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RECFIVED

VIA OVERNIGHT DELIVERY

17 March 1997

Mr William Bullard, Jr

Execunve Director

South Dakota Public Utiliies Commission
State Caputol Building

SO0 East Capitol Avenue

Pierre. South Dakota 575015070

Dear Mr Bullard

Enclosed are an onginal and ten (10) copies of The Southland € orporation’s
Application for & Cerificate of Authority 1o provide intrastate telecommunications
services within the State of South Dakota. along with $250 00 10 cover the cost of
hiling

Please acknowledge receipt of this filing by file stamping and returming the extra copy
1 the first page of the Application in the scif-addressed stamped envelope provided
tor this purpose Questions concerning this filing may be directed 10 me

Sincerely

for HARBOR CONSULTING GROUP INC

Sl 74/

Mark Nyhus

Enclosures

o« The Southland Corporation
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BEFORE PUBLIC UTILITIES COMMISSION
OF THE STATE OF SOUTH DAKOTA

In the Matter of the Application

of The Southland Corporation for
Authority to Provide Specialized
Telecommunications Services in the
State of South Dakota

APPLICATION
The Southland Corporation (*Applicant”), a publicly-held corporation organized under
the laws of the State of Texas, hereby applies for registration as a Provider of Intrastate
Telecommunications Services within the State of South Dakota on a resold basis, pursuant to
SDCL 49-13-3 and ARSD 20:10:24:02 In support of its application. Applicant states as
follows
h Section 20:10:24:.02(1) Applicant’s name, address, telephone number and
facsimile number are
T'he Southland Corporation
2711 North Haskell Avenue
Dallas. Texas 75204

Telephone:  214.828.7011
Facsimile:  214.828.7119

) Section 20:10:24:02(2) Applicant wiil provide its service under the name The
Southland Corporaton

3) Section 20.10.24:02(3)(a).  Applicant is a publicly-held Corporation organized

under the Laws of the State of Texas on November 21, 1961, A copy of Applicant’s Articles

of Incorporation 1s attached as Exhibit A, and a copy of Applicant’s Certificate of Authority to

Transact Business in South Dakota is attached as Exhibit B

“4) Section 20:10:24.02(3)(b Applicant will not establish an office in the State of




South Dakota  Its current registered agent 1s

CT Corporation System
319 South Coteau Street
Pierre, South Dakota 57501

5 Section 20:10:24:02(3)(c)  The name is, utles and addresses of Applicant’s

directors and officers are attached as Exhibit C

6) Section 20.10.24:02(3)(d).  Applicant does not own nor control any subsidiaries
Section 20.10:24 03( Applicant is a non-facilities-based interexchange

telecommunications resale provider proposing to offer discretionary, switched access prepaid

calling card services throughout the State of South Dakota. Applicant’s services will

be available 1o subscribers twenty-four (24) hours a day, seven (7) days a week, at rates, terms
and conditions set by Applicant. - Applicant does not propose to offer alternative operator
services to the transient public
All network facilities are the property of, and controlled by Applicant’s underlying
carner. AT&T  Applicant’s local access 1s provided as part of the network services purchased
from Apphicant s underlying carner
Applicant offers discretionary, switched access calling card services designed prnimanly
tor those who frequently travel and must place calls away from their presubscribed locations
plicant’s services are meant (o compete directly with services provided by other interexchange
carriers authonized to provide such services by the Commission

%) Section 20:10:24:02(6) As a  non-facilities-based  provider ot

telecommunications services, Applicant relies solely on the network of its underlying carrier for

local access. switching and transport.  Applicant’s service will be available twenty-four (24)

hours a day. three hundred sixty-five (365) days a year

) section 20.10.24.02(7) Applicant’s service is available from any cual tone.,




multifrequency instrument in the State of South Dakota.  As such. it is not limited by “service

boundaries” No map 1s included. accordingly
(1 Section 20.10.24.02(8) Apphcant’s current  balance sheet and  income
statement are attached as Exibit D Applicant will require no additional debt to finance its
operations in South Dakota. Applicant’s Annual Report 1s attached as Exhibit £ Applicant’s
terms and condition of service are ncluded in s Proposed Tanff, attached as Extibit |
(11 Section 20:10,24:02(9) Correspondence and communications concerning this
apphication and tanft should be directed o
Mark Nyhus
¢/0 Harbor Consulung Group Inc
P O Box 2461
Gig Harbor, Washington 98335

Telephone 206265 3910
Facsimile 206265 3912

Otficial pomt of contact for the ongoing operations of the company and customer
complaints/inguiries from the Commission is

Thomas R. Hennen

Senior Attorney/Assistant Secretary
The Southland Corporation

2711 North Haskell Avenue
Dallas. Texas 75204

Telephone: 214 8287931

Customer inquinies or complaints may be directed to Applicant’s Customer Service
Department at 888 345 0997 (English), 888 348 4513 (Spanish), or in writing 10
The Southland Corporation
2711 North Haskell Avenue
Dallas, Texas 75204
(13)  Section 20:10:24.02:(10) Applicant holds intrastate operaung authority in

Colorado, Washington and Utah. Applicant has initiated applications for regulatory authority




in Alaska. Arizona. California. Idaho. Kansas, Minnesota, Missouri, Montana, Nevada. New
Mevico. Nebraskha, North Dakota, Oregon, Texas, Washington and Wyoming In no instance
has any of Apphcant’s applications been suspended or rejected

(141 Section 20.10:24:02(11) Applicant markets its services through an its own

sales staff  Applicant provides ongoing training o its sales staff, and s solely responsible for

development of all marketing material provided to prospective subscribers  Applicant targets
residential and business subscribers. It does not engage in multulevel marketing. A copy ot
Company marketing brochures s attached as Exhibit G
(15)  Section 2010 24.02(12) apphicable. Applicant’s service is a competiive
service
(16)  Applicant submits the following reasons in support of its belief that the public
nterest will be served by the approval of this Application
() Applicant’s proposed intrastate services are developed 1o serve the long
distance needs of subscribers who cannot otherwise realize similar cost savings through major
carriers
th) hile providing its subscribers with cost advantages realized by the resale
of communications facilities, Applicant’s service will necessarily utilize existing  carner
communications facilities more efficiently through increased usage and provider greater revenues
for local exchange carriers by way of additional access purchase through other carriers
w) Commission approval of the nstant Application will bring the following
ng-term benefits to the public

(4 greater value to subscribers through lower priced better quality
services,

nnovative telecommunications services.

(i) ncreased consumer choice i telecommunications service




etficient use of existing telecommunications resources as well
as ncreased  diversificaton and reliability in the supply of

telecommunications services,

an additional tax revenue source for the State of South Dakota: and
additional access revenues to local exchange providers

WHEREFORE. The Southland Corporation respectfully requests the South Dakota Public

Utiities Commussion grant a Certificate of Public Convenience and Necessity authorizing the

Provision of competitive intrastate telecommunications resale services within the State of South

Dakota
Respecttully submitted this day of /[l L__.1997

The Southland Corporation

Yl

By: SN AR

Thomas R. Hennen

Senior Attorney/Assistant Secretary
2711 North Haskell Avenue
Dallas, Texas 75204

Telephone 214 828 7931

Harbor Consulting Group Inc
PO Box 2461

Cug H, r WA 98335
Telephone  206.265.3910

Applicant’s Regulatory Consultants




VERIFICATION OF APPLICANT

STATE OF TEXAS
COUNTY OF DALLAS

I Thomas R Hennen, being first duly sworn and deposed, state that | am Senior
Attorney/ Assistant Secretary of The Southland Corporation, the Applicant in the proceeding
entitled above, that | have read the foregoing application and know the contents thereof; as to

matters that are therein stated on information or belief, | believe them to be true

Thomas R Hennen

Subscribed and sworn 0 before me this (“*  day of Manci— 1997

/4
WBada AL /e dAaudtas
Notary Public in and for the State of Texas

residing at

Mes b te

231 ;-4',’, [nn

L TY S8/




BEFORE THE PUBLIC U TILITIES COMMISSION
OF THE STATE OF SOUTH DAKOTA
In the Matter of the Apphcation
of The Southland Corporation for
Authority to Provide Specialized

Telecommunications Services in the
State of South Dakota

LIST OF EXHIBITS

EXHIBIT A Articles of Incorporation

EXHIBIT B Authonity to Transact Business

EXHIBIT C Directors and Officers

EXHIBIT D Current Balance Sheet and Income Statement

EXHIBIT | Annual Report

EXHIBIT | Proposed Tariff

FXHIBIT G Marketing Brochure




EXHIBIT A

ARTICLES OF INCORPORATION
(Attached)




Che State of Texas

SECRETARY OF STATE

CERTIFICATE OF RESTATED ARTICLES
OF INCORPORATION
OF

TH. SOUTHLAND CORP RATION

The undersigned, as Secretary of State of Texas, hereby certifies that Restated
Articles of Incorporation of the above cor i duly d to the
provisions of he Texas Business Corporation Act, have been received in this Office and
are found to conform to law.

ACCORDINGLY the undersigned, as such Secretary of State, and by virtue of the
authority vested in the Secretary by law, hereby issues this certificate of Restated Articles
of Incorporation and artaches hereto a copy of the Restated Articles of Incorporation.

MARCH 05
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amended by these Second Restated Articles

forth and which

amended to increase from 100,000,000 =0
1,000,000,000 the aggrecate number of shares of
Common Stock, which the Corporation 1S
aurhorized to issue, and %o change the par value

of such shares of commcn stock from $.01 par

value per share to $.0001 par value per share.




ten previocusly
$.01 par value

Common Stock,

ts amended to delete

Junior Preferred Stock, all of the shares of
which were cancelled pursuant to the
Corporation’s plan of reorganization under
Chapter 11 of the United States 3ankruptcy Code

(the

is amended to add a
new Section (c) which changes the par value of
the Preferred Stock previously provided for in
the deleted paragraph (b) from nc par value to

$.01 par value per share and authorizes acticns

that may be taken by the Board of Directors of

the Corporation (the "Board”) relating to such

shares




(e) icl is added to prchibit the
issuance by the Corporaticn of non-voting equity

securities

renumbered as

(g) Current Article Six is amended to alter the
wording so as to conform to the provisicns of

the Act and is renumbered as Article Seven

(h) Current Article Seven is amended to
authorize only the Board, the Chairman of the
Board, the President and the holcers of not less
than 50% of the voting stock to call a special
shareholders meeting and is renumbered as

Article Eight.

(i) Current Article Eight is deleted in its

entirety.

(j) Current Article Nine is amended to delete

the names and addresses of directors currently
listed and insert the number, names and

addresses for the directors of the Corporation




annual

is amended to
orm to provisions

renumbered as Article Thirteen

Fifteen is renumbered as

A new Article Fifteen is added to al
action by wr consent of the shareholders
less tf imous consent pursuant %o

Article 9.10 cf

3. Each such amendment made by these Second

Restated Articles of Incorporation has been effected in

conformity with the provisions of Article 4.14B of the Act,
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pursuant to the Order Confirming Southland's Plan of
Reorganization (the "Order") entered by the United States
Bankruptcy Court for the Northern District of Texas, Dallas

on February 21, 1991

4. The amendments effected by these Seccnd Restated
Articles of Incorporation effect a reduction in the amount of

stated capital of the Corporation by reflecting the

cancellation of the previously outstanding shares of Junior

Preferred Stock pursuant to the Plan and combining each ten

shares of issued and outstanding Common Stock, par value $.01
share, into cne share of Common Stock, par valu2 $.0001
share The amount of stated capital as changed by

amendments is $2048.08.

S. The Restated Articles of Inccrporation of the
Corporation and all amendments and supplements thereto are
hereby superseded by the following Second Restated Articles
of Incorporation which accurately copy the entire text

vh

thereof as further amended as above set forth:




ARTICLE TWO

period of duration of this Corporation shall be

ARTICLE THREE

The purpose for which the Ccrporation is organized
is to engage the transaction of any and all lawful
business for « n corporations may be incorporated under the
Texas Business Corporation Act (the "Act")

ARTICLE FOUR

(a) The aggregate number of shares of Common Staock
which this Corporation shall have authority to issue is
1,000,000,000 shares of Common Stock, par value one-hundredth
of a cent ($.0001) per sharce;

(b) Each ten (10) shares of previcusly authorized
Common Stock, par value $.01 per share, of the Corporation
issued and outstanding immediately prior to the time these
Second Restated Articles of Incorporation become effective
(the "Original Common Stock') shall automatically and without
further acticn on the part of the holders thereof be combined
into one (1) validly issued, fully paid and nonassessable
share of common stock, par value $.0001 per share, of the
Corporation (the "New Commcn Stock”). Upon surrender by a
holder of the certificates representing shares of Original
Common Stock, the Corporation shall issue to such holder a
certificate or certificates representing the number of shares
of New Common Stock into which the Original Common Stock
represented by the certificate so surrendered shall have been
combined as aforesaid. The surrender of certificates
representing shares of Original Common Stock shall not be
necessary to effect the combination contemplated hereby. The
Corporation shall not issue fractional shares of New Common
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rumber of shares
relative powers,
between and an
respects
respect to each series shall
ed to, the au

(1) The rate or rates and the times at which
C idends on the shares of such series shall be paid.
pericds in respect of which dividends are payable, the
conditions upon such dividends. the relatiocnship and
preferences, if any. of such dividends to dividends
payable on any other class or series of shares, whether
or not such dividends shall be cumulative, partially
cumulative, or noncumulative, if such dividends shall be
cumulative or partially cumulative, the date cor dates
from and after which, and the amounts in which, they
shall accumulate, whether such dividends shall be share
dividends, cash or other dividends. or any combination
thereof, and if such dividends shall include share
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ividends, whether such share dividends shall be pa
shares of the same or any other class or series
res of the Corporation (whether now or hereafter
horized), or any combination thereof and the other
terms and cenditions, if any. applicable to dividends
shares of such series;

v

hares of such
urchase at the
thereof or upen
such shares shall be
ns of such redemption
date or dates upon or
shares shall redeemable, the amount
share uhxcn shall be payable upon such redemp

:..fe:en. :edemp(:cn dates, and whether such amcunt shal
be payable in cash, property, or rights, including
securities of the Corporation or another corporation;
rights of the holders of shares of such
may vary depending upon the circumstances
such liquidation, dissolution, or winding
n the event of the voluntary or involuntary
on, dissolution, or winding up of the
Jn and the relationship or preference, if any
rights to rights of holders cf stock of any ct
series;

The voting powers and the terms and condit

1icluding, but not limited to, the right of

such shares to vote as a separate class ei

th the holders of shares of one t
or series of stock and the right to have more
han cne vote per share

(5) Whether cr not a sinking fund shall be provi

the redemption cf the shares of such series and.

ch a sinking fund shall be provided, the terms and
itions theceof:

(6) Whether or not the shares of such series, at
e opticn of either the Corporation or the h
the happening of a specified event, sh
vertible into stock of any other class or series and.
ich shares shall be so convertible, the terms and
conditions of conversion, including, but not limited to,
any provision for the adjustment of the conversion rate




(7) whether c hares of such series, at
the option of either 4 ation or the holder or
upon the happening of a s Cc ed event, shall be
exchangeable for securit debtedness, or property of
the Corporation and. such shares shall be so

nqea:le. e t L aditions of exchange

any provision for
exchange pr

,z,cta:;cn shall ﬁot issue nonvoting equity
ded, hat any series of Preferred
St ock Hesxqra'ed ~urs ant to pa'aaraph (c) of Art cle Four as
having the right, voting separately as a class, to elect any

directors of the Corporation if and when dividends payable con
such shares of Preferred Stock shall have been in arrears and
un paxd for a period of time to be specxf‘ed (such director
to in addition o the number of directors constituting thi
Board immediately prior to the accrual of such right) shall
not be nonvoting equity securities for purposes of this

cle Five

Cumulative voting in the election of directors shall
be prohibit

ARTICLE SEVEN

No holder of any shares of capital stock of the
Corporation shall be entitled, as a matter of right, to
subscszo for or purchase any additional, unissued or
treasury shares of capital stock of the Corporation, or
securities convertible into or carrying a right to subscri
for or acquire such shares.




ARTICLE EIGHT

A special meeting of the shareholders of the
Corporation may only be called by the Board, the Chairman of
the Board or the President of the Corporation or the holders

¢ not less than fifty (50%) percent of the shares of capital
tock of the Corporation entitled to vote at the proposed
eeting

ARTICLE NINE

The names and addresses of the directors of thi
Corporation now serving and who shall hold office until their
respective successcrs shall be elected and qualified and who
shall have the authority to direct the affairs of the
Corporation are:

Name Address

Yoshitami Arai Systems International Inc.
Tameike Tokyo Building
1-1-14 Akasaka
Minato-ku, Tokyo 107
Japan

Timotay N. Ashida A.K.E. Associates. Inc.
P.O. Box 4388
Glendale, CA 91202-4388

Jay W. Chai C. Itoh & Co. (America) Inc
335 Madison Avenue
New York, NY 10017

Masatoshi Ito Ito-7okado Co., Ltd.
1-4. Shibakcen 4-chome
Minato-ku, Tokyo 1035
Japan

Masaaki Kamata seven-Eleven Japan Co., Lud.
1-4, Shibakcen 4-chome
Minato-ku, Tokyo 105
Japan

Clark J. Matthews, II The Southland Corporation
2711 North Haskell Avenue
Dallas, TX 75204-2906

Robert J. McGuire Kroll Associates
900 Third Avenue
New York, NY 10022




Kazuo Otsuka Ito-Yokado Co., Ltd.
1-4, Shibakoen 4-chome
Minato-ku, Tokyo 105
Japan

Asher 0. Pacholder Pacholder Associates, Inc.
The Spectrum Office Tower
1126 Chester Road, Suite 700
Cincinnati, OH 45256

Harvard University

Graduate School of Business
Administration

Soldiers Field Road

Boston, MA 02163

Nobutake Sato Ito-Yokado Co., Ltd.
1-4, Shibakcen 4-chcme
Minato-ku, Tokyo 105
Japan

Toshifumi Suzuki Ito-Yokado Co., Ltd.
1-4, Shibakcen 4-chome
Minato-ku, Tokyo 105
Japan

Jare W. Thcmpson 100 Crescent Court
Suite 1000
Dallas, TX 75201

Thempson 100 Crescent Court
Suite 1000
Dallas, TX 75201

Thompscon 100 Crescent Court
Suite 1000
Dallas, TX 75201

Each director designated by a sharenolder which
owns, directly or indirectly, a majority of the shares of New
Common Stock shall fully comply with any fiduciary or legal
duties under applicable law.

ARTICLE TEN

This Corporation has heretofore complied with the
requirements of law as to initial minimum capital without
which it could not commence business under the Act.
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permitted by appl

cn shall be
lders for monetary dam
director's capacity as a

or's duty of loyalty
holders;

2. an act or omission not in good faith that
constitutes a breach of duty of the director to thi
Corporation or an act or omission that involves
intentional misconduct or a knowing violation of the

law;

3. a transaction from which such director
received an improper benefit, whether or not the




benefit resulted from an ac

scope of the director's off

ission for which the liability
xpressly provided for by an

4. an act or
of such director i
applicable statute

cm
s e

The foregoing provisions of this Article Thirteen
shall not eliminate or limit the liability of a director for
any or omission occurring prior to August 31, 1987. Any
repeal cr amendment of this Article by the shareholders of
this Corporation shall be prospective only, and shall not
adversely affect any limitation on the personal liability of
a director of this Corporation existing at the time of such
repeal or amendment. In addition to the circumstances
which a director of this Corporation is not personally

forth in foregoing provisions of this Article
en, a director shall not be liable to the fullest
ext permitted by any amendment to the Texas Miscellaneous
Corporation Laws Act or the Act hereafter enacted th
fur limits the liability of a director.

ARTICLE FQURTEEN

Any action cf the Corporaticn which, under th

provisions of the Act or any other applicable law,
required to be authorized or approved by the holders cf an:
specified fraction which is in excess of one-half or any
specified percentage w h is in excess of fifty percent of

outstanding shares (or of any class or series thereof) cf

Corporaticn shall, notwithstanding any law, be deemed
effectively and properly authcrized or approved if authorized
or approved by the vote of the holders of more than £ifty
percent of the outstanding shares entitlied %o vote therecn
(or, 1f che holders of any class or series of th
Corporation’s shares shall be entitled by the Act or any
other applicable law to vcte thereon separately as a cl.ass,
by the vote of the holders of more than f£ifty percent of the
outstanding shares of each such class or series). Without
limiting the generality of the foregoing, the provisions of
this Article Fourteen shall be applicable to any required
shareholder authorization or approval of (a) any amendment
to these Second Restated Articles of Incorporation:; (b) any
plan of merger, ccnsolidation, or reorganization involving
the Corporation; (c) any sale., lease, exchange. or other
disposition of all, or substantially all, the property an:
assets of the Corporation; and (d) any voluntary dissolutiocn




the Corporation. Except as otherwise provided
ourteen or as otherwise required by the A
le law, the vote of the holders of a majori
any mel
present shall b
1 this Article
thorization

Any acticn which may be taken, or which is required
ncorporation or
of the Corpora taken, at any annual or
meeting of the shareholders, may be taken without a
. out prior notice, and without a vote, if a
or consents in writing, setting forth the action so
shall te signed b e holder or holders of sharces
g not less than the m um number of votes that wculd
te necessacy to take such action at a meeting at which the
ers of all shares entitled to vote on the action were
and voted. In determining the minimum number of
s that would be necessary =c take such i
of Article Fourteen of these Se
Incorporation shall
to which Article Fo

IN WITNESS WHEREOF, the undersigned, having been

iesignated by the Court to execute these Second Restatad
Articles of Incorporation, has executed same on behalf of

rporation as of the date set

DATED THIS STH DAY OF MA




EXHIBIT B

AUTHORITY TO TRANSACT BUSINESS
(Attached)
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EXHIBIT C

DIRECTORS AND OFFICERS
(Attached)
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Tothfuny Sundi

Clask 1 Maithews, 1

Cluans

Tesdent mind Chiel L rec

Stephen D Krunholt

Executive Vice President

Jomes W Keyes

Excculive Vice Pressdent

Roduey A Declun

and Chief Financial Otlicer
Serior Vice Presdent,
Distribution

Michael R Culter

Senior Vice Fresdent,
Merchanhsing

Adiian O Evans

Seimor Vice Fresudent

Stephen B LeRoy

Semor Vice Presdent,
Lucrnational aed Real Lstnt

Bryan F Sanith, )t

Sewmor Vice Presudent nin!

Robeit E Bailey

Morthwest Division

Terry L Dlacher

Vice President,

TPoul | Duseaw, Jt

Kethicen Callahan

CoorsieTas____
Vice President,
Chesapeal

Frank Crivelo

| ™ Joseph F Games

Joha

Juies Notaruwols

Vice Presdent,

esndont, o
Coummumeatims

Uocanl 01T & 18

R s B BRI

Vice Chuttrman of the tomed

Ofticer, Secrctary, Director

and Chuef Operating Oflicer

THE SOUTIILAND CORPORATION
OFFICERS AND DIRECTORS

73725 Watson Drive
__Plaso, Texss 75023
16316 Ashboume

las, Texas 75248
1103 Oxferd Connt
eyville, T

1409 Pistachuo Driv
| Jexas 75063

08 Descon Crest
Plano, Texss 73091

Tokyo, Jepen

December 1, 1932

Hay
Oclober 1, 193
Arkansas City, Kuasas

Scpiember 8, 1949
Peoria, lilnois

March 17, 1955
Worcester, Massachuseits
Seplember 3, 1947
Minden, Nebrasks

Taly 13, 1951
Glendale, California

July 5, 1936
Thomas, West Viigina

May 28, 1952
St Louts, Missowi

T 07 allshire ¢
T

Celorndo 0

8294 Round Thils Circle
Nevada $9111

2 Penay Lave
St James, New

Jenuary 6, 195)
Dallas, Texss

May 4, 1902
Bowling Green, Kentucky

March 30, 1944
cn alifornia

Fe 24, 1542
Escanabe, Michigan

July 10, 1951
Chicago, Minois

November 8, 195)
Brooklyn, New York

Tanuzry 17, 1940

May 21, 1951
New Yok, New York




(]
Owy R Rose

Jefliey A Schenck
—_— |
Dend A Urbel

—_——
Donald £ Thomas

THE SOUTHLAND CORPORATION
OFFICERS AND DIRECTORS

73 Edgewsier Drive
Bedord, Texns 76021

DIRECTORS

Masatostu lio

Toshifan Suast
—_—_—
Cluk ] Matthews. 0

—_—— ] C
Yoshiami Arsi

Tun Ashida

Jay W Chay

Gary J. Fernandes

Masaaki

Kamata

Kazuo Otsuka

T At O Pacholds

844 Sunshine Trail
Brighton, Michigan 48116

4062 Modlin

___FL Worth, Ynn 6107

" 4139 Dundee Lax

_Plauo, Texas ‘sgvg_

e of The romidd

Duector and President and

Chiel Executive Officer
[T

Dwrecror

— ]

Dextor

Duector

Durccior

Nt

R Sielani

Sclagoys ku, Tolyu | ”ﬂ b dopen

I 0o Cumberland Road

e Glendale, Califoru

13 Dayberry Lane

December 15, 1943

New York, New York

March 12, 1950

lnors
Tuly 29, 1941
Amstendam, New Y
November 16, 1958
Hamilton, Texas

— Mussshuo. sy 'u&i_l"mL -t

"~ Apl 30, 1934
Jokyo Jopen ___
December 1 1937
N
October 1. 1936

|—fukensas City, Knngms |

May 3, 1931

}—_Chiba, Japan

Sepiember 13, 1939
Tokyo, Jay

February 11, 1934

Toegua, Kores

Avgust 10, 1943
| __San Angelo, Texas

July 30, 1939
Osake, Japan

Moy 3. 1946
~ Kesegaws Jo

March 19, 1937
Pel




EXHIBIT D

CURRENT BALANCE SHEET AND INCOME STATEMENT
(Attached)




FORM 10-Q

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

(Mark One)

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 CR 15(d) CF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 1996
oR

TRANSITICN REPORT PURSUANT TO SECTICN 13 OR 15(c) OF THE SECURITIES
EXCHANGE ACT OF 1934

Commission File Numbers 0-676 and 0-16626

The Southland Corporation

(Exact name of registrant as specified in its charter)
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THE SOUTHLAND CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
(Dollars in thousands, except per-share data)

ASSETS

September 30,
JRCT T
(Unaudited)

CURRENT ASSETS
Cash and cash equivalents 45431
Accounts and notes receivable . . 95,837
Inventories 101,419
Other current assets . 107.936
TOTAL CURRENT ASSETS 351623
PROPERTY AND EQUIPMENT 1339574
OTHER ASSETS 345738
$ 2035.935

LIABILITIES AND SHAREHOLDERS' EQUITY (DEFICIT)

CURRENT LIABILITIES.
Trade accounts payable . . $ 193460
Accrued expenses and other habilities 345218
Commercial paper 61.130
Long-term debt due within one year 12,581
TOTAL CURRENT LIABILITIES 729,387
DEFERRED CREDITS AND OTHER LIABILITIES 207215
LONG-TERM DEBT 1,60£,070
CONVERTIBLE QUARTERLY INCOME DEBT SECURITIES 30€,000
COMMITMENTS AND CONTINGENCIES
SHAREHOLDERS' EQUITY (DEFICIT)
Common stock, $.0001 par value 4
Additional capital s 62¢,574
Accumulated defict . (1.43€.352)
TOTAL SHAREHOLDERS' EQUITY (DEFICIT)

December 31,
1995

43,047
107,224
102,020
103.816
356,107

1335783
389.227

(880.792)
S 2081117
—_—




THE SOUTHLAND CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Dollars in thousands)
(UNAUDITED)

CASH FLOWS FROM OPERATING ACTIVITIES

Net earnings.

Adjustments to reconcile net earnings to net cash provided
by operating actvites
Cepreciation and amortzation of property and equipment.
Cther amortization
Deferred income taxes.
Noncash interest expense
Cther noncash expense (income)
Net loss (gain) on property and equipment
Decrease in accounts and notes receivable
Decreasa (increase) in inventones.
Increase in other assets
Decrease in trade accounts payable and other iabiites

NET CASH PROVIDED 8Y OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES:
Payments for purchase of property and equipment
Proceeds from sale of property and equipment
Cther

NET CASH USED IN INVESTING ACTIVITIES

CASH SLOWS FROM FINANCING ACTIVITIES.
Proceeds from commercial paper and revolving credit faciities
Payments under commercial paper and revolving credit faciities
Principal payments under long-term debt agreements
Cther

NET CASH USED IN FINANCING ACTIVITIES
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS.
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS AT END OF PERIOD
RELATED DISCLOSURES FOR CASH FLOW REPORTING

Interest paid, excluding SFAS No.15 Interest
Netincome taxes paid

Nine Months

Ended September 30.
996 199

s 73562

107,974

14,270

272

152

(1.854)

(259)

13216

(2,402)

(1.256)

(12.353) 15.421)
235,325 197,505

(137,371) (144,827)
12,214 11,800
2,938 1.255

(122.219) (131.772)

3,012.509 2,981,083
(3.004,127) (3.039,459)
(118,104) (45679)
bl o T
(109.722) (104.842)
3384 (39,108)

43047 59.288

S 46431 S 20179

$ (77622 S__(72689)

S (15.485) S (23235
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THE SOUTHLAND CORPORATION AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Nine Months Ended September 30, 1996

(UNAUDITED)

1. Basis of Presentation:

The condensed consolidated balance sheet as of September 0, 1996, and the
condensed consolidated statements of eamings for the three-month and nine-month
penods ended September 30, 1596 and 1995, and the condensed consclidated statements
of cash flows for the nine-month periods ended September 30, 1996 anc 1995, have been
prepared by the Company without audit. In the opinion of management, all adjustments
{which included oniy normal, recumng adjustments) necessary to present fairly the financial
position at September 30, 1996, and the results of operations and cash flows for all periods
presented nave been made. The results of operations for the interm pencds are not
necessanly indicative of the operating results for the full year.

The condensed consolidated balance sheet as of December 31, 1995, is derived
from the audited financial statements but does not include all disclosures required by
generaily accepted accounting principles. The notes accompanying the consolidated
financial statements in the Company's Annual Report on Form 10-K for the year ended
December 31, 1995, include accounting policies and additional inforrnation pertinent to an
understanding of both the December 31, 1995, balance sheet and the intenm financial
statements. The information has not changed except as a result of normal transactions in
the nine months ended September 30, 1996

2. Impairment of Long-Lived Assets:

As of January 1996, the Company adopted Statement of Financial Accounting
Standards ("SFAS") No. 121, "Accounting for the Impaiment of Long-Lived Assets ” SFAS
No 121 establishes accounting standards fcr the impairment of long-lived assets to be
held and used and for long-lived assets to be disposed of The adoption of SFAS No 121
c'd not have a matenal effect on the Company's eamings.
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Report of Indepen:

To the Board of Directors and Shareholders of
The Southland Corporation

We have d the y d lidated balance sheet of The Southland
Corporation and Subsidiaries as of September 30, 1996, the related condensed consolidated
statements of eamings for the three- momh and nine-month periods ended September 30, 1996
and 1995, and the condensed of cash flows for the nine-month periods
ended September 30, 1996 and 1995 These financial statements are the responsibility of the
company’s management

We conducted our review in acc with by the American Institute of
Certified Public Accountants. A review of interim financial information consists principally of
applying analytical procedures to financial data and making inquiries of persons responsible for
financial and matters. It is sub ially less in scope than an audit conducted in
accordance with generally accepted auditing standards, the objective of which is the expression of
an opinion regarding the financial statements taken as a whole. Accordingly, we do nct express
such an opinion

Based on our review, we are not aware of any material modifications that should be made to the
accomp. g financial of The Southland Corporation and Subsidianies for them to be
in conformity with generally accepted accounting principles

We have p usly audited, in with g ly accepted auditing standards, the
consolidated balance sheet as of December 31, 1995, and the related consolidated statements of
earnings, shareholders’ equity (deficit), and cash flows for the year then ended (no: presented
herein), and in our report dated February 14, 1996, which included an explanatory paragraph
describing the change in method of accounting for postemployment benefits and for income taxes
in 1993, we expressed an unqualified opinion on xhose wnml.\dued financial statements. In our
opinion, the information set forth in the d i balance sheet as of
December 31, 1995, is fairly stated, in all malcnal mpecu. in relation to the consclidated balance
sheet from which it has been derived.

COOPERS & LYBRAND LLP
Dallas, Texas

October 24, 1996

- ;

C200ers & Lyoand LLP & & Mamoer of CooDe & Lytrand iismasonsl. 3 Mmasd Rty S8800M80N NCODONENSS I Seaaarand.
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RESULTS OF OPERATIONS - Nine Months Ended September 30, 1996
ummary of Resuits of rations

The Company's net eamings for the third quarter and first nine months of 1996 were
$37.7 million ($.08 per share) and $73.6 million ($.17 per share), respectively, compared to net
eamings of $49.6 million (S.12 per share) and $854 million ($.21 per share) for the same
penods in 1995. Pre-tax eamings of $62.8 million for the third quarter of 1996 were
$1.5 million higher than the same penod in 1995

Financial Statement Changes

Certain expense reclassifications were noted in the Company's Cecember 31, 1995
annual report and 10-K filing, iting in the of results. Subsequent
quarterly filings on Form 10-Q during 1996 have restated prior pericd results to maintain
consistency The most significant change related to reclassifying buying and occupancy costs
(i.e, store rent, depreciation and other store-related occupancy expenses) out of Cost of
Goods Sold and into Operating, Selling, General & Administrative expenses.

Management Strategies
Since 1992, the Company has been committed to several key strategies that it believes,

over the long term, will provide further differentiation and aliow 7-Eleven to maintain its position
as the premier convenience retailer. These strategies include:

« Continued upgraces to the Company's store base by remodeling existing stores,
clesing underperforming stores and developing new sites.
A anven to g which focuses on providing the
customer an expanded selection of quamy products at a good value

Everyday-fair-pricing strategy which provides consistent, reasonable prices on all
items.

Daily delivery of fresh perishable items and high-quality, ready-to-eat foods providing
fresher ; in-stock and lower product costs.

of a retail system which has initially automated accounting
and other store-level tasks. When fully complete, the system will provide each store,
as well as suppliers and distnbutors, with on-iine information to make improved
ordering decisions.

The Company made prog! toward of these gi
during the third quarter, the of its retail system, making
the transition to three new combined distribution centers and two new commissaries, and




locating new store opporunities The Company believes that these strategies have
contnbuted to its improved results over the past two years, aithough in the short term they
have resulted in additional costs, and that g to t these gies will lead to
sustainable, profitable growth over the long-term

(Except where noted, all per-sicre numbers refer (0 an average of all stores rather than only stores open
more than one year.)

Sale

The Company recorded net sales of S$1 84 billion for the third quarter and $5 19 billion in
the first nine months of 1996, compared to net sales of $1.83 billion and $5.12 billicn dunng
the same penods last year Growth in total sales was achieved during the third quarter
primanly as a result of gascline prices, which overcame the decline from store closings (see
Management S"II(E(JIES‘ and the slight same-store merchandise sales decrease. Dunng the
third quarter, the Company ccerated an average of 114 fewer stores than the same penod in
1995

The Company's ongoing challenge to balance short-term performance with its lang-term
cbjectives, along with the unseascnably ccol and wet weather in some of its largest markets
(pnmanly the East Coast). contnbuted to the less than desired merchandise sales resuits
dunng the third quarter. Merchandise sales growth per store was as follows:

Periods Ending September 30, 1998

Increaze/Dacrease) from poar sear Three Months Nine Months
U.S same-store sales 03)% 1.5%
S same-store real growth, exclucding inflation 28)% 0.N%
7-Eleven inflation 25% 23%

Gasoline sales dollars per store increased 7 9% for the third quarter anc 6 4% for the first
nine months of 1996 in compansen to the same pencds in 1995, due to an average increase in
sales price of 8.7 and 7 3 cents rer gallon for the quarter and the nine months, respectively.
Sales i gallons per store increa: 4 0.6% dunng the third quarter and 0.3% for the first nine
months

Gross Profits

Penods Ending September 30, 1996

hree Months Nine Months

Mﬁs line Merchandise Gasoline

Gross Profit - dodars in mdons $488.0 $534 $1.3619 $1469
Incregse/lgesrease) from pror ywar
Average per-store gross profit dollar change 00% 4% 21% 08%
Margin point change (gasciine in cents per galion) (33) (62) (24) 06
Average per-store sales (gasoline in gallons) 10% 06% 28% 03%

Merchandise gross profit decreased by $10 1 million in the third quarter and $5.9 millicn
for the nine months, when compared to the same penods in 1995 These decreases are
attributable to the Company operating fewer stores and the decrease in merchandise margin.




The lower merchandise margin during the third quarter was the result of several factors.
Rising product costs and more aggressive retail pricing continue to present a challenge in
today’s gly more Initial costs associated with new,
fresh-food products from the further roll-out of the Company's fresh-food program have
affected margin as well. In addition, margin was impacted negatively from the cool and wet
weather expenenced in some of its largest markets that suppressed sales of higher-margin
products such as ges and related

During the third quarter and first nine months of 1996, gasoline gross profits decreased
$2.5 millicn and SO 9 millicn, respectively, versus the same penods in 1995. Margin in the third
quarter also declined compared to last year due to high wholesale costs

eneral and Administrative Expense:

Pen
Thi
1996 1995
Total OSG&A expenses 4767 $4903 $1.3755 $1.396.4
Ratio of OSG&A to sales 259% 26.9% 265% 27.3%

The Company will continue to eliminate unnecessary costs, while devoting resourcas to
the implementation of its retal information system and other strategic initiatives (see
Management Strategies). Despite the incrementa! costs of these initiatives, which exceeded
$5 million, OSG&A expenses duning the third quarter declined $13.7 million, compared to the
same penod in 1995 The decrease in OSG&A expenses dunng the third quarter was primarily
due to fewer stores, higher store closing costs in 1995, and lower insurance costs from
adjustment 1o the Ccmpany s self-insurance reserves as a result of favorable claims

For the OSG&A $20.9 million due to
reductions in force, lower insurance and benefit costs, reduced advertising and environmental
remediation expenses, and the effect of having fewer stores

interest Expense, Net

In November 1995, the Company consummated a $216.7 million tender offer to purchzse
a portion ($263.3 million face value) of its public debt securities (see Liquidity and Capital
Resources) The purchase was financed by the issuance of $300 million 4.5% Convertible
Quarterly Income Debt Securities due 2010 ("Convertible Debt”). The annual interest expense
of $13.7 million from issuing the Convertible Debt has not been offset by a wmpoﬂdmg
reduction ir interest expense for the retired the retired d
accounted for pursuant to Statement of Financial Accounting Sunducl No. 15 (‘SFAS No
157). SFAS No. 15 provides that future interest pay the C s
outstanding public debt secunties be recorded as debt on the bulam:. sheet and dwgcd
against such balances when paid rather than being recorded as interest expense in the
income statement.

Net interest expense increased $1.5 million and $4.5 million over 1995, during the third
quarter and first nine months of 1996, mpocmmy Severai factors caused the change in net
interest expense during the third quarter i from the C Debt interest
(explained in the paragraph above) and lower interest income, offset by declines from lower




pnncipal balances and lower rates on floating rate debt The lower interest income was
pnmanly the result of a new money order agreement. The new agreement eliminates interest
income from the funding arrangement; however, it provides lower cost of goods and operating
costs, which will more than offset the impact of the lost interest. While the Company expects
interest expense to remain relatively flat for 1956, interest inccme is expected to decline
approximately $6 millicn

Approximately 33% of tne Company's debt contains floating rates, which had a weighted
average interest rate cf 5 75% for the third quarter and 5.86% for the first nine menths of 1956
versus 6 53% and 6 71% for the same time penods in 1995, In early 1596, the Company
recuced its exposure ‘o short-temm fluctuations in rates on a substantial porticn of its floating
rate bank debt by selecting six-month and one-year LIBOR matuntes at favorable rates rather
than the shorter terms it has selected in the past

LIQUIDITY AND CAPITAL RESOURCES

The majonty of the Company's werking cagital is proviced from three sources. i) cash
flows generated from (s cperating actvities, i) a $400 million commercial paper faciity
(guaranteed by Ito-Yokade Co, Lid), anc m) shcn-term seasonal bomowings of up to
$150 million under its revoiving credit facility The Company believes that operating activities
coupled with availabie short-term working capital facilites will provide sufficent liguidity to fund
current cperatng and capital expenditure programs. as well as to service debt requirements.

On Ncvember 22 1995, the Comgany completed a tender offer for 40% cof the face value
of both it st Pricnty Sencr Subordinated Debentures due Cecember 15, 2033
($180 & milhen % Secona Pnonty Senior Subordinated Debentures - Series A
(382 7 millior:) dv 'y 2004 (ccilecuvely, the "Debentures”) Under the terms of the
offer, the final cleanng pnces were S840 and STEE for the 5% and 4 1/2% Debentures
respectively, per $1C0C0 face amount, resulting in a cash outlay by the Company of
$216 7 million

To finance the gurchase the Cebentures the Company issuec $300 million in
Converuble Cebt to ito-Yokade Co, Lid, and Seven-Eleven Japan Co, Lta, the joint cwners
of IYG Hclding Company, which 1s the Comgpany's majonty sharehcider The remaining
proeceeds of $83.3 milion were made available for general corporate purposes. The
Convertible Debt is sutordinated to all existing debt. has a 15-year term with no amortization
and is convertibie into the Company’s common shares at $4 16 per share

The Credit Agreement contains certain financ:al and operating covenants requinng,
among other things, the maintenance of certain financial ratios, including interest coverage
fixec-charge ge and senior ess to eamings before interest, taxes, depreciaton
and amortizaticn ("ESBITDA®) The covenant levels estatiished by the Credit Agreement
g y require continuing img! tin the Company'’s financial condition

For the pencd ended September 20, 1986, the Company was in compliance with all of the
covenants required under the Credit Agl t. including with the poncgal
financial and operating covenants (calculated over the latest 12-month pencd) as follows




Requirements:
Covenants Actuals Mimmum Maximum
Interest coverage® 3221010 270t 10
Fixed-charge coverage 1111010 1.00t0 1.0
Senior indebtedness to EBITDA 3031010 41010 1.0
‘includes effects of the SFAS No. 15 interest payments.

Dunng the first nine months of 1996, the Company has repaid $118.1 million of debt,
which included $75.0 million rep all of the q due in 1996 under
the Credit Agreement, $206 milion for principal lyrmnu on the Company's
yen-denominated loan (secured by the royalty income stream from its area licensee in Japan)
and $11.2 million for SFAS No. 15 interest. Outstanding balances at September 30, 1998, for
the commercial paper, the Term Loan and the Revolver, were $361.1 million, $225.0 million
and zero, As of 30, 1998, g letters of credit issued
pursuant to me Credit Agveement totaled $79.4 million

From ing Activities

Net cash provided by operating activities was $83.9 million for the third quarter and
$235.3 million for the first nine months of 1996, a decrease of $32.1 million and increase of
$37.8 million over the same pericds, respectively, in 1995. The decreased operating cash flow
for the third quarter resulted primanly from the timing of payments of trace payables and other
liabilittes. The year-to-dats in g cash flow was mostly due to improved
operating per in the Results of Operations section).

ital enditures

In the first nine months, net cash used in investing activities consisted primarily of
payments of $137 4 million for property and equipment, the majority of which was used for
remodeling stores, upgrading retail gasoline facilities, repl ] and with
environmental regulations.

The Company expects to spend approximately $185 million cn capital improvements in
1996, excluding lease commitments. The cumrent capital expenditure funding will depend upon
the level of EBITDA generated relative to fixed-charge coverage requirements. Capital
expenditures are being used to complete remodels started in 1995, to remodel about 1 050
additional stores; to further i a retail i system; for
acquisition of new stores; to replace equipment; to upgrade gasoline facilities and to comp!y
with environmental regulations. While the Company will look at the economics of each new
site, it anticipates that it will finance new store construction primarily through leases containing
initial terms of 15-20 years with typical option renewal periods.

di - i uil

The Company incurs ongoing costs to comply with federal, state and local environmental
laws and regulations primarily relating to underground storage tank ("UST™) systems. The
Company it will spend $11 million in 1996 on capital improvements
mwwmpwmmmmmmwuwmnmwuﬁs as well as above-ground




vapor recovery equipment at store locations, and approximately an additicnal $28 milien on
such capital improvements from 1997 through 1999

Environmental Compliance - Stores

The Company accrues for the anticipated future costs of environmental clean-up activites
(censistng of environmental it and ) relating to releases of
regulated substances at its existing and previously owned or cperated sites at which gascline
has been sold (inclucing store sites and other faciities that have been scid by the Company)
At September 30, 1996, the Company has an accrued hability of $54.0 million for such
actvites and ar tes that su y all such ires will be incurred within the next
five years This estimate is based on the Company’s pnor expenence with gasoline sites and
its consideraticn of such factors as the age of the tanks, iccation of tank sites and expenence
with contractors who perform environmental assessment and remedial work.

Under state reimbursement programs, the Company is eligible to receive reimbursement
for a portion of future costs, as well as a portion of costs previously paic. At September 30,
1958, the Company has recorded a gross receivable of $63.1 millicn (a net receivabie of
$51 3milion after an allcwance of $11.8 milicn) for the estimated probable state
reimpursements. There is no assurance of the timing of the receipt of state reimbursement
funds. however, based on its expenence, the Company expects to receive the majonty of state
reimbursement funds within one to four years after pay of eligible and
remedciation expenses, assuming that the state administrative procedures for processing such
reimbursements have been fully developed

The estimated future assessment and remeciation expencitures and related state
reimbursement amounts could change in the future as governmental requirements and state
reimbursement programs continue to be implemented or revised

Environmental Comphance - Chemical P'ant

In Decemper 1923, the Company closed its chemical manufacturing faciiity in New Jersey
As a result, the Company is required to conduct envircnmental remediaticn at the facility and
has accrued a liabiity for this purpese. As required, the Company has submitted a clean-up
plan to the New Jersey Department of Environmental Protection (the "State”), which provides
for remediation of the site for y a three- to five-y: penod, as well as continued
grou fora 20-year pencd. While the Company has received initial
comments from the State, the clean-up plan has not been finalized. The Company has
J g its best of the cl p costs of $36.9 milion at
September 32, 1996. Of this amount, $30 1 million was included in deferred credits and other
liabilites and the remainder in accrued expenses and other liabilites. In 1991, the Company
entered into a settlement agreement with a large chemical company that formerly owned the
faciity. Under the settiement agreement, the former owner agreed to pay a substantial portion
of the clean-up costs descnbed above. The Company has recorded a receivable of
$21.5 millien at 30, 1996, 'g the former owner's portion of the clean-up
costs.

None of the amounts related to environmental liabilities have been discounted




OTHER INFORMATION
Item 1. Legal Proceedings.

There are no reportable Suits or proceedings pending or threatened against the Company,
other than as Previously reported.

ltem 6. Exhibits and Reports on Form 8-K.
(a) Exhibits:

1 Exhibit (3) — Bylaws of The

Seuthland Corporation as Amended
April 24, 1996,

Exhibit (11) - Statement re Computation of Per-Share Eamings.

Exhibit (15) — Letter re Unaudited Interim ~inancial Information
Letter of Coopers & Lybrand LLP.,
independent Accountants

Exhibit (27) - Financial Data Schedule.

Submitted in electronic format only.

(b) 8-K Reports

Duning the third quarter of 1996, the Company filed no reports on Form 8-k
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authorized.

THE SOUTHLAND CORPORATION
(Registrant)
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(Officen)
Clark J. Matthews, I
President and Chief Executive Officer

Date: October 31, 1986 1 n
(Principal Accounting Officer)
Donald E. Thomas
Controlier
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EXHIBIT 11

—

THE SOUTHLAND CORPORATION AND SUBSIDIARIES

STATEMENT RE COMPUTATION OF PER-SHARE EARNINGS
(In thousands, except per-share data)

CALCULATION OF EARNINGS PER COMMON SHARE

[P

Three Months Nine Months
Ended September 30, __Ended September 30,
1996 1995 1996 1998
Net earnings $ 37686 S 49847 § 71562 S 85443
- 6270 -

Add interest on Convertible Debt, net of tax 2.105
Net eamings applicable to common
stock and equivalents outstanding S 39791 S 49847

S 79832 $ 85443
Weighted average number of common shares
outstanding
Weighted average number of common shares
ssuable upon conversion of Convertibie Debt 72112
Dilutive effect of stock options after application
of treasury stock method - - 99
Weighted average number of common shares
and equivalents outstanding 482.035 406.923

409,923 409,923 409,923 409,923

72112

482.134

Net earnings per common share and equivalents
(Primary and Fully Diluted)

a2




Exhibic 15
Coopers & Lybrand LLP.

Coopers
&Lybrand

Securities and Exchange Commission
450 Fifth Street, Northwest
Washington, D.C. 20549

Attenticn: Document Control

Re: The Southland Corporation Form 10-Q

We are aware that our report dated October 24, 15S6 on our review of the coridensed
consolicdated balance sheet of The Southland Corporation and Subsidiaries as of
September 30, 1996, the related condensed consolidated statements of eamings for
the three-month and nine-menth periods ended Septamber 30, 1996 and 1595, and the
condensed consolidated statements of cash flows for the nine-month periods ended
September 30, 1996 and 1995, included in this Form 10-Q, is incorperated by
reference in the following registration statements.

Registration No
On Form S-8 for

Post-Effective Ameridment No. 3 to The Southiand
Ccrporation Equity Participation Plan 33-23312

Post-Effective Amendment Ne. 1 to The Southland
Corporation Grant Stock Plan 33-25327

The Southland Corporation 1995 Stock Incentive
Plan 3363617

Pursuant to Rule 436(c) under the Securities Act of 1933, this report should not be
considerad a part of the registration statement prepared or certified by us within the
meaning of Sections 7 and 11 of that Act.

COOPERS & LYBRAND LLP

Dallas, Texas
November 4, 1996

Tab 3

Coopers & Lyorana LLP & & memoer of Coopers & Lyorand inemasonat, 2 &
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934. [FEE REQUIRED]
For the fiscal year ended December 31, 1995

OR
TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934. [NO FEE REQUIRED)
For the transition period from to

(Mark One)

Commission File Numbers 0-676 and 0-16626
The Southland Corporation
(Exact name of regisirant as specified in its charter)
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Item 1. BUSINESS.
GENERAL

The Southiand Corporaton (“Southland,” the “Company” or “Registrant”), conducting
business pnncipally under the name 7-ELEVEN, is the largest convenience store chain in the
world. with almost 15,400 Company-operated. franchised and licensed locations worldwide,
and 1s among the nation's largest retailers

The 7-ELEVEN trademark has been registered since 1961 and is well known throughout
the United States and in many other parts of the worild. The Company believes that 7-
ELEVEN s the leading name in the convenience store industry  Notwithstanding its
divestitures of stores and other businesses since 1987 the Company remains geographically
diversified The Company has, over the past several years, implemented its strategic plan to
divest all its non-convenience store operations, and has tnmmed its store operations by
consolidating its efforts in certan market areas and by closing less profitable stores
Convenience retailing is now the Company’s only business focus

The Company, with executive offices at 2711 North Haskell Avenue, Dallas, Texas 75204
(telephone 214/828-7011) was incorporated in Texas in 1961 as the successor 10 an ice
business organizea in 1927 Unless the context otherwise requires, the terms “Company.”
Southland” and “Registrant” as used herein include The Southland Corporation and its
supsidianes and predecessors  In 1995, Southland's operations (for financial reporting
purposes) were conducted in one business segment the Operating and Franchising of
Convenience Food Stores

At December 31, 1995 the Company’s operations included 5 361 7-ELEVEN convenience
stores in the United States and Canada, 19 High's Dairy Stores and 44 Quik Mart and
SUPER-7 high-volume gascline outlets with mini-convenience stores The Company also has
an equity interest in 220 convenience stores in Mexico (almast all of which are now using the
7-ELEVEN name) Area licensees, or their franchisees, operate additional 7-ELEVEN stores
in certain areas of the United States, in 18 foreign countries and the U S temtones of Guam
and Puerto Rico As of the end of 1995, the Company has an equity interest in three of the
licensees whose area licenses cover six foreign countnes and Puerto Rico

Dunng 1995, the Company continued to focus on its business concept of providing
superor service to its customers through better g, with it by-it control of
inventory at each store, emphasizing the importance of ordering the nght products, on an
individual store level, to remain in stock, at all times, on each particular store’s best-selling
items Through proper ordenng and successful implementation of other store functions, the
Company continues to work toward providing convenience-oriented customers with the
SPEED, QUALITY, SELECTION, PRICE and shopping ENVIRONMENT that will give the
Company a sustainable competitive advantage

THE RESTRUCTURINGS. In 1987 the Company was financially restructured through a
leveraged buyout (the “LBO") and in October 1990 filed a voluntary bankruptcy petition under
Chapter 11 of the US. Bankruptcy Code In March 1991, the Company emerged from




bankruptcy with a $430 million infusion of capital from its new majonty owner |YG Holding
Company, which is jointly owned by Ito-Yokado Co, Ltd (‘lto-Yokado®) and Seven-Eleven
Japan Co , Ltd ("Seven-Eleven Japan®) both Japanese corporations Seven-Eleven Japan is
the Company's largest area licensee. operating over 6 200 7-ELEVEN stores in Japan and
through its wholly-owned subsidiary Seven-Eleven (Hawan), Inc. 46 7-ELEVEN stores in
Hawail

On February 21. 1991, the U S Bankruptcy Court for the Northern Distnct of Texas issued
an order (the “Confirmation Order”) confirming the Company's Plan of Reorganization (the
Plan™ and on March 4. 1991, the Confirmation Order became final and non-appealable (See
Legal Proceedings.” below) The Plan provided for hoiders of the Company's then
outstanding debt and equity secunties (the "Old Secunties”) to receive new debt secunties,
common stock and. in certain cases, cash, in exchange for their Old Secunties and, pursuant
to a Steck Purchase Agreement, for Ito-Yckado and Seven-Eleven Japan te acquire
approximately 70% of the Company for $430 million in cash In addition, among other things.
the Plan provided for the amendment and restatement of the Company’s Credit Agreement
with its Senior Lenders (the “Credit Agreement”) and for the Company to effect a one-for-ten
reverse stock split of its common stock (the “Stock Spiit”) The closing (the “Closing”) under
the Stock Purchase Agreement (the “Stock Purchase Agreement”) occurred on March 5,
1591, and the Company issued 286,634 619 shares of common stock, $.0001 par value (the
Cemmon Stock”), to IYG Holding Company, a Delaware corporation, jointly owned by
ito Yokado and Seven-Eleven Japan, and received $430 million n cash In connection with
the Closing, the Company entered into a Sl s Ag! a Warrant Ag it and

ploy t Ag with the T p below, see “Other Information About
the Company”)

Pursuant to the Plan, holders of the Company's Old Secunties were entitied to exchange
until March 5, 1992, their Old Securities for new debt, equity and in some cases, cash, and
newly issued warrants (the “Thompson Warrants™), exercisable at $175 per share (unti
February 23, 1996) to acquire certain shares of common stock owned by the Thompsons and
certain other hoiders of the old common stock (the “Warrant Shareholders”), pursuant to a
Warrant Agreement with Wilmington Trust Company as Warrant Agent (the “Warrant
Agreement’)

THE PURCHASER |YG Holding Company, a Delaware corporation (the “Purchaser” or
1YG"), 1s a jointly owned subsidiary of Ito-Yokado and Seven-Eleven Japan, formed for the
specific purpose of purchasing the Common Stock of the Company pursuant to the Stock
Purchase Agreement Ito-Yokado owns 51% and Seven-Eleven Japan owns 49%
respectively, of IYG

Ito-Yokado Ito-Yokado is among the largest retailing comparies in Japan Its principal
business consists of the operation of 155 superstores that sell a broad range of food. clothing
and household goods In addition, its activities include operating two restaurant chains doing
business under the names “Denny's” and "Famil” and a chain of supermarkets All of
Ito-Yokado's operations are located in Japan except for some limited purchasing ac'vities
Pror to 1990, Ito-Yokado had no affilation with the Company, other than through its majority-
owned subsidiary, Seven-Eleven Japan (see below) which is the Company's area licensee in
Japan In 1990, in addition to entenng into the Stock Purchase Agreement, Ito-Yokado
provided the Company with much-needed intenm liquidity through a $25 million term loan




agreement. This term loan, plus interest, was repaid on March 5, 1991 In addition, in 1992
Ito-Yokado guaranteed the Company's $400 million commercial paper facilty and in
November 1995, Ito-Yokado purchased $153 million of 4 5% Convertiole Quarterly income
Debt Secunties due 2010 (see "Refinancing of Certain Debt Secunties” below) issued by the
Company

Seven-Eleven Japan Seven-Eleven Japan is the largest convenience store chain in
Japan Seven-Eleven Japan is a 50 3%-owned subsidiary of Ito-Yokado Seven-Eleven
Japan is the largest area licensee of the Company with approximately € 269 stores in Japan
and owns Seven-Eleven (Hawail). Inc . which as of year-end 1995, operated an additional 46
7-ELEVEN stores in Hawaii under a separate area license agreement covering that state. In
November 1995, Seven-Eleven Japan purchased $147 million of 4 5% Convertible Quarterly
Income Debt Secunties (see "Refinancing of Certain Debt Secunties™ below) issued by the
Company

REFINANCING OF BANK DEBT. On December 21, 1994, the Company refinariced all of its
remaining debt under the Credit Agreement, onginaily entered into in 1987 The bank group.
led by Citicorp North Amenca, Inc , as Agent, and The Sakura Bank, Limited, as Co-Agent is
comprised of six Japanese banks, four Amencan banks and one Canadian bank. The
amended Credit Agreement. which will mature at the end of 1999, provices for a $300 milion
term loan. $150 million letter of credit facility and a $150 million revolving credit facility. The
term loans and any revolver borrowings carry a floating interest rate of either the Citibank, N A
base rate or a reserve-adjusted Eurodollar rate plus 975%

REFINANCING OF CERTAIN DEBT SECURITIES. On November 22, 1995, the Company
issued $300 million aggregate principal amount of 4 5% Convertible Quarterly Income Debt

Secunties due 2010 (the “Convertible Debt Secuntes) to Ito-Yokado and Seven-Eleven
Japan. The Convertible Debt Secunties are subordinated to all existing cebt and pay interest
quarterly, however, the Company has the nght to defer interest payments thereon for up to 20
consecutive quarters. The Convertible Debt Secunties are convertible into shares of the
Company s common stock at a price of $4 1602 per share, subject to adjustment in certain
cases

In addition, on November 21, 1995 the Company successfully concluded its “Dutch
auction” tender offer for 40 percent of both its 5% First Pnonty Senior Subordinated
Debentures due December 15 2003 (5% Debentures”) and 4%% Second Prionty Senior
Subordinated Debentures (Senes A) due June 15, 2004 ("4%% Debentures,” together with the
5% Debentures, the “Debentures’) Under the terms of the tender offer, approximately
$180.621,000 milion face amount was purchased at the final clearing price of $840.00 per
$1.000 principal amounts for the 5% Debentures and approximately $82,719,000 million face
amount was purchased at the final cleanng price of $786 00 per $1,000 principal amount for
the 4%% Debentures. All Debentures tendered below the final cleanng price were purchased
at the final clearing price  Debentures tendered at the final clearing price were prorated, and
those tendered at pnces above the final clearing price were retumed. The 5% Debentures
acquired by the Company through the tender offer have been used to satisfy the Company's
sinking fund obligations for several years under the terms of the indenture govemning the 5%
Debentures




The Company recewved total proceeds from the issuance of the Convertible Debt
Secunties of $300 million, of which approximately $217 million was used to purchase the
tendered Debentures Additional open market purchases of the Debentures may be made in
the future The remaining proceeds will be used for general corporate purposes including
nitially. the repayment of currently outstanding commercial paper and revolving debt if any

Operating and Franchising of Convenience Food Stores

7-ELEVEN STORES On December 31, 1995 there were 5361 7-ELEVEN convenience
stores included in the Company's cperations and 625 stores (in the United States) operated by
area licensees Such stores are operated principally under the name 7-ELEVEN and are
located in 41 states. the District of Columbia, ang five provinces of Canada Dunng 1985, the
Company opened 22 convenience stores (of which 11 were rebuilds or relocations of existing
stores) and closed 228 convenience stores, due to changing market pattems. lease expirations
and the closing of selected stores that were not profitable

The Company's convenience stores are extended-hour retail stores. emphasizing
nvenience to the customer and providing fresh take-out foods grocenes and beverages
gasoline (at about 2000 stores). dairy products non-food merchandise. specialty items.
certan financial services, lottery tickets, and incidental services Generally, the Ccmpany's
stores are open every day of the year and are located in neighborhood areas, on main
thoroughfares, in shopping centers. or on other sites where they are easity accessible and
have ample parking facilites for quick in-and-out shopping Stores are generally from 2 400 to
3,100 square feet in size and carry 2,300 to 2,600 items The vast majonty of the stores
operate 24 hours a day The stores attract early and late shoppers, lunch-time customers
weekend and holiday shoppers and customers who may need only a few items at any cne time
and desire rapid service The Company has been emphasizing its new product mix and
expanding its selection of higher quality fresh foods and i1s experimenting with other
merchandising innovations to encourage exsting customers to increase their shopping
frequency and tc enhance the stcres appeal to new customers The Company has also taken
a new approach 1o providing fresh food merchandise to the stores, through the introduction of
daily delivery of freshly made sandwiches and bakery products from commissanes and newly
opened baking facilities operated to serve only the needs of 7-ELEVEN stores, with such
products as well as many others now being distributed in several markets from local area
combined distnbution centers that serve only 7-ELEVEN stores In addition, there has been an
ncreased focus on novelty and seasonal items to spur impuise buying and stores are being
further encouraged to introduce items that are new to the market or new to convenience
stores in order to encourage customers to shop in 7-ELEVEN stores frequently to see the
constantly updated array of new items in the stores, which are designed to appeal to a broader
mix of customers

Substantially all convenience store sales are for cash (including sales for which checks are
accepted). although major crednt cards. along with the “Citgo Plus” credit card. are accepted in
most markets, for purchases of both merchandise and gasoline Credit card sales currently
account for approximately 6 8% of sales. including gasoline

REMODELING OF STORES. Dunng 1995 the Company continued the most extensive
remodeling in its history By the end of 1995, approximately 4,100 stores had been remodeled
to conform to the new store image The Company anticipates that approximately 1100
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additional stores will be remodeled in 1996 The remodeled stores have increased intenor and
exterior ighting. wider aisles. shopper-friendly aisle markers, lower sheilf heights to help
shoppers locate items faster less cluttered aisles and counters. upgraded gasoline island
equipment, and a new tri-stnped extenor store facade that replaces the mansard roofs of many
existing stores  In addition. closed circuit TV cameras have been added at the remodeled
stores as a further secunty upgrade The remodeling process has been greatly streamlined to
be less disruptive of the store’s business and to focus on the changes that customers notice
and appreciate most, such as brighter lighting and more user-fnendly store layouts

MERCHANDISING During 1995 the Company further intensified its focus on better order
forecasting to avoid lost sales opportunities caused by out-of-stock conditions. Through case
studies and other examples, the entire field organizaticn has been kept informed on ways 0
dentify and track each store's best-selling items in each product category Store employees
are responsible for placing orders with a view toward forecasting the demand for the highest
selling items in the store, based on specific local conditions

Each store’s merchandise inciudes a selection of core items as well as optional items
selected by the individual store operators to meet their customes local needs and
preferences Durnng 1935, the Company continued to expand its selection of seasonal and
novelty items, taking advantage of each holiday or other identifiable event (such as graduation
ume. start of the football or baseball season, etc ) with a preplanned mix of merchandise made
availatle to the stores on end cap mer in an 1 of possible impuise
or last-minute shopping at such times as Valentne's Day, Easter, Mother's Day. Halloween
and Chnstmas ‘n addition. the Company developed promotions that were tied to both the NFL
footba!l season and the NHL hockey season using novelty items in the stores, supported by
radio and pnnt media advertising

Dunng 1995, as part of the Company s new merchandising focus, between 20 and 25 new
items were made available to the stores each week Store operators were encouraged to try
new items and, through case-study its, store op: were able to see the
incremental benefits derived by offenng the new items in the stores

In addition, dunng 1995 the Company continued to its everyday-fair-pi
strategy, which minimizes discounting, but lowers prices on some items to provide consistent,
competitive prices throughout the store. The Company is applying a more flexible approach to
pricing on different products in different markets, while working with suppliers to find ways to
lower costs to the Company. so that any savings can be reflected in the pnce to the customer

NEW PRODUCTS Fresh Foods and Food Products. Dunng 1995 the Company
continued its initiative to introduce more fresh food products of a higher quality into the stores.
Jaly deliveries are being made of sandwiches salads, breakfas! tems and fresh-made
pastnes - all tems marketed under 7-ELEVEN's propnetary DELI CENTRAL and WORLD
OVENS brand names Under this initiative, 7-ELEVEN aligns itself with local bakenes and
kitchens™ or commissanes These companies prepare food to 7-ELEVEN's specifications
exclusively for the stores and have the product delivered in the exact quantites ordered by the
stores through the combined distnbution center program (see “Distribution, Fresh Products,”
below)
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By the end of 1995 there were four commissary facilities providing fresh-made foods to
the stores One commissary, operated by Prme Deli Corporation in Dallas. Texas, provides a
wide range of freshly prepared food to approximately 228 stores In late 1954 with the help of
The Pillsbury Company. WORLD OVENS fresh bakery products were deveioped and
introduced to 7-ELEVEN stores in Texas These high-quality products are proprietary to
7-ELEVEN and are manufactured in a new bakery facility just outside Dallas. specifically
opened and operated to serve 7-ELEVEN's needs The commissary in Austin, Texas, which
has been operating since 1992 has begun testing new proprietary sandwiches and breakfast
sandwiches in the Austin area

In addtion. dunng 1994, food production began from a newly duilt commissary facility
(Fresh to Go Foods) in the Philadelphia/New Jersey market area that produces fresh food
items for approximately 400 franchised stores in that market area The area served by this
taciiity will be expanded to include the Baltimore area dunng 1996 Another commissary is
also servicing approximately 160 franchised stores in the Long Island. New York market area
In addtion, WORLD OVENS products are also being supphed to stores in the
Philadalphia/New Jersey market area from a bakery faciity in Baltimore In late 1995, the
Company signed a commissary agreement for parts of Denver and surrounding areas The
Company is also in the process of finalizing arrangements for additional commissanes and
bakenes in 1996 covering markets in parts of California, Virginia, Baltimore Washington. D C
Chicago, Denver, Colorado Springs. Tampa and Orlando.  The Company plans tc have the
DELI CENTRAL and WORLD OVENS products in aimost all of its stores within a few years

Through the use cf the commissanes and other suppliers, several new categories of fresh
fond products were added to the cold sandwich food offerings in 1995 in selected areas of the
country including ethnic products. such as Mexican items, unique hot sandwich offenngs. new

salads, fresh bagels and prepared fruit and vegetable products, as well as aftemncon pastry
products, such as cookies and brownies Over 200 new fresh food items were introduced
across the country and these new products accounted for a significant portion of the growth in
the fresh food category in 1995 In addition. several new lines of signature products are being
tested in vanous areas including Tenyaki Rice Bowls and unique signature sandwiches such
as Chicken Focaccia and Chicken Caesar Pita

Propnetary products were a big part of the Company's intiative to offer higher quality
food and beverage selections, with the Company ¢ g to expard its brand
QUALITY CLASSIC SELECTION spring water and soft drnks with the addition of flavored
teas. new packages like a one-liter sports bottle for the spring water and sparkling waters in
some markets QUALITY CLASSIC SELECTION was launched in Canada in 1995

In the hot beverage area, as a Ct 1o p g its ever-popular 7-ELEVEN
coffee, the Company continued to emphasize its own propnetary regular and sugar-free CAFE
SELECT hine of gourmet-flavored coffees. hot chocolates and cappuccinos, which added hot
beverages that had appeal throughout the day. in addition to the tracitional peak morning
coffee hours Approximately 95% of 7-ELEVEN stores offer the new hot chocolate and
cappuccino products

Non-Food Items 7-ELEVEN also continued its emphasis on staying ahead of its
competitors by providing a selection of non-food services, such as the continued aggressive




marketing of branded prepaid telephone cards for long distance service. The prepaid
telephone cards, which were onginally introduced in November 1994, now include collectors
senes and 90-minute vaneties Dunng 1995, the Company became the largest retailer of
prepaid long distance telephone cards in the U.S . using ext d 1g and p

like its 7-ELEVEN NFL Quarterback Collectible Phone Card By year end over 5,000 stores
were selling the 7-ELEVEN PHONE CARDS for prepaid long distance calling in 15-, 30-, 60-
and 90-minute increments  In 1995, 7-ELEVEN sold over 3 million cards The Company
expects to introduce the 180-minute card, and two collector sernies cards, in 1996, and to
continue to seek expanded sales in the burgeoning phone card market

The Company also continued te install more automatic teller machines under its 1993
agreement with Electronic Data Systems Corporation ("EDS") and continued its ATM program
with other vendors, as well By year-end there were approximately 4,600 ATMs in 7-ELEVEN
stores around the US as well as 350 machines in its Canadian stores. EDS pays the
Company a flat fee per month per ATM as well as trar based fees 't upon the
number of transactions per month During 1995, a surcharge (a fee charged by the ATM
owner/operator) added to each ATM transaction was tested in markets in Calfornia and
Nevada, as well as other areas A portion of the surcharge is shared with 7-=LEVEN, resulting
in significant growth in income from this category  EDS plans to continue the surcharge rollout

in 19
The Company is one of the nation's leading retailers of money orders and. in 1995 began
upgrading the money order processing equipment in the stores in an e'fort to make this
product even more appealing to customers and to make 1t easier for store operators to provide
a more efficient and faster transaction, satisfying the needs of the convenience shopper

The Company continued to focus on adding new and popular seasonal merchandise and
in May introduced a new selection of 36 styles of sunglasses with the sophisticated look of
certain very expensive brands - but at extremely reascnable pnces Eighty percent of the
stores participated and ordered the new display which holds 18 pairs of sungiasses As a
result of this new program, sunglass sales were up 94% in 1995 over 1994

GASOLINE In 1995, the Company sold over 14 billion gallons of gasoline at retail at
approximately 2,000 7-ELEVEN stores and other Southland self-serve outlets The Company
monitors gasoline sales to maintain a steady supply of petroleum products to the Company's
stores to determine competitive retail pncing, to provide the appropnate product mix at each
location and to manage inventory levels, based on market conditions Dunng 1995 the
Company continued its program to upgrade the gasoline pump area of the stores, by adding
canopies and new equipment Approximately 900 stores are now equipped to accept credit
cards for the purchase of gasoline at the pump, which makes gasoline shopping at 7-ELEVEN
stores even more convenient for the credit customer  Almost all of the Company's stores offer
CITGO-branded gasoline

Ounng 1995 the Company discontinued the sale of gasoline at approximately 56 locations
(due in many cases. to the closing or divestiture of the entire store, with the others eliminatea
due to the strategic decision to discontinue the sale of gasoline at the particular location). and
may discontinue gasoline sales at about 30 addtional locations in 1996 In 1995 the




Company assumed responsibility for gasoline operations at 45 locations where the gascline
faciiiies had previously been operated by third parties

The Company has a long-term product purchase agreement with CITGO Petroleum
Corporation ("Citgo’) under which Southland purchases substantially all its US gasoline
requirements from Citgo at market-related prices through the year 2006

Holders of the "Citgo Plus” credit card can use the card to finance purchases of gasoiine.
as well as other merchandise. at 7-ELEVEN stores At year-end. there were more than 13
million active “Citgo Plus” credit card accounts

DISTRIBUTION. Fresh Products To furtner faciitate the sale of fresh products in the
stores, the Company continued to roll-out its combined distnbution program through the
strategic alliance with companies that specialize in distnbution. These *hird-party distribution
comp provide distnbuty and c dock faciliies where the products of muiltiple
vendors, many of whom formerly delivered directly to 7-ELEVEN stores themseives, are
combined to make one delivery to the store. This enables the stores to receive daily
shipments of products where freshness is paramount and avoids the inconvenience of multiple
daily delivenes to the stores by several vendors By the end of 1995 €25 stores in Texas
Long Island, Philadelphia and New Jersey were receiving daily delivenies of the freshest dairy
products, produce packaged baked goods bread products and even products like fresh-cut
flowers, through 7-ELEVEN's combined distnbution center ("CDC”) program In 1994, the
Company entered into a five-year agreement with E A Sween Company for EA Sween to
provide distnbution services through operation of (1) a CDC facility in the Dallas/Fort Worth
area o service approximately 250 stores in that area and (u) a COC facility in the Austin
market area to service approximately 50 stores in that area Included in the products
distnbuted through the CDCs are those produced by Pnme Deii Corporation from its
commissary and the WORLD OVENS products from Southbury Bakery. both in the Dallas
area and products from the commissary facility in Austin. which has now been open and
serving 7-ELEVENSs since 1992 As of year-end 1995, there were CDCs operating in Dallas
and Austin, Texas, in New Jersey (serving the Philadelphia/New Jersey market area) and on
Long Island. New York The Company plans to further align itself with additional CDC facility
operators in 1996 in Tampa and Orlando, Flonda, Long Island. New York. Denver and
Colorade Springs, Colorado, the southern Maryland/northem Virginia market, including
Washington, DC . and in San Jose California, and is in vanous stages of finalizing
agreements with several operators who will provide the distnbution services covering each of
these new areas

In addition, the Company expenmented in 1995 with utiizing the delivery capabilities of
the Dallas CDC for perishable items other than food Fresh-cut flowers, including roses, are
now being distnbuted by the Dallas COC

Warehouse Produc's - The Company continued to utilize the distnbution services of
McLane Company. Inc, pursuant to a ten-year contract entered into in 1992, for delivery of
warehouse products to all of the Company's corporate stores and those franchise stores that
utiize McLane for distribution services. McLane serves Southland using two former Southland
distribution centers and eight additional distnbution centers throughout the country The
Company has worked with McLane to minimize out-of-stock conditions and to assist McLane to
be increasingly responsive to individual store's needs




Most franchisees are required only to carry merchandise of a type, quality, quantity and
vanety consistent with the 7-ELEVEN image Except for consigned merchandise and certain
proprietary items, franchisees are not required to purchase merchandise from the Company or
vendors it recommends, or to sell their merchandise at prices suggested by the Company

SUPPLY AGREEMENTS In connection with the sale of the Company’'s Reddy Ice and
Daines Group divisions, both in 1988, the Company entered into long-term contracts to
purchase the products histoncally supplied to the Company's stores by such divested

operations Although the Reddy Ice contract expired by its terms in May 1995, the Company
has continued to buy :ce from Reddy Ice

PRODUCT CATEGORIES The Company does not record sales on the basis of product
categones However based upon the total dollar volume of store purchases, management
estimates that the percentages of its 7-ELEVEN convenience store sales in the United States
by pnncipal product categones for the last five years were as follows

Years Ended December 31

Ii

Product Categories 1992
- 225%

L

24

2
96
94
a8
52
45
28
18
4
?

Cust
Heath/Beauty Ads
Total

l

LOCAL REGULATIONS In certain areas where stores are located, state or local laws
limit the hours of operation or sale of certain products, most significantly alcoholic beverages.
tobacco products, possible inhalants and lottery tickets State and local regulatory agencies
have the authonty to approve. revoke, suspend or deny applications for and renewals of
permits and licenses relating to the sale of these products or to seek other remedies In most
states. such agencies have discretion to determine if a icensee 1s qualified to be licensed. and
denials may be based on past noncompliance with apphicable statutes and regulations as well
as on the involvement of the licensee in cnminal proceedings or activities which in such
agencies’ discretion are determined to adversely reflect on the licensee’s qualfications Such
regulation 1s subject to legislative and administrative change from time to tme

Since 1984, the Company has had in place an extensive program entitied COME OF AGE
fo train store personnel in the laws relating to the proper handling and sale of age-restncted
products  Thus training program is provided to all sales associates in corporate stores and is
made available to all franchisees and licensees




FRANCHISES At December 31 1995 2896 7-ELEVEN stores were operated by
independent franchisees under the Company's franchise program for individual 7-ELEVEN
stores Sales by stores operated by franchisees (which are included in tha Company's net

sales) were approximately $2 832 131 000 for the year ended December 31 1995

In its franchise program for individual 7-ELEVEN stores, the Company selects qualified
applicants and trains the individuals who will participate personally in operating the store  The
franchisee pays the Company an inial fee which vanes by store, and is generally caiculated
based upon gross profit expenence for the store or market area, to cover certain costs
including fraining. an allowance for travel meals and lodging for the trainees. and other costs
relating to the franchising of the store Under the standard form of franchise agreement, the

~ompany leases or subleases. to the franchisee a ready-to-operate 7-ELEVEN store that has
been tully equipped and stocked The Company bears the costs of acquinng the land, bullding
and equipment. as wel! as most utility costs and property taxes

Under the standard franchise arrangement. which typically has an initial term of 10 years
the franchisee pays for all business licenses and permits, as well as all in-store selling
expenses, including payroll. inventory and cash vanations, supplies. nventory, payroll and
other business taxes certain repairs and mantenance and other controilable in-store
expenses and is required to invest an amount equal to the cost of the store’s inventory and

ash register funa  The Company finances a portion of the cost of business licenses and
permits and of the investment in inventory. as well as the ongoing operating expenses and
purchases of inventory

Under the standard franchise agreements currently in effect, the Company shares in the
gross profit of the store (ranging from 50% to 58%. depending on the hours of store operation,
adjusted if necessary to assure the franchisee a specified gross income before selling
expenses) based on all sales of merchandise and services except those on which the
Company pays the franchisee a commission (such as consigned gasoline) The Company's
share of gross profit. called the “7-ELEVEN Charge.” i1s its continuing royalty charge to the
franchisee for the license to use the 7-ELEVEN operating system and trademarks, for the
lease and use of the store premises and equipment and for continuing services provided by
the Company These services include merchandising, advertising, recordkeeping, store audits
contractual indemnification, business counseling services and preparation of financial
statements Other optional services are available from or through the Company for additional
fees

During 1995 the Company continued testing a new franchise agreement that provided a
three-tiered structure for calculating the 7-ELEVEN Charge This test, which is limited to
Washington. Idaho and Oregon, will continue, in those states only, dunng 1936 The
Company has been working on the development of a new franchise agreement with the help
of a committee of franchisees from the National Advisory Council The Company anticipates
that there vall be an ongoing process to revise the franchise agreement, on a penodic basis
to ensure it stays in step with the Company's business concept

In addition, dunng the first part of 1996 the Company increased the traning program
being offered for franchisees The program now consists of 7 weeks of intensified instruction
in the new gies that are being ted by the Company




The Company is also encouraging existing successful franchisees to franchise multiple
locations This will provide growth opportunities for current franchisees within the 7-ELEVEN
system by encouraging them to pursue additional stores which aiso will result in increased
income for the franchisee partly by creating opportunities for lower per unit oparating
expenses for the franchisee and the Company To stimulate this multiple growth the
Company has offered certain incentives during the first quarter of 1996 to qualified franchisees
(and corporate store managers in a franchise area) by recalculating and reducing the
franchise fee in such situations

Under Southland's standard franchise agreement, the franchise may be terminated by the
franchisee at any time or by the Company for the causes. and upon the notices, as specfied in
the franchise agreement and as provided by applicable law In the event of expiration or
termination of the franchise, the Company has the nght to (i) acquire the franchisee’s interest
n inventory of a type, quantity. quality and varety consistent with the 7-ELEVEN image and
the other tangible assets in the franchise business. and, (i) take possession of the real
property on which the store is located, and. in such event, the franchisee has no continuing
lease oplhgatons Certain franchisees nave contractual nghts to sign new franchise
agreements upon expiration of their existing agreements, so long as they meet certain
specified conditions

Many states in which the Company franchises individual 7-ELEVEN stores have enacted
legisiation governing the offer, sale, termination and/or renewal of franchises, and the Federal
Trade Commission has a trade reg rule reg. g required to pr
franchisees

AREA LICENSES As of December 31 1995, the Company had granted domestic area
licenses to eight companies which were operating 625 convenience stores using the 7-
ELEVEN system and name in certain areas of Alaska, Arkansas, Hawaii, indiana (usirg the
name Super-7 in Indianapolis). lowa Kansas Kentucky, Michigan, Minnesota, Missoun,
Montana, Nebraska, New Mexico, North Dakota Ohio. Oklahema, Pennsylvania, South
Dakota, Texas, Utah, West Virginia and Wyoming Although parts of both Nevada and Virginia
are also covered by area licenses. there are no stores currently operated under the area
licenses in those states The 46 stores in Hawan are operated under an area license
agreement with Seven-Eleven (Hawau). Inc (a subsidiary of Seven-Eleven Japan) Dunng the
first quarter of 1995 Southguard Corporation and the Company agreed to terminate
Southguard's two area licenses covenng parts of Texas and Oklahoma, in exchange for the
payment of a one-time termination fee from Southguard to the Company

As cf the end of 1995, foreign area license agreements covered the operation of € 269
7-ELEVEN stores in Japan, 1,158 in Taiwan, 554 in Thalland, 328 in Hong Kong, 153 in
Austraia 110 in South Korea, 93 in Malaysia, 83 in the Philippines, 80 in Spain, 77 in
Singapore, 53 in the United Kingdom. 39 in Norway. 31 in Sweden, 22 in China. 14 in Brazil
12 in Puerto Rico. 11 in Denmark, 10 in Guam and nine in Turkey In connection with the
granting of area licenses in Brazil, Norway (which license now also includes Denmark, Finland
and Sweden) the Philippines and Puerto Rico, the Company acquired an equity interest in
those area licensees Nine “12+12" stores in Spain, not included in the 80 stores menticned
above. are also under license agreement




Stores operating under area licenses are not included in the number of Company
operating units, and their sales are not included in the Company's revenue Revenues from
inital fees paid for area licenses and continuing royaities based on the sales volume of the
stores are included in Other Income

INTERNATIONAL AFFILIATES The Company also has an equity interest in 220
convenience stores in Mexico operated by 7-Eleven Mexico, and one store in Mexico i1s
operating under a license agreement with 7-Eleven Mexico These stores. which feature
merchandise and services essentally the same as 7-ELEVEN stores, had been operating
under the name SUPER SIETE until 1991, however, now aimost all stores are using the
7-ELEVEN name Sales from the stores in Mexico are not included in Southland's revenues
but Southland's equity in their operating results 1s included in Other Income and has not been
matenal

HIGH'S DAIRY STORES As of December 31, 1995 the Company cperated 19 High's
Dairy Stores located in Maryland, Pennsylvania, Virginia and West Virginia, which are similar in
size and location to 7-ELEVEN stores and feature a product mix that emphasizes a varety of
dairy products

QUIK MART AND SUPER-7 GASOLINE UNITS. At December 31, 1995, 44 Quik Mart
and SUPER-7 gasoline units were in operation in nine states. A typical Quik Mart is a high-
volume gasoline outlet combined with a mini-convenience store ranging in size from 300 to
1,600 square feet of sales space stocked pnmanly with snack food, candy, ccic drinks and
other immediately consumable items, while a Super-7 gasolne unit is a high-volume, muiti-
pump, self-service gasoline-dispensing operation

Corporate

CITYPLACE The Company's headquarters are located in "Cityplace Center East” its
42-story office tower located on the east side of Dallas’ Central Expressway north of Dallas’
central business distnct. The Company currently occupies approximately 525,000 square feet
about 39% of Cityplace Center East. Dunng 1995, leases covenng approximztely 60 000
additional square feet were signed, both with new tenants and with current tenants The
building is now virtually completely leased or reserved for expansion under current leases
The Company is in the process of a further consolidation of its offices, which would make

space for

DIVESTITURES

Dunng 1995, the Company sold its former food center in Salt Lake City, Utah to McLane (the
lessee). This property consisted of a 215 acre tract on which a 77 000 square foot food
processing plant is located. including 6,930 square feet of office space

OTHER INFORMATION ABOUT THE COMPANY

CREDIT AGREEMENT AND DEBT COVENANTS The Company's amended Crednt
Agreement contains a number of financial and operating covenants requinng, among other
things. the maintenance of certain financial ratios, including interest coverage. fixed-charge
coverage. and senior indebtedness to EBITDA (defined in the Credit Agreement as 2amings




pefore interest, income taxes depreciation and amortization, with adjustments for certain
extraordinary and unusual gains and losses) The covenant levels established by the Credit
Agreement generally require a continuing improvement in the Company's financial condition
The Credit Agreement also contains vanous covenants which, among other things, (a) limit the
Company's ability to incur or guarantee indebtedness or other liabilities other than uncer the
Credt Agreement, (b) restnct the Company's ability to engage in asset sales and
sale/leaseback transactions. (c) restnct the types of investments the Company can make and
(d) restnct the Company's ability to pay cash dividends, redeem or prepay principal and
interest on any subordinated debt and certain senior debt These covenants contain
exceptions that are customary in credit agreements associated with financings of companies
having creditworthiness similar to Southland's. as well as exceptions consistent with the
specific nature of the business and financial operations of the Company

The Company's outstanding Debt Secunties contain certain covenants which, among
other things, (i) limit the payment of dividends and certain other restncted payments by both
the Company and its subsidianes, (i) require the purchase by the Company of tha Debt
Secunties at the option of the holder upon a change of control (as defined in the indentures
governing the Debt Securities). (m) limit additional indebtedness, (iv) limit future exchange
offers, (v) imit the rep t of . (vi) require board approval of
certain asset sales, (vi) limit transactions with ceﬂam slockhcldsrs and affilates and (viil) imit
censolidations, mergers and the conveyance of all or substantially all of the Company’s assets

The Company's outstanding Convertible Debt Secunties, which were issued in November
1995, to Ito-Yokado and Seven-Eleven Japan, are subordinated to ail existing debt, convertible
into the Company's Common Stock at a premium and carry certain registration nghts that
require the Company to register the Convertible Debt Securities (or Common Stock issued
upon conversion) under the Secunties Act of 1933 The hoiders may elect to convert the
Convertible Debt Secunties in denominations of $1,000 principal amount or integral multipies
tnereof, into shares of the Company's Common Stock. The number of shares obtained is
determined by dividing the pnncipal amount of the Convertible Debt Securities being cenverted
by $4 16 which represents an average of Southland's share pnce at the time the Convertible
Debt Secunties were issued, plus a premium. The $300 million Convertible Debt Securties are
convertible into approximately 72 million shares of the Company’s Common Stock

SHAREHOLDERS AGREEMENT. Upon the Closing, the Company, the Purchaser,
Ito-Yokado and vanious holders of the Company's Common Stock who held the common stock
prior to the Closing (the “Existing Shareholders’) entered into a shareholders agreement (the
Shareholders Agreement”) pursuant to which the parties were not permitted to offer, sell,
assign, transfer, grant a particpation in, pledge or otherwise dispose of any shares of
Common Stock except in compliance with the Shareholders Agreement

he which on March 5 1996, provided each of the
Existing Shareholders (and any persons who hold employee options or employee convertible
debenturcs to purchase shares of Common Stock as a result of employment with the
Company) with the right and option to require the Purchaser to purchase up to all of the shares
of Common Stock held by such person on the fifth anniversary of the date of the Sharsholders
Agreement at the fair market value (to be determined in accordance with the terms of the
Shareholders Agreement) of such shares on such date In addition, the Sharsholders

9 i, as on Di 30. 1992, pi that the parties to the agreement




shall cause Southland's Board of Directors to consist of, and would vote their shares as to the
election of directors so that the Board shall consist of, (i) two individuals designared by Existing
Shareholders holding a majonty of shares held by the Existing Shareholders, (1) ten individuals
selected by the Purchaser. (i) two individuals initially designated by the Official Committee of
Bondholders appointed by the Bankruptcy Court and, from and after the next annual or special
meeting of the Company’s shareholders at which the election of directors occurs, designated
by the holders (the “Other Shareholders”) of shares of Common Stock other than the
Purchaser and the Existing Shareholders (the “Other Shareholder Nominees’) and (iv)
although no such obligation then existed, two independent directors if, and to the extent
required to meet the listing or quotation requirements of any exchange or gquotation system
upon which the Common Stock is or shall be listed or traded (and only if. and to the extent
that the Other Shareholder Nominees fail to qualify as such independent directo’s) Because
the Shareholders Agreement terminated on March 5, 1996, (except for certan continuing
registration nghts) the holders of shares that were subject to the Shareholders Agreement are
no longer restricted by the terms of the agreement as to voting, transfer, or sale of such
shares

Moreaver. under the Shareholders Agreement, Ito-Yokado provided the Thompsons and
certain of the parties to the Shareholders Agreement (other than participants in the Company's
Grant Stock Plan with respect 1o shares acquired pursuant to participation in such Grant Stock
Plan) with cenain lcans (the “Loans’) based on the pledge of shares of Common Stock as
coliateral for the Loans (the “Collateral Shares”) Such Loans are nonrecourse obligations of
the borrower except to the extent of the Collateral Shares Such Collateral Shares may not be
sold uniess the Loan secured by such Shares is repaid simultaneously with such sales
Certain of these loans have been extended and refinanced In addition, under the terms of the
Shareholders Agreement, IYG has the obligation to purchase, if requested to do so, cenain
shares (including those pledged as collateral) from the Thompsons and other signatones to the
Shareholders Agreement The Shareholders Agreement was amended in Fetruary 1996, so
that the pnice to be paid for any shares purchased would be determined by the average of the
closing price for the Common Stock on February 27, 1996 through March 12, 1996 Any
purchase of such shares i1s now scheduled to occur on Apni 22, 1996

THE WARRANT AGREEMENT As part of the Plan and the Ciosing on March 5 1991
Thompson Brothers, LP. The Hayden Company. The Phip Co. The Williamsburg
Corporation and Thompson Capital Partners L P (collectively. the “Warrant Shareholders)
entered into a Warrant Agreement with Wilmington Trust Company as Warrant Agent. the
Company and Ito-Yokado Pursuant to the Plan the Company agreed to issue, on behalf of
the Warrant Sharehoiders the Thompson Warrants exercisable by the holders thereof to
purchase up to an aggregate of 10,214 842 shares of Common Stock owned by the Warrant
Shareholders

Jnder the Warrant Agreement, each Thompson Warrant entitied the holder to purchase
at the exercise pnce (the “Exercise Pnice”) of $175 per Thompson Warrant one of the
underlying common shares, subject to adjustment as provided in the Warrant Agreement
dunng the penod beginning three months after the date of the Warrant Agreement and ending
on February 23 1996 As of February 23 1996 tie expiration date of the Thompson
Warrants_ a total of 10,098 089 Thompson Warrants had been exercised




THE EMPLOYMENT AGREEMENTS As a condition to the Closing. the Company
entered into five-year Employment Agreements with Messrs John P Thompson, Jere W
Thompson and Joe C (Jodie) Thompson, Jr As of December 30, 1992, the Employment
Agreement with Joe C Thompson Jr was terminated and Mr Thompson was paid the present
discounted value of the remaining balance payable to him under the Employment Agreement
The Employment Agreements were effective upon the Closing and provided for an annual
base salary of $600,000 and an annual bonus equal to $360 000 under each ag-eement, as
well as providing for vacation, holidays and expense reimbursement in accordance with current
Company policy The Employment Agreements terminated on March 5. 1996, according to
their terms and John and Jere Thompson are not standing for re-election to the Company's
Board of Directors

Research and Development

The Company did not incur any significant expenses for product testing or traditional
research and development activities in 1994 or 1995 During 1995, the Company’s Strategic
Planning Department conducted certain market research studies, which include concept tests.
consumer preference tests, and tracking of changes in image and store usage pattems. In
additon. the Company's test kitchen spent approximately $60.000 for new product
development and taste testings and to test equipment used for cooking and displaying food
products

Retail Automation

In 1993, the Company began of its own prop y retail a system
which it plans to implement in phases, over a multi-year period The system is being designed
to build efficiencies into ordenng, distribution and merchandising processes and to provide
timely and accurate information on an item by item basis The system is being designed to
provide information about every important detail of the store's operations and to facilitate
inventory tracking. The first phase implementation which began at the end of 1993 and is
expected to be completed in early 1996, will aut te basic in-store
The second phase will consist of an ordering and distribution system, that will provide the
foundation for the future phases that will include retail scanning The Pre-POS system, which
provides new cash registers in each store and builds the foundation for item-level scanning
will begin in a pilot program in the summer of 1996 with a complete roll-out thereafter

Trademarks

The Company's 7-ELEVEN trademark has been registered since 1961 and is well known
throughout the United States and in many other parts of the world Other trademarks and
service marks owned by the Company include SUPER-7, SLURPEE, BIG GULP and
BIG BITE. as well as many additional trade names, marks and slogans relating to other
individual types of food and beverage items In connection with the Company's emphasis on
the introduction of more fresh food items, the DELI CENTRAL and WORLD OVENS
trademarks are being introduced in stores nationwide, along with the QUALITY CLASSIC
SELECTION trademark, covering the Company’s propnetary brand spring water, soft dnnks,
and other beverage products, and CAFE SELECT, covering the Company's gourmat coffees.
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cappuccino and hot chocolate products As part of the collateral secunng the Credit
Agreement. the Company granted the lenders a secunty interest in its vanous trademarks

Advertising

During 1995, the Company continued its very successful “Comedians” campaign. which
first aired in December 1993 and will be continued into 1996 This campaign delivered the
message of “So many changes it's not even funny” and emphasized the store remodeling
program. daily distnbution of fresh food items and the Company's everyday far pncing
strategy The Company also introduced several new promotional and seasonal adverising
campaigns such as the BRAIN FREEZE television commercials in connection with SLURPEE
dnnks dunng the summer selling season and a very successful tie-in promotion with the MTV
Beach House Also featured in vanous advertisements in 1995 was the collectible
Quarterback senes of 7-ELEVEN PHONE CARDS featunng five different members of the NFL
Quarterback Club. which enhanced the promotion of the NFL licensed coffee mugs sold at the
stores - each featunng one of the 30 NFL teams Dunng the year, the Company used several
promotions on radio to highlight specific products, such as ATMs, fountain soft drinks, gasoline
pay-at-the-pump convenience, hot dogs and the 7-ELEVEN PHONE CARD, and, beginn:ng in
early 1996, a tie-in promotion with the National Hockey League In addition, dunng the year
the Company offered tree or discounted pastnes or DELI-CENTRAL items. with the frequent
purchase of coffee cr soft dnnks, and distnbuted coupons for price discounts or free items, to
encourage customers in neighberhoods close to 7-ELEVEN stores to sample some of the new
fresh food items that were introduced dunng 1995

Competition

Dunng the past few years the Company. like other traditonal convenience retailers. has
expenenced increased competitive pressures from supermarkets and drug stores offering
extended hours and services. as well as from an increasing number of convenience-type
stores built by the ol companies The convenience retaikng industry is also being negatively
mpacted by demographic factors (such as an aging population) and an erosion of demand for
certain of its traditional core products, including cigarettes, soft dninks and beer

Although 7-ELEVEN s the most widely recognized name in the convenience retailing
industry, the Company's convenience retaling operations represent only a very small
percentage of the highly competitive food retailing industry  Independent industry sources
estimate that in the Urited States annual sales in 1994 (the most recent data available) for the
convenience store industry were approximately $1322 billion (including $67 8 billion of
gasoline) and that over 93 200 store units were in operation. The industry traditionally has
narrow net profit margins  In addition. the Company's stores compete with a number of
national, regional, local and independent retailers, including grocery and supermarket chairs
grocery wholesalers and buying clubs, other convenience store chains. ol company
gasoline/mini-convenience “g-stores.” independent food stores. and fast food chains as well as
vanety drug and candy stores In sales of gasoline, the Company's stores compete with other
food stores and service stations and generate only a very small percentage of the gasoline
sales in the United States Each store's ability to compete is dependent on its location,
accessibiity and individual service Growing competitive pressures from new participants in
the convenience retailing industry and the rapid growth in numbers of convenience-type stores




opened by oil companies over the past few years have intensified competitive pressures for
the Company

Cityplace Center East the Company's headquarters office building in Dallas, Texas, is
occupied by the Company and other third party tenants, with the Company having the nght to
sublease the remaining space (see "Cityplace.” above) Dunng 1995, the Company entered
into subleases with new tenants and expansions with existing tenants covenng about 60,000
addtional square feet The building 1s now virtually completely leased or reserved for
expansion under current leases, however, the Company is currently in the process of
consolidating its offices to create additional space that will be available for lease In seeking
tenants. this project competes with other downtown, Oak Lawn, North Dallas and North Central
Expressway luxury office space d P s Itis that for tenants wll
remain strong in the Dallas commercial real estate market

Environmental Matters

The operations of the Company are subject to vanous federal, state and lccal 'aws and
regulations relating to the environment  Certain of the more significant federal laws are
descnbed below The implementation of these laws by the United States Environmental
Protection Agency (*EPA”) and the states will continue to affect the Company’s operations by
imposing increased operating and maintenance costs and capital expencitures required for
compliance. Additionally. the procedural provisions of these laws can result in increased lead
times and costs for new facilities

The Resource Conservation and Recovery Act of 1976 as amended, affects the
Company through its substantial reporting, recordkeeping and waste management
requirements  In addition, standards for underground fuel storage tanks and associated
egquipment may increase operating expenses and the costs of marketing petroleum products.
In response to this legisiation, and varous state and local regulations, the Company
established a comprehensive program to manage underground storage tanks and associated
equipment that established procedures for tank testing, repair and corrective action

The Compi sive Er tal P {5 and Liability Act of 1980
("CERCLA"). as amended, creates the potential for substantial liability for the costs of study
and clean-up of waste disposal sites and includes vanous reporting requirements  This Act
may result in joint and several liability even for parties not pnmarily responsible for hazardous
waste disposal sites As a consequence of past waste disposal. the Company may be
potentialiy liable for cleanup costs at several sites which are being considered or which may be
considered for federal clean-up action under CERCLA Additional requirements imposed by
the Superfund and R Act of 1986 also have resulted in additional
reporting duties

The Clean Air Act, as amended, and similar regulations at the state and local levels
impose significant responsidilities on the Company through certain requirements pertaining to
vapor recovery, sales of refi gasoline and related

Violation of any federal er tal statutes or reg or orders issued thereunder,
as well as relevant state and local laws and regulations, could result in =ivil or cnminal
enforcement actions




CURRENT ENVIRONMENTAL PROJECTS AND PROCEEDINGS As previously
reported, in December 1988 the Company closed its chemical manufactunng facility in Great
Meadows. New Jersey (‘Great Meadows”) The Company had previously been issued an
Administrative Consent Order relating to groundwater conditions at this facility by the New
Jersey Department of Environmental Protection (‘'NJDEP") The Administrative Consent Order
required the Company to pay a cwil penalty of $50000, to conduct a remedal
investigationfeasibility study (‘RUFS") and to provide financial assurance for the ultimate
clean-up

The Company has submitted a proposed clean-up plan to the NJDEP, which provides for
remediation at the site for an approximate three- to five-year perod as well as continued
groundwater treatment for a projected 20-year pencd While the Company has received initial
comments from the NJDEP. a final clean-up plan has not been finalized At December 31
1995, the Company's recorded hability is $37 8 million, which represents its best estimate of
the ciean-up and treatment costs to be incurred Some remedial actions have commenced

As previously reported, the Company filed suit in the United States Distnct Court for the
Distnct of New Jersey against a large chemical company that formerly owned the Great
Meadows property In 1991, the parties executed a final settlement agreement pursuant to
which the former owner agreed to pay a substantial portion of the cleanup costs described
above The Company has recorded a receivable of $22 0 milkon, at year-end 1895
representing the former owner's portion of the accrued clean-up costs

As of December 31. 1995, the Company had approximately 2,000 operating retail outlets
involved in the sale of gasoline and other motor fuels In the ordinary course of business, the
Company incurs ongoing costs to comply with federal, state and local ervironmental laws and

regulations primanly relating to underground storage tank ("UST") systems The Company has
established a comprehensive program to manage USTs and associated equipment and to
ensure comphance with applicable laws

The Company antcipates that it will spend approximately $12 millicn in 1996 on capital
improvemants required to comply with environmental regulations relating to USTs as well as
above-ground vapor recovery equipment at store locations and approximately an additional
$21 million on such capital improvements from 1997 through 1999

Additionally, the Company accrues for the anticipated future costs of environmental clean-
up activities (consisting of environmental 1t and ) relating to
releases of regulated substances at its existing and previously owned or operated sites at
which gasoline has been sold (including store sites and other facilities tha: have been sold by
the Company) At December 31, 1995, the Company has an accrued liatility of $63 7 miliion
for such activiies and anticipates that substantially all such expenditures will be incurred within
the next five years This estimate is based on the Company's prior experience with gasoline
sites and its consideration of such factors as the age of the tanks, location of tank sites and
expenence with contractors who perform environmental assessment and remedial work




Under state reimbursement programs the Company is eligible to receive reimbursement
for a portion of future costs. as well as a portion of costs previously paid At December 31
1995, the Company has recorded a gross receivable of $73 4 million (a ne receivable of $59 7
million after an allowance of $13 7 million) for the estimated probable state reimbursement
There i1s no assurance of the timing of the receipt of state reimbursemant funds. however,
based on its experience, the Company expects to receive the majonty of state reimbursement
funds within one to four years after pay of eligible 't and expenses,
assuming that the state administrative procedures for processing such reimbursements have
been fully developed

The estimated future assessment and remediation expenditures and related state
reimbursement amounts could change within the near future as governmental requirements
and state reimbursement programs continue to be implemented or revisea

In general, the Company’s capital expenditures for environmental matters will continue to
be affected by federal state and local er al laws and reg & Itis possible that
future environmental requirements may be more stringent than current reguirements, thereby
requinng additicnal expenditures As described above, the Company also anticipates future
maintenance expenditures in connection with environmental requirements relating to
continuing upkeep of USTs at store locations

See also “Legal Proceedings.” below. at pages 26 through 29, for a discussion of other
pending lega! pr relating to er matters

Employees

At December 31, 1995 the Company had 30,523 ploy of whom appi

31 percent were considered to be either temporary or par-time employees None of the
Company’'s employees were subject to collective bargaining agreements at year-end

The Company has in the past been able to satisfy substantially all of its requirements for
managenal personnel from within its organization. The Company's store managers and
supervisory staff personnel are compensated on some form of incentive basis

EXECUTIVE OFFICERS OF THE REGISTRANT

The names, ages, positions and offices with the registrant of all curren: executive officers
as well as the Chairman of the Board and the Vice Chairman of the Board, of the Company are
shown in the following chart  The term of office of each executive officer is at the pleasure of
the board of directors  The business expenience of each such executive officer for at least the
last five years, and the penod dunng which he or she served in office, as well as the date each
was employed by the Company, are reflected in the applicable footnotes to the chart All
executive officers of Southland named herein. were officers or employees of the Company at
the time Southland filed its voluntary petition for relief under Chapter 11 of the U.S Bankruptcy
Code. as described above Mr Ito and Mr Suzuki became Chairman and Vice Chairman
respectively. on March 5, 1991 after Southland emerged from bankruptcy




Name Current Positions and Offices with Reqistrant
Masatosh o Chaman of the Board and Director (1)

Tostufums Suzuki Vice Charman of the Board ang Dwector (2)

Clark J Mathews. | Presisent Chve! Executive Officer Secratary and Drector (3
Stephen B Krumholz Exacutivn Vice Presudent and Cheef Opersting Officer (4)
Rodrey A Brehen Seror Vice Presdent. Drstribution and Foodservce (5
James W Keyes Servor Vice Prescent. Finance (5)

Stephen B Seror Vice Presdent intermatonal and Real Estate (7)
BryanF Sman

Robert £ Basey

Terry L Blocher

Paui L Buresu Jr

Kathiaen Catanan. Guon

Mchael R Cutter

Adnan O Evans

James Notarmicola

Gary @ Rose

Duwad A Urtel

Donaid £ Thomas

(1) Charman of the Board and Director of the Company since March 5, 1991, Director
and Honorary Chairman of Ito-Yokado Group, which includes Ito-Yokado Co.. Lid., Seven-
Eleven Japan Co . Ltd and Denny's Japan Co , Ltd , as well as other companies. Ito-Yokado
Co., Ltd 1s one of Japan's leading diversified retaling companies which, together with its
subsidianes and affiliates, S stores, stores,
supermarkets, specialty shops and discount stores. President of Ito-Yokado Co, Ltd from
1958 to 1992 Chairman of Seven-Eleven Japan Co , Ltd. from 1978 to 1992, and President
from 1973 to 1978 Chawman of Denny's Japan Co., Ltd. from 1981 to 1992, and President
from 1573 to 1981 Chairman of Famile Co., Ltd since 1986 Chawrman of York Mart Co , Ltd
since 1979 Chairman of Robinson's Japan Co . Ltd since 1995 Chairman of Maryann Co
Ltd. since 1977. President of Oshman's Japan Co, Ltd since 1984. Statutory Auditor of
Steps Co,, Ltd. since 1992 Chairman of York-Keibi Co , Ltd. since 1989. President of Union
Lease Co . Ltd since 1985 Statutory Auditor of Daikuma Co., Lic since 1982 Chairman of
Marudai Co ., Ltd since 1989 Director of Seven-Eleven (Hawaii), 'nc. since 1989. Chairman
of Umeya Co . Ltd since 1981 Director of Shop Amenca Limited since 1990 Director and
Chairman of the Board of IYG Holding Company since 1990

(2) Vice Charman of the Board and Director of the Company since March 5 1991
President and Chief Executive Officer of Ito-Yokado Co. Ltd, one of Japan's leading
diversified retailing companies which, together with its subsidianies and affiliates, operates
superstores, C stores, dep stores, ; shops and
discount stores, since October 1992 and Director since 1971, Executive Vice President from
1985 to 1992, Senior Managing Director from 1983 to 1985, Managing Director from 1977 to
1983, employee since 1963 Chairman of the Board and Chief Executive Officer of Seven-
Eleven Japan Co, Ltd since October 1992 and Director since 1973 President from 1975 to
1992 Senior Managing Director from 1973 to 1975. Statutory Auditor of Robinson's Japan
Co., Lid since 1984. Chairman of Daikuma Co, Ltd. since 1985 Prasident of Seven-Eleven
(Hawaii), Inc. since 1989 President of Shop America Limited since 1990 President and
Director of 1YG Holding Company since 1990




(3) Director since March 5, 1991, and from 1981 until December 15, 1987, Prasident and
Chief Executive Officer since March 5, 1991 and Secretary since Apnl 26, 1995, Executive
Vice President (or Senior Executive Vice President) and Chief Financial Officer from 1979 to
1991 Vice President and General Counsel from 1973 to 1979, employee of the Company
since 1965

(4) Executive Vice President and Chief Operating Officer since June 1993, Senior Vice
President. Operations, from August 1992 to June 1993, Senior Vice President, 7-ELEVEN
Stores Operations, from 1990 to August 1992, Vice President, Marketing, from 1989 to 1990
Vice President. Northern Region, 7-ELEVEN Stores, from January 1989 to October 1989
Vice President, Nerthwest Region, 7-ELEVEN Stores, from 1987 to 1988, Division Manager,
Mountain Division, 7-ELEVEN Stores, from 1986 to 1987 Regional Marketing Manager from
1981 tc 1986 employee of the Company since 1972

(5) Senior Vice President. Distribution and Foodservice. since June 1993, Vicé President
Merchandising. from February 1992 to June 1993, Vice President, Marketing, from 1990 to
1992. Vice President, Northwest Region, 7-ELEVEN Stores, from 1989 to 1350, National
Marketing Manager from 1986 to 1989, Division Manager, Central Pacific Division, 7-ELEVEN
Stores. from 1579 to 1986, employee of the Company since 1972

(6) Senior Vice President. Finance, since June 1993, Vice President, Planning and
Finance. from August 1992 to June 1, 1993, Vice President and/or Vice President, National
Gasoline, from August 1991 to August 1992, General Manager, National Gasoline, from 1986
to 1991 employee of the Company since 1985

(7) Senior Vice President, International and Real Estate since May 1, 1995, Vice
President, International and Real Estate, May, 1994 to Apnl, 1995, Vice Prasident Real Estate
and Licensed Operations, from August 1992 until May 1994, Vice President, Atlantic Region
7-ELEVEN Stores, from 1990 to 1992, Vice President, Chesapeake Region, 7-ELEVEN
Stores, from 1987 to 1990, Regional Manager, Chesapeake Stores Region, in 1987; Division
Manager, Capitol Stores Division, from 1986 to 1987, Division Manager, Great Lakes Stores
Division, from 1984 to 1986. Operations Manager, Great Lakes Stores Division, from 1981 to
1984, employee of the Company since 1975

(8) Senior Vice President and General Counsel since May 1, 1995, Vice President and
General Counsel from August 1992 to Apnl 30, 1995 Assistant General Counsel from
January 1990 to July 1992, Associate General Counsel from January 1987 to December 1989,
employee of the Company since 1980

(9) Vice President, Northwest Division since May 1, 1995, Divison Manager from
November, 1990 to Apnl, 1995. Regional Vice President from May, 1986 to October, 1990,
employee of the Company since 1970

(10) Vice President. Southwest Division since May 1, 1995, Division Manager from
February 1, 1985 to April 30 1995, employee of the Company since 1971

(11) Vice President, Corporate Tax. since May 1993, Corporate Tax Manager from
March 1983 to May 1993, Partner, Touche Ross & Co, from 1978 to 1963, employee of the
Company since 1983




(12)Vice President, Chesapeake Division since May 1, 1995 Division Manager from
November 1. 1986 to Apnl 30, 1995, employee of the Company since 1979

(13)Vice President, Merchandising since May 1, 1995 National Field Merchand sing
Manager from July. 1994 to Apnl 1995 Regional Merchandising Manager from January, 1990
to July, 1994, Division Merchandising Manager from July, 1986 to December, 1989 employee
of the Company since 1975

(14) Vice President. Construction and Maintenance, since August 1992 Vice President,
Stores Development, from January 1989 to August 1992, Vice President, Mid-America Region
7-ELEVEN Stores, from 1987 to 1988, Vice President, Central Stores Region. from 1980 to
1987, Central Stores Regional Manager from 1978 to 1980, Division Manager, Canada, from
1976 to 1978, emplcyee of the Company from 1962 to 1972 and since 1975

(15) Vice President. Communications since May 1, 1995, Manager, Advertising and
Premotions from July, 1992 to Apnl. 1995 National Sales Manager from November, 1390 to
July. 1992, Regional Marketing Manager from August, 1989 to October, 1990 employee of the
Company since 1978

(16) Vice President, Gasoline and Environmental Services since May 1, 1995, Nationa!
Gasoline Manager from January, 1991 to April, 1995 Manager, EastWest Gasoline from
November, 1987 to January. 1991, employee of the Company since 1968

(17) Vice President. Planning and Treasurer since August, 1992, Vice President since
Apnl 1992 and Treasurer since December 16, 1987 Deputy Treasurer from 1984 to 1987
Assistant Treasurer from 1983 to 1984 employee of the Company since 1970

(18)Controller since August 1, 1995. Assistant Controlier from January, 1993 to
July, 1995, employee of the Company since 1993 Financial Manager, The Trane Company
from Apnl 1992 to December 1992, Senior Manager, Audit Department. Deloitte & Touche
from January 1990 to March 1992, Audit Department, Deloitte & Touche, from June 1981 to
March 1992 Deloitte & Touche was formed in 1989 from the merger of Touche Ross & Co
and Deloitte. Haskins, and Sells

FORMER OFFICERS

The names. ages. positions and offices formerly held with the registrant and the business
expenence for at least the five years preceding their departure from Southland of all persons
who served as officers of the Company dunng 1995 but who no longer serve as such are
shown below Also shown for each such person is the period during which he served in his
office. as reflected in the footnotes to the following chart

Name Age at 30196
Davd M Finley (1 55
Vernon P Lotman (2, 56
John M Rodgers (3 52
Michael Roemer (4) 47




(1) Vice President. Human Resources, from December 1987 to May 1995, Manager,
Stores Human Resources, January 1987 to December 1987, Manager, Organizational
Research & Development, from 1985 to 1987, Dep Manager. Org: Research
and Development, from 1984 to 1985, Manager, Organizational Research and Development,
from 1982 to 1984, employee of the Company from 1977 to 1995

(2) Vice President from Apni 1992, and Controller from December 1987, to July 1995
Assistant Corporate Controller from 1977 to 1982, employee of the Company from 1973 to
1995

(3) Executive Vice President from June 1993, Chief Administrative Officer from 1991 and
Secretary of the Company from 1987 until February 1995, Senior Vice President from 1987 to
June 1993, General Counsel from 1979 to 1992, Vice President from 1980 to 1987, employee
of the Company from 1973 to 1995

4) Senior Vice President. Merchandising, from June 1993 untl February 1995, Vice
President. Line Management, from August 1992 to June 1993 Vice President, Central
Region, 7-Eleven Stores, from October 1990 to August 1992, Vice President, Northeast
Region or Eastern Region, 7-Eleven Stores, from 1987 to 1990, Division Manager, Northeast
Stores Region, from 1984 to 1987, Vice President, Retal Marketing, of Citgo Petroleum
Corporation from 1983 to 1984, Marketing Manager, Eastern Stores Region. 7-Eleven Stores,
from 1981 to 1983, employee of the Company from 1966 to 1995

Item 2. PROPERTIES

Under the Credit Agreement, virtually all the Company's assets, not previously subject to
liens are encumbered, including both tangible and intangible property rights, as well as stock
in the Company's non-foreign subsidianes, where such encumbrance is not otherwise
prohibited.  As of December 31, 1995, there were approximately 3,581 operating stores, 168
non-operating stores and 12 other properties throughout the United States subject to
mortgages (including both owned and leased properties) The lien against the Company's
ownership or leasehold interest in any property will be released, with the consent of the
Company's Senior Lenders, if the Company sells the property, the lease to the Company
terminates or upon payment by the Company of the amounts due under the Credit Agreement




Operating and Franchising of Convenience Food Stores

7-ELEVEN At the end of 1995, the 7-ELEVEN
and Canada T

State/Province Operating 7-ELEVEN Convenience Stores
Owned Leased(a) Total

Arzona 39 9%
California 224 1173
Colorado 61
Connecticut 14
Delaware 10
District of Columbia 4
Flonda

Idaho

llinois

Indiana

Kansas

Marviang

Massachusers

Michigan

Missour

Nevada

New Hampshire

New Jersey

New York(b)

HNorth Carolina

Ohio

Oregon

Pennsylvania

Rhode Isiand

Texas

Utah

virgina

Washington

British Columbia
Saskatchewan
Total

(a) Of the 7-ELEVEN convenience stores set forth in the foregoing table, 769 are leased
by the Company from The Southi: C Ei y Savings and Profit Sharing Plan
(the “Savings and Profit Sharing Plan") 5, the Company also leased 62
closed convenience stores or office locati

(b) The above numbers include 17
contract) and two stores in New Yo r a s
("Genesis”)). on which the Company has no interest in the real property.

that operate under a management
pecial franchise agreement
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OTHER RETAIL As shown in the following table, at year-enc 1995, the Company
operated 44 Quik Mart and SUPER-7 stores in California, llinois, Indiana, Massachusetts.
Missouri, New Hampshire, Texas, Virginia and Wisconsin and 19 High's Dairy Stores located in
Maryland, Virginia, Pennsylvania and West Virginia

The following table shows the location and number of the Company's Quik Mart, High's
and SUPER-7 locations in operation on December 31, 1995

Other Operating Retail Locations
State ased Total

California

liinois

Indiana

Maryland

Massachusetts

Missouri

New Hampshire

Pennsylvania

Texas

Virgimia

West Virginia

Wisconsin
Total
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OTHER INFORMATION ABOUT PROPERTIES AND LEASES. At December 31, 1995

BBosnonnnaveoa

there were eight 7-ELEVEN stores in various stages of construction, ali but one on property
leased by the Company The Company owned 21, and had leases on 17, undeveloped
convenienze store sites. In addition, the Company held 157 7-ELEVEN, High's and Quik Mart
properties available for sale consisting of 78 unimproved parcels of land, 64 closed store

locations ana 15 parcels of excess property adj g store At D 31, 1995,

35 of these properties were under contract for saie

On December 31, 1995, the Company held leases on 457 closed store or other non-
operating facilities, 62 of which were leased from the Savings and Profit Sharing Plan. Of
these, 344 were subleased to outside parties

Generally, the Company's store leases are for primary terms of from 14 to 20 years, with
options to renew for additional periods.  Many leases contain provisions granting the Company
2 nght of first refusal in the event the lessor decides to sell the property Many of the
Company's store leases, in addition to minimum annual rentals, provide for percentage rentals
based upon gross sales in excess of a specified amount and for payment of taxes, insurance
and maintenance




ACQUISITIONS On March 7. 1996, the Company acquired from The Store 24
Companies, Inc of Boston, Massachusetts 13 stores located in Queens, the Bronx and
Brooklyn. New York, all of which are leased The Company plans to add these stores to its
franchised locations

OTHER PROPERTIES The Company leases a 10,700-square-foot satellite commissary
constructed in 1991 in Austin, Texas, for fresh deli-style food preparation and distnbution. The
Company also leases 64 447-square-feet of office/warehouse space and an additionai 43 600-
square-feet of land in Denver, Colorado, for a regional equipment warehouse and service
center

The Company plans to dispose of a five-acre tract of land in Delanco, New Jersey, on
which a 19,000-square-foot branch distnbution facility is located This is res.dual property from
the Company's distribution and fcod processing operations that were divested in late 1992

The Company also owns a 287-acre tract in Great Meadows, New Jersey, with a closed
chemical plant, a part of which is currently involved in environmental clean-up (See “Current
Environmental Projects and Proceedings.” pages 18 through 19, abeve )

Corporate

The Company's corporate office headquarters is in Dallas, Texas in a 42-story office
building, known as Cityplace Center East The Company’s lease covers the entire Cityplace
Tower, but gives the Compary the right to sublease to other parties. As of early 1996,
subleases had been signed with third parties so that (including the space leased by Southland)
the building is virtually completely leased or reserved for expansion under current leases. The
Company currently utilizes other office space in and around Dallas (although most corporate
office space is consolidated in Cityplace Center East) Dunng 1995, the Company sold a 22-
acre tract of land outside Dallas and now holds tracts in Dallas, Texas, not included in
Cityplace, totaling about 6 5 acres

Item 3. LEGAL PROCEEDINGS

As previously reported, on October 24, 1990, the Company filed a voluntary petition for
relief under Chapter 11 of the US. Bankruptcy Code in the US. Bankruptcy Court for the
Northern District of Texas. Dallas Division, Case No 390-37119-HCA-11 The Company's
Plan of Reorganization was confirmed by the Court on February 21, 1991, Subsequent to the
Company's bankruptcy filing. the Company's senior lenders under the Credit Agreement (“Old
Senior Lenders”) filed a proof of claim demanding, among other things, default interest, as a
result of the Company's falure to make an interest payment due June 15, 1990 The
Bankruptcy Court issued its opinion, on March 17, 1992, awarding approximately $12 2 million
in additional interest to the Credit Agreement Banks The Company nas appealed this
decision but recognized the approximately $12 2 million of additional interest expense in its
financial statements for 1991 During 1994, a letter of credit was issued for the account of the
Company to provide to the Oid Senior Lenders assurance of payment of such additicnal
interest expense if the Old Senior Lenders are successful in the appea There were no
material developments in this matter in 1995




As reported on September 23 1993, the Company was served with a
" ns 2 mplaint in a purported class action lawsuit entitled 7-ELEVEN Owners for
 Franchising_et al_v_The Southland Corporation, et al, Case No 722272-6, in the
Supenor Count for Alameda County. California  Also named as defendants in the Complaint
are Southland's majority owners and various vendors who supply goods to 7-ELEVEN
franchisees in the State of Califorma  The named plaintiffs purportedly represent all persons
who have owned 7-ELEVEN franchises in California at any time since August 1987 The
Complaint alleges a vanety of violations of California state antitrust laws, breaches of contract
and other clams relatng to discounts and allowances, vendor-supplied equipment,
Southland's accelerated inventory management program and the 24-hour operation of 7-
ELEVEN stores Discovery in this matter is proceeding. The Company intends to contest the
certification of a class in this liigation and to defend vigorously against all of the plaintiffs’
allegations In addition. on March 15, 1996 the Company was advised that a similar suit
brought by the same attorneys representing the plaintiffs in the 7-Eleven OFFF case, had been
filed in federal court in the northern district of Califomia, on behalf of a purported class
consisting of all persons who owned 7-Eleven franchises dunng the last six years, except
those located in California The Company has not yet formally received service of process in
this action

On August 17, 1930 the Superor Court for Alameda County, California approved the
settlement of a class action sult filed against the Company. The suit was consolidated under
the title Market Franchise Cases (Jud Council Dkt No. 387) The plaintiff class consisted of
all persons who owned 7-ELEVEN franchises in Califcrnia at any time from May 24, 1973, to
June 15 1990 The Company has made settiement payments and credits (including attorneys’
fees and litigation expenses awarded to class counsel) totalling approximately $16.5 million
Class members' claims totalling less than $50,000 remain to be resolved The case was
dismissed with prejudice in 1995 under the terms of the settlement

As previously reported. the Company filed a lawsuit in the US Distnct Court for the
Northern District of Texas against Occidental Petroleum Corporation and OXY Oil & Gas USA
Inc . ("OXY") to enforce certain contractual relating to er
clean-up expenses incurred by the Company at locations acquued in 1983 from OXY During
the seconc quarter of 1995, the Company and OXY agreed to submit the matter to binding
arbitration, and, pursuant to the agreement, the Company received $4.7 million (net of
expenses) from OXY.  Arbitration concluded in January of 1996 and the Company received a
favorable ruling from the arbitrator

As previously reported, a lawsuit entitied Emil V_Sparano,_et al_v_The Southland
Corporation, et al was filed against the Company in the United States District Court for the
Northern District of lllinois, in March 1994, Plaintiffs are several franchisees of 7-ELEVEN
stores in llinois, Pennsylvania, New Jersey and Nevada, they purport to represent a
nationwide class of all persons who have owned 7-ELEVEN franchises anywnere in the United
States at any time since 1987 In addition to the Company, several of the Company's current
or farmer officers and directors (John P. Thompson, Jere W. Thompson, Joe C Thompson, Jr.
(colectively, the “Thompsons®), Clark J. Matthews, Il Walton Grayson, Ill, John H Rodgers
and Frank Gangi) collectively, the ‘Individual Defendants®)) and Ito-Yokado Co, Ltd
Seven-Eleven Japan Co., Ltd and IYG Holding Company (collectively, the ‘Foreign
Companies’) were named as defendants in this case




e thrd amended complant aleges (1) that starting with Southiand's leverage: y
and continuing unt! the present tme Southiand has breached its contractual

obligations to 7-ELEVEN franctusees under the 7-Eleven Franctise Agreements by fain

spend adequate sums of money for advertising and other services and for maintaining and

3 by

remodeling ELEVEN stores and the egupment theren and (2 fraudulent
misrepresentations relating to the LEO  Additonal clams were asserted against the Foreign
Companies and the Thompsons alleged tortous interference with, and conspiracy o
tortiously interfere with the franchise agreements by completing Southiand's Plan of
Reorganization in 1991, the court dismissed all of these claims in November 1995 Additional
clams were asserted against the Thompsons alleging fraudulent misrepresentations and
fraudulent conveyance relating to the LBO, against all Individual Defendants oher than the
Thompsons for alleged fraudulent conveyance tortious interference with, and conspiracy to
tortiously interfere with, the franchisees’ agreements by authonzing Southland's compietion of
the LBO and execution of its Credit Agreement in 1987 The third amended complaint
requests damages, interest. costs and attorneys’ fees “in excess of $1 bilion *

Southland filed a motion to dismiss ali claims asserted against it, except the breach of
contract claim  The Individual Defendants and the Foreign Companies filed motions to
dismiss. motions for reconsideration or motions for summary judgment. As noted above, the
court dismissed all claims against the Foreign Companies and the Thompsons involving the
tortious interference and conspiracy to tortiously interfere claims As a result, there are no
clams pending against the Foreign Companies. The court has not ruled on the other motions
The court has also not yet decided whether the case will be permitted to proceed as a class
action

Southland intends to contest plaintffs’ effort to prosecute the lawsuit as a class action
and 1t also intends to vigorously defend all of the claims on the ments. Southland telieves that
it has mentonous defenses to each of the claims At this ime, however, the litigaton is still at
an early stage of development and the uitimate outcome cannot be predicted

As previously reported, on June 21, 1995, a lawsuit was filed against the Company by T&L
Property Service. an affiliate of Tal-Tex, Inc (‘Tal-Tex"). Tal-Tex is a water supp'y company
located near Round Rock, Texas The laint was to include claims
by Tal-Tex, its pnncipals and certain individuals who reside in or near Round Rock on behalf of
tr and a d class of larly-situated residents, alleging personal injuries and
property damage as a result of the release of petroleum from underground storage tanks at a
7-ELEVEN store in Round Rocx  In March. 1996, the individual claims of the Tal-Tex entities
were severed from the class action The Company strongly contests and is vigorously
defending against both lawsuits At this stage in the litigation. the Company is unable to
predict the ultimate outcome of these cases.

On or about August 31, 1995, Southland was named as a defendant in a class action filed
in the 361st Distnct Court in Brazos County, Texas The case is styled Arturo M_Vasquez
etal v_Tne Southland Corporation, et al and asserts certain claims on behalf of a purported
class of property owners whose properties have been by
releases from underground storage tanks at approximately 150 former or current Soulnland
locations in Texas Southland's motion to transfer venue to Dallas County, Texas, was
approved but the plaintiffs have filed a motion for rehearing and the hearing cn that motion is
scheduled for Apnl 15, 1996 Southland strongly contests and is vigorously defending against




the claims in the lawsut At this early stage in the ltigation, it is impossible to predict
Southland's exposure, if any. to hability

Information conceming other legal p gs IS ir herein from “E.
Matters * pages 17 through 19, above

In the ordinary course of business, the Company is also involved in various other legal
proceedings which, in the Company’s opinion, are not material, either individually or in the
aggregate

item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of secunty holders during the fourth quarter of 1995

PART Il

tem 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY AND RELATED
STOCKHOLDER MATTERS

The Company’'s Common Stock, $.0001 par value per share, is the only class of common
equity of the Company and represents the only voting securities of the Company. There are
409,922,935 shares of Common Stock issued and outstanding and, as of March 8, 1996, there
were 3,097 record holders of the Common Stock. The Company's Common Stock is traded on
The NAspDaQ Stock Market under the symbol “SLCM™.  The following information has been
provided to the Company by the NASDAQ Stock Market.

PRICE RANGE

QUARTERS HIGH LOW CLOSE

1995

FIRST $ 4 2332 7116 $ 334
SECOND 4 38 7116 3 7116
THIRD 18 7”8 3
FOURTH 14 15/16 3 5/16

4
4

1994

FIRST 34 13/16 78
SECOND 1/4 7718 174
THIRD 3/8 12 3/4
FOURTH 1316 14 17”2

(a) These quotations reflect inter-dealer prices without retail mark-up, mark-down or
commission and may not necessanly represent actual transactions




The indentures governing the Company's outstanding debt secunties do not permit the
payment of cash dividends except in imited circumstances The Creait Agreement also
restricts the Company's ability to pay cash dividends on the Common Stock

Under Texas law. cash dividends may only be paid (a) out of the surplus of a corporation
which is defined as the excess of the total value of the corporation’s assets over the sum of its
debt. the par value of its stock and the consideration fixed by the corporation's board of
directors for stock without par value. and (b) only if. after giving effect thereto. the corporation
would not be insolvent, which is defined to mean the inability of a corporation to pay its debts
as they become due in the usual course  Surplus may be determined by a corporation’s board
of directors by, among other things, the corporation’s financial or by a far valuation
or information from any other method that is reasonable in the circumstances No assurances
can oe given that the Company will have sufficient surplus to pay any cash dividends even if
the payment thereof is not otherwise restricted




ttem 6. SELECTED FINANCIAL DATA.

SELECTED FINANCIALDATA
THE SOUTHLAND CORPORATION AND SUBSIDIARIES

(1199) )
ns

(1314
(1314

debt CAidng CLrTent porson (D)

Prior-yesr amounts have been rezisssified 1o CONform 10 CuTent-year Dresentation
The Company's 1991 public debt meusnces are accounted for in accordance wath SFAS No 15 se explened i Note 8 10 the Consohdated

=a of accounting changes inchude & $45 000 000 loss on the sale and closing of

1ncome taxes (beneft) nchudes an 384,269,000 tax beneft from recogrion of the femang porton of the Company's net deferred tax assets as
«xpaned n Note 14 1o the Coneokasted Finencas Statements.

Income tases (beneft) mchsdes 8 $30 000,000 tax benefit from recogneion of 8 portion of the Companys net deferred tas assets a8 expianed n
Note 14 16 the Conecidated Financiel Statements

et aarmings nchude an extreordinary gan of $103 169 000 on dett redemption s espianed 1 Note 8 10 the Coneokdated Firancial Statements
ot sarmange nchude an exireordnery gen of 538 968 000 on debt redempton and & Charge for the cumuistve effect of 8 Bccountng change for
ostempioyment benefts of $18 537 000 se explaned  Notes 8 and 12 10 the Consokdated Financiel Statements. (espectively

et eamings inch.de an extraordnary Gan on det restructunng of $156 824 000




Item 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

RESULTS OF OPERATIONS
Summary of Results of rations

The Company’s net eamings for 1995 were $270 8 million, compared to net eamnings of
$92 0 million in 1994 and $71.2 million in 1993 Continued improvement in the Company's
operating performance resulted in a 38% increase in 1995 eamings before income taxes

Years Ended December 31

(Dollars in Millions, Except Per-Share Data) 1995 1994
Eamings (loss) before income taxes, extraordinary gain and

cumulative effect of accounting change $ 1015 $ 735
Income tax benefit (expense) 661 185
Extraordinary gain from partial redemption of the Company’s

4 1/2 and 5% debentures in November 1995 1032
Extraordinary gain from redemption of the Company s

12% Senior Notes (refinanced in August 1993)
Cumulative effect of accounting change for

postemployment benefits

Net eamings $ 2708 § 520

Net eamings per common share (pnmary and fully diluted) $ 65 $ 22=:3 17

Each year's resuits included the following speciai or unusual items, in addition o the items
noted above

Year: mber 31
{Doliars in Millions) 1995 1994
Severance and related costs $ (134 5§ (74
Deferred income tax benefit 843 300
Loss for store closings and dispositions of properties a@an
Disposition of Citijet, a fixed-base operation at

Dallas Love Field Airpont

The Company's operating improvement in 1995 was pnmarily due to savings in
“Operating, Selling, General and " (OSG&A) Although store closings
(173 average) resulted in a decline in total merchandise gross profit comparec to 1994
average per-store merchandise sales and gross profits improved in each quarter in 1995 over
1994

(Except where noted, all per-store numbers refer to an average of all stores rather than only
stores open more than one year)




Financial Statement Changes

The Company has made the following changes to its financial statements for all years
presented, and has restated such items in the comparnsons provided o maintain consistency

Total Revenues - interest income was reclassified from “Other Income” to “Interest
Expense, Net" (See Note 1 of "Notes to C Financial 1s”). and

Cost of Goods Sold (COGS) - Buying and occupancy expenses were reclassified to
0OSGA&A expenses Although these changes were made for financial statement purposes
dunng the fourth quarter of 1995, pnor Management's Discussion and Analysis had been
excluding buying and occupancy expenses, as well as certain merchandise and gasoline
inventory-related expenses, from per-store gross profit and margin resuits

i) Profit Shanng Contribution - this expense is now included in OSG&A expenses
Management Strategies

Since 1992. the Company has been to several key that it believes,
over the long term. will further differentiate it from its competitors and allow 7-Eleven to
maintain its position as the premier convenience store chain in the industry These strategies
include an upgraded store base, a customer-dnven approach to product selection, an
everyday-fair-pncing policy on all items, daily delivery of fresh penshable items. introduction of
high-quality, ready-to-eat fresh foods, and the of a retail ar 1 system

The Company plans to upgrade its store base by remodeling existing stores. closing
underperforming stores and developing new sites  Over the last few years, the Company has
devoted the majonty of lls capital resources toward the most extensive remodeling of its store
base ever ) with the 'g program, the Compary has been
pruning iis store base by clcsmg or disposing of those stores that are not expected to achieve
an acceptabie level of profitability in the future  As a result, the Company closed 228 stores in
1995. 184 in 1994, and 401 in 1993 The Company expects to complete its remodeling
program by the end of this year. however, it will continue to refurbish its store base as
necessary The planning process for new store sites is well underway The Company’s capital
investment focus will shift to store development (see Liquidity and Capital Resources - Capital
Expenditures) Intial plans are to strengthen its position by expanding the store base in
existing markets, with store openings in 1996 expected to offset store closings/dispositions
However, by 1997 the Company expects new store openings to significantly outpace closures
each year

The customer-dnven approach to merchandising, which was adopted by the Company in
1992, continues to focus on providing the customer an expanded selection of quality products
at a good value This is being accomplished by emphasizing the importance of ordenng at the
store level { ng items and agg g new products in the early
stages of therr life cycle This process, which has oonlnbulad to nmpmvod sales and profits
wil be an ongoing part of managing our business in a continual effort tc satisfy the
ever-changing preferences of our customers




The Company's everyday-fair-pncing strategy. which was introduced in 1992, has provided
consistent prices on all items by reducing its reliance on discounting As a result. some
product pnces were increased. while others were lowered to achieve more consistent prcing
on all products Going forward, the Company plans to migrate toward lower retall prices as
lower product costs are achieved through contract negotiations or strategic alliances with
suppliers and distnbutors

Daly delivery of fresh penshable items and high-quality ready-to-eat foods is another key
strategy 1 of this strategy includes third-party development and
operation of combined distnbution centers (‘CDCs”) fresh-food commissaries and bakery
facilities in most of the Company’s markets around the country. The commissary and bakery
ready-to-eat items, like fresh sandwiches and pastries. along with goods from muiltiple vendors
such as dairy products. produce and other perishable goods, are "combined” at a distnbution
center and delivered daily to each store In addition to providing fresher products and
improving in-stock conditions from daily delivenes, the combined distnbution is also intended to
provide lower product costs, in part from vendors' savings, through this approach  The
Company expects the improved freshness and lower cost of the products from these
operations to improve sales and gross profits At the end of 1995, over 800 stores were
serviced by the COCs and camed fresh food products manufactured by the commissanes
Further expansion of these programs is anticipated in 1996 in the following markets
Denver/Colorado Springs, Baluimore, Richmond/Norfolk, San Jose Orlando/Tampa, and
Chicage When operational, COCs in these markets will make daily-delivered fresh food
available to nearly one-half of the Company’s stores

The o pment of a retail ' system began in 1994 The initial phase. which
will be completed in early 1996, involves installing in-store processors ("ISPs") in each store
that will automate accounting and other store-level tasks The second phase involves
installing cash registers which, among other things, will feed data directly to the ISP After
future phases are complete. the system wili provide each store and its supplers and
distributors with nn-line information to make better decisions in anticipating customer needs

Sales

The Company recorded net sales of $6 75 billion for the year ended December 31 1995
compared to sales of $6 68 billion in 1994 and $& 74 billion in 1993, To strengthen its store
base (see Management Strategies), the Company has closed more than 800 underachieving
stores over the last three years Same-store merchandise sales increases since 1993 have
minimized the lost sales from store closings, resulting in total sales remaining flat duning this
time period. In addition, 1994 and 1993 merchandise sales results were adversely impacted
by the deflationary effect of cigarette price reductions (on certain premium brands) associated
with manufacturers’ cost reductions starting in August, 1993 The total sales increase in 1995
was primanly due to higher gasoline gallons and retail sales price per galion




US same-store merchandise sales increases or (decreases) as compared to the prior
year and inflation information is presented below

Years Ended December 31

Increase/(Decrease) from pror year 1994 1993
Same-store sales 21% @2n%
Same-store real growth. excluding inflation 28% (47)%
7-Eleven inflation (deflation) 21% (N% 22%

Overall, domestic same-store merchandise sales growth continued its positive trend in
1995, however. resuits varied by geographic region The largest increases occurred in those
areas with the highest percentage of completed remodels (Flonda 4 8% and Texas/Colorado
41%) Conversely, the Southern Calfornia area. which includes 18% of the Company's
domestic stores, expenenced a decline of almost 15% due to a sluggish economy. In
addition. this is the area where the lowest percantage of remodels has been completed

Gasoline sales dollars per store increased 4 0% 8 7% and 9 1% in 1995, 1994 and 1993
respactively This improvement is pnmarily due to per-store gallonage improvement of 1.0% in
1995 7 8% in 1994, and 11 1% in 1993, reflecting the impact of several successful business
strategies  Gallon volumes in 1995 did not sustain the high growth levels expenenced in 1992
and 1994 as a result of market factors which affect the way the Company manages its
gasoline business

Other income
Other income of $71 0 millien for 1995 was $4 6 milhon higher than 1994 and $9 4 millon

higher than 1993 The improvement is pnmanly the result of increased roya'ty income from
licensed operations

Gross Profits

Merchandise Gross Profit Data Y m| 1

1985 199 199
Merchandise Qross profit - doflars m mions $1.7902 $1.7911 $18479
ncrease/(decrease) from pror year

Average per-store gross profit dollar change I1%

Margin percentage point change (o1

Average per-store merchandise sales 31% 11)%

Even though total merchandise gross profits have declined pnmarnly from fewer stores
merchandise gross profit per store has consistently improved over prior year results for each of
the last twelve quarters

Merchandise gross profit margins in 1993 increased as a result of the Company's
implementation of s everyday-fair-pncing strategy, which reduced discounting and
promotional activities (see Management Strategies) Margins have also been favorably
affected by lower cigarette costs (beginning in August 1993) and lower product costs under the




Company's supply agreement with McLane In 1994, with the reduction of discounting in
place. the Company tested lower prices in certain parts of the country as part of a more
aggressive everyday-fair-pncing strategy  These lower prices. combined with increased costs
for disposal of slow-moving merchandise, were pnmarnly responsible for the decrease in 1994
merchandise margins

Dunng 1995, merchandise margin declined slightly compared to 1994 While scme higher
margin categones, such as services, showed good growth throughout the year, overall
merchandise margin declined in the fourth quarter almost .5 percent compared to the same
penod last year This decline was the result of several factors including nsing costs that were
not entrely passed on to the consumer, initial introductory costs asscciated with new
fresh-food products and increased focus on deleting slower-moving items. Management is
actively working to maintain a merchandise margin level consistent with last year

Gasoline Gross Profit Data Years End mber 31
1995 1934 1993

Gasoline Gross profit - dolars in mions $ 1929 $ 1996 31956

Increase/(decrease) from pror year

Average per-store gross profit dollar change 3% 82% 334%

Margin point change (in cents per gallon) (60) 06 237

Average per-store gas gallonage 10% 78% 111%

In 1995 gasoline gross profits declined $6 7 million from the levels achieved in 1994 due
to lower margins (in cents per gallon), which were affected by market conditions that kept
wholesale costs high for much of the year while competitive pressures kept retail prces soft
Gasoline gross profit dollars and margin were unusually high in the fourth quarter of 1994 as a
result of favorable market conditions created by the federally mandated fuel reformulation
program. Contnbuting factors to the strong results in 1993, 1994 and the first three quarters of
1995, were the Company's business which closed | 1 locations. enhanced
the appeal and convenience of its gas facilities and placed increased emphasis on 2y-store
management of gasoline merchandising

Operating, Selling, General and Administrative Expenses

Years Ended December 31

(Dellars in Milions) 1995 1994 1993
Total operating, selling, general and administrative expenses $ 18670 $ 18886 S 20304
Ratio of reported OSGA&A 1o sales 27 7% 283% 30 1%

Decrease in reported OSG&A compared 10 prior year $ (216) $ (1418 § (937)
Decrease n adjusted OSG&A compared 10 prior year * $ (2290 $ (867 $ (381)

* adjusted to exclude severance and related costs and the loss for store closings and disposdtion of
properties, including Citjet (see Summary of Results of Operations)

The majonty of the decrease in OSG&A expenses, as adjusted, resulted from cost savings
realized from reductions in force that began late in 1992 and continued through 1995
combined with the effect of having fewer stores (see Management Strategies)




The Company continues to review the functions necessary to enable its stores to respond
faster and more cost efficiently to rapidly changing customer needs and preferences In
conjunction with this review, the Company continues to realign and reduce personnel and
office facilities in order to eliminate non essential costs

In December 1935 the Company's plans resulted in a $13 4 million accrual, of which
$5 0 milion was for severance benefits and $84 million for reduction of office space
Reductions of more than 400 employees throughout the Company will result in annualized
savings of approximately $20 milion The office closings and consolidations involve field
operating and staff locations. as well as the Company's headquarters facilities ("Cityplace’)
While the execution of the office plans will take most of the year future years annualized
savings from these intiatives will be approximately $5 million. including potential income from
addtional Cityplace ieases

in Decemper 1994 the Company accrued $7 4 million for severance costs and office
reductions The employee terminations were completed in 1995 while the office realignments
will be completed in 1396 along with those previously discussed Changes from the estimates
for 1994's onginal $7 4 million accruai did not have a matenal impact on 1395 2amings

“xpense Net

The Company's net interest expense in 1995 decreased $9 4 million compared to 1994
Most of the savings related to non-cash interest which declined due to the refinancing of the
term loans under the senior bank debt credit agreement (“Credit Agreement”) in
December 1994 and the extension of the repayment of the debt relating to its headquarters

faciites (Citypiace) at a lower interest rate in February 1995 (see Liquicit; and Captal
Resources - Financing Activites; The adverse impact of the 1 1% nse in the weighted
average interest rate on the Company's floating rate debt dunng 1995 increased interest
expense approximately S8 milion However the 1 5% reduction in the margin that the
Company negotiated with its bank lenders in the refinancing in late 1994 offset a portion ($5
milion) of this increase

In November 1995, the Company consummated a $216 7 million tender offer to purchase
a portion ($263 3 million face value) of its public debt securities (see Liquidity and Capital
Resources - Financing Activities) The purchase was financed by the issuance of $300 million
of 4 5% Convertible Quarterly Income Debt Secunties due 2010 ("Convertibie Debt”) The
annual interest expense of $13 7 million from issuing the Convertibie Debt will not be offset by
a corresponding reduction in interest expense for the retred debentures since the retrec
debentures are subject to Statement of Financial Accounting Standards No 15 ("SFAS No
15) reatment Despite the incremental interest expense from the Convertible Debt. the
Company expects total interest expense to remain flat in 1996 due to the expectation of lower
floating rates and debt balances coupled with lower short-term borrowings from use of the
convertible debt proceeds not used in the tender offer

Net interest expense in 1994 increased $13 2 million over 1993, pnmanly due to the
re‘inancing of the 12% Senior Notes with working capital and bank debt in August 1993
Unlike the interest on the bank debt. interest on the 12% Senior Notes was subject to SFAS
No 15 treatment with interest payments recorded as a reduction of pnncipal rather than
interest expense (see Note 8 of "Notes to Co Financial ts’) Net intere.t




expense in 1993 was $15 6 million lower than in 1992 pnmanly due to lower interest rates on
floating rate debt, combined with greater use of commercial paper, which has lower interest
rates than other debt instruments Partially offsetting the decline in interest expense was iower
interest income resulting from the receipt in 1992 of $5 8 million in interest on tax refunds

Approximately 35% of the Company's debt contains fioating rates, which had a weighted
average interest rate of 662% for 1995 versus 551% and 4 52% for 1994 and 1993
respectively In the first quarter of 199€, the Company reduced ils exposure to short-term
fluctuations in rates on a substantal portion of its floating rate bank debt by selecting one year
LIBOR matunties at current favorable rates rather than the shorter terms it has selected in the

Taxes

The Company recorded tax benefits in 1995 and 1994 of $66 1 million and $18 5 million
respectively, compared to a tax expense of $8.7 million in 1893 During the fourth quarter of
1934, as a result of the Company's anticipated 1995 taxable earnings, the valuation allowance
for deferred taxes was reduced $30 milion Dunng the fourth quarter of 1995, due to the
Company's demonstrated ability to produce higher ievels of taxable income, the remaining
portion of the valuation allowance was reversed producing an $84 3 million benefit

LIQUIDITY AND CAPITAL RESOURCES

The majority of the Company's working capital i1s provided from three scurces: i) cash
flows generated from its operating actvities, i) a $400 milion commercial paper faciity
(guaranteed by Ito-Yokado Co. Ltd). and i) short-term seasonal borrowings of up to
$150 million under its revolving credit facility The Company believes that operating activities
coupled with available short-term working capitai facilities will provide sufficient Iquidity to fund
current operating and capital expenditure programs, as well as to service debt requirements

Financing Activities

On November 22. 1995, the Company completed a tender offer for 40% of the face value
of both its 5% First Pnonty Senior Subordinated Debentures due December 15, 2003
($180 6 milion) and 4 1/2% Second Pnonty Senior Subordinated Debentures (Senes A)
(882 7 million) due June 15, 2004 (collectively, the "Debentures”). Under the terms of the
offer. the final cleanng prces were $840 00 and $786 00 for the 5% and 4 1/2% Debentures
respectively. per $1000 face amount, resuling in a cash outlay by the Company of
$216 7 million

To finance the purchase of the Debentures, the Company issued $300 million in
Convertible Debt to Ito-Yokado Co , Ltd and Seven-Eleven Japan Co . Ltd , the joint owners of
1YG Holding Company, which 1s the Company's majority shareholder The remaining proceeds
of $83 3 million were made available for general corporate purposes The Convertibie Debt is
subordinated to all existing debt. has a 15-year term with no amortization and is convertible
into the Company's common shares at $4 16 per share

The Company recognized a $103 2 million after-tax extraordinary gain on the purchase of
the Debentures in the fourth quarter of 1995 The gain results from purchasing the
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Debentures below their face value and from retinng the future undiscounted interest payments
on that portion of the Debentures being purchased As a result of the Company's financial
restructuring in 1991, SFAS No 15 required the Company to include its future undiscounted
interest payments on the Debentures in the carrying value of the debt on the balance sheet

The Company's Credit Agreement contains a $300 million term loan and a revolving credit
facility The term loan has scheduled quarterly repayments of $18 75 million commencing
March 31, 1996, through December 31 1999 The revolving credit facility contains both a
revolving loan ("Revolver’) and letter of credit subfacility. each having a maximum limit of
$150 million and expinng on December 31, 1999 Interest on the Revolver and Term Loan is
generally based on a vanable rate equal to the administrative agent bank's base rate or, at the
Company'’s option, at a rate equal to the Eurodollar rate plus 975% per year

The Credt Agreement contains certain financial and operating covenants reguinng
among other things. the maintenance of certain financial ratios, including interest coverage
fixed charge coverage and senior indebtedness to earnings before interest taxes, depreciation
and amcrtization ("EBITDA") The covenant levels established by the Credit Agreement
generaily require continuing improvement in the Company's financial condition

For the perod ended December 31, 1995, the Company was in comphance with all of the
covenants required under the Credit Agreement, including compliance with the pnncipal
financial and operating covenants (calculated over the latest 12-month penod) as follows.

Requirements
Covenants Actuals Maximu

Interest coverage * 282t010

Fixed charge coverage 110t010 100010

Senior indebtedness to EBITDA 356t010 4101010
*includes effects of the SFAS No 15 interest payments

The issuance of the Convertible Debt and the tender offer for the Debentures did not
require the approval of the Company's lenders under the Credit Agreement. However, dunng
the fourth quarter, the Company obtained an amendment to the Credit Agreement that allows
greater flexbility on uses of the proceeds from the issuance of the Convertible Debt and how
the refinancing is treated under certain financial covenants The amendment allows the
Company. among other things, to make subsequent purchases of subordinated debt with any
remaining proceeds and o exclude payments for such purchases from the Company's fixed
charge coverage ratio

in 1995, the Company repaid $289 4 million of debt, of which $216 7 million related to the
tender offer for the Debentures Other principal reductions during the year were $72 7 million
of which $34 6 million was for SFAS No 15 interest and $23 9 million was for pnncipal
payments on the Company's Yen-denominated loan (secured by the royalty income stream
from its area licensee in Japan) Outstanding balances at December 31, 1995 for the
Commercial Paper, the Term Loan and the Revolver were $350 2 millien, $300 0 million and
zero, respectively  As of December 31, 1995, outstanding letters of credit issued pursuan' to
the Credit Agreement totaled $80 4 million




As a result of an agreement reached in conjunction with the Company's bankruptcy
proceedings in 1990, on February 15, 1995, the 7 7/8% Cityplace notes, issued by Cityplace
Center East Corporation ("CCEC"). a wholly owned subsidiary of the Company, were repaid
under a drawing of a letter of credit issued by The Sanwa Bank, Ltd Under such agreement.
the term of matunty of the indebtedness of CCEC resulting from such draw has been extended
by ten years to March 1, 2005 New terms include monthly payments of principal and interest
over the ten-year penod, based upon a 25-year amortization at 7 1/2%, with the remaining
principal due upon matunty

Cash F Operating Acti

nn' cash provided by operatng activities was $236 2 million for 1995 compared to
$27 lion in 1994 and $232 1 million in 1992 (see “Results of Operations® section) In
‘995 omev items affecting operating cash fiows included a $13 4 million payment related to an
IRS examination of the Company’s filings for 1990 and 1991 Such payment had no materal
effect on 1995 earmings

Capital Expenditures

Dunng 1995, net cash used in investing actvities consisted primanly of payments of
$192 2 milion for property and equipment the majority of which was used for remodeling
steres. upgrading retal gasolne facilities, replacing equipment and complying with
environmental regulations  Through December 31, 1995 approximately 4 100 stores have
been remodeled The remodels are focusing on the features that are most noticeable tc
customers and have the most immediate and positive impact on store performance. such as
lighting and secunty. food service equipmant necessary maintenance and consistent image

The Company expects 1996 capital expenditures 1o be approximately $210 million
(excluding lease commitments). pnmarnly to complete remodels started in 1995 and to remode!
about 1,100 additional stores The remaining capital will be used for development of new store
sites, to replace equipment. to upgrade gasoline facilities and to comply with environmental
regulations While the Company will look at the economics of each new site it anticipates that
t wil finance new store construction pnmarnly through leases conta ning inital terms of
15-20 years with typical option renewal periods

Capital Expenditures - Gasoline Equipment

The Company incurs ongoing costs to comply with federal, state and local environmental
laws and regulations primanly relating to underground storage tank ("UST") systems The
Company anticipates it will spend approximately $12 million in 1996 on capital improvements
required ‘o comply with environmental regulations relating to USTs as well as above- ground
vapor recovery equipment at store locations and approximately an additional $21 million on
such capital improvements from 1997 through 1999

Environmental Compliance - Stores

The Company accrues for the anticipated future costs of environmental clean-up activities
(consisting of environmental assessment and remediation) relating to detected releases of
reguiated substances at its existing and previously owned or operated sites at which gasoline




has been sold (including store sites and other facilities that have been sold by the Company)
At December 31, 1995, the Company has an accrued liability of $63 7 miliion for such activities
and anticipates that substantially all such expenditures will be incurred within the next five
years. This estimate is based on the Company’s prior experience with gasoline sites and its
consideration of such factors as the age of the tanks, location of tank sites and expenence
with contractors who perform e t and work

Under state reimbursement programs, the Company is eligible to receve reimbursement
for a portion of future costs, as well as costs previously paid. At December 31 1995 the
Company has recorded a gross receivable of $73 4 million (a net receivable of $59 7 million
after an allowance of $13 7 million) for the estimated probable state reimbursement There is
no assurance of the timing of the receipt of state reimbursement funds, however, based on its
expenence. the Company expects to receive the majonity of state reimbursement funds within
one to four years after pay of eligible 't and ) expenses, assuming
that the state administrative procedures for processing such reimbursements have been fully
developed

The t future and ' expenditures and related state
reimbursement amounts could change within the near future as governmental requirements
and state reimbursement programs continue to be i/mplemented or revised

Environmental Compliance - Chemical Plant

In December 1988, the Company closed its chemical manufactunng facility in New Jersey
As a result, the Company is required to conduct environmentai remediation at the facility and
has accrued a liability for this purpose. As required, the Company has submitted a clean-up
plan to the New Jersey Department of Environmental Protection (the “State”), which provides
for 1 of the site for app! a three- to five-year penod, as well as continued
groi for a proj 20-year period. While the Company has received initial
comments from the State, the clean-up plan has not been finalizec The Company has
recorded labilities representing its best estimates of the clean-up costs of $37 8 million at
December 31, 1995  Of this amount, $31.7 million was included in deferred credits and other
liabilities and the remainder in accrued expenses and other liabilites. In 1991, the Company
entered into a settiement agreement with a large chemical company that formerly owned the
facility Under the settiement agreement, the former owner agreed 1o pay a substantial portion
of the clean-up costs descnbed above. The Company has recorded a receivable of
$22 0 million at December 31, 1995, representing the former owner's sortion of the clean-up
costs.

None of the amounts related to environmental liabilities has been discounted
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THE SOUTHLAND CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 1995 AND 1994
(Dollars in Thousands, Except Per-Share Data)

ASSETS 1998
CURRENT ASSETS

Cash and cash equivalents 43047 59.288
Accounts and notes receivable 107.224 102,230
!nventories 102,020 101,468
Other current assets 103,816 4o
Total current assets 356,107 303,397
PROPERTY AND EQUIPMENT 1,335,783 1,314,499
OTHER ASSETS _— 227 ~ 382698

$ 2,081,117

LIABILITIES AND SHAREHOLDERS' EQUITY (DEFICIT)

CURRENT LIABILITIES
Trade accounts payable 195,154 203315
Accrued expenses and other liabilities 329429 316,183
Commercial paper 50.198 41322
Long-term debt due within one year 145,346 1231!2_

Total current liabilities 720727 684,809
DEFERRED CREDITS AND OTHER LIABILITIES 236,545 245807
LONG-TERM DEBT 1,705,237 2227209
CONVERTIBLE QUARTERLY INCOME DEBT SECURITIES 300,000
COMMITMENTS AND CONTINGENCIES

SHAREHOLDERS' EQUITY (DEFICIT)
Common stock, $.0001 par value. 1,000,000.000 shares
authonized: 409,922 935 shares issued and outstanding 4 41
Additional capitai 625574 625,574
Accumulated deficit (1.506.407) (1.782,848)

Total shareholders' equity (deficit) (880.792) (1,157.231)

2,081,117 $ 2000594

See notes to consolidated financial statements.
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THE SOUTHLAND CORPORAT! R

CONSOLIDATED STATEMENTS OF EARNINGS
YEARS ENDED DECEMBER 31, 1995, 1994 AND 1993
(Dollars in Thousands, Except Per-Share Data)

1998 1994 1993

REVENUES:
Net sales (ncluding $991 788, $992.970 and $962.955

in excrse taxes) $ 6745820 § 6684495 S 6744333

Other income 70,969 66,407 61592

6,816,789 6,750,902 6,805,925

COSTS AND EXPENSES

Cost of goods sold 4.762,707 4693826 4,696,309

Operating. seling, general and administrative expenses 1,866,971 1888610 2030382
Interest expense, net 85,582 94970 81814
6715260 6677405 6808505

EARNINGS (LOSS) BEFORE INCOME TAXES,
EXTRAORDINARY GAIN AND CUMULATIVE
EFFECT OF ACCOUNTING CHANGE 101,529 73496

INCOME TAXES (BENEFIT) (66.065) (18,500

EARNINGS (LOSS) BEFORE EXTRAORDINARY
GAIN AND CUMULATIVE EFFECT OF
ACCOUNTING CHANGE 167 504 (11.280)

EXTRAORDINARY GAIN ON DEBT REDEMPTION (net
of tax effect of $8,603 in 1995 and $0 in 1993) 103,169 98,968

CUMULATIVE EFFECT OF ACCOUNTING CHANGE
FOR POSTEMPLOYMENT BENEFITS

S __(16537)
NET EARNINGS 270,763 s

71.151

EARNINGS (LOSS) PER COMMON SHARE
(Primary and tully diluted):
Before extraordinary gain and cumulative
effect of accounting change
Extraordnary gain
Cumulate effect of accounting change

Net eamings

See notes to consolidated financial




THE SOUTHLAND CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY (DEFICIT)
YEARS ENDED DECEMBER 31, 1995, 1994 AND 1993
(Dollars in Thousands, Except Share Amounts)

TAL
COMMON STOCK ADDITIONAL ACCUMULATED SHAREHOLDERS
SHARES AMOUNT  CAPITAL DEFICIT ___ EQUITY(DEFICIT)

ICE, JANUARY 1, 1993 410,022,481 41 $625.724 $ (1,944,524) $(1,318,759)
eamings - . 8 71.151 71,151
ilation of shares (99.546) (150) 12 (38)
\gn currency transiation
adustments (704) (704)
CE, DECEMBER 31, 1993 409,922,935 625,574 (1,873,965) (1.248,350)
eamings . 91,996 91,996

n currency transiation
ustmerits = g em_ @m

€, DECEMBER 31, 1994 409,922,935 625,574 (1,782,846) (1,157,231)
eamings o - . (3

n currency transiation
adustments - - - (2.470) (2.470)
( "

270,763 270,763

_ewe - Gi

€, DECEMBER 31, 1995 ! $ 625,574 $ (1,506,407) $_(880,792)

See notes 1o consolidated financial statements.




THE SOUT ND C! AN ISIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 1995, 1994 AND 1993
(Dollars in Thousands)
1995
CASH FLOWS FROM OPERATING ACTIVITIES:
Net eamings $ 270763
Adjustments 1o reconcile net eamings to net cash provded
by operating actiites
Extraordinary gain on debt redemption (103.169)
Cumulative effect of accountng change for postemployment be
Depreciation and amortizatior: of property and equipment 147423 143670
Other amortization 19.026 19,026
Deferred income taxes (84 269) (30,000)
Noncash interest expense 1974 11384
Other noncash (income) expense (409) 614
Net loss on property and equpment 7274 7504
(Increase) decrease i accounts and notes receivable (2.708) (3.066)
(Increase) decrease in nventones (552) 7.895
(Inciease) decrease in other assets (1.053) 24273
Decrease in trade accounts payable and other habilities. (18.083) (1.729)

Net cash provded by operating actrties 236217 271567 232077

CASH FLOWS FROM INVESTING ACTIVITIES:
Payments for purchase of property and equipment (192.221) (171,636) (195.146)
Proceeds from sale of property and equipment 15720 15,867 22809
Other 2770 23N 4982
Net currency exchange principal transactions 5133) (8.894)
Cash utiized by distnbution and food center assets (2.790) (17.739)
Proceeds from sale of distribution and food center assets. 6305 44 889

Net cash used in nvesting activities. (173.731) (155.016) (149,099)

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from commercial paper and revolving credt facilities 4171927 4451774 4,111,500
Payments under commercial paper and revolving credit facilites 4256918) (4418 69)) (3927 234)
Proceeds from issuance of long-term debt 300,000 150.000
Principal payments under long-term debt agreements (289.372) (400,580) (403.125)
Proceeds from issuance of convertible quarterly income deblt secu 300,000
Debt issuance costs (4.364) (3.250) (2.437)
Net cash used in financing activities (78.727) (70,749) (71.296)
NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENT (16.241) 45.802 11,682

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 59.288 13.486 1804

CASH AND CASH EQUIVALENTS AT END OF YEAR $ 43047 $ 59288 13486

RELATED DISCLOSURES FOR CASH FLOW REPORTING

interest pad. excluding SFAS No 15 interest S _ (97.945 $ _ (98.157) $ _(87631)
Net income taxes paid S _(34674) S (7810) $  (7.969)

See notes 1o consolidated financial statements




SOUTHLAND CORPORATION AND SUBSIDIARIES

s TO CONSOLIDATED PINANCIAL STATEMENTS
ENDED DECEMBER 31, 1935, 1994 AND 1993

COUNTING POLICIES
principles . _Consolidation The Southland Corporation and subsidiaries
15 owned approximately €4% by IYG Holding Company, which is
Yokado Co., Ltd IY*) and Seven-Eleven Japan Co.,

include the accounts of The Southland
transactioas and account
£inan; statements in

requires
he reported

r.601 idal cial statements
oration and its subsidiaries Intercompany
minated T preparation of
accepted accounting p
and assumptions that affect t
ies and disclosure of contingent
the financial statements and cev
period. Actual results could
quarterly amounts have been reclas
Buying and occupancy expense of
years ended December 31, 1994 and
lassified from cost of goods sold to operating,
("0SG&A")

valy, was re
general and administrative expenses
Eleven and other convenience stores

ed ates and Canada Area licens: or their franchisees, and
operate approximately 10,000 additional 7-Eleven convenience
certain areas of the United States, in 18 foreign countries and

ritories of Guam and Puerto Rico. The Company's net sales
take-out foods and beverages, gasoline
non-food merchandise, specialty
stores operated by

operates more than 5,400

°d of sales of groceries,

oc dairy products,
Net sales and cost of goods sold of
Company -operated stores
$2,832,131,000,
2,896, 2,962 and 2,998 stores for

at certain 1

items and services
are consolidated with the results of
sales of stores operated by franchisees are
,820, 685,000 and ,270,000 from
e years ended December 31, 1995, 1994 and 1993, respectively. Under the
franchise agreements, initial franchise fees are recognized in
ly and are generally calculated based upon gross profit
store or marke! area These fees cover certain costs
an allowance for travel, meals and lodging for the
rainees and other costs relating to the franchising of the store

is split between the Compan
Company's share of tha gross profit of franchise
fee, generally ranging from SOV to S8%
which is charged to the franchisee for
operating system and trademarks, for the
the store premises and equipment, and for continuing
Company. These services include merchandising,
contractual indemnification,
statements The
of $515,610,000

franchise stores

sices provided by the
advertising, recordkeeping, store audits,

ness counseling services and preparation of financial
earned the Company's franchisees
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years ended December

in the Consclidated

>res operated under domest
included in consolidated r
s are included in other

been immaterial, are recognized when th

om such agreement

agreements are performed

Other Income oth BESKEELLY) et
franchi fee income

license agreements
$39,

license royalt

ea “ense royalties include amounts ¢

w approximately 344,

D, $42,00
ars ended December 11

1994

for th
respect i v

Opcunng. Sel ur\g, General and m-mun.nv: Expe;
ancy exp included in 05G

Interagt

Cash and cash equivalents inc
787,

stated at cost

temporary

at ember

approximates market

1 iquid 1n nt  instruments

three months or less to be cash equivalents
ories are stated at the 1

generally dece ed by the LIFO method ¢

Unite¢ States
in Canada

by the FIFO method for stores

Pepreciation and Amortization

mnu upon the estimated useful
Amortization of capital leases, 2 leased

roperties and favorable leaseho d8 is based upon the remaining term

@ leases or the estimated useful

ves, whichever is shorter

Depreciation of

buildings and equipment
lives of the

Assets using the straight
line method

mprovements tc

reign and domes intangibles were recorded
fair v . ¥ payments and are being amorti
acs using T
imated lives
are perpatua

Sxyu Closi
ed owned-store ir net zable value
identified leased leasenold improvements are writ
and a provision is made on a c
excess of expected su

current ba the write-dcwn

eir net realizable
ipated expenses a

Business Secment - The Company operates
operating, franchising and

under the 7-Eleven name

in a single b
licensing of conven:ience
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'S AND NOTES RECEIVABLE

ces receivable (n
of $14,606 and $15,309)
ble

(net of long-term portion of
$64,034 and 367.546) - gee
Note 13

Allowance accounts

t
INVENTORIE:

Inventories stated on the LIFO basis that are included in inventories
the accompanying Consolidated Balance Sheets were $62,705,000

in

and

$63,340,000 at December 31, 1995 and 1994, respective which is less than

replacement cost $30,907,000 and $28,206,000, respectively
December 31, 1993, inventories were reduced resulting in a liquidation
" LIFO inventory layers recorded at costs that were lower than the costs
current purchases. The effect of this reduction was to decrease cost
goods sold by approximately $3,900,000 in 1993

OTHER CURRENT ASSETS

——_December 31
1995
(Dollars in Thousands)
Prepaid expenses 7,77 $ 18,474

Deferred tax assets (net of allowance of
$77,218 in 1994 13,861

Other —8.076
i80.801

At
of
of
of
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PROPERTY AND EQUIPMENT

— . Recember 31
229 A334

(Dollars in Thousands

461,585

Buildings and leasehclds 1,274,651

. 697,673

ion in process Ll ag g%

2,466,634

Accumulated depreciation and amortization 12,120,852

9

1995, the F ial Accounting Standards Board issued Statement of
Accounting tandards ("SFAS") No. 121, “Accounting for the
Impairment of Long-Lived Assets.” The statement establishes accourting
standards for the impairment of long-lived assets to be held and used and
for long-lived assets to be disposed of, and must be adopted no later than
996. The impact on the Company's earnings is not expected to be material
when the Company adopts the statement in 1996

OTHER ASSETS
——PRecembex 31
1225
(Dollars in Thousands)

Japanese license royalty intangible

(net of accumulated amortization of

$132,988 and $116,972) $ 185,513
Other license royalty intangibles (net

of accumulated amortization of $23,750

and $20,914) 32,854 35,690
nvironmental cost reimbursements

(net of allowance cf $13,705 and $14,890)

see Note 13 64,034 67,545

Deferred tax assets (net of allowance of

$97,371 in 1994) 30,396 16,139
Other (net of accumulated amortization

of $5,023 and $7,281) 16,430 —61.725%




ACCRUED EXFENSES

A:cxued
accrued payro
Accrued taxes

accrued

for severan

ember
oyees
terminations

realignments are
trom the original $

earnings

insuran

ironmental

1994,
rerminated and
e

AND OTHER LIABILITIES

income
(see

n
costs

other t

e to

cunts payabl
13

align

the Company accrued
ated and for reducticn
recorded

plan was

we substantially

scheduled for

crea Y

ce benefits an
Company accrued $
tor changes

completion in

,405,000 accrual

___Regembe
A223

(Dollars

in Thousands

43,025 1,024

40,710 372

40,659 574
_ 321,967

129,43
corporation Employees
contributions and
¢ December 31

The southland
i for

as
to its
effi to

n this goal
and otfice

jons necessary

enable
and e

sre
o cmpl

preferences
perscane

and red

00 for severance benefits
in office space The cos
and is comprised of
reductions in office

$13,418

0SGEA
for

in
d $8,436,000

geverance benefits £oF
The employee
1995, and the office

Changes in estimates
impact on 1995

tor
tacilities

$7,405,000
in office
in
1996
did not have a material

completed




—Decemberx 31
223
ars Thousancs)

Bank Debt Term Loans
Bank Deb
Commercial paper
S% Firet P nior Subordinated
Debentures due 20
1/2% Second Prior nior Subordinated
Debentures (S 8 A) due 2004
ond Priority Senior Subordinated
Depentures (Series B) due 2004 25,146
S ior Subordinated
3 009 57,082 59,696
229,243 253,114
erm Loan due 2005 286,949 289,698
Canadian revolving credit facility 11,179 5,678
Capital lease obligati 90,852 105,159
Other = a2 1.820

1,850,583 2,351,198

Less long-term debt due within one year —t21,903

237

Bank Debt - The Company is cbligated to a group of lenders under a credit
agreement ("Credit Agreement®) that includes term loans and a revolving
credit facility (collectively "Bank Debt*) In December 1994, the Credit
Agreement was amended to extend its maturity through December 31, 1999, and
to change various financial and operating covenants to reduce certain
restrictions The financial and operating covenants require, among other
things, the maintenance of certain financial ratios including interest
coverage, fixed-charge coverage and senior indebtedness to earnings before
interest, income taxes, depreciation and amortization. The Credit Agreement
alsc contains various covenants which, among other things, (a) limi: the
Company's ability to incur or guarantee indebtedness or other liabilities
other than under the Credit Agreement, (b) restrict the Company's ability
to engage in asset sales and sale/leaseback transactions, (c) restrict the
types of investments the Company can make and (d) restrict the Company's
ability to pay cash dividends, redeem or prepay principal and interest on
any subordinated debt and certain senior debt Under the Credit Agreement
all of the assets of the Company, with the exception of certain specified
property, serve as collateral

The amendment to the Crodit Agreement refinanced the existing term

and revolving credit facility with a new term loan and a new revolving
credit facility. The new term loan provided proceeds of $300 million, which
were primarily used to retire the existing term loans The new term lcan
is to be repaid in 16 quarterly installments of $18,750,000 commeacing
March 31, 1996 The new revolving credit facility makes available
borrowings and letters of credit totaling a maximum of $300 million
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un borrowings and letters of credit under the revolving credit
$150 million eac! Upon expiration of the facility,
letters of credit must expire and may need to be
other amounts then outstanding will be due and payable in
31, 199 outstan t} 1 credit related to t
totaled $80,409,

t on the Bank Debt is generally payable quarterly and is based on a
yariable rate equal ¢ administrative agent bank's base rate or, at the
Company's option, at a rate equal to a reserve-adjusted Kurodcllar rate
plus .975% per year The weighted-average interest rate on the term loan

outstanding at December 31, 1995 and 1994 was 6.9% and 7.1V, respectively

sre weighted-average interest rate on revolving credit facility borrowings

cutstanding at December 31, 1994, was 3.5V. A fee of .925% per year on the

cutstanding amount of letters of credit is required to be paid quarterly. A
tment fee on unadvanced funds, which for purposes of this
des unissued latters of credit, is payable quarterly

Paper The Company has a facility that provides for the
up to 5400 million in commercial paper. At December 31, 1995,
:1lion of the $350,198,000 outstanding principal, net of discount,
assified as long-term debt since the Company intends tc maintain at
this amount outstanding during the next year. Such debt is unsecured
is fully and ditionally guaranteed by IY Y has agreed to
inue its guarantee of all commercial paper issued through 1996. While
that IY would be required to perform under its
paper guarantee, in the event I7 makes any payments under the
the Company and have entered intc an agreement by which the
required to reimburse IY subject to restrictions in the Credit
ted-average interest rate on commercial paper
g at December 1995 and 1994, regpec 1 vas

5.8% and &

¥otes and Debentures X and Debentures are accounted for in

accordance with SFAS No 5 ounting by Debtors and Creditors for

d Debt Restructuring,” and were initially recorded at an amount

ne future undiscounted cash payments, both principal an¢ interest

No. 15 Interest”) Accordingly, no interest expense will be

gnized over the life of these securities, and cash interest payments

be charged against the recorded amount of such securities. Irterest on

e Notes and Debentures is payable cash semiannually cn June 15
mber 15 of each year

First Priority Senior Subordinated Debenture. due December
had an outstanding principal amount of $269,993,000 at December
and are redeemable at any time at the Company's option at 100% of

The Second Priority Senior Subordinated Debentures were issued in three
Series, and each series is redeemable at any op
a 10 pal amount and are desc

Debentures, due June 1 an outstanding
23,654,000 at
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that there will be any
incipal balance remaining at that date. Upon the later of February 28,
00, or the date wi following the final repayment of the
royalty y 5 area licensee in Japan will be
reduced 1 e ' with the terms of the license

current inter 6-1/4% will be reset after March

orporation

not n 1987 to
a parking garage and
ment . The interest rate on
on February 15 and August 15
February 15, 1995 Becau
purchase accoun 1987, the effective interest rate was
cipal amount was paid to notehclders on February 15,
letters of credit issued by The Sanwa Bank,
. whi a5 a lien on the property financed
deferred the maturity of the debt by exerci
ten years to March 1, 2005, with
to Sanwa based on 25-year
ning principal due upon maturity (the

its corporate headquarters
nsideration through the
5anwa an amount that it
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v of the proceeds,
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CONVERTIBLE QUARTERLY INCOME DEBT SECURITIES DUE 2010

Company issued $300 milli
ome Debt Securities due 2010
ompany used $216,739,000 of the pr
res (gsee Note B8), and the remai
corporate purposes T
2V and gives the Company the r to defer inrere
consecutive quarters. The holder of
intc a maximum of 72

eeds to purchase
ing proceeds were

)0 shares
The conversion rate represe a premium to
ralue of Southland's common stock at the time of issuance of
rtible Debt. As cember 31, 1995, no shares had been issued as a
;¢ debt conversi The vertible D is subordinate to
existing debt

ion to the principal amount of the
na sratements include interest payable
expense of $1,313,000 related to th

Convertible Debt, the 1995
of $638,000 and inter.
Convertible Debt

PPEFERRED STOCK

shares of preferred k authori
issued will have ghts
Company's Board of ectors

powers and




OSURES ABOUT PAIR VALUE OF PINANCIAL INSTRUMENTS

fair value of financial instrum
using available market informa
s as indicated below

carrying amounts cash and cash equivalents, trade accounts

vable, trade accoun payable and accrued expenses and other
Wpilities are reasonable estimates of their fair values Letters of
dit are included in the estimated fair value of accrued expenses and
er liabilities

rry amounts and ir values of other financial
truments at December 31, 1995, listed in the following takle

Estimated

Bank Debt 30
Comparcial Pap 350,198

€30,738

229,243

286,543
Convertible Debt 300,000 01,

The methods and assumptions used in estimating the fair value for each of
es of financial instruments presented in the table above are as

The carrying amount of the Bank Debt approximates fair value because the
interest rates are variable

Commercial paper borrowings are sold at market interest rates and have
an average remaining maturity of less than 40 days. Therefore, the
carrying amount of commercial paper is a reasonable estimate of its fair
value. The guarantee of the commercial paper by IY is an integral part
of the estimated fair value of the commercial paper borrowings

The fair value of the Debentures is estimated based on December 31,
1995, bid prices obtained from investment banking firms where traders
regularly make a market for these financial instruments. The carrying
amount of the Debentures includes $196,538,000 of SFAS No. 15 Interest

The ¢ value of the Yen Loan is estimated by calculating the present
lue of the future yen cash flows at current interest and exch
rates

The fair value of the Cityplace Term Loan is estimated by
the present value of the future sh flows at current interes

The fair value of the Convertible Debt at December 31, 1995, 1is
estimated by an investment banking firm and includes both an interest
rate and an equity component
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EMPLOYEE BENEFIT PLANS
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The weighted-average discount rate used in determining the accumulated
postretirement benefit obligation was 7% and 8% at December 31, 1995 and
1994, respectively. Components of the accrual recorded in the Company's
consclidated balance sheets are as follows

1223 024
(Dollars in Thousands
Accumulated Postretirement
Benefit Obligation
Retireesn $ 11,960 § 11,197
Active employees eligible to retire 5,234 4,716
Other active employees 6,320 __5.354

23,522 21,267
Unrecognized gains 5,498 1.233

£22,020 £.322.320

Postemployeent Benefits - The Company adopted SFAS No. 112, ‘Employers’
Accounting for Postemployment Benefits,® in 1993 and recorded an
accumulated postemployment benefit obligation Of  $16,537,000. The
obligation primarily represents future medical costs relating to short-term
and long-term disability. The accumulated postemployment benefit
Sbligation, which had 5o tax effect, was recorded as the cumilazive effect
of an accounting change. As of December 31, 1995 and 1994, the amount of
the obligation was $19,390,000 and $18,460,000, respectively

rticipat In 1988, the Company adopted The Southland
Corporation Equity Participation Plan (che “Participaction Plan), which
provides for the granting of both incentive options and nonstatutory
options and the sale of convertible debenturas to certain key erployees and
officers of the Company. In the aggregate, not more than 3,529,412 shares
of common stock of the Company can be issued pursuant to the Participation
Plan; however, the Company has no pr intent to grant additional
optione or debentures under this plan. available for issuance
under the Participation Plan are reduced by the number of sha issued
under the Grant Stock Plan, which is described in a following paragraph

Options were granted in 1988 at the fair market value on the date of grant,
which is the same as the conversion price provided in the debentur: All
options and convertible debentures that were vested became exercisable as
of December 31, 1994, pursuant to the terms of the Participation Plan. At
December 31, 1995, there were vested options outstanding to acquire 948,439
shares, of which 909,999 were at $7.50 per share and 38,500 were at $7.70
per share, and vested debentures ocutstanding that were convertible at $7.50
per share into 5,000 shares. During 1995, options to acquire 812,304 shares
and debentures convertible into 12,833 shares expired for those
participants who are no longer with the Company. All options expire. and
the cebentures mature, no later than December 31, 1997

Grant Stock Planp - In 1388, the Company adopted The Southland Corporation
Grant Stock Plan (the "Stock Plan®) Under the provisions of the Stock
Plan, up to 750,000 shares of common stock are authorized to de issued to
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The present value of future minimum lease payments for capital lease
obligations is reflected in the consolidated balance sheets as long-term
debt The amount representing imputed interest necessary to reduce net
nimum lease payments to present value has been calculated generally at
the Company's incremental borrowing rate at the inception of each lease

Future minimum lease payments for years ending December 311 are as fcllows

Capital Operating

== Aoases
(Dollars in Thousands;

1996 21,965 $ 116,621
1997 20,424 105,284
1993 18,793 85,471
1999 17,449 64,869
2000 15,485 48,704
Thereafter __60.405 185,645

Future minimum lease payments 154,521 $.606,558
Estimated executory costs (399)
Amount representing imputed interest _163,270)

Present value of future minimum

lease payments $.20.852

Minimum noncancelable sublease rental income to be received in the future,
which is not included above as an offset to future payments, totals
$23,126,000 for capital leases and $21,695,000 for operating 1 s

Rent expense on operating leases for the years ended December 31, 1995,
1994 and 1993, totaled $125,456,000, $120,850,000 and $124,402,000,
respectively, including contingent rent expense of $8,508,000, $8,576,000
and $8,214,000, but reduced by subl rent income of $7,296,000,
$7,858,000 and $8,545,000. Contingent rent expense on capital leases for
the years ended December 31, 1995, 1994 and 1993, was $2,399,000,
and $1,084,000, respectively Contingent rent expense is
generally based on sales levels or changes in the Consumer Price Index




Leases With The Savings and Profit Sharing Plan - At December 31, 1995, the
Savings and Profit Sharing Plan owned 197 stores leased to the Company
under capital leases €34 stores leased to the Company under operating
leases at rentals wh in the opinion of management, approximated market
rates at the date of leas In addition, 67, 43 and €2 properties were
80ld by the Savings and Pro: Sharing Plan to third parties in 1995, 1994
and 1993, respective and at the same t the related leases with the
Company were either cancelled or assigned to the new owner Included in
the consolidated financial statements are the following amounts related to
leasas with the Savings and Profit Sharing Plan

—December 31
1333 2

34
(Dollars in Thousands)
Buildings (et of accumulated amortization
of $8,853 and $9,619) s_2.01 $.23.19.
Capital lease obligations (net of current

portion of $1,664 and $1,945) £.2.310 $.4,300

_Y{ears Ended December 31
1933 1994 233
(Dollars in Thousands)
Rent expense under operating leages and
amortization of capital lease assets $.26,850 $.28,195 § 30,028
Imputed interest expense on capital
lease obligations 3 483 §__ 696 . 948
Capital lease principal payments included
in principal payments under long-term
debt agreements £.1.818 $ 2,075 §_2.200

Commitments

In connection with the 1992 sale of distribution and
food center assets to Mclane, the Company and McLane entered into a ten-
year service agreement under which MclLane is making its distribution
services available to 7-Eleven stores in the United States. If the Company
does not fulfill its obligation to McLane during this time period, the
Company must reimburse MclLane on a pro-rata basis for the transitional
payment received at the time of the transaction The original payment
raceived of $9,450,000 in 1992 is being amortized to cost of goods sold
over the life of the agreement The Company has exceeded the minimum
annual purchases each year and expects to exceed the minimum required
purchase levels in future years.

Citgo Petroleum Corporation - In 1986, the Company entered into a 20-year
product purchase agreement with Citgo to buy specified quantities of
gascline at market prices These prices are determined pursuant to a
formula based on the prices posted by gasoline wholesalers in the various
market areas where the Company purchases gasoline from Citgo Minimum
required annual purchases under this agreement are generally the lesser of
750 million gallons or 35V of gasoline purchased by the Company for retail
sale. The Company has exceeded the minimum required annual purchases each
year and expects to exceed the minimum required annual purchase levels in
future years
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Contingencies

Gasoline Store Sites Company accrues ts, as well as records
t related probable state reimbursement amounts, for remediation of
leases of regulated substances hav
1995 and 1994, respectively, the
or where releases have been de
3 0 and $63,424,000, of which $29,174,000 and $32,924,000 are
ncluded in deferred credits and ot liabilities and the remainder in
accrued other lial ies The Company has recorded
receivables 59,652,000 and $57,246,000 (net of allowances of
513,705, 00C $18,890,000) for the estimated probsble state
reimbursements, $45,653,000 and $47,746,000 are incliuded
assets and the ccounts and notes receivaple. The Company
reduced the estimated eimbursements at the end of
¢ of completing a review of
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am could change within
and state reimbursement
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eligible remediation expenses um that the state
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INCOME TAXES

As of January 1, 1993, the Company adopted SFAS No. 109, “Accounting for
Income Taxes." There was no cumulative effect adjustment upon adoption, and
there was no effect on net earnings for the year ended December 31, 1993

SFAS No. 109 requires the use of the liability method, in which deferred
tax assers and liabilities are recognized for differences between the tax
basis of assets and liabilities and their reported amounts in the financial
statements Deferred rax ets include tax carryforwards and are reduced
by & valuation allowance if, based on available evidence, it is mcre likely
than not that some portion or all of the deferred tax ass will not be
realized

The compcnents of earnings (loss) before income taxes, extraordinary gain
and cumulative effect of accounting change are as follows

—Years Ended Decembex 31
ARAE O RSt A AR

(Dollars in Thousands)

Domestic 98,775 $ 70,615 § 3,795
Foreign —2.754 —2.801 _16.379)

$103.529 $.73.496 (2,530)




income taxes in the accompanying Consclidated Statements
sists of the following

J-'“Lin 2d December 31
i23s A323
Dollars in Thousands

of operat
carryforward
Subtotal

Deferred
709
year valuation
owance adjustment (144.978)
Subtotal 184,269)
Income taxes before extraor
jain and cumulative effect

accounting change £166,065)

I uded in Shareholders y at December 31, 1995,
income taxes provided in on an
securities

is $5,208,000 of
unrealized gain on marketable

Reconciliations of ome taxes before extracrdinary gain and cumulative

effect of accounting change at the federal statutory rate to the Ccmpany's
actual income taxes provided are as follows:

—Xeaxs Ended December 3L
1235 23

(Dollars in Thousands)

Taxes (benefit) at federal statutory
rate $ 35,535
State income taxes, net of federal
cme tax benefit 640
Foreign tax rate difference 886
Net change in valuation allowance
excluding the tax effect of
extraordinary items and the
ve effect of accounting
(108,632) (47,943)
Other 5,506

£166,065) £ (18,500
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allowance for deferred tax assets decreased in 1335 by
The decrease consisted of a $90,320,000 decrease resulting
mpany's gross deferred tax assets and liabilities and
“hange in estimate regarding
5 deferred tax assets. Based on the Company's

trend of posi during the past three years and
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Property and equipme
Other
Subtotal

luation allowance
Net deferred taxes

The Company's net d tax asset
and other assets s 4 and 6)

At Dacember 1995, Company had appro:

business credit ards and $11,984,00

"AMT") credit The AMT credits have no
ral business credits expire during the period from




N~

—~e

@

EARNINGS (LOSS) PER COMMON SHARE

primary e ngs s) per common share is computed dividing net
earnings, plus C le Debt interest (see Note 9 t tax benefits,
the weighted average number of common shares and commcn share
lents sta g during each year The exercise of outstanding

ock. cptions would not result in a dilution of earnings per share

QUARTERLY FINANCIAL DATA (UNAUDITED)

financial data for 1995 and 1994 as adjust
conform to the current-year presentation (see Note

Second ird Fourth
Quarter Quartexr Quaster 1sax
Dollars in Millions, Except Per-Share Data)

$1,54% .750 $1.8 $1,625 $6,746
449 S 468 1,983
2 (89 (68)

extraordinary gain 1) 2 82 168
Net earnings (loss) 1 0 185 7

earnings (1

extracrdi 19 40

The second quarter includes a 354,679,000 onmental reimbursement

related to outstanding litigation The fourth quarter includes a

$103,169,000 extraordinary gain on redemption of debt related to the

refinancing cortain debt securities (see Note 8), $84,269,000 from

realization a deferred tax asset (see Note 14) and $13,415,000 of
for severance and related costs (see Note 7)




First Second  Third
Quarter Quarier Quarter Yeax
Except Per-Share Data

Fourth
(Dollars in Millions,

Net sales .512 L811 V $ 6,684
Gross profit 442 4 1,991
benefit) 1 6 } 19
loss) 92
y diluted
(loss) per
common share 10

The second quarter includes a $4,500,000
m The fourth quarter includes

defarred tax asset (see Note 14},
severance and related costs

recovery on a 1992 insurance
530 million from realization
$7,405,000 of expenses accrued for
(see Note 7), 37,696,000 of expense related to
store closings and dispositions of properties, and approximately $6,
in expense relating to the reduction of

reimbursements (see Note 13




INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Shareholders of
The Southland Corporation

We have audited the a:companying consolidated balance sheets of The Southland
and as of D 31, 1995 and 1994, and the related
statements of g ' equity (deficit) and cash flows for each of
the three years ir: the penod ended Dmmbor 31, 1995. These financial statements are the
responsibility of the Company’'s management. Our responsibility is to express an opinion on
these financial statements based on our audits

We conducted our audits in with gt auditing Those
standards require that we plan and perform mo audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement An audit includes
examining, on a test basis. evidence supporting the amounts and disciosures in the financial
statements  An audit also includes the ciples used and "
made by manag , as well as ‘the overall financial sulnmon'
presentation. We believe that our audits provide a llnﬂablc basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all matenial respects,
the consolidated financial position of The Southland Corporation and Subsidianes as of
December 31, 1995 and 1994, and the consolidated results of their operations and their casn
flows for each of the three years in the period ended D 31,1995 in y wath

As discussed in Notes 12 and 14 to the financial statements, in 1993 the Company changed its
method of accounting for postemployment benefits and for income taxes to conform with
of Financial 9 No. 112 and No. 109, respectively.

COOPERS & LYBRAND LLP

Dallas, Texas
February 14, 1996




tem 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE

Nene
PART Il

ftem 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Certain of the information required in résponse to this item is incorporated by reference
from the Registrant's Definitive Proxy Statement for the April 24, 1996 Annual Meeting of
Shareholders.

See also “Executive Officers of the Registrant” beginning on page 19, herein
ttem 11. EXECUTIVE COMPENSATION.

The information required in response to this item is incorporated herein by reference from
the Registrant's Definitive Proxy Statement for the Aprl 24, 1396 Annual Meeting of

Sharehclders

ftem 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT

The information required in response to this ltem is incorporated herein by reference from
the Registrant's Definitive Proxy Statement for the April 24, 1996 Annual Meeting of
Shareholders.

ftem 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required in response to this item is incorporated herein by reference to the
Registrant's Definitive Proxy Statement for the April 24, 1996 Annual Meeting of Shareholders




PART IV

Item 14 EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-

(a) The following documents are filed as a part of this report

1 The Southland C. and S Financial for the three years in the penod
ended December 31, 1995 are included herein

Page

Consolidated Balan: eets - December 31 1995 and 1994

Consoliaated Statemen's of Earnings - Years Ended December 31 1995 1994 and 1993

Consolidated Statements of Shareholders Equity (Defictt) - Years Ended December 31 1905
1594 and 1993

Consolidated Statements of Cash Flows - Years Ended December 31 1995 1994 and 1993

Notes to Consolidated Financial Statements

Independent Audrtars’ Report of Coopers & Lybrand L L P

The Ci and S Financial Schedule, included herein

Independent Audrtors’ Report of Coopers & Lybrand L L P on Financial Statement Schedule
Valuation and Qualifying Accounts

All other schedules have been omitted because they are not appiicable. are not required. or the required
informaticn is shown in the financial statements or notes thereto

3. The following is a list of the Exhibits required to be filed by llem 601 of Regulation S-K

Exhibit No

Plan of L or

Debtor's Plan of Reorganization, dated October 24, 1990, as filed in the United
States Bankruptcy Court, Northern District of Texas, Dallas Division, and Addendum
to Debtor's Plan of Reorganization dated January 23, 1991 incorporated by
refarence to The Southland Corporation's Current Report on Form 8-K dated January
231991 File Numbers 0-576 and 0-16626_Exhibts 2 1 and 2 2

Stock Purchase Agreement dated as of January 25 1991, by and among
The Southland Corporation. Ito-Yokado Co . Ltd and Seven-Eleven Japan Co . Ltd
ncorporated by reference to The Southland Corporation's Current Report on
Form 8-K dated January 23 1991, File Numbers 0-676 and 0-16626, Exhibit 2 3

Confirmation Order issued on February 21, 1991 by the United States Bankruptcy
Court for the Northern District of Texas, Dallas Division, incorporated by reference to
The Southland Corporation's Current Report on Form 8-K dated March 4. 1991
File Numbers 0-676 and 0-16626, Exhibit 2 1




Articles of Incorporation and Bylaws

Second Restated Articles of Incorporation of The Southland Corporation. as
amended through March 5 1931 incorporated by reference to The Southland
Corporation's Annual Report on Form 10-K for the year ended December 31 1550
Exibt 3 (1)

Bylaws of The Southiand Corporation. restated as amended through March 5. 1891
incorporatea by reference to The Southland Corporation's Annual Report on
Form 10-K for the year ended December 31 1980, Exhibit 3 (2)

Instruments defining the rights of security holders, including indentures (see
Exhibits (3).(1) and (3).(2), above)

Specimen Certificate for Common Stock $ 0001 par value, ncorporatea by refererce
to The Southland Corporation's Annual Report on Form 10-K for the year enced

December 31 1950 Exhibit & (

Form of Voting Agreement ana Stock Transfer Restniction and Buy-Back Agresmunt
relating 1o shares of common stock. $ 01 par value, issued pursuant to Grant Stack
Plan_incarporated by reference to Registration Statement on Form -8 Reg No
33.25327, Exhibits 4 Sand 4 4

Sharsholders Agreement dated as of November 1 1988 by and among
The Southland Corporation, Thompsan Brothers. L P Thompson Capital Partners.
L P The Hayden Company. The Willamsburg Corporation. Four J Investment. L P

each Limited Partner of Thompson Caprtal Partners, L P as of the date thereo!. and
The Philp Co . incorporated by reference to File No 0676 Annual Report on
Form 10-K for year ended December 31, 1988, Exhibit 4(i)(7), Tab 2

Shareholders Agreement dated as of March 5 1991 among The Southlare
Corporation. Ito-Yokado Co . Ltd . IYG Holding Company. Thompson Brotrers, L F
Thompson Capital Partners LP . The Hayden Company, The Wiliamsburg
Corporation. Four J Investment. L P The Philp Co . participants in the Company s
Grant Stock Plan who are signatories thereto and certain limited partners of
Thompson Capital Pariners, L P who are signatories thereto incorporated by

ence to Schedule 130 filed by Itc-Yokado Co  Ltd. Seven-Eleven Japan Co
Ltd and IYG Holding Company, Exhibit A

First Amendment. dated December 30, 1952, to Shareholders Agreement. dated as
of March 5 1961 incorporated by reference to File Nos 0-876 and 0-16626 Annual
Report on Form 10-K for year ended December 31 1992, Extwbit 4 (1XS) Tab 1

Second Amendment. dated February 28 19% to Shareholders Agreement. dated as
of March 5. 1991 *

V/arrant Agreement dated as of March 5. 1991, among certain Hoiders of Commor
Shares of The Southiand Corporation named therein. Wilmington Trust Company. as
Warrant Agent The Southiand Corporation and lto-Yokado Co . Ltd . incorporated by
reference 1o Schedule 130 filed by Ito-Yokado Co, Lid, Seven-Eleven Japan Co
Ltd and I¥G Holding Company. Exhubit 8

Specimen Warrant Certificates 1o Purchase Common Shares of The Southiana
Corporation pursuant to Warrant Agreement dated as of March 5 1991, with
Wilmington Trust Company as Warrant Agent incorporated by reference to
The Southiand Corporations Annual Report on Form 10-K for the year ended

December 31 1990 Exhibit 4 (1)7)




Indenture, including Debenture, with Ameritrust Company National Association. a3
trustes, prowiding for 5% First Priority Senior Subordinated Debentures due
December 15 2003, incorporated by reference to The Southland Corporation's
Annual Report on Form 10-K for the year ended December 31, 1990, Exhibit 4 (1X2)

Indenture, inciuging Debantures, with The Riggs National Bank of Washington O C
as trustee providing for 4 172% Second Priority Senior Subordinated Debentures
(Series A) due June 15, 2004, 4% Second Priority Senior Subordinated Debentures
(Senes B) due June 15 2004 and 12% Second Priorty Senior Sutordinated
Debentures (Senes C) due June 15 2008, incorporated by refarence fo
The Southiand Corporation's Annual Report on Form 10-K for the year endad
December 31 1590 Exhibit 4 (1))

Indentite amang Cityplace Center East Corporation, Security Pacific Natonal Bank
as trustee, and The Sanwa Bank Limited Dallas Agency, dated as of February 15
1987, prowiaing for 7 7/8% Notes due February 15, 1995 incorparated by reference
1o Fie No 0676 Annual Report on Form 10-K for the year ended December 31
1986, Exhibat 401)8

Specimen 7 7/8% Note due February 15, 1995 ssued Dy Cityplace Center East
Corporation. incorporated by reference to F No 04676 Annual Report on
Form 10-K for the year endea December 31, 1386 Exhibit &(1t9)

Farm of 4%% Convertible Quarterly Income Debt Secunties dus 2010 incorporated
by reference to File Nos 0-5676 and 0-16626 Form B-K, dated November 21, 1995
Exhibt 4(v-1

Voting Trust Agresment. None. (Except see Exhibits 4(IN2) and 4(I)4).
above.)

Material Contracts.

Stock Purchase Agreement among The Southiand Corporation, Ito-Yokado Co Ltd
and Seven-Eleven Japan Co . Ltd , dated as of January 25, 1991 See Exhibt 2 (2).
avcve

Credt Agreement dated as of July 31, 1987, amended and restated as of
December 16, 1934, among The Southland Corporation. the financial insttutions
party thereto as Senior Lenders the financial insttutions party thereto as Issuing
Banks. Cticorp North America, Inc . as Administrative Agent. and The Sakura Bank
Limited, New York Branch, as Co-Agent. incorporated by reference to File Nos 0-676
and 0-16626_ Annual Report on Form 10-K for the year ended December 31, 1694
Exhibt 10(142)

Second Amendment. dated as of November 28, 1995 to Third Amended and
Restated Credtt Agreement, dated as of July 31, 1987, as subsequently amended
and restated (See Exhibit 10(1)(2) above). incorporated by reference to File Nos 0-
676 and 0-16626, Form B-K, dated November 21, 1995, Exhibt 1031

Credt and Reimbursement Agreement by and between Ciyplace Center Sast
Corporation. an indirect wholly owned subsidiary of Southland and The Sanwa Bank
Limited, Dallas Agency, dated February 15, 1987, relating to $260 million of 7 7/8%
Notes due February 15, 1995, issued by Cityplace Center East Corporation (to which
Southiand is not a party and which is to by
reference to File No 0676, Annual Report on Form 10-K for the year ended
December 31, 1986, Exhibit 10(1X(6)




WNAKS)

Third Amendment to Credit and Reimbursement Agreement. dated as of February

0. 1395, by and between The Sanwa Bank, Limited, Dallas Agency and Cityplace
Center East Corporation, incorporated by reference to File Nos 0-676 and 0-1€626
Annual Report on Form 10-K for the year ended December 31 1994 Exhibt 10(144)

Amended and Restated Lease Agreement between Ciyplace Center East
Corporation and The Southiand Corporation relating to The Southland Tower
Cityplace Center, Dallas. Texas incorporated by reference to The Soutrland
Corporation's Annual Report on Form 10-K for the year ended December 31. 1990
Exhibit 10 (:)7)

Limited Recourse Financing far The Southiana Corporation relating to royaities ‘rom
Seven-Eleven (Japan) Company, Ltd in amount of Japanese Yen
41,000,000,000. dated March 21, 1988 incorporated by reference to File No 0-375
Annual Report on Form 10-K for year ended December 31, 1988 Exhibit 10 (1)(6)

Iss.ing and Paying Agency Agreement dated as of August 17. 1952 relating to
commercial paper faciity. Form of Note, indemnity and Reimbursement Agreement
and amendment thereto and Guarantee *

Standard Form of 7-Eleven Store Franchise Agreement *

John P Thompson Employment Agresmant dated as of March 5. 1591, incorporated
by reference 1o The Southland Corporation's Annual Report on Form 10-K for the
year ended Docember 31, 1990, Exhibt 10 ()AK1)

Jete W Thompson Employment Agreement dated as of March 5. 1991 incorporated
by reference to The Southiand Corporation's Annual Report on Form 10-K for the
year ended Decamber 31 1990, Extubdt 10 (uiAK2)

The Southiand Corporation Executive Protection Plan Summary. incorporated by
eference to The Southland Corporation s Annual Report on Form 10K for the yea:
ended December 31, 1993, Exhibat 10 (WNAKI,

The Southiand Corporation Officers Deferred Compensation Plan.  sample
agreement. incarporated by reference to The Southiand Corporation's Annual Report
on Form 10-K for the year ended December 31 1963, Exhibit 10 (i )(AN4

Exa(uhll Interest Differential Rembursement Program, incorporated by reference 1o
No 0-676 Annual Report on Form 10-K for the year ended December 31 1982
s.n.m 10()AXS). Tab 4

Bonus Deferral Agreement relating to de of Bonus Payment incorporated by
reference to File No 0676 Annual Report on Form 10-% for the year ended
Decernber 311988, Exhibit 10(iAN9) Tab 7

Form of documents relating to Collateral Assignment of Insurance Program
incorporated by reference to File Nos 0676 and 0-16626. Annual Report on
Form 10-K for the year ended December 1989 Exhibit 10 (WNAX 10)

1995 Performance Plan as amended July 1995 *

1995 Stock Incentive Plan. incorporated by reference to Registration No 3353617
Exhibt 4 10

Form of Award Agreement granting options to purchase Common Stock
October 23 1995 under the 1995 Stock Incentive Plan *




10 (W)AN11)  Consultant's Agreement between The Southland Corporation and Timothy N. Ashida.
incorporated by reference to File No 0-676, Annual Report on Form 10-K for the year
ended December 31, 1991, Exnibit 10{1i)(A)(10). Tab 4

Statement re computation of per-share earnings
Calculation of earnings per share.*

Subsidiaries of the Registrant as of March 1996.*

Consents of Experts and Counsel.
Consent of Coopers & Lybrand L L P . Independent Audttors *

Financial Data Schedule.
Filed electronically only, not attached to printed reports.

*Filed or furnished herewith
(b) Reports on Form 8-K.

During the fourth quarter of 1995, the Company filed one report on Form 8-K reporting the issuance
of $300 million of 4%% Convertible Quarterly Income Debt Securities to Ito-Yokado Co., Ltd
($153 miliion) and Seven-Eleven Japan Co., Lid. ($147 million) and the successful completion of
the Company's tender offer 10 purchase 40% of both its outstanding 5% First Priority Senior
Subordinated Debentures due 2003 and its outstanding 4%% Second Prionty Senior Subordinated
Debentures (Series A) due 2004

(c) The exhibits required by ltem 601 of Regulation S-K are attached hereio or incorporated by
reference herein

(d)(3) Tne financial statement schedule for The and is included
herein, as follows:

Schedule Il - The C and
Valuation and Qualifying Accounts
(for the Years Ended December 31, 1995, 1894 and 1993) Page 77




INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Shareholders of
The Southland Corporation

Our report on the financial of The Southland Corporation and
Subsidianes, which includes an exp g the ges in
accounting for postemployment benefits and income taxes in |993 Is included on page 89 ol
this Form 10-K. In connection with our audits of such financial statements we have also
audited the related financial statement schedule listed in the index on page 71 of this
Form 10-K

In our opinion, the financial statement schedule referred to above, when considered in relation
to the basic financial statements taken as a whole, presents fairty, in all matenal respects, the
information required to be included therein

COOPERS & LYBRAND L LP

Dallas, Texas
February 14, 1996




SCHEDULE 8

THE SOUTHLAND CORPORATION AND SUBSIDIARIES
VALUATION AND QUALIFYING ACCOUNTS

Years Ended December 31, 1998, 1994 and 1993
(Dollars in Thousands)

Baace st  Chagedto  Chargedto
pegnnng costs and other
of penod epenses. accounts

Asowance for doubthd accounts

Year anded December 31, 1995 2.063) (1)

Yewr ended December 31, 1994 (1.492) (1

Yew endea Decemoer 31, 1993 (11333) (1)
ASowance for envrormental cost rembursements

Year ended December 31 1995 S 185) (3)

Yaar ended December 31 1994

Year ended December 31 1993 12,529 (4)

(1) Uncaliectble accounts wriiten ot net of recavenes
(2) Represents amounts charged to e reserve for e sale and ciosng of e asmbuton and food centers
(3) mcudes an of he estmated

(4) Pror to year ended December 31 1393 the allowance and related recenadles ware nefted

with The envronmental kadity




SIGNATURES

Pursuant 1o the requirements of Section 13 or 15(d) of the Secunties Exchange Act of 1934, the
registrant has duly caused this repor o be signed on its behalf by the undersigned. thereunto duly
authonzed

THE SOUTHLAND CORPORATION
(Registrant)

March 27, 1996 {3/ Clark J_Matthews, ||
Clark J. Matthews, 1|
President and Chief Executive Cfficer

Pursuant 10 the requirements of the Secunties Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates
indicated

Title Date

5/ Masatoshi 110 Chaeman of the Board ard Diector
Masatoshi Ito

s/ Toshifumi Suguky Vice Chaeman of ne Board and Drector
Toshifumi Suzuki

/s/ Clark J Matthews Il _ Prasient arvi Cvel Exscutive Officer and Drector
Clark J Matthews. (Procpw Execatve Offcer)

s/ James W Keyes Senr Vice Prescent France
James W Keyes Privcow Financ Offcer)

/s/ Donaid E_Thomas

Controter
Donald E Thomas (Prnciom Accountng Oficer)

3/ Yoshtami Ara Owector
Yoshitami Arai

s/ Timothy N_Ashida
Timothy N Ashida

s/ Jay W Chai
Jay W Chai

/s/ Gary J Femandes
Gary J Femandes

Masaaki Kamata
Masaaki Kamata

{3/ Kazuo Otsuka
Kazuo Otsuka

Is/ Asher O Pachoider
Asher O Pacholder

Iy tak
Nobutake Sato

s/ Tatsuhiro Sekine
Tatsuhiro Sekine

1s/ John P_Thompson
John P_ Thompson

{3/ Jere W_Thompson
Jere W Thompson




EXHIBIT F

PROPOSED TARIFF
(Attached)




I'he Southland Corporation South Dakota P U C Tantt No. 1
A S Original Title Sheet

SOUTH DAKOTA TELECOMMUNICATIONS TARIFE
OF
The Southland Corporation
2711 North Haskell Avenue, Dailas, Texas 75204

RESALE INTEREXCHA

This tanff contains the descriptions, regulations, and rates applicable to the furnishing of
telecommunications services provided by The Southland Corporation within the State of South
Dakota This tariff is on file with the South Dakota Public Uulities Commission
"Commission”). Copies may be inspected during normal business hours at the Company's
principal place of business: 2711 North Haskell Avenue, Dallas, Texas 75204

Issued: March 13, 1997
Issued By Ihomas R. Hennen
T'he Southland Corporation
2711 North Haskell Avenue
Dallas, Texas 75204
214 828 7011

" Effective Date:




NA S

The Southland Corporation South Dakota P U.C Tanff No. 1
___ OnginalSheetNo. 1

—de

PR

CHECK SHEET

The Title Sheet and Sheets 1 through 16 inclusive of this tariff are effective 2s of the date
shown at the bottom of the respective sheet(s)

REVISION

Original
Original
Original
Onginal
Original
Original
Original
Original
Onginal
Oniginal
Original
Original
Original
Original
Original
Original
Original

Issved. March 13, 1997 Effective Date
Issued By Thomas R. Hennen
The Southland Corporation
2711 North Haskell Avenue
Dallas, Texas 75204
214 828 7011




The Southland Corporation South Dakota P U.C. Taniff No 1
- Original No. 2

0, 2

TABLE OF CONTENTS

Title Sheet

Check Sheet

Table of Contents

Explanation of Symbols

Tariff Format

Application of Tariff

Section 1 - Technical Terms and Abbreviauons
Section 2 - Rules and Regulations

Section 3 - Description of Service

Section 4 - Rates

Effective Date

Issued: March
Issued By Thomas R. Hennen
The Southland Corporation
2711 North Haskell Avenue
Dallas, Texas 75204
214 828 7011




I'he Southland Corporation South Dakota P U.C. Tariff No
————Oniginal Sheet N
CONCURRING CARRIERS
None
CONNECTING CARRIERS
None
OTHER PARTICIPATING CARRIERS
None
EXPLANATION OF SYMBOLS
o sigmfy changed condition or regulation
To signify deleted or discontinued rate, regulation or condition
To signify a change resuiting in an increase (0 a Customer's bill
To signify that material has been moved from another tariff location
1o signify a new rate, regulation condition or sheet
To signify a change resulting in a reduction o a Customer's bill

To signify a change in text but no change to rate or charge

Issued: March 13, 1997 Effective Date
Issued By Thomas R Hennen
The Southland Corporation
2711 North Haskell Avenue
Dallas. Texas 75204
214.828.7011




Ihe Southland Corporation South Dakota P U.C Tanff No 1

Onginal Sheet No_ 4

TARIFF FORMAT

Sheet Numbering - Sheet numbers appear in the upper night corner of the
sheet Sheets are numbered sequentially  However, occasionally, when a
new sheet is added between sheets already in effect. a decimal is added  For
example, a new sheet added between sheets 14 and 15 would be 141

Sheet Revision Numbers - Revision numbers also appear in the upper right
corner of each sheet. These numbers are used 1o determune the most current
sheet version on file with the Commission. For example, the 4th revised Sheet
14 cancels the 3rd Revised Sheet 14 Because of various suspension periods
deferrals, etc the Commussion follows in their tanff approval process. the
most current sheet number on file with the Commission is not always the sheet
m ettect. Consult the Check Sheet for the sheet currently in etfect

Paragraph Numbering Sequence - There are nine levels of paragraph coding
Fach level of code 1s subservient to its next higher level

)
=
2
2
>
>
N

Check Sheets - When a tanff filing is made with the Commission, an updated
Check Sheet accompanies the tnff filing  The Check Sheet lists the sheets
contaned in the anff with a cross reference o the current revision number
When new sheets are added. the check sheet 1s changed 10 reflect the revision
All revisions made i a given filing are designated by and asterisk (%) There
will be no other symbols used on this sheet if these are the only changes made
1ot (re.. the format, etc . remains the same, just revised revision levels on
some sheets)  The Taniff user should refer o the latest Check Sheet to find if
4 particular sheet is the most current on file with the Commission

Issued March 13, 1997 Effecuve Date

Issued By

Thomas R Hennen
T'he Southland Corporation
2711 North Haskell Avenue
Dallas, Texas 75204
214 828 7011




South Dakota P U C. Tanff No 1

T'he Southland Corporation
Original Sheet No. §

APPLICATION OF TARIFF
This tanff contains the rates applicable to the provision of specialized intrastate resale
common carrier telecommunications services by The Southland Corporation between various
locations within the State of South Dakota

All services are interstate offerings.  Intrastate service is an add-on service available only if
Customer subscribes to the Company's interstate offerings

Issued: March 13, 1997 Effecuve Date
Issued By Thomas R Hennen
The Southland Corporation
2711 North Haskell Avenue
Dallas. Texas 75204
214 828 7011




The Southland Corporation South Dakota P U.C. Tanft N
Original Shee
SECTION 1 - TECHNICAL TERMS AND ABBREVIATIONS
alled Station
The terrunating point of a call (1¢ . the called number)
ommission
South Dakota Public Service Commission
ompany
The Southland Corporation
“ustomer

Ihe person. firm, corporation or other entity which orders or uses service and is
responsible for payment of charges and compliance with tanft regulation

Disconnect or Disconnection

The termination of a Circuit connection between the originatng station and the called
station or the Company’s operator

Personal Identification Number ("PIN")

A numerical code, which is available to Customers to enable identification of
individual users and to allocate costs of service accordingly

Prepad Calling Card

A card issued by Company ¢ g a personal identifica number assigned to the
card which enables the charges for calls made to be properly billed on a pre-arranged
basis

Issued March 13, 1997 Effective Date
Issued By Thomas R. Hennen
T'he Southland Corporation
2711 North Haskell Avenue
Dallas, Texas 75204
214.828 7011




I'he Southland Corporation

South Dakota P U C. Taritf No. 1
Orniginal Sheet No

SECTION 2 - RULES AND REGULATIONS
UNDERTAKING OF THE COMPANY

Company's services are furmshed for telecommunications originating and/or
terminating in any area within the State of South Dakota

Company is a non-facilities-based provider of interexchange telecommunications to
Customers for their direct transmission and reception of voice. data and other
ypes of commumcations.

Company resells access, switching, transport. and termination services provided
by interexchange carriers

Customer's monthly charges for Company's service are based on the total time
Customer actually uses the service. For billing purposes, the duration of cach cal!
will be rounded up n one (1) minute increments unless otherwise specified

Subject to availability, the Customer uses a personal identification number o
wdentty the user on an account.  The numerical composition of the codes shall be
set by Company to assure compatibility with the Company's accounting systems
and 10 avoid the duplication of codes

I'he Company's services are available twenty-tfour (24) hours per day. seven (7)
days per week

LIMITATIONS

Service 1s offered subject 1o availability of the necessary facilities and/or
equipment and subject to the provisions of this tanff

Company reserves the nght to immediately disconnect service without incurring
hability when necessitated by conditions beyond the Company’'s control or when
the Customer 1s using the service in violation of either the provisions of this tarift
or the Commussion rules

Issued March 13, 1997 ] Effective Date

Issued By

Thomas R Hennen
The Southland Corporation
2711 North Haskell Avenue

Dallas, Texas 75204
214 828 7011




South Dakota P.U.C. Tantf No |

Ihe Southland Corporation
Oniginal Sheet No_ 8

SECTION 2 - RULES AND REGULATIONS, Continued

LIMITATIONS, Continued

T'he Company does not undertake to transmit messages, but offers the use of its
facilities when available

Title to all facilives provided by Company under these regulations remains in

Company's name

All regulations and conditions contained in this tanff shali apply 1o all such
permitted assignees or transferees, as well as all conditions of service

USE

Service may be used for the transmission of communications by the Customer for
any lawful purpose for which the service is technically suited

Service may not be used for any unlawful purpose or for any purpose for which
any payment or other compensation is received by the Customer, except when the
Customer is a duly authorized and regulated common carrier.  This provision does
not prohibit an arrangement between the Customer, authorized user or joint user
to skare the cost of service

The Company strictly prohibits use of the Company's services without payment or
an avoidance of payment by the Customer by fraudulent means or devices,
ncluding providing falsified calling card numbers or invalid calling card numbers
to the Company or in any way misrepresenting the identity of the Customer

Effective Date

Issued: March 13, 1997
Issued By Thomas R. Hennen
The Southland Corporation
2711 North Haskell Avenue
Dallas. Texas 75204
214 .828.7011
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SECTION 2 - RULES AND REGULATIONS, Continued
LIABILITIES OF THE COMPANY

The Tabihity of the Company for damages arising out of mistakes, omission
interruptions, delays. errors or defects in transmission occurring in the course ot
furmshing service or other faciliies and not caused by the negligence of the
Customer, commences upon activation of service and in no event exceeds an
amount equivalent to the proportionate charge 1o the Customer for the period of
service during which such mistakes, omissions, mnterruptions, delays, errors. or
defects in transmission occur — In no event will the Company be responsible for
consequential damages tor lost profits suffered by a Customer or end user as the
result of mterrupted or unsatistactory service

Company 1s not liable tor any act or omission of any other company or companies
turnishing a portion of the service

Company shall be indemnified and held harmless by the Customer against

Claims for hibel. slander, infringement of copyright or unauthorized use of any
trademark, trade name or service mark ansing out of the matenial, data
iformation or other content transmitted over Con 's facihites, and

Clayms tor patent infringement arising from combining or connecting Company’s
facilities with apparatus and systems of the Customer. and

All other claims arising out of any act or omission of the Customer in connection
with any service provided by Company

I'he Company 1s not hable for any defacement of . or damage 0. the equipment or
prenuses of a4 Customer resulting from the furmshing of services when such
defacement or damage 18 not the result of the Company's negligence

Issued March 13, 1997 Effecuve Date

Issued By

Thomas R Hennen
T'he Southland Corporation
2711 North Haskell Avenue

Dallas. Texas 75204
214 828 701
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SECTION 2 - RULES AND REGULATIONS, Continued
LIABILITIES OF THE COMPANY, Continued

Company shall not be lable for and the Customer indemnities and holds harmless
from any and all loss claims, including any claim based upon the adverstising or
marketng of the 7-Eleven® Phone Card by Company, demands, suits, or other
action or lability whatsoever. whether suffered, made instituted or asserted by the
Customer or by any other party or person, for any personal injury to, death of any
person or persons. and for any loss, damage, defacement or destruction of the
premises of the Customer or any other property, whether owned by the Customer
or by others, caused of clamed to have been caused directly or indirectly by the
operation. failure to operate, presence. condition, location or use of equipment
provided by Company where such operation, failure to operate, condition, location
or use is not the direct result of Company's negligence

No agents or employees of connecting, concurring or other participating carriers
or companies shall be deemed to be agents or employees of the Company without
wnitten authonzation

The Company is not hable for any failure of performance hereunder due 10 causes
beyond ats control, including, but not himited to, unavoidable interruption in the
working of its circuits or those of another common carrier, acts of nature, storms,
fire, rloods, or other catastrophes; any law, order, regulation, direction, action, or
request of the United States Government, or any other governmental entity having
jurisdiction over the Company or of any department, agency, commission, bureau
corporation, or other instrumentahity or any one or more of such instrumentality
or any one of more of such governmental entities, or of any civil or military
authority: national emergencies. insurrections, riots, rebellions, wars, strikes.
lockouts, work stoppages. or other labor ditficulties; or notwithstanding anything
in this tanff 1o the contrary. the unlawful acts of the Company's agents and
employees, it committed beyond the scope of their employment

Issued March 13, 1997 Effective Date

Issued By

Thomas R Hennen
T'he Southland Corporation
2711 North Haskell Avenue
Dallas. Texas 75204
214 828 7011
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S ON 2 - RULI ] {GULATIONS, Continued
LIABILITIES OF THE COMPANY, Contunued

I'he Company shall not be hable tor damages or adjustments. refunds, or
cancellation of charges unless the Customer has notitied the Company. in wrniing
o any dispute concerning charges. or the basis of any claim for damages. after
the mvoice 1s rendered by the Company for the call giving rise to such dispute or
clain, unless ordered by the Commission pursuant 10 South Dakota law. Any
tich notice must set forth sufficient facts to provide the Company with a
reasonable basis upon which to evaluate the Customer's claim or demands

Ihe Company shall not be hable for any damages, including usage charges. that
the Customer may tncur as a result of the unauthorized use of its communications
equipment.  The unauthorized use of the Customer’s communications equipment
mcludes, but s not limited 1o, the placement of calis from the Customer’s
premises and the placement of calls through Customer-controlied or Customer
provisioned equipment that are transmitted or carried over the Company 's network

services without the authorization of the Customer.  The Customer shal! be fully
lable for all such charges

INTERRUPTION OF SERVICE

Credit allowance tor iterruptions of service which are not due to Company's
testing or adjusting, 1o the negligence of the Customer, or (o the failure of
channels, equip and/or ¢ ns e ent provided by the Customer
are subject to the general lability provisions set forth in Section 2 4, herein. It
shall be the obligation of the Customer to notity Company of any interruptions of
service. Before giving such notice, the Customer shall ascertain that the trouble 1s
not being caused by any action or omission of the Customer, not within the
Customer’s control

No credit shall be allowed for an interruption of a continuous duration of less than
two hours

Issued  March 13, 1997 Effective Date

Issued By

Fhomas R Hennen
The Southland Corporation
2711 North Haskell Avenue
Dallas, Texas 75204
214 828 7011
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SECTION 2 - RULES AND REGULATIONS, Continued
RESTORATION OF SERVICE

The use and restoration of service in emergencies shall be in accordance with part
64, Subpart D of the Federal Communications Commission’s Rules and
Regulations which specifies the priority system for such activities.

CHARCG

Disputes related to charges should be addressed to the customer service
organization via one of the toll-free numbers: 888.345.0997 (English) or

888 348 4513 (Spanish). Customer service representatives & vaileble twenty
four (24) hours per day. seven (7) days per week

in the case of a dispute between the Customer and the Company for service
furnished 1o the Customer, which cannot be settled with mutual satisfaction, the
Customer can take the following course of action

A. First, the Customer may request, and the Company will perform, an in-depth
review of the disputed amount

Second, if there is sull disagreement over the disputed amount after the
investigation and review by a manager of the (‘nmp.my the Customer may
appeal to the South Dakota State C for its
and decision

The address and telephone number of the Commission are

South Dakota Public Utilities Commission
500 East Capitol Street

Pierre, South Daketa 57501-5070

(605) 773-3201

Issued: March 13, 1997 Wk 3 Effective Date

Issued By

Thomas R. Hennen
The Southland Corporation
2711 North Haskell Avenue
Dallas, Texas 75204
214 828.7011
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SECTION 2 - RULES AND REGULATIONS, Continued
CANCELLATION BY COMPANY

Company reserves the right to immediately discontinue furnishing the service to
Customers without incurring lability

In the event of a condition determined to be hazardous 1o the Customer. to other
customer: of the utility. to the utility's equipment, the public or 10 employees of
the utihity, or

By reason of any order or decision of a court or any other governmental authority
which prohibits the Company from furnishing such service. or

It the Company deems such refusal necessary 10 protect itself or third parties
against fraud or to otherwise protect its personnel, agents, facilities or services

without notice. or

For unlawtul use of the service or use of the service for unlawful purposes; or

If the Customer provides false information to the Company regarding the
Customer’s identity, past, current or planned use of Company’s services: or

Fitteen (15) months from the date the first call 1s made using a prepaid phone
card

INTERCONNECTION

Service furnished by Company may be interconnected with services or facilities of
other authorized communications common carriers and with private systems,
subject to the technical limitations established by Company. Any special interface
of equipinent or facilities necessary to achieve compatibility between the racilities
of Company and other participating carriers shall be provided at the Customer's
expense

Issued: March 13, 1997 Effective Date

Issued By

Thomas R. Hennen
The Southland Corporation
2711 North Haskell Avenue
Dallas, Texas 75204
214 8287011
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SECTION 2 - RULES AND REGU TONS, Continued
INTERCONNECTION, Continued

Interconnection between the facilities or services of other carriers shail be under
the applicable terms and conditions of the other carriers’ tariffs. The Customer 1s
responsible for waking all necessary legal steps for interconnecting Customer-
provided terminal equiy or ¢ quip with Company s
faciliies.  The Customer shall secure all licenses, permits, rights-of-way, and
other such arrangements necessary for interconnection

DEPOSITS
I'he Company does not require a deposit from the Customer
TAXES

Federal and state excise taxes, state and local telecommunications taxes, gross
receipts taxes and sales taxes and surcharges are included in the tariffed rates
Company’s underlying network service provider, AT&T ("Connect n’ Save”), will
collect and remit the taxes and will debit the appropriate taxes from the valuz of
the 7-Eleven” Phone Card and remit the taxes to the appropriate jurisdiction

Issued: March 13,1997 s ) " Effective Daie
Issued By Thomas R. Hennen
I'he Southland Corporation
2711 North Haskell Avenue
Dallas. Texas 75204
214.828.7011
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SECTION 3 - DESCRIPTION OF SERVICE
TIMING OF CALLS

The Customer’s long distance usage charge 1s based on the actual usage of
Company’s service. Usage begins when the receiver of the called number 18
answered. The moment of the called party's answer is determined by hardware
supervision in which the focal telephone company sends a signal to the underlying
carnier’s switch or the software utihizing audio tone detection. The tming of the
call occurs when called party answers and terminated when either party hangs up

The mimimum call duration for billing purposes for all services is one (1) minute
with one (1) minute billing increments thereafter

Any portion of an applicable increment, after the appropriate minimum time for
the call, will be rounded upward 1o the next increment.  Calls less than the
minimum length will be rounded to the minimum length

There is no billing for incomplete calls

THE SOUTHLAND CORPORATION T SCOMMUNICATIONS
SERVICES

7-Eleven’ Prepaid Phone Card Service is a discretionary, switched-access
service available to Customers via a toll-free number from any dual-tone, multi
frequency telephone in the United States.  Customers purchase the Company's 7
Eleven™ Prepaid Phone Cards which immediately enables the user to place calis
from any dual-tone, multi-frequency telephone, at the Company’s tariffed rates
The user’s account is credited for the amount of calling purchased and is debited
as the Customer places calls pursuant to the Company's tariffed rates, until the
account balance is depleted.  Customers are informed of the amount of calling
time remaining on the card at the time they access the Company's equipment and
enter a personal identification number.  The Customer is also notified by voice
prompt when there is one minute remaining on the card

Effective Date
Thomas R. Hennen
The Southland Corporation
2711 North Haskell Avenue
Dallas, Texas 75204
214 828 7011
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SECTION 4 - RATES
SERVICE CHARGES
Service charges per account are based on the following schedule

7 Eleven' Prepaid Calling Card Service

Denomination
of Prepaid Initial Additional
Calling Card One Minute | One Minute

15 Minutes $ 3999 $ 3999

30 Minutes $.3663 $.3663

60 Minutes $.3331 $ 3331

90 Minutes $3110 $ 3110

180 Minutes $.2717 $.2777

Issued- March 13, 1997 Effective Date
Issued By Thomas R. Hennen
The Southland Corporation
2711 North Haskell Avenue
Dallas, Texas 75204
214828 7011
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pabiic ko on | TELECOMMUNICATIONS SERVICE FILINGS

State Capitol 500 E. Capit These are the telecommunications service filings that the Commission has received for the period of

e 03/14/97 through 03/20/97

Shone
Phone 1 you need a complete copy of a filing faxed, overnight expressed. or mailed 10 you, please contact Delaine Kolbo within five days of this filing
Fax

epalll TITLE/STAFF/SYNOPSIS l oATE ] WIERVENTION
REQUEST FOR CERTIFICATION OF AUTHORITY

Applcabon by The Southiand Corporaton for a Certficate of Authority to operate as a telecommunications company within the
state of South Dakota. (Staff. TS/KC) Applicant is seeking authority “lo offer discrebonary. switched access prepad calling
card services Applicant does not propose to offer alternative operator services o the transient public ~

FULLY COMPETITIVE TELECOMMUNICATIONS FILINGS

Minnesota independent Interexchange Company filed 1o rewise fts tanf in its entirety The revision is effectve March 11 1987

ATAT filad to increase the Non-Subscnber Service Charge from § 80 to $1 30 in s Message Telecommunications Service tantt
The rewision s effective March 17 1997

TCIC Communications. Inc_filed to introduce “Right Choice™ Plans and associated rates The rewision is effective March 17
1997

Long Distance Wholesale Club filed to introduce new products and to revise rates for a number of current offenngs The
revisions are effective March 18 1997

WorldCom Network Services Inc d/b/a WilTel Network Services filed to increase the surcharge for LEC Billed Measured
Service and 1o increase the Dwectory Assistance rate _The revisions are effectve March 24 1997

WorldCom Inc filed to increase the surcharge for LEC Billed Measured Service OnLine Card Service EasyAnswer Service
Other Service Arrangements and Directory Assistance and to adjust the Peak and Off-peak penods for selected service
oftenings _The revisions are effective March 24 1997

e —




BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF SOUTH DAKOTA

IN THE MATTER OF THE APPLICATION OF ) ORDER GRANTING
THE SOUTHLAND CORPORATION FOR A ) CERTIFICATE OF
CERTIFICATE OF AUTHORITY TO PROVIDE ) AUTHORITY
TELECOMMUNICATIONS SERVICES IN )
SOUTH DAKOTA ) TC97-027

On March 19, 1297, the Public Utilties C (C ). In with SDCL
49-31-3 and ARSD 2010 24 02, received an application for a certificate of authonty from The
Southiand Corporation (Southland)

Southland proposes to offer discretionary, switched access prepaid calling card services
Southiand does not propose to offer altemative operator services to the transient public A proposed

tanff was filed by The C has long distance service as fully
competitive

On March 20, 1997, the C: notice of the filing and the
intervention deadiine of Apnl 4, 1997 to interested mdmuuals and entities. No petitions to intervene
or comments were filed and at its regularly scheduled May 13, 1997, meeting, the Commission
considered Southland's request for a certificate of authonty. Commission Staff recommended
granting a certificate of authonty

The Commuission finds that it has jurisdiction over this matter pursuant to Chapter 49-31
specifically 49-31-3 and ARSD 20 1024 02 and 20 10 24 03 The Commission finds that Southland
has met the legal requirements established for the granting of a certificate of authonty. Southland
has, in accordance with SDCL 49-31-3. demonstrated sufficient technical, financial and managerial

to offer services in South Dakota The Commission approves
Southland's application for a certificate of authonty As the Commission's final decision in this
matter. it is therefore

ORDERED. that Southland’s application for a certificate of authonty is hereby granted. It is

FURTHER ORDERED. that Southland shall file informational copies of tanff changes with
the Commission as the changes occur
al

Datea at Pierre, South Dakota, this v’/ day of May, 1997

CERTIICATE OF SERVICE BY ORDER OF THE COMMISSION

The undersgned hereby cerfies that ths

Gocument has been served loday upon o partes of ~
tecord 1 s docket. a5 isted on the docke servce /

It by fest class mad N properly addressed 4 - (( L

envelopes. .munur\ pregad thereon JAMES A BURG Chaumar\

" /il/dm Fally

[ A 2D
PAM NELSON, Commissioner

(OFFICIAL SEAL)
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SOUTH DAKOTA PUBLIC UTILITIES
COMMISSION

CERTIFICATE OF AUTHORITY

To Conduct Business As A Telecommunications Company
Within The State Of South Dakota

Authonity was Granted May 13 1997
Docket No TC97-027

This is to certify that
THE SOUTHLAND CORPORATION
is authonzed to provide telecommunications services in South Dakota
This certificate is 1ssued in accordance with SDCL 49-31-3 and ARSD
2010 24 02, and is subject to all of the conditions and

the rules and statutes governing its conduct of offening t
services

Dated at Pierre 1 Dakota, this 2) oL day of 1/31{}." 397

SOUTH DAKOTA PUBLIC
UTILITIES COMMISSION

22200 A

A A2t =
JAMES A BURG Tha

__{ ¢4
PAM NELSON
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