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roviding our
customers with the best
possible service is a goal
which unites employees
at all levels. If we serve
our customers well, they
will reward us with their
patronage and loyalty,
the cornerstone upon
which we can build and
maintain a profitable
company.”




Providing our

customers with the best
possible service is a goal
which unites employees at
all levels. Our executives
may make decisions on
new products and store
formats to serve our cus-
tomers better but the
cashier with a friendly
smile and a helping hand
or the warehouseman
who won’t ship damaged
products are also impor-
tant to maintaining our
customers.

Perhaps the most funda-
mental test of the success
of a food distributor is

not in the current year’s
financial ratios and stock
prices, but in the minds of
its customers. If we serve
our customers well, they
will reward us with their
patronage and loyalty, the
cornerstone upon which
we can build and maintain
a profitable company.”



Financial Highlights

Operating Results ($ millions) 1987 1986 1985
Sales 8,631 7,839 6,931
Trading profit * 290 249 225
Operating income 190 163 152
Earnings before income taxes 126 118 115
Net earnings 74 74 67
Financial Position ($ millions)
Total debt 686 569 390
Total shareholders’ equity 690 655 521
Total assets 2,214 1,978 1,530
Changes in Financial Position ($ millions)
Cash flow from operations 182 204 132
Purchase of owned fixed assets 232 289 192
Per Common Share (dollars)
Net earnings .87 91 .85
Cash flow 2.54 2.86 1.85
Book value 7.12 6.68 5.85
Actual dividends paid .195 175 156
Year end dividend rate .20 .18 16
Price range — high 16.88 14.00 12.13
— low 9.00 11.00 8.00
Financial Ratios
Return on common equity 12.5% 14.6% 15.6%
Return on capital employed 13.6% 14.3% 17.0%
Pretax return on sales 1.5% 1.5% 1.7%
Working capital ratio 1:17:1 1.27:1 1.20:1
Total debt to equity .99:1 87:1 7541
* Trading profit is defined as earnings before
depreciation, interest and income taxes,
MAR ©9 1988 |



Corporate Profile

Total Operating Sales ($ millions)

$4,777 Retail Operations

3,854 Wholesale Operations

$8,631 Total

Regional Operating Sales ($ millions)

$3,601 Eastern Canadian Operations

2,088 Western Canadian Operations

2,942 United States Operations

$8,631 Total

Regional Operating Income ($ millions)

$107  Eastern Canadian Operations

52 Western Canadian Operations

37 United States Operations

(6)  Corporate
$ 190 Total




Retail and Wholesale Operations

.

I Eastern Canadian
Operations

B Westem Canadian
Operations

B United States
Operations

Retail stores
® Combination stores
@ Conventional stores

® Franchisees

B Independent Accounts
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Ten Year Analysis by Operating Region ($ millions)

Sales

1987 1986 1985 1984 1983 1982 1981 1980 1979 1978

Eastern Canadian Operations
Western Canadian Operations
United States Operations

3,601 3,067 2,780 2,692 2,538 2,407 2,245 2,070 1,798 1,646
2,088 2,031 1,888 1,702 1,583 1,714 1,598 1,424 1,324 1,171
2,942 2741 2,263 2,025 1,970 2,100 1,952 1,881 1,603 1,430

Total

8,631 7,839 6,931 6,419 6,091 6,221 5,795 5,375 4,725 4,247

Operating income

Eastern Canadian Operations
Western Canadian Operations
United States Operations
Corporate

107 74 72 70 62 56 53 52 29 24
52 61 48 38 36 33 36 29 24 23
37 33 35 384 32 32 3L 31 26 17

® (B @ @ @ © @ (13 (7 @

Total

190 163 152 138 128 115 113 99 72 60




Corporate Philosophy and Objectives

o maintain a reputation of being a good company, worthy of the trust
placed in us by our shareholders, our employees, our customers, our
creditors, our suppliers and our communities.
> To develop excellence through a blend of operating consistency and market -
ing innovation.
> To keep growth rates and risk levels balanced by operating in retail and whole-
sale businesses and in several geographic markets.
> To increase earnings per common share at an average rate of 15 percent per
year over any five year period.
> To provide an average return on common shareholders’ equity of 15 percent
per year over any five year period.
> To have less total debt than total equity in the business.

Ratio of Total Debt
to Total Equity

Average Annual
Increase in Earnings per
Common Share

(Five year period ended)

Average Return on
Common Shareholders’
Equity

(Five year period ended)

20%

1.0 83 B4 B85 86 87

*Maximum desirable

0 83 B84 85 86 87 m Deb_l
B Equity

*Corporate objective 5

0 83 84 85 86 87

*Corporate objective
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Chairman’s Report

he year 1987 was another tough and challenging one for Loblaw Com-
panies Limited. It was a year of growth by acquisition as well as through
our new store development program. Sales expanded dramatically as did
earnings from operations.

1987 was the third year of a major capital program in which a further $269 million
was spent on land, buildings and new facilities. Increased interest and depreciation
associated with this program and the operating dislocations which it created have
constrained earnings growth, resulting in pre-tax profits improving by 6.3 percent.
After allowing for increased tax rates and new preferred share dividends, earnings
per share decreased by 4.4 percent.

In the 1984 Annual Report [ wrote “after 8 years of financial consolidation and
ever improving operating results, your Company is now uniquely positioned to
reach out in support of a number of internally proven and developed concepits. ..
it takes time and capital to convert new facilities into consistently high return
investments in a slow growth environment and in an overstored industry”. Your
management has made remarkable progress in the past three years, not only in
the development of stores, but also in the development of products unique to
Loblaw Companies Limited, in programs coast to coast in
data processing, human re- sources, distribution and pro-
curement and indeed every functional area. The recent

W. Galen Weston
Chairman of the Board
Loblaw Companies Limited

A selection of some of
) the over 400 President’s
uccessin Choice products now

il = available to Loblaw
this mdustx:y is dep(_endent o N
on the retailer offering

" North America.
something that will differ-
he challenge

entiate it from its com-

petitors. Loblaw has
achieved this by offering
unique quality products
which can be found

only in its stores.”

William J. Chisholm, C.EA.
Senior Merchandising Analyst
Loewen, Ondaatje, McCutcheon
& Company Ltd.

to be constantly renew-
ing our bond with our
customers is what makes
this business so exciting
and rewarding and it
continues to be our most
important task.”

W. Galen Weston
Chairman of the Board
Loblaw Companies Limited
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and massive commitment of funds to the business to differentiate ourselves
structurally from traditional competitors will put us in a pre-eminent strategic
position for the 90’s and should provide us with the opportunity to continue to pay
top wages and benefits to all employees and at the same time deliver good
earnings growth for investors.

The past decade has seen a dramatic improvement in the economic health of this

Company. Underlying this economic turnaround has been a steady and equally
dramatic improvement in how our stores are viewed by our customers. A cus-
tomer’s loyalty cannot be gained overnight and once it has been won, we must
work hard to hold it week by week. The challenge to be constantly renewing our
bond with our customers is what makes this business so exciting and rewarding
and it continues to be our most important task.
To our employees who continue to meet this challenge with imagination and
enthusiasm, making Loblaw Companies Limited a leader in the industry, on
behalf of the Board I say thank you for a job well done.

W. €l Wealen

A St. Louis shopper
enjoys selecting an
assortment of delica-
tessen products from
the deli section of our
National Super Market
at Sarah & Lindell.

Shoppers

believe President’s Choice
offers them both quality
and value. That is, they
feel they are getting a
superior product for a
better price than the
national brands.”

Excerpt from a Research Report
prepared by Goldfarb Consultants
April 1987

I he President’s

Choice products show a
sense of being in tune with
what the public might
like. It’s a classy line. I like
to experiment with the
international flavours.”

Eric Donkin
Toronto
Customer



President’s Report

or some time, food distribution has been recognized as a mature industry.
By 1984, however, it was apparent that the industry’s maturity was being
exacerbated by trends that were likely to continue to the year 2000

and beyond — slow population growth, low food inflation and declining per
capita expenditures on food, particularly in traditional outlets. Accordingly,
an ambitious and extensive investment program was begun, the basic thrust
of which was to overcome, with higher technology, more efficient stores and
unique products, these declining industry trends, as well as to nullify the cost
advantage enjoyed by many of our competitors. Such a program is costly and
time consuming and requires the commitment of the total Company. In the
past three years, over $850 million has been spent on capital improvements
and acquisitions throughout the business. The effect of these expenditures, as
measured by trading profit (earnings before interest, taxes and depreciation)
has been positive to date (see chart below).

The earnings cost of such a program is considerable in the near term. Interest
has increased from $29.2 million in 1984, to $36.3 million in 1985, to $45.2
million in 1986, to $64.1 million in 1987. Depreciation has also increased

— $67.4 million in 1984, $73.0 million in 1985, $85.5
million in 1986, $100.1 mil- lion in 1987. Taxes have in-
creased as pre-tax profits have increased.

Richard J. Currie
President
Loblaw Companies Limited

Trading Profit Trends Maritime customers
($ millions) - shop in our newest
TRISORS combination store in
Eastern Canada —
Trading Profits Increase . the Real Atlantic
ur orienta- Superstore in Dart-
1984 205.1 tion programs begin the mouth, Nova Scotia.
1985 2245 194 A
1986 248.9 244 process of generating an
1987 289 8 40.9 appreciation of our cus-

tomers, keeping in mind
that our jobs depend on
their continued patron-
age. The customer is the
heart and soul of our
business.”

Carol Schone
Training Manager, St. Louis
National Tea Co.
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Sales in the last three years have been

in a low-growth/low-inflation environ-
increasing by over $2.20 billion in that
No markets give up volume easily and,
might expect, competitive reaction to our
ment program has been intense. That your

pany can effectively handle itself in the market-
demonstrated by the trend in trading profits. Over time, as this investment
phase diminishes, increments in trading profits should exceed increments in
interest and depreciation and pre-tax earnings will be even more positively
affected. More importantly, perhaps, your Company will have positioned it-
self for long term strength and security despite the long term industry outlook.
Although in an intensive investment phase, one goal of your Company was,
nevertheless, to maintain its yearly increases in earnings per share. From that
perspective, 1987 was disappointing, but the slowdown in earnings from
planned levels was more a function of integrating acquisitions than the cost of
new capital programs. The integration of Kroger in St. Louis and the food

service business in
costly than origin-
strike was taken in

I he Insider’s

Report is creative, infor-
mative and interesting.
Really fun to read. It
represents a successful
combination of eccentri-
city, sophistication and
practical information for
the shopper.”

E. Bell
Willowdale, Ontario
Customer

12

Eple laugh

at my yellow and black
kitchen, full of no name
products. I knowI can
trust the quality of no
name and it helps us, as a
family of four on one pay
cheque, to get more for
our food dollars.”

D. Banouage
Toronto
Customer

strong
ment,
time.
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invest-
Com-
place is

Buffalo were slower and more
ally planned Further, a 16-week
=¥ Manitoba, affecting

. President’s Choice frozen

microwave meals meet
the needs of today's
consumers.

. More and more of our

stores now feature a range
of full service departments.

3. Personal service is a key

factor in building strong
customer loyalty.

. Richard Tingley, a frequent

award winner of the
Canadian Federation of
Independent Grocers.

. The bright, pleasant

shopping environment of a
National Super Market in
St. Louis.

. Keith Hudson, a Zehrs

store manager, maintains
high visibility with his
customers.



all our powerful combination stores in Winnipeg.

1987 was a year of highs and lows in labour relations. The high note was a solution
to a complex labour situation which was one of the keys to the successful Mr.
Grocer acquisition. Threatened unionized jobs were preserved in a solution which
could not have been reached without the cooperation of the union involved. Also,

through another union’s understanding and cooperative effort, arrangements
were completed to allow the transfer of corporate supermarkets to franchised
independents, thereby preserving assets and jobs. Further, employees in the New
Orleans division accepted a tough contract which was necessary to make our
stores there more competitive, operating as they do as the only unionized stores in
an otherwise non-union environment.
Unreasonable union demands in Manitoba, however, which threatened the long
term viability of our western operations resulted in a long and costly strike. It would
have been wrong to bow to pressure which would ultimately have rendered your
Company’s unionized operations in the region uncompetitive.

Late in 1987, the decision was taken to discontinue serving a number of food

service and
Although
preferred to
wholesale

the Company
continue ser-

Wy/7Zal convenience store customers in southern Ontario.

ving these
customers, it

[13

tlantic
Wholesalers has provid-
ed us with a consistent
supply of good quality
merchandise and a ser-
vice level normally
greater than 90%. This
enables us to look after
our customers with the
same consistency.”

Richard Tingley

QOwner

Tingley's Save-Easy, Fredericton, N.B.
Atlantic Wholesalers

Wholesale custormer

(19

y family
particularly enjoys Presi-
dent’s Choice Hofbrau
Sausage. Since one mem-
ber of the family is allergic
to monosodium gluta-
mate, it is important to us
that the product does not
contain any chemicals.”

C. Jefferson
Toronto
Customer

[13
Zehrs isa

big store but they deal
with me like they were a
friendly corner store.”

John Bennett
Waterloo, Ontario
Customer

13
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will not allow unprofitable operations to be subsidized by its profitable customer
base over the longer term. We continue to seek out less productive assets which
may be removed to improve returns.
1988 is expected to be a year of implementation and consolidation following the
recent rapid developments and growth. As a result, strong earnings growth is not
expected until late in the year and into 1989.
Your Company continues to follow a policy of owning its own real estate, both for
the operating flexibility and the investment potential this affords. At year end, the
estimated market value was $809 million, $183 million in excess of book value,
with only $21 million in total debt against real estate. Clearly your Company has
become a substantial real estate developer, while maintaining a conservative debt/
equity ratio of less than 1 : 1. Cash flow from operations has now reached $182

million or $2.54 per share.

In this year’s Annual Report we look with pride at our achievements in providing
customers with good service. To shareholders and other investors, I suggest that
this is one of the continuing strengths of our organization. To customers, [ say thank
you for your patronage and pledge continued dedication to the never ending task
of improving service. To employees, | offer congratulations on their accomplish-
ments to date and encouragement to do even better. If we serve our customers
better, we can maintain and build an ever more profitable and secure business.

A

“no frills”, an innovative
concept developed by
Loblaws Supermarkets
Limited for its corporate
stores, has now been
extended to a highly
successful franchise
operation. Pictured
opposite is Lucky’s

“no frills”, owned and
operated by Lucky Raso
in downtown Toronto.

L

I try to serve

my customers by properly
packing their groceries.
But I also find time to talk
with them, so they know
I care. Often, I help dis-
abled people by placing
groceries on their wheel-
chairs. I can see how
much it means to them.”

Katharina Valicek
Cashier, Toronto

Ziggy's

Our employees

work at Zehrs but they
work for our customers.”

Grant Heimpel
President
Zehrmart Limited

15



astern Canadian Operations take

in Ontario and in the Maritime

ces. All of the Ontario operations
grouped under Central Canada Grocers Inc.
tail components are Loblaws Supermarkets
Zehrmart Limited and Combined Merchandisers
and the wholesale component is National Grocers

place
Provin-
are

The re-

Limited,

Inc.

Co. Ltd.

In the Maritimes, Eastern Canadian Operations are represented in both retail and
wholesale by Atlantic Wholesalers Ltd.
Total sales of Eastern Canadian Operations in 1987 were $3.60 billion, an increase

of 17.4 percent over 1986.

Retail operations consist of 29 “Loblaws”,40 “Loblaws Warehouse Superstores”,
19 “no frills”, and 1 “Ziggys” gourmet shop in Loblaws Supermarkets Limited; 438
“Zehrs” stores in Zehrmart Limited; 9 “SuperCentres” in Combined Merchan-
disers Inc.: and 5 corporate stores in National Grocers. In the Maritimes, Atlantic
Wholesalers has 14 “Save-Easy”, 8 “Save-Easy Warehouse Foods”, 3 “Real
Atlantic Superstores”, 6 “Capitol” stores and 5 stores operating under various

other names
During 1987,
in Ontario

in its corporate group.
5 new combination stores were opened
and 2 in the Maritimes. One opening s

(13

shop at the
Real Atlantic Superstore
for the prices. Compared
to the competition, it’s
worth the drive.”

Ross Mason
Rawdon, Nova Scotia
Customer

16

(13

or customers
in Atlantic Canada, the
Real Atlantic Superstore
means convenient one-
stop shopping for every-
day household needs at
the lowest overall prices
in the area.”

Albert F. Rose
President
Atlantic Wholesalers Ltd.

. President’s Choice platter

retails in our stores at about
one-third its selling price in
a New York boutique.

. A National Grocers truck

servicing customers in the
Ontario market.

. Distinctive, contemporary

signage of the Real Atlantic
Superstore in Dartmouth,
Nova Scotia.

. Lucky's “no frills” in

Toronto features highly
competitive pricing on
grocery staples.

. President’s Choice A

Superior Dog Food was
developed in conjunction
with top dog care experts.

. President’s Choice de-

alcoholized wine recently
won a Gold Medal com-
peting against wines with
alcohol.



planned in Saint John in 1988. Wholesale operations consist of 24 warehouses

and 40 cash & carry units in Ontario and the Maritimes.

Operating income in 1987 was $106.8 million and represents a 44.1 percent
increase from 1986. Results were good in the retail supermarket businesses, both
corporate and franchised, with generally stable market conditions prevailing
throughout the year in most parts of Ontario. In the combination stores, sales
growth has been good. The 5 combination stores open prior to 1987 averaged
sales growth of approximately 12 percent during the year. The 12 combination
stores open at year end had total annualized sales in excess of $500 million. The
competitive reaction to this volume being redistributed in the market has been as
strong as anticipated, restricting profit growth in this segment of the business. We
believe, however, that the economics of these stores, longer term, are better than
our competitors’ and that, in due course, combination stores will be a highly profit-
able segment of the business in Eastern Canada.
The acquisition of 58 franchised Mr. Grocer stores completed early in 1987 has
been a profitable addition to the wholesale base in Ontario. A joint venture formed

with Baine, Johnston & Co., a major food whole-

- o
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retailer
facilitate
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oil’ in Newfound-
mutually bene-

- : Vil

saler and
land, will
ficial devel-
tion there.

I mported

President’s Choice
products are reasonably
priced. In a gourmet
shop, which is where
you’d usually buy them,
they would be a lot more
expensive. They stim-
ulate your imagination
and make grocery
shopping fun.”

Brian Chaput
Toronto
Customer

Ihe Floral

Department at Loblaws
Yonge & Yonge store
were most helpful with
my flower order. They
filled a request for a
specific order - which
was far more than I
expected from a busy
supermarket.”

Itend tobea

cook who uses different
and unusual ingredients.
I am able to find every-
thing I need at Loblaws.”

Mary Kelly
Toronto
Customer

Judy Goss
Toronto
Customer

17



Shoppers at Loblaws
Yonge and Yonge
Superstore sample
some of the hundreds
of unique products that
make shopping at :
Loblaws an adventure
for those who love

food.
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Western Canadian Operations

estern Canadian Operations take
the Provinces of Manitoba, Saskat-
Alberta and British Columbia as
the Yukon and Northwest Territories.
These operations are grouped under Kelly,
& Company, Limited of Vancouver, in which
Company has an 85 percent interest. Western

, placein
chewan,
well as

s, Douglas
" this
3 Canadian

s
Operations take place under two divisions: the Prairie Divi- \/ sion of Winni-
peg, Manitoba and the British Columbia and Yukon Division of Vancouver, British

Columbia.

Sales of Western Canadian Operations were $2.09 billion in 1987, an increase of
2.8 percent over 1986. At year end, 52 corporate stores were operated and

12,150 franchised and independent accounts served.

Retail operations consist of 29 “OK Economy”, 11 “Real Canadian Superstores”,
and 12 stores operating under various other names. There are no corporate stores
in British Columbia. Wholesale operations consist of 27 wholesale warehouses

and 20
Division

salesin
Yukon

cash & carry warehouses. Sales in the Prairie

1ncreased 2.1 percent to $1.43 billion and
BEEEM 1o British Columbia and

Division increased 4.9

All merchan-

dise must be handled
carefully to avoid case
damage. I always check
for hidden damaged pro-
ducts. I take a look at
items before shipping to
make sure the customer
will receive all the right
items in good condition.
You have to be alert.”

Louis G. Carolei
Forklift Operator, Kelowna, B.C.
Kelly, Douglas & Co., Ltd.

20

Not only is

it great to have a Real
Canadian Superstore
within blocks of my resi-
dence, but to discover
the best (and I mean
excellent) selection at the
best price anywhere in
the city.”

(13
In my opinion,

the ultimate service to
customers is to ensure the
widest selection of every-
day household needs at a
consistently low price.

We believe our Super-
stores are unsurpassed in
these areas.”

P. Allen
Edmonton
Customer

Serge Darkazanli

Senior Vice President,
Corporate Development
Kelly, Douglas & Co., Ltd.



percent to $655 million in 1987 from $624 million in 1986.

In 1987, 11 stores in Manitoba, including the 5 combination stores in Winnipeg,
were struck by the United Food and Commercial Workers Union. The union
position was one which, on a longer term basis, threatened the economic viability
of our operation in Western Canada. Most stores, including all combination stores,
operated throughout the strike which lasted 16 weeks, or the entire third quarter.
As evidence of the market appeal of the stores, subsequent to the strike sales
volume rebounded quickly. The final settlement did not jeopardize the future of
these stores.

Western Canadian Operations operating income in 1987 was $51.9 million as
compared with $60.7 million in 1986. Western Canadian Operations now repre-
sents 24.2 percent of sales and 27.4 percent of the operating income of the Com-
pany as compared with 25.9 percent and 27.2 percent of sales in 1986 and 1985;
and 37.4 percent and 31.6 percent of operating income in those years. Consider-
ing the loss generated by the strike and also the fact that 1986 income included a
$10.6 million net gain on the sale of one property, it may be seen that 1987 was a

year of strong operating perfor- [l mance.
This should con- | tinue through 1 Wy ’ 1988
when the first of several combin- ation

stores in Calgary

| is scheduled to

. Teddy’s Choice brings the
high quality of President’s
Choice to children’s
products.

. Aforklift operator in a
Kelly, Douglas & Co.
warehouse attends to a
customer order.

. The Real Canadian
Superstore in Regina
provides a Permanent
Discount guarantee.

. President’s Choice Extra
and regular Chocolate
Chip Cookies rank as top
two in their category in the
Company.

. President’s Choice Extra
Virgin Olive Oil now has a
33% share of the Com-
pany market.

. A family shops for clothing
in the Regina Superstore.

[

ith the
buying power of Loblaw
Companies, we are able
to dramatically decrease
the prices of unique off-
shore products. For ex-
ample, we are able to sell
Extra Virgin Olive Oil
at a fraction of the price
charged by gourmet food
stores.”

David A. Nichol
President, Loblaw International Merchants

[

tores car-
rying no name products
are recognized and
acknowledged by both
customers and non-
customers as being the
stores with the best
quality generics and the
widest selection of
generics.”

Excerpt from a Research Report
prepared by Goldfarb Consultants
April 1987

21
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Panoramic view of the
130,000 square foot
Real Canadian
Superstore in Regina.




nited States Operations

in twenty states—cen-

lllinois, Louisiana, Mis-
York, Ohio and Pennsylvania and
both the wholesale and retail seg-

food distribution.

Wholesale operations are centred in
Schmitt Co., Inc. of Buffalo, New York. Its total

P take place

' tredin
souri, New
operate in

' ments of

. Peter J.
franchised stores

at year end were 204, compared with 171 in 1986. Independent accounts
numbered 3,447 compared with 3,433 last year. At year end Peter J.

Schmitt operated 16 corporate stores, compared with 21 a year ago. Total
wholesale sales for 1987 were $1.30 billion, an increase of 7.8 percent from 1986.
Retail operations are centred in National Tea Co., with divisions in St. Louis (59
stores) and New Orleans (46 stores). Late in 1986, following a sustained price war
in St. Louis, your Company acquired 24 operating supermarkets, 2 stores under
construction and a warehouse from The Kroger Company. In the rationaliza-

tion which followed, 8 stores and a warehouse were closed. Operationally, the

acquired business has
competition however,
market. Partially due

[

ur Insider’s
Report introduces our
customers to a variety of
high quality products that
are not available else-
where. It discusses quality
and value, and ingredients
which are important to
today’s customer who is
so nutrition conscious.”

Al Cross

Senior Vice-President, Division Manager
St. Louis

National Tea Co.

24

[13

he Insider’s
Report sometimes gives
me ideas for different meal
plans. Some of us getina
rut fixing the same old
thing week after week. The
ads give me some fresh
ideas on meal preparation
and menu selection.”

Patricia D. Williams
St. Louis
Customer

now been fully integrated. Price
has continued to be intense in that
to the costs of the rationalization

. Al Cross’ Insider’s Report

with one of the unique
products being introduced.

. The National logo, the sign

of supermarket quality and
service in St. Louis.

. National provides electric

shopping carts for elderly
or handicapped shoppers.

. We stand behind our pro-

mise of customer service
at National Super Markets.

. President’s Choice Chicory

Coffee was chosen by
noted New Orleans chefs
as better than the leading
coffee in the market.

. ‘That Stanley’, a new store

format bringing lower
prices to Louisiana.



(now complete) and partially due to the continuing low margin environment, near
term profit growth has not been as high as anticipated.

In New Orleans, profit growth has been modest. Sales growth was limited in a
market place where retail food tonnage declined in total in 1987. Although profit-
ability was aided by a new labour agreement, because some one-time costs were
required to put the contract in place, the full economic benefit of the new agree-
ment was not achieved in 1987. A new store format was successfully introduced in
this market during the year and the division’s fourth combination store was opened
in New Orleans just following the year end.

Operating income in 1987 was $37.1 million as compared to $32.5 million in 1986
and $35.0 million in 1985, on sales of $2.94 billion, $1.42 billion in Peter J.
Schmitt and $1.52 billion in National Tea. United States Operations now represent
34.1 percent of sales and 19.5 percent of the operating income of Loblaw Com-
panies Limited as compared with 35.0 percent of sales and 20.4 percent of operat-
ing income in 1986.

Management believes that the business has not reached ful] profit potential in any

of the areas of United States Operatlons From =3 _the combina-
tion of steady ration- m...as_fn Ml 2lization and

business 8 unit growth real improve-
mentis Phossslli anticipated in 1988.
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ESchmitt’s A
- 2 s a store

communication level,

[13
timely advice and ‘can do’ manager, | keep myself
attitude inspire loyalty accessible to the
and confidence.” he wholesale customers and listen to
. . e »
business must be retail their needs.
Raymond A. Fabiniak driven to be successful.
Owner T k f Ken Fortner
Bells Market, Buffalo aKe care oryour Store Manager, St. Louis
P.J. Schmitt wholesale customer customers’ customers, National Tea Co.

and your customers will
take care of you.”

Charles Barcelona
President
P.J. Schmitt Co., Inc.
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Flow racking sy v
recently added to the
P.J. Schmitt warehouse
in West Seneca, N.Y.
has significantly
increased the handling
and service capability of
the warehouse.
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The new Your Indepen-
dent Grocer program,
developed by National
Grocers, focuses on top
quality perishables and
personal service. Shown
is Cayen’s Your Indepen-
dent Grocer in Ottawa,
one of 9 new stores in the
program.
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Financial Review

In 1987, Loblaw Companies experienced growth in
pre-tax earnings for the eleventh consecutive year,
although performance was constrained by several factors
and earnings per share decreased from the previous year.
Having come through a 3 year period in which $853
million was spent on fixed asset additions and
acquisitions, the primary focus of your Company’s
management in 1988 will shift from asset growth to
managing the significant asset base for profit
improvement.

Results of Operations

Sales increased 10.1 percent to $8,630.7 million in 1987
from $7,838.9 million in 1986. Real volume gains
accounted for virtually all of this increase with inflation,
estimated at 4.5 percent, offsetting the decline in the value
of the U.S. dollar and the loss of 1986’s 53rd week of
sales. New stores as well as the acquisition of 26 former
Kroger stores in St. Louis late in 1986 and 58 Mr. Grocer
franchised stores in Ontario early in 1987 all contributed
to this growth.

Operating income increased 16.1 percent to $189.7
million from $163.4 million in 1986. While this is
substantial growth, it is less than planned for 1987.
Several unanticipated factors had a significant impact on
operating earnings. A 16 week strike in Manitoba, some
one-time labour costs absorbed in New Orleans and
intense price competition continuing in St. Louis in spite

of the recent market rationalization there, have all
contributed to reduced operating income. In addition,
some one-time write-offs were required in the food
service business in Buffalo. As anticipated, the new
combination stores in Eastern Canada have not yet
reached profitable operation as a group. During the year
operating earnings did benefit from gains of $26.4 million
on the sale of capital assets, comparable to the $18.7
million reported last year. Two major sources of these
gains were the sale of some peripheral food processing
assets and the transfer to franchisees of capital lease rights
acquired at prices substantially below market value.

Interest expense increased from $45.2 million in 1986
to $64.1 million in 1987. This increase was due to higher
borrowing levels and decreased interest capitalization,
partially offset by lower average interest rates.

Earnings before income taxes increased from $118.2
million in 1986 to $125.6 million in 1987.

The effective income tax rate for the year increased
from 33.2 percent in 1986 to 38.5 percent. The tax rate in
1986 had been reduced approximately 6.5 percentage
points by favourable settlements on prior years’ issues.

Net earnings were $73.6 million, virtually the same
level as in 1986. Earnings per share were $.87 compared
to $.91 last year. Without growth in net earnings the
decline in earnings per share fully reflects the dilution
caused by the issue of $75.0 million in preferred shares in
mid-1986. The decline in earnings per share in 1987
results in a five year compound growth rate in earnings
per common share of 10.4 percent, down from 13.2
percentin 1986 and below the long term objective of 15
percent. Although substantial improvements in earnings
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An important measure of
financial strength is operating
income relative to interest
expense (interest coverage).
This year's coverage of 3.0
times is acceptable and not
untypical of the industry, but is
approaching a temporary low
at the end of the major capital
addition program.

Operating Income and
Interest Expense

($ millions)

B Operating income
M Interest expense
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Loblaw Companies Limited

per share are foreseen, it is unlikely that the five year
compound growth rate objective will be achieved for
several years.

Return on common shareholders’ equity was at 12.5
percent for the year. Although this is below your
Company’s longer term objective of 15 percent, the five
year average was a satisfactory 15.1 percent. Return on
common equity is likely to be below 15 percent for at least
one more year, however the levels achieved will be
reasonable given the current low inflation environment.

Changes in Financial Position

Cash flow from operations in 1987 was $181.9 million,
which compares with $204.2 million last year. During the
year $8.6 million was invested in working capital, which is
low considering the level of new capital invested in the
business.

New investment in the business during the year totalled
$268.3 million. Additions to fixed assets were $231.8
million. This represents a renewal period in 1987 of 4.2
years. Wherever possible, it continues to be the
Company’s policy to own its store real estate. This policy
affords the Company greater operating flexibility as well as
a significant investment in land, an asset which has
historically appreciated over time. In 1987, the book
value of land holdings increased by $44.1 million and
$36.5 million was invested by way of acquisition of the Mr.
Grocer franchise stores.

Capital Structure

Total debt (including capitalized leases) increased $117.4
million to $686.3 million at the end of 1987 from $568.9
million at the end of 1986. This increase was significantly
less than the comparable $179.0 million increase in 1986
and accordingly the $75 million 10% Series 8 Debentures
due 2007 was the only major new long term debt issue
undertaken in 1987. Proceeds of the Series 8 Debentures
were used primarily to finance the capital investment
program. Long term debt (including capitalized leases and
current portion of long term debt) increased $69.5 million
to $587.5 million at the end of 1987 from $518.0 million
at the end of 1986 primarily due to the issue of the Series
8 Debentures. The balance of the financing requirement
was borrowed short term resulting in an increase in short
term debt in 1987 of $47.9 million to $98.8 million at the
end of 1987 from $50.9 million at the end of 1986.

Fixed rate debt as a percentage of total debt (excluding
capitalized leases) at the end of 1987 decreased slightly to
78.8 percent from 83.0 percent at the end of 1986. This
change primarily reflects the timing impact of long term
debt issues and it remains your Company’s intent to
finance the increasing real estate investment with
primarily longer term fixed rate funds. The weighted
average interest rate on fixed rate long term debt
(excluding capitalized leases) was 10.4 percent at the end
of 1987, down from 10.7 percent at the end of 1986. The
weighted average term to maturity on fixed rate long term
debt at the end of 1987 was 11.4 years, down slightly from
11.5 years at the end of 1986 while the weighted average
term to the earlier of maturity or first retraction date
increased to 7.6 years from 7.0 years at the end of 1986.
The reduction in average rate and extension of term
reflect the positive impact of the Series 8 Debenture issue.

Real estate continuesto be a
source of strength not readily
apparent from the balance
sheet. If the estimated market
value increment of approxi-
mately $183 million were
included in equity, the debt to
equity ratio at year end would
decrease from .99:1 to .79:1.

Land and Buildings

($ millions)

Estimated market value $809

B Increment of
market value over

book value $183
B Net book value $626
B Mortgages $ 21

Capital Expenditures The fixed asset renewal rate

and Depreciation over the last five years has
averaged 3.6 i.e. complete

($ millions) replacement of the existing net
book value every 36 years. In
1987 the rate is 4.2. These
ratios reflect the high level of
capital investment relative to

$300 the existing asset base.

225

150

75
B Purchase of

owned fixed assets

B Depreciation

0 83 84 85 8 8§87
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Shareholders’ equity increased $35.1 million to $690.3
million at the end of 1987 from $655.2 million at the end
of 1986. This increase is primarily due to $48.2 million in
common equity retained in the business offset by $12.2
million in lower equity from foreign currency translation as
aresult of the devaluation of the U.S. dollar during the
year. The debt/equity ratio at the end of 1987 was .99:1
which is marginally below the 1:1 debt/equity objective
and acceptable given your Company’s position in the later
stage of its major capital investment program. As in
previous years, earnings will continue to be primarily
reinvested for future growth and consequently, the
Company will continue to operate with a dividend policy
of paying out approximately 20 percent of previous year’s
earnings.

Following the stock market decline in October 1987,
your Company considered that its common shares could
become available at prices which would make them an
attractive investment for corporate funds. The Board of
Directors of the Company authorized the purchase of up
to 1,000,000 of its outstanding common shares over a
twelve month period commencing October 30, 1987. At
the end of 1987, 32,100 common shares had been
purchased at an average price of $10.76 per share.

Future Prospects

Current plans for capital expenditures in 1988 are
approximately $230 million, which will likely exceed
internally generated cash, requiring some external
financing. Three new combination stores are planned to
openin 1988.

Excluding the benefit of capital gains, profit growth is
anticipated to be modest in 1988. By 1989 the full benefit
of the capital investment program should begin to be
realized, with steady improvement in earnings per share.

Quarterly Earnings Per Share (dollars)

1987 1986 1985 1984 1983 1982 1981 1980 1979 1978

First quarter 5 14 13 11 10 09 .07 06 04 .03
Second quarter 24 23 20 18 14 12 11 08 .05 .04
Third quarter 25 27 26 .24 200 16 A5 .32° .09 .08
Fourth quarter 23 27 26 24 22 17 16 .15 11 .10
Total earnings before

extraordinary

items per share 87 91 8 77 66 54 49 41 29 25
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The level of fixed rate debt
remained high in 1987
reflecting your Company’s
decision to finance an
increasing real estate
investment primarily with
longer term fixed rate funds.

Fixed and Floating Rate
Debt Levels

B Floating rate debt
B Fixed rate debt

8 8 86 87
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Retail and Wholesale Operations

Loblaw Companies Limited

Retail operations include the stores of those businesses which
are exclusively retail-oriented - i.e., Combined Merchandisers,
Loblaws, National Tea and Zehrmart - plus the corporately
owned stores of the four wholesale businesses - i.e., Atlantic
Wholesalers, Kelly, Douglas, National Grocers and Peter J.
Schmitt. Wholesale operations include the sales and services of
the four wholesale businesses to franchised accounts and
unaffiliated accounts, exclusive of sales to corporate stores of

that business or an associated business. The corporate store
operations of the wholesale business are viewed as being
complementary to and not competitive with the wholesale
operations of those same businesses.

The following charts illustrate the makeup and trends in
Loblaw Companies Limited when viewed from a retail and
wholesale perspective.

Retail Operations 1987 1986 1985
Stores Sq. Ft. Stores Sq. Ft. Stores Sq. Ft.
(in (in (in
Stores millions) millions) millions)
Beginning of year 380 10.8 363 G2 381 9.2
Opened 20 1.2 60 2.4 18 6
Closed (23) (.4) (46) (.9) (26) (.4)
Franchised
Transfer to: (18) (.4) (13) (.2) (19) (.4)
Transfer from: 2 <l 16 3 9 2
End of year 361 11.3 380 10.8 363 92
Average store size (in thousands) 31.45sq.ft. 28.4 5q. ft. 253 'sq. At
Analysis by size
More than 60,000 sq. ft. 26 18 10
40,000 - 60,000 sq. ft. 47 46 33
20,000 - 39,999 sq. ft. 176 179 171
10,000- 19,999 sq. ft. 93 112, 129
Lessthan 10,000 sq. ft. 19 Z5 20
361 380 363
Sales
Annual sales (in millions) $4.777 $4.430 $3,940
Annual average sales per
gross sq. ft. $440 $457 $432
Wholesale Operations
End of year
Warehouses 63 62 68
Cash & carry units 61 62 65
Franchised accounts 1,631 1,483 1,284
Unaffiliated accounts 20,845 19,803 14,474
Annual sales (in millions) $3,854 $3,409 $2,991
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Responsibility for
Financial Reporting

Auditors’ Report

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 financial information in this report have
been prepared by the management of the Company in
accordance with generally 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 encompassing all financial records. These controls,
which include a comprehensive budgeting 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
coordinated 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.

Thorne Ernst & Whinney, 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 findings, including the fairness of
financial reporting and the results of their review of internal
controls. The shareholders’ auditors report directly to
shareholders and their report also appears on this page.

Richard J. Currie
President

Porel £ sty

David K. Bragg
Senior Vice President,
Planning and Control

/0 w %m,m.,

John W, Thompson
Senior Vice President,
Finance and Administration
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To the Shareholders of Loblaw Companies Limited

We have examined the consolidated balance sheet of Loblaw
Companies Limited as at January 2, 1988 and the consolidated
statements of earnings, retained earnings and cash flow for the
52 weeks 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, these consolidated financial statements
present fairly the financial position of the company as at
January 2, 1988 and the results of its operations and cash flow
for the period then ended in accordance with generally
accepted accounting principles applied on a basis consistent
with that of the preceding period.

N/ S, éM,Lz/LM?

Chartered Accountants
March 2, 1988
Toronto, Canada

Thorne Ernst & Whinney

Chartered Accountants

Member of Ernst & Whinney International



Consolidated Statement of Earnings TR

52 Weeks Ended January 2, 1988

(in millions of dollars)

1987 1986 1985
(52 weeks) (53 weeks) (52 weeks)
Sales — Canada $5,688.6 $5,098.4 $4.668.2
— United States 2,942.1 2,740.5 2,2629
8,630.7 7,838.9 6,931.1

Operating expenses
Cost of sales, selling and administrative expenses 8,340.9 7,590.0 6,706.6
Depreciation — Owned fixed assets 93.1 76.7 64.1
— Property under capital leases 7.0 88 89
8,441.0 7.675.5 6,779.6
Operating income 189.7 163.4 151.5
Interest — Long term debt 50.8 33.5 23.0
— Short term debt 45 1.8 3.2
— Obligations under capital leases 8.8 9.9 10.1
64.1 45.2 36.3
Eamings before income taxes 125.6 118.2 115.2
Income taxes (note 2) 48 4 39.2 44 3
Earnings before minority interest 77.2 79.0 70.9
Minority interest 3.6 523 3.8
Net earnings for the period $ 736 $ 737 $ 671
Per common share $ .87 $.91 $ .85

Consolidated Statement of Retained Earnings

52 Weeks Ended January 2, 1988

(in millions of dollars)

1987 1986 1985
(52 weeks) (53 weeks) (52 weeks)
Retained earnings, beginning of period $ 3475 $ 2048 $ 2454
Net earnings for the period 73.6 737 67.1
421.1 368.5 3125
Dividends declared

Preferred shares 114 85 6.6

Common shares, per share — 19.5 ¢
(1986 — 17.5¢,1985 — 15.5¢) 14.0 12.5 171
254 21.0 17.7
Retained earnings, end of period $ 395.7 $ 3475 $ 2948
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Consolidated Balance Sheet

As at January 2, 1988

Loblaw Companies Limited

(in millions of dollars)

1987 1986 1985
Assets
Current assets
Cash and short term investments $ 3071 $ 758 $ 15
Accounts receivable 2515 219.8 2079
Inventories 658.0 599.3 523.5
Prepaid expenses and other 43.6 44.7 20.2
983.2 939.6 753
Investments (note 3) 1436 78.5 70.6
Fixed assets (note 4) 986.6 8725 629.0
Property under capital leases (note 5 (a)) 70.7 593 58.8
Other assets 29.4 281 18.2
$2.213.5 $1,978.0 $1,5297
Liabilities
Current liabilities
Bank advances and notes payable $ 988 $ 509 $ 482
Accounts payable 517.4 450.2 363.7
Accrued liabilities 181.3 178.8 162.5
Taxes payable 36.5 40.3 26.7
Long term debt payable within one year (note 6) 48 12.2 15.1
Obligations under capital leases (note 5 (b)) 4.0 6.3 8.1
Dividends payable 3.0
8428 738.7 627.3
Long term debt (note 6) 487.2 430.9 250.7
Obligations under capital leases (note 5 (b)) 915 68.6 67.8
Other liabilities 18.3 29.1 28.3
Deferred income taxes 450 16.7
Minority interest in subsidiaries 38.4 38.8 34.6
1.523:2 1,322.8 1,008.7
Shareholders’ equity
Capital stock (note 7)
Preferred shares 165.4 168.9 944
Common shares 108.1 104.5 104.1
2735 2734 198.5
Contributed surplus 92 10.2 10.3
Retained earnings 395.7 3475 294 8
Equity from foreign currency translation 11.9 241 174
690.3 655.2 521.0
$2,213.5 $1,978.0 $1,529.7
Approved by the Board

W. Galen Weston T
Director NQL MW{'M

Richard J. Currie, /_7 é/ﬁ/ﬂcl
Director W .
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Consolidated Cash Flow Statement PN -

52 Weeks Ended January 2, 1988

(in millions of dollars)

1987 1986 1985
(52 weeks) (53 weeks) (52 weeks)
Operations
Earnings before minority interest $ 7.2 $ 79.0 $ 709
Depreciation 100.1 85.5 73.0
Income taxes not requiring cash 175 16751 37
Other 4.3) (10.2) (.3)
190.5 1714 147.3
Provided from (used for) working capital (8.6) 328 (15.1)
Cash flow from operations 181.9 204.2 132.2
Investment
Purchase of owned fixed assets (231.8) (289.4) (192.0)
Proceeds from sale of fixed assets and capital leases 725 55.8 34.3
Gain on sale of fixed assets and capital leases
included in operations (26.4) (18.7) (9.3)
Acquisition of subsidiary companies (note 8) (36.5) (81.5) (20.9)
Purchase of minority interest (3.1) (.2) (.2)
Additions to leased fixed assets (16.0) (1.0) (.8)
(Increase) decrease in capital lease receivables (31.0)
(Increase) decrease in investments in franchisees (30.9) 7.7 (14.0)
Net (increase) decrease in other items (3.4) (13.7) (9.0)
(306.6) (341.0) (211.9)
Financing
Long term debt — borrowings 76.4 207.2 123.8
— repayments (25.2) (36.0) (39.7)
Capital stock — issued 3.6 754 8
— redeemed (3.3) (5] 1.1
Other sources of financing 59 (12.8) (8.4)
574 233.3 754
Dividends
To shareholders (25.4) (24.0) (17.3)
To minority shareholders in subsidiary companies (.9) (.9) (.9)
(26.3) (24.9) (18.2)
Increase (decrease) in cash (93.6) 716 (22.5)
Cash (deficiency) at beginning of period 249 (46.7) (24.2)
Cash (deficiency) at end of period $ (68.7) $ 249 $ (46.7)

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 January 2, 1988

(Narrative and tabular amounts in millions of dollars except Capital 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% , except for Kelly, Douglas &
Company, Limited which is 85% owned.

b) 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.

c) Fixed assets

Fixed assets are stated at cost, including capitalized interest.
Interest capitalized during the year amounts to $6.4 (1986 —
$8.9, 1985 — $3.1). 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.

d) 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
and that portion of debt payable in United States funds which is
considered a hedge against these investments, 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.
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2. Income Taxes

The Company’s effective income tax rate is made up as follows:

1987 1986 1985
Combined basic Canadian federal and
provincial income tax rate 51.8% 521% 514%
Lower tax rate on capital gains (3.4) 6.4) (3.5)
Impact of operating in foreign countries
with lower effective tax rates (6.4) (2.7 (3.0)
[nventory allowance which partially
offsets increases in taxes due to
inflation (.7) 4.2)
Other (including adjustment of prior
years' estimates) (3.5) 9.1) 2.2)
38.5% 33.2% 38.5%
3. Investments (atcost)
1987 1986 1985
Secured loans and advances $ 280 % 270 $§ 223
Capital lease receivables 31.0
Investments in franchisees 489 18.0 25.7
Long term receivables 30.3 24.8 159
Sundry investments 54 8.7 6.7
$ 1436 $ 785 $ 706

Secured loans and advancesinclude $.7 (1986 — $2.4, 1985
— $2.4) owing by officers and employees of the Company and
its subsidiaries arising from the purchase of preferred shares of
the Company as part of the Company’s incentive plan. These
advances are secured by the shares purchased.

4. Fixed Assets (at cost)

1987 1986 1985
Accumulated
Cost Depreciation Net Net Net
Properties held for
development $ 240 $240 $ 218 %323
Land 195.7 195.7 153.8 120.0
Buildings 451.0 $ 637 387.3 3264 2109
Equipment and
fixtures 626.6 330.1 296.5 305.5 2155
Leasehold
improvements 148.2 65.1 83.1 65.0 50.3
$1,4455 $4589 $986.6 $8725 $629.0




Loblaw Companies Limited

5. Leases

6. Long Term Debt

The Company and its subsidiaries have entered into leases for
retail outlets, warehousing facilities, equipment and store

fixtures.

a) Leased assets

Property under capital leases is as follows:

1987 1986 1985

Buildings $ 839 $ 728 $ 645
Equipment and fixtures 19.9 30.7 42.7
108.8 1035 107.2

Accumulated depreciation 381 442 48.4
$ 707 $ 593 $ 58.8

b) Lease obligations

Minimum lease commitments together with the present value of
the obligations under capital leases are as follows:

Capital Leases Other Leases
Expected Expected
Gross  Sub-lease Net
Liability Income Liability
For the year
1988 $ 151 $ 80.2 $ 252 $ 55.0
1989 13.7 76.3 223 54.0
1950 22.9 69.1 20.1 49.0
1991 12.9 61.4 174 440
1992 134 54.2 149 393
Thereafter to 2023 1369 2824 60.0 2224
Total minimum lease
payments 2149 $623.6 $159.9 $463.7
Less amounts representing
executory costs and
interestat 10.3% 1194
Total obligations 95.5
Less current portion 4.0
Long term obligations $ 915

1987 1986 1985
Debentures
121/2%, due 1990 $ 350 %350 § 350
Series 2, 121/4%, due 1994 35.0 35.0 35.0
Series 3, 115/8%, due 1992 50.0 50.0 50.0
Series4, 11%, due 1995 40.0 40.0 40.0
Series 5, 10%, due 2006 50.0 50.0
Series6,93/4%, due2001 75.0 75.0
Series 7, 10%, due 2001 75.0 75.0
Series 8, 10%, due 2007 65.5
Term loans
LIBOR plus 3/8% — 3/4%, due 1992
(U.S.%13.0) 17.3 1811 17.3
Repaid in 1986 15.0
Mortgages at a weighted average 20.7 255 285
interest rate of 9.9%, due 1988 — 2004
(including U.S. $5.0)
Other long term debt at a weighted average 285 395 450
interest rate of 9.3%, due 1988 — 2014
(including U.S. $14.3)
4920 4431 265.8
Less payable within one year 48 122 15.1
$487.2 $4309 $250.7

The Series 5 and Series 6 debentures are retractable annually
commencing 1996 and 1993 respectively. The Series 7
debentures are retractable in 1991 and 1996. Repayments of

long term debt, at the earlier of maturity or first retraction date,

for the next five years are as follows:

1988 — $4.8; 1989 — $5.6; 1990 — $38.2; 1991 — $78.6;

1992 — $70.4
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7. Capital Stock

Number of shares issued

Paid-up-capital

1987 1986 1985 1987 1986 1985
(in millions of dollars)
First preferred shares
First series 439,652 439,652 439,652 $ 220 $ 220 $ 220
Second series 335,012 343,369 352,169 11.1 11.3 11.6
774.664 783,021 791,821
Second preferred shares
First series 300,000 300,000 300,000 30.0 30.0 30.0
Second series 250,000 250,000 250,000 25.0 25.0 25.0
Third series 3,000,000 3.000,000 75.0 75.0
3,550,000 3,550,000 550,000
Junior preferred shares
First series 5,830 11,500 11,600 6 12 1.2
Second series 1,926 13,000 13,000 2 1.3 13
Third series 7,500 22 500 22,500 7 22 22
Fourth series 8,690 9,130 10,450 8 9 14
23,946 56,130 57,550
Total preferred shares 165.4 168.9 94 4
Common shares 72,427,009 71,390,384 71,305,892 108.1 104.5 104.1
Total capital stock $273.5 $2734 $198.5

Share Description:

First preferred shares (authorized — 1,000,000)

First series — $2.40 cumulative dividend redeemable at $50.

Second series — $3.70 cumulative dividend redeemable 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 1987, the Company purchased 8,357 of these
shares for cancellation at a cost of $402,532. The premium of
$127,651 on these purchases has been deducted from
contributed surplus.

Second preferred shares

First series — cumulative dividend with floating rate equal to
one-half of bank prime rate plus 3/4% to 7/8%, redeemable at
$100, retractable at the option of George Weston Limited on
December 1, 1990.

Second series — cumulative dividend with floating rate equal
to one-half of bank prime rate plus 1 1/4% , redeemable at
$100, retractable at the option of George Weston Limited on
December 1, 1991,

Third series — $1.825 cumulative dividend redeemable at
$25, retractable at the option of the holder on September 1,
1993.
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Junior preferred shares

First series - $9.00 cumulative dividend, redeemable after
June 6, 1990 at $100, convertible into the number of common
shares obtained by dividing the number of preferred shares
converted by .02375.

Second series - $12.00 cumulative dividend, redeemable
after October 7, 1991 at $100, convertible into the number of
common shares obtained by dividing the number of preferred
shares converted by .03.

Third series - cumulative dividend with floating rate equal to
2/3 of average bank prime rate plus 3/4 %, redeemable after
August 6, 1992 at $100, convertible into the number of
common shares obtained by dividing the number of preferred
shares converted by .0375.

Fourth series - cumulative dividend with floating rate equal to
2/3 of average bank prime rate plus 3/4% , redeemable after
May 16, 1993 at $100, convertible into the number of common
shares obtained by dividing the number of preferred shares
converted by .06375.
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Common shares

In 1987 the Company issued 1,014,767 common shares fora
consideration of $3,218,400 on conversion of 5,670 junior
preferred shares, first series, 11,074 junior preferred shares,
second series, 15,000 junior preferred shares, third series and
440 junior preferred shares, fourth series.

In 1987 the Company issued 53,958 common shares for
cash of $407,466 on exercise of employee stock options. The
following options, which have been granted at the market price
on the day preceding the grant, are outstanding at January 2,
1988:

Number of Number of Exercise price Option expiry
employees common shares per share date
s 120,500 $2.375 June 6, 1990

2 374,000 $ 3.00 Oct. 7,1991

5 38,998 $6.375 May 16, 1993

37 281,200 $9.188 Jan. 17, 1995

88 871,900 $11.00 Jan. 27,1993

19 772,725 $11.00 Dec. 9, 1994

2,459,323

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

The Board of Directors of the Company has authorized the
purchase of up to 1,000,000 of its outstanding common shares
over a twelve month period commencing October 30, 1987. As
at January 2, 1988, 32,100 shares have been purchased for
cancellation for cash of $345,400.

8. Acquisition

Effective February 2, 1987, the Company acquired the
franchise business of Domgroup Ltd. operated under the Mr.
Grocer name in Ontario at a cost of $36.5.

This transaction has been accounted for using the purchase
method with the results of operations included in these financial
statements since the date of acquisition. Details of the
acquisition are as follows:

Net assets acquired

Working capital $12.7
Fixed assets 18.3
Property under capital leases 16.1
Other assets 55
Obligations under capital leases (16.1)
Cash consideration $36.5
9. Pensions

Current actuarial estimates indicate that the present value of
accrued pension benefits is $256.2 and the value of pension
fund assets is $276.0. 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.

10. Other Information

a) Segmented information
The Company’s only significant activity is food distribution.
Geographically segmented information is as follows:

United States
1987 1986 1985

$ 371 $ 325 $ 350
$719.2 $758.8 $493.8

Canada
1987 1986 1985

Operatingincome  $ 1526 § 1309 % 1165
Total assets $1,494.3 $1,219.2 $1,035.9

b) Contingent liabilities

Endorsements and guarantees in the normal course of business
amount to $110.2. Gross rentals under leases assigned at the
time of sale of United States divisions amount to $84.3.

In addition to various claims arising in the normal course of
business, there is a class action lawsuit, involving a substantial
amount, filed by a former employee of a United States division
sold in 1982. Although the outcome of this action cannot be
predicted with certainty, management believes that it will not
have a material effect on the Company’s financial position.

¢) 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.
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Ten Year Graphic Analysis
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Earnings before Extraordinary
[tems per Share

(in dollars)

0 78 79 80 81 82 83 8 85 86 87

Book Value per Share
(in dollars)

Dividends per Share

(in dollars)

0 78 79 80 81 82 83 84 8 86 87

0 78 79 80 8 8 83 8 8 86 &7

Price Range per Share
(in dollars)

$20

| II
10 I I

0 78 79 8 81 82 8 84 8 86 87

43



Ten Year Summary

Earnings Statement ($ millions) 1987 1986 1985 1984 1983 1982 1981 1980 1979 1978
Sales — Canada 5,689 5098 4,668 4,394 4,121 3,847 3,513 3,198 2,857 2,645
— United States 2942 2,741 2,263 2,025 1,970 2,374 2,282 2,177 1,868 1,602
Total 8,631 7,839 6,931 6,419 6,091 6,221 5,795 5,375 4,725 4,247
Trading profit* 200 249 225 205 190 173 166 147 108 o1
Operating income 190 163 152 138 128 115 113 99 72 60
Depreciation 100 86 73 67 62 58 53 48 36 31
Interest 64 45 36 29 26 26 29 26 22 16
Income taxes 48 39 44 44 46 39 37 34 21 20
Minority interest 4 5 4 3 4 4 6 5 6 5
Earnings before
extraordinary items 74 74 67 61 52 45 41 34 23 19
Extraordinary items 3 i) 6) 12 12 12 7
Net earnings 74 74 67 64 53 39 53 46 35 26

Per Common Share (dollars)

Earnings before

extraordinary items 87 91 8 77 66 54 49 41 29 25
Net earnings 87 91 8 8 66 46 66 60 48 36
Dividends — declared 195 175 155 135 118 105 .085 .068 .058 .038

— year end rate 2 18 16 14 12 11 .09 07 .06 .038

Return on Sales (percent)

Operating income 22 21 22 21 21 19 19 18 15 14
Earnings beforeincometaxes 15 15 17 17 17 14 14 14 11 10

Earnings before
extraordinary items 9 9 10 10 9 ¥ i 6 5 4

Earnings Ratios* * (percent)

Return on common equity 125 146 156 163 163 153 163 169 152 162
Return on capital employed 136 143 170 181 186 175 180 173 148 147

*Trading profit is defined as earnings before depreciation, interest and income taxes.
* * Earnings ratios have been computed as follows:

Retum on common equity -
Earnings before extraordinary items less preferred dividends divided by average common share capital, retained earnings, equity from foreign
currency translation and the applicable portion of contributed surplus

Return on capital employed -
Operating income divided by average total assets less non-interest bearing debt.
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Financial Position ($ millions) 1987 1986 1985 1984 1983 1982 1981 1980 1979 1978
Current assets 983 940 753 624 581 575 531 491 465 414
Current liabilities 843 739 627 495 470 479 433 401 378 336
Working capital 140 201 126 129 111 96 98 90 87 78
Owned fixed assets (net) 987 873 629 516 441 413 373 341 316 262
Property under capital leases

(net) 71 59 59 61 67 81 8 87 44
Total assets 2,214 1978 1,530 1,264 1,151 1,111 1,034 962 868 713
Longterm debt 492 443 266 174 138 133 98 99 110 102
Total debt 686 569 390 283 233 253 220 231 195 151
Retained earnings 396 348 295 245 198 159 134 95 62 35
Shareholders’ equity 690 655 521 466 413 344 317 277 242 190

Average capital employed 1,393 1,141 893 761 692 657 628 572 486 408

Changes in Financial Position ($ millions)

Cash flow from operations 182 204 132 60F 117 110 123 99 78 61
Purchase of owned fixed

assets 232 289 192 148 98 69 92 92 99 99

Per Common Share (dollars)

Cash flow from operations 254 28 18 84 165 155 180 156 122 96
Book value 712 668 585 509 433 369 334 268 215 172

Price range — high 16.88 14.00 1213 975 744 519 450 4.00 250 275
— low 9.00 11.00 800 657 463 275 257 190 183 163

Financial Ratios (xx:1)

Working capital 117 127 1.20 1.26 124 120 123 122 123 1924
Total debt to equity 99 87 75 61 56 74 70 83 81 80
Cash flow from operations

to long term debt 37 46 50 34 8 8 126 100 71 60
Interest coverage on total

debt 3.00 362 417 472 486 435 380 383 326 3.72
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Corporate Structure
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Loblaw Companies Limited

Directors

W. Galen Weston
Chairman and President
George Weston Limited

Richard J. Currie

President, Loblaw Companies

Limited

Charles M. Humphrys*
Management Consultant

RobertH. Kidd *

Senior Vice President and
Chief Financial Officer
George Weston Limited

Roger A. Lindsay
Executive Vice President
Wittington Investments,
Limited

Arthur H. Mingay*
Former Chairman
Canada Trust

David A. Nichol
Executive Vice President

Loblaw Companies Limited

Shirley E. Robertson *
Homemaker, Professional
Photographer

*member - Audit Committee

Honorary Chairman
George C. Metcalf

Honorary Director
Richard G. Meech, Q.C.

Central Canada
Grocers Inc.
(Toronto, Ontario)
David M. Williams
President

National Tea Co.
(Rosemont, lllinois)
Sheldon V. Durtsche
President

Peter J. Schmitt
Co., Inc.

(Buffalo, New York)
Charles B. Barcelona
President

IPCF

Properties Inc.
(Toronto, Ontario)
Stanley B. Swartzman
President

Loblaws Supermarkets
Limited

Combined
Merchandisers Inc.
(Toronto, Ontario)
David T. Stewart
President

National Grocers Co. Ltd.
(Toronto, Ontario)

Neil M. Walker

President



Corporate Officers

W. Galen Weston
Chairman of the Board

Richard J. Currie
President

Raymond J. Addington

Executive Vice President

Brian Y. Davidson
Executive Vice President

David M. Williams
Executive Vice President

David K. Bragg
Senior Vice President,
Planning and Control

John W. Thompson
Senior Vice President,
Finance and Administration

John N. McCullough
Vice President, Assistant
General Counsel

Richard P. Mavrinac
Vice President, Taxation

Donald G. Reid

Vice President, Treasurer

Stephen A. Smith

Louise M. Lacchin
Assistant Treasurer

Glenn D. Leroux
Assistant Vice President,
Risk Management

Geoffrey H. Wilson
Assistant Viice President,
Systems and

Internal Control

Wayne E. East Controller
David A. Nichol Vice President, Stewart E. Green
Executive Vice President Information Services Assistant Secretary
James H. Farrell Dorothy M. Leamen
Vice President, General Assistant Secretary
Counsel and Secretary
Loblaw International Intersave Buying & Kelly, Douglas & Atlantic Wholesalers Ltd.
Merchants Merchandising Services Company, Limited (Sackville,
(Toronto, Ontario) (Toronto, Ontario) (Vancouver, New Brunswick)
David A. Nichol Brian Y. Davidson British Columbia) Albert F. Rose
President Chairman Raymond J. Addington President
Douglas N. Lunau President
President, Intersave Canada
Harry DeMuth
President, Intersave U.S.A.
Zehrmart Limited Westfair Foods Ltd.

{Cambridge, Ontario)
Grant J. Heimpel
President

(Winnipeg, Manitoba)
Raymond J. Addington
President

The average age and years of service
of the Officers and operating Presidents
are 46 and 15 years respectively.

47



Shareholder Information

Corporate Directory
Loblaw Companies Limited

Transfer Agent and

Registrar

National Trust Company

Toronto, Montreal, Vancouver,
Winnipeg, Calgary, Regina, Halifax

Stock Listings
Toronto, Montreal and
Vancouver Stock Exchanges

Executive Offices

22 St. Clair Avenue East
Toronto, Ontario

M4T 2S8

General Counsel
Borden & Elliot

Auditors
Thorne Ernst & Whinney
Toronto, Ontario

48

Common Dividend Payment Dates
April 1

July 1

October 1

December 30

Valuation Day Value of Common
Shares
$2.875

Annual General Meeting

April 27, 1988, 11:00 a.m.
Roy Thompson Hall

60 Simcoe Street
Toronto, Ontario
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