





Financial
Summary:

The Gold
Picture:

U.S. Dollars Per Fine Ounce
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1985 1984 1983 1982 1981

Millions of Dollars

Production revenue $ 48.0 $ 48.7 S 475 $ bb.0 $ 67.6
*Net income 25 16.3 16.3 4.0 37.0
Working capital 47.0 26.0 49.9 51.1 21.7
Long-term debt 5.0 40.0 70.0
*Shareholders’ equity 336.2 341.7 336.5 3291 195.8
Dollars Per Share
*Net income $ 0.14 $ 0.95 $ 0.95 $ 0.39 $ 3.94
Dividends declared .60 .60 .60 .60 .60

* 1981 to 1984 figures restated for the change in the method of accounting for oil and gas expenditures.

Weekly Average Gold Price, Second Fixing — London Gold Market
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Kerr
Addison
Mines
Limited

Directors’ Report to the
Shareholders

Net income for 1985 was $2.5 million, or
14 cents per share, compared to restated
earnings of $16.3 million, or 95 cents per
share in 1984. This reduction was a result
of an $11.9 million decrease in gains from
the sale of investments. Operating profits
increased modestly in 1985 because of
improved results from the gold mine,
whereas investment income declined as a
consequence of the accounting treatment
given to dividends received from Noranda
Inc. Although operating in a disinflationary
environment, with relatively low commodity
prices, the Company improved its financial
position during 1986.

Gold production from the Kerr Addison
mine at Virginiatown, Ontario, was 47,200
ounces, up about 10 percent over 1984
because of the-higher average grade of ore
milled. Despite lower gold prices, operating
profit at the mine, before deducting
depreciation, amortization, and income and
production taxes, increased to $2.7 million
in 1985, compared to $0.3 million in 1984.
This improvement can be attributed to the
higher gold production and reduced costs.
Estimated ore reserves increased by
195,000 tons to 803,000 tons at
December 31, 1985, after milling 373,000
tons during the year.

Zinc slab production at the Canadian
Electrolytic Zinc reduction plant at
Valleyfield, Quebec, in which this Company
has a 9.8 percent joint venture interest, was
240,000 tons, down slightly from 1984.
The operating profit to Kerr Addison was
$3.9 million, a substantial decline from the

profit of $7.2 million recorded in the
previous year. Zinc markets, which were
strong in 1984 and in the first quarter of
1985, deteriorated during the final three
quarters of 1985, resulting in reduced
operating margins and inventory
write-downs. Although capital spending was
restrained for the second consecutive year,
two small projects were completed, one of
which was a production facility to supply
zinc shot to the electrogalvanizing industry.

Canadian Hunter Exploration Ltd., in which
Kerr Addison has a 13 percent joint venture
interest, is a major natural gas producer
with its head office in Calgary, Alberta. Kerr
Addison’s share of Canadian Hunter’s daily
production averaged 15 million cubic feet of
natural gas and 530 barrels of oil and
liquids. Natural gas sales increased by 8
percent over 1984, although nominations
by TransCanada Pipelines were restricted
to 54 percent of contracted quantities
because of surplus supplies in North
America. Production of natural gas liquids
also increased as the new Elmwarth and
Wapiti liquids extraction facilities began
operations in June and October of 1985,
respectively. Operating profit was $12.8
million, down slightly from 1984 because of
lower product prices.

In 1985, Kerr Addison changed its method
of accounting for oil and gas activities by
dividing its North American cost centre
between Canada and the United States. This
change, which was applied retroactively,
resulted in a $17.9 million reduction in the
carrying value of the Company’s interest in

oil and gas assets operated by American
Hunter in the United States. As a
consequence, 1984 net income was
reduced by $1.5 million, but 1985 earnings
were not affected. This revised method is in
accordance with the recommendation of an
accounting standards task force of the
Canadian Institute of Chartered
Accountants. The Company considered it
prudent to make this policy change in light
of current conditions in oil and natural gas
markets.

Anderson Exploration Ltd., in which Kerr
Addison has a 32.6 percent equity interest,
is also a major natural gas producer
headquartered in Calgary. Anderson’s daily
production averaged 7 1 million cubic feet of
natural gas and 1,400 barrels of oil and
natural gas liquids in 1985. Natural gas
production increased by b4 percent over
1984, when sales to northern California
were restrictad because of a high, regulated
export price. Anderson’s cash flow, net of
interest costs, increased to $28 million in
1985 and Kerr Addison’s share of
Anderson’s loss declined slightly to $2.2
million. Anderson has received approval
from the Alberta Government to construct a
deep cut plant to recover propane-plus
liquids at its 47.5 percent owned Dunvegan
field. This plant should be in production in
the first quarter of 1987.

Dividends of $6.1 million were received
during 1985 from the Company’'s common
share investment in Noranda Inc. However,
these dividends were excluded from
investment income and credited to the



Investment account as Noranda incurred a
loss from operations of $71 million, or 88
cents per share. After writing down to
estimated realizable value all assets of
doubtful value under foreseeahle economic
conditions, Noranda's net lass for the year
was $2564 million.

Mineral exploration expendilures increased
to $7.2 million in 1985 as the Company
continued to emphasize its search for gold
deposits. Of this amount, $4.8 million was
financed by issuing flow-through common
shares. In 1985, Kerr Addison acquired a
23 percent equity interest in Consalidated
Barrier Reef Resources Ltd. for $2.9
million. Barrier Reet, in turn, has provided
equity financing to Blackdome Exploration
Ltd. which 1s bringing its British Columbia
gold property into production by mid 1986
at a projected annual rate of 40,000
ounces.

Cash flow from operations and investments
increased slightly to $17.9 million for 19856
and proceeds from the sale of investments
totalled $65.1 millien. Long-term debt was
reduced by $35.0 million to a balance of
$65.0 million at year-end. Cash and
short-term notes increased by $33.3 million
during the year to $36.7 million at
December 31, 1985. Dividend payments to
shareholders amounted to 80 cents per
share, as in 1984,

Petraleum producers are facing a period of

instability due to the recent dramatic decline

in world ail prices. Natural gas prices have
been falling for a number of years in North
America because of surplus supples and
deregulation of markets in the United
States. Prices may also come under further
downward pressure as natural gas
competes with cheaper oil, particularly in
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Canada as markets become decontrolled
later in 1986. It is difficult to predict what
effect this environment will have on natural
gas prices and sales volumes over the next
couple of years. However, for Canadian
producers, two important changes in the
fiscal regimes under which the industry
operates were announced in 1985. These
will help cushion the impact of lower
petroleum prices. In March 1985, the
Federal government and the peltroleum
producing provinces reached an agreement
of understanding regarding energy pricing
and taxation, known as the Western
Accord. The most notable impact on Kerr
Addison is the phasing out of the revenuc
based petroleum and natural gas revenue
tax (PGRT), which will be completely
eliminated by the end of 1988 In June
1985, the Alberta government also
announced reductions in its royalty rates of
about 15 percent, to be phased in over a
two-year period, as well as increases in
royalty tax credits and royalty exemptions
on new production. Canadian Hunter will
benefit from increased natural gas liguids
production from two new plants which
came into production in 1985, whereas
Anderson Exploration will have a new
liquids extraction plant on-stream in the first
quarter of 1987. Both companies have the
flexibility to reduce activities to essential
expenditures if conditions warrant a
temporary change in strategy.

A year ago it was felt that the strong United
States dollar was having an adverse affect
on metal prices. The U.S. dollar has now
fallen by 30 percent against major world
currencies, placing North American mines in
a more competitive position. Although metal
prices are still generally at or below the
levels of early 1985, the fundamentals
continue to improve and prices should

gradually move higher. Gold markets, in
particular, have recently firmed. Kerr
Addison has an active mining exploration
program planned for 1986, and expects to
be diamond drilling on more than 15 gold
projects. Also, the Company is well
positioned to utilize its strong financial
position to increase its mineral reserve base
during these difficult times.

The resignation effective November 1,
1985 of Mr. John P. Fisher as a Director of
this Company has been accepted by the
Board with regret. As Mr. Fisher had taken
a keen interest in the activities of Kerr
Addison during his tenure, his contributions
will be truly missed. He has been appointed
President and Chief Executive Officer of
Southam Inc., and we wish him every
success in his new responsibilities. In this
regard, we are pleased to announce the
appointment of Mr. Keith C. Hendrick as a
Director of the Company. Mr. Hendrick,
farmerly Prasident of Noranda Sales
Corpoeration Ltd., has recently been
appointed President of Noranda Minerals
Inc. and we welcome him to the Kerr
Addison Board.

On behalf of the directors, it is a pleasure to
acknowledge the continued diligence and
efforts of all emplayees during the past
year, particularly at the gold mine where
significant productivity improvements were
implemented.

On behalf of the Board,

e [ g

lan D. Bayer
President and
Chief Executive Officer

Toronto, Canada

February 25, 1986
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Aerial view of the gas processing plant operated
by Canadian Hunter at Elmworth, Alberta. The
new facilities for the extraction of ethane and
heavier liquids (located at the extreme left)
which came on-stream in mid-1985, provide
additional capacity for 276 million cubic feetper
day of raw gas feed. Total capacity ofthe entire.
complex is now 575 million cubie feet per day of
sales gas and 16,000 barrels per day of natural
gas liquids.



Kerr
Addison
Mines
Limited

Report on Mining
Operations

The Kerr Addison Mine

The Kerr Addison gold mine, located at
Virginiatown, Ontario, operated at capacity
during 1985 milling 373,055 tons of ore,
averaging 1,022 tons per day at a
recovered grade of 0.127 ounces of gold
per ton. In addition, 1.812 tons of custom
gold ore were treated. Production
amounted to 47,211 ounces of gold and
2.364 ounces of silver having a realized
value of $20.6 million or $565.10 per ton
milled. Overall recovery of gold was
97.44%. The average price received per
ounce of gold sold during the year was
5429 Canadian compared to $468
Canadian for 1984, The improved
performance over the previous year was
mainly attributable to the higher grade of
ore mined which resulted from eliminating
several low grade stoping blocks from

the mining schedule, and to lower operating
costs.

Mine development advance during the year
totalled approximately 2,300 feet, about the
same as in 1984. Development emphasis
continued to be placed on preparing higher
grade isolated are pads for mining that have
been identified by underground diamand
drilling. Fifty-three holes were completed for
a total footage of 4,596 feet. Development
provided only 3% of the total ore mined.

Mining operations were carried on in 67
working places, in nine ore zones and on 19
levels between the 1,000 and 4,200 levels.
Appraximately 10% of production came
from the internal No. 4 shaft, a decrease
from 12% the previous year. Sources of ore
broken were 21% square set, 41% cut and
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fill, 27% shrinkage and 8% blasthole. Flow
ore production amounted to 51% of the ore
mined at a grade of 0.148 ounces of gold
per ton, while the carbonate zones provided
49% at a grade of 0.105 ounces per ton.

Operating costs per ton milled decreased by
5% from those of 1984 although tonnage
treated was slightly lower. Costs per ounce
of gold produced decreased by 17% mainly
as a result of the higher grade of ore
treated. The combined labour and material
costs decreased by 6.8% in 1985, with
labour costs alone decreasing 10.4%
resulting from a manpower reduction of
12%.

At December 31, 1985, the mineable ore
reserves with dilution in all ore
classifications were estimated at 802,890
tons having a grade of 0.127 ounces of
gold per ton. After the milling of 373,065
tons in 1985, total reserves increased by
195,282 tons over those at the end of
1984. This substantial increase in reserves
resulted from a thorough re-examination of
the old workings throughout the mine,
identifying ore remnants, pillars and isolated
ore pods which were left behind in earlier
mining but are ecocnomic under today’s
conditions. The deletion of some of the
lower grade mineral inventory has resulted
in a shight increase to the average ore
reserve grade.

The work force at year-end stood at 329
compared to 374 at the end of 1984. The
current collective agreement will expire on
September 30, 1986. The accident
frequency per 200,000 man hours worked
was 2.9 compared to 3.9 for all Ontario

gold mines, and this was a significant
reduction from 5.2 for the mine in 1984.

Production commenced at the Kerr Addison
mine in May 1938. To the end of 1985, the
mine has produced 10,174,578 ounces of
gold and 560,758 ounces of silver, having a
total historical value of $602 million. This
has been achieved from the milling of
37,521,121 tons of ore having an average
recovered grade of 0.271 ounces of gold
per ton.

Environmental

At the beginning of the year, rehabilitation
work was being continued on the
Company’s three remaining shutdown
mining properties.

At the Agnew Lake property near Sudbury,
Ontario, the removal of the surface plant
and site clean-up was completed.
Environmental monitoring will continue for
another three years.

Rehabilitation of the Normetal mine
property in northwestern Quebec was
completed during the year. The surface and
mineral rights were sold by the end of the
year, relieving Kerr Addison of any further
environmental responsibilities.

Rehabilitation of the Blue Hill mine site in
the State of Maine was also completed
during the year. By year-end, all surface
leases and several of the mineral leases had
been terminated or sold. Remaining
property and mineral holdings will be
relinquished during 1986, concluding Kerr
Addison’s responsibilities for the Blue Hill
property.



Exploration

The 1985 minerals exploration budget had
been increased to accommodate new
project expenses on additional land
acquisitions in active exploration areas.
Actual expenditures amounted to $7.2
million of which $4.8 million were financed
by the issue of flow-through shares.

Expenditures were directed primarily
towards the search for gold deposits with
approximately 6 1% expended in Ontario,
Quebec and the Maritimes, 15% in British
Columbia and the Yukon, and 13% in
western U.S.A. Extensive ground positions
were acquired in the active gold exploration
areas of Ontario, Quebec, British Columbia,
Yukon and Nevada.

A total of 43,400 feet of diamond drilling,
70,000 feet of overburden drilling and
8,826 line miles of airborne and ground
geophysical surveying was performed on 21
properties.

Several hundred property submissions were

processed, examined and/or evaluated
during the year.

Respectfully submitted,

B-S. €ross
Executive Vice-President
and Chief Operating Officer

Toronto, Ontario R T RIS L ik LRk e \ ?
February 25, 1986 S . e I S5 NS ¥ \ineral exploration deep drilling for gofd on the
Pt B optioned property of Larder Resources Inc., just
west of the Kerr Addison mine at Virginiatown,
Ontario.
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Mines
Limited

Report on Gas and Oil
Investments

Kerr Addison’s investment in the gas and ol
industry is comprised of a 13 percent joint
venture interest in Canadian Hunter
Exploration Ltd. and a 32.6 percent equity
ownership in the common shares of
Anderson Exploration Ltd. Both companies
are headquartered in Calgary, are major
natural gas producers and have their main
producing properties and gas plants in
northwestern Alberta.

Canadian Hunter

Canadian Hunter’s principal assets are its
extensive land positions and developed
natural gas reserves in the Elmworth and
Wapiti contract areas of northwestern
Alberta. Its gas production is contracted
primarily to TransCanada Pipelines, which
supplies natural gas to the eastern Canadian
and mid-western United States markets.
TransCanada's nominations increased to an
average of 54 percent of contracted
quantities during 1985, but large supplies
of natural gas continued to overhang its
principal markets. Kerr Addison’s share of
Canadian Hunter’s average gas sales was
15 million cubic feet per day, up 8 percent
over 1984. Crude oil and liquids production
averaged 530 barrels per day.

Kerr Addison’s expenditures on Hunter's
properties and projects were $5.9 million in
1985, net of $2.5 million of proceeds from
the sale of properties. Canadian Hunter
participated in the drilling of 81 exploratory
and development wells, compared to 74
wells in the previous year. This drilling
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resulted in 27 oil wells, 27 gas wells and 27
abandonments. In 1986, the level of drilling
aclivity is projected to be similar to 1985,
with the focus on oil and gas opportunities
in western Canada. Canadian Hunter has
executed an agreement with Inland Natural
Gas and Trans Mountain Pipe Line to
conduct a $30 million exploratory program
in 1986. Inland and Trans Mountain
together will pay one-half of the program
cost to earn a one-quarter interest in certain
properties.

Crude ol and natural gas liquids production
increased in 1985 and, since the new
Elmworth and Wapiti ethane and heavier
liquids extraction facilities were placed
on-stream in June and October,
respeclively, production is expected to
increase further in 1986. The performance
of the Hunter-operated Elmworth plant has
been most satisfactory, and Sulpetro
Limited reported that operations at the
Wapiti plant were excellent at year-end. On
the Primrose Air Weapons Range, the
original 31 well pilot project and the 10 well
expansion carried out in 1985 have
performed substantially better than
expectations. As a result, Hunter now has
interests in two approved 25,000 barrels
per day in-situ heavy oil recovery projects.
The Dome Moore project, 15 percent
owned, will be built in five 5,000 barrel per
day stages. The Suncor Burnt Lake project,
8 percent owned, will be built in four 6,250
barrels per day stages. Development of the
initial stages of each project will begin as
soon as market conditions permit.

Kerr Addison’s share of Canadian Hunter's
proven reserves at December 31, 1985,
before royalties, was 79 billion cubic feet of
natural gas and 4.1 million barrels of oil and
natural gas liquids. Proven plus probable
reserves at the same date were 160 billion
cubic feet of natural gas and 8.3 million
barrels of oil and natural gas liquids. In
addition, proven and probable heavy oll
reserves were 6.5 million barrels at
December 31, 1985. The previous years'
calculations of proven natural gas and
natural gas liquids reserves have been
revised downward in recognition of
up-to-date results of reservoir pressure
testing and related well performance data,
particularly with respect to the reserves
assigned to the Falher tight sands and the
Cadomin reservoirs. Future development
drilling will focus on mapped areas of pools
which are not being drained by existing
wells. Canadian Hunter 1s also currently
operating a multi-well pilot program to
determine if the profitability of developing
the Cadomin reserves can be improved.
This will involve less expensive conventional
drilling and completion technigues,
horizontal drilling procedures and closer
well spacing.

Anderson Exploration

Anderson is the operator and holds a 47.5
percent interest in the Dunvegan gas
contract area in northwestern Alberta. It 1s
primarily a natural gas producer with gas
sales accounting for 80 percent of
production revenues. Most of its production
Is contracted to Alberta and Southern Gas
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Drilling a gas well on Anderson Ex,z*at{?'s

property in the Hines Greek production area of
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Report on Gas and Oil Investments (col

Co. Ltd., which supplies natural gas to the
large northern California market.

Anderson’s daily average production
volumes, before deduction for royalties,
were 71 million cubic feet of natural gas
and 1,400 barrels of oil and natural gas
liquids for 1985. Natural gas production
increased by b4 percent over 1984 owing
to the Federal government’'s implementation
on November 1, 1984 of a market-sensitive
pricing system for export sales to northern
California. This allowed Canadian producers
to compete with other sources of supply,
namely California indigenous gas and
interstate pipeline gas. Production of natural
gas liquids increased as a direct result of
greater gas production at Dunvegan. Oil
production increased only modestly, as
extensive drilling at Manyberries was not as
successful as initially anticipated. Increased
oil production for Anderson should be
realized in 1986 as a result of its partici-
pation in several oil discoveries late in 1985.

During 1985, expenditures on exploration
prospects and development totalled $21
million. Anderson participated in 64
working interest wells, 36 operated by
Anderson and 28 operated by other
companies. This activity resulted in 27 oil
wells, 16 gas wells and 21 dry holes. A
comparable drilling program is planned for
1986. During the past year, a number of
exploration prospects were generated and
placed in three farm-out packages, with the
two farmees being major oil companies. The
farm-outs involve the drilling of 15 deep
wells for the exploration of oil and gas in
Devonian sediments of the Peace River
Arch. All are wildcat wells with high risk, so
a high percentage of dry holes in the deeper
horizons can be expected. However, the
potential rewards are high. The farmees
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fund the drilling at little cost to Anderson,
which retains no less than 50 percent of Its
original interest in the lands. Approval was
received In late 1985 from the Energy
Resources Conservation Board of Alberta
for the construction of a deep cut plant to
recover propane-plus liquids at Dunvegan.
While no definitive marketing arrangements
have yet been made, three parties have
indicated a strang interest in purchasing the
propane-plus liquids. The plant is expected
to be in operation in the first quarter of
1987 and Anderson’s share of the capital
cost is projected to be §7.3 million.

Proven reserves, before royalties, at
Anderson’s fiscal year end of September
30, 1985, were 438 billion cubic feet of
natural gas and 6.0 million barrels of ail and
natural gas liguids. Proven plus probable
reserves at the same date were 638 billion
cubic feet of natural gas and 16.2 million
barrels of oil and natural gas liquids. The
natural gas reserve figures are basically
unchanged from the previous year end,
whereas the significant increase in probable
oil and liquids reserves resulted from the
recognition of the additional natural gas
liquids which will be recovered from the
Dunvegan deep cut plant.

Toronto, Canada
February 25, 1986




Kerr 1985 1984
Addison

Mines Operations:
Limited Value of production $48,021 $48,720
Cost of production (note 10(b)) 26,089 ! 28.3b7
Consolidated 21,932 20,363
(S)tatem_ent Of Dividends and interest income (note 1(b)) 1.861 6172
rations [E
pe 23,793 26,5635
For the year ended -
December 31, 1985 Deduct:
ith ti
g‘glurezc}?rpﬁrg \I;;%r Administrative and general expenses 1,634 1376
ended December 31, 1984) Outside exploration expenses 7.180 8,457
{in thousands of dollars)
Depreciation and amortization 4,601 2527
Interest on long-term debt 2,279 5857
15,594 18317
Profit from operations before tax 8,199 8,218
Income and production taxes (note 7) 3,752 1,463
Profit from operations 4,447 6,755
Less share of loss of Anderson Exploration Ltd. 2,225 2,695
Profit before the following 2,222 4,160
Gain on disposal of investments and other assets
(net of tax of $492; $1,189 in 1984) 236 121
Net income for the year $ 2,458 $16,274
Net income per share (based on the weighted average
number of shares outstanding 1985 — 17,208,751;
1984 — 17,152, 164) $0.14 $0.95

(See accompanying notes to consolidated financial statements)
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Kerr
Addison
Mines
Limited

{incorporated under the laws of Ontario)

Consolidated
Balance Sheet

December 31, 1985
(with comparative figures
at December 31, 1984)

(in thousands of dollars)
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Cash and term deposits

Marketable securities, at cost (market
value $5,087; 1984 — $16,457)

Concentrates, bullion and metals awaiting
settlement, in transit and on hand

Accounts and interest receivable

Supplies and materials, at cost
Total current assets

Investments in associated companies:
Noranda Inc. (note 2(a))

Anderson Exploration Ltd. (note 2(b))

Property, plant and equipment (note 3)

1985 1984

$ 36,723 $ 3397
3.460 12,238
8.930 11,387
7.840 5,649
1.855 2,489
58,808 35,060
176,944 236,294
74,861 77,086
251,805 313,880
78.039 76,65b
$388,652 $425,095

{See accompanying notes to consolidated financial statements)



LIABILITIES AND SHAREHOLDERS' EQUITY 1985 1984
Current:

Accounts payable and accrued charges $ 9,671 $ 8,689
Income and production taxes payable (note 7) 2,106 416
Total current liabilities | B 77 a7 9,105
Long-term debt (note 4) 5,000 40,000
Provision for mine closures (note 5) 3,400 3,900
Deferred income taxes 25,704 21,817
Deferred revenue 6,598 8,644
52,479 83,366

Shareholders’ equity:
Share capital (note 6) 180,534 178,225
Retained earnings 155,639 163,604
336,173 341,729
$388,652 $425,095

On behalf of the Board:

S

lan D. Bayer, Director

James W. McCutcheon, Director

13



Kerr
Addison
Mines
Limited

Consolidated
Statement of
Changes in
Financial Position

For the year ended
December 31, 1985

(with comparative

figures for the year

ended December 31, 1984)

(in thousands of dollars)

14

1985 1984
Sources of cash:
Operations —
Profit from operations S 4,447 S 6,756
Iltems not affecting cash, primarily depreciation,
amortization and deferred taxes 7.292 6,801
11,739 13,566
Net change in non-cash working capital balances
(receivables and inventories, less payables) (463) (3,448)
11,276 10.108
Dividends from Noranda Inc. (note 1(b)) 6,113 3,319
Proceeds from sale of investments and other assets 65,087 42,342
Proceeds from issuance of shares 2,268 230
84,744 55,999
Applications of cash:
Repayment of long-term debt 35,000 30,000
Dividends (excluding stock dividends of $41; $79 in 1984) 10,282 10,213
Additions to property, plant and equipment 6,136 13,745
51,418 53,958
Increase in cash 33.326 2,041
Cash and term deposits, beginning of year 3,397 1,356
Cash and term deposits, end of year $36,723 $ 3,397

(See accompanying notes to consolidated financial statements)



Consolidated
Statement of
Retained
Earnings

For the year ended
December 31, 1985

(with comparative

figures for the year

ended December 31, 1984)

(in thousands of dollars)

Auditors’ Report

1985 1984

Retained earnings, beginning of year,
as previously reported $181.,441 $173,956

Adjustment for the cumulative effect on prior
years of the change in accounting for

gas and oil activities (note 1(e)) 17,937 16,434
Retained earnings, beginnin;p of year, as restated 163,504 7 E?E)?
Add net income for the year 2,458 16,274

e T 165,962 173,796
Deduct dividends ($0.60 per share in each year) 10,323 10,292
Retained earnings, end of Vryear $155,639 $163,504

(See accompanying notes to consolidated financial statements)

To the Shareholders of
Kerr Addison Mines Limited:

We have examined the consolidated balance sheet of Kerr Addison Mines Limited as at
December 31, 1985 and the consolidated statements of operations, retained earnings and changes
in financial position for the year then ended. Our examination was made in accordance with
generally accepted auditing standards, and accordingly included such tests and other procedures
as we considered necessary in the circumstances.

In our opinion, these consolidated financial statements present fairly the financial position of
the company as at December 31, 1985 and the results of its operations and the changes in its
financial position for the year then ended in accordance with generally accepted accounting
principles applied, after giving retroactive effect to the change in the method of accounting for oil
and gas expenditures as explained in note 1(e), on a basis consistent with that of the preceding

JKMW “T_%umé-m

Chartered Accountants

Toronto, Canada,
February 20, 1986.
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Summary of significant
accounting policies

(a) Basis of consolidation —

The accompanying consolidated
financial statements are prepared in
accordance with accounting princi-
ples generally accepted in Canada
and include, on a consolidated
basis, the accounts of Kerr Addison
Mines Limited (“Kerr Addison” or
“the company”) and its wholly-

owned subsidiary companies, Kerad-

amex, Inc. and Kerramerican, Inc.

(b) Investments in associated

companies —
The company’s interest in the com-
mon shares of Noranda Inc. ("Nor-
anda”) is being accounted for fol-
lowing the “cost method” whereby
the investment is initially recorded
at cost and earnings from the
investment are recognized only to
the extent that dividends are distri-
buted from the net profits of Nor-
anda arising subsequent to acquisi-
tion of the shares on September
30, 1982. Accordingly, dividends
received from Noranda in 1985 and
1984 have been accounted for as
follows:

1985 1984

(in thousands)

Dividends included

in consolidated earn-

ings, being the

amounts deemed to

have been distribuled

from Noranda's ac

cumulated net profits

since September 30,

1982 $3.319
Balance of dividends

deducted from the

company’s invest

ment in Naranda

common shares,

being the dividends in

excess of Noranda's

accumulated net

profits since Septem-

ber 30, 1982 $6.113 3.319

Total Noranda common
dividends received  $6,113 $6.638

The company’s interest in the com-
mon shares of Anderson Explora-
tion Ltd. (“Anderson”) is accounted
for following the “equity method"”
whereby the investment is initially
recorded at cost and the carrying
value is adjusted thereafter to reflect
the company’s share of post-
acquisition earnings or losses. The
excess of the cost of the shares
over net book value at date of
acquisition has been attributed to
oil and gas properties and i1s being
amortized on the unit-of-production
basis based on estimated proven
and probable reserves at date of
acquisition.

(c) Concentrates, bullion and metals —

Cansistent with industry practice,
the company records as revenue
the value of production of concen-
trates, bullion, and metals awaiting
settlement, in transit and on hand at
estimated net realizable value. Pur-
chased concentrates are valued at
the lower of actual cost and net
realizable value.

(d) Property, plant and equipment —

Property, plant and equipment is
recorded at cost and includes pre-
viously deferred exploration and
development expenditures on prop-
erties which have been brought into
production. Depreciation of prop-
erty, plant and equipment and
amaortization of development expen-
ditures are provided at rates designed
to write off the costs over the
estimated service lives of the assets.
Fixed assets are generally depreci-
ated in equal annual amounts over
their estimated service lives (which
at December 31, 1985 range from
4 to 20 years) and development
expenditures are amortized on a
unit-of-production basis.

(e} Exploration and development

expenditures —

Gas and oil

The company participates through
joint venture agreements with Nor-
anda Inc. and others in certain gas
and oil properties held by Canadian
Hunter Exploration Limited and
American Hunter Exploration Ltd.
as trustees.

The company follows the full cost
method of accounting for these
joint ventures whereby all costs
relating to the exploration for and
development of gas and oil reserves
are capitalized. Such costs include
lease acquisition costs, geological
and geophysical expenses, carrying
charges on non-producing proper-
ties and costs of drilling both
productive and non-productive wells.
These costs are accumulated on a
country-by-country basis (see below)
and are generally limited to the
estimated value of future net reve-
nues from production of proven
reserves determined using current
selling prices and current costs.



Capitalized costs are being amor-
tized to income by the unit-of-
production method based on esti-
mated proven gas and oil reserves.

In 1984 and prior years, the com-
pany’s oil and gas activities were
accounted for as a single cost
centre, North America. In 1985, in
accordance with the recommenda-
tions of the Accounting Standards
Steering Committee Task Force of
the Canadian Institute of Chartered
Accountants, the company changed
its method of accounting by divid-
ing its North American cost centre
between Canada and the United
States. This change has been applied
retroactively and, accordingly, the
previously reported consolidated
financial statements for the year
1984 have been restated. The
effect of this change is to decrease
net income for the year ended
December 31, 1984 by $1,503,000
($.09 per share). There is no effect
on net income for the year ended
December 31, 1985. In the consoli-
dated balance sheet as at December
31, 1984, the balance of property,
plant and equipment is reduced by
$19,687.,000, currency translation
adjustment by $1,750,000, and
retained earnings by $17,937,000.

Minerals

Mineral exploration and develop-
ment expenditures are charged
against current earnings unless they
relate to interests in properties
where the reserves have the poten-
tial of being economically recovera-
ble, in which case the expenditures
are deferred. Upon disposal or
abandonment of such interests, the
net gain or loss is reflected in the
consolidated statement of opera-
tions. If the properties are brought

(f)

into production, deferred explora-
tion and development expenditures
relating thereto are reclassified with
property, plant and equipment and
amortized as explained in note 1(d).

Income taxes —

The company follows the tax alloca-
tion method of accounting for
income taxes. Under this method,
timing differences between reported
and taxable income result in deferred
income taxes. The principal timing
differences relate to exploration and
development expenditures, capital
cost allowances, and provisions for
mine closures.

{g) Deferred revenue —

The company defers recognition of
revenue received under contracts
of sale of gas where the gas has not
been delivered by agreement with
the customer. The revenue will be
recognized when the gas is delivered.

Investments in associated

companies
1985 1984
(in thousands)
Noranda Inc. $176,944 $236,294
Anderson

74,861 77,086
5251605 $313.360

Exploration Ltd.

(a) Noranda Inc. —

The company owns 10,226,981, or
7.9%, (1984 — 13,273,981 or
10.4%) of the total outstanding
common shares of Noranda Inc.
Noranda and its associated compa-
nies are engaged in businesses
encompassing mining and metal-
lurgy, manufacturing, forest prod-
ucts and oil and natural gas explora-
tion and production. Condensed
financial information of Noranda for
the years ended December 31,

1985 and 1984 is set out as

follows:

Operations—

Revenue

Expense —
including interest
of $244,763
(1984 —
$233,706)

Income tax
recovery and
production taxes

Minority interest in
earnings
(losses) of
subsidiaries

Unusual items (net),
mainly reduction
in carrying value
of certain assets
offset by gains
on sales of
investments in
associates

Share of earnings
(losses) in
associates

Loss for the year

Financial
position—
Current assets
Investments in and
advances to
associated and
other companies
Fixed assets — net
Other assets

Current liabilities

Deferred taxes
and other

Long-term debt

Minority interest in
subsidiaries

Shareholders’
equity

1985

1984

(in thousands)

$3,462,0656 53,400,078
3552590 3,392,895
(90,525) 7.183
5,200 4,345
3.220 (12,450)
(183.192)
11,424 (3,529)
$ (253.873) 8§ (4.451)
51,937,484 51,783,954
1,142,295 1,263,926
2,869,647 2,944,881
791933 318571
56,240,659 $6,306,332
$1,262.270 $1,043.864
273,093 225,780
2R 1BL T DR Z -
94,979 145,896
2,358,820 2,603,582
$6.240,659 56,306,332
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Kerr Addison Mines Limited

Notes to Consolidated Financial Statements (continued)

(b) Anderson Exploration Ltd. —

The company owns 1,125,993, or
32.6%, of the total outstanding
common shares of Anderson Explor-
ation Ltd. Anderson is engaged in
the exploration and development of
oil and gas properties in Western
Canada. Condensed financial
information of Anderson for the
years ended December 31, 1985
and 1984 is set out as follows:

Operations —

Revenue

Expense, including
interest of
$10.123
(1984 —
$14,086)

Income and
production taxes

Net loss

Financial
position —
Current assets
Investmeants
Oil and gas
properties

Current liabilities

Deferred revenue

Long-term debt

Deferred income
taxes

Shareholders’
equity

1985 1984
(in thousands)

$ 63,9563 $ 46,877

42,133  36.077
21,820 10,900
26,646 16,441

5 (4.826) $ (5,541

5 16,997 $ 10,067
11,863 14,266
310481 314,361
$339,341 $338,684
$ 12,689 $ 9,550
37.321 35,765
93,281 107.967
49,216 87,161
146,834 148,251
$339.341 $338,684

3.

Property, plant and equipment

Gas and oll properties
Mining and smelling properlies

1985 1984
Accumulated
depreciation Net Net
and book book
~ Cost amortization  value value
(in thousands)
$ 80,812 $13,762 $87.050 $65.566
31,616 20,626 10,989 11,089
$112,427 $34,388 §78,039 $76.655

Payments of $1,179,000 (1984 — $1,1562,000) earned during the year under the
Petroleum Incentive Program have been deducted from the cost of oil and gas

properties.

Long-term debt

The company has arranged with its
bankers a line of credit which expires
January 1, 1987. Existing advances
are fully funded through bankers’
acceptances. The effective interest rate
payable on the bankers' acceptances is
less than the bankers’ prime lending
rates. No assets have been pledged by
the company as collateral for the line
of credit.

Provision for mine closures

The provision for mine closures at
December 31, 1985 includes esti-
mated net expenditures to be incurred
for reclamation, rehabilitation and clo-
sure of mining properties currently in
operation or closed in prior years but
for which these costs are still being
incurred. The net balance of the prowvi-
sion at December 31, 1985 was
$5.679.000 (1984 — $6,366,000)
of which $2,279,000 (1984 —
$2.466,000) 1s included in the consoli-
dated balance sheet as part of accounts
payable and accrued charges and
$3,400,000 (1984 — $3,900,000) as
provision for mine closures.

6.

Share capital

19856 1984
Common shares
without par
value:
Authorized 25,000,000 25,000,000
Issued and
outstanding 17,298,629 17,168,377

During the year, 137,689 shares

were issued to investors as “flow-
through” shares. The portion of the
subscription price relating to the shares
($2,268,311) is included as capital in
shareholders’ equity at the value equal
to the market value at the date of
issue. The balance of the subscription
price ($2,560,000) is the value attrib-
uted to tax benefits transferred to the
investors and is deducted from the
provision for income and production
taxes in the consalidated statement of
operations.

During the year, 2,563 shares valued
at 41,082 were issued as stock
dividends. No shares were issued
under the employees’ stock option and
purchase plans. At December 31,
1985, options on 37,450 shares were
outstanding, exercisable at prices vary-
ing from $11.53 to $18.02 for periods
up to 1994,



Income and production taxes

Income and production taxes consist of
the following:

19856 1984
(in thousands)
Income taxes — current $§ 1,852 §(1.87h)
— deferred 2,957 2,045
Petroleum and gas
revenue tax 1,143 1,068

Mining and capital taxes 360 225

Consideration received for
tax benefits transferred
to investors in “flow-
through" shares (2,660)

$ 3,752

$ 1,463

The difference between the above
provision for income and production
taxes and the amount computed by
multiplying the profit from operations
before tax by the applicable statutory
tax rate is as follows:

GL1985MEE - 198
(in thousands)
Profit from operations

before tax $8,199 §8.218
Statutory tax rate 48.6% 48.0%
Profit from operations

before tax multiplied by

the statutory tax rate $3985 $ 3945
Taxes provided (as above) S 1,463
Differencetobereconciled $ (233) $(2.482)
Represented by the tax

effect of —

Crown royalties $1488 § 1,392
Foreign exploration and

amortization 437 1528
Resource allowance (1,933) (2,341)
Depletion allowance (1.280) (1.053)
Non-taxable dividends {b16) (2,947)
Other 68 (354)

(1,7386) (3,776)
Petroleum and gas

revenue tax 1,143 1,068
Mining and capital taxes 360 Zs]

$ (233) §(2.482)

8. Segmented information

The company operates primarily in two industries — mining and smelting, and gas and
oil, and in two geographic areas — Canada and the United States. The mining and
smelting industry is comprised principally of the mining and sale of gold from the Kerr
mine and the zinc reduction activities of the Canadian Electrolytic Zinc operation. The
gas and oil industry comprises the company’s interest in the Canadian Hunter and
American Hunter joint ventures. Information regarding industry segments is set out

in the table below. Revenues and identifiable assets in the United States are not

significant.

Industry segments

Mining

and smelting Gas and ol Consolidated

1985 1984 1985 1984 1985 1984
Value of production $31,897 $34,103 $16.124 $14,617 $ 48,021 § 48.720
Cost of production 22772 26,666 3.31% 1,691 26,089 28,367

9,125 7.437 12.807 12,926 21,932 20,363
Qutside exploration expenses (7.180) (6,328) (211:29) (7,180) (8.457)
Depreciation and amortization (682) (5650) (3,919) (2,077) (4,601) (2,627)
Segment operating profit (loss) ~ § 1,263 $559 $ 8888 $ 8720 10151 9.279
Dividends and interest income 1,861 GN72
Administrative and general

expenses (1.534) (1,376)

Interest on long-term debt (2.279) (5.857)
Profit from operations before tax $ 8199 § 8218
Identifiable assets $21,436 $24,016 §72,921 $70,158 § 94,357 § 94,174
Corporate assets 294,295 330,921
Total assets $388.652 8425,095
Capital expenditures 511640 5. 696 $ 6,089 $10,599 $ 6129 $ J_1$27175

Canadian production includes exports of $19,021 (§25,382 in 1984) primarily to customers in the United States.
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9.

20

Related party transactions

The company participates in a number
of transactions with Noranda Inc. and
its affiliated companies (the Noranda
Group). Details of significant transac-
tions with the Noranda Group are set
out below:

(1)

(ir)

(iii)

Canadian Hunter and American
Hunter —

The company has direct and undi-
vided interests of 13.0% and 7.44%
respectively in all of the gas and oil
properties, production and related
activities of Canadian Hunter and
American Hunter. Noranda is the
major holder and operator of both
of these ventures.

Canadian Electrolytic Zinc —

The company has a direct and
undivided interest of 2.8% in all of
the properties, production and
related activities of Canadian Elec-
trolytic Zinc (CEZ) and the balance
is owned by Noranda. The compa-
ny's portion of zinc concentrate
purchased on the company’s behalf
by CEZ from the Noranda Group
amounted to approximately
512,199,000 (1984 —
$13,918,000).

Marketing and administrative
services —

The Noranda Group markets sub-
stantially all of the company’s
production and renders technical
and administrative services to the
company. During the year market-
ing fees were $352,000 (1984 —
5340,000) and fees for technical
and administrative services were
$150.000 (1984 — $146,000).

(iv) Short-term investment pool —

The company participates in a
short-term investment pool with
the Noranda Group. The pool is
operated to provide participating
companies with the opportunity to
invest or borrow funds on a
short-term demand basis within
the group. Over the year the
company earned interest on these
funds amounting to $522,170 (in
1984 interest paid totalled
$19,000). At the year end, the
deposit in the pool was $3,000,000
({1984 — $3,355,000).

10. Commitments and contingencies
(a) Capital expenditures for 1986 are

estimated to be approximately
$9,000,000.

(b) As at December 31, 1984, based

on actuarial valuations, the compa-
ny's pension plans were overfunded
by approximately $8,000,000. In
1985, the company received ap-
proval for a return of contributions
of $2,680,000 which has been
included in cost of production in the
consolidated statement of opera-
tions. Because of the overfunding
of the plans, no contributions to
fund current pension entitlements
have been made in 1985 or 1984.











