\uto1uohllo Insur· 
ancl~ Cn1np11ny ...... ' . , .......... (03.11110) {125,11!0) 

lnco1nc tnx effects und ndjushnt:nts ••. -~~.i~o_n~ 500.710 
G1\1\P net inncuuc •••••• , •• , •• , . $2,52~._58~ $9,071,027 

(C) Investment in Blue Chip Stnmps 
1'hc investment inlllua Chip Slinnps by the co1npnnies 

comprising lhc lnsuruncc Group represented 989,483 

shnrus, ornpproxilnnlcly191?Uofthut co1npnny's totnl 
autslancling shares al tho end of both 1974 and '1973. 
The cnrrying vnluc. was comprised of lho fallowing: 

Cost, represented by~ 
Underlying 11et asset. vnhms nt dntes of 

acquisitlon ••..••...••.••••.•••• 
Excess c:ost, net of n1noriizalion of 

$1,279,!153, 19H aml S795,G7a, 1973 • 

Equity in post~acquisition undistribt1tcd 

Occv111bt.!r 31, 
------¥'" ·----

1974 1973 

$ 9,115,779 s 9,115,779 

--~·~~~.-~2 - ~;t!f.J5~~~2-~ 
11,5!17,421 12,021,601 

cnrnings •. , ••••... , ....•.. , , ..•. ~;833,~~ __ 1_._!!!l_~~-G73 

s.:4~31~,1111!! ~~1,7_17,27~ 

The cxc~~ss cost over underlying nr:l assets is being 
atnortizcd over eight yr.nrs frotn tho beginning of 
1972. Amortization charged against earnings of the 
Insurance Group was $484,180 in 1974 nnd $480,000 

in 1973, 
·rhc N'ntionnl Associnl ion of Insurance Com1nissioncrs 

assigned per share valuation of $5.25 nt Der.ember 
31, 1974 nml $7.25 at December 31, 1973 ta the stock 
of Blue Chip Stamps which ls publicly traded in lhe 
aver-tho-r.ounter market. Accordingly, on these 
buses, t'hu insurance. subsidiaries rcportud in ·their 
Convention stntc1nunts filed \\•ith tho various stntc 
insurnncc dcpnrln1cnts nn uggrcgnlc 111nnrkct vuluc" 
of $5,194,784 ut December 31, 1974. and $7,171,502 nt 

Disc• losu RE.-® IF TH~:BOVE PAG~ l.S LESS CLEAR THAN THIS STATEMENT. IT IS 
I.: OUE TO POOR PHOTOGRAPHIC QUALITY OF THIS DOCUMENT. 
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Berkshire Hathaway Inc. 
INSURANCE GROUP 

NOTES TO FINANCIAL STATEMENTS, Continued 
Dcccmhcr !I'!, 197:1, rnr their holdings of lll11n Chip 
Stnmps. Thn con:pnny dons.not buliuvo thnt tho stnt
utor~rvnluation is indicntivu of lhu rair 1nnrkcl vnluc 
of tht! s11hstnnlinl block of B111u Chip sharos rc1H·u
scntcd by lhu Berkshire Hnlhnwnyholdingsof which 
lhcsr. arc n pnrl1 

Soc nlso note 4. to consolidntotl finunr.inl slnlc1n.cnts of 
Burkshirc Hnthnwny Inc. nncl consolidntecl sub
sidinrius. 

(D) Stocklmldors' Equity 
The following nclclilionnl common stock wns issued 

during the l ,,~o years. ended Dccr.1nhcr 31, 1974! 

Nnt.lonni "lndo1nnity Co1npnny, 510 pur vulur. 
connnon stock: 
Mnroh 1973 -150,000 shnrr.s of $11,250,000 

Surplus is .rcstrictncl for dividend purposes by the in
surnnc::u dcpurtinonts of the slntcs in \vhich the coin~ 
pnnius do business. 

(E) Federal Income Tuxes 
Fcdcrnl income tax expanse (crndil) is made up of the 

following: 

'l'utnls: 
(Credit) r.hnrgt:: applir.ubh) to op1!rlll· 

Ing eurnlngs .. , , , •.•.•••••••••• 
Chnrgn npplicublo to equity in earn· 

ings ot Uluu Chip Stn111ps •••• , .... 
(Credit) charge npplir:uhlo to rcnlizctl 

invushncnt loss(:S • , •• , • , • , , , ••• 

Current tax expense (· .. r1?clits) rulnllng to: 
Rnrnings (net optn a ting loss) of insnr· 

ancc undor\\'riling optuatio:\'i . ~ •. 
Dividends received frun1 nluo Chip 

suuu11s • • • • • • • • • • • • • • • . ' ••••• 
Rt.?lllizcd invcst1nent gnins {hisses) •. 

•rotnl curn1nt .•. , .• , •• , •••• ~. 

1974 

$(2.111-1,701) 

99,200 

_ _(~6?~_0_7~) 
$(2,65:1,23_!1) 

$(1,(l:J0,393) 

17,200 

_Jsor.~rnl 
_(~3110,llZ_l) 

l!J7:J 

S:?,3-IG,719 

116,000 

.. 4.01,G!!'J 
S2,~fl.l"4Jll 

$2,303.435 

10,000 
__ 401,6_90 
2,7111:1:~4 
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Dl~forretl tnx 1~xp1!11sn (crt!dit) rein.ling lo: 
Equity in untlistrlhulcd earnings .of 

Dlue Chip Stn1nps ••• , • • , . , , , , • 
.1\c;r.rulcd disr.ount on bonds ••.. , .• 
Crt?dit for tax nfTcc:l of rt?duclion In 

duft•rrcd acquisilion c:osts • , •• , •• 
Totnl deferred • , .• , •.•.••..•• 
Total incant~ In~ •1x1u:nsn (crudil) 

021000 
i5,U32 

{421,000) 

. j2tl3,3tlll) 
S(~.r.~3,239) 

100,000 
170,000 

(1116,71~) 
!}~1:.?04 

~~~~-I~!~~ 

Total net inm>mc (loss) nfter Inking into nccount rcn· 
tizctl invcsttncnt losses, but hct'on: incon1c ·taxes, 
was ($124,657) for 1974 nnd.$12,735,445for1973. ln
r.onrn tax expense (credit) ofnpproximntely (560,000) 
for 1974 and $6,113,000for197:1 would result if com
puted by up plying tho slnlutory U.S. Fedor,11 incomo 
tnx rnte o[ 40% to income (loss) boforc taxes. A 
rc1:oncilintion of the differences ore us foll0\\1s: 

·rnx expense nlstntutor:• rntr. •••••••• 
Increase (reduction) in inconu: taxes rC· 

Suiting fro1n: 
Tnx·cxcn\pl Interest •••••• , ~ •••• 
a.r;'l~ llividnnds rccoivod crctlit rclat .. 

Ing to~ 
Dh•idcnds received fron1 unuf .. 

fili'ntcd com.1111nies •.••.••• 
Equity in earnings of Bluu Chip 

Sln1nps , • , , • , ••••••••••• 
Atnurliznlion of excess of cost ovor 

net nsst!ls of subsidint)' nnd in· 
\'CSlcc (1101 deductible for tu~ 
purposes) •.•.•••••••••.•• , •• 

'f11X bcnufit lo nffillnt~ ••.•••.• , . 
C"pilnl gnins lnx ruin dlffcrcntinl • 
~HsccUnncous •.•.•••••.•.••••. 

W74 197:! 

s (00,000) s n,113,ooo 

(2,0ll2.000) (2,304,0U'J) 

(1,0C.S,IHXl) (542,000) 

(5fil,IHXl} (055,000) 

277.000 
020.000 
343,000 
(125,2:19) 

.§.(2,65:1,239) 

290,000 

(23;,ooo) 
190,418 

S 2,Ur.4,418 
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The Board of Directors 

PEAT, ~IARw1c1c ~irTCITELL & Co. 
CERTil'IED PUllI.IC' AC'COl~'l'.ANTS 

UO!l WEST STA1'E sTmmT' SUITE 700 

ROCKFORD, U.L!J>;OIS CJl!Ol 

The Illinois National Ba:nk 
& Trust Co. of Rockford: 

We have examined the consolidated balance sheets of The :Ulinois 
National Bank & Trust Co. of Rockford and subsidiary as of December 31, 
1974 and 1973, and the related consolidated statements of income, changes 
in stockholders' equity and changes in financial position for the years 
then ended. Our examination was made in accordance ·with generally accepted 
auditing standards, and a;.!cordingly incl11dcd such tests of the accounting 
records and su.ch other auditing procedures as we c;onsidered necessary in 
the circumstances. 

In our opinion, the aforementioned consolidated financial state
ments present fairly the financial position of The Illinois J,ilational Bani<: 
& Trust Co. of Rockford and subsidiary at Dacember 31, 1974 and 1973, and 
the results of their oparations and changes in their financial position 
£01· the years then ended, in conformity with generally accepted accounting 
principles applied on a consistent basis. 

January 17, 1975 
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Berkshire Hathaway Inc. 
BANK SUBSIDIARY 

The Illinois National Bank & Trust Co. of Rockford 

Finax1cial Statements 
1974 anrl 1973 
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Berkshire Hathaway Inc. 
BANK SUBSIDIARY 

The Illinois National Bank & Trust Co. of Rockford 
;\ND SUIJSIDIARY 

CONSOLIDATED BALANCE SHEETS 

Yl'urs en cf Pd 
I,Jecr.mbr~r 31, 

ASSETS 1974 197:J 

C.1sh ;1n<l dut? J'r11n1 hanks . 
lnv1 1stm1·nl :.t!cttr1lil'H (nut1~ zt 

lJni.t\•d Bt.ih·~ {;o\'l't'nm11tit ohlig.itiuns 
{!nih•d St11trs llovt!l'lltta~nl llgl~ncit·!i . 

<.ll>lig,1lions nl 8lalt·s .ital polilic.11 suhdi\·i5ion-; 

fHht'l' srcuritit'S 

Federal funds "'Id . 
LoanH (nute :l) . . . 
B11nk JH'tnni.s1 1s and 1•qnipnu·nt (noh• .J) 

•. '\et:rUL•tl inlt>r«'sl rt·cl'iv.1bh• . 
( llh1:r l.ll'>St'lS • • , • • • 

s 21.n.ia.ri11 

505,107' 

10,050, 1'13 

45,057,638 

3,8<t5,9i0 
5,000,000 

70,853,542 

'l,OOtl,749 

1.812,021 

1,044,645 

Sltil.581.362 

LIABILITIES RESERVE FOR LOAN LOSSES AND STOCKHOLDERS' EQUITY 
Liahilities-; 

Demand dl'posits . . 
Tim" dt•p1>H1t• . • . 

Total dt•pnsits 
.\i:crue<l taxes and othl'r liahiliti•'s (not" 5) . 

Tulal liabilitit•• 

Reset\'t' for loan lnsst's {nutu lJ) • • • • • • . 
Stor.kholdl'rs' t•quity: 

Common stuck of 520 par value. Authorized and issued 250,000 slrnt·es . 
Surplus . . , . • . 
Undi\·itletl profits . . . . . . . 
l{efinrve for r.ontinge1l\.~es . , • • 

Total stur.khnlders' equity. 

s 53,177,813 

05,519,225 

130.097,038 

1,oos,?'.~4 

1;~9 .. _7~~1~~~ 

1.251.163 

5,000;000 

r.,000.000 

9,620,927 

1.001.000 
-- ---· -·-----
___ 2_;0271927 

Scl~1~!3,.!,3~ 

See acr:on1pc11ying nolP.s to t)onsnlidnt,~d fjnuncial shdcmrnfs 'Jf bank subsidiary. 

0 I) 

s 26,683,653 

804,7111 

'10,550,049 

47,i·t.~.563 
3,358,350 

66,022,357 

1,110,504 
J,549,003 

,,,_ 607,074 
S158A04.334 
·- .--~ _ _::,;_=-:: 

s 55,716;405 

',ll,1,450,02U 
137,100,493 

..~__!_1~]154 
!36,001,647 

1,163,658 

5,000,000 

51000;000 
8,238,029 

. _l.P!!hQOO 
19,239,020 

~~-!l,404,3~ 

-- . ·---~·--D--,-s-.-c--.-'0-. -. -s-.-u------~R--E~. ® IF THE ABOVE PAG~ ts LESS CLEAR THAN THIS STATEMENT. IT IS 
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Bel'kshire Hathaway Inc. 
BANK SUBSIDIARY 

The Illinois National Bank & Trust Co. of Rockford 
AND SUBSIDIARY 

CONSOLIDATED STATEMENTS OF INCOME 
Yeetf'i 1•11d,·d 
J)t!Ct~lll hl'f ~~ l. -' 

Operating income: 
lntcrcsl und feus on loans 
Income oa Fcdt•r<tl funds sold 
Interest nml dividends on: 

United Status G(\\IC!rn1nent nhligutlo11s_. 
United Stutes Govnrn1nnnt agcncit~s . . 
Obligalions nf stutr.s and polilic;al sub<livi!'<iOns 
Other securities , , . , 

Total interllSI inc!o.tne • . 
·r1•usl fees .. . . . . . . . 

Service charges on dcposil uc:t:uunls 

Other . . . • . . . , • • 

Total opcrut ing incotnn . 

Op1.n·ating expenses: 
Interest on deposits . . • 
Interest on borro\vetl n1onl~Y 

Total intc1·cst . . 
Snln!'ies 
Employcu bmrnfits (note 7) • 
Occupancy, net (note 4) • . 
Furniluro anti l'quipmcnt (note 4) 
Provision for loan losses (note G) 
Other . . . • • . . . . . 

Total operating expenses 

Inco1nc- bcforo inco1hc •axus. securities gains ar\d t~xtraordiuar~· 
ite1n , • • • , . • . • • . . . • . . . . 

Applicnblc incomo tuxes, net (note 5) • . . • • . • . . . . . • . • 

lnco1nc before securities gains nnd ~xtraortlinnl'Y item . . . . 
Securities gains, net of related taxes of 57.001 in 1974 and $33,939 m ttl73 

(noto5) , •...•... , ...... . 
1ncon1c before oxtraortlinary Hen\ • . . . 

Guin on snlo of real estate, net ofrclntotl ta;.ces of$19,305 

Net incon10 . . . . . . ~ , . . . . 

1974 1~173 

$ li,ll07,Bti:! s 5.:illi.152 

:in t,-t5:! :!3l),g;)~l 

·13,!1811 47,!Jl\; 

09H,5~!J 504.27:! 

2.797,6:12 2.795,7:..! l 
~{IJ.1.2H:l :i-l2.li4~ 

10.992.7!14 u,:t?a.r>-11 
-13·1.WI ·15G,5:.!9 

l39,UOO i2n.soo 
559,578 49!l,ll62 

12, I :.Hi,H3~i 10.403,4~15 

4.954.30!! 4,2lJ5,aO:i 
14.106 55,:10.:t 

4,968.408 4,350,liOfi 
1.551,511 1.:ill3.374 

2..\U.573 2fi2,U78 

257,229 417.739 

248,078 252,709 

19,:100 16,100 

592..H3 iCi6,U62 

7,083,fi42 7!5?0~~-~~ 

4,242.091 2.833.167 

220.256 61.136 

.:i,0:!1.835 2,772,031 

lliB.0~2 Jl3.477 
-

4,169,857 2.805,508 

'42.717 
- - --·--- - -~----·--· -· 

$ 4,189,857 = ~~~~-~:~.225 
~:-.:=.----:: .. =;:::_~: 

Sec 11ccomponying notes lo consolidnled financial stolcnwn!s LJf bunk subsidiarJ" 

" . " /'''' 
f•',A••'-' 
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Berkshire Hathaway Inc. 
BANK SUBSIDIARY 

The Illinois National Bank & Trust Co. of Rockford 
ANO SUBSIOIARY 

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY 

··1·; 

Balam:e December 31, 1972 •.•..•••.•...•.. 
Net inco91J ..•.•.•.•.. , .....•... , .. , . 
Casb dividends ....... , ............. . 
Transfer to reserve for loan losses, ncl ot 

lax of s4.440 (note 6) .....•..•• ' •• ' .. 
Eulance December.31, 1973 ..... , . , . , ..• , , . 

Net int;ome ............... ~ ........•.. 
Cash dividends . :< ................. , . 
Transfer to reserve- for Io~~tQ .losses, net of 

t;1x oI$51,122 (note 6) ... : .. , ....... . 
·Balanc~ becember 31, 1974', ...•... , .•.. , .. 

:.'-,, .. ,. 

Comrnon 
stock 

$5,000,000 

5,000,000 

$5,000,000 
=·.~ 

Surplus 

$5,000,000 

5,000,000 

$5,000,000 

Undivided 
. profits 
$ 7,796,349 

2,848,225 
(2,300,000) 

(106,545) 
8,238,029 
4,189,857 

(2,750,000) 

(50,9p9) 
s 9,626,927 

Reserve for 
contingcnci'es 

s·1,001,ooo 

1.001,000 

$1,001,000 

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 

· Eund;·provided: 
:Increase. in: 

Stockholders' oq11ity: 
Net income .. 

•. Cash divfdends , . 
Other, n'et • , • . 

;:Net change in stockholders' equity 
Deposits . • . . . . . . 
Other, net . . . · . . . . . 

Decrea:se in i~)!.08fri1ent· securities 
Told! . . • . . . • 

$ 
!:; ,r . ',, 

-:._"-,• 

$ 

Years ended 
December.31, 

1974 1973 

4,189,857 $ 2,848,225 
(2,750,000) (2,300,000) 

(50,959) [106,545) 
1.388,898 441,660 
1,530,;;45 4,476,197 

545,570 454,209 
2:106,915 6,130,441 
5,571,928 $ 11,504,!;27 

., Funds used;/ 

,.'' 

Irtcren-Se in Joans . . • . . . . . . . 
Addllionslb bank premises and equipment 
1ri.ci'rease in accrued interest receivable . • 
Other, net . . . . . . . . . • . . . . . 

lnGrease (decrease) in cash an.d duefrom banks 
~ Totrii ;. • . . • . . . . . • . 

,, 
u 

9,872,360 
44,891 

263,018 
531,735 

10,712,004 
(5,140,076) 

§~~ 

See accompmiying notes to consolidated financial stdtefftenls of baitk subsidiary. 
~' 

() 
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6,919,649 
53,592 
76,500 

,. (117,392) ... :...:, 
·""· 01932,349 

4,572,178 

$ 11,504,527 ' 

. ·) 

·~ 

(.l 

c• 

" I 
·;J 

' 1 
i 

':t. j 
:,_·~-=~~~....:...~·~··~-=-=-=~~-=..,...~~~-:::--=-=~-=--·-=~--;,..-"-=-=~-=-=-=-=-=-=-=-=~-=~-=-=-=-=~-=~ 
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Berkshire Hathaway Inc. 
BANK SUBSIDIARY 

The Illinois National Bank & Trust Co. of Rockford 
AND SUBSIDIARY 

Notes to Consolidated Financial Statements 
December 31, 197'1 and 1973 

·'~" 

(1) Significant Accounting Policies 
,-, The accounting policies of The Illinois National Bank 

& Trust Co. of Rockford (a 97.7% owned subsidiary of 
Berkshiro Hathaway lnc.) and its wholly-owned sub
sidiary, Brown Building Corporation, conform to generally 
accepted accounting principles and_. to gcnernl practice 
\Vilhin the banking industry. The follo\ving is-a description 
of the more significant accounting policies: 

Consolidation· 
The consolidated financial statements include those of 

the Bank and its wholly-owned subsidiary. All si_g
nificant inlcrcornpany transactions arc qH1ninat.ed 
in consolidation. Certain 1973 amounts have been 
l'Cclnssificcl' to conforn1 \Vilh 1974 presentation. 

lnvcstinent SP.curitir.s 
Investment securities arc statp.d at cost, adjusted for 

amottizati~n of premium. Accretion of discount is 
nol reflectlld in the acco1npunyiug slatenll:!nls and 
would ·not be n1aterial. Gains or losses on sales of 
investment securities· arc recognized only upon rc
alizalion.nnd nresho\<\•nsepnrntcdy in the statements 
or:~11nome. 

Installment Loons 
Inst_allnlent loans are generally made o·n• a discount 

basis. Unearned discount is taken into income over 
the terms of the respect'velonns using n method that 
approximates straight-line. 

Bonk Premisos and Equipment 
·Bank pre1nise'.s and equ.ipxnent n_rc stated al cost less 

accumulated doprociatiM based on the eslill'-f(ed 
useful life of each asset. Depreciation is compllfod 
on the straight-line method for building and auto
mobiles, and. en an accelcrat_cd method for im
provements, .c'l]Iitrn1en_t, oh<l .J.rivc-ln and parking 
facilities. · · 

CostS_ of major additions and i_mprovements arn capi~ 
talized, I;:xp_cinditurcs. for 'main_tenant:e _n1td repairs'' 
arp charged against operations _as incurred. 

Federal Income Taxes 
Taxable income is determined using the cash basis of 

nccourtting ~hcreas·thc acci·uul-1n_ethod of _account
. '.ing ·is· used J_n preparation of finan-cia1 statements,' 

'·'"· 

0 

29 

Dcferr.cd taxes are provided in recognition of timing 
differences. 

Provision for and 1l1Jserve for Loon Losses 
The provision for loan losses is baslld on past loan loss 

experience, Pursuant lo regulations of the Comp
troller of the Currency, the Bnnk adopted in 1969 lhc 
five-year historical moving average method to de
tcrn1inc the miniinum annual provision for loan 
losses charged to operating expense. 

(2) Investment Securities 
A sumn1ary of inveshncnts by mnjor classifications is 

as follows: Occembet 31, 1974 D_cc:<ln.1_i,cr 31, 107.1 
(In Tlwu,unds) (In TliuusandsJ 

Par Book Markut Par Book Market 
valoc value vnlue value value vaJuo --- ---·--·· --- -- -· -

U. S. Govcrn-
tnent-dh·ccl .. $ 5135 $ 565 $ 567 S 815 S 805 S 818 

U. S. Govcrn-
1nent-agcn .. 
cics .•..• , . • 10,050 10,050 10,066 10,550 10,550 10,599 

Slate- und local 
municipalities 46,.174 45.858 43,778 48,136 47,713 52,057 

Other ••••.•••• ~12 -~~ 3,715 ~ ~~53 
561,401 560,319 $57,961 $63,216 $62,426 566,927 =::.===__________:._=== 

The market value decline in investment securities is 
considered to be a temporary condition in view of the fact 
that management presenlly intends to hold. the securities 
to maturity or until they can otherwise be disposed of 
\viihout significant loss. 

Investment securities with a book value of $7,575,779 and 
$9,530,567 atDccembcr31, 1974 and 1973, respectively, were 
pledged to secme public deposits and for other purposes. 

(3) Loans 
A summary of the major classifications of loans nt 

December 31, 1974 and 1973 is as follows: 

:1EI3' 
Con11nQrcinl loans •• , •• , ..• ~ .••••.••.•. S35.70G,5Z5 
Consu_mcr credit loans· (less··unearncd 

discount o[ $2,722,089 in 1974 nnd 
S2,ZB6,609 In 1973) ..... ,, • . .. .. • • • 15,042,339 

Floor plan loans_ . ., , ••• t • • • •. • • • • • • • • .._6,211,502' 
Rca·l qstatc loans , .•.••.•.•• , . ,... . • • . • 13,893,176 

$70,853,542 

1973 

$30,150,]01 

w.~oa,1s2 
5,312,006 

14,353,268 

$66,022,357 

DI S.·C I '0SU RE~ IF THE ABOVE PAGE 1s LESS CLEAR THAN TH ts STATEMENT. IT ts 
L.: DUE 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 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

(4) Bank Premises and Equipment 
Bank prl!mises nnd cquipmCilt arc recorded at cost less 

ur.cumulutecl dcpreciution of Sl,919,822 nncl $1,777,091 al 
Dccmnher 31, 1974 und 1973, rcspcctivuly. Dcprcciulion 
expense totaled $140.570 for 1974 uncl $168,552 for 1973. 

(o) Jncomo Tuxes 
.Accrued tuxes and olhcr liabilil!cs and the reserve for 

loan lossos ii1 lhc ucicompanying bttlanco sheets inc:ludr 
deferred taxes of $542,8li9 nnd $:105,952 nl Dccmnhcr31, 1974 

and 1973, respectively. Such deferred tuxes result from 
titning difTcronccs arising from reporting taxnhln income 
on thr. cash basis. The Bank and its subsidiary join in tho 
filing ofa consolidated Federal income lax roturn wilh the 
parent company, Berkshire Hathaway Inc. The tax benefit 
of deductions by lhe parent hns been passed to the Bank, 
as shown in the following schedules. 

Taxes npplicnble lo net income were ns follows: 

1974 1973 

·rax provision applicable to inr.oinu bc
[orc sccul'itics gains -und uxlraor-
dlnnry item • . • • • • . . • • • • • • • • . . . • • $759,929 

Tnx provision applicable to securities 
gnins •..••.• ~ •.••.•.•..•..• , . . . . 138,380 

Tax provision applicable to gain on sale 
of real cstato .....•....•..•.•.... 

Less tnx benefit front parent co1·poralion 
npplicablo to: 
lnco1nc lu!forc securities guins •••• , 
Securities gnins .•..•.....••.•• , •• 

Applicablu income taxes, nlH ••.•• 

&18,309 

539,673 

_ll_!,.37!1 
621,052 

~--··-~ 

5227.25? =-=-= 

s 61.136 

19,305 

114,:E~q 

Tho components ofconsolidated income tax expense nre 
as follows: 

'faxes currently payable: 
FcdcL·at ••••• , •••••• , •••••••.•• , , 

Less tax bcneUt fro111 parent applica
ble to: 
Tnxcs currently payable .•••.. , .. 
Recovery of prior taxes paid 

thro\1gh net operating loss carry-
bnck ...................... . 
Total benefit fron1 [1erent • , •••• 

1974 !073 

$4116,701 ,!20,3fi.1 

486,701 

_13~ ----
021,052 ----

(134,351) 20,364 

30 

1974 1973 

Slntr •............ , .•.•.• , •.•• , • 
·rutnl r.urrunlly pily11blt~ (l'{~t:uiv-

ublni ...••.........•.•.. • • 

124.G91 ~-!!.~~~P.!!\ 

_J0.600) __ }]_;!>!!_?. 
Dcf<'rn~d inc:u1ne tuxes: 

Fedpr;tl , ... , ..•...... , •.••• , , . 222.035 (:18,208} 
Stalo ....................... .. 14,202 39,_0i;i] 

~u .. _~~~ - _t,_7~8 
Allp'licnblc inconui taxes. net ••• S~??·2E? ~'.1_:1_·~ 

The sources of timing differances resulting in deferred 
income lnxes and the tux cffecl of each were ns follows: 

NC'I h1crc<tS(~in nccrul'd incon1etnkl1n on 
cash basis on tax return ond on 11ccru
nl bnsis for books .••..••.•..••.•. 

Nel (inc1'<H1sc) dcr.n!aSO: in accrued <'~'<· 

pcnsus token on c11sh ln1sis on tax ra
turn antl accrual basis for buak:i •... 

Loan loss deduGltOn on tux return in 
rxccss of the n1nnunl churgcJ. to 
operating expenses .•.......•..••. 

1974 1973 

$156,825 $101,402 

20,970 (104,094) 

Tolnl tax expense amounted to $227,257 (an elTcctivc rule 
of 5.l~u) In 1974, nnd $114,380 (an affective rnto of 4.0%) in 
1973, a total less thnn $2,120,215 und $1,368,778 for1974 and 
1973, 1•especlivcly, computed by applying the United Stutes 
Federal incon10 tux rutc. of 48%. t_o incon1c before tax. The 
rcnson_s for these differences nre ns follo\vs: 

Tux expense nl stut-

1074 "-----
P(!rCcnl 

of protux 
An1~t!~~ -~ 

197:1 
--~-

Percent 
of prulax 

Amuunt H1co1nc 

utory rate ••..•• $2,120,215 
lncrcosc (reduct ion) 

40.0% $1,3GB,776 

in taxt•.s resulling 
fran1: 
1'nx~cx1impt in~ 

lC[(!Sl , •• , , • , , (1,342,863) (30.4) (1,341,946) (47,1) 
Stntu incon1u 

tnxus, net of 
Federal inr.ornc 
tax bnncfits ••• '721266 J.G 60,756' 2.4 

Tax benefit from 
par.:::!nl .• ~ ...• (021,052) (14.1) 

Othar-nct w. ' •• (!,309) 18.792 .7 
Actual t11x ex· 

pcrisc ..... 1 •• ~ 227,257 5.1.% s 114,380 4.0'l{. -·-
. 

" 

~·~~-~~~~~~-----cc---~---·~~-~-,-~~~~~--~--~-----~~~~~~~'- ~ 
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Berkshire Hathaway Inc. 
DANK SUBSIDIARY 

The Illinois National Bank & Trust Co. of Rockford 
AND SllllSIIJIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, C:onlinuPcl 

(6) Reserve for Lonn Losses 
Tho fu\lowingschrdulcsnmmnri1.os tlw t:lwng1>s in 1111' 

rcsorvo for lonn losses fm• the years undl'll llect•mlwr :11. 
1974 nnd 1973: 

Dnlan1!n nt huginnlng of Yl'hr .• , .••... 
Rcco\'oric!; on lo11ns previous!~· c:l111rgt~d 

off •••••••••...••••.• , .. , ......• 
Provisiuns clu11'gr.d tu~ 

Operating cxp{!nscs. •.. , •....•... , 
Undlvldml profits • . • . • . • . • . . . . . . 
Deferrn<l lncunu~ tnxc-s ....• , .. , .•. 

Less loans chnrgctl off •••••••..•.••. 
Balance at end of year •.•••..•.•..•. 

t!)~.J 

s1.10J,U~1n 

1.::nn 

H),;JOO 
IiO.U!iH 
51.l~l:! 

1.2fl:!,33U 
41.175 

$1,:!51,lU:J 

l!i~~l 

Sl.O~·l,lilll 

~n.H~I 

tu.100 
tllli,54:1 

4MU 
l.lUOJl:!1J 

17.l~l 

$1.lll:J.li!ill 

Tho portion ofthc rcservowhich was nvailablt• to ubsorb 
possible lonn losses was $719,910 ul Dccmnbl'r 31, 107·1 anti 
$734.495 ut December 31, 1973. 

31 

·rhl' contpont•nts 11f llu· t1·~t 1 1"\'t• fut h1,u1 lusst·~ ~'" HI 
lJrta•111hcr :i11 lH';.".l ,tnd 1H'.".i \Ht' ti:-> ful1o\\'~: 

\'.1lu.1llun l•l\11H.thlt1 i11r rh;1rg1n1: uff 
in,\ll h1~"it'~) , . , . . S :'Hl,1IHJ :') ';":t~A 1 l~~ 

CuntiU~l·nt.~' tun11ivitlrl111roht~;! . :U,·l,:'"-1:.! :.!h.!,':"UJ 
lh·fr,rn~1t 1.1'.\;t':>. ~:r: :>u;! t111i.:tHH 

Sl,,'~1.lld Sl.lti.'.l,11~ll 

(7) l'tmslon and l'rofit-Sbnring Plan 
'l'hl' Dank h.1~ .1 unntnntrihutory pPnsinn 11l.1n ~uul .1 

profil·Shilring plan ror 1lll offict•ff-i t!lltl l'lllpJo~t!i'" \\ ith {\\ n 
fullyc~u s uf st'r\.;i1a1.1'ht• to I al rxpt•nsp \\"asSJ~H.~-1~ lor 1~17.1 
uml Sl+t,'150 [or 1!17:1. 

llas(~tl upnn lhP 1nost rPt:rnt 1.tctu.1ri.tl r1•porl ,\v,1ili.1hh· ( •. 1s 
uf Jamun·y 1. 197·1). tlw [ll'nsiun fund ""'''' l'Xt:t'l'tkd th" 
1..1ct111.1rial romputed vahu~ol'\:t~stPtl lu·nt1hls: .incl llu·n· \\'as 
no 1111fundt•d p11:-it "'t~r\'ic:'' ro"t liahili:y, 

DI Sc I ·OS u R E(!V IF THE ABOVE PAGE IS LESS CLEAR THAN THIS STATEMENT. IT IS 
I.: DUE TO POOR PHOTOGRAPHIC QUALITY OF THIS DOCUMENT. 
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Berkshire Hathaway Inc. 

LINES OF BUSINESS 

Sources of Revenues: 
Rcvcnuus refiuctcd in the r.onsolidatml finnncinl statements im:Judc those from (1) premiums uarnings 

nnd investment income of the lnsurnncn Gmup, plus (2) snlcs 1·m•cnucs from tlrn tcxlilu business of the 
pnrcnt uompnny nnd its Cnnndinn subsidiary plus n minor nmount of investment inr.omu of the parent 
con1JHlll~'. The following tnhlc summnrizcs for till! past five years the totnl revenues derived from tlrns11 
two r.ntcgorics for tho pnst five yours, in thousands or dollnrs: 

1!1711 1!)71 1972 1 !)';:! 1!J74 
lnsurnncc ......................... $42,24!1 SGG,050 SG0.556 Sti0,526 $ 61l,i76 
·roxtilo ............................ 24!029 _26:,99_? -

27,7_72 - :13~479 ~ ~-g~?-9_~ 
$66,078 $92,142 $94,:i2U $94,005 gtl_l,402 

Sources of Not Income: 
The unconsolidated bn.nk subsidinry und the investment .in llhm Chip Stamps represent mldilionnl 

significant sources of income for the Company. Sources of total net income for the pnst. five ycal'S, on 
a pre-tax basis with total tnxcffects to the Co1111mny and its consolidated subsidiurics rcnected.ns n scpnrnlc 
item, were as follows for the pnsl live years: 

lnsurnnco , ..... , . , . , ............. , . 
Tnxlilu . .......................... . 
Unconsolidated bank subsidiary , , ..• 
Blue Chip Stumps , •.•.•.•.....•..•. 
Interest. and corporate ndminislrnlive 

expenses ................... , . , .. 
Realized investment gnin (loss) .... , .. 
Extraordinary item .. , ... , , ..... , ... 

Total pre-tax income , .•...•.•... 
Less: Tolnl income tuxes (cl'Cdit) , ... . 

Nol Earnings ................ , .. 

1970 

$2,639 
104 

2_,973 

(581) 
(:m1) 
282 

5:116 
551 

$4,§.6 .. ~ 

32 

('l'housnnds of Dol/ursJ 
1971 1972 197:1 W7~ 

SG,372 $10,701 Sl0,249 s 892 
233 1,697 2,037 2,660 

2,192 2,700 2,782 4,093 
GO l42 "1,124 1,164 

(6olll) (770) (1,966) (2,324) 
"l,028 1,359 1,331 (1,900) 

-9,245 -15,829 l6,357 ol,577 
1,559 3,703 3,497 

$7,686 $12,12~ :S12,860 
J2,466) 
$7,043 

;:r·--....... -------~·--·.~·----·~-~ -~" - -- - -- -- - -. -.. -- -. - '' 
Disc• losu·R·E® IF THE ABO. VE PAGE IS LESS CLEAR T.HAt<I THIS STATEMENT, .IT IS 
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Berkshire Hathaway Inc. 

FIVE YEAR SUMMARY OF OPERATIONS 

lnsurnnce prcn1iums earned' .... , ........ . 
Net snles of textile products ••••• , .••.•. , • 
Interest nnd dividend income, •.. , •.. , , •• , 

Insurance underwriting gnin (loss) , ........ 
Gross profit from snles of textile products .• 

Interest expense ...... , .. 1 .• •••••••••••.•••• 

Income taxes (credit) npplicnble to insurance 
underwriting and textile operations ...• , . 

:!!!!! 1971 1972 1973 
(Dollars in thousands, ;;Xc;";pt per sho;:Q;;"mounts) 

1974 

$39,172 $60,867 $59.627 $52,929 $60,574 
24,569 26,011 27,742 33,411 32,592 

2,942 5,043 6,646 7,376 8,030 

(331) 1,409 4,284 3,319 (6,692) 
2,349 2,566 4,067 5,105 5,163 

561 595 564 1,605 1,716 

387 1,245 3,241 2,979 (2,010) 

-----------------------------------------------------------------------
Net cnrnings from insurance undcr\vriting 

and. textile operations .................. 
Equity in net earnings or bank subsidiary .• 

Equity in net earnings or Blue Chip Stamps 

Earnings before realized investment gains 
(losses) and extraordinary items .•.•...•. 

R.enlized investment gains (losses) net of in· 
con1c tnxcs •..••.•.•.•....••.•.• , , •••.. 

Net earnings ................ , . , .... , .... . 

Average shores outstanding •••....••.•..•. 

Per share: 
Earnings before realized investment gains 

(losses) and extraordinary items . , •.... 
Net earnings ................ , ......... . 

1,675 

2,973 

4,646 

(301) 

4,565 

979,715 

4.74 
4.66 

33 

4,712 

2,192 

63 

6,967 

719 

7,686 

979,569 

7;11 
7.85 

8,367 

2,700 

111 

11,198 

928 

12,126 

979,569 

11.43 
12.38 

8,141 

2,782 

1,008 

11,931 

929 

12,860 

979,569 

12.18 
13.13 

3,239 

4,093 

1,052 

8,383 

(1,340) 

7,043 

979,569 

8.56 
7.19 

;:_..._ ___________________ ...,.._,.....,,_,::--------------------------~·,- ---

DISCLOSURE R 
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF THE SUMMARY OF OPERATIONS 

Insurance Premiums Earned and lnsur1mce Underwriting Gnin (Loss) 

Tho following tnblc sets forth the net prnmiums wrillen 111\d camcd by the Insurance Gro11p in cnch 
of the pnst three years: 

Opnro lion~!, Arnn 1972 197,1 1974 
(Thousnnds of Dollnrs) 

Spccinlized Auto, General 
l.iability nncl Olhur(1) . ,Written $35!35-l $28,017 $36,738 

Earned :17,950 29,969 34.4:!6 

Roinsurnncc(2) .Written 11,<1:m 10,1tl4 12,204 
Earned 11,699 11,996 121930 

Urbnn Auto(:!) . .Wrillen 6,874 6,571 ll,613 
Enrncd 7,092 6,120 7,902 

Home Stnhl Compnnies(4) ' . .Written 4,2116 5,000 5,442 
Earned 2,886 4,844 5,298 

Tolnls . .Written $57,950 $50,372 $6ll,997 
Enrnod $59,627 $52,929 $6(],574 

- -

(1) Nalionnl Indemnity Company and Nnlional Fh·e & Mnrinn Insurance Compnny less tho Rtiinsurance 
Department of Nnlional Indemnity. 

(2) Reinsurance Deportment of Nnlionnl Indemnity. 

(3) Home and Automobile Insurance Company. 

(4) Corporations organized in lhe jurisdir.lions of Nebrnskn, Minnesota, Tcxus,nnd lawn underwriting 
standard nnd preferred classes o[ fire and casually insurance in those slates. 

Premium volume, both written nnd earned, in Nntionnl Indemnity's most significant line of insurance, 
i.e .. substandard private passenger automobile nnd commercial automobile coverages, is subject to signifi
cant fiuctunlion from year to year. This is n highly competitive nruu, as is the urcn of gcnernl liability 
also underwritten by Nntionul Indemnity. General liability premiums written by National Indemnity 
declined from the preceding year by npproximntely $1 million in both 19,73 and '1974. This decline in 1974 
wns offset by increased writings of workmen's compensation coverages. Private passenger and commercial 
auto underwritings declined by approximately $7 million from 1972 to 1973; this loss in volume was 
substanlinlly recovered in 1974. 

Combined, loss nnd expense ratios (which urc the sum of the ratio of losses and loss expenses incurr1:d 
to premiums earned plus th,e ratio of underwriting expenses to premiums written) have been ns follows 
for the Insurance Group for the pnst five years. 

NET PllEMIUMS 

Wrillen Earned 
(In thousands) 

1970 $45,086 $39,172 
1971 66,455 60,867 
1972 57,95(] 59,627 
1973 5ll,372 52,929 
1974 60,997 60,574 

HATIOS 
Losses and 

Loss Adj. Exp./ 
Earned Prem. 

68.6% 
67.0 
62.0 
62.0 
77.8 

34 

Undnrwrilins 
Expenses/ 

Written Pram. 

31.7 
30.1 
29.7 
32.5 
32.ll 

Combined 
Loss nmf 
Expenses 

llnlio 

100.3 
97.1 
91.7 
94.5 

109.8 
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Tho c:ombinud loss and cxpcmso ratio is the lraditionnl mensurn of underwriting results of property 
and cmsualty 110mpanius. In any your when that rntio exr.ocds 100, it generally indicates that unprofitable 
businnss has been unclorwritl!m. 

Tho total undnrwriting gain or loss ror tho lnsurancm Crnup for the past thrcu yenrs is shown in the 
following Hlblo: 

-- --- ---- __ Jl}1ousumi~ of_Do[nr_s)~ --~ __ 
~~~ 

1072 197:1 1974 
...- ··--~-~-

Stn_lulori• (lt\1\1' SlnlUl!iry Giii\!' Sl11_t_u_l~rj' Giit\!' 

Spcoializml nuto, gun1Jral linbility 
and other S5,5ao $4,329 $4,623 $4,409 $(2,119) $('1,939) 

Roinsurnnr.e . 614 501 715 353 (1,470) (2,008) 
Urlmo Auto . . 86 62 (834) (1178) (1,761) (2,183) 
Homo state cmnpanit1s • -- (7.Qtl) _J.f!.OZJ _J.filll) _(565) (702) (702) 

_S5,~~ li~·~.!i $3,70ll _S3,319 $(6.052) $(6,892) 

The only diffct·enco bot ween tho Statutory and GAAi' underwriting rosulls is tho change in amount 
of premium acquisition cosl!l (underwriting expenses, i.e., commissions, ell;.) which is dcforrcd under 
GA.AP. In oach of tho above ycm·s, tlrn amount of such. costs dofm•rccl nt your-end decreased from tho 
preceding year-ond. The decrnase of $840,000 in defcrrnd acquisition costs in 1974 was generally in 
recognition of unfavorable underwriting results expected from certain portions of the in-force book of 
business, plus, in the cast' of Home nnd Auto, whern no costs were deferred al December 31, 1974, n 
recognition of substantially reduced premium volume without yet having achieved commensurate reduc
tion in opernting expensus. 

The premium rates at which the lnsurnncn Grou1l wrote its business in 1974. proved inadequate. 
Premium rate increases lagged the rate of inflation in both 1973 and 1974, and, while the industry in general 
and the Berkshire lnsurnnce Group in particuh11· escaped the expected consequences in 1973, they suffered 
quite baclly in 1974, 

In addition lo tho negative inliuence on. the Insurance Group of inadequate rates to cover inflating 
claim costs, tho reinsurnnco opcrnlions in 1974 sustained what management considers lo have been nn 
above average number of uataslrophe loss occ:urrenccis rclutml to the April tornadoes in the country. In 
contrnst, mnnagement believes that its c:atastrophe loss occurrences in 197:l wore below nvernge in number. 

The "Urbnn Auto" business referred to above, condm:tocl by Home and A.utomobile Insurance 
Company ("Home nnd Auto") differs from thnt of National Indemnity nncl National Fire & Marine 
principnlly in that rates und other aspects of Home und Auto's business are based almost entirely upon 
(he loss experhmced In the limited urbnn urea in which it operates. These operations were limited to tho 
Chicago urea until 1973 when n similar operation was begun in the Miami nrtm. Premium vnlume from 
this Florida opernlion wns only nominal in 1973, but npproitimated $1,700,000, or 25% of Home and Auto's 
1974 net written premiums. This proved unprofitable, a statutory underwriting loss of approitimntely 
$1,000,000 wns sustnined in 1974 on this Floricln business, and underwriting in Florida by Home and Auto 
wns terminated in 1974. Losses incurred there ure still in process of settlement. Homo and Auto's un
derw1·iting loss in 1973 wus attributable to its Cook County, Illinois business which. hud historically been 
prnfitnble. Premium rule incrnnses were effected fm· the Chicago urea writings in tho fourth quarter of 
1974. This resulted in somewhat lower prumium writings in this traditional area of Home und Auto's 
business in 1974, and it is expected that n significaotly lower level of premiums will be written in nil of 
1975. 

Net Soles und Gross Prpfit from Saltis of Textile Product.s 
Efforts lo optimizo product snlos mix have been continuously underway during the Inst five years 

in the teittilc operations. These efforts lend to be most rowm·ding when demand (or nil products is strong 
us il was in 1972, 1973 nnd during thu first three qunrlcrs of 1974. The lnck of nvnilability of certain desired 
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raw malerials was a minor delerrenl to these efforts in early 1974. The shortages were, we bclicvu, 
altribuJnble to distortions existing in the economy generally and have nol persisted. In late 1974 demnnd 
for our producls fell to depressed levels; lhe major impncl of this will be reflected in lower sales and gross 

profits in 1975. 

1973 compared to 1972: Total sales of textile proclucls in '1973 increased over 1972 by npproximntely 
20% measured in dollars, and 14% measured in yards. The increase in unilsnles was achieved in a profitnhlc 
aren and this, combined with inflation. caused stated gross profits in 1973 to increase hy 25% over 1972. 
See Note 7 to the consolidated finnncinl stalemcnls which discloses the effect on 1973 earningsoflhc change 
in that yenr to the LIFO basis of determining cost of inventories. 

1974 compared to 1973: In 1974 .• unit sales.of textile products declined approximately 14% from 1973; 
but improved product mix and higher selling prices influcnciid in large part by inflation allowed dollar 
sales and gross profits to remain almost level with 1973. 

Interest and Dividend Income 
Interest and div.idcnd income is earned almost entirely by the lnsurnncn Grn~1p. The continuing 

increase in this category of income is the result of increased investments. Interest and dividend income 
is related to average investments for the past five years in the following tnble, which excludes the 
investmentin and dividends received from Blue Chip Stamps, which is accounted for by the equity method. 

1\vcragc Interest and 1\vcragc 
Investments Dividend Per Cent 

at cost lncornc Earned 

(Amounts in 'fhousunrls) 

1970 51,422 2,942 5.72 

1971 79,117 5,043 6.37 

1972 103,217 6,648 6.44 

1973 117,51.6 7,378 6.28 

1974 131,347 8,030 6.11 

The average per cent earned declined in 1973 and 1974 as a result of the increase in the average 
investments in preferred and common stocks relative to the average investment in bonds; the income yield 
on the bonds tends to exceed that o.n the stocks. lnvestments for the past five years are categorized in 
the following table, at the average of their carrying values at the beginning and end o[ each year: 

Bonds, Treasury Prof erred 
bills ond other and comrnon 

short-term obligations stocks Toto I 
(ln Thousands of Dollars) 

1970 41,722 9,700 51,422 

1971 68,906 10,211 79,117 

1972 87,175 16,042 103,217 

1973 81,311 36,205 117,516 

1974. 78,557 52,790 131,347 

Interest Expense 
The significant increase in interest expense in 1973, as compared to 1972, is .attributable to the increase 

in indebtedness outstanding as a result of issuance in March of 1973 of $20,000,000 8% Senior Notes due 
1993. Part ·Of the proceeds of that financing was used to repay $9,000,000 of bank notes which were 
outstanding in 1972, with respect lo which the effective inter.est rate had been less than 7%. 

Income Taxes (Credit) Applicable to. Insurance Underwriting and Textile Operations 
Each year there is a significant difference between pre-tax income reported in the financial statements, 

and income subject to tax. The difference arises prlncipally from certain dividends received credits and 
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from the fact that a considerable portion of income of the Insurance Group is produced by tax exempt 
bonds. For 1974, these items exceeded the pre-tax earnings from insurance underwriting and manufacturing 
operations and nil other items of taxable income.so that a "net operating loss", as defined by the Internal 
Revenue Code, was reported [of' tax purposes. Berkshire Hathaway Inc. and its includible subsidiaries 
join in the filing of n consolidated Federnl income tax return, and the 1974 consolidated net operating 
loss can be carried back to recover income taxes paid by members of the group for 1971 and 1972. 
Consequently, an income tnx credit to earnings for 1974 appears in the summary of earnings, compared 
to an income tax expense !'or preceding years. 

Equity in Net Eamings of Bonk Subsidiary 
Berkshire's equity in net earnings of the Illinois National Bank and Trust Co. of Rockford, a 98% owned 

subsidiary ofBerkshire, increased to $4,093,000 in 1974, an increase of $1,311,000, or47%, over the $2,782,000 
recorded for 1973. The bank incurred no current Federal income tax expense for 1974, benefiting, as a 
member of the group for which Berkshire files a consolidated Federal income tax return, from the net 
operating losses sustained by other members of the group. Increases in the banks pre-tax earnings thus 
virtually became incrcases in its net earnings. 

Income of the bank before income taxes and before securities transactions increased $1,409,000, or 
49.7%, over 1973. The sources of this change were as follows (dollars in thousands): 

Cl1ongc 
1974 1973 1\n1ount % 

Interest income $10,993 $9,324 $1,669 17.9 
Interest expense 4,969 4,351 618 14.2 

Net interest earnings . 6,024 4,973 1,051 21.1 
Non-interest income 1,133 1,080 53 4.9 

7,157 6,053 1,104 18.2 
Non-interest expenses 2,915 3,220 (305) (9.5) 

Income before taxes and before securities 
transactions $ 4,242 $2,833 $1,409 49.7 --

Lonn demand continued strong throughout the year and was accompanied by record high interest 
rates. Accordingly, interest income increased as a result of increased volume of earning assets and a. higher 
yield th~reon. Increased reliance on interest bearing time deposits as a source of funds and an increased 
average rate paid thereon caus.ed the rise in interest expense. 

Non-interest expense items declined in total primarily as the result of a change instituted by local 
taxing authorities in t1ssessing to Berkshire, as a shareholder of the bank, certain capital stock taxes 
previously assessed to the bank. While bank earnings increased as a result of this action by the taxing 
authorities, the net effect of this change wns of no benefit to Berkshire, since taxes not heretofore paid 
by Berkshire amounting to approximately $260,000 appear as part of Berkshire's 1974 selling and adminis
trative expenses. 

Equity in Net Earnings of Blue Chip Stamps 
Berkshire's equity in net earnings of Blue Chip Stamps as computed by the equity method for each 

of the past three years has been as follows: 

Equity in net earnings . . . . . . . . . 
Applicable income taxes . . . . . . . . 
Amortization. of excess of cost over equity in net 

assets . . . . . . . . 
Net equity in earnings . . . • . . • . 

37 

1972 1973 1974. 
--(Amounts in Thousands) 

$458 $1,605 $1,548 
{31) {116) (112) 

{481) 
$1,008 

(384) 
$1,052 
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The number of shares of Blue Chip Stamps owned by Berkshire has increased in each of the past 
three years. Average shares owned in 1972, 1973 and 1974 were, respectively, 464,527, 934,000, and 1,"144,670. 
Stated on the basis of per-average-share-owned, tho above table is as follows: 

1072 197:1 197~ 

Equity in net earnings S0.99 $1.72 $1.35 
Applicable income tuxes (.07) (.12) (.10) 
Amortization of excess of cost over equity in net 

nsscls . _i,_GQ) (.52) ~ 
Net equity in earnings . $0.24 Sl.0!! S0.92 

Realized Investment Gains (Losses) 
Realized investment losses in 1974 aggregated $1,908,000 with a tax carryback credit of $568,000 

reducing the after-tax realized investment loss lo $1,340,000. In 1973 and 1972 realized investment gains 
before taxes were, respectively, Sl,3:12,000 and S'l,359,000; after taxes, $929,000 and $9211,000. Realization 
of investment gains or losses is determined by prevailing investment strategy as applied under changing 
economic conditions, 

Unrealized market value decreases in investments in preferred and common stocks of unaffiliated 
companies amounted to $4,356,000 in 1974 und $13,741,000 in 1973, contrasted with a nominal $272,000 
increase in 1972. In the absence of operating or investment r.easons compelling liquidation, we conside1· 
it inappropriate lo reflect in income the results of temporar~· fluctuations in market value al' investments; 
consequently, unrealized investment losses or gains do not appear in the summary of earnings. 

During the first ten weeks of 1975, the company realized investment losses of approxhnately Sl,500,000, 
net of applicable tax credit. Also during the first ten weeks of 1975 management noted a!•cicovery exceeding 
$10,000,000 in market value of its preferred and common stock portfolio. Neither the lasting effect, total 
timing nor extent of this recovery in market values can be predicted, but management believes that over 
the long term, no significant net loss to the company will result from its. continued holding or sale of the 
securities which constituted its portfolio at December 31, 1974. 
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Berkshire Hathaway Inc. 

DIRECTORS AND EXECUTIVE OFFICERS 
· WARREN E. BUFFETT, Director and Chairman of the Board 

Chief Executive Officer of the Company 

KENNETH v. CHACE, Director 
President of the Company and Chief Operating Officer of the 
Textile Operations of the Company 

MALCOLM G. CHACE, JR., Director 
Retired, Former Chairman of the Board of Directors 

J. VERNE McKENZIE, Director 
Vice President, Secretary and Treasurer of tho Company 

COMMON STOCK PRICES 
The common stock u( Berkshire Hathaway Inc, is traded. in the over the counter market. The high and low bid 

prices for the stock in each quarter of 1973 and 1974 is sci forth in the following table: 

High Lotv 

1.973 1st Quarter 93 BO 
2nd Quarter 87 85 

3rd Quarter BB 83 
4th Quarter 87 71 

1974 1st Quartm· 76 72 

2nd Quarter 76 64 
3rd Quarter 64 49 
4th Quarter 49 40 

·rho Company has not paid a. dividend in the. past l\VO years. 
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(In thousands except for amounts per share) 

Fiscal year ended 

March 1, March 2, 
1975 1974 ---

Stamp service revenues •...•..•.................. $25,564 $ 51,375 

Merchandise promotions and incentive sales ......•.. 11,022 6,261 

Candy sales ......•.•..............•......•.... 42,907 35,780 

Other revenues ..................•...•.•..... , .. 9,872 -~03 ---
Total revenues ..............•.............•.... $89,365 $102,219 

Income before equity in net income of Wesco 
Financial Corporation, securities gains 
(losses) and extraordinary credit .........•...•... $ 5,377 $ 6,767 

Equity in net Income of Wesco Financial Corporation ... 2,131 1,42~ 

Income before securities gains (losses) and 
extraordinary credit ........................... 7,508 8,190 

Securities gains (losses), less income taxes .......... 254 (185) 

Extraordinary credit .. .......... ' ................ 903 
Net income .................................•.. $ 8,665 $ 8,005 

Per share: 
Income before securities gains (losses) and 

extraordinary credit ....................•.... $ 1.45 $ 1.58 ----
Net income ...•......•....................... $ 1.67 $ 1.55 ----
Book value ................................•. $13.00 $11.56 

= 

Quarter ended 

March 1, March 2, 
1975 1974 

$ 5,862 $ 8,774 
2,719 1,317 

21,220 17,572 
2,797 2,672 

$32,598 $30,335 

$ 2,378 $ 2,772 
319 452 

··---

2,697 3,224 
826 (398) 

790 
$ 4,313 $ 2,826 

$.52 $.62 
= -
$.83 $.55 --
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Net income increased $.12 per share to $8,665,000 or $1.67 per share for the fiscal year ended 
March 1, 1975 The current per share figure includes securities gains of $.05 and an 
extraordinary credit of $.17, compared to securities losses of $.03 for the prior fiscal year. 

Earnings before securities transactions and the extraordinary credit totaled $7 ,508,000 
or $1.45 per share for the current fiscal year, down $.13 from a year ago. 

A substantial portion of the securities gains this year were realized during the fourth quarter 
resulting in a substantial increase in the extraordinary credit, which represents the amount of 
federal income tax on capital gains that will not be payable due to utilization of capital 
loss carry-forwards. 

Stamp service revenues again declined substantially from those generated in the 
preceding year. Total revenues dropped to a lesser extent due to increases in sales of See's 
candy and in other categories of revenue. 

See's Candy Shops, Incorporated had a record year, by a substantial margin, in profits as 
well as sales, under the very capable leadership of Charles Huggins. 

Blue Chip's equity in net income of Wesco Financial Corporation increased sharply as a 
result of a substantial increase in ownership, which is now 64%. Wesco's earnings declined, 
generally following the profit trend for the savings and loan industry. 

We have expanded the annual report this year to comply with new government 
regulations. Rather than repeat here numerous other explanations of changes in our business, 
we direct your attention to the sections entitled Principal Business Activities and Summary 
of Operations. 

Revenues in our .original business, trading stamps, have declined approximately 80% in 
the last five years. This severe decline in volume could not be foreseen. We take pride in our 
adjustment to adversity over the last few years. You will note, for example, that the $40,000,000 
in bank loans that appeared on the March 2, 197 4 consolidated balance sheet has been 
repaid and our outstanding debentures have been substantially reduced. We will continue to 
seek ways to build and maintain the value of your investment in the Company. 

Cordially you rs, 

/)r · O,JI ~1<~ 
DonaldA. Koeppel 
Chairman of the Board and 
President 

April 14, 1975 
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Blue Chip Stamps (the "Company") and its 
subsidiaries are engaged in four lines of business: 

(1) The trading stamp business. The Company 
provides a trading stamp service to retail merchants 
and their customers in Callforni11 and Nevada. The 
service Includes the issuance of trading stamps, 
oatalogs, savings books, signs, banners and other 
promotional material as well as the redemption of 
Blue Chip stamps for merchandise or cash through 
sixty-five redemption stores. 

(2) The incentive and merchandise promolion 
business. Blue Chip Incentives operates as a separate 
division on a nationwide basis. It 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 fullillment of 
merchandise orders. 

(3) The candy business. See's Candy Shops, 
Incorporated, a 99%-owned subsidiary acquired in 
January 1972, produces quality candy and 
confectionery products in two fully equipped 
kitchens In California. The candy is sold fresh to the 
public in 170 company .. operated shops in nine 
western states including Hawaii. The See's entity is 
believed to be one of the largest candy manufacturers 
distributing through Its own chain of retail shops. 
Chocolate, sugar and certain other essential 
ingredients are generally available but subject to 
price fluctuations from time to time. A substantial 
portion of each year's candy sales are generated 
during thG Christmas season. 

Revenues: 

(4) The savings and loan business. Wesco Financial 
Corporation, an ut1,consolidaled subsidiary controlled 
since late 1973, ovins all of the outstanding guarantee 
stock of Mutual Savit1g.~ and Loan Association, which 
operates at thirteen locations in Southern California. 
The association is engaged in the business of lending 
money, principally secured by first liens against real 
estate, to enable borrowers to purchase, construct 
or refinance real property. 

Stamp ser/ice revenues have declined from a 
historical pea~of $124.180,000 for the fiscal year 
ended Februr.ry 28, 1970 to $25,564,000 for the fiscal 
year ended March 1, 1975. This decline has resulted 
primarily from two factors. First, a number of 
supermarket operators discontinued or reduced the 
use of trading stamps in connection with their 
conversion to discount merqhandising. Second, the 
service station industry, as a result of the gasoline 
shortage, virtually eliminated the use of stamps. The 
reduction in stamp revenues has increased the 
relative importance lo the business of the remaining 
customers: the three largest customers, all Southern 
California supermarket chains, accounted for 27% 
of stamp volume during the fiscal year ended March 
1, 1975 as compared with 12% the preceding year. 
Over the past three years the Company has reduced 
the number of redemption stores from a peak of 90 
to 65 at present. The number of its employees 
fluctuates but now averages less than 600. 

The. following table sets forth the relative 
contribution of each line ofbusiness presently 
accounting for ten per cent or more of total 
(consolidated) revenues or of total income before 
income ta)(es, securities gains (losses) and 
e>\traordlnary items for the five fiscal years 
ended March 1, 1975: 

.!!ill. 1974 ~ .Jfil ..!lli.. 

Trading stamp service •.•...••••..•....••..........•. 
Incentive and merchandise promotions •••.....•••.•.••• 

39% 
12 

59% 
6 

73% 95% 99% 
2 1 1 

Candy business ... , .••...•...•.•.•.•...•••..•.•••.. 
Income (loss) before income taxes, securities 

gains (losses) and extraordinary items: 
Trading stamp service ..•..•••..•.•..•......•..••.• 
Incentive and merchandise promotions •.•..••..•...•. 
Candy business .•••..•..•.•..••••.•....••.•••...• 
Savings and loan business •..••....•..••..•••.•.•.. 

49 35 

44 
(7) 

77 40 
30 16 

25 4 

60 95 100 
2 1 
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Five Fiscal Years Ended March 1, 1975 
(In lhousnnds oxcopl for amounts per share) 

1975 
R.evenues: 

Stamp service revenues .••. , ••..••..•••• S 25,564 
Merchandise promotions and incentive sales. 11,022 
Candy sales .•.••••.•.• , .•..••.• , • . • • • 42,907 
Dividends and interest . , ......... , • .. .. • 7, 738 
Other •••...•••..•..••..•..•...•••..•• ___ _5J ~'! 

Costs and expenses: 
Cost of redemptions and sales .•.. , •...•• 
Selling, general and administrative expenses 
Interest ....... ~ •........................ 
Discount amortization ••.•••••...••.•... 

Income before income taxes, equity In net Income 
of Wesco Financial Corporation, securities 
gains (losses) and extraordinary items ..•.• 

Provision for income taxes .•..•.••••.•••••. 
Equity in net income of Wesco 

89,365 ---. -·-·· 

54,912 
23,483 

4,050 
306 

82,751 - - ---·--

6,614 
(1,237) 

Financial Corporation .••..•.....•..•.••• ~-s 131 
Income before securities gains (losses) 

and extraordinary items • • • . • . • • . . . • • • • • • 7,508 
Securities gains (losses), less income tax effect __ 2?'! 
Income before extraordinary items . • . • • . • . . • 7,762 
Extraordinary credit (charges) . • • • • • • • • . . . • 903 
Net income . , •.••. , •••.•.•••••••.•..•.•• ~0 8_&'~~ 

Per share: 
Income before securities gains (losses) 

and extraordinary items ...•. , .•.•..... 
Securities gains (losses). less income tax effect 
Income before extraordinary ltetns ••.. , ••• 
Extraordinary credit (charges) •• , ••••••... 
Net income ••••••..•.••••.••.•.•••..•• 

Dividends. declared ••••.•.•••..• , .••••• 

$1.45 
.05 

1.50 
.17 

$1.67 

$ .24 -

$ 51,375 
6,261 

35,780 
8,260 

543 ----.. --~-- . 
102,219 

68,156 
21,263 
3,597 

365 
93,381 

8,838 
(2,071) 

1,42_3 

8,190 

___ J1.8.§l 
8,005 

~- __ 8,005 
-~ -----

$1.58 

. .J:Q~) 
1.55 

$1.55 

$ .24 

$ 88,736 
3,624 

32,049 
7,315 

599 

95,6ll2 
21,729 
2,638 

358 
12q,?87 

11,936 
(3,828) 

8,108 

__ J8.2) 
8,026 

(925) 

~-, ~10_1 

$1.58 

.J:P~l 
1.56 

.J:l~ 
$1.38 

$ .24 

1972 

$100,622 
2,145 
4,104 
6,359 

872 
_114,102 

93,791 
10,917 

927 
365 -- .. -----

JQ6,0Q_Q 

8,102 
(2,195) 

5,907 
_(1,6_93) 

4,214 

$1.15 

- p3) 
.82 

$ .82 

$ .24 

1971 

$118,374 
1,759 

6,203 

- 1,448 

___ 1~_.1~. 

104,392 
8,558 

705 
358 

~·-· _..,._. ___ . 

. )~4.013 

13,771 
(5,032) 

8,739 

-· .{!55) 
8,584 

$1.72 

_l03) 
1.69 

$1.69 

$ .24 
= 

D' Is' c ~ 'OS u R' E 0 IF THE ABOVE PAGE IS LESS CLEAR TH~N=_;IS STATE,MENT. IT IS 
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Notes to Summary of OpernUons 

Candy sales and other accounts of the candy 
subsidiary are included on a consolidated basis 
from acquisition In January 1972. 

. The Company's equity in Wesco Financial 
Corporation's net income is included under the 
equity method beginning with the fiscal year ended 
March 2, 197 4 (see Note 1 to the accompanying 
consolidated financial statements). 

The extraordinary charges for the year ended 
March 3, 1973 represented settlement of lawsuits, 
less income tax effect. The extraordinary credit for 
the year ended March 1, 1975 represented the 
amount of federal income tax which is not payable 
due to offset of capital loss carry-forwards, primarily 
from the year ended March 4, 1972. 

Management's Discussion and Analysis al the 
Summary of Opernllons 

The decline In stamp service revenues throughout 
the five-year period ended March 1, 1975 has been 
caused by various factors as explained above under 
Principal Business Activities. 

Revenues from merchandise promotions and 
incentive sales have Increased sharply during the 
two years ended March 1, 1975 primarily as a result 
of the Company's diversification into developing, for 
oil companies and other large issuers of credit cards, 
complete merchandise packages for their credit 
card holders. 

Candy sales Increased from fiscal 1973 to fiscal 
1974 due to modest increases in average. price per 
pound and number of pounds sold. The increase in 
fiscal 1975 resulted from substantial further 
improvement in the pricing structure. 

The increase in dividend and lnterest income 
from fiscal 1973 to fiscal 1974 was mainly the result 
of improved yield on equity securities. 

Other revenues in fiscal 1975 included a 
$1,254,000 gain on sale of the Company's Richmond, 
California warehouse and a $311,000 gain on 
purchase and early retirement of outstanding 
debentures. 

Cost of redemptions and sales during the two 
years ended March 1, 1975 was generally 
commensurate with related revenues. 

The increase in selling, general and 
administrative expenses from fiscal 1974 to fiscal 
1975 was due mainly to a slight overall increase In 
employee compensation as well as an Increase in 
commissions paid wlth respect to credit card 
merchandise promotions. 

The sharp rise In interest expense during fiscal 
1974 and 1975, despite a slight reduction in average 
loan balances over the period, was caused principally 
by increases in the prime interest rate upon which 
loan interest was based. 

The provision for Income taxes declined as a 
percentage of pre-tax income from 32% In fiscal 1973 
to 23% in fiscal 1974 due to an Increase in dividend 
Income, most of which ls 85% excludable In 
computing federal taxable income. The effective rate 
dropped further to 19% in fiscal 1975 because 
excludable dividends, although reduced, represented 
a greater proportion of pre-tax income. 

The Company's equity in net income of Wesco 
Financial Corporation increased from fiscal 1974 to 
fiscal 1975 due to a substantial increase In ownership, 
which ls now 64 % . Wesco's earnings declined. 

Securities gains and losses fluctuate from year 
to year and accordingly are set out separately. The 
after-tax change from net losses of $185,000 in fiscal 
1974 to net gains of $254,000 in fiscal 1975, although 
material, was not abnormal to the business. 

Revenues, expenses, earnings and other items 
set forth on the summary of operations are not 
necessarily indicative of future revenues, expenses, 
earnings and other items. In particular, stamp 
service revenues have declined over the past five 
years and the contribution of the trading stamp 
business to pre-tax earnings over the same period 
has declined lo nil (see Principal Business Activities). 
As indicated Ir. Note 1 Oto the accompanying 
consolidated flnanclal statements, the Company 
believes tha.t a sale or spln-off of one-third of its 
C . ilfornia trading stamp business, if consummated 
under existing market.conditions, would compel 
it to discontinue issuance of trading stamps. 
However, the Company now considers forced 
consummation of any sale or spin-off unlikely. 

.DISC• iQSU~R· -E@ IF THE ABOVE PAG~ 1.s LESS CLEAR THAN THIS STATEMENT. IT 1s 
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To the Board of Directors and 
Stockholders of Blue Chip Stamps 

606 SOUTH OLIVE STREET, LOS ANGELES, CALIFORNIA 9001~ 
213·623-2131 

April 14, 1975 

We have examined the consolidated balance sheet of Blue Chip Stamps and 
its consolidated subsidiary as of March 1, 1975 and March 2, 1974, and the 
related consolidated statements of income and retained earnings and of 
changes in financial position for the fiscal years then ended. 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. We did not 
examine the financial statements of Wesco Financial Corporation which is 
accounted tor on the equity method in the consolidated financial statements 
(Note 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 to the amounts included for Wesco Financial Corporation, 
is based solely upon such report. 

As explained in Note 10 to the accompanying consolidated financial 
statements, the Company is subject to certain legal proceedings. 

In our opinion, based on 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 1, 1975 and March 2, 1974 and the results of their operations 
and the changes in financial position for the fiscal years then ended, 
in conformity with generally accepted accounting principles consistently applied. 

DISCLOSURE R 
IF THE ABOVE PAGE IS LESS CLEAR THAN THIS STATEMENT, l_T IS 
DUE TO POOR PHOTOGRAPHIC QUALITY OF THIS DOCUMENT. 
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(;ct11sctlicl;1tccl ll;1l;111cc Sl1cct Blue Chip Stamps 

March 1, 1975 and March 2, 1974 (Note 1) 

1975 
ASSETS 

Cash ••• , .•................•.......•.......••........•............ $ 1,506,000 

Marketable securities, at cost (market value, $59,594,000 at 
March 1, 1975 and $128,654,000 at March 2, 1974) (Note 3) . .. . . . . . • • .. . . 77,541,000 

Accounts receivable • . . • . . • • . • . . • • . • • • . . . • . • . . . . . . . . . . . . . • . . . . . . • . . . 5,529,000 

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

Prepaid income taxes and other expenses (Note 7) •.•...............••... 

Property, fixtures and equipment, net (Note 4) .......•...•... , •.•........ 

Investment in Wesco Financial Corporation (Note 1) •......•.............. 

Excess of cost over equity in net assets of See's Candy Shops, 

11,767,000 

6,689,000 

8,273,000 

26,307,000 

Incorporated, less accumulated amortization (Note 1) • . . . . . • . • . . . . . . . . . . 15,883,000 
$153,495,000 

LIABILITIES AND STOCKHOLDERS' EQUITY 

Accounts payable and accrued expenses ..•.........•...•.•............ $ 

Income taxes payable (Note 7) ..•.......••......•...•••.•.•......•..•. 

Liabili~y for unredeemed trading stamps (Note 2) .....•................... 

Notes payable to bank .........•.•..•......•..•.....................• 

6% % Subordinated Debentures due 1978. (Note 5) ......•...•...•........ 

Stockholders' equity (Notes 5, 7, 8 and 10): 

Common stock, par value $1.00 

Shares authorized- 7,000,000 

5,489,000 

2,002,000 

72,183,000 

6,512,000 

86,186,000 

Shares outstanding~ 5,179,000 .. .. .. . . • . . . . . • .. . . . . .. . . . . . . . . . . .. 5,179,000 

Paid•in capital . . . . . . . . . . . . . . . . . . . . . • . . . . . . . . . . • . . . . . . . . • . . . . . . . . . 1,579,000 

Retained earnings ... , . . . • . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 60,551,000 

Total stockholders' equity . . . . . . . . . . . • . . . . • . . . . . . . . . . . . . . . . . . . 67,309,000 
$153,495,000 

1974 

$ 3,013,000 

132,743,000 

4,034,000 

10,355,000 

5,861,000 

10,454,000 

17,446,000 

16,314,000 

$200,220,000 

$ 8,146,000 

2,858,000 

78,776,000 

40,000,000 

10,553,000 

140,333,000 

5,179,000 

1,579,000 

53,129,000 

- 59,887,000 
$200,220,000 

See accompanying notes to consolidated financial statements 

~"' 
-~~------··~-~~ ....... ~ -~-----~----- - - - . - - - --~-,~--~~-·-~---·---
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(;ct11sctli•lattccl Stattc111c11t ctl" l11cct111c 
at11cl Ilctati11c•I Ear11i11gs Blue Chip Stamps 

Filly-two Weeks Ended March 1, 1975 and March 2, 1974(Note1) 

1975 

Revenues: 
Stamp service revenues (Note 2) .......................... , ......... $ 25,564,000 
Merchandise promotions and incentive sales . . . . . . • . . . . . . . . . • . . . . . . . . . . 11,022,000 
Candy sales . . . . . . . . . . . . . . . . . . . . . • . . . . . . . . . . . • . . . . . . . . . . . . . . . . . . • 42,907,000 
Dividends and interest ........•....•......... , . . . . . . . . . . . . . . . . . . . . . 7,738,000 
Other revenues (Notes 4 and 5) . . . . . . . . . . • . • . . . . . . .. . . . . . . . .. . .. . . . . 2,134,000 

Costs and expenses: 
Cost of redemptions and sales (Note 2) ............. , ................ . 

Selling, general and administrative expenses ........•.......•......... 

Interest and discount amortization ...............................•... 

Income before income taxes, equity in net income of 
Wesco Financial Corporation, sec.urities gains (losses) and 

89,365,000 

54,912,000 
23,483,000 

4,356,000 
82,751,000 

~---~-

extraordinary credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . • . . . . . . . . . . . . . . . 6,614,000 
Provision for income taxes (Note 7) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,237,000) 
Equity in net income of Wesco Financial Corporation (Notes 1 and 7) . . . . . . . . . 2,131,000 
Income before securities gains (losses) and extraordinary credit • . . . . • . . . . . . . 7,508,000 
Securities gains (losses), less income tax effect (Note 7) ......•..... , . . . . • . 254,000 
Extraordinary credit (Note 7) .......... , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 903,000 
Net income . . . . . . • . . . . . . . . . . • . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,665,000 
Retained earnings ;it beginning of year . . . . . . . . . . • . . . . . . . . . . . . . . . . . . . . . . 53, 129,000 
Cash dividends of $.24 per share per year (Note 5) .. , . . . . . . . . . . . . . . . . . . . . . (1,243,000) 
Retained earnings at end of year ....................................... $ 60,551,000 

""~-

Amounts per share based on weighted average shares outstanding: 

Income before securities gains (losses) and extraordinary credit .......... . 

Securities gains (losses) ......... ~ ............... , ................ . 
Extraordinary credit ............•............•..................... 

Net income .....................•. , , .............................. . 

$1.45 
.05 
.17 

$1.67 

1974 

$ 51,375,000 
6,261,000 

35,780,000 
8,260,000 

543,000 
102,219,ooq 

68,156,000 
21,263,000 

3,962,000 
93,381,000 

8,838,000 
(2,071,000) 
1,423,000 
8,190,000 
(185,000) 

8,005,000 
46,367,000 
(1,243,000) 

$ 53, 129,000 

$1.58 
(.03) 

$1.55 

See accompanying noles to consolidated financial statements 

D. 1·5c· • ,05u· R. · E~ IFTHEABOVEPAGEISLESSCLEARTHANTHISSTATEMENT.ITIS 
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Cc,11sc,Jicl;1tccl St;1tc111c11t .,1· Cl1;111gcs i11 
Fi11;111ei;1) I•c,sitic)ll Blue Chip Stamps 

Fifty-two Weeks Ended March 1, 1975 and March 2, 1974(Note1) 

1975 
Sources of cash: 

Income before extraordinary credit .. , .....•...................•..... $ 7,762,000 

Add (deduct) items not requiring (providing) cash: 
Depreciation and amortization . , .... , ...................•..•...•.. 

Increase in prepaid income taxes and other expenses •.............•. 
Equity in net income of Wesco Financial Corporation less 

dividends received, net of income taxes .•...•.................... 

Cash provided by operations before extraordinary credit .•............... 

Extraordinary credit -federal income tax not payable 
due to offset of capital loss carry-forwards ...............••......... 

Decrease in marketable securities ..... , ....•.........•.............• 

Decrease (increase) in property, fixtures and equipment ..........••..... 

Total ..........••..................... , ......•....•....... 

Uses of cash: 

1,582,000 
(1,216,000) 

(1,379,000) 

6,749,000 

903,000 
55,202,000 

961,000 

63,815,000 

Decreas.e (increas'~) in notes payable to bank . . . • . . . . . . . . . . . . . . . . . . . . . . 40,000,000 

Purchase of debentures for retirement .....•..................•....... 

Purchase of stock of Wesco Financial Corporation .. , ................•.. 
Payment of dividends •.•.............•...............•............ 

Increase (decrease) in accounts receivable ........... , .....•......... 
Increase (decrease) in merchandise and supplies inventories ............ . 

Decrease in accounts payable ..................................... . 
Decrease in income taxes payable ..................•................ 

Decrease in liability for unredeef11ed trading stamps ................... . 

Total .. , ...........•...............•..•......•............ 

4,041,000 
7,025,000 
1,243,000 
1,495,000 
1,412,000 
2,657,000 

856,000 
6,593,000 

65,322;000 

Decrease in cash ........................... , ..................•.... $ (1,507,000) 

1974 

$ 8,005,000 

1,931,000 
(91,000) 

(1,004,000) 

8,841,000 

11,858,000 
(1,022,0bO) 

19,61z,ooo 

(10,245,000) 

287,000 
16.224,000 

1,243,000 
(114,000) 

(2,759,000) 
480,000 

1,169,000 
14,575,000 

20,860,000 

$ (1, 183,000) 

See accompanying notes to consolidated financial statements 
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l~11at11eiai.l Stattc111c11ts 

NOTE 1 - Subsidiary companies: 

The consolidated financial statements include the 
accounts of the Company and its 99%-owned 
subsidiary, See's Candy Shops, Incorporated (See's). 
The excess of cost over equity in the net assets of 
See's is being amortized over 40 years; amortization 
amounted to $431,000 in each of the fiscal years 
ended in 1975 and 197 4. 

The Company's investment in Wesco Financial 
Corporation (Wesco), a savings and loan holding 
company, has increased from 21,9% at March 3. 
1973 to 44.6% at March 2, 1974 and 64.4% at March 
1, 1975, The investment is recorded at cost plus 
equity in Wesco's calendar-year net income, less 
taxes; the $18,699,000 ard $12,562,000 excess.of 
equity in the net assets of Wesco over cost at 
March 1, 1975 and March 2, 1974, respectively, 
is being amortized over 40 years. Such amortization 
amounted to $457,000 and $218,000 during the fiscal 
years ended in 1975 and 1974. Summarized financial 
information of Wesco for the ye1Jrs ended December 
31, 1974and ·;g731o11ows: 

Oecember31, December31, 
1974 1973 

Assets-· 
C!lsh and marketable 

securities ....... $ 53,065,000 
Loans receivable, less 

unearned loan fees, 
unre!llized profit 
and .lo!lns in 
process . . . . . . • . . 389,065,000 

Other !lssets . . . . . • . 23,516,000 
$465,646,000 

Liabilities and 
stockholders' equity-
Savings deposits ... $333, 117,000 
Other liabilities . . • . . 62,238,000 
Total liabilities . . . . . 395,355,000 
Stockholders' equity, 

partially 
appropri!lted • . • . 70,291,000 

$465,646,000 

$ 40,112,000 

389,584,000 
22,284,000 

$451,980,000 

$345,530,000 
38,899,000 

384,429,000 

67,551,000 
$451,980,000 

Total revenues ....... $ 35, 180,000 $ 34,289,000 

Net income .........• $ 3,927,000 $ 4,608,000 

Wesco's appropriated retained e!lrnings at 
December 31, 197 4 and 1973 include approximately 
$43,852,000 and $43,256,000, respectively of tax 

Blue Chip Stamps 

reserves for which no provision for federal income 
taxes has been made. If in the future these 
appropriations are used for any purpose other than 
to absorb bad debt losses, federal income taxeswill 
be imposed at.the then applicable rates. The Federal 
savings and Loan Insurance Corporation, in 
connection with the insurance of savings deposits, 
requires savings and !can associations to maintain 
certain reserves which may be used only for the 
purpose of absorbing losses. In addition, associations 
must maintain certain reserves under California law. 
Such reserve requirements were met as of 
DecembQr31, 1974and1973. --· ""-, 

: ' i, 
NO:~TE :.-- St1imp service accounting: 

i'hc/::dinpany recognizes stamp service revenues 
u\)r<1\ issuance of its trading stamps and provides a 
liability account for unredeemed trading stamps 
consisting of estimates of the cost of merchandise 
and. related redemption expenses. The Company's 
estimated cost of future redemptions depends · 
on two factors: (1) the percentage of stamps issued 
which will ultimately be redeemed and (2) the tutu re 
costof the merchandise and redemption expenses 
per stamp which will be required. The Company's 
accounting practice for many years has been to 
assume that 97,5% of stamps issued will ultimately 
be redeemed and to base its.estimate of future 
redemption costs per stamp on the most recent 
information available. Both assumptions are 
considered Jess reliable now than in previous years 
because of the substantial decline in the Company's 
issuances of trading stamps and continuing increases 
iri total redemption costs per stamp. Under such 
conditions, the current redemption rate may well be 
less than the 97.5% estimated with respect to prior 
years, and future redemption costs per stamp may 
well be higher than those projected. Because the 
Company does not yet have sufficient P,Xperience to 
be reasonably certain of a revised ,·edemption rate or 
of the appropriateness of revising its method of 
estimating the future cost of merchandise and 
related redemption expenses, the Company has 
.continue.d use of its historical accounting practice. 
The liability for unredeemed trading stamps of 
$72,183,000 at March 1, 1975, included $55,581,000 
for the cost of merchandise and $16,602,000 for 
redemption expenses. 

DISC I '05 u R ... E (!0 IF THE ABOVE PAGE IS L~SS CLEAR THAN THIS STATEMENT. IT IS 
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NOTE 3 - ;\\arketable securities: 

Following is a summary of marketable securities, 
which are stated at co<t determine.d by the first-in, 
first-out method: 

Cost Markel Value 
March 1 , 1975-

Short-terrr 
investments •.... $ 5,382,000 $ 5,382,000 

Preferred and 
common .stocks 72.159,000 .54,2.12,000 

~· 77,541,00Q $ 59,594,000 

March 2, 1974-
Short-term 

investments ..... $ 31,164,000 $ 31,183,000 
Preferred and 

common stocks .. 101,579,000 97,471,000 
$132,743,000 $0213,654,r'JO 

Marketable securities, among other assets, 
are held primarily for the purpose of satisfying the 
Company's cbligation to redeem outstanding trading 
stamps which, based on the Company's experience, 
will be presented for redemption over a number 
of years. 

NOTE,-'4- Property, fixtures and equipment: 

. Foliowing is a summary of property, fixtures and 
equipment, stated at cost: 

M.arch 1, 
1975 

Land ................. $ 2,323,000 
Buildings .... , . . . . . . . . 4,031,000 
Furniture, fixtures 

and equipment ...... . 
Leasehold improvements. 

Less accumulated 
depreciation and 

9,047,000 
4,465,000 

19,866,000 

amortization . . . . . . . . . 11,593,000 

$ 8,273,000 

March 2, 
1974 

$ 2,900,000 
5,755,000 

9,289,000 
4,287,000 

22,231,000 

11,777,000 

$1 0,454,000 

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 
$1,220,0GO and $1,353,000 for the fiscal years 
ended in '1975 and 1974. 

A $1,254,000 gain on the sale of the Company's 
Richmond, California warei1ouse is included in other 
revenues in the fiscal year ended in 1975. 

NOTE 5 - Debentures: 

The indeniure underlying the debentures requires 
three annual.sin~Jng fund payments of $2, 168,000 art 
approximat.elyNovember 30, 1976 through 1978. 
Dur.ing the fiscaiyear end!'ld in 1975 the Company 
purchased and retired $4,041,000principal amount 
otdebentures in anticipation of its November 30, 1974 
and 1975 sinking fund requirements. Gains of 
$311,000 resulting from the purchases are included 

· . in otherrevenues, · · · 

Under the terms of the indenture, the Company 
is permitted to pay cash dividends in any fiscal year 
in &n amount not to exceed the greater of (a} 24 cents 
pE!rshare or (b} 25% of net income for the preceding 
fiscal year. Dividends may not be paid ifthe Company 
is in arrears in any sinking fund payments. 

NOTE 6 - Pension and profit sharing pl_ans: 

EmployE!es ofthe Company and of its consolidated 
subsidiary who meet certain eligibility requirements 
are covered under .either Company-sponsored non
contributory pension or profit sharing plans or 
union-sponsored pension plans. The Company
sponsored plans are funded annually; the cost for 
the fiscal years ended in 1975 and 1974 approximated 
$386,000 and $435,000 respectively. There are no 
unfunded vested benefits under the plans. 

The Employee Retirement Income Security Act 
. of 197:4 is principally concerned with participation, 

vesting, and funding requirements. The Company 
does not expect that amendments to the pension 
and profit sharing plans which may be required under 
th.e A;;\ will have a significant financial impact. 

NOTE 7 "'-Taxes on· income: 

The consolidated statement of income contains 
charges for income taxes as follows: 

Fiscal year ended in 
1975 1974 

Provision for income 
taxes .... , •......... $1,237,000 

Charged against equity in 
net income of Wesco 
Financi;;I Corporation 

Charged (creditad) 
against securities 

244,000 

gains (losses) . . . . . . . . 284,000 
Extraordinary credit, 

representing federal 
income tax not payable 
due to the offset of capital 
loss carry-forwards . . . (903,000) 

Total taxes charged in 
income staterneni .... $ 862,000 

. These taxes are payable aio: follows: 

$2,071,000 

32,000 

(9,000) 

$2,094,000 

Fiscal.year ended in 
1975 1974 

Payable currently-
Federal ............. $ 
State .............. . 

Payable (recoverable} 
in the future-

788,000 
789,000 

1,577,000 

Federal . . . . . . . . . . . (543,000) 
.State . . . . . . . . . . . . . (172,00Q) 

(715,000) 
Total taxes charged in 

$1,440,000 
667,000 

2,107;,000 

(18,000) 
5,000 

(13,000) 

income statement .... $ 862,000 $2,094,000 

I'. '~ , 
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Of the above taxes, the amounts currently 
payable are included i.n income taxes payable on 
the consolidated balance sheet .The amounts payable 
(recoverable) in the !Uture are included in prepaid 
income taxes or income taxes payable and result 
from the following timing differences in the 
recognition of revenuecand expense items on the 
books as cornpared to the tax returns: 

Fiscal year ended in 

Deductible California 
franchise taxes 
over (under) those 
accrued on the books . . $ 429,000 $ (70,000) 

Deductible redemption 
expenses over (under) 
those accrued 
on the books . . . . . . . . . (1,351,000) 

Deferred taxes on 
undistributed earnings 
of Wesco Financial 
Corporation ......... . 

Other timing differences .. . 
Total taxes recoverable 

113,000 

94,000 

57,000 

in the future .......... $ (715,000) $ (13,000) 

The consolidated balance sheet includes prepaid 
income taxes of $4,925,000 and $3,815,000 at March 
1, 1975 and March 2, 1974, resulting primarily 
from deducting certain redemption expenses for tax 
purposes when stamps are redeemed and for 
book purposes when stamps are issued. 

The provision for income taxes of $1,237,000 
for the fiscal year ended in 1975 amounted to 18.7% 
of pre-tax income of $6,614,000; the provision of 
$2,071,000 for the prior fiscal year represented 
23.4% of pre-tax income of $8,838,000. Following is 
a summary of the differenc13s between the federal 
statutory rate and th'?,se effective percentages: 

Statutory federal income 

Fiscal year ended in 
1975 1974 

tax rate . . . . . . . . . . . . . . . . . . . 48.0% 

Federal tax benefit from 
dividend exclusion .......... (31.5) 

State income taxes net of federal 
income tax benefit .. , . . . . . . . 5.1 

All other (net) .. , . . . . . . . . . . . . . (2.9) 

Effective income tax rate ....... 18.7% 

48.0% 

(27.7) 

3.8 

(.7) 

23.4% 

Investment tax credits, which have not been 
material, are recognized as the tax benefits 
are realized. 

The Internal Revenue Service has examined 
federal income tax returns for the fiscal years ended 
in 1969through1974. As a result of the examination 
for the three fiscal years ended in 1971, the Service 
proposed a tax deficiency of approximately 
$5,500,000, excluding interest. The proposed 

deficiency results from .the Service's contention 
that the Company has overstated its liability for 
unredeemed stamps by overestimating lhe number 
of stamps issued which will ultimately be redeemed. 
Since its inception in 1956, the 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 based upon statistical evaluations of 
stamp redemptions. The Company disagreeswith 
the Service's position and accordingly has petitioned 
the United States Tax Court for a determination that 
there are no additional federal income taxes due . 
The California Franchise Tax Board proposed 
assessment of additional taxes based on the federal 
notice, and the Company filed a protest. The 
Company has not received a revenue agent's report 
for the three fiscal years ended in 1974 but expects 
substantial additional deficiencies to be proposed. 
Payment of additional taxes and interest, if any, 
for all open years, together with any related 
accounting adjustments, is not expected lo have a 
material adverse or favorable effect upon 
stockholders' equity. 

NOTE 8 - Stock options: 

Under the Company's qualified stock option plan, 
options to purchase 18,700 shares of the Company's 
common stock were outstanding at March 1, 1975 
(of which 12,950 were currently exercisable) at 
approximately $15.00 pershare. No options were 
granted or exercised during the fiscal year. 

NOTE 9 - Lea~~ commitments and rental-expense·: 

At March 1, 1975 minimum rental commitments are 
as follows: 

Fiscal year ending in-

1976 ...................... $2,659,000 

1977 

1978 

1979 

1980 

............... •,• ..... 

....................... 
Five fiscal years ending in-

2,352,000 

1,987,000 

1,800,000 

1,635,000 

1985 ...................... 3,017,000 

1990 .. .. .. .. .. .. .. . .. . .. .. 805,000 

1995 ······················ 114,000 

Net rental expenses were $4,070,000 and 
$3,708,000 for the fiscal years ended in 1975 and 
1974. Rentals applicable to candy operations are 
generally determined on the basis of a fixed 
percentage of sales subject to a specific minimum 
rental. Percentage rental expenses in excess of 
minimum rentals, which are included above, were 
$1,288,000 and $913,000 for the fiscal years 
ended in 1975 and 1974. 
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Substantially all of the candy subsidiary's 
leases are, based on current assumptions, 
considered "financing leases" as defined by the 
Securities and Exchange Commission. The respective 
present values of aggregate rental commitments 
(including estimated future percentage rentals) 
of these teases were approximately $11.,315,000 
and $10,735,000 at March 1, 1975 and March 2, 1974. 
In computing present values, prime interest rates 
ranging from 1.5% to 12% were used and averaged 
approximately 6% in each of the fiscal years. The 
effect on net income, assuming the leases had been 
capitalized atlnoeption, would not have been material. 

NOTE 10- Legal proceedings: 

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 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 it to discontinue issuance 
of trading stamps. However, the Company now 
considers forced consummation of any sale or 
spin-off unlikely. 

The Company is a defendant in a purported class 
action filed March 1, 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 
exceeded the tax properly payable and such excess 
should be returned. The Company has pµid sales 
taxes to the state equal to it.s 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 
class action complaint against the Company was 
amended to assert fraud and to seek punitive 
damages. On June 1, 1973two 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 se.cond was in favor of plaintiffs to the 
effect that the Company's collections exceeded.the 
taxproperly payable. In the opinion of counsel for 
the Company, the second partial summary 

judgment was erroneous. The class action complaint 
was also amended effective September 19, 1974 
to assert, in substance, that the Company's 
predecessor had engaged in similar conduct from 
1961 until its merger into the Company in 1968, and 
thatthe Company must respond in respect of the 
alleged liability of its predecessor to plaintiffs and 
the persons they purport!o representfor over
reimbursement of sales taxes. 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 as amended is 
estimated at $17,000,000 less the amount of any 
money which may be recovered on the claims 
against the state. Counsel believe.s the prospects for 
some 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. 

A purported class action was filed on November 
1 O, 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 
i;omplaintalleges damages to plaintiffs of 
$21,400,000, together with exem~lary damages of 
$25,000,000, interest, attorneys' fees and costs, and 
prays that plain!iffs have the right to purchase stock, 
or units of stock dnd 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 cl.ass 
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 1 Ob-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 stockholders. 
On petition of the Company, the United States 
Supreme Court granted review and on March 24, 1975 
the case was argued and submitted for decision to 
the Supreme Court. On June 5, 1974 the Company 
was served with a complaint in a substantially 
identical action filed in Los Angeles County Superior 
Courton June 21, 1971. Further proceedings have 
been held in abeyance in this state action by mutual 
consent until determination by the United States 
Supreme Gou.rt in the federal 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 federa::;md state actions. 
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l)ircctc•rs ;111cl f)l"l"iccrs 

DIRECTORS 

Warren E. Buffett 
Persona! investn1ents; Chairn1an of tile Board of Berkshire 
Hathaway tnc., which is engaged in insurance. textiles and 
banking, and of Diversified Retailing Company, Inc., which is 
engaged in the operali~n of women's apparel stores 

Z. Wayne Grifiin 
Personal investments; real estate development 

John P. Guerin, Jr, 
General partner of J. P. Guerin & Co., Investors 

Joseph P. Hughes 
Chairman of t/10 Board of Hughes Markets, Inc., a rutail grocery 
chain; a director of Certified Grocers ol Calilornia, Lid., 
a wholesale grocery cooperative 

Emmett H. Jones 
President of Terminal OJI Company, an oil exploration and 
producing company, Industrial Engineering & Equipment 
Corporation. a self er al electrical equipment, and Westates 
/n\!estment Co,, an investment company 

Donald A. Koeppel 
Chairman ol the Board and President ot the Company 

Charles T. Munger 
General partner of Wheeler, Mung~.~:& Co., investors 

OFFICERS 

Donald A. Koeppel 
Chairman of the Board and Pres/dent 

William F. Ramsey 
Exdcutive Vice President 

Raymond H. Allen 
Vice President, tntormation Systems 

Robert H. Bird 
Vice President, Secretary and Trea!:urer 

James D. Carter 
Vice President, Operations 

Walter M. Cusack 
Vice President. Incentives 

William K. l<lepper 
Vice President, Merchandise 

Kenneth E. Wittmeyer 
Vice President, Industrial Relations 

Ernest P. Pa~lson 
Controller and Assistant Secretary 

William F. Ramsey 
Executive Vice President of the Company 

TRANSFER AGENTS AND REGISTRARS 

Bank of America, N.T, & S.A. 
Ron.Stever 
Chairman of the Board of The SIE!ver Companies, consulting 
actuaries and insurance brokers, and al Crescent Wharl 
& Warehouse Co. 

AndrewJ. Wolf 
President ol A & B Supermarkets, Inc,, a retail grocery chain 

Stock Q.11ot;1tic•11s 

San Francisca 

Bankers Trust Company 
New York 

The. following table summarizes the range of over-the-counter quotations 
reported by the National Association of Securities Dealers, Inc. 
with respect to the Company's common stock: 

__ ...;H..:.:ig_.h.:_ __ Low 
Fiscal Quarter Ended Bid Asked Bid Asked ---
June 2, 1973 ............ ' .... 14% 15Ya 10 10314 

September 1, 1973 ............ 10 10¥2 7% av. 
December 1 , 1973 ............. 11 11 % av. 9 

March 2, 1974 . , .............. 8% 9Y2 7V. a 
June 1, 1974 ................. av. 9 6% 71/:?, 
August 31, 197 4 .............. 7Y2 av. 5Y2 6Y• 

November 30, 197 4 ............ 7 7% 5¥2 6% 

March 1, 1975 .............. , . 7Y• a 4% 5Y2 

A cash dividend of $.06 per share was paid in each quarter. 
,,) 
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Ho;1dqu11rtots building of Wesco Financial Corporation and Mu1unl StWlngs.- Pas:tdcntt"fi CllV H:i11 In foreground 

MUTUAL SAVINGS ANDLOANASSOCIATION PASADENA 
9'tead@lflee: 315 EAST COLORADO BOULEVARD • PASADENA, CALIFORNIA • 91109 

fJJ1a11clte.i: Glendale, Covina. West Arcadia, Corona del Mar, Canoga Park, thousand Oaks, 
Capistrano-San Clemen le, Vista, Santa Ana, Channel Islands, Fountain Valley and Lake San Marcos, Callfornla 
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Consolidated net earnings after taxes of Wesco 
Financial Corporation and its subsidiaries for 1974 
amounted to $3,927,000 ($1 .65 per share) compared 
to $4,608,000 {$1.94 per share) in 1973. Quarterly 
earnings per share for 1974 and 1973 were: 

1974 1973 

First quarter $ .48 .60 
Second quarter .40 .47 
Third quarter .44 .47 
Fourth quarter .33 .40 

Year $1.65 1.94 

The reduction in net income for the fourth quaJ\er 
is principally caused by a reduction in loans made 
and losses taken on sale of marketable securities. 
Loans made during the fourth quarter were 
$4,466,000 compared with $27,360,000 made during 
the first nine months of the year. Total losses on 
securities amounted to $429,000 for the year of 
which $350,000 were sustained in the fourth quarter. 
These fourth quarter losses were taken lo improve 
the quality and yield of securities held. If such fourth 
quarter securities losses had not been taken, earn
ings for that quarter would have been $.40 per share. 

A "Summary of Operations" for a five-year period 
is presented on page 3, followed by "Management's 
Discussion and Analysis" of that Summary. The pur
pose of the Summary and Discussion is to enable 
investors to compare periodic results of operations 
and to assess the sol1rce and probability of earnings. 

Total savings in Mutual Savings decreased 
$12,413,000 in 1974 .compared with a decrease of 
$15,742,000 in 1973. Out-of-state savings decreased 
$16,257,000, .and local savings increased $3,844,000 
in '1974. In 1973, out-of-state savings decreased 
$13,694,000 and local savings decreased $2,048,000. 
At D.ecember 31, 1974 out-of-slate savings totalled 
$57,574,000 (17.3% of savings) compared with 
$73,83·1,ooo (21.3% of savings) at December 31. 
1973. 

On tuly 1, 1973, the Federal Home Loan Bank 
authorized higher interest rates on savings accounts, 
which had a significant effect on the cost of savings. 
The highest rate authorized was 7V2 o/o for certifi
cates 111aturing in four years or more. Effective 
December 23, 1974 another type certificate was 
authorized providing for a rate of 73/4 % for a term 
of six years or more. As a result of these interest 

1 

rate changes, substantial funds are being converted 
from maturing lower-rate certificates to those bear
ing an interest rate of 7V2% or 73/,

0/o. There is no 
rate limit on certificates of $100,000 or more. Sav· 
ings accounts al December 31 by interest: rates paid 
are summarized: 

1974 1973 1972 

5 % -% 38 

5V4 36 35 5 

5V2 2 3 3 
SJ/; 3 6 4 

6 23 42 48 

6V2 8 5 2 

63/.1 3 1 
7 1 1 
7V2 ?? -- 7 
9 1 

10 1 

100% 100 100 

The recent decline in short-term interest rates 
has resulied in resumplion of overall savings growth. 
\Ive continue lo experience losses in out-of-state 
savings. Substantial savings growth should be exper
ienced for in-stale savings during the first half of 
·1975, and may conlinue through the entire year. 
None of the basic problems of the American econ
omy have been solved. The econon1y continu.es to 
suffer from both high inflalion and deepening re· 
cession. Until further time elapses and Government 
programs are adopted and can be evaluated, the 
outlook in ·t<J75 for the savings and loan industry is 
uncertain. Our present intent is to restrict lending 
so as to increase liquidity substantially, and there
after to reduce bank indebtedness which at Decem
ber 31, ·t974 was $50,975,000. 

The cost of savings for 1974 was 6.00% compared 
with 5.60% for ·1973, Cost of all funds (savings and 
borrowings), which was 5.69% for 1973, increased 
lo 6:25% fo.r 1974. The inlerest rate on borrowings 
is expecled lo decrease moderately during ·1975, but 
we beUt.v"" \hat 1he interest rate required lo be paid 
for sav.ir\g;; will increase iii 1975. 

The ii11eresl rate on the lo.an portfolio, which was 
7.17% at December 31, ·1973, increased to 7.36% 
at December 31, '1974. The rate of increase in yield 
on the loan portfolio may moderate somewhat in 
·1975 because of limited lending volume and an 
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expcclecl decrease in the rate of interest that can 
be charged on new loans. 

The following illustrales the increase in cost of 
savings, cost of all funds ,rnd yield on loans: 

1970 ·197·1 1972 ·1973 ·1974 
-- --

Cost of Savings 5.l9~;. 5.5'1 5.56 5.60 6.00 
Cosl of all Funds 5.9'1 5,7·1 5.59 5.69 G.25 
Yield on Loans at 

year encl 6.71 6.82 7.03 7.17 7.36 

Real estate loans made during '1974 totalled 
$3'1.998,000 comp.ired with $52.647,000 in ·t973. 
Loans in process and firtl' loan commitments, which 
al December 3·1, '1973 were $22;185,000, have de
creased to $3,240,000 al D0cember 3·1, '1974. 

The increase of $506,000 in general and adminis
lrative expenses from $3,702,000 ('10.8'!:, of gross 
income! in ·1w1 to $4,208,000 ('12.o~;. of gross 
inconwl in ·1974 w,J, caused by inflation, the 0x
pc1m• of 01wning and opc>rating additional branch 
offices ,111d the cost of computerizing our account
ing syslctn. 

In 1973 1v\L11ual Savings disposed of ·17 residential 
units which ii had previously conslructed in lhc< 
Friendly Valley dcvelopmenl. Durin!J l97.J, Mutual 
completed ·143 units at 1hat loca1ion. As of Decem
ber 3'1, 1974, 70 units had been sold. with 45 of tlw 
sales recorded and 25 111 esc1·011'. In January. ·1975 
an additional 9 units were sold. ll is expected thal 
lhe remaining 64 units will be disposed of during 
'1975. Conslruction of 58 additional units m<iy be 
commenced during '1975. Mutual Savings had 
planned to construct during ·1974 82 unils on real 
property in Glendorn, California. The propc<rty was 
sold in January, 1975 to a responsible builder who 
is presenlly constructing 80 residential units on this 
properly. Upon the disposition of. the units, which 
we expect lo occur during 1975, we will reporl a 
profit of $'192,000 as a gain on sale of 1his land. 

1'vlutual Savings has substantial a111oun1s of vacant 
lnnd remaining al the Friendly Valley developnienl, 
at Lake San Marcos in San Diego County and al 
1V\onlecito in Sanla Barbara County. Sales are in 
negotialion for portions of the San Marcos properly. 
Disposition of a.dditional property al Friendly Valiev 
and in Santa Barbara \Viii have to (1\Vait. econon1i~ 
recovery. 

2 

In i\pril, ·1974 the California Savings and Loan 
Commissioner adopted ccrlain regulations author
izNI by legislation c<nacted in ·1973, which gave to 
Californi,1 savings ,1nd loan associalions alllhority 
lo inv0~t 2°;, of cl~sets in co1nn1ercial paper, 2~~ o( 
«ssels in non-convertible> corporate debt securities, 
ands•: .. of assets in preferred stock ofpublic utilities 
corpor«lions. ~\utual Savings and Wesco have pur
chased public L1tilili0s preferred stocks, and as of 
Dc<cember 1·1. ·1974 had invcslecl $'12,900,000 
1$7;150,000 in .Caliiornia corpoiations) in such 
slocks ll'ilh an annual yield of 9.77%. 1\t December 
31, '1974, Wesco owned 200,900 shares of Crocker 
National Corporation (a California corporation). 
purchased in ·1973 at a cosl of $5,079,000. Based on 
currenl dividends of $'iJi6 per share, lhe annual 
yield is 6 .. 57" ... as•:;, of cPv1dcmd income is deduct
ibl.e in computing our Fcdl'ral Income Taxes. For 
California Franchise Tnx purposes. all dividend in
come of tlw California public utililies is deductible 
,1nd approxima10ly 90''.., of the dividend of Crocker 
Nalional Corporation is deductible. 

During ·1974 i\\ulual opc<nl'd branch offices in 
Santa 1\na .• Oxnard, founl«in Valley and Lake San 
1\ \.ire<». Three new IJranch offices were opened in 
·tw3. Approval has been mceived for branch offices 
al Upland and Cerritos, which will comnwnce oper
ation during the s0cond quarter of '1975, bringing 
ihc number of Mutual Savings offices to 15. 

On January 2·1, ·1975 W<'sco increased its regLilar 
CJLhJri0rly cash dividend from 'IQ¢ to 15¢ per shar«, 
wilh ilw fiN ·1se quarlN!y dividend payable lv\arch 
n, ·1975 lo holdc<rs of rt>cord at the close of business 
on Febru«r\• ·ta, "1975. In ·1974 -50¢ was paid consist
ing of four r<o>gular dividends and an extra dividend 
each of '10¢ per share. No extra dividend is contem
pl,11ed during ·1975, 

Blue Chip S1a1nps made two tender offers during 
·t974, one of which expired on 1\pril 15 and the 
olh<'r on Sc;plember 6. Blue Chip Stamps now owns 
approximalely 64.4% of Wcsco's outstanding stock. 
as compared with 44.6% on December 3·1, "1973. 

LOUIS R. VINCENT! 
Chairn111n of the Board and Prc5idcnl 

J 
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Sun71nary of Operations 

Year ended December 31, 1974 and four prior years 

Investment income: 
Interest on loans ..••...••.•..• 
Interest on marketable securities • 
Dividends on common and pre· 

ferred stocks •.•.•••.•••• , .• 
Interest and dividends on invest

ments required by law •• , . , •• 

Total investment lncon1e .. 

Cost of money: 
Interest on savings deposits , ••. 
Interest on notes payable ..•.•.• 

Total cost of money .••••. 

Margin on investments ••. , 

Loan fees and service charges ..... 

Operations and net gains fron1 sales 
of real property ..•.....•.••.. , 

Rental of office premises, net ....•• 

Net gains or {losses) on sales of mar
ketable -securities ••••.....••.• 

Other income 1 net ••...• , •.••....•. 

General and administrative expenses 
Earn·ings before taxes on ln· 

come •.••.•. , ••.••• , . 

Ta>'es on incom~: 
Currenr ..•.•.•.•••.. , .••...• 
Deferred •••••...•.....•.•.. , 

Net earnings . , •.•••....• 

Per share• ..•••••....•. , ••.•.••. 

FINANCIAL DATA AT YEAR END 

s 28,463,000 
3,202;000 

974,000 

533,000 

33,172,000 

20,419,000 
3,364,000 

23,783,000 

9,389,000 

1,542,000 

593,000 

206,000 

l429,000) 

96,000 

11.397,000· 

4,208,000 

7,189,000 

3,262,000 

3,262,000 

$ 3,927.000 

1.65 

27,450,000 
2,950,000 

463,000 

462.000 

31.325.000 

20,001.000 
1.313,000 

21.314,000 

10,011,000 

1,766,000 

831,000 

303,000 

( 72,000) 

116,000 

12,975,000 
3,702,000 

9,273,000 

4,263,000 
402.000 

4,665,000 

4.608,000 

1.94 

Tolal assels •.•••.•.••.•. , . • • • . . • $465,646,000 451,980,000 
Real estate loans ...•.....• , , ... , $306,398,000 387,165,000 
Savings accounts •. , ...•.•.•..•. , $333,117,000 345,530,000 
Shareholders' equity •. , ... , .. , . . . $ 70,291,00r. 67,551,000 
Book value per share· ..•... , ... , • $ 29.62 28.46 

25,318,000 
2,362,000 

185,000 

251,000 

28.116.000 

19,304,000 
611,000 

19,915,000 

8,201,000 

2,662,000 

622,000 
261,000 

2,000 

124,000 

11,872,000 
3,436,000 

S,436,000 

3,018,000 
1,082.000 
4,100,000 

4,336,000 

1.83 

448,240,000 
367,679,000 
361,272,000 

64,018,0QO 
26.98 

'Per share earnings and book value per share are based on 2,373,269 shares outslanding al December 31, 1974. 

3 

r '.-,.:; 

-o- •• _.,,,.._-~ "· ,.,_.,,._~.,. 

25,117,000 25,866,000 
1,740.000 1,418,000 

3a8,ooo 469,000 

27.245,000 27,753,000 

17,298,000 15,283,000 
3,105,000 6,965,000 

20,403.900 22.248.000 

6,842,000 5,505,000 

1,684,000 1,169,000 

320,0CO 1,166,0tlO 

238,000 312,000 

51,000 ( 69,000) 

111,000 __ 102,000 

9,246,000 8, 185,000 

3,127.000 3,105,000 

6.119.000 5,080,000 

2,530,000 994,000 
465,000 1,037,000 

2,995,000 2,031.000 

3,124,000 3,049,000 

i.32 1.28 

423,969,000 434.445,000 
356,933,000 375,593,000 
329,782,000 288.652.000 

59,682,000 56,558,000 
25.15 23.83 

----------·----------~-,-~----------------,,......------·-"• .. 
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Management's Discussion and Analysis of Summary of Operations 

The accon:ipanying Si.Jrirniary oi Opera lions covers 
the five years cnd~d December 3·1, ·1974_ 

The principal business of Wesco Financial Corp
oration (Wesco) is the ownership of all o! the 
outstanding stock of Mutual Savings and Loan 
Association, \Vhich operates in Southern Californ'i<.\ 
through lhirte.en offi'tes locoted in Los Angel.es, 
Orange, Ventura ttnd San rJiego Countl~s. Wesco 
alSo i::.·wns and operaleS a Pasadena business block 
in which its head offi<;~ and the head eff:ce ot 
Mutual Savings are lqcated. This block fS fully 
i1nprovecl \Vith a 9~slory 1nodern office building, 
a 420-car &<1rage~,arid foor retail store5. Wesco l'nvcsls 
its cash runcls In 1_11arketable securities and at D.c~ 
cember :r1, -1974 had so invested the sum of 
$12,799,000. ·Mutual Savings' principal business is 
the lertding of money secured by first liens on real 
estate (principally residential) to enable borrowers 
Lo- purchase, conatnicl or- refinance real properly. 
Funds a're provided by silving·s deposits, principal 
pay1nents on existing loans, borro\.vings. fro:1'1 banks 
and operations. 

INTEREST ON LOANS. This source of income is 
dependent upon the amount of loans and the yield 
thereon. The }iields at Deccrnber 31, 1.972-, 1973 and 
1974 were 7.03%,. 7.17% <\nd 7.36% respectively. 
Total real estate loans outstanding at the end of 
said years were $367,679,0001 $387,165,000 and 
$38(1,398,000. 

INTEREST ON MARKETABLE SECURITIES. Invest-
1nents have- consisle<l principally of certificates of 
de_µosit of hE<"ljor bai)ks, bankers acceptancc!l, Uriiled 
Stf:ltes Govern111ent bonds, notes, bills and agency 
seC.urities. The variaJion in inconle sho\\111 on the 
act:;orhpan;-.',·hg _ Su11)1nc1ry is accounted for by the 
vnry_ing -a1nounts il1vcsted and the varying yields 
obtained in the par!.icu\ar year. The an1ount invested 
in n1arkc.tablcsec~1dties fro111 tirnc to tin1e is depend
_ei1L on the cash f\t>\V available for invest1nenl i'lnd the 
arnount cbn1mitted for 1nves1m·ent in real estate 
loans. 

DIVIDENDS ON COMMON AND PREFERREO 
f:fOCKS. _No con101011 or preferred stocks were 
O\Vned in 'J97l and pr_ior ye;}rs. D.uring 1972 Wesco 
invested $4,102,000 in · pllblic utility preferred 
stocks,_\vhich during thatyear produc.~d nn incon1e 
of $201,UOO. These stocks \vore disposed of during 
the first qUJrter of 1973. In May, 1973 $6,785,000 
\v;is invested in the co111n1on stock .of Crocker 
National Corporation. A portion of the stock 1vas 
sold in early .19741 -and the investlneilt al Deee1nber 
31, 1974 was $5,079,000. At December 3'1, 1974 
Wesco and Mutual Savings had .invested $12,900,000 
($267 ,000 by Wesco) in public utility preferred 
stocks. The incon1e reflected in· the accon1panying 
Summary is that, earned in the particular yea:- fron1 
the securities ptlrchased and· held as indicated. 1975 
diviclend inc,ome on the investment of $13,927/JOO 

in preferred slocks now owned is p.rojected to be 
$'t,3G9,000 as compared with $G'J·1,000 on preferred 
stocks in '1974. If the dividend rate of $1.66 per 
,share is n1aintained, dividends on Crocker stock, 
which amounted to $363,000 in ·1974, will be 
5333;000 in ·1975_ At '1974 year end the market value 
of the con1n101l and preferred stocks \Vas below the 
inVesLrnent, but since thaL date the n1arket value of 
the portfolio has increased substantially. We believe 
that Lhe 1narket ·decline of the con1n1dn ·stock- is a 
ten1porary cOndition and th<:1t no permanent loss 
\Viii be sustained. The n1arket value of preferred 
stocks varies- as interest rates vary. Si_nce interest 
rates at yeilr end \Vere higher 1\ian rales at tho titT1e 
of purchase, the market value of our pre_ferred 
slocks vvas be!O\V- cost. .Interest. rat.es have since 
declined, with the result that the market value of our 
preferred stocks is now ;ubstantially above cost. 
The investrnenl::i in con1rnon and prefer.red stocks 
and their market v~lues for Wesco c::msolidated arc 
sun1111arizcd as folld\v!:h 

Common 
~tock 

Preforrcd 
s-1-ocks 

December 31, 1974 f_c_b~uary 26, 1975 

luvcslment Market 
Cost Value 

hwcslmcnl i\1;ukct 
'cost Vah1c 

$ S.079;000 '.l,039,000 5,079,000 

12,900,QOO 11,831,000 13.927.000 14.431,000 

INTEREST AND DIVIDENDS ON INVESTMENTS 
REQUIRED BY LAW. This.source of income consists 
of dividends received on stock of the Federa.l Home 
Loan· Bank of San Francisco and interest received on 
our secQndary reserve held. by the Federal Savings 
and Loan Insurance .Corporation. No dividend was 
paid in 1972, s-189,000 w~s paid in 1973 and 
$229,000 In '1974. The vari;:ition in an1ounl of interest 
on the 'secondary reserve has been hominal. 

INTEREST ON SAVINGS DEPOSITS. Savings at 
December 31, ·1971 totalled $329,782,000,. increased 
to $36'1,272,000 by ·t972 year end, then decreased to 
$3451530,000 al th<~ end of 1973 and to $333,117,000 
at the end of '1974. The increase of interest paid on 
savings deposits in ·1973 over 1972 was caused by a 
substantial increase in rates paJd on savings accounts 
effective July 1, 1973. Although savings declined 
funhpr during 1974, interest pa.id on savings de
posifS increased due to higher rates cpnUnuing 
through the entire year of 1974 and due lo sub
St_anl_ial funds being convened fron1 1n·aturing lower~ 
rale certificates to certificates bearing interest rates 
of ?Vi 'Yo or'73/.i:0/o_. 

INTEREST ON NOTES PAYABLE. The variation in 
interest on notes payable is due to fluctuations in 
an1ounts btirtO\VCd fron1 tin1e to tin1e· and Varying 
rates paid thereon. During' 1972 tales of interest 
on borro\vings varied fron1 '6i/tr0/o to BVa 01<.1, in 
1973 from 7% % to 93/.1 % and in 1974 from 
71/2 1}'0 to ·12o/o. ! 
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MARGIN ON INVESTMENTS. Margin on inveslmenls 
is the difference bet.\Veen total investn1cnt inco1ne 
and the cost of money, and is made up of the items 
discussed above. The $1,8'10,000 increase of margin 
in 1973 over ·1972 is the result of an increa5e of 
invesl'11enl incon1e of $3,209,000 less an increase in 
the cost of money of $·1,399,000. In 1974, while 
invest1nent inco1ne increased $1,847,000, cost of 
money increased by $2.469,000 resulting in a 
$622,000 decrease of lhe margin on investments. 

LOAN FEES AND SERVICE CHARGES. This income 
\V<IS derived fron1 the follo\ving sources: 

loan fcL>s 
Commilment foe~ 
Escrow and d~rtci\.! foes 
Prc;puymcnt charges 
~ate chargrs 
Other charges 

1972 1973 1974 

$1/110,000 
4161VOO 
125,000 
·115,000 
159.000 
137.000 

855,000 
180,000 
139,000 
J-11,000 
152,000 
-rn.ooo 

USB,000 
89,000 

102,000 
334,000 

59,000 
100.000 

$2,662,000 ·1,766,000 1,542,000 

Reduction: in loans and co1.nn1itn1ents for loans, and 
in fees charged (or such ·loans and con1111it1nents, 
account: for n1ost uf the annual ·reduction in the 
total incon1e fro1n this source. 

OPERATIONS AND NET GAINS FROM SALES OF 
REAL PROPERTY, 1\.\u1ual Savings, over a period of 
years, has acquired foreclosed real property includ
ing vacant land. Son1e vac.:int land has been dis
pos{:!d of frorn ti,ine to thne an·d, on other occasions. 
residentlnl unils \Vere built thereon.and sold. 1\,\utual 
savings has also a,cquired foreclosed residential 
properties and disposed of them. During 1972 
Mutual Savings sold 118 res:dential units of \vh1ch 
92 units had been constructed by it1 in ·1973 sold 
38 residential units of which ·17 had been con
structed by ii, and in 1974 wld 53 units of which 
45 had been constructed by ii. In ·1972 no significanl 
profit or loss-\vas su~tained on the sale of vncant 
land. In ·1973 a parcel of vacanl land was sold 
in Santil Barbara County resulting in a profit of 
$495,000, and in ·1974 a parcel of land was sold in 
San Diego County resulting in a profit of $215,000. 
The variation in sale of residences and_ of vacant 
land accounts for the variation in the inconJe sho\Vil 
on the acco1npanying Su1n111ary. 

RENTAL OF OFFICE PREMISES, NET. Substantially all 
of this incorne is derived frorn the Pasadena busi!less 
block owned by Wesco in which the head office 
of Mutual Savings is located. The variation in income 
from 1972 to 1973 is substantially account.ec:' for by 
additfonal percentage rents received frotn tennnts 
of l\VO co1111nercial stores. Tho decrease fron1 
$303,000 in 1973 to $206.000 in 1974.is atlributab/e 
to a $321000 _increase in expenses and the loss, at 
December 31, 1973, of a tenant occupying- 26,000 
square feel of space (20% of t.otal rentab/e $pace). 
By December 31, 1974 16,000 square feet of that 

space had been leased. At 1974 year end 9,800 
sqllJre feet of Si1ilce \V.'.'IS vacanl. Rents are being 
increased as the leases e,\pirc, and sorne i!nprove-
1nenl of rentlll lncon1e in 1975 can be expected 
over lhal of 1973. 

NET GAINS (LOSSES) ON SALES OF MARKETABLE 
SECURITIES. A loss of $429,000 taken on sale of 
securilics in 1974 is accounted for b11 l\VO trans
actions. In. order lo improve ihe quality and yield 
on public u1i/i1y preferred stocks owned, some 
sales were made at a loss of·$'171,000 and the funds 
reinvested in other prelerred stocks considered of 
belter quality and providing a higher yi.eld,. Govern-· 
menl and agency obligations were sold at a loss of 
$256,000 ttnd proceeds reinvcsled so as to reduce 
the lilne to n1aturity. 

GENERAL AND ADMINISTRATIVE EXPENSES. The 
increase of $2G6,000 from '1972 lo ·1973 was occa
sioned principally by the expense of op.ening and 
operating three .1dditional branch offices during 
1973. Operaling expenses in ·1972 \Vere 10.8°/o of 
gross inc_on1e. The $506,000 in.crease in general and 
administrntive expense from $3,702,000 (10.8% of 
gross income) in J973 Lo. $4,208,000 ('12% of gro;s 
inco1ne) in ·1974 \Vas occasioned by Inflation, the 
expense of op.ening and operating four additional 
offices in '1974, and the cost of con1puterizing our 
accounting systen1. 

TAXES ON INCOME. laxes on income were 48.6% 
of-earnings before laxes on inco1ne in 1972; 50.3°/o 
in 1973 and 45.4°/o in "1974. Total tax expense v~rries 
\Vith the increase or decrease In pre-lax uccounling 
incotne adjuste,<l for pern1anC'i1t differences (gener
ally non-taxab!I~· revenue or non-deduclible expense 
itcn1s). In ·1972 1he pennanenf· dJfferenc:es nnd the 
incrc.ises (or reductions) in laxes \Vere as follo\VS: 
Nel gains on sales of foreclos(,1d real p1-opcrt)' \$)57,000l 
St.11<.' (mnd1lsl" lax net of f•·dl"r.11 incon1e ti1X bcnrH1 5467,000 
Dividends· f(.'Ceivcd dc'ducuon on prefl'rrccl s.•ocks ($ 75,000J 
Other pi;>nnan('nl di.ffc-rer\Ccs $ 1G,oor 
Note 4 of the notes to the .cc,\nsul.idi1ted financial 
slaten1ents describes the pern1-ancnl differences for 
·1973 and ·1974 and their lax effects. Deferred tax 
expense was s·1.082,ooo in ·19n, $402,000 in 1973 and 
\.Vas nil' in '1974. The decreasP in. deferred taxes \\/JS 

caused pr.incip-ally by the de,Cl·e~se in loan -fees 
recognized for financial staten1ent purpo,se$ and the 
increase in loan fees recognized for lax purposes. 

STOCK M.ARKET DATA. The following table indi.
cales the quarterly high and low prices for Wesco's 
capital stock on the New York Stock Exchange for 
the last t\VO years: 

1973 , 

High lo\V 

181/.i 1-P/.i 
'161/.i ·1·1 1,~1 

'131/IJ 10Vi 
14'1'\i ·101A 

Quarler Ended 

j\\arch 31 
Junt'! 30 
September 30 
December 31 

High 

15 
15 
131/2 

1974 

',-_, 

I 
l ,, 
' " 
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Consolidated Balance Sheets 

December 31, 1974 and 1973 

Cash 
Marketable securities (note 3): 

Certificates of deposit 
United States Government and agency abligaHons· and 

other 1TJ:arketab!e securilles, at amortized identi
fied c JS! (quoted market, $9,953,000 in 1974 and 
$10,0:06,000 in 1973) ... , , .................. . 

Investment .in common stocks (quoted market, 
$3,039,000 in 1974 and $5,996,000 in 1973) .... 

lnvestme·nt in preferred stocks (quoted market, 
$11,831,000 in 1974) ....................... . 

Loans receivable, less unearned loan fees,-unrealized profit 
and loans in process (notes 2 .and 3} .•...•..•....•. 

Accrued interest and dividends receivable ...•...... , ...• 

Properties pu-rchased and held for investment, at cost .... 

Properties acquired tnrough foreclosure by Mutual $avlngs 
and held for sale, at cost less allowance for losses, 
$280,000 in 1974 and 1973 (note 3) ............... . 

Investments required by Jaw: 
Investment in· stock of Federal Home Loan Bank,. at 

cost (note 3) . , ...•.......... , ............. . 
Prepayments to FSLIC secondary reserve ........•• 

Office properties and equipment~ net (note 5) •.......••.. 
Prepaid expenses and sundry assets1 at cosl .• , ...•.•.•• 

Cash disbursements to be funded at bank , •..•.•••••• , • 
Savings deposits ...•• , .•...•.•• , ......... , ........•.. 
Notes payable (note 3) ......................... , .... . 
Advances by Q_orrowers for taxes and insurance ....•..... 
Accounts payable and sundry accrued expenses .....•.•• 
Taxes on income (note 4): 

Current , .•.... _ .•.. ~ •.... , •.•...• , •...•..•.. , .... 
Deferred ...•.....•••..•..•. _. .•....••••.....•..• 

Total liabilities .... , .......•.. , •.•.••.•. 
Stockholders' equity (notes 4, 7 anu 8): 

Capital stock of $1 par value pe·r share. 
Authorized 2,500,000 shares: Issued 2,373,269 
shares ..•..............•. , •....•...•.....•• 

Capital surplus arising from stock dividends ......•.. 
Retained ·earnings .•.... , •...••.. , , . , , .• , •...... 

Total stockholders' equity . , ................. . 
Commitment and contingent liabilities (notes 6 and 10). 

See accompanying notes to consolidated fitlancial statements. 
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$ 1,067,000 

24,010,000 

10,009,000 

5,079,000 

12,900,000 

389,065,000 
1,935,000 

661,000 

5,819,000 

3,745,000 
.4,863,00D 
5,140,000 
1,353,000 

$465,646,0DO 

$ 1,248,000 
333,117,000 
50,975,000 

1,129,000 
996,000 

41,000 
7,849,000 

395,355,000 

2,373,000 
28,066,000 
39,852,00G 
70,291,000 

$465,646,000 

1,151,000 

21,998,000 

10,178,000 

6,785;000 

389,584,000 
1,960,000 

455,000 

5,451,000 

3,691,000 
4,644,000 
5,297,000 

786,000 

451,980,000 

345,530,000 
27,705,000 

1,261,000 
1,101,000 

983,000 
7,849,000 

384.429,000 

2,373,000 
28,066,000 
37,112,000 
67,551,000 

451.980,000 

·o·-,~s-·-c· .• -,0--.. SU~R-E' ® ~F THE A';!OVE PAGE ts LESS CL~AR ~~~N THIS STATEMENT, IT IS 
. . L,i . DUE TO POOR PHOTOGRAPHIC QUALITY OF THIS DOCUMENT. 

j 

. 



Consolidated Staten?ents of Earnings 

Years ended December 31, 1974 and 1973 

Investment income: 

Interest on loans ..••.•.•.•.........••..... 

Interest on marketable securities , ...•.• , .......... . 
Divldends on common and preferred stocks ••.••.•• , 

Interest and dividends on investments required by law 

Total investment income ' ........... ' ... . 
Cost of money: 

Interest on saving.$ deposits •....••..••••• , •..•.••. 
Interest on ·notes payable ...•.. , .••....•..•. , •... 

Total cost of money , •.••.•••.•..••..... , • 

Marg.in on investments .••.•.• , .•...•. , .•• 
Loan fees and service charges ..••.•..•• , ••••• , •• , ·,.,. 

Operations and net gains from sales of real property {noh~ 9) 
Rental of office premises; net ..••..••.•••••... , ••. , • , •. 
Net losses on sales of marketable securities •.•.•• , ..•..•• 
Olher income, net , .•• , ..••. ~ .•••.•.••.•••••••.• , ...• 

General and administrative expenses ....••....•..•.•.•• 

Earnings before taxes on income •...•.•.•• 

Taxes on inrome (note 4): 
Current .•.••••.•.. _ .••...• , •..•.........•.••.... 
Deferred •.•...•.....•.•.•...•.. -•....•• -..•..•... 

Net earnings ..•....••..........•••.. -... 

Earnings per capita: share based on 2,373,269 shares . , ..• 

See accompanying notes to consolidated financial statement_s. 
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$ ~B,4G3,000 27,450,000 

3,202,000 2,950,000 
974,000 463,000 

533,000 462.000 

33,172,000 31,325,000 

20,419,000 20,001,000 
3,364,000 1,313.000 

23,783,000 21,314.000 

9,389,000 10,011,000 
1,542,000 1,786,000 

593;ooo 831,000 
206,000 303,000 

(429,000) (72,000) 
96,000 116,000 

11,397,000 12,975,000 

4,208,000 3.702,000 

7,189,000 9,273,000 

3,262,000 4,263,000 
402,000 

3,262,000 4,665,000 

s 3,927,000 4,608,000 

$ 1.65 1.94 
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Consolidated Staten7ents of Stockholders' Equity 

Years ended December 31, 1974 and 1973 

Capital stock (note 7); 

Be.ginning of year ......•..•.•••••.••.• , .••..•• , • 
So/o .stock dividend •.•..•••••.•••..•••.•••• , ...•• 

End of year .................................. .. 

Capital surplus arising from stock dividends (note 7): 

Beginning of year ............ , ................. . 
Excess of market value of stock dividend-over par value 

of stock issued ..••.....••• , •...•••...... , • , 
End of year • , ••.•• , • , •..••.••.• , , , •.•••••• , •.•• , 

Retained earn'ings! 

Appropriated (notes 4 and 8): 
Beginning of vear •.• , •.•..••.•.••••••.•.••.• 
Allocation _of net earnings ••••.•..•. , ••• , ••••• 

End of year ..••....•..• , •.•.••.• , , •..•••... 

Unappropriated (note 7): 

Be_ginning of year ••••• , ••• , ...•••••••.•. , • , . 
Cash dividends declared and paid •..•••••••.•• 
Allocation of net earnings •.••.•..••.•.••. , •.. 

End of year ............................... . 

Less stock dividends at market value (note 7): 

Beginning of year ••••••.••• , • , .. , , .•.. , ••••• 
Market value of stock dividend ...•..••.••....• 

End al year ............................... , 

iotal retained earnings ••....•.. ~ •••••..• 

Total stockholders' equity ..••• , ••..• , 

See accompanying notes to consolidated financial statements. 

$ 2,373,00ij 

2,373,000 

28,066,000 

2810661000 

42,446,000 
596,000 

43,042,000 

23,905,000 
( 1,187,000) 

3,33t,000 

26,049,000 

(29,239,000) 

(29,239,000) 

39,852,000 

$ 70,291,000 

8 

2,260,000 
113,000 

2.373,000 

26,399,000 

1.667,000 
28,066,000 

41,587,000 
859,000 

42,446,000 

21,231,000 
( 1,075,000) 
3.7~9.000 

23,905,000 

(27.459,000) 
( 1,780,000) 

(29,239,000) 

37,112.000 

67.551,000 

--.~~-·-~----~- ~ - . 
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Consolidated Staternents of Changes fi7 Fti1ancia/ Position 

Years ended December 31, 1974 and 1973 

c _-of'_ 

Funds provided: 
Net earnings •. , •...... , •••.... , , .••. , •.•..•••.•.•••• 
Charges {credits) to earnings 

funds: 
not requiring (providing) 

Depreclntion and amortization •.•...•..•.•..•... , . 
Interest on savings deposits credited to savings ac· 

counts , ••...•..•....••.•..... , •..•..•..... 
Deferred income taxes (note 4} .... , .......•...•.• 
FSLIC primary prQmium transferred fro1n secondary 

reserve ..••.•.. , . , .......•.. , .•. • .......• , . 
Amortization of fees and discounts .........•... 
Recognition of unrealized profit on real property ..•. , 
Interest income on FSLIC secondary reserve ... , ..• , 

Funds provided from operalions· ........ , ...•.. 

Principal payments on real estate Joans .........•.••••. 
Additions to -deferred loan fees ......•.....•..•.••.•.. 
Sales of real property, net of gains , .•.. , , ..... , .••.•..• 
Increase in notes payable •.....•... , , .. ~. . ...• , .. 
Increase Jn advances by borrowers for taxes and insurance 
Additions to unrealize.d prifil on real property ...•....... 
Decrease In n1arketable securities . . . . . . , ..... , •.• 
Decrease- in cash •. , ......•.•.•.•.••.....•...•. , ••••. 

Total funds provided ......•.. , . 

Funds used: 
Gash dividends declared and paid (note 7) .. . 
D_ecreas~ in savings deposits •....•... , .... , •......... 
lnvestn1ent iil real estate loans ..••..•. 
Investment in buildings and other assets . , 
Additions to re..nl property ..•..•.....•.......... 
Decrease in loans in process .- . • • . . . . . . . . . . 
Investment in stock of Federal Hon1e Loan BanR . 
Decrease in advances by borrowers for taxes and insurance 
lnCrease in n1urketable securities ..•...• , ••.....•...• , , 
Other, net ..•...•.•...•.••••..•.. , •. , ..•....•....• , , 

Total funds used • . • ..................... . 

Sae acco1npanying notes to consolidated financial staten1ents. 
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s 3,927,000 

314,000 

14,810,000 

86,000 
409,000) 
410,000) 
305,000) 

18,013,000 

35,029,000 
277,000 

1,76_91000 
23,270,000 

155,000 

1,332,000 

s 79,845,000 

$ 1,187,000 
,·27,223,000 
31,998,000 

282,000 
2,219,000 
1,883,000 

54,000 
132,000 

13,037,000 
1,830,000 

s 79,845,000 

' ' ~. 

·- -;;:=. 

4,6Q8,000 

294,000 

14,005,000 
402,000 

91.000 
402.000) 
259,000) 
273,000) 

18.466,000 

44,326,000 
329,000 

2,804,000 
14,985,000 

349,000 
340,000 

15,931,000 
430,000 

97,960,000 

1,075,000 
29,747,000 
5~.647,ooo 

228,000 
1.716,000 

11,173,000 

1.374,000 

~Q,,QQ!l. 
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Notes to Consoti'dated Financial State1nents 

Decen1ber 31, 1974 and 1973 

Ill Suntn1,ir)· oi Si}.~ni!il 1-1nt .\\. ( nuntinn Poiirit>s 

The fo\lo\ving iicms co1nprisc the significant accounling 
policies \Vhich the Con1pany follo\vs: 

Principles ot Consolidation 
The Consolidated financial statcrncnts include the nccounts 

of \.Vesco finnncial· Corporation (the Con1panyJ anrl its 
'vholly o\vncd subslcliar)', Mutual S<i\llngs "nd loan 
Associalion and its \Vholly O\\'ncd .subsidiaries (t-.·\utual 
Savings). All ITI3lerial intercornpany trilnsactions have 
been clin\inatcd. 

i\1arketahlc Securities 
U.S. Govcrnn1cnt, agency obligations and other m<1rkctablc 

securities arc carried at identified cost, adjusted for 
a1nortization of premiu1n and accretion of discount over 
the lcrm of 1he sc>curity ilncl ilre not carried at the Jo,ver 
of cost or ~_arkc\. b_ecausc it ls management's intention 
to hold them 1o n1aturity. 

Common and preferred stocks arc carried at- identified 
COS\, 

Loan fees 
loan fees for originating loans are deferred for an1ounls in 

excc!'s of 1 o/o of the loan arnount plus $200 ·Car non
conslructio'n loans and 2o/o of the loan an1ount. plus $200 
fc;ir construction loans. Deferred fccs.jlre amortized int_o 
income by use of the straight-line tnct\-iocl ovct seven 
years. 

loan Va,uation Allowances 
Valuation a1lr\Vanccs for estimated losses on specific loans 

arc charged to earnings \\'hen any significant and r.crn1-
anent decline reduces the 1narket value of the underlying 
security to less -than the loan. Such losses <lre u_sually 
indicated during foreclosure proceedings. 

Real Property Valuation A\lo\Vilnces. 
Valuation _allo\\'anccs for estlmat~d losses on real property 

arc charged to earnings \\'hen any Significant nnd perm· 
anent decline reduces the rnnrkct va\ue to less th>\n the 
carrying value. When the Company intends to hold real 
estate he!d for sale for <1 period in excess of 18 1nonths, 
{utute. c,Hrect hold,ing· .::osts for niaintenancc, property 
taxes, insuranr.c, direct selling expenses, costs of co.m
plction or ilnprovcment and a discount factor to giVC! 
effect to the cosl of 1none~1 are considered in determining 
the amount of required valuation allo\vanccs. 

Office Properties aild Equipment 
Office properties and cquipn1cnt nrc dcpretla\cd by use of 

the straight-line method over the estin1atcd useful lives of 
the various classes of assets front the rnspective dates of 
acquisit\on. The. useful lives used far· the principal classes 
of assets: arc: 

Buildings and ·improve1nents 
Furniture; fixtures and equiptnent 
leasehold improvements 

10 to 45 rears 
4to10 years 
3 to 20 years 

i:!l 

/\1ainlcnancc and repairs arc charged 10 appropriate ex
pense accounls in the year incurred; reoe,vals and 
1natcrlal hl'Uenncnts arc charged lo property accounts. 

Cost rind accunntlated dcprccintion and an1ortization_ ll.P
plicable to assets retired or othcnvisc -disposed of arc 
eliminated lro1n the related accounts O\nd the profit or 
loss on disposition is credited or charged to earnings. 

Profit on Ille Sale ol Real Propetly 

·10 

Profit on the sale o( real property is recognized \\•hen the 
buyer has 1nt1.de an irrevocable comn1it1nent lo the sale 
and has incl certain do\vn payn~\?'11.\ .and ;unot\izution 
requirc111cnts. In gcnc.>ral, the do\\'Ji .·pay1ncnt rcqu1re· 
1ncnts range ironl 10~t to 25~{, for hn1~rovecl property 
ilnd fronl' 15~~ to 30'}~ for unimprov~d propllrty based 
on the use of the properly and cash f!O\V projections. 
A1nortization rcquircrncnts include the p<1y1ncnt on an 
annual level payment basis {principal and interest) over a 
period not 10 exceed fron1 15 to 30 years, depending on 
the type and use of the property, ,vith pay1ncnts com-
1ncncing not later than one year fro1n date of sale. 

Comparative Figures 
Cerlain itcn1s in the 1973 (in11nci.1I statc1ncnt:; have been 

reclassified to cQnforn1 \Vith 1lJ7·t dJssificatlons. 

Loans receivable arc sun1n1arizcd as follo\\'S! 
1974 

Real cstalc loans on residen· 
tial property of~ 

One lo four units (hornc 
loans) . • . . .. . . . .. • .. . . $284,885,000 

j\\orc than 'four units • . • .. . 92,786,000 
Rc<tl estate lonns on other 

properties .....•. , . , .. . 11,496,000 

less; 
Unearned lo<)n fees .. -. ~ .• 
Unrealized profit on salCs 

of real properly ...•..• 
Loans in process .••...... 

lottn!:! on savins,s deposits ••• 

Notes r.wable 

389,167,000 

(1,075,000) 

(1,404,000) 
l 290,000) 

386,398,000 
2,667,000 

$389,065,000 

The follo\ving is a sun1.mary o( n_otes paya_blc: 

1973 

277 ,939,000 
99,864,000 

14,395,000 

392,198,000 

(1,207,000) 

(1,653,000) 
(2,173,000) 

387;165,000 
2,419,000 

389,584,000 

Fcderai Hon1c loan Bank -advances, s'ccurcd by .certain real 
estalc loans and Federal Haine loan l13nk stock, \vith 
lnteresl frtHn 7,50°/ti to 9,75°k in· 1974 and 7;50°/u to 
n.12s~t1 in -1973, and \Vith n1aturi\y tlu\r:~ itS fol\O\\'S: 

\\ 
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Year ending Dec. 31, 

1974 
'1975 
1976 
1977 
1978 
1979 
1980 
1961 
1982 
1983 
1984 

B.:ink nol('s \vith inh~rc~l prin
tipt1lly i'!I prin1c ·:H.'Clircd by 
certain n1ark(.>tablc sccurl
tie:;, real cstJlc lonns 111id 
rcJI propcrl}', and \\'ith 
111Jturlty dah.•s as follo\vs: 

Yl~ar t'ncling D~c. _ft, 

1974 
'1975 

Ba.nk not<.• \Vith interest \l.l 
1),f5ti;_, clue January 15, 
·1974, sc:curcd by ccrtificutc 

1974 1973 

s 20,700,000 
17.400,000 

343,000 
3,494,000 
3,494,000 
3,494,000 
3,494,000 
3,494,000 
3,.194,000 
3,494,000 
'1,399,000 

43,600,000 20,700,000 

6,085,000 
7,.l75,00Q 

of d~posit • .. • • • • .. • .. • • 920,000 

s 50;975,000 27,705,000 

Taxes on lnrnme 
1r ccrt{!in conditions arC' nu.•t, i;avlngs and loan associations, in 

determining taxable inco1nc, arc allo\vccl spcicial bad debt 
clccluctions based· on specified t."Xp~ricnc<.• fonnulas or 011 a 
pcrccnt.'lgc of taxable inco111C· before such deduction. The 
bad debt ·deduction 111ust be \vithln certain lin1it;:itlonio 
based-on outc;tanding loanSi and th(' .ratio oC reserves, un
divided profils _·and unalloc<1tcd ca_rnings lo savings dc
pos1ts, ,\,\uuial Savings has rc<1chcd such lin1i1alions \Vhich 
preclude deductions from incon1e in ;uriving at Federal 
taxes on income, 

The investment tax- credh, \vhich i> insignUJcant, ·is rccord~d 
by the fiO\\'·.through 1ncthod of accounting \\'hereby, in the 
year available for utilization, it ls applied .as. a reduction of 
irico1ne tax expense. 

1\ppropriat_cd rctJincd earnings at December 31, 1974 and 
1973' include nppr_oxin1atcl~' $43,052,000 and $43.,256,000, 
~cspec::tivcly (bP.forc clin1lnation of $010,000 in consolida
_tion) of tax reserves fOr \\'.hich t'o provision ior Federal 
income taxC'S h~s been n1adc. If In the future these appro
prlations ar_c used for any purpose other-than to ahsorb bad 
debt losses, federal incontc taxes \Viii be i1nposcd at the 
then applicahlC>- rates, 

Federal income tax r~turns of the Con1pnny nnd f\-·\utual Sav
ings ·for 1972 through 1974 arQ subjCct to examination by 
thC:'Unitcd Slat.es Trcasur)i Department. 

lnt:o1nc tax expense for-1974 and 197J includes the follo\\'ing 
c:.01nponc:n:s! 

·11 

1974 1973 

Current DC"icrrccl Current Deferred 
tax tax tnx tax 

('Xpcnsc expense expense expense 

Federal 
St.'lt(_\ 

Tot.11 

$2,451,000 
811,000 

S·3,2r,2.ooo 

3,251,000 
1,012.000 
4,263,000 

251,000 
151,000 

402,000 

DP(C'rrC'cl tax rxpcnsc results fro111 ti1ning differences In the 
recog11ition of rC"vcnuc and ~\xpt1 nsr for t.'lx and finnncial 
!>h\H•ment purposes. The sources of these differences in 
1tJ74 and 1973 :tnd the l.1x C'ifccl of each \Vere as follo\vs: 

1q;.1 1973 
f-i1h1ncial stat~1nt'nt recogni .. 

lion of k>au1 ices grcalcr 
tlc'iS) th<ln t.1x rccosnition $ 

Californi.:i fr,1nchisl' t.1x recog .. 
nizcd for financial state~ 
n1cnt purposes on accru.'ll 
b.is.is. but on cnsh basis ror 
tax purposes •..•..•....•. 

FSLIC secondary reserve Inter
est in_co1ne rc.•cognizcd on 
the finnnci.il sl.1tenlrnl<:., 
hut dct'crrcd for lax pu1 .. 
poses •.... , .••..•••• ~·. 

G<tins .on "'ales of real prop
crt)' rci;ogniz.ed in prior 
years for fin,1ncial state· 
111C'lll putpOSt'S • , , , , • , ••• 

1'156,000) 

15(>,000 

'166,0CO 

Other thning diffcr_~nces . ~ . __ .,t.:.1&::;&:,:,0::;0::.:0;:1 

s 

Si7,000 

(125,000) 

75,000 

1225,000) 

100,000 

402,000 

t\ rccontili<ttion of total Income ta:.: expcnsc· and the a1nount 
co1111n1tt•d by appl)•ing lhe U.S. Federal lncoo1c lax rate of 
48~!.t to inco111C' beiorc t.1x follo\VS: 

.!2Z:!. 197 3 
Co111puted "cxpcttcd" red-

er.11 tax cxpC'nse ..••..... S J,451,000 

Increases {reductions) in tnxc<> 
resuhing frorn~ 
Nel gain1' on· sales of fore .. 

close.cl real property . • . . (219,000l 
Stale franchisu l~xt net of 

1:cdcr<il inco111c lax bl'nC-
fil •. • . • • . • . • • • • • • . • • • . ·1::t2,000 

Dividends received clcduc· 
tion on (on1n1on and prc-
prefcrred stocks .. • • • • • (397,000! 

Other pcnnai1cnt differ-
ences •...•••.•••• -. • . .. 5,000 

S 3,2G2,COO 

4,451,000 

1366,0001 

GOG,000 

(189,000) 

183,000 

4,6G5,000 

fl 
~--.;..::....--------.... ,-~-----~---~--..... ~':'""~--------------------~---~--~---~· .. ;1-" . .,....,.,.. ...... __ ~:::~ 
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(5) Offin• Prnpertk; .md Equipm\'nl, Ne\ 

(7) 

(8) 

Office properties and equipment at cost less accumulated 
dcpred<1tion and atnonization cons.is\ o{ the foUO\\•j.ng;: · 

1974 197'1 

Land ................... S 1,509,000 1,62{000 

5,780,000 
Office buildings and lease· 

hold tmprovcn\cnts ••• , 
Furniture, fixtures and 

equipment •.•.••..••• __ ...:9'.:3:::0,:;,0:;:0~0 
8,219,00Q 

Accumulated depreciation 
and amortization •.••• · _ __:3;.:;,0:.:7.;;9.:.:,000= 

s 5,140,000 

Rt•liremcnl Plan 

.>,659,000 

838,000 

8,120,000 

2,823,000 

5,297,000 

A noncontributory rctircrncnt plan is in effect. for all eligible 
ernplo~·ccs of the Company and its subsidiaries. Employer 
conlribu~ions arc computed utilizing· the aggregate cost 
funding 1ncthod. The contributions for 1974 and 1973 
approximated $CJ4,000 and $791000, respectively._ The actu
arially computed value of vested benefits as of Occc1nbcr 
31, 1974 and 1973 did not cx~ccd the market value of the 
assets of the retirement fund. 

The Ernploycc Retirement. lnco1ne Security Acl of 1974 
be.came -la\'J on September 2, 1Y74 an_d is principally 
concerned \Vilh parlicipalion, vcsling, and funding rc-
quirc1:ncnts. Pension plans in existence on January 1~ 1974 
urc not subject to those requirements until plan years 
beginning after Oec¢1nbcr 31, 1975. Con1pliancc \Vith the 
rcquire1ne11ts of the. Act \Viti not have a significant effect on 
the Company's pension plan. 

Dividcnrls 
Quarterly cash di\lidcnds of S.10 per share plus. an extra ta$h 

dividend of $.10 per share declared· and paid during, 1974 
amounted to $1,187,000._Cash divid~n-.ds declared and paid 
during 1973 amounted to $1,075,000. 

On January 16, 1·973, the Board of Directors declared i\ 511/o 
stock dividend l113,013 shares) payable April. 3, 1973. to 
stockholders of record on February 281 1973. Upon pay
ment or the dividend~ the foir n11ukct value~ oi the $lock 
($1,780,000) as of January 16, 19i3 \Vas charged to market 
\laluc of sto_ck dividends, capital stock \vas credited \vith 
an a111ounl equal to the par Vll.luc of the -;.hares i'ssue<l 
($113,000), and capital-surplus \vas credited \vith an a1nount 
repr.~senting the excess of the fair market value over par 
value ($1,667,000). 

Reserve Reqµirements 
the federal Savings nnd loan lnsurunce Corporation, in con

nection \Vith the instiranc:e of savings deposits, requires 
s:iiVings and loan associations to m!lir:tain certain reserves 
\Vhh;h n1ay .be _Used On\y for the pUrpOSC Of absorbing 
losses. In addition, associations 1nust niaintain certain 
reserves Under Califor;.iia lavJ. Such rcsetve. requirements 
\Vere 1net by fy\utuaL.Savings as of December 31, 1974 and 
1973. _.,' 

\9, RNl E,t,Ht• Opt•r.ilinm 

Operations and net gains from sales of real property are _sum· 
n~:uiz.cd as {olto\\'S.~ 

1974 1973 

Recognized net gains from 
sales ················· s 591,000 852,000 

Income from rentals ..... "108,000 140,000 

G99,000 992,000 

Less maintenance and sales 
expense ·············. 1 ........ , .. :00 ~ 

$ 593,000 R31,000 
= 

(10! Contingent liahiliti(» 
tv\utual Savings is nan1cd as one oi the defendants in several 

class actions relating_ to certain common practices in the 
nlortgagc lending iicld. The outcome of this litigation 
cannol be predicted; hovvevet, based on the facts presently 
avail;ible, 1hc Association believes there arc ·substantial 
defenses to these Jctions and that losses, If any, \\f.ou\d not 
be 1nnlerial. 

ln addition, i\'u\ual Savings is a dcicndant in l\vo actions 
involving <Jllcgcd cnscn1cnt rights. f\·\utual's counsel be
lieves there arc 1ncritorlous defenses to these actions and 
there is a substantial chance the cases can be -successful\y 
defended. \,Vhilc there is some risk to /v\utual, in n1anage
n1cnt1s opinion, any .such risk \VOUld not be n1atcriul. 

Accountants'Repor~ 

PEAT, ~L>.11w1cK, ~hTCllf:l.I. Sc Co. 
C1t1'flr•itu PLl'UC "'«>"'"'"''U 

~~· •11\lt .. TUIW-1t" •t"ttt 
Ll'l~ U•nRL••.t..UrUR~I" "'-.Uh 

The Board of Directors 
Wesco Financial Corporation: 

We have examined the consolidated balance sheets of 
Wesco Financial Corporation and subsidiaries as of 
December 31, 1974 and 1973 and the related consolidated 
statements of earnings, stockholders' equity and changes 
in financial position for the years then ended. our exam
ination was made in accordance with generally accepted 
auditing standards, and accordingly included such tests 
of \he accounting records and such. other auditing pro
cedures as w~ considered necessary in the circumstances. 

In our opinio11, the aforementioned consolidated finan
cial statements present fairly the financial position of 
Wesco Financial Corporation and subsidiaries at Decem
ber. 31, 1974 and 1973 and the results of their operations 
and the changes in their financial position for the years 
then ended, in conformity wlth generally accepted 
accounting principles applied on a consistent basis. 

hat;- 7,l'a,,..<d -m:i"dd!. ~ ~-. . 
Los Angeles, California 
February 14, 197? 
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