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Extr. Items: $903,000 None

Assets: $153,495,000 $200,220,000.-

Net Worth: $67,309,000 $59, 887 000

Description of Business: Provides trading stamp service to Callf. and
Nev., retailers, including stamps, catalogs, books, promotional
material, and redemption centers. Operates incentive promoticn
business. Produces candy and confectioneries and operates 170 candy
shops in nine western states. Operates savings and lcan business in
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o Trading stamp companies
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o Candy mfr; Confectionery mfr
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o Savings and loan associations.

Auditor's Report: _

o Qualified opinions for uncertainties; Civil court proceedings;
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Financial Statements and Notes:
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PART I

Item 1. Business.

They 1nformat10n set forth in the section entitled ' Pr1nc1pa1
Business Act1v1t1es on page 6 of the 1976 printed annual report of
Blue Chip Stamps, a copy of which page is ettached, is incorporated
herein by reference. With the exception of the aforementioned in-
formation and data referred to in Ttem 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. Summary of Operations.

The information set forth in the section entltled "Summary
of Operations'" on pages 7 and 8 of the 1976 prlnted 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 contalned in said annual report is not to be deemed filed as
part of this- report '

Ttem 3. Properties.

The Company operates a merchandise distribution center at
Los Angeles. The distributioﬁ‘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 facrll-
ties which it owns in Los Angeles and South San Francisco.

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

Redemption stores, candy shops and savings and loan branch
offices are normally leased. The leases expire on various dates,
none later than 1996.
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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 . ' 550,090

Susan T. Buffett, spoﬁse, children of
Mr, Buffett and trusts of which he
is t¥ustee but has no beneficial

intefest : . - 126,628
Subsidiaries of Diversified Retailing -
Company, Inc. {(a) 841,900

Berkshire Hathaway Inc. and subsidi- -
aries (b) B 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 outstanding common stock of
See's Candy Shops, Incorporated, which, in turn: owns 1007% of the
common stock of See's Candies, Inc., both California corporations.
Financial statements 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 647 of the oﬁtStanding.common stock of
Wesco Financial Corporation ("Wescb”), a Delaware corpyration,
which, in turn, owns all of the outstanding stock of Mutual Savings
and Loan Association, a California corporatlon ‘whose subsidiaries
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. Séparate consoli-
dated and unconsolidated Einancial statements of Wesco are incorpo-
rated herein by reference, as explained in the Tndex to anan01a1
Statements on page S-1 hereof.

Item 5. Legal Froceedings.

(a) United States of America v. Blue Chip Stamp Company,
Alexander's Markets, Lucky Stores, Inc., Market_Basket, Purity |
Stores, Inc,, Ralphs Grocery Company, Safeway Stores, Incc::i:pbrated3
Thriftimart, Inc., Thrifty Drug Stores, Inc., and Vons 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 Coumpany'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 oi Blue Chip
Stamps who were entitled but failed to purchase stock of Blue Chip
Stamps, on behalf of themselves and all other persgons similarly

situated v. Blue Chip Stamps, Blue Chip Stamp Co., a merged coxrpo-
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 Storés'Co.,_Inc., Vons Grocery Co.,
Robert F. Alexaﬁﬁéf Donald A, Koeppéll Leonard H. Straus, William
¥. Ramsey, Robert . Laverty, Richard Ralphs, John R, Niven, Fred

) an_der_Ahe Unlted States Dlstrlct Court, Central District of
"Cglifbrnia Civil Actlon No. 70-2539 filed November 10, 1970.

This purported class action was filed on behalf of
retaller ugers of Blue Chip Stamps who failed to purchase stock of
the Company in a 1968 offerlng to retailer users. The amended com-
plalnt filed January 27, 1971 alleged damages to plaintiffs of
Sai ,400,000 and exemplary damages of $25,000,000, interest, attor-
'léneys fees and coSts, and prayed that plaintiffs have the right to

”'~Durchase stoek, or units of stock and debentures, of the Company on

Ltthe terms of the 1968 offering. After hearings in the United States
5:Dlstr1ct 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 ox, 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 cf any recovery by
plaintiffs. Following denial of these claims by the state, the =
Cbmpany cross-complained against the state seeking indemmity.

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. 1In the.opiniOn of counsél for the Company, the
second partial summéry 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 Octobe£-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 $l7,000,000.1ess 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.




|
"6_ |

Item 5. Legal Proceedings. (Continued) | 1

(d) The information 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 Qutstanding Securities.

Following is an analysis of changes in the amount of the
Company's 6-3/4% Subordinated Debentures due 1978 outstanding 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)
Balance, February 28, 1976 $6,392,000

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

ltem 7. Approximate Number of Equity Security Holders.

Number of record holders
Title of class as_of April 9, 1975

Common stock, par value :
$1.00 per share . 2,573

Item_S, Executive Officers of the Registrart.

Following is a list of the Company's executive officers,
whose ages range from 58 to 43 years:

Name Position
Donald A. Koeppel Chairman of the Board and President
William F, Ramsey Executive Vice President and Director
Raymond H. Allen Vice President, Information Systems
Robert H. Bird Vice President, Secretary and Treasurer
James D. Carter Vice President, Operations
William K. Klepper Vice President, Merchandise

Kenneth E. Wittmeyer Vice President, Industrial Relations




~7-

Ttem 9. Indemnification'of Directors and Officers.

Reference is made to Item 29 of Part II of the Company's
Reglstratlon 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 :

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).

5(g).

6(a).

11.1-4

Second compendium amendment to Profit Sharing
Plan and Trust Agreement of See's Candy Shops,
Incorporated

Second compendium amendment to Proflt Sharing
Plan and Trust Agreement of See's Candies, Inc.

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

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

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




Ttems 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 pursu_ént to Regulation 14A
for its annual meeting of stockholders 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. | ' '

BLUE CHIP STAMPS

Date May 24, 1976 By /s/ R. H. Bird

‘R. H, Bixd
Vice President,
Secretary and Treasurer
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BLUE CHIP STAMPS

INDEX TO FINANCIAL STATEMENTS

The 1976 and 1975 consolidated financial stétements to-
gerher with the report thereon of Price Waterhouse & Co dated Aprll
12, 1976 _appearing ‘on pages 9 through 16 in the Company s 1976 Annual
Report to stockholders, copies of which pages are attached, are in-
corporated in. this Form 10-K Annual Report. With the exception of

" the aforementloned lnformatlon and the 1nformatlon incorporated in
Items 1-and 2 hereof, information contained in the 1976 Annual Report
to stockholders 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 chdnges in financial position of Wesco Financial
Corporatfon, the notes thereto and the supplemental information to
the motes to such consolidated financial statements, and ‘the support?
ing schedules, together with the report thereon of Peat Marwick
“Mitchelle& Co. dated January 30, 1976, are 1ncorporated herein by

~ reference to the Form 10- -K Annual Report filed by Wesco Financial
COEporationdfor the year ended.Deceﬁber 31,'1975,'& copy of which
_~is'attached.' With the exception of the aforementioned information

© @nd data referred to in paragraph (d) of Item 5 hereof, information
contained in said report is not to be deemed filed as part of this
~report.

_ The individual”financial statements of Blue Chip Stamps
“  have been omitted since it is prlmarlly an operating company and the

o total of minority interest and indebtedness of its consolidatéd sub-

s;plary to unaffiliated parties is five per cent or less of total
consolidated assets at February 28, 1976.

The following addltlonal flnanc1a1 data should be réad in
conJunctlon with the financial. sLdtements of Blue Chip Stamps referred
to ‘dbove. Schedules not 1ncluaed with thlS additional financial data
- have been omitted because they are not applicable or the required
fllnformatlon is shown in the financial etatements or notes thereto.

I ?




Consent of independent accountants
Additional financial data of Blue Chips; Stamps :
Supplementary information to notes to
consolidated financial statements

Financial schedules -

I - Marketable securities

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

Property, plant and equipment
- Accumulated depreciation, depletion and
amortization of property, plant and
equipment

- Supplementary income statement information




CONSENT OF INDEPENDENT ACCOUNTANTS

We. hereby consent to the application of our report, 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.

PRICE WATERHOUSE & CO.

Los Angeies, California
April 12, 1976




S=4

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 relatlng to sales of
marketable securities. '

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

.~ February 28..1976 - $ 7,295,000
March 1, 1975 11,767,000 .
March 2, 1974 | 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 galn 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 (Seé'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 (Wesco), amounted to $12,562,000 at March 2, 1974.
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_ Following is a summary of accumulated amortization of the
intangibles discussed above, at each of the three most recent Ffiscal
yearends:

- - ‘See's | ' Wesco
February 28, 1976 o $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:

February 28, March 1,

1976 1975
- -Accounts payable . _ $3,840,000  $3,344,000
Accrued compensation ' 1,259,000 1,601,000
Taxes other than income 1,128,000 544,000

$6,227,000  $5,489,000

Income from marketable securities is broken down as

Tfollows:
| Fiscal vear ended in
1976 1975
Interest $ 871,000 $1,652,000
Dividends 4,042,000 6,086,000

$4,913,000 $7,738,000

Inciuded 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 éXpenses.

Rental commitments apply primarily to redemption stores

and candy shops.
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The Company has a renewable 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
-Mafch 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 vears 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 capltal Addltlonal option information
is summarized below: '

Fiscal year ended in
1976 1975

Options which became exercisable
during the period: _
Number of shares _ 2,875 6,375
Option price - _
‘Per share $15.1875 $14.75 and
$15.1875
Total ' $43,664  $96,000

Market price at date first
exercisable -
Per share . _ $ 7.375 $ 8,375 and
' ~ 88.625
Total ‘ $21,203 $54,516

Options exercised during the period None None

At February 28, 1976 options to purchase 4,000 shares

were outstanding and currently exerCLSable at an aggregate price
of $60,750. '
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BLUE CHIP STAMPS

SCHEDULE I - MARKETABLE SECURITIES
~ FEBRUARY 28, 1976

~ Number of shares or
units - principal  Amount at which

Name of issuer amount of bonds or shown in balance

and title of igsue

Short-term investments, at cost

U.S. Treasury Bills

Marketable equity securities,
at the lower of aggregate
cost or market

Preferred stocks:

buke Power Company, 6.75%
Cum, Conv,

Other

Common stocks:

American Water Works Company,
Inc. o

Baystate Corporation

CleveTrust Coxrporation

Hartford National Corporation

Manufacturers National
Corporation

National Detroit Corporation

Pittsburgh Mational Corporation

San Jose Water Works

‘Shawmut Association, Inc.

Source Capital, Inc.

State Street Boston Financial
Corporation

Other

Total marketable equity
securities, at market value

notes

$25,000,000

86,800
108,480
105,598

84 , BLL

109,470
274,580
256,500

43,100

68,423

1,257,127

62,239
134,734

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




Name of issuer
and description of
© investment

Year ended.March 17_1925;

Investment in common stock
of Wesco Finaneial
Corporation ("Wesco")

Year ended February 28, 1976:

Investment in common stock
of Wesco

BLUE CHIP STAMPS

SCHEDULE III - INVESTMENTS IN, EQUITY IN EARNINGS OF, AND DIVIDENDS
RECELVED FROM AFFILIATES AND OTHER PERSONS

‘Balance at

Balance at
beginning of period Additions Deductions end.of period
Equity Distributions
taken up in of earnings
Number Amountsg earnings of by person in Number Amount
of in affiliate for _ which earnings of in
shares dollqrg the period Purchases cher were taken up shares dollars
1,058,042 $17,446,000 $2,588,000 $7,025,000 $752,00 1,527,299 $26,307,000
(1) 3
1,527,299 $26,307,000 $3,092,000 $?6,00? $887,000 1,527,299 $28,588,000
(2 (1) (3

(1) Vet of income taxes of $67,000 and $58,000 in the
Eiscal years ended in 1976 and 1975,

(2) Represents an adjustment tg acquisition cost.

3

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




Classification

Year ended Maxrch 1, 1975;

Land

Buildings

Furniture, fixtures and
equipment

Leasehold improvements

BLUE CHIP STAMPS

Year ended February 28, 1976:

Land

Buildings

Furniture, fixtures and
equipment

Leasehold improvements

(1) Reclassification.

SCHEDULE V - PROPERTY, PLANT AND EQUIPMENT

Other
Balance at 7 chariges
beginning Additions add .
of peried at cost Retirements (dedugt)
$ 2,900,000 _ $ 577,000
5,755,000 § 24,000 1,748,000
9,289,000 574,000 816,000 $572,000 (L)
4,287,090 309,000 131,000 (572,000) (1)
$22,231,000 $ 907,000 $3,272,000 -0«
$ 2,323,000 ) $ 8,000
4,031,000 $ 155,000
9,619,000 789,000 600,000
3,893,000 252,000 278,000
$19,866,000 $1,196,000 $ 886,000

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

e
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BLUE CHIP STAMPS

g o
SCHEDULE VI - ACCUMULATED DEPRECTATION, DEPLETION
AND AMORTIZATTON OF PROPERTY, PLANT AND EQUIPMENT

= Additions
Balance at chdrged to

, ‘beginning costs and : Other changes
Description

of period . expenses Retirements add (deduct)
Year ended March 1, 1975: |

Buildings _ $ 2,424,000 $ 193,000 $- 523,000 -

Furniture, fixtures and - . o :
equipment = 7,243,000 630,000 778,000 $306,000 (1)

Leasehold improvements 2,100,000 397,000 103,000 (306,000)(1)

$11,777.000  £1,220,000 $1.404,000 § -0-

Year éﬁaed February 28, 1976: .
~ Buildings . . $ 2,104,000 $ 169,000
 Furniture, fixtures and ‘ _ ,
equipment ‘ ~ . 7,401,000 568,000 '$ 583,000
Leasehoid:imprqvements 2,088,000 _ 310,000 171,000

$11,593,000 $1.047.000 § 754.000

(1) Reclassification.

Balance at
end of

$ 2,104,000

7,401,000
2,088,000

$11,593,000

$ 2,273,000

7,386,000
2,227,000

$11,886,000
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BLUE CHIP STAMPS

SCHEDULE_XVI - SUPPIEMENTARY‘INCOME STATEMENT INFORMATION

Charged
to costs
Ltem and expenses
Year ended March 1, 1975:
Maintenance and repairs $1,244,000
Taxes other than income taxes -
Payroll ' 1,427,000
- . Other _ - 576,000
Advertising costs | . 612,000
Year ended February 28, 1976:
Maintenance andrrepairs $1,291,000
Taxes other than income taxes - ' _
Payroll 1,456,000
Other ' _ 606,000
Advertising costs 818,000

No royalties or ‘research and development costs were incurred.

Depreciation, amortization and rents are disclosed in the notes

to consolidated financial statements.




Principal Business Activities

Blue Chip Stamps (the “Company”'} and its

subsidiaries are engaged in four fines of business:

(1) The candy business. See's Candy Shops,
Incorporated, a 98%-owned sub51d|ary acquiredin
January 1972, produces quality candy and
confectionery products i 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 entityisbelieved to be one
ofthe largest candy manufacturers dislributing through
its own chain of retail shops. Chocolate, sugar and
certain other essenlial ingredients are generally
available but subject to price fluctuations from time to
tire. A substantial‘portion of each year's candy sales
are'generated during the Christmas season,

(2) The trading stamp business. The Company
provides a frading stamp service to retail merchants
and their customers in California and Nevada. THe
service includes the issuance of irading stamps,
catalogs, savings 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 operales as a separate

division on a nationwide basis. It {ailors incentive
programsfor businesses: These programs use awards
of merchandise, travel, points and stamps in order to
stimulate sales or proijuctivity, promote attendance or
safety, or performyethar motivational functions. The
division’s deiuxe catalog is the cornerstone of many of
these programs. In addition, Blug 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
fulfiliment of merchandise orders.

(4) The savings and loan business. Wesco Financial
Corparation, an unconsolidated subsidiary controlled

" since late 1973, owns alt of the outstanding guarantee

stock of Mutual Savings and Loan Association, which
operates-at sixleen locations in-Southern California.
The association is engaged in the businessof lending
money, principaily secured by first liens against real
estate, to enablé borrowers to purchase, construct or
refinance real property.

Stamp service revenues have declined from a
historical peak of $124,180,000 for the fiscal year ended
February 28,1970 to $20,361,000 for the fiscal year
ended Febtuary 28, 1976. This decling has resulted
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 relativeimportante to the business of the
remaining customers: the two largest customers, both
Southern California supermarket chains, accountedfor
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 froma

peak of 90 to 49 at present. The number of its
employees fluctuates but now averagesless 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

Revenues; :

Candy business ...... A e e : 56% 49% 35% 25% 4%

Trading stamp SerVIGE .+ v v v e s et iias N 28 39 59 73 95

Incentive and merchandise promotsons e ki i - 16 12 6 2 1
Income {loss) before income taxes, securities ' :

gans {losses) and extraordmary iterns: :

Candy business . ..... e e e e 82 77 40 38 4

Trading stamp sernvice ... oooeenvianenn . e 3 — 44 60 95

Incentive and merchandise promol[ons ................. {8) {7) —_ 2 1

Savings and loan busSINeSS .. v. v ot e e s

23 30 16 — —_




Summary of Operations

Five Fiscal Years Ended February 28, 1976
(In thousands excep! for amounts per share)

1975 1974 1973 1972

Revenues: —
Candy sales ' . = $42,907 $ 35780 $ 32049 & 4,104
Stamp service revenues . ' .25,564 51,375 88,736 100,622
Merchandise promotions and Incentive sales . ’ 11,022 65,261 3,624 2,145
Dividends and interest _ 7,738 8,260 7,315 6,359
' 18 2,134 543 599 . 872

89,365 102219 132,323 114,102

‘Costs and expenses:
Cost of sales and redemptions . .. .. _ ) 54,912 68,156 95,662 93,791
Selling, general and administrative expenses . ! 23,840 21,481 21,729 10,917
Interest _ _ 4,050 3,597 2,638 927
: 306 365 358 365

83,208 93,599 120,387 106,000

Income before income taxes, equity innetincome

-of Wesco Financial Corporation, securjties _

gains (losses) and extraordinaryitems . ...... 32 8,157 8,620 11,936 8,102
Provision for income taxes : (1,237) (2,071) (3,828) (2,195)
Equity in net income of Wesco

Financial Corporation .. _ _ 3, 1,641

income before securities gains (losses)
and extraordinary items ...... R ,
Realized securities gains (losses), less taxes ...

Income before extraordinary ifems
Extraordinary credit (charges)

Nefincome

Per share:
Income before securities gains (losses)
and extraordingry items _
Realized securities gains (losses)

Income before extraordinary items
Extraordinary credit (charges)

Netincome ., ........... PR e '
Dividends declared

See notes and managemenl’s discussion and analysis on page 8




‘NOTES TO SUMMARY OF OPéﬁATIONS

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% iri August
1974,

The extraordinary charges for fiscal 1973 repre-
sented settlement of lawsuits, less income tax effect.
The extraordinary credit for fiscal 1975 represented
federal income tax not payable due to offset of capital
loss carry-forwards, primarily from fiscal 1972,

Per share amounts are based upon the weighted
average nurmber of shares of common stock out-
standing during the fiscal year adjusted for the dilutive
effect of any outstanding stock opticns. Shares used
in the summary were 5,179,000 in fiscal 1976 and
1975; 5,180,000 infiscal 1974, including 1,000 dilution;
5,128,000 in fiscal 1973, including 60,000 dilution; and
5,116,000 in fiscal 1972, including 88,000 dilution.

MANAGEMENT'S DISCUSSION AND ANALYSIS
OF THE SUMMARY OF OPERATIONS

Candy sales increased frorifiscal 1974 to fiscal 1975
due almost entirely to an.increase in average selling
price per pound. Of the increase in candy sales in fiscal
1976, approximately 60% résulted 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 endedin 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.

Thedrop in dividend and intérest income from
fiscal 1975 to fiscal 1976 was caused mainly bythe sale
of marketable securities in fiscal 1975 to repay
$40,000,000 of bank ioans.

Other revenues in fiscal 1975 included a
$1,254,000 gain.on sale of a warehouse and a $311,000
gain on purchase and early retirement of outstanding
debentures. Other revenues in fiscal 1976 included
$262,000 relating to alimited trucking operation.

Cost of sales and redemptions during the two

years ended in 1976 varied generally according to

related revenues, Gross profit improved except with

respect to stamp redemptions.

Theincreasein selling, general and adminisirative
expenses from fiscal 1974 1o fiscal 1975 was due mainly
to an increase in employee compensation as well as in
commissions paid with respect to credit card
merchandise promaotions. The sharp increase in this

expense category in fiscal 1976 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, employeé compensation, rent and other
expenses.

Interest expense dropped sharply infiscal 1976
due to the repayment of bank loaris late in fiscal 1975.
Theincreaseininterest from fiscal 1974to 1975 was the
result of prime rateincreases.

The provision forincome taxes decllned asa
percentage of pre-tax income from 24 % in fiscal 1974 to
20% in fiscal 1975 because tax-excludable dividend
income, although slightly reduced, represented a
greater proportion of pre-tax income. The effective rate

jumped to 42% in fiscal 1976 primarily because of the
sharp increase in See's pre-tax income, taxed ata

relatively high effective rate.

The Company's equity in net income of Wesco
Financial Corporation increased from fiscal 1974 to
fiscal 1975 due to a substantial increase in ownership
despite a decline in Wesco's earnings. The increase in
this item in fiscal 1976 resulted mainly from an
impravement in the subsidiary's earnings.

Realized securities gaing and |osses fluctuatefrom

_yeartoyearand accordingly are set out separately. The
“after-tax change from net losses of $185,000 in fiscal

1974 to net gains of $254,000in fiscal 1975 and $8,000
in fiscal 19786, although material, was not abnormal to
the business. Beginning iate in fiscal 1976 the
Company reduced the carrying value of markelable
equity securities to the lower of cost or market; the
related charge did not affect net income (see Note'3 to
the accompanying financial stalements).

The decrease in income before securities gains
(losses) and extraordinary jtems from fiscal 1974 to
fiscal 1975 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.recoveryin
this line itemin fiscal 1976 was attributable mainiy to the
success of the candy-operation.

Revenues, expenses, earnings and otheritems set

forthin the summary of operations are not necessarily

indicative of future revenues, expenses, earnings and
otheritems.




Consolidated Statement of Income

s W . [ X
and Retained Earnings Blue Chip Stamps
Fiity-lwo Weeks Ended February 28, 1976-and March 1, 1975{Nole 1)
1976 1975
Revenues: .
Candysales .................. R et e ieann RN $51,342,000 §42,907,000
Stamp service revenues (Note2) ..........., e h e e e 20,361,000 25,564,000
Merchandise promotions and incentivesales ...........coviiviet uinn. 15,210,000 11,022,000
Dividends and interest ... .o i 4,913,000 7,738,000
Otherrevenues (Notes4and5) ... .........coierinar . e e 818,000 2,134,000
92,644,000 89,365,000
Cdosts and expenses:
Cost of sales and redemptions (NOte2) . ..o oot e i 52,116,000 54,912,000
Selling, general and administrative expenses ............................. 29,552,000 23,940,000
Interest and discount amortization ... ... ...t e e 649,000 4,356,000
82,317,000 83,208,000
Income before income taxes, equity in net income of
Wesco Financial Corporation, securities gains
and extraordinary credit . ... .. e e e ea . 10,327,000 6,157,000
Provision tor income taxes (Nole7) ................ e {4,374,000) (1,237,000)
Equity in net income of Wesco Financial Corporation (Notes tand 7) ........... 3,092,000 2,588,000
Income before securities gains and extraordinary credit .......... ... . .. 9,045,000 7,508,000
Realized securities gains, less income tax-effect (Notes3and 7) . .....ovoen. .o 8,000 254,000
Extraordinary credit(Note 7) ............. i D et — 903,000
Netincome .................... ool St e s ira e 2,063,000 8,665,000
Retained earnings at beginningofyear . .................. e eaeae s 60,551,000 53,128,000
~Cash dividends of $.24 per share per year (Note5) ........... PR (1,243,000) (1,243;000)
Relained earnings atendofyear .. ... .. .. .cviviriiii i 368,361,000 $60,551,000
Amounts per share based on weighted average shares outstanding:
Income before securities gains and extraordinarycredit .. ..........o.o. ... $1.75 $1.45
Realized seCuUrilies Gains ... .. vt i e e e —_ 05
Extraordinary credit. . .......... i e e ey = 17
Netincome .......... T S $1.75 $1.67

‘See accompanying notes to consolidated financial statements




Consolidated Statement of Changes in
Financial Position

Blue Chip Stamps

Fifty-two Weeks Ended February 28, 1976 anid March 1, 1975 (Note 1)

'Sources (uses) of cash, including short-term investments, from operations:

Income before realized securities gains and extraordinary credit
Add (deduct).
Depreciation and amortization
Equity i 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, less income tax effect
Extraordinary credit--~federal income tax not payable due
toofiset of capital loss carry-forwards
Decrease in marketable equity securities (1976 amount
is nel of $4,978,000 nel unrealized ioss deducted
from stockholders’ equity) :
Decrease (increase) in accounts receivable from securities lransactions
Proceeds from disposal of property, fixtures and equipment,
net of income taxes and gain on sales

Other uses of cash;
Additions to property, lixtures and equipment
Decrease (increase) in accounts payable from securities Iransactlons
Payment of dividends
Purchaseé of stock of Weseo Financial Corporat:on
Purchase oi debentures feor retirement
Repayment of notes payable to bank

1976

$ 9,045,000

1,478,000

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

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

9,558,000

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)

10,051,000

10,469,000
1,740,000

131,000

(3,088,000)
254,000
903,000

29,420,000

(1,923,000)

1,868,000

22,399,000

27,434,000

1,195,000

(110,000)

1,243,000

120,000

112,000

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

40,000,000

2,560,000

54,723,000

$ 19,839,000

$(27,289,000}

526,000  §( 1,507,000}
19,313,000 (25,782,000)
$19,839,000  $(27.289,000)

See accomparying noles (o consolidated financial statemenis




Consolidated Balance Sheet

February 28, 1876 and March 1, 1975 (Note 1)
ASSETS

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

at February 28, 1976 and at cost at March 1, 1975 (Note 3) . .

Accourits receivable
Merchandise and suppliesinventories, at the lower of

cost (first-in, first-out) or market
Prepaid income taxes and other expenses (Note 7)

Excess of cost over equityin net assets of See's Candy Shops
Incorporated, less accumulated amortization (Note 1)

"LIABILITIES AND STOCKHOLDERS' EQUITY

Accounts payable and accrued expenses ... ...... .

Income taxes payable (Note 7) .,
Liability for unredeemed trading stamps (Note 2)
8% % 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
Pald in capital

e T T N T T S S

............................

........................
.............

...........

......................

........................................

LI I I I T L

................

...............

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

L L I I R R T T T T

........................................

T S S e

Propetty, fixtures and equipment, net (Note 4) . .. .. ... .. e
fnvestment in Wesco Financial Corporation {(Note 1) ..........

N ]

R T T

.......................

................

...............

................

L T T e

...............

...............

...............

L R

Blue Chip Stamps
1976 1975
$ 2,032,000 $ 1,506,000
24,695,000 5,382,000
56,712,000 72,159,000
7.894,000 5,529,000
7,295,000 11,767,000
14,462,000 6,689,000
8,290,000 8,273,000
28,588,000 26,307,000
15,487,000 15,883,000
$165,455,000 $153,495,000
$ 6,227,000 § 5,489,000
11,560,000 2,002,000
71,135,000 72,183,000
6,392,000 6,512,000
95,314,000 86,186,000
5,179,000 5,179,000
1,579,000 1,579,000
68,361,000 60,551,000
(4,978,000} —_
70,141,000 67,309,000
$165,455,000 $153,495,000

See accompanying notes o consclidated financial slatements
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Notes to Consolidated
Financial Statements

NOTE 1—Subsidiary companles:

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

The Company's investment in Wesco Financial
Corporation (Wesco), a savings and [oan holding
company, has increased from 44.6% at March 2, 1974
to'64.4% at March 1, 1975 and February 28, 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:

December 31, December 31,
1975 1974

Assels—

Cash and marketable
securities

Loans receivable,
less unearned loan
fees, unrealized
profit and loans
in process

Other assels

$ 77.417,000 §$ 53,065,000

373,059,000 389,065,000
19,651,000 23,516,000

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

Liabilities and
stockholders’
equity—
Savings deposils . ..$360,070,000 $333,117,000
Other liabilities 36,839,000 62,238,000
Total liabilities 306,009,000 395,355,000
Siockholders'

equily, partially
appropriated.

73.218.000 70,291,000
$470.127.000 $465,646.000
Totalrevenues........ $ 36,610,000 $ 35,180,000
§ 4.351.000 § 3.927,000

Net income
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December 31, December 31,
1975 1974 -

Blue Chip Stamps’
equity therein—

Average ownership .. 60.5%

64.4%

Share of net
income
Income taxes thereon
assuming ultimate
distribution
Amortization of
excess equily
over cost

$ 2,800,000 $ 2.375,000
(200,000) (244,000

492,000 457,000
$ 3,092,600 $ 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 purpose other than to absorb bad debt
losses, federal income taxes willbe imposed at the then
applicable rates. The Federal Savings and Loan
Insurance Carporation, in connection with the

‘nsurance 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

feserves 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 redemplion service expenses. The Company’s
estimated cost of future redemptions depends upon
two factors: (1) the percentage of stamps issued which
wifl ullimalely 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 inprevious years because of the recent

substantial decline (approximately 80%) in its

issuances of rading 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 (o prior years and that future redemption costs
per stamp might well be higher than those projecied. It
was further noted that the Intérnal Revenue Service had
proposed a substantial tax deficiency for the fiscal




years ended in 1969 through 1974 (since settled—see
Note 7) based partially on its contention thal the
Company’s estimated stamp redemption rate was less
than the 97.5% which had been assumed formany
years in preparing financial statements and tax returns.
With additional experience, the Company in
February 1976 reevaluated both factors affecting the
estimated cosl 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 nét income for the
year, o 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-1874, reduced by
approximately 4% the total number of stamps
then estimated to be redeemed.in the future,
and (i) for the two subsequent fiscal years
ended in 1875 and 1976, reduced the
redemptlion expectancy, applicable to starmps
issued in such years, (o 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 io
stamps issued after the decline, and that,
accordingly, the Company will have to redeem
about 97 % of stamps issued before March
1974, and onty 93% thereafter.

(2) The Companyincreased.its provision for {uture
redemption sgrvice expenses per stamp to
reflactits 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 lo increase current year's
net income $573,000, or $.11 per share. The liability for
untedeermed trading stamps of $71,135,000 at
February 28, 1976, included $47,878,000 for the costof
merchandise and $23,257,000 for redempticn service
expenses.

The Company expecis stamp issuances to
continue to dacline and therefore, with additional
experience, may make additional revisions of ils
redemption expectancy and costs in the future.

NOTE 3—Marketable equity securities:

Cast (first-in, first-outy-and market value of marketable
equity securities at February 28, 1976 and at March 1,
1975 are sel forth below:

Fabruary 28, March 1,
1976 R LT -
Cost oo, v o i . §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 lo the
lower of aggregate cost or market. The valuation
adllowance, which represented the excess of
$7,246,000 of gross unrealized losses over $2,268,000
of gross unrealized gains, was charged directly lo
stockholders' equity {i.e., notincluded in the
determination of netincome}. The amount charged was
not reduced by the tax benefit thal will resull if losses
are ultimately reafized and offset by capital gains. Al
March 1, 1975 marketable equily securities were not
required to be carried at the lower of aggregate cost ar
markel, and accordingly they are carried at historical
costin the balance sheet.

Marketable equity securities, among other assets,
are held primarily for the purpose of satisfying the
Company's obligation to redeem ouistanding 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 ... ... ... ... $ 2315000 & 2,323,000
Buildings ............. 4,186,000 4,031,000
Furniture, fixtures
andequipment ..... 9,808,000 9.619,000
Leasehold
improvements ....,. 3,867,000 3,893,000
20,176,000 19,866,000
Less accumulated
depreciation and
amoitization ........ 11,886,000 11,593,000
$ 8,290,000 $ 8,273,000

Bepreciation and amartization of property. fixtures
and equipment are provided by straight line and
acceleraled methods over the estimated uselul lives of
the assets. Total provisions amounied 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 approximalely
$2,000,000 in November 1976, 1977 and 1978.
However, as a result of an invitation for tenders and
open-markel purchases subsequeant 1o February 28,
1976, the 18786 requirement will be reduced by
approximately $1,000,000. During the fiscal years
ended in 1976 and 1975, Ihe Company realized gains
of $7.000 and $311,000 in connection with purchases of
debenlures in anticipation of prior sinking fund
requirements.
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‘Under the terms of the indenture, the Co‘mpany is
permitted to pay cash dividends in any fiscalyearinan
amount not to exceed the greater of {(a) 24 cenlts per
share or (b) 25% of net income for the preceding fiscal
yedr, Dividends may not be paid if the Company isin
arrears in any sinking fund payments.

NOTE 6—Pensian and profit sharing. plans:

Employees of the Company-and of its consolidated
subsidiary who meet certain eligibility requirements are
covered under either Company-sponsored
noncontributory petision or profit sharing plans or
union-sponsored pension plans. The Company-
sponsored plans are funded annually; the cost for the
fiscat years ended in 1976 and 1975 approximated
.$375,000 and.$386,000 respectively. The total market
value of the plans’ assets exceeded the actuanally
computed value of vested benefils at yearend by
approximately $1,000,000. The plans are being
amended 1o comply with the Employee Relirement
income Security Act of 1974 and for other purposes,
The amendments are not expecled to have a material
effect on'the consotidated financial statemenis.

NOTE 7—Taxes on income:

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

Fiscal year ended in
1976 1975

Provision for income
taxes............. faea $4,374,000 $1.237,000
Charged against equity in
netincome of Wesco
Finangcial Corporalion , ..
Charged against
séturitiesgains .. ....... 4,000
Exiraordinary credit,
representing federal
income tax not payable
due to the offset of capital
loss carry-forwards .. ... —

Total taxes charged in
incomestatement ... .... $4,578,000 .$ 862,000

200,000 244,000

284,000

(903,000}

These taxes are payable orrecoverable as follows:

Fiscal year ended in

1976 1975
‘Payable currently—
Federal . ............... $6,472,000 $ 788,000
Stale ........ e 1,572,000 789,000

8,044,000 1,577,000

Recoverable in the future—

Federal ......occvvvv... (2.839,000)  (543,000)
State ....... e (627,000) (172,000}
(3,466,000 (715,000}

‘Tolal taxes charged.in
income statement . ... ... $4,578,000 $ 862,000
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Of the above taxes, the arnounts currently payable
-are included in incorne taxes payable on the
consolidaled balance sheel, The amounts recoverable
in the future are included in prepaid income taxes and
result from the following timing differences in the
recognitionof revenue and expense items onthe books
as compared o the tax returns:
Fisca! yvedr ended in
1976 1975

Deductible California
franchise taxes
over {under) those :
accrued onlhe books .. § (101,000) $ 429,000
Deductible redemption
expenses under
those accrued
onthe books. ..........
Deferred taxes on
undistributed earnirigs
of Wesco Financial

(3.240,000)  (1,351,000)

Corporation ........... 133,000 113,000
Other timing differences ..  (258,000) 94,000
Total taxes recoverable

inthe future ...... feas §_(_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 diiferences between the federal
statutory rate and these effective percentages:

Fiscal year ended in

1976 1975.

Statutory federal income ' _

taxrate ... 48.0% 48,0%
Federal tax benefit from

dividend exclusion ............ {13.7) {33.8)
State income taxes net of federal

incometax benefit ..... R 4.8 5.5
Allother(net) ................... 3.3 A
Effective incometaxrate ... ...... 42:4% 201%

Investment tax credits, which have not been
malerial, 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 cettain 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 difierence between book and
tax accounting for the number of outstanding stamps
expected to he 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 whichwouid ultimately be redeemed
and (2) shoiild change its fax accounting method to

- deduct a grealer portion ¢tils redemption service
expenses.for tax purposes when stamps are

“redeemad, rather than when they are issued.
Throughout the period, the Company's financial
statements and tax returns hag been prepared on the
basis of (1) the Company's expectation that 97.5% of all
stamps issued would ultimately be redeemed and (2) a
tay dCCOUI’llIﬂg method, previously approved-by the
Setvice, whorearder most of the Company’s total
expected: red“emphon service expenses were
permitted to be deducied when stamps were issued

- and the balance deducted when stamps were .

redeemed. The seltlement with the Service, which is |

reflected in the financial statements for the year ended

in 1976, was as foIJows

(1 ) The Company, for tax purposes agreed to
. reiduce Its accumulated prowsaon for
redemption of outstandung qtamps andto
increase laxapble income tor ﬂ#e fiscal year
ended in'1974to assume a reduction of 11%in..
the total number of outstanding ‘stamps then
estimated to he.redeemed in the future. This
resulted ina tax deficiency, before interest, of
approximately $3,400,000. The Company
believes that the 11% reduction in outstanding
stamps expected tc be redeemed for tax
purposes is unreasenably hugh, It consented
to the settlement only because of the
: 'prospechve expense and risk of litigationand
beézause the reduction was of atyps:
whereunderany error would be adjusted in
fater years, resulting only in a loss of the use of
funds. ACcordmgly the Company, as
exp}-uned in Note 2, revised its financial
statements to reflect a reduction ot only
approximately. 4%, instead of 11%, inthe
number of stamps that would ulnmately be
redeemed.

(2) The Company also agreed to change its tax
ascounting method effective with the fiscal
‘yearended in 1974 to deduct a greater portion
ofredamption service expenses whenstamps
are redeemed, as opposed to when they are
issiied, with an expected tax effect of
approximately $3,500,000.

' The Company expecfs to be assessed additional
California franchise laxesin the near future basedupon
the federal setitemant. ’

in the’ fiscal year ended in 1976 prepaid income
taxesand income taxes payable were increased by
- approximately $4,500,000 for the federal and California
effectof the settlement. The increase in prepaid income
taxes was subsequently reduced by approximately
~ $7;200,000 as a result of the adjustment to the financial
- statements to reflect a reduction in the number of ~
stamps to be redeemed explained in Note 2. In-

addition, approximately $3,000,000 of the settlement is

_ payable and such excess should be returned. The

payable without interest in equal annual instaliments
from 1977 through 1983 and will beircluded in prepaid
income taxes and income taxes payable as the
instalimenis become due. The settlement had no efiect
on the gonsolidated statement of income where tax
def_lmencues constiiuted timing, ratherthan permanent;-
differences. .

NOTE B—Lease commitments and rental expense:
At February 28, 1976 minimum rental commitments are
as follows: :

Fiscalyear ending in— - '
L1 7 N $2541000

1978, 2, 202,000
1979....... b a e a ey ey 1,963,000
1980, .ovoiviins e 1,767,000
1981 ...t e ... 1,308,000
Flve fiscal years ending in— _
1986. ..., ecienian 2,937,000
199100, e ... 961,000
1996, . i e e 107,000

» Netrental expenses were $4,420,000 and
$4,070,000or the fiscal years éndedin 1976 and 1975,
Rentals applicable to candy operations are generally
determined cn the bagis of & fixed percentage of sales
subject to a specific minimum rental. Percentage rental

“gxpensesin excess of minimum rentals, which are

included above, were $1,547,000 and-$1,288,000 for
the fiscal years ended 1976 and 1975.

‘Substantially all of the caridy subsidiary'sleases
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, 1875. In computing
present values, prime interest rates ranging from 1,5%
to 12% were used and averaged approximately 6% ity
each of the fiscal years. The effect on net income,

- assuming the leases had been capitalized atincepticn,

would not have been material.

NOTE-'Q-—Legal;proceedi'ngs:

Pursuant to an antitrust action filed by the federal
government a consent final judgment was entered in
1967 providing for, among other things, a plan to offer
for sale one-third of the Company's California trading

-stamp business located within a contiglious

geographical area in Southern California. That portion
of the judgment has been suspended indefinitely by
stipulation and court order signed in March 1976. _

The Companyis a defendant in a purpoited class
action filed March 1, 1971 to recovér for stamp savers
monies collected by it as reimbursement for California
sales taxes on redemption of stamps. Plaintiffs ciaim
that redemption transactions are not taxable and that
all such collections shoutd be returned or, alternatively,
that such collections exceeded the tax properly
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Company has paid salestaxes {o the state equal to

its reimbursement collections. The Comparny has
asserted claims against the state for reimbursement
of all or part of any recovery by plaintifis. Foliowing
denial of these claims by the state, the Company
cross-complained against the siale seeking indemnity.
The griginal ¢lass action complaint against the
Company was armended 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
thatthe redemptlon transactions were taxable. The
second was in favor of plaintiffs to the effect that the
Company's collections exceaded 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 efiective
September 19, 1974 1o 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 respectof -

the alleged liabifity of its predecessor to plaintiffs and
the persons they purport to répresent for
overreimbursement of sales taxes. On October 24,
1975 the California Supreme Court granted the petition
of Blue Chip Stamps for an aiternative writ of mandate
to determine (1) whether the trial court properly certified
the action as @ class aclion and setit for trial without any
notice to members of the purported class and (2)
whetherornot an-order for partial summary judgment
previously entered was erronaous. Proceedings inthe
trial court are stayed pending final determination of the
mandate proceedings inthe 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 coufisel for the Company, substantial
defenses are available, but counsel cannot predict the
ultimate ocutcome of the action.
A purported class action was filed under federal
:securities laws on Novernber 10, 1970 againsithe
Coempany and certain of its present and former
stockholders and directors, on behalf of retailer users
of Blue Chip Stamps who failed to purchase sacurities
of the Company in a 1968 offering to retailer usars.
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 1968
offering. After hearings in the United States District
Court and the United States Court of Appeals for the

Ninth Circuit, the Supreme Couit of the United Statesin -

a decision rendered on June 8, 1975 held that the
purported class did not have standing to bring such an
action. Accordingly, the federal action is concluded.
On June &, 1974 the Company was served with a
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complaint in a substantially identical actipn 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

608 SOUTH OUVE STREET,
LOSANGELES, CALIFORNIA 90014
213:825-4400.

?KC
Tater house 77

April 12, 1976

To the Board of Directors and
Stockholders of Blug Chip Stamps

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 relained
edrnings and of changes in financial position for the
fiscalyears then ended. Our examinations were made
in accordance withi generally accepted auditing
standards and accordingly included such tests of

the accountirig records and such other auditirig
procedures as we considered necessary in the
circumstances. We did not examine the financial

. statements of Wesco Financial Corporation which is

accounted for on the equity method in the consolidated
financial statements (Note 1). These statements were
examined by other independent accountants whose
réport thereon has been furnished to us. Our opinion
expressed Herein, insolar as it relales to the amounts

Jincluded for Wesco Financial Corporat.'on is based

so!ely upon such repart.

As explainedin Note S to the ac:companymg
consolidated financial statements, the Company is
subject to certain fegal proceedings.

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

In.our opinion, based on our exarminations and the
report of other independent accountants and subject
to the effect, if any, of the legal proceedings referred
toin the sec ond paragraph above, the consolidated

- financial statements present fairly the financial position

of Blue Chip Stamps and its consolidated subsidiary
al February 28, 1976 arrd March 1, 1975, and the resuits
of their opérations and the changes in their financial
position for the 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.

Trie () iLdoina € o
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Business

(a) Wesco Financial Corporation (Wesco) was incorporated on _
March 18, 1959. 1Its principal business is the ownership of all

of the outstanding Guarantee Stock &f 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 extended coverage
property insurance and mortgage life insurance. Mutual also owns
ar: inactive 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 2 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. 1In 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 regulations has had no
material effect as to Wesco and its subsidiaries.

(8) Wesco and its subsidiaries employed épproximately 173
p2rsons at December 31, 1975.

(9) Not applicable.

{c) Wesco and its subsididries are engaged in only one line of

business within the definition of this item.-

(d) and (e) not applicable.




Item 2. Summary of Operations

ay (a8) 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:

Year ended Dec. 31

" Description 1975 1974 1973 1972 1971
Cash dividends § 1,424,000 1,187,000 1,075,000  -- -

Stock dividends -
market value at

declaration date — —-= 1,780,000 1,883,000 2,307.000

(b} Not applicable




Item 3. Properties

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

Head Office loéated at 315 East Colorado Boulevard, Pasadena, California 91109,
leased by Mutual from Wesco, which 1s its parent company, under lease which
_expires June 14, B84. Wesco purchased the property from Mutual under

Agreement for Sale of Real Estate dated May 31, 1964.

Glendale Office located at 236 North Brand Boulevard, Glendale, California 91203,
owned in fee simple by Mutual.

Covina Officé'ibéated at 200 North Citrus Avenue, Covina, Califormia 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 bcated 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 bcated 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 }, 1976,
with an option to renew to June 1, 1978. Mutual has, however, a new lease for
twenty years with options for 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 and Mutual is scheduled to move in the new location May 15,
1976.

Vista Office located at 1020 East Vista Way, Vista, California 92083, leasged
by Mutual under a ledse 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 Mutual wnder a lease tc November 1, 1978, with three three-year options
to November 1, 1987.
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Channel Tslands Office located at 739 W. Channel Island Boulevard, Port
Hueneme, California 93041, leased by Mutual under a lease to August 13, 1990.

Fountain Valley Office located at 17942 Magnolia Street, Fountain Valley,
California 92708, leased by Mutuil 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 Marcos Gfice located at 1143-322 San Marino Drive, Lake San Marcos,
California 92069, leased by Mutual for a five-year period which expires
November 30, 1979, with one five-year option.

Upland Office Ilocated 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 QOffice 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 needs of Mutual.




Item 4. Parents and Subsidiaries
There has been no change‘in the relationship of Wesco to its

subsidiaries from that previocusly reported at Item 3 of Wesco's 1966 and
1967 annual reports on Form 10G-K.

Item 5. Pending Legal Proceedingg

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 Corporationm,
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
Mutual adllegedly constructed and sold residential units. This action,.
filed November 3, 1972 by Amerjcan 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 belng 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 opén: 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 1is pending.

(b) Los Angelés Counity 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 sitvation 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




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 elimindted causes

of action with regard to breach of contracts against the defendant
Title Insurance and Trust Company, and for illegal interference
with contractual relationships as against Mutual, The third
amended complaint séeks damages for slandetr of title as against

the Title Company ard 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 Investmert Company et al. vs. Mutual Savings
and ann 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 c¢lass during the past four years,
estimated to éxceed $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 beéen no determination of the class or whether this 1s 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 Asscciation 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 5(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 of defective construction of the apartment house. The action is
filed apainst 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 the plaintiff was aware of it. Mutual
cooperated fully with the plaintiff in efforts to correct the situation.




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."
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 materidl. As to Items (c),
(d) and (e) above, the outcome of these actions cansiot be predicted; however,
based on the facts presently available, Mutual believes there are substantial
defenses to these actions and that losses, if any, would not he 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.

Approximate Number of Equity Security-Holders at December 31, 1975_

(1)

Title of class

Capital stock par value $1

(@)
Number of
record holders

Execttive Officers of the Registrant

(a) As stated at Item l1{(a) of this Form 10-K, Wesco's principal
business is the ownership of all the stock of Mutual. ZLouis R.
Vincenti, Chairman of the Board and President, and Bette Deckard,
Secretary and Treasurer, are the sole executlve 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 shiall have

been elected and qualified.
Name Age
Louis R. Vincenti 70

Bette Deckard 56
John R. Armetta 57

T. L. BEgloff 64

P. E. Lynn 63

Robert E. Sahm 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 Plocessing since

April, 1969

Vice President, Bullding Management since
July, 1971




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.




Ttem 10. Fxhibits, Financial Statements and Schedule

WESCO FINANCIAL CORPORATION
AND SUBSIDIARIES

Accountants' Report
Index to Financial Statements and Schedule

‘Financial Statements:

Consolidated Financial Statements of Wesco Financilal 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 amnual report (Form 10-K) required to be filed by Wesco Financial
Corporation under the Securities Exchange Act of 1934,

Wesco Finanéial 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

) : N
Date March 22, 1976 : ByM/?rmj

Louis R. Vincenti, President
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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 share) in 1974. Quarterly earnings
per share were: _
First Second,, Third Fourth
Quarter Quarter Quarter Quiarter ~ Year
1975 $ .36 36 54 57 1.83
1974 .48 A0 44 .33 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 37,
1974. The amount of out-of-state savings appedrs
to have stabilized.

Savings deposits are summarized at December.

31 by interest rates as follows

5% % 38%:. 36 35

5z 1 2 '

534 3 3

6 ' 10 23

6% 11 8

6 4 3

7 1 1

7V 27 22

7% 5 — -

Qver 73 — 2 e
100% 100 100

Cost of savings and cost of funds (savings and

borrowings) continued to increase in 1975 as-did
the y;eld on the loan portfolio of Mutual Savings.

1975 1974 1973 1972 1971
--CostofSavmgs 6.29% 6.00 5.60 5.56 5.51

Costofa!l Funds 6.41 6.25. 569 559 5.71
Yield on Loans at

year end 755 736 717 703 682 .

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 72% and 7%%. Yield on loans will also -

mcrease

Real estate loans made during 1975 totaled: -

$36,317,000 compared with $31,998,000 in 1974.
Loans in process and firm loan commitments, which
at December 31, 1974 were $3,240,000, -have de-
creased to $1, 643 000 at December 31, 1975.

The liquid astets of Wesco were markedly im-
preved during 1975, with cash and marketable
securities at year end totaling $77,417,000 compared

 with $53,065,000 at Decernber 31, 1974. Also notes

payable were reduced during 1975 by the sum of
$24,765,000 and at year end were $26,210,000.
Mutual Savings and Wesco, which at December
31, 1974 had invested $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%. Mautual Savings, by régulation, is
limited to 5% of assets in the amourit of preferred
stocks of public utilities jt-may own. s presept -
investments approximate that amount. During the
last quarter of 1975, Mutual Savmg,s purchased .

municipal bonds and at year end had invested”

$4,554, 000 in such securltles with an annual yield
of 7.11 %

For : several "years, Mutual Savings constructed
homes‘at its Friendly Vailey development. No homes
were constructed during 1975. 91 units of homes

previously constructed were sold and, at December -

31, 1975, 7 units remained unsold, 6 of which were
in escrow. A portion of the fand 4iv-Friendly Vaﬂey
was sold in 1975 to a responsible builder,”who has
completed the construction of 58 residences which
are presently being sold. A% such residences are
sold, Wesco will recognize its profit of $198,000 on
the !and sale, We expect to dispose.of the remainirig
land at Friendly Valley to builders for development,
rather than building for our -own account. _

We continue to market. portions of property
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 profit due 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 fanuary 20, 1976 Wesco mcreased its, regular
quarterly cash dividend from T5¢ to 1712¢, payable

March 11, 1976 to holders of record at the close of

'busmess on February 20, 1976.

A “Summary of Operations” for a five-year period

_ is presented on page 2, followed by ““Management’s

Discussion and Analyms“ of that Summary. The pur-
pose of the Summary and Discussion is to enable
investors to compare periodic results of operatle!"s
and to assess the source and probability of earnmg'

LO[_JIS' R. VINCENTI
Chairman of the Board .and President




“WHESCO FINANCIAL CORPORATION
AND SUBSIDIARIES

Summary of Operations

Year ended December 31, 1975 an-':four prior years

1 974

1973

Investment jncome:
- Interestonloans .. ..co.. ..
Interest on marketlable securities .

ferred stocks .

Dividends on common and pre- 4

Intefest and dividends on invests i TR o
S 519.000__;
34,031 ooo 23

ments required by law ...-...
Total investment income . .
Cost of money: _

Interest on savings deposits . . ..

Interest on notes payable
Total cost of maney ......
Margin on investments ...,
Loan feas and service charges ,....

Operatlons and net gains from sales
of-real property .....

Rental of office premises, nef ......

Net gains cr {losses) on sales of mar-
ketable securities , ..., .. ... .

Other incomeé, nat ..,

General and administrative expenses
Earnings before laxes on in-
COME vovivrnneinn
Taxes.an income;
Current
Deferred

Nef earnings ..,
Per share*

FINARCIAL DATA AT ‘YEAR END

Total assets ., ....0 0 ... .. Cearren
Real eslate Joans

Savings accounts

Shareholders’ equity .

Bodk value per share®

5 28 438 000'--
; 3,171,000 o

28,463,000
3,202,000

i+ 874,000
533,000

27,450,000
2,950,000

463,000

462,000

25,318,000
2,362,000

j‘f-;

?

=l 251,000

185,000

25,117,000
1,740,000

388,000 .

33,172,000

31,325, 000

28,116,000

27,245,000

- =f2,1,;a€'4;009
. 2,628,000, ; i

20,419,000
3,364,000

20,001,000
1,313,000

19,304,000
611.000

17,298,000
3,105,000

aaazoty

23,783,000

21,314,000

" 19,815,000

20,403,000

© 9,609,000

9os,nao

- 288,000

- ( 62,000)

_.32,000 -

9,389,000
1,542,000-

593,000
206,000

(429,000
_ 96,000

10,011,000
1,786,000

831,000
303,000

( 72,000)
116,000

8,201,000
2,662,000

622,000
261,000

2,000
124,000

6,842,000
1,684,000

320,000
238,000

51,000
111,000

. 12138,000
-_g:,vzijo;ooo. :

11,397,000
4,208,000

12,975,000
3.702,000

11,872,000

3,436,000

9,246,000
3,127,000

7.189,000

9,273,000

8,436,000

6,119,000

| 3,735 ooo".' :

3,262,000

4,263,000

402.000

3,018,000
1,082,000

2,530,000
465,000

" 4_(658,000)."

3,077,000

3,262,000

4,665,000

4,100,000

2,995,000

' N 4351000

3.827.000

a‘-'séronz?,ooo‘ _
' $371,041,000
+:$360,070,000 . .
{8 73218,000 -

.

1.65

465,646,000

386,398,000
333,117,000
?0 291,000

2062 -

4,608,000,
1.94

451,980,000
387,165,000
345,530,000
67,551,000
28,46

4,336,000

3,124,000

1.83

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

64,018,000

26.98

1,32

423,969,000
356,933,000
329,782,000
59,682,000
25.15




Management's Discussion and Analysis of Summdry of Operations

The accompanying Summary of Operations covéis
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 Savings and Loan
Association (Mutual Savings), which operates sixteen

" offices in Southern California. Wesco also owns and

operates a Pasadena husiness block in which its lHead

office and the head office of Mutual Savings are

located. This block is fu[h, improved with a 9-story

‘modern office buxldmg a 420-car garage and four
“retail stores. Wesco .invasts 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 onreal estate (principally resw!entral) to
enable borrowers to purchase, construct o

~finance real property, Funds are provided by savmgs
~deposits, principal payments on existing loans, bor-

rowings from banks and operations.

INTEREST ‘ON LOANS, T'hlsl source of income is

~ dependent upon the amotint of loans and the yield

thereon. The yields at December 31, 1975, 1974 and
1973 weare 7.55%, 7.36% and. ?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, agency secur-
ities and municipa! 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 investrnent in

real estate loans;

DIVIDENDS ON COMMON AND PREFERRED
STOCKS. 'In May, 1973 $6,785,000 was invested in
271,000 shares of common stock of Crocker National
Corporation. Thie investment at December 31, 1974

was $5, |'.)79 000 and at December 31, 1975 was
$1,853,000. 70,700 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
ata 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 ar annual. vield 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 deduc?;b[e 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 assetq At

December 31, 1975 Mutual Savings’ investments in
preferred stacks 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

. markervalue.

_INTEREST AND DIVIDENDS ON INVESTMENTS
REQUIRED BY LAW. This sourte f income consists
of dividonds 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, $229,000in 1974 and




w

$198,000 in 1975 all in the fourth quarter. The varia-
tion 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 bearlng 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 tc
certificates bearing 7%2% and 734 %.

INTEREST ON NOTES PAYABLE, The wvariation 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% % to 10%%, in 1974 from 712%
to 12% and in 1973 from 72 % to 93 %.

-MARGIN ON INVESTMENTS. Margin on investments
is the difference between total investment 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 margin
increased in1975 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 following souices:

1975 1974 1973
Lan Fees § 721,000 858,000 855,000
Commjiment fees - 89,000 180,000
Escrowand clerical fees 47,000 102,000 © 139,000
Prepayment charges 314,000 334,000 341,000
Late charges’ - 82,000 59,000 152,000
Other Charg_r_:s*_ _ 196,000 100,000 119,000

$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 foreclosed real property includ-
ing vacant land. Some vacant land has been disposed
of 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 and in 1974, 53 units
weré 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 $215,060. 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 residences and of vacant land accounts for
the variation in the incore shown on the accom-
panying Summary.

RENTAL OF OFFICE PREMISES, NET. Substantially al|
of this income is derived from the Pasadena business
block owned by Wesco in which the head office of
Mutual Savmgs 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 37, 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 rertal income in 1975

_improved by $82,000, to a total of $288,000 by reduc-

tion in unrented space and increased rentals oh-
tained, despite an increase in costs of operation of

$48,000.




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 time to maturity. The loss of $62,000 in 1975
is dite principally to sales of securities with the | pro-
ceeds being used to purchase more desirable issues.

GENERAL AND ADMINISTRATIVE EXPENSES. Gen-
eral and administrative expenses increased $506,000
in 1974 and $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
108% in 1973. The increases wefe 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 CUmputerlzmg
our accotinting system.

- TAXES ON INCOME. Taxes on income were 41.4%
-of earnings before taxes on income in 1975, 45.4%
in 1974 and 50:3% in 1973, Total tax 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% dividencls received cleductlon
on common and preferred stock. This deduction

has increased as the mvestment in-preferred stock

has increased.

A reconciliation of total income ("% and the
-amount computed by applying the U..S. Federal

NET GAINS (LOSSES) ON SALES OF MARKETABLE -

| Income Tax rate of 48% to earnings before taxes

on.income-follows:

1975 1974 1973

Computed "expecled"

Foderal taxes $3,565000 3,451,000 4,451,000

Increase {reductions) in
taxes resulting from:

Net gainson sales of
foreclosed real
property

State franchise tax nel
of Federal income :
tax benefit ) 418,000. 422,000 606,000

Dividends received
deduction on
common and

(278,000)  (219,600)  (386,000)

preferred stocks (796,000} J_(B‘J?,OOO)- (189,000}
Other permanent -
differences 168,000 _ 5,000 183,000
Faxes onincome  $3,077,000 3,262,000

: 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  QuarterEnded ‘High Low
1134 8% March 31 15 116
12 107 June 30 . 15 95a
M%h 9 September 30 13% . 6%
10 8%

December 31 . 93/4 7%

A copy of Farm 10-K for 1975, filed with the Securities and Exchange Cammissioin, is available without charge upan a stockholder’s wriiten fequest
addressed to Mrs. Dolores Henderson, Assistant Szcretary, Wesco Financial Corporaliun, 315 Fast Colorado Bnulevard Pasadena, California 91109,




.Conso//'daz-‘ed Balance Sheets |

December 31, 1975 and 1974

ASSETS 975, 1974
Cash $ - 3,584,000 1,067,000
warkelable securities (notes 3 and 11) T

Certificates of deposit 40,000 24,010,000
United States Government and agency obligatlons and L :
other marketable securities, at amortized identi- .
fied cost (guoted market, $48, 923 000 in 1975 and T _
$9,953,000 In1974) Ly iiviiin i it 48,734,000 - 10,008,000
Investient In common stocks. fquoled marieat, T o
$1,567,000 in 1975 and $3,039,000in 1974) ... ... .. 1,853,000 5,079,000
investment in preferred slocks = (quoted market R i
$23,825,000.in 1975 and $11,831,000 in 1974) . = _23;206,0_00 12,900,000
Loans receivable, less unearned loan fees, unrealized proflt e ) )
and loans in process (notes 2and 3) .......vunuves. ' 373,059,000 ! 389,065,000
Accrued interest and dividends receivable ......... e ' ‘l 581 000 ‘ 1,935,000
Properties purchased and held for investment, at cost ., V.. 288, nqor ‘ 661,000
Properties acquired through foreciesure by Mutual Savlngs R
and held for sale, at cost Jess allowance for Iosses, R
$251,000 in 1975 and $280,000 in 1974 ............. '3,28@.600: 5,818,000
investments required by law: . . '
Investment In stock of Federal Home Loan Bank, at : O
_ cost (Aote B) .......eiiiiiiiiiiln, Ceeraeaen : - 3,967,000 3,745,000
Prepayments to FSLIC secondary resefve .......... 3T 4,792,000 4,863,000
Office properties and eqttipinent, net (note 5) ............ ) 5.080 000 5,140,000~
Prepald expenses and sundry assets, at cost ... .. e _____j?._ﬂ_oﬂ _ 1,353,000

LIABILITIES AND STOCKHOLDERS' EQUITY o
Cash disbursements to be flinded at bank e $ 646,000 . 1,248,000
Savings deposits .,........ B SN Ceeeraeaa. . - 380 ,070,000 333,117,000
Notes payable (note 3) .........ccovu.. it N ' ,28,210,000 . 50,975,000
-Advances by borrowers for taxes and fnsurance .......... - 779,000 1,129,000
Accolnts payable and sundry accrued expenses ......... '1',032,0003 996,000
Taxes on income (note 4): '

Current ...... T b eeae e P - 981,000 E 41,000

Deferred ....... Ceiereaas e mrraaun - ' 7,191,000 . 7,849,000

~ Totalliabilities ,........... . |98 sos.'o‘ba < 395,355,000

Stockholders' equity {notes 4, 7 and 8): o .

Capital stock of $1 par value per share. R
Authorized 2,500,000 shares: Issued 2,373,269 ' s

ShEIBS . vy iieieniiininrarimriasacrrennris . 2,373 uoaw 2,373,000

Capltal surpius arising from stock dwldends o eenae : 28,086,000 : 28,066,000

Retdined earnings ................ b rsaaaeeas Ve o 42,779.000 i 59,852,000

‘Total stockholders’ equlty R : 73,218 (11]1] 70,291,000
Commitment and contingent Jiabilities {notes 6 and 10}.- o ‘

A4 3470,-127,‘000 i _465.646.000

See accompanying notes to consolidaled financial statements.

-




Consolidated Statements of Eamm'gs

Years ended December 31, 1975 and 1974

1975

1974
invesiment income: A Lo
Interest on loans ...... Mereder e v hraeraraes " $.28,438,000 28,463,000
Interest on marketable securmes ...... R A . 8,171,000 3,202,000,
Dividends on common and preferred stocks ......... - 1,953,000 - 974,000
Interest and dividends on investments required by law 519,000 533,000
Total investment income .. ....... ey ‘ 34,031.000 33,172,000
Coslof money: ' : o
Interest on savings deposits ........ . RN 321 844,000-_ ) 20,419,000
Interest on notes payable ........cc0eeivierenria.- c ,628 goo” © 3,364,000
Total cost of mONeY . .......... s " 24,472,000 24,783,000
Margin on investmants ., ......... v 9,609,000 - 9,389,000
Loan fees and service charges . e b 1,362,000 1,542,000
Operations and net gains from sales of real property {note 9} 909,000 593,000
Renlal of office premises, nat ..., ..., covve... R 286,000, 206,000
Net losses on sales of markelable securities .......... . S (82,000). {429,000}
Other income, net vov.vuuyenenn.., N e 32,000 96,000
- 12,138,000 . 11,397,000
General and administrative expenses ,........... Ceees 4!710.000 - 4,208,000
Earnings before laxes on income ........,. . T,428 000 ‘ 7,189,000
Taxes on income' (note 4): . 4 . '
CUMTENL .+ttt eieen i iin e inninaas U p 3;73_5,0_00'- 3,262,000
Deferred .............. erereieas AU . . (658,000) - -
- 3;077,000 ' -3,262,000
Net earnings ................ Cieaa eein S 4.351 000 3,827,000
Earnings per capital share based on 2,373,260 sharés . . ... 1 a3 1,65
See accompanying notes to consolidated financial statements.
Consolidated Statements of Stockholders™ Equity
Years ended December 31, 1975 and 1974
-.'1' 975. 1974
Capital stock s z,ars,ooo 2,373,000.
Capital surplus arising from stock dividends 28,058,000 28,066,000
Relained earnings: - .
Appropriated (notes 4 and 8): L o L :
Beginning of Year ........evieirananse. i b ‘43;@4‘:;@@ - 42,446,000
Allocation of net earings ... ....... Vheanas - 4,088,000 ___596.000
T : 44;1300'00' '? 43,042,000
Unappropriated {note ¥):
Beginning of year ,.,..c..ovveins et reaaene 20 049.000 23,905,000
Cash dividends’ declared and pard e taa et ( 1 424.000) { 1,187,000
Allocation of neteamings ..vooiviesivinranan . ; ':3,263,000 - R 3,331,000
End of year ..... i .. 27,808,000 26,049,000
Less stock dividends at market value (20,239,000) - {29,239.000)
Total retained eamings ........ e 42,719,000 39,852,000
Tolal stockhoiders' equity ............ $ 73,218,000 ° 70,291,000

See avcompanying notes fo consolidated financlal statements.




Consolidated Statements of Changes in Financial Position

Years ended December 31, 1975 and 1974

Funds provided: L
Net earnings . $ 4,351,000 3,927,000
Charges (credits) to earnlngs not requiring (providlng) ’ D :
funds; S R
Depreciation and amortizalion .,......... .. © . 235,000 314,000
Interest on savings deposits credited to savmgs ac- S o
116,611,000 14,810,000
FsLIC primary premlum tiarsterréd from secondary ’ LT _
reserve o as000 - 86,000
Deferred income taxes (note 4) . ' ( . 653,000) - —
Amortization of fses and discounts . ..... Ve (. 342,000) { 409,000)
Recognition of unrealizad profit on real property ..... ~{ 814,000) { 410,000)
Interest Income on FSLIC secondary reserve .. :.,.,, T 320,000) - (__ 305,000)

Funds provided from aperations .. ,... o 19,251,000 . 18,013,000

Principal payments on real estate loans .......... 51,419,000 35,029,000
Addilions to deferred loan fees . 79,000 277,000
Sales of real property, net of gains . 4,423,000 1,769,000
Increase in notes payable : L 23,270,000
Increase In 10ans N ProGess v ooy evnw.s i, . _.843,000 —
Additions to unrealized prolit on real property _ 489,000 155,000
Increase. In savings deposits . e . - 10,362,000 —
Decreaseincash ............ et S - D 1,332,000
Other, net ......,..... Y 3,222,000 _ i
Total funds provided .... $ 90,068,000 _ 79,845,000

Funds used: . . .

Cash dividends declared and paid (note 7) y $: 1,424,000 1, 18? 000
Decrease In savings deposits .........,.. ‘ ‘e : o= 27,223,000
Decrease in notes payable .. .. _ e, - 24,765,000 -

Investment in rea| estate loans . . ‘36,317,000 31,898,000
fnvestment in bulldings and other asaels P : 275,000 . 282,000
Additions to real propery ......ovi i iineann. vees . 4,628,000 . 2,219,000
Decrease in foans in process ........0...... harerayaen A - 1,883,000
Investment in stock of Federal] Home Loan Bank |, _ - 222,000 54,000
Decrease in advances by borrowers for taxes and insurance - 350,000 132,000
Increase .in marketable secuUrlies .. ....vvuvervevvisn. 21,970,000 - 13,037,000
Increase incash ........oiiiviai ceee _ - 3,119,000 -

Other, nét .\.vvuuve..n. e - _ ‘ = 1,830,000

$ 90,068,000  _79.845000

See accompsnying noles to consolidaled linancial statements.
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Notes to 'Coﬁéo//'daz‘ed Financial Statements

December 87, 1975 and 1974

n

(1) Summary of Significant-Accounting Policies

The following items c_"dimpris_e 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.5. Gogvernment, agency obligations and other
marketable securities are carried at identified
cost, adjusted for amortization of premium and
atcretion 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. B

- 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
years.

Loar Valuation Allowances

Valuation allowances for estimated losses on $pe-
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 foreclosiire proceedings.

Real Prbberly'VaIuation Allowances

Valuation allowances for estimated losses on real
property are charged to earnings when any
significant and permanent decline reduces the
market value to less than the carrying value.

When the Company intends to hold real estate
held for sale for a period in éxcess 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 equipmest 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 for the principal classes of assets
are: :

Buildings and improvements 10 to 45 years

Furniture, fixtures and equipment 4 to 10 years
Leasehold improvemeénts 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 elimjnated from the related
accounts and the profit or loss on disposition is
credited or charged to earnings.

Profit on the Sale of Real Property

Profit on the sale of real property is recognized
when the buyer has made an irrevocable com-
mitment to the sale and has met certain down
payment and amortization requirements. In gen-
eral, the down payment requirements range
from 10% to 25% for improved property 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 arinual 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 Receivahle special bad debt deductions based on specified
experience formulas or on a percentage of taxable
income before such deduction. The bad debt de-
1975 1974 duction must be within certain limitations based on

Real estate loans en residential outstanding loans and the ratio of reserves and un-
properly-of: _ divided profits to savings deposits. Mutual Savings -
One 1o four units (home |(_)i1n5) 5273,496,000 284,885,000 has reach_ed SUCh |imitatf0ns WhiCh _pred'ude de_

More than four units ........ 87,250,000  .92,786,000 ductions from income in arriving at Federal taxes
Real estate loans on other '

PIOPRIKES .. .evevrr..in. 13265000 11,496,000 on income.
374,011,000 389,167,000

Loans receivable are summarized as follows:

The investment tax credit, which is insignificant, is
. _ . recorded by the flow-through method of account-
gpea;?:ddloan_f(iei!; si f ( 812,0000  (1,075,000) ing whereby, in the year available for utilization, it
JRFERZCG Prolt QeSS O . ) . e N . .
real praperty ,....... ceeer (1,025,0000  (1,404,000) is applied as a reduction of income tax expense.
Loans.in process . (1,133,000) { 290,000

Less;

_ — Appropriated retained earnings at December 31,1975

371,041,000 386,398,000 and 1974 include approximately $44,940,000 and

Loans on savings deposits 2018000 2,667,000 $43,852,000, respectively, (before elimination of

$373,059,000 389,065 000- $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

(3) Notes Payable ' used for any purpose other than to absorb bad

The following is a summary of notes payable: debt losses, Federal income taxes will be imposed

Federal Home Loan Bank advances, secured by at-the then applicable rates.

certain real estate loans and Federal Home Loan . o

Bank stock, with interest at 7.50% in 1975 and Federal income tax returns of the Company and

7.50% tb 9.75% in 1974 and with maturity dates Mutual Savings for 1972 and 1973 are currently

as follows: under examination by the Internal Revenue Service.

' In the opinion of management, additional tax. as-

sessments, if any, will not have a material effect

1975 — 17,400,000 on the accompanying consolidated financial state-

1976- 343,000 343,000 ments.

1977 3,494,000 3,494,000

1978 3,494,000 3,494,000

1979 3,494,000 3,494,000

1980 3,494000 3,494,000 1975 1974

1981-1984 11,881,000 11,881,000 Current Deferred Current - Deferred
" ' J |  with /26,200,000 43,600,000 Federal $2,867,000 (594,000) 2,451,000 —
Bank notes due on demand wit e e
interest principally at . prime State 868,000 ,:(<r64'000) 811,000 —

secured by certain marketable " Total 3,715,000 (658,000) 3,262,000  —
securitics and real-estate loans 10,000 7,375,000 = :

$ 26,210,000 50,975,000

Year ending Dée. 31, 1975 1974

Income taxes for 1975 and 1974 include the fo!.'low—
ing components:

Deferred taxes result from timing differences in the
o | recognition of revenue and expense for tax and
[ . - o
“@ Tgxcs on ncome _ financial statement purposes. The sources of these
If certain conditions are met, savings and loan assoc- differences in 1975 and 1974 and the tax effect of
iations, in determining taxable income, are allowed each were as follows:




Financial statement recognition
of loan fees less 1han laxrecog-
nition . .ae s iveaenea 5 (290,000) (156,000)

California franchise tax recog-
nized for financial stalemenlt
purposes on accrual basis, but
on.cash basis for lax purposes {128,000 156,000

FSLIC secondary reserve interest
income recognized on the fi-
nanclal stalements, -but defer- )
red for tax purposes ........ x 45,000 166,000

Investment income recognized
for financial staicment pur-
poses on dcerual basis, but on
cash basis for tax purposes . .. (150,000 ( 24,000}

Other timing differences .. ..... {135,0001 {142,000)
% {658,000} —

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

follows:
1975 1974
Computed “expected” Federal .
taxes ....... aeaaeae peeneen $3,565,000 3,451,000
" Increasos {reductions) in taxes re-
sulting from:
Net gains on sales of fore- _
clased real property ....... (278,000 (219,000
Slate franchise tax, net of Fed-
eral incomie tax henefit . .. 418,000 422,000
Dividends received deduction (796,000} (397,000}
on common and preferroc
stacks .......
Other permanent differences . 168,000 5,000

$3,077,000 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:

1975 1974
Land ... DN $1,509,000 1,509,000
Office buildings and leasehold :
improvements ..... N 5,989,000 5,780,000
Furniture, fixtures and equip-
T T eeeenn 919,000 930,000

8,417,000 8,219,000
Accumulated depreciation and
amortization ...... ..., . 3,337,000 3,079,000

$5,080,000 5,140,000

{6) Retirement Plan

A rioncontributory 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 becamie 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 ur_!tl_l 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 expepse, periodic
funding of pension costs orunfunded vested bene-
fits will not be known until revised actuarial comp-

‘utations are made.

(7) Dividends
Quarterly cash dividends of $:15 per share declared

and paid during 1975 amounted ‘to $1,424,000.
Cash dividends declared and paid durmg 1974
amounted to $1,187,000.

(8} Reserve Requirements
The Federal Savings and Loan Insurance Corporation,

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




- associations must maintain certain. reserves under
California law. Such reserve requirements were met
by Mutual Savings as of December 31, 1975 and
1974,

(9} Real Estate Operations

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

Recognized net' gains from '
sales : 920,000

f 151,000
1,071,000

591,000
108,000
699,000

Less maintenanice.and salcs ex-
pense L. ... 162,000

$ 909,000

106,000
593,000

(10) Contingent Liabilities

Mutual Savings is named as one of the defendants in
several class actions relating to certain common
practices in the morigage lending field. The cut-
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,

tn addition, Mutual Savings is a defendant in two
actions involving alleged easement rights. Mutual’s
counsel believes there are meritoricus 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.

(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

Pear, Manwick. Mitcugry, & Co.*
CERIIFILD PUALIC ACCOUNTANTS
B35 BOUTH FROVEH ATHEET
TON AMGELEY, CALEFORNIA 1R

The Board of Directors
Wesco Financial Corporation:

We have examined the consolidated balance sheets of
Wesco Financial ‘Corporation and subsidiaries as ‘of
December 31, 1875 and 1874 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 génerally accepted
auditing standards, and accordingly included such tests
of the accounting records and such othér auditing pro-
cedures as we considered necessary in.the circumstances.

In our opinion, the aférementioned éonsolidated finan-
cial staiements present tairly the iinancial position of
Wesco Financial Corporation and subsidiaries at Decem-
ber 31 1975 and 1974 and the resuits 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.

Feat, PHascek, YAZehodl . Lo

Los . Angeles, Galifornia

January 30, 1976
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WESCO FINANGIAL CORPORATION
AND SUBSIDIARIES = |

' Index to Financial Stateﬁeﬂtstand_Schédules

'Financial'StatementS'

Consolidated Financial Statements of Wesco Financia; 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 Decémber 31,

11975 and 1974
Supplemental Information to Notes to Consolidated Financial Statements
.Schedule:

Schedule 111 - Investiments in, Equity in Earnings of, and Dividenda 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 financlal statements or notes thereto.




PEA-T, MARWICK, MITCHELL & Co.

- CERTIFIED PUBLIC ACCOUNTANTS

ACCOUNTANTS" REPORT

Il

The Board of Directors
Wesco Financial Corporation:

" We have examined thé 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 accordf
ingly included such tests of the accounting records and such other auditing

procedures as we considered necessary in 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 pr.;nciples applied on a consistent basis; and the
supplemental information to notes and the supporting gchedule, in .our opinion,
present fairly the information set forth therein.

Los Angeles, California
January 30, 1976




Following are the balance sheets of Wesco Financlal Corporation (parent only)

WESCO FINANCIAL CORPORAIIDN
-AND' SUBS IDIARIES

Parént“Company Financial Statements

at December 31, 1975 and 1974 and the related statements of earnings and changes

in financial position for the years then ended:

Cash .

Marketable securities:
Certiﬁicates of deposit

Investment in common stocks (quoted market'

81,567,000 in 1975 and $5,039,000 in
1974)

Investment in preferred stocks (quoted

. market, $250 000 in 1975 and 1974)

Other marketable securities, at amortized
identified cost (quoted market,
$11,939,000 in 1975 and $6,453,000 in

1974)
* Real estate loans receivable
Accrued intereét and-dividendb'réceivable '

Pr0perties purchascd and held for invest-
ment, at cost

Investments in subsidiaries, at equity -
Office properties and eéquipment, net

Prepaid expenses and sundry assets,
at cost

See accompanying supplemental information and. notes to consolidated financial

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

Balance.Sheecs-

1974

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

$ 76!428!000

statements of Wesco Financial Corporation and subsidiaries.

73!627!000

Liabilities.and St0ckholdersf

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 ghares
Capital surplus arising from stock
dividends

Retained earnings:
" Approprilated
Unappropriated _
Less stock dividends at market value

Total stockholders' equity

”Commitments'and_contingent liabilities

1975

$ 2,430,000

. 768,000

134,000
{122,000)

1974
2,708,000
687,000

21,000
(80,000)

3,210,000

3,336,000

2,373,000

28,066,000

44,130,000
27,888,000

2,373,000

28,066,000

43,042,000
26,049,000

(29,239,000) (29,239,000)

42,779,000

39,852,000

73,218,000

70,291,000

§'76,428,000




WESCO FINANCIAL CORPORATION

AND SUBSIDIARIES
i :

Parent Company Financial Statements, Continued

Statements of Earnings

Investment jincome:
Equity in earnings of subsidiaries before ' N o
taxes on income .. $ 6,474,000 6,388,000
Interest on loans ) 25,000 10,000
Interest on marketable securities, including
JAnterest on deposits in Mutual Savings,
$37,000 ($17 000 in 1974) 807,000 . 767,000
Dividends on<common and preferred stocks ' 217,000 376,000

Total javestment ircome . - 7,523,000 . 7,541,000

Cost of money - interest on notes payable,
including interest on loan payable to Mutual
Savings, $142,000 ($157,000 in 1974) and other
interest paid to Mutual Savings, $112,000 in _
1974 = 144,000 287,000
: : 7,379,000 7,254,000

‘Loan fees and service charges 58,000 . 39,000
Rental of office premises, net ' - 288,000 206,000

Net gain (loss) on sales of marketable securities - . 3,000 (14,000)

Othef‘i?come, net - ' 1,000 L
: e ' 7,729,000 7,485,000

General ind administrative expenses : ' 301,000 296,000

i EafningS'before taxes on income o 7,428,000 7,189,000

Taxes on income _ 3,077;000 3,262,000

Net earnings $ 4!351|006' 3,927,000

See accompanying supplemental information and notes to consolidated financial state—
ments of Wesco Financial Corporation and subsidiaries.




WESCO FINANCIAL CORPORATION
AND SUBSIDTARIES

Parent COmpanyfFinancial_Stateﬁents, Continued

Statements -of Changes’in.Fihancial Pogition

Funds provided:
Net earnings _ o
Charges (credits) to earnings not requiring
(providing) funds: ' I
Depreciation and amortization
Deferred income taxes
Equity in net earnings of subsidiary

Fun&s provided from operations

'Dividends from Mutual Savings

Principal payments on real estate loans

Sale of building and other assets, net of gains
Additions to unrealized profit on real property
Decrease in cash

Total funds provided

Funds used:
Cash dividends declared and paid
Investment in building and other assets
Deérease 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 i

Total funds uséd

1975 1974
$ 4,351,000 3,927,000
221,000 214,000
(42,000) . (80,000)
(3,813,000) (3,383,000)
717,000 678,000
3,000,000 3,000,000
729,000 8,000
- 124,000
- 48,000
- - 922,000
$ 3,746,000 3,880,000
$ 1,424,000 1,187,000
.105,000 30,000
278,000 263,000
- 920,000
50,000 172 000
. 581,000
1,228,000 1, 012,000
80,000 296,000
$ 3,746,000 3,880,000

See accompanying supplemental information and notes to consolidated financial state-
ments of Wesco Financial Corporation and subsidiaries. : :




WESCO FINANCIAL CORPORATION ;
CAND SUBSIDIARIES  x -

2 . R . o ,
Supplemental Information to Notes to Consolidated Financial Statements

Supplementary Profit and ﬁbss Information

- The following amounts have been eharged to expenses’ in the. statements of earn—

" Loan

Payable to.MUtual Savings e

ings: _ , u
Year eudeduDecember 31
975 1974 .
" 'Company ~ Consolidated Company Consolidated
Maintenanee and repairs $ 346,000 378,000 306,000 346,000
Depreciation and amorti= " : .
zation of office _ ) ]
‘propertiés ard . S o S o o
equipment . 221,000 335,000 214,000 314,000
Taxes other than taxes G ' ' - 2
on income: : _ N N
Payroll taxes . 9,000 105,000 6,000 99,000
. Property taxes 199,000 316,000 198,000 327,000
Advertising i . - 504,000 -

:

The loan payable to Mutual Savings is a 5-1/2% 1oan, due in 1981 with. monthly
installments of $35,000, 1ncluding principal and interest, secured by office
properties and equlpment . : :

Maturities over the next.five-years'are summar%zed as follows:

Years ending
December 31

1976 $ 294,000
1977 . 310,000
1978 328,000
1979 R 346,000
1980 . - 366,000
Thereafter + 786,000

$ 2,430,000

G




.  WESCO FINANCIAL CORPORATION
d . - . - © AND SUBSIDIARIES

Supplemental Information to Notes to Consolidated
Financial Statements; Continued '

r:~Deferred'Taxes-on'Income

: _ Based upon currently anticipaled operations, it is expected that the deferred
. N - income ‘tax balance will not subitantially decrease through 1978.

’Office Properties and Equipment, Net

Officn properties and equipment at cost 1ess accumulated depreciation and
amortization, consist of the following:

Parent company only

1975 1974

. - Land ‘ . $ 1,326,000 1,386,000

" S Office buildings and leasehold : '
_ improvements "~ 5,106,000 5,001,000
o : . Furniture, fixtures and equipment ' P 6,000 __6,000
. o : 6,498,000 6,393,000

‘ Accumulated depreciation and

amortization : 2,298,000 2,077,000

$ 4,200,000 4,316,000
Total additions amounted to $105,000 in 1975 and $30 000 in 1974. Total sales

- and: retirements 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.




WESCO FINANCIAL CORPORATION

: : : _ : Schedule 11!
‘. INVESTMENTS IN, EQUITY IN EARNINGS OF, AND DIVIDENDS RECEIVED FROM AFFILIATES AND OTHER PERSONS
. _ : Years ended December 31, 1975 and 1974
COLUMN A COLUMN B __COlUMN C __COLUMN D _ COLUMN E COLUMN F
BALANCE AT BEGINNING OF PERIOD . _ ADDITIONS ) DEDUCTIONS ) _B_Al_.ANCE AT END OF PERIOD _ .
' _ {1} 2y (1} : {2 oy {2) {1 {2) Dividends Received
NAME  OF ISSUER AND . " |[Equity Taken Up in Distribution of ‘During the Period
DESCRIPTION OF INVESTMENT Number 'of-_Shares Amount in Doflars. E_amings'_ {Losses) Other - Earnings by Persons Other Number of iS_ha‘_res Amount in Dollars'| From Investnents
or Units. of Affiliates and In Which Earnings or Units. Not Accounted For
Principal Amount . Othar Persons {Losses} Were Principal Amount By ‘the Equity
of Bonds andNotes : o For the Period. Taken Up o of Bonds and Notes . Method

Mutual Savings and Loan.
Association:
Guarantee stock of
$100 par value:

1974 | 600(1) $ 55,535,000 3!383'!0()0 — 3,000,000 - 600(1) $ 55,918,000
1975 600(1) $ 55,918,000 3,813,000 — 3,000,000 = 600(1) $ 56,731,000
: (1) 100% of the outstanding shares.
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PROFIT SHARING PLAN AND TRUST AGREEMENT
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‘SEE'S CANDY SHOPS, INCORPQRATED
PROFIT SHARING PLAN AND TRUST AGREEMENT

{Second Compendium Amendment) - -

THIS AGREEMENT is maaé-and entered into this -
day of ., 1976, by and between See's Candy Shops,
Incorporéted, é California.co:poratioﬁ-(hereinafter "CBm—
pany") and Crocker National_Bank; a national banking
assocdiation (he:einéftef‘"Trustee“s. Tﬁ@s héreemeht amends
_and repubiiéhes the See's Candy Shops, Incorporated Profit
Sharing Plan (hereinafter "PredecessofrPlan")r dated Decem-
ber 31, 1951, as amended by five.émeﬁdments and the
Compendium Amen@hent effective September 1, 1971,

| - WLTNESSETH:
" ARTICLE I

Designation of Trust

1.1 Title. This Profit Sharing Plan and Trust

Agreement shall be known as the See's Candy Shops, Incor-
porated Profit Sharlng Plan (hereinafter "Plan").

1.2 Effectlve Date. This Second Compendlum

Agreement shall be effective March 1; 1975, gxcept as
Aherelnafter provided in this Section 1.2:

(a) Artlcle III of this Plan shall be effec~-
tive for Plan Years beg;nnlng.on and after March 1, 1276.
Until March 1, 1976, the provisions of Article III of the

Predecessor Plan shall remain in full forcde and effect.




(b) Artlcle IV of this Plan shall be effec-
tive for Plan Years beginning on and after March 1, 1975,
subject to the following:
(1) - The proflt sharlng account of an employee-
: who becomes a Part1c1pant under the Predecessor
. Plan on February 29, 1976,;sha11 be credited as.of‘
such'dete.with an amouné allocated_to'such_Partici—
pant withireépect to the eneire;Plan Year then end-
ing.  Such amount shall be ailocate&‘in accordance
wifh-the provisions of Articles.iv_and ?-OE the
Prededessor'?lan, from such contributions as may
be authorized by the Board of Directors for the
purpose qfféatiéfyingithe requirements of this
subparagraph (i). For Plan Years beglnnlng on
“and after March 1, 1976, 'Article IV of this Plan "
shall be applled w1thout regard to thls subpara-
graph (). o | |
(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 7

force and effect.

(c) Article V-df 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




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 l .1976, except that
until September 1, 1976, the prdvisions'of the Predecessor
Plan shall apply to the extent that they authorlze the
_immedlate di¥stribution of a Part1c1pant's beneflts in a
lump sum or in quarterly or other 1nstallments for a ‘
per;od not exceeding ten (10) years, upon such Pa;t1c1~,
pant's termination of empldeent.v-
(¢) Article XIV of this-Pian shall be effec-
~tive for Plan'Years_beginning-on and.éfter'March.l,.1976.
' The above-referenced prov151ons of the Predecessor

_Plan shall cease’ “to be of any force or effect as of March l,

._ 1976, w:.thout the necessxty of any action by the Company or

the Commxttee. ‘

1.3 Plan Year. Beginning March 1, 1975, the Plan-
Year of the Plan shall be tﬁe fiscal-year-commencing_each
March 1 and ending on the last day of February;

1.4 Plan Quarter. Each Plan Year shall be

‘diviaed into four quarters, which shall be deemeé to close,
respectively,.on May 31, August 31,'ﬁOVEmber 30, and the last
day of February.

' ARTICLE IT°

The Committee

2.1l Members. A Profit-sharing Plan Committee (here-

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

o mem———aaima e - B4 W




‘the Board of Dlrectors of the Company.

Ty -

members who shall constitute the'Named Fiduciaries of the Plan,

within the meanihg'of Section 402(a)(2) of the Employee Retire~

ment Income.Security Act of 1974. Said memberé'shall be

_'selected by, and shall serve at-the pleasUre of the Board of-

Directors of the COmpanﬁ’ A person so -selected shall become'

a member by filing a wrltten notice of acceptance with' the.

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

may resign bye&eliveringca written notice of resignation to the

' Board of Directors of the Company. The Board of Directors of

( i

the Company-may remove any member by delivering a certified
copy of its reéolction of removal to such member. A resigﬁe-
tion or removal shall be effective on the date'Specified‘in

the written.nbtice'cf resignation or thehresolution of removal,
as the case may be, which shall be not less than,ten (10) daYS
and not more than tWeoty (290) Ha?é-aftér-the délivery o{ the:
notice or reeolution. The Trustee sha1l be,prompﬁiyxno%ified
of the original membership and of any‘chanQesin the-meméership

of the Committee by the Secretary of the Company._ Vacanc1es

-in the membership of the Commlttee shall be fllled promptly by

iy o

?.2 Committee Procedure, Any actiOn‘of tbe Com-
mittee shall be taken pursuant to a majority vote,'oﬁLfo‘ﬁhe
written consent of a majoritf, of itsymembers 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.




2.3 .A110catiqn'0f_Fiduciazy Responsibilities. The

Committee may allocate its fiducidry responsibilities (other

than trustee responsibilities) among the Named Fiduciaries and

may designate other persons to carry out fiduciarY're3ponsi¥

“bilities (othenathan trustee responsibilities} under the Plan.

'The‘term-“trUStee responsibilities" as used herein shall mean

any responsibility'provided_herein to manage or eontrbluthe
assets of the Plan. The Committee shall choose a Secretary and

aﬁeASSisfant-Secretary (either of whom is hereinafter referred

to as "Secretary") who snall keep minutes of the Commlttee S

proceedlngs and all records and documents pertalnlng to the
Commlttee s_administ:ation:of the Plan. The Secretary may |
exeCute eqy certificate or other written_direction on behalf
of the Committee:, The Trustee or third person dealing with

the Cemmittee may conclusively.rely upon any certificate or

otner wrltten dlrectlon SLgned by the Secretary which purpo*ts

@jto have been duly authorized by the Commlttee.

2.4 nghts and Dutles. The Ccmmittee shall have

quthority.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 respensibilities;
including, but not by way of limitation, the following:
(a) To*determine.all-questions.relating to the
eligibility of employees to participate; |
| (bfl To maintain all necessary records for the

admlnlstratlon of the Plan other than those malntalned by the

Trustee;




(c) To compute and cerrify to-EEe Trustee the
amount and kind of benefits payable to Participants and their
beneficiaries;

(d) ’Te authorize all disbursements by the

Trustee from -the trust fund;

{e) To direct the Trustee with respect to all

1nvestments of the trust fund-

- (£) To make and publlsh such rules for the
.regulatlon of the Plan as are not inconsistent w1th the terms
hereof,
(g) To employ one or more persons to render
advice with regard to any responsibility any Named Fiduciary
(ox- 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 infor=-
mation to the Committee on all matters reiating to the comﬁen-
sation of all_Participaﬁts, 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 pald 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 (1nclud1ng ‘the power to
vauire énd dispose of) any assets of the Plan:. 1In the event
that the Committee appoints ohemor more inVestment.managers in
accordance w1th this Sectlon 2.7, the Committee shall certlfy
to the Trustee the name. of such 1nvestment manager or managers
and the responsibility and authority which éuch 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):
| (é) who has the power to manage, acqulre or
dlspose of any assets of the Plan,_
(b) who is (i) registered as an investment
adviser under the Invesiment Advisérs Act of 1940; (ii) is
a bank, as defined in that Act; or (iii) is an inSuraﬁce
cOmpany qua1i£ied‘to perform services described in subpara-
graph (a) under the laws of more than one State; and
'(d) who has acknowledged in writing that he

is a fiduciary with respect to the Plan.

2.8 Funding Policy ‘and Method. The Committee

'frcm time to time shall establish a funding policy and method

" for the Plan whidh 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.

AﬁT;CLE I1I

Participation

3.1 Eligibility Requirements. Every employee of
the Company, ircluding every officer,'shali become a Paétici-
pant in this Plan on the Quarterlf Entry Date occurring on
or after March 1, 1976 and coinciding with or next follewing
such employee's-eompletioneof three {3) Years of Service-b
Zdetefmiﬁed in_accordance with Section 3.3 below), proviéed
that on such Quarterlf.Entry Date such.employee is employed

by the Company, or is then on an authorized absence descrlbed

in Section 3.4. The Quarterly Entry Dates occurring during

'each Plan Year shall be March 1, June 1, September 1 and

December 1.

3.2 BApplication for Participation. Employées may

_'be required to file with the Committee a written application

for participation, prqvi&iﬁé?such information as the Committee
may deem necessary. The applicatioﬁ for participat{on shall
signify the emﬁloyee's acceptance of the benefits and terms

of this Plan and Trust.,

3.3 _Determination.of_Years of Service. For pur-

. poses of this-Afticle 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




Period shall be made with reference to the date on which the
employee first performs an Hour of Service_following his
employment or follOWiné his most recent Break. in Service,
whichever is applicable; For purpoees of determining whether
an employee has completed three (3) Years of Service, all Years
of Serv1ce of such employee shall be taken into account, except
that in the case of any employee who has a Break in Service (as
defined in Section 3.5) and who, prior to such Breek in Ser-
vice has not completed three (3) Years of Service (excluding
service whicn 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
'entltled to payment by the Company or by an Afflllated
Company (as defined in Section 3. 6) for the performance of
duties for such employer. 1In addition, an employee shall be
deemed to perform Houts of-Servioe;during a-period of
" ‘absence described in:éeragraph (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-servioe'in&the Armed Forces of
the United States, which requires reinstatement to employment

by the Company in accordance with applicable federal law;

Lo e g R e ey S AR
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provided that the empldyee_returns to work following his

,I. - discharge or severance from service as required by said law;

(b) Absence pursuant to a leave of absence
granted by ‘the Company in wrltlng and desrgnated as a leave
of absence, before or after such absence, for any purpose
including 51ckness, accident, other casualty, or for the con-~
venience of the Company, provided that the employee returns
W to work before or at the explratlon 0f such leave of absence
) . or any exten51on thereof. o
- The number of Hours of Serv1ce to\be credited with
resPect to any of the above authorized periods of absence
shall be determlned under rules to be established and applled
by the Committee on a uniform basis. - Notwithstanding the fore-
going provisions of this Section 3.4, in the event that an
. ' employee shall fail to return to work as requ:.red above follow-
ing one of the above authorized perlods of absence,‘then,
except in the case of such employee's death during such
period, none of the perigds of such absence shall be deemed

to constltute an Hour of BService.

3.5 Break in Service. For purposes of this Artl-

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 Section 3.3) in which an employee com-
pletes not more than five hundred (506) Hours of Service. Solely
for purposes of determining whether an employee has sustalned a
Break in Serv1ce, an employee's Hours of Service shall inclﬁde

. {to the extent not included in the def‘inition of Hours of

-10
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" Service in Section 2.4) each hour for which an employee is
directly or indirectly paid or entitled to payment by the
Company or by an Affiliated Company {asAdeﬁined in Section 3,6)
during periods of vacation, sickness, disability or other
similar periods, whether orfnot such payment is for the
performance of_duties. |

3.6 Affiliated Company,' For purposes of this

Article III, the term "Affiiiated'tompany"'shall mean

: (a} any corporation which is included in a controlled
group of corpotations (within the'heaning of Section 414 (b)
of the Internal Revenue Code}, whlch group also lncludes
See's Candy Shops, Incorporated and See's Canidies, Inc.,
and 1b9 any trade-or business which is under common con- | | i
trol with See's Candy Shops, Incorporated, and “ee s

Candles, Inc. (w1th1n the meanlng of Section 414(c) of the

Internal Revenue Code).

3.7 Conﬁinuationiof'Paxticipation. Once an

enployee 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
his employment for any'reaeon,-inciuding'retirement. However,
1f an employee has become a Partlclpant, but fails to return
to work from an authorized perlod of absence as prov1ded in
Section 3.4,-hls'part1c;patlon in ‘the Plan shall be deemed to
have ceased as of the commencement of such period of absence.

L Y
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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 no£ again participate in'the Plan until the
Quarterly Entry Date coinciding with or next following the closé
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:thousgnd {1,000)
Hours of Service after his résumpﬁion of employmén£:3provided
he is then employed by the Company. Howevef, ﬁotwithstanding
the preceding'sentence, in the case of an employee who does

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

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

number of such cansecutive Breaks in Service equals or
exceeds the aggregate number of such employée'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 sehtence) then such employee shall not again participate
in this;élan until'ﬁe.héé satisfied thé service requirements
in Section 3.1, computed without taking into account such
employee's Years of Service before such Break in Service.
?or'purposes‘of.this Séction 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

I

interest in his profit sharing account pursuant to Article VI.

3.9 Participants as of February 29, 1976. All

employees who are Pérticipants in the Predecessor Plan as of

12




February 29, 1976, shall continue to be Participants in this
Plan until such participatién ceases in accordance with theé
:provisioné of this A:ticle ITX, As of March 1, 1976, such

| Participants-shall become fully vested in ﬁheir;prbfit-sharing
accounts in accordance with Section 6.1.

ARTICLE IV

4

Contributions

4.1 oObligation. The Company has previously made

gbntributions‘to the Trust hereunder and-Subject to the pro-
visions of this Plan will make additional quarterly contribu-
tions during éach ?lan Year and within the period for filing
its United States income tax return, or any extension of such
period, in an amqﬁnt.determined as set forth in Section 4.2.
The Trustee acknowledges receipt of all contributions hereto-
fore made, and agrees to hold éndiadﬁinister the same, together
with the additional contributidns of thé-Company, in trust pur-

suant to the terms of this Agreement.

4;2 Profit Contribution Formula. The quarterly
contribution, if ahy, to be made by the‘Cémpany shall be made’
frbm the profits’of the Company, and shall be a percéntage of
.the=cqmpensatién paid or accrued by the Company during the
quarter for Whiéh ﬁhe contribution is being made to all
Participants ﬁhéér the Plan as of the close of such quarter,
which percentage, in accordance with the provisions of the
Intefnal Revenue Codg, shall not exceed fifteen percent (15%)

of "such compehsationa The applicable percentage shall be

13




determined by the Board of Directors for each Plan 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 paid by fhe Company to any other pension or

retirement plan pursuant to an agreement with a union or

employees' representative.

4.3 Participants' Profit Sharing Accounts.. The

Committee, in addition to all other bodks 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 Partiéipant whereiﬁ such‘Parﬁicipant
shall be crediteé‘fOr-each quarter of the Plan Year with the
amounts allocated to him as hereinafter provided. Such account
shall be'oééned by the Committéé'as of the day éach.employee

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

quarterly allocations among the Participants, the Conimittee

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 amﬁunt.contributed to the
union's plan upen behalf of sﬁch Participant 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

14




Participant's'account shali be deemed to reflect_the value

‘ . ' of each Participant's proportlonate share of the Trust as of

| the date on which the allocations are made.' Such.allocatlons,
credit and notlflcation shall not vest in any Participant any -
right, title or interest in the Trust, nor any right to w1thdraw
or possess any sums allocated or credited to hlm, except at the
time or times and upon the terms and condltlons ‘herein provided,
and shall not create any claim agalnst 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 withinitorty-five (45) days after the close of the

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

o ticipants who are still employed by the Company lmmedlately
following the close of such Plan Quarter shall be entitled to
such.an allocation. The Company shall have no obligaticn to
“determine or allocate any interest on such allocated amounts
with respect tc.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 p:oportion that.his total_ccmpensationtduring
such gquarter bears to the total compensation of all Partici-
pants during such.quarter; modified by deductiOns applicable.

. to contributions made for those Particip:ants for whom the

15

ety

e ety N L . 1y




Company makes contributions toa union olan as provided by
Sectlon 4.3. Such allocatlon shall hot ‘be made“u;tll after
the allocatlon required by Sectlon 4.5 has been made. |
The wordi“compensatlon"_fo: the purpose of this
Plan means the full.amount of regular or basic salary before
_reduCtion on account of any authorized w1thholdlng such as
1ncome taxes, soc1a1 security taxes, etc., . excludlng over—
tlme,fbonuses, malntenanoe, and any other payments.
Compensation'payments shall be deemed to have been

made on the date of the close of the appllcable payroll period.

4.5 Quarterly Evaluatlon of Partlclpant's Accounts, ©

Quarterly, as of the close of each gquarter of each Plan Year,
the Commlttee shall restate the value of the net trust assets,
excluding the Company s contrlbutlon 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 with the stated value of such.
assets as of the close of the next precedlng quarter. ' The
increase or decrease so determined shall be allocated to the
profit sharing accounts of the respectxve Partlclpants as of
the close of such quarter in the proportlon that the cumula-
tive amount prev1ously allocated to each such Partlc1pant'
Pprofit sharing account bears to the total amount prev1ously

allocated to all Part1c1pants' proflt sharlng accounts. The-

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

extent whatever, warrant, guarantee or represent that the value

16




,
of é'Participant‘s-account.&hall at any time equal or exceed
the amount previcusly contributed thereto and shall not be
,liablé-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. Allocafion of Company
contributions to the accounts of Participahts;who transfer
5emplo§ment between the Qbmpanf aﬁd See's Candies, Inc., in
ap& qua:ﬁgﬁ{Shall be.based'on cpmpehsation from the Company
Wfof:Such éJartef. Any P&fticipant whose employment is trans-
fert@d between the;Company and See's Candies, Inc. shall have
his account transferred to the profit shariﬁg plan of the cor-
 porati0n tO”whicnfhis.employment is transferred ;mmediateiy
foliéwing the close of the guarter in which his transfer

4,7 Joint Employment. Any Participént who is

employed jointly: by the Cdmpany and See's Candies, Inc. shall
participate>in each Plan as respects his compensa@ion fﬁom
‘.eéch corporafion and accounts will be maintained for him in
each Plan so 1ong'aS'his'émployment is on a joint basis. How-
ever, notwithstanding the foregéing, a Participant who renders
sefvice-to both such corporations but who receives'cdmpeﬁsaﬁion

. only from the Company, shall ﬁarticipatg only in this Plan.
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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'(asﬁtweﬁﬁy—
five thousand dollars. ($25,000) or (b) twenty-five percent
(25%) of the farticipant's annual compensation as defined in’
Section 415 of the Internal Revenue Code. The term “"ahnual

addition", as used in this Article V, shall mean the sum of

(a) the contributions of the Company w1th respect to a Par—
t1c1pant plus (b) forfeltures. The limitation of twenty-flve

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 accoﬁdance.with-Regulations issued byﬂthe Secretary
of the Treasury pursuant to the provisions of Section 415(d) of
the Internal Revenue ‘Code. The llmltatlons of this Artlcle
with respect to any Participant who at any tlme has been a
Participant in any other defined contribution plan (within the
meaning of the Employee Retirement Income Secuxlty Act of 1974)
maintained by the Company or by a corporation or other trade or

bu51ness whlch is a member of a controlled group of corporatlons

(w1th1n the meaning of Sections 414(b) and (c) and ‘415 (h) of
the Internal Revenue Code) of which the Company is a member
shall apply as if fhe total benefits payable under all

aefined contribution plans in which the Participant has been

a Participant during the year were payable from one plan.
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ARTICLE VI
Benefits

6.1 Vesting.of Interests. The interest of each

Part101pant in his profit sharing account shall at all times
be fully vested. However, the-vesting of a Participant'
account shall not preclude the allocatlons and reevaluatlons
provided for under Article IV, nor any adjustment required
to avoid the limitation imposed by Article V.

6.2 Distribution of Beneflts No amount shall be -

dlstrlbutable under this Plan to a Participant untll he
ceases to participate hereunder. When a PartLCLPant.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'of the Plan Quar%er next
‘Preceding the date on which such Part1c1pant ceases to

part1c1pate.

6.3 Benefit at Retirement. The benefits ‘distribu-

table to a Participant-pursuant to Section 6.2 by reason of
his retirement at Nofmal_Retirement Date, shall be payable
in annual or quarterly installments over a period not
exceeding ten (10) years, commencing not later +han sixty
(60) days after the close of the Plan Year 1n which his
Normal Retlrement 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
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the close of such Plan Year. If a Participant's benefits
are paid in.installments, and the Participaat dies bhefore
receiving all such installments, then the remaining install-
ments shall be paid to the benef1c1ary designated by such

_ Participant. Any amount payable in instaliments pursuant to
this Sectlon 6.3 shall, upon a Participant's Normal Retire-
ment Date, be segregated and de9051ted in a sav1ngs bank
authorized to do business in the State of Callfornla under
the banking laws . of said State, or in a savings and loan
-institution, ang interest shall be credited to such Par-
ticipant for the balance undlstrlbuted No arrangemert for
pnyment in installments Pursuant to this Section 6. .3 shall
be made which w11l, on_the ba31s of mortality tables adopted
by the Company, exceed thn Part1c1pant's life expectancy
determined as of the tlme Fe has Ceased part1c1patlon.

6.4 Death Beneflts. In the event that a Partici-

pant dies before retlrement, the amount dlstrlbutable pursuant
to this Article VI\ehall be paid in g cash lump sum to the
surviving beneflciaxy or benef1c1ar1es deSLgnated by hlm in

fa_,‘

accordance w1th Sectlon 6.6.

6.5 Termlnatlon/ﬁeneflts. Effectlve September 1,

1976, if a Part1c1pant's eWployment with See's Candy Shops,
Incorporated and See's Candnes, Inc. termlnates prior to his

Normal Retlrement Date for any reason other ‘than death, he




. -m‘ -

e . - pp—

sum twenty-four (24) months after such termination of employ~

ment, provided that he is not reemployed by,éee's Candy

- Shops, Incorporated or See's Candies, Inc. prior to the end

of such twehty—four (24) month period. If a Participant'is
_SO-reemployed, distribution of his bemefits shall not be
made under this Section 6.5 until twenty-four (24) months
after subsequent termination of employment. Notwmthstandlng
the foregoing prov151ons, a Part1c1pant whose emplcyment
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 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 SeLv1ce for See's Candy Shops, Incor-
porated and See 5 Candles, Inc. the-Partlclpant shall.be
eligible to receive a distribution of his benefits in a form
descrlbed in Section 6.3, commencing on a date determined by
the Committee which is within sixty (60) days after the

CIQse'of_the Plan Year in which such termination of employ-

- ment occurs;

(b) In the case of a Participant who would

- otherwise recelve a dlstrlbutlon of his benefits twenty-four

(24) months after his termlnatlon of employment the Com~

mittee may dlstrlbute his benefits in a cash lump sum on an

21

i




-~

earlier date following such termination of empigyment if; in

its sole discretion, it determines that there'is a demon=-

strated need for such earlier dlstrlbutlon,

{(c) If, on the date of a Part101pant'
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 practiceble
after his termination of emp;oymeet, .

Any amount the payment of which is deferred in
accordance with this Section, shall be segregated-aﬁd deposited
in a savings bank aﬁthorized to do business in the State of
California under the banking laws of said State, or in a
saV1ngs and loan assoc;atlon, and interest shall be credlted
toksuch Participant for the balance undist:ibuted. In the

event a person again becomes a'Participant in the Plan

before receiving a complete distribution of his benefits,

any undisgributed amount segregated in accordance with the

preceding sentence, shall, on or after his recommencement of

partlclpatlon, be transferred to hlS proflt shartng account.
6.6 Desmgnatlon of Benef1c1ary. Whenever a

| k
Partlclpant may be - permltted to de51gnate a beneflclary

pursuant to this Article VI, such designation may be made by

the execution and delivery to the Committeé 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 peid to the beneficiary designated by
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death).

such Participant. If a deceased Participant shall have

failed to designate a beheficiary, or if the Committee shall

be unable to locate the designated beneficiary after reason-

able efforts have Peen made, or if such beneﬁiciary shall be

deceased, distribution shall be made_bywpayment.of the

deceased Participant's interest in the Trust fund to his

e 4

personal representative, in'é lump sum within one (1) year
after his déath. In the BVent.tha; the deceased Participant
WaS"hot_a resident of California at the date of hiS“déath,
the Committee,.in its discretion,; may regquire the egtablish-
ment of ancillary administration in California. If the
Committee cannot 1océte a qpalified personal representative
of the deceased ﬁérticipant, or if admiQég;raﬁion of the
deceésed Participant's estate is not otherwise regﬁi?gd, the
Commiitéé, in its discretidn,.ﬁay pay the deceased Partici-
péntié interest in the Trust fund to.his‘heiré at law
(détermihed in accordance with the laws of the State of

California aS=they-existed at the date of the Participant's

. 6.7 Eaéility of Payment. .If any payee under the
Plan is a minor, or if the Committee reasohébiy believes

that any payee is legally incapable of giving a valid receipt
and discharge for any pq&menfodue him, the Committee may

have such payﬁent,.or aﬁy part thereof, made.to the person
(dr”perSOns'or inStiﬁution) whom it reasonably believes is

caring for or supporting such payee, unless it has received
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due noticé'of_claim therefor from a dulQappOinEg guardian
or committee of ‘such payee. .Any.subh’payment shall be a

'_payment for the’gccouhﬁ 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 creatgd hereunder and agreeslto perform

the obligations imposed by this Agreement.

7.2 Powers of the Trustee. Thg Trustee shall
hold, manage, and control the Trust asset;!and is authorized
and insffucted, upon teceiéing 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 prefefred
stock (including Qualifying Employer Securities within the
meaning of the Employee Retirement Income Security Act of
1974), deposits in ahy-bank including any bank serving as

. Prustee hereunder, life insurance policies or other annuity

contracts, other securities, or property, personal, real or

mixed (including Qualifying ’Emplo_yef Real Prope-rty within the
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meaning of the Employee Retirement Income Security Act of
1974); to rétain in cash or other property unproductive of
income so much 0f'§hé Trust Fund as the Commié%eeyor the one
or more Investment Managers may détermine; gnd to:deposit
cash in ahy bank directed by the Committee or the one or
more investment managers, or by thé Trustee in the‘absénce
of'Such'directions;  | )

(b} To .sell, convey, exchange, partition,
divide, subdivide, improve and repair; to érant opgiahs-and
to sell upon deferred payments; tollease for terms within or
extending beyond the duration of this Trust for any pﬁrpose,
iﬂcluding exploration for and removal of gas, or other
minerals; to enter into community oil leases; t6 create
restrictions} easements and other servitudes; to campromise;
arbitrate d? otherwise adjust ;1aims in favor of or against
the Trust; and to institute, COmprbmise and defend actions
énd proceedings;

(c) TO‘cauSe securities or other property to
be registered and/or held in its individual name, either
with dr 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 proxieé.or powers of attorney with or
without pOWg:JBf substitution; té,participate in any reorga-
nization, recapitalization, consolidation, mergerwor similar
transaction with respect to such securities, and to deposit
such stocks or other securities in anf'voting trust, or with
the Trustee, or with depositaries designated thereby; tol
exercise any subscriptien rigﬁtﬁ and conversion: privileges;
and to generally exeﬁcise any éf-éhe,powers of an owner with
raspect to the stocks 6r other secdrities-or properties
comprising the Trust;

| (e) Generally to do all such acts, execute
all such instrumeﬁts; take all such proceedings, and exercise
all such rights énd privileges with relation to property
constituting the-Truét Fund as if the Trustee wefe the

absolute 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

lTrustee shall take such action as the Committee.or the one

or more investment managers as may be éppointed may direct,
or in the absence of such directions, as the Trustee deems

advisable; to collect the prircipal and }ncome 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

1
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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 tdke such'
action as directed by the Committee or the one ér more
investment managers as may be appointed, or in the absence

L]

of directions, as it deems advisable, whether:by'Iegal'

- proceedings, compromise or otherwise.

7.4 Taxes. If the whole or any part of the Trust
Fund or the proceeds'thereof, éhail become liable for the
payment of any estate, inheritance, income or othér tax,
charge or assessment which the Trustee shall be iequired_tp*a
pay., the‘Trustee{shall have-full power ahd authority-fo pay.
such £ax,'charge or assessment out of any m&neys or other
property in its hands for the account of the person whose
interests hereunder.are so liable,. but at least ten (10)
days pribr to making any such payment the Trustee shall mail
notice to the Committee of its intention to make such paymerit.
Prior to making any transfers or distributions of any'of.the
Trust Fund thé Trustee may fequi¥e such releases or other -
documents fﬁomfany'lawful taxing authority as it 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 of any funds or

property shall be made by the Trustee, the Trustee-may
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and investments held at the end of the Plan Quarter, including

retain the funds or property invblved without'liability

_pendiﬁg settlement of the controversy or diSagreemegt and/orf

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 bf any interest or

income on the cash or other property held by it under such
circumstances. E

7.6 Employment of_Counéel. The Trustee may
consult with legal counsel (who”may 5e counsel for the
Company) with respect to the constructibn of the‘Tzuét
Agreement or its Quties'hereuhder; or with respect to any
legal proceedings or*any“quesFiOn of law. The Trust Fund
shall be 1liable ﬁor and shall-pay the reasonablé fees and
expénSeé of such counsel-fo& services rendered tqﬁthe Trustee,
unless the CompanY eleCts fo'péy same.

7.7 _Recordé. The Trustee shall keep a full

"record of the'admiﬂistratioh of the Trust which the Committee

éhallkhave the right to examine.at'any'ﬁime 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."Sucﬁ'

account shall set forth all saies, inVeStments,'reCeipts,

~disbursements, and other transactions effected by the Trustee

during said Plan Year and shall show the cash; securities

the cost of each item as carried on the EQORS of the Trustee,

and the market value.
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7.8 Certifications and Mailing Addresses.

Whenever in the administration of this Trust a ceptifeéétion
!is”required'to be given to the Trustee, or theu$;ﬁstee shall

~deem it necesgsary that a matter be approved prior to taking,

suffering or omitting any act hereunder, such certification
shall Ee duly made and said matter may be deemed to be

conclusitely 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 thereof

accept other evidence of the matter or may require such

other evidence as toeit_may seem reasondble. The Trustee

~shall be protected in acting upon any notice, resolution,

order, certificatidn, 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
requited to determine, ofrmake'eny'investigationstc*determine
the identity or mailing address of any persen entitled to
benefits under'the Plan, and shail be discharged of its

obllgatlon in that respect when it shall have sent checks,

and other papers by ordlnary first class mail to such persons

and aﬂdresses as may be furnlshed it by the Committee. The

.Trustee shall recognize only instructions given it by the

7G§mmittee and shall have the right to act thereon without

'tnotlce to any Péfticipant, and without considering the

rlghts of any Participant under. the terms of this Agreement

whidh may result directly or 1nd1rectly from said Part101pant s

: 1nterest in the Trust.




7.9 Compensation and Indemnity. The Trustee

. shell receive such compensation as may be agreed upcn from.
time to time by the Committee”and the Trustee. BAny.and all
expenses and liabilities of whatever nature of the Trustee
in its admlnlstratlon of the Trust shall be charged to the
Trust Fund, prov1ded however, that the Trustee's compensatlon
and any other expenses may be pald by the Company if the
. Company so elects. 5

7.10 Duty of Care.. The Trustee shall discharge

its duties and responsibilities with respect to the Plan in

accordahée 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) with the care, skill, prudence, and

dlllgence under the c1rcum‘tances then prevalllng that a

prudent man acting in a‘llke capacity and familiar with such-
matters would use in the c¢onduct of an enterprise of a like

and-

character and with like aims;
(H}

1nstruments ccvernlng the Plan” mnsofar as such documents and

ln accordance with the documents and

instruments are consistent with the provisions of the sald
‘ritle I

o . {- “7'11 Third‘Persons.' A third person dealing with

the Irustee shall not be requ1red to make any 1nqu1ry whether
i
theﬂCommlttee has instructed the Trustee, or the Trustee is

oLherwmse authorxzed, to take or omit any action, or to
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follow the appllcatlon by the Trustee of any money Oor property
. .th.ch may be paid or delivered to the Trustee.‘
ARTICLE VIII -4

Resignation and Removal of Trustee

8 1 Resmgnatlon. The Trustee may re31gn at any
time upon dellverlng to the Board of Directors of the Company
~a written notlce of res1gnat10n, to take effect at a date
Speleled thereln, ‘which shall not be 1ess than thlrty (30)
days after the delivery thereof, unless such notlce shall be
walved |
8.2 Removal, The.Ttustee may be removed by
- resolution of the Board of Directors otithe Compahy,andtbf
_delivery of a certified copy of such-resclutien to the
Trustee, together w1th A wrltten notice of removal, to take
effect at a date specmfled thereln, which shall -not be less i
than thirty (30) days after dellvery 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 rlght to a settlement of its account, which may be
made at the option of the Trustee elther (1) by a jud1c1a1
settlement in. an actlon instituted by the Trustee in a court
of competent jurlsdlctlon, or (2) by agreement of settlement
between the Trustee and the Commlttee.

814 -Successor Trustee. Upon such settlement all

_rlght, title and 1nterest of such Trustee ln the assets'tf

31
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the Trust and ali rights and privilegés'under this_Agreement
~thegétofore vésted in such Trustee shall vest in the succesoor
Truotee, and thereuood all future liability of such Trustee
shallmterﬁinate: provided, however; that the Trustee shall
' execute, acknowledge and dellver all documents and wrltten
instruments which are necessary to transfer and convey ‘the
_right, title and‘interest in the Trust assets, and.all.
rights and privileges to the:succossor trustee.

The Board of Dlrectors of the Company, upon recelpt
'of or glVlng notlce of the re51gnat1ou or removal of a
Trusteo1 shall fo;;hw;th appo;nt, by reSolution'of the Board
of Directors of the Company to-appoing such Successor Trustee
«within sixty (60[ days aftér notice oE.resignafion or removal,
the Truétee:may secu%e-ﬁhe appointment of such Sticcessor
_Trustee by o?court of competent jurisdictioh at’ the_expense-
of the Trost. AnyiSuccessordTrustee.so éppointed may quali?y
by executing, acknowledging and delivering to the Board ofw)
.Directors of‘the Company afi instrument accepting such appoint~
‘ment, and upon delivery such successor, without further act,
shall become vested with all the wight, title and-ioterest,
and discretion‘and duties of the predeceséor Trustee with_‘
like effect as if originally ndmed as Trustee herein.

ARTICLE IX

-Amendment of Plan

9 1l Amendment The Company, by Resolutlon of its

Board of Dlrectors, shall have the rlght to amend this Plan
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and Trust Agreement at any time and from time to time and in

‘ . 'such manner and to such extent as it may deem advisable

subject to the follow1ng provisions:

(a) No- amendment shall have the effect of

reducing any Participant's lnterest in the’ Trust‘Fund
| (b)  No amendment shall have the effect of
diverting any part of the. Trust Fund to persons or purooses
tother than the exclusive beneflt of the Part1c1pants or

thelr benef1c1ar1es.l o |

(c) No amendment shall have the effect of
1ncrea51ng the Trustee S dutles or respon51b111t1es without
its wrltten consent _

. _ ARTICLE XA

Termlnatlon and Dlscontlnuance of Contrlbutlons

10. 1 Termlnatlon. In the event the Company dec1des

it is 1m90551ble or 1nadv1sable for the Company to contlnue
the Plan, the Companj, by Resolution of 1ts Board of Direc- -
tors, may terminate the Plan by approprlate resolutlon A
copy of such resolution shall be dellvered\to the Committee
promptly and as socon as possible thereafter the Committee
shall send or dellver to the Trustee and to each Participant
of the Plan a copy of said resolutlonj Upon and after the
effective date of such termination, the Companyushall not

~ make any further contrlbutlons under the Plan and no contrlbu-
tions under Article IV need be made by the Company applicable

to the quarter of the Plan Year in whlch such termlnatlon

. ' occurs.,
33
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10.2 Disposition of Accounts. On or Qegofe the

effective date of terﬁination, 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_bf the Trust ﬁﬁhd to eash in such propor-

tionsHas thencommittee 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 contlngent, chargeable to the Trust Fund,

to distribute the balance of such'assets among the then
PartlclpantS'of‘the Plan, each such Part1c1pant to receive
his pro rata shanefofmthe assets of the Trust Fund._ The
Trustee and the ¢bmmittee shall continue to functlon as such
for such period of time as.may be neCessary for theﬂwindinq
up of this Plan and for the making ef distfibutions provided
in this Article; | |

10.3 DiscentinUanCe of Contributions. 1In the

event the Company decides it is 1mposs;ble or inadvisable to
contlnue to make contrlbutlons under the Plan, the Company,

by-Resolutmon of 1ts-Board-cf Dlrectors, may discontinue

-contributions to the Plan. Upon and after the effective

date of such discontinuance the Company shall not make any
further contrlbutlons -under the Plan and no contrlbutlons
under Article IV need be made by the Company appllcable to
the quarter of the Plan Year in which such_dlScontlnuance

occurs. The diécOntinuance of CQntributidnskonrthe part of
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the Company shall not terminate the Plan as to the funds and

asséts then held by the Trustee,; or operate to acceleridte

- any payments of distributions t¢ or for the benefit of

Participants or beneficiariesﬁ'and.thg Trustee shall continue

to administer the Trust Fund ir accordance with the provisions

heresnf until the obligations hereunder shall have been’

dischafged 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 Articlgffv shall not' operate

to discontinue this'TruSt.
ARTICLE XI

Miscellaneous

Il.l_ ContfibutiOns Not ReCOVQfable. It shall be

impossible for any part of the principal or inddme to be
used for, or diverted_to; purposes'Other‘than the-exclﬁsive
benefit of such participaﬁts-or their beneficiaries, except
as fdlldws:

(a) In the case of a contribution whlch is
(1) made by a mistake of fact or (11) condltloned on qualifi-

cation of the Plan under Sectlons 401, 403(a)‘or'§05(a) of

© the Internal Revenue Code and the Plan does ﬁot qualify,

AA.

such contribution may be returned to the Company w1th1n one
(1) year after it is made.

(b) In the case of a contribution conditioned

on the deductibility;Ehereof under Section 404 of the Internal
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Revenue Code, euch contribution may, to the'extent_such

deduction is disallowed, be returned to the Company within

one (1) year after it is made.

[N

(c) In the case of any re51dual assets
remaining after satlsfactlon of all liabilities of the Plan,

a distribution to the Company may be made of such residual

assets.

F

11.2 Limitation on Participants' Rights. Participa-

tion in this Trust shall not give any employee the right.tq
be retained in the Company's employ, or any right or interest
in this Trustvbthet than as herein provided. The Company
reserves the"right to dismiss any employee'without any lia~-
bility for any clalm elther agalnst the ‘Trust. Fund, except

to the extent prov1ded for hereln, or against the .Company.
All benefits payable hereunder- shall be_prov1ded solely from

the Fund, and the=Company assumes no resgonsi%ility fé?“%he

acts of the Trustee.

11.3 Reeeipt_of‘Release. Any payment to;any.Par—
ticipant or his legal.representative7or bénefiéiery,.in

accordance with the provisions of this Agreement, shall, to

'the extent thereof, be in full satlsEactlon of all clalms

agalnst the Trustee, the Committee, and the Company, and the
Trustee may requlre such Part;cmpant, legal representative'

or beneficiary, as a condition precedent to such payment, to

execute a receipt ahd release to such effect.
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11.4 Non-Assignability. None of thé benefits,
payments, proceeds or claims of any Participént shall be
subject to any claim of any creditor gfﬁgnyﬁggrticipant ang,
in-particular,.the same shall not be SUbjéct to attachment
or garnishﬁent o:,other legal process by any legal creditor
of any Partiéipant, nor shall any such Partic§pént hav?.ahy
right to aliena“e, anticipati, commute, pledge, encﬂmber'or
asSigﬁ any of the bgnefits of paymentsﬁorqprdceedg which he
may expect to receive, contingently or otherwise, under ihis
Agreement.

" 11.5 @overning Law. All legal questions pertain-

ing to the ?lan shall be ‘determined in agcordance with ther

Employee Retiremént'Ipcomé Security Act of 1974, and to the

extent appIicable, in'a§cordanée with the laws of the State

of California. All contributions made %ereundér shall be
deemed to have been made in the State of California.

11.6 Time Limit. Puféuant to‘SgctionJ715.3 of the

)

Civil Code of the State of California, this Trust shall

continue in perpetuity unless sooner terminated as provided

herein.

11;7"Ré1inquishment to Fund. If the Committee

acting in god& féith, and with due=diligence upon information

o

avallable to 1t, cannot locate a person entltled to any

benefit under thlS Plan within a period of twofdz, years,

\\

such 1nterest shall be relinquished aﬁ d of guch

period and shall be allocated among the profit sha%;ng

- N\
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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 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.

11.10 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
follows: '

. ' See's Candy Shops Incorporated
- 3423 8. La Cienega Boulevard
Los Angeles, California 90016
See's Candy Shops Ihcorporated
Profit Sharing Planh 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 t5
be glven on the day following the date of mailing. Any of the
above partles may at any tlme or from time to time by notlce |

in writing to the remaining parties change the address to which

such notices, demands, or other writings are to be mailed.

o ——— i e - 4
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ARTICLE XIT

Liability and Indemnificatfon

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 threatenedf |
pending or completed action or suit, where such action or
Suit-aileges an act or omrssion in connection with. administra- -
.tion, management, oxr lnvesiment activity under the Plan.
The Company mey also purchase liability 1nsurance for such
persons ih tnescase of any such actlon or threatened action

iy
W,

or suit. .
%, e '
12“2 Fidelity Bonds. Fidelity bonds coverlng

those persons hav1ng 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 sucn.documents
- and information as the Committee may require. In the case

- of any person suffering from a disability which prevents
sucn claimant from making'personal application for benefits,
the Committee may, in its discreticn, permit application to

be made-bynanether person acting on his behalf.
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13.2 Action on Application. - Within sixty (60)

P

days folloq;ng;%eceipt of an application and all nepeésarf“n;~
-Beeﬁmeﬁfs‘and'inforﬁaﬁion, the Committee, or its.auﬁhorized'
‘deiegate, shall furnish the claimant With-Written noticef by.
mail, of the dec151on rendered w1th respect to such applrca—
tion. Such written notice shall set forth SpElelC reasons
for the decision, wlth reference to Plan prqv1srons upon
which ‘the decision is based, a deseription of any additionai*_asfg
information or material necessary for perfection of the |
appllcatlon, if necessary (together with an explanatlon why
such material or lnformatlon is necessary), and an explanatlon
of the Plan-s-clalm revlew-procedure.
13.3 Aggeals. A claimant.who does not agreée with
the decision rendered with respect to his application, may
appeal such decision to the_Cqmmittee, 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 nas neither been approved nor denied
within the sixty (60) day éeriod prbvidedrin'Sectien 11.2
abote, “then such appeal shall be made within ninety (90)
days after the‘expiration of such sixty (60) day-peried. |
Such claimant may request that his application be given full
i and"fair.réview'by the Committee. Sueh clalmant may review:
all pertlnent documents and submlt lssdes and comments in
writlné in connection with the appeal The dec1sxon of thed?

Commlttee shall be made promptly, and not later than sixty
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‘unless special circumstances require an extension of time

- as soon as possible, but not later than one hundred twenty

(60) days after the Plan's receipt of a request for review,
for proce551ng, in which case a decision shall be rendered

(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

re£9rence to the pertinent-Plén_provisions upon which the
decision is based. |
| . ARTICLE XIV
- Merger
NotwitHstandiﬁg any other provision in this Plan,
this Plan shall not in.ﬁhdle or in part merge or-consclidate

with, or transfer its assets'cr liabilities-tor any other

the Plan had then.termlnated).recelve a beneflt immediately
after the merger,Jconsolidation, 6: transfer which is equal
to or greater than the benefit he would have been entitled
to receive immediately before the merger,-;bnsolidq.i:ionf or
transfer (if the Plan had then termlnated)

EXECUTED this [{K, / day of ﬁﬁ@; ~, 197s.

CROCKER NATIONAL BANK SEE 5 S;LDY SHOPS, INCORPORATED

By 3 - ) By /Z:f/ ’zj‘é;i—'w» Feczinen
' <

By . L“"‘l"f- . ) -; K f<. TR .,.,__‘ Kfa. 11‘.\{‘,'-_.

| | 7 ~
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SEE'S CANDIES, INC.
PROFIT SHARING PLAN AﬁD TRUST AGREEMENT
_ (Second_Compendium Amendment) i
' : D
_THIS AGREEMENT is made and entered into this
ééy of ' , 197€;r by gnd'between See's Candies, Iné., a
California corporation (he;einaftgr "Company") and Crocker
National Bank, a national banking association (hereinaftef
"Trustee"). jghispﬁgreehent amends and republishes the See's
Candies, Inc. Profit‘Sharing Plan (heréinafter "Predecessor “
Plan"), dated August 27, 1958, as amended by six amendments
ana the Compendium Amendment effective éeptemberdl, 1971.
" WITNESSETH: -
"ARTICLE I

Designatiqn qf_Trust

1.1 Title. This Profit Sharing Plan and Trust

Agreement shall be known as the See's Candies, Inc. Profit

' Sharing Plan (hereinaftér "Plan").

1.2 Effective Date. 'This-Second.Compend@um
Agreement shall be effective March 1, lQ?S,.exCepE as herein-
after providedﬁin this Section 1.2: | _
(a) Article ITI of this Plan shall be effec-

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

- Until March.;, 1976, the provisions of Article III of the

Predecessor Plan shall remain in full force and effect.




- - o (b) Article IV of this Plan shall be effec-
. t ve for Plan Years beginning on and after March 1, 1975,
~subject to the following: o T

.(i) The profit sharlng 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—

pant with respect to the entire Plan Year then end=-
ing. Such amount shall be allccated 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'éatisfying the requirements of this

. - subparagraph {i). _For Plan _Years beginning on

and after March 1, 197s, Artlcle IV of thls 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 forfelture of accounts, shall remain in full

;' force and effect,

.(c) Artlcle V of this Plan shall be effectlve

for Plan Years beglnnlng on and after March 1, 1576.

(d) Except to the extent provided in Sec-

tion 6.5, Artlcle VI of this Plan shall be effectlve for




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.l, 1976, the provisions of the Predecessof
Plan shail apply to the extent that they aqghorize the
immédiate_distribution of a Participant's benefits in é lump
sum or in quarterly or othér installments for a périod not
exceeding ten (10) years, upon such Participant‘s termination
of empldyment. |

(e} Article XIV of this Plan shall be effec-
tive for Plan Years béginning on and after March 1, 1976.

. - The abqve-refErenced provisions of the Predecessor
Pian shall‘ceaseifo be of any force or effect as of March 1,
1976,.withbut the necessity of any action by the Company or
the Committee. . ' '

1.3 Plan Year.: Beginniﬁg March 1, 1975, Ehe-Plan

Year of the Plan shall be ﬁhe 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, respec-

tively, on May.3l, 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 consisting 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 Retirement 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 becdme a member by filing a written notice of

acceptance with the Board of Directors of the Company. A

'membér of the Committee may resign by delivering a written
' hotice of resignation to the Board of Directors of the

Company. The Board of_Directors.of the Company may remove

any member 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‘hotice o:

resolution. The Trustee shall be promptly notified of the

original membership and of aﬁy change in the membership of

" ‘the COmmittée bylthe 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

4




quorum of the Committee shall consist of four (4) nembers.

2.3 Allocation of Fiduciary Responsibilities.

The Committee may allocate its fiduciary responsibilitiés
{other thaﬁ'trustee respénsibilitiés) among the Named Fiduci-
aries and may designate-oﬁher'persons to-carfy out fiduclary
responsibiliﬁies {ofhef than trustee responsibilities)‘under
-the.Plan. The term "trustee responsibilities" éS'used

hefein shall mean any respohsibility'prbvided herein to
ﬁénage 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 pertaining to the Committee's administration .

of the-Plan. The.Secretaﬁy:may execute any certificate or
-othef written diregtion on.behélf.of the Commiftee. The
Trustee or third person dealing with the Committee may
conclusively rely upon any certificate orfothér_written
direction signed by the Secretary which purports to have
been dﬁly authorized by the Committee. |

2.4 Rights 'and Duties. The Committee shall have

authority_to control andzménage the operation'and administra-
tion of the Plan. The Committee shall have all powers
necessary to.exercise its autﬁority and-dischaige-its respon-
sibilities,.ihcluding,_but not by way of limitation, the

following:




{(a) To determine all questiohs.raiating.to
the eligibility of employees to participate;

(b) To maintain all neceséq;y 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 benefiés payable to Participant; and’
their.beﬁeficiaries;

(d) To authorize-ail disbursement§ by the
Trustee from the trust fund;

(e) To direct theﬂgruéfée with respec£ to
all investments of the trust fund;

Ié) TO make and publiéh such rules for-thg
regulation of the Plan as are not inconéistent with the
terms'hereof; '

“{g) To gmploy'bne of more persons to render
advice with regard to any responsibility any Named Fiduciary

(or other person designated in accordancde with Section 2.3)

‘has under the'Plah;

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 rélating

to the compensation of all Participants, their reti:ement,

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




. render investment advice to the Commlttee, or may app01nt

-power to acquire and dlspose of) any assets of the Plan. In

-used herein the term'"lnvestment manager" shall mean any
':fldu01ary (other than a trustee or named flduc1ary, as

r'deflned in Section 492(a)(2) of the Employee Retirement

of the foregomng facts as may be pertlnent to the Trustee s

admlnlstratlcn of the Plan.

2.6 Compensatlon Exgenses. " The members of the

Committee shall" serve w1thout compensatlon for their services

hereunder. It is intended that all_expenses of the Committee

shall be paid by the Company.-

4

2.7 Investment Adv1ser, Investment Manager. The

Commlttee may employ ore or more 1nvestment advisers to

one or more lnvestment managers to manage (1nclud1ng fhe

the event that the Commlttee 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
managér or managers and the resnonsibility and'authority

which such'investment manager or managers shall have. As

Income Secur;ty Act of 1974)~

(a) who has the power to manage, acquire or
dispose of any assets of the Plan°
| {b) . who is (1) reglstered as an investment
adviser under the Investment Adv1sers Act of 1940, (11) 1s a
bank, as deflned in that Act, or (111) is an lnsurance
company quallfled to perform services described in subpara-

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

A |
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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 whizh 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 established ahq_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 empioyee of

the COmpany, including every officer, shall bécdme-g_Partici—
pant in this Plan on the Quarterly Entry gpteﬁotcurring-on

or after March 1, 1976 and coinciding with or next following
such emplbyée's completion of threé_(B{_Years-of Service
(determined in éccordande with Section 3.3 below), provided
that on such Quarterly Entry Date such employee is tmployed

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 A no

December 1. Notwithstanding the foregoing provisions, an

émployee 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




security or similar welfare program.

s

the Company contributes, except the See'suCandy Shops, Incor-

porated.Profit Sharing Plan, or a federal, state, social

A

3.2 Application for Participation. Employees may

be required to file with the Committée a written application
for participation, providing such information as the Committee
may deem necessary. The application for participahion shall
signify the employee's acéeptaﬁte of the benefiés-and terms

of this Plan and 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) mﬁnth period durin§ZWhich the employee
completes not 1éés than.onéwthousand (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 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 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 defined in Section 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 such Break in Service

shall not be taken into account.

9




3.4 Hour of Service. For purposes of this Arti-

cle III, the ﬁermf“HOhr of Service” shall'mean:an hour for
 which the employee is direotlYAof indirectly paid, or entitled
to payment by the Company or by an Affiliated Company (as
defined in Sectlon 3.6) for the performance of duties for

such employer. In addltlon, an employee ehall be deemed to

" perform Hours of Service during a period of absence desoribed
in'Peragreph (a) or (b), below, provided thatjon the date
1mmed1ately precedlng commencement of such period of absence,
the employee is employed by ‘the Company, or See's Candy

Shops, Incorporated°

(a) Absence for service in the Armed Forces

~ of the United States, which requiresﬁreinstatement to employ-

ment by the Company in accordance with applicable federal
" law; provided that the employee returns to workifollowing
his d}schargeeqr severance from service as required by said
laws | |

_(b) Absence pursuant to a leave of absence
granted by the Company in wrltmng and designated as a leave
of. absence, before or after such absence, fo;‘any purpose
including sickness, accident, other casualty, or for the
convenience of the Company: p;ovided that.the employee
returne to work before or at the expiration of such leave of

absence or any extension thereof.

The number of Hours of Service to be credited with

réspect to any of the ibove authorized periods of absence

10




shall be determined under rules to.behestablishgdéand applied
by the C@ﬁmittee on a uniform.bésis\ Notwithstahding the
'fo;egoiﬁg provisiohs-of this Section 3.4, in the event that
an efiployee shéll fail to return to work gs'requifed abové

following one of the above authwgized periods of absence,
then, except in the case of sucﬁ emplbyee'S'death-during

] such period, none of the pe:iods of such absence shall.be
%deemed‘to cpnstituté an Hour of Service.

3.5 Breék in Service. For purposes of this Arti-

cle III, Ehé term "Break in Service" shall mean a twelve
{12) month period (determined in the same manner as the
twelve (12) month period described in Section 3,3) in which
an emplgyeg;comp;étes not more than five hundred (500) Hours
of Service. 5Sblely for'purposeé of determining whether an
employee has sustained a Break in Service, an -employee's
Hoﬁrs of éervice shall include (to the extent not included
in the definition of Hours of_Serviée in Section 3;4) each
hour for which an empldyee is directly or indirectly paid or
entitledlto_payment by the Company or. by an Affiliated
Company (as defined in Sectibﬁ 3.6) during periods of vacation,
sickness, disability or ofher similar periods, whether of
not éuch paYmeﬁt is for the performance ofﬁduﬁies,

" 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 |

coxrporations (within the meaning of Section 414 (b) of the

11




Internal Revenue Code), which group also includes See's

Candy Shops, Incbrporated 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

Codej.

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 preceding the actual termination of
'hié employment for any reaéon, incltiding é&tirement. However,
if an employee hés become a Partiéipant;'gut'fails to return
to work from an.authorized period of absence as provided in

Section 3.4, his-participation-ih the Plan shall be deemed

. to have ceased as of the commencement of such period of

absence.

3.8 Subsequent'Eartigipation. If an.employee
ceases to participate in the Plan and thegeafter Haé a Break
in Service, such employee shali not again participate in the
Plan until the-Quarterly Entry Date éoinciding with or next
following the close of the twélve-mdnth period (detefmined
with reference to the date of his first Hdur of Sexrvice
performed aftér his resumption of employﬁent) in which he
completes one thousand {1,000) Hours -of Service after his

resumption of employment, provided he is tﬁen_employed by

[
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' the*Company. However, notwithstanding thé preceding séntence,
in the c¢ase of an employee who does not'haVe a vested right
to benefits uﬁﬁer this Plan and who sustains.two or more
consecutive Breaks in Service, if the number of such cohsécutive
Breaks in Service.équals or éxceeds the aggregate number- of
such employee's Yea}s of Service before such Break in Service

(excluding any Years of Service not reqhired to be taken

into account by r;asén of this sentence): then such employee
shall not agaiﬁ pafticipate in 'this Plan until he has satis-
fied the service requi;ements in Section 3.1, computed

withoﬁ% taking into account such employee's Years of Service
before such Break in Service. For purposes of this Sec-

tion 3.8, an empiéyee shallﬁbefdeemed to have no veéted

xight to benefits under the Plan if such émployeeﬁhaS.ﬁéCeived
a distribution ﬁf his entire iﬁterest in his profit sharing

account pursuant to Article VI..

3.9 Participants as of February 29; 197E. All

employees who are Participants in the Predecessor Plan as cf

February 29, 1976, shall continué 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.




ARTICLE IV

Contributions

4.1 Ob;igation,w'The Company ha; previously made
cohtribdtigné to the Trust hereunder and subject to the pro-
visions ofrthis.Pian willlmake additional quarterly contribu-
tions during each Plan Year and within the period for filing
its United'States-ihcome‘tax return, or any extension of
such period; in an amount determined as set forth in Seqtian 4.2,
The Trustee acknowledges receipt of all contributions hereto-
fofe made, and agrees to hold and administer the same,
together with the additional cohtributions of the Company,

in Erust_pursuant.to the terms of this.Agréement.

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 pai& or écérued by the Company
.during the quarter for whidh.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 fiftéen

percent (15%) éf such compensation. The applicable percentage
shall be determined'by the Board of Direcfors for each Plan
Year within ohe.hundred twent§.(120) days.fdflowing‘the
cOmmencement df.such P1aﬁ Year.

4.3 Participants' Profit Sharing Accounts. The

Committee, in addition to all other books of account and

14




records necessary or advisable in its judgment properly 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 théj

amounts allocated to him as hereinafter provided. Such

accouht shall be opened by the Committee as of the da?-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 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 sbare_of the Trust as of tge date on which the aliocations
aﬁe made. Such aliocatiohs, credit and notification shali

not vest in any Participant any right, title or interest in
the Trust, nor'any-figﬁﬁ to withdréw or posséss.any sums
allocated or credited to him, except at the time or times

and upon the terms and cOnditibns herein provided, and shall
not create any claim'against.the Company, Committee or

Trustee except to the extent expressly provided.

4.4 OQuarterly Contributions. The total cbntribﬁ—
tion provided in Article IV for each quarter‘of fhe Plan
Year shall be allocated among the profit sharing accounts of
the Participants within'forty—fng (45) days after the close

of the Plan Quarter, as of the close of such qﬁarte;. Only
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those Participants who are still emplojed.by the—Company
immediafely following the close of suéh'Plan Quarter shall
be entitled to such an allocation. The_Compaﬁy.shail have
no obligation to determine or.allocate_ahy interest on such
alloé;ted amounts with respect to the period commencing on
the close of such quarter and ending on‘tﬁe date when the
- contribution of the Company is actually allocated among the
profit: sharing accounts, The amount allocated to each
Partic;paht's account shall be in the proportion that his
total compensation during such guarter bears to the total -
'bompensatioh of all Participants dﬁring such quarter. Such
allocation shall not be made until after the allocation
fequired by ﬁection 4.5 has been made.
The word "compensation® for the.pUrPQSe of-this

Plan means the full amount of regular or basic éalary‘before
reduction on account of any authorized withholding such as.
_§ncome taxes, social sécurity téxes, etc.; excluding over-
time,_boﬁuées, maintenance, and any other payments.

_ -CompensatiOn-payﬁents shall.be_deemed to have been
made on the date of the close of the applicable payrbll
period.

4.5 Quarterly Evaluation of Participant's Accounts.

Quarterly,'as of the close of each quarter .0of each Plan
Year, 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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ldecrease in the market or cash value of all the net trust
assets as of the close of sﬁgh guarter compared @ith the
stated value of such assets as of the close of the‘next-
preceding quartef.m The increase or decrease so determined
shall be allocated to the profit sharing accounts of the
r@spective Participants as of the élose of such.qﬁartap in

the pfoportion that the cumulative amount previously allocated
"to each sUch'Particiéant's profit sharing account Eears to

the total amount previously allocated po 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 of a Participant's
account shall at any time equal or exceed the amount previously
contributed thereto and shall not be liable or responsible

£6r any inadequacy of the fund to meet and discharge any or
all payments and liabilities under this Plan.ﬂ

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 com?ensation from

the Company for sﬁch quarter. Any Participant whose employment
is transferred between the Company and See's Candy Shops,
Incorporated shall have his account traﬁsférred‘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.

- 17




‘4.7 Joint Employment. Any Participant who is

employed jointly by the Company and See's Candy Shops,
Incorporaﬁed sHail parﬁicipate in each Plan as respects his
compensation from each 60rporation and. accounts wilirbe
maintained for him in each Plan so long as his employment is
on a joint basis. 'Hewever, notwithstanding the foregoing, a
Participant whb renders service to both such cerporations
but who receives'compensation only from the Company, shall
pafticipate only in this Plan. -

ARTIGLElV

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 1esser of (a) twenty-
five thousand dollars ($25, 000) or (b) twenty—flve percent
(25%) of the Participant’'s annual compensation'as‘defined iﬁ
Section 415 of the Internal Revenue Code. The term i‘.annual
addition", as used in this Article V, shall mean the sum of
(a) the conﬁributions of the Company with respect to a Par-~
ticipant plus (b) fo?fEitures. The limitation of twenty-
five thousand dollars (§25,000) imposed by the preceding
sentence shall be deemed to be adjusted ennually, wi?hout

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 415(d) of the Internal Revenue Code. The limitations
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of this Article witﬁlrespect 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

Sections 414(b) and (c) and 415(h) of the Internal Revenue

code) of which the Cqﬁbany is a mémber shall apply as if the

total benefits payable under all defined contribution plans
in'whiéh_éhe garticiﬁant has been a Participant during the
year were payable frém one plans

* ARTICLE VI

Benefits

6.1 Vesting of Interests. The interest of each

Partiéipant'in his profit'sharing.aCCount shall at all times
be fully vestad. However, the.vesting of a Participant's
account shall not preclude the ailocations égd reevaluations
provided for under Article IV, nor any adjustmént required
to;avoid the limitation imposed by Article V.

. 6.2 Distribution of Benefits. No ambunt)shall'be

distributable under this Plan to'a Farticipant 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 to the amount credited to his profit

sharing acccunt 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
Zhis retirement at Normal Retirement Date, shall be payable
iqzannual or quarterly installments over a perioa not exceeding
ten (10) years, commencing not later than sixty (Goj days

after the close of the Plan Year in whiqhihis Normal'Retire-
ment 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. 1If a Partlclpant's benefits are paid in installments,

and the Pafticipant dies before receiving all such iﬁstallments,
then.Fhe_remaining'installmgnte shall be paid to the beneficiary
&esignated by such Participant. Any amount payable in
‘installments pursuant to this Section 6;3 shall, upon a
Participant's Normal Retirement Date, be segregated'aad'
deposited in a Savings bank authorized to do business ih the
State of California under the bankipgfla&s of said State, or

in a savings;ahd loan institution,Kand intereet-shall be
credited to such Participant'for*the baianee undistributed.

No arrangement for payment in 1nstallments pursuant to thlS
Section 6.3 shall be wmade Whlch will, on the basis of mortallty

tables adopted by the Company, exceed the Part1c19ant s llfe

expectancy determlned as of the time he has cea\ed paxticipa-

-8 . . ‘.’J' s J'j'
tilon. ‘\__ <
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6.4 Deéfh'henefits. In the event that a Partici-

pagt'diés Eefore retirement, the amount distributable pursuant
to_thiS'ArtiCIe_VI shall be paid in a cash lump sum to thé
surviving benefi;;a;y 6r beneficiaries,deSighated by him in
accordance with Séction 6.6. |

6.5 'Terminatibn Benefits., Effective September 1,

1976, if a.Participant‘s-employment.with_Seé's Candy Shéps,
_IHCQrp;réted anﬁ See's Candies, Iﬁc. terminates;prior'éo his
Normal Retirement Date for any reason othér than death, he
shall be eligible to receive his benefits in one cash lump
sum'tﬁenty-four {24) months.after.such termination of employ-
ment, proéided that he is not reempioyed by See's Candy |
Sﬂops, Incorpo:aﬁed.or See’s.Candiesr Inc. priér to the end
-of such twenty~four (24) month period. If a Pé:ticipant is
s0 reemployed, distriﬁ%tion of his benefits shall not be

made under this Section 6.5 until twenty-four (24) months
affer spbsequent-termination of employment. .NotWithstqnding
the foregoing provisions, a Participant‘whose employment
with'See's Candy Shops, Incoréorated or See's Candies, Inc.
terminates as described above,Amay'reCeive‘distfibution of

his benefits prior to twenty-four_(24)'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-




porated and See's Candies, Inc. the Participant-shall be
eligiblé to receéive 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~
men; occurs; | .

(b) In the' case of a Participant who would
othefwise receive a disﬁ;ibﬁtioh of his benefits twenty-four
(24) months after his terminatiod.of employment, the Com=-
mittee may distribute-hié bengfits in a cash lu%p'sum on an
earlier date following such termination df empioyment_if, in
its sole discretion, it determines that there is a demon-
strated need for:such earlier distribution;

(¢) 1If, on the date of a Participant's
_termihation of employment, histaccount balance is leés 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 aﬁoﬁht the payment of which is deferred in

accordance with this Section, shall be segregated and deposited

in a saviﬂgs_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 accordancé with the
preceding sentence, shall, on or after his recommencement of
participation, be transferred to his profit sharing account.

6.6 Dgsignation of Beneficiary. Whenever a

Participant may be'permitted to designate a beneficiary
pursuant to this Article VI, such designation may be made by
the execution and delivery to the. Committee of an instrument
in form sgtisfactory to the Committee. Except as otherwise
provided in this Article VI, the interest of a deceased
Pérticipant shall be paid to the beneficiary désignaﬁed by
éuch Participant. ' If a deceased Participant shall have
failed to designéte'a.beneficiary, or if the Committee shall

be unable to locdte the designated beneficiary after reason-

able efforts have been 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

;affer 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 thé_

"Committee cannot locate a qualified personal representative

of the deceased Participant, or if administration of the
deceased Participant's estate is not otherwise required, the
Committee, in its-éiscretion, may pay the deceased Partici-

pant's interest in the Trust fund t6 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 incapable of giving a valid receipt
and diSCharge for any payment due. him, the Coﬁmittee may

have such payment, oxr any part £hereof, made to the person
{or pergons 6r-institution) whom it reasonably believes is
céiing for or supporting such payee, unless it has received
due notice of claim therefor from a duly appointedﬁguardian
or committee of éuch‘payee. Any such payment shall be a

payment for the account of such payee and shall, to the

gxtent-ﬁhereof, be a complete discharge of any liability

under the Plan to such payee,

6.8 Normal Retirement Date. The term hNo;mal

W L
Retirement Date" as used herein shall mean the date on which
a Participanfiattains age sixty-five (65).
ARTICLE VII

The Trustee

7.1 Acceptance of Trust. The Trustee hereby

accepts the Trust created heréunder and agrees to perform
the obligations imposed by this Agreement.

7.2 Powers of the Trustee. The Trustee shéil

hold, manage, and_control the Trust assets and is authorized

and instruc¢ted, upon receiving instructions from‘the-pommittee
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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 otherwise except as hereinafter expressly provided) :
{a) To invest and feinvest the Trust assets,
together with the income, in bonds, common or preferred
stdck (including Qualifying Emplofér‘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;-of property, personal..real'or
mixed (includingfé%alifying'Employer Real Property within the
meaning of the Employee Retirement Income Security Aét of
1974): to fetaindin cash or other property unproductive of

income so much of the Trust Fund as the Committee or the one

or more Investment Managers may determine; and to deé%sit

cash in any bank directed by the Committee or the one or
more investment managers, or by“thé Trusteé in the absence
of Such:directiOns{ L

- {b) To sell; convey, exchange,‘%artition,

‘divide, subdivide, improve and repair; to grant options and

to sell upon deferred payments; to lease for terms within or
extendiné_beYOnd the duration of this Trust for any purpose,
including exploration for and .removal of gas, or other
minerals; to enter into community 0il leases; to create
rest;ictions, easements and other servitudes; to compromise,
arbitrate or otherwise adjust claims in favor of or against
. the Trust; and to Vinstit'ut_e, compromise and defend actions

and proceedings;
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(c) To cause securities or other-property to
be'regiétefed and/or held in its individual name, either
~with or without disclosing fiduciary capacity, or in the
ﬁame'of its nominee;'and co select any bank as custodian of
the Trust assets; '

| '(d): To vote any stocks; bocds dé other
securltles of any corporatlon, or other "issuer at any time
held ln trust, to otherwmse consent to or request any action
on the part of any such corporation or other issuer; to give
general or special proxies or powers cf attorney with or
'withcut power of substitution; to participate in any reorga-‘l
nization, rccapitalizationf consolidation, merger or similar

transaction withtrespect to such securities, and to deposit

such stocks or otlier securities in any voting trust, or with

the Trustee, or with depositaries designated tﬁereby; to
exercise any subscription rights and conversion privileges;
éﬁd to generally exercise any-of_the powers of an owner with
-respect to che 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 and privileges with relation to property
constituting the Trust Fund as if the Trustee were the
-absclute'ownér'thereof;

The Trust Fund shall be held, administered, invested,

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. |

i : 1.3 Collection of Principal and Income. The

i B : Trustee shall"take such action as the Committee or the one | _\%
i ' .Or more inVestmént managers as méy be appointed may direct,

or in the absence of such dirgctions, as the Trustee deems
h‘advisabie; to collect the principal and income of the Trust

as the“same shall become dﬁe and payable and to give a

binding receipt therefor. If at any time thére shall be a

A - F— e e e
v

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 asse£ted for taxes, the Trustee shall.take such
i_‘ . - action as directe_d- by the committee or the ‘one or more
inveéfmént_mahagers as may be ;ppointe&, or in the absence
of directions; as it deens advisable, whether by legal
proceedings, compromise or btherwises
l7.4 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 aséessmeﬁt which the Trustee shall belrequired:to

pay, the Trustee shall have full power and authority to pay

H : -such tax, charge or'assessment outjof any moneys or other
‘property in its hands for the account of the person whose
interests hereuhdef 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 .t6 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 shall 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
rétain the funds or property involved without liability
pending settlement of the éontrdversy or disaéreement and/or
may require that such controversy or disagreement be adjudi-
cated by a courtiof competent jurisdiction. The Trustee
shall not be liable for the payment of any interest 6r
incoﬁe on the cash or other préperty 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 constrhction of the Tiust
_Agreement or-its duties hereunder; 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 counsel for éervices 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 reguiar business hours. Witﬁin thirty (30) days
following the close of each Plan Quarter, the.Trustee will
furnish the Committee with a statement of dccount. 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 Quarter, including

the cost of each item as carried on the books of the Trustee,
énd the market value,

7.8 Certifications and Mailing Addresses.

Whénever in the administration of‘this Trust a certifiéation'
is required to bé given to the-Trusteg, or the Trustee‘sha;l'
deem it necessary that a matter be approved-pfior toftaking,'
sugfering or omitting any act heréunder, such éertification
shall bé duly made and said matter may be deemed to be
conclusively approved by an insirument,-délivered to the
Trustee, signeé in the name of the Committee by its Secretary,
but, in its discretion, the Trustee may in lieu thereof
accept other evidence of thé'matter or may require 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

' docqment believed to be genuine and to have been signed by
the préper-part§ or parties. The Trustee shall not be

required to determine, or make any investigation to determine
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the identity or mailing_&ddress of any person entitled to
-bénefits under the Plan; and shall be discharged of its
obligation in.that respect when it shali have sent checks,
and other papers by ordinary first class mail to such persons
and a&dresses as may be furnished it by the Committeé, The
" Trustee shall recognize only instructions given it bx_tﬁe
Committee and shall have the right to act thereon without
notice to any Partiéipant, and without COnSidering the
rights of any Participant under thé terms of this Agreement
which may result directly or indireétly from said Participant's R

interest in the Trust.

7.9 Comg@nsation 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
expeﬁses and liabilities of whatever nathre-of*éhe Trustee

in its administration of the_Trust shall.be charged. to . the
Trust Fund, provided, however, that the Trustee's.ccmpensation
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
accprdaﬁce 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) -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 uch

e matters would use vn the conduct of an enterpr:se of a llke =

| character and wrth 11ke aims; and .
| (b)_ in accordance with the documents and
1nstruments governing the. Plan insofar as -such dccuments and
instruments are consistent with the provisions cf the said
Title I.

7.12 Third Persons. A third person deallug with

the Trustee shall not be requlred to make any inquiry whether
;@the Commlttee has 1nstructed ‘the Trustee, or the Trustee is
‘“otherWLSe authorlzed, to take or omit any. action, or to
follow the appllcatlon by ‘the Trustee of any money or property:
whlch may be pald or- dellvered to the Trustee.

O ARTICLE VIII

| Re51gnatlcn and Removal of Trustee

8.1 Re51gnatlon. The Trustee may re51gn at any

tlme upon dellverlng to the Board of Dlrectors of the Company _
a wrltten notice of resignation, ‘to take effect at a date
spécified therein, which shall not be less than thirty (30)
days after the)dellvery thereof,.unleSS such«notice shall be
waived. | _

"8 2 Remduaii The Trustee may be removed by
resolutlcu of the Board of D1rectors of the Company and by

dellvery of a certified copy of such resolution to the.

Trustee, together with a written notice.df.remoual, 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. _ | ;f

8.3 Settlement of Account. In the case of the

resigneticn or removal of the Trustee, the Trustee snall
have the’right tc a settlement of its account, which may be |
maderat'tnetOPtion of the Trustee either (1) by a judicial
_settlement in an actien.instituted by the Trustee in a court
tof competent jurlsdlctlon, or (2) by agreement of settlement

between the Trustee and the Commlttee.

8.4 Successor Trustee. Upcn such settlement all

right, title and 1nterest.of ‘such Trustee in the assets of
the Trust and all rlghts and pr1v11eges under this Agreement
!theretofore vested in such Trustee shall vest in the successor
Trustee, and thereupon.all future liability of such.Trustee
j shall terminate:_prOVided, nowever, that the Trustee shall
execute, acknowledge.and deliver all.documents and written
instruments whlch are necessary to transfer and convey the
rlght, title and lnterest in the Trust assets, and all
rights and prlvlleges to the successor trustee.
The Board of Directors of the Company, upon receipt.
of cr giving notice of the resignation or removal of a.
 Trustee, shall.forthwithiépooint, by resolution of the Board
of Directors of the Company to ap901nt such Successor Trustee
wmthln 51xty (60) days after notlce of re51gnatlon or removal,
'the Trustee may secure the app01ntment.cf such Successor

Trustee by a court of conpetent 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
Dlrectors of the Company an instrument accepting such appoint-

ment,;and upon delivery such successor, without further act,

shall becéme vested with'all the right, title and interest,

and discretien and duties of the.predecessor Trustee with

iike effecg}as if originally naméd as Trustee herein.

| 1 ARTICLE IX

Amgndment of Plan

9.1 Amendment. The Company, by Resolution of its
Board of Directors, shall have the righE to amend this Plan
and Trust Agreement at any time and from time to time and in

such manner and t6 such extent as it may deem advisable

/ N
subject to the following provisions:

(a) 'No amendmeﬁt shallihéve-the effect of
reducing any Participént's interest in the Trust Fund.

(b) No amendment shall have the effect of
diverting any part of the Trust Fund to persbns Or purposes
other than the exclu51ve benefit of the Partlcipants or

their benef1c1ar1es.

(e) No amendmgpt shall have the effect\of
L\

increasing the Trustee' S duties or responsibilities W1thout

its written consent.




ARTICLE X

o

Termination and Discontinuance of Contributions

'10.1 Termination. in the eévent the Company decides

it is impossible or inadvisable for the Company to continue

5

- the Plan, the Company, by Resolution of its 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 thereafter the Committee
shail send or deliver to the Trustée and to each Participant
of the Plan é copy of said resolution. Upon anq gfter the
effective date of such termination, the Company.shall_not

make any further contributions under the Plan and mo contribu-
tions under Artidle IV need be made by the Company appiicable
to the quérter of the Plan Year in which suchrtermination
occurs. '

10.2 pisposition 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
resexrving 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 Trust Fund,

to distribute the balance of such assets among'the then

Partici?ants of the Plan, each such Participant to receive
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hiS'pfo rata share of the assets of the Trust Fund. The
Trustee and the Committee shali‘continue te function as such
for such period of time as may be necessary.fqr the winding
.uélof this Plan and for the making of distributions-prOvided

in this Article,

10.3 Diécontinuance of Contributions. 1In the
event the Company decides itAis'impéssible or inaévisabie to
continue to make contributions under the Plan, the Company,
by Resolution of its Board of'Directors;vmay discontinue
contributions to the Plan. Upon and after the effective
date of such disconﬁinuance the Company sﬁall not make any
further contributions under the Plan and ho.contributions
under Article IV need be made by the Company applicable'to’
the:quarter of the Plan Year in which such discontinuance
oceurs. Thé aiscontinuance'of'contributionsfod‘the'part of
the Company shall not terminate the élan as to the funds and
assets then héld-by-the'Trusteej 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

'hereof until the'obligafions hereunder shall have been

discharged and satisfied.

10.4 Suspension_Of.éontributions. The failure of

the Company to contribute to the Trust in any period when no

contribution is required under Article IV shall not operate

to discontinue this Trust,
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ARTICLE XI p—

Miscellaneous
- : : — _ .
11.1  Contributions Not'Recoverable. It shall be

i

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 coﬁﬁribution which is
(1) made by a mistake of fact. or (ii) cdéditioned on qualifi;
cation of the Plan under Sections 401, 403(a) or 405(a) of
the internal Revenue Coderand 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 u;der Section 404 6f the Internal‘
Revenue'éode, such contribution.may, to the extent such
deduction is diéallowed, be returned{to the Company within
one (1) yéar after it is made. )

(c) ' In the ‘case of any reéidual assets
remaining éfteﬁ satisfactibn of all liabilities of the Plan,
a disé;@bution to the Company may be made of such residuql
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 interést

ih this Trust other than as herein provided. ' The Company
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reserves the right to dismiss any employee without ahy lia=-

bility for any claim either-against.théxTrust“and,j%XCth
to the extent provided for herein, or'against the Company.
All bene%its payabie hereunder shall be provided solely from
the Fundf and the Company assumes no responsibility for the

" acts of the Trustee.

11.3 Receipt of.Réleasef Any payment to any Par-

ticipant.or hig legal representative or beneficiary, in
accordance with the provisions of this Agreement, shall, to
the extent thereof, be in full satisfaction of all claims
against the Trustee, the-CommittEe%xggg the Company, and the
‘Trustee may require such Participanp, legal repreéentative
or beneficiary, a?-a condition ?recedent,to such payment, to
executé a receipt and release to such effect.

11.4 Non—Assignabiliﬁy. None cf the Benefits,

| payments, proceeds or claimé-of_an? 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.c;editcr
of any Partic¢ipant, nor shall any such.Pafticipant have any
right to alienate, anticipate, commute, pledge, encumber or
assign any of the benefits of payments or proceeds.which he
may expect to receive, contingéntly or otherwise, under this

Agreenmént,

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 mede hereunde:'shall be
deemed to have been made inﬁthe State of California.

11.6 Time Limit. Pursuant to Section 715 3 of the

C1v11 Code of the State of Callfornla, this Trust shall

continue in perpetuity unless sooner terminated as provided

herein.

11.7 Relinquishment to Fund. If the Committee

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) vears,
such interest shell'be relinguished at the end ofySuCh
periodeand shell be allocated among the profit sharing
acconnts existing as of the clese of the next-pfeceding Plan
Quarter, in the manner provided in ‘Section 4.5.

11.8 Headlngs, Etc., No Part: of Agreement. Headings

and subheadlnas 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 Aséigns; This Agreement shall

inure to the benefit of. and be blndlng upon, the parties
hereto and their successors and - a351gns. |

o 1%, 10 Notlces. Any notice, demand 0f otner writing
which may be given hereunder to either party hereto or to

the Committee shall be given by ‘registered mail directed as

follows-




. 4
-

- See's Candies, Inc. ' o
| . ' El Camino Real at Spruce Avenue _
- : . : " South San Franc1sco, California 94080

See's Candles, Inc.

Profit Sharing Plan Commlttee

El Camino Real at Spruce Avenue

South San Francisco, California 94080

Crocker_National.Bank
611 West 6th Street _
Los Angeles, California 90014 ' .

el w o o t——— e

r ' . Each such notice shall be deéosited in the United States

’ mail as reglstered matter, postage prepaid, and shall be
deemed to be glven on the day following the date of mailing.
Any of the above parties may at any time or from time_to
otime by.notice-in'writing to the remaining'parties'change

the address to wnich such notices, demands, or other writings
are to be mailed.

;. , . ARTICLE XIT

'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, oxr is threatened to be a party to any threaténed,
pending or completed action or suit, where such action or

f ' : ' suit.allegeS'an aot or omission in connection with administra=-

tion, management, or investment 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. ‘

i

|

. . 12, 2 Fidelity Bonds. Fidelity bonds covering

| those persons hav1ng authorlty to handle Plan assets shall
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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

reguire any.person claiming benefits under the Plan to

.

submit an appllcaflon therefor, together with such documents

and lnformatlon as the Committee may require. 1In 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 actlng on his behalf.

13 2 Actlon on Appllcatlon. Within SlXtYﬁ(GO)
' . 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 for perfectlon of the
appllcatlon, if necessary (together with an explanatlon why
such material or 1nformatlon is necessary), 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 .ap_p:l-i'cation_,- may
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appeal such decision to the Committee. Such appeal shall be
made, in_Writing, within ninety (90) days after the date of
notice of the decision with respect to the appllcatlon, or

if the application has nelther been approved nor denled

] ‘ w1th1n the sikty (60) day period provided in Section ll 2
a_above, then such appeal shall be made within ninety (99)

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 COmmitéee. Such claimant may review
all pertinent documents and submit issues and comments in
writing in connection with the appeal. The decision of the
‘ _ Committee shall be made promptly, and not later than sixty‘
) (60) days after the Plan's receipt of a request for. rev1ew,

-'. unless spec1al c1rcumstances requ:.re an extens:.on of time

for processing, in whlch case a dec151on shall be rendered

d4S 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 1nclude
specific reasons for the decision, wrltten.;n-a manner
calculated to be understood by the-claimanﬁ'with specific
reference to the pertinent Plan provisions upon Wthh the
decision is based.
ARTICLE XIV
Merger
Notw1thstand1ng any other provision in this Plan,

. this Plan .shall not in whole or in part merge or conscolidate

. s
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with; or.tranSEer its assets or liabilities to, any other
. , plan unless each affected Par-ticipan't in this Plan would (if
o the Plan had then terminated) receive a benéfit immediately
afper the merger, consolidation, or transfer whibh is equal
to or greater than the beﬁefit he would have-ﬁgén entitled
to receive immediately before the merger, consolidation, or
£ran§fé£ (if the Plan had then ie;minated). )
EXECUTED this Z‘Z/Zj.da‘y of 7/;@4 , 1976,
CROCKER NATIONAL BANK SEE'S CgB{DIES, INC.
By . . By % 2 )é’%’v‘-v Wiiazos
— - - .- T K ‘(;luJ . | .
By ‘ IBy_)éi,h“A‘ )uffﬁt.hrﬁ., | 2i:¥%hﬂk‘
- . y ,
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Blue Chip Stamps' Form 10-K
SR - : ﬂ: AN H ﬂ ﬂ: 5 - for year ended February 28 19,

: K-ITCHENS_ AND SHOPS CONVENIENTLY LOCATED

U S  BHENOHENT T0 AGREEHENT

u'--.‘

Ca11f0rn1a corporat1on ("the COMPANY") and EDWARD G. PECK ("PECK")

o Agreement made thxs 15fh day of JuIy, ]975 between CANDIES IHC;, a

L]

Lot
LA

NHEREAS the parties have entered 1nto an Agreement dated
August 14, 1964 and -have amended said Agreement of August 14, 1964 .
by an Agreement dated August 18, 7969 and have extended the term of
“employment - pursuant to said Agreement by Tetters dated April 15, 1970

- and April 29, 1971, (the aforesaid Agreement as amended and extended
being here1nafter referred to as "the Agreement). .

WHEREAS, pursuant to the Agreement, the COMPANY uas to pay PECK
additional comperisation in the total amount of $300,000.00 payable in
72 monthly. 1nsta11wents of $4,166.67 commencing September 1, 1972;

. - WHEREAS, there was remaining unpaid to PECK as of February 23, i975
2. W . and prior to the payment ‘due on March 1, 1975 a ba]ance of .$175, 000

. WHEREAS, the parties desire to change the amount of se1d=month]y
instaliments: . ‘ - - ' '

IT IS THEREFORE AGREED:

1. Thateffective with the month]y payment due on March 1, 1975
- the balance to be paid PECK under the Agreement shall be paid™
et ~in monthly instaliments of $2,500.00, with the last 1nsta1]ment
: . payabie on December 1, 1980

L 2."To make adJustment for- the fact that payments niade for _
E March T, April 1, May 1, June ¥ and July 1, 1975 have been
- paid at the prior rate, no payments will be made on August 1, _
1975 or September 1, 1975 or October 1, 1975 and an approprlate
- " rediction will be made in the payment due November 1, 1975 so.
N J ©oas’ to give effect to the new rate of payment as of March 15 1975,

o ; COUIN NITNESS HHEREOF the part1es have execut(g:thls 1nstrument the day:. anf;:::;7

& Year first here1nabove weitten. X ’622 {’

Q wJT,m - Feo —clh)\e. {6

@il " . - P EDWARD G. PECK

- -‘Jn’.fr Shlse

ghReR g2y

SEE ) CANﬂlES INC

: L 'CHARLES N. HUGG {5
. e President '

.
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LUE CHIP STAMPS

1! L )
EMPLOYELS® PENSION PLAN

AND

TRUST_AGRERENT

AS. RMENDED

EFFECTIVE ON JARUARY, 1, 1876

o

Exhibit 11.1-4 to
Blue Chip Stamps' Form 10-K

fOr-yeaéfended February 28, 1976
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BLUE CUIP STAMPS
© EMPLOYELS® PUENSION PLAN
AHD
o TRUST AGREEMERT

Blue Chip Stamp Company, pursuant to resolutions of its Doard of
Directors, adopted the Blue Chip Stamps Employces® Pension Plan and
‘Trust Agreewent on Februaxy 11, 1965 to be effective January 1, 1965,
Effective thercaftex on July 16, 1968 Blue Chip Stamp Company wis -
merged by statutory mevger inve Blue Chip Stuamps, which Company adopted
the Plan of the predecessor organization. Subsequently at various
times the Plan wos anended by Amendments Nos., 1 and 2, the most recent
such amendment being effective on January 1, 1970, Such Plan tegether
with such Amendments shall lwireinafter be designated-the "Prior Plan™.

Blue Chip Stamps pursuant to resolutions of its Board of Directers
adopted at meetings held December 18, 1975 and Februavy 26, 1976
elscted to comprehensively amend the Piior Plan to be effective on
January 1, 1976. Siuich comprehensive gmendment hereinafter ealled the
"Plan™ shall ‘be applicable to employecs in the service of the Company
on and after January 1, 1976. Tt is not the intent of this comprehensive
-amendient to in any way alter the retirehent or other vested benefits
of former employces whinse service with the Company terminated prior to
January ¥, 1976, nov¥ o diminisd the acerued bepefits as of Decembar
31, 1975, for those cmployees participating in the Prier Plan on stch
date,

This Aprecment; made and entered into by and between Blue Chip Stamps,

a California corporation, %nd Union Bank, a California corporation, sets
forth the terms of a pension plan and trust for qualified employees of
Biue Chip Stamps. g

»

As used hgrein.thé masculine gender shall include the feminite and the
singular shall include tho plural, The following words and plirases shall
have the foliowing meanings unless a djfferent meaning is plainly required

by the context:

Section 1.01 = Plap .

"Flan" shall mean the Plan described herein and designated as Hlue
Chip Stamps Lmployees! Pension Plan and Trust Agrecmont, as presently

constituted or as it may, from time to Tima hereafter, be amended.

Seétion 1,02 - EEféctive Date.

."Effcctch hate" of this Plan’ shall mean January 1, 1965.

Section.1.03 - Aumniversary Date

"Anhi&cxsnry Date™ of this Plan shall mean the antival anniversaries
of the Lffcctive Date and for purposes of the Plan shall include the

‘Effective Date.




Section 1.04 =~ Plan Yoar

"Elan Year" shall mean any calendar year diving the existenice of

the Plan, ke first Plan Year shall commerice with thie Effective Date,

Section 1.05 - Company

"Company" SHhLI mean Blue Chip Stamps and such of its present or
future wholly oitmed subsidiaries or affiliated corporations as may, by

resolutions of their respective Boards of Dircctors, approved by the Board of

Directors of Blue Chiijnamps,.at;;heir-uwdﬁexpensc-c]ect to adopt this Plan
for the benefit of theirv respective -employees, and any successor covporation
‘of Blue Chip Stamps. or of #ny such subsidiary or affiliated corporation .

resulting from merger,. consolidation or transfer of assets substantially as a

wWhole, which successor shall expressiy agyee in ﬁriting to continue -the Plan,

-Section 1,06, - Committce

"Conmittee" shall mean the Pension Plar Committée provided for

in Article 11 hereof, . .
Section 1.97 -~ Plan Administrator

"Plan Adwinistratof” shall mean the person or persons designated by

the Committee, whose responsibility it shall be to file with the Secretary
of ‘Labor the repdrts, descriptions, and sunmaries required by the Enployee

Rétirement Income Security Act of 1974 {Public Law 83-406), and who shall be

réspnnsiblc for determining the Premiums payable ta the Pension Benecfit

Guaranty Corporation,

Section 1,08 - Trust
HTrust" shall mean the Trust created by this agreement for the

benefit of'tﬁe Participants,

Section 1,00 "= Trust Fund

“Trust Fund" shall mean the asscts of the Trust estabilished pursuant

to this agreement,

Scetion 1,10 - Tristee

"Trustec™ shall mean the original Trustee of the Trust Fund and any
sutcessor Trusted, Any .company .into whiéh-thc TrUstée inay ‘be merged or with
which it may be cnnsalidutcd. or any: companf resuiting from any werger or
consolédation ta khich the Trustee may be a party, or any conipaiiy succecding
to the businass of the Trustee, shall bLe thé-succcssnr'Trustoc hcrcpndcr
withaut tire exocution of any gapers or furthér action on the part of the

parties hereto, ,




Section 1,11 - Enroljed Actuary N

"Enrolled Actuary" shall mean a person designated by the J01nt Board
establlshcd by the Sccretary of Labor and the Secretary of thc Treasury as
a person qualified ‘to perform actuarial services and certifications ds set

forth in Subtitle €, Title ITI of Public Law 93-406.

Section 1.12 - Investment Manaper

"lnvcstmcnt.Managcr",:shali mean the original investment adviser
of the Trust Fund or any successor investment advisor.. The Executive
Committee of the Board bf_nircctors of thc'Compuny ("Exccutive Committee').
shall.apppint such Investment Manager,_who shali be an investment advisér
registered under the'Investﬁcnt Advisors A€t of 1940 or a bank or
insurnncczcompnuy as’' defined in such Act, and the” Tnvestment Manager shall
acknowledge in writing that he is a Plon fiduciary, The Investmént Manuger
shall be responsible for managing; investing snd disposing of the asscts

of the Trust Fund.

§bctionw1.1§ - Named Fiduciary and Fiduciary

"Numcd.Fiduciary" shnll have the following reanings:

{1) The Echutivc Committee shall beé the PNamed Fiducinry" whosu
respon%:bxl:rlcs sh111 include the appeintment of the Comm.ﬁtcu
the cEtabllshmcnt of the “brasd 1nVLstmeht goals and objectives
of the Trust Fund, the scleLtlou of the Trustes and the
‘appointment of the Invcatmcnt Hanager,

(2) The Committcc shall be the “"Named Fidquhr}" dosignated to manage
and administér the Plan, and to monitor, review and report at

annual intervals to the Executive Committce, 01" at. such ether -

.

‘times as the Executive Committee in ifs diﬁcretion shall direct;
on the cffociiveness of the Investment Man1gcr in achieving i
objectives set forth by the Executive Gommittec, E
"Fiduciary" shall have the following ﬁcanings:

(3)  The Trustee shall be thc\?Fiduciary“ dcsignatcd to act-as
custodian of any- funds coﬁtributcd'by the Company and any earnings
on sugﬁ funds, -in accovdance with the terms of this agreement,
Unless appointed by the Excécutive Committec to be the Investment
Mapaper, the Trustee shall have no responsibilities in respoct

of the investment ov managenent of the assets of the Trust Fund,

1) The Investment Mun1pcn shiall be the PEiduciary" desip natﬁd to
. E

manage and invest the Trust Eund assots,




‘t.

Section 1,14 - Employee

: "Employee! shall mean any person in the employment of the Company
provided that "mployee" shall not ineclisde: .
(1) Any person cmployed by the Company who ‘is covered under apy
other deferred private pension, profit-sharing or other retire-

ment plan to which the Company contributes, or

(2) Any person whose conditions of cmployment are subject to collective
bargaining and whose collective bargaining ageat has not expressly
agreed in writing to the inclusion of said person in the Plan,

(3}  Any person hired for the first time on oy afﬁcr January 1, 1976 .

after having attained the age of sixty (66).

Section 1,15 - Vesting Service :

"Westing Service" shall mecan an Empioycc{; period of service yith
the Company commencing with his most recent hire date or subsequent to
his attainment of age {wenty-two (22), if later, and shall be deciied to inciude
the following:
(1) Any_pcriod of Continuois Service prior to January 1, 1976,
as such is defined in the Prior Plan; |

(2) any calendar year beginning on or after January 1, 1976 during
which an Employee shall have been paid divectly or indirectly
{as set forth hercinaficr in this Scetion) for at least cue
thousand (1,6005 hours byvﬁh; Compan; and. which ghall ébn;ti;ute
onc_(}) full yeﬁﬁﬁpf Vesting Service; provided that, for
purposes of estublishing an Employce's Eligibility Date such
period may mean the twelve (12) month.pcriod.beginning_oﬁ his
cmploymént date;

(3) any period of time during which an Employee i$ absent from

such scrvice for active service in the Aimed Forces of the

w

Unjted States in time of war or national cﬁ%rgcncy, or iﬁ*

| corpulsory scrvice required under the lawsqéf‘thc United States
of America or in volumtary scrﬁicu'duffnitg perigd when 1aws
of the United States of America rcquiring compulsory service
arc in cffect whether duriug time of war or otherwise,
provided that such Employee returns to employment with the
Company within ninety (90) days or.such longer pcricd_ﬁs may
be set by the laws of the United States of America following
‘thie date when he s first eligible For discliarge or scverance

from nctive gervice in thd Arned Forees of the United Statess




(4} lcave of absance with or without pay grinited by the Company

re gk k<t e imam

in writing for any purposc, pravided that such leave of absence
. _ is followed by a return to work before or at the cxpir;t:;li of
' such leave of ahsence or ﬁny extension tliercof:
(5} any period during whichﬁgﬁ employee is an Inactive Participant

as set forth in.-Scction 1.21, provided that his seniority is not
broken; ‘
. Y

g

(6) any period dui@pg which zn Employee shall be disabled in
W ’

accordance with tlie provisions of Section 5.07; and,
i

i
\
{7)  any otlier absenck from employment not covered by the forcgoing

~ provisions of this Scction which shall be determined by the

Committec not to be a break in Vesting Scrvice.

In determining an Employce's Vesting Service the Committee shall treat all
Employées in similar circumstances alike and in no event shalt a’determination

be made which shall discriminate in favor of or against any limployee.

An unauthorized absence shall be considered a termination. of enployment
seven (7) calendar days after the commencement of such absence.

For the purpssas of the fnrnéning sub-paragraphs (3) through (7) Vesting
Sorvice shdll be ;rcdited at the rate of forty (40) hours per week during
.: such period or such otlier regular working schedule as shall apply to the

R

Employee ont the date such period commences.

Subject to thg@forcgoiug considerations, an Employee's Vesting Service
shall be decmed ;Jhge broken if he is pdid -dircctly or indirectly for fewer
than five hundred (500) hours during any calendar vear {Plan Yeav), In the cvent
that a break in an Employce's Vesting Service occurs, his service with the
Company shall be deened termiated for Plan purposeé on Janwvary 1 of the year in
which the brcuk occurved, If such an enployee again becomes an Employce
as defined in Section 1,14, lic may be considercd as a new Employse or as .a

reinstated Participant in accordance with the terms of Section 3,06 hereof,

Section 1,16 - Eligibility Date

"Eligibility Date' shall have the following ﬁcﬂnings:

,. (1) As rcspects a Participant in the Prior Plan on January 1, 1976,

"Eligibility Date' shall mean the January 1, or, 4if earlief, the .

July 1 coinciding with or, othcrwise, next foullewing the date (
. _ the Employec completed one (1) full year of Continuous Service,

as definced under the Prior Plan, and had attained age twenty-

five (25) .

-5- ' . Lo




(2) As respects am Employce becoming a Participant in the Plan after
January 1, 1976, Eligibility Date shall mean the “Anpiversary
bate, or, if earlier, the July 1 coinciding with or othcrwise,
next following the date the Employee completés one (1) year of
Vesting Servicc, as defined hercin; provided that the Enployee
shall then have attained at least age twenty-five (25).

Section 1.17 -~ Participant .

"participant® shall mean an Employse who-has attained his Eligibilicy
fate #nd who thereupon participatés and céntines to participate in the Plan;

Seetion 1.18 ~ Earnings

"Earnings" shall mcan the amounts paid by the Company to an Employce
as basic-salary and/or wiges, but does not include any overtime, commission,
W

bonuses, shift differentials, expense allowances, scvercnce pay, incentive
F PaYs

"

payments. or any other form of contingent compensation, or any compensation
paid to an employee whese participation has been terminated by reason of
his becoming an :Inactive Participant.

x
Section 1,19 - Averiage Menthly'Barnings

Average M;nthly Ezrnings" during a Participant’s Benafit Service
shall mean one wwelfth (1/12th) of the average of the Annuslized Ezinings
reccived by a Participant during his yeavs .of participation after December %
31, 1964, Annualized Earnings for cach Plan Year in such period shall mean
the Paxticipant's Earnings during the Plan Y;ar divided by his Benefit
Service carned in such Plan Year. Average Monthly Earnings as of a
_particular date shall be obtained by swiming the Partic%pant's Ammualized
Earnings after December 31, 1964 and by dividing by thclnumbcr of months
includcd_in the perjod of his participation after December 31, 1964, to §uch
date,  Auny partial month for whicli pay shall be received in the year of
retivement or termination shall be éxcluded in determining Average Monthly
Farnings, "Month' in such case shall wmean the Tiscal month used by the
Company for payroll ‘purposes. :

Section 1,20 - Premiums

“premiums® shall mean the amounts puid by the Company to the Peision
Benefit Guaraity Corperation, estahlished under Public Law 93-406, such
Fremiums ‘being applicd to estzblish funds for the purpose of guaranteeing

the poyment of certain basic and non-basic benefits accrued under plans

which are not multi-enployer plans,

b



v e woma ot

Section 1.2) ~ Indctive Participant

""{nactive Participant® shall mean a former Participant whose couditions
of employment have been chinged, withgut an intervéning break in his Vesting

Service, such that he is ne longer an Emplayée, as described in Section 1.14(1)

.

Section 1.22 - Benefit Service

"Benefit Service' shall mean the sum of a Participant*s Prior Benefit
Service and his Future Beacfit- Service, Bepefit Service is the pericd of

service used in determining the amount of the Participant's Plan benefits.

Section 3,23 - Prior Benefit Service -
"Prior Benefit Service™ shall mean. a Participant's Continuous Service,
as defined in the Prioy Plan, measured from his Eligibility Date through -

Décember 31, 1975,

Scction 1,24 - Future Benefit Service

"Futiere Benefit Service™ shall mean the Benefit Service a Participant
accrucs after December 31, 1975, A year of Future Benefit $c:vjce shall be
gronted for cach célend#f year in whith a Participant shall be paid dirgetly
or indirectly }or two~thousand (2,000) or more hours. For any other vear of’
service ;.Pnrticipunt shall be credited Niﬁh;a fractional year of Penefit
Service equal te the raﬁio {carried to four td] places after the deciral)
of his directly or inairec;]y pdid heurs during such calendar year to two-
thousaud.(zjoﬂo) hours; provided that, except in the calendar }cars in
which his participatibn begine or ke becomes a reinstated Participant and
the .calendar }car in which his Retiremsnt Date shiall occur, no Beucfit
Service shall accrue for.any calendar year during which an. Employce shall
be directly or indirectly piid for fewer than oné-thousapd. (1,000) hours.
In the event that a Participant shall be granted a bach-pay award, the hours
related to such award shall be eredited to the period to which the award
applies. vather than to the period during which the back-pay shall have been

received,

Section 1.25 - Retircment Date

. . S Lo
"Retivement Date" shall mean: either a Participant®s Early, Normal or

Late Retirement Date, whicliever the context shali indicate as bcjlgjapplicablc.

Scction 1.26 -~ Novmal Retirement Date

A Participant's "Normsl Retirement Date" shall wmean the first doy of

he month coineiding with or; otherwise, next following his sixty-Fifth

(G5th) birthday,
- _7‘_
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~Seétion 1,27 - Early Retireient Daote .

‘A Participant's “Early Retivement Dute' shall mean the first- day-of the
month as of whivh the Participant shall eclect, with the consent of the Chicf
Exccutive Officer of the Cﬁmpany-(or if he is the Participant, with the
consent of the Bnard_qf Directors of the Company) to rutirc following his
termination OF.cmplqymcnt with the Company, provided that such Early
Retirement Duate shall occur on or after the CEffective Date hercof and,
pravided furthé:h that the Participant shall haves: '

:(l) attained his fifty-fifth tSSth] birthday,'but not hi; Normal

_ Retirement Date,
(2) completed at Ycast ten (10) ycars of Vesting Service, and
(3) filed his application for retirement with the Conmittee at least
. thirty (30) days in aﬂ;ancc of the commencement of his retirement

benefit payments on his Early Rctifement‘b&te,

Scetion 1,28 - Late Retirement Date

A Partici?nut?s "Late Retivement Date” shall mean the first day of the

month as of whicl the Participant shall elect to tevminate his cnplovment with

the Company and retire, provided .that;

(1) such Late Retirement Date ghall occur'subscducnt to the

Participant's Normal Retirement Date, and

(2)  the Participant shall have filed his application for retirement
-with the Committec at. least thirty (30) days in advance of .

his Late Retircment Datc.

The election by a Participani to defer his retirement beyond his Normal
Retirement Date shall be subject in every.case to the continuing approval of
the Chief Executive Officer of the Company (or if he.is the Participant,
with the conscnf of the Board of Dirsctors of the Company). Such approvil
may be withﬁrawn with tespect to the further deferment of a Participantis
retirement at any time. In such event the foregoing filiny rcquirement
shall not ‘be applicable and the Partiéipant shall be retired as of a date

.

deteymined by the Committee,

Scction 1,29 -~ Total .and Permianent Disability

“Total and Permanent Disability" shall mean-a physical or mental
condition, as determined in accordance with Section 5,07; which it is presuaed

will permapently preveit a Participant Evom engaging i any regular

enployment with the Company,




£

Seetion 1,30 -~ Disability Datc

"Disability Date' shall mean the first day i the month which ceincides
with or, otherwise, which next follows the date when a Participant shall become
totally and pcrmnnently.disnblcd.
Section 1.31 - Vested Right
"ested Right” shall mean the right that a former Participant has to a
Vested Deferred Retiiement Benefit commencing on his Normal Hetivement Date
when his Vesting Servi¢e is broken prior to his Normal Retirement Date,
Such Ve'sted Deferred Retirement Benefit, described in Section 5.08
hereof; shall be payable only: .
£1) if the former Participant had accrued at least ten (10) years
of Vesting Service at the date his eamployment with the Company
terminated, and

(2) if he ducé not ‘become a reinstated Participant as set forth
in Section 3.0¢ hereof, and

(3) if he survives to his Normal Retirement Date and thereafter makes
proper application for such benefit, as set forth-in Section 5.08.

Section 1.32 ~ Contingent Annuitant

"Contingent Annuitant™ shall mean the person designated by a Participant
to receive benefits under a. Contingesit Annuitant Option, in aceordance with
the terms of Section 5,10, foilowing the Participant’s death on or after his

Early or Normal Retirement Date,

Section 1,33 - Beneficiary

“Beneficiary" shiall mean a person or persons designated by 2 Participant

in accordance with the provision of Section 5.10 to reccive any death benefit

which shall be payable under this Plam,

Sgction 1.2§ ~ Monthly Primary Sécial Security Bencfit

"Monthly Primoary Social Benefit" shail mean the monthiy primafy benefit,
if any, actually payable to-é PnrtiFipnnt under the Social Seccurity law in
¢ffect -on his Retirement Date and shall include any such bencfit which would
have been payable had he not failud:to make application therefor, or which
Iwould have been payable hzd his earnings not then or thereafier made ‘him

inelipible for such benefits,

Sccriqn 1.35 - FEstimated Monthly Primavy Socinl Seccurity Benefit

VEstimated Monthly Primary Socisl Security Benefit” shall mean the

monthly primary old-age benefit assumed payable to a Participant upon his

-8 . ’ :




Normal Retirement Date when his serviec with the Company terminates prior
to age sixty-five (65) undcr-conditioﬁ§ such that he has a Vested Right, is
eligibie.for Early Retirement cr his spouse shall be elipible for a Survivor's
Benefit, assuming the following conditions shall apply in computing such
estimate:
(1} The estimate shall be based upon the Social Sccurity law
in cffcgt-on thc_daLc his service with the Compaily shall
terminate; and:
(2) ° 1Hs monthly Earnings on such dite shall be assumed L&
continue in effect until the cilendar year next preceding
the year in which he shall attain the-agé of sixty-five
(65); and
(3} His monthly Earnings on such date shall ‘be assumed to have
been in cffect from c¢alendar year 1951 {or the calenday
year next following his attéinment of age twenty-one {21),
if later} to such date for the purpose of determining his
Social Sccﬂritf average monthly wage,’giving-full_éffch
to S;Lial Sécurity Wage Bases which existed prior to such

~termination date,

“The Participant's average monthly wage for Social Security ptirposks and.

his Yistimited Monthly Primary Sbci&l Security Benefit" shall be determined
as though the Participant shall work to ape =sixty-five (65), bascd upen

the foregoing conditions (1), (2} and (3).

Section 1,36 - Actuarial Equivalent

"Actuirial Equivalent® shall mean a form of benefit payment which
is equal in value to some other form of Lenefit payment, based upon
mortality and intevest rate assumptions adopted from time to time by the

Comnittee,

Section 1,37 -~ Prior Plan Accrued Monthly Benefit
“"Prior Plan Accrued Monthly Bznefit' shall mean a Participant's

monthly benefit payable -at Noermal Retirement Date #hich‘waé”accrucd under

‘the Prior Plan for a Participant's Continrucus Seryice frow his Eligibility

Date through Docember 31, 1975. Such benefits are listed for cach

10~




Participant in the Prior Plan on December 31; 1975 in Exhibit A attached
hereto, Exhibit A, while a part hercof, shall not be distributed in full

to the Plan Participnnts. However, cach Participant shall be informed as

to his own such hinelits.

ARTICLE TI

PENSION PLAN COMMITTER

Section 2.Qi = Appsintment of Committee
The Committec shall consist of three {3} or morc members appointed
by tic Executive Committec of thé Company., ‘The Comiittee shall include
officers of the Company; at least one of vhich shall be 4. Vice President:
_ Such mewbers shall hoi&_pfficg-until resipnation, death or removal by

sdid Exeentive Compittee,

Section 2,02 -~ Resipnation and Rewoval of Members

‘Any member of th-Ccmmittee may résign at aay time b? giving
written_hotide to the other members and to the Secretary of the Company,
effective as theréin staved. Any member who is an employee of thﬁ
Company and who leaves the employ of the Company shall be decmed to have
rcsighcd:as a member on the date of his termination of cmployment; provided
that, with the cwployee's consent, the Exccutive Committee of the Cempany
may direct that such enployec shall be retained as a mémhcr of the

Committee,

Any merber of the Committec may, at any timc, be removed by the

Exccutive Comnittec of the Compiny.

- -11-




Section 2.03 - Appointwent of Successors I

.

Uﬁﬁn the death, resignation, or Temoval of any member, the ixecitive
Committce qf the Company may, at its next régular mecting, or at a special
meeting if so desired, appeint, by resolution, a successor, Notice of
gppointment of a successor member shall be given by the!Secretary of the
" -Company in writing té the Trustee and td the Comnittee., Until receipt by
the Trustee of such written notice of any change in membership of. the

Committee, tlie Trustee shall not be charged with knowledge or notice of

such change. cerl ' . £

Section 2.04 - Administrative Powers

The Committee shall have full power to administer the Plun and to
construe and apply all of its provisiens, an action taken in good
faith'by the Comuittee in the exercise of authority.ccnferfcd upon it
by this Plan shall be coniclusive and binding upon all Participants,
Bencficiaries and Contingunt'Annuitanté; All discretionary powers con-
ferred upon the Committee shall be absolute, provided, however, that no
discretionary power shall be exercised in such manner as to causc or
creatdé discrimination in favor of_EmployBcs who are officers or share-
hpiders of the Company or persons whose principal duties consist in
supervising the work of other cimployees, or aré liighly compensated
employees, or to discriminatc in favor of any other employees. In
amplificatién of its powers and duties, bﬁt not by way of linitation, it

shall:

(1) Decide all questions relating to the elipibility of
Employces tc beeoie Participants, the contihuity of service
of any Employée or Participant, and the amount of banefits
to which uny Participant may be eﬁtitlcd by reason of his

Benefit Scrvice prior to or after the Effeetive Date horeof.

{2) Be responsible fof the compilation and maintenance of alls
‘records it detquinES'to be necessary, apprepriate or
fonvcniénﬁ in connection with the Plan;

(3) Authorize the payment of all benefits as they bcéome payable

under the Plan, which poyments, excspt to the extent that they

13-
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-may'hc made pursuant t0 Scction.2.04(4), shall e made by the
'Trustcc upon wrxttcn Instructions Erom the Conmxttce and to
prescr1bc proccdnrcs for dffordxng any person eligible for bcnufzts
 hereundcr'uith a ﬁearing An the event such person shall he dis cntls-
fied thh thc Committee's determination of his rlghts uder the Plan.
The Conmittee may- ilso-direet the Trustee to fiegotiate with a
légal Teserve lifc_iﬁsurnnﬁé.compnny for'a-gnbup annuity deposit
administration_contrngt or. an immediate participation guaranﬁcé&
contract; and Qo‘déposit with Sqid.lifc_insurance company, from
time 1o tlmc, out of the funus of the T1u5t such amounts as the
Ccmmxttcc ‘shall direct, snd to- cause bcngf1rs provided by the
Plan to be pdld by sald tife insurance cunpanv, pursuant to the
- terms of any such contract, hhlch'shnil not be inconsistent with
‘the Plah,
Rccelve from the Cﬂnpany and Emploveas such information as
#hall be necessary’ for the proper ﬁdm1n15trdt1on of the Plan,
'Prcpaie'aud d;stribute, in sudh manner as the Committce or Plan
Adminiqﬁrator_dctcrmine to be appropriate; infdrmatioﬁ'éxplaining
the Pian, . .
Furnish the,CQﬁﬁnny or the Ex¢éutive Committee such annusdl réporfs
with respect ﬁo the &dmini$tfﬁtion of the Plan as are reasonable and
apprﬁpria;é$ . |
Receive aﬁd_rcviéﬁ the ahﬂﬁal valuation of the Plsn ﬁade by an
Enrolled Actuary,
DizJegate to one or. more of ‘the members df the Committee or the
Plan Administtator thE‘right to act in its behalf in.all matter
coniiccted with the administration of the Plan and Trﬁ#te
Engdge such legal, actuarial, accaunting and othsr professional
services as it fidy. deen proper and as may be required by existing

law, -

Perform or cause to be performed such further acts as it may

decn to be necessaty, appropriate oy convenicnt in the efficient
administfatiéﬁ of'thc-Efana

RCLE1VL and review rcportq of thc financisl condition and of
the rccc1ptq and d;sndrsumonts of the Trust Fund from the
Trustee and such reports as-;hc Committee shall_dcem necessary

T from the Investment Managers
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Section 2,05 - Orpanization of Conmittee; Appointment of ﬁgcnts, cte,

The Comhittee may ostablish such tules as 3t deems desivablc For the

g ‘ ) _c:_o'nduc't of it§ affairs‘, and may appoint -such _u_g_ent-s, who need not be members
. & of the Committee, as it may dccm_nccessnry for the effective performance of
its duties, ané may delegate to suck agents such powers andsdutics as the
Comnittee may deem necessary or appropriate, excepting only:éhnt any dispute
shail be determined by the Committce,

A majority of the_membcfs of the Committée as constituted at any time
shall censtitite a quorum, and any action by a majority of the mcmhcrs brcscnt
at any meeting, or ﬁnthdrizcd by a majority of the members in writing without
a meeting, shnll.éonstithtc the'nction of the Committec. A momber of the

. ~ Comiiittee who is alsc a Participant hiercunder shall not vote o any question

involving his own interest under the Plan, as distinguished from iitcrests of
others similavly situated, jpe Committec @ay suthérize cach or any one or more

of its mimbers to executé zny document or documerits on behalf -of the Committec,

- in which event it shall notify the Trustee in writing of such action and the

name or names of its members so designated, and thie Trustee shail thereafter

accept and rely upon any document execited by sueh meriber or members as

@ - representing action by the Committee until the Cormitteé shall File with the

Trustee a written revocation of such designation.

Saction 2,06 - Compénsation and Expenses of Commiltee

Any compensation paid te the members of the Committece shall be paid by

thé Company “and the Company shall reinburse them for any necessary expenditures

incurred in the discharge of their duties as such menbers. The compensation or

fees, ‘a5 the case may be, of all officers, agents, counsel, the Trustee, or other

persons retained or employed by the Committec shall be fixed by the Committee

5 ) and any sich fees shall be paid by the Company unless tlie Committee shall otherwise
‘deteymine that such payments shall be paid by the Trustee from the. Trust Fund.

Premiums payable to the Persivn Berefit Guarahty Corporation, as-set forth in

Section 1,20, shall be paid by the Company.

Scction 2.07 ~ Records

Thc'Committec'shall keep o rccord_of‘all_of its proceedings and shall

keep, or cause to be kept, all such books, accounts, records or other data aiid

prepare such statements and reportd in accordance with the requirements of

. the Public Law 93-406 and suy yulings or. regulations issucd pirsuant therpof, '

of advisible in its judgment for the admiristration of the Plan and propeyly

‘to reflect the affairs theveof,




Any“p&fson dealing with thc'cﬁmnittce.mny tely on ahd shall he fﬁlly
protected ‘in relying on a certificate or memorandum in writing signed by anf
Committee member so authorized, or by the majority of the members of the
Committee,; as constiﬁutcd as of the date of such certificate or memorandum,

as evidence of any action taken or resolution adopted by the Committece,

-ARTICLE TIX

PARTICIPATION IN TIE PL&N.

Section 3.01 -~ low Eligibility Dotermined

. All eligible Employecs are ent;ticd*t; becomz Participants under this
Plan. All questions of eligibility shall be détcrﬁined by the Committcc:.
without discrimination in favor of or againit any individual br class of

Employces, and its decision shall be binding upon all Employces and other

persons interested in or affected by the terms of the Plan and Trust.

Section 3.02 - Effect of Absance

Any Employec becoming eligible to become a Participant during a
period of absence which, urder the terms of Section 1.15 hercof, is

determined not to have resulted in a break in his Vesting Service, -shall

become eligible to participate on the Anniversary Date, or Juiy 1 if

earliev, next following his return to work.

Section 3.03 - Certificaticii by Company

At least fifteen {15) .days prior to cach Ampiversay Date and cach
July 1 the Company shall transmit to the Cormittee a cortified 1ist of all
Enployees of the Company whose Eligibility Dates, as defined in Section 1,16,
shall pccunion:Such Auniversary Date or July I, Such certified list shall
be in such form énd contnip such information as the Committee may desire,
and, except in the case of din immediately obvious mistake, such certifijed

1ist shall not be questioned by the Committec,

Scction 3,04 - Notification to Employees
Every Gmplovee entivled to participate in the Plan under the
provisions hereof shall e so informed by the Committee as soon as

practicable.




Section 3.05 -~ Tnactive Participants

.

If a Participant shall Lecome an Inactive Participant as'yrovidcd in
Scction 1.21 hercof, hé shall be entitled to receive, following his_fzzi}cmcnt
as an Inactive Participate e or after hiis Retirement Date, the ronthly
retirement benefits attributable to his Benefit Service prior to the date
when e becdme an Indctive Participant; previded that, on the date his
service shall have been broken, he shall have compicted dat least ten (10)
years of Vesting Scrvice,

If ‘an lnﬂctivu_Fnrticipant's conditions of employment are changed such
that he becomes an Empfoycc as defined in Section 1.14, he shall apain beconc

a Participant on the July 1 or January 1, whichever first occurs, coinciding

with, or otherwise next following the date that he again becomes an Employce,
Any monthly retircment benefit which inay accrue for his Benefit Service

thereafter shall be in addition to the monthly retirement bencfit attyibutable

to his Bencfit Service prier to the date when hé became an Jnactive Participant,

Section 3,06 - Cancellation and Reinstatement of Vesting Sorvice

and Bcncfit_Scrviée
If a former Participant who has suffered n break or bfcaks_in Vesting
Scrvicc,vin dcéordancu.with the- terms of th; 1ast paragraph of Section 1.15; _ '
shall be reemployed as an EBmployee and iﬁ such‘ﬁmplayce had. not. acquiied a
Vested Ripght, as set fﬁrth in Section 1.31 hercof, prior to his last break in
Vesting Service, then the foliowing shall apply:

{1) if his nunber pfgfonsecutivc years of break in Vcsting Service
is cqualuto or greater than his years of Vesting Service; then
all of his p'ripr years of Vesting Service and Benefit Service
shall no longer be eredited to Wim, or ~

(2} if his number of consecutive years of break in Vesting Service
is less than his years of Vestinp Scrvice and he shall again -
havc.satisfigd the conditions of fection 1,16 {2} hecreof, thon
his prior ypars of Vestiﬁgiﬁcrvice and Benefit Service shall be

credited to him and he"shall be trouted as a reinstated Participant

for purposes of the Plan,

If a qumcr Participant with a Vested ﬁinﬂt, as defined in Section 1.3
shall be subchucntly.roemploycd-uudcr cqnditicns such that he sholl have .
satisfied the requirements of Sectlon 1,16 (2) then his Vcsting Service and
Benefit Service carned prior to the break in his Veﬁting Serviee shall bo

adifed to 'his Vesting Service and denefit Service carned subscquent Yo sach

break for the puvposes of detérmining his berefits undnr the Plan,

» O
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Scction 3.07 - Persons Transferring Initially to “Enployec™.

Status After the Effective Date

- —

If an employce of the Company becomes an Employee, as defined in
Scction 1.14, after vhe Lffective Date without an intervening break in his
seniority and his conditions of employment have theretofore been such thiat he
has not qualified for such status, his Vosting Service shall be deemed to

Vincludc his unbrolen seniority as an employec and he shzll be eligible to

become a Participant on Jaiwary 1 or July 1, whichever first occurs, coinciding

with or, otherwise, next following the date he-shall become an Employce;provided

that, he shall then have complicd with the requirements of Section 1.16 und

ht shall not then have reached his Normal Rotirement bDate,

ARTICLE TV

CONTRIBUTTONS 1‘0 T TRUST

Section 4,01 - Company Contributions

As of January 1 of cach year during wlich the Plan is in operation, the
Conmittee shall hnYc actuarial computations by an Enrolled Actuary to
determine the sum to be deposited into the Trust by Uie Compary to cavry -out
the purposes of the Plun, and such contriﬁut%ons shall be made at such time
or times as the Company shall determine, "subject, howpve;,-tﬁ the funding
requirements sqt.forth in the Public an_935406.ahd any Tulings or Tcgulation§
issued pursuant thereto. Contributions shall be transmitted to the Trustee
by the Company., Subject to the terms of-Sq;ticn 8.08 hereof, all contributions
made by the Company ve the Trust shall bc.uscd to pay benefits under the
Pian or to-pny'echnscs of the_Plan_ﬂnd'Truﬁt and shuall be irrevecable,
except for any residual amounts after satisfying all linbiiitibs uf the Plan.
Porfoitures arising because of soverance of empfoyment.bpfbrc an Empleyee
‘acquires a Yested Right or for any oiher reason, shall he applied to reduce
"the costs of the Plaw and not to inc;base the bencfits otherwisé payabic
to the Employces.

Saction 4,02 - Epployee Contributions

.

Employees are neither required nor pernmitted to make contributions

* under the Plan,




ARTICLE ¥

Section 5.0]1 - Procedure at Hetirement . o

After receipt of a Participant's application fq;'monthly retirewment . lg
benefit payments hereunder and one (1) iwonth prior_t;.tﬁp date such payments
are to commerice, or as Soon thereafter ns-pbssible, the-Commi}tec_sﬁaIl in
writing instruct the Trustce or, if applicable, the life insu}nnce company
under whose contract his montlily rétivement henefits shnli_bcipgydble, as

1o the benefits to which such Participant is entitled under the Plan and

¥

~ : the Trustee or insurance company shall take the necessary steps to provide

such Pavticipant with said benefitss

Section 5.02 - Standard Ferm of Henefit

In Yicu of the nominal Form of benefit set forth in Sections:5.04; 2

5,05, 5.06 and S3 07, uniess declined in wr1t1ngh1n advuncc of hla Retirement

Date or Normal RLtzremcnt Date in the case of Tota] and Pcrmqncnt Disability;

the Standard Ferm of Bcncflt_may be payable te the Part;gzpant or his spouse,

Such Standard Form of Bcnefit shall be the Contingent Annoitant Option

. - deseribed in Scction 5.10 (1) (e) hercof, and shall be the Actuarial Equiv:il’ent )

of the normal form of benefit adjusted a set{{;rth in Section 5,02 (3) hereof.

In the absence of such formal declination in writing, eligibility for and

the amount ef such benefit shall be subject to the following terms and

.conditions:

(1) The Standard Form of Benefit shall not be avzilable pricr o0

the latey of:

(a)  the date as of which the Participant would -first

qualify for an Early Monthly Retirement Benefit, or

. (b). the date ten (10) completed years in advance of the

Participmt's Normal Retircment Date.

(2) For his spouse to be entitled to béhefits hereunder; |

(=) thQ;Participant and his spousc_nmst'ﬁhve been legally

married for a period of at least twélve (12) months

inmediately preCdeng the datc of the Participant's

death, nnd

® | g




(b) in the evcnﬁ tlie Participant shall have retived, the
Participant and his spouse must have been lepally married prior
_to the Participant's Retirement Date.

{3) 7the foregoing Actuarial Equivalent of the normal form shall be further
reduced by one half of one percent (0.5%) for every consecutive
twe!v; (12) month period (with further pro rata reductions ‘for
fractions of such periods) betwcen

{a) the first day of the wonth chnciding with or next following the

.date the Paéticip#nt EFirst elects or reelects such Standard
Form of Renefit (but not before his parliest Early Rctircmcn;
Date),-and

(b} the data such henefit is payable to hig spouse (but not Inter
than his Normal Retirement Date).
1f a married Participant; who has not declined the Standard Form of

Bcﬁcfit, sﬁali retirc before having becn married at lcast'twelvc (12) months,
the normal form of benefit shall be paid te himrwhi]c liuiﬁg until the first
day of the month coincidipg with or next following the complction of such
period and thercafrer if his spouse is not then living., Tf both the
Pa:ticibant and hi; spousc'at retirement are living at the end of such
pgriod,gthe Standard Form of Benefit thereafver shall be payable.

a
Within onc hundred and cighty (18C) days (or such other period as the
iaw shall require) of each Anniversary Date-after the’Participanc has satisficd
the Early Retircment Date conditions, thc-Committee shall gife the Partici-
pant a written statement showing his approximite Eavly Montﬂ}f Rgtiromént

Benéfit accrued at the beginning of such Plun Year and the equivalent Standard
Form of Benefit, The Participant shall then have tiie opportunity to decline

the Standard Form ¢f Benefit by £iling such an élection with the Coumittee
within nincty (90) days (or. such othef period as the law shall requive} of the
receipt of the forepoing statement from the Committee. Such election by the
Participant shall be provided on da form furiished by the Committee, . If a
written declindtion is not received bf the Committee within such period it

shall be assumed that the Participant elected the Standard Form of Benefit,

:Scétiqn's.ﬁ3 - Maximum Normal Form of Benefit
”Iﬁ no -event shall the anpual nprﬁnl form of benefit pnyable under the
terms of Spctions 5,04, 5,05, 5.06, 5.07 ok 5.08 cxcécd the lesser of
(1) 100% of the Participant's average annual earnings over the
7 ‘thréc'(ﬁ) consccutive calendar yuirs of highest pn¥~nhilc an

active Pavticipant in the Plan, or
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{2) Thirty-five thousand dollars ($35,000);

reduced proportionately for years of Benefit Scrvice less than ten (10},

In no event, however, shall the foregeing limitation in sub-section (1)
apply to reduce. such annual normal forms of benefit below ten thousand
dollars ($10,000) if the Participant has 10 or more }ears of Bencfit Service,
Such ten thousand dellars ($10,000) shall be proportionately reduced for

years of Benefit Service less than ten (103.

1t shall be understood that thé Maximim Normal Form of Bencfit
payable under this Plan shall be reduced to the extent required under
Public law 935-406 in the cvent that the Participant $hall be covered
under ene or more other tax qualified defined benefit or.dafined con-

tribution plans sponsoréd by the Company.,

Section-5.04_ - Nowxmal Monthly Retirement Benefit i -

r
A Participant's Normal Monthly Retirement Benefit, commencing with
the payment duc on his Norial Retirement Date and terminating with the
payrent due on the first day of the month in which his death shall occur,

shall be cqual %o the .greater of;

(1} (a) ‘the product ebtzined by niiltiplying one and. three-
“quarters percent. (1-3/4%) of the Pnrticipant's Average

Monthly Earnings by his Bencfit Scrvice, less

(bj;l-iné'prédutt cbtained by multiplying-bnc-and'ong—
half percent (1-1/2%) of the Participant's Monthly
VPrimary Secial Security Benefit payable to the
Participant-on:his Retircment'Datc,_mult;plicd by
his period of Vesting Service; provided that, such
product shall not cxcc;d fifty percent (50%) of such
Monthly Primiry Social Security Benefit, or
(2) Seven dollars (§7.00) times the Participant's ﬁcncfit Service, or
(3) - The Participant’s Prior Plan- Accrued Monthly Bénefit, if any.
The Normal Monthly Retirement Benefit as computed above shall pot ba

affected by any post-retirement Secial Sceurity benefit changes,
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Scction 5.05 - Early MhnthljﬂRctirumch%_ﬂcncﬁi;

A Participant's Lorly Monthly Retivement Bcncfit,.commcncing with the
payment duc on his Early Retirement Date aﬁﬁ tcrﬁinuting with . the payment
duc on the first day of the wonth in which his death shall occur shall be
cémputed as follows: :

(1) As to a Partjcipant retiring on or after his sixty-second (62nd)
birthday but prior to his attainment of age sixty-five (65), such
Participant shall be entitled to an Early'Mcnthly'Rctircmcnt.
Benefit eqﬁal to thc'greatcr-of; .

(a) (i) the product obtaincd'by multiplying onc and threc-quirters
‘ . percent (1-3/4%) of thc'Particiﬁantls Average Monthly

 Eérnings'by his Bcncfit_Setvi;c,:reduccd by the factor

determined by straight-line interpolation in the
following Table based upon the Participant's age in

_ terms of years and completed months;

Age at
Retirement Date Factor

65 1.000

64 . .933

. ‘63 .867

. 62 ' N 14113

1e§s the product obtained hy'multiplyiug one and one-
half percent (1-1/2%) of the Participant's Monthly

Primary Sotial'Sécurity Benefit payable to the Participant
- on his Retirement Date multiplied by his period of
" Vesting Service, provided that, such producﬁ.shall not
e#cecd fifty percent (50%) of such Monthly Priﬁnry

Social Sccurity Benefit. -
or

(bj ihéjgrcater of;
(i) seven dollars (§7.00) times the Particibant‘s Benefit

Service, or

(ii) the Participant's Prior Plan Accrued Monthly Benefit,

if any, _
aftcrnapplication of the proper factor determined in accordance
with the table sét forth in Section 5.05 (1) (a)(i) hercof.
(2) As to a Participant retiring prior to his sixty-sccond (62nd) birthday
Jhuit on or after hig attaiument of age fifty-five (55), such-Pnrtigihanti
shall be eatitled to an Enrlf Monthly Retirement Benefit équal to

¥

the greater of;




(a) (&) the product obtained by multiplying one and throc-

quartcfs percent (1-3/4%) of the Participant's
Average Mohthly Harnings by his Benefit Service, less

" (1i) the product obtained by multipiying one and one-half.
percent (1-1/2%) of the Participant's Estimatcd Monthly
'1himary Social Security Benefit by his period of Vesting
Service, provided that such product.shallinot excoed ‘
Fifty percent {50%) of such Estinated Monthly DPrimary
Social Security Remcfit;

redvced by the factor determined by Straight-ling inter-

‘polation in the following Table bascd upon his age in Vears

and complcted months:

Ape at Age- at ,
Retirement Date  Factor Retirement Date | Factor
62 860 54 600
. 733 57 ’ « 567
60 667 56 533
59 633 55 500

or
(b) the greater of;
(i) seven dollars ($7.00) times the Participant's Benefit
Service, or _
(i) the Participant's PTior Plan Accrued Menthly Benefit,

1f any,

after application of the proper factor determined in
accordance with the table sc¢t Forth in Section 5.05(2)(a)(ii)
hereof.,

Seetion 5.06 - Late Montkly Retirement Benafit

1f a Participant remaias In sirvice beyond his Normal ‘Retirement Dage,
lmcnthiy-ﬁcncfit payments shall be dcférred until he actually retires on
a’'Lateé Retivement Date, at which time tlic Parvicipant shall be entitled tu a
Late Monthly Retirement Benefit computed in the same manner as sct forth
in Scction 5.04 hereof, ‘biased ﬁpnn ihq Participant's Benefit Service and
his Vesting Service to Late Ketirement Date.

Section 5,07 - Disability Monthly Retirement Benefit,

In the cvent that a Participant’s service is terminated by rcuson of his
reaching his Disubility Date after havieg completed ten (10} yvars of *
Vcstxng Service and aftcr hav;nb satisfied the applicable rcquxremﬂntq dascribed

in this. Sertxon 07, ‘the Partxcxpant shall be entitled 1o a 01¢ah1]1ty Manthly
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Retirement Benefit commencing on the first day of the month coinciding with, -
or next following his attainment of age sixty-five (65); provided thit he is then
. totally and parmanently disabled, Such Participant's Disability Monthly

Retirement Benefit shall be equal to the greater of;

(1) () The product obtaired by multiplying one and three-quarivss
pcrccnt (1=3/4%) of the Phrticibantfs Average Monthly Earhings
by his Benefit Service, Jess

(b) ke product obtained by multipiying onc and enec-half percent
(1-1/2%) of the Participant's monthly disability benefit

. payable to him, excluding ﬁny such payments payable in respect

of dependents; under the Social Security law in effect on
his Disability Lute (or which would -otheriwise have been
payable had he mide applieation therefor} by his period of
Vesting Service at Normal Retirement fate; provided that,
such product shall not exceed fifty percent (56%) of such
Social. Security bencfit

or

(2) 'chcﬁ dollars ($7.00) times the Participant's Bencfit Scivice, or

o (3) The Participant's Prior Plan Accrued Monthly Bencfit, if any.
. For the purposes of this Section 5,07 -only it shall be assumed that the

Participant shall continue ta accrue ono (1) year of Vesting Service and onc (1)
year of Bepefit Service for ¢ach calendar year during his neriod »f continuing

Total and Permanent Uisahilipy and it shall further be -assumed that the

Participant's monthly pay rate in effect immediately prior to his becoming
totally and permanently disabled shall continue in effect until he attains
age sixty-five (65) or witil his earlier rocovery ox death and such pay rate

. ' . shall be assumed to be the Participantts Average Monthly Barnings.

It the cvent of the Participantis recovery from Total and Permanent
Disabiility befﬁre age sixty~five (65), if the Participant returns to work
with the Company within 30 days of such recovery without nny-intcrvening period
of ciployment elsewherc and if the Participant thercafter does not volungarily
terminate his employment with the Company for a period of at least six (6)
months, then upon his subsequont retirement or other termination of service

his Vesting Service and Renefit Service earned while totally and perinanently

. disabled shiall be incliuded with other Vesting and Bencfit Seryvice carned

for the purposcs of Scctions 5,04, 5,05, 5.06, 5,07 and 5.08 hercunder,

1
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The payment of such Diszbility Monthly Retirement Benefit shatl be

subject further to the following comlitions, exceptions and iimitations:

(4) -1f a Participant mikes application for disability benefits under
the. Social Security Act; as now in effect or as hereafter
amended, and qualifics for such benefits, he shall be presumed
to quatify for a Disdability Monthiy Retirement Benefit hercunder

if such disablement continues to age sixty-five (65).

- If a Papticipaﬁt fails to qualify for disability benefits uﬁdcr'
the Social Security Act he shall be presumed to be ineligible

for a Disability Monthly Retirement Benofit hercunder.

For purposes of this Plan a Participant shall be considered totally i
and permanently disnbled oniy if he incurs a medically determinabile
physical ot mental impairment, including blindness, and which
it is presumcd will permanently prevent the Participant'froﬁ'
engaging in any regular cmploynent with the Company,

(5) A Participant's Disability Noﬁthly fetiroment Béncflt'computcd
in accordance with this Section 5.07 and commencing at age
sikty-five {65) shall 50 fcduccd by any Workmen's Compensation
péyment; r;ccivcﬁ éfée: age s{xty-fch_(GS),

(&} If ﬁﬁe Participant refuses to‘Undorgo a.medical examination
ordércd by thc Committec, providad that the Phrticipant'mnyrncf
‘be required té undergs a medical examination mofc-oftcn then
every twelve {12) months, his Vestinpg Service and Benefit 3ervice
shall cease to accrue 30 days after his receipt of notice from

the Comnittee ordering the medical examination and the Participant

shall be considered to have voluntnrily teiminated his service
with the Company as of the date of such cessation, and benefits .
shall be payable only in z¢cordance with the provisions of
Scétioﬁ's;os heveof, )

The foregoing provisions of this Scétion 5.07'nthithstundlng, if the
Committes has rcason to question the findings of the Social Sucgrity Board
as to the nature of the disability, or if the Committeé has reason to quéstion
whether a condition éf-Totdl and Permanent Disability continuves to exist, or *
if the Parﬁicipunt'fnils‘to make application for disability benefits under
the Social Security Act, the Committee may require that the Participant submit
to an éxamination by n competent physician or a mcdical'ciinic selccted by
the Committee, OF the basis of such medical evidence, the detérmiuatipn.of
the Committee as {n whethér or not a condition of Total and Permanent
Disability exizts, hall be conclusive.
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Section 5.08 - Vested Deferred Moﬁth}y Retirement Benefit

In the event that a Participant's Vesting Service shall be brokesi in
' accordance with the provisions of Séction 1 31 liereof, the Participant shall
. - bo. e'lutled to a Vested Deferred Monthl) Retivement Benefit commencing -on
the date which otherwlse would have been his Norm11 Retircment Date or, if
later, the first day of the month_ncxt following the date that he shall make

proper application for such benefits,

Sich Vested Deferved Monthiy Retirement Benefit to commicnce at Normal

Retirvesent Date shdll b¢ equal to the greater of:

Q) (&) The preduct obtained by multipiyihg one and thrce;quartcrs
percent (1-3/4%) of the Participant's Average Monthlf .

Earnings by ﬁistcnefit Service; less

(b) The product obtnineéfby muftiplying one and oué—hglf.pc;gcnn
(1-1/2%) of the Participant's_ﬁ;timntcd Monthly Primnfxﬂ
‘Social Scucurity Benefit by his Veéting Service; provided that,
-such product shall not exceed fifty (50%) of such Estimated
Month‘y Prznary Socidl Security Benefit;

) _ : : or

o 4' (2)  Scven dollars (§7.00) times the Participant's Benefit Service,

or

(3) The Participant's Rriér Plan Accrucd Monthly Benefit, if any,
The Participant shall havé 5ole:respousibility for the proper filing
of such npplication and neither the Company nor the Committec shall have
any obligatioh to remind the Participant of his rights hiercunder, Should
the Pnrticiﬁant fail tao file his application ‘on or prior to the daty five
(5) years dftér the date which would have boen his Normal Retiremant Date
had his Vesting Sexvice not heen broken, he shall forfeit atl rights to
-benefits under the Plan,_gnd-aﬁy'ambunts otherwise available to provide
such benefits shall be npplicd t¢ tTeduce Company contributions to the
Plan in accordance with sgctiuu 4.01 héf;:of'.

Section 5. 09 - Terminaticn of Employment Prior ta Acqpirinu a Vested Ripght

.

If an Employee's Vesting Service 15 brokcn prior to his having
acqu;rcd - Vested Ripht as set forth in Section 1. 31, he shall forfeit
. _ any and all rights and bcncfits under the Flap, _subjcg:r. to the terms of

.Section 3,06, -
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Soction 5.10 - Optional Forms of Benefit

In‘liéu.éf:a Nominal Monthly Reétirement Bencfit, an Eariy- Monthly

Retirement Benefit, or a Late Monthly Retirement Benefit, a Participant may,

1ﬁubjcct'fb the conditicns set forth in this Scction 5,10, elect to teceive

Lt

olie of thezoptiohai forms described below which are the Actuarial Equivalent

of such normal form.,

A1) '_Contingént Annujtant Options
’ (a) Aﬁ aptuﬁrialiy roduced joint and SULVivor monthly retirement
hencfit with provision for continuation of payments of such
actuarially reduced amount after his death to a Contingent
Annuitant designated by nim, or 7
(b) ;an actuarially reduced joint and survivor nonthly retirement
benefit with provision for continuatioii of three-quarters (3/4ths)
theréof after his death to a Contingent Annuitant designated
by him; or ‘
(ﬁ) an #ctuarially raduced joint and surviver monthly retiremenut
bepefit with provision fo; coptiﬁuation of onc;hnlf (/2)
théreof after his death to @ Contingont Aniiuitant designated
hy him,
o . .
Neo such election shall ke permitted if it shall result in mbnihly
retirenent benefit payments to the Participant,-or to his Contingent Annuitant gtb
after the Particzipant's 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 spouse unless the single sum valuec of the payments to be made to
Ihcf?articipnnt is more than fifty percent (50%1 of the single sum valuc of

the total payments to be madc to the Participant and his Contingent AnnULtﬁnt.

(2) Fiftcen Year Certain and Life Option

A nctuatiqi!y reduced monthly retirement benefit payable to
RS .

the rctircdwﬁérticipaﬁt during his remiining lifetime after his

Retirvement Date and in the event of his death within a period

of fiftech (15) yecars after his Retirement Date, payable for the
_ rcmaindcr'ofrsuch fifteen (15) yecar period to his desipnated

Benéficiary, successor Bemeficiary or, if there is no sufviving .

Beneficiary thé single sum Actuarial Eguivalent of such payments

shall be paid to his estate, .

-




Similarly, if a Boueficiaty receiving paymengs shall die, the
singlé sum Actuarial Equivileiit of the remaining payments shall

. be paid to such Beneficiary's estate,

Such Optional Forms of Benefit shall'further“providc as follows:

(3) That in the event of the «death of the Contingent Annuitant or
. _ : Beneficiary before the déte_whan tlie option is to become :
effective, if snid.cffcctivd date is.not later than the
Participant's. Normal Rctircmént_ﬂa?e, the Participant shall
Teceive the normal form of benefit at Retircment Date;
-~ ] . '(4) That in_ the crcht of the death’of tha Participant before thé
| date when the option is to become effective, if said effective
date is not later than the Participant's Normol Ketirement Date, -
the designated Contingent Annﬂitaut or Beneficiary sﬁnll receive ’ ;
no retirement benefits undcr.fhis Section 5.10, but if such
Contingent Annuit:ant or Beneficiary is the Participant's spouse
saiq spouse may be entitled to-a Standard Form of Benefit as
set forth in Section 3.02 hercof: .
. (5) That in‘thc ovent of the desth of either tho Participant or
L

his designated Contingent Anmuitant or Bencficiary after the’

o e

Participant's Normai Retiremcnt Dite and prior to his Late
Retirement Date, then the survivor of them shall receive paymcnts7'f_” ' .

in accordante with the terms of the option elected.,

Urless one (1) of the foregoing optional forms of benofit is elected at

least ninety {90) days prior to the Partiéipantis Early or Normal Retirement

Date, whichever is applicable; such clection ﬁay be made only upon prescitation
of evidence satisfactory to the Committec as to the Participant!s good health,
provided that, if a joint and surviver-option has been elected by a Participunt
-at least nincty (90) days prior to his Normil Hetircnient Dite and hc‘shall retive
on an Early Retirement Date wliich is less than ninety (90) days after thie date E
of his clection and shall be wisble on Such Early Retirement Daté to present

evidence of ‘his good health satisfactory to the Commitéee,-fﬂc-Contingcnt
) Aﬁnuitant option shall becomt effective on his Normal Retirement Date if he is

living on said date, . -t ]

' ‘ : In ne event, however, shall any of the forcgoing Optional Forms of
.. L Benefit be svailable to a Participant receiving or eligible to receive o 7 o

Disability Moathly Retirement Benefit, -

e
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Saction 5.11 - Diéath Benefits

I the event that a Participant shall dic prior to actua! retirement
on.his Early or-Ndrmai.ﬁétircmcut.Datc, no benefit shall bé payable under
this Plan as a result of his prior participation in the Plan except as such
shall be provided under the terms of Séction 5.02 hércof. In the event

that & Participant shall die after his actual retirement on his Early

or Normal Retirement Dato and such Participont shall not have clected to
Teceive a rotiremént: benefit Gnder the term of Section 5.02 or 5,10
hercof or in the event of his dcatﬁ whilé totilly and. pexmanently disabled,

no retirement benefits shail be payabile as a result of his prior

. participation in the Plan,

Section 5.12 - Paynent at Othier Than Monthly Intcrvdls

If a Participant's monthkly retircient béncfit shall be less than ten
"dellars ($10.00), the Committee may instruct the Trustee or insurance
conmpany, whiclever shall be applicable, to pay the Actuarial Equivalent

*

of the rétirement benefit to which the Participant is entitled in a single

sum, -

Section 5.13 - Proof of Ape

- .
- Each Participant shall be required to furnish proof as to his age,
his marital status and, if applicable, his Contingent Ainuitani's age R

satisfactory to the Committee and to dany insuranee company under vhosc

.contract his monthly retirement bencfit shall be paid, prior to the date

such benefit shall become payeable,




ARTICLE VI

THLE TRUSTER . )

Secction 6,01 - Acceptnnce'of Trust

The Trustee hereby agrees to continue to act as Trustee inder the
Trust heretofore created and to perform the obligations imposcd upon the

Trustee by the terms of the Plan and Trust Agreement,

Section 6,02 - CGeneral Duties of the Trustee
Ft shall be the duty of the Trustee to hold the fupds from. time tb'timﬁ

recoived by it from thé Company, to manage, invest and reinvest the Trust Fund
pursuant to the provisions hcrcinnftcf set %orth, to collect the income
therefrom, which, upon receipt by the Trustee, shall thereupon bécome o part
of thie corpus of the Trust Fund, and be invested and reinvested as 5uch, and
.to make payments from the Trust Fund pursuant to the directions of the Comnittee
as hereinafter provided, The Tiustee shail be responsible only for such sums as
shall actually be received by it as Trustee, and it shall nat be the -duty -of
the Trustee to collect nny sum from thc Company., The Trustee shall nét. be

colicerned wzth the dnterm1n1t:on of the bcncflts payable to any Part1c1pant

or his Baneficiary or Contingent Annultant undcr the Plan,

The Tru%tec shnll use crd:nary care and reasonable diligence in the
excrc:se of 1ts powcrs and the pcrformance of 'its dubties as Trustee
‘herein, It shall not be liable fur any mistake of judgment or other action
taken in pood faith suhject,'howcvﬂt, to the applicablp responsibiiities

imposed upon the Trustee under Public Law 93-406.

Scction 6.03 - Investment of the Trust Fund

(1} Powers'and Respons:bllltxos < The Trustce, uniess.otherwisc

dlrectcd in writing by the Comm1ttce, shall have the fu]; power
and authority to invest the Funds of the Trust in any investiment
perinitted by law for the investment of the assets of an employee
benefit trusgb The Lxccutlve Comm:ttee may nppoxnt an
Investmcnt Managcr as defined in the Plan, to direct the
investment and management of all or a portion of ‘the Trust Fund,

The Committee shall notify the Trustce in writing of the appointment
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of an Investment Manager and may révoke any such appointmént by’

giving written notice thercof to the Trustees The appointment,
selection and rotention of a qualified Investmént Manager shall be
solely the responsibility of the Exccutive Committee, The Trustee
is authorized aud entitled to rely upon the fact that said Invest-
sient Manager is at all times a qualified Investrient Manager, as
;}defincd in the Plan, ﬁntii such time as the 1?ﬁstce hﬂSfI?CCiVOd
a‘writtén notice from thc;Conmittcc to the contrary or otherwise
has knowledge of the disqualification of the Investment Manager, as
well as to rely upon the fact that said Investment Managér is authorized
to direct the invbstmént and_munagement of the assets of the Trust
until such time as the éommittec shﬁll.ﬂptify'&hc Truscec iq.ﬁriting
that another Investment Manager has been appointed in the-plééc

and stead of the livestmont Manager named or, in the'é]tcrnﬁtivc,
that the Investment Manager named has been removed and the
responsibility for the investment anid management 6f the Trust

‘asscrs has been assuméd by ‘the Comnittee or has been transférrcd

back tp the Trustee, as the case may be,

In the cvqnf the Cnmmittcﬁ.dr an Investment Managet shall
direct the Trustec with resp?;t tu the investment and manapement
of all or a portion of the:asscts of the Trust Fund, tﬁe Trustee
shall not be liable nor responsible for losses or unfavorable
results arising from the Trustee's complisnce with proper
dircctions of the Committee or the Investment Manager which are
made in accordance with thé terms. of the Plan . and Trust and. which
‘are. not contrary to the provisions of any applicable Federal .
or State statute regulating such investmert and maragement of
‘the asscts of an emploveée bepofits trust, All dirccti;ns
_cdnccrning investments made by the Committee or the Investment
Manager shall be signed by such pérson or persons, acting on
‘behalf of the -Committee or-the Investment Minager, as the casc
may be, as may be duly authorized in writing. The Trustce shall
be under no duty to question any directions of the Investment

Munager nor to review any sécurities or other property of the Trust

-
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constituting assets thereof with respect to which an Investment

Manager has investment responsibility, nor to make any suggestions
to suchriuvestmcut Manapger in connection therewith, The Trustee
shall; as. promptly as possible; comply with any written directions
given by the Comnittee or an Investment Manager hereunder. The
Trustee shall not be linblh, in any manner nor for any re¢dason, for
-thc making or retention of any investment pursuant to sﬁch directions
of the Iuvesiment Manager. .Neith?r the Committec nor any Invest-
ment Mapager referred to above shall difcct the purchase, sale or
‘retention of any assets of the Trust Fund if such dircetions dre
not in complidnce with 5hy applicable Fedieral or State statute
rcgulhting svch'investmcnt'and.manﬁgcmcnt'of the assets of an
enployec benefit trust, B .

Whether or not the Trustee, thc.tommittec or an Investiment
Manager has the responsibility for the investment and ﬁanngcmcnt of
' Trust assets, the following types of investment, in addition to
:any other investfents authorized hereunder, are specifically
‘authori.z::d T
‘(a) Any SQvings'accbunts or othetJintchst bearing deposits at

any bank including the c;mmcrcial division of the Trustee;

{b) -Any common or collective trust.fund or pooled investment

. fund maintained by the Trustee; and

(¢} Upon written directjon of the .Committee single premium or
group annuity uontrncts_issucd by a life insurance company
authnrized to do business in the Staté of California, to provide
the retirement ot othier benefits to which a Participant shall
bo entitled under the terms of the Plan. However, the Trustee
shall not be liable for the truth of any statements contained
in any application for any-such contract, which statements
cover informition beyond the Trustee's knowledge.

In the event thatuahq Conpany shall determine to fund the
Plan solely by insurance contracts or contract, the Trustce, upoi
the direction of the Commitfcc shall transfer all assnté of this

Trust Lo the instirance company or companics issoing such contract
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or contracts and the Trust shall terminate, In such event after

settlement of all accounts, the Trustee shall be fully discharged

of all claims and obligations hercunder.

12 Insurance Companics Protected in Pealing with Trustee -

Insurance companies issuing single premium or'haéter group
anuuity'bontrndts to the Trustec under this Agreement may
deal with the Trustee aloné in accotdunce with the terms
and conditions of such contrncﬁs, and shall be fully protected
~ . in accepting and acting wpon the request, adv;ce or
representatibn.oF,'Or aﬁy instrument executed by, the
Trustee. For oll such purposcs, the Trustce shall be reparded
as sole owner of such contracts. No insurance company shall
be required to indhirc into the termis of this Agreement, or
to determine whether action taken by the Trustec is autherized
thereby. 'No insurance ¢ampany dcaiing:with the Trustee shall
have any obligation to determine that any person upon whose
life tﬂe Trustee makes application for ahy contract is, in
. fact, an dmployée of the Company or is otherwise eligible
- for retivement bonefits or 6lher participation in the blan,
nor shall any such'company be responsible for the validity

of this Trust, or:EOr-the acts of any person or of the

Company in its establishment, maintenmance or administration,

or for thic proper application or disposition of any money

paid by such insurance company, éither as dividends or as

annuity payments or as death proceeds under contracts, or

IS

under pledie or pursuant €o surrender thercoS, It shall

be conclusively presumed. in favor of insurance companies
and others dealing with the Trust in goed faith, that any
and‘all_actions taken by the Triustee in connection with

any mafter or thing comnezted with this Trust has been duly

-authorized pursuant to the torms of this Agreement.
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Scction G.04 - Rights, Powers and Duties of the Trustee

)

Administration of Plan by Committee¢ - The Coumittee shall have the

duty, authority and zesponsibility to direct the administration

of the Plin and, to the extent herein ﬁnd in said Plan provided,
tﬁc Trust, and the Trustee shall follow the written dircctions of
the Comnittee wlien regularly adéptcd by the Committce in accordance
with the provisions of the Plan and this Trust Agreement. The
Trustee shall be under no duty or.responsibility to inquite into
the acts or omissions of the Committee or the Company, nor shall
the Trustec have any 1iability therefor, Sheuld it be necessary
to perform some act hereunder and-there is neither directién in
the Plan nor dircéction ef'théqCpmmittcﬂ.on file with the Trustee,
and no direction of the Committes can be obtained after

reasonable inquiry, the Trustee shall have full power and discretiou

to act or not to act as it deems appropriate, and in so acting

or in faollowing any direction of the Committee, the Trustee shall

be fully protected and shali be indemnified by -the Company for all

liabilicy, except for its-fraud? wilful misconduct or pross

neglipgence,

¥hen so directed in writing by the Coiiiittee, the Trustee
shall segrepate the Trust Fund, set up special trust accounts
and disburse the Trust Fund when disbursemént becomes proper

under the terms of the Plad. Except as provided in Section §,95

of this Plan and Trust Agreement, the Committee may not direct thit
aﬁy payments be mude ¢ither during the existence or upon discon-
tinuance of the Plun which would cause any portion of the Trust
Fund to be used for or diverted to purposes other than for the
exclusive benefit of the Participaits or their Deneficiaries or
Contingent  Annuitants,

Third Persons Denling with Trustee ~ With respeet to any action

whatsoever concerning the moﬁcy, funds, nr:prop;rty in the hands
of the Trustce, the signature of the Trustce shall be sufficient
as td any person not a party hércto,-nﬁd ne person not a party
hereto shall be required te interpret the terms and conditions
‘of the Plan or of this Trust Agrecment as to the authocity of the
Trustee, ‘or be fcspnpsibjg to sec¢ that any action of the Trustee

is authorized by the tecms of the Plan 6= of this Trust Agreeméent.,
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(3) Specific Powers of Trustec - Except for thosc of the following

powers which are investmont powers and which shall have been
delegated specifically by the Executive Committee to An
Investment Manager separate from the Trustee and subject to

all limitdtions stated elsewhere in the Plan and Trust Aprecment,
the Trustee shall have the following powers dffecting the Trust

and Trust Fund:

(a) To hold, invest and reinvist the principal or iﬁcome
of 'the Trust Fund.in bonds, common or preferred stock,
other securities, or property (personal, real “or mixed,
improved or uﬂihpfﬁVed, and tangible or -intangible), ta
acquire an jnterest as a limited partner in any partnership
or joint venture, and, after approval of the Internal
Revenue Service, to hold, invest and reinvest thc‘=
principal or income of the Trust Fund in common ar
preferred stocks, bonds, or other securities of the Company,

to loan money to the Company, and to purchase ‘from and

loan to the Company any property, whether real,
personal or mixed, all in accordance with the provisions
of Public Law 93-405"and any regulations issued pursuant
thereto;

Tc manage, conirol, purchase, sell, convey, exchange,

psrtition, divide, subdivide, improve, or repair any or aki

property of the Trust Fund; in connection with any disposal
of property, to grant eptions and sell upon deferyved
payments; upon terminations of the Trust, ferthwith to

sell any or all property of thé Trust Fund and convert the
same into c¢ash;

"To borrow or raise moncy for the purposg of thc.Trust upoir
such terms as the Trustee may determine;

If fh93Tru5t Fund shail dt any time coritain any redl property,
to leasc such propierty or any part thercof, for terms
within or excecding the doration of the Trust, and

to grant for 1like ferms the right to mine or drill for

and rcmové there{fom pas, 0il und other minerals; to
ereate restrictions, cascments, and: othar servitudes

thercon:
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(e)

£y

(z)

(h)

“To have, tespecting bonds, shares of stock,and other

securities; all the ripghts, powers, and privileges of

an owner, including, thouph without limiting-thc forepoing,
the power of voting, giving proxics, payment of calls,
assessments, and othcr:powcrs deemed expedient for the
protection of the interests of the Trust Funds;
pnrticipnting in voting trusts, pooling agrecements,
assenting tuv corpofate sales, leases and encumbrances;
regardless of limitations, if any, elscwhere 3n the

Plan and this Trust Agreement relative to investments

by the Trustee, to have the power of selling or
exercising stock subscription or conversion rights,
participating in forecleosurcs, reorpanizations,
consolidations, mergers, and liquidations; and, in
conncction with any such proceedings, to deposit
securitics with and transfer tities to. any protective

or other committee, under such terms respecting deposit
thereof as the Trustee shall determine;

To hold. seil, collect, sue for; or change any investments
in its own name or in its name as Trustee or in the name
of its nomince or nsﬁincqs, with or without disclosure
of fiduciary rélatiouship,,tﬁe Trustee heing responsible
for the acts of any such nominee affecting such property,
but the books of the Trustee shall at all tires show
that all such ihvcstmcﬁtS‘grc_pnrt of the Trusi Fund.

To retain all or any poftion of the Trust Fund in cash
temporatily awaiting investwment witheut liability for
intprqst thercon and to retain in cash without 1iability
for interest thereon so much of tlic Trust Fund_as'thg,
Trustee may deem advisable for the purpose of mcctiﬁg
contemplated payments under the Plang

To abandon, compromisc, contest and arbitrate claims

and demards; to institute, compromise and defend actions

at law orcquity {but without obligation so to do); and

. ]
to employ such counsel (who may be counsel for the

Company) as the Trustee shall decm advisible; 211 at

the risk ahd cxpense of the Trust Fund;
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4)

. (s)

(i) 7o advance its own funds to thc‘Trust for any Trust
purpose, such advances with 1cgai ;ntcrcst thereon to be
& first lien on the prineipal and the sross income of
the Trust Yund, and to bn first repaid out of the gross
income and/or principal of the Trust Fund;

(3) Upon any division, or partial or final distribution of
the Trust Fund, to partition, allot and distribute the
Trust Fund in. undivided intercsts or in kind, or partly
in money and partly in kind, at fair market values
deternined by the Committee; and to sell such property
as the Committee may deem necesséry'to.makc division or

distribition.

The Investment Manager, which may bé the Trustee, shall invest
and manage the Trust Fund assets, having regard to the
requirements of Public-law 932496 that the Trust Fund shall be
managed for the exclusive benefit of the Employees with due

consideration to the requirements that the assets be diversified

‘and that the Prudent Man Standard shall be applied in the selection

of investments of the Trust.

All discretions in this Trust Agreement ¢onferred upon the

’ Trustce, shall, unless spcciffcnlly limited, be absolute. The

enumeration of tertain powers and discretions of the Trustee is

not to be construed as limiting its‘éencral powers and discretions,
the Trustee being hereby vested with and having, as to the Trust
Fund and in the execution of this Trust Agreement (but subject

at all times to aay spccific provisions and limitations in the Plan
and this Trust Agreement contained),rall the powers and discretions

that any absolute owner of property has or may have.

Records to be Maintairied by Trustee < The Trustee shall maintain
full and completc records of its transactions for, and funds

held for the account of, the-Trust, Its books and records relating

thercto shall be open to inspection and audit at all reasonable

times by the Company, the Committec, or their'duly authorized

respresentatives,

Reports to be Purnished by the Trustee - Within thirty (30) days

after the end of cach caléndar fuarter,. the Trustee shall file
with the Conporiy and the Committeé a written statement of actount
secting forth all investments, t¥onssctions, receipts and

Lo




disbursements effected by it during the said period and containing
an exiact desbfiption of all property purchased and sold, and

the cost or procecds of sale, and showing the investments held

on thic last day thereof, and the cost of each -item thereof as
carried on the books of the Trustee, and on such date, the fair

market value thereof,

[()] Compénsation of the Trustec, Payment of Taxes, etc. = All
éxpenses of administering the Plan and Trust, including reasonablc .
compensation te the Trustee for its services, or compensation as
may from time to time be apgreed upon, shall be paid by the Company;
Unless otherwise specifically authorized by the Cowmittee other
expenses, including taxes, fees, and investment and other
expanses indurred in conncetion with the administration of
the Trust Fund, or for which the Trust or thc Trustee in discharge
of its duties as Trustec thercundcr_mny become liable, éhall
be paid by the Company. If the Trust or any:part of it shall become

liable for the payment of -any property, estate; inheritance,

income or othcr-charge, tax, or'asscssmcnt-whi?h the Trustee
shall be required to pay, the Triustee shall be authorized to
pay such item out of any monies or other property in its hands
for the account of the person whosy interest hereunder is liable
therefor, but ac least ten {10) days prior to making amy such
‘paymenit, the Trustee shall give the Comnittee written notice of
its intention so to do, Aiso, prior to making any transfers.or
.distributions_frcmzthe Trust Fund, the Trustee may require such
Teleases or gther documents from any lawful taxing autherity as

it shall deem necessary or advisable,

finy amount hercundér due the Trustee, or for which ‘the Trustee
may became liable as Trustee undetr the Plan and this Trusi Agreenicnt
which has not hceﬁ paid by the Company within a reasonable time
sholl become a lien on the Trust Fund and said amount may be

paid by the Trhstqc_from the Trust Fund as an expensc thereof,
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If any of the distributions to Participants and/or their
) o Bencficiaries and/or their Contingent Annuitants shall constitute
. taxable wages to such Participants and/or Beneficiaries and/or
Contingent Annuitants under the Federal Insurance Contributions
Act or the Federal Unemployment Tax Act, or any ameénduents thereto,
or under the laws of any State, at the time distribution is made to
them, then, in that eveit, any tax due thereon payable by the

1

Participant and/or his Benefitiary aiid/or his Contingent Annuitant
shall be, upon direction of the Comm;tteé to the Trustee;
witﬁheld from any distributions made to the Participant and/or

. his Euneficiary and/or his Contingent Aunui;aﬁt, and the amount
so withhield by the Trustee shall be paid to the respective .

Federal and/or State governmerits, !

(7) Resignation - The Trustce may résigu by meziling to the Company
* at the last address kpown to the Trustec written notice of
yvesignation, which shall become effgetive upon the expiration
of ‘thirty (30) days follewing the date of'mailinﬁ or ‘upon
written wcceptance of the resignation by the Company prior to

| : that time. The affidavit of any officer of the Trust as to

the mailing of such notice shall sufficiently establish that
such nhotice has been given. ) ’
{8) Removal «~ Upon dircction of tht Executive Committee of the
' ) Company the Committec may reméve tlie Truttee by mailing to the.
Tru;tec thirty (30} days' written notice of remeval (which notice
may be waived by thé Trustee), The Trustée; in the event of
its resignation or removal, shall transfer, assign and deliver
the Trust Estate to the successor Trustee. SUCh_r0550nab1c amnount
t as it and the Committee has agreed to by separate agreement to provide
| for its términation or clesing fee and any taxes or advances chargeable
against or payable out of the Trust Fund shﬁll be paid by the Company.
Upon acceptance of tho Trust, the successor, without further assignment
or transfer, shall become vested with all the title, estate, rights, and

powers (including discretionary powers), and be subject to all the duties

and obligations ‘of the Trustee originally appointed, and the resigned
or removed Trustee shall have no further liability hereunder except

.- as to a fiial accounting. o
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(9) Filling of_Vncancigs - Vucancies occurring .in the Trustceship,
however caused, shall be fillcd‘hy written designation by the
Executive Committee of a successor Trustee and its written accept-
ance of the Trust, provided, always, that the succcggur Trustee
shdll be a corporation qualificd‘nnd.doing business in California
and subjuct to the jurisdiction of the California Superintendent of
Banks or the United States Controller of the Currency or a bank that
is a member of the Federal Reserve System, Any. vacancy not filled 1
under the foregoing provisions within thirty (30} days after its
oceurrencé, may be filled by appointment of a Trustee by a
court of_cumpetent_jUrisdicéion on application of the Company or

kS

any person interested in the Trust,

v

(10) Effect of Committec's Approval - The approval by the Committce
of any report or accounting by thé Trustee, including an
accounting by any rcsigncd or removed Trustee, shall be a complcte
release and discharge to the Trustée, or to such resigned or removed
Trustee, as-thc case may be, as to the mitters covered.by_nny
such report, ;nd shall be binding upon all Participants and their
Benefic@aries. Failure of the Committec to cobject to the Trustec
in writing within sixty (60) days after the receipt qf any -such

report or accounting from the, Trustee shall coristitute approval

by the Commitree of such report or accounting. HNo Successor
Trustec shall be Tiableor responsible for anything done or omitted
in the adminisiration of the Trust to the date it shall have
become such successor Trustec, nor, except Upon thé Company's
written diréction, 5hall it be required to inquire into or take

any.action concerning the acts of any predecessor Trustec,

{11) Intcrpleader, Eic., in Casc of Disputes - The Trustee, in the

event that any dispute shall arise as to the person or persons
to whom payment or delivery of any funds, contracts; or property
shall Le made, may retain such funds, contracts, qr.prépcrty
without linbility far iﬁtcre;ts, and may decline to make ' i
délivcry until an agreement satisfactory to the Trustece covering
such digputc, or a final adjudication‘conccrning it, shall have
" béen miade, In soch cvent, thé Trustec may file an appropriate
action in interpleader, the costs of same to be bovhc by
Participanis, or their Deneficlarics or Contingent Annuitanis,

or the Company, ond not by the Trustee,



(12) Court Praceedings « In uny application to or proceeding or action

. An the courts, only the Company ard the Trustee shall be necessary
. partiés and no Participant or _othf_:__r_persons other than the
Investinent Manager 5hai1 be entitled to any notice ot service
of process, Ay judgment entered in such 'a proceediiig or action

shall be conclusive upon 411 persons ¢laiming under this Trust.

(13) Adcquncy_oé Trust Fund - Thc.TrusLec shall not be responsibie
for thc adcquaty:of the Trust Fumd ipymect and discharge any or
all payments and liabilities under the Plan. AXl persons

. dealing wiih the Trustee, excepting the Conmittee, are releascd
from the necessity of inguiry into the decision or authority of
the Trustee to act, and froi rcspon§ibility‘fqr.ghc_application_
of any monies, securities or other property paid or delivercd

to the Trustee.

(14} Trust Irrevocable - The Trust liereby created shall be irrcfocablc,

At ‘being the intent and purpose hercof that, cxcept as provided
in Sectioh 7.01 of this Plan, no part of ‘the corpus or income
- of the Trust Fund shall be used for or diverted to any-ﬁurpose
. other thia the exclusive _bcﬁcfig of the Trust's bencf_'iciall'ies .
as herein provided, However, nothing heérein contained shall
. : _ prevent thé Compény from-turminating.fhe Trust in the manner

provided in Section 7.0l herect,

(15) Limitation on Duration of Trust - The Plan and the Trust herecby

created shall continue in effect indefinitely; provided, hoﬁcver,
that the Trust shall terminate upon the death of the last survivor
of sich pe¥sens receiving benefits hereunder, who were living at
1. the timé of the crecation of this Trust, provided, further,
howevey, that if, as and when this Trust, without the benefit eof
. the prgcediqg provisions, shall not.oﬁfend'ngainst either the Rule

against perpetuitics or théprovisiois of Section 715,2 of the

-

Civil Code of ‘the State of California, then such provision of this

Section 6.04 (15) shall have no force or effect, and this Trust

shall continue in perpetuity unless otherwise terminnted as herein

. . providc'd »




ARTICLE VII

DISCQNTINUANCE'AND-AMHNDMENT OF_THE DPLAN

Section 7,01 - Discontinuancc of the Plan

it is the expectation of the Company.that it will continué the
Plan indefinitely, but the cuntinuance thereof is not aSSumcd as a cons
tractual obligation by the Company and the right is reserved to the Company
Iby action cf its Board of Directors at any time to discontimie it. Such
discontinuance of the Plan shall not have the effect of revesting in tﬁe

Company any part of the Trust Fund, cxccpt ds to any amounts hh1ch ‘the

Company shall have contributed as the rcsult of actuariai overest'mﬁtcs.

Prior to discontinuance of the Plan the‘Company.shnll give the
Pension Benefit Guaranty Corporation notics of ‘stich discentinuance at
.least ten (19} days prior to the effective date thereof, The Pension
Benefit Guaranty Corporaiipu shall have at least 90 days in which to determine
whether the assets of the Plan drc sufficient to provide the basic'bcnefits
of the Plan when duc. Dpring sueh time no benefits shall be paid from
the Trust Fund until néticc of sufficiency ‘is obtained, If the Pension
Benefit Guaranty Corporation finds that the assets are sufficient and
therefore permits the Company to dxscontlnue the Plan, tlie Plan 1qsets shall
then be allocated in accordance thh Section 4044 .of Public Law 93-406

or any successor statutes or regulations issued pursuant thereto.

Plan discontinuance or termination may be instituted by the Pension
Renefit Gﬁnianty'ﬂorporntion as specifiod in Section 4042 of Public Law
93-406. and such Corporation may establish procedures governing the

distribution of the assets.

Section 7.02 - Continuance of the Flan by a Successor Corporation *

In the event of the conselidation ot merger of the Conpany witih.or
into any other.corporation, or the sale Byithc Company of ifs assets, thc
resulting successor corporation say continue the Plan by adopting the same

by resolution of its Board of Dircctors, by appeinting a new Comnittec,

and by exccuting a proper supplemental agreement to the Trust Agrocment




Hitﬁifhc.Trustcc. 1f, within ninety (90) days from the e¢ffective date
Qf such consolidation, merger or sale ﬁf assets, such new corporation does
not -adopt the Plan, the Plan shall be automatically terminated.

If'aﬁy wholly owned subsidiary or affiliatcd-corporation of the
Company wﬁich shall have elected to adopt the Plan for the benefit of its
Empiloyces shall be merged into or consolidatcﬂ with, or shall transfer
its assets or hasiness to, any corperation other than the Compaﬁ}, the
Plan shzll not be tefminatcd_but shall continue in effect as to the
Employces of the Company and its rcmaininé_wholly owned subsidiaries or
affili#tcd-corporatious, if any, which shall have édopted the Plan for
the bencfit of their respective Empquecs. In addition, the resulting
successor corporation or corporations to the said subsidiary or affilianted
corporation, by action of its Board of Directors, m;x,elcct to continve

the Plan in effest as to the Employces of such subsidiary or affiliatad

corporﬁtion who continuc to be ewploved by such succéssor corporation or
corporations; provided, however, that the Plan may not be so continued as

to such Employccé-cf such successor corporation or corporations without

the express approval of thc.Bonrd.of Directors of the Company. If tha'

election by the Beavd of Directors of such succeisor corporation or

zorporavions so to continue the Flan.a#td such approval by the Board of

the Company is not made within ninety {90) days from the effective

date of such merger, consolidation or transfer of the assets of business - ‘

by such suhsidiary or affilinted corporation, or if such subsidiary or

affiliated ‘corporation shall be legally declared bankrdpt_or inselvent,

the Plan shall automatically terminate as to the Employees of such
subsidiary or affiliated corporation. In that event, the interests of such
employces of zuth subsidiary or affilisted corporation who were Participants
at the time of siich termination will be determined pursuant to thg

provisions of Scction 7.04 hereef,

If any whelly owned subsidiady or affiliated éurpnration of the Company
which shall have clcatcd-to adopt_fhc Plan for the benefit of its Hmployces
shall be merged into or consolidated with, or shall transfer it; asscts

or business te, the Company, the Plan shall automatically continue in

effect as 1o the ﬁmplo}ecs of such 5ubsid§3ry or affiliated corporation, who
as a-rcsult-of such mergcr or consdlidntiéﬁ or transfer of asscts ov business
become Employces of thc.Comﬁuny, .

3
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In the event ‘that this Plan shall be merged. and consolidated with aliy

-other plan or its assets transferred to any other plan, the Plan Administrator_

- shall file with the Sceretary of the Treasury, at least 20 days in. advance

of the diute such action is to take place, a certification by air

fEnrollcd-Actunry_that each Participaht's.bencfits as determined immediatel y

after such a;tian-ShalI'not be less than ‘such Part1c1pant' benefits as

detcrmined immediately prior to such- -action and each such Participant shall

bc so informed,

Scctinn 7.03 - Termipation of the Plan on Dissolutien of the Comp1n)

In the event the Company is legally dissclved or liquidated by any

prochure-othcr”thgn_by_a consolidition or merger or sale of its assets, the

Plan, shall be autdﬁarﬁdaily-terminated.

In the cvent any wholly70wnqd:subsidiary.h: affiliated corporation

of thé;Cﬁﬁpany which shall have clected to adopt the Plen for the benofits -

of itsg me]oyces is legally dissolved or llqundated by any proanur
othcr th1n by a consolidation or werger. or: tranifer of’its assets or
buslneqs, tFa Plan $hall automatically terminute as to its Employees,
In that(évent, the interest of such Employees of such subsidiary or

aflelated corporation hho we1e Parttcxpantq at the time of such-termination,

will bc deterfiined pursunnt-to.thc'prnvisions.of Section 7,04

Sﬁction 7.04 - Vesting arnd Distribution on Discontinance

If the Plan sha)i bé- discontinued or terminated, the entire interest
of cach Partjcipant concerned shall vest one hundred percent (100%
immc<*ately and the assets shall be allocatcd in accordance with Scction
7.06 hereof, An) fu1thcr 1liability of the Company, in the event that‘thg

assets are insufficient to cover the,accrucd-beuefits, shall be subjoct

" to the dpplicable provision of Section 4062 of Public Law 93-406, However,

in the event of such termination, presuming the ussets are adcﬁuate'thcrefor,
tha max:mum amount payable tc a Participant shall be the hcnuflts -acerued

to date of termindtion as if his meloymunt then ermxﬁatod. vhich benefitvs
shall be payable it Normal Retirement Date, or a iesser amount, being the
Actuar;al Equivalent thercof, shall ke paid in the cvent of earlier

distribution. CoT

Notwithstanding anything in this PIsn to the contrary, if the full

current costs of the Plan attribncakle to the Empleyces of the Companiy

have ot heen met by the Comprmiy at any tire within ten (10) yeurs from




January 1, 1976, benefit limitations shali.apply as re;pccts any of the
. ' twenty-five (25) highiest paid Cwployces of the Company on Januaryfl; 1970
. whose nnn'.;al. retirement benefits undc_r. this Plan shall coxceed one thousand
five hundred dollars ($1,500.00). Such an Employec 5h511 bc entitled

to a benefit valued as the largest of the following amounts:

{1} The Company contributions {or funds attributable theretu)
which would have been. applied to provide the benefits for
the Employee if the Plan as constituted prior to January 1,

1870, had been continued withour change;

{2) Twenty thousand.dollars ($20,000); or .

< (3) “The sum.of (i) the Company contributions (or funds attributable

thereto) which would have been applicd to provide benefits

for the Employee under the Plan if it had been terminated oh

December. 31, 1969, and (ii) the amount computed by multiplying

the niumber of years for which the current costs of the Plan
LE

after that date are met by twenty percent {20%) of the £ifst

. §50,000 of the Employee's annual compensation after

- December 31, 1969. .

The foregoing limitations shall also apply to the 25 Highest paid
Employeces of cach subsidiary or affiliated corporation upon termination of
the Plan prior to ten (10) years from January 1, 1970, cr prior to ten (103
years from the date when the Plan shall héva'bccome effective as to such

subsidiary or affiliated corporation, if later.

¥ Nothing herein contained shall rcStrict-thc.fulf.payment of any inswrance, %
death or survivor's bonefits on behalf of an Employee.of the Company who
dies while the Plan is in full effect and its full current cosfs have been
met, oY restrict thé current paxmcht QF'full_rctiremcnﬁ benefits called for
by the Plan for any retired Employed of the Company, while the Plan is in
full effect ‘and its full costs have bLeen met. Any sums- Yeverting to the
Trustee by reason of the vestrictions herein contained shall be distributed
or used pro rate for the bensfit of the'thcn_par;icipating and retired

. ’ Enployees of the Company con_ccrned, other than the Employees to whom such
restrictions apply, in proportion to the crédits to which they are entitled

as of such tine,
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The terms of this Section 7.04 shull be inoperative if the full current
costs of the Plun hive been mctdgrinn the period commencing on Jauunry§3%_1970,
and cadivig on the dntc.the Plan ig terminated, and in any event shall be
inoperative at the time thc.proviégons of Treasury Regulation §1.401-4{c) or

any substitute therefor are no longer effective o applicable. In the event

the Plan is terminated within the period during which this Sectien 7.04 is

“operative and during which full current costs have not been met ; eXcess reserves

arising from application of the reStrfctions cortained in this Section 7.05
shall be applied first tu meet the full current costs of Employees not
restricted by this Section 7,04, in the foliowing manner: to each such Employee

in fﬁu-ratio.that the rcscrve_iiabi]ity then attributable to him beats to the
total reserve liability under the ann; After providing for the full current cost
of Lenefits fof Employces viot subject to this Section 7.04, the remaining

excess reserve arising from this Section 7.04 shall bc-renllocateé to tke
Employccs subject to this Sectien 7,04 in the -following manner: to cach such
Employee in the ratio that thé undiminished excess reserve attributable to Rim
‘bears to the tetal undiminished excess rescrve arising by applicatiaon of this

Section 7.04.

-,

Secticn 7,05 - Mo Discontinuance of Plan by Failure ta Cetitributs

.
A failure to contribiite to the Trust in a year when no contribution by the
Company is required under Article 1V hereof shall not operate tc discontinue
the Plan or the Trust. If suspension or discontinuance by the Company
of contributions to the Trust shall at any time affect the benefits to
be paid or made available under the Plan or cause -the unfunded past service
€ost at any time (including uny unfundcd Prior normil cost and any unfunded
interest on any unfunded cost) to exceed the unfundgd'past service cost )
as of the Effective Date of the Plan plus any additional bast service or
supplemental costs added as the result of any smerdement made to thc.Plan
after its Effxctive Date, such suspension or discontinuance of the
_contributions shall hive the effect of fully vesting the interest of
any Participant who terminates his employment with the Compzny during
any such suspension or following the discontinuance of contributions by
the Company. 1n such event the vested interest of any such Participant .
shall be determined and distribution thereof. shalt be made as pravided in

Section 7.04 hercof. Provided, however, that if the Company should,

within two (2} years following the close of the taxabla yedr in which

»
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contributions were du¢, but not made, by it to the Trust resume ccntributions
thcréto_in an amount sufficient to cover the current costs of the Plan _
based upon ‘the benefits to be provided under the Plan, then and in that
évent the interest of a Participant who terminated during the dforesaid
period of suspension or discontiﬁunnce-of coutributions to the Trust

shall not be vested as provided in Section 7.04, but shall be vested as
provided in Section 1.37 and 5.08 hercof, and in the event of such, con-
tributions sﬁall be made up including intércst_at-thc‘rate cnrncd_by the

Trust from the dates of such suspended contributions.

Provided further, that in the event the aforesaid suspension or

discontinuance by the Company of contributieons te theé Trust is followed
by tormination of the Mlan, the vested interest of all Participants in
the Plan, including those who. may have terminated their employment with
the Company during such period of.suspcnsion'or discontinuance of
contributions, shall-be.detcrmincd ptirsuant to Section 7.04 hereof as
of the tim: such suspension of discentinvance of contributions first

occurred,

Sectien 7,06 - Liquidation of Trust Fund

i Ypon termination of the Plan the'assets of the Trust Fund shall be
liquidated after provision shall be wade for the experises of administration,
termination and liquidation, by the payment tor provision for the payment)

of benefits accrued prior to the daté of términation in the following

order of preocedence:

(1) Benefits .to Employees, Beneficiaries or Contingent Annuitants
who hcgén receiving benefits at least three (3) years before
the termination date of the Plan {including those benefits which
would have been received for at least three (3) years' if the
Employcehad retired) ﬁased on Plan provisions in effect during
the fifg (5)¢ycnr§ next préceding termination which praduce
thé smallest benefits;
a11 other benefits insured by the Pension Benefit Guaranty
Corporation (including bcncfiis that would be guarantecd except
for the spECial timitation on cch£;gc of a Ysubstantial owner");

3 all other ton-forfeitable henefits under the Plan;

N (4) all other benefits under the IMlang

as set forth in Pubiic Law 93-40G or any repulatinns issucd pursuant thereto,
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Section 7,07 - Amendments

The Cémpnny.by action of its Board of Dircctors, may at any time
and from time to time amend the Plan; provided, however, that no amendment
shall be made at any time, the cffect of which would be:

(1} To divert the Trust Fund to purposes other than for the

exclusive benefit of the Participants and their Beneficiaries

and Coﬁtingcnt Annuitants;

to cause any part of the assets of the Trust to revert to or

become the property of the Company;

to increase the duties and lisbilities of the Trustee without
its written comsent; or

-to-aiter retroactively ovr impair the rights of Participants or

their Beneficiaries, Contingent Annuitants or estates insofor

as thay exist st the time of such amendment,

Notwithstanding anything herein to the contrary, the Plan may be
amended at any ‘time, if.ncéessary, to conform to the provisions of the
Internal Revenue @ode with raspect to Employees' Triast or aﬁy amendment
thereto or regulatiens issued pursuant thereto,

-
ARTICLE VITL

MISCELLANEOUS

Section 8.01 -~ Right of Company tn Dismiss Employees

Neither the action of the Company in establishing thz2 Plan nor any

action by it or by the Committec under the provisions heredf nor any

provision of the Plan shall be construcd as giving to any Employes of

the Cempany the right to be retained in its employ or any righf to auny
payment whatsoever, except to the cxtent of the benefits provided for by
the Plin to be paid from the Trust Fund or undér the terms of an insurance
company contract.. The.Company expressly reserves the right at any time

to dismiss any Employce without any liability for any claim either

against the Trust Fund for any payment whatsocver except to the exteont
Frovided for in the Flan, or against the Company. Termination of actual

employment shall constitute termination of participution under the Plan,




Section 8,02 - Company's Responsibility Limited -

A1l benefits payable under the Plan shnll:beigaid.or provided -for
‘ . solely from the Trust Fund or under the terms of any applicable insurance
contract, and the Company assumes no responsibility for the acts of the
Committee ox of the Trustee, eXcept as herein expressly provided, and
. shall not be liable for any losses of the Trust Fund, subject to require-

ments of Public Law 53-406,

Section 8,03 « Notices of Participants to be Filed with the Committee

¥Whenever any action shall be taken hércunder by a Participant with
respect to the -exercise of any option nr the designation of any Beneficiuryi
he shall give written notice thereof on a form furnished by the Committee

for such purpose and filed with Committee,

Section R.Qi - Plan Intended to Conform to Internal Revenue
Cede Provisions Belative to Emnlovees! Trusts

It is the intention of the Company that it shall be $mpossible for
any part of the Trust Fund to be used for or diverted to purposes other
than for the exclusive benefit of the Employces of the Company and their
° Beneficiuries and Contit'lgent' Anbuitants, extept in the case of actuarial
error. It is further the inteation of the Company that this Scction shall ke
construed to follow the spirit ard intsnt of the present Federal Income
- Tax Law and regujations or any future Federal Tax Law or regulation
govcrﬁing.trusts for the exclusive benefit of Employeces, to the end that

the Trust Fund shall be incapable of diversion by any means whatsoevet,

Section 8,05 - Spendthrift and Loan Clause

None of the bcﬁefits, payments, procécds,:claims-or rights of any
1, Participant, Beneficiary orgContihuent Armuitant hereumder shall be subject
to any claim or any creditor of any sucﬂ Paiticipant, Beneficiary-or
Contingent Annuitant and in particular the saﬁe shall not be subjedt to
attachment or garnishment or other legul process by any creditor of any
such Partvicipant, Bencficiary or Contingent Annuitart nor_shail any such
Participant, DBencficiary or Contingent Ahawitant lLave any right to alienate,
anticipate, commute, pledge, cncumber, or assipn any of the benefits
or payments or proceeds which he may espect t6 receive, contingently
. ) or otherwise, under the ‘Plan: No Participant or spouse of a’ Participant

. : shall hive the right to borrow from the Plin undev any circumstances,

-43..




Scetjon B,06 -~ Validity

If any provision of this instrument shall be held hy a court of
competent jurisdiction to be invalid or uncnforceable, the remaining
provisions hereof shall continue to be fully effective. The provisions
hereof shall be construed, administered, and enforéed according to
the laws of the State of California to the extent not precnpted by thc.
laws of the United States, All actions regarding:the Plan and Trust
or fiduciary obligations relatcd thereto, shall bé'brought in a cdourt
convened in the State of California: All contrvibutions to the Trust

shall be deemed to take place in the State of California,

Section 8.07 --_Employecs of Newly Acquired Companies

In the event that a company or corporation shuall be acquired by

Riue Chip Stamps and shall‘hecomc & division, or a wholly owned subsidiary,
or an affiliated combany of Blue Chip Stamps, the Board of Dircctors of
Blue Chip Stamps, shall determine whether or not the employees of said
acquired tompan} or corporation skall participate in the Plan, If the Board
of Pircetors of Bluc Chip Stamps determings that the.employees;of.snid
acquired company 5; corporation shall,be eligible to participate in the
Plan, the Board shall further determine how much, if any, of the continuous
service of cach such employee prior to the date of acquisition of gaid
company or corporation shall be considered as Vesting-Scrﬁicc-and Benofit
Service for the purposes of the Plan and shall determine all other mutters
related to the benefits provided by the Plan for such émployee far such
periods of Vesting Service and Benefit Service, provided that, subject to
the terms of Scction 1.14, such deternination shall not discriminite in

avor 6f or against any eéwployce or class of cmployces of said company

¥

or corpoeration,.

~49-




Section 5,08 = Return of Comﬁ?ny Contribut iony

The Company has no beneficinl interest in the Trust Fund, and no
pnft of the Trust Fund shall revert or he Tepaid to the Company directly
or indircctly, except as provided in. Sectionm 4,01 hereof and except thaf,
) upoa the Company's request, a contribution which wos bascd upon a factual
error, or conditioned upon qualificétion of the Plan or any amcndment
‘thereof or upon thx deductibility of contributions wider Scction 404
of the Internal Revenue éudc, shitll be returned to tie. Employer within
.one'ycar after the paymont'of-such contributions, the denial of the
~qualification or the disallowance of the deduction (to the exteént

disallowed), whichever shall be anplicable,

Section 8.09 - Headinns

Headings of Articles and Sections are insdrtcd-solely for convenience

and reference., They constitute no pait of the Plan,

Dated this ___ 3rd _duy of March 197,
(SEALY : BLUE CHIP STAUPS
L}

By $/ W F. Remsoy L
Executiva Vice President

By S/ R. H, Birg
Vice President, Secretary
and Freasurer

Approved ds to form

UNION PANK - ' :
S/ b, Michael Wilkinson _ )
_ Attorney for By S/ Eugene Y. Ford
Blue Chip Stanps . Vice Prasidont

By S/  Helen Morrison
{SEAL) Trust Officer
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Exhibit A

. | BLUE CHIP STAMPS
EMPLOYEES' PENSION PIAN
AND
TRUST AGREEMENT

PRIOR PLAN ACCRUED MONTHLY BENEFITS

AS OF DECEMBER 31, 1975

Accrued
Name. Monthly Benefits

(Names and amounts omitted.)




Exhibit 14.1 to

Blue Chip Stamps' _

Form 10~-K for vear ended

_ February 28, 1976 '
_ i 606:SOUTH OLIVE STREET

A N DR ~ O LOS ANGELES, CALIFORNIA 90014

Jaterhouse & Co,

.
rice

To the Boafd of Directors of
Blue Chip Stamps

Dear Sirs:

‘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‘wifh Accounting
Principles Board Opinion No. 20.

Yours very truly,

/s/ PRICE WATERHOUSE & CO.




