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FOREWORD

In April 1975 the Royal Commission on Corporate Concentration
was appointed to "inquire into, report upon, and make
recommendations concerning:

(a) the nature and role of major concentrations of
corporate power in Canada;

(b) the economic and social implications for the public
interest of such concentrations; and

(c) whether safeguards exist or may be required to protect
the public interest in the presence of such
concentrations."

To gather informed opinion, the Commission invited briefs
from interested persons and organizations and held hearings
across Canada beginning in November 1975. 1In addition, the
Commission organized a number of research projects relevant
to its inquiry. One such project resulted in a series of studies,
of which this is one, dealing with the growth of large and
diversified corporations in Canada. The series was coordinated
by Charles B. Loewen of Loewen, Ondaatje, McCutcheon & Co. Ltd.,
an investment firm in Toronto.

‘This study on THE MOLSON COMPANIES LIMITED was prepared
by Michel G. Perreault, B.Comm., C.A., M.B.A., C.F.A., who
is associated with Alfred Bunting & Co., Limited. 1In addition
to his impressive academic background and professional
qualifications, Mr. Perreault has been in the field of security
analysis for the past six years, specializing in consumer-
related industries, including brewing.

The Commission is publishing this and other background
studies in the public interest. However, the analyses presented
and conclusions reached in each study are those of the author,
and do not necessarily reflect the views of the Commission or
its staff.

Note: This report has been translated from the original French.
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INTRODUCTION

The Molson Companies Limited (Molson) is composed of a number
of Canadian firms and foreign businesses operating in Canada, the
United States, England and New Zealand. Most of the business is
carried on in Canada, and foreign operations made up only about
2.7% of last year's total consolidated sales. In 1970, an
estimated 12.1% of sales were made outside the country. Basically,
beer is the only product that Molson exports from Canada. All
other sales abroad are of goods that are also manufactured outside
the country.

In order to emphasize the importance of Molson's role within
the Canadian economy, we could point out that its total consolidated
sales, amounting to $740.3 million in 1975, make up one-half of 1%
of the national expenditure. We might also add that the July 1975
issue of Canadian Business ranked The Molson Companies Limited 26th
among the 200 largest Canadian companies (other than retail stores
and financial institutions) in terms of sales. According to the
same article, only 29 corporations employ more people than Molson.

During 1975 The Molson Companies Limited paid the federal and
provincial governments $126.7 million in excise taxes on beer sales
for that year, and since 1967 some $187 million has been spent
acquiring or modernizing fixed assets, including $45 million in
connection with the assets of new businesses acquired. The number
of employees rose from 2,553 in 1966 to 11,211 in 1975, an increase
of 17.7% a year, and we estimate that the two main acquisitions
(Beaver Lumber and Anthes Imperial) alone swelled the ranks of
employees by some 5,700; this means that the total of new employees
taken on from other sources was approximately 2,950.

The Molson Companies Limited is a corporation with operations
in four main sectors of activity. We consider Molson--involved as
it is in various diversified, contrasting and sometimes totally
unrelated industries ranging from brewing to business forms and
stationery, and from retail merchandising to the manufacture and
distribution of gasoline pumps--to be an important Canadian
economic entity whose definition corresponds with the terms used
by the Royal Commission on Corporate Concentration to define
"conglomerate".

The Molson Companies Limited is first and foremost an operating
company, as we shall see later, but it is also a holding company
in that it derives part of its income from the dividends of
subsidiary and affiliated companies, and it is also a "conglomerate"
since the activities of the corporate units that make up this entity
called "The Molson Companies Limited" relate to a group of different
industries.



As an indication of the identity crisis with which the
company has had to cope in the past, The Molson Companies Limited
was defined as "a consumer-goods business with the emphasis
primarily on brewing, retail merchandising and distribution" by
Mr. J.T. Black, then Executive Vice President of the company,
speaking before the Vancouver Society of Financial Analysts on
March 15, 1973. Today, this identification problem is still not
entirely resolved, for the directors have made no move since
that time to delimit and thereby clearly define the real activities
of Molson. The Molson Companies Limited will undoubtedly be
different a few years from now, just as it no longer resembles
today what it was ten years ago.



1. CORPORATE STRUCTURE

As can be clearly seen from the table in Appendix 1 outlining
its operational structure in simplified form, Molson's operations
fall into four main sectors: the Brewing Group, the Retail
Merchandising Group, the Commercial Products and Services Group
and the Petroleum Marketing Equipment Division. Each of these
sectors includes a number of corporations involved in the
activity described by the name of the Group or Division. The
chart on page 56 (Appendix 2) sets out the corporate legal structure
of Molson. ~

Within the Brewing Group, there are a number of subsidiaries
whose names indicate the way in which Molson's operations are
divided up according to the various Canadian and foreign regions
in which the company is active. Thus, we find Molson's Brewery
Quebec Limited, whose activities are centered in Quebec, and
Molson's Western Breweries Limited, under which there are four
other distinct Divisions or Regions--British Columbia, Alberta,
Saskatchewan and Manitoba. We should note that all assets
connected with the brewing operations are the property of the
parent company, that is, The Molson Companies Limited, and that
the sales and profits of the Brewing Group are also accounted for
in the books of the parent company. Therefore, in view of the
operations of the Brewing Group of the corporation, which is
commonly referred to as The Molson Companies Limited, it is
correct to consider this company an operating company, since it
is itself involved in producing and distributing beer. The
reader will no doubt wonder about the reason for the existence
of these various subsidiaries forming the Brewing Group and owned
by The Molson Companies Limited, since their assets and profits
belong to the parent company. The reason is that provincial
laws require all brewing firms operating in a province to be
incorporated within the jurisdiction of that province in order
to obtain a licence. Since we know that, according to the
Canadian Income Tax Act, all companies must file their own annual
tax returns, the fact that the annual return filed for the company
by The Molson Companies Limited covers all the profits from the
Brewing Group is a clear indication that The Molson Companies
Limited is an operating company.

In the Retail Merchandising Group, unlike the situation in
the Brewing Group, the assets and profits of Beaver Lumber Company
Limited, the largest subsidiary in the Group, are the exclusive
property of Beaver itself. This deliberate distinction on the
part of the Molson directors can be attributed to the fact that
the parent company is anxious to identify and bring to light
the vast amounts of capital spent to establish the company's new
concept of "Le Castor Bricoleur" or the "Home Improvement Centre"
firmly in Canada. In fact, in 1975 Molson subscribed $55 million
in share capital to shore up the working capital and provide for
the future development of this subsidiary.



Secondly, it is important to remember that Beaver Lumber and
all other retail merchandising firms have a special way of financ-
ing their expansion and growth. 1Indeed, it is a common practice
in this industry to rent necessary store space rather than to buy
it, since this method of financing imposes less of a burden on
the company with respect to outside financing. The financial
world is readier to agree to a long-term financing arrangement
with a higher proportion of indebtedness or to capitalization of
long-term leases (leverage) for a company involved in retail
merchandising than it is for manufacturing firms. Thus, by keeping
Beaver Lumber a distinct entity within the Group, with its own
assets that may be used eventually as collateral for loans, such
financing methods will not involve the assets of the other
operational Groups of The Molson Companies Limited.

We should point out that all financing arranged since the
acquisition of Beaver Lumber in 1971 has been obtained by The
Molson Companies Limited and that Beaver Lumber will not be able
to take out its own loans until it has reached a satisfactory
level of profitability. For the foregoing reasons, and because
The Molson Companies Limited holds the shares in Beaver Lumber,
this type of relationship between the two entities leads us to
believe that The Molson Companies Limited is a holding company
as far as this area of operations is concerned.

In our opinion, there is a difference between a true holding
company and The Molson Companies Limited, which we consider to be
both an operating company with respect to its brewing operations
and a holding company with respect to its investment in the
shares in Beaver Lumber, its main subsidiary.

A true holding company, such as Argus Corporation or Power
Corporation, is a business whose main assets consist strictly
of shares in companies of all sorts, either related or unrelated;
such a corporation's main investment consideration is solely the
expected return on its investment. The income of a holding
company like Argus Corporation will, therefore, come from dividends,
which sometimes represent a large portion of the profits of its
subsidiary. (For example, for the fiscal year ended March 31,
1975, Standard Broadcasting Corporation Limited, 48% of whose
shares are held by Argus Corporation, earned $0.58 per share
while it paid dividends of $0.50 per share--a very impressive
distribution proportion of 88%). The money from these dividends
will be used to carry out an adequate diversification program
among the companies in its portfolio.

Thus, The Molson Companies Limited is much the same as a
holding company as far as its Retail Merchandising Group is
concerned, but to a lesser degree than Argus Corporation since
its purpose is to take advantage of the greater flexibility in
this sector with its special method of financing.



Another point to be raised relates to Molson's administrative
philosophy with respect to its Groups. (We shall deal with this
subject later under a special heading.) The concept put into
practice consists of managing the Groups in the same way, regard-
less of whether they are operational within the parent company
or whether they are operational indirectly through a parent-
subsidiary relationship. Major procedures set down by the
directors are the same from one Group to another: for example,
the detailed interpretation of and the instructions to be followed
with regard to the anti-inflation program introduced on October
14, 1975 by the Federal Government. The Divisions also follow a
predetermined procedure in drawing up their budgets.

We have indicated that it is mainly for reasons of financing
that The Molson Companies Limited has adopted the holding company
formula with respect to its Retail Merchandising Group. Although
the bank has granted a credit margin directly to Beaver Lumber
for a number of years now, Molson intends that Beaver Lumber will
finance its expansion and development autonomously only when its
profit-earning capacity is satisfactory. Until then, the financial
markets will not agree to an issue of Beaver Lumber shares without
financial backing and guarantees from the parent company.

As far as foreign operations are concerned, Molson follows
the common practice of setting up at least one company for each
country in which it does business, rather than using the branch
formula.

In short, the economic entity constituted by The Molson
Companies Limited is made up of a Brewing Group whose assets
belong to the parent company, a Retail Merchandising Group whose
assets and operations are part of the subsidiary Beaver Lumber,
and another Group and a Division operating the same way as the
Retail Merchandising Group with their operations concentrated in
two other wholly owned subsidiaries--Anthes Imperial and Vilas
Furniture. Thus, Willson Office Specialty, as well as Vilas
Industries and Anthes Imperial, are held directly by The Molson
Companies Limited, while other companies in the Commercial Products
and Services Group and in the Petroleum Marketing Equipment
Division are held by Anthes Imperial. Some of the assets of
these subsidiaries are part of the parent company, The Molson
Companies Limited, and these subsidiaries are companies without
assets.



2. HISTORY

Molson was not incorporated under Canadian law until December
4, 1930, under the name Molson's Brewery Limited, although the
brewing business had existed since 1786 when it was founded by
John Molson. Molson is thus one of the oldest commercial under-
takings on the North American continent. Since 1930, its corporate
name has undergone a series of changes in order to describe in a
satisfactory way the increasingly diversified nature of the firm.
From the original name of Molson's Brewery Limited, the name was
changed to Molson Breweries Limited in 1962, and in 1965 the
French name Les Brasseries Molson Limitée was authorized. 1In
1968 the company's name was changed again, this time to Molson
Industries Limited--Les Industries Molson Limitée--in order to
better describe the diversification that had just taken place in
the company's operations, with the first acquisition outside the
brewing sector. One last name change took place on July 16, 1973,
to The Molson Companies Limited or the French equivalent Les
Compagnies Molson Limitée following the 1972 acquisition of
Beaver Lumber Company Limited, which went a great way toward
strengthening Molson's operations in the retail merchandising
field. '

In studying Molson's history, we should distinguish two eras
that characterize the development and rise of this firm. The
first period, from the beginning of its operations to 1967, was
marked by the company's efforts to establish itself firmly in
the Canadian market as a producer and distributor of beer. Thus,
the few acquisitions and attempts at acquisitions made before
1967 related only to brewing firms, both in Canada and abroad,
and helped to make Molson a national business operating in all the
provinces of Canada with a relatively small percentage of its sales
directed outside the country.

Until 1955, Molson's brewing operations were limited to
Montreal, but in that year a new brewery was established in
Toronto. In 1958 Molson acquired control (it now holds all the
shares) of Sicks' Breweries Limited, now Molson's Western Breweries
Limited, which runs breweries in British Columbia, Alberta and
Saskatchewan. In 1960, Sicks' Breweries Limited bought up all
the shares in Fort Garry Brewery Limited at Winnipeg, Manitoba.

Two years later Molson acquired all the shares in Newfoundland
Brewery Limited.

Since 1955, Molson, whose single brewery in Montreal used to
have an annual capacity of 1,500,000 barrels, has expanded its
operations so that it now runs ten breweries in seven provinces,
with a total capacity of 6,930,000 barrels per year. The
company's share of the Canadian beer market has made steady
gains, rising from 17% in 1955 to 29% in 1967, and now stands
at approximately 34%.



In addition, directly and through a subsidiary, Molson
holds 48% of the shares in the Rainier Companies Inc., which
operates a brewery in Seattle, Washington, with a capacity of
over 1 million American gallons a year.

The second stage began, as we have mentioned, in 1967 with
the purchase of Vilas Industries. This period is characterized
by the directors' efforts to use the financial resources from
the brewing operations in other areas of activity in order to
improve the profit-making capacity of the company's capital and
to speed up its future growth rate.

For the purposes of the Royal Commission on Corporate
Concentration, this stage takes on a more particular significance,
for it was during this period that a number of the acquisitions
were made that made The Molson Companies Limited a conglomerate.
The main acquisitions since 1967--that is, during this second
era in Molson's history--have been the following:*

1967: The acquisition of Vilas Furniture, a small home-
furniture factory in Cowansville, Quebec, was the company's first
move toward extending its activities outside the brewing industry.

1968: Anthes Imperial was acqguired in order to obtain and
take advantage of the management expertise of this company, which
had succeeded in bringing together and integrating a number of
businesses very efficiently. Anthes also had a great deal of
experience in managing different types of businesses, which
Molson wanted.

1970: Midwest Storage, a private business operating in
Quebec, provides warehousing services for a number of companies
and for government. Molson acquired all the shares in this
company for $1,834,750.

1971: Aikenhead Hardware, a Toronto-area company, runs a
number of stores selling supplies and hardware to industries and
contractors. All the shares were acquired from the Aikenhead
family for $3,070,420, and this purchase was Molson's first move
into the retail merchandising field.

1971: Beaver Lumber operated a chain of approximately 270
building-supply stores in western Canada. Toward the end of 1971,
Molson acquired this company for a total consideration valued at
$57.8 million--that is, $20 plus four Molson's Class A shares
for five Beaver common shares or Class A shares. This acquisition

* - The table in Appendix 3 outlines the highlights of
acquisitions and divestments since 1965.



gave definite form to the company's resolve to take an active

and important part in the retail merchandising sector. As a result
of the takeover, Molson's annualized sales rose by $105.3 million
and its profits increased by $3.8 million; for the fiscal year
ended March 31, 1973 (the first full year after the takeover),
these figures amounted respectively to 20.2% and 18.2% of the
consolidated sales and profits of the whole company.

1972: Another company, Willson Office Specialty Limited,
was acquired sometime after Beaver Lumber was taken over by Molson.
This company, purchased at a cost of $2,980,000, now forms part
of the Commercial Products and Services Group. It distributes
and retails office furniture, supplies and accessories, as well
as providing office planning services. Willson products, which
are manufactured in Ontario, are distributed through 38 stores,
15 distribution centres and 14 branches.

1974: On August 1, 1974, through Molson's Brewery (Ontario)
Limited, Molson acquired the assets of Formosa Spring Brewery from
Benson and Hedges, a subsidiary of the American company Philip
Morris Inc. The plant was purchased for approximately $27,764,000,
and Molson's objective at the time was to increase its brewing
capacity. The Toronto brewery could not be enlarged easily, and
the directors were convinced that it would have cost a great
deal more to build a new brewery with the same capacity.

1975: On November 6, Beaver Lumber Company Limited, a
subsidiary of The Molson Companies Limited, signed an agreement
with C.B.S. Lumber and Building Supplies (Quebec) Inc. in
connection with Beaver Lumber's acquisition of long-term leases
for the buildings and land as well as the inventories and fixtures
of two stores in Montreal and one in Quebec City. The cost of
acquiring these assets is not known.

This acquisition enabled The Molson Companies Limited to
establish itself firmly as a retailer in Quebec, one of its
objectives since the takeover of Beaver Lumber. To be more
precise, the store located in the Place des Quatre-Bourgeois
Shopping Centre in Quebec City gives Beaver Lumber instant
access to this large urban market, and Molson intends to make
it into a "Le Castor Bricoleur" store within a short time.



3. THE CANADIAN BREWING INDUSTRY

Since The Molson Companies Limited obtains about 48.2% of
its total sales and an even higher percentage of its earnings
from its brewing operations, it is important to pay special
attention to this industrial sector.

We should begin by pointing out that there are many factors
that affect beer consumption; however, the most important are
demographic trends such as increases in the adult population,
summer weather, and the amount of money spent on leisure, as
well as the level of and rate of increase in personal disposable
income.

During 1974, beer sales in the country amounted to 16,754,858
barrels, an increase of 373,033 barrels or 2.3% over the preceding
year. The average annual rate of increase over the previous ten
years was approximately 4.5%.

Population growth favoured beer consumption in Canada. The
average adult (20 years of age or over) consumed 20 gallons of
beer a year in 1950 and approximately 29.9 gallons (roughly
equivalent to 399 bottles) in 1973. Beer consumption per adult
rose by an average of 2.3% each year and the adult proportion of
the total population increased from 57.7% in 1963 to 61.9% in
1973. During this same period, personal disposable income--the
money available to spend on consumer goods--grew at an average
rate of 9.2%, slightly less than the 9.9% average increase in
Canada's gross national product.

The Economic Council of Canada estimates that the adult
population of the country will continue to grow faster than the
population as a whole. 1In 1970, 69.7% of the population was 15
years of age or over. According to the calculations of the
Economic Council, this percentage now stands at 73.7% and will
reach 77.2% by 1980 and 79.3% by 1985. The Council also
estimates that per capita consumer spending on alcoholic beverages
and tobacco (in current dollars) will increase by about 11.6% a
year between now and 1985, rising from $231 to $499 (compared
with 9.8% for the 1970-75 period), and that per capita spending
on leisure and entertainment will continue to grow by an average
13.4% until 1985--that is, at roughly the same rate as for the
1970-75 period. Considering the rise in the Consumer Price Index
--approximately 9% for 1970-75 and an average of close to 6.5%
until 1985--it is increasingly apparent that the next decade
does offer a certain amount of potential. Personal disposable
income, demographic trends and the breakdown of consumer spending
seem to indicate that the brewing industry should enjoy a relatively
favorable growth rate over the next few years--around 4% annually,
which is slightly lower than the rate over the past ten years.



In Appendix 4, we give some relevant data on the Canadian
brewing industry. The reader will notice that the average growth
rate in the volume of beer sold in the country can be attributed
for the most part to the increase in the adult population, and
that this industry has grown at a lower rate than that of real
overall economic activity. In the light of these observations
and with the knowledge that the possibilities for further growth
through the acquisition of brewing firms have been severely
limited, if not nonexistent, we can see why the brewing
companies had to find new outlets for growth outside this sector.

- 10 -



4. OPERATIONS OF

THE MOLSON COMPANIES LIMITED

The Molson Companies Limited is an important, well-known
Canadian enterprise that is involved in seven different industries,
divided into four main groups. The corporation's total sales,
amounting to $740.3 million, represent one-half of 1% of Canada's
gross national product, and sales in the actual consumer-goods
sector represent seven-tenths of 1% of the total expenditure on
goods and services in Canada in 1974. Consolidated sales for each
of these industrial Groups and Divisions during the fiscal year
ended March 31, 1975, are shown in Table 1.

Table 1

SALES BY GROUP AND DIVISION
(As at March 31, 1975)

Sales Per cent
Industry ($ Millions) of total
Brewing 357.1 48
Retail Merchandising 211.8 29
Commercial Products and
Services
Warehousing and
distribution 20.2 3
Office and
education products 71:1 10
Home furniture 19.1 2
Construction products
and services 38.5 148.9 5 20
Petroleum Marketing
Equipment 22.5
740.3 100

The sectors directly involved with consumer products make up
approximately 79% of total sales, and this is the type of activity
in which Molson is especially interested. We suspect that any
future acquisitions the company may make will be in the consumer-
products field, while those companies whose business is cyclical
will be divested eventually at an opportune time. The directors
feel that certain products for use in construction, such as water

- 11 -



heaters, as well as the warehousing and distribution services
(although not strictly connected with consumer products), have
more growth potential than other businesses--for example, those
connected with industrial construction, such as shoring and
scaffolding.

BREWING GRCUP

This Group, with sales amounting to $357.1 million during the
fiscal year ended March 31, 1975, contributed 48% of the total sales
of The Molson Companies Limited, and we believe that its contribution
to net consolidated profits was 70%. During 1975, sales of the
Brewing Group grew by 20.5% and the number of barrels of beer
sold rose to 5,800,000 (a jump of 9.4% over the previous year),
while the industry increased its deliveries by 2.7%. Compared
with the total 16,754,858 barrels delivered by the Canadian
industry as a whole in 1974, this figure for annual deliveries
is quite impressive and, when the 127,120 barrels delivered to
the United States is deducted, indicates that Molson now has 33.9%
of the Canadian market. With respect to international operations,
the company's last annual report makes reference to the fact that
it is now the third largest supplier of beer imports to the
United States. Distribution of these products is carried out by
Martlet Importing Company Inc., a wholly owned subsidiary formed
in 1971. Rainier Companies Incorporated (in which Molson holds
47.5% of the shares) brought in lower earnings. During 1974,
Carling O'Keefe and Labatt's, Molson's two main competitors,
are estimated to have held 25% and 36% of the Canadian market
respectively.

It is Molson's policy not to divulge the net profits earned
by each Group; this makes it difficult to establish net profits
and profit margins for a table like the one on the following page.

We can see from Table 2 that, up to 1968, Molson's sales
related only to beer, since it was then a company of only one
Division. It is also evident that production capacity increased
substantially during the second half of the period covered. The
acquisition of Anthes Imperial during the 1969 fiscal year, and
Beaver Lumber in 1972, led to a decrease in the proportion of
total sales obtained from the Brewing Group. Over the last decade,
Molson's beer sales have increased by 10.1% a year on average,
while net profits have risen by 6.1%. Beer deliveries have
increased by an average of 6.5% and the net profit margin in
relation to sales, which was 6.7% in 1964, now stands at approxi-
mately 3.9%. This decrease can be explained by Molson's inability
to obtain the necessary price adjustments to offset increased
costs.

The two national brands of beer sold by the company--Molson
Canadian Lager Beer and Molson Export Ale--enjoy a comfortable
position in the country and a number of regional brands, such as
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Chart A

The Brewing Group

The Molson Companies Limited

Molson Breweries
of Canada -
Limited  100%

[Molson Western
Breweries
Limited  100%

1

Molson Saskat -
chewan Brewery (—

Ltd. 100%

Sicks' Lethbridge
Brewery
Limited  100%

Molson Brewery
Manitoba(1974)

Molson Brewery
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Laurentide Ale in Quebec and Golden Ale in Ontario, continue to
make market gains. Brador, a beer with higher alcohol content
introduced in Quebec in 1972, continues to gain consumer acceptance.
The main brands of beer sold by the company and their respective
markets are set out in Appendix 5.

As mentioned previously, Molson's has spent considerable sums
of money over the last few years to increase its production
capacity. Over the past year, capital expenditures on new
facilities reached a record level of $17.5 million. As we shall
see later, the company has acquired the Formosa Spring Brewery
in Barrie, Ontario, with a capacity of 700,000 barrels a year
from Benson and Hedges (Canada) Limited. This acquisition will
give the company the necessary flexibility and space to expand
in the Ontario market. The Formosa Spring Brewery has been linked
up with the Toronto brewery operation, which has a capacity of
2,200,000 barrels. The table in Appendix 6 indicates the
location and capacity of the ten breweries operated by Molson's.

The Molson Companies Limited is operating at approximately
84% of its total capacity. Breweries are operated in seven
of the ten provinces of Canada and the total number of people
employed by this Group stands at an impressive 3,087, a rise of
11.4% over last year.

The companies that make up the Brewing Grbup and their corporate
ties are shown inchart A, which is derived from the comprehensive
chart on Molson's structure in Appendix 2.

RETAIL MERCHANDISING GROUP

Sales for this Group in 1975 reached $211.8 million, an
increase of 21.3% over the previous year. If we refer to the
table in Appendix 14 setting out financial data relating to
Beaver Lumber Company Limited we can see that Beaver Lumber
contributes $181.4 million, or 85.6% of the total sales of
the Group. The remaining $30.4 million comes from the other
subsidiaries in the Group that are not included in the consoli-
dated financial statements of Beaver Lumber--that is, Saveway
Lumber, Aikenhead Hardware and Hobbs Hardware.

Retail merchandising became especially important at the
end of 1971 when The Molson Companies Limited acquired Beaver
Lumber Company Limited. Since this takeover will be dealt with
in detail further on, we shall not go into it at this point. -
We might mention, however, that the significant increase in
sales over the last few years is mainly the result of the opening
of a number of large new stores and the modernization and en-
largement of a certain number of others. In spite of this increase,
the Group suffered a fairly hefty operating loss in 1975,
which can be attributed for the most part to the marked drop
in the price of lumber over the year, the difficulties involved
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Chart B

The Retail Merchandising Group

The Molson Companies Limited

= 3 =

Beaver Lumber Aikenhead Saveway
Company Hardware Lumber and
Limited Limited Building
Suppli
99.9% 100% SRELS 100%
Beaver Lumber Handyman Le Castor Hobbs
Acceptance Electric and Bricoleur Hardware
Corporation Plumbing Ltée. Co.Limited
Limited Supply Limited
100% 100% 100% 100%




in starting up a computerized central distribution system and
pre-opening costs that were higher than anticipated, not to mention
the impact of inflation on costs such as salaries and interest
charges.

Last year, $9.2 million was spent setting up new stores in
major market centres and improving existing facilities. At the end
of the fiscal year, there were a total of 252 retail stores in
operation, including 51 home improvement centres across Canada.

The other companies in this Group form a relatively insignificant
part of the total operations, and there is no point in considering
them at length.

The organization chart for the corporate entities that make
up the Retail Merchandising Group (Chart B opposite) should help to
clarify the legal structure of this sector of activities, although
this structure is relatively uncomplicated.

We should mention at this point, although we shall come back
to this later, that the Retail Merchandising Group has undergone
rapid expansion since the purchase of Beaver Lumber Company Limited
in 1972. Using this acquisition as a cornerstone for future
development, The Molson Companies Limited decided to introduce
Canadians to the concept of home improvement centres like those
found in the United States. The Molson Companies Limited believed
and still believes firmly in the eventual success of this venture,
and, since the Beaver Lumber purchase, vast sums of money have been
spent to carry out this project, upsetting the short-term profitabi-
lity of the Group as a whole for the benefit of potential long-term
profitability. This development can be considered to be an expansion
project initiated by The Molson Companies Limited.



Chart C

The Commercial Products and Services Group

The Molson Companies Limited
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COMMERCIAL PRODUCTS
AND SERVICES GROUP

Chart C sets out the divisions and companies that make up
this Group, whose sales revenue in 1975 was $148.9 million, up
17.3% over the previous year.

The Group comprises no fewer than 21 companies, all of which
are Canadian or incorporated under Canadian provincial law, with
the exception of one affiliated company--a Mexican business owned
301% by The Molson Companies Limited through two other wholly
owned subsidiaries, Anthes Imperial and John Wood Company Limited.

As the chart shows, this Group consists of two blocks of
companies: Anthes Imperial, which was acgquired in 1968 together
with most of its subsidiaries; and the block consisting of Vilas
Industries, Willson, Moyer Vico and the rest, including some firms
that have been acquired more recently in order to consolidate the
operations of The Molson Companies Limited in a given Division.

(We shall deal with acquisitions and divestments in more detail when
we examine the takeover of Anthes Imperial.) 1In its annual report,
The Molson Companies Limited analyses the Group by subdividing it
into four divisions or areas of activity: office and education
products, home furniture, construction products and services, and
warehousing and distribution.

Capital expenditures amounting to $7.7 million were made for
the Group during 1975, and 7,289 regular employees work for the
companies that make it up. The Croup came into being in 1967
when The Molson Companies Limited acquired Vilas Furniture, hoping
to gain a foothold in the Canadian furniture industry and then
develop these operations through further acquisitions. This
project failed, and we think that sooner or later Vilas and Deluxe
will be divested, since Molson is not considering expansion in
this sector.



Chart

D

The Petroleum Marketing Equipment Division

The Molson Companies Limited

Anthes Imperial Limited g9 4o,

Molanth Panlice Bennett
Holding B.V. Pump
Maatschappij (Dutch) International
BV.(Dutch) Corporation
looO/o looO/o (Delaware)
John Wood 100
International
S.A.(Panam-
anian)
100%
Bennett Hockman- Beck and Co. Bennett
and Sauser Lewis Ltd. (Meters) Li- Pump Pan
AG. (Delaware) | |mited(U.K.) American
(Swiss) Corporation
50% 15.8% 100% (Delaware)
100%
Bennett Pump Tuscan Bennett Beck and Pump
South Africa Engineering | |Pump Co.(N.Z.) Maintenance
(Pty.) Ltd. Company Limited Limited Limited
(Southern) Ltd. (UK) (U.K.) (New Zealand)| [(U.K)
Molanth 40% .
Hockman- 100% 100% 100% 50%
Lewis  40%|
Pump Pump Pump
Maintenance | [Maintenance | |Maintenance
(Overseas) (NewZealand)| |(Nigeria)
Limited Limited Limite_d
(UK) 0% (N.Z) (ngerla)so%

- 20 -

100%




PETROLEUM MARKETING
EQUIPMENT DIVISION

Through subsidiaries and affiliated companies, this Division
manufactures and distributes standard and self-serve gasoline pumps,
service station equipment and special-purpose electric motors. It
comprises 18 companies (though some of the corporate entities are
inoperative), and has a more complicated structure or legal organiza-
tion than the others, as is shown in Chart D.

The Division, which came into existence when Molson's acquired
Anthes Imperial Limited in 1968, contributes only $22.5 million,
or 3%, of the total consolidated sales of The Molson Companies
Limited. In 1975, it laid out half a million dollars in capital
expenditures and employed 613 people, fewer than the previous
year.

In our opinion, this area of activity does not form part of
Molson's plans for future development through acquisition. On the
contrary, we suspect that the companies in this Division will be
sold at an opportune time.
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5. SHAREHOLDERS, MINORITY INTEREST

DIRECTORS AND OFFICERS

SHAREHOLDERS

As at June 2, 1975, there were 13,529 registered holders of
the 13,691,730 common shares of all classes (A, B, C and D) issued
by the company. This represents an average of about 1,000 shares
per shareholder. Of the total number of shareholders, 98% are
Canadians and hold 99.3% of all the shares issued: shareholders in
Quebec and Ontario hold 83% of the shares.

The chart in Appendix 7 gives some information on the company
shareholders. Further on, in the study of Molson's capitalization,
we will explain the differences between the four classes of shares
currently issued by the company.

MINORITY INTEREST

We believe it is Molson's intention to own all the shares of
the companies it acquires. This considerably reduces the number
and proportion of minority interests within the consolidated group
and within the companies that form the conglomerate and the four
sectors of activity.

The consolidated balance sheet as at March 31, 1975, shows
an amount of $4,550,000 under "minority interest." This amount
is composed of the preferred shares issued by Anthes ($3,878,000)
and by Beaver Lumber ($231,440), the balance representing the 49%
interest in Dugré et Cotnoir Limitée belonging to a private
individual. Most of the companies in the Brewing Group are fully
owned by The Molson Companies Limited. Dugré et Cotnoir Limitée,
however, a beer distributing firm in Quebec, is only 51% owned by
The Molson Companies Limited, as shown on the corporate structure
chart in Appendix 2. The remaining shares of this company belong
to a private individual who wishes to maintain his participation
in this distribution agency.

Another company in the Brewing Group--the Rainier Companies
Incorporated--is not entirely in the hands of The Molson Companies
Limited. 1In fact, Molson has only the minority interest in
the company and its subsidiaries, holding 47.5% of the shares
(5.4% directly and 42.1% through its 100% investment in Anthes
Imperial and Molanth Holding Maatschappij B.V.). Since the Rainier
Companies Incorporated owns 50% of Robert Mondavi Winery in
California, The Molson Companies Limited thus owns the latter in
a proportion of 23.8% (47.5% x 50%). Rainier's wholly owned
subsidiaries belong to Molson to the extent of 47.5%

(47.5% x 100%) . The remaining 52.5% of the Rainier shares are held
by a number of shareholders in the United States. 1In 1975,

Rainier paid $70,000 in dividends to Molson, which accounts for
this investment by the consolidation method.
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In the Retail Merchandising Group, the six subsidiaries
are all fully owned. Two, Aikenhead and Saveway Lumber, are held
directly by The Molson Companies Limited, while three others are
owned through Beaver Lumber Company Limited. Hobbs Hardware is
held by Aikenhead Hardware. If Aikenhead and Saveway, whose
sales represent only 14.4% of the total sales of the Group, and
only 4.1% of the consolidated sales, had been acquired by Molson
after the purchase of Beaver Lumber, these three companies might
have been subsidiaries of Beaver Lumber rather than direct sub-
sidiaries of The Molson Companies Limited.

In the Commercial Products and Services Group, the Mexican
charter company, Industrias Guillermo Murguia, is only 30.25%
owned by The Molson Companies Limited (through Anthes and its
subsidiary, the John Wood Company). In 1975, this affiliate
paid $77,000 in dividends to the John Wood Company, accounted for
as income. The consolidation method is not used, since effective
control of this affiliate does not rest with Molson.

Finally, the more complex corporate structure of the Petroleum
Marketing Equipment operations shows seven companies that are not
fully held by The Molson Companies Limited. They need not all
be listed; we would point out only as an example the more complex
relationships of the corporate entities, as is clear from Chart E
on this page, which was drawn up from Appendix 2 and from Chart D
on page 20, which accompanies the description of this Division.

Two companies are incorporated according to the laws of the
Canadian government, one according to Dutch, two to British and
one to Nigerian law.

Among the 18 subsidiaries and affiliated companies forming
the Division, only one, Bennett Pump Pan American Corporation
of Delaware in the United States, paid a dividend in 1975, in the
amount of $75,000. Since the company is a member of the consolidated
group, the dividend is eliminated by the consolidation accounting
procedure.

Chart E
[llustration of Corporate Relationships

The Molson Companies Limited

Anthes Imperial Ltd. Molanth Holding Beck and Company Pump Maintenance Pump Maintenance
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DIRECTORS AND OFFICERS

Following are separate lists of Molson's directors and

officers as at October 31,

1195750

DIRECTORS OF
THE MOLSON COMPANIES LIMITED

Hon. J.B. Aird, Toronto
**W.R. Allen, Toronto

*J.T. Black, Toronto

F.M. Covert, Halifax

*W.P. Frankenhoff, New York

D.S. Harvie, Calgary

T.E. Ladner, Vancouver

Roger Létourneau, Quebec

**A.G. McCaughey, Toronto

E.H. Molson, Montreal

*Hon. H. de M. Molson, Montreal
*Gérard Plourde, Montreal
*¥*J.D. Riley, Winnipeg

*P.B. Stewart, Toronto

N.E. Whitmore, Regina

*D.G. Willmot, Toronto

HONORARY DIRECTORS

T.H.P. Molson, Montreal
H.C.F. Mockridge, Toronto
F.H. Sobey, Stellarton, N.S.

Partner, Aird, Zimmerman & Berlis,
Barristers and Solicitors

President, The Dominion Realty
Company Limited

President

Partner, Stewart MacKeen & Covert,
Barristers and Solicitors

Chairman, William E. Hill &
Company, Inc.

Senior Vice President, Petrofina
Canada Limited

Partner, Ladner Downs, Barristers
and Solicitors
Partner, Létourneau, Stein

Marseille, Delisle and LaRue,
Barristers and Solicitors

Senior Vice President, Finance

Executive Vice President, Molson's
Breweries of Canada Limited

Honorary Chairman of the Board
Chairman of the Board, UAP Inc.

President, Dominion Bronze Limited

Executive Vice President, Operations

President, Wascana Investments
Limited

Chairman of the Board

* - Member of the Executive Committee
** - Member of the Audit Committee
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In a more detailed list in Appendix 8, the reader can see what
other occupations the Molson directors are engaged in. The members
of the Royal Commission on Corporate Concentration will be able to
use this information to discover what interrelationships may exist
between the directors of Molson and those of other major Canadian
firms. For example two directors of The Molson Companies Limited,
D.S. Harvie and F.M. Covert, are also members of the Board of
Directors of Petrofina Canada Limited, and 6 out of the 16 are
directors of Canadian chartered banks.

OFFICERS OF

THE MOLSON COMPANIES LIMITED

Hon. H. de M. Molson Honorary Chairman of the Board
D.G. Willmot Chairman of the Board
J.T. Black President

J.P.G. Kemp

David Lakie

Senior Vice President, Commercial
Products and Services Group
Senior Vice President, Retail

Merchandising Group

P.B. Stewart Senior Vice President, Brewing
Group

Morgan McCammon Senior Vice President, Corporate
Services

A.G. McCaughey Senior Vice President, Finance

L.R. Sinclair Senior Vice President and
Controller

K.A.F. Gates Vice President, General Counsel

W.J. Gluck Vice President, Corporate
Development

D.A. Heeney Vice President, Corporate
Communications

J.B. Jolley Vice President and Secretary

Zotique Lespérance Vice President

H.E.C. Stoneham Vice President, Human Resources

I.M. Young Treasurer

With regard to the directors and officers of Molson's chief
subsidiaries, we will examine what changes have occurred in the
structure that existed at the time Molson acquired these companies.
This examination will appear in a special section, when we study
the acquisitions as such.
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6. FINANCING STRUCTURE AND

DESCRIPTION OF COMMON SHARES

On March 31, 1975, the 1long-term capitalization of The

Molson Companies Limited, as shown on its consolidated balance
sheet, was as follows:

Table 3

CONSOLIDATED BALANCE SHEET

THE MOLSON COMPANIES LIMITED
(As at March 31, 1975)

($000) ($000) % of Total

Long-term debt 100,346 36.2
Minority interest 4,550 1.6
Deferred taxes 16,486 6.0
Shareholders' equity:
Capital stock 48,342
Retained earnings 107,967 156,309 562

277,691 100.0

The capital stock account at the same date was as follows:

Class A: 8,306,000 shares issued $38,355,000
Class B: 4,073,000 " - 7,161,000
Class C: 1,011,000 " " 1,449,000
Class D: 300,000 " " 1,377,000

13,690,000 shares issued $48,342,000

Class A and D shares and Class B and C shares are respectively
interconvertible on a one-for-one basis.

The Class A and D shares are non-voting except that, voting
separately and as a class, the holders thereof are entitled to
elect three members of the Board of Directors annually. The Class
B and C shares are fully voting.

Class A and D shares are entitled to a non-cumulative prefer-
ential dividencd of 20¢ per annum. After the Class B and C shares

receive dividends of 20¢ per annum, all shares rank equally as to
dividends.

Dividends on Class C and D shares may be paid in cash out of
tax-paid, undistributed surplus on hand, or out of 1971 capital
surplus on hand as defined in the Income Tax Act.
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7. ADMINISTRATIVE PHILOSOPHY

Below is the substance of The Molson Companies Limited's
statement of principles, as drawn up and published by the manage-
ment of the company a few years ago for the purpose of making
known the way in which the firm endeavors to manage and develop
its human resources, its reputation and its financial and material
resources.

HUMAN RESOURCES

The Molson Companies Limited seeks to create a stimulating
work environment that encourages advancement and enables each em-
ployee to give his best work and to pursue his own objectives as
well as those of the firm. The means used by the company to this
end are many, but among others must be stressed the efforts devoted
to offering opportunities for advancement in all parts of the
firm, including its subsidiaries in each sector of activity,
and offering employees the opportunity to increase their
professional knowledge and competence, so that they can derive
greater satisfaction from their work. Furthermore, Molson's
management style is characterized by a commitment to decentral-
ized decision-making, as much as is possible in practice, while
promoting frank and spontaneous exchange between all levels of
management.

REPUTATION OF THE COMPANY

The long-term success of The Molson Companies Limited is
dependent on the way in which the public regards and approves
its role and its development. In the conduct of its affairs,
each unit must therefore be sensitive to the social, political
and economic realities of its surroundings.

The firm maintains that to this end it makes a serious
inquiry, before making any decision, to find out how the
interested public may interpret it. The public is made up
of the employees, shareholders and customers, the business
world and the public authorities. The company also takes a
constructive public attitude toward socio-economic questions
the firm considers of such a type as to have significant con-
sequences for itself or for the common good.

FINANCIAL AND MATERIAL RESOURCES

The Molson statment of principles of 1971 sets forth the
following objectives and methods, and we believe they still
apply, although some may be questioned in the light of the results
that have since come about, particularly with regard to the
objectives of profitability.
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Like any profit-making corporation, the company manages its
financial and material resources in such a way as to protect, and
produce a return on, the shareholders' investment, as well as to
ensure the continuing profitability of the firm. The means used
in the management of its assets to reach this objective are as
follows:

1. To operate firms that have a potential of making an
appreciable contribution to the company's earnings
per share.

2. To set realistic yet ambitious financial objectives.
3. To realize steady growth in the earnings per share.

4. To invest in firms that will, within a reasonable time,
make a real contribution to the stability and quality
of earnings.

5. To aim for a limited number of firms, each of which is
one of the two or three most significant of its kind in
a given market, or which has that potential.

6. To ensure that each firm is sensitive to customer
standards in providing its goods and services.

7. To promote internal activity that will stimulate the
expansion of each firm: creation of new products and
services, ovening of new outlets, and additions through
domestic as well as international acquisition--in short,
activities that normally strengthen the financial
situation, productivity and trade position of existing
firms.

8. When the transaction proves favorable, to acquire other
firms that may have a significant effect on the orienta-
tion of the company, that are open to expansion and that
are likely to increase earnings appreciably.

9. To ensure that the company gains presence in the finan-
cial world through its integrity and its managerial
competence.

The criterion of success in relation to good management of
financial and material resources will find expression in an in-
crease of earnings per share and in a price/earnings ratio that
is higher than the average for a selection of Canadian companies,
in the company's ability to keep a high credit rating, and finally,
in its proven ability to maintain its subsidiaries in an excellent
position in relation to competition.



8. SOCIAL ROLE OF

" THE MOLSON COMPANIES LIMITED

POLLUTION CONTROL

The Molson Companies Limited wishes to take part in the group
effort put forth since about 1965 to combat pollution, and sums
have been assigned for this purpose in the formulation of annual
budgets for capital expenditures. The company's administrative
manual points out that all the groups and divisions ought to pay
special attention to pollution control which, as is well known,
generally gives a very low rate of return, if any, on the capital
invested.

For purposes of pollution control, the energy source of eight
of the ten breweries has been changed in the past few years from
oil to natural gas, in order to reduce the sulphur dioxide level
in the air, and scrubbers have been installed, in co-operation
with the municipal authorities, to treat the gases that emanate
from beer plants. The company is also carrying out experiments
to find a way of facilitating the process by which industrial
wastes are drained off by reducing the solids that are found in
the drains, and other efforts have been made to improve the
appearance of company properties.

EMPLOYEE RELATIONS

Of the total of 11,211 employees at the end of March 1975,
10,747 were working in Canada. The number of Molson employees
who work outside Canada decreased from 1,056 in 1970 to 464 in
1975; the closing of its petroleum marketing products factory in
Milan, Italy during the last year contributed to this decrease,
and the resale, over the last few years, of certain divisions
operating in the United States has also had an effect.

Since 1966, the proportion of employees whose labor relations
with The Molson Companies Limited are defined by collective agree-
ment has decreased from 59% in 1970 to 41% in 1975, " but ‘thi's
decrease is largely attributable to the fact that the 3,099
employees of the Retail Merchandising Group are not covered, in
accordance with current practice in Canada. After this adjustment
factor is taken into account, we note that approximately 57% of
The Molson Companies Limited work force is unionized.

In general, it appears that The Molson Companies Limited has
favorable labor relations with the various unions representing its
employees. 1In April, 1975 an ll-week strike by brewery employees
ended in Vancouver, and the settlement has proved very costly for
the company, when it is compared with the federal government's anti-
inflation guidelines announced in October of that year. Specifically,
the hourly wage rose from $5.90 to $7.03 as of April, 19757
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representing a 19.2% increase. In addition, the hourly wage was
increased by $0.05 in October, 1975 and the contract contains a
provision that the rate will increase to $7.71 on April 21, 1976.
This represents a 30.7% increase over the rate in effect in the
previous agreement. Furthermore, the labor agreement contains a
general price increase adjustment clause.

At time of writing, a strike that is in its sixth month is
continuing in Cowansville, a small town in Quebec where Molson
manufactures its Vilas furniture. The dispute concerns the system
of payment, which is based on employee productivity, the basis
generally used in the furniture industry. The union is demanding
that this method be changed, and that payment according to product-
ivity be converted into an hourly wage. Molson refuses, since it
has reason to believe that the rate of production would not be
maintained at an acceptable level of quality and quantity.

If the basic hourly rate offered by The Molson Companies
Limited were accepted, the Vilas employees would receive the
highest rate paid in Cowansville, higher than at Moore Corporation,
and the payment for productivity would be added to that base. The
offer also greatly exceeds the limits suggested by the government's
anti-inflation program, but if the union accepts the company's
offer, the company is prepared to back the union in its exemption
request before the Anti-Inflation Board. The two parties maintain
that they can obtain such an exemption.

DONATIONS AND COMMUNITY AFFAIRS

The principle followed by The Molson Companies Limited in
matters of charitable donations, as set forth by the company in
its administrative manual, is to give generously to deserving
charitable organizations in such fields as education, youth and
recreation, health and innovative programs. In 1975, The Molson
Companies Limited, through its Donations Fund set up for this
purpose, supported 511 projects, the most important by far being
the United Way Campaign, which received $242,575, or about 40% of
the total donations made through the Donations Fund. Thus in
1975, The Molson Companies Limited gave about $600,000 in donations,
or one-tenth of 1% of its total sales.

In affairs of community and public interest, The Molson
Companies Limited is subscribing $25,000 over five years to the
Canadian Foundation for Economic Education, an organization founded
for the purpose of promoting knowledge of economics in Canada by
improving the quantity and quality of economics courses at the
primary and secondary school level. Other donations were made in
the fields of the theatre, pollution control, and schools for the
handicapped.



9. FINANCIAL ANALYSIS OF

THE MOLSON COMPANIES LIMITED

Appendix 9 sets forth the operating and financial record of
The Molson Companies Limited for the ten-year period from 1966
to 1975 inclusive, as published by the company in its most recent
annual report. We have added some other data that we considered
relevant, such as the profit margins and the variations in the
prices of shares each year.

Sales saw an average annual increase of 15.1% over this per-
iod. It should be noted that the results shown take into account
the accounting of the Anthes results on the basis of pooling of
interest; the other acquisitions have been consolidated according
to purchase accounting principles. For example, the acquisition
of Beaver Lumber is taken into consideration from the date of
purchase, January 1, 1972, and the figures for past years were
not adjusted to take this acquisition into account. With regard
to Anthes, all data except dividends per share for 1968 and prior
years have been restated to reflect this business acquisition.
The inclusion of Beaver Lumber explains why sales increased
considerably (38.9%) in 1973.

Profits have not increased at the same rate as sales, but,
since 1966, earnings per share have increased by 3.4% on average.
This rate of growth is very small, when we consider that the
Beaver results contributed $3,795,685 in fiscal 1973 to the profits
of the group. However, this was the company that brought about
the appreciable decrease in group profits in 1975, following the
sharp decline in the price of lumber on which Beaver Lumber is so
dependent.

Obviously, the inclusion of Beaver has altered some of the
ratios of The Molson Companies Limited. The net profit margin, for
example, which had begun a downturn in 1969, continued to fall
after the acquisition of Beaver, because Beaver's profit margin
is smaller than that of the other groups included in the con-
solidated financial statements. The rate of return on equity
dropped from about 17% or 17.5% at the beginning of the period
to 16% in 1973, 14.6% in 1974 and 12.6% in 1975. 1In our opinion,

a rate of 16% return on equity is the normal level of profitability
that The Molson Companies Limited can realize on average. Beaver's
rate of return on equity, which was around 8.5% in 1971, in com-
parison with the 13.8% rate realized by The Molson Companies Limited
in the same year, shows clearly that it was normal for the average
rate to diminish after the acquisition.

Dividends per share increased by 5.1% annually, on average,
which is a little more than the rate of growth in earnings per
share. This explains the increase in the percentage of distri-
bution of profits over the period under study. The ratio reached
three distinct levels: 42% to 43% from 1966 to 1968, 60% from 1969
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to 1971 and the new level of 50% since 1972. We think that
The Molson Companies Limited has adopted a policy of paying
about 50% of its net profits in the form of dividends in future.

The book value of shares has increased by an average of 8.1%
annually, from $6.59 in 1966 to $11.41 in 1975. This increase,
higher than the increase in profits, is explained by the decline
in the proportion of earnings paid out in dividends over this

period.
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10. ACQUISITIONS

As mentioned earlier, the cornerstone of The Molson Companies
Limited activities is its Brewing Group, which goes back to the
company's origin. Studies carried out from 1960 to 1965 on the
future of the brewing industry showed that the expected growth
of this consumption sector promised only half the rate of growth
expected from overall economic activity. The Canadian beer
market had by 1965 become mature, and was being shared for the most
part by three firms. Today, only six companies operating in Canada
compete within a market the size of California. The substan-
tial cash flow produced by the industry and by The Molson Companies
Limited could not be reinvested in such a way as to give as
satisfactory a marginal rate of return on investments as that
realized at the time on current investments. The following
quote from Molson's Annual Report for 1966 confirms this situation:
"The funds from operations during the year came to $12,956,101,
and the consolidated working capital increased from $6,603,906
to $21,252,097 as at March 31, 1966." The American and foreign
markets seemed difficult for Canadian breweries to break into,
since 50% of beer sales in the United States were made by three
national giants in the industry--Anheuser-Busch, Schlitz and
Pabst. This market was already mature, and other Canadian
brewers, including Molson, had failed in their efforts to break
into the American market.

In 1964, Molson tried in vain to acquire Hamm Brewing Company,
a regional beer company in the United States. The Molson Companies
Limited was trying to find out whether it should remain a large
beer firm in the relatively slim Canadian market, or extend
its operations into a wider market, the United States.

The Hamm Brewing Company was operating breweries in the
Midwest and on the West Coast of the United States. Molson
made an offer, but later withdrew it with Hamm's agreement when
the Antitrust Division of the American Department of Justice
objected to this acquisition because Molson had an interest in
the Rainier Brewery of Seattle, which had been obtained through
the purchase of Sicks' Breweries Limited (now Molson's Western
Breweries Limited) in 1958. The directors of The Molson Companies
Limited came to the conclusion that any further effort on its part
toward acquiring a viable American beer company would come to naught
because of strong opposition from the United States government.

The Molson Companies Limited exports a very small percentage
of its annual beer production. In the fiscal year ending March 31,
1975, 127,120 of its total production of 5,800,000 barrels of
beer were exported, chiefly to the United States. Thus export
represented 2.2% of its beer sales. In any case, the American mar-
ket could absorb only a limited volume of Canadian beer, judging
from the failures of certain Canadian competitors and several
American regional companies.



At that point, Molson had developed a remarkable managerial
expertise which could be used in spheres of activity related to
brewing. For these reasons, the Molson Companies Limited decided
to launch a program of acquiring other companies, and in 1967
it made its first acquisition in a sector other than its own
activity when it purchased Vilas Furniture.

ACQUISITION POLICY AND
LONG-TERM ORIENTATION

The current policy of The Molson Companies Limited, as
described by the company in March 1973, is based on four
criteria that are essential to the company's growth and develop-
ment in directions that correspond to the managerial expertise
already within the company and that complement the present
activities of The Molson Companies Limited from the financial,
production and marketing perspectives. Although only one
company has been purchased since then, the characteristics sought
in any candidate relate closely to the policy set forth by the
Molson Companies Limited in the statement of principles governing
management of financial and material resources. These criteria
are:

- the potential of the firm being considered for ac-
quisition to add, within a reasonable time, to the
quality and stability of the entire company's profits;

- the ability of the firm to maintain its position or
become a significant presence in its industry;

- the geographical diversification potential the candidate
offers to the rest of the company or the overall group;

- the possibility that acquisition of the firm might enable
Molson to add to the volume of its current activities.

The Molson Companies Limited considers that at present it
is involved in a reasonable and sufficient number of industries,
and that the objective of its future acquisition program is to
achieve a certain rate of growth by consolidating and expanding
the activities in which it is already involved. Possible ac-
quisitions could include, for example, firms that would enable
Molson to penetrate a region or a market in which its presence is
now restricted. We think that the purchase of a chain of build-
ing supply stores or centres in Quebec or Ontario would fit in
with this line of action, since it would enable the company to
strengthen its position in a sector in which it is at present in-
volved. The Molson Companies Limited, through A.G. McCaughey,
responsible for the long-term orientation of the company, stressed
that it is always possible the company may deviate from this
policy by acquiring one or more companies whose activities are
different from present activities if the potential is interesting.



CASE STUDY
OF FOUR ACQUISITIONS

Among the firms purchased by The Molson Companies Limited
since the beginning of 1967, there are four that, in our opinion,
stand out because of their particular characteristics and that
therefore hold special interest for the Royal Commission on
Corporate Concentration. By carefully examining these acquisitions,
we will attempt to bring out the elements we consider important,
such as the results of operations after acquisition, and the
extent to which competition may have been decreased or increased
following the acquisition, as far as it is possible for us
to evaluate this.

Vilas Industries Limited

As mentioned above, from the beginning of its activities
until 1967, The Molson Companies Limited had been involved only
in developing and increasing its share of the Canadian beer
market. However, since this market no longer offered the same
growth rate as in previous years, the company set out to identify
and then purchase firms whose potential growth rate was higher,
and growth cycle longer--that is, one or more industries whose
penetration of the market was relatively slight.

The company felt that the Canadian furniture-manufacturing
industry would enjoy greater vigor and profitability from increased
concentration, additional investments and a leadership that had
not yet been demonstrated by any member of the industry, which com-
prised about 1,600 manufacturers. Molson chose Vilas as a
potential acquisition and submitted its attractive program of
future growth to the Vilas directors. An agreement was concluded
by the two parties whereby Molson acquired outright 66-2/3%
of the shares issued by Vilas, for a total consideration of
$4,500,000, taking into account newly issued preferred shares.
Molson also obtained an option to acquire the rest of the shares
later at a price based on the future profitability of Vilas
Industries Limited. As a result of the agreement with Molson,
Vilas had access to more substantial sources of funds and
superior managerial skills, especially in marketing. The image
of quality that Vilas products project was developed and promoted
through an intensive and costly advertising program. As planned
beforehand by Molson, the Vilas officers were encouraged to study
the possibilities for increased rationalization of the furniture
industry and to acquire other companies engaged in this activity.
Thus Deluxe Upholstery of Waterloo, Ontario, known chiefly as
the holder of the Canadian franchise for the La-Z-Boy reclining
chair, was acquired by Vilas in 1968. Subsequent to this
acquisition, the Vilas factory in Cowansville, Quebec, was
expanded, an upholstering factory was opened in Montreal and a
second wood furniture plant was built in Thurso, Quebec.



One of the Vilas lines that seemed to interest Molson
particularly was the Moyer School Supply division, a firm that
manufactured and distributed school furniture, and had a complete
catalogue of items for resale by educational institutions.

Before it was purchased by Molson the Vilas furniture
division was registering a deficit, but the school furniture
division regularly made a profit. The two divisions were separated,
and this necessitated administrative changes. To make it possible
to bring about these changes, Molson exercised its option to
acquire the remainder of the Vilas shares, and the total price
paid was $7,182,000. The deficits incurred by the furniture
division were gradually reduced, and overall operations reached
a certain level of profitability, although the return on equity,
estimated at 10.1% in 1975, is not considered satisfactory even
now, taking into account the size of the investments made and the
administrative effort put forth by Molson since the original
acquisition. Vilas and La-Z-Boy are both prestigious names in the
Canadian furniture industry, and the prices of these products are
the highest in their respective markets.

The company maintains that its first acquisition outside the
brewing industry was an excellent choice, in view of the image of
quality the Vilas name projects. The company continued to examine
seriously several other furniture manufacturers in order to
pursue its program of acquisitions within this industry, but the
directors came to the conclusion that severe administrative
difficulties would arise from the fragmented state of the
furniture industry. Furthermore, since the length of time was
too long before an adequate rate of return on necessarily large
investments would be reached, Molson abandoned its plans to
develop in this sphere of activity.

Now that we have briefly described the context surrounding
the acquisition of Vilas and Deluxe Upholstering, we will study
a few points we consider more important: profitability, effect on
competition, social consequences, and administrative changes.

Profitability. The table in Appendix 10 gives an outline of
the profitability of Vilas, Moyer Vico and Deluxe Upholstering from
1965 to 1975 inclusive. It is important to stress beforehand that
these figures must be looked at with great care, because two changes
took place during this period that complicated comparison of the
data of one year with those of another. First of all, Vilas
Industries Limited acquired Deluxe Upholstering Limited and then
sold Moyer Vico to The Molson Companies Limited during the fiscal
year ending March 31, 1971, and this gave rise to a substantial
change in all of the Vilas accounts. The Molson company was not
willing to provide us with the figures relating to Deluxe and Moyer
Vico, and so it was impossible for us to determine accurately the
comparability of data for any of the years in the period under
study. Nevertheless, a few observations on profitability can be




made from the data presented, and taking into consideration the
date the changes were made:

1. Growth in home furniture sales was substantial,
approaching 40% annually.

2. Although not particularly profitable at the time of
purchase by The Molson Companies Limited, the home
furniture enterprise has reached a respectable level
of profitability in the last two years, with a 5.23%
profit margin in 1974 and an 11.6% rate of return on
equity in 1974. After adjustment to eliminate the
special item described in the following point, the
rate of return on equity is 18.6%.

3. The book value of the common sharés increased rapidly
(30.2% per year) from $16.83 in 1965 to $67.66 in 1975,
but after elimination of a special item ($3,400,000
extraordinary gain on the sale of an option to The
Molson Companies Limited), the true book value in 1975
was $36.75, and the average rate of growth is therefore
11.8% annually. The sale of Moyer Vico had no impact
on the book value, since it was sold at its own book
value.

4. No dividends were paid in the period reviewed.
5. No additional shares were issued.

6. We do not know whether or not The Molson Companies Limited
injected any amounts other than those relating to the
sale of Moyer Vico and the option of The Molson Companies
Limited to finance the net increase in assets.

Potential reduction of competition. From the point of view of
competition, the acquisition of Vilas and subsequently of Deluxe by
Molson did not, in our opinion, result in an increase or decrease
in competition between the members of the industry. As mentioned
earlier, owing to the very great fragmentation of this industry,
the beneficial mechanism of competition was probably operating
adequately, thus ensuring that the consumer benefited more fully
from a satisfactory balance between price and quality. We do not
believe that the change of ownership in any way reduced the very
strong competition in the furniture industry. Since competition
can be defined as a rivalry between firms to attract the largest
clientele possible through the best conditions of price and quality
that they can offer, we conclude that this rivalry was not reduced,
and that the consumers and the other furniture manufacturers did
not suffer in any way when Molson arrived on the scene in this
industry. We see the acquisition of Vilas as a simple change of
ownership, with the shares coming from private interests and
entering corporate hands. The impact on competition could have been
different if The Molson Companies Limited had carried on its
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furniture plant acquisition program, because the gradual elimina-
tion of competitors would have led to greater control of the
industry by the same administrative elements. Such was not the
case, however,

Social consequences. We are not in a position to evaluate
the social consequences of the change of ownership of Vilas. We
shall merely mention the expansion Molson brought to this company
and the additional jobs created by the new factories set up in
small towns such as Cowansville and Thurso in Quebec, and Waterloo
and Elmira in Ontario. On the other hand, a six-month strike is
continuing in Cowansville, as we mentioned in our study of the
company's social role.

Administrative changes. In Appendix 11, we have listed the
directors of Vilas at the time of acquisition, and in 1975. As
was the case with Beaver Lumber, none of the directors who were
in office at the time of the acquisition are members of the present
board of directors, which is composed of only three persons. One
of these, J.P.G. Kemp, is Senior Vice President of the Commercial
Products and Services Group of The Molson Companies Limited. G.L.
Townsend is President of Vilas, while C.R. Cook is Vice President,
Finance, and Controller of Molson Brcweries of Canada Limited.

Anthes Imperial Limited

Following its decision not to broaden its operations in the
furniture-manufacturing industry, since the length of time required
for this sector to reach a satisfactory rate of return on invest-
ment was too long, The Molson Companies Limited looked around for
another potential acquisition--a large company with greater scope
for development. Anthes Imperial was identified as a business
that had experience in acquiring other businesses and in managing
firms with a variety of activities. Anthes was considered to be
a diversified, well-managed business. Its operations were conducted
on an international scale and the company's management group gave
great importance to the decentralization of decision-making autho-
rity--a policy that was said to be of prime importance and vital
to the success of a business as diversified as Anthes. The
figures for return on investment were one of the criteria regularly
used to evaluate the results of the various operations, as well
as to decide on the future viability of investment programs under
consideration. Anthes' stated acquisition policy was not directed
solely toward businesses that would complement its present
activities but also toward other sectors in Canada and the United
States.

Over the ten years preceding Molson's acquisition, sales had
increased considerably, climbing from $14 million in 1958 to $97.2
million in 1968. As well, by 1967, the company, which in 1958 was
totally dependent on the Canadian construction industry, was making
55% of its sales outside the construction sector and doing 37% of
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its total business abroad, mainly in the United States. Amount-
ing to $97.2 million for the fiscal year preceding the acquisition,
sales in the various industrial sectors in which Anthes had opera-
tions were as follows:

Construction 44.1%

Petroleum marketing equipment 20.4

Office supplies and accessories 11.9

Vending machines Tl
Defence 6.6
Industry 61e3
Consumer goods 3.6

As has already been mentioned, this representation in various
sectors of the economy and Anthes' foothold in the American market
greatly interested The Molson Companies Limited. In addition,

since the construction market had been especially weak in 1967,

in comparison with 1966, the prices of Anthes' products had fallen
off due to a drop in demand and the company's management had set

up a determined program to improve earnings throughout the business.
Such action was, beyond the shadow of a doubt, an indication of a
sound management group with an awareness of the cyclical nature of
its operations.

Following discussions between Molson and Anthes, an agreement
was reached on the price to be paid and Molson went ahead with the
acquisition. The terms were the following: $3.00 plus 1.7 Molson
Class A common shares for each Anthes Class A share, and $3.00 plus
1.7 Molson Class C convertible common shares (subject to propor-
tional distribution) for each Anthes Class B common share exchanged
before the end of the original offer. If the period of the original
offer had to be extended, the terms were: $3.00 plus 1.7 Molson
Class A common shares for each Anthes Class B common share exchanged
after the original term of the offer.

As a result, The Molson Companies Limited obtained 92.5% of the
shares in Anthes in return for the issue of 2,138,882 Molson Class
A shares and 1,258,942 Class C shares, valued at $57,763,008, plus
$6,002,847 in cash--that is, for a total consideration of
$63,765,855. The total assets acquired in this way, according to
the books of Anthes Imperial, were in the neighbourhood of $22.8
million. At the time of the offer, the market value of Anthes'
stock rose to approximately $64,300,000.

Negotiations between the parties took place directly, without
intermediaries, except for Dominion Securities Corporation Limited,
which was retained as a financial adviser to both parties. Dominion
Securities agreed to set up a group of brokers to solicit acceptance
of Molson's offer from Anthes' shareholders, and Molson agreed to pay



Dominion Securities administration fees of $30,000 and to pay the
group of brokers fees of $0.21 for each Anthes share exchanged,
subject to a minimum fee of $10 and a maximum of $1,000 with respect
to each Anthes shareholder.

This acquisition gave rise to a subsequent reorganization of
Molson's board of directors in order to include the directors of
Anthes Imperial, which led to the resignation of some directors
from the board of directors of the newly formed entity.

Anthes' operations were cyclical in nature: that is, the
volume of sales, and therefore earnings, varied according to the
rise and fall in economic activity. Originally, Molson believed
that this type of operation would be a sound, logical complement
to its existing, non-cyclical, operations but it was later felt
that some of Anthes' divisions and subsidiaries were not compatible
with Molson's basic operations, that they were too regional in
nature and offered little potential for development on a national
let alone North American scale. Since Molson's policy was to
develop its various sectors into nationwide operations (as was the
case with the breweries), some of the operations were retained
and totally integrated with Molson's own activities while others
that did not correspond at all with Molson's plans were sold. For
example, those activities whose results depend in part on residen-
tial construction, such as the manufacture of the domestic water
heaters sold by John Wood Company, were more easily combined with
Molson's basic operations, while other companies whose sales were
linked with commercial and industrial construction were less
compatible with the other operations and were divested by Molson.
Thus, in November 1971 the assets used in the manufacture of steel
joists were sold to Great West Steel Industries Limited for about
$3,100,000, resulting in a net profit after taxes of $141,161; in
March of the same year, a foundry had also been sold for $400,000
to Aimco Industries Limited. Along the same lines, in 1970 Liquid
Carbonic Canadian Corporation Limited purchased all the shares in
National Oxygen Limited from Anthes for $1,300,000. 1In January
1971, an agreement was reached between John Wood Company (a
subsidiary of Anthes Imperial) and Wood Industrial Products Com-
pany, as well as Alco Standard Corporation, which resulted in
John Wood's disposing of its Industrial Products division for
$2,408,421. We feel that even today, The Molson Companies Limited
does not want all of the companies and divisions included in
Anthes and we suspect that some businesses, such as the manufacture
of cast-iron pipes, forming part of the Anthes Eastern and Anthes
Western divisions, will be divested in the fairly near future when
the opportunity presents itself.

A number of other divestments involved companies operating in
the United States, which had attracted special attention at the
time of the initial takeover. Such was the case with the soda-
fountain dispensing equipment division of the subsidiary Multiplex
Company, which was sold during the fiscal year ending March 31, 1970,



at a net loss after taxes of close to $1 million. The next year,
following Molson's policy of revising its long-term development
plans when necessary, Anthes also sold its Minnesota Superior
division for $1.25 million.

In contrast, the warehousing and transportation operations,
in which Molson saw more growth potential, were developed further.
For example, Seaway Warehousing, which operated only in Montreal
and Toronto at the time of the purchase, was expanded through
acquisitions in Newfoundland, New Brunswick and the western
provinces. These acquisitions can be considered more or less as
capital expenditures, since they were made in order to extend these
operations over a larger part of the country. The same thing was
done in the office supplies and equipment sector with the purchase
of Willson Business Services Limited, which complemented the
activities of Office Specialty Inc., one of the Anthes companies,
while at the same time enabling the sector to cover more Canadian
territory. This was also the case with the Anthes Equipment
division, which was enlarged through the acquisition of the assets
of Dalmine Scaffolding Limited in Montreal and Toronto and through
the purchase of the safety equipment stocks of Dorman Construction
Accessories Limited of Toronto.

We should point out that the purchase of Willson Business
Services by The Molson Companies Limited brought about the repat-
riation of a Canadian firm that was owned by Boise Cascade, an
American company. The operations of Anthes Imperial Forms were
expanded through the construction of new manufacturing plants and
the purchase of Office Specialty Incorporated. The Bennett Pump
division, in Muskegon, Michigan, was also enlarged through the
purchase of all the shares in a British gasoline-pump manufacturing
firm, Beck and Company (Meters) Limited, for $5,039,648.* This
company had business dealings with the Common Market. Bennett's
Italian operations had to be abandoned during 1974 owing to the
unfavorable economic situation in that country. Bennett-Italiana
S.p.A. had become the sole property of Anthes in 1967, and the Molscn
Companies Limited developed this line of operations in Italy to
become a wholly integrated manufacturing business. The discontinua-
tion of this Italian division resulted in an extraordinary loss of
$1,002,000.

Profitability. The table in Appendix 12 presents some impor-
tant data with respect to the profitability of Anthes Imperial for
the three years preceding the take-over and the six fiscal years
ending March 31 following its acquisition by The Molson Companies
Limited.

* - This price included $3,737,120 for the actual value of the
company's assets and $1,302,528 for its goodwill.



With regard to sales, the nine-year period under consideration
was marked by great volatility. Sales rose an average 3% a year,
from $91.3 million in 1966 to $115.8 million in 1975. 1In 1972,
sales fell off by 11.9% while in 1975 they soared by 23.7%. We
must reiterate that, following the takeover, some or all of the
assets of a number of companies were sold and certain other firms
or parts of businesses were acquired in order to consolidate the
company's operations in a particular field that fit in more suit-
ably with the aims of The Molson Companies Limited. These pur-
chases and sales have been described above.

With respect to the actual profitability of Anthes, as measured
by earnings per share and the net profit margin in relation to
sales, both of these items took a downturn, with earnings per share
dropping from $2.05 in 1967 to $1.14 in 1974, followed, however, by
a considerable increase in 1975, so that earnings per share reached
$2.93~~a rise of 157%. The profit margin also dwindled gradually,
but a very impressive 1975 performance was such that this margin
reached the highest level in the past ten years--5.67%. This was
also reflected in the rate of return on equity, which reached a
new level of 22.7% in 1975.

The dividend paid per common share was increased by Anthes'
directors during the years preceding the acquisition, but has
remained unchanged at the annual sum of $0.¢8 per share since 1968,
there being no justification for any subsequent increase in the
dividend, given the decline in earnings recorded by Anthes. As
a result, the distribution percentage rose as high as 71.6% in
1970, when earnings per share fell to $0.95.

As for Anthes' financing policy, the $15.8 million net increase
in total assets over the ten-year period was financed by the cash
flow from the company's regular operations, and, before the take-
over by Molson, shares were sometimes issued for relatively small
amounts. Moreover, actual working capital, which stood at $21
million in 1966, shrank by $9.9 million over this period to $11.1
million in March 1975. Molson withdrew approximately $1,470,000
a year in dividends on its Class A and B common shares ($0.68 per
share) , or roughly the same dividend Anthes was paying before the
takeover.

Potential reduction of competition. As far as this aspect is
concerned, we must take into account the fact that at the time of
its acquisition by The Molson Companies Limited, Anthes had become
a highly diversified company in its own right. In our opinion, it
was precisely this acquisition that made Molson a conglomerate.
When the takeover took place, Anthes was operating in seven indus-
trial sectors with diametrically opposed activities and generating
only $104.6 million in overall sales, and the change of ownership

apparently did not lead to a decrease or to an increase in
competition, as far as we can see.




While the Anthes management group had carried out this
horizontal and geographical diversification over a number of years,
a slowdown occurred following the takeover by Molson. Indeed, we
have already mentioned the divestments carried out by the new
management group (Appendix 3). We cannot quote the exact figure,
but we must point out that most, if not all, of these resales were
made to corporate interests and not to private interests and that
a number of these businesses operated and continue to operate at
a profit.

With this relatively low sales revenue and taking into account
the number of countries in which Anthes was developing its opera-
tions, we are inclined to believe that the acquisition by Molson
had no major effect on the competitive climate surrounding these
various companies.

Social consequences. Since Anthes has undergone a good number
of acquisitions and divestitures of businesses, Anthes' employees
may lack security, knowing full well that the possible sale of the
company for which they are working will lead sometimes to trans-
fers and sometimes to dimissals. The Molson Companies Limited makes
a point of informing its employees of any coming changes, in terms
of businesses acquired. As well, as far as possible, officers are
asked to stay on in the same positions following the purchase, or
to take identical positions and sometimes higher ones within another
area of The Molson Companies Limited organization. As for the
businesses that have been sold, The Molson Companies Limited main-
tains that in the negotiations with the purchaser, there were
specific clauses protecting the employees' salaries and fringe
benefits.

Administrative changes. Appendix 13 was drawn up from the
1968 and 1975 annual reports of Anthes Imperial to show the changes
in the board of directors and the body of officers over the seven
years since acquisition.

Only one of the twelve directors in office in 1968, D.G.
Willmot, is currently sitting on the board of directors. As President
of Anthes at the time of acquisition, he has been replaced in this
position by J.T. Black.

It is important, however, to point out that the board of
directors of The Molson Companies Limited, made up of fourteen
directors in 1968, was expanded to eighteen in order to include
six of the twelve directors of Anthes. Of this number, two
are still sitting as directors of The Molson Companies Limited
(F.H. Sobey, an Honorary Director, and D.G. Willmot, Chairman and
member of the board of directors). Regarding the Anthes officers
in 1968, of the eight in office at that time, J.B. Jolley, Q.C.,
is the only one remaining as Secretary of the Anthes company, and
apart from Mr. Willmot, who is currently Chairman of the Board of
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The Molson Companies Limited, we do not know where the others are
at present, since we could not find them on the list of senior
officers of the companies that make up The Molson Companies Limited.

Beaver Lumber Company Limited

Following a thorough study of almost two years' duration
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