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REPORT OF DIRECTORS

for the Fiscal year ended August 31, 1940

To the Shareholders of

Hiram WaLker-GoopEraM & Worts LIMITED:

We view in retrospect a truly abnormal year. Upon an ever-widening scale,
forces released by the war have been invading the economies of all nations.
Directors and shareholders in every theatre of business have been awakened to a
new appreciation of the very real sense in which financial statements are affected
by the shadow of an ever-changing international situation.

Inevitably, both the history of our growth and the distribution of our activities
compel our Company to recognize that its interests are vitally involved in any
crisis threatening the survival of democratic principles, Qur capital investments
are in Canada, the United States, and Great Britain. These countries build not
only their political institutions bur also their peacetime economies around the
principles of democratic freedom, and we must not forget that, in the largér sense,
the progress we have made stands as 2 monument to the existence of these principles
in the English-speaking world.

SALES AND EARNINGS

The Company has ended another year of continued progress with consolidated
sales volume again increased. For the year the total is $78,678,677, up $10,352,867
over 1939. Earnings too, despite rising costs in several fields, notably taxation,
are higher, amounting to $6,065,664, equivalent to $7.60 per common share, com-
pared with $5,295,979 or $6.58 for the preceding vear. In conformity with the
Company’s practice in prior years, carrying charges on marturing whiskey stocks
and depreciation on plant and equipment have been charged direct to earnings.

Throughout the year the maintenance and extension of the priceless and
irreplaceable asset of public goodwill which our Company enjoys in such an excep-
tional measure has been our constant concern. FExperience has long since demon-
strated that a quality product deserves support, and we have continued to display
our brands through generous advertising expenditure, largely in magazines and
newspapers.

From an investor’s standpoint, no feature of an enterprise is more important in the
long run than this element of stability. Qur corporate history is now sufficiently



PEORIA: The control floor in the still house. After the course of a distillarion is
charted in the laboratory, automatic devices govern the flow of steam into the still.

long to have enabled the Company to demonstrate a sustained earning power
throughout years of widely varying economic conditions, and this dependability,
that we regard as reasonably established, cannot be other than gratifying to all
shareholders. To indicate its substantial character a table is given on page 8 of this
report covering earnings, surplus, and financial progress over the past seven years.

DIVIDENDS

Dividends declared during the fiscal year aggregated $3,456,834, of which
$2,896,016 was paid to holders of common stock at an annual rate of $4.00 per share
and $560,818 to holders of preference stock at $1.00 per share.

FINANCIAL

The consolidated financial statements of the Company and its wholly-owned
subsidiaries presented herewith follow the Company's usual accounting pracrice
and in conformity with past procedure are expressed in terms of Canadian currency.
In stating other currencies in terms of Canadian currency the official rates established
by the Foreign Exchange Control Board of Canada have been used. The general
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principles of exchange conversion used in the preparation of the consolidated balance
sheet as at August 31, 1939, have again been employed; that is, stating the current
assets and current liabilities in Canadian dollars at official exchange rates current
at August 31, 1940; stating properties at approximately the rates of exchange pre-
vailing at dates of acquisition and basing reserves and provisions for depreciation
on the same rates; stating funded debt and unamortized discount and expense appli-
cable thereto at the approximate rates prevailing at dares of issue of the respective
obligations. With the exception of the provisions for depreciation the operations
of the wholly-owned subsidiary companies in the United States and Great Britain
have been stated in Canadian currency on the basis of the average rates of exchange
prevailing throughout the fiscal year which, since September 15, 1939, have been
the official rates of the Foreign Exchange Control Board of Canada.

The net result of all exchange adjustments in consolidation for the year ended
August 31, 1940, was a credit of $1,417,276. As at August 31, 1939, a debit of
$229,848 was charged to Reserve for Contingencies on consolidation in connection
with the net exchange adjustment at that date. In the consolidated statements
presented herewith the latter amount has been restored to Reserve for Contingencies
and charged against the exchange credic of $1,417,276 arising in consolidation and
the resultant balance of $1,187,428 1s shown on the consolidated balance sheet as
Foreign Exchange Adjustment on Consolidation.

The assets in Great Britain, substantially all of which are located in Scotland,
are subject to foreign exchange and other war restrictions. At August 31, 1940
the net assets as included in the Consolidated Balance Sheet presented herewith

PEORIA: In this illustration of the world's largest distillery, covering 34 acres, the building at lower
right is where the grain cars unload and manufacturing commences. Ten other massive buildings are rack
warehouses containing 865,000 barrels of ageing whiskey. The waterway in foreground is the Illinois
River, down which barges start Hiram Walker goods to seaports of the Gulf, Atlantic, and Pacific coasts.
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DISTRIBUTION OF THE SALES DOLLAR IN THIS FISCAL YEAR

WAGES
& SALARIES

SELLING & OPERATING
MATERIALS j EXPENSES

& SUPPLIES

DIVIDENDS PAID

INCOME TAXES
& OTHER TAXES

RE-INVESTED
IN BUSINESS

The Company’s total tax bill for the year was $43,935,587
of which $41,136,724, was for excise and import taxes used
for general government purposes, including defense. Fed-
eral, state and provincial treasuries obtain more revenue
from the alcoholic beverage industry than from any other.

amounted to $10,390,933 before deducting the 4149, Debenture Stock, of which
$6,721,427 represented net current assets. As against these assets there is out-
standing $7,500,000 (£1,500,000) of 4149, Debenture Stock guaranteed by Hiram
Walker-Gooderham & Worts Limited.

The net profits earned in Great Britain for the year ended August 31, 1940, as
included in the accompanying consolidated statement of profit and loss amount to
$915,253. Present scale operations of the wholly-owned subsidiary companies in
Great Britain are of comparatively recent origin and are still in the development
stage. On this account and because of the financial obligations of the companies
in Great Britain there has been no occasion to transfer profits from operations in
that country to Canada. Under the regulations of the Foreign Exchange Board of
Great Britain no dividends may be paid to non-residents by a resident company
without first obtaining approval of the Board. Since the companies have not
applied for permission to pay a dividend, the question of whether or not such appli-
cation would be approved by the Board has not been determined.

OPERATIONS

The distilleries at Walkerville, Toronto, and Peoria all produced at approximately
the same levels as last year. Within recent months at Toronto, however, there has



THE COMPANY’S RECENT RECORD

DivipenDs
Preference Common Surplus at

Fiscal Year Sales Net Earnings Dividends Dividends end of Year
1933-4.. ... $21,071,349  $3,366,267  $461,131 $ —— $ 5,594,170
1934-5. . ... 45,353,470 3,165,650 460,818 S 8,244,484
1935-6.. ... 54,729,133 4,796,120 460,818 990,000 10,580,959
1936-7.. ... 63,969,514 6,463,633 460,818 1,443,433 15,140,340

S 1937-8.. ... 67,201,413 6,284,968 460,818 2,896,016 8,576,950*

1938-9.. ... 68,325,810 5,295,979 534,092 2,896,016 10,687,311
1939-40.... 78,678,677 6,005,664 560,818 2,896,016 13,296,141

*Goodwill, Processcs and Trade Marks of $9,491,525 written off against Surplus in this year,

been a development that soon may become important. During the last war Gooder-
ham & Worts Limited, did some valuable work for the Defence authorities and
there is a definite prospect that the services of this plant will again be required on
a substantial scale. Already we have made some introductory shipments, and have
reason to believe they will continue in considerable volume.

All plants have mainrained their record for efficient operations during the vear.
A steady stream of visitors to our Peoria and Walkerville plants evidences a healthy
interest in our Company. It is our endeavor to deserve this interest by maintaining
the high standard of our products and with this object in view, our Research Depart-
ment, staffed by qualified scientists working with modern equipment, continues to
supervise all materials used in our manufacturing process. While the cost of this
research is considerable, your Directors are sarisfied that the monev is well spent,
by reason of the more effectrive supervision it enablcs us to exercise over quality.

During the vear Hiram Walker & Sons Inc., purchased the old Clarke Distillery at
Peoria principally for its storage facilities and thereby increased the storage capacity
85,000 barrels.

SCOTTISH SUBSIDIARIES

In the President’s address at the annual meering a year ago the position of our
Scottish subsidiaries was discussed. At that time our Dumbarton plant had stopped
producing as a result of the commandeering of grain in the United Kingdom, due to
the necessities of the British Government. Our Highland distilleries, Glen-Burgie and
Milton-Duff, for their part, had only sufficient supplies on hand to carry them into
the early menths of 1940. In this situation, the hope was expressed that representa-
tions that had been made to the British Ministry of Food by the distillers as a group
would be successful in having the restrictions amended. This hope has since been
realized. Last spring the Miniscry of Food issued an authorization allowing distil-
leries to produce in 1940 one-third of their output in the twelve months preceding
September 1, 1939. It so happened that when this anthorization was announced our
two Highland distilleries had already produced their quota, while our Dumbarton
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The U. §. market offers opportunity
for many different kinds of liquor:
straight whiskies, blends, gins,
cordials, On this page are three

straight whiskies made in Peoria.

Ten Hicu

Straight Bourbon Whiskey. An imparrtial
audit shows Ten High to be the best selling
whiskey of any type in package stores of
open states (as distinguished from state
liquor monopolies).

SienET

Straight Rye Whiskey. Hiram Walker's
bottled-in-bond rve. It is aged in aged
wood, and is the first bonded whiskey
of its kind.

MEeapow Brook

Straight  Bourbon Whiskey. Hiram
Walker's first bottled-in-bond bourbon.
Introduced 1939.




Two FavoriTtes 1v THE HiGH-PRICED FIELD

Ballantine's is a product of George Dallantine & Son Limited, a subsidiary of imporeer.  Canadian Club is one of the world's most widelv obramable whiskies,
Hiram Walker & Sons (Scotland’ Limited, aad is ble and bottled in Scocland. Its steady increase of + in U.S.A. has been most gratifving, and it is often re-
The Company markers it in Canada.  In T buted by an indepzndent ferred to in this impartant marker as the most valuable of all whiskeyr brands.




Each of three sales organiza-
tions in U.S.A. sells numerous
items and these pages picture
only their leading brands.

CARAVAN

A blend of straight whiskies, made in
Peoria, marketed by James Barclay &
Co., Limited.

Hiram WALKER'S

TL.onpon Dry Gin

“‘America buys more Hiram Walker
gins than any other kind."

G. & W. Frve Star

The Star blends are made in Peoria,
marketed by Gooderham & Worts
Limited. Two Star and Seven Star
complete the group.
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the United States distilling industry generally conrinues to strengthen its position.
Last vear it was stated in the President’s address that, for the first time, inventories
of American distilleries had failed to show an increase in the twelve-month period,
indicacing that the industry was producing on a replacement basis. This situarion
still obtains, and adds to the stability of the industry’s outlook. Our brands during
the year have continued not only to hold their place in public favour but also to
capture a satisfactory proportion of the increased business created through che war’s
stimulation to industry, with its resultant greater consumer buying powet.

While this increased purchasing power is not without its significance, the fact
remains that war is basically wasteful and that no real profit can be expected from it
by any industry not directly connected with the production of its actual mechanism
of destruction. Already this is emphasized in our own case by the substancial increases
in taxation to which we have been subjected during the past year. In Canada, the
United States, and Great Britain excise and income taxes have undergone drastic
upward revision, and excess profits taxes have been introduced. The new rates reflect
the financial pressure which armament policies inevitably impose on governments,
and while we have been bearing their burden for certain of the months under review,
their real weight will only be fully realized during the years to come. We cannot
expect the level of our earnings to remain unaffected by the revenue obligations we
are being called upon to discharge towards the treasuries of the three countries in
which we carry on manufacturing operarions,

PEORIA: Topmost floor of an 11-story rack warehouse. The smallest such
building at Peoria contains 22 miles of inspection walkways. The ten ware-
houses there hold 865,000 barrels (44,980,000 gallons) of maturing whiskey.
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PEORIA : Hundreds of women are emploved on the bottling lines, of which there
are 11, with a total daily capacity of 25,000 cases. Bottles are filled, stoppered and
labeled by automatic machines, but seals and tax stamps are affixed by hand.

Prohibition forces, both in Canada and the United Kingdom, have made several
attempts to capitalize the war situation through approaches to the governments
concerned. The answer of the Government of the United Kingdom to these attempts
of the dry forces to exploit a grave national emergency for their own advantage has
been clear-cut and unequivocal. Nor only is the Ministry of Supply allocting grain
for distillation purposes as outlined earlier in this report but in addition Lord Wool-
ton, Minister of Food, recently concluded his reply to a depuration by saying it was
his view that he must not use the powers which had been given him by Parliament
“'to promote social reforms of a debarable character, however desirable they might
appear to be to many sincere and disinterested people.”” Similar delegations have
interviewed the Federal and some of the Provincial Governments in Canada, but
without result. Any such movements will have to contend with the fact rhat
governments and the people alike retain recent and vivid memories of prohibition.
They know from experience that, far from being the answer to the problems that
alcohol creates, it is the very reverse, and rhar it breeds conditions immeasurahly
worse than those it sets out to cure.

15




WALKERVILLE, ONTARIO: Here are located the head offices and the home of Canadian Club,
which is made nowhere else in the world. On the Detroit River, a Great Lakes steamer in right
foreground is discharging grain at the Company elevator. Buildings at upper right are rack
warehouses in which Canadian Club marures before being bortled and dispatched to 87 counrries.

A few words as to the future: Your Directors believe that we can look to the
coming year with full confidence that it will emphasize anew the ability of our
Company to meet exceptional conditions. Qur brands are popular; the public have
confidence in their rigid standards of quality; our markets will have a higher consumer
purchasing power than for many years; and our enterprise is efficiently organized in
all its branches. While the heavier burden of excise tax is undoubtedly a cloud on
the hotizon of our industry, it is to be hoped that the governments concerned will
recognize the risk of diminishing returns and will not propose furcher imposts of a
seriously adverse nature.

Reference should not be omitred to a final factor in our confidence. We stead-
fastly refuse to compromise with our belief that, in a business institution no less than
in an individual or a nation, it is character that ultimately counts. Character is
that intangible but potent power that a company derives from making integrity
its watchword and giving enlightened recognition at all times to its responsibil-
ities to the public, to its customers and to its workers. These are the principles
upon which the firm of Hiram Walker-Gooderham & Worts Limited was founded.
It adheres to them today with unimpaired faith in their power to serve the long-
range interests of the Company as soundly in the future as they have in the past.

By Order of the Doard,

H. C. Harcn,

Walkeevillc, Qarario; President and Chairman of the Board

November 20, 1940
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AUDITORS" REPORT

To the Shareholders of

Hiram Warker-GooberaaM & WorTS LIMITED:

We have examined the Consolidated Balance Sheet of Hiram Walker-Gooderham
& Worts Limited and its wholly-owned Subsidiary Companies in Canada, the
United States and Great Britain as at August 31, 1940 and the Consolidated State-
ments of Profic and Loss and Earned Surplus for the year ended on that date, and
have obtained all the information and explanations which we required. In con-
nection with our examination we reviewed the system of accounting control and
procedures of the companies and examined or tested their accounting records and
other supporting evidence, by meihods and to the exrent we deemed appropriate;
our audit of the detailed transactions was confined to limited tests thereof.

In our opinion and according to the best of our information and the explanations
given to us and as shown by the books of the companies, the accompanying Con-
solidated Balance Sheet and related Consolidated Statements of Profic and Loss
and Earned Surplus are properly drawn up in conformity with accepred accounting
principles applied on a basis consistent with that of the preceding year so as to
exhibit a true and correct view of the state of affairs of rthe combined companies
as at August 31, 1940 and the results of the companies’ operations for the year ended

on that date.

Under Secrion 114 of The Dominion Companies Act we report thac the earnings
of the non-consolidated subsidiary company are reflected in the accompanying
financial statements only to the extent of dividends received from such subsidiary
company.

Price, WateruOUSE & Co.

Chartered Accountants.

Toronte, Ontario, Novewber 20, 1940.
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HIRAM WALKER-GOODERHAM & WORTS LIMITED

Consolidated Balance

(Stated in Canadian curvency on the basis set ont
Report which also contains data

ASSETS
CURRENT ASSETS:
Cashon hand and inbanks........ . ... ... .. ... ... . ... ... ... ... §1,557,725
Accounts receivable—Trade. . .. ... ..... ... ... . .. $7,377,271
Notes receivable—Trade. ... ... ... ... ... ... ... ... 435,990
Miscellaneous accounts receivable.. ... S L 413,901
$8,227,162
Less—Reserve for doubtful accounts................ ... 530,456 7,696,706
Inventories at not exceeding manufacturing or purchased
cost in the currencies of the countries in which the subsi-
diaries are located as determined on the companies’ usnal
basis and certified to by responsible officials of the com-
panies (stated in Canadian currency at official rates of
exchange current at August 31, 1940).
Spirits  (including botiling material on bottled
whiskey):
In Canada and Great Britain:
Original gauge imperial proof gallons 18,156,907
In United States: $21,332,134
Original gauge U. S. proof gallons.. 46,869,739
Duties and excise taxes on unsold spirits ... ........ 2,645,516
Grains and raw materials. .. ......... .. ... .... 487,841
Barrels, bottles and supplies. . ..... .. .. o s 6,424,185 30,889,706
Total Current ASSEIS. ... ... .. . . AU 540,144,137
CasH SURRENDER VALUE OF Li¥E INsurance PoLrcres. .. ... ... .. 310,857
INVESTMENTS:
Investment in and advances to subsidiary company not
wholly-owned and not consolidated—
Capital stock, at not exceeding cost. ... ... ...... . $3,413,804
Advances. ... . 11,001 § 3,424,805
Common stocks and other investiuents without quoted
market value, at cost. ... .. ... e 138,287 3,563,092

Lanp, BuiLpings, Prant anp EQuipMeNT, aT COST excepting
the plant of Gooderham & Worts Limited at Torento, which has a net
depreciated value of $911,160 based on values reported by Canadian
Appraisal Company Limited on February 1, 1924, after deducting capital
surplus of $245,812 .. ... ... L S 26,285,265

Deduct—Reserves for depreciation on buildings, plant and equipment. 8,761,014 17,524,251

Common Suares (2,773) oF Hiram WaLkER-GOODERHAM
& WorTs LIMITED held by trustee for United States subsidiary under
option at cost plus interest to an employee—Cost_. .. .. ... . N 99,550
(Quoted market value August 31, 1940—§102,601).

Prepaip aND DrrErrep CHARGES:

Unamortized debenture and debenture stock discount and expense. ... .. $312,434

Prepaid licenses and taxes. .. ............. . ... ... ... ey 68,395

Prepaid insurance. ... ... ... .. . T A B 216,078

Miscellaneous charges. . ......... ... ... A 167,639 764,546
GoopwiLL, Processss AND Trave Marks. ... ... i G s s 1

$62,406,434

NOTE: The company’s equity in subsidiary company not whelly-owned and not consolidated
has been increased since dates of acquisition as a resu!t of profits less diw.d_end.s by an amount .
of $282,269. A portion of the assets of this company is represented by spirits in Scotland,

18



AND WHOLLY-OWNED SUBSIDIARY COMPANIES
Sheet, August 31, 1940

in financial section of accompanying Directors’
as to assets in Great Britain)

LIABILITIES, CAPITAL STOCK AND SURPLUS

CURRENT LIABILITIES:

Bank 10ans v it i e S SR i S a0 $1,100,000
Trade accounts payable. . ....... ... .. ... ... 1,101,661
Balance payable to subsidiary company not consolidated............... 4,882
Orther accounts and accruals. ............... ... ... ........... e - 288,243
Dividend payable September 16, 1940 on preference stock. ... ..., . .. 140,204
Dividend payable September 16, 1940 on common stock. . .............. 724,004
Debenture and debenture stock interest accrued.. .. ................... 133,971
Reserves for federal, provincial, state and municipal taxes in Canada, the
United States and Great Britain............. ... .. .. ............... 3,244,568
Total Currenc Liabilities. . ...... _..... e $6,737,533

Funpep Desr:

Secured by deposit with the trustee in Scotland of documents of title to
certain whiskey stocks in Scotland included in inventories at $4,592,834
and by a Mortgage on certain properties in Scotland:

Ten-Year 4149, Convertible Debentures of Hiram Walker-Gooderham
& Worts Limited and Hiram Walker & Sons Inc. successor to Hiram
Walker & Sons Distilleries Inc. due December 1, 1945 (payable in
United States currency ):

Authorized and issued . . ........ ... ... L $8,000,000
Less: Converted orredeemed . . ... ... ... ... ... ............... 4,046,000
$3,954,000

Fifteen-Year 4'/29, Guaranteed Debenture Stock of Hiram Walker &
Sons (Scotland) Limited {guaranteed by Hiram Walker-Gooderham
& Worts Limited) due May 15, 1953:

Authorized . . ... ... .. ... £2,000,000

Issued. ... ... ... £1,500,000 7,500,000 11,454,000

NOTE: Sinking fund requirements in the year ending August 31, 1941 expressed in Canadian
currency at cxchange rates current at August 31, 1940 will amount to $620,851.

ForrioN ExcaaNGE ADjusTMENT ON CONSOLIDATION . ............c.ooo... 1,187,428
RESERVE FOR CONTINGENCIES . ... ..ot 1,184,792
Carrrar Stock, No Par Varue:
Cumulative dividend redeemable preferenc&redeemable as to principal
at $20 per share (authorized 875,000 shares of which 199,182 shares
have been redeemed and cancelled):
Issued ... ... . 760,000 shares
Redeemed and cancelled................. ... ...... 199,182 shares
Outstanding. ........... ... .. ... ... 560,818 shares $11,216,360
Common (authorized 875,000 shares of which 724,004 shares are issued and
outstanding as shown below and 68,861 shares are reserved for issuance
from time to time upon conversicn of the Ten-Year 414, Convertible
Debentures due December 1, 1945)
Issued and outstanding. . e 724,004 shares 17,330,180
$28,546,540
Earnep SurpLus, as per statement atcached .. ... o o L 13,296,141 41,842,681
$67,406,434
Approved on behalf of the Board: R
H. C. Haren, Director (Signed) B. E. Forp, Comprroller

Howaro R. Wavrton, Director Nosember 20 1940.
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HRAM WALKER - GOODERHAM & WORTS LIMITED

and Wholly-owned Subsidiary Companies

Consolidated Statement of Profit and Loss
For the year ended August 31, 1940

(Stated in Canadian currency on the basis set out in fnancial section of accompanying Directors’ Report
which also contains data as to earnings in Great Britain)

Netsales....................... ... ... R E e R $78,678,677
Cost of goods sold. ... .. ... .. 57,776,645
Gross profit on sales before deducting provision for depreciation, etc............ ... $20,502,032
Add—Orcher income:
Dividends received from investments . T $147,198
Agency commissions, purchase dlscounts etc ....... e e 155,322 302,520
$21,204,552
Deduct:
Selling and general expenses. ... . ......... ... ... . $11,351,660
Executive officers’ and directors’ salaries. (These officers and directors
receive no additional remuneration from any wholly-owned subsidiary
COMPANY ). L oo 176,495
Legalfees. ... ... . e 96,589
Directors’ fees for servicesassuch. ... ... ... ... ... . ... B 20,000
Debenture and debenture stock interest. .. ........... ... ... ... 483,759
Amortization of debenture and debenture stock discount and expense. .. 34,217
Interest on bank loans. . ... ... . L 61,894
Provision for depreciation of buildings, plant and equ1pment e 810,552

Losses {net) on disposal of capital assets........................ ... .. 1,825 13,037,001

Net Profit for the year before providing for income and excess proﬁrs
TANIES - ot v yoitissin das e i wte s s s a0 m et SemiAde e a i e sianieees o s naniese e agalh S $8,167,551

Deduct—-Provision for income and excess profits taxes in Canada, the United
States and Great Britain. .. ... ... ... 2,101,887

Net Profit for the year carried to Earned Surplus................ ... B $6,065,664

NOTE: The Company’s proportionate share of the earnings of subsidiarv company not wholly-
owned and nor consolidated, for the fiscal year ended August 31, 1940 exceeded the dividends
received from such subsidiary during the same period by an amount of $12,964.

Consolidated Statement of Earned Surplus

Earned Surplus as at September 1,1939. ..., ............ . ... $10,687,311
Net Profit for the vear ended August 31,1940 ..., ... .. PP .. 6,065,664
$16,752,975
Deduct:
Dividends on preference BRRIEE it w i i ata i ahmesan  saRa T e s $ 560,818

Dividends on common shares. _........... ... ... ... ..., E 2,396,016 3,456,834

Earned Surplus as ar August 31, 1940, .. ... .. £ e 2o oAt e e Sl et e s miet e s . $13,296,141
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