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Staples, Inc. pioneered the office

products superstore format in 

May 1986 with the opening of its

first store in Brighton,

Massachusetts.  The superstore 

concept, for the first time, provided

the same deep discounted prices 

to small business that had only 

typically been available to large 

corporations.  Since May of 1986,

Staples has expanded very rapidly.

As of February 1, 1997, the Company

operated 557 stores in over 100 

markets across the United States and

Canada under the names “Staples”,

“Staples Express”, “Business Depot”

and “Bureau En Gros”.  The Company

operates a delivery business,

“Staples Direct” and also has 

contract stationer operations 

under the names “Staples Business

Advantage” and “Staples National

Advantage” which serve the needs

of large regional and national 

corporations, respectively.

Subsequent to year end, the

Company acquired its joint venture

partners interest in Staples UK and

Maxi-Papier which operates 40

stores in the UK and 16 stores in

Germany, respectively.

Table of Contents

Corporate Profile



$1,041.6

$1,308.6

$2,000.1

$3,068.1

$3,967.7

$37.5 $37.7

$81.7

$147.8

$204.0

$18.3 $19.5

$39.9

$73.7

$106.4

$0.14 $0.14

$0.28

$0.46

$0.64

SALES

92 93 94 95 96

NET INCOMEOPERATING INCOME EARNINGS PER 
COMMON SHARE  

CAGR* 40% CAGR 53% CAGR 55% CAGR 46%

92 93 94 95 96 92 93 94 95 96 92 93 94 95 96

FINANCIAL HIGHLIGHTS
(Dollar Amounts in Thousands, Except Per Share Amounts)

*Compound annual growth rate. 

(Dollars in Millions, except per share data)

Fiscal Year
1996 1995 1994 1993 1992

(52 weeks) (53 weeks) (52 weeks) (52 weeks) (52 weeks)

Statement of Income Data:

Sales $ 3,967,665 $ 3,068,061 $ 2,000,149 $ 1,308,634 $ 1,041,636

Operating income 204,001 147,813 81,727 37,685 37,457

Net income 106,420 73,705 39,940 19,452 18,318

Earnings per common share $ .64 $ .46 $ .28 $ .14 $ .14

Selected Operating 

Data (at period end):

Stores open 557 443 350 230 174

Average square feet of selling space 7,712,000 5,986,000 4,246,000 2,957,000 2,258,000

Balance Sheet Data:

Working capital $ 548,793 $ 504,330 $ 289,395 $ 214,326 $ 234,686

Total assets 1,787,752 1,402,775 1,008,454 650,756 545,207

Total long-term debt, less 

current portion 391,342 343,647 249,387 123,592 121,353

Stockholders’ equity 761,686 611,416 384,990 287,207 256,321

The Company’s fiscal year is the 52 or 53 weeks ending the Saturday closest to January 31 of the following calendar year.

Fiscal year 1995 was a 53 week fiscal year.
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We’re excited and proud to report to

our shareholders on another record-

breaking year at Staples.  In 1996, we

recorded a 29 percent increase in total

sales, a 14 percent increase in compa-

rable-store and delivery sales, and a 39

percent increase in earnings per share.

We entered new markets and expand-

ed existing markets aggressively: from

Regina, Saskatchewan to Venice,

Florida from Sacramento, California

to Bangor, Maine, continuing to

strengthen our broad store network.

Staples Contract and Commercial

enjoyed record growth, and made

investments for an even more suc-

cessful future.  On the international

front, we negotiated to purchase

control of our 40-store joint venture

in the United Kingdom and our 16-

unit joint venture in Germany,

which experienced 16 percent and 26

percent increases in comparable-

store sales in 1996, respectively.

Our ongoing efforts

to merge with Office

Depot, described below, have

received a lot of media attention.

But this report focuses on the accom-

plishments and prospects of Staples

— and there’s a lot to tell!

Staples continues to deliver impressive

growth in sales and profits, despite

being a very large ($4 billion!) 

company.  In 1996, we achieved 

a 15 percent return on equity,

approaching our goal of 18 percent.

We’re one of the fastest growing

publicly owned companies in the

United States.  And we’re building 

a great future.  That is the theme of

this year’s report: positioning Staples

for continued profitable growth.

Understanding Our Potential
Conventional wisdom says that

there’s room for 3,000 office 

superstores in North America, of

which 1,700 were in place by the

end of 1996.  We will add several

hundred retail stores before the end

of the century, and keep solidifying

our position as a leading player in

this market.  

We believe that the 3,000-store 

“ceiling” is an artificial one.  Why?

Because every year, there are more

and more small businesses and

home offices.  New technologies 

continue to create broad new ranges

of office appliances, which we can

sell to both of these markets directly,

along with the supplies annuities

that they consume.  And every year,

Staples discovers smaller markets

that can support retail stores.

We are also creating new kinds of

opportunities.  We’re con-

stantly challenging and

improving our assortments — on a

regional and local basis — to meet

our customers’ changing needs.

Through an aggressive strategy of

global product sourcing, we’re now

able to offer higher-margin quality

products at lower costs.  We are

pushing into new business services,

including digital copying and tech-

nology support.  We’re adding retail

product lines opportunistically — for

example, back-to-school and holiday

goods on a seasonal basis.  By

adding these new products and ser-

vices, we’ll attract new customers,

and create the need for even more

Staples stores.

Staples Contract and Commercial

(SCC) also presents us with huge

opportunities for growth.  As our

costs and prices continue to decrease,

we will capture more of the contract

business.  The same economies of

scale hold true in the mail-order

business, which is one of the most

profitable segments of the office-

supply industry.  SCC now has only

about a 2 percent market share, 

and we’re very confident that we 

can expand our position here.

Finally, we have truly exciting

prospects overseas.  The European

Common Market is an even bigger

market than the North American

market.  We’re now fielding the

strongest interna-

tional team

in our

history

Thomas G. Stemberg
Chairman of the Board,
Chief Executive Officer

Letter to Our Shareholders
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headed by Jack Bingleman, President,

John Chiaro, Vice President, Michael

Baur, Director, Operations, and

Thorsten Kochanek, Director,

Merchandising, and including out-

standing German and British nationals.

We are prepared to move decisively

in Europe.

Staples At Work
We succeed because we work hard for

our customers.  We are constantly

sourcing new products, increasing our

level of customer service, reformatting

our stores, and improving our distribu-

tion channels.  Staples has always

excelled at these tasks — and we’ll keep

delivering excellence as we position

Staples for continued profitable growth.

We also work hard for our share-

holders.  We use our capital carefully.

All significant investments, including

all store locations, are based on a

comprehensive return-based analysis.

Investing our capital wisely today is

the critical foundation for profitable

growth tomorrow.

For the same reason, we’ve embedded

earnings targets into all of our man-

agement incentive plans.  Our goal is

to align the interests of our managers

with those of our shareholders.  No

one in management at Staples wins

unless the shareholder wins — and

that’s the way it should be.

We’re very proud of our record of

creating value for our shareholders.

Between fiscal year 1991 and fiscal

year 1996, Staples stock more 

than tripled in value.  A $1,000

investment in our 1989 initial 

public offering was worth more 

than $8,000 at year end.

The Proposed Merger,
and Beyond
Most of you have been following the

news accounts of our efforts to merge

with Office Depot.  Both companies

think the deal makes a whole lot of

sense.  First, our skill sets and retail

operations are highly complementary,

and a merged business would draw

upon the best of both companies.

Second, our combined purchasing

power would enable us to buy more

effectively, drive down our costs 

radically, and in turn pass savings

along to our customers.

Unfortunately, we haven’t been 

successful in reaching an agreement

with the federal government.  On

April 4, 1997, the Federal Trade

Commission announced that it would

try to block the merger.  In response,

our two companies declared that we

would fight vigorously in the courts

against the FTC’s ruling.  

The FTC has fundamentally misun-

derstood our markets.  We’ve been

successful in the past because we’ve

made it possible for small businesses

to buy office supplies at the same low

prices enjoyed by large businesses.

Wherever we go, prices decrease —

and the small business, the home

office, and the consumer benefit.

This is the case that we will be 

making in court.

We want to underscore that the

future success of Staples does 

not depend on this merger going

through.  And although we’ve spent

a lot of time in the last year trying

to prepare ourselves for a big change

that may not happen, this has not

been wasted energy.  

Why?  Because we now know more

about ourselves, our current markets,

and our opportunities for future

growth than ever before.  For example,

we’ve learned a lot about selling 

furniture and technology, and we’re

implementing new retail strategies

based on that new understanding.

Most encouraging, we’ve learned

that our “bench” is deeper than we

ever suspected.  We’ve performed

extremely well, despite the complica-

tions and distractions of the proposed

merger.  We’ll put all of this learning

to work in the future — merger or no

merger — to make your company

even stronger.

Staples has not been successful by

accident.  We’ve always taken the

necessary steps to plan and build for

the future.  We’re now positioning

Staples for continued profitable

growth, well into the 21st century.

Thank you for your continued 

confidence in Staples.

Thomas G. Stemberg

Chairman of the Board, Chief
Executive Officer

Martin E. Hanaka

President, Chief Operating Officer
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1996: Another Year 
of Impressive Growth
Staples in 1996 wrote another chapter

in a continuing story of growth and

high performance:  the solid execution

of a winning strategy.

Let’s look at that performance in three

areas: Retail, Staples Contract and

Commercial, and operations.

On the Retail Front
Last year, we reported on the

“Heartland” redesign of the retail

store network, which aimed to make

our stores bigger, brighter, and more

customer friendly.  In 1996, we

remodeled an additional 100 stores.

Today, fewer than 100 stores await

this major upgrading.

The performance of these remodeled

stores continues to be very strong in

terms of increased sales.  They show-

case furniture and electronics much

more effectively, and support special 

promotions extremely well.

Meanwhile, we’re emphasizing 

customer service in all of our stores

— an emphasis that’s already 

driving up sales and profits.

We also expanded our retail product

line significantly, through both global

sourcing and branded products.  In

1996, we licensed some extraordinary

names — Harvard for stationery,

AT&T for diskettes and calculators,

and others — which will help us give

the customer a quality product with

a quality name at a lower price.

The most important retail story this

year was the construction of our new

distribution center in Hagerstown,

Maryland.  We received board

approval for this facility in

December 1995, broke ground 

on June 1, 1996, and began work 

on an 840,000-square-foot facility.

The building was completed in six

months, and began receiving prod-

uct on February 3, 1997.  This was

an amazing performance by our

project team.

A second and closely related 

development was the roll-out of 

a new software package aimed at

automatically replenishing stock 

in the stores.  The new distribution

center and replenishment system

ensures that all of our merchandise

flows efficiently across our fast-

growing system, and that inventories

are managed well.

Developments in Staples
Contract and Commercial
The Direct (or catalog) business is

one of the most profitable businesses

within Staples.  In 1996, catalog

sales increased a remarkable 

31 percent in the United States and

63 percent in Canada!  

This past year, we introduced a series

of specialized catalogs designed 

to make Staples even more visible 

in niche markets (such as facilities,

Another Year of Growth
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high-tech, and presentation 

supplies).  Through an agreement

with United Stationers, the largest

distributor of office products in the

country, we’re now able to offer an

additional 20,000 products at a 25

percent discount.  This will allow us

to further penetrate existing

accounts, and capture new ones.

Progress in Staples’ Contract business

continues at a steady pace.  Staples

is taking measured steps to integrate

its acquired regional contract suppli-

ers.  Competitors have attempted to

merge their own acquisitions on an

accelerated pace, and most have not

been happy with the results.  We’ve

chosen instead to start slowly — with

the standardization of inventory

controls — and then move into ware-

housing and information systems.

In 1996, Contract became the only

qualified supplier to the Educational

and Institutional Cooperative Service

buying consortium, a purchasing

organization of more than 2,000 

colleges and hospitals in the U.S.

That business grew from zero to 

$8 million this past year, and should

increase substantially in the future.

Staples also became one of a handful

of companies qualified to bid for busi-

ness from the federal government’s

General Services Administration —

an exciting opportunity!

SCC continues to evaluate its 

customers’ needs, and find ways 

to meet their needs in a profitable

manner.  In 1996, we began an active

account-management program,

designed to bring all ongoing

accounts up to acceptable levels of

sales, service, and profitability.

Improvements at the core
As we grow, we create the need for

more depth and expertise at the

core.  We also have to examine old

practices, and invent new systems to

move our changing business forward.

In 1996, we split the job of chief

financial officer and chief strategist

into two positions, and hired two

experts from outside to fill the “new”

jobs.  John Mahoney, our new CFO,

comes to us from Ernst & Young with

a strong skill set in financial

accounting, control, and operations.

Jeff Levitan, formerly with the

Boston Consulting Group, is our new

senior vice president for strategic

planning and business development.

He will be responsible for leveraging

customer relationships, developing

new formats, and evaluating future

growth targets.

Susan Hoyt, our new executive 

vice president of human resources,

previously worked at Dayton-

Hudson.  Susan has distinguished 

herself not only by taking on the

Staples human-resource function,

but also in planning for the proposed

merger.  Under her leadership we

made 1,000 conditional job offers 

in three months!  Again, it is 

both the strength and potential 

of our company that enables us 

to both attract and develop strong

management talent.

In a company like Staples, which

has grown at a break-neck pace for

more than a decade, it

makes good

sense to

stop and

scrutinize

selected operations routinely.  In

1996, we did this in four areas.  

The first was profitable store 

operations.  We refocused our store

operators and merchants on effective

asset management, in part through

continuing product-profit measure-

ment programs that link associate

compensation to profitability.

Second, we implemented a new

Human Resources Information

System.  We’re now using HRIS to

keep track of and pay our associates,

and we’ll gradually add new func-

tionalities and apply this system

more broadly across the Company 

in coming months.

Third, we made significant investments

in our information infrastructure:

Local Area Networks, Wide Area

Networks, and desktop computers.

Finally, we placed a renewed emphasis

on basic business practices.  In some

cases, such as budgeting, we found

“home-grown” processes that needed

to be upgraded.  In other areas,

home-grown processes have proven

to be very effective.  We will continue

to root out inefficient or outmoded

practices — and just as important,

we will identify what we already do

well, and seed those good ideas

across our fast-growing company.

Our Stakeholders“Staples in 1996 wrote another chapter in a continuing story of growth

and high performance:  the solid execution of a winning strategy.
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The Future: Continued 
Profitable Growth
Over the past decade, Staples has

developed, implemented, and

refined a winning formula.  

Even more important, we’ve developed

a platform for innovation.  We’ve

developed the analytical expertise

necessary to identify and test “break-

out” ideas, and we’ve assembled

management talent capable of

implementing those ideas successfully.

We’ve proven this in the past, and

we’ll do it again in the future.

The proposed merger would accel-

erate hitting our ambitious growth

targets.  Overnight, it would create

a $10 billion platform, which would

allow us to grow our store network

more rapidly, improve our buying

power, decrease 

distribution costs,

lower prices to 

customers and optimize product

flow.  These are outcomes worth

fighting for!

But even without the merger, 

Staples is committed to two very

ambitious goals: a 20 percent rate 

of growth in sales and a 30 percent

average increase in earnings per

share annually.

In order to help us hit these tough

targets, we’ve established six 

priorities for Staples in the near

term.  Collectively, they will make 

us an even stronger, faster-moving

company, and position us for 

continued profitable growth.

Extend CARE
Last year, we reported on the 

Company’s new “CARE” program:

Customers, Associates, Real commu-

nication, and Execution.  CARE is

now part of the Staples culture, and

it is growing in importance.

Customers?  When Staples opened 

its doors eleven years ago, we brought

significant savings to the small-

business customer.  Today, because

so many competitors have followed

our lead, that same small-business

customer has many more places to

get good products at fair prices.

For Staples, this means that we must

focus more intensively on meeting

the needs of the customer.  We must

increase our sales orientation, and

meet or exceed our customers’ rising

levels of expectation.

This, in turn, means giving our 

associates the training they need 

to do their job.  For example:

Approximately one in seven of the

personal computers that are sold

today is returned by a frustrated 

customer.  In many cases, these are

not hardware problems, but simply

a case of the customer not under-

standing a step in the set-up process.

Solid training of the sales associates

can solve problems like these.

We believe that in a whole host of

product areas, a knowledgeable sales

force can achieve huge reductions in

expenses, create goodwill, and drive

up revenues.  We will continue to

make this investment in training

and compensation, while at the

same time providing growth oppor-

tunities for our associates.

Strengthen Infrastructure
We’re committed to growing our

retail store operation, and to capturing

as much of that market as possible.

Staples plans to open at least 120

new North American retail stores 

in 1997 (and more, if the proposed

merger is approved).

We’re taking steps to strengthen the

infrastructure that supports our retail

stores.  We’ve already discussed the

Hagerstown, Maryland, distribution

center.  In February of 1997, we

broke ground for the second new

center in Killingly, Connecticut, and

we’re now planning to locate a third

regional center in the southwestern

United States.

These three facilities are the first

modules in what we envision as a

flexible and expandable distribution

network, capable of handling all

product flow types under one roof and

receiving goods by both truck and

rail.  This will enable us to get better

service and lower prices from our

Investing for the Future



vendors and continue to reduce prices

and increase our market share.

On the Contract and Commercial

side of the business the right computer

systems are important, and we are

now planning for a large-scale

improvement to our information 

systems that will increase our 

efficiency.  We are also making

plans for a major upgrade of our

Contract warehouse network.

Improve Productivity
Staples will continue to realize 

benefits from both scale and growth,

which will translate into increased

productivity.

We have recently formed an industrial

engineering group, charged with

reducing operating costs through

improved store operating practices.

Some examples of what they are

focused on are labor scheduling,

cash handling, and receiving goods

at the store level.

Our shareholders should be confident

that we will challenge the productivity

of every square foot of retail space.

We will change assortments, layouts,

adjacencies, and enhance inventory

protection.  Our goal is to maximize

the productivity of our inventory 

in stores.

In Contract and Commercial, we will

implement lessons from the proposed

merger across our entire warehouse

network in an effort to improve the

efficiency and productivity of that

distribution system.  Meanwhile, the

entire Contract and Commercial

sales organization, has gone through

a new training program, as part of

our larger effort to drive down costs

while increasing sales. 

Create Profitable 
Growth Vehicles
Larger trends continue to propel

Staples.  There are more small 

businesses and home offices every

year.  Prices on office machines 

continue to fall, bringing new high-

end products within reach of our

core customers.  We have more 

and more customers, and they are

purchasing more kinds of products.

However, these are not the only

opportunities presented to us.  In 

the past, our ability to introduce 

new business products successfully

has been one of our key competitive

strengths.  Now we believe that we

can perform just as well in the area

of providing services to businesses.

We have an excellent relationship

with the Staples customer, and we

believe that there is enormous 

brand equity in the Staples name.

Our expanded copy centers are 

only the beginning of a drive into

new areas of service.

Our international opportunities are

also enormous.  In North America,

we led with a retail operation and 

followed up with catalog sales.  In

Europe, we have the opportunity 

to put added emphasis on mail

order.  The European consumer

appreciates the convenience of mail

order and is more quality conscious.

Staples has a proven ability to tailor its

offering to meet its customers’ needs.

Meanwhile, closer to home, our

Direct business will provide us with

an excellent growth vehicle in areas

where the 

population 

density

“ ”
We have more and more customers, and

they are purchasing more kinds of products.
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is still too low to support retail stores,

but in which people buy office sup-

plies in large volumes.  We’re also

aiming specialized catalogs directly

at “vertical” markets, such as law

firms and medical offices, which

have the potential for major growth. 

Introduce and Refine a New
Technology Strategy
As a result of the proposed merger

with Office Depot, task forces were

organized to examine every facet of

Staples business.  One of the 15 task

forces focused specifically on the

challenges and opportunities of selling

computers and other high-tech prod-

ucts.  Based on the findings of that

task force, we are now testing a new

“technology center” concept in several

key markets.  We’ll apply the lessons

learned from this pilot effort across

the entire retail chain.  

Our goal is to become a servicer 

and enhancer of technology for 

the small-business customer.  That 

customer is loyal, and values quality

goods and services, and buys 

computer and printer-related 

consumables on a regular basis.

Incorporate Merger-
Related Learning
Staples has learned more in the last

six months — about itself, and about

its potential — than in any of the

previous six years.

Merger or no merger, now it’s time 

to apply those lessons.  For example:

We will expand our in-house delivery

fleet in selected markets, which 

will enable us to have greater route

density, fewer damages, improved

customer service, and additional

payment methods.

Beginning this summer, we will

launch our new furniture and 

technology strategies.  This will

mean expanded offerings, and

improved profitability.

In SCC, we will work on concrete

plans to close the sales gap between

ourselves and our competitors in the

catalog business, and improve the

profitability of the contract business.

Positioning for Continued 
Profitable Growth
Today, across the entire Staples 

enterprise, there continues to be

enormous energy and excitement.  

We’re more convinced than ever that

our prospects are extremely bright.

We will capitalize on that energy

and excitement, and use it to build

an even better company.

In the course of negotiating with the

FTC, we conducted a study of every

single market in which Staples does

business.  What did we find?  In

every one of our markets, prices in

every single category came down.

Of course, this wasn’t a surprise to

us.  Since our founding, we’ve been

committed to bringing the lowest

possible prices to our customers.  But

it confirmed once again that we’re

doing our job well.  This is the “E” in

CARE: execution.  Executing well —

at the store level, in our distribution

centers and warehouses, at head-

quarters, and at catalog fulfillment

centers, and overseas — will keep us

strong, make us grow, and help us

serve our shareholders.  

We’ve succeeded in the past,

but we won’t let our thinking

be shaped by old assumptions.

Instead, we’ll examine our

practices, our perspectives,

and our goals relentless-

ly.  We’ll reach for

continued prof-

itable growth

aggressively.

8
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RESULTS OF OPERATIONS

Comparison of Fiscal Years Ended February 1, 1997,

February 3, 1996, and January 28, 1995

General

The fiscal years ended February 1, 1997 and January
28, 1995 consisted of 52 weeks, while the fiscal year
ended February 3, 1996 consisted of 53 weeks.

Sales

Sales increased 29% to $3,967,665,000 in the fiscal
year ended February 1, 1997 from $3,068,061,000 in
the fiscal year ended February 3, 1996; excluding the
additional week in the fiscal year ended February 3, 1996,
sales increased 32%.  Sales increased 53% in the fiscal
year ended February 3, 1996 from sales of $2,000,149,000
in the fiscal year ended January 28, 1995; 3% of the
increase resulted from the additional week in the year
ended February 3, 1996.  The growth in each year was
attributable to an increase in the number of open stores,
increased sales in existing stores and increased sales in
the delivery and contract stationer segments.  Comparable
store and delivery hub sales for the fiscal year ended
February 1, 1997 increased 14% over the fiscal year
ended February 3, 1996; comparable sales in the contract
stationer segment increased 17% over the year ended
February 3, 1996. Comparable store and delivery hub
sales for the year ended February 3, 1996 increased 20%
over the year ended January 28, 1995; comparable sales
in the contract stationer segment increased 35% over the
year ended January 28, 1995.  As of February 1, 1997,
February 3, 1996, and January 28, 1995, the Company
had 557, 443, and 350 open stores, respectively.

Gross Profit

Gross profit was 23.8%, 22.9%, and 23.3% of sales for
the fiscal years ended February 1, 1997, February 3, 1996
and January 28, 1995, respectively.  The increase in
gross profit for the year ended February 1, 1997 was
primarily due to the leveraging of fixed distribution
center costs over a larger sales base, improved margins
in the delivery business segment as well as lower product
costs from vendors as a result of increased purchase
discounts.  This was partially offset by decreases in the
merchandise margin rates in the retail segment, as
sales of computer hardware (CPU’s and laptops), which
generate a lower margin rate than other categories,
increased to 7.7% of total sales for the year ended
February 1, 1997 versus 7.5% in the prior year.  

The decrease in gross profit rate for the year ended
February 3, 1996 from the year ended January 28, 1995
primarily resulted from a change in product mix as a
result of increased volumes in lower margin items such
as computers. This decrease was partially offset by 
purchasing efficiencies gained through enhanced 
vendor volume rebate programs and the leveraging 
of fixed occupancy and distribution costs over a greater
sales base.

Operating and Selling Expenses

Operating and selling expenses, which consist of payroll,
advertising and other operating expenses, were 15.0%,
14.5%, and 15.4% of sales for the fiscal years ended
February 1, 1997, February 3, 1996, and January 28, 1995,
respectively.  The increase as a percentage of sales for
the year ended February 1, 1997 was primarily due to
increased advertising as well as increases in store labor
and costs incurred for the Company’s store remodel pro-
gram in which significant investments have been made
in store layouts and signing to improve shopability and
enhance customer service.  The decrease as a percentage
of sales for the year ended February 3, 1996 from the
year ended January 28, 1995 was primarily due to the
leveraging of store payroll and fixed store operating
expenses over a larger sales base.

While most store expenses vary proportionately with
sales, there is a fixed cost component.  Because new
stores typically generate lower sales than the Company
average, the fixed cost component results in higher
store operating and selling expenses as a percentage of
sales in these stores during their start-up period.  During
periods when new store openings as a percentage of the
base are higher, store operating and selling expenses as
a percentage of sales may increase.  In addition, as the
store base matures, the fixed cost component of operating
expenses is leveraged over an increased level of sales,
resulting in a decrease in store operating and selling
expenses as a percentage of sales. The Company’s
strategy of saturating markets results in some new
stores attracting sales away from existing stores.

Pre-Opening Expenses

Pre-opening expenses relating to new store openings,

which consist primarily of salaries, supplies, marketing

and occupancy costs, are expensed by the Company as

incurred and, therefore, fluctuate from period to period

depending on the timing and number of new store

Management’s Discussion and Analysis of Financial Condition and Results of Operations
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openings.  Pre-opening expenses averaged $72,000,

$58,000, and $56,000 per store for the stores opened 

in the years ended February 1, 1997, February 3, 1996,

and January 28, 1995, respectively.  The increase is due

primarily to increased marketing expenses as well as

higher costs incurred in the initial shipment of product

from the distribution centers to new stores.

General and Administrative Expenses

General and administrative expenses as a percentage

of sales were 3.4%, 3.3%, and 3.5% in the years ended

February 1, 1997, February 3, 1996, and January 28, 1995,

respectively.  The increase as a percentage of sales for

the year ended February 1, 1997 is primarily due to 

significant investments in the Company’s information

systems staffing and infrastructure, which the Company

believes will reduce costs as a percentage of sales in

future years.  The decrease as a percentage of sales for

the year ended February 3, 1996 from the year ended

January 28, 1995 was primarily due to the Company’s

ability to increase sales without proportionately increas-

ing overhead expenses in its core retail business.

Interest Expense, Net

Net interest expense totaled $20,064,000, $15,924,000,

and $8,389,000 in the fiscal years ended February 1, 1997,

February 3, 1996, and January 28, 1995, respectively.

The increase in the years ended February 1, 1997 and

February 3, 1996 was primarily due to increased bor-

rowings which funded the increase in store inventories

related to new store openings, expanded product

assortment, and improvements in in-stock levels; the

acquisition of fixed assets for new stores opened and

remodeled; continued investments in the information

systems and distribution center infrastructure; and

additional investments in joint venture affiliates.

Other Income

Other income primarily relates to fees charged for

administrative services performed by the Company 

for its international affiliates, which included Business

Depot, Staples UK and MAXI-Papier.  This income

totaled $177,000, $109,000, and $2,736,000, in the 

years ended February 1, 1997, February 3, 1996, and

January 28, 1995, respectively.  The decrease in the

years ended February 1, 1997 and February 3, 1996

was primarily due to the consolidation of Business

Depot subsequent to August 26, 1994 which resulted 

in the elimination of this income in the Company’s

consolidated results, as well as a contractual reduction

in the fees charged by the Company as the affiliates

perform more of their own administrative functions.

Equity in Loss of Affiliates

Equity in loss of affiliates is comprised of the Company’s

share of the losses incurred by Business Depot (before

the Company’s acquisition in August, 1995 of the

remaining 58% of the outstanding shares it did not

already own), MAXI, and Staples UK.  The Company’s

investments in MAXI and Staples UK are accounted for

using the equity method; Business Depot was accounted

for under the equity method until August 26, 1994.

Equity in loss of affiliates totaled $11,073,000,

$12,153,000, and $11,168,000, in the years ended

February 1, 1997, February 3, 1996, and January 28, 1995,

respectively.  The decrease in the equity loss of affiliates

for the year ended February 1, 1997 was due primarily

to a store closure charge recorded by MAXI during the

year ended February 3, 1996 of which the Company’s

equity share was approximately $2,500,000.  This was

offset in the year ended February 1, 1997 by increased

losses generated by Staples UK, the Company’s joint

venture in England.  The increase in the equity in loss

for the year ended February 3, 1996 from the year

ended January 28, 1995 was primarily due to the

increase in the number of new stores opened by the

affiliates as well as the store closure charge recorded 

by MAXI during the year ended February 3, 1996.  The

initial investments in overhead, labor and advertising,

combined with the fact that the new stores typically

generate lower sales than mature stores, cause these

stores to be unprofitable initially. There can be no

assurance that the Company’s joint ventures will

become profitable.

On December 11, 1996, the Company signed a definitive

agreement to acquire from Kingfisher PLC its interests

in the two European joint ventures.  As a result of the

acquisition, the Company’s ownership interest of

Staples UK will increase to 100% and its ownership of

MAXI-Papier-Markt-GmbH will increase to approximately

91%.  The transactions will be accounted for as purchases
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and are expected to close in the second quarter of fiscal

1997.  Subsequent to the acquisitions, the Company’s

financial statements will reflect the consolidated results

of these entities.

Income Taxes

The provision for income taxes as a percentage of 

pre-tax income was 38.5%  for the fiscal years ended

February 1, 1997 and February 3, 1996, as compared 

to 37.5% for the fiscal year ended January 28, 1995.  The

increase in rate in the years ended February 1, 1997

and February 3, 1996 was principally due to a decrease

in federal targeted jobs credits resulting from the expi-

ration of the federal targeted jobs tax credit program

on December 31, 1994.

LIQUIDITY AND CAPITAL RESOURCES

The Company has traditionally used a combination 

of cash generated from operations and debt or 

equity offerings to fund its expansion and acquisition

activities.  During the years ended February 1, 1997,

February 3, 1996 and January 28, 1995, the Company

also utilized its revolving credit facility to support its

various growth initiatives.

The Company opened 115 stores, 94 stores, and 90 stores

in the years ended February 1, 1997, February 3, 1996,

and January 28, 1995, respectively, and closed one

store in each of the years ended February 1, 1997 

and February 3, 1996.  As the store base matures and

becomes more profitable, cash generated from store

operations is expected to provide a greater portion 

of funds required for new store inventories and other

working capital requirements.  Sales generated by the

contract stationer business segment are made under

regular credit terms, which requires that the Company

carry its own receivables from these sales.  The

Company has also utilized capital equipment financ-

ings to fund current working capital requirements.

As of February 1, 1997, cash, cash equivalents, and

short-term investments totaled $106,129,000, a

decrease of $4,686,000 from the February 3, 1996 

balance of $110,815,000.  The principal uses of cash

during 1997 consisted of an increase in inventory of

$167,479,000 related to new store openings, expanded

product assortment, and improvements in in-stock 

levels; acquisition of property and equipment of

$199,614,000 for new stores, the construction of the

Hagerstown distribution center, and other corporate

uses; and increased investments in joint venture 

affiliates of $18,629,000; these uses were partially 

offset by an increase in accounts payable and accrued

expenses of $179,108,000 which financed a portion of

the increase in inventory.

The Company expects to open approximately 120

stores during fiscal 1997.  Management estimates that

the Company’s cash requirements, including pre-opening

expenses, leasehold improvements and fixtures (net 

of store inventory financed under vendor trade terms),

will be approximately $1,400,000 for each new store

(excluding the cost of any acquisitions of lease rights).

Accordingly, the Company expects to use approximately

$175,000,000 for store openings during this period.

The Company will also expend $57,000,000 to complete

the acquisition of Staples UK and MAXI.  In addition,

the Company will continue to make investments in

information systems, distribution centers and store

remodels to improve operational efficiencies, and 

customer service, and may expend additional funds to

acquire businesses or lease rights from tenants occupying

retail space that is suitable for a Staples store. The

Company will meet these cash requirements through a

combination of operating cash flow and borrowings

from its existing revolving line of credit.

By June 30, 1995, all of the Company’s $115,000,000 

of 5% Convertible Subordinated Debentures due on

November 1, 1999 (“the 5% Debentures”), other than

5% Debentures in an aggregate amount of $184,000,

were converted into 12,916,800 shares of common

stock at a conversion price of $8.89 per share.  The

total principal amount converted was credited to 

common stock and additional paid-in-capital, net of

unamortized expenses of the original debt issue and

accrued but unpaid interest.  The remaining $184,000

of 5% Debentures were redeemed on July 10, 1995 for 

a total redemption price of $192,359.  The Company

sold 20,700 shares pursuant to a standby underwriting

agreement to fund the purchase price.

Management’s Discussion and Analysis of Financial Condition and Results of Operations
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On October 5, 1995, the Company issued $300,000,000

of 4 1/2% Convertible Subordinated Debentures (the 

“4 1/2% Debentures”), which are convertible, at the

option of the holder, into Common Stock at a conver-

sion price of $22 per share.  The 4 1/2% Debentures 

are redeemable, in whole or in part, at the Company’s

option at specified redemption prices on or after

October 1, 1998.  Costs incurred in connection with 

the issuance of the 4 1/2% Debentures are included in

Other Assets and are being amortized on the interest

method over the five year period to maturity.

On July 10, 1996, the Company amended and restated

its five-year revolving credit facility with a syndicate of

banks originally established on May 25, 1994, which

increased available borrowings from $225,000,000 

to $350,000,000.  Borrowings made pursuant to this

facility will bear interest at either the lead bank’s prime

rate, the federal funds rate plus 0.50%, the LIBOR rate

plus a percentage spread based upon certain defined

ratios, or a competitive bid rate.  Borrowings outstanding

at February 14, 1998 automatically convert into a term

loan, payable in eight installments due on the last day

of each calendar quarter.  Term loan borrowings bear

interest at either the lead bank’s base rate plus 0.25%

or the Eurodollar lending rate plus 0.25%.  This agree-

ment, among other conditions, contains certain restrictive

covenants including net worth maintenance, minimum

interest coverage and limitations on indebtedness, 

sales of assets, and dividends.  As of February 1, 1997,

borrowings pursuant to the revolving credit facility

totaled $54,500,000. Total cash, short-term investments

and available revolving credit amounts totaled

$431,629,000 as of February 1, 1997.

The Company expects that its current cash and cash

equivalents and funds available under its revolving

credit and term loan facility will be sufficient to 

fund its planned store openings and other recurring

operating cash needs for at least the next twelve

months.  The Company is continually evaluating

financing possibilities, and it may seek to raise 

additional funds through any one or a combination 

of public or private debt or equity-related offerings,

dependent upon market conditions, or through an

additional commercial bank debt arrangement.

INFLATION AND SEASONALITY

While inflation has not had, and the Company does

not expect it to have, a material impact upon operating

results, there can be no assurance that the Company’s

business will not be affected by inflation in the future.

The Company believes that its business is somewhat

seasonal, with sales and profitability slightly lower 

during the first and second quarters of its fiscal year.

FUTURE OPERATING RESULTS

The future operating results of the Company may 

be affected by a number of factors, including without

limitation the following:

The Company operates in a highly competitive 

marketplace, in which it competes with a variety 

of retailers, dealers and distributors.  The Company

competes in most of its geographic markets with other

high-volume office supply chains that are similar in

concept to the Company in terms of store format, 

pricing strategy and product selection, such as Office

Depot and OfficeMax.  The Company also competes

with independent dealers, contract stationers, mail

order stationers, warehouse clubs, mass merchandisers,

consumer electronics retailers, computer superstores,

manufacturers and other discount retailers.  Some of

the Company’s current and potential competitors in

the office products industry are larger than the Company

and have substantially greater financial resources.  No

assurance can be given that competition will not have

an adverse effect on the Company’s business.

An important part of the Company’s business plan 

is an aggressive store growth strategy.  The Company

opened 115 stores in the United States and Canada in

fiscal 1996 and plans to open approximately 120 new

stores in fiscal 1997.  There can be no assurance that

the Company will be able to identify and lease favor-

able store sites, hire and train employees, and adapt 

its management and operational systems to the extent

necessary to fulfill its expansion plans.  The failure to

open new stores in accordance with its growth plans

could have a material adverse impact on the Company’s

future sales and profits.  Moreover, the Company’s

expansion strategy is based in part on the continued

addition of new stores to its suburban store network in
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existing markets to take advantage of economies of

scale in marketing, distribution and supervision costs;

however, this can result in the “cannibalization” of

sales of existing stores.  In addition, there can be no

assurance that the new stores opened by the Company

will achieve sales or profit levels commensurate with

those of the Company’s existing stores.

The Company has experienced and may experience 

in the future fluctuations in its quarterly operating

results.  Moreover, there can be no assurance that

Staples will continue to realize the earnings growth

experienced over recent years, or that earnings in any

particular quarter will not fall short of either a prior

fiscal quarter or investors’ expectations.  Factors such

as the number of new store openings (pre-opening

expenses are expensed as incurred, and newer stores

are less profitable than mature stores), the extent to

which new stores “cannibalize” sales of existing stores,

the mix of products sold, pricing actions of competitors,

the level of advertising and promotional expenses, 

seasonality, and one-time charges associated with

acquisitions or other events could contribute to this

quarterly variability.  In addition, the Company’s

expense levels are based in part on expectations of

future sales levels, and a shortfall in expected sales

could therefore result in a disproportionate decrease 

in the Company’s net income.

The Company’s business, including sales, number of

stores and number of employees, has grown dramatically

over the past several years.  In addition, the Company

has consummated a number of significant acquisitions

in the last few years, and may make additional 

acquisitions in the future (including the pending 

acquisition of Office Depot).  This internal growth,

together with the acquisitions made by the Company,

have placed significant demand on the management

and operational systems of the Company.  To manage

its growth effectively, the Company will be required 

to continue to upgrade its operational and financial

systems, expand its management team and increase

and manage its employee base.

The Company has a presence in international markets

through joint ventures with locally-based companies 

in Germany and the United Kingdom, and may seek 

to expand into other international markets in the

future.  The Company’s operations in foreign markets

are subject to risks similiar to those affecting its North

American stores, in addition to a number of additional

risks inherent in foreign operations, including lack of

complete operating control, local customs and competitive

conditions and foreign currency fluctuations.  Staples’

foreign operations are currently unprofitable, and there

can be no assurance that they will become profitable.

The Company currently expects that its current cash

and cash equivalents and funds available under its

revolving credit and term loan facility will be sufficient

to fund its planned store openings and other operating

cash needs for at least the next 12 months.  However,

there can be no assurance that the Company will not

require additional sources of financing prior to such

time, as a  result of unanticipated cash needs or oppor-

tunities, an expanded growth strategy or disappointing

operating results.  There also can be no assurance that

the additional funds required by the Company, whether

within the next 12 months or thereafter, will be available

to the Company on satisfactory terms.

Management’s Discussion and Analysis of Financial Condition and Results of Operations



February 1, February 3,
1997 1996

ASSETS

Current Assets:
Cash and cash equivalents $ 98,143 $ 98,130
Short-term investments 7,986 12,685
Merchandise inventories 813,661 644,514
Receivables, net 167,072 122,453
Deferred income taxes 31,202 32,222
Prepaid expenses and other current assets 33,284 15,867

Total current assets 1,151,348 925,871

Property and Equipment:
Land and buildings 73,070 24,364
Leasehold improvements 231,604 168,588
Equipment 197,258 144,857
Furniture and fixtures 111,967 75,182

Total property and equipment 613,899 412,991
Less accumulated depreciation and amortization 171,042 120,496

Net property and equipment 442,857 292,495

Other Assets:
Lease acquisition costs, net of amortization 42,552 40,338
Investment in affiliates 40,542 32,940
Goodwill, net of amortization 81,306 80,361
Deferred income taxes 16,708 18,385
Other 12,439 12,385

Total other assets 193,547 184,409
$ 1,787,752 $ 1,402,775

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current Liabilities:
Accounts payable $ 421,051 $ 273,633
Accrued expenses and other current liabilities 174,284 139,641
Debt maturing within one year 7,220 8,267

Total current liabilities 602,555 421,541

Long-Term Debt 91,342 43,647
Other Long-Term Obligations 32,169 26,171
Convertible Debentures 300,000 300,000
Stockholders’ Equity:

Preferred stock, $.01 par value-authorized 5,000,000 shares; no shares issued 0 0
Common stock, $.0006 par value-authorized 500,000,000 shares; 
issued 162,277,375 shares at February 1, 1997 and 158,366,604 shares 
at February 3, 1996 98 95

Additional paid-in capital 508,868 466,684
Cumulative foreign currency translation adjustments (128) (2,054)
Unrealized gain on short-term investments 11 32
Retained earnings 253,183 147,005
Less: 39,433 shares of treasury stock, at cost (346) (346)
Total stockholders’ equity 761,686 611,416

$ 1,787,752 $ 1,402,775

See notes to consolidated financial statements.
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Consolidated Balance Sheet 

(dollar amounts in thousands, except share data)



Fiscal Year Ended
February 1, February 3, January 28,

1997 1996 1995

Sales $ 3,967,665 $ 3,068,061 $ 2,000,149
Cost of goods sold and occupancy costs 3,023,279 2,366,183 1,534,360

Gross profit 944,386 701,878 465,789

Operating expenses:
Operating and selling 594,978 446,324 308,456
Pre-opening 8,299 5,607 4,858
General and administrative 134,817 100,167 69,992
Amortization of goodwill 2,291 1,967 756

Total operating expenses 740,385 554,065 384,062
Operating income 204,001 147,813 81,727

Other income (expense):
Interest expense, net (20,064) (15,924) (8,389)
Gain on sale of investment 0 0 1,149
Merger-related charges 0 0 (2,150)
Other income 177 109 2,736

Total other income (expense) (19,887) (15,815) (6,654)

Income before equity in loss of affiliates and income taxes 184,114 131,998 75,073
Equity in loss of affiliates (11,073) (12,153) (11,168)

Income before income taxes 173,041 119,845 63,905
Income tax expense 66,621 46,140 23,965

Net Income $ 106,420 $ 73,705 $ 39,940

Earnings per common share $ 0.64 $ 0.46 $ 0.28

Number of shares used in computing earnings 
per common share 166,624,927 162,077,996 140,261,342

See notes to consolidated financial statements.
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For the Fiscal Years Ended February 1, 1997, February 3, 1996 and January 28, 1995

Cumulative Unrealized

Additional Foreign Currency Gain Retained

Paid-In Translation (Loss) on Earnings Treasury

Common Stock Capital Adjustments Investments (Deficit) Stock

Balances at January 29, 1994 $ 85 $ 256,558 $ (2,499) $ 33,065
Issuance of common stock 

for stock options exercised 7,615
Contribution of common stock to 

Employees’ 401(K) Savings Plan 452
Sale of common stock under

Employee Stock Purchase Plan 2,965
Issuance of common stock 

for acquisitions 46,954
Unrealized loss on short-term 

investments, net of tax $ (93)
Repurchase of shares for treasury $ (346)
Translation adjustments 294
Net income for the year 39,940

Balances at January 28, 1995 $ 85 $ 314,544 $ (2,205) $ (93) $ 73,005 $ (346)
Issuance of common stock 

for stock options exercised 1 11,323
Tax benefit on exercise of options 11,394
Contribution of common stock to 

Employees’ 401(K) Savings Plan 1,257
Sale of common stock under 

Employee Stock Purchase Plan 5,641
Conversion of debt to equity 8 114,049
Unrealized gain on short-term 

investments, net of tax 125
Translation adjustments 151
Issuance of common stock for 

acquisitions and other transactions 1 8,476 295
Net income for the year 73,705

Balances at February 3, 1996 $ 95 $ 466,684 $ (2,054) $ 32 $ 147,005 $ (346)
Issuance of common stock 

for stock options exercised 3 13,726
Tax benefit on exercise of options 16,773
Contribution of common stock to 

Employees’ 401(K) Savings Plan 1,998
Sale of common stock under 

Employee Stock Purchase Plan 8,980
Issuance of Performance Accelerated 

Restricted Stock 532
Unrealized loss on short-term 

investments, net of tax (21)
Translation adjustments 1,926
Issuance of common stock for 

acquisitions and other transactions 175 (242)
Net income for the year 106,420

Balances at February 1, 1997 $ 98 $ 508,868 $ (128) $ 11 $ 253,183 $ (346)

See notes to consolidated financial statements.
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Consolidated Statements of Cash Flows 

(dollar amounts in thousands)

Fiscal Year Ended
February 1, February 3, January 28,

1997 1996 1995

OPERATING ACTIVITIES:
Net income $ 106,420 $ 73,705 $ 39,940

Adjustments to reconcile net income to net

cash provided by (used in) operating activities:
Depreciation and amortization 55,948 43,551 28,683
Expense from 401(K) and PARS stock contribution 2,715 1,633 945
Equity in loss of affiliates 11,073 12,153 11,168
Gain on sale of investment (1,149)
Deferred income taxes (benefit)/expense 3,137 (13,211) (5,850)
Change in assets and liabilities, net 

of effects of purchase of other companies:
Increase in merchandise inventories (167,479) (177,509) (172,038)
(Increase) decrease in receivables (44,523) (42,129) 2,831
(Increase) decrease in prepaid 

expenses and other current assets (4,349) 1,570 615
Increase in accounts payable, accrued

expenses and other current liabilities 179,108 57,999 92,866
Increase (decrease) in other long-term obligations 5,883 2,094 (1,330)

41,513 (113,849) (43,259)
Net cash provided by (used in) operating activities 147,933 (40,144) (3,319)

INVESTING ACTIVITIES:
Acquisition of property and equipment (199,614) (116,295) (64,663)
Acquisition of businesses, net of cash acquired (58,712)
Proceeds from sales and maturities of short-term investments 8,800 16,519 43,338
Purchase of short-term investments (4,600)
Proceeds from sale of other investments 1,149
Investment in affiliates (18,629) (22,088) (18,840)
Acquisition of lease rights (5,534) (2,044) (10,654)
Other 2,669 1,281 (2,718)
Net cash used in investing activities (216,908) (122,627) (111,100)

FINANCING ACTIVITIES:
Proceeds from sale of capital stock 21,773 16,964 54,488
Proceeds from convertible debentures, net of deferred costs 291,032
Proceeds from borrowings 1,171,025 1,224,883 777,124
Payments on borrowings (1,124,453) (1,313,930) (713,228)
Purchases of treasury stock (346)
Net cash provided by financing activities 68,345 218,949 118,038

Effect of exchange rate changes on cash 643 142 215

Net increase in cash and cash equivalents 13 56,320 3,834
Cash and cash equivalents at beginning of period 98,130 41,810 37,976
Cash and cash equivalents at end of period $ 98,143 $ 98,130 $ 41,810

See notes to consolidated financial statements.



Notes to Consolidated Financial Statements

A. SUMMARY OF SIGNIFICANT 
ACCOUNTING POLICIES

Nature of Operations

Staples, Inc. and subsidiaries (“the Company”) operates
a chain of office supply stores and contract stationer/
delivery warehouses throughout the United States and
Canada.  The Company is also an investor in two joint
venture affiliates in Europe which operate similar office
supply businesses.

Basis of Presentation

The consolidated financial statements include the
accounts of the Company and its wholly-owned 
subsidiaries.  All intercompany accounts and 
transactions are eliminated in consolidation.

Fiscal Year

The Company’s fiscal year is the 52 or 53 weeks ending
the Saturday closest to January 31.  Fiscal years 1996,
1995 and 1994, consisted of the 52 weeks ended
February 1, 1997, the 53 weeks ended February 3, 1996,
and the 52 weeks ended January 28, 1995, respectively.

Use of Estimates

The preparation of financial statements in conformity
with generally accepted accounting principles requires
management of the Company to make estimates and
assumptions that affect the amounts reported in the
financial statements and accompanying notes.  Actual
results could differ from those estimates.

Cash Equivalents

The Company considers all highly liquid investments
with an original maturity of three months or less to 
be cash equivalents.

Short-Term Investments

The Company’s securities are classified as available 
for sale and consist principally of high-grade state 
and municipal securities having an original maturity
of more than three months.  The investments are 
carried at fair value, with the unrealized holding gains
and losses reported as a component of the Company’s
stockholders’ equity.  The cost of securities sold is based
on the specific identification method.  No individual
issue in the portfolio constitutes greater than one 
percent of the total assets of the Company.

Merchandise Inventories

Merchandise inventories are valued at the lower of
weighted average cost or market.

Receivables

Receivables relate principally to amounts due from
vendors under various incentive and promotional 
programs and trade receivables financed under regular
commercial credit terms.  Concentrations of credit risk
with respect to trade receivables are limited due to the
Company’s large number of customers and their disper-
sions across many industries and geographic regions.

Advertising

The Company expenses the production costs of 
advertising the first time the advertising takes place,
except for direct-response advertising, which is capitalized
and amortized over its expected period of future benefits.
Direct-response advertising consists primarily of the direct
catalog production costs.  The capitalized costs of the
advertising are amortized over the six month period 
following the publication of the catalog in which it
appears.  At February 1, 1997, direct catalog production
costs included in prepaid and other assets totaled
$4,321,000. Total advertising and marketing expense
was $189,109,000, $120,288,000 and $73,034,000 for
the years ending February 1,1997, February 3, 1996, 
and January 28, 1995, respectively.

Property and Equipment

Property and equipment are recorded at cost.
Depreciation and amortization, which includes the
amortization of assets recorded under capital lease
obligations, are provided using the straight-line
method over the estimated useful lives of the assets 
or the terms of the respective leases.  Depreciation 
and amortization periods are as follows:

Buildings 40 years
Leasehold improvements 10 years or term of lease
Furniture and fixtures 5 to 10 years
Equipment 3 to 10 years

Lease Acquisition Costs

Lease acquisition costs are recorded at cost and 
amortized on the straight-line method over the 
respective lease terms, including option renewal 
periods if renewal of the lease is probable, which 
range from 5 to 40 years.  Accumulated amortization
at February 1, 1997 and February 3, 1996 totaled
$15,432,000 and $12,032,000, respectively.

Investment in Affiliates

Investment in affiliates represents cash invested by 
the Company in foreign affiliates in Germany and 
the United Kingdom, which are accounted for under
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the equity method.  These investments have been
reduced by the Company’s cumulative equity in losses
generated by these affiliates and the cumulative 
foreign currency translation adjustments.

Goodwill

Goodwill arising from business acquisitions is amortized
on a straight-line basis over 40 years.  Accumulated
amortization was $5,897,000 and $3,606,000 as of
February 1, 1997 and February 3, 1996, respectively.
Management periodically evaluates the recoverability
of goodwill, which would be adjusted for a permanent
decline in value, if any, as measured by the recover-
ability from projected future cash flows from the
acquired businesses.

Pre-opening Costs

Pre-opening costs, which consist primarily of salaries,
supplies, marketing and occupancy costs, are charged
to expense as incurred.

Private Label Credit Card Receivables

The Company offers a private label credit card which is
managed by a financial services company.  Under the
terms of the agreement, the Company is obligated to
pay fees which approximate the financial institution’s
cost of processing and collecting the receivables, which
are non-recourse to the Company.

Foreign Currency Translation

The assets and liabilities of the Company’s Canadian
subsidiary, The Business Depot Ltd. (“Business Depot”),
are translated into U.S. dollars at current exchange rates
as of the balance sheet date,  and revenues and expenses
are translated at average monthly exchange rates.  The
resulting translation adjustments, and the net exchange
gains and losses resulting from the translation of invest-
ments in the Company’s European affiliates accounted
for under the equity method, are recorded in a separate
section of stockholders’ equity titled “Cumulative foreign
currency translation adjustments”.

Stock – Option Plans

In 1996, the Company adopted Statement of Financial
Accounting Standards No. 123, “Accounting for Stock-
Based Compensation” (“FAS 123”).  As permitted by
FAS 123, the Company continues to account for its
stock-based plans under Accounting Principles Board
Opinion No. 25, “Accounting for Stock Issued to
Employees”, and provides pro forma disclosures of the
compensation expense determined under the fair value
provisions of FAS 123.

Earnings Per Share

Earnings per share, as presented in the Statements of
Income, is based upon the weighted average number of
shares of common stock and common stock equivalents
outstanding during each period.  See Note L for the
computation of earnings per share for the years ended
February 1, 1997, February 3, 1996 and January 28, 1995.

Fair Value of Financial Instruments

Pursuant to Statement of Financial Accounting
Standards No. 107, “Disclosure About Fair Value of
Financial Instruments” (“Statement 107”), the Company
has estimated the fair value of its financial instruments
using the following methods and assumptions:

•  The carrying amount of cash and cash equivalents,
receivables and accounts payable approximates
fair value;

•  The fair values of short-term investments and the 
4 1/2% Convertible Subordinated Debentures are
based on quoted market prices;

•  The carrying amounts of the Company’s debt
approximates fair value, estimated by discounted
cash flow analyses based on the Company’s current
incremental borrowing rates for similar types of
borrowing arrangements.

Long-Lived Assets

In 1996, the Company adopted Statement of Financial
Accounting Standards No. 121, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived
Assets To Be Disposed Of” (“FAS 121”), which requires
impairment losses to be recorded on long-lived assets
used in operations when indicators of impairment are
present and the undiscounted cash flow estimated to 
be generated by those assets are less than the assets’
carrying amount.  The Company has evaluated all
long-lived assets and determined that no impairment
exists at February 1, 1997.  FAS 121 also addresses the
accounting for long-lived assets that are expected to 
be disposed of.

B. MERGER WITH OFFICE DEPOT

On September 4, 1996, the Company entered into an
Agreement and Plan of Merger with Marlin Acquisition
Corp., a wholly-owned subsidiary of the Company
(“Marlin”), and Office Depot, Inc. (“Office Depot”) 
pursuant to which Marlin is to be merged with and
into Office Depot and Office Depot is to become a
wholly-owned subsidiary of Staples (the “Merger”).  
On March 10, 1997, the Federal Trade Commission
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announced that it would seek to enjoin the Merger,
and subsequently file a motion for a preliminary
injunction in Federal District Court.  Staples and Office
Depot have opposed the injunction.  An evidentiary hear-
ing was held from May 19–27, 1997, and a ruling is
expected in mid-June 1997.  The Merger is structured as
a tax-free exchange of shares in which the stockholders
of Office Depot would receive 1.14 shares of the
Company’s common stock for each outstanding share
of common stock of Office Depot they own.  The
Merger would be accounted for as a pooling of inter-
ests.  Office Depot operates over 500 retail office supply
stores in the US and Canada, a national delivery and
contract stationer business, and joint ventures or
licensed operations in seven countries, and had revenues
of $6.1 billion for the year ended December 28, 1996.

The unaudited proforma sales and net income of Office
Depot for the year ended December 28, 1996 combined
with Staples for the year ended February 3, 1997 are 
as follows:

Sales $ 10,036,263
Net Income $ 235,462

C. INVESTMENTS

The following is a summary of available-for-sale 
investments as of February 1, 1997 and February 3, 1996
(in thousands):

February 1, 1997
Gross Gross

Unrealized Unrealized Estimated
Cost Gains Losses Fair Value

Debt securities $ 7,968 18 0 $ 7,986

February 3, 1996
Gross Gross

Unrealized Unrealized Estimated
Cost Gains Losses Fair Value

Debt securities $12,603 82 0 $12,685

During the year ended February 1, 1997, debt securities
with a fair value at the date of sale of $3,000,000 were
sold.  There were no gross realized gains or losses on the
sale.  The net adjustment to unrealized holding gains
on available-for-sale securities included as a separate
component of stockholders’ equity totaled a decrease of
$21,000 and an increase of $125,000 for the years ended
February 1, 1997 and February 3, 1997, respectively.

The amortized cost and estimated fair value of debt
and marketable equity securities at February 1, 1997,
by contractual maturity, are shown below.  Expected
maturities will differ from contractual maturities 

because the issuers of securities may have the right 
to prepay obligations without prepayment penalties.

Estimated
Cost Fair Value

Due in one year or less $ 2,154 $ 2,154
Due after one year through two years 5,814 5,832

$ 7,968 $ 7,986

D. LONG-TERM DEBT AND 
CREDIT AGREEMENT

Long-term debt consists of the following (in thousands):

February 1, February 3,
1997 1996

Capital lease obligations and other notes 
payable in monthly installments with 
effective interest rates from 4% to 16%; 
collateralized by the related equipment $ 19,062 $ 26,914

Note payable with a fixed rate of 6.16% 25,000 0
Revolving lines of credit 54,500 25,000

$ 98,562 $ 51,914
Less current portion 7,220 8,267

$ 91,342 $ 43,647

Aggregate annual maturities of long-term debt and
capital lease obligations are as follows (in thousands):

Fiscal year: Total
1997 $ 7,220
1998 30,941
1999 2,575
2000 1,274
2001 409
Thereafter 56,143

$ 98,562

Included in property and equipment are capital lease
obligations for equipment recorded at the net present
value of the minimum lease payments of $29,262,000.
Future minimum lease payments of $15,007,000,
excluding $1,207,000 of interest, are included in 
aggregate annual maturities shown above.  The
Company entered into capital lease agreements totaling
$2,733,000 and $5,994,000 during the fiscal years ended
February 1, 1997 and February 3, 1996, respectively.

Credit Agreement

On July 10, 1996, the Company amended and restated
its five year revolving credit facility with a syndicate of
banks increasing available borrowings from $225,000,000
to $350,000,000.  Borrowings made pursuant to this
facility will bear interest at either the lead bank’s prime
rate, the federal funds rate plus 0.50%, the LIBOR rate
plus a percentage spread based upon certain defined
ratios, or a competitive bid rate. Borrowings outstanding
at February 14, 1998 automatically convert into a term
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loan, payable in eight installments due on the last day
of each calendar quarter.  Term loan borrowings bear
interest at either the lead bank’s base rate plus 0.25%,
or the Eurodollar lending rate plus 0.25%.  This agree-
ment, among other conditions, contains certain restrictive
covenants including net worth maintenance, minimum
interest coverage and limitations on indebtedness, sales
of assets, and dividends.  As of February 1, 1997, the
Company had $54,500,000 outstanding under its
revolving credit agreement.

Interest paid by the Company totaled $19,626,000,
$11,946,000 and $11,788,000 for the fiscal years ended
February 1, 1997, February 3, 1996, and January 28, 1995,
respectively.  Capitalized interest related to the construc-
tion of a distribution center in Hagerstown, Maryland
totaled $611,000 in the year ended February 1, 1997.

Interest Rate Swaps

During fiscal 1996 the Company entered into a binding
interest rate swap agreement to reduce the impact of
increases in interest rates on a portion of its floating-
rate debt.  The risk to the Company from this swap
agreement is that the financial institution that is 
counterparty to this agreement fails to perform its
obligation under the agreement, which would cause
the interest rate on the notional amount under this
agreement to reflect current market rates rather than
the contractual fixed rate.  The agreement is with a
major financial institution which is expected to fully
perform under the terms of the agreement, which miti-
gates this off-balance sheet risk.  At February 1, 1997
the Company had one interest rate swap outstanding.
The agreement binds the Company to pay a fixed rate
of 5.65% on $25,000,000 of the Company’s floating
rate debt.  In return the Company will receive payments
based on a floating rate on $25,000,000 of the Company’s
floating rate debt.  The floating rate equals the 3-month
LIBOR in effect at any one of the quarterly reset dates.
Unless certain conditions are met, the agreement will
terminate on August 7, 1998.  If the 3-month LIBOR is
equal to or greater than 6.75% on any one of the quar-
terly reset dates, the agreement terminates and the
obligation of the Company and the counterparty are
extinguished. The fair market value of the swap agree-
ment as of February 1, 1997 approximates the carrying
value based on quoted market prices.

E. CONVERTIBLE DEBENTURES

By June 30, 1995, all of the Company’s $115,000,000 
of 5% Convertible Subordinated Debentures due

November 1, 1999 (the “5% Debentures”), were converted
into 12,937,500 shares of common stock at a conversion
price of $8.89 per share.  The total principal amount
converted was credited to common stock and additional
paid-in capital, net of unamortized expenses of the
original debt issue and accrued but unpaid interest.  

On October 5, 1995, the Company issued $300,000,000
of 4 1/2% Convertible Subordinated Debentures due
October 1, 2000 with interest payable semi-annually
(the “4 1/2% Debentures”), which are convertible, at
the option of the holder, into Common Stock at a 
conversion price of $22 per share.  The 4 1/2% Debentures
are redeemable, in whole or in part, at the Company’s
option at specified redemption prices on or after
October 1, 1998 or in the event of certain developments
involving U.S. withholding taxes or certification
requirements.  Costs incurred in connection with the
issuance of the 4 1/2% Debentures are included in
Other Assets and are being amortized on the interest
method over the five year period to maturity.  The fair
value of the 4 1/2% Debentures at February 1, 1997,
based upon quoted market prices, totaled $337,875,000.

F. STOCKHOLDERS’ EQUITY

On March 5, 1996, June 29, 1995, and October 3, 1994,
the Board of Directors approved three-for-two splits 
of the Company’s common stock to be effected in the
form of 50% stock dividends.  The dividends were 
distributed on March 25, 1996 to shareholders of record
as of March 15, 1996, July 24, 1995 to shareholders 
of record as of July 14, 1995 and October 28, 1994 to
shareholders of record as of October 14, 1994, respectively.
The consolidated financial statements have been
retroactively restated to give effect to these stock splits.

At February 1, 1997, 40,079,525 shares of common
stock were reserved for issuance under the Company’s
stock option, employee stock ownership, employee
stock purchase and director stock option plans.  An
additional 13,636,364 shares of common stock are
reserved for issuance upon conversion of the Company’s
4 1/2% Debentures.

G. EMPLOYEE BENEFIT PLANS

The Company has elected to follow Accounting Principles
Board Opinion No. 25, “Accounting for Stock Issued to
Employees” (APB 25) and related Interpretations in
accounting for its employee stock options because, as
discussed below, the alternative fair value accounting
provided for under FASB Statement No. 123, “Accounting
for Stock-Based Compensation” requires use of option
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valuation models that were not developed for use in
valuing employee stock options.  Under APB 25, since
the exercise price of the Company’s employee stock
options equals the market price of the underlying stock on
the date of grant, no compensation expense is recognized.

Employee Stock Purchase Plan

The Company’s 1994 Employee Stock Purchase Plan
provides for a total of up to 3,937,500 shares of the
Company’s common stock which may be sold to partici-
pating employees.  Participating employees may purchase
shares of common stock at 85% of its fair market value
at the beginning or end of an offering period, whichever
is lower, through payroll deductions in an amount not
to exceed 10% of an employee’s base compensation.

Stock Option Plans

The Company has two stock option plans, the 1987
Stock Option Plan (“1987 Plan”) and the 1992 Equity
Incentive Plan (“1992 Plan”) pursuant to which the
Company may grant to management and key employees
incentive and nonqualified options to purchase up 
to 34,066,400 shares of common stock and PARS.  
This amount includes the approval of an amendment
to the Company’s 1992 Equity Incentive Plan by the
shareholders of the Company on June 30, 1994 which
increased the number of shares of common stock
authorized for issuance under this plan to 21,600,000.
In connection with the merger to Office Depot, the
Company has requested shareholder approval to
increase the number of shares under the plan to
39,000,000.  The exercise price of options granted
under the plans may not be less than 100% of the fair
market value of the Company’s common stock at the
date of grant.  Options generally have an exercise price
equal to the fair market value of the common stock 
on the date of grant.  Some options outstanding are
exercisable at various percentages of the total shares
subject to the option starting one year after the grant,
while other options are exercisable in their entirety
three years after the grant date.  All options expire ten
years after the grant date, subject to earlier termination
in the event of employment termination.

The Company’s 1990 Director Stock Option Plan
(“Director’s Plan”) provides for the grant of options 
for up to 1,063,125 shares of common stock to non-
employee directors.  The exercise price of options granted
are equal to the fair market value of the Company’s
common stock at the date of grant.  Options become
exercisable in equal amounts over four years and

expire ten years from the date of grant, subject to earlier
termination, in certain circumstances, in the event the
optionee ceases to serve as a director.

Pro forma information regarding net income and 
earnings per share is required by Statement 123, which
also requires that the information be determined as if
the Company has accounted for its employee stock
options granted subsequent to January 28, 1995 under
the fair valued method of that Statement.  The fair
value for these options was estimated at the date of
grant using a Black-Scholes option pricing model with
the following weighted-average assumptions for 1995
and 1996:  risk-free interest rates ranging from 5.57%
to 6.12%; volatility factor of the expected market price
of the Company’s common stock of .30; and a weighted-
average expected life of the option of 4.0 years for the
1987 Plan and the 1992 Plan and 2.0 to 5.0 years for
the Director’s Plan. 

The Black-Scholes option valuation model was developed
for use in estimating the fair value of traded options
which have no vesting restrictions and are fully trans-
ferable.  In addition, option valuation models require
the input of highly subjective assumptions including
the expected stock price volatility.  Because the Company’s
employee stock options have characteristics significantly
different from those of traded options, and because
changes in the subjective assumptions can materially
affect the fair value estimate, in management’s opin-
ion, the existing models do not necessarily provide a
reliable single measure of the fair value of its employee
stock options.

For purposes of pro forma disclosures, the estimated
fair value of the options is amortized to expense over
the options’ vesting period.  For purposes of Statement
123’s disclosure requirements the Employee Stock
Purchase Plan is considered a compensatory plan.  The
expense was calculated based on the fair value of the
employees’ purchase rights which was estimated by
taking the difference between the employees’ purchase
price and the closing price on the date the shares were
purchased.  The Company’s pro forma information follows
(in thousands except for earnings per share information):

February 1, February 3,
1997 1996

Pro forma net income $99,123 $69,687
Pro forma earnings per share $ 0.59 $ 0.43

Because Statement 123 is applicable only to options
granted subsequent to January 28, 1995 its pro forma
effect will not be fully reflected until 1997.
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Information with respect to options granted under the
above plans are as follows:

Weighted Average
Number Exercise Price
of Shares Per Share

Outstanding at January 29, 1994 15,346,470 $ 5.07
Granted 8,055,993 8.48
Exercised (1,500,818) 2.60
Canceled (629,332) 5.97

Outstanding at January 28, 1995 21,272,313 $ 5.93
Granted 3,648,540 15.69
Exercised (2,410,004) 4.90
Canceled (1,523,925) 7.97

Outstanding at February 3, 1996 20,986,924 $ 7.39
Granted 3,187,527 19.84
Exercised (2,729,130) 5.15
Canceled (1,047,608) 11.01

Outstanding at February 1, 1997 20,397,713 $ 9.58

The weighted average fair values of options granted
during the years ended February 1, 1997 and 
February 3, 1996 were $5.72 and $5.58, respectively.
Exercise prices for the options outstanding at 
February 1, 1997 ranged from $0.01 to $22.13.

Options to purchase 7,696,494 shares were exercisable
at February 1, 1997.

Performance Accelerated Restricted Stock (“PARS”)

PARS are shares of the Company’s Common Stock
granted outright to employees without cost to the
employee.  The shares, however, are restricted in that
they are not transferable (e.g they may not be sold) by
the employee until they vest, generally after the end 
of five or six years.  Such vesting date may accelerate 
if the Company achieves certain compound annual
earnings per share growth over a certain number of
interim years.  If the employee leaves the Company
prior to the vesting date for any reason, the PARS
shares will be forfeited by the employee and will be
returned to the Company.  Once the PARS have vested,
they become unrestricted and may be transferred and
sold like any other Staples shares.

PARS issued in fiscal year 1996, which totaled 388,740
shares, will initially vest on February 1, 2002.  The
vesting date of such PARS will accelerate such that they
will vest 100% on May 1 in 1998, 1999, 2000, or 2001
upon attainment of certain compound annual earnings
per share targets in the prior fiscal year.

In connection with the issuance of the PARS, the
Company included $532,000 in compensation expense
for the fiscal year ended February 1, 1997.

Employees’ 401(K) Savings Plan

Under the Company’s Employees’ 401(K) Savings Plan
(the “401(K) Plan”), the Company may contribute up to a
total of 1,012,500 shares of common stock to the 401(K)
Plan.  The 401(K) Plan is available to all employees of
the Company who meet minimum age and length of
service requirements.  Company contributions are
based upon a matching formula applied to employee
contributions, with additional contributions made at
the discretion of the Board of Directors.  In connection
with this plan the Company included $2,183,000 and
$1,633,000 in expense for the fiscal years ended
February 1, 1997 and February 3, 1996, respectively.

H. INCOME TAXES

Deferred income taxes reflect the net tax effects of 
temporary differences between the carrying amount 
of assets and liabilities for financial reporting purposes
and the amounts used for income tax purposes.
Significant components and the approximate tax effect
of the Company’s deferred tax assets and liabilities 
as of February 1, 1997 and February 3, 1996, are as 
follows (in thousands):

February 1, February 3,
1997 1996

Deferred Tax Assets:
Inventory $ 22,597 $ 21,149
Deferred rent 7,566 4,890
Acquired Business Depot NOL’s 0 4,766
Other net operating 

loss carryforwards 5,206 6,259
Insurance 5,756 5,789
Other - net 10,165 13,793
Total Deferred Tax Assets 51,290 56,646

Deferred Tax Liabilities:
Depreciation 498 (1,274)
Other - net (2,212) (2,138)
Total Deferred Tax Liabilities (1,714) (3,412)

Total Valuation Allowance (1,666) (2,627)
Net Deferred Tax Assets $ 47,910 $ 50,607

Deferred tax assets of approximately $440,000 and
$4,000,000 attributable to businesses acquired 
during the fiscal years ended February 1, 1997 and
February 3, 1996, respectively, were allocated directly
to reduce goodwill generated by these acquisitions.

For financial reporting purposes, income before taxes
includes the following components:

Fiscal Year Ended
February 1, February 3, January 28,

1997 1996 1995

Pretax income:
United States $149,322 $124,487 $ 62,640
Foreign 23,719 (4,642) 1,265

$173,041 $119,845 $ 63,905
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The provision for income taxes consists of the following
(in thousands):

Fiscal Year Ended
February 1, February 3, January 28,

1997 1996 1995

Current tax expense:
Federal $ 51,147 $ 45,207 $ 23,315
State 12,337 14,144 6,500

63,484 59,351 29,815

Deferred tax 
expense (benefit) 3,137 (13,211) (5,850)

Total $ 66,621 $ 46,140 $ 23,965

A reconciliation of the federal statutory tax rate to the
Company’s effective tax rate is as follows:

Fiscal Year Ended
February 1, February 3, January 28,

1997 1996 1995

Federal statutory rate 35.0% 35.0% 35.0%
State taxes, net 

of federal benefit 6.3% 6.3% 6.4%
Tax exempt interest (0.4%) (0.6%) (1.5%)
Tax benefit of 

loss carryforward (0.2%) (0.6%) (1.1%)
Federal tax credits 0.0% (0.9%) (2.4%)
Other (2.2%) (0.7%) 1.1%
Effective tax rate 38.5% 38.5% 37.5%

Income tax payments were $45,925,276, $44,518,000, and
$25,936,000, during fiscal years ended February 1, 1997,
February 3, 1996, and January 28, 1995, respectively.
The Company has net operating loss carryforwards 
of approximately $500,000 generated by Macauley’s
Business Resources, Inc. prior to being acquired by the
Company.  These losses expire between the years 2007
and 2008 and are subject to an annual limitation as 
a result of a stock ownership change.  Business Depot
has net operating loss carryforwards of approximately
$11,000,000 which expire between 2002 and 2003.

I. LEASES AND OTHER OFF- 
BALANCE SHEET COMMITMENTS

The Company leases certain retail and support facilities
under long-term noncancellable lease agreements.
Most lease agreements contain renewal options and
rent escalation clauses and require the Company to
pay real estate taxes in excess of specified amounts
and, in some cases, allow termination within a certain
number of years with notice and a fixed payment.
Certain agreements provide for contingent rental 
payments based on sales.

Other long-term obligations at February 1, 1997
include $29,824,000 relating to future rent escalation
clauses and lease incentives under certain existing store

operating lease arrangements.  These rent expenses are
recognized on a straight-line method over the respec-
tive terms of the leases.

Future minimum lease commitments for retail and 
support facilities (including lease commitments for 
75 retail stores not yet opened at February 1, 1997)
under noncancellable operating leases are due as 
follows (in thousands):

Fiscal year: Total

1997 $ 159,323
1998 159,673
1999 156,152
2000 150,910
2001 146,071
Thereafter 910,922

$ 1,683,051

Rent expense approximated $136,049,000, $105,125,000,
and $78,562,000, for the fiscal years ended February 1, 1997,
February 3, 1996, and January 28, 1995, respectively.

Letters of credit are issued by the Company during the
ordinary course of business through major financial
institutions as required by certain vendor contracts.  As
of February 1, 1997, the Company had available open
letters of credit totaling $13,300,000.

J. SUMMARIZED FINANCIAL 
INFORMATION OF EQUITY AFFILIATES

The Company has equity interests in two affiliated
companies in Germany and the United Kingdom.  
On December 11, 1996, the Company and Kingfisher
entered into a definitive agreement pursuant to which
the Company will acquire Kingfisher’s interest in
Staples UK and MAXI-Papier (which will increase the
Company’s ownership interest in Staples UK to 100% and
in MAXI-Papier to approximately 91%) for $57,000,000.
These acquisitions are expected to close in May 1997.
The following is a summary of the significant financial
information on a combined 100% basis of affiliated
companies accounted for on the equity method.

12 Months Ended
February 1, February 3, January 28,

(in thousands) 1997 1996 1995

Current assets $ 64,858 $ 52,298 $ 41,980
Other assets 32,538 33,125 23,356
Current liabilities 32,683 29,542 29,612
Other liabilities 8,550 15,094 9,950
Shareholders’ equity 56,163 40,787 25,774
Net sales 230,845 154,626 89,210
Gross profit 68,500 44,655 26,913
Net loss before income taxes (22,961) (24,306) (18,106)

The Company’s share of loss for the unconsolidated
affiliated companies for the fiscal years ended 
February 1, 1997 and February 3, 1996 was
$11,073,000 and $12,153,000, respectively.
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K. QUARTERLY SUMMARY (UNAUDITED)
First Second Third Fourth

(in thousands, except per share amounts) Quarter Quarter Quarter Quarter

Fiscal Year Ended February 1, 1997
Sales $ 916,800 $ 808,056 $ 1,078,820 $ 1,163,989
Gross Profit 208,573 191,071 257,442 287,300
Net income 13,012 14,605 31,921 46,882
Earnings per common share 0.08 0.09 0.19 0.28
Number of shares used in computing

earnings per common share 165,439 166,407 167,375 167,279

Fiscal Year Ended February 3, 1996
Sales $ 668,795 $ 604,975 $ 818,756 $ 975,535
Gross Profit 150,383 139,472 191,463 220,560
Net income 7,878 9,018 21,944 34,865
Earnings per common share (1) 0.05 0.06 0.13 0.21
Number of shares used in computing

earnings per common share 147,242 152,040 163,985 163,154

(1) Earnings per common share has been retroactively adjusted to reflect the three-for-two stock splits effected 

in the form of a 50% stock dividend distributed in March, 1996 and July, 1995 (see Note F).

L. COMPUTATION OF EARNINGS PER COMMON SHARE

The computation of earnings per common share for the fiscal years ended February 1, 1997, February 3, 1996 and
January 28, 1995 is as follows (amounts in thousands, except for per share data):

February 1, February 3, January 28,
1997 1996 1995

Net income $ 106,420 $ 73,705 $ 39,940
Add: interest expense on 5% Debentures, net of tax 0 1,580(1) 0
Adjusted net income for earnings 

per common share computation $ 106,420 $ 75,285 $ 39,940
Number of shares used in computing 

earnings per common share 166,625 162,078(1) 140,261
Earnings per common share, as reported $ 0.64 $ 0.46 $ 0.28

(1) The 5% Debentures were substantially converted into common stock on June 30, 1995 (see Note E).  For 

the computation of earnings per common share, this conversion of 12,937,500 shares is assumed to have 

occurred at the beginning of the fiscal year (January 29, 1995), and is included in the weighted average 

shares outstanding for the year.  Therefore, the interest expense and amortization of deferred charges 

related to the 5% Debentures and incurred by the Company through June 30, 1995, net of tax, is added 

back to reported net income to compute earnings per common share for the fiscal year ended 

February 3, 1996.
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Report of Independent Auditors 

BOARD OF DIRECTORS AND SHAREHOLDERS
STAPLES, INC.

We have audited the accompanying consolidated balance sheets of Staples, Inc. and subsidiaries as of February 1, 1997
and February 3, 1996, and the related consolidated statements of income, stockholders’ equity and cash flows for
each of the three years in the period ended February 1, 1997.  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 accordance with generally accepted auditing standards.  Those standards require that
we plan and perform the 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 
disclosures in the financial statements.  An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Staples, Inc. and subsidiaries at February 1, 1997 and February 3, 1996, and the consolidated
results of its operations and its cash flows for each of the three years in the period ended February 1, 1997 in 
conformity with generally accepted accounting principles.

Boston, Massachusetts
March 3, 1997, 
except for Note B, 
as to which the date 
is April 22, 1997
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Operating Officers

EXECUTIVE OFFICERS

Jack Bingleman

President - Staples International

Henry Epstein

Senior Vice President, Operations

James Flavin

Senior Vice President & 
Corporate Controller

Richard Gentry

Executive Vice President,
Merchandising

Martin Hanaka

President & 
Chief Operating Officer

Susan Hoyt

Executive Vice President,
Human Resources

Todd Krasnow

Executive Vice President, Marketing

John Mahoney

Executive Vice President & 
Chief Financial Officer

Ronald Sargent

President - Staples Contract 
and Commercial

Thomas Stemberg

Chairman & 
Chief Executive Officer

Evan Stern

President - Staples 
National Advantage

Joseph Vassalluzzo

President - Staples Realty

VICE PRESIDENTS

Frank Andryauskas

Vice President,
Chief Information Officer 

Jerry Arthur

Vice President,
Logistics & Integration

Jay Baitler

Senior Vice President,
Contract Sales

John Barton

Senior Vice President, Engineering,
Construction & Support Services

Jack Battista

Vice President,
Systems Integration

Jane Biering

Vice President,
Contract Customer Service

Ronald Bomberger

Vice President,
Merchandising - Retail

Mark Buckley

Vice President, Facilities
Management & Purchasing

John Burke

Vice President, Sales & Service

John Chiaro

Vice President, International

Laurie Clark

Senior Vice President,
Merchandising

Steve Crawley

Vice President,
Midwest Operations Region 5

Kevin Dempsey

Vice President,
Merchandising International

Thomas Dwyer

Vice President, Divisional Group
Manager, Supplies

Thomas Feldman

Vice President, Strategic Planning
& New Business Development

Henry Flieck

Senior Vice President, Real Estate

James Forbush

Senior Vice President,
Catalog Sales & Marketing

Robert George

Vice President,
Global Product Sourcing

Robert Goehle

Vice President, Real Estate

Shira Goodman

Senior Vice President,
Merger Integration

Gino Gualtieri

Vice President, Information 
Systems - International

Edward Harsant

President - The Business Depot

Bill Heffernan

Vice President, Real Estate &
Construction - The Business Depot

Danroy Henry

Vice President, Human Resources -
Staples Contract & Commercial

Patrick Hickey

Vice President,
Budget, Analysis & Reporting

Jeanette Jamieson

Senior Vice President,
Merchandising - Staples 
Contract & Commercial

Anne Johnson

Vice President, Finance - Staples  
Contract & Commercial 

Paul Koutrakis

Vice President,
Merchandise Support

Steve Krajewski

Vice President,
N.E. and Mid Atlantic/Southeast
Operations Regions 1 & 3

Mark Kuna

Vice President, Internal Audit

Jeff Levitan

Senior Vice President, Strategic
Planning & Business Development

Jeanne Lewis

Senior Vice President, Retail 
and Small Business Marketing

Steven Mastrogiacomo

Vice President,
Division Controller - North
American Superstores

Steve Matyas

Vice President, Sales & Operations -
The Business Depot

Robert Mayerson

Senior Vice President, Treasurer

Joseph Mazzulo

Vice President,
Business Processes

Stephen Mongeau

Vice President,
Sales and Marketing

Richard Neff

Vice President, Western 
Operations Regions 6 & 7

Philo Pappas

Vice President,
Divisional Group Manager

Demos Parneros

Vice President,
New York/Philadelphia 
Operations Regions 2 & 4

Betsy Peet

Vice President,
Divisional Group Manager

Cathy Wells Psaros

Vice President,
Human Resource Development

Vito Racanelli

Vice President,
Distribution - Superstores

James Ray

Vice President, Corporate Systems
& Strategy Development

Doreen Romano

Vice President,
Divisional Group Manager

Donna Rosenberg

Vice President,
Marketing Strategy

Bernard Schachter

Vice President,
Property Management

Peter Schwarzenbach

Vice President and General Counsel

James Scott

Vice President,
Field Human Resources

Barbara Socha

Vice President,
Direct Marketing

Gerald Vachon

Vice President, Merchandising - 
The Business Depot

John Wass

Vice President, Logistic Strategy

Phyllis Wasserman

Senior Vice President,
Advertising and Communications

Patricia Yerxa

Vice President, Financial Services



CORPORATE OFFICES

Staples, Inc.
One Research Drive
Westborough, Massachusetts 01581
Telephone:  (508) 370-8500

TRANSFER AGENT REGISTRAR

The First National Bank of Boston is the Transfer Agent
and Registrar for the Company’s Common Stock and
maintains shareholder accounting records. The
Transfer Agent should be contacted on questions of
changes in address, name or ownership, lost certificates
and consolidation of accounts.  When corresponding
with the Transfer Agent, shareholders should state the
exact names in which the stock is registered, certificate
number, as well as what information about the
account needs to be changed.

The First National Bank of Boston
c/o Boston EquiServe, L.P.
Mail Stop: 45-02-09
Post Office Box 644
Boston, Massachusetts  02102-0644
(800) 733-5001
(URL) http://www.EquiServe.com

SHAREHOLDER INFORMATION

The Company will supply a copy of the Company’s
Annual Report on Form 10-K for the fiscal year ended
February 1, 1997 as filed with the Securities and
Exchange Commission to any owner of Common Stock,
upon written request to the Office of Investor Relations
at the corporate office address listed above.

The Company’s financial materials are available 
by mail or fax by dialing (800) INV-SPL1, or via the
internet at http://www.staples.com.

INVESTOR RELATIONS

Institutional investors and sell side analysts please contact:

Samuel J. Levenson, C.P.A.
Director, Investor Relations
Phone:  (508) 370-7963
Fax:  (508) 370-8989
E-mail:  sam.levenson@staples.com

Individuals, financial analysts and investment clubs
please contact:

Catherine E. Woods
Manager, Investor Relations
Phone:  (508) 424-7342
Fax:  (508) 370-8989
E-mail:  catherine.woods@staples.com

PRICE RANGE OF COMMON STOCK 
AND DIVIDEND POLICY

The Company’s Common Stock is traded on the
Nasdaq National Market under the symbol “SPLS”.  

At February 1, 1997 the number of holders of record 
of the Company’s Common Stock was 9,134.

The following table sets forth for the periods indicated
the high and low sale prices per share of the Common
Stock on the Nasdaq National Market, as reported by
Nasdaq, retroactively adjusted for three-for-two stock
splits in July 1995 and March 1996.

Fiscal Year Ended February 3, 1996
High Low

First Quarter $ 12.89 $ 10.17
Second Quarter 15.67 10.17
Third Quarter 19.42 13.92
Fourth Quarter 18.83 12.58

Fiscal Year Ended February 1, 1997
High Low

First Quarter $ 21.63 $ 16.00
Second Quarter 21.50 14.38
Third Quarter 22.63 16.88
Fourth Quarter 22.00 17.13

The Company has never paid a cash dividend on its
Common Stock.  The Company presently intends to
retain earnings for use in the operation and expansion
of its business and, therefore, does not anticipate 
paying any cash dividends in the foreseeable future.
In addition, the Company’s revolving credit agreement
restricts the payment of dividends.

Designed by:  Mystic View Design, Inc.
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Board of Directors

Mary Elizabeth Burton

Chairman and Chief Executive Officer of BB Capital, Inc.
Board Committee: Audit

Martin E. Hanaka

President and Chief Operating Officer of Staples, Inc.

W. Lawrence Heisey

Chairman Emeritus of Harlequin Enterprises Ltd.
Board Committee: Compensation

Leo Kahn

Co-founder of Staples
Partner, United Properties Group & 
Chief Executive Officer of Nature’s Heartland
Board Committee: Corporate Governance

James L. Moody, Jr.

Retired Chairman of the Board of Hannaford Bros. Co.
Staples’ Lead Director
Board Committee: Audit

Rowland T. Moriarty

Chairman and Chief Executive Officer 
of Cubex Corporation
Board Committee: Corporate Governance
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Robert C. Nakasone

President and Chief Operating Officer of Toys “R” Us, Inc.
Board Committees: Compensation and Executive

W. Mitt Romney

President and Chief Executive Officer of Bain Capital, Inc.
Board Committees: Corporate Governance and Executive

Thomas G. Stemberg

Chairman and Chief Executive Officer of Staples, Inc.
Board Committee: Executive

Martin Trust

President and Chief Executive Officer of Mast Industries, Inc.
a wholly-owned subsidiary of The Limited, Inc.
Board Committee: Compensation

Paul F. Walsh

President and Chief Executive Officer 
of Wright Express Corporation
Board Committee: Audit

David G. Lubrano

Director Emeritus
Private Investor and Business Consultant
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Staples Associates whose 
picture appears on page 8 of
the Annual Report include:

Patt Dunham

Glenn Gaeckle

Alphanso Gaillard

Tom Gaskill

Jennifer Hackett

Brian Semon

Sandy Syrydynski
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North American Superstores

599 Stores In North America

Staples The Office Superstore

Staples Direct

Business Depot

Bureau En Gros

31 States and 9 Provinces

Serving

Small Businesses

Home Offices

Students

Consumers

Staples International

Store count data as of May 3, 1997.

United Kingdom

Staples The Office Superstore

40 Stores

Germany

Maxi-Papier

16 Stores

Serving

Small Businesses

Home Offices

Students

Consumers

Staples Contract and Commercial

Staples Direct

Small - Medium Businesses

Staples Business Advantage

Medium - Large Regional Businesses

Staples National Advantage

Large Multi Regional Businesses and 

Fortune 1000 Businesses

Strategic Business Units



Staples, Inc.
One Research Drive
Westborough, MA 01581
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