Management’s discussion
and analysis
Table of Contents
Forward-Looking Information

27

Non-GAAP Financial Measures

28

Empire’s Strategic Direction

31

Overview of the Business

32

Discontinued Operations

33

Consolidated Operating Results

34

Management’s Explanation of
Consolidated Operating Results
Sales
EBITDA
Operating Income
Finance Costs
Income Taxes
Net Earnings from
Continuing Operations
Adjusted Net Earnings from
Continuing Operations
Net Earnings

36
36
37
37
38
38
38
39
40

Fiscal 2014 Financial Performance
by Segment
Food Retailing
Investments and Other Operations

40
40
45

Quarterly Results of Operations

49

26

EMPIRE COMPANY LIMITED

Consolidated Financial Condition
Capital Structure and Key
Financial Condition Measures
Shareholders’ Equity
Liabilities
Financial Instruments

54

Liquidity and Capital Resources
Operations
Investment
Financing
Free Cash Flow
Business Acquisition
Guarantees and Commitments

57
58
59
60
60
60
62

Accounting Standards and Policies
Accounting Standards and Policies
Adopted During Fiscal 2014
Future Accounting Policies
Critical Accounting Estimates
Disclosure Controls and Procedures
Internal Control over
Financial Reporting

64
64
65
66
67

Related Party Transactions

68

Subsequent Events

69

Employee Future
Beneﬁt Obligations

69

Designation for Eligible Dividends

69

54
54
56
57

68

Contingencies

69

Risk Management

69

MANAGEMENT’S DISCUSSION AND ANALYSIS

The following is Management’s Discussion and Analysis (“MD&A”) on the consolidated ﬁnancial condition and results of operations
of Empire Company Limited (“Empire” or the “Company”) for the 52 weeks ended May 3, 2014 compared to the 52 weeks ended
May 4, 2013. Management also provides an explanation of the Company’s fourth quarter results, changes in accounting policies, critical
accounting estimates and factors that the Company believes may affect its prospective ﬁnancial condition, cash ﬂows and results of
operations. This MD&A also provides analysis of the operating performance of the Company’s two business segments, as well as a
discussion of cash ﬂows, the impact of risks and the outlook for the business. Additional information about the Company, including the
Company’s Annual Information Form, can be found on SEDAR at www.sedar.com or on the Company’s website at www.empireco.ca.
This MD&A is the responsibility of management. The Board of Directors carries out its responsibilities for review of this disclosure
principally through its Audit Committee, comprised exclusively of independent directors. The Audit Committee has reviewed and
approved this disclosure and it has also been approved by the Board of Directors.
This MD&A should be read in conjunction with the Company’s audited annual consolidated ﬁnancial statements and the accompanying
notes for the 52 weeks ended May 3, 2014 compared to the 52 weeks ended May 4, 2013. The audited annual consolidated ﬁnancial
statements and the accompanying notes are prepared in accordance with International Financial Reporting Standards (“IFRS” or
“GAAP”) as issued by the International Accounting Standards Board (“IASB”) and are reported in Canadian dollars (“CAD”).
These consolidated ﬁnancial statements include the accounts of Empire, its subsidiaries and Structured Entities (“SEs”), which the
Company is required to consolidate. The information in this MD&A is current to June 26, 2014, unless otherwise noted.
FORWARD-LOOKING INFORMATION

This discussion contains forward-looking statements which reﬂect management’s expectations regarding the Company’s objectives,
plans, goals, strategies, future growth, ﬁnancial condition, results of operations, cash ﬂows, performance, business prospects and
opportunities. All statements other than statements of historical facts included in this MD&A, including statements regarding the
Company’s objectives, plans, goals, strategies, future growth, ﬁnancial condition, results of operations, cash ﬂows, performance,
business prospects and opportunities, may constitute forward-looking information. Expressions such as “anticipates”, “expects”,
“believes”, “estimates”, “could”, “intends”, “may”, “plans”, “will”, “would” and other similar expressions, or the negative of these
terms, are generally indicative of forward-looking statements.
These forward-looking statements include the following items:
UÊ

ÊÌV«>Ìi`ÊLiiwÌÃÊvÀÊÌ iÊ >>`>Ê->viÜ>ÞÊ1 Êº >>`>Ê->viÜ>Þ»®Ê>VµÕÃÌÊÃÕV Ê>ÃÊ}ÀÜÌ Ê«ÀÃ«iVÌÃ]ÊLiiwÌÃÊvÀÊ
economies of scale, future business strategy, and expectations regarding operations and strategic ﬁt which may be impacted
by the ability of the Company to predict and adapt to changing consumer tastes, preferences and spending patterns and the
anticipated retention of Canada Safeway’s operational employees;

UÊ

Ê iÊ «>Þ½ÃÊiÝ«iVÌ>ÌÊÌ >ÌÊÌÃÊ«iÀ>Ì>Ê>`ÊV>«Ì>ÊÃÌÀÕVÌÕÀiÊÃÊÃÕvwViÌÊÌÊiiÌÊÌÃÊ}}ÊLÕÃiÃÃÊÀiµÕÀiiÌÃ]Ê
/
which could be impacted by a signiﬁcant change in the current economic environment in Canada;

UÊ

/
Ê iÊ «>Þ½ÃÊLiivÊÌ >ÌÊÌÃÊV>Ã Ê>`ÊV>Ã ÊiµÕÛ>iÌÃÊÊ >`]ÊÕÕÌâi`ÊL>ÊVÀi`ÌÊv>VÌiÃÊ>`ÊV>Ã Ê}iiÀ>Ìi`ÊvÀÊ
operating activities will enable the Company to fund future capital investments, pension plan contributions, working capital,
current funded debt obligations and ongoing business requirements, and its belief that it has sufﬁcient funding in place to
meet these requirements and other short-term and long-term obligations, all of which could be impacted by changes in the
economic environment;

UÊ

/
Ê iÊ «>Þ½ÃÊiÝ«iVÌi`ÊVÌÀLÕÌÃÊÌÊÌÃÊÀi}ÃÌiÀi`Ê`iwi`ÊLiiwÌÊ«>Ã]ÊÜ V ÊVÕ`ÊLiÊ«>VÌi`ÊLÞÊyÕVÌÕ>ÌÃÊÊ>ÃÃiÌÊ
values due to market uncertainties;

UÊ

Ê iÊ «>Þ½ÃÊiÝ«iVÌi`ÊÕÃiÊ>`ÊiÃÌ>Ìi`Êv>ÀÊÛ>ÕiÃÊvÊw>V>ÊÃÌÀÕiÌÃ]ÊÜ V ÊVÕ`ÊLiÊ«>VÌi`ÊLÞ]Ê>}ÊÌ iÀÊÌ }Ã]Ê
/
changes in interest rates, foreign exchange rates and commodity prices;

UÊ

/
Ê iÊ «>Þ½ÃÊiÝ«iVÌ>ÌÊÌ >ÌÊ}}ÊÌ}>ÌÊ>ÌÌiÀÃÊ>`ÊV>ÃÊ>ÀÃ}ÊvÀÊÌ iÊÀ`>ÀÞÊVÕÀÃiÊvÊLÕÃiÃÃÊÜÊ >ÛiÊÊ
material impact on the Company;

UÊ

Ê iÊ «>Þ½ÃÊiÝ«iVÌ>ÌÃÊÀi>Ì}ÊÌÊ«i`}ÊÌ>ÝÊ>ÌÌiÀÃÊÜÌ Ê >>`>Ê,iÛiÕiÊ}iVÞÊº ,»®]ÊÜ V ÊVÕ`ÊLiÊ`iÌiÀi`Ê
/
differently by CRA. This could cause the Company’s effective tax rate and its earnings to be affected positively or negatively in
the period in which the matter is resolved;

UÊ

Ê LiÞÃÊV°½ÃÊº-LiÞÃ»®ÊiÝ«iVÌ>ÌÃÊÀi>Ì}ÊÌÊ>`ÃÌÀ>ÌÛiÊ>`ÊLÕÃiÃÃÊÀ>Ì>â>ÌÊÌ>ÌÛiÃ]ÊÜ V ÊVÕ`ÊLiÊ«>VÌi`Ê
by the ﬁnal scope and scale of these initiatives;
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UÊ

Ê «iÌ]ÊÌ}ÊvÊV«iÌÊ>`Êw>Ê«ÀVii`ÃÊvÊÌ iÊ`ÛiÃÌÌÕÀiÊvÊÌ iÊÀi>}ÊÃÌÀiÃÊÌ >ÌÊÜ>ÃÊVÕ`i`ÊÊ>ÃÃiÌÃÊ i`ÊvÀÊ
sale as of May 3, 2014 and for which the sale is not yet completed, which may be impacted by completion of conditions to closing
contained in sales agreements and the ability of the purchasers to fulﬁll their obligations under that agreement;

UÊ

Ê LiÞÃ½ÊiÝ«iVÌ>ÌÃÊÀi}>À`}ÊÌ iÊÀiÌ>ÊÃÌÀiÊiÌÜÀÊÀ>Ì>â>ÌÊVÕ`}ÊÌ iÊ«>VÌÊÊvÕÌÕÀiÊÃ>iÃÊ>`ÊiÌÊi>À}ÃÊÜ V Ê
>ÞÊLiÊ«>VÌi`ÊLÞÊÌ iÊÌ}ÊvÊVÃÕÀiÃÊ>`ÊÀi>â>ÌÊvÊÃÞiÀ}iÃÆ

UÊ

Ê LiÞÃ½ÊÌ}Ê>`ÊÛ>ÕiÊvÊiÝ«iVÌi`ÊÃÞiÀ}iÃÊvÀÊÌ iÊ >>`>Ê->viÜ>ÞÊ>VµÕÃÌ]ÊÜ V Ê>ÞÊLiÊ«>VÌi`ÊLÞÊ>ÊÕLiÀÊvÊ
factors, including the effectiveness of integration efforts; and

UÊ

Ê-LiÞÃ½ÊiÝ«iVÌ>ÌÃÊÀi}>À`}ÊÌ iÊÛ>ÕiÊ>`ÊÌ}ÊvÊ}`ÜÊ`i`ÕVÌLÌÞÊvÀÊViÊÌ>ÝÊ«ÕÀ«ÃiÃ]ÊÜ V Ê>ÞÊLiÊ«>VÌi`Ê
by the ﬁnal purchase price allocation of the identiﬁable net assets and goodwill related to the Canada Safeway acquisition.

These statements are based on management’s expectations and beliefs in light of the information currently available to them. The
forward-looking information contained in this MD&A is presented for the purpose of assisting the Company’s security holders in
understanding its ﬁnancial position and results of operations as at and for the periods ended on the dates presented and the Company’s
strategic priorities and objectives, and may not be appropriate for other purposes. By its very nature, forward-looking information
requires the Company to make assumptions and is subject to inherent risks and uncertainties which give rise to the possibility that
the Company’s predictions, forecasts, expectations or conclusions will not prove to be accurate, that the Company’s assumptions
may not be correct and that the Company’s objectives, strategic goals and priorities will not be achieved. Although the Company
believes that the predictions, forecasts, expectations or conclusions reﬂected in the forward-looking information are reasonable, it
can give no assurance that such matters will prove to have been correct. Such forward-looking information is not fact but only reﬂects
management’s estimates and expectations. These forward-looking statements are subject to uncertainties and other factors that could
cause actual results to differ materially from such statements. These factors include but are not limited to: changes in general industry,
market and economic conditions, competition from existing and new competitors, energy prices, supply issues, inventory management,
changes in demand due to seasonality of the business, interest rates, changes in laws and regulations, operating efﬁciencies and cost
saving initiatives. In addition, these uncertainties and risks are discussed in the Company’s materials ﬁled with the Canadian securities
regulatory authorities from time to time, including the “Risk Management” section of this MD&A.
Empire cautions that the list of factors is not exhaustive and other factors could also adversely affect its results. Readers are urged
to consider the risks, uncertainties and assumptions carefully in evaluating the forward-looking information, and are cautioned not
to place undue reliance on such forward-looking information. Forward-looking statements may not take into account the effect on
the Company’s business of transactions occurring after such statements have been made. For example, dispositions, acquisitions,
asset write-downs, or other changes announced or occurring after such statements are made may not be reﬂected in forward-looking
statements. The forward-looking information in this MD&A reﬂects the Company’s expectations as at June 26, 2014 and is subject to
change after this date. The Company does not undertake to update any forward-looking statements that may be made from time to
time by or on behalf of the Company other than as required by applicable securities laws.
NON-GAAP FINANCIAL MEASURES

/ iÀiÊ>ÀiÊi>ÃÕÀiÃÊVÕ`i`ÊÊÌ ÃÊ EÊÌ >ÌÊ`ÊÌÊ >ÛiÊ>ÊÃÌ>`>À`âi`Êi>}ÊÕ`iÀÊ*Ê>`ÊÌ iÀivÀiÊ>ÞÊÌÊLiÊV«>À>LiÊ
to similarly titled measures presented by other publicly traded companies. Management believes that certain of these measures,
VÕ`}Ê}ÀÃÃÊ«ÀwÌ]Ê«iÀ>Ì}ÊViÊ>`Êi>À}ÃÊLivÀiÊÌiÀiÃÌ]ÊÌ>ÝiÃ]Ê`i«ÀiV>ÌÊ>`Ê>ÀÌâ>ÌÊº / »®Ê>ÀiÊ«ÀÌ>ÌÊ
indicators of Empire’s ability to generate liquidity through operating cash ﬂow to fund future working capital needs, service outstanding
debt, and fund future capital expenditures and uses these metrics for these purposes. In addition, management undertakes to adjust
certain of these and other measures, including operating income, EBITDA and net earnings from continuing operations in an effort
to provide investors and analysts with a more comparable year-over-year performance metric than the basic measure, by excluding
items such as gains or losses on the disposal of assets, dilution gains or losses, restructuring and other items which are considered
not indicative of underlying business operating performance. The intent of non-GAAP ﬁnancial measures is to provide additional
useful information to investors and analysts and these measures are also used by investors and analysts for the purpose of valuing the
Company. Non-GAAP ﬁnancial measures should not be considered in isolation or used as a substitute for measures of performance
prepared in accordance with GAAP.
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Empire’s deﬁnition of the non-GAAP terms included in this MD&A are as follows:
UÊ

->iÃÌÀiÊÃ>iÃÊ>ÀiÊÃ>iÃÊvÀÊÃÌÀiÃÊÊÌ iÊÃ>iÊV>ÌÊÊLÌ ÊÀi«ÀÌ}Ê«iÀ`Ã°

UÊ

ÀÃÃÊ«ÀwÌÊÃÊV>VÕ>Ìi`Ê>ÃÊÃ>iÃÊiÃÃÊVÃÌÊvÊÃ>iÃ°

UÊ

Ê ÀÃÃÊ>À}ÊÃÊ}ÀÃÃÊ«ÀwÌÊ`Û`i`ÊLÞÊÃ>iÃ°Ê>>}iiÌÊLiiÛiÃÊÌ >ÌÊ}ÀÃÃÊ>À}ÊÃÊ>Ê«ÀÌ>ÌÊ`V>ÌÀÊvÊVÃÌÊVÌÀÊ>`Ê

can help management, analysts and investors assess the competitive landscape and promotional environment of the industry in
which the Company operates. An increasing percentage indicates lower cost of sales as a percentage of sales.

UÊ

Ê / ÊÃÊV>VÕ>Ìi`Ê>ÃÊiÌÊi>À}ÃÊvÀÊVÌÕ}Ê«iÀ>ÌÃ]ÊLivÀiÊw>ViÊVÃÌÃÊiÌÊvÊw>ViÊVi®]ÊViÊÌ>ÝiÃ]Ê>`Ê
`i«ÀiV>ÌÊ>`Ê>ÀÌâ>ÌÊvÊÌ>}LiÃ°Ê/ iÊiÝVÕÃÊvÊ`i«ÀiV>ÌÊ>`Ê>ÀÌâ>ÌÊ«>ÀÌ>ÞÊi>ÌiÃÊÌ iÊV>Ã Ê
impact from operating income.

UÊ

Ê / Ê>À}ÊÃÊ / Ê`Û`i`ÊLÞÊÃ>iÃ°Ê>>}iiÌÊLiiÛiÃÊÌ >ÌÊ / Ê>À}ÊÃÊ>Ê«ÀÌ>ÌÊ`V>ÌÀÊvÊÛiÀ>ÊwÝi`Ê>`Ê
Û>À>LiÊVÃÌÊVÌÀÊiÝVÕ`}Ê`i«ÀiV>ÌÊ>`Ê>ÀÌâ>ÌÊvÊÌ>}LiÃ®Ê>`ÊV>Ê i«Ê>>}iiÌ]Ê>>ÞÃÌÃÊ>`ÊÛiÃÌÀÃÊ
assess the competitive landscape, promotional environment of the industry, and overall management of ﬁxed and variable
operating costs. An increasing percentage indicates lower operating costs as a percentage of sales. The following table reconciles
EBITDA to GAAP measures:
13 Weeks Ended

($ in millions)

52 Weeks Ended

May 4, 2013(1)

May 3, 2014

May 4, 2013(1)

May 3, 2014

Net (loss) earnings from continuing operations
Income taxes
Finance costs, net
Depreciation(2)
ÀÌâ>ÌÊvÊÌ>}LiÃ(2)

$

2.0
(26.7)
47.6
99.4
25.1

$

103.5
33.2
13.6
76.2
12.1

$

159.0
36.3
133.2
359.4
67.4

$

381.4
136.4
55.4
301.4
43.5

EBITDA

$

147.4

$

238.6

$

755.3

$

918.1

(1) Amounts have been restated as a result of a change in accounting policy and reclassification of discontinued operations. See the “Accounting Standards and
Policies Adopted During Fiscal 2014” section of this MD&A and Notes 3 and 23 of the Company’s audited annual consolidated financial statements.
(2) Depreciation and amortization of intangibles from Empire Theatres have been recorded in discontinued operations and, as a result, these figures will not
reflect those presented on the Company’s condensed consolidated statements of cash flows.

UÊ

Ê`ÕÃÌi`Ê / ÊÃÊ / ÊiÝVÕ`}ÊÌiÃÊÜ V Ê>ÀiÊVÃ`iÀi`ÊÌÊ`V>ÌÛiÊvÊÕ`iÀÞ}ÊLÕÃiÃÃÊ«iÀ>Ì}Ê«iÀvÀ>Vi°Ê
Adjusted EBITDA is reconciled to EBITDA in its respective subsection of the “Management’s Explanation of Consolidated
Operating Results”, “Food Retailing” and “Investments and Other Operations” sections of this MD&A.

UÊ

`ÕÃÌi`Ê

UÊ

Ê"«iÀ>Ì}ÊVi]ÊÀÊi>À}ÃÊLivÀiÊÌiÀiÃÌÊ>`ÊÌ>ÝiÃÊº
ﬁnance costs (net of ﬁnance income) and income taxes.

UÊ

"«iÀ>Ì}ÊViÊ>À}ÊÃÊ«iÀ>Ì}ÊViÊ`Û`i`ÊLÞÊÃ>iÃ°Ê

UÊ

Ê `ÕÃÌi`Ê«iÀ>Ì}ÊViÊÃÊ«iÀ>Ì}ÊViÊiÝVÕ`}ÊÌiÃÊÜ V Ê>ÀiÊVÃ`iÀi`ÊÌÊ`V>ÌÛiÊvÊÕ`iÀÞ}ÊLÕÃiÃÃÊ

operating performance. Adjusted operating income is reconciled to operating income in its respective subsection of the
“Management’s Explanation of Consolidated Operating Results”, “Food Retailing” and “Investments and Other Operations”
sections of this MD&A.

UÊ

ÊÌiÀiÃÌÊiÝ«iÃiÊÃÊV>VÕ>Ìi`Ê>ÃÊÌiÀiÃÌÊiÝ«iÃiÊÊw>V>Ê>LÌiÃÊi>ÃÕÀi`Ê>ÌÊ>ÀÌâi`ÊVÃÌÊ«ÕÃÊÃÃiÃÊÊV>Ã ÊyÜÊ i`}iÃÊ
reclassiﬁed from other comprehensive income. Management believes that interest expense represents a true measure of the
Company’s debt service expense, without the offsetting total ﬁnance income.

/ Ê>À}ÊÃÊ>`ÕÃÌi`Ê

/ Ê`Û`i`ÊLÞÊÃ>iÃ°
/»®]ÊÃÊV>VÕ>Ìi`Ê>ÃÊiÌÊi>À}ÃÊvÀÊVÌÕ}Ê«iÀ>ÌÃÊLivÀiÊ
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The following table reconciles interest expense to GAAP measures.
13 Weeks Ended
($ in millions)

May 3, 2014

52 Weeks Ended

May 4, 2013

(1)

May 4, 2013(1)

May 3, 2014

Finance costs, net
Plus: ﬁnance income
Less: fair value losses on forward contracts
Less: net pension ﬁnance costs

$

47.6
0.6
(0.1)
(3.4)

$

13.6
0.7
(0.2)
(2.0)

$

133.2
10.3
(0.6)
(10.4)

$

55.4
4.8
(0.8)
(8.1)

Interest expense

$

44.7

$

12.1

$

132.5

$

51.3

ÌiÀiÃÌÊiÝ«iÃiÊÊw>V>Ê>LÌiÃÊi>ÃÕÀi`Ê>ÌÊ>ÀÌâi`ÊVÃÌÊ
Ê
Losses on cash ﬂow hedges reclassiﬁed from other comprehensive income

$

44.7
–

$

12.0
0.1

$

132.5
–

$

49.6
1.7

Interest expense

$

44.7

$

12.1

$

132.5

$

51.3

(1) Amounts have been restated as a result of a change in accounting policy and reclassification of discontinued operations. See the “Accounting Standards and
Policies Adopted During Fiscal 2014” section of this MD&A and Notes 3 and 23 of the Company’s audited annual consolidated financial statements.

UÊ

Ê`ÕÃÌi`ÊiÌÊi>À}ÃÊvÀÊVÌÕ}Ê«iÀ>ÌÃÊÃÊiÌÊi>À}ÃÊvÀÊVÌÕ}Ê«iÀ>ÌÃ]ÊiÌÊvÊVÌÀ}ÊÌiÀiÃÌ]Ê
excluding items which are considered not indicative of underlying business operating performance. These adjustments include
items which are non-recurring or one time in nature and items that result in a truer economic representation of the underlying
business on a comparative basis. Adjusted net earnings from continuing operations is reconciled to net earnings from continuing
operations, net of non-controlling interest, in its respective subsection of the “Management’s Explanation of Consolidated
Operating Results”, “Food Retailing” and “Investments and Other Operations” sections of this MD&A.

UÊ

Ê Õ`i`Ê`iLÌÊÃÊ>ÊÌiÀiÃÌÊLi>À}Ê`iLÌ]ÊÜ V ÊVÕ`iÃÊL>Ê>Ã]ÊL>iÀÃ½Ê>VVi«Ì>ViÃÊ>`Ê}ÌiÀÊ`iLÌ°Ê>>}iiÌÊ

believes that funded debt represents the best indicator of the Company’s total ﬁnancial obligations on which interest payments
are made.

UÊ

Ê iÌÊvÕ`i`Ê`iLÌÊÃÊV>VÕ>Ìi`Ê>ÃÊvÕ`i`Ê`iLÌÊiÃÃÊV>Ã Ê>`ÊV>Ã ÊiµÕÛ>iÌÃ°Ê>>}iiÌÊLiiÛiÃÊÌ >ÌÊÌ iÊ`i`ÕVÌÊvÊV>Ã Ê>`Ê
cash equivalents from funded debt represents a more accurate measure of the Company’s ﬁnancial obligations after 100 percent of
cash and cash equivalents are applied against the total obligation.

UÊ

/Ì>ÊV>«Ì>ÊÃÊV>VÕ>Ìi`Ê>ÃÊvÕ`i`Ê`iLÌÊ«ÕÃÊÃ >Ài `iÀÃ½ÊiµÕÌÞ]ÊiÌÊvÊVÌÀ}ÊÌiÀiÃÌ°

UÊ

iÌÊÌÌ>ÊV>«Ì>ÊÃÊÌÌ>ÊV>«Ì>ÊiÃÃÊV>Ã Ê>`ÊV>Ã ÊiµÕÛ>iÌÃ°

UÊ

Õ`i`Ê`iLÌÊÌÊÌÌ>ÊV>«Ì>ÊÀ>ÌÊÃÊvÕ`i`Ê`iLÌÊ`Û`i`ÊLÞÊÌÌ>ÊV>«Ì>°

UÊ

Ê iÌÊvÕ`i`Ê`iLÌÊÌÊiÌÊÌÌ>ÊV>«Ì>ÊÀ>ÌÊÃÊiÌÊvÕ`i`Ê`iLÌÊ`Û`i`ÊLÞÊiÌÊÌÌ>ÊV>«Ì>°Ê>>}iiÌÊLiiÛiÃÊÌ >ÌÊvÕ`i`Ê`iLÌÊ
to total capital and net funded debt to net total capital ratios represent measures upon which the Company’s changing capital
ÃÌÀÕVÌÕÀiÊV>ÊLiÊ>>Þâi`ÊÛiÀÊÌi°ÊVÀi>Ã}ÊÀ>ÌÃÊÜÕ`Ê`V>ÌiÊÌ >ÌÊÌ iÊ «>ÞÊÃÊÕÃ}Ê>ÊVÀi>Ã}Ê>ÕÌÊvÊ`iLÌÊÊ
its capital structure to fund it operations.

The following tables reconcile Empire’s funded debt, net funded debt, net total capital and total capital to GAAP measures as reported
on the balance sheets as at May 3, 2014, May 4, 2013 and May 5, 2012, respectively.
($ in millions)

Bank indebtedness
Long-term debt due within one year
Long-term debt

May 4, 2013(1)

May 3, 2014

$

–
218.0
3,279.9

$

6.0
47.6
915.9

May 5, 2012

$

4.4
237.3
889.1

Funded debt
Less: cash and cash equivalents

3,497.9
(429.3)

969.5
(455.2)

1,130.8
(510.2)

Net funded debt
Total shareholders’ equity, net of non-controlling interest

3,068.6
5,700.5

514.3
3,724.8

620.6
3,396.3

Net total capital
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($ in millions)

May 3, 2014

May 4, 2013

May 5, 2012

Funded debt
Total shareholders’ equity, net of non-controlling interest

$

3,497.9
5,700.5

$

969.5
3,724.8

$

1,130.8
3,396.3

Total capital

$

9,198.4

$

4,694.3

$

4,527.1

(1) Amounts have been restated as a result of a change in accounting policy. See the “Accounting Standards and Policies Adopted During Fiscal 2014” section of
this MD&A and Note 3 of the Company’s audited annual consolidated financial statements.

UÊ

Ê Õ`i`Ê`iLÌÊÌÊ / ÊÀ>ÌÊÃÊvÕ`i`Ê`iLÌÊ`Û`i`ÊLÞÊÌÀ>}ÊvÕÀµÕ>ÀÌiÀÊ / °Ê>>}iiÌÊÕÃiÃÊÌ ÃÊÀ>ÌÊÌÊ«>ÀÌ>ÞÊ>ÃÃiÃÃÊ

Ì iÊw>V>ÊV`ÌÊvÊÌ iÊ «>Þ°ÊÊVÀi>Ã}ÊÀ>ÌÊÜÕ`Ê`V>ÌiÊÌ >ÌÊÌ iÊ «>ÞÊÃÊÕÌâ}ÊÀiÊ`iLÌÊ«iÀÊ`>ÀÊvÊ
EBITDA generated.

UÊ

Ê / ÊÌÊÌiÀiÃÌÊiÝ«iÃiÊÀ>ÌÊÃÊÌÀ>}ÊvÕÀµÕ>ÀÌiÀÊ / Ê`Û`i`ÊLÞÊÌÀ>}ÊvÕÀµÕ>ÀÌiÀÊÌiÀiÃÌÊiÝ«iÃi°Ê>>}iiÌÊÕÃiÃÊ
this ratio to partially asses the coverage of its interest expense on ﬁnancial obligations. An increasing ratio would indicate that the
Company is generating more EBITDA per dollar of interest expense, resulting in greater interest coverage.

UÊ

Ê ÊÛ>ÕiÊ«iÀÊVÊÃ >ÀiÊÃÊÃ >Ài `iÀÃ½ÊiµÕÌÞ]ÊiÌÊvÊVÌÀ}ÊÌiÀiÃÌ]Ê`Û`i`ÊLÞÊÌÌ>ÊVÊÃ >ÀiÃÊÕÌÃÌ>`}°Ê
The following table shows the calculation of Empire’s book value per common share as at May 3, 2014, May 4, 2013 and May 5, 2012.

($ in millions)

May 4, 2013(1)

May 3, 2014

May 5, 2012

Shareholders’ equity, net of minority interest
Shares outstanding (basic)

$

5,700.5
92.310

$

3,724.8
67.949

$

3,396.3
67.949

Book value per common share

$

61.75

$

54.82

$

49.98

(1) Amounts have been restated as a result of a change in accounting policy. See the “Accounting Standards and Policies Adopted During Fiscal 2014” section of
this MD&A and Note 3 of the Company’s audited annual consolidated financial statements.

UÊ

ÕÀÀiÌÊ>ÃÃiÌÃÊÌÊVÕÀÀiÌÊ>LÌiÃÊÀ>ÌÊÃÊVÕÀÀiÌÊ>ÃÃiÌÃÊ`Û`i`ÊLÞÊVÕÀÀiÌÊ>LÌiÃ°Ê

UÊ

ÊÀiiÊV>Ã ÊyÜÊÃÊV>VÕ>Ìi`Ê>ÃÊV>Ã ÊyÜÃÊvÀÊ«iÀ>Ì}Ê>VÌÛÌiÃ]Ê«ÕÃÊ«ÀVii`ÃÊÊ`Ã«Ã>ÊvÊ«À«iÀÌÞ]ÊiµÕ«iÌÊ>`Ê
investment property, less property, equipment and investment property purchases. Management uses free cash ﬂow as a measure
to assess the amount of cash available for debt repayment, dividend payments and other investing and ﬁnancing activities. Free
cash ﬂow is reconciled to GAAP measures as reported on the consolidated statements of cash ﬂows in the “Free Cash Flow”
section of this MD&A.

UÊ

Ê,iÌÕÀÊÊiµÕÌÞ]Ê>ÃÊÀi«ÀÌi`ÊLÞÊ-LiÞÃ]ÊÃÊiÌÊi>À}ÃÊvÀÊÌ iÊÞi>ÀÊ>ÌÌÀLÕÌ>LiÊÌÊÜiÀÃÊvÊÌ iÊ«>ÀiÌ]Ê`Û`i`ÊLÞÊ>ÛiÀ>}iÊ
shareholders’ equity.

EMPIRE’S STRATEGIC DIRECTION

>>}iiÌ½ÃÊ«À>ÀÞÊLiVÌÛiÊÃÊÌÊ>ÝâiÊÌ iÊ}ÌiÀÊÃÕÃÌ>>LiÊÛ>ÕiÊvÊ «ÀiÊÌ ÀÕ} Êi >V}ÊÌ iÊÜÀÌ ÊvÊÌ iÊ
Company’s net assets. This is accomplished through direct ownership and equity participation in businesses that management knows
and understands and believes to have the potential for long-term sustainable growth and proﬁtability, principally food retailing and
related real estate.
The Company continues to focus on its core strengths in food retailing and related real estate by continuing to direct its energy
and capital towards growing long-term sustainable value through cash ﬂow and income growth. While our core businesses are well
established and proﬁtable in their own right, they also offer Empire geographical diversiﬁcation across Canada, which is considered by
management to be an additional source of strength. Together, our core businesses reduce risk and volatility, thereby contributing to
greater consistency in consolidated earnings growth over the long term. Going forward, the Company intends to continue to direct its
ÀiÃÕÀViÃÊÌÜ>À`ÃÊÌ iÊÃÌÊ«ÀÃ}Ê««ÀÌÕÌiÃÊÜÌ ÊÌ iÃiÊVÀiÊLÕÃiÃÃiÃÊÊÀ`iÀÊÌÊ>ÝâiÊ}ÌiÀÊÃ >Ài `iÀÊÛ>Õi°Ê
In carrying out the Company’s strategic direction, Empire’s management deﬁnes its role as having four fundamental responsibilities:
ﬁrst, to support the development and execution of sound strategic plans for each of its operating companies; second, to regularly
monitor the development and the execution of business plans within each operating company; third, to ensure that Empire is
well governed as a public company; and fourth, to prudently manage its capital in order to augment the growth in its core
operating businesses.
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OVERVIEW OF THE BUSINESS

Empire’s key businesses include food retailing and related real estate. The Company’s ﬁnancial results are segmented into two separate
or reportable segments: (1) Food Retailing and (2) Investments and Other Operations.
Food Retailing
Empire’s food retailing segment is carried out through its wholly-owned subsidiary, Sobeys, which as of May 3, 2014, conducted
business through more than 1,500 retail stores (corporate owned and franchised) as well as more than 350 retail fuel locations, operating
in every province and in over 800 communities across Canada.
-LiÞÃ½ÊÃÌÀ>Ìi}ÞÊÃÊvVÕÃi`ÊÊ`iÛiÀ}ÊÌ iÊLiÃÌÊv`ÊÃ ««}ÊiÝ«iÀiViÊÌÊÌÃÊVÕÃÌiÀÃÊÊÌ iÊÀ} ÌvÀ>Ì]ÊÀ} ÌÃâi`ÊÃÌÀiÃ]Ê
supported by superior customer service. Sobeys operates distinct store formats to better tailor its offering to the various customer
segments it serves and to satisfy its customers’ principal shopping requirements. Sobeys remains focused on improving the product,
service and merchandising offerings within each format by expanding and renovating its current store base, while continuing to build
new stores. The primary focus of these format development efforts are Sobeys’ eight major banners: Sobeys, Sobeys extra, IGA extra,
Thrifty Foods, IGA, Foodland, FreshCo and Safeway.
In ﬁscal 2014, Sobeys continued to execute a number of initiatives in support of its food-focused strategy including product and service
innovations, productivity initiatives and business process, supply chain and system upgrades.
During the 52 weeks ended May 3, 2014, Sobeys opened, replaced, expanded, renovated, acquired and/or converted the banners in
332 stores (52 weeks ended May 4, 2013 – 54 stores). The increase is primarily due to the Canada Safeway acquisition of 213 full service
grocery stores and 10 liquor stores noted below.
On June 12, 2013, Sobeys entered into an Asset Purchase Agreement with Safeway Inc. and its subsidiaries to acquire substantially all
of the assets and select liabilities of Canada Safeway for a cash purchase price of $5.8 billion, subject to a working capital adjustment.
The agreement provided for the purchase of 213 full service grocery stores under the Safeway banner in Western Canada, 200 instore pharmacies, 62 co-located fuel stations, 10 liquor stores, 4 primary distribution centres and 12 manufacturing facilities plus the
assumption of certain liabilities. The Canada Safeway acquisition closed effective November 3, 2013.
Retail Store Network Rationalization
During the fourth quarter of ﬁscal 2014, Sobeys completed a detailed full review of its retail store network. This review aligns with
management’s ongoing focus of enhancing the productivity and performance of the network and logically follows the acquisition
of Canada Safeway which was completed in the third quarter of ﬁscal 2014. Based on this detailed review, Sobeys has determined
that consistently underperforming retail stores, representing approximately 50 stores (1.5 million of total gross square footage) and
3.8 percent of the total retail network gross square footage, will close. Approximately sixty percent of the affected stores are located
Ê7iÃÌiÀÊ >>`>°Ê/ ÃÊÀ>Ì>â>ÌÊÜÊÃÌÀi}Ì iÊÌ iÊµÕ>ÌÞÊvÊ-LiÞÃ½ÊÃÌÀiÊiÌÜÀÊ>`ÊÃÊiÝ«iVÌi`ÊÌÊ«ÀÛiÊiÌÊi>À}ÃÊ
as a result of cost savings; however, it will result in a reduction in future sales of approximately $400 million or 1.9 percent of total sales.
/ iÊÀ>Ì>â>ÌÊ>`ÊÀiÃÌÀÕVÌÕÀ}ÊVÃÌÃÊ>ÃÃV>Ìi`ÊÜÌ ÊÌ iÃiÊÃÌÀiÊVÃÕÀiÃÊ>ÕÌÊÌÊf£È°nÊÊ>`Ê>ÀiÊVÕ`i`ÊÊÃi}Ê>`Ê
administrative expenses for the fourth quarter ended May 3, 2014. This expense consists of $137.1 million for severance, site closing and
other costs, $35.8 million associated with the write-down of property, equipment and intangible assets, and a $3.1 million reversal of
straight-line lease provisions.
Investments and Other Operations
Empire’s investments and other operations segment, which as of May 3, 2014 included:
1.

A 41.6 percent (39.3 percent fully diluted) equity accounted interest in Crombie REIT, a Canadian real estate investment trust.
Crombie REIT currently owns a portfolio of 250 commercial properties across Canada, comprising approximately 17.6 million square
feet of gross leasable area. Crombie REIT’s strategy is to own and operate a portfolio of primarily high quality grocery and drug
store anchored shopping centres and freestanding stores in Canada’s top 36 markets; and

2.

A 40.7 percent equity accounted interest in Genstar Development Partnership, a 48.6 percent equity accounted interest in Genstar
Development Partnership II, a 42.1 percent equity accounted interest in each of GDC Investments 4, L.P. and GDC Investments
6, L.P., a 45.8 percent equity accounted interest in GDC Investments 7, L.P., a 43.7 percent equity accounted interest in GDC
Investments 8, L.P., and a 49.0 percent equity accounted interest in The Fraipont Partnership (collectively referred to as “Genstar”).
iÃÌ>ÀÊÃÊ>ÊÀiÃ`iÌ>Ê«À«iÀÌÞÊ`iÛi«iÀÊÜÌ Ê«iÀ>ÌÃÊÊÃiiVÌÊ>ÀiÌÃÊÊ"Ì>À]Ê7iÃÌiÀÊ >>`>Ê>`ÊÌ iÊ1Ìi`Ê-Ì>ÌiÃ°
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On June 27, 2013, the Company announced that it had reached a deﬁnitive agreement with Cineplex Inc. for the sale of 24 theatres
and 170 screens in Atlantic Canada and 2 theatres with 48 screens in Ontario. The Company had also reached a separate deﬁnitive
agreement with Landmark Cinemas for the sale of 20 theatres and 179 screens in Ontario and Western Canada. On November 1,
2013, the Company announced that Empire Theatres completed the sale of 46 theatres with 397 screens in separate transactions
with Cineplex Inc. and Landmark Cinemas. The aggregate gross purchase price paid to Empire Theatres in the two transactions was
approximately $259.2 million in cash. See the “Discontinued Operations” section of this MD&A.
During the ﬁrst quarter of ﬁscal 2014, the Company entered into The Fraipont Partnership, with its equity accounted ownership interest
being 49.0 percent. This partnership is being accounted for as part of real estate partnerships (Genstar).
During the third quarter of ﬁscal 2014, GDC Investments 5, L.P., which is being accounted for as part of real estate partnerships
(Genstar), was dissolved.
With $21 billion in annual sales and approximately $12.2 billion in assets, Empire and its subsidiaries, including franchisees and afﬁliates,
employ more than 125,000 people.
The 13 weeks ended February 1, 2014, was the ﬁrst quarter to include results from the Canada Safeway acquisition.
DISCONTINUED OPERATIONS

On November 1, 2013, the Company announced that Empire Theatres completed the sale of 46 theatres with 397 screens in separate
transactions with Cineplex Inc. and Landmark Cinemas as previously announced on June 27, 2013. As a result of the sale, ﬁnancial
results related to Empire Theatres, as previously reported in the investments and other operations segment, have been included
in discontinued operations in the audited annual consolidated statements of earnings for the 52 weeks ended May 3, 2014 and
May 4, 2013. Discontinued operations are discussed and referenced throughout this MD&A. Please refer to Note 23 of the audited
annual consolidated ﬁnancial statements for the 52 weeks ended May 3, 2014 for greater detail on the operating results from
discontinued operations.
Fiscal 2014 Financial Highlights
UÊ

Ê->iÃÊvÊfÓ£°äÊL]ÊÕ«ÊfÎ°xÊLÊÀÊÓä°ÈÊ«iÀViÌÊÕ«ÊÓ°ÓÊ«iÀViÌÊiÝVÕ`}ÊÌ iÊ«>VÌÊvÊÌ iÊ >>`>Ê->viÜ>ÞÊ>VµÕÃÌ®°

UÊ

Ê-LiÞÃ½ÊÃ>iÃÌÀiÊÃ>iÃÊÀi>i`ÊVÃÃÌiÌÊV«>Ài`ÊÌÊÌ iÊ«ÀÀÊÞi>À°Ê

UÊ

Ê `ÕÃÌi`ÊiÌÊi>À}Ã]ÊiÌÊvÊVÌÀ}ÊÌiÀiÃÌ]ÊvÊfÎnÎ°£ÊÊf{°ÇnÊ«iÀÊ`ÕÌi`ÊÃ >Ài®]Ê>ÊfÓÈ°ÎÊÊÀÊÇ°{Ê«iÀViÌÊ

increase from $356.8 million ($5.24 per diluted share) in ﬁscal 2013.

UÊ

Ê iÌÊi>À}ÃÊvÀÊVÌÕ}Ê«iÀ>ÌÃ]ÊiÌÊvÊVÌÀ}ÊÌiÀiÃÌ]ÊvÊf£x£°äÊÊf£°nnÊ«iÀÊ`ÕÌi`ÊÃ >Ài®ÊV«>Ài`ÊÌÊ
$372.3 million ($5.47 per diluted share) last year.

UÊ

ÛiÃÌi`Ê «ÀiÊ/ i>ÌÀiÃÊvÀÊ>Ê«ÀiÌ>ÝÊ}>ÊvÊf£Óx°ÓÊ°

UÊ

Ê-LiÞÃÊ«ii`]Ê>VµÕÀi`ÊÀÊÀiV>Ìi`Ê{ÊVÀ«À>ÌiÊ>`ÊvÀ>V Ãi`ÊÃÌÀiÃ]Ê>VµÕÀi`ÊÓÓÎÊÃÌÀiÃÊÊÌ iÊ >>`>Ê->viÜ>ÞÊ>VµÕÃÌ]Ê
expanded 4 stores, rebannered/redeveloped 11 stores, divested 19 stores and closed 45 stores.

UÊ

ÀiiÊV>Ã ÊyÜÊvÊfnÈ°£ÊÊÛiÀÃÕÃÊf{Îä°ÓÊÊ>ÃÌÊÞi>À°Ê

UÊ

Õ>Ê`Û`i`Ê«iÀÊ 6Ì}Ê >ÃÃÊÊ>`Ê >ÃÃÊ ÊVÊÃ >ÀiÊVÀi>Ãi`ÊÌÊf£°ä{ÊvÀÊfä°ÈÊ>ÃÌÊÞi>À°Ê
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CONSOLIDATED OPERATING RESULTS

The consolidated ﬁnancial overview provided below reports on the ﬁnancial performance for the 52 weeks ended May 3, 2014
compared to the 52 weeks ended May 4, 2013 and May 5, 2012:
52 Weeks Ended
May 4, 2013 (1)

May 3, 2014
($ in millions, except per share amounts)

Sales
EBITDA(2)
Adjusted EBITDA(2)(3)
Operating income(2)
Adjusted operating income(2)(3)
Net earnings from continuing
operations(4)
Net earnings from discontinued
operations
Net earnings(4)
Adjusted net earnings
from continuing operations(2)(3)(4)
Free cash ﬂow(2)

Basic earnings per share
Net earnings from continuing
operations(4)
Net earnings from discontinued
operations
Net earnings(4)
Adjusted net earnings
from continuing operations(2)(3)(4)

% of Sales

$ 20,993.0
755.3
1,043.3
328.5
630.2

100.00%
3.60%
4.97%
1.56%
3.00%

151.0

Adjusted net earnings
from continuing operations(2)(3)(4)

17,400.8
918.1
898.3
573.2
553.4

100.00%
5.28%
5.16%
3.29%
3.18%

0.72%

372.3

84.4
235.4

0.40%
1.12%

383.1
869.1

1.82%
4.14%

% of Sales

$

16,249.1
876.6
856.2
534.3
513.9

100.00%
5.39%
5.27%
3.29%
3.16%

2.14%

339.4

2.09%

7.2
379.5

0.04%
2.18%

–
339.4

–
2.09%

356.8
430.2

2.05%
2.47%

322.7
407.9

1.99%
2.51%

1.89

$

5.48

$

4.99

$
$

1.05
2.94

$
$

0.11
5.59

$
$

–
4.99

$

4.79

$

5.25

$

4.75

80.0

67.9

67.9

$

1.88

$

5.47

$

4.99

$
$

1.05
2.93

$
$

0.11
5.58

$
$

–
4.99

$

4.78

$

5.24

$

4.74

Diluted weighted average number
of shares outstanding (in millions)
Dividend per share

% of Sales

$

$

Basic weighted average number
of shares outstanding (in millions)

Diluted earnings per share
Net earnings from continuing
operations(4)
Net earnings from discontinued
operations
Net earnings(4)

May 5, 2012

80.2
$

1.04

68.1
$

0.96

68.0
$

0.90

(1) Amounts have been restated as a result of a change in accounting policy and reclassification of discontinued operations. See the “Accounting Standards and
Policies Adopted During Fiscal 2014” section of this MD&A and Notes 3 and 23 of the Company’s audited annual consolidated financial statements.
(2) See “Non-GAAP Financial Measures” section of this MD&A.
(3) Excludes items which are considered not indicative of underlying business operating performance.
(4) Net of non-controlling interest.
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Outlook
>>}iiÌ½ÃÊ«À>ÀÞÊLiVÌÛiÊÜÊVÌÕiÊÌÊLiÊÌÊ>ÝâiÊÌ iÊ}ÌiÀÊÃÕÃÌ>>LiÊÛ>ÕiÊvÊ «ÀiÊÌ ÀÕ} Êi >V}ÊÌ iÊÜÀÌ Ê
of the Company’s net assets.
Management is clearly focused on directing its energy and capital towards growing the long-term sustainable value of its food retailing
>`ÊÀi>Ìi`ÊÀi>ÊiÃÌ>Ìi°ÊÊ`}ÊÃ]ÊÜiÊÀi>ÊVÌÌi`ÊÌÊÃÕ««ÀÌ}Ê-LiÞÃÊÊÌÃÊ}>ÊÌÊLiÊÜ`iÞÊÀiV}âi`Ê>ÃÊÌ iÊLiÃÌÊv`Ê
ÀiÌ>iÀÊ>`ÊÜÀ«>ViÊiÛÀiÌÊÊ >>`>Ê>`ÊV>«Ì>â}ÊÊ««ÀÌÕÌiÃÊ>vvÀ`i`Ê>ÃÊ>ÊÀiÃÕÌÊvÊÌ iÊiÝÃÌ}ÊÃÌÀ}ÊÀi>ÌÃ «ÃÊ
between our food retailing and our real estate businesses. Management is committed to the continued strengthening of our ﬁnancial
condition through the prudent management of working capital and free cash ﬂow in each operating company.
Food Retailing
Sobeys will continue to invest in infrastructure and productivity improvements in a manner consistent with its expressed intention
to build a healthy and sustainable retail business and infrastructure for the long term. This includes continuing to build a strong
management team while improving the customers’ in-store experience and our productivity.
Sobeys also plans to focus on its workforce management and in-store programs in ﬁscal 2015 to further improve store productivity.
These key customer driven initiatives will assist Sobeys’ retail store network in delivering the best food shopping experience, building
on the strong foundation that has already been put in place.
Investments and Other Operations
Empire remains committed to its investment in Crombie REIT. We are conﬁdent that the strength of Sobeys’ relationship with Crombie
REIT, combined with our strict investment discipline, will prove to be a sustainable competitive advantage and positively correlate to the
enhancement of Empire’s shareholder value.
Empire expects to continue to beneﬁt from the distinguishing advantage inherent in Sobeys’ real estate development operations,
whereby it provides robust in-house expertise in the selection and development of commercial locations, which will be offered for sale
to Crombie REIT.
Shareholder Return
The Company delivered a total shareholder return of 1.5 percent in ﬁscal 2014 as shown in the table below. The compound annual return
on the Company’s shares over the past ﬁve years has averaged 8.6 percent and over the past ten years has averaged 11.6 percent. This
compares to the compound annual return of the S&P/TSX Composite Index over the past ﬁve and ten years of 12.4 percent and 8.8
percent, respectively.
In ﬁscal 2014, the Company increased its dividend by 8.3 percent to $1.04 per share. This was the eighteenth consecutive year of
dividend increases. On June 26, 2014, the Board approved a further dividend increase of 3.8 percent to $0.27 per share quarterly, which
>ÕÌÃÊÌÊf£°änÊ«iÀÊÃ >ÀiÊÊ>Ê>Õ>âi`ÊL>ÃÃ°Ê «Ài½ÃÊ`Û`i`ÃÊ>ÀiÊ`iV>Ài`ÊµÕ>ÀÌiÀÞÊ>ÌÊÌ iÊ`ÃVÀiÌÊvÊÌ iÊ >À`°Ê
For the ﬁscal year ended:

Closing market price per share
Dividend paid per share
Dividend yield on prior year closing price
Increase in closing share price
Total annual shareholder return(2)

May 3, 2014

$
$

68.63
1.04
1.5%
0.1%
1.5%

May 4, 2013

$
$

68.58
0.96
1.7%
19.0%
21.0%

May 5, 2012

$
$

57.62
0.90
1.7%
6.4%
8.1%

May 7, 2011

$
$

54.14
0.80
1.5%
2.2%
3.7%

May 1, 2010

$
$

5-Year CAGR(1)

52.98
0.74
1.5%
8.1%
9.9%

7.0%
8.2%

8.6%

(1) Compound annual growth rate (“CAGR”).
(2) Total annual shareholder return assumes reinvestment of quarterly dividends, and therefore may not equal the sum of dividend and share price returns in
the table.
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MANAGEMENT’S EXPLANATION OF CONSOLIDATED OPERATING RESULTS

The following is a review of Empire’s consolidated ﬁnancial performance for the 52 weeks ended May 3, 2014 compared to the 52 weeks
ended May 4, 2013.
The ﬁnancial performance of each of the Company’s segments (food retailing and investments and other operations) is discussed in
detail in the section entitled “Fiscal 2014 Financial Performance by Segment” of this MD&A.
Sales
Consolidated sales for ﬁscal 2014 were $20.99 billion compared to $17.40 billion in ﬁscal 2013, an increase of $3.59 billion or 20.6
percent. During this period, sales from the food retailing segment increased $3.60 billion or 20.7 percent.
The following table reconciles sales reported by Sobeys to Empire’s food retailing segmented sales, and food retailing and investments
and other operations’ segmented sales to Empire’s consolidated sales from continuing operations.
52 Weeks Ended
($ in millions)

Food retailing segment
Sobeys’ reported sales
Reclassiﬁcation of lease revenue
from owned property recorded by Sobeys

May 3, 2014

$ 20,961.5

Elimination of sales to discontinued operations
Empire’s food retailing segmented sales
Investments and other operations segmented sales(1)
Empire consolidated sales

May 4, 2013

$

17,345.8

$

($)
Change

(%)
Change

3,615.7

20.8%

3,592.2

20.6%

33.4

56.9

20,994.9

17,402.7

(7.1)

(11.7)

20,987.8

17,391.0

3,596.8

20.7%

5.2

9.8

(4.6)

(46.9)%

3,592.2

20.6%

$ 20,993.0

$

17,400.8

$

(1) Sales generated from Empire Theatres have been recorded in discontinued operations.

For the 52 weeks ended May 3, 2014, Sobeys reported sales of $20.96 billion, an increase of $3.62 billion or 20.8 percent from the
$17.34 billion reported in ﬁscal 2013. The growth in Sobeys’ reported sales in the ﬁscal 2014 was primarily the result of $3.20 billion of
sales related to the Canada Safeway acquisition, combined with Sobeys’ continued investment in its retail network, coupled with the
continuation of sales and merchandising initiatives. Sobeys’ same-store sales (sales from stores in the same locations in both reporting
periods) showed no change compared to the prior year. Same-store sales were impacted by low food inﬂation, increased competitive
square footage in the market and ongoing competitive intensity. Empire’s investments and other operations recorded sales of
$5.2 million in ﬁscal 2014 compared to $9.8 million last year, a decrease of $4.6 million.
The following table shows a reconciliation of sales recorded by Sobeys for the 52 weeks ended May 3, 2014 compared to the prior year.
Excluding the impact of the Canada Safeway acquisition in ﬁscal 2014, Sobeys’ reported sales increased $413.0 million or 2.4 percent
compared to the prior year.
52 Weeks Ended
($ in millions)

May 3, 2014

May 4, 2013

($)
Change

(%)
Change

Sobeys’ reported sales
Adjustment for the impact of the Canada Safeway acquisition

$ 20,961.5
(3,202.7)

$

17,345.8
–

$

3,615.7
(3,202.7)

20.8%

Sobeys’ adjusted sales

$ 17,758.8

$

17,345.8

$

413.0

2.4%

Sales generated from Empire Theatres for the 52 weeks ended May 3, 2014 and May 4, 2013 have been recorded in discontinued
operations. Please refer to Note 23 of the audited annual consolidated ﬁnancial statements for the 52 weeks ended May 3, 2014 for
greater detail on the operating results from discontinued operations.
Please refer to the section of this MD&A entitled “Fiscal 2014 Financial Performance by Segment” for an explanation of the change in
sales by segment.
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EBITDA
Consolidated EBITDA for the 52 weeks ended May 3, 2014 was $755.3 million compared to $918.1 million last year, a decrease of
$162.8 million or 17.7 percent. EBITDA margin decreased to 3.60 percent at the end of ﬁscal 2014 from 5.28 percent in the prior year.
/ ÃÊ`iVÀi>ÃiÊ«À>ÀÞÊÀi>ÌiÃÊÌÊVÀi>Ãi`ÊÃi}Ê>`Ê>`ÃÌÀ>ÌÛiÊiÝ«iÃiÃÊÜ V ÊÜiÀiÊ«À>ÀÞÊ`ÕiÊÌÊiÌÜÀÊÀ>Ì>â>ÌÊ
costs of $169.8 million, an increase in transaction costs of $92.8 million associated with the Canada Safeway acquisition, a decrease
in gains on the disposal of assets of $18.4 million, a one-time inventory adjustment of $17.1 million, a decrease in dilution gains of
$13.9 million, partially offset by $172.7 million in EBITDA related to the Canada Safeway acquisition.
The following table adjusts reported EBITDA for items which are considered not indicative of underlying business operating performance.
52 Weeks Ended
($ in millions)

EBITDA(2)(3) (consolidated)
Adjustments:
Ê
iÌÜÀÊÀ>Ì>â>ÌÊÊÊ
Ê
Ê
Ê
Ê
Transaction costs associated with the Canada Safeway acquisition
Inventory adjustment
Ê "À}>â>Ì>ÊÀi>}iÌÊ>`ÊÀiÃÌÀÕVÌÕÀ}ÊVÃÌÃÊ Ê
Ê
Non-operating charge from equity accounted investment(4)
Plant closure
Dilution gains
Gain on disposal of assets
Québec distribution network restructuring

May 4, 2013(1)

May 3, 2014

$
Ê

Ê

Ê

Ê

Ê

Ê

Ê

Ê

755.3

$

169.8
97.8
17.1
12.1
2.5
1.0
(4.3)
(8.0)
–

Ê

–
5.0
–
9.1
8.3
–
(18.2)
(26.4)
2.4

288.0
Adjusted EBITDA(2) (consolidated)

$

1,043.3

918.1

(19.8)
$

898.3

(1) Amounts have been restated as a result of a change in accounting policy and reclassification of discontinued operations. See the “Accounting Standards and
Policies Adopted During Fiscal 2014” section of this MD&A and Notes 3 and 23 of the Company’s audited annual consolidated financial statements.
(2) See “Non-GAAP Financial Measures” section of this MD&A.
(3) EBITDA generated from Empire Theatres has been recorded in discontinued operations.
(4) Equity earnings from Crombie REIT for the 52 weeks ended May 3, 2014 includes a non-recurring cost of $2.5 million related to arranging financing on the
70 properties acquired by Crombie REIT as part of the Canada Safeway acquisition; equity earnings from Crombie REIT for the 52 weeks ended May 4, 2013
includes a non-recurring charge of $8.3 million relating to Crombie REIT’s restated earnings.

After adjusting for items which are considered not indicative of underlying business operating performance, consolidated reported
adjusted EBITDA for the 52 weeks ended May 3, 2014 was $1,043.3 million compared to $898.3 million last year, an increase of
$145.0 million or 16.1 percent. Adjusted EBITDA margin was 4.97 percent at the end of ﬁscal 2014 compared to 5.16 percent last year.
Please refer to the section of this MD&A entitled “Fiscal 2014 Financial Performance by Segment” for an explanation of the change in
EBITDA for each segment.
Operating Income
Operating income in ﬁscal 2014 was $328.5 million (1.56 percent of sales), a decrease of $244.7 million from the $573.2 million
(3.29 percent of sales) recorded for the 52 weeks ended May 4, 2013. After adjusting for items which are considered not indicative
of underlying business operating performance, for the 52 weeks ended May 3, 2014, Empire recorded adjusted operating income
of $630.2 million (3.00 percent of sales) compared to $553.4 million (3.18 percent of sales) last year, an increase of $76.8 million or
13.9 percent. Adjusted operating income excludes items which are considered not indicative of underlying business operating
«iÀvÀ>Vi]Ê>ÃÊ«ÀiÃiÌi`ÊÊÌ iÊ«ÀiVi`}ÊÌ>LiÊvÀÊ / ]Ê>}ÊÜÌ ÊÌ>}LiÊ>ÀÌâ>ÌÊÀi>Ìi`ÊÌÊÌ iÊ >>`>Ê->viÜ>ÞÊ
acquisition of $13.7 million.
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The contributors to the change in consolidated operating income from the last year were as follows:
UÊ

Ê-LiÞÃ½Ê«iÀ>Ì}ÊViÊVÌÀLÕÌÊÌÊ «ÀiÊÊwÃV>ÊÓä£{ÊÌÌ>i`ÊfÓ£°ÈÊ]Ê>Ê`iVÀi>ÃiÊvÊfÓÓÓ°nÊÊvÀÊÌ iÊ
$514.4 million recorded last year.

UÊ

ÊÛiÃÌiÌÃÊ>`ÊÌ iÀÊ«iÀ>ÌÃÊVÌÀLÕÌi`Ê«iÀ>Ì}ÊViÊvÊfÎÈ°ÊÊÊwÃV>ÊÓä£{ÊV«>Ài`ÊÌÊfxn°nÊÊÊwÃV>Ê
2013, a decrease of $21.9 million.
–

Equity accounted earnings generated by Crombie REIT during ﬁscal 2014 were $19.2 million compared to $13.7 million in
the prior year, an increase of $5.5 million.

–

Real estate partnerships (Genstar) contributed operating income of $30.4 million, an increase of $0.8 million from the
$29.6 million recorded last year.

–

Other operations (net of corporate expenses) contributed an operating (loss) income of $(12.7) million compared to
$15.5 million last year, a decrease of $28.2 million.

Please refer to the section of this MD&A entitled “Fiscal 2014 Financial Performance by Segment” for an explanation of the change
in operating income for each segment.
Finance Costs
Finance costs, net of ﬁnance income, for the 52 weeks ended May 3, 2014 were $133.2 million, an increase of $77.8 million from the
$55.4 million recorded last year. The increase primarily relates to higher interest expense of $81.2 million due to increased debt levels as
a result of the ﬁnancing for the Canada Safeway acquisition, partially offset by higher total ﬁnance income of $5.5 million. This increase
in total ﬁnance income was primarily a result of higher interest income earned from the investment of subscription receipts and Sobeys’
unsecured notes proceeds.
Please refer to the “Liabilities” sub-section under the “Consolidated Financial Condition” section of this MD&A for further details on
consolidated funded debt.
Income Taxes
The Company’s effective income tax rate on continuing operations for ﬁscal 2014 was 18.6 percent, compared to 26.3 percent in ﬁscal
2013. The decrease is primarily attributed to a re-measurement of the Company’s deferred income tax provision and the receipt of nontaxable proceeds on the disposition of certain divested sites, offset with the partial non-deductibility of certain transaction costs for
the Canada Safeway acquisition. During the quarter, the Company completed a re-measurement of its deferred income tax provision
and have adjusted certain deferred tax attributes and the associated substantively enacted rates that have been applied. This remeasurement resulted in a tax recovery of $20.7 million in the current ﬁscal year, a recovery in comprehensive income of $0.8 million,
an increase to deferred tax assets by $31.3 million, a reduction to tax payable by $4.2 million, and a reduction to equity investments by
$5.6 million.
Net Earnings from Continuing Operations
Consolidated net earnings from continuing operations, net of non-controlling interest, in ﬁscal 2014 equalled $151.0 million ($1.88 per
diluted share) compared to $372.3 million ($5.47 per diluted share) in ﬁscal 2013. The decrease of $221.3 million is largely a result of
f£ÓÎ°nÊ]ÊiÌÊvÊÌ>Ý]ÊÀi>Ì}ÊÌÊiÌÜÀÊÀ>Ì>â>ÌÊVÃÌÃÊ>}ÊÜÌ ÊÌÀ>Ã>VÌÊ>`Êw>ViÊVÃÌÃ]ÊÌ>}LiÊ>ÀÌâ>ÌÊ>`Ê
a one-time inventory adjustment totalling $105.5 million, net of tax, associated with the Canada Safeway acquisition, as detailed in the
table below. Net earnings related to Canada Safeway operations were $78.9 million in ﬁscal 2014.
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The table below adjusts reported net earnings from continuing operations, net of non-controlling interest, for items which are
considered not indicative of underlying business operating performance.
52 Weeks Ended
($ in millions, except per share amounts, net of tax)

May 4, 2013(1)

May 3, 2014
(2)

Net earnings from continuing operations by segment :
Food retailing
Investments and other operations

$

121.8
29.2

$

334.2
38.1

Net earnings from continuing operations(2)

$

151.0

$

372.3

EPS from continuing operations (fully diluted)

$

1.88

$

5.47

Ê123.8
76.0
12.7
10.2
8.5
6.6
1.8
0.8
–
(3.0)
(5.3)

–
4.0
–
–
6.7
–
5.9
–
1.8
(13.0)
(20.9)

232.1

(15.5)

(3)

Adjustments :
Ê
iÌÜÀÊÀ>Ì>â>ÌÊÊÊÊ
ÊÊ
Ê
Ê
Ê
Ê
Transaction costs associated with the Canada Safeway acquisition
Inventory adjustment
Ê Ì>}LiÊ>ÀÌâ>ÌÊ>ÃÃV>Ìi`ÊÜÌ ÊÌ iÊ >>`>Ê->viÜ>ÞÊ>VµÕÃÌÊ
Ê "À}>â>Ì>ÊÀi>}iÌÊ>`ÊÀiÃÌÀÕVÌÕÀ}ÊVÃÌÃÊ Ê
Ê
Ê
Finance costs associated with the Canada Safeway acquisition
Non-operating charge from equity accounted investment(4)
Plant closure
Québec distribution network restructuring
Dilution gains
Gain on disposal of assets
(2)(5)

Ê

Ê

Ê

Ê

Ê

Ê
Ê

Ê
Ê

Ê
Ê

Ê
Ê

Ê

Adjusted net earnings from continuing operations

$

383.1

$

356.8

Adjusted net earnings from continuing operations by segment(2):
Food retailing
Investments and other operations

$

349.2
33.9

$

325.3
31.5

Adjusted net earnings from continuing operations(2)(5)

$

383.1

$

356.8

Adjusted EPS from continuing operations (fully diluted)

$

4.78

$

5.24

Diluted weighted average number of shares outstanding (in millions)

80.2

68.1

(1) Amounts have been restated as a result of a change in accounting policy. See the “Accounting Standards and Policies Adopted During Fiscal 2014” section of this
MD&A and Note 3 to the Company’s audited annual consolidated financial statements.
(2) Net of non-controlling interest.
(3) All adjustments are net of income taxes.
(4) 52 weeks ended May 3, 2014 includes a non-recurring cost of $1.8 million, net of tax, related to arranging financing on the 70 properties acquired by Crombie
REIT as part of the Canada Safeway acquisition; 52 weeks ended May 4, 2013 includes a non-recurring charge of $5.9 million, net of tax, relating to Crombie
REIT’s restated earnings.
(5) See “Non-GAAP Financial Measures” section of this MD&A.

Adjusted Net Earnings from Continuing Operations
For the 52 weeks ended May 3, 2014, Empire recorded adjusted net earnings from continuing operations, net of non-controlling interest,
of $383.1 million ($4.78 per diluted share) compared to $356.8 million ($5.24 per diluted share) in the same period last year. For the year
ended May 3, 2014, Empire had a weighted average number of shares outstanding (fully diluted) of 80.2 million compared to 68.1 million
in ﬁscal 2013.
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Net Earnings
Consolidated net earnings, net of non-controlling interest, in the 52 weeks ended May 3, 2014 equalled $235.4 million ($2.93 per diluted
share) compared to $379.5 million ($5.58 per diluted share) in ﬁscal 2013. The decrease of $144.1 million is due to a $221.3 million
decrease in net earnings from continuing operations, net of non-controlling interest, as previously discussed, offset by an increase in
net earnings from discontinued operations of $77.2 million.
Net earnings from discontinued operations in ﬁscal 2014 equalled $84.4 million ($1.05 per diluted share) compared to $7.2 million
($0.11 per diluted share) in the prior year, an increase of $77.2 million, primarily as a result of the gain from the re-measurement and
disposal of assets and from restructuring costs, net of tax, from the sale of Empire Theatres of $79.2 million.
The following table reconciles Empire’s segmented net earnings from continuing operations, net of non-controlling interest, to net
earnings, net of non-controlling interest, for the 52 weeks ended May 3, 2014 compared to the 52 weeks ended May 4, 2013.
52 Weeks Ended
($ in millions, except per share amounts, net of tax)

($)
Change

May 4, 2013(1)

May 3, 2014

Net earnings from continuing operations by segment(2):
Food retailing
Investments and other operations

$

121.8
29.2

$

334.2
38.1

$

(212.4)
(8.9)

Net earnings from continuing operations(2)

$

151.0

$

372.3

$

(221.3)

EPS from continuing operations (fully diluted)

$

1.88

$

5.47

$

(3.59)

Net earnings from discontinued operations

84.4

7.2

77.2

(2)

Net earnings by segment :
Food retailing
Investments and other operations

$

121.8
113.6

$

334.2
45.3

$

(212.4)
68.3

Net earnings(2)

$

235.4

$

379.5

$

(144.1)

EPS (fully diluted)

$

2.93

$

5.58

$

(2.65)

(1) Amounts have been restated as a result of a change in accounting policy. See the “Accounting Standards and Policies Adopted During Fiscal 2014” section of this
MD&A and Note 3 to the Company’s audited annual consolidated financial statements.
(2) Net of non-controlling interest.

For a detailed discussion of ﬁnancial performance by segment, see the section of this MD&A entitled “Fiscal 2014 Financial Performance
by Segment”.
FISCAL 2014 FINANCIAL PERFORMANCE BY SEGMENT

Food Retailing
Highlights
UÊ

Ê LiÞÃÊ>V iÛi`ÊwÃV>ÊÓä£{ÊÃ>iÃÊ}ÀÜÌ ÊvÊfÎ°ÈÓÊLÊÀÊÓä°nÊ«iÀViÌÊÌÊÀi>V ÊfÓä°ÈÊL°ÊvÌiÀÊ>`ÕÃÌ}ÊvÀÊÃ>iÃÊÀi>Ìi`ÊÌÊ
the Canada Safeway acquisition, sales growth was $413.0 million or 2.4 percent.

UÊ

ÀiiÊV>Ã ÊyÜÊvÊfÈä{°ÈÊÊÛiÀÃÕÃÊfÎ£ä°xÊÊÊwÃV>ÊÓä£Î°

UÊ

/Ì>Ê«À«iÀÌÞ]ÊiµÕ«iÌÊ>`ÊÛiÃÌiÌÊ«À«iÀÌÞÊ«ÕÀV >ÃiÃÊiµÕ>i`ÊfxÈÓ°£ÊÊÊwÃV>ÊÓä£{ÊÛiÀÃÕÃÊfxän°£ÊÊ>ÃÌÊÞi>À°

UÊ

Ê"«ii`]Ê>VµÕÀi`ÊÀÊÀiV>Ìi`Ê{ÊVÀ«À>ÌiÊ>`ÊvÀ>V Ãi`ÊÃÌÀiÃ]Ê>VµÕÀi`ÊÓÓÎÊÃÌÀiÃÊÊÌ iÊ >>`>Ê->viÜ>ÞÊ>VµÕÃÌ]Ê
expanded 4 stores, rebannered/redeveloped 11 stores, divested 19 stores and closed 45 stores.
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To assess its ﬁnancial performance and condition, Sobeys’ management monitors a set of ﬁnancial measures which evaluate sales
growth, proﬁtability and ﬁnancial condition. The primary ﬁnancial performance and condition measures reported by Sobeys are set
out below.
52 Weeks Ended
($ in millions)

Sales growth
Same-store sales growth(1)
Return on equity(1)
Funded debt to total capital(1)
Funded debt to EBITDA(1)
Property, equipment and investment property purchases(2)

May 3, 2014

May 4, 2013

May 5, 2012

20.8%
0.0%
3.1%
41.6%
4.7x
562

8.3%
1.3%
12.6%
20.9%
0.9x
508

1.8%
1.4%
13.3%
27.2%
1.2x
563

$

$

$

(1) See “Non-GAAP Financial Measures” section of this MD&A.
(2) This amount reflects the property, equipment and investment property purchases by Sobeys, excluding amounts purchased from the Company and its whollyowned subsidiaries.

Sobeys closed the Canada Safeway acquisition effective November 3, 2013. As a condition of the regulatory clearance from the
Competition Bureau for Sobeys’ acquisition of substantially all of the assets and select liabilities of Canada Safeway, Sobeys was
required to divest 23 retail stores. On February 13, 2014, Sobeys announced that it entered into binding purchase agreements with
Overwaitea Food Group LP and Federated Co-operatives Limited to purchase 22 of the 23 retail stores that were required to be
divested as a result of the Canada Safeway acquisition. In addition to the required divestitures, Sobeys agreed to sell an additional
seven stores in British Columbia comprised of both Safeway and Sobeys locations. Sobeys also signed a binding purchase agreement
with another retailer for the sale of one retail store which was also required to be divested as part of the Canada Safeway acquisition.
The purchase agreements all received approval from the Competition Bureau.
During the fourth quarter of ﬁscal 2014, Sobeys divested 19 of these 30 retail stores for cash proceeds of $337.7 million. The assets and
liabilities of $112.2 million for the remaining 11 retail stores have been included in assets held for sale as of May 3, 2014. Ten of these
remaining stores were divested subsequent to year-end subject to adjustments and the one remaining store is expected to be divested
during the Company’s ﬁrst quarter of ﬁscal 2015. All proceeds will be used to repay bank borrowings.
During the 52 weeks ended May 3, 2014, Sobeys incurred pre-tax acquisition costs of $97.8 million relating to external legal, consulting,
due diligence, ﬁnancial advisory and other closing costs. These costs have been included in selling and administrative expenses in the
consolidated statements of earnings.
Business Process and Information System Transformation and Rationalization Costs
ÕÀ}ÊwÃV>ÊÓä£Î]Ê-LiÞÃÊ >ÃÊÃÕLÃÌ>Ì>ÞÊV«iÌi`ÊÌ iÊ«iiÌ>ÌÊvÊÃÞÃÌiÜ`iÊLÕÃiÃÃÊ«ÀViÃÃÊ«Ìâ>ÌÊ>`Ê
À>Ì>â>ÌÊÌ>ÌÛiÃÊÌ >ÌÊ>ÀiÊ`iÃ}i`ÊÌÊÀi`ÕViÊV«iÝÌÞÊ>`Ê«ÀÛiÊ«ÀViÃÃiÃÊ>`ÊivwViVÞ°Ê/ iÃiÊÃÞÃÌiÜ`iÊLÕÃiÃÃÊ
«ÀViÃÃÊ>`ÊÀ>Ì>â>ÌÊÌ>ÌÛiÃÊÃÕ««ÀÌÊ>Ê>Ã«iVÌÃÊvÊÌ iÊLÕÃiÃÃÊVÕ`}Ê«iÀ>ÌÃ]ÊiÀV >`Ã}]Ê`ÃÌÀLÕÌ]Ê Õ>Ê
resources and administration.
The business process and information systems implementation in Québec began during the ﬁrst quarter of ﬁscal 2010 and was
completed in the third quarter of ﬁscal 2013. The business process and system initiative costs primarily include labour, implementation
and training costs associated with these initiatives. During the 52 weeks ended May 4, 2013, Sobeys incurred $8.6 million of pre-tax
costs related to these initiatives.
Following the close of the Canada Safeway acquisition, Sobeys began the process of integrating the acquired business with
Sobeys’ current operations. For the 13 and 52 weeks ended May 3, 2014, Sobeys recorded pre-tax integration costs of $8.0 million
>`Êf£ä°ÈÊ]ÊÀiÃ«iVÌÛiÞ]ÊÜ V Ê >ÛiÊLiiÊÀiV}âi`ÊÊÃi}Ê>`Ê>`ÃÌÀ>ÌÛiÊiÝ«iÃiÃÊÊÌ iÊVÃ`>Ìi`ÊÃÌ>ÌiiÌÊ
of earnings.
ÕÀ}ÊÌ iÊÌ À`ÊµÕ>ÀÌiÀÊvÊwÃV>ÊÓä£Î]Ê-LiÞÃÊViVi`Ê«iÀ>ÌÃÊvÊ>ÊiÜÊ`ÃÌÀLÕÌÊViÌÀiÊÊ/iÀÀiLi]Ê+ÕjLiV]ÊÕÌâ}Ê
Ì iÊÃ>iÊ>ÕÌ>Ìi`ÊiµÕ«iÌÊ>`ÊÌiV }ÞÊ>ÃÊÌ iÊ6>Õ} >]Ê"Ì>ÀÊ`ÃÌÀLÕÌÊViÌÀi°ÊÊwÃV>ÊÓä£Î]Ê-LiÞÃÊÀiVÀ`i`Ê«ÀiÌ>ÝÊ
severance costs associated with the distribution network in Québec of $2.4 million.
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ÊwÃV>ÊÓä£{]Ê-LiÞÃÊ«iÀvÀi`ÊÀ}>â>Ì>ÊÀi>}iÌÃÊ>`ÊÀiVÀ`i`Ê«ÀiÌ>ÝÊVÃÌÃÊvÊfÎ°äÊÊÀi>Ìi`ÊÌÊÌ ÃÊÌ>ÌÛi°ÊÊÃ>ÀÊ
À}>â>Ì>ÊÀi>}iÌÊ>`ÊVÀÀiÃ«`}Êi>`iÀÃ «Ê>««ÌiÌÃÊÜiÀiÊV«iÌi`ÊÊwÃV>ÊÓä£ÎÊÜ V ÊÀiÃÕÌi`ÊÊ«ÀiÌ>ÝÊVÃÌÃÊvÊ
$9.1 million recorded for the 52 weeks ended May 4, 2013.
/ iÊÌ>LiÊLiÜÊÃÕ>ÀâiÃÊ-LiÞÃ½ÊVÌÀLÕÌÊÌÊ «Ài½ÃÊVÃ`>Ìi`ÊÃ>iÃ]Ê / ]Ê>`ÕÃÌi`Ê / ]Ê«iÀ>Ì}ÊVi]Ê
adjusted operating income, net earnings, net of non-controlling interest, and adjusted net earnings, net of non-controlling interest.
52 Weeks Ended (1)
($ in millions)

Sales
EBITDA(3)
Adjusted EBITDA(3)(4)
Operating income(3)
Adjusted operating income(3)(4)
Net earnings(5)
Adjusted net earnings(3)(4)(5)

May 4, 2013(2)

May 3, 2014

$ 20,987.8
717.9
999.2
291.6
586.6
121.8
349.2

$

17,391.0
858.6
848.0
514.4
503.8
334.2
325.3

$

($)
Change

(%)
Change

3,596.8
(140.7)
151.2
(222.8)
82.8
(212.4)
23.9

20.7%
(16.4%)
17.8%
(43.3%)
16.4%
(63.6%)
7.3%

(1) Net of consolidation adjustments which include a purchase price allocation from the privatization of Sobeys.
(2) Amounts have been restated as a result of a change in accounting policy. See the “Accounting Standards and Policies Adopted During Fiscal 2014” section of this
MD&A and Note 3 to the Company’s audited annual consolidated financial statements.
(3) See “Non-GAAP Financial Measures” section of this MD&A.
(4) Excludes items which are considered not indicative of underlying business operating performance.
(5) Net of non-controlling interest.

Sales
Empire’s food retailing segment achieved sales of $20.99 billion for the 52 weeks ended May 3, 2014, an increase of $3.60 billion or
20.7 percent over ﬁscal 2013. The growth in Sobeys’ sales in ﬁscal 2014 was primarily the result of $3.20 billion of sales related to the
Canada Safeway acquisition, combined with Sobeys’ continued investment in its retail network, coupled with the continuation of sales
and merchandising initiatives. During the ﬁscal year, Sobeys’ same-store sales showed no change compared to the prior year. Samestore sales were impacted by low food inﬂation, increased competitive square footage in the market and ongoing competitive intensity.
The following table shows a reconciliation of sales recorded by Sobeys for the 52 weeks ended May 3, 2014 compared to the same
period in the prior year. Excluding the impact of the Canada Safeway acquisition, Sobeys’ reported sales increased $413.0 million or
2.4 percent in ﬁscal 2014 compared to the same period last year.
52 Weeks Ended
($ in millions)

May 3, 2014

May 4, 2013

($)
Change

(%)
Change

Sobeys’ reported sales
Adjustment for the impact of the Canada Safeway acquisition

$ 20,961.5
(3,202.7)

$

17,345.8
–

$

3,615.7
(3,202.7)

20.8%

Sobeys’ adjusted sales

$ 17,758.8

$

17,345.8

$

413.0

2.4%

Gross Profit
Sobeys recorded gross proﬁt for the 52 weeks ended May 3, 2014 of $5,016.1 million, an increase of $1,003.0 million or 25.0 percent
compared to $4,013.1 million in ﬁscal 2013. For the year ended May 3, 2014, gross margin increased 79 basis points to 23.93 percent
compared to 23.14 percent in ﬁscal 2013. The increase in gross proﬁt and gross margin is largely a result of a $985.7 million gross proﬁt
contribution related to the Canada Safeway acquisition, net of a one-time inventory adjustment of $17.1 million. The one-time inventory
adjustment is a result of Sobeys’ estimated preliminary fair value using historical ﬁnancial information from Canada Safeway, after
considering a reduction for selling costs and proﬁt margins on selling efforts. The amount was expensed in the third quarter as a result
of the sale of the applicable inventory.
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Excluding the impact related to Canada Safeway, gross margin would have been 22.69 percent, a decrease of 45 basis points compared
to the prior year. Overall gross proﬁt and gross margin were impacted during the year by the following factors: (i) increased inventory
shrinkage (“shrink”) primarily associated with Sobeys’ fresh retail inventory turns as well as shrink associated with the new and innovative
commercial programs as part of Sobeys’ strategy to help Canadians Eat Better, Feel Better, Do Better; (ii) a highly promotional
iÛÀiÌÆÊ®Ê>ÊÜi>iÀÊ  ÊÀi>ÌÛiÊÌÊÌ iÊ1°-°Ê`>ÀÊº1- »®ÊÜ V Ê>vviVÌi`ÊÌ iÊ  ÊVÃÌÊvÊ1°-°Ê«ÕÀV >ÃiÃÆÊ>`ÊÛ®Ê}}Ê`ÀÕ}Ê
regulatory reform which impacted the number of generic products and generic prescription reimbursement rates.
EBITDA
Sobeys contributed EBITDA to Empire for ﬁscal 2014 of $717.9 million (3.42 percent of sales) compared to $858.6 million (4.94 percent
of sales) in ﬁscal 2013, a decrease of $140.7 million or 16.4 percent. EBITDA was impacted by the factors affecting gross proﬁt, as
iÌi`]Ê>`ÊLÞÊVÀi>Ãi`ÊÃi}Ê>`Ê>`ÃÌÀ>ÌÛiÊiÝ«iÃiÃÊÜ V ÊÜiÀiÊ«À>ÀÞÊ`ÕiÊÌÊiÌÜÀÊÀ>Ì>â>ÌÊVÃÌÃÊvÊ
$169.8 million, an increase in transaction costs of $92.8 million associated with the Canada Safeway acquisition combined with a
decrease in gains on the disposal of assets of $19.6 million, partially offset by $172.7 million in EBITDA related to the Canada Safeway
acquisition. Since the acquisition, to the end of ﬁscal 2014, a 26-week period, Sobeys recorded $29.3 million of cost reductions as a
ÀiÃÕÌÊvÊÃÞiÀ}iÃÊÀi>âi`ÊÀi>Ìi`ÊÌÊÌ iÊ>VµÕÃÌ°
The following table adjusts reported EBITDA from the food retailing segment for items which are considered not indicative of underlying
business operating performance.
52 Weeks Ended
($ in millions)
(2)

EBITDA (contributed by Sobeys)
Adjustments:
Ê
iÌÜÀÊÀ>Ì>â>ÌÊÊÊ
Ê
Ê
Ê
Ê
Transaction costs associated with the Canada Safeway acquisition
Inventory adjustment
Ê "À}>â>Ì>ÊÀi>}iÌÊVÃÌÃÊ Ê
Ê
Ê
Ê
Plant closure
Dilution gains
Gain on disposal of assets
Québec distribution network restructuring
Adjusted EBITDA

May 4, 2013(1)

May 3, 2014

(2)

$
Ê

Ê

Ê

Ê

Ê

Ê

Ê

Ê

Ê

Ê

$

717.9

$

858.6

169.8
97.8
17.1
3.0
1.0
(0.6)
(6.8)
–

–
5.0
–
9.1
–
(0.7)
(26.4)
2.4

281.3

(10.6)

999.2

$

848.0

(1) Amounts have been restated as a result of a change in accounting policy. See the “Accounting Standards and Policies Adopted During Fiscal 2014” section of this
MD&A and Note 3 to the Company’s audited annual consolidated financial statements.
(2) See “Non-GAAP Financial Measures” section of this MD&A.

After adjusting for items which are considered not indicative of underlying business operating performance, Sobeys’ adjusted EBITDA
contribution to Empire for ﬁscal 2014 was $999.2 million (4.76 percent of sales) compared to $848.0 million (4.88 percent of sales) last
year, an increase of $151.2 million or 17.8 percent.
Operating Income
Sobeys’ reported operating income contribution to Empire for the 52 weeks ended May 3, 2014 was $291.6 million (1.39 percent of
sales) compared to $514.4 million (2.96 percent of sales) in the same period last year, a decrease of $222.8 million. This decrease was
«À>ÀÞÊÀi>Ìi`ÊÌÊÌ iÊv>VÌÀÃÊ«>VÌ}Ê / ]ÊVLi`ÊÜÌ Ê`i«ÀiV>ÌÊ>`Ê>ÀÌâ>ÌÊiÝ«iÃiÃÊvÊf{n°nÊÊ>`Ê
$13.7 million, respectively, related to the Canada Safeway acquisition. These factors were partially offset by $110.2 million of operating
income directly attributable to the inclusion of Canada Safeway.

2014 ANNUAL REPORT

43

MANAGEMENT’S DISCUSSION AND ANALYSIS

The following table adjusts reported operating income from the food retailing segment for items which are considered not indicative of
underlying business operating performance.
52 Weeks Ended
($ in millions)

May 4, 2013(1)

May 3, 2014
(2)

Operating income (contributed by Sobeys)
Adjustments:
Ê
iÌÜÀÊÀ>Ì>â>ÌÊÊÊ
Ê
Ê
Ê
Ê
Ê
Transaction costs associated with the Canada Safeway acquisition
Inventory adjustment
Ê Ì>}LiÊ>ÀÌâ>ÌÊ>ÃÃV>Ìi`ÊÜÌ ÊÌ iÊ >>`>Ê->viÜ>ÞÊ>VµÕÃÌÊ
Ê "À}>â>Ì>ÊÀi>}iÌÊVÃÌÃÊ Ê
Ê
Ê
Ê
Ê
Plant closure
Dilution gains
Gain on disposal of assets
Québec distribution network restructuring
Adjusted operating income

(2)

Ê

Ê

Ê

Ê
Ê

Ê
Ê

Ê
Ê

Ê
Ê

$

291.6

Ê

169.8
97.8
17.1
13.7
3.0
1.0
(0.6)
(6.8)
–

–
5.0
–
–
9.1
–
(0.7)
(26.4)
2.4

295.0

(10.6)

$

586.6

$

$

514.4

503.8

(1) Amounts have been restated as a result of a change in accounting policy. See the “Accounting Standards and Policies Adopted During Fiscal 2014” section of this
MD&A and Note 3 to the Company’s audited annual consolidated financial statements.
(2) See “Non-GAAP Financial Measures” section of this MD&A.

After adjusting for items which are considered not indicative of underlying business operating performance, Sobeys contributed
adjusted operating income to Empire in ﬁscal 2014 of $586.6 million (2.79 percent of sales) compared to $503.8 million (2.90 percent
of sales) in ﬁscal 2013, an increase of $82.8 million or 16.4 percent.
Net Earnings
Sobeys contributed net earnings, net of non-controlling interest, of $121.8 million to Empire in the 52 weeks ended May 3, 2014, a
decrease of $212.4 million from the $334.2 million recorded in the same period of the prior year. This decrease is primarily the result of
f£ÓÎ°nÊ]ÊiÌÊvÊÌ>Ý]ÊÀi>Ì}ÊÌÊiÌÜÀÊÀ>Ì>â>ÌÊVÃÌÃ]ÊVLi`ÊÜÌ Êf£äx°xÊ]ÊiÌÊvÊÌ>Ý]Ê>ÃÃV>Ìi`ÊÜÌ ÊÌÀ>Ã>VÌÊ
>`Êw>ViÊVÃÌÃ]ÊÌ>}LiÊ>ÀÌâ>ÌÊ>`Ê>ÊiÌiÊÛiÌÀÞÊ>`ÕÃÌiÌÊÀi>Ìi`ÊÌÊÌ iÊ >>`>Ê->viÜ>ÞÊ>VµÕÃÌ°Ê iÌÊi>À}ÃÊ
related to Canada Safeway operations for the 52 weeks ended May 3, 2014 were $78.9 million.
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The table below details the adjustments made to calculate Sobeys’ contribution to Empire’s consolidated adjusted net earnings, net of
non-controlling interest.
52 Weeks Ended
($ in millions)

May 4, 2013(1)

May 3, 2014
(2)

Net earnings (contributed by Sobeys)

$

121.8

$

334.2

123.8
76.0
12.7
10.2
2.2
6.6
0.8
(0.4)
(4.5)
–

–
4.0
–
–
6.7
–
–
(0.5)
(20.9)
1.8

227.4

(8.9)

(3)

Adjustments :
Ê
iÌÜÀÊÀ>Ì>â>ÌÊÊÊ
Ê
Ê
Ê
Ê
Ê
Transaction costs associated with the Canada Safeway acquisition
Inventory adjustment
Ê Ì>}LiÊ>ÀÌâ>ÌÊ>ÃÃV>Ìi`ÊÜÌ ÊÌ iÊ >>`>Ê->viÜ>ÞÊ>VµÕÃÌÊ
Ê "À}>â>Ì>ÊÀi>}iÌÊVÃÌÃÊ Ê
Ê
Ê
Ê
Ê
Finance costs associated with the Canada Safeway acquisition
Plant closure
Dilution gains
Gain on disposal of assets
Québec distribution network restructuring

Ê

Ê

Ê

Ê

Ê

Ê
Ê

Ê
Ê

Ê
Ê

Ê
Ê

Ê

(2)(4)

Adjusted net earnings

$

349.2

$

325.3

(1) Amounts have been restated as a result of a change in accounting policy. See the “Accounting Standards and Policies Adopted During Fiscal 2014” section of this
MD&A and Note 3 to the Company’s audited annual consolidated financial statements.
(2) Net of non-controlling interest.
(3) All adjustments are net of income taxes.
(4) See “Non-GAAP Financial Measures” section of this MD&A.

Adjusted Net Earnings
Sobeys contributed adjusted net earnings, net of non-controlling interest, of $349.2 million to Empire for ﬁscal 2014 compared to
$325.3 million in ﬁscal 2013, an increase of $23.9 million or 7.3 percent.
Investments and Other Operations
Highlights
UÊ

Ê ÛiÃÌi`Ê «ÀiÊ/ i>ÌÀiÃÊvÀÊ>Ê}>ÊvÀÊÌ iÊÀii>ÃÕÀiiÌÊ>`Ê`Ã«Ã>ÊvÊ>ÃÃiÌÃÊ>`ÊvÀÊÀiÃÌÀÕVÌÕÀ}ÊVÃÌÃ]ÊiÌÊvÊÌ>Ý]ÊvÊ
$79.2 million.

UÊ

ÀLiÊ, /½ÃÊ>ÀiÌÊV>«Ì>â>ÌÊÃÕÀ«>ÃÃi`Êf£°ÈÊLÊÜÌ Ê «Ài½ÃÊÛiÃÌiÌÊV>ÀÀÞ}Ê>Êv>ÀÊÛ>ÕiÊvÊfÈnÓ°Ê°

UÊ

µÕÌÞÊi>À}ÃÊvÀÊÀi>ÊiÃÌ>ÌiÊ«>ÀÌiÀÃ «ÃÊiÃÌ>À®ÊvÊfÎä°{ÊÊV«>Ài`ÊÌÊfÓ°ÈÊÊ>ÃÌÊÞi>À°

UÊ

µÕÌÞÊi>À}ÃÊvÀÊ ÀLiÊ, /ÊvÊf£°ÓÊÊÛiÀÃÕÃÊf£Î°ÇÊÊ>ÃÌÊÞi>À°
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The table below presents sales, EBITDA, adjusted EBITDA, operating income, net earnings from continuing operations, net earnings
from discontinued operations, net earnings and adjusted net earnings from continuing operations, for the investments and other
operations segment.
52 Weeks Ended
($ in millions)

May 3, 2014

Sales(1)
EBITDA(1)(2)
Adjusted EBITDA(2)(3)

$

5.2
37.4
44.1

Operating income (loss)(2)
Crombie REIT(4)(5)
Real estate partnerships(6)
Other operations, net of corporate expenses(1)(7)

19.2
30.4
(12.7)

Net earnings from continuing operations
Net earnings from discontinued operations
Net earnings
Adjusted net earnings from continuing operations(2)(3)

($)
Change

May 4, 2013

$

9.8
59.5
50.3

$

(4.6)
(22.1)
(6.2)

13.7
29.6
15.5

5.5
0.8
(28.2)

36.9

58.8

(21.9)

29.2

38.1

(8.9)

84.4

7.2

77.2

113.6

45.3

68.3

33.9

31.5

2.4

(1)
(2)
(3)
(4)
(5)

Results generated from Empire Theatres have been recorded in discontinued operations.
See “Non-GAAP Financial Measures” section of this MD&A.
Excludes items which are considered not indicative of underlying business operating performance.
41.6 percent equity accounted interest in Crombie REIT (May 4, 2013 – 42.8 percent interest).
Equity earnings from Crombie REIT for the 52 weeks ended May 3, 2014 includes a non-recurring cost of $2.5 million related to arranging financing on the
70 properties acquired by Crombie REIT as part of the Canada Safeway acquisition; equity earnings from Crombie REIT for the 52 weeks ended May 4, 2013
includes a non-recurring charge of $8.3 million relating to Crombie REIT’s restated earnings.
(6) Interests in Genstar.
(7) 52 weeks ended May 3, 2014 included organizational realignment and restructuring costs of $9.1 million, dilution gains of $3.7 million and a gain on the disposal
of assets of $1.2 million (52 weeks ended May 4, 2013 – organizational realignment and restructuring costs of $nil, dilution gains of $17.5 million and a gain on the
disposal of assets of $nil).

At May 3, 2014, Empire’s investment portfolio, including equity accounted investments in Crombie REIT and Genstar, consisted of:
May 3, 2014
($ in millions)

Investment in Crombie REIT
Investment in Genstar(1)
Canadian Digital Cinema Partnership(1)
Other investments(1)(2)

Fair Value

Carrying Value

May 4, 2013
Unrealized Gain

Fair Value

Carrying Value

Unrealized Gain

$

682.9
211.0
9.7
24.8

$

333.5
211.0
9.7
24.8

$

349.4
–
–
–

$

622.7
203.2
9.2
39.5

$

195.2
203.2
9.2
39.5

$

427.5
–
–
–

$

928.4

$

579.0

$

349.4

$

874.6

$

447.1

$

427.5

(1) Assumes fair value equals carrying value.
(2) Includes an investment in Crombie REIT Series D convertible unsecured subordinated debentures (the “Debentures”) with a market value of $24.6 million
(May 4, 2013 – $24.8 million). During the first quarter of fiscal 2013, the Company purchased $24.0 million of Debentures, which as at May 3, 2014, had a market
value of $24.6 million. On September 25, 2012, the Company converted Crombie REIT Series B convertible unsecured subordinated debentures with a face value
of $10.0 million into 909,090 units of Crombie REIT. The units were recorded at the exchange amount of $13.8 million, resulting in a pre-tax gain of $3.8 million.

Sales
Investments and other operations’ sales equalled $5.2 million in the 52 weeks ended May 3, 2014 versus $9.8 million in the 52 weeks
ended May 4, 2013, a decrease of $4.6 million. Sales generated from Empire Theatres have been recorded in discontinued operations.
Please refer to Note 23 of the audited annual consolidated ﬁnancial statements for the 52 weeks ended May 3, 2014 for greater detail on
the operating results from discontinued operations.
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EBITDA
Investments and other operations contributed EBITDA to Empire for ﬁscal 2014 of $37.4 million compared to $59.5 million in the same
«iÀ`Ê>ÃÌÊÞi>À]Ê>Ê`iVÀi>ÃiÊvÊfÓÓ°£Ê°ÊÃV>ÊÓä£{ÊVÕ`i`ÊÀ}>â>Ì>ÊÀi>}iÌÊ>`ÊÀiÃÌÀÕVÌÕÀ}ÊVÃÌÃÊvÊf°£ÊÊwÃV>Ê
2013 – $nil), a non-operating charge from an equity accounted investment of $2.5 million (ﬁscal 2013 – $8.3 million), dilution gains of
$3.7 million (ﬁscal 2013 – $17.5 million) and a gain on the disposal of assets of $1.2 million (ﬁscal 2013 – $nil).
The following table adjusts reported EBITDA from investments and other operations for items which are considered not indicative of
underlying business operating performance.
52 Weeks Ended
($ in millions)
(1)(2)

EBITDA

May 3, 2014

(investments and other operations)

Adjustments:
Ê "À}>â>Ì>ÊÀi>}iÌÊ>`ÊÀiÃÌÀÕVÌÕÀ}ÊVÃÌÃÊÊ Ê
Ê
Non-operating charge from equity accounted investment(3)
Dilution gains
Gain on disposal of assets
Adjusted EBITDA

(1)

Ê

Ê

Ê

Ê

Ê

May 4, 2013

$

37.4

Ê

9.1
2.5
(3.7)
(1.2)

–
8.3
(17.5)
–

6.7

(9.2)

$

44.1

$

59.5

$

50.3

(1) See “Non-GAAP Financial Measures” section of this MD&A.
(2) EBITDA generated from Empire Theatres has been recorded in discontinued operations.
(3) Equity earnings from Crombie REIT for the 52 weeks ended May 3, 2014 includes a non-recurring cost of $2.5 million related to arranging financing on the
70 properties acquired by Crombie REIT as part of the Canada Safeway acquisition; equity earnings from Crombie REIT for the 52 weeks ended May 4, 2013
includes a non-recurring charge of $8.3 million relating to Crombie REIT’s restated earnings.

After adjusting for items which are considered not indicative of underlying business operating performance, investments and other
operations’ adjusted EBITDA for ﬁscal 2014 was $44.1 million compared to $50.3 million last year, a decrease of $6.2 million or
12.3 percent.
Operating Income
Investments and other operations reported operating income of $36.9 million in the 52 weeks ended May 3, 2014 versus $58.8 million
in the same period last year, a decrease of $21.9 million.
After adjusting for items which are considered not indicative of underlying business operating performance, investment and other
operations’ contributed adjusted operating income to Empire for the 52 weeks ended May 3, 2014 of $43.6 million compared to
$49.6 million in 52 weeks ended May 4, 2013, a decrease of $6.0 million or 12.1 percent. Adjusted operating income excludes items
which are considered not indicative of underlying business operating performance, as presented in the preceding table for EBITDA.
The contributors to operating income in ﬁscal 2014 were as follows:
UÊ

Ê µÕÌÞÊ>VVÕÌi`Êi>À}ÃÊvÀÊÌ iÊ «>Þ½ÃÊÛiÃÌiÌÊÊ ÀLiÊ, /ÊÜiÀiÊf£°ÓÊÊÊÌ iÊxÓÊÜiiÃÊi`i`Ê>ÞÊÎ]ÊÓä£{]Ê
up $5.5 million from the $13.7 million recorded in the 52 weeks ended May 4, 2013. The increase was primarily driven by increased
property net operating income due to acquisitions and redevelopment activity, along with a non-operating charge of $8.3 million
incurred in ﬁscal 2013 relating to Crombie REIT’s restated earnings, partially offset by non-recurring costs of $2.5 million related to
arranging ﬁnancing on the 70 properties acquired by Crombie REIT as part of the Canada Safeway acquisition.

UÊ

Ê µÕÌÞÊ>VVÕÌi`Êi>À}ÃÊvÀÊÌ iÊ «>Þ½ÃÊÛiÃÌiÌÃÊÊÀi>ÊiÃÌ>ÌiÊ«>ÀÌiÀÃ «ÃÊiÃÌ>À®ÊÜiÀiÊfÎä°{ÊÊÊÌ iÊxÓÊÜiiÃÊ
ended May 3, 2014, an increase of $0.8 million compared to $29.6 million recorded in the same period last year, primarily as a result
of stronger lot sales.

UÊ

Ê Ì iÀÊ«iÀ>ÌÃ]ÊiÌÊvÊVÀ«À>ÌiÊiÝ«iÃiÃ]ÊVÌÀLÕÌi`Ê>Ê«iÀ>Ì}ÊÃÃ®ÊViÊvÊf£Ó°Ç®ÊÊÊwÃV>ÊÓä£{]Ê`ÜÊ
"
fÓn°ÓÊÊvÀÊÌ iÊf£x°xÊÊÀiVÀ`i`ÊÊwÃV>ÊÓä£Î°ÊÃV>ÊÓä£{ÊVÕ`i`ÊÀ}>â>Ì>ÊÀi>}iÌÊ>`ÊÀiÃÌÀÕVÌÕÀ}ÊVÃÌÃÊ
of $9.1 million, dilution gains of $3.7 million, and a gain on the disposal of assets of $1.2 million (ﬁscal 2013 – $nil, $17.5 million, and
$nil, respectively).
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Net Earnings
Investments and other operations contributed $113.6 million to Empire’s consolidated net earnings in the ﬁscal 2014 compared to
$45.3 million in ﬁscal 2013. The $68.3 million increase is primarily attributed to an increase in net earnings from discontinued operations
of $77.2 million, partially offset by a decrease in net earnings from continuing operations of $8.9 million, as discussed. Net earnings from
discontinued operations include a gain from the re-measurement and disposal of assets and from restructuring costs, net of tax, on the
sale of Empire Theatres of $79.2 million.
The following table adjusts reported net earnings from continuing operations for items which are considered not indicative of underlying
business operating performance.
52 Weeks Ended
($ in millions)

May 3, 2014

Net earnings from continuing operations (investments and other operations)
Adjustments(1):
Ê "À}>â>Ì>ÊÀi>}iÌÊ>`ÊÀiÃÌÀÕVÌÕÀ}ÊVÃÌÃÊÊ Ê
Ê
Non-operating charge from equity accounted investment(2)
Dilution gains
Gain on disposal of assets
Adjusted net earnings from continuing operations

(3)

Ê

Ê

Ê

Ê

Ê

May 4, 2013

$

29.2

Ê

6.3
1.8
(2.6)
(0.8)

–
5.9
(12.5)
–

4.7

(6.6)

$

33.9

$

$

38.1

31.5

(1) All adjustments are net of income taxes.
(2) Equity earnings from Crombie REIT for the 52 weeks ended May 3, 2014 includes a non-recurring cost of $1.8 million, net of tax, related to arranging
financing on the 70 properties acquired by Crombie REIT as part of the Canada Safeway acquisition; equity earnings from Crombie REIT for the 52 weeks
ended May 4, 2013 includes a non-recurring charge of $5.9 million, net of tax, relating to Crombie REIT’s restated earnings.
(3) See “Non-GAAP Financial Measures” section of this MD&A.

Adjusted Net Earnings from Continuing Operations
Investments and other operations contributed adjusted net earnings from continuing operations of $33.9 million for the 52 weeks ended
May 3, 2014 compared to a contribution of $31.5 million last year, an increase of $2.4 million. Included in net earnings from continuing
«iÀ>ÌÃÊÊÌ iÊxÓÊÜiiÃÊi`i`Ê>ÞÊÎ]ÊÓä£{ÊÜiÀiÊÀ}>â>Ì>ÊÀi>}iÌÊ>`ÊÀiÃÌÀÕVÌÕÀ}ÊVÃÌÃ]ÊiÌÊvÊÌ>Ý]ÊvÊfÈ°ÎÊ]Ê>Ê
operating charge from an equity accounted investment, net of tax, of $1.8 million, dilution gains, net of tax, of $2.6 million, and a gain on
the disposal of assets of $0.8 million, net of tax (52 weeks ended May 4, 2013 – $nil, $5.9 million, $12.5 million, and $nil, respectively).
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QUARTERLY RESULTS OF OPERATIONS

The following table is a summary of selected ﬁnancial information from the Company’s unaudited interim condensed consolidated
ﬁnancial statements for each of the eight most recently completed quarters:
Fiscal 2013 (1)

Fiscal 2014

($ in millions, except per share amounts)

Sales
Operating income

Q4
Q3
Q2
Q1
(13 Weeks)
(13 Weeks)
(13 Weeks)
(13 Weeks)
May 3, 2014 Feb. 1, 2014 Nov. 2, 2013 Aug. 3, 2013

$ 5,937.5

$ 6,017.6

$ 4,428.5

$ 4,609.4

$ 4,257.4

$ 4,285.5

$ 4,348.8

$ 4,509.1

22.9

65.3

106.4

133.9

150.3

109.7

138.2

175.0

1.5

6.4

60.5

82.6

102.5

71.4

90.3

108.1

(2)

Net earnings from
continuing operations(3)
Net (loss) earnings from
discontinued operations
Net earnings(3)

Q4
Q3
Q2
Q1
(13 Weeks)
(13 Weeks)
(13 Weeks)
(13 Weeks)
May 4, 2013 Feb. 2, 2013 Nov. 3, 2012 Aug. 4, 2012

(0.7)

(6.0)

108.7

(17.6)

3.4

2.7

1.6

(0.5)

$

0.8

$

0.4

$

169.2

$

65.0

$

105.9

$

74.1

$

91.9

$

107.6

$

0.02

$

0.07

$

0.89

$

1.22

$

1.51

$

1.05

$

1.33

$

1.59

Per share information, basic
Net earnings from
continuing operations(3)
Net (loss) earnings from
discontinued operations
(3)

Net earnings

(0.01)
$

Basic weighted average number
of shares outstanding (in millions)

0.01

(0.07)
$

92.3

–

1.60
$

92.0

2.49

(0.26)
$

68.0

0.96

0.05
$

67.9

1.56

0.04
$

67.9

1.09

0.02
$

67.9

1.35

(0.01)
$

67.9

1.58
67.9

Per share information, diluted
Net earnings from
continuing operations(3)

$

Net (loss) earnings from
discontinued operations
Net earnings(3)
Diluted weighted average number
of shares outstanding (in millions)

0.02

$

(0.01)
$

0.01
92.4

0.07

$

0.89

$

2.48

(0.07)
$

–
92.1

$

1.59

68.2

1.21

$

1.51

$

1.56

(0.26)
$

0.95
68.2

$

1.05

$

1.09

0.05

68.1

$

1.33

$

1.35

0.04

68.1

$

0.02

1.59
(0.01)

$

68.1

1.58
68.0

(1) Amounts have been restated as a result of a change in accounting policy and reclassification of discontinued operations. See the “Accounting Standards and
Policies Adopted During Fiscal 2014” section of this MD&A and Notes 3 and 11 of the Company’s fourth quarter unaudited condensed consolidated financial
statements.
(2) See “Non-GAAP Financial Measures” section of this MD&A.
(3) Net of non-controlling interest.

As presented in the table above, the Company’s sales on a comparable 13 week basis have continued to show improvement compared
with the same quarter of the prior year. The ongoing improvement in sales continues to be mainly driven by the performance of Sobeys
as a result of its adherence to a competitive pricing posture, increased retail selling square footage from new stores and enlargements,
improved store level execution and product and services innovation. The 13 weeks ended February 1, 2014 was the ﬁrst quarter to
include sales from the Canada Safeway acquisition of 213 full service grocery stores, 200 in-store pharmacies, 62 co-located fuel stations
and 10 liquor stores. Sales include ﬂuctuations in quarter-to-quarter inﬂationary and deﬂationary market pressures. The Company does
experience some seasonality as evidenced in the results presented above, in particular during the summer months and over the holidays.
Consolidated sales and net earnings, net of non-controlling interest, have been inﬂuenced by Sobeys’ acquisition of Canada Safeway,
the Company’s other investing activities, the competitive environment, cost management initiatives, food price and general industry
trends, the cyclicality of both residential and commercial real estate, and by other risk factors as outlined in this MD&A.

2014 ANNUAL REPORT

49

MANAGEMENT’S DISCUSSION AND ANALYSIS

Summary Table of Consolidated Financial Results for the Fourth Quarter
13 Weeks Ended
May 4, 2013 (1)

May 3, 2014
% of
Sales

($ in millions, except per share amounts)

Sales
EBITDA(2)
Adjusted EBITDA(2)(3)
Operating income(2)
Adjusted operating income(2)(3)
Net earnings from continuing operations(4)
Net (loss) earnings from discontinued operations
Net earnings(4)
Adjusted net earnings from continuing operations(2)(3)(4)

$

5,937.5
147.4
318.7
22.9
199.0
1.5
(0.7)
0.8
131.3

Basic earnings per share
Net earnings from continuing operations(4)
Net (loss) earnings from discontinued operations
Net earnings(4)

$
$
$

Adjusted net earnings from continuing operations(2)(3)(4)

$

Basic weighted average number of shares outstanding (in millions)

100.00%
2.48%
5.37%
0.39%
3.35%
0.03%
(0.01)%
0.01%
2.21%

% of
Sales

$

4,257.4
238.6
230.1
150.3
141.8
102.5
3.4
105.9
95.7

0.02
(0.01)
0.01

$
$
$

1.51
0.05
1.56

1.42

$

1.41

92.3

67.9

Diluted earnings per share
Net earnings from continuing operations(4)
Net (loss) earnings from discontinued operations
Net earnings(4)

$
$
$

0.02
(0.01)
0.01

$
$
$

1.51
0.05
1.56

Adjusted net earnings from continuing operations(2)(3)(4)

$

1.42

$

1.40

Diluted weighted average number of shares outstanding (in millions)

100.00%
5.60%
5.40%
3.53%
3.33%
2.41%
0.08%
2.49%
2.25%

92.4

68.1

(1) Amounts have been restated as a result of a change in accounting policy and reclassification of discontinued operations. See the “Accounting Standards
and Policies Adopted During Fiscal 2014” section of this MD&A and Notes 3 and 11 of the Company’s fourth quarter unaudited condensed consolidated
financial statements.
(2) See “Non-GAAP Financial Measures” section of this MD&A.
(3) Excludes items which are considered not indicative of underlying business operating performance.
(4) Net of non-controlling interest.

Sales
Consolidated sales for the fourth quarter of ﬁscal 2014 were $5.94 billion compared to $4.26 billion last year, a $1.68 billion or
39.5 percent increase. Sales contributed by the food retailing segment equalled $5.94 billion compared to $4.26 billion in the
fourth quarter of ﬁscal 2013. Excluding the impact of sales related to the Canada Safeway acquisition, consolidated sales increased
$94.3 million or 2.2 percent. Sobeys’ same-store sales increased 0.2 percent during the fourth quarter of ﬁscal 2014.
For the 13 weeks ended May 3, 2014, Sobeys reported sales of $5.95 billion, an increase of $1.70 billion or 40.1 percent from the
$4.24 billion recorded last year. Excluding the impact of sales related to the Canada Safeway acquisition, Sobeys’ fourth quarter sales
increased $115.1 million or 2.7 percent. The growth in Sobeys’ fourth quarter sales was a direct result of continued increased retail
selling square footage from new store and enlargements, coupled with the continued implementation of sales and merchandising
initiatives, improved consistency of store level execution and product and services innovation.
The following table shows a reconciliation of fourth quarter sales recorded by Sobeys.
13 Weeks Ended
($ in millions)

Sobeys’ reported sales

May 3, 2014

$

Adjustment for the impact of the Canada Safeway acquisition
Sobeys’ adjusted sales
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5,945.4

May 4, 2013

$

4,244.5

$

4,244.5

(1,585.8)
$

4,359.6

$

–

($)
Change

(%)
Change

1,700.9

40.1%

(1,585.8)
$

115.1

2.7%
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Investments and other operations’ sales for the fourth quarter of ﬁscal 2014 equalled $0.5 million versus $0.6 million in the fourth
quarter of ﬁscal 2013, a decrease of $0.1 million. Sales generated from Empire Theatres for the 13 weeks ended May 3, 2014 and
May 4, 2013 have been recorded in discontinued operations. Please refer to Note 11 of the fourth quarter unaudited condensed
consolidated ﬁnancial statements ended May 3, 2014 for greater detail on the operating results from discontinued operations.
Gross Profit
Sobeys recorded gross proﬁt of $1,513.2 million for the 13 weeks ended May 3, 2014, an increase of $517.3 million compared to the
13 weeks ended May 4, 2013. Gross margin increased 199 basis points from 23.46 percent in the fourth quarter of ﬁscal 2013 to
25.45 percent in the current quarter. The increase in gross proﬁt and gross margin is largely a result of a $502.4 million gross proﬁt
contribution related to the Canada Safeway acquisition. Excluding the impact related to Canada Safeway, gross margin would have
been 23.18 percent, a decrease of 28 basis points compared to the fourth quarter last year. Overall gross proﬁt and gross margin in the
fourth quarter were also impacted by the following factors: (i) increased shrink primarily associated with Sobeys’ fresh retail inventory
turns as well as shrink associated with the new and innovative commercial programs as part of Sobeys’ strategy to help Canadians Eat
Better, Feel Better, Do Better;Ê®Ê>Ê } ÞÊ«ÀÌ>ÊiÛÀiÌÆÊ®Ê>ÊÜi>iÀÊ  ÊÀi>ÌÛiÊÌÊÌ iÊ1- ÊÜ V Ê>vviVÌi`ÊÌ iÊ  ÊVÃÌÊ
vÊ1°-°Ê«ÕÀV >ÃiÃÆÊ>`ÊÛ®Ê}}Ê`ÀÕ}ÊÀi}Õ>ÌÀÞÊÀivÀÊÜ V Ê«>VÌi`ÊÌ iÊÕLiÀÊvÊ}iiÀVÊ«À`ÕVÌÃÊ>`Ê}iiÀVÊ«ÀiÃVÀ«ÌÊ
reimbursement rates.
EBITDA
Consolidated EBITDA in the fourth quarter of ﬁscal 2014 was $147.4 million compared to $238.6 million last year, a decrease of
$91.2 million or 38.2 percent. EBITDA margin decreased 312 basis points to 2.48 percent in the fourth quarter of ﬁscal 2014 from
5.60 percent last year.
The contributors to the change in consolidated EBITDA from the fourth quarter last year were as follows:
UÊ

Ê LiÞÃÊVÌÀLÕÌi`Ê / ÊÌÊ «ÀiÊvÊf£Îä°ÎÊÊÛiÀÃÕÃÊfÓ£Ç°xÊÊÊÌ iÊvÕÀÌ ÊµÕ>ÀÌiÀÊvÊwÃV>ÊÓä£Î]Ê>Ê`iVÀi>ÃiÊvÊ
fnÇ°ÓÊÊÀÊ{ä°£Ê«iÀViÌ°ÊVÕ`i`ÊÊ-LiÞÃ½Ê / ÊvÀÊÌ iÊvÕÀÌ ÊµÕ>ÀÌiÀÊÜiÀiÊiÌÜÀÊÀ>Ì>â>ÌÊVÃÌÃÊvÊf£È°nÊÊ
and plant closure costs of $1.0 million. Partially offsetting these costs were $89.5 million of EBITDA related to the Canada Safeway
acquisition and a reduction in transaction costs associated with the Canada Safeway acquisition of $1.8 million. In the fourth
µÕ>ÀÌiÀ]Ê-LiÞÃÊÀiVÀ`i`ÊfÓÎ°äÊÊvÊVÃÌÊÀi`ÕVÌÃÊ>ÃÊ>ÊÀiÃÕÌÊvÊÃÞiÀ}iÃÊÀi>âi`ÊÀi>Ìi`ÊÌÊÌ iÊ>VµÕÃÌ°

UÊ

ÊÛiÃÌiÌÃÊ>`ÊÌ iÀÊ«iÀ>ÌÃÊVÌÀLÕÌi`Ê
year, a decrease of $4.0 million or 19.0 percent.

/ ÊvÊf£Ç°£ÊÊÊ£ÎÊÜiiÃÊi`i`Ê>ÞÊÎ]ÊÓä£{ÊV«>Ài`ÊÌÊfÓ£°£ÊÊ>ÃÌÊ

The following table adjusts reported EBITDA for items which are considered not indicative of underlying business operating performance.
13 Weeks Ended
($ in millions)

May 3, 2014

EBITDA(1) (consolidated)
Adjustments:
Ê
iÌÜÀÊÀ>Ì>â>ÌÊÊÊ
Ê
Ê
Ê
Ê
Transaction costs associated with the Canada Safeway acquisition
Plant closure
Gain on disposal of assets
Ê "À}>â>Ì>ÊÀi>}iÌÊ>`ÊÀiÃÌÀÕVÌÕÀ}ÊVÃÌÃÊ Ê
Ê
Non-operating charge from equity accounted investment
Québec distribution network restructuring
Dilution gains

Ê

Ê

Ê

Ê

Ê

Ê

Ê

Ê

Ê

Ê

$

147.4

Ê

169.8
3.2
1.0
(2.7)
–
–
–
–

May 4, 2013

$

–
5.0
–
(14.8)
2.0
1.5
(0.7)
(1.5)

171.3
Adjusted EBITDA(1)

$

318.7

238.6

(8.5)
$

230.1

(1) See “Non-GAAP Financial Measures” section of this MD&A.

After adjusting for items which are considered not indicative of underlying business operating performance, adjusted EBITDA for the
fourth quarter of ﬁscal 2014 was $318.7 million (5.37 percent of sales) versus $230.1 million (5.40 percent of sales) last year, an increase of
$88.6 million or 38.5 percent.
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Operating Income
The Company reported operating income of $22.9 million for the 13 weeks ended May 3, 2014 compared to $150.3 million for the
13 weeks ended May 4, 2013. The decrease in operating income of $127.4 million is a result of a lower operating income contribution
from the food retailing segment of $122.8 million, along with a lower contribution from investments and other operations of $4.6 million.
UÊ

Ê-LiÞÃÊVÌÀLÕÌi`Ê«iÀ>Ì}ÊViÊÌÊ «ÀiÊÊÌ iÊvÕÀÌ ÊµÕ>ÀÌiÀÊvÊfÈ°äÊÊV«>Ài`ÊÌÊf£Ón°nÊÊ>ÃÌÊÞi>À°Ê/ iÊ
f£ÓÓ°nÊÊ`iViÊÃÊ`ÕiÊ«À>ÀÞÊÌÊiÌÜÀÊÀ>Ì>â>ÌÊVÃÌÃÊvÊf£È°nÊ]ÊVÀi>Ãi`Ê`i«ÀiV>ÌÊ>`Ê>ÀÌâ>ÌÊ
expenses of $19.0 million and $4.8 million incurred in the current quarter related to the Canada Safeway acquisition, partially offset
by $61.4 million of operating income related to the Canada Safeway acquisition.

UÊ

Ê µÕÌÞÊi>À}ÃÊvÀÊÌ iÊ «>Þ½ÃÊÛiÃÌiÌÊÊ ÀLiÊ, /ÊÜiÀiÊfÈ°Ê]Ê>ÊVÀi>ÃiÊvÊfÓ°äÊÊÀÊ{ä°nÊ«iÀViÌÊ
compared to $4.9 million recorded last year. Included in equity earnings for the 13 weeks ended May 4, 2013 was a one-time charge
of $1.5 million relating to Crombie REIT’s restated earnings.

UÊ

Ê i>ÊiÃÌ>ÌiÊ«>ÀÌiÀÃ «ÃÊiÃÌ>À®ÊVÌÀLÕÌi`ÊiµÕÌÞÊi>À}ÃÊvÊf£ä°ÊÊÊÌ iÊvÕÀÌ ÊµÕ>ÀÌiÀ]Ê`ÜÊfÓ°nÊÊvÀÊÌ iÊ
,
fourth quarter of ﬁscal 2013.

UÊ

Ê" Ì iÀÊ«iÀ>ÌÃ]ÊiÌÊvÊVÀ«À>ÌiÊiÝ«iÃiÃ]ÊVÌÀLÕÌi`Ê>Ê«iÀ>Ì}ÊÃÃ®ÊViÊvÊfä°®ÊÊÛiÀÃÕÃÊfÓ°ÊÊÊÌ iÊ
fourth quarter of the prior year. Included in other operations, net of corporate expenses, in the fourth quarter of ﬁscal 2013 were
dilution gains of $1.5 million.

After adjusting for items which are considered not indicative of underlying business operating performance, adjusted operating income
in the fourth quarter of ﬁscal 2014 was $199.0 million compared to $141.8 million last year, an increase of $57.2 million or 40.3 percent.
Adjusted operating income excludes items which are considered not indicative of underlying business operating performance,
>ÃÊ«ÀiÃiÌi`ÊÊÌ iÊ«ÀiVi`}ÊÌ>LiÊvÀÊ / ]Ê>}ÊÜÌ ÊÌ>}LiÊ>ÀÌâ>ÌÊÀi>Ìi`ÊÌÊÌ iÊ >>`>Ê->viÜ>ÞÊ>VµÕÃÌÊvÊ
$4.8 million.
Finance Costs
Consolidated ﬁnance costs, net of ﬁnance income, in the fourth quarter of ﬁscal 2014 equalled $47.6 million versus $13.6 million last year.
The $34.0 million increase primarily relates to higher interest expense of $32.6 million due to increased debt levels as a result of the
ﬁnancing for the Canada Safeway acquisition.
Income Taxes
During the quarter, the Company completed a re-measurement of its deferred income tax provision and have adjusted certain deferred
tax attributes and the associated substantively enacted rates that have been applied. This re-measurement, described more fully above,
accounted for substantially all of the change when compared to the same period in the prior year.
Net Earnings from Continuing Operations
Consolidated net earnings from continuing operations, net of non-controlling interest, in the 13 weeks ended May 3, 2014 equalled
$1.5 million ($0.02 per diluted share) compared to $102.5 million ($1.51 per diluted share) in the same period of the prior year. The
`iVÀi>ÃiÊvÊf£ä£°äÊÊÃÊ>À}iÞÊ>ÊÀiÃÕÌÊvÊf£ÓÎ°nÊ]ÊiÌÊvÊÌ>Ý]ÊvÊiÌÜÀÊÀ>Ì>â>ÌÊVÃÌÃÊVÕÀÀi`ÊÊÌ iÊvÕÀÌ ÊµÕ>ÀÌiÀÊ
of ﬁscal 2014. Net earnings related to Canada Safeway operations for the 13 weeks ended May 3, 2014 were $42.4 million.
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The table below adjusts reported net earnings from continuing operations, net of non-controlling interest, for items which are
considered not indicative of underlying business operating performance. Net earnings from continuing operations for the 13 weeks
i`i`Ê>ÞÊÎ]ÊÓä£{ÊVÕ`i`Êf£ÓÎ°nÊ]ÊiÌÊvÊÌ>Ý]ÊÀi>Ì}ÊÌÊiÌÜÀÊÀ>Ì>â>ÌÊVÃÌÃ°
13 Weeks Ended
($ in millions, except per share amounts, net of tax)

May 4, 2013(1)

May 3, 2014
(2)

Net (loss) earnings from continuing operations by segment :
Food retailing
Investments and other operations

$

(17.6)
19.1

$

87.4
15.1

Net earnings from continuing operations(2)

$

1.5

$

102.5

EPS from continuing operations (fully diluted)

$

0.02

$

1.51

Adjustments(3):
Ê
iÌÜÀÊÀ>Ì>â>ÌÊÊÊ
Ê
Ê
Ê
Ê
Ê
Ê Ì>}LiÊ>ÀÌâ>ÌÊ>ÃÃV>Ìi`ÊÜÌ ÊÌ iÊ >>`>Ê->viÜ>ÞÊ>VµÕÃÌÊ
Transaction costs associated with the Canada Safeway acquisition
Plant closure
Gain on disposal of assets
Ê "À}>â>Ì>ÊÀi>}iÌÊ>`ÊÀiÃÌÀÕVÌÕÀ}ÊVÃÌÃÊ Ê
Ê
Ê
Non-operating charge from equity accounted investment(4)
Québec distribution network restructuring
Dilution gains

Ê
Ê

Ê
Ê

Ê
Ê

Ê

Ê

Ê

Ê

Ê

Ê

Ê

123.8
3.5
2.5
0.8
(0.8)
–
–
–
–

–
–
4.0
–
(11.8)
1.5
1.1
(0.5)
(1.1)

129.8

(6.8)

Adjusted net earnings from continuing operations(2)(5)

$

131.3

$

95.7

Adjusted net earnings from continuing operations by segment(2):
Food retailing
Investments and other operations

$

112.2
19.1

$

80.6
15.1

Adjusted net earnings from continuing operations(2)(5)

$

131.3

$

95.7

Adjusted EPS from continuing operations (fully diluted)

$

1.42

$

1.40

Diluted weighted average number of shares outstanding (in millions)

92.4

68.1

(1) Amounts have been restated as a result of a change in accounting policy. See the “Accounting Standards and Policies Adopted During Fiscal 2014” section of this
MD&A and Notes 3 and 11 of the Company’s fourth quarter unaudited condensed consolidated financial statements.
(2) Net of non-controlling interest.
(3) All adjustments are net of income taxes.
(4) 13 weeks ended May 4, 2013 includes a non-recurring charge of $1.1 million, net of tax, relating to Crombie REIT’s restated earnings.
(5) See “Non-GAAP Financial Measures” section of this MD&A.

Adjusted Net Earnings from Continuing Operations
For the 13 weeks ended May 3, 2014, after factoring in the impact of the above-noted items, Empire recorded adjusted net earnings
from continuing operations, net of non-controlling interest, of $131.3 million ($1.42 per diluted share) compared to $95.7 million
($1.40 per diluted share) in the same period last year.
Net Earnings
Consolidated net earnings, net of non-controlling interest, in the 13 weeks ended May 3, 2014 equalled $0.8 million ($0.01 per diluted
share) compared to $105.9 million ($1.56 per diluted share) in the same period of ﬁscal 2013. The decrease of $105.1 million is due to a
$101.0 million decrease in net earnings from continuing operations, net of non-controlling interest, as mentioned, accompanied by a
decrease in net earnings from discontinued operations of $4.1 million. Net (loss) earnings from discontinued operations in the fourth
quarter of ﬁscal 2014 equalled $(0.7) million ($(0.01) per diluted share) compared to $3.4 million ($0.05 per diluted share) in the prior
year, a decrease of $4.1 million.
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The following table reconciles Empire’s segmented net earnings from continuing operations, net of non-controlling interest, to net
earnings, net of non-controlling interest, for the 13 weeks ended May 3, 2014 compared to the 13 weeks ended May 4, 2013:
13 Weeks Ended
($ in millions, except per share amounts, net of tax)

($)
Change

May 4, 2013(1)

May 3, 2014

Net (loss) earnings from continuing operations by segment(2):
Food retailing
Investments and other operations

$

(17.6)
19.1

$

87.4
15.1

$

(105.0)
4.0

Net earnings from continuing operations(2)

$

1.5

$

102.5

$

(101.0)

EPS from continuing operations (fully diluted)

$

0.02

$

1.51

$

(1.49)

Net (loss) earnings from discontinued operations
Net (loss) earnings by segment(2):
Food retailing
Investments and other operations

(0.7)
$

3.4

(17.6)
18.4

$

87.4
18.5

(4.1)
$

(105.0)
(0.1)

Net earnings(2)

$

0.8

$

105.9

$

(105.1)

EPS (fully diluted)

$

0.01

$

1.56

$

(1.55)

(1) Amounts have been restated as a result of a change in accounting policy. See the “Accounting Standards and Policies Adopted During Fiscal 2014” section of this
MD&A and Notes 3 and 11 of the Company’s fourth quarter unaudited condensed consolidated financial statements.
(2) Net of non-controlling interest.

CONSOLIDATED FINANCIAL CONDITION

Capital Structure and Key Financial Condition Measures
The acquisition of Canada Safeway effective November 3, 2013, resulted in a signiﬁcant change to the capital structure of the Company
as a result of capital stock issuance of $1.84 billion (excluding issuance costs) and long-term debt issuance of $3.02 billion. The key
ﬁnancial condition measures are presented in the table below.
($ in millions, except per share and ratio calculations)

Shareholders’ equity, net of non-controlling interest
Book value per common share(2)
Bank indebtedness
Long-term debt, including current portion
Funded debt to total capital(2)
Net funded debt to net total capital(2)
Funded debt to EBITDA(2)(3)
EBITDA to interest expense(2)(3)
Current assets to current liabilities(2)
Total assets
Free cash ﬂow(2)

May 4, 2013(1)

May 3, 2014

$
$
$
$

5,700.5
61.75
–
3,497.9
38.0%
35.0%
4.6x
5.7x
1.0x
$ 12,238.0
$
869.1

$
$
$
$

$
$

3,724.8
54.82
6.0
963.5
20.7%
12.1%
1.1x
17.9x
1.0x
7,140.4
430.2

May 5, 2012

$
$
$
$

$
$

3,396.3
49.98
4.4
1,126.4
25.0%
15.4%
1.3x
14.4x
0.9x
6,913.1
407.9

(1) Amounts have been restated as a result of a change in accounting policy. See the “Accounting Standards and Policies Adopted During Fiscal 2014” section of this
MD&A and Note 3 to the Company’s audited annual consolidated financial statements.
(2) See “Non-GAAP Financial Measures” section of this MD&A.
(3) Ratios for May 3, 2014 and May 4, 2013 exclude EBITDA and interest expense relating to discontinued operations.

Shareholders’ Equity
The increase in shareholders’ equity of $1.98 billion from ﬁscal 2013 largely reﬂects the increase in the Company’s capital stock from the
f£°n{ÊLÊvviÀ}ÊvÊ-ÕLÃVÀ«ÌÊ,iVi«ÌÃÊÊÕÞÊÓä£ÎÊÜ V ÊÜiÀiÊiÝV >}i`ÊÌÊ 6Ì}Ê >ÃÃÊÊÃ >ÀiÃÊÊ ÛiLiÀÊ{]ÊÓä£Î]Ê
and growth in retained earnings. Book value per common share was $61.75 at May 3, 2014 compared to $54.82 at the end of ﬁscal 2013.
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The Company’s share capital on May 3, 2014 consisted of:

Authorized
Number of
Shares

2002 Preferred shares, par value of $25 each, issuable in series
6Ì}Ê >ÃÃÊÊÃ >ÀiÃ]ÊÜÌ ÕÌÊ«>ÀÊÛ>ÕiÊ
Ê
Ê
Class B common shares, without par value, voting

Ê

Ê

Ê

991,980,000
ÓxÇ]ä{{]äxÈÊ
40,800,000

Issued and
Outstanding
Number of
Shares

–
Ê xn]ä{]{n{Ê
34,260,763

$ in Millions

$
Ê

–
Ó]£ä£°ä
7.6

$

2,108.6

/ iÀiÊÜiÀiÊxn]ä{]{n{Ê 6Ì}Ê >ÃÃÊÊ>`ÊÎ{]ÓÈä]ÇÈÎÊ >ÃÃÊ ÊVÊÃ >ÀiÃÊÕÌÃÌ>`}Ê>ÌÊ>ÞÊÎ]ÊÓä£{ÊvÀÊ>ÊÌÌ>ÊvÊÓ]Î£ä]Ó{ÇÊ
Ã >ÀiÃÊÕÌÃÌ>`}°Ê/ ÃÊV«>ÀiÃÊÌÊÎÎ]ÈnÇ]Ç{ÇÊ 6Ì}Ê >ÃÃÊÊ>`ÊÎ{]ÓÈä]ÇÈÎÊ >ÃÃÊ ÊVÊÃ >ÀiÃÊvÀÊ>ÊÌÌ>ÊvÊÈÇ]{n]x£äÊ
Ã >ÀiÃÊÕÌÃÌ>`}Ê>ÌÊ>ÞÊ{]ÊÓä£Î°Ê ÕÀ}ÊwÃV>ÊÓä£{]Ê «ÀiÊÃÃÕi`Ê>Ê>``Ì>ÊÓ{]ÓÈx]äääÊ 6Ì}Ê >ÃÃÊÊÃ >ÀiÃÊÕ«ÊÌ iÊ
iÝV >}iÊvÊ-ÕLÃVÀ«ÌÊ,iVi«ÌÃÊ>`ÊÃÃÕi`ÊÈ]ÇÎÇÊ 6Ì}Ê >ÃÃÊÊÃ >ÀiÃÊvÀÊÌ iÊiÝiÀVÃiÊvÊ«ÌÃ°
Empire had 934,366 options outstanding at May 3, 2014 compared to 684,128 options outstanding at May 4, 2013. During ﬁscal 2014,
826,799 options were granted, 291,980 options were purchased, 240,940 options were exercised and 43,641 options were forfeited.
During ﬁscal 2013, 45,310 options were granted and none were purchased, exercised or forfeited.
The table below presents the number of outstanding options and weighted average exercise price over the last two ﬁscal years.
Fiscal 2014

# of Options

Fiscal 2013

Weighted
Average
Exercise Price

# of Options

Weighted
Average
Exercise Price

Balance, beginning of year
Granted
Purchased
Exercised
Forfeited

684,128
826,799
(291,980)
(240,940)
43,641

$

47.06
78.89
46.89
44.16
78.46

638,818
45,310
–
–
–

$

46.57
53.93
–
–
–

Balance, end of year

934,366

$

74.56

684,128

$

47.06

Stock options exercisable, end of year

101,289

468,450

The 934,366 stock options outstanding as at the ﬁscal year ended May 3, 2014 (May 4, 2013 – 684,128 stock options) represents
£°äÊ«iÀViÌÊ>ÞÊ{]ÊÓä£ÎÊqÊ£°äÊ«iÀViÌ®ÊvÊÌ iÊÕÌÃÌ>`}Ê 6Ì}Ê >ÃÃÊÊ>`Ê >ÃÃÊ ÊVÊÃ >ÀiÃ°
On July 31, 2013, in connection with Sobeys’ acquisition of substantially all of the assets and select liabilities of Canada Safeway, the
Company announced that it closed its previously announced offering of 21.1 million Subscription Receipts at a price of $76.00 per
Subscription Receipt, along with the syndicate of underwriters exercising in full their over-allotment option of 3.165 million Subscription
,iVi«ÌÃ]ÊvÀÊ>ÊÌÌ>ÊvÊÓ{°ÓÈxÊÊ-ÕLÃVÀ«ÌÊ,iVi«ÌÃ°Ê/ iÊÌÌ>Ê}ÀÃÃÊ«ÀVii`ÃÊÜiÀiÊ>««ÀÝ>ÌiÞÊf£]n{{°£Ê°Ê1«ÊVÃ}Ê
vÊÌ iÊ >>`>Ê->viÜ>ÞÊ>VµÕÃÌ]ÊÌ iÊÓ{°ÓÈxÊÊ-ÕLÃVÀ«ÌÊ,iVi«ÌÃÊÜiÀiÊiÝV >}i`ÊvÀÊ 6Ì}Ê >ÃÃÊÊÃ >ÀiÃÊ>`ÊiÌÊ
proceeds were used to partially ﬁnance the Canada Safeway acquisition. Further information on the Sobeys’ Asset Purchase Agreement
with Safeway Inc. and its subsidiaries can be found in the “Business Acquisition” section of this MD&A.
-ÕLÃiµÕiÌÊÌÊÌ iÊi`ÊvÊwÃV>ÊÓä£{]ÊÊÕiÊ££]ÊÓä£{]ÊÇÇ]äÎÊ«ÌÃÊÜiÀiÊiÝiÀVÃi`ÊÀiÃÕÌ}ÊÊ>Ê>``Ì>Ê£]ÓÓxÊ 6Ì}Ê
>ÃÃÊÊÃ >ÀiÃÊLi}ÊÃÃÕi`°ÊÃÊ>ÌÊÕiÊÓÈ]ÊÓä£{]ÊÌ iÊ «>ÞÊ >`Ê 6Ì}Ê >ÃÃÊÊ>`Ê >ÃÃÊ ÊVÊÃ >ÀiÃÊÕÌÃÌ>`}ÊvÊ
xn]äÈn]ÇäÊ>`ÊÎ{]ÓÈä]ÇÈÎ]ÊÀiÃ«iVÌÛiÞ]Ê>ÃÊÜiÊ>ÃÊnxÇ]ÎÓÇÊ«ÌÃÊÌÊ>VµÕÀiÊÊ>}}Ài}>ÌiÊnxÇ]ÎÓÇÊ 6Ì}Ê >ÃÃÊÊÃ >ÀiÃ°Ê
Û`i`ÃÊ«>`ÊÌÊ 6Ì}Ê >ÃÃÊÊ>`Ê >ÃÃÊ ÊVÊÃ >Ài `iÀÃÊ>ÕÌi`ÊÌÊfnÎ°ÎÊÊÊwÃV>ÊÓä£{Êf£°ä{Ê«iÀÊÃ >Ài®Ê
versus $65.2 million ($0.96 per share) in ﬁscal 2013.
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Liabilities
Historically, Empire has ﬁnanced a signiﬁcant portion of its assets through the use of long-term debt. Long-term assets are generally
ﬁnanced with ﬁxed rate, long-term debt, thereby reducing both interest rate and reﬁnance risk. Total long-term debt (including the
current portion of long-term debt) at May 3, 2014 was $3,497.9 million, representing 100.0 percent of Empire’s total funded debt.
The composition of total funded debt by segment is as follows:
($ in millions)

Bank indebtedness
Investments and other operations
Long-term debt (including current portion)
Food retailing
Investments and other operations
Total funded debt(1)

May 3, 2014

$

–

May 4, 2013

$

3,387.3
110.6
$

3,497.9

6.0

May 5, 2012

$

765.2
198.3
$

969.5

4.4
975.6
150.8

$

1,130.8

(1) See “Non-GAAP Financial Measures” section of this MD&A.

Consolidated funded debt was $3,497.9 million at May 3, 2014 compared to $969.5 million at May 4, 2013, an increase of $2,528.4 million.
The increase in consolidated funded debt from the prior year was a result of the ﬁnancing associated with the Canada Safeway
acquisition, as described below.
On August 8, 2013, in connection with the ﬁnancing associated with the Canada Safeway acquisition, Sobeys completed a private
placement of $500.0 million in aggregate principal amount of 3.52 percent Notes, Series 2013-1 due August 8, 2018 (the “Series 2013-1
Notes”) and $500.0 million aggregate principal amount of 4.70 percent Notes, Series 2013-2 due August 8, 2023 (the “Series 2013-2
Notes” and together with the Series 2013-1 Notes, the “Notes”). The aggregate net proceeds were approximately $987.1 million after
`i`ÕVÌ}ÊÕ`iÀÜÀÌ}ÊviiÃÊ>`ÊÌ iÊ«ÕÀV >ÃiÊ`ÃVÕÌÊÊÌ iÊ-iÀiÃÊÓä£Î£Ê ÌiÃ°Ê1«ÊVÃ}ÊvÊÌ iÊ >>`>Ê->viÜ>ÞÊ>VµÕÃÌ]Ê
the net proceeds of $987.1 million were released from escrow and used to partially ﬁnance the Canada Safeway acquisition. Further
information on the Sobeys’ Asset Purchase Agreement with Safeway Inc. and its subsidiaries can be found in the “Business Acquisition”
section of this MD&A.
Pursuant to an agreement dated October 30, 2013, Sobeys established new credit facilities in connection with the Canada Safeway
>VµÕÃÌ°Ê/ iÊ>}ÀiiiÌÊ«ÀÛ`iÃÊvÀÊ>ÊÀiÛÛ}]Ê>ÀÌâ}ÊÌiÀÊVÀi`ÌÊv>VÌÞÊÌ iÊºVµÕÃÌÊ>VÌÞ»®ÊÊÌ iÊ>ÕÌÊvÊ
f£]nÓx°äÊÆÊ>ÊÀiÛÛ}]Ê>ÀÌâ}ÊÌiÀÊLÀ`}iÊv>VÌÞÊÌ iÊº À`}iÊ>VÌÞ»®ÊÊÌ iÊ>ÕÌÊvÊf£]ÎÓÇ°ÊÆÊ>`Ê>Ê
revolving term credit facility (the “RT Facility”) in the amount of $450.0 million.
On November 4, 2013, the RT Facility replaced Sobeys’ previous unsecured revolving term credit facility of $450.0 million, the
Acquisition Facility was fully drawn for $1,825.0 million and the Bridge Facility was drawn for $200.0 million in order to partially ﬁnance
the Canada Safeway acquisition. As of May 3, 2014, the outstanding amount of the Acquisition Facility was $1,625.0 million, the Bridge
Facility was fully repaid and matured, and Sobeys had issued $79.0 million in letters of credit against the RT Facility (May 4, 2013 –
$80.6 million). Deferred ﬁnancing fees in the amount of $29.3 million were incurred on the drawdown of the Acquisition and Bridge
Facilities and have been offset against the long-term debt amounts for presentation purposes. Interest payable on the Acquisition
and RT Facilities ﬂuctuates with changes in the bankers’ acceptance rate or Canadian prime rate, and both facilities mature on
November 4, 2017.
On September 26, 2012, Empire extended the term of its credit facility to a maturity date of June 30, 2015. On November 4, 2013,
Empire further extended the term of its credit facility to a maturity date of November 4, 2017. Interest payable on the credit facility
ﬂuctuates with changes in the bankers’ acceptance rate or Canadian prime rate.
The ratio of funded debt to total capital has increased 17.3 percentage points to 38.0 percent from 20.7 percent at the end of ﬁscal
2013. The increase in funded debt was primarily a result of the ﬁnancing associated with the Canada Safeway acquisition which closed
during the third quarter of ﬁscal 2014 and was offset by growth in retained earnings over ﬁscal 2014 and the issuance of capital stock.
Empire’s funded debt to EBITDA ratio increased to 4.6 times at May 3, 2014 compared to 1.1 times at the end of ﬁscal 2013, largely
as a result of the increase in funded debt, as mentioned, accompanied by a decline in EBITDA ($755.3 million at May 3, 2014 versus
$918.1 million at May 4, 2013).
Empire’s EBITDA to interest expense ratio decreased from 17.9 times recorded at May 4, 2013 to 5.7 times at May 3, 2014. The decrease
from ﬁscal 2013 is primarily due to an increase in interest expense ($132.5 million in ﬁscal 2014 versus $51.3 million in ﬁscal 2013) from
higher funded debt levels associated with the Canada Safeway acquisition accompanied by a decline in EBITDA.
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On June 14, 2013, following the announcement of the Canada Safeway acquisition, Standard and Poor’s (“S&P”) reafﬁrmed Sobeys’
credit rating of BBB- but revised its outlook from stable to negative. On July 16, 2013, Dominion Bond Rating Service (“DBRS”)
downgraded Sobeys’ credit rating from BBB with a stable trend to BBB (low) with a stable trend.
For additional disclosure on Empire’s bank indebtedness and long-term debt, see Notes 14 and 16 to the Company’s audited annual
consolidated ﬁnancial statements for the 52 weeks ended May 3, 2014.
Financial Instruments
As part of Empire’s risk management strategy, the Company actively monitors its exposures to various ﬁnancial risks including
ÌiÀiÃÌÊÀ>ÌiÊÀÃ]ÊvÀi}ÊiÝV >}iÊÀÃÊ>`ÊV`ÌÞÊÀÃ°ÊÀÊÌiÊÌÊÌi]ÊÌ iÊ «>ÞÊÕÌâiÃÊ i`}}ÊÃÌÀÕiÌÃÊ>ÃÊ`iii`Ê
appropriate to mitigate risk exposure to one or more types of ﬁnancial risk. The Company does not use ﬁnancial instruments for
speculative purposes. The Company’s use of these instruments has not had a material impact on consolidated earnings for the 13 and
52 weeks ended May 3, 2014 or for the comparative periods in ﬁscal 2013.
When the Company enters into a ﬁnancial instrument contract, it is exposed to potential credit risk associated with the counterparty
of the contract defaulting. To mitigate this risk exposure, the Company monitors the credit worthiness of its various contractual
counterparties on an ongoing basis and will take corrective actions as deemed appropriate should a counterparty’s credit proﬁle
change materially.
ÊÕÞÊÓään]Ê-LiÞÃÊiÌiÀi`ÊÌÊ>Êy>Ì}vÀy>Ì}ÊVÕÀÀiVÞÊÃÜ>«ÊÜÌ Ê>ÊwÝi`ÊÀ>ÌiÊvÊf£°ä£xÊ  É1- ÊÌÊÌ}>ÌiÊÌ iÊVÕÀÀiVÞÊ
ÀÃÊ>ÃÃV>Ìi`ÊÜÌ Ê>Ê1- Ê`i>Ìi`ÊÛ>À>LiÊÀ>ÌiÊi>Ãi°Ê/ iÊÌiÀÊvÊÌ iÊÃÜ>«Ê>ÌV iÃÊÌ iÊÌiÀÊvÊÌ iÊÛ>À>LiÊÀ>ÌiÊi>Ãi°ÊÃÊvÊ
>ÞÊÎ]ÊÓä£{]Ê-LiÞÃÊÀiV}âi`Ê>Ê>ÃÃiÌÊvÊfä°ÓÊÊÀi>Ì}ÊÌÊÌ ÃÊÃÌÀÕiÌ°Ê-LiÞÃÊiÃÌ>ÌiÃÊÌ >ÌÊ>Ê£ä°äÊ«iÀViÌÊVÀi>ÃiÉ
(decrease) in applicable foreign currency exchange rates would impact fair value of the instrument by plus/(minus) $0.6 million and
would impact other comprehensive income by plus/(minus) $0.4 million.
To mitigate the currency risk associated with some of Sobeys’ British Pound (“GBP”) purchases, Sobeys enters into forward currency
contracts with staggered maturities to hedge against the effect of the changes in the value of the CAD relative to the GBP. As of
>ÞÊÎ]ÊÓä£{]Ê-LiÞÃÊ >`ÊÀiV}âi`Ê>Ê>ÃÃiÌÊvÊfä°ÎÊÊÀi«ÀiÃiÌ}ÊÌ iÊv>ÀÊÛ>ÕiÊvÊ *Ê`i>Ìi`ÊvÀÜ>À`ÊVÕÀÀiVÞÊVÌÀ>VÌÃ°Ê
Sobeys estimates that a 10.0 percent increase/(decrease) in applicable foreign currency exchange rates would impact fair value of the
instrument by plus/(minus) $0.4 million and would impact other comprehensive income by plus/(minus) $0.3 million.
Fair Value Methodology
When a ﬁnancial instrument is designated as a hedge for ﬁnancial accounting purposes, it is classiﬁed as fair value through proﬁt and
loss on the balance sheets and recorded at fair value. The estimated fair values of the ﬁnancial instruments as at May 3, 2014 were based
on relevant market prices and information available at the reporting date. The Company determines the fair value of each ﬁnancial
instrument by reference to external and third party quoted bid, ask and mean prices, as appropriate, in an active market. In inactive
markets, fair values are based on internal and external valuation models, such as discounted cash ﬂows using market observed inputs.
Fair values determined using valuation models require the use of assumptions to determine the amount and timing of forecasted future
cash ﬂows and discount rates. The Company primarily uses external market inputs, including factors such as interest yield curves and
forward exchange rates to determine the fair values. Changes in interest rates and exchange rates, along with other factors, may cause
the fair value amounts to change in subsequent periods. The fair value of these ﬁnancial instruments reﬂects the estimated amount the
Company would pay or receive if it were to settle the contracts at the reporting date.
For additional disclosure on Empire’s use of ﬁnancial instruments, see Notes 3 and 27 to the Company’s annual audited ﬁnancial
statements for the 52 weeks ended May 3, 2014.
LIQUIDITY AND CAPITAL RESOURCES

The Company maintains the following sources of liquidity:
UÊ

>Ã Ê>`ÊV>Ã ÊiµÕÛ>iÌÃÊÊ >`Æ

UÊ

1ÕÌâi`ÊL>ÊVÀi`ÌÊv>VÌiÃÆÊ>`

UÊ

>Ã Ê}iiÀ>Ìi`ÊvÀÊ«iÀ>Ì}Ê>VÌÛÌiÃ°

At May 3, 2014, consolidated cash and cash equivalents were $429.3 million versus $455.2 million at May 4, 2013.
ÌÊÌ iÊi`ÊvÊwÃV>ÊÓä£{]ÊÊ>ÊVÃ`>Ìi`ÊL>ÃÃ]Ê «ÀiÊ`ÀiVÌÞÊ>Ì>i`Ê>Ê>ÕÌ Àâi`ÊL>ÊiÊvÀÊ«iÀ>Ì}]Ê}iiÀ>Ê>`Ê
VÀ«À>ÌiÊ«ÕÀ«ÃiÃÊvÊf{xä°äÊ]ÊvÊÜ V Êf££ä°xÊÊÀÊÓ{°ÈÊ«iÀViÌÊÜ>ÃÊÕÌâi`°Ê"Ê>ÊVÃ`>Ìi`ÊL>ÃÃ]Ê «Ài½ÃÊ>ÕÌ Àâi`Ê
bank credit facilities exceeded borrowings by $710.5 million at May 3, 2014.
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/ iÊ «>ÞÊLiiÛiÃÊÌ >ÌÊÌÃÊV>Ã Ê>`ÊV>Ã ÊiµÕÛ>iÌÃÊÊ >`]ÊÕÕÌâi`ÊL>ÊVÀi`ÌÊv>VÌiÃÊ>`ÊV>Ã Ê}iiÀ>Ìi`ÊvÀÊ«iÀ>Ì}Ê
activities will enable the Company to fund future capital investments, pension plan contributions, working capital, current funded
debt obligations and ongoing business requirements. The Company also believes it has sufﬁcient funding in place to meet these
requirements and other short-term and long-term ﬁnancial obligations. The Company mitigates potential liquidity risk by ensuring its
various sources of funds are diversiﬁed by term to maturity and source of credit.
Empire and its subsidiaries have provided covenants to its lenders in support of various ﬁnancing facilities. All covenants were complied
with for the 52 weeks ended May 3, 2014 and for the 52 weeks ended May 4, 2013.
The following table highlights major cash ﬂow components for the 13 and 52 weeks ended May 3, 2014 compared to the 13 and
52 weeks ended May 4, 2013:
13 Weeks Ended
($ in millions)

Net earnings
Non-cash and other cash items
Net change in non-cash working capital
Income taxes paid, net

May 3, 2014

$

Cash ﬂows from operating activities
Cash ﬂows from (used) in investing activities
Cash ﬂows (used in) from ﬁnancing activities
Increase (decrease) in cash and cash equivalents

1.3
315.5
165.0
(43.1)

52 Weeks Ended

May 4, 2013

$

106.9
130.6
25.1
(24.9)

438.7
178.0
(472.0)
$

144.7

(1)

$

237.7
(89.5)
(63.5)
$

84.7

May 4, 2013(1)

May 3, 2014

243.4
717.2
38.4
(211.6)

$

388.6
552.5
(73.6)
(86.5)

787.4
(4,867.7)
4,054.4
$

(25.9)

781.0
(548.2)
(287.8)
$

(55.0)

(1) Amounts have been restated as a result of a change in accounting policy. See the “Accounting Standards and Policies Adopted During Fiscal 2014” section of this
MD&A and Note 3 of the Company’s audited annual consolidated financial statements.

Operations
The fourth quarter of ﬁscal 2014 generated cash ﬂows from operating activities of $438.7 million compared to $237.7 million in the
fourth quarter last year. The $201.0 million increase is attributed to an increase in non-cash and other cash items of $184.9 million and
an increase in the net change in non-cash working capital of $139.9 million, partially offset by a decline in net earnings of $105.6 million
and an increase in income taxes paid, net, of $18.2 million.
For the 52 weeks ended May 3, 2014, cash ﬂows from operating activities were $787.4 million compared to $781.0 million in the prior
year. The increase of $6.4 million is due to a decline in net earnings of $145.2 million and an increase in income taxes paid, net, of
$125.1 million, partially offset by an increase in non-cash and other cash items of $164.7 million and an increase in the net change in
non-cash working capital of $112.0 million.
The following table presents non-cash working capital changes on a quarter-over-quarter basis:
13 Weeks Ended

($ in millions)

May 3, 2014

May 3, 2014

May 4, 2013

(Decrease)
Increase in
Cash Flows

(Decrease)
Increase in
Cash Flows

Feb. 1, 2014

Receivables
Inventories
Prepaid expenses
Accounts payable and accrued liabilities
Provisions
Impact of reclassiﬁcations on working capital

$

460.5
1,310.2
114.3
(2,246.0)
(82.4)
46.8

$

424.5
1,323.2
93.5
(2,040.3)
(32.5)
–

$

(36.0)
13.0
(20.8)
205.7
49.9
(46.8)

$

(57.1)
(5.8)
(13.8)
108.8
(6.8)
(0.2)

Total

$

(396.6)

$

(231.6)

$

165.0

$

25.1

The net change in non-cash working capital of $165.0 million in the fourth quarter is largely attributed to: (i) an increase in accounts
payable and accrued liabilities of $205.7 million versus $108.8 million last year, due primarily to the Canada Safeway acquisition;
(ii) an increase in provisions of $49.9 million, primarily a result of restructuring provisions for closed store locations related to the
iÌÜÀÊÀ>Ì>â>ÌÆÊ>`Ê®Ê>Ê`iVÀi>ÃiÊÊÛiÌÀiÃÊvÊf£Î°äÊ°Ê*>ÀÌ>ÞÊvvÃiÌÌ}ÊÌ iÃiÊÃÕÀViÃÊvÊV>Ã ÊÜiÀi\Ê®ÊÌ iÊ«>VÌÊ
of reclassiﬁcations on working capital of $46.8 million; (ii) an increase in receivables of $36.0 million; and (iii) an increase in prepaid
expenses of $20.8 million.
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The Company’s ratio of current assets to current liabilities remained consistent at 1.0 times at the end of ﬁscal 2014 compared to
ﬁscal 2013.
Investment
Cash generated from investing activities of $178.0 million in the fourth quarter of ﬁscal 2014 increased $267.5 million compared to
cash used of $89.5 million last year. The increase was primarily the result of: (i) an increase in proceeds on the disposal of property,
equipment and investment property of $272.8 million; (ii) an increase in cash generated from other assets and other long-term
liabilities of $15.3 million; (iii) an increase in cash generated from loans and other receivables of $14.4 million; and (iv) an increase in
cash generated from investments of $13.6 million. Partially offsetting these sources of cash was an increase in property, equipment
and investment property purchases of $35.2 million.
Consolidated purchases of property, equipment and investment properties totalled $166.8 million in the 13 weeks ended May 3, 2014
compared to $131.6 million in the 13 weeks ended May 4, 2013. Proceeds on the disposal of property, equipment and investment
properties increased $272.8 million from $81.4 million recorded in the fourth quarter of ﬁscal 2013 to $354.2 million recorded in the
fourth quarter of ﬁscal 2014, largely due to the proceeds from divested stores.
For the 52 weeks ended May 3, 2014, cash used in investing activities was $4,867.7 million compared to cash used of $548.2 million
last year, an increase of $4,319.5 million. The increase was primarily the result of: (i) an increase in cash used in business acquisitions
of $5,807.1 million from the Canada Safeway acquisition; and (ii) an increase in property, equipment and investment property
purchases of $39.5 million. Partially offsetting these uses of cash were: (i) an increase in proceeds on the disposal of property,
equipment and investment property of $1,463.3 million; (ii) an increase in cash generated from loans and other receivables of
$40.3 million; and (iii) proceeds on the sale of asset-backed commercial paper of $26.0 million.
For the 52 weeks ended May 3, 2014, consolidated purchases of property, equipment and investment properties totalled $571.4 million
compared to $531.9 million in the same period last year. Proceeds on the disposal of property, equipment and investment properties
increased $1,463.3 million from $181.1 million recorded in the 52 weeks ended May 4, 2013 to $1,644.4 million recorded in the 52 weeks
ended May 3, 2014. This increase is primarily due to the sale-leaseback transaction with Crombie REIT for $991.3 million combined with
$337.7 million in proceeds related to the divested stores.
The table below outlines the number of stores Sobeys invested in during the 13 and 52 weeks ended May 3, 2014 compared to the
13 and 52 weeks ended May 4, 2013:
13 Weeks Ended
# of stores

Opened/acquired/relocated
Acquired in Canada Safeway acquisition
Expanded
Rebannered/redeveloped
Divested
Closed

52 Weeks Ended

May 3, 2014

May 4, 2013

May 3, 2014

May 4, 2013

37
–
1
3
19
23

16
–
1
–
–
12

94
223
4
11
19
45

45
–
2
7
–
37

13 Weeks Ended
May 3, 2014

52 Weeks Ended
May 3, 2014

The following table shows Sobeys’ square footage changes for the 13 and 52 weeks ended May 3, 2014, by type:

Square feet (in thousands)

Opened
Relocated
Acquired
Expanded
Divested
Closed

386
52
–
10
(752)
(311)

1,114
101
9,307
47
(752)
(628)

Net change

(615)

9,189

At May 3, 2014, Sobeys’ square footage totalled 38.7 million square feet, a 31.2 percent increase over the 29.5 million square feet
operated at the end of the fourth quarter last year. This increase was primarily due to the Canada Safeway acquisition, net of
divested stores.
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Financing
Financing activities during the third quarter used $472.0 million of cash compared to cash used of $63.5 million in the same quarter
last year. The increase in cash used of $408.5 million is primarily the result of: (i) an increase in the repayment of long-term debt of
$387.9 million as proceeds from the sale of divested stores were applied against bank borrowings; (ii) an increase in interest paid of
$32.8 million; (iii) an increase in dividends paid of $7.7 million; (iv) a decrease in bank indebtedness of $4.9 million; and (v) deferred debt
ﬁnancing costs of $3.7 million. Sources of cash generated during the fourth quarter of ﬁscal 2014 included an increase in the issuance
of long-term debt of $28.6 million.
For the 52 weeks ended May 3, 2014, cash generated from ﬁnancing activities equalled $4,054.4 million compared to cash used of
$287.8 million in the same period last year. The increase of $4,342.2 million is primarily a result of ﬁnancing transactions surrounding the
Canada Safeway acquisition. Sources of cash generated during the 52 weeks ended May 3, 2014 included: (i) an increase in the issuance
vÊ}ÌiÀÊ`iLÌÊvÊfÎ]ÓäÎ°ÊÊ>`Ê®ÊÌ iÊÃÃÕ>ViÊvÊ 6Ì}Ê >ÃÃÊÊÃ >ÀiÃÊvÊf£]n{Ó°ÈÊ°Ê*>ÀÌ>ÞÊvvÃiÌÌ}ÊÌ iÃiÊ
sources of cash were: (i) an increase in the repayment of long-term debt of $495.6 million; (ii) share issuance costs of $75.9 million;
(iii) deferred debt ﬁnancing costs of $50.6 million; (iv) an increase in interest paid of $47.4 million; (v) an increase in dividends paid of
$18.1 million; (vi) stock option purchases of $9.1 million; and (vii) a decrease in bank indebtedness of $7.6 million.
Free Cash Flow
Free cash ﬂow is used to measure the change in the Company’s cash available for additional investing, dividends and/or debt reduction.
The following table reconciles free cash ﬂow to GAAP cash ﬂows from operating activities for the 13 and 52 weeks ended May 3, 2014
and the 13 and 52 weeks ended May 4, 2013.
13 Weeks Ended
($ in millions)

May 3, 2014

Cash ﬂows from operating activities
Plus: proceeds on disposal of property,
equipment and investment property(2)
Less: property, equipment and investment property purchases

$

Free cash ﬂow(3)

$

438.7

May 4, 2013

$

354.2
(166.8)
626.1

52 Weeks Ended
(1)

237.7

$

81.4
(131.6)
$

187.5

May 4, 2013(1)

May 3, 2014

787.4

$

653.1
(571.4)
$

869.1

781.0
181.1
(531.9)

$

430.2

(1) Amounts have been restated as a result of a change in accounting policy. See the “Accounting Standards and Policies Adopted During Fiscal 2014” section of this
MD&A and Note 3 of the Company’s audited annual consolidated financial statements.
(2) Excludes $991.3 million related to the sale-leaseback of acquired real estate with Crombie REIT, which was simultaneously used to partially fund the Canada
Safeway acquisition.
(3) See “Non-GAAP Financial Measures” section of this MD&A.

Free cash ﬂow generation in the fourth quarter of ﬁscal 2014 was $626.1 million compared to $187.5 million generated in the fourth
quarter last year. The $438.6 million increase in free cash ﬂow was due to an increase in proceeds on the disposal of property,
equipment and investment property of $272.8 million associated primarily with the divestiture of stores as part of the Canada Safeway
acquisition, combined with an increase in cash ﬂows from operating activities of $201.0 million. This was partially offset by an increase
in property, equipment and investment property purchases of $35.2 million. The $201.0 million increase in cash ﬂows from operating
activities is attributed to an increase in non-cash and other cash items of $184.9 million and an increase in the net change in non-cash
working capital of $139.9 million, partially offset by a decline in net earnings of $105.6 million and an increase in income taxes paid, net,
of $18.2 million.
For the 52 weeks ended May 3, 2014, free cash ﬂow generation was $869.1 million compared to $430.2 million generated last year.
The $438.9 million increase in free cash ﬂow was due to a $472.0 million increase in proceeds on the disposal of property, equipment
and investment property which is in part due to the sale of Empire Theatres, and a $6.4 million increase in cash ﬂows from operating
activities; partially offset by a $39.5 million increase in property, equipment and investment property purchases. The increase of
$6.4 million in cash ﬂows from operating activities is due to a decline in net earnings of $145.2 million and an increase in income taxes
paid, net, of $125.1 million, partially offset by an increase in non-cash and other cash items of $164.7 million and an increase in the net
change in non-cash working capital of $112.0 million.
Business Acquisition
On June 12, 2013, Sobeys entered into an Asset Purchase Agreement with Safeway Inc. and its subsidiaries to acquire substantially all
of the assets and select liabilities of Canada Safeway for a cash purchase price of $5.8 billion, subject to a working capital adjustment.
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The agreement included the purchase of:
UÊ

Ó£ÎÊvÕÊÃiÀÛViÊ}ÀViÀÞÊÃÌÀiÃÊÕ`iÀÊÌ iÊ->viÜ>ÞÊL>iÀÊÊ7iÃÌiÀÊ >>`>Æ

UÊ

ÓääÊÃÌÀiÊ« >À>ViÃÆ

UÊ

ÈÓÊVV>Ìi`ÊvÕiÊÃÌ>ÌÃÆÊ

UÊ

£äÊµÕÀÊÃÌÀiÃÆ

UÊ

{Ê«À>ÀÞÊ`ÃÌÀLÕÌÊViÌÀiÃÆÊ>`Ê

UÊ

£ÓÊ>Õv>VÌÕÀ}Êv>VÌiÃ°Ê

On October 22, 2013, regulatory clearance was obtained from the Competition Bureau which required the divestiture of 23 Sobeys and
Canada Safeway stores. During the Company’s fourth quarter, 12 of the 23 stores were divested, and the remaining 11 stores have been
included in assets held for sale as of May 3, 2014. The Canada Safeway acquisition closed effective Sunday, November 3, 2013 with
funds being delivered on Monday, November 4, 2013.
Empire and Sobeys ﬁnanced the acquisition with a combination of the following:
UÊ

Ê «ÀiÊiµÕÌÞÊvviÀ}ÊvÊf£]n{{°£Ê]ÊiÌÊvÊviiÃÊvÊfÇx°nÊ]ÊÜ V ÊVÃi`ÊÊÕÞÊÎ£]ÊÓä£Î]Ê>ÃÊ`ÃVÕÃÃi`ÊÊÌ iÊ
“Shareholders’ Equity” section of this MD&A;

UÊ

Ê Êf£°ÎÊÊÃ>ii>ÃiL>VÊvÊ>VµÕÀi`ÊÀi>ÊiÃÌ>ÌiÊ>ÃÃiÌÃ]Ê>ÃÊ`ÃVÕÃÃi`ÊÊÌ iÊº,i>Ìi`Ê*>ÀÌÞÊ/À>Ã>VÌÃ»ÊÃiVÌÊvÊÌ ÃÊ

MD&A;

UÊ

/iÀÊVÀi`ÌÊv>VÌiÃÊvÊfÓ]äÓx°äÊÆÊ

UÊ

/ iÊÃÃÕ>ViÊvÊf£]äää°äÊÊÊÕÃiVÕÀi`ÊÌiÃÊLÞÊ-LiÞÃ]Ê>ÃÊ`ÃVÕÃÃi`ÊÊÌ iÊº>LÌiÃ»ÊÃiVÌÊvÊÌ ÃÊ EÆÊ>`

UÊ

Û>>LiÊV>Ã ÊÊ >`°Ê

Crombie REIT and its subsidiaries have a right of ﬁrst offer in respect of any real estate sales undertaken by Sobeys.
The fair value of the identiﬁable assets acquired and liabilities assumed as at the acquisition date are as follows:
($ in millions)

Inventories
Property, equipment and investment property
Assets held for sale
Assets acquired for sale-leaseback
Intangibles
Deferred tax assets
Accounts payable and accrued liabilities
Pension obligations
Deferred tax liabilities
Other assets and liabilities

$

451.0
1,096.6
391.4
991.3
444.8
40.3
(397.7)
(137.5)
(8.7)
49.5

Total identiﬁable net assets

$

2,921.0

Excess consideration paid over identiﬁable net assets acquired allocated to goodwill

$

2,879.0

The fair value of the identiﬁable net assets and goodwill acquired effective November 3, 2013 have been determined provisionally and
>ÀiÊÃÕLiVÌÊÌÊ>`ÕÃÌiÌÊ«i`}ÊÌ iÊw>â>ÌÊvÊÌ iÊÛ>Õ>ÌÃÊ>`ÊÀi>Ìi`Ê>VVÕÌ}°
`ÜÊvÊfÓ]nÇ°äÊÊÜ>ÃÊÀiV}âi`Ê>ÃÊÌ iÊiÝViÃÃÊvÊÌ iÊ>VµÕÃÌÊVÃÌÊÛiÀÊÌ iÊv>ÀÊÛ>ÕiÊvÊÌ iÊ`iÌw>LiÊiÌÊ>ÃÃiÌÃÊ>ÌÊ
Ì iÊ`>ÌiÊvÊÌ iÊ>VµÕÃÌ°Ê/ iÊ}`ÜÊÀiV}âi`ÊÃÊ>ÌÌÀLÕÌ>LiÊ>ÞÊÌÊÌ iÊiÝ«iVÌi`ÊÃÞiÀ}iÃÊvÀÊÌi}À>Ì]ÊÌ iÊiÝ«iVÌi`Ê
future growth potential in grocery store operations and the customer base of the acquired retail store locations. Approximately
$2,220.6 million of goodwill is expected to be deductible for income tax purposes.
Pre-tax acquisition costs of $97.8 million relating to external legal, consulting, due diligence, ﬁnancial advisory and other closing costs
incurred during the 52 weeks ended May 3, 2014, have been included in selling and administrative expenses in the audited consolidated
statements of earnings.
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Guarantees and Commitments
Guarantees
Franchise Affiliates
Sobeys is party to a number of franchise and operating agreements as part of its business model. These agreements contain clauses
which require the Company to provide support to franchise operators to offset or mitigate retail store losses, reduce store rental
«>ÞiÌÃ]ÊâiÊÌ iÊ«>VÌÊvÊ«ÀÌ>Ê«ÀV}]Ê>`Ê>ÃÃÃÌÊÊVÛiÀ}ÊÌ iÀÊÃÌÀiÊÀi>Ìi`Ê«iÀ>Ì}ÊiÝ«iÃiÃ°Ê ÌÊ>ÊvÊÌ iÊ
ﬁnancial support noted above will apply in each instance as the provisions of the agreements vary. The Company will continue to
provide ﬁnancial support pursuant to the franchise and operating agreements in future years.
Sobeys has a guarantee contract under the terms of which, should certain franchise afﬁliates be unable to fulﬁll their lease obligations,
-LiÞÃÊÜÕ`ÊLiÊÀiµÕÀi`ÊÌÊvÕ`ÊÌ iÊ}Ài>ÌiÀÊvÊfÇ°äÊÊÀÊ°Ê«iÀViÌÊwÃV>ÊÓä£ÎÊqÊfÇ°äÊÊÀÊ°Ê«iÀViÌ®ÊvÊÌ iÊ>ÕÌ Àâi`Ê
and outstanding obligation. The terms of the guarantee contract are reviewed annually each August. As at May 3, 2014, the amount of
the guarantee was $7.0 million (ﬁscal 2013 – $7.0 million).
-LiÞÃÊ >ÃÊ}Õ>À>Ìii`ÊViÀÌ>ÊiµÕ«iÌÊi>ÃiÃÊvÊÌÃÊvÀ>V ÃiÊ>vw>ÌiÃ°Ê1`iÀÊÌ iÊÌiÀÃÊvÊÌ iÊ}Õ>À>Ìii]ÊÃ Õ`ÊvÀ>V ÃiÊ>vw>ÌiÃÊ
be unable to fulﬁll their equipment lease obligations, Sobeys would be required to fund the difference of the lease commitments up to
a maximum of $70.0 million on a cumulative basis. Sobeys approves each of the contracts.
During ﬁscal 2009, Sobeys entered into an additional credit enhancement contract in the form of a standby letter of credit for certain
`i«i`iÌÊvÀ>V ÃiiÃÊvÀÊÌ iÊ«ÕÀV >ÃiÊ>`ÊÃÌ>>ÌÊvÊiµÕ«iÌ°Ê1`iÀÊÌ iÊÌiÀÃÊvÊÌ iÊVÌÀ>VÌ]ÊÃ Õ`ÊvÀ>V ÃiiÊ>vw>ÌiÃÊLiÊ
unable to fulﬁll their lease obligations or provide an acceptable remedy, Sobeys would be required to fund the greater of $6.0 million
ÀÊ£ä°äÊ«iÀViÌÊwÃV>ÊÓä£ÎÊqÊfÈ°äÊÊÀÊ£ä°äÊ«iÀViÌ®ÊvÊÌ iÊ>ÕÌ Àâi`Ê>`ÊÕÌÃÌ>`}ÊL}>ÌÊ>Õ>Þ°Ê1`iÀÊÌ iÊÌiÀÃÊvÊÌ iÊ
contract, Sobeys is required to obtain a letter of credit in the amount of the outstanding guarantee, to be revisited each calendar year.
This credit enhancement allows Sobeys to provide favourable ﬁnancing terms to certain independent franchisees. The contract terms
have been reviewed and Sobeys determined that there were no material implications with respect to the consolidation of SEs. As at
May 3, 2014, the amount of the guarantee was $6.0 million (ﬁscal 2013 – $6.0 million).
The minimum rent payments under the guaranteed operating equipment leases over the next ﬁve ﬁscal years are:
($ in millions)

2015
2016
2017
2018
2019
Thereafter

Third Parties

$

13.5
0.3
–
–
–
–

Other
At May 3, 2014, the Company was contingently liable for letters of credit issued in the aggregate amount of $94.6 million (ﬁscal 2013 –
$97.8 million).
1«ÊiÌiÀ}ÊÌÊÌ iÊi>ÃiÊvÊÌÃÊiÜÊÃÃÃÃ>Õ}>Ê`ÃÌÀLÕÌÊViÌÀiÊÊ>ÀV ÊÓäää]Ê-LiÞÃÊ}Õ>À>Ìii`ÊÌÊÌ iÊ>`À`ÊÌ iÊ
performance by SERCA Foodservice Inc. of all of its obligations under the lease. The remaining term of the lease is six years with an
aggregate obligation of $19.5 million (ﬁscal 2013 – $22.6 million). At the time of the sale of assets of SERCA Foodservice Inc. to Sysco
Corp., the lease of the Mississauga distribution centre was assigned to and assumed by the purchaser, and Sysco Corp. agreed to
indemnify and hold Sobeys harmless from any liability it may incur pursuant to its guarantee.
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Commitments
Long-Term Debt
Principal debt retirement in each of the next ﬁve ﬁscal years is as follows:
($ in millions)

2015
2016
2017
2018
2019
Thereafter

$

218.3
209.2
205.4
1,293.5
508.0
1,043.2

Finance Leases Liabilities
Finance lease liabilities are payable in each of the next ﬁve ﬁscal years as follows:

Future Minimum
Lease Payments

($ in millions)

2015
2016
2017
2018
2019
Thereafter

Interest

Present Value of
Minimum Lease
Payments

$

14.1
12.3
11.6
9.0
7.4
30.6

$

3.0
2.6
2.1
1.7
1.4
8.8

$

11.1
9.7
9.5
7.3
6.0
21.8

$

85.0

$

19.6

$

65.4

During ﬁscal 2014, the Company increased its ﬁnance lease obligation, excluding $37.0 million related to the Canada Safeway
acquisition, by $2.4 million (ﬁscal 2013 – $8.8 million) with a similar increase in assets under ﬁnance leases. These additions are non-cash
in nature, therefore have been excluded from the statements of cash ﬂows.
Operating Leases, as Lessee
The Company leases various retail stores, distribution centres, theatres, ofﬁces and equipment under non-cancellable operating leases.
These leases have varying terms, escalation clauses, renewal options and basis on which contingent rent is payable.
The total net, future minimum rent payable under the Company’s operating leases as of May 3, 2014 is approximately $3,857.2 million.
This reﬂects a gross lease obligation of $4,838.0 million reduced by expected sub-lease income of $980.8 million. The net commitments
over the next ﬁve ﬁscal years are:
Third Parties
Net Lease
Obligation

($ in millions)

2015
2016
2017
2018
2019
Thereafter

$

226.9
198.5
178.8
158.4
139.7
787.6

Related Parties

Gross Lease
Obligation

$

340.9
305.9
274.8
243.3
213.5
1,292.3

Net Lease
Obligation

$

123.7
122.0
122.1
121.4
122.9
1,555.2

Gross Lease
Obligation

$

123.7
122.0
122.1
121.4
122.9
1,555.2

The Company recorded $500.0 million (ﬁscal 2013 – $440.0 million) as an expense for minimum lease payments for the ﬁscal year ended
May 3, 2014 in the consolidated statements of earnings. The expense was offset by sub-lease income of $155.9 million (ﬁscal 2013 –
f£Ó°Ê®]Ê>`Ê>ÊvÕÀÌ iÀÊf££°ÊÊwÃV>ÊÓä£ÎÊqÊf°ÓÊ®ÊvÊiÝ«iÃiÊÜ>ÃÊÀiV}âi`ÊvÀÊVÌ}iÌÊÀiÌ°
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Operating Leases, as Lessor
The Company also leases most investment properties, under operating leases. These leases have varying terms, escalation clauses,
renewal options and basis on which contingent rent is receivable.
Rental income for the ﬁscal year ended May 3, 2014 was $34.3 million (ﬁscal 2013 – $59.2 million) and was included in sales in the
VÃ`>Ìi`ÊÃÌ>ÌiiÌÃÊvÊi>À}Ã°ÊÊ>``Ì]ÊÌ iÊ «>ÞÊÀiV}âi`Êfä°ÊÊvÊVÌ}iÌÊÀiÌÊvÀÊÌ iÊwÃV>ÊÞi>ÀÊi`i`Ê
May 3, 2014 (ﬁscal 2013 – $1.0 million).
The lease payments expected to be received over the next ﬁve ﬁscal years are:
($ in millions)

Third Parties

2015
2016
2017
2018
2019
Thereafter

$

19.9
17.6
16.4
14.4
13.3
74.9

ACCOUNTING STANDARDS AND POLICIES

Accounting Standards and Policies Adopted During Fiscal 2014
(i) Employee Benefits
In June 2011, the IASB issued amendments to IAS 19, “Employee Beneﬁts”, which eliminate the option to defer the recognition of
actuarial gains and losses, streamline the presentation of changes in assets and liabilities arising from deﬁned beneﬁt plans to be
presented in other comprehensive income or loss and enhance disclosure requirements around the characteristics of the deﬁned beneﬁt
plans and risks associated with participation in those plans. The Company adopted and implemented the amendments to IAS 19 during
its ﬁrst quarter of ﬁscal 2014 and retrospective application was required. The impact from the adoption of the amendments to IAS 19 is
ÃÕ>Àâi`Ê>ÃÊvÜÃ\
Condensed Consolidated Statements of Earnings and Comprehensive Income Increase (Decrease)
($ in millions)

Selling and administrative expenses

13 Weeks Ended
May 4, 2013

$

0.4

52 Weeks Ended
May 4, 2013

$

0.9

Operating income
Finance costs, net

(0.4)
1.5

(0.9)
6.2

Earnings before income taxes
Income taxes

(1.9)
(0.4)

(7.1)
(1.8)

Net earnings
Other comprehensive income, net of taxes

(1.5)
1.2

(5.3)
4.7

Total comprehensive income

$

(0.3)

$

(0.6)

Condensed Consolidated Balance Sheets Increase (Decrease)
As at
May 4, 2013

($ in millions)

Deferred tax assets
Other long-term liabilities
Retained earnings

$

0.3
1.7
(1.4)

As at
May 5, 2012

$

The enhanced annual disclosures required for deﬁned beneﬁt plans are included in the Company’s annual consolidated ﬁnancial
statements for the year ended May 3, 2014.
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(ii) Consolidated Financial Statements
In May 2011, the IASB issued IFRS 10, “Consolidated Financial Statements”, which establishes principles for the presentation and
preparation of consolidated ﬁnancial statements when an entity controls one or more other entities. The objective of IFRS 10 is to deﬁne
principles of control and establish the basis of determining when and how an entity should be included within a set of consolidated
ﬁnancial statements. It replaces portions of IAS 27, “Consolidated and Separate Financial Statements”, and supersedes Standing
Interpretations Committee (“SIC”) 12, “Consolidation – Special Purpose Entities”, completely. The standard became effective in the ﬁrst
quarter of ﬁscal 2014. The Company has evaluated the impact of this standard on its “Investments in associates” and has determined
that while having signiﬁcant inﬂuence on these investments, the criteria for control are not met and therefore equity accounting for these
investments continues to be appropriate. Management has also evaluated the impact of this standard as it applies to SEs. Adoption of
this standard had no signiﬁcant impact on the Company’s ﬁnancial results.
(iii) Joint Arrangements
In May 2011, the IASB issued IFRS 11, “Joint Arrangements”, which establishes principles for ﬁnancial reporting by entities that have an
ÌiÀiÃÌÊÊ>ÊÌÊ>ÀÀ>}iiÌ°Ê,-Ê££ÊÃÕ«iÀÃi`iÃÊ-ÊÎ£]ÊºÌiÀiÃÌÊÊÌÊ6iÌÕÀiÃ»]Ê>`Ê- Ê£Î]ÊºÌÞÊ ÌÀi`Ê ÌÌiÃÊqÊ Ê
iÌ>ÀÞÊ ÌÀLÕÌÃÊLÞÊ6iÌÕÀiÀÃ»°Ê/ ÀÕ} Ê>Ê>ÃÃiÃÃiÌÊvÊÌ iÊÀ} ÌÃÊ>`ÊL}>ÌÃÊÊ>Ê>ÀÀ>}iiÌ]ÊÌ iÊ,-ÊiÃÌ>LÃ iÃÊ
principles to determine the type of joint arrangement and guidance for ﬁnancial reporting activities required by the entities that have
an interest in arrangements that are jointly controlled. The standard became effective in the ﬁrst quarter of ﬁscal 2014 and did not have
a signiﬁcant impact on the Company’s ﬁnancial statements.
(iv) Disclosure of Interests in Other Entities
In May 2011, the IASB issued IFRS 12, “Disclosure of Interests in Other Entities”, which outlines disclosure requirements for an entity
that has interests in a subsidiary, a joint arrangement, an associate and an unconsolidated structured entity. IFRS 12 requires an entity to
disclose information that enables users of its ﬁnancial statements to evaluate the nature of, and risks associated with, its interest in other
entities and the effects of those interests on its ﬁnancial position, ﬁnancial performance and cash ﬂows. This standard became effective
in the ﬁrst quarter of ﬁscal 2014 and resulted in additional disclosures in the Company’s annual consolidated ﬁnancial statements for the
ﬁscal year ended May 3, 2014.
(v) Fair Value Measurement
Ê>ÞÊÓä££]ÊÌ iÊ- ÊÃÃÕi`Ê,-Ê£Î]Êº>ÀÊ6>ÕiÊi>ÃÕÀiiÌ»]ÊÜ V Ê`iwiÃÊv>ÀÊÛ>Õi]ÊÃiÌÃÊÕÌÊÊ>ÊÃ}iÊ,-Ê>ÊvÀ>iÜÀÊvÀÊ
measuring fair value and identiﬁes required disclosures about fair value measurements. This IFRS became effective in the ﬁrst quarter of
ﬁscal 2014. The adoption of this standard had no measurement impact on the Company’s ﬁnancial results. Enhanced disclosures have
been included in Notes 10 and 27 to the audited consolidated ﬁnancial statements.
(vi) Presentation of Financial Statements
In May 2012, the IASB issued amendments to IAS 1, “Presentation of Financial Statements”, clarifying the requirements for comparative
information. The amendments became effective in the ﬁrst quarter of ﬁscal 2014 and did not have a signiﬁcant impact on the Company’s
ﬁnancial results and disclosures.
Future Accounting Policies
(i) Financial Instruments
In November 2009, the IASB issued IFRS 9, “Financial Instruments”, which will ultimately replace IAS 39, “Financial Instruments:
Recognition and Measurement”. The replacement is a multi-phase project with the objective of improving and simplifying the reporting
for ﬁnancial instruments. The issuance of IFRS 9 provides guidance on the classiﬁcation and measurement of ﬁnancial assets and
ﬁnancial liabilities, and a new hedge accounting model with corresponding disclosures about risk management activity. The effective
date for implementation of this standard has been deferred. IFRS 9 allows for early adoption, but the Company does not intend to do so
at this time.
(ii) Financial Instruments: Asset and Liability Offsetting
In December 2011, the IASB amended IAS 32, “Financial Instruments: Presentation”, to clarify the requirements which permit offsetting
a ﬁnancial asset and liability in the ﬁnancial statements. IAS 32 amendments are effective for annual periods beginning on or after
January 1, 2014.
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(iii) Levies
In May 2013, the IASB issued IFRIC 21, “Levies”, which is an interpretation of IAS 37, “Provisions, Contingent Liabilities and Contingent
Assets”. A levy is an outﬂow of resources embodying economic beneﬁts that is imposed by governments on entities in accordance with
legislation, other than income taxes within the scope of IAS 12, “Income Taxes” and ﬁnes or other penalties imposed for breaches of
legislation. IFRIC 21 clariﬁes that the obligating event that gives rise to a liability to pay a levy is the activity described in the relevant
legislation that triggers the payment of the levy. IFRIC 21 is effective for the annual periods beginning on or after January 1, 2014.
(iv) Revenue
In May 2014, the IASB issued IFRS 15, “Revenue from Contracts with Customers”. IFRS 15 replaces IAS 18, “Revenue”, IAS 11,
“Construction Contracts”, and some revenue related interpretations. IFRS 15 establishes a new control-based revenue recognition
model and is effective for annual periods beginning on or after January 1, 2017.
The Company is currently evaluating the impact of these new standards, interpretations and amendments on its consolidated
ﬁnancial statements.
Critical Accounting Estimates
The preparation of consolidated ﬁnancial statements, in conformity with IFRS, requires management to make judgments, estimates
and assumptions that affect the amounts reported in the consolidated ﬁnancial statements and accompanying notes. The use of
estimates, judgments and assumptions are all interrelated. Certain of these estimates require subjective or complex judgments by
management that may be uncertain. Some of these items include the valuation of inventories, goodwill, employee future beneﬁts, stockbased compensation, valuation of asset-backed commercial paper, provisions, impairments, customer loyalty programs, useful lives of
«À«iÀÌÞ]ÊiµÕ«iÌ]ÊÛiÃÌiÌÊ«À«iÀÌÞÊ>`ÊÌ>}LiÃÊvÀÊ«ÕÀ«ÃiÃÊvÊ`i«ÀiV>ÌÊ>`Ê>ÀÌâ>Ì]Ê>`ÊViÊÌ>ÝiÃ°Ê >}iÃÊ
to these estimates could materially impact the ﬁnancial statements. These estimates are based on management’s best knowledge
of current events and actions that the Company may undertake in the future. Management regularly evaluates the estimates and
assumptions it uses. Actual results could differ from these estimates.
Impairment of Non-Financial Assets
Goodwill is reviewed for impairment at least annually by assessing the recoverable amount of each cash generating unit or groups
of cash generating units to which the goodwill relates. The recoverable amount is the higher of fair value less costs to sell and value
ÊÕÃi°Ê7 iÊÌ iÊÀiVÛiÀ>LiÊ>ÕÌÊvÊÌ iÊV>Ã Ê}iiÀ>Ì}ÊÕÌÃÊÃÊiÃÃÊÌ >ÊÌ iÊV>ÀÀÞ}Ê>ÕÌÊ>Ê«>ÀiÌÊÃÃÊÃÊÀiV}âi`Ê
immediately as selling and administrative expenses. Impairment losses related to goodwill cannot be reversed.
Long-lived tangible and intangible assets are reviewed for impairment when events or changes in circumstances indicate that the
carrying value of the assets may not be recoverable. If such an indication exists, the recoverable amount of the asset is estimated
in order to determine the extent of the impairment loss (if any). The recoverable amount is the higher of fair value less costs to sell
and value in use. Where the asset does not generate cash ﬂows that are independent from other assets, the Company estimates the
recoverable amount of the cash generating unit(s) to which the asset belongs. The Company has primarily determined a cash generating
unit to be an individual store. Corporate assets, such as head ofﬁces and distribution centres, do not individually generate separate
cash inﬂows and are therefore aggregated for testing with the stores they service. When the recoverable amount of an asset (or cash
generating unit) is estimated to be less than its carrying amount, the carrying amount (or cash generating unit) is reduced to the
ÀiVÛiÀ>LiÊ>ÕÌ°ÊÊ«>ÀiÌÊÃÃÊÃÊÀiV}âi`Ê>ÃÊÃi}Ê>`Ê>`ÃÌÀ>ÌÛiÊiÝ«iÃiÃÊi`>ÌiÞÊÊiÌÊi>À}ÃÊÀÊÃÃ°
Where an impairment loss subsequently reverses, other than related to goodwill, the carrying amount of the asset (or cash generating
unit) is increased to the revised estimate, but is limited to the carrying amount that would have been determined if no impairment loss
>`ÊLiiÊÀiV}âi`ÊÊ«ÀÀÊ«iÀ`Ã°ÊÊÀiÛiÀÃ>ÊvÊ«>ÀiÌÊÃÃÊÃÊÀiV}âi`Êi`>ÌiÞÊÊiÌÊi>À}ÃÊÀÊÃÃ°
In the process of measuring expected future cash ﬂows, management makes assumptions about the future growth of proﬁts. These
assumptions relate to future events and circumstances. The actual results may vary and may cause signiﬁcant adjustments to the
Company’s assets within subsequent ﬁnancial years.
Pension Benefit Plans and Other Benefit Plans
The cost of the Company’s pension beneﬁts for deﬁned contribution plans are expensed at the time active employees are compensated.
The cost of deﬁned beneﬁt pension plans and other beneﬁt plans is accrued based on actuarial valuations, which are determined using
the projected unit credit method pro-rated on service and management’s best estimate of the expected long-term rate of return on
plan assets, salary escalation, retirement ages and expected growth rate of health care costs.
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Current market values are used to value beneﬁt plan assets. The obligation related to employee future beneﬁts is measured using
current market interest rates, assuming a portfolio of Corporate AA bonds with terms to maturity that, on average, match the terms of
the obligation.
/ÊÌ iÊiÝÌiÌÊÌ >ÌÊ«>Ê>i`iÌÃÊVÀi>ÃiÊÌ iÊL}>ÌÊÀi>Ìi`ÊÌÊ«>ÃÌÊÃiÀÛVi]ÊÌ iÊ «>ÞÊÜÊÀiV}âiÊ>Ê«>ÃÌÊÃiÀÛViÊVÃÌÊ
immediately as an expense.
Êi>ÃÕÀ}ÊÌÃÊ`iwi`ÊLiiwÌÊ>LÌÞÊÌ iÊ «>ÞÊÜÊÀiV}âiÊ>ÊvÊÌÃÊ>VÌÕ>À>Ê}>ÃÊ>`ÊÃÃiÃÊi`>ÌiÞÊÌÊÌ iÀÊ
comprehensive income.
Income Taxes
iviÀÀi`ÊViÊÌ>ÝÊ>ÃÃiÌÃÊ>`Ê>LÌiÃÊ>ÀiÊÀiV}âi`ÊvÀÊÌ iÊvÕÌÕÀiÊViÊÌ>ÝÊVÃiµÕiViÃÊ>ÌÌÀLÕÌ>LiÊÌÊÌi«À>ÀÞÊ`vviÀiViÃÊ
between the ﬁnancial statement carrying values of assets and liabilities and their respective income tax bases. Deferred income tax
assets or liabilities are measured using enacted or substantively enacted income tax rates expected to apply to taxable income in the
years in which those temporary differences are expected to be recovered or settled. The calculation of current and deferred income
taxes requires management to make estimates and assumptions and to exercise a certain amount of judgment. The ﬁnancial statement
carrying values of assets and liabilities are subject to accounting estimates inherent in those balances. The income tax bases of assets
and liabilities are based upon the interpretation of income tax legislation across various jurisdictions. The current and deferred income
tax assets and liabilities are also impacted by expectations about future operating results and the timing of reversal of temporary
differences as well as possible audits of tax ﬁlings by the regulatory authorities. Management believes it has adequately provided for
income taxes based on current available information.
Changes or differences in these estimates or assumptions may result in changes to the current or deferred income tax balances on the
consolidated balance sheets.
Valuation of Inventories
ÛiÌÀiÃÊ>ÀiÊÛ>Õi`Ê>ÌÊÌ iÊÜiÀÊvÊVÃÌÊ>`ÊiÃÌ>Ìi`ÊiÌÊÀi>â>LiÊÛ>Õi°Ê-}wV>ÌÊiÃÌ>ÌÊÀÊÕ`}iÌÊÃÊÀiµÕÀi`ÊÊÌ iÊ
determination of: (i) inventories valued at retail and adjusted to cost; (ii) estimated inventory provisions due to spoilage and shrinkage
occurring between the last physical inventory count and the balance sheet dates; and (iii) estimated inventory provisions associated with
vendor allowances and internal charges. Changes or differences in any of these estimates may result in changes to inventories on the
consolidated balance sheets and a charge or credit to operating income in the consolidated statements of earnings.
Inventory shrinkage, which is calculated as a percentage of the related inventory, is evaluated throughout the year and provides for
estimated inventory shortages from the last physical count to the balance sheet dates. To the extent that actual losses experienced vary
from those estimated, both inventories and operating income may be impacted.
Provisions
*ÀÛÃÃÊ>ÀiÊÀiV}âi`ÊÜ iÊÌ iÀiÊÃÊ>Ê«ÀiÃiÌÊi}>ÊÀÊVÃÌÀÕVÌÛiÊL}>ÌÊ>ÃÊ>ÊÀiÃÕÌÊvÊ>Ê«>ÃÌÊiÛiÌ]ÊvÀÊÜ V ÊÌÊÃÊ«ÀL>LiÊÌ >ÌÊ
a transfer of economic beneﬁts will be required to settle the obligation, and where a reliable estimate can be made of the amount of
the obligation. Provisions are discounted using a pre-tax discount rate that reﬂects the current market assessments of the time value of
money and the risks speciﬁc to the liability, if material.
Business Acquisitions
For business acquisitions, the Company applies judgment on the recognition and measurement of assets and liabilities assumed and
iÃÌ>ÌiÃÊ>ÀiÊÕÌâi`ÊÌÊV>VÕ>ÌiÊ>`Êi>ÃÕÀiÊÃÕV Ê>`ÕÃÌiÌÃ°ÊÊi>ÃÕÀ}ÊÌ iÊv>ÀÊÛ>ÕiÊvÊ>Ê>VµÕÀii½ÃÊ>ÃÃiÌÃÊ>`Ê>LÌiÃÊ
management uses estimates about future cash ﬂows and discount rates. Any measurement changes upon initial recognition would affect
the measurement of goodwill, except for deferred taxes.
Disclosure Controls and Procedures
Management of Empire, which includes the Chief Executive Ofﬁcer (“CEO”) and Chief Financial Ofﬁcer (“CFO”), is responsible for
establishing and maintaining Disclosure Controls and Procedures (“DC&P”) to provide reasonable assurance that material information
relating to the Company is made known to management by others, particularly during the period in which the annual ﬁlings are being
prepared, and that information required to be disclosed by the Company and its annual ﬁlings, interim ﬁlings and other reports ﬁled
ÀÊÃÕLÌÌi`ÊLÞÊÌÊÕ`iÀÊÃiVÕÀÌiÃÊi}Ã>ÌÊÃÊÀiVÀ`i`]Ê«ÀViÃÃi`]ÊÃÕ>Àâi`Ê>`ÊÀi«ÀÌi`ÊÜÌ ÊÌ iÊÌiÊ«iÀ`ÃÊÃ«iVwi`ÊÊ
securities legislation. As at May 3, 2014, the CEO and CFO have evaluated the effectiveness of the Company’s DC&P. Based on that
evaluation, the CEO and CFO have concluded that the Company’s DC&P was effective as at May 3, 2014 and that there were no material
weaknesses relating to the design or operation of the DC&P.
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Internal Control over Financial Reporting
Management of Empire, which includes the CEO and CFO, is responsible for establishing and maintaining Internal Control over Financial
Reporting (“ICFR”), as that term is deﬁned in National Instrument 52-109, “Certiﬁcation of Disclosure in Issuers’ Annual and Interim
Filings”. The control framework management used to design and assess the effectiveness of ICFR is “The Internal Control Integrated
À>iÜÀÊ£Ó®»Ê«ÕLÃ i`ÊLÞÊÌ iÊ ÌÌiiÊvÊ-«ÃÀ}Ê"À}>â>ÌÃÊvÊÌ iÊ/Ài>`Ü>ÞÊ ÃÃ°ÊÃÊ>ÌÊ>ÞÊÎ]ÊÓä£{]ÊÌ iÊ "Ê
and CFO have evaluated the effectiveness of the Company’s ICFR. Based on that evaluation, the CEO and CFO have concluded that
the Company’s ICFR was effective as at May 3, 2014 and that there were no material weaknesses relating to the design or operation
of the ICFR.
There have been no changes in the Company’s ICFR during the period beginning February 2, 2014 and ended May 3, 2014 that have
materially affected, or are reasonably likely to materially affect, the Company’s ICFR.
RELATED PARTY TRANSACTIONS

The Company has related party transactions with Crombie REIT. At the end of the fourth quarter of ﬁscal 2014, the Company held a
41.6 percent ownership interest in Crombie REIT which is accounted for using the equity method. As a result of the issuance of Crombie
REIT units and the conversion of Crombie REIT debentures during the current ﬁscal year, partially offset by the Company’s subscription
to Class B limited partnership units, the Company’s interest in Crombie REIT was reduced from 42.8 percent at the end of ﬁscal 2013
to 41.6 percent. On a fully diluted basis (assuming conversion of all outstanding convertible securities of Crombie REIT) the Company’s
interest in Crombie REIT would be approximately 39.3 percent.
The Company rents premises from Crombie REIT at amounts which, in management’s opinion, approximate fair market value. Based
upon the signiﬁcant number of leases negotiated with third parties operating in the same markets in which the Company rents premises
from Crombie REIT, management has determined the rental payments to Crombie REIT to be indicative of fair value. During the
52 weeks ended May 3, 2014, the aggregate net payments under these leases, which are measured at exchange amount, were
$110.5 million (52 weeks ended May 4, 2013 – $80.6 million).
In addition, Crombie REIT provides administrative and management services to the Company. The charges incurred for administrative
and management services are on a cost recovery basis. For the 52 weeks ended May 3, 2014, charges incurred for administrative and
management services were $0.6 million (52 weeks ended May 4, 2013 – $1.0 million).
The Company has non-interest bearing notes payable to Crombie REIT in the amount of $1.7 million (May 4, 2013 – $2.4 million)
related to the subsidy payments to Crombie REIT pursuant to an omnibus subsidy agreement dated March 23, 2006 between certain
subsidiaries of Crombie REIT and ECL Properties Limited.
The Company owns Crombie REIT Debentures with a market value of $24.6 million (May 4, 2013 – $24.8 million). During the 52 weeks
ended May 3, 2014, the Company received income related to these securities of $1.2 million (52 weeks ended May 4, 2013 – $1.2 million).
On July 3, 2012, the Company purchased $24.0 million of Debentures from Crombie REIT, pursuant to a $60.0 million bought-deal
prospectus offering. The Debentures have a maturity date of September 30, 2019. The Debentures have a coupon of 5.00 percent per
annum and each $1,000 principal amount of Debenture is convertible into approximately 49.7512 units of Crombie REIT, at any time,
at the option of the holder, based on a conversion price of $20.10 per unit.
On September 25, 2012, the Company converted Series B convertible unsecured subordinated debentures of Crombie REIT with a face
value of $10.0 million into 909,090 units of Crombie REIT. The units were recorded at the exchange amount of $13.8 million, resulting in
a pre-tax gain of $3.8 million.
On December 14, 2012, Crombie REIT closed a bought-deal public offering of units at a price of $14.75 per unit. Concurrent with the
public offering, the Company subscribed for $24.5 million of Class B limited partnership units (which are convertible on a one-for-one
basis into units of Crombie REIT).
During the 52 weeks ended May 4, 2013, the Company sold eight properties to Crombie REIT, seven of which were leased back.
Cash consideration received for the properties was recorded at the exchange amount of $106.0 million, resulting in a pre-tax gain of
f£x°äÊ]ÊÜ V ÊÜ>ÃÊÀiV}âi`ÊÊÌ iÊVÃ`>Ìi`ÊÃÌ>ÌiiÌÃÊvÊi>À}Ã°
During the quarter ended November 3, 2012, the Company acquired a parcel of land from Genstar Development Partnership, in which
Ì iÊ «>ÞÊ `ÃÊ>Ê{ä°ÇÊ«iÀViÌÊÌiÀiÃÌ°Ê >Ã ÊVÃ`iÀ>ÌÊ«>`ÊvÀÊÌ iÊ>`ÊÜ>ÃÊfÇ°ÈÊ°Ê/ iÊ}>ÊÀi>âi`ÊvÊf£°ÈÊÊÜ>ÃÊ
eliminated from property and equipment.
On July 24, 2013, Sobeys entered into a sale-leaseback agreement with Crombie REIT, pursuant to which Crombie REIT agreed to
indirectly acquire 70 properties included in the Canada Safeway acquisition for $991.3 million. The sale-leaseback transaction closed
effective November 3, 2013 immediately following the close of the Canada Safeway acquisition.
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On closing of the acquisition of the 70 properties, the Company subscribed for $150.0 million of Class B limited partnership units (which
are convertible on a one-for-one basis into units of Crombie REIT).
During the quarter ended February 1, 2014, Crombie REIT purchased from the Company their interest in certain retention leases for cash
VÃ`iÀ>ÌÊvÊf£°xÊÊÀiÃÕÌ}ÊÊ>Ê«ÀiÌ>ÝÊ}>ÊvÊfä°{ÊÊÜ V ÊÜ>ÃÊÀiV}âi`ÊÊÌ iÊVÃ`>Ìi`ÊÃÌ>ÌiiÌÃÊvÊi>À}Ã°
During the fourth quarter of ﬁscal 2014, Sobeys entered into a loan agreement with Crombie REIT to partially ﬁnance Sobeys’ acquisition
of a property in British Columbia. The $11.9 million loan bears interest at a rate of six percent and has no principal repayments until
maturity on October 1, 2016. The Company also sold and leased back a property from Crombie REIT for cash consideration of
$10.2 million which was equal to its carrying value. In addition, the Company exchanged properties with Crombie REIT during the
fourth quarter of ﬁscal 2014. The properties exchanged were both located in Canmore, Alberta.
SUBSEQUENT EVENTS

-ÕLÃiµÕiÌÊÌÊÌ iÊi`ÊvÊÌ iÊvÕÀÌ ÊµÕ>ÀÌiÀÊvÊwÃV>ÊÓä£{]Ê-LiÞÃÊiÌiÀi`ÊÌÊ>Ê>ÀÌâ}ÊÌiÀiÃÌÊÀ>ÌiÊÃÜ>«ÊvÀÊ>ÊÌ>Ê>ÕÌÊ
of $598.7 million at a ﬁxed interest rate of 1.4 percent effective May 12, 2014 to hedge the interest rate on a portion of its Acquisition
Facility. The interest rate swap matures on December 31, 2015.
-LiÞÃÊ>ÃÊiÌiÀi`ÊÌÊÃiÛiÊ 1,É  ÊvÀÜ>À`ÊVÌÀ>VÌÃÊÃÕLÃiµÕiÌÊÌÊÌ iÊVÃiÊvÊÌ iÊvÕÀÌ ÊµÕ>ÀÌiÀÊ>ÌÊ>Ê>««ÀÝ>ÌiÊ >>`>Ê
dollar value of $58.0 million. The forward contracts were entered into, to hedge and limit exposure to exchange rate ﬂuctuations relating
ÌÊvÕÌÕÀiÊiÝ«i`ÌÕÀiÃÊÊ 1,°Ê/ iÊvÀÜ>À`ÊVÌÀ>VÌÃÊ >ÛiÊ>ÌÕÀÌiÃÊÀ>}}ÊvÀÊ>ÞÊÓ]ÊÓä£{ÊÌÊ-i«ÌiLiÀÊ£]ÊÓä£È°
On May 30, 2014, Crombie REIT announced it had closed a bought-deal public offering of units at a price of $13.25 per unit. Concurrent
with the public offering, a wholly-owned subsidiary of the Company purchased approximately $40.0 million of Class B limited
partnership units (which are convertible on a one-for-one basis into units of Crombie REIT). Consequently, the Company’s interest
in Crombie REIT will be reduced from 41.6 percent to 41.5 percent.
EMPLOYEE FUTURE BENEFIT OBLIGATIONS

For the 52 weeks ended May 3, 2014, the Company contributed $11.9 million to its registered deﬁned beneﬁt plans (52 weeks ended
May 4, 2013 – $9.6 million). The Company expects to contribute approximately $8.6 million in ﬁscal 2015 to these plans. The Company
continues to assess the impact of the capital markets on its funding requirements.
DESIGNATION FOR ELIGIBLE DIVIDENDS

“Eligible dividends” receive favourable treatment for income tax purposes. To be an eligible dividend, a dividend must be designated
as such at the time of payment.
Empire has, in accordance with the administrative position of CRA, included the appropriate language on its website to designate the
dividends paid by Empire as eligible dividends unless otherwise designated.
CONTINGENCIES

There are various claims and litigation, which the Company is involved with, arising out of the ordinary course of business operations.
The Company’s management does not consider the exposure to such litigation to be material, although this cannot be predicted
with certainty.
In the ordinary course of business, the Company is subject to ongoing audits by tax authorities. While the Company believes that its tax
ﬁling positions are appropriate and supportable, from time to time certain matters are reviewed and challenged by the tax authorities.
RISK MANAGEMENT

Through its operating companies and its equity-accounted investments, Empire is exposed to a number of risks in the normal course
of business that have the potential to affect operating performance. The Company has adopted an annual enterprise risk management
assessment which is overseen by the Company’s senior management and reported to the Board of Directors and Committees of the
>À`°Ê/ iÊiÌiÀ«ÀÃiÊÀÃÊ>>}iiÌÊvÀ>iÜÀÊÃiÌÃÊÕÌÊ«ÀV«iÃÊ>`ÊÌÃÊvÀÊ`iÌvÞ}]ÊiÛ>Õ>Ì}]Ê«ÀÀÌâ}Ê>`Ê>>}}Ê
risk effectively and consistently across the Company.
Competition
Empire’s food retailing business, Sobeys, operates in a dynamic and competitive market. Other national and regional food distribution
companies, along with non traditional competitors, such as mass merchandisers and warehouse clubs, represent a competitive risk to
Sobeys’ ability to attract customers and operate proﬁtably in its markets.
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Sobeys maintains a strong national presence in the Canadian retail food and food distribution industry, operating in over 800 communities
in Canada. The most signiﬁcant risk to Sobeys is the potential for reduced revenues and proﬁt margins as a result of increased competition.
Êv>ÕÀiÊÌÊ>Ì>Ê}i}À>« VÊ`ÛiÀÃwV>ÌÊÌÊÀi`ÕViÊÌ iÊ«>VÌÃÊvÊV>âi`ÊV«iÌÌÊVÕ`Ê >ÛiÊ>Ê>`ÛiÀÃiÊ«>VÌÊÊ-LiÞÃ½Ê
operating margins and results of operations. To successfully compete, Sobeys believes it must be customer and market-driven, and
to be focused on superior execution and to have efﬁcient, cost-effective operations. It also believes it must invest in its existing store
network, as well as its merchandising, marketing and operational execution to evolve its strategic platform to better meet the needs
of consumers looking for more affordable, better food options. Any failure to successfully execute in these areas could have a material
adverse impact on Sobeys’ ﬁnancial results.
Empire’s real estate operations, through its investment in Crombie REIT, compete with numerous other managers and owners of real
estate properties in seeking tenants and new properties to acquire. The existence of competing managers and owners could affect
Ì iÀÊ>LÌÞÊÌ\Ê®Ê>VµÕÀiÊ«À«iÀÌÞÊÊV«>ViÊÜÌ ÊÌ iÀÊÛiÃÌiÌÊVÀÌiÀ>ÆÊ®Êi>ÃiÊÃ«>ViÊÊÌ iÀÊ«À«iÀÌiÃÆÊ>`Ê®Ê>ÝâiÊÀiÌÃÊ
V >À}i`Ê>`ÊâiÊVViÃÃÃÊ}À>Ìi`°Ê iÀV>Ê«À«iÀÌÞÊÀiÛiÕiÊÃÊ>ÃÊ`i«i`iÌÊÊÌ iÊÀiiÜ>ÊvÊi>ÃiÊ>ÀÀ>}iiÌÃÊLÞÊ
key tenants. These factors could adversely affect the Company’s ﬁnancial results and cash ﬂows. A failure by Crombie REIT to maintain
strategic relationships with developers to ensure an adequate supply of prospective attractive properties or to maintain strategic
relationships with existing and potential tenants to help achieve high occupancy levels at each of its properties could adversely affect
the Company.
Genstar faces competition from other residential land developers in securing attractive sites for new residential lot development.
Although Genstar holds land for future development, it faces signiﬁcant competition when looking to acquire new land for future
development. To mitigate this risk, Genstar maintains a geographically diverse inventory of well located land for development to
alleviate periods of intense competition for the acquisition of new land. In addition, Genstar management has intimate knowledge
of the residential markets where Genstar operates and in markets where it seeks new land investments.
Food Safety and Security
Sobeys is subject to potential liabilities connected with its business operations, including potential liabilities and expenses associated
with product defects, food safety and product handling. Such liabilities may arise in relation to the storage, distribution and display of
products and, with respect to Sobeys’ private label products, in relation to the production, packaging and design of products.
A large majority of Sobeys’ sales are generated from food products and Sobeys could be vulnerable in the event of a signiﬁcant
outbreak of food-borne illness or increased public health concerns in connection with certain food products. Such an event could
materially affect Sobeys’ ﬁnancial performance. Procedures are in place to manage food crises, should they occur. These procedures
are intended to identify risks, provide clear communication to employees and consumers and ensure that potentially harmful products
are removed from inventory immediately. Food safety related liability exposures are insured by the Company’s insurance program. In
addition, Sobeys has food safety procedures and programs which address safe food handling and preparation standards. However,
there can be no assurance that such measures will prevent the occurrence of any such contamination, and insurance may not be
sufﬁcient to cover any resulting ﬁnancial liability or reputational harm.
Human Resources
The Company is exposed to the risk of labour disruption in its operations and, with the Canada Safeway acquisition, this level of risk has
VÀi>Ãi`Ê>««ÀiV>LÞÊ}ÛiÊÌ >ÌÊ->viÜ>ÞÊ«iÀ>ÌÃÊ>ÀiÊ>ÃÌÊiÌÀiÞÊÕâi`°Ê/ iÊ «>ÞÊ >ÃÊ}`ÊÀi>ÌÃÊÜÌ ÊÌÃÊi«ÞiiÃÊ
and unions and does not anticipate any material labour disruptions in ﬁscal 2015. However, the Company has stated that it will accept
the short-term costs of a labour disruption to support a commitment to building and sustaining a competitive cost structure for the
long-term. Any prolonged work stoppages or other labour disputes could have an adverse impact on the Company’s ﬁnancial results.
Effective leadership is very important to the growth and continued success of the Company. The Company develops and delivers
training programs at all levels across its various operating regions in order to improve employee knowledge and to better serve its
customers. The ability of the Company to properly develop, train and retain its employees with the appropriate skill set could affect
the Company’s future performance.
There is always a risk associated with the loss of key personnel. Succession plans have been identiﬁed for key roles including the depth
of management talent throughout the Company and its subsidiaries which are reviewed annually by the Human Resources Committee.
Operations
The success of Empire is closely tied to the performance of Sobeys’ network of retail stores. Franchise afﬁliates operate approximately
46 percent of Sobeys’ retail stores. Sobeys relies on the franchise afﬁliates and corporate store management to successfully execute
retail strategies and programs.
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To maintain controls over Sobeys’ brands and the quality and range of products and services offered at its stores, each franchisee
afﬁliate agrees to purchase merchandise from Sobeys. In addition, each store agrees to comply with the policies, marketing plans
and operating standards prescribed by Sobeys. These obligations are speciﬁed under franchise agreements which expire at various
times for individual franchisees. Despite these franchise agreements, Sobeys may have limited ability to control a franchisee’s business
operations. A breach of the franchise agreement or operational failures by a signiﬁcant number of franchisees may adversely affect
Sobeys’ reputation and ﬁnancial performance.
Technology
Sobeys operates an extensive complex information technology system that is vital to the successful operation of its business and
marketing strategies. Any interruption to these systems or the information collected by them would have a signiﬁcant adverse impact
on the Company, its operations and its ﬁnancial results.
The Company and each of its operating companies are committed to improving their operating systems, tools and procedures in order
to become more efﬁcient and effective. The implementation of major information technology projects carries with it various risks,
VÕ`}ÊÌ iÊÀÃÊvÊÀi>â>ÌÊvÊLiiwÌÃ]ÊÌ >ÌÊÕÃÌÊLiÊÌ}>Ìi`ÊLÞÊ`ÃV«i`ÊV >}iÊ>>}iiÌÊ>`Ê}ÛiÀ>ViÊ«ÀViÃÃiÃ°Ê
-LiÞÃÊ >ÃÊ>ÊLÕÃiÃÃÊ«ÀViÃÃÊ«Ìâ>ÌÊÌi>ÊÃÌ>vvi`ÊÜÌ ÊÜi`}i>LiÊÌiÀ>Ê>`ÊiÝÌiÀ>ÊÀiÃÕÀViÃÊÌ >ÌÊÃÊÀiÃ«ÃLiÊvÀÊ
implementing the various initiatives.
Information Management
The integrity, reliability and security of information in all its forms is critical to the Company’s daily and strategic operations. Inaccurate,
incomplete or unavailable information and/or inappropriate access to information could lead to incorrect ﬁnancial and/or operational
reporting, poor decisions, privacy breaches and/or inappropriate disclosure or leaks of sensitive information. In addition, gathering and
>>Þâ}ÊvÀ>ÌÊÀi}>À`}ÊVÕÃÌiÀÃ½Ê«ÕÀV >Ã}Ê«ÀiviÀiViÃÊÃÊ>Ê«ÀÌ>ÌÊ«>ÀÌÊvÊÌ iÊ «>Þ½ÃÊÃÌÀ>Ìi}ÞÊÌÊ>ÌÌÀ>VÌÊ>`ÊÀiÌ>Ê
customers and effectively compete.
vÀ>ÌÊ>>}iiÌÊÃÊ`iÌwi`Ê>ÃÊ>ÊÀÃÊÊÌÃÊÜÊÀ} Ì]ÊÃi«>À>ÌiÊvÀÊÌ iÊÌiV }ÞÊÀÃ°Ê/ iÊ «>ÞÊÀiV}âiÃÊÌ >ÌÊ
information is a critical enterprise asset. Currently, the information management risk is being managed at the regional and national levels
through the development of policies and procedures pertaining to security access, system development, change management and
problem and incident management. Any failure to maintain privacy of customer information or to comply with applicable privacy laws or
regulations could adversely affect the Company’s reputation, competitive position and results or operations.
Supply Chain
Sobeys is exposed to potential supply chain disruptions that could result in shortages of merchandise in its retail store network. A failure
to implement and maintain effective supplier selection and procurement practices could adversely affect Sobeys’ ability to deliver
desired products to customers and adversely affect the Company’s ability to attract and retain customers. A failure to maintain an
efﬁcient supply and logistics chain may adversely affect Sobeys’ ability to sustain and meet growth objectives and maintain margins.
Product Costs
Sobeys is a signiﬁcant purchaser of food product which may be at risk of cost inﬂation given rising commodity prices and other costs of
«À`ÕVÌÊÌÊv`Ê>Õv>VÌÕÀiÀÃ°Ê- Õ`ÊÀÃ}ÊVÃÌÊvÊ«À`ÕVÌÊ>ÌiÀ>âiÊÊiÝViÃÃÊvÊiÝ«iVÌ>ÌÃÊ>`ÊÃ Õ`Ê-LiÞÃÊÌÊLiÊ>LiÊ
to offset such cost inﬂation through higher retail prices and/or other cost savings, there could be a negative impact on sales and margin
performance.
Economic Environment
Management continues to closely monitor economic conditions, including interest rates, inﬂation, employment rates and capital
markets. Management believes that although a weakening economy has an impact on all businesses and industries, the Company has
an operational and capital structure that is sufﬁcient to meet its ongoing business requirements.
Liquidity Risk
The Company’s business is dependent in part on having access to sufﬁcient capital and ﬁnancial resources to fund its growth activities
and investment in operations. Any failure to maintain adequate ﬁnancial resources could impair the Company’s growth or ability to
satisfy ﬁnancial obligations as they come due. The Company actively maintains committed credit facilities to ensure that it has sufﬁcient
available funds to meet current and foreseeable future ﬁnancial requirements. The Company monitors capital markets and the related
iVVÊV`ÌÃ]Ê>`Ê>Ì>ÃÊ>VViÃÃÊÌÊ`iLÌÊV>«Ì>Ê>ÀiÌÃÊvÀÊ}ÌiÀÊ`iLÌÊÃÃÕ>ViÃÊ`iii`Ê«ÀÕ`iÌÊÊÀ`iÀÊÌÊâiÊ
ÀÃÊ>`Ê«ÌâiÊ«ÀV}°ÊÜiÛiÀ]ÊÌ iÀiÊV>ÊLiÊÊ>ÃÃÕÀ>ViÊÌ >ÌÊ>`iµÕ>ÌiÊV>«Ì>ÊÀiÃÕÀViÃÊÜÊLiÊ>Û>>LiÊÊÌ iÊvÕÌÕÀiÊÊ
acceptable terms or at all.
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Interest Rate Fluctuation
The Company’s long-term debt objective is to maintain the majority of its debt at ﬁxed interest rates or hedged with interest rate swaps.
Any increase in the applicable interest rates could increase expense and have a material adverse effect on the Company’s cash ﬂow and
results of operations. The Company has historically managed interest rate risk by hedging with interest rate swaps. There can be no
assurance that any hedging or other risk management strategy, if any, undertaken by the Company will be effective.
Business Continuity
/ iÊ «>ÞÊ>ÞÊLiÊÃÕLiVÌÊÌÊÕiÝ«iVÌi`ÊiÛiÌÃÊ>`Ê>ÌÕÀ>Ê >â>À`Ã]ÊVÕ`}ÊÃiÛiÀiÊÜi>Ì iÀÊiÛiÌÃ]ÊÌiÀÀÕ«ÌÊvÊÕÌÌiÃÊ>`Ê
infrastructure or occurrence of pandemics, which could cause sudden or complete cessation of its day-to-day operations. The Company
has worked with industry and government sources to develop preparedness plans. However, no such plan can eliminate the risks
associated with events of this magnitude. Any failure to respond effectively or appropriately to such events could adversely affect the
Company’s operations, reputation and ﬁnancial results.
Insurance
The Company and its subsidiaries are self-insured on a limited basis with respect to certain operational risks and also purchase excess
insurance coverage from ﬁnancially stable third party insurance companies. In addition to maintaining comprehensive loss prevention
programs, the Company maintains management programs to mitigate the ﬁnancial impact of operational risks. Such programs may
not be effective to limit the Company’s exposure to these risks, and to the extent that the Company is self-insured or liability exceeds
applicable insurance limits, the Company’s ﬁnancial position could be adversely affected.
Ethical Business Conduct
Any failure of the Company to adhere to its policies, the law or ethical business practices could signiﬁcantly affect its reputation and
brands and could therefore negatively impact the Company’s ﬁnancial performance. The Company’s framework for managing ethical
business conduct includes the adoption of a Code of Business Conduct and Ethics which directors and employees of the Company
are required to acknowledge and agree to on a regular basis, and as part of an independent audit and security function the Company
maintains a whistle-blowing hotline. There can be no assurance that these measures will be effective to prevent violations of law or
ethical business practices.
Environmental, Health and Safety
The Company operates its business locations across the country, including multiple fuel stations. Each of these sites has the potential
to experience environmental contamination or other issues as a result of the Company’s operations or the activities of third parties,
including neighbouring properties.
When environmental issues are identiﬁed, any required environmental site remediation is completed using appropriate, qualiﬁed
internal and external resources. The Company may be required to absorb all costs associated with such remediation, which may |
be substantial.
Sobeys’ retail fuel locations operate underground storage tanks. Environmental contamination resulting from leaks or damages to these
tanks is possible. To mitigate this environmental risk, Sobeys engages in several monitoring procedures, as well as risk assessment
>VÌÛÌiÃ]ÊÌÊâiÊ«ÌiÌ>ÊiÛÀiÌ>Ê >â>À`Ã°
These activities mitigate but do not eliminate the Company’s environmental risk, and as such, along with the risk of changes to existing
environmental protection regulatory requirements, there remains exposure for negative ﬁnancial and operational impacts to the
Company in future years.
Occupational Health and Safety
The Company has developed programs to promote a healthy and safe workplace, as well as progressive employment policies focused
on the well-being of the thousands of employees who work in its stores, distribution centres and ofﬁces. These policies and programs
are reviewed regularly by the Human Resources Committee of the Board of Directors.
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Real Estate
/ iÊ «>ÞÊÕÌâiÃÊ>ÊV>«Ì>Ê>V>ÌÊ«ÀViÃÃÊÜ V ÊÃÊvVÕÃi`ÊÊLÌ>}ÊÌ iÊÃÌÊ>ÌÌÀ>VÌÛiÊÀi>ÊiÃÌ>ÌiÊV>ÌÃÊvÀÊÌÃÊÀiÌ>Ê
stores, as well as for its commercial property and residential development operations, with direct or indirect Company ownership being
an important, but not overriding, consideration. The Company develops certain retail store locations on owned sites; however, the
majority of its store development is done in conjunction with external developers. The availability of high potential new store sites
and/or the ability to expand existing stores is therefore in large part contingent upon the successful negotiation of operating leases
with these developers and the Company’s ability to purchase high potential sites.
Legal, Taxation and Accounting
Changes to any of the various federal and provincial laws, rules and regulations related to the Company’s business could have a
material impact on its ﬁnancial results. Compliance with any proposed changes could also result in signiﬁcant cost to the Company.
Failure to fully comply with various laws and rules and regulations may expose the Company to proceedings which may materially affect
its performance.
Similarly, income tax regulations and/or accounting pronouncements may be changed in ways which could negatively affect the
Company. The Company mitigates the risk of not being in compliance with the various laws and rules and regulations by monitoring
for newly adopted activities, improving technology systems and controls, improving internal controls to detect and prevent errors and
overall, application of more scrutiny to ensure compliance. In the ordinary course of business, the Company is subject to ongoing audits
by tax authorities. While the Company believes that its tax ﬁling positions are appropriate and supportable, from time to time certain
matters are reviewed and challenged by the tax authorities.
Utility and Fuel Prices
The Company is a signiﬁcant consumer of electricity, other utilities and fuel. These items have been subject to signiﬁcant volatility.
1>ÌV«>Ìi`ÊVÃÌÊVÀi>ÃiÃÊÊÌ iÃiÊÌiÃÊVÕ`Êi}>ÌÛiÞÊ>vviVÌÊÌ iÊ «>Þ½ÃÊw>V>Ê«iÀvÀ>Vi°ÊÊv>ÕÀiÊÌÊ>Ì>ÊivviVÌÛiÊ
consumption and procurement programs could adversely affect the Company’s ﬁnancial results. In addition, Sobeys operates a large
number of fuel stations. Signiﬁcant increases in wholesale prices or availability could adversely affect operations and ﬁnancial results of
the fuel retailing business.
Credit Rating
There can be no assurance that the credit rating assigned to Sobeys or the Notes will remain in effect for any given period of time or
that the rating will not be lowered, withdrawn or revised by DBRS or S&P at any time. Real or anticipated changes in credit rating can
affect the cost at which Sobeys can access the capital markets. The likelihood that Sobeys’ creditors will receive payments owing to
them will depend on the Sobeys’ ﬁnancial health and creditworthiness. Credit ratings assigned by a ratings agency provide an opinion
of that ratings agency on the risk that an issuer will fail to satisfy its ﬁnancial obligations in accordance with the terms under which an
obligation has been issued. Receipt of a credit rating provides no guarantee of Sobeys’ future creditworthiness.
Foreign Currency
The Company conducts the majority of its operating business in CAD and its foreign exchange risk is mainly limited to currency
yÕVÌÕ>ÌÃÊLiÌÜiiÊÌ iÊ  ]ÊÌ iÊ ÕÀÊº 1,»®Ê>`ÊÌ iÊ1- °Ê1- Ê«ÕÀV >ÃiÃÊvÊ«À`ÕVÌÃÊÀi«ÀiÃiÌÊ>««ÀÝ>ÌiÞÊÎ°ÈÊ«iÀViÌÊvÊ
-LiÞÃ½ÊÌÌ>Ê>Õ>Ê«ÕÀV >ÃiÃÊÜÌ Ê 1,Ê«ÕÀV >ÃiÃÊÌi`ÊÌÊÃ«iVwVÊVÌÀ>VÌÃÊvÀÊV>«Ì>ÊiÝ«i`ÌÕÀiÃ°ÊÊv>ÕÀiÊÌÊ>`iµÕ>ÌiÞÊ>>}iÊ
the risk of exchange rate changes could adversely affect the Company’s ﬁnancial results.
Capital Allocation
It is important that capital allocation decisions result in an appropriate return on capital. The Company has a number of strong
mitigation strategies in place regarding the allocation of capital, including the Board of Directors’ review of signiﬁcant capital
allocation decisions.
Seasonality
The Company’s operations as they relate to food, speciﬁcally inventory levels, sales volume and product mix, are impacted to some
degree by certain holiday periods in the year.
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Foreign Operations
The Company has certain foreign operations. The Company’s foreign operations are limited to a small number of produce brokerage
«iÀ>ÌÃÊ>`ÊÀiÃ`iÌ>ÊÀi>ÊiÃÌ>ÌiÊ«>ÀÌiÀÃ «ÃÊL>Ãi`ÊÊÌ iÊ1Ìi`Ê-Ì>ÌiÃ°
Drug Regulation
Legislated changes to generic prescription drug prices continued to impact Sobeys in ﬁscal 2014. On January 18, 2013, it was
announced that in all provinces, with the exception of Québec, the reimbursement rate for the top six generic prescription drugs would
be signiﬁcantly reduced as of April 1, 2013 impacting ﬁscal 2013 and onward. It was further announced that as of April 1, 2014, the
reimbursement rate on four additional high volume generic prescription drugs would be signiﬁcantly reduced. Other amendments, the
impacts of which vary province by province, continue to be announced. Sobeys will continue to identify opportunities to mitigate the
negative impact on ﬁnancial performance resulting from these changes.
Pension Plans
The Company has certain retirement beneﬁt obligations under its registered deﬁned beneﬁt plans. New regulations and market
driven changes may result in changes in discount rates and other variables which could result in the Company being required to make
contributions that differ from estimates, which could have an adverse affect on the ﬁnancial performance of the Company.
As a result of the Canada Safeway acquisition, the Company participates in various multi-employer pension plans, providing pension
LiiwÌÃÊÌÊÕâi`Êi«ÞiiÃÊ«ÕÀÃÕ>ÌÊÌÊ«ÀÛÃÃÊÊViVÌÛiÊL>À}>}Ê>}ÀiiiÌÃ°Ê««ÀÝ>ÌiÞÊ£Ç°äÊ«iÀViÌÊvÊi«ÞiiÃÊ
of Sobeys and its independent franchisees participate in these plans. Sobeys’ responsibility to make contributions to these plans is
limited by the amounts established in the collective bargaining agreements, however, poor performance of these plans could have a
negative effect on Sobeys’ employees or could result in changes to the terms and conditions of participation in these plans, which in
turn could negatively affect the ﬁnancial performance of the Company.
Leverage Risk
The Company’s degree of leverage, particularly since the draw of credit facilities to complete the acquisition could have adverse
consequences for the Company, including limiting the Company’s ability to obtain additional ﬁnancing for working capital, capital
expenditures, product development, debt service requirements, acquisitions and general corporate or other purposes; restricting the
Company’s ﬂexibility and discretion to operate its business; limiting the Company’s ability to declare dividends on its Class A Shares;
having to dedicate a portion of the Company’s cash ﬂows from operations to the payment of interest on its existing indebtedness and
not having such cash ﬂows available for other purposes, including operations, capital expenditures and future business opportunities;
exposing the Company to increased interest expense on borrowings at variable rates; limiting the Company’s ability to adjust to
changing market conditions; placing the Company at a competitive disadvantage compared to its competitors that have less debt;
making the Company vulnerable in a downturn in general economic conditions; and making the Company unable to make capital
expenditures that are important to its growth and strategies.
Transitional Risk
->viÜ>ÞÊ1-Ê >ÃÊ>}Àii`ÊÌÊ«ÀÛ`iÊViÀÌ>ÊvÀ>ÌÊÌiV }Þ]Ê«À`ÕViÊ«ÀVÕÀiiÌÊÃiÀÛViÃÊ>`ÊVÌÕi`ÊÕÃiÊvÊViÀÌ>ÊÃiÀÛViÃÊ
from contracts for an initial period of 18 months from the Canada Safeway acquisition closing, which may be extended for up to three
>``Ì>ÊÌ ÃÊ>ÌÊ-LiÞÃ½ÊiiVÌ°Ê/ iÀiÊV>ÊLiÊÊ>ÃÃÕÀ>ViÊÌ >ÌÊÌ À`Ê«>ÀÌÞÊVÌÀ>VÌÃÊÌ >ÌÊ>ÀiÊÃ >Ài`ÊLiÌÜiiÊ->viÜ>ÞÊ1-Ê>`Ê
>>`>Ê->viÜ>ÞÊV>ÊLiÊÀi«>Vi`ÊÊÃ>ÀÊÌiÀÃÊÀÊÌ >ÌÊ->viÜ>ÞÊ1-ÊÜÊvÕwÊÌÃÊL}>ÌÃÊÕ`iÀÊÌ ÃÊ>}ÀiiiÌÊÊ>Ê>iÀÊÌ >ÌÊ
allows Sobeys to maintain the operations of the Canada Safeway Business and facilitates the efﬁcient and effective transition of business
operations, or at all. Further, there can be no assurance that the transition process will be completed within 21 months.
Integration of the Combined Business
Sobeys’ ability to maintain and successfully execute its business depends upon the judgment and project execution skills of its senior
management. Any management disruption or difﬁculties in integrating Sobeys’ and Canada Safeway’s management and operations staff
could signiﬁcantly affect Sobeys’ business and results of operations. The success of the Canada Safeway acquisition will depend, in large
«>ÀÌ]ÊÊÌ iÊ>LÌÞÊvÊ>>}iiÌÊÌÊÀi>âiÊÌ iÊ>ÌV«>Ìi`ÊLiiwÌÃÊ>`ÊVÃÌÊÃÞiÀ}iÃÊvÀÊÌi}À>ÌÊvÊÌ iÊLÕÃiÃÃiÃÊvÊ-LiÞÃÊ
and Canada Safeway. The integration of Sobeys and Canada Safeway may result in signiﬁcant challenges, and management may be
unable to accomplish the integration smoothly, or successfully, in a timely manner or without spending signiﬁcant amounts of money. It
is possible that the integration process could result in the loss of key employees, the disruption of the respective ongoing businesses or
inconsistencies in standards, controls, procedures and policies that adversely affect the ability of management to maintain relationships
with clients, suppliers, employees or to achieve the anticipated beneﬁts of the Canada Safeway acquisition.
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The integration of Canada Safeway requires the dedication of substantial effort, time and resources on the part of management which
may divert management’s focus and resources from other strategic opportunities and from operational matters during this process.
There can be no assurance that management will be able to integrate the operations of each of the businesses successfully or achieve
any of the synergies or other beneﬁts that are anticipated as a result of the Canada Safeway acquisition. The extent to which synergies
>ÀiÊÀi>âi`Ê>`ÊÌ iÊÌ}ÊvÊÃÕV ÊV>ÌÊLiÊ>ÃÃÕÀi`°ÊÞÊ>LÌÞÊvÊ>>}iiÌÊÌÊÃÕVViÃÃvÕÞÊÌi}À>ÌiÊÌ iÊ«iÀ>ÌÃÊvÊ-LiÞÃÊ
and Canada Safeway, including, but not limited to, information technology and ﬁnancial reporting systems, could have a material
adverse effect on the business, ﬁnancial condition and results of operations of Sobeys.
Additional ﬁnancial information relating to Empire, including the Company’s Annual Information Form, can be found on the Company’s
website www.empireco.ca or on the SEDAR website for Canadian regulatory ﬁlings at www.sedar.com.
Dated: June 26, 2014
Stellarton, Nova Scotia, Canada
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