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oW ihis because we ers

it 5o you reech out and respond to tihe world around you.

reetings, we understand thett your waorld is ihe peopie |
o, The people you love. The people you shere your (e wiih.

wino yow ere. And everyting we creeite
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Sometimes our consumiers and even Amerfcan Cireelings associglies
willl approach us to explain how, during a pivotal momient in their ives,
a sinnpie greeting card medie a differsnce.

Just recerily, a veteran employee descriioed a card to us thel sihe
recsived firom her estranged sister. Ciiing the card’s passage by
memonry, she said, "As time goes by and we get older, you reelize and
uncierstand tihat: the lbest things in life grow moire precious tihen ever —
like you.” She seaid thett this card became the cetialyst to a conversation
loetween iherm and thett now shie and her sister are close agggin...

...8nd it all started with & card.

Wie may noft thiink albout it duriing our nine-to-five rouitine es we pore
over press sheests or spreadshests, but we are a part of pecple’s
ives every day.

From childihood) to mmeturity, as eur consumers grow Up and grow
olider, we are tihere with themn througih tihsir millestones and tiheir
ocelelrations, their heppiness and their Sormow.

: fior us beglins with an intrinsic understandling of our consurmers. We feel winat ey feel,
N T " We say wihett they warnt to say. Wie crealie so they can coninect. To this end, we heve intensiited
\‘ , and expanded our editorial efforts so theit every consurmer can find their “voies” in & gIreetiing card.

o , Responding o our consumers’ Needs meeans consiantly changjing how we do things. Chengs s winei
o challenges a business, chiange is whait keeps us firesh, and change Is wheit we have emipraced e
remmain compstitive in the merketplace. Jm Spira, a leading advocete of dhange, who served as our
e . President firom 2001 to 2003 and hes besn a valusbie memiber of our Boerd of Directors for the pest
P : seven years, will no longer e on eur Board. We ihank Jim for his dedicated efforis in helping us adapi
> - to the merketplece and betier accommodeals ihe chenging Nesds of our CoNSUNIETS,
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Qurr cleclicaiied vision as a compeny is to oreeis & totsl retel exjpertencs for
research eloout

todey’s wormen. This siaried with miore agigressive andl flocussed
our consumers’ reletionshios end shopping anol encled with new, carefull
rErgeted card progranms such as our sophisticatied, feshion-forward Tremont Studio

elolis

erogiram, ancl our spirfiusly inspired Chirfstien
Blessings ofifering). By proeciivaly segrmeniting products to wonien's speciic and
relevant to thelir needs and o how

line, cur top-selling Simply Felbulous

varied lifestyles, we are becoming even fore
{hey communiceti with one ancitier,
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one-stop sNopPINg

Our consumers are moms and dads. Our consumers are hard-working
professionals. OQur consumers don't have a lot of free time anymore.

By thinking like marketers and acting like retailers, our product teams

are proactively managing our retail space while our merchandising group
is designing new ways to showcase both cards and gifts to provide a
one-stop shopping experience. Innovative new merchandise such as
envelope wraps, wine bottle-toppers, card jewelry, and premium gift cards
not only delight our consumers, but meet their specific needs. At a major
retailer, we secured additional footage in the humor aisles by offering
assorted clusters of funny cards and laugh-out-loud gift items such as
collectable magnets. And in what has become known this past year as
our “Extreme Marketing Makeover,” over 72 miles of retail space, including
10,000 new fixtures and thousands of new cards and other products,
were created to enhance our consumers’ shopping experience and

ensure a more efficient and profitable allocation of sales space.
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going beyond the card

American Greetings understands that its extensive creative and
marketing resources can take the company beyond the greeting
card. In the past year, we launched an innovative scrapbooking
program called Creatables. This unigue suite of products provides

a complete retait experience of pre-packaged crafting kits for both
novice and veteran scrapbookers. Meanwhile, American Greetings
Plus Mark subsidiary received national recognition for its Perfect
Present Ensemble, featuring 22 "pick up and go” wrap solutions for
cards, bags, bows, and gift wrap, while our DesignWare business
unit introduced an extensive line of seasonal, everyday, and licensed
plastic bowls, plates, and trays to provide even more durable options
to party planning. In the past year, our Specialities group has also
created 40 feet of new color-themed stationery, datebooks, gift
wrap, and other merchandise for major retailers throughout the
country, and our Carlton UK Division has experienced success

with the popular Elliot and Buttons plush characters.




'swiojied epbip sidninuw

U0 saAjesUUaL] ssaudxa pue ‘urensius ‘10suuod sidoad Buidiay mou s) aAnoBIoY|
DV "adoun3 pue 'g'N 8yl Ul Lpod ssuoyd oigow o) sauweb pue 'sionesussios
‘'siaded|iem ‘seuoiBul sji@s pue seonpoId YoIum ‘SlIdoN DY PaYOUNE| SAIDEBISIU DY
‘uonippe U uesA 1sed ayl Bulunp SIoNSIA aNbiun ULl Q0L JBAD PUR SISqUOSONS
Buiked uoliw g 'z passewr aaey seuod jauweiu) Jofew aauul e yim sdiysieuped
papuRIg-00 se ||om se seipadold aossay "wod 'sBunasiBg pue ‘LWoo uRIuUNONSN|g
‘Wwoo sbupssinuedLaUY “m,mp_m A8 4O Ajilie) S) PUE BAIIOBISIU| DY ARIPISONS INO
UILJIM SUQISS8UdXa [BID0S JO POM DUoNDale BuiuosBing suyy u Buluubag auy 1snf aue
sBunssub oluoioee pajewlluR JO ArIg) AleUploeixs ue pue ‘Buibessaiu Jueisul ‘spaed

UL @ &1esu)) ‘suoneuaul oluojo8le ‘siepusied ojoyd pazijeuosiad ‘spieo-a Bune]

OHOM [B1I0I0 & Ul BUIA|




20




"YIMOUD pue Alniealo Jo ainng e ainsua 0] — ajdoad s

— B2INOSAJ BUC-IBYUUINU S) dOJDASP 0] SSNURUOD SBUNSSIL) UBILSWY
‘Apnis pauldiosip Lol seuod ABIsus aAjjeal)) 'sUoN|oS palsal-awdl] pue
$855900.4d BAIBAOUUL Y10 0] PESOAXS BUiag WOl SLUOD SBapPI MEN

LLIES| O] SNUIILIOD UBD SM [|[BM MOY UO spuadsp aasiyoe Ued aam UoNu MOH

1sed 1 sAes AJANesUo N0

‘gidoad pauUIoLUl WO SUUI0D s10oNpoJd 1ealb 184] SpuBlsiapun AJARESID N0

"sSBUILIES| [RUCHIREI] LLOJ] 8UIOD SESPI SAITBAOUUI 1RY] SaZi[eal AUARRSIO INO

SSOO0ONS JOJ 84NNt B 8100




Creetivie miindis know et winett we can |

egine is whet we can lbeoonme.
Whiich is winty, in 2004, Amercan Grestings infifeied “imAGIne” Univerrsity
to coniinuously mprove iits workioree and foster personal growilh and)

orgenizational success. Througin the nest several yeers, we wil loe
dlevelioping a core leadiersihio curiculurn thet focuses on internpersonal

elifeciiveness, project nmanagement, dacision-mealking, and process

improvement to hello today’s managers lbecoms ihe future leeders of
American Grestings. n adidliiton, targeted cornporatie-wide coursas such
as computier design workshops and merksting serminers are alieecly
enhancing assodieties’ skills. Thess courses are keepiing associeliss —
firorn our ertists to our accountarnits — informned and up-to-dele with
the professional toolls and gkill sets nesdied o grow eur SUCTESS

in today’'s comipetiive merksiplacs.
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recognizing future leaders

Creating a future for success means continuous learning. And learning requires
dedication, effort, and an openness tc new ideas and new ways of looking at
how we manage people, create products, and excel as individuals. When we grow
as individuals, we grow as a company. Encouraging and rewarding achievement

and personal initiative are more important than ever as the market becomes

more competitive.

The Chairman’s Award, now in its eighth year, recognizes those extraordinary

individuals who are making a difference for our company and the world around us.

We offer our congratulations to this year’'s winners.
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reports of management

Management’'s Responsibility for Financial Statements

The management of American Greetings Corporation has the responsibility for
preparing the accompanying consolidated financial statements and for their integrity
and objectivity. The consolidated financial statements were prepared in accordance
with accounting principles generally accepted in the United States. The consolidated
financial statements include amounts that are based on management’s best
estimates and judgments. Management also prepared the other information in
the annual report and is responsible for its accuracy and consistency with the
consolidated financial statements.

The Corporation’s consolidated financial statements have been audited by Ernst
& Young LLP, an independent registered pubic accounting firm, in accordance with
the standards of the Public Company Accounting Oversight Board. Management has

The management of American Greetings Corporation is responsible for establishing
and maintaining adequate internal control over financial reporting for the Corporation.
American Greetings’ internal control system was designed to provide reasonable
assurance regarding the preparation and fair presentation of published financial
statements. Because of its inherent limitations, internal control over financial
reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectiveness to future periods are subject to the risk that controls
may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

American Greetings’ management assessed the effectiveness of the Corporation’s
internal control over financial reporting as of February 28, 2005. In making this
assessment, it used the criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). Based on management’s
assessment under COSO’s “Internal Control-Integrated Framework,” management

made available to Ernst & Young LLP all of the Corporation’s financial records and
related data, as well as the minutes of shareholders’ and directors’ meetings.
Furthermore, management believes that all representations made to Ernst & Young
LLP during its audit were valid and appropriate. The Corporation also maintains a
staff of internal auditors who coordinate with Ernst & Young LLP the latter’s annual
audit of the Corporation’s financial statements.

The Audit Committee of the Board of Directors, which is composed of directors
who are not employees, meets periodically with management, the independent
registered public accounting firm and the internal auditors to ensure that each is
carrying out its responsibilities. Both independent and internal auditors have full
and free access to the Committee.

Report of Management on Internal Control Over Financial Reporting

believes that as of February 28, 2005, American Greetings’ internal control over
financial reporting is effective.

Ernst & Young LLP, an independent registered public accounting firm, has
issued an audit report on management’s assessment of American Greetings’
internal control over financial reporting and on the effectiveness of internal control
over financial reporting.

4%
Zev Weiss

Chief Executive Officer
(principal executive officer)

Joseph B. Cipollone

Chief Accounting Officer
(principal accounting officer &
interim principal financial officer)
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report of independent registered public accounting firm

Board of Directors and Shareholders
American Greetings Corporation

We have audited the accompanying consolidated statements of financial position
of American Greetings Corporation as of February 28, 2005 and February 29,
2004, and the related consolidated statements of income, shareholders’ equity,
and cash flows for each of the three years in the period ended February 28, 2005.
These financial statements are the responsibility of the Corporation’s manage-
ment. Our responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with the standards of the Public
Company Accounting Oversight Board (United States). 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 dis-
closures 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 American Greetings
Corporation at February 28, 2005 and February 29, 2004, and the consolidated
results of their operations and their cash flows for each of the three years in the
period ended February 28, 2005, in conformity with U.S. generally accepted
accounting principles.

We also have audited, in accordance with the standards of the Public
Company Accounting Oversight Board {United States), the effectiveness of
American Greetings Corporation’s internal control over financial reporting as of
February 28, 2005, based on criteria established in Internal Control-Integrated
Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission and our report dated April 15, 2005 expressed an
unqgualified opinion thereon.

LLY

Cleveland, Ohio ™ April 15, 2005
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consolidated statement of financial position

February 28, 2005 and February 29, 2004
Thousands of dollars except share and per share amounts

2005 2004
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 250,267 $ 285,450
Short-term investments 208,740 —
Trade accounts receivable, less allowances for seasonal sales returns of $94,672 ($85,638 in 2004)
and for doubtful accounts of $16,684 ($17,871 in 2004) 200,408 238,473
Inventories 222,874 238,612
Deferred and refundable income taxes 193,497 157,886
Assets of businesses held for sale — 40,815
Prepaid expenses and other 205,853 237,809
Total current assets 1,281,639 1,199,045
GOODWILL 270,057 223,697
OTHER ASSETS 644,140 706,898
PROPERTY, PLANT AND EQUIPMENT - NET 339,792 354,373
$2,535,628 $2,484,013
LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES
Accounts payable $ 143,041 $ 125,816
Accrued liabilities 118,090 129,773
Accrued compensation and benefits 96,789 70,896
Income taxes 38,777 14,513
Liabilities of businesses held for sale —_ 5,338
Other current liabilities 90,970 78,243
Total current liabilities 487,667 424 579
LONG-TERM DEBT 486,099 665,874
OTHER LIABILITIES 137,868 96,325
DEFERRED INCOME TAXES 37,214 29,695
SHAREHOLDERS' EQUITY
Common shares - par value $1 per share:
Class A - 77,428,103 shares issued less 12,561,371 Treasury shares in 2005
and 75,452,637 shares issued less 12,571,924 Treasury shares in 2004 64,867 62,880
Class B - 6,066,092 shares issued less 1,906,172 Treasury shares in 2005
and 6,064,472 shares issued less 1,476,248 Treasury shares in 2004 4,160 4,588
Capital in excess of par value 368,777 331,765
Treasury stock (445,618) (438,612)
Accumulated other comprehensive income 29,039 20,638
Retained earnings 1,365,555 1,286,281
Total shareholders’ equity 1,386,780 1,267,540
$2,535,628 $2,484,013
See notes to consolidated financial statements.
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consolidated statement of shareholders’ eguity

Years ended February 28, 2005, February 29, 2004 and February 28, 2003
Thousands of doltars except per share amounts

Common Shares

Class A

Class B

Capital in Excess
of Par Value

BALANCE FEBRUARY 28, 2002

Net income
Other comprehensive income (loss):
Foreign currency translation adjustment
Reclassification of realized gain on available-for-sale securities (net of tax of $3,040)
Comprehensive income
Exchange of shares
Sale of shares under benefit plans, including tax benefits
Purchase of treasury shares
Sale of treasury shares
Stock grants and other

$59,153

11
2,133

$4,608

$286,158

24,714

BALANCE FEBRUARY 28, 2003

Net Income
Other comprehensive income (loss):
Foreign currency translation adjustment
Unrealized loss on available-for-sale securities (net of tax benefit of $125)
Comprehensive income
Exchange of shares
Sale of shares under benefit plans, including tax benefits
Purchase of treasury shares
Sale of treasury shares
Stock grants and other

61,299

14
1,566

310,872

20,876

17

BALANCE FEBRUARY 29, 2004

Net Income

Other comprehensive income (loss):
Foreign currency translation adjustment
Minimum pension liability (net of tax of $417)
Unrealized loss on available-for-sale securities (net of tax benefit of $23)
Reclassification of realized loss on available-for-sale securities (net of tax of $84)
Other

Comprehensive income

Cash dividends - $0.12 per share

Exchange of shares

Sale of shares under benefit plans, including tax benefits

Purchase of treasury shares

Distribution of shares held in trust

Stock grants and other

62,880

i
2,041
(56)

1

4,588

M
489
(925)

9

331,765

33,555

3,457

BALANCE FEBRUARY 28, 2005

$64,867

$4,160

$368,777

See notes to consolidated financial statements.
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notes to consolidated financial statements
Years ended February 28, 2005, February 29, 2004 and February 28, 2003
Thousands of dollars except per share amounts

NOTE 1 - Significant Accounting Policies

Consolidation: The consolidated financial statements include the accounts of
American Greetings Corporation and its subsidiaries (the “Corporation”). All sig-
nificant intercompany accounts and transactions are eliminated. The Corporation’s
fiscal year ends on February 28 or 29. References to a particular year refer to the
fiscal year ending in February of that year. For example, 2005 refers to the year
ended February 28, 2005. The Corporation's subsidiary, AG Interactive (formerly
known as AmericanGreetings.com, Inc.), is consolidated on a two-month lag
corresponding with its fiscal year-end of December 31.

The Corporation’s investments in less than majority-owned companies in which
it has the ability to exercise significant influence over operating and financial policies
are accounted for using the equity method except when they qualify as variable
interest entities in which case the investments are consolidated in accordance with
Interpretation No. 46 (“FIN 467, “Consolidation of Variable interest Entities.”

Reclassifications: Certain amounts in the prior year financial statements have been
reclassified to conform to the 2005 presentation. These reclassifications had no
material impact on earnings or cash flows.

Use of Estimates: The preparation of financial statements in conformity with
accounting principles generally accepted in the United States requires management
to make estimates and assumptions that affect the amounts reported in the
financial statements and accompanying notes. Actual results could differ from those
estimates.  On an ongoing basis, management reviews its estimates, including
those related to seasonal returns, allowance for doubtful accounts, recoverability of
intangibles and other long-lived assets, deferred tax asset valuation allowances,
deferred costs and various other operating allowances and accruals, based on
currently available information. Changes in facts and circumstances may alter such
estimates and affect results of operations and financial position in future periods.

Cash Equivalents: The Corporation considers all highly liquid instruments purchased
with a maturity of less than three months to be cash equivalents.

Short-term Investments: During fiscal 2005, the Corporation began investing in
auction rate securities, which are highly liquid, variable-rate debt securities associated
with bond offerings. While the underlying security has a long-term nominal maturity,
the interest rate is reset through Dutch auctions that are typically held every 7, 28 or
35 days, creating short-term liquidity for the Corporation. The securities trade at par

e T T

(&N

and are callable at par on any interest payment date at the option of the issuer.
Interest is paid at the end of each auction period. The investments are classified as
available-for-sale and are recorded at cost, which approximates market value.

Allowance for Doubtful Accounts: The Corporation evaluates the collectibility of
its accounts receivable based on a combination of factors. In circumstances where
the Corporation is aware of a custormer's inability to meet its financial obligations (evi-
denced by such events as bankruptcy or insolvency proceedings), a specific reserve
for bad debts against amounts due is recorded to reduce the receivable to the
amount the Corporation reasonably expects will be collected. In addition, the
Corporation recognizes reserves for bad debts based on estimates developed by
using standard quantitative measures incorporating historical write-offs and current
economic conditions.

Customer Allowances and Discounts: The Corporation offers certain of its
customers allowances and discounts including cooperative advertising, rebates,
marketing allowances and other various allowances and discounts. These amounts
are recorded as a reduction of gross accounts receivable and are recognized as
reductions of net sales when earned. In addition to the seasonal sales allowance
and allowance for doubtful accounts shown on the Consolidated Statement of
Financial Position, “Trade accounts receivable” includes allowances for cooperative
advertising of $23,571 and $18,427 at February 28, 2005 and February 29, 2004,
respectively, and rebate allowances of $36,819 and $26,929 at February 28, 2005
and February 29, 2004, respectively.

Financial Instruments: The carrying value of the Corporation’s financial instruments
approximate their fair market values, other than the fair value of the Corporation’s
publicly-traded debt. See Note 11 for further discussion.

Concentration of Credit Risks: The Corporation sells primarily to customers in the
retail trade, including those in the mass merchandise, drug store, supermarket and
other channels of distribution. These customers are located throughout the United
States, Canada, the United Kingdom, Australia, New Zealand, Mexico and South
Africa. Net sales to the Corporation’s five fargest customers accounted for approx-
imately 30% of net sales in 2005, 2004 and 2003. Net sales to Wal-Mart Stores, Inc.
accounted for approximately 13%, 11% and 11% of net sales in 2005, 2004 and
2003, respectively.
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notes to consolidated financial statements

reflected as a component of shareholders’ equity. Gains and losses resulting from
foreign currency transactions, including intercompany transactions that are not
considered permanent investments, are included in net income as incurred.

Property and Depreciation: Property, plant and equipment are carried at cost.
Depreciation and amortization of buildings, equipment and fixtures is computed
principally by the straight-line method over the useful lives of the various assets. The
cost of buildings is depreciated over 25 to 40 years; computer hardware and soft-
ware over 3 to 7 years; machinery and equipment over 10 to 15 years; and furniture
and fixtures over 20 years. Leasehold improvements are amortized over the lesser
of the lease term or the estimated life of the leasehold improvement. Property, plant
and equipment are reviewed for impairment in accordance with SFAS No. 144
(“SFAS 144”), “Accounting for the Impairment or Disposal of Long-Lived Assets,”
which superseded SFAS 121. SFAS 144 also provides a single accounting model
for the disposal of long-lived assets. In accordance with SFAS 144, assets held-for-
sale are stated at the lower of their fair values or carrying amounts and depreciation
is no longer recognized. See Note 8 for further information.

Revenue Recognition: Sales of seasonal product to unrelated, third party retailers
are recognized at the approximate date the product is received by the customer,
commonly referred to in the indusiry as the ship-to-arrive date (“STA”). The Corporation
maintains STA data due to the large volumes of seasonal product shipment activity
and the lead time required to achieve customer-requested delivery dates. Seasonal
cards are sold with the right of return on unsold merchandise. In addition, the
Corporation provides for estimated returns of seasonal cards when those sales to
unrelated, third party retailers are recognized. Accrual rates utilized for establish-
ing estimated returns reserves have approximated actual returns experience. At
Corporation-owned retail locations, sales of seasonal product are recognized upon
the sales of products to the consumer.

Except for seasonal products, sales are recognized by the Corporation upon
shipment of products to unrelated, third party retailers and upon the sales of
products to the consumer at Corporation-owned retail locations. Sales of these
products are generally sold without the right of return. Sales credits for non-seasonal
product are issued at the Corporation’s sole discretion for damaged, obsolete and
outdated products.
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Sales of both everyday and seasonal products to retailers with scan-based trad-
ing arrangements with the Corporation are recognized when the products are sold
by those retailers to customers.

The Corporation has agreements for licensing the “Care Bear” and “Strawberry
Shortcake” characters. These license agreements provide for royalty revenue to the
Corporation based on a percentage of net sales and are subject to cerlain guaran-
teed minimum royalties. Certain of these agreements are managed by outside
agents. All payments flow through the agents prior to being remitted to the
Corporation. Typically, the Corporation receives quarterly payments from the agents.
Rovyalty revenue is recognized upon receipt and recorded in “Other income - net” and
expenses associated with the servicing of these agreements are primarily recorded
as “Selling, distribution and marketing.”

Shipping and Handling Fees: The Corporation classifies shipping and handling fees
as part of “Selling, distribution and marketing” expenses. Shipping and handling costs
were $140,039, $137,667 and $135,604 in 2005, 2004 and 2003, respectively.

Advertising Expense: Advertising costs are expensed as incurred. Advertising
expense was $50,587, $48,847 and $48,039 in 2005, 2004 and 2003, respectively.

Income Taxes: Income tax expense includes both current and deferred taxes.
Current tax expense represents the amount of income taxes paid or payable (or
refundable) for the year, including interest. Deferred income taxes, net of appropri-
ate valuation allowances, are provided for temporary differences between the carry-
ing amounts of assets and liabilities for financial reporting purposes and amounts
used for income tax purposes. See Note 17 for further discussion.

Stock-Based Compensation: The Corporation follows APB Opinion No. 25 (*APB
25", “Accounting for Stock lssued to Employees,” and related Interpretations in
accounting for its stock options granted to employees and directors. Because the
exercise price of the Corporation’s stock options equals the market price of the under-
lying stock on the date of grant, no compensation expense is recognized. The
Corporation has adopted the disclosure-only provisions of SFAS No. 123 ("SFAS 1237,
“Accounting for Stock-Based Compensation,” as amended by SFAS No. 148 (*SFAS
148”), “Accounting for Stock-Based Compensation - Transition and Disclosure.”

AT P P A s

AN

o

IS




L8

1\/

‘leustew 10U alem suollisiNboe 8sal) 0 S108418 8} 8sneosq pajuasald
usaq 10U 8ABY Suoieiado JO S)Nsal Bwlo) 0id "uomsiNboe Jo seiep aAljoadsal Jiayl
wIod) SHNSaL Palepliosuod s uolesodion syl ul papnioul are suonisinboe asauyy
JO synsau jejoueuy ayy  (A1eydieH, auyl) D11 ‘AsyoleH ayj o sisesatul Alinba

‘9002 ‘1 UdMe o uonelodioD 8} o) AI0aY8 SI (H)SZ L SY4S sluswsiels
JeloUBUl PaYEPIOSUOD Bul U0 ARy |Im JuswWwalels siuy Jo uondope syl eyl 1oedw
ayy Bunenieas Jo sse0id syl Ul s uonelodio) 8y ‘Gz gdy Ulim eauepioooe ut Bul
-JUNOJ0. JO POYIBW aNfeA DISULIUL 8yl asn O} sAllewIsle ayl ssleuiudlie (H)ez 1 Sv4S

S

~, Y
R =
W \,\)’.In(\..\tv -

~—

VG o

- r,«vn

. 4
Wy [

o §
e [, © .

: e - 4
B D i o

~ . e

it
TN

BU} JO %06 pue (,0ej00,) paiwn subsag sbejo) Jo sisesiul Aunbs eyl Jo %001
paanboe Juswbes s1onpold uoissaidxd [B1o0g 8yl ‘G0z 4o Jeuenb yunoy ey Buung
(LBIGOIN-M,) V'S BIGOW-M Pug (,IQIN,) O ‘sauol Buigin jo sisesaul Aunbs sy)
10 %001 pasnboe uswifas aaoeIBIul DY BUI ‘SO0Z 1O Jepenb puodaes ayy Buun(

suonisiNboy - Z 310N

"panss! syusLUNIISUl Aljgel) 1o Alinba ay) JO anjeA e} aY) Uo paseq painsesu aq |
1SOD JBy | “SIUBWIBIRIS [ejouURUY Ul PaZiuBooa) 8Qq suondesuel) Juswied paseq-aieys
01 Bunes 1800 uonesusdwod ey sainbal (H)ez L SY4S . UsWARH peseg-aieys,
ezt sv4S,) (700g pasinal) €21 "ON SY4S pansst gSyd Ul 00g Jequisdsg uf

‘Aleaoedsal ‘96'GS PUB 60°9$ ‘L LS SEM £00Z PUB $00¢ ‘S00Z Buunp paiueif suondo 1o aieys Jad anjea Jie) abelaae pajybiem sy

jou ¢l gl S1Ep 9SI0ISXa 0] 91ep 1SN
vy 0y 8t alep 8s10Jaxs 0) Jlep Juels)
'SJBOA Ut 8l pa1oadxd
£5°0 0S50 9g'0 ANNEIOA %001S Pal1vadx3
%000 %000 %100 PRIk puspiAg
%8¢ %.'C %%v'E a1el 1S8Ja1Ul 891)-)SlY
£00¢ 7002 S00¢
:suopdwinsse Buimojo syl yim jspowl Buoud-uondo ssjoyog-yorlg eyl Buisn
arep welb ay) e anjea Jussald palewise sy} st aleys Jad sBullies ewloy oid pue swooul 19U BULIo) oid 8INduIoD 0} pasn pajuelb suondo ay) Jo anea Jey syt
FASH - et $ sL'L § euLIO) Qi
9L $ oL % gL $ pauodal sy
:uonnyp Buiwnsse - aseys Jad sBujuiel
L8 6L $ L $ BLULIOJ Oid
8L ¢ 83 6L $ pavuodal sy
:aseys sod sbuiwie]
FLP'OLLS 68.'86 $ S6v°68% SWODUI 18U BULIO) Oid
G609 188°S $8.L°G XBY |0 18U ‘pOylew peseq
BN[BA JIe} Jopun pauluLISlsp asuadxa uolesuaduwiod paseg-»o01g 1onpag
0L12L$ 0.9'%0L$ 6.2'56$ papodal se swooul 18N
£00¢ 7002 G00¢

£2 L SV4S Jo suoisinoud uoiiubodas anjea ey sy palidde pey uonesodio) sy 41 aseys ted sBuiLIEe pUB SLIODUI 13U UO 10810 BULIOL 0Id BY] S81ensn Bumolo) ey |

e TR




Nnotes to consolidated financial statements

MIDI is an entertainment company that creates, licenses and sells content for cel-
fular phones including polyphonic ringtones and color graphics. AG Interactive
acquired the net assets of MID} valued at approximately $1,000 and recorded
goodwill of approximately $3,000. The purchase agreement also provided for a
contingent payment based on MIDI's operating results for calendar year 2005.
In February 2005, AG Interactive negotiated an early settlement of the contingent
payment due under the purchase agreement. At that time, AG Interactive paid
approximately $9,000 to the sellers, which it recorded as additional goodwill.

K-Mobile is an established European mobile content provider. AG Interactive
issued shares to acquire the net assets of K-Mobile valued at approximately $2,000,
and recorded goodwill of approximately $17,000. As the K-Mobile acquisition was
a non-cash transaction, it is not reflected in the Consolidated Statement of Cash
Flows. As a result of AG Interactive’s acquisition of K-Mobile, the Corporation’s
ownership interest in AG Interactive decreased from approximately 92% to 83%.

During February 2005, the Corporation paid approximately $7,000 to acquire
approximately 7% of the outstanding shares of AG Interactive held by certain
minority shareholders. As a result of this transaction, the Corporation recorded
additional goodwill of approximately $3,000 and its ownership interest in AG
Interactive increased from approximately 83% to 90%.

The Hatchery develops and produces original family and children’s entertainment
for all media. In accordance with FIN 46, the results of the Hatchery are consolidat-
ed. The Corporation acquired 50% of the net assets of the Hatchery which were val-
ued at approximately $200 and recorded goodwill of approximately $2,200.

Collage is a European manufacturer of gift-wrap products. The Corporation
acquired the net assets of Collage valued at approximately $300 and recorded
goodwill of approximately $6,000. Approximately 45% of the acquisition price was
paid at the closing and the remainder will be settled over the next two years.

The allocation of the purchase price has not yet been finalized for these acquisitions.

As part of the acquisition of Gibson Grestings, Inc. (“Gibson”) in March 2000, the
Corporation incurred acquisition integration expenses for the incremental costs to
exit and consolidate activities at Gibson locations, to involuntarily terminate Gibson
employees, and for other costs to integrate operating locations and other activities
of Gibson with the Corporation. As of March 1, 2002, all activities and cash pay-
ments were substantially completed with the exception of ongoing rent payments
related to a closed distribution facility. The remaining balance of the facility obliga-
tion at February 28, 2005, February 29, 2004 and February 28, 2003, was $25,081,
$26,561 and $31,420, respectively. The Corporation anticipates making payments
on the facility obligations through 2013.

NOTE 3 - Other Income — Net

38

2005 2004 2003
Royalty revenue $(63,761) $(44,880) $ (6,670
Foreign exchange (gain) loss (3,868) (5,236) 1,028
Interest income (5,175) (2,688) (4,824)
Gain on sale of investments (3,095) — (12,027)
Other (21,373) (6,444) (3,994)
$(97,272) $(59,248) $(26,487)

In 2005, other included a $10,000 one-time receipt related to licensing activities. Other includes, among other things, gains and losses on asset disposals and rental income.
The proceeds received from the sale of investments of $19,050 in 2005 and $16,964 in 20083 are included in “Other - net” investing activities in the Consolidated Statement of

Cash Flows for the respective periods.
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notes to consolidated financial statemenis

NOTE 6 - Accumulated Other Comprehensive Income

At February 28, 2005 and February 29, 2004, the balance of accumulated other comprehensive income consisted of the following components:

2005 2004
Foreign currency translation adjustment $30,583 $20,833
Minimum pension liability adjustment (655) —
Unrealized investment loss (365) (195)
Other (524) -
$29,039 $20,638

NOTE 7 - Inventories

2005 2004
Raw materials $ 23,241 $ 37,514
Work in process 19,719 30,047
Finished products 228,088 212,252
271,048 279,813
Less LIFO reserve 75,890 73,213
195,158 206,600
Display material and factory supplies 27,716 32,012
$222,874 $238,612

The Corporation experienced LIFO liguidations in 2004 and 2003, which increased Income from continuing operations before income tax expense by approximately $4,600

and $2,700, respectively.

NOTE 8 - Property, Plant and Equipment

2005 2004
Land $ 13,397 $ 14,200
Buildings 287,774 308,279
Equipment and fixtures 690,586 667,035
991,757 089,514
Less accumulated depreciation 651,965 635,141
$339,792 $354,373

During 2005, the Corporation disposed of approximately $73,000 of property, plant and equipment that included accumulated depreciation of approximately $60,000
compared to disposals in 2004 of approximately $88,000 with accumulated depreciation of approximately $83,000.
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notes to consolidated financial statements

At February 28, 2005 and February 29, 2004, deferred costs and future payment commitments were as follows:

2005 2004
Prepaid expenses and other $ 156,665 $ 187,844
Other assets 582,401 630,445
Deferred cost assets 739,066 818,289
Other current liabilities (65,944) (58,047)
Other liabilities (95,452) (69,493)
Deferred cost liabilities (161,396) (127,540)
Net deferred costs $ 577,670 $ 690,749

NOTE 11 - Long and Short-term Debt

On June 29, 2001, the Corporation issued $260,000 of 11.75% senior subordinated
notes, due on July 15, 2008. During 2004, the Corporation repurchased $63,630 of
these notes and recorded a charge of $13,750 for the write-off of related deferred
financing costs and the premium associated with the note repurchase. During 2005,
the Corporation commenced a cash tender offer for all of its remaining outstanding
11.75% senior subordinated notes. As a result of this tender offer, a total of
$186,186 of these notes were repurchased and the Corporation recorded a charge
of $39,056, included in “Interest expense” on the Consolidated Statement of
Income, for the payment of the premium and other fees associated with the notes
repurchased as well as for the write-off of related deferred financing costs. At
February 28, 2005, $10,016 of these notes remained outstanding. As part of this
transaction, substantially all restrictive covenants were eliminated from the remaining
outstanding notes.

On June 29, 2001, the Corporation issued $175,000 of 7.00% convertible sub-
ordinated notes, due on July 15, 2006. The notes are convertible at the option of
the holders into Class A common shares of the Corporation at any time before the
close of business on July 15, 2006, at a conversion rate of 71.9466 common shares
per $1 principal amount of notes. If converted in their entirety, the notes outstand-
ing would result in the issuance of approximately 12,591,000 Class A common
shares of the Corporation.

The total fair value of the Corporation’s publicly traded debt, based on quoted
market prices, was $645,509 (at a carrying value of $483,519) and $845,791 (at a
carrying value of $665,284) at February 28, 2005 and February 29, 2004, respectively.

On May 11, 2004, the Corporation amended and restated its senior secured
credit facility. This facility was originally entered into on August 9, 2001, as a
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$350,000 facility and was amended on July 22, 2002 to a $320,000 facility. The
Corporation paid the remaining outstanding balance of $117,988 of the term loan on
April 7, 2003. At that date, the Corporation recorded a charge of $4,638 for the write-
off of related deferred financing costs and a premium associated with the early retire-
ment of the loan. The amended and restated senior secured credit facility currently
consists of a $200,000 revolving facility maturing on May 10, 2008. There were no
outstanding balances under this facility at February 28, 2005 or February 29, 2004.

The amended and restated credit facility is secured by the domestic assets of the
Corporation and a 65% interest in the common stock of its foreign subsidiaries. The
Corporation pays an annual commitment fee of 25 basis points on the undrawn por-
tion of the facility. The facility contains various restrictive covenants. Some of these
restrictions require that the Corporation meet specified periodic financial ratios, min-
imum net worth, maximum leverage, and interest coverage. The credit facility places
certain restrictions on the Corporation’s ability to incur additional indebtedness, to
engage in acquisitions of other businesses, to repurchase its own capital stock and
to pay shareholder dividends. These covenants are less restrictive than the
covenants previously in place.

In April 2005, the Corporation amended its amended and restated senior secured
credit facility dated May 11, 2004. The amendment, among other things, increases
the maximum amount of dividends that the Corporation may pay to its shareholders,
increases the maximum amount of its own capital stock that it may repurchase and
extends the period during which the Corporation may repurchase its 11.75% senior
subordinated notes due July 15, 2008.

The Corporation is also party to a three-year accounts receivable securitization
financing agreement that provides for up to $200,000 of financing and is secured by
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notes to consolidated financial statements

NOTE 12 - Retirement Plans

The Corporation has a non-contributory profit-sharing plan with a contributory 401(k)
provision covering most of its United States employees. Corporate contributions to
the profit-sharing plan were $11,280, $7,122 and $13,637 for 2005, 2004 and 2003,
respectively. In addition, the Corporation matches a portion of 401(k) employee con-
tributions contingent upon meeting specified annual operating results goals. The
Corporation’s matching contributions were $4,682, $4,778 and $4,896 for 2005,
2004 and 2003, respectively.

The Corporation also has several defined benefit and defined contribution pen-
sion plans covering certain employees in foreign countries. The cost of these plans
was not material in any of the years presented. In the aggregate, the actuarially com-

puted plan benefit obligation approximates the fair value of the plan assets.

In 2001, the Corporation assumed the obligations and assets of Gibson’s defined
benefit pension plan (the “Retirement Plan”) that covered substantially all Gibson
employees who met certain eligibility requirements. Benefits earned under the
Retirement Plan have been frozen and participants no longer accrue benefits after
December 31, 2000. The Retirement Plan has a measurement date of February 28
or 29. The Corporation made discretionary contributions of $6,500 and $9,000 to
the plan assets in 2005 and 2004, respectively, amounts sufficient to fully fund the
Retirement Plan at both February 28, 2005 and February 29, 2004.

The following table sets forth summarized information on the Retirement Plan:

2005 2004

Change in benefit obligation:

Benefit obligation at beginning of year $ 96,012 $90,822

Interest cost 5,832 5,944

Actuarial loss 6,125 5,577

Benefit payments (6,453) (6,331)

Benefit obligation at end of year 101,516 96,012
Change in plan assets:

Fair value of plan assets at beginning of year 98,174 91,352

Actual return on plan assets 4,180 4,153

Employer contributions 6,500 9,000

Benefit payments (6,453) (6,331}
Fair value of plan assets at end of year 102,401 98,174
Funded status at end of year 885 2,162
Unrecognized loss 16,950 9,363
Prepaid benefit cost $17,835 $11,525
Assumptions:

Weighted average discount rate used to determine:

Benefit obligations at measurement date 5.75% 6.25%
Net periodic benefit cost 6.25% 6.75%
Expected long-term return on plan assets 6.00% 6.00%
Rate of compensation increase N/A N/A

For 2005, the net periodic pension cost was based on a long-term asset rate of return of 6%. In developing the 6% expected long-term rate of return assumption,

consideration was given to expected returns based on the current investment policy and historical return for the asset classes.
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Nnotes to consolidaited financial statemenis

The following table sets forth summarized information on the Executive Plan:

2005 2004
Change in benefit obligation:
Benefit obligation at beginning of year $ 26,140 $ 23,719
Service cost 546 462
Interest cost 1,577 1,551
Plan amendments 872 —
Actuarial (gain) loss (147) 1,591
Benefit payments (1,321} (1,183)
Benefit obligation at end of year 27,667 26,140
Change in plan assets:
Fair value of plan assets at beginning of year — —
Employer contributions 1,321 1,183
Benefit payments (1,321) (1,183)
Fair value of plan assets at end of year — —
Underfunded status at end of year (27,667) (26,140)
Unrecognized prior service cost 779 —
Unrecognized loss 3,552 3,720
Accrued benefit cost $(23,336) $(22,420)

The accrued benefit cost is included in the Consolidated Statement of Financial Position in the following captions:

2005 2004
Other liabilities $(25,187) $(22,420)
Other assets 779 —
Accumulated other comprehensive income 1,072 —
Accrued benefit cost $(23,336) $(22,420)
Assumptions:
Weighted average discount rate used to determine:
Benefit obligations at measurement date 5.75% 6.25%
Net periodic benefit cost 6.25% 6.75%
Rate of compensation increase 6.50% 6.50%

A summary of the components of net periodic cost for the Executive Plan for the years ended February 28, 2005, February 29, 2004 and February 28, 2003, is as follows:

2005 2004 2003
Service cost $ 546 $ 462 $ 390
Interest cost 1,577 1,551 1,641
Amortization of prior service cost 93 — —
Recognized net actuarial loss 21 — —
Net periodic benefit cost $2,237 $2,013 $1,931

Based on historic patterns and currently scheduled benefit payments, the Corporation expects to contribute approximately $1,620 to the Executive Plan in 2006.
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Nnotes to consolidaied financial statements

2005 2004 2003

Components of net periodic benefit cost:

Service cost $ 2,597 $ 2,113 $ 1,615

Interest cost 7,692 7,346 7,096

Expected return on plan assets (5,327) (4,491) (4,376}

Amortization of prior service cost (6,623) (6,236) (5,655)

Amortization of actuarial loss 6,767 7,186 5,831
Net periodic benefit cost $5,106 $ 5,918 $ 4,511

The weighted average assumptions used to determine benefit obligations as of February 2

8, 2005 and February 29, 2004, are as follows:

follows:

2005 2004
Discount rate 5.75% 6.25%
Expected return on assets 8.00% 8.00%
Health care cost trend rates:
For year following February 28 or 29 10.5% 11.0%
Rate to which the cost trend rate is assumed to decline (the ultimate trend rate) 6.0% 6.0%
Year the rate reaches the ultimate trend rate 2014 2014
The weighted average assumptions used to determine net periodic benefit cost for years ended February 28, 2005 and February 29, 2004 are as
2005 2004
Discount rate 6.25% 6.75%
Expected return on assets 8.00% 8.00%
Health care cost trend rates:
For year ending February 28 or 29 11.0% 11.5%
Rate to which the cost trend rate is assumed to decline (the ultimate trend rate) 6.0% 6.0%
Year the rate reaches the ultimate trend rate 2014 2014

For 2005, the Corporation assumed a long-term asset rate of return of 8% to calcu-
late the expected return for the plan. In developing the 8% expected long-term rate of
return assumption, consideration was given to various factors, including a review of

such asset classes.
earned by the plan over several years.

2005 2004
Effect of a 1% increase in health care cost trend rate on:
Service cost plus interest cost $ 823 $ 897
Accumulated postretirement benefit obligation 8,155 10,883
Effect of a 1% decrease in health care cost trend rate on:
Service cost plus interest cost $ (450) $ (751)
Accumulated postretirement benefit obligation (7,075) (2,151)

e e
‘(/\f\/\(:»\lfb)\.l.f\/)\lxw\w/l\\l\f)\(,)\r A T

asset class return expectations based on historical 15-year compounded returns for
This rate is also consistent with actual compounded returns
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notes to consolidated financial statements

NOTE 14 - Long-term Leases and Commitments

The Corporation is committed under noncancelable operating leases for commercial
properties (certain of which have been subleased) and equipment, terms of which are

generally less than 25 years. Rental expense under operating leases for the years
ended February 28, 2005, February 29, 2004 and February 28, 2003, are as foliows:

2005 2004 2003
Gross rentals $67,926 $72,699 $70,253
Sublease rentals (2,865) (2,115) (1,549)
Net rental expense $65,061 $70,584 $68,704

At February 28, 2005, future minimum rental payments for noncancelable operating leases, net of aggregate future minimum noncancelable sublease rentals, are as follows:

Gross rentals:

2006 $ 45,508
2007 35,622
2008 29,156
2009 23,652
2010 17,974
Later years 33,433
185,345
Sublease rentals (9,296)
Net rentals $176,049

NOTE 15 - Common Shares and Stock Options

At February 28, 2005 and February 29, 2004, common shares authorized consisted
of 187,600,000 Class A and 15,832,968 Class B shares.

Class A shares have one vote per share and Class B shares have ten votes per
share. There is no public market for the Class B common shares of the Corporation.
Pursuant to the Corporation’s Amended Articles of Incorporation, a holder of Class
B common shares may not transfer such Class B common shares (except to
permitted transferees, a group that generally includes members of the holder's
extended family, family trusts and charities) unless such holder first offers such
shares to the Corporation for purchase at the most recent closing price for the
Corporation’s Class A common shares. [f the Corporation does not purchase such
Class B common shares, the holder must convert such shares, on a share for share
basis, into Class A common shares prior to any transfer.
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Under the Corporation’s Stock Option Plans, options to purchase Class A and/or
Class B shares are granted to directors, officers and other key employees at the
then-current market price. In general, subject to continuing service, options become
exercisable commencing twelve months after date of grant in annual installments
and expire over a period of not more than ten years from the date of grant. Under
certain grants made in 2002, the exercise period has the potential to be accelerated
if the market value of Class A shares reaches a specified share price. These options
expire at the earlier of six months plus one day after a specified share price is
reached or ten years from the date of grant. During 2005, a target share price
was met and certain of these 2002 options became subject to expiration, unless
exercised, in six months plus one day from the date the target share price was met.
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notes to consolidated financial statements

NOTE 16 - Business Segment Information

The Corporation is organized and managed according to a number of factors,
including product categories, geographic locations and channels of distribution. The
Social Expression Products segment primarily designs, manufactures and sells
greeting cards and other related products through various channels of distribution
with mass retailers as the primary channel and is managed by geographic location.
As permitted under SFAS No. 131, “Disclosures about Segments of an Enterprise
and Related Information,” certain operating divisions have been aggregated into
the Social Expression Products segment. These operating divisions have similar
economic characteristics, products, production processes, types of customers and
distribution methods.

At February 28, 2005, the Corporation owned and operated 542 card and gift
retail stores in the United States and Canada through its Retail Operations segment.
The stores are primarily located in malls and strip shopping centers. The stores sell
products purchased from the Social Expression Products Segment as well as
products purchased from other vendors.

AG Interactive (89.9% owned) is an electronic provider of social expression
content through the Internet and wireless platforms.

The Corporation’s non-reportable operating segments primarily include the
design, manufacture and sale of display fixtures.

The Corporation’s senior management evaluates segment performance based
on earnings before foreign currency exchange gains or losses, interest income,
interest expense, centrally-managed costs and income taxes. The accounting policies
of the reportable segments are the same as those described in Note 1 - Significant

Product Information

Accounting Policies, except those that are related to LIFO or applicable to only
corporate items.

Intersegment sales from the Social Expression Products segment to the Retail
Operations segment are recorded at estimated arm’'s-length prices. Intersegment
sales and profits are eliminated in consolidation. Al inventories resulting from
intersegment sales are carried at cost. Accordingly, the Retail Operations segment
records full profit upon its sales to consumers.

The reporting and evaluation of segment assets include net accounts receivable,
inventory on a “first-in, first-out” basis, display materials and factory supplies, pre-
paid expenses, other assets (including net deferred costs), and net property, plant
and equipment.

Segment results are internally reported and evaluated at consistent exchange
rates between years to eliminate the impact of foreign currency fluctuations.  An
exchange rate adjustment is included in the reconciliation of the segment results to
the consolidated results; this adjustment represents the impact on the segment
results of the difference between the exchange rates used for segment reporting and
evaluation and the actual exchange rates for the periods presented.

Centrally incurred and managed costs are not allocated back to the operating
segments. The unallocated items include interest expense on centrally-incurred
debt and domestic profit-sharing expense. In addition, the costs associated with
corporate operations including the senior management, corporate finance, legal and
human resource functions, among other costs, are included in the unallocated items.

Net Sales
2005 2004 2003

Everyday greeting cards $ 690,897 $ 750,219 $ 743,805

Seasonal greeting cards 370,521 368,757 364,086

Gift wrapping and wrap accessories 331,218 323,779 364,961

All other 510,091 510,974 462,802

Consolidated $1,902,727 $1,953,729 $1,935,654
Geographic Information

Net Sales Fixed Assets - Net
2005 2004 2003 2005 2004 2003

United States $1,432,578 $1,543,202 $1,580,063 $272,170 $296,760 $326,799

Foreign 470,149 410,527 355,591 67,622 57,613 51,648

Consolidated $1,902,727 $1,953,729 $1,935,654 $339,792 $354,373 $378,447

N
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notes to consolidated financial statements

Capital Expenditures
2005 2004 2003
Social Expression Products $36,298 $21,009 $22,890
Exchange rate adjustment 449 21 (506)
Net . 36,747 21,030 22,384
Retail Operations 8,638 8,959 3,589
Exchange rate adjustment 174 2 (116)
Net 8,812 8,961 3,473
AG Interactive 1,427 1,224 1,014
Non-reportable segments 343 1,329 1,182
Unallocated and intersegment items 168 — —
Consolidated $47,497 $32,544 $28,053

Other

Termination Benefits and Plant Closing

During 2005, the Corporation recorded a severance accrual of $18,333 related to an overhead reduction program that eliminated approximately 300 associates and the Frankiin,
Tennessee plant closure. The following table summarizes this charge by segment:

Social Expression Products $14,797
Retail Operations 496
Non-reportable 442
Unallocated 2,598

Total $18,333
Substantially all of the associates receiving payments separated from the In connection with the plant closing, the Social Expression Products segment
Corporation on or prior to February 28, 2005, with the remaining to exit during the recorded an additional charge of $10,842 during 2005 for the write-down of the
quarter ending May 31, 2005. Approximately 70% of the severance will be paid prior building, the write-off of equipment disposed, moving costs, and various other
to February 28, 2006, with the remaining payments extending through 2008. The related expenses. The Corporation expects this action to be completed during the
remaining balance of this severance accrual was $13,590 at February 28, 2005. first half of 2006 at an additional cost of approximately $3,000.

Retail Leases

During 2005, the Retail Operations segment reviewed its accounting for leases and did not impact historic or future cash flows and did not have a material impact on
recorded a pre-tax charge of $4,883 during the fourth quarter to correct certain current or prior year consolidated financial statements.

errors that were identified. This correction relates solely to accounting treatment and
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notes to consolidated financial statements

Deferred income tax balances reflect the effects of temporary differences between
the carrying amounts of assets and liabilities and their tax bases as well as from net
operating loss and tax credit carryforwards, and are stated at tax rates expected to
be in effect when taxes are actually paid or recovered. Deferred income tax assets
represent amounts available to reduce income tax payments in future years. The
Corporation’s deferred tax assets at February 28, 2005 include foreign tax credits
that will be realized as a result of the American Jobs Creation Act of 2004 (the “Act”)
which increased the foreign tax credit (“FTC”) carryover period from five years to ten
years. Based on the carryforward period, the Corporation believes it is more likely

than not that it will utilize the credits, allowing it to remove the valuation allowance
previously recorded against the FTC carryforwards.

The Corporation periodically reviews the need for a valuation allowance against
deferred tax assets and recognizes these deferred tax assets to the extent that real-
ization is more likely than not. Based upon a review of earnings history and trends,
forecasted earnings and the relevant expiration of carryforwards, the Corporation
believes that the valuation allowances provided are appropriate. At February 28,
2005, the valuation allowance of $49,260 related principally to certain foreign and
domestic net operating loss carryforwards and the deferred capital loss.

Reconciliation of the Corporation’s income tax expense from continuing operations from the U.S. statutory rate to the actual effective income tax rate is as follows:

2005 2004 2003
income tax expense at statutory rate $ 37,887 $55,948 $65,753
State and local income taxes, net of federal tax benefit 3,314 4,657 6,016
Canada income tax audit assessment 12,961 945 —
Foreign differences (127) (2,888) (493)
Foreign tax credit related matters (12,358) 3,401 —
Other (3,979) (201) 3,051
Income tax at effective tax rate $ 37,698 $61,862 $74,327

Income taxes paid from continuing operations were $50,760 in 2005,
$34,702 in 2004, and $168,843 in 2003. As of February 28, 2005, the Corporation
has projected income tax refunds of $55,410 related to federal amended returns
filed and IRS exam adjustments for 2000 through 2003 and current year tax
overpayments,

At February 28, 2005, the Corporation had deferred tax assets of approximately
$30,181 related to foreign net operating loss carryforwards, of which $17,547
have no expiration dates and $12,634 have expiration dates ranging from 2006
through 2014. In addition, the Corporation had deferred tax assets related to
domestic net operating loss, state net operating loss, charitable contribution and
FTC carryforwards of approximately $10,500, $22,923, $9,040 and $17,702,
respectively. The federal net operating loss carryforward expires in 2021. The
state net operating loss carryforwards have expiration dates ranging from 2004 to
2024. The charitable contribution carryforwards have expiration dates ranging
from 2006 to 2009. The FTC carryforwards have expiration dates ranging from
2010 to 2014.

During the fourth quarter of 2005, the Canada Customs and Revenue Agency
issued a tax assessment to the Corporation for certain income tax issues related to
the years 2000 through 2002. The Corporation recorded a tax expense, including
interest and penalties, of $12,961 in 2005 related to the assessment.

On October 22, 2004, the American Jobs Creation Act of 2004 was sighed into
law. The Act provides for a special one-time tax deduction of 85% of certain foreign
earnings that are repatriated (as defined in the Act) in 2006. The Corporation has
not fully evaluated the effect of the repatriation provision and, therefore, has not
determined if the Act will materially change its foreign earnings reinvestment plan.
A full evaluation of the plan is expected to be completed by November 30, 2005.
As such, deferred taxes have not been provided on approximately $118,833 of
undistributed earnings of foreign subsidiaries since substantially all of these earnings
are necessary to meet their business requirements. It is not practicable 1o calculate
the deferred taxes associated with these earnings; however, foreign tax credits
would be available to reduce federal income taxes in the event of distribution.
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quarterly results of operations: unaudited

Thousands of dollars except per share amounts

The business exhibits seasonality, which is typical for most companies in the retail
industry.  Sales are much stronger in the second half of the fiscal year than the first
half of the fiscal year due to the concentration of major holidays during the second
half of the fiscal year. Net earnings are highest during the months of September

through December when sales volumes provide significant operating leverage.
Working capital requirements needed to finance operations fluctuate during the year
and reach their highest levels during the second and third fiscal quarters as inventory
is increased in preparation for the peak selling season.

The following is a summary of the unaudited quarterly results of operations for the year ended February 28, 2005:

Quarter Ended
May 31 Aug 31 Nov 30 Feb 28

Fiscal 2005
Net sales $433,541 $392,084 $586,165 $490,937
Gross profit 251,926 205,367 293,428 246,805
Income from continuing operations 2,936 5,900 40,344 21,370
Discontinued operations 1,302 1,010 22,417 —
Net income 4,238 6,910 62,761 21,370
Earnings per share:

Continuing operations $ 0.04 $ 0.09 $ 0.58 $ 031

Net income 0.06 0.10 0.91 0.31
Earnings per share - assuming dilution:

Continuing operations 0.04 0.09 0.51 0.28

Net income 0.06 0.10 0.78 0.28
Dividends declared per share — — 0.06 0.06

The first quarter included a pre-tax charge of $39,024 related to the repurchase of a
portion of the Corporation’s 11.75% senior subordinated notes. The second quarter
included a pre-tax gain of $10,000 resulting from the modification of certain agree-
ments related to licensing activities. The third quarter included a pre-tax charge of
$16,570 associated with an overhead reduction program, a pre-tax charge of
$13,000 related to the implementation of a new merchandising strategy for season-
al space management, a pre-tax charge of $8,233 associated with a plant closure
and a pre-tax gain of $35,525 on the sale of the discontinued operations. The fourth
quarter included a pre-tax charge of $29,769 associated with scan-based trading
conversions, a pre-tax charge of $6,376 associated with a plant closure, a pre-tax

charge of $4,883 for a correction in the accounting for certain operating leases and
an after-tax benefit of $4,194 resulting primarily from changes in tax laws.

The previously reported net sales and gross profit amounts for the first and
second quarters have been adjusted to include an amount that was previously
classified as other income. Miscellaneous sales of $505 in the first quarter and $191
in the second quarter were reclassified from other income - net to net sales.

During the second quarter, the Corporation committed to a plan to sell the
Magnivision business. Accordingly, the business was reclassified as discontinued
operations and prior periods’ continuing operations were restated.
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selected financial data

Years ended February 28 or 29
Thousands of dollars except share and per share amounts

Summary of Operations 2005 2004 2003 2002 2001
Net sales $1,902,727 $1,953,729 $1,953,654 $1,868,813 $2,050,955
Gross profit 997,526 1,041,024 1,082,444 961,352 1,146,525
Restructure and other charges — — — 56,715 —
Interest expense 79,526 85,828 79,095 78,599 55,387
income (loss) from continuing operations 70,550 97,989 113,538 (126,761) (98,588)
Income from discontinued operations, net of tax 24,729 6,682 7,568 4,451 5,915
Cumulative effect of accounting changes, net of tax — - — — (21,141)
Net income (loss) 95,279 104,670 121,106 (122,310) (113,814)
Earnings (loss) per share:
Income (loss) from continuing operations 1.03 1.47 1.73 (1.99) (1.55)
Income from discontinued operations, net of tax 0.36 0.10 0.12 0.07 0.09
Cumulative effect of accounting changes, net of tax — — — — (0.33)
Earnings (loss) per share 1.39 1.57 1.85 (1.92) (1.79)
Earnings (loss) per share - assuming dilution 1.25 1.40 1.63 (1.92) (1.79)
Cash dividends per share 0.12 — — 0.20 0.62
Fiscal year end market price per share 24.63 22.67 13.12 13.77 13.06
Average number of shares outstanding 68,545,432 66,509,332 65,636,621 63,615,193 63,646,405

Financial Position

Accounts receivable - net $ 200,408 $ 238,473 $ 294,109 $ 277,388 $ 374,820
inventories 222,874 238,612 271,187 280,805 356,705
Working capital 793,972 774,466 554,363 373,381 119,062
Total assets 2,535,628 2,484,013 2,584,120 2,614,995 2,712,074
Property, plant and equipment additions 47,497 32,544 28,053 24,436 69,743
Long-term debt 486,099 665,874 726,531 853,113 380,129
Shareholders’ equity 1,386,780 1,267,540 1,077,464 902,419 1,047,190
Shareholders’ equity per share 20.09 18.79 16.35 14.15 16.49
Net return on average shareholders’ equity

from continuing operations 5.3% 8.4% 11.5% (13.0)% (8.6)%
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management’s discussion and analysis

In addition, the Corporation continued its ongoing efforts to reduce overhead
costs and drive efficiencies with the elimination of approximately 300 positions
throughout the business. As a result of this action, the Corporation recorded a
charge of $16.6 million, primarily for severance costs.

Finally, to leverage the fixed costs of seasonal gift wrap production, the
Corporation is consolidating seasonal gift wrap production into one plant and elimi-
nating approximately 250 full-time equivalent positions with the closure of the
Corporation’s Franklin, Tennessee manufacturing facility. A charge of $14.9 million
was recorded for severance pay, asset disposals and other costs associated with
this action. The Corporation expects approximately $3 million in additional charges
during the first half of 2006 to complete this action.

The Corporation believes that the success of these and other efforts over the
past three years has provided the Corporation with a sustainable business model to
proactively identify and implement cost reduction projects for the rapidly changing

Results of Operations
Comparison of the years ended February 28, 2005 and February 29, 2004

marketplace. Additionally, in the current year, the Corporation undertook a major ini-
tiative to address disappointing performance in its Retail Operations segment. With
new divisional management in place, the Corporation executed initiatives to revise
merchandising strategies, close underperforming stores and invest in point-of-sale
("POS”) infrastructure upgrades.

Resuits in 2005 also included the impact of the conversion of two accounts to
scan-based trading, which reduced net sales by approximate $32 million and
pre-tax income by approximately $30 million. In addition, the Retail Operations
segment reviewed its accounting for leases and recorded a pre-tax charge of $4.9
million during the fourth quarter to correct certain errors that were identified. This
correction relates solely to accounting treatment and did not impact historic or future
cash flows and did not have a material impact on current or prior year consolidated
financial statements.

Net income was $95.3 million, or $1.25 per diluted share, in 2005 compared to net income of $104.7 million, or $1.40 per diluted share, in 2004.

The Corporation’s resuits for 2005 and 2004 are summarized below:

Favorable
(Doltars in thousands) 2005 % Net Sales 2004 % Net Sales {Unfavorable)
Net sales $1,902,727 100.0% $1,953,729 100.0% (2.6%)
Material, labor and other production costs 905,201 47.5% 912,705 46.7% 0.8%
Selling, distribution and marketing 654,402 34.4% 635,224 32.5% (3.0%)
Administrative and general 252,622 13.3% 219,369 11.2% (15.2%)
Interest expense 79,526 4.2% 85,828 4.4% 7.3%
Other income - net (97,272) (5.1%) (59,248) (3.0%}) 64.2%
1,794,479 94.3% 1,793,878 91.8% (0.0%)
Income from continuing operations before income tax expense 108,248 5.7% 159,851 8.2% (32.3%)
Income tax expense 37,698 2.0% 61,862 3.2% 39.1%
income from continuing operations 70,550 3.7% 97,989 5.0% (28.0%)
Income from discontinued operations, net of tax 24,729 1.3% 6,681 0.3% 270.1%
Net income $ 95,279 5.0% $ 104,670 53% (9.0%})
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management’s discussion and analysis

Expense Overview

Material, labor and other production costs for 2005 were 47.5% of net sales, an
increase from 46.7% in 2004. Virtually the entire change, as a percentage of sales,
is the result of the impact of the scan-based trading buyback and the implementa-
tion of a new merchandising strategy for seasonal space management. The
decrease in dollars from the prior year was the result of reduced spending due to
successful supply chain initiatives ($22 million) and overlapping prior year inventory
costs ($13 million), partially offset by increased costs related primarily to a plant
closure ($13 million), higher product content costs ($12 million) and incremental
costs due to acquisitions ($5 million).

Selling, distribution and Bm_‘xo::@ expenses were 34.4% of net sales for 2005
compared to 32.5% in 2004, a 1.9 percentage point increase. Spending increases
consisted of agency fees for licensing ($10 million), incremental costs due to acqui-
sitions ($14 million), correction for operating lease accounting in the Retalil
Operations segment ($5 million) and severance ($6 million), partially offset by savings
in supply chain initiatives ($6 million) and reduced store operating expenses in the
Retail Operations segment ($9 million) as a result of fewer store locations.

Administrative and general expenses were $252.6 million in 2005, compared to
$219.4 million in 2004. The $33.2 million increase in expense in 2005 is due primarily
to increased employee-related costs ($20 million), severance charges ($9 million) and
increased spending on systems development ($5 million).

Interest expense was $79.5 million in 2005, compared to $85.8 million in 2004.

Segment Results

Interest expense over the two year period was impacted by interest savings from
the extinguishment of the $118.0 million term loan in the first quarter of 2004 and
the repurchase of $63.6 million and $186.2 million of 11.75% senior subordinated
notes during the third quarter of 2004 and first quarter of 2005, respectively. The
current year expense includes $39.1 million for the write-off of deferred financing
fees and a premium payment and other fees associated with the notes repurchase.
The prior year expense includes $18.4 million for the write-off of deferred financing
fees and a premium payment associated with the term loan extinguishment and
notes repurchase.

Other income - net was income of $97.3 million in 2005 compared to income of
$59.2 milion in 2004. The 2005 results were due to increased revenue from
licensing royalties of “Care Bear” and “Strawberry Shortcake” products ($19 million),
a one-time receipt related to royalty agreements ($10 million), increased interest
income ($2 milion) and a gain on the sale of an investment ($3 million).

The effective tax rates for 2005 and 2004 were 34.8% and 38.7%, respectively.
These rates reflect the United States statutory rate of 35% combined with the addi-
tional net impact of the various foreign, state and local income tax rates. In 2005,
the reduction in the effective tax rate is primarily the result of the favorable benefits
associated with recent tax law changes, which allowed the Corporation to reduce
valuation allowances against certain deferred tax assets. See Note 17 to the
Consolidated Financial Statements for causes of the differences between tax
expense at the federal statutory rate and actual tax expense.

The Corporation’s management reviews segment results using consistent exchange rates between years to eliminate the impact of foreign currency fluctuations.
For additional segment information, see Note 16 to the Consolidated Financial Statements.

Social Expression Products Segment

(Dollars in thousands) 2005 2004 % Change
Net Sales $1,536,019 $1,594,467 (3.7%)
Segment Earnings 274,133 317,819 (13.8%)

In 2005, net sales excluding the impact of foreign exchange and intersegment items
of the Social Expression Products segment decreased $58.4 million, or 3.7%, from
2004. This decrease includes $44.6 million of sales reductions associated with the
scan-based trading buyback at a major customer account ($31.6 million) which
occurred in the fourth quarter, as well as returns costs for a revised merchandising
strategy ($13.0 million) implemented in the third quarter. The remaining decrease
was primarily due to reduced sales of everyday cards.

Segment earnings excluding the impact of foreign exchange and intersegment
items decreased $43.7 million, or 13.8%, in 2005 compared to the prior year. This
decrease is due to the scan-based trading buyback ($30 million), implementation of
the new merchandising strategy ($13 million), severance costs ($13 million) and plant
closure costs ($15 million), partially offset by lower field service costs related to the
prior year integration of a new major customer ($9 million) and higher royalty income
{($19 mitlion).
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Mmanagement’s discussion and analysis

Unallocated Items

Centrally incurred and managed costs are not allocated back to the operating
segments.  The unallocated items include interest expense of $79.5 million and
$85.8 million in 2005 and 2004, respectively, for centrally incurred debt and
domestic profit-sharing expense of $11.3 million and $7.1 million in 2005 and 2004,

Comparison of the years ended February 29, 2004 and February 28, 2003

respectively. In addition, unallocated items include costs associated with corporate
operations including the senior management staff, corporate finance, legal, and
human resource functions, as well as insurance programs and other strategic costs.
These costs totaled $48.9 million and $66.6 milion in 2005 and 2004, respectively.

Net income was $104.7 miffion, or $1.40 per diluted share, in 2004 compared to net income of $121.1 million, or $1.63 per diluted share, in 2003.

The Corporation’s results for 2004 and 2003 are summarized below:

Favorable
(Doflars in thousands) 2004 % Net Sales 2003 % Net Sales (Unfavorable)
Net sales $1,953,729 100.0% $1,0935,654 100.0% 0.9%
Material, labor and other production costs 912,705 46.7% 853,210 44 1% (7.0%)
Selling, distribution and marketing 635,224 32.5% 607,031 31.4% (4.6%)
Administrative and general 219,369 11.2% 234,940 12.1% 6.6%
Interest expense 85,828 4.4% 79,095 4.1% (8.5%)
Other income - net (59,248) (3.0%) (26,487) (1.4%) 123.7%
1,793,878 91.8% 1,747,789 90.3% (2.6%)
Income from continuing operations before income tax expense 159,851 8.2% 187,865 9.7% (14.9%)
Income tax expense 61,862 3.2% 74,327 3.8% 16.8%
Income from continuing operations 97,989 5.0% 113,538 5.9% (13.7%)
Income from discontinued operations, net of tax 6,681 0.3% 7,568 0.4% (11.7%})
Net income $ 104,670 5.3% $ 121,106 6.3% {13.6%)

Net Sales Overview

Consolidated net sales in 2004 were $1.95 billion, an increase of $18.1 million over
the prior year. The year over year increase in net sales of 0.9% was primarily the
result of foreign currency exchange fluctuations, which improved the sales compar-
isons by 2.5% while net sales from ongoing operations at constant exchange rates
declined approximately 1.6%. The Corporation experienced strong sales growth in

e
e — e T T T D S
[ U e

its U.K. business of 5.2% as well as significant growth in its domestic party goods
and candle businesses. These gains were more than offset by downturns in the
seasonal card and gift wrap offerings, the effects of increased customer incentives
for greeting cards, and soft demand in its Retail Operations segment.
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management’s discussion and analysis

Interest expense was $85.8 million in 2004, compared to $79.1 million in 2003.
The increase in interest expense from 2003 to 2004 was due to the accelerated
write-down of deferred financing costs and premium charges from the repurchase of
$63.6 million of 11.75% senior subordinated notes and costs related 1o the early
retirement of the term toan of $118.0 million under the Corporation’s senior secured
credit facility. The increase in interest expense, however, was partially offset by the
savings from the early retirement of the term loan in April 2003.

Other income - net was income of $59.2 million in 2004 compared to income of
$26.5 million in 2003. The 2004 results were due to income from licensing royalties
of “Care Bear” and “Strawberry Shortcake” products of $44.9 million, interest
income of $2.7 million and foreign exchange gain of $5.2 million. The 2003 results

Segment Results

included a pre-tax gain of $12.0 million {total proceeds of $17 million) on the sale of
a marketable security investment held by the Corporation’s U.K. subsidiary, royalty
income of $6.7 million and interest income of $4.8 million.

The effective tax rates for 2004 and 2003 were 38.7% and 39.6%, respectively.
These rates reflect the United States statutory rate of 35% combined with the addi-
tional net impact of the various foreign, state and local income tax rates. In 2004,
the reduction in the effective tax rate is the result of the utilization of net operating
loss carryforwards and the settlement of the Corporation’s company owned life
insurance (“COLI") obligations in 2003. See Note 17 to the Consolidated Financial
Statements for details of the differences between taxes at the federal statutory rate
and actual tax expense.

The Corporation’s management reviews segment results using consistent exchange rates between years to eliminate the impact of foreign currency fluctuations.
For additional segment information, see Note 16 to the Consolidated Financial Statements.

Social Expression Products Segment

(Dollars in thousands) 2004 2003 % Change
Net Sales $1,594,467 $1,624,535 (1.9%)
Segment Earnings 317,819 316,256 0.5%

In 2004, net sales excluding the impact of foreign exchange and intersegment items
of the Social Expression Products segment decreased $30.1 million, or 1.9%, from
2003. Sales benefited in the Corporation’s U.S. market due to the addition of a
major mass retailer and strong performance from its candle and party goods busi-
nesses. The U.K. business experienced increased sales due to market share gains.
However, these increases were more than offset by weak seasonal performance,
primarily in the domestic greeting card and gift wrap businesses, and increased
customer incentives.

During 2004, combined everyday and seasonal greeting card sales less returns
fell by approximately 0.6% compared to 2003. Overall unit sales increased
approximately 0.9% over the prior year, while average prices declined by approxi-
mately 1.4% for the same period.

In 2004, seasonal card sales less returns declined approximately 4.2% from
the prior year. Unit sales of seasonal greeting cards less returns were down approx-
imately 0.7% due to a reduction in gross shipments in an effort to reduce return
rates. The average selling prices of seasonal cards declined approximately 3.5%
driven primarily by product mix.

Segment earnings excluding the impact of foreign exchange increased $1.6
million in 2004 compared to 2003. Improvements in the U.K. and Australia were
partially offset by a decline in the United States. In addition, costs of the
Corporation’s supply chain transformation initiative continued, but were offset by
expense savings during the year.
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management’s discussion and analysis

Operating Activities million in 2004 and 2003, respectively. The increase in the liability balances in 2005
During the year, cash flow from operating activities provided cash of $358.4 million was primarily due to higher trade payables, severance and plant closing accruals
compared to $283.1 million in 2004, an improvement of $75.3 million. This improvement and higher profit-sharing and executive compensation liabilities in the current year.
was primarily the result of the reduction of net deferred costs as amortization The decrease in 2004 was due to reduced trade payables, continued reduction of
exceeded payments by approximately $73 million. acquisition liabilities and lower severance, profit-sharing and executive compensa-
Cash flow from operating activites for 2004 compared to 2003 resulted in an tion liabilities. The decrease in 2003 was due primarily to payments to setile the
improvement of $220.2 million, from $62.9 million in 2003. The overall increase income tax liability associated with the Corporation’s COLI program.
reflects concentrated cash collection efforts on trade accounts receivable and
reduced tax payments driven by the settlement of the Corporation’s COL! obligations Investing Activities
in 2003, partially offset by reductions in trade and other payables. Cash used in investing activities was $187.0 million during 2005, compared to $30.2
Accounts receivable, net of the effect of acquisitions, provided a source of cash mitlion in 2004 and a source of cash of $19.4 million in 2003. The current year usage
of $50.6 million in 2005, compared to $65.5 million in 2004 and a use of cash of included net outflows of $208.7 million for the purchase of short-term, highly liquid
$11.4 million in 2003. The decrease of $14.9 milion in 2005 from the 2004 level auction rate securities and $25.2 million related to the acquisitions of
relates to the strong collections during 2004, partially offset by the impact of con- MIDIRingTones, LLC, Collage Designs Limited and The Haichery, LLC and the
verting a large customer to scan-based trading. The improvement of $76.9 million buyout of a portion of the minority interest of AG Interactive. Inflows in the current
in 2004 over 2003 reflected a concentrated cash collection effort during 2004. year included $77.0 million of proceeds from the sale of Magnivision, $19.1 million of
Inventories, net of the effect of acquisitions, provided a source of cash of $23.3 proceeds from the sale of an equity investment and $5.8 million proceeds from the
million in 2005, compared to $42.5 miltion in 2004 and $15.9 million in 2003. The sale of fixed assets.
decrease in inventory during 2005 was primarily related to lower inventory levels in Capital expenditures totaled $47.5 milion, $32.5 milion and $28.1 million in
the Retail Operations segment, due to fewer store locations and efforts to reduce 2005, 2004 and 2003, respectively. The Corporation continues to limit capital
average in-store inventory levels, and the display fixtures business primarily due to expenditures only to projects with either a high internal rate of return or which are
reduced levels of sales. The decrease in inventory during 2004 reflected the write- critical for operating activities.
down of approximately $28 million in inventory for excess seasonal product and Cash inflows in 2004 and 2003 also included the wind-down of the Corporation’s
product discontinuances. The 2003 results reflect the favorable impacts of plant COLI program, which generated cash inflows of $7.8 million in 2004 and $10.0
consolidations and SKU reductions undertaken in that year as well as reduced million in 2003, and the sale of a marketable security in 2003, which generated
seasonal card production as gross outbound shipments were reduced in an effort proceeds of $17.0 million.
to control return rates.
Other current assets, net of the effect of acquisitions, were a use of cash of Financing Activities
$15.2 million in 2005 compared to a source of $6.6 million and $5.8 million in 2004 In 2005, the Corporation used $208.6 million for financing activities including $216.4
and 2003, respectively. The decrease in cash flow is the result of an increase in million related to the repurchase of the Corporation’s 11.75% senior subordinated
refundable taxes, related to current year estimated tax payments. notes in the first quarter. In addition, stock activity provided and used a significant
Deferred costs - net represents payments under agreements with retailers net amount of cash during the current year. There was a high amount of employee
of the related amortization of those payments. During 2005, 2004 and 2003, amor- option exercises due to a tranche of options nearing their expiration date. The
tization exceeded payments by $107.7 million, $34.9 milion and $39.5 million, receipt by the Corporation of the exercise price on these options provided approxi-
70 respectively. These results reflect the success of the Corporation’s modified contract mately $40 million during the year. In addition, in accordance with its Amended
management strategies. None of the Corporation’s major customer agreements are Articles of Incorporation, the Corporation repurchased shares into its Treasury,
set to expire in fiscal 2006. primarily Class B shares related 1o options that were exercised, at a cost of
Accounts payable and other liabilities, net of the effect of acquisitions, were a approximately $24 million. During 2005, the Corporation paid dividends totaling
source of cash of $31.8 million in 2005 and a use of cash of $99.5 million and $124.9 $8.3 million.
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management’s discussion and analysis

Contractual Obligations
The following chart reflects the Corporation’s known contractual obligations as of February 28, 2005:

Obligations Due Operating Payment Commitments Under Payment Commitments
By Period Long-Term Debt Leases Agreements with Customers Under Royalty Agreements Severance Total

(Dollars in thousands})

2006 $ — $ 45,508 $ 65,944 $15,131 $12,316 $138,899

2007 176,082 35,622 28,981 2,936 2,130 245,751

2008 335 29,156 24,357 1,494 1,200 56,542

2009 10,230 23,652 21,314 143 — 55,339

2010 183 17,974 20,800 — — 38,957

Thereafter 299,269 33,433 — — — 332,702
$486,099 $185,345 $161,396 $19,704 $15,646 $868,190

In addition to the contracts noted in the table, the Corporation issues purchase
orders for products, materials and supplies used in the ordinary course of business.
These purchase orders typically do not include long-term volume commitments, are
based on pricing terms previously negotiated with vendors and are generally can-
celable with the appropriate notice prior to receipt of the materials or supplies.
Accordingly, the foregoing table excludes open purchase orders for such products,

Critical Accounting Policies

The consolidated financial statements of the Corporation are prepared in accordance
with accounting principles generally accepted in the United States. The preparation
of these financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during
the periods presented. Refer to Note 1 to the Consolidated Financial Statements.
The following paragraphs include a discussion of the critical areas that required a
higher degree of judgment or are considered complex.

Allowance for Doubtful Accounts

The Corporation evaluates the collectibility of its accounts receivable based on a
combination of factors. In circumstances where the Corporation is aware of a
customer’s inability to meet its financial obligations (evidenced by such events as
bankruptcy or insolvency proceedings), a specific reserve for bad debts against
amounts due is recorded to reduce the receivable to the amount the Corporation
reasonably expects will be collected. In addition, the Corporation recognizes
reserves for bad debts based on estimates developed by using standard quantitative

materials and supplies as of February 28, 2005.

Aithough the Corporation does not anticipate that contributions will be required
in 2006 to the defined benefit pension plan that it assumed in connection with the
Corporation’s acquisition of Gibson Greetings, Inc., in 2001, it may make contribu-
tions in excess of the legally required minimum contribution level. Refer to Note 12
to the Consolidated Financial Statements.

measures incorporating historical write-offs and current economic conditions. The
establishment of reserves requires the use of judgment and assumptions regarding
the potential for losses on receivable balances. Although the Corporation considers
these balances adequate and proper, changes in economic conditions in the retail
markets in which the Corporation operates could have a material effect on the
required reserve balances.

Goodwill

Goodwill represents the excess of purchase price over the estimated fair value of net
assets acquired in business combinations accounted for by the purchase method.
On March 1, 2002, the Corporation adopted SFAS 142, SFAS 142 presumes that
goodwill and certain intangible assets have indefinite useful lives. Accordingly, good-
will and certain intangibles are not amortized, but subject to at least an annual review
for impairment. Upon adoption, the Corporation ceased amortization of goodwill
and performs an impairment test annually. To test for goodwill impairment, the
Corporation is required to estimate the fair market value of each of its reporting units.
The Corporation estimates future cash flows and allocations of certain assets using




~

S

1974

-
~

B > P AR R R o
¥ o =

e T R N NTTEN T TN RN e e

AeLund S| pue JUSWLISSESSE SIL) U0 PaSE( S19SSe Xe) palisjop 8say) 1suebe papiooal
usaq sey Uolliw £'61$ JO SOUBMO|B UOIBN[BA E ‘GO0 ‘82 AlBnige 1y "lUsLISSasse
siyl Bupjews uy slooul sjgexe) aiminy paiosloid pue seibsiens Buiuueld xey ‘saniige)
Xl P2LIBJ9P {0 [BSIaAS) PBINPaYDS By} SISPISU0D uoNeIodioN sy "pPazies. 8 jou
i s18sse Xey paligap auyl O (@ 4O uoilod B Jey) Jou UBYL AjS| 840W SI )t Jaylaym
$9SS9SSE UoIRIodio) 8Y) ‘S19sSE Xe] pausjep o Aligezies) ay) Buissasse u|
"SIesh 81NNy Ul SLLIOOUI 9|gBXE] 80Npal
1M YOIYM ‘SplemiojAiied 11paid PUB SSO| XBl pUB saduaseyip Ariodws] ajgionpep
0] pajejal s19sse Xe] Paldpp Jo Uoljiu O'$5L$ Aprewxoldde sey uonelodion syl
‘G00C ‘82 Aenige 4O sy "spiemioiAiied Ipeso ey pue ssoj Bunelado pue senqe)
PUB S18SSE JO $98BQ XB] 8LIO0U! pUB Bupodal [eiousLy 8Y) usamIaq SSoUSIBLIR
Aelodwsl Joy sajes xel PejoBUS AjusuND Je paziubooal alB Sexe] BLLIodUl PaLIaeQ]
Saxej awodu| pauajag

‘a1eudoudde se UMmop ualm e S1asse yons ‘eourulloLed
ybnouys sjgeIenooe. 8q 10U O} PBISPISUOD S| SI9SSE 9S8y JO anjea BuiALed au
§ "peweusq spousd syl J8A0 PBZILOWE aie ASU) ‘B|qeIan008) 8Q O] POSSESSE e
S19sSE 1800 paueop oyl J| Buuued feulsiul sUoORRIOIOD BUL YIM JUSISISUOD e
pasn suojAWINSSE BUj) USABMOY ‘SIUBAS 2ININ} INOGE AJUIBHISOUN SBAJOAUI SB|GRLIEA
Aoy 8sayl Bunoipald "s10}08} ILLIOUOIS JSLI0 PUR ANIIgRIA Jswoisnd ‘Buoud jonposd
‘le184 1e puewep jonposd se yons sejgeuea Ay uepsd 101paiud Ajgleinooe o) Aljige
s uswiobeUEwW uodn PasE] S1 JUBUHILLLLIOD SWINJOA & O uona|duiod au) jo pouad awi)
pajewnss ay) Jo pue Juswssibe senoiped B 0} paje|as 16SSe 1S00 PaLsiap B JO anjeA
palejai-aouewIOLSd BY) JO SIUBWSSSSSE SUOBIOAIOD) Byl 10 Adeinooe 8y

'sieak £°g s 9seq 10eau0 suchelodion syl
10 8yl Buiurewsas ebessne o1ebaibfie ay) ‘sieak [gosy Joud 0} sjuswisnipe asuadxa
SAJOBOJIBI &xBW 10U seop uonelodio) ayl “peleuaq spouad auy] yum asusdxe
uoljezipowe ubie 01 JSpIO Ul JUSWHWILUOD SWNIOA WNWIUILL 8y} JO Jusluulele
By} 40} saleWIso Byl ul sebueyo sy 109)es 0} susweaibe [enpInpul Jo spouad
uoneziLowe Buuewal syy Alpow Aew uopeiodion 8yl ‘mainal si uodn pasegq
‘Anagonpoud jonpoid pue sjonposd Bupediored Jo UOBBP U0 UCIIPPE ‘Spuai
Buiddoys Jswnsuod ‘sjuswisalbe ay) 0] SJUSLPUSWE ‘UONEPIOSUCD ANSnpul [IB1e.
‘sBuisolo pue sBuluado Joop 210IS 8PNIOUL 81eWNSS s,UoeIodion sy} 10ae UED 18y}
SI0}0B4  UBLIOISNO {OBD UO) SUONBIOSdXS S8jes aininy SOJBLUNSS Pue JUSWHUILLIOD
aLNnjoA ay) puemol ssaubousd ayr smainal Ajeoipouiad uoiielodion ay) ‘JUSLUNLILLIOD
awnfon aseyoind winwiuw g uodn paseq ese ey} sjustusBueLe [enioeiuod 1o
‘leusIew ussq Jou Ajleduolsiy
aABY S1UBAS OlIoads assu) 0) panduie $ass0T  Ajpanoadsal ‘p00g ‘62 Aeniged
PUB SO0Z ‘gz Ateniged je uoliw L'Op$ pue uoliw §'/e$ 10 sluswsaibe esau)

oy

\
—~ o ST —~
AN TRy y :

Pt

\

It
o ™ . 2
o . IS

B o Siy o

SR TN

Al Y

Rt T G TN e o
O] pejejal S1S00 Palldep 10} SoAI9Sal sulelulew uolelodioD) ay)  eouewLoMad
paloadxs uodn peseq smoj Ysed aining JO anjeA 8y} JO 81BWNSS Ue 0] 18SSe
10D paLsjep 3yl 80Npal O} dAIssal OIvads B splooal uolelodion ey ‘uonebiqo
souewlopad sYI 198 O} Aljigeul sJawolsno Jenojued e Jo areme s uoneiodio)
By} aJoUM SBOUBISUl U 'SPO-BIUM [eoLIolSIYy Bunelodiooul sainsesw sAne}
-fuenb prepuels Buisn Ag padojeasp Sa1BWINSS UO PASEY SISO PaLIBISP I0) 8AISSAl
leJoush e sulejuew UOREIOdIOD BUJ  "MBIASI UPBIO [BULIOU S| O] SJISLWGISND YoNs
sj08lgns uohelodion ey ‘sedueape Jo BuiluelB syl Ul UaIBYU! S| ¥SU UBnowly
JBWOISNO 8yl 0 s1onpoud uoissaidxe [B100s Jo Jelddns
8|0S 8y} se UoIBIOdIOD 8U} AJ0ads Jou ABW JO Aew SjusLUBaIBR ay) ‘uoIppe U AeA
ABW swiis] [enoenuoo Juepoduw Yeius aq Aew sjuswisaibe ayy Jo sjoadse awos
Blym ‘8l0jRIBY] pUB SUoENHS aAledWoD 198Ul O] Aenpiaipul pa1enobsu aie sjusw
-e01bk 888U “JUBLIILIWIOD SUWINioA dseyoInd winwiuiw 2 190w o} Juswsaibe ay) Jo
poued swil palels syl usao uoneIodio) ay) wol peseyoind si 1onpold se paules aq
0} SUO[JEJIBPISUOD BAIJLSOUI IBYI0 PUB SSOUBMO|E ‘SJUN0DSIP ‘SHP8ID ‘siustuAed yseo
JO UOITBUIQUIOD E SN0 Al[e0ldA) JBWI0ISND 8y “SIBWIOISND [B19) ST YlIM SSauIsng
Buurelurew pue Buidojsasp ui sSnoabeIUBADE Sk SjusIesiBe (ons smain uonelodion
aylL sonpoid pelejal pue spied Bunsalb jo Addns eyl 40} SIBWOISND uleusD
Im siuswssiBe o1 siejue UOREIOCIOD BUl ‘SSBUISNG SY JO 8SIN0D [BLIOU BY) U
S1S09 paualag

158} Juswliediul jenuue ayl 0y
Joud usuuredu Joj Bunsay alinbal Aewu sassauIsng 8say) Ul IMPO0oB 8U) ‘SI01eaIDUI
souelLIopad POYSIIGRISS ay) 198W O] [IB) S8SSBUISNg 8Say] O JeUle PINoUs  "900z
noybnouyy sesseusng ayy Jo ssesboud By} SSeSSE O} JBPIO Ul S8SSaUISNg 9saU)
JO Y28 uiyim sJojedIpul soueuLopsd PayUSIgeISe pue ‘smo)l Used pue suonesedo
JO siNsas vAOIdWI O} S8sSBUISN 8SAY) Ut SUOHOe UsMe) sey uonelodion sy ‘Bulioy
-IUOW SIU) BI0BUS O "s8sSauIsNq 8say) JO 8douewlopad uLel-Uoys syl Buuoiuow
Aasojo si Jusuwisbreuew 81e10dI00 'YNSal B Sy Pauijosp Sey ‘Jusiuieduul oy impood
Bunsey o esodind auy 1o} paulwslep ‘Yun Bupiodal jeuoieLISIu BUO pUR JUsWBasS
suolesadQ (1194 SU) JO 8NnfeA a2} 8U} ‘SieaA OM] I1sed 8y Ut SMOj) USeD pue synsas Bul
-uljosp 0 Ajuewud ang impooB Jo JusiedLUl 10} PaIse] SI 1B [9AS] 8UL S| 'UDNS SB
‘pUe g7l SY4S AQ pauyep se yun Buyodas B st juswiBes suoneiedQ eley ey
Jusuredul ou
Ul paynsal pue GO0z 10 serenb yunoy syl ul po1s|duwod sem Jusuliedul (Impoob Jo)
MBIABI [eNUUR BU | "[IMPO0oB JO JusuLiedL LB Ul JNSa PINOD Yoiym ‘siun Buodss
Y} JO BNBA 13MIeW Jiey By} JO 81BUNSS JuslayIp AjuedyIubiS B W |nsal pnood
selewnse pue siuswhpn| sjuswabeuew 01 sabusyn sejes wnoosip sigeoidde
8yl Buiprebes Juswbpn| sjuswabeuew pue seles Mo aininy J0) Se1BWNSS

U el

N

o

A
|




management’s discussion and analysis

against certain foreign net operating loss carryforwards. The Corporation believes it
is more likely than not that the tax benefit of the remaining net deferred tax assets
will be realized. The amount of net deferred tax assets considered realizable could
be increased or decreased in the future if the Corporation’s assessment of future
taxable income or tax planning strategies change.

Sales Returns
The Corporation provides for estimated returns of seasonal cards in the same period
as the related revenues are recorded. These estimates are based upon historical

New Accounting Pronouncements

On November 24, 2004, the Financial Accounting Standards Board, (“FASB”) issued
SFAS No. 151 (*SFAS 151%), “Inventory Costs - an amendment of ARB No. 43,
Chapter 4.” SFAS 151 seeks to clarify the accounting for abnormal amounts of idle
facility expense, freight, handiing costs and wasted material (spoilage) in the deter-
mination of inventory carrying costs. The statement requires such costs to be treated
as a current period expense. SFAS 151 also establishes the concept of “normal
capacity” and requires the allocation of fixed production overhead to inventory based
on the normal capacity of the production facilities. Any unallocated overhead would
be treated as a current period expense in the period incurred.  This statement is
effective for fiscal years beginning after July 15, 2005. The Corporation does not
believe that the adoption of SFAS 151 will have a significant impact on the
Corporation’s consolidated financial statements.

Quantitative and Qualitative Disclosures About Market Risk

Derivative Financial Instruments - The Corporation does not hold or issue
derivative financial instruments, other financial instruments or derivative commodity
instruments for trading purposes.

Interest Rate Exposure - The Corporation manages interest rate exposure through
a mix of fixed and floating rate debt. Currently, the majority of the Corporation’s debt

74 is carried at fixed interest rates. Therefore, the Corporation’s overall interest rate
exposure risk is minimal. Based on the Corporation’s interest rate exposure on
its non-fixed rate debt as of and during the year ended February 28, 2005, a
hypothetical 10% movement in interest rates would not have had a material
impact on interest expense.

sales returns, the amount of current year seasonal sales and other known factors.
Estimated return rates utilized for establishing estimated returns reserves have
approximated actual returns experience. However, actual returns may differ
significantly, either favorably or unfavorably, from these estimates if factors such
as the historical data the Corporation used to calculate these estimates do not
properly reflect future returns or as a result of changes in economic conditions
of the customer and/or its market. The Corporation regularly monitors its actual
performance to estimated rates and the losses attributable to any changes have
historically not been material.

On December 16, 2004, the FASB issued SFAS No. 123 (revised 2004)
(“SFAS 123(R)"), “Share-Based Payment.” SFAS 123(R) requires that compensa-
tion cost relating to share-based payment transactions be recognized in financial
statements. That cost will be measured based on the fair value of the equity or
liability instruments issued. SFAS 123(R) eliminates the alternative to use the
intrinsic value method of accounting in accordance with Accounting Principles
Board Opinion No. 25, “Accounting for Stock lIssued to Employees.” The
Corporation is in the process of evaluating the impact adoption of this statement
will have on the consolidated financial statements. This statement is effective for
the Corporation on March 1, 2006. Refer to Note 1 for the Corporation’s current
accounting for stock-based compensation.

Foreign Currency Exposure - The Corporation’s international operations expose it
to translation risk when the local currency financial statements are translated into
U.S. dollars. As currency exchange rates fluctuate, translation of the statements of
operations of international subsidiaries to U.S. doliars could affect comparability of
results between years. Approximately 25%, 21% and 18% of the Corporation’s
2005, 2004 and 2003 net sales, respectively, were generated from operations out-
side the United States. Operations in Australasia, Canada, Mexico, Scuth Africa and
the United Kingdom are denominated in currencies other than United States dollars.
No assurance can be given that future results will not be affected by significant
changes in foreign currency exchange rates.
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iNvestor information

World Headquarters

American Greetings Corporation
One American Road

Cleveland, Ohio 44144-2398
Telephone: (218) 252-7300

Fax: (216) 252-6777

Corporate Web site
http://corporate.americangreetings.com

Annual Meeting
The annual meeting of shareholders will be held at 2:30 p.m.

Stock Purchase and Dividend Reinvestment Plan
American Greetings provides shareholders with a convenient and cost-

effective way to increase ownership in American Greetings through our
Stock Purchase Program.

The program enables Class A shareholders to make voluntary cash
payments for additional Class A common shares of American Greetings
without paying brokerage fees, and to reinvest their dividends.

For a program brochure and enroliment form, please contact:
National City Bank
Reinvestment Services

\ on Friday, June 24, 2005 at the Corporation's World Headquarters. P.O. Box 94946
2 A Cleveland, Ohio 44101-4946
3 Y Common Shares AM Toll Free: (800)-622-6757
N Class A common shares of American Greetings are traded on (s
R 3 the New York Stock Exchange under the ticker symbol AM. MYSE. Publications for Sharehoiders
- w A copy of the Corporation's 2005 Annual Report on Form 10-K, as filed
/ In 2004, the Chief Executive Officer of American Greetings provided with the Securities and Exchange Commission (SEC), is available without
b to the New York Stock Exchange the annual certification regarding the charge by addressing a request to the Corporate Secretary at our World
Corporation's compliance with the New York Stock Exchange's corporate Headquarters address; via e-mail to investor.relations@amgreetings.com,
ks N governance listing standards. In addition, the certifications of the
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Corporation's Chief Executive Officer and its principal financial officer
regarding the quality of the Corporation's public disclosures have been
filed as exhibits to its 2005 Annual Report on Form 10-K.

Registrar and Transfer Agent
Shareholders with questions about their account, statements, address
changes, lost certificates, stock transfers, ownership changes, dividend

payments or other administrative matters, please contact our transfer agent.

National City Bank

Shareholder Services

P.O. Box 92301

Cleveland, Ohio 44193-0900
Tol-Free: (800)-622-6757

Fax: (216) 257-8508
shareholder.inquirtes@nationalcity.com

trademarks and copyrights

The following are trademarks of American Greetings Corporation and its subsidiaries:

American Greetings with rose design®, American Greetings ... says it best®, Twisted
Whiskers™, Maryoku Yummy™, Creatables™, Thimon Thez™, Create & Print™, Blue
Mountain®, E-Greetings®, Tremont Studio™, Simply Fabulous™, Christian Blessings™
Journey To Joke-A-Lot™

Strawberry Shortcake®, Care Bears®, Holly Hobbie®,
©2005 Those Characters From Cleveland, Inc.

or via the Investor Relations section of our Web site at
www.corporate.americangreetings.com.

Shareholder and Investor Relations Contact
Stephen J. Smith
Vice President, Treasurer & Investor Relations
Telephone: (216) 252-4864
investor.relations@amgreetings.com

Nickelodeon, SpongeBob SquareFants and all related titles, logos and characters
are trademarks of Viacom International Inc. Created by Stephen Hillenburg.
©2005 Viacom International Inc. All Rights Reserved.

Sesame Street is a trademark of Sesame Workshop.

©2005 AGC, Inc.
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