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CAPITOL RECORDS,INC.
HOLLYW000 ANO ViNE・ HoLLYw00o,CALlFOR N:A90023

Sept€mb€r 20, 1966

?o the Stoclholders ol Capitol Records, Inc.:
Werre plessed to report thst for the third consecutive year, sales snd net income of

Cepitol Records, Inc., hrve reached sn elt-time high. For tire fscal year ending June g0,
1966, net income-was 95.4 million, an incress€ of 62tt over last yea;.

Durina tll€ fscal year, there w€re a number ol factors that;ontribut€d to Cspitol,s
s_ele! Ctoyt! and helDed it meintain its position &s an inalustry f""a"". C.pit"f ,i"ti"*
dominetad the best-seller chart positions-2l weeks (40% of thi yeat) a Capitol artist
was in first position on Billboard's Top Lp chart; and for eleven weeks (2t q.i a Cspifol
artiat sas ln irst place on BiUboard's ,,Hot 100" singtes chart.
_ .DurinC tlret time, eight cold Records were awirded by tlre Record Industry Asso_

cbtion_of Am€dca to Cspitol artists for alboms th&t exce€ded the g1 million ;ark in
lales. Four other Gold Records were awalded to Capitol sitists for singles that topp€d
the million mark during the year.

SuppMng the sales impetus lor Capitol during tlle year were such artists as Buck
Owens, The Berch Boys, The Beatles, Peter & Gordon, Lou Rawls, Al Mertino, Wajme
N-en4on, Nancy Wilson, gonny James, the tat€ Nat King Cole, Tinnessee Ernie F6rd,
SqlfttenryIrr rld George Shearing. There were newcomers too: The Outsiders, Davij
Mccallum, Billy Preston, Verdelle Smith, and tlle comedy sensauon of the year, Mrs.
EIvs Miller.

Crpitol continued to strengthen it's position in the important Brosdway show field.
For the coming season, we have obtained the original cast rights to three slows includ_
ing "Walking llappy" snd "At The Drop of Another Hat."

Ihe fiscal year elso had a nurnb€r of notewo*iy clessical milestones. Angel Records
continued its growth pattern with s ssle6 increase of 157. oyer lsst year. S-ome of the
m.ny contributo-is 1o tlis gro\*-th were Otto Klemperer's new recordi;g of ,,Me3sish',;
the long-awaited "Tales of Hofiman"; four new packeges by Maria -allas; end dre
triumphant Americsn debut of soprsno !{irella Freni.

The year also sew the introduction of ,,Good Time', Classics, the highly successlul
s€iies which is aimed at introducing ckssical music to th€ pop album buyir.-The Record
Club- also- contributed strongly to this yeer's growth when sales of fisial 1966 n€arly
doubled thbse of the previous year.

Fiscal '66 vas a year of expansion and diversidcation for your Company:
We opened our thiril plant in Jecksonville, Illinois, in July, 1966. This tbnl called

'The World's l[ost lfodern Processing Plant," is atready playing sn impor-tant part in
heltring supply sdditional production to support our incressed volume.

We compl€ted a license egr€ement s'ith Pickwick Records, regsrded ss tlle moBt suc-
cessful budgpt-line record comp.ny in the U.S. Unde! this license, Pick*ick will release
rnrny of our inactive masters for the budg€t rnarkel

In recent yeers, substsntial investment potential has existed in California citrus
lsnd due to appreciation and the depletion of citrus screrg€ by horDe builders. Recogniz-
ing this opportunity, your Company has acquired approximately 1,100 scres of citrus
and fafm land in tlre Salt Josquin Valley nesr Bakersfeld. We ere now actively farming
this acrcage.

. 
We-r€gret to report tl|e untim€ly deati of our v€ry able Director, Mr. Richard Dawes,

on April 26, 1966.
Prospects for tlrc new fiscal yeer are most encouraging. We expect to continue to

msintain our leading position in the recoid business. In addition, we are looking forward
to sisnificant STorth in our Rec-ord Club activities and also becoming a leader in the
stereo tsp€ cartridge 6eld, $'hich is on the verge of becomin8 en importsnt facet ol the
recirding industry in i.he coming Jrear.

雄 こヽ
Alan W. Livingston Glenn E. Wsllichs

Chainnan ol thc Boatd
a.nd. Chief Erccutire Ofuer



CAP:TOL RE00RDS,:‖ C.A‖ D SUBSID:ARY 00MPANIES
CONSOLIDATED BALANCE SHEET,」 UNE 30,1966

ASSETS

CURRENT ASSETS:

Cash and shOrt_te‐ n investments(leSS

$5,000,000 reserved for special purposes
see below)                        .      _                ‐$ 1,204,00(

Receivables:

Trade(less al10wance for possible

losses,etc,sl,827,OllKl)_                 .$12,595,000

0ther.                      .               1,330,000        13,925,00(

Inventories(generally at lower of irst‐ in,

■rst_out cost or market)   _                                  8,257,001

Prepaid expenses         、                                     1,274,00(

Total current assets                 .                   24,660,00(

SHORT‐TERM !NVESTMENTS RESERVED
FOR SPECIAL PURPOSES 5,000,00(

PROPERTY-aI cost (land and buildings ol
$4,191,000 subject to trust-deed loans
and lease obligation) :

Land and improvements .. 2,488,000

Buildings and improvemenls. . .. .. . . .. .. .... . 3,871,000

Machinery and equipment. . . . . . . . . . . . . . . . . . . 4,525,000

Other. . . . . . . . . . . ........ 2,424,000

Total .... ........ 13,308,000

Less accumulated depreciation . . . . . . . . . . . . . .. 5,089,000

Property-ne t 8,219,oO{

FuTURE UNITED STATES iNCOME TAX
BENEFITS(Note 4) 1,203,00(

OTHER ASSETS:

Investments in shows, music companies, etc. .,. 1,759,000

Cash value of insurance contracts. . . . . . , . . . . , 830,000

Other. . . . . . . . . . . . ....... 391,000

Total otler assets. . 2880,00(

Total. . . . . . . . . . . $42,062,001

S ee aaaonq)q,nu ing not(



LIABILITIES AND STOCKHOLDERS' EQ U ITY
CURRENT LIABILITIES:

Portion of long-t4im loans due

withinoneyear...,

Accounts payable and eccrued expenses.. . .. ..
$ 736,000

5,411,000

Income ta*es:
United States (less U. S. Government

obligatioDF, at cost plus sccrued
interest, $2,368,000) . . . . . .. . . .. . . . . . .. . . $

Foreigh . . . . . . . . . . ..... 291,000 291,000

Royalties and licenses payable,.. 6,966,000

Dividends payable, 909,000

Other …… ……………・… ……・…………… 651,000

14,864,000Total current liabilitles

LIABILITIES DUE AFTER ONE YEAR:

Trust-deed loans and l€ase obligation- . . . . . . . . 1,409,000

Royalties, services, etc. ... 3,509,000

Total liabilities due after one year. . . . . 4,918,000

STOCKHOLDERS' EQUIIY:

Common stock, $.25 par value a share
( authorized, 650,000 shares ;
outstahdidg, 454,671 shares) , . . . . , . . . . . , . . . 167,000

Non-voting Class B common stock,

$.26 par value a share (authorized,

100,000 shsres; outstanding, none)
(Note l).

Capital in excess of stat€d value of stock. ., .. . 1,349,000

Retained earnings ( Note 2) . .......,........ 20,714,000

Total stockholders' equity, . . . . . . . . . . . . 22,2a0,0o0

rota1.......... $4?4q?,0qq

) fina,ncia,l ata,tementa,



CAP:TOL RECORDS,!NCt AND SuBSID:ARY COMPA｀ :Es

SuMMARY OF CONSOL:DATED:NCOME AND RETAINED EARNINGS

FOR THE YEAR ENDED JUNE 30,1966

GROSS PROFIT FROM OPERAT:ONS  ……… …… … . … : …… …事37,334,000

1NTEREST INCOME        …                    _         ‐   545,000

Total                   .  .  .     .               .  1  37,879,000

SELLING,GENERAL.AND ADMINISTRATiVE EXPENSES ………… …  28,228,000

iNCOME BEFORE:NCOME TAXES ……… : ……… … …  ………… 9,651,000

UN:TED STATES AND FOREiGN:NCOME TAXES     ,    …       4,265,000

NET:NCOME ………  ……・ …… ・…・ …… … … … … ………… 5,386,000

RETAINED EARNINOS.JULY l,1965  … ………… …… … … …… 16,297,000

Total                     :         _                      21,683,000

DEDuCT CASH D:VIDENDS(s200 per common share)              909,000

RETAINED EARNINOS,JUNE 30,1966                       お20,774,000

Sea the accompanyittg notes to financial st@tentents.



NOTES TO FINANCIAL STATEMENTS

1. Stock options are outstanding to omcers of the Company to purchase
42,500 shares of the Company's non-voting Class B eommon stock at prices of $30
to $32 a share. The options expire in 1969 and 1970, and are subject to earlier
expiration under specifed circumstances.

2- Under the provisions of the Company's loan agre€ments, dividends a.e
restricted ta 75% ot consolidated net income for the fiscal year in which they
are declared or for the preceding ffscal year, ryhichever is higher, plus amounts
agg"egating not more than $300,000 during the remaining terms of the loan
agreements. The loan agreemeots also provide for minirnum requirements as
to consolidated cuuent ratio, consolidat€d lvorking capital, and consolidat€d
stockholders' equity and irnpose certain restrictions on the creation or assump-
tion of additionsl encumbrances- Substantially all of the retained earnings as
of June 30, 1966 ri'ere restrietad and not available for the declaration and pay-
ment of dividends.

3. Proyision lor depr€ciation and amortization amounted to $??8,000 for
the year €nded June 30, 1966.

4. Futurc United States income tax benefits represent the estimated reduc-
tion in United States income taxes expected to be realized when expenses that
have been i€cogriz€d for accounting purposes become deductible for tax purposes,
In prior balance sheels th€se estimated incom€ tqx b€nefits were deducted frorn
the liabiliti€s or ass€t valuation reserves to which t$ey i€late,

HAS KIN S &SELLS
CERT:Fi E● puBL:C ACCOuNTANTS

523 WEST SiXTH STRELI
LOS ANGELES 9-4

OPI ION OF ITIDEPE]IDENT CERTIFIED PUBLIC ACCOUIITANTS
Capitol Records, Ine.:

'We have examined the eonsolidatad bslence sheet of Capitol Records, Inc.
and its subsidiary companies as ol June 30, 1966 and tle related summary of
clnsolidat€d income and retained earnings for the yesr then ended. Oui exam-
ination was made in accordance with gpnerally accepted euditing stsndards,
and sccordingly included such tests of tie acrounting r€cords and sueh otler
auditing procedoies as we c.onsidered neoessary in ttre cireumstanees.

In our opinion, the accomp,anjring consolidated balancc sheet and sumrnary
of consolidated incotne and rctained earnings ptesent lairly ttre financial po6i-
tion of ttre eompani€s at June 30, 1966 and the sunmarized rcsulls of tieir oper-
ations for tle ye$ then ended, in conformity with generally ac,c,epted accouDL
ing principles rpplied on a besis consistent witl th-at of tlre preceding yeat-

Auet19,■ 966
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