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Operations Summary

1989 1988 1987 1986 1985
Operating Data (millions of dollars)
Sales. . ... ... ... e $ 389.0 388.5 395.8 418.7 422.0
Income before taxes, minority and
extraordinary items. . ... ... . ¢ A S T Y B LR ] 39.7 36.0 399 343 322
INCOMBAAXES o v vner v s 5 o 2 om0 st wam 6 08 5 oo v : 15.1 14.5 15.2 142 145
Extraordinaryitems ... ... . ... .. ... .. L (6.5) (4.3) 6.3 (7.7) (1.9)
Netincome . ... . ... ... ... ... ... ... . ... ... 13.7 13.5 27.6 9.5 134
Financial Data (millions of dollars)
Working.capital: . vou vap s o v v o3 0 s oo 0 1 5e $ 102.3 127.8 157.6 122.9 127.8
Net fixed:assels: « wux o om v vos w0 st WS Y g g : 241.8 224.6 178.7 184.7 186.3
Longiermidebt . ; wx « s o e o e m o g e s w e 5 B 45.3 53.8 28.6 34.5 40.3
Shareholders’ equity . .. ... ... ... .. ... ... ... 226.4 229.6 234.7 206.5 205.5
Funds provided by operations. ... ... . ... . ... . ... 32.3 60.9 376 25.0 23.1
Capital expenditures . . ... ... . .. . o 35.1 71.9 9.2 16.1 10.8
Depreciation . . .. ..o i 157 14.9 13.9 15.0 14.2
Dividends
= OFETOEIOa SNATES! « « wise & sws e wiss & om 5 5w wEm .8 .8 .8 .8 .8
— commonshares . .. ... .. o 8.8 8.8 7.8 7.8 7.8
Aggregate remuneration of employees ... ... ... ... 1156.2 115.1 119.5 116.7 121.6
Per Common Share (after Preferred dividends)
Income before extraordinaryitems ... ... ... ... § 2.38 2.08 2.52 2.01 1.78
DELINCOME, cos o s w0 somoe ot s s mraom & s 0 ot oo 8 5 2 30 1.58 1.56 3.29 1.06 1.54
Funds provided by operations. ... ... ... . . . .. .. 3.86 7.37 4.52 2:97 2.74
Dividends .. ... .. ... ... .. .. . o . 1.08 1.08 .96 .96 .96
Year-end — BookValue . ... ... .. ... .. .. ... ... 26.04 26.46 27.08 2362 23.49
— MarketValue(TSE) ... . ... . ... o 25.63 22.00 20.88 26.25 23.00
Ratios
Return on capitalemployed (Note 1) ... ... ... ... 14.1% 12.7% 15.2% 13.0% 12.5%
Return on shareholders’ equity (Note 2) . . ... . ... . 6.0% 5.8% 13.0% 45% 6.9%
Debt/equityratio. .. ... ... ... ... ... ... 17:83 19:81 11:89 14:86 16:84
Working capital ratio .. ... e T = R o s e = . 1.9 2.1 2.6 22 2.3
Other Data
Shares issued and outstanding
— preferred ... ... ... e 140,000 140,000 140,000 140,000 140,000
— COMMON . . ... i - 8,155,901 8,150,301 8,150,301 8,150,301 8,150,301
Number of shareholders
= preferred . « m v s o sa v me o v e e gy 637 598 656 710 767
— COMMON . .. ... ... . ... . ..... ... v 2,689 2,961 3,184 3,550 4,271
Average number ofemployees . . .. ... .. ... ... . .. 2,804 2,847 3,076 3,170 3,630
Notes:

1. Operating income as a percentage of the annual average of total assets less current liabilities (excluding funds).
2. Net income less preferred dividends as a percentage of the annual average shareholders’ equity less preferred shares.
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Report to the
Shareholders

Your Directors submit herewith the
audited accounts of Hawker Siddeley
Canada Inc. and its subsidiary com-
panies for the year ended December
31, 1989 and management's discus-
sion and analysis of financial condition
and results of operations.

FINANCIAL RESULTS

Sales

Sales were $389.0 million (1988 —
$388.5 million). Improvement of $7.0
million realized in the Resource
Industry segment was offset by
reduced sales in the Transportation
and Industrial segment principally
caused by the strike at the Orenda
Division. Sales by industry and
geographic segments are shown in
Note 12 to the financial statements.

Income

Income before extraordinary items in
1989 was $20.2 million (1988 — $17.7
million) equivalent to $2.38 per
common share (1988 — $2.08 per
common share). Net income was
$13.7 million (1988 — $13.5 million)
equivalent to $1.58 per common share
(1988 — $1.56 per common share).

Extraordinary Items

Delay encountered in divesting Tree
Farmer Egquipment Company, Inc.
required an additional provision of
$4.2 million to cover a reduction in the
estimated realizable value of assets
and operating losses to January 18,
1990. Cost after tax of $4.7 million for
a restructuring program at Canadian
Steel Foundries Division, to be com-
pleted in 1990, was recorded in 1989.
Explanations of extraordinary gains
are provided in Note 3 to the financial
statements.

DIVIDENDS

In 1989 the Corporation declared and
paid the four quarterly preferred share
dividends as they became due. A
dividend of 27 cents was declared

Sir Peter Baxendell, Chairman of the Board (centre) with Board members Dr. A. K. Watkins,
Managing Director and Chief Executive, Hawker Siddeley Group PLC (left), and R. D. Cole,
President and Chief Executive Officer, Hawker Siddeley Canada Inc. (right).

payable on January 11, 1990 fto
holders of common shares of record
on December 21, 1989, following
declarations and payments of 27
cents per common share in each of
the previous three guarters.

DIRECTORS

On May 19, 1989, prior to the Annual
General Meeting of Shareholders,
Mr. B.R. Bensly retired from the Board
after serving as a Director since 1985.
Dr. A.K. Watkins, Mr. L. Hollander and
Mrs. G. Saucier were new Directors
elected at that meeting.

COMMENTS ON OPERATIONS

Transportation and Industrial
Products Segment

The Orenda Division in Mississauga,
Ontario has two principal operations,
the manufacture of components for
North America’s leading aircraft jet
engine builders and the Canadian and
U.S. military aircraft spare parts
markets, and the repair and overhaul
of jetengines usedin aircraft operated
by the Canadian Armed Forces.
Specialized engineering supportisalso
provided to the Canadian Armed

Forces together with technical
manuals which are prepared and
printed to military specifications.

Sales and profitability at Orenda were
seriously affected by the prolonged
strike of production shop employees
from November 1988 until July 1989.
The main issue was the introduction of
greater job flexibility. This was
considered essential by management
to improve productivity and enhance
prospects for the future viability of plant
operations in an increasingly
competitive industry. Changes in work
practices were finally agreed to in the
strike settlement and are being imple-
mented. Other programs designed to
reduce costs and improve quality have
also been instituted.

Following the end of the dispute, efforts
have been progressively directed at
rebuilding the confidence of
commercial and military customers,
renegotiating disrupted delivery
schedules and increasing bid activity,
particularly in the sub-contract manu-
facturing sector of the business. A
measure of the success achieved in
these endeavours was the receipt
towards year-end of contracts from



The Montreal, Quebec plant of Canadian Steel Foundries has the experience and facilities to
produce large castings to meet virtually any requirement of a wide range of heavy industries.

the U.S. Air Force for the supply of jet
engine turbine wheels. In the same
period, the Canadian Department of
National Defence renewed contracts
for spare parts and jet engine and
engine componentrepairandoverhaul.

To increase QOrenda's presence in the
Ncrth American military and civil
component markets and broaden the
product range, the Corporation
acguiredinJanuary 1990 the assets of
two corporations supplying machined
componentstothe aerospaceindustry,
Middleton Aerospace Corporation,
Middleton, Massachusetts, and
Windsor Aerospace Limited, Windsor,
Ontario. The operation of these units
will be integrated under Orenda
management as Windsor Aerospace
Division and Middleton Aerospace
Corporation.

Historically, the production of castings
for the railway industry, including
couplers, sideframes and bolsters,
has been a major element in the
business base of Canadian Steel
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Foundries Division, Montreal, Quebec.
Such castings are used by railcar
builders in the manufacture of new
freight cars and by the railways in day-
to-day operations as maintenance
spare parts. The persistently low
levels of railcar manufacturing in
recent years and improvements in
railroad maintenance practices have
severely eroded the demand for these
products. The foundry's other primary
business lies in the supply of large
custom-made castings to the electri-
cal generating, manufacturing and
mining industries. Improved demand
for these items resulted in higher
order intake beginning at the end of
1988 and continuing into 1989. These
long lead-time orders, whileproducing
a healthy order book, did not produce
a sufficiently high level of deliveries in
the year.

The combined impact of the above
conditions at Canadian Steel
Foundries resulted in a low level of
casting production, inefficient opera-
tions and unsatisfactory profitability.

A study of the alternatives open to this
Division to improve the situation
resulted in a decision being taken at
year-end to concentrate entirely on
the production of large custom-made
industrial castings. For North Ameri-
can producers, the large castings
market is expected to grow over the
foreseeable future. The production of
railroad castings was discontinued
early in 1990.

Severe competitive conditions, which
are expected to worsen as Canadian
tariffs decline under the Canada-U.S.
Free Trade Agreement, and reduced
railcar manufacturing affected opera-
tions at Canadian Steel Wheel Division,
Montreal, Quebec, where production of
wrought steel wheels fell below the
level of the previous year. The unit did,
however, continue to contribute to
profitability. Emphasis at the plant
continues to be placed cn reducing
wheel manufacturing costs. Addition-
ally, attention has been directed
toward increased marketing of
industrial circular products such as
crane wheels and gear blanks to
partially offset the reduced volume of
railway wheel business available.

CGTX Inc., Montreal, Quebec, owns
and operates a fleet of railway tank
cars and hopper cars which are avail-

Although tank cars form the greater
proportion of the CGTX railcar fleet, covered
hopper cars such as these units at an
Ontario polyethylene plant, are also
available for full service lease.



Canadian Steel Wheel is a supplier of maintenance wheels to the United States railway
passenger service operator, Amtrak.

able, on full service leases, to
Canadian industry and railroads. New
leases on railcars delivered from
orders taken in the previous year, an
increase in total fleet utilization
compared to 1988 and higher rental
rates, all contributed to improved
results.

New orders for railcars custombuilt to
meet specific needs of lessees were,
however, very low. A proposed amend-
ment to Canadian tax laws introduced
by the Federal government in the
1989 budget, which would have raised
the burden of taxation on leased
railcars, brought business to a
standstill and left CGTX with a minimal
railcar order position for 1990
deliveries. After representations by
the railcar leasing industry, we believe
that the proposed measure may not
be applied.

Railcar repair plants operated by
CGTX in Montreal, Quebec; Moose
Jaw, Saskatichewan; and Red Deer,
Alberta had a busy year with the total
volume of service work exceeding
expectations.

Resource Industry Equipment
Segment

The Corporation's sawmill and lumber
processing capital equipment busi-

ness is conducted by three units. The
equipment is designed, manufactured
and sold in Canada by Kockums
CanCar Division, Surrey, British
Columbia. In the United States, it is
distributed by Kockums CanCar
Corp., Atlanta, Georgia. Early in the
year, a small sawmill equipment dis-
tribution business, now called
Kockums CanCar Pty. Ltd., located in
Campbellfield, Victoria, was acquired
to distribute the Company’s products
in Australia and New Zealand.

Kockums CanCar sawmill machinery
sales reached a record level in 1989,
mainly as a result of increased
exports of equipment to the United
States. However, high cost overruns
associated with the development,
manufacture and start-up in the field
of a new product line placed a heavy
strain on the British Columbia-based
unit and overall profitability was
affected. The new machinery designs
represent major advances in sawmill-
ing technology and initial problems
encountered are being addressed.

The unit's business potential was
strengthened in European markets
by the appointment of new distribu-
tors in Europe and important sales
were made in Czechoslovakia and
Sweden. The United States-based

unit experienced improved sales and
profitability as demand for capital
equipment in that country remained
high. These gains were partially
offset by a lower volume of spare
parts sales. Requirements for new
capital equipment are expected to
decline in the United States in 1990,
and, as a result, spare parts sales are
unlikely to improve as the lumber
market slows in reaction to the
declining volume of building renova-
tions and new housing starts. The
Australian sales unit was active and
profitable during the year as it
became fully integrated under
Kockums CanCar management.

As indicated in the 1988 Annual
Report, persistently poor market con-
ditions in the United States forest
industry for log skidder vehicles had
given rise to a decision to divest
ownership of Tree Farmer Equipment
Company, Inc., Talladega, Alabama,
in the year under review. The assets
of this company were sold in January
1990 to another manufacturer of for-
estry equipment who will continue the
business under the Tree Farmer name.

The principal business of Dosco Over-
seas Engineering Limited, Tuxford,
Nottinghamshire, England, is the
design and manufacture of a range of
tunnelling and production machines
for various types of mining. The
company's main market is the United
Kingdom's coal mining industry, but
equipment is also sold for use in
other coal producing countries,
various mineral mining operations
and civil engineering tunnelling
projects. A range of associated
eqguipment is also produced.

Changes in purchasing and product
support policies by British Coal put
downward pressure on Dosco’s
sales of new machinery and related
spare parts and also on the level of
repair and overhaul work available on
existing machines. A program intro-
duced in 1988 to provide mining
machines to British Coal on long-
term leases continued to be favour-
ably received by the customer and
additional machines were delivered
under this plan. This activity, com-



bined with improvement in pla}nt
efficiency, enabled profitability to rise
above that of the previous year.

Efforts continued to be made to
diversify the product range and, to
this end, a line of crushers and sizers
for the quarrying industry was devel-
oped. In addition, agreements were
corcluded to enable pipe conveyor
systems and additional types of tun-
nelling machines to be manufactured
and distributed under license. Export
sales promotion was active in 1989
and opportunities which were pursued
for machine placements in coal and
other types of mining in several
countries should result in a high level
of deliveries in 1990.

Hallybank Engineering Company
Limited operates a facility adjacent to
the Dosco factory in the United King-
dom where it produces roof support
systems for use in mine roadways.
Strong activity in the first half of the
year slowed later to more sustainable
levels. The increased sales volume
resulted in improved profitability over
the previous year despite continuing
pressure on margins. The contract
mining business acquired in 1988
prospered and order intake was very
satisfactory. The use of contractors to
carry out certain phases of mining
activity appears to be gaining
increasing acceptance within the
United Kingdom coal industry.
Hollybank's experience and success
in this growing market should prove
beneficial in future years.

The Dosco Corporation, a subsidiary
based in Abingdon, Virginia, had a
good year. The unit supplies Dosco-
built machines to mining and con-
struction customers in the U.S,
provides after sales service and over-
hauls, and also manufactures arch
supports for tunnels. Sales of support
systems rose with much of the in-
crease coming from civil engineering
contractors although the traditional
mining customers showed steady de-
mand. Requirements for spare parts
for mining machines also remained
at a satisfactory level.
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A TB3000 twin-boom mining machine at work in a Spanish potash mine in conditions typical of
those in which Dosco mining equipment is designed to operate.

COMMENTS ON FINANCIAL
CONDITION

At December 31, 1989 the Corpora-
tion's financial condition remained
strong in spite of the strike during the
year at Orenda Division.

The Corporation has extensive credit
facilities with a number of Canadian
banks.

The exceptional capital expenditure
growth at CGTX Inc. in 1988 and
1989 resulted from expenditures on
railway rolling stock over the 2 years
of $30.5 million. $60.5 million was
financed internally and 30.0 million
long-term debt was issued in 1988.
CGTX Inc. rolling stock with a net
book value of $97.7 million is pledged
against long-term debt.

Changes in Financial Condition

The change in working capital items
indicates an absorption of funds of
$11.2 million in 1989 as compared

with a generation of $26.7 million in
1988. The main reason for an un-
favourable absorption in 1989 was
the prolonged strike at Orenda
Division.

Income tax payments were $11.0
million and $16.4 million in 1989 and
1988 respectively. The reduction in
tax payments reflect the effect on
current income taxes payable by
CGTX Inc., because of the capital
expenditure program, and the
operating loss sustained at Orenda
Division. As a result of tax losses
carried forward, nc income tax
payments were required in the
United States.

In the transportation and industrial
products segment, szles were down
4% from the previous year reflecting
the lengthy stike at Orenda. Partially
offsetting this decline was higher rail
car leasing revenue associated with
the previous vyear's increase in



Widely used in coalmine roadways, roof arch supports manufactured by Hollybank Engineering also serve several sectors of the mining industry.
These supports line a tunnel in a gypsum mine.

CGTX's fleet size and improved
hydro-electric custom casting ship-
ments at Canadian Steel Foundries
Division. Although sales were lower,
operating income exceeded that in
1988 by 23% with the improved
earnings at CGTX more than com-
pensating for lower results by other
units in this segment.

In the resource industry equipment
segment, revenues exceeded those
of last year by 3% due largely to the
achievements of the Kockums
CanCar operations in the United
States, Hollybank Engineering
Company Limited’s continued ex-
pansion in the contract mining area,
and the strong surge in demand for
Dosco Corporation’s supports from
the civil engineering sector in the
United States. However, Dosco
Oversea’s domestic sales were down
as British Coal continued rationalizing
its colliery operations and prospects
in the export market especially for
China and India did not materialize.

In this segment, operating income
was 9% higher than in 1988 mainly
reflecting the elimination of Tree

Farmer Equipment operating losses
which were charged to the divesti-
ture provision set up in 1988.
Productivity gains at Dosco Over-
seas improved profitability despite
reduced sales. Dosco Corporation
enjoyed its most profitable year ever
as a result of the delivery of supports
for a large tunnel project in Houston,
Texas. Hollybank’s reduced operating
margins reflected prevailing market
conditions, but were offset by
increased shipments of supports and
growing contract mining sales.
Kockums CanCar's cost overruns
incurred in the development and start-
up of a new product line eliminated
the profits realized on the sales of
standard capital equipment and
spare parts.

CORPORATE INTENT

During the 1980s, the Corporation
gradually reduced its presence in the
highly cyclical railway supply industry.
The entry into export markets for
sawmill products, the expansion into
contract mining and the recent acqui-
sition of two manufacturing facilities

supplying components to the
aerospace industry have largely re-
placed the revenues foregone from
the former rail products manufactur-
ing operations. Efforts are continuing
to develop and acquire new business
activities that will provide increased
revenues and return to shareholders.

Submitted on behalf of the Board

ftor M e

—
Peter Baxendell

Chairman

R.D. Cole

President and Chief Executive
Officer

Mississauga, Ontario
March 1, 1990



Consolidated Statement of Income and Retained Earnings

Year ended December 31

1989

1988

Sales(Note 12) ... .. ...

Cost of sales, selling, general and administrative expenses . . . . . ..
BDepreciation; .« « i » « ovmie 4 7 % 2 o 0 smven w a0w Bladuaes e o oe s s 5 o

Operatingincorme(Note 12); = » » ¢ e wa 8 ¥ anlosay o3 e v 5 = -
Interest (expense)(Note 2) . ... ... ... ... .. ... ... ... .. ...

Income before income taxes, minority interest and

extraordinanyitems . oms = oo vonmg 5 o u @it 3 5 5 5 eeRE § 5
Incometaxes(Note 9) . .. ... ... .. ... .. .. .. .. .. .. ... ..

MINGTRIETESE & v q cnmmp am o5 5 swmen 5 puas soned 003 7 S2ama § 3 &

Income before extraordinaryitems .. ........... ... .. .. .. ...
Extraordinary items(Note3) . ... ... ... ... .. .. .. ... ... ..

Netincomefortheyear. .. ... . ... .. ... ... ... ... ... .......
Retained earnings, beginningofyear .. ... ... ... ... . ... .. ...

Dividends

Preferredshares . .. ... ... . . ... .. .. ...
COmMMONSHaras: « ol ® e by g & e bamam B ey s Sams s s 5o

Income per common share after preferred dividends

Before extraordinary items: . . o iu s vamnn cio v vionn v
After extraordinaryitems. . ............ ... ... .. ... ... ...

(HAWKER] [ISIDDELEY
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(in thousands)

$389,019  $388,508
332,900 339,420
15,652 14,937
348552 354,357
40,467 34,151
(803) 1,820
39,664 35,971
15,089 14,499
24,575 21,472
4,391 3,728
20,184 17,744
(6,472) (4,251)
13,712 13,493
161,149 157,263
174,861 170,756
805 805
8,806 8,802
9,611 9,607
$165,250  $ 161,149
$2.38 $2.08

$ 1.58 $1.56



Consolidated Statement of Changes in Financial Position

Year ended December 31

1989

1988

Funds (net cash and short-term investments),

beginning.ofyear. . . . 1. sk = Rouls s e e

Operating activities
Income before income taxes, minority interest and

exiracrdinaryitems; et s = e g AL S e S

ltems not affecting funds

Benraciation - s S E e e e e e
BRSSOl e i e T L S

Change in working capital items (excluding funds and

income taxes) related tooperations: .. ... ... oo
IcomBlaxipayments =u Mt anm iy o ulne s M o e i

Eundsiprovided by operallonste St e e e Bt

Investing activities

Proceads on.disposalioffixediassels ... . b el catn L

Additions to fixed assets

Railway rolling stock leasingfleet .. .....................
RlantandieqUipentadli: sk s s b i i e i el
Miscellafectis:r co e eI e S e e T e e e

Ernds tisedinjnvestingaetivities S5 -0s v el il 0

Financing activities

Geommon:shares!issted(Neted@)e. o .. i
(Reduction) increase in long-termdebt .. ............. ... ..
Purchase of minority interest in Kockums companies .. .......

Dividends paid to

Shareholders of Hawker Siddeley Canadalnc. .. ...........
Minority shareholder of a subsidiary . .. ..................

Funds (used in) provided by financing activities . .. ...... .. ...

Unrealized foreign currency translation loss on
net current assets of foreign subsidiaries . . .. .. .. ...

Netifupdsiisedintheyears i 5@ om0 Feeanl o IS s oie Pl

Funds (net cash and short-term investments), end of year

(in thousands)

$ 72,804 $ 79,156
39,664 35,971
15,652 14,937

(894) (321)
54,422 50,587
(11,153) 26,703
(11,009) (16,421)
32,260 60,869
2,837 4,971
(26,684) (63,777)
(8,421) (8,077)
= (85)
(32,268) (66,968)
118 22
(4,562) 24,370
—_ (4,250)
(9,609) (9,364)
(1,613) (1,612)
(15,666) 9,144
(7,574) (9,397)
(23,248) (6,352)
$ 49,556 $ 72,804




Consolidated Balance Sheet

ASSETS

December 31

1989

1988

Current assets
Cash and short-term investments .. .. .. ....... ... ... .....
AGEOUNtS BCeIVADIE 5w s v sosam w5 5 5 5w % g 3 & ewwan 6 v w8 e
Due from affiliated companies (Note 5) . .......... ... ... ...
Income taxesrecoverable. . .. .. ... ... ... ...
INVENIOTIES . . . . o
Prepald @XPENSES s o v « o s 5 5 ¢ osmnien § %o oo 3w s

FixediaggetS8 (NoOte )., . . . o5 o vwieiiv o rupbims g 282 Saians & i i
Less: Accumulated depreciation

Approved by the Board:
Peter Baxendell, Director
R.D. Cole, Director
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(in thousands)

$ 58452 $ 83805
72,245 73,335
1,451 o
3,845 3,038
71,674 80,843
ol Lalil
210,396 244,503
439,481 411,268
197,719 186,677
241,762 224,591
$ 452,158  $ 469,094




December 31
LIABILITIES AND SHAREHOLDERS' EQUITY 1989 1988

(in thousands)

Current liabilities

Bankiadvancos) e Tl it e e re s L F S TR 8 $ 8,896 $ 11,001
Accounts payable and accrued liabilities .. ................. 73,600 80,020
Rividends payable sisaes s © s B i e e 2,403 2,402
Incomeand othertaxes: Lo i 0e e e SR 12,835 14,143
AUvances on'salesCORACTS: = .. o i e B 2,095 is2
Owing to affiliated companies (Note5) . .. .................. — 4,446
Long-term debt due within one year (Note 7) .. ......... ... .. 8,293 3,572

108,122 116,736

Long:termidebti(Note 7) 2k ui il 1 sy s i St SnalE il ol 45,300 53,840
BefeprediincometaxesiiNarad) s v s i3 ol s 38,558 37,853
Minicribgintetests. et aavaie e fae L b O P A TS o St e 33,811 31,033

Shareholders’ equity

Preferred and common shares (Note 10) . ... ............... 68,501 68,383
Hetalnediearning sl 2 f e, Eimaitiy sl e ool s Il L T o 165,250 161,149
Unrealized foreign currency translation adjustments (Note 11) . . (7,384) 100

226,367 229,632

$ 452,158  $ 469,094
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Notes to Consolidated Financial Statements ror the year ended December 31, 1989

1. Summary of principal accounting policies

Principles of consolidation
The consolidated financial statements include the accounts of Hawker Siddeley Canada Inc. and

all subsidiary companies.

Foreign currency translation

Assets and liabilities of foreign subsidiaries and other assets and liabilities in foreign currencies
are translated at year-end rates of exchange. Revenue and expense items are translated at
average rates of exchange during the year.

Net unrealized exchange adjustments arising from translation of the financial statements of
foreign subsidiaries are included in a separate translation adjustments account in shareholders'
equity. Other exchange gains and losses, including amortization of such amounts related to long-
term debt over its remaining life, are included in income.

Recognition of revenue, profits and losses

Revenue and profits are recorded at the time the product is shipped or the service performed.
Provision is made for any losses, including possible losses arising from claims and suits, in the
year in which they are first foreseen.

Short-term investments
Short-term investments are recorded at the lower of cost and market value.

Inventories
Inventories are carried at the lower of cost and net realizable value, less progress payments.

Fixed assets

Fixed assets are carried at cost. Depreciation on these assets is provided over their estimated
useful lives on the straight-line method, generally at annual rates of 2/2% on buildings, 10% on
equipment and 3'/3% to 5% on railway rolling stock.

2. Interest (expense)
Interest reported in the consolidated statement of income is as follows:
1989 1988
(in thousands)

Interest income
Short-term deposits and investments . . .. ..... ... ... ... ... $ 6,657 $ 7,088

Interest expense

Balrkadvamcosss oot BRI I Lo pan | Rl RS Leld Thin . 888 594
Loans from affiliated companies(Note5) . . . ... ... ... ... . ... 478 758
Long:tennidebts - T3 RERNET L e h LUb e SRl g st p i 6,094 3,916
7,460 5,268

Netinterssti{expanse) = AL Rl Lur heta bl b Bl s o 8 s $ (803) $ 1,820

[HAWKER] JSIDDELEY]
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3. Extraordinary items

Provision for estimated costs and losses relating to the
divestiture of the Tree Farmer Equipment operations,
less related income taxes of $400,000

(1988 — $800,000)(see Nate Bl iis uy i B o e s T .

Provision for estimated costs and losses relating to the
restructuring program at Canadian Steel Foundries,

less related income taxes of $3,100,000 .. .. ... ... . ... ...

Minority interest in Kockums companies in excess of
purchase price of shares formerly held by

minotity:shareholcersit s aRes Bty S S el Bl T

Reversal of a prior year's provision which is no longer
required, less related income taxes of $126,000

(1988 =S 740 000)) o W=l e e s L
Effect of tax losses in prior years not previously recorded . . . .. .. ..

Proceeds from an insurance claim respecting damaged

property, less related income taxes of $440,000. . ... . ... ... ..

4. Research and development costs

1989 1988

(in thousands)

$ (4,200) $ (7,700)

(4,700) —
—_ 1,872
174 1,085
1,154 442

1,100 —

$ (6,472 $ (4,251)

Research and development costs charged to income amounted to $3,398,000 (1988 — $4,706,000).

5. Related party transactions

Hawker Siddeley Group Public Limited Company, a United Kingdom based company, which operates
through subsidiaries in many countries, is the beneficial owner of 59.1% of the outstanding common

shares and 41.8% of the outstanding preferred shares of the company.

During 1989, the company and its subsidiaries had no significant sales to or purchases from related

parties.

Loans to or from affiliated companies are based on commercial bank lending rates.

6. Fixed assets
1989
(in thousands)

Accumulated
Cost depreciation

Land and land improvements . . . $ 65,7751 2481 “1;358
BUimaS e s v b B ) 42,828 27,789
Equipment «-.c - =7 ineam i 93,532 66,565

Railway rolling stock

leasingifleet v coioaips =5 297,346 102,007

$439,481 $197,719

1988
(in thousands)

Accumulated
Cost depreciation

$ 5652 § 1,288

42,693 27,063
89,109 63,295
273,814 95,034

$411,268  $186,677




7. Long-term debt

CGTX Inc. (55% owned)
First Mortgage Sinking Fund Equipment Notes
10/4%, due 1990 — 2000

(U.S. $2,750,000; 1988 — U.S.$3,250,000) . .. ...... ..
87/8% — 11'/8%,due 1990 — 1999 . .. .. ... ... .. .. ..

First Mortgage Equipment Notes

111/4%,due 1990 — 1992 . .. . . . . . ... . ... ... . ...,
T B o [ T £ R A e

Promissory Note owing to an affiliated company

3/4% below Canadian bank prime rate, due 1989 . .. ... . ..

Due within one year included in current liabilities
{$1,000,000 included in owing to affiliated

COMPanosINNOBBY \iita s s+ ¢ s o gt S50 8w i e

1989

1988

(in thousands)

$ 3,190
20,403

23,593

15,000
15,000

53,593

53,593

(8,293)
$ 45,300

Principal payments on long-term debt will be as follows for the years indicated:

Year ending December 31 Amount

(in thousands)

EG e g ko e i ERREEE $ 8,002
oo Sea (ORI S 7,802
(22 GRS 8. i N T oW 17,803
B L 1 e 2,602
1905 == ML b 1 S e 9,091

$ 45,300

$ 4,032
23,380

27,412

15,000
15,000

57,412

1,000
58,412

(4,572)

$ 53,840

Railway rolling stock with a net book value of $97,667,000 is pledged by CGTX Inc. as security for its

long-term debt.

8. Pensions

The estimated actuarial present value of defined pension benefits accrued to December 31, 1989 was
$114,000,000 (1988 — $116,000,000) and the value of the pension fund assets (based on average
market) at that date was approximately $162,000,000 (1988 — $156,000,000).

9. Income taxes

The consolidated provision for income taxes, which includes deferred income taxes of $4,077,000

(1988 — $753,000), has been determined as follows:

(HAWKER] JSIDDELEY |
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1989 1988
(in thousands)

Consolidated provision at statutory rates of taxation . . . ... ... .. $ 15,795 $ 15,354
Decrease in provision resulting from
Manufacturing and processing taxcredit. . .. ............ (179) (314)
(071 5T-T N, O =05 0 e R Sl Sl B S e ot e (527) (541)
Consolidated provision forincometaxes .................. §$ 15,089 $ 14,499

At December 31, 1989, the U.S. subsidiaries had accumulated losses for income tax purposes of
approximately U.S. $22,200,000 which are available to reduce their taxable income of future
years and expire during the years 1996 to 2004. Also, expenses of approximately U.S. $7,700,000
at December 31, 1989 have been charged to net income but not yet allowed for tax purposes.

At December 31, 1989, the company had a loss for income tax purposes of approximately
$495,000, which is available to reduce its taxable income of future years and expires in 1992.
Also, expenses of approximately $3,500,000 at December 31, 1989 have been charged to net
income but not yet allowed for tax purposes.

The potential future tax benefits of approximately U.S. $10,200,000 for the U.S. subsidiaries and
$1,500,000 for the company, based on 1989 income tax rates, have not been recorded in the
accounts.

10. Preferred and common shares Shares 1989

Preferred shares (in thousands)
53/2% cumulative preferred shares, redeemable
at the option of the company at $105 per share

AuthopzedEndisstieds, S =il e n -y dl e el 140,000 $ 14,000
Common shares

FEE e o s T et e e e i R Sl R 8,155,901 54,501

$ 68,501

The company is authorized to issue an unlimited number of preferred shares junior to the 53/1%
cumulative preferred shares and an unlimited number of common shares.

At December 31, 1989, options granted to officers of the company were outstanding for the purchase
of 45,600 common shares at $19.63, 12,400 common shares at $22.00, 43,900 common shares at
$24.00 (granted during 1989) and 5,750 common shares at $29.00. All options will expire at various
dates during the next ten years if not exercised.

During the year, options for 5,600 common shares were exercised for a total consideration of
$118,000.

11. Foreign exchange translation adjustments
Movements in the unrealized foreign currency translation adjustments account are as follows:

1989 1988
(in thousands)
Bdlance, beginningof yBar . . oo & iine e s 8 el SRS Sl 100 $ 9,089
AdibstmeniSiortheyeanr i sl in ol s de e e s e B (7,484) (8,989)
Balancolantiobyeaty Lr il s Padiide B s fop Bl ok S il bl $ (7,384) $ 100
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12. Segmented information

INDUSTRY
Transportation
_and industrial
1989 1988
Salestocustomers® .. ... ... ... $ 143,724 $150,175
Inter-segment sales** ............... e - 9
CAIES o S L e o o R o s $ 143,724 $ 150,184
Segment operatingincome . . ... .. ... ... § 27,351 $ 22,166
General corporateexpenses. . ................
Operatingincome .. ........................
Identinableiassets «ub i & i e s ke wud 5o $ 280,054 $ 261,405
Corporaterassels s s s 8 etal Ml S e ek T
Totalassatss bl o e e SRR L i o L o
Capital expenditures . . ................... b $ 29,896 $ 66,597
Depreciationms 25 tha sl ST ot b $ 13,239 $ 12,138
GEOGRAPHIC
Canada Europe

1989 1988 1989 1988
Salas TOCUSIOMIBTS, b i e et et i 2o 500 % $ 183,634 $192,440 $ 153,422 $ 153,416
Sales between geographic segments** .. ... .. ‘ 16,087 8,344 222 —
Selpat R N R PR LY | $199,721  $200,784 $153644  §$ 153,416
Segment operatingincome . .. ... ........ .. ... $ 26,700 $ 24122 $ 12,527 $ 12,242
General corporateexpenses. . .............
Operatingincome . ...............
ldentlfiabletassets . b ol = f oL $ 309,159 $ 286,348 § 76,579 $ 92,438

Corperale assats i L R S uuEn e b 8

Tatakassets L b mmar R0 S il b o st

The company provides products and services in two major segments:

Transportation and industrial — includes manufacture of steel castings and forgings for the railway
and manufacturing industry, revenue from leases of railway tank and hopper cars, repair and
overhaul of jet engines and of industrial turbines and miscellaneous other products.

Resource industry equipment — includes mining equipment, tunnelling machines, parts and roof
support systems for mine roadways and tunnels, lumber processing and logging equipment for the
forestry and forest products industries.

Canadian sales to customers include export sales of $20,904,000 in 1989 and $25,181,000 in 1988,
primarily to customers in the United States.

* Transportation and industrial sales to customers include $52,055,000 (1988 — 43,304,000)
relating to leasing operations.

** Intersegment sales are accounted for at prices comparable to market prices.
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SEGMENTS (in thousands)

Resource industry

equipment Eliminations Consolidated

1989 1988 1989 1988 1989 1988
$ 245,295 $ 238,333 8 — 5 — $ 389,019 $ 388,508

e S = (9) = P
$ 245,295 $ 238,333 $ — $ 9) $ 389,019 $ 388,508
$ 14,204 $ 13,066 $ - 5 — $ 41,555 $ 35232
_(1,088) (1,081)
$ 40,467 $ 34,151
$ 126,863 $ 145,414 $ (43) $ (53) $ 406,874 $ 406,766
B 45,284 62,328

$ 452,158 $ 469,094

$ 4,887 $ 4,809
$ 2,357 $ 2751

SEGMENTS (in thousands)

United States Eliminations Consolidated
1989 1988 1989 1988 1989 1988
$ 51,963 $ 42,652 3 = TER— $ 389,019 $ 388,508
5,932 (299) (22,241) (8,045) — —
$ 57,895 $ 42,353 $ (22,241) $ (8,045) $ 389,019 $ 388,508
$ 2328 $ (1,132) 5 - § — $ 41,555 $ 35,232
(1,088) (1,081)
$ 40,467 $ 34,151
$ 22,936 $ 30,588 $ (1,8000 3% (2,608) $ 406,874 $ 406,766
45,284 62,328

$ 452,158 $ 469,094

13. Subsequent events

On January 5, 1990, the company purchased the assets of Windsor Aerospace Limited and a wholly-
owned U.S. subsidiary purchased the assets of Middleton Aerospace Corporation for a total
consideration of U.S. $23,300,000 subject to adjustments on closing.

On January 19, 1990, the company sold the Tree Farmer Equipment business and certain assets for a
cash consideration of U.S. $1,600,000.
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Auditors’ Report

Chartered Accountants

Price Waterhouse

March 1, 1990
AUDITORS' REPORT

To the Shareholders of
Hawker Siddeley Canada Inc.

(416) 863 1133
elex 06 524111
Telecopier (416) 3658215

i

Suite 3300

Box 190
1 First Canadian Place
Toronto, Ontario M5X THT

We have examined the consolida‘ted palance sheets of

Hawker Siddeley Canada Inc. @&

s at December 31, 1989 and 1988

and the consolidated statements of income and retained earnings

and changes in financial position
examinations Were made in accar
auditing standards, and accordingly

for the years then ended. Our
dance with generally accepted

included such fests and other

procedures as we considered necessary in the circumstances.

|n our opinion, these consolidated financial statements present fairly
the financial position of the company as at December 31, 1989 and
1988 and the results of its operations and the changes inits
financial position for the years then ended in accordance with
generally accepted accounting principles applied on & consistent

pasis.

B, Ntz

Chartered Accountants

HAWKER]
IDD
HAWKER SIDDELEY CANA.
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Divisions & Subsidiaries, Products & Services
Divisions

Canadian Steel Foundries Division, Montreal, Que.

Canadian Steel Wheel Division, Montreal, Que.

Kockums CanCar Division, Surrey, B.C.

Orenda Division, Mississauga, Ont.
Windsor Aerospace Division, Windsor, Ont.

Subsidiaries (Note)

Can-Car, Inc., Wilmington, Delaware, U.S.A.
Kockums CanCar Corp., Atlanta, Ga., Vancouver, Wash., U.S.A.
Middleton Aerospace Corporation, Middleton, Mass., U.S.A.
The Dosco Corporation, Abingdon, Va., U.S.A.
Dosco Overseas Engineering Limited, Tuxford, England
Hollybank Engineering Company Limited, Tuxford, England
CGTX Inc., Montreal, Que., Mississauga, Ont., Moose Jaw, Sask., Red Deer and Calgary, Alta.
Kockums CanCar Pty. Ltd., Campbellfield, Victoria, Australia

Note:  With the exception of CGTX Inc. (55% owned), all subsidiaries are 100% owned, directly or indirectly, by
Hawker Siddeley Canada Inc.

Products and Services
Divisions
Canadian Steel Foundries Division
Steel castings for the electrical generating, mining, and manufacturing industries
Canadian Steel Wheel Division
Forged wheels for railway passenger and freight cars and locomotives; industrial wheels
Kockums CanCar Division
Sawmill and lumber processing equipment; sales and service
Orenda Division
Aircraft jet engine repair and overhaul; jet engine components; engineering design and
laboratory testing services; graphics services

Windsor Aerospace Division
Precision machined parts for the aerospace and related industries

Subsidiaries

Kockums CanCar Corp.
Kockums CanCar Pty. Ltd.
Sawmill and lumber processing equipment sales and service
The Dosco Corporation
Sales and service of mining and tunnelling machines; roof support systems for mine roadways
and civil engineering tunnels
Dosco Overseas Engineering Limited
Production and tunnelling machines for coal, mineral and ore mining, dust suppression
equipment,; pipeline conveyor systems
Hollybank Engineering Company Limited
Roof support systems for mine roadways and civil engineering tunnels; contract mining
Middleton Aerospace Corporation
Precision machined parts for the aerospace industry
CGTX Inc.
Full-service leasing and repair of railway tank cars and hopper cars
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Hawker Siddeley Canada Inc.

Head Office:
3 Ropert Speck Parkway, Suite 700, Mississauga, Ontario L4Z 2G5

Directors

Sir Peter Baxendell, London, England
D. G. Bury, Camberley, Surrey, England
R. D. Cole, Oakville, Ontario

A. H. Crockett, Toronto, Ontario

L. Francoeur, Mississauga, Ontario

L. Hollander, Toronto, Ontario

J. F. Howard, Q.C., Woodbridge, Ontario
L. Rochette, Quebec City, Quebec

G. Saucier, Montreal, Quebec

T. K. Shoyama, Victoria, British Columbia
R. F. Tanner, Mississauga, Ontario

Dr. A. K. Watkins, Buckinghamshire, England

Executive Management
Sir Peter Baxendell, Chairman
J. F. Howard, Q.C., Vice-Chairman

R. B. Cole, President and Chief Executive Officer

Dr. A. K. Watkins, Managing Director and Chief Executive, Hawker Siddeley Group PLC
. G. Broley, Comptroller

M. Budd, Secretary and General Counsel

J. Colman, Vice-President (Canadian Steel Foundries and Canadian Steel Wheel Divisions)
Francoeur, Vice-President, Finance
. C. Griffiths, Vice-President (Kockums CanCar Division) (President, Kockums CanCar Corp.)
A

&
D. Johnson, Managing Director, Dosco Overseas Engineering Limited
C. Léger, President and Chief Executive Officer, CGTX Inc.
J. Munro, Vice-President (Orenda Division) (President, Middleton Aerospace Corporation)
J. Sandford, Treasurer
Dr. K. T. Sisson, Managing Director, Hollybank Engineering Company Limited
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F

Auditors
Price Waterhouse, Toronto, Ontario

Registrar and Transfer Agent
National Trust Company, Toronto, Montreal, Winnipeg and Vancouver
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