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CITIES OF HUDSON'S BAY COMPANY

This report features photographs of seven famous cities where important
Company operations were expanded ir 1981,
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Financial Highlights

This Year Last Year
1981 1980
in millions of dollars
Sales and revenue 4,172.4 3,813.9
Earni_ngs before extr;)rdinary items 8.7 34.6
Extraordinary items 382.5 18.8
Net earnings . 386.2 734
Cash flow 51.0 102.0
Capital expenditures 147.6 1723
Shareholders’ equity 1,207.3 861.2
in dollars
Per Ordinary Share:
Earnings (loss) before extraordinary items (.34) 1.80
Net earnings _ 1578 259
Dividends 1.20 1.20
Equity 4458 30.01
Revenue Capital Expenditures and Cash Flow
(in billions of dollars) (in millions of dollars)
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Directors’ Report
to Shareholders

SUMMARY

A combination of increased costs, prin-
cipally sharply higher interest charges,
and a marked slowdown in consumer
spending in the second half, resulted
in a loss for the Company of 34¢

per ordinary share, compared with
earnings of $1.80 per share in 1980.

A number of decisions were made
during the year which will have a
favourable impact on future results.
The most important was the decision
to sell our investment in Hudson’s Bay
Oil and Gas Company Limited
(HBOG) for $406 million in preferred
shares of Dome Resources Limited,
This transaction alone will contribute
$2.28 per share to earnings in 1982,

In addition, the Company closed
two unprofitable operations, the Shop-
Rite Catalogue Stores division and
Simpsons’ Regina department store.

Consumer spending in Canada
was strong during the first six months
of 1981. This changed noticeably at mid
year as consumers curtailed spending
under the combined impact of record
interest rates, continuing inflation,
increasing energy and tax costs and ris-
ing unemployment. Accordingly, mar-
gins in the retail industry came under
severe pressure in the critical second
half of the year and our merchandising
profits were significantly reduced.

Operating profits from real estate
increased substantially and profits
from natural resources were ahead
marginally.

CORPORATE DEVELOPMENTS

HBOG/Dome Transaction

The Company disposed of its 7.7 mil-
lion shares, 10.1%, of HBOG pursuant
to a Plan of Arrangement proposed
by Dome Petroleum Limited. This iol-
lowed acceptance of the Plan by

the Company in November 1981 and
approval of the Plan by HBOG share-
holders and by the Court in Alberta
in January 1982, Although the transac-
tion did not close until after the

vear end, the dividends on the Dome
Resources preferred shares began to
accrue from January 1, 1982,

Under the Plan of Arrangement
the Company received 7.7 million pre-
ferred shares of Dome Resources
Limited and 10.3 million warrants to
purchase Dome Petroleum common
shares before December 31, 1984 at
$23.11 each. The preferred shares will
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pay an annual dividend of §5.75 each
and are retractable in three years. The
dividend income to Hudson’s Bay
Company in 1982 from the Dome Re-
sources preferreds will amount to
$44.5 million, compared with 1981 in-
come of $3.4 million from the former
investment in HBOG. The retraction
of Dome Resources preferred shares is
supported by funds held in trust for
that purpose.

The HBOG shares were carried
on our books at their original subscrip-
tion value of 63¢ per share; therefore,
the extraordinary gain after tax on
their sale amounts to approximately
S343 million. This, in turn, results in a
significant increase in the equity per
Hudson’s Bay Company ordinary
share - to $44.58 from S30.01 - and an
improvement in the debt/asset ratio
of the Company. Furthermore, the war-
rants have interesting potential,
depending upon the success of Dome's
operations in the Beaufort Sea and
elsewhere. The Company currently in-
tends to retain the Dome Resources
preferred shares until their retraction
date, December 31, 1984.

This transaction, which followed
the acquisition in June 1981 by Dome
of a 53% interest in HBOG, marked
the end of a rewarding participation in
the latter company. HBOG was created
in 1926 as a joint venture between
your Company and a predecessor of
Conoco Companies Inc. Following a
dormant period of about two decades,
both companies, in the 19507, invest-
ed in HBOG equity to enable that
company to become one of Canada’s
leading explorers and producers of
oil and natural gas.

We are grateful for the achieve-
ments of the management and staff of
HBOG over the years and wish them
continuing success under their new
ownership.

Roxy Petroleum Ltd.
Following the merger of Roxy Petro-
leum (51% owned) with Clarion
Petroleums Ltd. in October 1981, the
Company subscribed $51 million for
common shares and warrants of Roxy
to maintain its 51% ownership interest
in the enlarged company,.
Shareholders will recall that in
May 1980 we agreed to invest S33 mil-
lion for a 51% interest in Roxy, a then
newly-formed petroleum company
with a promising land spread, mainly
in Alberta, a skilled geological staff,
and a high degree of Canadian owner-
ship. Because Roxy had little produc-
tion income with which to finance
exploration, a merger was arranged
with Clarion, a company with land
holdings in western Canada and the
United States, a production manage-
ment team, and annual production
revenue exceeding S14 million.

We believe the two companies
are a good fit, and that Roxy can now
take maximum advantage of its high
Canadian ownership status under the
National Energy Program.

Shop-Rite Catalogue Stores

The Shop-Rite Catalogue Stores divi-
sion was closed on January 30, 1982.
Shop-Rite had been losing, on a
pre-finance and pre-tax basis, approxi-
mately $3 million to $4 million per
year for the last few years, principally
because it failed to generate the sales
volume required to operate profitably
within the narrow margins prevailing
in the catalogue store business. It was
concluded that Shop-Rite could not
earn a reasonable return without sub-
stantial additional investment, which
could not be recommended. The cost
of closing Shop-Rite, approximately
S10 million after tax, has been written
off as an extraordinary item.

1981 RESULTS

Earnings were S3.7 million before
extraordinary items for 1981 compared
with §54.6 million in 1980. After de-
ducting dividends paid to preferred
shareholders, there was a loss in 1981
of 34¢ per ordinary share compared
with earnings per ordinary share of
S1.80 the year before.

The Company recorded extraordi-
nary gains, net of extraordinary losses,
of S§382 million ($16.12 per share). The
exchange of HBOG shares for Dome
preferred shares accounted for §343
million of these gains and the final ex-
change of our 1973 6% exchangeable
debentures for shares of HBOG ac-
counted for a further $50 million.

An extraordinary loss of S10 million
was incurred that related to the closing
of Shop-Rite.

Accordingly, earnings per ordinary
share, including extraordinary items,
were $15.78.

Sales and revenue were S4.2 bil-
lion in 1981, up from $3.8 billion in
1980, an increase of 9.4%. The 1981 fis-
cal year included retail sales for 52
weelks, one week less than in the 1980
fiscal year.

Sharply higher finance costs were
an important cause of reduced earn-
ings as long and short term rates
reached record levels, with the prime
rate peaking at 22%% in September.
Finance costs were $244 million in
1981, an increase of S108 million over
1980. Approximately one-third of the
increase was attributable to higher in-
terest rates, and the balance to the
cost of financing the additional assets
used in the business. The average
cost of borrowing was up from 11.7%
in 1980 to 15.0% in 1981.

(continued on page 4)



From left to right: Alexander |. MacIntosh,
George T Richardson, Donald S. McGiverin.
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TRIBUTETO THE GOVERNOR

In his address to shareholders last May,
George Richardson announced that he
wished to relinquish his duties as 33rd
Gowvernor of Hudson’s Bay Company at
the Company’s next annual meeting in
May 1982,

Your directors learned of Mr.
Richardson’s decision with feelings of
both regret and profound appreciation.
Mr. Richardson has served as Governor
during some of the most significant
events in the Company’s recent history.
It has been under his stezvardship, in
fact, that your Company has successful-
ly pursued the massive expansion and
redevelopment into modern departmernt
store retailing begun in western Canada
early this century under Lord Strath-
cona, the Company’s 26th Governor.

When Mr. Richardson was elected
the first Canadian Governor of
Hudson’s Bay Company in 1970, the
Company had just negotiated its trans-
fer from United Kingdom to Canadian
sovereignty. 1o most Canadians at that
time the Company was essentially a
western regional department store comnt-
pany with a long history in the fur trade
and an interest in natural resources
thraugh Hudson’s Bay Oil and Gas
Company Limited.

Today, Hudson’s Bay Company is
recognized as the largest department
store network in Canada, with outlets
from coast to coast and from the United
States border to the high Arctic. It has
expanded into the land development

business, in both Canada and the United
States, through Markborough Properties
Limited, and maintained its natural re-
source presence through investments in
Dome Petroleum and Roxy Petroleum.
It remains the largest fur trading com-
pany in the western world and operates
a thriving and expanding wholesale
business.

Undoubtedly, however, the most
significant accomplishments of the
Company under Mr. Richardson were
the acquisitions in 1978 of Simpsons
Limited and Zeller’s Limited, which es-
tablished Hudson’s Bay Company as a
truly national Canadian retailing com-
pany, firmly positioned in all major
retail markets with a strong and diversi-
fied base for future expansion and
development.

The Company extends to Mr.
Richardson its profound appreciation
for his leadership contribution over a
dozen eventful years, and deeply regrets
that his services as Governor will no
longer be available. We are pleased that
Mr. Richardson has consented to re-
main as a member of the Board for one
further term.

On behalf of the Board

D.S. McGIVERIN
President

March 19, 1982.



Directors’ Report to Shareholders
(continued)

Merchandising operating profit
declined to $107 million from $183 mil-
lion in 1980. All retail operations were
beset by continuing price competition
in the industry as consumer demand
softened in the second half of 1981
Consequently, they were unable to in-
crease sales and gross profits sufficient-
ly to keep pace with rising expenses.
Fur profits also declined because
of lower prices and increased costs.
Hudson’s Bay Wholesale, however,
resisted the downward trend and re-
corded slightly higher profits.

Real estate operating profits rose
because of the sale of several commer-
cial properties. Profits from natural re-
sources were up marginally as reduced
dividends from HBOG were offset by
the first month’s accrued dividends from
the new Dome Resources investment.

Further information on Company
operations appears on pages 5 to 19,

FINANCIAL

The HBOG/Dome transaction had a
major impact on your Company’s bal-
ance sheet; it was the principal factor
in an increase in investments from
S$504 million last year to $973 million,
and a major factor in an increase

in assets employed from $2.6 billion to
$3.4 billion.

Cash flow from operations
amounted to S51 million. Additional
funds were provided from one long
term and a number of medium term fi-
nancings aggregating $90 million net
of redemptions and from the redemp-
tion of Dome Petroleum preferred
shares amounting to S62 million.

Capital expenditures totalled S148
million, of which S130 million were
for merchandising projects and S16.4
million for real estate. The acquisition
of the 40% minority interest in Zeller’s
Limited was completed in 1981 at a
cost of $102 million. A further S42.5
million was expended on the acquisi-
tion of Clarion Petroleums Ltd.

ECONOMIC CONDITIONS

Canada has recorded a dismal eco-
nomic performance in the 1980’s and is
currently experiencing its second
recession in as many years, the current
weakness having developed in the
summer of 1981. The immediate ques-
tions are how long will current eco-
nomic and financial conditions con-
tinue and when will recovery occur?
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At the time of writing there is no
single sector of activity which can gen-
erate momentum and specifically, there
are two important expenditure streams
for which the prospects are poor.

First, business investment is being
curtailed by declining profitability,
high financing costs, reduced corpor-
ate cash flows and sluggish demand
from export markets.

Secondly, the consumer continues
to face a long term price-income
squeeze exacerbated by poor employ-
ment conditions and the burden of re-
financing huge volumes of mortgages
at 18% interest rates. As a result, the
prospects for consumer expenditures
are the worst in thirty years, Nor will
consumers’ confidence materially
change until employment prospects
improve and interest rates decline. It is
hoped that this combination of events
will occur in time for the crucial end-
of-year season.

All indicators point to, at best, a
flat overall performance for the cco-
nomy in 1982, with a serious threat of
the first decline in real levels of eco-
nomic activity since 1954. By the
second half of 1982, however, the
Canadian economy should have
troughed and may be showing positive
signs of recovery as Canadian exports
respond to a recovery in the United
States and as interest rates moderate,
reflecting lower inflation rates. The
domestic economy should then start to
recover and improving employment
prospects should encourage consumer
confidence. The Company will moni-
tor economic conditions closely to aid
its planning and responses to changing
conditions.

OUTLOOK FOR THE COMPANY

As mentioned earlier, the HBOG/
Dome merger will contribute $2.28
per share to 1982 earnings. Unfor-
tunately, the two factors which are the
key to our 1982 results, interest rates
and consumer spending, are not as
easy to forecast.

At year end we had approximate-
ly S900 million in short term debt;
conscquently, interest rates will have a
major impact on our earnings. A
1% change in short term rates on an
annual basis will change our results by
about 23¢ per share.

Because we expect that consumer
spending will continue to be curtailed,
at least through the first three-quarters
of 1982, our retail companies will
reduce expenses and inventories to the
lowest levels compatible with good
customer service. They will, however,
be well positioned to benefit from a
recovery in consumer spending when-
ever it comes. Our retail companies
plan aggressive but selective promo-
tions to maintain their share of the
available market.

In the meantime, we believe that
the degree of leverage on which the
Company operated through the late
1970’ is no longer appropriate and
must be reduced. This will involve fur-
ther disposals of under-productive
assets and a slowdown in the rate of
expansion. In this regard we have
revised our financial standards for
appraising new capital investment to
take into account the current interest
rate environment.

Capital spending has been pared
to the minimum and is expected to
total $160 million in 1982, of which
$117 million will be in merchandising.
Much of this represents commitments
made in prior years. We believe that
changing population patterns, the high
cost of money, the relative scarcity
of prime sites and the long lead times
necessary for successful retail develop-
ment dictate a cautious approach to
commitments to new outlets. Over
the next few years, therefore, the pro-
portion of our retail capital spending
devoted to modernization and expan-
sion of existing stores will increase
while that devoted to building new
stores will decrease.

Over the long term we expect the
Canadian economy to recover most of,
if not all, its former vitality. We believe
that our retail companies will adapt
successfully to demographic change
and that technological developments
will improve efficiency. Overall, we
are convinced that the Company can
in due course produce an attractive
return on its assets.

BOARD

The intention of George T. Richardson
to retire as Governor at the Annual
Meeting in May is mentioned on page
3 of this report. The Board proposes to
appoint Donald S. McGiverin to suc-
ceed Mr. Richardson as Governor, and
that Mr. McGiverin continue as Presi-
dent and Chief Executive Officer of
the Company.

APPRECIATION

We are most grateful to our cmployees
for their dedication and loyalty during
a year of adversity. We count their
skills and energies as one of the keys
to our future progress. We also extend
appreciation to our customers, our
suppliers and our shareholders for
their continuing support.

On behalf of the Board
G. T RICHARDSON., Governor
D. S. McGIVERIN, President

March 19, 1982.



Merchandising

Operating profits from merchandising
(before interest and taxes) were

S107 million compared with S183 mil-
lion in 1980.

Four of the Company'’s five mer-
chandising operating groups - Whole-
sale being the exception - had reduced
profits during the year. Comments on
all these groups are on the following
pages.

Also included in merchandising
results are equity earnings from
Simpsons-Sears Limited, Eaton Bay
Financial Services Limited and
Hudson’s Bay Distillers Limited. The
earnings of all these companies were
lower in 1981 than in the year before.

Net earnings of Simpsons-Sears
for 1981 were $31.9 million, or 37¢ per
share compared with $50.3 million or
58¢ per share in 1980. Hudson’s Bay
Company’s 35.6% equity share of the
net earnings of Simpsons-Sears was
S11.0 million, and dividends received
from that company amounted to $11.2
million. Sales of Simpsons-Sears for
the 52 weeks ended February 3, 1982
were §3.1 billion, an increase of 5.9%
over the previous year, which com-
prised 53 weeks. In 1981 Simpsons-
Sears opened new stores in Edmonton,

Alberta and Hamilton, Ontario, and at
the year end operated seventy full-line
department stores and 1,191 catalogue
sales units across Canada.

Results of Eaton Bay Financial
Services Limited continued to be ad-
versely affected by the narrow spread
in interest rates prevailing during most
of the year, and by unsatisfactory
underwriting experience in general in-
surance. Sales gains were recorded in
each major product line.

Profits of Hudson’s Bay Distillers
Limited, which distributes Hudson’s
Bay liquor products in Ontario and
the western provinces, declined slight-
ly in 1981 despite a marginal increase
in volume and two industry-wide prod-
uct price increases during the year.

Total retail space occupied by The
Bay, Simpsons and Zellers increased
during the year by 3.3%. The accom-
panying chart shows comparable retail
space by merchandising division since
the acquisition of Simpsons and
Zellers in 1978. The increase shown
for The Bay in 1981 is after the closing
of approximately 700,000 sq. ft. for-
merly used by the Shop-Rite catalogue
division.

Retail Facilities (in millions of sq. 1)

- Simpsons
14

- Zellers
12

D T'he Bay
10

0

1978

1980 1981
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1d at Place Laurier.

A pronounced nation-wide slowdown
in consumer spending in the second
half was the principal cause of disap-
pointing 1981 operating results of

The Bay. Retail sales were up by 1

to S$1.7 billion but operating profits
declined.

The strong surge in consumer
spending, which was a feature of
Christmas 1980, continued through the
first half of 1981 with the consumer
apparently attempting o anticipate in-
flationary price increases. Retail sales
of The Bay were ahead by 17.2% to
July 31.

About mid year the impact on
consumer psychology of high interest
rates, increasing energy and tax costs
and rising unemployment became
apparent. The retail sales increase of
The Bay in the sccond half was only
5.7%, most of this the result of new
store openings. Nevertheless, The Bay
was successful in increasing its market
share during the year.

As might be expected, sales of big
ticket items, furniture and major ap-
pliances, were particularly soft after

mid year. An unseasonably warm and
late fall caused a decline in sales

of winter clothing. On the positive side,
women’s ac s and home
entertainment products sold well
throughout the year. Pronounced sales
difficulties were experienced in

some small one-industry communities,
where strikes or layoffs occurred.

The rate of gross profit deteriorat-
ed somewhat from the previous year
because of higher markdowns taken in
response to widespread price cutling
throughout the industry. Expenses were
well controlled, but bad debt losses
were higher than anticipated because
of the unfavourable economic climate.

The decision to close the Shop-
Rite Catalogue Stores division is men-
tioned on page 2 of this report. The
Bay had purchased Shop-Rite in 1972,
when it consisted of four stores in the
London, Ontario area. Within three
years the chain had been expanded to
sixty stores and a large distribution
centre had been built at Brampton.
Expansion then slowed as the division
struggled - unsuccessfully - to achieve

» = T

s7a L YR
AEE of
'S :

tad (S




profitability. The closing of Shop-Rite
will allow management of The Bay to
concentrate on the operation and ex-
pansion of its mainstream activity, the
department stores.

During 1981 ten new Bay stores were
opened, as follows:

Location Sq. Ft.

Quebec, Quebec 173,000
Edmonton, Alberta 163,000
Calgary, Alberta 160,000
Oakville, Ontario 124,000
Kamloops, British Columbia 123,000
Brandon, Manitoba 67,000
Cornerbrook, Newfoundland 64,000
Riviére du Loup, Quebec 44,000
Port Hardy, British Columbia 25,000
Stettler, Alberta 25,000

The new store at Kamloops re-
placed an older store of 55,000 sq. ft.
The new Quebec store is the first
for The Bay in that historic city and
major metropolitan market. The
customer response has been extremely
positive, with sales running well
ahead of budget.
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The Southgate store in Edmonton
was expanded in size during the year
from 163,000 to 234,000 sq. ft. by the
addition of a third floor. The modern-
ization of the two original floors will
be completed in 1982. A multi-million
dollar modernization program for
the downtown Vancouver store was
started in 1981.

Stores at Frobisher Bay and Reso-
lute Bay in the Northwest Territories,
and at Chisasibi and Forestville in
Quebec were replaced, and three
small stores were closed.

The Bay intends to concentrate
more of its future expansion efforts on
the enlargement and modernization of
existing stores and less on opening
new stores, Only five new full-size sub-
urban stores are currently planned
over the next five years, about one-third
the number opened during the last five
vears. Similar reductions are planned
for the number of stores to be opened
in smaller communities. Major expan-
sions and renovations will, however,
be undertaken at a number of existing
stores and large investments are

planned for modernization of several
downtown flagship stores.

In 1982 only one new store will be
opened. Located in the well-established
Place Laurier shopping centre, this
will be The Bay's second store in
Quebec City. Construction has com-
menced on a $19.9 million expansion
and modernization of the Ottawa
downtown store, which will be con-
nected to and integrated with a large
new retail and hotel complex, The
total development will provide for the
first time a dominant retail anchor
for downtown Ottawa.

Management expects business
conditions to be very difficult during
1982, but believes The Bay is posi-
tioned to take advantage of any upturn
in the economy



HALIFAX
Narth American mainland sea porf closest to

Site of one of the world’s best natural

vhere petroleum rigs now vie for atten-

tion with fishing boats and ¢ ships, Simpsons
enlarged and modernized ils store in neighbour-
ing Dartmouth in 1981, and next year will replace
its Halifax store.

Sales for the 52 weeks of fiscal 1981
decreased 1.3% to S758 million from
§$768 million for the 53 weeks of fiscal
1980. This result was not adequate to
offset higher expenses and, as a result,
operating profits were unsatisfactory.

Demand for consumer goods,
relatively strong during the first half
of the year, slackened in the third
quarter. Sales strengthened again prior
to Christmas and record December
volume was achieved. This sales im-
provement required aggressive pricing
and promotional action on several
commodities. The result was higher-
than-planned markdowns and adver-
tising expense which, in turn, had the
desired effect of sharply reducing
inventory. Consequently, Simpsons be-
gan 1982 with much better inventory
levels and merchandise blends.

Sales were particularly disappoint-
ing in major appliances and furniture,
commodities in which Simpsons has
enjoyed a high market share in the
past. Poor sales were a reflection of re-
duced starts and turnover activity
in the housing market, high interest
rates, and low levels of disposable
income.

Simpsons’ commitment to empha-
size fashions and accessories produced
a satisfactory improvement in the
sales blend of these commodities, as
well as marginal improvement in gross
profit over the previous year.

Simpsons has been serving
Canadian shoppers for 109 years, and
is positioned to meet the challenge of
the market-place and to benefit from
the organizational structure intro-
duced in 1980. Under the banner,
“Simpsons Year 110. Your best year
ever to shop at Simpsons”, the thrust
of the new organization is to develop
dynamic merchandising strategies




to respond directly to new consumer
attitudes related to value. Ways are
being sought to hold prices on major
offerings to 1981 levels and to offer
new and unique value assortments
through intensified coverage of world
markets. Simpsons’ continuing over-
all strategy is to shift the merchandis-
ing emphasis further towards fashions
and accessories and high-demand home
commodities.

One of this year’s major projects,
and one which will greatly assist in in-
creasing market share in women’s
fashion and accessories, will be the re-
novation and refixturing of the main
and third floors of the downtown
Montreal flagship store. The planned
design is an exciting departure from
traditional department store layouts,
and further renovations in subsequent
vears will transform this store into an
outstanding Simpsons presence.

Last year Simpsons closed its
seventy-year-old downtown Regina
store, opened a new 120,000 sq. ft.
store in Qakville, Ontario and a
135,000 sq. ft. store in Brampton,
Ontario, replacing the previous 90,000
sq. ft. building. The Micmac Mall
store in Dartmouth, Nova Scotia was
renovated and enlarged from 90,000
sq. ft. to 156,000 sq. ft. Total volume in
these new and expanded stores has
exceeded budgets. In March of this
vear the new 124,000 sg. ft. Warden
Woods store in Scarborough, Ontario
was opened, to be followed in August
by the opening of a new 124,000 sq. ft.
Cataraqui Mall store in Kingston,
Ontario.

Last fall, Charles A. M. MacRae
was appointed President and elected a
director of Simpsons Limited, and
J. Richard Davidson, Executive Vice-
President, Personnel and Administra-
tion, was elected a director. In January
1982 Dr. Pierre Laurin, Dean and
Director of L'Ecole des Hautes Etudes

Commerciales in Montreal joined the
Board, and A. Ernest Wilkes, after

44 years of outstanding service with
Simpsons as an officer and, more
recently, as a director, retired from the
Board.




VANCOUVER

Canada’s spectacular gateway to the Orient,
Financial, industrial, shipping and cultural centre
of the Pacific North West. Zellers opened its 10th
store in the Vancouver area in 1981

Consolidated sales of Zellers rose
11.7% to S988 million in the 52-week
period of 1981 from $884 million for
the 53-week period of 1980. Operating
profits, however, declined as all
Zellers’ operations suffered from the
sharp nation-wide slowdown in eco-
nomic activity. Consumer spending de-
creased substantially during the third
and fourth quarters as widespread lay-
offs, rising energy costs and high inter-
st rates on mortgage renewals com-
bined to reduce personal disposable
income.

Western Canada, the location of
the majority of the operations of
Fields Stores Limited, was particularly
hard hit. High interest rates slowed
housing construction, with conse-
quent effect on lumber and related
industries, and the energy dispute be-
tween the provinces and the federal
government discouraged oil explora-
tion activities in Alberta. Despite t
conditions, Fields and its subsidiaries
contributed $110 million to consolidat-
ed sales, although operating profits
fell sharply.

Zellers stores continued to grow,
with sales rising 14% to S878 million
in 1981, compared with §770 million
the year before. Sales rose 21.6% in
the first half of the year, but only 9.1%
in the second half, a dramatic demon-
stration of the effects of the overall
economic slowdown. While sales on a
comparable-store basis showed a
nominal increase, most of the growth
was provided by the opening of twelve
new stores during the year. Despite
disappointing sales, Zellers continued
to improve its share of market.




Operating profits of Zellers stores
in 1981 declined from the prior vear.
Gross margins fell because of deterio-
rating sales and high markdowns to
reduce inventories to levels maore con-
sistent with consumer spending.
Competition was intense during the
second half as the industry attempted
to liquidate inventories.

Zellers' aggressive store expan-
sion and modernization program
continued with the opening of twelve
new stores as follows:

Location Sq. Ft.
Chicoutimi, Quebec 69,000
Calgary, Alberta 68,000
Quebec, Quebec 68,000

Maple Ridge, British Columbia 67,000

Kamloops, British Columbia 54,000
Ottawa, Ontario 54,000
Riviéere du Loup, Quebec 54,000
St. Albert, Alberta 54,000
St-Basile, New Brunswick 54,000
Sault Ste-Marie, Ontario 54,000
Scarborough, Ontario 54,000
Magog, Quebec 43,000

Nine stores were refurbished and four
small variety stores were closed during
1981.

Although depressed consumer de-
mand is anticipated throughout 1982,
Zellers has identified opportunities for
profit improvement through lower
operating costs next year. These are:

e Better control and management of
inventories to reduce markdowns and
carrying costs through a computer-
assisted program to centralize mer-
chandise buying.

e Mechanization of the Montreal Dis-
tribution Centre facilities to improve
productivity and provide capacity to
double the current throughput.

® Rescheduling of store staffs to obtain
maximum productivity.

We expect Zellers’ sales to continue to
grow as a result of our modernization
and expansion programs.




Hudson’s Bay Wholesale

OTTAWA

Fiscal 1981 saw continued growth for
Hudson's Bay Wholesale as both sales
and profits improved. Sales of $497
millicn reflected an increase of 8.0%
over the previous year. Profits (before
interest and taxes) increased 10.2% to
S$13.1 million.

The overall rate of gross profit
was relatively unchanged from 1980,
while the expense rate increased mar-
ginally as a result of higher wage and
energy costs. Increased sales by both
the Wholesale Branch and Vending
operations were the principal reason
for higher profits.

A network of 41 Wholesale branch-
es throughout Canada distributes
confectionery, specialty foods, sporting
goods, giftware, sundries and tobacco
products to the retail and institutional
trade. Aggressive merchandising
resulted in significant growth in non-
perishable specialty food and con-
fectionery sales, while tobacco volume
showed moderate gains. Sundries busi-
ness, however, was sluggish, particu-
larly during the critical fourth quarter.

The strongest sales were recorded
in the Ontario and Manitoba/Saskat-
chewan regions.

The Vending operation provides
food, beverage, cigarette and entertain-
ment service through 29 branch offices

Selected by Queen Victoria in 1857 as Canada’s
capital. Site of many public parks, buildings and
museums, including the famous Gothic Parlia-
ment Buildings. Noted for its tulip festival in
Spring and canal skating in winter. Hudson'’s Bay
Wholesale expanded its nation-wide vending

business by purchase in 1981 of an Ottawa
enterprise.
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and 22,000 machines across the coun-
try. Strong sales performance during
the year in full-line and games vending
and in Red Carpet office coffee service
were most encouraging. This direction
is consistent with the division's inten-
tion to broaden its revenue base, reduc-
ing dependence on cigarette vending.

During the year the Wholesale
operation in Quebec City was relocat-
ed to larger premises. Similar upgrad-
ing plans for 1982 include relocation
of the present Victoria, British Colum-
bia; Scarborough, Ontario and Regina,
Saskatchewan branches to larger
buildings. The existing warehouses in
Calgary, Alberta and Thorold, Ontario
are also scheduled to be expanded.

Vending service was extended to
Ottawa, Ontario and Calgary, Alberta
through two business acquisitions.

Electronic data processing devel-
opment in Wholesale branches during
the year concentrated on improved
customer billing and sales and inven-
tory management information.
Improved systems are expected to pro-
vide important tools for better
use of our resources and improving
customer service.

We expect Hudson’s Bay Whole-
sale to continue to expand in 1982 as a
specialized distributor and major
vending operator.
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Fur

LONDON

Famous world capital, redolent of history and tra
dition. Location of the Mother of Parliaments.
Headquarters of the Company for three centuries,
1670-1970. Hudson's Bay & Annings consolidated
its world-wide fur operations during 1981 in

an expanded Riverbank House in the shadows of
St. Pauls.
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Both fur sales and profits were lower
in 1981 than in the preceding year as
the result of reduced prices and
increased inflation-generated costs of
operation. Consignment sales were
off by 17.4% to $406 million and
profits (before interest and taxes) to
$12.1 million from $17.6 million in 1980.
The turs sold by the Company
originate in 28 countries: virtually all
the world’s significant fur produc-
ing areas. The Company’s customers are
also widely dispersed among all the
principal consuming areas, with Japan
becoming increasingly important after
Europe and North America.

Although fur garments remain a
popular fashion item, the world-wide
economic slowdown has continued
the downward trend of pelt prices
which started in the 1979/80 season.

The price decline was aggravated
by a further deterioration in the pur-
chasing power of our main customers’
currencies, By January 1982, Canadian
and U.S. dollars had appreciated
between 10% and 25% against the
1981 values of the Italian lira, German
mark and Japanese yen. The net result
of these exchange disadvantages,
coupled with the economic recession,
was a reduction of prices and conse-
quently of commission income.,

The Company’s new auction house
in Toronto became fully operational
as an international fur sales centre with
its first auction of the 1981/2 season in

4




December 1981. This completely modern
facility offers the greatest volume

and variety of furs presented for sale in
North America.

Hudson’s Bay and Annings Limited,
London (59% owned) occupied its new
premises in 1981 as scheduled. Where-
as the London fur operations formerly
operated in two separate buildings,
they are now consolidated under one
roof in new, modern facilities. The
building will be officially opened later
this year, when the auction room will
be ready for use.
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Real Estate

ten land development projects in
on area, including Sugarwood.

Operating profits from real estate
(before interest and taxes) were S67
million in 1981, up from $33.3 million
the year before. These profits were
produced by Markborough Properties
Limited, a wholly-owned real estate
subsidiary, and by a group of wholly
and partially owned shopping centres
and commercial buildings.

Markborough Properties Limited
Results of Markborough were encour-
aging in 1981, a year of considerable
adversity for the development and
housing industry throughout North
America. Total revenue reached a re-
cord level and operating profit in-
creased significantly over the previous
year.

LARARARARARERS

Land revenue more than doubled
in 1981. This included for the first time
land sales from the Texas operations
and the Baca Pointe project in Florida.
It also included the sale of a prime
commercial site in Calgary, Alberta.
Markborough, however, was not im-
mune to the increased carrying costs
common throughout the industry, par-
ticularly high interest charges. Conse-
quently, the gross profit from land
operations was only a little higher than
in the previous year. Housing revenue
was down slightly, as were gross profit
margins in this sector of the busin

Income property results were ad-
versely affected by normal start up
costs associated with new buildings
taken on stream during the year and
by higher interest expenses,

During the year Markborough
accepted an offer to sell its interest in
the College Park project in Toronto.




Markborough continued with its
policy of expanding the income prop-
erty base. In 1981 three projects were
completed in Toronto and one in
Calgary. Two office developments, in
Denver, Colorado and Dallas, Texas,
are under construction, with comple-
tion scheduled for early 1983.

Other prime income projects are
in advanced stages of planning in
locations where Markborough is satis-
fied that there is a good demand for
accommodation and where there is
funding available on acceptable terms.

Hudson’s Bay Real Estate

Operating profits from real estate
holdings other than Markborough -
principally interests in 33 shopping
centres - increased substantially as a
result of additional income from
newly-opened centres and the inclu-
sion in 1981 results of a profit on the
sale of a minority interest in a regional
shopping centre in Calgary.
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Five new shopping centres in which
the Company has ownership interest
were opened during the year:

e Les Galeries de la Capitale in
Quebec City, comprising 714,000 sq.
ft., 25% owned.

® Deerfoot Mall in Calgary,

Alberta, comprising 590,000 sq. ft.,
25% owned.

® Aberdeen Mall in Kamloops, British
Columbia, comprising 474,000 sq. ft.,
50% owned.

e Oakville Place in Oalkville,

Ontario, comprising 450,000 sq. ft.,
49% owned.

e Thunderbird Mall in Port Hardy,
British Columbia, comprising 90,000
sq. ft., 33% owned.

During the year the Company pur-
chased the 50% interest which it
did not already own in the Micmac
Shopping Centre in Dartmouth, Nova
Scotia. The centre had earlier been ex-
panded from 380,000 to 550,000 sq. ft.
at a cost of approximately S11 million.
The successful Southgate centre in
Edmonton, Alberta, 40% owned was
enlarged from 600,000 sq. ft. to
800,000 sq. ft. at a cost of approxi-
mately $28 million.

Two centres in which the Com-
pany has equity interests will open
in Kingston and Toronto, Ontario,
in 1982.




Natural Resources

CALGARY

Canada’s oil capital and fastest-growing major city.
Home of the Calgary Stampede and host of the
1988 Winter Olympics. Shareholders' meetings to
approve the Dome/Hudson's Bay Oil and Gas, and
the Roxy/Clarion mergers were held in Calgary.

Profits from natural resources (before
interest and taxes) were $16.2 million
in 1981, compared with §15.7 million
the year before. Natural resources pro-
fits were made up principally of divi-
dends from Hudson's Bay Oil and Gas
Company Limited of §3.4 million,
preferred dividends from Dome Petro-
leum Limited of $8.5 million, and ac-
crued dividends from the new holding
of Dome Resources Limited preferred
shares for one month, amounting to
S3.8 million.

The activities of Roxy Petroleum
Ltd. were in the exploratory stage in
1981 and accordingly all costs related
to the exploration for and develop-
ment of reserves, net of revenue, were
capitalized.

Roxy Petroleum Ltd.

During the past year Roxy achieved a
number of milestones towards its goal
of becoming a successful intermediate-
sized Canadian oil company. These
were the issue of two million common
shares to the public in February;

a listing on the Alberta and Toronto
Stock Exchanges in March; the mer-
ger in December with Clarion Petro-
leums Ltd. and the concurrent issue

of 10.3 million common shares with
5.15 million warrants attached. These
steps have resulted in a company

with a shareholders’ equity in excess of
$141 million, compared with $28.1
million at the previous year end, and
an expected gross revenue of S15
million for 1982.

With the Clarion merger, Roxy
added to its existing staff a seasoned
production and operations group
together with geologists and landmen.
A further benefit to Roxy of the
merger was the acquisition of an ex-
ploration group located in Denver,
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Colorado, which will form the basis of
the Company’s future expansion plans
in the United States.

Roxy’s exploration activities have
been expanded considerably in the
past vear. In western Canada Roxy is
now actively exploring in Manitoba,
Saskatchewan, Alberta and British
Columbia. Off the East Coast of
Canada it is currently participating in
a well, located offshore Nova Scotia
near Sable Island. As a member of the
East Coast III Group, Roxy has an
aggressive primary exploration play
under way offshore Labrador and
Newfoundland. In the United States
the efforts of Roxy and Clarion have
been combined with activity in six
states. Finally, in keeping with Roxy’s
objective to diversify its activitics
beyond North America, it has taken
a position in a Dubai concession in
the Persian Gulf.

Production of crude oil in 1981
averaged 1,055 barrels per day in
Canada and 128 barrels per day in the
United States. Sales of natural gas
averaged 12.1 million cubic feet per day
in Canada and a further 2.3 million
cubic feet per day in the United States.

Roxy plans to spend approximate-
ly $30 million in 1982 on exploration
lands held and in exploiting existing
discoveries. Of this total, S22 million
will be spent on exploration and $8
million on development. The financing
for these capital expenditure programs
will come primarily from existing
operating cash flow, the escrow funds
of Hudson'’s Bay Company, Petroleum
Incentive Payments (PIP grants) and
special joint venture fundings.

The continuance of the world oil
surplus and falling world prices,
the general recession in Canada and
the United States, and the tight
money policies adopted in both coun-
tries make the prospect of improve-
ment in Roxy's economic growth in
1982 difficult to predict. Nevertheless,

TOWER

DOME

Roxy is well placed with sufficient
finances, experienced personnel and
exploration lands to move ahead in
due course despite the present difficult
environment.
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HUDSON'’S BAY COMPANY THE BAY

Board Board
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Corporate Information

CORPORATE DATA

PRINCIPAL SUBSIDIARY COMPANIES

(wholly-owned unless otherwise indicated)

Registered Office
Hudson's Bay House, 77 Main Street
Winnipeg, Manitoba R3C 2RI

Corporate Office
2 Bloor Street East
Toronto, Ontario M4W 3H7

Principal Bankers

The Royal Bank of Canada

The Toronto-Dominion Bank
Canadian Imperial Bank of Commerce
Bank of Montreal

Registrars and Transfer Agents

The Royal Trust Company, Calgary, Montreal, Toronto,
Vancouver and Winnipeg

Williams & Glyn's Registrars Limited, London

Stock Exchange Listings
Ordinary shares - London, Montreal, Toronto and Winnipeg
Preferred shares Series A - Montreal, Toronto and Winnipeg

Auditors
Peat, Marwick, Mitchell & Co.

PRINCIPAL INVESTMENTS

Dome Petroleum Limited
$61,658,000 preferred shares

Dome Resources Limited
§407,233,000 preferred shares

Eaton Bay Financial Services Limited
Markets financial services
597,353 common shares (39%)

Simpsons-Sears Limited

Operates department stores and catalogue offices throughout
Canada

31,095,925 common shares (35.6%)
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Hudson’s Bay and Annings Limited (59%)

Fur brokers

Hudson’s Bay Compan?r Acceptance Limited
Purchases accounts receivable

Hudson’s Bay Company Developments Limited
Hudson’s Bay Company Properties Limited

Property owning companies

Hudson’s Bay Company Fur Sales Inc.
Fur brokers

Markborough Properties Limited
Property development company

Roxy Petroleum Ltd. (51%)

Petroleum company

Simpsons Limited
Operates department stores

Simpsons Acceptance Company Limited
Purchases accounts receivable

Zeller’s Limited
Operates department stores

Fields Stores Limited
Operates family clothing stores

Marshall Wells Limited

Distributes hardware

REAL ESTATE HOLDINGS At January 31,1982

Markborough Properties Limited
15 shopping centres
6 office buildings
23 industrial buildings
1 hotel
3 apartment buildings
Markborough also owns land for development

Net Interest

1,019,000 sq. ft.
751,000 sq. ft.
760,000 sq. ft.

192 rooms
583 suites

Other Real Estate
33 shopping centres
7 office/commercial buildings

6,110,000 sq. ft.
1,016,000 sq. ft.




Hudson’s Bay Company
Consolidated Statement of Earnings

Year Ended January 31,1982

This Year

Last Year

in thousands of dollars

Sales and revenue (Note 2)

Merchandising:
Retail 3,443,040 3,190,191
Wholesale 497,058 460,356
Fur 42,604 63,342
3,982,702 3,713,889
Real estate 173,003 83,828
Natural resources 16,737 16,169
4,172,442 3,813,886
Source of earnings (Note 2)
Merchandising:
Retail 81,858 153,314
Wholesale 13,060 11,856
Fur 12,058 17,556
106,976 182,726
Real estate 67,035 33,349
Natural resources 16,248 15,735
Operating profit 190,259 231,810
Interest on long-term debt (135,526) (97.814)
Net short-term interest (108,781) (38,719)
Earnings (loss) before income taxes, minority interest
and extraordinary items (54,048) 95,277
Income taxes (Note 4) 57,208 (30,541)
Earnings before minority interest and extraordinary items 3,160 64,736
Minority interest 573 (10,186)
Earnings before extraordinary items 3,733 54,550
Extraordinary items (Note 5) 382,435 18,811
Net earnings 386,168 73,361
Earnings (loss) per ordinary share
Earnings (loss) before extraordinary items (S.34) $1.80
~ Net earnings $15.78 $2.59
Consolidated Statement of Retained Earnings
Year Ended January 31, 1982
This Year Last Year
in thousands of dollars
Retained earnings at beginning of year 458,447 425415
Net earnings 386,168 73,361
Dividends paid
Preferred shares (11,746) (11,874)
Ordinary shares (28,510) (28,455)
Cancellation of ordinary shares (Note 10) (6,603) =
Retained earnings at end of year 797,756 458,447
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Hudson’s Bay Company
Consolidated Balance Sheet

January 31,1982

This Year

Last Year

in thousands of dollars

Current assets

Cash 14,562 12,835
Short-term securities 11,487 10,165
Accounts receivable 752,968 675,976
Income taxes recoverable 28,871 970
Merchandise inventories 746,053 697,111
Prepaid expenses 26,398 B 20,015
1,580,339 1,417,072
Secured receivables (Note 6) 58,146 26,927
Property for sale and future development, at cost 239,318 226,526
Investments (Note 7) 973,481 503,607
Fixed assets
Land 142,526 131,411
Buildings 571,030 523,219
Equipment and leasehold improvements 470,298 379,411
1,183,854 1,034;041
Less accumulated depreciation 274,709 239,881
909,145 794,160
Deferred charges 24,511 20,712
Goodwill 110,245 62,229
3,895,185 3,051,233




This Year

Last Year

in thousands of dollars

Current liabilities

Bank indebtedness 497,834 376,621
Notes payable 319,066 110,420
Accounts payable and accrued expenses 393,716 398,541
Long-term debt due within one year 70,466 71,260
1,281,082 956,842
Long-term debt (Note 8) 1,258,027 1,091,362
Pensions (Note 9) 28,195 31,694
Deferred income taxes 51,326 56,566
Minority interest in subsidiaries 69,270 550017
Shareholders’ equity
Capital stock (Note 10):
S1.80 cumulative redeemable preferred shares series A 124,758 128,947
Variable rate, cumulative redeemable preferred shares series C 20,000 20,000
§1.512 convertible redeemable preferred shares series D 2,022 -
Ordinary shares 257,240 249,701
404,020 398,648
Additional paid-in capital (Note 11) 5,509 4,117
Retained earnings 797,756 458,447
1,207,285 861,212
3,895,185 3,051,233

27



28

Hudson’s Bay Company

Consolidated Statement of Assets Employed

January 31, 1982

This Year

Last Year

in thousands of dollars

Merchandising
Accounts receivable 698,888 634,889
Inventories 746,053 697,111
Accounts payable (375,943) (369,314)
Other current assets 56,840 28,900
Working capital (sce below) 1,125,838 991,586
Investments 275,044 283,261
Fixed assets 638,523 583,820
Goodwill 78,702 31,365
Other assets 42,099 23,136
Pensions (28,195) (31,694)
Deferred income taxes 78,626 (485)
2,210,637 1,880,989
Real estate
Working capital (see below) 43,215 14,768
Secured receivables 37,049 18,290
Property for sale and future development 239,318 226,526
Fixed assets and investments:
Shopping centres 195,984 138,693
Commercial 82,904 87,876
Residential 55,774 39,691
Goodwill 31,429 30,864
Other assets 3,509 6,213
Deferred income taxes (68,485) (55,045)
620,697 507,876
Natural resources
Working capital (see below) 6,083 2,012
Dome Petroleum Limited 61,658 123,316
Dome Resources Limited 407,233 -
Hudson’s Bay Oil and Gas Company Limited - 7,704
Roxy Petroleum Ltd. - 33,406
Fixed assets and other investments 165,506 -
Goodwill 114 -
Deferred income taxes (61,467) (1,036)
579,127 165,402
Assets employed 3,410,461 2,554,267
Provided from
Long-term debt 1,258,027 1,091,362
Short-term debt — net (see below) 875,879 548,136
2,133,906 1,639,498
Minority interest in subsidiaries 69,270 53,557
Shareholders’ equity:
Preferred shares 146,780 148,947
Ordinary shares 257,240 249701
Additional paid-in capital 5,509 4117
Retained earnings 797,756 458,447
1,207,285 861,212
3,410,461 2,554,267

Working capital is shown before deduction of short-term debt - net, which comprises bank indebtedness, short-term

notes payable and long-term debt due within one year, less short-term securities.



Hudson’s Bay Company

Consolidated Statement of Changes in Financial Position

Year Ended January 31, 1982

This Year

Last Year

in thousands of dollars

Source of funds

Earnings before minority interest and extraordinary items 3.160 64,736
Items not affecting working capital:
Equity in undistributed earnings of affiliates and joint ventures  (3,825) (3,922)
Depreciation and amortization 56,949 48,738
Deferred income taxes (5,240) (7:552)
Provided from operations 51,044 102,000
Issue of long-term debt 319,580 291,041
Disposition of investments 479,839 20,161
Decrease in secured receivables - 6,078
Issue of preferred shares 2,109 -
Issue of ordinary shares 12,962 -
Issue of shares by subsidiaries 44,871 -
Working capital acquired on purchase of subsidiaries 3,375 -
Other — net 2,254 -
916,034 419,280
Use of funds
Capital expenditures:
Merchandising 129,758 104,693
Real estate 16,407 67,636
Natural resources 1,435 -
Closure of Shop-Rite operations 10,175 =
Property for sale and future development 12,792 63,340
Investments:
Dome Resources Limited 406,158 -
Natural resource joint ventures 17,529 -
Roxy Petroleum Ltd. - 33,406
Other 8,826 27,543
Reduction of long-term debt 229,678 118,238
Purchase of shares for cancellation:
Preferred shares 2,815 4,485
Ordinary shares 12,095 -
Dividends paid:
Preferred shareholders 11,746 11,874
Ordinary shareholders 28,510 28,455
Minority shareholders - 2,026
Deferred charges 7,664 7,347
Acquisition of shares of subsidiaries:
Zeller’s Limited 102,465 6,535
Clarion Petroleums Ltd. 42532 -
Other 5,203 =
Increase in secured receivables 31,219 -
Other - net - 1,727
1,077,007 477,305
Decrease in working capital (160,973) (58,025)
Working capital at beginning of year 460,230 518,255
Working capital at end of year 299,257 460,230
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Hudson’s Bay Company
Notes to the Consolidated
Financial Statements

Year Ended January 31, 1982

1. SIGNIFICANT ACCOUNTING POLICIES

These consolidated financial statements are prepared by manage-
ment in accordance with accounting principles generallyacceptedin
Canada and conform with the historical cost accounting standards
of the International Accounting Standards Committee. The signifi-
cant policies are summarized below:

a) Consolidation

These consolidated financial statements include the accounts of
Hudson’s Bay Company and of all its subsidiary companies.

=

Currency translation

Theaccountsof subsidiariesincorporatedin the United Kingdom
and in the United States are translated into Canadian dollars at
approximately the exchange rates prevailing at the balance sheet
dates.

¢) Leases

The Company classifics leases as either operating leases (under
which rentals are included in determining earnings of the period
in which they accrue) or capital leases (under which the present
values of future rental payments are capitalized as fixed assets
and subsequently depreciated) based on an assessment of each
lease and its materiality. All leases, including those relating to
store premises, have been classified as operating leases in these
consolidated financial statements.

d) Store pre-opening expenses
Costs associated with the opening of new stores are charged
against earnings in the year in which the stores open for business.

e) Earnings (loss) per ordinary share

Earnings (loss) per ordinary share reflect the payment of
preferred dividends and are based on the weighted average num-
ber of ordinary shares outstanding during the year.

f) Accounts receivable

In accordance with recognized retail industry practice, ac-
counts receivable classified as current assets include customer
instalment accounts of which a portion will not become due with-
in one year.

g) Merchandise inventories

Merchandise inventories are valued at the lower of cost and net
realizable value less normal profit margins. The cost of retail in-
ventories is determined principally on an average basis by the use
of the retail inventory method and the cost of other inventories is
determined on a first-in, first-out basis.

=

Capitalization of interest and taxes

Interest and real estate taxes are capitalized to the extent that they
relate to properties which either are held for sale or development
or are under construction. The amount so capitalized during the
year includes interest of $35,859,000 (last year $25,431,000).

i) Investments

The Company follows the equity method in accounting for its
investments in joint ventures and in companies in which the
Company’s ownership interest exceeds 20% and the Company is
able to elect a significant proportion of the board of directors of
the investee company. Under the equity method, investments are
recorded at cost plus the Company’s equity in undistributed
earnings since acquisition.
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Investments in other companies are carried at cost (amortized
cost in the case of the investment in Dome Resources Limited)
with dividends being reflected in earnings when received with
respect to common shares and non-cumulative preferred shares
and as accrued in the case of cumulative preferred shares.

i) Fixed assets
Fixed assets are carried at cost.

Buildings (other than income properties), equipment and lease-
hold improvements are depreciated on the straight-line method
at rates which will fully depreciate the assets over their estimated
useful lives. The depreciation rates applicable to the various
classes of assets are as follows:

Buildings 2- 5%
Equipment 7 -20%
Leasehold improvements 3 - 10%

Buildings held for the purpose of producing rental income
(income properties) are depreciated ona 3% 40-year sinking fund
method. Under this method the depreciation charged against
earnings is an amount which increases annually and comprises a
predetermined fixed sum and 3% compound interest, which to-
gether will fully depreciate each building over its estimated useful
life.

k) Deferred charges

Deferred charges principally comprise debtdiscountand expense
which is amortized on the straight-line method over the terms
of the issues to which it relates. The amortization is included with
interest on long-term debt in the Consolidated Statement of
Earnings.

1) Goodwill

Goodwill comprises the unamortized balance of the excess of the
cost to the Company over the fair value of itsinterest in the identi-
fiable net assets of subsidiaries, principally Markborough Proper-
ties Limited and Zeller's Limited, at their respective dates of
acquisition.

The goodwill which relates to acquisitions subsequent to 1973,
$88,028,000 (last year $40,012,000) after deductingaccumulated
amortization of $4,388,000 (last year $2,335,000), is being amor-
tized on the straight-line method over 40 year periods.

m) Pension costs

Current pension costs, substantiallyall of whicharise under trust-
eed pension plans, are charged to operations. The costs of planim-
provements are charged to operations over appropriate periods
as they are funded.

2. SUPPLEMENTARY SEGMENTED INFORMATION

The Company is engaged in merchandising through retail stores,
including investments in other companies, through wholesale distri-
bution of tobacco and other productsand through furauction opera-
tions. The retail stores include full-line and promotional department
stores, department stores located in smaller communities and, until
the closing of the Shop-Rite operation on January 30,1982, catalogue
stores. The Company has interests in the real estate industry through
Markborough Properties Limited and through real estate joint ven-
tures and income properties. The Company also has interestsin natu-
ral resources through its subsidiary, Roxy Petroleum Ltd., and
through other investments.



Reported industry segments are merchandising, real estateand natu-
ral resources with merchandising further divided, where significant,
into retail, wholesale and fur. Information pertaining to these seg-
ments is included in these consolidated financial statements and is
supplemented by the following additional information.

Sales and revenue include the Company's equity in the pre-tax
earnings of companies and joint ventures accounted for under the
equity method, as follows:

This Year  Last Year

in thousands of dollars

Pre-tax equity earnings:

Merchandising - retail 14,715 29,453
Real estate 10,855 7,578
25,570 37,031

Income taxes thereon 12,247 17,630
Equity earnings 13,323 19,401

Other supplementary segmented information related to the Consoli-

dated Statement of Earnings is as follows:
This Year  Last Year

in thousands of dollars

Dividends received in respect of investments
carried at cost (included in revenue

and earnings from natural resources) 15,662 16,169
Depreciation and amortization:
Deducted in arriving at operating profit
Merchandising 51,632 44,524
Real estate 4,535 2,591
56,167 47,115
Included in natural resource earnings
(see note 7(c)(ii)) (1,075) -
Included in interest expense (amortization
of debt discount and expense) 1,857 11623
56,949 48,738

Investments in joint ventures and other companies accounted for by
the equitymethod which are included by segment in the Consolidat-
ed Statement of Assets Employed are as follows:

This Year  Last Year

in thousands of dollars

Merchandising 270,709 278,221
Real estate 65,488 57,444
Natural resources 150,858 -
487,055 335,665

Merchandising assets employed predominantlyrelate to retail opera-
tions.

The fur segment includes operations of auction houses in the United
Kingdom and in the United States. All other operations of signifi-
cance are in Canada.

3. ACQUISITIONS

a) Zeller’s Limited (“Zellers”)

In 1978 the Company acquired approximately 57% of the out-
standing common shares of Zellers held by persons other than
subsidiaries of Zellers. In January 1981 the Company acquired
371,300 common shares of Zellers through cash purchases in the
open market at a cost of $6,535,000 and on February 5, 1981 the
Company similarly acquired a further 283,700 common shares at
an aggregate cost of $5,035,000.

On February 24, 1981 the Company announced its offer to
purchase the remaining common shares of Zellers on the basis of
S18 cash or, at the option of Zellers shareholders, either one con-
vertible redeemable preferred share series D or 100 redeemable
preferred shares series E for each Zellers commonshare. Pursuant
to this offer, the Company acquired 5,232,940 common shares for
which the total consideration, including costs of acquisition, was
$97,430,000, comprising 117,172 series D preferred shares and total
cash payments, including the redemption cost of 441,301,800
series E preferred shares redeemed immediately, of $93,776,000.
As a result of these acquisitions Zellers became a wholly-owned
subsidiary of the Company.

The total cost of acquisitions during the year ended January 31,
1982 has been allocated as follows:

in thousands of dollars

Goodwill 49137
Reduction in minority interest 52,319
Other 1,009
Cost, being the fair value of consideration paid 102,465

b) Roxy Petroleum Ltd. (“Roxy”)

During the year ended January 31, 1981 the Company invested
$33,406,000 in cash in Roxy, a then recently incorporated
company engaged in oil and gas exploration. Of this amount,
§13.155,000 was used to acquire 3,296,573 common shares of
Roxy, representing 33.7% of those outstanding at January 31,1981,
and the remainder was deposited in escrow to provide for subse-
quent acquisitions of shares of Roxy.

During the year ended January 31, 1982 the Company invested
additional funds in Roxy which increased the Company’s interest
to approximately 51%. The assets, liabilities and operating results
of Roxy have been consolidated with effect from February19,1981,
prior to which the investment in Roxy was accounted for by the
equity method.

Effective December 1, 1981 Roxy acquired all the outstanding
shares of Clarion Petroleums Ltd. (“Clarion”) through an
exchange of shares. In connection with this transaction, the Com-
pany invested $51,500,000 in cash to acquire 10,300,000 voting
shares of Roxy, thereby maintainingits interestin Roxyatapproxi-
mately 51%. The Clarion transaction was accounted for by the
purchase method and the cost of the acquisition of Clarion was
allocated as follows:

in thousands of dollars

Investment in joint ventures 108,351
Working capital deficiency (1,708)
Other assets - net 1,077
Long-term debt (65.188)
Cost, being the fair value of consideration paid 42,532

On January 31, 1982 the Company held common shares which, in
aggregate, represented 51.0% of the outstanding voting shares of
Roxy and warrants to purchase additional common shares before
December 15, 1983.
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4. INCOME TAXES

The two principal items which contribute to the seemingly high in-
come tax recovery in relation to the loss before income taxes (last
year the low income tax expense in relation to the earnings before in-
come taxes) are non taxable income, primarily dividend income, and
the inventory allowance under the Income Tax Act.

5. EXTRAORDINARY ITEMS

Extraordinary items are as follows:
This Year

in thousands of dollars

Last Year

Gain on disposition of investment:
In exchange for debentures of

the Company 50,427 19,058
In exchange for investments in
other companies 400,487 -
Less income taxes thereon (58,304) (247)
392,610 18,811
Costs and expenses relating to the
closure of Shop-Rite operations, net of
income tax recovery of $10,616,000 (10,175) -
382,435 18,811

a) Gain on disposition of investment

The gain results from the disposition during the year of the
Company’sinvestmentin common shares of Hudson’s Bay Oiland
Gas Company Limited (“HBOG”), firstly on the exchange by de-
benture holders of their 6% exchangeable subordinated deben-
tures for 4,499,567 (last year 1,705,308) HBOG shares, and
secondly on the exchange of the remaining 7,736,337 HBOG
shares for shares of Dome Resources Limited and common share
purchase warrants of Dome Petroleum Limited (see note 7(c)).

b) Closure of Shop-Rite catalogue store operations

The Company closed Shop-Rite, its catalogue store division, on
January 30,1982. Net costs and expenses which relate to the clos-
ing have been classified as extraordinary. These include the losses
ondisposition or write-off of assets, termination payments tostaff,
the cost of ongoing obligations and the write-off of deferred
charges.

Maturities during the five years ending January 31,1987 are as follows:
1983 - $22,410,000; 1984 - $13,730,000; 1985 - $10,914,000;
1986 - S 5,917,000; 1987 - S 3,519,000.

Under certain conditions, the amounts due may be paid prior to

maturity.

7. INVESTMENTS

Investments comprise the following:

This Year  Last Year

in thousands of dollars

Simpsons-Sears Limited 249,502 249,682
Real estate joint ventures 65,488 57,444
Dome Petroleum Limited 61,658 123,316
Dome Resources Limited 407,233 -
Hudson’s Bay Oil and Gas Company Limited - 7,704
Roxy Petroleum Ltd. - 33,406
Natural resource joint ventures 150,858 -
Other 38,742 32,055
973,481 503,607

a) Simpsons-Sears Limited (“Sears”)

The investment in Sears is carried at cost plus the Company’s
equity in undistributed earnings since acquisition in1979 and re-
presents 88.4% of the total class B shares, 44.2% of the total voting
shares and 35.6% of all outstanding shares of Sears.

This Year Last Year
in thousands of dollars
Per Share Per Share
Investment
At carrying value $8.02 249,502  S8.03 249,682
At underlying Sears
book value $6.58 204,720 S$6.53 203,050
At quoted market value,
The Toronto Stock
Exchange $5.50 171,028  S7.63 237,262

b) Real estate joint ventures

The investment in real estate joint ventures, consisting of shop-
pingcentre, commercial, industrial and residential interests, is car-
ried at cost plus the Company’s equity in undistributed earnings
since acquisition. The Company’s share of real estate joint ven-
tures is summarized as follows:

This Year Last Year

6. SECURED RECEIVABLES

in thousands of dollars

- : ; ; P Assets

Secured receivables include mortgages which arise principally from ACcounts receivable 36.522 20037
land transactions and loans outstanding under the employee share Property for sale and future development 100,379 97,923
purchase plan. o Fixed assets 223,612 196,930
This Year  Last Year 360,513 314,890

in thousands of dollars S

- Liabilities

Total secured receivables 80,556 51,365 Bank indebtedness 55,431 64,582
Less amounts due within one year Accounts payable 40,265 29,972
classified as accounts receivable 22,410 24438 Long-term debt 199,329 162,892
58,146 26,927 295,025 257446
Average rate of interest 11.6% 11.2% Investment in real estate joint ventures 65,488 57444
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c)

This Year Last Year
in thousands of dollars

Revenue 60,853 41318
Expenses
Interest 21,905 11,663
Depreciation 3,005 2,710
Other 25,088 19,367
49,998 33,740
Pre-tax earnings of real estate
joint ventures 10,855 7,578

Dome Petroleum Limited (“Dome”), Dome Resources Limited
(“Resources”) and Hudson’s Bay Oil and Gas Company Limited
(*HBOG")

The Company has disposed of its remaining investmentin HBOG
in exchange for preferred shares in Resources and common share
purchase warrants of Dome. This transaction took place inaccor-
dance with an Arrangement Agreement among Dome, Resources,
HBOG, the Company and others dated as of December 10, 1981
and a Plan of Arrangement under the Canada Business Corpora-
tions Act concerning HBOG and its shareholders which was
approved by HBOG shareholders on January 13, 1982 and con-
firmed by the Court on January15,1982. The transaction closed on
March 10,1982, This exchange has been accounted for as if it had
been completed as of the close of business on December 31,1981, at
which time the Company became entitled to receive the final divi-
dend paid on HBOG common shares. From and after January 1,
1982, pursuant to the Arrangement Agreement and the Resources
preferred shares, dividends commenced to accrue on such shares.

(i) Dome

The investment in Dome, carried at cost, consists of 4,110,517
preferred shares, series D having a sfated dividend rate of
7.25% per annum and being retractable in whole or in part at
§15.00 per share at the Company’s option on January 3, 1984
and at the end of each five-year period thereafter. Under an
agreement entered into on February 26,1982 Dome agreed to
increase the effective dividend rate to 9% per annum com-
mencing December 1, 1981 and to retract or purchase these
shares at $15.00 per share on July 2,1982. These shares (and a
similar number of 7% series E shares redeemed by Dome pur-
suant to their terms on January4,1982) were issued by Dome
and acquired by the Company in 1979 in exchange for certain
western Canadian oil and gas properties previously held by
the Company.

As a result of the Plan of Arrangement described above the
Company acquired 10,315,116 Dome common share purchase
warrants, each warrant entitling the holder to purchase one
common share of Dome at an exercise price of $23.1125 per
share until December 31, 1984. The warrants are carried at
nominal value. The quoted market value of Dome common
shares on The Toronto Stock Exchange on January 31, 1982
was $12.375.

(ii) Resources

The investment in Resources consists of 7,736,337 $5.75 class
A retractable preferred shares of Resources acquired under
the Plan of Arrangement described above in exchange for
an equal number of HBOG common shares. These shares
carry cumulative preferential annual cash dividends of $5.75
per share payable quarterly with dividends accruing from
January 1,1982, and are to be retracted at $57.50 per share on
December 31,1984. Theseshares wererecorded on acquisition
at their approximate fair value of §52.50 per share with the
difference of $5.00 per share being amortized to income over
the three year period to December 31,1984

Pursuant to a Support Agreement entered into as part of the
Plan of Arrangement, an amount equal to the aggregate re-
traction price ($57.50 per share) of all Resources preferred
shares outstanding as a result of the Plan of Arrangement has
been deposited with a trustee, to be held by the trustee for the
benefit of Resourcesand to be applied to the retraction obliga-
tion of Resources on December 31, 1984. Under the Support
Agreement, Dome and affiliates of Dome have continuing
obligations with respect to the payment of the amounts re-
quired to pay dividends on the Resources preferred sharesand
with respect to the maintenance of the Canadian dollar equiv-
alent of the funds held in trust.

(iii) HBOG
The investment in HBOG was exchanged in part during the
year for 6% exchangeable subordinated debentures of the
Companyand the remainderin exchange for Resources shares
and Dome common share purchase warrants under the Plan

of Arrangement described above. The extraordinary gain aris-
ing from these exchanges is described in Note 5(a).

d) Roxy Petroleum Ltd. (“Roxy”)

On February 19, 1981 the investment in Roxy was increased to ap-
proximately 51% with the result that Roxy operations have been
accounted for since that date on a consolidated basis.

¢) Natural resource joint ventures

f)

Natural resource joint venture activities are in the exploratory
stage and accordingly all costs have been capitalized. The Com-
pany’s share of natural resource joint ventures is summarized as
follows:

This Year Last Year

in thousands of dollars

Oil and gas properties 156,542 -

Other assets 8,771 -

Accounts payable (14,455) -
Investment in natural resource

joint ventures 150,858 =

Other

Otherinvestments consist primarilyof cash depositedin escrowin
respect of Roxy (see note 3(b)) and of interests in merchandising
companies carried at cost plus the Company’s equity in undistri-
buted earnings since acquisition.
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8. LONG-TERM DEBT

Long-term debt comprises the following:
This
Year

Last
Year

in thousands of dollars

Secured on property:
Hudson'’s Bay Company Properties Limited

5%% first mortgage bonds series A due 1990 9,366 9,701
7'2% first mortgage bonds series B due 1991 6,483 6,683
11'2% first mortgage bonds series C due 1995 26,988 28,605
973% first mortgage bonds series D due 1997 39,068 40,489
10 % first mortgage bonds series E due 1998 31,283 32,194
Hudson’s Bay Company Developments Limited
Mortgages, 11.5% average (last year 10.1%),
repayable by instalments to 2002 19,030 15,605
Markborough Properties Limited
8Y2% sinking fund debentures due 1981 - 4,000
Mortgages and obligations on property
for future development, 14.2% average
(last year 16.8%), repayable by instal-
ments to 1988 139,430 122900
Mortgages on income properties,
permanent financing, 9.7% average,
repayable by instalments to 2003 43,357 44,012
Mortgages on income properties, interim
financing, 18.2% average, payable
and maturing by 1983 44,233 38919
Micmac Shopping Centre Limited
9%2% first mortgage bonds repayable
by instalments to 1999 11,827 -
Roxy Petroleum Ltd.
Term bank loans, bank prime rate plus
3%, due 1986 3,113 -
Term bank loans, bank prime rate plus
1%, repayable by instalments to 1988
(U.S. $11,256,000) 13,181 -
11% promissory note due 1982
(U.S. $3,210,000) 3,750 -
Other 6,302 3,768
397,411 346,876
Secured on accounts receivable:
Hudson’s Bay Company Acceptance Limited
5%% debentures series B due 1983 10,000 10,000
13":% debentures series C due 1989 (a) 4,628 4,628
8%1% debentures series D due 1991 20,000 20,000
8Y4% debentures series E due 1993 20,000 20,000
10%2% debentures series F due 1996 30,489 33,398
13%:% debentures series G due 2001 58,189 -
Simpson’s Acceptance Company Limited
6 O debentures series B due 1981 - 15,000
512% debentures series C due 1982 10,000 10,000
5%% debentures series D due 1984 10,000 10,000
6%% debentures series E due 1986 10,000 10,000
8%:% debentures series F due 1992 10,000 10,000
8%:% debentures series G due 1992 15,000 15,000
97s% debentures series H due 1997 21,880 24325
220,186 182351
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This Year Last Year

in thousands of dollars

Secured by floating charge on assets of
subsidiaries:
Zeller's Limited
7 Y% sinking fund debentures

series C due 1986 2,713 3,266
10%4% sinking fund debentures
series 1974 due 1994 10,776 12,797
Marshall Wells Limited
7'2% sinking fund debentures
series A due 1982 792 979
14,281 17,042
Unsecured or guaranteed by certain subsidiaries:
Hudson’s Bay Company
10%:% notes due 1981 - 35,000
13%3% series D notes due 1986 50,000 50,000
Floating rate series F notes due 1986 (b) 40,000 -
16'2% series G notes due 1986 1,000 -
18 % notes due 1987 60,000 -
10"2% debentures due 1989 60,000 60,000
11'2% debentures due 1990
(U.S. §75,000,000) 90,000 87,750
10 % debentures due 1994
(U.S. $50,000,000) 60,000 58,500
Bankers’ acceptances (c) 288,000 188,000
Simpsons Limited
5%:% debentures series D due 1984 26 2,899
5%:% debentures series E due 1985 1,152 2,897
6'2% debentures series F due 1987 3,260 4276
912% debentures series G due 1989 6,155 6,884
8%:% debentures series H due 1993 11,901 14,080
91/3% debentures series I due 1994 7,676 8,441
11%:% debentures series ] due 1995 16,364 17,864
Zeller’s Limited
Floating rate bank term loan = 20,000
695,534 556,591
Subordinated:
Hudson's Bay Company
6 % exchangeable subordinated debentures
due 1993 (d) - 54,416
Zeller's Limited
5%2% convertible subordinated debentures
series 1971 due 1991 (e) 1,081 5,346
1,081 59.762
1,328,493 1,162,622
Less amounts due within one year 70,466 71,260
1,258,027 1,091,362

a) The holders of Hudson’s Bay Company Acceptance Limited series
C debentures have the right to be prepaid on March 2, 1985.

b) The floating rate series F notes bear interest at 3% above the aver-
age monthly deposit rates of two Canadian chartered banks.

¢) Bankers’ acceptances, which are due within one year, have been
classified as long-term debt as they may be converted, at the Com-
pany’s option, to long-term borrowing facilities expiringat various
dates from April1,1985 to April1,1989, provided by the Company’s
bankers.
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d) The holders of Hudson’s Bay Company 6% exchangeable sub-
ordinated debentures had the right until December 30, 1981 to
exchange such debentures for outstanding common shares of
Hudson’s Bay Oil and Gas Company Limited at an exchange price
of $12 per share. During the current year $53,995,000 (last year
$20,463,000) of the debentures were exchanged. The remaining
principal of $421,000 was redeemed on December 31, 1981

e) The holders of Zeller’s Limited 5%2% convertible subordinated
debentures series 1971 have the right until September 1991 to ex-
change such debentures for ordinary shares of Hudson’s Bay
Company at the rate of 32.43 ordinary shares per $1,000 of deben-
ture principal.

The majority of the long-term debt is subject to redemption at the
option of the issuers at various times or under certain conditions.
For the most part, redemption earlier than within three or four years
of maturity of the securities would require the payment of redemp-
tion premiums.
Aggregate maturities and sinking fund requirements during the
five years ending January 31,1987 are as follows:
1983 - S 70,466,000; 1984 - S 47,927,000, 1985 - $51,003,000;
1986 - $117,959,000; 1987 - $367,163,000.

in thousands of dollars

Number
of shares

$1.512 convertible redeemable preferred
shares series D (stated capital

$18.00 each)

Issued in the year ended January 31,1982
to the holders of Zeller’s Limited shares
in payment for shares of that company

Less purchased for cash and cancelled in
the year ended January 31,1982

Less converted into ordinary shares in the
year ended January 31,1982 (414) (7)

Issued and outstanding at
January 31, 1982

117,172 2,109

(4,406) (80)

112,352 2,022

Redeemable preferred shares series E

(stated capital $0.0203 each)

Issued in the year ended January 31, 1982
to the holders of Zeller's Limited
shares in payment for shares of
that company

Less redeemed for cash in the year
ended January 31,1982

441,301,800 8,958

(441,301,800) (8,958)

9. PENSIONS

The amount shown in the Consolidated Balance Sheet at January
31,1982 is adequate to provide for all unfunded pension liabilities.
Funding payments are expected to extinguish substantially all of the
unfunded liabilities over the next nine years.

10. CAPITAL STOCK

The authorized classes of shares of the Company consist of an un-
limited number of ordinary shares without nominal or par value and
an unlimited number of preferred shares without nominal or par
value. Unlimited numbers of the preferred shares have been desig-
nated as “redeemable preferred shares series B”, “S1.512 convertible
redeemable preferred shares series D” and “redeemable preferred
shares series E” 11,750,000 shares have been designated as “S1.80
cumulative redeemable preferred shares series A” and 800,000 have
been designated as “variable rate, cumulative redeemable preferred
shares series C"

Shares issued and outstanding at January 31,1982 and the changes
during the two years then ended are as follows:

in thousands of dollars

Number
of shares

$1.80 cumulative redeemable preferred
shares series A (stated capital $22.50 each)
Issued and outstanding at January 31,1980 5,969,809 134,321
Less purchased for cash and cancelled
in the year ended January 31, 1981

Issued and outstanding at January 31, 1981
Less purchased for cash and cancelled in
the year ended January 31,1982 (186,179) (4,189)

Issued and outstanding at January 31,1982 5,544,789 124,758

(238,841) (5,374)
5,730,968 128,947

Variable rate, cumulative redeemable
preferred shares series C (stated capital
$25.00 each)

Issued and outstanding at January 31,1981
and January 31, 1982

800,000 20,000

Issued and outstanding at
January 31, 1982 £ =

Ordinary shares:

Issued and outstanding at January 31,
1980 and January 31, 1981

Issued in the year ended
January 31,1982:

On conversion of $1.512 convertible
redeemable preferred shares series D 251 7

On conversion of Zeller's Limited
5'2% convertible subordinated

23,712,529 249,701

debentures series 1971 2,817 87
Under the employee share

purchase plan 569,135 12,868
Less purchased for cash and cancelled

in the year ended January 31, 1982 (507,551) (5,423)
Issued and outstanding at

January 31,1982 23,777,181 257,240

The Company may not redeem the $1.80 cumulative redeemable
preferred shares series A prior to December 31, 1983. Thereafter,
these preferred shares may be redeemed at the Company’s option at
rates varying from $23.50 at January1,1984 to $22.50after December
31,1988.

The holders of the variable rate, cumulative redeemable preferred
shares series C will be entitled to receive dividends at the rate of
7.35% until September 15, 1984, On that date and thereafter at five-
vear intervals the rate will be 52% of theaverage of thefive-year guar-
anteed investment certificate rate of certain trust companies plus
2%. The shares may be redeemed at the Company’s option at their
issue price at certain intervals after 1984.

The Company may not redeem the $1.512 convertible redeemable
preferred shares series D prior to February 1, 1984. Under certain
circumstances, these shares are redeemable from February1,1984 to
January 31,1986 at $18.90. Thereafter, these preferred shares may be
redeemed at rates varying from $18.90 at February 1, 1986 to $18.00
after January 31, 1991. Each preferred share series D is convertible
into 0.6154 ordinary shares at the holder’s option until January 31,
1986 and thereafter into 0.5625 ordinaryshares until January 31,1991,
after which date it will cease to be convertible.
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The cost of shares redeemed or purchased for cash and cancelled in
each of the two years ended January 31, 1982 has been allocated as
follows:

Cost Allocated to
Addi- Re-
tional tained
Capital paid-in  earn-
stock capital ings
in thousands of dollars
In the year ended January 31, 1981:
$1.80 cumulative redeemable
preferred shares series A 4485 5,374 (889) -
In the year ended January 31, 1982:
$1.80 cumulative redeemable
preferred shares series A 2,737 4,189 (1.452) -
$1.512 convertible redeemable
preferred shares series D 78 87 (9) -
Redeemable preferred shares
series E 79434 8958 70476 -
Ordinary shares 12,095 5423 69 6,603
94,344 18,657 69,084 6,603

13. LEASES

a) As lessee

The Company conducts a substantial part of its merchandising
operations from leased premises. No significant capital leases
have been entered into since February1,1979 and all leases involv-
ing the Company as lessee have been accounted for as operating
leases.

Rental expenses charged to earnings amount to $76,700,000 (last
year $59,700,000).

The future minimum rental payments required under leases hav-
ing initial or remaining noncancellable lease terms in excess of
one year are summarized as follows:

in thousands of dollars

11. ADDITIONAL PAID-IN CAPITAL

Theamountat January 31, 1982 and the changes during the two years
then ended are as follows:

This Year  Last Year
in thousands of dollars
Amount at beginning of year 4,117 3,228
Excess of proceeds over stated value
of redeemable preferred shares
series E issued 70,476 -
Excess of stated value over cost (or vice
versa) of shares purchased for cash
and cancelled:
$1.80 cumulative redeemable preferred
shares series A 1,452 889
$1.512 convertible redeemable preferred
shares series D 9 -
Redeemable preferred shares series E (70,476) -
Ordinary shares (69) -
Amount at end of year 5,509 4,117

12. CONTINGENCIES

The Company has contingent commitments, along with others, relat-
ing toits investments in certain shopping centre companies and joint
ventures. In the event that the Company had to meet any of these
contingencies it would have a claim on the assets of the applicable
development.
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Year ended January 31,1983 69,400
1984 66,800
1985 61,300
1986 58,400
1987 57,100
Thereafter 838,500
Total minimum lease payments 1,151,500

Inaddition to these rental payments (and, ina few cases, relatively
minor contingent rentals), the leases generally provide for the
payment by the Company of real estate taxes and other related
expenses.

b) As lessor

The Company leases space to others in a number of regional shop-
ping centres and commercial properties. All of these leases are
classified as operating leases.

Fixed assets in the Consolidated Balance Sheetinclude real estate
leased to others under operating leases amounting to
§227,000,000 (last year $194,900,000), net of accumulated depre-
ciation of $14,800,000 (last year $10,000,000).

Real estate revenues include rentals from the above properties of
$32,900,000 (last year $22,400,000).

14. RELATED PARTY TRANSACTIONS

The Companyisinvolved in numerous transactions with related par-
ties in the ordinary course of its business. None of these transactions
is significant in relation to these consolidated financial statements.



Approval of Consolidated Financial Statements
The consolidated financial statements, contained on pages 25 to 36, including the notes thereto,
have been reviewed by the Audit Committee of the Board of Directors, a majority of whom are

outside directors, and have been approved by the Board on the recommendation of the Audit
Committee.

On behalf of the Board:

SHenge T Wlhlon.

Director

12. ety

Director L

Toronto, Canada
March 19, 1982

Auditors’ Report to the Shareholders

We have examined the consolidated balance sheet and the consolidated statement of assets
employed of Hudson’s Bay Company as at January 31,1982 and the consolidated statements of
earnings, retained earnings and changes in financial position for the year then ended. Our exami-
nation was made in accordance with generally accepted auditing standards, and accordingly
included such tests and other procedures as we considered necessary in the circumstances.

In our opinion, these consolidated financial statements present fairly the financial position of
Hudson’s Bay Company as at January 31,1982 and the results of its operations and the changes in
its financial position for the year then ended in accordance with generally accepted accounting
principles applied on a basis consistent with that of the preceding year.

Chartered Accountants

Toronto, Canada
March 19,1982
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Hudson’s Bay Company
Ten Year Consolidated Financial Summary

1981 1980
Results for the year (in thousands of dollars)
Sales and revenue:
Retail 3,443,040 3,190,191
Wholesale 497,058 460,356
Fur 42,604 63,342
Merchandising 3,982,702 3,713,889
Real estate 173,003 83,828
Natural resources 16,737 16,169
4,172,442 3,813,886
Fur consignment sales 405,913 491,507
Source of earnings:
Retail 81,858 153,314
Wholesale 13,060 11,856
Fur 12,058 17,556
Merchandising 106,976 182,726
Real estate 67,035 33,349
Natural resources X 16,248 15735
Operating profit 190,259 231,810
Finance costs i 244,307 136,533
Earnings (loss)before income taxes and minority interest (54,048) 95,277
Income taxes (57,208) 30,541
Earnings before minority interest 3,160 64,736
Minqrityjnterest (573) 10,186
Earnings before extraordinary items 3,733 54,550
Extraordinary items g 382,435 18,811
Net earnings 386,168 73,361
Dividends paid:
Preferred shares 11,746 11,874
Ordinary shares 28,510 28455
Cancellation of ordinary shares 6,603 =
Earnings retained - 339,309 33,032
Cash flow 51,044 102,000
Capital expenditures 147,600 172,329
Depreciation 51,414 43,909
Year end financial position (in thousands of dollars)
Merchandising 2,210,637 1,880,989
Real estate 620,697 507,876
Natural resources 579,127 165,402
Assets employed 3,410,461 2,554,267
Debt 2,133,906 1,639,498
Minority interest 69,270 53.557
Shareholders’ equity 1,207,285 861,212
Results per ordinary share (in dollars)
Earnings (loss) before extraordinary items (.34) 1.80
Net earnings 15.78 2,59
Dividends 1.20 1.20
Shareholders’ equity 44.58 30.01
Shareholders and employees
Number of ordinary shareholders 19,300 20,800
Ordinary shares outstanding (in thousands) 23,777 23712
Range in share price (in dollars) 30%8-20Ys 31%4-23
Number of employees 47,000 46,000

Note: Where appropriate, figures have been restated for the purpose of comparability.



1979 1978 1977 1976 1975 1974 1973 1972
2,847,927 1,432,712 1,019,831 992,575 892,766 780,854 641,063 538,989
408,434 356,967 323.810 263461 231,995 190,875 153,456 126,414
66.3702 42 568 34,059 26,987 21,178 22,304 21,190 15475
3,322,663 1,832,247 1,377,700 1,283,023 1,145,939 994,033 815,709 680,878
96,263 48712 36,004 52,945 32,174 17,852 4294 862
16,283 15,343 13,686 10:480 8,020 6,308 5,853 5,485
3,435,209 1,896,302 1,427,390 1,:?463448 1,186,133 1,018,193 825,586 687,225
3 511,628 329,773 283,000 244 344 185,252 175,661 167,250 131,666
77755 76,495 40,912 34,922 34 868 32,308 27.666 23,738
8,737 7.392 8,064 7,622 6,897 5,808 4,051 3316
26,508 i 11,092 7,706 6,286 4.537 4,719 ¥ 4968 2993
213,000 94,979 56,682 48,830 46,302 42 835 36,685 30,047
26,300 17,842 14,856 23,207 14,615 10,313 2191 715
16,283 15,343 : 13,686 10,480 8,020 6,308 ) 5,852 5,485
255,583 128,164 85,224 82,517 68,937 59,456 44 728 36,247
113741 47,868 S5 33,443_ _ 26,669 24,493 11,460 8,868
141,842 80,296 47 873 49,074 42 268 34,963 33,268 27,379
52,073 29,757 16,095 21,184 18,548 15,514 15,158 11,725
89,769 50,539 BANTS 27,890 23,720 19,449 18,110 15,654
9423 5,894 1,897 3,080 1,716 1,02_9 446 -
80,346 44,645 29,881 24,810 22,004 18,420 17,664 15,654
2340T5 OR,367 - - - - - -
103,521 143,012 29,881 24,810 22,004 18,420 17,664 15,654
10,866 £ S = s 2 - L
25481 16,111 9,181 8,391 8,362 8,286 7,661 7,048
67,174 126,901 20,700 16,419 13,642 10,134 10,003 8,606
127.260 75:312 48,209 47,645 42,760 34,010 29,795 25,507
124977 58915 43,075 38,163 29,586 41,715 56,588 27,282
38,886 21,301 16,473 14,598 13530 57 11,485 9314 7,607
1,716,207 1,495,531 580.461 505,857 445,564 451,201 378913 308,929
375979 285,332 222.686 208,179 163,793 156,791 137,794 7,630
133,561 134,084 29,595 23,881 20,142 17,763 16,305 10,095
2225747 1,914,947 832,742 737,917 629,499 625,755 533,012 326,654
1,343,484 1,124,318 535,470 463,473 375,184 387,187 306,543 130,219
49,598 58,505 21,308 20,022 17,973 16,618 16,1307 754
832,665 732,124 275,964 254,422 236,342 221,950 210,289 195,681
2.98 274 2ol i LT 1.58 135 1.29 1.16

3.98 8.79 244 12 ie7eT 1.58 1.33 1.29 1.16

1.10 91 .65 .60 .60 .60 56 5D
28.59 25.80 19.50 18.05 16.90 15.93 1:5235 14.44
22,500 30,600 20,900 21,900 22,800 24,000 24,500 24,900
25,712 23,092 14,155 14,096 13,985 13,936 13.809 13,553
35-21Y 24Y2-17Ys 19Ys-14Ys 2073-13"2 18%5-14Y4 20-9% 2231-15 21Ys-16Y2
45,000 45,000 20,000 20,000 20,000 20,000 18,000 17,000
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The Company - A Brief Description

The Company Today

Merchandising

Approximately 600 stores in three re-
tail groups, The Bay, Simpsons and
Zellers, serve the diversified needs of
Canadians from Newfoundland to
the Yukon and from the Arctic Islands
to the United States border. The Bay
is strongly represented in eleven of
Canada’s important cities and is the
leading retailer throughout the
Canadian North. Simpsons operates
full-line department stores in eastern
Canada. Zellers operates promotional
department stores and variety stores
across Canada and Fields family cloth-
ing stores in the western provinces.
Hudson’s Bay Wholesale distributes
giftwares, confectionery and tobacco
products through a network of
branches located from coast to coast.
The Company’s famous blankets and
spirits are sold throughout Canada.

The Company maintains its tradi-
tional interest in fur, with auction
houses in New York, London and
Torento. It also has important invest-
ments in Simpsons-Sears and Eaton
Bay Financial Services.

Natural Resources

The Company has a 51% interest in
Roxy Petroleum Limited, a junior oil
company engaged in exploration

and production, principally in Canada
and the United States.

In addition, the Company has
large investments in the preferred
shares of Dome Petroleum Limited
and a subsidiary thereof, which were
acquired as a result of the disposition
of a 35% interest in Siebens Oil &
Gas Ltd. in 1979 and of a 10% inter-
est in Hudson’s Bay Oil and Gas
Company Limited in 1982.

Real Estate

The Company’s real estate interests
consist principally of whole or partial
ownership of shopping centres and
commercial buildings in Canadian
cities, in addition to ownership of
Markborough Properties Limited.
Markborough is a Canadian property
development company with sub-
stantial holdings of residential, com-
mercial and industrial properties
located principally in Ontario, Alberta
and the southern United States.

Personnel

In its various activities, including
Simpsons and Zellers, the Company
employs over 47,000 pecople.
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History

Incorporation

King Charles II granted on May 2,
1670 to 18 Adventurers, a Charter
incorporating them as The Governor
and Company of Adventurers of
England trading into Hudson'’s Bay.
This followed the successful voyage
of the ketch “Nonsuch”, with

des Groseilliers aboard, to Hudson
Bay to trade for furs.

In 1970, three hundred years after
its incorporation, the Company was
continued as a Canadian corporation
and the headquarters were transferred
from the United Kingdom to Canada.

Competition

During the first century of the
Company’s existence the men on the
Bay established forts and traded
with the Indians.

'[I UDSON'S BAY COMPANY,

FARMING LANDS

FOR SALE
IN MANITOBA
AND

THE NORTH-WEST.

The Hudson’s Bay Compapy own 7,000,000
BCres Iln the Great Fertlle Belt, and now offer
or sale

O0,000 ACRIES

cady surveyed by the Government of
nada.

Town Lots also for Sale
In Winnipeg, West Lynne, Rut Por-
tage, P%rlnge la Praivie, and Goschen
(N r ‘)

(N.W.

The above will be disposcd of sl reason-
able prices, and on easy terms of payment.

Fall Information In regard to these lands
will be given at the offices of the Company
in Winnipeg and In Montreal.

C. J. BRYDGES,
Land Commissloner.
_ Winnipeg, 1530, 1557

NONSUCH returns to
London, October 1669

Kelsey sees the Buffalo, 1691

Advertisement for farm lands
and town lots, 1880

As competition from the
Montreal-based North West Company
increased in the 1770’s, the Company
moved into the interior and gradually
built a network of routes and forts
spread out over the North and West.
The two rival companies amalgamated
under the Hudson’s Bay Company
name in 1821.

Deed of Surrender
In 1870, by Deed of Surrender, the
Company’s chartered territory was for-
mally transferred to the Government
of Canada in return for farm lands in
the prairie provinces which were sold
to settlers during the next 85 years.
Following the Deed of Surrender
the Company turned its attention to
the retail trade, which is now its most
important activity.

King Charles I

Fort Garry in 1863

Twentieth Century

The Company built downtown depart-
ment stores in each of the major

cities of western Canada (1913-1968). It
co-founded Hudson’s Bay Oil and Gas
Company Limited (1926), acquired
Henry Morgan & Co. Limited (1960),
A.]. Freiman Limited (1971) and 35%
of Siebens Oil & Gas Ltd. (1973). It
acquired control of Markborough
Properties Limited (1973), Simpsons
Limited (1978) and Zeller’s Limited
(1978), and disposed of its Siebens in-
vestment (1979). It acquired control

of Roxy Petroleum (1980) and dis-
posed of its HBOG investment (1982).

Hudson’s Bay store, Calgary, built 1884








