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PART 1 

ITEM 1. BUSINESS 

A. General 

Diversified Retailing Company, Inc. (hereinafter referred to as the 

"Company"), a Maryland corporation, is a holding company which renders financial 

and operating advice to its wholly-owned subsidiary, Associated Retail Stores, 

Inc. (hereinafter referred to as "Associated") and to Associated's subsidiary. 

The Company also owns shares of Berkshire Hathaway Inc. (hereinafter referred 

to as "Berkshire"); subsidiaries of the Company's also owns shares of Berkshire. 

The Company has no direct salaried employees and does not compenaate 

its Directors and Officers for their services. The Company's President, 

Robert M. Goldman, acts upon material corporate matters only at the direction 

of the Board of Directors of the Company. 

B. Associated Retail Stores, Inc. 

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

subsidiary. Associated operates a chain of stores which sell at retail popularly 

priced women's and, in a number of stores, children's apparel. The stores 

are located in dow-ntown, neighborhood and shopping center retail areas of 

principal cities in ten (10) states, in leased or owned premises (see ITEM 3. 

PROPERTIES), and operate under various trade names. 

The following table sets forth information as to the number of stores 

of Associated open, opened, and closed during the years indicated: 

Fiscal Open Opened Closed Open 
Year Begin During During End 
Ended Year Year Year Year 

2/3/74 64 4 2 66 
• 2/1/75 66 4 5 65 

2/1/76 65 7 7 65 
1/29/77 65 22 6 81 
1/28/78 81 3 4 80 

NOTE: Unless the text otherwise indicated, all statements made in PART 1 
describe circumstances existing as of January 28, 1978. 
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The following table indicates the number of stores of Associated 

operating under the various trade names used by Associated at January 28, 1978: 

York 
Arny 
Goodwins 
Fashion Outlet 
Gay time 
Madison's 
Yorkster 
Lanes 
Robson 
Tops and Bottoms 

46 
8 
7 
4 
2 
1 
1 
9 
1 
1 

Associated seeks to afford its customers a wide variety of available 

merchandise while reducing its overhead costs to as low a level as is possible. 

Because of the number of stores operated by Associated, it is able to pcactice 

certain economies of scale. All of Associated's stores are served by a central 

buying and warehousing organization located in New York City, from which the 

stores' apparel lines are administered, A staff of merchandise managers and 

buyers maintains daily personal contact with the apparel markets located in 

New York City and elsewhere.. Nearly all receiving and purchasing activities 

are conducted .in the central warehouse, from which shipments are made daily 

to the various stores. Associated utilizes detailed inventory cont1·ol and 

analysis procedures, primarily through the use of an owned computer system, to 

identify popular and fast-selling items for rapid replacement, and to identify 

those items requiring an immediate reduction in price so that they may be sold 

quickly. In addition, Associated utilizes interchangeable store fixtures to 

facilitate th'; opening and closing of its stoi:es. Associated' s policy of making 

sales only for cash or on credit under approved bank charge account plans has 

allowed it further to avoid unnecessary overhead costs. 

Associated regularly employs approximately one thousand, four hundred 

fifty (1,450) full and part-time employees, and seasonally employs an additional 

two hundred (200) employees, All of i1:s sales personnel are paid at an hourly 

rate, and none are paid sales commissions. Approximately eighty percent (80%) 

of Associated's employees are covered by union contracts which expire at various 

times, There were no significant changes in employee relations during the 

fiscal year ended January 28, 1978, and Associated's management considers its 

relations with its employees to be satisfactory. 
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Tile business of most of the stores, particularly those in the larger 

cities, involves intense·competition with other stores selling similar merchan-

dise, including discount and department stores, specialty shops and stores 

operated by national chains. 

In addition to operating the chain of retail stores, Associated wholly-
.. ,, 

owns one (1) subsidiary, and that subsidiary owns 99.6% of another company. 

(1) Columbia Insurance Company 

Columbia Insurance Company (hereinafter referred to as "Columbia"), 

a Nebraska corporation, is a wholly-owned subsidiary of Associated 'Which engages 

in the business of fire and casualty insurance and reinsurance. Columbia operates 

under a certificate of authority to transact the business of insurance (with the 

exceptions of life and title insurance) issued by the Department of Insurance 

of the State of Nebraska, and is currently licensed to conduct one or more 

insurance businesses in nineteen (19) other states. At present, Columbia's 

business consists primarily of the acceptance of portions of reinsurance contracts 

generated through and offered to Columbia by the reinsurance division of National 

Indemnity Company (hereinafter referred to as "National Indemnity"). 

National Indemnity is a wholly-owned subsidiary of Berkshire. Although 

as of January 28, 1978, Warren E. Buffett, a. member of his immediate family, 

the Company and its subsidiaries owned substantial amounts of the common stock 

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

of the Company, of Associated, of Columbia, and of Berkshire (see ITEM 4 • PARENTS 

AND SUBSIDIARIES and ITEM 15. DIRECTORS OF REGISTRANT), National Indemnity is 

not obligated to offer'all or any portion of any reinsurance contract to Columbia. 

Accordingly, Columbia cannot be certain that it will continue to be offered 

business through the reinsurance division of National Indemnity, presently its 

principal source of business. Columbia currently is dependent upon the continuance 

of its business arrangements with National Indemnity since Columbia has no indepen-

dent staff for generating or evaluating business, settling losses or handling 

other administrative details. 

(2) Southern Casualty Insurance Company 

On April 30, 1974 Columbia purchased 99. 6% of the issued and 

outstanding voting securities of Southern Casualty Insurance Company (hereinafter 

referred to as "Southern"), Southern is licensed to write workmen's compensation 

coverage in the State of Louisiana. 
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C. Financial Information About Industry Segments 

Business segment data prescribed by Statement No. 14 of the Financial 
Accounting Standards Board is presented below for the five years ended 
January 28, 1978. The Insurance Segment represents operations of Columbia and 
Southern described above. The Retailing Segment represents operations of 
Associated, also described above. 

In the following table, revenue of the Insurance Segment includes investment 
income of Columbia and Southern, exclusive of equity in earnings of Berkshire 
and Blue Chip Stamps (hereinafter referred to as "Blue Chip"), the investments 
in which are accounted for by .the equity method, plus premiums earned by those 
insurers. Revenues of the Retailing Segment include net sales from ASsociated' s: .. 
retail stores plus other income earned in the retailing operations. 

Revenues: 
Insurance segment* 
Retailing segment 

Total revenues 

*Revenues of insurance segment 
representing premiums earned on 
reinsurance ceded from affiliate 

Years ended 
Feb. 2, Feb. 1, Jan.31, Jan.29, Jan.28, 
1974 1975 1976 1977 1ill 

( thousandS'Of dollars) 

$ 2,261 3,102 3,199 4,526 6,730 
371267 34,232 35 1303 39 1113 421106 ' 

$ 39,52.8 37,334 38,502 43,639 48,836 

$ 1,450 1,839 2,157 3,428 5,179 

Operating profit before taxes is presented below. Operating profit of 
segments is total revenues as above less total expenses identif1.ed with the 
segments. In computing operating profit identified with segments, none of the 
following items have been added or deducted: equity in earnings of investees, 
realized investment gains and interest expense. 

Years ended 
Feb. 2, Feb. 1, Jan.31, Jan.29, Jan.28, 
1974 1975 1976 1977 1ill - (thousands of dollars) 

Operating; profit (loss) before taxes: 
Insurance segment $. 223 (154) (300) 119 439 
Retailing segment 1,514 1,540 2,007 2,219 2, 775 
Not identified with segments: 

Equity in earnings of investees 2,173 1,740 1, 713 5,175 7,272 
Realized investment gains 37 (300) 7 99 160 
Interest expense (720) (677) (714) (11027) (1 1174) 

Operating profit 
$ 3,227 2,149 2, 713 6,585 9,472 before taxes = = 

Retailing segment operating profits before taxes in the year ended January 28, 
1978 include a non-recurring type gain of approximately $285,000 recorded as a 
result of certain store condemnation proceedings. 

Feb. 2, Feb. 1, Jan.31, Jan.29, Jan.28, 
.!.lli 1975 1976 1977 .!ill 

(thousandS'Of dollars) 
Identifiable assets: 

Insurance segment $ 3,668 5,836 5,538 9,190 11,900 
Retailing segment 8,213 9,887 10,195 9,965 14,271 
Not identified with segments: 

Investment in affiliates 21,896 23,433 25,907 32,710 41,027 
Corporate cash and other 406 310 324 631 348 

Consolidated assets $ 34,183 39,466 41,964 52,496 67,546 

Retailing segment: 
Capital expenditures $ 192 131 131 118 294 
Depreciation and amortization 146 126 121 124 126 

= = = = 
Capital expenditures, depreciation and amortization were insignificant in the 
Insurance segment. 
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ITEM 2. SUMMARY OF OPERATIONS 

This Summary Should be Read in Conjunction with the .Financial 
Statements and Notes Thereto Included in Item 13(a) 

Net sales (a) 

Gross profit and other income-items 

Operating expenses, except interest 

Interest and financing costs 

Income taxes applicable to above 
Earnings before items 

below 

Equity in net earnings of affiliated 
companies accounted for by the 
equity method, net of income taxes 

Realized gain (loss) from securities 
transactions, net of income taxes 

Earnings before 
extraordinary 
items 

Extraordinary items, net of income 
taxes (b) 

Net earnings 

Per weighted average outstanding 
shares (c): 

Earnings before extraordinary 
items 

Net ean1ings 

Feb. 2, 
1974 

(in thousands 

Fiscal year ended 
Feb. 1, Jan.31, Jan.29, Jan.28, 

1975 1976 1977 1978 
of dollar8'7xcept per shareamounts) 

$ 37,093 33,976 35,081 38,891 41,716 

13,904 13,333 13,961 15,809 17,269 

(12,167)(11,946)(12,255)(13,471)(14,055) 

(720) (677) (714) (1,027) (1,174) 

(441) (307) (489) (582) (830) 

576 403 503 729 1,210 

1,985 1,582 1,559 4,773 6,738 

26 (210) 5 68 97 ---
2,587 1,775 2,067 s,510 a,045 

395 

$ 2,982 

$ 2.59 

2.98 
= 

68 

1,843 

1. 77 

1.84 
= 

2,067 

2.07 

2.07 

5,570 8,045 

6.68 

6.68 
= 

10.28 

10.28 

(a) Net sales for each of the four fiscal years ended January 29,. 1977 have been 
restated to exclude leased department sales (approximately $1 million per year), 
consistent with current year presentation. 

(b) The extraordinary gains in fiscal years 1974 and 1975 resulted from receipt 
of condemnation proceeds for certain Philadelphia properties in excess ·of 
depreciated cost of the properties. 

(c) In the year ended January 28, 1978, there were 782,490 shares outstanding. In 
the year ended January 29, 1977, the weighte~ average shares outstanding were 
833,118. There were 1,000,000 shares outatanding in all prior years. 

This summary includes the results of the Company and its subsidiaries on a 
consolidated basis. 
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MANAGEMENT'S DISCUSSION OF SUMMARY OF OPERATIONS 

The most significant contributing factor to increased consolidated earnings 
for the past two years has been the Company's increased equity in net earnings 
of Berkshire and Blue Chip. The Company's recorded share of net earnings of 
these affiliates has been as follows for the past three years, in thousands 
of dollars. 

Berkshire 
Blue Chip 

$ 

Fiscal year ended 
Jan.31, Jan.29, Jan.28, 
1976 1977 1978 

637 
922 

3,439 
1,334 

4,376 
2,362 

$ 1,559 4,773 6, 738 

The Company's equity in net earnings of investees is essentially a 
function of the amount of the investees' net earnings and the number of the 
investees' shares owned by the Company, The Company's share ownership of 
Blue Chip has remained ~onstant in each of the past three years so that the 
above reflects increases in Blue Chip's net earnings. Berkshire's reported 
earnings have increased significantly in each of the past two years; shares of 
Berkshire stock owned by the Company have also increased slightly in each year. 

In the year ended January 28, 1978, the Company's equity in realized 
investment gains of Berkshire and Blue Chip totaled $1,606,000, In the 
year ended January 29, 1977, $1,018,000 of the equity in investee's earnings 
represents the Company's share of investment gains realized by Berks'ilire, 
contrasted with losses realized by Berkshire in securities transacti'ons, the 
Company's share of which was $222,000, in the second preceding year. 

Retailing operations: Net sales increased approximately 7% in the most 
recent year over those in the year ended January 29, 1977. Store-to-store sales 
(sales from stores open in both years) increased approximately 2-1/2%,. contributing 
approximately $900,000 to the additional sales volume. Sales from. net additional 
stores opened contributed approximately $1,900,000 to the overall increase. 
In the prior year, store-to-store sales increased at a rate of 5% over the 
second year preceding, while new stores contributed about $1,800,000 to the 
overall 11% increase in sales volume, Gross profit margins as a per cent of 
sales have remained fairly constant over the past three years, thus total dollar 
gross profits have increased in line with increased total sales. Store expenses 
have increased almost in proportion to increased sales. In the most recent 
year, Associated recorded a pre-tax gain of approximately $285,000 from 
certair. store condemnation proceedings and this resulted in increased retailing 
profits more than proportionate to increased sales. 

Insurance operations: The insurance segment profit (loss) before taxes 
for each of the past three years has been as follows: 

Gain (loss) from underwriting: 
Reinsurance 
Workmen's compensation 

Net investment income 
Operating profit 

before taxes 

Jan.31, 
1976 

$(457) 
(125) 
(582) 

282 

$(300) 
= 

Years ended 
Jan.29, Jan.28, 

1977 1978 

(373) 191 
89 (275) 

(284) (84) 

403 m 
119 439 
= = 

Financial statements and schedules of Columbia Insurance Company and 
Consolidated subsidiary are included in Item 13(a). Such financial statements 
reflect those insurance subsidiaries' investment in Berkshire and Blue Chip 
and their equity in earnings of those investees, See also FINANCIAL INFORMATION 
ABOUT INDUSTRY SEGMENTS under ITEM 1. above. 

Interest expense: In April 1976, the Company borrowed $4,000,000 from 
a bank, which indebtedness was outstanding until December 7, 1977. On that 
date, Associated borrowed $7,000,000 from institutional investors; the 
Company's bank term loan was refunded from the proceeds of this loan. 
Interest expense has increased in each of the past two years as a result 
of servicing the increased debt. 
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ITEM 3. PROPERTIES 

The operating off ices of the Company are located in the law firm 

of Frank, Bernstein, Conaway & Goldman, 1300 Mercantile Bank and Trust 

Building, 2 Hopkins Plaza, Baltimore, Maryland 21201, in which firm 

Robert M. Goldman, the President of the Company, and Max E. Blumenthal, 

the Secretary of the Company, are partners. The Company pays no rent 

for the said offices and, except for certain legal and bookkeeping 

activities, only limited operational activities of the Company take 

place therein. 

The stores operated by Associated (see ITEM 1. BUSINESS) 
<) 

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

square feet to approximately sixty thousand (60,000) square feet. The 

total floor area of all of the stores is approximately nine hundred 

seventy thousand (970,000) square feet. 

Associkted owns the land and improvements of nine (9), and 

leases its remaining seventy-one (71) store locations for terms expiring 

on various dates through 1993. Associated's executive buying and admini-

strative offices are located in a New York warehouse (see ITEM 1. BUSINESS) 

leased by Associated f.or a term expiring. on December 31, 1978. The ware-

house has a floor area of approximately eighty thousand (80,000) square 

feet. (See Note 12 of the Notes to Financial Statements). 

Columbia has no independent operating of fices anJ owns no facili-

ties; all of Columbia's activities are supervised by Warren E. Buffett, 

the Chairman of its Board of Directors, from his offices in Omaha, Nebraska. 

Southern owns its one story home office building, which affords 

about 3,500 square feet of office space on approximately 1/4 acre of land, 

in Alexandria, Louisiana. The facility is considered adequate to the needs 

of Southern. 
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ITEM 4. PARENTS AND SUBSIDIARIES 

A. Parents 

As of January 28, 1978, Warren E. Buffett owned 51.86%* of the 

Company's common stock; First Manhattan Co, (of which David S. Gottesman 

was and is a general partner) held of record 13.26% of that stock; and Susan 

T. Buffett, the spouse of Warren T. Buffet, owned approximately 3.98% of 

that stock. (See ITEH 14. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS 

AND MANAGEMENT and ITEM 15, DIRECTORS OF THE REGISTRANT.) First Manhattan 

Co, disclaims any status which would cause it to be deemed a parent of the 

Company. 

B. Subsidiaries 

The Company .owns one hundred percent (100%) of the issued and 

outstanding voting securities of its subsidiary, Associated Retail Stores, 

Inc., an Illinois corporation. Associated owns one hundred percent (100%) 

of the issued and outstanding voting securities of its subsidiary, Columbia 

Insurance Company, a Nebraska corporation. Columbia owns 99.6% of Southern 

Casualty Insurance Company. The above named subsidiaries are included in 

the consolidated financial statements of the Company. 

As of January 28, 1978, the Company, through its subsidiary, Associated, 

and Associated's subsidiary, Columbia, owned of record approximately sixteen 

percent (16%) of the common stock of Blue Chip Stamps, a California corporation; 

Warren E. Buffett and his wife owned of record approximately thirteen percent 

(13%)of that stock; and Charles T. Munger owned of record approximately 

two percent (2%) of that stock. On that date, Berkshire. and its subsidiaries 

beneficially and of record owned approximately thirty-seven perc'ent (37%) 

of the common stock of Blue Chip, and David S. Gottesman and Charles F. 

Heider, and members of the immediate family of Charles F. Heider, owned 
'.J 

beneficially less than one percent (1%) of that stock. The Company takes 

up equity in earnings relating to its shareholdings in Blue Chip, For 

purposes of this Item 4, and pursuant to Instruction No. 6, thereto, 

Blue Chip is deemed to be a subsidiary. 

* This percentage was computed without taking into account Mr, Buffett's 
interest as trustee under a trust instrument in certain shares of the 
Company 1 s common stock, SEE ITEM. 14, SECURITY OWNERSHIP OF J:iERTAIN 
BENEFICIAL OWNERS AND MANAGEMENT. , 
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As of January 28, 1978, the Company, Associated, Columbia and 

Southern in the agregate owned beneficially approximately eighteen percent 

(18%) of the common stock of Berkshire, a Delaware corporation. In addition, 

on that date Warren E. Buffett and Susan T. Buffett, his spouse, respectively, 

owned beneficially approximately 33.6% and approximately 2.5% of that stock. 

The Company takes up equity in earnings relating to its shareholdings in 

Berkshire. For purposes of this Item 4, and pursuant to Instruction No. 6 

thereto, Berkshire is deemed to be a subsidiary. 

ITEM 5. LEGAL PROCEEDINGS 

Neither the Company, Associated nor Associated's subsidiary are 

parties to any material pendi.ng legal proceedings other than ordinary routine 

litigation incidental to their business, and none of their property is the 

subject thereof. 

ITEM 6. INCREASES AND DECREASES IN OUTSTANDING SECURITIES AND INDEBTEDNESS 

Company Consolidated 

Outstanding debt Jan. 29, 1977: 
Note payable to bank $ 4,000,000 4,000,000 
8% debentures due 1985 6,600,000 6,600,000 
9% notes payable 1 1505 2061 11 505 1061 

12,105,061 12,105,061 

Installment payments - 9% notes (11,138) (11,138) 
9-1/4% collateral notes issued 7,000,000 
Prepayment - note payable t.o bank (4 1 000 1000) (4 1 000 1 000) 

Outstanding debt Jan, 28, 1978 $ 8,093,923 15,093,923 

Represented by: 
8% debentures due 1985 6,600,000 6,600,000 
9% notes payable 1,493,923 1,493,923 
9-1/4% collateral notes due 

3/1/93 7 1000..Q..OO 

$ 8,093,923 15,093,9:<\3 

On December 7, 1977, Associated b.orrowed $7 ,000,000 from institutional 
investors evidenced by Associated's 9-1/4% promissory notes in that principal 
amount. The notes are guaranteed by the Company. From the proceeds, Associatf!d 
paid a $5,500,000 dividend to the Company, who in turn redeemed its $4,000,000, 
outstanding bank loan. The $3,000,000 proceeds of the borrowing in excess of the 
bank loan were used for general corporate purposes of the Company and Associat:ed. 

No underwriters were involved in the transactions referred to above, 
and the debt securities issued were not registered under the Securities Act of 
1933 because they were issued in transactions by an issuer not involvi.ng any 
public offering within the meaning of Section 4(2) of said Act. The Company 
believes that the notes were taken for investment by the purchasers. 

ITEM 7. CHANGES IN SECURITIES AND CHANGES IN SECURITY FOR REGISTERED SECURITIES 

NONE. 
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ITEM 8. DEFAULTS UPON SENIOR SECURITIES 

NONE. 

ITEM 9. APPROXIMATE NUMBER OF EQUITY SECURITY HOLDERS 

Title of Class 

Diversified Retailing Co., 
Inc., connnon stock, par value 
$0.0003 per share 

Number of Record Holders 

60 

ITEM 10. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 

NONE. 

ITEM 11. EXECUTIVE OFFICERS OF THE REGISTRANT 

Name Age Offices(s) Held 

Warren E. Buffett 47 Chairman of Board of Directors 
Robert M. Goldman (a) 61 President; Director 
David S. Gottesman 51 Vice President; Director 
Charles T. Munger 54 Vice President; Assistant 

Secretary; Director 
Max E. Blumenthal (a) 37 Secretary, Treasurer 

ITEM 12. INDEMNIFICATION OF DIRECTORS AND OFFICERS 

The Company has no charter provision, by-law, contract or arrangement 

under or pursuant to which any of its Direc·t::ors or Officers are .insured or indem-
',' 

nified in any manner against any liability which may be incurred in their capacity 

as such. However, under Section 2-418 of the Corporations and Associations 

Article of the Annotated Code of Maryland, the Company may indemnify any Director, 

officer, employee or agent of the Company against any expenses or l·iability 

incurred as a result of his good faith performance of duty in such capacity, 

subject to certain restrictions upon such indemnification, which are provided 

in the said statute. 

(a) Both Mr. Goldman and Mr. Blumenthal are partners in the law firm of Frank, 
Bernstein, Conaway & Goldman, 1300 Mercantile Bank and Trust Building, 
2 Hopkins Plaza, Baltimore .. , Maryland 21201, which firm represents the 
Company. -· 
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ITEM 13. FINANCIAL STATEMENTS, EXHIBITS FILED AND REPORTS ON FORM 8-K 

A. Financial Statements 

A list of the consolidated financial statements and schedules of 

the Company and/or of the consolidated insurance subsidiaries which are filed 

herewith immediately precedes those documents herein. 

B. Exhibits Filed 

Exhibit A: 

Exhibit B: 

Exhibit C: 

C. Reports on Form 8-K 

1977 Annual Report of Berkshire 
Hathaway Inc. 

Annual Report of Blue Chip Stamps 
for the Year Ended December 31, 1977 

1977 Annual Report of Wesco Financial 
Corporation 

No reports on Form 8-K have been filed by the Company during the last 

quarter of the year covered by this Report. 

\\ 
iJ 
!( 
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PART II 

ITEM 14. PRINCIPAL SECURITY HOLDERS AND SECURITY HOLDINGS OF MANAGEMENT 

Title of 
Class 

Connnon 

Connnon 

Connnon 

A. Principal Security Holders 

Name and Address 

Warren E. Buffett 
5505 Farnam Street 
Omaha, Nebraska 68131 

David S, Gottesman 
30 Wall Street 
New York, New York 10005 

Charles T, Munger 
606 S. Hill Steet 
Los Angeles, California 90055 

Amount 
Beneficially 
Owned 

405,79l(a) 

32,000 (b) 

58,472 

Percent 
of Class 

51.86% 

4.09% 

7.47% 

(a) This amount does not include the following shares of connnon stock, at to which 
Mr. Buffett disclaims the beneficial ownership: 

(i) 31,113 shares held by Mr. Buffett's wife, Susan T. Buffett; 

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

(b) David S. Gottesman, a Director and a Vice President of the Company, beneficially 
owned 32,000 of 103,787 shares held of record by First ~!anhattan Co., of which 
Mr.. Gottesman is a partner. An additional 27, 926 of the said 103, 787 shares 
are held in trusts for the benefit of certain members of Mr. Gottesman's 
immediate family, Mr. Gottesman disclaims the beneficial ownership of the 
shares held in the said trusts. The remaining 43,861 of the 103,787 shares 
are owned beneficially by other partners of the firm or the spouse of one 
of such partners. 
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B. Security Holdings of Nanagement 

Title of Class 
Amount Beneficially 
Owned (c) 

Percent 
of Class 

Diversified Retailing Co., 
Inc., common stock, par 
value $0.0003 per share (d) 

ITEM 15. DIRECTORS OF THE REGISTRANT 

496, 263 (e) 63.4% 

Each of the following persons served as a Director of the Company 

during the entire fiscal year ended January 28, 1978, and will continue to 

so serve until his present term expires in February, 1979. 

(c) Subject to the exceptions indicated in note (e) to this Item, this 
column indicates the number of shares of the common stock of the 
Company beneficially owned directly or indirectly by all Directors 
and Officers of the Company, as a group, as of January 28, 1978. 

(d) The Company has no other class of equity securities. No Director 
or Officer possesses the beneficial ownership of any share or shares 
of equity securities of the Company's subsidiary, Assoicated, or 
of Associated's subsidiary, Columbia. 

(e) This amount does not include any of the following shares of common stock: 

(i) The shares referred to in note (a) to this Item, 
which note is incorporated herein by reference; 

(ii) The 27,926 shares held in trusts for the benefit 
of certain members of David S, Gottesman's immediate 
family referred to in note (b) to this Item, which 
note is incorporated herein by reference. 
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A. Warren E. Buffett 

Warren E. Buffett, 47, is the Chairman of the Board of Directors of 

the Company, having held that office since the Company's organization in 1966. 

Since 1970, Mr, Buffett has been the Chairman of the Board of Directors of 

Associated and of Berkshire, and the Chairman of the Board of Directors of 

Columbia. 

B. David S. Gottesman 

David S. Gottesman, 51, a Director and a Vice President of the Company, 

is and has been for the past five years a general partner in the broker-dealer 

securities firm of First Manhattan Co,, a member of the New York Stock Exchange, 

C. Charles T. Munger 

Charles T. Munger, 54, a Director and a Vice President of the Company, 

has been for the past five years, and until January, 1976, a general partner 

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

Pacific Coast Stock Exchange. From January, 1976, to July, 1976 Mr. Munger's 

principal occupation consisted of the management of personal investments. Since 

July, 1976, Mr. Munger has been Chairman of the Board of Directors of Blue Chip. 

D. Charles F. Heider 

Charles F. Heider, 51, a Director of the Company, is and has been since 

1970 the President of Chiles, Heider & Co., Inc., a broker-dealer securities firm 

and a member of the New York Stock Exchange. 

E. Robert M, Goldman 

Robert M. Goldman, 61, a Director and the President of the Company, 

is and has been since July 1, 1966, a partner of the Maryland law firm of Frank, 

Bernstein, Conaway & Goldman. 

ITEM 16. REMUNERATION OF DIRECTORS AND OFFICERS 

NONE - except that the Company did accrue legal fees and cash advanced in the 
amounts of $13,853.00 and $719.37, respectively, during its fiscal year ended 
January 28, 1978 to the law firm of Frank, Bernstein, Conaway & Goldman, in 
which Messrs. Goldman and Blumenthal are and were at the time of such payment 
partners. (See ITEM 18. INTEREST OF MANAGEMENT AND OTHERS IN CERTAIN TRANS
ACTIONS.) 
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ITEM 17. OPTIONS GRANTED TO MANAGEMENT TO PURCHASE SECURITIES 

NONE. 

ITEM 18. INTEREST OF MANAGEMENT AND OTHERS IN CERTAIN TRANSACTIONS 

A, There are described in the following paragraphs certain transactions 

since the beginning of the fiscal year ended January 28, 1978, or proposed 

transactions, to which the Company or any of its subsidiaries was or is to be a 

party in which a director or officer of the Company, a security holder named 

under Section A of ITEM 14 hereof, or any relative or spouse of any of the 

foregoing persons who has the same home as such person or who is a Director or 

Officer of the Company or of Associated or of Associated's subsidiary, had or 

is to have a direct or indirect material interest. 

1. During the Company's fiscal year ended January 28, 1978, Columbia 

accepted reinsurance contracts from insurance supsidiaries of Berkshire, repre

senting premiums written in the amount of $7,293, 705. Co!\imbia ceded $1,611,067 

in premiums to insurance subsidiaries of Berkshire. National Indemnity, an 

insurance subsidiary of Berkshire, performs all of Columbia's bookkeeping and other 

administrative functior2. For these services Columbia pays to National Indemnity 

as part of its ceding commissions an amount ordinarily equal to one-half of the 

customary originating brokerage commissions. "Pro rata" business normally c.arries 

an originating commission of 1%, and "excess" business, an originat:!.ng commission 

of 10%. The amount of ceding conu:nissions representing fees for bookkeeping and 

administrative services paid by Columbia to National Indemnity during 1977 was 

approximately $59,340. Columbia also paid approximately $38,412 in commissions 

to one of Berkshire's subsidiary which acted as agent for direct business written 

by Columbia. 

2. Insurance subsidiaries of the Company purchased securities during 

1977 for a total consideration of $173,400 from Chiles, Heider & Co., Inc., a broker 

dealer securities firm of which Charles F. Heider, a Director of the Company is 

President and largest single shareholder. These transactions, in which the 

broker dealer firm acted as pri.ncipal, were in the ordinary course of business. 

3. During the Company's fiscal year ended January 28, 1978, the Company 

paid and/or incurred certain legal fees in connection with the representation of 

the Company by the law firm of Frank, Bernstein, Conaway & Goldman. (See ITEM 16. 

REMUNERATION OF DIRECTORS AND OFFICERS.) 
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B. During the Company's fiscal year ended January 28, 1978, no 

Director or Officer of the Company or associate of such persons was indebted 

to the Company, Associate{~ or Associated' s subsidiary. 

C, Other than any payments which may have been made pursuant to the 

terms of any pension, retirement, savings or similar plan which may have been 

provided by the Company, Associated or Associated's subsidiary, and other 

than insurance and reinsurance transactions between Columbia and insurance 

subsidiaries of Berkshire (see subsection A(l) of this ITEM 18 above), during 

the Company's fiscal year ended January 28, 1978, there was no transaction, and 

there is no presently proposed transaction, to which any of the said plans 

was or is to be a party, in which any Director or Officer of .the Company, any 

security holder named under Section A of ITEM 14 hereof, or any relative or 

spouse thereof or relative of any such spouse who has the same home as any such 

Director, Officer or security holder or who is a Director or Officer of Associated 

or Associated's subsidiary, had or is to have a direct or indirect material 

interest. 

* * * * * * * * 
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Pursuant to the requirements of Section 13 or lS(d) of the 

Securities Exchange Act of 1934, the registrant has duly caused this report 

to be signed on its behalf by the undersigned, thereunto duly authorized, 

DIVERSIFIED RETAILING COMPANY 1 INC. 

Date: O;J2;; hr 
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Item 13. Financial Statements and Exhibits Filed 

(a) Financial Statements 

Index to Financial Statements 

Diversified Retailing Company, Inc. and Subsidiaries: 

Report of Independent Certified Public Accountants 
Consolidated Balance Sheets, January 28, 1978 and 

January 29, 1977 
Consolidated Statements of Earnings and Retained 

Earnings, Years ended January 28, 1978 and 
January 29, 1977 

Consolidated Statements of Changes in Financial 
Position, Years ended January 28, 1978 and 
January 29, 1977 

Diversified Retailing Company, Inc. (Parent Company Only): 

Balance Sheets, January 28, 1978 and January 29, 
1977 

Statements of Earnings and Retained Earnings, Years 
ended January 28, 1978 and January 29, 1977 

Statements of Changes in Financial Position, 
Years ended January 28, 1978 and January 29, 
1977 

Notes to Financial Statements 

Schedules Supporting Consolidated Financial Statements 
and Parent Company Only Financial Statements: 

Schedule III - Investment in Securities of 
Affiliates, Years ended 
January 28, 1978 and 
January 29, 1977 

Schedule XVI - Supplementary Income Statement 
Information, Years ended 
January 28, 1978 and 
January 29, 1977 

Columbia Insurance Company and Subsidiary: 

Report of Independent Certified Public Accountants 
Consolidated Balance Sheets, December 31, 1977 and 

1976 
Consolidated Statements of Earnings, Years ended 

December 31, 1977 and 1976 
Consolidated Statements of Capital Stock and Surplus, 

Years ended December 31, 1977 and 1976 
Consolidated Statements of Changes in Financial 

Position, Years ended December 31, 1977 and 1976 
Notes to Consolidated Financial Statements 

F-1 

F-2 

F-3 

F-4 

F-5 

t"-6 

F-7 
F-8 through F-19 

S-1 through S-3 

S-4 

F-101 

F-102 

F-103 

F-104 

F-105 
F-106 through F-112 



Item 13. Financial Statements and Exhibits Filed (Continued) 

(a) Financial Statements, Cont. 

Schedules Supporting Consolidated Financial Statements: 

Schedule I - Summary of Investments in Securities, 
Other than Affiliates, December 31, 
1977 

Schedule II - Investment in Affiliates, Years ended 
December 31, 1977 and 1976 

Schedule VII - Premiums, Losses and Claims, Years 
ended December 31, 1977 and 1976 

(b) Exhibits 

A - Annual Report of Berkshire Hathaway Inc. -
1977 and 1976 

B - Annual Report of Blue Chip Stamps - 1977 

C - Annual Report of Wesco Financial Corporation -
1977 and 1976 

S-101 

s-102 

S-103 

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



PEAT, MARWICK, MITCHELL & Co. 
CERTIFIED PUBLIC ACCOUNTANTS 

ACCOUNTANTS' REPORT 

The Board of Directors 
Diversified Retailing Company, Inc.: 

We have examined the financial statements and related schedules of 
Diversified Retailing Company, Inc. and subsidiaries and Diversified 
Retailing Company, Inc. (parent Company only) as listed in the accompany
ing index. Our examinations were made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered 
necessary in the circumstances. We did not examine the financial 
statements of Blue Chip Stamps, an affiliated company. The Company and 
its subsidiaries' investment in Blue Chip Stamps at January 28, 1978 and 
January 29, 1977 was $17,739,745 and $15,380,729, respectively, and its 
equity in earnings of Blue Chip Stamps was $2,362,249 and $1,334,534 for 
the respective years then ended. The financial statements of Blue Chip 
Stamps were examined by other auditors whose report thereon has been 
furnished to us and our opinion expressed herein, insofar as it relates 
to the amounts included for Blue Chip Stamps, is based solely upon the 
report of the other auditors. 

T!ie report of the other auditors was qualified with respect to litigation 
involving a subsidiary of Blue Chip Stamps. As explained in note 7 to 
the accompanying financial statements, the ultimate outcome of this 
action and potential liability, if any, cannot be determined at this time. 

In our opinion, based upon our examinations and the report of the other 
auditors and, in 1978, subject to the effects on the financial statements 
of such adjustments, if any, as might have been required had the outcome 
of the uncertainty referred to in the preceding paragraph been known, 
the aforementioned financial statements present fairly the consolidated 
financial position of Diversified Retailing Company, Inc. and subsi
diaries at January 28, 1978 and January 29, 1977 and the results of 
their operations and the changes in their financial position for each 
of the years then ended, and the financial position of Diversified 
Retailing Company, Inc. (parent Company only) at January 28, 1978 and 
January 29, 1977 and the results of its operations and the changes in 
its financial position for each of the years then ended, all in con
formity with generally accepted accounting principles applied on a 
consistent basis; and the supporting schedules, in our opinion, subject 
to, in 1978, the effects, if any, of the matter discussed in the preceding 
paragraph, present fairly the information set forth therein. 

Omaha, Nebraska 
April 14, 1978 

PEAT, MARWICK, MITCHELL & CO. 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 

Consolidated Balance Sheets 

January 28, 1978 and January 29, 1977 

Assets 

Cash 
U. S. Treasury Bills, at cost which 

approximates market 
Accounts receivable (note 2) 
Recoverable Federal income taxes 
Merchandise inventories 

Investments, other than affiliates (notes 3 and 4): 
Bonds, at amortized cost 
Preferred stock, at cost 
Common stocks, at cost 

Total investments, other 
than affiliates 

Investments in affiliates (notes 6, 7 and 9) 
(Schedule III): 

Berkshire Hathaway Inc. 
Blue Chip Stamps 

Total investments in affiliates 

Prepaid acquisition costs 
Property and equipment, at cost leas allowance 

for depreciation and amortization of $532,874 
in l.978 and $546 ,361 in 1977 (note 8) 

Other assets 

Liabilities and Stockholders' Equity 

Losses and loss adjustment expenses 
Unearned insurance premiums 
Accounts payable and accruals 
Salaries, wages and bonuses 
Taxes other than income taxes 

Income taxes (note 10): 
Current 
Deferred 

9-1/4% collateral notes payable (note 9) 
8% debentures due 1985 (note 9) 
9% notes payable (note 9) 
Other liabilities 

Total liabilities 

Stockholders' equity (notes 9 and 11): 
Common stock of $.0003 par value. Authorized 

3,333,333-1/3 shares; issued 1,000,000 shares 
Additional paid-in capital 
Retained earnings 

Less 217,510 shares of common stock in 
treasury, at cost 

Total stockholders' equity 

Commitments and contingent liabilities 
(notes 7, l.2 and 13) 

See accompanying notes to financial statements, 
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$ 

$ 

$ 

1978 

3,739,834 

5,871,449 
649,745 
124,998 

6,436,252 

5,604,788 
133,475 

1,100,437 

6,838,700 

23,287,603 
1717391745 

41,027,348 

1,042,000 

1,050,476 
765,670 

67,546,472 

5,869,410 
4,937,159 
3,038,169 

124,640 
259,042 

314,523 
2,107,571 

7,000,000 
6,600,000 
1,493,923 

637,009 

32,381,44() 

300 
5,999,700 

321427,676 
38,427,676 

3,2621650 

35,165,026 

$ 67,546,472 

1977 

2,702,950 

3,588,651 
747,911 
378,330 

5,589,375 

3,472,052 
133,475 

1,121,327 

4,726,854 

17,329,554 
15,3801729 

32,710,283 

373,000 

882,719 
796,384 

52,496,457 

4,6;~1 ,291 
3,513,506 
2,981,159 

119,764 
264,751 

216,914 
1,266,932 

4,000,000 
6,600,000 
1,505,061 

280 1781 

25,376,159 

300 
5,999,700 

24,382,948 
30,382,948 

3,262,650 

27,120,298 

52,496,457 



DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 

Consolidated Statements of Earnings and Retained Earnings 

Years ended January 28, 1978 and January 29, 1977 

Year ended 

Net sales 
Cost of goods sold 

Gross profit 

Insurance underwriting loss 
Interest and dividend income 
Other income 

Selling, general and administrative expenses 
Interest and financing costs 

Earnings before income taxes, equity 
in earnings of affiliates and 
realized securities gains 

Income taxes (note 10) 
Earnings before equity in earnings 

of affiliates and realized· 
securities gains 

Equity in earnings of affH .• ates (notes 6 and 7): 
Berkshire Hathaway Inc. 
Blue Chip St&mps 

Earnings before realized 
securities gains 

Realized gains on sales of securities, net of 
taxes in 1978 of $64,000 and in 1977 of $31,625 

Net earnings 

Retained earnings at beginning of year 

Retained earnings at end of year 

Earnings per share of common stock, based on 
weighted average outstanding shares: 

Earnings before equity in earnings of 
affiliates and realized securiti.es gains 

Equity in earnings of affiliates 
Realized securities gains 

Net earnings 

See accompanying notes to financial statements. 
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Jan.28,1978 Jan.29,1977 

$ 41,685,705 
25,318,894 

16,366,811 

(83,515) 
610,835 
375,059 

17,269,190 

14,055,054 
1,174,385 

15,229,439 

2,039,751 

829,452 

1,210,299 

4,375,578 
2,362,249 
6,737,827 

7,948,126 

96,602 

8,044, 728 

24,382,948 

$ 32,427,676 

$ 1.55 
8.61 

.12 

$ 10.28 
------

38,891,402 
23,581,687 

15,309,715 

(284,429) 
519,891 
263,881 

15,809,058 

13,471,514 
1,026,765 

14,498,279 

1,310, 779 

581,944 

728,835 

3,439,022 
1,334,534 
4, 773,556 

5,502,391 

67,624 

5,570,015 

18,812,933 

24,382,948 

.87 
5.73 

.08 

6.68 
= 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 

Consolidated Statements of Changes in Financial Position 

Years ended January 28, 1978 and January 29, 1977 

Funds provided: 
From operations: 

Net earnings 
Charges (credits) to earnings not requiring 

(providing) funds: 
Equity in current undistributed earnings 

of afftliates, net of deferred taxes 
Increase in unpaid losses and loss adjust

ment expenses 
Increase in unearned insurance premiums 
Increase in accounts payable and accrued 

expenses 
Depreciation and amortization of fixed assets 
Increase in prepaid acquisition costs 
Increase in def erred taxes 
Decrease (increase) in recoverable Federal 

income taxes 
Gain on sale of investments 
Increase in inventories 
Decrease (increase) in accounts 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 

Funds provided from operations 

Decrease in cash 
Proceeds from sale of investments: 

Bonds 
Common stocks 

Proceeds from sale of fixed assets 
Increase in notes payable 
Proceeds from issuance of 9% notes 

Funds used: 
Investment in Berkshire Hathaway Inc. 
Other investments: 

Bonds 
Preferred stocks 
Common stocks 

Purchase of treasury stock 
Additions to property, plant and equipment 
Debt repayment 
Increase in Treasury Bills 
Increase in cash 

See accompanying notes to financial statements. 
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$ 8,044,728 

(6,550,319) 

1,242,119 
1,423,653 

56,177 
126,226 

(669. 000) 
321,000 

253,332 
(160,602) 
(846,877) 

98,166 

97,609 
356,228 

(8,235) 

3,784,205 

885,761 
662,793 

7,000,000 

$ 12,332,759 

1,247,107 

2,923,089 

537,301 

294,442 
4,011,138 
2,282,798 
1,036,884 

$ 12,332,759 

5,570,015 

(4,619,004) 

608,271 
2,396,757 

490,051 
123,590 

(373,000) 
179,000 

(378,330) 
(99,249) 

(850,354) 
(276, 970) 

(228,289) 
(100,979) 

(106, 980) 
(104,630) 

2,229,899 

1,315,111 

395,150 

41,699 
3,650,000 

215,583 

7,847,442 

985,168 

1,548,040 
133,475 
558,191 

3,262,650 
118.,312 
83,231 

1,158,375 

7,847,442 
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DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Balance Sheets 

January 28, 1978 and January 29, 1977 

Assets 

Cash 
Recoverable Federal income taxes 
Note receivable from subsidiary 
Investment in subsidiary (note 5) 

(Schedule III) 
Investment in affiliated company (note 6) 

(Schedule III) 
Unamortized cost of long-term financing 
Due from subsidiary 

1978 

$ 4,899 
124,998 

6,600,000 

22,355,509 

13,953,734 
218,261 
801,785 

1977 

6,632 
378,330 

6,600,000 

22,336,151 

10,935,998 
246,464 

$ 44,059,186 40,503,575 

Liabilities and Stockholders' Equity 

Accrued interest and other expenses 
Due to subsidiary 
Def erred income taxes 
Note payable to bank (note 9) 
8% debentures (note 9) 
9% notes payable (note 9) 
Unamortized excess of carrying amount of 

net assets of subsidiary over acquisition 
cost 

Total liabilities 

Stockholders' equity (notes 9 and 11): 
Common stock of $.0003 par value. Authorized 

3,333,333-1/3 shares; issued 1,000,000 
shares 

Additional paid-in capital 
Retained earnings 

Less 217,510 shares of common stock in treasury 
at cost 

Total stockholders' equity 

Contingency (note 7) 

See accompanying notes to financial statements. 
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552,592 

6,600,000 
1,493, 923 

8,894,160 

300 
5,999,700 

32,427,676 
38,427,676 

3,262,650 

35,165,026 

$ 44,059,186 

269,951 
636,854 
338,616 

4,000,000 
6,600,000 
1,505,061 

32,795 

13,383,277 

300 
5,999,700 

24,382, 948 
30,382,948 

3,262,650 

27,120,298 

40,503,575 



DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Statements of Earnings and Retained Earnings 

Years ended January 28, 1978 and January 29, 1977 

Interest income 
Amortization of excess of net assets of 

subsidiary over acquisition cost 

Expenses: 
General and administrative 
Interest and financing costs 

Loss before income taxes and equity 
in net earnings of subsidiary 
and affiliated company 

Income tax credit 
Loss b~tore equity in net 

ea .. tings of subsidiary and 
affiliated company 

Equity in net earnings of subsidiary (note 5) 

Equity in net earnings of affiliated company 
(note 6) 

Net earnings 

Retained earnings at beginning of year 

Retained earnings at end of year 

Earnings per share of common stock, based on 
weighted average outstanding shares: 

Loss before equity in net earnings 
of subsidiary and affiliated company 

Equity in net earnings of subsidiary 
Equity in net earnings of affiliated company 

Net earnings 

See accompanying notes to financial statements. 
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$ 528,000 

32,795 
560,795 

27,226 
1,064,959 
1,092,185 

(531,390) 

253,000 

(278, 390) 

5,519,358 

2,803,760 

8,044,728 

24,382,948 

$ 32,427,676 

$ (.35) 
7.05 
3.58 

$ 10.28 

1977 

528,017 

131,130 
659,147 

36,017 
1,008, 740 
1,044,757 

(385,610) 

279,000 

(106,610) 

3,355,563 

2,321,062 

5,570,015 

18, 1312, 933 

24, 382, 948 

(.13) 
4.03 
2.78 

6.68 
= 



DIVERSIFIED RETAILING COMPANY, INC, 
(Parent Company Only) 

Statements of Changes in Financial Position 

Years ended January 28, 1978 and January 29, 1977 

Funds provided: 
From operations: 

Net earnings 
Charges (credits) to earnings not requiring 

(providing) funds: 
Increase (decrease) in accrued expenses 
Decrease (increase) in recoverable Federal 

income taxes 
Amortization of excess of carrying amounts 

of net assets of subsidiary over 
acquisition cost 

Amortization of long-term financing costs 
Equity in net earnings of sub6idiary 
Equity in undistributed net earnings of 

Berkshire Hathaway Inc. 

Funds used in operations 

Proceeds from borrowings 
Net advances from subsidiary 
Dividend from subsidiary 
Decrease in cash 

Funds used: 
Investment in affiliated company 
Repayment of debt 
Purchase of treasury stock 
Net advances to subsidiary 

See accompanying notes to financial statements. 
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$ 8,044,728 

(22,306) 

253,332 

(32, 795) 
28,203 

(5,519,358) 

(2,803,760) 

(51,956) 

5,500,000 
1,733 

$ 5,449,777 

4,011,138 

1,438,639 

$ 5,449, 777 

5,570,015 

92,719 

(378,330) 

(131,130) 
28,202 

(3,355,563) 

{2,321,062) 

(495,149) 

3,865,583 
484,330 

43,086 

3,897,850 

551,969 
83,231 

3,262,650 

3,897,850 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COMP&~, INC. 
(Parent Company Only) 

Notes to Financial Statements 

January 28, 1978 and January 29, 1977 

(1) Summary of Significant Accounting Policies 

(a} Principles of Consolidation 

Diversified Retailing Company, Inc. (the Company) is a holding company 
and has no operations. The consolidated financial statements include 
the accounts of the Company and its wholly-owned subsidiary, Associated 
Retail Stores, Inc. ("Associated"), Columbia Insurance Company 
("Columbia"), wholly-owned by Associated, and Southern Casualty 
Insurance Company ("Southern"), 99. 6% owned by Columbia. All signi
ficant intercompany accounts and transactions have been eliminated in 
consolidation. Separate financial statements of the parent Company 
are included herein. 

Accounts of Columbia and Southern are maintained on the basis of a 
calendar year. 

Certain 1977 amounts in the consolidated statements of earnings have 
been restated to reflect the elimination of leased department sales, 
due to the immateriality of the amounts involved. 

(b) Investment in Subsidiary 

The investment in Associated is accounted for under the equity method 
in the parent Company only financial statements. At the date of 
acquisition of Associated by the Company, the carrying amount of 
the net assets was in excess of the investment. Such excess amounted 
to $1,311,309 and was being amortized to income over a ten-year period. 
The unamortized balance of $32,795 at January 29, 1977 is included in 
other liabilities in the consolidated balance sheets. 

(c) Investment in Affiliated Companies 

The Company and its subsidiaries hold common stock investments in 
Berkshire Hathaway Inc. ("Berkshire") and Blue Chip Stamps ("Blue Chip") 
and account for such investments by use of the equity method. Deferred 
income taxes are provided for with respect to undistributed earnings 
under the assumption that such earnings will ultimately be distributed 
as taxable dividends. 

Through February 1976 Blue Chip determined income on the basis of a 
fiscal year ending on or about February 28 and 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 January 31. In 1976, Blue 
Chip changed its fiscal year to end on approximately December 31. 
A~cordingly the Company, for its year ended January 29, 1977, deter.mined 
its equity in Blue Chip's earnings based on Blue Chip's earnings for the 
ten months ended January 1, 1977; this change did not have a material 
effect on consolidated net earnings for the year ended January 29, 1977. 

Berkshire determines earnings on the basis of a calendar year. 

(d) Investments, Other than Investments in Affiliated Companies 

These investments represent those of insurance subsidiaries. 

Investments in bonds are stated at cost, adjusted where appropriate for 
amortization of premium or accretion of discount and investments in pre
ferred and common stock other than affiliates are stated at the lower of 
aggregate cost or market. 

(Continued) 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Notes to Financial Statements 

The basis of investment securities sold is determined generally on a first-in, 
first-out basis. 

(e) Merchandise Inventories 

Inventories are priced at the lower of cost or market by use of the retail 
inventory method except as to warehouse inventories where cost is deter
mined by the first-in, first-out method. 

(f) 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 operations. At the time assets are retired or otherwise disposed 
of, the cost and related allowance for depreciation are eliminated from 
the asset and allowance accounts and any profit or loss on disposition 
is reflected in current operations. When assets become fully 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. 

(g) Financing Costs 

Certain costs incurred in connection with the issuance of debentures 
and collateral notes have been capitalized and are being ratably 
amortized over the stipulated life of the debt. Unamortized financing 
costs included in other assets in the conaolidated balance sheets at 
January 28, 1978 and January 29, 1977 were $258,379 and $246,464, 
respectively. 

(h) 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. 

(i) Insurance Premiums 

Insurance premiums are recognized as earned ratably over the terms of the 
policies. Unearned premiums are computed on a monthly pro rats basis. 
Policy acquisition costs or commissions are deferred when considered 
recoverable and charged against income ratably over the terms of the 
policies for purposes of determining consolidated results of the Company 
and its subsidiaries. 

(Continued) 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Notes to Financial Statements 

(j) 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. 

(2) Accounts Receivable 

Accounts receivable consisted of the following: 

Layaway accounts and other 
receivables of retailing 
operations 

Uncollected premiums, net of 
commissions payable, of 
insurance operations 

Investment income due and accrued 

(3) Securities Deposited With Others 

Jan.28,1978 Jan.29,1977 

$ 236,716 

308,471 
104,558 

$ 649,745 

411,353 

267,804 
68,754 

747,911 

Insurance subsidiaries had deposited the following securities 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 

(4) Investments - Other than Affiliates 

Dec.31,1977 Dec.31,1976 

$ 1,182,686 

6,204,945 

977,926 

6,204,945 

A summary of the aggregate cost and approximate market value of investments 
of Columbia and Southern in securities of unaffiliated companies at 
December 31, 1977 and 1976 is as follows: 

1977 1976 
Cost Market Cost Market 

Bonds $ 5,604,788 6,013,023 3,472,051 3,627,950 

Equity: 
Preferred stocks 133,475 154,000 133,475 162,750 
Common stocks 111001437 114261279 111211327 113551230 

$ 1,233,912 1,580,279 1,254,802 1,517,980 

(Continued) 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Notes to Financial Statements 

At December 31, 1977, with respect to equity securities, gross unrealized 
gains were $414,740 and gross unrealized losses were $68,373. A net 
realized gain of $160,602 (before applicable income taxes) on the sale 
of securities was included in the determination of net earnings for 1977. 

(5) Investment in Subsidiary 

The carrying value of the investment in common stock of Associated represents 
the cost plus equity in undistributed earnings since date of acquisition. 
This investment is summarized as follows: 

Underlying net asset values at date 
of acquisition 

Additional capital contribution 
Equity in post-acquisition undistributed 

earnings 

Carrying value 

(6) Investment in Berkshire Hathaway Inc. 

$ 

$ 

Jan.28,1978 Jan.29,1977 

7,417,659 7,417,659 
11,139, 732 11,139,732 

3,798,118 3,778,760 

22,355,509 22,336,151 

The carrying value of the investment in common stock of Berkshire Hathaway 
Inc. (Berkshire) represents the cost plus the equity in earnings since 
dates of acquisition, adjusted for amortization· on a forty year basis of 
the excess cost over underlying net asset values at dates of acquisition. 
This is summarized as follows: 

Shares owned 

Percentage of total outstanding shares 

Cost represented by: 
Underlying net asset values at dates of 

acquisition 
Excess of acquired underlying net asset 

value over cost, net of amortization 
of $102,822 at January 28, 1978 and 
$49,704 at January 29, 1977 

Equity in post-acquisition earnings 

Carrying value 

Jan.28 11978 Jan.29 11977 

174,715 

18% 
= 

$ 12,899,402 

2,161,070 
10,}38,332 
12,549,271 

$ 23,287,603 

163,201 

17% 
= 

11,355,437 

1,917,330 
9,438,107 
7,891,447 

17,329,554 

Deferred income taxes of approximately $903,000 at January 28, 1978 and 
$567,000 at January 29, 1977 have been provided with respect to the equity 
in post-acquisition earnings, assuming their ultimate distribution as a 
taxable dividend. 

(Continued) 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Notes to Financial Statements 

The parent Company's investment in Berkshire is summarized as follows: 

Jan.28,1978 Jan.29,1977 

Shares owned 

Percentage of total outstanding shares 

Cost represented by: 
Underlying net asset values at dates of 

acquisition $ 
Excess of acquired underlying net asset 

values over cost, net of amortization of 
$106,727 at January 28, 1978 and $60,888 
at January 29, 1977 

108,069 

lli~ 
= 

7,992,237 

1,726,817 
6,265,420 
7,688,314 

108,069 

11% 
= 

7,992,237 

_ l, 772,656 
6,219,581 
4,716,417 Equity in post-acquisition earnings 

Carrying value $ 13,953,734 10,935,998 

Deferred income taxes of approximately $553,000 at January 28, 1978 and 
$339,000 at January 29, 1977 have been provided with respect to the 
equity of the parent Company in post-acquisition earnings. 

Equity in net earnings of Berkshire Hathaway Inc. reflects the following 
for the past two years: 

Consolidated Parent Co!!!2anl:'. 
1977 1976 1977 1976 

Equity in net earnings $ 4,657,824 3,660,485 2,971,897 2,455,156 
Provision for def erred 

income taxes (335 ,364) (263,555) (213,976) (176, 771) 
Amortization of excess of 

underlying net asset 
values over cost 531118 421092 451839 421677 

$ 4,375,578 3,439,022 2,803,760 2,321,062 

Financial statements of Berkshire are included elsewhere herein. 

(Continued) 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Notes to Financial Statements 

(7) Investment in Blue Chip Stamps 

The carrying value of the investment in Blue Chip Stamps (Blue Chip) 
represents the cost, less amortization of the net excess of cost over 
equity in net assets at dates of acquisition, plus equity in undistributed 
earnings. Deferred taxes of $692,275 at January 28, 1978 and $508,000 at 
January 29, 1977 have been provided with respect to the equity in undistri
buted earnings. The investment in Blue Chip is summarized as follows: 

Shares owned 

Percentage of total outstanding shares 

Costs represented by: 
Underlying net asset values at dates 

acquisition 
Net excess cost, less amortization 

of $2,160,288 at January 28, 1978 
and $1,959,928 at January 29, 1977 

Equity in post-acquisition undistributed 
earnings 

Carrying value 

of 
$ 

$ 

Jan.28,197~ Jan.29,1977 

841,900 841,900 

16% 16% 
- = 

6,988,300 6,988,300 

1,136,783 1,337,143 
8,125,083 8,325,443 

9,614,662 7,055,286 

17,739,745 15,380,729 

Equity in net earnings of Blue Chip reflects the following for the past two 
years: 

Current :!'.ear Prior :!'.ear 

Dividends received $ 202,056 166,542 
Equity in undistributed earnings 2,559,376 1,751,828 
Provision for current income taxes (14,548) (11,990) 
Provision for deferred income taxes (184,275) (126,132) 
Amortization of excess of cost of 

investment over underlying net asset 
values (200,360) (445,714) 

$ 2,362,249 1,334,534 

Amortization of the difference between the Company's cost of Blue Chip shares 
and approximate underlying net asset values at dates of acquisition had 
been computed on the basis that such difference would be extinguished by 
January 31, 1981. Beginning in 1977, the companies commenced amortizing the 
January 29, 1977 difference between carrying value and underlying net asset 
value over seven years; the resulting credit will not be significant in any 
given year. 

In 1976 Blue Chip changed from a February 28 year-end reporting basis to an 
approximately December 31 year-end reporting basis and, accordingly, equity 
in 1977 earnings is based on the ten months' operations of Blue Chip ended 
January 1, 1977. This change did not have a significant effect on 1977 net 
earnings. 

A footnote accompanying the 1977 financial statements of Blue Chip Stamps stated 
that the Buffalo Evening News, Inc. a subsidiary of Blue Chip, was engaged in 
certain legal proceedings with counsel for Blue Chip unable at this time to express 
any opinion as to the likely outcome of the action. Blue Chip's investment in 
such subsidiary represented approximately one-third of its total stockholders' 
equity at December 31, 1977. 

(Continued) 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Notes to Financial Statements 

In addition to the shares of Blue Chip owned by subsidiaries of the Company, 
at December 31, 1977, Berkshire owned approximately 35% of the outstanding 
Blue Chip shares. 

Financial statements of Blue Chip are included elsewhere herein. 

(8) Property and Equipment 

Property and equipment are comprised of the following: 

Jan.28,J.978 Jan.29,1977 

Land $ 271I860 231,715 
Buildings 379,998 239,998 
Building improvements 214, 772 197 I 211 
Leasehold improvements 267,583 246,618 
Furniture, fixtures and 

equipment 4491137 513,538 
1,583,350 1,429,080 

Less allowances for depreci-
ation and amortization 532,874 546,361 

$ 1,050,476 882,719 

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 life of the lease for leasehold improvements. 

(9) Debt 

9-1/4% Collateral Notes Payable 

In December 1977, Associated borrowed from institutional investors $7 ,000,000 
evidenced by 9-1/4% promissory notes of Associated in that aggregate princi-
pal amount. The notes are guaranteed by the Company. Interest is payable 
semiannually on March 1st and September 1st. Principal payments of $777,000 
annually are required commencing March 1, 1985; final maturity is March 1, 
1993. Optional prepayment terms, in certain circumstances with penalty, are 
provided in the Note Agreement under which the obligations were issued, Associated 
and the Company pledged, and granted a security interest in, for the benefit 
of the noteholders, 118,590 shares of common stock of Berkshire Hathaway, Inc. 
including 10,521 shares owned by Associated and 108,069 shares owned by the 
Company plus 591,900 shares of the common stock of Blue Chip Stamps owned by 
Associated. 

From the proceeds, Associated paid a $5,500,000 dividend t.o the Company, who 
in turn redeemed its $4,000,000 bank loan outstanding from April 1976; the 
proceeds retained by Associated and the remainder of amount received by the 
Company were used for general corporate purposes. 

8% Debentures 

The debentures were issued under a trust indenture dated November 1, 1967, 
under which the aggregate principal amount which may be issued is unlimited, 
the debentures are not secured by any lien, and there are no restrictions 
against secmced or unsecured borrowings of the Company. They bear interest 
at a fixed annual rate of 8% payable semiannually and bear participating 
additional interest each year up to a maximum of 1% contingent upon the 
amount of "adjusted consolidated earnings before income taxes", !'IS defined, 
for the previous fiscal year. Contingent interest of $66,000 is payable 
on November 1, 1978 under these provisions with respect to the fiscal year 
ended January 28, 1978. 

(Continued) 
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DIVERSIFIED RETAILING COMPANY, INC. ~.ND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Notes to Financial Statements 

The debentures are subject to redemption at the option of the Company at 
103% of par plus accrued iuterest to October 31, 1978 and thereafter at 
percentages reducing to 100% at November 1, 1983. The debentures are 
also contingently subject to redemption at par plus accrued interest 
through operation of a sinking fund. If the adjusted consolidated net 
worth, as defined, of the Company is less than $12 million, sinking fund 
payments are generally required, No such contingent sinking fund payments 
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 following notice that, other 
than by reason of the death of Warren E. Buffett, said Warren E. Buffett 
or an organization controlled by him shall cease to own in combined holdings 
a larger block of shares with voting rights of the Company than any other 
stockholder, or combination of stockholders, controlled by a single 
individual. 

The articles cif 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 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 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 t.o the Company relating to net worth, redemption of stock and 
payment of dividends. Retained earnings of $5,225,487 were subject to 
such restrictions at January 28, 19.78. 

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 through May 1, 1992 and bear interest at 9% per year, payable semi
annually. The notes are also due on the respective payees.'. demand on or 
after the expiration of twelve months following the date of death of 
Warren E. Buffett. 

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

1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1993 

F-15 

$ 11,138 
11,138 
36,138 

365,376 
578,705 

7,407 
7 ,407 

172,693 
33,907 

128,500 
141,514 

$ 1,493,923 

(Continued) 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Notes to Financial Statements 

(10) Income Taxes 

Total income tax expense for the years ended January 28, 1978 and 
January 29, 1977 is sunnnarized as follows: 

Income taxes applicable to: 
Operating earnings 
Equity in earnings of Berkshire Hathaway 

Inc. 
Equity in earnings of Blue Chip Stamps 
Realized gain on sales of securities 

Total income tax expense 

Current taxes applicable to: 
Operating earnings 
Distributed earnings of Blue Chip Stamps 
Realized investment gain 

Total current 

Deferred taxes applicable to: 
Equity in undistributed earnings 

Berkshire Hathaway Inc. 
of: 

Blue Chip Stamps 
Tax effect of change in insurance 

companies' prepaid acquisition 

Total deferred 

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

costs 

Year ended 
Jan.28 11978 Jan.29,1977 

$ 829,452 581,944 

335,364 263,555 
198,823 138,122 

64,000 31,625 

$ 1,427,639 1,015,246 

508,452 402,944 
14,548 11,990 
64,000 31,625 

587,000 446,559 

335,364 263,555 
184,275 126,132 

321,000 179,000 

840,639 568,687 

$ 1,427,639 1,015,246 

265,000 260,000 
1,162,639 755,246 

$ 1,427,639 1,015,246 

Income taxes computed at the Federal statutory 48% ra~e applied to income 
before taxes are reconciled to the income tax expense figures reflected 
above as follows: 

Income taxes at Federal 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 difference between cost 
and underlying net assets of subsi
diaries and investees (not deductible 
for tax purposes) 

Long-term capital gain rate differential 
State and local taxes, net of Federal tax 

benefit 
Tax-exempt interest income 
All. other 

F-16 

.Year 
Jan.28, 

1978 

ended 
Jan.29, 

1977 

$ 4,547,000 3,161,000 

(3,061,000) (2,300,000) 

55,000 
(62,000) 

138,000 
(130,000) 

(59, 361) 

$ 1,427,639 

142,000 
(16,000) 

135,000 
(58,000) 
(48, 754) 

1,015,246 

(Continued) 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Notes to Financial Statements 

(11) Stockholders' Equity 

There were no changes in the issued capital stock and additional paid-in 
capital accounts during the two years ended January 28, 1978. At 
January 28, 1978 the Company held as treasury stock 217,510 shares of 
its issued capital stock. 

At January 28, 1978 consolidated retained earnings included $18,511,607 
representing undistributed earnings of affiliated companies (net of income 
tax provisions) as follows: Berkshire Hathaway - $11,749,508; Blue Chip -
$6,762,099. 

At January 28, 1978, the parent Company's retained earnings included 
$3,798,118 representing undistributed earnings of Associated and $7,242,449 
representing undistributed earnings of Berkshire Hathaway Inc. 

(12) Leases 

(13) 

Associated and its retailing subsidiaries lease stores, warehouse 
facilicies 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 January 28, 1978 and January 29, 1977 was approximately 
$2,152,000 and $2,103,000, respectively, including contingent rentals of 
approximately $467,000 and $479,000, respectively. 

In November 1976, the Financial Accounting Standards Board issued Statement 
No. 13, "Accounting For Leases". The statement is effective for lease 
agreements entered into on or after January 1, 1977, and in 1978 its 
provisions are to be applied retroactively. All leases in effect at 
January 1, 1977 would be classified and accounted for as operating leases 
under the provisions of Statement No. 13, which is also the manner in 
which they have been accounted for in the past. During 1977 Associated 
has no capital lease transactions pertaining to real property and equip
ment leases entered into were immaterial. 

Minimum annual rental obligations under the existing real estate leases 
were as follows : 

Fiscal year ending 1979 $ 1,702,336 
Fiscal year ending 1980 1,584,632 
Fiscal year en<ling 1981 1,472,608 
Fiscal year ending 1982 1,434,846 
Fiscal year ending 1983 1,140,713 
Fiscal years ending 1984-1988 2,970,447 
Thereafter 1,478,600 

Total $ 11, 784,.182 

P<:nsion Plan 

Associated has a noncontributory trusteed pension plan covering eligible 
full-time employees. The total pension expense for the fiscal years ended 
January 28, 1978 and January 29, 1977 was $77,194 .and $70,856, respectively. 
At January 1, 1977 (the date of the latest completed actuarial valuation of 
the Plan), the present value of vested benefits was $906,875; the total of 
the pension fund assets exceeded the total accrued benefits under the plan. 
There was no unfunded ace.rued liability at January 1, 1977 (date of last 
valuation). 

(Continued) 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COMP.liNY, INC. 
(Parent Company Only) 

Notes to Financial Statements 

(14) Business Segment Data 

The Company's principal business segment is retailing of popular priced 
women's and children's apparel from a chain of stores located in principal 
cities in ten states in the midwest, mid-south and northeast sections of 
the United States. This segment is hereafter identified as "retailing". 
A second business segment of the Company is underwriting of property and 
casualty insurance. This segment is conducted through Columbia Insurance 
Company, Omaha, Nebraska and Columbia's subsidiary, Southern Casualty 
Insurance Company, Alexandria, Louisiana. 

In the following table, revenue of the Insurance Segment includes investment 
income of Columbia and Southern Casualty plus premiums earned by those insurers. 
Revenues of the retailing segment include net sales from the retail stores 
plus other income earned in the retailing operations. 

Year ended 
Jan.28 11978 Jan.29 11977 

Revenues: 
Insurance segment: 

Earned premiums on cessions 
from affiliate $ 5,178,782 3,428,367 

Earned premiums - non-
affiliates 1,018,810 666,462 

Investment income 532,790 431,539 

Insurance segment revenues 6,730,382 4,526,368 

Retailing segment 42,106,014 _39, 112, 505 

Total revenues $ 48,836,396 43,638,873 

Operating profit before taxes is presented below. Operating profit of segments 
is total revenues as above less total expenses identified with the segments. 
In computing operating profit identified with segments, none of the following 
items have been added or deducted: equity in earnings of investees, realized 
invegtment gains and interest expense. 

Year ended 
Jan.28 11978 Jan.29 11977 

Operating profit before taxes: 
Insurance segment $ 439,491 119,039 
Retailing segment 2, 774,645 2,218,505 
Not identified with segments: 

Equity in earnings of investees: 
Berkshire Hathaway Inc. 4,710,942 3,702,577 
Blue Chip Stamps 2,561,072 1,472,656 

Realized investment gains 160,602 99,249 
Interest expense (1,174,385) (1,026,765) 

Operating profit before 
$ 9,472,367 6,585,261 taxes 

Identifiable assets at year end: 
Insurance segment 11,899,924 9,189,663 
Retailing segment 14,271,041 9,965,085 
Not identified with segments: 

Investment in affiliates 41,027,348 32,il0,283 
Corporate cash and other 348,159 631,426 

$ 67,546,472 52,496,457 

Retailing segment: 
Capital expenditures $ 294,442 118,312 
Depreciation and amortization 126,226 123,590 

(Continued) 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Notes to Financial Statements 

Capital expenditures, depreciation and amortization were insignificant in the 
insurance segment. 

(15) Supplemental Note - Inventories 

Inventori~s used in the computation of cost of goods sold were as follows: 

January 31, 1976 
January 29, 1977 
January 28, 1978 

(16) Transactions with Affiliates 

$ 4,739,021 
5,589,375 
6,436,252 

Columbia derives the major portion of its business through the assumption of 
reinsurance contracts from insurance subsidiaries of Berkshire Hathaway 
Inc. The amounts included in the consolidated financial statements that 
relate to such transactions are as follows: 

Losses and loss adjustment 
expenses payable 

Unearned insurance premiums 
Underwriting gain (loss) 

F-19 

$ 5,253,970 
4,559,083 

161,175 

3,711,949 
3,314,069 

(239,821) 



Balance at 
Name of besinnins of eeriod 

issuer and Number Amount 
description of ill 
of issue shares dollars 

Year ended 
January 28, 

1978 

Affiliates: 

"' Blue Chip 
I Stamps .... 

common 
stock 841,900 $ 15,380,729 

Berkshire 
Hathaway 
Inc. common 
stock 163,201 .17 ,329,554 

$ 32,710,283 

DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 

Investments in Securities of Affiliates 

Schedule III 

Additions 
Equity 
taken Deductions 
up to Other 

earninss Amount Description Dividends Amount 

'>; 

2,561,072 202,056 

Acquisition of 
4, 710, 942 1,247,107 11,514 shares 

7' 272, 014 1,247,107 202,056 

'c •• , 

Balance at 
close of eeriod 

Number 
Other of 

Description shares Amount 

1341,900 $ 17,739,745 

174,715 23,287,603 

41,027,348 



Balance at 
Name of besinnins of 2eriod 

issuer and Number Amount 
description of in 
of issue shares dollars 

Year ended 
January 29, 

1977 
"' I 
N Affiliates: 

Blue Chip 
Stamps 
common 
stock 841,900 $ 13,264,615 

Berkshire 
Hathaway 
Inc. common 
stock 147,615 12,641,809 

$ 25,906,424 

2 

DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 

Investments in Securities of Affiliates 

Schedule III, Continued 

Additions 
Equity 

taken Deductions 
up to Other 

earning!!. Amount Descri2tion Dividends Amount 

Reversal of 
beginning equity 
in net unreal-

1,472,656 810,000 ized loss on 166,542 
marketable 
equity 
securities 

Purchased 
3, 702,577 985,168 15,586 shares 

5,175,233 1,795,168 166,542 

Balance at 
close of 2eriod 

Number 
Other of 

Descri2tion shares Amount 

a41,9oo $ 15,380,729 

163,201 17 ,329 ,554 

32, 710,283 



Name of issuer and 
description of issue 

Year ended 
January 28, 1978 

Associated Retail Stores, Inc. 

Affiliate -
Berkshire Hathaway Inc. common 

stock 

Year ended 
January 29 ,1977 

Associated Retail Stores, Inc. 

Affiliate -
Berkshire Hathaway Inc. common stock 

DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Investment in Securities of Affiliates 

Schedule III 

Balance at 
beginning of period 
Number Amount 

of in 
shares dollars 

Additions 
Equity 

taken up to Other 
earnings Amount 

453,000 $ 22,336,151 5,519,358 

108,069 $ 10,935,998 3,017,736 

453,000 $ 18,141,285 3,355,563 839 ,303 (1) 

98,900 $ 7,886,196 2,497,833 551,969 (2) 

(1) Reverse beginning equity in net unrealized loss on marketable equity securities. 
(2) Purchase of 9,169 shares. 

I 

Deductions 
Other 

Dividends Amount 

5,500,000 

Balance at 
close of period 

Number 
of 

shares Amount 

453,000 $ 22,355,509 

108,069 $ 13,953,734 

453,000 $ 22,336,151 

108,069 $ 10,935,998 



DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 

Supplementary Income Statement Information 

Schedule XVI 

Item 

Fiscal year ended January 28, 1978: 
Maintenance and repairs 
Taxes, other than income taxes: 

Payroll taxes 
Personal property and real estate 
Other 

Rents: 
Real estate 
Equipment 

Fiscal year end~d January 29, 1977: 
Maintenance and repairs_ 
Taxes, other than income taxes: 

Payroll taxes 
Personal property and real estate 
Other 

Rents: 
Real estate 
Equipment 

S-4 

Charged 
to costs 

and 
exPenses 

$ 256,980 

655,632 
221,024 
125,649 

1,886,326 
27,000 

242,671 

605,832 
215,018 
108,693 

1,839,870 
45,332 
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PEAT, MARWICK, MITCHELL & Co. 

The Board of Directors 
Columbia Insurance Company: 

CERTIFIED PUBLIC ACCOUNTANTS 

ACCOUNTANTS' REPORT 

We have examined the consolidated financial statements and related 
schedull?~,--<:>f Columbia Insiirant::e Company and consolidated subsidiary as 
listed ··iii tl;le accompanying index. Our examinations were made in accordance 
with generally accepted auditing standards, and accordingly included 
such testsdof 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, an affiliated company. The 
Company's investment in Blue Chip Stamp.s, at December 31, 1977 and 1976 
was $5,165,037 and $4,447,437, respectively, and its equity in earnings 
of Blue Chip Stamps was $718,560 and $372,787 for the respective years 
then ended.. The financial statements of Blue Chip Stamps were examined 
by other auditors whose report thereon has been furnished to us and ·,_ 
our opinion expressed herein, insofar as it relates to the amounts 
included for Blue Chip Stamps, is based solely upon the report of the 
othe~-, auditors. 

The report of the other auditors was qualified with respect to litigation 
involving a subsidiary of Blue Chip Stamps. As explained in note. 6 to the 
accompanying consolidated financial statements, the ultimate outcome of 
this action and potential liability, if any, cannot be determined at this 
time. 

In our opinion, based upon our examinations and the report of the other 
auditors and, in 1977, subject to the effects on the .financial statements 
of such adjustments, if any, as might have been required had the outcome 
of the uncertainty referred to in the preceding paragraph been known, the 
aforementioned consolidated financial statements present fairly the financial 
position of Columbia Insurance Company and consolidated subsidiary at 
December 31, 1977 and 1976 and the results of their operations and the 
changes in their financial position for each of the years then ended, in 
conformity with generally accepted accounti11g principles applied on a 
consistent basis; and the supporting schedules, in bur opinion, subject 
to, in 1978, the effects, if any, of the matter referred to in the pre
ceding. paragraph, present fairly the information set forth therein. 

Omaha, Nebraska 
April 14, 1978 

PEAT, MARWIGK, MITCHELL & CO. 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUJlSIDIARY 

Consolidated Balance Sheets 

December 31, 1977 and 1976 

Assets 

Investments - other than affiliates 
(not~s 3 and 4) (Schedule I): 

u •. S. Treasury Bills, at cost which 
approximates market 

Bonds, at amortized value 
Preferred stocks, at cost 
Common stocks, at cost 

Total investments - other than 
affiliates 

Cash 
Investment in Berkshire Hathaway Inc. (note 5) 

(Schedule II) 
Investment in Blue Chip Stamps (note 6) (Schedule 
Investment income due and accrued 
Uncollected premiums 
Prepaid acquisition costs 
Income taxes recoverable from parent (note 7) 
Other assets 

Liabilities, Capital Stock and Surplus 

Losses and loss adjustment expenses 
Unearned premiums 
Ceded reinsurance balances payable 
Amount due for purchase of securities 
Deferred income taxes 
Other liabilities 

Total liabilities 

Capital stock and sur-i.us: 
Capital stock par;value $100. Authorized, 

issued and outstanding, 20,000 shares 

Surplus: 
Paid-in 
Unassigned (note 13) 

Total surplus 

·. Total capital stock and surplus 

Contingency (note 6) 

II) 

$ 

$ 

$ 

1977 

3,451,854 
~'.,c604, 788 

133,475 
11100,437 

10,290,554 

75,153 

7,426,202 
5,165,037 

104,558 
308,471 

1,042,000 
205,000 
791188 

24,696,163 

5,869,410 
4,937,159 

1,035,608 
711439 

11,913,616 

210001000 

3,855,389 
6,9271158 

10,782,547 

12,782,547 

1976 

3,588,651 
3,472,052 

133,475 
11121,327 

8,315,505 

78,147 

5,971,586 
4,447,437 

68,754 
267,804 
373,00.0 
385,000 
861453 

19,993,686 

4,627,291 
3,513,506 

6,586 
567,678 
560,300 

241592 

9,299,953 

210001000 

3,855,389 
41 838 ,.1!;4 

8,693,733 

10,693,733 

$ 24,696,163 19,993,686 

See accompanying notes to consolidated financial statementsi· .. 
;: 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Premiums: 

Consolidated Statements of Earnings 

Years ended December 31, 1977 and 1976 

1977 

Premiums written $ 7,621,245. 
Increase in unearned premiums 

Premiums earned (Schedule VII) 

Investment income, net (note 9) 

Losses and claims incurred (Schedule VII) 
Loss adjustment expenses 
Underwriting expenses (note 10) 

Earnings before income taxes, 
equity in earnings of other 
companies and realized invest
l!lent gains 

Income taxes (benefit) (note 7): 
Current 
Def erred 

Earnings before equity in earnings 
of other companies and realized 
investment gains 

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

Earnings before realized investment 
gains 

Investment gains - excludes unrealized 
appreciation in common stocks of 
unaffiliated companies of $83,189 in 1977 
and $292,481 in 1976: 

Realized investment gains (notes 4 and 11) 
Applicable income taxes (note 7) 

Net realized investment gains 

Net earnings 

(1,423,653) 

6,197,592 

523,006 
6,720,598 

4,700,108 
583,821 
997,178 

6, 281.107 

43.9,491 

(273,320) 
321,000 
47,680 

391,811 

1,281,841 
718,560 

2,000,401 

2,392,212 

160,602 
64,000 

96,602 

$ 2,488,814 

See accompanying notes to consolidated financial statements. 

F-103 

1976 

6,337,697 
(2,242,868) 

4,094,829 

403,468 
4,498,297 

2,697,297 
548,361 

1,133,600 
4,379,258 

119,039 

(203,056) 
179,000 
(24,056) 

143,095 

--·--

1,055,363 
372,787 

1,428,150 

1,571,245 

99,249 
31,625 

67,624 

1,638,869 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Consolidated Statements of Capital Stock and Surplus 

Years ended December 31, 1977 and 1976 

Su!J!lus 
Net 

unrealized 
loss on 

marketable 
Capital equity 
stock Paid-in securities 

Balance, December 31, 1975 $ 2,000,000 3,855,389 (270,303) 

Net earnings for the year 

Recovery on conunon stock 
investments of unaffili-
ated companies and 
investee 270,303 

Balance, December 31, 1976 2,000,000 3,855,389 

Net earnings for the year 

Dividends paid 

Balance, December 31, 1977 $ 2,000,000 3,855,389 

See accompanying notes to consolidated financial statements. 
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Unassigned. 

3,199,475 

1,638,869 

4,836,344 

2,488,814 

(400,000) 

6,927,158 

' ' . ' . ... ' . ·- . ~ . '• . ~ ~ 



COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Consolidated Statements of Changes in Financial Position 

Years ended December 31, 1977 and 1976 

Funds provided: 
From operations: 

Net earnings 
Charges (credits) to earnings not requiring 

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

adjustment expenses 
Increase in unearned premiums 
Increase in deferred taxes 
(Increase) decrease in income taxes recoverable 

from parent 
Increase in uncollected premiums 
Increase in accrued investment income 
Increase in prepaid acquisition costs 
Gain on sale of investments 
Increase (decrease) in amounts due for 

purchase of securities 
Equity in undistributed earnings of 

affiliated companies, net of deferred taxes 
Amortization 
Increase (decrease) in ceded balances 

payable 

Funds provided from operations 

From sale of bonds 
From sale of common stock investments in 

unaffiliated companies 
Decrease in U. S. Treasury Bills 
Decrease in cash 
Other, net 

Total funds provided 

Funds used·: 
Cost of investments purchased: 

Increase in U, s. Treasury Bills 
Bonds 
Preferre.~ stocks of unaffiliated companies 
Common stocks of unaffiliated companies 
Common stocks of Berkshire Hathaway Inc. 
Increase in cash 

Dividends paid 
Decrease in amounts retained by company for 

account. of others 

Total funds used 

1977 1976 

$ 2,488,814 1,638,869 

(39,408) (30,991) 

1,242,119 
1,423,653 

321,000 

180,000 
{40, 667) 
(35,804) 

(669,000) 
(160,602) 

(567,678) 

608,271 
2,396,757 

179,000 

(167,000) 
(81,894) 
(25,456) 

(373,000) 
(99,249) 

567,678 

(1,944,721) (1,372,470) 
24,150 

(6,586) 

2,191,120 

885,761 

662,793 
136,797 

2,994 
54,112 

$ 3,93j,577 

2,923,089 
-

537,301 
73,187 

3,533,577 

400,000 

$ 3,933,577 

6,586 

3,271,251 

395,386 

(15,068) 

3,651,569 

1,158,375 
1,548,040 

133,475 
558,191 

78,500 
- 19,055 
3,495,636 

155,933 

3,651,569 

S2e accompanying notes to consolidated financial statements. 
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COLU}IBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Notes to Consolidated Financial Statements 

December 31, 1977 and 1976 

(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. 
All significant intercompany accounts and transactions have been 
eliminated in consolidation. 

(b) ]nvestment in Securities, Other than Affiliates 

Investments in bonds are stated at cost, adjusted where 
for amortization of premium or accretion of discount. 
preferred and common stocks other than affiliates are 
lower cf aggregate cost or market. 

appropriate 
Investments in 

stated at the 

The basis of investment securities sold is determined generally on a 
first-in, first-out method. 

(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 cf 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 
def erred 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 is computed <Jn the basis of a forty year 
amortization period for the investment in Berkshire Hathaway Inc. and 
a period of seven years for the investment in Blue Chip Stamps. 

(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 provisions for losses and loss adjustment expenses is based upon 
past experience and estimates received relating to assumed reinsurance 
and estimates of unreported losses. 

(f) Income Taxes 

The Company accounts for certain income and expense items differently 
for financial reporting purposes than for income tax purposes. 
Provisions for deferred taxes are being made in recognition of these 
timing differences. 

The cr"npanies join Associated F.::itail Stores, Inc., the parent of 
Columbia Insurance Company, in filing a consolidated income tax 
return. 

(g) Operations 

The companies insure only property/casualty insurance risks; therefore, 
no further disaggregation of the information in the accompanying 
consolidated financial statements is required under Statement of 
Financial Accounting Standards No. 14 - Financial .Reporting for 
Segments of a Business Enterprise. 

(Continued) 
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COLU}IBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Notes to Consolidated Financial Statements 

Basis of Presentati~~ 
' 

The consolidated financial statements of Columbia Insurance Company and 
subsidiary are presented in accordance with generally accepted accounting 
principles (GAAP) which differ in some respects from principles prescribed 
or permitted by insurance regulatory authorities (statutory methods) in 
accordance with which the companies maintain their records. A reconciliation 
of the aggregate capital stock and surplus ("Surplus as regards 
Policyholders") as determined under the statutory method to that deter-
mined and reported herewith in accordance with GAAP is as follows: 

Statutory surplus as regards policyholders 
Excess of NAIC market valuations over cost 

of investments in equity securities 
other than affiliates 

Excess of NAIC admitted asset valuations 
over amortized cost of bonds 

Excess of carry-<.ng values of investments 
in affiliates (determined under GAAP 
pursuant to the equity method) over 
NAIC market valuations: 

Berkshire Hathaway Inc. 
Blue Chip Stamps 

Prepaid acquisition costs 
Income tax effects and adjustments 
All other 

Capital stock and· surplus 
per accompanying 
financial statements 

$ 

$ 

December 311 
1977 1976 

11,509,875 9,652,715 

(346,368) (263,178) 

(66,109) (32,037) 

457,064 1,298,376 
1,040,037 197,437 
1,042,000 373,000 

(927,608) (575,300) 
73,656 42, 720 

12,782,547 10,693,733 

Statutory net income is reconciled to GAAP net earnings as follows: 

1977 1976 

Statutory net income $ 73,093 111,549 
Increase in deferred acquisition costs 669,000 373,000 
Amortization of excess cost of investment 

in Southern Casualty Insurance Company (24,150) 
Equity in unM.stributed earnings of 

affiliates: 
Berkshire Hathaway Inc. 1,281,841 1,055,363 
Blue Chip Stamps 658,560 312,787 

Incori!=.- tax effects and adjustments (1931680) (189 168Q) 
Net earnings per 

accompanying $ 2,488,814 1,638,869 
financial statements 

Securities DeEosited 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: 

Bonds, at amortized cost 
Stocks, at cost 

1977 

$ 1,182,686 
612041945 

$ 7,387,631 

977,926 
6,2041945 

7 ,182,871 

(Continued) 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Notes to Consolidated Financial Statements 

(4) Investments - Other than Affiliates 

A summary of the aggregate cost and approximate market value of investments 
in securities of unaffiliated companies at December 31, 1977 and 1976 is as 
follows: 

1977 1976 
Cost Market Cost Market 

Bonds $ 5,604,788 5,670,896 3,472,052 3,627,950 

Equity: 
Pref erred stocks 133,475 154,000 133,475 162,750 
Conunon stocks 1,100,437 1,426,279 1!121,327 113551230 

$ 1,233,912 1,580,279 1,254,802 1,517,980 

At December 31, 1977, with respect to equity securities, gross unrealized 
gains were $414, 740 and gross unx·ealized losses were $68,373. A net realized 
gain of $160,602 (before applicable income taxes) on the sale of securities 
was included in the determination of net earnings for 1977. 

Investments, other than:' investments in U. S. Treasury Bills, comprising 
greater than two percent of total investments were as follows at December 31, 
1977 and 1976: 

Market 
Common stocks Cost value 

1977: 
Kaiser Aluminum Chemical Corp. $ 379,742 337,850 
California Water Service Company 275,448 348,453 

1976: 
California Water Service Company $ 275,447 359,515 
Kaiser Industries, Inc. 558,190 646,500 

Amortized Par 
Bonds cost v"'.lue 

1977: 
Corbin, Kentucky IDR, 5.6%, 1992 $ 229, 721 230,000 

1976: 
Port of New York Authority 26th Series, 

3-1/2%, 1995 $ 347,013 500,000 
Port of New York Authority 26th S2ries, 

3-1/4%, 1993 171,886 250,000 
Continental Air Lines Inc., Conve.rtible 

Subordinated, 8%, 1991 181,539 250,000 

(Continued) 

F-108 



4 

COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Notes to Consolidated Financial Statements 

(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. 

The Company.owns approximately 5% of the total outstanding shares and its 
equity in.net earnings of Berkshire Hathaway Inc. reflects the following 
for the past two years: 

Equity in net earnings 
Provision for def erred income taxes 
Amortization of excess of cost of 

investment over underlying net 
asset values 

(6) Investment in Blue Chip Stamps 

1977 

$ 1,383,162 
(99,588) 

(1, 733) 

1976 

1,140,416 
(82, 110) 

(2,943) 

$ 1,281,841 1,055,363 

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 el'cess cost over 
underlying net asset values at dates of acquisition. 

Equity in net earnings of Blue Chip Stamps ('°Blue Chip") reflects the 
following for that company's fiscal year ended December 31, 1977 and its 
ten fiscal months ended January 1, 1977. 

1977 1976 

Dividends received $ 60,000 60,000 
Equity in undistributed earnings 760,000 509,634 
Provision for current income taxes (4,320) (4,320) 
Provision for deferred income taxes (54. 720) (36,694) 
Amortization of excess of cost of 

investment over underlying net 
asset values (421400) (155,833) 

$ 718,560 372,787 

Amortization of the difference between the Company's cost of Blue Chip 
shares and approximate underlying net asset values at dates of acquisition 
has been computed on the basis that such difference would be extinguished 
by January 1, 1980. At 1976 year-end the Company's carrying v11lue of its 
consolidated holdings of Blue Chip s!{'res amounting to $4,447 ,.437 was 
$296, 796 more than underlying net ass1Jt value on that date. Beginning in 
1977, the Company commenced amortizing the 1976 year-end difference 
between carrying value and underlying net asset value over eeven years; 
the resulting credit will not be significant in any given year. 

In 1976 Blue Chip changed from a February 28 year~end reporting basis 
to an approximately December 31 year-end reporting basis and, accord
ingly, equity in 1976 earnings is based on the ten months' operations 
of Blue Chip ended January 1, 1977. This change did not have a signi
ficant effect on 1976 net earnings·of the companies. 

A footnote accompanying the 1977 financial statements of Blue Chip Stamps 
stated that the Buffalo Evening News, Inc., a subsidiary of Blue Chip, was 
engaged in certain legal proceedings with counsel for Blue Chip unab).e at 
this time to express any op~nion as t'o the likely outcome of the action. 
Blue Chip's investment in such subeidiary represented approximately one
third of its total stockholders' equity at December 31, 1977. 

(Continued) 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Notes to Consolidated Financial Statements 

(7) Income Taxes 

Income tax expense 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 
Expense applicable to investment gains 

Income tax currently payable (recoverable) 
relating to: 

Loss before income taxes, equity in 
earnings of other companies and 
realized investment gain 

Distributed earnings of Blue Chip Stamps 
Realized investment gain 

Total current 

Deferred expense relating to: 
Equity in undistributed earnings 

other companies: 
Berkshire Hathaway Inc. 
Blue Chip Stamps 

Expense for tax effect of change 
in deferred acquisition costs 

Total deferred 

Total income tax 
expense 

of 

$ 

$ 

1977 

47,680 

99,588 
59,040 
64,000 

270,308 

(273,320) 
4,320 

64,000 

(205,000) 

99,588 
54,720 

321,000 

475,308 

$ 270,308 

1976 

(24,056) 

82,110 
41,014 
31,625 

130,693 

(203,056) 
4,320 

31,625 

(167,l.ll) 

82,110 
36,694 

179,000 ,, 
297,804 

130,693 

Total net income after taking into account reali;ed investment gains or 
losses but before income taxes was $2,759,122 in 1977 and $1,769,562 in 
1976. Income tax expense of $1,324,378 in 1977 and $849,390 in 1976 
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: 

1977 1976 

Tax expense at statutory rate $ 1,324,378 849,390 
Increase (reduction) in income taxes 

resulting from: 
Tax-exempt interest (129,826) (58,421) 
85% dividends received credit relating to: 

Dividends received from unaffiliated 
companies (32,692) (23,903) 

Equity in net earnings of other 
companies (898,890) (697,803) 

Amortization of cost in excess of 
the underlying equity in net assets 
of affiliated companies and 
subsidiary (1976 only) 21,184 87,924 

Capital gains rate differential (13,482) (16,198) 
Other (364) (10,296) 

Total income tax 
expense 

$ 270,308 130,693 

(Continued) 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Notes to Consolidated Financial Statements 

(8) Transactions with Affiliates 

The Company derives the major portion of its business through the 
assumption of reinsurance contracts from insurance subsidiaries of 
Berkshire Hathaway Inc. The amounts included :i.n the financial 
statements relating to such transactions are as follows: 

Earned premiums 
Unearned premiums 
Incurred losses and loss adjustment 

expenses 
Commissions 

(9) Investment Income, Net 

December 31.. 
1977 1976 

$ 5,178,781 
4,559,083 

4,570,697 
1,499,609 

3,428,367 
3,314,069 

2,650,124 
1,351,064 

Investment income is comprised of the following: 

.ill1. 1976 

Interest on bonds $ 449. 279 370,142 
Dividends, unaffiliated companies 80,126 61,397 
Real estate income 31385 3~385 

532,790 434,924 
Investment expenses 91784 31,456 

Net inves tmert t income $ 523,006 403,468 

(10) Underwriting Expenses 

The following expenses made up underwriting expenses: 

1977 1976 

Commissions and brokerage $ 1,551,314 l,355,919 
Taxes, licenses and fees 30,117 57,133 
Other underwriting expens~s 84,747 93,548 
Increase in prepaid 

acquisition costs ~669,000) p 73.000) 

$ 997,178 1,133,600 

(11) Investment Gains and Losses 

A summary of realized and unrealized investment gains (losses) for 1977 
and 1976 follows: 

1977 
Net gains Net 

Applicable less unrealized 
Net income income gains 

gains tax truces (losses) 

Bonds $ 56,000 21,286 34,714 
Pref erred stocks (8,750) 
Common stocks 10.111602 42, 714 611888 91 1939 

$ 160,602 64,00Q 96,602 83, 189 

(Continued) 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Notes to Consolidated Financial Statements 

(,11) , Continued 

1976 
Net gains 

Applicable less Net 
Net income income unrealized 

gains tax taxes gains 

Bonds $ 97,116 30,680 66;436 
Preferred stocks 29,275 
Common stocks 263,206 
Other 2,133 945 1,188 

$ 99,249 31,625 67,624 292,481 

(12) Reinsurance 

Amounts stated in the accompanying financial statements are net of 
reinsurance ceded. The following summarizes the amounts deducted from 
certain liability, income and expense accounts in connection with 
reinsurance ceded: 

Estimated losses and loss 
adjustment expenses 

Premiums written 
Losses paid 

(13) Stockholder's Eguity 

$ 512,222 
1,852,103 

547,007 

1976 

317,284 
900,343 
746,741 

Surplus is restricted for dividend purposes by the insurancf!! departments 
of the states in which the companies do business. 

Included in unassigned surplus at December 31, 1977 was $6,724,813 
representing· undistributed earnings of affiliated companies, net of 
tax provisions, as follows: Berkshire Hatha~ay - $4,154,485; Blue 
Chip - $2,570,328. 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Summary of Investments in Securities - Other than Securities of Affiliates 

December 31, 1977 

Schedule I 

Market Carrying 
Type of Investment Cost* value value 

Bonds: 
States, municipalities and 

political subdivisions $ 4,727,593 5,035,710 4,727,593 
Industrial and miscellaneous 877 ,195 977 ,313 877 ,195 

Total bonds 5, 604, 788 6,013,023 5,604,788 

Preferred stocks -
Industrial and miscellaneous 133,475 154,000 133,475 

Common stocks: 
Public utilities 275,448 348,453 275,448 
Banks, trusts and insurance companies 126,065 174,350 126,065 
Industrial and miscellaneous 698,924 903,476 698,924 

Total common stocks 1,100,437 1,426,279 1,100,437 

u. s. Treasury Bills 3,451,854 3,451,854 31451,854 
Total investments in 

securities - other $ 10,290,554 11,045,156 10,290,554 
than securities of 
affiliates 

*Cost represents original cost of stocks, and, as to debt obligations, original 
cost adjusted for amortization of premiums or accretion of discount. 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Investment in Securities of Affiliates 

Schedule II 

Recovery of 
Balance at Amorti- unrealized Balance at 

beginning of Eeriod Equity zation loss close of Eeriod 
Name of issuer Number taken of on market- Number 
and description of up to excess able equity Other of 
of investment shares Amount earnings Dividends cost securities Additions EX!llanation shares Amount 

1977 

Berkshire Hathaway Inc. Purchase of 
common stock, $5 an additional 
par value 49,715 $ 5,971,586 1,383,162 1,733 73,187 786 shares 50,501 $ 7,426,202 

"' I 
I-' Blue Chip Stamps 
0 
N common stock, $1 

par value 250,000 4,447,437 820,000 60,000 42,.400 250,000 5,165,037 

1976 

Berkshire Hathaway Inc. Purchase of 
common stock, $5 an additional 
par value 48,715 $ 4,755,613 1,140,416 2,943 78,500 1,000 shares 49,715 $ 5,971,586 

Blue Chip Stamps 
common stock, $1 
par value 250,000 3,852,636 569,634 60,000 155,833 241,000 250,000 4,447,437 



.. . . 

COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Premiums, Losses and Claims 

Schedule VII 

Part 2 -
Losses and claims 

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

Line of business of period written of period period period period 

1977 

Auto liability $ 1,028,716 1,592,364 916,453 1,704,627 1,209,224 
Auto physical damage 515,292 653,067 402,337 766,022 505,832 
Reinsurance not elsewhere classified 1,539,651 3,969,601 3,098,338 2,410,914 1,626,650 
Workmen's compensation 208,688 1,303,613 391,468 1,120,833 1,123,565 
All other 221,159 102,600 128,563 195,196 234 1837 

$ 3,513,506 7,621,245 4,937,159 6,197,592 4,700,108 583,821 

1976 

Auto liability $ 29,312 1,551,723 1,028,716 552,319 430,416 
Auto physical damage 2,203 734,690 515,292 221,601 172,406 
Reinsurance not elsewhere classified 727,204 3,081,604 1,539,651 2,269,157 1,441,263 
Workmen's compensation 156,535 757,805 208,688 705,652 461,785 
All other 355,384 211,875 221,159 346 1100 191 1427 

$ 1,270,638 6,337,697 3,513,506 4,094,829 2,697,297 548,361 





Berkshire Hathaway Inc. 

1977 Annual Report to the Stockholders 

BUSINESS OF THE COMPANY 

The Company is engaged directly and through subsidiaries 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 
subsidiaries collectively referred to in this annual report as the Insurance Group, the Company is engaged in 
the underwriting of fire and casualty insurance throughout the United States. In January 1976, the Company 
acquired the assets comprising a relatively smaller business engaged in the manufacture of branded (K & W) 
chemical products distributed nationwide for use in the automotive aftermarket. The Company owns 
approximately 98% of The Illinois National Bank & Trust Co. of Rockford, Illinois which is engaged in the 
commercial banking business. The Company and subsidiary members of the Insurance Group have signif
icant holdings in Blue Chip Stamps, a California corporation - the businesses of which are more fully 
described herein. 
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Berkshire Hathaway Inc. 

To the Stockholders of Berkshire /·/ot/rnwciy Inc.: 

Opera ling earnings in 1977 of $21,904,000, or $22.54 per share, were moderately beller than 
anticipated a year ago. Of these earnings, $1.43 per share resulled from substantial realized capital 
gains by Blue Chip Stamps which, to lhe exlenl of our proportional interest in that company, are 
included in our operating earnings figure. Capital gains or losses realized directly by Berkshire 
Hathaway Inc. or its insurance subsidiaries arc not included in our calculation of operating 
earnings. While loo much allention should not be paid lo the figure for any single year, over the 
longer term the record regarding aggregate capital gains or losses obviously is of significance. 

Textile operations came in well below forecast, while the results of the Illinois National Bank 
as well as the operating earnings attributable to our equity interest in Blue Chip Stamps were about 
as anticipated. However, insurance operations, led again by the truly outstanding resulls of Phil 
Liesche's managerial group at National Indemnity Company, were even better than our optimistic 
expectations. 

Most companies define "record" earnings as a new high in earnings per share. Since busi
nesses customarily add from year to year to their equity base, we find nothing particularly 
noteworthy in a management performance combining, say, a 10% increase in equity capital and a 
5% increase in earnings per share. After all, even a totally dormant savings account will produce 
steadily rising interest earnings each year because of compounding. 

Except for special cases (for example, companies with unusual debt-equity ratios or those 
with important assets carried at unrealistic balance sheet values), we believe a more nppropriate 
measure of managerial economic performance to be return on equity capital. !n 1977 our operating 
earnings on beginning equity capital amounted to 19%, slightly better than last year and above both 
our own long-term average and that of American industry in aggregate. But, while our operating 
earnings per share were up 37% from the year before, our beginning capital was up 24%, making the 
gain in earnings per share considerably less impressive than it might appear at first glance. 

We expect difficulty in matching our 1977 rate of return during the forthcoming year. Begin
ning equity capital is up 23% from a year ago, and we expect the trend of insurance underwriting 
profit margins to turn down well before the end of the year. Nevertheless, we expect a reasonably 
good year and our present estimato, subject to I he usual caveats regarding the frailties of forecasts, 
is that operating earnings will improve somewhat on a per share basis during 1978. 

Toxti/e Operations 

The textilr. business again had a very poor year in 1977. We have mistakenly predicted better 
results in each of the last two years. This may say something about our forecasting abilities, the 
nature of the textile industry, or both. Despite strenuous efforts, problems in marketing and 
manufacturing have persisted. Many difficulties experienced in the marketing area are due pri
marily to industry conditions, but some of the problems have been of our own making. 

A few shareholders have questioned the wisdom of remaining in the textile business which, 
over the longer term, is unlikely to produce returns on capital comparable to those available in 
many other businesses. Our reasons are several: (1) Our mills in both New Bedford and Manches
ter are among the largest employers in each town, utilizing a labor force of high average age 
possessing relatively non-transferable skills. Our workers and unions have exhibited unusual 
understanding and effort in cooperating with management to achieve a cost structure and product 
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mix which might allow us to maintain a viable operation. (2) Management also has been energetic 
and straightforward in its approach to our textile problems. In particular, Ken Chace's efforts after 
the change in corporate control took place in 1965 generated capital from the textile division' 
needed to finance the acquisition and expansion of our profitable insurance operation. (3) With 
hard work and some imagination regarding manufacturing and marketing configurations, it seems 
reasonable that al least modest profits in the textile division can be achieved in the future. 

Jnsurnnce Underwriting 

Our insmancn operation continued to grow significantly in 1977. It was early in 1967 that we 
made our entry into this industry through the purchase of National Indemnity Company and 
National Fire and Marine Insurance Company (sister companies) for approximately $8.6 million. 
In that year their premium volume amounted to $22 million. In 1977 our aggregate insurance 
premium volume was $151 million. No additional shares of Berkshire Hathaway stock have been 
issued to achieve any of this growth. 

Rather, this almost 600% increase has been achieved through large gains in National Indem
nity's traditional liability areas plus the starting of new companies (Cornhusker Casualty Com
pany in 1970, Lakeland Fire and Casualty Company in 1971, Texas United Insurance Company in 
1972, The Insurance Company of Iowa in 1973, and Kansas Fire and Casualty Company in late 
1977), the purchase for cash of other insurance companies (Home and Automobile Insurance 
Company in 1971, Kerkling Reinsurance Corporation, now named Central Fire and Casualty 
Company, in 1976, and Cypress Insurance Company at yearend 1977), and finally through the 
marketing of additional products, most significantly reinsurance, within the National Indemnity 
Company corporate structure. 

In aggregate, the insurance business I as worked out very well. But it hasn't been a one-way 
street. Some major mistakes have been made during the decade, both in products and personnel. 
We experienced significant problems from (1) a surety operation initiated in 1969, (2) the 1973 
expansion of Home and Automobile's urban auto marketing into the Miami, Flor.ida area, (3) a still 
unresolved aviation "fronting" arrangement, and (4) our Worker's Compensation operation in 
California, which we believe retains an interesting potential upon completion of a reorganization 
now in progress. It is comforting to be in a business where some mistakes can,be made and yet a 
quite satisfactory overall performance can be achieved. In a sense, this is the opposite case from 
our textile business where even very good management probably can average only modest results. 
One of the lessons your management has learned - and, unfortunately, sometimes re-learned - is 
the importance of being in businesses where tailwinds prevail rather than headwinds. 

In 1977 the winds in insurance underwriting were squarely behind us. Very large rate in
creases were effected throughout the industry in 1976 to offset the disastrous underwriting results 
of 1974 and 1975. But, because insurance policies typically are written for one-year periods, with 
pricing mistakes capable of correction only upon renewal, it was 1977 before the full impact was 
felt upon earnings of those earlier rate increases. 

The pendulum now is beginning to swing the other way. We estimate that costs involved in .the 
insurance areas in which we operate rise at close to 1% per month. This is due to continuous 
monetary inflation affecting the cost of repairing humans and property, as well as "social infla
tion", a broadening definition by society and juries of what is covered by insurance policies. 
Unless rates rise at a comparable 1% per month, underwriting profits must shrink. Recently the 
pace of rate increases has slowed dramatically, and it is our expectation that underwriting margins 
generally will be declining by the second half of the year. 
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We must again give credit to Phil Liesche, greatly assisted by Roland Miller in Underwriting 
and Bill Lyons in Claims, for an extraordinary underwriting achievement in National Indemnity's 
traditional auto and general liability business during 1977. Large volume gains have been accom
panied by excellent underwriting margins following contraction or withdrawal by many compet
itors in the wake of the 1974-75 crisis period. These conditions will reverse before long. In the 
meantime, National Indemnity's underwriting profitability has increased dramutically and, in 
addition, large sums have been made available for investment. As markets loosen and rates 
become inadequate, we again will face the challenge of philosophically accepting reduced volume. 
Unusual managerial discipline will be required, as it runs counter to normal institutional behavior 
to let the other fellow take away business - even at foolish prices. 

Our reinsurance department, managed by George Young, improved its underwriting perfor
mance during 1977. Although the combined ratio (sec definition on page 12) of 107.1 was unsatis
factory, its trend was downward throughout the year. In addition, reinsurance generates unusually 
high funds for investment as a percentage of premium volume. 

At Home and Auto, john Seward continued to make progress on all fronts. john was a 
battlefield promotion several years ago when Home and Auto's underwriting was awash in red ii:ik 
and the company faced possible extinction. Under his management it currently is sound, profit
able, and growing. 

john Ringwalt's homestate operation now consists of five companies, with Kansas Fire and 
Casualty Company becoming operational late in 1977 under the direction of Floyd Taylor. Tbe 
homestale companies had net premium volume of $23 million, up from $5.5 million just three years 
ago. All four companies that operated throughout the year achieved combined ratios below 100, 
with Cornhusker Casualty Company, at 93.8, the leader. In addition to actively supervising the 
other four homestate operations, john Ringwalt manages the operations of Cornhusker which has 
recorded combined ratios below 100 in six of its seven full years of existence and, from a standing 
start in 1970, has grnwn to be one of the leading insurance companies operating in Nebraska 
utilizing the conventional independent agency system. Lakeland Fire and Casualty Company, 
managed by Jim Stodolkn, was the winner of the Chairman's Cup in 1977 for achieving the lowest 
loss ratio among the homestate companies. All in all, the homestate operation continues to make 
excellent progress. 

The newest addition to our insurance group is Cypress Insurance Company of South 
Pasadena, California. This Worker's Compensation insurer was purchased for cash in the final 
days of l977 and, therefore, its. approximate $12.5 million of volume for that year was not included 
in our results. Cypress and National Indemnity's present California Worker's Compensation 
operation will not be combined, but will operate independently utilizing somewhat different 
marketing strategics. Milt Thornton, President of Cypress since 1968, runs a first-class operation 
for policyholders, agents, employees and owners alike. We look forward to working with him. 

Insurance companies offer standardized policies which can be copied by anyone. Their only 
prnducts arc promises. It is not difficult to be licensed, and rates are an open book. There are no 
important advantages from trademarks, patents, location, corporate longevity, raw material 
sourci:s, etc., and very little consumer differentiation to produce insulation from competition. It is 
commonplace, in corporate annual reports, to stress the difference that people make. Sometimes 
th is is true and so met imcs it isn 'L. But there is no question that the nature of the insurance business 
magnifies the effect which individual managers have on company performance. We are very 
fortunate to have the group of managers that are associated with us. 
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Insurance Investments 

During the past two years insurance investments at cost (excluding the investment in our 
affiliate, Blue Chip Stamps) have grown from $134.6 million to $252.8 million. Growth in insurance 
reserves, produced by our large gain in premium volume, plus retained earnings, have accounted 
for this increase in marketable securities. In turn, net investment income of the Insurance Group 
has improved from $8.4 million pre-tax in 1975 to $12.3 million pre-tax in 1977. 

In addition to this income from dividends and interest, we realized capital gains of $6.9 million 
before tax, about one-quarter from bonds and the balance from stocks. Our unrealized gain in 
stocks at yearend 1977 was approximately $74 million but this figure, like any other figure of a 
single date (we had an unrealized loss of $17 million at the end of 1974), should not be taken too 
seriously. Most of our large stock positions are going to be held for many years and the scorecard on 
our investment decisions will be provided by business results over that period, and not by prices 
on any given day. just as it would be foolish to focus unduly on short-term prospects when 
acquiring an entire company, we think it equally unsound to.become mesmerized by prospective 
near term earnings or recent trends in earnings when purchasing small pieces of a company; i.e., 
marketable common stocks. 

A little digression illustrating this point may be interesting. Berkshire Fine Spinning Asso
ciates and Hathaway Manufacturing were merged in 1955 to form Berkshire Hathaway Inc. In 1948, 
on a pro forma combined basis, they had earnings after tax of almost $18 million and employed 
10,000 people at a dozen large mills throughout New England. In the business world of that period 
they were an economic powerhouse. For example, in that same year earnings of IBM were $28 
million (nuw $2. 7 billion), Safeway Stores, $10 million, Minnesota Mining, $13 million, and Time, 
Inc., $9 million. But, in the decade following the 1955 merger aggregate sales of $595 million 
produced an aggregate loss for Berkshire Hathaway of $10 million. By 1964 the operation had been 
reduced to two mills and net worth had shrunk to $22 million, from $53 million at the time of the 
merger. So much for single year snapshots as adequate portrayals of a business. 

Equity holdings of our insurance companies with a market value of over $5 million on 
December 31, 1977 were as follows: 

No. of Shares 

220,000 
1,986,953 
1,294,308 

592,650 
324,580 

1,305,800 
226,900 
170,800 
934,:JOO 

Capital Cities Comn1unicntions, Inc. , . . , . . . . , . 
Govcrn1nent Employees Insurance Co1npany Convertible Preferred 
Govcrnmcnl En1ployees Insurance Company Common Stock 
1'_he Interpublic Group of Cornpa.nics, Inc. 
Kaiser Aluminurn & Chemical Corporation 
Kaiser Industries, Inc. . . . . . 
Knight-Ridder Newspapers, Inc. 
Ogilvy & Mather International, Inc. 
The Washington Post Compnny Class B 
Total . . . . . 
All Other Holdings . . . . . . . 
'lbtal Equities 

Cost Market 

(OOO's omitted) 
$ 10,909 $ 13,228 

19,417 33,033 
4,116 10,516 
4,531 17,187 

11,218 9,981 
778 6,039 

7,534 8,736 
2,762 6,960 

10,628 33,401 
$ 71,893 $139,081 

34,996 

$106,889 

41,992 

$181,073 

We select our marketable equity securities in much the same way we would evaluate a 
business for acquisition in its entirety. We want the business to be (1) one that we can understand, 
(2) with favorable long-term prospects, (3) operated by honest and competent people, and (4) 
available at a very attractive price. We ordinarily make no attempt to buy equities for anticipated 
favorable stock price behavior in the short term. In fact, if their business experience continues to 
satisfy us, we welcome lower market prices of stocks we own as an opportunity to acquire even 
more of a good thing at a better price. 
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Our experience has been that pro-rata portions of truly outstanding businesses sometimes sell 
in the securities markets at very large discounts from the prices they would command in negotiated 
transactions involving entire companies. Consequently, bargains in business ownership, which 
simply are not available directly through corporate acquisition, can be obtained indirectly through 
stock ownership. When prices are appropriate, we are willing to take very large positions in 
selected companies, not with any intention of taking control and not foreseeing sell-out or merger, 
but with the expectation that excellent business results by corporations will translate over the long 
term into correspondingly excellent market value and dividend results for owners, minority as 
well as majority. 

Such investments initially may have negligible impact on our operating earnings. For exam
ple, we invested $10.9 million in Capital Cities Communications during 1977. Earnings attributable 
to the shares we purchased totaled about $1.3 million last year. But only the cash dividend, which 
currently provides $40,000 annually, is reflected in our operating earnings figure. 

Capital Cities possesses both extraordinary properties and extraordinary management. And 
· these management skills extend equally to operations and employment of corporate capital. To 
purchase, directly, properties such as Capital Cities owns would cost in the area of twice our cost 
of purchase via the stock market, and direct ownershipwould offer no important advantages to us. 
While control would give us the opportunity - and theTesponsibility - to manage operations and 
corporate resources, we would not be able to provide management in either of those respects equal 
to that now in place. In effect, we can obtain a better management result through non-control than 
control. This is an unorthodox view .. but one we believe to be sound. 

Banking 

In 1977 the Illinois National Bank continued to achieve a rate of earnings on assets about three 
times that of most large banks. As usual, this record was achieved while the bank paid maximum 
rates to savers and maintained an asset position combining low risk and exceptional liquidity. 
Gene Abegg formed the bank in 1931 with $250,000. In its first full year of operation, earnings 
amounted to $8,782. Since that time, no new capital has been contributed to the bank; on the 
contrary, since our purchas-, in 1969, dividends of $20 million have been paid. Earnings in 1977 
amounted to $3.6 million, more than achieved by many banks two or three times its size. 

Late last year Gene, now 80 and still running a banking operation without peer, asked that a 
successor be brought in. Accordingly, Peter Jeffrey, formerly President and Chief Executive Officer 
of American National Bank of Omaha, has joined the Illinois National Bank effective March 1st as 
President and Chief Executive Officer. 

Gene continues in good health as Chairman. We expect a continued successful operation at 
Rockford's leading bank. 

Blue Chip Stamps 

We again increased our equity interest in Blue Chip Stamps, and owned approximately 3611.1% 
at the end of 1977. Blue Chip had a fine year, earning approximately $12.9 million from operations 
and, in addition, had realized securities gains of $4.1 million. 

Both Wesco Financial Corp., an 80% owned subsidiary of Blue Chip Stamps, managed by 
Louis Vincenti, and See's Candies, a 99% owned subsidiary, managed by Chuck Huggins, made 
good progress in 1977. Since See's was purchased by Blue Chip Stamps at the beginning of 1972, 
pre-tax operating earnings have grown from $4.2 ~illion to $12.6 million with little additional 
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capital investment. See's achieved this record while operating in an industry experiencing practi
cally no unit growth. Shareholders of Berkshire Hathaway Inc. may obtain the annual report of 
Blue Chip Stamps by requesting it from Mr. Robert H. Bird, Blue Chip Stamps, 5801 South Eastern 
Avenue, Los Angeles, California 90040. 

Warren E. Buffett, Chairman 

March 14, 1978 
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Berkshire Hathaway Inc. 

1968 1969 1970 1971 1972 - --
(Dollars in thousands, except per sllarc amou~ts) 

, 
Insurance premiums written $22,620 $28,776 $45,086 $66,455 $57,950 
Net sales of manufactured products 46,002 40,427 24,569 26,011 27,742 
Interest and dividend income 1,972 2,133 2,942 5,043 6,648 

----------------------------------------------------------------
Net earnings from insurance and manu-

facturing operations . . . . . . 
Equity in net earnings of bank subsidiary 
Equi\y in net earnings of Blue Chip 

Stamps 

2,488 2,699 

1,165 

1,893 

2,973 

4,712 

2,192 

63 

8,387 

2,700 

111 

---------------------------------------------------------------~ 

Earnings before realized investment 
gains or losses 2,488 3,864 4,866 6,967 11,198 

Realized investment gains (losses) net of 
income taxes 2,174 4,089 (301) 719 928 

Net earnings $ 4,662 $ 7,953 $ 4,565 $ 7,686 $12,126 

----------------------------------------------------------------
Average shares outstanding 985,482 985,000 979,715 979,569 979,569 
Per share: 

Earnings before realized investment 
gain or loss $ 2.52 $ 3.92 $ 4.97 $ 7.11 $11.43 

Realized investment gain (loss) 2.21 4.15 (.31) .74 .95 ---Net earnings $ 4.73 $ 8.07 $ 4.66 $ 7.85 $12.38 ------
Stockholders' equity at year end $36.74 $44.83 $49.49 $57.34 $69.72 

----------------------------------------------------------------

.· 
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Ten Year Summary 

-. 

1973 1974 1975 1976 1977 

(Dollars in thousands, except per share amounts) 

$50,372 

33,411 

7,378 

$60,997 

32,592 

8,030 

$58,975 

32,833 

8,918 

$94,773 

47,174 

10,820 

$151,083 

48,189 

12,549 

Insurance premiums written 
Net sales of manufactured products 
Interest and dividend income 

--------------------~--------------------------------------------

8,141 3.239 1,261 8,957 12,615 Net earnings from insurance and manu-
facturing operations 

2,782 4,093 3,450 3,750 3,550 Equity in net earnings of bank subsidiary 

1,008 1,052 2,003 3,366 5,739 Equity in net earnings of Blue Chip 
Stamps 

-----------------------------------------------------------------
11,931 8,383 6,714 16,073 21,904 Earnings before realized investment 

gains or losses 

929 (1,340} (2,022) 6,762 4,820 Realized investment gains (losses) net of 
income taxes 

$12,860 $ 7,043 $ 4,692 $22,835 $ 26,724 Net earnings 

-----------------------------------------------------------------
979.569 979,569 979,569 975,693 971,600 Average shares outstanding 

Per share: 

$12.18 s 8.56 $ 6.85 $ 16.47 $ 22.54 Earnings before realized investment 
gain or loss 

.95 ~) ~) 6.93 4.96 Realized investment gain (loss) 

$13.13 $ 7.19 $ 4.79 $ 23.40 $ 27.50 Net earnings 

$82.85 $90.04 $94.83 $118.50 $146.07 Stockholders' equity at year end 

----------------------------------------------------------------
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Berkshire Hathaway Inc. 

MANAGEMENT'S DISCUSSION 

A ten year summary is presented on pages 8 and 9. Supplementary data relative to elements of "net 
earnings from insurance and manufacturing operations" for the past five years is as follows: 

Insurance underwriting gain {loss) . . . . . 
Gross profit from sales of manufactured products 
Interest expense . . . . . . . . . . . 
Income taxes {credit) applicable to insurance and 

manufacturing operations . . . . . . 

1973 1974 1975 1976 
(in thousands) 

$3,319 $(6,892) $(10,647) 
5,105 
1,605 

2,979 

5,163 4,599 
1,718 1,845 

{2,010) (4,141) 

$ 709 
5,600 
2,028 

1,489 

1977 

$6,184 
4,453 
2,075 

2,914 

Note {3) to the consolidated financial statements sets forth certain information regarding sources of 
revenue and operating profits plus additional data with respect to total year-end assets for the past five 
years. That note should be read in conjunction with these comments. 

The following discussion deals with items in the ten year summary or in the above table which reflect a 
change of 10% or more in 1977 or 1976 from the prior year which are not fully dealt with elsewhere herein. 

Insurance Premium Written 
In both 1976 and 1977, in each of the separately identifiable areas of our insurance business, premium 

volume has increased over the preceding year's total, as follows: 

Specialized Auto and General Liability (1) 
Workers Compensation {2) 
Reinsurance {3) 
Home State Companies {4) 

1975 1976 1977 

$37,986 
2,947 
9,893 
8,150 

$58,97fi 

$58,337 
5,986 

15,823 
14,627 

$94,773 

$ 87,146 
18,467 
22,252 
23,218 

$151,083 

(1) National Indemnity Company and National Fire and Marine-Insurance Company less departments of National 
Indemnity dealing \Vith (a) Workers' Compensation and (b) Reinsurance, plus undcr\Vritings by 1-Iomc and 
Automobile Insurance Company in the urban Chicago area. 

(2) Workers' Compensation departments of National Indemnity. 

(3) Reinsurance department of National Indemnity. 

(4) Corporations organized in the jurisdictions of Nebraska, Minnesota, Texas, lo\Va and Kansas undcr\vriting 
multiple line fire and casualty insurance in those states. 

The traditional specialized automobile and general liability business of National Indemnity Company 
and National Fire & Marine Insurance Company has always tended to be highly cyclical. These operations 
have reflected significant volume increases following years which have been unprofitable for the industry, 
and this phase of the cycle simply recurred in 1976 and 1977. Their increased premium volume reflects 
significant necessary rate increases, but a greater contributing factor to their increased volume, particularly 
in 1976. was an increased volume of covered risks. Competition in the industry diminished significantly 
after the horrendous results suffered by the industry in 1974 and 1975; National Indemnity, National Fire, as 
well as Home & Auto in lesser volume, had both the capacity and the underwriting skills to market their 
specialized products in areas from which conventional underwriting organizations tended to withdraw. 
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MANAGEMENT'S DISCUSSION, Continued 

Workers' compensation insurance was a relatively insignificant element of our insurance business 
prior to 1976. In that year, a branch office of National Indemnity in Los Angeles began aggressively 
marketing this coverage, and in 1977 that operation produced a volume of business that merits its being 
called out as a separate and distinct aspect of the business of our Insurance Group. We expect that th!' 
addition to the Group at the end of1977 of Cypress Insurance Company, a California workers' compensatimi' ., 

"underwriter, will make this line of insurance even more significant to the Group in coming years. 1
.:: 

The increased premium volume of the Reinsurance Department of National Indemnity is reflectiveof a 
combination of necessary increased rates plus an increased volume of insured risks. 

The Home State Company operations continued to increase their market penetration in each of the 
states in which they are licensed. The new Kansas operation was formed late in 1977 and therefore its 
production by year-end was virtually nil. 

Net Sales of Manufactured Products 
Sales from the businesses comprising the manufacturing segments of the Company were as follows for 

the past three years. 
197.'i 1976 1977 

Berkshire textile operation $23,521 $30,887 $35,554 
Waumbec textile operation 9,312 13,757 9,944 
K & W automotive chemicals 2,530 2,691 

$32,833 $47,174 $48,189 

Some increases in prices, changes in product mix and a 15% increase f:i unit sales and production 
combined lo result in an increase in dollar sales from the.Berkshire operation.of about 30% in 1976over1975. 
In 1977, both unit sales and dollar sales increased about.15% from the prior year. Goods manufactured by 
others were purchased and resold in 1977 to account for the increased unit sales; total production at the New 
Bedford mill was near capacity level in both 1977 and 1976. 

Sales from Waum bee textile operation for the full year 1975 were $12,444,000. Sales from that operation 
reflected in the above table reflect only those from the April 28, 1975 date of the Company's purchase of the 
business. In 1977, sales were significantly depressed and well below levels necessary to maintain reasonable 
production schedules. 

Interest and Dividend Income 
In the following table, interest and dividend income is related to average investments for the past three 

years. Investments are shown at the average of their carrying value" at the beginning and end of each Y,\);ir: 
(thousands of dollars) 

Average lnvcsln1ents, at cost 

Bonds, Treasury Interest 
hills anrl other Pr~crrcd and and Average 

short tf!rm ommon Dividend Percent 
obligations Stocks Tola I Income Earned 

1975 $ 88,787 $47,713 $136,500 $ 8,918 6.53 
1976 99,821 58,647 158,468 10,820 6.83 
1977 117,512 90,706 208,218 12,549 6.03 
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MANJ\9EMENT'S DISCUSSION, Continued 

Interest and dividend income is earned almost entirely by the Insurance Group. The basic reason for the 
increase in this category of income is increased invested funds. Rates earned on taxable bonds and short 
term obligations were significantly higher in 1976 than in either 1975 or 1977. The greater proportionate 
increase in 1977 in investments in stocks further reduced the average yield earned in this most recent year, 
since the income yield on such investments tends to be less than on bonds. 

Insurance underwriting gain (loss) 
Insurance underwriting results are most commonly measured by the "combined ratio". Such term 

represents the sum of the ratio of losses and loss adjustment expenses to premiums earned plus the ratio of 
underwriting expenses to premiums written. In the computation, underwriting expenses on a statutory 
basis are used, that is, no adjustment is made for the change in deferred acquisition costs as is required under 
generally accepted accounting principles. A combined ratio below 100 indicates an underwriting profit; 
above 100 indicates an underwriting loss. The combined ratio for the Insurance Group for the past three 
years has been as follows: 

NET PREMIUMS HAT/OS Combined 
Losses and Undcrtvriting Loss and 

Written Earned Loss Aclj. Exp./ Expenses/ Expense 
(in thousands) Eurned Pron1. Written Prcrn. l!a!io 

1975 58,975 58,336 81.0 34.4 115.4 
1976 94,773 80,780 68.6 30.1 98.7 
1977 151,083 136,890 66.9 27.9 94.8 

Insurance underwriting profit (loss) stated in dollars on the basis of generally accepted accounting 
principles have resulted as follows for the Insurance Group for the past 3 years. 

Specialized auto and general liability 
Workers Compensation 
Reinsurance 
Home State Companies 

1975 1976 1977 

$ (7,443) 
(133) 

(2,194) 
(877) 

${10,647) 

(in thousands) 
$5,077 
(1,182) 
(2,585) 

~ 
$ 709 

$8,240 
(1,369) 
(1,442) 

755 ---
$6,184 

The combined ratio for the Workers Compensation business (which excludes volume in that line 
written by the multiple line Home State Companies) was 107.1 in 1977. We referred previously to our 
aggressive marketing of Workers Compensation in California in 1976 and 1977. The enthusiasm for volume 
led to the writing of coverages at inadequate rates; some of this business is still on the books and we expect 
continuing losses therefrom over the near term. We believe that this business if properly managed can 
ultimately eliminate underwriting losses, although probably not in 1978, while generating significant sums 
for investment. 

The losses in reinsurance are diminishing; management is cautiously optimistic that they will be 
further diminished and possibly eliminated in the near future. 
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MANAGEMENT'S DISCUSSION, Continued 

Manufacturing business gross profits 
Gross profits of the manufacturing businesses are summarized for the past three years as follows: 

(in thousands of dollars) 
1975 1976 1977 

Berkshire textile operation $2,972 $3,563 $2,951 
Waumbec textile operation 1,627 579 (48) 
K & W automotive chemicals --- 1,436 1,55.Q 

$4,599 $5,600 $4,453 

Berkshire textile operation: Volume and price increases in 1976 resulted in improved gross profits over 
1975; the total achieved in 1976 was, however, less than satisfactory. Prices deteriorated somewhat in 1977 
from the less than satisfactory 1976 level, while manufacturing .costs continued to increase; this combina
tion resulted in $632,000 less gross profits in 1977 than in 1976 on increased sales. 

Waumbec textile operation: Unfavorable manufacturing cost variances were experienced in the 
Waumbec operation in 1976 and these persisted in 1977. Further, in 1977, production curtailments were made 
at this operation to the extent that approximately 50% of capacity was not utilized. In the last quarter of 1977, 
an increased order rate and slightly improved prices were noted. Management expects greater utilization of 
Waumbec capacity for 1976, ai .least some gross profit contribution, and possibly a net profit contribution. 

Equity in Net Earnings of Blue Chip Stamps 
Berkshire's equity in net earnings of Blue Chip Stamps ("Blue Chip") computed by the equity method 

for each of the past three years has been as follows: ' 
1975 1976 1977 -- --

Equity in net earnings $2,346 $3,733 $5,977 
Applicable income taxes (169) (269) (430) 
Amortization of difference between cost and 

equity in net asets ____ill!) ~) 192 ---
$2,003 $3,366 $5,739 

Equity in 1977 net earnings of Blue Chip includes $1,494,000 representing equity in Blue Chip's realized 
securities gains. Applicable Berkshire income taxes on such amount were approximately $108,000, so that 
Berkshire's 1977 net earnings were enhanced $1,366,000, or $1.43 per outstanding Berkshire share, as a result 
of such securities gains of Blue Chip. 

The average number of shares of Blue Chip owned by Berkshire has increased from the prior year in 
each of the past three years. Average shares owned in 1975, 1976, and 1977 were, .respectively, 1,325,233, 
1,579,090, and 1,761,033. At 1977 year end, Berkshire's ownership of Blue Chip shares had increased to 
1,669,903, representing approximately 36.5% of Blue Chip's outstanding shares. 
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PEAT. MARWICK. MITCHELL & Co. 
CERTIFIED PUBLIC ACCOUNTANTS 

KIEWIT PLAZA 

OMAHA, NEBRASKA 68131 

The Board of Directors and Stockholders 
Berkshire Hathaway Inc.: 

We have examined the consolidated balance sheets of Berkshire Hathaway 
Inc. and consolidated subsidiaries as of December 31, 1977 and January 1, 
1977, the balance sheets of the Berkshire Hathaway Inc. - Insurance 
Group as of December 31, 1977 and 1976, 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 31, 
1977 and January 1, 1977 and the statements of income and unassigned 
surplus and changes in financial position of the Berkshire Hathaway Inc. 
Insurance Group for the years ended December 31, 1977 and 1976. 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 Blue 
Chip Stamps, an investee of the Company. The Company's investment· in 
Blue Chip Stamps at December 31, 1977 and January 1, 1977 was $35,773,558 
and $27,304,491, respectively, and its equity in net earnings of Blue Chip 
Stamps was $5,738,694 and $3,365,946 for the years 1977 and 1976, 
respectively. The financial statements of Blue Chip Stamps were examine.cl 
by other auditors whose report thereon has been furnished to us and our 
opinion expressed herein, insofar as it relates to the amounts included 
for Blue Chip Stamps, is based upon the report of the other auditors. 

In our opinion, based upon our examinations and the report of other 
auditors, the aforementioned consolidated financial statements present 
fairly the financial position of Berkshire Hathaway Inc. and cons<Ylidated 
subsidiaries at December 31, 1977 and January 1, 1977 and the Berkshir£. 
Hathaway Inc. - Insurance Group at December 31, 1977 and 1976 and the 
results of their operations and the changes in their financial position 
for the respective years then ended, in conformity w~th generally accepted 
accounting principles applied on a consistent basis. 

March 17, 1978 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

CONSOLIDATED BALANCE SHEETS 

ASSETS 
Cash . . . . . . . . . . . . . . . . . . . . . . . . . . 
Investments, other than affiliates (note 5): 

U.S. Treasury Bills and other short-term obligations, at cost which approx-
imates market 

Bonds, at amortized cost . . . . . . . . 
Preferred stocks, at cost . . . . . . . . 
Common stocks of unaffiliated companies, at cost 

Total investments, other than affiliates 
Investments in affiliates (notes 4 and 6): 

Common stock of Blue Chip Stamps 
Unconsolidated bank subsidiary 
Other unconsolidated subsidiaries 

Total investments in affiliates 
Accounts receivable from customers, agents and others, net (note 7) 
Inventories {note 8) . . . . . . . . . . . . . . . . . 
Real estate, equipment, furniture and leasehold· improvements, at cost less 

allowance for depreciation and amortization (note 9) 
Deferred insurance premium acquisition costs 
Other assets . . . . . . . . . . . . . . . . 

Dec. 31, 1977 

$ 4,920,576 

18,635,379 
127.324,424 

23,231,882 
83,656,835 

252,848,520 

35,773,558 
25,839,229 

1,612,102 
63,224,889 

31.203,596 
10,008,048 

5,580,507 
9,810,000 
1,644,746 

$379,240,882 

LIABILITIES AND STOCKHOLDERS' EQUITY 
Losses and loss adjustment expenses $133,591,629 
Unearned premiums . . . . . . . . 52,190,714 
8% Senior Notes due 1993 (note 11) 20,000,000 
Promissory notes and debentures (note 10) 4,342,647 
Notes payable to bank (note 17) . . . . 2,000,000 
Accounts payable, accrued expenses, and other liabilities 17,215,634 
Income Taxes: 

Current 
Deferred 

Stockholders' equity (note 11): 
Common stock of $5 par value. Authorized 1,100,000 shares; issued 979,569 

shares 
Retained earnings .................... 

Less common stock in treasury at cost (8,891 shares December 31, 1977; 6,647 
shares January 1. 1977) . . . . . . . . 

Total stockholders' equity . . . . . 
Commitment and contingent liability (notes 13 and 16) 

1,524,036 
6,587,819 

237.452,479 

4,897,845 
137,551,775 
142,449,620 

661,217 
141,788,403 

$379,240,882 

Sec accompanying notes lo consolidated financial statements. 
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Jan. 1, 1977 

$ 3.436,996 

15,489,052 
89,215,773 
22,266,948 
53,108,266 

180,100,039 

27,304,491 
21.731,779 

879,602 
52,915,872 
23,730,027 
9,301,321 

5,051,699 
6,820,000 
1,685,315 

$283,041,269 

$ 85,152,259 
36,736,618 
20,000,000 
4,986,586 

12,849,261 

3.346,111 
4,677,301 

167,748,136 

4,897,845 
110,827,343 
115,725,188 

432,055 
115,293,133 

$283,041,269 



Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF EARNINGS AND RETAINED EARNINGS 

Income itcn1s: 

Insurance premiums earned 
Net sales of manufactured products 
Interest and dividend income 
Real estate income 

Cost and expense items: 
Insurance losses and loss adjustment expenses 
Cost of n1anufactured products sold 
Insurance underwriting expenses 
Selling, administrative and other expenses 
Interest expense . . . . . . . . . 

Earnings from insurance and manufacturing operations before appli-
cable income taxes . . . . . . . , , . . . . . . . . 

lncon1c tax expense applicable lo operating earnings (note 12) . . . . . 

Earnings before equity in net earnings of other companies and realized 
investment gains . .. . . . . . . 

Equity in net earnings of bank subsidiary 
Equily in net earnings of Blue Chip Stamps (note 4) 

Earnings before realized investlnent gains 
Realized investment gains . . . . 
Applicable income tax expense 

Net realized investment gains 

Net unrealized appreciation in market value of preferred 
and common stocks of unaffiliated companies of 
$28,528,000 in 1977 and $45,388,000 in 1976 has not been 
included in the determination of net earnings. 

Net earnings . . . . . 
Retained earnings at beginning of year 
Retained earnings at end of year 

Earnings per share of common stock, based on \Vcighted average outstanding 
shares: 

Earnings before realized investment gains 
Realized investment gains 

Net earnings 

Year ended 
Dec. 31, 1977 /on. 1, 1977 

$136,890,470 
48,189,227 

12,548,889 

287,927 

197,916,513 

91,585,058 
43,736,247 

39,121,500 

5,868,864 
2,075,158 

182,386,827 

15,529,686 
2,914,432 

' \ 12,615,254 
3,550,000 
5,738,694 

21,903,948 

8,870,484 

2,050,000 

4,820,484 

26,724,432 
110,827,343 

$137,551,775 

$22.54 

4.96 

$27.50 

$ 80,780,074 
47,173,989 

10,820,148 

293,693 

139,067,904 

55,376,421 
41,573,438 

24,694,390 

4,949,424 
2,028,106 

128,621,779 

10,446,125 
1,488,659 

8,957,466 

3,750,000 
3,365,946 

16,073,412 

9,961,584 
3,200,000 

6,761,584 

22,834,996 
87,992,347 

$110,827,343 

$16.47 

6.93 

$23.40 

Sec accompanying notes to consolidated financial statements. 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 

Funds provided: 
From operations: 

Net earnings . . . . . . . . . . . . . . . . . 
Charges {credits) to earnings not requiring (providing) funds: 

Equity in undistributed earnings of bank subsidiary 
Equity in undistributed earnings of Blue Chip Stamps 
Accretion of discount on bonds . . . . . . . . 
Depreciation and amortization . . . . . . . . 
Increase in deferred insurance premium acquisition costs 
Decrease in recoverable income taxes . . . . . . 
Increase in accounts receivable frorn customers, agents and others 
Increase in inventories . . . . . . . . . . . 
Increase in unpaid losses and loss adjustment expenses 
Increase in unearned- premiums 
Increase in liability for income taxes 
Other, net . . . . . . . . . . 

Funds provided fron1 operations 
Dividends received from unconsolidated subsidiaries 
Proceeds from issuance of debt 
Decrease in cash 

Funds used: 
Net assets of acquired businesses: 

Cash ..... 
Investments 
Accounts receivable 
Inventories 
Real estate and equipment 
Other assets . . . , 
Loss and loss adjustrnent expenses 
Unearned premium 
Other liabilities 

Additions to real estate, equipment, furniture and leasehold improvements 
Repayment of debt . . . . • . . . 
Purchase pf treasury stock . . . . . 
Cost of net purchase (sale) of investments: 

U.S. Treasury bills 
Bonds . . . . • . . . . . . 
Pref erred stocks . . . . . . . 
Common stocks of unaffiliated companies 
Common slack of Blue Chip Stamps 
Unconsolidated subsidiaries 

Net purchase of investments 
Increase in cash . . . . . . . . 

Year ended 
Dec. 31, 1977 Jan. 1, 1977 

$26,724.432 $22,834,996 

(1,107,450) (1,307,450) 
(5,740,739) (3,255,762) 

(890,266) (1,033,805) 
734,463 618,024 

(2,990,000) (3,832,608) 
4,400,000 

(5,371.423) (3,589,461) 
(706,727) (892,738) 

35,632,125 10,970,214 
14,192,666 13,992,841 

10,130 5,305,080 
2,968,704 1,570,552 

36,731,483 22,944,887 

63,455,915 45,779,883 
50,000 224,000 

2,000,000 1,21&,473 
2,885,944 

$65,505,915 $50,108,300 

$ 462,140 $ 278,414 
15,526,994 3,734,736 

2,102,146 430,461 
272,968 

186,346 626,600 
646,822 

(12,807,245) (1.148,553) 
(1,261,430) (399,487) 
(1,516,551) (177,181) 

2,692,400 4,264,780 

1,076,925 1,320,881 
643,939 340,187 
229,162 432,055 

3,146,327 (1,773,574) 
22,562,607 8,685,226 

73,718 19,728,673 
30,548,569 11,855,553 

2,728,328 5,271,250 
782,500 (16,731) 

59,842,049 43,750,397 

1,021,440 
$65,505,915 $50, 108,300 

See accompanying notes to consolidated µnanciaJ statements. 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
December 31, 1977 and jJnuary 1, 1977 

(1) Summary of Significant Accounting Policies and Practices 
(a) Basis of Presentation 

The accounts of Berkshire i-latha\vay Inc., the parent Co1npany, arc consolidated \Vith the accounts of 
\Vholly·o\\'ned subsidiaries engaged in manufacturing businesses, and the accounts of subsidiary insurance 
con1panies (The ''Insurance Group''), \vholly·o\Vned by Berkshire Hatha\vay Inc. 

'I'hc parent Company's investment in The Illinois Nat ion al Bank& Trust Co. of Rockford is accounted for on the 
equity basis. 

Insignificant subsidiaries are not consolidated and investments therein' arc carried at cost less dividends 
received from such subsidiaries. 

The accounts of the parent Company and its consoiidated manufacturing subsidiaries arc maintained on the 
basis of a fiscai year ending on the Saturday nearest lo December 31, while the accounts of other subsidiaries, 
primarily the Insurance Group, arc maintained on the basis of the calendar year. 

(b) lnvcsln1cnt in SecLirities, Othr!r thnn 1\f[iliatc:; 
lnvcsln1ents in bonds arc stated at amortized cost; investments in preferred and common stocks other than 

affiliales are carried at the IO\\'er of aggregate cost or market value. 

(c) Invcsl1ne11L in Blue Chip Stc11nps 
'fhc investment in Blue Chip Sta1nps (''Blue Chip") is accounted for on the equity basis. Deferred incorne taxes 

are provided for \vith respect to undistributed earnings of Blue Chip under the assumption that such 
earnings \Vill be distributed as taxable dividends. 

(d) Insurance Premiums 
Insurance premiums are recognized.as revenues rat.ably over the term of the policies. Unearned premiums are 

computed on the monthly pro rata basis and are stated after deduction for reinsurance placed with 
reinsurers in lhe amount of $5.2'68,090 at December 31, 1977 and $4,281,000 at December 31, 1976. Premium 
acquisition costs such as commissions, prnmiurn taxes and certain other underwriting expenses are, 
pursuant lo statutory insurance accountil..10 Tules, charged against income when incurred. Ho\vever, for 
financial statement purposes, a portion of such costs are deferred aii.d charged against income as the related 
premium:; are earned. 

(c) Losses and Loss Adjustn1enl Expenses 
'fhc Insurance Croup provides for losses and loss adjustment expenses based upon (1) aggregate case basis 

estimates for losses reported, in respect to direct premiums \Vritten, (2) estimates of unreported losses based 
upon past experience, (3) estimates received relating to assumed reinsurance, and (4) deduction of amounts 
for reinsurance placed \Vith re insurers in the amount of $8,532,954 at December 31, 1977 and $8,619,481 at 
December 31, 1976. 

(/) Heal Estale, Equipment, Furniture and Leasehold linprovements 

These items of properly (including significant betterments and rehe\vals} are carried at cost depreciated ayer 
their useful lives estimrited at the date of acquisition. The double-declining balance method is used to 
calculate depreciation of ne\V items of textile properties acquired after1965; the straight-line method is 
applied for other items. Maintenance, repairs and renewals of a minor nature are generally charged to 
operations as incurred. 

(g) Inventvries 
ln\'entories relate to manufacturing operations and are stated at cost, determined for the parent Company 

under the last-in, first-au t method. Inventories of manufacturing subsidiaries are stated at the lo\ver of cost 
or market, determined under the first-in, first-out method. 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

(h) Income Taxes 
A cOnsolidatcd Federal income tax return is filed by the parent Co1npany and its eligible subsidiaries. Amounts 

included in the consolidated balance sheets for Fcderul income taxes payable or recoverable include the 
apportioned Federal tax amounts of the companies \Vhose accounts arc consolidated. 

A provision for deferred taxes is made in recognition of timing differences created by the manner in \Vhich the 
Insurance Group accounts for certain income and expense items for financial reporting purposes and the 
accounting trcatn1ent of these items for income tax purposes. 

Investment tax credits on qualifying property and equipment acquisitions arc applied as a reduction of 
income lax expense in the year realized. 

(2) Acquired Businesses 

On December 23, 1977, an insurance subsidiary of the Company purC:hased for approximately S2.7 million cash all 
of the outstanding capital stock of Cypress Insurance Company, South Pasadena, California. That company is engaged 
in the under\vriting of Workers' Compensation insurance in the state of California. The acquired assets are included in 
the December 31, 1977 balance sheet of the Insurance Group, \\'hic!h is included in the year-end consolidated balance 
sheet of the Company. No opera lions of Cypress arc reflected in lhe statements of earnings. The proforma eff}ct of this 
acquisition on 1977 earnings, assuming O\Vncrship of Cypress throughout all of th_e year, \\1hile not deemed material, 
\vould have been to increase consolidated net earnings by approxi1natcly soc per share. 

In fatulary 1976, the Company acquired net assets valued at approximately S2.1 million comprising a business 
engaged in the manufacture and sale of branded chemical products used in the automotive after market. Manufacturing 
facilities of this business arc located in Los Angeles, California and Bloomington, Indiana. l'he acquisition \Vas 
accounted for as a purchase and results or the operations arc included in the 1976 and 1977 consolidated statements or 
earnings. In a related transaction on the same date, an insurance subsidiar~' of the Company purchased for approxi-
1nately $2.2 million all of the outstanding capital stock of a small reinsurance operation, the business of \Vhich had 
previou~ly been conducted \Vith and through lhe Company's Insurance Group. 1976 and 1977 results of this acquired 
subsidiary are included in the statements of income of the Insurance Group and the consolidated statements of 
earnings. 

(3) Business Segments 
FASB Statement No. 14 requires inclusion of the data in this note as to 1977, Information for earlier years is 

presented lo satisfy certain disclosure requirements of the Securities and Exchange Commission. 
Major business segments of the Con1pany are the manufacturing and sale of \\'Oven textiles and the underwriting 

of property and casualty insurance. Products of the textile business are principally sheer curtain fabrics of synthetic 
mater,ia.ls. To a lesser degree, the Company deals in heavier textile fabrics marketed in part to the home furnishings 
trade find in part to the womens\vear trade, plus fabrics marketed for use as menS\\•ear lining materials. The insurance 
business (a} underwrites automobile and general liability risks (b) provides Workers' Compensation coverages (c) 
reinsures risks assumed from other insurers and (d) \vrites multiple line fire and casualty coverages in domiciliary stat es 
of its "Homestate" companies. 

In the follo\ving tables, revenues of the insurance business iriclude investment income of subsidiaries comprising 
the Insurance Group. Operating profit is total revenue less total expense identified \Vith each segment. In computing 
operating profit identified \Vith segments, _none of the follo\Ving items has been added or deducted: equity in income 
from unconsolidated subsidiary and investee, realized investment gains, general corporate expenses and interest 
expense. Neither depreciation nor capital expenditures arc significant to either of the major business segments. 

fdcntifiable assets by industry are those used in the operations in each industry except that the insurance business 
has a significant investment in Blue Chip Stamps which has been excluded from assets identified \Vith the insurance 
induslry; this exclusion is in line \Vilh exclusion from income and operating profit of the insurance industry of income 
relating to such investment. 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

Sources of Revenue 1977 1976 1975 1974 

Insurance $149,710 $ 91,617 $ 67,116 $ 68,776 
Textiles 45,498 44,644 32,833 32,592 
Other 2,709 2,807 426 114 

Total Revenue $197,917 $139,068 $100,375 $101,482 

Operating Profit 

Identified with segments: 
Insurance $ 18,166 $ 10,970 $ (2,327) $ 892 
Textiles (620) 1.148 1,289 2,660 
Other 593 796 426 114 

Segments Operating Profit (Loss) 18,139 12,914 (612} 3,666 
Nol identified \vith segments: 

Equity in net earnings of bank subsidiary 3,550 3,750 3,450 4,093 
Equity in net earnings of Blue Chip Stamps 6,169 3,635 2,172 1,164 
Realized investment gains. (losses) 6,870 9,962 (2,888) (1,908) 
General corporate expenses (534} (439) (422) (723} 
Interest expense ~.075) (2,029) (1,846) (1,715) 

Income (loss) before taxes $ 32,119 $ 27,793 $ (146) $ 4,577 

Identi/iable Assets nt Yoar End 

Identified \Vith segn1ents: 
Insurance $291,534 $206,644- . $158,657 $157,967 
Textiles 22,480 20,621 17,821 13,282 
Other 1,852 - 1,973 ---

315,866 229,238 176.478 171,249 

Nol. identified \Vith segments: 
Corporate cash and short-term investments 150 887 5,942. 4,437 
Investment in Illinois National Bank & Trust Co. 25,839 24,732 23,424 22,417 
Investment in Blue Chip Stamps 35,774 27,304 18,777 16,924 
Investment in unconsolidated subsidiaries l,li12 880 1,120 1.187 

63,375 53,803 49,263 44,965 
Total Consolidated /\sscts $379,241 $283,041_ $225,741 $216,214 

(4) Blue Chip Stamps 

197.1 

$ 60,526 
33,410 

69 
$ 94,005 

$ 10,249 
2,837 

69 ---
13,155 

2,782 
1,124 
1,331 
(433) 

(1,602) 
$ 16,357 

$144,121 
14,786 

158,907 

1,171 
21,003 
13,717 

1,334 

37,225 
$196,132 

'fhe Company's consolidated investment in Blue Chip Sta1nps (''Blue Chip") \Vas 25.6~Vo at January 3, 1976, 33.2o/u al 
January 1, 1977 and increased to 36.So/o at December 31, 1977. The investment is accounted for by the equity method. 

At year end 1977 the Company's carrying value of its consolidated holdings of Blue Chip shares amounted to 
$35,773,558 \vhich is Sl,350,639 less than underlying net asset value. Underlying net asset value\vith respect to Blue Chip 
shares held by the Insurance Group \Vas $230,343 less lhan carrying value at December 31, 1977. 

Blue Chip Stamps, a California corporation, and its subsidiaries are engaged in five lines of business: (1) See's 
Candy Shops, lncorporalcd, a 99%-olh•ned subsidiary, produces candy and other confectionery products of the highest 
quality in t\\'o fully equipped kitchens in Culifornia. See's is believed to be one of the largest candy manufacturers 
distributing through its O\Vn chain of retail shops; it no\V has·179 in nine \VCSlern states including Hawaii. (2) Blue Chip 
Stamps provides a trading stamp service to retail merchants and their custontcrs in California and Nevada. Stamp 
ser1,·ice revenues have declined significantly in recent years from a peak of $124,180,000 in the fiscal year ended February 
21l, 1970 to $15,723,000 for the fiscal year ended December 31, 1977. Over the past six years Blue Chip has roduced the 
number of redemption stores from a peak of 90 to 42 at present. (3) Blue Chip operates a separate "motivation divisi'on" 
on a nalion\\'idc basis, tailoring for businesses programs designed to perform motivational functions. (4) Wesco 
Financial Corporation, an 80%-o\vned subsidiary, owns all of the outstanding stock of Mutual Savings and Loan 
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Association which operates at sixteen locations in Southern California. (5) Buffalo Evening News, a lOOo/o owned 
subsidiary purchased in April 1977, publishes a daily newspaper in Buffalo, New York. 

The balance sheets of Blue Chip as of December 31, 1977 and January 1, 1977 are summarized as follows: 

BLUE CHIP S'Il\MPS 
Consolidated Balance Sheets 

Assets 

Cash and short-term investments .............. 
Marketable securities, at n1arket December 31, 1977 (cost. - $55,186); at cost January 

1, 1977 (market - $73,240) 
Inventories . . . . . . . . . . . 
Property, fixtures and equipment, net 
Investment in Wesco Financial Corporation 
Excess of cost over equity in net assets of consolidated subsidiaries 
Other assets . . . . . . . . . . . . . . 

Liabilities and Stockholders' Equity 

Liability for unredeemed trading stamps 
6~o/o subordinated debentures due 197Q; 
Note payable to bank 
Other liabilities 
Stockholders' equity 

($000 omitted) 
Dec.31. 1977 /an. 1, 1977 

$ 16,559 $ 14,162 

53,010 63,143 

7,332 6,493 

40,414 8,417 

43,892 38,661 

15,439 15,128 

23,460 21,133 

$200,106 $167,137 

, 
$ 66,867 s 66,20£·. 

2,168 4,287 

13,500 
18,978 9,995 

99,251 85,988 

$200,106 $167,137 

A footnote. accompanying the 1977 financial statements of Blue Chip Stamps stated that Buffalo Evening News, 
Inc., a subsidiary of Blue Chip, \Vas engaged in certain legal proceedings, \Vith counsel for Blue Chip unable at this 
time to express any opinion as to the likely outcome of the action. Blue Chip's investment in such subsidiary 
represented approximately one-third of its total shareholders' equity at December 31, 1977. 

Earnings of Blue Chip for the past l\VO years arc summarized belo\v: 
BLUE CHIP S'Il\MPS 

Consolidated Earnings Summaries 

Revenues: 
Candy 
Ne\vspapers 
Stamp service 
Merchandise promotion and motivation service 
Other . . . . . . . . . . . . 

Total revenues 

Earnings before securities gains or losses 
Per sh~re 

Net earnings 
Per share 
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($000 omitted) 
52 weeks 53 weeks 

ended ended 
Dec. 31, 1977 /an. 1, 1977 

$ 62,886 $56,333 
31,786 
15,723 17,208 

2,485 8,888 
4,293 5,893 

$117,173 $88,322 

$ 12,893 $11,780 
2.49 2.27 

16,993 11,703 
3.28 2.26 
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·rhe Company's equity in net earnings of Blue Chip reflects the follo\ving for the past two years. 

Dividends received . . . . . 
Equity in undistributed earnings 
Provision for current incorne taxes 
Provision for deferred income taxes 

1977 1976 

Amortization of difference bet\veen cost of invcstmenl and underlying net asset 
values . . . . . . . . . . . . . . . . . . . . . . . . . . 

$ 428,311 
5,548,893 

(30,838) 
(399,518} 

$ 378,982 
3,354,381 

(27,282) 
(241,515} 

(5) Investment in Securities of Unaffiliated Companies 

191,846 
$5,738,694 

(98,620) 

$3,365,946 

A summary of the aggregate cost and approximate market value of investments in securities of unaffiliated 
companies at December 31, 1977 and 1976 is as follo\vs: 

Bonds 

Equity securities: 
Preferred stocks 
Commori stocks 

1977 
Cost Market 

$127,324,424 $131,179,864 

23,231,882 37,070,565 
83,656,835 144,001,968 

1976 

Cost 

$89,215,773 

22,286,948 
53,108,266 

Market 

$ 90,425, 187 

32,732,520 
88,318,145 

$106,888,717 ~181,072,533 $75,395,214 $121,050,665 

At December 31, 1977, \Vith respect to equity securities, gross unrealized gains \Vere $76,962,278 and gross 
unrc~lized losses,$2,778,459. Net realized gains of $6,870,484 on the sale of securities \Vere included in the determination 
of net income for 1977. The cost of securities sold is generally determined on a first-in, first-out basis. 

Bonds and stocks of unaffiliated companies \Vere deposited in trust \Vith various regulatory authorities or others as 
follows: 

Bonds - at amortized cost 
Common stoc:ks - at cost 

(6) Investments in Unconsolidated Subsidiaries 

Decen1ber 31, 

j977 1976 

$30,421,453 18,806,648 
5,399,300 7, 199,764 

The investment in the unconsolidated bank subsidiary rr.presents approximately 98'Yo of the outstanding stock of 
The Illinois National Bank & Trust Co. of Rockford. The equity method is used in accounting for this investment. Sec 
note 13 regarding divestiture of this investment. Financial statements of The Illinois National Bank & Trust Co. of 
Rockford and subsidiary arc presented elsewhere herein. 

The carrying values of $27,451,331 at December 31, 1977 and $25,611,381 at January 1, 1977 for all unconsolidated 

subsidiaries \Vere approximately $2,500,000 in excess of the parent Company's equity in the net assets as reflected in the 
financial statements of the subsidiaries at those dates. The major portion of this excess cost originated prior to 
November 1, 1970 and is not being amortized since it is considered by management to have continuing value over an 
indefinite period. 
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(7) Receivables 
Accounts receivable from customers, agents and others \VaS 1nade up of the following: 

Insurance Group: 
Agents' balances and premiums in course of collection 
Investment income due and accrued 
Reinsurance recoverable on loss payments 
Amounts due fron1 sale of securities 

Textile business trade accounts receivable {less allo\.Vance for doubtful accounts, 
1977 - $492,176; 1976 - $434,785) . . . . • . . . 

Automotive chemicals business trade accounts receivable 

(6) Inventories 
A summary of inventories follo\.Vs: 

Textile business: 
Ra\.v n1aterials and supplies 
Stock in process 
Griegc and finished cloth 

Automotive chemicals business 

Dcc;ember 31, 

1977 1976 

$12,733,598 
2,786,138 
5,837,052 

286,641 
21,643,429 

9,168,579 
391,588 

$31,203,596 

Dec. :n, 1977 

~· 1,448,498 
2,514,368 
5,802,982 
9,765,848 

242,200 
$10,008,048 

$ 7,861,366 
2,005,335 
5,221,214 

135,601 
15,223,516 

8,101,575 
404,936 

$23,730,027 

/an. 1, 1977 

s 1,966,793 
2,488,847 
4,520,086 
8,975,726 

325,595 
$ 9,301,321 

Inventories of the parent Company arr. determined by the last-in, first-out {"LIFO") method. Inventories of 
subsidiaries arc stated at the lo\.ver of cost or market, determined under the first-in, first-out ("FIFO") method. Cost 
using FIFO for all inventories \.Vould have exceeded balance sheet ·carrying amounts by $1,976,635 at December 31, 1977 
and $1,542,744 at January 1, 1977, respectively. 

(9) Real Estate, Equipment, Furniture and Leasehold Improvements 
The composition of plant and equipment is sho\vn belo1N: 

Properties 
of 

December 31, 1977 
manufacturing 

operations 

Land s 251,360 
Buildings 2,823,580 
Machinery and equipment 14,504,402 
Furniture and fixtures and leasehold improvements 841,891 

18,421,233 
Less accumulated depreciation and amortization 15,004,459 

$ 3,416,774 
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Properties 
of 

Insurance 
Group Total 

$ 143,247 $ 394,607 
1,604,709 4,428,289 

14,504,402 
1,783,980 2,625,871 
3,531,936 21,953,169 
1,368,203 16,372,662 

$2,163,733 s 5,580,507 
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January 1, 1977 

Properties Properties 
of of 

m_anufacti.Jring Insurance 
oeerations Groue 

Land $ 251,360 $ 128,847 
Buildings 2,792,915 1,365,863 
Machinery and equipment 14,033,720 
Furniture and fixtures and leasehold improvements 821,803 1,271,184 

17,899,798 2,765,894 
Less accumulated depreciation and amortization 14,484,374 1,129,619 

$ 3,415,424 $1,636,275 

(10) Promissory Noles and Debentures 

Tota/ 

$ 380,207 
4,158,778 

14,033,720 
2,092,987 

20,665,692 
15,613,993 

$ 5,051,699 

Promissory notes and debentures payable represent unsecured debt obligations payable al various dates through 
1988 at interest rates varying from 6% to 9%1. Maturities and debenture sinking fund requirements are as follows: 

Year Amount 
1978 $ 644,784 
1979 597,555 
1980 799,896 
1981 325,358 
1982 330,866 
1983-1988 1,644,188 

$4,342,647 

(11) 83 Senior Notes due 1993 

The parent Company in 1973 issued $20,000,000 8% Senior notes with final maturity March 1, 1993. The notes call for 
1n11n<latory annual prepayments of $1,143,000 on March 1 In each of the years from 1979 to 1992, inclusive. Optional 
prepayments are perrnitted \Vilhout premium up to lhe amount of the required prepayments in each of the years 1979 to 
1992; this right is not cumulative. Additionally, the parent Company may also prepay the notes at any time, in full or in 
part, al a premium declining ratably from the current rate of approximately 5.9% to par in 1992. The parent Company 
agreed it \vill not affect any optional prepayment prior to March 1, 1983 from proceeds of any refunding operation 
involving the incurring of any indebtedness al an effective annual interest rate of less than 8'1'o. 

In the note instruments the parent Company agreed, among other things, as to both the parent Company and 
restricted subsidiaries, as defined, to limitations as to permissible outstanding funded debt and subordinated furided 
debt and to a limitation on mortgage debt except as to after.acquired property. FUrther, the parent Company covenanted 
that it \Vould not make "restricted payments", \Vhich term includes dividends or other equity distributions plus 
investment in unrestricted subsidiaries (those not bound by the terms of the loan agreement), in excess of stateJ formula 
amounts. Retained earnings of approximately SB1,000,000 as of December 31, 1977 are restricted by this provision. 

The loan agreement also contains limiting terms relating to sales of the Company's assets, mergers and consolida
tions, and allo\VS the notcholders to demand prepayment, at par, within 60 days of notice that, during the lifetime of 
Warren E. Buffett, stock o\vncrship in the parent Company by Warren E. Buffett and the members of his immediatu 
family, including certain trusts and charitable organizations, has decreased to less than 15o/o of the 01.1lstanding capital 
stock of the parent Company. 
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(12) Income Tuxes 
Income tax expense for 1977 represents current expense of $3,484,270 and deferred expense of $1,910,518 con1posed 

of the following: 

Totals: 
AppHcaOic to operating earnings 
Applicable lo earnings of Blue Chip Stamps 
Appli'~Qble to realized investment gains 

Current expense applicable to: 
Current ordinary income for tax purposes 
Realized inve'stmcnt gains . . . . 

Deferred expense (credit) applicable to: 
Change in deferred insurance pre1nium acquisition costs 
Discount on bonds currently accreted 
Undistributed income of Blue Chip Stamps 
Cumulative accreted discount on bonds sold 

Total tax expense 

U.S. 
Federal 

$2,847,272 
430,356 

2,050,000 
$5,327,628 

$1,207,110 
2.210,000 
3,417,110 

1,436,000 
235,000 
399,518 

(160,000) 
1,910,518 

$5,327,628 

Foreign, 
state and 

local 

$67,160 

$67,160 

$67,160 

67,160 

$67,610 

Total 

$2,914,432 
430,356 

2,050,000 
$5,394,788 

$1,274,270 
2.210,000 
3,484,270 

1,436,000 
235,000 
399,518 

(160,000) 
• 1,910,518 
$5,394,788 

Total net income before taxes \Vas $32,119,220. A reconciliation of income tax expense at the statutory 48% rate to 

total income taxes as sho\VO above follo\Vs: 

Tax expense at 48o/o statutory rate 
Decreases resulting from: 

Tax-exempt interest income 
lOO'Yo exclusion relating to equity in earnings of the Illinois National Bank 
85% dividends received credit: · 

On dividends fro1n unaffiliated companies 
On equity in earnings of Blue Chip Stamps 

Long-term capital gains rate differential 
Credit from unconsolidated subsidiary 
Other, net . . . . . . . . . . 

Amount 

$15,417,226 

(2, 136,000) 
(1,704,000) 

(2, 103,000) 
(2,439,000) 
(1, 161,000) 

(227,000) 
(252,438) 

$ 5,394,788 

As of December 31, 1977, unused net operating loss carryovers in acquired subsidiaries exist in the approximate 
amount of $2,500,000 of which approximately $850,000 expires in 1978. These can only be offset against taxable income 
earned by the acquired subsidiaries, and any tax benefits realized therefrom \vould be accounted for as a reduction of 
purchase price resulting in their amortization into income over a period not to exceed forty years. 
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(12) Income Tuxes (continued) 
Income tax ·expense for 1976 represents current expense of $2,819,941 and deferred expense of $2,137,515, 

composed of !he following: 

Tola ls: 
Applicable to operating earnings . . . . . , . 
Applicable lo equity in earnings of Blue Chip Slamps 
Applicable _to realized investment gains . . . . . 

Current expense (credit) applicable lo: 
Current ordinary income (loss) for tax purposes 
Realized invcsln1cnl gains . . . . . . . . 

Deferred expense (credit) applicable lo: 
Change in deferred insurance premium acquisition costs 
Discount on bonds currently accreted 
Unclislributed income of Blue Chip Stamps 
Cumulative accreted discount on bonds sold 

Total lax expense 

U.S. 
Federal 

$1,263,270 
268,797 

3,200,000 
$4,732,067 

$ (845,448) 
3,440,000 
2,594,552 

1,836,000 
300,000 
241,515 

(240,000) 
2,137,515 

$4,732,067 

Foreign, 
stale and 

local 

$225,389 

$225,389 

$225,389 

225,389 

$225,389 

Tola/ 

$1,488,659 
268,797 

3,200,000 
$4,957,456 

$ (620,059) 
3,440,000 
2,819,941 

1,836,000 
300,000 
241,515 

(240,000) 
2,137,515 

$4,957,456 

1btal net income before taxes \Vas $27,792,451. A reconciliation of income tax expense at the statutory 48% rate to 
total income taxes as sho\vn above follo\vs: 

·rax expense at 48'Yo statutory rate 
(Decreases) increases resulting from: 

Tax-exempt interest income 
100o/~ exclusion relating to equity in earnings of the Illinois National Bank 
a5cy11 dividends received credit: 

On dividends from unaffiliated companies 
On equity in earnings of Blue Chip Stamps 

Long-term capital gains rate differential 
Credit to unconsolidated subsidiary 
Difference in tax basis of assets 
O!her, net . . . . . . . 

Total income tax expense 

(13) "One-Bank Holding Company" Status 

Amount 

$13,340,000 

(2,021,000) 
(1,800,000) 

(l,301,000) 
(1,523,000) 
(1,721,000) 

237,000 
(149,000) 
(104,544) 

~~ 

The Company is· a bank holding company under Federal legislalion enacted in 1970. It has filed with !he Federal 
Reserve Board an irrevocable election to divest of its holdings in The Illinois National Bank & Trust Co. of Rockford 
prior to January 1, 1981. No determination has been 1nade as to ho\.v it will effect such divestiture, and so long as the 
Company conlrols !he bank it is subject lo !he reslriclions imposed upon ii by rhe Bank Holding Company Ac!. 

(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 a 

California 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 subject to the restrictions and regulatory requirements 
imposed upon it by !be Savings and Loan Holding Company Ac!. 
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(15) Transactions with Affiliates 
Members of the Insurance Group in 1977 and 1976 engaged in transactions in the ordinary course of business \Vith 

Colu1nbia Insurance Company ("Columbia"), a subsidiary of Diversified Retailing Co1npany, Inc. ("Diversified"}. 
Warren E. Buffett, Chair1nan of the Board of the Company, is also Chairman of the Boards of Columbia and Diversified. 
At the encl of 1977, Mr. Buffett O\Vncd n1ore than 50'1/o of the outstanding shares of Diversified. In 1977 and 1976, in 
connec:lion \Vith reinsurance business, gross pren1iums of $7,293,705 and $5,777,098, respectively, \Vere ceded to 
Columbia by insurance subsidiaries of the Co1npany. National Indemnity Company performs all of Columbia's 
bookkeeping and other adtninistrative services. For these services Columbia pays to National Indemnity Company as 
part of its ceding comn1issions an amount. ordinarily equal to one-half of the customary originating brokerage 
con1n1issions. The amount of ceding co1nn1issions representing fees for bookkeeping and administrative services paid 
by Colun1bia to National Indemnity Company \\'as $59,340 in 1977 and $35,334 in 1976. Reinsurance transactions \Vith 
Columbia arc effected al rates comparable to rates in si1nilar transactions conducted at arm's length \Vi th unrelated 
parties, except as to that portion of the ceding con1missions representing fees as to \vhich there are no similar 
transactions \Vi th unrelated parties; management believes that Colu1nbia's capacity to accept cessions of reinsurance 
frotn the Co1npany's Insurance Group conlribules an element of marketing strength to the Group. 

(16) Litigation 
'rhe Cornpany, together \vith a nt11nber of subsidiaries, officers, direclors and employees of the Company and 

certain subsidiaries, \\'HS na1ned as n defcndanl in a la\\'SUit filed in mid 1975 alleging numerous causes of action and 
seeking da1nages of several 1nillion dollars. Since the Ii ling of the complaint, interrogatories have been served upon the 
plainliff but lhe plaintiff has refused to ans\\'er such interrogatories, has refused to testify in pretrial proceedings 
relating t.o performance of certain of its obligations, and has conducted no discovery in this matter. In the opinion of 
counsel for the Company, the Company \Viii not be affected materially by the final outcome of the proceeding. 

(17) Compensating Balance 
In accordance \\•ith the terins of a 56 million line of credit \Vith a bank, the Con1pany has agreed to maintain an 

average cash.con1pcnsaling balance of 10'Vu of lhc line of crcdil plus 10o/o of the an1ount of borro\ving under the line that 
may be outstanding from time to time, based upon the. bank's ledger records \Vithout adjustment for uncollected funds. 
The a\•erage compensating balances required to be maintai'ncd under this agreement \Vere approximately $750,000 in 
1977 and 5630,000 in 1976. The approximate average amount of short-term debt outstanding during 1977 and 1976, using 
daily balances, \\'ere 51.485,000 anti 5300,000, respectively. Average interest cost on borro\vings under the line in 1977 
\Vas 6.86'1t0; in 1976, 6.75t:i-li. The rnaximun1 amount of shorl·lerm debt outstanding at any month.end \Vas $5,000,000 
during 1977 and 51,200,000 during 1976. ;·\t Deccn1ber 31, 1977, 52,000,000 \Vas outstanding under the line of credit. 
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ASSETS 
Investments - other thun investments in affiliates (note 5): 

Bonds, at arnortizcd cost 
Preferred stock, al cost 
Con1mon stock, at cost 
U.S. Treasury Bills - at cost \vhich approximates 1narkct 

Total investments - other than investments in affiliates 

Cush .......... . 
Investment in Blue Chip Stnmps (note C) 
Accrued investment inconu! . . . . 
Pte1niums receivable and agents' balances 
Reinsurance recoverable on paid losses 
Property and cquipn1cnt, at cost less accumulated depreciation (note 9) 
Deferred prcn1ium acquisition costs 
Other assets . . . . . . . . . . . . . . . . . . . . . 

LIABILITIES, CAPl'IAL STOCK AND SURPLUS 
Losses and loss adjustment expenses 
Unearned premiums . . . . . . . 
Funds held under reinsurance treaties 
Amounts due for purchase of securities 
Current income taxes 
Deferred income taxes 
Other liabilities 

Capital stock and surplus: 
Common stock of National Indemnity Co1npany of $10 par value. Autho-

rized 750,000 shares: issued 550,000 shares . . . . • . . . . , 
Comn1on stock of National Fire & Marine Insurance Con1pany of $100 par 

value. Authorized 50,000 shares; issued 25,000 shares 
Paid-in surplus • . . . . . . . 
Unassigned surplus (note D) 

Total capital stock and surplus 

Sec occon1ponying narcs ro financial stoH?ments. 
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Dcccn1bcr 3.1, 

1977 1976 

$127,324.424 
23,231.882 
83,656,835 

____l!h635,379 
252,846,520 

4.532,113 
21.697.062 

2,786,138 
12,733,598 

5,837,052 
2.163,733 
9,610,000 

823,082 

$313.231,296 

$133,591,629 
52,190,714 
5,030,020 
1,338,425 

909,946 
6.276,889 
4.023,714 

203,361,337 

5,500,000 

2,500,000 
20,601,250 
81,268,711 

109,869,961 

$313,231,298 

$ 89,215,773 
22,286,948 
53,108,266 
14,992,494 

179,603,481 

2,592,562 
17,740,263 

2',U05,335 
7,861,366 
5,221,214 
1,636,275 
6.620,000 

903,814 

$224,384,330 

$ 85, 152,259 
36,736,618 
3,783,169 

839,495 
2.560.922 
4,536,139 
2,313.187 

135,921,789 

5,500,000 

2,500,000 
20.601,250 
59,861,291 
88,462,541 

$224,384,330 
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Under,vriting income: 
Premiums \Vritten 
Increase in unearned premiums 

Premiums earned 
Losses and claims 
Loss adjustment expenses 
Under\vriting expenses (note E) 

Under\'Vriting gain 

Investment income: 
Interest on bonds . . . . . . . . . . 
Dividends o.n stocks of unaffiliated companies 
Real estate income 

Less investment expenses 
Net investment income 

Other expenses 

Income before income taxes and items belo\V 

Applicable tax expense (note F) 
Income before iterns belo\V 

Equity in earnings of Blue Chip Stamps (note C) 

Income before realized gain on investments 

Realized gain on investments . , . . . , . 
Applicable income tax expense (note F) 

Net realized gain on investments (note. G) 

Net unrealized appreciation in market values of preferred and common 
stocks of unaffiliated companies of $28,528,000 in 1977 and $45,388,000 
in 1976 has not been included in the determination of net income. 

Net income 

Unassigned surplus at beginning of year 
Dividends paid to stockholder 
Unassigned surplus at end of year 

See accompanying notes to financial statements. 
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Year Ended 
December al, 

$151,083,136 

-

(14,192,666) 

136,890,470 
76,762,779 
14,822,279 
39,121,500 

130,706,558 
6,183,912 

7,376,481 
5,155,060 

287,927 
12,819,468 

537,938 
12,281,530 

298,899 

18,166,543 

2,713,612 

15,452,931 

3.134,005 
18,586,936 

6,870,484 
2,050,000 

4,820,484 

23,407,420 

59,861,291 
(2,000,000) 

$ 81,268,711 

$ 94,772,915 
(13,992,841) 
80,780,074 
44,609,702 
10,766,719 
24,694,390 
80,070,811 

709,263 

7,412,730 
3,130,747 

293,693 
10,837,170 

399,355 
10,437,815 

177,199 

10,969,879 

1,134,822 

9,835,057 

1,637,465 
11,472,522 

10,242,849 
3,200,000 

7,042,849 

18,515,371 

42,345,920 
(1,000,000) 

$ 59,861,291 
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Funds provided: 
From operalions: 

Nel incon1e . . . . . . . . . . . . , . . . . 
Charges (credits) to income nol requiring (providing) funds: 

Equity in undistributed earnings of Blue Chip Stamps 
Accrelion of discount on bonds . . . . 
Depreciation . . . . . . . . . . . 
Increase in unpaid losses ahd loss expense 
Increase in unearned p1'c1niums . , . . 
Increase. in funds held under reinsurance treaties 
Increase in agents" balances and premiun1s in course of collection 
Increase in reinsurance recoverable on loss pay1nenls 
Increase in deferred acquisition costs 
Decrease in recoverable income laxes 
Increase in liability for income taxes 
Increase in accrued investment inco1nc 
Othei; net . . . . . • . . . . 

Funds provided frorn operations 

FundS; used:·, 
Subsidi_ary acquired: 

Bon·ds . . . . . . . . 
Preferred and cornmon stocks 
U.S. Treasury Bills 
Casi\ , . . . . . . . 
Othc1· assets and deferred charges 
Unpaid losses and loss adjustment expenses 
Unearned pre1niu1ns 
Other liabilities . . . . . . . . . . 

Purchasr! of real estate, furniture and equipment 
Net. pure.base of investments 
Dividend p·;,1id 
Increase fi1 'Gash 

Net purchase of investments: 
U. ·s. Treasury Bills 
Bonds . . . . . . 
Preferred stocks 
Common stocks of unaffiliated companies 
Common stock of Blue Chip Stamps 

Net cost of investments purchased 

See acco1npanying notes to financial sta!crncnts. 
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Year ended 
December 31, 

1977 1976 

~ 23,407,420 

{3,130,476) 
(890,266) 
198,179 

35,632,125 
14,192,666 

1,246,851 
(:J, 146,300) 

(594,050) 
(2,990,000) 

11,461 
{577,417) 

1,002,991 

40,955,764 

$ 64,363,184 

s 14,655,778 
871,216 

462,140 
2,288,492 

(12,807,245) 
(l,261,430) 
(l,516,551) 
2,692,400 

539,291 
57,654,082 

2,000,000 
1,477,411 

$ 64,363,184 

3,642,885 
22,562,607 

73,718 
30,548,569 

826.303 

$ 57,654,082 

$ 18,515,371 

(1,561,912) 
(l,033,805) 

162,972 
10,970,214 
13,992,841 

843,707 
{858,928) 
(700,302) 

(3,832,608) 
4,100,000 
4,604,059 
{35fi,043) 
306,919 

26,637,114 

$ 45,152,485 

s 735,797 
1,911,578 

887,361 
126,204 
94,430 

(1,148,553) 
(399,487) 

(32,818) 
2,174,0:2 

273,001 
41,239,554 

1,000,000 
465,418 

$ 45, 152,485 

192,290 
8,685,226 

19,728,673 
11,855,553 

777,812 

$ 4J(239,554 .. 



Berkshire Hathaway Inc. 
INSURANCE GROUP 

NOTES TO FINANCIAL STATEMENTS 
December 31, 1977 and 1976 

(A) Note References 
Nu1ncrical note references are to Lhc notes to consolidated financial statements of Berkshire l-Iath1nvay Inc. and 

consolidated subsidiaries. Note 1 to such statements includes a summary of significant accounting policies and 

practices of the Insurance Group. 

(B) Basis of Presentation 
The financial statements of Berkshire Halha\vay Inc. - Insurance Group include the ace.aunts of \\•holly-o\vncd 

subsidiaries of Berkshire l·lalh<nvay Inc. \Vhich arc engaged in fire and casualty insurance under\Vriting. The 
state1ncnts arc presented on a co1nbined basis \Vith significant intercon1pany transactions and balances cli1ni
nated, and in accordance \Vilh generally accepted accounting principles (GAAP) \Vhich differ in some respects 
fro1n principles prescribed or pennitted by insurance regulatory authorities (statutory 1nethod} in accordance 
\\•ith \Vhich the con1panics 1naintain their records. A reconciliation or the aggregate capital stock and surplus 
(""Surplus as regards Policyholders") as deterrninecl under the statutory 1nethod to that determined and reported 

here\\•ith in accordance \vith G1\t\P is as rollo\\'S: 

Statutory surplus as regards policyholders . . . . . . . . . . . . . . . . 
Excess of N.o\IC n1arket \•alucitions over cost valuations or invcslinents in equity .securi-

ties (excluding stock of Blue Chip Stamps) . . . . . . . . . . . . . • . 
Excess of NAIC market valuatrons over an1orti~cd cost of bonds . . . . . . , . 
Excess of carrying value of investment in Blue Chip Stamps (determined under GAAP 

pursuant to the equity method) over Nt\IC market valuation 
Deferred insurance pren1iun1 acquisition ~osts 
Excess slatutory liability losH reserves 
Net reco\•erable from unaulhorized rcinsurcrs 
Sundry nonadmittcd assels . . . . . . 
Income tax effects and adjusllnents 

Capital stock and surplus per accompanying financial stale1nents 

Statutory net incon1e is reconciled to GAAP net income as follo\vs: 

Statutory net income . . . . . . , . . . . . . . . . . . • . . , • . 
Increase in deferred acquisition costs . . . . . . . . . . . . . , . . . . 
Equity in undistributed earnings of Blue Chip Stamps, net of amortization of excess cost 
Subsidiary acquisition cost adjustment . . . . . 
Income tax effects and adjustments . . . . . . 

Net income per accompanying financial slaten1cnts 
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IJeccn1bcr 31, 

1977 1976 

5169,748,004 

(74, 183,815) 
(1,943,796) 

3.667.891 
9,810,000 
3,076,480 
2,875,379 
2,621,708 

(5,801,889) 

5109,869,961 

5 19,252,694 
2,990,000 
3,130,476 

. (1,965.750) 
s 23,407,420 

$123,569,209 

(•!5;655.447) 
(281,646) 

35,072 
6,820,000 
1,283,560 
4,214,238 
2,313,694 

_D,836,139) 
5 88,462,541 

5 14,293,893 
3,832,608 
1,561,912 

170,095 
(1,343,137) 

5. _1:8,515,37~ 

Continued 



Berkshire Hathaway Inc. 
INSURANCE GROUP 

NOTES TO FINANCIAL STATEMENTS, Continued 

(C) Investment in Blue Chip Stamps 
The investment in Blue Chip Stan1ps (Blue Chip) by the coin panics comprising the Insurance Group represented 

approximately 211Yu of that company's outstanding shares at December 31, 1977, increased from approximately 
20'Yu at December 31, 1976. rfhc invest1nenl is accounted for by the equity method. 

Equity in net earnings of Blue Chip reflects the follo\Ving for the past two years: 

Dividends received . . . . . 
Equity in undistributed earnings 
Provision for current incomP taxes 
Provision for deferred inco1nc taxes 
An1ortization of excess of cost of investment over underlying net asset values 

1977 1976 

$ 251,378 
3,190,980 

(18,099) 
(229,750) 

(60,504) 

$3,134,005 

$ 239,966 
2,043,575 

(17,276) 
(147,137) 
(481,663) 

$1,637,465 

Sec also notes 1(c) and 4 lo consolidatccl financial stnlcn1cnts of Berkshire Hatha\vay Inc. and consolidated 
subsidiaries. 

(D) Stockholders' .Equity 
Surplus is restricted for dividend purposes by the insurance department of the states in \Vhich the companies do 

business. 

(E) Underwriting Expenses 
'fhc follo\\'ing expenses comprise undcr\\'riting expenses: 

Comn1issions and brokerage 
Salaries and other compensation 
'Taxes, licenses and fees 
Other undcr\vriting expenses 

Total _statutory under\\•riting expenses 
Increase in deferred acquisition costs 

(F) Federal Income Taxes 
Federal income tax expense is rnade up of the folhnving: 

Totals applicable to: 
Operating e;:irnings . . . . . . . 
Equity in earnings of Blue Chip Stamps 

Realized in\•cstmcnt gains . . . . 

1977 1976 

$31,380,265 $20,490,844 
4,284,910 3,325,212 
2,911,441 2,011,322 
3,534,884 2,699,620 

42,111,500 28,526,998 
(2,990,000) (3,832,608) 

539,121,500 524,694,390 

1977 1976 

$2,713,612 $1,134,822 
247,849 164,413 

2,050,000. 3,200,000 

$5,011,461 $4,499,235 

For 1977, current income tax expense \\'as 53,Zi0,711. and deferred tax expense \Vas $1,740,750. For 1976 current 
income tax expense \\'as 52,456,098 and deferred income lax expense \Vas 52,043,137. Deferred tax expense 
(credits) related to: 

Change in deferred premium acquisition costs 
Equity in undistributed earnings of Blue Chip Stamps 
Bond discount currently accreted, not currently taxed 
Cun1ulative accreted discount on bonds sold 

Total deferred tax expense 
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1977 1976 

$1,436,000 
229,750 
235,000 

(160,000) 

$1,740,750 

$1,836,000 
147,137 
300,000 

(240,000) 

$2,043,137 

Continued 
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Berkshire Hathaway Inc. 
INSURANCE GROUP 

NOTES TO FINANCIAL STATEMENTS, Continued 

Income tax expense is reconciled to the Federal 4B1Yu statutory rate as follo\vs: 

Income tux expense at statutory rate 
(Decreases) increases resulting from: 

1"ax-cxcmpt interest . . . . 
85o/o dividends received credit relating to: 

Dividends received fron1 unaffiliated companies 
Equity in earnings of Blue Chip Stamps 

Benefits from affiliates 
Long-term capital gain rate differential 
Other, net . . . . . . . 

(G) Investment Gains and Losses 

1977 

$13,641,063 

{2, 136,000) 

(2,103,000) 
{1'.404,000) 
(1,717,000) 
(1,161,000) 

(108,602) 
$ 5,011,461 

A summary of realized and unrealized investment. gains for 1977 and 1976 is as follo\vs: 

1977 

Net Applicable Net realized 
reoiizCd income gains l_css 

__l?.Oins laxes income taxes 

!lands s 1,556,033 s 466,810 s 1,089,223 

Preferred stocks 97,205 29,162 68,043 

Cornmvn stocks 5,217,246 ~54,028 3,663,218 

s 6,870.484 $ 2,050,000 s 4,820,484 

1976 

Bonds $ 1,155,664 s (346,699) $ 808,965 
Preferred stocks 441,613 (132,484) 309,129 
Common stocks 8,645,572 (2,720,817) 5,924,755 -

$10,242.849 s (3,200,000) s 7,042,849 
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1976 

$11,047,000 

(2,021,000) 

(1.277,000) 
(931,000) 
{680,000) 

(1.772,000) 
133,235 

$ 4,499,235 

Net 
unrealized 

gains 

$ 
3,393,000 

25,135,000 
$28,528,000 

s 
10,117,000 
35,271,000 

$45,388,000 



PEAT, ~'fAHWICll:, ~JJTcuELL & Co. 

The Board of Directors 

CERTJFJE.D PU13LlC .ACCOUN~I:ANTS 

~06 \\ .... ES'!' ST .. \.."fE STHEET, SU £'T1.'.: 700 

ROC1CFOR1), 11...LIXOIS 61101 

The Illinois National Bank & 
Trust Co. of Rockford: 

We have examined the consolidated balance sheets of The Illinois National 
Bank & Trust Co. of Rockford and subsidiary as of December 31', 1977 and 
1976 and the related consolidated statements of earnings, changes in 
stockholders' equity and changes in financial position for the years 
then ended. Our examinations were made in accordanca with generally 
accepted auditing standards, and accordingly included such test3 of the 
accounting records and such other auditing procedures as we considered 
necessary in the circumstances. 

In our opinion, the aforementioned consolidated financial statements 
present fairly the financial position of The Illinois National Bank & 
Trust Co. of Rockford and subsidiary at December 31, 1977 and 1976 and 
the results of their operations and changes in their financial position 
for the years then ended, in c.onformity with generally accepted accounting 
principles applied on a consistent basis. 

January 20, 1978 
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Berkshire Hathaway Inc. 
BANK SUBSIDIARY 

The Illinois National Bank & Trust Co. of Rockford 
AND SUBSIDIARY 

CONSOLIDATED BALANCE SHEETS 

Deccn1bcr 31, 1977 nnd 1976 

Cash und due fro1n banks . . . . . 
lnvcsln1ent sccuritics·(notes 2 and 9): 

United States Treasury obligations 
United States Govcrnn1cnt agency obligations 
Obligations of states and political subdivisions 
Other securities . . . . 
Federal Reserve Bank stock 

Fedcrnl funds sold . . . . 
Loans (note 3) . . . . . . 
Bank premises and equipment (note 4) 
Other assets . . . . . . . . . 

ASSETS 

LIABILITIES AND STOCKHOLDERS' EQUITY 
Liabilities: 

Demand deposits 
Tin1e deposits 

Total deposits (note 5) 
1\ccrued tuxes and other liabilities (note 6) 

1blal liabilities . . . . . . . 

Stockholders' equity: 
Cornmon stock of S20 par value. Authorized and issued 250,000 shares 
Surplus . . . . . . , . . 
Undivided profits . . . . . . 
Reserve for contingencies (note 8) 

Total stockholders' equity 

1977 

s 20,973,276 

566,558 
41,55a,oe3 

58.696,192 

6,053,613 
300,000 

7,000,000 
62,267,886 
1,021,747 

~19,924 

$201,152,259 

s 56,976,240 

117,890,119 
174,866.359 

1,716,594 

176,564,953 

5,000,000 
5,000,000 

13,266,149 
1,301,157 

24,567,306 
$201,152,259 

See occo1npanying notes ta consolidntcd financiO'l statements of bank subsidiary. 
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1976 

s 10,860, 111 

30,337,817 
16Q,792 

54,00~ .. :·~,2 
6,62f : .. 54 , \ 

3¥~.~·:\00 
32,oiio;6'oo 
56,183,346 

895,977 
2,010,227 

$193,392,516 

s 54,874,671 

113,461,996 

166,336,667 
1,628,082 

169,964,749 

5,000,000 

5,000,000 
12,124,955 

1,302,612 
23,427,767 

$193,392,516 



Berkshire Hathaway Inc. 
BANK SUBSIDIARY 

The Illinois National Bank & Trust Co. of Rockford 
AND SUBSIDIARY 

CONSOLIDATED STATEMENTS OF EARNINGS 

Operating inco1nc: 
Interest and fees on loans 
lnco1nc on Federal funds sold 
Interest and dividends on: 

Years ended Dccon1hcr :11, 1!177 and 1976 

United States ·rreasury obligations 
lJnitcd Stales Governn1cnt agency obligations 
Obligations of stales and political subdivisions 
Other securities . , . . 
Federal Reserve Bank stock 

Total interest income 
Trust fees . . . . . . . . 
Service charges on deposit accounts 
Other . . . . , . . . . 

Total operating incontc 

Operating expenses: 
interest on deposits . . . . . 
Interest on _Fcdcrnl funds purchased 

Total inlcresl 
Salaries and cmplcycc benefits (no le 7) 
Occupancy, net (note 4) . , . . . 
Furniture and equipment (note 4) 
Provision for possible loan losses (note 3) 
Other . . . . . . . . . . . . 

Total operating expenses 

Earnings before inco1nc laX1!s and securities gnins 
Income taxes, net (note 6) . . . . . . . . . . . . . 

Earnings before <>Ccuritir.s gains , . . . . . 
Securities gains, net of related laxes of $11,209 in 1977 and $142,437 in 1976 

(note 6) . . . . , . 

Net earnings 

Earnings pc:r .share: 
Earnings beforr. securities gains 
Securities gains 

Net earnings 

1977 

s 5,479,848 

287,622 

172,464 
2,098,230 ·. 3,848,051 

576,652 
18,000 

12,480,887 
636,939 
116,375 
577,007 

13,811,288 

6,600,325 
1,981 

6,602,306 
2,096,796 

269,442 
215,021 
16,000 

811,709 

10,011,274 

3,800,014 
429,493 

3,370,521 

269,018 

$ 3,639,539 

$13.48 

1.08 

$14.56 

Sec accon1ponying notes to consolidated financial statements of bank subsidjary. 
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1976 

$ 5,092,525 

225,353 

1,075,950 
1,415,317 
a,2ss,164 

501,162 
__ _]JJ;OOO 

11,583,491 
546,501 
149,217 
635,253 

12,914.462 

5,879,505 
__ 4,266 

5,883,771 
2,025,075 

259,455 
233,017 
12,000 

837,857 

9,251,175 

3,663,287 
108,068 

3,555,219 

291,823. 

s 3,847,042 

$14.22 
1.17 

$15.39 
= 



Berkshire Hathaway Inc. 
BANK SUBSIDIARY 

The Illinois National Bank & Trust Co. of Rockford 
AND SUBSIDIARY 

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY 
Years ended Decen1bcr 31, 1977 and 1976 

Balance, December 31, 1975 
Net earnings . . . . . 
Cash dividends - 510 per share 
Transfer fro1n reserve for contingencies - loan 

loss provish;•n 

Balance, December 31, '1976 
Net earnings . . . . . 
Cash dividends - $10 per share 
1'ransfcr from reserve for contingencies - loan 

loss provision . . . . . . . . . . 
Balance, Deccn1bcr 31, 1977 • . . . . . 

Con11non 
stock 

55,000,000 

5,000,000 

Surplus 

$5,000,000 

5,000,000 

55,000,000 

Undivided 
profits 
(note 6) 

Sl0,771,923 
3,047,042 

(2,500,000) 

- 5,990 

12,124,955 
:J,639,539 

(2,500,000) 

1,655 
-~-· 

~~ 

Sec nccornponying notes to consolidated financial stalr:n1cnts of bank subsidiory. 
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Hcscrvc 
for con

tingencies 
(note B) 

51,308,802 

(5,990) 

1,302,812 

(1,655) 

$11301,157 



Berkshire Hathaway Inc. 
BANK SUBSIDIARY 

The Illinois National Bank & Trust Co. of Rockford 
AND SUBSIDIARY 

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 

Funds provided: 
From operations: 

NE!l cnrnings 
Depreciation 
Provision for loan losses 
Deferred income taxes 
Discount nccretion 
Other ...... . 

Years ended Dccc1nhcr :J'l, 1977and1976 

Provided fro1n operations 

Increase in deposits 
Oecrcnsc in: 

Loans 
Federal funds sold 
Cash nnd due fron1 banks 

Other, net ...... . 
1btnl funds provided 

Funds used: 
lncrcnsc in earning assets: 

'Fcclcrnl funds sol<l 
Investment securities 
Lonns . . . . . 

t\ddilions l.o bank premises and cquip111ent, net 
Cash dividends . . , • . . . 
Increase in cash and due fron1 banks 
Dccrcnse in Fcdcrnl funds purtihnscd 
Oihcr, net . . . . , 

~lbtal funds used 

1977 

s 3,639,539 
96.192 
16,000 

(376,620) 
(169,835) 

78,101 
3,283,377 

6,531,692 

25,000,000 

_____i!),455 
$34,855,524 

15,569,736 
6,095,540 

221,962 
2,500,000 

10,105,165 

363,121 
$34,855,524 

Sec ncco1npnnying notes to consoJidotcd /inanciciJ stntcments of bank subsidiary. 
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1976 

s :1,847,042 
104,377 

12,000 
(202,529) 
(132,375) 
109,602 

3,738,117 

21,357,765 

1,880,906 

7,929,160 
900,121 

$35,806,069 

32,000,000 
226,605 

33,728 
2,500,000 

1,000,000 
45,736 

$35,806,069 ----



Berkshire Hathaway Inc. 
BANK SUBSIDIARY 

The Illinois National Bank & Trust Co. of Rockford 
AND SUBSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Dcccn1ber31, 1977 and ·1970 

(1) Significant Accounting Policies 
'rhc accounting policiQS of The Illinois Nationnl Dank & ·rrust Co. of Rockford (n 97.71% O\\'ncd subsidiary of 

Berkshire l"ialha\\'llY Inc.) and its \\'holly-o\vned subsidiarj~ Bro\vn Building Corporation, conform to generally 
ncccptr.d nccounting prinGiples and to gcnrral practice \Vithin the bunking industry. The follo\ving is a description of 
the 111ore significant ac:counting policies: 

c;onsolidntion 
The consolidated financinl slate men ls include those of Lhe IJnnk and ils \\'holly-o\\'ncd suhsidiary. 1\ll significant 

intercon1pnny transaclions ure eli1ninated in consolidation. 

In vcstincn t Securities 
lnvcstn1ent securilics aro stoled at cost, adjusted fnr t11nortizalion of pre1niu111 anti accrelion of discount. Prior to 

107H, aGcretion of discount \vas not recorded. Durin!-! 1976 nccrction \\'as recorded. including the cumulative 
a1nounts applicable to securities O\vncd \\'hich \\'Cl'C acquirnd in prior years. Gains or losses on sales of 
investment securities arc• rt~cogni:.r.ud only upon rcnlization and arc sho\vn separately in the statements of 
earnings. 

Consurncr Credit Lnczns 
Consun1er crt.•dil loans are generally n1adc on a discount basis. Unearned disr.ounl is lnkcn into earnings over the 

ter1ns of the respcclivc~ loans using a nH!lhocl that approxin1atcs straight line. 

Bonk Prcrniscs nnd Equiprncnt 
Bank premises and equipn1cnl arc staled al cost less uccun1ulatcd depreciation. Depreciation is con1puted on the 

straight-line method for building and auton1obilcs, and on an accelerated n1cthod for improvements and other 
equipn1cnt. R11lcs uf depreciation are based on the follo\ving: buildings, 40 years; i1nprovcmonts and other 
equipn1ent, ~l-B years. 

Costs of majoi' additions ancl ilnproVPmenls arc capitalized. Expcnditt:rcs for rnninlcnance and repairs arc_ 
charged against operations <lS 1ncurrr.d. 

Jncornc ·raxes 
"fhc Bank utilizes the nccruc1l n1cthod of <1cc1n1rtling for financin I reporting purposes, bul files its income tax returns 

on a co sh busis. ln\'cstmcnt tax credits urc treated ns a reduction of the provision for Federal income taxes in the. 
year realized. 

Provision for Possible Loon Losser; 
·rhe provision for possible loan losses is based on past loan loss experience, manage1nenl's cvnlualion of the loan 

portfolio under current cconon1ic conditions, and such other factors as in n1anagcment's best judgment, deserve 
current recognition in estimating loan losses. 
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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 

(2) Investment Securities 
A sun11nary of invcslmcnts by 111ajor classific::atians is as follo\VS: 

U.S. Government: 
·rreasury . . . . . 
1\gcncies . . ~ . . 

State and political subdivisions 
Olher ..••...•• 

Dcc.~_1!1Z7 
(in tl10usu11dsJ 

Pc1r Book Markel 
vo/uc: value VC1luc 

s 565 s 560 s 557 
41,550 41,553 4,1,616 
59,301 50,696 61,985 

7,345 6.054 -~fi,41~ -·-.. -·---- ----
$10U.7Gl ~~()(J. 86() $110,57~ 
-:::-=·= 

Dec. 31, 1976 
(in thousands) 

Pur Book Market 
value vo!ue value 

$30,455 $30,338 $30,340: 
160 161 165 

55,104 54,002 56,090 

- 8,259 - 6,629 7,027 

593,978 $91,130 $93,625 
= 

Investment scc::urilics \\'illi a par vnluc of SB,001,000 and 57,001,000 at Dcccrnbcr 31, 1977 and 1976, respectively, 
\\'Crc pledged to scta1re public deposits Bnd fer other purposes. 

(3) Loans 
t\ summary of the n1ajor classifications of loans at Dcccn1hcr 31, 1977 and 1976 is as follo\vs: 

Real estate loans 
Loans to financial institutions 
Loans for purchasing or carrying securities 
Con11ncrcial and industrial loans 
Loans tu indh·iduals . . . . . 
All olh!!r loans . • • • . . • 

Total net or unearned disc;ount 
Less allo\\'ilnce for possible loan losses 

Ncl loans . . . . . • . . . 

The follo\ving i::: u st11nmary of nctivity in Lhe allo\\'ancc for possible loan losses: 

Balance at beginning of year • . . . . 
Recoveries on loans previously charged off 
Provision for loiln losses 

Less loans charged off 
Balance DI end of year 

(4) Bank Premises and Equipment 

1977 

514,935,184 

5,000 
33,837,853 
12,697,2:17 

1,492,694, 

62,967,968 
(700,0U2) 

$62,267,886 

1977 

$707,048 
9,471 

16.00G 
732,519 

32,437 
5700,082 

1976 

$14,129,616 
439,000 

23,000 
28,797,400 
12,235.762 

1,270,616 

56,895,394 
(707,048) 

$56, 108.346 

1976 

$707,735 
14,360 
12,000 

734,095 
27,047 

_$707,048 

Bank prerniscs and equip1ncnt nre recorded al cost less accumulated depreciation of $2,031,918 and $1,945,559 al 
December 31, 19i7 an<l 1976, respectively. Depreciation expense totaled 596,192for1977 and $104,377for1976. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

(5) Deposits 
A sumn1ary of deposits by majo~ classifications at Decctnber 31, 1977 and 1976 is as follo\vs: 

Demand deposits of individuals, partnerships and corporations 
'Time <Hid savings deposits of individuals, partnerships and corporations 
Deposits of U.S. Government 
Deposits of states and municipalities 
Deposits of commercial banks 
Certified and official checks 

·rota! deposits 

{6) Income Taxes 

1977 

s 52,720,561 
115,603,809 

1,659,050 
2,799,656 

236,735 
1,848,548 

$174,868,359 

1976 

$ 49,105,982 
110,165,314 

938,158 
4,017,368 

284,494 
3,825,351 

$168,336,667 

Accrued taxes and other liabilities in the accotnpanying balance sheets include deferred incon1e taxes of $878,657 
and 5502,037 at December 31. 1977 and 1976, respectively. Such deferred inco1ne taxes result prhnarily from timing 
differences arising from reporting taxable inco1ne on the cash basis. The Bank and its subsidiary join in the filing of a 
consolidated_ Federal income tax return \Vilh the parent con1pany, Berkshire 1-iatha\vay Inc. The tax benefits to and from 
the parent have been recorded by the Bank, as sho\vn in the reconciliation \Vhich follo\vs. 

Taxes applicable to net earnings \Vere as follo\VS: 

Tax provision applicable to earnings before seC,1rities gains 
Tax provision applicable to securities gains . . . . . 

Add (deduct) tax benefit to (from} parent corporation applicable to: 
Earnings before securities gains 
Securities gains . . . . . . . . . . . . . . . . . 

Income taxes 

The componehts of consolic.latcd incon1c lax expense are as follo\vs: 

Current income taxes: 
Federal . . . . . . . . . . . . . . . . . . . . . . 
Add (deduct) tax benefit to (from) parent applicable to taxes currently 

payable 

State 
Total current income taxes 

Deferred income taxes: 
Federal . . . . 
State 

Total deferred income taxes 
Income taxes 
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1977 1976 

s 73,771 s 270,420 
140,336 217.021 
214,107 487,441 

355,722 (162,352) 
(129,127) _(74,584) 

226,595 (236,936} 

s 440,702 $ 250,505 

1977 1976 

$ (226,595) $ 631,551 

226,595 (236,936) 
394,615 

'64,082 58,419 

64,082 453,034 

369,861 (209,725} 
6,759 7,196 

376,620 (202,529} 
$ 440,702 $ 250,505 
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AND SUBSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

·rhc sources of lin1ing differences resulting in deferred income taxes and the tax effect of each \Vere as follo\vs: 

1977 

Accrued earnings and 1~xpcnse not reported for income tax purposes until collected 
or paid, ncl . , . . . . . . . . . . . . . . . . . . . . . . $ 374,961 

Loan loss deductions for tax purposes more (iess) than that provided for financial 
reporting purpose:, . . . . . . . . . . . . . . . . , . . . . 1,659 

s 376,620 

1976 

s (196,519) 

(6,010) 
s (202,529) 

'fhc lot al inco1nc tax:·1.ixpcnsc for 1977 an1ou ntcd to $440,702, an cff ectivc rale of 10.8% ($250,505 and 6.1 o/l.I in 1976). 
'fhc reasons for the difference bcl\\'Ccn the effective tax rate and the corporate Federal income tax rate of 48o/o ar_e as 
follO\VS: 

·n1x expense at statutory rate 
Increase (reduction) in taxes 

fro1n: 
resulting 

·rax-exen1pt intcresl., net of discount ac-
cretion . . . • . . . . . . 

State income taxes, net of Federal in
come tax benefits 

Tax henefil to (from) parent, net 
Other- net . . , . 

Actual tax expense 

(7) Pension and Profit-Sharing Plan 

An1oun! ---
Sl,958,516 

(1,790,903) 

36,837 
226,595 

-- 9,657 
s _440,702 

1977 
Percent 

of pretax 
cor:.1ings 

48.01Yu 

(43.9) 

.9 
5.6 

.2 

10.01ro --

. ......lf!Z!!._ 
Percent 

of pretax 
Amount earnings ---

Sl,966,823 48.0% 

(i,523,483) (37.2) 

34,120 .B 
(236,936) (5.7) 

9,081 .2 

$ 250,505 6.1%1 

The Bank has a noncontributory pension plan au<l a profit-sharing plan for all 9fficers and e1nployeeswilh one full 
year of service. Based upon the most recent actuarial report available (as of December 31, 1976), the pens_ion fund assets 
exceeded the actuarial computed value of vested benefits Hnd there \Vas no unfunded past service_ co_st liability. 'rhe 
Bank's policy is lo fund pension costs as accrued. The total' pension and profit-sharing expense \Vas $213,665 fo_r 1977 
and 5160,163 for 1976. 

(8) Reserve for Contingencies -, __ 1 

Included in the reserve for contingencies is the portion of the reserve for bad debts for tax purposes, which exceeds 
the valuation reserve for financial statement purposes and the applicable deferred income taxes. This amounted to 
$300,157 and 5301,812 for ·oecr,mber 31, 1977and1976, respectively. The remaining portion of the reserve for contingen
cies (Sl,001,000 for both 1977 and ln76) is not attributable lo any specific conlingen6y of the Bank. 

(Y) lnvcslmenl Securities Vv'ritc-down 
The regulalol'Y reporting requirements by the Office of the Comptroller ·of the-Currency required the Bank to 

rcn1ove rrom the bank investment account, the value oft he stock conversion privilege on convertible debentures of the 
Bank's investment holdings during the year 1977. Ho\vever, t.he necessary accounting revision of these amounts was 
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AND SUBSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 
dctcr1nincd not to be in accordance \'-'ilh gr.ncra.ll~r accepted accounting p(inciplc-s. i--\s a result. the Bank received 
permission from the Comptrollcrofthc Currcnr;y to report to shareholders, totals\vhir.h do not contain,p.r;i,Y \\1rilc-do\\'O 
or rC\"isions, \\•hich is in accordance \vi th generally accepted accounting principles. The reports for calCt{dar year 1977 
thnt are submitted to the Comptroller of the Curr<'ncycomply\vith the Comptroller's rulingand excludl'! the conversion 
privilege value on dcbenlures nol sold or matured prior lo December 31. 1977. 

The reconciliation bct\•1ccn the report to the Cnniptrolh~rand the acco1npanying financial statenu.~ntsat December 
31, 1977 and for the year then ended is as rollo\\'S: 

Per Per Net effect of 
finnnciaJ con1ptro/lcr tha security 

stot.cmcnls -·~~~ 1vritc-dotvn -- - . -·· --· -~-----··--
Balance Sheet Accounts 
--~--~------· .. ., .. 

lnveslmcnts SI_OG.IJIJ!J,42_6 SlOG,237,253 5632,173 
- - ------· - .. 

U ndiviclcd profit• S }3tG(l,149 ~l:!,.~i'.~~~ 5632.173 

Slalc!!!~nl. of E;E._r_n_!~s A~ou.!_1~. 

Opcral'ing income: 
Interest and di\•idcncls on other securities s -:-=~?.~~~~~ s_ _ 5 Y.~&1.1' s (12,164) 

Opcrat.ing expenses - other s 811.709 
_ _::::..:..::___;::-:---=-::: 

s 1,456,046 _Q~4,3:J1'. 

Net earnings ~_3gi~~~ ~-· 3,007,366 5632,173 
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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 of the Company 

J. VERNE McKENZIE, Director 
Vice President, Secretary and Treasurer of the Company 

COMMON STOCK PRICES 

The comtnon stock of BerkshircHatha\vay Inc. is traded in the over the counter market. The high and low bid prices 
for the stock in each quarter of 1976and 1977 is set forth in the follo\\.*ing table. The quotations represent priCes between 
dealers and do not include retail markup, nu1rktlo\vn or commission. They do not represent actual trans_~ctions. 

High Lol-V 

19i6 lsl Quarter 56 ~B 

2nd Quarter 63 59 

3rd Quarter 73 61 

4th Quarter 95 66 

1977 1st Quarter 97 BS 

2nd Qua~ter 100 95. 

3rd Quarter 107 100 

4th Quarter 139 107 

The Company did not pay a dividend in 1976or1977. 
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Annual Report Year Ended December 31, 1977 

BLUE 
CHIP 

STAMPS 



Financial Highlights 
'...) 

(In thousands except tor amounts per share) 

Revenues: 
Candy ............................. · · · .. · · · · · · · · · · · · 
Newspaper .. • . . • . . . . .. . . . . . • . . . . . . • . . . . . .......... . 
.Stamp service ...................................... . 
Merchandise promotions and motivation service .. . 
Other .........•....•.•....................•....•... 

Income before income taxes, equity in 
net income of Wesco Financial Corporation 
and securities gains (losses) . • . . . . . . . .•...... 

Provision for income taxes ..................... . 
Equity in net income of Wesco Financial Corporation ....... . 

Income before securities gains (lesses) ........• 
Realized securities gains (losses). less taxes . . . . ..... . 

Net income ...•............... 

Per share: 
Income before secunties gains (losses) 

Netmcome ... 

Book value 

\ ,, \ 

"After reduction for net unrea11ze1;1 ioss tJ!i market.able equity 
secunl!es. as expf111nett,ir1·Note 4 to the accornpany:ng 
consolrd~ted fina.nc;a.J statements 

.. 

52weeks 
ended 

· Dec.3t. 
1977 

$ 62,886 
31,78.6 
15,728 . 
2.485 

-~293 
$117.173 

$ 12,654 
(5,476) 
5,715 

~__,·-~ 

12.893 
4.100 

$ 16,993 
~-== 

$ 2.49 
~ 

$ 3.28 ··--------· 
$19.16* --

l.~ 

53weeks 13weeks 14 weeks 
ended end6o ended 
Jan I, Dec.31. Jan.1, 
1977 197l 1977 

$56,333 $30,334 $26,254 
11.,839 

17,208 3,958 4,111 
8.888 863 958 
5.893 1,099 1,578 -----

$88,322 $48,093 $32;901 
-~ 

$12,180 $ 8,065 $ 8,018 
(4,859) ·. (3.402) (3,734) 
4,459 - 1,905_ __!:.~ --

11,780 6,568 5,948 
(77) (7) - (33) 

$11,703 $ 6,561 $ 5,915 
= 

$ 2,27 $1.27 $1.14 
~ 

.$ 2.26 $1.27 $1.14 -- = 
$16.60 
·---' . ...........= 
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To Our Stockholders 

Consolidated net income of Blue Chip Stamps and its subsidiaries for the calendar year 1977 amounted to 
$16,993,000 ($3 28 per share) compared to $11,703,000 ($2.26 per share) tn the previous fiscal year. 

Improvement in normal operating income was small and much less than indicated by these figures because this 
year's results included S.79 per share from securities gains of the parent company plus $.12 per share attributable to 
the parent company's share of net capital gains realized by Wesco Financial Corporation. 

We have three major subsid1anes. See's Candy Shops, lncorpoiated (99% owned). Wesco Financial 
Corporation (80% owned) and Buffalo Evening News. Inc. (100% owned). II we used "equity accounting• instead of 
"consolidated accounting" for See's and the Bufialo Evening News as well as Wesco, our consolidated income for 
our two reporting years JUst ended would break down as follows: 

Biue Chip equ:ty Biue Ch.p equity Blue Chip eQuity in A\lother Blue Chip 
in See's 1nWesco Buffalo Evening News BlueCtr.p consolidated 

Year ended abo1;L_ net inc;orn11•1 net income"2 ·-- _n~l__!~C.~~~~- ne1 income"~::. oet}ncome•s 
-----·~: 

., ____ _._., ___ 
--·---~-----·-~-· -~~--. -----

December 31, 1977 .. $5,750,000 $5.715.000 $340,000 $5,188.000 $16,993,000 
Per Blue Chip share 1 .11 1 10 07 1.00 3.28 

December 31. 1976 5.112,000 4.459 000 2, 132,000 11,703,000 
Per Blue Chip share .99 86 .41 2.26 

.. ~ Jl.fter reducing income by arnott1lalion of .ntanq1bles ar:s~ng from pwr.:hase ol Se1~fs at a large prerna,irn over lfS book. vsfue 
•2 After increasing 1f1come by arr:ort1zat.on o! the d1scoon1 fro..,., Wesco tiooK vaiue at '>Vh1ch tt;e 1nterest was acquired The Oecernber 31, 

1976 figure. due lo our reac'11ng 80~.a owner~h10 of Wesco lf!Cludes reversat of income ta.<es provided in prior years 
'"3 After reduc:ng income b/ .:imort1zat1on nf r.e:aLveiv m,ror : .... tangibles arising at acqu1s1t1cn of the newspaper in Apnl 197?~ 
*" After ded..;ct1on of 1r:tere~t and ot1ter gerera1 corporate.expenses ln each 1ear tncre ~··:as an operating ioss before securities 

lransact1on~and before cred1t1ng1ncoma for ~1} 1tJter€!sl a'lJ d1woends resulting from investment of lhe funosava1Jable througl1 "floaC 
caused by tra~iing stamps•ssueP but not ye\ rejt1eme'.'.l, p:us {a; 1r.ccme ta:< tenef1! caused Qy 85~<> exc!us1ariof d~v1dends1n computing 
ledera~ •ncorrie taxes 

• .,, The 1gn amounts1nc1udeS4.100 OOOor S.79perBl:JeCh1p ~na~e from securities gains. net of taxes !n1976securitleslossesreduced 
:ncc,tne tiy $77 000 or Sor per 8 1,je Cri10 share 

SEE'S CANDY SHOPS, INCORPORATED 

First m importance again rn our earn1r'lgsp1cture last year was our equity 1n our 99%-owned subsidiary, See's Capdy 
Shops. lncorpmated See·s had anotheuecord year under me skilled leadership of Charles Huggins, with the 
percentage gain in earnings (11~<.) approximately equal to the percentage gair'1in sales (12%). Comparative figures 
for Sees for the la~t two years are set forth below: 

Year ended. aoo;,;! 

December 31, 1977 
Oecember31. 1976 •••• < 

$62.886.000 
56.333.000 

Profits 

alter~~ 

$6,262.000 
5.618,000 

Numberot._ 
pounds of 
Candy sord 

;;o.921.000 
20,553,000 

Number of 
stores open 
at yearend 

179 
173 

•Ttiese ea~n,r.gs f1gur~s are a htfie ti;gher than Bt..e Cti1p Stamps shJte-{)f See·s earrnngs$howo in 1he table ab';.l;e becau'ie BJtJe Chip's 
sharereti1J.'.:t$-(11 de:luctf.:Jr: of the appro.xirnateiy 1eo share of See sei.:trnrr,gso'.vned bym1nonly stockholders.of Sees. {u) ;;:rnor1t2ation of 
•"ltang:1bies a~!s,ng frc-r'! p;;rcnase cf Sae·s stock at a large preni.1um l')ver iJo6k value and (rnJ state income ·!ax on See·s dividends 
received oy 8.ue Chip 

Boxed chocolate consumption per cap•ta in the Urnted States ccntinues lo be essentially static, and the candy 
business has been subject to extraordinary pressure from various factors 1n the las! few years. Considenng these 
busrress conditions. See's 1977 operating results reflect a remarkable achievement attributable to excellent 
management. manufacturing and selling an outstanding product. See's is a very old-fashioned company, havrng 
beeri founded 1n 1921 by a redoubtable woman, then 71 years old, who established a tradition of extreme attention to 
quality control. From incep!Jon. See's has consistently followed the admonition published by Ben Frank!iri in Poor 
R1cha1'd. "Keep thy shop and thy shop will keep thee." The result of its old-fashioned attention to quality control and 
cheerful retail service is the highest sales per store of any candy store chain 1n the world. We are privileged t9 own 
Sees and to be stewards of its bustness tradition and example. .c 
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WESCO FINANCIAL CORPORATION 

J~lmost equal to See's in our earnings p1clure,jst year was our equity in net income of our subsidiary, Wesco Financial 
Corporation (80% owned). The substantial improvement in Wesco's contribution to our consolidated net income was 
caused by a comb1nahon of capital gains and increased operating earnings in Wesco's savings and loan business, 
coupled with an increase 1n our ownership. Wesco is a separate public corporation. with its slack listed on the 
American Stock Exchange. Summarized financial information for Wesco 1s contained in Note 1 to our consolidated 
financial statements. Wesco s consohdated balance sheens exceptionally strong, showing substantial assets 
outside its subsidiary savings and :can association and available for commitment elsewhere. For more complete 
inlormat1on we encourage Blue Chip shareholders lo obtain a copy of Wesco's 1977 Annual Report, which embodies 
an unusual clarity of reporting and reflects an excellence of management-both directly attributable to Louis 
Vincenli, Chairman. Simpiy make your request to· 

Wesco Financial Corporation 
315 East Colorado Boulevard 
Pasadena. Cahforrna 91109 
Attention: Mrs Bette Deckard. Secretary & Treasurer 

THE BUFFALO EVENING NEWS 

On April 15, 1977. we purchased. through a newly organized wholly-owned subsid1a1y, the newspaper assets of 
Buffalo Evening News. Inc . publisher of one ol two competing area-wide daily newspapP,rs in Buffalo, New York. This 
was a substanlial transaction, and subsequent event$ in Buffalo have reqwed qual!iication of our auditor's opinion 
for 1977. Accordingly. extended d1scuss1~ ::i 1s appropriate 1n this annual report to our shareholders. 

The total price paid was 835.509 ood. of which 834 .076.000 was paid in cash, with lhe balance representing 
assumption cl certain pension oblJgat:ons. Although profitable !ti 1977. the News has thus far made an insignificant 
contribution to consolidated earnings. and. as discussed below. future operating resu.lts may well be less favorable 
than those of 1977. The proforma effect of the acqu1sit1on. assuming ownership of the News throughout all of 1977 
(including the normally unprofitable early months of the year). would have been to reduce consolidated earnings by 
$.10 per share 

Nonetheless. we are very pleased to have purchased the News So far as we know, no newspaper acquisition in 
recent years looks sensible based on past earnings related to the purchase price. RE;!cent buyers of newspapers 
have paid prices reflectmg what they hope lo ach:eve over a very long-term, inllallonary future, and we, of necessity, 
conformed to this pattern in cur acquis1l1on. 

Our 1nvestrnentdec1s1on was based on tl1e bel:ef !hat the ex1sllng journalistic merit of the News. encouraged and 
nourished. will eventually prosper in the marketplace ;ind that inflation will eventually make a prosperous newspaper 
company a safer asset than any other company which we could then buy at the pnce paid for the News. Experience 
and reconsideration have made us more confident than ever that we were r'1ghl in our original appraisal of the 
JOUrnahst1c merit of the News The News is a meritorious newspaper partly because 1l was dominated and molded for 
decades by a legendary editor. Alfrea K11chhof er, who. although retired, still comes lo the News every day at age 83. 
Mr. Kirchhofer had and has a passion for accuracy, fairness and service Present management hac! continued these 
standards before O'Jf purchase. and we have encouiaged their perpetuation. 

We have long wanted to buy a large daily newspaper. as demonstrated by our unsuccessful bid for the 
Cmcmnat1 Enqwrer in 1971 In order to get a large newspaper property we have been quite willing, as attempted in 
Cincinnati and accomplished 1n Buffalo, to purchase a daily newspaper subject to the hazards of competit1on from 
another area-wide daily newspaper 1n the same city. 

There are problems and uncertainties inherent in this sort of newspaper investment, as illustrated by the events 
subsequent lo our subsidiary's purchase of the News. 

For over 60 years the NrJ<<, had publist>ed only 1n the afternoons. six days a week, excluding Sundays and 
holidays. The Saturday afternoon edil<on was a large. special ··weekend" edition, with comics and other features of 
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the sort traditional in Sunday newspapers, priced to subscribers at 30¢ per issue. twice the 15¢-per-issue price 
charged Monday through Friday. The competing daily newspaper in Buffalo published seven days a week. every 
morning, with a price to subscribers in recent years of 15¢ per issue daily except Sunday when it published without 
competition at a price of 50¢. The News had a large circulation lead Monday through Friday, selling approximately 
270,000 papers against the competitor's 125,000. On Saturday, the News sold approximately 295,000 copies of its 
large 30¢ weekend edition, compared to approximately 275,000 copies of the 50¢ Sunday morning edition 
published by its competitor. 

After our purchase, the News reviewed this situation, as part of an overall effort to improve its newspaperand its 
long-term prospects. As a result, the News determined (1) that through its failure. to publish on Sunday it was 
following a totally obsolete practice, comparable to the unthinkable practice of six-day broadcasting by a large 
television or radio news·station, seriously limiting the quality of its overall service, and (2) that its continuing success 
over the long term depended on changing that obsolete practice. 

The decision was facilitated by recognition that real trouble has been the invariable eventual outcome for. every 
daily newspaper in the United States which has relied overlong, in an important city, exclusively on weekday 
publication while a significant daily competitor enjoyed a Sunday monopoly. A typical outcome may be indicated, for 
instance, by the history of daily newspaper competition 1n Hartford, Connecticut. 

For many years Hartford had two daily newspapers, the evening Times, by far the most popular daily newspaper 
in Connecticut, and the morning Courant. with only the Courant publishing on Sunday. In this publication patiern in 
1951. the evening Times was dorn1nantweekdays, with circulation of :J6,000 compared to the Courant's 66,000, and 
the Courant en1oyed the only Sunday circulation of 111,000. The "no Sunday" evening Times in 1951 had on 
weekdays nearly three times the advertising lineage of its morning competitor {including w~Jpver 75% of daily retail 
display lin<!age), yet even this lead did not ensure continued prosperity. By 1960, the circulai:tin lead of the Times on 
weekdays had narrowed to 122.000 vs. 109.000, and theCourant had 148,000 on Sunday. By 1965 the papers were 
even m weekday circulation, while the Couran(s Sunday circulation rose to 176,000 and the Times maintained a 
declining but still large weekday lead in advertising lineage of more than three to two. 

In the fall of 1968 the Times started a Sunday edition. Bufit was fartoo late. By 1972 the Courant had circulation 
of 170,000 on weekdays vs. 131.000 for the Times. and for Sunday the comparable figures were 202,000 vs. 
130,000. The Ccurant had moved far ahead of the Times in weekday advertising lineage and utterly overwhelmed 
the Times on Sunday. A few years later the Hartford Times folded. This occurred despite the facts that {1) from 1928 
until 1973 the Times had been owned by the Gannett newspaper chain. one of the largest and most experienced and 
successful newspaper operators 1n the world and (2) Gannett had tried to make its Sunday edition successful by 
pricing it at half the single-copy price of the Sunday Courant. with a 65¢ price for seven-day home delivery against 
90¢ for comparable delivery of the Courant 

By the time our subsidiary purchased the News in 1977 most of the former big no-Sunday newspapers had 
disappeared There remained 1n the maier cities of the United States only three other area-wide daily newspaper 
publishing opera!lons without Sunday ed1t1ons: (1) the Cincinnati Post (owned by the prosperous Scripps-Howard 
chain); (2) the New York Post (controlled by the Murdoch chain): and (3) the Cleveland Press {also owned by 
Scripps-Howard). The Cmcmnati Post and the New York Post have recently been losing heavily, and the Cleveland 
Press is losing market share at what to us appears an ominous rate. These losses and troubles have occurred at two 
of these papers (m Cincinnati and Cleveland) despite a past history of profitability once based, like that of the 
now-defunct Hartford Times and the present News, on a much superior weekday circula!lon position. '1 

With all signs and surveys indicating Sunday newspaper readership was continuing to grow in importance 
relative to weekday newspaper readership, the News knew it should not continue to follow the no-Sunday policy 
which had created so universal a pattern of failure over the long term in other cities. 

The obvious way to change the policy appeared to be to shift the News'30¢ weekend edition to Sunday morning 
from Saturday afternoon and also to follow a national trend by having· the News publish on Saturdays in !he morning. 

Succeeding in such a revision of publication practice 1s not easy. Newspaper habits are very hard lo change, 
particularly in a city like Bu!f'alo where almost all newspaper circulation is home-delivered. 
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Realizing the difficulty m changing such habits. Scnpps-How;;rd. for instance. having once allowed 1ls 
competitor to maintain a Sunday monopoly for a long time. simply gave up and never tned to establish a Sunday 
edition of its own in Cincinnati-even when its newspaper had a large lead 1n weekday circulation. Moreover. the 
history of creation of new Sunday editions elsewhere, 1n cities with only one area-wide daily newspaper. 
demonstrated that even without tong-estab'1shed competition of the type the News faced in Buffalo inauguration of a 
Sunday edition reqwres heavy prornot1on. free sample copies. etc [Typical of the pattern. 1s the very recent plan 
used, about a year before inauguration of the Sunday News 1n Buffalo. by the Gannett newspaper chain in "going 
Sunday" with eight of the nine daily newspapers 1n its Westchester-Rockland Group. These eight no-Sunday 
papers competed with no similar daily newspapers in Westchester-Rockland, New York. The new Sunday papers 
were given a newsstand price of 25¢ and were delivered free to 162,000 daily subscribers for the first six weeks, then 
billed to subscribers only after subsequent deliveries A nine-paper Sunday circulation guarantee at 150,000 was 
given to adverltsers, with the difference between 150.000 and the number of actual paid subscribers made up 
through heavy newsstand promotion and free sarnples. J 

With Sunday ed11ions generaliy so hard to establish. even in the absence of effective competition. a major faotor 
which encouraged the News. '1nder the competitive con~:ht1ons m Buffalo. was the existence of a special large, 
prem1um-pnced, Saturday afternoon weekend ed1t1on of the News The News hoped that most of the hard-won 
patronage of its weekend ed1t1on could be retained when publication was transferrerJ to Sunday. 

In view of the prospective difficulties. the News decided to facilitate the shift of its weekend edition to Sunday 
morrnng and the creation of its new Saturday morning ed1lion. scheduled at the onset of the Buffalo winter. by 
maintaining a 30c pnce fer the weekend ed1t1on. charging 15c for the new Saturday morning paper. and allowing 
home subscnbers. wno had formerly paid $1.05 per week for six papers {five papers at 15¢ and one at 30c), to 
continue to pay that pnce for five weeKs. covering delivery of seven papers. after which the home-delivered price 
would rise by 15¢ to S1 20 (six papers at 15c and one at 30c). This promolional arrangement would give home 
subscnbers either five free papers on Saturdays or five half-pnce papers on Sundays. or a one-third discount for five 
weeks on a 45< S:;iturday-Sunday combination. dependmy on your point of v•ew Adverlisers. during the introductory 
five weeks. were to be assured that such promotion would cause a large circulation on Sundays. 

The News· plans seemed reasonable lo the News· executtves. calculated as such plans were to employ less 
aggres51ve promotion than they observed in general use elsewhere and also the minimum promotion which 
appeared likely- to give the revised schedule a reasonable c>iance for success in a Sunday publishing venture of a 
type in which some strong newspaper chains (like Gannett in Hartford) had failed and sill! others (like 
Scripps-Howard in C•nc1nnaliJ nad refused even to engage However. the Ne111s· plans caused a strong reaction from 
its competitor which filed a lawsuit alleging that the News was trying to destroy the competitor through methods 
proh1b1ted by federal antitrust laws In its lawsuit, the competitor asked. among other things. that preliminary and 
permanent 1n1unct1ons be issued against the News' introductory promotional programs and against the sale of the 
Sunday News at 30c per rssue as proposed and also against the sale of advertising hy the News at rates as 
proposed The competitor claimed that its profits from its Sunday edition monopoly were required to assist it in 
marntammg publ!cat1on on weekdays. In essence. 1n the News· view. the compelttor asked the court to issue 
sweeping preliminary and permanent in1unct1ons which \~ould ensure failure for the Sunday Ne'ws. The competitor 
also asked for an award of damages. trebled under the antitrust law. plus attorneys' fees and costs 

A preliminary 1n1unct1Qn. under such circumstances, must be granted or denied based on incomplete evidence 
and does not bind or fix the rights of the parties as they will be determined after full tnaf. However, issuance of a 
prel1m1riary 1n1unction. despite its 1nconclus1ve and temporary nature, can have an important impact on the parties' 
businesses 

I;-; our case the United States District Court 1n Buffalo denied part of thf> prelimmarymjunctions demanded 
but did issue some of them v:ith some adverse practical consequences. Tfi 1se issued. among other things. cut down 
the Ne.vs· promQt1ona\ pricing period for the new publishing schedule from five weeks to two weeks, eliminated 
guarantees of Sunday circulation to adverl!sers. and limited future circulation price reductions and free sampling. 
These ir11unctions as the Ne11s conservatively construed them in an artempt to assure over-compliance while 
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struggling mid-winter with a new publication schedule, caused serious interference with normal newspaper 
circulation methods. 

In ;ts opinion the court r!')cogmzed that reasonable promotion at the new publication schedule was lawful but 
tentatively concluded, in essence, that more than two weeks of promotional pricing was unreasonable and that 
related guarantees of circulation lo advertisers were unreasonable. Further proceedings are pending as to how the 
court's orders as heretofore made should be enforced or modified. The News is confident that at a full trial it can 
prove that it has not engaged in unlawful compehtion. Moreover, the News has made antitrust counterclaims in court 
against the competitor which the News believes are more justifiable than the competitor's claims. 

Affected to some degree by the litigation (including coverage thereof in the competitor's newspaper in a manner 
one observer. quoted in a Buffalo news magazine. has suggested might more appropriately have been reserved for 
World War !II). the results to date in the marketplace in Buffalo were roughly as follows in March, 1978, about four 
months after inauguration of the new publ1cat1on schedule. 

(1) While no audited figures are <iva1fable since those of the Audit Bureau of C1rculat1on for the six months' period 
ended September 30, 1977, we believe the News continues to en1oy its histoncal lead 111 paid circulation 
Monday lhrough Fnday, about 270.000vs 125,000. 

(2) On Sunday the tables are turned and the competitor 1s dominant. The paid circulation of the News' weekend 
edition has declined from about 295,000 to slightly over 160.000 after the shift to Sunday publication, 
whereas the paid Sunday circulation of the competitor has declined very much less and such competitor 
probably has in the area of a three to two Sunday lead 

(3) On Saturday morning. the News leads its competitor in paid circulation by a large margin. but paid Saturday 
morning circulation of the News 1s about 45.000 lower than the paid regular weekday circufallon. 

(4) Advertising relates to circulation. On Sundays the competitor holds about 75% of the two pape;s' combined 
advertising lineage. and an even greater share of combined advertising revenue because the News was 
required to reduce advertising rates on Sunday as its weekend edition circulation dec!ined. On other days 
the advertising lineage and revenue tables are reversed in favor of the News. 

Unless there is some new court in1unct1qn, or some ur>expected construction of the existing preliminary 
m1unct•on. 11 appears to us that from this po1n'i cnanges in compeli\:ve position are quite likefy•to be very slow, [Just 
how slow. at best. may be indicated by the history of da1lynewspaper compet1t1on in Philadelphia, where the evening 
Bu!/etm. long dominant on weekdays. belatedly commenced publication of a Sunday edition in 1947 against the 
ton(1-estabi1shed Sunday ed1tron of the morning Inquirer. At the present time, 30 years later, the Bulletin, still the 
leader on weekdays. remains way behind on Simday, selling 643,000 copies vs. its competitor's 847,000.] 
Meanwhile. prof1tab1lity of the News 1s adversely affected by litigation expenses. extraordinary circulation costs, etc .. " 
as weti as the increased depreciation expense resulting from our subs1d1ary'spurchase al physical assets at a price 
higher than their depreciated value on lhe books of the former owner. 

Virtually every employee of the News has performed very well under the stress and additional work loads 
caused by the changes and challenges in Buffalo. In all areas-production, editorial, advertising and 
circulation-extraordinary efforts have been required of the people of the News and they have responded 
magnificently. The new and revised editions show ti. We are cori1m1tted to the principle of local management of news 
and editorial product. and we are proud of the quality thaimanagement is producing. 

We hope this quality of news product and our regard for the essential integrity of the News augur well for our 
long-term expactations. Just as faithful stewardship of the customer-protection and employee-protection standards 
of Mary See has kept her candy business successful ir. our hands, so also may faithful stewardship of the journalistic 
and managem§nt standards of Alfred Kirchhofer protect us in Buffalo. 

To sum up \1) Faced wtlh choosing between a no-Sunday publishing policy which has a 100% record 
throughout the United States of being devastatingly unsuccessful and a Sunday-inauguration policywhich involved 
major uncertainties and difficulties. opting for the latter policy by the News was an obvious necessity: (2) Despite the 
difficulties experienced to date and the many more expected in the futwe. lhe News' commitment to future Sunday 
pubticat1on is total: (3) Tpe News is proceeding in Buffalo on the theory that it will win its litigation by de>erving to win 
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and that adequate prof.ts w1li eventua11y follow 1ourna11st1c and managenal ments and gooa corporate citizenship; 
and (4) Because of !he expense of ltt1gat1on anrj other unexpected problems. the near-term profits of the News at 
times may be low or nil. and the ulttmate secunty of the enterpnse will almost surely remain 1n doubt for a very 
extended perrod. 

TRADING STAMP AND MOTIVATION BUSINESSES 

The f1na1 components of our consol1da!ed net income last year were provided by our trading stamp business and 
motivat•on business. These busrnesses use the same headquarters and warehousing fac1ilt1es Combined, the 
businesses operated at an •ncreased prof1! la?" year (up to SS. 188.000 from S2. 132.000) after (properly) giving them 
cred·t for the ent.re income (interest and d•vdends. plus income tax benefits.caused by dividends. plus securities 
ga1nsl from ir1vestment 0 1 the funds ava11able through ·f1oat' caused by trading stamps issued but not yet redeemed. 
Howeve• probt before secur1!1es gains and 1osses oecl.ned from 52.209.000 toS1 ,088.000, as d1v1dend income was 
reduced ov .,et saies or secJr.t•es Th1s dec11ne was more than offset by net secunt1es gains. after taxes, of 
54100 000 th's year co•T1pared to net secu«•1es :osses :ast year of 577.000 

Tra1J•ng sto;mp se•v,cere-.enues ;:cr>Mued to dec1.ne - .to S15, 723.000tast year compared w1th$17.208,000 the 
previous year However. the rate o! dec11ne has abated Ou• mot1vatmn business continued to operate at a loss. 

rn O'Jr tra,:i,ng stanip t1us.r1e% our t'oat •esuit1ng fro"' past issuances of trading stamps when volume was 
rnar!y t1•nes greater thantr.e ~urre'1! :£4 1..e~ ·s ,arge 'n re:a~.ontocurrent issuances and is declining. Eventuaily, unless 
sta~1p iSSl.iJ.rces t...,prove. earr.,n,1s frC:":11r\·.:eSt!""':q flOdl. \;\'1~1 decline greatly The decline to date. however. has 
pro"ceedej a1 .a ver1 S'Dl.\· rate 

As discussed extens,veiv in prev:ous a~nua: reports accounting for trading stamp redemption liability (which 
·nvo,ves esHnating t1·1e nun'ber ot starops t~at w.;1 tlltimafeiy be redeemed and the cost per slamp) 1s a d1fficull 
precess •li~en sta•np •SS'Jances dec',ne by a 'arge pe•centage We penod1cally revise our estimated future 
rede':'.C!·On i1ab1!.t·~· as cc,..,,jJ1ons ~-.·arran: 

•'ie ,.,,era to re1n;i,n ·~ire ~ra,i1ng Stil""P t:Js,ress We be:1eve that we provid13 good and useful servicoe to dJr 
orese"t ;;usto~ers ar..j !hat g1·.ien the opt:"or!uf"\t!y. '+-°we ca:<;t prpvide addrtronal useful service to nevi customers. 

PINKERTON'S, INC. 

E3r .. ,n 1976 t~e ~cq,j: .. e:.t ~:0 1 1-\;0!1n;;; stOCK. represent1f1g 14°a of the equity 1ri P1nkerton's.1nc .. the leading national 
secvri!';.-· ar;J '~' .• :es1 :.~13.t,cr·· ser· ..... -ce ca,np 3.tl'/ We ~nc~eased this equfty to 25~0 by subsequent purchases of 
"'1ar-e•ac1t? n.:.,-vct ''.J s'.x• ,1-i• "J 1976 In 1977 >'e aga.n .ncreased our equil\'. to27%, by additional purchases al 
~~~a~i-e•3t;le "l,:)r: '11'C~ •"fq ~t:i::;K o~j~ ~ct ::ti 1 n'J€Strnerit at cost a! yea rend was S22 616,000. 

CONSOLIDATED BALANCE SHEET AND OTHER DATA 

Oc• corso: ;:tate:J tia:arce s"'eet rem ans otrong. as befits a company whose consolidated net worth supports large 
ac'2 !ar J,rg nrom,ses !o o!~er~ As exp:a·ned •n Nole 4 to the accompanying financial statements. the aggreg&te 
·~ar•e! .a:c1e at o,,, .,.,,~•><eto.b e sec•Jr ;,es ·s si«Jht;y iawer than the'r aggregate cost. reducing the probability of our 
r>?.-a'·L\1t,c.r; :Jf tut:J,.F.' secu'",!:es Qet 1 rs cornparat.:1e to those of 1977. 

A sec!:cc; er:M:ed ·Pnrc'pa: Sus ress Act,v111es' and a Summary of Operations" for a five-year period are 
cre.sE·"'~e'j t:e;JP1'11r'g on oage 7, fo::a·,~ed oy notes and rnanagemenrs discussion and analysis df the summary. We 
:'.''o,te iC~,~ carefu'. attent;Grt to ~!'1,)3e ;!ems and to our audited financial statements. 

February 24 1978 
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Cordially yours, 

~ r~ tf},.__o; a_/vC7tr._ 
Chartes T Munger 
Chairman of the Board 

Donald A Koeppel 
President 



Principal Business Activities 

Blue Chip Stamps and its subsidiaries are engaged in 
five lines of business: 

(1) The candy business. See's Candy Shops. 
Incorporated. a 99%-owned subsidiary acquired in 
January 1972. produces candy (primarily boxed 
chocolates) and other confectionary products of the 
highest quality in two fully equipped kitchens in 
California. See's is believed to be one of the largest 
candy manufacturers distributing through its own chain 
of retail shops; it now has 179 in nine western states 
including Hawaii. 

See"s registered slogan "Quality Without 
Compromise;· reflects its attitude In order to control 
shelf life of the candy. which contains no significant 
artificial preservatives. See's does not sell through 
department stores. drug stores, etc. Cocoa. sugar and 
certain other ingredients are generally available but 
subject to wide price fluctuations from time to time. 
Emphasis on quality has helped make See's the 
predominant fresh candy business entity in California. 

A substantial partier. of each year's candy sales 
are generated during the Christmas and Easter 
seasons, when ttie high shop volume is augmented to 
an increasing degree by quantity sales to organizations 
at reduced prices. See's finances its seasonal inventory 
buildup by liquidating short-term investments. At 
Christmas the number of employees peaks at about 
three times the full·t1me base of approx1mately 1,000. 

(2) The newspaper business. Buffalo Evening News. 
Inc . whose assets. subiect to certain liab11ities. were 
purchased 1n April 1977 through a newly organized. 
wholly owned subs1d1ary. is publisher of the most widely 
read da!ly newspaper in Upstate New York. More lhan 
4,000 paper earners deliver the News to over two· thirds 
oi the households in Buffalo and Ene counties. 

In October 1977 the News· principal competitor 
brought suit under federal antitrust laws seeking lo 
en101n the News from engaging 1n certain alleged 
practices, and seeking to obtain damages. m 
connection with the News· expansion of publication to 
add a Sunday edition. For further uiformation. please 
refer to Note 1 Oto the accompanying consolidated 
iinanc1al sta(ements. 

Most oftne News· revenues are based on 
advertising volume, which peaks dunng the fourth 
fiscal quarter. Newsprint is generally purchased under 
iong-term contracts from Canadian suppliers. The 

newspaper employs approximately 1,100 full-time 
employees. 

(3) The trading stamp business. Blue Chip Stamps 
provides for retail merchants and their customers in 
California and Nevada the predominant trading 'stamp 
service in that area. The service includes the issuance 
of trading stamps, catalogs. savings"books, Rigns, 
banners and other promotional material as well as the 
redemption of Blue Chip stamps for merchandise or 
cash through redemption stores. 

Stamp service revenues have declined from a 
historical peak of $124, 180,000 for the fiscal year 
ended February 28, 1970 to $15,723,000 for the fiscal 
year ended December 31. 1977. This. decline has 
resulted primarily from two factors. First, many 
supermarket operators discontinued or rec;uced the 
use of trading stamps in connection with their 
conversion to discount merchandising. Second, many 
service stations as a result of the gasoline shortage 
eliminated the use of stamps. The reduction in stamp 
revenues has increased the relative importance to the 
business of the remaining customers: two Southern 
California supermarket chains, Stater Bros. Markets 
Division of Petrolane Incorporated and The Boy's 
Markets, Inc., accounted for47% of stamp volume 
during the fiscal year ended December 31, 1977 as 
compared with 38% the preceding fiscal year. Over the 
past six years the Company has reduced the number of 
redemption stores from a peak of 90 to 42 at {?resent. 
There has been a commensurate reduction dfull-time 
employees to less than 250 currently. 

(4) The motivation and merchandise promotion 
business. Blue Chip Motivation, a separate division. 
operates on a nationwide basis, sharing headquart'3rs 
and merchandise distribution facilities with the trading 
stamp business. The name of this division was 
changed from Blue Chip Incentives during the year in 
order to describe its activitie& mar\\ accurately. It tailors 
mollvation programs for business/is. These programs 
use awards of merchandise, travel and stamps in order 
to stimulate sales or productivily. promote attendance 
or safety. or perform 6lher mof;lvational functions. The 
division's deluxe catalog is thil cornerstone of many of 
these programs. The motivation business is 
competitive. Moreover. with the decline of the trading 
stamp business, mot1vation programs have become 
more difficult to sell, because stamp awards do not 
enjoy their former popularity. Approximately 30 
employees are involved in this operation. 

This division. for several years, also developed, for 
oi! compa"lies and other large issuers of credit cards, 
complete merchandise packages for their credit 
cardholcjers. In the summer of 1976, the Company 
decided not to seek any new business of this type. as 
profit margins had proved to be unsatisfactory 
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(5) The savings and loan business. Wesco Financial 
Corporation, an 80%-owned, unconsolidated 
subsidiary controlled since late 1973, owns all of the 
outstanding stock of Mutual Savings and Loan 
Association, which operates at sixteen locations in 
Southern California and is believed to be among the 30 
largest savings and loan associations in the state. The 
association competes primarily in the business of 
lending money, principally secured by first liens against 
real estate, to enable borrowers to purchase, construct 
or refinance real property. In addition, investments in 
preferred stocks, municipal bonds and other securities 

Revenues-
Candy business ................................ 
Newspaper business ........................ " .. 
Trading stamp service ...............•........... 
Motivation and merchandise 

promotion business ........................... 
Income {loss) before income taxes, 

securities gains (losses) and 
extraordinary items-
Candy business ........•....•...•.............. 
Newspaper business ..... ; ..................... 
Trading stamp service ......................•.... 
Motivation and merchandise 

promotion business ........................... 
Savings and loan business (equity only) ....•...... 

have become increasingly important in recent years as 
a secondary source of income. Approximately 160 
employees are. employed in this line of business. 

The following table sets forth the contribution, in 
thousands of dollars, of each line of business 
accounting for, during either of the last two fiscal years, 
ten per cent or more of consolidated revenues or of 
consolidated income before income taxes, securities 
gains (losses) and extraordinary items for five fiscal 
years ended as follows: 

Dec. 31, Jan.1, Feb. 28, Mar. 1, Mar.2, 
1977 1977"'- 1976 1975 1974 

$63,115 $56,648 $51,679 $43,370 $36,033 
31,833 
19,740 22,786 25,755 34,973 59,925 

2,485 8,888 15,210 11,022 6,261 

12,352 11,059 10,968 6,783 4,153 
751 
185 2,600 438 (34) 4,533 

(634) (1,479) (1,079) (592) (66) 
5,715 4,216 3,292 2,832 1,673 

Set forth below is the relative contribution of each such line of business for the same fiscal years: 

Dec. 31, Jan. 1, Feb. 28, Mar, 1, Mar. 2, 
1977 1977' 1976 1975 1974 

Revenues-
Candy business .•........ ,,, .............•...... 54% 64% 56% 49% 35% 
Newspaper business ...... \ .................... 27 
Trading stamp service ........................... 17 26 28 39 59 
Motivation and merchandise 

promotion business .........•................. 2 10 16 12 6 
Income (less) before income taxes, 

securities gains (losses) and 
extraordinary items-
Candy business ................................ 67 67 81 76 40 
Newspaper business .. ' ........................ 4 
Trading stamp service ........................... 1 16 3 44 
Motivation and merchandise 

promotion business ....................•...... (3) (9) (8) (7) 
Savings and loan business (equity only) . . . . . . . . . . . 31 26 24 31 16 

*In December 1976 the Company changed its 52-53 week fiscal 
yearend from approximately F'ebruary 28 to· approximately December 31. 
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Summary of Operations 

(In thousands except for amounts per share) 

Revenues: 
Candy ..•... : ......•................... 
Newspaper ........................... . 
Stamp service ............... , ......... . 
Merchandise promotions and 

motivation service ............ , ....•... 
Dividends and interest .................. . 
Other ................................. . 

Costs and expenses: 
Cost of sales and services .. , .....•...•... 
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 Financial 

Corporation . , ..............••.......... 

Income before securities gains (losses) 
and extraordinary items ................. . 

Realized securities gains (losses), 
less taxes ...................... , .....•. 

Income before extraordinary items ... , ...•... 
Extraordinary credit. ...................... . 

52weeks 
ended 

Dec. 31, 
1977 

$ 62,886 
31,786 
15,723 

2,485 
3,636 

657 

117,173 

61,592 

41,387 
1,404 

136 

104,519 

12,654 
(5,476) 

5,715 

12,893 

4,100 

16,993 

Net income ............................... $ 16,993 

Per share: 
Income before securities gains (losses) 

and extraordinary items .•..•..•......•. 
Realized securities gains (losses) .......•. 

Income before extraordinary items ........ . 
Extraordinary credit ........... , ........ , . 

Net income ...................•......... 

Dividends declared* 

$2.49 
.79 

3.28 

$3.28 

$ .30 

53weeks 
ended 
Jan. 1, 
1977 

$56,333 

17,208 

8,888 
5,211 

682 

88,322 

46,358 

29,190 
410 
184 

76, 142 

12,180 
(4,859} 

4,459 

11,780 

(77) 

11,703 

$11,703 

$2.27 

~) 
2.26 

$2.26 

$ .24 

Feb.28, 
1976 

$51,342 

20,361 

15,210 
4,913 

818 

92,644 

52, 116 

29,552 
437 
212 

82,317 

10,327 
(4,374) 

3,092 

9,045 

8 

9,053 

$ 9,053 

$1.75 

1.75 

$1.75 

$ .24 

52 weeks ended 

Mar.1, 
1975 

$42,907 

25,564 

11,022 
7,738 
2,134 

89,365 

54,912 

23,940 
4,050 

306 

83,208 

6,157 
(1,237) 

2,588 

7,508 

254 

7,762 
903 

$ 8,665 

$1.45 
.05 

1.50 
.17 

$1.67 

$ .24 

Mar.2, 
1974 

$ 35,780 

51,375 

6,261 
8,260 

543 

102,219 

68,156 

21,481 
3,597 

365 

93,599 

8,620 
(2,071) 

1,641 

8,190 

(185) 

8,005 

$ 8,005 

$1.58 

~ 
1.55 

$1.55 

$ .24 

•Dividends ol $.06 per share per quarter or$,24 per share per year have been paid. No change in annual dividend rate occurred in 1977, 

See notes and management's discussion and analysis on page 10 
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NOTES TO SUMMARY OF OPERATIONS 

In December 1976 the Company changed its 52-53 
week fiscal yearend from approximately February 2B to 
approximately December 31. 

Newspaper revenues and other accounts of the 
Buffalo Evening News, Inc. are included on a 
consolidated basis from acquisition on April 15, 1977. 

The Company's equity in Wesco Financial 
Corporation's net income is included under the equity 
method. Ownership of the savings and loan holding 
company increased from 21.9% at the start of the fiscal 
year ended in 1974 to44.6% at March 2, 1974, to 64.4% 
in August 197 4 and to the present 80.1 % in January 
1977. 

The extraordinary credit in fiscal 1975 represents 
federal income tax not payable due to offset of capital 
loss carry-forwards. 

Other revenues in fiscal 1975 include a $1,254,000 
gain on sale of a warehouse and a $311,000 gain on 
purchase and early retirement of outstanding 
debentures. 

Per share amounts are based upon the 5, 179,000 
shares of common stock outstanding throughout the 
five fiscal years, increased by 1,000 in 197 4 to reflect 
the drlutive effect of outstanding stock options. 

MANAGEMENT'S DISCUSSION AND ANALYSIS 
OF THE SUMMARY OF OPERATIONS 

Candy sales increased during the fiscal year ended 
December 31, 1977 due, about 85%, to an increase in 
average selling price per pound; improved volume 
accounted for the remainder. Of the increase in candy 
sales which occurred nie preceding fiscal year, 
approximately 60% resulted from an increase in 
pounds sold and 40% from pricing improvement. 

The decline in stamp service revenues in recent 
years has been caused by various factors as explained 
above under Principal Business Activities. 

Revenues from merchandise promotions and 
motivation service have decreased notably since the 
year ended February 28, 1976 due mainly to the 
Company's decision, in the summer of 1976, not to seek 
any more merchandise promotion business, under 
which the Company had developed, for oil companies 
and other large issuers of credit cards, complete 
merchandise packages for their credit cardholders. 

The decline in dividend and interest Income during 
the latest fiscal year was caused mainly by a drop in 
dividends on shares of Source Capital, Inc., which were 
sold in July 1977. 

Cost of sales and services during the two most 
recent fiscal years was somewhat lower as a 
percentage of related revenues than in fiscal 1976, 
principally due lo adjustments of the liability for 
unredeemed trading stamps, which the Company 
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revises periodically as changing conditions warrant. In 
February 1976, the stamp liability account was 
adjusted to reflect a reduction in the total number of 
stamps expected to be redeemed in the future as well 
as the likelihood that future redemption service 
expenses would increase materially on a per-stamp 
basis. In August 1976, due to favorable current 
experience in controlling costs, the stamp liability 
account was adjusted further to reflect a lower 
estimated future redemption service expense 
requiremenlper stamp. The ratio of cost to revenues on 
an overall basis was not significantly affected by either 
the acquisition of the newspaper or the discontinuance 
of merchandise promotion business. 

The sharp increase in selling, general and 
administrative expenses during the most recent fiscal 
year was the result of the newspaper acquisition in 
April 1977. 

Interest expense increased sharply in the latest 
fiscal year as a result of financing tha newspaper 
acquisition. 

The provision for income taxes varied slightly as a 
percentage of pre-tax income from 42% in fiscal 1976 
to 40% in the fiscal year ended January 1, 1977 and to 
43% in the year ended December 31, 1977 due 
primarily to fluctuations in dividend income, which is 
substantially exempt from federal taxation. 

The Company's equity in net income of Wesco 
Financial Corporation increased during the two most 
recent fiscal years primarily as a result of an 
improvement in the subsidiary's earnings, coupled in 
the later year with an increase in average ownership 
from 67.2% to 80.1 %. Part of Wesco's earnings 
improvement represented an increase in realized 
capital gains; the Company's share amounted to 
$612,000. Another factor in the earlier year was the 
reversal of estimated provisions for income taxes on 
Wesco's undistributed earnings; such provisions are no 
longer required because the Company's ownership of 
Wesco now exceeds 80% and Wesco's earnings will 
henceforth be included in consolidated federal tax 
returns. 

Realized securities gains and losses fluctuate from 
year to year and accordingly are set out separately. The 
exceptionally large net gains in the most recent fiscal 
year resulted from a profit of approximately $7,000,000, 
net of taxes, on sale of the Company's shares of Source 
Capital, Inc. in July 1977, reduced in part by net losses 
on other securities dispositions. 

Revenues, expenses, earnings and other items set 
forth in the summary of operations are not necessarily 
indicative of future revenues, expenses, earnings and 
other items. In particular, a significant part of the 
increase in earnings for the year ended December 31, 
1977 compared to the prior year represented unusually 
large capital gains (see preceding two paragraphs). 



Consolidated Statement of Income 
and Retained Earnings 

Revenues: 
Candy , ........................................................... . 
Newspaper (Note 2) .....••........................................... 
Stamp service (Note 3) .........................................•...... 
Merchandise promotions and motivation service .................•........ 
Dividends and interest .•...... , .•....•................................ 
Other ......................•..•..................................... 

Costs and expenses: 
Cost of sales and services (Note 3) ..............•.............. , ...... . 
Selling, general and administrative expenses ...........•................ 
Interest and discount amortization .............................•........ 

Income before income taxes, equity in net income of Wesco Financial 
Corporation and securities gains (losses) ............................... . 

Provision for income taxes (Note 7) ...................................... . 
Equity in net income of Wesco Financial Corporation (Notes 1 and 7) ......... . 

Income before securities gains (losses) •.................•...••........... 

Realized securities gains (losses). less income tax effect (Notes 4 and 7) ..... . 

Net income .......................•................•................... 

Retained earnings at beginning of year ................................... . 
Dividends declared of $.30* and $.24 ..............•...........•.......... 

Retained earnings at end of year ..................••....•........•....... 

Amounts per share based on average shares outstanding: 
Income before securities gains (losses) ................................ . 
Realized securities gains (losses) ..................................... . 

Ne! income •..................•.. , ....•.............•........... · •.... 

Blue C~ip Stamps 

52 weeks ended 53 weeks ended 
December31, January 1, 

1977 1977 

$ 62,886,000 $56,333,000 
31,786,000 
15,723,000 17,208,000 
2,485,000 8,888,000 
3,636,000 5,211,000 

657,000 682,000 

117,173,000 88,322,000 

61,592,000 46,358,000 
4.1,387,000 29,190,000 

1,540,000 594,000 

104,519,000 76,142,000 

12,654,000 12,180,000 
( 5,4 76,000) (4,859,000) 
5,715,000 4,459,000 

12,893,000 11,780,000 

4,100,000 (77,000) 

16,993,000 11,703,000 

79,230,000 68,770,000 
(1,554,000) (1,243,000) 

$ 94,669,000 $79,230,000 

$2.49 $2.27 
.79 - (.01) --

'$3.28 $2.26 
~.....:___ --

.. Dividends of $.06 per share per quarter or $.24 per share per year have been paid. No change in annual dividend rate occurred In 1977. 

See accompanying notes to consolidated financial statements 

11 

{• 



Consolidated Balance Sheet 

ASSETS 

Cash (Note 6) ..•......•.........•....................... , ..•.......... 
Short-term investments, at cost which approximates market ................ . 
Marketable equity securities, at the lower of cost or market (Note 4) ..•....... 
Accounts receivable ............. , ......... , .... , ..................... . 
Merchandise and supplies inventories, at the lower of cost 

(principally average) or market .... , •....•..... , .......... , ........... . 
Prepaid expenses, principally income taxes (Note 7) ..... , ...............•. 
Property, plant and equipment, net (Note 5) ...............•............... 
Investment in Wesco Financial Corporation (Note 1) ....................... . 
Excess of cost over equity in net assets of consolidated 

subsidiaries, less accumulated amortization (Notes 1 and 2) ............. . 
Other equity securities (Note 4) ....................•......•...•......... 

LIABILITIES AND STOCKHOLDERS' EQUITY 

Accounts payable :md accrued expenses ......•......................... 
Income taxes payable (Note 7) ...................••..................... 
Liability for unredeemed trading stamps (Note 3) ................. , ....... . 
63A% Subordinated Debentures due December 1, 1978 •...........•....... 
Note payable to bank (Note 6) ........................ , .•............... 

Stockholders' equity (Note 10): 
Common stock, par value $1.00 

Shares authorized-7,000,000 
Shares outstanding-5, 179,000 ........... , ....................... .. 

Paid-in capital ....••..... , .................................•........ 
Retained earnings .................................................. , 
Net unrealized loss on marketable equity securities (Note 4) ..•.•......... 

Total stockholders' equity ................•.. , .......•............. 

See accompanying notes to consolidated financial state1nents 
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Blue Chip Stamps 

December 31, 
1977 

$ 5,335,000 
11,224,000 
53,010,000 

6,155,000 

7,332,000 
13,142,000 
40,414,000 
43,892,000 

15,439,000 
4,163,000 

$200, 106,000 

$ 14,199,000 
4,779,000 

66,209,000 
2,168,000 

13,500,000 

100,855,000 

5, 179,000 
1,579,000 

94,669,000 
(2, 176,000) 

99,251,000 

$200, 106,000 

January 1, 
1977 

$ 2,526,000 
11,636,000 
63, 143,000 

4,633,000 

6,493,000 
12,337,000 
8,417,000 

38,661,000 

15,128,000 
4,163,000 

$167,137,000 

$ 6,680,000 
3,315,000 

66,867,000 
4,287,000 

81, 149,000 

5,179,000 
1,579,000 

79,230,000 

85,988,000 

$167,137,000 



Consolidated Statement of Changes in 
Financial Position 

Sources (uses) of cash, including short-term investments, from operations: 
Income before realized securities gains {losses) , ......... , .............. . 
Add (deduct): 

Depreciation and amortization .....•.•............................... 
Decrease (increase) in trade accounts receivable ...................... . 
Decrease (increase) in inventories ................................... . 
Increase in prepaid expenses, principally income taxes ................ , 
Equity in net income of Wesco Financial Corporation, less 

dividends received ......•.................................•...... 
Increase (decrease) in trade accounts payable and accrued expenses ... . 
Increase (decrease) in income taxes payable ......................... . 
Decrease in liability for unredeemed trading stamps ...............•.... 

Cash provided by operations before realized securities gains (losses) ......• , . 
Other sources of cash: 

Bank loan for acquisition of newspaper ................................ .. 
Realized securities gains (losses), less income tax effect ................. . 
Decrease (increase) in marketable equity securities, net of 

$2, 176,000 net unrealized loss deducted from stockholders' 
equity at December 31, 1977, and net of reversal of 
similar provision of $15,560,000 deducted from 
stockholders' equity at December 27, 1975 .........•.................. 

Decrease (increase) in accounts receivable from securities transactions ..... 
AssufT'ption of pension liability upon acquisition of newspaper ...........•.. 
Disposals of property, plant and equipment ............................. . 
Other ........... , ................................... • · .......... • · · · · 

Other uses of cash: 
Additions to property, plant and equipment, including 

$31,900,000 in the fiscal year ended December 31, 1977 
relating to acquisition of newspaper ............. , .................... . 

Purchase of stock of Wesco Financial Corporation ....................... . 
Excess of cost over equity in net assets of newspaper acquired ............ . 
Purchase of other equity securities ................•............... , •.... 
Reduction of bank loan . . . . . . . . . . . . . .. .. . . . . . .. . .. • . . . .. . . . . ........ .. 
Purchase of debentures for retirement .........................•.......•. 
Declaration of cash dividends ...•.................................•.... 

Increase (decrease) in cash, including short-term investments , ............. . 

Increase (decrease) in-
Cash ..•..............................•......................••..... 
Short-term investments ............. , , ................................ . 

See accompanying notes to consolidated financial statements 

Blue Chip Stamps 

52 weeks ended 
December3l, 

1977 

$12,893,000 

2,881,000 
(3,081,000) 

(839,000) 
(805,000) 

(4,023,000) 
6,086,000 
1,464,000 
(658,000) 

13,918,000 

30,000,000 
4,100,000 

7,957,000 
1,559,000 
1,433,000 

118,000 

59,085,000 

34,553,000 
1,208,000 

754,000 

16,500,000 
2, 119,000 
1,554,000 

56,688,000 

$ 2,397,000 

$ 2,809,000 
(412,000) 

$ 2,397,000 

53 weeks ended 

$ 

January 1, 
1977 

11,780,000 

1,358,000 
3,667,000 
1,653,000 

(5,384,000) 

(3,469,000) 
(484,000) 

(1,681,000) 
(2,900,000) 

4,540,000 

(77,000) 

(416,000) 
(1,085,000) 

352,000 
48,000 

3,362,000 

1,357,000 
6,422,000 

4,163,000 

2,105,000 
1,243,000 

15,290,000 

$ (11,928,000) 

$ 82,000 
(12,010,000) 

$ (11,928,000) 
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Notes to Consolidated 
Financial Statements 

NOTE 1-Subsidiary Companies: 

The consolidated financial statements include the 
accounts of the Company and its consolidated 
subsidiaries: See's Candy Shops, Incorporated 
(See's), 99%-owned, and Buffalo Evening News, Inc. 
(the News), wholly owned (see Note 2). The excess of 
cost over equity in the net assets of See's and the News 
is being amortized over 40 years; amortization of 
$443,000 and $431,000 has been charged to selling, 
general and administrative expenses in the fiscal years 
ended December 31, 1977 and January 1, 1977, 
respectively. 

The Company's investment in Wesco Financial 
Corporation (Wesco), a savings and loan holding 
company, has increased from 64.4% at December 27, 
1975 to 77.6% at January 1, 1977 and to the present 
80.1 % in January 1977. The investment is recorded at 
cost plus equity in Wesco's calendar-year net income; 
the $21, 725,000 and $21,522,000 unamortized excess 
of equity in the net assets of Wesco over cost at 
December 31 , 1977 and January 1, 1977, respectively, 
is being amortized over 40 years. Summarized 
consolidated financial information of Wesco and 
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Blue Chip Stamps 

subsidiaries for the years ended December 31, 1977 
and 1976 follows: 

Assets-
Cash and marketable 

December 31, 
1977 

securities .•..... $162,098,000 
Loans receivable, 

less unearned 
loan fees, 
unrealized profit 
and loans in 
process . . . . . . . . . 394, 125,000 

Other assets....... 24,871,000 

Liabilities and 
stockholders' 
equity-

$581,094,000 

Savings deposits ... $459,908,000 
Other liabilities . . . . . 39, 777 ,ooo 
Total liabilities .... , . 499,685,000 
Stockholders' 

eqµity, partially 
appropriated • . . . 81.409,000 

$581,094,000 

December 31, 
1976 

$155, 153,000 

347,194,000 
21,001,000 

$523,348,000 

$404,996,000 
41,280,000 

446,276,000 

77,072,000 

$523,348,000 

Total revenues ....... $ 44,423,000 $ 39,391,000 

Net income .......... $ 6,449,000 $ 5,516,000 

Blue Chip Stamps' 
share of net income . $ 5, 166,000 $ 3, 708,000 

Income tax benefit 
thereon (Note 7) . . . • 243,000 

Amortization of 
excess of equity 
over cost . . • . . . . . • . 549,000 508,000 

Equity in net income .. $ 5,715,000 $ 4,459,000 

Wesco's appropriated retained earnings at 
December 31, 1977 and 1976 include approximately 
$45,832,000 and $45,578,000, respectively, of 
reserves on 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 taxes will 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 
loan 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 December 31, 1977 
and 1976. 

NOTE 2-Acqulsltlon: 

Effective April 15, 1977, the Company acquired the 
newspaper assets, subject to certain liabilities, of the 
Buffalo (New York) Evening News, for approximately 
$34,000,000 in cash plus assumption of certain 
pension obligations. The acquisition has been 
accounted for by the purchase method, and the cost of 
net assets acquired exceeded their fair value by 
$754,000. The results of operations of the News have 
been included with those of the Company since the 
date of acquisition. 

The following data present the unaudited 
consolidated results of operations of the Company on a 
proforma basis as if the Company had owned the 
News throughout each of the last two fiscal years: 

Fiscal year ended 

December 31, January 1, 
1977 1977 

Total revenues ....... $127,816,000 $127,930,000 
Income before 

securities gains 
or losses ......... . 

Net income ..•....... 
Pro forma per share

Income before 
securities gains 
or losses ....... . 

Net income ....... . 
Actual per share-

Net income ...... .. 

12,392,000 
16,492,000 

2.39 
3.18 

3.28 

10,811,000 
10,734,000 

2.08 
2.07 

2.26 

The above unaudited proforma results of 
operations, insofar as they pertain to newspaper 
operations occurring prior to the acquisition of the 
News, are based upon unaudited financ'ial information 
furnished by the former owners and reflect, among 
other things, additional financing costs and 
depreciation, net of applicable income tax benefits, 
and amortization of the excess of cost of net assets 
acquired over underlying value. 

The above data are not necessarily indicative of 
what may be expected in the future. 

NOTE 3-Stamp service accounting: 

The Company recognizes stamp service revenues 
upon 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 service expenses. The Company's 
estimated cost of future redemptions depends upon 
two factors: ( 1) the percentage of stamps issued which 
will ultimately be redeemed and (2) the future cost per 
stamp of the merchandise and redemption service 
expenses which will be required. 

The Company periodically reevaluates both 
factors affecting the estimated cost of future 
redemptions. For the fiscal year ended December 31, 
1977, no adjustments were made to the liability for 
unredeemed stamps. During the fiscal year ended 
January 1, 1977, the Company reduced its liability for 
unredeemed trading stamps to reflect a reduction in the 
total estimated number of stamps expected to be 
redeemed in the future from 97 .5% to 97% for stamps 
issued before March 1974, and 93% thereafter. 
Additionally, the Company increased its provision for 
future redemption service expenses per stamp to 
reflect its estimate that these expenses would increase 
materially on a p9;-stamp basis. The net effect of the 
foregoing revisions, after federal and state income 
taxes, was to increase net income $1,046,000 or $.20 
per share for the fiscal year ended January 1, 1977. 

The Company, with additional experience, will 
probably make further revisions of its redemption 
expectancy and estimated future redemption costs as 
circumstances warrant. 

NOTE 4-Equlty •ecurltles: 

Cost (first-in, first-out) and market value of marketable 
equity securities at December 31, 1977 and at 
January 1 , 1977 are set forth below: 

Oecember31, 
1977 

January 1, 
1977 

Cost .................. $55,186,000 
Market value . . . . . . . . . . 53,010,000 

$63, 143,000 
73,240,000 

In order to reduce marketable equity securities to 
the lower of cost or market on the consolidated balance 
sheet, a $2, 176,000 valuation allowance was required 
at December 31, 1977. The valuation allowance, which 
represented the excess of $4,545,000 of unrealized 
losses over $2,369,000 of unrealized gains, was 
charged directly to stockholders' equity (i.e., not 
included in the determination of net income) without 
reduction for the tax benefit that would result if losses 
were ultimately realized and offset by capital gains. As 
of February 24, 1978 market value of these securities 
has declined approximately $1,000,000 further. 

Approximately $4,000,000 of the unrealized losses 
at December 31 , 1977 relates to an investment in 
non-voting stock of Pinkerton's, Inc. at cost of 
$18,453,000. In addition, an investment of $4, 163,000 
in non-voting stock of Pinkerton Holding Corporation 
(PHC), for which there is no trading market, is carried at 
cost in other equity securities: because PH C's principal 
assets are equity securities of Pinkerton's, Inc., the 
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amount that could be realized if the Company's 
investment in PHC were sold may also be below cost. 
Although the Company beneficially owns 28% of the 
equity in Pinkerton's, Inc. as of February 24, 1978, it 
does not account for its investment in Pinkerton's, Inc. 
under the equity method inasmuch as the Company 
considers its influence at Pinkerton's, Inc. to be 
insignificant because it has no vote as a stockholder 
and only one representative on the twelve-man board of 
directors. • 

Marketable equity securities, among other assets, 
are held primarily for the purpose of satisfying the 
Company's obligation to redeem outstanding trading 
stamps which are expected to be presented for 
redemption over a number of years. 

NOTE 5-Property, plan! and equipment: 

Following is a summary of property, plant and 
equipment, stated at cost: 

December 31, 
1977 

Land .........•........ $ 3,049,000 
Buildings . . . . . . . . . . . . . . 11, 160,000 
Fixtures 

and equipment . . . . . . . 36,003,000 
Leasehold 

improvements . . . . . . . . 4,528,000 

January 1, 
1977 

$ 2,183,000 
4,225,000 

10,164,000 

4,030,000 

54,740,000 20,602,000 
Less accumulated ; ·; 

depreciation and 
amortization . . . . . . . . . 14,326,000 12,185,000 

$40,414,000 $ 8,417,000 

Depreciation and amortization of property, plant 
and equipment are provided by the straight-line 
method over the estimated useful lives of the assets. 
Total provisions amounted to $2,438,000 and $927,000 
for the fiscal years ended December 31, 1977 and 
January 1, 1977, respectively. 

NOTE 6-Debt: 

In April 1977 the Company borrowed $30,000,000 from 
a bank. As a result of prepayments, the loan has 
subsequently been reduced to $13,500,000, repayable 
$3,500,000 on April 30, 1981, and $5,000,000 each on 
April 30, 1982 and 1983. Interest is payable monthly at 
rates increasing over the term from prime (73,t,,% at 
December 31, 1977) to one-half per cent above prime. 
The loan requires compensating balances of 10 per 
cent of the average outstanding principal amount 
initially, increasing to 15% in 1978 and 20% in 1979. All 
of the Company's shares of See's and the News are 
pledged as collateral. 
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. . . II" 
The Company has a short-term line of cred// of 

$5,000,000 requiring compensating bq.lances a)f 
$500,000 plus 10% of any amount borrowed. Ai! 
December 31, 1977, there were no borrowings ILnder 
the line of credit. f 

NOTE 7-Taxes on income: j 
The consolidated statement of income. contain:, 
charges (credits) for income taxes as follows: 11 

Fiscal year ende ! 
Decerilber 31, JariLary 1, ,, 

Provision for income 
taxes ............... $ 

Credited to equity 
in net income 
of Wesco .. , ........ . 

Charged against 
(credited to) 
securities gains 
(losses) ............ . 

. '1977 1,~;:c7..:.7 __ 

'I I, 
5,476,000 $ 4,8\\9,000 

(2lh.ooo) 

Ii 
I' 

(Jl2.ooo) 2,179,000 
--.-,--

Total taxes charged Ii 
in income statement .. $ 7,655,000 $ 4,574,000 

== 
These taxes are payable or recoverable as fbllows: 

Payable currently-

Fiscal year ended 

December 31, 
1977 

January 1, 
1977 

Federal ............. $ 6,416,000 $ 4,714,000 
1,340,000 State . . . . . . . . . • . . . . . . 1,634,000 

Recoverable in the 
future-
Federal ............ . 
State ............... . 

Total taxes charged 

8,050,000 

(384,000) 
(11,000) 

6,054,000 

(1,231,000) 
(249,000) 

(395,000) (1,480,000) 

in income statement .. $ 7,655,000 $ 4,574,000 

Of the above taxes, the amounts currently payable 
are included in income taxes payable on the 
consolidated balance sheet, net of prepayments. The 
amounts recoverable in the future are included in 
prepaid income taxes and result from the following 
timing differences in the recognition of revenue and 

if 
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expense items on the books as compared to the tax 
returns: 

Fiscal year ended 

December~ 1, January 1. 

Deductible California 
franchise taxes over 
(under) those accrued 

1977 1977 

on the books ......... $ (360,000) $ 483,000 
Deductible redemption 

expenses under those 
accrued on the books (324,000) (1,203,000) 

Deferred taxes reversed 
on undistributed 
earnings of Wesco.... (319,000). 

Other timing 
differences . . . . . . . . . . 289,000 (441,000) 

Total taxes recoverable 
in the future .......... $ (395,000) $ (1,480,000) 

The Company increased its ownership of Wesco to 
80% in January 1977. Accordingly, the earnings of 
Wesco will be included in consolidated federal tax 
returns beginning with the fiscal year ended December 
31, 1977. Consequently, deferred taxes on 
undistributed earnings of Wesco, provided in prior 
yea'rs, were~' reversed as of January 1, 1977. 

The provision for income taxes of $5,476,000 for 
the fiscal year ended December 31, 1977 amounted to 
43.3% of pre-tax income of $12,654,000; the provision 
of $4,859,000 for the prior fiscal year represented 
.29.9% of pre-tax income of $12, 180,000. Following is a 
summary of the differences between the federal 
statutory rate and these effective percentages: 

Fiscal year ended 

Di:Jcernber 31, January 1, 
1977 1977 

Statutory federal 
income tax rate ....•.. 48.0% 48.0% 

Federal tax benefit 
from dividend 
exclusion ..•........• (10.2) (12.6) 

State income taxes 
net of federal 
income tax benefit .... 4.4 4.8 

All other, net ............ I .1 _BL 
Effective income 

tax rate ........•..... 43.3% 39.9% 
= = 

Investment tax credits, which have not been 
material, are recognized as the tax benefits are 
realized. 

The consolidated balance sheet includes prepaid 
income taxes of $11,622,000 and $11, 176,000 at 
December 31, 1977 and January 1, 1977, resulting 
primarily from (1) deducting certain redemption service 
expenses for tax purposes when stamps are redeemed 
and for book purposes when stamps are issued and (2) 

a difference between book and tax accounting for the 
number of outstanding stamps expected to be 
redeemed. 

The Company's Federal income tax returns 
through the fiscal year ended in 1974 have been 
examined by and settled with the lntern<;I Revenue 
Service. · 

NOTE 8-Lease commitments and rental expense: 

At December 31, 1977 minimum rental commitments, 
net of $134,000 minimum sublease rental income 
commitments, are as follows: 1978, $2,556,000; 1979, 
$2,272,000; 1980, $1,807,000; 1981, $1,307,000; 
1982, $1,081,000; thereafter, $4,445,000. 

Rentals and rental cornmitments apply primarily to 
a merchandise warehouse, redemption stores and 
candy shops. All leased.facilities are classified as 
operating leases. Many of the leases contain options 
permitting the Company at the end of the initial lease 
term to renew its lease at an increased monthly rate for 
one or more five-year periods. Portions of store and 
warehouse space are sublet. Rentals applicable to 
candy operations are generally determined .on the 
basis of a fixed percentage of sales subject to a 
specific minimum rental. Rental expense is 
summarized as follows: 

Fiscal year ended 

De.cember 31, 
1977 

January 1, 
1977 

Minimum rental expense .•. $3, 121,000 
Contingent rental expense 

$3,444,000 

in excess of minimum 
rentals . . . . . . . . • . . . . . . . . 1,573,000 

Sublease rental income . • . . (134,000) 
1,504,090 
(103,000) 

$4,560,000 $4,845,000 

NOTE 9-Penslon and profit sharlng~31ans: 

Employees of the Company and of its consolidated 
subsidiaries who meet certain eligibility requirements 
are covered under either Company-sponsored 
noncontributory pension or profit sharing plans or 
union-sponsored pension plf!ns. The Company
sponsored plans are funded annually at amounts 
sufficient to amortize prior setvic<>. costs over a 30-year 
period. Pension costs for the fisc~i>years ended 
December 31, 1977 and January 1, 1977 of $1,479,000 
and $397,000, respectively, included $1,061,000 in the 
fiscal year ended December 31, 1977 attributable to 
the News. 

After con~idering amounts accrued on the 
consolidated balance sheet and expected future 
income tax savings related thereto, the total market 
value of the plans' assets exceeded the actuarially 
computed value of vested benefits at December 31, 
1977 by approximately $1,750,000. 
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NOTE 10-Legal proceedings: 

On October 28, 1977, the Buffalo Courier-Express, Inc., 
the principal competitor of the Buffalo Evening News 
(published by the Company's subsidiary, Buffalo 
Evening News, Inc.) in the Buffalo metropolitan area, 
filed an action against such subsidiary in tne United 
States District Court under federal antitrust laws 
seeking to enjoin certain practices allegedly engaged 
in by the News in connection with its proposed 
expansion by transfer of its weekend edition from 
Saturday to Sunday, providing competition for the 
existing Sunday edition of the Courier-Express. In 
addition to seeking an injunction, the complaint seeks 
treble damages in an unspecified amount, attorneys' 
fees and costs. On November 9, 1977, the court issued 
a preliminary order granting in part and denying in part 
a motion for preliminary injunction. Among other things, 
the order required the News to maintain its proposed 
subscription pricing structure, to shorten a proposed 
promotional subscription pricing plan, to withdraw 
certain circulation guarantees and to limit free 

NOTE 11-Major business segments: 

sampling. The order is subject to modification as 
circumstances may warrant pending trial, and is not 
final on any of the issues raised in the litigation. Plaintiff 
has moved to have defendant held in contempt for 
alleged violation of the preliminary injuhction and seeks 
modification of the injunction to impose further 
restrictions on defendant. Defendant has also moved 
for modification of the injunction. Hearings on .these 
motions have not been completed. Deiendan\,is 
resisting plaintiff's motions and has reserved , 
defendant's right to appeal tbe granting of the. 
preliminary injunction to the Court of Appeals 1;or the 
Second Circuit. In addition, the defendant has filed an 
answer and countercla.i:n denying all liability <(nd 
seeking affirmative relief of treble damages in an 
unspecified amountrlnjunction, attorneys' fees and 
costs against plaidiff on the ground that plaintiff seeks 
to monopolize the daily newspaper busines.s in tt)e 
Buffalo metropijlitan area. With discovery incomplete, 
the outcome r.ii the action and defendant's potential 
exposure, iUmy, are uncertain. 

The following information by Company segment for the fiscal year ended December 31, 1977 is furnished pursuant to 
a new requirement of the Financial Accounting StandardiJ Board: 

Candi[ 
busine!Js 

Revenues .............. , . . . . . . . . . . . . . . $63, 115/lOO 

Operating profit .... , ..... , ..... , . . . . . . . $12,3!j2,000 

Interest and discount amortization 

Income before income taxes, 
equity in net income of 
Wesco and securities gains . , ...... , .. . 

Depreciation and amortization . , . . . . . . . . . '.S 1,255,000 

Capital expenditures .................... · $ 2, 114,000 

Assets at December 31, 1977 ....... , .. •" $39, 183,000 

Investment in net assets of Wesco . . . . . , . 

Consolidated assets at December 31, 1977 

Newspaper 
business 

$31,833,000 

$ 751,000 

$ 1,517,000 

$32,437,000 

$39, 798,000 

•ooes 11at include net realized securities gains of $6,279,000 which are set forth separptely, 
after income tax effeci, in tho consolidated stf.lement of income. · 
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Trading 
stamp and 
motivation 
businesses 

$22,225,000* 

$ 1,091,000* 

$ 109,000 

$ 2,000 

$77,233,000 

Tota.I 

$117,173,000* 

$ 14, 194,000* 

(1,540,000) 

$ 12,654,00ci' 

$ 2,88)000 

$ 34,553,000 

$156,214,000 

43,892,000 

$200, 106,000 



NOTE 12-Quarterly financial Information-unaudited: 

The following table sets forth certain unaudited quarterly financial inforrr1ation for the two fiscal years ended 
December 31, 1977: 

Total revenues ........................ . 
Cost of sales and services .............. . 
Equity in net Income of Wesco ........... . 
Income before securities gains or losses .. . 

Per share ........................... . 
Netincome ........................... . 

Per share .......................•... ,: 

Total revenues ................ , ....... . 
Cost of sales and services .............. . 
Equity in net income of Wesco •...... , ..•.. 
Income before securities gains or losses .•.. 

Per share ............. ; •.......... , .. 
Net income , . . . . . . . . . • . . . . . . . . . . . . ... . 

Per share ... ,; .... " ................ . 

December 31, 
1977 

$48,093,000 
24,362,000 

1,905,000 
6,568,000 

1.27 
6,561,000 

1.27 

January 1, 
1977 

$32,901,000 
15,708,000 

1,664,000 
5,948,000 

1.14 
5,915,000 

1.14 

Quarter ended 
·~~~~~~--~~ 

October 1, July 2, 
1977 1977 

$22,510,000 
12,997,000 
,1,405,000 
1,228;000 

.24 
7,267,000 

1.40 

$28, 148,000 
14,806,000 

1,251,000 
2,630,000 

.50 
698,000 

.13 

Quarter ended 

September 25, June 26, 
1976 1976 

$13,718,000 
6,760,000 
1,018,000 
2,153,000 

.42 
2,186,000 

.42 

$20, 777 ,000 
10,607,000 

979,000 
2,815,000 

.54 
2,729,000 

.53 

April2, 
1977 

$18,422,000 
. 9,427,000 

1, 154,000 
2,467,000 

.48 
2,467,000 

.48 

March 27, 
1976 

$20,926,000 
13,283,000 

798,000 
864,000 

.17 
873,000 

.17 

During the fiscal year ended December 31, 1977, the Company changed its method of calculating the provision 
for income taxes during interim periods to comply with a new Financial Accounting Standards Board requirement. If 
the new method had been in effect for the fiscal year ended January 1, 1977, earnings and earnings per share would 
have been increased (reduced) by the following amounts: 

Income before securities gains or 

January 1, 
1977 

losses,·and net income . . . . • . . . . . . . . . . . $ 600,000 
Per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . .12 

Quarter ended 

September 25, June 26, 
1976 1976 

$ (300,000) 
(.06) 

$ 114,000 
.02 

March 27, 
1976 

$ (414,000) 
(.08) 
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Report of Independent Accountants 

To the Board of Directors and 
Stockholders of Blue Chip Stamps 

606 SOUTH puvE STREET 
LOS ANGELES, CALIFORNIA 90014 
213·625·4400 

February 24, 1978 

We have examined the consolidated balance sheet of Blue Chip Stamps and itii consolidated subsidiaries 
as of December 31, 1977 and January 1, 1977, and the related consolidated statements of income and 
retained earnings and oi 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 for 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, during 1977 a 
consolidated subsidiary of the Company was named a defendant in an action.seeking damages for 
alleged violations of the antitrust laws. The outcome of this action and the potential liability, if any, cannot 
currently be determined. If this action should ultimately result ina liabilily, appropriate provision will be made 
in the consolidated financial statements at the time such liability is ascertained, and the 1977 consolidated 
financial statements will not be restated. \\ , . 

In our opinion, based on our examinations and the report of other independent accountants, and, in 
1977, subject to the effects of such adjustments, if any, as might have been required had the outcome of 
the matter discussed in the preceding paragraph been known, the consolida,ted financial statements 
referred to above present fairly the financial position of Blue Chip Stamps and its consolidated 
subsidiaries at December 31, 1977 and January 1, 1977, and the results of their operations and the 
changes in their financial position for the fiscal years then ended, in conformity with generally accepted 
accounting principles consistently applied. 
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Directors and Officers 

DIRECTORS OFFICERS 

Warren E. Buffett Charles T. Munger 
Chairman of the Board of Berkshire Hathaway Inc., Chairman of the Board 
a textile manufacturer also engaged1 through 

Donald A. Koeppel subsidiaries, in banking and insurance, and of 
Diversified Retailing Company, Inc., which is President ,i..; 
engaged in the operation of women's apparel 

Robert H. Bird stores and, through subsidiaries, in insuranc$ 

Z. Wayne Griffin 
Vice President and Chief Financial Officer 

Personal investments; real estate development,· Claude G. Gelineau 
rancher Vice President, Sales 

~ Donald A. Koeppel Paul F. Holzapfel 
President of the Company Vice President, Motivation 

Charles T. Munger William K. Klepper 
Chairman of the Board of the Company Vice President, Merchandise 

William F. Ramsey Jackson B. Reed 
Retired Vice President, Operations 

Ron Stever Kenneth E. Wittmeyer 
Chairman of the Board of Stever. Ktove & Bradway, \4Ce President, lndustrliil Relations 
Inc,, employee benefit consultants, and of 

Jeffrey L. Jacobson Crescent ~Vharf & Warehouse Co. 

Andrew J. Wolf 
Treasurer 

President of A & B Supermarkets, Inc., a retail Ernest P. Paulson 
grocery chain Secretary and Controller 

Stock Quotations 

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: 

High Low 

Fiscal quarter ended Bid Asked Bid· Asked 

March 27, 1976 .................. 14 14:Y,, 61/,i 7 
June 26. 1976 ................... 15 15% 12V.. 13 

,'] 

September 25, 1976 .............. 15 153/.i 13\12 14\14/ 
January 1. 1977 .................. 17 17:Y,, 15 15}~ 
April 2, 1977 ..................... 17 173/.l 15\14 1-6' 
July 2, 1977 ' ........ ....... ' ... 163/.l 17\12 15\14 16 
October 1, 1977 ........... ' ..... 16\12 17\14 16 16% 
December 31, 1977 .............. 16\12 17% 15\14 16 

A cash divid'and. of $.06 per share was paid in each quarter. 
Bank of America. N.T.&S.A .. San Francisco serves as Transfer AgenFRegistrar. 
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Heattquar:ers building ol Wesco Financial Corporauon and Mutual SaVJngs - Pasadena s C•ty Hall in lo1eg1ound 

MUTUAL SAVINGS ANDLOANASSOCIATION PASADENA 
.C/rearl eJjpce: 315 EAST COLORADO BOULEVARD • PASADENA, CALIFORNIA • 91109 

~:yj;r111cheJ: Glendale, Covina, West Arcadia, Corona del Mar, Canoga Park, Thousand Oaks, Vista, Santa Ana, 
Capistrano-San Clemenle, Channel Islands, Fountain Valley, Lake San Marcos, Upland, Cerritos and Fallbrook, California 



TO THE STOCKHOLDERS OF 
WESCO FINANCIAL CORPORA'T'ION 

Consolidated net ea1nings of Wesco Financial Corpora
tion and its subsidiaries for 1977 amounted to $61449,000 
($.91 per share) compared to $5,516,000 ($.77 per share) 
in 1976. Qu<irterly earnings per sh<ire \_vere: 

1977 
1976 

First Second Third Fourth 
Quarl~ Quarter Quarter Quarter Year 

s .19 
.16 

.19 

.20 
.22 
.21 

.31 

.20 
.91 
.77 

The increase in earnings is due to the gro\vth of total 
earning assels chiefly provided by savings growth. 

Total s<ivings in Mutual Savings increased $54,912,000 
in 1977 co1npared to an increase of $44,926,000 in 1976. 
Out-of-state savings \Vere $52,648,000 (i1.4°/o of total 
savings) compared with $52,508,000 (13.3o/o of total sav~ 
ings) in 1976. 

Cost of savings and cost o( funds (savings and borro\V
ings) continued to incre<ise in 1977 due to increased de
posits in certificates at a higher yield than the 51(., 0/o 
passbook rate. The yield on the loan portfolio continues 
to rise. 

Cost of savings 
Cost of all funds 
Yield on loans at 

1977 

6.46°/o 
6.51 

1976 

6.35 
6.43 

1975 

6.29 
6.41 

1974 

6.00 
6.25 

1973 
5.60 
5.69 

year end 8.02 7.70 7.55 7.36 7.17 

At December 31, 1977, real estate loans \Vere 
$390,569,000 compared with $347,244,000 at December 
31, 1976. Real estate lo<ins made and purchased in 1977 
amounted to $107,546,000 compared to $42,386,000 
m<ide in 1976. In the second half of 1977, Mutual Savings 
purchased for $43,661,000 a 90°/o p<irticipation interest 
in loans from the portfolios of four large C<ilifornia-based 
savings and loan associations \Vho service the loans. 
lo<ins in process nnd firn1 loan commitments, Vvhich 
were 53,260,000 11t December 31, 1976, increased to 
$9,396,000 at December 31, 1977. 

Wesco <ind Mutu<il Savings have decreased cash and 
short-term marketable securities by $11,156,000 in 1977 
and incre<ised the investment in common and preferred 
stocks by$18,101,000. 

Stocks and bonds 
Cash <ind nlarket<ible 

securities 

1977 1976 
$ 64;821,000 46,720,000 

97,277,000 108.433,000 
$162,098,000 155,153,000 

The increase is in common stocks, Commo:1 stock of 
Federal National Mortgage Association (FNMA) was in
cre<ised from 1,044,900 shares at a cost of $141809,000 
to 1,730,000 shares at a cost of $26,011,000. During the 
third quarter of 1977, Wesco purchased 67,500 shares of 
Cleveland-Cliffs Iron Company for a cost of $3,680,000. 
Clevel;ind-Cliffs Iron Company manages 13°/o of North 
American iron ore production, oper<ites fourteen cargo 
vessels on the Great lakes, sells forest products, explores 
for minerals and has interest in Australian iron ore 
production. The holdings in this Company had been 
increased to 152,500 shares \Vith an investment of 
$8,246,000 at December 31, 1977. Wesco purchased an 
additional 20,000 shares in February 1978 and may con
tinue to make additional purchases depending upon 
market conditions. Other securities are also being pur
chased in 1978. 

During the second and third quarters of 1977, Wesco 
invested $1,580,000 at the holding company_ level in 
92,242 shares of Detroit International Bridge Company, 
\vhich O\vns and operate!i a toll bridge between Detroit, 
Michigan, and Windsor, Ontario, Canada. Later in the 
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year \.Vesco, \Vith the approval of the Directors of Detroit 
International Bridge Company, made a tender offer to 
purchase for cash all t~e re1naiping outstanding shares 
at $20 per share. The tend~r 0ffer expired on October 
251 1977. At December 31, 1977, as a result of the tender 
offer, Wesco had increased its holding to 2721908 shares 
with a total cost of $5,330,000. Companies affiliated with 
Wesco own an additional 42,020 shares, purchased 
several years ago as part of insurance company portfolios. 
The Wesco portion represents 21.5°/o of the total stock 
outstanding, and one of Wesco's directors, Charles T. 
Munger, has been elected a director of Detroit Inter
national Bridge Company. After acquiring 21.5°/o, Wesco 
has accounted for its investment on the equity basis as 
required by accounting convention. The current annuul 
dividend being paid by Detroit International Bridge 
Company amounts to approximately 7.5°/~ on Wesco's 
aggregate cost. 

Properties acquired by foreclosure were $2,095,000 at 
December 31, 1977 compared \Vith $3,321,000 at Decem
ber 31, 1976. The last vacant land at lake San Marcos 
\Va:. sold in 1977 and the one-half interest in the shopping 
center, motel and restaurant at lake San Mn~cos was sold 
at ah unre<ilized profit of $890,000. The property oc
cupied by the Upland Branch was acquired :through fore
c!osure in 1976. $228,000 of the total cost of this property 
has been transferred to branch premises as it is antici
pated f\1utual Savings \Viii retain ownership. The re
n1ainder of the Upland property, having a current book 
cost of $78,000, will be developed \Vith retail stores to be 
rented for income. Construction v;ill co1nmence early in 
1978. Negotiations are currently in progress for the sale 
of the commercial property in Pacoima. This property 
has a book cost of $289,000. The r~maining balance of 
the foreclosed property account at December 31, 1977 
v1as $1,728,000 and consists of vacant land at Santa 
Barbara and at Frlendly Valley in l.os Angeles County 
with book values of $1,042,000 and $686,000 respectively. 
Zoning and other plans are being procnssed for both 
parcels and it is anticipated that construction of resi
dences \Viii be permissible in mid-1978 at Friendly Valley 
and mid-1979 at Santa Barbara. 

The 3-for-1 stock split in the form ot· a 200°/o stock 
distribution of the stock of Wesco Financial Corporation 
\Vas made on April 4, 1977. The number of shares out
standing are 7,119,807 .. The Blue Chip Stamp Company, 
at the expiration of thek tender offer in January of 1977, 
owned 80.1°/o of the W1~sco stock. This permits a con
solidated Federal income tax return to be filed. 

Mutual Savings did not open any new offices in 1977 
to add to their sixteen branch offices. A satellite branch 
office has been approved for a retail shopping center, 
\Vhich is scheduled for ·opening late 1979, in downtown 
Pasadena close to the main office. 

On January 171 1978, Wesco increased its regular 
quarterly cash dividend from $.071/2 per share to $.081/2 
per share payable March 15, 1978 to shareholders of 
record at the close of business on February 20, 1978. 

A "Summary of Operations" fvr a five-year period is 
presented on page 2, followed by "Management's Dis
c·ussion and Analysis" of that Summary. The purpose of 
the Summary and Discussion is to enable investors to 
compare periodic results of operations and to assess the 
sourer:: and probability of earnings. 

~,.;.~c--.~-
LOUIS R. VINCENT! 
Chairman of the Board and President 
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Item 1. BUSINESS 
(a) Wesco Financial Corporation (Wesco) was 

incorporated on March 18, 19S9. Its principal busi
ness is the ownership of all of the outstanding 
Guarantee Stock of Mutual Savings and Loan Associ
ation (Mutual) which serves the Southern California 
area through sixteen offices, of which six are in 
Los Angeles County, four in Orange County, two in 
Ventura County, three in San Diego County and one 
in San Bernardino County. 

Mutual Savings' principal business is the lending 
of money secured by first liens on real estate (prin
cipally residential) to enable borrowers to purchase, 
construct, or refinance real property and investing 
in marketable securities. Mutual also owns an in
active service corporation. Funds are provided by 
savings deposits, principal payments on existing 
loans, borrowings from banks and operations. The 
chief sources of income to Mutual are income from 
marketable securities, the excess of interest received 
on loans and investments over the interest paid on 
savings deposits, and loan fees and service charges 
received. 

Item 2. SUMMARY OF OPERATIONS 

Wesco acts as trustee under deeds of trust, invests 
in marketable securities, owns and operates the 
Pasadena business block in which the head office 
of its subsidiary Mutual is located and a minor 
amount of other property. Wesco also has a wholly 
owned subsidiary which acts as an insurance agent, 
principally for fire and extended coverage property 
insurance and mortgage life insurance. 

(b) (1) Mutual's savings deposits and loans in
creased compared to prior years. 

(2) through (6) not applicable. 
(7) Compliance with environmental regula

tions has had no material effect as to Wesco and its 
subsidiaries. 

(8) Wesco and its subsidiaries employed ap
proximately 160 persons at December 31, 1977. 

(9) Not applicable. 

(c) Wesco and its subsidiaries are engaged in only 
one line of business within the definition of this 
item. 

(d) and (e) not applicable. 

The following consolidated summMy of operations for the five years ended December 31, 1977 should 
be read in conjunction with the related financial statements and notes thereto included under item 13. 

1977 1976 1975 1974 1973 

Revenues: 
Interest on loann ............... $ 28,482,000 27,521,000 28,438,000 28,463,000 27.450,000 
Loan fees and service charges ... 1,963,000 1,663,000 1,362,000 1,542,000 1,786,000 
Interest and dividends on Invest· 

ments . ' .................... 11,646,000 8,729,000 5,643,000 4,709,000 3,875,000 
Other income, net . . . . ' . . . . . . . . . 2,332,000 1.478.000 1,167,000 466,000 1.178,000 

44,423,000 39.391,000 36,610.000 35.180,000 34,289,000 

Expenses: 
General and 1 administrative ex-

penses .......... '' ......... 5,161,000 4,944,000 4,710,000 4,208,000 3,702,000 
Interest on savings deposits .... , . 281070,000 24,428,000 21,844,000 20,419,000 20.001,000 
Interest on notes payable ........ 2,312,000 1,962,000 2,628.000 3,364.000 1,313.000 

35,543,000 31,334.000 29,182.000 27,991.000 25,016,000 
Earnings bufore taxes on income 8,880,000 8,057,000 7.428.000 7,189,000 9,273,000 

Taxes on income ................. 2,431,000 2,541.000 3,077.000 3,262,000 4,665.000 
Net earnings .. ······ ........ $ 6,449,000 5,516.000 4,351,000 3,927,000 4,608,000 

Earnings per capital share• ......... $ .91 .77 .61 .55 .65 

Cash dividends per capital share• $ .297 .233 .20 .167 .151 

FINANCIAL DATA AT VEAR END 

Total assets ...... ' ; .. ' ........ $581,0941000 523,348,000 470,127,000 465,646,000 451,980,000 
Real estate loans ...... ......... $387,015,000 344,5G7,000 371,041,000 386,398,000 387,165,000 
Savings deposits ...... .. ,, . ' .... $459,908,000 404,996,000 360,070,000 333.117,000 345,530,000 
Shareholders' equity .......... , , .. s 81,409,000 77,072,000 73,218,000 70,291,000 67,551,000 
Book value per share' ............ $ 11.43 10.82 10.28 9.87 9.49 

'Based on 7,119,807 shares outstanding at December 31, 1977. 
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Management's Discussion and Analysis of Summary of Operations 

Interest on loans 

This source of income is dependent upon the 
amount of loans and the yield thereon. The yields at 
December 31, 1977, 1976 and 1975 were 8.02%, 
7.70% and 7.55% respectively. Total real estate 
loans outstanding at the end of such years were 
$390,569,000, $347,244,000 and $374,011,000. 

loan Fees and Service Charges 
This income was derived from the following 

sources: 
'1977 1976 1975 

loan fees ....... $ 849,000 701,000 721,000 
Commitment 

fees .. ········ 226,000 
Escro\V and 

clerical fees .... 133,000 130,000 47,000 
Prepayment 

charges ........ 521,000 568,000 314,000 
Late charges .••..• 76,000 70,000 82,000 
Other charges .... 158,000 194,000 198,000 

s 1,963,000 1,663,000 1,362,000 

Interest on Marketable Securities 

Investments have consisted principally of certifi
cates of deposit of major banks, short-term bank 
obligations, banker's acceptances, United States Gov
ernment bonds, notes, bills and agency securities 
and state municipal bonds. Maturity of these mar
ketable securities, other than municipal bonds, has 
been less than one year. The variation in income 
shown on the accompanying Summary is accounted 
for by the varying amounts invested and the varying 
yields obtained in the particular year. The amount 
invested in marketable securities from time to time 
is dependent on the cash flow available for invest
ment and the amount committed for investment in 
real estate loans. 

Municipal bonds in Mutual Savings showed an 
unrealized appreciation of $1,084,000 at December 
31, 1977 compared to $1,042,000 the previous year. 
The current return on the tax exempt bond portfolio 
is 7.84%. 

The amount invested in all marketable securities 
at December 31 for the years indicated is as follows: 

1977 1976 1975 

Municipal bonds •. s 6,685,000 6,696,000 4,554,000 
Olhcr marketable 

securities ...... 95,663,000 106,912,000 44,220,000 

Dividends on Common and Preferred Stock 

The increase in dividends on common and pre
ferred stock is due to the increase in common stocks 
as shown on this three year schedule: 
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1977 1975 
Common stocks $ 34,257,000 14,809,000 1,853,000 
Preferred stocks . . 23,879,000 25,215,000 23,206,000 

$ 58,136,000 40,024,000 25,059,000 

The annual dividend income from such invest-
ments was: 

1977 

Common stocks .. $ 1,812,000 

1976 

671,000 

1975 

194,000 
Preferred stocks . , 2,559,000 2,437,000 1,759,000 

$ 4,371,000 3,108,000 1,953,000 

Federal National Mortgage Association (FNMA) 
holdings increased from $14,809,GOO, 1,044,900 
shares to $26,011,000, 1,730,000 shares in 1977. The 
quarterly dividend in 1977 was $.25 per share com
pared to $.22 per share. Wesco, at the holding 
company level, invested $8,246,000 in 152,500 shares 
of Cleveland-Cliffs Iron Company. 

Mutual Savings investments in preferred stocks are 
limited by regulation to 5% of assets. Although the 
preferred stocks were below this level at December 
31, 1977 due to the call of a large issue in December, 
the portfolio has been increased by purchases of 
additional issues to a book value of $28,371,000 at 
February 22, 1978. 85% of the dividend income 
from stocks is deductible in computing Federal in
come taxes. 

Interest and Dividends on Investments 
Required by Law 

This source of income consists of dividends re
ceived on stock of the Federal Home loan Bank of 
San Francisco and interest received on our sec' 
ondary reserve held by the Federal Savings and loan 
Insurance Corporation. A dividend of $133,000 was 
declared in 1977, $171,000 in 1976 and $198,000 
in 1975 all in the fourth quarter. The variation in the 
secondary reserve has been nominal. 

Net Gains (losses) on Sales of Marketable Securities 
The net gain of $608,000 in 1977 is accounted for 

by aggregate net gains on sales of securities of 
$208,000 and a gain of $400,000 on one issue of 
preferred stock called in the fourth quarter. The 
$26,000 net gain in 1976 and the $62,000 net gain 
in 1975 were the result of net gains on sales with 
proceeds used to purchase other issues considered 
more desirable. 

Other Income 
The principal portion of other income is rentals 

derived from the Pasadena business block, owned 
by Wesco, in which the head office of Mutual Sav
ings is located. This income, reported on a net basis 
"fter applicable expenses, was $316,000 for the year 
1977, $255,000 for the year 1976 and $288,000 for 



the year 1975. All rentable space has been leased 
and fully occupied since May 1977. Leases contain 
a provision for increase of rents as costs of operation 
and maintenance increase. Some improvements in 
net rental income will occur in 1978 and future 
years. 
Operations and Net Gains from Sales of 
Real Property 

Mutual Savings, over a period of years, has 
acquired real property by foreclosure. Operations 
and net gains from sales of real property were as 
follows: 

Gain on sales taken 
directly into 
income ....... 

Amortization of 
unrealized profit 

Rental income .... 
Maintenance and 

sales expense 

Unrealized profit 
on sales of 

.. 

s 

s 

1977 1976 1975 

662,000 81,000 106,000 

426,000 962,000 614,000 

146,000 136,000 151,000 

( 62,000) ( 97,000) (162,000) 

1,154,000 1,062,000 909,000 

real property 
at year end .... $ 890,000 276,000 1,025,000 

Income from sales in the next few years will be 
limited to that from sales of vacant land in Friendly 
Valley, Santa Barbara and one property in Pacoima. 
Rental income will decrease as the commercial 
property producing most of this income was sold 
in 1977. The unrealized profit from this sale is 
$890,000. The note on this property is fully due and 
payable in 1979. When it is paid the profit can be 
taken into income, which may occur before 1979 
if the note is repaid before maturity. Maintenance 
and sales expense will decrease as Mutual disposes 
of the vacant land. 
General and Administrative Expenses 

Although general and administrative expenses in
creased $217,000 in 1977, $234,000 in 1976 and 
$502,000 in 1975, the percenta:;e to gross income 
decreased from 12.9% in 1975, 12.6% in 1976 to 
11.6% in 1977. The increased expense was prin
cipally caused by inflation and continued cost of 
computerizing our accounting system. 

Interest on Savings Deposits 
Total savings and interest paid for the last three 

years were: 
1977 1976 1975 

Total savings ..... $459,908,000 404,9961000 360,070,000 
Interest on savings 28,070,000 24,428,000 21,644,000 

The increase in the interest on savings is due not 
only to an increase in total savings, but an increase 
to the higher rates of certificates of deposit. Savings 
deposits are summarized by interest in Note 7 of 
Notes to Consolidated Financial Statements. 
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Interest on Notes Payable 
In 1977 and 1976, a 71/2 % rate was paid on 

advances made by the Federal Home Loan Bank and 
a 91/• % rate was paid on a note of $5,500,000 se
cured by the main office building and business 
block. Variation in rate in 1975 fluctuated from 
71/•% to 101/2%. Total of notes payable at year end 
and interest paid for each year was: 

1977 

Notes payable .... $ 27,830,000 
Interest paid . . . . . 2,312,000 

Taxes on Income 

1976 

31,356,000 
1,962,000 

1975 

26,210,000 
2,628,000 

Taxes on income were 27.4% of earnings before 
taxes on income in 1977, 31.5% in 1976 and 41.4% 
in 1975. Total tax expense varies with the increase 
or decrease in pre-tax accounting income adjusted 
for permanent differences (generally non-taxable 
revenue or non-deductible expense items). The 
main reason for the decreasing effective tax rates is 
the 85% dividend received deduction c;m common 
and preferred stock. This deduction has increased 
as the investment in common and preferred stocks 
has increased. In addition, income earned on muni
cipal obligations is tax exempt. See Note 9 of Notes 
to Consolidated Financial Statements for additional 
information. 

Equity in Earnings of Affiliate 
During 1977, Wesco acquired an interest in 

Detroit International Bridge Company. This invest
ment is accounted for on the equity basis. See Note 
6 of Notes to Consolidated Financial Statements for 
additional information. 

Stock Market Data 
The following table indicates the quarterly high 

and low prices for Wesco's capital stock on the New 
York Stock Exchange for the years 1975 and 1976. 
The New York Stock Exchange suspended trading 
Wesco stock on March 4, 1977 and Wesco stock 
began trading on the American Stock Exchange 
March 7, 1977. Therefore, the quarterly high and 
low prices for part of March and the remaining 
three quarters of 1977 reflect trading on the Ameri
can Stock Exchange. Wesco issued a 3-for-1 stock 
split on April 4, 1977 which is reflected during the 
quarter ended June 30, 1977. 

1977 1976 1975 

Quarter Ended High LO\V High Low High Low 

March 31 201/a 193/4 15% 10 11'/• 83/a 

June 30• 193/4 193/a 151/4 131/4 12 10'l'a 

June 30•• · 75/a S'l'a 
September 30 6 61/4 151/i 133/a 11o/• 9 

December 31 81/a 63/4 20 151/2 10'/a 81/a 
•eefore 3-for-1 split in 1977 

••After 3-for-1 split in 1977 



Item 3. PROPERTIES 

The occupancy of the sixteen offices of Mutual, 
all serving Southern California, is as follows: 

Head Office located at 315 East Colorado Boule
vard, Pasadena, California 91109, leased by Mutual 
from Wesco, which is its parent company, under 
lease which expires June 14, 1984. 

Glendale Office located at 336 North Brand 
Boulevard, Glendale, California 91203, owned in fee 
simple by Mutual. 

Covina Office located at 200 North Citrus Avenue, 
Covina, California 9·1723, owned in fee simple by 
Mutual. 

West Arcadia Office located at 660 West Duarte 
Road, Arcadia, California 91006, leased by Mutual 
with one ten-year and two five-year options which 
will permit occupancy to June 10, 2001. 

Corona Del Mar Office located at 2867 East 
Coast Highway, Corona del Mar, California 92625, 
leased by Mutual for a five-year period which expires 
July 14, 1979. Mutual has taken an option on a 
vacant corner near this location and presently in
tends to build a new building. The lease will be for 
an initial term of thirty years and grants Mutual six 
additional five-year options which will permit oc
cupancy to May 1, 2038. 

Canoga Park-Chatsworth Office located at 8393 
Topanga Canyon Boulevard, Canoga Park, California 
91304, leased by 1'vlutual under a lease which expires 
May 31, ·1980. Four consecutive five-year options to 
May 31, 2000 have been granted to Mutual. 

Thousand Oaks Office located at 1330 Moorpark 
Road, Thousand Oaks, California 91360, leased by 
Mutual under a twenty-year lease to March 31, 1993, 
with a five-year renewal option to March 31, 1998. 

Capistrano-San Clemente Office located at 570 
Camino de Estrella, San Clemente, California 92672, 
leased by Mutual under a twenty-year lease with 
options for three additional five-year terms which 
will run thrnugh December 4, 2010. 

Vista Office located at 1010 East Vista Way, 
Suite A, Vista, California 92083, leased by Mutual 
under a lease which runs through May 1, 1982 with 
options to extend to May 1, 2002. 

Santa Ana Office located at 631 North Main 
Street, Santa 1\na, California 92701, leased by Mutual 
under a lease to November 1, 1978, with three 
three-year options to November, 1987. 
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Channel Islands Office located at 739 W. Channel 
Island Boulevard, Port Hueneme, California 93041, 
leased by Mutual under a lease to August 13, 1990. 

Fountain Valley Office located at 17900 Magnolia 
Street, Fountain Valley, California 92708, leased by 
Mutual under a lease to 1991 with options to 2006. 

Lake San Marcos Office located at 1143-322 San 
Marino Drive, Lake San Marcos, California 92069, 
leased by Mutual for a five-year period which expires 
November 30, 1979, with four additional five-year 
options to November 30, 1999. 

Upland Office located at 160 West Foothill Boule
vard, Upland, California 91786, owned in fee simple 
by Mutual. 

Cerritos Office located at 13343 Artesia Boule
vard, Cerritos, California 90701, leased by Mutual 
under a lease to May 31, 1978 with an additional 
option to May 31, 1985. 

Fallbrook Office is presently located at 119 East 
Ivy, Fallbrook, California 92028. The present lease 
runs to April 30, 1978 with additional options to 
October 31, 1981. Mutual has acquired property 
at 1·16 through 124'/2 South Main Street in Fallbrook, 
where it will build a permanent office. 

In the opinion of management, all these proper
ties are adequate and suitable for the needs of 
Mutual. 

Item. 4. PARENTS AND SUBSIDIARIES 

Blue Chip Stamps, a California corporation, owns 
80.1 % of the outstanding stock of Wesco. At De
cember 31, 1977, Wesco owned 100% of the voting 
securities of the following subsidiaries, both of 
which are incorporated in California and are in
cluded in its consolidated financial statements 
herein. 

Mutual Savings and Loan Association 
WSC Insurance Agency 

Mutual owns 100°/o of the voting securities of 
Wes-Fin Service Corp., a California corporation, 
which is included in the consolidated financial 
statements. 

Wesco owns 21.5% of Detroit International 
Bridge Company, which is incorporated in Michigan. 
Wesco accounts for this investment on the equity 
basis. Detroit International Bridge Company files 
separate consolidated financial statements with its 
wholly owned subsidiary, The Canadian Transit 
Company. 



Item 5. PENDING LEGAL PROCEEDINGS 

During recent years, a number of class actions 
against numerous savings and loan associations and 
other lenders in California have been pending re
garding interest on impound accounts, late charges, 
prepayment fees and due-on-sale clauses (a clause 
which permits the entire balance of the loan to 
become due upon the sale of the mortgaged prop
erty). Mutual Savings was at one time a named de
fendant in several of these actions. However, at the 
present time, there are only two such class actions 
in which Mutual Savings is a named defendant, both 
of which have been in a dormant status for over 
four years. In one of these, the case of Gabriel W. 
Solomon et al. vs. United Savings and Loan Associa
tion et al., Kern County Superior Court Case No. 
123271, filed on May 18, 1973 against 175 savings 
and loan associations in California seeking refunds 
of late charges as invalid under Civil Code Sections 
1670 and 1671, Mutual has not been served. The 
action was removed to the U. S. District Court for 
the Eastern District of California (U.S. District Court 
No. F887-Civil) on November 1, 1973. 

The other such action is the Los Angeles Superior 
Court Case No. 66361, Martin S. Stolzoff dba West
minster Investment Company et al. vs. Mutual Sav
ings and Loan Association filed on September 5, 
1973 which makes a similar charge with regard to 
late charges collected on delinquent loans by 
Mutual Savings. It seeks refund of the late charges 
with estimates exceeding $1,000,000. 

In Wesco's opinion, these aforementioned actions 
will not have a material effect on its financial state
ments. 

Wesco Financial Corporation and Blue Chip 
Stamps have been named as defendants in two law
suits brought by Jerry D. Luptak. Both of these cases, 
which relate to a tender offer made by Wesco for 
shares of Detroit International Bridge Company, are 
described below. 

(1) Jerry D. Luptak v. Wesco Financial Corpora
tion, Blue Chip Stamps, and Detroit International 
Bridge Company, United States District Court for the 
Eastern District of Michigan, No. 772460; (2) Jerry 
D. Luptak v. Central Cartage Co., Centra, Inc., 
Wesco Financial Corporation, Blue Chip Stamps, 
Joseph W. Bower, Robert A. Bower, Philip L. Carret, 
Charles ). Clark, Q.C., Arthur H. Lamborn, Roy G. 
Lancaster, Harold A. Ruemenapp, H. Peter Schaub, 
Jr. and Detroit International Rridge Company (DISC), 
United States District Court for the Eastern District 
of Michigan, No. 870068. 

In the first case, plaintiff sought injunctive relief 
prohibiting Wesco from proceeding with its tender 
offer for DIBC, requiring it to divest the shares 
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obtained through the tender offer, and prohibiting 
it from voting shares of DISC held by it. The Com
plaint alleged violations of federal securities laws in 
connection with the disclosures and alleged failures 
to disclose made in the offer to purchase and infor
mation statement that was circulated to DISC share
holders, particularly, but not exclusively, in connec
tion with the description of the operation and effect 
of the Canadian Foreign Investment Review Act. 
The United States District Court for the Eastern 
District of Michigan, on November 2, 1977, issued 
an "Order Denying Motion for Preliminary Injunc
tion and Order Dismission Complaint". The plaintiff 
moved for a new trial and, on December 28, 1977, 
the court issued an "Order Denying Motion for 
New Trial and Reconsideration". Plaintiff has now 
filed a notice of appeal from these orders with the 
United States Court of Appeals for the Sixth District. 

In the second case, filed on January 10, 1978, 
plaintiff purports to sue individually, and on behalf 
of all other shareholders of DISC, and derivatively 
on behalf of DIBC. The Complaint alleges violations 
of federal securities laws in connection with the 
disclosures and alleged failures to disclose in the 
offer to purchase and information statement circu
lated to DIBC shareholders in connection with 
Wesco's tender offer. The Complaint seeks to en
join defendants from acquiring any further shares 
of DISC and from voting any shares acquired by 
them since September 30, 1977. It also seeks to 
require the return or divestment of all shares 
acquired since September 30, 1977, and a judgment 
in favor of plaintiff for "such damages as are attri
butable to the illegal actions of defendants". Wesco 
Financial Corporation and Blue Chip Stamps expect 
to contest this action vigorously. 

Item 6. INCREASES AND DECREASES IN 
OUTSTANDING SECURITIES AND 
INDEBTEDNESS 

Capital stock $1 par value 
Total shares outstanding at December 

31, 1976 2,373,269 
Total shares issu.ed in connection with 

3-for-1 stock split in the form of a 200% 
stock dividend on April 4, 1977 4,746,538 

Total shares outstanding at December 
31, 1977 7,119,807 

Authorized shares were increased from 2,500,000 
to 7,500,000. The 4,746,538 shares issued in con
nection with the stock split were not registered 
under the Securities Act of 1933 because, in the 
opinion of Wesco's counsel, the issuance of said 
shares did not constitute a sale within the meaning 
of Section 2(3) of the Act. 



Item 7. CHANGES IN SECURITIES AND 
CHANGES IN SECURITY FOR 
REGISTERED SECURITIES 

Not applicable. 

Item 8. DEFAULTS UPON SENIOR SECURITIES 

Not applicable. 

Item 9. APPROXIMATE NUMBER OF EQUITY 
SECURITY HOLDERS 

Title of Class Number of Record Holders 
Capital stock $1 par value 1,579 

Item 10. SUBMISSION OF MATTERS TO A 
VOTE OF SECURITY HOLDERS 

Notice of Annual Meeting of Stockholders, held 
April 19, 1977, and proxy soliciting the vote of 
stockholders for the election of directors were 
mailed to all stockholders on March 18, 1977. The 
following directors were elected to hold office until 
the next annual meeting of stockholders and until 
their respective successors shall have been duly 
elected and qualified: 

Louis R. Vincenti 
William T. Caspers 
David K. Robinson 
James N. Gamble 
Elizabeth Caspers Peters 
Warren E. Buffett (Resrg.:ed October 18, 1977) 
Charles T. Munger 

A Consent Statement and Consent Form soliciting 
the written consent of stockholders to the amend
ment of Wesco's Certificate of Incorporation to in
crease the authorized number of shares which 
Wesco shall have the authorization to issue from 
2,500,000 shares to 7,500,000 shares, was mailed to 
all stockholders on February 2, 1977. 2,248,500 af
firmative consents were received, 124,769 consents 
were not executed, and no negative votes were cast. 

Item 11. EXECUTIVE OFFICERS OF 
THE REGISTRANT 

Louis R. Vincenti, Chairman of the Board and 
President, and Bette Deckard, Secretary and Treas
urer, are the sole executive officers of Wesco. The 
other principal officers of Wesco are also listed 
below. There is no family relationship between any 
of them. All officers are elected to serve for one year 
and until their successors shall have been elected 
and qualified. 
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Name and Position Age 

LOUIS R. VINCENT! 72 
Chairman of the Board and President 
Mr. Vincenti has served as Chairman of the Boatd 
for Wesco and Mutual Savings since 1973. He has 
served as President of Wesco: and Mutual Savings 
since 1961. 

BETTE DECKARD 58 
Secretary-Treasurer 
Mrs. Deckard has served as Secretary~Treasurer of 
Wesco and Mutual Savings since 1975. From 1974 
to 1975, she served as Vice President and Treasurer 
for Mutual Savings. From 1971 to 1974, Mrs. 
Deckard held the position of Vice President and 
Assistant Treasurer of Mutual Savings. 

JOHN R. ARMETIA 57 
\I.ice President, Property Development 
Mr. Armetta ·has served as Vice President in charge 
of Property Development for Wesco since 1973 
and has served as a Senior Vice President for 
Mutual Savi,ngs since 1969. 

HAROLD R. DETTMANN 55 
Vice President, Operations· 
Mr. Dettmann has served as Vice President in 
charge of Operations for Wesco since 1976 and as 
Sehio_r Vice President for Mutual Savings since 
1974. From 1971 to 1974, he served as Vice Presi
dent and Operations Officer for Mutual .Savings. 

PHILIP E. LYNN 65 
Vice President, Loan Processing 
Mr. Lynn has served as Vice President in charge of 
loan Processing for Wesco since 1969 and as 
Senior Vice President for Mutual Savings since 
1967. 

ROBERT E. SAHM SO 
Vice President, Building Management 
tv\r. Sahm has served as Vice President in charge of 
Building Management since 1971 and as Building 
Manager since 1967. 

Item 12. INDEMNIFICATION OF DIRECTORS 
AND OFFICERS 

Section NINTH (6) and (7) of Wesco's Articles of 
Incorporation provides, under certain conditions 
and subject to certain . limitation, that Wesco, its 
subsidiaries Mutual Savings and Loan Association, 
WSC Insurance Agency, Wes-Fin Service Corp., and 
agents of said subsidiaries, shall be eligible for in
demnification by Wesco under the provisions of 
Section 145 of Chapter 1 of Title 8 of the Delaware 
Code, as amended. 

Since February 1975, the directors and officers 
liability insurance coverage has been on a joint 
policy with Blue Chip Stamps and See's Candy 
Shops, Incorporated. 

II 

. 

.• 



Item 13. FINANCIAL STATEMENTS, EXHIBITS 
FILED AND REPORTS ON FORM 8-K 

Ill - Investments in, equity in earnings of, and 
dividends received from affiliates and other 
persons 

(a) Index to financial statements, schedules, and 
exhibit filed with this report: 

XV - Supplementary income statement 
information 

Accountants' Report 

Financial Statements 

All other schedules have been omitted as the 
required information is inapplicable or is presented 
in the consolidated financial statements or related 
notes. 

Consolidated Balance Sheets - December 31, 
1977 and 1976 

Parent company financial information, including 
Balance Sheets, Statements of Earnings and State
ments of Changes in Financial Positiori are contained 
in Note 2 of Notes to Consolidated Financial State
ments. 

Consolidated Statements of Earnings - Years 
ended December 31, 1977 and 1976 

Consolidated Statements of Stockholders' Equity 
- Years ended December 31, 1977 and 1976 Exhibits 

Consolidated Statements of Changes in Financial 
Position - Years ended December 31, 1977 
and 1976 

Exhibit I - Resolution of Board of Directors 
Amending By-Laws 

Notes to Consolidated Financial Statements 
(b) Form 8-K - September, 1977 reporting ten.der 

offer for the outstanding stock of Detroit Interna
tional Bridge Company filed October 4, 1977 

Schedules 

I - Marketable Securities- Other Security 
Investments 

Form 8-K - October, 1977 reporting. Revised 
Offer to Purchase to the stockholders of Detroit 
International Bridge Company filed October 31, 1977. 

ACCOUNTANTS' REPORT 

The Board of Directors 
Wesco Financial Corporation: 

We have examined the balance sheets of Wesco 
Financial Corporation and Wesco Financial Corporation 
and subsidiaries as of December 31, 1977 and 1976 and 
the related statements of earnings, stockholders' equity 
and changes in financial position for the years then ended. 
We have also examined the schedules listed in the ac
companying index. Our examinations were made in 
accordance with generally accepted auditing standards, 
and accordingly included such tests or the accounting 
records and such other auditing procedures as we con
sidered necessary in the circumstances. 

In our opinion, the aforementioned financial statements 
present fairly the financial position of Wesco Fin!!nclal 
Corporation and Wesco Financial Corporation and sub
sidiaries at December 31, 1977 and 1976 and the results 
of their operations and the changes in their financial 
position for the years then ended, in conformity with 
generaily accepted accounting principles applied on a 
consistent basis; and the supporting schedules, in our 
opinion, present fairly the information set forth therein. 

~ -mt1«4L. mid.Jt. ~ ~-
Los Angeles, California 
Januar~. 27, 1978 
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Consolidated Balance Sheets 
December 31, 1977 and 1976 

ASSETS 

Cash ......•....•.....•......•.•.................. 
Short-term bank obligations ...................••.... , 
Certificates of deposit and banker's acceptances, at amor-

tized identified cost, which approximates rnarket ..... 
United States Government and agency obligations and other 

securities, at amortized identified cost (quoted market, 
$7,983,000 in 1977 and $9,908,000 in 1976) ......... . 

Municipal obligations, at amorfized identified cost {quoted 
market, $7,769,000 in 1977 and $7,738,000 in 1976) .•. 

Investment in common stocks {quoted market, $34,426,000 
in 1977 and $17,763,000 in 1976) (note 3) ........... . 

Investment in preferred stocks (quoted market, $25,904,000 
in 1977 and $28,488,000 in 1976) (note 3) .......•.... 

Loans receivable, less unearned loan fees, unrealized profit 
and loans in process (notes 4 and 8) ............... . 

Accrued interest and dividends receivable .....•..•..... 
P-:operties purchased and held for investment, at cost ..... 
Properties acquired through foreclosure by Mutual Savings 

and held for sale, at cost, less allowance for losses of 
$192,000 in 1977 and 1976 ....................... . 

Investments required by law: 
Investment in stock of Federal Home Loan Bank, at 

cost (note 8) .............................. . 
Prepayments to FSLIC secondary reserve .......... . 

Investment in affiliated company (note 6) ............... . 
Office properties and equipment, net (notes 5 and 8) ..... . 
Prepaid expenses.and sundry assets, at cost ............ . 

LIABILITIES AND STOCKHOLDERS' EQUITY 

Savings deposits (note 7) ............................ . 
Notes payable (note 8) .............................. . 
Advances by borrowers for taxes and insurance ......... . 
Accounts payable and sundry accrued expenses ......... . 
Cash disbursements to be funded at bank .............. . 
Taxes on income (note 9): 

Current ...................................... . 
Deferred ...•...........•...................... 

Total liabilities .......................•. 

Stockholders' equity (notes 9, 10, 13 and 14): 
Capital stock of $1 par value per share. Authorized 

7,500,000 shares; issued 7,119,807 shares ...... . 
Capital surplus arising from stock dividends ........ . 
Retained earnings .............................. . 

Total stockholders' equity ............... . 
Commitments and contingent liabilities (notes 11 and 15) 

See accompanying notes to consolidated financial statements. 
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1977···. 

· •·· 1,e14;0cio 
21,aoo,000 

85,183,0llb 

e.1JS.ooo.·. 
34,257,boo 

~:,1~!000·.·: 

394;1~.ciiMi 
. ·' 3,338,000. 

'.1 

a~1.000 
4;331;000 
5,330,000 
5,319,000 
1;051,ooci ' 

. . $511,1194,000 ' 

' j 

~e,'8ii:ooo 
21,830.000 · 
. ';;,iOO,CIOo 
1,1-.000 ' 

123;000 ' 
.;'' --·-

. 2,,21,000. 
· .. · 78000 

r 419,115,000, i 

.. ·· ·•>. i 
·.: ·--~ 7,'j~~·' 
'23,:119,000 
so;e10:oao • ' 'i ~1;il09,0041 ; .... , ... , , ·'I 

t.~--.. ~~~·~~-~:_.j 

1976 

1,521,000 
16,700,000 

S0,262,000 

9,950,000 

6,696,000 

14,809,000 

25,215,000 

347,194,000 
3,074,000 

89,000 

3,321,000 

3,593,000 
4,608,000 

5,059,000 
1,257,000 

523,348,000 

404,996,000 
31,356,000 

479,000 
1,099,000 

668,000 

229,000 
7,449,000 

446,276,000 

2,373,000 
28,066,000 
46,633,000 
77,072,000 

523,348,000 



Consolidated Statements of Earnings 
Years ended December 81, 1977 and 1976 

Revenues: 
Interest on loans ..•....•...••....•.............. 
Loan fees and service charges .... , •............•. 
Interest on marketable securities ...•.............. 
Dividends on common and preferred stocks .....•... 
Interest and dividends on investments required by law 
Net gains (losses) on sales of marketable securities ... 
Equity in earnings of affiliate (note 6) .....••..•..... 
Operations and net gains from sales of real property 

(note 12) .................................. . 
Other income, net ...•........................... 

Expenses: 
General and adminfstrative expenses ............. . 
Interest on savings deposits ..................... . 
Interest on notes payable ........................ . 

Earnings before taxes on income •......... 

Taxes on income_ (note 9): 

g~~~~~t~- : ·-.. : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : 
Net earnings .................... , ..... . 

Earnings per capital share based on 7,119,807 shares (note 
10) . ··•········································ 

Cash dividends per share based on 7,119,807 f',hare {note 
10) .......................................... ' 

I• 
I 

1977 

s .21,..Sz.oao 
:1,983,004!, 
e,140;004! . 
4,371,000 Ii . 

435,ooo 
eoa,ooo 

.150,000 

1,154.~,· 
. 420,000 

·. 44,423,000 

5,111,000. 
21,o'ro.\100 
2,312,000 

35,543,000 
a,no;ooo 

2,530,004! 
'(99,000) 

2,431,000 
.s 8,149,000 

s .91 

s .:is1 ·· 

Consolidated Statements of Stockholders' Equity 
Years ended December 81, 1977 and 1976 

Capital stock (note 10) .............................. . 
Capital surplus arising from stock dividends (note 10) .•.. 
Retained earnings: 

Appropriated (notes 9 and 13): 
Beginning of year ...........•............... 
Allocation of net earnings .......•.. , ......•.. 

End of year .•.•...........•......•......... 

Unappropriated (note 14): 
Beginning of year .......................... . 
Cash dividends declared and paid ............ . 
Allocation of net earnings ...................• 

End of year .•....•......................... 
Less stock dividends at market value .............. . 

Total retained earnings .......•....••••.. 
Total stockholders' equity ............... . 

See accompanying notes to conso/ldated financial statements. 
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1977 

•.. i,120,000 

23.311.000 

0 4.i .. ;ooo · 
254,000 ·. 

45;022,000 
-~: 

• 31,1ri...cloo 
(2,112,000) ' 

!;195,000 l 
\35,111,000 : 

. - ·- .. -\: (29,2si,OOQ)·--;: 
• 5il,t70;ocio : 
$ 11.409,000 :· .• 

1976 

27,521,000 
1,663,000 
5,135,000 
3,108,000 

486,000 
26,000 

1,082,000 
370,000 

39.391,000 

4,944,000 
24,428,000 

/,962.000 
31,334,000 
8,057,000 

2,283,000 
258.000 

2,541,000 
5,516.000 

1976 

2,373,000 
28,066,000 

44,130,000 
638,000 

44,768,000 

27,888,000 
( 1,662,000) 

4,878,000 
31,104,000 
(29,239,000) 
46,633,000 
77,072,000 



Consolidated Statements of Changes in Financial Position 
Years ended December 31, 1977 and 1976 

Funds provided: 
Net earnings ..•..•.........•...............•.•. 
Charges (credits) to earnings not requiring (providing) 

funds: 
Depreciation and amortization ..............•. 
Interest on savings deposits credited to savings 

accounts ...........•.................. 
FSLIC primary premium transferred from second-

ary reserve .........•.•..............•. 
Deferred income taxes {note 9) ............... . 
Equity in net earnings of affiliate .............•. 
Amortization of fees and discounts ............ . 
Recognition of unrealized profit on real property .. 
Interest income on FSLIC secondary reserve ... . 

Funds provided from operations .......... . 

Principal payments on real estate loans ............ . 
Additions to _deferred loan fees ................... . 
Sales of real property, net of gains ..•.............. 
Increase in notes payable ..................•..... 
Increase in loans in process ..................... . 
Additions to unrealized profit on real property ...... . 
Increase in savings deposits ............. , . , ...... . 
Decrease In stock of Federal Home Loan Bank ...... . 
Increase in advances by borrowers for taxes and insur~ 

ance ..................................... . 
Decrease in cash . , ............................ . 
Other, net ................................... , . 

Total funds provided ................... . 

Funds used: 

Cash dividends declared and paid (note 15) ........ . 
Decrease in notes payable .....................•.. 
Investment in real estate Joans ................... . 
Increase in loans on savings accounts .. , .......... . 
Investment in buildings and other assets , .......... . 
Additions to real property ............ , ........•.. 
Investment in affiliated company, net (note 6} ....... . 
Decrease in advances by borrowers for taxes and in· 

surance ........•......•.................•. 
Increase in marketable securities ................. . 
Increase in cash ...............•........•....... 
Other, net ..............•.. , .. , .......•.•...... 

Total funds used .•...................... 

See accompanying notes to consolidBtet:J financial statements. 
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1977 

414.lic!o 

., 21;17C1,0.00 .• 

'· .. 'IGl,000» ' 
( ltt,ooo1.· 
021.000) . 

·. (210,000) " 
(4H,000). 
1302.!!001 

. 21,471,000 
' 14,230,000 
.1~,000,. 

1,411,GOO 

320,000. 
1,040.ooo 

33,242,000. 
..•. l!Sl.000 

~21,000 

2,411,000 
S1!0,744,000 

. • 2,112,000 
·.·· .. · 3.lie.oo0 . ; 
:, ,~101M1.ooo:~ -t 

.... Oc!o •. 
71J,OOO: 

. :1.17,ll!IQ 
S.201,000. 

•.Ui,000 
. .• ·31,000· 

S130,744,!!00 
' - '' 

~---~~ .. _, .:, _-, - ---··-·'-· . 

1976 

5,516,000 

344,000 

18,537,000 

96,000 
258,000 

(245,000) 
(962,000) 
(313,000) 

23,231,000 

69,216,000 
81,000 

556,000 
5,146,000 

620,000 
159,000 

26,389,000 
374,000 

2,085,000 

127,857,000 

1,682,000 

42,386,000 
609,000 
330,000 
406,000 

300,000 
79,799,000 

2,385,000 
127,857,000 



Notes to Consolidated Financial Statements 

December 31, 1977and1976 

(1) Summary of Significant Accounting Policies 

The following items comprise the significant account
ing policies which the Company follows: 

Principles of Consolidation 

The 1977 consolidated financial statements include 
the accounts of Wesco Financial Corporation 
(the Company) and its wholly owned subsidi
aries, WSC Insurance Agency, and Mutual Sav
ings and Loan Association and its wholly owned 
subsidiary (Mutual Savings). The 1976 consol
idated financial statements include the accounts 
of the Company and its wholly owned subsidiary 
Mutual Savings and Loan Association and its 
wholly owned subsidiaries (Note 6). All material 
intercompany transactions have been eliminated. 

The Company's investment in the common stock 
of an affiliated company is stated at cost as 
adjusted for the Company's share of reported 
earnings or losses less amortization of excess 
cost. 

Marketable Securities 

Certificates of deposit, banker's acceptances, U.S. 
Government ar.d agency obligations are carried 
at identified cost, adjusted for amortization of 
premium and accretion of discount over the 
term of the security and are not carried at the 
lower of cost or market because it is manage
ment's intention to hold them to maturity. 

Common and preferred stocks are carried at iden
tified cost. See note 3 for discussion of market
able equity securities. 

Loan Fees 

Loan fees for originating loans are deferred for 
amounts in excess of 1 % of the loan amount 
plus $200 for nonconstruction loans and 2% of 
the loan amount plus $200 for construction 
loans. Deferred fees are amortized into income 
by use of the, straight-line method over seven 
years. 

Loan Valuation Allowances 

Valuation allowances for estimated losses on spe
cific loans are charged to earnings when any 
significant and permanent decline reduces the 
market value of the underlying security to less 
than the loan. Such losses are usually indicated 
during foreclosure proceedings. 
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Real Property Valuation Allowances 

Valuation allowances for estimated losses on real 
property are charged to earnings when any 
significant and permanent decline reduces the 
market value to less than the carrying value. 
When the Company intends to hold real estate 
held for sale for a period in excess of 18 months, 
future direct holding costs for maintenance, 
property taxes, insurance, direct selling ex
penses, costs of completion or improvement 
and a discount factor to give effect to the cost 
of money are considered in determining the 
amount of required valuation allowances. 

Office Properties and Equipment 

Office properties and equipment are depreciated 
by use of the straight-line method over the 
estimated useful Jives of the various classes of 
assets from the respective dates of acquisition. 
The useful lives used for the principal classes of 
assets are: 

Buildings and improvements 
Furniture, fixtures and equipment 
leasehold improvements 

10 to 45 years 
4to10years 
3 to 25 years 

Maintenance and repairs are charged to appropri
ate expense accounts in the year incurred; re
newals and material betterments are charged to 
property accounts. 

Cost and accumulated depreciation and amortiza
tion applicable to assets retired or otherwise 
disposed of are eliminated from the related 
accounts and the profit or loss on disposition is 
credited or charged to earnings. 

Profit on the Sale of Real Property 

Profit on the sale of real property is recognized 
when the buyer has made an irrevocable com
mitment to the sale and has met certain down 
payment and amortization requirements. In 
general, the down payment requirements range 
from 5% to 25% for improved property and 
from 15% to 30% for unimproved property 
based on the use of the property and cash flow 
prqjections. Amortization requirements includ1;> 
the payment on an annual level payment basis 
(principal and interest) over a period not to 
exceed from 15 to 30 years, depending on the 
type and use of the property, with payments 
commencing not later than one year from date 
of sale. 



(2) Parent Company Financial Information 
(Wesco Financial Corporation) 

ASSETS 
1977 

Cash .................•..... $ 11,580,000 
Certificates of deposit and bank-

er's acceptances, at amortized 
identified cost, \Vhich approxi-
mates market ............. . 

Investment in common stocks 
(quoted market, $8,692,000 in 
1977) ........•............ 

Investment in preferred stocks 
(quoted market, $276,000 in 
1977 and $279,000 in 1976) .. . 

Real estate loans receivable ... . 
Accrued interest and dividends 

receivable ................ . 
Properties purchased and held 

for investn1ent, at cost ......• 
Investments in subsidiaries and 

26i,OOO 
604,000 

4,000 

affiliated company at equity . . 63,182,000 
Office properties and equipment, 

net ........•.............. 3,920,000 
Prc?paicl expenses and sundry as-

sets, at cost • . . . . . • . . . . . . . . . 235,000 
$ 88,0311,000 

1976 

4,130,000 

16,940,000 

267,000 
202,000 

241,000 

89,000 

57,064,000 

3,990,000 

497,000 
83,420,000 

LIABILITIES AND STOCKHOLDERS' EQUITY 
1977 1976 

5,500,000 Note payable ..........•..... $ 
Accounts payable and sundry ac-

5,467,000 

crued expenses . . . . . . . . . . • . 780,000 
Taxes on incon1e: 

Current . . . . . . . . . . . . . . . . . . . 361,000 
Deferred . . • . . . . . . . . . . . . . . . 21,000 

Total liabilities ........... --6-,6-2-9~,o-o-o 
Stockholders' equity: 

Capital stock of $1 par value 
per share. Authorized 7,500,-
000 shares; issued 7,119,807 
shares ..... , ..... , ..•... 

Capital surplus arising from 
stock dividends ......... . 

Retained earnings: 
Appropriated ...•........ 
Unappropriated ......... . 
less stock dividends at ·mar-

ket value ...•....•..... 

Tola! stockholders' equity 
Commitments and contingent 

liabilities ............... , .. 

7,120,000 

23,319,000 

45,022,000 
35,187,000 

(29,239,000) 

50,970,000 
81,409,000 

s 88,038,000 

Revenues: 

STATEMENTS OF EARNINGS 
Year ended December 31 

1977 
Dividends from consolidated 

subsidiaries ..•. , ...•..•.. $ 
Dividends from affiliate ..... 
Interest on loans ..... , ..•.•. 
Loan fees and service charges • 
Interest on marketable securi-

lies, including interest on 
deposits in Mutual Savings 
of $304,000 in 1977 and 
$75,000 in 1976 ..•....... 

5,209,000 
74,000 
47,000 
57,000 

790,000 

223,000 
l 165,000) 

6,346,000 

2,373,000 

28,066,000 

44,768,000 
31,104,000 

(29,239,000) 
46,633,000 
77,072,000 

83,420,000 

1976 

4,800,000 

23,000 
85,000 

1,022,000 
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STATEMENTS OF EARNINGS (Continued) 

1977 1976 

Dividends on common and 
preferred stocks ......... . 

Net gain (loss) on sales of mar-
ketable securities ........ . 

Rental of office premises, net . 
Gain on sale of real estate 

134,000 

19,000 
316,000 

o\vned . . . . . . . . . . . . . . . . . . 599,000 
---~-

Expenses: 
General and administrative ex-

penses ................. . 
Interest on notes payable, in

cluding interest on Joan pay-
able to Mutual Savings of 

7,540,000 

382,000 

$126,000 in 1976 ......... __ 5_1_3~,o_oo_ 

Earnings before items shown 
belo\v ............... . 

Taxes on income ............ . 
Equity in undistributed earnings 

oJ subsidiaries and affiliate 

895,000 

6,645,000 
651,000 

Subsidiaries . , ....... , . • 379,000 
Affiliate . • • . . . . . . . . . . . 76,000 

.,--..,..-,~= 
Net Earnings ........• $ 6,449,000 

24,000 

( 78,000) 
255,000 

6,131,000 

321,000 

126,000 
447,000 

5,6841000 
501,000 

333,000 

5,516,000 

STATEMENTS OF CHANGES IN FINANCIAL POSITION 
Year ended December 31 

1977 
Funds provided: 

Net earnings ............ , •. S 6,449,000 
Charges (credits) to earnings 

not requiring (providing) 
funds: 

Depreciation and amorti-
:zalion .......... , ...• 

Deferred income taxes .. 
Recognition of unrealized 

profit on real property 
Undistributed earnings of 

subsidiaries and affili-
ate ..........•.•••.. 
Funds provided from 

operations ........ . 
Principal payments on real es-

tate loans ......... , .•••.. 
Sales of real property, net of 

gains •.• ·-· •...........•. 
Issuance of notes payable .... 
Decrease in markelable secur-

227,000 
186,000 

( 54,000) 

(455,000) 

6,353,000 

178,000 

100,000 

ities . . . .. . • .. . . • . . • • . . . . 8,693,000 
Other, net •...•......•..... .,._~6'-2'-7"-,000= 

Total funds provided .... $ 15,951,000 

Funds used: 
Cash dividends declared and 

paid ......••............ $ 2,112,000 
Investment in affiliated com-

pany ....... , .... , •..•.. 
Investment in buildings and 

other assets ......• , .•. , •. 
Decrease in notes payable ••• 
Investment in real estate Joans 
Increase in cash .......... .. 
Increase in investments in mar~ 

ketable securities •.•...... 
Other, net ...... , ..• , •••••• 

5,663,000 

167,000 
33,000 

526,000 
7,450,000 

~---Total funds used ..•.••.. $ 15,951,000 

1976 

5,516,000 

227,000 
( 43,000) 

(333,000) 

40,000 

5,500,000 

10,907,000 

1,662,000 

17,000 
2,430,000 

3,432,000 

3,180,000 
186,000 

10,907,000 



(3) Marketable Equity Securities 

The investment in preferred stocks of $23,879,000 in 
1977 and $25,215,000 in 1976 includes marketable 
equity securities amounting to $13,167,000 and 
$12,474,000, respectively, at cost. All common 
stocks, amounting to $34,257,000 in 1977 and 
$14,809,000 in 1976 at cost, are marketable equity 
securities. Gross unrealized gains and losses are 
as follows: 

1977 1976 
Gross unrealized gains ........ S 1,173,000 3,959,000 
Gross unrealized losses . . . . . . . . (277,000) 

$ 396,000 3,9S9,000 

(4) Loans Receivable 

Loans receivable are summarized as follows: 
1977 1976 

Real estate loans on residential 
property oi: 

One to four units {home loans) $304,760,000 259,307,000 
N\ore than four units . . . . . . . . 72,869,000 76,-184,000 
Real estate loans on other 

properties . . . . . . . . . . . . . . . 12,940,000 ·11,753,000 
390,569,000 347,244,000 

Less: 
Unearned loan fees . . . . . . . . . ( 591,000) 
Unrealized profit on sales of 

real properly . . . . . . . . . . . . . { 890,0UQ) 
Lo.1ns in process . . . . . . . . . . . . {2,073,000J 

337 ,O"l 5,000 
loans on savings deposits . . . . . . 7,110,000 

5394,125,000 

( 643,000) 

( 276,000) 
(1,753,000) 

344,567,000 
2,627,000 

347,194,000 

Number of loans , . . . . . . . . . . . . 14,188 13,382 

Included in real estate loans on residential property 
are insured FHA and partially guaranteed VA loans 
aggregating $2,612,000 for 1977 and $3,104,000 
for 1976. 

(5) Office Properties and Equipment, Net 

Office properties and equipment, at cost, less accum
ulated depreciation and amortization consist of 
the following: 

1977 

Co1npany Consolidated 

land •............•.......... S 1,386,000 
Office buildings and leasehold 

improven1cnts . . . . . . . . . . . . . 51280,000 
Furniture, fixtures and equipment 6,000 

6,672,000 
1\ccun1ulatcd depreciation and 

amortization . . . . . . . . . . . . . . . {2,752,000) 
s 3,920,000 

1,650,000 

6,413,000 
1,265,000 
9,333,000 

(3,944,000) 

5,3!19,000 

1976 

Company 

land ........... , ....•.....•. S 1,336,000 
Office buildings and leasehold 

improvements . . . . . . . . . . . . . 5,123,000 
Furniture, fixtures and cquipmcnl __ 6,000 

6,515,000 
Accumulated depreciation and 

amortization ......... , . , , . . (2,525,000) 
s 3,990,000 

Consolidated 

1,569,000 

6,134,000 
936,000 

6,669,000 

(3,630,000) 

5,0S9,000 

(6) Investment in Affiliated Companies 
During 1977 the Company acquired 21,5% of the 

common stock of Detroit International Bridge 
Company. The excess of cost over equity in net 
assets of $3,104,000 is being amortized over the 
period expected to be benefited which is 40 years. 

At June 30, 1977 the Company received all issued 
and outstanding capital stock of WSC Insurance 
Agency as a dividend from Mutual Savings and 
Loan Association. 

(7) Savings Deposits 
Savings account balances at December 31 are sum

marized as follows: 
Stated 
Rate 1977 % 1976 % 

Passbook 51/.i 0/o $156,347,000 35 149,093,000 37 

Bonus 5V2 2,293,000 3,011,000 1 
53/.i 16,20S,OOO 4 15,786,COO 4 
6 962,000 993,000 

19,430,000 4 19,790,000 5 

Certificates 53/4 3,661,000 1 1,629,000 1 
6 10,433,000 2 16,992,000 4 
6V2 S6,614,000 12 4}.420,000 12 
63/.i 13,395,000 3 1 ,432,000 3 
7 656,000 2,514,000 1 
7V2 129,511,000 28 113,363,000 29 
73/4 67,107,000 15 33,605,000 6 

$100,000 tv\inimum 
Certificates 6V2-73/4 464,000 1,758,000 

262,061 ,000 61 236,113.~ 

$4S9,903,000 100 404,996,000 100 

(8) Notes Payable 

The following is a summary of notes payable: 

Company: 
Note payable, secured by main 

office land, buildings, and as-
signment of leases, \Vith inter
est at 9.25 o/o ..............• S 

1"1ulual: 
Federal Home loan Bank ad

vances, secured by certain real, 
estate loans amounting to 
SS0,905,000 in 1977 and $59,-
566,000 in 1976 and Federal 
Honie Loan Bank stock, with 

1977 

5,467,000 

interest at 7.5011/o . . . . . . . . . . . 22,363,000 

$ 27 ,830,000 

Notes payable mature as follows: 
Company 

1976 $ 39,000 
1979 43,000 
1960 47,000 
1931 51,000 
1932 56,000 
Thereafter 5,231,000 

$ 5,467,000 

1976 

5,500,000 

25,656,000 

31,356,000 

Consolidated 

3,533,000 
3,537,000 
3,541,000 
3,545,000 
3,550,000 

10,124,000 

27,830,000 

(9) Taxes on Income 
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If certain conditions are met, savings and loan associ
ations, in determining taxable income, are allowed 



special bad debt deductions based on specified 
experience formulas or on a percentage of taxable 
income before such deduction. The bad debt 
deduction must be within certain limitations based 
on outstanding loans and the ratio of reserves and 
undivided profits to savings deposits. Mutual 
Savings has reached such limitations, which pre
clude deductions from income in arriving at Fed
eral taxes on income. 

The investment tax credit, which is insignificant, is 
recorded by the flow-through method of account
ing whereby, in the year available for utilization, 
it is applied as a reduction of income tax expense. 

Appropriated retained earnings at December 31, 1977 
and 1976 include approximately $45,832,000 and 
$45,578,000, respectively (before elimination of 
$810,000 in consolidation), of tax 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 taxes will be 
imposed at the then applicable rates. 

Federal income tax returns of the Company and 
Mutual Savings for 1972 through 1976 are currently 
under examination by the Internal Revenue Service. 
In the opinion of management, additional tax 
assessments, if any, will not have a material effect 
on the accompanying consolidated financial state
ments. 

Income taxes for 1977 and 1976 include the follow
ing components: 

1977 1976 
Current Deferred Curront Deferred 

Federal $1,548,000 (132,000) 1,482,000 129,000 
State 982,000 33,000 801,000 129,000 

Total $2,530,000 ( 99,000) 2,283,000 258,000 

Deferred taxes result from timing differences in the 
recognition of revenue and expense for tax and 
financial statement purposes. The sources of these 
differences in 1977 and 1976 and the tax effect of 
each were as follows: 

Gain on sale of property, recog
nized on installment basis for 
taxes .................... , . $ 

Financial statement recognition 
of loan fees less than tax recog-
nition .................... . 

California franchise tax recog
nized for financial statement 
purposes on accrual basis, but 
on cash basis for tax purposes 

FSLIC secondary reserve interest 
income recognized on the fi
nancial statements, but defer-
red for tax purposes ........ . 

Investment income recognized 
for financial statement pur
poses on accrual basis1 but on 
cash basis for tax purposes . , . 

Other timing differences ...... . 

$ 

1977 

127,0CO 

(277,000) 

( 94,000) 

12,000 

209,000 
( 76,000) 
( 99,000) 

1976 

23,000 

(611,000) 

( 25,000) 

55,000 

857,000 
( 41,000) 

258,000 
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A reconciliation of total income tax and the amount 
computed by applying the U.S. Federal income tax 
rate of 48% to earnings before Federal and state 
taxes on income follows: 

1977 

Computed 11expectedn Federal 
taxes ..............•....... $ 4,262,000 

Increases (reductions) in taxes re
sulting from: 
Net gains on sales of fore

closed real property .....•. 
State franchise tax, net of Fed

eral income tax benefit .... 

Tax benefit on capital gain 
items, taxed at a lower rate . 

Dividends received deduction 
on common and preferred 
stocks ..............•..•. 

Interest on municipal obliga-

187,000) 

528,000 

183,000) 

(1,831,000) 

tions . . . . . . . • . . . • . . • . . .. . ( 253,000) 

Other permanent differences . __ ::.;95'-',000= 
$ 2,431,000 

("10) Capilal Stock 

1976 

3,867,000 

459,000) 

484,000 

4,000) 

(1,268,000) 

( 233,000) 

154,000 
2,541,000 

On January 18, 1977, the Company annou.nced a 
three-for-one stock split to be effected in the form 
of a 200% stock dividend. The Company's Articles 
of Incorporation were amended to increase the 
authorized number of shares from 2,500,000 shares 
to 7,500,000 shares. The stock dividend was dis
tributed on April 4, 1977 to shareholders of record 
at the close of business on March 18, 1977. The 
number of shares issued increased from 2,373,269 
to 7,119,807 shares. The par value of the 4,746,538 
shares issued was transferred to common stock 
from capital surplus. Per share amounts have been 
restated giving retroactive effect to the stock split. 

(11) Retirement Plan 

A noncontributory retirement plan is in effect for all 
eligible employees of the Company and its sub
sidiaries. Eligibility is based on age and certain 
minimum working hour requirements. Employer 
contributions are computed utilizing the aggregate 
cost funding method. The contributions for 1977 
and 1976 approximated $114,000 and $111,000, re
spectively. The actuarially computed value of 
vested benefits as of December 31, 1977 did not 
exceed the market value of the assets of the 
retirement fund. 

The retirement plan was changed effective July 1, 
1976 to comply with the provisions of the Em
ployee Retirement Income Security Act of 1974. 
Changes were made to various plan provisions and 
actuarial assumptions; however, the effect of such 
changes was immaterial. 



(12) Real Estate Operations 

Operations and net gains from sales of real property 
are summarized as follows: 

Recognized net gains from sales . $ 
Income from rentals ......... . 

less maintenance and sales exw 
pense .................... . 

$ 

(13) Reserve Requirements 

1977 1976 

1,088,000 
148,000 

1,236,000 

( 82,000) 
1,154,000 

1,043,000 
136,000 

1,179,000 

( 97,000) 
1,082,000 

The Federal Savings and Loan Insurance Corporation, 
in connection with the insurance of savings de
posits, requires savings and loan 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 by Mutual Savings as of December 31, 1977 
and 1976. 

(14) Dividends 

Quarterly cash dividends declared and paid during 
1977 amounted to $2,112,000. Quarterly cash divi
dends declared and paid during 1976 amounted 
to $1,662,000. 

(15) Contingent Liabilities 

Mutual Savings is named as one of the defendants in 
several class actions relating to certain common 
practices in the mortgage lending field. The out
come of this litigation cannot be predicted; how
ever, based on the facts presently available, the 
Association believes there are substantial defenses 
to these acitons and that losses, if any, would not 
be ma teria I. 

In addition, Mutual Savings is involved in litigation 
arising in the normal course of business. In the 
opinion of management, this litigation in the ag
gregate will not have a material effect on the 
accompanying consolidated financial statements. 

(16) Interim Period Consolidated Operating Highlights 

Consolidated operating highlights for the respective 
interim three-month reporting periods for the years 
ended December 31, are as follows: 

Threewmonth reporting period ended 

Mar. 31, Jun. 30, Sept. 30, Dec. 31, 
1977 1977 1977 1977 

(Unaudited) 
Revenues $10,307,000 10,399,000 11,182,000 12,535,000 
Expenses 8,966,000 9,033,000, 9,623,000 10,352,000 

Net earnings $ 1,341,000 1,366,000 1,559,000 2,183,000 

Earnings per 
share based 
on 7,119,807 
shares $ .19 .19 .22 .31 

- - -
Mar. 31, Jun. 30, Sept. 30, Dec. 31, 

1976 1976 1976 1976 

(Unaudited) 
Revenues $ 9,370,000 9,767,000 10,178,000 10,076,000 
Expenses 8,241,000 8,334,000 8,679,000 8,621,000 

Net earnings $ 1,129,000 1,433,000 1,499,000 1,455,000 

Earnings per 
share based 
on 7,119,807 
shares $ .16 .20 .21 .20 

- - -
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WESCO FINANCIAL CORPORATION Schedule Ill 

INVESTMENTS IN, EQUITY IN EARNINGS OF, AND DIVIDENDS RECEIVED FROM. AFFILIATES AND OTHER PERSONS 

Years ended December 31, 1977and1976 

COLUMN A COLUMN B 

BALANCE AT BEGINNING OF PERIOD 

NAME OF ISSUER ANO Number of Shares Amount in Dollars 
DESCRIPTION OF INVESTMENT or Units. 

Principal Amount 
of Bonds and Notes 

Mutual Savings and Loan 
Association: 

Guarantee stock of $100 
par value: 

1976 .............. 600(1) $ 56.731.000 

1977 .....•......... 600(1) $ 57,064,000 

WSC Insurance Agency 
Capital stock of 

$1 parvalue: 
1976 .............. $ 

--
1977 ····•··· .•...• $ 

--

Detroit International Bridge 
Company 

$1 par value: 
1976 . . . . . . . . . . . . . . $ 

--
1977 ....•......... $ --

(1) 100o/o of the outstanding shares. 
(2) 21.So/o of the outstanding shares. 

COLUMN C 

ADDITIONS 

Equity Taken Up in 
Earnings (losses) 
of Affiliates and 

Other 

Other Persons 
For the P'eriod 

5.133.000 

5,578,000 

10,000 409,000(3) 

150,000 5,279,000 

(3} Wesco received 100o/o of the outstanding common stock of WSC Insurance Agency as a 
dividend from Mutual Savings and Loan Association, a wholly owned subsidiary, 
on June 30, 1977. 

(') Amortization of excess purchase price. 

COLUMN D 

DEDUCTIONS 

Distribution of 
Earnin~s by Persons Other 
In Which Earnings 

(losses) Were 
Taken Up 

4,800,000 

4,800,000 409,000(') 

74,000 25,000(') 

" 

COLUMN E COLUMN F 

BALANCE AT END OF PERIOD 

Dividends Received 

Number of Sh•ues Amount in Dollars 
During the Period 
From Investments 

or Units. Not Accounted For 
Principal Amount 

of Bonds and Notes 
By the Equity 

Method 

600(1) $ 57,064,000 

600(') $ 57,433,000 

$ 

10,000(1) $ 419,000 

$ 

272,908(2) $ 5,330,000 

\\, 



WESCO FINANCIAL CORPORATION 

MARKETABLE SECURITl.ES - OTHER SECURITY INVESTMENTS 

December 31, 1977 

Schedule I 

COLUMN A 

NAME OF ISSUER AND TITLE 
OF EACH ISSUE 

United States Government ........ . 
General Motors Acceptance Corpora-

tion ......................... . 

Securities issued by States & Munici-
palities ...................... . 

Common Stocks: 
FNMA ....................... . 
Cleveland-Cliffs Iron Company .. . 

Preferred Stocks: 
Pacific Gas and Electric ........ . 
Southern California Edison ..... . 
Cofumbia Gas System Inc . ...... . 
Consolidated Natural Gas . , ..... . 
Issued by others .............. . 

COLUMN B 

NUMBER OF SHARES 
OR PAR VALUE 

$ 5,000,000 

3,000,000 

$ 8,000,000 

$ 6,685,000 

1,730,000 
152,500 

1,882,500 

188,600 
41,700 
60,200 
25,000 

196,251 
513,751 

COLUMN C and E 

COST OF EACH ISSUE AND 
AMOUNT ON THE 
BALANCE SHEET 

$ 5,000,000 

3,000,000 

$ 8,000,000 

$ 6,665,000 

$ 26,011,000 
6,246,000 

$ 34,257 ,000 

$ 4,560,000 
3,945,000 
3,048,000 
2,589,000 
9,737,000 

$ 23,879,000 

WESCO FINANCIAL CORPORATION 
:.· 

SUPPLEMENTARY INCOME STATEMENT INFORMATION 

Years ended December 31, 1977 and 1976 

COLUMN D 

VALUE BASED ON MARKET 
QUOTATIONS AT BALANCE 

SHEET DATE 

$ 4,963,000 

3,000,000 

$ 7,933,000 

$ 7,769,000 

$ 25, 734,000 
8,692,000 

$ 34,426,000 

$ 4,800,000 
4,229,000 
3,449,000 
2,900,000 

10,526,000 
$ 25,904,000 

Schedule XV 

The following amounts have been charged to expenses in the statements of earnings: 

_f.ompany 

Maintenance and repairs , . . .. .. .. . .. . . .. .. . .. . .. • .. . . $ 501,000 
Depreciation and amortization of office properties and 

equipment • , .. .. . .. . . .. • . . . .. . .. . .. . .. . .. • .. • .. . . 227,000 
Taxes, other than taxes on rncome: 

Payroll taxes . • .. • .. . .. .. .. .. .. • . .. . .. . .. .. . .. . .. . 10,000 
Property laxes .. .. .. . . .. . . . . .. . .. .. . .. .. .. . . .. .. • . :177,000 

Advertising ....................................... . 
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Year ended December 31 

Consolidated 

557,000 

41,~.ooo 

126,000 
295,000 
552,000 

Com~an}'. 

398,000 

227,000 

11,000 
205,000 

---

1976 
Consolidated 

438,000 

344,000 

125,000 
292,000 
520,000 

,J~ .... 



,, 

PART II 

Wesco has filed with the Securities and Exchange' Commission a definitive Proxy Statement pursuant to 
Regulation 14A involving the election of directors Within. 120 days after the close of its fiscal year ended 
December 31, 1977, Pursuant to the Rules of the Commission,by virtue of such filing the information called for 
in Items 14-'18 of this Form 10-K Annual Report has been omitted. 

SIGNATURES 

Pursuant to the requirements of Section 13or15(d) of the Securities Exchange Act of 1934, the Registrant has 
duly caused this report to be signed on its. behalf by the undersigned, therP.unto duly authorized. 

' 11 ·1; 

Date: March 30, 1978 

WESCO FINANCIAL CORPORATION 
(Registrant) 

By: Louis R. Vincenti, President 
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