Located on the historic Ile Jesus
across the Riviere des Prairies, this land
of parks and farmland is not exactly
where you might expect to find North
America’s most talked-about conven-
ience chain.

Then again, like the fertile soil of its
Laval, Quebec, home base, Alimenta-
tion Couche-Tard has cultivated a rich
bounty of stores in a fairly short time.
That collection has led this relatively
obscure company to claim the second-
largest combined convenience store
count in the United States and Canada,
with expectations of surpassing the ven-
erable 7-Eleven sometime this year.
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Couche-Tard is not only the preem-
inent roll-up performer in the conven-
ience channel, but its model is also
radically different from both its acqui-
sition-hungry predecessors of both the
late 1980s and late 1990s and the tra-
ditional chains that saturate the neigh-
borhoods we live in.

This voracious appetite to unite
fragmented swaths in the Midwest,
Southeast and on the West Coast is not
driven by gaudy fuel margins, buy-and-
sell speculation, blissful ignorance of
the channel or unrealistic dependence
on silver-bullet solutions.

It is guided by Alain Bouchard, the
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modest yet self-assured French-speak-
ing businessman who is driven less by
ego than by a global vision. He believes
the channel’s fragmentation is like that
of no other retail sector, and that his
business strategy of decentralized man-
agement, creating companies within
companies to run each region, is the
answer to handling such disparate
stores in far-away stretches.

While Couche-Tard has achieved
limelight status for a couple of years,
the acquisition of the behemoth Circle
K operation—with plans to make the
moniker its U.S. brand—poses the
company’s most severe challenge



[CSP—April °04, p. 28]. And with pro-
nouncements of an ambitious expan-
sion plan on the horizon, the company
and its chief executive face unprece-
dented scrutiny from industry watch-
ers and investors.

Key Questions

The purchase of the 2,290-store Circle
K chain in December 2003 was not the
first time Couche-Tard assumed the
daunting task of integrating an entity
essentially the same size of its own
combined network of Canadian and
U.S. stores.

The company faced similar chal-
lenges, albeit on a smaller scale, in 1999,
when it surged from 295 stores to 1,275
with the purchase of Western Canadian
Silcorp Ltd. Analysts gave the Silcorp
integration high marks, as they did with
Couche-Tard’s nine other acquisitions
in the United States and Canada, rang-
ing from as little as six stores to more
than 400 sites from the bankrupt Ohio
chain Dairy Mart.

Now, with Circle K, the question
becomes whether Bouchard and his
tight-knit group of top executives can
shepherd their latest acquisition into
its lower-cost, decentralized mindset.

The industry already knows much
about how Couche-Tard restructured
Circle K into separate business units,
allowing these regions to act as inde-
pendent, autonomous entities. With
that structure comes reduced overhead
and a swifter model that not only
responds quicker to local competition,
but can also generate the cash flow nec-
essary to sustain even further growth
by acquisition.

The strategy has pluses and minuses.
The key question may not lie in the
whole, but in the fragmented parts.

“I'm surprised _
that there’s no single
player with 10% |
of the market””

—Alain Bouchard
Alimentation Couche-Tard \§

From his perspective, Bouchard
firmly believes consolidation in the
industry is necessary. “I'm surprised
that there’s no single player with 10%
of the market,” he says, estimating that
a single company could successfully
achieve a network of 13,000 stores.
“The market has to be consolidated. It
makes sense.”

But can Couche-Tard afford it?

Numbers Look Good

A study of Couche-Tard’s financials tells
a story of a company not only willing
to spend to reach its optimal potential,
but also a chain with clear sight of an
acceptable debt load, an eye for favor-
able—albeit variable—interest rates,
an aggressive focus on ridding costly
layers of management, and a mindset
of continual capital reinvestment via a
decentralized operational and manage-
ment structure.

But placing Couche-Tard’s financial
responsibility under a microscope is
cause for serious migraine. Truth is,
proper financial understanding requires
same-store analytics, debt-to-cash-flow
measures and actual multiples to assess
whether the operator has overestimated
its acquisitions or paid a reasonable
price for companies such as Bigfoot,
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Dairy Mart and, most importantly, the
voluminous Circle K. For comparison
purposes, Couche-Tard says it has
exceeded 15% annual growth over the
past five years.

The rapid spree and integration that
started with Silcorp has precluded an
apples-to-apples scenario, though the
company does offer such a glimpse on
a limited market basis. It is also impos-
sible to predict interest rates, which the
company to date has effectively
exploited with superior variable rates.
One other aspect that’s clear, say finan-
cial analysts who track the company or
have observed this retail phenomenon,
is Couche-Tard doesn’t assess assets
based merely on yesterday’s perform-
ance (or even today, for that matter)
but by their potential.

“The difference in what makes
Couche-Tard better is they’re a mer-
chandiser first and foremost,” says
Michael Van Aelst, an analyst at CIBC
in Toronto. “They integrate their acqui-
sitions. Many of the roll-up companies
from the 1990s got caught when they
made acquisitions but didn’t integrate
them. Couche-Tard also generates a lot
of cash flow.”

Approaching year end, Couche-Tard
was operating with a $600 million debt
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