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Hudson Bay Mining is a diversified naturai-resources
organization consisting of divisions, subsidiaries and
associated companies with investments in base metals,
petroleum and fertilizers. While base metals continue
to figure prominently in the Company’s activities, par-
ticularly in plans for growth, appropriate opportunities
for further diversification in natural resources are being
sought constantly.

The Company has operated its own copper-zinc mines
and metallurgical plants in northern Manitoba and
Saskatchewan, Canada, since 1930 and during the last
15 years made major investments in copper mining in

the U.S., in crude oil and natural gas in North America
and Indonesia, in fertilizers, feed ingredients and crop-
protection chemicals in the U.S., in industrial chemicals
and zinc diecastings in Canada, and in exploration
services.

Hudson Bay Mining was incorporated on December
27, 1927; as of January 1, 1979, the authorized capital
comprises an unlimited number of common shares, which
are traded on the Toronto, New York and Montreal
stock exchanges. On January 1, 1980, the Company had
9,556 shareholders and the total number of shares issued
was 10,101,739.
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A five-charge blast breaks copper ore at one of Inspiration Consolidated Copper’s many open-pit mines in Arizona

Report of the Directors

Financial

The year 1979 was one of progress and achievements but
production shortfalls at Flin Flon, Manitoba, and in
Arizona prevented us from receiving the maximum ben-
efit of the high prices for copper, gold and silver. Our
improved financial results enabled dividends to be
reinstated and a total of 80¢ per share was paid in 1979.

Although our net earnings of $30,798,000 for 1979,
before extraordinary items, represent a substantial
improvement over the earnings for the previous two
years — $5,093,000 in 1978 and $4.413,000 in 1977 —
they are still not satisfactory in terms of a reasonable
return on capital invested, particularly if one takes
replacement values of assets into account. Both the
metals operations, the Canadian Metals Division and
Inspiration Consolidated Copper Company, in the U.S.,
recorded significantly better results than for 1978. The
earnings of the petroleum subsidiaries continued to in-
crease but the earnings of Terra Chemicals Interna-
tional, Inc., our U.S. fertilizer subsidiary, were again
disappointing although they were higher than for 1978.
Unrealized currency adjustments arising from the con-
version of the working capital of our foreign subsidiaries
to Canadian dollars resulted in a loss, after deducting
minority interest, of $368,000, compared with a net gain
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of $2.6 million in 1978. Towards the end of the year we
repurchased certain forward gold sale contracts at a
cost of $8,468,000 at prices substantially below the cur-
rent levels.

In the second half of 1979 we acquired 597,600 shares
(9.8%) of Rosario Resources Corporation, of New York,

Analysis of net earnings by source

1979 1978

(in thousands)
Metals $31,499 $ 2429
Petroleum 7,488 6,379
Fertilizers and chemicals 958 _ 2,125
39,945 10,933
2,926 5,840

Net earnings $34019 % 5,093

Operating contributions before corporate costs include
relevant investment amortization; in the case of fertilizers
and chemicals, significant foreign currency translation
adjustments are also included.




on the open market for approximately $24 million. On
January 16, 1980, we made a tender offer for the
remaining Rosario common shares for US $65 per share.
Amax Inc., of Greenwich, Conn., which had with-
drawn an earlier merger agreement with Rosario,
subsequently acquired approximately 27% of the
company, also on the open market. In the light of, among
other things, Amax’s equity position and delays resulting
from Federal Trade Commission requests for additional
corporate information, we decided to withdraw our offer
and we sold our entire holding of 597,600 shares to Amax
for $51.,816,000 in cash.

Metals

The Canadian Metals Division contributed $27 888,000
to our net earnings before corporate costs; the major
portion of this contribution came from the Flin Flon-
Snow Lake operations. The total tonnage mined was
lower than planned as were the ore grades, which
together with lower recoveries of copper and zinc in the
metallurgical plants caused our production of metals to
fall short of our targets. The new concentrator near
Stall Lake Mine in the Snow Lake area was officially
opened on June 28 and is operating satisfactorily.
Studies are continuing regarding the upgrading of our
metallurgical plants at Flin Flon. While these studies
involve all our plants, the major expenditure would
be on the zinc plant. The substantial increases in prices
for precious metals has had a significant bearing on the
selection of process routes and it is expected that a
decision will be taken later this year.

The Company has signed a Letter of Intent with Falcon-
bridge Nickel Mines Limited and Stall Lake Mines Lim-
ited to lease their jointly owned orebody in northern
Manitoba for a royalty of 7% of the net realized value
from the metals produced. The orebody, a small high-
grade copper deposit approximately one mile from our
Stall Lake Mine, will cost $14.5 million to develop and
production is expected to begin during the latter half of
1982. Construction at the new Spruce Point Mine, also
in northern Manitoba, is on schedule. Tantalum Mining
Corporation of Canada Limited, which had a good year
as tantalum prices reached a record high, has announced
a $1-million expansion plan that will increase the through-
put capacity of the metallurgical plant from 175,000
tons annually to 250,000 tons by permitting the reproc-
essing of 75,000 tons of tailings annually.

As announced previously, the Government of
Saskatchewan has refused to renew our license to oper-
ate our hydro-electric plant at Island Falls on the
Churchill River after April 1, 1981. Negotiations were
held with the Saskatchewan Power Corporation to de-
termine the compensation to be paid to the Company
but no agreement was reached and it was mutually
agreed to submit the matter to the Saskatchewan Court
of Queen’s Bench. Negotiations are underway with the
Manitoba Hydro Commission to replace this power and
although the new costs will be substantially higher than
our current charges, we hope to offset the difference
somewhat by efficiencies and improvements in our
operations.

Inspiration Copper contributed $3,611,000, after ad-
justments but before our corporate costs, to our earn-
ings. Mining problems in the early part of the year due
to extreme rainfall, low recoveries in the concentrator,

operating problems in the acid plant and smelter curtail-
ments in the latter part of the year affected production.
The $14-million solvent extraction plant, completed on
schedule and within budget, became operational late
in the year and is operating very satisfactorily. This
has enabled the vat leaching and the cement copper
operations to be closed down so that now there are two
metallurgical routes: through the solvent extraction
plant and through the smelter. A program of replacing
mine equipment is underway and the concentrator is
being upgraded. The refinery is also being modified
to accommodate the solutions from the solvent extrac-
tion plant. Detailed engineering studies are being
undertaken to optimize the ultimate operations of the
smelter. The Christmas open-pit mine resumed produc-
tion at midyear after having been shut down since the
industry-wide strike in the U.S. in 1977. Inspiration’s
anti-pollution plans include a major water collection
and treatment project to purify effluent being pro-
duced at various locations throughout the operations.
Black Pine Mining Company, a silver producer in
Montana wholly owned by Inspiration, turned in a
record performance for 1979, reflecting the high prices
for silver and copper. In view of these high prices,
production capacity is being expanded.

Since January 1, 1979, Inspiration’s shareholders have
surrendered 851,384 Class A Preferred shares, includ-
ing the 666,000 shares owned by the Anaconda Com-
pany, a subsidiary of Atlantic Richfield Company.
Hudson Bay Mining and an associated company,
Minerals and Resources Corporation Limited, of Ber-
muda, equally own 100% of Inspiration’s common shares,
or 98.8% of all the shares issued and only 40,960 Class A
Preferred shares are still held by other shareholders.

Petroleum

The overall performance by our three oil and gas
subsidiaries was satisfactory and their combined con-
tribution to our earnings was $7,488,000 after adjust-
ments but before our corporate costs. Higher world oil
prices were realized by Trend International Limited’s
operation in Indonesia, and helped offset the expected
natural decline in oil production there. In North America
prices for oil and gas also rose but to a lesser extent. On
November 20 shareholders of Canadian Merrill Ltd. and
of Francana Qil & Gas Ltd. approved a reorganization of
the two companies and the business of Merrill has been
transferred to Francana and the shareholders of Merrill
will become shareholders of Francana on March 31,
1980, on the basis of 1.9 Francana shares for each
outstanding common Merrill share. Merrill will be
liquidated after all the necessary steps to transfer its
business to Francana have been completed and Hudson
Bay Mining’s equity holding in Francana will be
increased to 58% from 55%. The reorganization will
enhance the position of the shareholders of both Fran-
cana and Merrill because of the greater financial and
technical strengths of the combined business, which can
operate more effectively in the highly competitive pet-
roleum industry.

Fertilizer and other agricultural products

Terra’s financial results, while showing a substantial
improvement over those for 1978 and a reversal of a
four-year trend of declining annual earnings, are still
disappointing and unsatisfactory in terms of return on
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investment. Terra’s contributions after adjustments but
before corporate costs, to our earnings was $958,000.
Record sales and higher prices were offset by substan-
tially increased manufacturing costs, notably the price
for natural gas.

Executive changes

H. S. Schwartz was appointed the first President of the
Canadian Metals Division. Other executive appoint-
ments involved the petroleum companies and Vernon
Van Sant, Jr. and Richard Wasteneys were appointed
Chairman of the Board and Chief Executive Officer and
President and Chief Operating Officer, respectively, of
Merrill and Francana. H. ReKunyk resigned from both
companies and from Hudson Bay Mining as Senior Vice-
President-Petroleum. Other Officers of the Company
who resigned during the year were: J. L. Carpenter,
a Director and Executive Vice-President; K. S. Dalton,
Vice-President-Finance, and Treasurer; and G. A. C.
MacRae who succeeded Mr. Dalton. Other new appoint-
ments were: M. B. Smith as Treasurer; W. A. Atkinson
as Comptroller; W. K. Callander as General Manager
of Flin Flon/Snow Lake operations and R. B. Wark
as General Manager of Hudson Bay Diecastings.

Directors

We welcome Vernon Van Sant, Jr., Chairman and Chief
Executive Officer of our petroleum subsidiaries, to the
Board on his appointment on March 6.

Outlook

Metals

The investment in commodities as a hedge against infla-
tion and the weakness of the U.S. dollar emerged as an
important new force in determining prices in 1979,
Speculation, prompted by escalating oil prices and poli-
tical instability, drove some metal prices to record levels;
gold and silver in particular reached unprecedented
heights reflecting the nervousness of the markets. Some
speculative activity overflowed into the world copper
market which, however, remained fundamentally strong
throughout 1979. In spite of lower consumption, tem-
porary supply shortages occurred and were met by a
reduction in world stocks. In the short term the poten-
tial effects of a downturn in the U.S. economy on copper
prices are offset by the possibility of a strike in the
U.S. copper industry at midyear and accordingly the
outlook remains somewhat uncertain. In the longer term
the future is bright. Copper appears to be undervalued
at current prices when compared to energy prices and
other yardsticks such as gold and silver. Furthermore,
higher prices are needed to justify capital expenditure
on new capacity.

A cutback in European production and the depletion of
large stocks of zinc concentrate stabilized the zinc market
and helped firm up what would otherwise have been a
soft market. The outlook for the automotive industry,
on which zinc producers are largely dependent, for the
first half of 1980 is not encouraging and in particular
will affect our diecastings operation. The sales outlook
for zinc oxide is excellent following the closure of cer-
tain plants in the United States and our operations
should be running at capacity.
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Fertilizer and other agricultural products

The outlook for 1980 is more promising than at any
time in the past few years because of strong demand
together with high net farm income. If farm com-
modity prices hold at or above the present level
through the planting season fertilizer use should set a
record. The U.S. Government has removed controls that
kept acreage out of production, thus plantings for this
year's crop seem certain to rise. Nitrogen fertilizer
prices have already begun to improve and the outlook
for the next several years is positive as a result of an
expected increased world demand for grain. However,
the effect on the grain market of President Carter’s
partial grain embargo against the Soviet Union is still
unclear. While this could depress prices, the President
has proposed to offset losses to farmers by expanding
the grain reserve program, sending more grain abroad
to alleviate hunger and using more grain in gasohol
production.

Petroleum

Exploration activity in Western Canada continues at a
high level, but uncertainties as to future federal govern-
ment policies and federal-provincial relations will inhibit
frontier oil and natural gas exploration. Activity in the
United States also continues unabated despite questions
concerning the final form of the so-called “windfall
profits tax™ and its effect on the various segments of
the industry. Indonesia increased its prices for oil from
US $13 per barrel at the beginning of 1979 to US
$25.30 at year-end. It is expected that Indonesia will
continue to sell at world prices and that the producing
companies will receive world prices on their share of
production; there is no indication that this policy will
be modified in the near future.

Conclusion

After a number of depressed years the outlook for the
mineral industry is again favorable. In particular the
outlook for all sectors of our operations in 1980 appears
to be bright; however this must be tempered by the
unsettled international political situation and continu-
ing high levels of inflation. Furthermore it is essential, if
we are to improve our processes and develop new opera-
tions, that this favorable climate is not inhibited by penal
fiscal changes or unduly restrictive regulatory action.

Even more than in the past, we will be relying on our
employees in this coming decade and we have launched
an ambitious campaign to ensure that we develop and
train adequate human resources. Major capital pro-
grams at Inspiration and the Canadian Metals Division
over the next few years will enhance the future of
these two operations and provide the Company with
an excellent base for many years. Dividends have been
increased to the current quarterly rate of 30¢ a share and
your Board constantly reviews our dividend policy in
the light of our earnings and cash flows.

On behalf of the Board,

Fdose Mblirann

Chairman President

March 6, 1980
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Statements of earnings

———————————————————————————————

For the years ended
December 31, 1979 and 1978

Consolidated

Unconsolidated

1979 1978 1979 1978
(in thousands)
Revenues:
Net sales $628486 $458,665 $267,693 $172,190
Interest and other income (Note 11) 20,266 24,226 773 8,069
648,752 482,891 268,466 180,859
Costs and Expenses:
Cost of sales 476,831 368.482 210,902 154,654
Depreciation, depletion and amortization 44,872 35,510 19,359 14974
Exploration expenses 4,285 3,375 3,995 35192
General administrative expenses 18,631 15,540 6,739 5902
Interest 17,766 14,931 8,359 8,208
562,385 437 838 249354 186,910
Earnings (loss) before taxes 86,367 45,053 19,112 (6,051)
Income taxes, mining taxes and royalties (Note 12) 45,732 24438 4,680 (2,297)
Earnings (loss) from operations 40,635 20,615 14,432 (3,754)
Other items:
Minority interest in earnings of subsidiaries (13,461) (13,739) — —
Share of earnings of subsidiary companies — = 12,742 10,630
Share of earnings (losses) of associated companies 3,624 (1,783) 3,624 (1,783)
_(9837) (15,522) 16,366 8,847
Earnings before extraordinary item 30,798 5,093 30,798 5,093
Extraordinary item:
Income tax reductions resulting from the application
of prior years’ losses 32021 — 3221 —
Net earnings for the year $ 34,(!119_ § 5093 § 34,019 § 5,093
Earnings per share (Note 10): = &
Before extraordinary item $§ 305 s 050 s 305 s 050
After extraordinary item $ 337 § 050 § 337 $ 0350
= E For the vears ended
Statements of retained earnings December 31. 1979 and 1978
Consolidated Unconsolidated
1979 1978 1979 1978
(in thousands)
Retained earnings at beginning of the year 5 188,601 5183508 $188,601 $183,508
Net earnings for the year 34019 5003 34,019 5,093
222,620 188,601 222,620 188,601
Dividends — 1979 — $0.80 per share 8,081 — 8,081 =
Retained earnings at end of the year $214539 $188,601 §214,539

$ 188.601

See accompanying notes to the financial statements.
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Statements of financial position As at December 31, 1979 and 1978

Consolidated Unconsolidated
1979 1978 1979 1978
(in thousands)

Current assets:

Cash $ 12623 % 80073 TR 512
Short-term deposits 43967 91,142 24.901 70,400
Accounts receivable 97,408 72,624 29,563 19,151
Inventories — metals and metal products 52,168 47 681 52,168 47 681
— fertilizers and chemicals 47,560 47,262 — —
Income taxes recoverable - 4,329 709 1,213
Total current assets 253,726 271,105 107,414 138,957
Deduct:
Current liabilities:
Accounts and notes payable (Note 5) 86,786 69,704 47,072 42,072
Accrued liabilities 22,378 157532 11,365 9,534
Deferred petroleum income 4,197 6,413 - —
Income and other taxes payable 3,658 6,106 - -
Current portion of long-term debt 2,042 975 14 -
Total current liabilities 119,061 100,730 58,451 51,606
Working capital 134,665 170,375 48,963 87,351
Add:
Investments (Note 3) 113332 69,792 209,004 161,005
Property, plant and equipment (Note 4) 346,219 309,245 146,402 128,579
Other assets 21.522 19,653 18,778 17,077
Capital employed 615,738 569,065 423,147 394,012
Deduct:
Long-term debt (Note 6) 125,716 124,855 71,031 72,514
Deferred income taxes 103,466 89,979 66,330 61,650
Minority interest in subsidiaries 100,770 94,383 — —
329,952 309,217 137,361 134,164
Shareholders’ investment $285,786 $259.848 $285,786  $259,848
Investment represented by:
Share capital (Notes 8 and 9) $ 71247 % 71247 = § Til2anag o o4y
Retained earnings 214,539 188,601 214,539 188,601
Total shareholders’ investment $285,786 $259,848 $285,786  $259,848

Approved by the Board of Directors
Director: H. R. Fraser
Director: E. P. Gush

See accompanying notes to the financial statements.
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Statements of changes in financial position

————————————————

For the years ended
December 31, 1979 and 1978

—_— = — —

Working capital provided:

Operations:

Earnings (loss) from operations
Depreciation, depletion and amortization
Deferred income taxes

Other

Dividends from subsidiary companies
Dividends from associated companies

Proceeds from long-term debt
Realization of investments
Working capital of amalgamated subsidiaries

Working capital applied:

Dividends

Dividends paid by subsidiaries to minority interests
Investment in subsidiary companies (Note 3)

Other investments (Note 3)

Property, plant and equipment

Reduction of long-term debt

Increase in other assets

Decrease in working capital
Working capital at beginning of the year

Working capital at end of the year

Changes in working capital represented by:

Increase (decrease) in current assets:

Cash

Short-term deposits

Accounts receivable

Inventories — metals and metal products
— fertilizers and chemicals

Income taxes recoverable

(Increase) decrease in current liabilities:
Accounts and notes payable

Accrued liabilities

Deferred petroleum income

Income and other taxes payable
Current portion of long-term debt

Decrease in working capital

See accompanying notes to the financial statements.

Consolirdated

Unconsolidated

1979 1978

1979 1978

(in thousa_nds)

$ 40,635 § 20615 S 14432 S (3754)
4872 35510 19359 14974
14,809 6,134 4680  (2.397)

(403) 719 (458) -
— ~ 1,672 3,007
= - 13 -
99913 62978 39,798 11,830
4417 18.809 —~ -
1010 —~ 1,010 —~
- = 11,440 3,495
105340 81,787 52,248 15325
8,081 = 8.081 -
5,350 6,277 - —
1,475 5497 1475 8,522
38603 26,129 41980 24,824
82,116 83354 35916 39439
3,556 5,237 1.483 1,365
1.869 456 1,701 984

141050 126950 90,636 75,134
(35710)  (45163)  (38,388)  (59,809)
170375 215538 87,351 147,160

$134,665 $170375 $ 48963 § 87,351

$ 4556 5 (3518) S (439) S 203
(47,175)  (53343)  (45499)  (58,340)
24784 18992 10412 2,924
4,487 3,687 4,487 6.600

298 5.816 — —
(4329) 1821 (504) 1213
(17379 (26,545)  (31,543)  (47.400)
(17082)  (4917) (50000  (14,247)
(4.846)  (6,182)  (1,831) 1,165
2216 (3,059) - .
2448 (5829) - 673
(1067) 1369 (14) -
(18331)  (18618) (6,845  (12.409)

$(35710) S (45,163) 5 (38,388) S (59.809)




Notes to the Financial Statements

December 31, 1979 and 1978

1. Summary of significant accounting policies

Generally accepted accounting principles:

The financial statements are prepared in conformity
with generally accepted accounting principles in
Canada.

Principles of consolidation:

The consolidated financial statements include the
accounts of Hudson Bay Mining and Smelting Co.,
Limited and all companies more than 50%-owned. In
addition, the Company follows the equity method of
accounting for its interest in associated companies in
which it owns from 20% to 50% of the common shares.

Unconsolidated financial statements:

In the unconsolidated financial statements, the Company
follows the equity method of accounting for its
investments in subsidiary as well as associated
companies.

Inventories, materials and supplies:

Inventories of metals, fertilizers and chemicals and all
other saleable products are valued at the lower of cost or
estimated net realizable value; metal by-products are
valued at estimated net realizable value. Materials and
supplies are valued at cost. Cost is determined on the
first-in, first-out basis, except the inventories of a
subsidiary, Terra Chemicals International, Inc., which
are valued on the last-in, first-out basis and which
represent substantially all of the inventories of fertilizers
and chemicals.

Property, plant and equipment:

Mineral properties — Exploration costs with respect to
mines operating, or in the development stage, are
capitalized as mineral properties and amortized by the
unit-of-production method based on estimated
recoverable reserves; all other mineral exploration costs
are written off to expense as incurred.

Mine development expenditures — Expenditures on major
mine development are capitalized and amortized by the
unit-of-production method for each mine based on
related estimated recoverable reserves.

Petroleum properties — Petroleum properties are
accounted for on the full-cost basis whereby all costs
relating to the exploration for and the development of
petroleum resources are capitalized, whether productive
or nonproductive, and amortized by the unit-of-
production method based on estimated recoverable
reserves.

Plant and equipment — Expenditures for plant and
equipment additions, major replacements and
improvements are capitalized in the property accounts;
the cost of maintenance and repairs is charged to
operating expense as incurrred.

Depreciation of metal and petroleum plant and
equipment is charged to operations by the unit-of-
production method based on estimated recoverable
reserves. Depreciation of other plant and equipment is
charged to operations generally on a straight-line basis
over their estimated useful lives.

Deferred income taxes:

Deferred income taxes represent primarily tax
reductions for expenditures on mine development,
petroleum and other properties, cost of participation in
certain mining companies, and depreciation deducted in
the determination of taxable income but not yet charged
to earnings.

Foreign currency translation:

The financial statements are expressed in Canadian
dollars. Foreign currencies have been translated into
Canadian dollars as follows: revenue, costs and expenses
of foreign subsidiaries at the average rates of exchange
for the period; noncurrent assets (including depreciation,
depletion and amortization thereof) and noncurrent
liabilities at rates in effect at dates of transactions;
current assets and current liabilities at rates in effect at
the end of the year. Gains and losses on currency
translations are included in the statements of earnings.

2. Change in accounting principle

During 1979 generally accepted accounting principles in
the United States were changed on a retroactive basis,
with respect to deferred income taxes on certain timing
differences of oil and gas companies. Francana Oil &
Gas Ltd., a subsidiary of the Company, was affected by
this change.

The retroactive effect of the change, after minority
interest, does not have a significant impact on the
earnings of the Company (reduction of $584,000 or $0.06
per share) and therefore has been included in the deter-
mination of earnings for the year ended December 31,
1979, rather than restating prior years.



3. Investments

Details of investments, including advances, are as follows:

Associated companies
Subsidiary companies
Partnerships
Joint venture

Other — at cost:
Quoted (market value 1979 — $37,984,000;
1978 — $662,000)

Unquoted

Less provision for decline in value

Consolidated Unconsolidated

1979 1978 1979 1978
(in thousands)

$ 68,190 S 46302 $ 68,190 S 46302
- — 111830 117,832

15,393 18,632 - -

7,050 7,138 7050 =
26,352 1376 26,352 1,376
9,182 9,173 8,624 8,531
126,167 82,621 222046 174041
12,835 12,829 13,042 13,036
$ 69,792 $209.004 S 161.005

$113,332

The investment in associated companies comprises the following:

Inspiration Consolidated Copper Company
Tantalum Mining Corporation of Canada Limited
Lytton Minerals Limited

Ambay Services Limited

Equity in net assets

Unamortized excess of cost of investments over
equity in net assets

Total investment

The unamortized excess cost is being written off against
the Company’s share of earnings from the associated
companies generally over a period of 20 years.

During 1979, the Company, through a holding company
which is owned equally with a related company, Minerals
and Resources Corporation Limited, increased its
own holdings in Inspiration Consolidated Copper Com-
pany to 50.0%. Effective January 1, 1979, Inspiration
completed a reorganization whereby the share capital of
the company was divided into common shares, which are
wholly-owned by the holding company and Class A pre-
ferred stock representing the holding of the minority
interest just prior to the reorganization. During 1979,
the Company has purchased, through the holding
company, additional common shares for a cash consider-
ation of approximately $16,400,000, which exceeded the
Company’s equity in the underlying net assets by ap-
proximately $1,800,000. During 1978, 13.1% of Inspir-
ation was acquired for a cash consideration of approxi-
mately $16,600,000, which exceeded the Company’s
equity in the underlying net assets by approximately
$1,800,000. As at December 31, 1979, under the terms
of the reorganization, the Company has undertaken to
finance U.S. $701,000 with respect to the purchase of
additional new common shares.

Effective November, 1978, the Company acquired a
37.5% interest in Tantalum Mining Corporation of Can-
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% of Common Equity in Underlying

Share Ownership Net Assets

1979 1978 1979 1978
(in thousands]ﬁr

50.0% 36.5% S 54847 $§ 36,556

37.5% 37.5% 4,517 2,453

33.9% 33.9% 120 132

50.0%  50.0% T TAR e
59,601 39,246
8.589 7.056

S 68,190

$ 46,302

ada Limited, a mining company situated in the Province
of Manitoba, for a cash consideration of approximately
$5,000,000, which exceeded the Company's equity in
the underlying net assets by $2,700,000.

The Company’s equity in the underlying net assets of its
subsidiaries amounts to $103,560,000 at December 31,
1979, and $107,743,000 at December 31, 1978. The
unamortized excess cost of investment over equity value
amounting to $8,270,000 at December 31, 1979, and
$10,089,000 at December 31, 1978, is included in prop-
erty, plant and equipment.



During 1978, the Company increased its interest in
Whitehorse Copper Mines Ltd. to 100%. The following
isasummary of the noncurrentassetsand liabilitiesat July
1, 1978, the effective date of acquisition:

(in thousands)
Property, plant and equipment less ac-

cumulated depreciation and depletion ~ § 2,681
Investment in joint venture 7,958
Noncurrent liabilities (290)

10,349

Investment at effective date of acquisition 4,852
Cost of acquisition less working capital

acquired — $3,025,000 $ 5,497

Effective December 31, 1979, Whitehorse Copper Mines
Ltd. was amalgamated with the Company.

In 1979, the Company acquired 3.3% of the outstanding
common shares of Terra Chemicals International, Inc.
for a cash consideration of $1,475,000, thereby increas-
ing its interest to 53.8% in that company.

The investment in partnerships represents Terra Chem-
icals International, Inc.’s 25% interest in an ammonia
production facility and 65% interest in a nitrogen product
upgrading facility. The investment consists principally
of Terra’s equity contributions, advances and deferred
preoperating costs, reduced by the company’s share of
operating losses to date.

During 1979, the Company purchased a 9.8% holding in
Rosario Resources Corporation for a cash consideration
of $24.448,000. This investment is carried at cost and
income is recorded as dividends are declared. (See Note
14.)

The Company makes provision in amounts which it
considers prudent for declines in value of investments.

The cost of other investments as shown on the State-
ments of Changes in Financial Position comprises the
following:

Consolidated Unconsolidated
1979 1978 1979 1978
(in thousands)
Inspiration
Consolidated

Copper Company $16,380 $16,576 $16,380 $16,576
Rosario Resources

Corporation

(Note 14) 24,448 — 24,448 -
Tantalum Mining
Corporation of
Canada Limited 92 5,006 92 5,006
Partnerships (3,239) 4,517 — —
Other — net 922 30 1,060 3,242

$38,603 $26,129 $41980 $24,824

4. Property, plant and equipment

The following is a summary of property, plant and
equipment at cost by major operating divisions:

Consolidated Unconsolidated
1979 1978 1979 1978
(in thousands)

Metals $225,078 $206,518 $199,429 $ 172,051

Fertilizers and

chemicals 81,591 79,380 — —

Petroleum 2805 185872 — -
534474 471,770 199429 172,051

Less accumu-

lated depre-

ciation and

depletion 233,281 201453 97,924 82,221
301,193 270317 101,505 89,830

Unamortized

mine develop-

ment expendi-

tures 45,026 38,928 44,897 38,749

$346,219 $309,245 § 146,402 $ 128,579

5. Accounts and notes payable
This amount comprises the following:
Consolidated Unconsolidated
1979 1978 1979 1978
(in thousands)

Accounts payable $84,871 $64,960 $40,317 $31,442
Loans from

subsidiaries — — 4955 10,630
Bank loan 1915 4,744 1,800 -

$86,786 $69,704 $47,072 $42,072

The Company and its major subsidiaries have lines of
credit aggregating approximately $78,000,000 with
banks in Canada and the United States with interest at
bank prime rates.

The maximum amount of short-term borrowings
outstanding during 1979 and 1978 was $48,000,000 and
530,000,000, respectively, and the approximate average
amount outstanding during each year was $19,000,000
and $12,000,000, respectively, with weighted average
interest rates of 12.2% and 8.7%.
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6. Long-term debt
Details of the long-term debt are as follows:

Hudson Bay Mining and Smelting Co., Limited:

9% unsecured debentures due 1991

10%% unsecured debentures due 1995 (U.S. $50,000,000)
Mortgage loans

Canadian Merrill Ltd.:
Secured bank production loans
Other (1979 — U.S. $349,000; 1978 — U.S. $595,000)

Terra Chemicals International, Inc.:

938% unsecured notes (U.S. $17,500,000)

83% unsecured notes (U.S. $15,000,000)

Other (1979 — U.S. $911,000; 1978 — U.S. $1,196,000)

Current portion due within one year included in current
liabilities

(a) Under the trust indenture covering the 9% unsecured
debentures, sinking fund payments sufficient to retire
$800,000 of principal amount are required each year
until 1990. The Company has the option to redeem the
debentures at prices ranging downward from 104.6%
currently to 100% in 1988 and thereafter. Debentures
redeemed through the operations of the sinking fund are
callable at par. Debentures amounting to $4,999,000
(principal amount) have been purchased by the Com-
pany and cancelled. Therefore, no sinking fund
payments have been required to date and $2,599,000 is
available for application against future sinking fund re-
quirements.

(b) Under the trust indenture covering the 10%%
unsecured debentures, sinking fund payments sufficient
to retire U.S. $3,330,000 of principal amount each year
from 1981 to 1994, inclusive, are required. The Com-
pany has the option to redeem the debentures at prices
ranging downward from 107.7% currently to 100% in
1990 and thereafter. Debentures redeemed through the
operations of the sinking fund are callable at par.

(¢) The bank production loans of Canadian Merrill Ltd.
include $12,054,000 in 1979 and $7.961,000 in 1978
payable in United States currency (U.S. $10,958,000 and
$7,483,000 respectively). Loans are repayable in
monthly instalments of U.S. $21,000 until April 1981,
and U.S. $148,000 and $117,000 commencing in January
1982. The loans are secured primarily by an assignment
of interests in certain producing properties and bear in-
terest, with minor exceptions, at rates not exceeding Y%
of 1% above Canadian bank prime rate and 1% above the
lending bank’s United States base rate.
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Consolidated Unconsolidated o
1979 1978 1979 1978
N (in thousands)

§ 20001 $ 21,750 § 20001 S 21750
50,764 50764 50764 50,764
280 295 280 -
20469 16303 ~ —~
374 630 — =
17760 17,760 - =
16884 16,884 ol i
%62 1343 - -
127494 125729 71045 72514
_1gmm | 14 -

$125716  §124,855

$ 71031 S 72514

(d) The 9%% unsecured notes of Terra Chemicals In-
ternational, Inc. are repayable in annual instalments of
U.S. $1,000,000 from 1980 to 1995, with U.S. $1,500,000
due in 1996.

(e) The 8%% unsecured notes of Terra Chemicals
International, Inc. are repayable in annual instalments
of U.S. $1,000,000 from 1984 to 1998,

Interest and related expenses on long-term debt were:
1979 1978

(in thousands)
Hudson Bay Mining and Smelting
Co., Limited

Consclidated subsidiaries

$ 8,105 $ §,194
6,775 5,534

$14.880 $13.728

Sinking fund and principal payments, after allowing for
prepayments, required over the next five years are as
follows:

_(;onsolidated L0 Unconsolidated
Canadian .S, Canadian U.S.
Funds ] Funds Fuqu Funds
(in thousands)
1980 $ — $1625 % -— $ —
1981 — 4616 - 3330
1982 1,404 6,311 - 3.330
1983 2,005 6,131 601 3,330
1984 781301 800

2,204 3,330




7. Commitments and contingent liabilities

During 1978 the Company received a reassessment no-
tice from the Department of National Revenue
disallowing the deduction of a nonrefundable contribu-
tion for construction to Manitoba Hydro made in 1973,
which was, in the opinion of the Company, a proper
deduction. On the advice of its counsel, the Company
has filed a formal Notice of Objection to the
reassessment. Income taxes, penalties and interest paid
with respect to the reassessment, aggregating $2,100,000,
have not been charged to earnings pending settlement of
the reassessment. Should the reassessment be upheld,
the tax and related costs would be charged to retained
earnings as a prior period adjustment.

During 1978 the Company, by way of a takeover bid,
acquired all of the shares of Whitehorse Copper Mines
Ltd. at $4.00 cash per share. The Company has applied
to the Supreme Court of British Columbia to fix the
fair value for 76,838 shares previously held by share-
holders who demand fair value for their shares. Since
the Court has not rendered its judgment, the amount
of any additional payment to such shareholders is not
determinable; however, the Company believes there
will be no material increase in the acquisition cost of
the shares.

A subsidiary, Terra Chemicals International, Inc., is
contingently liable for discounted notes subject to
recourse aggregating U.S. §7,190,000 at December 31,
1979 (U.S. $5,323,000 at December 31, 1978) and isa 25%
guarantor of U.S. $83,610,000 of first mortgage notes
payable of the ammonia production facility partnership
referred to in Note 3.

In addition, Terra is committed to various non-
cancellable leases expiring at various dates through 1989
and requiring aggregate minimum rental payments as
follows:

1980 U.S.$ 2,910,000
1981 2,442 000
1982 1.886,000
1983 1,512,000
1984 and thereafter 5,758,000

U.S. 514,508,000

Total rental expense under all leases, including
short-term cancellable leases, was approximately U.S.
$3,319,000 and U.S. $2,891,000 for 1979 and 1978

respectively.

8. Share capital

The Company is authorized to issue an unlimited num-
ber of common shares.

The Directors are authorized to determine, with respect
to any cash dividends declared, that shareholders in
specified jurisdictions may elect to receive such divi-
dend as a stock dividend payable in common shares. The
stock dividend would have a value, as determined by the
Directors, that is substantially equivalent to the cash
amount of the dividend.

As at December 31, 1979 and 1978 there were issued and
fully paid 10,101,739 shares.

9. Share-option plan

Under the Company’s 1973 Share Option Plan for full-
time officers and key employees, 200,000 unissued shares
are reserved for granting of options at prices not less
than 95% of the market value (full market value in the
case of United States citizens) on the day the option is
granted. No options have been granted under this plan.

10. Earnings per share

Earnings per share are calculated on the weighted aver-
age number of shares outstanding (10,101,739 for 1979
and 1978).

11. Interest and other income
This amount comprises the following:

Consolidated Unconsolidated
1979 1978 1979 1978
(in thousands)
$13,149 $11,765 § 7,144 § 8073

Interest income
Share of earnings

of joint venture 5,439 1,270 - —
Cost of closing

gold sale com-

mitments (8,468) — (8,468) —
Unrealized ex-

change gains

(losses) on

translation of

subsidiaries’

accounts (820) 5,191 - -
Profit on sale of

investments 4,157 — 458 —
Miscellaneous 6,809 6,000 1,639 ; 5‘_)6

773 $ 8,669

$20,266 $24,226 $

12. Income taxes, mining taxes and royalties
This item comprises the following:

Consolidated Unconsolidated
1979 1978 1979 1978
(in thousands)
Current income
taxes $17065 % 7,121 % — % —
Mining taxes and
royalties 13,858 11,183 — 100
Deferred income
taxes (re-
duction) 14,809 6,134 4,680 (2,397)

$45732 $24,438 $ 4,680 $ (2,297)
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The reconciliation of the combined statutory income tax
rates and the effective income tax rate is as follows:

Consolidated Unconsolidated
1979 1978 1979 1978

Combined
statutory
income tax
rates 48.0%  48.0%

50.4% (50.0)%

Inventory

allowance (1.2) (1.3) (3.8) (9.6)

Tax credits,
rebates and
allowances

Difference between
Canadian and
foreign tax rates 3.2 4.8 - -

9.8) (182) (2L.1) 9.0

Nontaxable and
nondeductible
items 21

4.1 (L) 86

Effective income
tax (recovery)

rate 43.9%  29.2%  244% (42.0)%

Prior to 1978, an oil and gas subsidiary determined its
Indonesian income taxes under a contract with the gov-
ernment and generally allowed for deduction of all costs
incurred, although certain of these costs were capital-
ized and amortized for financial reporting purposes. It
was not appropriate to provide for deferred Indonesian
income taxes relative to these timing differences since
additional future taxes were to be met by increased oil
allocations under the production-sharing contract.

Effective January 1, 1978, the production-sharing con-
tract was changed and Indonesian income taxes are now
based on revenue and expense; deferred income taxes
are being provided for relative to timing differences
arising after that date. The timing differences as at De-
cember 31, 1977, will continue to be amortized and
charged to earnings of future years as a non-deductible
item. The unamortized balance of the timing differences
as at December 31, 1979 and 1978 was U.S. $17.,800,000
and U.S. $21,000,000, respectively.

The Company has available for application against fu-
ture Canadian federal income taxes payable, if any,
investment tax credits of approximately $5,609,000,
which expire in the years 1981 to 1984. In addition,
the Company and associated companies have unrecorded
income tax benefits of approximately $2,500,000 relating
to prior years’ losses. The income tax savings with respect
to these items will be recorded when realized.

13. Retirement plans

The Company and its subsidiaries maintain noncontrib-
utory retirement plans which cover substantially all
salaried and hourly paid employees.

Total cost of the plans approximated $4,370,000 in
1979 and $4,626,000 in 1978 including past-service costs
of $1,709,000 and 51,785,000 in the respective years.

The unfunded past-service costs with respect to all the
plans were approximately $22,000,000 as at December
31, 1979 (1978 — $15,000,000), including unfunded
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vested benefits of approximately $18,000,000 (1978 —
$9,000,000) and are being funded and amortized over
periods generally not exceeding 15 years. During the
year, revisions to certain pension plans provided for
improved benefits that increased the unfunded obligation
by approximately $11,800,000.

14. Subsequent events

In January, 1980, the Company made a tender offer for
all of the outstanding shares of Rosario Resources Cor-
poration at U.S. $65 per share. On February 1, 1980, the
Company sold its 9.8% holding (see Note 3) for U.S. $75
per share for a total cash consideration of U.S.
$44,820,000 and withdrew its tender offer. This resulted
in a gain of approximately $19,500,000 after related costs
and provision for income taxes.

On November 20, 1979, the shareholders of two subsid-
iary companies, Francana Oil & Gas Ltd. and Canadian
Merrill Ltd., approved a reorganization of the two com-
panies whereby the business of Merrill would be trans-
ferred to Francana and the shareholders of Merrill would
become shareholders of Francana on the basis of 1.9
Francana shares for each outstanding common share of
Merrill. Implementation of the reorganization was
delayed by a provisional injunction granted in November,
1979, by the Superior Court of the Province of Quebec.
A judgment dismissing a motion for an interlocutory
injunction restraining the reorganization was granted
by the Court on February 19, 1980, and the reorganization
is expected to be completed by March 31, 1980.
The reorganization will not have any significant effect
upon the consolidated financial position or operations
of the Company in 1979 as it will be accounted for
as a pooling of interest.

15. Business segment reporting

Included in the supplementary financial information set
out on pages 16 and 17 are financial data for 1979 and
1978 pertaining to the business segments of the
Company as approved by the Board of Directors as
those which most appropriately reflect the operating
divisions. They are as follows:
Business Segment

Metals

Operations

Mining, milling, smelting,
refining and sale of copper,
zine, gold, silver and cad-
mium; production and sale
of zinc oxide and zinc die-
castings

Production and sale of
ammonia for inorganic
fertilizers and animal feed;
purchase of potash, phos-
phate and agricultural chem-
icals for production of mixed
fertilizers and resale

Fertilizers and chemicals

Petroleum Exploration, development,
production and sale of
natural gas, oil and conden-
sates

Corporate Corporate assets consist pri-

marily of cash, short-term
securities and investments



16. Current replacement cost information (unaudited)

The Company, like other companies and individuals, is
affected by inflation. Its most direct effectis to increase
the Company’s costs of operations. The Company estab-
lishes the sales prices of its products primarily on the
basis of competitive market conditions, rather than di-
rectly on costs incurred and as a result annual variations
in gross margin percentage are experienced. Conse-
quently, the impact of inflation on the Company’s earn-
ings is not readily determinable.

In addition, replacing items of plant and equipment with
assets having equivalent capacity would require a sub-
stantially greater capital investment than was originally
required for the existing assets.

17. Quarterly consolidated financial data (unaudited)

The Securities and Exchange Commission of the United
States now requires certain companies to include in
their annual Form 10-K filing certain information con-
cerning the estimated replacement cost of their produc-
tive facilities and inventories, and concerning deprecia-
tion and cost of products sold computed on the basis of
such replacement cost. This information has been in-
cluded in the Company’s Form 10-K (a copy of which is
available on request).

Summarized quarterly consolidated financial data (in thousands of dollars except for per-share amounts) for 1979 and

1978 are as follows:

1979
Net sales
Earnings before taxes and royalties
Earnings before extraordinary item
Net earnings
Earnings per share:
Before extraordinary item
After extraordinary item

1978

Net sales

Earnings before taxes and royalties
Net earnings

Earnings per share

Quarters ended

March 31 June 30 Sept. 30*  Dec. 31
$121.488  $231,670  $133,550  $141,778
12,523 32,903 16,422 24,519
3,304 14,527 3,901 9,066
3,304 14,527 3,901 12,287
0.33 1.44 0.38 0.90
0.33 1.44 0.38 122
$85,833  $173923  $103.447 $95,462
6,749 18,246 10,957 9,101
(1,640) 4,356 969 1,408
(0.16) 0.43 0.09 0.14

* The retroactive effect of the change in accounting principle (see Note 2) is included in the quarter ended September 30. 1979.

Auditors’ report

———————

To the Shareholders of
Hudson Bay Mining and Smelting Co., Limited:

We have examined the consolidated and unconsolidated
statements of financial position of Hudson Bay Mining and
Smelting Co., Limited as at December 31, 1979 and 1978,
and the consolidated and unconsolidated statements of
earnings, retained earnings and changes in financial
position for the years then ended. Our examinations were
made in accordance with auditing standards generally accepted
in Canada, and accordingly included such tests and other
procedures as we considered necessary in the circumstances.
We did not examine financial statements for certain
investments, which have been accounted for using the equity
method of accounting, or of certain subsidiaries. The earnings
from these entities comprised 19% and 47% of the net earnings
in 1979 and 1978, respectively; the sales of the subsidiaries
comprised 47% and 48% of the consolidated sales, and their
assets comprised 21% and 25% of the consolidated assets for

the years 1979 and 1978, respectively. The financial statements
for these entities were reported upon by other auditors and
our opinion, insofar as it relates to the amounts included for
such entities, is based solely upon reports of the other auditors.

In our opinion, based upon our examination and the reports of
other auditors, these consolidated and unconsolidated financial
statements present fairly the financial position of the Company
as at December 31, 1979 and 1978, and the results of its
operations and the changes in its financial position for the
years then ended in accordance with accounting principles
generally accepted in Canada applied on a consistent basis.

Toronto, Canada
February 15, 1980
(February 19, 1980

with respect to Note 14)

Deloitte Haskins & Sells
Chartered Accountants
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Enancial review and management’s discussion and

analysis of statements of earnings

This discussion relates solely to the consolidated results.
Increases in the free market selling prices for copper,
zine, gold, silver, molybdenum and tantalum in 1979
greatly increased the wholly-owned Canadian Metals
Division earnings contribution and the equity in earnings
of Inspiration Consolidated Copper Company and
Tantalum Mining Corporation. The petroleum
companies also improved earnings and were the second
largest contributor to net earnings after the Canadian
Metals Division; in 1978 the positions were reversed. The
unrealized currency losses arising from conversion of
the working capital of our foreign subsidiaries to
Canadian dollars had an immaterial effect on 1979
earnings, compared to 1978 when the gain represented
approximately half of the earnings. The 1979 results
reflected the Company’s increased equity interest in
Inspiration Consolidated Copper Company, up from

36.5% to 50.0%. The 1978 comparisons with 1977 reflect
the Company’s increased equity interest in Whitehorse
Copper Mines Ltd., up from 41% to 100%, and in
Inspiration Consolidated Copper Company, up from
23% to 36.5%.

Consolidated net sales increased 37% during the year
primarily because of the higher metal prices, increased
fertilizer and chemical volumes and prices and also
because of higher petroleum prices. Metals sales reached
$271,520,000 in 1979, compared with $185,692.000 in
1978, an increase of 46% attributable to higher unit
selling prices for all metals and to greater deliveries of
zinc. Copper and, to a lesser extent, zinc producer prices
during 1979 were adjusted frequently and maintained a
close relationship to the metal exchange prices. Sales of
metals during 1978 increased by 21% attributable to

1979 operations

by segment Fertilizers
(in thousands) and
Metals  chemicals Petroleum Corporate  Consolidated
Revenue
Canadian operations: _
Canada $126,315 5 - $ 42,672 $ - $168,987
Export — United States 118,775 — — — 118,775
Export — Europe 26,430 = — — 26,430
Foreign operations:
United States — 263,282 7,986 — 271,268
Southeast Asia e = | - 43,026 L 43026
Sales to unaffiliated customers 2771520 263,282 93,684 — 628,486
Interest income: I
Canada 107 — 1,069 7,099 8,275
United States/Europe — 3,076 1,798 = 4,874
Other income (607) 3,014 3,656 1,054_ o ?;1}7
Total revenue $271,020 $269,372 $100,207 $ 8,153 $ £4§_732
Operating profit .
Ca]:nada g $ 30,888 5§ - $ 27946 5 7099 $ 65933
United States — 11,145 2,399 — 13,544
Southeast Asia o — 28,524 s 28524
$ 30,388 $ 11,145 $ 58869 5 7,099 108,001
Other corporate revenue 1,054
General corporate expenses (4,922)
Interest expense (17,766)
Earnings before taxes § 86,367
Identifiable assets: § i
Canada $267,825 $ - $106,240 $ 57,526 $431,591
United States ST 917 155,585 60,511 - 273,963
Southeast Asia LR =i - 29,245 — 29,245
Total identifiable assets $325,742 $155,535  $195,996 $ 57,526 S?El?)‘)
Depreciation, depletion and
amortization expense $ 20,582 $ 5958 § 18,096 236 $ 4438'72
Capital expenditures $ 362600 5§ 3410 $ 42348 $ 89 $ 82,116
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greater deliveries of copper and particularly zinc and
rising selling prices for copper, gold and silver.

For 1979, fertilizers and chemicals sales rose to
$263,282,000 from $197,526,000 in 1975, an increase of
33%, due to a greater volume of deliveries and improved
prices. Sales of fertilizers and chemicals for 1978
increased by 70% from those of 1977 mainly because the
Riverside operations of Terra Chemicals, acquired late
in 1977, were included for a full year.

Sales of oil and gas increased to $93,684,000 in 1979 or
24% above the $75,447,000 reported in 1978, primarily
because the O.P.E.C. crude oil price increases more
than offset a 20% reduction in production from Trend’s
Indonesian production-sharing contract and because of
increases in Canadian gas production and prices. In
1978, sales were 2% below the 1977 figure, primarily
because a change in the method of revenue determina-
tion arising from the revised production-sharing contract
caused revenue from the Indonesian operations to
decline substantially; the Indonesian revenue and the
applicable tax provision are not comparable with those

of the previous year due to the contract changes. This
decline was offset by the dollar value of Canadian
petroleum revenues despite a 10% decrease in natural
gas deliveries.

All business segments experienced higher costs for
labour, energy and materials; however, gross margins
improved as production costs did not rise as much as
selling prices. These cost increases and the increased
sales volumes resulted in 1979 cost of sales of
$476,831,000, an increase of 29% over $368,482,000 in
1978. During 1978, when metal and fertilizer margins
were low, costs of sales reached $368,482 000, an
increase of 53% over $240,512,000 in 1977; the inclusion
of Terra’s Riverside operations contributed $71,815,000
of this increase. Depreciation, depletion and amortiza-
tion increased in 1979 and 1978 as a result of generally
lower developed reserves, which increased unit-of-
production write-off rates and much higher costs for
recent additions to productive property.

Other income was reduced in 1979 by a loss on closing
out forward gold sale commitments; however, the

1978 operations
by segment Fertilizers
(in thousands) and
Metals chemicals Petroleum Corporate  Consolidated
Revenue
Canadian operations:
Canada $ 76,149 $ - § 33,307 = $109.,456
Export — United States 50,751 — 1,689 — 52,440
Export — Europe 58,792 — — — 58,792
Foreign operations:
United States — 197,526 3,744 — 201,270
Southeast Asia e R, ) 36,707 - 36,707
Sales to unaffiliated customers 185,692 197,526 75,447 - 458,665
Interest income:
Canada 192 — 113 8,026 8,331
United States/Europe - 2,110 1,324 - 3,434
Other income 73,3’74 6,638 2,545 (96) 12,461
Total revenue $189,258 $206,274 $ 79429 § 7950 $482,891
Operating profit
Canada % 2754 5§ - $ 17,681 $ 8,026 $ 28,441
United States — 6,337 2,024 — 8,361
Southeast Asia - — 28,577 — 28,577
$ 2734 $ 67337 $ 48,282 $ 8026 65,379
Other corporate expense (96)
General corporate expenses (5:299)
Interest expense g14,931)
Earnings before taxes $ 45,053
Identifiable assets:
Canada $187,812 5 - $103,596 $121,931 $413,339
United States 38,003 154,600 30,184 — 222,787
Southeast Asia - - 33,669 — 33,669
Total identifiable assets $225,815 §154,600  $167449  $121,931 $669,795
Depreciation, depletion and
amortization expense $ 16508 § 5348 5§ 13373 $ 28 $ 35,510
Capital expenditures $ 44285 $ 9967 $ 28,931 $ 171 § 83354
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Whitehorse Copper Mines joint venture earnings
increased and a profit on sale of investments was earned.

Interest income increased during both years particularly
because of higher interest rates. Additional long-term
debt issued by Canadian Merrill, at floating rates and the
cost of Terra’s short-term borrowing increased interest
expense to $17,766,000 in 1979 from $14,931,000 for
1978, which had increased from $12,041,000in 1977 as a
result of higher borrowings by Terra.

General and administration expenses increased at a
rate above general inflation in 1979 because of the
inclusion of the cost of the petroleum companies re-
organization.

Equity in earnings of associated companies in 1979
totalled $3,624,000, compared with a loss of $1,783,000
in 1978 as Inspiration Consolidated Copper Company
was profitable at the higher level of metal prices
while in 1978 and 1977 losses were experienced as a
result of the low level of production in its mining
operations.

Income taxes increased in 1979 as a function of increased
profitability which brought effective rates closer to

statutory rates while in 1978 the investment tax credit in
Terra and, as noted above, the revised accounting
treatment for Indonesian operations reduced the income
tax provision significantly. Mining taxes and royalties
increased both years as royalties on oil and gas increased.

Working capital declined by $35,710,000 during 1979
and by $45,163,000 during 1978 with the largest element
of change within working capital each year being a
reduction of $42,619,000 and $56,861,000 in cash and
short-term deposits in 1979 and 1978 respectively and
was a function of new investments, which are detailed
elsewhere, and capital expenditures. Capital expendi-
tures in 1979 were relatively unchanged at $82,116,000
while the 1978 increase was 29% to $83,354,000. Included
in 1979 were higher petroleum expenditures, while the
1978 increase was due primarily to substantial
expenditures incurred for the new mill and concentrator
at Stall Lake in Manitoba, and increased petroleum
exploration and development outlays.

Dividend payments totalled $8,081,000 in 1979, were
omitted during 1978, and $6,061,000 were declared in
1977.

Supplementary consolidated financial information

(in thousands except per-share data) 1979 1978 1977 1976 1975
Summary of operations e
Net sales $628.486  $458,665  $346,346  $343.647  $259,634
Equity earnings (losses) 3,624 (1,783) (2,620) 2,224 4,285
Other income 20,266 24,226 18.386 2,828 =z 1,927
652,376 481,108 362,112 348,699 265,846
Cost and expenses 562,385 437,838 300,385 292,670 202,556
Taxes and royalties 45,732 24,438 40,637 49204 36,625
Other deductions 13,461 13,739 16,6’_?’?_ 4,006 11,894
5 _621 578 476,015 357,699 345 880 251,075
Earnings before extraordinary items 30,798 5,093 4413 2,819 14,771
Extraordinary items 3221 - 52,577 (11,098) =
Net earnings (loss) $34,019 $5,093 $56,990 B $(8,279) $14,771
Other financial data
Capital expenditures $82,116 $83,354 $64,771 $46.762 $47.199
Investment expenditures 40,078 31.626 11,306 17,254 26,022
Working capital 134,665 170,375 215,538 85,758 58,706
Total assets 734,799 669,795 618,736 476,289 517,770
Capital employed 615,738 569,065 536,624 405,676 445,782
Shareholders’ investment 285,786 259,848 254,755 203,826 217,318
Dividends 8,081 — 6,061 8,018 13918
Earnings (loss) per share 357 .50 5.64 (.83) 1.49
Dividends per share 80 — .60 .80 1.40

Dividends and market price ranges, by quarters

Toronto Stock Ex change

~ Market Range

New York Stock Exchange

Dividends (Principal market, Cdn. $) (U.S. $)

1979 Declared High Low High Low
1st 10¢ 24% 19% 21 17
2nd 20¢ 2314 19 2044 1614
3rd 20¢ 277% 20% 243 17
4th 30¢ 30 20% 257 17%
1978

Ist — 17V 15% 15% 13%
2nd - 18% 153 167 13%
3rd — 214 1714 18145 15Y
4th = 24 15% 20% 1614
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Bulldozing Glauber’s salt in Saskatchewan; loading Terra herbicide; telephoning control-room data in Flin Flon; working
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A two-drill jumbo drilling machine working in one of the many cavernous stopes at Tantalum Mining Corporation

Canadian Metals Division

The Canadian Metals Division is responsible for
mining and meftallurgical operations in the Flin
Flon-Snow Lake area of northern Manitoba, at
Whitehorse Copper Mines in the Yukon and at
Tantalum Mining Corporation of Canada in
southeastern Manitoba, as well as all metal sales
and purchases of concentrates, and the transporta-
tion of all raw materials and finished products. The
Division has sales, financial, administrative and
transportation personnel in Toronto; operating
personnel at the various sites have their own
appropriate support staffs. The Division's
responsibilities also include Francana Minerals
Lid., Zochem and Hudson Bay Diecastings, which
produce detergent-grade sodium sulphate and
salt-cake, zinc oxide, and zinc-base diecastings
respectively.

Flin Flon-Snow Lake operations

Operations were continuous during the year. Reduced
production of some metals was due to shortages of
purchased concentrates and lower-than-planned ore
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tonnages and grades from our own operations. In
addition, commissioning problems at the new Snow Lake
concentrator affected recoveries; these problems have
since been resolved.

Production of metals from all sources for the Company’s
account:

1979 1978
Refined copper (lb) 133,761,692 137,102,586
Slab zinc (Ib) 147 361.249 141,778,738
Cadmium (Ib) 194,477 248972
Selenium (1b) 82,596 83,103
Gold (oz) 63,082 69,343
Silver (0z) 1,195,931 1,303,385
Lead (1b) 901.800 1,170,989

Mining — Flin Flon area

In the Flin Flon Mine, development and mining of rem-
nants and pillars continued. Centennial Mine's produc-
tion was maintained at rated capacity until late Novem-
ber when a bulkhead failure resulted in a run of fill
into the mine, shutting down operations until year-end.
White Lake Mine produced as scheduled throughout the



year. Westarm Mine production increased gradually,
reaching rated capacity in the latter part of the year.

ore production/average assays

Au Ag Cu Zn
mine tons oz/ton  oz/ton % %
Flin Flon 619,663 0.040 0.67 1.61 1.85
Centennial 193,907 0,038 0.65 1.51 2.21
White Lake 129,506 0.025 0.65 1.83 4.76
Westarm 175,870 0.038 0.5_2 3.36 1.46
Total for 1979 1,118,946 0.038 0.64 1.89 2.19
Total for 1978 1,053,547 0.039 0.71 1.87 2.56

Mining — Snow Lake area

ore production/average assays

Au Ag Cu In
mine - tons oz/ton  oz/ton % %
Stall Lake 272,352 0.036 0.23 4.69 0.58

Osborne Lake 188,937 0.006 0.13 2.40 1.18
Anderson Lake 65,148 0.028 0.26 3.51 0.14
Chisel Lake 226400  0.037 0.85 0.51 11.35
Ghost Lake 9998  0.033 0.89 042  11.66
Total for 1979 762835 0.028 040 272 4.03
Total for 1978 797.647 0.031 0.47 2.78 3.96

At Stall Lake, the upgraded No. 1 production shaft was
producing as planned and work was started on the No. 4
internal shaft. Maintenance of ore reserves at Chisel
Lake led to the postponement of the proposed open-pit
development. At Ghost Lake, development of the Lost
Lake zones continued. The Anderson Lake development
program to the 3,000-foot level was completed and
production resumed with the new vertical-crater-retreat
section supplying most of the ore. At Osborne Lake
Mine, diamond-drilling failed to prove up additional ore
and a start was made on development of the lower ore
Zone.

Ore reserves

Proven recoverable reserves of copper-zinc ore in
Company-owned and leased mines in the Flin Flon —
Snow Lake area at year-end totalled 17,455,000 tons,
assaying gold — 0.037 oz per ton; silver — 0.55 oz per
ton; copper — 2.68%; zinc — 2.7%. The new calculation
included average waste dilution of 20% and average
estimated recovery of 90% of diluted tonnage. Ore
reserves at year-end 1978 totalled 17,016,000 tons.

Metallurgical operations

Concentrators (Flin Flon and Snow Lake)
The tonnage of ore treated was as follows:

1979 1978
tons 1,874,835 1,850,781
Average tons per operating day
(five days per week) 7,469 7315

Production of concentrates totalled 204,597 tons of
copper concentrate, 69,616 tons of zinc concentrate and
835 tons of lead concentrate.

Zinc refinery. The amounts of refined zinc and cadmium
produced for the Company’s account were as follows:

n/lb Cd/lb
From HBM & S feed 57442598 84,09
From purchased concentrates 89,9!-?'_%:{5_51 i 110,382
Total 1979 41361249 194478
Towl 1978 141778738 248972

Although zinc production was higher than in 1978, it was
adversely affected by increased quantities of antimony
in plant feed, and to some extent by the high turnover in
the labor force. The inventory of zinc at year-end total-
led 5,436 tons, compared with 22,239 tons at the end of
1978.

Copper smelter. Tonnage and metal content of anode
copper produced for the Company’s account and ship-
ment to the refinery were as follows:

tons Aujoz  Agloz Cu/lb Se/lb
From HBMA&S feed 33,209 37232 654,062 66,091,829 127070
From purchased B
concentrates 34,254 27415 532,664 68,170,546 -

Total 1979
Total 1978

67,463 64,647 1,206,726 134,262,375 127,070
69,294 71,769 1,327,601 137,962,122 127851

Coincidental with the commissioning of the Snow Lake
concentrator, improvements in metallurgy were realized
by additions to the concentrate-unloading system. This
permitted a better blending of the various feed stocks,
resulting in a more homogeneous reverberatory furnace
feed supply.

Environmental control

An environmental license was obtained for one mine
during the year, the license for a second was revised, and
discussions were held with environmental authorities on
four others. Completion of these discussions will bring
all mines in the Flin Flon/Snow Lake area under license,
and will require some investment to meet environmental
regulations. Emissions from the Flin Flon metallurgical
complex were reviewed and considerable upgrading of
dust-collection facilities was completed. This, plus
related studies, was directed toward renewal of the
license covering atmospheric emissions, which expired in
1979, and the requirements under a new license are being
reviewed. Extensive activity continued in industrial
hygiene monitoring and in engineering of workplace
improvements.

Major projects

Construction and commissioning of the 3.800-ton-per-
day Snow Lake concentrator were completed, with the
first ore being treated on April 26. The official opening
ceremonies were held on June 28, 1979. Following some
initial commissioning problems, the plant was producing
at design performance by year-end. Collaring of the
Spruce Point shaft was completed early in the year
and construction of the surface plant was nearly
complete by year-end. Shaft-sinking began in February,
1980. In the zinc tankhouse, conversion to mechanical
stripping continued and completion is expected early
in 1980. A new acid-resistant brick floor was completed
in August.
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Industrial relations

A new three-year agreement successfully negotiated in
September became effective in October. A Co-operative
Wage Study program for evaluating all hourly certified
jobs was completed in July. More than 1,800 employees
participated in training programs this year and work
continued on the development and refinement of our
training program for native Northerners. The Company-
wide safety training program was intensified at the be-
ginning of the year and by year-end accident frequency
and accident severity had been reduced by 19% and 11%,
respectively, from the 1978 levels. A total safety aware-
ness program directed toward the employees, their
families and the general public was launched in July. At
year-end there were 2,479 employees on the payroll,
compared with 2,368 at the end of 1978,

Whitehorse Copper Mines

Joint-venture operations (The joint venture is owned 2/3
by Whitehorse Copper and 1/3 by Anglo American
Corporation of Canada Limited.)

Production 1979 1978
Ore hoisted (wet tons) 935,997 869,800
Ore milled (dry tons) 914,060 863,092

Ore grade (% Cu) 1.12 1.40

Concentrates produced (dry tons) 19,640 23.448
Metal contained in concentrate:
Copper (Ib) 17,494 036 20,923,048
Gold (0z) 15,868 19,007
Silver (oz) 168,972 195,765
Mining

Mining continued to be plagued by poor ground
conditions, high dilution and poor recovery in the older
areas of the mine. As a result, the grade of copper mined
was reduced to 1.12%. A vertical-crater-retreat method
of mining was initiated at the start of the year in newer
areas of the mine and the method is working well with
minimum dilution and good fragmentation. Develop-
ment of the Middle Chief orebody is continuing with the
crusher station excavation 75% complete.

Ore reserves

December 31, 1979  December 31, 1978

tonnage % Cu tonnage % Cu
Little Chief orebody 1,377,730 1.47 1,697.866 1.58
Middle Chief orebody 933,833 1.55 933833 155
Total 2,311,563 1.50 2,631,699 1.57

The proven ore reserves are diluted and recoverable.

Concentrator

Copper recovery in the concentrator was low at 85.7%
due to depressed head grades and the presence of the
unusual copper mineral valleriite. Construction of an
additional tailings dam was halted in November due to
cold weather but will be completed in 1980,

Administration

The overall work force remained relatively constant at
200 employees. The accident frequency (the number of
accidents per million manhours worked) was reduced
slightly from 1978 figures. Training in first-aid and
mine-rescue was conducted throughout the year.
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Tantalum Mining Corporation

Production 1979 1978

QOre mined (tons) 180,505 171,892
Ore grade (tantalum pentoxide — %) 0.137 0.148
Tantalum pentoxide produced (Ib) 344,186 340,124
Recovery of tantalum pentoxide (%) 69.2 64.8

Shipments of concentrates contained a total of
350,194 Ib of tantalum pentoxide. The price per pound
of tantalum pentoxide in the concentrates has varied
from US $24 at the beginning of 1979 to more than
US §75 at year-end. The demand for tantalum continues
strong.

Mining

A total of 2,585 feet of development was driven, mostly
for the delineation and development of low-grade
reserves in the northwest corner of the shaft orebody.
Rock mechanic studies have been completed and have
indicated that a reduction in pillar size is feasible,
thereby increasing the mineable reserves. Delineation
of low-grade tantalum zones by short diamond-drill holes
from underground workings continues to confirm
mineable values. Increasing haulage distances neces-
sitated a conversion to truck haulage from load-haul-
dump units.

Concentrator

There was a marked improvement in recovery in 1979
and this trend is expected to continue in 1980. Continued
research followed by a successful pilot-plant operation
on tantalum flotation resulted in the start of construction
of a new froth-flotation facility and modifications to the
gravity plant in September, 1979. The throughput
capacity of the plant will be increased from 175,000 tons
annually to 250,000 tons, permitting the reprocessing
of 75,000 tons of tailings while the production rate of
ore from underground remains unchanged.

Exploration

An intensive exploration program was carried out in the
Bernic Lake area and in other areas in Canada: 32,378
feet of diamond-drilling in close proximity to the Bernic
Lake pegmatite, plus 4,025 feet in surrounding areas,
were completed. During the summer months 317.8
line-miles of rock geochemistry were completed. No
significant discoveries were made during the year.

Ore reserves

A preliminary estimate made near year-end indicated
1.22 million tons of proven, probable and possible mine-
able ore with an indicated grade of 0.15% tantalum
pentoxide. In addition, 833,000 tons of stored tailings
grading 0.07% tantalum pentoxide can be considered
economically viable for reprocessing during summer
months.

Industrial Products
Francana Minerals Ltd.

Shipments of detergent-grade were higher than
anticipated, partly due to production problems
encountered by other Canadian and U.S. producers;

Copper concentrates produced by Whitehorse Copper Mines
in the Yukon are shipped to Flin Flon
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demand for salt cake remained strong as kraft pulp mills
(the main buyer) operated at capacity. As a result of
higher sales and improved prices, cash flow increased
and the company paid its first dividend to shareholders,
reducing arrears on preferred shares by 50%

Zochem

Despite a relatively flat world market for zinc oxide,
Zochem captured a much greater share of the market
for regular grades and posted a 16% increase in sales.
Production was 80% of capacity and the plant achieved
a high rate of efficiency in the use of manpower, energy
and in zinc conversion, with the result that unit costs,
other than zinc metal, were lower than in 1978.

Hudson Bay Diecastings

Although sales and tonnage of zinc processed were
comparable with those for 1978, earnings were adversely
affected by the slump in the automotive marketplace.
The tonnage of zinc diecastings used by the automobile
makers decreased for the fourth consecutive year due to
the increased use of thin-wall zine diecastings and the
substitution of lighter materials. In addition, production
and sales of full-size automobiles and trucks showed a
marked decline, particularly in the U.S. Since 62% of
Hudson Bay Diecastings’ production is used on larger
vehicles, net earnings were reduced considerably and
the new electro-plating facility, which started operating
during the latter half of 1978, operated at less than
capacity during 1979.

Underground ore conveyor at Anderson Lake Mine.



Inspiration’s solvent extraction plant will produce more than 100,000 Ib of copper per day when it reaches full capacity

U.S. copper mining

Inspiration Consolidated Copper Company

Inspiration is an integrated mining company,
its principal business being the production and
sale of copper from its Arizona operations which
include mines, smelter, refinery, rod fabricating
and sulphuric acid plants. Inspiration also smelts
copper-bearing materials for other producers, and
owns and operates a silver-bearing silica flux mine
in Montana.

Financial results

Net earnings totalled US $7,367,000, or $2.34 per
common share, on deliveries of 93.3 million Ib of copper
at an average selling price of 89.2¢ per Ib. This compares
with the previous year's loss of §7,821,000. or $2.38
per share, on deliveries of 88.3 million Ib of copper
at 65¢ per 1b. Higher metal prices during the year were
the most significant factor contributing to the turn-
around.

Mining
The open-pit mines and most of the treatment plants at

Inspiration, Arizona, operated on a seven-day week
schedule throughout 1979 except for a planned 20-day
shutdown for maintenance and repairs in July.
Production from the Thornton, Live Oak, Red Hill
Barney North and Joe Bush open-pit mines totalled
6,105,000 tons of ore, equivalent to 17,800 tons per
operating day. In addition, for each ton of ore mined, 3.3
tons of waste were removed. Comparable figures for
1978 were 18,600 tons of ore per day and a waste-to-ore
ratioof 2.8 to 1. New equipment ordered for the open-pit
mines included a 17-yd electric shovel and fourteen
120-ton haulage trucks. Mining at the Ox-Hide open-pit
mine, just west of Inspiration, remained suspended
throughout the year. However, 1,220,000 Ib of copper
were recovered from the circulation of sulphuric acid
through previously mined ore on leach dumps. In the
prior year, 4,147,000 Ib were similarly recovered. The
Christmas open-pit mine, 35 miles southeast of
Inspiration, resumed operations at midyear. Production
averaged 5,200 tons of ore per operating day with a
waste-to-ore ratio of 2.7 to 1. Copper recovered from
Christmas ores totalled 12,336,000 Ib.
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Ore reserves
Recoverable

. . tons grade copper
Active mines (in thousands) % Cu  (in thousands of Ih)
In Inspiration area 245,224 0.58 2,265942
Ox-Hide 29,309 0.31 94 496
Christmas open pit 13,735 0.73 133,252
Inactive mines
Christmas underground 20,131 1.78 567,605
Sanchez 79,362 0.36 285,700

Metallurgical operations

The leaching plant produced 24,647,000 1b of copper:
13% in the form of electrowon cathodes and 87% as
cement copper which was shipped to the smelter.
Production of CuPels®, Inspiration’s patented upgraded
cement copper, totalled 3,410,000 1b in 1979 (3,332,000
Ib in 1978).

The concentrator at Inspiration treated 17,700 tons of
ore per operating day and produced 43,744,000 Ib of
copper in the form of concentrates. Comparable figures
for the previous year were 18,700 tons per day (five days
per week during first six months) and 39,660,000 Ib of
copper in concentrates. The moly plant produced
208,000 1b of molybdenum (62,000 Ib in 1978).

The refinery produced 84,993,000 Ib of copper as
electro-refined cathodes in 1979 (95,914,000 1b in 1978).
The rod plant, treating cathodes from the refinery, along
with some purchased and toll copper, produced
104,601,000 1b of copper as Inspirod®; production in
1978 totalled 84,396,000 Ib Rod production of 11,563,000
Ib in October was the largest for any single month since
the plant’s startup in 1969.

The new $14-million solvent extraction plant came on
stream in October, on schedule and within budget.
Production in the fourth quarter was satisfactory and
significant savings are being realized as a result of
eliminating the costly iron precipitation and smelting
processes normally required in the recovery of copper
from leach solution. The plant is operating at a rate of
2,800 gallons per minute and producing 45,000 [b per day
of high-quality cathodes. In the second half of 1980, it is
expected to reach full capacity of 4,000 gallons per
minute and produce more than 100,000 Ib of copper per
day.

Smelting operations

The smelter treated 403,000 tons of new metal-bearing
material in 1979: 28% coming from the company’s own
production and 72% representing other producers’
concentrates treated on a toll basis. Comparable figures
for 1978 were 420,000 tons of new material: 23%
domestic and 77% toll. Production of copper from the
smelter consisted of 73,000 tons in the form of blister
cakes and 59,000 tons as anodes which were transferred
to the refinery. The year-ago figures were 74,000 tons
and 65,000 tons, respectively. Production was somewhat
curtailed in 1979 because of environmental constraints.
During 1979, the acid plant produced 233,000 tons of
sulphuric acid, compared with 249,000 tons in 1978.

Environmental control

Despite Inspiration’s expenditure of more than $60
million in the past 10 years on the best available
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technology to improve the quality of air surrounding its
smelting operations, it was cited by the Arizona
Department of Health Services in late 1979 for violating
air-quality standards. Although it questioned the validity
of the data collected by the state at its local monitoring
stations, Inspiration voluntarily agreed, in January, 1980,
to spend more than $250,000 on new equipment,
equipment modifications and operational procedures to
ensure compliance with the environmental regulations.
Many of the deficiencies will be corrected next summer
when the plants shut down for a regular maintenance
and vacation period. In the meantime, periodic
shutdowns of the smelter and acid plant may be
necessary to prevent further violations when air
inversions occur in the local area. It is expected that
additional environmental control expenditures of
approximately US $59 million will be required in the
vears 1980 through 1983. To avoid violations of water-
quality standards, Inspiration is seeking to implement a
zero-discharge program in part through a $15-million
water collection and treatment project to purify effluent
stored at various locations throughout the operations.

Long-range plans

Considerable effort was spent in 1979 by company
personnel and outside consultants on the development
of long-range plans. These include optimization of
recovery from the existing orebodies in both mining and
beneficiation phases. In addition, engineering studies to
optimize the ultimate operations of the smelter are
underway, the upgrading of the concentrator has begun
and a program of replacing mine equipment is being
implemented. Such planning includes service facilities
required to maintain an expanded operation: main-
tenance workshops, office accommodations and housing
for employees. Inspiration has begun developing a
site on which employees can purchase quality homes.
The area will also be open to other residents of the
local community.

Black Pine Mining Company

This wholly owned subsidiary operates a small
underground mine near Philipsburg, Montana, which
supplies silver and copper-bearing silica flux ore to the
Anaconda smelter at Anaconda. Installation of an
optical sorter system, which upgrades the copper and
silver content, the substantial rise in the price of silver,
an increase in the price of copper, acceptance of excess
flux over contract amounts by the smelter, all combined
to produce a record performance for 1979. Deliveries to
the smelter in 1979 totalled 73,900 dry tons of flux ore
averaging 6.90 oz of silver per ton, 0.94% copper, and
0.005 oz of gold per ton. Early in 1980 it was decided to
expand the mine's production capacity from 6,000 tons
of ore per month to 17,000 tons. Ore reserves total
1,593,000 tons grading 6.19 oz silver per ton and 0.43%
copper.



Exploration

Exploration in North America is conducted by two
companies: Hudson Bay Exploration and Develop-
ment Company Limited, wholly owned by Hudson
Bay Mining, in Canada and by Inspiration Develop-
ment Company, wholly owned by Inspiration Cop-
per, in the United States.

Hudson Bay Exploration explored for its own account in
Manitoba, Saskatchewan and the Yukon and partici-
pated with Anglo American Corporation of Canada
Limited and Tombill Mines Limited in joint ventures in
British Columbia, Yukon, Ontario and Quebec and in
the Athabasca uranium area of Saskatchewan. Explora-
tion diamond-drilling totalling 112,443 feet in 227 holes
was done to test 146 geophysical anomalies and to inves-
tigate further several mineralized zones; 11,516 feet were
drilled by Manitoba Mineral Resources Ltd. (MMR) and
Saskatchewan Mining Development Corporation
(SMDC) on projects in which Hudson Bay Exploration
holds participating interests.

At the Tom lead-zinc-silver deposit, near MacMillan Pass
on the Yukon-Northwest Territories boundary, an
extension of the West Zone was located and work
planned for 1980 will investigate the downward
projection of this extension from the adit level.

On a property optioned from Risby Tungsten Mines Ltd.
in the Yukon, drilling tested a tungsten-bearing zone
which had been found by earlier work. The zone is open
to the north and to depth and will be explored further
during 1980. On the property south of Reed Lake in
Manitoba, which is being explored under a joint-venture
agreement with MMR, drilling continued in the Sylvia
copper-zinc deposit. This drilling has partially outlined
two parallel-plunging zones of better-grade material
which have an indicated tonnage of 875,000 grading
2.3% copper and 0.7% zinc. Both zones are open to depth
at the 1600-foot level. In the Athabasca uranium area of
Saskatchewan, exploration continued on two properties
under joint-venture agreements with SMDC.

The 1980 budget controlled by Hudson Bay Exploration
totals $6.29 million, including $1,232,000 contributed
by participants in shared programs. Approximately two-
thirds of the total exploration budget will be spent in
the Flin Flon-Snow Lake area.

Inspiration Development Company conducted exploration
operations in all the western states of the U.S. plus
Alaska. Two projects in Idaho, a tungsten-molybdenum-
silver deposit and a fluorite-lead-silver project, and one
in California, also a tungsten deposit, are encouraging
and further evaluation is planned in 1980. The budget
for 1980 totals US $5,900,000.

Exploratory drilling at the Tom lead-zinc-silver deposit on the
Yukon-Northwest Territories boundary

27



Petroleum

Francana Oil & Gas Ltd., a public oil and gas
company in which Hudson Bay Mining owns
controlling interest, now includes the assets and
operations of Canadian Merrill Lid. which were
transferred to Francana as part of a reorganization
of these companies. Accordingly, the resulis in this
report include the operations of Merrill with those
of Francana on a “pooling of interest” accounting
basis. Francana is directly engaged in exploration
forand development of crude oil and natural gas in
North America. In addition, it holds a 57% interest
in its major subsidiary, Trend International Limit-
ed. which operates in North America, in Indonesia
and elsewhere outside North America.

Francana Oil & Gas Ltd.

Reorganization

Under the terms of a Reorganization Agreement,
Francana acquired the assets and business of Merrill
on the basis of an exchange of 1.9 Francana shares
for each outstanding Merrill share. The Merrill share-
holders will become shareholders of Francana on March
31, 1980; the Merrill employees have become employees
of Francana.

Financial

Francana’s consolidated gross revenue, before royalties,
totalled $102,164,000 (including Trend gross revenue of
$53,828,000) compared with $80,033,000 (including
Trend gross revenue of $44,745,000) for 1978. Funds
generated from operations, after income taxes, totalled
$45.315,000 in 1979 (including the Trend contribution of
$24.294.,000} and $35,388,000 (including the Trend con-
tribution of $21,502,000) last year. Net earnings, after
providing for the majority interest position in Trend,
increased by 31% to 515,705,000 from $11,959,000.

Francana’s consolidated gross revenue, excluding Trend,
was $48,336,000 in 1979, including $44,936,000 from Ca-
nadian and $3,400,000 from U.S. operations. This com-
pares with $33.173,000 from Canada and $2,115,000
from the U.S. for 1978, excluding Trend. Trend’s share
of consolidated revenue in 1979 was 553,828,000 com-
pared with $44.745,000 in 1978, of which $43,026,000 was
derived from Indonesian operations, compared with
$36.632,000 from that source in 1978. The balance of
Trend's gross revenues includes income from North
America, investment income and other income.

The contribution to Francana’s net earnings, after
deducting the Trend minority interest, was 57,241,000
from North American operations, $6,633,000 from
Indonesian operations and $1,831,000 (primarily invest-
ment and other income) from other operations. This
compares with $5,267,000, $6,533,000 and $159,000,
respectively, from those same sources in 1978.

The revenue increases achieved during the past year
reflect higher production rates and product prices in
North America and numerous increases in Indonesian
oil prices during 1979.
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Production and sales

Francana's North American sales in 1979 totalled
1,482,000 barrels of crude oil, compared with 1,444,000
barrels last year. These figures include Trend produc-
tion of 418,000 barrels and 437,000 barrels in the
respective years.

Natural gas sales in North America increased to 19,511
million cubic feet in 1979 from 15,679 million cubic feet
last year. Trend’s share of production was 715 million
cubic feet in 1979 and 851 million cubic feet in 1978.
Increased production in Western Canada accounted for
the majority of the increase.

Gross crude oil production from the Indonesian project
operated by Trend, and in which Trend has a 27% work-
ing interest, was 22,456,000 barrels in 1979 which was
13% lower than in the previous year, reflecting the con-
tinuing natural decline of the reservoirs.

Exploration and development
Francana and Trend drilled 243 gross wells in 1979
compared with 203 in 1978.

The following is a summary of the wells drilled in 1979:

] - il Gas Dry
Canada 27 64 2
United States 11 33 29
Indonesia 26 — 1

Total o 64 117 62

Consolidated capital expenditures totalled $42,348 (000.
Expenditures for land acquisition and retention, geolog-
ical and geophysical work, drilling and production
equipment were: $23,412,000 by Francana in Canada and
$5,688,000 in the U.S.; $10,655,000 by Trend in the U.S.
and $2,593,000 in Indonesia and other non-North Amer-
ican areas of activity. The expenditures in 1979 rep-
resent a 53% increase over the $27.750,000 of capital
expenditures in 1978.

Reserves
Francana's estimated reserves at year-end were:
- 1979 1978
Natural gas (billion cubic feet)
Proved developed and undeveloped 2291 309.2
~ Probable 63.7 65.0
Total 292.8 374.2
Crude oil and natural gas liquids
(thousands of barrels)
Proved developed and undeveloped 24,671 34,410
Probable 12,785 3.543
Total 37.456 37953

Included in these totals are 20.1 billion cubic feet of
natural gas (1978 — 15.6 bef) and 15,079 thousand
barrels of crude oil and natural gas liquids (1978 —
19,627 thousand barrels) attributed to Trend's operations.

A seismic blast is set off by a Francana exploration crew






Fertilizers, agricultural products

Terra Chemicals International, Inc.

Terra and its subsidiaries are primarily engaged in
marketing a full line of chemical fertilizers and
crop-protection chemicals. Terra markets its
products at both the wholesale and retail levels: a
network of retail farm service centres in the
Midwest, South and Southwest deals direct with
the farmer; wholesale marketing to dealers,
distributors and manufacturers extends throughout
most of the United States. Terra manufactures
nitrogen products and nitrogen feed ingredients at
its chemical production complex located near its
headguarters in Sioux City, lowa. Manufacturing
facilities owned in partnership at Woodward,
Oklahoma, produce ammonia, nitrogen fertilizer
solutions and urea liguor.

Financial results

Net earnings totalled US $2,739,000 (29¢ per common
share), up from US $1,277,000 (1¢ per comon share) for
1978. Revenues totalled US $254,109 000, compared with
US $198,901,000 in 1978. Although still not satisfactory
in terms of return on either sales or investment, Terra's
1979 earnings represent a substantial improvement over
last year and a reversal of a four-year trend of declining
annual earnings. Gross profit performance has
improved in each of the last three quarters; at the pre-tax
level, the earnings improvement over 1978 was US $6.1
million.

Both higher prices for fertilizer products and agricultural
chemicals and increased tonnage contributed to the
record sales revenue. Although prices were weak in
January and February, they strengthened throughout
the remainder of the year. Increased manufacturing
costs, particularly for natural gas, and increased costs
of some purchased products offset to some extent the
improvement in prices.

Corporate objectives

The company has been engaged in an extensive long-
range strategic planning program emphasizing asset
management and is now implementing and updating
action plans developed to achieve objectives for
improved return on investment. This planning process
resulted in restructuring and consolidating the
agricultural marketing function and establishing an
information systems group with more sophisticated
data-processing equipment and techniques to provide
timely operating information to managers as the
company grows. In line with objectives for improved
return on money invested as well as for increased sales
and profits, the company discontinued operations at
several less profitable locations and either sold or
transferred assets to other outlets. Funds recovered
were used to purchase or improve and expand more
profitable locations.

Competitive disadvantage

Terra and 12 other nitrogen producers, a group which
accounts for about 53% of U.S. ammonia production,
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have formed the Ad Hoc Committee for Domestic
Nitrogen Producers to seek relief from rapidly increasing
imports of low-priced ammonia from the Soviet
Union. In response to a petition filed by the Ad Hoc
Committee, the U.S. International Trade Commission
(ITC) ruled that imports of Soviet anhydrous ammonia
are disrupting the market in the United States and
violate the Trade Act of 1974 and recommended import
quotas for the next three years. President Carter
initially decided against the quotas but later, because
of changed domestic and international economic
conditions, set a one-year quota limiting imports to the
previously recommended ITC levels and requested the
ITC to reopen its investigation.

Market comments

The U.S. agricultural economy had an excellent year in
1979, with record gross receipts and near-record net
farm income. Although gross farm income in 1980 is
expected to increase somewhat from the 1979 level,
inflation will increase the cost of purchased inputs, and
net farm income could decline substantially in 1980. Itis
expected that domestic use of 1979-80 U.S. crops will
increase moderately, but that exports, especially grains,
will increase sharply.

Despite the economic slowdown in the United States,
predictions are for a healthy agricultural market
situation. Strong foreign demand, resulting from reduced
crop yields and expanded livestock production in many
foreign countries, will provide suport for crop prices in
the U.S. However, the effect of the January 4 partial
embargo by President Carter appears uncertain.

A Terra retail plant manager points to an adjoining field as he
advises customers near Merrill, Iowa






Directors and Officers

Directors

*H.R. Fraser, Toronto
Chairman
Hudson Bay Mining

*H.P. Crawford, Q.C., Toronto
A Senior Partner
Osler, Hoskin & Harcourt
Barristers and solicitors

*+E.P. Gush, Toronto

President
Hudson Bay Mining

M.B. Hofmeyr, London
Chairman and Managing Director
Charter Consolidated Limited

A mining-finance house

TR.H. Jones, Winnipeg
President and Chief Executive Officer
The Investors Group
A financial holding company

*+A.T. Lambert, Toronto
Former Chairman
The Toronto-Dominion Bank
A Canadian chartered bank

H.C.F. Mockridge, Q.C., Toronto

A Senior Partner
Osler, Hoskin & Harcourt

*W.A. Morrice, Toronto

Former President (retired)
Hudson Bay Mining

G.W.H. Relly, Johannesburg
Joint Deputy Chairman

Anglo American Corporation of
South Africa Limited

A mining-finance house

A. Sweatman, Q.C., Winnipeg
Partner

Thompson, Dorfman, Sweatman
Barristers & solicitors

1.D. Taylor, Q.C., Johannesburg
Manager

Anglo American Corporation

of South Africa Limited

* Member of the Executive Committee
FMember of the Audit Committee
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Dr. J.B. Howkins

Senior Vice-President — Exploration

J.R. Sadler

Senior Vice-President
Canadian Metals Division

C.K. Taylor, Q.C.
Senior Vice-President — Administration
Secretary and General Counsel

R.B. Cairns

Vice-President — Exploration

S.R. Horne

Vice-President — Investments

Dr. C.L. Sarthou

Vice-President — Market Research
and Development

W.A. Atkinson

Comptroller

Miss S. Kozel

Assistant Secretary

M.B. Smith
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Metals/industrial products
Canadian Metals Division
Flin Flon-Snow Lake Operations
Francana Minerals Ltd. (60%)
Hudson Bay Diecastings

Tantalum Mining Corporation of Canada Limited (37.5%)

Whitehorse Copper Mines
Zochem

Hudson Bay Exploration and Development Co., Limited
Inspiration Consolidated Copper Company (50%)

Lytton Minerals Limited (33.9%)
Compania Cuprifera La Verde, S.A.
(Lytton holds 47.5%)
Stikine Copper Limited (34.9%)

Petroleum

Canadian Merrill Ltd. (61.9%)

Francana Oil & Gas Ltd. (54.9%)

Trend International Limited
(Francana Oil & Gas holds 56.8%)

Fertilizers and agricultural products
Terra Chemicals International, Inc. (53.8%)

&

Hudson Bay Mining and Smelting Co., Limited

Head Office

P.O. Box 28, Toronto-Dominion Centre,
Toronto, Ontario M5K 1B8

Cable address: Hudbay, Toronto
Telephone: (416) 362-2192

Telex: 02-29408

Transfer agents

The Royal Trust Company —
Montrea!, Toronto, Winnipeg,
Regina, Calgary, Vancouver.
Morgan Guaranty Trust Company
of New York — New York, N.Y.

Registrars

Montreal Trust Company —

Montreal, Regina

Crown Trust Company —

Toronto, Winnipeg, Calgary, Vancouver.

The Chase Manhattan Bank — New York, N.Y.

Principal addresses

Metals/industrial products
Hudson Bay Mining and Smelting Co., Ltd.
Canadian Metals Division
P.O. Box 1500, Flin Flon, Manitoba R8A 1N9
Francana Minerals Ltd.
670 Bank of Canada Building, Regina,
Saskatchewan S4P OM8
Hudson Bay Diecastings
230 Orenda Road, P.O. Box 1050,
Brampton, Ontario L6T 1E9

Tantalum Mining Corporation of Canada Limited

Bernic Lake, Manitoba ROE 0G0

Whitehorse Copper Mines
P.O. Box 4280, Whitehorse, Yukon Y1A 3T3

Zochem
1 Tilbury Court, P.O. Box 1120,
Brampton, Ontario L6V 2L8

Inspiration Consolidated Copper Company

100 West Washington Street, First National Bank Plaza,

Suite 1870, Phoenix, Arizona 85003

Petroleum
Canadian Merrill Ltd.
Suite 2900, Scotia Centre, 700 - 2nd Street, S.W.,
Calgary, Alberta T2P 2W2
Francana Qil & Gas Ltd.
29th Floor, Scotia Centre, 700 - 2nd Street, S.W.,
Calgary, Alberta T2P 2W2

Fertilizers and agricultural products
Terra Chemicals International, Inc.
P.O. Box 1828, Sioux City, lowa 51102

Exploration
Hudson Bay Exploration and Development Co. Limited:
20 Victoria Street, 8th floor, Toronto, Ontario M5C 2N8&
P.O. Box 1500, Flin Flon, Manitoba R8A 1N9
Bentall Centre, Tower No. 2, 1695 - 555 Burrard Street,
Vancouver, British Columbia V7X 1G6
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