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Algonquin Mercantile Corporation

Suite 200, 931 Yonge Street
Toronto, Ontario M4W 2H7

Notice of Annual Meeting of Common Shareholders

NOTICE IS HEREBY GIVEN that an Annual Meeting (the “Meeting”) of the shareholders of Algonquin Mercantile
Corporation (the “Corporation”) will be held in the Library Room, Main Mezzanine Floor, Royal York Hotel, 100 Front
Street West, Toronto, Ontario, on Tuesday the 23rd day of July, 1985 at the hour of 11:15 o'clock in the forenoon ( Toronto
time) for the following purposes:

1. To elect directors;
2. To appoint auditors and to authorize the board of directors to fix their remuneration; and

3. To transact such further and other business as may properly come before the Meeting or any adjournment or
adjournments thereof.

A Management Information Circular (the “Circular”) and a copy of the 1985 Annual Report, including the consolidated
financial statements of the Corporation for the year ended March 31, 1985, accompany this notice of Meeting. Reference is
made to the Circular for details of the matters to be considered at the Meeting.

BY ORDER OF THE BOARD OF DIRECTORS

W. Ross Abbott
Toronto, Canada Vice-President and Secretary
June 20, 1985

NOTE:
Proxies are being solicited by the management of the Corporation. Holders of Commaon Shares who are unable to be present in person at the
Meeting are requested lo date, complete and sign the enclosed form of proxy and refurn it in the addressed envelope provided. Jor that purpose. 1o
be effective, proxies must be received before 5:00 P.M. (Toronto time) on Monday, July 22, 1985, by the Corporation at Suite 200, 931 Yonge
Street. Toronto. Ontario M4W 2H7.
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Algonquin Mercantile Corporation

Management Information Circular

Introduction

This Management Information Circular (the “Circular”) is furnished in connection with the solicitation by the Management of
Algonquin Mercantile Corporation ( hereinafter called “Algonquin* or the “Corporation”) of proxies to be voted at the Annual Meeting of
Shareholders of the Corporation ( the “Meeting™) to be held on Tuesday, July 23, 1985 for the purposes set forth in the accompanying notice
of the Meeting (the “Notice™).

This Circular, the Notice and the form of proxy are being first mailed to holders of common shares (**Common Shares”) of the Corporation on or
about June 28, 1985,

Voting Rights
The only class of securities of the Corporation carrying the right to vote at the Meeting is its Commaon Shares. which carry the right to one vote per
share. As at the date hereof there are outstanding 444,238 Common Shares.

The board of directors of the Corporation has not fixed a record date for the determination of shareholders of the Comporation entitled to notice of
and to attend and vote at the Meeting, Accordingly, holders of Common Shares and of Class A Non-Voting Shares of record as at the close of business on
the day immediately preceding the sending of the Circular and accompanying Notice are entitled to receive notice of and to attend at the Meeting in
person or by proxy, and the holders of Common Shares of record on such date shall be entitled to vote at the Meeting except that a transferee of Common
Shares acquired after such date shall be entitled to vote at the Meeting only if such transferee produces properly endorsed certificates for such Common
Shares or otherwise establishes ownership thereof and demands, not later than ten (10) clear days before the Meeting, that the name of such transferee
be included in the list of shareholders entitled to vote at the Meeting, Holders of Class A Non-Voting Shares are not entitled to vote on any matter
to be considered at the Meeting,

Holders of Common Shares desiring to be represented by proxy at the Meeting must deposit an executed form of proxy with the Secretarv of the
Corporation at the address set out above, prior to 5:00 P.M. (Toronto time) on Monday, July 22, 1985. A return envelope for this purpose is enclosed.

Certain Beneficial Owners of the Corporation’s Securities

The following table sets forth certain information as at June 20, 1985 with respect to any person or group of persons known by the directors and
officers of the Corporation to beneficially own, directly or indirectly. or exercise control or direction over, more than 10% of the Corporation’s Common
Shares:

Name of Approximate Number Percent of
lieneficial Owner of Common Shares Commaon Shares
Ceall 1. Franklin 268,398 O0.4%
Edward J. Kernaghan 46,600 10.4%

Election of Directors

A hoard of ten directors is to he elected at the Meeting to serve until the next annual meeting or until their successors are appointed. Unless
otherwise directed. the enclosed proxy will be voted for the election as directors of the nominees named below, who are the current directors
of the Corporation. The following information is submitted with respect to the nominees for director.

Common Shares Beneficially

Director Principal Occupation and Position owned i1s at
Nominees Since with Affiliated Corporations June 20, 19851
Hardee
Farms
Corpora: International
: il
tion Lt t-!
W. Ross Abbott 1968 Vice-President and Secretary, 102 —
Algonquin Mercantile Corporation and
Hardee Farms International Ltd.
“Donald §. Anderson 1976 Chairman of the Board, Canada Realties Limited 500 1,000

(Real Estate Development Consultants) and
Director, Hardee Farms International Ltd.



Common Shares Beneficially

Director Principal Occupation and Position owned as at
Nominees Since with Affiliated Corporations June 20, 19851
Hardee
Farms
Corpora- International
lion 14d.(2)
Cecil H. Franklin 1968 Chairman of the Board, Algonquin Mercantile Corporation and 268,308 3,104,677(3)
Hardee Farms International Ltd.
*Robert M. Franklin 1974 Executive Vice-President, Algonquin Mercantile Corporation, 37,694 15,800
and Vice-Chairman of the Board, Hardee Farms
International Ltd.
Fdward ). Kernaghan 1981 Chairman, Thomson Kernaghan & Co. Limited 46,600 -
(Investment Dealers)
*Charles C. Laking 1957 Retired 2520 5,000
Francis D. Lace 1959 Honorary Director, Dominion Securities Pitfield Limited 20,500 35,000
(Investment Dealers) Director, Hardee Farms
International Ltd.
+E. Richard 5. McLaughlin 1972 President, Old Canada Investment Corporation Ltd. 0,100 21,000
(Investment Fund) and Director, Hardee Farms International Ltd.
*Donald E. McQuigge 1961 Retired 5,340 5,000
Arthur W. Walker 1973 President, Algongquin Mercantile Corporation and 4,285 11,600

Hardee Farms International Ltd.

(DThe information as to shares owned by each nominee, not being within the knowledge of the Corporation, has been furnished by such nominees.

(2)A subsidiary of the Corporation.

(3)Mr. Cecil H. Franklin, personally and through an affiliate corporation and through his ownership of Common Shares of the Corporation controls
3,104,677 or approximately 62.1% of the outstanding shares of Hardee Farms International Lid.

(41The Gorporation is required to have an audit committee and does not have an executive committee.

Audit Committee Chairman (+) and Members (*)

Directors’ and Officers’ Remuneration from the Corporation and its Subsidiaries
The following table shows the aggregate direct remuneration paid or payable in respect of the fiscal year ended March 31, 1985 by the
Corporaiion and its subsidiaries to the directors and five senior officers of the Corporation:

Remuneration Table
Nature of Remuneration

From Office, Other
Employment
and Cost of
Emplaver Pension
Contributions Benefits
(aggregate) (aggregate) (aggregate)

(I) DIRECTORS: 10
(A)  From issuer and
Whollv-owmed
Subsidiaries: $ 29,400 nil nil
(B) From Partially-
owned Subsidiaries:
Hardee Farms International Ltd. 13,800 nil nil
TOTAL $ 43,200 nil nil




Remuneration Table
Nature of Remuneration

From Office, Other
Emplovment
and Cost of
Emplover Pension
Contributions Benelits
(aggregate) (aggregale) (aggregale)

(1) SENIOR OFFICERS: 5
(A)  From issuer and
Whollv-owned

Subsidiaries: $359.320 ml nil
(B)  From Partially-

owned Subsidiaries:

Hardee Farms International Ltd, 73,595 nil nil

TOTAL $432 915 nil nil

Directors” and Officers’ Liability Insurance

Algonguin Mercantile Corporation and its subsidiaries have purchased insurance in the face amount of $10,000,000 (subject to a deductible of
$10,000 for each loss ) to protect the corporations and their directors and officers from liability arising from the activities of their directors and officers as
such. The Corporation’s portion of the $9,505 total annual premium is approximately $913 in respect of directors as a group and approximately $1,305
in respect of officers as @ group.

Appointment of Auditors

Shareholders will be requested to re-appoint Coopers & Lybrand as auditors of the Corporation to hold office until the next annual meeting of
Shareholders, at a remuneration to be fixed by the directors.

Unless otherwise directed, the enclosed proxy will be voted for the appointment of Coopers & Lybrand as auditors of the Corporation
at such remuneration as the directors may fix.

Solicitation of Proxies

The solicitation of proxies is made on behalf of the management of the Corporation. The cost of preparing, assembling and mailing to
shareholders the Netice, the Circular, and the form of proxy for the Meeting will be borne by the Corporation. In addition to the solicitation of proxies by
mail, officers, directors and regular employees of the Corporation may, without additional compensation, solicit proxies on behalf of the board of
directors and management of the Corporation personally or by telephone. The Corporation will not, however, pay to broker-dealers, hanks or other
nominee shareholders of record of the Corporation, their expenses in mailing copies of the foregoing material to heneficial owners of shares.

The Common Shares represented by the enclosed form of proxy (il the same is executed in favour of the management nominees as proxies and
deposited as provided in the notice of Meeting ) will be voted or withheld from voting as specified therein and, where a choice with respect to anv matter
to be acted upon has been specified in the proxy, the shares will be voted in accordance with the specifications so made.

Under subsection 110(4) of the Act. a shareholder giving a proxy has the power to revoke it. A shareholder may revoke a proxy, (a) by depositing
an instrument in writing executed by him or by his attorney authorized in writing: (i) at the registered office of the corporation at any time up to and
including the last business day preceding the day of the meeting, or any adjournment thereof, at which the proxy is to be used; or (ii) with the
chairman of the meeting on the day of the meeting or an adjournment thereof. or (h) in any other manner permitted by law.

Fach shareholder has the right to designate as his proxy a person, other than Mr. Cecil H. Franklin, Mr. Arthur W, Walker or Mr. Robert M,
Franklin, the management nominees, 1o attend and act for such shareholder at the Meeting. Any shareholder desiring to exercise such right may do so
by striking out the names of the management nominees in the enclosed form of proxv and inserting in the space provided the name of the person
so appointed as his proxy, or may do so by executing a proxy in form similar to the enclosed form.

Other Business

Management does not know of any other matters that may come before the Meeting, It should be noted, however, that the enclosed form of proxy
is discretionary and if amendments or variations in the matters identitied in the Notice or any other matter should properlv come before the Meeting,
the shares represented by the enclosed form of proxv will be voted by Mr. Cecil H. Franklin, Mr. Arthur W. Walker or Mr. Robert M. Franklin, the
management nominees, upon such other matters in accordance with the best judgment of such management nominees.

The contents of this Circular and the mailing thereof to holders of Common Shares and Class A Non-Voting Shares of the Corporation have been
approved by the board of directors.

BY ORDER OF THE BOARD OF DIRECTORS

Toronto, Canada W. Ross Abbott
June 20, 1985 Vice-President and Secretary

Printed in Canada by
Norgraphics (Canada) Limited



THE COMPANY

Algonquin Mercantile Corporation is a diversified Canadian public company engaged directly or
through subsidiaries in the relailing of drugs and related products: the wholesaling of fresh fruits
and vegetables. plus the canning, freezing or freeze-drying of processed foods and beverages; and
the manufacturing of industrial piping products and portable electrical appliances. More than 2,300
people are employed at locations across Canada which include ten main plants and wholesale
distribution centres, seven company-owned refail drug stores. and 116 pharmacy, health. and
beauly aid outlels operated under license in Woolco/ Woolworth department stores. The company has
extensive real estate holdings. maintains a varied investment portfolio. and engages in limited
merchant banking activities. Shares of the company are listed on the Toronto Stock Exchange.

Fiscal Years Ended

Operating Results

Sales .

Earnings betore extraordinary items

Netearnings . ... ... ......

Per Share

Farnings before extraordinary items . . ..
Netearnings . . ............
DIVIOETIISE, o o s o oty 55 5 5 2 S e 5 o st Mlaeied & 5 &+ @ 60 vt 7
ShareHOlAEES "BUILE i & 2 @ 5 svet oo o o oot s o 5 5 5 5 syt o G

At Year End

Working capital . ... ... ... ..

Total assets . . ... ... ... ...

Shareholders” equity . ... ... ..

FINANCIAL HIGHLIGHTS

March 31 March 31
1985 1984
§ §

....................... 236,324,530 216,447,190
........................ 1.817.656 2,398,553
....................... 1,627.718 2,508,184
.............. L 316 4.15
........................ 2.83 4.34
60 060
33.30 31.08
........................ 17,276,981 18,585,158
........... P s T 97,756,953 90,230,411

....................... 19,165.473

The Annual Meeting of Shareholders will he
held in the Librarv Room. Main Mezzanine Floor,
Roval York Hotel, 100 Front Street West,
Toronto, Ontario on Julv 23, 1985
at 11:15 in the morning,

17,922,286

June 30
1983
(9 months)
§
80,750,100
1,414,475
1,654,830

241
2.82
.30

12
LF.0)

18,184,900
82.003.913
15.828.008



REPORT TO SHAREHOLDERS

he vear ended March 31, 1985 covered a

period of transition for Algonquin

Mercantile Corporation in several significant
respects. Important changes were implemented
during the vear to build stronger toundations for
improvement in future operating results. Immediate
earnings were reduced by approximately 25% but a
return to higher levels of profitability is anticipated
in the current vear.

Earnings from operations for fiscal 1985
amounted to $1,817,656 or $3.16 per share against
$2,398,553 or $4.15 per share realized in the
preceding vear. After extraordinary charges of
$189.938 final net earnings for the 1985 vear
amounted to $1,627.718 or $2.83 per share.

The book value of Algonquin's shareholder
equity at year end rose to $33.30 per share by
comparison with the amount of $31.08 per share
reflected at the close of the 1984 fiscal vear.

Consolidated sales volume totalled a record
$236.324.530 for an increase of 9.2% over the
previous vear's total. Against a much lower inflation
rate this sales increase represents an important gain
in market share of Algonquin's drug retailing and
tood wholesaling divisions despite keenly competitive
conditions affecting these major segments of the
business.

Of particular significance to future operating
results was the introduction by the Austin Drugs
Division of a new Super Drug Store concept in its
Woolco licensee operations. Under this new format,
professional pharmacy expertise is being presented
in at larger, highly attractive atmosphere oftering
keenly competitive discount prices on a fully
complete selection of drug, health, and beauty aid
products. The Woolco Super Drug Store is part of
vour Company's strong answer to the increasingly
aggressive competition being presented to all
retailers by warehouse discounters and grocery
combination stores across Canada.

As a further opportunity in servicing alternative
consumer preferences, Algonquin, through Austin
Drugs, has recentlv entered into a 50% joint venture

arrangement with one of Canada's leading apparel
retailers 1o operate retail stores of approximatelv
20,000 sq. ft. in high traftic areas, offering a wide
variety of products including drugs. clothing, certain
groceries and many other items at low discount
prices under a new Super Drug Warehouse
presentation. In addition to offering special periodic
feature prices on selected products, these outlets will
be distinguished by their evervday maintenance of
consistent deep discount prices on all items
throughout each store. The first Super Drug
Warehouse opening is scheduled tor November in the
western part of Metropolitan Toronto. Other
locations are under review. The combined expertise
of the partners in this venture should assure the
rapid and successful emergence of a4 new and
distinctive presence on the Ontario retail scene.

Of major long-term importance Lo the
Dominion Citrus Division was the renewal during
the past vear for an additional 30 vear term plus
further renewal options of the lease covering
continued occupancy by Dominion of its 41
wholesaling units out of a total of 45 such units on
the Ontario Food Terminal. The wholesaling of
produce in Ontario's major market areas is governed
by a special Act of the Ontario legislature under
which wholesale trading is restricted to the Ontario
Food Terminal location in Toronto. Dominion’s food
terminal lease is an important asset of the
Company

Algonquin's interest in its subsidiary, Hardee
Farms International Ltd.. was increased to 60.1% by
share purchases during the vear. The decision to
close Hardee's Lambeth vegetable freezing plant
produced an extraordinary loss within that
subsidiary and also impacted its operating results for
the 1985 fiscal vear. In addition to significantly
enhancing Hardee's future earnings prospects, the
termination of unprofitable Lambeth activities will
release substantial amounts of fixed and working
capital for reduction of bank indebtedness and
income debenture principal over the course of the
next twelve months.



The comments which follow provide highlights
covering major operating divisions of the Company.

AUSTIN DRUGS DIVISION

As a result of highly competitive retail
influences encountered, particularly in the western
provinces, earnings were approximately 10% lower
than those of the preceding vear. Despite this, a
satisfactory sales volume increase was achieved.

The new Woolco Super Drug Store concept
previously mentioned was developed and introduced
during the year in close co-operation with the F. W.
Woolworth organization. This system is now being
operated with excellent success in nine
Woolco, Woolworth locations and four additional
conversions are scheduled in the next few months.
Future conversion plans are expected to include all
Woolco stores over a period of several vears.

Farnings were satisfactory in relation to
those of a vear ago.

One Jasco Drug Mart freestanding store was
closed during the vear and one new location was
opened so that a total of seven Jasco full-line drug
stores and retail pharmacies were being operated in
Ontario at vear end.

Two new Jasco Drug Marts are currently
scheduled for opening, one in Scarborough and the
other in Richmond Hill. Both will be in previously
proven drug store locations,

Future development and growth of this division
is planned by acquiring existing successful stores,
either singly or in groups, in specific indentifiable
markets.

oY)

This new division was opened during the
past year in recognition of emergent needs as the
number of Senior Citizens increases and as the cost
of care in hospitals continues to grow. Austin today
operates five Home Health Care units, three in Jasco
stores and two in Woolco Super Drug Stores.

In these units, Austin carries a wide variety of
products including wheelchairs, canes, crutches,
hath safety equipment, supports and braces, ostomy
and incontinence supplies, sickroom supplies. . . . .
in short a complete line of Home Health Care
Convalescent Aids. Surgical appliance technicians
and other specialized staff are engaged in the
operation of these units.

Plans call for expansion and establishment of
further Home Health Care units in selected markets
in both Jasco Drug Marts and Woolco/Woolworth
stores.

DOMINION CITRUS DIVISION

Although sales volume for the 1985 fiscal
vear reached record levels, earnings from fruit and
vegetable wholesaling operations at the Ontario
Food Terminal were helow those of the preceding
year.

The major factor underlying this sethack was
the steady and significant decline in value of the
Canadian dollar in relation to the U.S. dollar over
the course of the year. Results since vear end have
benefitted from the more stable relationships now
existing between these two currencies. A return to
higher profitability in this major division is
anticipated in the current vear.



Operating results of the Skrow's food
service distribution arm of Dominion Citrus
parallelled those achieved in the previous twelve
months after absorportion of increased rental and
occupancy costs related to the 50% expansion of
warehouse space during the vear to accommodate
future growth of Skrow’s business in Metropolitan
Toronto.

Skrow’s Produce sales volume has again
increased since vear end and after three vears of
relatively static performance, operations are now
reflecting the improvement in results for which
additional warehouse space was acquired.

Management is actively seeking wavs to further
expand the Company's food service distribution
activities by establishing new facilities or becoming
associated with existing food service distributors in
other major cities in Ontario.

Sales and earnings from fresh vegetable
grading and packaging operations at Bradford,
Ontario, were again satisfactory with results
approximately equal to those recorded in the
preceding twelve months.

Space limitations continue to present a problem
at this location and an expansion of plant facilities
is planned for the current vear to provide additional
production and storage capacity from which
increased sales and earnings should result.

Earnings from fruit and vegetable tray
packaging operations in Toronto fell below results
realized in the previous fiscal vear but remained
well above the unsatistactory performance levels
which prevailed in vears prior to 1983,

Country Fresh is now seeking to expand its role
as a service packer by contracting with major retail
grocery chains for increased utilization of the
sophisticated, high-speed, electronic packaging
facilities and other equipment acquired during the
1984 fiscal vear.

MANUFACTURING DIVISIONS

In the latter part of the 1984 fiscal vear
Coupco acquired exclusive Canadian distribution
rights to a line of threaded piping products
manufactured by Ward Foundries of Blosshurg,
Pennsylvania. This was to complement Coupco's own
line of grooved-end piping products so that a
complete range of pipe couplings, fittings, valves,
and pipe hangers could be offered by Coupco across
Canada to the industrial plumbing, heating, air
conditioning, fire protection, construction and
mining industries.

Non-recurring costs associated with integration
of the Ward product line and related distribution
facilities impacted results of the 1985 fiscal vear so
that Coupco Division earnings were marginally
lower than those of the preceding vear despite an
increase of almost 90% in sales volume. However,
the benefits of integration and higher volume are
clearly evident in results since fiscal vear end and
improved profitability is anticipated in the current
vear.

Despite reduced sales volume the Wesston

Appliances Division became modestlv profitable by

the 1985 fiscal vear end — a marked improvement
over the previous vear's substantial loss. Special



attention continues to be given to this division
whose results, though improved, are still
unsatisfactory.

The successtul introduction of the new Wesston
4000 four-cup plastic electric kettle was an
important factor in the Appliance Division's progress
over the past year. A recent innovation incorporating
an attractive variety of decorator colours in the
Wesston 4000 plastic kettle series should further
extend the market for this award-winning new
product.

Greater penetration into U.S. markets with
Wesston and Jubilee brand products is a priority
objective in future operating plans of the Wesston
Appliances Division.

SUBSIDIARY COMPANY OPERATIONS

Results of Algonquin’s 60.1% food
processing subsidiary were again disappointing.
Hardee reported a loss of $292,731 before
extraordinary items and a final net loss of $607,871
for the vear.

The chief element within these loss figures
relates to the decision to consolidate Hardees frozen
vegetable processing operations at Ingersoll, Ontario,
and to terminate uneconomic processing activities at
the Lambeth plant. Provision has been made in
Hardee’s accounts to cover losses related to the
Lambeth plant closure. As a result of these changes
it is anticipated that Hardee's operating results for
the current vear will be significantly profitable.

It is also anticipated that proceeds from
Lambeth real estate and other asset sales will be
substantial and will exceed the book values recorded
in Hardee's accounts.

Results of the Baxter Canning Division were
unfavourable as primary food processing margins
remain under pressure. Baxter continues to purste

completion of a major year round custom canning
contract. Completion of such a contract would
significantly improve future earnings prospects.

Another impressive improvement in earnings
was realized during the past vear by the Freeze Dried
Foods Division and also by the HONEYDEW Beverage
Division. Performance of both divisions has been
favourable and continued good results are
anticipated.

SUMMARY

Following a vear of innovation and
consolidation, Algonquin looks forward to renewed
growth and earnings improvement. Outlook for the
current year is positive and we face the future with
optimism,

We take this opportunity to thank employees in
all segments of the company for their dedication
and efforts which have contributed importantly to
Algonguin’s continued progress. The lovalty and
goodwill of customers, suppliers and business
associates is also very much appreciated.

Respectfully, on behalf of the Board,

@ WP e

Cecil H. Franklin
Chairman and Chief Executive Officer

iy

Arthur W. Walker
President and Chief Operating Officer

June 20, 1985
Toronto, Ontario



Algonguin

CONSOLIDATED

ds at

1985 1984

ASSETS $ $
CURRENT ASSETS
AccouRistiersivabless s B mie S Ll R e e e e e Ty o b= A e, 17,621,858 15,461,593
InvenintiesTizlis: SR S RESien S il e G i s eSOl e R ) 56,370,145 50,602 417
[icomeitarasreioverableR et S ok o st eies Bacsiil S 0 T e e e et 1,309 841 —
Prepaidicrop;and Gt Bypenses/ e i ARRE R 0 SIE R e L s e e 806,265 1,675,883
Current:portiontofmurteases redaitable S e e e 971,560 1,170,785

77,079,669 68,910,678
L L e b T e T R N B e e T e B ey e e 1,427 401 1,681,787
MORIGAGES I RECEIVA B (ote ) e e e e e e e 2,965,116 3,603,192
13 B DD ey S a0 PR T e e S T s e e e SR el SR S e ot S 14,235,460 13,831,852
By W R T R o s e e I GRS e S e (e 2,049.301 2,208.902
Director
Director _

97,756,953 90,236,411




Mercantile Corporation

BAIANCE SHEET

March 31. 1985

LIABILITIES

CURRENT LIABILITIES

I R e L A T e s e e i o e et 1 o el
Accounts payable and accrued liabilities . .. .. .o i in i
Income/taxesinayablemeemiias e st e e e S R e DR e
Current portion of long-term debt . .. .. ... ... ... . ...,

[ONGTERMIDEBT (D0te 8 )i oo wiis sy alo it e S s b
DEFERREDREVENIE e e i s e i o e e Sm
DEEERRED:INCGOMEATARES S et el o e el st i ey el

MINORITY INTEREST IN HARDEE FARMS INTERNATIONAL LTD. . . . .. .. ... ..

CONTINGENCY (note 13)
SHAREHOLDERS' EQUITY

CAPITAL STOCK (note 9)
Authorized —
856,173 5¢ Class A, non-voting, non-cumulative
participating preference shares
500,000 common shares
Issued and fully paid —
131,333 (1984 — 132.473) Class A
preference shares

444038 oo ShaleSS N R e e

RETAINED  EARNINGS S e e e S S Ity e

1985
$

25.809.487
31,628,542

2,304,659
59,802,688

15.699.015
228,571
869,000

1,992,206
78,591,480

2,426,187

19,165.473

97,756,953

1984
§

17,382,005
29,368,809
921,273
2,653,433
50,325,520

18,312,082
285,714
1,109,000

2,281,209

72,314,125

2.464,844

15,457,442
17,922,286

90,236,411



Algonquin Mercaniile Corporation

CONSOLIDATED STATEMENT OF EARNINGS

For the Year Ended March 31. 1985

1985 1984
$ §
Sales! . s e s s RS SRS T o S B S S 236,324,530 216,447,190
Costiof Sales and Other BXPANSES . . ||l s st o e i M 227,544,400 207,312,432
Depreiation:s, v s et R S s e SR S i el B 2,233,435 2,018.169
229,777,835 209,330,601
6,546,095 7,116,589
Otherdncomeitnote=1 ). -t Esa sttt e Sl et B LTSy e it 523.116 952.722
Earnings From Operations Before Interest . .. ......... ... ... .. ..... 7,069,811 8,069,311
Interesti— TaxDednctibleifnote )t S =t N = IO 4,230,470 3,755,972
Earnings From Operations Before Income Taxes, Interest on Income Debentures
andIMinoryalntaresE et e RS i S ey [ e R fen e e 2,839,341 4,313,339
Provision for (Recovery of) Income Taxes
11 R ROl e e st e L S S e i e e s T 854,000 1,649,000
Deferret:sss m s s rmr B o S S s GRS B R < e oo p e ) (240,000) (247.000)
614,000 1,402,000
2,225,341 2.911,339
Interest on Income Debentures (note 8) . . . .. ... .. it 524,329 544,261
1,701,012 2,367,078
Minority Interest in Loss of Subsidiaries . . . ... ...... ... ... .. .. .. .. 116,644 31475
Earnings for the Year Before Extraordinary Items . . . . ... ... ... .. .. ... .. 1,817,656 2,398,553
Extraordinary.Items i (nofe:12) s s e R e s S i L (189.938) 109,631
Net-Earnifig forhesYean  orataidies B GRS SO e b e e St 1,627,718 2,508,184
Per Share:
Earnings  before, et 0 rdi T oS e e et e $3.16 $4.15
Net-earnings:foriihe years: S Sm ol b e Ry s Ll S e $2.83 $4.34

NOTE:
The earnings per share have been calculated for 1985 on 575,889 shares and for 1984 on 578,281 shares. The Class A preference shares hive
heen treated as common shares for the purposes of the calculation.

CONSOLIDATED STATEMENT OF RETAINED EARNINGS

For the Year Ended March 31. 19585

1985 1984

Retained Earnings — Beginning of Year $ §
As previoislyreporied . cith s P i PR et o, EE R 15,639,012 13,475,304
Prior period adjustment, net of income taxes (note 13) . ... .............. .. 181,570 181,570
As-restaled SRR Tils i SRS B L e e S Sl e s 15,457,442 13,293,734
Net eamnifgsiforitheivedr toror i il i e e e e s el 3 1,627,718 2,508,184

17,085,160 15,801,918
Dividentisiemaaices taldn SO ot 2 S (U e R Al e e I AT e 345,874 344476
Retained:Bamings: == BadiofYears - et s s Sl o e e 16,739,286 15,457 442
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CONSOLIDATED STATEMENT OF
CHANGES IN FINANCIAL POSITION

Source of Funds

For the Year Ended March 31, 1985

Earnings for the year before extraordinaryitems . .. ......................
Depreciation and other items not requiring an outlay of funds . . . ... .. ... ...

Provided from operations . . . . . .
Proceeds on disposal of fixed assets
Proceeds on disposal of investments
Reduction in mortgages receivable

Long-term debt incurred . . . . . .
Deferred revenue . . . ... ... ..

Reduction of income taxes resulting from utilization of prior years losses .. ... ... ..

Use of Funds
Purchase of fixed and other assets
Purchase of investments . . . . . .

Mortgage receivable on disposal of fixed assets . . .. ...... ... ... .. ... ..

Retirement of income debentures .
Retirement of other long-term debt

Provision-for:lossionrelesurerofiplant . = n ol e
Purchase of Algonquin Mercantile Corporation preference shares . . .. .. ... ... ..
Purchase of minority interest shares in subsidiary . . ......... ... ... ...

I T (1 ety e b e

(Decrease) Increase in Working Capital . . . . . . ... .. ... ... ... .. . ...
Working Capital — BeginningofYeae ... ... .. ...

Working Capital — End of Year

9

1985 1984
$ $

1,817,656 2,398,553
1,899,613 1,332,467
3,717,269 3,731,020
1,127,067 72,343
989,953 1,489,584
1,173,076 1,186,490
275,000 100,000
— 342 857
7.362.365 7,107,294
3,004,152 2,534,333
815313 857,664

535,000 —
1,375.000 775,000
1,513,667 2,030,434

900,000 -
38,657 69,490
52,879 95,648
345874 344,476
8,670,542 6,707,045
(1,308,177) 400,249
18,585,158 18,184,909
17,276,981 18,585,158




Algonquin Mercantile Cornporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the Year Ended March 31, 1985

1. Summary of Accounting Policies
(a) Principles of consolidation

The consolidated financial statements include the accounts of the company and all subsidiary companies at their respective year-ends.
The acquisitions of subsidiaries are accounted for as purchases and the results of all subsidiaries are included from the dates of
acquisition.

A subsidiary company’s 75% interest in an unincorporated partnership is accounted for by the proportionate consolidation method.

(b) Inventories

Manufactured and warehouse inventories are valued at the lower of cost and net realizable value, with cost generally determined on a
first-in, first-out basis. The valuation of retail store inventories is determined by the retail inventory method, which prices the majority
of items at normal selling prices and reduces the amounts so determined to the lower of cost and net realizable value by applying
normal profit margins.

(c) Prepaid crop expenses

Crop expenses atiributable to the current farm program are included in prepaid crop expenses.

(d) Fixed assets

Fixed assets are depreciated principally on a straight-line basis over their estimated useful lives as follows:

Buildings = 20 to 40 vears

Equipment = 7 to 17 years
(e) Other assets
Other assets consist primarily of goodwill arising on acquisitions, HONEYDEW trademarks, prescription lists and leasehold interests. The
goodwill, substantially all of which arose prior to April 1974, and the trademarks are not being amortized so long as there is no

evidence of impairment in value. The prescription lists are amortized over 10 vears and the leasehold interests over lease life, both on a
straight-line basis. Goodwill acquired after March, 1974 is being amortized.

2. Acquisitions of Minority Interest of Subsidiary
As at March 31, 1985 the company owned 60.1% (1984 — 59.3%) of the outstanding common shares of Hardee Farms International Ltd.

3. Investments

Investments are as follows:

1985 1984
Cost Market ~ Cost Market
$ $ $ $
Listan shafeset =it Se SIS n Bh 2T S o et e 1,177,401 802,845 1,431,787 1,126,531
RN eSHIIBIIS 7. e v e 2. e e me nde Crr ot S = 250,000 250,000 AE]
1,427 401 1,681,787
4. Mortgages Receivable
Mortgages receivable are as follows:
1985 1984
Current Long-term Total Total
$ § § §
Sundry mortgages, at interest rates hetween 10% and prime plus 2%,
due between April 11, 1985 and December 29, 1988 . . .. 971,560 2,965,116 3,936,676 4,773,977

10
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5. Fixed Assets

Fixed assets are as follows: 1985 1984
§ $
Bhildirivs dnd Sinme —dtlest ot L S e 26,296,351 24,824,837
Arcimnlatedidepreciation ek Sr et gl i s el i i s e 13,598,431 12,538,999
12,697,920 12,285,838
B BT i e et e e U R i e Sl e S S e 802,239 046,014
Land (approximately 4,600 acres) — at values assigned by the directors in 1971 —
plisiamonis subsequentlyexpenden Seniun o s s R S e e 735,307 600,000
1,537,546 1,546,014

14,235,466 13,831,852

0. Other Assets

Other assets are as follows: 1985 1984
$ §

GO0 e A R e e e ol i o B0 S0 e e e e o lee e 799,286 793,564
TradEmars e (eosist e sl eledal s i S e e e R e i ST S e 550,454 550,454
Brescriptanilisisietat cqos il imsair et B S GRS R e e R A 520,000 520,000
leasehnldinieress R alcatiEra v mlanahe I (e ol e S L 533.000 533,000
Oiher s ee e et o - sk e e e 15,785 104,897

2,418,525 2,501,915
A At T A TIO AT T s s e o S e B B L e e e 309,224 203,013

2,049,301 2,208,902

7. Bank Indebtedness

Bank indebtedness, including advances, long-term loans and income debentures, is secured by a pledge of shares in a subsidiary,
assignment of book debts, inventories, fire insurance policies, mortgages receivable and debentures on the assets of subsidiary
companies.

8. Long-term Debt

Long-term debt is as follows: 1985 1984
Current Long-term Total Total
§ § § $

Bank loans (note 7), at interest rates of prime pius 1%, due

April 30, 1987 and January 31, 1989 . ; 600,000 2,550,000 3,150,000 3,750,000
Income debentures (note 7) at interest rates of one-half of

prime plus 1% and 1%%, due on May 31, 1986 . . . . 625,000 5,977,500 6,602,500 7,977,500
15% debentures due October 15, 1987 payable $56,000 per

month (see below) . ... .. ; 672,000 5,152,000 5,824,000 6,496,000

Sundry mortgages and notes at mterest mtes mn;,m;, fmm
nil to 163:%, due between October 15, 1985 and
SeptEmben 23O s e e 467,659 2,019,515 2487174 2.742.615

2,364,659 15,099,015 18,063,074 20,960,115

Repayments required on long-term debt in fiscal 1987 are $7,729,018, in fiscal 1988 $5,574,109, in fiscal 1989 $1.759.826, and in
fiscal 1990 $362,000

Interest on long-term debt for the current year amounted to $2,215,655.

Interest on income debentures is not deductible for tax PUrposes.

The 15% debentures are secured by a fixed and floating charge on the assets of certain subsidiaries which ranks second to the bank
advances described in note 7.
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9. Capital Stock

During the vear the company acquired on the open market 1,140 Class A preference shares for $38,657. These shares have been cancelled from

the authorized capital stock of the company.

Dividend pavments, if any, in any fiscal vear on the Class A non-cumulative preference shares and the common shares are to be made in the

following order:

(a) a5¢ dividend is to be paid on the preference shares before any dividend is paid on the common shares;
(b) then a 5¢ dividend is to be paid on the common shares; and

(¢) then the same dividend is to be paid on the common and preference shares.

The Class A non-voting preference shares rank equally with the common shares in all other respects.

10. Other Income

1985 1984
$ $
Interestend dividends b Aesatinerrs s BEEE=Resl (0 S o SEI B i e T 535,045 666,083
Net (loss) gain on disposals of investments . .. .. .. ... ...l (11,929) 286,639
523,116 952,722
11. Income Taxes
The company's effective income tax rate which differs from the basic tax rate is made up as follows:
1985 1984
% I-!l.]
Combined basic federal and provincial income taxrate . ... ... ... .o 50.0 49.9
Increase (decrease) in income tax rate resulting from:
Inveriomellowanne:: ozl A o i B el e e 1 il S e e e e L5 (27.2) (15.2)
R VeSS RO MEL- S e e L L el e S (3.0) (2.4)
Manuehining-and! processing dednenon St s e e E e (0.9) (1.5)
Othersdaras el e G e MR R Sy O Ll SRR 2.7 1.7
Bt e A e i e R e e 21.6 325
The following amounts are available to reduce future income taxes of subsidiaries: :
Losses available for tax purposes ¥
DN AT RSCAlR B0 T S e e SR B s R S e L e 42,000
= Cerpirmg sl TOOINTIEE e e e e Sl L R R e 283,000
325,000
Excess of depreciation recorded in the accounts over capital cost allowance claimed for tax purposes . . .. .. .. ... 3,889,000
The tax effects of the above have not been reflected in the accounts . . . . . ... ... ... ... ... .. ........ 4,214,000
In addition, future income tax payments could be deferred by refiling tax returns and claiming additional capital cost
allowanee in:thesamountioEdpnroxinTatelys SRl SRR B ol e s e e 2,407,000
6,621,000
12. Extraordinary Items
1985 1984
g
Extraordinary items, net of minority interest therein, are as follows:
Reduction of income taxes resulting from utilization of prior vears losses ... .. ... ... ... 47,502 109,631
(Biber gl Bl b R TSRl s o D e L e e 303,370 -
Previsiangionllasstn o s ipan ES BRI e e s R e e (540,810) =
(189,938) 109,631
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13. Contingency

As a result of an unsuccesssful court action brought against a competitor for alleged design infringement, the competitor became
entitled to proveable damages and filed a claim against the company in the amount of §1,700,000. A decision is pending in this matter
but it is the opinion of the company, based upon legal counsel, that the amount claimed is grossly in excess of proveable damages.
Expenses incurred to date in connection with these actions have been recorded as a prior period adjustment. Any additional expenses or
damages awarded will be similarly recorded.

14. Segmented Information
The company operates in three business segments as follows:
(a) Drug retailing
— The operation of retail drug stores and the operation of drug, health and beauty aid departments in Canadian Woolco and
Woolworth stores west of the Maritimes.

(b) Food processing, wholesaling and distribution

— The packaging, wholesaling and distribution of local and imported fresh fruit and produce; and the canning, freezing or
freeze-drying of seasonal vegetable crops, formulated food products and entrees, HONEYDEW fruit drinks, juices and other

beverages.

(c) Manufacturing
— The manufacture of pipe couplings, fittings and butterfly valves and the manufacture of electrical small appliances.

There are no inter-segment sales.

Food
processing,
wholesaling
Drug and
retailing distribution Manufacturing Consolidated
1985 1985 1985 1985
$ $ § $
AL TR W T T Cronteh a, S e S et 116325939 108,312,130 11,686,461 236,324,530
Segment operating profit . v v 4,256,950 3,603,750 48,572 7,969,278
Wt = o et s el M e s et NS 523,116
General corporate expenses (net) .. .............. (1,422,583)
Earnings from operations before interest . . .. .. ... ... 7,069,811
ItErEst EXPeNSE e i ot e s s (4,754.799)
THCOIe IAXEs: S g I e e i (614,000)
Minority interest in loss of subsidiaries . . .. ......... 116,644
BxtraorinAryilems e s smiba e SE R s el (189,938)
Net earnings for the year . ... . .. .. ove e i - 1,627,718
Tdentilfable qssals s aieeresins S F a S S 46,597,086 35,223,570 0,514,774 91,335,430
COmOrAtErassae e i St S e e P 06,421,523
Totaliassels o i e S et a 97,756,953
Capital expenditures oo 00k o 315,535 2,423,084 355.533 3,094,152
Depréciation . .ot armm e e Ee S e 481,390 1,366,569 385,476 2,233,435
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4. Segmented Information (continued)

Salesw s e et il B el TR R (RS

Segment operating profit (loss)

Identifiable assets

Corporate assets

Capital expenditures

General corporate expenses (net)

Earnings from operations before interest
Interest expense

Minority interest in loss of subsidiaries
Extraordinary item

Net earnings for the year

Food
processing,
wholesaling
Drug and
retailing distribution Manufacturing Consolidated
1984 1984 1984 1984
5 $ 3 $

108,137,750 97,276,536 11,032,904 216,447,190
4,721.023 4,286,248 (443,150) 8,570,115
952,722
(1,453,526)

8,069,311
(4,300,233)
(1,402,000)

31,475

109,631

2,508,184

38,058,285 34,921,003 10,531,605 83.510,893
6,725,518

90,236,411

269,124 1,451,549 813,660 2,534,333
513,067 1,193,821 311,281 2,018,169

14
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AUDITORS’ REPORT 10 THE SHAREHOLDERS

We have examined the consolidated balance sheet of Algonquin Mercantile Corporation as at
March 31, 1985 and the consolidated statements of earnings, retained earnings and changes in
financial position for the year then ended. Our examination was made in accordance with
generally accepted auditing standards, and accordingly included such tests and other
procedures as we considered necessary in the circumstances.

In our opinion, these consolidated financial statements present fairly the financial position of
the company as at March 31, 1985 and the results of its operations and the changes in its
financial position for the year then ended in accordance with generally accepted accounting
principles applied on a basis consistent with that of the preceding year.

W Toronto, Ontario

CHARTERED ACCOUNTANTS May 31, 1985
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