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About our cover...

Like a tree, the Quebec farm co-operative move-
ment has grown, projecting its roots into every corner of
Quebec, branching out across Canada and the world, to
serve its members economic needs. Sturdier than even,
it keeps on expanding.
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ERRATUM:
Page one — in highlights, depreciation for 1977

should read $3,502 instead of $38,471.

Highlights

(dollars in thousands) 1978 1977
Sales $727 687 $675 007
\R’ages, salaries and employee benefits 40 698 38 471
Depreciation 4 027 38 471
Earnings from operations 12 709 6 915
Accounts receivable and inventories 120 875 112 708
Current assets 124 460 115 555
Current liabilities 89 390 85 100
Working capital 35 070 30 455
Fixed assets, at cost 54 176 49 580
Fixed assets, net 28 544 27 321
Total assets 159 978 150 290
Long term debt 22 568 23 209
Members’ equity 46 566 40 452

Ce rapport est disponible en frangais en vous adressant au trésorier,

Coopérative Fédérée de Québec
Case postale 500 — Station Youville
Montréal H2P 2W2



President’s Report

Improved agricultural conditions during

1978 have contributed to the general good
progress made by Coopérative Fédéree de
Queébec this past year. Overall sales reached
another record high, despite s vecial problems
encountered in some sectors. In addition, net
earnings were appreciably higher than in the

revious vear, as explained by our General

anager 1n his detailed report.

Death of Mr. Albert Gingras

During this past year we were saddened
by the death of Mr. Albert Gingras, President
ot Coopérative Fédérée de Quebec from 1963 to
1969 and a member of the Board of Directors
for 25 years. Constantly active in agricultural,
religious, co-operative and municipal affairs,
Mr. Gingras was a dynamic man whose sincer-
ity, excellent judgment and keen interest were
appreciated by all. We will always remember
such a dedicated man.




Year in review

On the whole, despite a lack of rain in
some scattered areas, 1978 can be rated as a
good year for the farm industry. Quebec far-
mers in general are pleased with the outcome
of these past twelve months, even if there were
some constraints, particularly in the dairy
industry. Beef prices returned to normal after
several disastrous years which discouraged
some cattle producers. Prices for calves and
feeder steers reached record highs during
the fall.

Looking at these improved prices, along
with quota problems now facing many milk
producers, 1t is easy to foresee a marked in-
crease in the raising of beef cattle by Quebec
farmers in the near future. This prospect is
even more likely, since Quebec recently
extended its income stabilization insurance
programme to this sector.

Hog prices also remained at a high level
during the year, despite pessimistic forecasts
madegi:y economists earlier in the year. How-
ever, it should be remembered that the weak
Canadian dollar contributed to increase exports
of dressed pork. In turn, higher red meat
prices prompted an increased demand for
poultW and consequently prices moved up.

e are truly happy to witness a year
where so many factors affected positively the
gross income of farm producers.

Co-operative Dairy Industry

Among the many achievements of the
Co-operative Dairy Industry in 1978, one in
particular draws our attention. That was the
major breakthrough made into the specialty
cheese market. A number of co-operatives de-
voted a great deal of effort, during the year,
into diversifying their production. As a result,
several new brands of cheese have reached the
market, to the great satisfaction of consumers
whose demand for these special cheeses was,
to say the least, insistant. These efforts resulted
in a reduction of the frequently encountered
surplus stocks of milk powder and butter. This
has been the most positive response to those
detractors who have at random accused the
co-operatives of being the cause of the “moun-
tains of powder” which the Canadian Dairy
Commission had in storage.

Sales ($ in thousands)

197 693
199 770
21564

254 156

301 533

426 119

531 496

630 775
675 007
727 687

While the dairy co-operatives were ex-
tremely active in their field of business in 1978,
they were equally tireless in affirming and de-
fending their rights. Coopérative Fédérée de
Québec and co-operatives, members of its
Co-operative Dairy Board, provided sufficient
evidence of that by participating to numerous
hearings held by the Régie des Marchés
Agricoles du Québec (Quebec Farm Marketing
Board).

The main session, which involved many
days of hearings, was convened by the Régie to
determine whether or not it should suspend
the administration of the various dairy market-
ing boards. The decision delivered on October
18 considered at least in part, the points made
by the dairy co-operative representatives all
through the hearings. Complete text of that
decision.was published in the November 1978
edition of the magazine, LE COOPERATEUR
AGRICOLE.

Management and members of the Boards
of Directors of the dairy co-operatives deserve
sincere praise for all the work and effort they
contributed. However, it should be recognized
that it is not in the best interests of farmers as a
whole to engage in struggles brought about by
groups which seemingly wish to stall the prog-
ress being made by co-operatives in the dair
industry. Such diversions are costly and under-
mine the energies which could be directed to
far more concrete and positive tasks.



Other divisions

The Management Report spells out the
various factors which affected operations of the
following sectors: meat packing, poultry, fruits
and vegetables, dairy Eproducts, farm supplies,
feeds and fertilizers. Except for the Farm Sup-
plv Division which did not live up to expecta-
tions due particularly to uncertain economic
conditions, the other sectors experienced quite
favourable conditions, which algo helped in-
crease the gross income of farmers. It should
be pointed out that recent technological im-
provements at the meat packing and poultry
processing plants have helped to improve the
earnings from these operations.

Summing up, it can be said that the farm
co-operative movement as a whole made
further progress during 1978. Quite obviously,
each and every sector cannot do equally well in
such a diversified enterprise. As usual, your
Board of Directors was regularly informed of
the problems encountereg in certain weak sec-
tors and of steps taken to correct the situation.

Relations with farm unions

As you already understood from our
comments on the Co-operative Dairy Industry,
relations between the co-operatives and the
farm unions were not the most cordial during
the last twelve months. As a matter of fact, no-
thing could contribute more to deteriorating
relations than the ongoing contflict.

At the risk of repeating what we already
said on this subject in our 1%77 Annual Report,
we nevertheless find it necessary to restate that
this entire question of relations between the
co-operatives and the farm unions requires that
both make the effort to define clearly their
respective responsibilities. But in order to
achieve any worthwhile success in such an en-
deavour, an immediate end must be put to the
campaign initiated several months ago by the
farm union movement in the dairy sector,
aimed at restraining the growth and success of
dairy co-operatives. That campaign is definitely
not the way to improve relations between the
two groups.

Visit to Europe

Between September 23 and October 7,
delegates from the U.P.A., the federations of
producers and Coopérative Fédérée de Québec
visited France, Belgium and Holland to study
the roles played so effectively by their farm
unions, the co-operatives and the various farm
products marketing organizations. From the
report on the tour, accepted by all the particip-
ants, it is worth noting the following;:

In the countries visited, the unions and
co-operatives as a rule do not interfere in each
other’s field. The unions are involved primarily
in representing their members’ demands and
in the training and education of farmers. The
co-operatives devote themselves mainly to the
production, farm supply and marketing of
agricultural products. Another interesting point
is that, with few exception, individuals have
complete freedom in joining a farm union and
the same prevails for their membership in a
co-operative. Furthermore, the unions are gen-
erally active propagandists for the co-operative
cause.

Visit to Ontario

Last August, members of your Board
of Directors, along with a few executives,
accepted an invitation from the President of
United Co-Operatives of Ontario to visit a few
of their plants and facilities ot member co-
operatives located in South-Western Ontario.
This well organized tour gave visitors and their
hosts an opportunity to trade information very
usefull to the directors and Management of
both organizations.

Agri-food industry summit meeting

The farm co-operative movement also
participated to an agri-food industry summit
meeting last April, organized by the Quebec
government. An official paper was presented,
which described the current situation in the
agri-food industry. It outlined the prime objec-
tives to be pursued so that the farmer can ob-
tain a suitable return for his work, while utiliz-
ing the true potential of our land resources.

Achievement of these objectives must be
related, among other things, to the establishing
of a commercial, industrial and distribution in-
frastructure designed to bring the farmer max-
imum value for his production. The paper con-
cluded by assuring the government that the
co-operative movement is always available to
improve the conditions of the agricultural
community and the farmers, and also to take
any necessary action to ensure the dynamic
development of other sectors of our agri-food
industry.



Members’ Equity

($ in thousands)

9 700
11010
13 138
15 572
20 312
24 674
33 222
38 547
40432

46 566

Education of Directors

During recent years much has been said
about the need to provide an appropriate edu-
cational programme for the Directors of our
member co-operatives. Some bashful steps
have been taken from time to time in this direc-
tion, but no real programme was ever set up.
That situation has now changed. Our Human
Resources Department recently drew up a for-
mula whereby interested co-operatives can be-
nefit from intensive training courses prepared
especially for their needs. Several co-operatives
have already taken advantage of this new ser-
vice and we hope that all the others will follow
their lead in the near future. We will never
place too much emphasis on the need for
Directors of co-operatives to acquire the wide
range of knowledge necessary to fulfill their
roles properly in this ever-changing society.

The place of young people

Dynamic organizations like the farm co-
operative movement cannot afford growing old
and stale. The only way to avoid that, is to
convince our young people to play a direct and
active role in the life of their co-operative. They
obviously cannot share the trailblazing zeal of
their elders, the founders, but they can carry
on the original ideals, given the opportunity.
We should therefore not only welcome them
with open arms, but also participate in their
education, as co-operators, so that, when the
opportunity comes, they will be prepared to
take on their important responsibilities.

As described, our main preoccupations
are directed to proper training, for both our
Directors and our young farmer-members.

We also must keep in mind the need to keep all
our members well informed specially on the
activities of their own co-operative, and then

on those of the Quebec farm co-operative move-
ment in general. By doing so, we will create
close bonds between all segments of the
movement bringing about a better service to
both the farmer-members and their co-
operatives.

The scope of our co-operatives

During recent years, Coopérative Fédérée
de Québec and several of its member co-
operatives have expanded at such a pace that
they now are the envy of competitors. They
have also become the targets of some people
who apparently have a phobia of growing and
successful organizations. Such a reaction is all
the more surprising since those people are
generally the ones who also deplore the power
exercised by the multi-nationals or other indus-
trial giants, to the detriment of our local enter-
prises. Instead of disparaging our successful
co-operatives, they should be applauding and
welcoming their success. They should hope
that our co-operatives will make deeper in-
roads into the sectors, until now dominated by
non-co-operative enterprises, often having
their roots outside Quebec.

Members, Directors, Management and
Staff have all contributed directly to the suc-
cessful year of Coopérative Fédérée de Québec.
We wish to thank them sincerely for their
teamwork, convinced that they will continue to
give us their full support.

Korlood (i,

Roland Pigeon
President



Board of Directors

From left to right:

Paul-Emile St-Pierre*, 1st Vice-president,
Laurierville

old Harvey,

Paul Dessureault,
Dupuy
Aarie Moreau,

chéres
Bruno Beaulieu,
Val Brillant
Jean-Charles Mercier,
St-Roch de I"’Achigan
Roger Bilodeau,
Bromptonville

Georges Levesque,
St-Simon
Jean-Paul Dinel*, 2nd Vice-president,
Chéneville

ois Champag

me Liniere

ment Houle,

Victoriaville
Michel Lemire*,
St-Zéphirin

Roland Pigeon®, President and Chairman of the Board

Vercheres

Paul Massicotte,
Champlain
A.-Roger Pelletier®,
La Pocatiere

*Members of the Executive Committee




The Management

From left to right:
Richard Newberry, Treasurer

Jean-Paul Cadieux, Manager,
Human Resources

Liguori Bois, Manager,
Regional Development

René Jean, Manager,
Poultry divisi

Louis-Philippe Poulin, General Manager

Maurice Lavallée, Manag
Feeds and Fertilizers div
Philippe P rault, Manager,
Dairy division

Gérard Turcotte, Manager,
Meat Packing division

Marcel Gingras, Secretary
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Co-operative Dairy Industry

The Co-operative Dairy Board

From left to nght:

Philippe Pariseault, Coopérative Fédérée;

Roméo Girard, Cote Sud; Marcel Gingras, Secretary;

Michel Lemire, 2nd Vice-president, Granby; Léonard Morin,

Sud de Québec; Napoléon Théberge, 1st Vice-president,
Bas St-Laurent; Roland Pigeon, Coopérative Fedérée;
Jean-Charles Chénard, Cote Sud; Denis Cassista,

Bas St-Laurent; Réjean Quevillon, President, Papineau
Hubert Doré, Saguenay-Lac St-Jean

The Co-operative Dairy Industry repre-
sents one of the basic operations of the Quebec
farm co-operative movement. The important
step taken during 1978 was the revision of the
status and powers of the Co-operative Dairy
Board, an integrated body whose main objec-
tive focus on dairy policies and relations
with government and other producers’
organizations.

Attention should also be drawn to the
major break-through by regional dairy co-
operatives into the specialty cheese market.
This is another step in diversifying dairy plant

roduction to ensure better profitability to the
Eenefit of the member producers.




Consolidated Statement
of Earnings

For the year ended October 31, 1978

1978 1977
Sales and other income $727 687 686  $675 007 559
Costs and expenses
Costs of goods sold $634 647 682  $595 296 429
Wages, salaries and employee benefits 40 698 685 38 471 245
Other operating expenses 10 632 781 10 252 403
Distribution and selling expenses 14 838 730 13 813 570
General administrative expenses 5 477 895 3 587 149
Interest on long term debt 2 439 106 1951 103
Other financial expenses 2 216 108 1218 753
Depreciation 4 027 555 3 502 252
$714 978 542  $668 092 904
Earnings from operations before
complementary payments, discounts,
extraordinary items, patronage refunds
and income taxes $12709144 $ 6914655
Complementary payments and discounts 2 599 320 1 146 569
Earnings before extraordinary items,
patronage refunds and income taxes $10109824 $ 5768086
Extraordinary items (note 10) 862 887 (28 418)
Earnings before patronage refunds and
income taxes $ 10972711 $ 5739 668
Use of earnings
Patronage refunds (note 9)
Cash $ 1659500 $ 1320000
Preferred shares 1 340 000 1 040 000
Common shares 1 000 500 840 000
$ 4000000 $ 3200000
Income taxes 2 644 097 1362 044
Net earnings for the year 4 328 614 1177 624
$ 10972711 $ 5739 668
Consolidated Statement
of General Reserve For the year ended October 31, 1978
Balance at beginning of year $ 10319616 $ 9141992
Net earnings 4 328 614 1177 624
Balance at end of year $ 14648230 $ 10319 616
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Consolidated
Balance Sheet

As at October 31, 1978

Assets 1978 1977
Current
Accounts receivable $ 74311049 $ 60 366 147
Provision for possible future losses 2 626 748 2 060 182
$ 71684301 $ 58 305 965
Inventories 49 190 531 54 402 208
Prepaid expenses 3 379 165 2 513 861
Investments — current portion 206 868 333 450
$124 460 865 $115 555 484
Non-current accounts receivable $ 360963 $ 473472
Investments (note 2) $ 4315483 $ 4534881
Fixed assets (note 3)
Land, buildings, machinery and equipment,
automotive equipment, at cost $ 54176 610 $ 49 579 540
Accumulated depreciation 25 632 738 22 258 325
$ 28543 872 $ 27 321 215
Other assets (note 4) $ 2296737 $ 2405366
$159 977 920  $150 290 418

On behalf of the Board

Roland Pigeon, Director
Paul-Emile St-Pierre, Director

Montréal, January 24, 1979.



Liabilities and members’ equity 1978 1977
Current
Outstanding cheques, less cash $ 9160918 § 5993807
Bank loans (note 6) 556 000 1 860 000
Accounts payable and accrued expenses 32 064 976 34 762 377
Short term notes 40 462 000 35 360 000
Patronage refunds (note 9) 1 659 500 1 320 000
Redemption of capital stock (note 9) 605 923 933 040
Income taxes 639 405 325 447
Current portion of long term debt 4241 751 4 545 557
$89 390 473  $ 85100 228
Deferred income taxes $ 1452996 $ 1529393
Long term debt (note 7) $ 22 568 021 $23 208 806
Members’ equity
Capital stock (notes 8 and 9) $ 31918200 $ 30132375
General reserve 14 648 230 10 319 616
$46 566 430 $ 40 451 991
$159 977 920  $150 290 418

Commitments (note 11)

11
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Consolidated Statement

of Changes in

Financi

Position

As at October 31, 1978

1978 1977
Working capital provided from
Operations
Net earnings $4328614 $ 1177624
Charges to operations not involving
outlay of working capital 4 263 257 3 776 308
$ 8591871 $ 4953932
Decrease (increase) of deferred
receivables 112 509 (27 217)
Proceeds on sale of investments 515 368 718 393
Sale of fixed assets 500 514 461 555
Long term debt 3 963 000 9 637 300
Issue of shares 2 479 839 1976 375
$16 163 101  $17 720 338
Working capital required for
Purchase of investments $ 350970 $ 1373029
Additions to fixed assets 5 647 069 6 973 015
Acquisition of poultry quotas 215 127 —
Reduction of long term debt 4 640 785 4 434 691
Redemption of shares 694 014 1 469 569
Acquisition of subsidiaries, net
of working capital (note 5) — 528 736
$11 547965  $14 779 040
Increase in working capital $4615136  $ 2941298
Working capital at beginning of year 30 455 256 27 513 958
Working capital at end of year $35 070 392 $30 455 256




Notes to
Consolidated Financial
Statements

As at October 31, 1978

Note 1 — Accounting policies

Consolidation — The consolidated statements include the accounts of Coopérative Fédérée de
Québec and all wholly-owned subsidiaries, namely:

e Legrade Inc.

Eastern Abattoirs Limited

Fédérée Elevators Limited

Canadian Livestock Coopérative of Quebec Limited
Mont-Joli Products Ltd.

Quebec Seed Ltd.

Edmond Sylvain Limitée 1954

Quebec Poultry Co. Ltd. and its subsidiaries

Abbotsford Poultry Farm Inc.

Flamingo Farms Ltd.

Centre Avicole Inc. and its subsidiaries

La Ferme Joliette Inc.

P. A. Gouin Limitée

Les Engrais Laprairie Limitée

e Turcotte & Turmel Inc.

Coopérative Fédérée de Québec accounts for the acquisition of subsidiaries on a purchase basis and
their operations are consolidated from their date o? acquisition.

Inventories — The inventories are valued at the lower of cost or net realizable value.

Fixed assets — Fixed assets are shown at cost and are depreciated on the diminishing balance basis
at the following rates:

e Buildings — 5% and 10%
® Machinery and equipment — 20%
e Automotive equipment — — 30%

Assets acquired or sold during the year are depreciated proportionately to the number of months
they are used.

Poultry ?uotas — The poultry quotas are amortized at the rate of 10% under the straight line
method for half of their cost and on the diminishing balance basis for the other half.

Excess of cost of shares in subsidiaries over net book value at dates of acquisition — The excess of
cost of shares in subsidiaries over the net book value at dates of acquisition is being amortized on a
straight line basis over a period of ten years.

Deferred income taxes — Deferred income taxes are calculated on the excess of capital cost
allowances claimed for income tax purposes over amounts of depreciation charged to operations.
These income taxes will become payable in the years when depreciation will exceed capital cost
allowances.

Note 2 — Investments, at cost Current 1978 1977
portion

Shares and advances in 50% owned
company (book value: 1978 — $198 573;

1977 — $159 808) $ — $ 70 000 $ 70000
Corporate shares — 2728 175 2445 079
Mortgages 16 541 231 057 695 260
Other investments 190 327 1493 119 1 657 992
$206 868 $4 522 351 $4 868 331
Current portion 206 868 333 450
$4 315483 $4 534 881

Note 3 — Fixed assets 1978 1977
Cost Net book Cost Net book
value value
Land and land improvements $2350101 $2262725 $2241172 $ 2172109
Buildings 21 157 820 13 871 946 19 754 171 13 327 125
Machinery and equipment 22 603 378 8 680 332 20 487 137 8 212 080
Automotive equipment 8 065 311 3 728 869 7 097 060 3 609 901
$54 176 610 $28 543 872 $49 579 540  $27 321 215
Note 4 — Other assets 1978 1977
Goodwill $ 1 $ 1
Poultry quotas, unamortized cost 1141 648 997 509
Deferred expenses 148 701 145 088

Unamortized excess of cost of shares in subsidiaries

over net book value at dates of acquisition 1 006 387 1262 768

$2 296 737 $2 405 366

13
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Note 5 — Acquisition of subsidiaries

Non-fund assets and liabilities arising from acquisition of subsidiaries, in 1977, are as follows:

Assets
Fixed assets — net book value $3 147 094
Other assets 26 051
Excess of cost of shares in subsidiaries over net
book value at dates of acquisition (299 119)
$2 874 026
Liabilities
Deferred income taxes $ 14814
Long term debt 2 130 476
$2 145 290
$ 728 736
Prior investment 200 000
Decrease in working capital $ 528 736
Note 6 — Bank loans
The bank loans are secured by section 88 of the Bank Act.
Note 7 — Long term debt Current 1978 1977
portion
Coopérative fédérée de Québec
Debentures, series “B”, 734 %, 1978 $ — — $ 906400
Debentures, series “B", 7% %, 1979 691 400 691 400 695 400
Debentures, series “B", 9%, 1979 904 600 904 600 1 663 600
Debentures, series “C”, 7%, 1979 65 000 65 000 146 000
Debentures, series D", 93%4%, 9% %, 1979-85 999 500 3 262 100 4 917 600
Debentures, series “F”, 10%, 1980-86 — 5 000 000 5 000 000
Debentures, series “G"”, 10%, 1979-87 1 000 000 4 848 300 4 850 000
Debentures, series “H", 9%4%, 10%, 1983-88 — 4 000 000 -—
Other — 203 458 211 758
$3 660 500 $18 974 858  $18 390 758
Eastern abattoirs limited
Bonds, 7%, 1979-87 $ 75000 $ 675000 $ 750000
Mortgage, 8%, 1978-84 — — 87 000
$ 75000 $ 675000 $ 837000
Edmond Sylvain limitée 1954
Mortgage, 7%, 1978-83 $ — 8 — $ 163274
Centre avicole inc. and its subsidiaries
Mortgage, 6% %, 1979-89 2101 R ST - 178
Quebec poultry co. Itd. and its subsidiaries
Bonds, 874%, 1979-93 $ 93000 $ 2700000 $ 2784000
Debentures, convertible, 6%4%, 1984-87 - 2 000 000 2 000 000
Mortgages, 6% to 10%, 1979-84 58 477 312 762 371 251
Term notes, 8% to 11%, 1979-82 62 417 244 253 818 568
Other 17 798 84 256 106 461
$ 231692 $ 5341271 $ 6080280
Turcotte & Turmel Inc.
Bonds, 9.9%, 11%:%, 1979-81 $ 59400 $ 155550 $ 211500
Mortgage, 10%, 1979-84 9 000 54 000 126 000
Term note, 10%, 1978 — — 18 000
$ 68400 $ 209550 $ 355500
P. A. Gouin limitée
Mortgage bond, 13%%, 1979-80 $ 90000 $ 1142500 $ 1218500
Mortgage bond, 13%, 1979-80 17 100 217 075 233 300
Mortgage, 8%, 1978 — — 127 500
Other, 1979-80 66 936 94 746 161 468
$ 174036 $ 1454321 $ 1740768
Les engrais Laprairie Limitée
Bonds, 7%, 1979-81 $ 30000 $ 125000 S 155000
$4 241 751 $26 809 772  $27 754 363
Current portion 4 241 751 4 545 557
$22 568 021  $23 208 806




The aggregate amount of principal payments and sinking fund provisions required to meet debt
obligations in each of the next five years is as follows:

1979 — $4 241 751 1981 — $2 750 300 1983 — $4 288 937

1980 — %4 575 043 1982 — $1 330 020

Note 8 — Capital Stock

According to section 5 of the Act incorporating Coopérative Fédérée de Québec, the capital stock
is composed of the common shares subscribed by the members and of the preferred and common
shares issued by it. Such capital stock is variable. Common and preferred shares may be re-
deemed by resolution of the Board of Directors in as much as the provisions of the trust deeds
are complied with. They may be reissued.

1978 1977
Preferred shares of $10 each
1969 series, redeemable at the latest in 1989 $ — % 52842
1970 series, redeemable at the latest in 1990 1 282 800 1 286 890
1971 series, redeemable at the latest in 1986 1313 820 1 317 010
1972 series, redeemable at the latest in 1987 1 897 780 1 898 460
1973 series, redeemable at no set date 7 880 7 880
1974 series, redeemable at the latest in 1984 2 534 950 2 624 320
1975 series, redeemable at the latest in 1985 2 505 670 2 506 230
1976 series, redeemable at the latest in 1986 2 398 150 2 408 420
1977 series, redeemable at the latest in 1987 3 493 970 3 499 740
1978 series, redeemable at the latest in 1988 1 055 880 1 040 000
1979 series, redeemable at the latest in 1989 1 340 000 —

$17 830 900  $17 117 370

Common shares
Qualifying shares of $10 or $25 each, convertible

in preferred shares $ 24705 $ 2475
Qualifying shares, class “A”, of $25 each 1 485 275 1409 050
Class “C”, of $10 each 2 425 760 2 426 310
Class “D”, of $25 each 10 118 825 9 119 450

$14 054 565  $12 979 535

Partially paid

A balance resulting from the allocation of non-assessable

preferred and common shares in payment of patronage

refunds remains credited to members as the individual

amounts allocated do not equal the par value of

these shares $ 3273500 5535470

$31 918 200  $30 132 375

Note 9 — Patronage refunds and redemption of shares

Patronage refunds — In accordance with the terms of the Act incorporating Coopérative
Fédérée de Québec, the Directors, at their meeting held on January 24, 1979, declared, out of
ea:ninﬁ‘. from operations of the current llyear, patronage refunds of $4 000 000. They resolved that

this refund be allocated and paid as follows:

1978 1977
Cash $ 1659500 $ 1320000
Preferred shares 1 340 000 1 040 000
Common shares 1 000 500 840 000

$ 4000000 $ 3200000

Redemption of shares — At their same meeting, the Directors also resolved to redeem preferred
shares issued in 1969 and 1974, for an aggregate amount of $605 923.

The effect of these resolutions is reflected in the consolidated financial statements.

Note 10 — Extraordinary items 1978 1977
Recovery of income taxes arising from the application
of prior years’ losses $1119268 $ 214338
Amortization of excess of cost of shares in subsidiaries
over the net book value at dates of acquisition (256 381) (242 756)

$ 862 887 $ (28 418)

Note 11 — Commitments

a) Coopérative Fédérée de Québec and some subsidiaries have certain lease agreements for the
rental of buildings, installations, equipment and automotive equipment for varying terms up
to 1990. The agﬁre ate annual expense of these leases amounts to approximately $865 000 and
the balance of the lease agreements for the rental of automotive equipment amounts to
$117 000 as at October 31, 1978.

b) The estimated costs to complete fixed assets under construction and to acquire equipment on
order amount to approximately $2 582 000 as at October 31, 1978.

¢) Actuarial expertise of the pension indicates a liability for past services estimated at $500 016.
This amount will be amortized over a period not exceeding four years.
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Auditors’ Report

Note 12 — Anti-inflation legislation

Coopérative Fédérée de Québec and its subsidiaries are subject to the Anti-inflation Legislation
enacted by the_' Gove_mment of Canada effective on October 14, 1975 to provide for the restraint
of profit margins, prices and employee compensation. Coopérative Féderée and its subsidiaries
have used their best efforts to comply with the guidelines since their announcement.

To the members of Coopérative Fédérée de Québec,

We have examined the consolidated balance sheet of
Coopérative Fédérée de Québec and its subsidiaries as at
October 31, 1978 and the consolidated statements of earn-
ings, general reserve and changes in financial position for
the year ended and have obtained all the information and
explanations we have re}uired. For Coopérative Fédérée de
Québec and those subsidiaries of which we are the au-
ditors, our examination was made in accordance with gen-
erally accepted auditing standards and accordingly, in-
cluded such tests and other procedures as we considered
necessary in the circumstances. For those subsidiaries of
which we are not the auditors, we have relied on the re-
ports of other auditors.

In our opinion, these consolidated financial state-
ments present fairly the financial position of Coo%érative
Fédérée de Québec and its subsidiaries as at October 31,
1978, and the results of their operations and changes in
their financial position for the year then ended, in accor-
dance with generally accepted accounting principles ap-
plied on a basis consistent with that of the preceding year.

Mallette, Benoit, Boulanger, Rondeau & Associés
Chartered Accountants.

January 24, 1979.



Management Report

For Coopérative Fédérée, the 1977-78
financial results were better than those of the
previous twelve months. An upswing in the
farm economy helped to improve both prices
and profit margins in most agricultural sectors.
Total sales reached $727.6 million, up $52.6
million or 7.8% over the year-ago figure of
$675 million. Growth rate was above that of
1976-77 in both dollar volume and percentage
terms. Viewing operations as a whole,
Coopérative Fédérée maintained its position in
providing farm supplies and in marketing farm
products.

Earnings from operations, before com-
plementary payments and special discounts,
amounted to $12.7 million or 1.75% of total
sales, compared with $6.9 million or 1.01% the
previous year. Although complementary pay-
ments and special discounts more than dou-
bled, from $1.15 million to $2.6 million this
East year, this still left $10.1 million in earnings

efore patronage refunds, income taxes, and
extraordinary items, against $5.7 million
reported for 1976-77.

Earnings before patronage refunds and
income taxes were equivalent to 1.38% of total
sales, against 0.84% the previous year. Al-
though losses were reported in some areas, the

gains made by other sectors brought our pro-
fitability — in relation to sales — to a more ac-
ceptable level. More so than a year ago, diver-
sification in our operations was a factor that
contributed to the results.

Meat Packing Division

This Division’s total sales reached an all
time high of $118.6 million, reflecting higher
prices and increased livestock receipts. Cattle
Eroducers enjoyed an excellent year from

igher prices for beef which, in turn, was re-
sponsible for better prices for meats in general
and for a stronger demand for pork on both the
domestic and export markets.

Coopérative Fédérée meat packing
operations are carried out by three subsidiaries:
Legrade Inc., Turcotte & Turmel Inc. and the
Canadian Livestock Co-operative of Quebec
Limited. Our three livestock slaughtering and

acking plants are located at Vallée Jonction,

rinceville and Bic. Canadian Livestock Co-
O}Iserative acts as a commission agent on the
Montreal Public Livestock Yards. Since last au-
tumn, its operations are at the West-End Mar-
ket, following the closing of the livestock yards
in Eastern Montreal.




Earnings from Operations ($ in thousands)

69 1417

2 _ 1567
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2 677

Overall receipts of cattle and calves drop-
ped at all our slaughtering and packing plants,
while Canadian Livestock Co-operative re-
ported a slight increase in cattle and a small
reduction in calves. Fortunately, the lesser
receipts of cattle and calves were more than
offset by a substantially higher volume of hogs
received: up by 25% at Vaﬁée Jonction, 20.6°§o
at Princeville and 11.5% at Bic. The increase at
the Vallée Jonction and Princeville plants ex-
ceeded the actual percentage growth of the
Quebec hog production, while the opposite
was noticed at Bic. A total volume oF ;40 601
heads of livestock were slaughtered in the
three plants, an increase of 17.4% over last
year’s 630 983 heads. The Canadian Livestock
Co-operative handled a total of 34 996 heads,
relatively the same as the 1976-77 figure of
34 698.

During the year, all our operations of
meat packing have been consolidated within a
newly structured Meat Packing Division. The
objective of such a consolidation is to obtain
a more effective use of human and material
resources and to co-ordinate all operating
policies, particularly marketing strategies. Dis-
tribution facilities are also being upgraded. A
new distribution centre will soon Ee in opera-
tion in Montreal to better serve our clientele
with the complete range of products offered by
Turcotte & Turmel Inc. and Legrade Inc.

Legrade Inc. results reflect the generally
improved conditions in the industry. While the
previous year’s operations showed a deficit,
the 1977-78 financial year was a profitable one.
Turcotte & Turmel Inc. results show a notice-
able improvement in the operating efficiency of
this subsidiary’s plant at Vallée Jonction due
mainly to increased volume and favourable
conditions of the export market.

Poultry Division

In April 1978, a Poultry Division was set
Llﬁ) to place under one mana%ement authority
a

poultry operations. The objectives are to
maximize the efficiency of human resources
and E)hysical facilities, to operate more effi-
ciently the four plants by gradualg specializing

their operations and to better unify the market-
ing oglgloultry products.
e Poultry Division operates four poul-

try abattoirs, a processing facility, a distribu-
tion centre, a hatchery, an egg breaking plant
and several poultry farms. Sales, at $108.3
million, are higher than those of the last year.
Even after complementary payments of $1.3
million to producers, the Division showed
earnings which help us forget the previous
year’s set-back. All subsidiaries, to the excep-
tion of one, reported positive results that

are, in addition, greater than last year.

The egg breaking plant of Ferme La Poule
Blanche Ltée continues to face serious difficul-
ties, both in attempting to improve margins
and to secure adequate supplies of eggs for
processing. Management responsible is closely
studying the still unresolved problems of this
operation.

Volume of birds received during the year
rose to 165.5 million pounds, against 163.
million pounds the year before.

The Federal government recently an-
nounced that a National Chicken Marketing
Agency was instituted. It will obviously take
some time before we can appreciate the ben-
efits of such an agency, because no one can tell



in advance how long the negotiations with the
United States will take. Nevertheless, despite
unavoidable delays, we believe it should pro-
vide our broiler industry with some protection
and give it a stability greater than that experi-
enced until now. Faced with all the restrictions
imposed on Eroducers and marketing organiza-
tions alike, the industry cannot progress and
maintain its dynamic stance indefinitely under
the constant strain of very short cycles of ups
and downs in profitability. Along with the
roducers, we certainly hope that this situation
as come to an end.

Fruits and vegetables

Although sales were up, this past finan-
cial year was less profitable than the previous
one for our Fruit and Vegetable Department.
A quick study of operations shows that profit
margins were lower than in 1976-77 while ex-
penses were considerably higher, due largely
to increased rental costs in Quebec City and
Montreal.

Dairy Division

Dairy Division sales at $233.8 million in
1977-78, were slightly higher than those of the
preceding financial year. Since dairy products
account tor almost all of these sales, it is quite
clear that the Division’s performance is closely
linked with the volume of milk received by the
dairy co-operatives, and out of this volume,
the quantities of products the Division mar-
kets. Last year, the co-operatives received a
total volume of 3.0 billion pounds of milk, a
decrease of 4% from a year ago, and 6% from
1975-76. This downward trend is largely at-
tributable to the effect of the national dairy pol-
icy objectives. The lower volume was more
than offset by higher prices, but net earnings
were lower tzlan in 19?6-77.

Comparing sales, product by product,
with those recorded in 1976-77, the followin
trends emerge: butter down 12.3%; skim mi
powder down 1.97%; cheese up 9.8%; evapo-
rated milk up 2.35%; fluid milk down slightly
by 0.85%. Tl["::ese trends are expected to con-
tinue for the immediate future. On the export
markets, particularly in the case of evaporated
milk, the co-operation between the Division
and the Canadian Dairy Commission has
helped to reduce the volume of skim milk
Fowder produced in Canada. It should in the
uture, to a greater degree, bring the entire in-
dustry on a healthier basis, and eventually im-
prove conditions for the producers.

The Division is increasing its efforts in
export markets. This is a normal goal for the
Federation. It completes and adds to the mar-
keting efforts of its member co-operatives. Dur-
ing this past year, the Dairy Division exported
25.8 million kilograms of dairy products, a
109.8% increase over the previous year’s vol-
ume of 12.3 million kilograms. Evaporated
milk, skim milk powder and a small quantity
of cheese were, in order of importance, the
products exported.

Sales of dairy equipment and supplies to
the various plants totalled $1.1 million. As far
as the storage activities are concerned, stocks
of cheese and skim milk powder have been
transferred from the metropolitan refrigerated
warehouse to occupy a major part of the head
office warehouse.

While summarizing the year’s activities in
the dairy sector, we should not ignore the part
played by Management in policy matters, in
government interventions and in the relations
with the various milk producers’ organizations.
LE COOPERATEUR AGRICOLE regularly re-
ports on the role played in all areas by the
dairy co-operatives, in association with
Coopérative Fédérée. In this regard, it should
be pointed out that a new structure has been
set up to ensure concerted planning and action
within the movement, through a revision of
the powers of the Co-operative Dairy Board
and mutual agreements between its member.
co-operatives. This Board, which concerns it-
self primarily with dairy policy matters and
relations with governments and other pro-
ducers’ organizations, is made up of farmers
representing Coopérative Fédérée and dairy
co-operatives.
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Agricultural supplies

The results of the Agricultural Supplies
Division clearly illustrate the difficulties facing
its three operating sectors, the Farm Supplies
Department in particular. Since they operate in
their own fields, it is only by studying each
department’s activities that we can bring to
light the various problems which affect the
overall results of the Division.

The Farm Supplies Department was the
greatest disadapointment of the year. Although
sales of $26.0 million showed an increase over
the previous year, margins were definitely
not sufficient to cover substantially higher
expenses. Many of these expenses are non-
recurring, since they stem from the consolida-
tion of the Farm Supplies Department with
those of the P. A. G%uin Limited hardware
firm. However, for 1977-78, they are a heavy
burden on the overall results. Added to the de-
ficit of its current operations, other losses were
incurred from stock devaluations due to the
discontinuance or obsolescence of some prod-
uct lines. Additional inventory writedowns
were another factor for the year’s negative re-
sults. Furthermore, operating and administra-
tive expenses were increased considerably by
the difficulties encountered in integrating and
reorganizing the two operations. Strong mea-
sures have been taken to correct the situation as
rapidly as possible, but some time is required
before their effect can be noticeable.

Working Capital

(% in thousands)

5148
5349

7 006

_ 86%
11897
17 107
28402
27 293
30 455
35 070

It is quite evident that the two major
causes of the year’s losses were sales volume,
lower than expected, and low margins. In the
case of farm supplies of the traditional type,
the co-operatives’ willingness prevented too
sharp a drop in sales, down by just 1% from
the preceding year. Measured in dollars, the
Department reported gains in dairy equipment,
hardware, building products and automotive
products. Sales of farm supplies, the largest
share of the total sales volume, were down
substantially, due mainly to a much lower de-
mand for generators, farm fencing and baler
twine.

The Farm Implement Department re-
ported sales of $22.6 million, down from the
Erecedin}g period. We must go back to 1974 to

ind a sales figure as low as the one in 1977-78.
Considering t%-nat sales prices were higher last
vear, this represents a drastic drop in actual
units sold and, needless to say, net earnings
were much lower. We estimate that decrease to
be in the neighbourhood of 18.5%, compared
with 1977. These results clearly illustrate the
difficult period this industry is going through.

The Petroleum Department recorded
a small deficit for the second year in a row.
Sales at $68.2 million were higher than those
reported last year. This increase was not
attributed to an increase in physical volume
of business since there was a slight decrease,

The Department had a Foor year because
margins are still abnormally low. Production
overruns at the refineries and surplus stocks
have helped to create a stiff competition to the
benefit of customers. This situation has tight-
ened the squeeze on margins for distributors.
The Department’s operating costs were also af-
fected this past year, by the continuation of its
programme to up-grade storage facilities to
meet government requirements.

Feeds and Fertilizers

Feeds and Fertilizers Division sales of
$126.7 million were slightly higher than in
the previous year. But the division’s earnings
were the highest of its history, after rebates
of $822 587 to members for bulk feed supple-
ments, and $33 884 for chicks bought from our
hatcheries.



Sales of the Grain Department reached
$58.3 million, a decrease compared with the
year before, even if there was a 3.8% increase
in physical volume. On the other hand, net
earnings were appreciably higher than in the

revious year but not yet at the levels reached
m 1974, 1975 and 1976. Margins deteriorated
during the second half of the financial year,
due to a stronger competition during the
navigation season as greater storage facilities
were available. During this period, we wish to
recall that deliveries on the off-quota market
provided 85% of domestic needs.

($ in thousands)

Patronage refunds allocated

g7

1400
143
2400
4000
6600
7 600
8 600
6900
3 200
4000

In North America, the livestock feeds bu-
siness generally represents a prominent con-
tributor to both the volume and profitability of
farm supply co-operatives. That phenomenon
equally applies to the Quebec farm co-
operative movement. Feed sales during the
year totalled $39.2 million, an improvement
over 1977. Actual volume increased by 11.5%
to reach a new all-time high. Most of this in-
crease was in hog feeds, with a 25% increase
over last year. This strong upswing is espe-
cially interesting since it is higher than the
actual percentage increase in Quebec’s hog
production during the same period.

The volume of dairy feeds dropped by
7%, but this was more than offset by the in-
crease in hog feeds we have just mentioned
and a 5.4% increase in poultry feeds. Along
with an excellent cost control, this higher
volume produced a significant contribution
to the results of the Division and Coopérative
Fédérée.

Distribution of liquid protein supplements
(S.P.L.) was discontinued during the year, as
volume continued to decline. Sales of livestock
health products are still imﬁroving, due mainly
to increased production of hogs and poultry.
Competition in this area remains very active.

Sales of the Hatchery Department com-
pares with 1977 figures, but are still lower than
those of the three previous financial years.
Nevertheless, 197§) net earnings nearly doubled
those of 1977. Sales of chicks increased for all
categories of birds except for turkey poults.

The Fertilizer Department operated at a
loss for a third successive year. Although total
sales were higher in both dollar and volume
terms, the Department did not regain its
former rank as a profitable member of the
Division. It should be noted that the blender
plants and liquid nitrate facilities account for
an increasing proportion of total volume.

A number of factors affect the profitabil-
ity of the Fertilizer Department: the impact
on margins of the almost chronic price war
over the past few years, especially since 1975;
start-up expenses for blender plants and liquid
nitrate facilities, and more recently, the neces-
sity to stockpile considerable quantities of raw
materials — such as potash — which involves
additional financing charges and risks.

The Farm Chemicals Department im-
proved its previous I]iderformance with sales in-
creasing in almost all product lines. Substantial
f;ains were achieved in weed and rat killers and
awn and garden products. Despite higher ex-
penses involved in setting up the new Lon-
gueuil warehouse, the Department, due re-
spect to its size, made a valuable contribution
to the overall results of the Division.

Sales of the Seeds Department were
slightly higher than in 1977 as a result of higher
prices, but actual volume decreased as less ac-
reage was seeded and supply problems were
encountered. Net earnings were also higher
than in the preceding year.
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The Napierville grain dryer failed to break
even for the fifth vear in a row. It reported a
lower volume of operations due to the warm
and dry summer where grain was produced
with a lower degree of humidity, tﬁus reducing
the need for drying operations, and to gov-
ernment assistance programmes for drying
and storing farm grains.

Financial review

Working capital increased by $4.6 million
during the financial year, compared to $2.9
million a year ago. It now totals $35.1 million.
This increase is a good indication of the differ-
ence in bottom-line results of the past two
years. Even if sales increased by 7.8%, inven-
tories decreased by 10.8%. Higher prices and
financing costs prompted managers to increase
control over their inventories.

Accounts receivable are substantially
higher than last year. One of the reasons is that
the postal strike coincided with the year end
and delayed payments considerably. However,
this situation straightened itself out during the
following weeks. The other important reason
worth mentioning is the higher proportion
of @Xﬁort sales, meat products in particular,
which are not collected before fourteen to
eighteen days, about twice the time needed
to collect domestic sales.

Improving the level of the general reserve
in comparison to total equity is a foremost ob-
jective of the Board of Directors. This year’s

alance sheet shows a general reserve of $14.6
million, an increase of $4.3 million.

Members’ equity increased by $6.1 million
and now stands at $46.5 million. Return on
equity, before patronage refunds and taxes
payable by Coopérative Fédérée alone, was
substantially higher at 17.5%), compared with
12.6% last year.

The administrative departments serve a
function of resource and control to all our
commercial and industrial operations. These
consist of the following departments: Sec-
retariat, Treasury, Human Resources, Regional
Development and Sollicitor. During this past
financial year, all functions involving corporate
financing, property protection, risk manage-
ment and accounting were grouped under the
Treasury Department to better co-ordinate all
activities of the financial field.

Despite the “soft” sectors and disap-
pointments, Coopérative Fédérée had, in gen-
eral, a good average vear. The results of the
past twelve months once again confirm the un-

uestioned benefits of a diversified enterprise.

owever, management becomes more difficult,
not to sav more delicate, at both levels of the
Quebec farm co-operative movement. The re-
strictions are becoming more numerous and
demanding. Competition also becomes more
intense as the co-operatives and their Federa-
tion grow ever more dynamic and aggressive.
Yet nobody is prepared to back away from
competition and those who wish to conquer
must react vigorously.

Just as in any business organization, the
co-operative movement draws up its competi-
tive strategies by using several basic elements.
In a co-operative organization, solidarity is the
one vital element, which in the long run is the
most powerful of all. When we encounter dif-
ficulties, that basic element comes to the fore.
We witnessed proof of that once again, just re-
cently. May the solidarity of the co-operatives,
their members and employees withstand the
tests of time. A sincere ever-alert solidarity of
interests remains our best assurance of greater
productivity in everything we do, the key to
the quality of our presence in the agri-food
industry.

In closing, we wish to extend our sincere
thanks to all those who helped make this year
a success and easier, our often difficult task.
These thanks are addressed to the Members,
Directors, Managers and, more particularly,
to those who have worked the closest with
Management.

Louis-Philippe Poulin
General Manager




The Petroleum Department:
1958-1978

Ever since its inception in 1958, re-
sponding to the needs arising from increased
mechanization of farms, the Coopérative
Fédérée Petroleum Department has proved its
usefulness to its farmer-users. Over the past 20
years, the Federation, working closely with its
member co-operatives, has built up a distribu-
tion network to sufp ly with various fuels a
high proportion o (guebec farms. It also sup-

lies ﬁeating oil to many rural and semi-rural

omes and, increasingly in recent years, to
those in urban areas as well. This department
is also involved, to a lesser degree, in propane
gas distribution.

The scope of this operation and the busi-
ness volume 1t generates place the Quebec
farm co-operative movement at the top rank
of the independent petroleum products
distributors.
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Three Steps Forward...

Following relocation of the Dairy Division
offices and warehouse at 1055, du Marché Cen-
tral Street in Montreal, the Farm Chemicals
Department moved into a new warehouse in
Longueuil. Modern and functional, this chemi-
cal products distribution centre will serve all
regions of Quebec.

In order to increase its productivity, and
thus become more competitive, the Canadian
poultry industry must be fully up-to-date on
technical changes. Here in Quebec, Coopéra-
tive Fédérée’s Poultry Division is moving
forward by bringing to its poultry plants the
latest technical improvements.

Canada is now one of the major exporters
of pork to Japan. Coopérative Fédérée, tﬁrough
its Turcotte g Turmel Inc. subsidiary, benefits
from this new market opportunity, and is now
shipping a large volume of custom pork cuts
prepared to meet the specifications of Japanese
customers. Packed in containers at the proces-
sing plant, these products are moved by truck
to New York for [oading aboard freighters with
destination the Land of the Rising Sun.











