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Loblaw Companies has had a much better year. A great dealofgood The past year was another evendul one for Loblaw Companies Limited. 
work has been carried out and the new large stores put in place over the The strategic repositioning of the business and its capital reinvestment 
last few years are now beginning to perform. Already Canada's largest, program which was started in 1984 began to wind down with the 
we are once again challenging for the top spot as Canada's most profit- successful Real Canadian Superstore entries into the Vancouver and 
able food merchandiser and our United States' Operations have Calgary markets: the sorting out of the Ontario store asset base between 
reversed their position and are performing well. Loblaws, Zehrs, Supercentre, Fortino's and the various franchise 

As you will see from our President's report, improvements have been stores; the fuming up of the United States investment in St. Louis and 
forthcoming in almost evev area and the major capital expenditure New Orleans; and the introduction of acontrolled label (G*R*E*E*NTM) 
program which began over five years ago is now behind us. program more sweeping in concept and influentialin impact than any 

From a marketing perspective, the image of our various divisions is yet seen in the Canadian marketplace. 
high relative to competition and our systems, controlled labels and For the past year, trading profit (operating income before deprecia- 
franchise programs are all working well. tion) was at the record high level of $291 million, or 3.7 percent of sales 

It is with great confidence that I lookfonvard to the coming year and and operating income (earnings before interest and taxes) was also at 
it is with sincere appreciation that I thank customers, executives, the record high levelof $191 million. In 1987, when the previous high 
employees and shareholders for their continued support. in operatingincome was achieved ($190 million) the sales level ($8.63 

biion) was $697 million higher than the 1989 sales of $7.93 biion. 

w . q ~ l 3 z  The outlook for the 90's is for steady improvement. 
In the near term, earnings per share are expected to show good 

increases as trading profits continue to increase while depreciation and 
W. Galen Weston interest costs remain at the 1989 level. Over the longer term, tradi 
Chairman of the Board profits should continue to increase although at a decreasing rate, v 

depreciation and interest begin to decline, resulting in further and 
sustainable increases in earnings per share. 

As noted in last year's Annual Report, capital expenditures in exces! 
of normal replacement and market growth were virtually com~leted in 



1989. Over the period of the major investment program, the core 
marketing areas of Oiitario, the Prairies, the Maritimes and St. Louis 
have been strengthened by the introduction of new stores or the targeted 
acquisition of corporate supermarke~s or franchised units on top of an 
aheady solid base business. In addition, a relatively new asset base and 
a competitivecost structure has been achieved in the major urban 
centres of Halifax, Hamilton, Widsor. Calgary and Vancouver- 
markets in which the presence ofI.oblaw Companies was inconsequen- 
tial a few years ago. While remaining Canada's largest food distributor 
throughout the investment program, the asset profile of your Company 
has changed and improved. Its market coverage at retail has now come 
to the point where no realvoids exist for competitorj to exploit. The 
wholesale customer base is now mainly franchised in nature, having 
been purged of those accounts or businesses where volume was plenti- 
ful, but profik were not acceptable. 

We have reported that in 1989 satisfactory progress was made in all 
sectors of activity throughout the business. Nevertheless, some long 
term goals were not achieved. On a total company basis, the stated goal 
has been to provide a 15 percent return on shareholders' equity in every 
five year period. This year's return was 11.7 percent, giving a Gve year 
average return of 12.1 percent. Over the next five years no increase in 
capital employed is expected to be required on a regularly increasing 
sales base. Return on investment, (13.8 percent in 1989) and return on 
equity will improve as earnings increase on this constant capital base. 

The stated goal on earnings per share ha3 bee11 to achieve an average 
annual increase in earnings per common share of 15 percent in every 
five year period. This goal bas not been achieved since the five year 
period ending in 1985 which coincides with the beginning of the 
repositioning and investment program. From the earnings per share 
base of $.80 in 1989, earnings arc now expected to grow at least at the 
15 percent rate although it willlikely be two or three years before a five 
year average of 15 percent will again be achieved. The third stated Tical 
goal has been to maintain a debt - to equity ratio of 1: l orless.:The 1989 
year end ratio of .74:1 is the best since year end 1984 when the ratio 
was .61:1. To spend $1.18 b i o n  overthis investment period and end 
with virtually the same debt to equity ratio at the end as at the start con- 
firms the strength and the cash generating capacity of the business. This 
ratio should continue to improve as positive cash flows evolve over time. 

Loblaw Companies Limited now has a formidable asset base in all its 
markets and is managed day-to-day by an increasingly skilled group of 
people. It is people and programs which willcontinue to improve the 
eamings and cash generation ofthe business. We look forward to the 
decade of the 90'3 with optimism and contidence. 
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F or Loblaw Companies Limited, the period from 1985 to 1988 was 
a tumultuous one. It was a period in which over $1.0 billion was 

spent to strengthen and expand the asset base. It culminated in 1988 
with the sale of the under-performing U.S. wholesale business, a major 
rationalization ofthe retail business in the faltering New Orleans market 
and astrategic repositioning of the combination store program in 
Eastern Canada. 

By contrast 1989 has been relatively tranquil. It was forecast to be a 
year of quality earnings growth, characterised by emphasis on market- 
by-market tactical, operating and merchandising skills. It has lived up to 
this expectation. In 1989 operating income reached a record $190.5 
d o n ,  not materially different from $189.7 million in 1987, but 
achieved on $696.8 million less sales. Operating income increased 
from 2.2 percent of sales in 1987 to 2.4 percent of sales in 1989. 
Earnings before extraordinary items were $70.2 million, an increase of 
72 percent over last year's result, which included a $21.5 million 
unusual provision related to the combination store repositioning. Net 
earnings were $70.2 million, a $44.0 million improvement over last 
year's result which also included a $14.6 million extraordinary loss, 
primarily related to the rationalization in New Orleans. 

Continued focus on cash and balance sheet management has resulted 
in the investment in inventory and receivables, net of payables and 
accrued liabilities, decreasing by $69.3 million during the year. In 
addition, the net short term borrowings of 1988 has improved (by $56.1 
million) to a net cash position. No new long term debt has been issued. 
Interest coverage hasimproved (from 2.16 times to 2.39 times) and the 
debt to equity ratio has improved (from .96:1 to .74:1). 

More subtle balance sheet improvements have also taken place. 
Loblaw Companies bought out the minority interest in Kelly, Douglas 
(previously an 85 percent owned subsidiary) for $76.8 million, 860 
million ofwhich was effectively covered by an issue of perpehld 
preferred sha~es. Over $40 million in minority interest was thereby 
eliminated from the Company's balance sheet. Also, the equity base was 
strengthened when $55 million in preferred shares which were subject 
to retraction in 1990 and 1991 were replaced with perpetual preferred 
shares. 

Real estate continues to be a source of strength not readily apparent 
on the balance sheet. Management estimates a current excess of market 
value over bookvalue of approximately $191 million. As well, t I  
Company is taking the first steps toward realizing the potentialtl iats 
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