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A Year of Evolution

At this year’s Annual General Meeting, management is proposing the
Company’s name be changed to Andrew Peller Limited,
honouring the name of our founder. Andy’s entrepreneurial
spirit, perseverance and passion for life are at the root of
our company’s culture. Our new name, Andrew Peller Limited,
will help us renew our growth, ambition and commitment
to see ourselves not as we are, but as we can become.

From one Dream,
three generations of excellence

Andrew Peller , the founder of Andrés Wines Ltd. was born in Hungary in 1903.
He immigrated to Canada in 1927 and perused several significant business ventures that
culminated in the formation of Andrés. The Company became a testament to the values
that Andy believed. Changing the Company name to Andrew Peller Limited is a tribute
to the values he instilled to the many
employees that were part of his family.

1961

Peller builds a new
$600,000 winery in Port Moody,
British Columbia, and Andrés
Wines Ltd. is born. Using grapes
exclusively from the fertile
Okanagan Valley, the new winery
produces between 300,000 and
500,000 gallons of wine a year.

1945

After receiving his
Brewmaster’s degree in Chicago
and working at Cosgrave’s
Brewery in Toronto, Andrew
Peller receives a contract to
produce vital equipment for
the British Navy during World
War II. After the War, Mr. Peller

and a group of investors build
a new brewery in Hamilton,
Ontario and launch the Peller
Brewing Co. Ltd.

1954

Believing that
Hamilton “should have more
than one avenue of printed
expression,” Andrew Peller
launches a new daily newspaper,
The Hamilton News. This elicits
a congratulatory response from
Prime Minister Louis St. Laurent.

1964

Two new wineries
are established in Calgary,
Alberta and Truro, Nova Scotia.
Dr. Joseph Peller, Andrew’s son,
joins the family business after a
successful career in medicine.

1995

John Peller is
appointed President and CEO,
the third generation of Peller
family winemakers.

1996

Capitalizing on
the growing popularity of
consumer made winemaking,
Andrés acquires Niagara Wine
Products and Vineco
International Products, one of
Canada’s largest producers and
suppliers of premium wine kits.

1994

1973

Industry and government dignitaries attend the
opening of the $2 million expansion of the Company’s Winona
facility, “christened” with a
bottle of the Company’s market
leading spakling wine product.

1978

Hochtaler,
Andrés’ most popular quality
dry table wine, becomes
Canada’s best-selling wine.

1986

Recognized as
Canada’s leading winery,
Andrés celebrates its 25th
Anniversary with a reception in
honour of founder Andrew
Peller. The Premier of Ontario,
addresses the gala event in tribute to Mr. Peller.

1991

Andrés establishes
Peller Estates as the preeminent
premium wine label in Canada,
offering a variety of red and
white wines produced in the
Niagara Peninsula.

1981

Andrés celebrates
is 20th Anniversary, marked by
a visit from, the Premier of
Ontario, who presents Andrew
Peller with a scroll from the
Government in recognition of
his outstanding contribution to
the Ontario and Canadian wine
industry.

The Company
completed the acquisition
of Hillebrand Estates Winery
Limited in Niagara-on-theLake, Ontario, the largest
producer of Vintners Quality
Alliance (“VQA”) and premium
wines in Canada.

1997

Andrés further
extends its presence in the consumer made wine business with
the purchase of Brew King, one
of Western Canada’s largest
producers and marketers of
premium wine kits.

Three generations of the Peller family
(from left to right) John Peller, Andrew
Peller, Joseph Peller each with a passion
and dedication for producing high quality
wines for the Canadian consumer.

1998

Andrés launches
Wine Country at Home, an
innovative web-based offering
for ordering the Company’s premium and ultra-premium wines
for home delivery, as well as
direct delivery of VQA wines to
licensed establishments in
Ontario.

1999

Trius, one of
Canada’s best selling wines,
continues to grow with the
introduction of Trius
Chardonnay, Riesling, Brut,
Merlot, Cabernet Sauvignon,
Cabernet Franc, Vidal Icewine
and Grand Red.

2001

The Peller Estates
Winery is opened in Niagaraon-the-Lake, combining the
finest winemaking with fine
dining, tours, tastings and
numerous special events.

2003

Andrés re-names
its extensive network of over 100
retail locations as Vineyards
Estates Wines, a brand that
reflects the Company’s commitment to producing and offering
the finest premium and ultrapremium wines.

2004

Andrés export
business continues to grow as
the Company becomes the leading supplier of wines to the
Canadian duty-free market.

2005

Andrés adds
Thirty Bench Winery, a Niagarabased producer specializing in
artisnal winemaking, Cascadia
Brands in Vancouver, producers
of the Sandhill, Copper Moon and
Colona Vineyards Artist Series
VQA wines, and the Red Rooster
Winery in the Okanagan Valley to
its growing family of premium
and ultra-premium wines. The
Cascadia purchase also added the
very popular Granville Island Craft
Beer to the product portfolio.

2006

Andrés changes
its name to Andrew Peller
Limited / Andrew Peller Limitée
in honour of the company’s
founder, Andrew Peller.
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CORPORATE PROFILE
Andrés Wines Ltd. (‘Andrés’) is a leading producer and marketer of quality wines in
Canada. With wineries in British Columbia, Ontario and Nova Scotia, the Company
markets wines produced from grapes grown in Ontario’s Niagara Peninsula, British
Columbia’s Okanagan and Similkameen Valleys and vineyards around the world.
The Company’s award-winning premium and ultra-premium wine brands include Peller Estates, Trius,
Hillebrand, Thirty Bench, Sandhill, Copper Moon, Calona Vineyards Artist Series and Red Rooster.
Complementing these premium brands are a number of popular priced products including Hochtaler,
Domaine D’Or, Schloss Laderheim, Royal and Sommet. With the acquisition of Cascadia Brands Inc.,
(“Cascadia”) on May 25, 2005 the Company also markets craft beer under the Granville Island brand.
With a focus on serving the needs of all wine consumers, the Company produces and markets consumermade wine kit products through Winexpert Inc. and Vineco International Products Inc. In addition, the
Company owns and operates Vineyards Estate Wines and WineCountry Vintners, an independent wine
retailer in Ontario with more than 100 well-positioned retail locations.
The Company’s products are sold predominantly in Canada.
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Andrés common shares trade on the Toronto Stock Exchange (symbols ADW:A and ADW:B)
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FINANCIAL AND OPERATING HIGHLIGHTS
2006
For the year ended March 31,

|

2005

in thousands of dollars, except per share amounts

(Restated)

sales and earnings
Net Sales

$

211,775

$

167,634

Earnings before interest, income taxes and unusual items

$

22,902

$

21,787

Net Earnings

$

6,054

$

8,467

Working capital

$

26,756

$

29,410

Total assets

$

222,087

$

162,155

Shareholders’ equity

$

89,580

$

86,504

$

1.25

$

1.76

Class A shares, non-voting

$

0.644

$

0.644

Class B shares, voting

$

0.560

$

0.560

`$

18.05

$

17.45

financial position

per share
Net earnings per Class A share – Basic and diluted

dividends

shareholders’ equity
m a r k e t va l u e
Class A

Class B

– high

$

29.99

$

29.05

– low

$

24.75

$

21.00

– high

$

33.75

$

34.00

– low

$

26.68

$

23.50

a n a ly t i ca l i n f o r m at i o n
Return on average shareholders' equity

8.3 %

11.0 %

Return on average capital employed

9.7 %

12.4 %

1.4 : 1

1.6 : 1

Ratio of current assets to current liabilities
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REPORT TO SHAREHOLDERS
Fiscal 2006 was a pivotal year for Andrés as three key acquisitions significantly increased our sales
and expanded our share of the growing Canadian wine market. As we capture the numerous sales and
operating synergies available from these acquisitions, we expect to see much improved profitability
in fiscal 2007 and in the years ahead.
An Excellent Year
The contributions from the three acquisitions completed during fiscal 2006 resulted in sales for the year rising 26% to a
record $211.8 million. Our successful sales and marketing programs also generated very strong 6% organic sales growth,
solid performance in what remains a very competitive industry in Canada.
It is important to note that our sales growth in fiscal 2006 was constrained by an unprecedented shortage of supply of
Ontario grown grapes in 2003 and 2005 due to severe winter weather. These short crops resulted in a significant reduction
in the availability of our VQA wines to meet strong demand for our premium and ultra-premium brands. The good news is
that we have experienced almost perfect growing conditions during the 2006 season, and expect to see a return to more
normal supply conditions in fiscal 2007.

PELLER ESTATES Peller Estates
has combined the best vineyards and skilled
winemaking with patience and dedication
to produce high quality premium wines.
The Peller Estates winery is situated on
a 40 acre vineyard that is within walking
distance of the Old Town of Niagara-on-theLake. With three generations of experience
and a passion for wine, Peller Estates offers
exceptional experiences for those who truly
enjoy wine.

LAWRENCE BUHLER
Reward: After tasting his first Pinot
Noir, Lawrence’s suspicions were
confirmed; he was passionate about,
and destined to work with, wine.
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A number of unusual and one-time expenses, primarily related to the acquisitions completed during the year, negatively
impacted our profitability in fiscal 2006. Excluding the impact of these expenses, we generated a solid increase in net
earnings to $8.8 million or $1.82 per Class A share for the year, up from $8.4 million or $1.76 per Class A share in the
prior year. Including these expenses, net earnings were $6.1 million or $1.25 per Class A share. Looking ahead, we fully
expect that our initiatives to realize the many sales, marketing and operating synergies resulting from these important
acquisitions will contribute to solid gains in profitability in fiscal 2007.
Key Acquisitions
On May 2, 2005 we completed the acquisition of Thirty Bench, an ultra-premium winery located in the heart of the
Beamsville Bench in Ontario’s renowned Niagara wine producing region. The acquisition of the winery, its brands, and 70
acres of high quality vineyards provides us with a solid presence in one of Canada’s most sought after viticulture areas, and
adds to the Company’s portfolio of premium estate wineries, including Hillebrand Estates and Peller Estates in nearby
Niagara-on-the-Lake.
Thirty Bench has achieved an enviable reputation resulting from their commitment to producing ultra-premium wines

30 BENCH Thirty Bench vineyard and winery are located on Niagara’s Beamsville Bench.
Devotion to the vines and attention to detail are the foundations of their winemaking philosophy.
Thirty Bench focuses on what the vinyard grows best, growing Riesling and Classic red varietals
on vines managed for low yield and maximum fruit intensity. The Beamsville Bench is a tiny
sub-appelation in the Niagara region and is fast becoming recognized as one of the best wine
growing regions in Ontario.

NATALIE REYNOLDS
Natalie’s winemaking philosophy is to
start with the highest possible quality in the
vineyard and minimally handle the grapes.
She’s most passionate about small batch
reds and traditional method sparkling wines.
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through best-in-class vineyard management and artisinal winemaking techniques. These traditional methods include low
vineyard yields, bunch thinning, hand harvesting, lengthy skin contact and the use of premium oak barrels for aging. In
addition to enhancing our portfolio of ultra-premium brands, the purchase provides us with some of the oldest and most
highly regarded vineyards in the region, supporting our ongoing investments in the supply and quality of our grapes.
Following this key purchase, we invested in upgrading Thirty Bench’s winemaking capabilities and capacity, and were
pleased to appoint Natalie Reynolds, an experienced and gifted winemaker from Hillebrand Estates, to guide the Thirty
Bench portfolio of premium wines.
Later the same month we significantly increased our share of the Canadian market with the purchase of Cascadia Brands,
one of Canada’s largest producers of premium wines, craft beer and spirits with production facilities in Kelowna and
Vancouver, British Columbia. In November 2005, we narrowed our focus with the sale of Cascadia’s spirits division for
approximately $6.0 million.

SANDHILL At Sandhill we believe single vineyard wines are about lineage. With vineyard
designators, you know the wine comes from the same piece of ground, vintage after vintage.
The style will progress but the fundamental fruit flavors will remain the same, an assurance
of consistency and high quality. Howard spends an unusual amount of time in the vineyard
working with the growers to bring out the unique personality of the land. Then in the winery
he handcrafts every batch of Sandhill with a light touch, making skillful tweaks to reveal the
characteristings in the grape for the consumer to enjoy.

HOWARD SOON
Howard Soon works closely
with grape growers from five
vineyards to handcraft awardwinning single vineyard wines
with minimum intervention.
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The Cascadia acquisition added the Sandhill, Artist Series and Copper Moon VQA brands to our premium wine portfolio,
Schloss Laderheim, Royal and Sommet to our popular priced wine offering, as well as premium Granville Island craft beers.
The purchase is an excellent strategic fit, and significantly enhances our presence in the Western Canadian market. We look
to expand sales for these high quality brands across the country.
With the completion of the Cascadia acquisition, we immediately began the process of rationalizing and integrating our two
existing B.C. operations into Cascadia’s Kelowna facility and as a result, in January we closed our winery in Port Moody. The
costs related to the plant closure and the integration of sales, marketing and administration are being expensed as incurred,
and resulted in unusual charges to earnings of $2.0 million in fiscal 2006. We expect these initiatives will be completed by
the end of fiscal 2007 with a total cost estimated to be $2.5 million to $3.0 million.
On November 1, 2005 we acquired the Red Rooster winery located on the Naramata Bench near Penticton, British
Columbia. Red Rooster is a well-recognized producer of premium VQA wines situated in the heart of the Okanagan Valley,
a region well known for its niche premium brands. The acquisition further enhances our presence in the growing British
Columbia wine industry, and adds to our sales of premium and ultra-premium wines.

RED ROOSTER The Red Rooster Winery is located on the scenic Naramata Bench, one
of the Okanagan's most popular wine tourism destinations. Its wines are attracting attention
“as well, picking up six medals at the 2006 All Canadian Wine Championships, including three
Double Golds for Best in Category. The breathtaking lake and mountain views that surround
the vineyard, the talends of local artists that are showcased in the winery and the high-quality
wines that Red Rooster produce work together to attract many wine lovers every year.

RICHARD KANAZAWA
Winemaker Richard Kanazawa
joined Red Rooster Winery
in 2004, bringing with him
skills honed in both B.C. and
Australia.
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With these acquisitions in fiscal 2006, and ongoing investments in our other operations through the year, we have significantly strengthened the solid foundation of our three core businesses – consumer-made wines, value-priced wines, and our
industry-leading premium and ultra-premium brands. Our new Granville Island craft beer business in British Columbia is
also growing and providing a solid return on investment.
Prestigious Awards
We were honoured once again in fiscal 2006 with a significant number of prestigious awards and medals at domestic and
international wine competitions during the year. In total, Peller Estates received 126 awards, Hillebrand Estates and Trius
were presented with 62 medals, while Sandhill won over 50 awards. The number of awards received during the year was a
record for the Company, and a testament to our ongoing commitment to produce the highest quality wines.
Within the Hillebrand portfolio, key awards include the gold medals presented to our Hillebrand Showcase Vidal Icewine
2003 at the International Wine Challenge in London, England and the Monde Selection in Brussels, as well as the gold
medals awarded to our Trius Red 2003. Trius Brut had another exceptional year winning best sparkling wine at both
The Ontario Wine Awards and Cuvee Niagara.

HILLLEBRAND Hillebrand Winery is where your senses will be taken on a journey like no
other. It begins in the vineyards where the honest character of the earth, the grape and the soil are
fully respected and honoured. It then carries on to the only underground sparkling cellar in the
region. Hillebrand is also the home of Trius which was the first Canadian wine to ever win “Best
Red Wine” at the prestigious International Wine and Spirits competition in London, England.

DARRYL BROOKER
After a visit to his wife’s hometown in
Australia’s famed Hunter Valley and
enjoying the region’s wine and wine
culture, Darryl was inspired to pursue
his career in wine.
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Within the Peller portfolio, our Andrew Peller Signature Series Vidal Icewine 2004 and Andrew Peller Signature Series
Riesling Icewine 2004 each received gold medals at the American Wine Society Competition. The Andrew Peller Signature
Series Riesling Icewine 2004 was also awarded a gold medal at the International Austrian Wine Challenge. Our Peller
Estates Private Reserve Trinity Icewine was awarded gold medals at the London Wine Challenge, the American Wine Society
Competition and the International Austrian Wine Challenge. Our Andrew Peller Signature Series Chardonnay Sur Lie
continues to be awarded accolades with the 2004 vintage winning gold at both the Ontario Wine Wards and in the Vinalies
Internationales in Paris. We were also pleased that our Andrew Peller Estate Signature Series Riesling Icewine 2004
received a very high 91 points from the well recognized Wine Spectator magazine which will help support our significant
US initiatives.
Sandhill had another exceptional year of awards and accolades. Sandhill Pinot Blanc 2003 won a gold medal at France’s
Challenge International du Vin, while the 2004 vintage won Best of Class gold at the Wines of the World Competition in
Los Angeles. Of particular significance is the outstanding performance of Sandhill Small Lots Syrah 2003 which won
Red Wine of the Year as well as Best Shiraz/Syrah of the Year at the Canadian Wine Awards.

CALONA Calona Vineyards has the distinction of being British Columbia’s original winery.
As a pioneer in the BC wine industry, Calona leads the way to higher levels of craftsmanship with
award-winning wines that rival some of the world's most established names. The successful Artist
Series label tells a story that begins on the label and finishes on the palette. Each painting for
the labels is carefullt selected for the special way that it envokes the unique flavour of the wine.

STEPHANIE LEINEMANN
“My goal is to create wines that
help map British Columbia as one
of the top wine producing regions
in the world.”
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At the All Canadian Wine Championships the following wines from our new BC acquisitions won double gold, best of
category: 2004 Calona Vineyards Artist Series Chardonnay, 2004 Sandhill Cabernet Merlot, 2003 Sandhill Small Lots
Barbera, 2005 Red Rooster Pinot Blanc, 2005 Red Rooster Bantam and 2004 Red Rooster Grand Reserve Merlot
Looking Ahead
The Canadian wine industry continues to flourish, driven primarily by demographic trends as an aging population gravitates toward the more sophisticated experience wine offers. Consumers are also significantly increasing their purchases of
premium and ultra-premium brands, a trend that has translated into our revenue growth exceeding our growth in sales volume for the past seven years.
Going forward, we will continue to capitalize on the rising demand for Canadian-made wines by employing the same
strategies that have been so successful in the past. Investments in our winemaking capabilities will ensure our quality
remains second to none, while our ongoing innovative sales and marketing initiatives will build and reinforce our strong
brand equity through all of our well-established market channels, including our estates wineries, our extensive network of
over 100 retail locations, in provincial liquor boards, and at restaurants and other licensed establishments.

VINECO KITS Vineco successfully launched a new ultra-premium 18L wine kit brand into the
consumer-made wine market in the Fall of 2005. KenRidge™ Founders Series is the evolution of
over three decades of winemaking expertise. KenRidge™ Founders Series uses the highest quality
appellation specific 100% varietal grape juice and concentrate with no sugars added. Each kit
creates an exceptional wine showcasing unique characteristics produced by the specific terroir and
climatic conditions of vineyards within its Appellation of Origin.
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We will be introducing a number of exciting new products through the new year that we are confident will add to our sales
growth going forward. In addition, we are very encouraged by the increase in our export sales, including our new and growing sales and marketing relationship with Paterno Wines International in the United States.
Our consumer-made wine business continues its strong performance, benefiting from the acquisition of Wine Not Inc. in
fiscal 2006. Sales continued to grow across Canada and the United States in the face of very competitive market conditions.
Finally, we will continue to evaluate additional strategic acquisitions that profitably grow our sales and extend our presence
in the Canadian wine market.
A New Name — The Same Philosophy
This year we are very pleased to be seeking shareholder approval to change the name of our Company to Andrew Peller
Limited/Andrew Peller Limitée. The new name is a milestone in our successful evolution and growth into one of Canada’s
leading producers of high quality wines, and one that all our brands can proudly call home.
The Andrew Peller name is the embodiment of our timeless vision – to produce premium quality wines and craft beer
which reflects the sprit and philosophy of the Company. As the founder of our company more than forty years ago, we
honour Andrew Peller’s perseverance, his dedication, his resourcefulness, and his entrepreneurship. Two generations
later, the Company remains grounded in family and a passionate belief in a very simple truth, that wine is a metaphor
for the quality of life.
In addition, while acknowledging Andrew Peller’s considerable legacy, our new name is also about future promise and
potential. The Canadian wine industry has never looked healthier, and we believe we will continue to grow. While the competitive environment in Canada remains very challenging, we remain strong and well-positioned with the assets, the people, the brands and the entrepreneurial spirit to generate enhanced value for our shareholders for years to come.
In closing, we want to thank everyone for their hard work and support over the past year. Fiscal 2006 was a year of profound
change and significant growth for our Company, and it is the ongoing dedication and commitment of all our people that
will generate continued success, solid growth and strong performance.

Joseph A. Peller

|

Chairman

John E. Peller

|

President & CEO
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SHAREHOLDERS EXCLUSIVE WINE OFFER
We are pleased to offer our Shareholders four Collections of
our finest VQA wines from Hillebrand Winery and Peller Estates
in Niagara-on-the-Lake. All wines are packed in a 6 bottle wooden
crate with tasting notes (including food and wine matching) and
complimentary delivery anywhere in Ontario.

Hillebrand Select Collection

Private Reserve Dinner Collection

Total Value $87.20

Total Value $121.75

Andrew Peller Signature
Series Collection

Shareholders’ Offer $75.00*

Shareholders’ Offer $103.00*

Total Value $216.00

Wines to share with family and friends
when they drop by or join in for dinner.
Vineyard Select Riesling Semi-Dry
Vineyard Select Cabernet Merlot
Collectors’ Choice Chardonnay
Collectors’ Choice Cabernet Merlot
Trius Merlot
Trius Chardonnay

Six different wines from Peller Estates that
will pair with many of your favourite meals.
Harvest Dry Riesling
Private Reserve Sauvignon Blanc
Private Reserve Dry Riesling
Private Reserve Chardonnay
Private Reserve Gamay Noir
Private Reserve Cabernet Sauvignon
Private Reserve Vidal Icewine (200 mL bottle)

Shareholders’ Offer $179.00*

Trius Classic Collection
Total Value $108.70
Shareholders’ Offer $92.00*

Six of our most popular wines from Trius.
Trius Brut
Trius Dry Riesling
Trius Chardonnay ‘Barrel Fermented’
Trius Cabernet Franc
Trius Cabernet Sauvignon
Trius Red

Impress your dinner guests with these wines
from Peller Estates in Niagara-on-the-Lake,
including the multi-award winning
Chardonnay ‘Sur Lie’. This six bottle
Collection includes two bottles of each
premium wine.
Andrew Peller Signature Series
Chardonnay ‘Sur Lie’
Andrew Peller Signature Series Merlot
Andrew Peller Signature Series
Cabernet Sauvignon

To order, please call 1-800-263-8465
or send an e-mail to info@peller.com
All orders guaranteed.
Sorry, delivery to Ontario addresses only.
Recipient must be 19 years of age or older.
* Offer valid until September 30, 2006
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MANAGEMENT’S DISCUSSION & ANALYSIS
The following management’s discussion and analysis (“MD&A”) provides a review of corporate and market developments, results of operations
and ﬁnancial position for the year ended March 31, 2006 (“2006”) in comparison with those for the years ended March 31, 2005 (“2005”) and
March 31, 2004 (“2004”). This discussion is prepared as of June 19, 2006 and should be read in conjunction with the consolidated ﬁnancial
statements for the years ended March 31, 2006 and 2005 and the accompanying notes contained therein. All dollar amounts are expressed in
Canadian dollars unless otherwise indicated.
Forward-Looking Information

Certain statements in this Management’s Discussion & Analysis may contain “forward-looking statements” within the meaning of applicable
securities laws, including the “safe harbour” of the Securities Act (Ontario) with respect to Andrés Wines Ltd. (“Andrés” or the “Company”) and
its subsidiaries. Such statements include, but are not limited to, statements about the growth of the business in light of the Company’s recent
acquisitions; its launch of new premium wines; sales trends in foreign markets; its supply of domestically grown grapes; and current economic
conditions. These statements are subject to certain risks, assumptions and uncertainties that could cause actual results to differ materially from
those included in the forward-looking statements. The words “believe”, “plan”, “intend”, “estimate”, “expect” or “anticipate” and similar
expressions, as well as future or conditional verbs such as “will”, “should”, “would” and “could” often identify forward-looking statements. We
have based these forward-looking statements on our current views with respect to future events and ﬁnancial performance. With respect to forward-looking statements contained in this MD&A, Andrés has made assumptions and applied certain factors regarding, among other things:
future grape, glass bottle and wine prices; its ability to obtain grapes, imported wine, glass and its ability to obtain other raw materials; ﬂuctuations in the U.S./Canadian dollar exchange rates; its ability to market products successfully to its anticipated customers; the trade balance within the domestic Canadian wine market; market trends; reliance on key personnel; protection of its intellectual property rights; the economic
environment; the regulatory requirements regarding producing, marketing, advertising and labelling its products; the regulation of liquor distribution and retailing in Ontario; the application of federal and provincial environmental laws; and the impact of increasing competition.
These forward-looking statements are also subject to the risks and uncertainties discussed in the “Risk Factors” section and elsewhere in this
MD&A and other risks detailed from time to time in the publicly ﬁled disclosure documents of Andrés which are available at www.sedar.com.
Forward-looking statements are not guarantees of future performance and involve risks, uncertainties and assumptions which could cause
actual results to differ materially from those conclusions, forecasts or projections anticipated in these forward-looking statements. Because of
these risks, uncertainties and assumptions, you should not place undue reliance on these forward-looking statements. The Company’s forwardlooking statements are made only as of the date of this MD&A, and except as required by applicable law, Andrés undertakes no obligation to
update or revise these forward-looking statements to reﬂect new information, future events or circumstances.
Overview

Andrés Wines Ltd. is a leading producer and marketer of quality wines in Canada. With wineries in British Columbia, Ontario and Nova Scotia,
the Company markets wines produced from grapes grown in Ontario’s Niagara Peninsula, British Columbia’s Okanagan and Similkameen
Valleys and vineyards around the world.
The Company’s award-winning premium and ultra-premium brands include Peller Estates, Trius, Hillebrand Estates, Thirty Bench, Sandhill,
Copper Moon and Calona Vineyards Artist Series VQA wines and Red Rooster wines. Complementing these premium brands are a number of
popular priced products including Hochtaler, Domaine D’Or, Schloss Laderheim, Royal and Sommet. With the acquisition of Cascadia Brands
Inc. (“Cascadia”), the Company also markets craft beer under the Granville Island brand. With a focus on serving the needs of all wine consumers, the Company produces and markets consumer-made wine kit products through Winexpert Inc. and Vineco International Products Inc.
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In addition, the Company owns and operates Vineyards Estate Wines and WineCountry Vintners, an independent wine retailer in Ontario with
more than 100 well-positioned retail locations. The Company’s products are sold predominantly in Canada.
Over the past ten years, Andrés has taken decisive steps to increase its focus on the premium and ultra-premium wines in the Canadian market.
Premium wine sales continue to grow in Canada, and these products generate higher sales and increased proﬁtability compared to lower-priced
table wines.
Andrés’ stated mission is to build sales volumes of its premium and ultra-premium brands by delivering to its customers and consumers the
highest quality wines at the best possible value. To meet this goal, the Company is investing in improvements in both its winemaking capabilities and in the quality of its grapes and wines.
The Company is focused on initiatives to reduce costs and enhance its production efﬁciencies. The Company continues to expand and strengthen its distribution through provincial liquor boards, the Company’s network of more than 100 Vineyards Estate Wines and WineCountry
Vintners retail locations, estate wineries, restaurants and other licensed establishments. This distribution network is supported by sophisticated
sales, marketing and promotional programs. In addition, the Company from time to time evaluates the potential for acquisitions and partnerships, both in Canada and internationally, to further complement its product portfolio and market presence.
On May 2, 2005, the Company completed the acquisition of Thirty Bench Winery (“Thirty Bench”), an ultra-premium wine producer located in
the heart of the Beamsville Bench in Ontario’s Niagara wine producing region. The acquisition of the winery, its brands, and 70 acres of vineyards provides Andrés with a solid presence in one of Canada’s most sought after viticulture areas, and adds to the Company’s premium estate
wineries in near-by Niagara-on-the-Lake.
On May 25, 2005, the Company completed the acquisition of Cascadia, one of Canada’s largest producers of premium wines, craft beer and
spirits with production facilities in Kelowna and Vancouver, British Columbia. The acquisition signiﬁcantly enhances the Company’s presence
in the strong Western Canadian market, and provides the Company with opportunities to capture production and overhead synergies as it combines its two B.C. operations into Cascadia’s Kelowna facility.
On November 1, 2005, the Company acquired the Red Rooster winery (“Red Rooster”) located on the Naramata Bench near Penticton, British
Columbia. Red Rooster is a well-recognized producer of premium VQA wines situated in the heart of Canada’s Okanagan Valley, a region well
known for its niche premium brands. The acquisition enhances the Company’s presence in the growing British Columbia wine industry, and
will add to its sales of premium and ultra-premium wines.
These acquisitions represent a signiﬁcant investment by the Company. The results of operations of these acquired businesses have been included in operating performance from the respective dates of acquisitions. The allocation of the cost to the fair market value of the acquired assets
and liabilities is based, in part, on independent advice received on the fair values of certain of the acquired assets and liabilities. Costs related to
the integration and closure of the Company’s Port Moody facility must be expensed as incurred and accordingly management recorded an
unusual charge to earnings in 2006 of $1.8 million to provide for certain of these costs. Additional costs are expected to be incurred through the
ﬁrst two quarters of 2007.
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On November 10, 2005, the Company sold the assets and brands related to the Cascadia spirits division for proceeds of $6.0 million.
On April 1, 2006, the Company amalgamated with Cascadia Brands Inc. and a number of subsidiary companies to simplify the corporate structure and reduce compliance costs.
On June 6, 2006, the Company announced it had ﬁled a Notice of Action in the Superior Court of Ontario against a former non-executive
employee for alleged misappropriation of funds. The alleged misappropriation of funds is believed to have occurred over many years and is estimated to be in the range of $6.0 – $7.0 million.
The Company believes that its insurance policies will cover a limited portion of the loss incurred. An investigation conducted by independent
forensic accountants has provided evidence that the alleged misappropriation of funds was a sophisticated and well-orchestrated series of
events conducted solely by the former non-executive employee over several years. The Company has determined that the alleged misappropriation of funds did not have a material impact on the Company’s ﬁnancial position or results for the year ended March 31, 2006. The ﬁnancial
statements for 2005 have been restated to reﬂect the impact of the alleged fraud, however the overall impact on 2005 net earnings of $71,000 or
on earnings per share of $0.01 per Class A share was not signiﬁcant. Payments from insurance policies and restitution, if any, will be included
in net earnings when received.
The Canadian Wine Market

The market for wine in Canada continues to grow, driven primarily by an aging population favouring the more sophisticated experience that
wine offers, as well as the widely reported health beneﬁts of moderate wine consumption. However, imports from major wine-producing countries, particularly Italy and Australia, continue to expand their share of the Canadian market, and in many cases are supported by extensive government subsidy programs that are unmatched in Canada. Canada remains one of the world’s largest importers of wine, resulting in a 30.1%
growth in foreign wine sales in Canada over the past 5 years. To ensure that fair and open trade practices exist in the domestic Canadian wine
market, the Company is working closely with other Canadian wine producers and the Canadian government to address this important issue.
For the year ended March 31, 2006, consumption of wine in Canada (excluding Quebec, where the Company does not participate, and excluding
the refreshment wine category) rose approximately 6.6% after a 7.7% gain in 2005. Imported wines represented the majority of this growth,
accounting for 63.1% of total volume in 2006. Canadian-made wines experienced a slight decline in market share, falling to 36.9% of total
Canadian wine sales from 37.4% in 2005. Andrés’ share of the total Canadian market in 2006 was 12.0% compared to 10.3% in 2005.
The Vintners Quality Alliance (“VQA”), established in 1989, has become recognized throughout the world as the appellation system for Canadian
wines that meet strict standards of excellence. Andrés’ sales of its VQA designated wines rose 5.9% in 2006 compared to 10.2% in 2005. Sales
growth in VQA wines slowed in 2006 due to the lack of available grape supply in the Ontario market caused by severe winter weather.
Red table wines continued to grow in popularity, with total Canadian volume sales rising 7.6% in 2006 compared to 11.4% in 2005. Volume
sales of Andrés’ red wine portfolio were greater than overall market growth, rising 9.0% in 2006, while exceeding market growth by rising
14.6% in 2005. Volume sales of white table wines in Canada rose 3.9% in 2006 and 3.4% in 2005, while Andrés’ sales of white table wines were
up 0.7% in 2006 compared to 4.5% in 2005.
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Andrés believes that sales for wine kits in Canada declined by approximately 3.0% in 2006 following a decline of approximately 4.0% in 2005.
Andrés’ sales increased during the year due to the acquisition of Wine Not Inc. and a small increase in sales at both Winexpert and Vineco
International Products.
Financial Statements and Accounting Policies
The Company prepares its ﬁnancial statements in Canadian dollars in accordance with Canadian generally accepted accounting principles
(GAAP). The Company’s signiﬁcant accounting policies are summarized in Note 1 to the consolidated ﬁnancial statements. The Company also
utilizes EBITA (deﬁned as earnings before interest, incomes taxes, amortization and unusual items) to measure its ﬁnancial performance.
EBITA is not a recognized measure under GAAP; however, management believes that EBITA is a useful supplemental measure to net earnings,
as it provides readers with an indication of earnings available for investment prior to debt service, capital expenditures and income taxes.
Readers are cautioned that EBITA should not be construed as an alternative to net earnings determined in accordance with GAAP as an indicator of the Company’s performance or to cash ﬂows from operating, investing and ﬁnancing activities as a measure of liquidity and cash ﬂows.
The Company’s method of calculating EBITA may differ from the methods by which other companies calculate EBITA and, accordingly, EBITA
may not be comparable to measures used by other companies.
Critical Accounting Estimates

During the year, management is required to make estimates or rely on assumptions that are inherently uncertain. These estimates can vary with
respect to the level of judgment involved and ultimately the impact that these estimates may have on the Company's consolidated ﬁnancial
statements. Estimates are deemed to be critical when a different estimate could reasonably be used or where changes are reasonably likely to
occur which would materially affect the Company’s consolidated ﬁnancial position, changes in ﬁnancial position or results in operations. The
Company’s signiﬁcant accounting policies are discussed in Note 1 of the Notes to the Consolidated Financial Statements; critical estimates
inherent in these accounting policies are set out below.
Accounts Receivable

The Company records an allowance for doubtful accounts to reﬂect management’s best estimate of losses that may occur on sales during the
year. This allowance was recorded through a charge to earnings and takes into consideration the ﬁnancial condition and recent payment patterns of customers and the general state of the economy. Management believes that the allowance is sufﬁcient to cover any risk of potential losses. Credit losses were within management’s expectations.
Inventory Valuation

All inventories are counted as close as possible to year end without impacting the operations of the Company. Management has provided an
allowance for slow moving and obsolete inventory which is considered to be sufﬁcient for potential losses.
Property, Plant and Equipment

Property, plant and equipment are carried at cost less accumulated amortization. Amortization is calculated on a straight line basis in amounts
that are sufﬁcient to amortize the cost over the estimated useful life of the asset. Details of the amounts classiﬁed as property, plant and equipment are set out in the Notes to the Consolidated Financial Statements.
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Goodwill

Goodwill on the purchase of Hillebrand in 1993, Vineco International Products in 1996, Brew King (now named Winexpert) in 1997, Distrivin
and Winexpert in 2004, Wine Not in 2005 and Cascadia, Thirty Bench and Red Rooster in 2006 represents the excess of purchase price of
acquired businesses over the fair value of the net assets acquired. An impairment test was conducted at year end and based on the results of the
test, the Company determined that goodwill had not been impaired.
Intangible assets

Intangible assets primarily relate to customer contracts, brands and customer based relationships that have been acquired through recent
acquisitions. Management believes that the Company’s brands do not have a ﬁxed or determinable life and consequently brands are not amortized, but are subjected to an annual impairment test based on a comparison of the carrying amount to the estimated fair market value of the
brands. The amortization periods related to those intangible assets with deﬁnite lives are based on the expected duration of the contracts and
relationships acquired. These intangible assets will be tested for impairment when events or circumstances arise that indicate an impairment
may exist.
Fair Value of Financial Instruments

Accounts receivable, accounts payable and accrued liabilities and short-term bank indebtedness are reﬂected in these consolidated ﬁnancial
statements at carrying values, which approximate fair value due to the short-term maturity of these instruments. Long-term debt has a ﬂoating
interest rate and its carrying value, as reﬂected in the consolidated ﬁnancial statements, approximates fair value. Interest on long-term debt has
been ﬁxed through the use of interest rate swaps. The interest rate swaps qualify for the use of hedge accounting and as a result changes to the
fair value of the swap debt are not recorded through the income statement.
The Company purchases wine and other inventory items throughout the year. These purchases are made in United States dollars and the
Company uses foreign exchange contracts as a hedge against changes in currency values. The Company’s strategy is to hedge approximately
70% of its foreign exchange requirements prior to the beginning of each year. The Company does not enter into foreign exchange contracts for
trading or speculative purposes. These contracts are matched against forecasted purchases of inventory which are valued at the rate of the foreign exchange contract. These contracts are designed as hedges against future inventory purchases and accordingly unrealized gains and losses
on foreign exchange contracts outstanding at year end are deferred until the purchase of inventory occurs.
Results of Operations

During 2006, the Company uncovered evidence of a misappropriation of certain assets (related to a fraud by a former non-executive employee).
As a result, the Company determined that certain costs, which previously had been included in inventory, should have been expensed and certain costs previously reported as cost of sales have been reclassiﬁed as an unusual item. As a result, for the year ended March 31, 2005, $1.2 million included in cost of goods sold has been reclassiﬁed as an unusual item. The net impact in 2005 was to reduce net earnings by $0.7 million
(2004 – $0.6 million) or $0.01 (2004 – $0.11) per Class A share from the amount previously reported.
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Quarterly Performance
For the year ended March 31,

2005

2006

in thousands of dollars except per share amounts

2004

(Restated)

(Restated)

Sales

$211,775

$167,634

$155,910

Gross profit

$ 85,584

$ 72,032

$ 66,277

40.4%

43.0%

42.5%

Selling general and administrative expenses

$ 62,682

$ 50,245

$ 45,616

Earnings before interest, taxes, amortization and unusual items

$ 22,902

$ 21,787

$ 20,661

Unusual items

$ (1,960)

$ (1,173)

$

1,146

Net earnings

$

6,054

$

8,467

$

8,977

Net earnings excluding unusual items

$

7,350

$

9,222

$

8,233

Earnings per share – basic and fully diluted – Class A

$

1.25

$

1.76

$

1.90

Earnings per share – basic and fully diluted – Class B

$

1.09

$

1.53

$

1.66

Dividend per share – Class A

$

0.644

$

0.644

$

0.644

Dividend per share – Class B

$

0.560

$

0.560

$

0.560

Gross margin (% of sales)

Due to increased sales of the Company’s premium and ultra-premium wines through all of the Company’s trade channels, and the contribution
of Cascadia, Thirty Bench and Red Rooster, sales increased 26.3% for the year ended March 31, 2006. The acquisitions contributed approximately $34.0 million in sales in 2006. Excluding the impact of acquisitions, sales increased approximately 6.1% for the year.
Sales were negatively impacted by the short crop in Ontario which served to limit sales of VQA wines during the year. The Company continued to
invest in its sales and marketing efforts with the aim to grow sales volumes of its products, through new and increased advertising and promotional initiatives in all trade channels, increased sales staff focused on the licensee channel, investments in new upscale retail store concepts
and layouts, training of retail staff, and investments to increase tourism at its estate wineries.
The Company’s consumer-made wine business has generated sales growth over the last three years as efforts to build sales volumes of its existing and newly released premium-priced wine kits proved successful.
Gross margin as a percentage of sales decreased in 2006 compared to 2005 and 2004 due primarily to increases in the cost of grapes and raw
materials. Gross margins in 2006 have also been impacted by the fact that the Company earned less margin on inventory acquired from
Cascadia, Thirty Bench and Red Rooster as a result of the requirement to record the purchased inventory at fair market value. These fair market
value adjustments of inventory resulted in an estimated increase in cost of goods sold of $2.2 million in 2006. Excluding the impact of these
adjustments, gross margin as a percentage of sales would have been approximately 41.4%.
Selling and administrative expenses increased primarily due to the acquisition of Thirty Bench, Cascadia and Red Rooster. The acquisitions
resulted in an increase in selling, and general and administrative expenses of $10.0 million. However, selling and administrative expenses
reduced to 29.6% of sales for the year ended March 31, 2006 compared to 30.0% of sales in 2005 and 29.3% in 2004. The Company continues
to incur many of the costs related to the acquired businesses when they were stand alone businesses. The Company expects to begin recognizing
synergies related to acquisitions in 2007.
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As a result of the increase in sales related to the acquisitions, partially offset by the impact of the inventory revaluation that reduced gross proﬁt,
EBITA increased 5.1% for the year ended March 31, 2006 to $22.9 million compared to $21.8 million during the prior year.
Amortization expenses rose in 2006 compared to the prior years due to investments made in the Company’s estate wineries, vineyards and
winemaking equipment, as well as the acquisitions of Thirty Bench, Cascadia and Red Rooster. Interest expense increased due to higher debt
levels resulting from the acquisitions made during 2006 and to the impact of higher interest rates on short term borrowings.
During the second quarter of 2006, management began the process of rationalizing and integrating the recently acquired businesses. The
Company announced the closure of its Port Moody, B.C. winery effective December 31, 2005. The Port Moody winery is being held for resale and
expects to dispose of the land and buildings in 2008. Costs related to the integration and closure of the Company’s existing facility are being
expensed as incurred, and resulted in unusual charges to earnings of $1.8 million in 2006. Management expects total costs related to this initiative to be approximately $2.5 million to $3.0 million and should be completed by March 31, 2007.
Net earnings for the year declined largely due to integration costs related to the acquisitions of Cascadia, Thirty Bench and Red Rooster, the
unusual and one-time items described above and the impact of the short crop in Ontario. The majority of the synergies relating to acquisitions
will not be realized until 2007. Excluding the one time and unusual items, net earnings would have increased in 2006 to $8.8 million or $0.81
per Class A share for the year ended March 31, 2006. The weighted average number of shares outstanding for the year ended March 31, 2006
increased by approximately 0.1% compared to the end of 2005.
The fourth quarter results for 2005 were restated to reﬂect the alleged misappropriation of funds by a former non-executive employee.

Q1 ’06

Q4 ’06

Q4 ’06

Q4 ’06

Q1 ’05

Q2 ’05

Q3 ’05

Q4 ’05
(Restated)

($000) except per share amounts
Sales

46,831

57,056

59,453

48,435

40,256

42,758

47,725

36,895

Gross profit

19,535

23,545

24,799

17,705

17,184

18,422

20,658

15,768

Gross profit (% of sales)

41.7%

41.3%

41.7%

36.6%

42.7%

43.1%

43.3%

42.7%

5,679

6,572

9,001

1,650

4,741

4,623

8,831

3,592
(1,173)

EBITA

–

(635)

(355)

(970)

–

–

–

Net earnings

Unusual items

2,012

1,815

3,453

(1,226)

1,859

1,783

4,498

327

Earnings per share – basic & diluted – Class A

$0.42

$0.37

$0.72

($0.26)

$0.39

$0.37

$0.93

$0.07

Earnings per share – basic & diluted – Class B

$0.36

$0.33

$0.62

($0.22)

$0.34

$0.32

$0.81

$0.06

The Company has generated consistent year-over-year growth in sales and gross proﬁt due primarily to the Company’s successful initiatives to
increase sales volume of its premium and ultra-premium wines. The 2006 year has included contributions from the acquisition of Thirty Bench
on May 2, 2005, Cascadia on May 25, 2005, and Red Rooster on November 1, 2005. On November 10, 2005, the Company sold the assets and
brands related to Cascadia’s spirits division for approximately $6.0 million. There was no gain or loss recorded on the transaction. Gross proﬁt
as a percentage of sales declined in 2006 compared to the prior year due to higher costs experienced for wines purchased on international markets and to the required adjustment to record purchased inventory from Cascadia Brands at fair market value partially offset by the beneﬁt of
the increase in value of the Canadian dollar. Sales and marketing expenses have increased on a year-over-year basis primarily due to the impact
of the acquisitions. The unusual charges to earnings in the second, third and fourth quarters of 2006 primarily relate to costs incurred in the
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rationalization of the Company’s British Columbia operations. Included in the unusual charge to earnings in the fourth quarter of 2005, is the
impact of the alleged misappropriation of funds by a former non-executive employee.
The third quarter of each year is historically the strongest in terms of sales, gross proﬁt and net earnings due to increased consumer purchasing
of the Company’s products during the holiday season.
The acquisition of the Company’s largest domestic competitor Vincor International Inc. by Constellation Brands, the largest wine company in
the world, was completed on June 6, 2006. The impact of the acquisition on the Company’s operations is unclear at this time.
The Company continued to grow its market share in the premium and ultra-premium wine category although our overall growth declined due
to the lack of supply of Ontario grown grapes. Signiﬁcant investments were made to improve production efﬁciencies and to improve the quality
of our wines that should beneﬁt the Company as grape supply becomes more balanced.
The Company successfully completed three acquisitions during the year, consistent with its objectives of growing its market share in the premium wine category.
The closure of the Port Moody winery should result in improved operating efﬁciencies in 2007. The closure will not have an impact on production capacity once the integration of the facilities is completed. Included in property, plant and equipment are the land and building in Port
Moody, which are being held for resale. These assets have a net book value of approximately $1.7 million.
Liquidity and Capital Resources
As at March 31,

2006

($000)

2005

2004

(Restated)

(Restated)
67,682

Current Assets

92,330

78,737

Property Plant & Equipment

85,597

55,897

53,871

Goodwill

35,862

23,759

23,793

Other Assets

8,298

3,762

817

Total Assets

222,087

162,155

146,163

Current Liabilities

65,574

49,327

38,394

Long Term Debt

50,328

17,313

19,563

4,224

251

–

Future Income Taxes

12,381

8,760

7,491

Shareholders’ Equity

89,580

86,504

80,715

222,087

162,155

146,163

Employee Future Benefits

Total Liabilities & Shareholders’ Equity

The changes to the Company’s balance sheet at March 31, 2006 compared to the prior year end are primarily due to the acquisitions of Thirty
Bench on May 2, 2005, Cascadia on May 25, 2005 and Red Rooster on November 1, 2005. On November 10, 2005, the Company sold the assets
and brands related to Cascadia’s spirits division for approximately $6.0 million.
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During 2006, the Company generated $19.0 million in cash ﬂow from operating activities after changes in noncash working capital items compared to $6.8 million in 2005. The change was primarily due to a signiﬁcant decrease in inventory in 2006 compared to 2005 due to the grape
shortage caused by severe winter weather in Ontario and to reductions in inventory in Western Canada due to plant rationalizations.
Investments of approximately $45.5 million were made in 2006 compared to $8.7 million in 2005. The increase is due primarily to the acquisitions of Thirty Bench, Cascadia and Red Rooster in the period, offset by a small reduction in the purchases of capital assets compared to the
prior year and the sale of the spirits business. Approximately $0.9 million of the estimated purchase cost related to the acquisition of Cascadia
are yet to be paid and are included in accounts payable and accrued liabilities.
In 2006, approximately $5.7 million (2005 -$5.3 million) was invested in new and updated wine production equipment, including aging barrels, technology investments and other wine production equipment to increase production capacity and enhance productivity. The Company
invested $0.6 million (2005 -$0.7 million) in the development of new systems and enhancements to its information technology infrastructure.
Approximately $0.4 million (2005 -$0.3 million) was spent at the Company’s estate wineries, including enhancements to its ﬁne dining facilities, on-site wine shops and other tourism related investments. An additional $0.8 million (2008 -$1.1 million) was spent in Vineyards Estate
Wines on store upgrades and renovations.
Total bank indebtedness has increased in 2006 compared to 2005 due primarily to the acquisition of Cascadia, Thirty Bench and Red Rooster in
the period offset by scheduled debt repayments of $6.4 million during the year.
On May 25, 2005, the Company obtained additional ﬁnancing from Bank of Montreal in the amount of $50.0 million. The additional ﬁnancing
consisted of two separate credit facilities:
[ i ] A seven-year term bank loan of $35.0 million, which requires regular monthly payments of $250,000 plus interest and matures on
May 31, 2012. The Company entered into an interest rate swap which effectively ﬁxed the interest rate on this term bank loan at 5.3%.
[ii] A bank loan in the amount of $15.0 million was repaid during the year by using proceeds in the amount of $6.0 million from the sale
of assets and brands related to Cascadia’s spirits business and an increase in short-term bank indebtedness of $9.0 million.
On November 1, 2005, the Company obtained additional ﬁnancing from the Bank of Montreal in the form of a seven year term bank loan in the
amount of $6.0 million. The term loan requires monthly payments of $43,000 plus interest and matures on September 28, 2012. The
Company has entered into an interest rate swap which effectively ﬁxed the interest rate on this term bank loan at 5.61%.
The ratio of debt to equity increased to 1.04:1 as at March 31, 2006 compared to 0.59:1 as at March 31, 2005. At March 31, 2006, the Company
had unused debt available in the amount of $5.7 million on its demand loan facility. On April 1, 2006, the Company increased the debt available on its demand loan facility to $60.0 million, which will incur interest at the Royal Bank of Canada prime rate. Management is conﬁdent it
can generate sufﬁcient cash ﬂow from operations to meet its debt servicing and principal payment requirements over both the short and the
long term.
Annual dividends paid over the last three years have remained at $0.644 per Class A share and $0.560 per Class B share.
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Working capital as at March 31, 2006 was $26.8 million compared to $29.4 million at March 31, 2005. Shareholders’ equity as at March 31, 2006
rose to $89.6 million or $18.05 per share compared to $86.5 million or $17.45 per share as at March 31, 2005. The increase is due to the earnings
performance for 2006, partially offset by the payment of dividends.
Contractual Obligations

The Company’s major contractual obligations as at March 31, 2006 were as follows:
Total

2007

2008

2009

2010

2011

Thereafter

Long-Term Bank Loan

Payment due by Period (000’s of dollars)

56,216

5,888

5,888

5,848

14,080

3,515

20,997

Operating Leases

11,706

3,789

2,946

2,154

1,685

852

280

Pension Obligations

5,497

608

608

608

608

608

2,457

Long-Term Grape Contracts

215,241

15,338

17,474

15,541

16,270

16,579

134,039

Total Contractual Obligations

288,660

25,623

26,916

24,151

32,643

21,554

157,773

Included in operating leases are payments for leases on the Company’s Vineyards Estate Wines stores in Ontario.
Common Shares Outstanding

The Company is authorized to issue an unlimited number of Class A and Class B common shares. Class A shares are non-voting and are entitled
to a dividend in an amount equal to 115% of any dividend paid or declared on Class B shares. Class B shares are voting and convertible into Class
A shares on a one-for-one basis.
June 19, 2006

March 31, 2006

March 31, 2005

Class A shares

3,962,547

3,962,547

3,954,302

Class B shares

1,001,547

1,001,547

1,001,772

Total

4,964,094

4,964,094

4,956,074

Related Party Transactions

In the normal course of operations, Andrés enters into transactions with various related parties. The following is a summary of signiﬁcant related party transactions for the last two years:
[1 ] The Company has guaranteed debt of up to $1.75 million for Rocky Ridge Vineyards Inc., a joint venture in which the Company has a
50% equity interest. The joint venture grows grapes on a vineyard in the Similkameen Valley in British Columbia.
[2] During the year, the Company sold its interest in the Niagara-on-the-Lake Culinary School Inc. in which the Company had a
33- 1/3 % equity interest.
Strategic Outlook and Direction

Andrés is committed to a strategy of growth that focuses on the expansion of its core business as a producer and marketer of quality wines and
craft beer through the development of leading brands that meet the needs of our consumers and customers. The acquisitions that were completed over the past year have strengthened our product portfolio and expanded our selling and distribution capabilities in Canada.
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The Canadian wine market has grown over the past three years due primarily to positive demographic trends and the shift in consumer preference to premium table wines. However, the share of the market held by domestic producers has declined moderately. Imports of premium and
ultra-premium wines have increased as consumers favoured higher-priced varietal wines over lower-priced blended table wines. Andrés has
increased its product development and sales and marketing initiatives aimed at capitalizing on this growing trend.
Andrés will continue to launch new premium and ultra-premium wines in 2007. The acquisitions of Thirty Bench, Cascadia and Red Rooster
are also expected to contribute to increased sales in 2007 as well as an enhanced presence in the sale of ultra-premium wines in Canada.
Marketing and sales support will be focused on key brands sold across the country, and management expects that sales and marketing expenses
for 2007 will rise moderately. The Company will continue to increase its capital expenditure programs to support its ongoing commitment to
producing the highest-quality wines. The Company believes that the investments made over the past few years will continue to result in
increased sales and continuing improvement in proﬁtability going forward. In addition, recent initiatives have led to an increase in export sales
of the Company’s premium and ultra-premium wines, particularly icewine.
Following the acquisition of Cascadia, management began the process of rationalizing and integrating its two British Columbia facilities to capture production and overhead synergies. Management expects costs related to this initiative to be between $2.5 million and $3.0 million. The
integration should be completed by March 31, 2007.
The Company will also continue to evaluate investment opportunities, including acquisitions, which support its strategic direction.
Risks and Uncertainties

The Company’s sales of wine are affected by general economic conditions such as changes in discretionary consumer spending and consumer
conﬁdence in future economic conditions, tax laws and the prices of our products. A steep and sustained decline in economic growth may cause
a lower demand for our products. The reduction in travel resulting from external factors outside the Company’s control following September 11,
2001 had an impact on the Company’s sales. Such general economic conditions could impact the Company’s sales through the Company’s
estate wineries and restaurants, direct sales through licensed establishments and export sales through duty free shops. The Company believes
that these effects would likely be temporary and would not have a signiﬁcant impact on ﬁnancial performance.
The Canadian wine market continues to be the target of low-priced imported wines from regions and countries that subsidize wine production
and grape growing as well as providing sizeable export subsidies. In addition, many of these countries and regions prohibit or restrict the sale of
imported wine in their own domestic markets.
The Company, along with other members of the Canadian wine industry, are working with the Canadian government to rectify these unfair
trade balances.
The Company continues to increase its share of the premium wine business in Canada, principally through the sale of VQA wines, and as a
result is more dependent on the quality and supply of domestically grown premium quality grapes. If any of our vineyards experience certain
weather variations, natural disasters, pestilence, other severe environmental problems or other occurrences, Andrés may not be able to secure a
sufﬁcient supply of grapes and there could be decrease in our production of certain products from those regions and/or an increase in costs. As
a result of extremely cold temperatures in February 2005, grape supply was signiﬁcantly reduced which impacted sales and margins earned on
VQA wines sold during 2006. The short supply also had the impact of increasing the price paid for domestically grown grapes. The Government
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of Ontario, in conjunction with the Wine Council of Ontario and the Ontario Grape Growers Marketing Board, agreed to temporarily increase
the blending of imported wines, which enabled the Company to continue to supply the market. The inability to secure premium quality grapes
could impair the ability of the Company to supply wines to our customers. The Company has initiated programs to ensure a consistent access to
domestically grown premium quality grapes through the development of additional vineyards, the contracting of additional sources of supply
and the holding of additional levels of inventory. Our arrangements with our independent growers are based on long-term contracts up to ﬁfteen years. The price of grapes are determined through negotiations with the Ontario Grape Growers Marketing Board in Ontario and with
independent growers in British Columbia.
The competitive nature of the wine industry internationally has resulted in the discounting of retail prices of wine in key markets such as the
United States and the United Kingdom, in part due to an international grape surplus. This international grape surplus, principally in Australia,
Chile and Argentina and high inventories of French wine, could serve to continue the discounting of wine in international markets. The
Company has responded by increased promotional and advertising spending to strengthen the performance of our brands. The Company does
not believe that signiﬁcant price discounting will occur in Canada beyond current levels.
The Company purchases glass and other components used in the bottling and packaging of wine. The largest component in the packaging of
wine is glass, of which there are few domestic or international suppliers. There is currently only one commercial supplier of glass in Canada and
any interruption in supply could have an adverse impact on the Company’s ability to supply the markets. Andrés has taken steps to reduce its
dependence on domestic suppliers through the development of relationships with several international producers of glass and through carrying
increased inventories of selected bottles.
The wine industry and markets in which the Company operates, is consolidating. This has resulted in fewer, but larger competitors, which
increase their resources and scale. The increased competition from these larger parties may affect the Company’s pricing strategies and create
margin pressures, resulting in potentially lower revenues. Competition also exerts pressure on existing customer relationships, which may
affect our ability to retain existing customers and increase our number of new customers. The Company has worked to improve production efﬁciencies and selectively increased pricing to increase gross proﬁt and implemented a higher level of promotion and advertising activity to combat these initiatives. Andrés and other wine industry participants also generally compete with other alcoholic beverages like beer and spirits for
consumer acceptance, loyalty and shelf space. No assurance can be given that consumer demand for wine, and premium wine products, will
continue at current levels in the future.
Andrés has identiﬁed that a foreign exchange risk exists on the purchases of bulk wine and concentrate which are made in United States dollars.
The Company does not enter into foreign exchange contracts for trading or speculative purposes. The Company’s strategy is to hedge approximately 70% of its foreign exchange requirements prior to the beginning of each year. The Company has entered into a series of foreign exchange
contracts as a hedge against movements in U.S. dollar exchange rates. These contracts are reviewed periodically. Each one cent change in the
value of the U.S. dollar has a $130,000 impact on the Company’s net earnings.
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The Company operates in a highly regulated industry, with requirements regarding the production, distribution, marketing, advertising and
labelling of wine. These regulatory requirements may inhibit or restrict our ability to maintain or increase strong consumer support for and
recognition of our brands and may adversely affect our business strategies and results of operations. Privatization of liquor distribution and
retailing has been implemented in varying degrees across the country. The possibility of privatization in Ontario remains a risk to the Company
through its impact on the Company’s retail operations. The provincial government has stated that, should it consider privatization, it would
engage in a consultation process and would acknowledge the special role of Ontario’s wine industry.
As an owner and lessor of property, the Company is subject to various federal and provincial laws relating to environmental matters. Such laws
provide that the Company could be held liable for the cost of removal and remediation of hazardous substances on its properties. The failure to
remedy any situation that might arise could lead to claims against the Company. These risks are believed to be limited.
The Company’s future operating results will depend on the ability of its ofﬁcers and other key employees to continue to implement and improve
its operating and ﬁnancial systems and manage the Company’s signiﬁcant relationships with its suppliers and customers. The Company is also
dependent upon the performance of its key senior management personnel. The Company’s success is linked to its ability to identify, hire, train,
motivate, promote and retain highly qualiﬁed management. Competition for such employees is intense and there can be no assurances that the
Company will be able to retain current key employees or attract new key employees.
The Company considers its trademarks, particularly certain brand names and product packaging, advertising and promotion design and artwork to be of signiﬁcant importance to its business and ascribes a signiﬁcant value to these intangible assets. The Company relies on trademark
laws and other arrangements to protect its proprietary rights. There can be no assurance that the steps taken by Andrés to protect its intellectual
property rights will preclude competitors from developing confusingly similar brand names or promotional materials. The Company believes
that its proprietary rights do not infringe upon the proprietary rights of third parties, but there can be no assurance in this regard.
Disclosure Controls Over Financial Reporting

Management is responsible for the information disclosed in this MD&A and has in place the appropriate information systems, procedures and
controls to ensure that information used internally by management and disclosed externally is, in all material respects, complete and reliable.
Andrés is continuing to put in place procedures to further strengthen its ﬁnancial controls. As of the ﬁnancial year ended March 31, 2006, an
evaluation was carried out under the supervision of, and with the participation of, the Company's management, including the Chief Executive
Ofﬁcer and Chief Financial Ofﬁcer, on the effectiveness of the Company's disclosure controls and procedures. Based on that evaluation, the
Chief Executive Ofﬁcer and Chief Financial Ofﬁcer concluded that the design and operation of these disclosure controls and procedures were
effective as of March 31, 2006 to provide reasonable assurance that material information relating to the Company and its consolidated subsidiaries would be accumulated and communicated to them by others within those entities.
Additional Information

Additional information relating the Company, including the Company’s annual information form is on SEDAR at www.sedar.com.
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MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL REPORTING
The accompanying consolidated ﬁnancial statements have been prepared by management and approved by the Board of Directors. Management
is responsible for the integrity of the information contained in the ﬁnancial statements and other sections of this annual report. The ﬁnancial
statements have been prepared in accordance with Canadian generally accepted accounting principles. To assist management in discharging its
responsibilities, the Company maintains a system of internal controls designed to provide reasonable assurance that its assets are safeguarded;
that only valid and authorized transactions are executed; and that accurate and timely ﬁnancial information is prepared. The Board of Directors
ensures that management fulﬁlls its responsibilities for ﬁnancial reporting and internal control. The Board exercises these responsibilities primarily through the Audit, Finance and Risk Committee (the “Committee”). The Committee meets periodically with management and the
Company’s auditors to ensure that its responsibilities are properly discharged. The Committee also reviews the consolidated ﬁnancial statements and recommends to the Board of Directors that the statements be approved for issuance to shareholders. PricewaterhouseCoopers LLP,
Chartered Accountants, appointed by the shareholders as the Company’s auditors, have audited and expressed their opinion on the accompanying consolidated ﬁnancial statements of the Company.

John E. Peller

|

President & CEO

Peter B. Patchet

|

CFO & Executive VP Human Resources

AUDITORS’ REPORT
To the Shareholders of Andrés Wines Ltd.
We have audited the consolidated balance sheets of Andrés Wines Ltd. as at March 31, 2006 and 2005 and the consolidated statements of earnings and retained earnings and cash ﬂows for the years then ended. These ﬁnancial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these ﬁnancial statements based on our audits.
We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we plan and perform
an audit to obtain reasonable assurance whether the ﬁnancial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the ﬁnancial statements. An audit also includes assessing the accounting principles used and signiﬁcant estimates made by management, as well as evaluating the overall ﬁnancial statement presentation.
In our opinion, these consolidated ﬁnancial statements present fairly, in all material respects, the ﬁnancial position of the Company as at
March 31, 2006 and 2005 and the results of its operations and its cash ﬂows for the years then ended in accordance with Canadian generally
accepted accounting principles.

Chartered Accountants

|

Hamilton, Ontario
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CONSOLIDATED BALANCE SHEETS
2006
As at March 31, 2006 and 2005

|

in thousands of dollars

2005
(Restated — note 2)

assets
Current assets
Accounts receivable (note 7)

$

Inventories (notes 4 and 7)

18,444

$

Prepaid expenses

14,132
60,973

70,528
2,447

2,531

911

1,101

92,330

78,737

Property, plant and equipment (notes 5 and 7)

85,597

55,897

Goodwill

35,862

23,759

Income taxes recoverable

Other assets (note 6)

3,762

8,298
$

222,087

$

37,295

$

162,155

liabilities
Current liabilities
Bank indebtedness (note 7)

$

Accounts payable and accrued liabilities
Dividends payable
Current portion of long-term debt (note 7)

Long-term debt (note 7)
Employee future benefits (note 8)
Future income taxes (note 9)

31,756
14,544

21,613
778

777

5,888

2,250

65,574

49,327

50,328

17,313

4,224

251

12,381

8,760

132,507

75,651

7,375

7,244

shareholders’ equity
Capital stock (note 10)
Retained earnings

$
Commitments and contingencies (note 12)

Approved by the Board of Directors

John E. Peller

|

President & CEO

Brian J. Short

|

Director

82,205

79,260

89,580

86,504

222,087

$

162,155
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CONSOLIDATED STATEMENTS OF
EARNINGS AND RETAINED EARNINGS
2006
For the years ended March 31, 2006 and 2005

|

in thousands of dollars, except per share amounts

Sales

2005
(Restated — note 2)

$

Cost of goods sold, excluding amortization
Gross profit
Selling and administration
Earnings before interest and amortization

211,775

$

167,634

126,191

95,602

85,584

72,032

62,682

50,245

22,902

21,787

Interest

4,468

2,092

Amortization of plant, equipment and intangible assets

7,315

5,369

11,119

14,326

Earnings before other items
Unusual items (note 13)

1,960

1,173

Earnings before income taxes

9,159

13,153

2,955

4,417

Provision for income taxes (note 9)
Current
Future

Net earnings for the year
Retained earnings – Beginning of year, as previously stated
Effect of prior period adjustment (note 2)
Retained earnings – Beginning of year, as restated

150

269

3,105

4,686

6,054

8,467

79,260

74,494

–

(593)

79,260

73,901

Dividends
Class A and Class B shares

3,108

3,109
$

82,205

$

79,260

Class A shares

$

1.25

$

1.76

Class B shares

$

1.09

$

1.53

Retained earnings – End of year

Net earnings per share (note 11)
Basic and diluted
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CONSOLIDATED STATEMENTS OF CASH FLOWS
2006
For the years ended March 31, 2006 and 2005

|

in thousands of dollars

2005
(Restated — note 2)

Cash provided by (used in)

operating activities
Net earnings for the year

$

6,054

$

8,467

Items not affecting cash
(Gain) loss on disposal of property and equipment

(200)

55

Amortization of plant, equipment and intangible assets

7,315

5,369

(42)

151

Future income taxes

150

269

Amortization of deferred financing costs

121

69

13,398

14,380

5,586

(7,612)

18,984

6,768

6,022

–

Employee future benefits

Change in non-cash working capital items related to operations (note 14)

investing activities
Cash proceeds from sale of spirits division (note 3)
Proceeds from disposal of property and equipment
Purchase of property and equipment
Acquisition of businesses (note 3)

330

–

(7,521)

(7,406)

(44,333)

(1,331)

(45,502)

(8,737)

(477)

–

(44)

–

financing activities
Increase in deferred financing costs
Increase in other assets
Issue of Class A shares (note 10)
Increase in bank indebtedness
Increase in long-term debt
Repayment of long-term debt
Dividends paid

Increase in cash during the year
Cash — Beginning of year
Cash — End of year

131

430

5,539

7,210

56,325

–

(31,848)

(2,568)

(3,108)

(3,103)

26,518

1,969

–

–
–

–
$

–

$

–

$

4,325

$

2,074

Supplemental disclosure of cash flow information
Cash paid during the year for
Interest
Income taxes

4,515

4,965
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CONSOLIDATED NOTES TO FINANCIAL STATEMENTS

March 31, 2006 and 2005

1

|

in thousands of dollars, except per share amounts

SIGNIFICANT ACCOUNTING POLICIES
These consolidated ﬁnancial statements have been prepared in accordance with accounting principles generally accepted in Canada. Signiﬁcant
accounting policies adopted by the Company are as follows:

(A)

Basis of consolidation

These consolidated ﬁnancial statements include the accounts of the Company and all subsidiary companies. The purchase method has been
used to account for all acquisitions. The assets and liabilities of subsidiary companies acquired are included at their fair value on acquisition and
the results of operation are included from the date of acquisition. For the Rocky Ridge Vineyards Inc. joint venture, the Company has recorded
its proportionate share of the joint venture’s assets, liabilities, sales and expenses.
(B)

Revenue

Revenues are recorded when title passes to the customer. Excise taxes collected on behalf of the federal government, product returns, breakage
and discounts provided to customers are deducted from gross revenue to arrive at sales.
(C)

Inventories

Inventories are valued at the lower of cost and net realizable value. Cost is determined on an average cost basis.
Returnable containers are recorded at cost, less accumulated amortization. Amortization is based on their estimated useful lives which range
from 3 to 5 years.
(D)

Property, plant and equipment

Property, plant and equipment are carried at cost less accumulated amortization. Amortization of buildings, vineyards and equipment is calculated on the straight-line basis in amounts sufﬁcient to amortize the cost of buildings, vineyards and equipment over their estimated useful
lives as follows:
Buildings

2.5% per year

Vineyards

5% per year

Machinery and equipment

7.5% to 20% per year

Vineyard amortization commences in the year the vineyard yields a crop that approximates 50% of expected annual production.
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(E)
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Deferred financing costs

Deferred ﬁnancing costs are being amortized over the term of the related debt.
(F)

Goodwill

Goodwill represents the cost of investments in subsidiaries in excess of the fair values of the net tangible and identiﬁable intangible assets
acquired. Goodwill is not amortized but is tested for impairment on an annual basis, or more frequently if circumstances indicate that goodwill
may be impaired. The Company determines an impairment of goodwill based on the ability to recover the balance from expected future discounted operating cash ﬂows. Management has determined that there is no impairment in goodwill as at March 31, 2006 and 2005.
(G)

Intangible assets

Intangible assets include brands, customer contracts and customer-based relationships recorded at estimated fair value on the date of acquisition. Customer contracts and customer-based intangible assets are amortized on a straight-line basis over 12-15 years. Brands that have been
assessed as having an indeﬁnite life are not amortized but are tested for impairment at least annually, or more frequently if events or circumstances indicate that the asset might be impaired.
(H)

Impairment of long-lived assets and definite life intangible assets

The Company reviews long-lived assets and deﬁnite life intangible assets for impairment when events or circumstances indicate that the asset’s
carrying amount may not be recoverable. When management determines that an impairment exists, the impairment loss will be determined by
comparing the asset’s carrying amount to its fair value, which is determined using a discounted cash ﬂow model.
(I)

Net earnings per share

Basic net earnings per share have been calculated using the weighted average number of Class A and Class B shares outstanding during the year;
diluted net earnings per share have been calculated using the treasury stock method (note 11).
(J)

Segmented information

The Company produces and markets wine products and other beverages in Canada. A signiﬁcant portion of the Company’s sales are made to the
liquor control boards in each province in which the Company transacts business. Management has concluded that based on the type of products
sold and the fact that its customers are similar in nature, the Company operates in a single operating segment. In addition, a substantial portion
of the Company’s sales are made in Canada. As a result, management has concluded that the Company operates in one geographic segment.
During the year, the Company did have export sales of $11,700 (2005 - $7,365), which primarily relate to sales in the United States.
(K)

Measurement uncertainty

The preparation of consolidated ﬁnancial statements in accordance with Canadian generally accepted accounting principles requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and
liabilities at the date of the consolidated ﬁnancial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results may vary from the current estimates. These estimates are reviewed periodically and, as adjustments become necessary, are
reported in earnings in the years in which they become known.
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Fair values of financial instruments

Accounts receivable, accounts payable and accrued liabilities and short-term bank indebtedness are reﬂected in these consolidated ﬁnancial
statements at carrying values which approximate fair values because of the short-term maturities of these instruments. Long-term debt has a
ﬂoating interest rate and its carrying value, as reﬂected in the consolidated ﬁnancial statements, approximates fair value.
(M)

Income taxes

The Company follows the liability method of accounting for income taxes based on temporary differences. Future income taxes are provided for
all temporary differences between the ﬁnancial reporting and tax bases of assets and liabilities. The future income tax expense represents the
change during the year in future income tax assets and future income tax liabilities.
(N)

Stock-based compensation plans

The Company has stock-based compensation plans, which are described in note 10. Compensation expense is recognized, based on the fair
value method of accounting, for stock options granted under the Company’s stock option plan, for options issued after April 1, 2003.
(O)

Asset retirement obligations

The fair value of a liability for an asset retirement obligation is recorded in the year in which it is incurred. When the liability is initially recorded, the cost is capitalized by increasing the carrying amount of the related long-lived asset. Over time, the liability is increased to reﬂect an
interest element considered in the initial measurement of fair value. The capitalized cost is amortized over the asset’s useful life.
(P)

Hedging relationships

Derivative instruments that qualify as hedges are not recorded in the Company’s consolidated ﬁnancial statements. Subsequent changes in the
derivatives’ fair value are disclosed in the notes to the consolidated ﬁnancial statements as unrealized gains or losses. Derivative instruments
that do not qualify as hedges, or are not designated as hedges by management, are recorded in the consolidated balance sheets at their fair value
and are remeasured on a quarterly basis. The unrealized gains or losses are recorded through earnings as non-hedge derivative gains or losses.
(Q)

Employee future benefits

The Company sponsors deﬁned beneﬁt pension plans for certain employees. The costs of the deﬁned beneﬁt pension plans are actuarially
determined and include management’s best estimate of expected plan investment performance, salary escalation and expected retirement ages.
Adjustments arising from plan amendments or from actuarially determined gains or losses are amortized on a straight-line basis over the average remaining service period of active employees.
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PRIOR PERIOD ADJUSTMENT
During ﬁscal 2006, management uncovered evidence of a misappropriation of certain assets (related to an alleged fraud by a former nonexecutive employee). As a result, management determined that certain costs, which previously had been included in the cost of inventories,
should have been expensed. In addition, certain costs previously included in cost of goods sold have been reclassiﬁed as unusual items.
Accordingly, the consolidated ﬁnancial statements for the ﬁscal year ended March 31, 2005 have been restated as follows from the amounts
previously reported:
As previously reported
Cost of goods sold
Unusual items
Income tax expense
Net earnings
Inventories
Income taxes recoverable

$

96,660
–
4,730

Adjustment
$

(1,058)
1,173
(44)

As restated
$

95,602
1,173
4,686

8,538

(71)

8,467

62,045

(1,072)

60,973

408

1,101

Retained earnings as at March 31, 2005

79,924

693

(664)

79,260

Retained earnings as at March 31, 2004

74,494

(593)

73,901

The Company continues to investigate this matter and is looking at its potential remedies. No recoveries have been reﬂected in these consolidated ﬁnancial statements in respect of insurance coverage and/or potential restitution, as such amounts are not determinable at the date of these
consolidated ﬁnancial statements. Future recoveries related to this matter, if any, will be recorded on settlement.

3

ACQUISITIONS
During the ﬁscal 2006, the Company made the following acquisitions:
•

On May 2, 2005, the Company acquired certain assets of Thirty Bench Wines, located in Beamsville, Ontario, for cash consideration of
$4,723. The results of operations from May 3, 2005 have been included in these consolidated ﬁnancial statements.

•

On May 25, 2005, the Company acquired 100% of the common shares of Cascadia Brands Inc., located in Vancouver, British Columbia, for
cash consideration of $34,912, including costs and net of cash acquired. The results of operations from May 26, 2005 have been included in
these consolidated ﬁnancial statements.

•

On November 1, 2005, the Company acquired certain assets of Red Rooster Winery, located on the Naramata Bench near Penticton, British
Columbia, for cash consideration of $5,607, including acquisition costs. The results of operations from November 1, 2005 have been included in these consolidated ﬁnancial statements.

The following table summarizes the amounts paid or payable at the dates of the acquisitions and the allocation of purchase prices based on
management’s estimates of the fair values of assets and liabilities acquired:
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Thirty Bench Wines

Cascadia Brands Inc.

Red Rooster Winery

Total

Purchase consideration
Purchase price – net of cash acquired

$

4,723

$

34,912

$

5,607

$

45,242

Allocation
Accounts receivable
Inventory
Prepaid expenses

Property, plant and equipment
Intangible assets
Goodwill
Other assets

Debt

–

4,623

–

4,623

667

19,221

426

20,314

–

485

–

485

667

24,329

426

25,422

3,342

23,223

2,805

29,370

–

4,400

–

4,400

714

10,169

2,376

13,259

–

104

–

104

4,723

62,225

5,607

72,555

–

12,176

–

12,176

Accounts payable and accrued liabilities

–

5,931

–

5,931

Income taxes

–

1,750

–

1,750

Pension liabilities

–

4,015

–

4,015

Future income taxes

–

3,441

–

3,441

–
Net assets acquired

$

4,723

27,313
$

34,912

–
$

5,607

27,313
$

45,242

On November 10, 2005, the Company sold certain assets related to the spirits division which was acquired through the purchase of Cascadia
Brands Inc. The assets were sold for proceeds of $6,022. As a result of the sale, goodwill was reduced by $1,129 and intangible assets were
reduced by $200. No gain or loss was realized on the sale of these assets.
2005 acquisitions

On January 25, 2005, the Company acquired all of the outstanding shares of Wine Not Inc. for cash consideration of $1,331, including acquisition costs and net of assumed bank indebtedness. The Company has also recorded approximately $405 of additional purchase consideration to
be paid at a later date. Details of net assets (liabilities) acquired are as follows: net working capital deﬁciency - $(322); property, plant and
equipment - $8; customer-based intangible assets - $3,050; future income tax liability - $(1,000). This transaction was accounted for using the
purchase method. The results of operations from January 26, 2005 have been included in these consolidated ﬁnancial statements.

4

INVENTORIES
2005

2006
Packaging materials and supplies

$

12,853

Bulk wine

38,351

Finished goods

19,324
$

70,528

$

7,598
36,871
16,504

$

60,973
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5

P R O P E R T Y, P L A N T A N D E Q U I P M E N T
2005

2006
Accumulated

Accumulated
Cost
Land

$

4,807

amortization
$

–

Cost

Net
$

4,807

$

amortization

2,443

$

–

Net
$

2,443

Vineyards

20,823

2,016

18,807

8,944

1,572

7,372

Buildings

35,243

8,292

26,951

27,922

7,228

20,694

Machinery and equipment

73,824
$ 134,697

38,792
$

49,100

60,522

35,032
$

85,597

$

35,134

99,831

$

43,934

25,388
$

55,897

Included in property, plant and equipment are assets held for sale, which have a net book value of $1,728. These assets relate to the Company’s
Port Moody winery facility, which was closed during the year (note 13).
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OTHER ASSETS
2005

2006
Brands – indefinite lives

$

Customer-based intangible assets, net of accumulated amortization of $291 (2005 – $36)

$

–

3,285

3,453

Deferred financing costs, net of accumulated amortization of $290 (2005 – $169)

665

309

Other assets

148
$

7

4,200

8,298

–
$

3,762

BANK INDEBTEDNESS AND LONG-TERM DEBT
2005

2006
Term bank loan A

$

17,313

$

19,563

Term bank loan B

32,750

–

Term bank loan C

5,828

–

325

–

56,216

19,563

Other

Less: Current portion

2,250

5,888
$

50,328

$

17,313
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The Company has established the following credit facilities:
A demand loan facility with a borrowing limit of $43,000 (2005 - $43,000), which incurs interest at the Royal Bank of Canada prime rate. As at
March 31, 2005, the unused portion of this demand loan facility was $5,705 (2005 - $11,719). Effective April 1, 2006, the borrowing limit was
increased to $60,000.
The term bank loan A relates to a long-term debt facility with the Bank of Montreal. The $25,000 term bank loan facility is for a term of seven
years, maturing on October 1, 2009 and incurs interest at the Bank of Montreal’s Banker’s Acceptance rate plus 1.2%. This term bank loan is
repayable in monthly principal payments of $187. The Company also entered into an interest rate swap, which effectively ﬁxed the interest rate
on this term bank loan at 5.99% for the term of the debt. As at March 31, 2006, the fair value of the swap, which was calculated using year-end
market rates, amounted to an unrealized loss of $216 (2005 - $651). The Company has no plans to unwind this position prior to maturity.
The term bank loan B is a long-term debt facility with the Bank of Montreal. This $35,000 term bank loan facility is for a term of seven years,
maturing on May 31, 2012 and incurs interest at the Bank of Montreal’s Banker’s Acceptance rate plus 1.2%. This term bank loan is repayable in
monthly principal payments of $250. The Company also entered into an interest rate swap, which effectively ﬁxed the interest rate on this term
bank loan at 5.3% for the term of the debt. As at March 31, 2006, the fair value of the swap, which was calculated using year-end market rates,
amounted to an unrealized gain of $402 (2005 - $nil). The Company has no plans to unwind this position prior to maturity.
The term bank loan C relates to a long-term debt facility with the Bank of Montreal. This $6,000 term bank loan is for a term of seven years
maturing on September 28, 2012 and incurs interest at the Bank of Montreal’s Banker’s Acceptance rate plus 1.2%. This term bank loan is
repayable in monthly principal payments of $43. The Company also entered into an interest rate swap, which effectively ﬁxed the interest rate
on this term bank loan at 5.61% for the term of the debt. As at March 31, 2006, the fair value of the swap, which was calculated using year-end
market rates, amounted to an unrealized gain of $2 (2005 - $nil). The Company has no plans to unwind this position prior to maturity.
The Company and its subsidiary companies have provided accounts receivable, inventories and property, plant and equipment as security for
these loan facilities.
Interest on long-term debt during the year was $2,742 (2005 - $1,231).
Annual principal repayments for the years ending March 31 are as follows:
2007

$

5,888

2008

5,888

2009

5,848

2010

14,080

2011

3,515

Thereafter

20,997
$

56,216
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8

EMPLOYEE FUTURE BENEFITS
The Company has deﬁned beneﬁt pension plans and deﬁned contribution savings plans for its employees. The total expense for the deﬁned
contribution savings plans was $946 (2005 - $780). Information about the deﬁned beneﬁt pension plans is as follows:
2005

2006
Plan assets
Fair value – Beginning of year

$

4,241

$

4,119

Acquisition of Cascadia Brands Inc.

8,390

–

Actual return on plan assets

1,127

376

Company’s contributions

840

–

Employees’ contributions

13

10

Benefits paid
Fair value – End of year

(264)

(636)
$

13,975

$

4,241

5,746

$

5,564

Plan obligations
Accrued benefit obligations – Beginning of year

$

Acquisition of Cascadia Brands Inc.

–

12,405

Total current service cost

440

39

Interest cost

850

328

Benefits paid

(636)

(264)

Actuarial losses
Accrued benefit obligations – End of year

79

667
$

19,472

$

5,746

$

(5,497)

$

(1,505)

$

(4,224)

Funded status
Plan deficits
Unamortized actuarial losses
Accrued benefit liabilities

1,254

1,273
$

(251)

Benefit plan expense
Current service cost

$

Interest cost
Expected return on plan assets
Employee contributions
Amortization of net actuarial loss, net of transition asset
Net benefit plan expense

440

$

338

(793)

(280)

(13)

(10)
64

313
$

39

851

798

$

151
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The signiﬁcant actuarial assumptions adopted in measuring the Company’s accrued beneﬁt obligations and beneﬁt costs are as follows:
2005

2006
Discount rate

5%

6%

Expected long-term rate of return on plan assets

7%

7%

Rate of compensation increase

5%

5%

Retirement age

65 years

65 years

Expected average remaining service life

10 years

5 years

Expected return

The expected return on plan assets is based on a market-related value, speciﬁcally, the settlement rate calculated in accordance with the
Canadian Institute of Actuaries Standard of Practice for Calculating Pension Commuted Values.
Amortization of actuarial gains and losses

All actuarial gains and losses are amortized over the expected average remaining service life which is 10 years. Amortization begins in the ﬁscal
year immediately following the year in which the gains or losses are calculated.
Plan assets

The plan’s assets consist of the following:
Trimark Growth Fund

2006

2005

11 %

33 %

JF Balanced Fund

11

33

McLean Budden Balanced Fund

12

34

Canadian equities

20

–

Foreign equities

16

–

Bonds

22

–

Cash and cash equivalents

8

–

100 %

100 %

Actuarial valuation

The most recent actuarial valuation of the plan for funding purposes was performed as at December 31, 2004. The next actuarial valuation of
the plan for funding purposes will be required no later than December 31, 2007 or in the event of a plan amendment.
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I N C O M E TA X E S
The signiﬁcant temporary differences giving rise to the future income tax liability are comprised of the following:
2005

2006
Property, plant and equipment

$

Goodwill and intangible assets

$

8,352

3,110

4,566

Employee future benefits

(85)

(1,218)

Other

25

681
$

12,381

$

3,114

5,710

$

8,760

$

4,600

The Company’s income tax expense consists of the following:
2005

2006
Provision for income taxes at blended statutory rate of 34.0% (2005 – 35.0%)
Permanent differences and non-deductible items
Large corporations tax
Future income tax rate changes

275

139

80
–

(888)

Other

(269)

400
$

10

340

$

3,105

4,686

C A P I TA L S T O C K
Authorized
Shares
Class A shares, non-voting

Unlimited

3,962,547

Class B shares, voting

Unlimited

1,001,547
4,964,094

$

$

2006

2005

Issued

Issued

Amount

Shares

6,975

3,954,302

400

1,001,772

7,375

4,956,074

Amount
$

6,844
400

$

7,244

Class A shares are non-voting and are entitled to a dividend in an amount equal to 115% of any dividend paid or declared on Class B shares.
Class B shares are voting and convertible into Class A shares on a one-for-one basis. During 2006, 225 (2005 - 200) Class B shares were converted into Class A shares.
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Stock option plan

The Company has a stock option plan for executives and directors. All options under the plan are for Class A shares only and are for a term
of ﬁve years from the date of grant. These options become exercisable with respect to 25% of the total number of shares subject to option
immediately and 25% on each of the three successive anniversaries of the date of the grant. Stock options are subject to certain conditions
of service. As at March 31, 2006, there are no stock options outstanding (2005 - 8,020 stock options exercisable at $16.30 per share and
expiring on October 22, 2007).
During 2006, no stock options to purchase Class A shares were issued (2005 - nil), 8,020 stock options were exercised for proceeds of $131
(2005 - $430) and no stock options expired (2005 - 2,000). As at March 31, 2006, no stock options (2005 - 4,010) were exercisable under the
terms of the stock option plan.
Effective April 1, 2003, the Company commenced accounting for all stock options granted on or after April 1, 2003 using a fair value based
method that recognizes the compensation cost as an expense in the period. No new stock options have been granted since April 2003. As permitted by The Canadian Institute of Chartered Accountants Handbook Section 3870, “Stock Based Compensation and Other Stock-Based
Payments,” the Company applied the intrinsic value based method of accounting for stock options granted to employees and directors subsequent to April 1, 2002 but before April 1, 2003. Accordingly, no compensation cost has been recognized for the stock option plan.
Stock purchase plan

The Company’s employees and directors participate in a Company-sponsored stock purchase plan. Under the terms of the plan, employees can
purchase up to 200 Class A shares and directors can purchase up to 250 Class A shares on an annual basis. Employees are required to pay 67%
of an established market price per Class A share, whereas directors are required to pay 50%. The Company is responsible for the remainder of
the cost and, during 2006, expensed $178 (2005 - $191) related to this program. Ofﬁcers of the Company also participate in a long-term incentive program, which is used to purchase Class A shares of that Company on the open market.
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NET EARNINGS PER SHARE
The following is a reconciliation of the weighted average number of shares outstanding for basic and diluted net earnings per share computations:
2005

2006
Net earnings for the year

$

Weighted average number of shares outstanding
Dilutive effect of options
Weighted average number of shares outstanding – diluted

$

6,054

8,467

Class A

Class B

Class A

Class B

3,955,839

1,001,641

3,948,225

1,001,822

–

–

2,600

–

3,955,839

1,001,641

3,950,825

1,001,822

Net earnings per share
Basic and diluted

$

1.25

$

1.09

$

1.76

$

The dilutive effect of outstanding stock options on net earnings per share is based on the application of the treasury stock method. Under
this method, the Company assumes that the proceeds from the potential exercise of such stock options are used to purchase Class A
non-voting shares.

1.53
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COMMITMENTS AND CONTINGENCIES
Future minimum lease payments as at March 31, 2006 under long-term non-cancellable leases are as follows:
2007

$

3,789

2008

2,946

2009

2,154

2010

1,685

2011

852

Thereafter

280
$

11,706

As at March 31, 2006, the Company held $14,250 in US dollar-denominated foreign exchange forward contracts at an average rate of $1.14
expiring at various dates to March 2007. The Company also held €1,325 Euro-denominated foreign exchange forward contracts at an average
rate of $1.39 expiring at various dates to March 2007. These contracts are designated as hedges against future inventory purchases. Resulting
gains and losses from the use of these instruments are recorded upon maturity of the transaction. As at March 31, 2006, the unrealized gain on
these contracts amounted to $287 (2005 unrealized loss - $206).
The Company has a 50% equity interest in Rocky Ridge Vineyards Inc. and has guaranteed that company’s bank indebtedness in the amount of
up to $1,750.

13

U N U S UA L I T E M S
Unusual items are as follows:
2005

2006
Closure costs related to Port Moody winery facility

$

1,828

$

1,960

Other (note 2)

$

–
1,173

132
$

1,173

During ﬁscal 2006, the Company closed its Port Moody winery facility and transferred production to its winery operations in Kelowna,
British Columbia. The resulting closure and other restructuring costs incurred to date, including the integration with Cascadia Brands Inc.,
amounted to $1,828.

42

14

A N D R É S W I N E S LT D . A N N UA L R E P O R T 2 0 0 6

N O N - C A S H W O R K I N G C A P I TA L I T E M S
The change in non-cash working capital items related to operations is comprised of the change in the following items:
2005

2006
Accounts receivable

$

Inventories

(225)

$

(9,231)

6,311

Prepaid expenses

418

548

Income taxes recoverable

(693)

(1,560)

Accounts payable and accrued liabilities

3,464

512

Income and other taxes payable

(506)

–
$

5,586

(1,064)

$

(7,612)
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VINEYARDS STORE LOCATIONS
Ajax

Cambridge

Hamilton

Nepean

Ottawa

Toronto

30 Kingston Rd. W.

400 Conestoga Blvd.

75 Centennial Parkway N.

100 Bayshore Dr.

2515 Bank St.

2273 Bloor St. W.

(905) 428-7829

(519) 624-1103

(905) 561-4504

(613) 721-3826

(613) 523-5837

(416) 766-8654

260 Kingston Rd. E.

980 Franklin Blvd.

1579 Main St. West

1460 Merivale Rd.

(905) 428-6500

(519) 622-1187

(905) 522-8882

(613) 723-5507

Owen Sound

(416) 762-8635

955 Westney Rd. S.

180 Holiday Inn Dr.

50 Dundurn St. S.

59 Robertson Rd.

1150 Sixteenth St. E.

656 Eglinton Ave. E.

(905) 683-1705

(519) 651-1145

(905) 528-4003

(613) 820-7219

(519) 371-8664

(416) 485-0093

Ancaster

Collingwood

Keswick

Newmarket

Peterborough

(416) 693-6336

977 Golf Links Rd.

640 First St. Extension

24018 Woodbine Ave.

20 Davis Dr.

661 Lansdowne St.

125 The Queensway

(905) 648-1465

(705) 444-1730

(905) 476-8544

(905) 895-2412

(705) 742-9601

(416) 201-8221

3671 Dundas St. W.

50 Musgrave St.

12 Hurontario St.

Aurora

(705) 446-2237

15500 Bayview Ave.
(905) 726-2454
15278 Yonge St.
(905) 841-6467

Barrie

East York

201 Cundles Rd. E.
(705) 739-1553

(905) 853-0401

Scarborough

1048 Midland Ave.

16640 Yonge St. N.

3221 Eglinton Ave. E.

(613) 389-6139

(905) 830-3448

(416) 267-2795

17725 Yonge St. N.

45 Ripley Ave.
(416) 604-4343
87 Avenue Rd.

Kitchener

(905) 953-1269

Simcoe

46 – 875 Highland Rd. W.

18200 Yonge St.

470 Norfolk St. S.

1015 Broadview Ave.

(519) 742-5844

(905) 895-2412

(519) 426-1033

(416) 467-7760

750 Ottawa St. S.

North York

St. Catharines

321 Toronto St. S.

Etobicoke

3090 Bathurst St.

111 – 4th Ave.

(905) 852-5008

245 Dixon Rd.

London

(416) 256-0462

(905) 988-1977

(416) 614-8082

3501 Yonge St.

285 Geneva St.

1030 Adelaide St. N.

4242 Dundas St. W.

(416) 481-7699

(905) 646-7363

(519) 679-3717

(519) 745-2183

221 Glendale Ave.

(416) 237-9143

1244 Commissioners Rd.

487 Queen St. S.

380 The East Mall

(519) 657-7517

Oakville

(905) 857-4166

(416) 695-9567

1201 Oxford St. W.

511 Maple Grove Dr.

Bramalea

Fergus

(519) 657-4742

(905) 338-3042
1500 Upper Middle Rd. W.

Highway 7 & Dixie Rd.

800 Tower St. S.

395 Wellington Rd. S.
(519) 649-7180

(905) 847-2944

785 Wonderland Rd. S.

321 Cornwall Rd.

(519) 471-5312

(905) 844-2662

(905) 793-4246

(519) 787-7721

Brampton

Georgetown

930 North Park Dr.

171 Guelph St.

(905) 793-9071

(905) 877-1815

411 Louth St.
(905) 685-9779
318 Ontario St.
(905) 685-8898
600 Ontario St.

(905) 858-0123

1151 Dundas St. W.

2025 Guelph Line

(905) 945-9982

(905) 276-7103
1240 Eglinton Ave. W.

5353 Lakeshore Rd.

Guelph

(905) 681-8282

297 Eramosa Rd.

4099 Erin Mills Parkway

4025 New St.

(519) 824-7922

(905) 607-6246

(905) 632-8580

160 Kortright Rd. W.

6040 Glen Erin Dr.

3505 Upper Middle Rd.

(519) 837-9293

(905) 858-2443

(905) 336-9101

167 Silver Creek Parkway

250 Lakeshore Rd. W.

(519) 837-0540

(905) 274-2280

(905) 819-0202

910 Southdown Rd.
(905) 855-9213

9200 Bathurst St.
(905) 707-6118
2911 Major Mackenzie Dr.
(905) 303-9112

(905) 934-7430

Waterloo

315 Lincoln Rd.

(613) 834-9924

361 South Service Rd.

Vaughan

(519) 633-6343

(519) 942-8752

(905) 319-8670

(613) 749-9618

(519) 747-5897

5602 – 10th Line W.

(905) 820-9958

100 Mcarthur Rd.

Orangeville

1224 Place D’orleans

Grimsby

Vanier

450 Erb St. W.

50 – 4th Ave.

2150 Burnhamthorpe Rd. W.

Uxbridge

1063 Talbot St.

Mississauga

1250 Brant St.

(416) 923-6336

St. Thomas

(519) 668-2224

Gloucester

(905) 336-3849

(905) 688-4767

3040 Wonderland Rd. S.

227 Vodden St.

Burlington

(416) 598-8880

(416) 481-2333

Bolton

(905) 459-2386

228 Queens Quay

Kingston

1605 Bayview Ave.

11 Bryne Dr.
(705) 725-8121

1111 Davis Dr.

(519) 746-7226

Stoney Creek

Oshawa

102 Highway 8

Welland

1385 Harmond Rd. N

(905) 664-3188

821 Niagara St.

(905) 438-1800

(905) 714-9521

1300 King St. E.
(905) 728-3767

Whitby

285 Taunton Rd. E.

1615 Dundas St. East

(905) 571-6167

(905) 728-4118
200 Taunton Rd.
(905) 668-7568
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