ANNUAL REPORT 1993



A.L. Van Houtte is one
of Canada’s most important
gourmet coffee roasting and mar-
keting firms. The Company
supplies the foodservice and rerail
food sectors with a wide range of
coffee beans and ground coffees
under the “A.L. Van Houtte”,
“Plantation”, “Orient Express”
and “Christophe Van Houtte” |
brand names, as well as “Azzura” |

and “A.L. Van Houtte” herbal
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and ;pecialty teas. A.L. Van
Hourte also operates a franchise
nerwork of 100 café-bistros and
coffée-bars. o

Since 1980, A.L. Van'
Houtte has pursued a targeted
expansion strategy that has given
the Company a leading position
in Québec’s growing gournet
coffee segment and enabled it to
gain an increasing foothold in
Ontario.

The annual general meeting of sharcholders
will be held on September 22, 1993 at 11:00 a.m.,

Montréal Sheraton Centre, Room A,

1201 René-Lévesque Blvd. West
Montréal, Québec.

ANNUAL INFORMATION FORM

The annual information form of A.L. Van Houtte Leée
for the fiscal year ended April 3, 1993 will be available
at the head office of the Company as of August 20, 1993.

Design and Production :

Bélanger Legault Communications Design ltée

Photography : Maggie Alongi

THIS STRATEGY IS BASED ON:
* using state-of-the-art equipment
for roasting and packaging coffee;

* constantly responding to changing
consumer tastes with a growing
variety of refined and differenti-
ated products; and

s promoting a franchising concept
that encourages flexibility and
profitability within the organiza-

tion while favouring consumer
recognition of the A.L.Van
Houtte brand name and image.



STATISTICS (in thowsands of dofiars excepr razos)

A

Fiscal years ended
April3  March28  March30  March3l | April 1
1993 1992 1991 1990 1989
FINANCIAL PERFORMANCE ' ' y
Revenue from operations $35,410 $27.422 $26,383 $22,59 §20,118 15,2
Operating income (& 5,013 2,816 3,187 2,456 2,103 24,3
Net income 3,220 2,113 2,348 1,868 1,242 26,9
Cash flow from operations 5,904 3,533 3,745 2,985 2,207 279
Dividends & 566 523, 3
Return on average . ;
shareholders' equity 15 % 13,1% 16,7 % 16,4 % 15,9 % “
Net margin 9,1% 7.7% 89% 8,3% 7.2% @
FINANCIAL POSITION | i)
Toral assets $44,824 $21,707 $19,922 §17,069 $13,581
Shareholders’ equity 26,120 16,866 15,276 12,928 9,789
Long-term debt 10,655 2,264 558 1,342 1,428
Working capital 1,908 9,596 8,459 7,949 5,588
Long-term
debr ratio 0.40:1 0.13:1 0.04:1 0.10:1 0.15:1
Current ratio 1.28:1 5.52:1 3.32:1 4.38:1 3.85:1
System-wide sales of the café-bistro
and coffee-bar network $30,588 $28,042 $29,947 $28,757 $25,785

Notes

O Including salés and franchising revenue (royalties and entry fees), but excluding invesmens income.

(2) Before snvestment income, equity in ner earmings of associated companies, nan-controlling inserest, extraordinary items and income raxes,
3 Paid 1o holders of subordinate voring shares and mulriple voting shares,

(&) Before extraordinary ivems.

5 Long-term debr a‘c?mz'ing currens portian over year-end sharcholders” equity

STOCK MARKET PERFORMANCE: |

VH  Comparative performance of A.L. Van Hourte subordinate voring shares and the TSE 300 from Asugust 1988 1o July 1993,

TSE
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1987 1988 1989 1990 1991 1992 1993
s VAN HOUTTE TSE For both VH and TSE 300, August 1987 = 100
STOCK MARKET
INFORMATION PER-SHARE DATA (Stock price as ar Jidy 2. 1993)
Listing: The Montréal Exchange, August 1987 Net earnings: $0.65
Ticker symbol: VI Pricelearnings: 20,00X
Number of voting, participating Cash flow from operations: $1.19
shares outstanding; 5,557,245 Priceleash flow: 10.90 X
Public float:1,357,245 subordinate voring shares Book value: $4.70
Share high/low in last 12 months: $14/$6 Pricelbook: 277X
Trading volume: 532,647 Dividend: $0.13

Recent price (July 2, 1993): $13
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MESSAGE TO SHAREHOLDERS

In 1992-1993, A.L. Van Houtte once again
proved that even within a mature coffee market,
avenues of growth remain open to companies that
know how to capirtalize on them.

Since A.L. Van Houtte has become a public
company, growth has been by far the theme most
often addressed by financial circles. This is a very
legitimare concern because the North American
coffee consumption has not shown any real growth
in the past two decades, and the sharp drop in
prices has caused the whole market to shrink.

Nonetheless, from 1987 to 1993, A.L. Van
Hourte has recorded a
remarkable rate of finan-
cial growth: indeed, our
revenues have increased
at an annual compound
rate of 19%, net earn-
ings at 28% and cash
flow from operations
at 33%.

This performance,
a result of both cor-
porate acquisitions and
internally generated
growth, is rooted in a
very specialized approach
to segmenting the total coffee market into numer-
ous micro-niches, combined with an aggressive
positioning strategy for the most promising niches.
Backed by A.L. Van Houtte’s expertise and reputa-
tion in the gourmet coffee market, we identified ,
one by one, and moved into most of the market
niches within this segment, concentrating on two
major development goals: geographical expansion
and vertical positioning within the foodservice and
retail food markets.

Thus, as our café-bistro network and our

and finally the office coffee service sector. In keep-
ing with the quality and image criteria associated
with the A.L. Van Houtte brand, we responded to
these customers specific needs by introducing dif-
ferentiated products, specific brands and appropri-
ate product sizes for each different customer group.

In the past year, we have made great strides
towards each of our main development goals.

The highlight of the year came in October 1992
when we made the acquisition of Café Selena, the
largest in our history.

As well as furthering our geographical expan-
sion strategy, this devel-
opment gives us a
stronger position in
one of the foodservice
industry’s most dynam-
ic sectors. In fact, it is
estimated that 20% of
total coffee consump-
tion takes place in the
workplace, and this
proportion is expected
to rise due to the eco-
nomic recovery and
the growing number of
women working outside
the home. Our new subsidiary has put us in a good
position to take advantage of this growth while
providing additional market opportunities for our
coffee products. We have had excellent business
relationships with this dynamic and profitable
company for several years, so that the integration
went ahead under optimum conditions and, from
a financial standpoint, made a substantial contribu-
tion to A.L. Van Houtte’s performance in 1992-
1993,

Although Café Selena’s contribution was
undeniably the determining factor in the growth of
sales, it should be noted that all of our operating
sectors and subsidiaries contributed to the apprecia-

ble increase in our market share and profitabilicy.
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Among other things, the Company’s profit margins
benefitted from a 13% rise in the volume of our
coffee sales and from the increased franchise rev-
enue generated by a significant upturn in the café-
bistro network.

Most of the ingredients are now in place to
ensure the steady and profitable growth of our
operations in the coming years, both in our tradi-
tional niches and in new market segments. To
begin with, we will consolidate our gains in
our traditional markets, banking in particular
on the success of the private brand sector and
the development of
new products, such as the
gourmet instant coffee
introduced this year. We
will then strengthen our
position in some of our
target sectors and terri-
tories, especially in the
Toronto area where
demand for our products
is currently high in both
the foodservice market and
the retail food secror. As
well, we will continue to
enhance our office coffee service by introducing
new ways of offering consumers a more personal-
ized selection of products.

Moreover, we are expecting renewed growth
in the café-bistro network, favoured by better eco-
nomic conditions and a program aimed at opening
8 to 10 new establishments per year. We are also
continuing to promate our workplace buffet ser-
vice, as this sector is becoming increasingly popular
in Québec and elsewhere.

Although much of our future growth will be
generated by products and services where our expe-
rience already lies, it will also depend on our ability
to develop new niches by correctly reading con-
sumer trends. In particular, we are planning to gain

a foothold in certain non-traditional sectors of the

Despite the persistent
sluggishness of the economy,
A.L. Van Houtte’s sales
and net earnings grew by
29% and 52% respectively
during the year, while the
return on shareholders’
equity stood ar 15%.

and airports, where we have in fact
inroads in the past year.

In assessing the many opportunities
us, we will continue to make circumspection
important part of our development approach. In
fact, if prudence is an essential quality for every
company, it is all the more crucial within the con-
text of a strategy based on complex management
of an ever-growing portfolio of products and
brands. Thus, the addition of each new element
must be fully thought out and executed with great
precision to maximize the
leverage on our sales and
avoid the risk of cannibal-
ization. For this reason,
our expansion hinges on
the balanced development
of all our operations and
respect for the quality and
service criteria underlying
our image.

It is this last require-
ment that has prompted
us, for example, to
approach Toronto’s food-
service market in a very methodical and gradual
way despite high demand for the Company’s prod-
ucts. Our strategy consists in first setting up the
infrastructure needed to meet the specific require-
ments of this market in terms of production, mar-
keting and equipment servicing. In this niche, as in
the retail food and café-bistro sectors, we will also
seek to create strategic alliances with local partners
in order to manage our business risk. This approach
will be used systematically whenever we move into
new geographical markets.

In a more long-term perspective, the con-
sumption trends appearing in North America will
unquestionably constitute a source of new and
greater opportunities and challenges for A.L. Van

Houtte. While some of these orientations will
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clearly work in our favour, others will test the
adaptability of our teams and the efficiency of our
operations as never before,

For instance, in the year 2000 more con-
sumers will be within the age groups that are
qualified as heavy coffee drinkers. Generally active
in the job market, they will have more financial
resources, but less time for leisure activities and
other discretionary spending, making them more
demanding in terms of location and other practical
advantages of the businesses thl‘cy patronize. They
will show more individuality in their purchasing
decisions, looking for increasingly personalized
products among a vast array of options. Finally,
they will be very selective
about the added value they
perceive in the price/quality
ratio of the products and
services offered.

Obviously, we will
have to respond to this con-
text with a creative market-
ing approach in the restau-
rant sector as well as in the
retail coffee market. More itabili ty.
than ever, our products and
services will have to be synonymous with freshness
and quality, as well as being easily available and
offering added value. Above all, we will have ro
pursue our segmentation strategy still furcher,

increasing the number of products, sizes, blends

and points of sale to provide consumers with
personalized selection. For coffee roasters, adopt-
ing this kind of strategy requires great discipline
and operating efficiency to maintain profiability
in the face of restricted prices and to meet the
demands of more varied, and thus more fragment-
ed, production.

: In all these areas so important to success,

n Houtte has a good head start. First, in
keting, we have become experts in

tion and product differentiation.

For the coming years,
our growth rate will
remain secondary to
our goals for quality,
strategic positioning
and, of course, prof-

4

Second, at the operational level, we have estab-
lished a flexible and efficient distribution organiza-
tion, and recently built one of the most advanced
roasting plants in North America.

Finally, in terms of our café-bistro network,
we currently stand out as one of the only organiza-
tions in the industry in North America that is suf-
ficiently integrated to exercise total control over all
operations, from the green coffee selection to the
customer’s cup.

In coming years, we will develop these advan-
tages by equipping the Company with increasingly
powerful tools, especially in the area of informa-
tion systems, which are currently the object of a
master plan. We will also
continue to advocate a cor-
porate culture based on
rigour, quality and entre-
preneurship.

In closing, I would
like to thank A.L. Van
Houtte’s employees, fran-
chisees and distriburors for
their contribution to the
uniformly outstanding per-
formance of the past year.

I ask each one of them to use their skills and deter-
mination to ensure that our future carries on the
tradition of quality and success that has spear-
headed A.L. Van Houtte’s development for almost
75 years.

Paul-André Guillotte

President and General Manager
July 23, 1993
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ROASTING AND MARKETING
OF GOURMET COFFEES:
This sector showed outstanding
growth in 1992-1993, especially
with support from each com-
ponent of A.L. Van Houree's
strategic approach, including
product development, vertical
positioning, and geograph]cal
expansion.

The introduction of new
products, new package sizes,
new brand names,
and an updated image
for some of our tradi-
tional products all
contributed to a 30%
increase in shipments
in poundage of
ground coffee sold in
tins, freshness valve
packs and fractional
bags. Along with the
integration of Café
Selena, the Com-
pany’s subsidiary,

Orient Express, also
made a strong contri-
bution to this growth and
launched its new collection of
ground coffees. Packaged in
recyclable, 300 gram tins, this
collection of refined products
with exoric names is a first in
North America: the characteris-
tic flavour and taste of each
blend is indicated by a roasting
index, enabling consumers to
personalize their selection.

Even the whole bean coffee
sector, which reached maturity

several years ago, showed

OPERATIONAL REVIEW

renewed growth in 1992-1993.
Sales in pounds for this product
category actually increased by
almost 10% due to berter pene-
tration of certain outlets such as
convenience stores and other
food stores,

Finally, the Company made
its first foray into the soluble
coffee market during the year
with the introduction of a

gourmet product imported from

Colombia and sold under the
A.L. Van Hourtte name. Despite

the decrease in soluble coffee
consumption over the pasc ten
years, this niche still accounts for
45% of the total Canadian in
home coffee consumption, and
there is a growing demand for
superior quality soluble coffee
products. By offering an instant
coffee that meets the same high
standards of quality and fresh-

ness as its traditional products,

A.L. Van Hourre will take
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advantage of this o

sion, we consolidated our p
tion wirthin the retail food and
drugstores niches in 1992-1993,
mainly by developing our opera-
tions with regard to private
brands. This was made possible
by the expansion of our produc-
tion facilities,

As well, with
the introduction of
new package sizes
and a good effort on
the part of our sales
teams, we adopted
an aggressive posi-
tioning policy
aimed at club stores,
one of the fastest-
growing sectors in
the retail food in-
dustry.

However, the
year’s most impres-
sive and decisive
progress was made in the food-
service marker, where sales in
pounds soared by 46%. While
the acquisition of Café Selena
provided the main impetus for
this growth, total shipments to
the foodservice marker by A.L.
Van Houtte’s other subsidiaries
were also substantially higher,
showing an increase of more
than 15%.

Café Selena is the largest
office coffee service company in

Québec and the third largest in



Canada. It provides a complete
office coffee service, combining
the sale of gourmet coffee, cold
drinks and snacks with equip-
ment rental, as well as supplying
vending machines stocked with
high quality products. Café
Selena comprises a network of
business centres in Montreal,
Laval, Québec and Ottawa as
well as in the Beauceand |
Eastern Townships
regions. It is also
active in the Toronto
area and Southern
Ontario through a
50% stake in Selena
Coffee Limited, a
company that ranks
second in the office
coffee service market
of the Toronto area.
At the time of acquisi-
tion, the Café Selena
network and its affili-
ated companies had
140 employees and
9,000 customers, and served
some 500,000 coffee drinkers
every day.

In the larest fiscal year,
Caf-Pur, another subsidiary, also
performed very well in the food
services market, thanks partly to
the flexibility of its operations
and to the selective positioning
of the brands it carries. These

include its own products under

Orient Express and Café
Selena.

Geographical expansion,
anather main thrust of our
development strategy, also pro-
duced convincing results in
1992-1993. Given the success
achieved in the Toronto area
among specialty food stores, this
year we began expanding our

distribution base to include

larger retail food stores includ-

ing club stores. It is now clear
that the image and quality of
A.L. Van Hourre's products have
pinpointed a particular need
within the Ontario market.

On the whole, the growth
of our coffee sales over the past
year is proof of our ability to
read the major trends in the
North American coffee industry,
which has been moving towards
personalized, high quality prod-
ucts. To support its ongoing

development program, however,
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A.L. Van Houtte needed to have
new production equipment.
We therefore recently set up
ultra-modern facilities where
the Company’s roasting plant,
warehouse and head office
have been relocated. The plant
is equipped with two roasting
machines that have considerably
increased our capacity, and
with energy recovery systems
that will result in
substantial savings.
Furthermore, the
plant also has state-
of-the-art packaging
equipment that pro-
vides more flexibili-
ty in terms of the
various product
types and sizes
involved in our
marketing strategy,
including private
brand products.
Additional
equipment of this
type can be added, to further
increase our production capacity

if necessary.

CAFE-BISTRO AND
COFFEE-BAR NETWORK:
Although conditions did
improve slightly compared to the
previous year, the Québec restau-
rant industry continued to feel
the pinch from the recession,
notably in the Montréal area.
However, in spite of weak con-
sumer spending and cut-throat

comperition, system-wide sales



for the Company’s café-bistros
and coffee-bars were up by
9.3%.

This performance is due
both to an increase in our mar-
ket shares, as indicated by a
significant rise in comparative
sales per store, and to nerwork
expansion. Seven new establish-
ments opened in Québec dur-
ing the year, bringing the net-
work to the 100
mark. One of the
highlights in this area
was the signing of an
agreement with Cara
Operations with
regard to opening a
café-bistro at Mirabel
Airport. Given the
resounding success of
this initiative, we can
foresee new sources of
growth for the future.

In keeping with
the strategy imple-
mented in the previ-
ous year, A.L. Van Houtte con-
tinued to use a very aggressive
franchise-wide commercial strat-
egy based on a constantly
changing range of products sup-
ported by dynamic promotional

campaigns.

On one hand, we con-
tinued 1o emphasize our core
producs, especially liquid spe-
cialty coffees such as café
au lait, cappuccino, espreséo
and iced coffees, with new
variations such as “Granité
vanille et noisettes” being intro-
duced rhis year, On the other,
we expanded the variery of bal-

anced meals wi_l:h no fried foods,

notably in the area of Conti-

nental breakfascs, soups and
hot meals, and catered work-
place buffets.

Finally, some café-bistros
recently began offering their

customers imported coffee
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beans selected frofn%
best in the world and sold
sively in A.L. Van o
lets. Another exclusive pr
is a confecrion developed joint
by A.L. Van Hourte and Ori
Express consisting of choice
quality espresso beans covered
in chocolate. This product was
introduced in 1993 under the
Piero Machelli brand name.
Based on its under-
standing of con-
sumer trends and
the new economic
realities, A.L. Van
Houtte is ready to
introduce a second-
generation concept
into its franchise
nerwork: the
Espresso Bar.

This concept,
which is particularly
advantageous in
terms of rental costs,
will be easily export-
ed to other markets. These
upscale Espresso Bars will be
located in high traffic areas, and
will feature espresso and espres-
so-based coffees only, along with
a selection of complementary

products.



MANAGEMENT’S DISCUSSiON AND ANALYSIS
OF OPERATING RESULTS AND FINANCIAL POSITION

The comparative analysis of

the Company’s results and finan-

.
]

It cial position must take into

: account the fact that Café Selena
|

was acquired on October 1, 1992

\ and has been included in the
‘ Company's results since the third

quarter of the year;

B REVENUE (5 million)

and franchise entry fees, was

up by 20.3% to $1.4 million.
Franchise network retail sales for
the year amounted to $30.6 mil-
lion versus $28 million'in 1992,
for an increase of 9.3%.

The real highlight of fiscal

thar has particularly high mar-
gins due to the nature of its oper-
ations and the high efficiency
of its distribution network.On
the other hand, the year’s major
developments, namely the acqui-
sition of Café Selena and the lay-
ing out of the new

plant, resulted in

i i and the fact thar the

latest fiscal year con-  »

a $1.7 million

sisted of 53 weeks of =

increase in total

operation as opposed s

amortization and

t052 in 1991-1992, s I

n

depreciation

with the additional 1988 8 930 91 1992 199 expenses and inter-
week being added to est charges net of
the fourth quarter of ™ S AT 5 s investment income.
the year. so w0 After these costs are

35 = - Log

o oo taken into account,

ER o.7s
OPERATING 0 afe  pre-tax earnings

Ly 045
RESULTS: oo totalled $5.2 mil-

s o oy ”
A.L. Van Hourtte’s o ° lion, up 58.2%
1988 1989 1990 1991 1992 1993
operations generated | compared with the
consolidated revenues previous year.
CASH FLOW

of $35.4 million for

B FROM OPERATIONS (§ million)

PER SHARE (§) ==

Finally, A.L.

5-2%

the fiscal year ended

April 3, 1993, an

J00

increase of 29.1%

g

15O

over revenues of

o.7%

$27.4 million for the
previous year. This

growth is due mainly to the con-
tribution of Café Selena during
the last two quarters of the year.
Furthermore, the Company’s core
operating sector, the roasting and
sale of gourmer coffee, grew 13%
in terms of tonnage, although

the year’s low selling prices

, revenue from fran-

ions, i.c. royalties

vise = ol
1992-1993 was the increase in
profit margins in all operating
sectors. In fact, the Company’s
earnings before depreciation and
amortization, financial expenses
and income taxes were close to
$8 million as opposed to $4.3 mil-
lion a year earlier. This 84%
increase stems from favourable
conditions on the green coffee
market and from the contribu-

tion of Café Selena, a company
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::: Van Houtte posted
e net earnings of

s $3.2 million com-
o pared with $2.1 mil-

" lion a year earlier,

an increase of
52.4%. Taking into account the
dilution resulting from the issue
of 1,200,000 shares as part of the
Café Selena acquisition, earnings
per share were up by 35% to
$0.65 compared to $0.48 for the

previous year.

CASH FLOW FROM
OPERATIONS:
A.L. Van Houtte’s cash How

from operations amounted to



$5.9 million or $1.19 per share
versus $3.5 million or $0.81 per
share a year earlier. After net
changes in non-cash items of
warking capital, operations gen-
erated net cash resources of $6.7
million or $1.36 per share.

A.L. Van Houtte made two
major investments:
« the acquisition of Café Selena
for a consideration of $21.3 mil-
lion. This transaction was
financed with a combination of a
$6.6 million issue of subordinare
voting shares of A.L. Van Hourte
for the founders of Café Selena,
as well as long-term debt, with
the balance coming from the
Company’s liquid assets;
* a $6.6 million capital expendi-
ture program pertaining in part
to the infrastructure and equip-
ment for the new roasting plant
that came on line in 1992. A
total of $1 million of this invest-
ment was financed by 2 deben-
ture, with the balance coming
from working capital.

In all, these investment
activities used liquid assets
totalling roughly $10 million

that came from our cash flow

from operations and from funds
held as negotiable securities by
the Company for this purpose.
A.L. Van Houtte continued
its shareholder remuneration
policy by paying dividends of
$0.13 per share for a total of
$566,000. Overall, operating
activities and expansion pro-
grams carried out during the year
used net funds of $5.6 million,
with the Company’s treasury
holding $884,000 as at
April 3, 1993 compared with
$6.5 million ar the beginning
of the year.

FINANCIAL POSITION:

The size of the investments made
during the past year and A.L.
Van Hourte’s decision to use its

available cash resources and

financial leverage had a signifi-
cant effect on the Company's
financial profile; specifically, total
assets more than doubled,
amounting to $44.8 million.
Thus, following the use of
funds earmarked for laying out
the new plant and raking into
account the current portion of

the debr incurred during the

9
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year, working cap 3
$1.9 million as at Af
for a ratio of 1.28:1°
debt amounted to $10.
versus $2.3 million a year
On the other hand, shareholder
equity rose from $16.9 million to
$26.1 million due to the share
issue and the year’s earnings. As a
result, the Company maintained
an excellent long-term debt ratio
of 0.40:1 at year-end.

A.L. Van Houtte’s out-look
for fiscal 1993-1994 is favour-
able. The Company anticipates
steady revenue growth fueled in
part by the contribution of the
new subsidiary, Café Selena, for
a full twelve months, and by the
expansion of both the café-bistro
nerwork and the coffee distribu-
tion territories.

Thus, in addition to its
cash flow, A.L. Van Houtte will
continue to enjoy a solid finan-
cial structure and, consequently,
considerable leverage for financ-
ing its future growth, especially
since its recent investments
will increase its future revenue,
carnings and cash flow from

operations,



DIRECTORS

Pierre Van Houtte
Chairman of the Board
A.L. Van Houtte Ltée

Benoit Beauregard
Vice-Chairman of the Board

A.L. Van Houtte Ltée
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A.L. Van Hourrte Leée

Pierre-Luc Van Houtte
Secretary

Vice-President, Sales,
A.L. Van Houtte Liée
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President and
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Maison Alfred Dallaire inc.
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Guy & Gilbert

Christian Pouliot
President of Café Selena Inc.,
a subsidiary of the Company

Michel Quellet
Vice-President of

Café Selena Inc.,

a subsidiary of the Company

I Member of the Executive Committee
2) Member of the Audit Commitree

OFFICERS
Paul-André Guillotte
President and General Manager

Pierre-Luc Van Houtte,
Vice-President, Sales

Pierre-M. de Ruelle
Vice-President, Development

and Marketing

Nicole Brouillette

President of Les Cafés Orient
Express Ltée, a subsidiary of the
Company

Serge Perrault

President of

Caf-Pur Inc.,

a subsidiary of the Company

Christian Pouliot
President of Café Selena Inc.,
a subsidiary of the Company

Michel Ouellet
Vice-President of

Café Selena Inc.,

a subsidiary of the Company
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Scotia Bank

TRANSFER AGENT FINANCIER
Montréal Trust
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LEGAL COUNSEL
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COMMUNICATIONS
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Communications Design Ltd.
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AUDITORS’ REPORT TO THE SHAREHOLDERS

We have audited the consolidated balance sheet of A.L. Van Houtte Ltée as at April 3, 1993 and the
consolidated statements of earnings, retained earnings and changes in financial position for the year then ended.
These financial statements are the responsibility of the Company’s management. Qur responsibility is to express
an opinion on these financial statements based on our audit.

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

In our opinion, these financial statements present fairly, in all material respects, the financial position of
the Company as at April 3, 1993 and the results of its operations and the changes in its financial position for

the year then ended in accordance with écncrally accepted accounting principles.

Chartered Accountants

Montréal
May 28, 1993



CONSOLIDATED STATEMENT OF EARNINGS

Year ended :April 3, 1993, with comparative figures for 1992

(In rhawarzdr of dolars, excpt or carnings per share dats) 1993 1992
REVENUES (NOTE 2) 535410 | 527 422
Cost of goods sold and operating expenses 27, 434 23,088
D - S 7976 4.334
Depreciation and amortization + 2,406 1,422
| 5,570 2912
Financial expenses (mvcstmcm mcomc) {nore 3) 327 (403)
Income before the undemoted items . 5,243 B 3,3.15. .
Income taxes (note 4):
Current 1,730 1,212
Deferred 292 (47)
; s " 2 022 i
321 2150
Equity in net earnings of associated companies 41 4
Non-controlling interest {42) (41)
NET INCOME . $5 220 R 3"2',i13‘
EARNINGS PER SHAR.E 5065 $048
Avcragc numbcr of cqumf sharcs outstandmg (m thousmlds) "4,956 l 4,357
Revenue from café-bistros and coffee-bars . -
(for reference only - unaudited) $ 30,588 § 28,042
CONSOLIDATED STATEMENT OF RETAINED EARNINGS
Year ended April 3, 1993, with comparative figures for 1992
(In dmwauds qf dollars) 1993 1992
Balance at beglnnmg - $ - 9,680 - $‘ 8,0‘)0
Ner income 3,220 2,113
........ 1.2.,9.0.0 e
Dividends:
Multiple voting shares 390 360
Subordinare voting shares 176 163
566 523
Balance ar end $ 12,334 $ 9,680

SEE ACCOMPANYING NOTES TO CONSOLIDATED FINANCIAL STATEMENTS.
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CONSOLIDATED BALANCE SHEET

April 3, 1993, with comparative figures for 1992

(In thowsands of dollars) ¥ 1993 1992
ASSETS - R
Current assets:
Cash ! . $ 384 $ 387
Short-term investments at cost, which approximare the fair market value 500 . 6,097
Accounts receivable (noTE ¢ 4,693 2,701
Income raxes 76 93
Inventories (voTE 6) 2,363 2,029
Prepaid expenses ' 665 414
...... . . . 8,681 117,72‘1
Investments (noTE 7 i ' 2,466 4
Property, plant and equipment (vore $ 17,097 7,395
Other assets (voTE ) 16,580 2,587
| o O s44®4 $21707

LIABILITIES AND SHAREHOLDER’S EQUITY

Current liabilities:

Accounts payable and accrued liabilities $ 4,699 $ 2,059
Current portion of long-term deb 2,074 66

e T el ; - o o 5,773 ,2,125
Long-term debt (note 101 10,655 2,264
Deferred income taxes 893 111
Non-controlling interest (xote m 383 341

SHAREHOLDERS’ EQUITY:

Capital stock (vote12) 13,786 7,186
Retained earnings 12,334 9,680
$ 44,824 $21,707

COMMITMENTS (NOTE 13)
SEE ACCOMPANYING NOTES TO CONSOLIDATED FINANCIAL STATEMENTS.

On behalf of the Board:

A

Director

===

Director
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CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION

Year ended April 3, 1993, with comparative figures for 1992

(In thousands of dollars)
CASH PROVIDED BY (USED EOR):
Operations:
Net income
Items not involving cash:
Depreciation of property, plant and equipment
Amortization of other assets
Deferred income taxes
Non-controlling interest
Equity in net earnings of associated companies
Gain on disposal of equipment
Change in non-cash operating working capital

Investment:

Business acquisitions, net of cash

Additions to property, plant and equipment
Change in other assets

Change in investments

Proceeds from disposal of equipment

Other

Issue of subordinate shares

Mortgage loan
Repayment of other long-term debrs
Dividends

Increase (decrease) in cash position
Cash position at beginning

Cash position at end

1993

$ 3,220

2,018
388
292

42
(41)
(15)

827

(21,217)
(6,594)
(828)
(244)
147

6,600
(12)
10,383
(566)

6,484

§ 884

1992

$ 2113

1,251
171
47)

41

1,040
4,573

(3,746)
(30)
18

20

.67

1,775
(828)
(523)

424

1,259

5,225

'$ 6,484

CASH POSITION IS DEFINED AS CASH AND SHORT-TERM INVESTMENTS.

SEE ACCOMPANYING NOTES TO CONSOLIDATED FINANCIAL STATEMENTS.
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NOTES TO CONSOLIDATED FINANCiAL STATEMENTS

Year ended April 3, 1993, with comparative figures for 1992

(Tabular amovnts are m?mm{ in thousands uf dollars)

The Company, incorporated under the Canada Business Corporations Act, operates a roasting and distribution coffee business and

also operates directly or on a franchise basis café-bistros and coffee-bars.

1. SIGNIFICANT ACCOUNTING POLICIES:

(a) Consolidation and long-term investments:

The consolidated financial statements include the accounts of A.L. Van Houtte Ltde and all its subsidiaries (the “Company”). The
major subsidiaries are Café Selena inc., Les Cafés Orient-Express Liée and Caf-Pur inc.

Investments in associated companies are recorded on the equity basis and include the Company’s share of retained earnings since
acquisition.

(b) Short-term investments: i

Short-term investments are valued at the lower of cost and fair market value.

(c) Inventories: !

Raw materials, finished goods and work in process are valued at the lower of cost or net realizable value. The cost of raw materials is
determined on the first in, first our basis. The cost of finished goods and work in process is determined using the average cost
method.

Gains and losses on furure contracts used as a hedge for the purchase of raw materials are accounted for as a component of the cost
of raw marerials.

(d) Property, plant and equipment:

Property, plant and equipment are stated at cost net of any investment credits which are accounted for when qualified expenditures
are incurred. Interest expense and other direct costs relating to major capital projects are capitalized to the cost of properry, plant
and equipment until the beginning of commercial producrion.

Depreciation is provided on the straight-line basis using annual rates varying from 5% to 30% (being a weigthed average of 10.4%
for the year ended April 3, 1993, 12.5% in 1992).

(e) Goodwill and other assets:

Goodwill, which represents the excess of the purchase price over the fair value of net assets of businesses acquired, is amortized on a
straight-line basis over a period varying from 15 to 40 years.

Other assets, which include trademarks and other deferred costs, are amortized on a straight-line basis over a period varying from 2
to 10 years.

(f) Franchise entry fees:

Franchise entry fees represent the outlay by the franchisee in consideration for the granting of a franchise. Franchise entry fees are
accounted for as income when the Company has substantially performed all initial services provided by the Franchise Agreement.
(g) Deferred income taxes:

Deferred income taxes result from timing differences between accounting and raxable income due primarily to the use of accelerated
depreciation rates for tax purposes. When the Company is virtually certain of realizing the tax benefits resulting from losses,

deferred income tax liability is reduced by recording such tax benefits resulting from carried forward tax losses of certain businesses

acquired.
2, REVENUES: 1993 1992
Sales ' $34,031 $26,276

Royalties and franchise entry fees 1,379 1,146
$35,410 $27,422
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3. FINANCIAL EXPENSES (investment 1ncomc) 2

Inre.rm on long-t:rrn debt
Interest on short-term borrowings ]

Investment income
B S D S e T

Capitalized interest on property, plant and equipment

1993

52

(230)

479
152

1992

39
(499)
(369)

34

s (403

4. INCOME TAXES:

The fn!lowmg ta]:l[e rcconcﬂa Lhc  Statufory tax rate \mth lhe equvc tax ra:c!

Sratul:ory tax rate E
Manuﬁlctunng and processing dcducu'oin
Amortization of excess cost on business acquisitions
Non-deductible expenses

Increase in raxes applicable to investment income
Reduction of taxes on application of prior year's losses
Other

Effective taxraze

<1993

i
TEhas

(1)

358%
(L7
14
L1
(1.2)
(0 5)
350 %

5 ACCOUNTS !.ECEIVABLE.

Trade rcccwahle. 5
Clients
Affiliated companies

Other receivables y

1992

$ 2,484

217

$2701

6. INVENTORIES:

Raw matcna]s
Worlk in process

Finished goods

1992

51
840

7- INVESTMENTS:

Aivence 1 an B 5l company, pnmc rate plus 5%, on dcmand note (a)

Shares in affiliated companies, voting and participating, on the equity basis

Other shares, ar cost ;

(a) The repayment of the advance from the affiliased company is subords mﬁm:beﬁﬂrrpqwmg‘mrrw&mgﬁmi’m&adpnlj 1993, the

revolving bank credit wsed by the affiliated company amounts to approximately $660,000.

8. PROPERTY, PLANT AND EQUIPMENT;

Accumulated
Cost depreciation

Buildings 3,586
Machinery and equipment 19,983
Furniture and fixtures 1,501
Vehicles 915
Leasehold improvements 1,848
Compurer equipment 651

57
9,069
801
375
1,324
444

29167 $12,00

1993

value

3,529
10,914
700
540
524
207

1992
S book
value

$ 683
1,695
3,621

495
130
609
162

$ 7,395
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9. OTHER ASSETS: 1993 1992
Goodwill, at amortized cost OS1613 $ 1840
Other assets, at amortized cost 446 747
$16,580 $§ 2,587
10. LONG-TERM DEBT: 1993 1992
Term loan, prime rate plus 1%, repayable until January 1, 1998 in
quarterly payments of $300,000, secured by book debts and a floating
charge on all assets $ 9,500 5 -
Debentures, effective rate of 5.33%, repayable on March 31, 1998,
secured by letters of credit 1,000 -
11.75% mortgage loan, repayable in monthly instalments of $17,788
including interest until November 1, 2003, secured by land and
building having a net book value of $5,558,000 1,760 1,772
5% notes payable, repayable in annual instalments of $50,000 uncil
March 29, 1994, and $314,818 on March 29, 1995 365 465
Others 104 93
12,729 2,330
Less current portion 2,074 66
$10,655 $ 2,264
Principal repayments on long-term debt in each of the next five years are approximately as follows:
1994 $ 2,074
1995 2,420
1996 1,514
1997 2,017
1998 3,019

11. NON-CONTROLLING INTEREST:

Non-controlling interest represents the share of non-controlling shareholders in the equity of subsidiaries of the Company. As at

* Non-controlling
Subsidiary interest
Caf-Pur inc. 13.32 %
Les Cafés Orient-Express Ltée 10.00 %
12. CAPITAL STOCK: 1993 1992
P e M W A
Unlimited number of multiple voting shares with voring rights
of five votes per share, participating and with no par value
Unlimited number of subordinate voting shares with voting right
of one vote per share, participating and with no par value
Unlimited number of Classes A and B preferred shares, issuable
only in Series, non-voting and with no par value
Issued and paid:
3,000,000 muldple voting shares § 400 $ 400
e e R L e e s S
$13,786 $ 7,186

(a) Issue of shares:

On Ocrober 1, 1992, 1,200,000 subordinate voting shares were issued as part of the acquisition of Café Selena inc. in the

amount of $6,600,000.
(b) Stock option plan:

Under a stock option plan established by the Company, 255,725 subordinate voting shares were set aside for key employees of

the Company. As of April 3, 1993, no stock option was outstanding.
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13. COMMITMENTS:

(a) lx:a.m
The Company rents premises and equipment undcr operaring leases expiring at varigus dates up to 2005 for which rentals total
$10,625,000. Of this amount, an amount of $7,560,000 is assumed by the franchisees of the Compa.n)r Annual rentals under
these leases for each of the next five years are 4s follows:

iy ¥ L >
Gross Franchisees Net
1995 | 1,796 RIE i s
1996 : 1,537 1159 378
1997 ' SERERI Y ‘1014 L)
1998 : | : 1294 : 951‘, 333

The pu.rchase agreement of Café Selena inc. pro\-’ldcs that the pu.rdaasc price can be increased to 2 maximum of $2,500,000 for
the years ending 1994 to0 1997 inclusive based on a formula agreed upon at time of acquisition. Possible increases to the pur-
chase price are contingent on the results for the years endm.g 1994 to 1997 and will increase goodwrﬂwhm realized.

(c) Purchase contracts:
The Company is committed to furure contracts for the purchase of coffee amounting to $6,542,000 ﬁ)r the upcoming year.

14 BANK REVOLVING CREDIT:

The Cnmp:my has available s bank rcvoivmg credit secured by Sccounfs tecervable and & mvcntory

15. BUSINESS ACQUISTTION:

On October 1, 1992, the Compam acqulrcd all the shares auls:and.m.g of Café Selena inc. This aoqmsmonhas been accounted for
using the purchase method. The acquisition is summarized as follows:

1993
Cash : e 3 17

Non-cash operating working capital : caE 747

Investments = SRV

Property, plant and equipment 5,258

Goodwill : : 13 587
Liabilities assumed:

Long-term debt R i 28

Deferred income taxes : ¥ 490
Other 34
Net assets acquired at fair value $21,344

Consideration:

Cash $14,744
Subordinate voting shares 0 i C o s s e s e e L G0

$21,344

16 SEGMENTED INFORMATI

Thc Bosrd of D:rccmrs has determined that the Cai “ompany andi subnd:anﬁ arcan m[cgmtcd group ﬂfbumu e
mainly in the field of roasting and distribution of coffec. More than 90% of revenue and assets of the Company are derived from
businesses located in Québec.

l? COMPARATIVE FIGURP.S

Cerrain comparative ﬁgun:s of the p previous year have been recksafier to confarm with the prurnwuon adopwcl for the current
year.
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