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SID.JRITIES AND EXaJANGE cn!MISSION 

WashiD)ton, D. c. 20549 

FORM 10-K 

Annual Report Pursuant to Section 13 or 15(d) of 
The Securities Exchange Act of 1934 

.. 

~PR t 19821 

For the Fisc<'!.l Year EOOed DecE!lber 31, 1981 Ccmnission File No. 1-8012 

GEICO CORroRATION 

Delaware 52-1135001 SECURITIES AND EXCH•tHiE ··' ·"""' 
(Jurisdiction of Incorporation) (IRS flli>loyer Identifi 1itf!elbRECEIVED 

GEI<D Plaza, Washington, D. C. 20076 
MAR 3 11982 i" 

Registrant's telepoone number (301) 986-3 
OFFICE OF APPtlCATIONS 

Securities registered pursuant to Section 12(b) of •e=lf><;;;<ltEP=~O:::R:.:.T::S..;S:;.;E::;;ll;;.;V..;;l.;..C.;..r:s _ _. 

Title of each class 

Canm:m Stock 

Cumulative Junior Preferred Stock, 
$.736 Convertible Series 

" Name of each exchange 
on which registered 

New York Stock Exchange 

New York Stock Exchange 

Securities registered pursuant to Section 12(g) of the Act: 

OONE 

Irrlicate by check :aark whether the registrant (1) has filed all reports required-=-· 
to be filed by Secti.or;i 13 or 15(d) of the Securities Exchange l\ct of 1934 /(;::::c1 

during the preceding 12 nonths (or for soch soorter J?E!riod tha.t the registrC1J1:9~ 
was required to file such reports), arrl (2) has been subject to such filing -
requiranents for the past 90 days. 

YES X 

Aggregate market value of the voting stock held by non-affiliates of 
the registrant as of March 3, 1982 ••••••• ~t················$493,708,404 (1) 

Irrlicate the number of shares outstanding of each of the registrant's classes 
of cannon stock, as of the latest practicable date. 

As of March 19, 1982 

Camon Stock, $1.00 par value 20,078,926 

(Page 1 of 119 Pages) 

The Exhibit Irrlex to this Fbnn 10-K Annual Report is contained on Page 30, 

::-, 
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IXXn.IENTS INCORroRATED BY REFERENCE 

1. Portions of the GEICO Corporation Armual .Report to Shareholders 
:fur the fiscal year ended DecaN:ier 31, 1981 .::re incorporated by 
reference into Parts I and II of this Fonn 10-K Report. 

2. El:>rtions of the GEICO Corporation Proxy Statement for the Armual 
Meetin:J of Shareholders to be held on May 19, 1982 are incorporated 
by reference into Parts .I and III of this Fonn 10-K Report. 

(1) Except as stated herein, the am::>unt set forth as the aggregate market 
value of GEICO Corporation's voting stock held by non-affiliates is 
based upon a market value (closing price on the. New York Stock Exchange) of 
$25.125 for each of the 20,058,313 outstanding shares of Camon Stock and 
$50.00 for each of the 201,330 outstanding shares of Cumulative Junior 
Preferred Stock on March 3, 1982. The am::>unt excludes the market value of 
808,884 shares of Ccmrcn Stock beneficially Oillled by the Registrant's 
directors and executive officers (including 185,644 shares of Camon 
Stock as to which said directors and/or officers disclaim beneficial 
Oi/llership) an:'! includes the market value of 7,200,000 shares of Carrron 
Stock beneficially Oillled by Berkshire Hathaway Inc. 
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Item 1. 

GEICO Co:cporation 
Fenn 10-K Annual Report 

PAR!' I 

Business (GEICD Corporation and Subsidiaries). 

GEICO Co:cporation (or the "Co:cporation"), ...nich was organized as a 
Delaware co:cporation in 1978 arrl became the parent of Governnent Ellployees 
Insurance Cct1q;eny ("GEICO" or "the Cct1q;eny") in 1979, is an insurance and financial 
services organization whose principal subsidiary is a multiple line property 
am casualty insurer engaged in writing preferred risk private passenger 
autarobile, hcmeowners, fire am extemed coverage, professional am canpre
hensive personal liability, excess business liability am boatowners insurance. 
Criterion Insurance Canpany ("Criterion"), which became a majority a.med sub
sidiary of GEICO in 1978, and a wholly-owned subsidiary in January of 1980, 
writes standard private passenger autarobile an:l rrotorcycle :fosurance. 

In DecenilJer of 1981 GEICO sold its 66% a.mership interest in Government 
Ellployees Life Insurance Conpany ( "GELICO") , which had been a majority a.med 
subsidiary since 1978, to subsidiaries of Iegal & General Group Ltd. of lDn:lon, 
England. As a result of this sale GEICO Co:cporation nCM operates in one 
principal business segment, private passenger autaoobile insurance. 

The Co:cporation is affiliated with Govermtent Ellployees Financial 
Co:cporation ( "GEFO:l") ...nich became a majority a.me1 subsidiary in March of 
1979. GEFOJ is a provider of consumer finance services. 'The Co:cporaticn also 
has a Wholly-o.me1 property subsidiary, GEICO Facilities Co:cporation, and two 
real estate subsidiaries, GEICD Properties, Inc. ( "GPI") am GEICO Washington 
Properties, Inc. ( "GWPI"), ...nich are Wholl:y-owne1 by GEICO. In January 1981 
the Co:cporaticn forme1 a new wholly-owne1 Delaware subsidiary, Resolute Group, 
Inc. Which, through its wholly-owned subsidiaries, Resolute Reinsurance Cct1q;eny 
(a New York insurance canpany licensed in May of 1981) and Resolute Management 
Co:cporation (a New York co:cporation), writes property and casualty reinsurance. 
In July of 1981 GEICO Co:cporation inco:cporate1 Critericn Investment Services 
Cct1q;eny ( "CRIVEST") as a wholly-o.me1 subsidiary in Dela'\>eXe. CRIVEST is a 
registere1 investment adviser an:'! broke~dealer organized to provide investment 
management and administrative services to Criterion Investment Series Trust 
and its Govermtent Securities Ca$ Fun:'!, a no-load rroney market mutual fum 
first offere1 to the public in February of 1982. 

GEICO, Resolute Reinsurance Canpany am Criterion are subject to 
regulation and supervision of their respective insurance businesses in each of 
the jurisdictions in which they do business. In general, the various state 
laws establish supervisory agencies with broad administrative powers. '!hose 
p::7flerS relate'to the issuance and revocation of licenses to insurers and their 
agents, staMards of solvency, regulation of premilJ1l rates and investments, 
fonn am content of financial statements, methods of accounting, policy fonns 
and reserves. In general, such regulation is for the protection of policyholders 
rather than shareholders. CRIVEST is regulated by the federal govermtent an:'! 
the various states in Which it is ,licensed. 'lbe primary purpose of the regulation 
is to protect the investing public rather than shareholders. 

-3-



'Ihe National Association of Insurance Catrnissioners has adopted a Mcxlel 
Insurance Infonnation and Privacy Act (the "Model Act") which prOl!ides, anong 
other things, a mechanism allCM.i.ng consumer access to infonnation collected 
about them and limits disclosures of such infonnation to others. The Model Act 
or a variation thereof has been adopted in eight states and it is expected that 
it will be favorably received by a Il1JJOOer of other state legislatures. Additionally, 
it is expec..te:l that certain state legislatures will also be looking at the use,>·
of age, sex and (.i'.iirital status as rating classifications, arrl continue to questlbn 
the traditional underwriting and rating principles of the insurance industry. 

The insurance irrlustry is highly crnipetitive. GEICD currently crm
petes most directly with the other crnpanies, including mutual canpanies, that 
concentrate on preferred risk insurance. Although most insurance canpanies 
are stock canpanies like GEICD, in 1980 mutual canpanies wrote approximately one
fourth of all property arrl liability insurance in the United States. Mutual 
canpanies may ha;~e a Crntpetitive advantage in that certain earnings inure to 
the benefit of p'olicyholdei:s rather than to shareholders. 

The latest available statistics as published in the National 
Underwriter reveal that GEICO was, base:'! up:in 1980 earned premi\Dl\S, the 10th 
largest autanobile insurer and the 5th largest stock autarobile insurer in the 
Unite:'! States. GEICO and Criterion together ranked as the 13th largest autanobile 
insurance group in the United States. 

As of December 26, 1981, the o:irporation and its consolidated sub
sidiaries had 4,019 full-time employees and 724 part-time employees. A number 
of benefits are provided or made available for full-time aiployees including a 
savings plan, pension plan and various insurance programs. 

PRINCIPAL BUSINESS Sm!ENT 

The infonnation concerning GEICO D:>rporation's private passenger 
autanobile insurance business required by the ranainder of this Item l is con
tained in its 1981 Annual Rep:irt to Shareholders under the caption "Principal 
Business Segments" on pages 7, 8, 10, 13, 15 through 17 and Note o of the "Notes 
to o:insolidated Financial Statements" containe:l on pages 39 and 40 and inoorporated 
herein by reference. 
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Item 2. Prq?erties. 

GEICO Coi:poration's total real estate investment, on a consoli
date:l basis, was $30,977,728 (depreciate:l cost) as of Decenber 31, 1981. 
Such real estate is C7Nl'lai by GEICO and its subsidiaries and is represented 
principally by (a) $10,268, 743 in its GEICO Plaza Building in Chevy Chase, 
Maryland; (b) $10,993,206 in its Regional Office Building in Woodbury, 
I.ong Island, New York; and (c) $7,192,581 in its Regional Office Building 
in Macon, Georgia. 

GEICO Plaza is a multilevel structure with a total of approximately 
428,400 square feet of office space. The greater part of the four-story portion 
was canpleted in 1959 and an additional four-story portion and an eight-story 
tower were canplete:l in 1964. 

In December 1973, GEICO's Regional Office Building in Woodbury and 
one of its Fairfax County, Virginia claims facilities were acquired by GPI. 
The purchase was financed by 8-1/4% notes due June 15, 2004 sold to institutional 
investors. The notes were secw:ai by a Dee:l of Trust and Indenture of Mortgage 
on the properties, by the assignment to the trustees of a 30-year lease, coinci
dent with the term of the notes, between GEICO and GPI, and by the undertaking 
of GEICO to make sufficient funds available to GPI to meet its obligations under 
the Indenture. 

GEICO' s Regional Office Building in Macon was purchased by GPI in May 
1974 and occupied by GEim in August 1974. This purchase was financed by an 
8-1/2% note due May l, 2004 which was sold to an institutional investor and 
secured by an assignnent to the trustee of a 30-year lease and the undertaking 
between GEICO and GPI, 'Which docl.lllents were similar in terms to those used 
in financing GEICO's Regional Office Building in Woodbury. Both buildings are 
similar in design and capacity, each being a modern four-story structure containing 
approximately 250,000 square feet. With respect to both financings,the outstanding 
balance of the long-term debt of GPI on December 31, 1981 was $21,651,219. 

On July 24, 1975, the Company transferred its GEim Plaza and certain 
adjacent property and its Fairfax County, Virginia and Clinton, Maryland 
sales/drive-in facilities, and GPI sold its smithtC7Nl'l, New York, sales/drive-in 
facilities to GWPI. This transfer was financed by a 9-3/8% note due July l, 
20;1.0 which was sold to an institutlvnal investor and secured by an Inienture of 
Md'rtgage and Deed of Trust on the properties and by the assignment to the noteholder 
of a 7-year lease for the GEICO Plaza property, automatically renewable for 4 
successive 7-year terms, be~en GEICO and Gl'IPI. The outstanding balance of the 
long-term debt of GWPI on December 31, 1981 was $24,179,293. 

GEICO also leases office space and drive-in claims facilities in 
various cities in the Unitai States. These leases expire at various times between 
1982 and 1992 with rene-w-al options in a number of cases. In addition, GEICO 
maintains electronic data processing equipnent with a depreciated cost as of 
December 31, 1981 of $7,996,147, located principally at GEICO Plaza. 

-5-
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Item 3, lBJal Proceedings. 

There are no material legal proceedings to which GEIOO Corporation 
is a party or of which the property of GEIOO Corporation is the subject. 

Item 4. Security Ownership of Certain Beneficial OW:ners and Management. 

·' '!be infonnation required by this Item 4 will be furnished to the 
Securities and Exchange Ccmnission (the "Ccmnission") in the Corporation's definitive 
proxy statement to be filed wi.th the Cannission pursuant to Regulation 14A under 
the Securities Exchange Act of 1934 ("the Act") and is incorporated herein by 
reference. 

Item 4A. Executive Officers of the Registrant. 

John J, By'rne, 49, was elected Chainnan of the Board an:'! Chief 
Executive Officer of GEIOO Corporation in November 1978 and was President 
fran Novanber 1978 until Septeniler 1981. He has been Chai:rman of the 
Board and Chief Executive Officer of GEIOO since May 1976 and was President 
of GEIOO fran May 1976 to February 1980. Mr. Byrne has also served as Chainnan 
of the Board of Criterion since May 1981, Resolute Group, Inc. since January 
1981, Resolute Manage:nent Corporation since February 1981, Resolute Reinsurance 
Canpany since March 1981, am CRIVEST since August 1981. Prior to his enployment 
by GEICO, he served with The Travelers Insurance Canpanies, fran 1967 to 1970 
as Director of Variable Annuities; fran 1970 to 1973 as Senior Vice President; 
and fran 1973 to 1976 as Executive Vice President, responsible for casualty
property personal lines and Wividual life, health and financial services. 

Richal:d c. Lucas, 55, was elected Senior Vice President of GEIOO 
Corporation in January 1980 and was its Controller fran November 1978 
until January 1982. Mr. Lucas has been a director of GEICXl since October 
1979, a director of Criterion since March 1980, a director of AVEMOO Corporation 
since Septanber 1981, a director of CRIVEST since July 1981 and its Controller 
and Treasurer since August 1981. Mr. Lucas has also served as a Trustee, 
Controller and Treasurer of Criterion Investment Series Trust since Septanber 
1981. He has served as Senior Vice President of GEIOO since July 1978, 
Vice President and Internal Auditor fran May 1977 until July 1978 and as Vice 
President of Criterion fran June 1981 through Decanber 1981. Prior to his 
employment by GEIOO, Mr. Lucas was self-employed as a consultant at various 
times fran 1973 to 1976. He also served as Vice President, Massachusetts 
Canpany fran 1975 until 1976; Senior Vice President and Chief Financial Officer, 
Financial Services Corporation fran 1974 until 1975; and Vice President, 
lldministration, Bradford Trust Canpany in 1973. 

John M. O'Connor, 52, was elected Secretary of GEIOO Corporation in 
Novanber 1978. He has been Secretary of GEICO, GEFCO and Criterion since 1970, 
the Resolute Group, Inc. since January 1981, Resolute Management Corporation 
since February 1981, Resolute Reinsurance Canpany since March 1981, CRIVEST 
and Criterion Investnent Series Trust since September 1981. 

Louis A. Sinpson, 45, was elected Senior Vice President of GEIOO 
Corpoi:ation and GEIOO in August 1979, a director of GEICO in October 1979, 
a director of Criterion in March 1980, a director and Vice President of 
CRIVEST in July and August of 1981, respectively. Mr. Sinl:>son has also 
served as Vice President of Resolute Group, Inc. since January 1981, Resolute 
Management Corporation since February 1981, Resolute Reinsurance Canpany 
since March 1981, Criterion Invesbnent Series Trust since Septanber 1981, 
Criterion since December 1979 and GEFOO since August 1980. Prior to his enploy
ment with GEICO Corporation Mr. Simpson served as President am Chief Executive 
Officer of Western Asset Management, Los Angeles, California, fran 1977 to 
August, 1979, having joined that finn in 1970. 
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[l:)nald K. Smith, 49, was elected Senior Vice President of GEICX> 
Corporation in January 1980 and has been its General Counsel since Deceni:ler 
1978. He has been a director of GEICX> since May 1979, Criterion since March 
1980, Resolute Reinsurance Cat1pany since March 1981 arrl CRIVE5T since August 
1981. Mr. Smith has also served as General Counsel of Criterion Investment 
Series Trust since Septenber 1981, General Counsel am Assistant Secretary , 
of CRIVEST since August 1981 and0 Seni<"rVice President and General Counsel of 
GEICD since 1977, having setved as GEICD' s Vice Preiildent and General Counsel 
siri'.ce 1972. He previously served as Vice President and General Counsel of 
Criterion fran 1974 to 1979, and General Counsel fran 1972 to 1979. 

William B. Snyder, 52, was elected President of GEICX> Corporation in 
Sept'311ber 1981, a director of GEICX> Corporation in May 1980 an:l a director 
and President of GEICX> in May of 1979 and February of 1980, respectively, 
1i.avin:1 served GEI.cn as Executive Vice President since May 1979 and Senior Vice 
President fran April of 1977 to May of 1979. Mr. Snyder has also served as a 
director of Resolute Group, Inc., Resolute Managanent Corporation and Resolute 
Reinsurance Canpany since March 1982, CRIVEsr since July 1981 and Chainnan of 
the Board of Criterion Investment Series Trust since December 1981. Prior to 
his anployment by GEICO, he served with The Travelers Insurance O:rtpanies, 
fran 1973 to 1977 as Vice President and fran 1955 to 1973 in various other 

;J positions in The Travelers Canpanies. 

w. Alvon Sparks, Jr., 46, was elected a Vice President of GEICO 
Corporation and GEIOO in Noveni:ler 1981, Criterion in January 1982, Resolute 
Group, Inc., Resolute Management Corporation and Resolute Reinsurance Canpany 
in March 1982, having previously setved with GEICO Corporation and GEICO, fran 
July 1978 to August 1980, as Vice President. Mr. Sparks has also served as a 
director of GEFCO since August 1980, Resolute Group, Io::. and Resolute Management 
Corporation since March 1982. Previously Mr. Sparks had served as President 
and Chief Executive Officer of GEFCO .. and its wholly-owned subsidiaries fran 
August 1980 to Novenber, 1981, He served as Senior Vice President and 
Controller of llmerican Finance Managanent Corporation fran December 1970 to 
July 1978. 

All executive officers hold office at the pleasure of the Board of 
Directors. There is no family relationship between the above-namoo executive 
officers of the Corporation. 

PAR!' II 

Item 5, Market for the Registrant's Ccmron Stock and Related Security 
Holder Matters. 

In resp:mse to this Item the material under the caption "CO:mon 
Stock Market Prices and Dividends" (page 24) and the final paragrai;ih of Note C 
(page 34) of the Notes to Consolidated Financial Statements in the Corporation' s 
1981 Annual Report to Shareholders are incorporatoo by referer::v::e. 

Item 6. Selected Financial Data. 

In response to this Item the material under the caption "Selectoo 
Financial Data" (page 16) in the Corporation's 1981 Annual Report t.o Shareholders 
is incorporatoo by reference. 

Item 7. Management's Discussion and Analysis of Financial Condition and 
Results of Operations. 1·:"'::: 

In response td this Item the material under the caption "Manage-
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ment' s Discussion and Analysis of Financial Condition and Results of Opera
tions" (pages lB-24) in'the Corporation's 1981 Annual Rep:>rt to Shareholders 
is incorporated by reference • . ;;. 

Item 8. Financial statements and suwlementar:y Data. 

In response to this Item the consolidated financial stateirents and 
the ootes thereto ccntained in the Corporation's 1981 Annual Report,to Shareholders 
(pages 26 through 40), Suwlemental Financial Infonnation (pages 40 and 41) 
and the Quarterly Highlights of Operating Results (page 41) are incorporated 
by reference. 

PARI' III 

Item 9. Directors and Executive Officers of the Registrant. 

The infonnation required by this Item will be furnished to the Comrl.ssion 
in the Corporation's definitive proxy statement to be filed with the c=nission 
pursuant to Regulation 14A under the Act illld is incorporated by reference. 

Item 10. Management Remuneration and Transactions. 

The infonnation required by this Item will be furnished to the c&imission 
in the Corporation's definitive proxy statement to be filed with the canni.ssion 
pursuant to Regulation 14A under the Act and is incorporated by reference. 

PARr N 

Item 11. Exhibits, Financial Statement Schedules and Reports on Form 8-K 

(a)(l) and (2) List of Financial Statements and Financial 
Statement Schedules 

The following ccnsolidated financial statements of GEICXl Corporation and 
subsidiaries, included in1'the annual report of the registrant to its share
holders for the year ended Decatiber 31, 1981, are incorporated by reference 
in Item 8: 

Consolidated Balance Sheet - Decelliber 31, 1981 and 1980 

Consolidated Statement of Incane - Years Ended Decatiber 31, 1981, 1980 
and 1979 

Consolidated Statements of Redeemable Preferred Stock and Ccrmon 
Shareholders' Equity - Three years Ended Decanber 31, 1981 

Consolidated Statement of Changes in Financial Position -
Years Ended Decanber 31, 1981, 1980 and 1979 

Notes to Consolidated Financial Statements 

The following financial infonnation is included in Item ll(d): 

Report of Independent Accountants 

Finai1cial Statements of GEICXl Corporation (Parent Canpany) 
Balance Sheet - Decelliber 31, 1981 and 1980 
Statement of Incane - Years Ended Decanber 31, 1981, 

1980 and 1979 
Statements of Redeemable Preferred Stock and camon 

Shareholders' Equity - Three Years Errled Decelliber 
31, 1981 

; l 

" 
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Page No. 16 

Page No. 17 
Page No. 18 

Page No. 19 
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statement of Changes• in Financ-.ial Position -
Years EOO.ed Deceni:ler 31, 1981, 1980 and 1979 

Notes tO. Financial Statanents 

~'. 

Schedule :r - Sumnary of :rnvestments-Other Than :rnvesbnents 
in Related Parties (Consolidated) 

Schedule :r:r - 1\moonts Receivable fran Related Parties and 
Underwriters, Praroters, and Employees other Than Related 
Parties (Consolidated) 

Schedule :r:r:r - :rnvestments in, Equity in Earnings of, and 
Dividends Received fran Related Parties (Parm,t Canpany 
and Consolidated) 

Schedule v:r - Reinsurance (Consolidated) 

Schedule v:r:r - Guarantees of Securities of other :rssuers 
(Consolidated) 

= 

Page N:J, 20 

Page No. 21 

Page N:>. 22 

Page N:J, 23 

Pages N:J, 24 & 25 

11 

Page No. 26 

Page N:>. 27 

Schedule v:r:r:r - Valuation and Qualifying Accounts (Consolidated) 

Schedule IX - Sh::>rt-Tenn Bon:a.dngs (Consolidated) 

Page N:>. 

Page N:>. 

28 

29 

The Parent canpany :rnfonnation under Rule 5-04 for Schedules :CI, V:CI and IX is 
included in the canparable Rule 7-05 Schedules II, V:CI and IX, respectively. 

All other schedules to the consolidated financial statements required by 
Article 7 of Regulation s-x arrl all other schedules to the financial 
statements of the registrant requi>:ed by Artid~e 5 of Regulation S-X are 
not required under the related instructions or are inapplicable and therefore 
have been anitted. 

Financial statements of unconsolidated affiliates and 50% or less ~ed 
person accounted for by the equity meth:Jd have been anitted because they. do not, 
considered individually or in the aggregate, constitute a significant subsidiary. 

(a) (3) Exhibits 

Exhibit No. 

3-a 

3-b 

4-a 

4-b 

Description 

Certificate of Incorporation. 

By-laws of GEICO Corporation 
as arnerrled. 

Specimen certificate repre
senting the camon stock, 
$1.00 par value. 

Specimen certificate representing 
the CUmulative Junior Preferred 
Stock, $1.00 par value. 

Reference 

Exhibit 4 to Registration 
Statement No. 2-63138 on 
Ebnn S-14. 

Page N:>. 31 

Exhibit 6(c) to 
Registration Statement 
No. 2-6'3138 filed on 
Ebnn S-14. 

Exhibit 6(c) to Registra
tion Statement N:>. 2-63138 
on Ebnn S-14. 

,,:r--1, 

// 
.'/ 
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4-c Certificate of the Registrant's Exhibit 2(b) to the 
Board of Directors pursuant to Registration Statanent 
Section 151 of the ~eral Corp- file1 on Form 8A on 
oration Law of the State of'' February 28, 1979. 
Delaware fixing the provisions of 
the $. 736 Convertible Series of 
the Cumulative Junior Preferre1 
Stock. 

4-d Specimen Warrant certificate evi- Exhibit 5-c to Registration 
dencing right to purchase shares Statanent N:J, 2-57242 
of catU10n stock. on Fonn s-1. 

4-ec Warrant Agreement date1 May 5, Exhibit 5-c to Registration 
1971, between GEICO and American Statement N:l. 2-39709 on 
Security arrl Trust Canpany. Fonn S-1. 

4··f Arnerrlment to Warrant l\greanent Exhibit l to GEICO's " of May 5, 1971, extending the Fonn 8-K current re-
period during v.hich Warrants lna)t port dated August 31, 

'°'<· be exercise1 arrl reducing the 1978 (date of earliest 
p...--r share exercise price thereof. event reported). 

4-g Indenture dated as of March 15, Exhibit T3C to Amerrlment 
1979 between GEICO Corporation and N:J, l to Fonn T-3 Appli-
Manufacturers Hanover Trust CClll- cation for Qualification 
pany and Fonn of Debenture con- of Indenture Under Trust 
tained therein. Indenture Act of 1939, 

filed on March 6, 1979 
with the Securities and 
Exchange camtl.ssion. 

4-h Irrlenture dated as of June 15, Exhibit 4 to Registration 
1980 between GEICO Corporation and Statement No. 2-70801 
Manufacturers Hanover Trust CClll- on Fonn s-16. 
pany and Fonn of Debenture con-
tained therein. 

9 Proxy Agreement between Berkshire Exhibit 7 to GEICO's 
Hat.haway Inc. and Suburban Trust Fonn 10-K Annual Report 
Canpany. for the fiscal year ended 

Decenber 31, 1977 

10-a Employment Agreement effective Exhibit 13-f to Registra-
May 5, 1976, between GEICO and tion Statement N:l. 2-57242, 
John J, Byrne, together with on Fonn S-1. 
Nonqualified Stock ~tion 
Agreement execute1 in connection 
therewith. 

10-b Employment Agreanent between Exhibit 9 to GEICO 
GEICO and Paul J. Hanna effective Corporation's Fonn 10-K 
July 1, 1978. Annual Report for the 

fiscal year ended 
December 31, 1978, 

-10-
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Exhibit No. 

10-c 
c 

10-d 

10-e 

10-f 

10-g 

10-h 

10-i 

~I 
J/ 

10-j 

10-k 

10-1 

\• 

10-m 

,. 
\) 

Description 
,, 

Consultant Agreanent between 
Alvin E. Kraus and Governrnent 
Employees Insurance Canpany as 
amen'led through March 24, 1981. 

Third Airendment to Consultant 
Agreanent between Alvin E. Kraus 
and Governnent Employees Insurance 
Canpany dated Decariber 18, 1981. 

Consultant Agreanent between 
Criterion Insurance Canpany and 
Alvin E. Kraus effective May 1, 
1981. 

Deferred Canpensation Agreanent 
between Government Employees 
Insurance Canpany an'! Alvin E. 
Kraus dated December 18, 1980. 

Alrerrlment to Deferred Canpensation 
Agreement between GEICO Corporation 
an'! Alvin E. Kraus dated January 19, 
1982 

Retainer Agreanent between 
Criterion Instn:?IlCe Canpany an'! 
Alvin E. Kraus dated May 8, 1980 
together with March 23, 1981 
Mdendum thereto. 

Secom Addendum to Retainer 
Agreement between Criterion 
Insurance Canpany and Alvin E. 
Kraus dated December 18, 1981. 

Consultant Agreanent between 
GEICO Corporation and H. Edward 
Wrapp data:l April 1, 1980. 

Consultant Agreement between 
GEICO Corporation and H. Edward 
Edward Wrapp dated April 1, 1981. 

Goverrrnent Einployees Insurance 
Ccrnpany' s 1973 Stock Option Plan, 
as amendoo. 

Form of Optiop Agreement under 
1973 Stock Option Plan, as 
ameooed, together with form of 
Notice of Intent to Exercise. 

-11-
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Reference 

Exhibit 10-c to GEICO 
(' 

Corporation' s 1T?orm 10-K 
Annual Report \~}>r the 
fiscal year ended 
Decelriber 31, 1980. 

Page No. 46 

Exhibit 10-d to GEICO 
Corporation's Form 10-K 
Annual Report for the 
fiscal year ended 
Decelriber 31, 1980. 

Exhibit 10-e to GEICO 
Corporation's Form 10-K 
Annual Report for the 
fiscal year ended 
Decelriber 31, 1980. 

Page No. 48 

Exhibit 10-f to GEICO 
Corporation's Form 10-K 
Annual Report for the 
fiscal year eooe,'i 
December 31, 1980. 

Page No. 50 

Exhibit 10-g to GEICO 
Corporation's Form 10-K 
Annual Report for the 
fiscal year ended 
December 31, 1980. 

Exhibit 1 to GEICO 
Corporation's Form 10-Q 
for the Quarter Enda:l 
June 30, 1981. 

Page No. 52 

Exhibit 9-b and 9-d to 
GEICO' s Form 10-K Annual 
Report for the fiscal year 
erila:l December 31, 1973. 



0 .:.-

Exhibit No. 

10-n 

10-o 

10-p 

10-q 

10-r 

10-s 

10-t 

10-u 

11 

13 

19 

22 

Description 

Amemment to Fonn of Option 
/},greement under 1973 Stock 
Option Plan ( for e1rployees 
granted rrore than $50,000 worth 
of options) • 

1\merrlment to Fonn of Option 
Agreement umer ;I.973 Stock 
Option Plan (for '"e1rployees 
granted less than $50,000 worth 
of options). ., 

Fonn of Non-Qualified Stock Option 
Agreement, as amended. 

Statement of 1981 Incentive Bonus 
Program. 

Statement of 1982 Incentive Bonus 
Program. 

Executive Health Plan - ~· 

Deferred Canpensation Plan. 

Perfonnance Share Plan, as amerrled. 

Additional Earnings Per Share 
Infonnation. 

Annual Report to Share
holders for the year 
ended December 31, 1981. 

Letter of Ernst & Whinney Regarding 
Change in Accounting Principle. 

Subsidiaries of GEICO Corporation. 

(b) Reports on Fonn 8-K 

Reference 

Page No. 59 

Page No. 61 

Page No. 63 

Exhibit 10-j to GEICO 
Corporation's Fonn 10-K 
Annual Report for the 
fiscal year ended Decercrer 
31, 1980. 

Page No. 66 

Exhibit 5-e to GEICO 
Corporation's Fonn 10-K 
Annual Report for the 
fiscal year ended 
December 31, 1979. 

Exhibit 10 to GEICO 
Corporation's Fonn 10-K 
Annual Report for the 
fiscal year ended 
Decenber 31, 1978. 

Ell'.hibit 10-m to GEICO 
QJ~ration's Fonn 10-K 
Annual Report for the 
fiscal year ended 
Deceniber 31, 1980. 

Page No. 69 

Page No. 70 

Page No. 118 

Page No. 119 

GEICO Corporation did not file any report on Fonn 8-K during the 
three rroriths ended December 31, 1981. 

-12-
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SI~'IURES 

Pursuant to the requiranents of Section 13 or lS(d) of the Securities Exchange J\ct 
of 1934, the re:i istrant has duly caused this ref[)rt to be signed on its behalf by 
the undersignoo, thereunto duly authori:red. 

GEICO CCRroRATIOO 

March 31, 1982 

' \\ 
:.i 
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Pursuant to the requirements of the Securities Exchange Act of 1934, this report has 
been signed below by the following persons on behalf of the registrant and in the 
capacities and on the dates indicated. 

' 
' 

J. Byrne . 
Cha ~an of the ard, C ief 
Executive Officer, Principal 
Financial Officer and Director 

Paul J. Han a 
Vice Chairm of the Board 
and Director /' 

6u-1-G:.-. £. ~7Jk<... 
Will B. Snyder 
Presid and Director 

Thomas E. Bolger 
Director 

uel C. Butler 
irector 

7 

·-·fiiLJNvi )1~' ~ffe\.--
Melvin M. Payne I 
Director 

~!/ ~<-l 
1%'1.~J.lsisco 

irector 

Director 

LU 
Frank A. Weil 
Director 

-tf~u(J~ 
H. Edward WraJp 
Director 

·"'· 

March 31, 1982 
Date 

March 31, 1982 
Date 

March 31, 1982 
Date 

March 31, 1982 
Date 

March 31, 1982 

Date 

March 31, 1982 

Date 

March 31, 1982 
Date 

March 31, 1982 
Date 

March 31, 1982 
Date 

March 31, 1982 
Date 

March 31, 1982 
Date 

• -14-



ANNUAL REPORT ON FORM 10-K 

ITEM ll(d) 

FINANCIAL STATEMENTS AND FINANCIAL STATEMENT SCHEDULES 

YEAR ENDED DECEMBER 31, 1981 

GEICO CORPORATION 

WAS~INGTON, D. C. 

- 15 -
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REPORT OF INDEPENDENT ACCOUNTANTS 

To The Shareholders 
GEICO Corporation 

We have examined the .financial statements and related schedules of GEICO 
Corporation (parent company) end the consolidated financial statements 
and related schedules of GEICO Corporation and subsidiaries listed in Item 
ll(a)(l) and (2) of the annual report on Form 10-K of GEICO Corporation 
for the year ended December 31, 1981. Our examinations were made in 
accordance with generally accepted auditing standards and, accordingly, 
included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances • ... 
In our opinion, the financial statements referred to above present fairly 
the financial position of GEICO Corporation (parent company) and the 
consolidated financial position of GEICO Corporation and subsidiaries at 
December 31, 1981 and 1980, and the results of their operations and changes 
in their financial position for ea~h of the three years in the period ended 
December 31, 1981 in conformity with generally accepted accounting principles 
applied on a consistent basis after restatement of the consolidated financial 
statements for the change, with which we concur, in the method of accounting 
for the investment in Government Employees Life Insurance Company as described 
in Note A to the consolidated financial statements. Further it is our opinion 
that the schedules referred to above present fairly the information set forth 
therein in compliance with the applicable accounting regulations of the 
Securities and Exchange Commission. 

Washington, D.C. 
February 19, 1982 

- 16 -
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ERNST & WHINNEY 
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ASSETS 

Investments in subsidiaries (l) 
GEICO Common Stock 

GEICO CORPORATION 
(PARENT COMPANY) 

BALANCE SHEET 

GEICO Convertible Preferred Stock 
GEICO Facilities Corporation Common Stock 
Resolute Group, Inc. Common Stock 
Resolute Group, Inc. Convertible Preferred Stock 
Criterion Investment Services Company Common Stock 

Cash ai1d cash items: 
Cash 
Short-term investments 

Total Cash and Cash Items 

Other Investments: 
Fixed maturities, at amortized cost (market 

$1,255,000 and $1,340,000) 
Equity securities, at market (cost $1,062,319 

and $1,000,000) 
Total Other Investments 

Notes receivable from subsidiaries (1) 
Note receivable from related party 
Income tax benefit receivable 
Accrued investment income 
Other assets 

Total Assets 

LIABILITIES AND" SltAREHOLDERS' EQUITY 

Liabilities 

Dividends payable 
Accrued interest payable 
Amounts payable on security purchases 
Accrued expenses and accounts payable 
Due to subsidiaries (1) 
Notes payable 
Long-term debt 

Total Liabilities 

Redeemable ?referred Stock: 
Cumulative Junior Preferred Stock, $.736 Convertible 
Series"-:- $1.00 par value, $9.20 redemptic;m value, 
15,000,000 shares authorized, 226,776 and 676,801 
shares issued and outstanding (aggregate 
liquidation value $2,267,760 and $6,768,010) 

Common Shareholders' Equity: 
Common Stock - $1.00 par value, 60,000,000 shares 
authorized, 30,112,593 and 29,011,638 shares issued 
and 20,143,681 and 20,263,305 shares outstanding 

Paid-in surplus 
Unrealized depreciation of investments 
Retained earnings 
Treasury Stock, at cost (9,968,912 and 8,748,333 

shares of Common Stock) 

Total Common Shareholders' Equity 

Total Liabilities and Shareholders' Equity 

(1) Eliminated in consolidation 

See notes to financial statements 
... 17 -

December 31, 
1981 1980 

$252,245,515 
68,791,664 

119,036 
4,471,489 

10,801,361 
50,000 

696,910 
431,000 

1,127,910 

2,000,000 

1,463,844 
3,463,844 
1,525,000 

962,500 
935,638 
101,594 
560,763 

$209, 123. 648 
68,791,664 

48, 916 

32,476 
4,100,000 
4, 132,476 

2,000,000 

1,551,518 
3,551,518 

125,000 
962,500 

10,984,588 
101,502 
496,533 

$345,156,314 $298,318,345 

$ 44,616 
2,656,361 

224,735 
5,566,132 

150,545 
6,000,000 

91,610,100 

106,252,489 

2,086,339 

30 ,112. 593 
144,316,100 
(ll,483,227) 
206,641,151 

(132,769,131) 

236,817,486 

$345,156,314 

$ 127,032 
2,535,100 

395,001 
6,250,678 

222,832 
5,ooo,ooo 

91,610,100 

106,140,743 

6,226,569 

29,011,638 
138,137,037 
(10, 780, 755) 
133,628,865 

(104,045,752) 

185,951,033 

$298,318,345 



GEICO CORPORATION 
(PARENT COMPANY) 

STATEMENT OF INCOME 

For The Year Ended December 31, 

Revenue: 
Dividends from GEICO (1) 
Interest from subsidiaries (1) 
Management fees from subsidiaries 
Other investment income 

Total Revenue 

Expenses: 
Interest paid to GEICO (1) 
Other interest 
General and administrative 

Total Expenses 

(1) 

Income before income tax benefit, equity in 
undistributed income, realized gains (losses), 
and extraord.inary item 

Income tax benefit from operations 

Income before equity in undistributed income, 
realized gains (losses), and extraordina•y item 

Equity in undistributed operating income (loss) 
of subsidiaries (1) 

GEICO 
GEICO Facilities Corporation 
Resolute Group, Inc. 

.,operating Income 

Realized gains (losses) on sale of investments (2) 
: Equity in realized gains (losses) of GEICO on sale 
' of investments (1)(2) 

Income before extraordinary item 

Eq'!itY in GEICO;s utilization of operating loss 
cil.rryforward (l) 

Ne't Income ,. 
,.1,_, 

,., 

(1) Eliminated in consolidation 

1981 1980 1979 - - -
$47,000,000 

141,691 
2,445,935 
1,859,481 

51,447,107 

78,842 
10, 893. 692 

7,875,549 

1818481083 

32,599,024 

616261154 

39,225,178 

24,863,934 
70,119 

2721850 

64,432,081 

1,484 

1818521409 

83,285, 974 

$83 ,285. 974 

$42,000,000 
1,375 

2,395,504 
1,382,298 

45, 779, l 77 

119, 921 
9, 981°, 738 
9,826,837 

1919281496 

25,850,681 

7,4891561 

33,340,242 

26,304,913 
(1,084) 

59,644,071 

219,174 

8991276 

60,762,521 

$60,762,521 

$40,000,000 

953,433 

40,953,433 

6,029,481 
1,255,665 

7,285,146 

33,668,287 

2,913,832 

36,582,119 

22,967,370 

59,549,489 

(52,250) 

(671,540) 

58,825,699 

15,456,487 

$74,282,186 

(2) Net unrealized appreciation (depreciation) on investments in stocks by GEICO of 
'($594 ,477), $2,564 ,822 and ($4 ,426,470) and by the parent company of ($107, 995), 
($171,845) and $311,309 is reflected directly in shareholders' equity. 

See n.otes to financial statem¢nts 
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CKIG<l CORPOMTION 
(PARENT COMPANY) 
STATr:tll!llTS Of R!DF.f.llARLK PR!f!RR!D STOCK 
AND COltlOll SllARKllOLDERS' EQUITY 
For the threft yenra ended Oece•ber ll, 1981 

CU91ulatlve 
Jun tor 

· Preferred C09fl0n Shnrebolder•' Eiult! 
Stnok, $. 736 Unro111liza 
convertible Co..an Pdd-ln llepreclatton Retftlncd Treasury Stock, 

Serie• Total Stock Surl!lua of lnve• taent• Eftrntna• At Co•t 

lnlance at Dece•ber 31, 1978 $ $ $ $ $ $ $ 

Corporate leorgnnlzntlon 72,078,245 10,728,618 18,567,574 100,068,045 (9,058,571) 39,lH,570 

lxchanRe o( CoRvertlble PrefettPd Stock (35,860,965) 35,860,965 7, 795,862 28,065, !n3 

Retlre.ent of Convertible Preferred 
Stock and purc111ae of Cn•on Stockt 

For $7].J •lllton of _bebenturet1 (13,444,162) (59,8U,137) (15,782,278) (44,060,459) 

For Cfl•h (5,270,680) (11,007,510) (5,098,810) (5,908,700) 
" 

Proceed• fro• exerclne of etock 
opttona and ntl1er (59, 901) (268,591) (12,857) (:\55,'134) 

Net tncoiae for 1979 74,282,186 74,282,186 

Dividend• on Convertlble Preferred 
Stock ($.736 per ohore) (3,2ft4,210) (3,284,210) 

Dtvl1lend1t on Cn.-on Stock ($.36 per ahare) (6,722,416) (6,722,416) 

Unre1tllzed depreclstlon of lnve•t•ent 
ln etncka, net of tax benefit of $1,51R,672 ~4,115,161) : (4_, 115, 161) 

lnlance at Deceahcr ll. 1979 17,442,537 173,631,144 26,350,579 121,8711414 (13,173,132) 82,546,042 (49,969,159) 

I-' 
Exchange of Convertible Preferred Stock (I I ,215, 968) 11,215,968 2,438,254 8, 111, '.i\14 

"' 
Proceed• f roa exerclee of •tock option• 1,043,822 222,805 821,017 

Purchaee of ColllMln Stocki 
for $18.3 allllon of Debenture• (IB,323,200) (18,323,200) 

For caah (35,753,393) (35,751,393) 

Net lncOtl\e for 1980 60,762,521 60,762,521 

Otvldende on Convertible Preferred 
Stock ($.736 oorloa) (743,304) (743,304) 

Dlvl1lend11 on Co..an Stock ($.43 per •hare) (8,936,394) (8,936,394) 

Unreallied appreciation of lnveataent tn 
atocka, net of tax effect of $1,163,174 2,392,977 2,392,977 

lncoae tax henef tt fro. exercise of atock 
option• 660,892 660,892 

ftalance at Dece•ber 31, 1980 6,226,569 185,951,033 ' 29,0ll,638 138,137 ,031 '(I0, 780, 755) 133,628,865 (104,045,752) 

Exchan1e of Convertible. Pref erred Stock (4,140,230) 4, 140,230 900,050 J,240,180 

Proceed• fro• exerclae of atock option• 248,768 32,906 215,862 

Purchane of Co..an Stock (28, 723 ,319) 
(28,723,319) 

11ttn1ance nf perforai.inco ahar'I!• 2,866,481 167,999 2,698,484 

Net lncnae f nr 1991 ftl,285,974 81,285, 974 

Dlvl1lcnd1t on Convertlhle Preferred 
Stock ($.736 aerie•) (295,143) (295,143) 

Dlvl1lenda on Co.on Stock ($.48 per 11l1nre) (9,978,545) (9,978,545) 

Unrealized depreclatlnn of lnveat1H1nt (702,472) 
ln atock1t, net of tax benefit of $118,960 (702,472) 

lncoae tax benef lt fr°" exerclae of 
atock ortlon• 24,531 24,537 

ftnlance at neceaher JI, l98l • Z,086,339 ~~ •10, 112, 593 $144,316,100 $(11,483,227) $206,641~.! $03,..2~':.3.!l 

See note• to flnanctal •tateaent• 



GEICO CORPORATION 
(PARENT COMPANY) 

STATEMENT OF CHANGES IN FINAl~CIAL POSITION 

FUNDS PROVIDED 

For The Year Ended December 31, 
1981 1980 1979 

Income before extraordinary item $83,28'5, 974 $60, 762,521 $58,825,699 
Charges (credits) to earnings not involving funds: 

Equity in undistributed income before extra-
ordinary item (1) 

GEICO 
GEICO Facilities Corporation 
Resolute Group, Inc. 

Income taxes 
Increase (decrease) in amounts due 
subsidiaries (1) 

Other 

Cash provided from operations 
Issuance of Debentures 
Sale of investments 
Redemption of GEICO Convertible Pref erred Stock 
Issuance of shares in connection with corporate 
reorganization (1) 

Conversion of Convertible Preferred Stock: 
Increase in Common Stock 
(Decrease) in Preferred Stock 

Increase in notes payable, net 
Proceeds from exercise of stock options 

(1) 

Increase (decrease) in amounts payable on security 
purchases 

Co1tm1on Stock issued under performance share plan 
Reduction in performance share liability 

Total Funds Provided 

FUNDS APPLIED 

Purchase of investments 
Purchase of Convertible Preferred Stock (Retired) 
Purchase of Common Stock (Treasury) 
Cash dividends patd to shareholders 
Investments in subsidiaries (1) 

GEICO Convertible Pref erred Stock 
GEICO Cormnon Stock 
GEICO Facilities Corporation Common Stock 
Resolute Group, Inc. Common Stock 
Resolute Group, Inc. Convertible Preferred Stock 
Criterion Investment Services Company Common 
Stock 

Increase in notes receivable from subsidiaries (1) 
Increase in note receivable from related party 
Other 

Total Funds Applied 

Increase (Decrease) in Cash 

Cash Beginning 

Cash, Ending 

(1) Eliminated in consolidation 

See notes to financial statements 
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(43,716,343) 
(70,119) 

(272,850) 
10,159,657 

(72,287) 
2,251,467 

51,565,499 

4,100,000 

4,140,230 
(4,140,230) 
1,000,000 

273,305 

(170,266) 
2,866,483 

(27,204,189) 
1,084 

(7,489,561) 

310,557 
6,141,587 

32,521,999 
18,323,200 
33,042,165 
4,000,000 

11,215,968 
(11,215, 968) 

5,ooo,ooo 
1,043,822 

395,001 

(2,866,483) ___ _ 

56, 768,538 94,326,187 

431,000 29,688,346 

28,723,379 54. 076, 593 
10,356,104 9,905,608 

50,000 
5,ooo,ooo 

10,000,000 

50,000 
1,400,000 125,000 

962,500 
143,621 

56,104,104 94,808,047 

664,434 (481,860) 

32,476 514 I 336 

$ 696. 910 $ 32,476 - .... --

' 

(22,295,831) 

(2,913,832) 

2,278,459 

35,894,495 
73,286,900 

140,460, 953 

220,806,863 

35,860,965 
(35,860, 965) 

470,449,211 

149,909,240 
39,595, 930 
49, 969, 159 
9,653,683 

72,078,245 
148,728,618 

469,934,875 

514,336 

$ 514,336 



GEICO CORPORATION 
(PARENT COMPANY) 

NOTES TO FINANCIAL STATEMENTS 

December 31, 1981 

The following notes to finanical statements of GEICO Corporation (parent company) 
include only that information which is different from or in addition to 
information presented in the consolidated financial statemen·ts and notes thereto 
of GEICO Corporation and subsidiaries included elsewhere or 'incorporated by 
reference in this Form 10-K Annual Report. The financial statements and notes 
thereto of GEICO Corporation (parent company), therefore, should be read in 
conjunction with the consolidated financial statements and notes thereto of 
GEICO Corporation and subsidiaries. 

NOTE A: Accounting Policy 

On January 31, 1979 GEICO Corporation became the parent company of Government 
Employees Insurance Company (GEICO). ••Pursuant to an Agreement and Plan of 
Reorganization approved by the Shareholders the outstanding Common Stock and 
Cumulative Convertible Preferred Stock of GEICO were converted into Common Stock 
and Cumulative Junior Preferred Stock, $.736 Convertible Series, respectively, 
of GEICO Corporation on a share for share basis and the authorized capitalization 
of GEICO Corporation was increased. In Decembe·r 1980, GEICO Corporation formed 
GEICO Facilities Corporation, a wholly-owned property subsidiary. In 1981 GEICO 
Corporation formed Resolute Group, Inc., a wholly-owned property and casualty 
reinsurance subsidiary, and Criterion Investment Services Company, a wholly-owned 
investment adviser and broke·c-dealer subsidiary. GEICO Corporation carries its 
investments in GEICO, GEICO Facilities Corporation, Resolute Group, Inc. and Criterion 
IJtvestment Services Company at its equity in !:he subsidiaries' m•':. assets. 

NOTE B: Management Fees 

GEICO Corporation provides various executive and advisory services to its subsidiaries, 
for which the Corporation receives management fees. 

NOTE C: Performance Share Plan 

Charges of $1,877, 959, and $2,605, 718 relating to awards made to key executives .of. 
the Corporation and subsidiaries under the performance share plan as discussed in 
Note J to the Consolidated Financial Statements, were made against earnings of the 
Corporation in 1981 and 1980, respectively. 

NOTE D: Employee Benefits 

The cost to the Corporation of the defined benefit plan, as discussed in Note L 
to the Consolidated Financial Statements, was $166, 590 and $118, 906 'in 1981 and 
1980, respectively. 
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SCHEDULE I - SUMMARY OF INVESTMENTS - OTHER THAN INVESTMENTS IN RELATED PARTIES 

Type of investment 

Fixed maturities: 

Bonds: 
United States Government and 

government agencies and 
authorities 

States, municipalities and 
political subdivisions 

Foreign governments 
~, All other corporate bonds 
I , 
uledeemable preferred stocks 

\~total fixed maturities 

Equity securities: 

Common stocks: 
Banks, trust and insurance 

companies 
Industrial, miscellaneous 

and all other 
Nonredeemable preferred 

stocks 
<\ 

Totar equity securities 

Short-term investments 

Total investments 

g~ICO CORPORATION 
DECEMBER 31, 1981 

In Thousands 

Cost or Amortized 
Cost 

$ 57 ,077 

482,271 
970 

6,500 
41,909 

588,,727 

20,522 

156,756 

83,118 

260,396 

73,392 

$922. 515 

-22-

;) 

Market 
Value 

$ 51,116 

300,255 
691 

4,212 
36,300 

f$392,574 

1 I /I 

$ 21,936 

169, 152 

52,828 

$243. 916 

{) 

Amount at Which Shown 
in the Balance Sheet 

$ 57 ,077 

482,271 
970 

6,500 
41,909 

588,727 

21, 936 

169,152, 

52,.828 

243,916 

73,392 

$906,035 



f ,( 
SCHEDULE II - AMOUNTS RECEIVABLE FROM RELATED PARTIES 

AND UNDERWRITERS, PROMOTERS, AND EMPLOYE!!;S OTHER THAN RELATED PARTIES 

Name of 
Debtor 

Balance At 
Beginning of 

Period 

John J. Byrne $962,500(1) 

(, 
GEICO CORPORATION 

YEAR ENDED DECEMBER 31, 1981 
In Thousands 

1/ 
Deductions 

Amounts Amounts 
Additions Collected Written Off 

,, 

Balance At 
End of Period 

Not 
Current Current 

$962,500 

(1) In 1980 the Co.rporation, with the approval of the Board of Directors, accepted notes 
for $962,500 from the Chairman of the Board payable on demand with interest at 6% 
per annum in return for the issuance of 209, 741 shares of Common Stock to him •1pon 
exercise of options granted in 1976. In consideration of the Corporation agreeing 
to allow exercise by means of demand notes, the Chairman agreed to extend his term 
of employment. ..· 

,, 
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SCHEDULE III - INVES'!!l!!NTS IN, EQUITY IN EARNINGS 
OF, AND DIVIDENDS RECEIVED FROM RELATED PARTIES 

GEICO CORPORATION 
(PARENT COMPANY) 

THREE YEARS ENDED DEr.EMBER 31, 1981, 1980 •nd 1979 
In Thousand• 

Balance At 
Be,inntns Of Period Addition• Deductions 

1) (2) (I) (2) 
Nu•ber Of Equity Taken 

r 
Sharee Or Up In Earning• 

Units. (Losaea) Of I Principal Related 
A11<>unt Of Parties 

Naae of taauer And Bonda And Allount In For 
D•1crt2tion of Inve1tment1 Notes Dollar• The Period Other 

Year Ended Dece•ber 31, 19Rl: 
Wholly-ovned aubaidiarieai 

Governaent Employees 
tnBurance CoMpany 

C011111on Stock 18,775 $209,124 $ 85,321 $ -o-
100% 

209,124 eS,321 -o-
Convertible Pref erred 

Stock 7,331 68, 792 51395 
100% 

$277. 916 $ 90, 716 s -0-

GEICO Facilities Corporation 
Cotman Stock l $ 49 $ 70 s -o-

100% 
Resolute Group, Inc. 

Co-on Stock $ -o- $ (528) $ .,5,000(g) 

Convertible Pref erred Stock -0- 801 10,000(g) 

s -o- $ 273 s 15,000 

Criterion lnveatntent 
Services COJ11t8nY 

C<>Wl90n Stock $ -0- $ -o- $ 50(h) 

Tear Ended Dece•ber 31, 1980: 
Wholly-owned aubaidia~iea: 

Government Employeea 
Insurance Company 

Co..an Stock 18,775 $180,253 $ 63,735 s 2,565(c) 
100% 

180,253 63,735 2,565 
Convertible Preferred 
Stock 7,731 

100% 
72,545 51469 

$252,798 s 69,204 $ 2,565 

GEICO Facilities Corporation 
tibftl!ltOn Stock $ -o- $ (l) $ 50(f) 

Tear Ended December 31, 1979: 
Wholly-owned subsidiary: 

Govern11ent !aployeea 
Insurance Co11tpany 

Co•on Stock $ -o- $ 72,063 $148, 729(a) 
955(b) 

-o- 72,063 149,684 
Convertible P'teferred 
Stock -0- 51689 72 1078(a) 

$ -0- $ 77,752 $221, 762 

(a) Equity ovnerehlp and capital changes pursuant to plan of reorganization 
(b) Conversion of Convertible Preferred Stock to C01110n Stoclt 

(I) 

Diatribution 
Of Earnings 

By Peraona In 
Which Earnings 
(Loasea) Were 

Taken UI! 

$41,605 

41,605 

51395 

$47,000 

$ -o-

s -o-

$ -o-

$ -0-

$36,458 

36,458 

51542 

$42,000 

$ -o-

$35, 733 

35, 733 

4,267 

$40,000 

(c) Equity in unrealized appreciation (depreciation) on in~est .. nts in equity securities 
(d) Redetaption of 400,000 sharea of Convertible Preferred Stock for $4 million 

(2) 

Other 

$ 594(c) 

-s94 

$ 594 

$ -o-

$ -o-

$ -o-

$ -o-

$ 320(d) 
__lli(•) 

971 

3,680(d) 

~ 

$ -o-

$4,426(c) 
1 1 ~35(a) 

• l 

~(b) 

~ 

(e) Adjustlftent to buiB of invostments sold to GEICO to ref.lect elimination of intercO"Jl&ny gain 
(f) Capitalization of GEICO Facilities Corporation in December, 1980 
(g) Capitalization of Resolute Group, Inc. in 1981 
(h) Capitalization of Criterion Investment Services Company in 1981 
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Balance At 
End of Period 

(1) (2) 
Number Of 
Shares Or 

Units. 
Principal 
Amount Of 
Ronda And AtlOunt ln 

Notes Dollars 

18,775 $252,246 
100% 

252,246 

7,331 68,792 
100% 

$321,038 

1 $ 119 
100% 

l $ 4,472 
100% 

2 10,801 
100% 

$ 15,273 

l $ 50 
100% 

18,775 $209,124 
100% 

20§,124 

7,331 
100% 

68,792 

$277 ,916 

1 $ 49 
100% 

lB,775 $180,253 
100% 

180,253 

7,731 72,545 
100% 

$252,798 



c 

/JI 
SCHEDULE !II - INVESTMENTS IN, EQUITY IN EARNINGS 

OF, AND DIVIDENDS RECEIVED FROM RELATED PARTIES - CONTINUED 

GEICO CORPORATION 
(CONSOLIDATED) 

THREE YEARS ENDED DECEllllER 31, 1981, 1980 and 1979 
In Thousands 

Balance At Balance At 

Besinning Of Period Additions Deductions End of Period 
(2) (1) (2) 

Number Of 
Shares Or 

Units. 
Principal 
Amount Of 

Name of Issuer And Bonds And 
De:•cription of Investments 

Year Ended December 31, 1981: 
Government· Employees Life 
Insurance Company 

Common Stock 

Government Employees 
Financial Corporation 

Common Stock 

AVEMCO Corporetion 
Common Stock 

Total investment in 
Government Employees 
Financial Corporation 
and AVEMCO Corporation 
Common Stock 

Year Ended December 31, 1980: 
Government Eftll'loyees Life 
Insurance Company 

Camon Stock 

Government Employees 
Financial Corporation 

Comm.on Stock 

AVEMCO Corporation 
Common Stock 

Total investment in 
Govermaent Employees 
Financial Corporation 
and AVEMCO Corporation 
Common Stock 

Year Ended Decetaber 31, 1979: 
Government E2ployees Life 
Insurance Company 

Cotmnon Stock 

Government Employees 
Financial Corporation 

Common Stock 

Notes 

2, 926 
65.5% 

807 
67.4% 

558 
22.3% 

2,926 
65.3% 

805 
67.6% 

2,898 
64. 7% 

688 
58.4% 

Amount In 
Dollars 

s 52,221 

$ 13,102 

$ 20,191 

$ 49,949 

$ 14,280 

$ 14,280 

$ 45,929 

s 12,033 

( 1) (2) (1) 

Equity Taken 
Up In "Earnings Distribution 

(LOHOI) Of Of Earnings 
Related By Pt!rsons In 
Parties Which Earnings 

For (Loaaes) Were 
The Period Other Tak.en Up 

s 4,006 s 309(c) s 2,926 

s (424) $ -a- s 16 

772 _35(a) 287 

$ 348 s v 35 $ 303 

$ 4,574 s -a- s 1,814 

$ (l,056) s 19(a) s 121 

916(d) 
252 61222(a) 138 

., 

.. 
$ (804) s 7,157 s 259 

s 553(c) 
s 4,360 s 39l(a) s 1,284 

s 1,302 s l,433(a) $ 422 

(a) Addi~ional purchase of co'lllll.on ~hares 
(b) Sale of ownership interest in Government Employees Life Insurance Company. See notes co 

consolidated financial statements 
(c) Equity in unrealized appreciation (depreciation) on investments in equity securities 

and other 
(d) Transfer of cost of shares purchased during 1979 co investment in affiliates due to 

increase in ownership during 1980 ' 
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(2) ( 1) 
Number Of 
Shares Or 

Units. 
Principal 
Amount Of 
Bonds And Amount In 

Other Notes Dollars 

$53, 610(b) s -a-

$ 3(c) 807 
07.4: 

$ l:?.,659 

__ 1~8:!!:6(c) 562 
22.5% 

7,423 

s 189 

s 488(c) 2,926 s 52,221 
65.5% 

$ 20(c) 807 s 13,102 
67.4% 

163(c) 558 7 089 
22.3% 

$ 183 s 20,191 

s -o- 2,926 s 49, 949 
65.3% 

s 66(c) 805 s 14,280 
67 .6% 
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SCHEDULE VI - REINSURANCE ? 

GEICO CORPORATION 
THREE YEARS ENDED DECEMBER 31, 1981 

In Thousands 

Year ended December 31, 1981: 

Premiums earned 

Accident and health 
insurance 

Property and liability 
insurance 

Total premiums earned 

Year ended December- 31, 1980: 

Premiums earned 

Accident and health 
insurance 

Property and liability 
insurance 

Total premiums earned 

Year ended December 31, 1979: 

Premiums earned 

Accident and health 
insurance 

Property and liability 
insurance 

Total premiums earned 

Gross 
amount 

$ 579 

658, 731 

$659,310 

$ 160 

624,043 

$624,203 

$ 50 

607,266 

$607,316 

Ceded to Assumed 
other from other 

co!!!J!anies companies 

,~, 

$ 145 $ 771 

10,359 7,092 

$10,504 $7,863 

$ 40 $ -
10,458 6,415 

$10,498 $6,415 

$ l2 $ 

10,837 5,086 

$10,849 $5,086 
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~et 

amount 

$ l,205 

655,464 

$656,669 

$ 120 

620,000 

$620,120 

$ 38 

601,515 

$601,553 

Percentage 
of amount 

assumed 
to net 

64% 

l% 

(;, 

l% 

1% 



Name of Issuer of 
Securities Guaranteed 

By Registrant 

Government Employees 
Financial Corporation 

SCHEOULE VII 
GUARANTEES OF SECURITIES OF OTHER ISSUERS 

GEICO CORPORATION 
December 31, 1981 

In Thousnnds 

Title of Issue 
of Each Class of 

Securities Guaranteed 

Commercial Paper (a) 

Total Amount 
Guaranteed And 

Outstanding 

$15,000 

Amount Owned 
By Registrant 

$ -o-

Amount In 
Treasury of Issuer of 
Securities Guaranteed 

$ -o-

(a) Under an agreement dated August 12, 1980, as amended, the Corporation is committed to guarantee 
up to $15.0 million of GEFCO commercial paper, if any, maturing through May 31, 1982 for which 
the Corporation receives a fee at an annual rate of $18, 750. 

Nature of 
Guarantee 

Principal 
and interest 

Nature of 
Any Default 

None 



Description 

Year Ended December 31, 1981: 

Allowance for amounts 
uncollectible on cancelled 
policies 

Year Ended December 31, 1980: 

Allowance for amounts 
uncollectible on cancelled 
policies 

Year Ended December 31, 1979: 

Allowance for amounts 
uncollectible on cancelled 
policies 

SCHEDULE VIII - VALUATION AND QUALIFYING ACCOUNTS 

GEICO CORPORATION 
THREE YEARS ENDED DECEMBER 31, 1981 

In Thousands 

Balance at Beginning 
of Period 

$ 1,200 

$ 1,075 

$ 1,225 ----

A D D I T I 0 N S 
Charged to Costs 

and Expenses 

$ 1, 269 

$ 1,347 

$ 1,153 

Charged to Other 
Accounts- Describe 

Note 1~ 
\\ 

The deductions from the allowance ·during the three years ended December 31, 1981 
represent the net write-off of amounts not collected on cancelled policies. 

Deduction
Note l 

$ 1,419 

$ 1,222 ---

$ 1,303 , 

Balance at 
End of Period 

$ 1,050 --a·--

$ 1, 200 --

$ 1,075 
~-



Category 'Of Aggregate 
Short Term Borrowings 

Year Ended December 31, 1981: 

Notes Payable to banks (1) 

Year Ended December 31, 1980: 

Notes Payable to banks (1) 

Year Ended December 31, 1979: 

SCHEDULE IX - SHORT TERM BORROWINGS 
GEICO CORPORATION 

THREE YEARS ENDED DECEMBER 31, 1981 

Balance At 
End of Period 

$6,000,000 

$5,000,000 

Weighted Average 
Interest Rate 

15.75% 

14.54% 

Maximum Outstanding 
During the Period 

$6,000,000 

$5,000,000 

Average Amount 
Outstanding During 

The Period (2) 

$1, 297 ,260 

$3,333,333 

(1) Demand notes payable to banks represent borrowings under lines of credit borrowing arrangements which 
have no termination date but are reviewed periodically for renewal. 

(2) Computed by averaging the daily amounts outstanding. 

(3) Computed by dividing the interest expense for the period by the average amount outstanding during the 
period. 

Weighted Average 
Interest Rate 

During the Period (3) 

19.02% 

14,54% 
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BY-L.l:\WS 

bf 

GEICO CORPORATION 

ARTICLC: I 
Off ices 

Revised 5/20/81 

SECTION 1. Registered Office. The registered 
office of the Corpoi:ation in the State of Delawai:e shall be 
at 100 West Tenth Street, City of Wilmington, County of New 
Castle. The name of the i:egistered agent in charge thereof 
is the Corporation Trust Com~ny. 

SECTION 2. Other Offices. The Coi:poi:ation may 
also have offices at other places either within or without 
the State of Delaware. 

ARTICLE II 
Meetings of Stockholders 

SECTION 1. Annual Meetings. The annual meeting 
of the stockholders for- the election of directo .. rs and for 
the transaction of such other business as may properly come 
before the meetings shall be held at such place (within or 
without the State of Dela\'lai:e), date and hour as shall be 
designated in the notice thereof. 

SECTION 2. Special Meetings. A special meeting 
o.f the stockholders for any purpose or purposes may be called 
by the Board, the Ch,,,.Erman of the Board, pr the Pi:esident to 
to be held at such place (within or witho\\t the State of 
Delaware), date and hour as shall be designated in the notice 
thereof. 

SECTION 3. Notice of Meetings. Except as otherwise 
expi:essly i:equired by law, notice of each meeting of the 
stockholders shall be given not less than 10 noi: more tqan 60 
days before the date of the meeting to each stockholder: 
entitled to vote at such meeting by mailing such notice) 
postage prepaid, directed to the stockholder at his address 
as it appqai:s on the recoias of the Cor;poration. Every such 
notice shall state the place, date and hour of the meeting 
and, in the case of a "i?~;;;ial meeting, the purpose or purposes 
fo;:c.··•::hich the mee,.ting f:S>lalled. Except as otherwise expressly 
reqi:i-l:'red by law,/:1Jotice of any adjourned meeting of the 
stockholdei:s need hot be given. Notice of any meeting of 
stockholders shall not be required to be given to any 
stockholder who shall attend such meeting in person or by 
proxy, except when the stockholder attends a meeting for the 
express purpose of objecting, at the beginning of the meeting}' 
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to the transaction of any business because the meeting is not • 
lawfully called or ·convened. l'. written waiver of notice, I 
signed by t~e persondentitl~d thereto, whether before or / 
after the time state therein, shall be deemed equivalent 
to notice. 

SECTION 4. List of Stockholders. It shall be 
the duty of the Secretary or other officer of the Corporation 
who shall have charge of its stock ledger to prepare and 
make, at least 10 days before every meeting of the stock
hold~rs, a complete list of the stockholders entitled to 
vote thereat, arranged in alphabetical order, and showing 
the address of each stockholder and the number of shares 
registered in the name of each,stockholder. Such list 
shall be open to the examination of any stockholder, for 
any purpose ge1rmane to the meeting, during ordinary business 
hours, for a pkriod of at least 10 days prior to the 
m~=ting either at a place specified in the notice of the 
me:.:ting within the city 1-1here the meeting is to be held, 
or~ if not so specified, at the place where the meeting is 
to be held. Such list shall also be produced and kept at 

· the time and place of the meeting during the whole time 
thereof, and may be inspected by any stockholder who is 
present. 

SECTION 5. Quorum. At each meeting bf the stocl:
holders, except as otherwise expressly required by law or by 
the Certificate of Incorporation, stockholders holding a 
majority of the shares of stock of the Corporation issued 
and outstanding, and entitled to be voted thereat, shall be 
present in person or by proxy to constitute a quorum for 
the transaction of business. In the absence of a quorum at 
any such meeting or any adjournment or adjournments thereof, 
a majority in voting interest of those present in person or 
by proxy and entitled to vote thereat, or in the absence 
therefrom of all the s~bckholders, any officer entitled to 
preside at, or to act as secretary of, such meeting may 
adjourn such meeting from time to time until stockholders 
holding the amount of stock requisite fo~ a quorum shall be 
present in person or by proxy. ·At any such adjourned 
meeting at which a quorum may be present any business may 
be transacted which might have been transacted at the 
meeting as originally called. 

SECTION 6. Organization. At each meeting of the 
stockholders, one of the following shall act as chairman of 
the meeting and preside thereat, in the following order of 
precedence: 

(a) the Chairman of the Board; 
(bl the President; 
(.c) any other officer of the 

Corporation designated b'.;' the Board or the 
Executive Committee to act as chairman of such 

-S.;2-
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meeting and to preside thereat if the Chairman 
of the Boai:d and the PresidenJ: shall be absent 
from such meeting; or 

(d) a stockholder of record of the 
Corporation who shall be chosen chairman of such 
meeting by a majority in voting interest of the 
stockholders present in person or by proxy and 
entitled to· vote thereat. 

The Secretary, or, if he shall be presiding over the 
meeting in accordance with the provisions of this Section, 
or, if he shall be absent from such meeting, the person G 
(who shall be an Assistant Secretary, if an Assistant 
Secretary shall be present t~ereat) whom the chairman of 
such meeting shall appoint, shall act as secretary of such 
meeting and keep the minutes thereof. 

SECTION 7. Orde.r of Business.. The order of bus i
ness at each meeting of the stockholders shall be determined 
by the chairman of such meeting, but such order- of business 
may be changed by a majority in voting interest of those 

·present in person or by proxy at such meeting and entitled 
to vote thereat. 

SECTION 8. Voting. Except as othefwise provided 
in the Certificate of Incorporation, each stockholder shall, 
at each meeting of the stockholders, be entitled to one 
vote in person or by proxy for each snare of stock of the 
Corporation held by him and registered in his name on the 
books of the Corporation: 

(a) on the date fixed pursuant to 
the provisions of Section 5 of Article VIII of 
these By-Laws as the record date for the 
determination of stockholders who shall be 
entitled to receive notice of and to vote at such 
meeting, or 

(b) if no record date shall have 
been so fixed, then at the close of business on 
the day next preceding the day on which notice· of 
the meeting shall be given. 

Shares of
1 
its own stock belonging to the Corporation or to 

another corporation, if a majority of the shares entitled 
to vote in the election of directors of such other corpora
tion is held by the Corporation, shall neither be entitled 
to vote nor counted for quorum purposes. Any vote of 
sto··k of the Corporation may be given at any meeting of the 
stockholders by the stockholders entitled thereto in person 
or by proxy appointed by an instrument in writing delivered 
to the Secretary or an Assistant Secretary of the Corporation 
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or the secretary of the meeting. The attendance at any 
meeting of a stockholder who may theretofore have given a 
proxy shall not have the effect of revoking the same unless 
he shall in writing so notify the Secretary of the meeting 
prior to the voting of the proxy. At all meetings of the 
stockholders all matters, except as otherwise provided by 
law or in these Bylaws, shall be decided by the vote of a 
majority of the votes cast by stockholders present in person 
or by proxy and entitled to vote thereat, a quorum being 
present. Except as otherwise expressly required by law, the 
vote at any meeting of the stockholders on any question 
need not be by ballot, unless so directed by the chairman 
of the meeting. On a vote by ballot each ballot shall be 
signed by the stockholder voti19.g, or by his proxy, if there 
be such proxy. 

ARTICLE III 
. Board of Directors 

SECTION 1. General Powers. The business and 
affairs of the Corporation shall be managed by the Board 
of Directors. 

. ' )! !/ ,;( • SECTION 2. Number and Te::?f.ll· Of. Of.;f1ce. Except 
as other~ise expressly provided in tn[e :Gertifica te of 
Incorooration, the number of dit'ec'f.C:i't•sc which t'shail consti
tute the whole Board shall be f.):~ed from tii;i/~ to time by a 
resolution adopted by a majority of the whole Boa rd. Ex
cept -a:.," otherwise expressly provided in the Certificate of 
Incorpdration, each of the directors of the Corporation 
shall hold office until the annual meeting next after his 
election and until his successor is elected and qualified 
or until his earlier death or resignation or removal in the 
manner hereinafber provided. 

SECTION 3. Election. Except a.s otherwise ex-
pressly provided in the Certificate of Incorporation, at 
each meeting of the stockholders for the election of direc
tors at which a quorum is present, the persons rece1v1ng 
the grea tes·t number of votes, up to the number of directors 
to be elected, sha.11 be the directors. 

SECTION 4. Resignation, Removal and Vacancies. 
Any director may resign at any time by giving written notice 
of his resignation to the Chairman of the Board, the Presi
dent, or the Sec re ta ry of the Corporation. Any such resigna
tion shall take effect at the time specified therein, or, 
if the time when it shall become effective shall not be 
specified therein, then it shall take effect when accepted 
by action of the Boa rd. Except as aforesaid, the accepta nee 
of such resignation shall not be necessary to mal~e it effec
tive. 

-..3.Y-
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Except as otherwise expressly provided in the 
Certificate of Incorporation, a director may be removed, 
either with or without cause, at any time by the holders of 
a majority of the shares entitled to vote in the election 
of directors. 

Any vacancy occurring on the Bqard may, except as 
otherwise· expressly provided in the Certificate of Incorpora
tion, be filled by a majority of the directors then in 
office, though less than a quorum, or by a sole remaining 
director, and the director elected to fill such vacancy 
shall hold office for the unexpired term in respect of 
which such vacancy occurred. 

\ 
SECTION 5. Meetings. 

(A) Annual Meetings. As soon as practicable after 
each annual election of directors, the Board shall raeet for 
the purpose of organization and the transaction of other 
business. 

(B} Regular Meetings. Regular meetings of the 
Board shall be held at such times and places as the Board 
shall from time to time determine . 

.. c'"" 

(C) .§.P.ecial Meetings. Special raeetings of the 
Boa rd shall be he.Id whenever called by the Cha ir:na n of the 
Board, the President or two directors. Any and all business 
may be transacted at a special meeting which may be transacted 
at a regular meeting of the Board. 

(D} Place of Meeting. The Board may hold its 
meetings at such place or places within or without the 
State of Delaware as the Board may from time to time by 
resolution determine or as shall be designated in the 
r .spective notices or waiver of notices thereof. 

·~ (E) Notice of Meetings. Notices of regular 
meel:;ings of the Board or of any adjourned raeeting need not 
be g i:'ve n. 

Notices of special raeetings of the Board, or of 
any meeting of any committee of the Board which has not 
been fixep in advance as to time and place by such committee, 
shall be mailed by the Secretary to each director, or 
member of such committee, addressed to him at his residence 
or usual place of busi~ess, at least two days before the day 
on which such meeting is to be held, or shall be sent to 
him by telegraph, cable or other form of recorded 
comraunication or be delivered personally or by telephone 
not later than the day before the day on which such meeting 
is to be held. Such notice shall include the time and place 
of such meeting. Notice of any such meeting need not be 
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given to any di rec tor or member of any commit tee, however, 
if waived by him in writing or by telegraph, cable or other 
form of recorded communication, whether before or after 
such meeting shall be held, or if he shall be present at 
such meeting. 

(Fl Quorum and Manner of Acting. A majority of 
the total number of directors shall be present in person at 
any· meeting of the Board in order to constitute a quorum 
for the transaction of business at such meeting, and the 
vote of a majority of those directors present at any such . 
meeting at which a quorum is present shall be necessary for 
the passage of any resolution or act of the Board, except 
as otherwise ·expressly required by law or these Bylaws. 
In the absence of a quorum for\any such meeting, a majority 
of the directors present thereat may adjourn such meeting 
from time to time until a quorum shall be present thereat. 

(G) Action by Communications Equipment. The 
directors, or the members of any committee of the Board, may 
participate in a meeting of the Board, or of such committee, 
by means of conference telephone or similar. communications 
equipment by means of Which all persons participating in the 
meeting can hear. each other, and such participation shall 
conshitute presence in person at such 1aeeting. 

(H) Action by Consent. Any action required or I 
permitted to be taken at any .meeting of the Board, or of any · 
committee therof, may be taken without a meeting if all 
members of the Board or committee, as the case may be, 
consent thereto in writing, and such writing is filed with 
the minutes of th~ proceedings of the Board or committee. 

(I) Organization. At each meeting of the Board, 
one of the following shall act as chairman of the meeting 
and preside thereat, in the following order of precedence: 
(a) the Chairman of the Board; (b) the President; (c) any 
director chosen by a majority of the directors present 
thereat. The Secretary or, in the case of his absence, any 
pe.rson (who shall be an Assistant Secretary, if an Assistant 
Secretary shall be present thereat) whom the chairman shall 
appoint, shall act as secretary of such meeting and keep 
the minutes thertof. 

SECTION 6. Compensa.tion. The Boa rd of Directors 
may fix an amount per annum or fees to be paid by the 
Corporation to directors for attendance at meetings of the 
Board or of any committee, or both, as the Board shall from 
time to time determine. The Board may likewise provide 
that the Corporation shall reimburse each director or 
member of a committee for any expenses incurred by him on 
account of his attendance at any such meeting. Nothing 
contained in this Section shall be construed to preclude 

I . 
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any director from ser~:Jng the Corporation in any other 
capacity and receiving compensation therefor. 

SECTION 1. 

ARTICLE IV 
Committees 

Executive Committee. 

(A) Designation and Membership. The Board· 
shall, by resolution passed by a majority of the whole 
Board, designate an Executive Committee consisting of such 
number of directors as the Board shall appoint. Vacancies 
may be filled by the Board at any time and any appointed 
member of the Executive Commi\:tee shall be subject to re
moval, with or without cause, .at any time by the Board. 

(B) Functions and Powers. The Executive Commit
tee, subject to any limitations prescribed by the Board, 
shall possess and may exercise, during the intervals between 
meetings of the Board, all the powers and authority of the 
Board in the management of the business and affairs of the • 
Corporation, including the declaration of dividends when 
specifically authorized by the Board to do so for a particu
lar quarter; orovided, however, that the Executive Committee 
shall not have the power or authority to approve amendments 
!:O the Cert'ifica te of Incorporation of the Corporation, adopt, 
agreements of merger or consolidation, recommend to the 
stockholders the sale, lease or exchange of all or substan
tially all the property and assets'cof the Corporation, 
recommend to the stockholders the dissolution of the Corpora
tion or the revocation of a dissolution, amend these Bylaws 
or authorize the issuance of stock of the Corporation. At 
each meeting of the Board the Executive Committee shall make 
a report of all action taken by it since its last report to 
the Board. 

SECTION 2. Audit Committee. 

(A) Designation and Membership. The Board 
shall, by resolution passed by a majority of the whole 
Board, designate an Audit Committee consisting of such 
number of Directors as the Board shall appoint. Vacancies 
may be filled by the Board at any time and any appointed 
member of \the Audit Committee shall be subject to removal, 
with or without cause, at any time by the Board. No 
salaried officer or employee of the Corporation may serve 
as a membei of the Audit Committee. 

(B) Functions and Powers. The Audit Committee 
shall recommend to the Board each year the firm of 
independent certified public accountants (the Accountants) 
for appointment or reappointment as Accou~tants for the 
Corporation. The Audit Committee shall have such other 

-.37-
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duties and functi.ort~.-as shall be delegated to i.t in a 
resolution passed by a majority of the whole Board. 

SECTION 3. Other Committees. The Board may, by 
resolution passed by a majority o.l: the 11hole Board, 
designate other committees (including, but not limited to, 
a Human Resources Committee, Finance Committee and Social 
Reponsibility Committee), each committee to consist of 
three or more directors and to have such duties and 
functions as shall be provided in such resolution. The 
Board shall have the power to change the members of any 
such committee at any time, to fill vacancies, and to 
discharge any such committee, either with or without cause, 
at any time. \ 

ARTICLE V 
Officers 

SECTION 1. Election and Anpointment and Term of 
Office. The officers of the Corporation shall be a Chairman 
of the Board, a Presi.dent, such number of Vice Presidents 
(including any Executive and/or Senior Vice Presidents) as 
the Board may determine from time to time, a Controller and 
a Secretary. Each such officer shall be elected· by the ( .. 
Board at its annual meeting or by a committee of the Board f 
and hold office until the next annual meeting of the Board ! 
~nd until his successor is elected or until his e•rlier · · 
death, resignation or removal in the manner hereinafter 
provided. 

The Board or a Committee of the Board may elect or 
appoint such other officers (including one or more Assistant 
Secretaries) as it deems necessary who shall have such 
authority and shall perform such du.ties as the Board or 
committee may prescribe. 

If additional officers are elected or appointed 
during the year,. each of them shall hold office until the 
next annual meeting of the Board at which officers are 
regularly elected or appointed and until his successor i~ 
elected or appointed or until his earlier death, resignation 
or removal in the manner hereinafter provided. 

\ 
SECTION 2. Resignation, Removal and Vacancies. 

Any officer may resign at any time by giving written not.ice 
to the Chairman of the Board, the President or "the Secretary 
of the Corporation, and such resignation shall take effect 
at the time specified therein or, if the time when it shall 
becom~ effective shall not be specified therein, then it 
shall take effect when accepted by action of the Board. 
Except as aforesaid, the acceptance of such resignation shall 
not be necessary to make it effective. 

-st-
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All officers elected or appointed by the Board 
shall be subject to removal at any time by the Board with 
or without cause. 

A vacancy in any office may be filled for the 
unexpired portion of the term in the same manner as 
provided for election or appointment to such office. 

SECTION 3. Duties and Functions. 

(Al Chairman of the Board. The Chairman of the 
Board, uho shall be a member thereof, shall preside at all 
meetings of the Board and of the stockholders at which he 
shall be present. 

\ 
The Chairman of the Board shall be the Chief 

Executive Officer of the C()rporation and shall have the 
following powers, function;3 and duties: 

( i)' under the direction of 
the Board, he shall have general super
vision and management of the property, 
affairs and business of the Corporation; 

(ii) he shall see that all 
orders and resolutions of the Board and 
the committees of the Board are carried into 
effect; 

(iii) he shall have the general 
supervision and direction of the staff offi
cers of the Corporation and shall see that 
their duties are properly performed; 

(iv) with the President, he· 
shall submit an annual report of the opera
tions of the Corporation for the year to the 
stockholders at the.ir annual meeting and also 
to the Boa rd; 

(v) he shall be vested with 
such other powers of supervision and management 
and he shall perform such other duties as may be 
delegated to him by the Board, or as devolve upon 
~he Chief Executive Officer of like companies. 

(B) President. The President shall be the Chi&f 
Opera ting Officer of the Corporation, except that when the 
offices of Chairman of the Board and President are held by 
the same person or when the office of the President is 
vacant, the Chief Operating Officer shall be such other 
officer as may be designated by the Board, a Committee of 
the Board or the Chief Executive Officer, and shall hav~ 
the followirtg powers, functions and duties: 

\' 
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(i) under the direction of 
the -Board and the Chief Executive Officer, he 
shall have· general supervision and active 
management of the property, affairs and busi
ness of the Corporation; 

(ii) he shall have the general 
supervision and direction of the .. opera ting 
officers of the Corporation and shall see that 
their duties are properly performed; 

(iii) he shall execute and 
acknowledge all contracts, i!-greements, deeds, 
bonds, mortgages and other obligations and 
instruments in the name of the Corporation 
when so authorized by the Board or a committee 
of the Board and all other papers and documents 
necessary and .J.?roper to be executed in the per
formance of;'his'->(;luties; 

1! 
(iv)'1 with the Cha·irman of the 

Board, he shall submit an annual report of the 
operations of the Corporation for the year to 
the stockholders at their annual meeting and 
also to the Board; .. 

(v) he shall be .vested with 
such other powers of supervision and manage
ment and he shall perform such other duties as 
may be delegated to him by the Chief Executive 
Officer, the Board, a committee of the Board 
or as devolve upon' the Chief Operating Officer 
of like companies. 

In the absence or disability of 
the President, his authority and duties shall 
be vested in such officer as may be designated 
by the Board, a committee of the Board or the 
Chief Executive Officer, before or after the 
event. 

(CJ Vice Presidents. Each Vice President shall 
have such powers and duties as shall be prescribed by the 
Board, a committee of the Board or the Chairman o~ the 
Board. 

(D) Controller. The Controller shall be the 
chief accounting officer of the Corporation. He sha 11 keep 
full and accurate accounts of all assets, liabilities, 
receints and disbursements and other transactions of the 
Corpo~ation and shall cause regular audits of the books and 
records of the Corporation to be made and shall have such 
powers and duties as shall be prescribed by the Board, a 
committee of the Board or the Chairman of the Board. 

; 
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(E) Secretary. The Secretary shall keep the 
records of all meetings of the stockholders and of the Board 
and committees of the Board. He shall affix the seal of the 
Corporation to all instruments requiring the corporate seal 
when the same shall have been signed on behalf of the 
Corporation by a duly authorized officer. The Secretary 
shall be the custodian of all contracts, deeds, documents 
and all other indicia of title to properties owned by the 
Corporation and of its other corporate records (except 
accounting records) and in general shall perform all duties 
and have all powers incident to the office of Secretary and 
shall have such· powers and duties as shall be prescribed by 
the Board, a committee of the Board or the Chairman of the 
Board. To such extent as thE\ Board shall deem proper, the 
duties of Secretary may be performed by one or more assis
tants, to be appointed by the Board or a committee of the 
Board. 

ARTICLE VI . 
Contracts, Checks, Drafts, Bank Accounts, Etc. 

SECTION 1. Execution of Documents. The Board or 
a committee of the Board shall designate the officers, 
employees and agents of the Corporation who shall have power 
to execute and deliver deeds, leases, contracts~ mortgages,~ 
bonds, debentures, checks, drafts and other orders for the 
payment of money and other docur.ients for and in the name of 

"the Corporation and may authorize such officers, employees 
.and agents to delegate such power (including authority to 
redelegate) by written instrument to other offi.cers, 
employees or agents of the Corporation. In the absence of 
such designation or delegation, such documents shall be 
executed by the Chairman of the Board, President, Vice 
President (including any Executive or Senior Vice President), 
Controller or Secretary. 

SECTION 2. Deposits. All funds of the Corpora
tion not otherwise employed shall be deposited to the er.edit 
of the Corporation in such depositaries as may be designated 
from time to time by the Board or a committee of the Board. 

SECTION 3. Proxies in Respect of Stock or Other 
Secu1~i ties of Other Corporations. The Chairman of the 
Board, the President or any other officer of the Corporation 
designated by the Board or a committee of the Board shall 
have the authority (a) ·to appoint from time to time an agent 
or agents of the Corporation to exercise in the name and on 
behalf of the Corporation the powers and ri9hts which the 
Corporation may have as the holder of stock or other securi
ties in any other corporation; (bl to vote or consent in 
respect of such stock or securities; and (c) tu execute or 
cause to be executed in the name and on behalf of the 

-~/-
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Corporation and under its corporate sea.l, or otherwise, such [, 
written proxies, powers of attorney or other instruments as 
he may deem necessary or proper in order that the Corporation 
may exercise such powers and rights. The Chairman of the 
Board, the President or any such designated officer may in-
struct any person or persons appointed as aforesaid as to 
the manner of exercising such powers and rights. 

, ARTICLE VII 
Books and Records 
i 

The books and· records of the Corporation may be 
kept at such places wit)'lin or \,·ithout the State of Delaware 
as the Board or a committee of the Board may from time to 
time determine. 

ARTICLE VIII 
Shares and Their Transfer; Fixing Record Date 

SECTION 1. Certificate for Stock. Every.owner of 
stock of the Corporation shall be er:titled to have a certifi
cate certifying the number of shares owned by him in the 
Corporation and designating the class of stock to which such 
ffhares belong, which shall otherwise be in such form as the 
Board or a committee of the Board shall prescribe. Each such 
certificate shall be signed by, or in the name of the Corpora
tion by, the Chairman of the Board, the President or a Vice 
President (including any Executive or Senior Vice President) 
and by the Secretary or an Assistant Secretary of the Corpora
tion. In case any officer who has signed or whose facsimile 
signature has been placed upon a certificate shall have 
ceased to be such officer before such certificate is issued, 
it may nevertheless be· issued by the Corporation with the 
same effect as if he were such officer at the date of issue. 
Where any such certificate is manually countersigned by a 
transfer agent or registrar, any of the other signatures on 
the certificate may be a facsimile. 

SECTION 2. Record. A record shall be kept of 
the name of the person, firm or corporation owning the 
stock represented by each certificate for stock of the 
Corporation issued; the number of shares represented by 
each such certificate, and the date thereof, and, in the 
case of ca ncella ti on, the date of cancellation. Except as 
otherwise expressly required by law, the person in whose 
name shares of stock stand on the books of the Corporation , 
shall be deemed the owner thereof for all purposes as re- " 
ga rds the Corporation. 

SECTION 3. Transfer of Stock. Transfers of 
shares of the stock of 'the Corporation shall be made only 

.. 
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on the books of the Corporation by the registered holder 
thereof, or by his attorney thereunto authorized by power 
of atto:cney duly executed and filed with the Secretary of 
the Corporation, and on the surrender of the certificate or 
certificates for suah shares properly endorsed. 

SECTION 4. Lost, stolen, Des trovea or Mu tlla tea 
Cerj:if i'ca tes /:"The holder of any stock of the Corpora ti on 
shall immediately notify t'h~ Corporation of a,ny loss, theft 
or mutilation of the certific~te therefor. The Corporation 
may issue a new certificate for stock in the place of any · 
certificate theretofore' issued by it and alleged to have 
been lost, stolen, destroyed or mutilated, and the Board or 
the President or the Secretary may, in its or his discretion, 
require the owner of the lost, stolen, mutilated or destroyed 
certificate or his legal reprsentatives to give the Corpora
tion a bond in such sum, limited or unlimited, in~such form 
and with such surety or suret.ies as the Board shall in its 
discretion determine, to indemnify the Corporation against 
any claira that may be m;:ide against it on account of the 
alleged loss, theft, mutilation or destruction of any such 
certificate or the issuance of any such new certificate. 

SECTION S.- Pixing Date for Determination of 
Stockholders of Record. In order that the Corpora ti on may 
determine the stocJd1olders entitled to notice of or to vote 
at any meeting, of stockholders or any adjourryraent thereof, 
or to ~xpress consent to corporate action in writing without 
a meeting, or entitled to receive payment of any dividend 
or other distribution or allotraent of any rights, or entitled 
\;o exercise aliy rights in respect of any change, con</~rsion 
c\r exchange of 5tock or for the purpose of any other lawful 
action, the Boai::'q may fix, in adval)ce, a record date, which 
shall not be more than 60 nor less'than 10 days before the 
date of such meeting, nor 'more than 60 days prior to•·any 
other action. 

ARTICLE IX 
Seal 

The Board shall provide a corpora'te seal, which 
shall be in the form of a circle and shall bear the full 
name of the Corporation and the words and figures "Corporate 
Seal 1978 Dela.waic!2." 

ARTICLE X 
Fiscal Year 

The fiscal year of the Corpora''tion shall end on 
the 31st day of December, in each year. 
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ARTJ:CLE xr 
I ndemnif ica ti on 

Every person who is or was a director, officer or 
employee· of the Corporation, or of any other corporation in 
which he served as such at the request of the Corporation, 
may in accordance with the second paragraph of this Article 
XI be indemnified by the Corporation against any and all 
liability and reasonable expense that may be incurred by 
him in connection with or resulting from any claim, action, 
suit or proceeding (whether brought by or in the right of 
the Corpora ti on or such other corporation or otherwise), 
civil or criminal, or in connection with an appeal relating 
thereto, in which he may be involved, as a party or other
wise, by reason of his being or having been a director, 
officer or employee of the Corporation or such other corpora
tion, or by reason of a~;y action taken or not taken in his 
capacity as such director, officer or employee, whether or 
not he continues to.be such at the time such liability or 
expense shall have been incurred, provided such person 
acted, in good faith, in a manner he reasonably believed to 
be in or not opp()sed to the best intersts of the Corporation 
or such other co'!'.'poration, as the case may be, and, in 
addition in any criminal action or proceeding r had no reason
able cause to believe that his conduct was unla~ful. As 
used in this ArticlE! XI, the terms "liability" and "expense" 
shall include, but shall not be limited to, court costs, 
counsel fees and disbursements and amounts of judgments, 
fines, or penalties against,0 and amounts paid in settlement 
by, a director, officer or employee. The termination of 
any claim, action, suit or proceeding, civil or criminal, 
by judgment, order, .settlement (whether with or without 
court approval), coriviction or upon a plea of no lo conten-
d ere, or its equivalent, shall not create a presumption 
that a director, officer or employee did not meet the 
standar6s of conduct set forth in this pa·ragraph. 

Every person referred to in the first paragraph 
of this Article XI who has been successful, on the merits 
or otherwise, with respect to any claim, action, suit or 
proceeding of the character described in such first paragraph 
shall be entitled to indemnification as of right. Except as 
provided in the preceding sentence, any indemnifi.cation 
under such,first paragraph may be made by the Board of 
Directors, ·in its discretion, but only if either (i) the 
Board of Directors, acting by a quorum consisting of direc
tors who were not parties to (oi;who have been successful 

''with respect to) such cla.im, action, suit or proc-:=::lng, 
shall have found that the director, officer or employee has 
met the applicable standard of conduct set forth in such · 

). 

first paragraph or (ii) if there be no such disinterested i·.·. 
quorum, independent legal counsel (who may be the reQUlar 
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counsel of the Corporation) shall have delivered to the 
corporation written··advice to the effect that in their 
judgment such applicable standard has been met. 

Expenses incurred with respect to any claim, 
action, suit or proceeding of the character described in 
the first paragraph of this Article XI may be advanced by 
the Corporation prior to the final disposition thereof upon 
receipt of an undertaking by or on behalf of the recipient 
to repay such amount unless it shall ultimately be deter
mined that he is entitled to indemnification under this 
Article XI. 

The rights of indem't;lification provided in this 
Article XI shall be in addition to any other rights"to 
which any such director, officer or employee may otherwise 
be entitled by contract or as a matter of law; and in the 
event of any such person's death, such rights shall extend 
to his heirs and legal representatives. 

ARTICLE XII 
Amendments 

These By-laws may be altered, amended.or repealed 
by the Board at any regular or special meeting thereof, 
subject to the power of the holders of a majority of the 
outstanding stock of the Corporation entitled to vote in 
respect thereof, by the:ir'.'vote given at an annual meeting or 
at any special meeting, to alter or repeal any Bylaw made 
by the Board, except as otherwise expressly provided in the 
Certificate of Incorporation. 
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THIRD AMENDMENT [O CONSULTANT AGREEMENT 
'r 

This THIRD AMENDMENT TO CONSULTANT AGREEMENT, entered 

into as of tl}e 18th day of December, 1981; effective as of 

December 18, 1981, by and between GOVERNMENT EMPLOYEES INSURANCE 

COMPANY, a corporation organized and ex is ting under the laws 

of the District of Columbia (hereinafter called the "COMPANY"), 

and ALVIN E. KRAUS, resid5.ng at 9026 Bronson Drive, Potomac, 

Maryland 20854 (hereinafter called "KRAUS"), 

WITNESSETI-1 THAT: 

WHEREAS, commencing April 1, 1978 the COMPANY and KRAUS 

entered into a CONSULTANT AGREEMENT (and subsequent AMENDMENTS 
\ 

thereto) wherein KRAUS agreeed to serve as a Consultant to the 

Corporate Office of the CCNPANY; and 

WHEREAS, the COMPANY and KRAUS desire to revise this 

AGREEMENT so as to amend the terms ~;hereunder KRAUS' fees 

shall be paid, 

NOW, THEREFORE, 

.In consideration of the mutual agreements herein set forth, 

the parties agree that the CONSULTANT AGREEMENT dated April 4, 

1978 and the SECOND AMENDMENT TO CONSULTAi.'lT AGREEMENT dated 

March 24, 1981, are further amended as follows·: 

l. Paragraph 4 of the CONSULTANT AGREEMENT is deleted 

and the following is substituted ther~for: 

4. For the period of KRAUS' service as Con-

sul tant, t.he CCNPANY shall pay KRAUS a Con-

sulting Fee at the rate of $30,000 per annum. 

The Consul ting Fee for the year April 1, 1978 

through March 31, 1979 shall be paid to KRAUS 

on January L, 1981; the Consul ting Fee for the 

year April 1, 1979 through March 31, 1980 shall 

be pa id to KRAUS on January 1, 19 83; and 

the Consulting fee for the year April 1, 

1980 through March 31, 1981 shall be paid 
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to KRAUS on Januai~ 1, 1984. In the event 

of the death of KRAUS, any amount required 

to be paid under the AGREEMENT shall be paid 

equally to h~,s daughters Karen K. Taylor and 

Eugenia K. Anderso!'l. 

2. The first sentence of the sc:·cond Paragraph of the 

SECOND AMENDMENT TO CONSULTANT AGREEMENT is deleted and the 

following substituted therefor: "During the period of KRAUS' 

extended service as Consultant, the COMPANY shall pay KRAUS 

a fee of $2,500, payable on January 1, 1984." 

3. The SECOND AMENDMENT TO CONSULTANT AGREEMENT is further 
\ 

revised by the addition of the following new paragraph: 

5. In the event of the death of KRAUS prior 

to January 1, 1984, any fee payable hereunder 

shall be paid to his daughters, Karen K. Taylor 
o ~I 

i! 

and Eugenia K. Anderson, sh?re and share alike. 

IN WITNESS WHEREOF, ALVIN E. KRAUS has hereunto affixed 

his hand, and GOVERNMENT EMPLOYEES INSURANCE· COMPANY has caused 

this THIRD AMEN.D1~ENT TO CONSULTANT AGREEMENT to be signed and 

its corporate seal to be affixed hereto by its. corporate officers 
(' 

thereunto duly authorized. 

Attest: 

(', If 
'< \\/)/~(' )--c;;_,__, ,A:--

/ O:ohn; N: O'Connor, Secretary 
' ' 

ALVIN E •. KRA°}/~· 

GOVERNMENT EMPLOYEES INSURAL~CE 

COMPANY 

By :~,....1.l.A... )4~ .... ··~·~L,_.~ -~~~''~·-
William B •. Snyder, Pr<Jsident 

I I ' i I 

I. l~~~~L) 

' I 
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AMENDMENT TO DEFERRAL AGREEMENT 

This AMENDMENT TO DEFERRAL AGREEMC:N'l' made and entered into 

tL this f.2_ day of January, 1982, by and between GEICO CORPORA'rION, a 

!corporation organized and existing under the laws of the State 

'of Delaware (hereinafter called the "ca!PANY") , and ALVIN E. 

!KRAUS, residing at 9026 Bronson Drive, Potomac, Maryland 20854 

(hereinafter called "KRAUS"), 

WHITNESSETH THAT: 

WHEREAS, KRAUS and the catPANY entered into a Deferral 

' ~greement on December 18, 1980, and 

WHEREAS, KRAUS and the CO:-!PANY desire to modify said 

rgreement in cer~ain respects, 

NOW, THEREFORE, 

In consideration of the mutual promises and agreements 

'1\' -

rf the parties hereto and for other good and valuable con

sideration, the parties hereto agree as follows: 

I 1. Paragraphs 3 and 4 of the aforesaid Deferral Agreement are 

~eleted in their entirety and the following substituted therefor: 

3. The amount of the Deferred Bonus and accumulated 

interest will be paid to KRAUS on the first business 

day of January, 1986. 

4. In the event of the death of KRAUS prior to the 

the first business day in January 1986, payment 

of the Deferred Bonus on such date shall be 
\ 

" .:;) 

made to his daughters, Eugenia K. Anderson and 

Karen K. Taylor, payments to be in equal amounts 

for each of said daughters. ·. 

.. 
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IN WITNESS WHEREOF, ALVINE. KRAUS has hereunto affixed 

his hand, and GEICO CORPORATION has caused this Agreement to 

be signed and its corporate seal to be affixed hereto by its 

corporate officers thereunto duly authorized. 

Attest: GEICO CORPORATION 

r-, " -~ . " f}Jfl,{/c _k'--=-= _.-..__ 
J • ;'. M;;. O' Connei,f, Secretary 

'
•. ) • , 1, ,,. l \' 

~ . 

\ 

By= Lla . .tf. ~..€i" 
WILLIAM B. SNYJ}ER 

. \ I 

I ) 

I 
'I I 

' \ 
\ . 

'J ) \ ' . ~ 

\ 
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SECOND ADDENDUM TO RETAINER AGREEMENT 

This SECOND ADDENDUM TO RETAINER AGREEMEN'.r I entered 

into as of the 18th day of December, 1981, e·ffective as of 

December 18, 1981, by and between CRITERION INSURANCE COMPANY, 

a corporation duly organized and existing under the laws of 

the District of Columbia (hereinafter called the ••·:oMPANY"), 

and ALVIN E. KRAUS, residing at 9026 Bronson Drive, Potomac, 

Maryland 20854 (hereinafter called 11 KRAUS"), 

WITNESSETH THAT: 

WHEREAS, the present R,ETAINER AGREEMENT and ADDENDUM 

TO RETAINER AGREEMENT between KRAUS and the COMPANY provide 

for the payment of certain fees to KRAUS on January 1, 1984, 

and; 

WHEREAS, KRAUS has requested that such payments be post-

p,oned until January 1, 1985, 
'• 

NOW, THEREFORE, 

• In consideration of the mutual promises and agreements 

of the parties hereto and for other good and valuable con-

sideration, the parties hereto agree as follows: 

1. · The second sentence in Paragraph 2 of the RETAINER 

AGREEMENT effective as of March 14, l~l'80 is revised to read 

as follows: "However, KRAUS elects to defer the payment of 

his fee hereunder until January 1, 1985." 

2. The first sentence of the second Paragraph of the 

ADDENDUM1.TO RETAINER AGREEMENT effective as of March 14, 1981 

is revised to read as follows: "During the period of KRAUS' 

extended service as Chairman, the COMPANY shall pay KRAUS a 

fee of $5,000.00, payable on January 1, 1985." 

3, In the event of the demise of KRAUS prior to Jan

uary 1, 1985, all amounts payable under the RETAINER AGREEMENT 
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and ADDENDUM TO RE'rAINER AGREEMENT shall be paid to KRAUS 1 

daughters Karen K. Taylor and Eugenia K. Anderson, share and 

share alike. 

IN WITNESS WHEREOF, ALVIN E. KRAUS has hereunto affixed 

his hand, and CRITERION INSURANCE COMPANY has caused this 

AGREEMENT to be signed and its corporate seal to be affixed 

hereto by its corporate officers thereunto duly authorized. 

' 

./ 

Attest: CRITERION INSURANCE COMPANY 

r~ ~' , ~ ~cretary 

{SEAL) 

' 

'.,' 

. 
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GOVERNMENT EMPLOYEES INSURt"\NCE COMPANY 

1973 s•rocK OPTION PLAN FOR OFFICERS AND EXECUTIVE PERSONNEL 

Adopted by Board of Directors on January 31, 1973 
and Amended May 5, 1976 and November 18, 1981 

1. Purpose of Plan. The continued growth and success of Govern
nient Employees Insurance Company (hereinafter "the Company") 
depend in great measure upon the efforts and talents of its 
officers and key executive personnel. Keen competition exists 
for executive talent in the insurance and financial fields and 
the use of stock options to attract and retain key personnel has 
become widespread in many indu~tries. The issuance of stock 
options to executives, by encouraging wider stock ownership, 
provides an important incentive for greater effort and achieve
ment. 

In order to achieve the foregoing objectives, this Stock 
Option Plan for Officers and Executive Personnel (hereinafter 
"the Plan") has been adopted by the Board of Directors. The 
Plan is designed to provide for the granting of "incentive. 
stock options" within the meaning of Section 422A of the 
Internal Revenue Code of 1954, as amended, as well as non~. 
qualified stock options. 

.~ 

2. Total Shares Reserved. A total of 335,000 shares of the 
authorized and unissued Common Stock of the Company is hereby 
reserved for issuance upon the exercise of the stock options 
(hereinafter "Options") granted under the Plan to Eligible '' 
Officers and(':xecutive Personnel (hereinafter "Optionees") as 
defined in Paragraph 5. If an Option shall expire or terminate, 
in.whole or in part, for any reason without having been fully 
exercised, the" unpurchased shares covered by such Option 
shall (except as provided in Paragraph 12 or unless the Plan 
shall have been terminated) become available for Options 
under the Plan to other Optionees. 

3. Administration of Plan. (a) Stock Option Plan Admii"li!.t:tr~
ti ve Committee. The Chairman of the Board, with the approval'. 
of the Board of Directors, shall initially appoint a Stock 
Option Plan Administrative Committee (hereinafter "thii! 
Committee"), which shall consist of at least five Dir'ectors, 
one of whom shall be designated as Chairman. The Cha.3:,rman of 

>the Board, with the approval of the Boord of Directors, may 
from time to time appoint members of the Committee in substi
tution for or in addition to members previously appointed and 
may fill vacancies in the Committee, however caused. Neverthe
less, only Directors who are not eligible to receive Options 
may be members of the Commitl;,ee. The Committee shall hold 
its meetings at such times and places as it shall deem advisable. 
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A majority of its members shall constitute a quorum and all 
determinations of the Committee shall be made by a majority of 
its members. Any decision, order or determination in writing 
signed by a majority of the members shall be fully as effective 
as if made by a majority vote at a meeting duly called and 
held. The Committee shall keep minutes of its proceedings 
and shall furnish the Board of Directors with copies thereof, 
and of all decisions, orders and determinations made by the 
Committee. 

(b) Powers of Committee. Subject to the provisions 
of the Plan, tne Committee shall administer the Plan in 
conformance with and subject to ~he terms and provisions there
of, and shall have the power and authority (i) to allocate 
and to grant Options from time tb time to Optionees, other 
than the Chief Executive Officer and the President; (ii) to 
determine whether the Options granted to any Optionee shall 
be qualified stock options, as defined in the Internal Revenue 
Code, or non-qualified stock options; (iii) to determine the 
time or times at which Options shall be granted; (iv) to 
determine the number of shares to be covered by, and the term 
of, each Option; (v) to interpret the Plan; (vi) to prescribe, 
amend and rescind rules and regulations relating to the 
Plan; (vii) to determine the duration, terms and provisions 
of the Options and of the Option Agreements between the 
Company and the Optionee (which need not be identi·cal), 
subject to approval by the General Counsel, and (viii) to 
make all other determinations, orders and decisions deemed 
necessary or advisable for the administration of the Plan 
provided, however, that all actions of the Committee pursuant 
to parts (i), (iii) or (iv) hereof shall be taken only after 
receiving the recommendations of the Chief Executive Officer 
thereon. · 

4. Allocation of Options to Chief Executive Officer and 
President. Subject to the provisions of the Plan, the Board 
of Directors shall determine the time or times at which 
Options shall be granted to the Chief Executive Officer and 
the President of the Company, and the number of shares to be 
covered by each Option. All other powers granted, decisions 
relegated and references made to the Committee herein shall 
be deemed powers granted, decisions relegated and references 
made to the Board of'Directors, insofar as they relate to 
Options grantea or to be granted to the Chief Executive 
Officer and the President. 

', .. , 
5. Eligible Officers and Executive Personnel. Options may 
be granted only to personnel of the Company under age sixty
four who are regular salaried employees in positions classified 
in Salary Range 30 or a higher Salary Range (or equivalent) 
in the Company's Salary Administration Program for Officers 
and Executives. Options hereunder may not be granted to any 
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director of the Company unless he is also a regular salaried 
officer. In determining the persons to whom Options shall be 
granted and the number of shares to be covered by each Option, 
the Committee shall take into account their respective duties, 
their present and potential contributions to the success of 
the Company, the anticipated number of years of effective ser
vice remaining, and such other factors as the Committee shall 
deem relevant to accomplish the purpose of the Plan. The 
Board of Directors shall also take sucb factors into account 
in determining the number of shares to be cov.ered by Options 
granted to the Chief Executive Officer and the President. A 
person who has been granted an Option may be granted additional 
Options in the discretion of the Committee or the Board, <:>.,. 
the case may be, subject to the provisions of the Plan. 

6. Allotment of Options. Options up to the total number.of 
shares reserved hereunder shall be available for issuance to 
Optionees duririg the term of this Plan in such annual or 
other installments as the Committee may determine, and the 
Committee in its discretion may vary any yearly amounts. The 
aggregate fair market value (determined as of the time the 
Option is granted} of the stock for which any employee may be 
granted incentive stock options in any calendar year after 
1980 shall not exceed $100,000 plus any unused limit carryover 
to such year. If $100,000 exceeds the aggregate fair market 
value (determined at the time the Option is granted) of the 
stock for which an employee was granted incentive stock 
options in any calendar year one-half of such excess shall be 
an unused limit carryover to each of the three succeeding 
calendar years, under the rules of Section 422A(c) (4) of the 
Internal Revenue Code. 

7. Option Prices. The purchase price under each Option for 
the shares of Common Stock covered thereby shall be not less 
than one hundred percent (100%) of the fair market value of 
the Common Stock of the Company on the date of granting the 
Option as determined by the Committee. The option price of 
the Opt~ons granted under this Plan shall not be less than 
the par value of the optioned shares. 

B, Term of Options. The term of each Option sh<;J.1 be deter
mined by the Committee, but shall not be less th~µ two years 
nor more than ten years from the date it is grani:ad. The pre
ceding sentence notwithstanding, the term of each Option in
tended to be:a qualified stock option, as defined in the 
Internal RE\venue Code, shall not be more than five years from 
the date it.;is granted. All Options shall be subject to 
earlier termination as hereinafter provided. 

9. Exercise of c~tions. No Option may be exercised during 
the first year after the date it is granted, except as pro
vided in Paragraph 12 hereof relating to termination of em
ployment. Twenty-five percent (25%) of the total number of 

-6Y'-
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shares covered by each Option may be exercised at any time 
after the first anniversary of its granting and an addition
al twenty-five percent (25%) may.be exercised at any time 
after each of the three (3) succeeding anniversaries. The 
right to so exercise Options as aforesaid shall be cumulative, 
so that in the event the holder of an Option does not exercise 
his Option in any given year with respect to the maximum num
ber of shares as to which it could be exercised in said year, 
the unexercised number of shares shall be available for exer
cise in any subsequent year or years until the Option has 
expired. Any Option shall be exercisable in whole at any 
time after the fourth anniversary of its granting, or in part 
from time to time as hereinabove provided, but not as to less 
than 10 shares at any one time. To exercise an Option in 
whole or in part, the holder shall give written notice of 
exercise to the Committee specifying the number of shares as 
to which the Option is to be exercised, accompanied by payment 
in full of the option price of the shares as to which the 
Option is exercised. Except as provined in Paragraph 12 
hereof, no Option may be exercised unless the holder thereof 
is at the time of exercise an Officer or other regular employee 
of the Company. Notwithstanding the foregoing, the Committee 
or the Board of Directors may, in the discretion of either, 
modify or eliminate any of the foregoing terms or requirements 
with regard to non-qualified stock options. The holder of an 
Option shall not have any rights of a stockholder•with respect 
to the shares covered by his Option until such shares have 
been issued to him upon the due exercise of the Option. 

10. Option Agreement. Promptly after the grant of an Option 
by the Committee under this Plan, and before the exercise of 
any part thereof, the Company and the Optionee shall execute 
an Option Agreement specifying the option price and the terms 
and conditions of the Option. If the Option is intended to 
be a qualified stock option, as defined in the Internal 
Revenue Code, the Option Agreement evidencing such Option 
shall contain such provisions as are required of qualified 
stock options under the applicable provisions of the Internal 
Revenue Code and Treasury Regulations, as from time to time 
in effect, specifically including a provision that no Option, 
intended to be a qualified stock option, granted pursuant to 
this Plan may be exercised by him while there is outstanding, 
a previously granted unexercised Option, within the meaning 
of Section 422(c) (2) of the Internal Revenue Code, granted 
under this P1lan or any other plan, held by him covering shares 
of the same class of stock if the option price under the 
prior Option is higher than the option price under the later 
Option. Further, the Option Agreement shall contain provisions 
whereby the Optionee agrees that he will remain in the employ 
of the Company for a period of at least one year from the 
date the Option is granted to him; that he will, during such 
employment, devote his entire time, energy and skill to the 
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service of the Company and the promotion of its interests, 
subject to vacations, sick leave and other absences in accor
dance with the Company's regular policies; that such employ
ment shull be at the pleasure of the Board of Directors or 
the President, and shall be at the rate of compensation in 
effect at the time of granting the Option, with such increases 
or decreases as the Company may from time to time in its dis
cretion determine; and that in the event of a violation by 
the employee of such Agreement, the unexercised Option or 
Options held by him may be terminated by the Board of Directors. 
Notwithstanding the foregoing, the Committee or the Board of 
Directors may, in the discretion of either, modify or eliminate 
any of the foregong terms or requirements with regard to non
qualified stock options. Further, such an Option Agreement 
may contain in the discretion of the Committee, a provision 
whereby the Optionee agrees that any shares purchased upon 
exercise of the Option shall be purchased solely for invest
ment and not with any intention of distributing the same, and 
that the Optionee shall so certify at each time or times such 
shares are so purchased. 

11. Non-Transferability of Option!,!. An Option shall not be 
transferable otherwise than by will'or the laws of descent 
and distribution. During the lifetime of the Optionee, an 
Option may be exercised only by him. 

12. Termination of Employment. (a) General. In the event 
the employment of an Optionee terminates other than by retire
ment, resignation or death, the .unexercised portion of his 
Option shall be cancelled. Options granted under the Plan 
shall not be affected by any change of duties or positions so 
long as the Optionee continues to be an officer or other 
regular employee of the Company. Notwithstanding the fore~ 
going, the Committee or the Board of Directors may, in the 
discretion of either, modify or eliminate any of the foregoing 
terms or requirements with regard to non-qualified stock op
tions. 

Nothing in the Plan or in any Option granted pursuant to 
the Plan shall confer upon any Optionee any contractual right 
to continue in the employee of the Company, nor interfere in 
any way with the right of the Company to terminate his employ
ment at any time. 

(b) Retirement. In the event the employment of an Op
tionee terminates by retirement under the Company's Pension 
Plan, the unexercised portion of any Option held by him may 
be exercised by him within three (3) months thereafter. All 
Options granted to such Optionee and not previously exercis
able shall become fully exercisable, notwithstanding the pro
visions of Paragraph 9 hereof. No Option may be exercised 
after the expiration of the term thereof. 

-06-
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(c) Resignation. In the event the employment of an Op
tionee terminates by resignation, the unexercised portion of 
any Option held by him may be exercised by him within three 
(3) months thereafter to the extent that it was exercisable 
under the provisions of Paragraph 9 hereof on the date of his 
resignation, but no Option may be exercised after the expira
tion of the term thereof. 

(d) Death. In the event the employment of an Optionee 
terminates by death, the unexercised portion of any Option 
granted to him may be exercised by his personal represe~tative 
within one (1) year thereafter (or within such additional 
time as the Committee may have specified in the Option), to 
the extent that the Option was exercisable under the provisions 
of Paragraph 9 hereof on the da~e of his death (or to'such 
greater extent the Committee \">r the Board of Directors may 
have specified in the Option): Provided, however, that if at 
the date of his death the Optionee was eligible for retirement 
under the Company's Pension Plan, all Options granted to the 
Optionee and not previously exercisable shall become fully 
exercisable at such date, notwithstanding th~ provisions of 
Paragraph 9 hereof. No Option may be exercised after the 
expiration of the term thereof. 

13. Adjustments Upon Changes in Capitalization. Notwithstand
ing any other provisions of the Plan, in the event of any 
change or changes in the outstanding Common Stock'of the 

.company by reason of stock dividends, stock splits, recapital
izations, mergers, consolidations, combinations or exchanges 
of shares, the aggregate number of shares reserved or avail
able under the Plan, the maximum number of shares as to which 
Options may be granted, the number of unexercised shares 
covered by each outstanding Option, and the Option price 
shall be appropriately adjusted. Each Option Agreement shall 
contain such provisions relating to such adjustments as the 
Committee shall deem appropriate. No downward adjustment of 
the Option price shall be made except as authorized in this 
Paragraph 13. No~hing in the Plan shall affect the right or 
power of the Company to make adjustments, reclassifications, 
reorganizations or changes of its capital or business structure 
or to merge or consolidate or to dissolve, liquidate, or sell, 
or transfer all or any part of its business or assets. 

14. Effective Date of the Plan. The Plan will become effec
tive on May 22, 1973,· subJect to approval by vote of the 
holders of a majority of the outstanding shares of Common 
Stock of the Company; provided, however, that the Plan shall 
not take effect unless and until approved by the appropriate 
agency designated under the Economic Stabilization Act, if 
such approval is required. 

' 
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15. Termination and Amendment of the Plan. Unless terminated 
sooner pursuant to this Paragraph 15, the Plan shall terminate 
on March 27, 1983, and no Option shall be granted under the 
Plan after that date, but the term of the Options theretofore 
granted may extend beyond that date. The Board of Directors 
of the Company may terminate the Plan at any time prior to 
March 27, 1983. The Plan may at any tim~ or from time to 
t.ime be modified or amended, provided that approval by vote 
of the holders o.f a majority of the outstanding shares of the 
Common Stock of the Company is obtained for any amendments 
that would increase the aggregate n~~ber of shares which may 
be granted, decrease the Option price to less than one hundred 
percent (100%) of the fair market value on the date of grant 
(but no such amendment can permit the Option price to be less 
than ninety-five percent (95%) of the fair market value of 
the stock on the date of grant), or change the class of 
personnel eligible to receive Options. No termination, modi
fication or amendment of the Plan may, without consent of the 
Optionee, affect rights under any Option which shall thereto
fore have been granted. 

16. Effect on Outstanding Options. This Plan shall not af
fect the terms and conditions of any restricted stock option~ 
or qualified stock options granted to any employee of the 
company under the prior Stock Option Plan for Officers and 
Executive Personnel previously adopted by the BoaFd of Direc
tors. 

17. Use of Proceeds. The proceeds received by the Company 
from the sale of stock pursuant to the Plan will be used for 
its general corporate purposes. 

\ 

• 
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GOVERNMEN'r EMPLOYEES INSURANCE COMPANY 

Amendment to 
Non-Qualified Stock Option Agreement 

(Employee granted more than $50,000 worth of options) 

AMENDl1ENT dated March 4, 1982 to the 
NON-QUALIFIED STOCK OP'rIOt1 .l\GREEMENT between 
GOVERNMENT EMPLOYF.:ES INSURANCE COMPANY (the 
"Company") and (the 
"Optionee"). 

WHEREAS, the Company and the Optionee en t:ered into a 
Non-Qualified Stock Option Agreement dated (the 
"Agreement") granting to the Optionee an option to purchase 
shares of the Company's common stock (the "O.ption") pursuant 
to the Company's 1973 Stock Option Plan for Officers and 
Executive Personnel (the "Plan"); and 

WHEREAS, the Company intends to elect that the out
standing portion of such Option permitting the purchase of 
stock, the aggregate fair market value of which at the time 
of grant was not in excess of $50,000, shall be treated as an 
incentive stock option under section 422A of the_ Internal 
Revenue Code; and 

WHEREAS, the Company and the Optionee wisl1 to make certain 
amendments to the Agreement to satisfy certain requirements of 
saicl section 422A; · 

NOW, THEREFORE, the Agreement is hereby amenc1ed by adding 
the following paragraphs at the end thereof: 

1. "That portion of the Option permitting the purchase of 
Common Stock of the Company, the aggregate fair market 
value of which at the time of grant was not in excess of 
$50,000, shall be considered to be an incentive Stoel<: 
option within the meaning of section 422A of the Internal 
Revenue Code of 1954, as amended." 

2. "The incentive stock option portion of the Option shall 
not be exercisable while there is outstanding any in
centive stock option granted to the Employee before the 
grant of the Option, to purchase stock of the Company 
or its subsidiary (determined at the time of the granting 
of the Option), or a predecessor of any such corporation. 
An option shall be treated as outstanding for. this pur
pose until it is exercised in full or expires by reason 
of lapse of time." 
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3. "The notice to the Co2nmi ttee required by paragraph 9 
of the Plan shall state the election to exercise the 
Option, the number of shares of Common Stock of the 
Company with respect to which the Option is being 
exercised, whether and to what extent the Employee is 
exercising an incentive Etock option and shall be 
accompanied by payment of the full option price of 
such shares." 

4. "A separate stock certif~ate shall be issued for any 
Common Stock of the Company acquired t:hrough the exer
cise of an incentive stock option." 

IN WITNESS WHEREOF, the Company has causecl this 
Amendment to be executed in its corporate name by its duly 
authorized officers and the Optionee has hereunder set his 
hand on t11e date hereof. 

GOVEfu'lMENT EMPLOYEES INSURl\NCE 
cm1PANY .~ 

By: 
~~~~~~~~~~~~~~~~ 

Senior Vice President 

(Sealed) 

Attest: 

Secretary 

Optionee 

\ 

• 
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GOVERNMENT EMPLOYEES INSURANCE COMPANY 

Amendment to 
Non-Qualified Stock Option Agreement 

(Employee granted less than $50,000 worth of options) 

J\NENDMENT dated March 4, 1982 to the 
NON-QUALIFIED STOCK OPTION AGREEMENT between 
GOVERNMENT EMPLOYEES INSURl\NCE COMPANY {the 

'"Company") and {the 
"Optionee"). \ .. 
WHEREl\S, the Company and the Optionee entered into a 

Non-Qualified Stock Option Agreement dated (the 
"Agreement") granting to the Optionee an option to purchase 
shares of the Company's common stock (the "Option") pursuant 
to the Company's 1973 Stock Option Plan for Officers and 
Executive Personnel (the "Plan"); and 

'NHEREAS, the Company intends to elect that any out
standing portion of such Option be treated as an incentivP 
stock option under section 422A of the Internal :.Revenue Code; 
and 

WHEREAS, the company and the Optionee wish to make 
certain amendments to the Agreement to satisfy certain re
quirements of said section 422A; 

NOW, THEREFORE, the Agreement is hereby amended by 
adding t~e following paragraphs at the end thereof: 

1. "Effective as of the date hereof, the Option shall be 
considered to be an incentive stock option within the 
meaning of section 422A of the Internal Revenue Code of 
1954, as amended." 

2. "The Option shall not be exercisable while there is out
standing any incentive stock option granted to the Employee 
before the grant o.f the Option, to purchase stock of the 
Company or its subsidiary {determined at the time of the 
granting of the Option), or a predecessor of any such 
corporation. An option shall be treated as outstanding 
for this purpose until it is exercised in full or expires 
by reason of lapse of time." 



,. 
'·· 

~' ' . 
• 

-2-

IN WI'rNESS WHEREOF, the Company has caused this 
Amenc1ment to be executed in ~,ts corporate name by its duly 
authorized officers and the Optionee has hereunder set his 
hand on the date hereof. 

(Sealed) 

Attest: 

Secretary 

GOVERNM,ENT EMPLOYEES INSURANCE 
COMPANY\ 

By: 
~--=s~e-n-i~o-r--,v=-i-c-e--=P~r-e-s~i~d~e-n-t=--~-

Optionee 

- t,.;i -
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NONQUALIFIED STOCK 

OPTION AGREEelENT 

(PURSUAN'l' TO 1973 s•.rocK OPTION PLAN FOR OFf!'ICERS 
AND EXECUTIVE PERSONNEL O.F GOVERNMEN'r Ei"!Pl"OYEES 

INSURANCE COMPANY) 

THIS AGREEMENT made by and between GOVERNMENT EMPLOYEES 
INSURANCE COMPANY, a corporation of the District of Columbia 
(the "COMPANY"), and the following regular salaried officer 
or employee (the "OP'l'IONEE"), holding the indicated position: 

(Name) ' 

(Position) 

WITNESS.ETH THAT: 

WHEREAS, the Board of Directors of the COMPANY on January 31, · 
1973 duly adopted the 1973 Stock Option Plan for Officers and 
Executive Personnel (the "PLAN") to become effecti¥e on May 22, 
1973. 

WHEREAS, the Stock Option Plan Administrative Committee 
(the "COMMITTEE") has, pursuant to its authority under the Plan, 
granted the following described Nonqualified Option (the "Option") 
to the OPTIONEE in accordance with the provisions of the Plan: 

For a period of ( ) years from the date hereof, 
the OPTIONEE has the right to purchase shares of 
the Common Stock of GEICO Corporation at the option 
price of $ per share (which is 100% of the fair 
market value on the date of grant), subject to the 
terms, conditions and provisions of the Plan. 

NOW, THERE.FORE, for and in consideration of the mutual 
undertakings and obligations of the parties herein and other 
good and valuable consideration the parties hereto agree as 
follows: '. 

1. The OPTIONEE accept_s the aforesaid Option subject to the 
terms, conditions and provisions of the Plan, and agrees to be 
bound and to abide by all orders, decisions and determinations 
of the COMMITTEE made in accordance with the Plan. 

2. The OPTIONEE agrees that the aforesaid Option may not 
be exercised during the first year after the date of grant, 
except as provided in Paragraph.12 of the Plan. Twenty-five 

-C3-
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percent (25%) of the total number of shares covered by the 
<} foresaid Option may bE: exercised at uny time after the .fir.st 

, anniversary of its granting and an additional twenty-five 
/ • percent (25%) may be exercised at any time after each of the 

three (3) succeeding anniversaries. The right to so exercise 
Options as aforesaid shall be cumulative and in accordance 
with the provisions of t11e Plan. 

3. The OPTIONEE agrees to remain in t11e employ of t11e 
.COMPANY for a period of at least one year from the date hereof; 
to devote his entire time, energy and skills during such 
employment to t11e service . of the COHPANY and the promotion of 
its interests, subject to vacations, sic1;: leave anc1 other 
absences in accordance with the COelPAHY' s regular policies; 
that such employment shall be at the pleasure of the Board of 
Directors or t11e President, and shall be at t11e rate of compen
sation in effect at the time of granting the Option, with such 
increases or decreases as the CQ:-lPAJ'..'Y may from time to time in 
its discretion determine, and t\1at in the ey_ent of a violation 
of t11is AGREEMENT by the OPTIONEE, the unexercisec1 Option or 
Options held by the OPTIONEE may be terminated by the Board of 
Directors. 

4. The aforesaid Option may be exercised by the OPTIONEE 
while there is outstanding a previously granted unexercised 
Option, intended to be a nonqualified stock option granted 
pursuant to the Plan, hold by him covering shares of the same 
class of stock even though the Option price under the prior 
Option is higher than the Option price under the.later Option. 

5. The aforesaid Option shall not be affected by any 
change of duties or position of the OPTIONEE so long as the 
OPTIONEE continues to be an officer or other regular employee 
of the COMPANY. Nothing in the Plan or in this AGREEMENT or 
in the aforesaid Option shall confer upon the OP'rIONEE any 
contractual right to continue in the employ of the COMPANY nor 
interfere in any way with the .right of t11e COMPANY to terminate 
his employment at any time. · 

6. Notwithstanding any other provision of the Plari or of 
this AGREEMENT, in the event of any change or changes in the 
outstanding Common Stock of the COMPANY by reason of stock 
dividends, stock splits, recapitalizations, mergers, consolida
tions, combinations or exchanges of shares, the number of un
exercised shares covered by the aforesaid Option and the Option 
price shall be appropriately adjusted. 

7. The COMPANY agrees that upon exercise of the aforesaid 
Option in whole or in part (on a form prescribed by the 
COMMITTEE and in accordance with the terms thereof and the 
terms of the Plan), and upon payment of the Option price for 
the shares with respect to which the Option is exercised, the 
CO~lPANY shall issue to the OPTIONEE (or other person entitled 
thereto) the number of shares of Com.~on Stock so paid for, in 
the form of fully paid and non-assessable Common Stock of 
GEICO Corporation. 

.. 



8. The OPTIONEE understands that the COelMITTrm may, at 
its discretion, require him to 11gree and to certif.y that all 
;;;hares purchased pursuant to said Option are purc1msec1 solely 
for investment and not w:i.th any intention of distributing the 
same. 

• 

9. The Option slmll be considered to be an incentive 
stock option within the meaning 0£ Section l\22A 0£ the Internal 
Revenue Code of 1954, as amended. 

10. 'l'he Option shall not be exercisable while there is 
outstanding any incentive stock option granl:ccl to the OP'rIONEE 
before the grant of the Option, to purchase stock of GEICO 
Corporation or its subsidiary (determined at the time of the 
granting of the Option), or a predecessor of any such corpora
tion. An Option shall be treated as outstanding for this 
purpose until it is exercised in full or expires by reason of 
lapse of time. '• 

IN \•7ITNESS \•JHEREOF, the 
to be executed in its behalf 
corporate seal to be affixed 
Assistant Secretary, and the 
and seal. 

ATTEST: 

Secretary 

Date 

~ 
COMPANY has cat'tsed this AGREEMENT 
by a Senior Vice President and its 
and attested by its Secretary br 
OPTIONEE has affixed his hand 

GOVERNMENT E~lPLOYF.ES INSUR.l\NCE 
COMPANY 

By: 
Senior Vice President 

Optionee 

'. 

i 
I 
' 
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GEICO CORPORATION & GEICO - 1982 llOllUS PLAN FOR OFl'ICERS 

.· . 

BONUS POOL: Performance of the enturprise will be measured by the Buman Resources 
Committee of our lloard n!lainst the 1982 Business Plan, with focused nttention on 
results cor.iparcd with the selected key goals of~ 

(a) underwriting ratio in GEICO: bonus pool 
as % of salary 

25% 95% or better 
96% 
97% 
98% 
99% 

1007. 

20% 
15% 
10% 

5% 
0% 

(b) shareholder earnin~: operating \earnings per share to be $.3.67, approx
imately 23% higher than 1981 and a return on equity measu1:ed over five 
years which places us in the top quartile of American Business. Results 
against this goal to modify the pool by no mor~ than+ 15% of itself. 

(c) expense ratios: mana!ler.tent of productivity and our expense ratios 
continue to be a core part of our strategy to return GEICO to its pre
eminence as the low cost opera tor. An improvement to 25% for the 
general expense ratio and loss adjustment expense ratio combined 
(1.8 points below last year's 26.S'.0 would be good progress. Results·: 
against this goal to modify the pool by no more than + 15% of itself. 

(d) _growth: 1982 voluntary written premium to be $586.2~million as called 
for in the 1982 Business Plan, an increase of approximately 10%. 
Results against this goal to nodify the pool by no more than .:!: 10% of 
itself. 

(e) underwriting ratio: 
Results against this 
itself. 

in J:'/AL of 118. 97. with no more than 100% in l1Q82. 
goal to nodify the pool by no more than .± 10% of 

All definition of terms, including earnings per share and return on equity, are as 
currently defined in our standard glossary and as currently being reported according 
to generally accepted accounting principles, where appropriate. For return on equity 
for American Business we will use the FORBES magazine results published in 
January 1983, using the five year average as defi"ned by them. If, for any reason, 
FORBES should not publish its annual survey by the end of February, the committee 
will substitute an appropriate alternate. All American Business is to mean all 
business reported on in the FORBES annual survey, which presently includes well 
over 1,000 large companies. 

\ 
DISTRIBUTIOll OF BONUS. POOL: The Committee will distribute the bonuses to participants 
after considering .the recommendations of management • 

• 
Individual bonuses will differ widely by performance (fron 0% to 507. of salary) with 
performance measured and ranked by the chairman, with heavy enphasis on individual 
and departmental accomplishments of the objec~ives in the 1982 Business Plan and 
gcnetal contribution to 1982 financial results. Payment will be in a single lunp 
cash payment distributed with the release of the 1982 report to shareholders. 

The non-officer plan tracks the above with the basic formula producing approximately 
half as great a pnrcentagc for that pool. 
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GF:ICO CORPORATION f, GEICO 
1982 BONUS PLAN FOR INVESTllENT JlEPAR'nLENT PROFESSIONALS 

Achievement of the following goals would produce a pool of from 0 Co 25% of 
base pay for all the investment department professionals: 

--·--

1. shareholder earnings: · operating earnings per share to be $3.67, 
approximately 23% higher than 1981, and a return on equity 
measured over five years which places us in the top quarti.le of 
American Business. 

2. 

3. 

4. 

\ 
\ performance of common stocks: to produce over n three year 

period an annual total return of at least 150 basis points 
net after tax better than the S&P 500 Index. Results agaim:t 
this goal will be weighted 50% for the three years 1980-82, 
257. for the two years 1981-82, and 25% for the year 1982. 

performance of total portfolio: to pro~ucc an annual after tax 
return over a three year period of at least 50 basis points 
better than a pre-detcrnincd passive narket portfolio. As in 
goal 2, results against this goal will be ueighted 505:, 257., 
and 25% for three, two, and one years respectively. 

performance against other business plan goals: although the other 
goals include socio.1. responsibility, management of human resources, 
improving productivity and efficiency, the primary one to achieve 
is an after tax investment income of at least $62.3 million (267. 
above last year). 

.• 
.• ·•" 
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CRITERION INSURANCE CO:IP:\NY 
1982 nmrns PL/\N FOR OFl'ICERS 

• 

Bonus Pool: 

Performance. of the. enterprise will be measured gene.rally against the 1982 Business 
Plan, with focused attention on results compared with the selected l:cy goals of: 

(a) underwriting ratio in CRICO: 

underwriting ratio 
95% or better 
96% 
97% 
98% 
99% 

100% 

\ 
\ 

bonus pool 
as % of salarv 

25% 
20% 
15% 
10% ~ 

5% 
0% 

(b) shareholder earnin~: GEICO Corporation operating earnings per share to 
be $3. 67, appro:dm1tely 23% higher than 1981, and a retu::n on equity 
measured over five years which places us in the top quartile of Anerican 
Business. Results against the goal to nodity the pool by no 1~ore than 
+ 15% of itself. 

(c) expense ratios: nanagement of productivity and our expense ratios 
are central to CRICO's perforr.iance. An improvement to 29.6% for the 
general expense ratio and loss adjust:'.lent expense ratio co:nbined 
(2. 0 points below last year's 31. 6::) would be good progress. Results 
against the goal to modify the pool by no more than.:!: 15% of itself. 

All definition of terms, including return on equity, are as currently defined in our 
standard glossary and as currently being reported according to generally accepted 
accounting principles, where appropriate. For return on equity for American 
Business we will us·e the FORBES na3azine- results published in January 1983, using the 
five year average as defined by them. If, for any reason, FORBES should not 
publish its annual survey by the end of Febniary, the conmittee will substitute an 
appropriate alternate. All Alnerican Business to nean all business reported on in the 
'FORBES annual survey, which presently includes well over 1,000 large companies. 

Distribution of bonus pool: 

The committee will distribute. the bonuses to participants after considering ~he 
recommendations of management. 

Individual bonuses wil'i differ widely by perforraance (frora 0% to 50% of saiary) with 
performance measured and ranked by the chairraan with heavy eraphasis on individual 
and departmental accoraplishments of the objectives in the 1982 Business Plan and 
general contribution to 1982 financial results. 

Paymeut will be in a sin3le lump cash payment distributed with the release of the 
1982 report to shareholders. 

The non-officer plan tracks the above with the basic formula prodttcing appro:dmately 
half as great a pei;centage for that pool. 
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EXHIBIT 11 

ADDITIONAL EAR!lINGS ?ER SHARE INFOR.'!ATION 

Affiliates include GEICO's consolidated insurance subsidiary and unconsolidated 
affiliates. ' -

In Thousands 
Except Per Share Results 

Year Ended December 31 1 

• Fullv Diluted: .ill! ~ 1979 

Earnings 
Operating income 
Less: Equity in income of· affiliates 
Plus: Equity in affiliates' fully diluted 

earnings per share 
Less: Dividends on senior preferred stoc.~ 
Operating earnings applicable to col!ll!lon shares 
Reali%ed gains (losses) 
Income applicable to common shares before 
extraordinary item 

Ext.raordinary item 

' Income applicable to cotm:ion shares 

Shares 
Weighted-average number of common shares 

outstanding 
Conversion of convertible preferred stocks 
Net effect of dilutive stoc.~ options 
Net effect of performance share awards 

Total 
Fully diluted earnings per share 

Operating- earnings 
Income before extraordinary item 
Net income 

Pri~ry: 

Earnings 
Operating income 
Less: Equity in income of affiliates 
Plus: Equity in the affiliates' primry 

earnings per share 
Less: Dividends on preferred stoc.~ 
Operating ear:dngs applicable to cotm:ion shares 
Reali%ed gains (losses) 
Income applicable to common shares before 
extraordinary ite: 

Extraordinary item 

Income applicable to cocmon shares 

\ 
; 

Shares 
Weighted-average nU1:1ber of cotm1on shares 

outstanding 
Primary earnings per share 

Operating earnings 
Income before ext.=aordinary itel!l 
Net income 

$64,432 
(8,316) 

8,316 

64,432 
18.854 

83,286 

$83,286 

20, 6.23 
878 

42 
101 

211644 

$ 2.98~ 
$ 3.85 
$ 3.85 

$64,432 
(8,316) 

8,316 
(295) 

64,!37 
182854 

82,991 

$82,991 

201623 

$ 3.11 
$ 4.02 
$ 4.02 

$59,644 $59, 549 
(10,340) (9,427) 

10,295 9,186 

59,599 59,308 
11 119 (724) 

60,718 58,584 
15 1456 

$60,718 $74,040 

20,522 17 ,336 
2,225 10,238 

59 179 
197 

23:003 27 1753 

$ 2.59 $ 2.14 
$ 2.64 $ 2.11 
$ 2.64 $ 2.67 

$59,644 $59,549 
(10,340) (9,427) 

10,295 9,320 
(743) (3 1Z84) 

58,856 56,158 
11119 (724) 

59, 975 55,434 
15,456 

$59, 975 $70,890 

20 2522 17 1336 

$ 2.87 $ 3.24 
$ 2.92 $ 3.20 
$ 2.92 s 4.09 
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Financial Highlights 

(In thousands, except per share data) 1981 1980* Change 

Revenue ....................................... $ 727,453 $ 684,408 6% 
Operating earnings ............................. 64,432 59,644 8% 
Net income .................................... 83,286 60,763 37% 
Assets ......................................... 1,362,009 1,274,796 7% 
Shareholders' equity (fully converted) ............ 238,904 192,178 24% 
Operating earnings per-share (fully diluted) ...... 2.98. 2.59 15% 
Net income per share (fully diluted) ............. 3.85 2.64 46% 
Dividends declared per common share ........... .48 .43 12% 
Book value per share (fully converted) ........... 11.60 8.89 30% 
Weighted average shares (fully diluted) .......... 21,644 23,003 (6)% 

*Certain financial data restated to reflect GEL/CO on the equity method of accounting. 

Operating Earnings and Net Income Operating Earnings and Net Income Fl!r Share 
(F\dly Diluled) 

• Operating Earnings •Net Income 
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To Our Shareholders 

Overall, your Company had a 
fairly good year-the final quar
ter was a bit disappointing. Oper
ating earnings for the year 
increased ·modestly while earnings 
per share rose 15%. Net income 
was helped by the profit from the 
sale of our interest in an affiliate 
in che fourth quarter. 

Our property and casualty 
operations achieved a modest un
derwriting gain. The natural un
derwriting ratio was 96.2%, 
reasonably close to our standard, 
but the last quarter was disap
pointing. Government Employees 
Insurance Company, our corner
stone business, managed to a 
fine95.1%. 

Pre mi urns increased only 6% 
in 1981. This resulted from a 
reduction in involuntary business, 
a favorable development for us, 
but also reflects disappointing 
growth in GEICO's automobile 
business. I think we can do 
better here. 

Our customers reported fewer 
claims in 1981 than in 1980 but 
that favorable trend may have 
bottomed. Claim costs rose during 
the year at a rate exceeding the 
rate of inflation in the general 
2conomy. It is likely that trend 
will continue through 1982. This 
concerns us. 

The progress we were making 
in our investment portfolio was 
sidetracked by broad declines in 
the securities markets during the 
third .md fourth quarters. We 
closed the year with a bond 
portfolio worth much less than 
its cost. 

On December 21, 1981 we sold 
our 66% interest in Government 
Employees Life Insurance Com
pany (GELICO) to the Legal & 
General Group of the United 
Kingdom. Our interest in 
GELICO's 1981 results are re-

2 

fleeted on the equity accounting 
basis and prior years' results have 
been similarly restated. The $90 
million in proceeds from the 
GELICO sale were placed in our 
investment portfolio where they 
provide us with flexibility to meet 
changing market conditions. To 
offset some of the realized gains 
from the sale, we sold preferred 
stocks, bonds and common stocks, 
all at a loss, in the fourth quarter. 
We anticipate making additional 
sales during 1982. Our investment 
objective continues to be to im
prove the real value of your 
enterprise by increasing total re
turn, rather than by maximizing 
current income. You may not 
think so from these numbE,rs, but 
we are making progress. 

Our new venture, Govern
ment Securities Cash Fund, a no
load money market fund, has 
become operational. We are offer
ing the Fund to our policyholders 
and shareholders through direct 
mail. If you receive one of our 
solicitations I hope you will find 
the Fund to be a useful cash 
management device. Your recom
mendation of our insurance and 
financial services to friends and 
family is always appreciated. 

Resolute Group, our new rein
surance subsidiary, started in 
business. Gross premium accept
ances were about as planned and 
we think we are seeing satisfacto
ry business. We are committed to 
careful risk selection and under
writing profitability in the rein
surance field. 

GEFCO had another disap
pointing year. The 1982 outlook 
here is fair at best. 

Per share earnings have bene
fited over the last three years 
from a 40% reduction in the 
number of outstanding common 
share equivalents. I suspect we 

are about done here for a while 
although we will review the matter 
from time to time. 

Your Board of Directors was 
pleased to increase the quarterly 
cash dividend on the Common 
Stock during 1981. The dividend 
payout was $.48 per share in 1981, 
up 12%. On February 24, 1982 
your Board increased the dividend 
again, this time to $.14 per quarter, 
an increase of 17%. 

You will notice in this report 
an underlying concern for a num
ber of safety-related issues that 
have a direct bearing on our 
quality of life as well as our 
business. We are working with 
various industry, government and 
consumer groups to bring each of 
these issues into public focus so that 
our roadways will be safer to travel. 

The outlook for the property 
and casualty insurance industry is 
not good for 1982. Most estimates 
are for continued poor industry 
underwriting results. Competition 
for good risks is expected to 
remain keen. We expect modest 
premium growth, an underwriting 
gain, a significant increase in 
investment income, further gains 
in earnings per share and growth 
in book value. We also hope to 
make further progress in reducing 
expenses during the year. 

Our guarded forecast is that 
GEICO will continue to prospe~ at 
least modestly in 1982. 

Respectfully submitted, 

John J. Byrne 
Chairman 

February 24, 1982 
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Operations 

Property and casualty insurance 
is the cornerstone of our business. 
GEICO's mission is to provide 
quality insurance to preferred 
risks at a price advantage, using 
direct response marketing meth
ods. By delivering appropriate 
automobile and homeowners 
coverage and good service at a 
lower cost to our customers, we 
hope to attract the volume and 
quality of business that will allow 
us to achieve a satisfactory under
writing profit and growth rate. 

As a direct response writer, 
GEICO's delivery system provides 
us with certain advantages over 
companies with sales representa
tives. The most significant advan
tage is that we do not have sales 
commissions to include in our 
price. Our toughest competitors 
are direct writer companies whose 
sales representatives sell only 
their products. Direct response 
and direct writers have grown 
dramatically during the last de
cade because of their price advan
tage over traditional marketing 
methods. 

'lb attract the quality of auto 
business we desire, GEICO tar
gets the good driver or "preferred 
risk." We must drive the cost of 
our product down to the point 
where we enjoy a significant price 
advantage but are still able to 
make a 5% underwriting profit
without reducing quality of ser
vice. We are approaching this 
problem from several directions. 

First, we are underwriting 
and pricing all new and renewal 
business carefully. By attracting 
and retaining policyholders with 
good driving records, we pay less 
in losses and therefore can charge 
our customers less. 

Second, we offer quality 
service and strive to treat each 
customer as we would like to be 
treated. In order to grow we must 

retain our current policyholders 
as well as attract new customers. 
GEICO is one of the few com
panies still writing 12-month auto 
premiums, which our customers 
seem to prefer for the rate protec
tion it affords them. We also offer 
national 24-hour claim, policy and 
sales service, a new feature intro
duced in 1981 that our policy
holders perceive favorably. We are 
the only national company to offer 
this service. We are proud of our 
service record. In a survey con
ducted in 1981, 97% of our custom
ers responded that our claims and 
policy services were as good as or 
better than those of our 
competitors. 

Third, we have made signifi
cant strides in improving the 
productivity of our work force and 
in reducing our general operating 
and claims expenses. One mea
sure of that progress is the num
ber of policies in force per 
employee. Since year-end 1978, 
the number of policies per employ
ee has increased 28%. During that 
same period our general and loss 
adjustment expenses as a percent
age of premiums have declined 1. 7 
points. We are passing these sav
ings on to our customers through 
lower rates. We hope to make 
further progress in 1982. 

An important component of 
GEICO's marketing strategy is to 
concentrate our efforts in markets 
we feel will be profitable for us. 
Such markets traditionally have 
an insurance law and regulatory 
climate conducive to profitability 
and open competition. While we 
offer auto insurance in all states 
except New Jersey and Mas
sachusetts, we are concentrating 
on attracting new business in 
approximately eight states that 
best meet our guidelines. 

GEJCOs homeowners busi
ness achieved disappointing re-

suits in 1981, although there was 
some improvement over 1980's 
poor results. Homeowners rates 
have been raised where necessary 
and we are encouraging our pol
icyholders to insure their property 
more closely in line with its 
value. We expect further improve
ment for this line in 1982. Vice 
President Donn Knight, who did a 
fine job previously heading 
GEICO's claim operations, is now 
in charge of this Profit Center. 

Criterion Insurance Company 
complements GEICO by offering 
standard automobile and motorcy
cle insurance. Although Criterion 
achieved good premium growth 
and raised its productivity, the 
Company$ underwriting results 
were unprofitable in 1981. Return
ing Criterion to underwriting 
profitability in 1982 has top pri
ority for its management team 
headed by President Harry Bond. 

The property and casualty 
environment is expected to re
main competitive through 1982 
with strong price competition for 
the preferred risk. We will con
tinue our efforts to reduce the 
costs of doing business-commen
surate with good service-in order 
to make GEICO the industry's low 
cost operator and its best insur
ance value. This operating chal
lenge is in the capable hands of 
Executive Vice President Gene 
Meyung and Senior Vice Presi
dents Dick Lucas and Jim Reagan 
(pictured) and GEICOs 26 Plan
ning Center Managers who are 
charged with "making 
things happen." 

William B. Snyder 
President 

February 24, 1982 



Investments 

The performance of our invest
ment portfolio in 1981 W"..S disap
pointing to me on an absolute 
basis as measured by the total 
aftertax rate of return. However, 
on a relative basis, the portfolio 
performed well as each sector 
(common stocks, preferred stocks, 
tax-exempt bonds and taxable 
bonds) substantially outperformed 
the market indices against which 
they are measured. The major 
reason for the disappointment was 
the continuing rise in interest 
rates and the resulting slide in 
bond prices. The greatest damage 
to the value of our portfolio was in 
our largest sector, tax-exempts, 
which account for approximately 
40% of the total on a market 
value basis. The Bond Buyer In
dex yield was 9. 76% at the start of 
1981 and by year-end had reached 
13.30%. The shorter average ma
turity of our portfolio resulted in 
a more moderate decrease in val
ue but a decline nonetheless. 
Since we have more than ample 
liquidity to hold these bonds to 
maturity, no impact on insurance 
operations is expected from the 
depreciation in the market value 
of the bonds. 

I was pleased that the in
crease in investment income, 
while modest, was better than I 
expected. Pretax net investment 
income increased 10% in 1981; 
aftertax the increase was 11 %. 

Our investment strategy in 
1981 continued to focus on after
tax total return for the portfolio. 
We made progress during the year 
in restructuring the portfolio by 
(1) increasing our holdings in 
common stocks and convertible 
preferreds; (2) selling preferreds 
without sinking funds; (3) short
ening the maturity of the ta."C
exempt sector by selling long 
bonds and reinvesting in shorter
term issues; (4) eliminating our 

position in long-term taxable cor
porate bonds and (5) increasing 
our position in cash-equivalent 
securities. 

We did not invest new money 
in the tax-exempt area. With the 
benefit of hindsight we should 
have been even more aggressive in 
selling long-term tax-exempt 
bonds. While I felt these bonds 
were not attractive to purchase, 
they were too cheap to se\1. 

For 1982 our goal will again 
be to concentrate on total return. 
We expect that financial markets 
will remain volatile despite our 
belief that inflationary expecta
tions will decline from recent 
levels. We are concerned that the 
liquidity in our credit system 
continues to deteriorate and will 
become an increasingly serious 
problem. In particular, the thrift 
institutions and state and local 
governments are vulnerable as 
their access to financial markets 
has been impaired. Corporate sec
tor balance sheets are also under 
pressure as profitability has dete
riorated in a number of industries 
and managements have resisted 
refinancing short-term borrowings 
at historically high long-term 
rates. Finally, we are quite con
cerned about the continuing con
flict between the Administration's 
stimulative fiscal policy and the 
Federal Reserves tight 
money policy. 

Despite a\1 of the above con
cerns, we are currently in the 
process of making a change in our 
investment strategy to emphasize 
new investments in fixed income 
securities in 1982. We feel that 
the continued rise in interest 
rates over the past three years has 
made the aftertax total return 
from bonds attractive compared to 
alternative investments. For ex
ample, one year ago the yields on 
new intermediate term (5 to 10-

-7~-

year) tax-exempts were about 
7Y2%. 'Ibday the yields are approx
imately 12%. Even though 
common stocks appear to be 
reasonably priced compared to 
historic levels, returns from inter
mediate tax-exempts offer com
petitive aftertax rates of return 
with more certainty, and with no 
potential adverse impact on sur
plus from the short-term price 
volatility of stocks. 

At this time we anticipate 
placing the largest portion of our 
investable cash in intermediate 
tax-exempts, emphasizing strong 
credits and complete call protec
tion. Within our equity portfolio 
we will continue to emphasize 
undervalued common stock issues 
and convertible prefe.•Teds. Of 
course, these judgments must be 
reviewed almost daily. 

In 1982, as market conditions 
permit, we anticipate offsetting 
the remaining taxable gain from 
the sale of GEICOs interest in 
GELICO which will create a large 
realized net capital loss. Proceeds 
from any sales will be reinvested 
in line with our investment 
strategy. 

I believe it is essential to 
retain flexibility in 1982 by main
taining a substantial liquidity re
serve to be able to react to market 
opportunities. Right now we have 
about 20% of our portfolio at 
market invested in cash and cash 
equivalents. Each day I see more 
opportunities to invest this money. 

Louis A. Simpson 
Senior Vier; President 

February 24, 1982 
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Principal Business Segments 

Property and 
Casualty Insurance 

Private Passenger 
Automobile Insurance 

Governme11t Employees lllsura11ce 
Compa11y 

Criterion 111surance Company 

GEICO Corporation's principal 
line of business is private pas
senger automobile insurance. Al
though other lines of insurance 
and financial services are offered, 
insuring family automobiles ac
counts for over 90% of our busi
ness. We offer automobile coverage 
through two wholly owned sub
sidiaries: Government Employees 
Insurance Company, or GEICO as 
it is widely known, and Criterion 
Insurance Company. 

Founded in 1936, GEICO is 
one of the countrys largest writ
ers of private passenger auto
mobile insurance. The Company 
operates in the District of Colum
bia and all states except Mas
sachusetts (where it is licensed to 
write non-automobile lines) and 
New Jersey. 

GEICO occupies a unique 
position in the automobile insur
ance marketplace. Using direct 
response marketing techniques, 
which allow the Company to deal 
directly with its customers, and 
insuring drivers with good driving 
records, GEICO delivers quality 
insurance protection and excellent 
service at a significant price ad
vantage over most of its competitors. 

Criterion Insurance Company 
was organized by GEICOs man
agement in 1961 to write auto
mobile insurance for individuals 
not meeting GEICO's preferred 
risk underwriting standards. Cri
terion operates in the District of 
Columbia and all states except 
Massachusetts, New Jersey and 
South Carolina, although it is 

-J8-

licensed to do business in the 
latter. New customers are ac
quired and service is provided 
through General Field Represent
atives (commissioned agents), 
sales offices operated by GEICO 
and GEFCO, company-operated 
sales offices and by direct mail. 
Criterion's marketing programs 
are directed toward military per
sonnel, young drivers, senior cit
izens and other standard risk 
prospects through newspaper, ra
dio, television, magazine and 
direct mail advertising. The 
Company writes private passenger 
automobile and motorcycle insur
ance exclusively. 

In July 1981 GEICO signed a 
letter of intent to purchase from 
Equitable Life Holding Corpora
tion its property and casualty 
subsidiary, Equitable General In
surance Company. Once com
pleted, the transaction will 
include that Company's auto
mobile and homeowners personal 
lines business, but will exclude its 
reinsurance and excess group 
health business. Equitable Gener
al presently operates in 27 states, 
mostly west of the Mississippi, but 
is licensed to do business in the 
District of Columbia and all fifty 
states. Its primary policyholder 
concentrations are in Texas, Cal
ifornia and Arizona. 

Equitable General will pro
vide us with a third pricing 
structure for another class of auto
mobile and homeowners business. 
This multi-company operating 
structure will allow us to accom
modate a greater percentage of 
the new business inquiries that 
we receive. Our operating goal for 
Equitable General will be the 
same as it is for GEICO and 
Criterion-to operate at a 95'7.: 
underwriting ratio. 

Our companies provide sever
al attractive advantages to their 
policyholders. We still offer our 
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automobile insurance customers 
rates for one year rather than six 
months. Our policyholders have 
expressed a strong preference for 
the one-year policy because of the 
protection it provides against ris
ing rates. Also, after a successful 
test in the Washington, D. C. 
metropolitan area, we became the 
first insurance company to offer 
24-hour nationwide claims, pol
icyholder and sales service. Re
sponse to this new service has 
been quite favorable and we are 
emphasizing it in our current 
advertising programs. 

GEICO's automobile policy 
persistency remained at tradi
tionally high levels in 1981, Over 
90% of the Company\; customers 
accepted our offer to renew their 
coverage. 

The "GEICO Preferred" spon
sored marketing program, de-

signed to encourage associations 
to endorse GEICO and Criterion 
insurance to their members, con
tinued to grow in 1981. Endorse
ments have been received from 
associations representing over one 
million members since the pro
gram was introduced in 1979. 

New voluntary automobile 
policies written by GEICO and 
Criterion increased 10,7% in 1981 
compared to 16.1% and 1.0% 
gains in 1980 and 1979. Exclusive 
of residual market business, such 
as assigned risk and other invol
untarily written policies, auto
mobile policies in force totaled 
1,278,413 at year-end 1981, a 
l.6% increase from the 1,258,505 
in force at the end of 1980 which 
in turn showed a nominal increase 
from the 1,252,045 in force at 
year-end 1979. 

Residual market policies, 

'lbtal Property and Casualty Policies in Force 
• Volunt.ury Policios • Involuntary Policies 
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\Vhe11 we talk of occ11pm1t 
restraints, u1e should kL•ep in 
111incl that special protection 
is neec:ed for i11fanls and 
chilclre11. Educatio11 t•oncern· 
ing the need for i11fa11t ancl 
child restraints in t:ehicles 
can be clonc al the local level 
by co1n1n1111ity groups. the 
niedical profession ancl by 
employees. t\t GEICO, for 
e:ca111p/c, ive hat•e started an 
infant restraint lending and 
eclucationa/ progra111 for 
our ou.11i eniployees. 

Car snfety seats ancl 
other types of chi/cl re-
straints 1nay be inco11t·e11ienl 
to use but they sat•c lit~es. 
Consider these statisties. 
Traffic ncciclents are the 
leacli11g cause of death 
anrong chilclre11 ages 1-1.J 
years. i.\lorc children die as 
the result of niotor t~ehicle 
accidents than fronr t'ancer 
or an)' other disease. Ac· 
cording to the National 
High1my Traffic Safely t\cl-
11rinistratio11, only about 
22tJ: of all infants arc prop
erly protectccl by c111 infant 
restraint u.:hcn they traue/. in 
a t·ehicle. Use of restraints is 
et'en loitter nn1011g older 
chilclre11-011/y .J.5'if of tocl
cllcrs (ages I-./ J are prolcctccl. 
Safely belt usage among chilcl
rc11 .J-1.J years is only 3.3'7c:. 

The younger the chi/cl, 
the greater the chance thnt 
he will be killecl in a11 
accident. A recent stucly 
at Johns Hopkins showed 
that the death rote for i11-
fa11ts (u11der six ruo11ths of 
agel is 9.1 per 100,000, 
about clouble the rote for 
one-year olcls. This is et·en 
rnore si~11ifica11/ because 
there is euidence that t·ery• 
.)'oung chilclrcn trauel less 
than olclcr chilclrc11. 
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which are typically unprofitable, 
are assigned by state insurance 
mechanisms in proportion to an 
insurer's premium volume in pre
ceding years. Our assignments 
have decreased steadily since 
1977, declining 16.2'7c in 1981, to 
65,291 policies following declines 
of 26.0% in 1980 and 16.7% in 
1979. We consider the continued 
decline in residual market busi
ness a highly favorable develop
ment, although not sustainable. 

Automobile written premiums 
including service charges totaled 
$626.0 million in 1981, up 5.4% 
from $593.9 million in 1980 which 
was a 4.9% increase from 1979. 
Premiums from voluntary auto 
policies increased 6.4% while in
voluntary policy premiums were 
down 6.4%. Voluntary rates were 
increased 5.4'k countrywide dur
ing 1981 while involuntary rates 
were raised 7 .8%. 

The number of automobile 
claims reported to the Companies 
decreased 3.2'K in 1981 to 404,922 
following reductions of 10.6'ii- and 
5.5% in 1980 and 1979. The 
decline reflects the substantial 
reduction in residual market pol
icies, a continuation but slowing 
of the countrywide trend of lower 
accident frequency, more wide
spread acceptance by policy
holders of higher deductibles and 
continued dedication by manage-

Bodily Injury Claims 

ment to disciplined underwriting. 
Claims settlement costs rose 

rapidly throughout the year but, 
for car repairs, at a so mew hat 
slower pace than in 1980. We 
estimate that costs associated with 
repairing automobiles damaged in 
accidents increased at an annual 
rate of 12% compared with 15'k in 
1980 and 19% in 1979. Injury 
claim cost changes are more diffi
cult to discern because of the 
mixture of old and new claims. We 
estimate that bodily injury claim 
costs increased approximately 
15% in 1981 after increases of 
129< in 1980 and 10% in 1979. 

Our claims staff managed to 
reduce pending claims to 71,047 
at year-end 1981, an 11.0'k reduc
tion from the 79,856 pending at 
year-end 1980 which was 12.59< 
less than the total at year-end 
1979. Pending bodily injury suits 
were reduced 15.9% in 1981 fol
lowing reductions of 15.9'K and 
18.3'7c in 1980 and 1979. 

In 1981 we realized the bene
fit of improvements made in our 
claim processing and handling 
systems in 1979 and 1980. During 
that two year period we expanded 
our telephone adjusting and claim 
processing capabilities by invest
ing in system improvements 
which increased productivity and 
reduced claim handling expenses. 
To enhance the productivity of our 
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Drinking clriuers and clrink
ing peclestricuis occount for 
/ml{ of our traffic fatalities 
annually-over 26.000 
deaths. J>rogran1s to identify 
arid control clru11k clrit•er:s 
and influence social ntti
tucles to 111r:~e drunl..· driving 
totally unacceptable belmu
ior niust be established and 
coordinated at all levels of 
s1.x:iety. Private coTnpauies 
can help by establishing pol
icies for use of alcohol at 
coTnpany-sponsored func
tions aucl by insuring that 
an etnployee tvho has had 
too tnuch to ciri!lk is not 
ullotvccl to ciriue. 

1\T GEICO we i11tro
duced a rierv e1nployee pro
gram i11 1981 called Project 
LIFT (Leave ill a Free Taxi). 
If one of our e1uployees sees 
that a friencl is intoxicated 
a11d u11ab/e to drive safely, 
the e111ployee is instructed to 
call a taxi a11d. gir..·e the 
driver enough 111011t?.)' to cot1-

er the fare to take his frie11d 
ho111e. GEICO rei111burses 
the cnrplo .. vee for expenses up 
to $25. The offer of a free 
ride also applies to the enr
ployecs theniselves. ReiTn
bursenient is co11fidentinl: 
no questions are asked. 

\\'e hope that i11tert•e11-
tio11 can be established tis 

the accepted nor1u u .. •hereuer 
people are drinking and 
nu"ght otheru.-'ise be allou•ed 
to driue. 
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It is true that some safety 
nieasures tax our independ
ence. We may object lo a 
bureaucracy telling us holu 
fast we can drive. But this is 
an area in which the payoff 
clearly warrants paying the 
snrall price. 

Most fatal crashes be
trveen r11otor vehicles occur 
on rural roatls, and in al
most one-third of them 
speeding is a cause. Several 
states consideririg legisla
tion against the 55 mph 
speed limit have traffic 
death rates higher than the 
national average. We siniply 
have not done an adequate 
job of providing facts and 
niotivation to the public re
garding the 55 mph 
speed limit. 

Annual traffic fatalities 
during the past seven years 
have never surpassed 1973's 
death toll-the last year be
fore ... 55" becanie niandatory. 
This is despite increases in 
the 11u1uber a{ drivers, vehi
cles and road 111ileage. Sonic 
experts estimate that 4500 
lives are sal:ed each year 
clue to the 55 mph highway 
speed limit. The 1981 de
cline in traffic cleatlis is u 
hopeful sign that the public 
is bel'Otning cnvarc of Lvays 
and 1nea11s to decrease 
trn{fic deaths. 
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material damage adjusters, con
tain costs and improve claim ser
vice, we installed computerized 
claim estimating systems in our 
drive-in claim centers. These sys
tems allow our material damage 
adjusters to estimate claims more 
accurately and quickly. In loca
tions where the concentration of 
policyholders was not sufficient to 
justify maintaining a drive-in 
claim facility, resident staff ad
justers were assigned to cover a 
broad geographical area. These 
Company adjusters provide us bet
ter control of material damage 
costs than do independent adjust
ers. In June 1981 we completed 
the merger of the GEICO and 
Criterion claim departments 
which we expect will result in 
significant savings in loss adjust
ment expenses for both com
panies, while providing the same 
level of acceptable service. 

As a result of these actions, 
the Corporation's loss adjustment 
expense ratios as a percentage of 
earned premiums declined .9 points 
and 1.9 points in 1981 and 1980. 

Overall, our property and cas
ualty underwriting has been 
profitable in each of the last five 
years, a period during which the 
property and casualty insurance 
industry's underwriting operations 
have not been. Our property and 
casualty operations recorded an 
underwriting gain under gener
ally accepted accounting princi
ples of $28.l million in 1981 
compared with gains of $35.2 
million and $29.4 million in 1980 
and 1979. The natural underwrit
ing ratio for our property and 
casualty companies was 96.2% in 
1981, 96.4% in 1980 and 96.0% 
(before policyholder dividends) 
in 1979. 

Homeowners Insurance 
Our homeowners insurance is 
marketed by GEICO primarily 

through direct mail solicitation of 
our current automobile policy
holders. Homeowners insurance is 
a relatively small line for GEICO 
when compared with its auto
mobile business. Policies in force 
totaled 232,543 on December 31, 
1981, down 5.5% from 246,121 
policies at year-end 1980. Policies 
in force at year-end 1980 were up 
6.9% from 1979. Written premiums 
increased 15.0% in 1981 to 
$42. 7 million following an in
crease of 10.5% in 1980. Home
owners written premiums ac
counted for 6% of the Corpora
tion's property and casualty pre
miums in 1981. 

As the result of a sudden and 
substantial increase in jewelry, 
precious metal and fur thefts in 
1980, the homeowners line be
came unprofitable. We responded 
by improving risk selection and 
obtaining needed rate increases. 
Consequently, new sales declined 
in both 1980 and 1981 by 2.2% 
and 27.8%. We changed our home
owners policy coverage period 
from three years to one year to 
allow us to respond more quickly 
to changing conditions. Addi
tionally, our homeowners unit is 
working directly with customers 
to educate them regarding loss 
prevention techniques and the 
need to insure their homes and 
personal property for actual value. 
Although our homeowners loss 
ratio was 101.6% in 1981 com
pared to 99.2% in 1980 and 79.2% 
in 1979, we began to see positive 
results from these programs dur
ing the latter half of 1981. 

Other Property and 
Casualty Lines 
In addition to the automobile and 
homeowners lines, GEICO offers 
policies that provide boat, yacht, 
accident and health, and lawyers 
professional liability coverages. 
These lines provide potential for 
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Blarning alcohol, speed and 
driver error for 80 to 90o/o of 
all traffic accidents under
states the role environnlental 
factors play. When road con
ditions are poor or when 
roads are poorly rnarked, 
even good drivers ure fre
quently led into accident 
situations they would nor-
1nally avoid. When condi
tions are good, as they are 
in our interstate system, ac
cidents and death rates drop 
dramatically. 

More people arc killed 
on rural two lane roads in 
the United Stales than on 
all other highways com
bined. Poorly marked rural 
roads account for almost 
two thirds of all occupant 
fatalities and i11juries. Driv
i11g environnle11t has a sig
nificant inlpact on accidents. 
It is estimated by the Fed
eral Highway Adnzinistra
lion that through highway 
inzprovenzents, we could re
duce the Nation's accident 
toll by at least 50%. 

Providing effective 
signs, signals and pavenzent 
n1arkings is an in1portant 
responsibility of public offi
cials. It deserves nzore tinze 
and attention than it is 
getting in the great nzajority 
of con1;nunities. In n1any 
court cases tuhere accident 
victirns have successfully 
sued local governments or 
agencies for not providing 
adequate traffic control or 
safety nieasures, the cost of 
payi11g that single judg1nent 
has been far greater than it 
1uould have been to nlain
tain traffic control devices in 
the locality to standards im
posed by the Highway Safely 
Act of 1966. 



growth but in 1981 accounted for 
less than one percent of property 
and casualty premiums. As an 
accommodation, GEICO also offers 
fire and comprehensive personal 
liability coverages. 

Reinsurance 
In 1981 GEICO Corporation pro
vided $15 million of capital to 
form Resolute Group, Inc., a 
wholly owned property and casu
alty reinsurance subsidiary based 
in New York. Resolute offers its 
reinsurance services through the 
brokerage community where it is 
recognized as a preferred market. 
The Company writes both treaty 
and facultative reinsurance in 
domestic and international 
markets. 

Resolute began to write rein
surance policies in June 1981 and 
had gross premium acceptances 
totaling $6.7 million. Net pre
miums written amounted to $.3 
million and premiums earned 
were $.1 million. 

AVEMCO 
Corporation 
Since September 1980 the Corpo
ration has had an ownership in
terest in AVEMCO Corporation 
totaling 22.5% of that Company's 
outstanding shares. AVEMCO 
specializes in general aviation and 
pilot insurance as well as aircraft 
financing. In 1981 Richard C. 
Lucas, a Senior Vice President of 
GEICO Corporation, was elected 
to AVEMCO's Board of Directors, 
joining Paul J. Hanna, GEICO 
Corporation Vice Chairman, who 
was elected to AVEMCO's Board 
in 1980. 

The Corporation's investment 
in AVEMCO is reflected in our 
financial statements on the equity 
accounting basis. Equity in 
AVEMCO's 1981 earnings was $.8 
million compared to $.3 million 
for the last four months of 1980. 

Life and Health Insurance 

Govemme11t Employees Life 
lns11ra11ce Company 
On September 16, 1981 we an
nounced that GEICO Corporation 
had agreed to sell its 65.5% 
interest in GELICO to the Legal 
& General Group Limited, a Lon
don-based insurance holding com
pany, for $30.75 per share. Legal 
& General also offered to pur
chase all the minority shares at 
the same price per share. Follow
ing receipt of the necessary legal 
and regulatory approvals, in De
cember we tendered our 2,925,775 
shares of GELICO for a note 
receivable of approximately $90 
million due {and paid) on January 
4, 1982. We also received the 1981 
fourth quarter GELICO dividend 
totaling approximately $.7 mil
lion. The proceeds from the trans
action were placed in GEICO's 
investment portfolio where they 
will provide additional flexibility 
in meeting rapidly changing con
ditions in securities markets. 

Statutory accounting and gen
erally accepted accounting princi
ples <GAAPl recognize the gain 
from the GELICO sale in 1981. 
For tax purposes, the gain from 
the sale is reportable in 1982. 

As part of the sales agree
ment GEICO will provide certain 
staff and support services to 
GELICO on a fee basis for a 
specific time period. For further 
details please see Note 'O' to the 
Financial Statements. 

The sale of GELICO should 
not be interpreted as a decision by 
GEICO to terminate life insur
ance operations on a permanent 
basis. Although the life insurance 
industry has recently undergone 
major changes, we feel that with 
the right products and delivery 
system, the life insurance busi
ness provides exciting oppor
tunities. We are presently evaluat-
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ing such opportunities as are 
available to us. 

Financial Services 

GEFCO's 1981 loss was $.4 mil
lion compared to equity of $1.1 
million in its 1980 loss. In 1979 
the Corporation's equity in 
GEFCO's income was $1.3 million. 

Government Employees 
Financial Corporation 
GEFCO provides consumer fi
nance, industrial banking and in
surance brokerage services, the 
latter offered to residents of the 
United States who are transferred 
overseas and to U.S. nationals 
already residing in foreign coun
tries. GEFCO is headquartered in 
Denver, Colorado. 

The Corporation's equity in 

GEFCO's losses in 1980 were 
attributable to high interest cost 
and increased provisi.on for loan 
losses. An increasing number of 
loans were written off as a result 
of deteriorating economic condi
tions and the adverse impact of 
the greatly liberalized Federal 
bankruptcy code. In 1981 con
tinued high interest rates and 
lower revenues adversely affected 
operations. 

Selected Financial Data 

GEICO Corporation 1981 1980 
(In thousands, except per share data) 

Operating Results 
Premiums earned ............................. $ 656,669 s 620,120 
Net investment income ........................ 66,401 60,492 
Equity in earnings of unconsolidated affiliates ... 4,383 3,796 

Total revenue ................................. 727,453 684,408 
Total benefits and expenses .................... 663,021 624,764 

Operating earnings ............................ 64,432 59,644 
Realized investment gains net of tax ............ 18,854 1,119 
Utilization of operating loss carryforward ....... 

Net income ................................... $ 83,286 $ 60,763 

Weighted average shares outstanding 
Fully diluted .................................. 21,644 23,003 
Primary ...................................... 20,623 20,522 

Per Share Results 
l'Ully Diluted: 
Operating earnings .......................... $ 2.98 $ 2.59 
Net income .................................. $ 3.85 $ 2.64 
Primary: 
Operating earnings ............................ $ 3.11 $ 2.87 
Net income ................................... $ 4.02 $ 2.92 

Common Stock dividends ...................... $ .48 $ .43 

Financial Condition 
Assets ........................................ $1,362,009 $1,274,796 
Long-term debt ........................ ······· 137,495 137,920 
Redeemable Preferred Stock .................... 2,086 6,227 
Common Shareholders' Equity ................. 236,818 185,951 
Book value per share (fully converted) .......... $ 11.60 $ 8.89 

s 

$ 

$ 
$ 

$ 
$ 

$ 

GEFCO has improved the 
quality of its receivables and re
duced operating expenses. In 1981 
progress was made in restructur
ing the loan portfolio by increas
ing the percentage of loans se
cured by real estate and reducing 
unsecured receivables. 

Criterion Investment 
Services Company 
Criterion Investment Services 
Company (CRIVEST), a registered 
investment adviser and broker
dealer, is a newly organized, 
wholly owned subsidiary of 
GEICO Corporation. CRIVEST 

19i9 1978 1977 

601,553 $ 577,252 $ 463,600 
58,349 52,777 40,870 

5.659 4,878 696 

665,561 634,907 505,166 
606,012 572,498 467,402 

59,549 62,409 37,764 
( 723) ( 6,958) 120 
15,456 32,747 20,697 

74,282 $ 88,198 $ 58,581 

27,753 34,343 34,345 
17,336 18,040 17,744 

2.14 $ 1.74 $ 1.10 
2.67 $ 2.49 $ 1.70 

3.24 $ 2.99 $ 1.78 
4.09 $ 4.42 $ 2.96 

.36 $ .20 $ .03 

$1,235,949 $1,187,585 $ 991,914 
120,037 47,154 47,524 
17,443 72,078 100,864 

173,631 148,729 77,575 
$ 7.60 $ 6.45 $ 4.48 

16 Certain financial data restated to renecl GEl.ICO on the equity method of m:counting. 
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was incorporated under Delaware 
law on July 30, 1981. 

GEICO Corporation organized 
CRIVEST to provide investment 
management and administrative 
services for Government Se
curities Cash Fund, a no-load, 
money market mutual fund first 
offered to the public in February 
1982. Government Securities Cash 
Fund's investment objectives are 
safety of principal and high cur
rent income consistent with max
imum liquidity. The Fund invests 
in short-term securities issued or 
guaranteed by the U.S. Govern
ment, its agencies or instrumen-

Significant Statutory Indicators 
(In thousands, except ratios) 

GEICO 

talities. The Fund may also 
purchase or sell such securities 
subject to repurchase agreements. 

CRIVEST has appointed GTC 
Management, Inc., a wholly 
owned subsidiary of Girard Bank 
of Philadelphia, to manage the 
Fund's portfolio on a day-to-day 
basis under CRIVEST's supervi
sion. State Street Bank and Trust 
Company of Boston serves as 
Custodian and Transfer Agent. 

Government Securities Cash 
Fund was designed to appeal to 
the growing cash management 
needs of our policyholders and 
other existing and potential cli-

1981 1980 

Surplus for protection of policyholdei:s .......... $317,062 $283,321 
Ratio of twelve months written premiums 

ta surplus ................................... 1.9:1 1.9:1 
Active policies in force ......................... 1,454 1,456 
Voluntary policies in force ..................... 1,389 1,379 

GEICO Natural Information 
Loss ratio ..................................... 80.6% 80.7% 
Expense ratio ....................•...... , ..... 14.5% 15.6% 
Underwriting ratio ......................•..... 95.1% 96.2% 
Underwriting ratio after policyholder dividends . 95.1% 96.2% 
Ratio of twelve months written premiums 

to surplus ...............•................... 1.8:1 1.9:1 

Property and Casualty Operations• 

Surplus for protection of policyholdei:s .......... $317,062 $283,321 
Ratio of twelve months written premiums 

to surplus ........•.......................... 2.1:1 2.2:1 
Active policies in force ......................... 1,629 1,632 
Voluntary policies in force ..................... 1,584 1,555 
Loss ratio ... ,. ................................ 81.1% 80.5% 
Expense ratio ................................. 15.1% 15.9% 
Underwriting ratio ...........•......•........• 96.2% 96.4% 

ents of the Companies. The Fund 
should appeal to the investor 
seeking safety of principal, rela
tively high yield, convenience and 
professional management of cash. 
The Fund is presently registered 
in 12 states and the District of 
Columbia where approximately 
75% of GEICO's automobile pol
icyholders reside. We are offering 
the Fund to these policyholders 
through direct mail solicitation, to 
interested clients of Girard Bank, 
shareholders of GEICO Corpora
tion and to the general public 
through print advertising. 

1979 1978 1977 

$251,078 $220,473 $178,630 

2.1:1 2.4:1 2.5:1 
1,463 1,468 1,536 
1,358 1,342 1,406 

79.1% 80.8% 84.4% 
16.1% 14.9% 14.8% 
95.2% 95.7% 99.2% 
95.5% 95.7% 99.2% 

2.1:1 2.3:1 3.0:1 

$261,036 $230,469 $198,717 

2.3:1 2.5:1 3.0:1 
1,633 1,644 1,710 
1,528 1,518 1,578 

79.8% 80.8% 84.1% 
16.2% 15.1% 15.0% 
96.0% 95.9% 99.1% 

Natural ratios exclude the effects of certain quota share reinsurance agreements.. Expense ratio.'> are calculated using underwriting 
expense less net service charges, as related to rremiums written. 

•GEICO and Criterion combined. 17 
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Management's Discussion and Analysis of Financial 
Condition and Results of Operations 

Results of Operations 
Revenue 
Consolidated revenue rose 6'i!- in 
1981 following a 3% increase in 
1980. In both years property and 
casualty earned premiums re
flected modest growth in new 
policy sales and higher premium 
rates obtained in recognition of 
the effects of inflation on auto
mobile repair costs, personal prop
erty values and services. Property 
and casualty earned premiums 
also rose 6% and 3% in 1981 and 
1980, accounting for the major 
portion of revenue growth in 
both years. 

Pretax net investment income 
increased 10% following a 4% 
gain in 1980. Aftertax net invest
ment income rose 11 'k in 1981 
compared to a 6% increase in 
1980. The increases in 1981 in
vestment income reflect continued 
high yields on short-term invest
ments and increased dividend 
income. 

The Corporations equity in 
GEFCO's 1981 loss was $.4 mil
lion compared to a $1.1 million 
loss in 1980 and a $1.3 million 
gain in 1979. In both 1981 and 
1980 interest rates remained at or 
close to historically high levels 
adversely affecting the cost of 
borrowed funds. In 1980 GEFCO 
increased its provision for loan 
losses due to increased bank
ruptcies resulting from the reces
sionary economy and liberaliza
tion of the Federal bankruptcy 
law. The Corporations equity in 
the earnings of AVEMCO for 1981 
was $.8 million compcred with 
equity of $.3 million for the final 
four months of 1980. 

In December of 1981 GEICO 
Corporation sold its 65.5% inter
est in GELICO to Legal & Gener-

al Group Limited. As a result of 
this transaction the Corporation's 
interest in GELICOs 1981 results 
are accounted for on the equity 
accounting basis and prior years' 
results have been similarly re
stated. GELICO's results were es
sentially flat over the past three 
years. The Corporation's equity in 
GELICO's earnings was $4.0 mil
lion in 1981, $4.6 million in 1980 
and $4.4 million in 1979. 

Benefits and Expenses 
Benefits and expenses before mi
nority interest, interest expense 
and income taxes, rose 7 .2% to 
$634.9 million compared to $592.4 
million in 1980, a 3.3% increase 
from 1979. 

Property and casualty opera
tions continued to benefit from 
reduced accident frequency in 
1981. This resulted from a con
tinued decline in involuntary 
risks insured by GEICO, an ap
parent further reduction in driv
ing by our policyholders and 
careful risk selection. Automobile 
claims decreased 3.2'k in 1981, 
the fourth consecutive year in 
which there was a decline. In 
1981 inflation continued to offset 
the benefits realized from fewer 
accidents. 

Loss adjustment expenses de
creased 1.99< in 1981 after declin
ing 10.4% in 1980 because of 
higher productivity and more 
widespread use of telecommunica
tions in settling claims. The Cor
poration's 1980 general expenses 
reflected a reduction in the provi
sion for anticipated policyholder 
dividends. As shown by the Sig
nificant Statutory Indicator~ (page 
17), the general expense ratios 
declined in 1981 and 1980. These 
declines reflect higher productivity. 



Interest expense increased to 
$15.0 million in 1981 reflecting a 
full year's interest on the $18.3 
million of Debentures issued on 
July 1, 1980 in exchange for 
shares of the Corporation. In 1980 
interest expense increased 38.5% 
to $14.1 million reflecting the 
issuance of $73.3 million and 
$18.3 million of Debentures for 
shares of the Corporation on April 
1, 1979 and July 1, 1980. 

The minority interest in 1981 
operations declined to $.2 million 
which represented the partial div
idend on GEICOs Senior Pre
ferred Stock, retired during the 
first quarter of 1981. Minority 
interest declined in 1980 from 
1979 due to GEICOs purchase of 
all remaining outstanding shares 
of Criterion Insurance Company 
on January 25, 1980. 

Income Tuxes 
Federal income taxes decreased 
17.9% and 16.7% in 1981 and 
1980, principally as a result of the 
shift ih GEIC.Os investment port
folio to a greater proportion of 
stocks and tax-exempt bonds. The 
Corporation's taxes were also re
duced in 1981 by the utilization of 
$2. 7 million of investment tax 
credits. Federal income tax ex
pense in 1981 includes $3.5 mii
lion of tax on undistributed 
earnings of GELICO for which no 
deferred taxes had been pre
viously provided since it had been 
GEICO Corporation's intention 
that GELICO reinvest these earn
ings in its operations perma
nently. Federal income taxes were 
lower in 1980 than in 1979 be
cause operating earnings were 
lower. For income tax purposes, at 
year-end 1981 GEICO Corporation 
had used all its operating loss 

carryforwards, except for $3.9 mil
lion related to Criterions opera
tions prior to becoming a member 
of the consolidated taxable group 
in January 1980, but had $14.5 
million of capital loss carryfor
wards. Please see Note 'F' to the 
Financial Statements. 

Operating Earnings 
Consolidated operating earnings 
rose 8.0% in 1981 to $64.4 mil
lion. Operating earnings were flat 
in 1980 compared with 1979. 
Operating earnings per share in
creased 15% in 1981 to $2.98 
following a 21 % increase to $2.59 
per share in 1980. Earnings per 
share benefited in each of the last 
three years from restructuring the 
Corporations capital. As described 
in the Capital Structure section of 
this report, management substan
tially reduced the number of com
mon share equivalents outstand
ing 'cluring the past three years 
through the purchase of shares for 
cash and through the exchange of 
Debentures for shares. 

Net Income 
The Corporation's net income in 
1981 includes an aftertax realized 
gain of $27.2 million ($1.25 per 
share) from the sale of its interest 
in GELICO and a realized invest
ment loss of $8.3 million ($.38 per 
share) from the sale of other 
investments. Net income in 1980 
included a realized investment 
gain of $1.1 million ($.05 per 
share) compared with an invest
ment loss of$. 7 million ($.03 per 
share) in 1979. The Corporation's 
1979 results also reflected a tax 
benefit of $.56 per share from 
GEICO's operating loss carry
forwards (extraordinary item) 
which for financial reporting 
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purposes were fully utilized by 
year-end 1979. 

Net income totaled $83.3 mil
lion in 1981 compared to $60.8 
million in 1980 and, before the 
extraordinary item, $58.8 million 
in 1979. As noted above, per share 
results in each of the three years 
reflect the benefit from the de
crease in outstanding shares. The 
above per share figures are all on 
a fully diluted basis. 

Liquidity 
Cash Flow 
The property and casualty com
panies have historically had a 
positive cash flow. In the three 
years 1979 through 1981 the Cor
poration and its property and 
casualty and financial services 
subsidiaries generated cash of 
$271.3 million from operations. 
During that period, GEICO Corpo
ration and its subsidiaries spent 
S80. 7 million to repurchase Com
mon and Convertible Preferred 
Stock, $25 million to redeem 
GEICO's Senior Preferred Stock 
and $22.3 million to increase 
ownership in subsidiaries and af
filiates. In addition to these ex
penditures the Companies paid 
$38.1 million in dividends to their 
public shareholders and added 
S73.1 million in new investments, 
net, to their portfolios. The net 
increase of $90.3 million in the 
Corporation's long-term debt re
sulted from Debentures issued in 
e.xchange for shares and involved 
neither receipt nor expenditure 
of cash. 

On December 21, 1981 
GEICO Corporation tendered its 
2,925,775 shares ofGELICO to 
Legal & General Group Limited 
at S30. 75 per share for a $90 
million note due (and paid) on 

- 91-

January 4, 1982. The proceeds 
from this transaction were placed 
in GEICO's investment portfolio 
and invested in a manner consis
tent with the Corporation's invest
ment strategy as described below. 

I nvestme11ts 
Pretax net investment income was 
$66.4 million, an increase of 10% 
from $60.5 million in 1980. In 
comparison, pretax net invest
ment income totaled $58.3 million 
in 1979. The modest increase for 
the last two years reflects the 
utilization of $28.7 million and 
$35.8 million in cash during 1981 
and 1980, respectively, to re
purchase common shares of the 
Corporation. These funds would 
otherwise have been invested in 
the portfolio. The modest increase 
in income also reflects the shift in 
the portfolio to greater concentra
tions in common stocks and short
er-term tax-exempt bonds. 

Net new investments made 
during the year in the consoli
dated portfolio amounted to $8.8 
million. Consistent with longer
term objectives, which emphasize 
total aftertax investment return, 
we made net purchases of $31. 7 
million in common stocks, $37 .9 
million in redeemable and con
vertible preferred stocks and in
creased our investment in tax
exempt bonds due in less than ten 
years. U.S. Governmei.t and cor
porate bond holdings were sub
stantially reduced in 1981 as 
shown in the GEICO Corporation 
Investment Summary. We also 
shortened the maturity pattern of 
the bond portfolio as shown in the 
Bond Maturity Table. In order to 
take advantage of the high short
term yields available during 1981, 
cash was invested in money mar-



ket instruments pending longer
term placement. 

As a result of the high inter
est rates that prevailed in 1981, 
the market values of fixed income 
securities remained depressed. 
The Corporation generally holds 
these securities to maturity and 

has ample liquidity to do so but 
may sell long-term bonds selec
tively in favor of other invest
ments that offer better potential 
for total allertax return. 

The common stock portion of 
the portfolio, acljusted for net 
purchases, earned an allertax 

GEICO Corpor.tion Inwatment Summary 

(In millions) J98J 198(1• 1979" 

Carrying Carrying Carrying 

Value 'h Portfolio Value \'ttlue 

Short.term investments ... • 73.4 _!:!';T $ 45:0 $ 41.1 

U.S.Govemmenl bonds. 57.1 6.3 114.6 143.7 

Corporate bonds ••••••• 8.5 .7 23.3 44.8 

Tux-exempt bonds •••••. 48.'l.2 53.4 477.1 456.3 

Bonds ••••••••••••••• 546.11 811.4 615.0 644.8 

Redeemable prererred 
stocks ................. 41.B 4.6 16.3 7.2 

Fixed maturities.~ ••••••• 5118.7 65.0 631.3 652.0 

Preferred stocks _ •••••• 112.8 5.8 54.6 66.2 

Common stocks ......... 191.1 21.1 163.1 108.5 

F..quity securities ......... 243.!I 211.9 217.7 174.7 

Tut.ds ••••••••••••••••• s-.o 100.W.:. s 894.0 s 867.8 --
Note recei\'Dhle • ~ ........... • 911.0 

·~tat~ to rtfled. GEUCO on the ~ulty method ot accounting 

Bond Maturity Table Property and Casualty Companies• 

(Jn 111itlions} 11181 19b'O 

AmortizM .1\tnortt:L"fl 

\''Olut '.i· Portfolio \Ol11e ~Portfolio 

P.lnu~r.ity 

Less thnn one year ••• s 17.2 3.2'if s 76.1 12.4'< 

l·5 years .............. 131.6 24.3 114.0 18.6 

6-IO years ••••••••••• 106.4 19.7 91.3 14.9 
11-15 years •••••••••• 100.7 18.6 107.I 17.5 
16-20 years •••..••.•• 53.8 9.9 66.7 10.9 

Greater lhan 20 yenrs. 131.8 24.3 157.S q- --0.t 

• 541.5 100.(Y.; s 613.0 100.W --
•GEICO and Criterion combined 

21 



total return of 5.4'il: in 1981. The 
aftertax total return for the S&P 
500 Stock Inde.x for 1981 was a 
negative 2.4%. Equity invesi., 
ments made in 1981 were concen
trated in consumer non-durable 
issues that benefited from the 
perceived trend toward a lower 
rate of inflation. Portfolio perfor
mance was also improved by the 
modest proportion of the portfolio 
invested in the energy and tech
nology sectors, which performed 
'!>.oorly in 1981. At year-end the 
lri)"gest industry positions in the 
er.Inmon stock portfolio were in 
ioods and consumer non-durables 
!38.Sw l, office equipment and com
puters !11.2<;( l, and insurance !8.6'i< l. 

Investment strategy for l 982 
has been modified as a result of 
the high aftertax total returns 
obtainable from intermediate
term tax-exempt securities. The 
purchase of those securities as 
well as convertible and sinking 
fund preferred stocks will be em
phasized. In the tax-exempt sector 
purchases will be confined to 
securities with a "Moodys" quali
ty rating of at least an ''.A," strong 
call protection and a maturity of 
Ii ve to ten years. 

ln order to offset, for tax 
purposes, the realized gain from 
the sale of GELlCO, we sold· 
securities at a $10.5 million loss 
after tax benefit fo the fourth 
quarter of 1981 and may make 
similar sales during 1982. Pro
ceeds from the sale of GE LICO 
were invested consistent with the 
Corporation's current investment 
strategy. 

The GEICO Corporation 
investment Summary shows 
the year-end investment portfolios 
for 1981, 1980 and 1979. The 
carrying value of bonds and re-

deemable preferred stocks is 
amortized cost while other equity 
securities are at year-end market 
value. At year-end 1981 the Cor
poration and its consolidated sub
sidiaries held $81.9 million in 
cash and cash equivalents. Addi
tionally, approximately $17 .2 mil
lion of the property and casualty 
bond portfolio will mature in 
1982. The Corporation has a con
tinuing outlook for a positive cash 
flow from operations and ample 
liquidity. 

Loss Reserves 
Claim settlement costs rose in 
1981 at a somewhat slower pace 
than in 1980 and 1979. Loss 
reserves remained relatively flat, 
as they did in 1980, reflecting our 
seasoned book of business, the 
continued decline in involuntary 
automobile business and acceler
ated settlement of bodily injury 
claims incurred prior to 1977. 
Loss reserves decreased in 1979 
due to a concerted effort to reduce 
pending claims and as claim vol
ume declined in response to 
GEICO's smaller policyholder base. 

The year-end net loss and loss 
adjustment expense reserves and 
the ratio of those reserves to the 
years' earned premiums (exclud
ing servke charges) at the end of 
1981 and the two preceding years 
are shown in thP. following table: 

Ratio of Lo.i;s 
~\'el Loss Re.ven;es Jo 
Resert-es Earned 

Ycar~end fo\filllon.~) Prernir1111s 

1981 S47i.8 74.5~ 

1980 $473.l 78.2% 
1979 $470.7 80.1% 



The Corporation analyzes loss 
information, including timing of 
claim payments, in order to have 
sufficient maturities of invest
ments and other liquid assets to 
meet claim payment patterns. In 
addition, the Companies rein
surance treaties are structured to 
avoid the serious cash drains that 
can accompany catastrophic losses. 

Capital Structure 
On January 31, 1979 GEICO 
Corporation became the parent of 
GEICO and the common shares 
and convertible preferred shares 
(convertible into two shares of 
GEICO common) became, on a 
share-for-share basis, common 
shares and convertible preferred 
shares of GEICO Corporation, 
with the latter convertible into 
two shares of Corporation com
mon. The existing Senior Pre
ferred Stock of GEICO remained 
outstanding. GEICO Warrants to 
purchase GEICO common shares 
were modified to prov.ide for the 
purchase of an equivalent number 
of the Corporation's common 
shares. 

Shortly thereafter the Corpo
ration initiated programs to re
duce the common share equiva
lents outstanding (one common 
share representing one common 
share equivalent and one convert
ible preferred share representing 
two common share equh'alentsl. 
Debentures were offered in ex
change for shares and purchases 
of shares for cash and Debentures 
were authorized. 

Through December 31, 1981 a 
total of 2,034,222 shares of con
vertible preferred (4,068,444 com
mon share equivalents} were 
acquired for $29.2 million of De
bentures and $10.4 million cash, 

and retired; 9,966,833 shares of 
common were acquired for $62.4 
million of Debentures and $70.3 
million cash, a total of $132. 7 
million. (Please see Note 'G' for a 
description of the Debentures.) 

Overall, through December 
31, 1981, the above programs 
resulted in a reduction of 
14,035,277 in the outstanding 
common share equh'Blents at a 
cost of $91.6 million in Deben
tures and $80. 7 million in cash. 
Under the most recent authoriza
tion 281,500 shares remained un
purchased at December 31, 1981. 

Since the third quartar of 
1979 when for the first time the 
dividend on two shares of Com
mon Stock exceeded that on one 
share of Convertible Preferred 
Stock, most preferred holders have 
elected to convert. (The dividends 
declared in 1981 totaled $.96 on 
two shares of common compared 
to $.736 on one share of convert
ible preferred.) From 1979 
through 1981 conversions of 
5,567,083 shares of preferred fur
ther reduced such shares out
standing leaving 226, 776 or 
453,552 common share equiv
alents remaining at December 31, 
1981, less than 3'k of the January 
1, 1979 total. The conversions 
created. 11,134,166 additional 
common shares. 

On the basis of common share 
equivalents, the 20,597,233 total 
outstanding at December 31, 1981 
compares to 34,236, 758 shares at 
January 1, 1979, a reduction 
of 40'1<. 

In January of 1981 the 
250,000 outstanding shares of 
GEICOs Senior Preferred Stock 
were redeemed at $100 a share. 

Each GEICO Warrant entitles 
the holder to purchase at any 
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time through August 1, 1983, at 
$24 a share, 2.08 shares of the 
Corporation's common. A total of 
1,348,979 authorized shares of the 
Corporation's Common Stock has 
been reserved against the poten
tial exercise of the Warrants. 

As the Warrant exercise price 
exceeded the market price of the 
Corporation's common except for 
brief periods during 1981, under 
the relevant accounting principals 
they were non-dilutive and are not 
reflected in the financial state
ments. Should the market price of 
the common for the prescribed 
period render the Warrants dilu
tive, an increase in the number of 

fully diluted shares outstanding 
would result. 

This report focuses on fully 
diluted per share results as the 
most meaningful measure of the 
Corporation's performance. 

Inflation 
Please see 'Supplemental Informa
tion on the Effects of Changing 
Prices' regarding the impact of 
inflation, using measurement 
bases developed by the Financial 
Accounting Standards Board. Ad
ditionally, explanatory comments 
with respect to the Corporation's 
operations are included in those 
disclosures. 

Common Stock Market Prices and Dividends 

The Corporations Common Stock 
was listed on the New York Stock 
Exchange (ticker symbol GEC) on 
October 1, 1980. Prior to that date 
it was traded over-the-counter. 
Under SEC rules, certain se-
curities dealers may continue to 
make. an over-the-counter market 
in the Corporation's stock. The 
number of record holders of the 
Corporations Common Stock at 
January 31, 1982 was 8,330. 

The following table shows the 
quarterly high and low prices for 
the Common Stock on the New 
York Stock Exchange and, for 
quarters prior to October 1, 1980, 
the NASDAQ over-the-counter 

Cl-,~, 

high and low bid prices. The table 
also shows dividends paid to 
shareholders of record in each 
quarter of 1981 and 1930. 

Dil•ide11ds 
1981 High Low Paid 

Fourth Quarter $2b'% $23 $.12 
Third Quarter 241'' 21»> .12 
Second Quarter 22'A 18'h .12 
First Quarter 19-% 14% .12 

1980 

fo"'ourlh Quarter 161'• 13V.. .11 
Third Quarter 16V. 12 .11 
Second Quarter 13% 8% .11 
First Quarter 14'h 811! .10 



Report of 
Ernst & Whinney, 

·. Independent Auditors 
(>. 

'A)' The Shareholders 
GEICO Corporation 

·'1 

Financial Section 

We have examined the consolidated balance sheet of 
GEICO Corporation and subsidiaries as of December 
31, 1981 and 1980, and the related consolidated 
statements of income, redeemable preferred stock and 
common shareholders' equity, and changes in finan
cial position for each of the three years in the period 
ended December 31, 1981. Our examinations were 
made in accordance with generally accepted auditing 
standards and, accordingly, included such tests of the 
accounting records and such other auditing pro
cedures as we considered necessary in the 
circumstances . 

. In our opinion, the financial statements referred to 
above present fairly the consolidated financial posi
tion of GEICO Corporation and subsidiaries at 
December 31, 1981 and 1980, and the consolidated 
results of their operations and changes in their 
financial position for each of the three years in the 
period ended December 31, 1981,,,in conformity with 
generally accepted accounting principles applied on a 
consistent basis after restatement for the change, 
with which we concur, in the method of accounting 
for the investment in Government Employees Life 
Insurance Company as described in Note A to the 
financial statements. 

Washington, D.C. 
February 19, 1982 . 
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Consolidated _Balance Sb,eet 

December 31, in thousands of dollars 

Assets 

Investments-Note E: 
Fixed maturities, at amortized cost (market $392,574 and $478,437) .............. . 
Equity securities, at market (r.ost $260,396 and $233,056). ....................... . 
Short-term investments ....................................................... . 

Total Investments . ,, ....................................................... . 
:.' 

Cash ............................................................................... . 
Note receivable-Note 0 ............................................................ . 
Investment in GEFCO and AVEMCO-Note A .................................. , ..... . 
Investment in GELICO~Note 0 ..................................................... . 
Accrued inve:stment income .................................... ~ ..................... . 
Premiums receivable ................................................................ . 
Deferred policy acquisition costs-Note D ............................................. . 
Property and equipment, at cost less accumulated 

depreciation of $31,011 and $27,658-Note G ....................................... . 
Other assets ........................................................ · · . · · · · • · · · · · · · · · 

Total Assets ............................................................. . 

See Not.'1S to Consolidat'1d Financial Stalenients 
Prior Year Restated-Nate A 
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GEICO Corporation 

1981 

$ 588,727 
243,916 

73,392 

906,035 

8,530 
89,968 
20,082 

12,536 
217,203 

37,183 

•16,127 
24,345 

$1,362,009 

1980 

$ 631,318 
217,715 
44,984 

894,017 

8,317 

20,191 
52,221 
12,118 

201,873 
30,446 

42,237 
13,376 

$1,274,796 



Liabilities and Shareholders' Equity 

Liabilities 
Policy liabilities 

Loss reserves ..... ~ ........................................................... . 
Loss adjustment expense reserves .............................................. . 
Unearned premiums .......................................................... . 

Other liabilities ..................................................................... . 
Income taxes-Note F ............................................................... . 
Short-term debt-Note G ..........•.................................................. 
wng-term debt-Note G .........................•................................... 
Minority interest-Note H ........................•.........•......................... 

Total Liabilities ........................................•................... 

Redeemable Preferred Stock-Notes C and I 
Cumulative Preferred Stock, $.736 Convertible 

Series, at $9.20 redemption value per share 
(aggregate liquidation value $2,268 ar.d $6, 768) ..................................... . 

Common Shareholders' Equity-Notes C and J 
Common Stock-$1 par value, 60,000,000 shares authorized, 

30,112,593 and 29,011,638 shares issued _and 20,143,681 
and 20,263,305 outstanding ........................................................ . 

<~id-in surplus ..................................................................... . 
'Unrealized depreciation of investments ............................................... . 
Retained earnings-Note F .......................................................... . 
Treasur;-:Stock, at cost (9,968,912 and 8,748,333 

I,, shares of Common Stock) .......................................................... . 

Total Common Shareholders' Equity ........................................ . 

'Tutal Liabilities and Shareholders' Equity ............................... . 

1981 

$ 412,859 
64,913 

405,338 

883,110 

61,438 
35,062 

6,000 
137,495 

1,123,105 

2,086 

30,113 
144,316 
(11,483) 
206,641 

(132,769) 

236,818 

$1,362,009 

1980 

$ 407,398 
65,749 

366,925 

840,072 

55,232 •:\ 
•r 

18,128 
5,000 

137,920 
26,266 

1,082,618 

6,227 

29,012 
138,137 
{10,781) 
133,629 

(104,046) 

185,951 

$1,274,796 
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Consolidated Statement of Income -,,. 

Far the year e11ded December 31 .• in thousands af dollars e.<eept per share results 

Revenue 

Premiums 

Premiums \Vritten .•••..•.•....•..•• , ...... , .•••.••...•....•.•. ~ ..•.•..• 
Increase in unearned premiums ................... , ... , •.....•......... , 

Premiums earned . , .........................•... , ........•.... , ....... . 

Net investment income ....... ~ •... ,; .••..... , ........... , ..... , ........•....•. 
Equity in earnings of GEL!CO ................................. , ............ .. 
Equity in earnings Oosses) of GEFCO and AVEMCO .......................... . 

Total Revenue ........................................................ . 

Benefits and Expenses 

I.osses and loss adjustment expenses ......................................... . 
Policy acquisition expenses-Note D .......................................... . 
Other operating expenses-Note B ........................................... . 
Interest expense-Note G ................................................... . 
Minority int~rest •........................................................... 

Total Benefits and Expenses ........................................... . 

Operating Earnings Before Income Tuxes .............................. .. 
Income taxes-Note F .................•....•...•............•................ 

Operating Earnings ....................................................... . 

Realized gain an sale of GELICO, net of tax-Note 0 .......................... . 
Realized gains (losses) on investments, net of tax-Note E ..................... . 

Income Before Extraordinary Item ..................................... . 
Utilization of operating loss carryforward ..................................... . 

Net Income ................................................................ . 

Per Share Results-Note K: 
Fully Diluted: 

Operating earnings ...................................................... . 
-~-- Income before extraordinary item ....................................•...... 

Net income ................................... , .......................... . 
Primary: 

Operating earnings ....................................................... . 
Income before extraordinary item ........•.................................. 
Net income ..............................................................•. 

See Notes to Co11solidated Financial State111e11t.'i 
Prior Years Restated-Note A 
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1981 

$695,082 
(38,413) 

656,669 

66,401 
4,035 

348 

727,453 

516,800 
52,945 
65,187 
15,019 

190 

650,141 

77,312 
12,88() 

64,432 

27,156 
_(8,302) 

83,286 

8 83,286 

82.98 
$3.85 
$3.85 

$3~11 

$4.02 
$4.02 

GEICO Corporation 

1980 1979 

$638,621 $606,315 
(18,501) (4,762) 

620,120 601,553 

60,492 58,349 
4,599 4,357 
(803) 1,302 

684,408 665,561 

485,494 41J1,349 
50,955 45,663 
55,902 66,365 
14,117 10,191 

2,603 3,602 

609,071 587,170 

75,337 78,391 
15.693 18,842 

59,644 59,549 

1,119 (723) 

60,763 58,826 
~456 

$ 60.763 $ 74,282 

$2.59 s·2.14 
$2.64 $2.11 
$2.64 $2.67 

$2.87 $3.24 
s2J12: $3.20 
$2.92 $4.09 



Consolidated Statements of Redeemable Preferred Stock 
and Common Shareholders' Equity 

For the three years e11ded December 31, 1981, i11 thousa11ds of dollars 

Redeemable Preferred Stock 

Cumulative Preferred Stock, $.736 Corwertible Series: 
Balance, beginning of year ........... , ...... , .. , ....... , .•. , .......... .. 
Conversion of Preferred Stock into Common Stock .... , ••. ,. , ........ , , • , .. 
Purchase and retirement of shares , , .. , , , , . , .......... , .• , .. , .. , . , ... , ... 
Other .......... , ............. ,, ...................................... . 

Balance, end of year., .......... , .............. , ......... , .. , ......... .. 

Common Sharehol<lers' Equity 

Common Stock: 
Balance, beginning of year ................... , . , ..................... , .. 
Conversion of Preferred Stock into Common Stock .................•....•. 
Exercise of stock options and other ..................................... . 
Payment of performance shares ... " : , ..... "" . " ........ " ............ . 

Balance, end of year ........... , .. , .............................. , .... .. 

Paid-in surplus: 
Balance, beginning of year ............................................. . 
Proceeds over par value of stock issued upon: 

Conversion of Preferred Stock into Common S_tock ..... , .. , , , .... , •.... , 
Exercise of stock options and other ., .. , .............................. .. 
Payment of performance shares ................................... , .. . 

Balance, end of year ... , ........ , .. , ........................... . 

Unrealized depreciation of investments: 
Balance, beginning of year, , .. , , ..... , .... , ........................... .. 
Unrealized appreciation (depreciatiou) net of deferred taxes .............. . 

Balance, end of yee.r ................................................... . 

Retained earnings: . 
Balance, beginning of year as restated-Note B ..........•........... , .. , 
Net income ........................................................... "., 
Dividends declared on: 

Convertible Preferred Stock ($. 736 per share) ....•.... , ... , ........... . 
Common Stock ($.48, $.43 and ~:;35 per sharel ..... , : ................. . 

Purchase and retirement of Convertible Preferred Stock .......... , ...... . 

Balance, end of year ...................... ,""' ...................... .. 

Treasury Stock, at cost: 
Balance, beginning of year .................•....... , .... ~. 1 •••••••••••••• 

Purchase of 1,220,579, 3,763,560 and 4,984,773 shares of Common Stock .. . 

Balance, end of year ......... , ............. , ........................... . 

Tutal Common Shareholders' Equity .................................. , ... . 

Se.e Notes to Consolicmted Fi11ancial Statements 

1981 

$ 6,227 
(4,141) 

$ 2,086 

$ 29,012 
900 
33 

168 

30,113 

138,137 

3,240 
241 

2,698 

144,31~ 

(10,781) 
- (702) 

(11,483) 

133,629 
83,286 

(295) 
(9,979) 

---
206,641 

(104,046) 
(28,723) 

(132,769) 

$236,818 
~= 

GEICO Corporation 

1980 1979 

$ 17,443 $ 72,078 
111,216) (35,861) 

(18,715) 
(59) 

$ 6,227 $ 17,443 

$ 26,351 $ 18,568 
2,438 7,796 

223 (13) 

29,012 26,351 

127,877 100,068 

8,778 28,065 
1,482 (256) 

138,137 127,877 

(13,174) (9,058) 
2,393 (4,116) 

(10,781) (13,174) 

82,546 39,152 
60,763 74,282 

(7431 (3,284) 
(8,937i (6,723) 

(20,881) 

133,629 82,546 

(49,969) 
(54,077) (49,9~) 

(104,046) (49,969) 

$185,951 $173,631 
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Consolidated Statement of 
Changes in Financial Position 

For Ilic year ended Deccm/Ji:r 31, ill thousands of dollars 

Funds Provided 
Income before extraordinary item ... , •• , ..................................... . 

Charges (credits) to earnings not involving funds: 
0 Net premiums recci~vable .•••••••..•...•••.• ~ .•....•.•.•.••....•..•• 

Deferred policy acquisition costs .................................. .. 
Loss and loss adjustment c.'pense reserves .. ,. ...................... . 
Unearned premiums ............................................. .. 
Income taxes .•.•••.••.•••••••.•.•.••.•.•.•••.•.••.•.•••.•...•..•.. 
Equity in undistributed earnings of affiliates •••.•...••.•.......•.••. 
Minority interest .•.•.. , ••. , . , ..•••.•.••.•.••...••••.•••••..••••.•. 
Provision for der,recintion ......................... ~ ..•. , . , .•...•• ~ ..•. 
Accrual of discount and amortization of premiums on in\'estments ....• 
Other ............................................................ . 

Cash provided from operations c.xclush•e of extraordinary item· ••.•.••.•..••..... 
Utilization of operating loss car-yforn'llrd .................. , .................. . 

Cash Provided From Operations .......................................... .. 

Sale of investments ...................................... , .................. . 
Sale of GELICO .•.•.•••.•••..•••.••.....•........•.•••••••.•..•.••.•......•.• 
Issuance of Debentures .•......•...•.••••.••.......•..•......••..•.•....•...•. 
Proceeds from exercise of stock options ....................................... . 
lncrense in short-term debt, net. ............................................. . 
Conversion of Convertible Preferred Stock: 

Increase in Common Stock .... , ........................................ . 
(Decrease) in Preferred Stock ......................................... .. 

Common Stock issued under performance share plan ..........•.•.••..•.•..•... 
Reduction in performance share liability ..................................... .. 

Total Funds Provided ...................................................... . 

Funds Applied 
Purchase of investments .................................................... .. 
Increase in note receivable ........•...••.... , •.•....... , ....................... . 
Increase (decrease) in receivable from security sales ............................ . 
Decrease (increase) in payable on security purchases ..•.. , ..•................... 
Purchase of fixed assets, net ................................................. . 
lnvcstment in insurance subsidiaries and affiliates .......•........••......•.... 
Purchase of Convertible Preferred Stock (Retired) ... , ...............•.......... 
Purchase of Common Stock (Trensuryl .................. , .................... .. 
Cash dividends paid to shareholders .......................................... . 
Cash dividends paid by subsidiaries I.a minority shareholders .•......•..•.....•. 
Redemption of GEICO Senior Preferred Stock (minority interest) ............... . 

··,. Other ....•........•............•.................. -..•....•.....•............. ,. 
'lbtal Funds Applied ....................................................... . 

Change in Cash .......................................................... .. 
Cash, Beginning .......•......•......•................•.....•............... 

Cash, Ending .............................................................. . 

See Nole.• lo Consolidated Fi11a11cia/. Slalcments 
Prior Years Rc.,lated-Nole A 

30 
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1981 

$ 83,286 

(15,330) 
(6,737) 
4,625 

38,413 
17,277 
(1,125) 

190 
4,054 

(4,340) 
(4,1111) 

116,212 

116,212 

211,507 
53,610 

273 
1,000 

4,141 
(4,141) 
2,866 

(2,866) 

382,602 

220,261 
89,968 

(655) 
(1,798) 
7,945 

35 

28,723 
10,356 

1,456 
25,000 

1,098 

382,389 

213 
8,317 

s 8,530 

GEICO Corporation 

1980 1979 

$ 60,763 s 58,826 

(13,736) (992) 
156 (4,842) 

2,413 (13,105) 
18,501 4,762 
15,693 3,192 
!1,697) (3,956) 
2,603 3,602 
3,917 3,653 

(4,158) (3,685) 
(7,600) 15,273 

76,855 62,728 
15,456 

76,855 78,184 

498,936 641,593 

18,323 73,287 
1,044 
5,000 

11,216 35,861 
(11,216) (35,861) 

600.158 2!J3,064 

517,804 687,119 

(7,774) 2,921 
5,047 2,343 
1,304 3,082 

20,319 1,901 
39,596 

54,077 49,969. 
9,906 11,096 
2,515 2,S19 

1,468 727 

604,666 801,573 

(4,508) (8,509) 
12,825 ~.334 

$ 8,317 $ 12,825 



Notes to Consolidated Financial Statements 

Note A: Consolidation 

·!!'he consolidated financial statements include the accounts 
of GEICO Corporation {the Corporation) and its lOO'ir 
owned subsidiaries, Government Employees Insurance 
Company (GEICO), Criterion Insurance Company (CRICOl, 
Resolute Group, Inc., Criterion Investment Services Com
pany and real estate and property subsidiaries. Invest
ments in Government Employees Financial Corporation 
(GEFCOl, a consumer finance company, and AVEMCO 
Corporation (since September 1980), a general aviation 
insurance and finance company, are accounted for using 
the equity method. Previously issued financial statements 
have bc>en restated to reflect the investment in Government 
Employees Life Insurance Company {GELICOl, a life and 

Condensed Balance Sheets 

(Jn 111illionsJ 

Assets 

Investments 
Short· term investments ........................ , ....... . 
Fixed maturities ................................. , ..... . 
Equity securities , ..................................... . 
Affiliates ................................ , ..........•... 

Cash .•......... , ...................... · .•.. • •... ·••••·••·•· 
Note receivable ................................. , .......... . 
Premiums recei\'able, net ................................... . 
Deferred policy acquisition costs ............. , ............... . 
Other assets~ . , ... , .............. , ... , ..................... . 

Liabilities and Shareholders• Equity 

Reserves for losses nnd loss ndjust1nent. expenses ............. . 
Unearned premiums ....................................... . 
Other liabilities ....... , . , ...... , .......................... . 
Shareholders' equity .................... , .................. . 

$ 

accident and health insurance company, using the equity 
method of accounting prior to its disposition on December 
21, 1981. Such restatement had no effect on previously 
reported net income or retained earnings. Sec Note 0. 

Significant intcrcompnny accounts and transactions 
have been eliminated in consolidation. lntcrcompany 
transactions with GELICO for group insurance coverage 
are not eliminated under equity accounting for GELJCO. 

GEICO and CRICO 

Summary financial data for the combined property and 
casualty insurance companies is presented belo\\' and on 
the following page. 

Decen1ber 31. 1981 Deccn1ber 31. 1980 

£l1!m. Con1bi11rd CRICO Combined 

5·1.0 
518.7 
231.3 

55.9 
- 0 o .• 

90.0 
185.2 
32.2 
75.3 

s 7.0 
64.8 
11.1 
7.8 
2.2 

31.0 
5.0 
2.8 

$ 61.0 
583.5 
242.4 

20.4 
7.4 

90.0 
216.2 

3"' •) '·· 
80.0 

$ 38.4 s 2.5 s 40.9 

565.0 64.3 629.3 

204.0 12.2 216.2 

107.0 7.5 72.8 

6.7 1.5 8.2 

173.2 28.7 201.9 

26.0 4.4 30.4 

~ 2.3 66.6 

$123.4 $1,266.3 
= $131.7 $1,338.1 $1.182.2 

= $1,247.8 

s 440.1 
358.8 
127.2 
321.7 

$1,247.8 

s 37.5 
46.4 

7.9 
39.9 

$131.7 

$ 477.6 s 437.8 
405.2 324.2 

133.6 115.4 

321.7 304.8 

$1,338.1 $1.182.2 

s 35.4 s 473.2 
42.7 366.9 

6.7 121.4 

38.6 304.8 

$123.4 $1,266.3 
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}~ear E11de<i 
Condensed Income Der:emb<r 31, 1981 
Statements 
(f11 111illiot1~J QfilfQ Q!l!£Q Co111bi11ed 

Premiums., ••••••••••••••• s 575.6 $ 80.9 $ 656.5 
Los .. ores nnd loss adjustment 

expenses •••••••••••••••• 450.4 6&.5 516.9 
Other expenses •••••...•••• ~ ~ -ll!:!! 

Underwriting income •• 31.0 (2.91 28.l 
Net in\•cslment incon1e ••••• 57.3 5.7 63.0 
Equity in cipernting 

earnings of nffilintcs:. 
CRICO ................ 4.1 
GELICO .............. 4.0 4.0 
GEFCO ............... 1.41 1.41 

AVEMCO ............. .8 .s 
Interest expense ............ -...!:!J.l !4.ll 

Operating enrninss be~ 
fore income tuxes •..• 91.9 3.G 91.4 

Inconte lUXe!:\ ................ -.....!!!! -.!:!!I ~ 
OperutinJfEts.rnings •.•• 72.0 4.2 i2,l 

Realized gain on sale \lf 
GELICO ................ 27.2 27.2 

Realized gnins· Oosscsl on 
investments ••••.•••.••.• ~· 11.71 ~· 

Income before exlraonUnnry 
item •.••••••.••. , ••.... , 90.9 2.5 91.0 

Lltilizntion of operating loss 
cnrryfon\nrd •.•..•...... 

Net lncom~., •••••..•..•... $ 90.9 $ 2.5 $ 91.0 = = 
In January 1980 the shareholders ofCRICO appro,·ed a 
proposal whereby the Corporation purchased the remaining 
outstanding shares (27.2'Kl of CRICO Common Stock for 
$13.9 million. The net income included in the consolidated 
financial statements for CRICO is less than the net income 

Resolute Group, Inc. 

GEICO Corporation provided $15 million in 1981 to 
capitalize Resolute Group, Inc., the parent company of 
Re5,91ute Reinsurance Company which writes property and 
casualty reinsurance. 5ummary financial dnta for Resolute 
Group, Inc. is as follows: 

f/11 r11illio11sl 

Investments 
'lbtul nsscts ....................... , . , .. . 
Shareholders CquiLy ••.••••.••••..••.•• 
Underwriting loss ••• , •. , . . . . . • • . • . • • • 
N •. t'' . c ... invcs Jlt.!lll 1ncon10 •••••••••••••••• 
Net incoml? ••••.•••••••••••••••• , ••••• 
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Sl5.2 
17.7 
15.3 
(I.I) 

1.7 
.3 

Yl'ar E:tdcd Year End<cl 
Dew11b.•r 31, 1980 Dece111ber 31 1979 

QfilfQ Q!l!£Q Corubir1ed QfilfQ CR/CO Con1bined 

$ 54-1.9 $ 75.2 $ 620.1 $ 532.1 s 69.5 s 601.6 

427.S 57.i 485.5 404.0 57.4 461.4 

~ _!Q,Q ~ ~ ~ -1!!!:! 
33.7 1.5 35.2 30.9 11.5) 29.4 
53.5 5.8 59.3 51.8 5.6 57.4 

5.9 3.0 
4.G 4.6 4.4 4.4 

11.JI 11.11 1.3 1.3 
,3 .3 

14.ll 14.JI 14.21 ~I 

92.5 7.6 9-1.2 87;~ 4,1 88.3 

~ 1.5 ~ 21.~ __ .l ~ 
70.8 6.1 71.0 65.5 4.0 66.5 

__ ,9 1.2) __ .9 l.il .I ~) 

71.7 5.9 71.9 64.8 4.1 65.9 

15.5 ~ 
s 71.7 $ 5.9 $ 71.9 s 80.3 s 4.1 s 81.4 
= = = = = = 

reflected in the condensed income statement by'S.1 million, 
$.2 million and $1.1 million in 1981, 1980 and 1979, 
respectively, because of amortization of the excess of cost 
over book value and minority interest. 

GEFCO and AVEMCO 

GEICO owns 67% ofthi, Common Stock and 55'k of the 
voting shares of GEFCO. Summary financinl dnta for, 
GEFCO, an equity investee, is as follows: 

r/11 ,,,i/lio11s) 

Receivnhlcs 1 nel ........................ $160.8 $17_2.2 
'lbtnl nssels .... •• .. • .. .. ... .. • .. ....... 183.7 206.4 
Long-term de bl .. .. • .. .. .. • .. .. .. .. • .. .. 79.~ 94.? 
Redeemable Preferred Stock .. • . . .. .. .. .. 1.0 1.0 
Nonredcemnble Preferred Stock nnd 

Common Shareholders' Equity • .. • .. • .. 33.0 33.9 
Revenue •.••.••••.•••••• , , ..•.• , ••• , . . • 36.2 39.6 
Nel income llossl • .. • • .. • .. • .. .. • .. • .. • • (.5) (l.5) 

$201.4 
228.6 
91.8 

35.9 
42.5 
2.0 
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GEICO Corporation's consolidated balance sheet at Decem
ber 31, 1981 includes investments in GEFCO's notes of 
$6,500,000, redeemable preferred stock uf Sl,000,000 and 
preferred stock of $80,850. 

In September 1980 GEICO Corporation purchnsed 
435,000 shares of AVE!llCO Corporation Common Stock for 
$6.l million which increased ownership from approximately 
5% to 22%. Summary financial data as reported by 
AVEMCO, an equity investee, is ns follows: 

(Jn 1r1illio11sJ 

'lbtnl assets .................. . $61) 9 -·- $46.9 
Shareholders' L>quity ................... . 21.3 l9.L 
Rc\·enue ...•........................... 30.7 24.2 
Ncl income ...................... , ..... . 3.8 2.9 

The Corporation received dividends of S.3 million in 1981 
and in 1980 and S.4 million in 1979 related to its equity in 
earnings of GEFCO and AVEl\ICO. Retai11ed·earnings nt 
December 31, 1981 include S.7 million of undistributed 
earnings related to GEFCO and AVEl\ICO. The nggrcgntc 
cost ofGEICJO's investments in GEFCO. AVEl\ICO nnd 
CRJCO approximated the net book '11luc at purchnse dote. 

Note B: Significant Accounting Policies 

B0%sis of Reporting 
The nccotnpunying finnncinl stntcn1ents nrc presented in 
conformity \Vith generally ncceptcd accounting princip1es 
lGAAPl. These principles for subsidiary insurance com
panies differ from stntuto y accounting practices prc:;cribcd 
or permitted by reb'lllntory authorities ns described in Note C. 

l11vest11Je11ts 
Investments in fixed maturities !bonds, notes ond redeem• 
ublc preferred stocksl ore reported nt amortized cost and 
invest1nents in equity securities fcomr.non and nonrcdecm· 
able prcfcrre<I. ~tocks) nt market \'lllue. Realized gains nnd 
losses on soler, of investments, ns determined on a. SpetHic 
idcntificntiou hosi,;, arc included in the. stntcment of 
income. GEICO C•Jrporotion's equity in changes in unre· 
nlizcd nppreciution {dcprccirttionl on equity securities~ after 
deferred income ta-.: effects, is reported directly in 
shnrcholders' Ci)Uity •. The conrnlidated unrealized invest· 
llrnnt losses on equity securities at December 31, 1981 
b~forc deferred tnx effects consisted of gross gains of 
$17,380,272 und gross losses of $33,859,551, 

Dcfcrrccl Policy 1\cc11iisitio11 Costs 
Costs that \'lll'.)' with and arc directly related to the 
production of business nnd are reco\'cruble have been 
deferred. The costs of acquiring property and casualty 
insurance nrc being.amortized lo incon1c os the related 
written premiums arc earned. Such costs include con1n1is· 
sions, prcn1ium taxes, advertising and certnin under,vriting 
ond policy issuance costs. 

Loss and Loss 1\djust1ucnt ExPensr Reserves 
Loss rcscr\'es nrc bnscd on U\'crnges for nuto1nobilc clni1us 
re11ortcd within the most recent three months, case basis 
estimates for other reported claims and calculated esti· 
mutes of unreported lossl'S, The reserve for losses further 
includes additional amounts to reflect nnticipnted future 
economic und social conditions. The determination of these 
additional amounts includes consideration of studies of 
reserve levels perforn1ed by independent consulting octu· 
nrics. The reserve for losses has been reduced by 
approximately $18.3 million and Sl7.9 million ot December 
31, 1981 and 1980, respectively, for anticipated salmge and 
subrogotion reco\'cries. Loss adjustment expense rcscr\'es 
nrc bused upon estimntes of c.<penses to be incurred in the 
settlement of claims. Reserves arc rcCl!rded net of esti
mated reinsurance recoverable on unpaid losses nnd loss 
adjustment c.xpenses. 

i\hmugement believes that its aggregate provision ro, 
loss and loss adjustment expense nl December 31, 1981 is 
reasonable nnd adequate to CO\'Cr the ultimate net cost of 
losses on reported and unreported claims arising from 
accidents which had occurred by that date, but such 
provision is necessarily based on estinultes nnd the 
ultimate net cost moy \itry from such estimates. As 
adjustments to these estimates beconrn necessary. such 
adjustments arc reflected in current operations. The 
methods used to develop these reserves urc subject to 
continuing revic\\' nn.d refinement. 

Preniiunt Re-l•e11uc and Other Opcmting £xpt.'ll$CS 
Property and casualty premiums nre earned prorott1 O\'er 
the terms of the policies and arc reported net of 
reinsurance. The expected effects of certain states' reguln· 
lions on undcnvriting income are recorded in other 
operating c.xpcnses based upon current estimates. In 1980 
accrued c.xperiencc reserws were reduced Sll,000,000, 
based primarily upon judicial actions during the year, and 
credited lo operations. 

l'ropl•r(\' and Equip111e11t 
The annual provisions for depreciation are computed b~· the 
straight-line method O\'er 45 year useful lives for buildings 
and over 3-10 year useful lives for equipment. 

Cou1pe11saf(1ci Absences 
'Prior to 1981, the Corporation followed the coml!19_1) practice 
of recording the costs of cn1ployces' vacation pny in tht!
perind that such benefits were paid. Effecti\·e January I, 
1981, us a result of Fimmcinl Accounting Standards Board 
Statement No. 43, the Corpbration began accounting for 
\'tlcalion pay on an nccruul basis. Financial stnten1cnts for 
the periods prior to 1981 hove been restated as required by 
the Statement. resulting in a decrease in retained earnings 
us of January 1, 1979 of $2.1 million and no significant 
impact on previously reported net income. 
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Note C: Reconciliation of Statutory Accounts 

The generally accepted accounting principles which differ 
significni;.py from statutory accounting practices are: 

• Policy acquisition costs ore deferred and amortized in 
proportion to premium recognition. 

• Loss reserves are bnscd upon estimates of ultimate luMes 
net or salvage und subrogation recoverable. 

• The effects of regulations on underwritmg income nre 
recorded based upon current estimates. 

• Deferred income truces nre pro\'idcd for timing differences 
between pretrut accounting income at1d ta~nble income, 

• Nonndmittcd ussets, principally certain premiums receh·· 
nblc nnd property nnd equipment, are reported ns assets. 

• Reinsurance CQmn1lssions ure deferred nnd «!nrncd over 
the term of the business ceded. 

Equity in Che undistributed net income or affiliates is 
included ir. net income. 

A reconciliation or net income and shareholders' equity or 
GEICO under statutory practices to net income nnd 
redeemable preferred stock and common shareholders' 
equity reported herein under GAAP for the Corporation is 
us follows: 

Net. Jncome 
tin thousa.nclsl 

GEICO-statutory uccounting 
practices ................ . 

Deferred lnrome taxes- .... .... , . 
lnco111e fro1n consolidation 

ofCRICO .................. . 
Equity in undistributed n~t 

income of GE LICO ......... .. 
Equity in undistribuh.od net 

mrome ofGEFCO .......... . 
Defem.-d··policy acquisition cost.s. 
.t\ddilionul slnlutory und nccn1ed 

experience reserves . . . . . . . . . 
U nenrned reinsurance 

commissions .... , .......... , . 
EfTl.'CL of l>quity accounting on 

gnin on sale of GE LICO ..... . 
Other ............... , ........ • 

GEICO.in ru:cordnnre "ith GAAP .• 
Senior preferred dividend$ ..... . 
Parent con1pany Qperntions .... . 

'rhe Corporation in ncr:ordnnce 

}~-ar _Ended Dece111ber .11. 

-1!!!!.!. ---1.!12Q -1!@ 

S98,584 
(6,712) 

sn 

1,(180 

(440) 
6,H4 

83 

(1971 

(9~2i) 

---1lli! 
9<l,89i 

CHIO) 
(i.421) 

Si5,630 $76,611 
,21.693> t5.7631 

4,l'i'S !!.l:J-l 

2,i60 3,076 

t l.li7l .. l 
1667• 4.131 

I0,4Sl •l,381• 

932 184 

--1W! 384 

il.732 S0,25G 
12,5311 12,5001 
18..t381 13.4741 

wilh GAAP .. • .. , .. .. .. .. . • 583.286 $60.763 $74.282 

Redeemable Preferred Stock and 
Common Shareholders' Equity 

Dectn1lwr 31, 
t/11 thou.i;a11dsJ 19SI 1980 1979 

GEICO·stntutory accounting 
pructices ..................... $317,002 S283,321 S251,078 

Deferred policy acquisition costs. 32,169 26,025 26,692 
Addilionnl stntutory and accrued 

experience reserves;. .••...•... J6,483 16,400 5,919 
Deferred incume taxes .......... (33,664) 127.7961 13,6661 
Accrued compensated absences .. (4,289) 13,8801 13,8801 
Effetls of consolidntt .. >d real estate 

~"'isidinri~s ....... , ..... , , .. (18,333) 118,8371 120,3201 
Nonndmittl-d n.."M!ts ••••••••.••. 8,440 s.022 7,811 
\'uluution of CRICO and GEFCO .. 4,236 5,677 3,949 
Vnluution of GELICO ·········· 16,585 13,516 
Other ......................... 1429) ~I 12,0521 

GEICO.in """rdan"' .. ;u, GAAi' •• 321,675 30~.829 279,047 
Senior Preferred Stock of GEICO 

1ncludl-d in n1inority interest •. t25,0Q01 125,0001 
Parent company cnpttnl 

t rnnsactions-net .• .....•..•.•.• J,441) !75.7421 159,4991 
Parent rompany opemtions .. .. - '9,330! 111.9091 13,4741 

The Corporation in accordance 
wlth GAAP: 

Cumulative Preferred Stock, 
S.736 Convertible Series .. s 21086 s 6.22i s 17.443 

Common Shnreholders• 
Equit~· .................. 5236.818 $185.951 Sli3.631 

Consolidated net income for nil property and casualty 
insurance subsidiaries !GEICO, CRJCO and RCJ;oluteJ as 
determined under statutory practices was $97,6 million in 
1981, $81.2 million in 1980 and $79.4 million in 1979. 
Consolidated shareholders' equity under statutory practices 
for these subsidiaries was $332.3 million and $283.3 
million at December 31, 1981 and 1980, respectively. 

Under the Holding Company System Reb'lllatory Act 
applicable to District or Columbia domestic insurers, the 
mn.~imum amount of dMdcnds and other distributions to 
its Shareholders that may b~ paid by GEICO (without prior 
approml or the District of Columbia Department of 
Insurance) in any 12·monL'1 period is the grcat~r orfil 
investment income (as defined) for the preceding calendar 
year or (iil lO'i< of statutory policyholders' surplus at the 
end of the preceding year. 



Note D: !'blicy Acquisition Costs 

Policy acquisition costs information is summarized us follows: 

(In thousanclsl _!W. --1!1@. 19;9 

Policy acquisition costs incurred: 
Cammission and brokerage •.•• $12,801 s 7,726 s 9,229 
J>remium taxes ••••••••••.•.• 12,752 12,970 13,65S 

Salaries, direct- mail 
selling nnd other .......... 34,130 ~ 27.619 

$59.683 $50.798 $50.506 

Policy acquisition costs expensed 552.9-15 $50.95.'\ $45.663 

Note E: Investment Operations 

The sources of investment income arc summarized as follows: 

tl11 1housands1 .-1m ---1!!2!! ~ 

Fixt..-d maturities ..... $.14,519 $HA9S $43,694 
Equity securities 19,084 16.265 13,946 
Short·tenn in\'l>Stments 5,109 2.072 2.596 
Other ......... _!§§ _!!Q _J!!! 
Tutnl investment income ~,878 6"..,965 60.269 
ln\-estmeni- expenses .. !!.477 ~ t.920 

Net in,-estment tueome .. 566.401 560.492 ss.~.349 

There \\'ere no in\·estments in fixed maturities \\'hich \\"Crt!' 

non-income producing for the tweh·e month period ending 
December 31, 19$1. 

Realized gains llossesl on in\'estments arc summarized 
as follows: 

l/n thousands• 

Fi."(t'd maturities .. 
Equity securities 
Other ...... . 
~tinority intcresl 

Inronte tnxt!S ..••..... 

Equity in affihntes' 
realizt.-d gains llC>SSl'SI , •••••. 

Realized gnins •lossesl 

S<i,772) 
(5.382) 

87 

--
(13,067) 

4.793 

(8,2741 

S.5.N:l• 
7.004 

,g, 

~ 
1,144 

l,IH 

$15.8591 
4,9&1 

1151 
~I 

·9'.?21 
193 

1727• 

__ 4 

$ t72..1• = 

A summary of unrcalizt.>d appreciation I depreciation I on 
investments in equity securities during each year reflected 
directly in shareholders' equity is as follows: 

tin thousand8J --1fili! -1f!§Q 19;9 

Unrealized npprecintion 
tdeprecinUonl •• ,. ............ $(1,139) $4,156 Si6,362t 

Defcm..~ income taxes .... 319 11,l&l 1 1,519 

~linority interest •............. __!.!§~ _&!!! 
U!:.'tll !!.976 14.597~ 

Equity in nffihntes~ unreahzl-d 
appreciation tdeprec1nlionl _ill •5S3t _ill 

Unrealized appreciation 
1depreciution1 reflected 1n 
Shareholders'" equity ........ $ (70'l) $.2.393 S<4.116• 

Investments in fixed maturities arc carried al amortized 
cost since such securities are generally held to maturity. A 
summnr:r of unrealized depreciation on investments in 
fixed maturities is as follows: 

rln thousandsJ -1!!.§l. I9SO 1979 

Amortized cost S5S8 -•>"'" ··-· S631.31S 5651.997 

l\lnrkel \-alue- ... 11~ 478.437 ~ 
ExtesS or amortized cost O\'er 

market. value at December 31 .. $196.153 S152.SS1 s !lS.059 = 
Cnrealired depreaation 

dunng the year $(.13.2721 Si&i.822• S1-30 • .t7S1 

Note F: Income Taxes 

Tax Expense 
Tax e."<pense has been computed based upon pretax 
financial reporting income before utilization of the net 
operating loss carryforward as follows: 

'In thousands' 

Tux.Qn: 
Tu.x basis tncome before loss 

cnm·forn-ard S 6,105 Sl0.365 516.523 

Timing differences . _fil!2 ~ -1:!!.ll! 
Income tax pro\'iSlOn . 515.693 
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Effective Tux Rate Reconciliation 
A reconciliation of the effective ta.x rates in the consoli
dated statement ofincome to the prevailing Federal income 
ta.x rate {46\'l:l is as follows: 

fin •housandsJ 

Income tax. provision at 46% of 
preuuc income ....•........•. $35,563 S34,655 $36,060 

Effect of: 
'Ihx·exernpt interest incon1e· ... Ul,225) (10,3691 n.0,0541 
Dividends recei\"ed deduction •. (9,7921 17,7471 16.390• 
Investment tax credit ........ (2,6511) 
~linority interest ............ 87 1,197 1,657 
Tax on su~ 1;diaries• 

undistributed earnings ..... 3,049 17401 11.8181 
Capital gains rnte diffeN!ntinl. (880) ~112181 18081 
Other items ................. (1.272) __J.§§1 ~ 

Income tn.'< pro\·ision ....... $12.880 515.693 = 518.842 

Tnxe•,in 1981 have been reduced by S2.7 million for 
investment ta.x crwits accounted for by the flow through 
method including the utilization of a Sl.9 million invest
ment tilll credit carryforward. 

Dcfe; red 'Ii,': Provision 
The defernia ta.'< provision resulted from timing differences 
in recognition or revenue and e..xpenscs for ta.\: and 
financial statement putpl\SeS as follows: 

tin thou$andsl /9Si ..1!!§Q /9i9 

Deferral of policy acquisition 
tosts .... , .... , .............. S3,099 s 1721 Sl,900 

Commission on reinsurante 
trentil>S ..................... (90~ 429 85 

Accrued in\-cstment income ..... 82:1 l,O<S 1.027 
.-\dditiQnnl statutory reren-es ... 17i 1771 2.392 
Accrued e.~~rient;e resen·es .... S,060 •3.1281 
Deferred compensation ········ 286 •l.33'il •737t 
l.hvestment tax credit .......... (590) 

Tux on GEL!COs undistributed 
earnings .............. ' ..... 3.506 

Other ..................... ... --..!:!Ml _..&fl .....:!§!! 
Deferred tax proYision ..... S6.i15 = S5.3~ 52.019 
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Tux Liability . 
The components of the Federal income tii:< liability 
included in the financial statements are as follows: 

(Ill thousands) 

Current tax .. , ................ . 
Deferred tax ....... , .......... . 
Deferred true related to 

unrealized depreciation on 
equity securities ............ . 

lncome la.'< liability . ...... . 

Carryforwards 

Dccc111bcr 31. 

$ 499 
39,177 

$ 
22,423 

14,295) 

$18.128 

During 1981 the Corporation and its wholly owned subsidi
aries utilized the net operating loss carryforward existing 
for tax purposes at December 31, 1980, except for $3.9 
million related to CRICOl; operations prior to becoming a 
member of the consolidated tnxable group in Janunry 1980. 
This net operating loss carryforward, $3.l million • ·t which 
e.xpires in 1991 and $.8 million in 1994, may only be 
absorbed by income generated l/Y CRICO and such 
utilization would result in resto<ation of deferred tru<es. 
The Cori ation's unused lnvestm~nt tax<credit carryfor
ward for tax purposes is approximately $1.0 million. 

In addition, at December 31, 1981 a capital loss 
carryforward for tax purposes of approximately $14.5 
million is available to offset future capital gains. or this 
amount, $3.6 million e.'pires in 1983, $.2 million e.'pires in 
1984 and $10.7 million expires in 1986. The gain from the 
sale of GEL!CO is reportable in 1982 for tax purposes. 

Subsidiaries' Undistributed Earnings 
Consolidated retained earnings ut December 31, 1981 
includes an insignificant amount of undistributed earnings 
of GEFCO for which no deferred ta.,es have been provided 
since it is GEICO!» intention that GEFCO reinvest these 
undistributed earnings in its operations, 

Federal income tnx C.'<pense during 1981 includes $3.5 
million of tax on Undistributed earnings of GELICO for 
which no deferred taxes hnd been previously prO\•ided since 
it had been GEICO Corporations intention that GELlCO· 
rein\·est these earnings in its operations pcrn1anenUy. See 
Note 0. 

''...· 



Note G: Debt 

Long-term debt consisted of the following: 

(In thousands) 

Unsecured 13¥4% Debentures due 1999, 
annual sinking fund requirement 
1990-1999 of 10% of principal 
amount outstanding January 1, 1990 .. 

UnSecured 11% Debentures due 1999, 
annual sinking fund requirement 
1990-1999 of 10% of principal 
amount outstanding January 1, 1990 .. 

Wholly owned real estate and property 
subsidiaries-

GEICO Properties, Inc.: 
BV-1o/o uotes, due in equal quarterly 
installments of $339 including 
interest, until June 15, 2004 ... , 
B1ho/o note, due iri equal quarterly 
installments Qf $196 including 
interest, until .. l\ilay 1,2004 ..... . 

GEICO Washington Properties, Inc: 
9%% note due in equal monthly 
installments of $203 including 
interest, until June 1, 2010 .... 

GEICO Facilities Corporation; 
Other ........................ . 

Decetnber 31. 

-~1=98=1 1980 

$ 18.323 $ 18,323 

73,287 73,287 

13,803 14,008 

7,849 7,960 

24,179 24,342 

54 

$137,495 $137,920 

On July 1, 1980 the Corporation issued 133/4% Debentures 
with a face amount of $18.3 million in conjunction with the 
repurchase of approximately 2.1 million shares of Common 
Stock as described in Note J. On April 1, 1979 the 
Corporation exchanged 11 % Debentures with a face amount 
of $73.3 million for approximately 4.4 million shares of 

r; Common Stock and 1.5 million shares of Cumulative 
" Preferred Stock, $.736 Convertible Series. 

Property with a cost of $41,752,205 has been pledged 
as security for the notes of the real estate and propert.11 
_subsidiaries and long·term leases have been assigned as 
additional collateral .. The note agreements provide that in 
the event of default the entire unpaid principal and 
interest become due and payable. 

The aggregate maturities of long-term debt for the 
years 1982 through 1986 are $523,066; $570,191; $621,579; 
$677,618 and $738,730, respectively. 

The Corporation has $10 million of unsecm'ed lines of 
credit with commercial banks at the prime interest rate. 
Short-term debt of $6.0 million and $5.0 million borrowed 
under these lines of credit was outstanding at December 
31, 1981 end 1980, respectively. All short-term debt was 
paid in full on January 4, 1982. The availability of these 
lines of credit is reviewed annually. 

-/o&'-

Note H: GEICO Cumulative Senior 
Preferred Stock 

At December 31, 1980 GEICO had outstanding 250,000 
shares of Cumulative Senior Preferred Stock (the GEICO 
Senior Preferred Stock), par value $10 per share, which is 
included in minority interest in the 1980 consolidated 
balance sheet of GEICO Corporation. In January 1981 
GEICO redeemed the 250,000 outstanding shares of 
GEICO Senior Preferred Stock at the redemption price of 
$100 per share plus accrued dividends. 

Note I: Redeemable Preferred Stock 

Description. 
GEICO Corporation has authorized 15 million shares of 
Cumulative Junior Preferred Stock, par value $1 per share. 
The only authorized series is the $.736 Convertible Series 
(the Convertible Preferred Stock) which is junior to the 
Corporation's Senior Preferred Stock (none of which has 
been issued), but senior to its Common Stock. Each share 
of Convertible Preferred Stock is convertible at any time 
into two shares of Common Stock. Holders of the 
Convertible Preferred Stock are entitled to receive quar
terly cash dividends at an annual rate of $.736. So long as 
any shares of its Convertible Preferred Stock are outstand
ing, GEICO Corporation may not pay any cash dividend on 
its Common Stock or redeem, purchase or otherwise 
acquire any shares of its Common Stock if the dividend 
and sinking fund· payments on the Convertible Preferred 
Stock have not been met. At December 31, 1981 and 1980, 
226, 776 and 676,801 shares of Convertible Preferred Stock 
\\'ere issued and outstanding. 

Redenzption and Sinking Fund Provisions 
Shares of Convertible Preferred Stock may be redeemed at 
prices ranging downward from $9.66 during 1982 to $9.20 
during 1987 and thereafter, plus accrued and unpaid 
dividends. The Convertible Preferred Stock is entitled to a 
sinking fund pursuant to which GEICO Corporation will 
pay to the transfer agent for the Convertible Preferred 
Stock on or before each January 1 from 1992 to 2001 an 
amount sufficient to redeem 10% of the number of shares 
of Convertible Preferred Stock outstanding on January 1, 
1991, at $9.20 plus accrued and unpaid dividends. 

Note J: Common Shareholders' Equity 

Debenture Exchanges, Share Acquisitions and Conversions 
In 1980 the Corporation acquired 2.1 million shares of 
Common Stock through the issuance of Debentures 
described in Note G and cash payment of $15 million. In 
1979 the Corporation exchanged Debentures for approx
imately 4.4 million shares of Common Stock and 1.5 
million shares of Convertible Prcfen ed Stock on the basis 

37 



of $10 of Debentures for each common share and $20 for 
each preferred share. 

In other transactions, the Corporation purchased for 
cash 1,218,500, 1,680,860 and 576,638 shares of Common 
Stock in 1981, 1980 and 1979, respectively and 572,900 
shares of Convertible Preferred Stock in 1979 for an 
aggregate cost of $28,674,262, $20,734,643 and $16,278,156 
in 1981, 1980 and 1979, respectively. 

During 1981, 1980 and 1979 450,025, 1,219,127 and 
3,897 ,931 shares of Convertible Preferred Stock were 
converted into 900,050, 2,438,254 and 7,795,862 shares of 
Common Stook, respectively. 

Stock Option and Performance Share Plans; Warrants 
During 1973 a Stock Option Plan was adopted under which 
options may be granted to officers and key employees for 
the purchase of capital stock at 100% or more of fair 
market value at date of grant. The options are exercisable 
in installments beginning one year from date of.grant and 
. expire not more than 10 years thereafter. 

Options 

Shares Price Shares 
Available Per Share Ou Out-

For Grant Date o[Grant standing 

Balance at January 1, 
1979 .•..•..•.......... 14,628 $4.59 to $36.06 386,184 

Granted ................. (12,000) 8.69 to 11.88 12,000 
Exercised ............... 6.56 18431 
Terminated .............. 32.481 6.56 to 36.06 (32,4811 
Balance at December 31, 

1979 .................. 35,109 4.59 to 36.06 364,660 
Granted ................. 114,407) 2.68 to 16.72 14,407 
Exercised ............... 2.68 to 6.56 (222,8051 
Terminated .............. 11.066 6.56 to 20.75 111.0661 
Balance at December 31, 

1980 .................. 31,768 2.68 to 36.06 145,396 
Granted ................. (32,500) 23.50 32,500 
Exercised . . . . . . . . . . . . . . . 6.04 to 20.75 132,9061 
Terminated ............ , . 1.768 6.56 to 36.06 11.7681 
Balance at December 31, 

1981 ·················· 1.036 $2.68 1.o $36.06 143.222 

Pursuant to the Agreement and Plan of Merger in 
1980 whereby the Corporation obtained 100% ownership of 
CRICO as discussed in Note A, the Corporation assumed 
CRICO's stock option plan. Stock options outstanding 
under CRICO's plan were converted into options to pur
chase 14,407 shares of the Corporation's Com1::on Stock at 
prices ranging from $2.68 to $16.72 per share. 

In 1980 the Corporation accepted notes for $962,500 
from the Chairman of the Board payable on demand with 
interest at 6% per annum in return for the issuance of 
209,741 shares of Common Stock to him upon exercise of 
options granted in 1976. In consideration of the Corpora
tion agreeing to allow exercise by means of demand notes, 

which are included in other assets at December 31, 1981 
and 1980, the Chairman agreed to extend his term of 
employment. 

In 1979 the Corporation's shareholders approved a 
performance share plan under which awards in the 
aggregate of 500,000 performance shares may be made to 
key executives to be paid in shares of the Corporation's 
Common Stock or cash based on the attainment of certain 
goals. During 1981, 184,763 performance shares were paid 
through the issuance of 167 ,999 shares of Common Stock 
and the remainder in cash. Charges of $1,833,349, 
$2,605,718 and. $1,484,557 were made against 1.;;01, 1980 
and 1979 earnings, respectively, under the plan. 

At December 31, 1981 GEICO Corporation had 
outstanding warrants exercisable at anytime to August 1, 
1983 to purchase 1,348,979 shares of its Common Stock at 
$24 per share. A total of 1,808,474 shares have been 
reserved for stock options, performance share awards and 
warrants . 

Note K: Earnings Per Share 

F\tlly diluted earnings per share were determined using 
21,643,932 shares in 1981, 23,002,821 in 1980 and 
27,753,153 in 1979 assuming conversion of the Convertible 
Preferred Stock and exercise of dilutive stock options and 
performance share awards and reflect adjustment for 
GEICO's equity interest in the fully diluted earnings per 
share of its insurance subsidiaries and finance affiliate. 

Primary earnings per share have been computed by 
dividing the weighted average number of common shares 
outstanding of 20,622,661 in 1981, 20,522,424 in 1980 and 
17,336,112 in 1979 into earnings after deduction for· pre
ferred stock dividend requirements and adjustment for 
GE!CO's equity interest in the primary earnings per share 
of its insurance subsidiaries and fin3.nce affiliate. 

Operating earnings per share would have been $3.03 
(fully diluted) and $3.11 (primary) and net income per 
share would have been $3.94 (fully diluted) and $4.04 
(primary) for 1981 if the share repur~hases and conversions · 
of Convertible Preferred Stock to Go;nmon Stock described 
in Note J had taken place Januacy 1, 1981. 

Note L: Employee Benefits 

GEICO Corporation and its subsidiaries have a defined 
benefit noncontributory pension plan covering most full
time employees, the cost of which was $4,428,550 in 1981, 
$4,059,511in1980 and $3,740,902 in 1979. GELICO 
administers the pension plan funds. The plan provides for 
payment based on salary and years of service. The policy is 
to fund accrued pension costs including amortization of 
prior service costs over 30 years. Additionally, $a18,800 
was charged to expense in 1981 to accrue costs of certain 
supplemental retirement benefits. 

Accumulated plan benefits, as estimated by consulting 
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actuaries, and plan net assets at December 31, 1980 (latest 
valuation date) and 1979 were as follows: 

Dece111ber 31, 

(111 thousands) 1980 1979 

Actunrinl present value of accumulated 
plan benefits: 

Vested ................................. . $25,059 $20,805 
Nonvested ............................. . 7,377 6.934 

$32,436 $27.739 

Net assets available for plan benefits ........ . $35,724 $28.680 

The assumed rate of return on invested assets used in 
determining the actuarial present value of accumulated 
plan benefits was 6% for both the December 31, 1980 and 
1979 valuations. 

Note M: Reinsurance 

The Corporation's insurance subsidiaries are involved in 
both the cession and assumption of reinsurance with other 
companies. Reinsurance agreements are maintained for the 
purpose of insuring excess risks of the subsidiaries and 
a portion of all risks for Resolute Reinsurance Company. 
The Corporation and its insurance subsidiaries remain 
liable to the extent the reinsuring companies are unable to 
meet their treaty obligations. Amounts deducted from 
policy liabilities and premium and loss accounts for rein
surance cessions, excluding the effect of reinsurance 
facilities, are as follows: 

Dece111ber 31, 

(/n thousands) 1981 1980 
Policy liabilities 
Loss and loss adjustment expense 

reserves ......................... $11,297 $101043 
Unearned premium reserve . . . . . . . . . $ 3,642 S 2,574 

(In thousands) 
Premiums written . . . . . . . . . . . . . . . . . . $ 8,230 S 6,004 
Premiums earned .................. $ 7,162 S 6,514 
Loss and loss adjustment 

expense incurred . . . . . . . . . . . . . . . . . $ 5,539 S {2,397) 

1979 
$ 6,112 
s 6,572 

$ 4,258 

In December 1981 GEICO assumed $18,051,000 of acci
dent and health insurance premiums written of which 
$771,000 was earned in 1981. $5,184,000 of commission 
related to the unearned premium at December 31, 1981 is 
included in deferred policy acquisition costs .. 

Note N: Commitments and Contingencies 

Rental expense for all leases was approximately $6,913,000 
in 1981, $6,630,000 in 1980 and $6,400,000 in 1979. 

The Corporation and its subsidiaries have entered into 
non-cancellable leases expiring at various dates through 
1992 for both real estate and equipment, all of which are 
operating leases. The future minimum rental commitments 
as of December 31, 1981 for noncancellable leases with a 
remaining term of at least one year are as follows: 

Building 
(In thousands) Thia/ ~ E2ule,1r1cnt 

1982 ··························· s 2,451 $1,494 s 957 
1983 ........................... 2,216 1,448' 768 
1984 ........................... 1,721 1,342 379 
1985 ........................... 1,415 1,281 134 
1986 ............................ 1,156 1,022 134 
1987-1992 •••••••••......••.•••• 1,384 1,173 211 

$10,343 $7.760 $2.583 

Certain of the building space leases contain renewal 
options for periods ranging from 1 to IO years. No options 
extend beyond the periods indicated. 

Under an agreement dated August 12, 1980, as 
amended, the Corporation is committed to guarantee up to 
$15.0 million of GEFCO commercial paper, if any, 
maturing through May 31, 1982, for which the Corporation 
receives a fee at an annual rate of$18,750. At December 
31, 1981, $15,000,000 of commercial paper subject to this 
agreement was outstanding. 

In the ordinary course of its insurance operations, the 
Corporation is affected by various regulatory, legislative 
and judicial actions. In the opinion of management, loss to 
the Corporation materially in excess of amounts provided 
for in its loss reserves is not probable. 

Note 0: Sale of GELICO 

On December 21, 1981 GEICO Corporation sold its invest
ment in the common stock of GELICO (65.5% of outstand· 
ing shares) to Legal & General Group Limited for a note 
receivable of $90.0 million resulting in a $27.2 million 
gain, net of $9.2 million income tax expense. The note 
receivable is non-interest bearing and was paid on January 
4, 1982. The Corporation's equity in earnings of GELICO in 
the fourth quarter of 1981 was limited to dividends 
declared by GELICO during the quarter to which the 
Corporation was entitled pursuant to the terms of the 
agreement to sell dated September 16, 1981. The Corpora· 
tion has agreed to continue providing certain staff and 
support services for GELICO on a fee basis for a specific 
period of time. 
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GEICO Corporation's equity in GELICO's operating 
earnings and related dividends is summarized as follows: 

([n thousands) 1981 1980 19i9 

Equity in operating earnings ........ $4,692 $5,511 $5,S21 
Amortization of excess cost 

over historical book value ......... (657) <912) <964) 

Equity in operating earnings 
net of amortization ............... $4,035 $4,599 $4.357 

Dividends received from GELICO ...... $2,926 $1,814 $1,284 

GEICO Corporation has and expects to continue to operate 
in the life and health insurance business segment. The sale 
of its investment in GELICO is expected to result in 
alternative investment by GEICO Corporation in life and 
health insurance operations. Until such alternative invest
ment occurs, the financial statements of GEICO Corpora
tion contain a dominant business segment, private 
passenger automobile insurance, pursuant to Financial 
Accounting Standards Board Statement No. 14. Summu
rized financial information with respect to the operations of 
GELICO is as follows: 

Condensed Balance Sheet 
(111 111illions) 

As::1ets 
Investments ................... . 
Cash .......................... . 
Deferred policy acquisition costs .. 
Other assets ................... . 

Liabilities and Shareholders' 
Equity 

Reserves ....................... . 
Other liabilities ................ . 
Shareholders' equity ............ . 

Septe111ber 30, 
1981 

$161.9 
7.2 

25.5 
58.3 

$252.9 

$140.5 
45.8 

....!!!!& 
$252.9 

Condensed Income 
Statement 

Nine Alonths Ended 
Scpte1nber 30, 

(In 1nillions) 1981 

Premiums ............... . $24.8 
Net investment income ... . ll.6 

Total revenue .......... . 36.4 
Benefits ................. . 13.6 
Increase in reserves ...... . 4.2 
Other expenses ; .......... . 9.8 

Operating income before 
income taxes ... , ... , .. 8.8 

Income taxes ............. . 2.8 
Net Income ............. . $ 6.0 

Dece111ber 31, 
1980 

$163.3 
5.8 

25.1 
53.2 

$247.4 

$136.0 
43.5 
67.9 

$247.4 

l"ear Ended 
Decen1ber 31, 
1980 19i9 

$35.1 535.0 
13.6 ll.7 
48.7 46.7 
15.4 15.0 
10.5 12.0 
10.7 8.3 

12.1 11.4 
3.7 3.2 

$ 8.4 s 8.2 

Supplemental Financial Information 

Supplemental Information on ~he Effects of Changing 
Prices !Unaudited) 

As required by Financial Accounting Standards Board 
(FASB) Statement No. 33, "Financial Reporting and 
Changing Prices," the Corporation must provide supple
mental information concerning the effects of changing 
prices on its financial statements. The disclosures are 
intended to address two different aspects of an inflationary 
environment: (1) the effect of a rise in the general price 
level on the e><change value or purchasing power of the 
dollar (called "general inflation") and (2) the specific price 
changes in the individual resources used by the Corpora
tion. Because there is presently no consensus on which 
aspect, if any, of inflation should be reported, especially as 
related to insurance companies, the FASB has devised an 
experiment requiring certain large, publicly held com
panies to present supplemental information reflecting both 
types of inflation measures. 

Tiu supplemental information on changing prices does 
not reflect a comprehensive application of either type of 
inflation accounting. The FASB decided to focus on items 
most affected by changing prices, that is: (1) the effect of 
both general inflation and specific price changes on 
properties and related depreciation expense, and (2) the 
effect of general inflation on holding monetary assets and 
liabilities. 

Effect on Properties and Related Depreciation Expense 
FASB Statement No. 33 requires the presentation, if 
material, of a supplemental statement of income from 
continuing operations. The Corporation has computed 
income from continuing operations (equivalent to income 
before extraordinary item) as required by the Statement. 
The supplemental statement of income from continuing 
opere.tions is not presented because fixed assets and 
depreciation expense are not significant items in the 
Corporation's financial statements and the resulting dif
ference between net income, as reported, and income 
adjusted for general inflation or specific price changes was 
not material. 

Holding Monetary Assets and Liabilities 
When prices are increasing, the holding of net monetary 
assets during any given period results in a loss of general 
purchasing power. 

The FASB's current methodology requires nonmone
tary classification for unearned premiums and deferred 
policy acquisition costs of property and casualty companies 
despite the recommendation of its own advisory Insurance 
Task Force that these and all other assets and liabilities be 
categorized as monetary. Based on the current methodology 
required by FASB, the Corporation incurred a purchasing 
power loss from holding net monetary assets during the 
year of $7.4 million in 1981, compared to a gain of $4.8 
million if unearned premiums and deferred policy acquisi
tion costs were classified as monetary. 
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GEICO Corporation 

~~) 

Five-Year Comparison of Supplemental Financial 
Data Adjusted for Effects of Changing Prices 
(111 thousands, c:tcepl per share data} 

i·car Ended Dece1uber 31, 

'ibtnl revenue: 
As reported ....................................... .. 
Acljusted for general inflation (1) ••••••••••••••••••••• 

Purchasing power gain (loss) from holding net monetary nssets 
or liabilities during the year (1): 

As required • • • • • . . • • • .•.•.•••••.•••.••.••••••••.•.. 
Alternative computation ••.•..••••. , .•..• , .•.••••.••. 

Net assets at _year e:1d: 
As reported ........................................ . 
Acljusted for' general inflation (2) •••••. , •....•••••••.• 

Cash dividends detlnred per common share: 
As reported ........................................ . 
Adjusted for general inflation (1) .................... .. 

Market price per common share at year end: 
Historical amount •••••••••••••••.••••••••.•••.•.•••• 
Acljusted for general inflation (2) .......... , ........ .. 

C1:1nsumer price index: 
Average •••••••..•••••••••.••..••••••••....•.•.••••• 
Year-End .......................................... . 

(11 In twcrni;e 1981 dollars t21 ln .)'l!Ar-end 19Hl dolln.n 

Quarterly Highlights of Operating 
Results (Unaudited) 
(In 11iillions. except per share rcsultsl 

Dec. 31 
Revenue 
Premiums earned .............................. $169.4 
Net investment income ......................... 17.3 
Equity in earnings of GE LICO .................. .7 
Equity in earnings ofGEFCO and AVEMCO ..... ___J_,gl 

Tutal Revenue ........................ 187.2 

Benefits and Expenses 
Losses and loss ndjustmenl expenses .............. 134.2 
Operating expenses .••••.•.•••••••••••..•.•••••• 30.7 
Interest expense .••••.•••••••••....••••••••••••. 3.7 
Minority interest •.••..••.••••....••••••••••.••. 
Jn.come taxes ••••••••••••••••••••••••••••••••••• ___iLl! 

Total Benefits and Expenses .•••••.•.• 172.4 

Operating Earnings ..••..••. , .•.•••••.••..•.•• 14.8 
Realized gain on sale of GELICO ................ 27.2 
Realized gains (losses) on investments ........... 110.51 

Net Income ............................... s 31.5 

Per Share Results 
Fully Diluted: 

OperaUng earnings ......... -. .............. s .70 
Net income .................................. Sl.49 

Primary: 
Operating earnings ••.••.•.••••...•.•••••...• s .72 
Net income ................................... $1.54 

Restated-Note A 

1981 1980 

$ 727,453 s 684,408 
$ 727,453 s 755,401 

$ (7,414) $ (13,253) 

$ 4,784 s 2,417 

$ 238,904 s 192,178 
$ 238,904 s 209,358 

s .48 s .43 
$ .48 s .47 

$ 27.75 s 1-1.63 
$ 27.75 $ 15.94 

272.4 246.8 
281.5 258.4 

1981 

Three ~\Io11ths Et1dcd 

Sept. 30 Jur.c 30 Mar. 31 

$166.5 $163.9 $156.9 
16.7 16.2 16.l 
1.2 1.l 1.0 

__ .l __ .2 __ .3 

184.5 181.4 174.3 

127.6 129.9 125.l 
30.1 29.7 27.5 

3.7 3.7 3.9 
.2 

5.2 ___&! _!,§ 

166.6 165.7 158.3 

17.9 15.7 16.0 

----11! ~ __ .4 

s 17.2 s 18.2 s 16.4 

s .83 s .72 s .73 
s .79 s .83 s .75 

s .86 s .75 s .78 
s .82 s .87 s .so 

- //,;l -

1979 1978 

s 665,561 $634,907 
s 833,941 $885,101 

$ (22,287) 

s (5,734) 

$ 191,074 $220,807 
s 233,959 $306,344 

s .36 s .20 

s .45 s .28 

s 12.06 s 7.19 

s 14.77 s 9.98 

217.4 195.4 
229.9 202.9 

1980 

Three Mo11ths Ended 

Dee. 31 St•pt. 30 June 30 

$160.l $157.9 $150.2 
15.8 14.7 14.9 
1.3 1.1 1.0 

__ .l ___J,l!) ___J_,gl 

177.3 172.8 165.9 

126.8 120.5 118.3 
27.0 25.6 26.9 

3.9 3.7 3.4 
.6 .7 .6 

___J!,§ _fill __ll 

161.9 156.4 152.3 

15.4 16.4 13.6 

___.1§) ---1.J.. 12.0l 

s 14.9 s 18.1 s 11.6 

s .70 s .76 s .58 
s ,68 s .83 s .50 

$ .76 s .82 s .64 
$ .73 s .90 s .54 

$505,166 
$758,167 

$178,439 
$269,912 

$ .03 

s .05 

s 8.31 

s 12.57 

181.5 
186.1 

Mar. 31 

$151.9 
15.l 
1.2 

~ 
168.4 

119.9 
27.4 

3.1 
.7 

__ll 
154.2 

14.2 

~ 
s 16.1 

$ .57 
s .65 

s .66 
$ .75 
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GEICO Corporation Board of Directors 

Thomas E. Bolger 
Executive Vice Preside11t, 
America11 Telepho11e a11d 
Telegraph Compa11y 

Samuel C. Butler 
Partner, Cravath, Swaine & 
Moore 

John J. Byrne 
Chairman of the Board 
and Chief Executive 
Officer, GEICO Corporatio11 

John M. Christie, having reached 
retirement age, did not stand for 
reelection to the Board of Direc-
tors in May 1981. Mr. Christie had 
served on the Boards of the Gov-
ernment Employees Companies 
sincP. 1967. A Director and former 
Chairman of the Board of The 
Riggs National Bank of Wash-
ington, D.C., Mr. Christie served 

Walter E. Washington, a former 
mayor of the District of Columbia 
and current resident partner in 
the law firm of Burns Jackson 
Summit Rovins & Washington, 
was elected to the Board effective 
December 1, 1981. Mr. Washington 
served as the elected mayor of the 
District of Columbia from 1975 to 
1979, having previously served as 

Honorary Directors 

Paul J. Hanna 
Vice Chairma11 of the Board, 
GEICO Corporatio11 

Alvin E. Kraus 
Retired Chairma11 of the Board, 
Criterion bisura11ce Compa11y 

Melvin M. Payne 
Chairman of the Board, 
National Geographic Society 

Joseph J. Sisco 
Partner, Sisco Associates 

William B. Snyder 
President, GEICO Corporation 

GElCO Corporation in recent 
years as Chairman of the Audit 
Committee and as a member of 
the Investment and Social Re-
sponsibility Committees of the 
Board. His dedication to the Com-
panies over the years and his 
valuable leadership ha\'e been 
important to their success. 

the appointed Mayor-Commis-
sioner of the District from 1967 to 
1975. Prior to that, he served as 
Chairman of the New York City 
Housing Authority and Executive 
Director of the National Capital 
Housing Authority. 

Daniel J. Callahan, Jr. 
Retired Se11ior Vice Preside11t, 
The Riggs National Bank 
of Washi11gto11, D.C. 

Lorimer A. Davidson 
Chairman Emeritus, 
GEICO Corporation 

Harvey B. Gram, Jr. 
Chairma11 of the Board, 
Joh:1sto11, Lemon & Co., Ille. 

-1/.3 -

Walter E. Washington 
Part11er, Bums Jackso11 
Summit Rovills & Washi11gto11 

Frank A. Weil 
Part11er, Gi11sburg, 
Feldman, Weil & Bress 

H. Edward Wrapp 
Professor of Busi11ess Policy, 
Graduate School of Busi11ess, 
University of Chicago 

.( 
... - - .i ~~.2~; 
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Mr. John M. Christie 

Mr. Walter E. Washington 

William K. Jacobs, Jr. 
Private fina11cial 
consulta11t 

David Lloyd Kreeger 
Ho11orary Chairma11 of 
the Board, GEICO 
Corporation 



Committees of the Board 

Audit Commitee 

Paul J. Hanna, Chairman 
Thomas E. Bolger 
Joseph J. Sisco 
H. Edward Wrapp 

Executive Committee 

Samuel C. Butler, Chairman 
John J. Byrne 
Paul J. Hanna 
Alvin E. Kraus 
H. Edward Wrapp 

Human Resources Committee 

H. Edward Wrapp, Chairman 
Thomas E. Bolger 
Samuel C. Butler 
Alvin E. Kraus 
Melvin M. Payne 
Joseph J. Sisco 
Frank A. Weil 

Investment Committee 

John J. Byrne, Chairman 
Paul J. Hanna 
William B. Snyder 
Frank A. Weil 

Social Responsibility 
Committee 

Joseph J. Sisco, Chairman 
Paul J. Hanna 
Melvin M. Payne 
William B. Snyder 

GEICO Corporation's Board of Di
rectors consists of eleven mem
bers. Assisting the Board in the 
management of its responsibilities 

In addition to recommending for ap
pointment the Corporation's lndepen· 
dent Accountants, the Audit Commit
tee, which is composed of nonmnnnge
ment Directors, monitors the Accoun
tants' audits, reviews the audit results 
with management and the Accoun
tants, reviews the Annual Report on 
Form 10-K, reviews with the Accoun-

This committee e.xercises the powers 
of the Board of Directors when the 
Bonrd is not in session, recommends 
plans relating to the development of 
corporate structure, revic\\'S proposals 

This committee revie\VS programs re· 
luting to the development of human 
resources, including personnel and 
compensation practices; education and 
training programs; and the introduc
tion of external resources (both the 
hiring of new employees and retention 
of consultants). It recommends to the 
Board the compensation of the Chair
man of the Board, Chief Executive 
Officer, President, Executive Vice 
President and Senior Vice Presi
dents; fixes the compensation of other 

The Investment Committee approves 
broad investment policies and guide
lines and assists the Investment De
partment in their development; 
approves and monitors the investment 
portfolio and its performance relative 

This committee oversees the fulfill
ment of social responsibilities to 
shareholders, policyholders, employ
ees and the general public; reviews 
the Affirmative Action Program with 
respect to employment and upward 
mobility of females, minorities and 

- //9".. 

are five Board Committees. The 
names of those serving on the 
committees and primary Commit
tee functions are as follows: 

!ants and the Internal Auditor the 
Corporation's internal controls and 
accounting procedures, revic\vs the 
basis for determining intercompnny 
charges and monitors compliance 
with the Foreign Corrupt Practices 
Act. The Internal Auditor reports 
directly to the Audit Committee and 
functions ns staff thereto. 

regarding merger or affiliation with 
other companies nnd rcviC\\'S pro
posals to enter new or expanded lines 
of business. 

Officers; approves and administers 
compensation programs; maintains re
sponsibility for administration of em
ployee benefit plans; elects all officers 
e.xcept the Chairman of the Board, 
Chief Executive Officer, President, 
Executive Vice President and Senior 
Vice Presidents; and approves Direc
tors' compensation. The Committoe 
also recommends proposed nominees 
for election to the Board by the 
Shareholders at the Annual Meetings. 

to comparative standards; and autho
rizes the purchase, conversion, trans· 
fer and sale of stocks, bonds and of 
other securities within guidelines pre
scribed by the Board of Directors. 

disadvantaged segments of society; 
monitors involvement in political ac· 
tion, particularly with respect to state 
legislative affairsj and revie\vs our 
responsibilitit,s to society in the 
providing of insurance services and 
allocating charitable contributions. 



Directors and Officers 

Government John J. Byrne *0 t Vice Presldents Richard A. Olien 
Employees Chairman and 

Martin Adler Ross D. Pierce 
Insurance Chief Exec11tive Officer 

Actuary W. Alvon Sparks, Jr.* 
Company Ralph L. Belford, III Walter R. Tinsley 

William B. Snyder *0 t Marion E. Byrd Edward H. Utley 
President Edward J. Clark 

Treasurer 
Eugene J. Meyung • Theodore F. Culp 

Exec11tive Vice President 
DeWayne C. Cuthbertson Albert M. McKenney 
Herbert L. DePrenger 

Senior Vice Presidents Thomas N. Exarhakis Medical Director 
Alvin Kaltman 

Elaine W. Murphy, M.D. Richard C. Lucas *0 t Merrilf D. Knight, III 
James E. Reagan ° Ernest M. Lucas 

Secretory Louis A. Simpson *0 t Legislative Co1111sel 
Donald K. Smith *0 t Donald D. Messmer John M. O'Connor * 
Ge11eral Counsel Olza M. Nicely 

Criterion John J. Byrne Vice Presidents Clark E. Simcock 
Insurance Chairman Marie G. Baker Louis A. Simpson 
Company Daniel J. Coughlin, III Paul A. Sullivan, Jr. 

Harry I. Bond 't 
President DeWayne C. Cuthbertson Medical Director Robert L. Green 

Charles T. Connolly t Treasurer Elaine W. Murphy, M.D. 
Ernest M. Lucas 

Senior Vice Preside11t Legislative Counsel Secretary Actuary 
Richard C. Lucas 
Gerald F. O'Neal John M. O'Connor 

Criterion John J. Byrne Vice Presidents Donald K. Smith 
Investment Chairman Terence J. Smith General Counsel and 
Services Louis A. Simpson Assistant Secretary 
Company William B. Snyder 

President John M. O'Connor 
Richard C. Lucas Secretary 

Richard A. Olien Co11troller and Treasurer 
Exec11tive Vice President 

Resolute John J. Byrne Vice Presidents Richard C. Lucas 
Group, Chairma/i A. Harrison Brennan Control 
Inc. 

Assistant Secretary 
Louis A. Simpson 

David M. Evans Irzvestments 
President 

Francis J. De.Mayo James F. Ziegler 
Facultative 
K. Thomas Kemp Irzterrzational Treaty and 

Michael L. Horigan Treas11rer and Assistant Secretary 
Executive Vice President Chief Financial Officer John M. O'Connor 

Secretary 

* Executive Officer of GEICO 
Corporation vdth titles sho\\•n. 0 GEICO Director t Criterion Director 
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EXHIBIT 19 

i '1 

LETTER REGARDING CHANGE IN ACCOUNTING PRit :''l:PLE 

To The Shareholders 
GEICO Corporation 

. 
'-,_ <' 

We have read the description of the change in the method of accounting for the ' 
investment in Government Employees Life Insurance Company by GEICO Corporation 
and subsidiaries as set forth in Note A of the consolidated financial statements 
included in the annual report to shareholders for the year ended December 31, 
1981. In our opinion, the aforementioned accounting change, with which we 
concur, is in conformity with generally accepted accounting principles. 

Washington, D. C. 
February 19, 1982 

~ ...... t'- .. .ev<:.._.._ ....... )P.,,..-

ERNST & WHINNEY 
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Exhibit 22 

SUBSIDIARIES OF GEICO CORPORATICA" 

(1) Governnent Employees Insurance Canpany (GEICO) is a 1..tlolly-=ed 
District of Cblllllbia property, casualty and liability insurer. 

\,: 
( 2) GEICO Properties, Inc. (GPI) is a Delaware real estate holdirg 

canpany wholly-ow.ied by GEICO. 

(3) GEICOWashirgton Prop:rties, Inc. (GWPI) is a Delaware real estate 
holding canpany wholly-omed by GEICO. 

(4) Criterion Insurance Canpany (Criterion) is a District of Columbia 
property and casualty insurer wholly-omed by GEICO. 

( 5) G:>vernnent Ertiployees Life Insurance Canpany (GELICO), a majority-
owned subsidiary of GEICO, is a District of Cbltllllbia life and health insurer. 

\ . 
( 6) Governnent Employees Life Insurance Canpany of New York (GELICOOY), 

a wholly-omed subsidiary of GELICO, is a New York life and health insurer. 

(7) Governnent Employees Financial Corp::iration ( GEFCO), a majority-
omed subsidiary of GEICO, is a Cblorado coq:oration primarily engaged in the 
business of cons\.lirer finance. GEFCO itself has a number of stbs:iaiaries ergcged 
in various aspects of the finance, industrial banking and insurance brokerage 
businesses \ohich are incorp::>rated in various states arrl the Federal Repd:>lic 
of Germany. 

( 8) 
canpany. 

GEICO Facilities Corp::>ration is a \oholly-=ed D:laware i;roperty 
·-~ 

(9) Rerolute Gt"oup, Inc. (RGI) is a \oholly-o.med DelaWare general business 
corporation. 

(10) Rerolute Reinsurance Canpany, a v.holly-o.med stbs:iaiary of RGI, 
is a New York daniciled insurer in the process of organization. 

(11) Rerolute Mancgenent Corp::>ration, a W:iolly-o.med stbs:iaiary of RGI, 
is a New York management corporation. 

(12) Criterion Investment Sei:vices Canpany is a llholly-o.med Delaware 
registered invesnnent adviser and broker-dealer. 

\ ., 
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New York Stock Exchange 
and Pacific stock Exchange 
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Agrepte market. value of Gerieral Hast Corporation's Common Stock, $1.00 par value, 
held by non-affiliates of General Host as of March 8, 1982: $38,870,034. • 

Number of shares of General Host Common Stock outstanding as of March 8, 1982: 
4,882,054;•• 

DOCUMENTS INCORPORATED BY'REF'ERENCE 

I>Oeuments of Which Portions Are 
Incorporated in Form 10-K 

General Host Corporation Annual Report 
for 1.1181 (hereinlifter "the Company's 
Amual Report for 1sa1 "> 
Gener81 Host Corporation Proxy Statement 
for Amtlal. Meeting of Shareholders to 
be held on April 21, 1982 (hereinafter 
"the Company's 1982 Proxy Statement") 

Parts of Form 10-K Into 
Which Portions of Documents are Incorporated 

Part I, Item 1 
Part D, Items 5, 8, 7 and 8 
Part IV, Item 11 

Part I, Item 4 
Part DI, Items 9 and 10 

• Does not include market. value of Common Stock held by directors and officers whO 
may be deemed to be affiliates of Generil.l Host which aggregates $10,291,533. 

• • Unless otherwise imicated, all references to shareholdings herein. and in d.oeilments 
incorporated by reference reflect a two-foH>ne split of the Company's Comiiioh Stock 
which was accomplished on Febi'uary 5, 1982, by distribution of one additional shUe of 
Common Stock for each share held by shareho]ders of record on Jamary 25, 1982. 
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PART I 

ITEM 1. DESCRIP110N OF itJSINESS 

General Host Corporation (hereinafter "General Host," the "Company" or 
"Registrant") is eJWaged in two basic areas of busine!lilJ namely, specialty retailing and 
food products. Unless otherwise stated, all statistics in ~his Item were compiled as of. 
December 26, 1981. 

SPECIALTY RETAILING )/ 
' 

The Company1s Specialty Retailing businesses consist of specialty food store 
operations condlicted. by its Hickory Farms of Ohio . Division and convenience store 
operations conducted by its Little General Stores and.Hot Sam Companies Divisions. 

Soecialty Food Stores 

Hickory Farms of Ohio Division 

The Hickory Farms bf Ohio Division operates a total of 224 stores, with an 
additional 333 stores operated by independent franchisees under liceme or sublease 
ag;-eements with the Company. All of these stores are generally located in enclosed 
shopping malls in 48 states and Canada. 

Hiekory Farms stores sell a. variety of specialty food products, including 
natural and processed cheeses, smoked meats, breads, cakes, crackers, jams, jellies, candy 
and season!~. Products generally are marketed under Hickory Farms' various 
trademarks, the most prominent of which is "Beef Stick." Gift packages contain~ 
several different combinations of specialty food products represent a major portion of 
sales during Hickory Farms' principal season, the Christmas holidays. S&les of gift 
packages are enhanced by arrangements among all Hickory Farms stores which allow 

., customers to order gift packages in one geographic locale for delivery in another. 
Hickory Farms manufactures and sells several varieties of milstard and spices to Its 
franchised stores and through Company operated stores. The Cildahy ~ecialty Foods Co. 
Divisicn of the Company's wholly-owned slibsidiary, CUdahy Company, is an approved 
supplier of loaf pepperoni, stick pepperoni and Hickory Farm's principai meat product, a 
summer sausage sold Under the trademark "Beef Stick". All other food products sold in 
Hickory Farms stores art! purchased by the Company and its franchisees from. various 
SUPPliers. Domestic cheese is Sl.(>plied by approximately 17 different processors, each of 
whom generally produces one type. Approximately 996 of the cheese sold in the stores is 
imported from foreign processors. The Company believes that adequate alternative 
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so~ces of Hickory Farms' food products are available. Franchisees may purchase certain 
·suppUes, Including paper bags, containers, boxes and packing, advertising and promotional 
'.materials, from Hickory Farms. Lists of approved vendors and merchandise and sugsested 
selling prices are provided by Hickory Farms to franchisees; however, franchisees may 
purchase from any approved vendor they choose and sell at whatever prices they deem 
appropriate. Franchisees are required only to carry merchandise. of a type, quality, 
quantity and variety consistent with Hickory Farms' standards •. 

Hickory Farms stores generally occupy leased locations In areas of major 
shopping mall traffic and are open during the same hours.as other stores in the mans; The 
seasonality of the Hickory Farms business is a result of. its dependence upon shopping 
actiility in the malls in which stores are located and the increased demand for gift 
Pfickages and certain other specialty food prOducts during the Christmas holidays. 
At)(>roximately 60% of the annUal sales of Company-operated Hickory Farms stores oecur . 
in the last fiscal CJJarter of each year and over 45% occur in December. An increased 
amount of inventory mmt be carried to meet this seasonal sales load. To accommodate 
the heightened demand of the 1981 Christmas season, Hickory Farms stores were 
temporarily supplemented by 1,012 satellite locations (464 of which were Company
operated), consisting of kiosks (free-standing units In central mall space) and temporary 
store front locations in malls and strip shopping centers, intended to attract customer 
traffic which might not pass store locations, and outdoor .modular sales units (mobile 
structures located in parking areas). Satellite units generally carry limited inventory 
since they concentrate on sales of gift packages. · . 

The retail food bll!liness Is highly competitive. Within each shopping center 
mall there usually is only one other specialty retailing food business of the kind conducted 
by Hickory Farms. As a result, Hickory Farms encounters competition in connection with 
the acquisition of suitable locations in prime shopping malls. In addition, Hickory Farms 
is sli>ject to sli>stantial competition from similar prOducts sold by (1) specialty food 
stores situated in local and regional shopping centers and (2) specialty food departments 
of major department stores and local and chain food stores. 

Jn its franchise program, Hickory Farms selects qualified applicants and 
trains those who will personally operate a store. '1be franchisee pays an initial franchise 
fee, a portion of which covers the costs of (i) training, (ii) travel, meals and lodging of 
trainees and (iii) preparation of the store for opening. Hickory Farms also receives, as an 
ongoing royalty fee, a percentage of the gross receipts of each franchised store, which 
constitutes the charge for, among other things, the franchisee's license to use the Hickory 
Farms operating system and trademarks and certain continuing services provided by 
Hickory Farms. An additional percentage of gross receipts periodically is paid by each 
franchisee into a trust fund to cover the cost of national advertising. In addition, 
franchisees generally pay directly for business licenses and permits and remit to shopping 
mall landlords, along with rental payments, their proportionate share of common area 
maintenance expenses, real estate taxes and insurance costs. Each store is required to 
maintain a specified minimum level of inventory. 

The franchise arrangement generally provides for a term of ten years, but 
may be terminated at any time by Hickory Farms for good cause. In the event a 
franchisee desires to transfer its franchise, Hickory Farms has a right prior to all others 
to acquire the franchisee's interest. Several states in which Hickory Farms grants 
franchises have enacted legislation reguleting the offer, sale, termination and renewal of 
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franchises and the Federal Trade C.ommlsslon has adopted a trade replatlon rule 
reprd~ disclosure to piospective franchisees.· To date, Hickory Farms has experienced 
no difficulty in eomplylrlg with these regulations. 

Leases of Company-operated Hickory Farms stores generally have terms of 
ten yeats, although some run for fifteen years or longer; several contain options to renew. 
Rental fees are generally a stated dollar amount, plus a percentage Qf the amount by 
which grOl!IS sales exceed a specified level. Hickory Farms also leases its headcparters, 
gift paek 8S!lembly center and warehouse faelllty at Maumee, Ohio; the Company has 
optiom to purchase at eertaln times during the term of the leafie•'<--OffJees and other gift 
pack asilembly centers at Hayward, California and Roehest8r, New York and principal 
warehouses in Denver, Colorado, Indianapolis, Indiana, and Houston, Texas also are leased 
by the Company. lri the aggregate, the flxtlfts and ecplpment of Hickory Farms, owned 
or leased, are In good condition, and adequate for their pur[:loses.· 

The Company's HiCkory. Farms Division normally employs approximately 
3,600 people and at the he~ht of the Christmas season employs over 10,000 people. 

Convenience Stores 

Little General Stores Dlvisidn 

The Company's Little General Stores Division, headcpartered in Tampa, 
Florida, operates 460 convenience stores in seven states, nearly all of whieh are loeated in 
tiie southem and southeastern United States. 

Little General eonvenienee stores are small, self-service markets primarily 
handling rapid turnover items. Prineipal food products sold include dairy prOducts, soft 
drinks, bread and beer. Jn addition ro. foods, the stores sell cigarettes, various health alid 
beauty aim and hoUsehold Items. Gasoline is sold at self-service pumpi at 208 stores. All 
of the stores operate snack centers for fiist food items. Little General stores are usually 
l~ate.d in dense residential areas along routes of homeward bound traffic. Loeatlom are 
generally on major traffic arteries and are designed primarily to serve identifiable market 
areas. The stores primilpally serve the consuming public within one mile of the Individual 
locations. Sales are self-service, in-store, cuh transactions. The stores are U!ually In 
operation 365 days a year, and the majority of them now extend their hours beyond the 
traditional 7:00 a.m. to 11:00 p.m. operating times, with an increasing number open 24 
hoirs a day. For the most part, the Little General Stores Division does no warehousing, 
but buys products for resale from others. 

" 
A total of four of the Little General stores, all of whleh are loeated In 

Pennsylvania, are operated under franchises granted by the Company. Little General Is 
the owner or primary lessee of these franehlsed stores. 

In addition to its convenience store business, Little General distributes milk 
and licpor to certain of its own stores and also operates an ice plant whleh sells " 
approximately 7496 of Its product to outside customers. 

The eonvenlenee store i1¥1ustry is highly eompetltive in all operati~ areas. 
In all market areas, Little General directly competes with a nllmber of major companies. 
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Varlc>us sl{>ermarketa, small,.srocerles and fut-food restaurants also compete with stores 
operated by Little General for sales of simU.r products. ,. ,. 

The buslne• of the Little General Stores Division may be significantly 
affected by economic conditions In the southeastern United States and, In particular, 
Florida. Alao, cash and inventory control are important upecta of the eonvenience store 
business. 

Little,·General leases '1896 of its store locations; new store locations may be 
leased or pirehased depen- up0n the Company's assesiiment of the relative advanta;es 
or. each approach. Leases generally run ten to twenty year ani:l moet dontaln renewal 
options for five to ten years. Most leases are for f!Xed rentals, but in eome Jeueli the 
fixed rentai. ill Increased if gro• sales in the particular store exceed a pre-established 
amol.llt. The Company owns Little General's Ice-making plant In Tampa, Florida and 
leases almost all of its 18'1 vehicles. 

In the aflregate, the bullcllnp, fixtures and equipment of Little Gener&l, owned or leued, 
are in good condition. The average store facllity ill adequate and suitable for its purposes. 

. Little General employs approximately 2;500 people. 

Hot Sam Companies Division 

Hot Sam operates 130 retail stores at leased locations in enclosed s~b~ 
malls in 26 states. . Under the registered trademark "Hot Sam," all of the stu~ seJ1. 
freshly .bak«tsort pretzels. The pretzels are purchased from three major sl{>Pllers and. 
are bakect at individual Hot Sam stores just prior to sile• Pretzels, paper roods and other 
products and sl{)Plies are distributed to the Hot Sam stores throiwh several Independent 
regional dlstrl>utors• Additional products marketed' in various·H1>t Sam stores inchlde soft 
drinks, and to a limited extent, a variety of other snack foods intended to accommodate 
regional totes and indivicilal mall requirements as permitted by use clauses in store 
leases. In addition, pretzels are sold with chocolate, cheese and other toppl... The 
stores generally oecupy small retail locations in hea\ty traffic. areas ot Jarge shQPping 
malls and are o(len dllring the same holll'S as other stores in the malls. Althol.lgh the 
Company believes that it ill the largest specialllled vendor of freshly baked soft pretzels in 
the United States, competition Is encountered at each location from other stores within 
the malls selling snack food items, including In some cases sort pretzels. The Company's 
prices are competitive and in some cases higher than other bllline•es offering soft 
pretzels for sale within the same malls. The Hot Sam b!lslness is seasonal and Is directly 
relat~ to shopping activity in the malls In -..hich the stores are located. The busiest 
periodS generally are the Christmas, back-to-9Chool and Baster seasons. 

Hot Sam leases its headquarters in Tampa, Florida. The leases of the stores 
operated by Hot Sam generally run from five to ten years, although some have terms of 
fifteen years and longer. Most leases are renewed at the expiration of their terms. Some 
leases contain clauses which limit the sale of products to the line presently sold at a Hot 
Sam location. Rental fees are generally fixed amounts, plus a percentage of the amount 
by which grcm sales exceed pre-established levels. 

Hot Sam employs approximately 700 ~pie. 
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FOOD PRODUCTS 
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" . The Company's FOOd Productsl,buslnesses"conslst of frozen food products 
operatims conducted throigh the Company's Van de Kamp's Frozen Foods and Tambellini 
Foods Divisions; dry sausqe1 canned meats and natural sausqe casi"lp operations 
conduoted throigh the Cudahy Jlpeelalty Foods Co. Division of the Company's wholly
e>Wned . subsidiary, CUdahy Company; and salt and agl'icultural . products operations 
condu.cted throigh .American Salt Company and Mill< BPecialtics Company, bOth of which 
are diVlaio1111 of 9'1dahy Company •.. 

During 198i, the Company soostantially completed the disposition of the 
fresh and processed meat ,business segment . of C!Jdahy Company <see "Note 4: " 
DIGCoritiiltled Operationsr. of "Notes to Financial Statements" whiOh appears on page 29 of 
the Company's Annual Repor.t for 1981). 

Frozen Food Products 

Van mi Kamp1s Frozen Foods Division 

The Van de Kamp's Frozen Foods Division manufactures and sells a line of 
frozen convenience foods under its regiatered trademark "Van de Kamp's." Its principal 
prodilcts are frozen fish entrees and dinners competiqr in the ."battered" and "breaded" 
frozen fish segments sold Under the "Van de Kamp's" trademark• when extra spiCeil are 
added to the battered fish, the frozen entrees produced are sold under a combination o( 
the "Vail de. Katnp's" and''"Coootry Seasoned" trademarks. Van de Katnp's also producesc 
Mexican dimers and entrees and other frozen food products and sells pizza manufactured 
for It by others. In 1981, Van de Kamp's expanded its "Mexican Classics" line of Mexican 
specialty entrees into several new markets. · 

Van de rKamp's frozen convenience food line Is distributed throighout the 
United States, exclusively throug\\ llrokers. The froi'.en. foods business is intensely 
competitive, and Van de Kamp's frozen food products are sold in competition with 
products manufactured by a large. number of well-established companies, .national, 
regiobal and local in scope. Van de Kamp's competes primarily on a national basis in the 
frozen prepared fish and Mexican food markets, and on a more regional bllsls in the frozen 
pizza market. In the .. frozen prepared fish market, there are more .than twenty 
competitors, four of which, including Van de Kamp's, are major national !>rands. There 
llre mcs-e tliiln six major competitors and many regional brands in the frozen Mexican food 
market. In the frozen pizza market, there are a substantial number of major national, 
regimal and loeal brands. Ttade and consumer promotions and media advertising are the 
princ!pfll mea1111 of competition in Van de Kamp's area of the frozen foOds business. 

Van de Kamp's currently operates two plants.,· A frozen food plant in Santa 
Fe Springs, California is leased; the Company has an option. to purchase at the eipiration 
of the lease. Another frozen food plant, in Erie, Pennsylvania, is owned, subject to 
mortgages. Van de Kamp's headlJl&rters in Long Beach, Callfornia are lellsed. 
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All of the facilities are modem, functional and well-suited to s~ply produl!tion on a 
national basis. Productive capacity at both plants is generally adequate for present 
operations. · 

Van de Kamp's purchases most of its raw fish from foreign sources arid its 
other principal raw materials from domestic suppliers. All of these raw materials are 
generally available as required. 

The Van de Kemp's Frozen Foods Division pi:esenUy has, approximately 6,1)0 
employees, ~htly less than half of whom are represented by unions. ' " 

Tambellini Foods Division 
0 

The Tarilbellini Foods Division manufactures and markets Italian and, to a 
lesser extent, other ethnic refrigerated and frozen food ~ucts ttiroughout the 
northeastern United States, principally under the trademark "Tambellini." Tambellini 
distrl>utes to retailers directly and through grocery warehouses, and to lruititutional 
customers. throtVh food service distributors. Tariibellini competes with several major 
well-established companies in each market segment, largely on the basis of price, service, 
trade promotions and media advertising. 

Tambellini manufactures its products in a modem frozen food facility 
located in PittS>urgh, Pennsylvania. This facility is leased with an option to purchase, for 
a nominal payment, ~on termination of the lease term. All raw materials are readily 
available from a number of sources. The cepacity of Tambellini's plant is adequate for 
present operations. Tambellinl has approximately 100 employees. 

Specialty Foods Products 

Cudahy 1&!eclalty Foods Co. 

The operations of the Cudahy Specialty Foods Co. Division encompass 
primarily the production and marketing of refrigerated canned meats and dry· samage. 
Cudahy Specialty Foods also acts as a national distributor for foreign-sourced natural 
sausap casings. canned meats are distrl>uted under a variety of trademarks including 
"Cudahy" and "Holiday." A full line ot specialty dry sausage products, such as Genoa and 
hard salami, pepperoni and prosciutto ham, is distri>uted. principally under the trademarks 
"Margherita" and "Caruso." 

Canned meats and dry sausage products are distributed through Cudahy 
Specialty Foods' own sales force as well as brokers and independent distributors. 

Canned meats and dry sausage products are sold to manufacturers, 
wholesalers and major chain food stores. 'J'he canned meat operations eneoW1ter 
substantial competition from importers as well as regional and national producers. 
Cudahy Specialty Foods' dry ,sausage products are sold in competition with products 
manufactured by many national and regional companies. 
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Cudahy Specialty Foods' <i'y sausag~ products are manufactured at a modern 
plant in Omaha, Nebruka. Plants located in Independence and West Union, Jowa process 
canned meat products. These procesing tacilitles are owned by Cudahy Company and are 
generally free ot encumbrances. The cuirw business leases office space in Chicago, 
Dllnols. A distribution center in .. Hartford, Connecticut and the division's office 
headCJ.larters in Phoenix, Arizona are also leased. The Company believes that the 
buildlnp in which Cudahy Specialty Foods'. operatiOl!ll are conducted are well-maintained 
and generally suitable for present operations. Processq machinery and equipment, 
subistantially all ot which ls owned, ls wen maintained and suitable tor Cudahy Specialty 
Foods' operations. 

• 
Raw meterials are normally purchased trom major hog and cattle 

slaughterers, located primarily in the Midwest, and are generally available as required. 
Finished products are marketed throichout the year, but significantly increased marketing 
activity is experienced around the major holidays. 

' Cudahy Specialty Foods employs approximately 500 people. About 75'16 are 
hourly paid employees, substantially all ot whom are covered by collective bargaining 
agreements with various unions. The labor contract with the union which represents the 
hourly employees ot CUdahy Specialty Foods' Omaha plant ls a three-year agreement 
which expires in August, 1982. 

Salt and Agricultural Products 
I! 

Mill< Specialties Company 

Mill< Specialties Company's principal business is the processing ot dairy by
products, tats,. vitamins and similar .Items into mill< replacer formulae and ingredient 
combinations sold to the teed and farming irdustries. Mill< replacer Is fed by dairy 
farmers to calves in place ot whole mill<. Processing··procedures involved are 
fractionation, evaporation, drying, wet and dry blending and aiackaging. A key raw 
material required tor basic processing is whey procured in liqliid form trom 40 to 50 
cheese factories in Wisconsin and in dry torm from a limited number ot large cheese 
processors, which sources generally provide an ample supply to meet processing needs. 
Casein is another raw material used in the i>usiness. It is from time to time in short 
supply, in part because it is subject to foreign governmental support or subsidy programs 
relating to dairy production; however, there are altemativ.e protein sources which are be 
utilized. : ' 

The majority ot Mille Specialties' products are designed and formulated to 
provide proper nutrition to very young animals, primarily calves, mink, fox and horses. 
Mill< Specialties' principal product, millc replacer, is sold throughout the United States by 
i'8 own sales personnel and several sales agents. A significant portion of the sales are 
made to teed manutacturers who market the products to livestock producers ~hrough their 
own sales forces under their private labels. The Company believes that Milk Specialties is 
one ot the largest companies In the milk replacer· irDlstry. Due to its use as a milk 
substitute, mill< replacer sales are dependent to a degree upon the level and amount of 
federal price s141port programs for whole mUk. Depending l(>on their nature and scope, 
reductions in these programs might adversely affect Mill< Specialties to an extent which 
cannot be predicted. Mill< Specialties competes in its markets principally on the basis of 
nutrition expertise, product CJ.1ality and service. 
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Milk Speci8lties also manufactures and distributes mink and fox feed 
directly to ranchers under its 9wn "National" trademark. Fish meal and other ingredients 
are formulated and blended into both cereal and pelletized foods suitable for feeding mink 
during their entire life cycle. The Cjompany believes that Milk Specialties is one of the 
largest mink and fox feed manufacturers in the United States. Milk Specialties' mink and 
fox feeds are marketed in the United States, Canada and, to a relatively limited extent, in 
Europe. Milk Specialties is actively negotiating a licensing agreement With a Danish feed 
manufacturer to expand mink and fox feed sales activities into northern Europe. 

Milk Specialties also produces a line of veal feed products, including a 
finisher for milk fed veal. ln addition, Milk Specialties produces a milk based supplement 
in pelletized form for young horses which is marketed throughout the United States and 
abroad to h9rse breeders. 

Milk Specialties' headquarters are located in Dundee, filinois,, With principal 
manufacturing operations in Dundee and Huntley, lllinois, and Boscobel, Browntown and 
New Holstein, Wisconsin. The Company owns the Huntley, Boscobel, Browntown, arid New 
Holstein plants; other than Huntley, all of these plants are free from encumbrances. The 
Dundee headquarters and plant are leased. The Huntley plant, which utilizes new 
technology for the production of milk replacer, was opened in late 1981. Milk Specialties' 
facilities provide adequate productive capacity for its needs. Improvements and 
modifications to the Browntown plant operation and that of its waste treatment plant 
were made in 1981 to meet permit requirements of the Wisconsin Department of Natural 
Resources. Planned expenditures In 1982 at the Boscobel waste treatment plant should 
resolve any state permit requirements at that facility. 

Milk Spec!alties employs approximately 250 people, of whom approximately 
29% are represented by labor organizations. 

American Salt Company 

American Salt Company mines rock salt and produces evaporated or 
granulated salt and solar salt. The headquarters of the Company are located in Kansas 
City, Mi<lsouri, with production facilities located at Lyons, Kansas and on the Great Salt 
Lake, near Grantsville, Utah. The .Lyons facility is fully integrated, consisting of an 
underground rock salt mine and a vacuum pan evaporation plant which produces 
granulated salt. The Grantsville plant, where salt is produced by solar evaporation of salt 
water from the Great Salt Lake, consists of concentrating and crystallizing ponds, a 
washing station and a bulk storage area. Both production locations have refine1y mills for 
sizing, mixing and packaging products and are served by office, laboratory and 
maintenance facilities. 

Major marketing classifications in the Company's salt product line are water 
conditioning, industrial, agri-salt, highway de-icing and food grade salt. The industrial 
salt line consists of products which are formulated and packaged for specific uses, such as 
meat packing, dairy, canning, milling and food processing applications. ln the agri-salt 
line, salts are formulated with various trace elements as an essential part of livestock 
diet. The food grade salt line consists of table salt and food processing salt products. 
Products are distributed on a direct shipment basis from plant locations to customers, and 
are sold using the Company'S own sales force, under the Company'S name and private label 
brands. 

-10-

• 

• 

• 

• 

• 

• 

• 

• 



American Saltis marketing area is generally bounded on the west by the 
Pacific Ocean (excludihg California), on the north by the C&lladian border, and ori the east 
by. the Iniienll.-lllinois border. . This marketing area exterids southward to inclild!! New 
Mexico, the Texas Pailhlindle, Olclahonia ani:I the northern half of Arkansas. The industry 
is higtily competitive, and pricei transportation Casts and reliability Of ·S'el'Vice are 
principal competitive factors. American Salt's m~rket position is enhanced .by the fact 
that it Is a cast efficient producer of all three types of salt - rock, granulated and solar• 

The principal properties of American Salt COrnpany consist of leased office 
space in Kansas City; a salt rnii1e and proce!l,'!ing plant iii Lyons, Kansas where American 
Salt owns the plant and 527 acres end leesesuinineral rights to eri additional 1,927 acres; 
end salt ponds and a processing plant near Grantsville, Utah, whe.!'e American Salt owns 
the plant and approximately 15,00li acres and leases eri additional 5,561 acres. American 
Salt's (>rincipill fuel for granulated sait prodilction and drying solar siilt is natilrlil ·gu 
supplied by interstate and intrastate suppliers. In January 1981, American Salt acquired a 
small local pipeline and related, rights . to natural gas which supplement these sources iii 
Kansas. Residual fuel oil Is used as a stand-by ftiel su~ply in Kansas and propane is med 
as a standb,Y fuel sl(>ply.iri Utah •. 

. Plant locations encl physielil facilities are suitable and miner&l reserves 
considerably more than adeqtiate for American Salt's requirement'.~; 

(\'. 
American Sait empioys approximately 350 people, appl'()ximately 61i% of 

whom are represented by unions. · · 

During 1977, the Kansas Department of Health and Environment iilsued art. 
order directing American Salt to cease polluting state waters at its Lyorui plant. Without 
conceding the Department's water pollution claim, American Salt agreed with the 
Department to undertake certain improvements suggested by engineering studies 
submitted. by it pursuartt to the .Department's order. In January, 19112, Americart Salt 
received written notification that it was iii compliaric;; with the Department's order. 

Further Information as to Busines8. Segments 
(-· 

Business segment information for the three fiscal years ended December 26, 
1981, which appears on pages 36. and 37 of the Company's Annual Repor\:· for 1981, Is 
incorporated b,Y reference in this Armual Report on Form 10-K. 

ITEM 2. PROPERTIES 

Principal operating facilities owned or leased by the Company are described 
in Item 1 of this Annual Report on Form 10-K, The Company alSO owns or leases 
administrative facilities, including executive offices and a corporate computer center. 
No material adver&'e effect is foreseen as a result of the expiration of leases of the 
Company's facilities. o 
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" ITEM 3. LEGAL PROCEEDINGfb 

In June 1980, a shareholder derivative action was commenced in the 
Supreme Court of the State of New York, County of New York, entitled Edith Citron v. 
Harris J.. Ashton, Edwarcl,, H. Hoornstra, c. Whitcomb Alden, Jr., William F. Downey, 
Weston E. Hamilton, Charles B. Johnson, Joseph P. Binns, Christopher A. Forster, Phillip 
E.. Harley and General Host Corp. (Index No. 11976/80). The action seeks to recover 
damages illlegedly suffered by General Host as a result of its Board of Directors' 
authorization of transactions consummated on June 10, 1980, in which Generill Host 
repurchased 267 ,850 shares (not restated for the two-for-one stock split referred to 
above) of its common stock from. associates of Clabir Corporation for $25 per share and 
paid $2.50 per share to Clabir for an optioil to purchase another 466,450 shares (not 
restated) at $22.50 per share. The complaint alleges that the damages suffered by 
Generill Host by virtue of the transactions are at least $5,140,000, the aggregate amount 
by which the price on the open market of the common stock on June 10, 1980, is exceeded 
by (i) the price paid to repurchase common stock from Clabir's assoeiates, (ii) the price of 
the option acquired from Clabir to repurchase additionill shares of common stock and (iii) 
the price which would be paid to repurchase those shares upon exercise of that option. On 
November 10, 1980, General Host, after having exercised its option, did in fact purchase 
the 466,450 shares (not restated) of its common stock _froni Clil.bir. 

A shareholder derivative action, entitled Coloniill Securities Corporation v. 
Clabir Cerboration, et ill. was commenced in the Superior Court of the State of 

• 

Connecticut, Judiciill District of Fairfield (at Bridgeport), in June 1980, naming as •. 
defendants (in addition to Clabir Corporation) Harris J. Ashton, Edward H. Hoornstra, c. 
Whitcomb Alden, Jr., Joseph P. Binns, William F. Downey, Weston E. Hamilton, Philip B. 
Harley, Charles B. J()hnson, Generill Host and eight associates Qf Clabir. The complaint in 
this action seeks, on behalf of General Host, to recover unspecified damageil from the 
defendants other than Generill Host illlegedly caUsed by the above-described transactions 
between General Host liliCI Clabir and its associates. • 

A shareholder derivative. action entitled Joseph Gottlieb V• Harris J. 
Ashton, c. Whitcomb Alden, Jr., William F. Downey, Christopher A. Forster, Weston A._ 
Hamilton, Philip B. Harley, Charles B. J<>hnson, Timothy D• Day, Louis A. Guzzetti, Jr., 
Clabir Corporation and General Host Corporation (Civil Action File No. B-80-306) was 
filed in the United States District Colll't for the District of Connecticut during June 1980. • 
This action seeks an accounting from Clabir and the directors of General Host named as 
defendants for damages illlegedly sustained by Generill Host and profits illlegedly realized 
by the directors and Clabir as a result of the above-described transactions between 
Generill·HClllt and Clabir and its associates. The plaintiff lllso seeks an accounting for the 
profits illlegedly realized by Clabir in violation of Section 16(b) of the Securities Exchange 
Act of 1934 as a result of its having plll'ch&Sed common stock within the six months e 
preceding its grant to Generill Host of an option to repurchase common stock. In addition, 
an accounting is sought from the officers and directors of Generill Host named as 
defendants for damages illlegedly sustained by Generill Host as a result of the surrender 
by Messrs. Ashton, Guzzetti and Day of options to purehase common stock and payment 
by Generill Host to them of the difference between the option price and the market price 
on the date of surrender. e 

On April 6, 1977, American Sillt Company ("American Sil.It"), a division of 
Cudahy Company, was ordered by the Secretary of the Department of Heillth and 
Environment of the State of Kansas to cease polluting State waters by discharging high 
minerill content water from its plant in Lyons, Kansas. Plll'suant to the order, American 
Sillt hired an engineering consultant to (a) investigate and study its brine wells and brine e 
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transport system, Potential sources of groundwater pollution and contaminath~ storm 
water run-off and internal plant processes, and (b) prepare a report to the Division of 
Environment of the Department of Health and Environment (i) recommending any changes 
which may be necessary to prevent or contain unlawful spills or discharges and (ii) 
proposing an acceptable timetable for any work determined to be necessary. The report 
summarizing the consultant's findings and recommendations was submitted to the 
Department of Health and Environment on A~ust 30, 1978, and American Salt undertook 
certain improvements recommended in the report. Following further studies pursuant to a 
directive from the Department in January 1979, and subsequent discussions with 
Department personnel, American Salt undertook additional improvements. In January, 
1982, American Salt received written notification that it was in compliance with the 1977 
order of the Department. 

On May 31, 1977, an action entitled Cecil w. Miller, et al v. Cudahy 
Company and General Host Corporation was filed in the United States District Court for 
the District of Kansas. The complaint alleges that, thro~h negligent design and 
maintenance of certain salt . water injection wells ·at its Lyons, Kansas plant, .American 
Salt Company has polluted the groundw~ter underlying plaintiffs' property, which is near 
the Lyons plant. Jn addition, certain of tile plaintiffs have alleged that American Slllt has 
allowed salt-laden water to pollute the surface of their land. Plaintiffs seek 
compensatory damages of at least $2,441,250, punitive damages in an amo1D1t equal to 
three times compensatory damages and all injunction against further pollution. 

In January 1980, the Wisconsin Department of Natural Resources (the 
"DNR") issued a public notice that it intended to deny the request of Milk Specialties 
Company ("Milk Specialties"), .a division of Cudahy Company, for reissuance of a permit 
for discharge of effluents by Milk Specialties' Boscobel, Wisconsin plant, the term of 
which expired in September 1979. The DNR alleged that, though the Boscobel plant 
presently may be in compliance with permit requirements, there were earlier violations of 
the Boscobel permit. Violations of the permit for Milk Specialties' Browntown, Wisconsin 
plant, despite construction in 1978 of waste treatment facility improvements intended to 
'!leet the Browntown plant's permit requirenents, were also alleged by the DNR to be a 
factor requiring denial of the Boscobel permit. According to the DNR, these alleged 
violations require payment of civil penalti.es by Milk Specialties before the Boscobel 
permit can be reissued. Milk Specialties has"'been advised by counsel that reissuance of 
the Boscobel permit should not depend on payment of civil penalties for past violations. 
In March 1980, Milk Specialties, in I! [Q!'.!ll.81" response to the DNR's notice, requested a 
public hearing regarding the Boscollei permit. The DNR then referred the alleged 
violations of both permits to the Wisconsin Department of Justice for enforcement 
proceedings to collect civil penalties and to require further construction of waste 
treatment facilities at the Browntown plant. 

Since the issuance of the DNR's public notice, Milk Specialties and the DNR 
have reached a tentative agreement in principle with respect to the Boscobel plallt under 
which Milk Specialties woUld pay a penalty of $27,500, and install a clarifier and achieve 
permit limits at the Boscobel plant by July, 1982. Milk Specialties is entitled to continue 
to operate the Boscobel plant under its expired permit. Milk Specialties and the DNR 
have also reached to a tentative agreement in principle with respect to the. Browntown 
plant under which Milk Specialties hlls made certain operational changes which will allow 
it to meet the present permit and would pay a penalty of $33,750. The permit for the 
Browntown plant is effective until December 1983. Pending formal settlement of these 
matters, enforcement proceedings have not been commenced. 
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Between Atg11st and December 1981, unfair labor practice charges under the 

National Labor Relations Act (the "Act11) were filed against the Company and its 
subsidiary, CUdahy Company, in Regional Offices of the National Labor Relations Board 
(the "NLRB") in Seattle, Denver, New Orleans and Les Angeles by the United Food and • 
Commercial Workers International Union (the "UFCW") and locals of the UFCW, the 
International Union of Operating Engineers and the International Brotherhood of 
Teamsters. All of these charges essentially allege that the closing, on August 28, 1981, 
of the processing plants and distribution centers previo111ly used by Cudahy in fresh and 
processed mee.t operations and the subsequent sale to Bar-S Foods Co., a newly organized 
corporation owned by former managers of the Company and Cudahy, of certain of the e 
plants and distribution centers were part of a scheme to avoid union contract obligations 
in violation of the Act. All of the NLRB Regional Offices, other than the Los Angeles 
Regional Office (in which a charge of a Teamster's local was filed), have ruled that the 
sale of Cudahy assets was a bona fide transaction which did not violate the Act. Appeals 
of the Regionill Office ruli~ have been made by each of the filing unions to the General 
Counsel of the NLRB, before which they presently are pending. The unfair labor practice e 
charge filed i1~ the Los Angeles Regional Office has been referred to the Division of 
Advice of the l~LRB, where it presently remains to be determined along with the charges 
which are on aj)peal. Allegations similar to those made to the NLRB also are the sooject 
of two grievan<.\e proceedings filed, in July 1981, by locals of the UFCW, in Seattle and 
Denver, both o( which presently are awaiting arbitration. In addition, a civil action was 
commenced by former employees of Cudahy in the District Court for the City andJ::ounty e 
of Denver, State of Colorado, in November 1981, and soosequently removed to the United 
States District Court for the District of Colorado. The complaint in this action alleges 
that the sale of a Cudahy plant in Denver to Bar-S constituted a conspiracy among the 
Company, Cudahy and Bar-S to deprive the plaintiffs of their rights under a labor 
agreement between Cudahy and the UFCW. The plaintiffs seek compensatory damages on 
behalf of 11 class which consists of all employees of the Denver plant covered by the labor e 
agreement as well as exemplary damages of $1,000,000. 

ITEM 4. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL 
OWNERS AND MANAGEMENT 

"Information Conceming General Host Securities," which appears on pages 2 
through 4 of the Company's 1982 Proxy Statement. 

~ 
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PART II 

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON STOCK AND RELATED 
SECURITY HOLDER MATTERS 

The New York Stock Exchange is the principal market on Which the Company's 
Common Stock is traded. 'The high and low sales prices per share of Common Stock as 
traded on the New York Stock Exchange and cash dividends paid per share of Common 
Stock during each CJJarter of the last two fiscal years appear in the Quarterly 
Information on pages 38 and 39 of the Company's Annual Report for 1981 and are 
incorporated by reference in this Annual Report on Form 10-K. 

A description of provisions in the Company's loan agreements which may limit 
the payment of dividends is incorporated in this Annual Report on Form 10-K by 
reference to Note 11 to the financial statements, which appears on pages 31 to 33 of 
the Company's Annual Report for 1981. 

At March 8, 1982, there were approximately 4,400 holders of record of the 
Company's Common Stock. 

ITEM 6. SELECTED FINANCIAL DATA 

Five-Year Financial Data, which appear on page 40 of the Company's Annual 
Report for 1!!81, and Inflation Disclosures, appearing on pages 41 to 43 of the 
Company's Annual Report for 1981, are incorporated by reference in this Annual 
Report on Form 10-K. 

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 
RESULTS OF OPERATIONS 

Management's Discussion and Analysis of Financial Condition and Results of · 
Operations, appearing on pagas 22 and 23 of the Company's Annual Report· for 1981, 
and Inflation Disclosures, appearing on pages 41 to 43 of the Compe.ny's Annual Report 
for 1981, are incorporated by refol.'ence in this Annual Report on Form 10-K. 

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMEN1'ARY DATA 

Financial Statements 

'fhe Company's consolidated financial statem~ts, together with the report 
thereon of Price Waterhouse dated February 15, 1982, f'1ppearing on pages 24 to 37 of 
the Company's Annual Report for 1981, are incorporate~ by reference in this Annual 
Report on Form 10-K. 'The Financial Statement Schedule~\required under Regulation 
S-X are included in Part IV, Item 11. ··~~;1 

I' 
The financial statements of Hickory Farms of Ohio) Inc., a consolidated 

subsidiary of the Company, for the fiscal year ended December 27, 1980, were 
examined by other independent accountants whose report thereon is included on page 
26 of this Annual Report on Form 10-K. 

Supplementary Data 

The Quarterly Information, appearing on pages 38 and 39 of the Company's 
Annual Report for 1981, is also incorporated by reference in this Annual Report on 
Form 10-K. 

-15-



• 
PARTm 

ITEM 9. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT • 
(a) Directors 

lnfCll'mation on Nominee and Incumbent Directors, which appears on 
pqes 4 and S of the Company's 19U Proxy Statement, is 
incorporated by refe."ence in this Annual Rep0rt on Form 10-K. • 

(b) Executive Officers 

NAME 
.... J 

Harris J. Ashton 

Edward H. Hoomstra 

Louis A. Guzaetti, Jr. 

Dcqw w. Leuder 

Anthony D. Battaglia 

William H. Bertin 

George K. Gill 

Richard Gould 

James c. Hull 

Mm 
49 

60 

43 

44 

37 

39 

42 

41 

44 

POSmON AND OFFICE WITH 
THE COMPANY 

Chairman of the Beard of Directors, 
President and Chief Executive 
Officer 

Vice Chairman of the Beard of 
Directors and President, 
Specialty Retaillrw Gro~ 

Executive Vice President and 
Secretary 

Vice President of the Company and 
President, Food Products Group 

Vice President - PJannnlng 

Vice President and General Counsel 

Treasurer 

Vice President - Human. Resources 

Vice President and Controller 

'. 
Mr. Ashton wa elected Cbairm*'1 ot. the Board of Directors in June 1970. 

Previously, he had been President of General Hast since Decemller 1967, and a Director 
since May 1965. He has heen Chief Executive Officer of the Company since October 
1969, and has been both Cliillrlnan and President since Aigust 1974. Mr. Ashton is a 
clrector of The Royal Bank and Trust Company and two mutual f\lnds, Franklin Custodian 
Funds, Inc. and Franklin Tax Free Income Fund, Inc. 
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Mr. Hoornstra succeeded Mr. Ashton as President of the Company In June 
1970, and served in that . position as Chief Operating Officer of the Company until he 
became Vice Chairman of the Board of Directors of the Company in August 1974. He was 
ap(>ointed President, Specialty RetaWng Group in April 1977. Mr. Hoornstra had been 
Vice President-Operations of General Host since October 1969, prior to which he had been 
President of the Li'l General Stores Division of General Host. 

Mr. Guzzettl has been employed by the Company since January 1973, 
!nitlally as Corporate Counsel 81\d Assistant Secretary; becoming General Counsel in June 
1973; Vice President in July 1974; Secretary in February 1978; Vice President
Ac:lminlstratlon in April 1977; and Executive Vice President in December 1979. 

Mr. Lsuder, prior to his appointment as Vice President of the Company and 
President, Food Products Group, In June 1980, held the position of Vice President, 
Marketil~ of the Singer Corporation. He was previoU9ly employed by Standard Brands as 
President of their subsidiary, Lowney's Limited, sine!! 1973, and in 1976 assumed the 
position of President, Standard Brand's Planters Diviskii1~ 

Mr. Battaglia has been employed by the Company since June 1976, initially 
as Director, ~gets &: Analysis; becoming Director, Operations Analysis in April 1977; 
Director, Planni!W & Analysis in August 1977; and Vice President-Planning in December 
1979. 

Mr. Bertin was initially employed by the Company in October 1973, as 
Corporate Counsel; he became Senior Attorney In June 1977; Assistant General Counsel in 
January 1978; and Vice President and General Counsel in December 1979. 

Mr. Gill joined the Company in March 1980, as Assistant Treasurer, and 
subsequently became Treasirer in October 1980, Prior to joining the Company, he had 
been employed by Chase Manhattan Bank since 1968, first as an Assistant Treuilrer; 
subsequently, as Second Vice President; and then as Vice President. 

Mr. Gould, prior to hill appointment as Vice President-Human Resources of 
the Company in April 19791 had been employed by American Express Company since 1972, 
first as Director, Organization and Manpower Planning; subsequently as Vice President, 
Organization and Manpower Planning; and then as Vice President, Personnel, Card 
Division. 

Mr. Hull was initially employed by the Company In September 1975 as 
Controller and was appointed Vice Pi•esident in December 1978. • 

ITEM 10. MANAGEMENT REMUNERATION AND TRANSACTIONS 

Remuneration and Other Transactions With Management and Others, which 
awears on pages 6 throl.Ch 15 of the Company's 1982 Proxy Statement, is ineorporated by 
reference in this Annual Report on Form 10-K. 

-17-



"~ .... ---~~-: p ,.,~ ,.-.,~--~ .-· ...,,---·- --

'<!'~ 

. As or Mardi 25, 1982, there were options outstandi!W and exercisable for . 
288,000 ahll'el under the Company's 19? 4 and 1981 Stock Option Award Plans, as follows: 

Number or 
Steres Under 

Option 

32,000 
15,000 
14,000 

4,000 
10,000 

193,000 
268,000 

Purehase Price 
Per Share 

$ 4.59 
$ 5.28 
$ ?.38 
$ 8.88 
$ 9.00 
$ 11.22 

Expiration 
Date 

December '1, 198? 
December 13, 1988 
April 15, 1990 
June 1, 1990 
JIUle 8, 1990 
June 30, 1982 

As of Mar.eh .25, 1982, 38 employees held options. 

' 
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ITEM 11. 

PART IV 

EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON 
FORM 8-K 

(a) Documents filed as part of this report 

1. Financial Statements 

The consolidated financial statements, together with the report thereon of 
Price Waterhouse dated February 15, 1982, appearing on pages 24 to 37 of the 
Companyts Annual Report for 1981, are incorporated by reference in this Annual r,c 
Report on Form 10.-K. D . 

2. Financial Statement SchedUles 

The following financial statement schedules shoUld be read in eonjunction 
with the consolidated financial statements included in the Company's Annual 
Report for 1981. Schedules not included h&ve been omitted becauae they are not 
applic11,ble or the requirel:I information is shown in the financial statements or notes 
thereto. 

Schedules: 

D 

v 

VI 

vn 
vm 

x 

Amounts receivable from related parties, underwriters, 
promoters and employees other than related parties 

Property, plant and equipment 

Accumulated depreciation and amortization of 
property, plant and equipment 

Guarantees of securities of other issuers 

Valuation and qualifying accounts 

Supplementary incol'1e statement infOl'mation 

Page 
~ 

27 

28 

28 

31 

32 

35 

The individual financial statements of the Company have been omitted inasmuch 
as the Company is primarily an operating company and all slllsidiaries included in the 
consolidated financial statements are wholly-owned and are not indebted to any 
persons, other than the Company or its consolidated subsidiaries, in amOl.llts which in 
the aggregate exceed 5% of total consolidated assets at December 26, 1981, 

The financial statements of Hickory Farms of Ohio, Inc., a consolidated 
subsidiary of the Company, for the fiscal year ended December 27, 1980 were 
examined by other independent accountants whose report thereon is included on page 
26 of this Annual Report on Form 10-K. 

Financial statements of 50% or less owned persons have been omitted since in 
the sggregate they woUld not constitute a significant subsidiary. 
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3. Exhibits 

(3) Articles of Incorporation and By-Laws 

(a) Restated Certificate of Incorporation of the Company, filed e 
November 13, 1968, lncorPo~ted by reference to the Company's 
Form S-1 Registration Statement,,No. 2-37709, filed June 19, 1970, 
Exhibit 3.1. 

(b) Certificat~ of Amendment, filed January 24, 1969, of the Company's ; 
Restatedaeertificate of Ineor()Oration. Ineor()Orated by reference to e 
the Company's Form S-1 Registration Statement No. 2-37709, filed 
June 19, 1970, Exhibit 3.2. 

(c) Certificate of Amendment, filed October 30, 1969, of the Company's 
Restated Certificate of Incorporation. Incorporated by reference to 
the Company's Form S-1 Registration Statement No. 2-377090 filed e 
June 19, 19709 Exhibit 3.3. 

(d) Certificate of Change, filed June lli, 1977, of the Company'a 
Restated Certificate of Incorporation. Incorporated by reference to 
the Company's Amual Report on Form 10-K, for its fiscal year ended 
December 27, 1980, Exhibit 3(d). e 

(e) Composite Certificate of Incorporation of the Company, As 
Amflnded. Incorporated by reference to the Company's Annual 
Report on Ferm 10-K, for its fiscal year ended December 27, 1980, 
Exhibit 3(e). 

(f) By-Laws of the Company, as amended u of December 18, 1975. 
Incorporated by reference to the Company's Form S-18 Registration 
Statement No. 2-56148, filed April 26, 19761 Exhibit 1.4. 

(-0 lmtruments Definir.r the Rigflts of Security Holders, Including Indentures 

(a) JIWlenture, dated as of May 15, 1980, between the Company and The 
First Je~ey National Bank, Trustee, covering 12-3/4% Convertible 
Subordinated Debentures due June 15, 1999. Incorporated by 
referenee to the Company's Quarterly Report on Form 10-Q f.or its 
fiscal QUlll'ter ended June 14, 1980, Exhibit VL ,(" 

(b) Credit Agreement, dated as of September 27,. 1979, between the 
Company and The Chase Manhattan Bank, N.A., as Agent. 
Incorporated by reference to the Company's Qua~terly Report,. on 
Form 10-Q for its fiscal QJarter ended October 6, 1979, Exhibit V. 

(c) First Amendment Agreement, dated as of October 6, 1980, of Credit 
Agreement, dated as of September 27, 19.79, between the Company 
and The Chase Manhattan Bank, N.A., as Agent. Incorporated by 
reference to the Company's Annual Repurt on Form. 10-K, for its 
fiscal year ended December 27, 1980, Exhibit 4(e). 
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(d) Second Amendment AgN:-ement, dated as of December 26, 1980, of 
Credit Agreement, dated as of September 271 1979, between the 
Company and The Chase Manhattan Bank, N.A., as A~nt. 
Incorpor.ated by reference to the Company's Annual Report on Form 
10-K, for its fiscal year ended Deeember 27, 1980, Exhibit 4(f). 

(e) First Amendment Agreement, dated as of December 26, 1980, of 
Term Loan Agreement, dated as of September 23, 1980, between the 
Company and Manufacturers Hanover Trust Company. Incorporated 
by referencl! to the Company's Quarterly Report on Form 10-Q for its 
fiscal quarter ended March 21, 1981, Exhibit 4(b). · 

(f) Amendment, dated February 25, 1981, effective December 26, 19801 
to Loan Agreement, dated June 29, 1979, between the Company and 
uiµon Bank. Incorporated by reference to the Company's Quarterly 
Report on Form 10-Q for its fiscal <11arter ended March 21, 1981, 
Exhibit 4(c). 

(g) Amendment, dated February 25, 1981, effective December 26, 1980, 
of Credit Agreement, dated September 27, 1977, betwaen the 
Comi;>!!ny and First National Bank of Toledo. Incorporated by 
reference to the Company's Quarterly Report on Form 10-Q for its 
fiscal quarter ended March 21, 1981, Exhibit 4(d), 

(h) Credit Agreement, dated September 13, 1981, between Registrant 
and Credit Suisse. Incorporated by reference to the Company's 
Quarterly Report on Form 10-Q for its fiscal quarter ended October 
3, 1981, Exhibit 4(a). 

(i) Credit Agreement, dated as of October 16, 1981, between General 
Host Corporation and RBC Finance :S. V. 

(10) Material Contracts 

(a) Employment Agreement, dated as of February 221 1979, between the 
Company and Harris J. Ashton. Incorporated by reference to the 
Company's AMual Report on Form 10-K far its fiscal year ended 
December 30, 1978, Exhibit (2) (xiii). 

(b) Agreement, dated as of May 8., 1979, between the Company and 
Harris J. Ashton. Incorporated by reference to the Company's Annual 
Report on Form 10-K for its fiscal year ended December 271 1980, 
Exhibit 1 O(b). 

(c) Employment Agreement, dated as of August 15, 1977, between the 
Company and Edward H. Hoornstra, as amended February 7, 1978. 
Incorporated by reference to the Company's Post-Effective 
Amendment No. 4, filed May 8, 1978, to Form S-1 Registratio~ 
Statement No. 2-526541 Exhibit 13.4. 

(d) Employmel)t Agreement, dated as of May 1, 1979, between and 
Company and Louis A. Guzzetti, Jr. Incorporated by reference to the 
Company's Amual Report on Form 10-K for its fiscal year ended 
December 29, 1979, Exhibit (2) (ix). 
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(e) 

(f) 

Agreement, dated &s of May 8, 1979, between the Company and Louis 
A. Guzzetti, Jr. Incorporated by reference to the Co.iitpany's Annual 
Report on Form 10-K for its fiscal year ended Deceiilber 27, 1980, 
Exhibit 1 O(e). 

Agreement, dated January 3, 1980, between the Company and Del
Tem Corporation, a company wholly-owned by F.dward ff. Hoornstra. 
Incorporated by reference to the Company's Annual Report on Form 
10-K for its fiscal year ended December 27, 1980,Exhibit lO(h), 

(g) Agreement, dated as of December 3, 1980, between the Company and 
Donald P. ~rens. Incorporated by reference to the Company's 
Annual Repol:'f. on Forri\ 10-K for its fiscal year ended December 27, 
1980, Exhibit 1 O(p). 

(h) 1982 Executive Compensation Program. 
0 

(i) 1981 Stock Option Award Plan. Incorporated by reference to the 
Company's Proxy Statement for Annual Meeting of Shareholders held 
on April 22, 1981, Exhibit A. · 

(j) Insured Medical Expense Reimbursement Plan pursuant to which 
certain officers and their dependents receive additional coverage of 
up to $10,000 per year for medical expenses not covered by the 
Company's groop health insurance. Incorporated by reference to the 
Company's Annual Report on Form 10-K for its fiscal year ended 
December 27, 1$80, Exhibit lO(v). ' 

(11) Computation of Fully Diluted Earnings Per Share. 

• 

• 

• 

• 

• 

• 
(13) The Company's Annual Report for 1981 (such Report, except for those 

portions which are expressly incorporated by reference herein, is no~ to be 
deemed filed as part hereof), e 

(b) 

(22) Subsidiaries 

(With the exception of the Company's Annual Report for 1981, none of the 
documents referred to in the foregoing list of Exhibits is being furnished with this 
AnnuaI Report on Form 10-K; however, documents referred to in the list of 
Exhibits will be furnished upon receipt by the Secretary of the Company, at the 
C~mpany's principal executive offices referred to on the cover of this Form 10-K, 
of written requests therefor accompanied by a fee covering the Company's 
reasonable expenses of $3.00 for handling and postage, piw; $.10 per page for 
'photocopying.) · 

Reports on Form 8-K 

No reports on Form 8-K were filed by the Company during the fourth 
quarter of its fiscal year ended December 26, 1981. 
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" ' IUGNATURES 
" ' 
'J ' 

. Pursllant to the requirements o.1r Section 13 or 15(d) of the Securities Exchange Act 
of 1934, the Registrant has dUly cai~sed this Report. to be signed on its behalf by the 
undersigned, therellnto duly atithori~~· . 

Date: Mareh 26, 1982 

" !• 

I GENERAL HOST CORPORATION 
" 
fr ,, 
I " 

By HARRIS J. ASHTON* 
Harris J. Ashton 

Chairman of the Board of Director$, 
President and chief Executive Officer 

Plrsiiartt to the requirements of the Securities Exchange Act of 1934, this Report has 
been signed below by the following perSo1is on behalf of the Registrant and in the 
capacities·llnd on the dates indicated. 

Date: March 26, 1982 

,;: 

Date: March 26, 1982 

Date: March 26, 1982 

Date: March 26, 1982 

Date: March 26, 1982 

\\ 

Date: March 26, 1982 

By HARRIS J. ASHTON* 
Harris J. Ashton 

Chairman of the. Board ot Directors, 
President and Chief Exe<iutive Officer 

(Principal Executive Officer) 

By EDWARD H. HOORN.STRA* 
Edward H. Hoomstra 

Vice of the Board of Directors 

Louis • e , Jr. 
Executive Vice Presi · . and Secretary 

(Principal Financial Officer) · 

By ~ • --e.7&«:: 
~ James c. Hull 

Vice Pre1111lent and Controller 
(PrincipafAccollnting Officer) 

By ---'C:;..;•:-;W;:;HI;;;;:,;T;.;;C;,.:O:.::M:;;B;,..A;=::;L;;D;:;E;;..;Ni.,t JF"R.=-*-
C. Whitcomb Alden, Jr. 

Director 

By WILLIAM F. DOWNEY* ---"""""""='""""--=""'=;;;-;.;.--=----Willi am F. Downey 
Director 
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Date: March ~6, 19112 

Date: March 26, 1982 

C; 

Date: Marcli 26, 1982 

Date: March 26, 1982 

Date: March 2&119112 

Date: March 26, 1982 

;, 

" By _ _.::C:.::H:.::RIS:;;:..:T~O:::.P.:.:.H:;:E:::.:R:...:A;:.•....;;F:::O:::R:;:S"-T=E::R_* _ 
Chl'i!!topher A. Forster 

Director 

By ___ ~W~ES::;;::T~O~N~E~·~H~A~M=I~L~T~O~N~*----
Westort E. Hamilton 

Director 

By ___ ~P~ID~L~IP~·~B~·~H~A~RL~E~Y~*------
PhiliP B. Harley 

11 Director 

~y ___ ........:R:::l-!::C;:;H:::.:A:.::R:::;D:...W::,.·:..H~AS;.::,K=E;:;L::.*----
Richard W. Haskel 

Director 

By ____ c::.u=' A~·~R=LES~~~·~s~·~J~O;:.H:::.:N=S~O:::.:N~·-----
Charles B" JOhnson . 

~~·'·· Direcior - · 
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CONSENTS OF INDEPENDENT ACCOUNTANTS 

We hereby cpnsent to the application of our report dated Febn.tary 15, 1982, which 
apPears on page 37 of the General Host Corporation Annual Report for 1981, to the 
Financial Statement Schedules listed in the foregoing index when these selledules are read 
in eonjunction with the financial statements in such Annual Report for 1981; o\Jr report 
and the financiaI statements have been incorporated by reference in this Annual Report 
on Form 10-K. The examinations referred to in our report included an examination of the 
Financial Statement Sehedules. 

986 Bedford Stre.et 
Stamford, Connecticut 06905 
February 15, 1982 

<lAM}_~ 
Price Waterhouse 

We also cons~nt to the incorporatil>n by reference in the Prospect\JS constituting part of 
Registration Statement No. 2-71908 on Form S-8 of General Host Corporation of our 
report referred to in the precedi~ consent. 

986 Bedford Street 
Stamford, Connecticut 06905 
March 26, 1982 

-25-
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The Boe.rd of Directors 
General Host Corporation 
Stamford, Connecticut 

We have examined the consolidated balance sheet of Hickory Farms of 
Ohio, Inc. (a subsidiary of General lJost Corporation) and subsidiaries as of 
December 27, 1980, and the related statements of earnings and retained 
earnings and changes in financial position (none of which are presented 
separately herein) for the year then ended. Our examination was made in 
accordance with generally accepted auditing standards and, accordingly, 
included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances. 

In our opinion, the consolidated financial statements referred to above 
present fairly the financia'i position of Hickory Farms of Ohio, Jnc. and 
subsidiaries at December 27, 1980, and the results of their operations and the 
changes in their financial position for the year then ended, ill conformity with 
generally accepted accounting principles applied on a basis consistent with 
that of the preceding year. 

One Landmark Square 
Stamford, Connecticut 06901 
February 11, 1981 

~i.u,I~ 4 ..- 4. 
Touche Ross & Co. 

We hereby consent to the incorporation by reference in the Prospectus 
constituting part of Registration Statement,~~o. Z-71908 on Form S"'8 of 
General Host Corporation of our report datoo February 11, 1981 appearing 
herein. 

One Landmark Square 
Stamford, Connecticut 06901 
March 26, 1982 
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GENERAL HOST CORPORATION 
AMOUNTS RECEIVABLE FROM RELATED PARTIES, 

UNDERWRITERS, PROMOTERS, 
AND EMPLOYEES OTHER THAN RELATED PARTIES 
THREE FISCAL YEARS ENDED DECEMBER 26, 1981 

(In thousands) 

Interest Year of Beginning Amounts 
Rate Maturity of Year Additions Collected 

Year ended December 26, 1981: 

Notes receivable from eml!lo~ees (I) 
496/696 Harris J. Ashton 1982/8.5 $784 

Louis A. Guzzetti, Jr. 496/696 1982/811/8.5 272 $ (.5) 
Edward H. Hoornstra 1196/696 1982/8.5 210 
Steven H. Pokress 496/.596/696 198 l /811/8.5/86 108 $ 4 
Richard G. Webb 496/696 1982 10.5 

\\ 

Year ended December 27, 1980: 

Notes receivable from eml!lo~ees (I) 
Harris J. Ashton 496/696 1982/8.5 637 147 
Louis A. Guzzetti, Jr. 496/696 1982/84/8.5 203 74 (.5) 

• Edward H. Hoornstra 496/696 1982/8.5 136 74 
Steven H. Pokress 496/ .596/696 1981/84/8.5 .53 .5.5 
Richard G. Webb 1196/696 1982 10.5 

Year ended December 29, 1979: 

Notes receivable from eml!lo~ees (l) 
Harris J. Ashton 496/696 1982/811 4.53 184 
Louis A. Guzzetti, Jr. 4'!6/696 1982/83/84 203 
Edward H. Hoornstra 4'!6 1982 143 (7) 

Schedule II 

End of Year 

$ 7811 
267 (2) 
210 
112 
10.5 

7811 
272 (2)-
210 
108 
10.5 

637' 
2.03 (2) 
136 

(1) Includes notes receivable arising from exercise of stock options, including loans to pay taxes on 
exercises of stock options, and notes receivable to purchase the Company's Common Stock. 

(2) Includes $.5 classified as a current note receivable. 
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Classification 

Land 
Buildings 
Machinery and equipment 
Vehicles 
Leasehold improvements 
Construction in progress 

Classification 

Buildings 
Machinery and equipment 
Vehicles 
Leasehold improvements 

GENERAL HOST CORPORATION 
FISCAL YEAR ENDED DECEMBER 26, 1981 

(In thousands) · 

PROPERTY, PLANT AND EQUIPMENT (l) 

Transfers 
Balance, Sales or Between 
Beginning Additions Retire- Classifi-
of Year at Cost men ts cations 

$ 8,837 $ 430 $ a8 $ 104 
4.5,121 1,960 682 2,.336 
.58,814 6,784 1,748 .3, .362 
~.208 1,179 3,77.5 (2) 

16,9.56 3,67.3 682 1,.3.50 
6180 2 1.50 (7 1 1.50) 

~1.39:116 ~16:176 ~ 6197.5 s -°'" 

Schedule V 

$ 

Other 
Changes 
Additions 

(Deductions) 

(42) 
.57.5 

19 
.32.5 

.5 s 882 (2) 

Balance, 
Endof 
_y~ 

$ 9,283 
48,693 
67 ,787 

629 
21,622 

l · 18.5 
$149:19§ 

ACCUMULATED DEPRECIATION AN[) AMORTIZATION OF 
PROPERTY, PLANT AND EQUIPMENT Schedule VI 

Additions 
Balance, Charged 
Beginning to Costs and 
of Year ExDenses 

$10,321 $ 2,012 
18,86.5 .5,860 

1,263 683 
4 07.5 

S.34!324 
2 21.5 

$10!110 

Sales or 
Retirements 

$ 626 
1,297 
1,.570 

224 
~31 1I7 

Other 
C~es 
Aitfons 

(Deductions) 

$ 

s 

.30 "' 
403 
(.39) 
184 
.578 (2) 

Balance, 
End of 
Year 

(I) The estimated useful lives used in compl.lting depreciation and amortization of plant and equipment, 
including capital leases, are: buildings, l°'".50 years; machinery and equipment, 3-20 years; vehicles, .3-8 
years; or, if appropriate, for certain capital leases, the terms of the leases. 

(2) Other changes in property, plant and equipment and in accumulated depreciation and amortization of 
property, plant and equipment represent the reclassification of property, plant and equipment previously 
classified in net non-current assets of operations discontinued in 1980. 
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GENERAL HOST CORPORATION 
FISCAL YEAR ENDED DECEMBER 271 l980 

(In thousands) 

PROPERTY, PLANT AND EQUIPMENT (1) Schedule V 

Other 
Changes 
Additions 

(Deductions) Classification 

Balance, 
Beginning 
of Year 

Land $ 8,3.51 
Buildqs 46, ii 2 
Machinery and equipment .51,847 
Vehicles 7 ,7..50 
Leasehold improvements 6,346 
Construction in progress 3 969 

}124!313 

Additions at Cost 
Regular Other (2) 

$ 2,278 $ 827 
2,772 3, 166 
8,833 8,988 
1,99.5 297 
l,9.56 8,6.59 

11 678 
$29!312 " ~~ 

Transfers 
Sales or Between 
Retire- Classifi
ments cations 

$ 99.5 $ 
1,077 
2,42.5 
1,212 

234 

$.5,943 

.549 $ (2, 173) 
3,906 (9,7.58) 
3,360 (11,789) 

. 33 (.5,6.5.5) 
70.5 (476) 

(8,.5.53) (914) 
-0- s (30, 763) (3) 

ACCUMULATED DEPRECIATION AND AMORTIZATION OF 

Balance, 
End of. 
Year 

$ 8,837 
4.5,l21 
.58,814 
3,208, 

16,9.56 
6 180 

}139:116 

PROPERTY, PLANT AND EQUIPMENT Schedule VI 
f 

Additions Other 
Balance, Charged Chana es Balance, 
Beginning to Cost5 and Sales or Additions Endof 

Classification of Year E!Pl!llseS Retirements (Deductions) Year 

Buildqs $12,i'J84 $ 2,262 $ 747 $ (3,678) $10,321 
Machinery ai1d equipment 21,~ll ..5,661 1,938 (6,469) 18,86..5 
Vehicles 3,449 1,372 800 (2,7..58) 1,263 
Leasehold improvements 3 383 1 16..5 241 (232) 4 07..5 

~40:927 $10:460 (4) $3,726 ~ UJ1 u1> <1> ~34:324 
(1) The estimated u1eful lives used in computi~ depreciation and amortization of plant and equipment, 

includi• capital leases, are: buildi•s, 10-..50 years; machinery and equipment, 3-20 years; vehicles, 3-8 
years; or, if appropriate, for certain capital lea!ies, the terms of the leases. 

{2) Other additions represent the fair value of property, plant and equipment acquired in the acquisitions of 
Hickory Farms of Ohio, Inc., Hickory Farms Sales Corp. and Tambellini Foods Co •. 

(3) Other changes in property, plant and equipment and in accumulated depreciation and amortization of 
property, plant and equipment represent the reclassification of Cudahy Foods Co. property, plant and 
equipment to net non-current assets of operations discontinued in 1980. 

(4) Includes depreciation expe~ of $2,.504 relating to discontinued operations. 
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Classification 

Land 
Buildings 
Machinery and equipment 
Vehicles 
Leasehold improvements 
Construction in progress 

GENERAL HOST CORPORATION 
FiSCAL YEAR ENDED DECEMBER Z9, 1979 

(In thousands) 

. PROPERTY, PLANT AND EQUIPMENT (1) 

Balance, 
Beginning Additions 
of Year at Cost 

$ 7,366 
63,968 
.5.5, 196 
9,081 
.5,84.5 
l 039 

$1lf2;,,9, 

$ 1,211 
731 

If, 19.5 
2,8.5/f 

3"8 
7 763 

$11:102 

Sales or 
Retire
ments 

$ 226 
19' 189 
10,33.5 
4,213 

77.5 
749 

$3.5,487 

Transfers 
Between 
Cl<lSsifi
cations 

$ .577 
2,.563 

16 
928 

(4,084) 
-0-

Schedule V 

Other 
Changes 
Additions 

(Deductions) 

$ 2.5 
228 

12 

Balance, 
End of 
Year 

$ 8,3.51 
46, 112 
.51,847 

•7 ,7.50 
6,346 
3 969 

s124:37.5 

ACCUMULATED DEPRECIATION AND AMORTIZATION OF 

Classification 

Buildings 
Machinery and equipment 
Vehicles 
Leasehold improvements 

PROPERTY, PLANT AND EQUIPMENT Schedule VI 

Balance, 
Beginning 
of Year 

$23,822 
'26,2il 

4,.512 
3 180 

$.51:12s 

Additions 
Charged 

to Costs and Sales l)r 
Expenses Retirements 

$ 2,.5.52 
4, 177 
1,266 

.582 s 8,.577 (2) 

$ 13,892 
8,804 
2,336 

379 s 2'5,411 

Other 
Changes 
Additions 

{Deductions) 

$ 

L 

·2 
.I 2'?' 

7 

36 

Balance, 
End of 
Year 

$12,484 
21,611 
3,449 
3 383 

S4o!927 

.. i' 

{l) The estimated useful lives used in computing depreciation and amortization of plant and equipment, 
including capital leases, are: buildings, 10-.50 years; machinery and equipment, 3-20 years; vehicles, 3-8 
years; or, if appropriate, for certain capital leases, the terms of the leases. 

" (2) Includes depreciation expense of $2,77.5 relating' to discontinued operations. 
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Sohedul.e VII 

GENERAL HOST CORPORATION 

GUAR.ANTEES OF SECURITIES OF OTHER ISSUERS 
DECEMBER 26, 1981 

Name or:lasuer 
of aecur.lt.ibs 

guaranteed by 
p8l'l\!On tor whioh 

statement is n:led 

(In thousands) 

. Title of 
JMue ofeaoh 

oJass of aecur.lties 
guaranteed 

Ho& 16t.h street $4,441 Promissory Note 
Properties 
(The 'company owns 40 J 
or this partnership) 

Norbel!t Foods t:ompany ,, $1,385 Le1188 Agreement 
(The Company previoualy · 
owned 50 J or thia. jomt 
venture) 

Barl-S Foods Co. $2,000 Le1188 Agreement 
(Cudahy Company, a 
wholly-owned sub-
sld:!ary or the Company, 
assigned this 181188 t:.o 
Bar-S Foods Co.) 

Bar-S Foods Co. $1,951 Lease Agreement 
(The Company assigned 
t~ BBl'"S Foods co. a 
vehicle lease agreement 
t:.o the extent such agreement 
covered oertllin vehicles 
tra.nsf'l!m!d t:.o Bar--S Foods co.) 

r· ·' 
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Total amount Nature 
guaranteed of 

and outsandina ii guarantee 
• II 

$1, 776 

$ 693 

$2,000 

$1,951 

Guarantee 
of pr.lnclpal 
and interel!t 

Guarantee 
or pr.lnclpal. 
and interel!t 

Guarantee 
of pr.lnclpal. 
and interest 

Guarantee 
of pl'!lnclpal. 
and interel!t 
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GENERAL BOST CORPORATl:o''N 
VALUATION AMI> QUALIFYING ACCOUNTS 
FISCAL YEAR ENDED DECEMBER 26, 1981 

(In thousands) 

Deducted ft-om accounts receivable: 

· Balance, 
Beginning 
of Year 

Allowance for doubtful. accounts $ 427 

Non-cun-ent assets: 
Allowance for possible loss on 

uncall.~tible notes and other 

Accumullited amortization of 
intangible assets 

Valuation allowance for prefen'ed 
stock · 

N on-cun-ent liabilities: 
Estim a t.ed liabil1t.18s in connection 

• 659 

• 1,799 

with dl:lconttnued operations $16,034 

Othei:' liabilities • 5, 162 

(1) Accounts written off less recover.le& 

Additions 
Charged Charged 
to C Ol!ts to Other 

and ·Expenses Accounts 

• 594 

37 

• 2, 149 

$3 ,?.00 (2) 

• 696 

Schedwevm 

De'iiuct
ioils · 

Balance, 
'J 

End of 
Year 

• 105 (1) =· ===91~6 

• . 696 

• 3,948 

• 3,200 

$6,826 (3) • 9,208 

$1 ,562 (4) • 4 ,296 

Jj 

6\ 
oi 

• 

• 

• 

• 

• 

(2) Represents valuation allowance for prefen'ed ~ck receivt!d in sale of fresh and processed meat e 
business segn:ent, included in charges to estimated ·liabilities in connection with 

0
cli!loontinued 

operations. 

(3) Primar:Uy represents charges related to the dl:lpoflltion of the ft'esh and processed meat bustness 
1!!!8 m ent. · . :o.. ·· 

(4) Includes reduction to c~ liabilities rel!Ulting from flnalimng amounts estimated in 1980 for the 
Hickory Farms acq~ii&,.J 

/)-, \?_7 
.y", 
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GENER AL HOST CORPORATION 
VALUATION AND QUALIFYING ACCOUNTS 
FISCAL YEAR ENDED DECEMBER 27, 1980 

cm thousands) 

Add1tions 
Ci Balance, Charged Charged 

BegtnninS J;o Coq to Other 
or Year and Expenses Accounts 

Deducted ft'om marketable secur.lties: 
Valuation allowance for marketable 

equity secur.lties l ~o~ 

Deducted ft'om account,s receivable: 
Allowance for doubtf\11 accounts l 770 • 378 

Non-current assets: 
Allowance for poSSfble loss. on 

uncollectible notes and,, other l 600 59 

Accumulated amortization of 
intaiigil)le assets l 960 • 839 

Non-current liab:lll.ties: 
0 Estimated liab:lll.ties in connection 

with discontinued operations l210119 $111, 130 (3) 

Other liab:lll.ties 
() 

l111175 8111 • $310116 (II) 

. () 
(1) Reversal. or valuation allowance for marketable equity secUI'Jties. 

Schedule vm 

Balance, 
Deduct- End or 

ions Year 

• 303 (1) ~ ,,_, 

·~~ 

• 721 (2) • 1127 

• 659 

• 1, 799 

., 

• 1115 • 16,0311 

• 173 • 51162 

(2) Includes $199 recJa"'1ned to net c\l!Tent assets or operations discontinued tiiJi9ao and $522 accounts 
written off less recoveries. 

(3) Represents liabilities eatabli.shed in connection with the disposal of the ft'esh alld processed meat 
busine!IS segment. 

(II) Represents certain liab:lll.ties related to the Hickory Farms acquisitions. 
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GENBRAL HOST CORPORATION 
VALUATION AND QUALIFYING ACCOUNTS 
FISCAL YEAR ENDED DECEMBER 29, 1979 ·.·. 

tt!l thoul!llnds) 

Balance, 
Beginning 
or Year 

Deducted ft'o m market.able securJties: 
Valllat.ion allowance ror marketable 

equity securJties "'" c === 
Deducted ft'o m a(lcounts receivable: 

Allowance tor doubtful accounts $ 535 

Non-cUZTent amets: 
Allowance tor polllSil>le loss on 

uncollectible notes and other 

Accumulat.ed amortization of 
int.angl.bl8 amets 

N on-cUZTent liabilities: 
Estimated llabilities in connect.ion 

$11,153 

• 838 

w:lth diacontlnued opera t.ions $2 , 4 33 

Other liabilities $1,377 

( 1) Accounts wr.1£ten oft less recover.lea. 

Addit.ions 
Charged Charged 
to Col!ts to Other 

and Expenses Accounts 

• 303 

• 435 

• 122 

• 205 

(2) Inch.Ides $3, 177 of accounts wr.ltten off which were proVided for in prior years. 

-34-

Schedule VIII 

Deduct;.. 
ions 

Balance, 
End of 
Year 

303 

• 200 (1) =* ==77=0 

$3,553 (2) =· ==60=0 

• 

• 

• 

• 

• 

=====96=0 • 

• 384 

• 107 
t! 

LJ~ 

$ 1 ,475 • 

• 

• 

• 



A dvert.f:ling co&.s 

Schedule X 

GENERAL HOST CORPORATION 

SUPPLEMENTARY INCO~E STATEMENT INFORMATION 

THREE FISCAL YEARS ENDED DECEMBER 26, 1981 
Cin thousands) 

Decelll,ber 26, 
1981 

Year Ended 
December 27, 

1980 (3) 
December29, 

1979 (1) 

Maintenance and repairs 

$11,345 

• 8,687 

$8,572 

$6,614 

f5, 180 

$3,832 

( 1) These amounts do not include charges related to d19contmued operations. 

-35-



n " (! 

• -..... --

• 

• 

• 

• 

• 





m 

0 

• • 

• 

• 

• 

• 

• 

• 

• 

• 
~ • 

• 



MANUALLY SIGNB AND 
SEQUENTIALLY NUMBERED 

EXHIBIT~ ,, 

. . ;I 
SECURITIES AND EXCHANPE COMMISSION 

Washincton. J:).C. 20549 

,,·. 

ifo~ 10-K 
ANNUAL REPORT PURSUANT TO SECTION 13 OR lS(d) 

OF THE SECURITIES EXCHANGE ACT OF 1134 

For the Fi•cal Year Ended 
December 26, '1981 

CClllai••ian Pile llo. 1-1066 

General Host Corporation 
Incorporated in the State of llev York 

Principal ZX•cutiwe Off ices• 
22 GA'l'E HOUSE DD, STAMrolll>, CT. 06902 

Telephone,Jlumber: (203) 357-9900 

SECURITIES UGIS'i'Elm> PUJISUNft' TO SECTiml 12 Cb) or 'lllS ICt 

Titl~ of each class 

Connon Stock,_$1.00 Par Value 

S\ Convertible Subordinated 
Debentures, due June 15, 1988 

6\ eumulative Incaae SUbordinated 
Debentures, due December 1, 1990 

7\ SUbordinated Debentures, 
due February 1, 1994 

12 3/4\ Convertible SUbordinated 
Debentures, due June 15, 1999 

Mule of each·exchange 
"'1ich reqi•tered 

New Y~rk St~. Exchange 
and Pacific StOc:lt Exchanqe 

New York Stock Exchanqe 
and Pacific Stock Excr.ange 

New York Stock Exch&nqe 

New York Stock Exchange 
and Pacific Stock Exchanqe 

New York Stock Exchange 
and Pacific Stock Exchange 

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

None 

Indicate by check mark whether General Host Corporation, the Registrant', 
(1) has filed all reports required to be filed by Section 13 or lS'(d) 
of the Securities Exchange Act of 1934 during the precedinq 12 month• 
(or for such shorter perie>l!Ithat the Registrant was required to file 
such reports), and (2) hai h0<:n subject to such filing requirements for 
the past 90 days. ·,. \ 

YES X NO ---
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EXHIBIT (4)(1) 

C:~Ell l T \GREEHF.:tH ddted dS of October 16, 1981 between GENER-\L 
HOST CORPORATION, a New York corporation having its principal 
executive ufflce d'I: 22 Gate liouse Ro.td, Stdmford, Connecticut 06902 
(he~ein called "the Company"); and RSC FINANCE B.V., a Netherlands 
corpord~lo~ having lts principal office at Keizergra~ht 604, 1017 EP 
Amsterd,sm {nerein call!i!,d'"the Bank"). 

Jhe 
Co111pany. 
Coiilpany, 
follows: 

Company has requested the Bank to extend credit to the 
The Bank ls orepared to extend credit as requested by the 

on the terms hereof, and, accordingly, the oarties agree dS 

~I. CERTAIN DEFINITIONS. As used ln this 'greement: 

"'cquisition" medns dny transaction consummated after the date of 
this ,\;ireement by ,which the Company or any of Its !;uhsldlarll!!!' (I) 
acquires any going business or all or substantially all of the assets 
of any person, whether through purchase of assets, merger, 
consolidation •r otherwise, or (ii) acquires (in one transaction or as 
the 111ost recent transdctlon in a series of transactions) at least a 
majority of the securities of a corporation which have ordinary voting 
power for the election of directors (other than securities having such 
power only by reason of the happening of a contingency) • 

"'dvance" means an advance by the Bank to the Company pursuant to 

"Base Financials" mean the Consolidated Financials for the fiscal 
yedr ended December Z7, 1980, with the opinion thereon of Price 
Waterhouse 4 Co., heretofore furnished to the Bank. 

·~ i ness day" means a day other than ( i) a Saturday, Sun'day or 
legal holiday in the State of New York, (ii) a day on which dealings 
are not carried on in the London Interbank market, or (lil) a day on 
which banks are required or authorized to close in the jurisdiction of 
the Lending Office. 

"Caojtallzed Ledse Obligation" means any lease obligation which, 
in accoriiance with, generally accepted accounting principles, has been 
or should be capitalized on the books of the lessee. 

"Commitment" shall hdve its medning as defined in §3.A(3). 

"Commitment Termination Oatek means September 30, 1983 • 



•) 

!j 

' ,, 

•,'. 

" -·· •, 
~ 

• 



" 

• 

r., 
~ • .J 

c -· 

-2-

"Consolidated Financials" mean Financials of the Company 
pConsolidated Subsidi~ries~ on a consolidated basis. 

and its 

"Consolidated Subsidiary" means any Subsidiary (lfhether now 
existing ot hereafter organized or acquired) which was as of the date 
of the Base F'ina.nclals, or which at any time thel"eaftel" was or. shall 
be, consolidated wltl\ the Co'inoany ln any consolidated financial 
~tatement ful"nished to the Bank. Each Subsidial"y shall be a 
Consoiida.ted Subsidiary unless. the Banlc «>therwise consents. 

"corpol"atlon" means a corporation, business ~~:!it ot like 
business clSSOC.Lation 0[" er1tity. 

• ,, 
11 6ebt~ m~aµs~at any tlme Capitalized Lease Obligations and debt 

credtea;-Tssueii, "guar.lh-t·eed (whether" directly or indirectly b)f· any 
Guarl!nty) ,.·''.t:i~curred or assumed· for money bOl"l"Owed o'r- fo£' the deferred 
(for 60 da~s or mo're), purchase p.rice of property or service; . · 
purchased, "excluding, however, accounts payable (other .than fol.''i( 
bott.o1"ed money or fol" s'uch deferred purchase p'r ices) and accrue.d , 
e•penses incurred in th~ordinary course of business, provided ln ~ach 
case 'that the same are not ove.rdue in a ma·terial amount or, · 1.f 
overdue, are, l:>eing contested in. good faith ~nd by appropriate 

Q - r '" \\.. proceedings. -
r: \\ ,~ '.:) ~...., 

·"'llfr-ectcfrs" mean, ln,}respect of a corpoi:'.atlon, its directors or 
persons perfor~lng like functions. ,, \)'-

'' ·, ,_ . -; ·- \_) 

"'ERISA" rrieans. the Employe,~ R~,tire1aeni; Income 1~curity .\ct of 
1974, as 'ame.11ded from time to time, including (unless. the c::ontext 
o.the.rwise r~~tHres) any rules·. or regulatJons promulgated thereunder. 

o"Eicistlng Agreement" means tl'he Credit Agreement, dated as of 
September 27, 1979, and amended by First Amending- .\greement dated as 
of October 6, i980, among the Company, The Chase Manhattan Blank, 
N.A., The Firs.t National Bank of Boston, Manufacturers Hanover Trust 
Compal),y, _Ji.he Royal B~nic of Canada, and Bankers Trust Company. 

Cl 
· nFln~nclals~ mean, for any fiscal year or other accounting 

period;--statements of operations and chang.es. in financial position for 
suc/)period and for the period from the beginning of the !'espective 
fiscal year to the end .~f· such period and the re.l.a:ted .balance she,et 1 .as 
at the end of such period, toge'ther with the nofes therectQ,, all ['n 
reasonable detail and setting forth In comparative\) forin the 
correspq1nding figures for the corresponding perip<f in the preceding 
fiscal year; provided that .. Flnancials for any ~iscal year shall also 

&· incl~de a stat~ment of cha~ges in sharehoidel's' equity for su9h yearl 

'ii 
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setting forth in compdrdtive form the corresponding figures for the 
preceding fiscdl ycdr. 

"Gudrd~" medns any agreement, undertaklng or arrangement by 
which dny person gudrdnt~es, endorses, or otherwise becomes 
contingently liable Jwhether directly, or indirectly by wa~ of 
aqreement, contingent or otherwise, to purchase, to provide funds for 
payment, to supol,y fonds to or otherwise invest in the debtor, or 
otherwise to assure the creditor against loss) upon, the Indebtedness, 
obligation or liability of any person or guarantees the payment of 
dividends or other dlstrlbutions"upon the stock of any corporation. 

'i, 
i) 

"hereunder", "hereby", "herein", "hereof" and the like mean and 
refer to this ~greement as a whole and not merely to the specific 
section, paragrdph or clause'' in which the respective word appedrs. 

"Interest Period" medns, with respect to a particular Advance, 
the period commencing on the date of the Advance and ending Z, J, or 6 
months, or i, Z, 3, 4, 5, 6 or 7 yedr's thereafter as the Com!)any may 
elect pursuant to §3.A; PROVIDED that no Interest Period elected by 
the Company may extend beyond the Termindtlon Date. 

(i 
"Lending Office" means the principal office of the Bank or such 

other office or dfflliate as the Bdnk may from time to time designate 
by written notice to the Company, 

. II / 
"!..IBO Rate" med1\s,, for dny Interest Period, an Interest rate per 

annum (rounded upwdrd ~o the nearest whole multiple of 1/16 of ii per 
annum if not such d mult lple) equal to the rate at whlch U.S. Dollar 
deposits in lmmedidtely aval!dble funds dre offered by The Royal sank 

g of Cdndda to prime banks ln the London interbank market at 11:00 ~.m. 
(London time) on the.first day of such Interest Period for a period 
equal to s1,1ch Interest Period and. in an dmount approxlmdtely equal or 
compdrabie'to the principal amount of such Advdnce. The Bank's 
determindtion of the LIBO Rdte *hall be conclusive and bindln~ for all 
purposes, except for mdnlfest error. 

"Net'worth" means at any time the sum of the following for the 
Company and its Consolidated Subsldldries, on a con~olidated basis: 

( l) 
shares), 

the ·~mount 
~ 

;,, 

of recorded share capital (less cost of treasury 

(2) the amount of surplus and retained ea~r.lngs (or, in the case 
of a surplus or retained eat•nings deficit, minus the amount of such 
deficit), minus 
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(3) the1,, sum of the following (without duplication of deductions 
in res~ect of items already deducted 111 arriving at surplus and 
retained earnings): (~) except as otherwise exoressJy provided ln 
the proviso below in this dt;,f lnitlon, the book value 01\ all. assets 
which would be treated as !!)tangibles under generally accepted 
accounting prlnclples, including wlthout llmlt~tlon lntanglbles 
(whether representing the excess of cost over book value of assets 
acquired, or otherwise), trademarks, tradenames, copyrights, patents 
and unamortized debt dlscount and expense; {B) minority interests ln 
Consoli<tated Subsidiaries to the extent lnclud.ed ln clause (l) or (Z) 
above; (C) all reserves (except bontingency reserves, not allocated to 
specific purpose~ and not deducted from assets, •hlch contingency 
reserves are properly treated as appropriations of surplus or retained 
earnings); and (D) any write-up in book value of assets (except any 
net write-up in accordance wlth generally accepted accounting 
principles) resuJting from a revaluation thereof subsequent to the 
date of the Base Flftanclals. 

P~OVlDEO THAT, for purposes of clause (3){A) above ln this 
definition~ there shall not be deducted as lntanglbl~s: (x) 
unamortized d~bt discount and expense in respect of Subordlnated·Debt, 
or (y) intanglble~ ar(i,iHng by rea"sorr of any Acquisition effected after 
June 14, 1980. exc~pt to the extent that the value of ,,such intangibles 
remaining unamortized exceeds $25,000,000. 

"~" st:iall have its meaning as defined in §3.A(2). 

"Operating Lease" means any lease otl:ler than a lease which gives 
rise to Capitalkzed Lease Obligations. 

1) --' 

'~PBGC" means the Pension :8enefit Guaranty ·corporation and any 
ent ltysucceedi1\g to any or all of its functions under ERlSA. 

"p~~son" means any indlvldual, partnership, joint venture, fir~, 
corooration or government;al entity • 

. _, ';} -

"Pian" me.-1ns, as to the Company or any of its Subsidiaries, any - ,\ ,-, . 
employee benefit or other pldn malntdined by It for Its employees and 
covered by Tltt• IV of ERISA or to whlCh §412 of th• Internal Revenue 
Code of 1954, as am~nded, applies. 

"Reportable Event" shall have its meaning dS set forth in 
§404'.j{b) of Title IV"Cif ERISA. 

"Subordinated Debentures" mean, collectively, the Company••: 5\ 
·Convertible Subordinated Oebentures, due June i5, 1988; 6\ Cum.ulative 
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Income Subordinated De~~ntures, due December l, 199D; 7' Subordinated 
Debentures due February 1, 1994; and lZ-3/4\ Convertible Subordinated 
Debentures, due June lS, 1999. 

"Subordinated Debt" means at any t1111e Debt in respect of which 
the Company is directly and primarily obligated which (I) shall be 
evidenced by the Subordinated Debentures; or (11) shall have been 
Incurred after June 13, 1981 and shall be subordinated to the payment 
of the Motes upon terms satisfactory to the Bank; provlded that, for 
purposes of any computations hereunder, the amount of any Subordinated 
Debt at any time shall be deemed to be the outstanding principal 
amount thereof Less unamortized debt discount and expense. 

. "Subsidiary" means any corporation at least a •ajorlty of whose 
securities having ordinary voting powet for the election of directors 
(other than securities having such power only by reason of the 
happening of a contingency) are at the time owned bv the Company 
and/or one ot more of Its other Subsidiaries. 

"Tetmlnatlon Date" means September 30, 1988. 

"Total Llabllltles" !!lean at any tlr1e all obligations of the 
Company and its Consolidated Subsidiaries, on a consolidated basis, 
which would be classified as liabilities of such cor!>orations on a 
consolidated balance sheet and ln any event shall include (without 
duplication): 

(1) All Debt guaranteed (directly or indirectly by any Cuaranty) 
or endorsed (otherwis~, than. for coliectl'On or deposit in the ordinary 
course of business) or discounted with recourse. 

(JI} All Debt secured by any mortgage, lien, assignment, pledge, 
security interest, charge or encumbrance upon or in property owned by 
the respectlv~ corporation, even though it has not assumed or become 
liable for the payment of sudh indebtedness. 

(iii) Capitalized Lease Obligations. 

(iv) 300' of the excess of (A} the aggregat~ fixed rentals 
(excluding any portion of rentals payable on a basis dependent on 
sales or other like contlngencles) payable under Operating Leases by 
the Company and its Consolidated Subsidiaries, determined on a 
consolidated basis, for the then current fiscal year over (8) the base 
amount (as defined immediately below) for such fiscal year. In thls 
cla.use (lv) "base amount" means $13,000,000 as increased by successive 
increases of $1,000,000 each on the first day of each fiscal year, 
commencing with the first, day o,f each fiscal year, conimenclng with the 
first such yedr subsequer\t to the fiscal year ending In 1980 • 
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PftOVll>E!> T~AT Tot.ti L labl lities,. shall not ,include Subordln.tted 
Oebt. 

'Z. REPRESEtH AT IONS. The Co111pany represents, coveilants and 
warr.tnts th.tt: 

'z.~. Cor1>orate E1tistence and Power. The Co:iipany and lts 
Subsldlarles .tre e.tch, and e.tch will continue to be, a corporation 
duly lncorpor.tted and validly e1tistlng ~rider the law of the 
jurisdlctlon in which it ls Incorporated, ln good standing therein, 
and dUly qualified to transact, business ln all places where, in the 
opinion or the Co111oany, such quallflcatlon ls necess.tty for the 
conduct of its business. l'l'le Co1110.tny has corporate power to 111ake this 
A!!ree111e11t .tnd· to incur and perfor-111 lts obligations hereunder. 

Z.B Coroorate Authorita. The 111aklng an'if perror111ance by th.e 
Co111pany of thls ~qree111ent an the Mote have been duly authorized by 
all necessary corporate action and wlil not v~olate any provision of 
law or regulation or of the Co111pany•s charter or by-laws or result ln 
the bre.tC:h of or constitute a default under or (e1tcept as ~"pressly 
pr-ovided for herein) require any consent under any lndent~re or other 
agree111ent or instru111ent to wl'llch the Co111pany or any of lts 
Subsidiaries ls a party or by wl)lch the Co111pany or any of lts 
Subsidiaries or their respectctv~b.Droperty 111ay be bound or affected. 
This Agreeaent and the Note, tlii.n e1tecuted and delivered as 
conte111plated hereby, ~lll be legit, valid and blndlng obllgatlons of 
the Co111p.tny. 0 

z.c. Financial Condltlon. The Base Financials are co111plete and 
correct and f.tirly oresent tl'le corisolLdated flnanclal condition of the 
Co111p.t11y and its Ccnsolldated Subsldlarles as at the date of the Base 
Financials and the consolldated results of thelr operations for the 
fiscal ye.tr ended on said d.Jite. No such corporation had on said date 
any con

0
tingent llablllties, llablLltles for ta1tes, .unusual forwar!f or 

long-ter111 com111it111ents, or unrealized o~ antlclpated losses fro111 any 
o unfavorable ~om111lt111ents, which are substantlal ln a111ount in relation 

to the consolidated financial condition of the Co111pany and its 
Conso1ld<ited, Subsidlal"ies, ~xcept as r-ef'el"r-ed to or- r-eflected or
provlded t'or' in the 8.ise Financlals or as disclosed ~n Exhibit -'· 
fl(cept '.ts disclosed ln Exh,,(bit A, since said date th~1re has been no 
111aterial adverse change ln the consolidated flnanciall~condition of the 
Co~pany . .tnd its ~onsolidated Subsldiarles fr-0111 that shown by the Base 
F lnant: l als. , 

Z.D Litigation. There are no suits or .Proceed'lngs pending, or 
to the know ledge o.f the \Co111pany threatened, against or affecting the 
Co,.oany or any of its Subs ld l ar ies which, 1 f adversely· deter111ined, 
would have a material adverse effect on the consolldated financial 
condition or business of the Company .tnd its Consolidated 
Subsidi.trles, except .is disclosed ln Exhlblt B or the Base Fina~cials. 
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Z.E. .!::.!.~· The properties and assets of the Company and its 
Consolld•ted Subsldlarles are not subject to any llert, security 
interest, mortgage or encu11brance of any klnd securing any 
indebtedness, obli9ation or liability whatsoever, other than those 
per~itted by §S~K. 

Z.F, Use of Loans. The proceeds of any extension of credit 
under thls .\gree11ent wru be used to purchase. notes issued by the 
Co11p.tny to Ci.tblr Corp. or to for11er sh.trehoiders of Hickory Far111s 
Sales Corp. Proceeds of any extension of credit under this ~greement 
ln excess of the a111ounts requil'ed to purchase such notes will be used 
for the general •'orklng capital purposes of the Company. Neither the 
Company nor any of its Subsidiaries is engaged princlpally, or as one 
ot its important activities, ln the business of extending credlt for 
the purpose of purchasing or carrying margin stuck (within the meaning 
of Regulation U of the Board of Governors of the Federal Reserve 
Syste11), and no part of the proceeds of any extension of credlt under 
this ~gree11ertt will be used to purchase or carry any such 11argin stock 
or to exte~d credlt to others for the purpose of purchasing or 
carrying any such 11argin stock (unless the requlre11eots of said 
Regulation U are 11et to the satisfaction of the Ban~:). If requested, 
the Comp.sny will furnish to the B.snlt .st the tlme of' each borrowing 
hereunder a For• U-1 state•ent duly completed by the Comp.sny ln 
accordance wlth s.tid Regulation U wlth respect to such borrowing • 

z.c. T.ixes. The Co11pany and each ot its Subsld1.sr1es have filed 
.tll tax returns required to be filed and paid all taxes show~ thereon 
to be due, including interest and penalties, or provided adequate ~ 
reserves tor p.tyment thereof. Except as set forth in the Base 
Financi.tls or disclosed in Exhlblt B, no such corporation ls a party 
to any 111.•ter lal act ion or oroceedlng by any goverm•ental author 1 ty for 
the as;o;essment ot col lectlon of taxes, ·.,nor has any •at et lal cla 111 
(whict\' remains pending) for assessment ···or collection of t.sxes been 
asserted against any such corporation. · 

Z.H. Subsldlarles. E~hlblt C ls a complete and correct list, as 
of the ddte of this Agree111ent, ot all Subsldlarles, e~cept inactive 
Subsidiaries. Except as disclosed in Exhibit c, the Company owns, 
direc.tly or through one or 111ore Subsidiaries, free and clear of ail 
liens, charges, encu111brances and rights of others whatsoever, all the 
shares of its Subsldi.srles, and all such shares are validly issued .snd 
fully paid, 

2.1 • .£!:.edlt Arrangements. E~hibit D ls a co11piete and correct 
list of all credit .sgreements, indentures, purchase·agreements, 
guar.sntles .snd other Instruments, agreements and .srrangements 
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prese"tly i" effect provldlhg for dr relating to exterisions of credit 
(excluding agreements ahd arrangements fo~ the purchase of goods and 
services ih the "ormal course of business, but including agreements 
a"d arrangements for the issuance of lette~s of credit, for accepta"ce 
fin~nclng a"d for financing by way of Capitalized Lease Obligations) 
in respect of.which the Company or any of its Subsidiaries ls or may 
become directly or contingently obligated (provided that no such 
instrument, agreemeht or arrangement ls separately described unless 
the credit in question exceeds or may exceed lri aggregate principal or 
face amount $500,000 at any oiie time). The maximum prihcipal or f·ace 
amounts of the credit In question, outstanding or to be outstanding, 
are correctly sta_ted, ahd all mortgages, security interests or other 
liens given or agreed to be given as security therefor are correctly 
described or indicated, in El<hibit 0, 

Z.J. Titles; etc. The Company and its Subsidiaries have good 
title to their respective properties and assets, free and clear of all 
mortgages, liehs and encumbrances, el<cept such as are permitted by 
§8.K ahd el<cept covehants, restrictions, rights, easements and mlhor 
lrregulailties in title which do not mate~ially interfere with the 
occupatlo", use and enjoymeht by the respectlve corporations of such 

,properties and assets ln the hormal course of buslness as presently 
conducted or materially impair the value thereof for such buslhess. 

Z.K. Covernmehtal Regulation. No consent, approval, 
authorization, permit or license from any federal, state or other 
regulatory authority is required in connection with the making or 
performance of this Agieement b~ the Company. 

Z.l. ERISA. El<cept as described in the Base Financials, the 
Company and each of lts Subsldiarles has met its lllinlmuin fUndihg 
requirements uhder ERISA with respect to all its Plans and· has nbt 
incurred any material llabillty to PBCC under ERISA in connection with 
any such Plan. 

§3. E~TENSIONS OF CREOlT. 

3.A. Advances. The Bank agrees, on the terms of this Agreement, 
at the Lending Offlc~, in care of the office of The Royal Bank of 
Canada at 68 William Street, -Mew York, ~ew York or such other office 
or affiliate as the Bank mayufrom time to time designate by written 
notice to the Company, during the period from the date of this 
Agreeme"t to and iricludlhg the Tetmihatlon Date, to ~ake Advances to 
the Company, at such times, in such amounts and for such Interest 
Periods as the Company shall request, subject to the following 
limitations: 
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(d) From the date hereof to September 30, 1984, the 
dggregate amount of Advdnces at any tlme outstanding shall not exceed 
the amount of the Commit~ent; 

(b) On October 1, 1984 and annually on October l of each of 
the next four years thereafter, the maximum aggregate amount of 
.\dv.Jnces wh lch may be outs taniling at dny time shall be reduced by an 
amount equal to one f lfth of the amount of th~ Commitment as it 
existed on the Commitment Termination Date. 

(c) The aggregate amount of Advances at any time 
outstanding dfter-·the Commitment Termination Date may not exceed' the 
aggregate amount of Advances outstanding on such date; and 

(d) The maximuni aggregate amount of Advances which could 
otherwise be outstdndlng purs11an~ to clauses (a), (b) and (c) above 
shall be reduced by the dmount of any Advance inaturlng after the 
Commltment Termindtion Date ~hich is not renewed dt niaturity by the 
Company. 

The p~incipai ilmOunt of each Advdnce shall be due and payable 
upon the expiration of the Interest Period elected by the Company with 
respect to such Advance, The Comp&ny shall make such prepayments of 
Advdnce's as may be required to reduce the aggregate amount of Advances 
outstanding at any ,time to the maximum amount per111tted hereunder. 
Any such prepaY.ment sh.ail b.e governed by the provislons o.f §5. Within 
the foregoing ~llliits, the Company may borrow, prepay, and reborrow 
under this §3.A. Each borrowing under this §3.A shall be in an 
aggregate dmOIJnt of $1,000,000 or a multiple thereof. The following 
provisions shall apply to such loans: 

(1) I.nterest. The Company shall pay lnt.erest on the unpaid 
principal amount of each Advance from the date of such Advance until 
such principal amount ls paid ln full at an interest rate oer annum 
equal at all tlmes during the tn~erest Period for such Advance to the 
surri of the L IBO Rate for such Interest Period plus: ( l) 3/ 4 of 11 pet 
dnnum from the date of this Agreement to September 30, 1983; (11) 7/8 
of 11 per annum from October l, 1983 to September 30, 1986, and (111) 
ii per dnnum .. on and after OctobP.r 1, 1986. Interest shaJl be payable 
(l) every 90 d;9ys after the making of such Advance, and (11) upon 
repdyment of the Advance in full (including upon repayment through the 
making of a new Advance), 

(2) Note. The AdvdnCes shall be evidenced by a proml$sory 
note of the Company (herein called "a Note"), in substantially the 
for~ of Schedule 1, dated the date of the initial Adv~nce, having a 
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state~ prlnclpdl amount equal to the Commitment, stated to mature on 
the Termination Date, and otherwise duly completed and eitecuted. 

(3) Commitment. The Bank shall be obligated to make 
Advdnces hereunder up to but not eitceeding $10,000,000 from the date 
of this Agreement to and including the Commitment Termination Date. 
The obligation of the Bank to make Advances up to such amount during 
such period (ds reduced from time to time in accordance with this 
Agree•ent) ls herein called the "Commitment". 

(4) Commitment Fee. The Company shall pay to the Bank, in 
lmmedl~,tely avail-able funds, a commitment. fee on the dally a\lerage 
unusel!> amount of the Commitment as frciril time to time ln effect during 
the 01~riod from the date of this Agreement to the date such 'Commitment 
ls t~·mlndted ln full, at the rate of 1/Z of l~ per annum. Accrued 
commitment fee -shall be paid qu.trterly on the last clay of each March, 
June, September dnd December, comnlenclng December 31~ 1981, and on the 
date of termination in full of the Commitment. 

(5) Change of Commitment. The Company shall have the right 
from time to time, upon not less than five business days' written 
notice to the Bank, to ternllnate the Commitment, in whole or in patt. 
Any partial termination shall be ln an aggregate amount ot Si,000,000 
or a multiple thereof. 

3.B. Substitute Rate. In the event the Bank determines (a) 
adequate and fdlr means do not exist for ascertaining the LIBO Rate 
with respect to an Interest Period applicable to an Advance as 
requested by the Company or (b) U.S. Dollar deposits are not being 
offered to the Bank ln the London Interbank Market for such Interest 
Period or (c) the LIBO Rate quoted by the Bank does not reflect the 
funding.costs of the Advance, the Bank shall promptly glve notice of 
such determination to the Company, and such determination shall be 
conclusive and binding on the Co111pany. The Bank and the Company shall 
then negotiate ln good faith for the purpose of agreeing on a mutually 
acceptable new means for determining the rate of interest to be paid 
on the Advance for the applicable Interest Period (the "Substitute 
Rdte"). If at the end of five (5) Business Days the Bank and the 
Company hdve not agreed on such a Substitute Rate, the Bank shall not 
be obligated to make the Advance. 

,, 
3.C. Illegality or Impossibl!!!.t· Notwithstanding any other 

provision of this Agreement, lf the introduction of or any change in 
or ln the interpretation of any law or regulation applicable to the 
Bank or the Lending Office shall make Lt unlawful, or any governmental 
authority having jurlsdlctlon over the Bank or the Lending Office 
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~hall assert that lt ls unlawful, for the ~ank or the Lendlng'Offlce 
to pe~forl'll Its obllgatlons hereunder to make Advances or to contlnU' 
to fund or 11alrntaln .t.dvances hereunder, then, on notice thereof and 
demand therefor by the Bank to the Company, (l) the obllqatlon of the 
Bank td the Company to make Advances shall terminate and (11) the 
Company shall .forthwith prepay ln full all .\dvances then outstanding, 
together •Ith interest accrued thereon. 

f4. PROCEDURES. 

4.A. Notices, etc~ the Company shall glve the Bank, at the 
office specified In §3.A, at least three (.3) business days' prior 
wr ltten notice specl fy !.ng the amount and date of each borrowing under 
such fl • .\ and the Interest Period. Notices given under thls 14 • .\ 
shall not be effective until received. 

"= ··•·· 4.B. Availability, etc. The Bank shall make the proceeds of the 
.\dvances available to the-COmpany at the Lending Office upon delivery 
to the Bank, lf at the tlme called for under the terms hereof, of an 
appropriate Note payable to the order of the Bank. 

f5. PREPAYMENTS. The Company shall have the right at any time 
or fro• tlme. to tlme, upon flve (5) business days' notice to the Bank 
(whlch notlc~, if not in writing, shall be p~omptly confir•ed in 
wrltlng), to prepay the Note ln whole or in part, without penalty or 
premium, ~rovlded that (i) except as otherwise requested by the 
Company ln wrltlng each partial prepay•ent of the Note shall be 
applied to the A~vanccs ln the inverse order of their maturity; (11) 

.. interest on the amount prepaid, accrued to the prepay11ent date, shall 
be pald on such prepay11ent date; and (111) each partial prepayment of 
the Note shall be ln an aggregate amount of Sl,000,000 or a multiple 
thereof. If any such prepayment ls made on any date other than the 
last day of the Interest Period for the Advance being prepaid, the 
Colllpany wl 11 pay to the Bank on demand the amount of any loss or 
expense (Including, without llmltatlon, any loss or expense incurred 
by reason of the liquldatlon or reemploy11ent of deposits or other 
funds acquired by the Bank to fund or malntaln such Advance) incurred 
by the Bank as the result of such prep~yment. The Bank shall deliver 
to the Col'llpany a cert l flcate as .to the amount of;. and the basis of 
determlnatlon of, the lo·ss or expense so incurred, and such 
certificate shall be conclusive ln the absence of •anlfest erro~. 

16. P.\YMENTS, ETC. 

6. A. P.tyments. All payments of pr l_nclpal, .interest and other 
·- amounts under this Agreement or the Note 'shall be made to the Bank ln 

lawful 11oney of the United States of America and ln immediately 
available funds. Interest on the Note and other charges per annum 
shall be calculated on the basis of actual days elapsed and a year of 
360 days, except that com•ltment fees shall be calculated on the basis 
of actual days elap,ed ·and a·year·of 365 days. -1r-~ny prlnClpal of or 
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any interest on the Note, or any commitment fee or other amount 
payable by the Company hereunder, falls due on a Saturday, Sunday or 
public holiday at the place of payment thereof, then such due date 
shall be extended to the next succeeding full business day at such 
place and, in the case of such an extension as to pririclpal, lriterest 
shall be payable ln respect of such extension provided, however, that 
Lf such next succeeding full business day shall fall ln the month 
following the month ln which the payment date falls, the due date 
5hall instead be the last full business day preceding the payment 
date. (/ 

0 

6.B Indemnity ·for U.S. Reserve Cos,ts. The Company shall pay to 
the Bank from tlme to time (as set forth'-' below) amounts 'equal to the 
costs incurred by· the flank (or any affiliate of the Bank) in ,, 
connection with the making, funding, or malntalnlng of each Advance 
and resulting from the "Bank's or such affillate's,,;:;comolyl!,'lg with the .. 
reserve requirements of the Board of Gover~ors of the Fed~ral Reserve 
System, as ln effect from time to time. The amounts of such costs 
fro• time to time shall be deter11ined ln good falt'h by the Bank and, 
for such costs incurred during any Interest Period, shall be notified 
bt the Bank to the Company within ten (10) Business Days after the 
earlier .ofi/the last day of such Int"erest Period or of the calendar 
quarter. i"he Company wi 11 pay each amount so not if led to lt wl thin 
five (5) Business Days after the dat~ ~f such notification. ' 
certificate as to the amount and calculation of such cost, submitted 
to the Company by the Bank shall toe conclusive and binding for all 
purposes, except for manifest error. 

6 .C:. Increased Costs.• If there shall be any ··increase ln the 
cosi: to the Bank (or any affiliate of the Bank) of agreeing to make or 
making, fundint or maintaining Advances, due to either (i) the 
introduction ~f or any change in or in the interpretation of any law 
or regulation or (ii) the compliance with any written guideline or 
request from any governmental authority having jurisdiction over· the 
Sank, the Le~ding Office or such affiliate (whether or not such 
guideline or request has the force of law), then the Company shall 
from time to time, upon notice by t~e Bank, pay to the Bank additional 
amounts sufficient to reimburse the Bank for such increased cost. The 
amount of such cost Incurred during any Interest Period shall be 
notified by the Bank to the c&mpany wlthln ten (10) Bu•1ness Days 
after the earlier of the last day of such Interest Period, or of the 
calendar quarter. A certificate as to the amount and calculation of 
such increased costs, submitted to the Company by the Bank, shall be 
conclusive and binding for all purposes, except for manifest error. 
The Bank shall provide the Company semi-annually with Information 
regarding existing or proposed changes in laws, regulations or written 
guidelines of governmental authorities having jurisdiction over the 
Bank, Lending Office or Affiliate wtl"lch are known· to the Bank and 
which the Bank believes may result in increased costs of the type 
referred to above ln thls Section 6.C. No error or omission of the 
Bank in providing such information s~all affect the obligations of the 
Company hereunder. 

. 
__ ,_ .-,._,, ... _.,,__.,., --·-'·-'" .,~ ... _,_ "-'"--•·•- •-w, ,,,_...,_,,~, ., ~-.-_....._.~,-•"-"-•'--''-'··-->.<.•><•-" 
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Ill( • 6.0. Tc'lxes. (a) l\ny and all payments by the Company here11nder 
- (! or under the Note s~:,lll be made free and clear of and without 
• deduction for any and al.I present or: .. future taxes, levies, imposts, 

) deductlons, cha['.ges or wlthholdlngs, and all ll:abllities wlth respect 
thereto, e1'cludlri.9 lnco111e or franchise taxes imposed on the Banlc by 

~ Canada ot by the jurlsdlctlo~ of the Lending Office or any political 
subdivision thereof (all sueh non-excluded taxes, levies, imposts, 
deductions, charges, withholdings and llabllities being hereinafter 
referred to as ;,Taxes"). If the Company shall be required by law to 
ded~ct any Taxes from or in respect of any sum payable to the Banlc 
hereunder or under the Note ( l) the sum payable shall be increased as 
may b~ necessary s~ that after making all required deductions 
(including deductions applicable to additional sums payable under this 
sectlon,L the Bank receives an amount equal to the sum it would have 
received had no such deductions been made and (ii) the Company shall 

• (! 

l>ay the full amount deducted .to the relevant taxation au·thority or 
o~her authority in accotdance with dpplicable law. 

0 

(b) In addition, the Company agrees· to pay any present or 
future stamp or documentary taxes or any other exeise or property 
~axes,· charges or similar levies which arise from any payment made b~ 
lt hereunder or under the Notes or fro~ the execution, delivery or 
registration of, or otherwise with res~ect to, this Agreement or'the 
Note (he·reinafter referred to as "Other Taxes"). 

(c) The Company will indemnify the Bank for the full amount of 
Taxes or Other Taxes.(including, without limitation, any Taxes or 
Other Taxes imposed by arty jurisdiction on amounts payable by the 
Company under this section) paid by. the Bank (or any affiliate of the 
Bank) or any liability (including~penaities, interest and expenses) 
arising therefrom or with respect'th~reto, whether or not such Taxes 
or Other Taxe~ were correctly or legally asserted, This 
indemnification shall be made within thirty (30) days from the da~e 
the Bank malces written demand therefor. The Bank agrees to notify the 
Company of any such Taxes or Other Taxes when the Bank receives notice 
of their imposition from the taxation authority or other authority 
asserting them, and agrees to furnish the Company the basis of the 
calculation of such Taxes or Other Taxes if such basis ls known to the 
Bank. 

\\ 

(d) Without prejudice to the survival of any other agreement of 
the Company hereunder, the agreements and obligations of the Company 
contained in this section shall survive the payment ln full of 
pr"inclpal and interest hereunder and und.er the Notes. · 

(e) The Bank shall provide the Company semi-annually with 
information regarding existing or proposed changes in laws, 
regulations or written guidelines of governmental authorities having 
jurisdiction over the Bank, Lending Office or affiliate which are 
known to the ·Sank and which the Bank believes may res~lt in increased 
taxes of the type referted to· a·bove ln this Section 6.0. No error or 
omlssion of the Bank in providing such information shall affect th~ 
obligations of the Company hereunder. 
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§7. CONDITIONS. 
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7.A •. Initial Loans. 
initial lo~n to be made by 
conditions precedent: 

0 
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The obligation of the Bank to make the 
it under §3 ls subject to the following 

(1) Signatures. The Company shall have certified to the 
Bank the name dnd signature ol" e

0
ach officer of the Company authorized 

to sign this ~greement and the Note and to. borrow and effect other 
transactlons hereurtder. The Bank may conclusively rely on each such 
certification Until lt receives notice in writing to the contrary. 

11 • 

(Z) Company Counsel. The Bank shall have received from 
Willlam H. Bertin, Vice President and General CoJnsel of the Company, 
a·favorable written opirtlon, satisfactory to the Bank and its counsel, 
as to 

·-· 
(a) Those matters concerning the Company and its 

Subsidiaries (except inactive, immaterial Subsidiaries) which are · 
referred to in §Z.A and (to the exte~t of such counsel's knowledge) 
§§Z.O, Z.E and Z.H (ail as at the ti~e of the making of the initial 
loan hereunder). 

(b) The due authorization, execution and delivery by the 
Company of this Agreement, the due authorization, execution and 
delivery by the Company of the Note, and the validity and binding 
nature as regards the Co~pany of this Agreement and of the Note (when 
issued in accordance herewith) in accordance •ith their respective 
ter~s (subject to li~ltatlons as to enforceability which might result 
fro~ bankruptcy~ insoi~ency or other similar laws affecting creditor$' 
rights generally). 

(c) The necessity of any authorization or approval by any 
public regulatory body of the making or performance of this Agreement 
by the.Company, and as to the sufficiency of any which have been 
obtained. 

(d) To the extent ol" such counset•s knowledge (after due 
inquiry), the absence of any requirement for consent and of any 
default, by reason of the transactions contemplated hereby, under any 
credit agreements, indentures, purchase agreements, guaranties or 
other instruments to which the Co~pany or any of its subsidiaries is a 
party or tiy which any such corporation may be bound or affected (or, 
if any such consents are required, that the same have been duly given 
and copies thereof are attached). 

(e) The Note being entitled to the benefits of the 
subordination provisions relative to all Subordinated Debt at the time 
outstanding• part passu with all ·other Debt entitled to the benefits 
of such subordliidtion provisions. 
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(f) Such other matters incident to the transactions hereby 
contemplated as the Bank or its counsel may reasonably request. 
For·purposes -0f such oplnion counsel to the Company may rely as to 
factual matters upon certificates of office.:s of the Company and 
public officHais and may .also rely upon Opinions of counsel Ln other 
jurisdictions, provided that such other counsel are satisfactory to 
counsel to the Bank and copies of th~ir opinions are furnished to such 
counsel. 

(3) Bank Counsel. The Bank shall have received from lts counsel 
a favorable written opinion as to 

(i) The due authorization, execution and delivery by the 
Company of thls Agreement, the due authorization by the Company of the 
Note, and the validity and.bindlng nature as regards the Company of 
this Agreement and, when duly executed and delivered for value by the 
Company to evidence loans made under the Agree~ent, the Note (subject 
to limitations as to enforceability •hlch might result from 
bankruptcy, Insolvency or 6ther similar laws affecting creditors' 
rights generally). 

(11) Such other ~atters incident to· the transaction~ 
hereby contemplated as the Bank may reasonably request. 

For purposes of such opinion counsel to the Bank may i'.~ly as to 
factual matters upon representations contained in this Agreement and 
upon certificates of public officials and as to legal matters (other 
than matters of New York or federal law) upon the opinion of counsel 
to the Company referred to ln clause (2) Immediately above (and the 
other opinions referred to in the last paragraph of such clause)·~ 

(4) Proof of Cor~orate Action. the Bank shall have received···· 
certified copies of al corporate actlon taken by the Company to 
authorize the execution, delivery and performance"of this agreement 
and the Note and borrowing hereunder, and such other papers as the 
Bank or its counsel shall reasonably require. 

7.B. Eac~ Loan. The obligation of the Bank to make each loan to 
be made by it,·Gnder-"§3.A (including the initial loan) ls subject to 
the following conditions precedent: no event of default $peclfled in 
§9, and no event which with not~ce or lapse of time or both would 
become such an event of default, shall have occurred and be 
continuing; the representations of. the Company in §Z shall be true on 
and as of the date of the making of such loan wlth the same force and 
effect as if ~ade 6n and as of such date; and a senior officer of the 
Company shall have so certified to the Bank. 
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§S. PARTICULAR COVENANTS OF COMPANY. From the date hereof and 
untll the termlnatlon of the Commltment and the payment in full of the 
Note and the performance of all other obligations of the Company under 
thls Agreement, the Company agrees that, unless the Bank shall 
otherwise consent ln writing: 

8.A. Financial Statements, etc. The Company shall deliver to 
the Bank: 

(1) As soon as available and ln any event within sixty (60) 
days after the end of each of the first three quarterly accounting 
periods ln each f!scal year: Consolidated Financials for the 
respectlve accounting period, certified by a senior acc~inting officer 
of. the Company, subject, however, to changes resulting 1m year-end 
audit adjustments, which certificate shall lnclude: a statement that 
such officer has no knowledge, except as specifically stated, of any 
default ln the observance of any of the provisions ln this Agreement, 
In the Notes or 1~ any other agreement or Instrument evidencing or 
relatlng to Oebt of the Company or any of its ~ubsldlarles; and, as to 
any default specifically stated ln such certificate, a statement as to 
what action the Company proposes to take with respect thereto. 

(2) As soon as ~vallable and ln any event within 120 days 
after the end of eac.11 flsc.al year: Consolidated Financials for the 
respectlve year, accompanied by (A) an opinion as to such Consolidated 
Financials of Independent certlfled public accountants of recognized 
standing, together with a statement by said accountants that their 
lnvestlgatlons for purposes of their opinion did not disclose, except 
as speclflcally stated, any default ln the observance of any of the 
provisions ln this Agreement, In the Notes or In any other agreement 
or instrument evidencing or relating to Oebt of the Company or any of 
Its Subsidiaries, and (8) a certificate signed by a senior financial 
offlcer of the Company stating that said Financials fairly present the 
financial condltlon and results of operations of the respective 
corporations as at the end of such year and for the year involved and 
that such officer has no knowledge, except as specifically stated, of 
any such default, and, as to any default specifically stated ln such 
certlflcate, stating what ~ctlon the Company proposes to take wlth 
respect thereto. 

(3) Each set of Financials furnished pursuant to clause (1) 
or clause (2) immediately preceding 'hall be accompanied by 
computatlons (certlfled as complete and correct by a senior flnanclal 
officer of the Company) showing in detail satisfactory to the Bank 
whether or not the Company ls at the time In compliance with 
§§8.K(ll), R.L, S.H and a.N. 
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(4) Promptly after their ~ecomlng available: 

(a) Coples of all financial statements) reports and 
proxy statements.which the Company shall have sent to lts stockholders 
generally. ·'""·''" '' '" 

(b) Coples of all reglstratlon statements and regular 
and periodic reports, lf any, which the Company shall have filed with 
the Secur l t Les and Exchan_ge Cornml ss lon, or any governmental agency . \; 
substituted therefor~ or with any national securities exchange. 

(5) Fr4rn time to time, with reasonable promptness, such 
information regarding the business, affairs and financial condition of 
t~e Company, ~ach of its Subsldiarles and each other firm or company 
in which the Company has a material lnvestmerit (direct or lndlrect) 
as the ~ank may reasonably request. 

8.B Taxes and Clal*s· The Company shall pay and discharge, and 
cause each--or-its Subsldlarles to pay and discharge, all taxes, 
assessments and governmental charges or levies imposed upon it or upon 
its lncome or profits, or upon any property belonging to lt, prlor to 
the date on which penalties attach thereto, and all lawful claims 
which, lf unpald, might become a lien or charge upon the property of 
the Company or such Subsidiary; provided that neither the Company nor 
any such Subsidiary shall be required by this paragraph to pay any 
such tax, assessment, charge, levy or claim the payment of which ls 
being contested ln good faith and .by proper procee'dlngs. 

S.C Insurance. The Company shall maintain, and cause each of 
lts Subsidiaries to maintain, insurance ln responsible companies (or 
by way of self-insurance maintained ln accordance with sound . 
principles of self-insurance) in such a~ounts and against such risks 
as ls usually maintained by owners of similar businesses and 
properties ln the same general areas ln which the Company or such 
Subsidiary operates. 

8.D. Maintenance of Existence; Conduct of Business. The Company 
shall, and shall cause each of lts Subsidiaries to, preserve and 
malntaln its corporate existence and all of its material rights, 
privileges and franchises necessary or desirable (in the opinion of 
the board of directors of the Company) in the normal conduct of its 
business, and conduct its business ln an orderly, eff lclent and 
regular manner, provided that nothing ln this paragraph contained 
shall prevent the termination of the business or corporate existence 
of any Subsidiary which in the judgment of the Company ls no longer 
necessary or desirable. 

8.E. 
cause each 
condition, 
necessary, 

" . . '\..~· 

Maintenance of Properties. The Company shall keep, and 
of its Subsldlarles tokeep, ln good working order and 
ordinary wear and tear excepted, all of its properties 
in ·the judgment of the·· Co11pany ,. in lt-s- business •.. 
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5. F. ~cess to Bo oles and Inspect Lon •. The Co111pany sh al L, upon 
appllcatlon by the Bank, give, and cause each of its Subsldiarles to" 
glve, any one or more representatlves o~ the Bank accjss durihg normal 
business hours to, and permlt such repre~entatlve or representatives 
to examlne, copy or make excerpts from, any and all books, records and 
documents in the possession of the Company or any such Subsldiary 
relating to Lts affairs, and to Inspect any of the properties ~f the 
Company ur any sueh Subsidt•ry, any information obtained under this 
paragraph which is confide~tlaL to be held confidential by the Bank 
(subject to disclosures required by law or regulation, disclosures in 
connection with Litigation between the Company and the Sank or in 
connection with a. transfer of any loan made hereunder and disclosures 
to professional experts retained by the Bank to advise it). 

8.C. ~:npll.ince with Applicable ~· The Co1Wpany sh~.11 comply, 
and cause each of Its Subsldlarles to comply, with the reqtilrements of 
all applicable laws, rules, regulations and orders of any govern:nental 
authority, a breach of which would materially and adversely affect its 
business or credit, ·except where contested ln good faith cind by 
proper proceedlngs. 

8.H. Litigation. The Company shall pro111ptly give the Bank 
notice in wrltlng of all lltlgatlon and of' all proceedings before any 
governmental or regulatory agency affectlng the Co111pany or any of its 
Subsidlarles, e~cept lltlgatlon or proceedings which, if adversely 
determined, would not have a material adverse effect upon the 
consol Ldated f Lnanc lal condition of the Co1Wpany a.nd lts Consolidated 
Subsidlarles. ·· 

8.I. Transactlons with Affiliates. Notwithstanding any other 
provisions of this Agree .. ent, the Co1Wpany shall not, and shall not 
per111Lt any of its Subsldlaries to, directly or indirectly (l) 111ake any 
loan, advance, extension or credit or capital contribution to or other 
investment in an afflllate (as below defined); (LL) transf~r, sell, 
assign or otherwise dispose of any assets to an affiliate (excluding 
payments to an affiliate of dividends, to the extent permitted )9 this 
Agreement, and pay111ents to an affiliate when due of prlncipal Gf and 
Lnterest on any indebtedness incurred prlor to the date of this 
Agreement); (lil) merge or consolidate •1th or purchase or acquire 
assets from an afflllate; or (lv) enter into any other transaction 
directly or indirectly with or for the benefit of an affiliate " 
(Lncludlng, wlthout llmltation, guaranties and assu1Wptlons of 
obllgatlons of an aff11Late). As used in this paragraph: (a) 
"affiliate" means any person (other than a Subsidiary of the Company) 
whlch directly or indirectly controls, or ls under common control 
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with, the Com~dny; and (b) "control" (including, wlth correlative 
meanln 1,i, "under common control with") means possession, directly or,, ·" 
l ndi rect Ly, of power to dl re ct or cause the dl rect ion of mandgement or: ./ 
policies (whether ~hrough ownership of voting secu~itles, by contra~t j 
or ot'herwise); provided that, in any event: ()() any person or !'( 
affliiated group of persons which owns directly or indirectly 251 or L 
more of the ,rfecurlties having ordinary voting power for the election \ 1 • 
of directors of a corporation shall be conclusively presumed to 
control such corporation, (y} no person shall be deemed to be an 
afflliate of a corpo.ratlon solely by reason of being an officer or 
director of such corporation, and ~z) no person shall be dee~ed to be 
an afflliate sol~ly beca~se the Co~~any controls such person. N~ 
provision of this ~greement shall prevent the Company from 
r~purchaslng common stock of th~';Company from stockholders (including 
any af f 111 ates); provided that, llnmedl ate ly after each such repurchase 
and.giving effe~t thereto, no event of default specified in §9, and no 
event which with ~otice or lapse of time or both would become such1n 
event of default• •ill have occurred a~d be continuing. 

8,J, ERIS~. The Company shall• and shall cause each of its 
Subsidiaries to, comply with the ptovlslons of ERISA with respect to 
each of its Plansf and as soon as possible after the Company knows or 
hds reason to know that any· Reportable Event with respect to any Plan 
of the Company or any such Subsidiary has occurred, the Company shall 
furn.ish to th~ Bank a statement signed by a senior officer or the 
Company setting forth details as to such ReportAble Event and the 
action, if any, which the ~ompany or the respective Subsidiary 
ptoposes to take with respect thereto, togethet with a copy or the 
notice of .such Reportable Event furnished t:> PBGC. 

8.K.Y Liens. The Company shall not• and shall not permit any of 
lts Consolidated Subsidiaries to, create or suffer to e)(ist any 
assignment, mortgage, pledge, security interest, conditional sale or 
othet title retention agreement, lien, charge or ~ncumbrance upon any 
~f lts property.or assets, now owned or hereafter acquired, securing 
any lndebtednes~ or obligation (all such security being herein called 
"liens") e)(cept . ' 

(i) Haterialmen's, suppliers', ta)( and other llke liens 
arising in the ordinary course of business securing obligations which 
are not .overdue or are being contested in good faith by appropriate 
proceedings, ilens arising in connection wlth workmen's compensation, 
unemployemnt insurance, appeal and release bonds, and other liens 
incident to the conduct of business or the operation of property or 
assets and not incurred in connection wlth the obtaining of any 
advance or credit. · 
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(ii) Liens exi!ting on assets at the tlme of acqulsltlon 
thereof by the Company or a Consolidated Subsidiary and not created in 
contemplation of such acquisition (provided that any such liens on 
current assets shall b€ discharged within 180 days after the date of 
acquisition). 

(ill) Additional liens on fixed or capital assets provided 
that the aggregate principal amount of the Debt secured by each such 
lien shall be at Least equal to 90$ of the net book value of the 
assets which are subject to such lien (determined at the time s~ch 
Debt t~ incurred), ~xcept that (a) such requirement shall not apply to 
any lien on a par.tlcul,ar asset lf the aggregate principal amount of 
the Debt secured by such lien does not exceed $300,000 and (b) liens 
on convenience stores may secure Debt in an aggregate principal amount 
less than 90$, but at least equal to 75~, of the net book value of the 
resoectlve store or stores which are subject to such liens (determined 
at the time such Debt is incurred) so long as the aggregate net book 
value of the assets which are subject ~o all such liens referred to in 
this subclause (b) shall not exceed $10,000pOOO at any time. 

8.L. Workl~ Capital. As at the end of each quarterly accounting 
peritid the Company shall causer (i) current assets of the Company and 
the Consolidated Subsidiaries, on a consolidated basis, to be an 
amount at least equal to 150% of their curre~t liabiiitles, on a 
consolidated basis; and (ii) such consolidated current assets to 
exceed such consolidated current liabilities by •n amount at least 
equal to $40,000,000. For purposes of this §8.L, investments in 
stocks issued by any person shall not be treated as current assets 
except that any such investments in stock of corporations less than 51 
of the voting shares of which are held by the Company and Consolidated 
Subsidiaries (in the aggregate) may be included in current assets to 
the extent permissible under generally accepted accounting 
principles. For purposes of §8.L., current liabilities shall be 
calculated in accordance with generally accepted accounting 
principles, except that all borrowings by the Company (a) under the 
revolving credit provisions of the Existing Agreement or other similar 
revolving credit agreements (heretofore or hereafter ~ntered into) 
which by their terms are not payable within one (1) year, or (b) under 
other agreements with banks with a term of less than one (1) year 
which the Company has heretofore or may hereafter enter into, which 
borrowiF~s under (a) and (b) above tn the aggregate do not exceed the 
aggregate of the Company's borrowlng limits under the revolving credit 
provisions of the ~xlsting Agreement and other similar revolving 
credit agreements referred to in subsection (a) above, shall be 
excluded and deemed to be long term debt • 
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9.M. Het Worth. The Company shall not permit Net Worth to be 
less thdn the soecified amount (as defined immedlateiy below). In 
this paragraph "specified amount" means: (a) $45,000,000 through and 
including December 25, 1981; "(b) $57,000,000, $62,bOO,OOO and 
$70,000,000 during the .Company's .,fiscal years •ending in December 1982, 
19S3 and 1984 respectively, such interim fiscal year amount thereafter 
increasing by $5,000,000 as of the first day of each succeeding fiscal 
year; and (c) $57,000,000, $62,000,000 and $70,000,000, as of the last 
day of the Company's fiscal years ending in December, 1981, 1982 and 
l983respectively, such f lscal year end amount thereafter increasing by 
$5,000,000 as of the last day of each succeeding fiscal year. 

8.N. Total Liabilities. The Company shall at no time permit: 

(~) Total Liabilities to exceed: 

(i) the specified percentage (as defined immediately below) 
of Net Worth. In this clause (i) "specified percentage" means: 375' 
during any of the Company's fiscal years; provided that as of the last 
day of the Company's fiscal years ending in (a) December 1981, the 
specified percentage shall be 300'l; (b) December, 1982, the ,,.specified 
percentage shall be 295'1; (c) 9,ecember, 1983 and each fiscal year end 
thereafter the specified percentage shall be 2901; or 

(11) the specified percentage (as defined immediately below)~ 
of the su~ of Net Worth plus Subordl~ated Debt. In this clause (ii) 
"specified percentage" means: (a) 1751 during the Company's fiscal 
year ending in December, 1981 and during each fiscal year thereafter; 
(b) 1501 and 1451 as of the last day of the fiscal years ending in 
December, 1981 and 1982, respectively; and (c) 1201 as of the last day 
of the Company's fiscal years ending in December, 1983 and each fiscal 
year thereafter. 

(3) The sum of Total Liabilities plus Subordinated Debt to 
exceed the specified percentage (as defined immediately below) of Net 
Worth. In this subparagraph (8) "specified percentage" means: (a) 
500~ during the Company's fiscal year ending in December, 1981 and 
during each f i seal year thereafter; and ( b) (;1) 3751 and 3701 as of 
the la~t day of the Company's fiscal years ending in December, 1981 
and 1982, respectively; and (ii) 365S as of the last day of the 
Company's fiscal year ending in December 1983 and each fiscal year end 
thereafter. 

8.0. Acguisitions, Sales, Mergers. The Company shall not, and 
shall not permit any Consolidated Subsidiary to, consummate any 
Acquisition, or sell, lease, assign, transfer or othecwlse dispose of 

... 
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(whether in one tr.rnsaction or in a series of related transactions) 
all ur .my ,.at er i.il part of its .is sets, whether now owned or herecifter 
acquired, or be .s party to any merger or consolidatlon, except thcit 

(i) The Co,.pciny and the Consolidated Subsidiaries may sell 
inventory (.is def lned in the Uniforia Co•11ercial Code) in the ordinary 
course of business. 

(ii) ~ny Consolidated Subsidiary may be •erged into, or 
transfer assets to, the Co11pany or any other Consolidated Subsidiary, 
or the Co11pany may transfer assets to any Consolidated Subsidiary all 
of the stock of w~lch ls owned, directly or lndlre~tly, by the 
Company. 

(ill) Any corporation not a Consolidated Subsidiary 11ay 
•erge into or consolidate with the Company or a Consolidated 
Subsidiary pursuant to an Acquisition per•itted by clause (lv) 
immediately below. 

(lv) The Coiap~ny or any Consolidated Subsldlary 11ay effect 
Acqulsltlons; provided that, immediately after each such Acqulsltlon 
and giv~ng effect thereto, the Company will be ln co~pllance with lts 
agree11ents herein, and, ln the ccise of any 11erger or consolidation to 
which the Compciny is a party, the Company wlll be the continuing or 
surviving corporation. 

(v) Notwithstanding the provisions of this paragraph and 
paragraphs 8.D. and 8.E. of this ~greement, the Company 11ay sell or 
otherwise dispose of all or any part of the stock, assets or business 
of its Cudahy Compciny subsidlary. 

8.P. Default, etc. The Company shall forthwith notify the Bank' 
if any event of default specified in f9, or any event whlch wlth 
notice or lapse of tl•e or both would beco•e such an event of default, 
shall have occurred, specifying what action the Co•pany proposes to 
take with respect thereto. 

f9. DEFAULTS. If any one of the following "events of default" 
shall occur and be continuing, namely: 

9.~. ~ny representation or warranty 11ade by the Company in SZ 
shall prove to have been Incorrect, or shall be breached, ln any 
material respect, or any staiement or certificate furnished by or on 
behalf of the Company under thls Agreement shall prove to have been 

::=:--incorrect in any material respect; or 

9.13. Either (l) default ln the pay:aeht when due o'f any prlnclpal 
or the Note or (ii) default in the payment when due of any interest on 
the Note and the continuance of such d~fault for two days or (ill) 
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default ln observance of the llmltatlons on the aggregate amount of 
'dvances which •ay be outstanding at any one time contained ln fl.,; 
or 

9.C. Default by the Co•pany ln the perfor111ance of any agreement 
ln ffB.K. through e.o, lncluslve,.whlch shall re•ain unremedled for 10 
days after the r1rst day the Company became aware or should have 
become aware of the eKlstence of such default; 

9.o. Default by the Company ln the performance of any other 
agree111ent ln thls ~greement which shall remain unre~edied for 30 days 
after written no~lce ther~of shall have been given to the Company by 
the 8ank; or 

9.E. ' jud~ment or judg•ents for the payment of money ln eKcess 
of $500,000 ln the aggregate shall have been rendered against the 
Company or any of its Consolidated Subsldiarles (each such corporation 
being hereinafter in this §9 called "a Corporation"), and t~e sa•e 
shall have remained unsatlsifed and ln effect, without stay of 
eKecutlon, for any period of 30 consecutive days; or 

9.F. 'ny bond, debenture, note or other evidence of Debt of any 
Corporation shall have beco•e due. before stated •aturlty by the/ 
acceleration or the maturity thereof by reason or default or shall 
hJve become due by its ter111s and shal 1 not be pro111pt ly paid or 
eKtended; or • 

9.C. 'ny default or event of default under any indenture, credit 
or loan o19ree11ent or other agree•ent or instru•ent under which Debt of 
any Corporation ls outstanding or by whlch the sa•e ls evidenced 
(eKcludlng this 'greement) shall have occurred and shall have 
continued for a period of time surflclent to per•lt the holder or 
holders or the respective Debt (or a trustee on their behalf) to 
accelerate the 111aturlty thereof; or 

9.H. 'ny Corporation shall (1) apply for or consent to the 
appointment of a receiver, trustee or liquidator of ltselr or of lts 
property, (li) be unable, or ad•lt in wrltlng inability, to pay its 
debts as they mature, (111) make a general asslgn•ent for the benefit 
of creditors, (lv) be adjudicated a bankrupt or insolvent, or (v) file 
a voluntary petltlon in bankruptcy or a petition or answer seeking 
reorganization or an arrangement with creditors or to take advan(age 
of any hankruptcy or insolvency law or an answer ad•lttlng the 
material allegations of a petition filed against It In any bankruptcy, 
reorganization, arrangement or insolvency proceeding; or corporate 
action shall be taken by lt ror th.e purpose. of effecting any of the 
foregoing; or 

9/ 
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9.t. #ithout the application, approval or consent of the 
respective Corporation, a proceeding shall be ln,tituted ln any court 
of competent jurlsdlctlon, seeking ln respect of any Corporatloni 
adjudicat"l.on in bankruptcy, reorganlzatlon, dissolution, winding up, -
Llquldatlon, a composition or arrangement with creditors, a 
re-adjustment -0f debts, the appointment of a trustee, receiver. 
l lquldator or the lt Ice of such Corporation or of all or any 
sub$tantial part of its assets, or other like rellef in respect of 
such Corooration under any bankruptcy or insolvency law, or an order 
for relief shall have been entered in respect of any Corporation under 
Title 11 of the United States Code; and, if such proceeding or such 
order for relief Js being contested by such Corporation in good faith, 
the same shall continue undlsmlssed, or unstayed and in effect, for 
aryy period of 30 consecutive days; of 

9.J. 'll or any material part of the property of any Corpora(ion 
shall have been conde111ned; seized ,or otherwise appropriated, or 
custody or control of such property shall have been assumed, by any 
court or governmental agency of competent jurisdiction, and such 
property shall have been retained for a perlod of 30 days; or 

9.K. lny corporation shall, for any rierlod of at least 30 
consecutlve days, have failed ln a material respect to 111eet lts 
111lnlmum funding requirements under ERISA with respect to any of its 
Plans, or any of its Plans shall be the subje~t of voluntary or 
involuntary termination proceedings which may result in an unlnsuf~d 
pay111ent or repayment ilabllity of such Corporation to PBCC ln an 
amount which ls material in r~latlon to Ket Worth, 

THEREUPON: 

(1) In any case referred to ln §9.H. or §9.I. as to which 
the Company ls "the Corporation" involved, the Co11111lt11ent of the Bank 
shall Immediately ter•lnate and the principal of and interest on all 
the Note and all other obligation~ of the Company hereunder shall 
become immediately due and payable, without notlce or demand. 

' ii ,, 

(Z) In any other case referred to ln §§9,A. through 9,K. 
inclusive, the Bank may, by written notice to the Company, terminate 
the Commitment of the Bank and/or declare the principal of and 
interest on the Note and all other obllgatlons of the Company 
hereunder to be immediately due and payable. Upon any such 
declaration the N~te and other obligations shall become im~edlately 
due and payable, without protest, presentment, notice or demand, all 
of which are expressly waived by the Company • 
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10. NOTICES. Except as otherwise specified herein, all notices, 
requests and demands shall be given to or made upon the respective 
partles hereto at their respective addresses specified after their 
signatures or, as to any party, at such other address as may be 
designated by lt ln a written notice to each other party. Unless 
otherwise expressly provided herein, all notices• requests, consents 
and demands hereunder shall be effective.when duly deposited in the 
malls, reglsteted mall postage prepaid, or transmitted by telex, 
addressed as aforesaid, except that notices under §4 shall not be 
effective until received. 

§ 11. IHSCf..LLAHEOUS. 
;/ 
(I 

It.A. Waivers, etc. Ho failure on the part of the Bank to 
e~ercisef and no delay ln exercising, and no course of dealing with 
respect to, any right hereunder shall operate aso,'1 waiver thereof; nor 
shall any single or partial exercise of any right heteunder preclude 
any other or further exercise thereof or the exercise of any other 
right. The remedies herein provided are cumulative and not exclusive 
of any remedies provided by law. 

11.B. fxpenses.. T,he Company agrees to pay, whether or not any 
loan ls made hereunder, (1) the reasonable fees of counsel for the. 
Bank in connection •ith the making and administration o~.this 
Agreement; (ll) all documentary stamp or like taxes, li'any, upon any 
documents or transactions pursuant to this Agreement; ~nd (iii) costs 
of collection (Lncludin~ reasonable counsel fees) if default ls made 
ln payment of the Note. : 

t~.c. Offsets, etc. Nothing in this Agreement shall be 
waiver or prohlbltlon of the Bank's ~lght of banker's lien or 

de.emed a 
offset. 

];., 

ti. o. Governing Law. This ~9rec111ent and the Note shall be 
governed by and constr•Jed in accor-dance with the substantive law of· 
the State of New York. 

11.E. Amendments, etc. This Agreement may not be amended or 
modified, nor may any of its terms be waived, except by written 
instruments signed by the parties. 

1 hF. Successors. Th ls Agt'ee'ment shall be binding upon and 
inure to the benefit of the Bank, the Company and their respective 
successors and assigns. The Bank may assign its rights under this 
Agreement and under the Note~ but the Company may not transfer its 
right to borrow under this Agreement without the prlo~ written consent 
Qf the Bank • 
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11.G. _iccountlng. Unless otherwise expressly provided in ·this 
Agreement, or,unless the Bank shall otherwise consent in writing, all 
financial statements and reports in respect of the Company and/or its 
Subsidiaries furnished to the Bank hereunder shall be prepared, and 
all computations and determinations hereunder shall be made, in 
accordance with generally accepted accounting principles and practices 
(including, when applicabl~, principles of consolidation), applied on 
a·~asls consistent with th3t applied in preparing the Base 
Financials. 

11.H. Counterparts. This Agreement may be executed ln any 
number of counterparts, all of which taken together shall constitute 
one agreement, and any of the parties hereto may execute this 
A~reement by signing any such counterpart. 

IN WITNESS WHEREOF, the parties hereto have caused this Agreement 
to be duly executed as of the day and year first above written. 

,. 

22 Gate House Road 
Stamford, Connecticut 06902 

RSC FINANCE B.V • 

.. 
By 

~~-·~~-~--~-----------Tl t le: ·. ·.··.. . . 

c/o The Royal Bank of Canada 
55 East 52nd Street 
New York, New York 10055 
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SCHEDULE 1 

Form of Credit Note 

s ....... . • ••••••••••••••••• ' 19 •• 

FOR V~LUE RECEIVED, the undersigned, a Hew York corporation ("the 
M~ker"), hereby promises to pay to the order of RSC Finance 8.V. ("the 
Payee"), on or before September 30, 1988, at the office of The Royal 
Bank of Canada at 68 William Street, New York, N.Y. 10005, the unpaid 
principal amount of each of the ~dvances made by the Payee to the 
Maker pursuant to the ~greement (as defined below), In lawful money of 
the United States, and to pay interest from the date hereof on the 
principal amount ·of each ~dva.nce, or the unpaid balance thereof, in 
like money, at said office, (i) every 90 days after the making of such 
Advance, and (11) upon the repayment of each such Advance in full 
(Including upon repayment through the making of a new ~dvance), at 
such rates as are specified in the ~greement. Overdue principal shall 
bear Interest at a rate Z,. per annum above the LIBO Rate on that day 
for an Interest Period of 90 days (as such terms are defined in the 
Agreement). 

This note ls the Note referred to in the Credit ~greement dated 
as of Nove~ber 13, 1981 between the Haker and the Payee (the 
"A~reement"), and ls entitled to the benefits provided in said 
Agreement • 

By e~ecutlon and delivery of this note the Maker hereby 
authorizes the Payee to endorse on the reverse side of this note the 
amount of each of the Advances made hereagainst by the Payee under 
§3.A of said Agreement and the amount of each paymerit of principal 
received by the Payee on account of said ~dvances. In the absence of 
manifest error, such endorsements shall be conclusive on the Haker and 
payments of principal of and interest on thls note shall be made In 
reliance thereupon. 

Upon the occurrence of a~ event of default, as defi~ed in sald 
Agreement, the principal hereof and.accrued interest hereon may become 
or may be declared to be forthwith due and payable in the matter, upon 
the conditions and with the effect provided therein. 

The Haker may at its option pay all or any part of the principal 
of thls note before maturity upon the terms provided ln the Agreement. 

GENERAL HOST CORPORATION 

8 . '---------·-Title: 
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[Reverse or For11 or Note] 

Loans and Payments or Principal 

.\11ount or 
'idvance 

.\lllount of 
Principal 
Paid 

Unpald 
Principal 
Balance 

/t!)/, 

Notation 
Made by 
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THE 1982 EXECUTIVE COMPENSATION PROGRAM 

I. ELIGIBILITY AND PARTICIPATION 

Individuals eligible 'to participate are the following: 

-Chief Operating Officer 
-Group Presidents 
-Operating Company Presidents 
-Designated Corporate Staff Members 

The basis of participation for individuals who are permitted 
to enter the Plan during the year will be determined at time 
of entry by the Chief Operating Officer. 

IIA. PROGRAM DESIGN SENIOR EXECUTIVES AND INDIVIDUALS WITH 
DIRECT OPERATING COMPANY RESPONSIBILITIES 

,,,The program is designed to pay a bonus that ranges up to 60\ 
of base salary. The amount of the bonus award will be based 
on three factors: 

-Operating Profit Goal Attainment 
-Specific Goal Achievement 
•Corporate Target Result Attainment 

1) Operating Profit Goal Attainment 

Participants can earn .. bonuses ranging up to 30\ of base 
salary, based on the relationship between reported profit.y 
and the operating profit· goals established by the ChieV 
Operating Officer. Profit goais will be set for the · 
3\, 15\ and 30\ payment levels~ payments for achievement 
of profits between the goals established for the 3\ .and 
15\ levels, and the 15\ and 30\ levels, will be inter
polated to the nearest $100. Re~rted operating income 
will, in all cases, be computed (l) before provisions 
for Federal and State Income Ta\xes, (2) after provisions 
for payment of bonuses not payable under ~.his Executive 
Compensation Program and (3) will be adjusted to reflect 
any variances for the year between actual and budgeted 
interest expense (both interest on working capital and 
outside inter.est expense). In the case of the Chief 
Operating Officer, provisions. will also be· inade in the 
computation of operating profit for pa~'ll)entiof bonuses 
to other participants in this Program, pursuant to 
Paragraphs IIA (1) and (2) and IIB (l1l. /;_/ ~ 

In determining the extent to which al& individual l1as met 
bis profit goals, the Chief Operating Officer will, ih 
unusual circumstances, ?!ave the discretion to reduc:e 
reported operating profit appropriately, for pur;Po~es of • 
this Program, where reported profits -were achieved by 
actions significantly at variance with planned profit 
achievement which did not receive prior review and 
approval of the.chief Operating Officer. 

II, 
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In addition, at the discretion of the Chief Operating 
Officer, operating profit for the performance year will 
be increased or decreased by 20' of the difference be
tween the assets employed in the business at the be
ginning and end of the current performance year. 

2) Specific Goal Achievement 

a) 

b) 

Up to 20' of base salary will be paid for the 
achievement of specific goals. Operating profit 
levels will be established for each participant 
below which any bonus will be reduced by SO' and 
a level below which no bonus will b~ paid for 
specific goal achievement. ' 

The ,.specific goals will be developed between the 
part!icipant and his immediate superior, and apprl'Jved 
by the Chief Operating Officer. Goals shall not be 
more than five (preferably four) specific itemSi 
these items will have a weighted value approved by 
the Chief Operating Officer and recorded with the 
Administrators. 

The participant, in conjunction with the Administrators, 
is to submit the degree of accomplishment and recom
mended award to the Chief,Operating Officer within two 
weeks following the close of the year. 

Goal revisions, where appropriate, are to be submitted 
and approved by the Chief Operating Officer. 

3) Corporate Target Result Attainment 

When the Corporat~ Target Result is achieved, any 
bonus otherwise earned under this Program is increased 
by 20\. The Corporate Target Result will be computed 
after provision for bonus payments due pursuant to 
Paragraphs IIA (1) and (2) and IIB (1). 

The Chief Operating Officer determines the Corporate 
Target Result, subject to the approval of tb~ Board 
of Directors. The Corporate Target Result w111 be 
recorded with the Administr~tors along with the 
operating profit goals and !f/pecific goals of each 
participant., , ·· · 

IIB. PROGRAM DESIGN CORPORATE STAr'F MEMBERS 

The Program is desJgned to pay a bonus that ranges up to a 
maximum of eith.er 24' or 36\ of base salary depending on 
position. The amount of tbe._bonus .. award will .. l?e .based on. ___ _ 
specific: goal achievement and corporate target result attain
ment. · 
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1) Specific Goal Achievement 

Depending on position, a maximum of 20\ or 30\ of base 
salary will be paid for the achievement of specific 
goals (see Paragr!lph IIA (2b) regarding establishment 
of specific goals). Any bonus payable under this 
Paragraph is also subject to the following limitations: 
( 1) if less .t:hal\, 'lS,\, Rf the Corpor~~~-' 'f~rget Result is 
achieved, any bonus otherwise earned is reduced by 50\f 
(2) the Chief Operating Officer will establish an opera
ting profit level for -the .Corporate .Staff.-be.low which . ··'", 
no bonus will be paid. For purposes of this.Paragraph .. 
IIB (1), provisions will be made for payment of bonuses 
(other th~n to the Chief Operating Officer) pursuant 

· 't"l~ I 

to Paragraph IIA (1) and (2), before de~ermining the 
extent to which the Corporate Target Result has been 
attained. 

2) Corporate Target Result Attainment 

When the coiporate Target Result is attained, any bonus 
otherwise earned under the Program is increased by 20\ 
(see Paragraph IIA, 3 above). (i:l 

' 
GENERAL PROGRAM CONTROLS 

1) No awards will be paid with respect to achievement of 
speci.£ic goals in a year when cash dividends on Company 
Conunon Stock are not paid. If a dividend is paid for a 
portion of the year, any specific goal achievement bonus 
otherwise earned will be prorated. 

2) Any bonus otherwise payable under this Program to the 
Chief Operating Officer or any Corporate Staff Membe~ 
will be reduced proportionately to the extent necessary, 
if any, to prevent the Corporation from reporting a loss 
for the fiscal year.in question. 

3) Notwithstanding anything else .in the Program, no bonus 
will be paid to any individual whose overall performance 
during the year, in the judgement and discretion of his 
supervisor and the Chief Operating Officer, was unsatis
factory. 

IV. AD1-lINISTRATION 

1) Individual awards will be based on base salary as of 
January 1. 

2) The Plan must be approved by the Board of Directors • 
The Chief Operating Officer's goals and the Corporate 
Target Result must also be approved by the Board of 
Directors. 

. ··-. 
u 
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3) The Vice President - Human Resources and the Director -
Planning will be the Administrators of the Program • 

.. They will ,prepare a report for the Chfef Operating 
Officer by the end of January of each year documenting 
last year's results and presenting l:istings of: 

ft) 
b) 
cl 
d) 
ei 

. . ' - .. - ~'- - .• , .. , 
This Year's Participants .. .. 
Operating Income Objectives • . _ 
Specific" 00bJ0 ectives' 'f "' ''E·r· h . .._ . ·t .. ·• ' ·it ..... . _ .. . . or . ~c;:: rar. l.Cl.Plllh•.·. , , 
Corporate Target Result · 
Current Year's Bonus Possibilities for Each 

• • . • ' ·•1 t ~ 

Pj!lrti.ci.pant 

4) The Chief Operating Officer will have full and final 
discretion to determine the amount of bonus, if any, 

:. ._ : . • ... :... 

to be paid to any Participant who dies or ret,ires during 
the year, or whose responsibilities are changed during 
the year, subject to the approval of the Board of 
Directors. 

In the event there is any dispute as to the amount of 
any bonus payable under this Program, the Board of 
Directors will have full and final discretion to re
solve the matter as it deems equitable and appropriate. 

5) Any bonuses payable under this Program will be payable 
a reasonable time after audited financial statements 
for the full year are available • 

" 
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EXHIBIT (11) 

• Gll.lllL BOST COIPOllTIOI 

COMPU~ol1'IQ~ <tF PULL! DILUTID llilUCS Pll SBlll 

PJBcal teara lnded 

0 1911 
Pl"OJliaate to Dece•bel' 31 

. 1980 1979 1978' cm tboualld9, except 
Pfl;')' *-aaounta) 

• Coaputatton or tlllndnp: 

Incoae ftoo• ClOntlnldJai opel'attoaa • 11,631 • "11,1116 • 9,672 • 2,51~ 
lll•inattoa ormterelt and debt apeme: 

5 J CODYertala mbcrdlnated debenture. 200 207 207 207 ··~ 
11 J CODYertala mbcrdinated debenture. 1,171 2,397 ''1. 
12 3/11 J CODY4irtlbla 811bardSnated' debentura II, 799 2,610 u ,;. 

Incoaetu• 1!111) 111§6) ~6;!11) <112> 
Pro tcrila mco•e ftoo• contlnlmll operattom 15,923 12,937 10,111& • 31 
Dillcontlnued operation. ~1618116> 101565 
Pro rcr•i :lnco•• beftre extracrcUM17 p1na 15,923, (3,909) 20,9f1 .. ,, 
Pro tcr•a extraCl'dinarf p1na 2}~ .·I:~~ 2111a1 
Pro rcr•a net mcoae . • 18:2 .-1 • 3011162 

·~·. 

P~abaNa: 
'I' 

lwerap co• •on ahalW and co• aon abare 
equinlentll cutatandinl 11,733 5,703 11,8116 3,llTT 

Ccntlngen~ Jmuabl8 lhaNll: 
~"-"" Conwerslon or comill'tUlle aabcrdinated ./ 

debenbree 2,~05 1,661 1,1163 2,8110 
lddWOntiabarest H oltlng ftooa UllUaed " 

ezll'Ciae er stock options 36 62 115 90 
Shares earned but not 1et imued under 

e•plo1•ent contracts 
7157* 

II 
PulJ1 diluted S1ere11 711126 6.11211 ijll11 

Pull1 diluted eaminp per llh&N: 

Inco•e ft'o• continuing operations • • 2.10 ! t?ll • 1.62 ! .60 
D!acontlnued operations ---- 1.65 
Inoo•e bercre eztnordinarf gains 2.10 3.27 
Eztl'aord.inarJ pim ·i' b 1.111 
Het~co•• • 2.~, i 11.1 

If 
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$ales Of clfntinuing operations 

Income from continuing operatio~s 
before income taxes 

Income taxes 

Income from continuing operation5 · 
Discontinued operittions, after income taxes 
Income (ll>ss) before extraordinary gains · 
Extraordinary gains 

Netincoine 

Primary earnings per share: 
Income from continuing operations 
Dilicontinued operations" 
Income (loss) before extraordinary gains 
Extraordinary gains 

Net income 

" FUily diltited earnings per share: 
Income from continuing operations 

Extraordinary gain 

Net income 

Unleas specilically indicated or · 
otherwise clear from the context, 
throughout this report all numbers 
of common shariis and amounts 
per share reflect a two·for·one 
split of General Host stock accom· 
plished by distributing additiunlll 
shares on. Februar~ 5, 1982. 

I/ 

1981 
"""" .... ,_,,._, 

• 497,828 

• 15;107 
3,469 

11,838 

11,838 
2,330 

• 13,988 

• '" 2.4.8 

2.48 
.49 

• 2.95 

• .. 2.10 

:31 

• 2.41 

• .45 

• 55,284 

$288,527 
$124,237 

• 77,520 

82% 

• 18.83 

4,725 

1980 
" ~--·-~, 

$ 424,713 

$ 22,005 

" 
10,589, 

11,416 
(18,142) 
(6,726) 
7,141 

$ ,.,, 415 

$ 2.00 
(3.18) 

(1.18) 
1.25 d: 

$ .07 

$ 1.74 

1 
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.spe.•~d·Cdty···.•.•.talllng.• ... '.o•'•ou•p·· .............................. .. 
(Dolfa,j~l rnilliona) 

s,1i:1a111 lbod SIOI• 1981 1990 ConYenlence 11orea 1981 1980 
-=-~~=-~~~~~~~~~~~~~~~~ -~~~~~~~~~~~~~~~-

Sale 8 • • 10. 7 • a.4 Sale• •t77. 7 •113.i 
Percent oftotal · 18% 12% Percent ortotal 36% 38% 
~~~~~~~~~~~~~~~~~~~~ 

Operatiq income • B:il • 13.4 Operatintr income S 8.3 • 8.1 
Percent oflotal 25% 38% Percent of total · 22% 18% 
~~~~~~~~~~~~~~~~~~~~ 

Hickory Farms' 557 shops are located in high-traffic 
enclosed shopping malls. Hickory Farm$ is a.major 
retailer of specialty foods and "gift paks" featuring a 
wide i>.&lortment of branded products, including the 
famfilts Beef Stick summer sausage as well as a broad 
line:pf cheeses. 

!bod Products Group 
(Dollars in 'k.ilUonsJ 

Sales 
Percent of total 

Opel'atins income 
Percent of total 

1981 

• 77.7 
16% 

• &.8 
15% 

1980 

• 7&.3 
18% 

• z.s 
7% 

Van de Kamp's is one of the country's leading produc
ers of frozen foods. Van de Kamp's brands of fish and 
Mexican entrees and dinners are recognized for their 
high quality and fine taste. For good eating at home, 
Tumbellini Foods has established a strong reputation as 
Pittsburgh's best producer of Italian frozen foods, espe
cially pizza. 

Salt and~ ....... 1981 1980 

Sales • 78.3 • 89.11 
Percent of total 15% 16% 

Operating income • 9.8 • 8.7 
Percent of total 26% 25% 

Milk Specialties is a major producer of specialty feeds 
for young farm animals. Its primary product is milk 
replacer, which is fed to grm1.ing calves as a substitute. 
for whole milk. Milk Specialties' National brand is the 
leading mink feed sold in the U.S. 
American Salt i~ regional producer of a full range of 
salt products for agricultural, water conditioning and 
food processing applications. It operates a rock salt 
mine and an evaporated salt plant in Kansas, and pro
duces solar salt by channeling water from Utah's Great 
Salt Lake into solar evaporation ponds. 

2 
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Little General operates 460 convenience stores in 
seven states, with over half of the stores located in 
Florida. About 45% of the stores feature self-service gas
oline pumps, and an increasing number include snack 
food centers. 
Hot Salli is the country's largest retailer of freshly 
baked soft pretzels. Hot Sam's 130 stores, located in 
enclosed shopping malls in 26 states, also sell other 
snack foods and beverages. 

Spl!dwllf ... Pa...mcta 
Sales 

1981 .:t • 7&.l 
Percent of total 15% 16% 

Operatins income 
Percent of total • 4.3 • 4.2 

12% 12% 

Cudahy Specialty Foods, a leading national processor 
of import-style deli-slicing hams under the Cudahy 
label, also produces a full line of consumer-size canned 
hams and luncheon meats. Under the Margherita and 
Caruso brands, Cudahy markets a broad line ofhigh
quality dry sausagE'S nationally. 

• 
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· Dim liiireMiaen: 

is with great satisfaction 
that we report the excellent 
results General Host 
.achieved this year. At the 

outset of1981, General Host. 
set two major objectives for the ·:· 
year: to achieve earnings per share 
growth of 20% and to complete the 
divestiture of the fresh and prci
ce5sed meat segment of Cudahy 
Foods Co. We are pleased to tell 
you that both these goals were 
reached and exceeded during the 
year. The attainment of these 
short-term objectives will have a 
lasting impact on our fu~ure. 

In 1981, primar-y earnings per 
share from continuing operations 
increased an impressive 23% to 
$2.46 ($2.10 fully diluted) versus 
$2.00 per share ($1. 74 fully diluted) 
the previous year. Sales from con-

~nuing operations increased 17%. 
W> $498 million from $425 million. 

In 1981, net income increased to 
$14 million from $415,000in 1980, 
or to $2.95 per share ($2.41 fully 
diluted), versus $.07 per Share in 
1980. 

Despite losses of $2.9 million in 
tht: first three quarters due to high 
int&rest costs and Hickory Farms' 
seasonality, the Company's pre
tax income increat.ed 40% in the 
fourth quarter-a significant 
achievement in any year, but par-

tici~larly impressive in a ~jession
ary environment whicl,l~?esulted ih 
a poor Christmas selling season 
for many retailers. · 

Operating Performance 
The sales and earnings' contribu
tions of our operations are now 
balanced, without undue depen
dence on any one business. That 
our i?Pecialty retailing businesses 
accounted for 54% of sales and 
4 7% of operating income in 1981, 
reflects the growing importance of 
this segment in our overall busi
ness strategies. Hickory Farms of 
Ohio performed well despite a 
very weak economy and was the 
single largest contributor to 
operating income-about 25%. For 
the Christmas selling period, 
Hickory Farms sales from com
P1J.ny-operated units totaled.$43.5 
million versus $32.4 million the 
prior year, or a 34% increase. 

One of the most significant 
aspects of the past Christmas sea
son was the increase in the 
number of Hickory Farms Christ
mas satellite stores to 1,012 from 
698 last year. These units played a 
major role in the success of 
Hickory Farms during its most 
important season arid. contributed 
to the 12% earnings gain achieved 
by Hickory Farms in the fourth 
quarter. 

Reflecting our continued confi
dence in Hickory Farms' potential, 
in November, General Host pur
chased 29 franchised stores in. Chi
cago, Milwaukee and St. Louis, 
thereby increasing the Company's 
participation in major metropoli
tan markets. These stores bring 
the number of company-operated 
units to 224, or 40% of the total 
number of Hickory Farms stores. 
Most importantly, these pur
chases increase our position in· 
Hickory Farms and our ability~t.<L 
maximize return on this exciting 
business. 

iiarris J. Ashton 
Chairman of the Board, 
President and Chief 
Executive Officer 

. ~-."-~.··.;:,,·.'·! 
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ineiucfin· CUiiiilt jllition was Also in 1982; the ·Board of Difec. 
teciucea\y $7million&o.h the tors voted w increase the quar- " 

0 

e~ll ofi980; neit yem; debt repay~ terly cash dividend to $.12~ per , 
tnents of only $3 million are sched". share from $.11% per share, after •. 
uled. After repaying all seasonal the stock split, On an annual, 

.·· borrowings, we finished the year basis this brings the dividend to C.ptaI Eqlendliureaof 
Aith $32 million in cash and mar- $.50 per !jhare. By increasing the Con~u!nir()peratlou 
~etable securities. o dividend~ the Board of Directors 

Rinds for 1982 seasonal working has expresSedits confjdence in the " 
" capitalrequirements are available continued growth of General ·· 

,. without additional borrowings, Host.1981dividends were non-tax• 
and we anticipate that all 1982 able because the Company reai-
J1!<1uiremehts for capital expendi- . ized for tax purposes a substantial 
tures W,iUbemet from. mt.ernally .. portion of the Cudahy divestiture 
gener11ted funds. · " losses, which were provided for in 

Capital expenditures in 1981 the 1980 financial statements. 
totaled approximately $16 million, During the year, General Host 
of which 63% was spent in the contiilued its firm commitment to 
Specialty Retailing Group. In the its role as a socially responsible 
coming year, capital spending Company. One of the many ways 
should increase to approximately we demonstrated our corporate 
$25 million, with over 75% of the citizenship was throµgh active 
expenditures in the specialty · participation infundraising clim· 
retailing area. paigns conducted by Hickory 

Book value per share grew to Farms lilld Little General, respec-
$16.83in1981, a 20% rise and a tively, on behalf of the Muscular ~/ 

.... 

reflection of the increased value of .Dystrophy and Cerebral Palsy ~Dl~perSbare 
tile Company. 'Tulethons. ·· 

On February 5, 1982, a two-for- In sum, 1981 was an outstanding 
illlliR.ne split of the Company's co .. m- year for General Host. The Com-
91on stock was completea by pany established itself as a 

means of a distribution of stock, as specialty retailer and specialty 
a result of which the Company . foods processor with an objective 
now has approximately 4.7 million of increasing earnings per share 
shares 9utstanding. We believe 20% per year through 1984. 
that the increased number of ~ General Host's financial per-
shares will facilitate trading and formance last year wa8 in large 
make our stock more attractive measure the result of the substan-
to investors. tial contributions of its employees. 

0 

The Company's success was also 
made possible by the strong sup
port and encouragement of our 
shareholders. 1b all, we express 
our sincere gratitude and look for
ward to 1982 as a year of even 
greater achievement. 

~;J- tf./4=. 
Harris J. Ashton 
Chairman of the Board 

March 10, 1982 
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Hickory Farms store 
employe•s'are speciRlly 
trail)ed to offer samples to 
customers as an inducement 
to purchase. An assortment 
of more than 125 cheeses 
gives the customer a broad 
selection from which to sam· 
pleand buy. 

." 

. ficient geographic coverage to J 
tify advertising in national media, 
Hickory Farms was able to use 
television as an effective advertis
ing medium,. both on the national 
and local levels. The more aggres-
sive approach was devised by 
Hickory Farms' new advertising 

.,-------------- agency, which repositioned the' 
n 1981, Hickory Farms con· company's consumer image using 
tributed 25% of General new research data. 
Host's operating income. The 

. strength of Hickory Farms' Hickory FVlllll Slore 

consumer loyalty was dem- •and•Kioek•· •..• Growth •. 'illlllllliilllliiiiiiiliii••-" .;,· 
onstrated by its performance dur
ing the Christmas season, which 
accounted for 52% of the full 
year's revenues. Despite the gen· 
erally lackluster Christmas season 
experienced by most retailers, 
Hickory Farms' company- · 

··operated units irfcreased sales by 
34%. Because we· acquired 
Hir.kory Farms of Ohio in July 

, 1980 and its principal franchisee, 
Hickory Farms Sales Corp., with 
its 113 stores, in necember 1980, 
operating income i.vas lower this 

1.•· .-· 
year than in 1980. This reflects ' 
their operating losses for the first 

•Kbk• 
COmprN\\'• _. ... 

three quarters of 1981 This is most apparent in the 
i'/ The single most important new advertising sigri:ature; We'll 
factor in the growth of Hickory give you a taste of old-time 
Farms in 1981 was the increase in country goodness. This tag line 
the number of temporary Christ- reflects customers' perception of 
mas selling units, or satellite Hickory Farms as a brand that 
stores, to 1,012 from 698 the prior people associate with tasty, home· 
year. Most satellite stores are free- made, traditional high-quality 
standing kiosks established for the foods. Research also revealed that 
holiday period to supplement per- Hickory Farms has achieved an 
manent store locations. Kiosks extremely high level of awarene5s 
typically have limited product among consumers, further cor-
selections and concentrate on hol- roborating the effectiveness of the 
iday gift packages. Because cus- advertising campaign. 
tomer traffic is heaviest at Hickory Farms continues to be 
Christmas, the kiosk program is · well positioned to take advantage 
an effective strategy for capturing of consumer trends. Specialty 0 

additional sales without adding food stores have become the fast-
significant overhead costs. Over est growing segment of food retail-
the years, Hickory Farms has ing, with cheese the leading growth 
refined the placement of kiosks to category. Much of this growth is 
minimize any reduction ofperma- attributed to the increase in at
nent store sales. home entertainment. In the last 

One of the factors that contrib- decade, per capita cheese con-
uted to Hick9ry Farms' succe5s sumption has grown dramatically, 
this year was a national television a trend that greatly benefits 
advertising program during the 
Christmas periud. As the only 
company in its category with !:\uf-

7 
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Hiekory F'arms. Cheese presents a 1,500 for tile 1982 Christmas sea-
continuing growth opportunity, son. Along with the opening of 
particularly in the natural chunk 20 new company-operated stores, 
form in which Hickory Farms spe- Hickory Farms also intends to 
cializes. The shift in consurii~r pursue aggressively the sale of 
tastes away from sweet goods ::; franchises durlhg the coming year. 
toward natural, wholesome foods The continued' expansion of 
also favors Hickory Farms, · Hickory Farms is an expression of 
America's Leqding Cheese Stores. confidence in its excellent future 

An essential par,t of Hickory earnings potential. 
Farms' business is the sale of "gift 
paks" for Christmas. While mast 
gift paks are sold during the Litlle General Stores 
Christmas period, increasing 
efforts are being made to pr()mote 
them at other gifting occasions, 

• ""such as Easter a~.d Father's Day. 
In difficult economic times, con
sumers frequently choose practi
cal gifts, such, as food, a trend that 
also favors Hickory Farms. 

Gift-giving by mail has become 
l»a $25 billion annual business, and 
by 1985 industry forecasters pre
dict that 15% of all consumer ptir" 
chases will be by mail. In an effort 
to capitalize on this trend, 
Hickory Farms introduced a mail 
order catalog last Christmas to 
test pdtential consumer response. 
The results were encouraging and 
more test mailings will be con
ducted in the comfog year. A pilot 
program of sales to commercial · 
customers also was successful and 
plans are under way to expand 
that effort next year. 

Hickory Farms' growth in 1982 
will continue to be based on 
aggressive merchandising and 
advertising of its existing prod
ucts, such as Beef Stick summer 
sausage, and the introduction of 
new products. Another important 
element will be a planned expan
sion of the number of kiosks to 

-'·' 
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he rapid growth of con
venience stores in the 
lJnited States reflects an 
important shift in the 
shopping habits 9f Amer

icans: the consumer is willing to 
spend more money in order to 
save time. Increasing afftuence, 
mobility and the"growing number 
of working women contribute to a 
trend that favors the continued 
growth of the convenience store 
industry. Demographic patterns 
suggest consulJlers are purchasing. 
smaller packages and making 
more frequent shopping trips
trends whic}l also favor the conve
nience state concept. 
• About 72% of Little General's 
460 stores are located in the 
strong economic environments of 
Florida and Louisiana-and 25 
new stores are planned for those 
states in 1982. Because of the 
nature of the business-conve
nience-the key to a successful 
store remains its location. Over 
the years, Little General has 
developed sophisticated evalua
tion methods for site selection. 
Most Little General stores are 
located near suburban neighbor
hoods, frequently at high-traffic 
intersections, and are intended to 
present easy access to both 
neighborhood customers and 
passing traffic. 

The· continued decline of 
"superettes" and the contracting 
number of retail gasoline outlets 
have created favorable conditions 
for future store growth. Because 
gasoline i13 a proven traffic builder, 
45% of all Little General stores are 
equipped with self-service gasoline 

G 
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A hove: Little General'::. 
appealing-1H.'\\. store design 
au ract~ l'USton1er traffic and 
increases :-:ales of con,·e
nience ite1ns and g:a5oline. 

Left: Snack food eenter:-; are 
an ilnportant part of the 
O\'erall con\·enience offered 
by Little General stores. 
Hungry Cll$to111er:; can sat
h~fy lh~ir appetite5 '''ith 
han1bur!!ers. ::.and,\'iches or a 
\'ariety ~f snack fooch::. 
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-- pumps, and all new stores, includ-

ing 16 opened in 1981, are similarly 
furnished. Tu date"new units with 
pumps haye averaged 50% greater 
volumes qf gasoline than existing 
units. Although gasoline margins 
harrowed in 1981, about 28% of 
Little Gerterars operafirig income 
came fror.:1 gasoline sales. · 

In addition to location, a key 
factor iri a convenience store'Rsuc
cess is its ~~gn and visual appeal. 
As a consequence, Little General 
has embarked oh an. aggressive 
remodeling program. In 1981, 
29 stores were remodeled llsing 
appealing new grllphics and sign
llge with 100 more scheduled for 
1982. The decision to accelerate 
the program was bllsed on the sub
stantial sales gains experienced in 
remodeled stores. . 

In-store merchandising ciih fre
quently make the difference . 
between success and poor results~ 
Little General places strong 
emphasis on effective display of its 
merchandise and the placement of 

' point-of-purchase materials. Fre
qiierit promotions, sometimes 
backed by media advertising, 
create ctistomer interest and . 
increase the dollar amount of the 
average purchase. Consumer satis
faction is closely linked With store 
inventory levelS:a fully stocked 
store dramatically increases the 

··probability of impulse purchases 
and a customer who will return. 
An important contributor to this 
year's 41% increase in operating 
income was improved in-stock 
condition in all stores. 

A growing consumer trend is 
the desire for tllke-out fast food 
lirid beverages. Accordingly, many 
of Little General's stores now 
include a snack center featuring 
high-margin prepared foodS. 

10 

Much of Little. General's growth 
can be attributed to tightly con
trolled operating procedures and· 
effective execution-of merchandis
ing strategies-practices that 
should continue to make Little 
General profitable in the future. 

Hot Senn Compallles 

he Hot Sam concept is a 
simple ohe: sell a quality 

0 

product with a high per-
ceived vlllUe and gross 
margin, and present it in 

a tiriiqu,e format. Successful imple
mentation of this "niche strategy" 
has made ;Hot _Sam tlie largest 
retailer of freshly baked soft pret
zels fu the country; The viability 
of the concept is demonstrated by 
HotSam's consistently profitable 
performance. 

The product Hot Sarn empha
sizes is the pretzel; which is the 
mainstay of its business. An 
expanding selection.of beverages 
generates additional sales and 
traffic. Effective point of purchase 
materials and store graphics rein
force Hot Sam's dominlirit posi
tion as the nation's leading pretzel 
retailer-more than 15 million 
pretzels were sold in 1981. Much of 
this year's marketing efforts cen- · 
tered on creating "plus" sales 
through the addition of a new line 
of pretzel toppings, iriclilding 
cheese and chocolate. Without 
diluting the basic concept, these 
toppings dramatically increase the 
number of transactions and the 
amount of the average purchase. 
These hiar!ceting programs have 
been so successful that the Hot 
Sam name has become synony
mous with soft pretzels. 

A key to Hot Sam's marketing 
effort is the image projected by its 
stores. In the competitive mall 
environment where Hot Sam's 130 
stores are located, success is heav
ily dependent Ori the ability to 
attract customer attention. Tu 
that end, in 1980 Hot Sam began 
an aggressive program of remodel
ing all its stores, which will be 
completed in 1983. A contempo-

rary design, bold graphics and 
effective lighting have resulted in 
an average 30% sales increase in 
the 23 stores remodeled in 1981. 
Hot Sam plans to open ten new 
stores and remodel 40 more in the 
coming year. •. · 

Operationally, Iiot Sam con
tinues to be an efficient, stream
lined organization, which uses 
innovative techniques for training 
store personnel. By concentrating 
on its one-product concept, it can 
be expected to accelerate its his
toric growth pattern. 

Yem cle Kamp· ·'•Frozen l'bOcls 
. ' 

an de Kamp's has con
tinued to capttire 
market share in the 
highly competitive fro
zen food business by 

means of a combination of supe
rior products and aggressive mar
keting. Through its two primary 
product lines-fish and Mexican 
foodS-Vari de Kamp's further 

conso. ·.u .. · dated. ·.its.· p .. o. Sl.·t.io. ri as a. 1. ea. d. -... . ing producer and marketer of 
national consumer brands. Van de 
Kamp's strategy of creating new 
products to minimize its vulnera
bility to. market fluctuations 
yielded high returns in 1981. 

Despite declines in frozen. sea
food sales due to a recessionary 
economy, Vari de Kamp's strongly 
rebounded from its 1980 perform
ance and more than doubled its 
operating income. The battered 
fish segment, which Van de Kamp's 
pioneered, declined 28% in 1981 as 
consumers traded down to less 
expensive products and, in partic
ular, breaded fish.In anticipation 
of this shift in consumer dernandS, 
Light&. Crispy, a high-quality 
breaded fish product with a 
uniqtie formulation and outstand-



• 
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Hot San1's custon1ers can 
choose different toppings to 
add flavor to their pretzels. 
The chocolate-covered pret
zel, the 1nost recent product 
introduction, is proving very 
popular with children. 



J!1..>.';ica11 Classics is designed 
to appeal to the grO\\ring 
nu1nber of affluent single
ancl t\\'o-person households 
that place an etnphasis on 
quality products. 
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ing tast.e charact.eristics, Was 
introduced in i980. Since then, 
Light & Crispy has gained a 7% 
share of the breaded fish cat.egory, 
which accounted for 47% of the 

, .total frozen fish market. The 
Aoduct, Which was rolled out 
~ationally in 1981, continues to 

gain distribution and shelf posi-
.. tion. In 1982, Van de Kamp's will 
continue to assess growth oppor
tunities and introduce new 
products that meet the demands 
of a changing marketplace. 

Growth of U.S. Fna?n 
Meslcan Food Market 

s:!IO 

Millions of doll&rs 

)) 
•Vande Kam.p's 

r.lha.ro 

The Mexican Classics introduc
tion in 1980 was a response to con
sumer demands for quality frozen 
Mexican food. The rapid growth 
of Mexican restaurants and the 
increase of Mexican canned food 
sales, coupled with a population 
that is eager to experience new 
foods, all contribute to a bright 
potential for this market. In the 
last decade, the consumption of 
Mexicall'main dishes in the home 
has increased 88%. The current 
annual growth rate for frozen 
Mexican foods is 15%. 

Since 1969, Van de Kamp's has 
processed and sold economy Mex
ican dinners, achieving significant 

· market penetration-30% in the 
Los Angeles market alone. Mexi

Aan Classics' premium product 
Wline of frozen Mexican entrees was 

developed to appeal to the grow-

ing number of single- and two-per
son households with high levels of 
disposable income. Research has he past year was one of 
shown that these groups are more transition for the newly 
interested in quality and product independent Cudahy 
satisfaction than in cost. Since Specialty Foods as it suc-
its introduction 18 months ago, cessfully established an 
Mexican Classics has captured a identity distinct from Cudahy's 
56% market share of the total U.S. fresh and processed meat opera
premium market for frozen Mexi- tions, which were divested during 
can foods. This is an impressive the year. At the same time it was a 
accomplishment because, to date, difficult year for Cudahy, with 
the product line has been available improved profits in its dry sausage 
only in limited markets. business, but a shortfall in its 

The impact of Mexican Classics canned ham business. 
has been dramatic: in addition to The industry as a whole experi-
creating a new market, it has enced high raw materials costs, 
increased Van de Kam p's share of causing higher retail prices, which 
the economy dinner line and resulted in reduced consumption. 
enlarged the entire Mexican cate- The strength of the dollar in-
gory in those markets where it has creased foreign competition in the 
been introduced. Early in 1982, ham market, giving imported 
Van de Kamp's extended the · hams a marked price advantage at 
Mexican Classics line from four to the retail level. Nevertheless, 
seven entrees by introducing a Cudahy's Holiday slicing hams 
chicken enchilada, a soft burrito have increased their overall mar-
and a shredded beef taquito, or ketshare in service delicatessens 
"rolled taco?' due to strong customer 

Tumbellini Foods was acquired preferences. 
in 1980 to support the develop
ment of the frozen food business. 
Pittsburgh-based Tumbellini is a 
regional producer ofltalian frozen 
and refrigerated foods, primarily 
pizza. As a significant factor in its 
region, its strategic potential is 
currently being explored on a test 
basis in contiguous markets. A 
fundamerii:lil strength of'Thmbel
lini is its value as a source of tech
nical and product know-how, 
particularly in ethnic foods. While 
still in the developmental stage, 
Tumbellini offers pot.ential growth 
beyond its current specialization. 

Cudahy Sp-ei•lty Foods' Share 
ofU.S.CannedffamSalee ._, 

7.4 

In a highly competitive market, 
Cudahy's dry sausage product line 
has strong brand recognition: 
Margherita pepperoni is one of 
the leading brands in the country. 
Cudahy's strategy is to capitalize 
on the success and reputation of 
the Margherita brand by intro
ducing the entire family of 
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Cudahy's sausage proaucts 
and hams make a perfect 
addition to any eating occa
sion-outdoors or indoors. 

• 

Ii 

Margherita dry sausage and slic-
" ing hams in service delicatessens. 
Pizza manufacturers continue to 
represent strong growth potential 
in the dry sausage business; pep
peroni generates substantial vol
ume from leading pizza producers. 
Cudahy sales to this segment grew 
approximately 20% in 1981 and are 
targeted to increase even more in 
the co~ing year. 

Cud8hy also serves as the 
American representative of sev
eral European and New Zealand 
companies for the sale of natural 
sausage casings in the United 
States. Although the strength of 
the dollar adversely impacted the 
U.S. casinfr'l industry in 1981, pros
pects for the coming year are 
improved. 

·· · ··· ilk Specialties is a 
leading producer of 

.. nutritional feeds for 
young farmcanimals 
nd is a major force 

in the milk replacer market as a 
private label manufacturer. Milk 
replacer is fed to dairy calves in 
place of whole milk, thus allowing 
the farmer to sell his whole milk 
production for more than the cost 
of milk replacer. The principal 
ingredient ofinilk replacer is 
whey, which is fortified with other 
protein sources and additional fats 
and vitamins. 

In a business highly oriented 
toward private label production, 
assurance of product quality and 
exacting manufacturing specifica
tions are basic customer require
ments. Over the years, Milk 
Specialties has invested in 
research and, as a result, has 
become the acknowledged leader 
in a field in which nutritional 
expertise is of utmost importance. 
The largest feed companies have 
sufficient confidence in this exper
tise to put their own names on 
Milk Specialties' products. 

A new plant in Huntley, Illinois, 
opened in 1981, incorporates new 

manufacturing techniques which 
shouJd improve overall product 
quality while allowing greater 
flexibility in changing ingredient 
sources. As the market leader in 
milk-based specialty feeds, Milk 
Specialties also produces a line of 
feed for veal.calf raisers and a 
milk-based diet supplement for 
young horses, Start 7b Finish. 

Under the National brand, Milk 
Specialties i'l the leading c:Iomestic 
producer of mink feed, wfilch 
represented 14% of overall Milk 
Specialties sales in 1981. Through 
its company-owned research facil
ity, it has pioneered the develop
ment of a dry pellet feed. The 
high-protein fish meal-based pel
lets provide a complete mink diet. 
Because the pellets are readily 
usable in automated feeding sys
tems, they result in substantial 
labor and cost savings for the 
rancher. Most importantly, mink 
fed with the pellets yield high
quality pelts. In 1981, volume 
growth of this product was 75%, 
clearly denoting acceptance by 
leading ranchers. 

Since the introduction ofpellet
ized mink feed, Milk Specialties 
has developed a considerable 
export business in the United 
Kingdom; last year, volume dou
bled in this market. A licensing 
agreement is currently under 
negotiation with a major Danish 
manufacturer for the production 
of mink feed pellets for the North
ern European market. 

Milk Specialties' salespeople 
emphasize customer contact as an 
important factor in ~heir business. 
success. This method of doing 
business is closely linked to .service 
and continues to build customer 
trust and confidence for Milk 
Specialties. The marriage of Ii. 
quality line of products with spe
cialized selling has resulted in 
Milk Specilllties becoming a major 
factor in a small but important 
segment of the agribwiness. 
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Milk Specialties' milk 
replacer is sold nationally 
under private labels to farm
ers who want to be assured 
of nutritionally superior 
feed for their calves. 

With the more exacting 
------------- demands for food processing salt, 

I though earnings of American Salt's family of food 
American Salt in- grade salts has achieved a signifi-
creased slightly in 1981, cant market position by providing 
the year was a difficult consistent product tiavor, high 
one as a combination quality and low cost. These salts, 

of drought conditions and including Uni-Cube, a major 
depressed livestock markets American Salt brand, afford food 
reduced product demand. As a processors the advantage of even 
major supplier of salt for agricul- distribution of high-purity salt 
tural applications, American throughout the finished product. 
Salt's Lyons, Kansas facility expe- Uni-Cube is sold for use in a vari-
rienced volume reductions. The · ety of foods ranging from crackers 
shortfall was partially offset by to canned goods. 
the development of an expanded 
market for solar salt. American 
Salt prOduces solar salt from ·· 
evaporation ponds, which use as 
their source water diverted from 
the Great Salt Lake in Utah. 
Under certain oil well drilling con
ditions, salt is used to saturate 
drilling mud. The surge in oil 
exploration in the Overthrust Belt 
of the Intermountaih states has 
significantly increased the market 
for solar salt, which accounted for 
substantial volumes at American 
Salt in 1981. 

As part of its ongoing effort to 
remain an efficient producer, 
American Salt continues to seek 
methods to reduce manufacturing 

... 

isrr ~ Jr.9 l!lfC) ""' .. 
costs, particularly those relating In the price-sensitive 8alt 
to energy. In· this regard, favorable industry, where freight is often the 
long-term natural gas commit- "·largest part of a customer's cost, 
ments were arranged during 1981. shipping costs define marketing 

American Salt has a diversified areas, Despite this limitation, 
product line allowing it to take American Salt continues to 
advantage of opportunities in the achieve market share gains in its 
marketplace. This balance of rock trade area as a result of its stress 
and vacuum pan salt in Kansas on customer service and its dedi-
and solar salt in Utah enables cation to low-cost production. 
American Salt to weather changes 
in market demands. In addition to 
the agricultural market, American 
Salt is a major supplier of water 
softening and food processing salt. 

Water softening salt represents 
a substantial and growing.market 
for high-margin products sold 
both under the American Salt 
label and through private distri
bution channels. More than seven 
million homes in the United 
States use water softening unitS, 
~~ch of which requires up to 1,000 
pounds of salt annually. 
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A growing number of Ameri· 
can homeowners are install
ing water softening units, ,~ 
which use salt as a condition\ 
ing agent. American Salt · 
supplies substantial product 
to thi, market, which cur
rently represents seven mil· 
lion American homes. • 
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Over the past several years, General Host's financial 
profile has changed considerably. From a Company 
dominated by cyclical, commodity-driven businesses, 
General Host has .evolved into a balanced specialty 
retailing and spec;falty foods proc;essing company with 
a more predictable earnings stream. In large part, this 
has resulted from the acquisition of Hickory; Farms of 
Ohio and its largest franchisee in 1980, their 'fotegra
tion into General Host dijring 1981, and the .divestit11re 
of Cudahy's fresh and processed meat segment. ,.,~~t'·,, 

While Hickory Farms has made General Host more • 
profitable, it has also made the Companyir,earnings '.; 
morlfseasonal, Since the major share of Hickory ''· 
Farms' business is transacted during the Christma8 
period. For this reason, General Host's firian:cial per
formance should be evaluated on an annual, rather 
than a quarterly, basis to obtain a true measure of the 

~ Company'.s progress. 
' . 'lb aid in understanding the financial impact-of the 

,, 
changes in General Host's business, several key,'l 
areas are highlighted below. " " 

Sales alid Income of Continuing Operations 
Sales of continuing operations grew to $498 million ill 
1981 from $259million.in1977, an 18% per year com
pound growth rate. In 1981, sales rose 17% to $498 
million from $425 million in 1980. Operating income 
grew to $37.6million in1981 from $14.6 million in 1977, 

· a compound ~owth rate of27% per year. In 1981, 
operating income increased 8% to $37.6 million from 
$34.9 million in 1980. . 

Income from continuing operations, which also 
includes other income • .interest and debt expense, 
Unallocated administlfative expense and income taxes, 
rose to an $11.6 milli9n profit in 1981 from a foss of 
$341,000 in 1977. PI"imary earnings per share from con
tinuing operations improved to $2.46in1981 from a 
loss of $.IO in 1977. The year-to-year increase in pri
mary earnings per share in i981was23%; even though 
the improvement in income from continuing opera
tions in total dollars was relatively modest. This was 
due to a one million share reduction in average shares· 
outstanding as a result of major stock repurchases in 
,June and November ofl980. 

As a result of the effects of investment tax credit 
carryforwards, income tax provisions inJhe financial 
statements have fluctuated. In 1981, the Company 
realized $3.6. million of investment tax credit, result
ing in a favorable effective tax rate of approximately 
23% for the year. The Company has $1. 7 million of 
additional investment tax credit carryforwards availa
ble to reduce fu,ture income tax provisions. However, 
even with anticipated 1982 investment tax credits, the 
Company's 19112 effective income tax rate should be 
closer to 40%. 
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(In millions, except per share 017!,ounts) 

"·.· 
Sales of continuing operatiOns 
Operating income 

Pro 
Actual FOrmll 

1981 1980 1980 

$498 $425 $456 
$ 37.6 $ 34.9 $ 29;1 
$ 1L6. $ 11,4 $ 5.6 Income from continuing operations 

Primary earnings per share . $ 2.46; $ 2.00 .. $ .98 

If the.Hickory Farmsbusinesses had been owned dur
ing all of1980, theil: losses during the first thl'ee quar
ters of the year would have reduced'General Host's 
1980 operating income to $29.1 million. Operating 
income improved 29% over 198Q on this proforma 
basis, even though cons9lidated sales increased drily 
modestly in 1981. Using'th~ same asstirription, operat
ing iricotne ofthe Hickory J'.:arms businesses grew 25% 
to $9.5 million .in 198i fromapproximately $7.6 million 
in 1980. Pro fortna income from continuing. operations, 
which also includes the cost of carrying the invest-

" ment during the early part of the year, was abotit $5.6 
'" million in 1980, arid the ·$11.6 million of iri~ome from . 

continuing operation,s in 1981 represented an increase 
of more than 100%. The corresponding improvement in 
primary earnings per share from continuing operatidils 

.as more proriolinced, ail in~r.ease to $2:46 from $.98. 

Capitalization 

Long-term debt represented 73% of total capitaliza- . 
tion at the end of1977 and 62% at the end ofl981. If all 
convertible debeilttires outstanding were to be con-

" verted into colllnion stock, the'ratio would drop to 41%. 
As of the end of 1981, only $14 million oflohg-term ., 

. debt was subject to fluctuating interest rates. A one 
percentage poirit change in interest rates would 
increase or decrease the Company's. interest expense 
by only $128,000 per year. The remaining,$110 million 
of fixed rate debt had a weighted average interest rate·· 
of approximately 11%. 

0 

General Host continues to have $55 million of bor, 
rowing capaCity under creclit '~greements with banks. · 
However, the Compimy expects to meet i.ts seasonal • · · 
workillg capital needs and to finance capital additions 
without additional borrowings. ' 

Over the past five years, book value per share has 
trended upward, reflecting the progress of.the Com
pany. Despite the Cudahy divestiture, book value per 
share grew to $16,83 in i981, a 20% ris~ over 1_9~0./ ··~ 

In summary, General Host's financialpos1tlon'1s/) 
well structured to meet the Uncertainties ofthe econ- ' 

Any. An improved balance sheet and a more stable 
1illrarllings stream should allow ,the Company to grow at 

rates well in excess of inftatiort and insulate itself from 
· the iliost damaging aspects of the turbulent economic 
environment. '' ·· . 

{; 
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Book Val\ieper Share 

,, 

Millions of dolWs 

... Senior.lona-terin 
debt ~including 
current maturities\ 

• Subordinated 
'Jmii·t.erilidebt 

a eon ... .;:,,'b~· :~:.
·~•ml!! -
Jcini.term debt 

Dollan 
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ManagelllenrsDlsc:ussion and AnalysiS of 
FlnmtC:icd Conclf1iioll and Results of Operations 

l\ 

----------------------------------~· Capital Resources and Liquidity . installments in 1985 through 1991, and realizing 
The Comp. any's c. on. t.inuing.operliti.· o. ns ge. nerated income tax savings as items covered by the loss provi-

. sion become deductible for tax return purposes, the 
wo:rking capital of $27, 796,000in1981, $29,128,000 in Company expects a net cash recovery in excess of 
1980 and $21,4 78,000iu1979. Cash flow from opera- approximately $18 million. 
ti(ms was the primary source of financing for capital 
additions during this three~year period; additions to For a discussfon of the estimated impact of inflation on 
property, plant and equipment amounted to the Company's financial statements see pages 41 
$16,176,000in1981, $29,512,000in1980 and $17,102,000 through 43 of this annual report, which contain the 
in 19-Z.V, including $4,250,000 inl981 and $6,250,000 in supplementary information on inflation that is 
1980 financed withindtistrial revenue bond required by Statement of Financial Accounting Stan- " 
obligations. 0 dardsNo. 33, Fin1mcial Reporting and Changing 

Long-term debt as a percentage of total capitalization 
decreased to 62% at the end of 198i from 67% at the 
end of1980, as long-term debt was :reduced approxi
mately $7 million, ahd shareholders' e'quity increased 
more than $13 million, due entirely to 1981 net income .. .., 
At the beginning Of 1980, long-term debt as Ii percent
age of total capitalization was 55%. During 1980, long
terni debt increased approximately $30 million, 
primarily due to financing for the Specialty Food 
Sttifes (Hickory F,arms of Ohio) acquisitions (Note 2), 
and shareholders' equity decreased $18,856,000 as a 

Prices. 

Results of Operations 
~ - . . . ' ' 

1981 Compared with 1980. Sales of the Company's con-
tinuing operations for 1981 increased $72,915,000 or 
17% ()om pared with i980, as sales increased at all of the 
Company's operations. The sales increase of 
$41,381,000 at the Speeililty Food Stores operations 
reflects the benefit of including sales for the full year 
1981, as compared with partial year sales lifter the 
dates of acquisition in 1980. Sales of the Company's 
Convenience Stores (Little General Stores and Hot 

u 

,. result of pUrchasing 1,513,100 shares (restated for the 
two'.for-one stock split) of the Company's common 
stock during 1980. .

Sam Compa. nie. s) operations i!1creased $14,6.86,0?<J .. or" .... ·· 
9%, as average sales per store mcreased 10% at Little 
General convenience stores and largely offset a declin 

The Company's revolving credit and term loan agree
ments provide for borrowings of up to $70,000,000, of 
which $15,000,000 was out!itanding at year-end. In 
addition, the Company has $8,000,000 of short-term 
lines of i;reait available. The CompanY's operations 
are highly seasonal and virtually all of its earnings are 
i'ealized in the fourth quarter. In 1981, the Company 
borrowed various amounts, ranging as high as $25 mil
lion, to meet. seasonal working capital needs. After 
repaying all of its 1981 seasonal borrowings, the 
Company ended the year with $32,125,000 in cash and 
marketable securities. The Company does not expect 
to borrow any significant amounts in 1982 to meet sea
sonal working capital needs or to finance capital 
additiorl!;~ 
As a result of discontinli.ing the fresh and processed 
meat business segj\1ent of Cudahy Foods Co. in1980 
(Note 4), the Company recovered approximately 
$16 million in cash from sales of assets during 1981, and. 
expects to recover an additional $6 million in cash 
over the next few years. During 1981, the Company 
paid approximately $11 million of employee termina-

" tion and other costs of discontinuing these operations, 
and expects to pay another $12 million over the next 
several years. After receiving the principal amount of 
a $6 million secured promissory note, due in annual 

~\ 
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in the number of stores. Sales of the Company's 
Specialty Food Products (Cudahy Specialty Foods 
Co;) operations increased $8,082,000 or 12%, entirely 
because starting August 28; 1981 sales to Bar-S .Foods 
Co. (Note 4) replaced intercompany inventory 
transfers to discontinued operatitlhs. Sales increased 
$6,368,000 at the Salt and Agricultural Products 
(Milk Specialties Company .and AmericanJfalt 
Company) operations and $2,398,000 at the Frozen 
Food Products (Van de Kamp's Frozen Foods and 
Tumbellini Foods) operations, due prin,i;iplilly to " 
higher selling prices at both these busilless segments. 

Net income for 1981 increaiied to $13,968,000 cefmpared 
with net income of $415,000 in the prior year. 1981 net 
income includes an extraordinary federal income tax 
benefit of $2,330,000 from utilizing loss carryforwards 
(Note 6), whilel980 net income includes an extraordi
nary gain of$7,141,000 from a debenture exchange 
(Note 5) and an after-tax<loss from discontinued 
operations of $18,142,000 (Note 4 ). The 1980 loss from 
discontinued operations resulted from (1) th11 
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$28,500,000 pre-tax loss provision established in con
nection with the discontinuation of the fresh and pro
cessed meat operations of Cudahy Foods Co. and (2) 
$1, 756,000 of operating lo!lSes for 1980 (after including 
a $1,238,000 gain ori sale of a Cudahy Foods distribu
tion center in early 1980),less (3) income tax beµefit of 
$12,114,000 (Note 6).Jncome from continuing opera
tions in 1981 amounted to $11,638,000 compared with 
$11,416,000 in 1980. Operating income increased 
$2,689,000in1981, primarily due to increased operat
ing profits at the Company's Frozen Food Products 
operations and Convenience Stores operations, 'which 
more than offset a decline at the Specialty Food Stores 
operations. Operating profit increased $3,188,000 at 
the Frozen Food Products operations arid $2,254,000 at 
the Convenience Stores operations, both due to 
improved profit margins. OIJ.llratirig profits at the 
Company's higlily seasonal Specialty Food Stores 
operations, acquired during the latter halfofl980 
(Note 2), declined $3,860,000because1981 results 
included all of this business segment's operating losses 
for the first three quarters of the year. Operating prof• 
its increased $936,000 at the Salt and Agricultural 

oducts operations due to improved profit margins. 
her income in 1981 declined $4,433,000, due to (1) 

wer interest income on short-term investments and 
(2) lower investment gains (Note 3). Increases in inter-
est and debt expense of $4,187~000 and unallocated 
administrative expense of$967,000 were more than 
offset by a lower provision for income taxes of continu
ing operations, including $3,629,000 utilization of 
investment tax credit in 1981. 

Primary and fully diluted earnings per share in 1981 
and 1980 have been restated to reflect the two-for-one 
'stock split (Note 1). Average shares outstanding in 1981 
reflect the, full year effect of repurchasing 1,513:100 
common shares (restated) during 19,80. 

1980 Compared with 1979. Sales of the Company's con
tinuing operations for 1980 increased $7 4,338,000 or 
21% compared with 1979. Of that increase, $49,363,000 
i:iipresented sales of the Specialty Food Stores opera
tions after they were acquired during 1980 (Note 2). 
Sales of the Convenience Stores operations increased 
$15,022,000 or 10%, as average sales per store 
increased. Sales of the Salt and Agricultural Products 
operations increased $9,106,000or15%, due principally 
to higher selling prices. Sales of the Specialty Food 
Products operations increased $1,223,000 or 2%, 

.•. · tirely as a result of increased u~it volu~e. Sales of 
e Frozen Food Products operations declined 

$376,000, as a unit volume decline at Van de Kamp's 
Frozen Foods more than offset the increase in sales 
whi!!h resulted from the acquisition of 'Thmbellini 
Foo.ds in the first quarter ofl980. 

Net income for 1980 amounted to $415,000 compared 
with net income of $29,4 70,000 in 1979. The decline in 
1980 net income resulted primarily from the loss pro
vision established in connection with the discontinua
tion of the fresh and processed meat operations of 
Cudahy Foods Co. (Note 4). Income from continuing 
operations amounted to $11,416,000 in 1980 compared 
with $9,672,000 in 1979. Operating income increased 
$11,559,000 in 1980, due principally to the Specialty 
Food Stores operations acquired in 1980 which con
tributed. operating profits of $13,375,000 after their 
dates of acquisition. Operating profits of the Salt and 
Agricultural Products operations increased $1,919,000, 
due to ifuproved profit margins. Operating profits of 
the Convenience Stores operations declined 
$2,245,000, as a result ofreduced profit margins, and 
operating profits of the Frozen Food Products opera
tions c!eclined $2,049,000, due primarily to lower unit 
volume. Other income in 1980 declined $3,373,000, 
entirely as a result of lower investment gains in 1980 
(Note,3). The 1980 after-tax!oss from discontinued 
operations of$18,142,000 (Note 4) compares with 
income from discontinue!l operations in 1979.of 
$10,565,000, which included Yellowstone Park Com
pany operating income (or the year and the after-tax 
gain of $8,27 4,000 from the sale of the Yellowstone 
Park assets. Net income in 1980 also included an 
extraordinary gain of$7,141,000 from a debenture 
exchange, while net income in 1979 included an 
extraordinary federal income tax benefit of $9,233,000, 
which resulted from utilization of the Company's tax 
loss carryforwards (Note 6). 

Primary and fully diluted earnings per share in both 
1980 and 1979 have been restated to reflect the two-

" for-one stock split (Note 1). Primary earnings per 
share in 1980 also reflects (1) the full year effect of issu
ing 2,523,816 additional shares (restated) of common 
stock upon conversion of the Company's 11% Convert
ible Subordinated Debentures in the latter half of 1979 
and (2) the partial year effect of repurchasing 1,513,100 
common shares (restated) during 1980. 

\._ .. ~ 
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Comolldalea Statement of Income 
(In thouaanda, u<q>t ~r ahan CllllOWllo) 

General Hoot Corporation 

Fiscal Ye'°" Ellded December 26, 1981! December 27, 1980 and December 29, 1979 1981 1980 

Revenues: 
Sales of continuing operations • 497,828 $ 424,713 $ 350,375 
Other income 2,180 6,613 9,986 

·::: 
499,808 431,326 360,361 

Costs and ezpenses: 
Cost of sales '-~ 393,556 326,439 281,216 
Selling, general and administrative 85,244 63,982 46,783 
Depreciation and amortization 10,770 7,956 5,802 
Interest a~d debt,j!xpense 15,131 10,944 10,731 

484,701 409,321 344,532 

Income from continuing operations befdre· 
income taxes 15,107 22,005 15,829 

Provisic>ii for ilicome taxes 
,, 

3,489 10,589 6,157 

Income from c9D'.tbiuing operations 11,838 11,416 \\ 9,672 
Discontinued operations, lifter ilicome taxes (18,142) ,) 10,565 

Income (loss) before eztraordhtai'y gams 11,838' (6,726) 20,231 
Eztraordinliry gains · 2,330' 7,141 9,233 
Net income • "13,988 $ .. 415 $ 29,470 

Primary earniligs per share: 0 

Income from continuing operations • 2.48 $ 2.00 $&\'. 2.00 
Discontinued operations (3.18) 2~t Income (loss) before extraordinary gains 2.46 (1.18) 4. 
Extraordinary gains .49 1.25 1.90 
Net income • 2.95 $ .07 $ 6.08 

Fully diluted earnilip per share: 
Income from continuing operations • 2.10 $ 1.74 $ 1.62 
Discontinued operations 1.65 

Income before extraordinary gains 2.10 3.27 
· Extraordinary gains .31 1.47 

Net income • 2.41 $ 4.74 

Average shares outstanding re; 4,733 5,703 4,846 

Fully diluted shares· 7,574 7,426 6,424 

See accompanying no.tes. :::;;,-. 
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\ ... 

Current assets: 
Cash y 

Marketable 8ecurities 

0 

Accounts an!f notes receivable, less allowance 
for doubtful accounts of$916 and $427 · 

Inventories: o 
Raw materials and supplies 
Finished products 

Prepaid expenses , 
Net current assets of operations discontinued in 1980 

1btal current assets "' 
Net non-current assets of operations discontinued in 1980 
Property, plant and eqUipment; leas accumulated 

depreciation and amortization of$42,155 and S34,524 
llltaligibles, lesa accumulated amortiZation of S3,948 and $1, 799 
Other assets 

............... r '•"in'F.tpliy 
Current liabilities: 

Accounts payable 

•
. · Accrued expenses 

Current portion of long-term debt 
1btal current liabilities ("> 

Long-term debt: 
Senior debt 
Subordinated del?t, less ~iginal issue discount 

1btal long-term debt 
Other liabilities and deferred credits 
Shareholders' equity: 

Common stock $1.00 par value, authorized 30,000,000 
shares, issued 6,352,088 and 3,152,174 shares 

Capital in excess of par value 
Retained earnings, since December 28, 1975 

Cost of 1,627,234 and 797,556 shares of common stock 
in treasury .,. 

Notes receivable arising from exercise of stock options 
1btal shareholders' equity 

See accompanying notes. 

() 

19.81 1980 

,, 18,997 $ 11,220 ;:;·' 
15,128 6,571 

27,400 27,629 

13,457 ·16,528 
33,887 27,715 
47,144 44,243 

2,030 1,951 
20,727 ! 

'108,899 112,341 
3,242 13,193 

107,044 104,592 
30,108 32,835 
17,438 11,950 

$288,527 .$274,911 

• 28,899 $ 29,629 
21,(153 27,650 

3,083 6,811 
53,435 64,090 

81,287 63,799 
59,887 60,890 

121,154 124,689 
14,418 22,106 

8,352 3,152 
87,057 68,390 
20,131 8,294 
93,540 79,836 

(14,018) (13,678) 
(2,004) (2,132) 
77,5~0 64,026 

$288,527 $274,911 
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Cm·dld1i11d ll1111m1n1 o1 a.c~ :a .. 1111A1111111••· 
Ila fka1"411 h 'ihn 

Worldn1 capital wu provided by: 
Income from continuing operations 
Add items not affecting working capital: 

Depreciation and amortization 
Non-cash provisions for income taxes 
Amortization of intangibles 

., Amortization of original illsuediscount 

Working capital provided by continuing operations 
Working capital provided (used) by discontinued 

operations, including gains (losses) on disposals 
Issuance of common stock, including exerciiles of stock 

options and 1979 conversion of debentures 
increase in long-term debt 
Disposal of property, plant and equipment, including $7,311 

in 1979 related to disposals of discontinued operations 
Proceeds from sale of net ~ts of operations discontinued in 1980 
Other, net 

'lbtal working capital provided 

World111 capital wu U8ecl for: 
Reduction oflong-term debt, including $9, 743 extinguishment of 
. debt in 1980 and $16,859 conversion of debentures in 1979 
Additions to property, plant and equipment 
Purchase of acquired companies 
Increase in long-term receivables 
Net current assets of discontinued operations and disposal costs, 

including employee terminations, operating losses during 
phase-out periods and other costs 

Retirement of common stock and purchase of treasury stock 
Cash dividends paid on common stock 

'lbtal working capital used 

Increase (decrease) in workin1 capital 
· Workinl capital at belinnin1 of year 

Workin1 capital at end of year 

lncreuea (decreases) in workin1 capital: 
Current assets: 

Cash 
Marketable securities 
Accounts and notes receivable 
Inventories 
Prepiild expenses 
Net current assets of operations discontinued in 1980 
Assets sold in 1979 

Current liabilities: 
Accounts payable 
Accrued expenses 
Current portion of long-term debt 

lncr~ase (deereue) in workln1 capital 

See accompanYinc notes. 
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1981 

• 11,118 

10,770 
1,094 
1,149 

145 
17,791 

178 
11,554 

1,158 
12,717 

1,785 

77,198 

25,114 
18,171 

1,491 

19,915 
118 

1,111 

70,285 

7,011 
48,251 

• 55,214 

• 5,777 
8,557 
(119) 

2,901 
79 

(10,727) 

(1,842) 

910 
5,997 
1,718 

10,855 

• 7,011 

1980 . 

$ 11,416 

7,956 
8,610 

8.19 
307 

29,128 

(9,747) 

655 
83,718 

2,217 

(2,096) 

103,875 

42,908 
29,512 
46,928 

450 

18,856 
2,172 

140,826 

(36,951) 
85,202 

$ 48,251 

$ 6,069 
(32,010) 
(13,677) 
(7,789) 

48 
-20,727 

(26,632) 

(3;152) 
(11,071) 

3,904 

(10,319) 

$(36,951) 

$ 

1. 

9,672 

5,802 
5,266 

122 
616 

21,478 

18,281 

16,842 
3,0Sl 

10,076 

1,623 

71,351 

26,448 
11;102 

~ • 
317 

1,346 

45,503. 

25,848 
59,354 

$ 85,202 

$ 1,019 
32,602 

6,006 
6,386 

952 

(11,531) 

35,434 

(5,557) 

1,-(5, 

(9,586) 

$ 25,848 
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e:: Yoon Ended i:l.amber 26.1981~ Docen1ber 27· '980anol December 29, 1979 .. 
\;"' 

Sharmol N-
. Receivable Common Sloclt Common Capital in Retained Common Arilinafrom 'lbtal 

In Stock EK..-o1·· Eaminp Stoclt Eserdle or Shu<boldon' . 
1-...t 'lft.uy r.-1 Par Value (Dt&citl in 'lft.uy Sloclt Optiont Equity 

Balance at Dec. 30, 1978 
.. 

2,213,398 (512,458).2,213 •13,888 f(19,419) •<8,504) f(922) •39,054 

" Net income 29,470 29,470 
Dividends on common stock (1,346) (1,346) 
Conversion ofll% 

Convertible Sub-
ordinated Debentures 1,261,908 1,262 15,549 16,811 

Purchase of treasury stock (21,000) (317) (317) 
Shares issued under 

employment contract 1,000 (3) 13 10 
Stock options exercised 70,150 70 
Income tax benefit from 

563" (612) 21 

stock options exercised 64 64 
Note repayments 

- := 
105 105 

Balance at Dec. 29, 1979 3,545,454 (532,458) 3,545 78,513 10,051 (8,808) (1,419) 83,872 
Net income 415 415 
Dividends on common stock (2,172) (2,172) 
Conversion of5% 

Convertible Sub-
ordinated Debenture8 370 'i) 9 9 

,tirement of common 
" stock and purchase of 

"' u8;856) treasury stock (466,450) (290,100) (466) (11,195) (7,195) 
Shares issued in connection 

with acquisition 25,000 175 325 500 
Stock options exercised 72,800 73 862 (815) 120 
Income tax benefitfrom " 

stock options exercised 26 26 
Note repayments 112 112 
Balance at Dec. 27, 1980 3,152,174 (197,558) 3,152 88,390 8,294 (13,878) (2,132) 84,018 
Net income 13,968 13,968 
Dividends on common stock (2,131) (2,131) 
Conversion of 5% 

Convertible Sub-
ordinated Debentures 370 9 9 

Purchase of treasury stock (16,061) (338) (338) 
Realization of investment 
· tax credit arisingJ:rior to 

elimination of de cit as of 
December 27, 1975 1,547 1,547 

Stock optio~ exl!rcised 23,500 24 269 (142) 151 
Income tax benefit from 
0 ""stodt options exercised 18 18 
Note repayments 270 270 
'l\vo-for-one stock sf!:t 

declared Decem r 10, " 
.... 1981 3,176,044 (813,617) 3,176 (3,176) 

·•lance at Dec. 28, 1981 8,352,088. (1,827,Z34)f8,352 '87,057 .. •20,131 .(14,018). f(2,00~l) .• 77,520 

See accampanyin1 notes. 
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V<J. 
lfolft to nnanclal Slalemenls 

Note 1: Acco-tin1 Policies 
The consolidated financial statements include the 
accounts of General Host Corporation and its subsid
iary companies. Intercompany balances and transac
tions are eliminated. 

Marketable securities include time deposits which are 
carried at cost plus accrued interest and other mar
ketable securities which are stated at the lower of cost 
or market. 

l~ventories are stated at the lower of cost or market, 
with cost determined using principally the first-in, 
first-out method. 

0 

Property, plant and equipment, including significant 
improvements thereto, is recorded at cost. Expendi
tures for repairs and maintenance are charged to 
expense as incurred. The cost of plant and equipment 
is depreciated over the estimated useful lives using the 
straight-line method for financial reporting purposes. 
The straight-line method is also used for income tax 
purposes for additions through 1980. Effective in 1981, 
the Internal Revenue Code was amended to specify 
Accelerated Cost Recovery System depreciation for 
additions after 1980. Leasehold improvements are 
amortized over the terms of the respective leases or, if 
shorter, the estimated useful lives (or, when required 
for tax purposes, the accelerated cost recovery period). 

Intangibles, including costs in excess of net assets of 
acquired businesses, are amortized over the estimated 
periods ofrelated benefit, ranging from 5 to 40 years, 
using the straight-line method. 

Leases which meet the criteria for capital leases set 
forth in Statement of Financial Accounting Standards 
N o.13 are recorded as property, plant and equipment 
and the related capital lease obligations (the aggre
gate present value of minimum future lease payments, 
excluding executory costs such as taxes, maintenance 
and insurance) are included in long-term debtfor 
financial reporting purposes. Depreciation and inter
est are charged to expense, and rent payments are 
treated as payments oflong-term debt, accrued inter
est and executory costs. All other leases are accounted 
for as operating leases, and rent payments are charged 
to expense as incurred. For income tax purposes sub-

, stantially all leases are accounted for as operating 
leases. 

Pension expense is accrued and funded based on the 
actuarially determined costs of the plans. Unfunded 
prior service costs are being amortized over a 40-year 
period. 
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Income tax expense is based on income for financial 
reporting purposes less permanent differences .. 
between income for financial reporting and tax pur
poses. Income tax expense includes deferred income 
tax provisions, which recognize the tax effect of timing 
differences between financial and tax reporting. 
Investment tax credits are accounted for as a reduc
tion of income tax expense using the flow-through 
method. 

Earnif18s per share computations are based on the 
weighted average number of common shares and dilu
tive common share equivalents outstanding. l'Ully 
diluted earnings per share computations give effect to 
the assumed exercise of all dilutive stock options, and 
the assumed conversion of dilutive convertible 
debt. All earnings per share computations have been 
restated to reflect a two-for-one stock split declared 
on December 10, 1981 and accomplished by distribut
ing .additional shares on February 5, 1982. 

Note 2: Buaine••e• Acquired in 1980 
In July ofl980, the Company purchased substantially 
all of the outstanding stock of Hickory Farms of Ohio, 
Inc., a specialty food franchisor and retailer, at a total •. · 
cost of approximately $41,300,000. On December 3, 
1980, the Company purchased all of the outstanding 
stock of Hickory Farms Sales Corp., a franchisee of 
Hickory Farms of Ohio, at a total cost of approxi-
mately $12.600,000. 

Costs in excess of the net assets acquired are being 
amortized over 40 years, and. franchise agreeml!nts 
and other intangibles are being amortized over periods 
ranging from 5 to 40 years, all using the straight-line 
method. 

The income of these acquired businesses, which com
prise the Company's Specialty Food Stores business 
segment, is included in the consolidated statement of 
income from the respective dates of acquisition. 

• 
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. 4'ote a: OtJaer lnc~me 
(In~ 

Inter..t income 
Gainafrom uliaof 

in-an.ta, net 
MW-II•-

1981 
.l,7S3 

427 
$2,180 

1980 
'3,586 

1,687 
1.341 

'6,613 

. 
' 

1979 

$2,538 

8,416 
1,032 

Gains from sales of investments in 1980 includes 
$2,000,0oo from sale of an investment in Ponderosa 
System, Inc., which after taxes increased income from 
continuing operations by $1,080,000, or $.19 per share 
($,15 fully diluted). 

Gains from sales of investments in 1979 includes 
$6, 751,000 from sales of investments in National Conve
nience Stores and Host International, which together 
increased 1979 income from continuing operations by 
$4,227,000, or $.87 per share ($.66 fully diluted). 

Note 4: Diaconthiued Operation• 
During 1980, the Company decided to discontinue the 
fresh and processed meat business segment of its 

'•holly-owned subsidiary, Cudahy Company, and 
tabliahed a $28,500,000 loss provision in its 1980 
ancial statements. After income taxes, the loss pro

vision reduced income by $17, 745,000, or $3.11 per 
share ($2.39 fully diluted). Sales of thes;e discontinued 
operations, amounting to $407,960,000m1980 and 
$401,640,000 in 1979, ai·e eliminated in the c~nsoli
dated statement of income, and thei~ operatmg results 
are included in discontinued operations. · 

On August 28, 1981, Cudahy Company closed the last 
ofitlS fresh and processed meat business segm1mt man
ufacturing facilities and sold or leased a majo'f portion 
of the nefassets of this business segment to Bar-S 
Foods Co., a newly-organized independent corporation 
owned by former members of General Host and 
Cudahy management. The consideration for the sale 
consisted of $14,481,000 cash, a $6,000,000 secured 
promissory note, bearing interest at 15% and payable 
in annual installments from 1985 through 1991, and 
non-voting preferred stock which is carried in the 
financial statements at nominal value. The Company 
expa:ts to complete the disposal of the remaining net 
assets of the discontinued operations by the end of 
1982 and anticipates that the total losses from the sale 
to Bar-Sand other dispositions, together with all 

~~~ted costs, will not exceed the $28,500,000 loss pro
W"'on established in the 1980 finaneial statements. 

During 1979 the National Park Service, United States 
Department of the Interior, terminated the concession 
contract under which the Company's Yellowstone 
Park Company subsidiary operated tourist facilities in 

" Yellowstone National Park, disco~tinuing the Com-
pany's tourism business segment. Yellowstone Park 
Company's interest in buildings and its equipment 
were sold to the United States of America for .. 
$19,900,000, and the inventol}es and other ~ts were 
sold to the successor concessumer for approximately 
their carrying values. After income taxes, these sales 
resulted in a gain of $8,274,000, or SL 71 per share 
(Sl.29 fully diluted). Sales of the discontinued Yellow
stone Park Company operations, anlounting to 
$16,405,000in1979, are eliminated in the consolidated 
statement of income, and its income is included in dis
continued operations in 1979. 

Operating results and gains or losses on disposals of 
these business segments are as follows: 

(In tlaoaandl) 
Operatiug iacome (lou) prior to 

diapoAla of bnwi"I 111t 
Gain &om ule of Yellowstone 

Park Company a.eta 0 

Proviaion for estimated l• on dis
posal of&eahud pr~ 
meat blllin-eepnent 

Leu applicable income tuea 
(Note&) 

.. Fiacal Yean .... 

1980 1979 

• (1,756) 

(28,500) 

(30,?,56) 

(12.114) 
S(l8,l42) 

• 3,600 

11,981 

15,581 

5,016 
Sl0,565 

Note 5: Extraordinary Gain• ''.,, '~ · 
Both the 1981and1979 extraordinary gains are federal 
income tax benefit from utilizing loss carryfowards 
(Note6). 

In 1980, the Company issued $37, 741,000 principal 
amount ofits12%% Convertible Subordinated Deben
tures, due June 15, 1999, in exc~ge for $58J~'OOO 
principal amount of its outstanding 7% SubOrdinated 
Debentures due February l, 1994, which had a carry
ing value of $4 7, 735,000 after deducting original issue 
discount. This exchange resulted in an extraordinary 
gain ori extinguishment of debt which amounted to 
$7,141,000, after deducting related expenses and 
$2,602,000 of income taxes. 
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N9te I: Jacome 'imtff and income taxes based on statutory feder~ income · 
The components of the Company's income taxprovi- tax rates applied to income before taxes are as follows: il 

lions are aa follows: 
\l 

Provilionaform-. ,. 
taneofcontinuiq' 
!>pll'atiolll: 

Cbarp in lieu of 
federal inccme -Current federal ' 
incometane 

Defened federal 0 
income tu. 

State and other 
incometaue 

Dilcontinued opera~ 
income tu proviliona 
(benlllta): 0 

Charp (credit) in 
lieu of tedffal II 

incometuee 
I>ererncffederal 

incometuee 
State and other 

income tu• 

Income tall proviliana 
(benellta) included in 
edraordinary pina: 

Charp (credit) in 
lieu or federal 
incometuee 

Deferred nate and 
other income 
tall• 

'lbtal income tall 
proViliona 

c ,, 

liM:alYean 

. 11!81. 1980 

613 

·~ ... ~I. 
37/f '=-' 1.3ll6 

(2,330) 

!2,3301 

$'1,139 

10,689 

(i0,664) 

(11468) 

8 ,I:.> 

02,114) 

• 1,077 

1979 

• 4,292 

64 

910 

891 
6.157 

4,!Ml 

75 
5,016 

·;,,!! 

/_;:/~ 

19,233) 

j9,233) 

$ l,!MO 

Charges in lieu of federal income taXes are equivalent 
to the provillions that would be required in the . 
absence of losses from discontinued operations and 
loss carryforwards. Differences between the above 
provisions for income taxes of continuing operatio~ 
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Fiacal Yeara . 

(In thoucuut.I 1979 
· Meral income tallee 

bued on atatutory 
rate or 46'A\ 

Increuea (clecre-) 
r..Ultins from: 

• 8,949 $10,122 • 7,281 

if 

Invemnent tall 
credita 

State and other 
income tuee, net 
or federal income 
tallee • 

Capital pina 
Percentage 
,,depletioi;i 

Ainortiu•lon or 
intanpblea 

Other 

(3,629) 

203 

(356) 

464 
!162! 

• 3,469 

738 481 
(890) 

(368) (294) 

97 !421) 
$10,689 • 8,157 

The $28,500,000 provision for estimated losses on dis~ 
posal of the fresh and procelllled meat business segment 
(Note 4) reported in the 1980 financial statements was •. · · · · 
not deductible for federal income tax purposes in 1980 
The Company utilized all of the tax loss carryfor-
wards then available to it and was required to provide 

· $613,000 of current federal income taxes payable for 
1980. After reflecting all accumulated differences 
between income for financial reporting and tax pur
poses,. including the $28,500,000 loss provision, the 
Company ended 1980 with a loss carryforward for 
financial reporting purposes of approximately 
$5,000,000. 

In1981, the Company realized approximately 
$15,600,000 of the losses covered by the loss provision 
which, together with deductions for other smaller dif
ferences betweeri.intome for financial reporting and 
tax purposeii; resulted ut'B loss for tax purposes in 
1981. The Company recognized a $2,330,000 extraordi
nary federal income tax benefit from utilizing tl~e 
$5,000,000 loss carryforward for financial reporting 
purposes, and also provided deferred federal income 
taxes for a portion of the accumulated timing differ-
ences between income for financial reporting and tax 
purposes. The Company ended 1981 with a net operat-
ing loss carryforward for tax purposes of approxi-
mately $4,200,000, which expires in 1996. Since the 
carryforward results from accumulated differences •. , 
between income for financial reporting and tax pur-
poses, deferred income taxes will be provided in the 
·financial statements when the carryforward is utilized 
to reduce future years' fedttral income tax payments. 
An additional $12,900,000 oflosses covered by the loss 



rovision will .also reduce future years' federal income 
tax payments, when they are realized and become 
deductil!le for tail: purposes. 

The Compa11y has investment tax credit carryfor
wards of approximately $5,aoo;ooo, expiring in 1990 
through 1996, available to reduce future years' federal 
income tax payments. Of this amount; approximately 
$1, 700,ooo·is also available to reduce future years' 
income tax· provisions for financial reporting p_!lrposes. 

The Company's federal income tax returns have iM!en 
examined by the Internal Revenue Service through 

"1969.'ln the opinion of Management, adequate provi
sion has been made for all tax liabilities. 

Note 7: Marketable Securities 
At December 26, 1981 and December 27, 1980, market
able securities consist of time deposits of $15,016,000 
and $6,076,000 and marketable equity securities with 
carrying values of $112,000 and $495,000 (market 
values $315,000 and $534,000), respectively. 

Note 8~ Projlerty, Plant and Eqilipmellt 

&ti Dec.26, Dec.27, 

' ~-. ---"-"'"-~----------.-19-9~-283-,-_ -.-
1980
-8-,83-7 

Buildinp 48,693 45,121 
Ma~iaery and equipment 67, 787 58,814 
Whicles 629 3,208 
Leasehold improvements 21,622 16,956 
Construction in progresil l,185 6,180 

Leso accumulated depreciation nnd 
amortiution 

149,199 139,116 

42,155 
$107,044 $104,592 

During the years ended December 26, 1981 and 
Decernber 27, 1980, interest cost of$617,000 and 
$430,000, respectively, was capitalized as property, 
plant and equipment: 

The above amounts include property, plant and equip
ment leased under capital leases as follows (Note 14 ): 

(In thousanda) 

Land 
Bu ii di lip 
Machinery and equipment 
Vehicles 

Dec.26, 
1981 

s 7,/ll . 
12,510 
2,855 

Dec.27, 
1980 

s 772 
13,079 
2,983 
2,516 

16,137 19,350 
Lesa accumulated depreciation 5,S:is 6,519 

~r---------~-----•-1-~_299 ____ • __ 12 •• 83~1 

" 

Note 9: Intallgible11 

(In thousanda) 

Costa in exceaa of net assets of acquired 
businesees 

F\'anchise agreements and other 
intangibles 

Lesa accumulated amortization 

Dec.26, 
1981 

$ 18,274 

15,780 
34,054 
3,948 

s 30,106 

Dec.27, 
"1980 

$ 18,947 

15,687 
34,634 

1,799 
s 32,835 

The decrease in costs in excess of net assets of 
acquired businesses results from finalizing amounts 
estimated in 1980 for the Hickory J'&rms acquisitions 
(Note 2). · 

Note 10: Accrued E:m:peilaea · 

(In thousand.) 

'lll:res 
Payroll 

,, 

Interest , . 
Estimated liabilities in connection with 

discontinued operations 
Other 

Note 11: Long-'ll!rm Debt 

(In thouaanda) 

Senior debt: 
Notes payable to banks 
Other notes payable 
Industrial revenue bond financinp 
Capital leues (Note 14) 

Lesa current portion 

Sabordillatecl debt: 
12~% Convertible Subordinated 

Debentures, due June 15, 1999 
7% SubOrmnated Debentures, 

due February l, 1994, less original 
issue discount of $3,185 and $3,389 

5% Convertible Subordinated 
Debentures, due June 15, 1988 

&'>I Cumulative Income Subordinated 
Debentures, due December l, 1990 

1btal long-term debt 

Dec.26, 
1981 

s 6,551 
6,162 
1,897 

2,707 
4,336 

s 21,653 

Dec.26, 
1981 

s 40,852 
4,105 
8,500 

10,913 
64,370 
3,083 

.. 61,287 

37,741 

15,839 

3,214 

3,073 
59,867 

$121,154 

Dec.27, 
1980 

$ 7,616 
3,964 
1,953 

9,111 
5,006 

s 27,650 

Dec.27, 
1900 

s 34,845 
15,398 
6,250 

14,117 
70,610 
6,811 

63,799 

37,741 

15,985 

4,024 

3,140 
60,890 

$124,689 

At December 26, 1981, notes payable to banks include 
a $20,()00,000 term loan from a bank and $15,000,000 
borrowed under two revolving credit and term loan 
agreements. The term loan bears interest at ll'!ii% 
through September .1985, 1A ofl% above the prime rate 
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thereafter through September 1988 and 1Ai of1% above 
the prime rate thereafter through March 1990, and is 
repayable in ten equal semi-annual installments com-

. o mencing September 1985. The term loan agreement 
requires compensating balances of 5% of the amount 
outstanding through September 1~~5, andl0% there
after. A $10,000,000 revolving credit and term loan 
bears interest at% of1% above the London Interbank 
Offered Rate (LIBOR) through September 1983, 'Vs of1% 
above t.IBOR through September 1986 andl% above 
LIBOR thereafter through September 1988, and is 
repayable in five equal annual installments commenc
ing October 1984. A $5,000,000 revolving credit and 
term loan bears interest between% of1% andl%, 
depending oil· the term of the borrowing, above LIBOR 
or the Federal F\Jnds rate, or at the prime rate and is 
repayable in December 1985. When not in use, the 
revolving credit and term loan agreements require 
commitment fees oflh of 1 %and % of 1 %, respectively. 

,, 

In addition, the Company may borrow up to 
$55,000,000 under two bank agreements. Under a 
revolving credit and term loan agreement with a 
group of banks, the Company may borroill· up to 
$45,000,000 with interest at the prime rate through 
March 1983 and IA of1% above the prime rate there
after through September 1984, at which time the oµt
standing balance is convertible into a three-year term. 
loan bearing interest at 'h of 1 % above the prime rate 
and repayable quarterly commencing December 31, 
1984. The credit agreement requires a commitment fee 
of 'h of1% ofthe unused portion of the available credit 
and the Company is required to maintain compensat
ing balances of 5% of the credit available under this 0 
agreement plus 7% of borrowings outstanding. Under 

. a revolving credit and term loan agreement with a 
bank, the Company may borrow up to $10,000,000, 
withinterest at the prime rate through June 30, 1984, 
at which time the outstanding balance is convertible 
into a four-year term loan bearing interest at 'IA of1% 
above the prime rate and repayable quartei:ly com
mencing September 30, 1984. The Compatiy,js 
required to maintain compensating balances of7¥.i% 
of the commitment un<ler this agreement plus 5% of 
indebt¢dness outstanding. 
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Each of the above agreements requires the Company,• 
among other things, to maintain minimum levels of 
working capital, tangible net worth and shareholders' 
equity, as well as certain minimum financial state-
ment ratios. Under the most restrictive covenants in 
any of these agreements, working capital exceeded the 
required minimum by approximately $15,000,000 and 
tangible net worth exceeded the required minimum 
level by approximately $16,000,000 at,December 26, 
1981. ' (( 

The Company also has available unsecured short. 
term lines of credit under which $8,000,000 may be 
borrowed at the prime rate from various banks. These 
arrangements r~_qp.ire the Company to either pay 

. commitment fees of% of1% or maintain average com
pensating balances between 5% and 71h% of the credit 
lines plus up to 71h% of any borrowings thereunder. 

During 1981, the Company borrowed various amounts 
under its credit agreements. Short-term borrowings, 
including borrowings pursuant to credit agreements, 
reached as much as $25\000,000 and averaged approxi
mately $9,000,000 for the year, at a weighted average 
annual interest rate of17%. , , 

>,.;; 

Industrial revenue bond financings of $4,250,000 bea··· 
interest at 9% through December 1987 and 75% of the .·. 
prime rate thereafter, and are repayable in quarterly 
installments from March 1984. through December 
1992. Another $4,250,000 of industrial revenue bond 
financing bears interest at 65% of the prime rate and is 
r)apayable in annual installment$ from July 1984 
through July 1991. · · ·._. 
The 123A% Debentures are convertible, at the 1·ate of 
$15 per share; into 2,516,046 shares of common stock, 
subject to adjustment in certain circumstances. The 
12%% Debentures are redeemable; at the Company's 
option, at a. 4%% premium through June 15, 1982 and 
at declining premiums thereafter. 

The 7% Debentures are redeemable, at the Company's 
option, at a 2'h% premium through February 1, 1983. 
and at declining premiums thereafter. Amortization of 
the original issue discount is based on an effective 
interest rate of 9% and amounted to $145,000 in 1981, 
$307,000 in 1980 and $4 71,000in1979. For income tax 
purposes unamortized original issue discount 
amounted to approximately $3,400,000 at December 
26,1981. 

~. " • 
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·-----------------------------------The 5% Debentures are convert.ible, at the rate of 
- - ', ' .ll : - ' 

$13.43 per share, into 239,315 sllares ofcommon stock, 
subject to adjustment in certain circumstances. The 
5% Debentures are redeemable, at the Company's 
option, at a 1%% premium through June 14, 1982 and at 
declining premiums thereafter. 

The 6% Depentures are redeemable through a sinking 
fund at the rate of $450,000 principal amount e.ach 
year. In both 1981a_µd1980, the Company delivered 
debentures to the 'Irustee to satisfy sinking fund obli
gations and at December 26, 1981, heid an additional 
$1,370,000 principal amount to satisfy sinking fund 
obligations for approximately the next three years. At 
the Company's option, the 6% Debentures are redeem
able earlier.than required by the sinking fund ahi 1.2% 
premium through December 1, 1984 and at dec),ining 
premiums thereafter. The indenture provides that no 
dividends may be paid on any class of the Company's 
capital st11ck unless all i11terest and sinking fund obli· 
gations rela!ing to the 6% Debentures have been paid. 

Aggregate maturities of long,term debt for the five 
years subsequent to December 26, 19~1, after subtract-

.illllli.ng 6% Debentures held by the Company and exclud
W1g capital lease obligations (Note 14), are $1,976,000 

m 1982, $1,953,000in1983, $4,427,000in1984, 
$11,020,000 in 1985 and $8,024,000 in 1986. 

Note 12: Other. Liabili~ie!I and Deferred Credits 

(In thousands) 

Estimated liabilities in connection with 
discontinued operations 

Deferred cr~dits and other liabilities 

Dec.26, 
1981 

$ '9,208 
5,210 

$14,418 

Dec.27, 
1980 

$16,034 
6,072 

$22,106 

The reduction in estimated liabilities in connection 
with dis,continue'ii operations resulted primarily from 
charges related to the di§2psition of the fresh and pro
cessed meat business :;P,gment (Note 4). ',,, 

• 

Note 13: Shareholders' Equity 
As of December 26, 1981, 2,516,046 shares of common 
stock are reserved for conversion of the 12%% Deben
tures, at the rate of $15 per share, and 239,315 shares 
are reserved for conversion of the 5% Debentures, at 
the rate of $13.43 per share. 

The Company's stock option plan provides for the 
issuance to key employees of optfons to purchase com
mon stock at prices not less than fair market value on 
'the dates of grant; options are exercisable after one 
year of employment. Options expire no later than ten 
years aft'ilr grant. The Stock Option Committee of the 
Board of Directors has the discretion either to permit 
holders ofoptions for 40,000 shares, at their request, 
or to direct holders of options for 487,000 shares, upon 
notice of exercise, to surrender their options for payc 
ment, in shares of common stock or a combination of 
shares of common stock and cash, equal to the excess 
of the fair market value on the dates of surrender over 
the option exercise prices. 

changes in stock options during the three years ended 
December 26, 1981 are as follows: 

Balance outstanding at 
December 30, 1978 

Options granted 
Options 'exercised 
Options cancelled or expired 
Balance outstanding at 

December 29, 1979 
Options granted · 
Options exercised: 
Balance outiltanding at 

December 27, 1980 
Options granted 
Options exercised ., 
Options cancelled or e:ipired 
1\vo-for-one stock split 
Balance outstanding at 

December 26, 1981 

Shares 

205,450 
13,500 

(70,150) 
(52,000) 

96,800 
67,500 

(7,2,800) If 

91,500 
245,5\JO' 
(23,500) 
(31,500) 
282,000 

564,000 

'Restated for the two-for-one stock split. 

Option Prices 

$ 5.00-$14.19 
9. 75-;, 16.44 
5.00- 14.19 
5.00- 9.19 

9.06- 16.44 
14. 75- 18.00 
9.19- 14.75 

9.06- 18.00 
22.44 

9.19- 17.88 
9.06- 22.44 

$ 4.59-$11.22• 

Outstanding options granted prior to 1981for77,000 
shares were exercisable at December 26; 1981 and out
standing options granted in 1981for487,000 shares are 
exercisable during the period January 1 through June 
30, 1982. At December 26, 1981\ a total of 313,000 shares 
are avail!lble for grantin~ additional options . 

The Company's certificate of incorporation authoriz_!ls 
the issuance ofl,000,000 shares of $1.00 par value pre~ 
ferred stock, none of which has been issued. 
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------------------------------------· Note 14: Leases 
0 

The Co~pany's capital leases are principally for 
offices and retail stores, for periods ranging from 10 to 
25years. 

At December 26, 1981, future minimurp lease obliga
ti;ons under capital leases, included in 'fong-term debt 
(Note 11), are as follows: 

· (In thous.ands) 

Payable in 1982 
1983 
1984 
1985 

,. 1986 
1'ayable after 1986 
'lbtal minimum lease obligations 
E1ecutory ~.osts 
Amount representing interest 
Present value of net minimum le,BSe obligations 

$ 2,329 
1,859 
1,720 
1,500 

,,1,370 
:14.232 
23,010 

. ;(<'(274) 
.Jll,823) 
"1$10,913 

Aggregate future minimum rentals to be received 
under related subleases amount to $570,000. 

The Company's operating leases are principally for 
retail store locations, for periods ranging from 5 to 
20 years, and vehicles, for either one or two years. At 
December 26, 1981, future minimum rental commit" 
ments under operating leases.with lease terms longer 
than one year are as follows: 

(In thousands) 

Payable in 1982 0 
1983 
1984 
1985 
1986 

Payable after 1986 
'lbtal commitments 
1'\Jture sublease rental income 
Net commitments 

$ 8,555 
7,So4 
6,810 
5,971 
5,170 

20.519 
54,829 
(3.542) 

$51,287 

Rent expense of continuing operations was $12,886,000 
in 1981, $9,361,000 in 1980 and $6,203,000 in 1979. 
Rent expense includes additional rentals based on 
retail store sales (in excess of the minimums specified 
in leases) of$1,143,000in1981, $1,174,000in1980and 
$401,000 in 1979, and is reduced by subl<.Jii:~e rental 
income Of $152,000 in 1981, $192,000 in 1980 and 
$190,000 in 1979. '5'• 
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Note 15: Pension Plans 
The Company and its subsidiaries sponsor two pension 
plarts which cover substantially all salaried and cer
tain hourly employees .. Pension costs under these 
plans amounted to approximately $1,070,000 in 1981, 
$3,570,000in1980 and $3,120,000in1979 (including 
$2,510,000in1980 and$2,200,000in1979 applicable to 
discontinued operations). 1btal pension costs include 
normal costs, interest on unfunded priOr service costs 
and amortization of prior service costs. A comparison 
of accumulated plan benefits with plan net assets and 
balance sheet accruals for each of the Company's pen
sion plans is as follows: 

(In thousands) 

Actuarial presetft value of 
accumulated plan benefits: 

Vested 
Not yet vested 

Net assets available for plan 
benefits and balance sheet 
accruals 

(In thousands) 

Actuarial present value of 
accumulated plan benefits: 

Vested 
Not yet vested 

Net assets available for plan 
benefits and balance sheet 
accruals 

·~ .. 
DecemDer 26, 1981 

Salaried Plan Hourly Plan 

$16,100 $37,000 
---~700~---'· Q,600 

$16.800 fu7.50ll 

$23.100 $29.900 . " 

December 27, 1980 • 

Salarilid Plan Hourly Plan 

$15,300 $36,900 
400 400 

$15,700 ~713~~ 
L ,..._, 

<'.~ ... $25,700 $28,600 

The actuarial present values of accumulated plan ben
efits were determined using investment rates of return 
of 7% for the salaried employees' plan and 10% for the 
hourly employees' plan. 
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While the Company has no contractual obligations for 
benefit payments or contributions to trust funds 
beyond the terms of existing labor contracts, ifits pen
sion plans are terminated, the Company will be liable 
for unfunded vested benefits to an extent determined 
under provisions of the Employee Retirement Income 
Security Act ofl974. ·• 

Note 16: Litigation 
On June 10 1980, the Company purchased 267,850 
shares (not restated for the stock split) of its common 
stock from a group of shareholders who had purchased 
the stock in conjunction with Clabir Corporation. The 
purchase price was $25.00 per share, of which $20.00 
per share was paid in cash and the remaining $5.00 per 
share by three-year promissory notes, for a total pur
chase price of $6,696,000. The Company also acquired 
an option to purchase another 466,450 ofits shares 
(not restated for the stock split) from Clabir. The price 
of the option was $2.50 per share, or $1,166,000. The 
Company exercised the option and, on November iO, 
1980, purchased the 466,450 shares for an additional 
$22.50 per share, $17.50 per share in cash and $5.00 per 
'lare by three-year .. promissory note. s, for a total addi

nal purchase price of $10,495,000. Pursuant to the 
greement granting the option, Clabir is prohibited 

from purcjtasing the Company's co,mmon stock for a 
five-year period. 

Three lawsuits have been commenced challenging the 
propriety of these tran~actions. Each of the plaintiffs 
asserts claims derivatively as a shareholder of the 
Company for damages allegedly caused by the Board 
of Directors' authorization of the purchase of the 
Company's common stock at a price'in excess of that 
at which the stock then was selling on the open mar
ket. The Board of Directors.views the claims to be 
without merit. 1\vo of the actions also seek to recover 
damages from Clll.bir for its role in the transactions, 
and one of these demands that "short-swing" profits 
allegedly received by Clabir in violation of Section 
16 (b) of the Securities Exchange Act ofl934 as a 

• 

;esult of the transactions be repaid to the Company. 
All three lawsuits are purportedly brought for the 
benefit of the Company, and if they were to result in 
deci!Oions in favor of the plaintiffs, damages would be 
awarded to the Company. Additional lawsuits could be 
commenced against the Company. Although the possi- · 
hie effects of any such lawsuits cannot be determined, 
any such possible effects should not be material to the 
Company. '"· 

· Unions representing former employees of Cudahy 
Company have filed unfair labor ~ractice charl1ies 
alleging violations of the National 'Labor Relations 
Act in connection with the Company's discontinua
tion of the fresh and processed meat business segment 
and the subsequent closing and sale of facilities to 
Bar-S Foods Co. (Note 4). The regional offices of the 
National Labor Relations B.oard which thus far have 
ruled on the charges have found that the sale of 
Cudahy assets was a bona fide transaction which did 
not violate the National Labor Relations Act. Certain 
of the filing unions have appealed these rulings to the 
National Labor Relations Board's national office; 
however, since the Company has comp!ied with all 
provisions of the law, it believes the umons' charges 
before the National Labor Relations Board, as we,11 as 
in grievance proceedings under labor contracts and a 
civil action raising similar issues, will be found to be 
without merit. 
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. Note 17: Bu1ine1• Se1111ent Information 

(In 'ihousanda) 1981 
Salee: 

Specialty retailln1 
Specialty food stores $ 90,744• 

· Convenience stores 177,745 
Food products 

l'\oozen food products 77,700 
S~alty fOod ~roducts 75,092 
Salt'and agricu tural products 78,147 

'lbtal sales of continuinl operatiolil '497,828 

Operatilil;·hlcome: 
Specialty retaillil1 

Specialty food stores • 9,515 
Convenience store& 8,331 

Food products " 
5,754 l'rozen food products 

Specialty fOod ~roducts 4,144 
Salt and agricu tural products 9,819 

1btal operating income 37,583 
Other income · 2,180 

.. Interest and debt expense (15,131) 
Unalloc11ted administrative expellse (9,505) 
Income taxes (3,489) 

Income from continuln1 operations • 11,838 

1980 

$ 49,363• 
163,059 

75,302 
67,010 
69,979 

·' $424,713. 

$ 13,375 
6,077 

2,566 
4,173 
8,683 

34,874 
6,613 

(10,944) 
(8,538) 

(10,589) 
$ 11,416 

"' 

,, 

1979 

$148,037 

75,678 
65,787 
60,873 

$350,375 

$ 8,322 

4,615 
3,614 
6,764 

23,315 

(l~~) 
(6,741) 
(6,157) 

$ 9,672 

"'includes franchise fees of $6,151in1981 and $5,095 in.1980. Por the full year 1980, this ..;gment's sales amounted to $80,270, including 
~·frimchise fees of$6,176. 'lbtal full year .sales offranchisees and Company-operated stores amounted to $198,600 (unaudited) in 1981 an 
/~183,500 (unaudited) in 1980. 

Depreciation and amortization of property, 
llant and eq:gment: 

pecialty re in1 • 2,707 $ 711 Specialty food stores 
Convenience stores 3,248 2,803 $ 2,278 

Food products 
2,158 1,096 l'rozen food products 1,765 

Specialty food ~roducts 183 692 656 
Salt and agricu tural products 1,438 1,465 1,256 

Not identified with specific businesses 538 520 516 

Continuing eJ:rations 10,770 7,956 5,802 
Disconti.nu operations 2,504 2,775 

1btll depreciation and amortization • 10;770 $ 10,460 $ 8,577 

(• 

• 
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(In thouaanda) 

Additiona to P!!'Nf!1• plant and ~uipment: 
Specialty re ' 

Specialty fO<)d stores 
Convenience stores 

Food producta · 
~ozen fO<)d products 
S~lty food products 
S&lt and agricultural P.roducts 

Not identified with specific businesses 
Continuing operations 
Discontinued operations 

. 'lbtal additiona 
'lbtal year-end ulleta: 

Specialty retalllns 
Specialty food stores 
Convenience stores 

Food producta 
~ozen food products 
S~lty food products 
Salt and agricultural products 

Su~total 
Cash and marketable securities 
other assets not identified with specific 

·•c!i:':perations " 

" 

Discontinued operations 
'lbtal year-ead uaeta 

1181 

' 4,S'll 
15,781 

1,044 
1815 

1,909 
707 

18,178 

' 18,178 

'88,ffl 
49,187 

11,1574 
11,1150 
19,849 

111,9151 
11,1115 

lt,108 
IU,1815 

1,141 
fl88,H7 

1980 

$ 1,774* 
12,724 

3,384 
210 

5,263 
848 

24,203 
5,309 

$ 29,512 

$ 69,124 
46,465 

34,495 
20,483 
39,462 

210,029 
17,791 

13,171 
240,991 

33,920 
$274,911 

·-~ 

" 

1979 

$ 6,271 

3,438 
337 

2,308 
423 

12,777 
4,325 

$ 17,102 

$ 35,932 

32,979 
17,647 
35,015 

121;573 
43,732 

13,008 
178,313 
55,633 

$233,946 

•In addiiion to Sl9,200 property, plant and equipment of acquiredJ1uaineooes. 

ReportollndepelMlent~ 
Th the Directors and Shareholders of 
General Host Corporation .. .. v 
In our opinion, based upon our examinations andlthe 
report of other independent accountants referred\\~ 
below, the accompanying COflsolidated·balance sh~ 
and the related consolidated statements of income, Jr 
changes in shareholders' equity and of changes in 
financial position present fairly the financial position 
of General Host Corporation and its subsidiaries at 
December 26, 1981 and at December 27, 1980, and the 
results of their operations and the changes in their 
financial position for each of the three years in the 
period ended December 26, 1981, in conformity with 
generally accepted !'Ccounting principles consistently 

plied. Our examinations of these statements were 
ade in accordance with generally accepted auditing 

tandards and accordingly included such tests of the 
accounting records and such other auditing proce
dures as we considered necessary in the circum
stances. We did not examine the December 27, 1980 
financial statements of Hickory Farms of Ohio, Inc., a 

k' ~·. \\ ll 

p".j / ... 

consolidated subsidiary, which sta'llil"P.imts reflect total 
assets constituting 20% of consolidated assets and rev
enue constituting 7% of consolidated revenue in that 
year. These statements were examined by other inde
pendent accountants whose rewrt thereon has .been 
furnished to us, and our opini&n expressed herein, 
insofar as it r~lates to the December 27, 1980 amounts 
included for Hickory Farms of Ohio, Inc., is bf!Sed 
solely upon the report of the other independent 

aun·~. s. ~,~,, 

986 Bedford Street 
Stamford, Connecticut 06905 
February 15, 1982 
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Fourth Thin! Second =-Quarter Quarter Quuter 

1981 
Sales $ 163,943 $ 136,050 $ 99,319 $ 98,316 

Income (toes) before income taxes $ 18,921 -$ - (1,174) $ (1,291) $ (1,349) 

Income (toes) before extraordinary gilin $ 14,551 $ (928) $ (967) $ (1,018) 
Extraordinary federalincome tu benefit 2,330 

Net income (toes) ,$ 16,881 $ (928) s (967) $ (1,018) 

Primary earning& per share'1•11
: 

Income (toes) before extraordinary gain $ 3.08 $ J.20) $ ., .... (.20) $ ('.22) 

Net income (toes) $ 3.57 $ .. (.20) $ (.20) $ (.22) 

1'U11y diluted earnings per share'u': 
Income before extraordinary gain $ 2.12 

Net income $ .2.43 

Cash dividen~ per share''' $ .ll'A ... s. .ll'A $ .11 'A $ .ll'A 

Price range per share as traded on 
the New York Stock. Exchange'" $101A:$81

/• S ll'/1-$81/s . $12112-$9'/, $10'!.-$81/a 

0'R .. tated for the two-for-cine atock eplit. , 
')'!" 

111>ue lo cbanpe in the number of lbarea outatandin1 durin1 the year, quarterly 
earninp per lhare do not -uy add to the totala for year. 

• i"-..~ 
1,>/ 

• 
Ii 
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lllurlb Third Socoad Fint 

tlao ~ QuarW Quarter Quarter 

,, Sales of continuing operations $ 134,473 $ 126,010 $ 81,726 .. $ 82,504 

Income from continuing 
,, ,, 

operations before income taxes $ 13,550 $ 602 $ 4,841 $ 3,012 

Income (loss) from continuing operations $ 5,375 $ (91) $ 3,759111 $ 2,373 
Discontinued operations, after income taxes (18,102~·· (1,582) 810 732 

Income '(loss) before extraordinary gam (12,727) (1,673) 4,569 3,105 
Extraordinary gain on extinguishmeut of debt (l,l8n11 3,852 4,476 

Net income (loss) • (13,914) $ 2,179 $ . 9,045 $ 3,105 

Primary earnings per sharett.t1: 
Income (loss) from continuing operations $ 1.05 $ (.02) $ .62 $ .40 

Income (lliss) before extraordinary gain $ . (2.49) l . (.30) $ .75 $ .52 
·- '. . ..-~- ·- ·-

Net income (loss) $ . (2.72) . $ .39 .... $ 1.49 $_ .52 

.Ully diluted earnings per sharet~•1 : 
.73 Income from contit\uillg operations $ $ .11 $ .58 $ .38 .. '" .... ---·--

Income (loss) before extraordinary gain $ (~03) _$ .70 $ .49 

Net income $ .31 ' $ 1.38 $ .49" 

Cash dividends per share'' $ .10 $ .10 $ .10 $ .08% 

.ce range per share as traded on ~he New York Stock Exchange1~1 
.~ 

$9'/1-$83/a $10-$83/1 $9'A-$63/, $lQ'A-$61/1 

l•lftntated for the two-for-one atock eplit. 
11'Due to cbanpa in the number of Mare. ouatandin1 dwins the year, quarterly 

earninp per mare do not necz erlly add to the totela for year. 
13ltncludee Sl,080 pin from eale ofinveetment in Ponderoe1 System, Inc. 
1'ltncludn '17, 7 45 after-tax 1-provilion for clilcontinued operationa. 
111Adjuatment of third quarter income tu provieion on ntraordinary pin. 

0 
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General Hoot Corporation 

'=-· 

1981 1980 1979 1978 

" Sales of continuing operations • 417,128 $ 424,713 $ 350,375 $ 298,780 $ 258, 

Income (loss) from continuing 
operation.<i before income taxes • 11,107. $ . 22,005. $ 15,829 $ 3,601 $ (169) 

Income (loss) from continuing 
operations • 11,138 $ l l,416ill $ 9,672'21 $ 2,512'" $ (341) 

Primary earnings (loss) per share 

• 2.00 from continuing operations"1 Z.48 $ $ 2.00 $ .72 $ (.10) 

Tully diluted earnings per share from 
continuing operations'•> • ... 2.10 $ 1.74 . $. 1.62 $ .. ,60 

Cash dividends per share141 • .. .41 $ .38~~ ;"'$ •··· .32Y.! $ . .30 .$ .30 

Average shares outstanding''' 4,733 5,703 4,846 .. 3,477 •.. 3,340 

Fully diluted shares"1 7,174 •. J.42~ . 6,424 . 6,411 

Working capital • 151,214 $ . 48,251 $ 85,202 $ 59,354 $ 44,991 

Ratio of current assets to current 
liabilities 2.0·1 1.8·1 2.6:1 .. 2.3·1 .. .,2,0:1 . .. 

Total year-end assets • 218,127 . $ 274,911 $ 233,946 .. $ 201,783 $ 207,269 

Long-term debt, induding current 
1>0rtion • 124,237 $ .. 131,500 $ JOl,579 $ 118,l?55 $ 118,070 

0 
§hareholders' equity • 77,120 $ 64,026 . $ ' 113,872 $ . 39,054 $ 43, 

Long-term debt as a percentage 
~ 

of total capitalization 12'.f, 67% 55% " 75% 73% 

Number of common shares 
outstanding•l . 4,7215 4,709 6,026 3,402 3,489 

Book value per sharelu1 • .. 11.83 $ 14.05 $ 14.16 $ .. 11.75 $ 12.68 

Price range per share•as traded on the 
New York Stock Exchange«• ll2'A·'8'9 $101<-$6Y.! $11 Y.:-$4'1• $6-$431. $65/1-$4110 

,. 
111 Includes $1,080, or S.19 per share ($.15 fully diluted). gain from sale ofinvesim.,nt in Ponderosa System, Inc. 
"'Includes S4.,22i, or $.87 per shar" ($.66 fully diluted), of gai1111 from sales ofinvntments in National Conv..nience Stor'"9 

11nd Hoot International. 
131 After $590, or U7 per share (S.09 fully diluted), provision for uncollectibl" noie. 
!'I Rntated for ihe two-for-one siock split. ,/ 
!''Including notn receivable arising from >!Xercile ofstock options. 

.. 
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The Financial Accounting Standards Board'sState
men.t of Financial Accounting Standards No. 33, Finan
cial Reporting and Changing Prices, requires that 
supplementary information be presented to sho'll"'the 
effects of inftation on selected elements ot'the consoli
dated financial statements. The objective of Statement 
No. 33 is to provide information which will demonstrate 
the estimated effeets of inftation, since it is widely held 
that traditional historical dollar financial statements do 
not adequately reflect the unpact ofinftation. The sup
plementary data presented here should be viewed as an 
attempt to display some of the effects of inftation in gen
eral terms, and not as precise measures of such effects. 
The methods recommended in Statement No. 33 to 
quantify the effects of inflation are experimental in 
nature and will need to be improved over time, as pre
parers and users of the data gain experience. 

Accoulltinl Pblicies 
The supplementary dafa set forth adjusted amounts for 
inventories and property, plant and equipment, and the 
related effects on cost of sales, depreciation expense and 
income, following two prescribed methods: (1) the "con-

.aant dollar" method which adjustS historical dollars 
9ent at various times in the. past to average current 

year dollars based on the Consumer Price Index for NI 
,Urban Consumers, published by the Bureau of Labor 
Statistics of the U.S. Department of Labor and 12) the 
"current cost" method which adjullts for estimated 
changes in specific prices for inventories and property, 
plant and equipment. Adjusted amounts are also shown 

" for sales, dividends, common share market prices, net 
assets and unrealized gains on net monetary liabilities, 
following the constant dollar method. 

Sales of continuing operations are shown.in constant 
dollars, but there are no adjustments to income to show 
any benefit from pot<!ntial selling price increases to 
recover the higher costs resulting from application of 
the above methods. 

Depreciation expense is calculated lliling the same 
estimated useful lives and the method used in the his
torical dollar financial statements. 

b1eome tax expense is the same as shown in the his
torical dollar financial statements. 

Conl'ltant Dollar Method 
Constant dollar amounts are compiled by adjusting his
torical dollar amounts ofinventories and property, 
plant and equipment to average current year dollars, 
~on changes in the Consumer Price lndex·sinee the 
~roximate date of original'purchase or manufacture. 

The effects of these adjustments on cost of sales and 
depreciation expense are also shown. All constant dollar 
amounts are expressed in average 1981 dollars. 

When the average Consumer Price Index for the year 
increases, the constant dollar method always results in 

adjustments whiclt increase cost of sales because both 
the "inftation" of the opening inventory and the "de
ftation" of the closing inventory to average current year 
dollars increase cost of sales (and decrease income). 

Current Cost Method 
The current cost of inventories, and the related effect on 
cost of sales, is based on the year-end costs for purchas
ing or manufacturing inventories. Due to the relatively 
high turnover of the Company's inventories, these costs 
are not substantially different from the historical dollar 
costs. The current cost of property, plant and equip
ment is based on estimates of the costs to acquire or 
reproduce assets identical to those presently in use. 
Current costs (1) do not necessarily represent either rea
lizable value or the costs that would actually be 
incurred if existing property, plant and equipment were 
replaced today, (2) do not jive consideratior.. to the 
effects of technological improvements that may be 
available and (3) do not collllider the availability or cost 
of financing or the manner which the Company might 
choose to replace such 111111ets. 

Several sources, including the use of various indus
trial cost indices and direCt pricing of similar equipment 
or construction at current prices, are used to estimate 
the current cost of property, plant and equipment. 

Commentary 
The accompanying financial data set forth the approxi
mate effects ofinftation on the Company's income from 
continuing operations for 1981, 1980and1979, based QR 
both the constant dollar and the current cost methoihl. 
Under either method income from continuing opera
tions is lower than the corresponding amounts in the 
historical dollar financial statements. The reduction in 
income from continuing operations occurs because of 
increases in cost of sales and depreciation expel!lle 
resulting from the application of the above methods. 
However. the unrealized gain on net monetary liabilities 
resulting from the decline in the purchasing power of 
the dollar is not reflected in the adjusted amounts of 
income from continuing operation.'!!. 

Income tax provisions are not adjusted in these data 
because income taxes are not reduced to allow for the 
effects of inftation. The effective tax rates for continuing 
operations under the constant dollar and current cost 
methods are 42% and 37%, respectively, in 1981 (23% in 
the historical dollar financial statements), 67% and 66%, 
respectively, in 1980 (48% in the historical dollar finan
cial statements), and 62% and 56%, respectively, in 1979 
(39% in the historical dollar financial statements). 

In 1981, 1980 and 1979, the increase in the current cost 
of inventories and property, plant and equipment was 
less (measured in average 1981 dollars) than the overall 
increase resulting from general inflation, as measured 
by the Consumer Price Index. 
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n1e-11s111....,haData 
(Dallon in """"•""8,uttpt~rMou...-llbj 

Sale• of coatlauln1 operation•: 
Historical dollars 

o;:,-. Constant dollars 
c; la~me from eoatlauiJll 

ofM!ratloui 
Hil\orical dollars 
Constant dollars 
Current coet 

Primary earlliap per •hare: 
Historical dollars 
Constant dollars 
Current coet 

Fully dilated earlliap per ahare: 
Historical dollars 
Constant dollars 
Current coet 

'Net a•nt. (aaueholder•' equity): 
Historical dollars 

·· Constant dollars " Current coet 
Unreallaecl pill on net lilonetary 

liabllitiea (principally long-term 
debt) resulting from the decline in 
purchuilig power of the dollar 

Esceaa oflacreue reaaitbaf.from 
pneral lalatioa oftl' lacreue 
la current coat of inventories and · 
property, plant and equipment 

C.uh divicleada per CODllDOD 
•hare: 
Historical dollars 
Constant dollars 

Deeemkt' 11 cloaiqmarket 
prie!e per common •hare: 
Historical dollars 
Constant.dollars 

Averap conaamer price ladell tor 
the year 

.. • 

1111 1980 1979 

M17,lll $424,713 S350,375 
M17,lll $468,578 $439,016 

\. 
• 11,UI '$ 11,·'16 $ 9,672 • 4,111 $ 5,654 $ 4,647 • I.Ill $ 5,947 $ 6,054 

• 1.41 $ 2.00 • 2.00 ' • 1.11 s .99 s ' .96 • Lii $ 1.04 s "1.25 

• I.II $ 1.74 $ 1.62 
._...II••'- s 'I) .99 $ .81 
Mill Iii -••• $ 1.03 $ 1.09 

rP 

• 77,511 $ 64,026 $ 83,872 
•ttl,711 $104,837 $141,768 
SlN,111 $125,402 $186,343 

• 11,141 $ 12,522 $ 12,587 

• 1,111 $ 1,729 $ 4,708 

.. 41 $.38% $.32'h 
•• 41 $.42% $.40% 

0 .. ~ $ 9~ $ 9119 

··~ $10 $11'/e 

171.4 246.9 217.4 

Note:Alltheabowconatantdolwandcurrentcoetamountaueeapr-.linat~1981clollan. 
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Genenl Hoot Corporation 

1978 

$298,780 $258,508 
$416,518 $387,976 

" • 
$.30 $.30 
$.41% $.45 

,, 
$4~ S4'h 
$6~ $6119 

195.4 181.5 

/) 



m 

·-· -----------------"-· ~--------------0 lliltmcal -la Hiolori<alomounludjuo!edb 
"PortOd in Gmen1 in8alion Chaqol in 

theCOl*llidattd "(ccnotant ' llP<dftcprices 
-,..----------------------linoncial __ ._11a_1emen __ ii•---~· _dollara_~I j/ (current coot} 

Income from continuing operations before income taxes "$ 15,107 
Adjustments to reftect the effects of general inflation 

(constant dolllirs) and changes in specific prices:; " 
(current cost):,., . 
Increases to ~3,556 historical cost of sales 

f' (inventorv cO!ltS)'i'' 
. Increaseil° to $1,l);'170 historical depreciation and 
amortizationfi',! 

Income from continuing operations before income taxes 
Provision for income taxes 0 

Income from continuing operations 

Increase in current cost of inventories and property, plant 
and equipment held during 1981 

Increase resulting from general inflation 

Excess of increase resulting from general inflation over 
increase in current cost 

At December 2,~, 1981: 

.. , nventories 

operty, ph~ht and equipment-net 

\\ 

ll 

'" 

0 

• 
- ~; 

/I 

15,107 
3,469 

$ 11,638 . c 

$ 47,144 

$107,0« 

$ 15,107 

(2,843) 

(3,913) 

8,351 
3,469 

$ 4,882 

$ 45,747 . 

$145,153 

1' // 

' 

$ 15,107 

(767) 

(5,035) 

9,305 
3,469 

.·. $ .5.836 
1;) 

$ 13,866 
17,531, 

" 
.. S .. 3,665 

$ 47,337 

' $168,395 
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/1'111 ' 
'~' Dlreclory 

Db mml'fflllliiiiiillOlmnm ................... OtBc ... •.n ................... Ope.-.1.a.llA!J••C•iCllll_.pan .... y.Presl ... d.•.n•bi.1111~ 
" C. Whitcomb Alden, Jr'! Harris J. Ashton Ronald K. Finley 

Financial consultant and Chairman of the Board of 'lhmbellini Foods 
· private investor Directors, President and Randolph D. Herman 
.. HarrisJ. Ashton' Chief Executive Officer Hot Sam Companies 

·· Chairman of the Board of Edward H. Hoornstra Edward H. Hoornstra 
Directors, President and Vice Chairman of the Board of Acting President 
Chief Executive Officer Directors and President, 
General Host Corporation Specialty Retailing Group Hickory Farms of Ohio 

E. Kent Kinard 
William F. Downey' Louis A. Gm:..:etti, Jr. Little General Stores 
Member, Lovejoy, Wasson, Executive Vice President and 
Lundgren & Ashton, P.C. Secretary · Charles F. Lasbury 
Christopher A. Forster" Douglas W. Lauder Cudahy Specialty Foods Co. 
Senior Vice President Vice President of the Corooration Vincent W. Nielsen 
Marsh & McLennan, Inc. and President, Food Products Group Milk Specialties Company 
Weston E. Hamilton2 Anthony D. Battaglia Steven H. Pokr~ 
Senior Vice Pn!sident Vice President, Planning Van de Kamp's Frozen Foods 
Zions First National Bank William H. Bertin Otto M. Rue!lchholf 
Philip B. Harley" ' Vice President and General Counsel American Salt Company 
Director of and consultant to 

' various 1wrporations George K. Gill 
'Ii'easurer 

Richard W. Haskel' 
Private investor Richard Gould 

Vir.eJ'resident, Human Resources 
Edward H. Hoornstra 
Vice Chairman of the James C. Hull 
Board of Directors Vice President and Controller 
General Host Corporation 
Charles B. Johnson"' 
President 
Franklin Resources, Inc. 

" 

1 MemberoftheEncutMCom.mit!.. 
2 ManberoftheAuditCommitter 
3 Member of the Compemation Committee 

Opualluy Ca P""'-

Specialty Retailini'Group 
Hickory Farms of Ohio 
Maumee, OH 

Little General Stores 
•· ,i 'lhmpa, FL 

''.Hot Sam Companies 
· 'lhmpa, FL . 

0 

Food Products Group 
Van de Kamp 's Frozen Foods 
Long Beach, CA 

Cudah>: Specialty Foods Co. 
Phoemx,Az 
Milk Specialties C9mpany 
Dundee, IL · 

American Salt Ceifupany 
Kansas City, MO · 

/! /( 
II 

Desian: An:Old Saks Assodales ,_, 
Pbotosraphy:' Cary Cladstr.n1e and Cary Perweiler 

• 

• 
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Gerleral Hoit Corporation 
P.0; Box 10045 , o 
Stamford, Connecticut 06904. 
203 357-99® c ' . " 
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Subsidiaries. 

COMPANY 

Cudahy Company 

Host Holding 
Corporation 

,, ® ol 

" 

S~~TE OF 
INCORPORATION 

Delaware 

New York 

0 

~-OTHER NAMES FOR 
" TRANSACTING BUSINESS 

American 'Salt canpany 
Milk Specialties company 
Cudahy Special~y Foods co. 

----------

The names 'of all other subsidiaries are omitted sine~, con
sidered in. the aggregate as a sit1gl~ subsidiary, they would 
not have constA'1tut~q, as of . the fiscal 'year ended. l)ecember 
26, 1981, a •signifj\cant subsidiary,'! as that term is defined 
in Rule l.02(v) of Regulation .. s-x. 
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