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Item 2.    Acquisition or Disposition of Assets.

        Effective December 9, 2003, pursuant to the Agreement and Plan of Merger dated July 13, 2003 ("Merger Agreement") by and among Boise Cascade
Corporation ("Boise"), a wholly-owned subsidiary of Boise (the "Merger Subsidiary") and OfficeMax, Inc. ("OfficeMax"), the Merger Subsidiary was merged
with and into OfficeMax, with OfficeMax continuing as the surviving corporation and a wholly-owned subsidiary of Boise. OfficeMax, an Ohio corporation,
operates a chain of high-volume office products superstores. As of November 3, 2003, OfficeMax owned and operated 970 superstores in 49 states, Puerto Rico,
the U.S. Virgin Islands and, through a majority owned subsidiary, in Mexico.

        At the effective time of the merger, each issued and outstanding share of OfficeMax common stock was converted into the right to receive, at the election of
the holder and subject to proration, either (i) a number of shares of Boise common stock equal to the exchange ratio or (ii) $9.00 in cash, subject to increase or
decrease as described below.

        The exchange ratio was determined by dividing $9.00 by the average of the closing sale prices for a share of Boise common stock on the New York Stock
Exchange Transactions Tape (trading symbol: BCC) for each of the ten consecutive trading days ending with the second trading day prior to the closing date of
the merger ("Boise Average Price"). If the Boise Average Price was greater than or equal to $25.77 per share or was less than or equal to $21.09 per share (the
"Collar"), the Merger Agreement provided that the exchange ratio would be 0.3492 or 0.4268, respectively. If the Boise Average Price was above or below the
Collar, the $9.00 per share in cash merger consideration was to be increased or decreased by the product of (i) the amount by which the Boise Average Price is
above or below the Collar, (ii) the exchange ratio and (iii) 25%.

        The Boise Average Price used to determine the exchange ratio was $29.585 per share, and therefore the 0.3492 exchange ratio was used. Because the Boise
Average Price was above the Collar, the $9.00 per share in cash merger consideration was increased to $9.3330 per share ($9.00 + ($29.585 - $25.77)(0.3492)
(0.25)).

        The form of merger consideration received by OfficeMax shareholders was subject to proration depending upon, in the aggregate, the elections made by
OfficeMax shareholders. The Merger Agreement provided that if the holders of more than or less than 60% of OfficeMax common shares elected to receive Boise
common stock, the shareholder elections were to be prorated so that the number of OfficeMax common shares to be converted into Boise common stock would
equal 60% of the OfficeMax common shares outstanding immediately prior to the effective time of the merger.

        OfficeMax had 130,380,901 common shares outstanding immediately prior to the merger. Based upon information reported by Wells Fargo Shareowner
Services, the exchange agent for the merger: (i) effective elections were received for approximately 94% of OfficeMax's shares outstanding immediately prior to
effective time of the merger ("OfficeMax Electing Shares"); (ii) holders of approximately 97.1% of the OfficeMax Electing Shares elected to receive Boise
common stock; (iii) holders of approximately 2.8% of OfficeMax Electing Shares elected to receive cash; and (iv) holders of approximately 0.1% of the



OfficeMax Electing Shares elected no consideration preference. As a result of proration, OfficeMax shareholders making an effective election to receive Boise
stock received shares of Boise common stock in exchange for 65.9847% of their OfficeMax shares and cash consideration in exchange for 34.0153% of their
OfficeMax shares. Thus, the OfficeMax shareholders electing Boise common stock received, for each OfficeMax share, approximately 0.230419 shares of Boise
common stock (based on the Boise Average Price ($29.585), the exchange ratio (0.3492) and the proration percentage (65.9847%)) and approximately $3.1746 in
cash. Any fractional shares were paid in cash. The OfficeMax shareholders who made an effective election to receive cash, an effective election of no
consideration preference, or failed to make an effective election received $9.3330 in cash for each share of OfficeMax stock.
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        The total cash amount payable by Boise for OfficeMax shares in the merger was approximately $486.8 million, and Boise issued approximately 27,316,955
shares of Boise common stock in the merger.

        Under the Merger Agreement, all OfficeMax restricted shares vested and became fully transferable. The Merger Agreement provided that all OfficeMax
stock options granted under the OfficeMax stock options plans which were outstanding immediately prior to the effective time of the merger, whether vested or
unvested, were to be cancelled as of the effective time of the merger in exchange for a lump sum cash payment equal to the product of (i) the excess, if any, of
$9.00 over the applicable per share exercise price for that OfficeMax stock option, and (ii) the number of OfficeMax common shares subject to that OfficeMax
stock option.

        In addition, in connection with the merger Boise agreed to permit OfficeMax to cancel all unvested options to purchase OfficeMax common shares prior to
the effective time of the merger. Holders of unvested options to purchase OfficeMax common shares that consented to the cancellation of such unvested options
became entitled to receive, immediately prior to the consummation of the merger, an amount in cash (less applicable income and employment tax withholding)
per OfficeMax common share subject to such unvested options equal to the excess, if any, of the greater of $9.00 or the closing sale price of an OfficeMax
common share on the date immediately preceding the date consent to such cancellation is granted, in either case, over the exercise price per share of such option.
Holders that did not consent to the cancellation of their unvested options to purchase OfficeMax common shares prior to the merger received an amount in cash
(less applicable income and employment tax withholding) per OfficeMax common share subject to such unvested options equal to the excess, if any, of $9.00
over the exercise price per share of such option pursuant to the provisions of the Merger Agreement. The total amount paid for cancelled options to purchase
OfficeMax common shares was $36.3 million.

        The Boise common stock issued under the Merger Agreement was registered under the Securities Act of 1933 pursuant to Boise's registration statement on
Form S-4 (File No. 333-107588) (together will all amendments, the "Registration Statement") and listed on the New York Stock Exchange. The cash portion of
the merger consideration was funded by proceeds from Boise's offering of $500 million in aggregate principal amount of senior notes which closed on
October 21, 2003, $150 million borrowed by Boise under an unsecured credit agreement with Bank of America, N.A., for itself and as agent for 12 other major
financial institutions, which closed on December 8, 2003, and working capital. The terms of the merger are discussed in further detail in the joint proxy
statement/prospectus dated November 5, 2003 and filed on November 6, 2003, forming a part of Amendment No. 3 to the Registration Statement filed on
November 4, 2003. After the merger was consummated, OfficeMax's common shares were delisted from the New York Stock Exchange.

Item 7. Financial Statements and Exhibits.

(a)   Financial statements of business acquired.

(1) The historical consolidated financial statements of OfficeMax as of and for the fiscal year ended January 25, 2003 and the related independent
accountants' report are filed as Exhibit 99.1 to this current report. 

(2) The consolidated financial statements of OfficeMax as of January 25, 2003 and October 25, 2003 and for each of the 13 and 39 week periods
ended October 26, 2002 and October 25, 2003 are filed as Exhibit 99.2 to this current report.

(b)   Pro forma financial information.

The pro forma financial information required by Article 11 of Regulation S-X in connection with the transaction reported under Item 2 is not
included herein. Such pro forma financial
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information will be filed no later than 60 days after the date this report must be filed, as permitted by section (a)(4) of Item 7 of Form 8-K.

(c)   Exhibits.

Exhibit No.

 

Description of Exhibit

2.1 Agreement and Plan of Merger dated July 13, 2003 by and among Boise, Challis Corporation and OfficeMax (previously filed as Exhibit 2 to
Boise's Current Report on Form 8-K filed on July 14, 2003 and incorporated by reference herein).

23.1 Consent of KPMG LLP.

99.1 The historical consolidated financial statements of OfficeMax as of and for the fiscal year ended January 25, 2003 and the related independent
accountants' report.

99.2 The consolidated financial statements of OfficeMax as of January 25, 2003 and October 25, 2003 and for each of the 13 and 39 week periods
ended October 26, 2002 and October 25, 2003.
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SIGNATURE 

        Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.

Dated: December 23, 2003

  BOISE CASCADE CORPORATION

  By: /s/  KAREN E. GOWLAND      

Karen E. Gowland
Vice President and Corporate Secretary
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BOISE CASCADE CORPORATION

Exhibit Index 

Exhibit No.

 

Description of Exhibit

2.1 Agreement and Plan of Merger dated July 13, 2003 by and among Boise, Challis Corporation and OfficeMax (previously filed as Exhibit 2 to
Boise's Current Report on Form 8-K filed on July 14, 2003 and incorporated by reference herein).

23.1 Consent of KPMG LLP.

99.1 The historical consolidated financial statements of OfficeMax as of and for the fiscal year ended January 25, 2003 and the related independent
accountants' report.

99.2 The consolidated financial statements of OfficeMax as of January 25, 2003 and October 25, 2003 and for each of the 13 and 39 week periods
ended October 26, 2002 and October 25, 2003.
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Exhibit 23.1

Independent Auditors' Consent 

The Board of Directors
Boise Cascade Corporation

        We consent to the use of our report dated February 25, 2003, with respect to the consolidated balance sheet of Officemax, Inc. as of January 25, 2003, and
the related consolidated statements of income, changes in shareholders' equity, and cash flows for the year ended January 25, 2003, included herein.

/s/KPMG LLP

Cleveland, Ohio
December 23, 2003
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EXHIBIT 99.1

REPORT OF INDEPENDENT ACCOUNTANTS 

To the Board of Directors and Shareholders of OfficeMax, Inc.

        We have audited the accompanying consolidated balance sheet of OfficeMax, Inc. and subsidiaries (the "Company") as of January 25, 2003, and the related
consolidated statements of operations, shareholders' equity and cash flows for the year then ended. These consolidated financial statements are the responsibility
of the Company's management. Our responsibility is to express an opinion on these consolidated financial statements based on our audit.

        We conducted our audit in accordance with auditing standards generally accepted in the United States of America. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

        In our opinion, the January 25, 2003 consolidated financial statements referred to above present fairly, in all material respects, the financial position of
OfficeMax, Inc. and subsidiaries as of January 25, 2003 and the results of their operations and their cash flows for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

        As discussed in note 1 to the consolidated financial statements, the Company adopted the Financial Accounting Standards Board Statement of Financial
Accounting Standards No. 142 effective January 27, 2002.

/s/  KPMG LLP        
  

KPMG LLP   

February 25, 2003   

   

OfficeMax, Inc.
Consolidated Statement of Income 

Fiscal Year Ended

 

January 25,
2003

 

  

(Dollars in thousands, except per
share data)

 
Sales  $ 4,775,563 
Cost of merchandise sold, including buying and occupancy costs   3,578,872 
   

Gross profit   1,196,691 

Store operating and selling expenses   1,034,122 
General and administrative expenses   134,763 
Pre-opening expenses   672 
Store closing and asset impairment   2,489 
   
Total operating expenses   1,172,046 
   

Operating income   24,645 

Interest expense, net   5,980 
Income before income taxes   18,665 
Income tax benefit   (57,500)
Minority interest   2,441 
   
Net income  $ 73,724 
   

Earnings per common share:     
 Basic  $ 0.60 
   

 Diluted  $ 0.59 
   

Weighted average number of common shares outstanding:     



 
 Basic   123,817,000 
   

 Diluted   125,109,000 
   

See accompanying Notes to Consolidated Financial Statements.
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OfficeMax, Inc.
Consolidated Balance Sheet 

  

January 25, 2003

 

  

(Dollars in thousands)

 
Assets     
Current Assets:     
 Cash and equivalents  $ 137,143 
 Accounts receivable, net of allowances of $1,073   90,339 
 Merchandise inventories   927,679 
 Other current assets   27,585 
   
  Total current assets   1,182,746 
Property and Equipment:     
 Buildings and land   36,133 
 Leasehold improvements   183,547 
 Furniture, fixtures and equipment   645,466 
   
 Total property and equipment   865,146 
 Less: Accumulated depreciation   (567,709)
   
 Property and equipment, net   297,437 
Other assets and deferred charges   14,763 
Goodwill, net of accumulated amortization of $89,757   290,495 
   
  $ 1,785,441 
   

Liabilities and Shareholders' Equity     
Current Liabilities:     
 Accounts payable—trade  $ 437,884 
 Accrued expenses and other liabilities   227,022 
 Accrued salaries and related expenses   60,190 
 Taxes other than income taxes   79,781 
 Redeemable preferred shares—Series B   21,750 
 Mortgage loan, current portion   128 
   
  Total current liabilities   826,755 
Mortgage loan   1,390 
Other long-term liabilities   157,587 
   
  Total liabilities   985,732 
   

Commitments and contingencies   — 
Minority interest   19,264 

Shareholders' Equity:     
 Common stock without par value; 200,000,000 shares authorized; 134,801,656 shares issued and outstanding   887,556 
 Deferred stock compensation   (153)
 Cumulative translation adjustment   (2,457)
 Retained deficit   (13,865)
 Less: Treasury stock, at cost   (90,636)
   
  Total shareholders' equity   780,445 
   
  $ 1,785,441 



   

See accompanying Notes to Consolidated Financial Statements.
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OfficeMax, Inc.
Consolidated Statement of Cash Flows 

Fiscal Year Ended

 

January 25,
2003

 

  

(Dollars in thousands)

 
Operations     
Net income  $ 73,724 
Adjustments to reconcile net income to net cash from operating activities:     
 Store closing and asset impairment   4,107 
 Depreciation and amortization   90,161 
 Other—net   3,100 
Changes in current assets and current liabilities:     
 (Increase) in inventories   (46,145)
 Decrease in accounts payable   (90,157)
 Decrease in accounts receivable   874 
 Increase in accrued liabilities   50,012 
 Other—net   7,903 
   
  Net cash provided by operations   93,579 
   
Investing     
 Capital expenditures   (49,188)
 Other—net   (2,647)
   
  Net cash used for investing   (51,835)
   
Financing     
 (Decrease) in revolving credit facilities   (20,000)
 Payments of mortgage principal, net   (134)
 Increase in overdraft balances   36,210 
 (Increase) in advance payments for leased facilities   (390)
 Proceeds from issuance of common stock, net   3,969 
 Proceeds from issuance of preferred stock, net   — 
 Other—net   (201)
   
  Net cash provided by financing   19,454 
   
Effect of exchange rate changes on cash and cash equivalents   (806)

Net increase in cash and equivalents   60,392 

Cash and equivalents, beginning of period   76,751 
   
Cash and equivalents, end of period  $ 137,143 
   

See accompanying Notes to Consolidated Financial Statements.
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OfficeMax, Inc.
Consolidated Statement of Changes in Shareholders' Equity

  

Common
Stock

 

Deferred Stock
Compensation

 

Cumulative
Translation
Adjustment

 

Retained
Earnings

 

Treasury
Stock

 

Total

 

  

(Dollars in thousands)

 
Balance at January 26, 2002   895,466  (29)  616  (87,589)  (102,515)  705,949 

Comprehensive income (loss):                    
Net income   —  —  —  73,724  —  73,724 



 
 Cumulative translation adjustment   —  —  (3,073)  —  —  (3,073)
                  

  Total comprehensive income                  70,651 
Shares issued under director plan   (355)  (355)  —  —  771  61 
Exercise of stock options   (6,905)  —  —  —  9,858  2,953 
Sale of shares under management share purchase plan   —  —  —  —  —  — 
Sale of shares under employee share purchase plan   (650)  —  —  —  1,250  600 
Amortization of deferred compensation   —  231  —  —  —  231 
        

Balance at January 25, 2003  $ 887,556 $ (153) $ (2,457) $ (13,865) $ (90,636) $ 780,445 
        

See accompanying Notes to Consolidated Financial Statements.
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Notes to Consolidated Financial Statements

Note 1.    Summary of Significant Accounting Policies

        OfficeMax, Inc. ("OfficeMax" or the "Company") operates a chain of high-volume office products superstores. At January 25, 2003, the Company operated
970 superstores in 49 states, Puerto Rico, the U.S. Virgin Islands and, through a majority-owned subsidiary, in Mexico. In addition to offering office products,
business machines and related items, OfficeMax superstores also feature CopyMax and FurnitureMax, in-store modules devoted exclusively to print-for-pay
services and office furniture. Additionally, the Company reaches customers with an offering of over 40,000 items through its e-Commerce site, OfficeMax.com,
its direct-mail catalogs and its outside sales force, all of which are serviced by its three PowerMax inventory distribution facilities, 18 delivery centers and two
national customer call and contact centers.

Basis of Presentation

        The Company's consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries. Affiliates in which the Company
owns a controlling majority interest are also included in the Company's consolidated financial statements. Intercompany accounts and transactions have been
eliminated in consolidation.

        The Company has two business segments: Domestic and International. The Company's operations in the United States, Puerto Rico, and the U.S. Virgin
Islands, comprised of its retail stores, e-Commerce operations, catalog business and outside sales groups, are included in the Domestic segment. The operations of
the Company's majority-owned subsidiary in Mexico, OfficeMax de Mexico, are included in the International segment. See Note 9 of Notes to Consolidated
Financial Statements for additional information regarding the Company's business segments.

        The Company's fiscal year ends on the Saturday prior to the last Wednesday in January. Fiscal year 2002 ended on January 25, 2003 and included 52 weeks.
Due to statutory audit requirements, OfficeMax de Mexico maintains its calendar year end and the Company consolidates OfficeMax de Mexico's calendar year
results of operations with its fiscal year results.

Accounting Estimates

        The consolidated financial statements of the Company are prepared in conformity with accounting principles generally accepted in the United States of
America. The preparation of these financial statements requires management of the Company 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 period presented. Actual amounts
could differ from these estimates and different amounts could be reported using different assumptions and estimates.

Cash and Equivalents

        Cash and equivalents includes short-term investments with original maturities of 90 days or less and amounts receivable from credit card issuers. Amounts
receivable from credit card issuers are typically converted to cash within 2 to 4 days of the original sales transaction. These amounts totaled $37,296,000 as of
January 25, 2003.

Accounts Receivable

        Accounts receivable consists primarily of amounts due from vendors under purchase rebate, cooperative advertising and other vendor marketing programs
and trade receivables not financed through outside programs. The Company has an arrangement with a financial services company (the "Issuer") whereby the
Issuer manages the Company's private label credit card programs. The credit
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card accounts, and receivables generated thereby, are owned by the Issuer. Under the terms of the agreement, the Issuer charges the Company a fee to cover the
Issuer's cost of providing credit and collecting the receivables which are non-recourse to the Company.

Inventories

        Inventories are valued at weighted average cost or market. Throughout the year, the Company performs annual physical inventories at all of its locations. For
periods subsequent to the date of each location's last physical inventory, an allowance for estimated shrinkage is provided based on various factors including sales
volume, the location's historical shrinkage results and current trends.



        The Company records cost markdowns for inventory not expected to be part of its ongoing merchandise offering. These markdowns amounted to $6,250,000
as of January 25, 2003. Management estimates the required allowance for future inventory cost markdowns based on historical information regarding product sell
through and gross margin rates for similar products.

Advertising

        Advertising costs are either expensed the first time the advertising takes place or, in the case of direct-response advertising, capitalized and amortized in
proportion to related revenues. Total gross advertising expense was $222,074,000 for fiscal year 2002. The total amount of direct-response advertising capitalized
and included in other current assets was $1,262,000 as of January 25, 2003.

        The Company and its vendors participate in cooperative advertising programs in which the vendors reimburse the Company for a portion of its advertising
costs. Net advertising expense is included as a component of store operating and selling expenses.

Property and Equipment

        Components of property and equipment are recorded at cost and depreciated over their estimated useful lives using the straight-line method. All store
properties are leased, and improvements are amortized over the lesser of the term of the lease or 20 years. The estimated useful lives of other depreciable assets
are generally as follows: buildings and improvements—10 to 40 years; and furniture, fixtures and equipment, including information technology equipment and
software—3 to 10 years.

Impairment of Long-Lived Assets

        The Company reviews its long-lived assets for possible impairment at least annually and whenever events or changes in circumstances indicate that the
carrying amount of an asset may not be recoverable by the undiscounted future cash flows expected to be generated by the asset over its remaining useful life. If
impairment exists, the carrying amount of the asset is reduced to fair value, or fair value less the cost to sell, depending upon whether the asset is held for use or
disposal, respectively. The Company evaluates possible impairment of long-lived assets for each of its retail stores individually based on management's estimate
of the store's future earnings before interest, taxes, depreciation and amortization. Long-lived assets for which the Company cannot specifically identify cash
flows that are largely independent of the cash flows of other long-lived assets, such as its corporate and distribution facilities, are evaluated based on
management's estimate of the Company's future consolidated operating cash flows. During fiscal year 2002 the Company recorded impairment loss of
$4,107,000. See Note 2 of Notes to Consolidated Financial Statements for additional information regarding the impairment loss recorded by the Company.
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Goodwill

        Goodwill represents the excess of cost over the fair value of the net identifiable assets acquired in a business combination accounted for under the purchase
method. Through the end of fiscal year 2001, the Company amortized its goodwill over 10 to 40 years using the straight-line method. As a result of the adoption
of Statement of Financial Accounting Standards No. 142, "Goodwill and Other Intangibles" ("FAS 142"), that was effective for the Company as of the beginning
of fiscal year 2002, goodwill and intangible assets with an indefinite useful life are no longer amortized, but are tested for impairment at least annually.
Accordingly, the Company no longer amortizes its goodwill and is required to complete the impairment test at least annually. The Company completed the initial
impairment test during the second quarter of fiscal year 2002 and concluded that the fair value of both of the Company's reporting units (Domestic and
International) exceeded their respective carrying values as of January 27, 2002 and, therefore, no impairment existed at that date. In addition to the initial
impairment test completed during the second quarter of fiscal year 2002, the Company elected to perform the first of its annual impairment tests during the fourth
quarter of fiscal year 2002 and concluded that the fair value of both of the Company's reporting units exceeded their respective carrying values and no impairment
charge was required. In future years, the Company will be required to complete the annual impairment test during its fourth fiscal quarter.

        The Company calculates the fair value of its reporting units based on a combination of two valuation methods, including estimated discounted cash flows of
the Company's reporting units and the market comparative approach, which uses historical performance relative to observable market pricing as an indication of
value.

Insurance Programs

        The Company maintains insurance coverage, and is self-insured when economically beneficial, for certain losses relating to workers' compensation claims,
employee medical benefits and general and auto liability claims. Liabilities for these losses are based on claims filed and actuarial estimates of claims incurred
but not yet reported and totaled $30,857,000 as of January 25, 2003, including accrued liabilities for the related insurance premiums and other expenses. The
Company has purchased stop-loss coverage in order to limit its exposure for self-insured losses. The Company has issued, when required, standby letters of credit
to support its insurance programs.

Current Liabilities

        Under the Company's cash management system, checks issued pending clearance that result in overdraft balances for accounting purposes are included in
accounts payable and totaled $115,667,000 as of January 25, 2003. Any increase or decrease in the amount of these outstanding checks is reflected as a financing
activity in the Consolidated Statements of Cash Flows.

Financial Instruments

        The recorded value of the Company's financial instruments, which includes its short-term investments, accounts receivable, accounts payable, revolving
credit facilities and mortgage loan, approximates fair value. Financial instruments which potentially subject the Company to concentration of credit risk consist
principally of cash investments. The Company invests its excess cash in high-quality securities placed with major banks and financial institutions. The Company
has established guidelines relative to diversification and maturities to mitigate risk and maintain liquidity.

Revenue Recognition



        The Company recognizes revenue when the earnings process is complete, generally at either the point-of-sale to a customer or upon delivery to a customer or
third party delivery service, less an
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appropriate provision for returns and net of coupons and other sales incentives. Revenue from certain sales transactions, in which the Company effectively acts as
an agent or broker, is reported on a net or commission basis. Revenue from the sale of extended warranty contracts is reported at the point-of-sale to a customer,
on a net or commission basis, except in a limited number of states where state law specifies the Company as the legal obligor. In such states, the revenue from the
sale of extended warranty contracts is recognized ratably over the contract period. The performance obligations and risk of loss associated with extended warranty
contracts sold by the Company are assumed by a third-party.

Shipping and Handling Fees and Costs

        Fees charged to customers in a sale transaction for shipping and handling are classified as revenues. Shipping and handling related costs are included as a
component of store operating and selling expenses. These costs were $54,864,000 in fiscal year 2002.

Pre-Opening Expenses

        Pre-opening expenses, which consist primarily of store payroll, supplies and grand opening advertising for new stores, are expensed as incurred.

Vendor Income Recognition

        The Company participates in various cooperative advertising and other vendor marketing programs with its vendors. Consideration received from vendors
for cooperative advertising programs is recognized as a reduction of advertising expense in the period in which the related expense is incurred. Consideration
received from vendors for other vendor marketing programs is recognized as a reduction of cost of merchandise sold, unless the consideration represents a
reimbursement of a specific cost incurred by the Company, in which case the consideration is recognized as a reduction of the related expense. The Company also
participates in various volume purchase rebate programs with its vendors. These programs typically include annual purchase targets and offer increasing tiered
rebates based on the Company achieving certain purchase levels. The Company recognizes consideration received from vendors for volume purchase rebate
programs as a reduction of cost of merchandise sold as the related inventory is sold. For tiered volume purchase rebate programs, the Company recognizes the
consideration based on expected purchases during the rebate program period. The Company calculates expected purchases during the rebate program period
based on its replenishment model which utilizes a product and store specific algorithm that incorporates recent sales trends, upcoming promotional events and
other relevant data to project sales and the related replenishment requirements. The Company revises its purchase expectations at least quarterly throughout the
rebate program period.

        In November 2002, the FASB Emerging Issues Task Force ("Task Force") issued EITF Issue No. 02-16, "Accounting by a Customer (including a Reseller)
for Cash Consideration Received from a Vendor" ("EITF 02-16"). EITF 02-16 addresses the following two issues: (i) the classification in a reseller's financial
statements of cash consideration received from a vendor ("Issue 1"); and (ii) the timing of recognition by a reseller of a rebate or refund from a vendor that is
contingent upon achieving a specific cumulative level of purchases or remaining a customer for a specified time period ("Issue 2"). Issue 1 is effective for all new
arrangements, including modifications of existing arrangements, entered into after December 31, 2002. Issue 2 is effective for all new arrangements initiated after
November 21, 2002. The Company is currently assessing the impact, if any, EITF 02-16 will have on its fiscal year 2003 results of operations. See "Recently
Issued Accounting Pronouncements" below for additional information regarding EITF 02-16.
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Facility Closure Costs

        The Company continuously reviews its real estate portfolio to identify underperforming facilities and closes those facilities that are no longer strategically or
economically viable. The Company accrues estimated closure costs in the period in which management approves a plan to close a facility. The accrual for
estimated closure costs is net of expected future sublease income, which is estimated by management based on real estate studies prepared by independent real
estate industry advisors. Management periodically engages independent real estate industry advisors to update the real estate studies utilized to calculate the
reserves for facility closure costs. During fiscal year 2002, the Company engaged independent real estate industry advisors to prepare real estate studies regarding
the domestic facilities the Company committed to close during the fourth quarter of fiscal year 2002 and to update the real estate studies prepared for all of the
domestic facilities the Company closed in prior years. The remaining reserves for facility closure costs recorded in prior fiscal years were adjusted, as necessary,
based on these updated real estate studies. See Note 2 of Notes to Consolidated Financial Statements for additional information regarding facility closure costs.

        During January 2003, the Company adopted the provisions of Statement of Financial Accounting Standards No. 146, "Accounting for Costs Associated with
Exit or Disposal Activities" ("FAS 146"). The adoption of FAS 146 had no immediate impact on the Company's financial position or results of operations, but will
affect the timing and recognition of future facility closure costs that may be reported by the Company. See "Recently Issued Accounting Pronouncements" below
for additional information regarding FAS 146.

Stock-Based Compensation

        The Company accounts for stock-based compensation under the provisions of Accounting Principles Board Opinion No. 25, "Accounting for Stock Issued to
Employees" ("APB 25") and provides pro forma disclosures of the compensation expense determined under the fair value provisions of Statement of Financial
Accounting Standards No. 123, "Accounting for Stock-Based Compensation" ("FAS 123"). Under APB 25, compensation cost for stock options is measured as
the excess, if any, of the quoted market price of the Company's stock at the date of grant over the amount an employee must pay to acquire the stock. The
Company grants options only at prices not less than the fair market value per common share on the date of grant. Accordingly, the Company was not required
under the provisions of APB 25 to recognize any compensation expense during fiscal year 2002.

        The Company prepares pro forma disclosures of the compensation expense determined under the fair value provisions of FAS 123 using the Black-Scholes
option pricing model and the weighted average assumptions below, as well as an assumption of forfeiture rates for unvested options.



Fiscal Year Ended

 

January 25,
2003

 
Risk free interest rate  3.3%
Expected dividend yield  0%
Expected stock volatility  70.9%
Expected life of options  5 years 

        The weighted average fair value at the date of grant of options granted in fiscal year 2002 was $3.47.
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        The following table illustrates pro forma net earnings and pro forma earnings per common share, giving effect to compensation costs calculated using the fair
value method prescribed by FAS 123.

Fiscal Year Ended
(In thousands, except per share data)

 

January 25,
2003

Pro forma net income (loss)  $ 68,841
Pro forma earnings (loss) per common share    
 Basic  $ 0.56
 Diluted  $ 0.55

Income Taxes

        The Company uses the liability method whereby income taxes are recognized during the fiscal year in which transactions enter into the determination of
financial statement income. Deferred tax assets and liabilities are recognized for the expected future tax consequences of temporary differences between financial
statement and tax bases of assets and liabilities. The Company assesses the recoverability of its deferred tax assets in accordance with the provisions of Statement
of Financial Accounting Standards No. 109, "Accounting for Income Taxes" ("FAS 109"). In accordance with that standard, the Company recorded a valuation
allowance equal to its net deferred tax assets, including amounts related to its net operating loss carryforwards, as of January 26, 2002. The Company intends to
maintain a full valuation allowance for its net deferred tax assets until sufficient positive evidence exists to support the reversal of some portion or the remainder
of the allowance. Until such time, except for minor state, local and foreign tax provisions, the Company will have no reported tax provision, net of valuation
allowance adjustments. Any future decision to reverse a portion or all of the remaining valuation allowance will be based on consideration of several factors
including, but not limited to, the Company's expectations regarding future taxable income and the Company's cumulative income or loss in the then most recent
three-year period. See Note 6 of Notes to Consolidated Financial Statements for additional information regarding income taxes.

Recently Issued Accounting Pronouncements

        In July 2001, the FASB issued Statement No. 143, "Accounting for Asset Retirement Obligations" ("FAS 143"). FAS 143 requires that a liability for an asset
retirement obligation be recognized when incurred and the associated asset retirement costs be capitalized as part of the carrying amount of the long-lived asset
and subsequently allocated to expense over the asset's useful life.    The provisions of FAS 143 were effective for the Company as of the beginning of fiscal year
2003. The Company does not believe the adoption of FAS 143 will have a material impact on its financial position or results of operations.

        In April 2002, the FASB issued Statement No. 145, "Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB Statement No. 13, and
Technical Corrections" ("FAS 145"). FAS 145 eliminates the extraordinary accounting treatment for reporting gains and losses from the extinguishment of debt,
and formally amends other existing authoritative pronouncements to make various technical corrections, clarify meanings or describe their applicability under
changed conditions. The provisions of FAS 145 were effective for the Company as of the beginning of fiscal year 2003. The Company does not believe the
adoption of FAS 145 will have a material impact on its financial position or results of operations.

        In June 2002, the FASB issued Statement No. 146, "Accounting for Costs Associated with Exit or Disposal Activities" ("FAS 146"). FAS 146 addresses
financial accounting and reporting for costs associated with exit or disposal activities and nullifies EITF Issue No. 94-3, "Liability Recognition for Certain
Employee Termination Benefits and Other Costs to Exit an Activity (Including Certain Costs Incurred in a Restructuring)" ("EITF 94-3"). FAS 146 requires that a
liability be recognized for costs
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associated with exit or disposal activities only when the liability is incurred. In contrast, under EITF 94-3, a company was required to recognize a liability for
such costs when it committed to an exit plan. FAS 146 also establishes fair value as the objective for initial measurement of liabilities related to exit or disposal
activities. As a result of the fair value provisions of FAS 146, a liability for lease termination costs will be recorded at present value and any changes in the
liability due to the passage of time will be recognized as an increase in the liability and as accretion expense. In contrast, under EITF 94-3 a liability for lease
termination costs was recorded for an amount equal to the undiscounted total of all remaining lease payments. The provisions of FAS 146 were effective for the
Company as of January 1, 2003. The adoption of this new standard had no immediate impact on the Company's financial position or results of operations, but will
affect the timing and recognition of future facility closure costs that may be reported by the Company.

        In December 2002, the FASB issued Statement No. 148, "Accounting for Stock-Based Compensation—Transition and Disclosure" ("FAS 148"). FAS 148
provides alternative methods of transition for a voluntary change to the fair value method of accounting for stock-based employee compensation as originally
provided by FASB Statement No. 123, "Accounting for Stock-Based Compensation" ("FAS 123"). Additionally, FAS 148 amends the disclosure requirements of
FAS 123 in both annual and interim financial statements. The disclosure requirements are effective for financial reports for interim periods beginning after
December 15, 2002. The adoption of FAS 148 had no impact on the Company's financial position or results of operations.



        In November 2002, the FASB issued Interpretation No. 45, "Guarantor's Accounting and Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others" ("FIN 45"). FIN 45 requires certain guarantees to be recorded at fair value regardless of the probability of the loss. FIN 45
is effective for guarantees issued or modified after December 31, 2002. The adoption of this new interpretation had no impact on the Company's financial position
or results of operations.

        In January 2003, the FASB issued Interpretation No. 46, "Consolidation of Variable Interest Entities" ("FIN 46"). FIN 46 clarifies consolidation requirements
for variable interest entities ("VIEs"). It establishes additional factors beyond ownership of a majority voting interest to indicate that a company has a controlling
financing interest in an entity (or a relationship sufficiently similar to a controlling financial interest that it requires consolidation). Consolidation of a VIE by an
investor is required when it is determined that the investor will absorb a majority of the VIE's expected losses or residual returns if they occur. The Company
leases two of its PowerMax distribution facilities from VIEs (previously referred to as SPEs or special purpose entities) that have been established by nationally
prominent, creditworthy commercial lessors to facilitate the financing of the inventory distribution facilities. The VIEs finance the cost of the property through
the issuance of commercial paper. The Company has provided standby letters of credit of approximately $81,000,000 in support of the commercial paper. In the
event that the Company defaults on its obligations under the leases, the VIEs could draw on the letters of credit in order to redeem the commercial paper. These
letters of credit reduce the Company's available borrowing capacity under the Company's revolving credit facility. Upon expiration of the synthetic operating
leases, the Company can elect to purchase the related assets of both facilities at a total cost specified in the lease agreements of approximately $80,000,000. If the
Company does not elect to purchase the related assets, the Company is required to honor certain fair value guarantees. These guarantees require the Company to
reimburse the lessor for any shortfall from a fair value specified in the lease agreements. Currently, the Company expects to purchase the related assets upon
expiration of the synthetic operating leases, or otherwise enter into an arrangement to maintain the continued use of these facilities.

        This interpretation applies immediately to variable interest entities created or obtained after January 31, 2003 and must be retroactively applied to holdings in
variable interest entities acquired before February 1, 2003 in interim and annual financial statements issued for periods beginning after
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June 15, 2003. FIN 46 may be applied prospectively with a cumulative-effect adjustment as of the date on which it is first applied or by restating previously
issued financial statements with a cumulative-effect adjustment as of the beginning of the first year restated. The Company is assessing the impact of adoption of
FIN 46. However, based on management's preliminary assessment, it is reasonably possible that the Company will be required to consolidate the VIEs involved in
the leasing of its PowerMax inventory distribution facilities beginning in the third quarter of fiscal year 2003. If the Company is required to consolidate the VIEs,
the assets and related depreciation, liabilities and non-controlling interests of these VIEs will be reflected in the Company's consolidated financial statements. The
Company has not yet determined under which of the transition alternatives it will report the impact, if any, of adopting FIN 46.

        In November 2002, the FASB Emerging Issues Task Force ("Task Force") issued EITF Issue 02-16, "Accounting by a Customer (including a Reseller) for
Cash Consideration Received from a Vendor," ("EITF 02-16"). EITF 02-16 addresses the following two issues: (i) the classification in a reseller's financial
statements of cash consideration received from a vendor ("Issue 1"); and (ii) the timing of recognition by a reseller of a rebate or refund from a vendor that is
contingent upon achieving a specific cumulative level of purchases or remaining a customer for a specified time period ("Issue 2"). Issue 1 stipulates that cash
consideration received from a vendor is presumed to be a reduction of the prices of the vendors' products and should, therefore, be recognized as a reduction of
cost of merchandise sold when recognized in the reseller's financial statements. However, that presumption is overcome when the consideration is either (a) a
payment for assets or services delivered to the vendor, in which case the cash consideration should be recognized as revenue (or other income, as appropriate)
when recognized in the reseller's income statement, or (b) a reimbursement of a specific, incremental, identifiable cost incurred by the reseller in selling the
vendor's products, in which case the cash consideration should be characterized as a reduction of that cost when recognized in the reseller's income statement.
Issue 2 states that vendor rebates should be recognized on a systematic and rational allocation of the cash consideration offered to each of the underlying
transactions that results in progress by the reseller toward earning the rebate, provided the amounts are probable and reasonably estimable. Issue 1 is effective for
all new arrangements, including modifications of existing arrangements, entered into after December 31, 2002. Issue 2 is effective for all new arrangements
initiated after November 21, 2002.

        As noted above, the Company and its vendors participate in cooperative advertising programs and other vendor marketing programs in which the vendors
reimburse the Company for a portion of its advertising costs. Any change to our accounting for cooperative advertising arrangements or other vendor marketing
programs could result in consideration received from our vendors being used to lower product costs in inventory rather than as an offset to our advertising costs.
Such a change could impact the timing of recognition of cash consideration received from our vendors and could increase our gross profit and net advertising
expenses. The Company has not yet completed its assessment of whether, or to what extent, EITF 02-16 will impact its results of operations during fiscal year
2003.
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Note 2.    Store Closing and Asset Impairment

Fiscal Year 2002

        In December 2002, the Company completed a review of its domestic real estate portfolio and committed to close eight underperforming domestic superstores
and one delivery center. In conjunction with these closings, the Company recorded a pre-tax charge for store closing and asset impairment of $11,915,000 during
the fourth quarter of fiscal year 2002. Also during the fourth quarter of fiscal year 2002, the Company reversed $8,847,000 and $2,356,000 of the store closing
reserves originally established in fiscal year 2001 and fiscal year 2000, respectively, when those portions of the reserves were deemed no longer necessary. In
addition, the Company recorded a pre-tax charge for asset impairment of $1,777,000 during the second quarter of fiscal year 2002. In total, the net charges for
store closing and asset impairment reduced fiscal year 2002 net income by $2,489,000, or $0.02 per diluted share.

        A reconciliation of major components of the Company's store closing reserve is as follows:

  

Balance
January 26,

2002

 

Charges

 

Reversals

 

Payment/
Usage

 

Balance
January 25,

2003

  

(In thousands)



Lease disposition costs, net of sublease income  $ 122,304 $ 9,118 $ (10,288) $ (19,830) $ 101,304
Other closing costs, including severance   7,218  467  (915)  (3,844)  2,926
      
 Total  $ 129,522 $ 9,585 $ (11,203) $ (23,674) $ 104,230
      

        As of January 25, 2003, $81,330,000 of the store closing reserve was included in other long-term liabilities. Lease disposition costs included in the reserve
for store closing costs include the aggregate rent expense for the closed stores net of expected future sublease income of $109,139,000 as of January 25, 2003. Of
the total expected future sublease income included in the reserve for store closing costs, the Company had obtained sublease or assignment agreements for certain
of its closed stores totaling approximately $49,804,000 as of January 25, 2003.

Note 3.    Relationship with Kmart Corporation

        Approximately 40 of the Company's store leases were guaranteed by Kmart Corporation ("Kmart"), which from 1990 to 1995 was an equity investor in
OfficeMax during the Company's early stages of development. Kmart sold the balance of its equity position in OfficeMax in 1995. The Company and Kmart are
parties to a Lease Guaranty, Reimbursement and Indemnification Agreement, pursuant to which Kmart agreed to maintain existing guarantees and provide a
limited number of additional guarantees, and the Company has agreed, among other things, to indemnify Kmart against liabilities incurred in connection with
those guarantees. In connection with that agreement, OfficeMax and Kmart subsequently entered into a Consent and Undertaking Agreement and an Assignment,
pursuant to which OfficeMax assigned some 45 leases to Kmart and took back subleases. The agreements generally protect against interference by Kmart in the
leases absent default, and provide for Kmart to assign the leases back to OfficeMax should Kmart be released from its guarantees or if necessary to prevent a
rejection in bankruptcy. Kmart is presently a debtor in possession in a Chapter 11 bankruptcy case filed on January 22, 2002.

        During the first quarter of fiscal year 2002, due to a decline in Kmart's debt rating, the Company was required to purchase the mortgage notes on two of its
store properties for an aggregate amount of $5,085,000. Both of the properties are occupied by the Company. Principal and interest payments to the Company
under the mortgage notes are secured by the Company's rent payments under the related lease agreements. Interest on the mortgage notes accrues to the Company
at an average rate of approximately 10% per annum, which exceeds the Company's current borrowing rate. The Company
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does not expect the decline in Kmart's debt rating or Kmart's subsequent bankruptcy filing to have a material adverse impact on OfficeMax's financial position or
the results of its operations.

Note 4. Debt

Revolving Credit Facilities

        During the fourth quarter of fiscal year 2000, the Company entered into a senior secured revolving credit facility. During the first quarter of fiscal year 2002,
the Company extended the term of the revolving credit facility until February 27, 2004. The revolving credit facility is secured by a first priority perfected
security interest in the Company's inventory and certain accounts receivable and provides for borrowings of up to $700,000,000 at the bank's base rate or
Eurodollar Rate plus 1.75% to 2.50% depending on the level of borrowing.

        As of January 25, 2003, the Company had no outstanding borrowings under the revolving credit facility. Also from this facility, the Company had
$117,136,000 of standby letters of credit outstanding as of January 25, 2003, in connection with its insurance programs and two synthetic operating leases. These
standby letters of credit reduce the Company's available borrowing capacity under the revolving credit facility. The Company pays quarterly usage fees of
between 1.62% and 1.87% per annum on the outstanding standby letters of credit.

        The Company pays quarterly fees of 0.25% per annum on the unused portion of the revolving credit facility. Available borrowing capacity under the
revolving credit facility is calculated as a percentage of the Company's inventory and certain accounts receivable. As of January 25, 2003, the Company had
unused and available borrowings under the revolving credit facility in excess of $444,000,000.

Mortgage Loan

        During the fourth quarter of fiscal year 2000, the Company assumed an eleven-year $1,800,000 mortgage loan secured by real estate occupied by the
Company. The Company previously leased the real estate. The mortgage loan bears interest at a rate of 5.0% per annum. Maturities of the mortgage loan,
including interest, will be approximately $213,000 for each of the next five years.

Note 5.    Commitments and Contingencies

Lease Commitments

        The Company occupies all of its stores, delivery centers and national customer call and contact centers under various long-term lease agreements. These
leases generally have initial terms ranging from 10 to 25 years plus renewal options. Most of these leases require the Company to pay minimum rents, subject to
periodic adjustments, plus other charges including utilities, real estate taxes, common area maintenance and, in limited cases, contingent rentals based on sales.

        The Company occupies two of its PowerMax inventory distribution facilities under synthetic operating leases with initial lease terms expiring in fiscal year
2004. One of the synthetic operating leases can be extended at the Company's option until fiscal year 2006. The Company leases the PowerMax facilities from
special purpose entities ("SPEs") that have been established by nationally prominent, creditworthy commercial lessors to facilitate the financing of those assets
for the Company. No officers, directors or employees of the Company hold any direct or indirect equity interest in such SPEs. The SPEs finance the cost of the
property through the issuance of commercial paper. The Company has provided standby letters of credit of approximately $81,000,000 in support of the
commercial paper. In the event that the Company defaults on its obligations under the leases, the SPEs could draw on the letters of credit in order to redeem the
commercial paper. These letters of credit reduce the Company's available borrowing capacity under the Company's revolving credit facility. Upon
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expiration of the synthetic operating leases, the Company can elect to purchase the related assets of both facilities at a total cost specified in the lease agreement
of approximately $80,000,000. If the Company does not elect to purchase the related assets, the Company is required to honor certain fair value guarantees. These
guarantees require the Company to reimburse the lessor for any shortfall from a fair value specified in the lease agreement. Currently, the Company expects to
purchase the related assets upon expiration of the synthetic operating leases, or otherwise enter into an arrangement to maintain the continued use of these
facilities.

        In January 2003, the FASB issued Interpretation No. 46, "Consolidation of Variable Interest Entities", ("FIN 46"). The Company is assessing the impact of
adoption of FIN 46. However, based on management's preliminary assessment, it is reasonably possible that the Company will be required to consolidate the
VIEs (previously referred to as SPEs or special purpose entities) from which it leases two of its PowerMax inventory distribution facilities beginning in the third
quarter of fiscal year 2003. If the Company is required to consolidate the VIEs, the assets and related depreciation, liabilities and non-controlling interests of these
VIEs will be reflected in the Company's consolidated financial statements.

        The table below summarizes the future minimum lease payments and future minimum rentals due under non-cancelable leases as of January 25, 2003.

Fiscal Year

 

Operating
Leases

  

(In thousands)

2003  $ 338,202
2004   314,004
2005   286,644
2006   260,346
2007   227,087
Thereafter   1,164,380
  
 Total minimum lease payments  $ 2,590,663
  

        Other long-term liabilities as of January 25, 2003 included approximately $66,756,000, related to future rent escalation clauses under certain operating leases
that are recognized on a straight-line basis over the terms of the respective lease.

        A summary of operating lease rental expense and short-term rentals, net of sublease income, is as follows:

Fiscal Year Ended

 

January 25,
2003

  

(In thousands)

Minimum rentals  $ 345,890
Percentage rentals   618
  
 Total  $ 346,508
  

Other Commitments

        In accordance with an amended and restated joint venture agreement, the minority owner of the Company's subsidiary in Mexico, OfficeMax de Mexico, can
elect to put its remaining 49% interest in the subsidiary to the Company, if certain earnings targets are achieved. These earnings targets are calculated quarterly on
a rolling four quarter basis. If the earnings targets are achieved and the minority owner elects to put its ownership interest to the Company, the purchase price
would be equal to fair value calculated based on the subsidiary's earnings for the last four quarters before interest, taxes, depreciation and amortization and current
market multiples of similar companies. The fair value purchase price for fiscal year 2003 is currently estimated at $25,000,000 to $30,000,000.
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        The Company has an arrangement with a financial services company (the "Issuer") whereby the Issuer manages the Company's private label credit card
programs. The credit card accounts, and receivables generated thereby, are owned by the Issuer. Under the terms of the agreement, the Issuer charges the
Company a fee to cover the Issuer's cost of providing credit and collecting the receivables which are non-recourse to the Company. The Company's agreement
with the Issuer permits the Issuer to terminate the agreement at anytime if the Company does not maintain a minimum tangible net worth as defined in the
agreement. As of January 25, 2003, the Company's tangible net worth exceeded the minimum tangible net worth required by the agreement with the Issuer by
approximately $36,935,000. The Company believes that if it did not maintain the required minimum tangible net worth and the Issuer terminated the agreement, it
would be able to find another financial services company to manage its private label credit card programs.

        There are various claims, lawsuits and pending actions against the Company incident to the Company's operations. It is the opinion of management that the
ultimate resolution of these matters will not have a material adverse effect on the Company's liquidity, financial position or results of operations. See Note 11 of
Notes to Consolidated Financial Statements for information regarding litigation and arbitration proceedings involving the Company and Gateway Companies, Inc.
("Gateway").

Note 6.    Income Taxes



        In the fourth quarter of fiscal year 2001, the Company recorded a $170,616,000 charge to establish a valuation allowance for its net deferred tax assets,
including amounts related to its net operating loss carryforwards. The valuation allowance was calculated in accordance with the provisions of FAS 109, which
places primary importance on the Company's operating results in the most recent three-year period when assessing the need for a valuation allowance. Although
management believes the Company's results for those periods were heavily affected by deliberate and planned infrastructure improvements, including its
PowerMax distribution network and state-of-the-art SAP computer system, as well as an aggressive store closing program, the Company's cumulative loss in the
three-year period ended January 26, 2002 represented negative evidence sufficient to require a full valuation allowance under the provisions of FAS 109. The
Company intends to maintain a full valuation allowance for its net deferred tax assets until sufficient positive evidence exists to support reversal of some portion,
or the remainder, of the allowance. Until such time, except for minor state, local and foreign tax provisions, the Company will have no reported tax provision, net
of valuation allowance adjustments. Any future decision to reverse a portion or all of the remaining valuation allowance will be based on consideration of several
factors including, but not limited to, the Company's expectations regarding future taxable income and the Company's cumulative income or loss in the then most
recent three-year period.

        On March 9, 2002, President Bush signed into law the "Job Creation and Worker Assistance Act" (H.R. 3090). This new tax law temporarily extends the
carryback period to five years from two years for net operating losses incurred during the Company's taxable years ended in 2001 and 2000. During the first
quarter of fiscal year 2002, the Company reversed a portion of the valuation allowance recorded during the fourth quarter of fiscal year 2001 and recognized an
income tax benefit of $57,500,000 due to the extension of the carryback period. As of January 25, 2003, the valuation allowance was approximately
$108,885,000, which represents a full valuation allowance of the Company's net deferred tax assets, including amounts related to its net operating loss
carryforwards. The Company has received refunds for all of the additional net operating loss carryback resulting from the extension of the carryback period.

        Also during fiscal year 2002, the Company received refunds of amounts on deposit with the IRS of approximately $30,000,000 related to prior year tax
returns.
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        The provision (benefit) for income taxes consists of:

Fiscal Year Ended

 

January 25,
2003

 

  

(in thousands)

 
Current federal  $ — 
State and local   — 
Foreign   — 
Deferred   61,731 
Valuation allowance   (61,731)
Benefit due to change in tax law   (57,500)
   
 Total income tax expense (benefit)  $ (57,500)
   

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

Fiscal Year Ended

 

January 25,
2003

 
Federal statutory rate (benefit)  35.0  %
State and local taxes, net of federal tax  3.0  %
Goodwill amortization  — 
Valuation allowance  (38.0)%
Benefit due to change in tax law  (308.1)%
Other  — 
   
 Total income tax expense (benefit)  (308.1)%
   

        The Company's net deferred tax assets are attributable to temporary differences related to:

Fiscal Year Ended

 

January 25,
2003

 

  

(in thousands)

 
Inventory  $ 5,361 
Property and equipment   (10,212)
Escalating rent   26,244 
Store closing reserve   43,608 
Accrued expenses not currently deductible   27,337 
Net operating loss carryforwards and other   16,547 
Valuation allowance   (108,885)
   
 Total net deferred tax assets  $ — 
   



Note 7.    Supplemental Cash Flow Information

        Additional supplemental information related to the Consolidated Statement of Cash Flows is as follows:

Fiscal Year Ended

 

January 25,
2003

  

(in thousands)

Cash transactions:    
 Cash paid for interest  $ 2,749
 Cash paid for income taxes (excluding income tax refunds)   13,192
 Cash paid for acquisition of majority interest in OfficeMax de Mexico   —

Non-cash transactions:    
 Liabilities accrued for property and equipment acquired   5,781
 Tax benefit related to exercise of stock options   —
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Note 8. Employee Benefit Plans

Stock Purchase Plans

        The Company has adopted a Management Share Purchase Plan (the "Management Plan"), an Employee Share Purchase Plan (the "Employee Plan") and a
Director Share Plan (the "Director Plan"). Under the Management Plan, the Company's officers are required to use at least 20%, and may use up to 100%, of their
annual incentive bonuses to purchase restricted common shares of the Company at a 20% discount from the fair value of the same number of unrestricted
common shares. Restricted common shares purchased under the Management Plan are generally restricted from sale or transfer for three years from date of
purchase. The maximum number of common shares reserved for issuance under the Management Plan is 1,242,227. The Company recognized compensation
expense for the discount on the restricted common shares of $25,000 in fiscal year 2002.

        The Employee Plan is available to all full-time employees of the Company who are not covered under the Management Plan and who have worked at least
1,000 hours during a period of 12 consecutive months. Each eligible employee has the right to purchase, on a quarterly basis, the Company's common shares at a
15% discount from the fair market value per common share. Shares purchased under the Employee Plan are generally restricted from sale or transfer for one year
from date of purchase. The maximum number of shares eligible for purchase under the Employee Plan is 2,958,761. The Company is not required to record
compensation expense with respect to shares purchased under the Employee Plan.

        The Director Plan covers all directors of the Company who are not officers or employees of the Company. Participants receive their entire annual retainer in
the form of restricted common shares paid at the beginning of the relevant calendar year and all of their meeting fees in the form of unrestricted common shares
paid at the end of the calendar quarter in which the meetings occurred. Shares paid to participants in the Director Plan are issued at the fair market value on the
date of grant without discount. The restrictions on such shares generally lapse one year from the date of grant. The maximum number of shares reserved for
issuance under the Director Plan is 750,000.

Savings Plans

        Employees of the Company who meet certain service requirements are eligible to participate in the Company's 401(k) Savings Plan. Participants may
contribute 2% to 15% of their annual earnings, subject to statutory limitations. The Company matches 50% of the first 3% of the employee's contribution. Such
matching Company contributions are invested in shares of the Company's common stock and become vested 50% after two years of service and 100% after three
years of service. Highly compensated employees (as defined by the Employee Retirement Income Security Act of 1974, as amended) are eligible to participate in
the Company's Executive Savings Deferral Plan ("ESDP") if their contributions to the 401(k) Savings Plan are limited. The provisions of the ESDP are similar to
those of the Company's 401(k) Savings Plan. The charge to operations for the Company's matching contributions to these plans amounted to $1,635,000 for fiscal
year 2002.

Stock Option Plans

        The Company's Equity-Based Award Plan provides for the issuance of up to 26,000,000 share appreciation rights, restricted shares and options to purchase
common shares. Options granted under the Equity-Based Award Plan become exercisable from one to seven years after the date of grant and expire ten years from
date of grant.

        Exercisable options outstanding were 7,995,054 as of January 25, 2003.
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        Option activity for the last fiscal year was as follows:

  

Shares

 

Weighted Average
Exercise Price

Outstanding at January 26, 2002  13,815,790  7.85
Granted  3,869,790  5.73
Exercised  (1,111,946)  2.68
Forfeited  (1,514,859)  7.62
   



Outstanding at January 25, 2003  15,058,775 $ 7.71
   

        The following table summarizes information about options outstanding as of January 25, 2003:

 
 

Options Outstanding   
 

Options Exercisable

 

 

Weighted Average
Remaining Life

(Years)
Range of

Exercise Prices

 

Options

 

Weighted Average
Exercise Price

 

Options

 

Weighted Average
Exercise Price

$  2.38 to $  4.31  2,599,305 $ 3.10 8.3  1,194,680 $ 2.94
$  4.56 to $  5.96  3,684,479 $ 5.75 9.1  140,046 $ 5.39
$  6.06 to $  7.08  2,737,925 $ 6.57 6.7  1,850,304 $ 6.61
$  7.56 to $  9.78  2,042,585 $ 7.92 5.6  1,280,417 $ 7.72
$10.19 to $11.75  2,063,333 $ 11.48 3.3  1,951,329 $ 11.54
$13.88 to $18.07  1,931,148 $ 15.02 4.3  1,578,278 $ 15.12

Note 9. Business Segments

        The Company has two business segments: Domestic and International. The Company's operations in the United States, Puerto Rico and the U.S. Virgin
Islands, comprised of its retail stores, e-Commerce operations, catalog business and outside sales groups, are included in the Domestic segment. The Domestic
segment also includes the Company's investments accounted for under the cost or equity methods, including its investment in a Brazilian company. The
operations of the Company's majority-owned subsidiary in Mexico, OfficeMax de Mexico, are included in the International segment. During recent years,
OfficeMax has integrated and aligned its domestic e-Commerce operations, catalog business and outside sales groups with its superstores in order to more
efficiently leverage its various business channels. As a result, management evaluates performance and allocates resources based on an integrated view of its
domestic operations. Management evaluates the performance of the Company's International segment separately because of the differences between the operating
environments for its Domestic and International segments.

        The accounting policies of the Company's business segments are the same as those described in the Summary of Significant Accountings Policies (Note 1 of
Notes to Consolidated Financial Statements). The combined results of operations and assets of the Company's business segments are equal to the Company's
consolidated results of operations and assets.
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        The following table summarizes the results of operations for the Company's business segments:

Fiscal Year 2002

 

Total Company

 

Domestic

 

International

 

  

(In thousands)

 
Sales  $ 4,775,563 $ 4,622,479 $ 153,084 
Cost of merchandise sold, including buying and occupancy costs   3,578,872  3,461,366  117,506 
     
Gross profit   1,196,691  1,161,113  35,578 
Store closing and asset impairment   2,489  2,489  — 
Operating income   24,645  20,307  4,338 
Interest expense (income), net   5,980  6,622  (642)
Income tax benefit   (57,500)  (57,500)  — 
Minority interest   2,441  —  2,441 
     
Net income  $ 73,724 $ 71,185 $ 2,539 
     

        The total assets of the International segment were approximately $69,728,000 as of January 25, 2003. The total assets of the International segment included
long-lived assets, primarily fixed assets, of approximately $23,676,000 as of January 25, 2003. Depreciation expense for the International segment was
approximately $4,016,000 for fiscal year 2002. Included in the total assets of the International segment was goodwill of $3,699,000, which was net of $968,000
of accumulated amortization, as of January 25, 2003. As a result of a new accounting pronouncement, FAS 142, that was effective for the Company as of the
beginning of fiscal year 2002, goodwill is no longer amortized.

        The Company has a 19% interest in a Brazilian company that operated two superstores in Brazil. During the first quarter of fiscal year 2002, the Brazilian
company closed its two superstores and ceased operations. The Company accounts for its investment in the Brazilian company on the cost basis and wrote-off its
remaining investment as well as receivables from the Brazilian company in the fourth quarter of fiscal year 2001. The write-off totaled $5,631,000 and was
included in the charge for store closing and asset impairment reported in the Domestic segment. The Company includes its investments accounted for under the
cost or equity methods, including its investment in the Brazilian company, in the Domestic segment.

        Other than its investment in OfficeMax de Mexico, the Company has no international sales or assets.

Note 10. Shareholders' Equity

Shareholder Rights Plan

        During the first quarter of fiscal year 2000, the Company adopted a Shareholder Rights Plan designed to protect its shareholders against "abusive takeover
tactics", by providing certain rights to its shareholders if any group or person acquires more than 15 percent of the Company's common stock. The plan was
implemented by issuing one preferred share purchase right for each share of common stock outstanding at the close of business on March 17, 2000, or issued



thereafter until the rights become exercisable. Each right will entitle the holder to buy one one-thousandth of a participating preferred share at a $30 initial
exercise price. Each fraction of a participating preferred share will be equivalent to a share of the Company's common stock. The rights become exercisable if any
group acquires more than 15% of the outstanding OfficeMax common stock or if a person or group begins a tender or exchange offer that could result in such an
acquisition.
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Note 11. Gateway Alliance

        In fiscal year 2000, Gateway committed to operate licensed store-within-a-store computer departments within all OfficeMax superstores in the United States
pursuant to a strategic alliance, which included the terms of a Master License Agreement (the "MLA"). In connection with the investment requirements of the
strategic alliance, during the second quarter of fiscal year 2000, Gateway invested $50,000,000 in OfficeMax convertible preferred stock—$30,000,000 in
Series A Voting Preference Shares (the "Series A Shares") designated for OfficeMax and $20,000,000 in Series B Serial Preferred Shares (the "Series B Shares")
designated for OfficeMax.com.

        The Series A Shares, which had a purchase price of $9.75 per share, voted on an as-converted to Common Shares basis (one vote per share) and did not bear
any interest or coupon. The Series A Shares were to increase in value from $9.75 per share to $12.50 per share on a straight-line basis over the five-year term of
the alliance. The Company recognized the increase in value by a charge directly to Retained Earnings for Preferred Share Accretion. The Series B Shares, which
had a purchase price of $10 per share and a coupon rate of 7% per annum, had no voting rights.

        During the first quarter of fiscal year 2001, Gateway announced its intention to discontinue selling computers in non-Gateway stores, including OfficeMax
superstores. At that time, OfficeMax and Gateway began discussing legal issues regarding Gateway's performance under the strategic alliance. In the second
quarter of fiscal year 2001, Gateway ended its rollout of Gateway store-within-a-store computer departments in the Company's superstores and has since removed
its equipment and fixtures from such stores. On July 23, 2001, Gateway notified the Company of its termination of the MLA and its desire to exercise its
redemption rights with respect to the Series B Shares. Thereafter, the Company, which had previously notified Gateway of Gateway's breaches under the MLA
and related agreements, reaffirmed its position that Gateway was in breach of its obligations under the MLA and related agreements. Accordingly, the Company
stopped recording the accretion of the Series A Shares and accruing interest on the Series B Shares at that date. Litigation and arbitration proceedings have
commenced with each party asserting claims of non-performance against each other.

        During the fourth quarter of fiscal year 2001, Gateway elected to convert its Series A Shares, plus accrued preferred share accretion of $2,115,000, into
9,366,109 common shares of the Company.

        OfficeMax does not anticipate redeeming any of the Series B Shares owned by Gateway until all of the issues associated with the strategic alliance and its
wind down have been resolved. Based on current circumstances, it is unclear when such a resolution will occur. In May 2001, OfficeMax announced a strategic
alliance with another computer provider.

Note 12. Earnings Per Common Share

        Basic earnings per common share is based on the weighted average number of common shares outstanding, and diluted earnings per common share is based
on the weighted average number of common shares outstanding and all potentially dilutive common stock equivalents.
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        A reconciliation of the basic and diluted per share computations is as follows:

Fiscal Year Ended

 

January 25, 2003

  

(In thousands, except per share data)

Net income  $ 73,724
Preferred stock accretion   —
  
Net income available to common shareholders  $ 73,724
  
Weighted average number of common shares outstanding   123,817
Effect of dilutive securities:    
 Stock options   1,243
 Restricted stock   49
  
Weighted average number of common shares outstanding and assumed conversions   125,109
  
Basic earnings per common share  $ 0.60
  
Diluted earnings per common share  $ 0.59
  

        Options to purchase 12,368,499 common shares were excluded from the calculation of diluted earnings per common share in fiscal year 2002, because the
exercise prices of the options were greater than the average market price. These shares had a weighted average exercise price of $8.70.

Note 13. Quarterly Consolidated Results of Operations



        Unaudited quarterly consolidated results of operations for the fiscal year ended January 25, 2003 is summarized as follows:

Fiscal Year 2002
(unaudited)

  

First
Quarter(1)

 

Second
Quarter(2)

 

Third
Quarter

 

Fourth
Quarter(2)

  

(In thousands, except per share data)

Sales  $ 1,178,152 $ 1,006,271 $ 1,255,606 $ 1,335,534
Cost of merchandise sold, including buying and occupancy costs   878,824  759,288  937,942  1,002,818
     
Gross profit   299,328  246,983  317,664  332,716
Store closing and asset impairment   —  1,777  —  712
Operating income (loss)   8,102  (31,273)  18,842  28,974
Income (loss) before income taxes   6,761  (33,398)  17,562  27,740
Income tax benefit   (57,500)  —  —  —
Net income (loss)  $ 63,518 $ (33,362) $ 16,512 $ 27,056
Income (loss) per common share:             
 Basic  $ 0.52 $ (0.27) $ 0.13 $ 0.22
 Diluted  $ 0.51 $ (0.27) $ 0.13 $ 0.22

(1) During the first quarter of fiscal year 2002, the Company reversed a portion of the deferred tax asset valuation allowance recorded during the fourth
quarter of fiscal year 2001 and recorded an income tax benefit of $57,500,000 due to the effects of a new tax law that extended the carryback period for
net operating losses incurred during the Company's taxable years ended in 2001 and 2000. See Note 6 of Notes to Consolidated Financial Statements for
additional information regarding income taxes. 

(2) The Company recorded a charge of $1,777,000 for asset impairment during the second quarter of fiscal year 2002. During the fourth quarter of fiscal year
2002, the Company recorded a net charge of $712,000 for store closing and asset impairment. See Note 2 of Notes to Consolidated Financial Statements
for additional information regarding store closing and asset impairment charges.
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Exhibit 99.2

OFFICEMAX, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
(Dollars in thousands, except per share data) 

  

13 Weeks Ended

 

39 Weeks Ended

 

  

October 25,
2003

 

October 26,
2002

 

October 25,
2003

 

October 26,
2002

 
TOTAL SALES  $ 1,286,223 $ 1,255,606 $ 3,558,739 $ 3,440,029 
COST OF MERCHANDISE SOLD INCLUDING BUYING &
OCCUP COSTS   943,473  937,942  2,647,098  2,576,054 
      
GROSS MARGIN   342,750  317,664  911,641  863,975 
STORE OPERATING & SELLING EXPENSES   282,057  265,963  800,407  766,263 
GEN & ADMIN EXPENSES   34,520  32,859  99,668  102,041 
      
TOTAL OPERATING EXPENSES   316,577  298,822  900,075  868,304 
      
OPERATING INCOME   26,173  18,842  11,566  (4,329)
INTEREST EXPENSE, NET   1,028  1,280  2,443  4,746 
      
INCOME BEFORE INCOME TAXES   25,145  17,562  9,123  (9,075)
INCOME TAX BENEFIT   —  —  —  (57,500)
JV MINORITY INTEREST   1,079  1,050  1,980  1,757 
      
NET INCOME  $ 24,066 $ 16,512 $ 7,143 $ 46,668 
      

INCOME PER COMMON SHARE:              
 BASIC  $ 0.19 $ 0.13 $ 0.06 $ 0.38 
 DILUTED  $ 0.18 $ 0.13 $ 0.06 $ 0.37 

WEIGHTED AVERAGE NUMBER OF COMMON SHARES
OUTSTANDING:              
 BASIC   127,961  124,011  126,138  123,723 
 DILUTED   132,647  124,790  128,493  124,867 
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OFFICEMAX, INC.
CONSOLIDATED BALANCE SHEETS

(Dollars in thousands)

  

October 25,
2003

 

January 25,
2003

 

  

(Unaudited)

   
Assets        
Current assets:        
 Cash and equivalents  $ 143,346 $ 137,143 
 Accounts receivable, net of allowances of $1,020 and $1,073, respectively   114,693  90,339 
 Merchandise inventories   936,313  927,679 
 Other current assets   34,448  27,585 
    
 Total current assets   1,228,800  1,182,746 
Property and Equipment:        
 Buildings and land   36,271  36,133 
 Leasehold improvements   219,247  183,547 
 Furniture, fixtures and equipment   669,485  645,466 
    
 Total property and equipment   925,003  865,146 
 Less: Accumulated depreciation   (628,786)  (567,709)
    
  Property and equipment, net   296,217  297,437 



Other assets and deferred charges   15,316  14,763 
Goodwill, net of accumulated amortization of $89,757   290,495  290,495 
    
  $ 1,830,828 $ 1,785,441 
    

Liabilities and Shareholders' Equity        
Current liabilities:        
 Accounts payable—trade  $ 502,632 $ 437,884 
 Accrued expenses and other liabilities   196,725  227,022 
 Accrued salaries and related expenses   47,336  60,190 
 Taxes other than income taxes   89,864  79,781 
 Credit facilities   —  — 
 Redeemable preferred shares—Series B   —  21,750 
 Mortgage loan, current portion   133  128 
    
 Total current liabilities   836,690  826,755 
Mortgage loan   1,281  1,390 
Other long-term liabilities   152,673  157,587 
    
  Total liabilities   990,644  985,732 
    
Commitments and contingencies   —  — 
Minority interest   20,047  19,264 
Shareholders' equity:        

 

Common stock, without par value; 200,000,000
shares authorized; 140,344,516 and 134,801,656
shares issued and outstanding, respectively   869,405  887,556 

 Cumulative translation adjustment   (3,716)  (2,457)
 Deferred stock compensation   (191)  (153)
 Retained (deficit)/earnings   (6,722)  (13,865)
 Less: Treasury stock, at cost   (38,639)  (90,636)
    
 Total shareholders' equity   820,137  780,445 
    
  $ 1,830,828 $ 1,785,441 
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OFFICEMAX, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(Dollars in thousands)

  

39 Weeks Ended
 

  

October 25,
2003

 

October 26,
2002

 
Cash provided by (used for):        
Operations        
 Net income  $ 7,143 $ 46,668 
 Adjustments to reconcile net income to net cash provided by operating activities:        
  Depreciation and amortization   66,698  67,308 
  Other—net   2,377  632 
 Changes in current assets and liabilities:        
  Increase in inventories   (9,983)  (95,971)
  Increase (decrease) in accounts payable   50,660  (10,271)
  (Increase) decrease in accounts receivable   (25,438)  11,337 
  (Decrease) increase in accrued liabilities   (24,630)  12,672 
  Store closing and asset impairment   (17,306)  (18,267)
 Other—net   507  (15,665)
    
  Net cash provided by (used for) operations   50,028  (1,557)
    
Investing        
 Capital expenditures   (71,660)  (33,007)
 Other—net   (572)  (2,905)
    

Net cash used for investing   (72,232)  (35,912)



  
    

Financing        
 Increase in revolving credit facility   —  19,000 
 Payments of mortgage principal   (104)  (99)
 Increase in overdraft balances   15,994  10 
 Proceeds from issuance of common stock, net   33,846  3,578 
 Redemption of preferred share purchase rights   (21,750)  — 
 Other—net   854  (1,002)
    
  Net cash provided by financing   28,840  21,487 

Effect of exchange rate changes on cash and equivalents   (433)  (733)
    

Net increase (decrease) in cash and equivalents   6,203  (16,715)
Cash and equivalents, beginning of period   137,143  76,751 
    

Cash and equivalents, end of period  $ 143,346 $ 60,036 
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OFFICEMAX, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FOR THE 13 AND 39 WEEKS ENDED
OCTOBER 25, 2003 AND OCTOBER 26, 2002

Significant Accounting and Reporting Policies

1. The accompanying unaudited consolidated financial statements have been prepared from the financial records of OfficeMax, Inc. and its subsidiaries (the
"Company" or "OfficeMax") and reflect all adjustments which are, in the opinion of management, necessary to fairly present the results of the interim
periods covered in this report. The results for any interim period are not necessarily indicative of the results to be expected for the full fiscal year. 

2. The Company's consolidated financial statements for the 13 and 39 weeks ended October 25, 2003 and October 26, 2002 included in this Report on
Form 8-K have been prepared in accordance with the accounting policies described in the Notes to Consolidated Financial Statements for the fiscal year
ended January 25, 2003 which are attached as Exhibit 99.1 to this Report on Form 8-K. Certain information and footnote disclosures normally included in
financial statements prepared in accordance with accounting principles generally accepted in the United States of America have been condensed or
omitted in accordance with the rules and regulations of the Securities and Exchange Commission. These financial statements should be read in
conjunction with the financial statements and the notes thereto attached as Exhibit 99.1 referred to above. Certain reclassifications have been made to
prior year amounts to conform to the current presentation. 

3. OfficeMax serves its customers through nearly 1,000 superstores, e-Commerce Web sites and direct-mail catalogs. The Company has operations in the
United States, Canada, Puerto Rico, the U.S. Virgin Islands and Mexico. In addition to offering office products, business machines and related items,
OfficeMax superstores also feature CopyMax and FurnitureMax, store-within-a-store modules devoted exclusively to print-for-pay services and office
furniture. The Company also reaches customers in the United States with an offering of over 40,000 items through its e-Commerce site, OfficeMax.com,
its direct-mail catalogs and its outside sales force, all of which are serviced by its three PowerMax inventory distribution facilities, 17 delivery centers and
two national customer call and contact centers.

F-4

4. The Company accounts for stock-based compensation under the provisions of Accounting Principles Board Opinion No. 25, "Accounting for Stock Issued
to Employees" and provides pro forma disclosures of compensation expense determined under the fair value provisions of Statement of Financial
Accounting Standards No. 123, "Accounting for Stock-Based Compensation" ("FAS 123") as amended by Statement of Financial Accounting Standards
No. 148, "Accounting for Stock-Based Compensation—Transition and Disclosure." The following pro forma disclosures of compensation expense are
based on the fair value provisions of FAS 123 using the Black-Scholes option pricing model to estimate the fair value of options at the date of grant.

  

13 Weeks Ended

 

39 Weeks Ended

  

October 25,
2003

 

October 26,
2002

 

October 25,
2003

 

October 26,
2002

  

(In thousands, except per share data)

Net income, as reported  $ 24,066 $ 16,512 $ 7,143 $ 46,668
Stock-based compensation excluded from reported
net income   1,446  1,277  2,351  3,599
     
Pro forma net income  $ 22,620 $ 15,235 $ 4,792 $ 43,069



     

Pro forma basic earnings per common share  $ 0.18 $ 0.12 $ 0.04 $ 0.35
     
Pro forma diluted earnings per common share  $ 0.17 $ 0.12 $ 0.04 $ 0.34
     

5. The components of the Company's comprehensive income are as follows:

  

13 Weeks Ended

 

39 Weeks Ended

 

  

October 25,
2003

 

October 26,
2002

 

October 25,
2003

 

October 26,
2002

 

  

(In thousands)

 
Net income (loss)  $ 24,066 $ 16,512 $ 7,143 $ 46,668 
Other comprehensive income (loss):              
 Cumulative translation adjustment   55  (2,898)  (38)  (3,015)
      
Comprehensive income (loss)  $ 24,121 $ 13,614 $ 7,105 $ 43,653 
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6. Basic earnings per common share is based on the weighted average number of common shares outstanding. Diluted earnings per common share is based
on the weighted average number of common shares outstanding and all potentially dilutive common stock equivalents.

A reconciliation of the basic and diluted per share computations is as follows:

  

13 Weeks Ended

 

39 Weeks Ended

 

  

October 25,
2003

 

October 26,
2002

 

October 25,
2003

 

October 26,
2002

 

  

(Dollars in thousands, except per share data)

 
Net income available to common shareholders  $ 24,066 $ 16,512 $ 7,143 $ 46,668 
      

Weighted average number of common shares outstanding   127,960,737  124,011,459  126,138,273  123,722,642 

Effect of dilutive securities:              
 Stock options   4,487,984  727,148  2,155,796  1,093,642 
 Restricted stock   198,560  51,207  199,130  51,207 
      

Weighted average number of common shares outstanding
and assumed conversions   132,647,281  124,789,814  128,493,199  124,867,491 
      

Basic earnings per common share  $ 0.19 $ 0.13 $ 0.06 $ 0.38 
      

Diluted earnings per common share  $ 0.18(1) $ 0.13(2) $ 0.06(1) $ 0.37(2)
      

(1) Options to purchase 3,743,163 and 4,247,368 common shares were excluded from the calculation of diluted earnings per common share for the 13 and 39 weeks ended October 25, 2003, respectively,
because the exercise prices of these options were greater than the average market price. The weighted average exercise price of these options was $13.16 and $12.60, respectively. 

(2) Options to purchase 12,908,071 and 12,710,824 common shares were excluded from the calculation of diluted earnings per common share for the 13 and 39 weeks ended October 26, 2002,
respectively, because the exercise prices of these options were greater than the average market price. The weighted average exercise price of these options was $8.66 and $8.72, respectively.
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7. The Company has two business segments: Domestic and International. The Company's operations in the United States, Puerto Rico and the U.S. Virgin
Islands, comprised of its retail stores, e-Commerce operations, catalog business and outside sales groups, are included in the Domestic segment. The
operations of the Company's majority-owned subsidiary in Mexico, OfficeMax de Mexico, are included in the International segment.

The following table summarizes the results of operations for the Company's business segments for the 13 weeks ended October 25, 2003 and October 26,
2002:

13 Weeks Ended October 25, 2003

 

Total
Company

 

Domestic

 

International

 

  

(In thousands)

 
Sales  $ 1,286,223 $ 1,243,962 $ 42,261 



Cost of merchandise sold, including buying and occupancy costs   943,473  911,637  31,836 
     
Gross profit   342,750  332,325  10,425 
Operating income   26,173  24,030  2,143 
Interest expense (income), net   1,028  1,085  (57)
Minority interest   1,079  —  1,079 
     
Net income  $ 24,066 $ 22,945 $ 1,121 
     

13 Weeks Ended October 26, 2002

 

Total
Company

 

Domestic

 

International

 
Sales  $ 1,255,606 $ 1,213,243 $ 42,363 
Cost of merchandise sold, including buying and occupancy costs   937,942  905,881  32,061 
     
Gross profit   317,664  307,362  10,302 
Operating income   18,842  16,835  2,007 
Interest expense (income), net   1,280  1,416  (136)
Minority interest   1,050  —  1,050 
     
Net income  $ 16,512 $ 15,419 $ 1,093 
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The following table summarizes the results of operations for the Company's business segments for the 39 weeks ended October 25, 2003 and October 26,
2002:

39 Weeks Ended October 25, 2003

 

Total
Company

 

Domestic

 

International

 

  

(In thousands)

 
Sales  $ 3,558,739 $ 3,451,721 $ 107,018 
Cost of merchandise sold, including buying and occupancy costs   2,647,098  2,567,394  79,704 
     
Gross profit   911,641  884,327  27,314 
Operating income   11,566  8,153  3,413 
Interest expense (income), net   2,443  3,070  (627)
Minority interest   1,980  —  1,980 
     
Net income  $ 7,143 $ 5,083 $ 2,060 
     

39 Weeks Ended October 26, 2002

 

Total
Company

 

Domestic

 

International

 
Sales  $ 3,440,029 $ 3,323,434 $ 116,595 
Cost of merchandise sold, including buying and occupancy costs   2,576,054  2,486,487  89,567 
     
Gross profit   863,975  836,947  27,028 
Operating income (loss)   (4,329)  (7,470)  3,141 
Interest expense (income), net   4,746  5,190  (444)
Income tax benefit   (57,500)  (57,500)  — 
Minority interest   1,757  —  1,757 
     
Net income  $ 46,668 $ 44,840 $ 1,828 
     

The total assets of the International segment were approximately $72,448,000 and $69,728,000 as of October 25, 2003 and January 25, 2003, respectively.
The total assets of the International segment included long-lived assets, primarily property and equipment, of approximately $22,097,000 and $23,676,000
as of October 25, 2003 and January 25, 2003, respectively. Depreciation expense for the International segment was approximately $790,000 and
$2,409,000 for the 13 and 39 weeks ended October 25, 2003, respectively, and $791,000 and $2,490,000 for the 13 and 39 weeks ended October 26, 2002,
respectively. Included in the total assets of the International segment was goodwill, net of accumulated amortization, of $3,699,000 as of October 25, 2003
and January 25, 2003.
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8. During the fourth quarter of fiscal year 2002, the Company conducted a review of its domestic real estate portfolio and committed to close eight
underperforming superstores and one delivery center. In conjunction with these closings, the Company recorded a pre-tax charge for store closing and
asset impairment of $11,915,000 during the fourth quarter of fiscal year 2002. Also during the fourth quarter of fiscal year 2002, the Company reversed
certain portions of the store closing reserves established in fiscal year 2001 and fiscal year 2000 when those portions of the reserves were deemed no
longer necessary. The reversals reduced the fiscal year 2002 charge by approximately $11,203,000.



During the first quarter of fiscal year 2003, the Company closed the delivery center and two of the superstores included in the charge for store closing and
asset impairment recorded during the fourth quarter of fiscal year 2002. The remaining superstores are expected to close during fiscal year 2003.

A reconciliation of the major components of the Company's store closing reserve is as follows:

  

Balance
January 25,

2003

 

Payment /
Usage

 

Balance
October 25,

2003

  

(in thousands)

Lease disposition costs, net of sublease income  $ 101,304 $ 14,890 $ 86,414
Other closing costs   2,926  2,415  511
    
 Total  $ 104,230 $ 17,305 $ 86,925
    

As of October 25, 2003 and January 25, 2003, $69,921,000 and $81,330,000 of the store closing reserve, respectively, was included in other long-term
liabilities. Lease disposition cost included in the reserve for store closing costs includes the aggregate rent expense for the closed stores net of expected
future sublease income of $94,070,000 and $109,139,000 as of October 25, 2003 and January 25, 2003, respectively. Of the total expected future sublease
income included in the reserve for store closing costs, the Company had obtained sublease or assignment agreements for certain of its closed stores
totaling $52,925,000 as of October 25, 2003.

9. In the fourth quarter of fiscal year 2001, the Company recorded a $170,616,000 charge to establish a valuation allowance for its net deferred tax assets,
including amounts related to its net operating loss carryforwards. The valuation allowance was calculated in accordance with the provisions of Statement
of Financial Accounting Standards No. 109, "Accounting for Income Taxes" ("FAS 109"), which places primary importance on the Company's operating
results in the most recent three-year period when assessing the need for a valuation allowance. Although management believes the Company's results for
those periods were heavily affected by deliberate and planned infrastructure improvements, including its PowerMax distribution network and state-of-the-
art SAP computer system, as well as an aggressive store closing program, the Company's cumulative loss in the most recent three-year period represented
negative evidence sufficient to require a full valuation allowance under the provisions of FAS 109. As of October 25, 2003, the valuation allowance was
approximately $106,063,000, which represents a full valuation allowance of the Company's net deferred tax assets, including amounts related to its net
operating loss carryforwards. The Company intends to maintain a full valuation allowance for its net deferred tax assets and net operating loss
carryforwards until sufficient positive evidence exists to support reversal of some portion or the remainder of the allowance. Until such time, except for
minor state, local and foreign tax provisions, the Company will have no reported tax provision, net of valuation allowance adjustments.

On March 9, 2002, President Bush signed into law the "Job Creation and Worker Assistance Act" (H.R. 3090). This new tax law temporarily extended the
carryback period, to five years from two years, for net operating losses incurred during the Company's taxable years ended in 2001 and 2000. During the
first quarter of fiscal year 2002, the Company reversed a portion of the valuation
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allowance recorded during the fourth quarter of fiscal year 2001 and recognized an income tax benefit of $57,500,000 due to the extension of the
carryback period. As of October 26, 2002, a receivable for the $57,500,000 income tax refund was included in other current assets. The Company
received refunds for the additional net operating loss carryback resulting from the extension of the carryback period during fiscal year 2002.

10. In January 2003, the FASB issued Interpretation No. 46, "Consolidation of Variable Interest Entities" ("FIN 46"). FIN 46 clarifies consolidation
requirements for variable interest entities ("VIEs") which establishes additional factors beyond ownership of a majority voting interest to indicate that a
company has a controlling financial interest in an entity (or a relationship sufficiently similar to a controlling financial interest that it requires
consolidation). Consolidation of a VIE by an investor is required when it is determined that the investor will absorb a majority of the VIE's expected
losses or residual returns, if they occur. In October 2003, the FASB voted to defer adoption of FIN 46 for all VIE's or potential VIE's created before
February 1, 2003 until the first fiscal period ending after December 15, 2003. FIN 46 may be applied prospectively with a cumulative-effect adjustment as
of the date on which it is first applied or by restating previously issued financial statements with a cumulative-effect adjustment as of the beginning of the
first year restated.

The Company leases two of its PowerMax distribution facilities from VIEs (previously referred to as special purpose entities or SPEs) that have been
established by nationally prominent, creditworthy commercial lessors to facilitate the financing of the inventory distribution facilities. The VIEs finance
the cost of the property through the issuance of commercial paper. The Company has provided standby letters of credit of approximately $81,000,000 in
support of the commercial paper. In the event that the Company defaults on its obligations under the leases, the VIEs could draw on the letters of credit in
order to redeem the commercial paper. These letters of credit utilize a portion of the Company's available borrowing capacity under its revolving credit
facility. Upon expiration of the synthetic operating leases, the Company can elect to purchase the related assets of both facilities at a total cost specified in
the lease agreements of approximately $80,000,000. If the Company does not elect to purchase the related assets, the Company is required to honor
certain fair value guarantees. These guarantees require the Company to reimburse the lessor for any shortfall from a fair value specified in the lease
agreements. Currently, the Company expects to purchase the related assets upon expiration of the synthetic operating leases, or otherwise enter into an
arrangement to maintain the continued use of these facilities.

Based on the provisions of FIN 46, as of the beginning of its fourth quarter of fiscal year 2003, the Company is required to consolidate in its financial
statements the assets and related depreciation, liabilities and non-controlling interests of the VIEs involved in the leasing of its PowerMax inventory
distribution facilities. The Company's fourth quarter consolidated financial statements will reflect the outstanding debt of the VIEs of approximately
$80,000,000 in other long-term liabilities. Also as a result of consolidating the VIEs, the Company's consolidated financial statements will reflect the net
fixed assets of the VIEs of approximately $59,000,000 which is net of accumulated depreciation of approximately $21,000,000.

The Company has elected to adopt the provisions of FIN 46 prospectively with a cumulative-effect adjustment as of the beginning of the fourth quarter of
fiscal year 2003. Accordingly, the Company will record a non-cash extraordinary loss of approximately $21,000,000 in its fiscal fourth quarter which
represents the excess of the carrying value of the newly consolidated liabilities and non-controlling interests over the carrying value of the newly



consolidated assets. As a result of consolidating the VIEs, the Company will incur additional depreciation expense of approximately $1,000,000 per
quarter beginning in the fourth quarter of fiscal year 2003. Consolidation of the VIEs will have no impact on the Company's cash flows.
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11. In November 2002, the FASB Emerging Issues Task Force ("Task Force") issued EITF Issue 02-16, "Accounting by a Customer (including a Reseller) for
Cash Consideration Received from a Vendor" ("EITF 02-16"). EITF 02-16 addressed the following two issues: (i) the classification in a reseller's financial
statements of cash consideration received from a vendor ("Issue 1"); and (ii) the timing of recognition by a reseller of a rebate or refund from a vendor
that is contingent upon achieving a specific cumulative level of purchases or remaining a customer for a specified time period ("Issue 2"). Issue 1
stipulates that cash consideration received from a vendor is presumed to be a reduction of the prices of the vendors' products and should, therefore, be
recognized as a reduction of cost of merchandise sold when recognized in the reseller's financial statements. However, that presumption is overcome when
the consideration is either (a) a payment for assets or services delivered to the vendor, in which case the cash consideration should be recognized as
revenue (or other income, as appropriate) when recognized in the reseller's income statement, or (b) a reimbursement of a specific, incremental,
identifiable cost incurred by the reseller in selling the vendor's products, in which case the cash consideration should be characterized as a reduction of
that cost when recognized in the reseller's income statement. Issue 2 states that vendor rebates should be recognized on a systematic and rational
allocation of the cash consideration offered to each of the underlying transactions that results in progress by the reseller toward earning the rebate,
provided the amounts are probable and reasonably estimable. Issue 1 was effective for all new arrangements, including modifications of existing
arrangements, entered into after December 31, 2002. Issue 2 was effective for all new arrangements initiated after November 21, 2002.

The Company and its vendors participate in cooperative advertising programs and other vendor marketing programs in which vendors reimburse the
Company for a portion of its advertising expenses and other costs. In accordance with the transition provisions of EITF 02-16, the Company is required to
adopt the new guidance prospectively as it negotiates agreements with new vendors or modifies existing agreements. The Company's vendor agreements
typically do not have expiration dates and remain in effect until replaced, and therefore, it is expected to take up to 18 months to cycle through all vendor
program negotiations in the normal course of business. As a result of the more restrictive standards defined in Issue 1 of EITF 02-16, the Company is
required to record certain consideration received from its vendors as a reduction of cost of merchandise sold, which previously would have been
recognized as a reduction of a related advertising expense. This change in accounting may impact the timing of recognition of cash consideration received
from the Company's vendors and increase its gross profit and net advertising expenses. These changes do not affect the total amount of vendor income the
Company receives from its vendors. The application of the new guidance reduced earnings by approximately $.01 per diluted share during each of the first
and second quarters of fiscal year 2003 and by approximately $.02 per diluted share for the 39 weeks ended October 25, 2003.
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QuickLinks

OFFICEMAX, INC. CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited) (Dollars in thousands, except per share data)


