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B QUAL EXCHANGE, INC.
INCOME STATEMENTS

Years Ended December 31, 1996 and 1995

NET INCOME

TATEMENT OF CHANGES
IN RETAINED EARNINGS

Years Ended December 31, 1996 and 1995

1996 1995
SALES $3,611,293 2,902,719
COST OF SALES 2,119,383 1:989,.763
GROSS PROFIT 1,491,910 912,956
OTHER OPERATING REVENUE 989 1,508
TOTAL OPERATING REVENUE 1,492,899 914,464
OPERATING EXPENSES 1., L3, AG2 255,905
INCOME FROM OPERATIONS 356,107 158,559
OTHER INCOME (EXPENSE) :
Interest Income By 352 3487
Charitable Contributions (27 #2004 —
Loss on Disposal of Assets (10,198) -
Interest Expense (55.322) (34,406)
TOTAL OTHER INCOME (EXPENSE) (89,368) (30,919)
INCOME BEFORE TAXES 266,739 127640
PROVISION FOR INCOME TAXES 142, 449 40,844

$§ 154,290 § 86,796

1996 1995
BALANCE AT BEGINNING OF YEAR 5 164,317 5 89,495
NET INCOME 154,290 86,796
DIVIDENDS DECLARED ON PREFERRED STOCK (13,872) (11,974)
BALANCE AT END OF YEAR $ 304,735 5 164,317

o N
Along with our new marketing department and initiative, we have also expajgded o ales team,
Ahq"-‘_ i, B

our warehouse team, our administrative team and have begun to build a |

campaign around fair trade issues.

To make it possible to do all of this, we also successfully completed our yearlong g
having raised almost $300,000 in new equity and added more than 60 new investorg {06
family of people who are investing in social change through fair trade. We furthe;
growth by expanding our inventory credit facility through Shared Interest, an al
that works with Third World producers and fair trade organizations. :

We also broadened our own scope of support for fair trade by investing 10% of'ou - i
(in the form of charitable contributions) in other initiatives working toward' cres
trade and a better world.

Finally, we expanded our ability to offer advance credit (through Shared Inte

: ; BOARD OF DIRECTORS
and can now advance up to 60% of the purchase price as far as 10 months in 9 9

This is a crucial part of the fair trade equation and one that is not offered ( Hilary Abell

any of our socially responsible competitors. Although this is a financial risk 2 / Clark Arrington
. Bob Burke
Rink Dickinson

Myrna S. Greenfield

make a 25% guarantee of all advances), we remain committed to working wi hp

a sustainable model of trade that creates real structural changé in their comm
Jean Mason

. % A Michael Rozyne

In closing, I am happy to report that our small bt erowing Markissect
g y Lisa Woodside

community remains inspired, passionate and energized;
you to join us as we continue to stretch what’s possib

another small piece of our dream part of our daily e
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QLIAL EXCHANGE, INC.
BALANCE SHEETS

December 31, 1996 and 1995

Assets
1996 19895
CURRENT ASSETS
31 Cash § 435,435 § 79,620
A Accounts Receivable
(net of allowance for doubtful accounts
of $7,587 in 1996 and $6,994 in 1995) 390,016 375 617
Inventory 1, 138,033 570,607
Prepaid Expenses 26,921 7,424
Deferred Income Tax 13,541 —
TOTAL CURRENT ASSETS 2,003,946 1,033,268
PROPERTY & EQUIPMENT
Furniture, Fixtures and Eguipment 221,926 198,306
Leasehold Improvements 48,054 37,488
TOTAL 269,980 235,794
Less Accum. Depreciation 125,042 89,432
NET PROPERTY & EQUIPMENT 144,938 146,362
OTHER ASSETS
Organizational Costs
(net of amortization of $3,273
in 1996 and $2,868 in 1995) 12,923 1.3, 328
Lease Acguisition Costs
(net of amortization of $792
in 1996 and $179 in 1995) 2;274 2,887
Deposits 4,520 4,520
TOTAL OTHER ASSETS 19,717 20,735

TOTAL ASSETS

$2,168,601 $1,200,365

Rink Dickinson, Director gf Sales

Annual sales in 1996 reached $3.6 million, up 24% from 1995.
This success was due to several factors, including the position of
the world coffee market, continued retention and growth of our
loyal account base and the addition of important new accounts.
Even more importantly, 1996 saw the smooth transition of two

people into and two people out of the department.

Because coffee prices remained high, particularly in the specialty market, Equal Exchange was
able to both pay farmers good prices and receive a relatively high price from our customers.

Equal Exchange maintained its record of strong account retention and growth in 1996. Over 95% of
our top 100 accounts from 1995 remained strong in 1996. The majority of them grew. This retention,
coupled with significant new account growth, led to our impressive growth of over 24%. Noteworthy
new customers for the year included: Good Day Market (Maine), Merchant of Vino (Michigan), Horizon
Distributors (Canada), Brown University (Rhode Island) and Medici Restaurant (Illinois).

Among the disappointments of 1996 was Hilary Abell leaving the sales team after great success in
both New York and Wisconsin. At the same time, Erbin Crowell was recruited into a position in
design, marketing and organizing.

Two new farmer representatives joined the department in June; Beth Milardo and
Jessie Myszka. Their intelligence, commitment and enthusiasm have greatly
strengthened and energized the sales team.

Page 4
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AIR TRADE
CAPITAL

Clark Arrington, Capital Coordinator

@ Jur MISSION

Equal Exchange’s mission is to build long-term trade partnerships
that are economically just and environmentally sound, to foster
mutually beneficial relations between farmers and consumers and
to demonstrate, through our success, the viability of worker

cooperatives and fair trade.

6 LIIDING PRINCIPLES

Trade directly with democratically organized small farmer
cooperatives

Provide producers with advance credit for crop production
Pay producers a guaranteed minimum price that provides a
stable source of income as well as improved social services
Provide high quality food products

Support sustainable farming practices

Build a democratically-run cooperative workplace

Develop more environrnentally sound business practices

Our private placement offering of Class B Preferred stock netted 65 new shareholders and increased
our equity base to in excess of $550,000. Of the 65 new shareholders, the overwhelming majority
were either cutting edge, socially responsible investors or political activists. All of the investors,
however, manifested a commitment to fair trade and recognition that a growing fair trade enterprise
needs fair trade capital.

For the eighth consecutive year we declared dividends on the Class B Preferred. The 1996
dividend was a record high 8%. We will still continue to target dividends at 5%, but when
we experience extraordinary success as we did in 1996, we are committed to sharing that
success with all of our stakeholders.

Being the only for-profit, fair trade company in the United States,
we are not yet ready to declare success in establishing fair trade as
a viable, alternative way of doing business. Yet 1996 brought
increased encouragement, optimism and confidence that this goal
can be achieved. Last year’s profits and new equity capital allowed
us to expand our producers from 9 to 12 and also allowed us to
launch our first-ever marketing campaign. So far the results have
been very encouraging.

As we continue to grow, so will our needs for fair trade capital. Another private offering is

planned for Summer 1997. We look forward to this challenge and are encouraged by the investor

support and company performance experienced in 1996.

Page 6
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