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ALIMENTATION COUCHE-TARD - ATD.B (TSX) $24.50

Blame It Strictly On Gasoline and On Nothing Else — Target Unchanged

Martin Goulet, CFA — (514) 879-5274 — martin.goulet@nbfinancial.com
Associate: Jean-René Adam — (514) 879-2543 — jean-rene.adam@nbfinancial.com

STOCK RATING: Outperform (Unchanged) ¢ RISK RATING: Low (Unchanged)
TARGET: $27.25 (unchanged)
Industry Rating (Food & Drug Retailing): Underweight (NBF Economics & Strateg

Estimates (Year-End April 30) Basic Information

03A 04E 05F 04E 05F 52-Week Range  Target Price
EPS (FD) $0.76 $0.80 $1.52 P/IE 30.6x 416.1;> $29.25 - $12.04 $27.25

CFPS $1.43 $1.72 $2.68 PICF 14.2x  9.1x Shs O/S (min) Mkt. Cap. ($min)
Rev. (bln) $3.4 $5.7 $9.4 EV/IEBITDA 14.2x 8.0x 98,399 $2,411
Note: All numbers in Cdn$, except otherwise noted

On March 16, Couche-Tard announced its third-quarter results for the 16-week period ended Feb. 1, 2004.

Period (Feb. 1) Q3 2004 Q3 2003 % ch. 9-Mos f2004 9-Mos 2003 % ch.
Revenues $1.79 bin $1.06 bin +69.2% $3.64 bin $2.55 bin +42.9%
EBITDA Margin 3.0% 3.8% 4.3% 5.0%

Net Income $8.8 min $14.1 min -37.4% $58.4 min $54.7 min +6.7%
EPS (diluted) $0.09 $0.16 $0.64 $0.63

Witd Avg. Shs O/S 90.5 min 84.5 min +7.0% 87.0 min 84.5 min +3.0%

These results were well below our $0.21 diluted EPS estimate for the quarter. Up to $0.03 of the shortfall is
attributable to non-operational items. First, a $0.01 impact stems from the reversal of a fiscal provision in Ontario linked to
the cancellation of a proposed corporate tax decrease. Second, financial charges of $1.9 million after-tax, or $0.02 per
share, were written off because of the debt refinancing conducted as part of the acquisition of Circle K. Also, the strong
Canadian dollar negatively impacted results by $0.01, but this was already included in our scenario.

Weak gasoline margins at Circle K are the culprit for this shortfall. Even if Circle K was consolidated only for a 45-day
period, the fact that its gas margin was only US8.86¢/gallon, versus US13.22¢/gallon last year, negatively impacted
results by $6.4 million, or $0.07 per share. We were estimating U.S. gas margins to be US12¢/gallon. However, we are
pleased to note that operations in the Mid-West were able to generate up to US12.33¢/gallon, up half a penny from
US11.83¢/gallon last year, in what is a highly-competitive market. In Canada, gas margins were also up, as shown below.

Gross Profit Canada United States excl. Circle K United States incl. Circle K
Q3 2004 Q3 2003 Q3 f2004 Q3 2003 Q3 2004 Q3 2003

Merchandise 30.7% 30.1% 32.5% 32.4% 31.6% 32.4%

Gasoline 4.63¢/litre 4.36¢/litre US12.33¢/gal | US$11.83¢/gal | US10.43¢/gal | US$11.83¢/gal

On a same-store basis, Canadian merchandise sales grew by 1.5% and U.S. merchandise sales by 5.0% in the Mid-
West. While Circle K is not included in this tally, management indicated that it recorded year-over-year same-store sales
growth of around 5%. On the gasoline side, same-store volume was up by 8.4% in Canada and by 7.7% in the United
States. These increases are mostly due to a consolidating market with fewer overall gas stations.
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While we are disappointed with Circle K's weak
Gasoline Margin gas margins, we note that it was only for a 45-
(US ¢/gallon) day period. Historically, gas margins have

experienced high volatility. In fact, the
accompanying graph shows the gross margin
per gallon for three publicly-listed convenience
store chains. We see that in the first quarter of
2002, 7-Eleven posted weak margins of only
US9.1¢/gallon. However, this was followed by
US15- aron ing.quarter.
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- Bottom line: gasoline margins are volatile.\
Will that change? Absolutely not. J

Another key observation is that Circle K used to
belong to an integrated petroleum company,

6 +—F———+———+—+—+—+—+—+——————+—+ 1+ 1|5 namely Conoco Phillips (COP-NYSE), and
Jan-99 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 these players have the luxury to make their
- money at the refinery, on distribution
——Casey's General Stores ——17-Eleven ---The Pantry AI operations, or at the pump. Couche-Tard does

“not have this luxury.
Source: Company reports. —
Management is now seriously addressing the integration of Circle K. Reduced headcount at Circle K’s headquarters has
already yielded $4 million in savings in the third quarter alone. In the next few weeks, the company will start to renegotiate
supply agreements and, given a significantly greater purchasing power, we expect substantial savings to be achieved
over the next 12 months. Also, ATD is deploying point-of-sale scanning devices to the roughly two-thirds of Circle K stores
that did not have such equipment. The power of this tool is often underestimated, as it yields critical information about the
local buying patterns. Couche-Tard uses this information to adjust its product mix accordingly, thereby eliminating dust
collectors and optimizing margins.

As a result, the company is confident of achieving faster than initially expected its nmmmmm
Our scenario assumes a 20% run rate at the beginning of fiscal 2005, i.e. on May 1, 2004, which only represents the
savings related to headquarters. By the end of fiscal 2005, we are forecasting a 100% run rate, for an average of 60%, or
US$30 million, throughout fiscal 2005. Additional savings, over and above the US$50 million, can come via a successful

integration of computer systems. Given the complexity and risk inherent to this latter integration, we are not assuming any
such savings before fiscal 2006.

The balance sheet reflects the debt incurred to acquire Circle K. As of Feb. 1, Couche-Tard had a total debt in excess of
$1.15 billion, for a debt/equity ratio of 1.61 and a debt/total cap. ratio of 0.62. In addition, the company had $265 million of
cash, as Circle K had a cash balance of $108 million.

On March 15, Couche-Tard completed its much-awaited sale & leaseback on 320 Circle K locations. The company
received roughly $330 million (US$250 million), and at a 9.3% cap. rate, annual lease payments will be around $31

“million. Proceeds will be used to reduce debt. ro forma basis, the d ity ratio becomes 1.15 and the debt/total
cap ratio is now 0.53, These ratios are somewhat similar to where they stood after the acquisitions of Johnson O i Jun

2001 and of Silcorp in April 1999.

Looking ahead, we are maintaining our gasoline margin assumption of US12¢/gallon south of the border. While weak
margins can and will happen again one day, a quarter when they will approach US20¢/gallon, as was the case at 7-
Eleven mid-way through 2003, is also possible. We cannot extrapolate a full year from only 45 days. According to
management, this period was marked by problems at a refinery and a pipeline that supplies the Arizona market. In some
weeks in January and early February, margins were just a couple of pennies. However, they have hovered around
US20¢/gallon in recent weeks. At the risk of sounding like a broken record, gasoline margins are volatile and this reality
will not change. )
L rEnge

In the fourth quarter, Couche-Tard will take an additional charge of $9.5 million before taxes, as it writes off the financial
expenses related to the debt that will be repaid following the sale & leaseback transaction. This is equivalent to $0.06 per







