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OBLAW COMPANIES LIMITED IS CAMADA’S
LARGEST FOOD DISTRIBUTOR. IN 1990, 63.2 % OFITS

SALES WERE AT THE RETAIL LEVEL THROUGHITS OWN

STORESAND THE REMAINDER WERE ASAWHOLESALER

TOFRANCHISED INDEPENDENT AND INDEPENDENT
ACCOUNTS. THE COMPANY IS GEOGRAPHICALLY
DIVERSE, WITH OPERATIONS IN ALL THE CANADIAN
PROVINCES ASWELLASIN THE ST. LOUIS AND NEW
ORLEANS AREAS OF THE UNITED STATES. IN 1990,

84 % OF SALESWEREIN CANADA.

77 % OF THE COMMON SHARES OF LOBLAW
COMPANIES LIMITED ARE OWNED BY GEORGE
WESTON LIMITED. THE REMAINING 23 % OR
16,900,331 SHARES ARE ACTIVELY TRADED ON THE
TORONTO, MONTREAL AND VANCOUVER STOCK

EXCHANGES.
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FinaNcIAL HIGHLIGHTS

1990 1989 19868

OPERATING RESULTS (§ millions)
Sales 8,417 7,934 8,308
Trading profit* 320 291 258
Operating income 215 191 160
Earnings before income taxes 150 111 65
Earnings before extraordinary items 96 70 41
Net earnings 96 70 26
FINANCIAL POSITION (8 millions)
Total debt 473 549 623
Total shareholders’ equity 812 746 651
Total assets 2,102 2,040 2,004
CHANGES IN FINANCIAL POSITION (8 millions)
Cash flow from operations 252 259 158
Purchase of fixed assets 171 166 192
PER COMMON SHARE (dollars)
Earnings before extraordinary items 1.10 .80 A1
Net earnings 1.10 .80 21
Cash flow 3.48 3.59 2.19
Book value 7:99 7.10 6.62
Actual dividends paid .20 20 .20
Year end dividend rate .20 .20 .20
Price range — high 18 7 15% 13 14

— low 13 % 10 ¥4 9%
Financial Rarios
Return on common equity 14.6 % 11.7% 5.9%
Return on capital employed 15.8% 13.8% 11.2%
Pretax return on sales 1.8% 1.4% 8%
Working capital ratio 1.07:1 1,05:1 1:12:1
Total debt to equity 2811 J4:1 96:

* Trading profit is defined as operating income before depreciation

RETURN ON CoMMON EQuiTy

20%

81 82 83 84 85 86 87 88 89 90

B Return on Common Equity
— Five Year Average Return

Corporate Objective: To provide an average
return on common shareholders’ equity of

15 percent per year over any five year period.

EARNINGS BEFORE EXTRAORDINARY
ITEMS PER SHARE
(in dollars)

$1.25

85 86 87 83 8Y 90

Before Extraordinary

Share

Compound Growth Rate
bjective: To increase earnings
share at an average rate of

er year over any five year period.



CORPORATE PROTFILE

TEN YEAR ANALYSIS By OPERATING REGION

SALES (§ billions) 1990 1989 1988 1987 1986 1985 1984 1983 1982 1981
Eastern Canada 422 3.99 371 3.60 3.07 2.8 2.69 2.54 2.41 2.25
Western Canada 2.89 2.65 2.34 2.09 2.03 1.89 1.70 1.58 1571 1.60
United States 1.31 1.29 2.26 2.94 2.74 2.26 2.03 1.97 2.10 1.95

Total 8.42 7.93 8.31 8.63 7.84 6.93 6.42 6.09 622 5.80

OPERATING INCOME (§ millions)

Eastern Canada 104 90 76 106 74 72 68 61 54 50
Western Canada 75 67 56 47 56 45 37 35 31 34
United States 36 34 28 37 93 35 33 32 30 29
Total 215 191 160 190 163 152 138 128 115 113
QUARTERLY EARNINGS PER SHARE (dollars)
First quarter A7 14 I3 45 14 a3 A1 10 .09 07
Second quarter 27 18 A7 24 : .20 18 J4 42 bl
Third quarter 32 22 315 25 26 24 .20 .16 A5
Fourth quarter 34 .26 (.02) 23 27 .26 24 22 uly/ 16
Total earnings before
extraordinary items 1.10 .60 A1 .87 91 .85 77 .66 54 49
TOTAL SALES REGIONAL SALES REGIONAL OPERATING INCOME
(8 billions) ($ billions) & (8 millzons)
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$8.42 Total $1:31 # United States $ 36 g United States
$ 8.42 Total $ 215 Total




RETAIL AND WHOLESALE OPERATIONS

® 15
m 70

“% EASTERN CANADA Bl WESTERN CANADA B8 UNITED STATES

RETAIL WHOLESALE
® Combination Stores ¢ Franchised Independent Stores
® Conventional Stores B [ndependent Accounts

The Company participates in a joint venture
in Newfoundland. The joint venture has:
@ Conventional Stores

B Independent Accounts



REPORTS OF THE CHAIRMAN AND PRESIDENT

OBLAW COMPANIES HAS BEGUN TO ASSERT ITS POSITION
AS CANADA'S LARGEST AND MOST PROFITABLE FOOD DISTRIBUTOR.
EARNINGSOF ALMOST $100 MILLION, THE HIGHEST IN OUR HISTORY,
AND A RETURN ON EQUITY OF 14.6 PERCENT WERE ACHIEVED IN
THE PAST YEAR. S;\Ll:.‘s OVERALL INCREASED 6.1 PERCENT AND IN
C.-'\\‘:\Il;\ SALES GREW OVER A TWO YEAR PERIOD BY MORE THAN
S1 BILLION. THIH HIGHLY POSITIVE GROWTH RATE WAS ACHIEVED
WITHOUT THE AID OF A COSTLY ACQUISITION AND DURING THIS
PERIOD BALANCE SHEET RATIOS IMPROVED SUBSTANTIALLY.

WITH ITS STRONG STORE PROFILE, IMPROVED INFOR-
MATION AND MANAGEMENT CONTROL SYSTEMS AND UNIQUELY
POSITIONED CORPORATE BRANDS, LOBLAW COMPANIES SHOULD

BE ABLE TO LOOK FORWARD TO FURTHER IMPROVED EARNINGS IN

THE CURRENT YEAR. THE POOR ECONOMIC CLIMATE AND THE
LOW LEVEL OF CONSUMER CONFIDENCE WILL. HOWEVER, TEMPER
NEAR-TERM GROWTH RATES.

FOR THE LONGER TERM, OUR MANAGEMENT TEAM HAS
NEVER BEEN STRONGER NOR HAS IT EVER WORKED BETTER
TOGETHER. | AM THEREFORE FIRMLY CONVINCED THAT OUR
COMPANY HAS A GREAT FUTURE. MY THANKS TO OUR CUS-
TOMERS, EMPLOYEES AND SHAREHOLDERS FOR THEIR CONTINUED

SUPPORT.

W. Ca0 Werlen

W. Galen Weston
Chairman of the Board

OBLAW COMPANIES LIMITED MATERIALLY IMPROVED
ITS RESULTS AND STRENGTHS IN ALL ITS REGIONS IN 1990. NET
EARNINGS WERE $96.0 MILLION OR SLI0 PER COMMON SHARE, A
NEW HIGH, AND RETURN ON COMMON SHAREHOLDERS EQUITY WAS
14.6 PERCENT. WHICH COMPARES TO OUR GOAL OF 15 PERCENT.

THE RESULTS OF THE LAST TWO YEARS DEMONSTRATE
I'HE EFFECTS OF THE CAPITAL INVESTMENT AND ACQUISITION
PROGRAM OF THE MID TO LATE 1980°S AND THE CHANGE IN THE
ASSET BASE OF THE COMPANY. FROM 1988 TO 1990, CANADIAN
SALES INCREASED BY OVER $1 BILLION, WHILE THE TOTAL COM-
PANY'S SALES INCREASED BY JUST OVER $100 MILLION OR ABOUT
1 PERCENT. TRADING PROFIT (OPERATING INCOME BEFORE DEPRE-

CIATION) HAS INCREASED BY $62 MILLION, FROM $258 MILLION TO

$320 MILLION, AS INVESTMENTS MATURED AND MANAGEMENT
EFFORTS WERE CONCENTRATED IN MORE PRODUCTIVE REGIONS.
THE STRATEGIC INVESTMENT (AND DIVESTMENT) PROGRAM HAS
CONVERTED TO EARNINGS BEFORE INCOME TAXES AS OVER THE
PAST TWO YEARS EARNINGS BEFORE TAXES (AND BEFORE THE
UNUSUAL ITEM IN 1988) HAVE INCREASED BY A SIMILAR AMOUNT,
$64 MILLION. THE RESULTING CASH FLOWS OF $3.59 PER SHARE IN
1989 AND $3.48 PER SHARE IN 1990 HAVE PROVIDED YOUR COMPANY
WITH SOURCES OF MERCHANDISING STRENGTH AS THESE CASH
FLOWS ARENOW FAR IN EXCESSOF THE CURRENT CAPITALINVES TMENT

NEEDS OF THE BUSINESS.



REPORTS OF THE CHAIRMAN AND PRESIDENT

AS NOTED, LAST YEAR'S RESULTS IMPROVED IN ALL
REGIONS. IN EASTERN CANADA, THE STORE ACQUISITION PROGRAM
AND THE DOWNSIZING OF SUPERCENTRES HAS ALLOWED LOBLAWS
SUPERMARKETS. ZEHRMART AND FORTINO'S TO PROVIDE MORE
VARIETY AND SELECTION FOR THEIR CUSTOMERS IN ULTIMATELY
MORE EFFICIENT FACILITIES. AT THE SAME TIME. NATIONAL
(GROCERS HAS ACQUIRED AND BUILT NEW STORES FOR ITS FRAN-
CHISED INDEPENDENT PROGRAM WHILE ELIMINATING UNPRO-
DUCTIVE DISTRIBUTION ACCOUNTS AND FACILITIES. OUR TOTAL
SUPPLY TO FRANCHISED INDEPENDENTS THROUGHOUT ONTARIO
INCREASED 20 PERCENT LAST YEAR AND THE SUCCESS OF THE
REAL ATLANTIC SUPERSTORES HAS SUBSTANTIALLY IMPROVED
ATLANTIC WHOLESALERS' RETAIL SKILLS, WHICH CAN BENEFIT
I'TS FRANCHISED INDEPENDENTS,

In WESTERN CANADA, THE OPENING OF SEVEN REAL
CANADIAN SUPERSTORES, EACH OF ABOUT 140,000 SQ. FT.. TWO
IN CALGARY AND FIVE IN VANCOUVER. FROM NOVEMBER, 1988
TO NOVEMBER, 1990, WITH ATTENDANT SUPPORT FACILITIES, COM-
PLETES THE FIRST PHASE OF THE WESTERN SUPERSTORE PROGRAM
BEGUN 1IN 1979. WHILE NEW STORES WILL CONTINUE TO BE ADDED
IN THESE MARKETS AND IN OTHER MARKETS PREVIOUSLY ENTERED.,
THE CONCENTRATION NOW WILL BE IN SMALLER GROWTH AREAS
WITH THIS PROVEN FORMAT. ALTHOUGH SUPERSTORES HAVE
RECEIVED MORE PUBLIC ATTENTION, HALF THE BUSINESS IN
WESTERN CANADA IS RELATED TO OTHER ACTIVITIES. MAINLY
FRANCHISED INDEPENDENTS. WHERE INCREASED MERGCHANDISING
AND PRODUCTIVITY ACTIVITIES WILL TAKE PLACE.

IN THE UNITED STATES. THE ACQUISITION OF DECEMBER.
1986 1N ST. LOUIS. WHICH INCREASED THE SIZE OF THAT BUSINESS

BY 50 PERCENT. AND THE SUPERSTORE ACTIVITY OF 1984 TO 1988

IN LOUISIANA, WERE SUCCESSFULLY ABSORBED BY 1990 AND
NATIONAL TEA HAD I'TS BEST YEAR TO DATE. THREE NEW STORES
ARE PLANNED FOR 1991 WHICH SHOULD PROVIDE EVEN BETTER
APPLICATION OF BUYING AND COST MANAGEMENT METHODS
WHICH HAVE PROVED SO EFFECTIVE IN ACHIEVING THE IMPROVED
PERFORMANCE.

IN SPITE OF THE ACHIEVEMENT OF THE PAST FEW YEARS
AND THE STRENGTH OF YOUR COMPANY TODAY, THE OUTLOOK
FOR 1991 1S FAR FROM CERTAIN. THE GRIM FORECASTS FOR
EMPLOYMENT AND CONSUMER SPENDING OVER THE NEXT YEAR
ARE PROBABLY CORRECT. OVER THE PAST NUMBER OF YEARS
CANADA'S ECONOMY HAS BEEN WEAKENED TO THE POINT WHERE
THE CONFIDENCE OF ITS PEOPLE, WHICH REFLECTS ON CONSUMER
SPENDING, IS AT AN ALL TIME LOW,

NEVERTHELESS, YOUR COMPANY SHOULD FARE REA-
SONABLY WELL. TONNAGE GROWTH REMAINS GOOD AND EVEN
THOUGH THIS WILL ATTRACT COSTS WHICH CANNOT ALWAYS BE
RECOVERED IN SALES DOLLARS, OUR CONTROLLED LABEL MIX
WILL BE HELPFUL IN MAINTAINING MARGINS. IN ADDITION, MANY
OF THE NEW STORES HAVE NOT YET DEVELOPED THEIR FULL SALES
AND EARNINGS CAPACITY. THE INCREASED REALIZATION OF THIS
POTENTIAL SHOULD ALLOW IMPROVED EARNINGS PERFORMANCE
IN 1991 IT WILL NOT BE EASY. BUT MANAGEMENT IS CLEARLY
FOCUSSED ON DELIVERYING EXCELLENCE TO CUSTOMERS AND
SHAREHOLDERS. AND IT UNDERSTANDS FULLY THAT EXCELLENCE

TAKES THE FORM OF MEASURABLE RESULTS.

Lt dd

Richard J. Currie

President



REVIEW OF OPERATIONS

URING THE FIVE YEAR PERIOD ENDING IN 1988, YOUR COMPANY INVESTED OVER A
BILLION DOLLARS IN NEW FIXED ASSETS, PRINCIPALLY STORES. AND SPENT A FURTHER
AMOUNT OF ALMOST $200 MILLION IN SEVERAL FOCUSED ACQUISITIONS. THIS RAPID GROWTH
STRETCHED THE FABRIC OF THE BUSINESS. THE DEBT: EQUITY RATIO CLIMBED TO A
MAXIMUM OF ALMOST i1 IN 1987 AND INTEREST COVERAGE FELL TO 216 TIMES IN 1988
EARNINGS GROWTH SLOWED AND THEN EARNINGS ACTUALLY DECLINED IN 1988 AS THE
BUSINESS WAS RATIONALIZED IN NEW ORLEANS AND THE COMBINATION STORES IN FLASTERN
CANADA WERE REPOSITIONED. IN SPITE OF FINANCIAL AND OPERATING PRESSURE. THE
BUSINESS MADE MAJOR ENTRIES INTO THE CALGARY AND VANCOUVER MARKETS BEGINNING
IN LATE 1988 AND CONTINUING THROUGH 1989 AND INTO 1990. HOWEVER, ALSO DURING 1989
AND 1990, MUCH MANAGEMENT EFFORT HAS BEEN ON IMPROVING PRODUCTIVITY AND CON-
FROLLING COSTS THROUGHOUT THE STRONG NEW ASSET BASE WHICH HAS BEEN BUILT. IN
RETROSPECT IT WOULD APPEAR THAT BOTH THE MAJOR CAPITAL EXPANSION AND SUBSI
QUENT EFFORTS TO ENSURE PRODUCTIVITY HAVE BEEN WELL TIMED TO GIVE THE COMPANY

DEPTH AND STABILITY IN THE CURRENT RECESSIONARY PERIOD

A_é/(:‘ac.:/ //(;c)(/ & ore 57/ 1(//('( great /ﬁ&w.sw/'f:r of A/{ ..i-_zfnﬁf‘?y. variety and a continiig
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REviIEw OoF OPERATIONS

N 1990, OPERATING INCOMEREACHED A RECORD HIGH OF $213 MILLION. OPERATING INCOME
HAS INCREASED FROM 2.2 PERCENT OF SALES IN 1987 TO 2.5 PERCENT OF SALES IN 1990. THIS
[IMPROVEMENT IN OPERATING INCOME, WHICH IS DUE TO THE INCREASING PROFITABILITY OF
THE NEW STORES AS THEY BEGIN TO MATURE AS WELL AS TO COST CONTAINMENT ACTIV-
ITIES, IS PRODUCING STRONG CASH FLOWS. THUS. IN A PERIOD WHEN MANY BUSINESSES ARE
STRUGGLING WITH OVER-LEVERAGED BALANCE SHEETS. YOUR COMPANY'S INTEREST EXPENSE
IS l?E[II.lN[.\'(; (BY S15.5 MILLION [N 1990): ITS DEBT: EQUITY RATIO 1S IMPROVING (TO .538:1);
AND ITS INTEREST COVERAGE IS UP (TO 3.35 TIMES).
WITH A PERIOD OF MAJOR STRATEGIC INVESTMENT BEHIND IT, YOUR CoMPANY
ENTERS THE FUTURE WITH A VERY POWERFUL ASSET BASE. BOTH IN STORES AND IN DISTRI-
BUTION SUPPORT. THE FULL POTENTIAL OF WHICH HAS NOT YET BEEN REALIZED. WHILE
CONTINUING TO REINVEST AT A LEVEL CONSIDERED ADEQUATE TO MAINTAIN [TS MOMENTUM
IN BUSINESS GROWTH. MANAGEMENT HAS BEEN FOCUSING FOR THE PAST TWO YEARS ON

IMPROVING PRODUCTIVITY FROM ITS EXISTING ASSETS

%‘NMW our stores e ,ﬁf‘m’aé'fgz- arn allernative to- the Qf't‘{g slore /0f frealth and ﬁcadg
care needs. nf/mf/éé/ /bfsf'cea{ égm% gm@; Fare ﬁroaézc&r- have been a Jm:mrzgé}J corporate brand i the nited Jtates.



REVIEW OF OPERATIONS

ANY NEW STORES HAVE BEEN BUILT IN RECENT YEARS AND THERE ARE MANY
OPPORTUNITIES TO IMPROVE SALES, TO IMPROVE MIX AND TO REDUCE COSTS TO MAKE THESE
ASSETS EVEN MORE PRODUCTIVE. OTHER AREAS OF THE BALANCE SHEET PRESENT OTHER
OFPORTUNITIES TO CONTROL INVESTMENT LEVELS AND THEREBY IMPROVE RETURNS. ONE
ARFA 18 THE INVESTMENT IN INVENTORY AND RECEIVABLES, NET OF PAYABLES AND ACCRUED
LIABILITIES, WHICH CONTINUES TO DECLINE AS A PERCENTAGE OF SALES, TOTAL ASSETS
EMPLOYED 1IN THE BUSINESS HAVE INCREASED ONLY SLIGHTLY FOR THE PAST THREE YEARS
AND CAPITAL EMPLOYED HAS DECLINED OVER THE SAME PERIOD. A RATIO WHICH EFFEC-
FIVELY EXPRESSES MUCH OF THE PROGRESS WHICH HAS BEEN MADE IN TERMS OF OVERALIL
IMPROVEMENT IN PRODUCTIVITY 1S RETURN ON CAPITAL EMPLOYED, WHICH HAS INCREASED

FROM 11.2 PERCENT IN 1988 TO 15.8 PERCENT [N 1990,

. ; fre needs n:)/ IROCErTL CONSUMErS. are rﬂa/‘fg/{?g. Tosth GeReselse N /bf'()ﬂﬂn Ly cwhich /’/‘r)r}f}é’ d'((/.lc'/‘/'or

nastritional valie and cothh tne -raur'f‘zy rmeal alterratives, we are .s‘fﬁ(k}r'/lry lo el Sone gj’ these neecs.









REVIEW OF OPERATIONS

EAL ESTATE CONTINUES TO BE A SOURCE OF STRENGTH NOT READILY APPARENT
ON THE BALANCE SHEET. MANAGEMENT ESTIMATES A CURRENT EXCESS OF MARKET VALUE
OVER BOOK VALUE OF APPROXIMATELY $200 MILLION,
EASTERN CANADIAN OPERATIONS

IN 1990 LOBLAWS SUPERMARKETS OPENED SIX NEW STORES REPRESENTING 230,000 SQ. FT.
FOUR OF THESE STORES WERE IN THE GREATER METRO TORONTO AREA, ONE WAS IN
OTTAWA AND ONE WAS A NEW MARKET ENTRY IN GATINEAU, QUEBEC. ZEHRMART OPENED
TWO NEW STORES FOR A TOTAL OF 92,000 $Q. FT. NO NEW CORPORATE STORES WERE OPENED
BY ATLANTIC WHOLESALERS. HOWEVER, AS A RESULT OF AGGRESSIVE FRANCHISING IN
ONTARIO UNDER THE FORTINO'S AND NO FRILLS BANNERS AS WELL AS SOME CORPORATE
STORE CLOSURES, TOTAL CORPORATE STORE SQUARE FOOTAGE IN EASTERN CANADA ACTUAL-
LY DECLINED SLIGHTLY DURING THE YEAR. T HE TOTAL NUMBER OF FRANCHISE STORES QOPER-
ATING UNDER THESE NAMES IN ONTARIO GREW FROM 2§ STORES AT THE END OF LAST YEAR
TO 39 AT THE END OF THE CURRENT YEAR. \ BALANCE OF GOOD STORE FORMAT ALTERNA-
TIVES IN BOTH CORPORATE AND FRANCHISE PROGRAMS CONTINUES TO BE A STRENGTH OF

THE BUSINESS IN EASTERN CANADA.

2{@&{5& chilidrers's a/of‘/i/)v(y and logs are L{y}é{k‘a/ g“fﬁ& &zyba/za’éaf range g[‘ ‘consamable- durable’ /ﬁﬁ)ﬂé{d&
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REVIEW OF OPERATIONS

N ONTARIO. IMPROVED WAREHOUSE PRODUCTIVITY AND REDUCED INVENTORY LOSSES
RESULTED IN DISTRIBUTION EXPENSES DECLINING RELATIVE TO SALES. IN THE MARITIMES,
WORK WAS DONE TOWARDS ACHIEVING GREATER DISTRIBUTION EFFICIENCY AS A 45.000 5Q. I'T.
DRY GROCERY AND PRODUCE FACILITY IN BATHURST, NEW BRUNSWICK WAS CLOSED AND
PRODUCE AND DAIRY WAREHOUSING FOR ALL OF NEW BRUNSWICK WAS CENTRALIZED IN A
NEWLY ACQUIRED 44,000 SQ. FT. FACILITY IN MONCTON. BOTH THESE CHANGES WERE MAD!
LATE IN 1990 SO THE BENEFITS WILL NOT BE REALIZED UNTIL 1991.

WESTERN CANADIAN OPERATIONS
WESTERN CANADIAN OPERATIONS CONTINUED THE MOMENTUM OF EARNINGS GROWTH
WHICH HAS NOT SLOWED DESPITE OPENING SEVEN NEW REAL CANADIAN SUPERSTORES IN
CALGARY AND THE GREATER VANCOUVER AREA SINCE NOVEMBER. 1988, THE LAST TWO OF
FHESE WERE 140,000 SQ. FI. STORES OPENED IN VANCOUVER AND SURREY. BRITISH CoLUM-
BIA THIS YEAR, WITH THE MAJORITY OF THESE STORES HAVING HAD TIME TO BECOME ESTAB-
LISHED AND WITH PROFIT LEVELS DEVELOPING, THE MOST RISKY STAGE OF WESTERN

GROWTH HAS NOW PASSED.
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REVIEwW OF OPERATIONS

PPORTUNITIES REMAIN TO INTRODUCE A SMALLER VERSION OF THE REAL
CANADIAN SUPERSTORE TO SOME SMALLER URBAN MARKETS IN WESTERN CANADA

THE WHOLESALE DISTRIBUTION BUSINESS WAS THE CORE OF THE WESTERN
CANADIAN OPERATION, AROUND WHICH THE SUPERSTORE BUSINESS HAS BEEN BUILT, AND
IT STILL ACCOUNTS FOR HALF THE SALES IN WESTERN CANADA. AS THE SUPERSTORE
PROGRAM ENTERS ANOTHER PHASE, ATTENTION IS BEING REFOCUSED ON THE WHOLESALE
BUSINESS. DURING THE YEAR 23 NEW FRANCHISED INDEPENDENT STORES WERE ADDED, BUILT
OR REMODELLED WHILE LATE IN 1990, SMALL DISTRIBUTION FACILITIES WERE CLOSED IN
PrincE RUPERT, BRiTiSH COLUMBIA AND BRANDON, MANITOBA AND SUPPLY WAS DISCON-
TINUED TO SOME MARGINALLY PROFITABLE WHOLESALE CUSTOMERS.

UNITED STATES' OPERATIONS
()\I-, NEW CORPORATE STORE WAS OPENED IN THE UNITED Hl ATES DURING THE YEAR,
WITH $5 MILLION SPENT ON REMODELLING ACTIVITY. THE UNITED STATES BUSINESS IS
BENEFITTING FROM THE MAJOR STORE INVESTMENT AND ACQUISITION MADE A FEW YEARS

AGO AND HAS BEEN CONCENTRATING ON IMPROVING ITS COST AND MERCHANDISING

EFFECTIVENESS

<u; fre success .;)/ :S‘ea‘mrza/( yay'aéw c/(.;,b{z/‘a‘/ﬁcfmr led to- the Garden Alarket séore. /f)lfwaaé‘ whech has been

setccess, bl ire selected markets. Crce again, corporate brands éf’f)gg- -J/'&ez.m/ valie to- our customens i an expanded .n:fﬁqé/,’u)zg experience.
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REVIEW OF OPERATIONS

N NEw ORLEANS AND EISEWHERE IN LOUISIANA, THE CORE OF CORPORATE STORES
THAT REMAIN IN THE BUSINESS AFTER THE RESTRUCTURING WHICH TOOK PLACE IN 1988
INCREASED IN PROFITABILITY. ONE NEW SUPERSTORE IS PLANNED TO OPEN IN NEW
ORLEANS IN 1949]

IN S1. Louis, ALTHOUGH PROFIT LEVELS INCREASED IN 1990, ACTUAL TONNAGE
MOVED WAS APPROXIMATELY THE SAME AS THE PREVIOUS YEAR. AT THE SAME TIME, COM-
PETITIVE SQUARE FOOTAGE IN THIS MARKET HAS INCREASED, RESULTING IN SOME DECLINE
IN NATIONALS OVERALL MARKET SHARE. NATIONAL ISSTILL THE SECOND LARGEST RETAILER
IN THIS MARKET AND IS COMMITTED TO MAINTAINING A STRONG COMPETITIVE POSITION

TWO NEW STORES ARE PLANNED [N 1991,

. ;()m 5 of other lands ingbere many wnigie Fresidents Chotce™ ,ﬁr‘rx(ﬁa‘(-f, lke the /Jo/ﬁ'wém
Szechwan Seanat Jauce @fccn;xv'/‘zg. And owr stores Fave become more ('o.wrf;éoé?a/a.
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MANAGEMENT DISCUSSION AND ANALYSIS

1990 was a vear of steady improvement in operating
performance, similar in this respect to the preceding year.
Control of assets employed and of interest expense
amplified this solid growth in operating income to produce
a good increase in bottom line results. Return on common

“shareholders’ equity was 14.6 percent for the year as
compared to 11.7 percent in 1989.

RESULTS OF OPERATIONS

(tn mallions)

Sales Operating

Retaill Wholesale Total Income
Eastern 1989 $2,570 $1418 $3,988 $ 90
Canada 1990 $2,597 £1,615 $4.212 $104
Western 1989 $1,197 $1,453 $2.650 % 67
Canada 1990 £1,446 $1,446 $2.892 $ 75
United 1989 $1,258 $ 38 $1,296 3§ 34
States 1990 $1,277 $--36 §1.313 $ 36
Total 1989 $5,025 $2,909 $7.934 $191
1990 $5,320 $3,097 $8.417 $215

(Note: For an understanding of the geographic areas covered by Eastern
Canadian Operations, Western Canadian Operations and United States’
Operations, please refer to the map on page 3.)

Sales increased by 6.1 percent in 1990 which compares
to a 9.2 percent increase in the previous year, after the
1989 increase is adjusted for the effects of the divested
operations in New Orleans and exchange rate fluctuations.

In Eastern Canada, sales increased by 5.6 percent in
1990 and 7.6 percent in 1989. In this segment of the
business, retail sales grew by 1.1 percent in 1990 and 5.7
percent in 1989. New corporate stores have been added
in both years. In 1990, 324,000 sq. ft. of new retail stores
were added to the business, in addition to expansions of
existing stores. However total retail footage declined by
2.5 percent during the year as a result primarily of
franchising as well as some downsizing and store closures.
During 1989 corporate retail footage increased by 2.0
percent and increases in sales per foot were slightly ahead
of inflation, reflecting an asset base which is improving in
terms of sales generating capacity. In 1990 increases in
sales per foot were slightly below inflation, reflecting the
impact of the weakened economy in the region. Wholesale
sales in Eastern Canada increased by 13.9 percent in 1990
and 11.2 percent in 1989. The number of sq. ft. in stores

21

operated by franchisees grew by 3.7 percent in 1990 and
2.8 percent in 1989. Growth in franchise business was a
major contributor to overall wholesale volume increases
and a substantial portion of this growth was as a result of
the conversion of Fortino’s and no frills corporate stores
to franchise stores.

In Western Canada, sales increased in 1990 by
9.1 percent compared to a 13.2 percent increase in 1989.
In this segment of the business, retail sales grew by
20.8 percent in 1990 and 21.9 percent in 1989. Seven new
Real Canadian Superstores opened since the fall of 1988
account for three quarters of the retail sales growth in
1989 and almost 90 percent of it in 1990. Wholesale sales
declined by 0.5 percent in 1990 after increasing by 7.0
percent in 1989. During the year the supply to several
major customers which were providing an inadequate
return was discontinued.

In Canada, food inflation (for “food purchased at
stores”) was 4.2 percent in 1990 and 2.3 percent in 1989.
Generally, gross margins have not been increasing and it
is reasonable to attribute the balance of the sales increases
in Eastern and Western Canada to tonnage growth.

Inthe United States, sales adjusted for divested opera-
tions increased by 1.3 percent in 1990 and 6.3 percent in
1989. General food price inflation, as measured by the
“food-at-home” component of the U.S. Consumer Price
Index was 6.6 percent in 1990 and 6.5 percent in 1989.
However in 1990 this index was not representative of
National Tea. Actual tonnage increased about 1.0 percent
indicating that there was very little impact of inflation on
sales in 1990.

In 1991, the accounting for the Canadian goods and
services tax will reduce reported sales by 1-2 percent, but
is not expected to have a material impact on operating
income.

Operating income in 1990 increased by 12.6 percent to
$214.5 million from $190.5 million in the previous year.
The previous year’s increase was 18.9 percent.

In Eastern Canada, operating income increased by
15.6 percent after increasing by 18.4 percent in 1989.
Management is pleased that the business is achieving this
income leverage off sales improvements and also finds
the year over year improvement significant. The 1989
result was achieved in part through gross margin increases.



MANAGEMENT DISCUSSION AND ANALYSIS

In 1990 gross margins have declined slightly as a percent
of sales and improvements in operating profits are
attributable to cost reductions in various areas, most
notably administration, distribution and advertising
expense. The rate of growth in operating income is
expected to be more modest in 1991 but is still expected to
exceed the rate of growth in sales. '

In Western Canada operating income increased by
11.9 percent in 1990 compared with a 19.6 percent
improvement in 1989. In both years the major factor in
operating income growth was the new Real Canadian
Superstore volume. In 1990 expense ratios declined as
these stores matured and there were fewer new store
openings. Wholesale profits declined in 1990 largely as a
result of decreasing volume. Operating income is expected
to continue to grow in Western Canada next year at a
similar rate.

Operating income in the United Statesimproved from
$34 million in 1989 to $36 million in 1990. This 5.9 percent
improvement in 1990 compares to a 54.5 percent
improvement in operating income from continuing
operations in the previous year. The improvement in
both years is largely attributable to improved gross margins
as new and acquired stores mature. Operating income is
expected to grow in the United States at between 5 and
10 percent next year.

Income from the sale of capital assets was $5.2 million
less in 1990 than in 1989. Inflation was not considered to
be a significant factor in operating income increases in
either year.

Interest expense decreased $15.5 million from $79.6
million in 1989 to $64.1 million in 1990. Lower average
debt levels accounted for approximately half of this
reduction in interest expense. Lower effective interest
rates achieved through interest rate management, more
than offset the impact of higher short term market in-
terest rates in 1990 and accounted for the balance of the
decrease in interest expense. Positive cash flow in 1991
should result in further interest reductions next year.

Earnings before income taxes increased from $110.9
million last year to $150.4 million in the current year,
giving a year over year increase of 35.6 percent. This
compares to an increase of 29.0 percent in the previous
year if the effect of the unusual charge against income is
excluded from the 1988 results.

The effective income tax rate for the year increased from
34.7 percent last year to 36.2 percent this year. This trend
of rate increase is expected to continue as the proportion
of earnings subject to higher Canadian tax rates rises.

Earnings before extraordinary items was $96.0 million in
1990 versus $70.2 million in 1989 and earnings per share
rose from $.80 to $1.10.

OPERATING INCOME AND
INTEREST EXPENSE
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MANAGEMENT DISCUSSION AND ANALYSIS

FINaANCIAL CONDITION

The financial condition of the business is being
impacted by two major trends. First, capital spending has
declined following the growth of the mid to late 1980’s.
Second, and partially related to the first, the current focus
of the business is on improving asset effectiveness.

Considering the first trend, expenditures on fixed
assets were $171.2 million in 1990 and $165.7 million in
1989 after averaging $215 million in the five preceeding
years.

Considering the second trend, it often takes a period
of months or years for a new store to reach its maximum
contribution level. Therefore as the percentage of very
new assets declines, the business is generating more profits
and cash related to its maturing asset base. Cash flow from
operations was $252.4 million in 1990 and $259.3 million
in 1989, beginning to exceed fixed asset expenditures by
substantial amounts.

Considering further the second trend of improving
asset effectiveness, an important aspect of generating
strong cash flow from operations is management of
working capital. The Company attempts to maintain its
net investment in the non-cash elements of working
capital (the principal components of which are accounts
receivable, inventories, accounts payable and accrued
liabilities) at the minimum necessary for effective
operation. For 1989 the average ratio of these elements of

non-cash working capital to sales was 0.6 percent. In 1990
this ratio declined to 0.5 percent, reflecting continued
efforts to control this investment. In 1990 cash provided
from working capital was $50.7 million, representing the
third consecutive year in which this has been a source
rather than a use of cash. Continuing efforts to improve
the ratio of this investment to sales should result in working
capital being either a source or a minimal use of cash next
year.

The above factors combined to produce a net positive
cash flow before financing and dividends of $109.1 million in
1990 and $31.7 million in 1989. (It should be noted when
comparing these numbers that in 1989, $76.8 million was
invested in the acquisition of the minority interest in
Kelly, Douglas & Company, Limited.)

At year end, cash (cash and short term investments
net of bank advances and notes payable) was $31.2 million,
a $15.0 million increase from last year. Short term liguidity
requirements are met during the year through a $500
million commercial paper program. The Company’sshort
term commercial paper is rated R-1 low/A-1. Financial
instruments are used to manage the interest rate on the
underlying commercial paper borrowings. At year end
1990, approximately $45 million of 1991 short term bor-
rowing requirements had been fixed at the rate of
10.8 percent.

CasH FLow FROM OPERATIONS
AND FIXED ASSET EXPENDITURES
(in millions)
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MANAGEMENT DISCUSSION AND ANALYSIS

Total debt declined by $76.0 million in 1990. Of this,
$56.2 million was a decrease in long term debt (excluding
capital leases) and included repayment of the $35 million
12.5 percent debenture and the U.S.$13.0 million term
loan. With the debt repayments, the weighted average
interest rate on fixed rate long term debt (excluding
capital lease obligations) declined from last year at 10.6
percent to 10.5 percent in 1990 and the weighted average
term to maturity (measured both on the basis of maturity
date and on the earlier of maturity and first retraction
date) was 10.1 and 5.2 years respectively in 1990 compared
to 9.8 and 5.6 years respectively in 1989, Total debt also
decreased in 1989 when $60 million of new perpetual
preferred shares were issued. _

Shareholders’ equity increased by $66.3 million after
increasing by $94.9 million in 1989. In 1989, $60 million
in new perpetﬁal preferred shares were issued and $55
million in retractable preferred shares were replaced with
an equivalent amount of perpetual preferred shares.

Loblaw strives to create shareholder value through
common share appreciation reflecting historical earnings
per share growth and growth potential. The Company’s
dividend policy is to pay out dividends on common shares
amounting to approximately 20 percent of the prior year’s
earnings per share.

Reduced debt levels and an increase in shareholders’
equity have resulted in an improvement in the debt: equity
ratio from .74:1 in 1989 to .58:1 in 1990. These ratios are
better than the Company’s internal guideline of main-
taining a debt:equity ratio of less than 1:1.

During 1990, enhancements were made to benefits
payable under some of the Company’s pension plans. As
a result, the value of accrued pension benefits increased
from $286.4 million in 1989 to $343.8 million in 1990.
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FUTURE PROSPECTS

Fixed asset expenditures are expected to be approximately
$190 million next year and the cash required is expected
to be generated through operations. About half of this
investment will be made in Eastern Canada and United
States’ operations will spend about one-sixth, with about
one-third going into Western Canada. This weighting of
expendituresis similar to 1990. Approximately 80 percent
will be spent on corporate stores versus about 70 percent
in 1990. Projects already begun, and which the Company
is effectively committed to complete, total approximately
$72 million of the anticipated 1991 expenditure.

The Company is an aggressive competitor in the food
distribution business. Its strategies often involve penetration
of new markets such as has taken place in the past two
years in Calgary and Vancouver and in the past year m
Gatineau, Quebec. It is willing to experiment with new
store formats and expand its operations through focused
acquisitions when opportunities arise. While these
strategies increase short term risk, management believes
they are essential to long term security and growth.,

Management also follows certain strategies to reduce
risk: operatingin geographically diverse areas to minimize
exposure to regional economies and demographics;
operating in both the wholesale and retail sectors of the
food distribution industry to minimize exposure to shifts
in the balance of economic power between these two
major components of the industry; following a policy of
owning its real estate whenever possible to preserve
operating flexibility and position the Company to benefit
fromany real estate appreciation; and developing powerful
corporate brands (no name™, President’s Choice™,
GeReEeFeN™) to enhance customer loyalty and
providé some insulation from national brand pricing. All
these strategies reduce risk.



RETAIL AND WHOLESALE OPERATIONS

Retail sales consist of sales to consumers through

corporate stores operated by Loblaw Companies

Limited. Wholesale sales consist of sales and service fees

to franchised independent stores and independent

accounts but exclude sales to corporate stores or other

inter-company sales.

The following charts illustrate the makeup and trends

in Loblaw Companies Limited when viewed from a

retail and wholesale perspective.

RETAIL OPERATIONS 1990 - 1989 1988
CORPORATE STORES Stores Sq. Ft. Stores Sq. Ft. Stores Sq. Ft.
(in millions) (in millions) (in mullions)
Beginning of year 334 11.3 311 10.6 361 11.3
Opened 18 8 53 1:2 21 1457
Closed (20) (.9) _(18) {22) (38) (1.7)
Franchised : _
Transfer to: (20) (:3) (22) (.4) (18) ¢3)
Transfer from: 17 i 8 1 5 A
End of year 329 1.4 334 11.3 311 10.6
Average store size (in thousands) 34.7 sq. ft. 33.9 sq. ft. 34.1 sq. ft.
Analysis by size
More than 60,000 sq. ft. 43 40 33
40,000 - 60,000 sq. ft. 50 48 44
20,000 - 39,999 sq. ft. 140 148 154
10,000 - 19,999 sq. ft. 59 64 68
Less than 10,000 sq. ft. 37 34 12
329 334 341
RETAIL SALES (inmillions) $5,320 $5,025 $4,921
Annual average sales
per gross sq. ft. $475 $458 $440
WHOLESALE OPERATIONS 1990 1989 1988
FRANCHISED INDEPENDENT Stores Sq. Ft. Stores Sq. Ft. Stores Sq. Ft.
STORES (in millions) (in millions) (in millions)
Beginningof}'ear 1,289 723 1,183 6.8 1,354 9.1
Opened 76 .3 174 7 148 .6
Closed (102) (-4) (82) (=5} Ba2) (3.1)
Corporate
Transfer from: 20 = 22 4 18 3
Transfer to: (17) (.1) (8) (.1) (5) (1)
End of year 1,266 7.4 1,289 i) 1,183 6.8
Warehouses 54 : 54 52
Cash & carry units 53 54 53
Independent accounts 11,839 12337 10,114
WHOLESALE SALES (in millions) $3,097 $2.,909 33387 .
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RESPONSIBILITY FOR FINANCIAL REPORTING

The management of Loblaw Companies Limited is
responsible for the preparation and integrity of the
financial statements and related financial information of
the Company. The financial statements and other finan-
cial information in this report have been prepared by the
management of the Company in accordance with gener-
ally accepted accounting principles and, where necessary,
utilizing management’s judgements and best estimates.

To help fulfill its responsibility and to assure integrity of
financial reporting, management maintains a system of
internal controls enﬁompassing all financial records.
These controls, which include a comprehensive budget-
ing system and timely periodic reporting of financial
information, provide reasonable assurance that assets are
safeguarded and transactions and events are properly
recorded. To augment the internal control systems, the
Company maintains a program of internal audits coordi-
nated with the external auditors.

Ultimate responsibility for financial statements to
shareholders rests with the Board of Directors. An audit
committee of non-management directors is appointed by
the Board to oversee the fulfillment by management of its
responsibilities in the preparation of financial statements
and financial control of operations. The audit committee
reviews financial statements with management and
reports to the directors prior to the approval of the audited
financial statements for publication.

Peat Marwick Thorne, independent auditors
appointed by the shareholders, review the financial
statements in detail and meet separately with both the
audit committee and management to discuss their find-
ings, including the fairness of financial reporting and the
results of their review of internal controls. The share-
holders’ auditors report directly to shareholders and their
report also appears on this page.

Bt L

Richard J. Currie
President

Gt £ g

David K. Bragg
Senior Vice President,

Planning and Control

/UJA ol

John W. Thompson
Senior Vice President,
Finance and Administration

"AUDITORS’ REPORT

To the Shareholders of Loblaw Companies Limited
We have audited the consolidated balance sheets of
Loblaw Companies Limited as at December 29, 1990 and
December 30, 1989 and the consolidated statements of
earnings, retained earnings and cash flow for the 52 week
periods then ended. These consolidated financial state-
ments are the responsibility of the Company’s manage-
ment. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.
We conducted our audits in accordance with generally
accepted auditing standards. Those standards require
that we plan and perform the audits to obtain reasonable
assurance whether the consolidated financial statements
are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An
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audit also includes assessing the accounting principles
used and significant estimates made by management, as
well as evaluating the overall consolidated financial
statement presentation.

In our opinion, these consolidated financial statements
present fairly, in all material respects, the financial
position of the Company as at December 29, 1990 and
December 30, 1989 and the results of its operations and
the changes in its financial postion for the periods then
ended in accordance with generally accepted accounting
principles. :

pw Mauicl Thowne

Chartered Accountants
March 4, 1991

Toronto, Canada

m Peat Marwick Thorne



CONSOLIDATED STATEMENT OF EARNINGS
52 Weeks Ended December 29, 1990

(in millions of dollars) : 1990 1989 1988
SALES — Canada $7,103.9 $6,638.2 $6,044.3
— United States 1:312:% {52057 2,263.3
8,416.6 7,933.9 8,307.6
OPERATING EXPENSES
Cost of sales, selling and administrative expenses 8,097.1 7,643.3 8,049.8
Depreciation 105.0 100.1 97.6
, 8,202.1 7,743.4 8,147 4
OPERATING INCOME 214.5 190.5 160.2
Interest — Long term debt 54.7 592 62.8
— Short term debt 9.4 20.4 11.4
64.1 79.6 74.2
Unusual item (note 2) 205
Earnings before income taxes : 150.4 110.9 64.5
Income taxes (note 3) 54.4 38.5 19.4
Earnings before minority interest 96.0 2.4 45:1
Minority interest P 43
EARNINGS BEFORE EXTRAORDINARY ITEMS 96.0 70.2 40.8
Extraordinary items (note 4) (14.6)
NET EARNINGS FOR THE PERIOD $§ 96.0 P72 § 26.2
PER COMMON SHARE
Earnings before extraordinary items $1.10 $.80 $.41
Extraordinary items (.20)
Net earnings $I.10- $.80 $.21
CONSOLIDATED STATEMENT OF RETAINED EARNINGS
52 Weeks Ended December 29, 1990
(in millions of dollars) 1990 1989 1988
RETAINED EARNINGS, BEGINNING OF PERIOD $ 4339 $ 390.4 $ 395.7
Net earnings for the period 96.0 70.2 26.2
529.9 460.6 421.9
Dividends declared
Preferred shares 16.3 12.2 11.3
Common shares, per share — 20¢
(1989—20¢, 1988—20¢) . 14.5 14.5 14.4
Premium on redemption of common shares : 5.8
30.8 26.7 31.5
RETAINED EARNINGS, END OF PERIOD $ 4991 $ =4339 $ 3904
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CONSOLIDATED BALANCE SHEET

As at December 29, 1990

(in millions of dollars) 1990 1989 1988
ASSETS
CURRENT ASSETS
Cash and short term investments $ 312 $ 245 $ 235
Accounts receivable 137.9 139.6 168.6
Inventories 621.5 579.6 555.0
Prepaid expenses and other assets 16.5 16.8 18.1
807.1 760.5 765.2
INVESTMENTS (note 3) 123.5 131.6 1:17.5
FixED ASSETS (note 6) 1,07 7:7 1,044.4 1,052.4
GOODWILL 58.2 69.7 35.7
OTHER ASSETS 35.8 33.4 331
$2,102.3 $2,039.6 $2,003.9
LIABILITIES
CURRENT LIABILITIES
Bank advances and notes payable $ 8.3 $ 634
Accounts payable $ '513.2 490.6 412.1
Accrued liabilities 208.1 177.5 191.1
Dividends payable 3.7
Taxes payable 27:3 219 13.0
Long term debt payable within one year (note 7) 4.2 47.1 4.7
756.5 726.4 684.3
LoNG TERM DEBT (note 7) 469.2 494.0 ik 87y
OTHER LIABILITIES 20.9 26.8 34.9
DEFERRED INCOME TAXES 434 46.4 372
MINORITY INTEREST IN SUBSIDIARIES 41.7
| 1,290.0 1,293.6 1,352.8
SHAREHOLDERS' EQuiTy
CAPITAL STOCK (note 8)
Preferred shares 2235 2243 164.8
Common shares 110.6 108.9 108.2
334.1 339:2 27520
CONTRIBUTED SURPLUS 8.8 9.0 9.0
RETAINED EARNINGS 499.1 433.9 390.4
FOREIGN CURRENCY TRANSLATION ADJUSTMENT (29.7) (30.1) (21.3)
812.3 746.0 651.1
$2,102.3 $2,039.6 $2,003.9

APPROVED BY THE BOARD

W. Galen Weston

—
Director W- Q._Q._,_ b\} W(M Director
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CoONSOLIDATED CAsH FLOW STATEMENT
52 Weeks Ended December 29, 1990

(in millions of dollars) 1990 1989 1988
OPERATIONS
Earnings before minority interest $ 96.0 $ 724 $ 45.1
Depreciation 105.0 100.1 97.6
Deferred income taxes ELE 9.6 (1.6)
Other 4.9 4.4 149
201.7 186.5 156.0
Provided from working capital 50.7 72.8 2.4
Cash flow from operations 252.4 259.3 158.4
INVESTMENT
Purchase of fixed assets (171.2) (165.7) (192.0)
Proceeds from sale of fixed assets 21.9 47.1 36.3
Gain on sale of fixed assets included in operations (3:7) (8.9) (13.5)
Acquisition of subsidiary companies (note 9) (76.8) (42.2)
Disposition of subsidiary company 148.4
Decrease (increase) in investments in franchisees 4.4 117y (2.8)
Net decrease (increase)in other items 53 (11.6) (24.6)
(143.3) (227.6) (90.4)
Net cash in before financing and dividends 109.1 31.7 68.0
FINANCING
Long term debt — Borrowings 3.0 8.0
— Repayments (67.7) (11.7) (14.2)
Capital stock — Issued 1.7 133 1.2
— Redeemed (.8) (55.6) (1.6)
Other (6.0)
(66.8) 51.4 (12.6)
DiIVIDENDS
To shareholders (27.3) (26.5) (25.7)
To minority shareholders in subsidiary companies (.9) (:9)
(24:3) (27.0) (26.6)
INCREASEIN CASH 15.0 56.1 28.8
Cash at beginning of period 16.2 (39.9) (68.7)
CasH AT END OF PERIOD $ 312 $ 16.2 $ (39.9)

Cash is defined as cash and short term investments net of bank advances and notes payable.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
52 Weeks Ended December 29, 1990

(Narrative and tabular amounts in millions of dollars except

Caputal Stock note)

1. SUMMARY OF SIGNIFICANT ACCOUNTING
PoLICIES

a) Basis of consolidation

The consolidated financial statements include the

accounts of the Company and all subsidiaries. The

effective interest of Loblaw Companies Limited in the

equity share capital of principal subsidiaries is 100%.

Kelly, Douglas & Company, Limited formerly an 85 %

owned subsidiary, became a 100% owned subsidiary

June 18, 1989.

b) Cash offsetting
Cash balances for which the Company has a right of
offset are used to reduce reported short term borrowings.

In addition, the Company has $195.7 (1989 - $157.1) in.

short term investments held by its United States subsidi-
aries of which $164.5 (1989 - $157.1) is used to offset short
term borrowings in Canada. The $13.5 (1989 - $12.9)
income from these investments is included as a reduction
of interest expense.

¢) Inventories

Retail store inventories are stated at the lower of cost and
net realizable value less normal profit margin. All other
inventories are stated at the lower of cost and net
realizable value.

d) Fixed assets

Fixed assets are stated at cost, including capitalized
interest. Interest capitalized during the year amounts to
$3.4 (1989 - $4.1). Depreciation is recorded principally
on a straight line basis to amortize the cost of these assets
over their estimated useful lives.

Estimated useful lives range from twenty to thirty-five
years for buildings and three to eleven years for
equipment and fixtures. Leasehold improvements are
depreciated over the lesser of the applicable useful life
and term of the lease.

¢) Translation of foreign currencies

Foreign currency balances are translated at a rate
approximating the current rate at each year end. The net
difference on translation of the Company’s equity in
United States subsidiaries is included in a separate
category of shareholders’ equity on the balance sheet, to
be recognized in earnings in proportion to any reduction
of the net investment. Revenues and expenses are
translated at a rate approximating the average rate for
the vear. ‘
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/) Goodwill A

Goodwill reflects the excess of the cost of investments in
subsidiaries over the fair value of the underlying net
tangible assets acquired at the dates of acquisition.
Goodwill is being amortized on a straight line basis
determined for each acquisition over the estimated life of
the benefit, to a maximum period of 40 years. The

‘weighted average amortization period is 27 years.

2. UNUSUALITEM

There are no unusual items in 1990 and 1989. The
unusual item of $21.5 in 1988 consists of the costs of
downsizing and remerchandising combination stores in
Eastern Canada.

3. INcOME TAXES
The Company’s effective income tax rate is made up as

follows:
1990 1989 1988

Combined basic Canadian federal

and provincial income tax rate 445% 441% 47.3%
Lower tax rate on capital gains E2)8 s (3-7)
Impact of operating in foreign

countries with lower effective

tax rates (7.1) (8.2) (12.9)
Other (including adjustment of

prior years’ estimates) (1.0) Bl (.6)

| 36.2% 34.7% 30.1%

4. EXTRAORDINARY ITEMS

There are no extraordinary items in 1990 and 1989.
Extraordinary items in 1988 consist of a provision for
loss on planned disposition of the substantial portion of
the New Orleans division, $(16.7), net of income tax
recovery of $8.6; and the gain on disposition of Peter J.
Schmitt Co., Inc., $2.1, net of income tax recovery of

$.2.

5. INVESTMENTS (AT COST)

1988

1990 1989
Secured loans and advances $308 $30.6 $285
Capital lease receivables 30.7 30.9 30.6
Investments in franchisees 39:4 43.8 371
Long term receivables 15.3 14.2 18.2
Sundry investments 7.3 241 8.1
$123.5 81316 $117.5




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

6. FIXED ASSETS

1990 1989 1988
Accumulated Accumulated
Cost Depreciation Net Cost Depreciation Net Net
Properties held for : ;
development b St $ 558 $ 8.7 $ 8.7 $ 182
Land 2241 2241 209.5 209.5 194.0
Builf:lings 578.5 §110.5 468.0 323.5 $ 917 431.8 421.5
Equipment and fixtures 6443 393.6 250.7 602.3 351.2 2511 265.7
Leasehold
improvements 151.0 71:3 197, 1444 64.0 80.4 78.1
1,603.7 575.4 1,028.3 1,488.4 506.9 981.5 9775
Buildings and
equipment under
capital leases 82.1 327 49.4 91.1 28.2 62.9 74.9
$1,685.8 $£608.1 $1,077.7 $1,579.5 $535.1 $1,044.4 $1,052.4
7. LonGg TErM DEBT
1990 L s The Series 5 and Series 6 debentures are retractable
Debentures : .
annually commencing 1996 and 1993 respectively. The
A2 103 % ampad 9 S T Series 7ydebent re : retractable in 151;91 andy1996
Series2,121/4%,  duc 1994 $ 35.0 35.0 35.0 : ek S : ;
Series3, 115/8%,  due 1992 50.0 50.0 50.0 Cur:rent Intentions are to reset the‘mtere'st rate on the
Series 4, 11%, due 1995 40.0 40.0 40.0 Series 7 debentures in 1991 which will encourage
Series 5, 10%, due 2006 50.0 50.0 50.0 renewal until 1996. The five year schedule of repayments
Series6, 93/4%,  due 2001 75.0 5.0 gt of long term debt, at the earlier of maturity or first
Senesl SUR, dag B oy £30 /9:0 retraction dat luding the Series 7 debentures is as
Series 8, 10%, due 2007 60.7 65.5 65.5 e Dt o g :
follows:
Term loan at LIBOR plus 3/8 % 1991 - $4.2; 1992 - $54.4; 1993 - $80.1; 1994 - $40.2;
— 3/4%, repaid December, 1995 - §46.5.
1990 (U.S. $13.0) 15.5 15.8 $
Mortgages at a weighted average
interest rate of 10.53 %, due 1991
— 2002 (including U.S. $1.7) 12:3 13.0 . 14.0
Other long term debt at a weighted
average interest rate of 9.71 %,
due 1991 — 1997 31 318 10.2
Capital lease obligations at a
weighted average interest
rate of 12.41 % due 1991 — 2012 725 83.8 93.9
473.4 3411 5339.4
Less payable within one year 42 47.1 4
$469.2 $494.0 $554.7
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8. CAPITAL STOCK

NOTES TO

CONSOLIDATED FINANCIAL STATEMENTS

Number of shares issued

Paid-up-capital (in millions of dollazs)

1990 1989 1988 1990 1989 1988
First preferred shares
First series 439,652 439,652 439,652 $ 22,0 $ 22.0 $ 220
Second series 307,273 316,660 326,010 10.1 10.4 10.8
746,925 756,312 765,662
Second preferred shares
First series 300,000 30.0
Second series 250,000 25.0
Third series 3,000,000 3,000,000 3,000,000 75.0 75.0 75.0
Fourth series 120 120 60.0 60.0
Fifth series 110 110 5ol 55.0
3,000,230 3,000,230 " 3,550,000
Junior preferred shares 14,125 18,955 20,980 1.4 159 2.0
Total preferred shares 223:5 224.3 164.8
Common shares 72,621,007 72,255,301 72,111,000 110.6 108.9 108.2
Total capital stock $334.1 $333.2 $273.0

SHARE DESCRIPTION:

First preferred shares (authorized - 1,000,000)
First series — $2.40 cumulative dividend redeemable at
$50.

Second series — $3.70 cumulative dividend redeem-
able at $70. In each fiscal year the Company is obligated
to apply $400,000 to the purchase of these shares for
cancellation, provided that such shares are available at a
price not exceeding $67. During 1990, the Company
purchased 9,387 (1989 - 9,350) of these shares for
cancellation at a cost of $415,561 (1989 - $401,919). The
premium of $105,789 (1989-$93,369) on these purchases
has been deducted from contributed surplus.

Second preferred shares

First series — cumulative dividend with floating rate,
redeemed at $100 on December 15, 1989.

Second series — cumulative dividend with floating
rate, redeemed at $100 on December 15, 1989.

Third series — $1.825 cumulative dividend redeem-
able at $25, retractable at the option of the holder on
September 1, 1993.

Fourth series — cumulative dividend with a fixed rate
of 7.75% to March 1, 1995 and a floating rate thereafter,
redeemable at par on or after March 1, 1995. These shares
were issued December 13, 1989 by way of a private
placement.
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Fifth series — cumulative dividend with a fixed rate of
7.75% to.March 1, 1995 and a floating rate thereafter,
redeemable at par on or after March 1, 1992. These shares
were issued December 15, 1989 by way of a private
placement. -

Junior preferred shares

First series — $9.00 cumulative dividend, converted into
common shares in 1990. (4,830 convertible into 203,368
common shares in 1989).

Second series — $12.00 cumulative dividend, con-
verted into common shares in 1989.

Third series — cumulative dividend with floating rate
equal to two-thirds of average bank prime rate plus
3/4% , redeemable after August 6, 1992 at $100, 6,975
convertible into 186,000 common shares, (6,975 convert-
ible into 186,000 common shares in 1989).

Fourth series — cumulative dividend with floating rate
equal to two-thirds of average bank prime rate plus 3/4 %,
redeemable after May 16, 1993 at $100, 7,150 convertible
into 112,157 common shares, (7,150 convertible into
112,157 common shares in 1989).

Common shares

In 1990 the Company issued 203,368 (1989 - 64,000)

common shares for a consideration of $483,000 (1989 -

$202,500) on conversion of 4,830 junior preferred shares.
In 1990 the Company issued 162,338 (1989 - 80,301)

common shares for cash of $1,211,845 (1989 - $484,585)

on exercise of employee stock options.



NoTES TO CONSOLIDATED FINANCIAL STATEMENTS

As at December 29, 1990, there were outstanding stock
options, which were granted at the market price on the
day preceding the grant, to purchase 2,611,953 common
shares at prices ranging from $3.00 to $18.50 with a
weighted average price of $11.71. Options expire on dates
ranging from October 7, 1991 to December 13, 1997, with
204,000 expiring in 1991.

The exercise of the conversion privileges and stock
options would not materially dilute earnings per share.

9. ACQUISITIONS

There were no acquisitions in 1990. During 1989, the
Company purchased the 15.04% minority interest of
Kelly, Douglas & Company, Limited and in 1988
acquired four former Super Carnaval stores and pur-
chased Fortino’s Supermarket Ltd.

These transactions have been accounted for using the
purchase method with the results of operations included
in these financial statements since the dates of acquisi-
tions. Details of the acquisitions are as follows:

1989 1988
Kelly, Douglas Super Carnaval
Minority Interest and Fortino’s
Working capital $ (6.2)
Fixed assets $73 345
Goodwill 26.6 30.2
Long term debt (16.3)
Minority interest 4219
Cash consideration $76.8 § 42.2

10. PENSIONS

Current actuarial estimates indicate that the present
value of accrued pension benefits is $343.8 (1989 -
$286.4) and the value of pension fund assets is $299.7
(1989 - $295.3). In addition, a subsidiary is a participant
in union-sponsored multiemployer pension plans. The
share of these plans’ unfunded vested liabilities allocable
to the subsidiary, for which it may be contingently liable,
is not determinable by the plans’ administrators. -
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11. OTHER INFORMATION

a) Segmented information

The Company’s only significant activity is food distribu-
tion. Geographically segmented information is as fol-

lows:
Canada United States
1990 1989 1988 1990 1989 1988
Operating
income $ 1785 § 1570 § 1318 §$ 36.0. § 335 § 284
Total

$1,735.6 $1.,671.0 $1,605.3 §366.7 $368.6 $398.6

assets

b) Contingent habilities and commitments
Endorsements and guarantees in the normal course of
business amount to $37.8. Gross rentals under leases
assigned at the time of sale of United States divisions for
which the Company is contingently liable, amount to
$46.0. .
In addition to various claims arising in the normal
course of business, legal actions concerning the rights
and obligations associated with the class A shares of the
Company’s subsidiary, Westfair Foods Ltd., were com-
menced in January, 1989. Under an Alberta court
decision rendered in the first quarter of this year,
Westfair has been directed to purchase these shares, of
which there are approximately 30,000 in the hands of
minority shareholders, at a value to be independently
determined in further proceedings. An appeal of this
decision was heard in February, 1991 by the Alberta
Court of Appeal and Westfair is currently awaiting the
decision. The potential liability arising from an adverse
decision is not determinable. Management continues to
believe that the appeal ultimately will be successful.
Commitments for net operating lease pa}‘rments total
$596 ($721 gross, net of $125 of expected sub-lease
income). Net payments for each of the next five years are
as follows:
1991 - $86; 1992 - $78; 1993 - $68; 1994 - $54;
1995 - $44; thereafter to 2023 - $266.

¢) Related parties

The Company’s majority shareholder, George Weston
Limited and its subsidiaries are related parties. It is the
Company’s policy to conduct all transactions with
related parties on normal trade terms. The magnitude of
these transactions and balances is not considered signifi-
cant to the Company.



TEN YEAR SUMMARY

EARNINGS STATEMENT

(§ muillions) 1990 1989 1988 1987 1986 1985 1984 1983 1982 1961
Sales — Canada 7,104 6,638 6,044 5,689 5,098 4,668 4,394 4,121 3,847 3,513
— United States 1,313 1,296 2,264 2,942 2,741 2,263 2,025 1,970 2,374 2,282
Total 8,417 7,934 8,308 8,631 7,839 6,931 .6419 6,091 6,221 5,795
Trading profit* 320 291 258 290 249 225 205 190 - 173 166
Depreciation 105 100 98 100 86 73 67 62 -58 53
Operating income 215 191 160 190 163 152 138 128 115 113
Interest 64 80 74 64 45 36 29 26 26 29
Income taxes 54 39 19 48 39 44 44 46 39 37
Minority interest e 4 4 5 4 3 4 4 6
Earnings before extraordinary
items 96 70 41 74 74 67 61 52 + 45 41
Extraordinary items (15) - 3 1 (6) 12
Net earnings 96 70 26 74 74 67 64 53 39 53

PER COMMON SHARE (dollars)
Earnings before extraordinary

items 1.10 .80 4l .87 91 .85 77 .66 .54 49
Net earnings 1.10 .80 21 87 .91 .85 .81 .66 46 .66
Dividends — declared .20 .20 .20 195 A75 - 195 135 118 105 085

— year end rate .20 .20 .20 .20 18 16 14 12 A1 .09
RETURN ON SALES (percent) .
Operating income 2.5 24 1.9 259, 2.1 2.2 il 2.1 1:9 120
Earnings before income taxes 1.8 1.4 8 L5 1.5 17 1.7 1.7 1.4 1.4
Earnings before extraordinary

itemns 1 9 s 9 9 1.0 1.0 9 ) 7
EARNINGS RATIOS®* (percent)

Return on common equity 14.6 11.7 5.9 12.5 14.6 15.6 16.3 16.3 15.3 16.3
Return on capital employed 15.8 13.8 2 13.6 14.3 17.0 18.1 18.6 173 18.0

*Trading profit is defined as operating income before depreciation.
**Earnings ratios have been computed as follows:
Return on common equity — Earnings before extraordinary items less preferred dividends divided by average common share capital, retained
earnings, foreign currency translation adjustment and the applicable portion of contributed surplus.
Return on capital employed — Operating income divided by average total assets less non-interest bearing debt.

TRADING PROFIT* RETURN ON CAPITAL EMPLOYED
(in millions)

$ 330 20%

81 82 83 84 85 86 87 88 89 90
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Bl 82 83 84 B85 86 87 88 89 90

($ millions) 1990 1989 1988 1987 1986 1985 1984 1983 1982 1981
Current assets 807 761 765 983 940 753 624 581 575 531
Current liabilities 756 727 684 843 739 627 495 470 479 433
Working capital - : 51 34 81 140 201 126 129 111 96 98
Fixed assets (net) 1,078 1,044 1,052 1,057 932 688 577 508 494 459
Total assets 2,102 2,040 2,004 2,214 1978 1,530 1,264 1,151 1,111 1,034
Long term debt 473 541 559 588 518 S 251 219 226 193
Total debt 473 549 623 686 569 390 283 233 253 220
Retained earnings 499 434 390 396 348 295 245 198 159 134
Shareholders’ equity 812 746 651 690 655 521 466 413 344 317
Average capital employed B Tm U Lo b et e S Rl b 5 | 893 761 692 6357 628
PER COMMON SHARE (dollars)
Book value 7.99 7.10 6.62 7.12 6.68 5.85 5.09 4.33 3.69 3.34
Price range — high 18 7 15% 135 167% 14 1214 93 7% L% 414
‘ — low 13% 10% 9% 9 11 8 61 4% 2% 2%
FINANCIAL RATIOS (1)

Working capital ; 1.07 1.05 1.12 117 1.29 1.20 1.26 1.24 1.20 1.23
Total debt to equity .58 i .96 99 87 i) .61 .56 14 .70
CHANGES IN FinaNcIAL PosiTiON

(8 mullions)
Cash flow from operations 252 259 158 182 204 132 60 117 110 123
Purchase of fixed assets 171 166 192 248 290 193 150 104 72 99
PErR COMMON SHARE (dollars)
Cash flow from operations 348 5-28759 2:19 2545 © 986 1.85 .84 1.65 1:5b 1.80
FINANCIAL RATIOS (w:1)
Cash flow from operations to

long term debt .b3 48 .28 31 .39 .39 .24 :53 49 .64
Interest coverage on total debt 3.35 2.39 2.16. -3.00 _ 362 447 7 492 486. 135 3.80

BOOK VALUE PER SHARE COMMON SHARE PRICE RANGE
(in dollars) (in dollars)
$20
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