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Financial highlights

Year ended QOctober 31, 1976

1976 1975
Sales $ 156,374,192 $ 120,694,690
Earnings t;-ef;; t_a;es and exlraordinary_it;rn $ 1,108,101 . _$ : 1,790,869
Provision for income t_a:es- : $ 683,000 7 $ 1.3;8,000
I_E;rnings from opera_t-lons - "S_ : 425,101 $ 4 1;;(7391
Divi;e;&s on preferred shares _“ S_ o ;0‘;,0'00 $ 400,000_
Earnings available to common sharehﬁerrs e
(before extraordinary item) S $ 25,101 3 1253?9
Per share
Extr_aurdinary Item** ___$—(3;00_,000) -
Earnings a:ailable to common shareholders S
(after extraordinary item) $ (3,474,899)777 $ 12,86?
Per share (65c)
Cash flow from operations* $ 10,654,597 $ 8521979
Per share B "737 200 $ 1.60
Working capital $ 3,723,524 $ (656,086)
S 9,83;,;6

Additions to plant and equipment $

Total assets at year end $ 162,765,896

$ 19,558,897

$ 160,361,169

* Cash flow consists of earnings from operalions plus charges which do not require an autlay of funds.

* Write-down ol investment in Allied Innkeepers (Bermuda) Limited. See Note 3 to consolidated financial statements.




Report to the Shareholders

On behalf of the Board of Directors, we
submit the audited financial statements of
the Company for the year ended October
31,1976.

Revenue, which now includes that of the
transportation division, was $156,374,192
compared with $120,694,690 in the 1975
financial year. Earnings from operations
were $425,101 compared with $412,896
in the prior year. Cash flow was
$10,654,597, anincrease of $2,132,618
from that reported last year. Working
capital was improved during the year and
stood at $3,723,524 at the end of the
period compared with a deficit of
$656,086in 1975.

Profitability of the Company was seriously
affected during the first six months of the
year by reduced operating levels within the
Canadian hotel division. During this period,
extremely competitive marketing
conditions prevailed in many markets by
reason of an oversupply of hotelaccommo-
dation and business travel was depressed
by weakness in the Canadian economy.
The effect of these factors was more pro-
nounced on earnings of the most recently
opened Inns and particularly high-rise Inns
located in major urban centres.

Operating levels improved during the last
half of the year, notwithstanding a large
decrease in American tourism. Much of this
improvement resulted from an increase in
commercial travel which became apparent
during the summer and autumn months.
The maturing Inns, which had earlier
experienced heavy losses, contributed
substantial revenues during the summer
months and assisted in overcoming the
very disappointing results reported at
mid-year.

Left to right — Albert E. Shepherd, Ernest B. Fletcher, David Rubinoff.

The Company's hotel operations

in the United Kingdom were highly
successful throughout 1976. The Inns in
London, England operated at near capacity
while the Inns outside the capital achieved
marked increases in occupancy and
earnings.

Charterways Co. Limited, which was in
receivership when acquired by the
Company in 1975, operated profitably
during the year. We are pleased with the
progress of this division and much credit is
due its officers and employees.

Shareholders were advised in September
of the Company’s intention to dispose of its
investment in certain of its Caribbean
hotels. Negotiations with interested parties
are progressing favourably and we believe
will be successfully concluded in due
course.

The Company had agreed, in equal partner-
ship with Atlific Inns, Inc., to furnish, lease
and operate an 863-room hotel to be built
by a developer on Dorchester Street in
Montreal. The hotel was to have been
completed and ready for occupancy in
February, 1976, subject to certain exten-
sions for unavoidable delays. The owners
encountered difficulties in completing the
building and construction was substantially
halted last autumn. No significant work has
been done since that time and it is evident
that the building will not be completed for
our occupancy under the original agree-
ment. Design, leasehold improvements and
marketing costs for this project to date
amount to about $1,100,000, of which this
Company is responsible for one-half. The
Company believes that a substantial
portion of this sum is recoverable from
other parties. We intend to write off any

shortfall when the amount is ascertained,
but not later than the end of the current
fiscal year.

Frank W. Adams, who has servedas a
director of the Company since 1968, has
advised of his impending retirement and of
his decision not to stand for re-election for
a further term, The Directors and Officers
extend their sincere appreciation and
gratitude to him for the valuable contribu-
tion he has made during his term of office.

We wish to express our appreciation to the
Officers and employees of the Company
for their loyalty and support during a very
challenging year.

March 14,1977
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Sault Ste. Marie, Peter Pappoulas
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London - City Centre, Rudy Prins
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Cambridge, Duncan Whillans

Brantford, Ted Isaac

Hamilton, Gus Kuppers

Burlington, Tony Miele

St. Catharines, Carsten Flindt

Qakyville, Martin Larkin

Toronto - Downtown, Dokse Perklin
Toronto - Don Valley, Bernhard Kainer
Toronto - Yorkdale, Robert Moore
Toronto - East, Doug Escott
Toronto - West, Peter Pattera
Toronto - Airport, Greg Lambert
Oshawa, Gerry Kniehl

Orillia, Bruce Lee

Barrie, John Clarke

Collingwood, Greg Gouthreau
Owen Sound, Monir Nasif
Huntsville, David Wright
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Kingston, Randy Pringle

Cornwall, John Greco

Ottawa - Centre, Henning Svendsen

Ottawa - Downtown, Grant Channing
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Consolidated balance sheet

October 31, 1976 (with comparative amounts for 1975)

ASSETS 1976 1975
Current:
Cash $ 9,388,080 $ 3,817,160
Accounts receivable 8,077,297 8,138,355
Amounts due under sale agreements 819,562
Inventories — at the lower of cost and net realizable value 2,617,227 2,716,727
Prepaid expenses 2,845,950 2,635,525
- 22,928,554 18,127,329
Fixed — at cost — Notes 2 and 12
Land 7,617,900 7,768,403
Buildings, leaseholds, etc. 93,360,531 90,442,003
Furnishings and equipment 31,516,618 30,788,817
Transportation equipment 17,430,350 13,769,131
149,925,399 142,768,354
Less accumulated depreciation and amortization 27,514,380 21,868,081
122,411,019 120,900,273
Major renovations (net of amortization to date
of $2,999,839in 1976 and $1,978,053in 1975) 3,745,794 3,636,844
126,156,813 124,537,117
Investments — Note 3 4,294,235 7,718,598
Def_e;red costs and other assets — Note 4
Opening and development costs 2,970,285 4,036,345
Cost of borrowing 1,512,720 1,476,129
Franchises — Holiday Inns, Inc. 1,547,474 1,649,074
Transportation operating authorities and goodwill 3,355,815 2816577
i) 9,386,294 9,978,125

$162,765,896

$160,361,169

(See accompanying notes)

On behalf of the Board

A / ; AP

b (
Director Vil "l 2 7
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Director C/// a4, g{//y/




LIABILITIES AND SHAREHOLDERS’ EQUITY 1976 1975

———————————— S e

Current liabilities:

Accounts payable and accrued charges $ 12,680,201 $ 14,402,705
Taxes payable 1,964,318 1,527,970
Long term debt payable within one year 4,560,511 2,852,740

19,205,030 18,783,415
Long term debt — Note 5 ' 102,444,065 95,405,537

Deferred gains

(net of amortization to date of $364,788 in 1976 and $285,294 in 1975) 1,270,845 1,350,338
Deferred incomes taxes — Note 6 15,619,781 17,053,486
Minofity interest in subsidiary company _ .1 ,_41 0,754_ a : 7,4?8.073
Shareholders’ equity:

Capital — Note 7

Authorized:

800,000 preferred shares of $25 par value each

7,425,000 common shares of no par value

Issued:

200,000 8% cumulative, redeemable convertible preferred shares — Series A 5,000,000 5,000,000

5,317,731 common shares 5,317,731 5,317,731

Contributed surplus 4,304,109 4,304,109

Retained earnings — Note 8 8,193,581 11,668,480

22,815,421 26,290,320

$162,765,896 $160,361,169

Auditors’ report

To the Shareholders of
Commonwealth Holiday Inns of Canada Limited.

We have examined the consolidated balance sheet of Commonwealth Holiday Inns of Canada Limited as at October 31, 1976 and the
consolidated statements of earnings, retained earnings, contributed surplus and changes in financial position for the year then ended.
Our examination was made in accordance with generally accepted auditing standards, and accordingly included such tests and other
procedures as we considered necessary in the circumstances.

In our opinion, subject to the determination of the effect, if any, of the Anti-Inflation Act on 1976 earnings as referred to in note 14 to the
consolidated financial statements, these consolidated financial statements present fairly the financial position of the company as at
October 31, 1976 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.

London, Canada. Clarkson, Gardon & Co.
December 22, 1976. Chartered Accountants.




Consolidated statement of earnings
Year ended October 31, 1976 (with comparative amounts for 1975)

1976 1975
Sales and other revenues
Hotel division $137,175,064 $120,694,690
Transportation division 1 9 199 128
$158,374,192 $120,694,690
Earnings from operations before charges as set out below $ 36,812,916 $ 30,078,112
Rent 15,391,025 13707116
Depreciation and amortization 7,741,991 4,821,075
Amortization of deferred costs 1,634,399 1,186,419
Interest (including interest on long term debt)
of $10,545,759in 1976 and $7, ?5? 392 in 1975) 10,709, 400 7,786,633
35,476,815 27,571,243
1,336,101 2,506,869
Equity in Iosses of afflilata — Nore 3 228,000 716,000
Earnings before taxes on income and extraordinary item 1 ,108,1 01 1,790,869
Taxes on mcome — Note 6 583 000 1,378,000
Earnings before extraordinary |tem 425,101 412,869
Extraordinary item:
Write down of investment in Allied Innkeepers
(Bermuda) Limited to estimated realizable
value net of income tax thereon of $2,000,000 — Note 3 3,500,000
Net earnings (Ioss) for year $ (3,074,899) $ 412,869
Earnings per share — Note 13
Earnings before extraordinary item 0 0
Net earnings (loss) for year $ (0.65) 0
Consolidated statement of re Ngs
Year ended October 31, 1 976 (wsth comparatlve amounts for 1 975)
1976 1975
;h;;égéalnning oi year : S11,6§B,i80 $11,655,611
Net earnings (loss) for year (3,074,899) 412,869
8,593,581 12,068,480
Dividends on preferred shares 400,000 400,000
Balance end of year $ 8,193,581

(See accompanying notes)

$11,668,480




Consolidated statement of changes in financial position
Year ended October 31, 1976 (with comparative amounts for 1975)

1976 1975
Source of funds:
Operations — consisting of:
Earnings before extraordinary item $ 425,101 $ 412869
Add non-fund items —
Deferred income taxes 683,000 1,378,000
Depreciation and amortization 9,376,390 6,007,494
Other 170,106 723,616
10,654,597 8,521,979
Mortgages and other long term loans 14,232,113 18,481,018
Investment by minority interest in preference shares of a
subsidiary less equity in loss for year (67,319) 680,764
Excess of proceeds over cost of acquired common shares
resold during the year 37,084
Sale of fixed assets 472,661
Transfer of current liability for taxes to deferred account 200,000
25,292,052 27,920,845
Application of funds:
Purchase of fixed assets and major renovations 9,834,346 19,558,897
Investments 2,303,637 887,199
Acquisition of net non-current assets of subsidiary 5,333,970
Deferred costs and franchises 639,938 2,098,266
Transportation operating authorities and goodwill 540,936
Reduction of long term debt 7,193,585 2,426,801
Dividends on preferred shares 400,000 400,000
20,912,442 30,705,133
Increase (decrease) in working capital 4,379,610 (2,784,288)
Working capital (deficit) beginning of year (656,086) 2,128,202
Working capital (deficit) end of year $ 3,723,524 $ (656,086)
Consolidated statement of contributed surplus
Year ended October 31, 1976 (with comparative amounts for 1975)
1976 1975
Balance beginning of year $4,304,109 $4,267,025
Excess of proceeds over the cost of acquired common
shares resold during the year 37,084
Balance end of year $4,304,109 $4,304,109

(See accompanying notes)




Notes to the consolidated financial statements

October 31, 1976

1. Significant accounting policies

Principles of consolidation

The consolidated financial statements include the accounts of the
company, its wholly owned subsidiaries (principally Charterways
Co. Limited) and its partly-owned subsidiary, Allied Inn Keepers of
Trinidad and Tobago Limited (65%), but excluding Allied
Innkeepers (Bermuda) Limited — See Note 3. All acquisitions of
subsidiary companies have been accounted for by the purchase
method and all material intercompany transactions have been
eliminated. The accounts of Charterways Co. Limited included are
for its fiscal year ended August 31, 1976.

The minority interest in the loss of the partly-owned subsidiary
(Allied Inn Keepers of Trinidad and Tobago Limited) has been
reflected in the accompanying consolidated statement of earnings
as a reduction of rent expense related to this property (1976 —
$67,319; 1975 — $84,232).

Foreign exchange

The accounts of foreign subsidiaries and those of the company to
be settled in foreign currencies are translated into Canadian dollars
at current rates of exchange except for non-current assets, long
term debt and depreciation and amortization which are translated at
historic rates of exchange and sales and expenses (other than
depreciation and amortization) which are translated at average
rates of exchange for the year. Losses, which result from transla-
tion, are written off against consolidated income and translation
gains are deferred except to the extent of such losses previously
recorded. Realized gains or losses on transactions in foreign
currencies are recorded in income.

Fixed assets
The company follows the policy of capitalizing interest and
property taxes during the construction period in respect of owned
Inns and those costs and expenses incurred during the construc-
tion period not paid for by the owners in respect of leased Inns.
These latter expenditures are carried as leasehold costs,

Additionally, the company follows the policy of capitalizing
certain expenses and reducing the provision for depreciation and
amortization during a period immediately following the opening of
both owned and leased Inns (subject to predetermined maximum
amounts) on the following basis. During the period beginning with
the date on which any rooms are first available to be rented and
ending not later than twelve months thereafter, rent, interest,
insurance, property taxes, depreciation and amortization are
charged to income in accordance with a scale established by
reference to occupancy. In any month to which this policy applies,
such expenses (as incurred before giving effect to the policy) can-
not be reduced, by the operation of the policy, below an amount
equal to the income from the particular Inn immediately before such
charges. In accounting for this policy, the provision for depreciation
and amortization is reduced during the applicable period and the
appropriate portion of rent, interest, insurance and property taxes
is added to either buildings or leasehold costs and depreciated at
the company’s normal rates.

Depreciation and amortization is computed on a straight-line
basis (except as otherwise shown) at the following annual rates:

Hotel assets:

Buildings and leaseholds *2%2%
Paving +
Furniture and equipment 9
Swimming pools 10

* A higher rate is applied to leaseholds, i, at the time of the expenditure, the remaining term of
the lease plus one renewal period is less than 40 years.

. T A T e T e e e e T e et S 2 T ™

Transportation assets:

Schoal buses 13%%

Highway coaches 8%

Other depreciable assets —

Buildings 5-10% (diminishing balance)
Equipment 20 (diminishing balance)

Miscellaneous automotive equipment 33%

Gains or losses on the disposal of school buses and highway
coaches which occur in the normal course of business are
classified to depreciation expense.

Major renovations

The costs of major renovation programs at the Inns, consisting
primarily of replacement of equipment and major maintenance,
are deferred and amortized over a sixty month period.

Deferred costs and other assets

Costs incurred in connection with the development and opening
of Inns are deferred and amortized over the first sixty months
of operations. Costs incurred in connection with obtaining long
term debt are deferred and amortized over the term of the
respective borrowing. In prior years the company did not amortize
franchises. Commencing in 1976, franchises are amortized over
twenty years. This change is not considered to have any significant
effect on the consolidated financial statements for the year. Trans-
portation operating authorities and goodwill arising on the
purchase of transportation operations are carried at effective
cost based on values determined by management as at August 31,
1975, the effective date of acquisition of Charterways Co. Limited,
with subsequent additions at cost. Transportation operating
authorities and goodwill as at August 31, 1975 are not amortized
and subsequent purchases are amortized on a straight line basis
over forty years.

Deferred gains

Gains realized by the company on sale and leaseback transactions
are deferred and transferred to income over the terms of the
applicable leases.

Income taxes

Income taxes are provided on the basis of accounting income.
Income taxes not currently payable, resulting from claiming for
income tax purposes deferred costs as incurred, interest during
the construction period and capital cost allowances in excess of
depreciation and amortization, are credited to deferred income
taxes. This account will be charged in those future years, when,
as a result of the application of these timing differences, income
taxes actually payable will be greater than the amounts provided
for in those years (see Note 6).




2. Fixed assets

A major portion of the real estate, furniture and equipment and
transportation equipment is pledged to secure mortgages and
other long term debt.

The total of amounts carried as leasehold costs (net) in the
accompanying consolidated financial statements amounts to
$13,694,000($10,705,000in 1975).

3. Investments

This consists of investments in Allied Innkeepers (Bermuda)
Limited and mortgages, notes and debentures receivable, par-
ticulars of which are as follows:

1976 1975
Allied Innkeepers (Bermuda) Limited:
Ordinary shares — at cost $ 290,000 $ 240,000
Debentures — at cost 6,911,054 6,326,054
Advances on open account 3,326,730 2,366,735
10,527,784 8,932,789
Less reduction in carrying
value of investment 8,148,292 2,420,292
2,379,492 6,512,497
Mortgages, notes and debentures
receivable 1,914,743 1,206,101
$ 4,294,235 $7,718,598

As at June 1, 1976, the company purchased all of the shares
and certain debentures of Allied Innkeepers (Bermuda) Limited
not previously owned for $635,000 of which $50,000 was paid
by cash and the balance of $585,000 was settled by a note
payable to one of the vendors due in 1981.

The company purchased these shares and debentures in order
to proceed with its decision to liquidate its investment in Allied
Innkeepers (Bermuda) Limited through the orderly sale of that
company’s operating Inns in the Caribbean.

In the accompanying consolidated financial statements, the
accounts of Allied Innkeepers (Bermuda) Limited have not been
consolidated. The carrying value of the investment has been
written down to estimated realizable value; $228,000 has been
charged against earnings based on the company’s share of the
losses of that company to May 31, 1976 and $5,500,000, less
income taxes of $2,000,000, has been charged against eamings
as an extraordinary item based on the company’s decision to
liquidate its investment. An estimated capital loss of $980,000
(when realized for tax purposes) which will be available indefinitely
to be applied to offset any future capital gains has not been
taken into account.

4, Deferred costs and other assets

These consist of deferred costs and other assets which have not
been fully amortized at October 31, 1976 as follows:

Unamortized balance
October 31
Accumulated
Cost amortization 1976 1975

Opening and

development

costs $6,224,512 $3,254,227 $2,970,285 $4,036,345
Cost of

borrowing 2,085,445 572,725 1,612,720 1,476,129
Franchises 1,627,474 80,000 1,547,474 1,649,074
Transportation

operating

authorities

and goodwill 3,357,513 1,698 3,355,815 2,816,577

$13,294,944 $3,908,650 $9,386,294 $9,978,125

During the year deferred costs and franchises were increased by
$639,938 and transportation operating authorities and goodwill
by $540,936. They were reduced by amortization of $1,634,399
and write-offs of $138,306. Additionally, deferred costs of
$553,655 which were fully amortized, were eliminated from the
accounts.

5. Long term debt

Long term debt outstanding at October 31, 1976 and 1975
consists of:

1976 1975

Payable within
one year

Amount

(a) Real estate mortgages
payable: 7%2%-123%% first
and second mortgages
due on varying dates from
1976 to 2006

Including payable in foreign

currency

U.S. $44,940,950 (Cdn. $44,253,670)
TT. $ 5063200(Cdn.$ 2,496,529)
UK. £ 117,204 (Cdn.$ 281,290)

(b) Conditional sales
contracts on transportation
equipment

$2,658,297 $73,098,004 $64,108,317

167,205 6,405,044 5,776,278

(c) Secured notes payable:
6 7/8% secured notes
maturing June 30, 1991,
repayable semi-annually by
payments of blended prin-
cipal and interest of
$428,000 U.S. (secured
by mortgages and first
floating charge on certain
property) ($7,929,148U.8)
Deduct amount of secured
notes assumed by Allied
Innkeepers (Bermuda)
Limited ($1,613,732 U.S))
for which the company
remains directly liable

306,232 8,078,380 8,379,004

62,324
243,908

1,644,105
6,434,275

1,705,294
6,673,710
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Notes continued

1976 1975

Payable within

one year Amount

(d) Sinking fund debentures
payable: 7 2% senior
debentures maturing Dec-
ember 1, 1979 (sinking
fund payment of $100,000
in each of the years of 1977
to 1979 and $50,000

on maturity)

6% Series “B'" subordinated
debentures maturing

June 30, 1979 (sinking fund
payments of $40,000
annually)

100,000 350,000 450,000

160,000
610,000

40,000
140,000

120,000
470,000

(e) Due to bankers:
Repayment terms extending
to 1984

Including payable in foreign

currency
U.S. $4,000,000 (Cdn. $3,927,200)

300,000 17,488,898 8,257,713

(f) Unsecured notes payable
due on varying dates from
1977 to 1983

Including payable in foreign
currency

Portuguese Escudos 26,000,000
(Cdn. $1,040,000)

U. K. £ 549,308 (Cdn. $988,755)

1,051,101 3,108,355 1,862,259

(g) Interim financing repay-
able from proceeds of

committed mortgage loans
(secured by first mortgage

on certain properties) 10,970,000

107,004,576 98,258,277
4,560,511 2,852,740
$102,444,065 $95,405,537

$4,560,511
Less payable within one year

Instalments of long term debt payable each year for the next five years are:

1977 $ 4,560,500 1980 $6,797,600
1978 18,795,500 1981 9,387,400
1979 13,924,300

In the above table, the normal instalment payments due in each
year in respect of the particular conditional sales contracts and
bank loans referred to below are shown as due in the next
following year on the assumption that these agreements will be
renewed annually.

Real estate mortgages:
Certain mortgages contain participation clauses which may
increase interest payable thereon.

Conditional sales contracts:

Conditional sales contracts on transportation equipment include
$5,660,235 which is payable under an agreement with a finance
institution whereby the transportation subsidiary is not required to
make normal monthly instalments as provided for under the con-
ditional sales contracts until after its 1977 fiscal year. In the
accompanying consolidated financial statements no amount is
included as due within one year in respect of these contracts.

Due to bankers:

Due to bankers includes $1,688,295 on which the company may
delay monthly repayments to a maximum cumulative period of
twelve months. In the accompanying consolidated financial
statements no amount is included as due within one year in
respect of these loans.

As security for amounts due to bankers, the company has
pledged its accounts receivable, its investment in Charterways
Co. Limited, a debenture included in other investments at
$942,783, mortgages on certain properties totalling $11,000,000
and floating charge debentures of $5,000,000 and $7,500,000
on its assets and those of Charterways Co. Limited respectively.

6. Deferred income taxes

Deferred taxes were decreased during the year by $1,433,705,
particulars of which are as follows:

Pravision for recovery of taxes on extraordinary
write down of investment in Allied Innkeepers

(Bermuda) Limited $2,000,000
Adjustment of deferred taxes in Charterways

Co. Limited 116,705

2,116,705

Less provision for taxes on income 683,000.

$1,433,705

7. Capital
The preferred shares - Series A, are redeemable after April 29,
1979 at their par value plus a premium of $1.50 if redeemed prior
to April 29, 1982; $1.00 if redeemed thereafter and prior to
April 29, 1985; $.50 if redeemed thereafter and prior to April 29,
1988; and without premium thereafter and will be convertible
into common shares on or prior to April 30, 1979 on the basis of
3 common shares for each preferred share and thereafter to
April 30, 1984 on the basis of 2% common shares for each
preferred share.

As at October 31, 1976, common shares are reserved as
follows:

For issuance under share purchase warrants:

At $2.00 per share (expiring June 30, 1978) 250,000
At $8.00 per share (expiring November 1, 1984) 250,026
500,026
For issuance to employees:
At $7.00 per share
(expiring December 16, 1983) 27,300
At $2.75 per share
(expiring May 7, 19886) * 20,000
At 10% below market price at
date option is granted 2,700 50,000
For issuance to preferred shareholders
under conversion privileges attaching
to the preferred shares - Series A 600,000
1,150,026

* Granted during the year ended October 31, 1976




8. Restrictions on dividends

The trust indentures relating to the sinking fund debentures and
the preferred shares - Series A contain various restrictions relating
to the payment of dividends (other than dividends on the preferred
shares - Series A), the redemption, cancellation or retirement of
the company’s shares or any other such distributions. As at
QOctober 31, 1976, under the most restrictive provision, $704,133
was available for any such distributions.

9. Contingent liabilities

(a) The company is contingently liable with respect to guarantees
which at October 31, 1976 amount to $1,174,000 and with
respect to guarantees of lease payments relating to two Caribbean
Inns over the next eighteen years amounting to $9,400,000.
These amounts are in addition to certain debt assumed by others
which has been excluded from the consolidated balance sheet
but in respect of which the company remains directly liable as
referred to in note 5.

(b) In the course of the construction of Inns, the company is
subject from time to time to various claims and disputes, most of
which are settled without material cost to the company. As at
October 31, 1976, there are no unsettled claims or disputes of a
material nature against the company which have not been provided
for or which, in the opinion of management, cannot be settled
without material cost.

10. Long-term leases and fees

The company has entered into agreements to lease properties
which are operated as Inns and as transportation terminals for
periods varying from 2 to 88 years at total minimum rentals for
the remaining terms of the leases of approximately $277,000,000
(including amounts payable in foreign currencies which are trans-
lated at current rates of exchange). Total minimum fixed rentals
per year as at October 31, 1976 approximate $9,800,000. In
the case of certain leases, increased rentals are payable if Inn
revenues exceed specified amounts. Certain leases provide the
company with options to purchase the leased properties.

Under its agreements with Holiday Inns, Inc. the company is
required to pay royalties and assessments for advertising
and other services which currently amount to approximately
$3,900,000 annually. It has also entered into miscellaneous
equipment leases extending to 1986 which require annual rental
payments of approximately $2,100,000 ($9,900,000 for the
remaining terms of the leases).

Rentals, which are determined as a percentage of revenues with
no minimum amounts, are excluded from the calculation of the
above amounts.

Under the terms of the agreement relating to the 6 78% secured
notes, the company has agreed not to permit minimum annual
lease obligations on real property located in Canada and con-
tinental United States to exceed 12% of the net book value of
the company’s fixed assets located within these two countries.
As at October 31, 1976, these minimum annual lease obligations
were less than 12% of the net book value of the applicable fixed
assets.

11. Statutory information

The aggregate direct remuneration paid or payable by the company
to directors and senior officers amounted to $773,000 for the
year ended October 31, 1976 and $715,000 in 1975. This
remuneration includes directors’ fees of $19,500 for 1976 and
$17,300 for 1975.

The liability in respect of past service pension costs not provided
for in the accompanying consolidated financial statements as at
October 31, 1976 amounts to $318,900 (based on the present
value of future payments). This amount is to be paid in annual
instaiments of $31,600 over the next twelve years. During 1976
past service pension costs totalling $54,720 were charged to
expense. All other pension costs are provided and paid for in the
year in which such costs are incurred.

12. Appraisal value of real estate

Fixed assets and major renovations related to the company’s
owned Inns which are included in the accompanying consolidated
balance sheet at a net book value of $79,500,000 have an
appraisal value of $115,100,000 based on appraisals of North
American properties by Garth Webb & Associates Ltd. during
1976 and United Kingdom properties, which were not appraised,
at net book value translated into Canadian dollars at current rates
of exchange. These appraisal values represent depreciated re-
placement cost of all of the Inn assets plus a value which has
been attributed to the Holiday Inn franchises. Appraisal values do
not reflect the income tax liability which would result from any
sale of the company's owned Inns.

13. Earnings per share

Earnings per common share, after taking into account dividends on
preferred shares, have been calculated on the weighted average
number of common shares actually outstanding during the year.
Fully diluted earnings per share have not been shown as the dif-
ference from earnings per share is immaterial.

14. Anti-Inflation Legislation

The operations of the company in Canada are subject to mandatory
compliance with the provisions of the federal Anti-Inflation Act
which imposes controls on prices, profit margins, employee com-
pensation and shareholder dividends. Under certain circum-
stances, this Act, which is scheduled to remain in force until
December 31, 1978, may require the reduction of profits which
exceed prescribed base margins.

Due to uncertainty as to the appropriate application of the Anti-
Inflation Act to the operations of a subsidiary, it is not possible to
determine the base period margin available to the subsidiary.
Accordingly, the company is unable to determine the effect, if
any, which the controls imposed by this Act may have on its 1976
reported earnings.

Similar restraints on prices and profit margins apply to the
company’s operations in the United Kingdom.
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Ten Year Review

1976 1975 1974 1973 1972 1971 1970 1969 1968 1967

Results for the year (thousands of dollars)

Sales $156,374 $120,695 $99,692 $75909 $56,843 $43,024 $33,259 $25432 $17654 $12,454
;'r-ﬂngs frt-)m E);;rat;ons‘ - 42-5 - 41?3777 2,6667 _2-.641_-—2.15_ 1,?30 1 ,330; 1176 a _641 ""' &
&sh-F_bwfromOpe.rations‘-' o 10,655 7@22 A_711.E-3?. -9,413- _7'._660*5.500 :t€20 -_—3,877—“2,37_5 ;;?EB
bce;a?c:_iatio;;nd Amortization —9,376_ _-6,007— 53:4 73‘58875.?8;7 2,-1;4- 7.850 . 1,379 1,038 778
Eition;;ﬁ’lanm Equipment S .9,83:7 175;5; 20,1186 38524_ 22,990 EGD j0.954 10,@ 7:353 _;.224
;End;ogitlo;l.u_hous;i;l doI;s} — N el e

Working Capital $ 3,724 $ (656) $ 2,128 % 62 $ 1956 $ 1896 $ 716 $ 184 $ 592 $ (964)
Fixed Asséts at Cost L. 156,5;17 1:&5&3 114,217 100,056 75,104 58,823 43,_8-0-4 35,918 ?5.02?17.2?4
Total Asse-ts . o -162,7;6 160,5131 13;335 119,592 89,516 66,243 49;71 3(;,031 -27,052 771?,8756

22,593 21,545 13,776

Long Term Debt

102,444 95,406 73,561 70,568 54,322 38,726 32,333

Shareholders’ Equity 22,815 ** 26,290 26,240 19,337 16,593 14,399 8,066 6,783 1,932 1,372

General Statistics (000's omitted)

Preferred Shares Outstanding 200 200 200 4 4 4 4

Common Shares:

— Outstanding 5,318 5,318 5318 5318 5,308 5,305 2,427 2,411 2,050 2,050

— Reserved for Conversion & Options 1,150 1,150 1150 550 565 517 3,964 3,959 3,950 675

— Total Outstanding and Reserved 6,468 6,468 6,468

5,868 5,873 5,822 6,391 6,370 6,000 725

Inns in Operation (actual at year end) 66 65 54 46 39 34 27 23 17 14

Roomsin Operation (actualatyearend) 13,746 13,590 10,909 9,255 7,400 5,754 4,164 3,499 2,558_ 2_,1 66

* Before dividends on preferred shares and extraordinary item in applicable years.
* * Cash flow consists of earings from operations plus charges which do not require an outlay of funds.
*** After write-down of investment in Allied Innkeepers (Bermuda) Limited. See Note 3 to consolidated financial statements.
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