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PART I 

Item 1. Business. 

ThtjC \information set forth in the section entitled "Principal '-.·.:_: 

Business Activl.ties" on page 6 of the 1976 printed annual report of 
Blue Chip Stamps, a copy of which page is aj:tached, is incorporated 
herein by reference. With the e.xception of the aforementioned in
formation and data referred to in Item 2 and on page S-1 hereof, 
information contained in said annual report is not to be deemed 
filed as part of this report. 

Item 2. Sunnnary of Operations. 

The information set forth in the section entitled "Summary 
of Operations" on pages 7 and 8 of the 1976 printed annual report of 
Blue Chip Stamps, copies of which pages are attached, is incorporated 
herein by reference. With the exception of the aforementioned infor

mation and data referred to in Item 1 and on page S-1 hereof, infor
mation contained in said annual report is not to be deemed filed as 
part of this report. 

Item 3. Properties. 

The Company operates a merchandise distribution center at 
Los Angeles. The distribution center has a storage capacity of 
approximately 500,000 square feet and is leased under an agreement 
expiring July 31, 1980. 

The candy manufacturing subsidiary manufactures candy in 
approximately 220,000 square feet of fully equipped kitchen facili
ties which it owns in Los Angeles and South San Francisco. 

The savings and loan subsidiary owns its head office 
building in Pasadena. 

Redemption stores, 
offices are normally leased. 
none later than 1996 . 

candy shops and savings and loan branch 
The leases expire on various dates, 
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Item 4. Parents and Subsidiaries • 

Warren E. Buffett, a director of the Company, holds bene
ficially 13% of the Company's 5,178,770 shares of common stock out
standing; the beneficial holdings of Mr. Buffett and his associates 
aggregate 61%. Mr. Buffett, his wife and entities with which they 
are associated own shares of the Company's common stock, as follows: 

Warren E. Buffett 

Susan T. Buffett, spouse, children of 
Mr. Buffett and trusts of which he 
is t:t'ustee but has no beneficial 
interest 

Subsidiaries of Diversified Retailing 
Company, Inc. (a) 

Berkshire Hathaway Inc. and subsidi
aries (b) 

550,090 

126,628 

841,900 

1,640,459 

(a) Mr. and Mrs. Buffett own 56% of the common stock 
of Diversified Retailing Company, Inc., which 
through a subsidiary is principally engaged in 
operating women's apparel stores. Mr. Buffett 
is Chairman of the Board of such company. 

(b) Mr .. and Mrs. Buffett own 36% of the common stock 
of Berkshire Hathaway Inc., a textile manufacturer 
also engaged through subsidiaries in banking and 

'·' 
insurance. In addition, Diversified Retailing 
Company, Inc. and subsidiaries, referred to in 
(a) above, own 16% of such stock. Mr. Buffett 
is Chairman of the Board and Chief Executive 
Officer of Berkshire Hathaway Inc. 

The Company owns 99% of the outstandi~g common stock of 
See's Candy Shops, Incorporated, which, in turn, owns 100% of the 
common stock of See's Candies, Inc., both California corporations. 
Financial sta~ements of both companies are included in the Company's 
consolidated financial statements from date of acquisition in 
January 1972. 
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Item 4. Parents and Subsidiaries. (Continued) 

The Company owns 6l1-% of the outstanding common stock of 
Wesco Financial Corporation ("l~esco"), a Delaware corp',J:-ation, 
which, in turn, owns all of the outstanding stock of Mutual Savings 
and Loan Association, a California corporation, whose subsid:i.aries 
are insignificant in the aggregate. The Company, beginning with 

its fiscal year ended March 2, 1974, has taken up its equity in 

Wesco's consolidated undistributed net earnings. Separate consoli

dated and unconsolidated financial statement::; of Wesco are incorpo
rated herein by reference, as explained in the Index to F:i.nancial 
Statements on page S-1 hereof. 

Item 5. Legal Proceedings. 

(a) United States of America v. Blue Chip Stamp Company, 
Alexander's Markets, Lucky Stores, Inc., Market Basket, Purity 
Stores, Inc. , Ralphs Groc.ery Company, Safeway Stores, Incorporated, 
Thriftimart, Inc. , Thrifty Drug Stares, Inc. , and Vans Grocery Co. 
United States District Court, Central District of California, Civil 
Action No. 63-1552-F. 

This action under the Sherman Act was instituted by the 
United States Department of Justice on December 26, 1963 against 
the Company's predecessor and a Consent Decree was entered therein 
on June 5, 1967. Said Consent Decree provided for, among other 
things, a plan to offer for sale one-third of the Company's Cali
fornia trading stamp business located within a contiguous geographi
cal area in Southern California. That portion of the Consent Decree 
has been suspended indefinitely by stipulation and court order 

signed March 31, 1976. 

(b) Manor Drug Stores, and all other users of Blue Chip 

Stamps who were entitled but failed to purchase stock of Blue Chip 
Stamps, on behalf of themselves and all other persons similarly 
situated v. Blue Chip Stamps, Blue Chip Stamp Co., a merged corpo
ration, Alexander's Markets, Lucky Stores, Inc., Market Basket, 
Purity Stores, Inc., Ralphs Grocery Company, Safeway Stores, Inc., 
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Item 5. Legal Proceedings. (Continued) 

Thriftimart, Inc. , Thrifty Drug Stores Co. , Inc. , Vons Grocery Co. , 

Robert F. AlexatJ~der, Donald A. Koeppell, Leonard H. Straus, William 

F • Ramsey, Robert E. Lavert:y, Richard Ralphs, John R. Niven, Fred 
Von der Ahe. United States District Court, Central District of 

CaLifornia, Civil Action No. 70-2539 filed November 10, 1970. 

This purported class action was filed on behalf of 
retailer users of Blue Chip Stamps who failed to purchase stock of 

the Company in a 1968 offering to retailer users. The amended com
plaint filed January 2}, 1971 alleged damages to plaintiffs of 
$21,400,000 and exemplary damages of $25,000,000, interest, attor

neys' fees and costs, and prayed that plaintiffs have the right to 
purchase stock, or units of stock and debentures, of the Company on 
the terms of the 1968 offering. After hearings in the United States 

· · District Court and the United States Court of Appeals for the Ninth 
Circuit, the United States Supreme Court granted review and in a 

decision rendered on June 9, 1975 held that the purported .class did 
not have standing to bring such an action. Accordingly, the 

federal action is concluded.. On June 5, 1974, the Company was 
served with a complaint in a substantially identical action filed 
in .Los Angeles County Superior Court on June 21, 1971. Although 
plaintiffs are pursuing the state court action, in the opinion of 
counsel for the Company, upon the facts now known, the present state 
of the law, and the decision of the Supreme Court in the federal 
action, there appear to be substantial defenses on the merits. 

(c) Eleanor A. Botney and Thelma G. Daar, in behalf of 
themselves and all others similarly situated v. Blue Chip Stamps. 
Los Angeles County Superior Court, No. 997,374 filed March 1, 1971. 

This is a purported class.action to recover for stamp 
savers monies collected by the Company as reimbursement for Cali
fornia sales taxes on redemption of stamps. Plaintiffs claim that 
redemption transactions are not taxable and that all such collec
tions should be returned or, alternatively, that such collections 
exceeded the tax properly payable and such excess should be returned. 
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Item 5.. Legal Proceedings. (Continued) 

The Company has paid sales taxes to the state equal to its reim

bursement collections. The Company has asserted claims against 
the state for reimbursement of all or part of any recovery by 
plaintiffs. Following denial of these claims by the state, the·· 

Company cross-complained against the state seeking indemnity. 
The original class action complaint against the Company was 
amended to allege fraud and to seek punitive damages. On June 1, 
1973 two partial summary judgments were entered by way of inter

locutory orders, neither of which has yet become final. The first 
was in favor of the Company to the effect that the redemption 

transactions were taxable. The second was in favor of plaintiffs 
to the effect that the Company's collections exceeded the tax 
properly payable. In the opinion of counsel for the Company, the 
second partial summary judgment was erroneous. The class action 
complaint was also amended effective September 19, 1974 to assert, 
in substance, that the Company's predecessor had engaged in similar 
conduct from 1961 until its merger into the Company in 1968, and 
that the Company must respond in respect of the alleged liability 

of its predecessor to plaintiffs and the persons they purport to 
represent for overreimbursement of sales taxes. On October 24, 

1975 the California Supreme Court granted the petition of the 
Company for an alternative writ of mandate to determine (1) whether 
the trial court properly certified the action as a class action and 
set it for trial without any notice to members of the purported 
class and (2) whether or not an order for partial summary judgment 
previously entered was erroneous. Proceedings in the trial court 
are stayed pending final determination of the mandate proceedings 
in the California Supreme Court. Issues relating to the class 
action aspects of the case remain unresolved along with a number 
of issues of fact. Maximum liability in respect of this action as 
amended may be as high as $17,000,000 less the amount of any money 
which may be recovered on the claims against the state. Counsel 
believes the prospects for some such recovery to be good. In the 
opinion of counsel for the Company, substantial defenses are avail
able, but counsel cannot predict the ultimate outcome of the action. 
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Item 5. Legal Proceedings. (Continued) 

(d) T'ne i'lformation set forth in Item 5 of the Form 10-K 

Annual Report for the year ended December 31, 1975 filed by Wesco 
Financial Corporation, a subsidiary of the Company, a copy of which 
report is attached for convenience, is incorporated herein by refer
ence. With the exception of the aforementioned information and data 

referred to in the Index to Financial Statements on page S-1 hereof, 
information contained in said report is not to be deemed filed as 

part of this report. 

Item 6. Increases and Decreases in Outstanding Securities. 

Following is an analysis of changes in the amount of the 
Company's 6-3/ 4"/o Subo.rdinated Debentures due 1978 outs tanding during 
the fiscal year ended February 28, 1976: 

Balance, March 1, 1975 $6,512,000 

Open market or private purchases, 
March - June 1975 (120,000) 

$6,392,000 Balance, February 28, 1976 

There were 5,179,000 shares of $1 par value common stock 
outstanding throughout the fiscal year. 

Item 7. Approximate Number of Equity Security Holders. 

Title of class 

Common stock, par value 
$1.00 per share 

Number of record holders 
as of April 9, 1975 

2,573 

Item 8. Executive Officers of the Registrant. 

Following is a 
whose ages range from 58 

Name 

Donald A. Koeppel 
William F. Ramsey 
Raymond H. Allen 
Robert H. Bird 
James D. Carter 
William K. Klepper 
Kenneth E. Wittmeyer 

list of the Company's executive officers, 
to 43 years: 

Position 

Chairman of the Board and President 
Executive Vice President and Director 
Vice President, Information Systems 
Vice President, Secretary and Treasurer 
Vice President, Operations 
Vice President, Merchandise 
Vice President, Industrial Relations 
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Item 9. Indemnification of Directors and Officers. 

Reference is made to Item 29 of Part II of the Company's 
Registration Statement (Form S-1) No. 2-35318 dated December 17, 
1969. 

Item 10. Financial Statements and Exhibits. 

(a) Financial Statements: Refer to Index to Financial 
Statements on page S-1. 

(b) Exhibits: 

(1) Incorporated by reference to Form 8-K Current .Report 
of Blue Chip Stamps for May 1975 -

3.1-3 Amendment to articles of incorporation 
effective May 22, 1975 fixing number of 
directors at not less than eight nor more 
than eleven 

3.2-5 Amendment to bylaws effective May 22, 1975 
fixing number of directors at nine within a 
range of eight to eleven 

(2) Filed herewith -
4(d). Second compendium amendment to Profit Sharing 

Plan and Trust Agreement of See's Candy Shops, 
Incorporated 

5(g). Second compendium amendment to Profit Sharing 
Plan and Trus 1: Agreement of See 1 s Candies, Inc. 

6(a). Amendment dated July 15, 1975 to Employment 
Agreement between See's Candies, Inc. and 
Edward G. Peck 

11.1-4 Blue Chip Stamps Employees' Pension Plan and 
Trust Agreement as amended effective January 1, 
1976 

14.1 Letter from Price Waterhouse & Co. relating to 
change in method of accounting for marketable 
equity securities in the fiscal year ended 
February 28, 1976 
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PART II 

Items 11 to 15 Inclusive. 

These items are omitted pursuant to General Instruction H 
to Form 10-K. The Company has filed with the Securities and Exchange 
Commission a definitive proxy statement pursuant to Regulation 14A 
for its annual meeting of stockholde.rs scheduled for May 27, 1976. 

SIGNATURES 

Pursuant to the requirements of Section 13 of the 
Securities Exchange Act of 1934, the registrant has duly caused 
this report to be signed on its behalf by the undersigned, there
unto duly authorized, 

Date May 24, 1976 

BLUE CHIP STAMPS 

By Is/ R. H. Bird 
. R. H. Bird 

Vice President, 
Secretary and Treasurer 
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BLUE CHIP STAMPS 

INDEX TO FINANCIAL STATEMENTS 

Tl;le 1976 and 1975 consolidated financial statements, to-
' gether with the repo::t thereon of Price Waterhouse & Co. dated 1\,pril 

12, 1976, appearing \)rt pages 9 through 16 in the Company's 1976 Annual 
Report to stockholders, copies of which pages are attached, are in
cor~orated in this Form 10-K Annual Report. With the exception of 
the aforementioned information and the information incorporated in 
Items,l and .2 hereof, information cohtained in the 1976 Annual Report 
to sto'ck.l-J.olders is not to be deemed filed as part of this report. 

The December 31, 1975 and 1974 consolidated and unconsol
idated balance sheets and related statements of earnings, stock
holders' equity and ch"'p.ges in financial position of Wesco Financial 
Corporation, tqe notes thereto and the supplemental information to 

the notes to such consolidated financial statements, and the support

ing schedules, together with the report thereon of Peat Marwick 
'Mitchell & Co. dated January 30, 1976, are incorporated herein by 
reference to the Form 10-K Annual Report filed by Wesco Financial 
Cor.poration, for the year ended December 31, 1975, a copy of which 

·is attached. With the exception of the aforementioned information 
and data referred to in paragraph (d) of Item 5 hereof, information 
contained in said report is no.t to be deemed filed as part of this 
report. 

The individual financial statements of Blue Chip Stamps 
have been omitted since it is primarily an operating company and the 
total of minority interest and indebtedness of its consolidated sub
s{iiiary to unaffiliated parties is five per cent or less of total 
consolidated assets at February 28, 1976. 

The following additional financial data should be read in 
conjunct'ion with the financial .statements of Blue Chip Stamps referred 
to above. Schedules not includ'ed with this additional financial data 
have been omitted because they are not applicable or the required 
il)formation is shown in the financial statements or notes thereto. 

·.:·...-/ 
I, '} 

II 
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Consent of independent accountants 

Additional financial data of Blue Chip,/ Stamps: 
Supplementary information to notes to 

consolidated financial statements 

Financial schedules -

I - Marketable securities 

III - Investments in, equity in earnings of, 
and dividends received from affiliates 
and other persons 

V - Property, plant and equipment 

VI - Accumulated depreciation, depletion and 
amortization of property, plant 'and 
equipment 

XVI - Supplementary income statement information 

,--·~' ,, 
; - "i 

·,. __ ' 

Page 
number 

S-3 

S-4 to S-6 

S-7 

s~s 

S-9 

S-10 

S-11 



S-3 

CONSENT OF INDEPENDENT ACCOUNTANTS 

We,, he,re,by conse,nt to the, application of our repo"!'t, which 

.appears on page 16 of the, 1976 Blue Chip Stamps Annual Report to 

stockholders, to the additional financial data listed in the fore
going index when this data is read in conjunction with the consol
idated financial statements in such 1976 Annual Report to stock

holders; our report and the consolidated financial statements have 
been incorporated in this Form 10-K Annual Report. The examinations 
referred to in our report included examinations of the additional 
financial data. 

Los Ange1es, California 
April 12, 1976 

PRICE WATERHOUSE & CO. 
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BLUE CHIP STAMPS 

SUPPLEMENTARY INFORMATION TO 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

At February 28, 1976 and March 1, 1975, accounts receivable 
include approximately $180,000 and $1,920,000 relating to sales of 
marketable securities. 

Beginning and ending inventories for the two fiscal years 
ended in 1976 are as follows: 

February 28, .. 1976 
March 1, 1975 
March 2, 1974 

$ 7,295,000 
11,767,000 
10,355,000 

The above amounts consist primarily of redemptibn merchandise except 
" that the February 28, 1976, .March 1, 1975 and March 2, 1974 amounts 

include $2,122,.000, $3,168,000 and $2,225,000 relating to candy 
operations . 

The estimated useful lives used in computing depreciation 
and amortization are as follows: 

Buildings 10 to 40 years 
Furniture, fixtures 

and equipment 3 to 15 years 
Leasehold improvements Lives of leases 

Expenditures for renewals and betterments of property, 
fixtures and equipment are capitalized; maintenance and repair costs 
are charged to income as incurred. When assets are retired or other
wise disposed of,. the accounts are relieved of applicable cost and 
accumulated depreciation and amortization, and any gain or loss on 
disposal is credited or charged to income. 

The excess of cost over equity in net assets of the con
solidated subsidiary, See's Candy Shops, Incorporated (See's), 
amounted to $17,262,000 at February 28, 1976 and $17,227,000 at 
March 1, 1975 and at March 2, 1974. The excess of equity over 
cost in net assets of the unconsolidated subsidiary, Wesco Finan
cial Corporation (Hesco), amounted to $12,562,000 at March 2, 1974. 
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Following is a s:ummary of accumulated amortization of the 
intangibles discussed above, at each of the three most recent fiscal 
yearends: 

See's ,I: Wesco 

February 28, 1976 $1,775,000 $1,167,000 
March 1, 1975 1,344,.000 675,000 
March 2, 1974 913,000 218,000 

The components of accounts payable and accrued expenses 
are as follows: 

Accounts payable 
Ac.crued compensation 
Taxes other than income 

February 28, 
1976 

$3,840,000 
1,259,000 
1,128,000 

$6,227,000 

March 1, 
1975 

$3,344,000 
1,601,000 

544,000 

$5,489,000 

Income from marketable securities is broken dmm as 
follows: 

Interest 
Dividends 

Fiscal year ended in 
1976 

$ 871,000 
4,042,000 

$4,913,000 

1975 

$1,652,000 
6,086,000 

$7,738,000 

Included in interest and discount amortization is amortiza
tion of debenture discount amounting to $212,000 and $306,000 for the 
fiscal years ended in 1976 and 1975. Debenture discount is being 
amortized over the term of the debentures by use of the debentures 
outstanding method. Unamortized debenture discount of $379,000 and 

$595,000 at February 28, 1976 and March 1, 1975 is included in pre
paid income taxes and other expenses. 

Rental co~nitments apply primarily to redemption stores 

and candy shops. 
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The Company has a rene-v1able line of credit in the maximum 
amount of $5,000,000. Marketable securities with a market value of 
at least 150% of the outstanding borrowings must be maintained as 
collateral. There were no such borrowings at February 28, 1976 or 
March 1, 1975, and the maximum outstanding monthend balances during 
the fiscal years ended in 1976 and 1975 were $500,000 and $1,000,000, 
respectively. Interest, which is at prime rate, averaged 7.6% and 
10.7% during the fiscal years ended in 1976 and 1975 based on 
average daily balances of $55,000 and $96,000, respectively. 

Under the Company's qualified stock option plan, options 
for 332,500 shares were granted in February 1969 at $6.10 per share, 
options for 7,500 shares were granted in March 1970 at $14.75 per 

share and options. for 18,000 shares were granted in March 1972 at 
$15.1875 per share, fair market value at dates granted. At February 
28, 1976 and March 1, 1975, 239,200 and 224,500 shares were avail
able for grant. Options are exercisable in four annual instalments 
beginning one year after date of grant and expire five years after 
such date. The excess of aggregate proceeds from exercise over par 
value is credited to paid-in capital. Additional option information 
is surrunarized. below: 

Options which became exercisable 
during the period: 

Number of shares 
Option price -

Per share 

Total 

Market price at date first 
exercisable -

Per share 

Total 

Options exercised during the period 

Fiscal year ended in 

2,875 

$15.1875 

$43,664 

$ 7.375 

$21,203 

None 

6,375 

$14.75 and 
$15.1875 

$96,000 

$ 8.375 and 
$8.625 

$54,516 

None 

At February 28, 1976 options to purchase 4,000 shares 
were outstanding and currently exercisable at an aggregate price 
of $60,750. 
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BLUE CHIP STAMPS 

SCHEDULE I - MARKETABLE SECURITIES 
FEBRUARY 28, 1976 

Name of issuer 
and title of issue 

Number of shares or 
units - principal 

amount of bonds or 
notes 

Short-term investments, at cost 

U.S. Treasury Bills 

Marketabl~ equity securities, 
at the lower of aggregate 
cost or market 

Preferred stocks: 
Duke Power Company, 6.75% 

Cum. Conv. 
Other 

Common stocks: 
American Water.Works Company, 

Inc. 
Baystate Corporation 
CleveTrust Corporation 
Hartford National Corporation 
Manufacturers National 

Corporation 
National Detroit Corporation 
Pittsburgh National Corporation 
San Jose Water Works 
Shawmut Association, Inc. 
Source Capital, Inc. 
State Street Boston Financial 

Corporation 
Other 

Total marketable equity 
securities, at market value 

$25,000,000 

10,000 
23,800 

86,800 
108,480 
105,598 
84,844 

109,470 
274,580 
256,500 
43,100 
68,423 

1,257,127 

62,239 
134,734 

Amount at which 
shown in balance 

sheet 

$24,695,000 

$ 830,000 
417,000 

1,247,000 

922,000 
2,685,000 
4,462,000 
1,082,000 

3,147,000 
13,180,000 

9,298,000 
1,460,000 
1,522,000 

13 '671,000 

1,447,000 
2,589,000 

55,465~000 

$56,712,000 



BLUE CHIP STAHPS 

SCHEDULE III- INVEST~lliNTS IN, EQUITY IN EARNINGS OF, AND DIVIDENDS 
RECEIVED FRON AFFILIATES AND OTHER PERSONS 

Balance _at 
beginning of period 

Name of issuer Number Amounts 
and description of of in 

investment share.s dollars 

Year ended Narch 1 2 1975: 
Investment in common stock 

of ~.fesco Financial 
Corporation (

11Wesco") 1,058,042 $17,446,000 

Year ended February 28 1 1976: 
Investment in corrunon stock 

(1) 

(2) 

(3) 

of Wesco 1,527,299 $26,307,000 

Net of income taxes of $67,000 and $58,000 in the 
fiscal years ended in 1976 and 1975. 

Represents an adjustment to acquisition cost. 

Represents 64.4% of Wesco 1 s outstanding stock at 
February 28, 1976 and at Narch 1., 1975. 

Additions Deductions 
Equity Distributions 

taken up in of earnings 
earnings o£ by person in 
affiliate for which e.arnings 

the period Purchases Other were taken up 

$2,588,000 $7,025,000 $752,000 
(1) 

$3,092,000 $76,000 $887,000 
(2) ( 1) 

Balance at 
end of Eeriod 

Number Amount 
of in 

shares dollars 

Ul 

' "' 
1,527,299 $26,307,000 

(3) 

1,527,299 $28,588,000 
(3) 



BLUE CHIP STA.HPS 

SCHEDULE V- PROPERTY, PLANT AND EQUIP.HENT 

Classification 

Year ended .Harch 1, 1975: 

Land 
Buildings 
Furniture, fixtures and 

equipment 
Leasehold improvements 

Year ended February 28, 1976: 

Land 
Buildings 
Furniture, fixtures and 

equipment 
Leasehold improvements 

(1) Reclassification. 

Balance at 
beginning 
of. period 

$ 2,900,000 
5,755,000 

9,289,000 
4,287,000 

~22,231,000 

$ 2,323,000 
4,031,000 

9,619,000 
3,893,000 

$19,866,000 

Additions 
at cost Retirements 

$ 24,000 

574,000 
309,000 

~ 907,000 

$ 155,000 

789,000 
252,000 

$1,196,000 

$ 577,000 
1,748,000 

816,000 
131,000 

~3,272,000 

$ 8,000 

600,000 
278,000 

$ 886,000 

Other 
changes 

add 
(deduct) 

$572,000 (1) 
(572,000) (1) 

~ -0-

• 

Balance at 
end 

of. period 

$ 2,323,000 
4 031 000 ' ' - ' 
9,619,000 
3,893,000 

~19,866,000 

$ 2,315,000 
4,186,000 

9,808,000 
3,867,000 

$20,176,000 

Cf.l 
I 

1.0 
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BLUE CHIP STAMPS 

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

Description 

Year ended Harch 1 1975: 
Buildings 
Furniture, fixtures and 

equipment . 
Leasehold improvement.s 

Year ended E'.ebruary 28, 1976: 

Balance. at 
beginning 
of period 

$ 2,424,000 

7,243,000 
2,100,000 

~~11, n1 ,ooo 

Buildings $ 2,104,000 
Furniture, fixtures and 

equipment 
Leasehold improvements 

(1) Reclassification. 

7,401,000 
2,088,000 

$11,593,000 

Additions 
charged to 
costs a,:nd 
expenses 

$ 193,000 

630,000 
397,000 

~1,220,000 

$ 169,000 

568,000 
310,000 

$1,047,000 

Retirements 

$ 523,000' 

778,000 
103,000 

-~1,404,000 

$ 583,000 
171,000 

$ 754,000. 

Other changes 
add (deduct) 

$306,000 (1) 
{306,000) (1) 

~ -0-

• 

Balance at 
end of 
period 

$ 2,104,000 

7,401,000 
2,088,000 

~11,593,000 

$ 2,273,000 

7,386,000 
2,227,000 

$11,886,000 

C/) 
I 

1-' 
0 
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BLUE CHIP STAMPS 

SCHEDULE XVI - SUPPLEMENTARY INCOME STATEMENT INFORMATION 

Item 

Year ended March 1, 1975: 

Maintenance and repairs 
Taxes other than income taxes -

Payroll 
Other 

Advertising costs 

Year ended February 28, 1976: 

Maintenance and repairs 
Taxes other than income taxes -

Payroll 
Other 

Advertising costs 

Charged 
to costs 

and expenses 

$1,244,000 

1,427,000 
576,000 
612,000 

$1,291,000 

1,456,000 
606,000 
818,000 

No royalties or 'research and development costs were incurred. 

Depreciation, amortization and rents are disclosed in the notes 
to consolidated financial statements. 
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Principal Business Activities 

Blue Chip Stamps (the "Company") and its 
subsidiaries are engaged in four lines of business: 

(1) The candy business. See's Candy Shops, 
Incorporated, a 99%,owned subsidiary acquired in 
January 1972, produces quality candy and 
confectionery products in two fully equipped kitchens 
in California. The candy is sold fresh to the public in 171 
company,operated shops in nine western states 
including Hawaii. The See's entity is believed to be one 
of the largest candy manufacturers distributing through 
its own chain of retail shops. Chocolate, sugar and 
certain other essential ingredients are generally 
available but subject to price fluctuations from time to 
time. A substantial portion of each year's candy sales 
are generated during the Christmas season. 

(2) The trading stamp business. The Company 
provides a trading stamp service to retail merchants 
and their customers in California and Nevada. The 
service includes the issuance of :r:Jding stamps, 
catalogs, s<:lVings books, signs, banners and other 
promotional material as well as the redemption of Blue 
Chip stamps for merchandise or cash through 
forty,nine redemption stores. 

(3) The incentive and merchandise promotion 
business. Blue Chip Incentives operates as a separate 
division on a nationwide basis. It tailors incentive 
programs for businesses. These programs use awards 
of merchandise, travel, points and stamps in order to 
stimulate sales or pror!luctivity, promote attendance or 
safety, or perjorm·othar motivational functions. The 
division's deluxe catalog is the cornerstone of many of 
these programs. In addition, Blue Chip Incentives 
develops, for oil companies and other large issuers of 
credit cards, complete merchandise packages for their 
credit card holders-including item selection, 
graphics design, mailing of promotional materials and 
fulfillment of merchandise orders. 

Revenues: 

(4) The savings and loan business. Wesco Financial 
Corporation, an unconsolidated subsidiary controlled 
since late 1973, owns all of the outstanding guarantee 
stock of Mutual Savings and Loan Association, which 
operates at sixteen locations in Southern California. 
The association is engaged in the business of lending 
money, principally secured by first liens against real 
estate, to enable borrowers to purchase, construct or 
refinance real property. 

Stamp service revenues have declined from a 
historical peak of $124,180,000 for the f1scal year ended 
February 28, 1970 to $20,361 ,000 for the fiscal year 
ended February 28, 1976. This decline has resulte!d 
primarily from two factors. First, many supermarket 
operators discontinued or reduced the use of trading 
stamps in connection with their conversion to discount 
merchandising. Second, many service stations, as a 
result of the gasoline shortage, eliminated the use of 
stamps. The reduction in stamp revenues has 
increased the relative importance to the business of the 
remaining customers: the two largest customers, both 
Southern California supermarket chains, accounted for 
29% of stamp volume during the fiscal year ended 
February 28, 1976 as compared with 22% the 
preceding year. Over the past four years the Company 
has reduced the number of redemption stores from a 
peak of 90 to 49 at present. The number of its 
employees fluctuates but now averages less than 500. 

The following table sets forth the relative 
contribution of each line of business presently 
accounting for ten per cent or more of total 
(consolidated) revenues or of total income before 
income taxes, securities gains (losses) and 
extraordinary items for the five fiscal years ended 
February 28, 1976: 

1976 1975 1974 1973 1972 

Candy business .......................................... 56% 49% 35% 25% 4% 
Trading stamp service .....................•.........•..... 28 39 59 73 95 
Incentive and merchandise promotions ........... .. ' ...... '. 16 12 6 2 1 

Income (loss) before income taxes, securities 
gains (losses) and extraordinary items: 
Candy business ........ ' ....... . ...... ' .. ' ... ' ..... 82 77 40 38 4 
Trading stamp service ............... 0 ••• 0. 0 .. 0 0, ••• 0 0 ..... 3 44 60 95 
Incentive and merchandise promotions ....•......•. 0 •••• 0 ••• (8) (7) 2 1 
Savings and loan business ..................... 0 ......... 0 0 23 30 16 
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Summary of Operations 

v • 
. 'i Five Fiscal Years Ended February 28, 1976 

(In thousands except for amounts per share) 

1976 1975 1974 1973 1972 
Revenues: 

Candy sales .............................. $51,342 $42,907 $ 35,780 $ 32,049 $ 4,104 
Stamp service revenues ................... 20,361 25,564 51,375 88,736 100,622 
Merchandise promotions and incentive sales . 15,210 11,022 6,261 3,624 2,145 
Dividends and interest ..................... 4,913 7,738 8,260 7,315 6,359 
Other ...•........•........•.............. 818 2,134 543 599 872 

92,644 89,365 102,219 132,323 114,102 
Costs and expenses: 

Cost of sales and redemptions .............. 52,116 54,912 68,156 95,662 93,791 
Selling, general and administrative expenses . 29,552 23,940 21,481 21,729 10,917 
Interest ....•.......••.................... 437 4,050 3,597 2,638 927 
Discount amortization ..................... 212 306 365 358 365 

82,317 83,208 93,599 120,387 106,000 
Income before income taxes, equity in net income 

of Wesco Financial Corporation. securities 
gains (losses) and extraordinary items ....... 10,327 6,157 8,620 11,936 8,102 

Provision for income taxes .................... {4,374) (1 ,237) (2,071) (3,828) {2, 195) 
Equity in net income of Wesco 

Financial Corporation .............•........ 3,092 2,588 1,641 
Income before securities gains (losses) 

and extraordinary items .................... 9,045 7,508 8,190 8,108 5,907 
Realized securities gains (losses), less taxes ... 8 254 (185) (82) (1 ,693) 
Income before extraordinary items ............ 9,053 7,762 8,005 8,026 4,214 
Extraordinary credit (charges) ...........•.... 903 (925) 
Net income .........•.•..................... $ 9,053 $ 8,665 $ 8,005 $ 7,101 $ 4,214 
Per share: 

Income before securities gains {losses) 
and extraordinary items .................. $1.75 $1.45 $1.58 $1.58 $1.15 

Realized securities gains (losses) ........... .05 (.03) (.02) (.33) 
Income before extraordinary items 

' ••••• 0 ••• 1.75 1.50 1.55 1.56 .82 
Extraordinary credit {charges) .....•........ .17 ~) --
Net income ....•....•..................... $1.75 $1.67 $1.55 $1.38 $ .82 -- -- -- -- --
Dividends declared ....................... $ .24 $ .24 $ .24 $ .24 $ .24 -- -- -- -- --

See notes and management's discussion and analysis on page 8 
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NOTES TO SUMMARY OF OPERATIONS 

Candy sales and other accounts of the candy 
subsidiary are included on a consolidated basis from 
acquisition in January 1972. 

The Company's equity in Wesco Financial 
Corporation's net income is included under the equity 
method beginning with the fiscal year ended in 1974. 
Ownership of the savings and loan holding company 
increased from 21.9% at March 3, 1973 to 44.6% at 
March 2, 1974, and to the present 64.4% in August 
1974. 

The extraordinary charges for fiscal1973 repre
sented settlement of lawsuits, less income tax effect. 
The extraordinary credit for fiscal1975 represented 
federal income tax not payable due to offset of capital 
loss carry-forwards, primarily from fiscal1972. 

Per share amounts are based upon the weighted 
average number of shares of common stock out
standing during the fiscal year adjusted for the dilutive 
effect of any outstanding stock options. Shares used 
in the summary were 5,179,000 in fiscal1976 and 
1975; 5,180,000 in fiscal1974, including 1,000 dilution; 
5,129,000 in fiscal1973, including 60,000 dilution; and 
5,116,000 in fiscal1972, including 88,000 dilution. 

MANAGEMENT'S DISCUSSION AND ANALYSIS 
OF THE SUMMARY OF OPERATIONS 

Candy sales increased frornfiscal1974 to fiscal1975 
due almost entirely to an increase in average selling 
price per pound. Of the increase in candy sales in fiscal 
1976, approximately 6C1% resulted from continued 
pricing improvement and 40% from an increase in the 
number of pounds sold. 

The decline in stamp service revenues throughout 
the five-year period ended in 1976 has been caused by 
various factors as explained above under Principal 
Business Activities. 

Revenues from merchandise promotions and 
incentive sales have increased sharply during the two 
years ended in 1976 primarily as a result of the 
Company's diversification into developing, for oil 
companies and other large issuers of credit cards, 
complete merchandise packages for their credit 
card holders. 

The drop in dividend and interest income from 
fiscal1975 to fiscal1976 was caused mainly by the sale 
of marketable securities in fiscal1975 to repay 
$40,000,000 of bank loans. 

Other revenues in fiscal1975 included a 
$1 ,254,000gainon sale of a warehouse and a$311,000 
gain on purchase and early retirement of outstanding 
debentures. Other revenues in fiscal1976 included 
$262,000 relating to a limited trucking operation. 

Cost of sales and redemptions during the two 
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years ended in 1976 varied generally according lo 
related revenues. Gross profit improved except with 
respect to stamp redemptions. 

The increase in selling, general and administrative 
expenses from fiscal1974 to fiscal1975was due mainly 
to an i!lcrease in employee compensation as well as in 
commissions paid with respect to credit card 
merchandise promotions. The sharp increase in this 
expense category in flscal1976 was the result of the 
increased cost of printing and mailing merchandise 
promotional material to credit card holders, as well as 
increased commissions paid with respect to such 
promotions, employee compensation, rent and other 
expenses. 

Interest expense dropped sharply in fiscal1976 
due to the repayment of bank loans late in fiscal1975. 
The increase in interest from fiscal1974 to 1975 was the 
result of prime rate increases. 

The provision for income taxes declined as a 
percentage of pre-tax income from 24% in fiscal1974 to 
20% in fiscal1975 because tax-excludable dividend 
income, although slightly reduced, represented a 
greater proportion of pre-tax income. The effective rate 
jumped to 42% in fiscal1976 primarily because of the 
sharp increase in See's pre-tax income, taxed at a 
relatively high effective rate. 

The Company's equity in net income of Wesco 
Financial Corporation increased from fiscal1974 to 
fiscal1975 due to a substantial increase in ownership 
despite a decline in Wesco's earnings. The increase in 
this item in fiscal1976 resulted mainly from an 
improvement in the subsidiary's earnings. 

Realized securities gains and losses fluctuate from 
year to year and accordingly are set out separately. The 
after-tax change from net losses of $185,000 in fiscal 
1974 to net gains of $254,000 in fiscal1975 and $8,000 
in fiscal1976, although material, was not abnormal to 
the business. Beginning late in fiscal1976 the 
Company reduced the carrying value of marketable 
equity securities to the lower of cost or market; the 
related charge did not affect net income (see Note 3 to 
the accompanying financial statements). 

The decrease in income before securities gains 
(losses) and extraordinary items from fiscal1974 to 
fiscal1975 was caused primarily by the decline in the 
trading stamp operation offset to a great extent by 
increased contributions to earnings by the candy and 
savings and loan subsidiaries. The sharp recovery .in 
this line item in fiscal1976 was attributable mainly to the 
success of the candy operation. 

Revenues, expenses, earnings and other items set 
forth in the summary of operations are not necessarily 
indicative of future revenues, expenses, earnings and 
other items. 
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Consolidated Statement of Income 
and Retained Earnings 

Filly-two Weeks Ended February 28. 1976 and March 1. 1975 (Nole 1) 

Revenues: 
Candy sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . • . . , ..•.................... 
Stamp service revenues (Note 2) . . . . . . . . . . . . • • . ....................... . 
Merchandise promotions and incentive sales . . . . . . . . . . . . . . . . . . . . . ...... . 
Dividends and interest .......•.................•.....•..•.............. 
Other revenues (Notes 4 and 5) ........................................ . 

Costs and expenses: 
Cost of sales and redemptions (Note 2) .................................. . 
Selling, general and administrative expenses .................•........... 
Interest and discount amortization ........•..................•........•.. 

Income before income taxes. equity in net income of 
Wesco Financial Corporation, securities gains 
and extraordinary credit. .............................................. . 

Provision lor income taxes (Note 7) ....................................... . 
Equity in net income of Wesco Financial Corporation (Notes 1 and 7) ..•........ 

Income before securities gains and extraordinary credit .•..................•. 
Realized securities gains, less income tax effect (Notes 3 and 7) ..•....•....... 
Extraordinary credit(Note 7) ............•................................. 

Net income ..........................................................•.. 

Retained earnings at beginning of year ...................... , .•............ 
Cash dividends of $.24 per share per year (Note 5) ........................ .. 

Retained earnings at end of year ............ , ............................ . 

Amounts per share based on weighted average shares outstanding: 
Income .before securities gains and extraordinary credit ................... . 
Realized securities gains .....................•.......•.......••........ 
Extraordinary credit , ...... , ........................................... . 

Net income ......................................................... .. 

Blue Chip Stamps 

1976 1975 

$51,342,000 $42,907,000 
20,361,000 25,564,000 
15,210,000 11,022,000 
4,913,000 7,738,000 

818,000 2,134,000 

92,644,000 89,365,000 

52,116,000 54,912,000 
29,552,000 23,940,000 

649,000 4,356,000 

82,317,000 83,208,000 

10,327,000 6,157,000 
(4,374,000) (1,237,000) 
3,092,000 2,588,000 

9,045.000 7,508,000 
8,000 254,000 

903,000 

9,053,000 8,665,000 

60,551,000 53,129,000 
(1 ,243,000) (1 ,243, 000) 

$68,361,000 $60,551,000 

$1.75 $1.45 
.05 
.17 

$1.75 $1.67 
-- --

See accompanying notes to consolidated financial statements 
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Consolidated Statement of Changes in 
Financial Position Blue Chip Stamps 

Fifty-two Weeks Ended February 28, t976 and March 1. t975 (Note 1) 

1976 

9,045,000 

Sources (uses) of cash, including short-term investments, from operations: 
Income before realized securities gains and extraordinary credit ............. $ 
Add (deduct): 

Depreciation and amortization ....................................... . 
Equity tn net income of Wesco Financial Corporation 

less dividends received, net of income taxes ......................... . 
Decrease (increase) in trade accounts receivable ...................... , 
Decrease (increase) in inventories ....•..........•..................... 
Increase (decrease) in trade accounts payable •........................• 
Decrease in liability for unredeemed trading stamps .................... . 
Increase in prepaid income taxes and other expenses ................... . 
Increase (decrease) in income taxes payable .....•..................... 

Cash provided (used) by operations before realized securities gains 
and extraordinary credit ............................................... . 

Other sources of cash: 
Realized securities gains, Jess income tax effect .....•....................• 
Extraordinary credit-federal income tax not payable due 

to offset of capilalloss carry-forwards ................................. . 
Decrease in marketable equity securities (1976 amount 

is net of $4,978,000 net unrealized loss deducted 
from stockholders' equity) ........................................... . 

Decrease (increase) in accounts receivable from securities transactions .....• 
Proceeds from disposal of property, fixtures and equipment, 

1,478,000 

(2,204,000) 
(4,105,000) 
4,472,000 

628,000 
(1 ,048,000) 
(7,773,000) 
9,558,000 

10,051,000 

8,000 

10,469,000 
1 '740,000 

net of income taxes and gain on sales ...................•.........•.... __ .:..13::..1:..:.,0.:c0::..:0 

Total . . . . . .. .. .. . . .. . . . . . .. . . . . . . . . . .. .. .. . • .. .. .. .. .. .. . .. . . . 22,399,000 

Oth!Jr uses of cash: 
Additions to property, fixtures and equipment ..............•.............. 
Decrease (increase) in accounts payable from securities transactions ....... . 
Payment of dividends ................................................. . 
Purchase of stock of Wesco Financial Corporation .•......•......•......... 
Purchase of debentures for retirement .....•.................•............ 
Repayment of notes payable to bank .................................. , .. 

1,195,000 
(110,000) 

1,243,000 

120,000 

Other . . . . . • . . . . . . . . . . . . . . . • . . . . . . . . . . . • . . . . . . . . . . . . . . . . . . . . . . • . . . . . . . 112,000 __ .......c__ 

Total ..... '' .. ' .............. ' .. '. ' ...... ' .............. . 2,560,000 

Increase (decrease) in cash, including short-term investments . . . . . . . ........ $ 19,839,000 

Increase (decrease) in-
Cash .................................•...•................ , ... , ..... $ 526,000 
Short-term investments................................................. 19,313,000 

$ 19,839,000 

$ 

1975 

7,508,000 

1,651,000 

(1 ,836,000) 
428,000 

(1 ,412,000) 
(1 '150,000) 
(6,593,000) 

(828,000) 
(856,000) 

{3,088,000) 

254,000 

903,000 

29,420,000 
(1 ,923,000) 

1,868,000 

27,434,000 

907,000 
1,507,000 
1,243,000 
7,025,000 
4,041,000 

40,000,000 

54,723,000 

$(27,289,000) 

$( 1 ,507,000) 
(25, 782,000) 

$(27,289,000) 

See accompanymg notes to consolidated financial statements 
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Consolidated Balance Sheet 

February 28, 1976 and March 1. 1975 (Note 1) 

ASSETS 

Cash ..................•.................•....•.•..................... 
Short-term investments, at cost ......................................•... 
Marketable equity securities, at the lower of cos.t or market 

at February 28, 1976 and at cost at March 1, 1975 (Note 3) ..... , .......... . 
Accounts receivable .....•............................. , ...........•.... 
Merchandise. and supplies 'inventories, at the lower of 

cost (first-in, first-out) or market . , ............................. , ...... , . 
Prepaid income taxes and other expenses (Note 7} ..........•. , ........... . 
Property, fixtures and equipment, net (Note 4) .......................... , .. . 
Investment in Wesco Financial Corporation (Note 1) .......... , ...•.......... 
Excess of cost over equity in net assets of See's Candy Shops, 

Incorporated, Jess accumulated amortization (Note 1) ....... , , ...... , .... . 

LIABILITIES AND STOCKHOLDERS' EQUITY 

Accounts payable and accrued expenses ....... , .........•...... , .......• 
Income taxes payable (Note 7) . , .........................•........ , ..... . 
Liability for unredeemed trad1ng stamps (Note 2) .......................... . 
63/.!% Subordinated Debentures due 1978 (Note 5) ........................ . 

Stockholders' equity (Notes 5 and 9) 
Common stock, par value $1.00 

Shares authorized-7,000,000 
Shares outstanding-5, 179,000 .................................... . 

Paid-in capital . , ......................... , ... , ......•................ 
Retained earnings ...............•... , .......• , •...................... 
Net unrealized loss on marketable equity securities (Note 3) .............. . 

Total stockholders' equity ...•..................................... 

Blue Chip Stamps 

1976 

$ 2,032,000 
24,695,000 

56,712,000 
7,894,000 

7,295,000 
14,462,000 
8,290,000 

28,588,000 

15,487,000 

$165,455,000 

$ 6,227,000 
11,560,000 
71 '135,000 

6,392,000 

95,314,000 

5,179,000 
1,579,000 

68,361,000 
(4,978,000) 

70,141,000 

$165,455,000 

1975 

$ 1,506,000 
5,382,000 

72,159,000 
5,529,000 

11 '767,000 
6,689,000 
8,273,000 

26,307,000 

15,883,000 

$153,495,000 

$ 5,489,000 
2,002,000 

72,183,000 
6,512,000 

86,186,000 

5,179,000 
1,579,000 

60,551,000 

67,309,000 

$153,495,000 

See accompanymg notes to consolidated hnanc1al statements 
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·· Notes to Consolidated 
Financial Statements 

NOTE 1-Subsldlary companies: 

The consolidated financial statements include the 
accounts of the Company and its 99%-owned 
subsidiary, See's Candy Shops. Incorporated (See's). 
The excess of cost over equity in the net assets of See's 
is being amortized over 40 years; amortization of 
$431,000 has been sharged to selling, general and 
administrative expenses in each of the fiscal years 
ended in 1976 and 1975. 

The Company's investment in Wesco Financial 
Corporation (Wesco). a savings and loan holding 
company, has increased from 44.6% at March 2, 1974 
to 64.4% at March 1, 1975 and February28, 1976. The 
investment is recorded at cost plus equity in Wesco's 
calendar-year net income, less taxes; the $18.131,000 
and $18,699,000 excess of equity in the net assets of 
Wesco over cost at February 28, 1976 and March 1, 
1975, respectively, is being amortized over 40 years. 
Summarized financial information of Wesco for the 
years ended December 31, 1975 and 1974 follows: 

Assets-
Cash and marketable 

December 31, 
1975 

December31. 
1974 

securities , ....... $ 77.417,000 $ 53,065,000 
Loans receivable, 

less unearned loan 
fees, unrealized 
profit and loans 
in process 

Other assets 

Liabilities and 
stockholders' 
equity-

373,059,000 
19,651,000 

389,065,000 
23,516,000 

$470,127,000 $465.646,000 

Savings deposits ... $360,070,000 $333,117,000 
Other liabilities . . 36,839,000 62,238,000 

Total liabilities . . . . . . 396,909,000 395,355,000 
Stockholders' 

equity, partially 
appropriated . . . . . 73,218,000 70,291,000 

$470,127,000 $465,646,000 

Total revenues ..•..... $ 36,610,000 $ 35,180,000 

Net income .......... $ 4,351,000 $ 3,927,000 
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December 31, December 31, 
1975 1974 

Blue Chip Stamps' 
equity therein-
Average ownership 64.4% 60.5% 

-~- ---
Share of net 

income .........•. $2,800,000 $ 2.375,000 
Income taxes thereon 

assuming ultimate 
distribution .. , ..... (200,000) (244,000) 

Amortization of 
excess equity 
over cost ......... 492,000 457,000 

$ 3,092,000 $2,588,000 

Wesco's appropriated retained earnings at 
December 31, 1975 and 1974 include approximately 
$44,940,000 and $43,852,000 respectively of reserves 
on which no provision for federal income taxes has 
been made. If in the future these appropriations are 
used for any Pl1rpose other than to absorb bad debt 
losses. federal income taxes will be imposed at the then 
applicable rates. The Federal Savings and Loan 
Insurance Corporation, in connection with the 
insurance of savings deposits, requires savings and 
loan associations to maintain certain reserves which 
may be used only for the purpose of absorbing losses. 
In addition. associations must maintain certain 
reserves under California law. Such reserve 
requirements were met as of December 31, 1975 and 
1974. 

NOTE 2-Stamp service accounting: 

The Company recognizes stamp service revenues 
upon issuance of its trading stamps and provides a 
liability account for unredeemed trading stamps 
consisting of estimates of the cost of merchandise and 
ralated redemption service expenses. The Company's 
estimated cost of future redemptions depends upon 
two factors: (1) the percentage of stamps issued which 
will ultimately be redeemed and (2) the future cost per 
stamp of the merchandise and redemption service 
expenses which will be required. 

In its annual report for the year ended March 1, 
1975, the Company explained that its accounting 
practice for many years had been to assume that 97.5% 
of stamps issued would ultimately be redeemed and to 
base its estimate of future redemption costs per stamp 
on the most recent information available. The Company 
indicated that both assumptions were considered less 
reliable than in previous years because of the recent 
substantial decline (approximately 80%} in its 
issuances of trading stamps and continuing increases 
in total redemption costs per stamp. Under such 
conditions it was thought that the current redemption 
rate might well be less than the 97.5% estimated with 
respect to prior years and that future redemption costs 
per stamp might well be higher than those projected. It 
was further noted that the Internal Revenue Service had 
proposed a substantial tax deficiency for the fiscal 
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years ended in 1969 through 1974 (since settled-see 
Note 7) based partially on its contention that the 
Company's estimated stamp redemption rate was less 
than the 97.5% which had been assumed for many 
years in preparing financial statements and tax returns. 

With additional experience, the Company in 
February 1976 reevaluated both factors affecting the 
estimated cost of future redemptions and made the 
following revisions in its current financial statements: 

(1) The Company reduced its liability for 
unredeemed trading stamps. as of February 
28, 1976, and increased net income for the 
year, to reflect a reduction in the total 
estimated number of stamps to be redeemed 
in the future. computed by modifying the 
Company's former assumption that 97.5% of 
all stamps issued will ultimately be redeemed. 
The modifications (i) as of the conclusion of the 
fiscal year ended in 1974, reduced by 
approximately 4% the total number of stamps 
then estimated to be redeemed in the future, 
and (ii) for the two subsequent fiscal years 
ended in 1975 and 1976, reduced the 
redemption expectancy, applicable to stamps 
issued in such years, to 93%. These 
reductions reflect the Company's present 
estimate that ultimate redemption rates are 
reduced by a decline in issuances, with most 
of the reduction occurring with respect to 
stamps issued after the decline. and that, 
accordingly, the Company will have to redeem 
about 97% of stamps issued before March 
1974, and only 93% thereafter. 

(2) The Company increased its provision for future 
redemption servtce expenses per stamp to 
reflect its present estimate that a lower volume 
of redemptions will cause these expenses to 
increase materially on a per-stamp basis. 

The effect of the foregoing revisions after federal 
and state income taxes was to increase current year's 
net income $573,000, or $.11 per share. The liability for 
unredeemed trading stamps of $71,135,000 at 
February 28. 1976. included $47,878,000 for the cost of 
merchandise and $23,257,000 for redemptiGn service 
expenses. 

The Company expects stamp issuances to 
continue to decline and therefore, with additional 
experience, may make additional revisions of its 
redemption expectancy and costs in the future. 

NOTE 3-Marketable equity securities: 

Cost (first-in, first-out) and market value of marketable 
equity securities at February 28, 1976 and at March 1. 
1975 are set forth below: 

February 28. March 1, 
1976 1975 

~--"'" ··-· --- --
Cost ................. $61,690,000 $72.159,000 
Market value . . . . . . . . . . 56.712.000 54,212,000 

Pursuant to Statement of Financial Accounting 
Standards No. 12 issued by the Financial Accounting 
Standards Board, the Company at February 28, 1976 

established a $4,978,000 valuation allowance to 
reduce the amount of marketable equity securities 
shown in its balance sheet from historical cost to the 
lower of aggregate cost or market. The valuation 
allowance, which represented the excess of 
$7,246,000 of gross unrealized losses over $2,268,000 
of gross unrealized gains, was charged directly to 
stockholders' equity (i.e .• not included in the 
determination of netincome). The amount charged was 
not reduced by the tax benefit that will result if losses 
are ultimately realized and offset by capital gains. At 
March 1, 1975 marketable equity securities wc:re not 
required to be earned at the lowerol aggregate cost or 
market, and accordingly they are carried at historical 
cost in the balance sheet. 

Marketable equity securities, among other assets, 
are held primarily for the purpose of satisfying the 
Company's obligation to redeem outstanding trading 
stamps which, based on the Company's experience, 
will be presented for redemption over a number 
of years. 

NOTE 4-Property, fixtures and equipment: 

Following 1s a summary of property. fixtures and 
equipment. stated at cost: 

February 28. March 1, 
1976 1975 

Land ...... ,, ........ $ 2,315,000 $ 2,323.000 
Buildings ............. 4,186,000 4,031,000 
Furniture, fixtures 

and equipment ..... 9,808,000 9,619,000 
Leasehold 

improvements .. _ ••. 3,867,000 3,893,000 

20,176,000 19,866,000 
Less accumulated 

depreciation and 
amortization . _ .. _ ... 11,886,000 11,593,000 ------

$ 8,290,000 $ 8,273.000 
---

Depreciation and amortization of property, fixtures 
and equipment are provided by straight line and 
accelerated methods over the estimated useful lives of 
the assets. Total provisions amounted to $1,047,000 
and $1,220,000 for the fiscal years ended in 1976 
and 1975. 

A $1,254,000 gain on the sale of the Company's 
Richmond, California warehouse is included in other 
revenues in the fiscal year ended in 1975. 

NOTE 5-Debentures: 

The indenture underlying the debentures requires 
three annual sinking fund payments of approximately 
$2,000,000 in November 1976. 1977 and 1978. 
However, as a result of an invitation for tenders and 
open-market purchases subsequent to February 28, 
1976. the 1976 requirement will be reduced by 
approximately $1,000,000. Puring the fiscal years 
ended in 1976 and 1975, the Company realized gains 
of $7,000 and $311.000 in connection with purchases of 
debentures in anticipation of prior sinking fund 
requirements. 

13 
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Under the terms of the indenture, the Company is 
permitted to pay cash dividends in any fiscal year in an 
amount not to exceed the greater of (a) 24 cents per 
share or (b) 25% of net rncome for the preceding fiscal 
year. Dividends may not be paid if the Company is in 
arrears in any sinking fund payments. 

NOTE 6-Pension and profit sharing plans: 

Employees of the Company and of its consolidated 
subsrdiarywho meet certain eligibility requrrements are 
covered under either Company-sponsored 
noncontributory pension or profit sharing plans or 
union-sponsored pension plans. The Company
sponsored plans are funded annually; the cost for the 
fiscal years ended in 1976 and 1975 approximated 
$375,000 and$386,000 respectively. The total market 
value of the plans' assets exceeded the actuarially 
computed value of vested benefits at yearend by 
approximately $1,000,000. The plans are being 
amended to comply with the Employee Retirement 
Income Security Act of 1974 and for other purposes. 
The amendments are not expected to have a material 
effect on the consolidated financial statements. 

NOTE 7-Taxes on Income: 

The consolidated statement of income contains 
charges for income taxes as follows: 

Fiscal year ended 1n 

1976 1975 

Provision for income 
taxes ............... , .. $4,374,000 $1.237,000 

Charged against equity in 
net income of Wesco 
Financial Corporation 200,000 244,000 

Charged against 
securities gains . . . . . . 4,000 284,000 

Extraordinary credit, 
representing federal 
income lax not payable 
due to the offset of capital 
loss carry-forwards . . . . . (903,000) 

Total taxes charged in 
income statement ....... $4,578,000 $ 862,000 

These taxes are payable or recoverable as follows: 

Fiscal year ended in 

1976 1975 

Payable currently-
Federal ................ $6,4 72,000 $ 788,000 

789,000 State . . . . .. . .. . .. . . . . . . 1,572,000 

Recoverable in the future
Federal ........•...•... 
State .......•.......... 

Total taxes charged in 

8,044,000 

(2,839,000) 
(627,000) 

1,577,000 

(543,000) 
(172,000) 

(3,466,000) (715,000) 

income statement ....... $4,578,000 $ 862,000 
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Of the above taxes, the amounts currently payable 
are included in income taxes payable on the 
consolidated balance sheet. The amounts recoverable 
in the future are included in prepaid income taxes and 
result from the following timing differences in the 
recognition of revenue and expense items on the books 
as compared to the tax returns: 

~· _ Fiscal ~~ar ended in 
1976 1975 -·- --

Deductible California 
franchise taxes 
over (under) those 
accrued on the books .. $ (1 01 ,000) $ 429,000 

Deductible redemption 
expenses under 
those accrued 
on the books .......... (3,240,000) (1 ,351 ,000) 

Deferred taxes on 
undistributed earnings 
of Wesco Financial 
Corporation .........•. 

Other timing differences .. 

Total taxes recoverable 

133,000 
(258,000) 

113,000 
94,000 

in the future ........... $(3,466,000) $ (715,000) 

The provision for income taxes of $4,374,000 for 
the fiscal year ended in 1976 amounted to 42.4% of 
pre-tax income of $10,327,000; the provision of 
$1,237,000 for the prior fiscal year represented 20.1% 
of pre-tax income of $6,157,000. Following is a 
summary of the differences between the federal 
statutory rate and these effective percentages: 

Fiscal year ended in 

1976 1975 

Statutory federal income 
tax rate .......... , ........... 48.0% 48.0% 

Federal tax benefit from 
dividend exclusion ............ (13, 7) (33.8) 

State income taxes net of federal 
income tax benefit ..... ' ...... 4.8 5.5 

All other (net) ................... 3.3 .4 

Effective income tax rate ......... 42.4% 20.1% 
-- --

Investment tax credits, which have not been 
material, are recognized as the tax benefits are 
realized. 

The consolidated balance sheet includes prepaid 
income taxes of $12,935,000 and $4,925,000 at 
February 28, 1976, and March 1, 1975, resulting 
primarily from (1) deducting certain redemption service 
expenses for tax purposes when stamps are redeemed 
and for book purposes When stamps are issued and (2) 
at February 28, 1976 a difference between book and 
tax accounting for the number of outstanding stamps 
expected to be redeemed. 

In March 1976 the Company settled its 
disagreement with the Internal Revenue Service with 
respect to its income tax returns for the fiscal years 
ended in 1969 through 1974 resulting from the Service's 
contentions that the Company (1) overstated its liability 
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for unredeemed stamps by overestimating the number 
of stamps issued WhicH would ultimately be redeemed 
and (2) sho~_ld change it.stax accounting method to 
deduct a greater portion 'c,t its rede(llption service 
expensesfor tax purposes when stamps are 
redeemed, rather than when they are issued. 
Throughout the period, the Company's financial 
statements and tax returns he.cJ been prepared on the 
basis of (1) the Company's expectation that 97.5% ofall 
stamps iss.ued would ultimately be redeemed and (2) a 
tax accounting method, preyiously approved by the 
Service,wfle):_f\i'i'\,der most of the Company's total 
expected rec:fd/nption service expenses were 
permitted to be deducted when stamps were issued 
and the balance deducted when stamps were 
redeemed. The settlement with the Service, w~.ich is 
reflected in the financial statements for the year ended 
in 1976, was as follows; · 

(1) The Company, for tax purposes, agreed to 
reduce Its accumulated provision(or 
reo emption of outstandin!fi f'_(alnps and to 
iribrease taxable -income tor n:e lis cal year 
ended id1974'to assume a redl.icticin of·11% in 
the total number of outstanding ·stamps then 
estimated to t>e.redeemed in the future .. This 
resulted in a tax de@iency, before interest, of 
approximately $3,400,000. The Company 
believes that the 11% reduction in outstanding 
stamps expected to be redeemed for tax 
purposes is unreaspnably htgh. It consented 
to the settlement o\ily because of the 
prospedive expense and risk of litigation· and 
bacause the reduction was of a ty!=':> 
whereundehmy error would be adjusted in 
iater years, resulting on I~ in a loss of the use of 
funds. Accorrjingly, the Company, as 
expJ.1ined in Note 2, revised its financial 
statements to reflecfa reduction of only 
approximately 4%, Instead of 11%, in the 
number of stamps that would ultimately be 
redeemed. 

(2) Th<;J Company also agreed to change its tax 
accounting method effective with the fiscal 
year ended in 19-/4 to daduct a greater portion 
.of.redamption service expenses when stamps 
are redeemed, as opposed to when they are 
tssUed, with an expected tax effect of 
apf.Jroximately $3,500,000. 

The Company expects to be assessed additional 
California franchise taxes in the near future based upon 
the federal settlement. -

in the fiscal year ended in 1976, prepaid income 
taxes and income taxes paynble were increased by 
approximately$4,500,000forthe federal and California 
effectofthe settlement. The increase in prepaid income 
taxes was subsequently reduced by approximately 
$: ;200,000 as a. result of the adjustment to the financ::ial 
statements to reflect a reduction in the nurnber of 
stamps to be redeemed explained in Note 2. In 
addition. approximately $3,000,000ofthe settlement is 

payable without interest' in equal annual installments 
from 1977 through 1983 and will be included in prepaid 
income taxes and income taxes payable as the 
installments become due. The settlement had no effect 
on the.r;onsolidated statement of income where tax 
deficiencies constituted timing, rather than permanent, 
differences. 

NOTE 8-Lease commitments and rental expense: 

At Feb'ruary 28, 1976 niinimum rental commitments are 
as follows: 

Fiscal year ending in-
1977 ........... - ................. $2,541,000 .. 
1978" ........................... 2,202,000 
1979 .... - ...... '................. 1,963,000 
1980 .. ' .... " ................... 1,767,000 
1981 ............................. 1,308,000 

Five fiscal years ending in-
1986 ........................... .. 
1991 ............................ . 
1996 ........................... .. 

2,937,000 
961,000 
107,000 

Net rental expenses were $4.420,000 and 
$4,070,000 for the fiscal years ended in 1976 and 1975. 
Rentals applicable to candy operations are generally 
determined on the basis of a fixed percentage of sales 
subject to a specific minimum rental. Percentage rental 

· e.~penses in excess of mir.imum rentals, which are 
included above, we~e $1,54 7,000 and $1,288,000 for 
the fiscal years ended 1976 and 1975. 

Substantially all of the candy subsidiary's leases 
are, based on current assumptions, considered 
"financing leases" as defined by the Securities and 
Exchange Commission. The respective present values 
of aggregate rental commitments (including estimated 
future percentage rentals) of these leases were 
approximately $12,602,000 and $11,315,000 at 
February 28, 1976 and March 1, 1975. In computing 
present values, prime interest rates ranging from 1.5% 
to 12% were used and averaged approximately 6% in 
each of the fiscal years. The effect on net income, 
assuming the leases had been capitalized at incepticn, 
would not have been material. 

NOTE 9-Legal,proceedlngs: 

Pursuant to an antitrust action filed by the federal 
govern'ment a consent final judgment was entered in 
1967 providing for, among otlleir things, a plan to offer 
for sale one-third of the Company's California trading 
stamp business located within a contiguous 
geographical area in Southern California. That portion 
of the judgment has been suspended indefinitely by 
stipulation and court order signed in March 1976. 

The Company is a defendant in a purported class 
action filed March 1, 1971 to recover for stamp savers 
monies collected by it as reimburseme,lt for California 
sales taxes on redemption of stamps. Plaintiffs claim 
that redemption transactions are not taxable and that 
all such collections should be returned or, alternatively, 
that such collections exceeded the tax properly 
payable and such excess should be returned. The 
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Company has paid sales taxes to the state equal to 
its reimbursement collections. The Company has 
asserted claims against the state for reimbursement 
of all or part of any recovery by plaintiffs. Following 
denial of these claims by the state, the Company 
cross-complained against the state seeking indemnity . 
The original class action complaint aga1nst the 
Company was amended to assert fraud and to seek 
punitive damages. On June 1, 1973 two partial 
summary judgments were entered by way of 
interlocutory orders, neither of which has yet become 
final. The first was in favor of the Company to the effect 
that the redemption transactions were taxable. The 
second was in favor of plaintiffs to the effect that the 
Company's collections exceeded the tax properly 
payable. In the opinion of counsel for the Company, the 
second partial summary judgment was erroneous. The 
class action complaint was also amended effective 
September 19, 1974 to assert. in substance, that the 
CoiJ)pany's predecessor had engaged in similar 
conduct from 1961 until its merger into the Company in 
1968, and that the Company must respond in respect of 
the alleged liability of its predecessor to plaintiffs and 
the persons they purport to represent for 
overreimbursement of sales taxes On October 24, 
1975 the California Supreml;) Court granted the petition 
of Blue Chip Stamps for an alternative writ of mandate 
to determine (1) whether the trial court properly certified 
the action as a class action and set it for trial without any 
notice to members of the purported class and (2) 
whether or not an order for partial summary judgment 
previously entered was erroneous. Proceedings in the 
trial court are stayed pending final determination of the 
mandate proceedings in the California Supreme Court. 
Issues relating to the class action aspects of the case 
remain unresolved along wlth a number of issues of 
fact. Maximum liability in respect o: this action as 
amended may be as high as $17,000,000 less the 
amount of any money which may be recovered on the 
claims against the state. Counsel believes the 
prospects for some such recovery to be good. In the 
opinion of coullsel for the Company, substantial 
defenses are available. but counsel cannot predict the 
ultimate outccme of the action. 

A purported class action was filed under federal 
securities laws on November 10, 1970 against the 
Company and certain of its present and former 
stockholders and' directors, on behalf of retailer users 
of Blue Chip Stamps who failed to purchase securities 
of the Company in a 1968 offering to retailer users. 
The complaint alleged damages to plaintiffs of 
$21,400,000, together with exemplary damages of 
$25,000,000, interest, attorneys' fees and costs, and 
prayed that plaintiffs have the right to purchase 
securities of the Company on the terms of the 19p,8 
offering. After hearings in the United States District 
Court and the United States Court of Appeals for the 
Ninth Circuit, the Supreme Court of the United States in 
a decision rendered on June 9, 1975 l1eld that the 
purported class did not have standing to bring such an 
action. Accordingly, the federal action is concluded. 
On June 5, 1974 the Company was served with a 
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complaint in a substantially identical action based on 
California corporate and common law filed in Los 
Angeles County Superior Court on June 21, 1971. 
Although plaintiffs are pursuing the state court action, 
in the opinion of counsel for the Company, upon the 
facts now known, the present state of the law and the 
decision of the Supreme Court in the federal action, 
there appear to be substantial defenses on the merits. 

Report of 
Independent Accountants 

cc 
tcd1ouse '~~=~ 

To the Board of Directors and 
Stockholders of Blue Chip Stamps 

606 SOUTH CINE STRUt. 
tOS ANGELES, CAUf0RNl4 9001. 

11J·625.UOQ 

Apr/112, 1976 

We have examined the consolidated balance sheet of 
Blue Chip Stamps and its consolidated subsidiary as of 
February 28, 1976 and March 1, 1975, and the related 
consolidated statements of income and retained 
earnings and of changes in financial position for the 
fiscal years then ended. Our examinations were made 
in accordance with generally accepted auditing 
standards and accordingly included such tests of 
the accounting records and such other auditing 
procedures as we considered necessary in tho: 
circumstances. We did not examine the financial 
statements of Wesco Financial Corporation which is 
accounted for on the equity method in the consolidated 
financial statements (No!e 1). These statements were 
examined by other independent accountants whose 
report thereon has been furnished to us. Our opinion 
expressed herein, insofar as it relates to the amounts 
included for Wesco Financial Corporation, is based 
solely upon such report. 

· As explained in Note 9 10 the accompanying 
consolidated financial statements, the Company is 
subject to certain legal proceedings. 

As described in Note 3 to the. accompanying 
consolidated financial statements, the Company 
changed its method of accounting for marketable 
equity securities as of February 28, 1976. 

In our opinion, based on our examinations and the 
report of other independent accountants and subject 
to the effect, if any, of the legal proceedings referred 
to in the second paragraph above, the consolidated 
financial statements present fairly the financial position 
of Blue Chip Stamps and its consolidated subsidiary 
at February 28, 1976 and March 1, 1975, and the results 
oftheir operations and the changes in their financial 
position for thf: fiscal years then ended, in conformity 
with generally accepted accounting principles 
consistently applied during the period, except for 
the change, with which we concur, referred to in 
the preceding paragraph. 
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1. 

Item 1. Business 

(a) Wesco Financial Corporation (Wesco) was incorporated on 
March 18, 1959. Its principal business is the ownership of all 
of the outstanding Guarantee Stock of Mutual Savings and Loan 
Association (Mutual) which serves the Southern California area· 
through sixteen offices, of which six are in Los Angeles County, 
four in Orange County, two in Ventura County, three in San Diego 
County and one in San Bernardino County. Mutual invests in 
marketable securities and is engaged in the business of lending 
money, principally secured by first liens against real estate to 
enable borrowers to purchase, construct or refinance real property. 
Funds are provided largely from savings deposits, principal payments 
on loans, borrowings from banks and operations. The chief sources 
of income to Mutual are income from marketable securities, the 
excess of interest received on loans and investments over the 
interest paid on savings deposits, and loan fees and service 
charges received. Mutual has a wholly-owned subsidiary which acts 
as an insurance agent, principally for fire and ext~nded coverage 
property insurance and mortgage life insurance. Mutual also. owns 
an .. inac.tive service corporation. 

Wesco acts as trustee under deeds of trust, invests in marketable 
securities, owns and operates the Pasadena business block in which 
the head office of its subsidiary Mutual is located and a minor 
amount of other property. 

(b) (1) Mutual's savings deposits increased by $26,953,000 in 
1975 and decreased $12,413,000 in 1974. In 1975, Mutual's 
loan portfolio decreased $16,006,000 compared to a decrease 
of $519,000 in 1974. 

(2) through (6) not applicable. 

(7) Compliance with environmental regulati.ons has had no 
material effect as to Wesco and its subsidiaries. 

(8) Wesco and its subsidiaries employed approximately 173 
persons at December 31, 1975. 

(9) Not applicable. 

(c) Wesco arid its .subsidiaries are engaged in only one line of 
business within the definition of this item. 

(d) and (e) not applicable. 
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Item 2. Summary of Operations 

-. (a) The Summary of operations of Wesco Financial Corporation and 
subsidiaries (consolidated) for the year ended December 31, 1975 
and four prior years is incorporated by reference to the annual 
report included in Item 10. 

Dividends declared by Wesco Financial Corporation for the year 
ended December 31, 1975 and four prior years were as follows: 

Description 

Cash dividends 

Stock dividends -
market value at 
declaration date 

(b) Not applicable 

Year ended Dec. 31 

1974 

$ 1,424,000 1,187,000 

1973 

1,075,000 

1,780,000 1,883,000 2,307.000 
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Item 3. Properties 

The occupancy of the sixteen offices of Mutual, all serving Southern 
California, is as follows: 

Head Office located at 315 East Colorado Boulevard, Pasadena, California 91109, 
leased by Mutual from Wesco, which is its parent company, under lease which 
expires June 14, 1984, Wesco purchased the property from Mutual under 
Agreement for Sale of Real Estate dated May 31, 1964. 

Glendale Office located at Cc36 North Brand Boulevard, Glendale, california 91203, 
owned in fee simple by Mutual. 

Covina Office located at 200 North Citrus Avenue, Covina, California 91723, 
owned in fee simple by Mutual. 

West Arcadia Office located at 660 West Duarte Road, Arcadia, California 91006, 
leased by Mutual under a ten-year lease with two five-year renewal options. The 
original lease term expired June 30, 1971 and the first renewal option expires 
June 30, 1976. The second renewal option to June 12, 1981 has been exercised by 
Mutual. 

Corona del Mar Office located at 2867 East Coast Highway, Corona del Mar, 
California 91615, leased by Mutual for a five-year period which expires July 14, 
1979. 

Canoga Park-Chatsworth Office located at 8393 Topanga Canyon Boulevard, 
Canoga Park, California 91304, leased by Mutual under a lease with a term to 
May 31, 1977, with an option to extend the lease term to May 31, 1980. 

Thousand Oaks Office located at 1330 Moorpark Road, Thousand Oaks, California 
91360, leased by Mutual under a twenty-year lease to March 31, 1993, with a 
five-year renewal option. 

Capistrano-San Clemente Office located at 530 Camino de Estrella, San Clemente, 
California 92672, leased by Mutual under a lease with a term to June 1, 1976, 
with an option to renew to June 1, 1978. Mutual has, however, a new lease for 
twenty years with options fori three additional five-year terms, on an existing 
building in the same Shopping\' Center. The building is free standing and 
located at one of the principal.entrances. Remodeling plans are in the process 
of being completed md Mutual is. scheduled to move in the new location May 15, 
1976. 

Vista Office located at 1020 East Vista Way, Vista, California 92083, leased 
by Mutual under a lease to May 10, 1976 with six-month options to May 10, 1979. 

Santa Ana Office located at 631 North Main Street, Santa Ana, California 92701, 
leased by Mutualtnder a lease to November 1, 1978, with three three-year options 
to November 1, 1987. 
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Channel .Islands Office located at 739 W. Channel Island Boulevard, Port 
Hueneme, California 93041, leased by .Mutual under a lease to August 13, 1990 • 

Fountain Valley Office located a~ 17942 Magnolia Street, Fountain Valley, 
California 92708, leased by Mutut;l under a lease to August 23, 1976 with an 
additional one-year option to August 23, 1977. Mutual has a new lease in the 
same Shopping Center to 1991 with options to 2006. Plans for a new free
standing building are currently being prepared with anticipated completion 
in July or August, 1976. 

Lake San Harcos <ffice located at 1143-322 San Narino Drive, Lake San Marcos, 
California 92069, leased by Mutual for a five-year period which expires 
November 30, 1979, with one five-year option. 

Upland Office located at 160 West Foothill, Upland, California 91786, leased 
by Mutual under a lease to June 1, 2000, with an additional option for ten 
years. 

Cerritos Office located at 13343 Artesia Boulevard, Cerritos, California 90701, 
leased by Mutual under a lease to May 31, 1978 with an additional option to 
1985. 

Fallbrook Office located at 119 East Ivy, Fallbrook, California 92101, leased 
by Mutual under a lease to November 1, 1976 with an additional six six-month 
options to November 1, 1979. 

In the opinion of management, all these properties are adequate and 
suitable for the ne~ds of Mutual • 
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Item 4. Parents and Subsidiaries 

There has been no change in the relationship of Wesco to its 
subsidiaries from that previously reported at Item 3 of Wesco's 1966 and 
1967 annual reports on Form 10-K. 

Item 5. Pending Legal Proceedings 

The current status of actions in which Mutual was named as a 
defendant, follows: 

(a) Los Angeles Superior Court Case No. NWC 30507 - American Savings 
and Loan Association vs. Robert R. Stueber, Wesco Financial Corporation, 
Mutual Savings and Loan Association, et al. 

Mutual financed a large tract development called Friendly Valley. 
After some of the units had been completed and sold, the developer 
defaulted. Mutual acquired the property on foreclosure, and continued 
the development. American Savings and Loan Association in this action 
is claiming a 60-foot easement over a part of the property on which 
Mutualallegedly constructed and sold residential units. This action, 
filed November 3, 1972 by Amer:f.can against Mutual and those claiming 
interests in the property covered by the alleged easement, seeks to 
establish easement rights, to eject those who are alleged to be on 
the easement and seeks alleged actual and punitive damages of 
approximately $2.7 million. Wesco is named as a defendant only because 
it is a trustee on several deeds of trust on portions of the property. 
Most of the individual property owners are being defended by their 
title insurance carrier, Title Insurance and Trust Company, whom 
Mutual indemnified. Mutual has succeeded in eliminating from.this 
action the cause of action for ejectment, and the sole cause of action 
which remains is one for damages by reason of trespass on the easement, 
including the claim for punitive damages. Fidelity Bank has filed a 
complaint in intervention and Mutual has an open extension to answer 
that complaint. This case has been consolidated for trial with the 
case of American Savings and Loan Association vs. Title Insurance 
and Trust Company, Mutual Savings and Loan Association, et al. (see 
Item (b)), and has been transferred to the Central District of the 
Los Angeles Superior Court for trial. The trial setting conference 
has been vacated. The case is pending. 

(b) Los Angeles County Superior Court Case No. C 42824 -American 
Savings and Loan Association vs. Title Insurance and Trust Company, 
Mutual Savings and Loan Association 

This action, filed November 8, 1972, arises out of substantially 
the same alleged factual situation as the previous one, plus the Title 
Insurance and Trust Company issued policies of title insurance to the 
individual home owners without referring to American's alleged 
easement and Mutual indemnified the Title Company in connection with 
the issuance of such policies. This action seeks alleged actual and 
punitive damages against the Title Company and Mutual of approximately 
$8 million, on the theories of breach of contract, slander of title, 
illegal interference with a business relationship, inducement to breach 
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of contract and unlawful conspiracy. Mutual's demurrer to the 
second amended complaint was sustained with leave to amend. As 
a result of the court's holding, the plaintiff eliminated causes 
of action with regard to breach of contracts against the def~ndant 
Title Insurance and Trust Company, and for illegal interference 
with contractual relationships as against Mutual. Tha third 
amended complaint seeks damages for slander of title as against 
the Title Company and against Mutual, a cause of action for tortious 
bad faith and breach of covenant of fair dealing against the Title 
Company and a conspiracy as against both Mutual and the Title Company. 
This case has been consolidated with Item (a) above. 

(c) Los Angeles County Superior Court Case No. C 66361 -Martin S. 
Stolzoff dba Westminster Investment Company et al. vs. Mutual Savings 
and Loan Association. 

This action, filed September 5, 1973, challenges the assessment 
and collection by Mutual of late charges for tardy payment of real 
estate loan installments. It seeks to have the late charge declared 
invalid; to have all amounts collected by Mutual as late charges from 
plaintiff and all members of the class during the past four years, 
estimated to exceed $1 million, refunded to plaintiff for distribution 
to all parties entitled; and to secure an accounting of such late 
charges collected. Motion has been granted to vacate the trial setting 
conference date and to strike the certificate of readiness on the 
ground that the plaintiff has not complied with the rules on class 
actions contained in the Class Action Policy Memorandum. Although 
the case is at issue, it still is in early stages of proceeding since 
there has been no determination of the class or whether this is a 
proper class action, nor no notice given to the class. We do not 
know whether the plaintiff will proceed with this matter or not. 

(d) Kern County Superior Court Case No .• 123271 - Gabriel w. Solomon 
et al. vs. United Savings and Loan Association et al. 

Mutual was made a party to this action by amended complaint filed 
October 3, 1973, bringing the number of savings and loan defendants to 
all but two in the State of California. The action is based on 
allegations similar to those in the Westminster vs. Mutual case (listed 
as Item S(c) above). The case is pending. 

(e) Sylmar Company et al. vs. Robertson's Apartment Builders, Inc., 
Mutual~ al. -Los Angeles Superior Court No. C 87229 

This is an action filed by a borrower of Mutual on a large 
construction loan to build an apartment house claiming damages by 
reason cf. defective construction of the apartment house. The action is 
filed against the contractor of the apartment house and against Mutual. 
The theory as against Mutual is that Mutual's inspectors discovered 
the defective workmanship and failed to notify the plaintiffs of the 
defect. The facts do not justify or support these allegations. There 
was defective workmanship which caused a delay in the completion and an 
increase in the cost. However, Mutual was not aware of this until 
approximately the same time that theplaintiff was aware of it. Mutual 
cooperated fully with the plaintiff in efforts to correct the situation. 
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There are eight causes of action in the complaint and only one is 
directed against Mutual. Damages claimed in the complaint as 
against Mutual, as alleged "will exceed the sum of $2,000,000. 11 

Plaintiffs are also claiming punitive damages in the amount of 
$1 million against Mutual. However, plaintiffs' lawyer has agreed 
to eliminate the claim for punitive damages. The case is pending. 

As to Items (a) and (b) above, Mutual's counsel believes there are 
meritorious defenses to these actions and there is a substantial chance the 
cases can be successfully defended, While there is some risk to Mutual, in 
management's opinion, any such risk would not be material. As to Items (c), 
(d) and (e) above, the outcome of these actions canriot be predicted; however, 
based on the facts preaently available, Mutual believes there are substantial 
defenses to these actions and that losses, if any, would not be material. 

Item 6. Increases and Decreases in Outstanding Equity Securities 

(a) There has been no change in the number of outstanding shares 
of Wesco's capital stock from the 2,373,269 shares reported at 
Item 6(a) of Wesco's Form 10-K for the year ended December 31, 1973. 

(b) Not applicable. 

Item 7. Approximate Number of Equity Security Holders at December 31, 1975 

(1) 

Title of class 

Capital stock par value $1 

(2) 
Number of 

record holders 

2,934 

Item 8. Executive Officers of the Registrant 

(a) As stated at Item 1(a) of this Form 10-K, Wesco's principal 
business is the ownership of all the stock of Mutual. Louis R. 
Vincenti, Chairman of the Board and President, and Bette Deckard, 
Secretary and Treasurer, are the sole executive officers of Wesco. 
The other principal officers of Wesco are also listed below. There 
is no family relationship between any of them. All officers are 
elected to serve for one year and until their successors shall have 
been elected and qualified. 

Name 

Louis R. Vincenti 

Bette Deckard 

John R. Armetta 

T. L. Egloff 

P. E. Lynn 

Robert E.· Sahm 

Age 

70 

56 

57 

64 

63 

48 

Position 

Chairman of the Board since January, 1973; 
also President since July, 1961. 

Secretary-Treasurer since April, 1975. 

Vice President, Property Development 
since April, 1973. 

Vice President, Operations since April, 1969 

Vice President, Loan Processing since 
April, 1969 

Vice President, Building Management since 
July, 1971 
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Item 9. Indemnification of Directors and Officers 

Wesco previously reported in its Form 10-K for 1970 the provisions 
for indemnification of directors and officers contained in its Articles of 
Incorporation at Article 9, Paragraph 6. 

Since February, 1975 the directors and officers liability insurance 
coverage has been on a joint policy with Blue Chip Stamps and See's Candy 
Shops, Incorporated. 
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Item 10. Exhibits, Financial Statements and Schedule 

WESCO FINANCIAL CORPORATION 
AND SUBSIDIARIES 

Accountants' Report 

Index to Financial Statements and Schedule 

Financial Statements: 

Consolidated Financial Statements of Wesco Financial Corporation and Subsidiaries, 
December 31, 1975 and 1974 (with accountants' report thereon). These consolidated 
financial statements and the accountants' report thereon are incorporated by 
reference in the annual report (Form 10-K) required to be filed by Wesco Financial 
Corporation under the Securities Exchange Act of 1934. 

Wesco Financial Corporation: 
Balance Sheets - December 31, 1975 and 1974 
Statements of Earnings - Years ended December 31, 1975 and 1974 
Statements of Changes in Financial Position - Years ended December 31, 
1975 and 1974 

Supplemental 'Information to Notes to Consolidated Financial Statements 

Schedule: 

Schedule III - Investments in, Equity in Earnings of, and Dividends Received 
from Affiliates and other Persons 

Schedules not included have been omitted because they are not applicable or the 
required information is shown on the financial statements or notes thereto. 

SIGNATURE 

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 
1934, Wesco has duly caused this annual report to be signed on its behalf by the 
undersigned thereunto duly authorized. 

WESCO FINANCIAL CORPORATION 

Date March 22, 1976 By~ 
Louis R. Vincenti, President 



0 

I:J 
;:; 

(.' 

0 

.·.u, 

'~'--. 

'':; 

0 

'~ 

c:~ 

Q 

I) 
c 

, \ 
i.: 

,, 

,GQRPORATION 
.. ,. 

'Anr;wal report 19Z5 ' 

,,, 
'.': 

I• 
-o 

0 



1 

-1·-

Headquarlcrs building of Wesco Financial Corporation and Mu_tulll Savings- Piisadena's City Hall In foreground 



• 
' 

'• 

. 

TO THE STOCKHOLDERS OF 
WESCO FINANCIAL CORPORATION 

Consolidated net earnings of Wesco Financial 
Corporation and its subsidiaries for 1975 amounted 
to $4,351,000 ($1.83 per share) compared to $3,927,-
000 ($1.65 per shoret in 1974. Quarterly earnings 
per share were: 

First Second,, Third Fourth 
Quarter Quarter' Quarter Quarter_ Year 

1975 
1974 

$ .36 
.48 

.36 

.40 
.54 
.44 

.57 

.33 
1.83 
1.65 

Total savings in Mutual Savings increased $26,-
953,000 in 1975 compared with a decrease of 
$12,413,000 in 1974. Out-of-state savings decreased 
$5,261,000 in 1975 and $16,257,000 in 1974. Most 
of the decrease in out-of-state savings in 1975 oc
curred during the first six months of the year. At 
December 31, 1975, out-of-state savings totaled 
$52,313,000 (14.7% of savings) compared with 
$57,574,000 (17.3% of savings) at December 31, 
1974. The amount of out-of-state savings appears 
to have stabilized. 

Savings deposits are summarized at December 
31 by interest rates as follows: 

5'/4% 
5'/z 
5'/• 
6 
6'/z 
6'/• 
7 
7'/2 
7'/4 
Over 7'/• 

;-, 1975 

38% 
1 
3 

10 
11 

4 
1 

27 
5 

1974 

36 
2 
3 

23 
8 
3 
1 

22 

2 

1973 

35 
3 
6 

42 
5 
1 
1 
7 

100% 100 100 
Cost of savings and cost of funds (savings and 

borrowings) continued to increase in "1975 as· did 
the yield on the loan portfolio of Mutual Savings. 

1975 1974 1973 1972 1971 

Cost of Savings 
Cost of all Funds 
Yield on Loans at 

yearend 

----
6.29% 6.00 5.60 5.56 5.51 
6.41 6.25 5.69 5.59 5.71 

7.55 736 7.17 7.03 6.82 

We expect the cost of savings to rise gradually 
during 1976 because of the increased funds being 
converted to and deposited in certificate accounts 
paying 71/2% and ·73/•%. Yield on loans will also 
increase. 

Real estate loans made during 1975 totaled 
$36,317,000 compared with $31,998,000 in 1974. 
loans in process and firm Joan commitmel'tS, which 
at December 31, 1974 Were $3,240,000,,have de
creased to $1,643,000 at December 31, 1975. 

The liquid as~.ets of Wesco were markedly im
proved during 1975, with cash and marketable 
securities at year end totaling $77,417,000 compared 

1 

with $53,065,000 at December 31, 1974. Also notes 
payable were reduced during 1975 by tbe sum of 
$24,765,000 and at year end Were $26,210,000. 

Mutual Savings and Wesco, which at DecembE:!r 
31, 1974 had i.nvested $12,900,000 in public utilities 
preferred stocks, increased such investments during 
1975 and at year end had invested $23,206,000 
($267 ,000 in Wesco) in such stocks with an annual 
yield of 10.20%. Mutual Savings, by regulation, is 
limited to 5% of assets in the amount of preferred 
stocks of public utilities it may own. Its prese!it 
investments approximate that amount. During the 
last quarter of 1975, Mutual Savings purchased 
municipal bonds and at year end ·had invested" 
$4,554,000 in such securities with an annual yield 
of 7.11 %. . 

For ,\Several years, Mutual ' Savings constructed 
homes at its Fri~·ndly Vailey development. No homes 
Were conslructed during 1975. 91 units of homes 
previously constructed were sold and, at December , 
31, 1975, 7 units remained unsold, 6 of which wer(' 
in escrow. A portion of the !.and in Friendly Valley 
was sold in 1975 to a responsible builder/who Has 
completed the construction of 58 residences which 
are presently being sold. /'s wch residences are 
sold, Wesco will recognize its profit of $198,000 on 
the land sale. We expect to disposE' of the remaining 
land at Friendly Valley to builders for development, 
rather than building for our bwn account. _ 

We continue to market. portions of p·roperty 
owned at .Lake San Marcos in San Diego County, 
having~ sold in 1975 one parcel of 195 acres for the 
sum of $614,000 resulting in a profit of $208,000, 
which is carried as unrealized profitdue to the low 
down payment. We expect to dispose of substan
tially all of our remaining vacant land at lake San 
Marcos during 1976, retaining our one-half interest 
in a modern shopping center, motel and restaurant. 

During 1975 Mutual Savings opened three new 
branch offices in Upland, Cerritos and Fallbrook, 
bringing the total number of Mutual Savings offices 
to sixteen. Four new branch offices were opened in 
1974 and three in 1973. 

On january 20, 1976 Wesco increased its regular 
quarterly cash dividend from 15¢ to 17'/2¢, payable 
March·11, 1976 to holders of record at the close of 
business on February 20, 1976. 

A "Summary of Operations" for a five-year period 
is presented on page 2, foll,pwed by "Management's 
Discussion and Analysis" of that Summary. The pur
pose of the Summary and Discussion is to .<'!nabl2 
investors to compare periodic results of operatio\1s 
and to assess the source and probability of earnirlg~; 

LOUIS R. VINCENTI 
Chairman ofthc Boa~d and President 



-wESCO FINANCIAL CORPORATION 
AND SUBSIDIARIES 

Silt'fimary of Operations 
Year ended December 31, 1975 an(dour prior years 

Investment income: 
Interest on loans· •..••.... "' ..• 
Interest. on ma_rketable securities . 
Dividends on common and pre-

ferred stocks .•.....•...•.•. 
Interest anU dividends on invest

ments required by law ...•.•. 

Total investment income •.. 

Cost of money: 
Interest on savings deposits •.•.• 
Interest on notes payable ... -•... 

T~tal cost of money .•.... 
Margin on investments ... . 

loan f~Bs and service charges , ... . 
Operations and net gains from sales 

· of real property .•. , .•......•.. 

Rental of office premises, net ...• , .• 

Net gains cr (losses) on sales of mar
ketable securities •.••• , •.•.•.. 

Other income,. net .••• , .........••. 

General and administrative expenses 
Earnings b~fore taxes on in-

come •••...••..•..•• , 

Taxes on income: 
Current .••. , ....••.• , .•....• 
Deferred .....•...•••....•... 

Net earnings •.. , ....... . 

Per share· ...•..•...... , ......••• 

FINANCIAL DATA AT YEAR. END 

Total assets .•.... ~ .•.....•...... 
Real estate loans •.••..........•. 
Savings accounts ..............•. 
Shareholders' equ'ity •.••......... ; 
Book value per share• .••. , ...... . 

,. 

{' 

J~75. 

$ 28,438,000 
.. 3,1t1;ooo 

. '1\953,000 
~- ,:~. ' ' . 

519,000 
34,081,000 

21,644;000 
2,62'8;ooo . 1 
. '· 4 "1 

24,472,000 

'~-: 
909,000 

· 288;ooo 

( 62,000) 
32,000 

,12,138,000 
4.710,000 

7,428,000 

3,735,000 
,, 8 (658,000) ., : 

3,07i;ooo 
s 4,351,ooo ,, 

I '$ 1,83' 

$4i0,127,000 
$3ll,041,000 

. ' $360,070,000 
$ 7~',218,000. 
s. 30:8s _,,_. 

1974 

28,463,000 
3,202,000 

974,000 

533,000 

33,172,000 

20,419,000 
3,364,000 

23,783,000 

9,389,000 

1,u42,ooo 

593,000 

206,000 

(429,000) 

96,000 

11,397,000 

4,208,000 

7,189,000 

3,262,000 

3,262,000 

3,927,000 

1.65 

465,646,000 
386,398,000 
333,117,000 
70,291,000 

29.62 

1973 

27,450,000 
2,950,000 

463,000 
} I ; 

1972 

25,318,000 
2,362,000 

462 000 ,~··~-' 

31,325:oo6'-'· 

185,000 

251,000 

28,116,000 

20,001,000 
1,313,000 

21,314,000 

10,011,000 

1,786,000 

831,000 

303,000 

( 72,000) 

116,000 

12,975,000 

3,702,000 

9,273,000 

4,263,000 
402.000 

4,665,092. 

4.608,000 

1.94 

451,980,000 
387,165,000 
345,530,000 

67,551,000 
28,46 

-. 

19,304,000 
611.000 

19,915.000 

8,201,000 

2,662,000 

622,000 

261,000 

2,000 

124,000 

11,872,000 

3,436,000 

8,436,000 

3,018,000 
1,082,000 

4,100,000 

4.336,000 

1.83 

448,240,000 
367,679,000 
361,272,000 

64,018,000 
26.98 

'Per share earolilgs- and book value per share are based on 2,373,269_shares outstanding at December 31, 1975. 

2 

1971 

25,117,000 
1,740,000-

388,000 

27,245,000 

17,298,000 
3,105,000 

20,403,000 

6,842,000 

_1_,684,000 

320,000 

238,000 

51,000 

111,000 

9,246,000 

3,127,000 

6,119,000 

2.530,000 
465,000 

2,995,000 

3,124,000 

1.32 

423,969,000 
356,933,000 
329,782,000 

59,682,000 
25.15 

.. 
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Management's Discussion and Analysis of Summary of Operations 

The accompanying Summary of Operations covei·s 
the five years ended December 31, 1975. 

The principal business of Wesco Financial Corp
oration (Wesco) is the ownership of ail of the 
outstanding stock of Mutual 5avil•gs and Loan 
Association (Mutual Savings), which operates sixteen 
offices in Southern California. Wesco also owns and 
operates a Pasadena business b!ock in which its head 
office and the head office of Mutual Savings are 
located. This block is fu\l.r-i.mproved with a 9-story 
modern office building{ a 420-car garage and four 
retail stores. Wesco in~\,sts its cash funds in market
able securities and at December 31, 1975 had so 
invested the sum of $14,026,000. Mutual Savings' 
principal business is the lending of money secured 
by first liens onxeal estate (principally residential) to 
enable borro\~iu·s to purchase, construct of re
finance real property. Funds are provided by savings 
deposits, principal payments on existing loans, bor
rowings from banks and operations. 

INTEREST ON LOANS. This source of income is 
dependent upon the amount of loans and the yield 
thereon. The.yields at December 31, 1975, 1974 and 
1973 were 7.55%, 7.36% am;! 7.17% respectively. 
Total real estate loans outstanding at the end of 
such years were $371,041,000, $386,398,000 and 
$387,165,000. 

INTEREST ON MARKETABLE SECURITIES. Invest
ments have consisted principally of certificates of 
deposit of major banks, bankers acceptances, United 
States Government bonds, notes, bills, ~gency secur
ities and municipal bonds .. The variation in income 
shown on the accompanying Summary is accounted 
for by the varying amounts invested and the varying 
yields obtained in the particular year. The amount 
invested in marketable securities from time to time 
is dependent on the cash flow available for invest
ment and the amount committed for investment in 
real estate loans. 

3 

DIVIDENDS ON COMMON AND PREFERRED 
STOCKS. In May, 1973 $6,785,000 was invested in 
271,000 shares of common stock of Crock<;!~ National 
Corporation. The investment at December' 31, 1974 

'i 
was $5,079,000 and at December 31, 1975 was 
$'1,853,000. 70,100 shares were sold in 1974 and 
128,000 shares were sold in 1975 at approximate 
cost. The remaining 72,900 shares were sold in 1976 
at a loss of $85,000. 

Commencing in April, 1974 Wesco and Mutual 
Savings purchased public utility preferred stocks, 
and at December 31, 1974 had invested $12,900,000 
($267,000 by Wesco) with an annual yield of 9.77%. 
At December 31, 1975 $23,206,000 ($267,000 by 
Wesco) had been invested with an annual yield of 
10;20% and a market value of $23,825,000, which 
at February 28, 1976 had increased to $25,008,000. 
The income on common and preferred stocks re
flected in the accompanying Summary is that earned 
in the particular year from the securities held, 85% 
of the dividend income from stocks is deductible in 
computing Federal Income Taxes. Mutual Savings, 
by regulation, may invest in preferred stock of public 

. utilities in an amount up to 5% of its assets, At 
December 31, 1975 Mutual Savings' investments in 
preferred stocks approximate that amount. 

The market value of preferred stocks varies as 
interest rates vary. Since interest rates at 1975 year 
end were somewhat lower than the rates at time of 
purchase, the market value of our preferred stocks 
increased above cost. Interest rates continued to 
decline in 1976 resulting in a further increase of 
market value. 

INTEREST AND DIVIDEND!i QN INVESTMENTS 
· REQUIRED CY LAW. This sourt~ uf income consists 

of dividends received on stock of the Federal Home 
Loan Bank of San Francisco and interest received on 
our secondary reserve held by the Federal Savings 
and Loan Insurance Corporation. A dividend of 
$189,000 was declared in 1973, $229,000 in 1974 and 



$198,000 in 1975 all in the fourth quarter. The varia
tic,, in amount of interest on the secondary reserve 
has been nominal. 

INTEREST ON SAVINGS DEPOSITS. Savings at 
December 31, 1972 which totaled $361,272,000, de
creased in 1973 to $345,530,000 and to $333,117,000 
at the end of 1974, and increased to $360,070,000 
at the end of 1975. Although savings declined during 
1973 and 1974, interest paid increased due to higher 
rates, which became effective July 1, 1973, and to 
substantial funds being converted from maturing 
lower-rate certificates to certificates bearing higher 
interest rates. The substantial increase in the amount 
of interest paid on savings deposits in 1975 was 
occasioned by increase in total savings and a con
tinuation of conversion of lower-rate certificates to 
certificates bearing 71/2% and 73/•%. 

INTEREST ON NOTES PAYABLE. The variation in 
interest on notes payable is due to fluctuations in 
amounts borrowed from time to time and varying 
rates paid. Rates of interest on borrowings varied 
in 1975 from 7'/4% to 10\12%, in 1974 from 7\12% 
to "12% and in 1973 from 71/2% to 93/•%. 

MARGIN ON INVESTMENTS. Margin on investments 
is the difference between total in.vestment income 
and the cost of money, and is made up of the items 
discussed above. The $622,000 decrease in margin 
between '1974 and 1973 is the result of an increase 
in the cost of money by $2,469,000, with investment 
income increasing by only $1,847,000. The rnargin 
increased in 1975 by $220,000, with total investment 
income increasing $909,000 and total cost of money 
increasing $689,000. 

LOAN FEES AND SERVICE CHARGES. This income 
was,derived from the followin.g sources: 

1975 1974 1973 

loan-Fees s 721,000 858,000 855,000 
Commitment fees 89,000 180,000 
Escrow and clcricat-iees 47,000 102,000 139,000 
!>repayment charges 314,000 334,000 341,000 
late charges 82,000 59,000 152,000 
Other chargeS' 198,000 100,000 119,000 

$1,362,000 1,542,000 1,786,000 

OPERATIONS AND NET GAINS FROM SALES OF 
REAL PROPERTY. Mutual Savings, over a period of 
years, has acquired fmeclosed real property includ
ingvacant land. Some vacant land has been disposed 
oi from time to time and, on other occasions, resi
dential units were built thereon and sold. During 
1973, 38 residential units were sold,. 17 of which 
had been constructed by it ~nd in 1974, 53 units 
weri; sold of which 45 had been constructed by it 
and in 1975, 96 were sold of which 91 had been 
constructed by it. Parcels of vacant land were sold 
in 1973 and 1974 ;resulting in profits of $495,000 
and $215,000. In the fourth quarter of 1975, a profit 
on vacant land of $256,000 was recognized on a sale 
that had been made in 1969. The variation in the 
sale of re>.idences and of vacant lane! accounts for 
the variation in the income shown on the accom
panying Summary. 

RENTAl OF OFFICE PREMISES, NET. Substantially all 
of this income is derived from the Pasadena business 
block owned by Wesco in which the head office of 
Mutual Savings is located. The decrease from 
$303,000 in 1973 to $206,000 in 1974 is attributable 
to a $32,000 increase in expenses and the loss, at 
December 31, 1973, of a tenant occupying 26,000 
square feet of space (20% of total rentable space). 
At 1974 year end, 9,800 square feet of space was 
vacant compared with 7,900 square feet of vacant 
space at 1975 year end. Net rental income in 1975 
improved by $82,000, to a total of $288,000 by reduc
tion in unrented space and increased rentals ob
tained, despite an increase in costs of operation of 
,$48,000. 

. ~ ; ' . . . . . -> ' 
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•• NET GAINS (LOSSES) ON SALES OF MARKETABLE 
, SECURITIES. A loss of $429,000 taken on sale of 

securities in 1974 is accounted for by two trans
actions. In order to improve the quality and yield on 
public utility preferred stocks owned, some. sales 
were made at a loss of $171,000 and the funds 
reinvested in other preferred stocks considered of 
better quality and providing a higher yield. Govern
ment and agency obligations were sold at a loss of 
$256,000 and proceeds reinvested so as to reduce 
the Lime to maturity. The loss of $62,000 in 1975 
is d"ue principally to sales of securities with the pro
ceeds being used to purchase mol"e desirable issues. 

GENERAL AND ADMINISTRATIVE EXPENSES. Gen
eral and aclministrative expenses increased $506,000 
in 1974 ancl $502,000 in 1975 as compared to the 
respective prior years. Business expenses were 
12.9% of gross income in 1975, 12% in 1974 and 
10.8% in 1973. The increases were occasioned 
principally by inflation, the expense of opening and 
operating four additional offices in 1974, three addi
tional offices in 1975 and the cost of computerizing 
our accounting system. 

TAXES ON INCOME. Taxes on income were 41.4% 
of earnings before taxes on income in '1975, 45.4% 
in 1974 and 50.1% in 1973. Total lax expense varies 
with the increase or decrease in pre"tax accounting 
income adjusted for permanent differences (gener
ally non-taxable revenue or non-deductible expense 
items). The main reason for the decreasing effective 
tax rates is the 85% dividends received deduction 
on common and preferred >lock. This deduction 
has increased as the investment in preferred stock 
has increased. 

A reconciliation of total income C) and the 
amount computed by applying the U. 5. Federal 

Income Tax rate of 48% to earnings before taxes 
on income folloWs: 

1975 1974 1973 

Computed "expected" 
Federal taxes $3,56S,OOO 3,451,000 4,451,,000 

Increase {reductions) in 
taxes re:;ulting from: 

Net gains on sales of 
foreclosed real 
property (278,000) (219,000) (386,000) 

State franchise tax net 
of Federal income 
tax benefit 418,000 422,000 606,000 

Dividends received 
deduction on 
common and 
preferred stocks (796,000) (397,000) (189,000) 

Other permanent 
differences 168,000 5,000 183,000 

Taxes ori income $3,07>,000 3,262,080 4,665,000 

Deferred tax expense was $402,000 in 1973, nil 
in 1974 and ($658,000) in 1975. The. decrease in 
deferred taxes was caused principally by the de
crease in loan fees and accrued investment income 
recognized for financial statement purposes and the 
increase in loan fees and investment income recog
nized for tax purposes. 

STOCK MARKET DATA. The following table indi
cates the quarterly high and low prices for Wesco's 
capital stock on the New York Stock Exchange for 
the last two years: 

1975 1974 

High low Quarter Ended High low 

113/4 83/a March 31 15 11\'o 
12 10'l'a )une;lO 15 95/o 
11 o/a 9 September 30 13~12 6'1/4 
101/a 87/o December 31 9'/• 71h 

A CO?Y Of Form 10-K for 19751 filell w_ith the Securities and &change Commission, is available wilhout charge upon a sloclchoiOer's wrillen icquesl 
addressed to Mrs. Dolores Hendenon, Assistant Secretary, Wesco Financial Corporation, 315 _East' Colorado Boulevard, Pasadena, califomia 91109. 
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Consolidated Balance Sheets 

Decemqer 31, 1975 and 1974 

ASSETS 

Cash 
Marketable securities (notes 3 and 11) 

Certificates of deposit 
United States Government and agency obligations and 

other marketable securities, at amortized ldentl~ 
fied cost (quoted mark_et, $48,923,000 In 1975 and 
$9,953,000 In 1974) ....•....................• 

Investment In common stocks (quoted marl(et, 
$1,567,000 in 1975 and $3,039,000 in 1974) ... ; .. 

Investment in preferred stocks (quoted market, 
$23,825,000 in 1975 and $11,831,000 in 1974) ...• 

Loans receivable, Jess unearned loan fees, unrealized profit 
and loans in process (notes 2 and 3) ...•...•..•.... 

Accrued interest and dividends receivable . , , ...•... , •.. 

Properties purchased and held for investment, at cost .... 

Properties acquired through foreclosure by Mutual Savings 
and held for sale, at cost less allo\Vance for losses, 
$251,000 in 1975 and $280,000 in 1974 ............ . 

Investments required by law: 
Investment ln stocK of Federal Home Loan Bank, at 

cost (note 3) ............................. .. 
Prepayinents to FSLIC secondary reserve .••..•..•. 

Office properties and equiptnent, nat (note 5) ........... . 
Prepaid expenses and -sundry assets, at cost •.....••. , .. 

LIABILITIES AND STOCKHOLDERS' EQUITY 

Cash disbursements to be t'Unded at bank •.••... , ...•.. 
Savings deposits .••..•.... , .••••. ~: . ................ . 
Noles payable (note 3) ............................. .. 
Advances by borrowers for taxes and Insurance .•.•.....• 
_Accounts payable and sundry accrued expenses .. , ..••.. 
Taxes on income (note 4)~ 

Current .....••.•.. -. .....•..••....•..•...•...•. 
Deferred .•..• -.. , ~ .•....•.....•............•... 

Total liabilities •......•..••..•... , ..... . 
Stockholders' equity (notes 4, 7 and B): 

Capital stvck of $1 par value per share. 
Authorized 2,500.000 shares: Issued 2,373,269 
shares ....•..•.•......•.•....•.•.•..•...•.. 

Capital surplus arising from stock dividends ..•.•.... 
Retained earnings ....••.•.........••..•....•.... 

Total stockholders' equity ...•...••.. , ...•... , 
Commitment and contingent liabilities (notes 6 and 10). 

See accompanying notes to consolidated financial statements. 
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''1975 .. 1974 

$ . 3,584,000 1,067,000 

40,000 24,010,000 

48,734,000 10,009,000 ,. .. 
1,853,000' 5,079,000 

23>20&,001! 12,900,000 

373,059,000 389,065,000 

1,581,000 1,935,000 

288,000 661,000 

·ii 
. 3,286,000 . 5,819,000 

3,967,1)00 3,745,000 
4,79,~,000 4,863,000 
5,060,000 5,140,000 

SS7.ifiJo 1,353,000 

$470;127,000 465,646,000 

~ 

$ 646,000 1,248,000 
3&0,07o,yoo 333,117,000 
co26,210,000 50,975,000 

779,0QO 1,129,000 
.1,032,000 996,000 

sa1;ooo 41,000 
7,191,000 7,849,000 

396,909,000 395,355,000 

0 

2,373,00~, 2,373,000 
28,086,00lf 28,066,000 

··42,7l9,000 39;852,000 
73,218,000 70,291,000 

$470,127!000 465,646.000 
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Consolidated Statements of Earnings 

Years ended December 31, 1975 and 1974 

Investment income: 
Interest on loans . , ....•. , ... , ...........•.••..... 
Interest on marketable securities ....•.....•... , ... 
Dividends on common and preferred stocks .......•. 
Interest and dividends on investments required by law 

Total investment Income . , ...•...•....... 

Cost of money: 
Interest on savings deposits . , •.... , .......•....... 
Interest on notes payable ....•.... , .... , .....•... 

Total cost of money •.•........• , ...••... 

Margin on Investments .•..•....•.••...... 
Loan fees and service charges ..••.••..•.•. , .•........ 
Operations and net gains from sales of real property (note 9) 
Rental of office premises, net ..•••..•.•......•...•.... 
Net losses on sales of marketable securities • ~, .•.... ,, .. 
Other income, net ....•..•........•.....•.•.•.•....•. 

General and administrative expenses •............•.... 

Earnings before taxes on income ..•....•.. 
Taxes on income (note 4): 

Current ...•.•...•.•..•......•......•...•..•... 
Deferred ....•.•...•..• , ......•••....•.•..... , . 

Net earnings .•.•...•..•........•.•.•.... 

Earnings per capital share based on 2,373,269 shares ...•. 

See accompanyiflg_ ·notes to consolidated financial statements. 

0 

1975. 

s 28,~3a;ooo 
3,171,000 
1,953,000 

519,000 

34,081,000 

21,844,000· 
<i 2,628,000. 

24,472,000 . 

9,809,000 
1,362,000 

909,000 
288,000. 

( 82,000) .· 
·32,000 

12,138,000 

4,710,000. 

7,428,000 

t> 3;735,000 
!658,000) 

s;o77,ooo 

s 4,351,000 

$ U3 = 

Consolidated Statements of Stockholders' Equity 

Years ended December 31, 1975 and 1974 

Capital stock 

Capital surplus arising from stock dividends 

Retained earnings: 
Appropriated (notes 4 and 8): 

Beginning_ of year •.•.•.•.. -. ...•......•••...• 
Allocation of net earnings , ... , .......•......• 

Er~d of year .•.... , .............•... ,_ ...... . 

Unappropriated (note 7): 
Beginning of year •... , •......•.............. 
Cash dividends declared and paid ........••... 
Allocation of net earnings ..•.•..•....•....••. 

End of year ............................... . 

Less stock dividend5 at market value 

Total retained earnings •.......••.•...••• 

Total stockholders' equity •.••..•••... 

See accompahying notes to consolidated financial statements. 
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1975 

$ 2,37:f,OOO 

28,06~,000 .. 

43;il42,000 
1,0&8,000 

44;130,000, ; 

28,049;000 
. ( 1;424,oooj 

3,1!83,000 . 

. 27,888,000 

!29,239,000) 

42,779,000 

s 73,218,000 

1974 

28,463,000 
3,202,000 

974,000 
533,000 

33,172,000 

20,419,000 
3,364.000 

23,783,000 

9,389,000 
1,542,000 

693,000 
206,000 

(429,000) 
96,000 

11,397,000 

4.208.000 
7,189,000 

3,262,000 

3,262,000 
3,927,000 

1.65 

1974 

2,373,000 

28,066,000 

42,446,000 
596,000 

43,042,000 

23,905,000 
( 1,187,000) 

3,331,000 

26,049,000 

!29.239,000) 

39,852,000 

70,291,000 



Consolidated Statements of Changes in Financial Position 

Years ended December 31, 1975 and 1974 

Funds provided: 
Net earnings ••••. , .••.•...•.•......................• 
Charges (credits) to earnings not requiring (providing) 

funds: 
Depreciation and amortization . , •.....•....•.....• 
Interest on savings deposits credited to· savings acM 

counts .....•.....••..•.......•.....•.•...•• 
FSLIC primary premium transferred from secondary 

reserve •.........•...•.......•...........• 
Deferred income taxes (note 4) ..........•..•..... 
Amortlza!ion of fees and discounts ....••••.••.•... 
Recognition of unrealized profit on real property •...• 
Interest Income on FSLIC secondary reserve ......• , 

Funds provided from operations .•.....•••...... 

Principal payments on real estate loans ••...•.••.•... , . 
Additions to deferred loan fees .•.••...•.•.......... , . 
Sales of real property, net of gains .... , . 4 •••••••••••••• 

Increase in notes payable ....•.•.•. , .•............•.• 
Increase ln loans in process ••..•...••.•••.....•..•... 
Additions to unrealized profit on real property .......... . 
Increase In savings deposits .•.. , ....•.•............•. 
Decrease in cash ••..•.•..... , •..........•.•...... , . 
Other, net , •.•.. , ..•.. , ...••..•• , .••••......•...•.. 

Total funds provided ...•.•..•••.•..•••...... 

Funds used: 
Cash dividends declared and paid (note 7) .•. : ...•.•.•.. 
Decrease In savings depo5its ••. , ... _ , ••..• , ..•.......• 
Decrease in notes payable .•.•... , •.•....••.....•.... 
Investment in real estate loans .••.•.....•.•.••. , ..... . 
Investment In buildings and other assets .•..•..... , •. , .. 
Additions to real property •.... , . , .. , .....•........•.. 
Decrease in loans In process .••.....•....•. , , •..•..•. 
Investment in stock of Federal Home Loan Bank , ..••...• 
Decrease in advances by borrowers for taxes and Insurance 
Increase in marketable securities ••......•.....•. , .•.• 
Increase in cash •••.••.••••..•. , , ..•....• , .••.•..... 
Other, net • , .•..........••.....• , •..... , .. , ...•...••.. 

Total funds used .•..• , .. , .. , .•..•......•.... 

• See accompsnying notes to consolidated financial statements. 
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Notes to Consolidated Financial Statements 
December 31, 1975 and 1974 

(1) Summary of Significant Accounting Policies 

The following items comprise the significant account
ing policies which the Company follows: 

Principles of Consolidation 
The consolidated financial statements include the 

accounts of Wesco Financial Corporation (the 
Company) and its wholly owned subsidiary, 
Mutual Savings and Loan Association and its 
wholly owned subsidiaries (Mutual Savings). All 
material intercompany transactions have been 
eliminated. 

Marketable Securities 
U.S. GCivernment, agency obligations and other 

marketable securities are carried at identified 
cost, adjusted for amortization of premium and 
a·~cretion of discount over the term of the secur
ity and are not carried at the lower of cost or 
market because it is management's intention to 
hold them to maturity. 

'Common and preferred stocks are carried at iden
tified cost. See Note 11 for discussion of market
able equity securities. 

Loan Fees 
Loan fees for originating loans are deferred for 

amounts in excess of 1% of the loan amount 
plus $200 for non-construction loans and 2% 
of the loan amount plus $200 for construction 
loans. Deferred fees are amortized into income 
by use of the straight-line method over seven 
Y\!ars. 

lnar. Valuation Allowances 
Valuation allowances for estimated losses on spt:!

cific loans are charged to earnings when any 
significant and permanent decline reduces the 
market value of the underlying security to less 
than the loan. Such losses are usually indicated 
during foreclosure proceedings. 

Real Property Valuation Allowances 
Valuation allowances for estimated losses on real 

property are charged to earnings when any 
significant and permanent decline reduces the 
market value to less than the carrying value. 

9 

When the Company intends to hold real estate 
held for sale for a period in ii!xcess of 18 months, 
future direct holding costs for maintenance, 
property.taxes, insurance, direct selling expenses, 
costs of completion or improvement and a dis
'count factor to give effect to the cost of money 
are considered in determining the amount of 
required valuation allowances. 

Office Properties and Equipment 

Office properties and eqrJipm~nt are depreciated 
by use of the straight-line method over the esti
mated useful lives of the various classes of assets 
from the respective dates of acquisition. The use
ful lives used fo( the principal classes of assets 
are: 

Buildings and improvements 
Furniture, fixtures and cql!ipment 
leasehold improvements 

10 to 45 years 
4 to 10 years 
3 to 25 years 

Maintenance and repairs are charged to appropri
ate expense accounts in the year incurred; re
newals and material betterments are charged to 
property accounts. 

Cost and accumulated depreciation and amortiza
tion applicable to assets retired or otherwise 
disposed of are eliminated from the related 
accounts and the profit or loss on disposition is 
credited or charged to earnings. 

Profit o~ the Sale of Real Property 

Profit on the sale of real property is recognized 
when the buyer has made an irrevocable com
mitment to the sale and has met certain down 
payment and amortization requirements. In gen
eral, the down payment requirements range 
from 10% to 25% for improved propert{ and 
from 15% to 30% for unimproved property 
based on the use of the property and cash flow 
projections. Amortization requirements include 
the payment on an annual level payment basis 
(principal and interest) over a period not to 
exceed from 15 to 30 years, depending on the 
type and use of the property, with payments 
commencing not later than one year from date 
of sale. 



(2) loans Receivable 

Loans receivable are summarized as follows: 

Real estate loans on residential 
property of: 

One to four units (home loans) 

More than four unhs .... , ... 
Real estate loans on other 

properlies .............. . 

less: 
Une<trricd loan fees· ....•.... 
Unrealized profit ·on sales of 

rc31 property ............ . 
loans in process ........... . 

loans on savings deposits ..... . 

~ 1974 

$273,496,000 
87,250,000 

13,265,000 

374,011,000 

( 812,000) 

(1 ,025,000) 
(1,133,000) 

371,041,000 
2,018,000 

$373,059,000 

284,885,000 
92,786,000 

11,496,000 

389' 167,000 

(1,075,000) 

(1,404,000) 
( 290,000) 

386,398,000 
2,6&7,000 

389,065 000 

(3) Notes Payable 

(4) 

The following is a summary of notes payable: 
Federal Home Loan Bank advances, secured by 

certain real estate loans .and Federal Home Loan 
Bank stock, with interest at 7.50% in 1975 and 
7.50% to 9.75o/o in 1974 and with maturity dates 
as follows: 

Ycilr ending Dec. 31,. 1975 '1974 

1975 $ 17,400,000 

1976 343,000 343,000 
1977 3,494,000 3,494,000 

1978 3,494,000 3,494,000 

1979 3,494,000 3,494,000 
1980 3,494,000 3,494,000 
1981-19~4 11,881,000 11,881,000 

Bank notes due on demand with 
26,200~000 43,600,000 

interest principally at. prime 
secured by certain marketable 
securities and real -estate loans 10,000 7,375,000 

$ 26,210,000 50,975,000 

Taxes on Income 

If certain conditions are met, savings and loan assoc-
iations, in determining taxable income, are allowed 

.,0 

special bad debt deductions based on specified 
experience formulas or on a percentage of taxable 
income before such deduction. The bad debt de
duction must be within certain limitations based on 
outstanding loans and the ratio of reserves and un
divided profits to savings deposits. Mutual Savings·. 
has reached such limitations which preclude de
ductions from income in arriving at Federal taxes 
on income. 

The investment tax credit, which is insignificant, is 
recorded by the flow-through method of account
ing whereby, in the year available for utilization, it 
is applied as a reduction of income tax expense, 

Appropriated retained earnings at December 31,·1975 
and 1974 include approximately $44,940,000 and 
$43,852,000, respectively, (before elimination of 
$810,000 in consolidation) of tax reserves for which 
no provision for Federal income taxes has been 
made. If in the future these appropriations are 
used for any purpose other than to absorb bad 
debt losses, Federal income taxes will be imposed 
at the then applicable rates. 

Federal income tax returns of the Company and 
Mutual Savings for 1972 and 1973 are currently 
under examination by the Internal Revenue Service. 
In the opinion of management, additional tax as
sessments, if any, will not have a material effect 
on the accompanying consolidated financial state
ments. 

Income taxes for 1975 and 1974 include the follow
ing components: 

1975 1974 

Current Deferred Current Deferred 

Federal $2,867,000 (594,000) 2,451,000 
State 868,000 ( 64,000) 

~'-,--
811,000 

Total $3,735,000 (d58,000) 3,262,000 

Deferred taxes result from timing differences in the 
recognition of revenue and expense for tax and 
financial statement purposes. The sources of these 
differences in 1975 and 1974 and the tax effect of 
each were as follows: 

;'' 
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1975 1974 

Finandal statement recognition 
o! ~oan fees less than tax rc.:og-
mtlon . • . . . . . . . . . • • . . . . . • • • S (290,000) 

California franchise tax recog
nized for financial statement 
purposes on accrual basis, but 
on,cash basis for tax purposes (128,000) 

FSUC secondary reserve interest 
income recognized on the fi-

(156,000) 

156,000 

land . . . . . . . . . . . . . . . . . . . . . . 
Office buildings and leasehold 

improvements . . . . . . . . . . . 
Furniture, fixtures and equip-

ment ................. ~ .. 

AccumulatetJ depreciation and 
amortization . ············ 

1975 1974 

51,509,000 1,509,000 

5,989,000 5,780,000 

919,000 930,000 

8,417,000 8,219,000 

3,337,000 3,079,000 

$5,080,000 5,140,000 

nancial statements, but defer
red for tax purposes ....•..•. 45,000 ·t66,000 (6) Retirement Plan 

Investment income recognized 
for fin.lncial statement pur
pos(•s on accrual basis, but on 
cash basis for tax purposes ... 

Other timing clrfierenccs ...... . 

(150,0001 

("135,0001 

. 5 (658,000) 

( 24,0001 

(142,000) 

A reconciliation of total income tax and the amount 
computed by applying the U.S. Federal income 
tax rate of 48% to earnings before taxes on income 
follows: 

1975 1974 

Computed "expected" Federal 
!(!XC'S • • • • • • • • • • • • • • • • • • • • • S31565,000 

fncreao;eS Crecluctions1 in tnxcs re
sulting from: 

N~t gains on sa!cs of f«:>re
closed real property .••••.. !278,0001 

3,451,000 

1219,0001 

A noncontributory retirement plan is in effect for all 
eligible employees of the Company and its subsid
iaries. Employer contributions are computed utiliz
ing the aggregate cost funding method. The 
contributions for 1975 and 1974 approximated 
$87,000 and $94,000, respectively. The actuarially 
computed value of vested benefits as of December 
31,1975 and 1974 did not exceed the market value 
of the assets of the retirement fund. 

The Employee Retirement Income Security Act of 
1974 became law on September 2, 1974 and is 
principally concerned with participation, vesting, 
and funding requirements. Pension plans in exist
ence on January 1, 1974 are not subject to those 
requirements until plan years beginning after 
December 31,1975. Some changes to the plan will 
be required and the effect of such changes on 
future provisions for pension expense, periodic 
funding of pension costs or unfunded vested bene
fits will not be known until revised actuarial comp
utations are made. 

State franchise tax, net of Fed
eral income 1.1x benefit .... 418,000 

(796,000) 

422•000 (7) Dividends 
Dividends received deduction 

on common and preferred 
139i,OOO) Quarterly cash dividends of $.15 per share declared 

stocks .........•.......... 
and paid during 1975 amounted to $1,424,000. 
Cash dividends declared and paid during 1974 

Other permanent differences . 168,000 

53;077,000 

5,000 amounted to $1,187,000. 

3,262,000 

(5) Office Properties and Equipment, Net 

Office properties and equipment at cost less accumu
lated depreciation and amortization consist of the 
following: 

(8) Reserve Requirements 

11 

The Federal Savings and Loan Insurance Corporation, 
in connection with the insurance of savings de
posits, requires savings and loan associations to 
maintain certain reserves which may be used only 
for the purpose of absorbing losses. In addition, 



associations tT\USt rnaintain certnin reserves under 
California law. Such reserve requirements were met 
by Mutual Savings as of December 3·1, ·1975 and 
1974. -

(9) Real Estate Operations 

Operations and net gains from sales of real property 
are summarized as follows: 

1975 1974 
Recognized net gains from 

sales ... ········ ·········· s 920,000 591,000 
Income irom rentals ........ 151,000 108,000 

1,071,000 699,000 
Less maintenance and sales ex-

pcnse ........... _. ....... 162,000 106,000 

s 909,000 593,000 

(10) Contingent liabilities 

Mutual Savings is named as one of the defendants in 
several class actions relating to certain comn;10n 
practices in the mortgage lending field. The out
come of this litigation cannot be predicted; how
ever, based on the facts presently available, the 
Association believes there are substantial defenses 
to these actions and that losses, if any, would not 
be material. 

In addition, Mutual Savings is a defendant in two 
actions involvi'hg alleged easement rights. Mutual's 
counsel believes there ;lre meritorious defenses to 
these actions and there is a substantial chance the 
cases can be successfully defended. While there 
is some risk to Mutual, in management's opinion, 
any such risk would not be material. 
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(11) Marketable Equity Securities 

The investment in marketable equity securities con
sists of common stocks of $1,853,000 and preferred 
stocks of $10,500,000, at cost. At December 31, 
1975 the difference between cost and market value 
representing unrealized gains or losses is not 
material. 

Accountants• Report 

Pt: ... ,., :OIA!Iw!cK.~hn:ut:r.l. & co.• 
cr,1<11ri~D •·~~~IC ..Ccou,..,..;,.u 

aM •IICTit r}'>"r.• ~rH~r.T 

~0· AI<<>UU,CA~IPC>N}OIA '""'" 

The Board of Directors 
Wesco Financial Corporation: 

We have examined the consolidated balance sheets of 
Wesco Financial Corporation and subsidiaries . as of 
December 31, 1975 and 1974 and the related consolidated 
statements of earnings, stockholders' equity and changes 
in financial position for the years then ended. Our exam
ination was made in accordance with generally accepted 
auditing standards, and accordingly included such tests 
of the accounting records and such other auditing pro
cedures as we considered necessary in the circumstances. 

In our opinion, the aforementioned consolidated finan
cial statements present tairly the financial position of 
Wesco Financial Corporation and subsidiaries at Decem
ber 31 1975 and 1974 and the results of their operations 
and ths changes in their financial position for the years 
then ended, in conformity with generally accepted 
accounting principles applied on a consistent basis. 

ha; na •• Md. ~d.dl ¥- ~-
Los Angeles, California 
January 30, 1976 
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Financial Statements: 

WESCO FINANCIAL CORPORATION 
AND SUBSIDIARIES 

Index to Financial Statements and Schedules 

Consolid~ted F.inancial Statements of Wesco Financial Corporation and Subsidiaries, 
December 31, 1975 and 1974. (with accountants' report thereon). These consolidated,, 
financial statements and the accountants' report thereon are incorporated by 
reference in the annual report (Form 10-K) required to be filed by Wesco Financial 

·corporation under the Securities Exchange Act of 1934. 

Wesco Financial Corporation: 
Balance Sheets - December 31, 1975 and 1974 
Statements· of -Earnings - Years ended December 31, 1975 and 1974 
Statements of Changes in Financial Position - Years ended December 31, 
1975 and 1974 

Supplemental Information to Notes to Consolidated Fina1lcial Statements ,·, 

Schedule: 

Schedule III - Investments in, Equity in Earnings of, and Dividends Received 
from Affiliates and Other Persons 

Schedules not included have been omitted because they are not applicable or the 
required information is shown on the financial statements ~~ notes thereto. 



# 

"• 

•' 

• 

PE.AT, M.ARWICK, MITCHELL & Co. 

The Board of Directors 
Wesco Financial Corporation: 

CERTIFiED PUBLIC ACCOUN'TANTS 
·c 

') 

ACCOUNTANTS' REPORT 

We have examined the financial statements, supplemental information to notes 
and related schedule of Wesco Financial Corporation and subsidiaries and Wesco 
Financial Corporation, as listed in the accompanying index. Our examination 
was made in accordance with generally accepted auditing standards, and accord
ingly included such tests of the accounting records and. such other auditing 
procedures as we considered necessary :l.n the circumstances .• 

In our opinion, such financial statements present fairly the financial position 
of Wesco Financial Corporation and subsidiaries at December 31, 1975 and 1974, 
and the results of their operations and the changes in their financial position 
for the years then ended, and the financial position of Wesco Financial Corporation 
at December 31, 1975 and 1974, and the results of its operations and the changes 
in its financial position for the years then ended, all in conformity with 
generally accepted accounting principles applied on a,consistent basis; and the 
supplemental information ·to notes and the oupporting s~chedule, in .our opinion, 
present fairly the information set forth therein. 

Lo.s Angeles, California 
January 30, 1976 
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HESCO FINANCIAL CORPORATION 
AND SUBSIDIARIES 

Parent ··company Financial Statements 

Following are the balance.sheets of Wesco Financial Corporation (parent only) 
at December 31, 1975 and 1974 and the related statements of earnings and changes 
in financial position for the years then ended: 

Balance Sheets 

Assets 

Cash 

Marketa,ble securities: 
Certificates of deposit 
Investment in common stocks (quoted market, 

$1,567,000 in 1975 and $3,039,000 in 
1974) 

Investment in preferred stocks (quoted 
market, $250,000 in 1975 and 197/f) 

Other marketable securities, at amortized 
identified cost (quot:ed market, 
$11,939,000 in 1975 and $6,453,000 in 
1974) 

Real estate loans receivable 

Accrued interest and dividends receivable 

Properties purchased ann held for invest
ment, at cost 

Investments in subsidiaries, at equity 

Office properties and ~quipment, net 

Prepaid expenses and sundry assets, 
at cost 

$ 

1975 

698,000 

1,853,000 

267,000 

11,907,000 

242,000 

353,000 

89,000 

56,731,000 

4,200,000 

88,000 

$ 76,428.000 

197i 

117,000 

1,000,000 

5,079,000 

267,000 

6,453,000 

221,000 

93,000 

89,000 

55,918,000 

4,316,000 

74,000 

73.627.000 

See accompanying supplemental information and notes to consolidated financial 
statements of Wesco Financial Corporation and subsidiaries • 

Liabilities and Stockholders' Equity 

Loan payable to Mutual,Savings 
Accounts payable and sundry accrued 

expenses 

Taxes on income: 
Current 
Deferred 

Total liabilities 

Stockholders' equity: 
Capital stock of $1 par value per share. 

Authorized 2,500,000 shares; issued 
2,373,269 shares 

Capital surplus arising from stock 
dividends 

Retained earnings: 
Appropriated 
Unappropriated 
Less stock dividends at market value 

Total stockholders' equity 

Commitments and contingent liabilities 

1975 

$ 2,430,000 

768,000 

134,.000 
(122,000) 

3,210,000 

2,373,000 

28,066,000 

44,130,000 
27,888,000 

(29,239,000) 
42,779,000 

73,218,000 

$·.76,428.000 

1974 

2,708,000 

687,000 

21,000 
(80, 000) 

3,336,000 

2,373,000 

28,066,000 

43,042,000 
26,049,000 

(29. 239. 000) 
39,852,000 

70,291,000 

73.627.000 
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WESCO FINANCIAL CORPORATION 
AND SUBSIDIARIES .. 

Parent Company Financial Statements, Continued 

• 

Statements of Earnings 

Investment income: 
Equity in earnings of subsidiaries before 

taxes on income 
Interest on loans 
Interest on marketable securities, including 

.interest on deposits in Mutual Savings, 
$37,000 ($17,000 in 1974) 

Dividends on<-COlDJIIOn an<,1 preferred stocks 

Total i~vestment income 

Cost of money - interest on notes payable, 
including interest on loan payable to Mutual 

.• Savings, $142,000 ( $157,000 in 197 4) and other 
interest paid to Mutual Savings, $112,000 in 

,; 1974 

Loan fees and service charges 

Rental of office premises, net 

Net gain (loss) on sales of marketable securities 

Other ipcome, net 

General £nd administrative expenses 

'-' · ·· Earnings before taxes on income 

Taxes on income 

Net earnings 

1975 

$ 6,474,000 
25,000 

807,000 
217,000 

7,523,000 

1441 000 
7,379,000 

58,000 

288,000 

3,000 

11000 
7,729,000 

301,000 

7,428,000 

31 077 1000 

$ 4.351.000 

6,388,000 
10,000 

767,000 
376,000 

7,541,000 

287 1000 
7,254,000 

39,000 

206,000 

(14,000) 

7,485,000 

296 1000 

7,189,000 

31 262,000 

3.927.000 

See accompanying supplemental information and notes to 
mente of Wesco Financial Corporation and subsidiaries. 

consolidated financiafitate-
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WESCO FIN.WCIAL CORPORATION 
AND SUBSIDIARIES 

Parent Company~:~Financial Statements, Continued 

Statements of Changes in Financial Position 

Funds provided: 
Net earnings 
Charges (credits) to earnings not requiring 

(providing) funds: 
Depreciation and amortization 
Deferred income taxes 
Equity in net earnings of subsidiary 

Funds provided from operations 

~Dividends from Mutual Savings 
Principal payments on real estate loans 
Sale of building and other assets, net of gains 
Mditions to unrealized profit on real properey 
Decrease in cash 

To tal funds provided 

Funds used: 
Cash dividends declared and paid 
Investment in building and other assets 
Decrease in loan payable to Mutual Savings 
Decrease in bank note payable 
Investment in real estate loans 
Increase in cash 
Increase in investments in marketable securities 
Other, net ,,. 

Total funds used 

$ 4,351,000 

221,000 
(42,000) 

(3,813,000) 

717,000 

3,000,000 
29,000 

$ 3.746.000 

$ 1,424,000 
105,000 
278,000 

50,000 
581,000 

1,228,000 
8o;ooo 

$ 3.746.000 

3,927,000 

214,000 
(80~000) 

(3,383,000) 

678,000 

3,000,000 
8,000 

124,000 
48,000 
22,000 

3.880.000 

1,187,000 
30,000 

263,000 
920,000 
172,000 

1,012,000 
296,000 

3.880.000 

See accompanying supplemental information and noees to consolidated financial state
ments of Wesco Financial Corporation and subsidiaries • 

0 
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WESCO FINANCIAL CORPORATION 
AND SUBSIDIARIES '· 

{"":. 

Supplemental Information to Notes ._to Consolidated Financial Statements 

~', 
~lementary Profit and Loss Information 

The following amounts have ,been·charged to expenses in the statements of earn-
Hgs: u 

Maintenance and repairs 
Depreciation ancl amorti• 

zation of office 
properties and 
equiP\lli!nt 

Taxes o:t-her than taxes 
on income: 

Payroll taxes 
Property taxes 

Advertising 

Loan Payable to Hutual Savings 

$ 

Company 

346,000 

221,000 
o,. 

9,000 
199,000 

::.~1 

·.,_;_-

Year ended December 31 
1975 1974 

Consolidated. Company Consolidat~d 

378,000 306,000 346,000 

\! 
335,000 214,000 314,000 

105,000 6,000 99,000 
316,000 198,000 327,000 
504.000 472,000 

The loan payahle to Hutua1 Savings is a 5-1/2% loan, due in 1981 with. monthly 
installments of $35,000, including principal and interest, secured by office 
properties and equipment, 

Maturities over the next five years ara summarized as follows: 
\,: 

Years ending 
December 31 

1976 
1977 
1978 
1979 
1980 

Thereafter 

$ 294,000 
310,000 
328,000 
346,000 
366,000 
786,000 

$ 2,4301000 

:~ 

{i 

J.' . 
··' 
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WESCO FINANCIAL CORPORATION 
AND SUBSIDIARIES 

Supplemental Information to Notes to Consolidated 
Financial Statements, Continued 

Deferred Taxes on Income 

Based upon currently anticipated operations, it is expected that the deferred 
income tax balance will not suBstantially decrease through 1978. 

Office Properties and Equipment, ·Net 

.,.Office properties and equipment at .,cost, less accumulated depreciation. and 
amortization, consist of the following: 

Parent company only 
1975 1974 

Land $ 1,386,000 1,386,000 
Office buildings and leasehold 

improvements 5,106,000 5,001,000 
Furniture, fixtures and equipment 61000 61000 

6,498,000 6,393,000 
Accumulated depreciation and 

amortization 212981000 21077 1ooo 

$ 412001000 413161000 

Total additions amounted to $105,000 in 1975 and $30,000 in 1974. Total sales 
ancl r~tirements amounted to $169,000 in 1974. Neither total additions nor total 
sales or retirements during 1975 and 1974 amounted to more than 10% of the 
ending balance for the respective period. 
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WESCO FINANCIAL CORPORATION 

INVESTMENTS IN, EQUITY IN EARNINGS OF, AND DIVIDENDS RECEIVED FROM AFFILIATES AND OTHER PERSONS 

Years ended December 31, 1975 and 1974 

COLUMN A 

NAME OF ISSUER AND 

DESCRIPTION OF INVESTMENT 

Mutual Savings and Loan 
Association: 

Guarantee stock of 
$100 par value: 

1974 

1975 

COLUMN B 
BALANCE AT BEGINNING OF PERIOD 

(1) (2) 
' 

Nurriber of Shares Amount in Dollars 
or Units. 

Principal Amount 
of Bonds and Notes 

~(1) $ 55.535.000 

~(1) $ 55.918.000 

(1) 100% of the outstanding shares. 

COLUMN c 
ADDITIONS 

(1 ) 
Equity Taken Up in 
Earnings (losses) 
of Afflli ates and 

Other Persons 
For the Period 

3.383.000 

3.813.000 

..! 

COLUMN D 
DEDUCTIONS 

(2) 11) 
Distribution of 

Other Earnings by Persons 
In Which Earnings 

(losses) Were 
Taken Up 

3.000,000 
= 

3.000,000 
= 

(2) 

Other 

= 

COLUMN E 
BALANCE AT END OF PERIOD 

(1) (2) 

Number of Shares Amount in Dollars 
or Units. 

Principal Amount 
of Bonds and Notes 

600(1) $ }5.918.000 

~(1) $ 56.731.000 

Schedule Ill 

COLUMN F 

Dividends Received 
During the Period 
From Investments 

Not Accounted For 
By the Equity 

Method 
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BLUE CHIP STAMPS 

COMMISSION FILE NUMBER 0-3810 

EXHIBITS TO FORM 10-K 

FOR THE FISCAL YEAR ENDED FEBRUARY 28, 1976 
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SEE'S CANDY 'SHOPS, INCORPORAT~D 

PROFIT SHARING PLAN AND TRUST AGREEMENT 

(Second Compendium Amendment) 

• 

• 
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SEE'S CANDY SHOPS, INCORPORATED 

PROFIT SHARING PLAN AND TRUST AGREEMENT 

(Second Compendium Amendment) 

THIS AGREEMENT is made and entered into this 

day of·-~--'-' 1976, by and between See's Candy Shops, 
• Incorporated, a California corporation (hereinafter "Com-

pally") and. Crocker National Bank, a national banking 

association (hereinafter "Trustee"). This Agreement amends 

and republishes the See'.s Candy Shops, Incorporated Profit 

Sharing Plan (hereinafter "Predecessor Plan"), dated Decem-

ber 31, 1951, as amended by five amendments and the 

Compendium Amen~ent effective September 1, 1971 • 

. WITNESSETH: 

ARTICLE I 

Designation of Trust 

l.l Title. This Profit Sharing Plan and Trust 

Agreement shall be known as the See's Candy Shops, Incor

porated· Profit Sharing Plan (hereinafter "Plan"). 

1.2 Effective Date. This Second Compendium 

Agreement shall be effective March 1, 1975, ~xcept as 

hereinafter provided in this section 1. 2.: 

(a) Article III ~f this Plan shall be effec

tive for Pian Years beginning on and after March 1, 19.76. 

Until March 1, 1976, the provisions of Article III.of the 

Predecessor Plan shall remain in full force and effect • 
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(b)· Artic.le IV of this Plan shall be effec-

tive for Plan Years beginning on and after March 1, 1975, 

subject to the following: .. 

(i) The profit sharing account of an employee 

who become~ a Par.ticipant under the Predecessor 

Plan on February 29, 1976, shall be credited as of· 
• such date with an amount allocated to such Partici

pant with.respect to the entire Plan Year then end

ing.· Such amount shall be allocated in accordance 

with the provisions of Articles IV and V of the 

Predecessor Plan, from such contributions as may 

be authorized by the Board of Directors for the 

purpose of ·.satfsfying the requirements of this 

subparagraph (i). For Plan Years beginning on 

·and after ·March 1, 1976, 'Article IV of this Plan·· 

shall be applied without regard to this subpara-

graph (i). 

(ii) Until March 1, 1976, the provisions of 

Articles IV and V of the Predecessor Plan regard

ing forfeiture of accounts, shall remain in full 

force and effect. 

(c) Article V of this Plan shall be effective 

for Plan Years beginning on and ~fter March 1, 1976. 

(d) Except to the extent provided in Sec

tion 6.5, Article VI of this Plan shall be effective for 

2 
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Plan Years beginning on and after March 1, 197§_._ The pro

visions of Article VI of the Predecessor Plan shall remain 

in full force and effect until March 1,._, 1976,· except that 

·until September 1, 1976, the provisions of the Predecessor 

Plan shall apply to the extent that they authorize the 

immediate distribution of a Participant's benefits in a 

lump sum or in.quarterly or other installments for a 

period not exceeding ten (10) years, upon such Partici

~ant's termination of employment. 

{e) Article XIV of this Plan shall be effec-

.tive for Plan Years beginning on and after March 1, 1976. 

The above-referenced provisions of the Predecessor 

Plan shall cease·. to be of any force or effect as of March 1
1 

1976, without the necessity of any action by the Company or 

the Committee. 

1.3 Plan Year. Beginning March 1, 1975, the Plan· 

Year of the Plan shall be the fiscal year commencing each 

March 1 and ending on the last day of February. 

1.4 Plan Quarter. Each Plan Year shall be 

divided into four quarters, which shall be deemed to close, 

respectively, on May 31, August 31, ·November 30, and the last 

day of February. 
.. 

ARTICLE II' 

The Committee 

2.1 Members. A Profit Sharing Plan Committee (here-

inafter "CoiTlmittee") shall be .appointed consisting of seven (7) 

3-
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members who shall constitute the Named Fiduciaries of the Plan, 

within the meaning of Section.402(a) (2) of the Employee Retire

ment Income Security Act o.f 1974. Said members shall be 

selected by, and shall serve at the pleasure of, the Board of 

Directors of the Compan§'. A person so selected shall become 
'i1 

a member by filing a written not.ice of acceptance with' the 

Board of Directors of the Company. A member of the Committee 

may resign by delivering a writt~n notice of resignati~n to the 

Board of Directors of the Company. Tile Board of Directors o-:C 

the Company may remove any member by delivering a certified 

copy of its resolution of removal. to such inember. A resigna

tion or removal shall be effective on the date specified in 

the written not~ce of resignation or the resolution of rellloval~ ,, 

as the case may be, which shall be not less than.ten {10) days 

and not more than twenty (20) 'days after: the delivery o.f the.> 
1\ 

notice or resolution. The Trustee shall be promptly noj~ified 
II 

- IJ( • of the original membership and of any change in the mel!tnershl.p 

of the Committee by the Secretary of the Company. Vacancies 

in the membership of the Committee shall be fi.lled promptly by ,, 
·the Board of .Directors of the company. 

2.2 Committee Procedure. Any action of the Com

mittee shall be taken pursuant to a majority vote, or to the 

written consent of a majority, of i.ts members and such action 

shall constitute the action of the Cpmmittee and be binding the 

same as if all members had joined therein. A quorum of the 

Committee shall consist of four {4) members • 

4 
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2.3 Allocation of Fiduciary Responsibilities. The 

Committee may allocate its fiduciary responsibilities (other 

than tr~stee responsibilities) among the Named Fiduciaries and 

may designate other persons to carry out fiduciary responsi-

bilities (other than trustee responsibilities) under the Plan. 

The term "trustee responsibilit~es" as used herein shall mean 

• any responsibility provided herein to manage or control the 

~ssets of the Plan. The Commit~ee shall choose a Secretary and 

an Assistant SecrP.tary (either of whom is hereinafter referred 

to as "Secretary") who shall keep minutes of the Committee's 

proceedings and all records and documents pertaining to the 
'./ 

Committee's administration of the Plan. The Secretary may 

execute an,y cert~ficate or other written direction on behalf 

of the Committee. The Trustee or third person dealing with 

the Cpmmittee may conclusively.r,ely upon any certificate or 

other written direction signed by the Secretary which purports 

to ha,re been duly authorized by the Committee. 

2.4 Rights and Duties. The Committee shall have 
. 

authority to control and manage the operation and administra-

tion of the Plan. The Committee shall have all powers neces-

·sary to exercise its authority and discharge its responsibilities, 

including, but not by ~1ay of limitation, the following: 

(a) To determine all questions relating to the 

eligibility of employees to participate; 

(b) To maintain all necessary records for the 

administration of the Plan other than those maintained by the 

Trustee; 

5 

I 



• 

. ' 

••• i 

•• 

• 

(c) To compute and certify to the Trustee the --amount and kind of benefits payable to Participants and their 

beneficiaries; 

(d) To authorize all disbursements by the 

Trustee from the trust fund; 

(e) To direct the Trustee with respect to all 

investments of the trust fund; 

(f) To make and publish such rules for the 

regulation of the Plan as are not inconsistent with the terms 

hereof; 

(g) To employ one or more persons to render 

advice with regard to any responsibility any Named Fiduciary 

(or other perso~·designated in accordance with Section 2.3) 
has under the Plan. 

2.5 Information. To enable the Committee to perform 
its functions, the Company shall supply full and timely infer• 

mation to the Committee on all matters relating to the compen-

sation of all Participants, their retirement, death, the 

termination of their employment and the cause thereof, and 

such other pertinent facts as the Committee may require; and 

the Committee shall advise the Trustee of such of the forego

ing facts as may be pertinent to the Trustee's administration 

of the Plan. 

2.6 Compensation Expenses. The members of the 

Committee shall serve without compensation for their services 

hereunder. It is intended that all expenses of the Committee 

shall be paid by the Company. 

6 
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2.7 Investment Adviser; Investment Manager. The 

Committee may employ one or more investment advisers to 

render investment advice to the Committee, or.may appoint one 

or more investment managers ,to manage (including the power to 

acquire and dispose of) any assets of the Plan; In the event 

that the Committee appoints one or more investment managers in 

accordance with this Sect.ion 2. 7, the Committee shall certify 

to the Trustee ~he name of such investment manager or managers 

and the responsibility and authority which such investment 

manager or .managers shall have. As used herein the term 

"investment manager" shall mean any fiduciary (other than a . . . 

trustee or named fiduciary, as defined in Section 492(a) (2) 

of the Employee Retirement Income Security Act of 1974): 

(a) who has the power to manage, acquire or 

dispose of any assets of the Plan; 

(b) who is (i) registered as an investment 

adviser under the Investment Advisers Act of 1940; (ii) is 

a bank, as defined in that Act; or (iii) is an insurance 

company qualified ·to perform services described in subpara

graph (~) under the laws of more than one State; and 

(c) who has acknowledged in writing that he 

is a fiduciary with respect to the Plan. 

2.8 Funding Policy·and Method. The Committee 

from time to time shall establish a funding policy and method 

· for the Plan which is consistent with the objectives of the 

Plan and the requirements of the Employee Retirement Income 

Security Act of 1974. The funding policy and method, as 
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established and amended from time to time, shall be stated to 

the Trustee and the one or more investment managers, if 

applicable. 

ARTICLE III 

Participation 

3.1 Eligibility Requirements. Every employee of 
• 

the Company, including every officer, shall become a Partici-

pant in this Plan on the Quarterly Entry Date occurring on 

or after March 1, 1976 and coinciding with or next following 

such employee's completion of three {3) Years of Service 

-(determined in accordance with Section 3.3 below), provided 

that on such Quarterly Entry Date such employee is employed 

by the Company, a.r is then on an authorized absence described 

in Section 3.4. The Quarterly Entry Dates occurring during 

each Plan Year shall"be March~. June 1, September 1 and 

December .1. 

3.2 Application for Participation. Employees may 

be required to file with the Committee a written application 

for participation, providing such information as the Committee 

may deem necessary. The application for participation shall 

signify the employee's acceptance of the benefits and terms 

of this Plan anct Trust./; 

3.3 Determination of Years of Service. For pur-

. poses of this Article III, the term "Year of Service" shall 

mean a twelve (12) month period during which the employee com

pletes not less than one thousand. (1,000) Hours of Service (as 

defined· in Section 3.4). Computation of any twelve (12) month 

8 



' 

• 

• 

period shall be made with reference to the date on which the 

employee first performs an Hour of Service following his 

employment or following his most recent Break-in Service, 

whichever is applicable. For purposes of determining whether 

an employee has co.mpleted three (3) Years of Service, all Years 

of Service of such employee shall be taken into account, except 

that in the case of any employee who has a Bre.ak in Service (as 

defined in Section 3 • .5) and who, prior to such Break in Ser

vice has not completed three (3) Years of Service (excluding 

service which is not taken into account by reason of this 

sentence), then service before such Break in Service shall 

not be taken into account. 

3.4 Hour of Service. For purposes of this 

Article III, the term "Hour of Service" shall mean an hour 

for which the employee is directly or indirectly paid, or 

entitled to payment by the Company or by an Affiliated 

Company (as defined in Section 3. 6·) for the performance of 

duties for such employer. In addition, an employee shall be 

deemed to perform Hours of Service during a period of 

absence described in Paragraph (a) or (b), below, provided 

that on the date immediately preceding commencement of such 

period of absence, the employee is employed by the Company, 

or See's Candies, Inc.: 

(a) Absence for service in '\he Armed Forces of 

the United States, which requires reinstatement to employment 

by_the Company in accordance with applicable federal law; 
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provided that the employee returns to wo'rk following his 

discharge or severance from service as required by said law; 

(b) Absence pursuant to a leave of absence 

granted by the Company in writing and designated as a leave 
.0: 

of absence, before or after such absence, for any purpose 

including sickness, accident, other casualty, or for the con

venience of the Company; provided that the employee returns 

to wor)c before or at the expiration of such leave of absence 

or any extension thereof. 
->?"'\ ~. " 

Tile number of Hours of Service to'~e credited with 

respect to any of the above authorized periods of absence 

shall be determined under rules to be established and applied 

by the Committee on a uniform basis. Notwithstandin~ the fore

going provisions of this Section 3.4, in the event that an 

employee shall fail to return to work as requir~d above follow·-

ing one of the above authorized periods of absence, then, 

except in the case of such employee's death during such 

period, none of the periods of s_uch absence shall be deemed 

to constitute an Hour of Service. 

3.5 Break in Service. For purposes of this Arti-

cle III, the term "Break in Service" shall mean a twelve (12) 

month period (determined in the same manner as the twelve (12) 

month period described in Sect-ton 3.3) in which an employee com

pletes not more than five hundred (500) Hours of Service. Solely 

for P.UrpOses Of determining Whether an employee has SUStained a 

Break i_n Service, an employee's -Hours of Service shall inclUde 

• (to the extent not included in the definition of Hours of 

·10 
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Service in Section 3.4) each hour for which an employee is 

directly or indirectly paid or entitled to payment by the 

Company or by an Affiliated Company (as defined in Section 3.6) 

during periods of vacation, sickness, disability or other 

similar periods, whether or'not such payment .is for the 

performance of duties. 

3.6 Affiliated Company. . . 
For purposes of th~s 

.. 
Article III, the term "Affiliated Company" shall mean 

'-' (a) any corporation which is included in a controlled 

group of corporations (within the meaning of Section 414(b) 

of the Internal Revenue Code), which g;r:oup also includes 

Se~'s Candy Shops, Incorporated and See's Candies, Inc., 

and '(b) any trade.· or business which is under common con

trol with See's Candy Shops, Incorporated, and See's 

Candies, Inc. (within the meaning of Section 4l~(c) of the 

Internal Revenue Code). 

3.7 Continuation'of Participation. Once an 

em~loyee becomes a Participant, he shall continue to partici

pate in the Plan without regard to the number of Hours of Ser

vice which he renders, until the close of the Plan Quarter 

coinciding with or next preceding the actual termination of 

hh; employment for any reason, including retirement. However, 

if an employee has become a Participant, but fails to return 

to work from an authorized period of absence as provided in 

Section 3.4, his participation in the Plan shall be deemed to 

have ceased as of the commencement of such period of absence • 

' 11 
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3.8 Subsequent Participation. If an employee ceases 

to participate in the Plan and thereafter has a Break in Service, 

such employee shall not again participate in'the Plan until the 

Quarterly Entry Date coinciding with or next following the close 

of·the twelve-month period (determined with reference to the 

date of his first Hour of Service performed after his resump-
. . 

tion of employment) in which he completes one thousand (1,000) 

Hours of Service after his resumption of employment, provided 

he is them employed by the Company. However, notwithstanding 

the preceding sentence, in the case of an employee who does 

not have ~ vested right to benefits under this Plan and who 

sustains two or more.consecutive Breaks in Service, if the 

number of such consecutive Breaks in Service equals or 

exceeds the aggregate number of such employee's Years of 

Service before such Break in Service (excluding-any Years of 

Service not required to be taken into account by reason of 

this sentence) then such·employee shall not again participate 
II 

in this Plan until he has satisfied the service requirements 

in Section 3.1, computed without taking into account such 

employee's Years of Service before such Break in Service. 

For purposes of this Section 3.8~ an employee shall be 

deemed to have no vested right to benefits under the Plan if 

such employee has received a distribution of his entire 

interest in his profit sharing account pursuant to Article VI. 

3.9 Paiticipants as of February 29, 1976. ·All 

employees who are Participants in the Predecessor Plan as of 
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February 29, 1976, shall continue. to be Participants in this 

.Plan until such participation ceases in accordance with the 

provisions of this Article III. As of March·!, 1976, such 

Participants shall become fully vested in their profit sharing 

accounts in accordance with Section 6.1. 

ARTICLE IV 

Contributions 

4.1 Obligation.· The Company has previously made 

contributions to the Trust hereunder and subject to the pro

visions of this Plan will make additional quarterly contribu

tions during each Plan Year and within the period for filing 

its United States income tax return, or any extension of such 

period, in an amount determined as set forth in Section 4.2. 

The Trustee acknowledges receipt of all contributions hereto

fore inade, and agrees to hold and administer the same, together 

with the additional contributions of the Company, in trust pur~ 

suant to the terms of this Agreemen.t. 

4.2 Profit Contribution Formula. The quarterly 

contribution, if any, to be made by the. Company shall be made· 

from the profits of the Company, and shall be a percentage of 

the. compensation paid or accrued by. the Company during the 

quarter for which the contribution is being made to all 

Participants tinder the Plan as of the close of such quarter, 

which percentage, in accordance with the provisions of the 

Internal Revenue Code, shall not exceed fifteen percent (15%) 

of·such compensation. The applicable percentage shall be 

13 
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determined by the Board of Directors for each P.lan Year 

within one hundred twenty (120) days following the commence

ment of such Plan Year. There shall be deducted from said 

contribution, as hereinafter provided in Section 4.3, the amount 

required to be pai'd by the Company to any other pension or 

retirement plan pursuant to an agreement with a union OF 

employees' representative. 

4.3 Participants' Profit Sharing Accounts. The 

Committee, in addition .to all other books of account and 

records necessary or advisable in its judgment properly to 

reflect its activities, shall open and maintain a profit 
. . 

sharing account for each Participant wherein suchParticipant 

shall be credited for each quarter of the Plan Year with the 

amounts allocated to him as hereinafter provided. Such account 

shall be opened by the Committee as of the day each employee 

became a Participant. As soon as the Committee has made the 

quarterly allocations among the Participants, the Committee 

shall credit the allocated sums to the account of each Partici

pant, ·and. the Committee shall notify the Participants accordingly. 

In·the case of .Participants who are members of a union having a 

pension or retirement plan, the Committee shall deduct from the 

Participant's allocated sum the amount contributed to the 

union's plan upon behalf of such Participan.t up to the full 

amount of such allocation, or from allocations which will 

hereafter be made to such Participant under this Plan. Follow

ing the quarterly allocations, the amount credited in each 
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Participant's account shall be deemed to reflec_t_the value 

of each Participant's proportionate share of the Trust as of 
•, 

the date on which the allocations are made. Such allocations, 

credit and notification shall not vest in any Participant any 

right, title or interest in the Trust, nor_any right to withdraw 

or possess any sums allocated or credited to him, except at the 
. . 

time or times and upon the terms and conditions herein provided, 

and shall not create any claim against the Company_, Committee 

or Trustee except to the extent expressly provided. 

4.4 Quarterly Contributions. The total contribution 

provided in Article IV for each quarter of the Plan Year shall 

be allocated among the profit sharing accounts of the Par-
. 

ticipants within '.forty-five (45) days after the close of the 

Plan Quarter, as of the close of such quarter. Only those Par

ticipants who are still employed by the Company' immediately 

following the close of such Plan Quarter shall be entitled to 

such an allocation. The Company shall have no obligation to 

. determine or allocate. any interest on such allocated amounts 

with respect to the period commencing on the close of such 

quarter and ending on the date when the contribution of the 

Company is actually allocated among the profit sharing 

accounts. The amount allocated to each Participant's account 

shall be in the proportion that his total compensation during 

such quarter bears to the total compensation of all Partici

pants during such quarter, modified by deductions applicable 

to contributions made for those Participants for whom the 

15 
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Company makes contributions to a union plan as provided by --Section 4.3. Such allocation shall not be made until after 

the allocation required by Section 4.5 has been made. . v 

The word "compensation" for the purpose o£ this 

Plan means the full amount of regular or basic salary before 

reduction on account of any authorized withholding such as 

income taxes, social security taxes, etc., excluding over-

time, .bonuses, maintenan9e, and any other payments. 

Compensation payments shall be deemed to have been 

made on the date of the close of the appl~cable payroll period. 

4. 5 Quarterly Evaluation of Participant's Accounts. 

Quarterly, as of the close of ea6h quarter of each Plan Year, 

the Committee shall restate the value of the net trust assets, 

excluding the Company's contrib'(1~ion due to the Trustee as of 

that day, so as to reflect any increase or decrease in the 

market or cash value of all the net trust assets as of the 

close of such quarter compared w'ith the stated value of such 

assets as of the close of the next preceding quarter. The 

increase or decrease so determined ·shall be allocated to the 

profit sharing accounts of the respective Participants as of 

the close of such quarter in the proportion that the cumula

tive amount previously allocated to each such Participant's 

profit sharing account bears tG the total amount previously 

alloce~.ted to all Participants' profit sharing accounts. The 

Company, Committee and Trustee do not in any manner or to any 

extent whatever, warrant, guarantee or represent that.the value • 

16 
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of a Participant's account s.!"tali at any time eq_u.!U. or exceed 

the amount previously contributed thereto and shall not be 
.. 

liable or responsible for any inadequacy of the· fund to meet 

and .discharge any or all payments and liabilities under this 

Plan:. 

4.6 Transfer of Employment. Allocation of Company 

contributions to the accounts of Participants who transfer 

employment between the Company and See's Candies, ;rnc., in 

any quartfi!r.shall be based on compensation from tl;le Company 
. . 

for such qJarter. Any Participant whose employment is trans-

ferre,d between the, Company and See's Candies, Inc. shall have 

his account transferred to the profit sharing plan of the cor

poration to whic~ his employment is transferred ilriinediately 

following the close of the quarter in which his transfer 

occurs. 

4.7 Joint Employment. Any Participant who is 

employed jointlY'bY the Company and See's Candies, Inc. shall 

participate in each Plan as respects his compensation from 

. each corporation and accounts will be maintained for him in 

each Plan so lcng as his employment is on a joint basis. How-

ever, notwithstanding the foregoing, a Participant who renders 

service to both such co:::porations but who receives compensation 

only from the Company, shall participat~ only in this Plan • 

17 
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ARTICLE V 

Limitation on Contributions 

Subject to the adjustments herein2.fter set forth, 

the 2.nnual addition to a Participant's account pursuant to 

Article IV shall in no event exceed the lesser of ·{a)-twenty

five thousand dollars ($25,000) or {b) twenty-five percent 

(25%) of the Participant's annual compensation as defined in 

Section 415 of the Internal Reven·ue Code. The term "annual 

addition", as used in this Article V, shall mean the sum of 

(a) the contributions of the Company with respect to a Par

ticipant plus (b) forfeitures. The limitation of twenty-five 

thousand dollars ($25,000) imposed by the preceding sentence 

shall be deemed t~ be adjusted annually, without the necessity 

of formal amendment of this Plan, for increases in the cost of 

living, in accordance with Reg~lations issued by the Secretary 

of the Treasury pursuant to the provisions of Section 415(d) of 

the Internal Revenue Code. The limitations bf this Article 

with respect to any Participant who at a~y time has been a 

Participant in any other defined contribution plan {within the 

meaning of the Employee Retirement Income Security Act of 1974) 

maintained by the Company or by ~ corporation or other trade or 

business. which is a member of a controlled group of corporations 

(within the meaning of Section.s 414 {b) and (c) and 415 {h) of 

the Internal Revenue Code) of which the Company is a member 

shall apply as if the total benefits payable under all 

defined contribution ·plans in which the Participant has been 

a Participant during the year were payable from one plan. 

18 
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ARTICLE VI 

Benefits 

Vesting of Interests. The interest of each 

Participant in his profit sharing account shall at all times 

be fully vested. ~owever, the vesting of a Participant's 

account shall not preclude the allocations and reevaluations 

provided for under Article IV, nor any adjustment required 

to avoid the limitation imposed by Article V. 

6.2 Distribution of Benefits. No amount shall be 

distributable under this Plan to a Participant until he 

ceases to participate hereunder. W,hen a Participant ceases 

to participate in this Plan, there shall be distributable to 

him in the manner.·hereinafter set forth in this Article VI a 

sum which is equal to the amount credited to his profit 

sharing account as of the close'0f the Plan Quarter next 

preceding the date on which such Participant ceases to 

participate. 

6.3 Benefit at Retirement. The benefits distribu

table to a Participant pursuant to Section 6.2 by reason of 

his retirement at Normal Retirement Date, shall be payable 

in annual or quarterly installments over a period not 

exceeding ten (10) years, commencing not later than sixty 

(60) days after the close of the Plan Year in which his 

Normal Retirement Date occurs. However, the Committee 

may, in its sole discretion, determine to pay such bene-

fits in one lump sum not later than sixty (60). days after 

19 
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the close of such Plan Year. I·f a Participant'.s benefits 

are paid in installments, and the Participant dies before 

receiving all such installments, then the remaining install

ments shall be paid to the benefidiaJ::y designated by such 

Part:icipant. Any amount payable in installments pursuant to 

this Section 6.3 shall, upon a Participant's Normal Retire-
• 

ment Date, be segregated and deposited in a savings bank 
.. 

authorized to do business in the State of California under 

the banking laws.of said State, or in a savings and loan 

. institution, and interest shall be credited to such .Par-

ticipant for the balance undistributed.. No arrangement for 

payment in installments pursuant to this Section 6.3 shall 

be made which wi·il, on the basis of mortality tables adopted 

by the Company, exceed the Participant's life expectancy 

determined ·as of the time .hE{ has ceased partici.pation. 

6;4 Deafth Benefits. In· the event that a Partici
' 

pant dies before ri~tirement, the amount distributable pursuant 
:\ 

to this Article VI \\shall be paid in a cash lump sum to the 
·~ \\ 

surviving beneficiai\y or beneficiaries designated b:¥ him in 
'-\ /.( 

. ,' tf 

accordance with Sectit'~ 6. 6. ,d 
•, .. ii 

6.5 Terminat.ion.•i3emefits. Effective September 1, 
" ;; 

1976, if a Participant's em~loyrnent with See's Candy Shops, . I 
\ . 

Incorporated and See's Ca~d~:es, Inc. terminates prior to his 

Normal Retirement Date for any reason other than death, he 

shall be eligibie to receive his benefits in one cash lump ., 
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sum twenty-four (24) months after such termination of employ-
~-. 

ment, provided that he is not reemployed by See's Candy 

Shops, Incorpo~ated or See's Candies, Inc. prior to the end 

of such twenty-four (24) month period. If a Participant is 

so reemployed, distribution of his benefits shall not be 

made under this Section 6.5 until twenty-four (24) months 

after subsequent termination of employment. Notwithstanding 

the foregoing provisions, a Participant whose employment 

with See's Candy Shops, Incorporated or See's Candies, Inc. 

terminates as described above, may receive distribution of 

his benefits prior to twenty-four (24) months following 

termination of his el!lployment, in accordance with Para.graphs (a), 

(b) and (c), belQw: 

(a) If such employment terminates after the 

Participant has attained age fifty-five (55) or· completed 

twenty (20) Years of Service for See's Candy Shops, Incor

porated and See's Candies, Inc. the Participant shall be 

eligible to receive a distribution of his benefits in a form 

described in Section 6.3, commencing on a date determined by 

the Committee which is wi.thin sixty (60l days after the 

close of the Plan Year in which s.uch termination of employ-

ment occurs: 

(b) In the case of a Participant who would 

otherwise receive a distribution of his benefits twenty-four 

(24) months after his termination of employment, the Com

mittee may distribute his benefits in a cash lump sum on an 
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earlier date following such termination of emplQyroent if, in 

its sole discretion, it det:2rmines that there is a demon-

strated need for such earlier distribution; 

(c) If, on the date of a Participant's 

termination of employment, his account balance is less than 

one thousand dollars ($1,000), his.benefit shall be dis-
• 

tributed to him,i,.n one cash lump sum as soon as practicable 

after his termination of employment. 

Any amount the payment of which is deferred in 

accordance with this Section, shall be segregated and deposited 

in a savings bank authorized to do business in the State of 

California under the banking laws of said State, or in a 

savings and loan ·.association, and· interest shall be credited 

to such Participant for the balance undistributed. In the 

event a person again becomes a Participant in the Plan 

before receiving a complete distribution of his benefits., 

any undis~ributed amount segregated in accordance with the 

preceding sentence, shall, on or after his recommencement of 

participation, be transferred to his profit sharing account. 

6.6 Designation of Beneficiary. Whenever a 

Participant may b'e·permitted to designate a beneficiary 

pursuant to this Article VI, such designation may be made by 

the execution and delivery to the Committe'e of an instrument 

in form satisfactory to. the Committee. Except as otherwise 

provided in this Article VI, the interest of a deceased 

Participant shall be paid to the beneficiary designated py 
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such Participant. If a deceased Participant shall have 

failed to designate a beneficiary, or if the Committee shall 

be unable to locate the designated beneficiary after reason-
i·, 

able efforts have b'een made, or if such beneficiary shall be 

deceased, distribution shall be made by payment of the 

deceased Participant's interest. in the Trust fund to his 

personal representative, in a lump sum within one (1) year 

after his death. In the event that the deceased Participant 

was not a resident of California at the date of his death, 

the Committee, in its discretion, may require the establish-

ment of ancillary ~dministration in California. If the 

Committee cannot locate a qualified personal representative 
' . 

of the deceased Ilarticipant, or if admi!lis~:r;ation of the 
.·- ::;- ', 

deceased Participant's estate is not otherwise requir.§!d, the 

Committe'~, in its discretion, may pay the. deceased Partici-

pant's interest in the Trust fund to his heirs at law 

(determined in accordance with the laws of the State of 

California as they existed at the date of the Participant's 

death). 

6.7 Facility of Payment. If any payee under the 
. . 

Plan is a minor, or if the Committee reasonably believes 

that any payee is legally incapable of giving a valid receipt 
i) - • and discharge for any P</:yment due h~m, the Committee may 

' have such payment, or any part thereof, made to the person 

(or persons or institution) whom it reasonably believes is 

caring for or supporting such payee, unless it has received 
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due notice of claim therefor from a duly appointed guardian 

or committee of (such payee. Any such payment shall be a 

payment for the .i'l.ccount of such payee and shall, to the 

extent thereof, be a complete discharge of·any liability 

under the Plan to .such payee. 

6.8 Normal ·Retirement Date. The term "Normal 

Retirement Date" as used herein shall mean the date on which 

a Participant attains age sixty-five (65). 

ARTICLE VII 

The Trustee 

7.1 Acceptance of Trust. The Trustee hereby 

accepts the Trust created hereunder ·and agrees to perform 

the obligations imposed by this Agreement. 

7.2 Powers of the Trustee. The Trustee shall 
\J 

hold, manage, and control the 'l'rus.t a$sets and :is authorized 

and instructed, upon receiving instructions from the Committee 

or from the one or more investment managers which the Commit

tee may appoint and in accordance with such instructions 

(but not otherwise except as hereinafter expressly provided) : 

(a) To invest and reinvest the Trust assets, 

together with the income, in bonds, ·common or preferred 

stock (including Qualifying Employer Securities within the 

meaning of the Employee Retirement Income Security Act of 

1974), deposits in any bank including any bank. serving as 

Trustee hereunder, life insurance policies or other annuity 

contracts, other securities, or property, personal, real or 

mixed (including Qualifying Employer Real Property within the 
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meaning of the Employee Retirement Income Security Act of 

0 1974); to retain in cash or other property unproductive of 

income so much of the Trust Fund as the Comm:l.ttee
1 
or the one 

I 

• ·.""> 

or more Investment Managers may determine; and to deposit 

cash in any bank directed by the Committee or the one or 

more investment managers, or by the Trustee in the absence 

of such directions;· 

(b) To.sell, convey, exchange, partition, 

divide, subdivide, improve and repair; to grant options and 

to sell upon deferred payments; to lease for terms within or· 

extending beyond the duration of this Trust for any purpose, 

including exploration for and removal of gas, or other . 
minerals; to enter into community oil leases; to create 

restrictions, easement's and other servitudes; to compromise, 

arbitrate or otherwise adjust claims in favor of or against 

the Trust; and to institute, compromise and defend actions 

and proceedings; 

(c) To cause securities or other property to 

be registered and/or held in its individual name, e~ther 

with or without disclosing fiduciary capacity, or in the 

name of its nominee; and to select any bank as custodian of 

.the Trust assets; 

(d) To vote any stocks, bonds or other 

securities of any corporation, or other issuer at any time 

held in trust; to otherwise consent to or request any action 

on the part of any such corporation or other issuer; to give 
.. 
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general or special proxies or powers of atto:t•ney with or 

without powe':'~>of substitution: to participate in any reorga-

nization, recapitalization, consolidation, marger or similar 

transaction with respect to such securities, and to deposit 

such stocks or other sec~rities in any voting trust, or w~th 

the Trustee, or with depositaries designated thereby: to 

• exercise a~y subscription rights and conversion privileges: 

and to generally exercise any of the powers of an owner with 

~~spect to the stocks or other securities or properties 

comprising the Trust: 

(e) Generally to do all such acts, execute 

all such instruments, take all such proceedings, and exercise 

all such rights ~nd privileges with relation to property 

constituting the Trust Fund as if the Truste.e were the 

absofute owner thereof. 

The Trust Fund shall be held, administered, invested, 

and reinvested in the manner provided herein as a single 

fund and the Trustee shall not be required to invest separately 

any share of any Participant in the Fund. 

7.3 Collection of Principal and Income. The 

Trustee shall take such action as the Comrnittee.or the one 

or more investment managers as may be appointed may direct, 

or in the absence of such directions, as the Trustee deems 

advisable: to collect the principal and income of the Trust 

as the same shall become due and payable and to give a 

binding receipt therefor. If at any time there shall be a 
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dt';!fault in the payment of such principal or income, or any 

controversy shall arise with respect to.obligations or 

liabilities due to or from the Trustee, including any claim 

that may be asserted for taxes, the Tr-ustee shall take such 

action as directed by the Committee or the one or more 

investment managers as may be appointed, or in the absence 

of directions, as it deems advisable, whether by legal 

proceedings, compromise or otherwise. 

7.4 Taxes. If the whole or any par~ of the Trust 

Fund or the proceeds thereof, shall become liable for the 

payment of any es~ate, ~nheritance, income or other tax, 

charge or assessment which the Trustee shall be required to 

pay, the Trustee~·shall have full power and authority to pay 

such tax, charge or a~sessment out of any moneys or other 

property in its hands for the account of the person whose 

interests hereunder.are so lia~le,. but at least ten (10) 

days prior to making any such payment the Trustee shall mail 

notice. to the Committee of its intention to make such payment. 

Prior to making any transfers or distributions of any of the 
. 

Trust Fund the Trustee may require such releases or other 

documents from any lawful taxing authority as i.t shall deem 

necessary. 

7.5 Controversy or" Disagreement. In the event 

any controversy or disagreement shall arise as to the person 

or persons to whom payment or. delivery o.f any funds or 

prOPI'O!+tY shall be ma,de by the Trustee, the Trustee may 
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retain the funds or property involved without liability 

pendirig settlement of the controversy or disagreement and/or 

may require that such controversy or disagreement be adjudi

cated by a court of competent jurisdiction. The Trustee 

shall not be liable for the payment of any interest or 

income on the cash or other property held by it .under such 
·t::j'' 

circumstances • 
. 

7.6 Employment of Counsel. The Trustee may. 

consult with legal counsel (who may be counsel for the 

Company) with respect to the construction of the Trust 

Agreement or its duties hereunder; or with res!'ect to any 

legal proceedings or· any. ques,tion of law. The Trust Fund 

shall be liable for and shall pay the reasonable fees and 

expenses of .such counsel for services ren'dered to the Trustee, 

unles·s the Company elects to pay same. 

7.7 Records. The Trustee shall keep a full 

·record of the admi!~istration of the Trust which the Committe.e 

shall ,have the right to examine at any €ime during the 

Trustee's regular business hours. Within thirty (30) days 

following the close of each Plan Quarter, the Trustee will 

furnish the Committee with a statement of account. · Such 

account shall set forth all sales, investments,· receipts, 

,. 

disbursements, and other transactions effected by the Trustee 

during said Plan Year and shall show the cash, securities 

and investments held at the end of the Plan t;luarter, including 
(-' 

the cost of each item as carried on the books of the Trustee, 

and the marJ~et value. 
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7.8 Certifications and Mailing Addresses • 

.Whenever in the administration of this Trust a certii..~ation 

is required to be given to the Trustee, or the ,Trustee shall 

d:eem it neces•sary that a ma.tter be. approved prior to taK:ing, 

suffering or omitting any act hereunder, such certification 

shall bE;~ duly made and said matter may be deemed to be 

conclusivelY approved by an instrument, delivered to the 

Trustee, signed in the name of the Committee by its Secretary, 

but, in its discretion, the Trustee may in lieu ther.eof 

accept other evidence of the matter or may req~ire such 

other evidence as to it may seem reasonable. The Trustee 

shall be protected in acting upon any notice, resolution, 

order, certification, opinion, telegram, letter or other 

document·believed to be genuine and to have been signed by ,_. 

the proper party or parties. The Trustee shall·not be 

required to determine, or make any-investigation to determine 

the identity or mailing address of any person entitled to 

benefits under the Plan,. and shall be discharged of its 

obligation· in that respect when it shall have sent checks, 

and other papers by ordinary first class mail to such persons 

and addresses as may be furnished it by the Committee.. The 

Trustee shall recognize only instructions given it by the 

Cwllllii.ittee and shall have the r:i.ght to act thereon without 

notice to any Participant, and without considering the 

rights of any Participant under the terms of this Agreement 

which may result directly or indirectly from said Participant's 

interest in the Trust. 
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7.9 Compensation and Indemnity. The Trustee 

shall receive such compensation as may be agreed upon from 

time to time by the Committee and the Trustee. Any and all 

expenses and liabilities of whatever nature of the Trustee 

in its administration of the Trust shall l:>e charged to the 

Trust Fund, provided, however, that the Trustee's compensation 

and any other expenses may be paid by the Company if the 

Company so elects. il 

7.10 Duty of Care. The Trustee shall discharge 

its duties and responsibilities witft respect to the Plan in 

accordance with the applicable standards ,set forth in Title I 

of the Employee Retirement Income Security Act of 1974, and 

in particular shall discharge such duties: 

(a) witll th.e care, skj_ll, prudence, and 

diligence under the circum!;;\:ances then prevailing that a 

prudent man acting in a like capacity and familiar with such 

matters would use in the conduct of an enterprise of a like 

character ancl with like a}ims 1 and· 

(b) in accordance with the d?cuments and 

instruments governing the Plarcinsofar as such documents and 

·instrument:s ·are consistent with the provisions of the said 

Title rj 

.'i 
'7.11 Third Persons. · A third person dealing with 

~ . 
the\\Trustee shall .not be required to make any inquiry whether 

:; 
th«7,1'Committee has instructed the Trustee, or the Trustee is 

oiherw;se authorized, to take or omit any action, or to 
/ 

I 
/! 
i! ,, 
1!, 
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follow the application by the Tru,stee of any money or property 

which may be paid or delivered to the Trustee • 

ARTICLE VIII 

~esigna tion and Removal of Trustee 

8.1 ~esignation. The Trustee may resign at any 

time upon delivering to. the Board of Directors of the Company 
• 

a written notice of resignation, to take effect at a date 

specif·ied therein, which shall noj:. be less than thirty (30} 

days after the delivery the;-eof, unless such notice Shall be 

waived. 

8.2 Removal. The Trustee may be ·removed by 

resolution of the Board of Dire.ctors of the Company and by 

,,delivery of a ce:r;tified copy of such resolution to the 

Trustee, together. wit)1: a W:ritten notice of removal, to take 
',\ 
;·, 

effect at a date spewiifie4 therein, which shall ·not be less 

than thirty (30} days after delivery thereof, unless such 

notice shall be waived. 

8.3' Settlement of Account. In the case of the 

resignation or removal of the Trustee, the Trustee shall 

have the right to a settlement of its account, which may be 

made at the option of the Trustee either (1} by a judicial 

settlement in.an action instituted by the Trustee in a court 

of cqmpetent jurisdiction, or {2) by ag;eement of settlement 

between the Trustee and the Committee. 

8 •. 4 Successor Trustee. Upon such settlement· a:u 

right, title and interest of such Trustee in the assets t;.f 
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the Trust and all rights and privileges under this Agreement 

theretofore vested in such Trustee. shall vest in the .successor 

Trustee, and thereupon all future liability of such Trustee 

shal,l,,terri\ina te; provided, however, th.at the Trustee shall 

execute, aclmowledge and deliver all documents and written 

instruments which are necessary to transfer and convey 'the 

right, t;itle and interest in the Trust assets, and all 

rights and privileges to the successor trustee. 
•. 

The Board of Directors of the Company, upon.receipt 
' of or giving notice· of the resignat~6>;i or removal of a 

- ·,-i ' 

Trustee, shall forthwith appoint, by resolution of the Board 

of .Directors of the Company to appoint such Successor Trustee 

within siJ>tY (60). days after notice of resignation or removal, 
. \~. 

the Trustee may secure the appbintment of such successor 

TrUstee by a court of competent jurisdiction at the expense 

of the Trust. Any Successor. Trustee so appointed may qualify 

by executing, acknowledging and delivering to the Board of 

Directors of the Company an instrument acceptin~ such appoint

·ment, and upon delivery such successor, without further act, 

shall.become vested with all the :right, title and interest, 

and discretion and duties of the predecessor Trustee wj,th 

like effect as if originally named as Trustee herein. 

ARTICLE. IX 

Amendment of Plan 

9.1 Amendment. The Company, by Resolution of its 

Board of .. -Directors, shall ha•.re the right to amend this Plan 
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and Trust Agreement at any time and from time to time and in 

such rnanner and to such extent as it may deem advisable 

subject to the following provisions: 

(a) No amendment shall have the effect of 

reducing any Participant's interest in the· Trust':Fund. 
l·j\ 

(b) No amendment shall have the effect of 

diverting any part of the Trust Fund to persons or purposes 

other than the exclusive benefit of the Participants or 

their beneficiaries. 

(c) No amendment sh,all have the effect of 

increasing the Trustee's duties or responsibilities without 
" its written consent •. 

ARTICLE X 

',' 
10.1 Termination. ,, ' 

IIi the event the Company decides ,' 

it is impossible or inadvisable for the Company to continue 

the Plan, the Company, by Resolution of its Board of Direc

tors, may terminate the Plan by appropriat~1 resolution. A 
;, 
\' copy of such resolution shall be delivered 'i:o the Committee 

pr.omptly and as soon as possible thereafter the Committee 
,, 

shall send or deliver to the Trustee and to ~~ach Participant 

of the Plan a copy of said resol!ltion. Upon .and after the 

effective date of such termination, the Company\, shall not 

make any further contributions underthe Plan a~d no contribu

tions under Article IV need be made by the Company applicable 
,, 

to the quarter of· the Plan Year in which such trJrmination 

occurs. 
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10.2 Disposition of Accounts. On or .J?~ore the 

effective date of termination, the Committee shall direct 

the Trustee to proceed as soon as possible, but in any event 

within six (6) months from such effective date, to reduce 

all of the assets of the Trust Fund to cash in such propor

tions . .as the Committee shall determine and, after first 

reserving therefrom such sums as it may deem to be reasonably 

necessary for its expenses and compensation for any liabili-

ties, absolute or contingent, chargeable to the ~rust Fund, 

to distribute the balance of such assets among the then 

Par-ticipants of the Plan, each such .Participant to receive 

his pro rata share of the assets of the Trust Fund. The 

Trustee and the Committee shall continue to funct'i'on as such ,, . 

for .such period of time as may be necessary for th~)Jwinding 
up of this Plan and for the making of distributlons provided 

in this Article. 

10.3 Discontinuance of Contributions. In the 

event the Company decides it is impossible or inadvisable to 

continue to make contributions under the Plan, the Company, 

by Resolution of its Board of Directors, may dfscontinue 

contributions to the Plan. Upon arid after the effective 

date of such discontinuance the Company shall not make any 

further contributions under the Plan and no contributions 

under Article IV need be made by the Company applicable to 

the quarter of the Plan Year in which such discontinuance 

occurs. The discontinuance of contributions. on the part of 
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the Company shall not terminate the Plan as to the funds and 

assets then held by the Trustee, or operate to accelerate 

any payments of dis.tributions to or for the benefit of 

Participants or beneficiaries, and the. Trustee shall continue 

to administer the Trust Fund ir:accordance with the provisions 

hereof until the obligations hereunder shall have been.· 

discharged and satisfied. 

10. 4 Suspension of Contributions. The. failure of 

the Company to contribute to the Trust in any period when no 

·contribution is required under Articl~r!v shall not• operate 

to discontinue this Trust. 

ARTICLE XI 

Miscellaneous 

11.1 Contributions Not Recoverable. It shall be 

imp_ossible for any part of the. principal or inc"ome to be 

used for, or diverted to, purposes· other than the exclusive 

benefit of such participants or their beneficiaries, except 

as follows: 

(a) In the case of a contribution which is 

(i) made by a mistake of fact or {ii) conditioned on qualifi

cation of the Plan under Sections 401, 403(a) or 405(a) of 

the Internal Revenue Code and the Plan does not qualify, 
;•:. ' 

c~> 

such contribution may be returned to the Company within one 

(1) year after it is made. 

(b") In the case of a contribution conditioned 

on the deductibility ''thereof under Section 404 of the Internal 



• 

•• 

• 

• 

• 

\i 

" Revenue Code, such contribution may, to the extent such 

deduction is disallowed, be returned to the Company within 

one (1) year after it is made. 

(c) In the case of any residual assets 

remaining after satisfaction of all liabilities of the Plan, 

a distribution to the Company may be made of such residual 

assets. 

11.2 Limitation on Participants' Rights. Participa

tion in this •rrust shall not give any employee the right to 

be retained in the Company's employ, or any right or interest 

in this Trust other than as herein provided. The Company 

reserves the right to dismiss any employee without any lia

bility for any Cl·aim either against the Trust Fund, except 

to the extent provided for herein, or against the Company • 

All benefits payable hereunder·shall be_provided solely from 

the Fund, and the Company assumes no res~onsi.bility for· the 

acts of the Trustee. 

11.3 Receipt of Release. Any payment to any Par

ticipant or his legal representative'or beneficip.ry, in 
'' ., 

accordance with the provisions of this Agreement, shall, to 

t~e extent thereof, be in full sat.is\~act.i.Rn of all claims 

against the Trustee., the Committee, arid. the Company, and the 

Trustee may require such Participant, legal representative 

or beneficiary, as a condition precedent to such payment, to 

execute a receipt and release to such effect • 
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11. 4 Non-Assignability. None of the _benefits, 

payments, proceeds or claims of any Participant shall be 

subject to any claim of any creditor qfc any Participant and, 
,( .. . 

in particular, the same shall not be subject to attachment 

or garnishment or.other legal process by any legal creditor 

of any Participant, nor shall any .such Participant have any 

right to aliena'.:e, anticipat1~, commute, pledge, enctirnber or 

assign any 'of the b~nefits of payments.or proceeds which he 

may expect to receive, contingently or otherwise, under this 

Agreement. 

11..5 ~overning Law. All legal questions pertain

ing to the Plan shall be determined in aQcordance with the 

Employee Retirem~nt Income Security Act of 1974, and to the 

extent applicable, in accordance with the laws of the State 

of California. 
r .. ~ . . . - ,/ 

All contn.bub.ons made hereunder shall be 

deemed to have been made in the State of California. 

11. 6 Time Limit. Pursuant to ~ection 715. 3 of th~ 

Civil Code of the State of California, this Trust shall 

continue in perpetuity unless sooner terminated as provided 

herein. 

11.7 ·Relinquishment to Fund. l:f the C~mmittee 

acting in go~d faith, and with due diligence upon information 

available to it, cannot locate a person entitled to any 

benefit under this Plan within a period of two/r<:}.years, 
p'\_ / J) 

SUCh interest shall be relinquishedi/<tt ths4nd Of rr.1UC.h 

' d d h 11 b 11~ d / h f 0 t h I ' p.er~o an s a e a ·ocate among t e pro ~ s a·.r~ng I . . q r. \ 
-1.;~-:-c::;;:.< 
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accounts existing as of the close of the next preceding Plan 

Quarter, in the manner provided in Section 4.5. 

11.8 Headings, Etc., No Part of Agreement. Headings 

and subheadings in this Agreement are inserted for convenience 

of reference only-and are not to be considered in the construe-

tion of the provisions hereof. 

11.9 Successors and Assigns. This Agreement shall 

inure to the benefit of, and be binding upon, the parties 

hereto and their successors and assigns. 

11.10 Notices. Any notice, demand or other writing 

which may be give~ hereunder to either party hereto or to 

the Committee shall be given by registered mail directed as 

follows: 

See's Candy Shops Incorporated 
3423 S. La Cienega Boulevard 
Los Angeles, California 90016 

See's Candy Shops ~ricorporated 
Profit Sharing Pla:f:t Committee 
3423 S. La Cienega Boulevard 
Los Angeles, California 90016 

Crocker National Bank 
611 West 6th Street 
Los Angeles, California 90014 

Each such notice shall be deposited in the United States mail 

as registered matter, postage prepaid, and shall be deemed to 

be given on the day following .the date of mailing. Any of the 

above parties may at any time or from time to time by notice 

in writing to the remaining parties change the address to which 

such notic.es, demands, or other writings are to be mailed • 
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ARTICLE XII 

Liability and Indemnification 

12.1 Indenmification. To the extent permitted by 

law, the Company may indemnify any Committee member or such 

other persons as the Committee may specify, who was or is a 

party, or is threatened to be a.party to any threatened, 
• 

pending or completed action or su;tt, where such action or 

suit alleges an act or O!Jl:i.ssion in connection with.administra-
·-· -;, ;,-. 

tion, management, or· invesflment .activity under the Plan. 
(I 

The Compi!lnyrrl~y also purchase liability insurance for such \\ ,!, 

!( < 

persons ih the.dase of any such action or threatened action 

or suit. 
\ 

12 }'? 
. 

Fidelity Bonds • Fidelity bonds covering 

those persons hav::ing authority to handle Plan assets shall 

be purchased with Plan. funds unless the Company shall elect 

to bear the expense of such purchase. 

ARTICLE XIII 

Application for Benefits 

13.1 Application for Benefits. The Committee may 

require any person claiming benefits under the Plan to 

submit an application therefor, together with such documents 

and information as the Committee may require. In the case 

of any person suffering from a disability 1~.hich preyents 

such claimant from making personal application for benefits, 

the Committee may, in its discretion, permit application to 

be made by another person acting on his behalf. 
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13.2 Action on A~plication. Within sixty (60) 
I 

days follow,i,ng :receipt of an application and all necei~sary 

docilinerft.s and information, the Committee, or its authorized 

delegate, shall furnish the .claimant with written notice, by 

mail, of the decision rendered with respect to such applica

tion. Such written notice shall set forth specific reasons 

for the decision, with reference to Plan provisions upon 

which 'the decision is based, a description of any additional 
. 

information or material necessary for perfection of the 

application, if necessary (together with an explanation why 

such material or i_nformation is necessary) , and an explanation 

of the Plan's claim review procedure. 

13 ..• 3 J?ppeals. A claimant who does hot agreE:! with 

the decision rendered with respect to his application, may 

appeal such decision to the cc::mmittee. Such appeal shall be 

made, in writing, within ninety (90) days after the date of 

notice of the decision with respect to the application, or 

if the application has neither been approved nor denied 

within the sixty (60) day period provided in Section 11.2 

above, ''then such appeal shall be made within ninety (90) 

days after the expiration of such sixty (60) day period. 

Such claimant may request that his application be given full 

, and fair review by the Committee~ Such claimant may review 
,~-~ 

all PE!rtinent documents and submi't issues and comments in (;,_\_ 
"' ··, 
-~J 

writing in connection with the appeal. The decision of the 

Committee shall be made promptly, and not later than sixty 
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{60) days after the Plan's receipt of a request for review, 

unless special circumstances require an extension of time 

for processing, in which case a decision shall be rendered 

as soon as possible, but not later than one hundred twenty 

(120) days after receipt of a request for review. The 

decision on review shall be in writing and shall include 

specific reasons for the decision, written in·a manner 

calculated to be understoo~ by the claimant with specific 

reference to the pertinent Plan provisions upon which the 

decision is based. 

• ARTICLE XIV 

Merger 

Notwithstanding any other provision in this Plan, 

this Plan shall not i~ whole or in part merge or consolidate 

with, or transfer its assets or lip.bilities to,· any other ., 
I 

plan unless each affected Participant in this Plan would (if 

the Plan had then terminated) receive a benefit immediately 

after the merger, .. consolidation, or transfer which is equal 

to or greater than the benefit he would have been entitled 

to receive immediately before the merger, consolidation, or 

t.ransfer (if the Plan had then terminated). 

-EXECUTED this /fl!, day 

CROCKER NATIONAL BANK 

By ________________ ___ 

·. By ________________ __ 

of ~~ . , 1976. 

SEE'S DY SHOPS, INCORPORATED 

t£-i~e, h./? .1 j_ · 
B ~ - - 1.·-"-,..-Ju'. r.-y TO • -' • / ~ ., ,..._,~I>.JC.'V I 

((j_~ 
By · J./.-_,;?·• . ) f.~r: c<:,,.._. ..... ~ Sr< ··"·~~< .. 

II ,. 

. 
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SEE'S CANDIES, INC • 

PROFIT SHARING PLAN AND TRUST AGREE~ffiNT 
.. 

(Second Compendium Amendment) 

THIS AGREEMENT is made and entered into this 

day of _____ , 1976, by ~nd between See's Candies, Inc., a 

California corporation (hereinaft~r "Company") and Crocker 

National Bank, a national banking association (hereinafter 

"Trustee"). This Agreement amends and republishes the See's 

Candies, Inc. Profit Sharing Plan (hereinafter "Predecessor 

Plan"), dated August 2711958, as amended by six amendments 

and the Compendium Amendment effective September 1, 1971. 

WITNESSETH: 

"ARTICLE I 

Designat_ion of Trust 

1.1 Title. This Profit Sharing Plan and Trust 

Agreement shall be known as the See's Candies, Inc. Profit 

Sharing Plan (hereinafter "Plan"). 

1.2 Effective Date. This Second Compend~um 

Agreement shall be effective March 1, 1975, except as herein

after provided in this Section 1. 2: 

(a) Article III of this Plan shall be effec-

tive for Plan Years beginning on and after March 1, 1976. 

Until r~arch 1, 1976, the provisions of Article III of the 

Predecessor Plan shall remain in full force and effect • 
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(b) Article IV of this Plan shall be effec-

ti",•e for Plan Years beginning on and after ~larch 1, 19751 

subject to the following: ' . 

(i.) The profit sharing account of an employee 

who becomes a Participant under the Predecessor 

Plan on February 29, 1976, shall be credited as of 

such date with an amount allocated to such Partici-

pantwith respect to the entire Plan Year then end:

ing. Such.amount shall be allocated in accordance 

with the provisions of Articles IV and V of the 

Predecessor ~lan, from such contributions as may 

be authorized by the Board of Directors for the 

purpose of satisfying the requirements of this 

subparagraph (i) •. For Plan Years beginning on 

and after March 1, 1976, Article IV of this Plan 

shall be. applied wi.thout regard to this subpara.,. 

graph. (i). 

(ii) Until March 1, 1976, the provisions of 

Art·icles IV and V of the Predecessor Plan rega;-d

ing forfeiture of accounts, shall remain in full 

force and effect. 

(c) Article V of this Plan shall be effective 

for Plan Years beginning on and after March 1, 1976. 

(d) Except to the extent provided in Sec

tion 6.5, Article VI of this Plan shall be effective for 
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Plan Years beginning on and after March 1, 1976. The pro-

visions of Article VI of the Predecessor Plan shall remain 

in full force and effect until March 1, 1976, except that 

until September 1, 1976, the provisions of the Predecessor 

Plan shall apply to the extent that they a~thorize the 

immediate distribution of a Participant's bent:fits in a lump 

sum or in quarterly or other installments for a period not 

exceeding ten (10) years, upon such Participant's termination 

of employment. 

(e) Article XIV of this Plan shall be effec-

tive for Plan Years beginning on and after March 1, 1976. 

T~e above-referenced provisions of the Predecessor 

Plan shall cease·to be of any force or effect as of March 1, 

1976, without the rtece'ssity of any action by the Company or 

the Committee. 

1.3 Plan Year. Beginning March 1, 1975, the Plan 

Year of the Plan shall be the fiscal year commencing each 

March 1 and ending on the last day of February. 

1. 4 Plan Quarter. Each Plan Year shall :Pe divided 

into four quarters, which shall be deemed to close, respec

tively, on May 31, August 31, November 30, and the last day 

of February. 

ARTICLE II 

The Committee 

2.1 Members. A Profit Sharing Plan Committee 

(hereinafter "Committee") shall be appointed conpisting of 
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seven (7) members who shall constitute the Named Fiduciaries 

of the Plan, within the meaning of Section 402(a) (2) of the 

Fmployee ~etirement Income Security Act of 1974. Said 

members shall be selected by, and shall serve at the pleasure 

of, the Board of Directors. of the Company. A person so 

selected shall become a membe;r: by filing .a written notice of 

acceptance with the Board of. Directors of the Company. A 

member of the Committee may resign by delivering a written 

notice of resignation to the Board of Directors of the 

.Company. The Board of Directors of the Company may remove 

any memoer by delivering a certified copy of its resolution 

of removal to such member. A resignation or removal shall 

be effective on the date specified in the written notice of 

resignation or the resolution of removal, as the case may 

be, which shall be not less than ten (10) days and not more 

than twenty (20) days after the delivery of the notice or 

resolution. The Trustee shall be promptly notified of the 

original membership and of any change in the membership of 

the Committee by the Secretary of the Company. Vacancies in 

.the membership of the Committee shall be filled promptly by 

the Board of Directors of the Company. 

2.2 Committee Procedure. Any action of the Com~ 

mittee shall be taken pursuant to a majority vote, or to the 

written consent of a majority, of its members and such 

action shall constitute the action of the Committee and be 
.. 
'· .. 

binding the same as if all members had joined therein. A 
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quorum of the Committee shall consist of four (4) members • 

2.3 Allocation of Fiduciary Responsibilities. 

The Committee may allocate its fiduciary responsibilities 

(other than trustee responsibilities) among the Named Fiduci-

aries and may designate other persons to carry out fiduciary 

responsibilities (other than trustee responsibilities) under 
• 

the Plan. The term "trustee responsibilities" as used 

herein shall mean any responsibility provided herein to 

manage or control the assets of the Plan. The Committee 

shall choose a Secretary and an Assistant Secretary (either 

of whom is hereinafter referred to as "Secretary") who shall 

keep minutes of the Committee's proceedings and all records 

and documents pe~taining to the Committee's administration 

of the Plan. The Secretary may execute any certificate or 

other written direction on.behalf of the Committee. The 

Trustee or third person dealing with the Committee may 

conclusively rely upon any certificate or•other written 

direction signed by the Secretary which purports to have 

been duly authorized by the Committee. 

2.4 Rights 'and Duties. The Committee shall have 

authority to control and manage the operation and administra• 

tion of the Plan. The Committee shall have all powers 

necessary to exercise its authority and discharge its respon-

sibilities, including, but not by way of limitation, the 

following: 

5 
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(a) To determine all questions :;::~J.-:=ting to 

the eligibility of employees to participate; 

(b) To maintain all necessary records for 

the administration of the Plan other than those maintained 

by the Trustee; 

(c) To compute and certify to the Trustee 

the amount and kind of benefits payable to Participants and 

their beneficiaries; 

(d) To authorize all disbursements by the 

Trustee from the trust fund; 

(e) To direct the _Trustee with respect to 

all investmentB of the trust fund; 

(~) To make and publish such rules for the 

regulation of the Plan as are not inconsistent with the 

terms hereof; 

'(g) To employ one or more persons to render 

advice with regard to any responsibility any Named Fiduciary 

(or other person designated in accordance with Section 2 .• 3) 

has under the Plan. 

2.5 Information. To enable the Committee to 

perform its·functions, the Company shall supply full and 

timely information to the Committee on all matters relating 

to the compensation of all Participants,_ their re.tirement, 

death, the termination of their employment and the cause 

thereof, and such otj)er pertinent facts as the Committee may 

require; and the Committee shall advise the Trustee of such 

6 
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of the foregoing facts as may be pertinent to the Trustee's 

administration of the Plan. 

2.6 Compensation Expenses. The members of the 

Committee shall serve without compensation for their services 

hereunder. It is intended that all expenses of the Committee 

shall be paid by the Company. 

2.7 Investment Adviser; Investment Manager. The 

Committee may employ one or more investment advisers to 

render investment advice to the Committee, or may appoint 

one or more investment managers to. manage (including the 

power to acquire and dispose of) any assets of the Plan. In 

the event that the Committee appoints one or more investment 

managers in accordance with this Section 2.7, the Committee 

shall certify to the. Trustee the name of such investment 

manager or managers and the responsibility and authority 

which such investment manager or managers shall have. As 

used herein the term "investment manager" shall mean any 

fiduciary (other than a trustee or named fiduciary, as 

defined in Section 492(a) (2) of the Employee Retirement 

Income Security Act of 1974): 

(a) who has the power to manage, acquire or 

dispose of any assets of the Plan; 

(b) who is (i). registered as an investment 

adviser under the Investment Advisers.Act of 1940; (ii) is a 

bank, as defined ·in that Act; or (iii) is an insurance 

company qualified to perform services described in subpara

graph. (a) under the laws of more than one State; and 

; -; 7 
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(c) who has-acknowledged in writing that he 

is a fiduciary with respect to the Plan. 

2 •. 8 Funding Policy and Method. The committee 

from time to time shall establish a funding policy and 

method for the Plan whi::h is consistent with the objectives 

of the Plan and the requireme~ts of the Employee Retirement 

Income Security Act of 1974 •. The funding policy and method, 

as established and amended from time to time, shall be 

stated to the Trustee and the one or more investment managers, 

if applicable. 

ARTICLE III 

Participation 

3. 1 Eligibility Requirements. Every etnployee of · 

the Company, including every officer, shall become a Partici

pant in thi~ Plan on the Quarterly Entry Pate occurring on 
.,_{ 

or after March l, 1976 and coinciding wit'h or next following 

such employee's completion of three (3) Years of Service 

(determined in accordance with Section 3.3 below), provided 

that on such Quarterly Entry Date such employee is employed 

.by the Company, or is then on an authorized absence described 

in Section 3.4. The Quarterly Entry Dates occurring during 

each Plan Year shall be March 1, June 1, September 1 and 

December 1. Notwithstanding the foregoing provisions, an 

employee shall not be eligible to be a Participant in this 

Plan during any period that he is covered under any other 

pension, profit sharing or other retirement plan to which 
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the Company contributes, except the See'sCandy Shops, Incor-

porated.Profit Sharing Plan, or a federal, state, social 
., 

security or similar welfare program. 

3.2 Application for Participation. Employees may 

be required to file with the Committee a written application 

for participation, providing such information as the CQmmitte.e 

may deem necessary. The application for participation shall 

signify the employee's acceptance of the benefits and terms 

of this Plan and Trust. 

3. 3 Deter)llinat.ion of Years of Se.rvice. For pur-

poses of this Article III, the term "Year of Service" shall 

mean a. twelve (1~) month period during which the employee 

completes not le~s than one thousand (1,000) Hours of ·service 

(as defined in Section 3.4). .computation of any twelve (12) 

month period shall be made with reference to the da.te on 

which the employee first performs an Hour of Service following 

his employment or following his most recent Break in Service, 

whichever is applicable. For purposes of determining whether 

an employee has completed three (3) Years of Service, all 

Years of Service of such employee shall be taken into account, 

except that in the case of any employee who has a Break in 
·Service (as c'!,efined in Sectiop 3.5) and who, prior to such 

Break in Service has not completed three (3) Years of Service 

(excluding service which is not taken into account by reason 

of this sentence) , then service before SllCh Break in Service 

shall not be taken into account. 
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3. 4 Hour of Service. For purposes of this Arti-

cle III, the term "Hour of Service" shall mean an hour for 

which the employee is directly 9r indirectly paid, or en.titled 

to payment by the Company or by an Affiliated Company (as 

defined in Section 3.6) for the performance of duties for 

such employer. In addition, an employee shall be deemed to 

perfo~ Hours of Service during a period of absence described 

in Paragraph (a) or (b), below, provided that on the· date 

immediately preceding commencement of such period of absence, 

the employee is emplo:¥"ed by the Company, or See's Candy 

Shops, Incorporated: 

(a) Absence for service in the Armed Forces 

of the United States, which requires'' reinstatement to employ

ment by the Company in accordance with applicable federal 

law; provided that the employee returns to work following 

his discharge or severance from service as required by said 

law; 
/' 

(b) 
., 

Absenc)a pursuant to a leave of absence 

granted by the Company in writing and. designated as a leave 

of. absence, before or after such absence, for any purpose 

including sickness, accident, other casualty, or for the 

convenience of the Company; provided that the employee 

returns to work before or .at the expiration. of such leave of 

abs~nce or any extension thereof. 

The number of Hours of Service to be credited with 
-'(\, 

respect to any of the apove authorized periods of absence 

10 
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shall be determined under rules to be established and applied 

by the c;:ommittee on a uniform basis. Notwithstanding the 

foregoing provisions of this Section 3.4, in the event that 

an employee shall fail to return to. work as required above 

following one of the above authoy,ized periods of absence, 

then, except in the case of such employee's death during 

such period, none of the periods of such absence shall be 

'deemed to constitute an Hour of Service. 

3.5 Break in Service. For purposes of this Arti-

cle III, the term "Break in Service" shall mean a twelve 

.(1~) month period (determined in the same manner as the 

twelve (12) month period described in Section 3.3) in which 

an employee comp~etes not more than five hundred (500) Hours 

of Service. Solely for purposes of determining whether an 

employee h~s sustained a Break'in Service, an·employee's 

Hours of Service shall include (to the extent not included 

in the definition of Hours of Service in Section 3.4) each 

hour for which an employee is directly or indirectly paid or 

entitled to payment by the Company o~ by an Affiliated 

Company (as defined in Section 3.6) during periods of vacation, 

sickness, disability or other similar periods, whether or 

not such payment is for the performance of duties. 

· 3.6 Affiliated Company. For purposes of this 

Article III, the term "Affiliated Company" shall mean (a) any 

corporation. which is included in a controlled group of 

corporations (within the meaning of Section 414(b) of the 

11 
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Internal Revenue Code), which group also includes Sees 

Candy Shops, Incorporated and See's Candies, Inc., and 

(b) any trade or business which is under common control with 

See's Candy Shops, Incorporated, and See's Candies, Inc. 

(within the meaning of. Section 414 (c) of the Internal Revenue 

Code). 

3.7 Continuation of Participation. Once an 

employee becomes a Participant, he shall continue to partici~ 

pate in the Plan without regard to the number of Hours of 

Service which he renders, until the close of the Plan Quarter 

coinciding with or next prece,ding the actual termination of 

his employment for an~ reason, including I)'~tirernent. However, 

if an employee ha·s become a Participant, but fails to return 

to work from an authorized period of absence as provided in 

Section 3.4, his participation in the Plan shall be deemed 

to have c,eased as of the commencement of such period of 

absence. 

3.8 Subsequent'Participation. If an employee 

ceases to participate in the Plan and thereafter has a Break 

in Service, such employee shall not again participa·te in the 

Plan until the Quarterly Entry Date coinciding with or next 

following the close of the twelve-month period (determined 

with reference to the date of his first Hour of Service 

performed after his resumption of employment) in which he 

completes one thousand (1,000) Hours·of Service after his 

resumption of employment, provided he is then employed by 

12 
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the Company. However, notwithstanding the preceding sentence, 

in the case of an employee who does not have a vested right 
. 

to benefits urtder this Plan and who sustains two or more 

consecutive Breaks in Service, if the number of such consecutive 

Breaks in Service equals or exceeds the aggregate number of 

such employee's Years of Service before such Break in Service 

(excluding any Years of Service not required to be taken 

into account by reason of this sentence)' then such employee 

shall not again participate in 'this Plan until he has· satis-

fied the service requirements in Section 3.1, computed 

without taking into account sw::h employee's Years of Service 

before such B~eak in Service. For purposes of this Sec

tion 3.8, an emp~oyee shall be deemed to have no vested 

right to benefits under the Plan if such employee has received 

a distribution of his entire interest in his profit sharing 

account pursuant to Article VI. 

3.9 Participants as of February 29, 197~. All 

employees who are Participants in the Predecessor Plan as of 

February 29, 1976, shall. continue to be Participants in this 

Plan until such participation ceases in accordance with the 

provisions of this Article III. As of March 1, 1976, such 

Participants shall become fully vested in their profit 

sharing accounts in accordance with Section 6.1 • 

13 



• 

••• 

• 

ARTICLE IV 

Contributions 

4.1 Obligation. The Company has previously made 

contributions to the Trust hereunder and subject to the pro~ 

visions of this Plan will make additional quarterly contribu

tions during each Plan Year and within the period for filing 

its United States income tax return, or any extension of 

such period, in an amount determined as set forth in Section 4.2. 

The Trustee acknowledges receipt of all contributions hereto

fore made, and agrees to hold and administer the same, 

together with the additional contributions of the Company, 

in trust pursuant to the terms df this Agreement • 

. 4.2 Profit Contribution Formula. The quarterly 

contribution, if any, to be made by the Company shall be 

made from the profits 'Of the Company, and shall' be a percent

age of the compensation paid or accrued by the Company 

.during the quarter for which the contribution is being made 

to all Participants under the Plan as of the close of such 

quarter, which percentage, in accordance with the provisions 

of the Internal Revenue Code, shall not exceed fifteen 

percent (15%) of such compensation. The applicable percentage 

shall.be determined by the Board of Directors for each Plan 

c~ear within one hundred twenty (120) days following the 

commencement of such Plan Year. 

4.3 Participants' Profit Sharing Accounts. The 

Committee, .in addition to all other books of account and 
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records necessary or advisable in its judgment properl~. to 

reflect its activities, shall open and maintain a profit 
' 

sharing account for each Participant. wherein such Participant 

shall be credited for each quarter of the Plan·Year with the 

amounts allocated to hirr. as hereinafter provided. Such 

account shall be opened by the. Committee as of the day <;!ach 

employee became a Participant. As soon as the Committee has 

made the quarterly allocations among the Participants, the 

Committee shall credit the allo.cated sums to the account of 

each Participant, and the Committee shall notify the Partici

pants accordingly.· Following the quarterly allocations, the 

amount credited in each Participant's account shall be 

deemed to reflect· the value of each Participant's proportion

ate share of the Trust as of the date on which the allocations 

are made. Such allocations, credit and notification shall 

not vest in any Participant any right, title or interest in 

the Trust, nor any right to withdraw or possess any sums 

allocated or credited to him, except at the time or times 

and upon the terms and conditions herein provided, and shall 

not create any claim against the Company, Committee or 

Trustee except to the extent expressly provided. 

4.4 Quarterly Contributions. The total contribu

tion provided in Article IV for each quarter of the Plan 

Year shall be allocated among the profit sharing accounts of 

the Participants within forty-five (45) days after the close 

of the Plan Quarter, as of the close of such quarte~. Only 
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those Participants who are still employed by the·--eompany 

immediately following the close of such Plan Quarter shall 

be entitled to such an allocation. The Company shall have 

no obligation to determine or allocate any interest on such 

allocated amounts with respect to the period commencing on 

the close of such quarter and ending on the date when the 
• 

contribution of the Company is actually allocated among the 

profit sharing accounts. The amount allocated to each 

Partic.ipant' s account shall be in the proportion that his 

total compensation during such quarter bears to the total 

'compensation of all Participants during such quarter. Such 

allocation shall not be made until after the allocation 

required by Section 4.5 has been made • 

The word "compensation" for the purpose of this 

Plan means the full amount of regular or basic salary before 

reduction on account of any authorized withholding such as 

.income taxes, social security taxes, etc., excluding over-

time, bonuses, maintenance, and any other payments. 

Compensation payments shall be deemed to have been 

made on the date of the close of the applicable payroll 

period. 

4.5 Quarterly Eval~ation of Participant's Accounts. 

Quarterly,' as of the close of each quarter .of each Plan 

Yea~, the Committee shall restate the value of the net trust 

assets, excluding the Company's contribution due to the 

Trustee as of that day, so as to reflect any increase or 
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decrease in the market or cash value of all the net trust 

assets. as of the close of such quarter compared with the 

stated value of such assets as of the close of the next 

preceding quarter. The increase or decrease so determined 

shall be allocated to the profit sharing accounts of the 

respective Participants as of the close of such quarter in 

the proportion that the cumulative amount previously allocated 

·to each such Participant's profit sharing account bears to 

the total amount previously allocated to all Participants' 

profit sharing accounts. The Company, Committee and. Trustee 

do not in any manner or to any extent whatever, warrant, 

guarantee or replr'esent that the value of a Participant's 

account shall at any time equal or exceed the amount previously 

contribu.ted ·thereto and shall not be liable or responsible 

for any inadequacy of the fund to meet and discharge any or 

all payments and liabilities under this Plan. 

4.6 Transfer of Employment. Allocation of Company 

contributions to the accounts of Participants who transfer 

employment between the Company and See's Candy Shops, Incor

porated, in any quarter shall be based on compensation from 

the Company for such quarter. Any Participant whose employment 

is transferred between the Company and See's Candy Shops, 

Incorporated shall have his account transferred to the 

profit sharing plan of the corporation to which his employment 

is transferred immediately following the close of the quarter 

in which his transfer occurs. 
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4.7 Joint Employment. Any Participant who is 

employed jointly by the Company and See's Candy Shops, 

Incorporated shall participate in each Plan as respects his 

compensation from each corporation and. accounts will be 

maintained for him in each Plan so long as his employment is 

on a joint basis. However, notwithstanding the foregoing, a 

Participant wh:O renders service t? both such corporations 

but who receives compensation only from the Company, shall 

participate only in this. Plan. 

ARTICLE V 

Limitation on contributions 

Subject to the adjustments hereinafter set forth, 
. 

-the annual addition to a Participant's account pursuant to 

Article IV shall in no· event exceed the lesser of (a) twenty

five thousand dollars ($25,000) or (b) twenty~five percent 

(25%) of the Participant's annual compensation as defined in 

Seqtion 415 of the Internal Revenue Code. Th~ term ;'annual 

addition", as used in this Article V, shall mean the sum of 

(a) the contributions of the Company with respect to a Par

ticipant plus (b) forfeitures. The limitation of twenty-

five thousand dollars ($25,000) imposed by the preceding 

sentence shall be deemed to be adjusted annually, without 

the necessity of formal amendment of this Plan, for increases 

in the cost of living, in accordance with Regulations issued 

by the Secretary of the Treasury pursuant to the provisions 

of Section 41S(d) of the Internal Revenue Code. The limitations 
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of this Article with respect to any Participant who at any 

time has been a Participant in any other defined contribution 

plan (within the meaning of the Employee Retirement Income 

Security Act of 1974) maintained by the Company or by a 

corporation or other trade or business which is a member of 

a controlled group of corporations (within the meaning of 

Section3 414(b) and (c) and 415Chl of the Internal Revenue 
·~· 

Code) of. which the Cojllpany is a member shall ~pply as ,if the 

total benefits payable under all defined contribution plans 

in which the J?,articii)ant has been a Participant during. the 

year were payable frc5m onf= plan·~ 
• ~j 

ARTICLE VI 

Benefits 

6.1 Vesting of Interests. The interest of each 
' Participant in his profit sharing account shall. at all times 

be fully veste.d. However, the vesting of a Participant's 

account shall not preclude the allocations. a.::,d reevaluations 

provided for under Article IV, nor any adjustm@nt required 

to avoid the limitation imposed by Article v. 
6.2 Distribution of Benefits. No amount shall be 

distributable under this Plan to·a. Participant until.he 

ceases to participate hereunder •. ,When a Participant: ceases 

.to participate in this Plan, there shall be distributable to 

him in the manner hereinafter set forth in this Article VI a 

sum which is equal t~ the amount credited to his profit 

sharing account as of the close of the Plan Quarter next 
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preceding the date on which such Participant ceases to 

participate. 

6.3 Benefit at Retirement. The benefits distribu-

table to a Participant pursuant to Section 6.2 by reason of 

his retirement at Normal Retirement Date, shall be·payable 

in annual or quarterly installments over a period not ej<ceeding 

ten (10) years, commencing not later than .sixty (60) days 

after the close of the Plan Year in which his Normal Retire-

meht Date occurs. However, the Committee may, in its sole 

discretion, determine to pay such benefits in one lump sum 

not later than sixty (60) days after the close of such Plan 

Year. If a Participant's benefits are paid in installments, 

and the Participa·nt dies before receiving all such installments, 

then the remaining installments shall be paid to the beneficiary 
'/ 

designated by such Participant. Any amount payable in 

installments pursuant to this Section 6.3 shall, upon a 

Participant's Normal Retirement Date, be segregated and 

deposited in a savings bank authorized to do business in the 

State of California under the banking laws of said State, or 

in a savings and loan institution, and interest shall be 

credited to such Participant folj1'the balance undistributed. 

No arrangement for payment in . .installments pursuant to this 

Section 6.3 shall be made which will, on the basis of mortality 

tables adopted b:~l ·the Company, exceed the Participant's life .. 

tion. 

cea~ed participa-,, 
·li 

expectancy determined as of the time he has 

\•, 
!'! 
I 
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6.4 Death Benefits. In the event that a Partici-

pant dies before retirement, the amount distributable pursuant 

to this Article VI shall be paid in a cash lump sum to the 

surviving beneficiary or beneficiaries qesignated by him in 

accordance with Section 6.6. 

6.5 Termination Benefits. Effective September 1, 

1976, if a Participant's employment with See's Candy Shops, 

. Incorporated and See's Candies, Inc. terminates pr~or to his 

Normal Retirement Date for any reason other than death, he 

shall be eligible to receive his benefits in one cash lump 

sum twenty-four (24) months after such termination of employ

ment, provided that he is not reemployed by See's Candy 

Shops, Incorporafed or See's Candies, Inc. prior to the end 

of such twenty-four (24) month period. If a Participant is 
,-, 

so reemployed, distri6ihtion of.his benefits shail not be 

made under this sedtion 6.5 until twenty-four (24) months 

after subsequent termination of·employment. Notwithstanding 

'.! the foregoing provisions, a Participant whose employment 

with See's Candy Shops, Incorporated or See's Candies, Inc. 

terminates as described above, may receive distribution of 

his benefits prior to twenty-four <?4l months following 

termination of his employment, in accordance with'Paragraphs (a), 

(b) and (c), below: 

(a) If such employment terminates after the 

Participant has attained age fifty-five (55) or completed 

twenty (20) Years of Service for See's Candy.Shops, Incor-

21 
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porated and See's Candies, Inc. the Participant-shall be 

eligible to receive a distribution of his benefits in a form 

described in Section 6.3, commencing on a date determined by 

the Committee which is within sixty {60) days after the 

close of the Plan Year in which such termination of employ-

ment occurs1 . . 
{b) In th~ case Of a Participant who would 

otherwise receive a distribution of his. benefits twenty-four 

{24) months after his termination of employment, the Com-
(; 

mittee may distribute his benefits in a cash lump sum on an 

earlier da.te following such termination of employment if, in 

its sole discretion, it determines that there is a demon-. 
strated need for -such earlier distribution1 

{c) If, on the date of a Participant's 

termination of employment, his account balance is less than 

one thousand dollars {$1,000), his benefit shall be dis-

tributed to him in one cash lump sum as soon as practicable 

after his termination of employment. 
' ·\ Any amount the payment of which is deferred in 

accordance with this Section, shall be segregated and deposited 

in a savings bank authorized to do business in the State of 

California under the banking laws of said State, or in a 

savings and loan association, and interest _shall be credited 

to such Participant for the balance undistributed. In the 

event a person again becomes a Participant in the Plan 

before receiving a complete distribution of his benefits, 
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any undistributed amount segregated in accordancewith the 

preceding sentence, shall, on or after his recommencement of 

participation, be transferred to his profit sharing account. 

6.6 Designation of Beneficiary. Whenever a 

Participant may be permitted to designate a beneficiary 

pursuant to this Article VI, such designation may be mape by 

the execution and delivery to the.Committee of an instrument 

in form satisfactory to the Committee. Except as otherwise 

provided in this Article VI, the interest of a deceas.ed 

Participant shall be paid to the beneficiary designated by 

such Participant. · If a deceased Participant shall have 

failed to designate·a beneficiary, or if the Committee shall 

be unable to locate the designated beneficiary after reason

able efforts have been made, or if s.uch beneficiary shall be 

deceased, distribution shall be made by payment of the 

deceased Participant's interest in the Trust fund to his 

personal representa.tive> in a lump sum within one (1) year 

~.after his death. In the event that the deceased Participant 

was not a resident of california at the date of his death, 

the Committee, in its discretion, may require the establish

ment. of ancillary administration in California. If the 

·committee cannot locate a qua~ified personal representative 

of the deceased Participant, or if administration of the 

deceased Participant's estate is not otherwise required, the 

Committee, in its discretion, may pay the deceased Partici-

pa·nt' s interest in the Trust fund to ·his heirs at law 
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(determined in accordance with the laws of the State of 

California as they existed at the date of the Participant's 

death). 

6.7 Facility of Payment. If any payee under the 

Plan is a minor, or if the Committee reasonably believes 

that any payee is legally inca,pable of giving a valid r13ceipt 

and discharge for any payment due-him, the Committee may 

have such payment, or any part thereof, made to the person 

(or persons or institution) whom it reasonably believes is 

caring for or supporting such payee, unless it has received 

due notice of claim therefor from a duly appointed:guardian 

or committee of such payee. Any such payment shall be a 

payment for the account of such payee and shall, to the 

e_xtent thereof, be a complete dischargfl of any liability 

under the Plan to such payee. 

6.8 Normal Retirement Date. The term "Normal 
\,o, 

Retirement Date" as used herein shall mean the( date on which 

a Participant' attains age sixty-five (65). 

ARTICLE VII 

The Trustee 

7.1 Acceptance of Trust. The Trustee hereby 

accepts the Trust created hereunder and agrees to perform 

the obligations imposed by this Agreement. 

7.2 Powers of the Trustee. The Trustee shall 

hold, manage, and control the Trust assets and is authorized 

and instructed, upon receiving instructions from the Committee 
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or from the one or more. investment managers which the Commit-

tee may appoint and in accordance with such instructions 

(but not otherwis.e except as hereinafter exp1:essly provided) : 

(a) To invest and reinvest the Trus.t assets, 

together with the income, in bonds, common or preferred 

stock (including Qualifying Employer Securities within the 

meaning of the Employee Retirement Income Security Act of 

1974), deposits in any bank including any bank serving as 

Trustee hereunder, life insurance policies or other annuity 

contracts, other securities, or property, personal, real or 

mixed (including'dttalifying Employer Real Property within the 

meaning of the Employee Retirement Income Security Act of 

1974); to retain.in cash or other property unproductive of 

income so much of the Trust Fund as the Committee or the one 
'\ 

or mo;re Investment Managers may determine; and j:o deposit 

cash in any bank directed by the Committee or the one or 

more investment managers, or by the Trustee in the absence 

of such directions; 

(b) 11 h \1 .. To se , convey, exc ange, partJ.tJ.on, 

divide, subdivide, improve and repair; to grant options and 

·to sell upon deferred payments; to lease for terms within or 

extending beyond the duration of this Trust for any purpose, 

including exploration for and.removal of gas, or other 

minerals; to enter into community oil leases; to create 

restrictions, easements and other servitudes; to compromise, 

arbitrate or otherwise adjust claims in favor of or against 

the Trust; and to institute, compromise and defend actions 

and proceedings; 
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(c) To cause securities or other-property to 

be registered and/or held in its individual name, either 

with or without disclosing fiduciary capacity, or in the 

name of its nominee1 and to select any bank as custodian of 

the Trust assets1 · 

(d) To vote any stocks, bonds or other 

securities of any corporation, or, other.:issuer at any time 

held in trust1 to otherwise consent to or request any action 

on the part of any such corporation or other issuer1 to give 

general or special proxies or powers of attorney with or 

without power of substitution1 to participate in any reorga-

nization, recapitalization, consolidation, merger or similar . 
transaction with.respect to such securities, and to deposit 

such stocks or other securities in any voting trust, or with 

the Trustee, or with depositaries designated thereby1 to 

exercise any subscription rights and conversion privileges1 

and to generally exercise any of the powers .of an owner with 

respect to the stocks or other securities or properties 

comprising the Trust1 

(e) Generally to do all such acts, execute 

all such instruments, take all such proceedings, and exercise 

all such rights and privileges with relation .to property 

constituting the Trust Fund as if the Trust;ee were the 

absolute owner thereof. 

The Trust Fund shall be held, administered, inves.ted, 

and reinvested in the manner provided. herein as. a single 
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fund and the Trustee shall not be required to invest separately 

any share of any Participant in the Fund. 

7.3 Collection of Principal and Income. The 

Trustee shall take such action as the Committee or the one 

.or more investment managers as may be appointed may direct, 

or in the absence of such directions, as the Trustee d~ems 

advisable; t6 collect the pr,incipal and income of the Trust 

as the same shall become due and payable and to give a 

binding receipt therefor. If at any time there shall be a 

default in the payment of such principal or income, or any 

controversy shall' arise with respect to obligations or 

liabilities due to or from the Trustee, including any claim 

that may be asserted for taxes, the Trustee shall take such 

action as direc:ted by the Committee or the one or more 

investment managers as may be appointed, or in the absence 

of directions, as it deems advisable, whether by legal 

pr~ceedings, compromise or othen1ise. 

7.4 Taxes. If the whole or any part of the Trust 

Fund or the proceeds thereof, shall become liable for the 

.Payment of any estate, inheritance, income or other tax, 

charge or assessment which the Trustee shall be required to 

pay, the Trustee shall have full power and authority to pay 

·such tax, charge or assessment out of any moneys or other 

property in its hands for the. account of the person whose 

interests hereunder are so liable, but at least ten (10) 

days prior to making any such payment the Trustee shall mail 
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notice to the Committee of its intention to make such payment • 

-Prior.to making any transfers or distributions of any of the 

Trust Fund the Trustee may require such releases or other 

documents from any lawful taxing authority as it shall deem 

necessary. 

7.5 Controversy or Disagreement. In the event • 

any controversy or disagreement s_hall arise as to the person 

or persons to whom payment or delivery of any funds or 

property shall be made by the Trustee, the Trustee may 

retain the funds or property involved without liability 

pending settlement of the controversy or disagreement and/or 

may require that such controversy or disagreement be adjudi-
. 

cated by a court .. of competent jurisdiction. The Trustee 

shall not be liable for the payment of any interest or 

income on the cash or other property held by it under such 

circumstances. 

7. 6 Employment of CounseL The Trustee may 

consult with legal counsel (who may be counsel for the 

Company) with respect to. the construction of the Trust 

_Agreement or its duties hereunder1 or with respect to any_ 

legal proceedings or any question of law. The Trust Fund 

shall be liable for and shall pay the reasonable fees and 

expenses of such counse.l for services rendered to the Trustee, 

unless the Company elects to pay same. 

7.7 Records. The Trustee shall keep a full 

record of the administration of the Trust which the Committee 
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shall have the right to examine at any time during the 

Trustee's regular business hours. Within thirty (30) days 

following the close of each Plan Quarter, the Trustee will 

furnish the Committee with a statement of account. Such 

account shall set 'forth all sales, investments, receipts, 

disbursements, and other trans~ctions effected by the T,rustee 

durin~ said Plan Year and shall show the cash, securities 

and investments held at the end of the Plan Quarter, including 

the cost o~ each i tern as carried o·n the books of the Trustee, 

and the market value. 

7.8 certifications and Mailing Addresses. 

Whenever in the administration of this Trust a certification 

is required to be given to the Trustee, or the Trustee shall 

deem it necessary that a matter be approved prior to taking, 

suffering or omitting any act hereunder, such certification 

shall be duly made and said matter may be deemed to be 

conclusively approved by an instrument, delivered to the 

Trustee, signed in the name of the Commit.tee by its Secretary, 

but, in its discretion, the Trustee may in lieu thereof 

accept other evidence of the matter or may require such 

other evidence as to· it may seem reasonable. The Trustee 

shail be protected in acting upon any notice, resolution, 

order, certification, opinion, telegram, letter or other 

doc~ent believe~ to be genuine and to have been signed by 

the proper party or parties. The Trustee shall not be 

required to determine, or make any investigation to determine 
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the. identity or mailing address of any person entitled to 

· benefits under the Plan, and shall be discharged of its 

obligation in that respect when it shall have sent checks, 

and other papers by ordinary first class mail to such persons 

and addresses as may be furnished it by the Conunittee. The 

Trustee shall recognize only instructions given it by. tl;le 

Committee and shall have the right to act thereon without 

notice to any Participant, and without considering the 

rights of any Participant under the terms of this Agreement 

which may result directly or indirectly from said Participant's 

int'hrest in the Trust. 

7. 9 Compensation and Indemnity.. The Trustee 

shall receive such compensation as may be ·agreed upon from 

time to time by the Committee and the Trustee. Any and all 

expenses and liabilities of whatever nature of the Trustee 

in its administration of the Trust shall be charged.to the 

Trust Fund, provided, however, that the Trustee's compensation 

and any other expenses may be paid by the company if the 

Company so elects. 

7.10 Duty of Care. The Trustee shall discharge 

its duties and responsibilities with respect to the Plan in 

accordance with the applicable standards set forth in Title I 

.of the Employee Retirement Income Security Act of 197 4, and 

in partic.ular shall discharge such duties: 

(a) with the care, skill, prudence, and 

diligence under the circumstances then prevailing that a 
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prudent man acting in a like capacity and familiar with (3uch 

matters would use,,in the conduct of an enterprise of a like 

character and with like aims: and 
• 

{b) in accordance with the documents and 

instruments governing the Plan insofar as such documents and 

instruments are consistent with the provisions of the said 
• 

Title I. 

·7.il Third Persons. A third person dealing with 

the Trustee sl:lall not be required to make any inquiry whether 

the Committee has instructed ·the Trustee, or the Trustee is <~~~};;;··'\, .· . 

o.'l:l'i'er~ise au,thorized, to take or omit any action, or to 

follow the application by ·the Trustee of any money or property 

which may be paid.or'delivered to the Trustee. 

ARTICLE VIII 

Resignation and Removal of Trustee 
.-. 
'• 8.1 Resignation. The Trustee may resign at any 

time upon delivering to the Board of Directors. of the Company 

8.2 Removal. The Trustee·may be removed by 

resolution 6!!. the Board of D:i.rectors of the Company and by 

, · der'ivery of a certified copy of such resolution to the 

Trustee, together with a written notice of removal, to take 

-· effect at a date specified therein, which shall not be less 
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than thirty (30) days after delivery thereof, unless such 

notice shall be waived. 

8. 3 Settlement of Account. In the ·case of the 

resignation or removal of the Trustee, the Trustee shall 

have the right to a settlement of.its account, which may be 

made at the option of the Trustee either (1) by a judicial 
• 

settlement in an action insti.tuted by the Trustee i'n a court . ' . . 

of competent jurisdiction, or (2) by agre_~inent of f;lettlement 

between the Trustee and the Committee. 

8. 4 · Successor Trustee. Upon s.uch settlement all 

right, title and interest of such Trustee in the assets of 

the Trust and all right!> and privileges under this Agreement 

th~retofore vested in such Trustee shall vest in the successor 

Trustee, and thereupon all future liability of such Trustee 

shall terminate: provided, however, that the Trustee shall 

execute, acknowledge and deliver all documents and written 

instruments which ar.e necessary tc/ transfer and convey the 
' 

right, title and interest in the Trust ~ssets, and all 

rights and privileges to the successor trustee. 

The Board of Directors. of the Company, upon receipt 

of or giving notice of the resignation or removal of a ,. 

Trustee, shall forthwith appoint, by resolution of the Board 

of Directors of the Company to appoint .such Successor Trustee 

within sixty (60) days after notice of resignation or removal, 

the Trustee may secure the appointment of such Successor 

Trustee by a court of competent jurisdiction at the expense , .. 
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of the Trust. Any Successor Trustee so appointed,may qualify 

by .executing, acknowledging and delivering to the Board of . . 

Directors of the Company an instrument accepting such appoint-

ment, and upon delivery such successor, without further act, 

shall become vested with all the right, title and interest, 

and discretion and duties of the predecessor Trustee wj,th 

like effect;; as if originally name.d as Trustee herein. 

ARTICLE IX 

Amendment of Plan 

9.1 Amendment. The Company, by Resolution of its 

Board of Directors, shall have the right to amend this Plan 

and Trust Agreement at any time and from time to time and in 

such manner and to such extent as it may deem advisable 
I) 

subject. to the following provisions: 

(a) No amendment shall have the effect of 

reducing any Particip<mt' s interest in the TrUst Fund. 

· (b) No amendment shall have the effect of 

diverting any part of the Trust Fund to persons or purposes 

other than the exclusive benefit of the Participants or 

their beneficiaries. 

(c) No amendment shall have the effect of 
'*I \\ 

' . ,, increasing the Trustee's duties or responsibilities w~ t·hout 

its written consent. 
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ARTICLE X 

Terminationand Discontinuance of Contributions 

10.1 Termination. Iri the event the Company decides 

it is impossible or inadvisa.ble for the Company to continue 

the Plan, the Company, by Resolution of lts Board of Direc

tors, may terminate the Plan by appropriate resolution. A 

copy of such. resolution shall be delivered to the Committee 

promptly and as soon as possible t)l.ereafter the Committee 

shall send or deliver to the Trustee and to each Participant 

of the Plan a copy of said resolution. Upon and after the . .. 
effective· date of such termination, the C01)1pany shall not 

make any further contributions under the Plan and ·no contribu

tions under Artiqle IV ne.ed be made by the Company applicable 

to the quarter of the Plan Year in which such termination 

occurs. 

10.2 Disposition of Accounts. On or before the 

effective date of termination, the Committee shall direct. 

the Trustee to proceed as soon as possible, but in any event 

within six (6)' months from such .effective date,. to reduce 

all of the assets of the Trust Fund to. cash in such propor

tions as the Committee shall determine and, after first 

reserving therefrom such sums as it may deem to be reasonably 

necessary for its expenses and compensation for any liabili

ties, absolut·e or contingent, chargeable to the Trust Fund, 

to distribute the balance of such assets among the then 

Participants of the Plan, each such Participant to receive 

34 



• 

• 

I 
I 
l·• 

1 
I 

. 

• 

' ' '-.j 

his pro rata share of the assets of the Trust Fund. The 

Trustee and the Committee shall continue to function as such 

for such period of· time as may be necessary for the winding 

up of this Plan and for the making of distributions provided 

in this Article. 

10.3 Discontinuance of Contributions. In the 

event the Company decides it. is i:npossible or inadvisable to 

continue to make contributions under the Plan, the Company, 

by Resolution of its Board of Directors, may dis.continue 

contributions to the Plan. Upon and after the effective 

date of such discontinuance the Company shall not make any 

further contributions under the Plan and no contributions 

under Article IV'need be made by the Company applicable to 

the quarter of the Plan Year in which such discontinuance 

o9curs. The discontinuance of. contributions .on the part of 

the Company shall.not terminate the Plan as to the funds and 

assets then held by the Trustee, or operate to accelerate 

any payments of distributions to or for the benefit of 

Participants or beneficiaries, and the Trustee shall continue 

to administer the Trust Fund in accordance with the provisions 

(\ 

the.Company to contribute to the Trust in any period when no 

contribution is requ~red under Article IV shall not operate 

to discontinue this Trust • 
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ARTICLE XI 

Miscellaneous 
'C) 

11.1 Contributions Not Recoverable. It shall be 

impossible for any part of the principal or income ·to be 

used for, or diverted to, purposes other than the exclusive 

benefit of such participants or their beneficiaries, except 

as follows: 
('· 

" (a) In the case of a cont:ribution which is 

(i) made by a mistake of fact. or (ii} cdhditioned on quali.fi-

cation of the Plan under Sections 401, 403(a) or 405(a) of 

the Internal Revenue Code and the Plan does not qualify, 

such contribution may be returned to the Company within one 

(1) year after it is made • 

(b) In the case of a contribution conditioned 

on the deductibility thereof under Section 404 of the Internal 

Revenue Code, such contribution.may, to the extent such 

deduction is disallowed, be returned""to the Company within 
li, 

one (1) year after it is made. 

(c) In the ''case of any residual assets 

remaining after satisfaction of all liabilities of the Plan, 
II 

a dist,:~ibution to the Company may be made of such residual 

assets. 

11.2 Limitation on Participants' .Rights. Participa

tion in this Trust shall not give any employee the right to 

be retained in the Company's employ, or any right or interest 

ih this Trust other than as her'e'in provided. ·The Company 
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reserves the right to dismiss any employee without ar.ly lia

bility for any claim either against the.Trust Fund, \3xcept 

to the extent provided for herein, or 'against the Company. 

All benefits payable hereunder shall be provided solely from \\ 

the j' 
Fund; and the Company assumes no responsibility for the 

acts of the Trustee. 

11.3 Rec~ipt of Release. Any payment to any Par

ticipant or his legal representative or beneficiary, in . 

accordance with the provisions of this Agreement, shall, to 

the extent thereof, be in full satl;sfaction 
. « 

Trustee, the· Conunittee,\\and the 
;__ ;;-,;-

of all claims 

against the Company, and the 

Trustee may require such Participan~, legal representative 

or beneficiary, a~ a condition precedent.to such payment, to 

execute a receipt and r,elease to such effect • 
' 

11.4 Non-Assignability. None cf the benefits, 

payments, proceeds or claims of any Participant shall be 

subject to any claim of any creditor. of any Participant and, 

in particular, the same shall not be subject to attachment 

or garnishment or other legal process by any legal creditor 

of any Participant, nor shall any such Participant have any 

right to alienate, anticipate, conunute, pledge, encumber or 

assign any of the benefits of payments or proceeds which he 

may expect to receive, contingently or otherwise, under this 

Agreement. 

11.5 Governing Law. All legal questions pertain

ing to the Plan shall be determined in:accordance with the 
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Employee Retirement Income Security Act. of 1974, and to the 

extent applicable, in accordance with the laws of the State 

of California. All contributions made hereunder shall be 

deemed to have been made in the State of California. 

11.6 Time Limit. Pursuant to Section 715.3 of the 

Civil Code of the State of California, this Trust shall . . 
continue in perpetuity unless soo.ner terminated as provided 

herein. 

11.7 Relinquishment. to Fund. If the Commi-ttee 

acting in good faith, and with due diligence upon information 

available to it, cannot locate a person entitled to any 

benefit under this Plan within a period of two (2) years, 

such interest shall be relinquished at the end of such 

period and shall be allocated among the profit sharing 

accounts existing as of the close of the next preceding Plan 

Quart€1r, in the manner provided in ·section 4.5. 

11.8 Headings, Etc., No Part of Agreement. Headings 

and subheadings in this Agreement are inserted for convenience 

of reference only and are not to be.considered in the construc

tion of the provisions hereof. 

11.9 Successors and Assigns. This Agreement shall 

inure to the benefit of, and be binding upon, the parties 

hereto and their successors and assigns. 

11. i 0 Notices. Any notice, demand or other writing 

which may be given hereunder to either party hereto or to 

the Committee shall be given by'registered mail directed as 

follo~s: 
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See's Candies, Inc. 
El Camino Real at Spruce Avenue 
South San Francisco, California 94080 

See's Candies, Inc. 
Profit. Sharing Plan Commfttee 
El Camino Real at Spruce Av!d',nue 
South San Francisco, California 94080 

Crocker National Bank 
611 West 6th Street 
Los Angeles, California · 90014 

Each such notice shall be deposited in the United St,ates 

mail as registered matter, postage prepaid, and shall be 

deemed. to be given on the day following the date of mailing. 

Any of the above parties may at any time or from time to 

time by notice in'writing to the remaining parties change 

the address to which such notices, demands, or other writings 

are to be mailed: 

ARTicLE ?CII 

Liability and Indemnification 

12.1 Indemnification. To the extent permitted by 

law, the Company may indemnify any Committee member or such 

other persons as the Committee may specify, who was or is a 

party, or is threatened to be a party to any threatened, 

pending or completed action or suit, where such action or 

suit alleges an act or omission in connection with administra-

t:ion, management, or invt:!stme!'}t activity under the Plan. 

The Company may also purchase liability insurance for such 

persons in the case of any such action or threatened action 

or suit • 

12.2 Fidelity Bonds. Fidelity bonds covering 

those persons having authority to handle Plan assets shall 
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be purchased with Plan funds unless the Compan~ shall elect 

to bear the expense of such purchase. 

ARTICLE XIII 

Application for Benefits 

13.1 Application for Benefits. The Committee may 

require any pe.rson claiming benefij:s under the Plan to 

submit an application therefor, together with such documents 

and information as the Committee may require. In .the case 

of any person suffering from a disability which prevents 

such claimant from making personal application for benefits, 

the Committee may,. in its discretion, permit application to 

be made by another person acting on his behalf. 

13.2 Action on Application. Within sixty'·'e (60) 

days following receipt of an application and all necessary 

documents and information, the Committee,·or its authorized 

delegate, shall furnish the claimant with written notice, by 

mail, of the decision rendered with respect to such applica-

tion. Such written notice shall set forth specific reasons 

for the decision, with reference to Plan provisions upon 

which the decision is based, a description of any additional 

information or material necessary fol:" perfection of the 

applica.tion, if necessary (toget)ler with an explanation why 

such material or information is necessa~y), and an explanation 

of the Plan's claim review procedure. 

13.3 Appeals. A claimant who does not agree.with 

the decision rendered with respect to his application, may 
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appeal such decision to the Conunittee. Such appeal shall be 

made, in writing, within ninety (90) days after the date of 

notice of the decision with respect to the application, or 

if the application has neither been approved nor denied 

within the sixty (60) day period provided in Section 11.2 

above, then such appeal shall be made within ninety (90) 

days after the expiration of such sixty (60) day period • 

Such claimant may request that his. application be given· full 

and fair review by the Conunit:fee. Such claimant may review 

all pertinent documents and submit issues and comments in 

writing in connection with the appeal. The decision of the 

Conunittee shall be made promptly, and not later than sixty 

(60) days after the Plan's receipt of a request for review, 

unless special circumstances require an extension of time 

for processing, in which case a decision shall be rendered 

as soon as possible, but not later than one hundred twenty 

(120) days after receipt of a request for review. The 

decision on review shall be in writing and shall include 

specific reasons for the decision, written in a manner 

calculated to be understood by the claimant with specific 

reference to the pertinent Plan provisions upon which the 

decision is based. 

ARTICLE XIV 

Merger 

Notwithstanding any other provision in this Plap., 

this Plan shall not in whole or in part merge or consolidate 
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with, or transfer its assets or liabilities to, any other 

plan unless each affected Participant in this Plan would (if 

the Plan had then terminated) receive a benefit immediately 

after the merger, consolidation, or transfer w)1ich is equal 
fr-

to or greater than the benefit he would have b,iben entitled 

to receive immediately before the merger, consolidation, or ,, 

transfer (if the Plan had then terminated). 

EXECUTED this /tf'/t~.day of . ~~z r 1976. 
( 

CROCKER NATIONAL BANK SEE'S CA DIES, INC • 

By ________________ __ . By 

' 
By ________________ _ 

,:• 
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KITCHENS AND SHOPS CONVENIENTLY LOCATED 

· AI·1ENDHEtlT TO AGREEMENT 

Agreement made this 15th day of July, ·1975 betl~een ~ . : CANDIES, IrlC., a 

,;/. California corpdration {"the COMPANY") arid EmiA~D G. PECK ("PECK"). 
. "• 
. · .. 

. .,;;.:-

. ,, 

I~HEr<EAS, the parties have entered 'i,nto an A9reemeht dated 
August 14, 1964 and have amended s.aid Agl'eement of August 14, 1964. 
by an Agreement dated August 18, l969 and have extended the term of 
employment pursuant to said Agreement by letters dated April 15, 1970 
and Apri 1 29, 1971; (the aforesaid Agreement as amended and extended 
being hereinafter referred to as "the Agreement") •. 

WHEREAS, pursuant to the Agreement, the CONPANY \'Ia~ to pay PECK 
<tdditional compensatioA in the total amount of $300,000.00 payable in 
72 monthly ins·tallments of $4,166.67 commencing September·l, 1972; 

'.! WHEREAS, there was remaining unpaid to PECK as of February 28, 1975 
and prior to the payment due on Harch 1, 1'975 a balanceof.$175,000; 

G . 

~/HER2AS, the parties desire to change the amount of sa.id monthly 
instal'lments: 

IT IS THEREFORE AGREED: 

1.. Thateffective with the monthly payment due on l1arch 1, 1975 ,. 
the balance to be paid PECK under the Agreement sha.ll be paid·· 
in monthly installments of $2,500.00, with the last installment 
payable on December 1, 1980. 

2. · To make adju.stment for· the fact that pilynients made for 
11arch 1, 1\pri 1 1, May 1, June, l and July 1, 1975 have been 
paid at the prior rate, no payments will be n)ade on August 1, 
1975 or September 1, 1975 or October l, 1975 ~nd an appropriate 
reclucti on 1~i 11 be made in the payment due November 1, 1975 so 
as to give effect to the ne1~ rate of payment as of March 1, 1975, 

• 

·IN WITNESS !-/HEREOF, the parti.es have 
executp_::: .. ~· instrument1'~·day .• ~n~;,? · 

~ .... ~lt"-\{f.,·tc?. c~.· y_cj~. 
EDWARD G, PECK •· I . J 
SEE'S CANDlES, INC. ···•·· 

%.).,//d. By:!!i:;t? /:-.~7;,, 1J1ifj5~ 
CHARLES tl. IIUGGl S , f-

President 
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BJ.Uil CIII P S.TA.'II'S 
F.~IPLOYf:ES' i'.llNS ION I' LAN 

AI Ill 
1P.liS'f AGitEJlMilm· 

Bhic· Chi}; Stamp Compnny, pursunrit to rcsol._utions of its noard of 
Directors, adopted the Rim• Chip Stamps l!mplo}•ccs' Pcn'iion Plan and 
Trust Agrce~ucnt on fl~brun1'Y Ll, 19fi5 to be cffcct:i\'C Januilry 1, 1965. 
Effective thereafter on July Hi, 1963 illuc ChiF Stamp Company \oo'<IS 

merged Uy sta':utory mt'rgcr into Blue Chip Stamps, h'hich Cm:~pany adopted 
the l•lan of the predecessor organization. Subscriucntlr ut varinus 
timos the Pt'i'ln wns <U1\cntlcU by Arncm.lmcnts Nos., 1 and 2, the most recent 
suCh amendment h~ing cffccti\lt: on J·anu:try 1, 1970~ Such Plan tor,cthcr 
with such 1\mcndmcnts shall ht3reinnftcr be designated· the "Prior Plan". 

Blue Chip St.amps pursunnt to resolutions of its Bo:?.rd of Directors 
adopted at meetings htJlt.l December 18, 19i5 and Ft'brunry 26, 1976 
elected to comprehensively amend the Pdor Plan tc· be_ ci:f£:cti·..-e on 
January 1, 1976. SUch comprehensive amendment hereinafter called the 
11 lllan" shall be app1 i.cnhl£> to employees in the scrvicr. of the Company 
on and after January l, 1976. It is not the- intent of this comprehensive: 
amendment to in any \i3}" alter the retirement or other vested benefits 
of former employees Hhose service with the CompanY terminated prior to 
January 1, 1976, not•- to diminish the accTued bCncfits as of December 
lJ, 1975, for thosC employees participating in th~ Prier Plan on such 
date. · 

'l'his Ap,rcci!lcnt, made .and entered into by :md benn~cn BlUe Chip Stamps, 
a California corporation, itnd Union Uank, a Ca.liforni,a corporation, sets 
forth the terms of a pension plan and trust. for qualified employees of 
Blue Chip su~mps • 

• 
AltTICLE !. 

DEFINITIONS 

As u~ed herein the masculine gender shull include the feminine and the 

singular shall inc-!ude the. plural. The foHo1dng words and phrUscs 5hall 

have the folloh·ing rnoaning5 unless a different meaning is plainly :required 

by the context: 

Plaf!. 

11Plan11 shall mnmi thf' Plan described herein 'and- designated a$ ·Blue 

Chip Stamps Employees,-• Pension Plan and Tru':>t AgrecmC'nt, as presentlY 

constituted or as it may, ft·om tim~ to time he;rcaftcr, he an,endcd. 

SeCtion 1.0~ Effective Date 

"Effective nate" of .this Plan· shall mean .January 1, 1965. 

S~ctiorL.l.03 - Annivcn~:ll"y Date 

"AnniVcr:-ary Date" of this Plan shall mean the nnnual annivers.:lrics 

of the I.:ffcctivc Date and for plirpos.cs of ihc Plan shall include the 

Effective. Date • 
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Section 1.04 

11l~lan Year" shail mean any cal cndar )·ear dt•1·ing the existence of 

the Plan. :l'hc first Plan Year shall commence With the Effcc.tivc Date • 

Company 

11Company" shall mc:un Blue Chip Stamps and such of lts present or 

future whotlr 6\"'lt:=d subsidiaries or affiliat<Cd corporations as may, by 

re~olutions of their respective Board~_-""'o_f_ Directors, approved by the Do:uU of 
. . 

Directors of Blue Chip Stnmps, at.~hcir- 01"1{\ expense eJect to adopt this pf:ln 

for the be~icfit Or their respective. cmploy~~s, and any successor corporntion 

of Blue Chip Stamps or of any su~h subsidiary or affiliated corporation 

resulting f'rom mr:r~cr, consoliclation or transfer of a~sets substantially as a 

whole, rthich successor ~hall expressly agree in \'lriting to continue the Plan. 

Socti'on l .06 Com~c:_ 

"C_onunittcc1
' shall mean the Pension Plan Committee provided for 

in Article II hereof. 

Section 1. 07 Plan Administrator 

"Plan Ad;;~inistrator'' shall mean th(: person or persons designated by 

the CC'l111:tittcc, whos(J responsibility it shall be to file \(ith the Secretary 

of "Labor the repOrts, descriptjons, end summadcs required by tht! Employee 

·Retirement Income Security Act of 1974 (Public La\o~ 93-406) ·, and who shall be 

rcS}lOnsiLl_c for determining the Premiums payable to the Pension Benefit 

Guat·anty Corporation. 

'*Trust" shall mean the Trust crt-a.tcd by this agrccmt~nt for the 

benefit of the Participants. 

Section 1.09 

11Trust Fuudll shall muan the assets· of the Trust cstablish~U p!.trsuant 

to this agreement. 

Section 1.10 

•1TfU!;tce" shall mean the Originhl Trustee of the Trust FunJ and any 

suCceSsor Trustee. Any cor~pany into which the Trustcl! may be rncrged or with 

w'hich it. may be consolitl:ttcd. or nny. company rcsul_ting from any merger or 

consoHdati.on t'l t:hich thu Trustee may bf.: a party, or ~my comp~ny succeeding 
' 

to the b~!siness of the Trustee, shall be the successor Tt·ustt'c _hcl'cunJcr 

tdthout the ._,xocution of nny Jl:lP('rs or further actic•n oh tho 11art of the 

part.lcs hcruto. 

() 
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Section 1.11 EnrolJed Actuary 

"Enrolled Actuary" shall mean n person designated by the Joint Board 

established by the Secretary of Labor and the Secretary of the Treasury as 

a person quaiificd to perform actuarial services and certifications ds set 

forth in Subtitle C, Title III of Public tab' 93-406. 

Section 1.12 Investment ~lanagc:_!:_ 

"Investment ,Mannger11
, .shall mean the original investment advisor 

of the Trust Fund or any succe_sso1· investment advisor. The Executive 

Commi ttt::!c o£ the Board of Ulrectors of the 'company ("Ex"cutive Committee") 

shall appoint such Jnve$tment ~tanager, who sha 11 b~- an investment advisor 

registered under the Investment Advisors ACt of 1940 or a bank or 

insut"ance company as dt-fincd in such Act, and the· tnvcstmcnt ~kmal!Cr .:.hall 

acknmdcdge in writing that he is a Plan fiduciary. The lnvestmC.nt ·tlanagcr 

sh:'!ll be responsible for !Tianaging, investing and dispos~.ng of the assets 

of the Trust Fmtd. 

Named Fiducinr>• and Fiduciary 

"Named Fiduciary" shall have the follm~ing meanings: 

(l) The l!xocutive Committee shall be the "Named F-iducinry" whos~ 

rcsponsibiUtics simi! include the appc-intmcnt of the Commlttcl!, 

the establishment of the ~bro01d im·cstmL::'Iit goals and· objectives 

of the Trust Fund, the ·sel~ction. of the Trustee ultd the 

appointment of the lnvestmt>nt :.fanagcr. 

(2) The Committee shall be the "Named Fiduc;Jary" designated to mannge 

and administer the Plan, and to monitor, rc\•ie\~ and report at 

annual intervals to the Executive Committee, or at such ether 

·times as the Executive Commit-tee in its discrctioa shall direct, 

on the cff,~ct ivcncss of the Investment ~1:-in:tgcr in achieving 

objectives Set forth by the Hxccutivc C:ommittce. 

11Fiduciary" shall have the fo1loNing meanings: 

(3) The Tr~stec shall be the "F;i.duciary'1 designated to act--as 

custodian of <.~ny funds contrjhutcd by tlw Con~p_:ll1y qnd anr candn;;s 

on such funds, in nccol'dance \>lith the terms ot this agreement. 

Unless uppointcU b)' the F.xccutivc Commlttce to be the Invl!stmcilt 

~l:tnas:cr, the Trustee shall hnvt~ no t\ .. spnnsjbi1ltics in rt>spcct 

Of the im·c~tm~nt (ll' management or tlw 0\SSL•!:s of_ the Trust FunJ • 

_ (•1) The lnvc:;tment: H:an~t:c.;. shnll be tlw "Fiduci:tt'Y" dt-sign&tt!':.~ tu 

maragc and invest the Trust J:uud ar.sCts. 
,, 

• 3 - ··. 
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Section 1.14 

"l:mploycr." shnll me-an any person in tho cmploym~nt of the Compony 

provided th<1t 11llm(lloyoc'1 sh:.ll not include: 

' (1) Any person employed by the Company who is covered under any 

• othe-r deferred private pension, pront-sharlng or other :retire

ment plan to which the Compnny contributes, or 

• i! 
I,' 

• 

I ,, 

(2) Any person h'hosc conditions of employment arc subject to collccti.vc 

bargaining and whose co] lccth·c barguihing agent has not expressly 

agreed in h'ri ting to the inclu~ion of said person in the Plan. 

(3) Any person hired for the fir!3t time on or after January 1, 1976 

after huving attained the age of sixty (6G). 

Section 1.15 Vcst.i'ng Service 

"Vesting Scryj cc11 shall mean an Employee 1 s period of service with 

the Company commencing \dth his most recent }:lire date or subsequent to 

his attninmcnt of ~go tuenty-t1~0 (22), lf Inter, ant! shall be deemed to include 

the follmdng: 

(1) Any period of Continuous Service prio1· to Jmtuaty 1, 1976, 

as such is defined in the Prior Plan; 

(2) any ca)endar year beginning on or aftor January 1, 1976 during 

which ian Employee :->hall have been paid directly or indirectly 

(as set forth 1lercinaftcr in this Section) for at least oue 
I~, • , ' 

thousand (1,000) hours b)"' the Company and which· shall Constitate 

one (1) full yc~~~\,?f Vesting Service.; provided .that, for 

purposes of establishing nn Employee's Elii:,ibility Dar.c sUch 

period may mean the tllclvc (12) month .Period bezinninr. ori his 

employment date; 

(3) any pedor.J of time during which an Employee is absent from 

such scrvicu for ncti vc service in tf1C Al'll!ed Forces of the 

Unitcr.J States in time of war or national eiil;•rrgcncy, or in: 
i' 

corrpulsory service rcq•Jircd under th.c la>"s iJf ·the Un.ited St.rites 

of America or in voluntary scrvicu dut·fng a period '~hen lcmS 

of the United States of AI_~Cl~ica requiring com!Julsory scrvjcc 

arc in effect wh~thcr durjng tinm of war or otherwise, 

provided that !iUch Employ<:c ret:urns to emplurment with the 

Company within nin~ty (90) days or such longer pcriod,as may 

be set by the l;:u~s of th~ United StnttlS of A111crica following 

the date Hhca he ls ftr~t <'lir,ihlr: for discharge or scvcr:mce 

from uctiVc service Jn th~ A1·mcd ftorcr.;; of the United State~; 

-4-
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(4) leave of abs~ncc with or without pay grautqd by the Company 

in writing for any purpose, provit.lcd that stich leave of absence 

is follo\ol'~d by a return to work before or at the expiration of 

such leave of ahscncc or tin); extension thereof; 
// 

(S) any period durinr. \oo'hic~;···Jn cn:ployee is an Inactive Participant 

(6) 

as set forth i11: .. S~~tion 1.21, provided that his seniority is not 

broken; 

any period 

;: 
\•, 

dU·~~.ng which an J!mploycc shall be disabled in 
\\ 

accordance with ·.·~lie provisions of .Section 5.07; ami, ,, ,, 
(7) any other nbscnc~ from employment not covered by the forc.going 

provisions of this Section 1~hich shall be dctcrr.1incd by the 

Conunit.tcc not to be a break in Vesting Service. 

In dctcrminjng an Employee's Vesting Service the Committee shall trent all 

EmployC<'s in similar circumstances alike and in no event shall a' detcrminntion 

bt> mad>) which shall discriminate in favor of c.r against mty f:mploycc. 

An unauthorized flbscnct::! shall be conside·red a termination of employr:1cnt 

seven (7) calcndo.r days after the commcnccm_cnt of such absence. 

For the purposc:s -of the fnrcgoing sub-paragt·ilphs (3) through (7) Vesting 

Scn•icc sluill be credited at the rate of forty (40) hours per 1~cek d~t::--ing 

such period or such other rc~gular working schedule as shall apply to th" 

Employee on the date such period cc-mmences. 

Subject to thp '"foregoing considerations, ar. Employee'~ Vesting Service 

shall be deemed t~:-bc broken lf he is paid directly or 'indirectly for fcticr 

than five hundred (500) hours during any calendar year (Plan Ycat'). In the event 

that a br<.'nk in an Employc~c's Vesting Service: ()ccurs, his service \dth the 

Compt~liy shall be deemed tet·mirfatcd for Plan purposes on .January 1 of the y~ar in 

which the brcul: occur>.·cd. If such an e111ploycc again bet.~omcs an F.rnployee 

as defined ia Section 1.14, h<.' may he considered as a new f:mploy'.~c or as a 

rch1stated Participant in accordance \tith the tcr!ltS of Scc:t:.ion 3.06 h<.'rcuf. 

Section l.}U 

"Eligibility Date" shall h:wc the following me3ninr.s: 

(l) As resp~cts a l':lrticipant in the Prior Plan on January 1, 1~76, 

"lllicihility Date" shall me{m the Jnnunry 11 or, if earlier, the 

Ju!y 1 coinciding with Qr, otherwise, next following the date 

the i:mplnyce CO!;jpl!!t<.'d one (l) full year of Continuous Sl•rvicc, 

as dcfjn(ld um1Cr the Prior Plnn, und hatl att:dncU nge twenty-

five (2$), 

-s-
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(2) As rcspcct5 nn F.mploycc becoming a Participant in tho Pl:In after 

January 1, 1976, Eligibility Date sh<~.ll mean the -Annivors<~.ry 

Date, or, if caTlicr, the Ju1y 1 coinciding .with or otherwise, 

next following the date tho Employee completes one (1) year of 

Vesting Service, as defined heroin; provided that the Emplo}'ec 

sh11U then have attained at least age ~wenty-fivc (25). 

Sc:c'tion L 17 ParticiJ~~ 

• -i 
11 Partid.p;:mttt shall mean an Employ_~:c who -has attained his Eligihi 1 ity 

nate :md \-.'ho thc1·eupon _purticipates and cOntinues to participate in the Plana 

Sc..::tion la18 Earn inns 

"Earnings" shnll mean the amounts paid by the Compnn}' to an F.mployee 

as basic.· salcrvy and/or \Y'ngcs, but docs not include :my overtime, commission, 

bonuses, shift )liffcrentiills, expense allowances, sc\•crence _pay, incentive 

payments or any other form of continf!cnt compensation, or -any compensation 

paid to an employee \l'hos_c p~rticipation has been terminated by reason ·of 

h;.s becoming nn Inactive Participant. 
'.\ 

§_cction bHJ Average 1'-ionthll':E,arninR:!. 

"Average r.:onth1y Earnings" dut·ing a Participant's Bcn~fit Service 

shall mean one twelfth (l/12th) of the average of the Annuali.zcd Etd.·nings 

received hy a Participant during his yeaTS ~f participation aftei_" December 

31, 1964. Annualizdcl Earnings for cac:.h Plan Year in such period shall mean 

the Participnnt 1 s Earnings d1.1ring the Plan Year divided by his Benefit 

Service earned in such Plan Year. Average 1'-fonthly Ea-rnings as of a 

particular date shall be obtained by .::;umming. the Participant's Annualized ,, 
llamings after lleccmhcr 31, 1964 and by ~h·iding by the number of months 

included in the period uf his partic_ipatlon after Occcmbcr 31, 1964, to such 

date,. An)' partial month for which pay shall Le received i.n the yca1· of' 

rctil·cment or termlnntion shall be cxc1ud~tl in determining Average ~1onthly 

Eanlings. 11~fonth11 in such case shall mean the fiscal month used by the 

Company for payroll -purposes. 

Section 1.20 

11Pr.cmiums11 shall me:tn the nmO\.tJlts p:dd by the Company to the reusion 

Benefit. G1.nu·:mty Corporlltion, established under Pub1ic Lm-: 93-406, such 

Prcmituns: heine nppiicd to csteblish funds for tht', purpose o~ guarnntcoing 

tl1e pnymcnt of cc1·t.ain h:1r.ic nnd non-ba~ic benefits accrued under pJ:ms 

which nrt! not n,ulti-cmploycr plans. 
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Section 1.21 bactj vo Part icj pant 

"inactive Participmt" shall mcali a former Participant whose conditions 

of cmplo)•mcnt have been changed, without an intervening break in h~s Vesting 

Service, suCh that he is no longer an Employee, as described in Section 1.14(1). 

Section 1.22 Benefit Service 

nBcncfit Service" shall mean tho sum of a Participant's Prior l!encfi t 

Service and his Future BcOJcfit Service. Benefit Service is the pc_riod of 

.!icrvicc used in determining the amount of the Participant 1 s Plan_ benefits. 

Prior Ucncfit Sc.rvicc 

''Prior Be1eefit Service" shall mean a Participant's Continuous Service, 

as defined in the Prio1· l,lan, measured f1:om his Eligibility Oate through 

December 31, 1975. 

Section 1. 24 Future Hcnofj t Service 

"Future _Ucncfit Service" shall me:m the Benefit Service a Participant 

accrues aftc:r Decemh<:r 31, 1975. A year of future Benefit. Servjce slHlll be 

gr:mtcd for each calend>11.~ year in "''hiclJ. a P;trticipant shall be paid directly 

Ot' indil·ectly for two-thousand (2,000_) or more hours. For any other year of 

.ser.dcc a Participant shall be credited 1dth a fractional year c£ Bcnt!fit 

Service cqm!l. to the ratio (c~rried to four (4) places after the decimal) 

of his directly or indirectly ptli.d hours during such calendar year to t1w-

thousand (2,000) hours; providcC that. cxcc-jJt in the calendar years in 

which his participatio,l begins or l:e becomes a reinstated Particip::l'lt a1id 

the calendar year in which his Retirement Date shall occur, no Benefit 

Service !1hall accrue for any calCndar year du1·ir.g 1-:hich an Hmpl oycc shal 1 

be directly or indirectly paid for fc1~·cr than one-thousand (1,000) hours. 

In the event that a Participant shall be g1·anted a bad ... -pay mmrd, the hoUrs 

Tf?!atcd to S1.1ch award shall he credited tiJ the period to which the a;o.·ard 

applies: rather than to the period dUring ,~·hich the back-pay shall have l•ccn 

rcccjxed. 

Section 1.25 RctiremC'nt D.ltc 

I ' - ';\ • 
'Rctncrn~nt Datc11 shall illcan' eJ.thcr a Particiimrtt 1 s -Early, Nonilal or 

Late Retirement Dati!, whichever the context shaH indicate· as bcj;;;~~applicahlc~ 
Section 1.26 ~ormnl Rctircn~~U!.!!.!.£. 

A l'articip~nt 1 s "Norm:tl RctJ.rerr.t!nt Oatc" shall' inc-nn the first d:1y of 

·thtJ ·month coinciJinr. With or, otl,erwb.c, n_cxt fo'll01dng his sixty-fifth 

(~Sth) bjrth<l:ty. 
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Section 1.'27 Early Retlrcincnt Oatc 

A Participant! s 11 Early Rc_tircment Date" shall mean the first- -<;itt)'·' of the 

month as of whh!h the Participant shall elect, with the consent of the Chief 

ExecutiVe Officer of the Company (or if he is the Participnnt, with the 

consent of the Board of Directors of the Company) to retire follo1dng his 

termi11ation of cl'lploymcnt 1-dth the Compan)', provided thnt such t:nrly 

Retirement llnte shall occur on or after the Effective Date hereof and, 

provi~cd further_, that the Participant shall have: 

(1) attained his fifty-fifth (55th) birthday. but not his NorMal 

Retirement Dntc, 

(2) conplctcd at least ten (10) years of Vesting Service. and 

(3) fHcd his application for retirement 1·1ith the Comm.ittce at 1 cast 

thjrty (30) -days in advance of the comnwncemcnt of his reUren1ent 

benefit payments on his Carly Retirement O'ilte. 

Section 1.28 Late Retirement -Date 

A Participnnt:s "Late Retirement Date" shall mean the first day of the 

month as of whidf the Particip3nt shall elect to tc!·minnt" his employment With 

the Company and retire, provided that; 

(I) s:.~ch Late Retirement Date shall occur subsequent to the 

Participant's Normal ltetirc~mcnt Onte, and 

(2) the Participant sh;:-tll have filed his applic'ation for retirement 

with the Committee at least thirty (30) days in advance of . 

his Late Retirement b<.1tc. 

The election by a Partic_ipant to dcf<.!r his retircme:nt hcyond his Normal 

Retircmt>nt Date shall be sUbject in cvcrr case to th~ continuing nppro\'al of 

the Chief Executive Officer of the Compuny (or if he is the Participant, 

with the consent of. the Ro:1rd of ·Dir~ctors of the Company). Such approval 

may be td thdrm:n with rcsp~ct to ·the further deferment of a Participnnt 1 s 

retirement <tt any time. In such event the foregoiilg filing rcqui·c~mcnt 

shall not be applicable and the Participant shall be retired as of a date 

d~::tcrn.incd by the Committee. 

Section 1.29 - Totnl and l'cnmncut IHso1hiUty 

11Totnl anJ Penn~ncnt lUsahiiity11 shall mean a physical or mental 

com!ltion, as dctcrmincJ in ct..:ccnlnncr. with Scctjon -5.07, k'hii::h it is prr.:;emed 

will pcrinal'l'lltly ·prevent a l'a:·tifipant fr"ci'm cng:1ging i_n. any regular 

c1!1plcymcnt \\'i t.h 'the Cor.-apany. 
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Sect ion 1. 3q_ Oisabil it\' D:ae 

!1Disability nate" shall mean the first da.y r.i." the m:>nth which coincides 

with or, otherwise, which ner.t follo\"S the ,.;lntc when a P'ctrticipant shnll become 

totally nnd permanently disabled. 

S~ction 1.31 - Vested Right 

uvcstcd Right." shn.ll r.•cau the l'ight that a ·former Participant h:.ts to a 

Vested Deferred Retii·cment Ucncfit comr.:.cncing on his NOrmal l{ctircmcnt llatc 

when hiS Vcstinz Scn·icc is broken prior to his N()rmnl Retirement Date. 

Such Vc"stcd Deferred Retirement Bcncn t, described in Section 5.08 

hereof, shall be payable only: 

(1) if the former Participant had accrued at least ten (10) ycnr~ 

of Vesting Service at the date his cmp1oymcnt Hith the Company 

terminated, and 

(2) if he docs not become a reinstated Participant as set forth 

in Section 3.0(:- hereof, and 

(3) if he survives to his Norm'll Rcti rernent Date and thereafter makes 

·proper application for such hcncflt, as set forth in .Sec.tion 5.08. 

Section 1. 32 ..: Cont_:i!!.s_ent Annuitant 

11Contingcnt Annuitant" shall mean the pcrso:1 dc~dgnated by a P~rticipant 

to receive benefits under a Continget~t Annuitant Option, in acc-ordance with 

the terms of Section 5.10, fo~lowing the P~rticipant's death on or after his 

Early or Normal Retirement Date .• 

Section 1.33 - 8eneficin.ry 

"Beneficiary" shall mean a person or persons designated by t! Pnrticipant 

in accordance w:Hh the provision of Section 5.10 to receive any death benefit 

which shall be payable under this Pl:m. 

Section 1 • 34 Monthly Prjm1rx..._§pcial Security Bencfi t 

"~tonthly Primary" Social ncmt-iit" shall me-an the monthly prill:ary bcncfit 1 

if any, actually payable to a Pal'tl~ipant under the Sodal Security l:H"' in 

effect -on his Retire:nent llatc and shall include any such bcnefi t t:hich would 

have been payable had hi) not fa.ilcd to mnkc applir.ation therefor, or which 

would have been parable hgd his earnings not then or thereafter made him 

ineligible for such benefits • 

Section 1.35 r.sthmtcd ~fonthly P:dma..:J::: Soci:1l Security 1\cncfit 

"Estitrail tt!d f.fonthlr Jlrj m'!_rY Soc i:J.l Secur.i ty Hcncfl t" shall mear. tht~ 

n1ont.hly pl'imaTy oltl-ngr. benefit a!'isumcd p.ay:1hle to a Prarticip·ant upon his 
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Normal R~tircmcnt Date when his service with the Company terminates prior 

to age sixty-five (65) under conditioas such that he has a Vc$tcd_RiJ!bt, is 

eligible for Early Retirement cr his spouse shall be eligible for a Sui"vivor's 

Benefit, assuming the follci\dng conditions shall apply in computing such 

estimate: 

(1) 1·11c estimate shal 1 be. bascO upon the Social Security law 

in cffc~t on the d::ttc his service with the Company shall 

terminate; and 

(2) II is monthly Earnings on such date· shall be ass_umod to 

continue in cffccL until the c~lcndar year next preceding 

tltc year in \'lhich he. shall attain the age of sixty-five 

(65); and 

(3) His monthly Earnings on such date shall b~ assumed to have 

been in effect f:ram· calendar year 1951 (or the calcndm· 

year next following his attainment of: age tNcnty-onc (21), 

if later) to such date for th.C purpose of determining his 

Soci.al Sccurit)' a\'crage tr.t)nchly wage, giving full effect 

tO Social Security Wage Bases ,,·hich cxistC'd prioi· to sud1 

termination datcG 

The Pitrticipml\:. 1 s ·average monthly ,.,.age rfor SOcial Security ,purposes and 

his 11 Estimated f.fonth]y Primary Social Security Dcncfi t 11 shall be determined 

as though the Part~cipant shall h'ork to age sixty-fiv~ {65), bas~d upon 

the foregoing conditions (1), (2) and (3). 

Sccticry 1.36 - Actuarinl Equi\'nlcnt 

"Actuarial Equivalent" shall ·!!lean 3 form of benefit payment ,..,hjr.h 

is aqunl in value to some other form of benefit p3yment, based upon 

Dlort.ality antl .int.cr~st rate asstunpt{ons adopted from time to time by the 

Coriu:~i ttce. 

Scc.tjon L37 ·Prior Plnn Ae:=crut'd Honthly Benefit 

"Prior Plan Ac.cruC'd ~fonthly BonCfit11 shall mean il Pnrtjcipant's 

monthly henent pa~·ahlc at Normal Retirement Dntc whjch 'waS· aC'.crucd under 

the Prior Plan for a· Participant's Continuous Service fro11l hls Eligibility 

Date through De:ccmb"r 31, 1975. Such benefits i\rc listed ft~Y. ciach 
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Participant in the Prior Plan on Dcc(:mhcr 31, 1975 in Exhibit A attached 

hereto. Exhibit A, while a p3rt hcrco_f, sh~ll not be distributed in full 

to the Pla.n Jl:trtlcipants. llo\\·cvcr; c<tcll ·Pat·ticipant shall be informed as 

to his o\om such',--~~incfits. 

.I.RTIC!.Il II 

Sec~ion 2.01 Appointment of Commit.tcc. 

The Committee shall coli.sh·.t of three (3) or m~rc members appointed 

by the Executive Co1nmittcc of the Company. The Conu:ittcc shall include 

officers of the Company, at lca::.t one of t.;hich shall be a Vice President. 

Such ncmbcrs shall hold office until resignation, dc;ah or removal by 

said Executive Con~.1ittcc • 

Section 2.02 ~~n<:!t:ion and RclilOVal of Members 

'Any member of the Committee may rt5sign at nny time by gh•i!tr,. 

written notice to the other members and to thP. 'Secretary of the Cumpany, 

cffcctlve. ns therein stated.. /my member who is an cmplo)'I!C of the 

Company ~ncl who leaves the employ of the Company slm 11 be d~cmecl to have 

resigned as a member on the date of hls termination of employment; provj dcd 

thlt, with the employee's consent, the. Executive Conm1ittec of the Ccmprmy 

may direct that suCh employee shall be retained as a mc.tr.bcr of the 

Commi t'tcc • 

Any n:cmbcr of the Cor.Jmittcc may~ at any time, be removed by the 

Exocutivc Conr.nittt~u of the Company. 
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Section 2.03 - Appointment of Successors 

Upon the death, resignation, or removal of any member, the ExecUtive 

Com.ilittcc· of the Company may, at its next regular meeting, or at a special 

mcctir,g if so deSired, appoint, by t·csolution, n successor. Notice of 

appoi,ntmcnt of a successor member shall he given by tht !Scc.rctal'Y oi the 

Company in writing to the Trustee and to the Comnittcc. Until receipt by 

the Trustee of such \~ri ttcn notice of any chan~c in membership of. the 

Committee, the Trustee Shall not be charged with kno\dcdgc. or notice of 

snch ch•mgc. 

Admjnistrativc Pm.,.crs 

The Committee ·shall havu full po\\'Cr to administer the Plan and to 

constt·uc and apply al 1 of its provisim1s. AllY action taken in good 

faith by the Committee in the exercise of authority conferred upon it 

by this Plat!. shall be conclusive nrid binding upon all Participants, 

Beneficiaries and ~ontingc.mt Annuitunts~ All discretionary powers con

ferred upon the COJiu:littce shall be absolute=, pt·ovidCd, hOI;'CVCl', ~hr.t no 

discretionary pOIV"~r shall be exercised in sUch manner as to cause or 

create discrimination in favor of Employ~cs who arc officers or· sh<lre

holde:rs of the Company or persons whose princip:~l duties consist in 

supervising the 1~orl; of other employees; or arc ·highly compensated 

cmplo)'ccs, or to discriininatc in favor of any otlfc:r employees. In 

nmplifi.cation of its pq,.,.cl'S and duties, but not b)' \V":l)' of linitation, it 

shall: 

(1) Decide all questions r~lnting to the eligibility of 

Employees tc become Ptn'ticipants, the contili'uity of service 

of an)• Employee or Partidpant, and the amount of bnnefits 

to which ttny Participant m;ty he entitled by reason of his 

tlenefi_t Service prior to or after the Effective Date horcof. 

(2)_ Be responsible for the cCMlpilation and maintenance of alF 

records it determines to be necessary, appropriate or 

convenient in connecti1.:'1n \·11th the Plan. 

(3) Autl1orir.c the payment of all benefits as they become payable 

under tho Plnn, which Jl~ymcnts, mcc~pt to the_ extent that they 
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may be mndc 'pul·suant to Scc.tion 2.04(4), shall be made by the 

Trust~C _,lpon writLCn insb.·uct.ion:> ·from the ·Committee and to 

prcsc·ribc .procedures fOr otffording any person eligible for bcn~fits· 

hcrcur.dcr with a hc~r.ing_ in the event such pci-son shnll be dissntis

ficd with 'the: Conunittcc'S determination of his rights under the ri'ane 

(4) The COmri\H.t~e may also ditcct the T-ri.Jst'C:c to ncgotjate with a 

!Cgal reserve life insutant:C companr for a gt::r.up annuity dcposl t 

administration contract or an immcdiat~ p:i_rth~jpation ~t:nrantccd 

contract, and ~o -deposit .with Sa,ill life insurance company, from 

time to time, ou!: of the funds of tho: T1·ust, such amounts as the 

Committee shrill dircct 1 o;hd to· cause ben~fit5 provided by the 

Plan to he paiU by said "life insurance coopany, pursuant to the 

tcrn1s of any suCh contract, which sho:tll not he inconsistent. wtth 

the Plan. 

(S) Receive 'ft·om the Company and £mp1oycns such information as 

shall be nccc~sary· for the JH:-oper administration of the Plnn. 

(6) Prepare and distribt.;~te, in such manner as the Committee or Plan 

Admini~trator determine to be appropriate; information explaining 

the Plail. 

(7} Furnish the ComPany or the ExeC\!tivc cc,rnmittcc such annual report$ 

with respc.ct to the ndminist;ation of the P1 an as arc rCasonable and 

approp:date. 

(8) ReceiVe and i"cvii.!H the annual valuation of the Phni made by an 

Enrolled ActuaTy. 

(9) o~~lcgatc t·o one or more of the members of the Commi ttec or the 

Plan 1\dministr:"ator the right to act in its behalf in all r.mtte;.·s 

conileC'.ted with thQ administ1·ation of the Plan and Trus't. 

(10} E1igag6 such lpgnl, actuarial, accr~unting anr.l oth~r profession-al 

services as it n.ay dct:m P-:-ojlcr <;.nd as may be r~quircd by t~xisti'1g 

laW. 

(11) Perform or cat•sc to be pcrfqrmcd such iurthei" ::~.c.ts as it may 

dcc::1 to be ncccssat·y, npp:--opdatc or convenient in the efficient 

administration of the Plano 

(12) Receive e:!ld rcvi'c~1 reports of the financhll condition and of 

the receipts and disburscmt~nts of the Trust Fund from the 

Trustee and such reports :,s ,the Corr' .. mittce shall deem necessary 

from the Invc!.i tmcnt ~l~mar.cr. 

-13-



• 

• 

• 

Section 2~05 Organization nf Cc.mmittel'; Ajl~intmcnt of At;cnts, etc~ 

The Comhittce may cstahUsh s_uch rules as lt deems desirable for the 

coildtict of itS affairs, and may appoint such agents, who need not. be members 

of the Committ,Ce, as it may deem nec:cssary for the eff~ctivc performance of 

its duties, aml may dclcg:.ltl! to such agents such powers and duties as the 

Committee may deem necessary or appropriate, excepting only th:~.t any dispute 

shall be determined by the Committee. 

A m:1jority of the mcmbe1·s of the Co111mittce as· constituted at any tjme 

shall constitute a quoruPI, and any acti<?n by a majority Of. the members present 

at any meeting, 01· authoriz~d b)• a majority of the members in \,-r:it.in& without 

a u.eeting, shall constitute- the i!Ction of the Commi ttec o A ·mcmbe>:r a= the 

Conmi.it~ee who is also a Pa·rticipilnt heretmdcr shall not vote on any ·quf!stion 

invo1 vlng his 0\~11 .interest Under the Plan, as distinguished fr01n interests of 

others similar.ly situated. l'hc Committee mny authorize each -or any one or raorc 

of its 111~rnbcrs to execute· any document or documents' oil behalf of the Committee_, 

in which event it shall _notify the Trustee in writing of such action ilml the 

name o::: names of .its. members so designated, and the Trustee shall thereafter . 
accept nr.d rely upop any document execUted by such mcr.tber or 11u~mbers aS 

rcprcscilt:ing action hy the>: Committee until the Cor..mittcC shall file with the 

"J:ru5tcc .. a written ri!\'ocation of such desi.gniltion. 

Soction 2.06 Compensation ;md Expenses of Committee 

Any com;:~cnsation paid to the members of the Conmlittee shilll be paid by 

the Co;npany and. t.hc Company shall reir.abursc them for any necessary expenditures 

incurred in the discharge of their d:Jtics as such mcn.bcrs. The compensation or 

fees, ns the case mily be, of all ofncers, agents, counsel, the 1'r•Jstcc, or other 

JlCrsons retained ttl:' emplored by the Cmmaittce shall be fi:r.Cd b)~ the Committee 

and any such fees ·sht.!.ll be pnid by th~ Coa1pany unlcs~ the Cc·mmittce shall othcrldsc 

determine that such payments shall he paid by· the Trustee from the Trust found. 

Preiniums payable to the Pel'ision Bcn~.~fit Guarnnty Corporation, ilS set forth in 

Section 1. 20, shall be pn.id by the Company. 

Section 2 o 07 Rccordr. 

ThC Comudttcc shall keep r1 record of all of its procr.cdings :md shall 

keep, or cause to be kt.1pt, all such bookS, accounts, records or other data ni1d 

pre-pare such statements and reports ju acCOl'daricc- with the requirements of 

the Public lm.z 93-406 nml nny tl\lings or rcgulotions issued Jlllrs\mnt thcr~of, 

or ad\_'i.:o:nblc in it~ judgment. for the admidstrat5on of the Plan and properly 

to reflect the affairs thc1·eof. 

-i4-



• 

• 

., 

• 

Any··pc.rson dealing with the Cor.unittcc mil)' rely on and shall be fully 

protected in relying on a certificate or :ncmorandum in Nriting signed-by any 

Corn;nittcc member so authorized, or by the majority of the members of the 

Coinrnittcc, as constituted as of the date of such certificate or mcmoi"anc.lum, 

as evidcm:c of ahy action taken or resolution adopted by the Committee. 

Section .3.01 

AHTICI.E II I 

PARTIC!I'AT!O~l IN TIIH PL,\N 

lioN E1 igib:i lity Octcrmi.ncd 

All eligible Employees arc entit-led to become Participnnts under this 

Plan. t\11 questions of eligibility shall be determined by the Conunlttcc, 

without disc:dmination in favor of or against any individual or class -of 

f:mployccs, and its decision shall be binding. upon all [mployc!C_~~ nnd other 

persons interested in or affected by the terms of the Piau anc! Trust. 

Section 3.02 Effect of Ahs~nce 

Any Employee 6ccoming. eligible to become a Particip;uit during a 

period of absence which, under the terms of Section l.lS hcrcofJ. is 

dete-rmined not to have resulted in a break irt his Vesting Service, ·sh<:~ll 

become eligible to participate on the 1\nnivcrsary Oate, or .July 1 if 

carlici', next following his return to work. 

Section 3.03 - Certification by Company_ 

At least fifteen (15} :days prior to each Anniversay Date and each 

July 1 the. Co~pnny shall transmit to the Cor:1mi ttce a certified list of all 

Employees of the Comp::my \>'hose Eligibility Oates, as defined in Section 1.16, 

shall occur OJ! such Anniversary Date or July 1. Such certified list shall 

be in such form and contnirt such informntion as the Committee nmy desire, 

and, except in the case of ;m immedintelj" obvious ~1istakc, such certified 

list shall not be questioned by the Co~ittcc. 

Section 3. 04 Notification to ~J_£).·ecs 

EvCty Employee entitled to pilrticipate in the Plan Under the 

proVisions hereof sh~ll be .:;o informed by tht~ Coi·<mittcc as soon a~; 

practicable. 
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Section ~.OS :Tmtct1vc Particlpnnts 

If a Participant shall become an Inactive Participant as provided in 

ScctJon 1.21 hereof, hC shall be entitled to .receive, Iollowit;,g his retirement 

as an Inactive Iiarticipatc '~-~ or after his Retirement Date. the monthly 

retirCmtmt benefits attributable to his Benefit Service prior to the dote 

when he became an Inactive Participant; provided that, ·on the date his 

service shall have been brl>kcn, he shall have completed at least ten (10) 

years of Vesting Service. 

If an lniictivc Participant's condition$ o~ employment arc ch;mgCd such 

that he becomes <:~n Employee as dcfhu!d in Section 1.14, he shall again bcco:nC: 

a Jlar'ticipant on the July 1 or January 1, whichevf.lr first ocC'urs, coinciding 

with, or otherwise. next follo1·1ing the date that he azain becomes an Employee. 

Any monthly retirement benefit which lll:l.Y accrue for his Benefit Service 

the·rcaftcr shall be in addition to the- monthly rctirer.umt benefit attributable 

to his Benefit Service prior to the date when he became an Inacti~e Partjcipn.nt. 

Section 3.06 Cancc-lltation and Rcinstatcmt'nt of Vcsti.ntt S~rvicc 

and Benefit Scrv.icc 

If a former P"articipant who hRs suffered n break or breaks in Vesting 

Service, in accordance with the termS of the last paragraph of Section 1.15; 

shall be reemployed as an Employee and if such Employee had not acquired a . . 
Ve~tcd Right, as set forth in _Section 1.31 .hereof, p·dor to his last break in 

Vesting Service, then the foUo1·1ing. shall apply: 

(1) if his number oF-'ConseciJtivc years of break in Vesting Service 

(2) 

is equal to or grce1ter than his years of Vesting Set·vicc, then 

all ,of his prior years of Vesting Service and Benefit Service 

shall no longer be credited to him, or 

if his number ;.lf consccuti ve years of break in Vesting Servic-e 

is less than his years of Vesting Sct·vice and he shall again 

have' satisfied the Conditions of Section l.lC1 (2) hereof, then 

his Jlrior years of Vesting Service and llt'ncfit Scr\·icc shul 1 be 

credited to him and he -shall be treated as a rcinst:ttcd Participant 

for purposes of the l~hm. 

If a former Part.icipaut 1dth a Vested Right, as defined in Section 1.31 

shall be subsequently rt"employcd under Cl)_nd.iticns suchthat he shall have 

satisfied the rcq,uh·cmcnts of Scct::.ou 1.16 (2) then his Vcstin~ Service and 

Benefit Service earned prior to the break in his Vt:sting Service shall be . . 
adJcd to his Vesting Service nnd Benefit Service earned subseque-nt to such 

break for the put-poses of dr:tcrmining hi.s benefit:;; un~:_~r t'lw Plano 
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Sccti on 3. 07 - Persons Trans ford nu lni Li:~ll y to "llmploycc" 

Status After the hffcc.tivc. Oot-c 

If an employee of .the Company becomes an Employee, as defined in 

Section 1.14, after the Effective Date without nn intervening brenk in his. 

seniority and his Comlitions of employment have theretofOre been such that he 

has not quniificd, for such status, his Vesting Service shall be dccmC"d to 

include his unbrol:cn seniority .as nn employee and he sh:11l be eligible to 

become a Particip<mt on J:muary 1 or .July 1, h'hichcvcr first occurs, coinciding 

..... ith or, othcndsc, next follo\dng the clatc he. shall become an Employcc;provitlcd 

that, he shall ·then have complied with the reqUirements of Section 1.16 :ind 

ht:: shall not then have reached his Normal Retirement Uate. 

AllTICI.E IV 

CONTitlllUTJOSS TO TilE TRUST 

Section 4.01 Company Contrihlit{ons 

As of January 1 of each year during. which the Plan is in opcr:n:ion, th:! 

Committee shall ha~c actroarial computations br an Enrolled Actuary to 

determine the sum to be dl'positcd into the T1-ust by Lite Company to ca1·ry out 

the purposes of the Plnn, and st!ch contri_ bl~t'{ons shall be m<tdc at such time 

or Urnes as the Company shall d~tcrmine, ·subject, h01-1cver, to the funding 

requirements set forth in the Public l.m-1 93-406 &nd any rulings or regulations 

issued pursuant thereto. Contributions shall be transmitted to the Trustee 

by the Company. Subject to the terms of SC"d:ion s.os hereof, all contributions 

made by the Company to_ the Trust shall be used to pay benefits under the 

Plan or to pay cxpcnr.cs of the Plan and Trust and shall be irrevocable, 

except for any·resitlual nmounts after satiSfying all ll:1hilitics of tht' Plan. 

ForfcitnrL·S arising because of severance of erilploy:ncmt before an Employee 

acqui1·cs a Vested Right or for nnr other reason, shn.ll he :lpplie!-d to reduce 

the costs of the Plan and not to inct·r.asc the benefits otherwise pa:.•ablc 

to the Employees. 

Section 4.02 l!mplorcc Contdbutions 

Employees arc neither required nor permitted to make contributions 

· under the Plan • 
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Section 5.01 

', ~· 

AHTICI.s_y_ 

BENEFITS 

Procedure· nt Hctircmcnt 

After receipt: of a PartiCipo.nt 1 s application fo.r monthly rctir~Incnt 

bcncfi t payments hereunder and one (1) r.1onth prior to tl}..c date such payments 
' 

are to commence, or as soml thereafter as possible, the Committee shall in 

writing instruct the Trustee or, if applica_ble, the life ihsu:~nncc comp:my 

under \':hose contract his mOnthly rCtiT_CI!Jcnt benefits sh<til be _paynblc, os 

.to the benefits to which such Partic:ip:mt is entitled undC'.r the Plan and 

the Trustee or insurance company ~hall take the necessary steps to prvvidc 

such Pat:ticlpant with said benefits.· 

Section 5.02 Standard Form of Benefit 

In lieu of the n6r111al form of bcncfi t set fotth in Sections 5.04, 

S.OS, 5.06 and 5'.-0?-, unless declined in Writing,~jn ~dvancc of his Retirement 

Date or Normal Retirement Dntc in tho cc1~c 'of Total cmd Permanent Disability, 

the Standard Form ~f Benefit may be payable to the PaTticipant or his spou:;e. 

Such Stand:nd Form "of Benefit shalf be the Contingent Annuitant Option 

described in Section 5.!0 (1) (c) hereof, and shall be the Actuarial Equivalent 

Of the nonnal form of benefit adjusted aS sct,.(Jrth in Section 5.02 (3) hereof. 

In the absence of such formal declination in writing, eligibility for nnd 

the mnount of such benefit shull be· subject. to the follO\dng terms and 

condition$: 

(1) The Standard Form of Benefit shall not be avz.ilablc pr.ior to 

the later of: 

(a) the date as of which .the. Participant would firsr. 

qu;tlify for an Early l·1onthly Retirement Benefit, or 

(b). the date .tc.n (10) completed years in advance of tho 

Participant's Normnl Hc.tircment Date. 

(2) FOt' hiS spouse to be entitled to benefits hereunder; 

(a) the. Partictpnn"L and his spouse n1ust have been legally 

married for a period of at least twelve (12) months 

imincdiately preceding the date of ·the p·art icipant 1 s 

death, and 
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(b) in tho event the Participant shall have ~etircd, the 

Partici1mnt and his spouse must have been legally rnnrricd prior 

-· to the Participant's Retirement Date. 

• 

• 

{3) 1'he foregoin.~ Actuarial Equivulent of the normal form shall he further 

reduced by ont1 half of Ol\e percent (O.S'o) for every conSecutive 

twc~ve (12) month period (\dth further pro ratil reductions for 

fractions of su_ch periods) between 

(a) the first day of the 1110nth coincidinc with or next follo\.;ing the 

date the Participant first elects or reelects such Standard 

Form of: Benefit (but not bc.fore his earliest Earl>' Rl~ti.rcmcnt 

Date), and 

(b) the date such hertefit is payable to his· spou~c (but not tater 

than his Normal Retirement DatC). 

If a married Participant, who has not declined the Standard For,_m of 

Ucnefjt, shall retir~ b_efore having been married at least twelve (12) months, 

the normal form of benefit shall be paid to him 1\'hilc living until the first 

day of 't;hc month coinciding Nith or next follO\'t'ing the completion qf such 

period and thereafter if his spottsc is not then living. lf both the 

Participant nnd his spouse at retirement arc livi.n!! at the end of such 

period, the Standard 1:orm of Benefit therca[\·cr shall be ilil}'ahlc. 

Within one hundred and eighty (180) days (or such othpr period as the 

law shall require) of each .\nnivcrsary Date- after the· Partic"ipant has satisfied 

the Early Retirement Date conditions, the Committee shall give the Partici-

pant. a written statemcrat shm'ling hiS approximate Early ~tont.I~~Y RctirC'mcnt 

Bencfi t accrued at the beginning of such Plan Year and the cqui valent Standard 

Form of Benefit. The Participant shall t:hcn have the opportunity tO clccl inc 

the Standard FOrm of 1\cnefit by filing such an election \iith the C01:uni ttc:l~ 

Within ninety (90) days (or such other pedod ns the haw shall require) of the 

receipt of the foregoing statement from the ·Committee. Such election by the 

Participant shall h..:-: provided on a form furnished by the Conm1ittcc. If a 

written declination is not received by th .. 1 Committee within such period H: 

shall bl' assumed that the rarticipnnt elected the Standard Form of Benefit. 

Scctio~ 5.03 ~1aximum Normal Form of Bt~ncfi t 

In no event shall the annual nonn:J.l 'form C\f benefit payable under the 

term:. of Sections 5.04, s.os, 5.06; 5.07 or 5.08 exceed the lesser of 

(1) lOO"i of the Participant's average anmia1 earnings over the 

tht·cc (3) t.l3nsccutiVC' ca.lcndar yl:·ars of highest P<'):·~lhile an 

aetivc Pa1·tid.pnnt in the Plan, or 



• 

• 

• 

(2) Thirty-five thousand dol1nrs ($35 1 000); 

reduced proportionately for years of Benefit Service less than ten (10). 

In nv event, however, shall the foregoing limitation in sub-section (1) 

apply to reduce such annuai normal forms of benefit below ten thousand 

dollars ($10,000) if the Participant has 10 or more years of Bcne:fit Service. 

Such ten thousand dollnrs ($11),000) shall be proportionately reduced for 

years of Benefit Service lJ!sS than ten (10). 

lt shall be understood that the ~faximlirn Normal Fo:fm of Benefit 

payable under this Plrln shall'bc reduced' to the extent required under 

Public Law 9:·3-406 in the event that the Participant Shall be covered 

under one or mOre other tax qualified defined benefit or .. dcfincd con

tribution plans sponsored hy the Company. 

Section 5.04 Normal ~fonthly Retirement Benefit 

A Participrant .. ~s Normal ~lonthly Retircr.icnt. E.cncfit, commcpcing with 

the payment ·due. oh his Noriil_al Retirement Date and terminating with the 

payment due on the first day Of the month in which his death shall. occur, 

shall be equal to the greater ()f; 

(1) (a) the product obtailh'd by multiplying one and threc

quaTtcrs percent (1-3/4%) of the Participant's Average 

~lonthly E.arnings by his Benefit Service, lesS 

(b). :nc produCt obtained by multiplying one and onc

h·alf percent (1-1/2%) of the Participant 1 s ~lonthly 

Primary SociR.l Security Benefit payable to the 

Participant on his Retirement Date, mul tiplicd b>• 

his period of Vesting Service; provided that, such 

product shall not cxcee:d fifty percent (SOtlo) of such 

MOnthly Prim:ary Socinl Security Rcnt'fit, or 

(2) Seven dollars ($7.00) t'i111Cs the Partl.cipa!~t•s B.cncfit Service, or 

(3) 1"h~J Participant's Prior Plan- Accrued r.tonlhly Benefit, i( any. 

Tile: Noran.1J ~lonthly Retirement Bcn ... ~fit as computed- ahovt' shnll not be 

affect{'(] by any post-retirement Sociai Security lamcfit changQs. 
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ScctJoil. 5;..05 llnrly ~lont:hl/ Hctb·t~mcni: Benefit 

A Pn1·ticipant 1 s Harly ~lonthly 1tcU.1·cmcnt Benefit, commencing \'lith the 

)"Hl)'ntcnt due on his E~rl)' Retirement Date nnd terminating Hith the p:t)'lllt'nt 

due on the first day of the month in which his death ~c;i\311 occur shall be 

computed ns follol'o'S! 

(1) As to a Participant retiring on or after his sixty-sccond~(G2nd) 

birthday but prior to his attainment of ngc sixt)•-fiVc (65) J such 

Participant shall be c11.titlcd to an Early ·~1onthly Retirement 

Benefit equal to .the greater ofi 

(a) (i) the product obtained by multiplying one and thrcc-quartt'i'S 

. 1>crcent (1-3/4'•) of the Participant's Average ~lonthly 

: 

(bi 

Earil.ings by his Benefit Service, rcduc.cd by the fnctor 

determined by ·straight-line interpolation in the 

follo\·ling Table based upon the Participant 1 s age in 

terms of Years and completed months; 

Age at 
Retirement Date 

65 
64 

'63 
62 

FactOr 

1.000 
,933 
.867 
.sao 

(ii) less the product obtained hy mul t;.plying one and one

half percent (1-1/2%) of the Participant's ~lonthly 

or 

the 

Primary Social Security Benefit payable to the Pnrticip::mt 

on his Retirement Date multiplied by his period of 

Vesting Service, provided that, such product shall not 

exceed fifty percent (50%) of such r.1onthly Primary 

Social Securit)' Benefit.· 

greater of; 

(i) seven dollars ($7 .00) times the Participant's Benefit 

Service~ Or 
(ii) the Participant's Prior Plan Accrued ~lonthly Bcncfi t, 

if nny, 

afte;r~application of the proper factor determined in nccortlancc 

with the table set forth in Section 5.05 (1) (a) (i) hereof. 

(2) As to a Participant retiring prior to his sixty-second (62nd) birthday 

'• 

•but on or after his a.ttninmcnt of age fifty-five (55), such Parti~ipnnt 

shall be entitled to an Early Monthly Retirement Benefit equal to 

the grea~cr of; 
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or 

(n) (i) 

. (ii) 

the product obtained by multiplying one and throe-

quarters percent (1-3/4!'o) of the Pnrticipant's 

Average !-tonthly ·Earnings by his Benefit Scrvicc 1 lc!'s 

the product obtained by multiplying one and one-half 

percent (1-1/2~.;) of the Part~cipant 1 s Estimated Monthly 

·Primary Social Security Benefit by his period of Vesting 

Service, provided that such product shilll not exceed 

fifty pcrcqnt (50~.;) _of such Estin.at_cd ~lonthly Primary 

Social Security Benefit; 

rcdL'ccd by the factor determined by Straight-line intei·

polation in the foll01drtg Tablt. bas·~cl upon his age in years 

and complct<·d months: 

A!!C ·at 
Retirement Date l~actor ·---

62 .soo 
61 .733 
60 .667 
59 .633 

Age at 
~ti2~nt Date_ 

58 
57 
56 
55 

.600 

.567 

.533 

.500 

(b) the greater of; 

seven· dol JarS ($7.00) times the Parttcipant' s Bene-fit 

ScrvicC, or 

(ii) the Participant's PTior Plan Accrued ~~onthly Bcncf1t, 

if any, 

after application of the proper factor c!ct~rmincd in 

accordance h'ith_ the table set forth in Section 5.05(2) (a) (U) 

hereof. 

~cction ~<06 - Late ~font.h1y Retirement Rcn.:!fit 

If a Porticipant remaias in s·~rvicc_ beyond his Normnl Rcti rcmcnt Uatc, 

mcnthly ilcJtcfit: payments shall be dcfcn·cd until he actuully retires on 

a·I.ntc ltctircment Onto, at \lo'hich time the Participant shall bto entitled t•J a 

Late Honthly Retireme:nt nene:fit computed in the same m.mne.r ns set fofth 

in Section 5. 04 here-of, based Upon .-iht; Pn rt ici pant's Dcncfi t SP.rvicc ·and 

his Vesting Service to I.ntc Hctircmcnt Ur~te. 

Section 5.07 - Dis!!_bility Hr.nthl)' Retirc1r.cnt BcriCfit 

In the event that n Participant's service is terminated by reason of his 

reaching his Uisabi lity lhttc aftnl' h;:~ving completed ten (10) yunrs of 

Vesting Service nnd nftc:r h.owing satisfil~d the npplicablc rcquircmt:lnt5 d<!scdbcd 

in this Section 5~07, the l1.articipant. sh~ll he ~nlitlcd to a Disability No.llhly 
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Retirement Benefit cmnmcncing on the first day Of the month coinchling with, 

or next followinr, his attainment of age sixty-five (65); provided that ·he is then 

totally and permanently disabled. Such Participant's Disability ~lonthly 

Retirement Bcncfi t shall be cqunl to the grCatcr of; 

(1) (a) The product obtained by multiply-ing one and thrl"c-qu:n·;·t:.:·: 

percent (1-3/4%) of the Participant's Average ~tonthly Earnings 

by his Benefit Service, l css 

{b) the product obtained by n.ultiplying one and one-half percent 

(1-J/Z%) o_f the Part.i"cip::mt 1 s monthly disability benefit 

payable to him, excluding any such pnymcnts po.yablc in respect 

of dependents, under the Social Security lah' in effect on 

or 

his Disability Out-c (or \~h1dt \'o'Ot!ld -other\d.se have been 

payable had he mliclc applicntion therefor) by hiS period of 

Vesting Service at Normal Retirement Date; }lrovidcd that, 

such product shall not exceed fifty percent (SO%) of ·such 

Social. Security bcncfi t 

(2) Sevc1i. dollars ($7. 00) tfmes the Participunt 1 s Benefit Service:, cr 

(3) The Participant's Prior Plan Accrued ~1onthly AC!nCfit, if any • 

For the. purposes of this Section•S.07·only it shall be assumed that the 

Part-icipant shall continue to accrue one (1) year of Vesting Service and one (J) 

year of Benefit Service for ~ach c;tlcndar year during his period r"lr continuing 

lotai and Pe:rmancat lJi$ability and it shall further be assumed that the 

Participant's monthly pay rate iu effect inmJ..:!diately prior to his becoming 

tCJtally ~nd permanently disahh!d shnll continue in <'ffect until he attains 

age sixty-five (65) or until his earlier recovery or death and such p<IY rate 

shall be assumed· to be the Participant':: Average ~lonthly_ fiarnings. 

lil the event of the l'artidpant's rCcm:ery from Total and Permanent 

Disabi iity before age sixty-five '(6S), if' the Pa1·ticipant returns tO. work 

with the Company tdthin 30 dn.ys of sud1 rer.:ovcry \'o'ithout any intcrVl~ninr. pcri\ld 

of emplo)'ment clsm"t'hcrc antl if the Participant thert~after· docs not voluntarily 

terminate hi~ emplo}'mcnt \oo'ith the Compnny for a period of at least six (6) 

months, then upon his subsequent retirement or other termination of service 

his Vesting Service and nencfit s~r\ticc earned while totally and pcrmnncntly 

disabled sltnll he i.nclu•JcU \l.'ith otht>r Vcstiilg and Ilcncfit Service earned 

foi· t.hu purposes of Sections S.O•t, s.os, 5.06 .• S.07 and 5.0& hct•cunc.lcr. 
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The ·payment of such Distobility ~tonthly Retirement Benefit shall be 

!iUbjcct further to tl'.c foll01dnc condi~ions, cxcl·pt.ions and limitations: 

(4) If a Participant m:~kes applico.tion fo_r disability Lcncfits under 

tlse Social Security Act, as now in effect or as hcrc~ftcr 

amended, mtd qualifies for such benefits, he shall be presumed 

to qualify for a Dls:'ibility Monthly Retirement Benefit hcrctmdcr 

if such disablement continues to age Sixty-five (65). 

If a l':n·ticipant fails to qUalify for disability benefitS under 

the Social Security Act he shall be presumed to be inclicible 

for a Disability ~fonthly llctirccumt Bcnl!fit hcrcund('r. 

For purposes c,f this Plan a Participnnt shall be considered tota"1ly 

and permanently disabled oni~· if he incurs a medically detenninable 

physic<~! or mental imp<ti!:ment, including blindness, and ""·hich 

it is presUmed will permanently pi'event the Participa11t fron~' 

·engaging in any rcgulnr cmploynent with the Company. 

(5) A P<n;ticipont's Disability ~loni;:hly Retirement Bcn~fit computed 

ih occordancc with_ thiS Scctioit 5.07 and commencing at <igc 

sixty-f~vc (65) sha.ll .be rc.duccd by nny \\'orkmcn's Compensation 

pa)'lflcnts rcccivc_tl a ftc:- ag~ si;~ttj'-flvc (65) • 

(6) If ~ha. Participant refuses to. und~rgo a incdical c:wmination 

ordCrcd by the Committee, provid!!d that the Particip:mt may net 

be required to undergo a medical .c~3.minati on more often then 

every twelve (12) months, his Vesting Service and Benefit Service 

shall cease to accrue 30 days after his receipt of notice from 

the Co1mnittce ordering the medical e-xamination and the Participtil\t 

shall be con:ddercd to have voluntarily terminated his service 

with the Company as of the date of such cessation, nnll benefits 

shall Lc p.-yablc only in .:.ccordanc.c with the proviSions af 

Section s.os hcl'CC1f. 

1"he £orcr.oing pro\'iSions of tid.!= Section 5.07 notwithgtanding, if the 

Conuuittcc has reason to quesUon the fiitdings cif the Social Security Board 

as to the nnturc of the diso.bility, or if the Conuni ttcc has rct~r.on to quostion 

whethOr n condition of Total and Pcrmaho.mt Disability contillUcs to c~iSt, or 

if the Participant fni.ls to make application for disability benefits under 

the Social Sc..:urity Act, the Committee may requirr. thnt the Part-icip_;;mt submit. 

to nn cxnminntion by n comJh.1tt~nt phyr.icb.n or .a mcllical clinic selected by 

tlac Commlttca. (Ri th!.:! basis of such mctlical cvi.dei\cc_, the dct~rm_ination of 

the Cummittcc as to \o..hcthCr or not n r.nndiUon of Total anc.J l'crm:mcnt 

Oisahilit)' exists, :~hall be ..-:onclur.ivl'. 
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Section ~. 08 Vested Deferred ~!onthly Rcti rcn1ent Bcncfi t 

ln the event that a Participant's Vest.i,ng Service shall be broke1i in 

accordance with tht~ provisions of Section 1.31 hereof, the Participant- shall 

be. entitled to a Vested Deferred ~fonthly Retirement Benefit commencing on 

the date ~hich otherwise would have been his Normal Reti:cmcnt Date or, if 

later, the first day of the month ner.t follm'ling the date that he shall n1ake 

proper app1ication for such benefits. 

Sl:ch Vested Dcfci-1·cd f.tonthl)' Retirement Benefit to commence tlt Nor.nal 

Rcti rc.;;1cnt Date shall be equal to the g1·catci: of: 

- (1) (a) The product obtained by mu1tipJ_ytttg one and three-quarters 

(2) 

percent (l-3/4~o) of the Participant's Average_ ~fonthly 

Earnings by his -Benefit Service.) less 

(b) The prOdUct obtained by multiplying one and one-half pcr.~cnt 

(1-l/2%) of the Participant 1 s Estim:1ted Honthly Primary 

·social Security Benefit by his Vesting Servic-e; provided that, 

such prod_uct shall not exceed fift)' (SO%) of such Estimated 

f.lopth!Y Primary Soci<:il S.~curity Bc:ocfit~ 

or 

Seven dollars ($7 .ilO) times the Participant t s Benefit Service, • 
or 

(3) The Particip:;mt 1 s Pi-ior Plan Accrued Monthly Benefit, if any. 

The Participant shull have sole respon~ibility ft.'r the proper fHing 

of such application and neither the Company nor the Conunittcc :>hal1 have 

any obligation to rcinind. the ParHcipant of his rights hereunder. ShoUlJ 

the l'~r-ticipaht fail to file h,is opplicntion on or prior to th~ drtt~: five 

(5) yuars 41ftcr the date whi,ch would have bt"!Cn his Normal Retirement Date 

hnd his V~sting S('rvice not beeil brokeu, he shnll forfc:it all l'jght's to 

b'encfits U11der the Pl:m, ~nd any amounts otheruise available to pro\·iUe 

such benefits shall be npplit!d to i·cducc Company contributions to the 

Plan in 2ccor~ance with Scctit.'n 11.01 hereof. 

Section 5.09, - 1'crminatlt.m of Employment Prior to Acqtiirin~ a Vr:stcd Right 

If an En,ploycc's Vesting Service is broken prior to his ha\ling 

acquired a: Vested: Right as set forth in Section 1. 31, he ~hall forft!it 

any anrl all rights and benefits under the f·l:m, snbjc~t to t1fl~ terms of 

Section 3.06. 
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~on 5.10 - QE.!ional forms of Benefit 

In. liCu Of a Nonnal ~lonthly Retirement Benefit, an Eariy ~fonthly 

Retirement Benefit, or a Late ~fonthly Retirement Benefit, a Patt.1ciparit may, 

.Subject tO the condi.ticns set forth in this Section 5.10, elect to receive 

orie :lf the optionni forms described below which arc the Actuariai Equivalent 

uf such nor~~l form. 

(1) ContingC>nt Annuitant Options 

(a) Ar. actuariaHy reduced join~ and survivor monthly rctircmont 

benefit with provb;ion fOr continuation of payments of such 

actuarialiy reduced amount after his death 'to a Contingent 

Annuitant designated by him, or 

(b) an actuarially reduced joint and survivor- monthly retirement 

benefit with pro\•ision for continuation of thrce-q\aartcrs (3/4ths) 

thereof after his death to a Contingent Annuitant designated 

by 'him, or 

(c) ::~n ~~Ctuari.llly reduced joint clnd survi'\ior monthlY rctircmc~lt 

bcpcfi.t with p:-o\•ision for continuation of one-half (1/2) 

tlu!rcof afte~ his death tO a Conting':!nt Anrtui tant designated 

by him, 

No Such election shall be pe1·mitted if it shall result in monthly 

retirement benefit payments -to the Pai·ticipant, ·or to his Contingent Annuitant 

after the Parti:.ipant 1s death, of less than fifteen dollars ($15.00), nor shall 

any Such election be permitted if the. Contingent Annuitant is other than the 

Participant's sp_ousc unluss the single sum. value of the payments to be :Mde to 

the Tarticipant is more than fifty percent (SO%) of the single sum value of 

the total payments to be mad(.; to the Participant and his Contingent Annuit~nt. 

(2) Fifteen Y::!:ctr Gcrtnin r.nd Life _Option 

An nctmil"i.!tl~-Y recluced monthly retirement benefit payable to 

the rctire(f"P';rticipmlt duri.ng his remaining lifetime after his 

Retirement Date and in the ~vent of his death Nithin a period 

of fifteen (15) ye-ars aft~r his Retirement Hate, payable for the 

TCI!l3inder of such fifteen (15) year period to his designated 

BcriCficinry, successor Bcncficial-y or, if there is uo surviving 

flcneficiary the sin&lc Mim ACtuatiill Equivalent of such jl:l)·mchts 

shall b~ paid to' his cst:1tc. 
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Similnrly, if a R'cucficiary receiving payments shall die, the 

single sum Actuarial Equiviilhnt ,of i.hc remaining payments shall 

be paid to such ·nciJcficiary 1 s estate. 

Such Optional Forms of Benefit shall further pi'ovido as foilows: 

(3) Thnt in the event of the death of the Contingent Annuitant or 

Beneficiary before the date when the option is to become 

effective, if said effective dale is not later than the 

Participant's Normal !~ctircmcnt Oa~c, the Partj cipant shall 

receive the normal form of benefit at. Rct'ircmcnt Date; 

· (4) That in the C\'Cnt of the death' of the Participant before the 

date when the option is i:o. become: effective, if said effe-ctive 

date is not later than the Pat•tj c~pant •s Normal Ji~tircmcnt Onto, 

the designated Contingent AnmU.t:mt or Beneficiary shall rcce:ivc 

no retirement benefits under this Section 5 .. 10, but if such 

Contingent Annuitant or Uenefida.q· is the Participa.nt's spousQ 

said spouse may be entitled tO a Standard Fo1·m of Benefit as 

set forth in Section 5.02 hereof: 

(5) Th:tt irt the event· of thri death of either tho Participant or 

his designated Contingent 1\nnuitant or Beneficiary after the· 

Part.icipant•s Normal Retirement Date and prior to his Late 

Retirement Date, then the survivor of them shall receive payments 

in accordrinc·e with the terms of the optio11 elected. 

Unless one (1) of the foregoing opt-ional forms of benefit is elected at 

lt\ast nlnety (90) days prior to the Pa'l·ticipant 1 s Early or Normal Retlremcmt 

Date, h'hiCh~vcr. is applicable, such electiOn may be made only uron prcscnt.ntion 

of evidence Satisfactory to the Com!nitt.oc as to the Participrint' s good he:1l th, 

pl-ovidcd that, 1£ a joint and survivor option has been elected by a Particip:!nt 

at least ninety (90) days prior to his Not'mal kctir.::mcnt Date and he shall retiTe 

on an Early Retirement D:ltc which is less thnn ninety (90) days after the dntc 

Of his election and shall be Utlr.blc on such Early Retirement DntC to present 

cViCence of his good health Silt.isfactory to the Cou:ntittee, the Contingent 

. Annuitant option shall become effective on his NoTmol Retirement Date i.f he is 

living on said date • 

In no event, hm-1ovcr, shall any of the foregoing OiltiOnnl Fo1·ms of 

liencfit be. nvnilnblo to ::J Participant receiving or-cligibl~ to receive a 

Disobility t-lortt1tlY. Rct.lrr:mcnt Benefit. 
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Section 5.11 Death Ucilcfits 

In the event' that a Participant shall die prior to actual retirement 

on his Early or Normal Retirement Date, no benefit shnll be pa)'ablc .under 

this Plan a5 a result of l.lis prior participation in the Plan except as such 

shall be provided under the terms Of Section 5.02 hereof. In the event 

,thut, a Participant· Shall Uic_ after his actual rctircnicnt on his Early 

or Normal Retirement Date and such Participant shall not have clcctt>d to 

receive a retirement benefit under the term of Section 5.02 or 5.10 

hereof o1· in the event of his death \-lhilC totnlly and permanently d.isablcd, 

no I·ctiremcnt benefits shall be payable as a result of his prior 

participation in the Plan. 

Section 5.12 Payment at Other Than ~lonthJy Intervals 

If a, Particip:uit's rnon:thly retirement benefit shall be less than ten 

'do1lars ($10.00): the Committee may instruct the Trustee or insurance 

company, whichcv~r shall be appUcablc, to pa)• tl!c Actuarial Equivi.llcnt 

of the retirement:. benefit to ~~hich the Participant is entitled in a single 

sum • 

Section 5 .13 ----- Pt·oof of A.i£ 

__ l!ach Participant shall be 1·equirccl to furnish proof as to his age, 

his marital Status and. if applicnblo, his Contingent Ann'.litant•s age 

satisf<~ctory to the Cormaittcc and ttl rtny insurance company unclct• \··hose 

contract his monthly retirement ·benefit shall be paid, prior to the date 

such bt>ncflt shall become payeble, 

-28-

.. 



• 

• 

• 

MTICI.H VI 

TIIH TRUSTHE 

Section 6.01 Acccptanc:c of Trust 

The Trustee hCrehy agrees to continue to a..:t as Trustee Under the 

Trust heretofore created and to perform the obligntioils imposed upon the 

Trustc_e by the terms of the Plan and Trust Agreement. 

Section 6.02 Gcnct·al Outic5 of the TruStee 

It shall Lc the duty Of the Trustee to hold the funds from time tO time 

received by it from thO Compo!'ny, to manage, iilvcst and reinvest the Trust Fund 

pursuant to the provisions he rei 11aftcr set forth, to collect the income 

therefrom, which, upon receipt by the Trustee, shall thereupon be:come· a part 

of the corpus of the Trust Fund, anct be invested and reinvested as such, and 

to make payments from the Trust Fund pursunnt to the directions Of th~ C:owJnittCc 

a!> hereinafter provided. The Trustee shall be responsible only for such sums as 

shall actually be received by it as Trustee, and it shall n;:,t be the duty of 

the-. Trustee to collect :my sum from the Company. The Trustee shall not be 

concerned with the OOtermiuation of the benefits payabltj to any Participant 

or his B'::mcficiary or Contingent Annuitant under the Plan • 

The Trustee _shall use crdjnary care .and r~asonablc diHgcncc iu the 

cxcrdse of its po\~crs and the performance of its duties as Trustee 

herein. 1 t shall not be liable for any mistake Of judgn:ent or othCr action 

taken -in good faith subject, ·h01~cvor, to the applicable responsibilities 

imposed upon the Trustee under PubUc Law 93-406. 

Section 6.03 Investment of the Tru~;t Fund 

(1) Pol\'crs'\wd Rcspom=ibilitlcS- The Trustc.-e, unless othcrh·ise 

directed in liriting by the Comniittec, shall have tl~e fuJ 1 power 

and nuthority to inVest the funds of the Trlist in any inVl~Stincnt 

pormitted by law for the investment cf the assets of an employee 

benefit trust~· The lb:.ecutlvc Committee m.'ly appoint nn .~~I 

' 
Investment ~lanagc1· as defined in the Plan, to direct the 

investment and mo:nttgl.!mCnt of all or a portion of the Trust Fund, 

The Col!lmittco .shall notify the 1'rustce in ~·riting Of the appointmC'nt 
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Of an Investment Hanagcr and may revOke any such appointment by· 

giving written notice thereof to the Trustee. The ~ppointmcnt, 

selection arid retention of a qualified InVestment Manag"er· shall be 

solely the -resvonsibility of the Executive Committee. 1'hc Trustee 

is authorized and en tit led to re1 y upon the fact that said Invest-

mt!nt Manager i~ at all times a qualified Investment ~tanager, as 

. defined in the Plan, until such time· as the Trustee h.as'· received 

a' wri ttcli not:ice from the Conuni ttcc to the contrary or othc.tHisc 

has knm.;lcdge of the disqualification of the Investment r.tanagnr, as 

well as to rely upon th~ fnct .that said Investment r.tanager is authori:cd 

to direct the investment and management of the assets of the Trust 

until such time as the Committee shall n,otify the Trustee i~ wt:iting 

that another lrivostment Manager has been appointed in the place 

nnd stead of the lnvestmcm! ~lnnager named or, in the alternative., 

that the InVt.1Stm~rit l·lannger named has been re-moved and the 

responsibility f:or the investment anti management of the Trust 

assets has been assumed by the Committee or has been transferred 

back tp the Trustee, as the case may be. 

In the event the Cor.nnittc!! or an Investment r.tanagcr shall 

direct the Trustee with respect to the investment and mant!.cement 
• 

of all or a portion of the assets of the Trust Fund, the Trustee 

shall not be liabl c nor responsible for Jojscs or unfavorable 

results arisini from the Trustee's compliance. Hith proper· 

directions of the Committee or the Invcs.t"rncnt r.tanagcr which ar.e 

made in accordance with the torms Of the Plan ar.d Trust und which 

arc not Cont1·ary to the provisions of any applicable Fr.!dcral 

or State statute regulating suc'h invcstmt.·nt and management of 

the assets of an employee bcn.:!fits trUst. All di-:-ections 

concerning investments made· by the Committee or the lnvestmcnt 

~tanager shall be signed by such person or persons. acting on 

behalf Of the Co~mittce or·the lnVC>Stnt~nt ~t:nmgor; as the case 

lila)" be, as may bo duly authorized in writing. The T:fustcc shall 

be under no Uuty to question any diroctions of thl' Inve-stment 

•ramsgcr nor to l'CV~cw any securities or other property oi the 1'r11St 
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constituting assets thereof with respect to '~hich an Investment 

•tanager hns invcstl!lcnt rcsponsibili ty, nor to .make any suggestions 

to such 'Im•cstmcnt Manaucr ih connection therewith. The Trustee 

shall, as Jlromptly as possible; comply with any written directions 

given l)y the Committee or an Investment ~lanagcr hereunder. The 

Trustee shall not .be liable, in any manner· nor for any reason, for 

the making or retention oJ any investment pursuant to such directions 

of the luvcstmcnt 1-lanagcr. Neither the Conunittcc· nor- any Invest

ment ~f:uwgcr referred to above shn11 dh·cc\.· the purchnsc, sale or 

·retention of any osscts of the Trust Fund if such directions <i:-c 

not in compUancc- 1-dtr. any appliCable Fc1lera! or State statute 

regulating sL•ch investment and management of ~he assets o( an 

employee bc'nefit t·rus~~ 

Whct.he:r -cr not the Trustee, the Committee or an Investment 

Manager has the re~Ponsibility for the investment and management of 

Trust assr:t-J:, the folloldng t,ypcs of investment, in addition to 

any othar investments authorized h_crNmdcr, arc specifically 

authorized: 

(a} Any Savings acrounts or ether interest bearing deposits at 

• 
any bank including the commcrc·i::ll dh·ision of the Trustee; 

(b) Any corrmon or colloctivc trust ,fund or pooled invostmcnt 

fund r:naintaincd by the Trustee; and 

(c) Upon written directJon of the COinmittc~. single premium or 

group nnnuity contracts issued by a life insurance company 

autht>rlz.cd to do business in the Stat~ of California. to p!'ovidc 

'the retirement o1· othc1: benefhs to \\'hich a l'articipant shall 

be _entitled under thc terms of the Plan. Hm\'evcr, the 1'ru5tee 

shc\11 not bl~ liable for the truth of any statements contained 

in any applic3tion for any such contract, \~hich st:~.tcments 

cover information be;yond the Trustee's knO\oiledgc. 

Jn the event that the Company shall determine to fund the 

Plan solely by insurance contracts or contract, the 'frustcc, upon 

the direction of thC Committee shall transfer all assets of this 

Trust to the insurance compiwy or companies issuing such contract 
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or. contracts and the Tru5t shall tcrminnt.c. In such event :.1ftcr 

settlement of all accounts; the Trustee shall be fully discharged 

of all claims ami ohligatJ.ons hcrcuadcr. 

Insurance Compnnics Protected in OcaUng with Trustee -

Insurance companies isSuing single premium or r~aster group 

annuity Contrac.ts to the Trustee under this Agreement may 

deal with the Trustee alone in accotdt.mcc \dth the terms 

and conditions vf such contracts, and shall be fully protected 

in accepting and acting upon the request, advice or 

representation of, or any instrument executed by 1 the 

Trustee. For all such purposes, the Trustee shall be reg:1rdcd 

as sole owner of such contracts. No insurance company shall 

be t·cquir~d to inq\1ire into the terms cf this- Agrc:emcnt, or 

to determine \'i'hcthcr action taken by the! Truste:c is authoriz!:!d 

th\!rcby. No insurance c;mp:my dealing 1d th the Trustee shall 

have a.ny obligatic>n to determine that_ any pe-rson upon whose 

life the Trustee makes application for any contract is, in 

fact, an employee of the Company or is _cthcrwiso eligible 

for retircme:nt benefits or other part.fcip~ltion in the Ptart, 

nor shall any such company be responsible for th~ validity 

of this T1·ust·, or for the acts of any person or of the 

Company in its establishment, maintenance or adminis~ration, 

or for the proper application or disposition of any m::mcy 

paid by such insuro:~nce company, either as dividends or as 

annuity payments or as death proceeds under contr3cts, or 

under pledge or pursuant to slirrcndcr .thereo5. It sh2.1l 

be conclusively presumed iu favOr of insurance companies 

and others dealing with tlm Trust in gooJ filith, thut any 

nnd all actions taken by the Trustee in connec.tion \..-ith 

any matter or thing connected \dt.h this Trust h:is been duly 

authorized pursuant to the terms of this Agreement • 
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Sect ion G. 04 Rights, Powers and llutj cs of the TruStee 

(I) Administration of Plnn by Commi ttcc - The Committee shall have the 

duty, authority and responsibility to direct the administration 

of the Plun and, to the extent herein and in said Plan provided, 

the Trust,. and the Trustee shall follow the written directions of 

the Conunittce when regularly adopted l>y the Committee in accordance 

with the provisions of the Plan and this Trust Agreement. The 

Trustee shal1 be under no duty or.responsibility to inqujrc into 

the ac.ts or omissions of the Committee or the Company, nor sha.ll 

the Tnlstee have any l~rsbility therefor. Should it be neccssci.ry 

to perform some act hereunder .,~and there is ncithC'r directiOn in 

the Plan nor direction of the'"' Committee on file with the Trustee, 

and no direction of the Conunittcc cnn be obtained after 

rcao;onable inquiry, the Trustee shall have full pober and discretion 

to act or ilot_ to act as it deems appropriate, and in so acting 

or in following any direction of tire Committee, th~ Trustee Shall 

be fully protected an::! shal i be indemnified by the Company for all 

li<lbilit.y, except for its fraud, \'lilful misconduct or gross 

negligence. 

t.'hcn so .directed in writing by the Couiffiittee, the Trustee 

shall segregate the Trust Fund, set up special trust accoun_ts 

and disburse the Trust Fund Hhcm disbursement becomes proper 

under the terms of the Plan. Except as provided in Section s.ns 

of this Plan and Trust Agreement, the Conunittcc may not direct that 

any payments be m<.~dc either during the cxistenr.e or upon discon-

tinu~ncc o£ the :PHm which would cause a:ty pOrtion of the Trust 

'Fund to be used for or diverted to purpo::;es othi!r than for the 

cxclusi~c benefit .of the Participants or their ncneficiaric$ or 

Contingent Ar.nuitants. 

(2) 111inl Persons UcnlinLwith Trus!_~.£- With rcspe~t to u:ty action 

tohatsocvcr concerning the money, funds, or- pt•op~rty in the h3nds 

of the Trustee, the signature ·~f the Trustee shall be sufficient 

as to any person not a party hereto,. nnd no person ·not a party 

hereto shall be required to lnt_erprct the terms and conditions 

cf rh,1 Plun or of this Trust AgrcC!mcnt as to the authority of the 

Truster.., or be :fcspunsiblc: to sec that iln}'" a~tion of the Trustee 

is nuth~,,rjzcd by the tet'fi13 of the I'J;m CI:O of this Trust Ar.rccment. 
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Specific Po\>JCrs of TrtistCc - Rxcept for those of the following 

powers \o.'hich arc investment p01.:er~- and which shall have been 

delct:atcd specifically by the Executive Committee to an 

Investment f.lanagcr separate from the Trustee and subject to 

hll limitations stated elsc1.:herc in the Plan and Trust Agreement, 

the Trustee shall have the foll01dng poNers affecting the Trust 

and Trust J:und: 

(a) 1'o !v>ld, invest and reinVl1St the principal or income 

of the Trust Fund in bonds, com:non or preferred ~rtock, 

other securities~ or property (personal, real ·or mh::cc.l, 

improved or unimproved, and tangible or intangible), to 

acquire an lntcrcst as a limited partner in !In)' partnership 

or joint venture, :Jnd, after approval of the Internal 

Revenue Service, to hold, iitvest and reinvest the 

principal or income of the TruSt Fund in coNmon or 

preferred stocks, bonds, or other securities of the Company, 

to loan money to the Company, and to purdtasl~ from and 

loan to the Company any property, t\'hct.hcr 1·cal, 

personal or mixed, all in accordance \d th the provisions 

of Public Law 93-406 .. and any regulations i::;sucd pursuant 

thereto; 

(b) Tc manage, control, purchase, sell, convey, exchange$ 

partition, divide, subdivide, improve, or repair any or al} 

property of the Trust F1.md; in co:mcction with any disposal 

of property 1 to grant options and sell upon deferred 

payments; upon termin~ttion~ of the Tntst, fcrthHith to 

sell any or all property of the Trust FUlld and convert the 

same into Cash; 

(c) To horr01'1' or raise money for ~he purpose of the Trust upon 

such terms as the Trustee may determine; 

(d) If the Trust Fund shall ;it any time contain any re;il property 1 

to lca!>c such property or any p:lrt t.hercof 1 for tcrr.ts 

within or- exceeding the duration of the Trust, and 

to gt'ant for llk.e terms the right to mine or drill fo1· 

and remove th~rcfrom r.asJ oil and other inincrn1s; to 

create restrictions, cac;cments, and; o_th~J· \Servitudes 

thereon; 



(c) To have, respecting bonds, shat·cs of stocl:.,and other 

securities; all the rights, poHcrs, and pri\'ilcgcs of 

• an owner, including, thour.h without limitin~ the fo1·cgoing, 

the power of voting, giving proxies, payment of calls, 

nssessr.1cnts, and other powers deemed expc~oH cnt for the 

p:rotcction of the interests of the Trust ·Funds; 

participating in voting trusts,· pooling agreel'lcnts, 

assenting to coq10ratc sales, leaSes and cnctunhranccs; 

regardless of limitations, if any, elsC\~herc i.n th~ 

Pl~n and this Trust Agreement relative to invt-stments 

by the Trustee, to have the power of selling or 

exercising stock subscription or conversion rights, 

participnting in foreclosures, rcorganiz.ations, 

consolidntions, mergers, and liquidations; and, in 

connection with any such proceedings, to deposit 

sc~uritie}; \·.'ith and transfer titles to any prot.cctive 

or other committee •. under r.uch terms respecting dcposi t 

thereof as the Trustee shall dctenRinc; 

(f)" To hold, sell, collect, sue for, or change any investments 

• in its· 0\\11 name or in its name as Trustee or in the name 

~·)' ...... ·;. 

• 

• 
of its nominee or nominees, with or without dfsclosurc 

of fiduc-iary rclatiouship,. the Trustee hcing responsible; 

for the acts of any such nominee affecting such property, 

but thCo books of the Trustee shall at all ti1rcs ~how 

that all such investments ·;ire part of the Trur;t Fund. 

(g) To retain all or any portion of the Trust Fond i.n cash 

temporarily at-.·aiting investment without li::tbi.li.ty for 

interest thereon and to retain in cash 1~i.thol'1t liability 

for interest thereon so umd1 of the Trust Fund as the 

1'rustcc may deem advisable for the purpose of meeting 

contemplated pa)'IUCI~ts under the Plan; 

(h) To abandon,. compromise, contest and arbitrate claims 

and demands; to institute, c:ompromisC :md defend actions 

at law or equity (but without obligntion so to do); and 

' to employ such counsel (who m:ly be counsel for th~ 

Cum,panyl as the 1'1·ustec shal' deem advisible; all ::1t. 

the risk and expense of the Trust Fund; 
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(i) 1'o advance its own funds to the Trust for any Trust 

purpose, such ntlvanccs with legal intc=rcst thereon to be 

a first lien on the principal and th"- gross income of 

tho Trust rund, and to bn first repaid out of the gtoss 

income nnd/\Jr principal of the Trust Pund; 

(j) U1:on any division, or partial or final distribution of 

the Trust Fund, to partition, allot and distribute the 

Trust Fund in undivided interests or in kind, or partly 

in n1oncy tmd partly in kind, at fair market vnlucs 

dctnnnlncd by the Committee; and to sell such property 

as the Committee may deem neccss.:~:ry to make division or 

distriblltion. 

The Investment ~tanager, which may be the Trustee, shall invest 

and manage the Trust Fund assets, having regard to the 

requirements of Public-i.aw 93·-~~6 that the Trust Fund shall be 

managed for the exclusive benefit of the Employees with due 

consideration .to tha requirements that the assetS be diversified 

and that the Prudent H:ill Standard shall be applied in the selection 

of investments of the Tt·ust • 

All tliscrctions in this Trust Agreement Conferred upon the 

Trustee, shall, unless spccif!cally limited, be absolute·. The 

cnwncration of certain powers a:nd discretions of ~he Trustee is 

not to be construed as limiting its· general po\oo'crs and discretions, 

the Trustee being hcr£'by vested 't!ith and haYing, ;ts to the Tru~t 

Fund and in the execution of this Trust Agreement (but subject 

at all times to any specific provisions and limitations in the Plan 

and this Tru:;t Agreement contained), all the poh'crs and discretions 

•t that any absolute o .... ·ncr of property has or may hal/c. 

• 

(4) Records to be ~fuintaincd by T1·ustcc ;:: The Trustee shall maintain 

full and complete records of ~ts transactions for, and funds 

hultl for the account of, the· Trust. Its hool~s and records rcl<~ting 

thereto shall be oprm to inspection and audit at all reasonable 

times Py the Company, the Committee, or theh· duly authorized 

rcspre~cntat~ves. 

(S) Rcpc~rts to be Purnishcll by the Trustee - 1Hthin thirty (30) days 

after the end of each cal~n:lar qu:rrtcr,-. the Tn1stco shall file 

with the Cootlp~my ;mlt the Committ~c a written statement of account 

setting forth ull im·cstMCiit_s, trnosur:tions, receipts and 



• 

• 

• 

disbursciUcnts cffcctt~d by it during the said period und Cl'"taining 

an c:~nct description of all property pm·cha5cd am! sold, and 

the co5t or proceeds of ~;nlc, and showing the investments held 

on the last day thereof, and the cost ~f each item t)lcrcof as 

carried on the books cf the Trustee, and on such_ date, the fair 

market value thereof,. 

(6) Compensation of the Trustee, Payment of Taxes, etc. All 

expense:; of administering the Plan and Trust, includin~ reasonable 

cOmpensation to thn Trustee for its services,, or compensation as 

may from time to time be agreed UJlon, sht~.ll be paid by the Company. 

Unless otherwise spcdfically authorized by the Committee oth~r 

expenses, including taxes, fees, and investment and other 

cxp\1nscs inCurred in connection ·with the administration of 

the Trust Fund, or for which the Trust cr the Trustee in discharge 

of its duties as Trustee thereunder may become liitble, shall 

be pnid by the Company. If the Trust or any part of it shall become 

liable fOr the payment of any property, estate, inheritance, 

income "or other charge, tax, or assessment which the Trustee 

shall be requir~d to p:1y, the Trustee shall be authorized to 

pay such item out of any m•.mi(~S or other property in it's hands 

for the account of the person whos«o> interest hereunder is liable 

therefor, but ar: lcnst ten (10) days prior to making any such 

paymc11t, the Tn1stec shall give the Com::nj ttcc written notice of 

its intention so to do. Also, prior to making any trmiSfers or 

distributions from the Trust Fund, the Trustee may require such 

releases or other documents from any lcno~ful taxing authod ty as 

it ;;hall dec:m necessary or advisable. 

Any amount hcreunc.lcr due the 'frust~e, or for \\"hich "the Trustee 

may become liable as Trustee under the Plan and this Trust Agreement, 

which 1ms not been plid by the Company \\'ithin a reasonable time 

shall become a lien on the Trur.t Fund and said arnouut may be 

paid hy the Trustee from the Trust F;nu.l as an expense thereof • 
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If any of tho distribUtions' to Participants and/or their 

Beneficiaries and/or their Contingent Annuitants Shall constitute 

t.&Xablc wages to such Participants aJu..l/or Beneficiaries ilnd/ot 

Contingent Annuitants under the Federal Insuro.ncc Cont1·ibutions 

Act or the Federal Unemployment TaX Act, or any amendments thereto, 

or under the la\'i'S of omy St:~tc, at the time distribution is made to 

them, then, in that cvtmt, nny tax due thereon payable by the 

Participant and/or his BenefiCiary <uld/or his Contingent Annuitant 

shall be., upon direction of the Committee to the Trustee, 

with~cld from any distribution:. mudc to the Part.icipnnt and/or 

his Beneficiary and/or his Contingent Annuitant, and_ t.ht~ nmount 

so withheld by the Trustee shall be paid to the respective 

Federal and/or State governments. 

(7) Resignation The Trustee may resign by ma.iling to the Company 

at the last address knmm to the Trustee written notic.e of 

resignntion, which shall become ~ffcctivc upon the cxpirntion 

of 'thirty (30) days following the date of m.1.iling or upon 

written <tcccptancc of the resignation -~-y the Company prior to 

that tin:c. The affidavit of any officer of the Trust a;; to 

the mailing of s'.Jch notice shall sufficient!)'· establish th!lt 
' such notice has been giver.. 

(8) Remo\'al - Upon direction of th~ Executive Committee of the 

Company the Committee may remc.vc the Trudcc by mailir:g· to the .. 

Trustee thirty (30) days' written notice of removal (\-:hich notice 

may be waived by the Trustee). The Trustee, in the event of 

its resignation or removal, shall transfer, assign and deliver 

the Trust Cstatc to the successor Trustee. SUch reaSonable amo1Jnt 

as it and the Committee has agreed to by separate &grccmcnt to provide 

for its termination or closing fcc and any taxes or advances chargeable 

against or payahlc out of the Trust Fu11U shall be paid by the Comp:tny. 

UJlOn accepta_nct· of the Trust, the succesSor, \·tlthout further assignment 

or transfet'; shall become vested with all the- title, cstutc, 'rights, :md 

po\-:crs (including discretionary powers), and he subject to all the duties 

and obligations of the Trustee ot•iginallY appointed, and the resip.ncd 

or rcmovcJ Trustee shall have no further liab.Uity hcrccndcr except 

as to a flnnl nccounting. 
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(9) Filling of Va.cnncics - Vuccncics occurl'ing in the Trusteeship, 

however caused, shall be flllcd by wr_ittcn designation 'by the 

Executive- Committee of a succcssot· Trustee and its written accept

ance of the Trust, provided, alw:ays, that the successor Trustee 

shall be a corporation qualified.- and doing business in Cnlifornia 

and subjc!ct to the jurisdiction of the CalifOrnia Superintendent of 

BankS or the United States Controllc.r of the Currency Or a bank that 

is a member of the Federal ReServe System. Any vacancy not filled 

under the foregoiug provisions within thirty (30) dilys after its 

occurrence, may# be filled hy appointment of a Trustee by n 

court of cumpP.tcnt jurisdiction on application of the Compnny or 

any person interested in the Trust. 

(10} Effect of Committee 1 s Approval - The apprOval by the Committe:e 

of any report or accountjng by the Trustee. including em 

accounting by any resigned or removed Trustee, shall be a complete 

release and discharge to the Truste:_e, or to such resigned or removed 

Trustee-, as the case may be, as to the 1113ttcrs covered by nny 

such report, ar~d shall be bindin~ upon ali Participants and their 

Bencficlaries. Failure of the Conunittec to object to the TruStee 

in writing 1-lithin sixty (60) dayS after the receipt of any such 

report or accounting from the, Trustee ·shall constitute appro\·al 

by the Com11ittee of such report or accounting. No successor 

Trustee sh<all be liable or responsible for anything done or omitted 

in the administration of the Trust to the date it shall have 

become such successor Trustee, nor, except upor~ the CompanY 1 s 

written direction, shall it be required to inquire into or take 

any.action concerning- the acts of any predecessor Trustee. 

(11} InterP.Jc<\dcr, Etc., in Case of Disputes - The Trustee, in ~he 

event that any dispute shall arise as tO the person or r:rsons 

to whom payment or delivery of any funds, contracts, or property 

shall be made, may re-tai.n such funds, contracts, or ptcpe!"ty 

without liability for interests, aild :nay decline to make 

delivery until an agreement satisfactory to the T:rustee covering 

such dispute, or a final adjudication concerning it, shall have 

·been m<J.dc. In such event, the Trustee may file an appropriate 

action in interpleader, the costs of saml! t'l bl! bo-rne by 

Participants, Ol' thai r Dcnciic:larics or Conting~nt Annui t:un.s, 

or the Compnny, and uot by the Trust(:C. 
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(12) Court Procccdinf!S - In any appli'cation to or proceeding or action 

in the courts, only the. Company :md the: Trustee shall be ·neCessary 

parties nnd no Participant or other persons other than the 

Investment ~lanagcr shall be cntitlcJ to any notice or service 

(13) 

of process. Any judgment entered in such a proceeding or action 

shall be conclusive up:m all persons Claiming under this Trust. 

Adcguacz: of Trust Fum! - The Trustee shall not be responsible 

for iti'c adcq•Jacy of the Trust Fun!.l to. me~t and discharge any or 

all payments and liabilities under the Plan. All persons 

dealing with the ·Trustee, extcpt:;,ng the Committee, arc rclcasc.d 

from the nc(:Cl:ssity of inq1Jiry into the tlccisiou or authority of 

the Tru:;tec to act, and from rcspon~ibility for the application 

of any monies, securities or other property paid or delivered 

to the Trustee. 

(1-1) irur.t Irre\'ocnblc - The Trust hereby created shall be irrcvo.:nblc
1 

it being the intent o:1nd plll·pos:c hereof that, Cxcept as provided 

in Sectioh 7.01 of this Plan, no ,prir.t of thq corpus or incom~ 

of the Trust Fund S!lal 1 bC! used for or diverted to any purpose 

other than 'the exclusiVe beilefi~ of the. Trust's beneficiaries 

as herein provided. However, nothing herein contained :;hall 

prevent the Company from terminating the Trust in the manner 

p'rovidcd in Section 7.01 hereof. 

(15) Limitation on Duration of Trust - The Plan and the Trust hereby 

crrated sha.li continue in effect inclcfinit~ly; provided, hm~ever, 

that the Trust shall terminate upon the death of the last survivor 

of such pel'scns .receiving benefits hereunder, who were living at 

the tima of the creation of this Trust., pro\lidcd, fm·thcr, 

how~vcl', that if, as and when this Trust) without the benefit of 

the preceding provisions, shail not ofrentl ngainst either the Rule 

against pcrpC'tUitics or the provisions of Sccthm 715.2 of the 

Civil Code of the State of California, thL•n SUl'.h 1n·ovision of t.hts 

Section 6.04 (15) shall have no force or effect, am! this Trust 

shall continue in perpetuity unless othcntisc .tcrmitmtcd ns hnrcjn 

provided • 
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ARTICJ.~ VII 

DlSCONT!NUANr.J; AND MU:Nil~IEN'f OJ' TilE J>J.,\N 

Section 7. 01 - Discontinuance of the Plan 

It is the expectation of the Company that it will continue the 

Plan indefinitely, hut the continun.ncc thereof is not assm1cd as a con-

trnctual obligation .bY the Company anU the right is reserved to the Company 

by action cf its Board of Dirccto1·s at any time to discontinue it. Such 

discontinu::mcc of the Plan' shall not have the 'effect of rcvcsting in the 

Company any pnrt of the Trust Fund, cxc~::pt as to any amoUnts ~hich the 

Company r.hnll have contributed as the result of actuarial ovc:rest.imatcs. 

Prior to discontinmmcc of the Plan the Company shnll gi vc the 

Pension Benefit G'uaranty Corpor1.tion notjcc of such discontinuance at 

least ten .(10) days prior to the cffer.tivc date thereof. The Pension 

Benefit Gu<Jranty Corporation shall have at least mr 'days in \.,.hich to determine 

whether the assets of the Plan <ire sufficient to provide the basic bcnef'its 

of the Plan when 4ue. During such time no benefits shall be paid from 

the Trust Fund until notice of suffici cncy is obtained. If the Pension 

Benefit Guaranty Corpo,ration finds that the assets arc. sufficient and 

• 
therefore permits the Company to discontinue the Plan, the Plan assets shall 

then be allocated in uccordancc with Section 4044 of PuiJlic Law 93-406 

or any successor statutes or regulations issued pursuant thereto. 

Plan discontinuance or termination may be instituted by the Pension 

Benefit Gua1nnty Corporation as specified in Section 4042 of Public Li-1.\i 

93-406 and such Corporation may cstnhl ish procedures govcrnjng the 

distribution of the assets • 

Section 7.02 -Continuance of the Plnn h)' a Succes_sor Corpor~:.ion 

In the c\'ent of the consolidation or merger, of the Company with or 

into any other corporation, or the sale· by' the ComJi::my of its assets, the 

resulting successor corporati'on niay coutinuc the Plan by adoPting the same 

by resolution of its Board of Directors, by appointing a new Corr.:nittcc, 

and by executing a proper supplemental agreement to the Trust Agreement 
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with ·the Trustee. If, within ninety (_~Hi) d:I)'S from the effective dute 

of Such consolidation, merger or sale of assets, such new corporation docs 

not adopt the Plan, the Plan shall be automatically terminated. 

If anY wholly owned subsidiary or affiliated· corporation of the 

Company which shall have elected to adopt the Plan for the benefit of its 

Employees shall be merged into or consolidated with, or shall transfer 

its assets or bLJsincss to, any corporation other than the Comp::ul.y, the 

Plan shall not be terminated but shall continue in effect as to the 

Employees of the Company and its remaining wholly mm~cl subsidiaries or 

affiliated corporiltions, if any, which shall have adopted the Plan for 

t.hc benefit of their respective Employc·e;s. In ud_dltion, the resultir.g 

successor- corporation or corporations to the Said st:l>sidinry or affiliated 

corporatiOJ1, by action of its Board of Di'rectors, m;.1~. elect to cnntinuc 

the l'lan in cffC::::t as to the Employees of such subsidiary or affiliated 

co-rporation who continue to be employed by such successor corporation or 

corporations; pi·ovidcd 1 hm'o'Cver, that the Plan may not be !iO Continued n!> 

to such Employee~ of such successor corporation or corporations without 

the express approval of the Bonrd of Directors of the Company.- If tha 

election by tho Bca•d of Di:-cctors of ~uch_ successor corporation or 

corporations so to continue tlte Plan.a~d such app·roV<tl by the Board of 

the Company is not made wf{ilin ninety (90) days from the effective 

date of such merger, consolictatlon or transfer of the assets vr lmsincsn 

by such suhsidiary or affiliated corporation, or if ~u::.h subsidiary or 

affiliated ·:t(irporation shall be legally declared bankrupt or insolVent, 

the Plan sha11 automatically terminate as to the Employees of such 

subsidiary or ~£filiated corporation. Ih that event, the lnter·csts of such 

employees of such subsidiary or affiliated corporation who were Participai!ts 

at the time of such termination \;ill be d~tcrmined pursunnt to t.he 

provisions of Section 7.04 hereof. 

If any wholly mmcd subsidial'y qr a~£iliatcd corporation of the _·compan)' 

which shall have clcc.ted to adopt the Plan for the benefit of its Hmployecs 

sho:tll be merged into or consolidated with, or shali tt·ansfcr its assets 

or business to, the Con,pany, the Plan shall automatically continue in 

effect as to the r1mployecs of such subsidiary or affiliotcd corporution, who 

as a result of such niergcr or coilscPlili:Jtion or transfer of assets ot· Lu~incs:; 

become lhupJ oyec:- of the. Company • 

. -42- ... 
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Jn the event that this ·Plan shall be metgc4, .;~nd consolidated with any 

other plan or its assets transferred to any other plan, the Plan Administrator 

sf! all fiJ c w;lth -the Secretary of the Treasury, at least 30 days in advance 

of. the date such action .i.s to takC pl:1ce. a ccrtlfica'i:ion by ail 

Enroll~d Actunry that each Part idpant '~ benefits as determined immediate] y 

after such action shall not be less than such Participant's benefits as 

determined itruncdiatcly prior to such action and ea.ch such Participant sh-.11 

be !.o informed. 

Section 7.03 Termination of the Plan on Dissolution of the Coul:p'!!!r. 

In tile event the Company is legnlly di.:.solvcd or liquidated by any 

procedure other th~.n by a consolidation or merger or sale of its assets. the 

l'lnr\ .~h.all be auto·r...-ar-irihlly terminated. 

In th~ event any wholly owned .subsidiary nr affiliated corpor:ttion 

of the Company which shall have elected t.o adopt the Ph~:t for the bcnofi ts 

of its Employees is legally dl:isoived or l.inuidatcd by any procl.·du~·e 

other .'~han by a consolidation or merger or tran:=.fer of its assets or 
.!/ 

busin'Css, tl"~ Pla!l Shall automatically -terminate as to its Employees. 

In that event, thC interest of such Employees of such _sttbsidiary or 

affiliated corporation \dto· Were Participants at th~ time of such tr.rmination • 

• will be determined pur:;uant to the provisions of Section 7.04 

SP.ction 7.-04 
Vesting ar.d Oistribution on lliscontinance 

If the Plan shall be- discontinued or terminated, the entire interest 

of each Participant concerned sh:J.ll vest one hundred percent (lOG"o) 

immediately and the assets shall Ue allocated in accord:mcc \dth Section 

7.06 hereof. Any further li:tbi.!ity of th~ Company, in the event that ths 

assets arc insufficient to cover the_ c:ccrucd benefits, shall lle subject 

to the applicable provision of Section 4062 of Public l.mJ 93-406. llowe\'~r, 

in the (!Vent of such termination, presuming the assets arc ad~quntc ·thcr(>for, 

the maximum amount payable 'to a. Participant shall be the benefits accrued 

tO date of termination as if his employment then tcrminat<"d, 1:hich b"ncfits 

slwll be p;1yabiC at Normal Retirement Date, or a icsscr aMount, being the 

Act\tttrja.I Eq~1ival(lnt thereof, shall he p.tid in the event of Citrlicr 

distribution. 

Notwithstandi_ng anything i.u this Pl:tn to thC contrary, if tho full 

curr<"nt costs of the PJ;m attributLttlc to the f:mplcyccs of the '.:o111pany 

have riot .hecn met by the Co!,,pauy nt ;mr ti.l'o "dthin ten (10) )'CUT!i from 
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January 1, 1970, benefit limitations shall apllly as respects any of the 

twenty-five (25) highest paid Errployces of the Company on January- 1; 1970 

whose nnmtal retirement benefits under this Plan shall exceed one thousand 

five hundred dollars ($1,500.00). Such an Employee shall be entitled 

to a benefit valued as the. largest of the follmling amounts: 

(1) The Comp;my contributions (or funds attribut<?.blc thcrc_to) 

which would have been applied to provide the benefits _for 

the Employee if the Plan as constituted prior to J:muary 1, 

1970, hnd been continued without chnngc; 

(2) T~tcnty thousond dollars ($2o;ooo); or 

(3) The sum of (i) the Company contributions (or funds attributable 

thereto) wMch \muld have been appUcd to provide benefit_s 

for the EmplOyee under the Plan if it hatl been terminated ort 

December 31, 1969, and (ii) the amount computed by multiplying 

the number of yeat·s fer which the current costs or .the Plan 

after that date arc met by twenty percent (20!i") of the first 

$50,000 of the Employee's annual compensation after 

December 31, 1969. • 

The foregoing limitations shall also apply to the 25 highest p<i:itl 

Employees of each subsidiary or affiliated co_rporation upon termination of 

the Plan prior to ten (10) years from January 1, 1970, or prior to ten (10} 

years from the date when the Plan shall hav_e become effectiv«:: as to !'uch 

subsidiary or affiliated corporation, if later. 

Nothing herein containcJ shall reStrict the full payment of ar~y insurance, 

death or sut·vivor's b·:mefits on behalf of an Employee of th'J' Company who 

dies while the Plan is in full effect and its full current costs have been 

met, or restrict the current payment of full re~irem~-:nt bcn~fits called for 

by ·t:1c l'l:m foi any rc:tired l:~nplc.'}·~.j oi the Company, while .the Plan is in 

f\11l effect and its full costs have been met. Any sums t"C\tcrt.ilig to the 

T:r:ustco by re;tson of the !'cstrictions hcreir. contained shall be distrihutcd 

or used pro rate for the: bcitcfit of the then participntinc and rctirC'd 

Employees of the Go;np.tn)' concerned, other tl.;.n the ENployccs to whom such 

restrictions appl)', in prop.ortion to the ct·cdits to which they :1ro cnti tlcd 

as of such th~c •. 
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The tcims of this Section 7.04 slmll be inOJ1crativc if the full current 

costs of the Plan have been mctd~ring the period commencing on Jonunry /:,, 1970, 

and ending on the date the Plan i ___ s tcrmin:1tcd, and iil any event shall be 

inoperative ·at the ti.mc the provisions. Clf Treasury Rci;ulation §1.401-4 (c) or 

any substitute therefor are no longer effective or applicnblc. In the event 

the Plan is terminated \o:ithin the period during which this Section 7.04 is 

operative and during which .full currcnt costs have nOt been ~ct ;· cxc.css l'cscrvcs 

arising from application of the restrictions cor.taincd in this Section 7. 04 

shall be npplicd first t!J meet the full Current costs of Employees not 

restricted by this Section 7.04, in the follmiing manner: to each such l~mploycf.! 

in itlc ratio that the rc~;en·e l iahility then- attributable to him bears to the 

total .reserve l~nb'3.lity un:.lcr the Plan. After providin£~ fOr the full cun·cnt cr1st 

of bcriefits for Employees not subject to this Section 7.04, the remaining 

excess reserve arising from this Section 7.04 shall he reallocated to the 

Employees subject to this Section 7.04 in the fol101dng ~anncr: to cnch such 

Employf.!c jn the ratio that thC undiminished excess reserve attributable to him 

b~ars to the tcta_l undiminished excess rt:scr\'C ari:;ini! hy application of this 

Section 7 .04 • 

Secticn 7. OS - No Oiscontinu:mcc of Plan by Fnilln·c t) Co:•trihut:: 

• 
A failure to contribtttc to the Trust in a year h'hcn uo contrihution by the 

Company is required under Article lV hereof sliall not operate to dis<.:ontinuc 

the Plan or the Tr1.1st. If suspension or discontinuuncc by the Compnny 

of contributions to the Trust shall at any time affect the bcncfi ts to 

be paid ot' made avnilublc under the Plan or cause the unfunde:d past SC'rvice 

cost at any time (including •my unfunded prior norw:]J cost and ar\Y unfunded 

interest on any unfunded cost) to exceed the unfunded past service cost 

as of- the Effective Date of the Plan plus any additional past service or 

SUllplcment~l costs added as the result of any C~mcrdmc.·nt m:tdP. to the Plan 

'after its Hffe.ctiVc l.latu, such :mspcnsion or discontinuance of the 

contributions. shall haVe the effect of' fully vest in& the int~rcst of 

any Particip;mt Who terminates his employment with the Co"1hlp:::.ny during 

any such suspC'nsion or follmdng the discontinuance of contributions Ly 

the Comp.:mr. ln such event the \'cSh1d interest of any such P.:orticip:mt 

shall be determined and di:;tributjon thereof shall be made as provided in 

Section 7.04 he1·eof. Provided, hm:cver, that if the Comp;my :::houlcl, 

within _lh'o (2) )'c.:ars followintr the clo.~e of the tnxahh~ yeat· in .... hich 

-4!i ... 
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contributions were due, but not made, by it to the Trust. rc$umc contributions 

thctcto in an amount sufficient to cover the current. costs of the Plan 

hascd upon the benefits to be provided under the Plan, then and· in that 

event the interest of a Participant who t'.:!rmin.atcd during the af..,rcsnid 

period of: suspension or discontinuance of contributions to the Trust 

shall not l.H! vested as provided in Section 7 .04, but shall be: vested as 

provided in Section L3J and 5.08 hereof, ami in the ·event of such, con

tributions shall be r.1adc up including interest at the rate earned by the 

Trust from the dates of such susp~ndcd contributions. 

Provided further, that in the event the aforesaid suspension or 

discontinu:Jncc by the Company of contributions to the Trust- is follO\\'cd 

b>: termination of the Plc:m, the vested interest of all Participants in 

the Plan, including those \·:ho may h3Vl~ terminated their employment \d th 

the Compa._ny d•Jl'ing such period of suspl~nsion or discontinuance of 

contributJons, shali be determined pursuant to Sc~tion 7.04 hereof as 

of the timr.: such suspension of discontir.ua.ncc of contributions first 

occurred • 

Liquidiltion of Trust Pund 

_Upon termination of the Plan th~ • assets of the Trust Fund shall be 

liquidated .after provision sha11 be made for the expenses of administration, 

termination and liquidation, by the payment (or provision for the payment) 

of benefits accrued prior to the date of termination in the following 

order of precedence: 

(1) Benefits to Employees, Beneficiaries Or Contingent Annuit<mts 

who began 1·eceiving benefits at least three (3) y~ars before 

thC termination date of th'c Plan (including those benents \':hich 

would have been received fot' itt least three (3) years· if the 

Employe£ had retired) based on Plan provisions in effect during 

the fiVe (5) .years ne:xt {'l'C"ceding terr.lination h'hich produce 

the smallest Loncfits; 

(2) all oth'!r benefits insured by t'hc Pcnsio1t 1\encfit Guaranty 

Corporation (including hencfi ts that wouid be gu;uanteed except 

for the spcciHl limitation on co\•crat~c of a "substantial mmcr"); 

(3) 

(4) 

all other non-fo:-r .. ~.itablc hC'ncfits under the Phm; 

all other benefit~ under the l'l:m; 

n:; set f01't:h iri Puhli c l.m.,r 93-40(, or. any rcr.ula.tjnns issued pursuant thereto. 
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Section 7 .0?., 

The Company by action of its Board of Directors, may at any time 

and from tlmc to time amend the Plnn; provided, ho\'I'C\'cr, that no amendment 

shall be made at any time, the effect of which would be: 

(1) To divert the Trust Fund to purposes other tlwn for the 

exclusive- benefit Of the Participants and their Beneficiaries 

and Contingent Annuitants; 

(2) to cause nny part of the assets of the Trust to revert to or 

become the property of the Company; 

(~) to increase the duties and lbbilitics of the Trustee without 

itS written consent; or 

(4) to alter retroactively or h1pair the rights of Participants or 

their Beneficiaries, Contingent Annuitants or estates insoft!r 

as th~y exist at the ti111c of ·such amendment. 

Notwithstandiue :mything herei_n to the r.:ont1·ary-, the Plan may be 

amended at any timc 7 if necessary, to conform to the provisions of the 

Internal Revenue ~~ode \'lith respect to Employees' Trl:st or any amendment 

thereto or regulations issuC'd pursuant thereto • 

Section 8.01 

• 
ART!CLE VII I 

MISCEI!!,~NEOUS 

Right of Company to Dismiss Empl(.wecs 

Neither the actjon nf the Coffipany i.n establishing th2 Pl:!n nor any 

action by it or by the Committee under the provjsions hcretJf nor any 

provisjon of the P.lan shal1 be construed LI.S. giving to any J~:nployc~ of 

the CC*mpany the· Tight to be rctainc>d in its employ or any right to au)' 

payment whatsoever. except to the cxtcmt Of the benefits .provided for by 

the PJ an to be paid from the Trust Fun..t or under the terms of an insurance 

company contract. The Company oxpr.cssly r·cscrvcs the right at aaty tin~c. 

to di~miss any Employee without any liai>ility for any claim either 

against tho TruSt t:und for any pnymcnt whatsoever cxct'pt t.o the extent 

provided fer in the }'Jan, ot· again~t the Compnny. Tcrmjnation of actual 

cmpl0)1ncnt sh:tll constitute tctmination of participation under the Plan • 

-47-
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Section 8.02 Company's Rcsponsihi l i ty l • .imi ted. 

All benefits payable under the Plan shall \Jc .J~:!id or providcd--fo.t 

sOlely from the Trust Fund or under the terms of any applicable insurance 

contract, and the Company asswnes no rcsponsibiUty for the acts of the 

Committee or of the Trustee, except as herein expressly provided, and 

shall not be liable for any losses-of the Trust Fund, subject to require-

mcnts of Public Law 93-406. 

Scctioil B.Q~ 

Whcncv~r any ac:tion shall be takC'Il hereunder by ·a Participant l'!i th 

respect to the cxcrci5c of any option o·r thr: designation of any Bcr..<!ficinry. 

he shall give written notice thereof on a form furnished by the Com:ti ttee 

for such purpose and filed with Committee. 

Section R.,!)_1 Pltiil Intended to Confon1 to Internal Revenue 
Cc.d(!PrO\,ISJ ons Relative to EFml orc~s 1 T;·u<;t~; 

It is the intention of the Compr.ny that it shall be jmpos.:;ible for 

any part of the Tt·ust Fund to be used for <'r diverted to purposes other 

than for the cxciusivc benefit of the Employees of the Company and th~ir 

Beneficiaries and Coi1tingent Annuitants, cxtept in the case of actuarial 

error. It is fui·thcr the intention of,.the Company that: this Section shall be 

construed to follow the spirit and intent of the present Federal Income 

Tax Lab' ~nd rC'.gujations or any future Federal Tax Lm.; or regulation 

governing trusts for the exclusive benefit of Employees, to the end tlut 

the Trust Fund shall be incc1pablc of diversion· by any means whatsoever. 

Socndthrift and I.oan Clause 

None of the benefitS, paymen.ts, proceed:;, claims or rights of any 

Pa:ticipomt, Beneficiary or Contint~·~mt Ar:nu:.tant hcrl'!uwJer shall be suhjcct 

to nuy claim ot• any Ct'editor of any such Participant, Beneficiary ·or 

Contingent Annuitant und in p:~rticular the s:1mc shall not be~ subject 'to 

attachment or garnishmen~ t\r other legal process by any crcdit.,r of anr 

such Participant 1 fhmeficiary or Cuntinccnt Annuitant nor .shall any such 

Participant, Bl'!neficiary or Contingent Aililuitnnt hnvo any right to alienate, 

anticipntc, cor~mutc, pledge, encumber. or assign any of the boncfi ts 

or payments or proceeds uhich he may c.<.pect; tO rcc~Jh·e, contincently 

or othcrwlsc 1 under the Plan. No Participant or spou~it' ,,f n· Partjcipnnt 

shall hn\'C th(> right to borrow frt\m the I'Jan undct· ;my circtur.sttmcOJ~. 

-43-



• 

• 

• 

• 

Section 8.06 

If any provision of this instrwncnt shall be held by a court of 

competent jurisdiction to !Jc invalid or uncnforC:cablc, the remaining 

provisions hereof shnU continue tO be fully effective. The provisions 

hereof shall be con.<>trucd, administered, and enfOrced according to 

the laws of the State of California to tht: c:<tcnt not preempted hy the 

laws of the United States. All actions regarding the Plan and Trust 

or fiduciary ohlig;~tions related thereto, sh:1ll be bt·ought in a court 

conv·~ncd in the State Of Cal ifot·nia. All contributions to the Tru~t 

shall be deemed to take place in the State of California. 

Section 8. 07 Employee~ of Nc\~ly Acquired Companies 

In the eve-nt that a comp::my or corporation shall be acquired by 

Blue Chip Stamps am! shall become a division, or a 't:holly oKncd subsidiary, 

or an affiliat(~d C('lmpany of Blue Chip Stamps, the Board of Directors of 

Blue Chip Starap5, shall determine whether or not the employees of sajd 

ac(1uitcd con:pany o:r corpc..rati~Jn shall participate in the Plan. lf the Board 

of Dirccturs of Blue Ch~p Stamps determines that the- employees of .said 

acquired company or corporation shall,. be eligible to partid.pat~ in the 

Plan, the Board sho.ll further determine how much, if any, of the continuous 

service of each such employee prior to the date of acquisition of saiU 

co=rpany or corporation shall he considct·ed as Vesting Service aucl Benefit 

Sc1·vice for the purposes of the Plan and 5hal 1 determine all other matters 

related to the benefits provided by the Plan for such employee for such 

periods of Vesting Service and Benefit Scn·-ice, ,,provided that, ·s!.ibjcct to 

the terms of Section 1.14, such determination shall not ciiscriminatc in 

f~1vur of or- against any C1l'ployce or class of emplOyees of said compnny 

ot• corpt"'rntion. 
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Sectlon &.Of!_ .. Rc.t<~nl of CC'il!.l.J~<~Y C:m~i_~ 

'l'hc Company hns no beneficial interest in the Trust Fund, and no 

part of the Trust Fund shall revert or he repaid to the Company directly 

or i.ndix·cc.tly~ except as provid11d in Section 4.Ca hereof and except that, 

upon the Comp::my•s r~qucst, a c.ontribution \'thich was based upon a factual 

error, or conditioned upon qualificctic:on o.f. the l>Jan or any <lnLC'wJmcnt 

thereof or uron tr.o deductibility of contributions ulidcr Section 404 

of the lnt~noaJ R~Jvenuc Cl1dc, sh<rll be returned to the. Employer t\"ithin 

CritC year after the paymC'nt of such cont~ibution5, thC denial of the 

-qualifiC<ltlc..n or the di5all01mncc of the deduction (to the extent 

disallmmd}, \-:hic.:hc\·cr :.;hall bo nrpl ir:ahl~. 

Section 8~09 - Hc&tHn~s ------ ---""'-
Headings of Article~ an:l .:il.:';.ti~ns nrc i.:ts~.rtcd solclr for contrcnicnc'~ 

an~ reference;, They constitute no pa1·t or the Plim. 

Dated this _ _,3:.:.1·_,d __ _ 

Approved as to fur'll 

!!L_y. fli~hatl_Ui 1 kir.son 
At:tcn·nc)' for 

Blue Chip Stamps 

(SEAL) 

day of March ~ 19:'6. 
-----~--·---· 

BI.UE Clllf, STAr-:PS 
• 

By Sf 1-/:ro.· F. R?m>o.Y 
Exocutlv-.\ '/icc- !'tc~ii.dcnt ---

By .S/ R. H. Bird 
Vice Prcsid(!nt, Scc:-cta·ty 

and '1'1·casurcr 

UNJON BANK 

By -~-E.un~n!Ll!.......EG.r.c•L __ _ 
Vice President 

Ry ~S,.tc-... --!;!llo.,_l'-'o";n flo•·•·i,"s..,onCL. __ ~ 
Tf'ust Officet~ 
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BLUE CHIP STAMPS 

EMPLOYEES' PENSION PLAN 

AND 

TRUST AGREEMENT 

PRIOR PLAN ACCRUED MONTHLY BENEFITS 

AS OF DECEMBER 31, 1975 

(Names and amounts omitted.) 

Exhibit A 

Accrued 
Monthly Benefits 
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To the Board of Directors of 
Blue Chip St2mps 

Dear Sirs: 

Exhibit 14.1 to 
Blue Chip Stamps' 
Form 10-K for year ended 
February 28, 1976 

606 SOUTH OLIVE STREET 

LOS ANGELES, CALIFORNIA 90014 
213·625·4400 

May 24, 1976 

The consolidated financial statements included 
in your Form 10-K for the fiscal year ended February 28, 
1976 describe a change in the method of accounting for 
marketable equity securities as of February 28, 1976, 
which change is described and approved by our report dated 
April 12, 1976 included .in such Form 10-K. We believe 
that such change, which was required by Statement of Finan
cial Accounting Standards No. 12 issued by the Financial 
Accounting Standards Board, represents adoption of a prefer
able accounting principle in conformity with Accounting 
Principles Board Opinion No. 20. 

Yours very truly, 

/s/ PRICE WATERHOUSE & CO . 


