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Kerr Addison is an experienced
mine operator, developer and
an aggressive explorer for
minerals, actively participates
in oil and gas exploration,
development and operations,
and holds extensive investments
in the resource industries. The
Company was incorporated over
fifty years ago and has paid
dividends for 48 consecutive
years.
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FINANCIAL SUMMARY
(millions of dollars) 1987 1986 1985 1984 1983
Ner Sales $ 90.2 $ 59.2 $ 48.0 $ 48.7 $ 47.5
*Net income 24.0 5 1 725 16.3 16.3
Cash and short-term securities 203.1 74.3 36.7 3.4 1.4
*Total assets 695.7 518.1 388.7 425.1 450.1
Long-term debt 135.0 50.0 5.0 40.0 70.0
*Shareholders’ equity 348.1 3311 336.2 341.7 335.5
(dollars per share)
*Net income $ 1.38 $ 0.30 $ 0.14 $ 0.95 $ 0.95
Dividends declared .60 .60 .60 .60 .60

*1983 and 1984 figures restated for the change in the method of accounting for oil and gas expenditures.

mnet income increased to $24 million, or $1.38 per share.

s the development and construction of Minnova’s Winston Lake Division
zinc mine was completed on schedule and within budget.

u the production decision for the Ansil copper deposit was made in early
1988, following completion in 1987 of the underground evaluation
programme.

u the discovery of the Samatosum silver deposit was confirmed, and an
underground exploration programme at the Donalda gold property was
initiated.

= Anderson Exploration substantially increased its proven oil and gas
reserves, and completed construction of its Dunvegan heavy liquids
recovery plant.

= Canadian Hunter continued to experience success in its exploration for
gas reserves in the British Columbia Deep Basin area.

ANNUAL MEETING OF SHAREHOLDERS
The annual meeting of shareholders will be held in Commerce Hall HOwW 'R0 ROSS LIBRARY
of Commerce Court West, King and Bay Streets, Toronto, Ontario OF MANAGEWMENT
on Friday, May 13, 1988 at 11:30 a. m.
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PRESIDENT’S MESSAGE TO THE SHAREHOLDERS

The Company’s primary objective is to increase its production capacity in the mining
and petroleum industries through the exploration, development and acquisition
of competitive reserves, while continuing to maintain its strong financial position.

Highlights

Mining: The most important achievement during
the past year was completing the development
and construction of the Winston Lake zinc mine
on schedule and within budget. Commissioning
of the concentrator for this $72 million facility
began in January 1988, and production at capacity
levels should commence by the end of the first
quarter.

A decision was made to place the Ansil
copper deposit into production following the
completion of the underground evaluation
programme during 1987. Although the results
from that programme indicate a reduction in
reserves from the previous estimates, the property
offers excellent potential and underground
exploration will recommence in the second half
of this year. Capital costs to complete develop-
ment are estimated at $30 million, which will
bring our total investment in this project to $60
million. Production should commence during the
first quarter of 1989.

An extensive surface diamond drilling
programme has established the existence of a
small massive sulphide deposit containing high
silver values at the Samatosum project. Metallur-
gical testing and a preliminary feasibility study are
currently in progress. We believe that this project
will become a producing mine within two years.

Surface diamond drilling on the Donalda
property has provided sufficient encouragement
for the Company to commence an underground

o

exploration programme to evaluate this gold
deposit. The surface mining plant is in place and
dewatering of the existing shaft is in progress.
This programme should be completed by the
middle of 1989.

Oil and Gas: During 1987, Anderson Exploration
Ltd. had an extremely successful year in which it
increased its proven reserves of natural gas by 20
percent and its proven reserves of oil and liquids
by 40 percent over the previous year. This was
primarily due to new studies carried out on the
Dunvegan field and to new oil discoveries. Also,
construction of the Dunvegan heavy liquids
recovery plant was undertaken and completed for
$15 million, slightly under budget. This facility
substantially increased Anderson’s liquids produc-
tion capacity.

Canadian Hunter's joint venture with
Standard Qil Production Company continued its
explorarion activities in the British Columbia
Deep Basin area, where Standard Oil is presently
funding 100 percent of the expenditures to earn a
50 percent interest in Canadian Hunter's large
land position. During 1987, 13 of 15 exploratory
wells were commercial gas wells, resulting in a
tripling of Canadian Hunter's estimate of proven
and probable reserves in this area to 124 billion
cubic feet of natural gas, net to Canadian Hunter.
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Production capacity from this joint venture will
increase from 10 to 60 million cubic feet per day
by the second quarter of 1988.

Investments: Noranda Inc., in which this
Company holds 7.4 million common shares, had
an excellent year in 1987, reporting earnings of
$343 million, or $2.14 per share. Based on current
projections, Kerr Addison expects to be able to
recommence recording dividends received from
Noranda as income in 1988. At Noranda’s current
dividend rare, this amounts to $5.9 million
annually.

During the vear, pre-tax gains of $26.4
million resulted mainly from the disposal of the
Company’s 24 percent equity interest in MFC
Mining Finance Corporation and from the sale of
0.6 million common shares of Noranda Inc. As
well, Kerr Addison increased its ownership in
Minnova Inc. to 50.3 percent, and purchased by
private placement equity interests in two develop-
Ing junior mining companies, MSV Resources

Inc. and RFC Resource Finance Corporation.

Financial Results

Nert income for 1987 was $24.0 million, or $1.38
per share, compared to earnings of 30 cents per
share in 1986. This improvement was because of
increased gains from the sale of investments and
other assets, and higher operating and investment
income.

Production revenues and operating income
increased over 1986 primarily due to the inclusion
of a full vears’ results from Minnova Inc., control
of which was acquired by Kerr Addison in August
1986. Total production was reduced somewhat by
the sale of the Kerr Addison mine and mill com-

plex on June 30, 1987. Gold production, exclud-
ing this mine, was 78,000 ounces for 1987. The
Canadian Electrolytic Zinc joint venture, the
earnings of which were adversely affected by a
lengthy strike in 1986, produced excellent profits
on good volumes and margins in 1987.

Natural gas markets have shown recent
improvement, particularly during the fourth
quarter of 1987 and in early 1988. Relatively cold
weather throughout most of North America was
the major reason for this positive development.
Canadian exports to the United States increased
by more than 30 percent over 1986. Although
average prices for natural gas were below 1986,
both Canadian Hunter and Anderson Exploration
delivered increased volumes of gas, oil and liquids
during 1987.

During 1987, the Kerr Addison mine and
mill complex, together with certain of the Com-
pany’s interests in nearby exploration properties,
were sold to Golden Shield Resources Led. for
cash and other consideration totalling $19 million
together with common shares and options in
Golden Shield. Also, the Company wrote-down
the carrying value of certain of its mining assets by
$14.1 million.

Cash provided by equity and debenture issues
by the Company and Minnova Inc. totalled $81.1
million and net proceeds from the sale of invest-
ments and assets were $44.0 million. Capiral
expenditures were $69.9 million, including $40.9
million on the Winston Lake mine, $18.8 million
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on the Ansil project and $9.6 million through
Canadian Hunter. Long-term debt was $135.0
million at year end, up $85.0 million during the
year. Cash and short-term securities increased by
$128.8 million, to $203.1 million at December
31, 1987. Dividend payments to shareholders
amounted to 60 cents per share, as in 1986.

Board of Directors

You will have noted in the accompanying Informa-
tion Circular that the number of Directors to be
elected at the Annual Meeting on May 13, 1988
will be ten, rather than the present number of
thirteen. As Messrs. J. Ossie Hinds, Gilbert
Kerlin, Donald Neelands and Donald E. G.
Schmitt will not be standing for re-election at the
Annual Meeting, it was felt that this would be an
appropriate time to reduce the size of the Board.
Messrs. Neelands and Schmitt will have served as
Kerr Addison Directors for 15 years, Mr. Hinds for
14 years and Mr. Kerlin for almost 6 years—each
with dedication and distinction.

In July 1987, Mr. David W. Kerr, President
of Noranda Inc., joined the Kerr Addison Board
and Mr. E. Courtney Pratt, Senior Vice-President-
Human Resources and Strategic Planning of
Noranda Inc., has agreed to stand for election at
the Company’s forthcoming Annual Meeting.

Business Environment

During the past year, there were a number of
notable achievements by the Canadian Govern-
ment which will have a positive impact on the
future business environment in this country. The
Free Trade Agreement approved by the political
leaders of Canada and the United States will be
extremely beneficial to our resource industries, as
it will ensure access to U.S. markets for Canadian

mining and energy products and, thus, stimulate
exploration and development activity in these
two important areas of our business. The Meech
Lake Accord brings the Province of Québec into
the Canadian constitution. The federal tax
reform proposals provide for a more equitable
income tax system and lower tax rates, thereby
placing Canadian enterprises in a more competi-
tive position internationally. This follows favoura-
ble changes made to the fiscal regimes for oil and
gas producers over the past couple of years.

The ability of many Canadian companies to
finance mineral exploration and mine develop-
ment will become more difficult over the next few
years. This is because of two factors, the recent
major correction in equity markets and the
reduced benefits from flow-through share transac-
tions as proposed in the tax reform package. Kerr
Addison is well positioned to operate and excel in
this new environment because of its knowledge of
the business and its strong financial condition.

The economies of the major countries in the
western world have now completed five years of
growth. During 1987, this finally began to impact
on the industrial sector, resulting in strong
demand for most commodities. Precious metal
prices increased strongly during the year and base
metal prices responded during the second half.
Demand for metals has strengthened and inven-
tories are generally at reasonable levels. In addi-
tion, the reduction in the Canadian and U.S.
dollars from their previously overvalued positions
relative to other major currencies, has made our
production costs more competitive. We anticipate
that metal prices should decline from the high
levels achieved at the end of 1987, although
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markets should generally remain stronger than
those which existed during the mid-1980's.

For the petroleum industry, 1987 was a year
of moderate improvement as world oil prices
recovered from the lows of 1986. Some signs of
stability emerged in the range of U.S. $18.00 to
$20.00 per barrel for West Texas Intermediate
crude. Towards the end of 1987, however, a surplus
of oil supply was causing downward pressure on oil
prices again. In Canada, the petroleum industry
experienced its first full year of natural gas deregu-
lation in 1987. On a positive note for the near
future, exports of natural gas to the United States
by the Canadian industry are expected to increase
to meet a UL S, supply shortfall, driven by declin-

ing U.S. production capability.

Outlook

The Company's long-term future depends heavily
on our ability to continue to find new mines and
increase reserves at existing operations. This
begins with strong and consistent financial
support to our highly professional exploration
team. Our efforts are clearly focussed for extended
periods of time on specific areas of interest and on
existing operations. Mineral exploration expendi-
tures in 1987 at all levels amounted to $23.8
million, and we intend to maintain this strong
commitment in the future,

The Winston Lake zinc mine should produce
at capacity levels for the last three quarters of
1988, and the Ansil copper deposit is expected to
commence production in the first quarter of 1989.
We believe that the Samarosum silver deposit will
be producing within two years, and the evaluation
on the Donalda gold deposit should be completed
by the middle of 1989. These new deposits will

result in a substantial increase in production over
the next two years and a healthy balance between
gold, silver, zinc and copper metals. This will
have a very positive impact on our cash flow, as we
intend to achieve our objective of controlling
operating and development costs.

Recent events in natural gas markets indicare
that supply and demand in North America are
coming very close to being in balance. As this
becomes apparent and volumes improve, prices
for natural gas should respond in a positive way.
Kerr Addison has substantial quality proven
reserves in three major gas fields and is participat-
ing in what we believe will be a fourth.

The Company's primary objective is to
increase its production capacity in the mining and
petroleum industries through the exploration,
development and acquisition of competitive
reserves, while continuing to maintain its strong
financial position. This is dependent upon the
diligence of our management, employees and
partners. On behalf of the Board of Directors,

[ would like to thank them for the Company’s

success during the past year.

T /oy

lan D. Bayer
President and Chief Executive Officer

Toronto, Canada
February 23, 1988



PRINCIPAL OPERATIONS
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MINING AND METALS:

& 1. LacShortt

2. Opemiska (Chapais)

3. Lac Dufault and Ansil
(Rouyn-Noranda)

4. Winston Lake
(Schreiber)

'}C 1. Samatosum
2. Donalda

€ CEZ Zinc Refinery

GAS & OIL:

£8' 1. Elmworth
2. Wapiti
3. Dunvegan
4. B.C. Deep Basin




MINING AND METALS
INTERESTS

50.3%
Minnova Inc.

Operating Mines—
94.2%—Lac Shortt Division
100% —Opemiska Division
Developing Mines —
100% —Winston Lake Division
100% —Lac Dufaulr Division
Advanced Exploration —

70% —Samarosum

65% — Donalda

9.8%
Canadian
Electrolytic
Zinc




MINING

The Company’s mining interests represent $289 million, or 42% of its total assets.

Lac Shortt Division

The 1,100 tonnes per day Lac
Shortt gold mine contributed a
$12 million cash operating
profit to the Company during
1987, compared to $13.3 million
in the previous year.

Gold production declined in
1987 as mining was carried out
between the 500 and 400 metre
levels where lower grade ore
had been anticipated. Produc-
tion of 360,000 tonnes is plan-
ned for 1988 as a result of
changes in stope sequencing
required to reduce underground
rock pressures.

A feasibility study on
deepening the shaft below the
500 metre level to develop

additional reserves is in progress.

Production Review 1987 1986
Tonnes milled (00Q's) 396 400
Grade, g/t 4.53 5.32
Production, gold (ounces) 53,889 64,031

Average price received
peroz. $59
Cost per ounce $35

Opemiska Division

This Division operates three
underground mines and a con-
centrator located in Chapais,
Quebec. With improved prices
in both copper and gold, these
operations generated a cash
operating profit of $5.9 million
in 1987, compared to $3.9
million in 1986.

Following a 19-day strike in
June, a new three-year labour
agreement was reached between
the Company and the employ-
ee’s union.

Production Review 1987 1986
Tons milled (000's) 449 508
Grade:
% copper 1.39 1:22
oz. gold/ton 0.069 0.087
oz. silver/ton 0.30 0.27

Praducrion:
lb“ copper \’OCD.;‘

ounces s.wld

11,980 12,037
27,299 39,586

ounces silver 110,502 112,825

Average price received

2

1
58

CC lli"‘l.'l', per IV‘

gold, per oz.

o O
=] —
1
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Operating cost,
per ton milled

$41.76 $42.27

Winston Lake Division
Construction and development
of the 1,000 tonnes per day
Winston Lake high grade zinc-
copper mine, located 27
kilometres north of Schreiber,
Ontario, progressed on schedule
throughout the year. Almost
$41 million was spent on the
project during the year, bringing
the total amount spent to date
to $68 million. A further $4
million will be spent in the first
quarter of 1988 to bring the
project to full commercial pro-
duction status.

Lac Dufault Division

The Norbec mill, located 12

kilometres north of Rouyn-
Noranda, Quebec, treated
14,517 tonnes of ore during the
tirst half of the year from the
recently closed Corbet mine.
Subsequently, the mill treated
140,668 tonnes of ore from the
Mobrun property of Audrey
Resources Inc. on a custom

milling basis. The mill will



continue treating Mobrun ore
in 1988 until such time as capac-
ity is required for ore from the
Ansil mine.

Underground exploration
and development continued
throughout the year at Ansil in
preparation for production by
early 1989 ata rate of 450,000
tonnes per year. The production
and ventilation shafts were
completed to depths of 1,500
and 1,347 metres, respectively,
and three levels were developed.
During the year, $18.8 million
was spent on the project for
a total cost to date of $44.5
million. Of this amount, $13.8
million was provided through a

Quebec government grant.

Advanced Exploration

At the Samatosum property
near Barriere, south-central
British Columbia, a small high
grade silver deposit was located
by diamond drilling. Metallurgi-
cal testwork is in progress and a
production feasibility study is

being carried out.

In the Rouyn-Noranda area,
Quebec, an extension of the
Donalda No. 1 gold bearing
quartz vein was discovered by
diamond drilling. Dewartering
and rehabilitation of the exist-
ing shaft is in progress.

Exploration —Kerr Addison
During 1987, Kerr Addison

spent $11.2 million on mineral
exploration in Quebec, Ontario,
British Columbia and Nevada.
Of this amount, approximately
$4.9 million was contributed by
joint venture partners. Kerr
Addison’s $6.3 million net
expenditure was chiefly provided
through the issuance of flow-
through shares in the amount of
$5 million.

Large exploration pro-
grammes oriented towards the
search for gold continued
throughout the year in the Lac
Frotet, Montgolfier Township
and Dasserat Township areas of
Quebec, in the Pickle Lake area
of northwestern Ontario and at
the Abo property in southwest
British Columbia. With the
encouraging results obtained on
these projects, they will be
continuing in 1988. Exploration
programmes in the Canadian
Shield and in the western
Cordillera are generated and
managed from two regional
offices established in Sudbury,
Ontario and Vancouver, British
Columbia. Potential operating

acquisitions are evaluated by an
aggressive business development
group located in Toronto.

Exploration —Minnova

Minnova spent a total of $17.6
million on exploration projects
during the year. Of this amount,
510 million was provided
through the issuance of tlow-
through shares and a further
53.7 million was contributed by
joint venture partners.

Approximately 55 percent
of the total expenditures was
directed towards exploration for
polymetallic massive sulphide
deposits and 45 percent towards
the search for gold.

Exploration is carried out
from regional offices strategi-
cally locared close to the operat-
ing divisions, with the objective
of replacing and increasing
reserves for the operations. At
the Lac Laura property near
Chapais, Quebec, preparations
are underway for the excavation
of a ramp to investigate the
grade and continuity of gold
mineralization intersected in
drilling during the vear.



ORE RESERVES — December 31, 1987

Deposit Tonnes %Cu  %Zn Au(gh) Ag(gh) Remarks (*diluted)

® LacShorer 1,208,000 — — 48 —  *Proven, probable, possible.
# Opemiska 564,000 1.5 AR —  *Proven and probable,

® Winston Lake 3,077,000 1.0 156 0.9 30.9 *Proven, probable, possible.
® Ansil 1,51:000 " 72 0.8 | 17 2509 ‘*Probible.

# Samatosum 600,000 1.2 3.5 1.8 1,100.0  Probable, undiluted

# Donalda 730,000 — S —  Possible, undiluted.

Canadian Electrolytic Zinc

Zinc slab production at the CEZ
refinery was 243,000 tons for
the year, compared to 130,000
tons in 1986. The plant operated
near full capacity throughout
the year, as compared to 1986,
when production was halted for
5 months by a strike.

The refinery is ranked in the
top 10 percent of the Free
World's zinc reduction plants in
terms of efficiency and costs.
An incentive programme aimed
at reducing operating costs
by a further $10 million per
annum in the next 3 years was
instituted.

Mining Investments

At mid-year, Golden Shield
Resources Ltd. purchased the
Kerr Addison gold mine and
mill complex at Virginiatown,
Ontario, along with certain of
Kerr's surrounding exploration
properties. In addition to cash

and other consideration total-
ling $19 million, the Company
received 5,000,000 shares of
Golden Shield, representing
about 30 percent of its equity.

Golden Shield continued
the dewatering and rehabilita-
tion of the nearby Cheminis
mine workings in order to con-
duct an underground explora-
tion programme. Surface strip-
ping at the Barber Larder site
was started in preparation for
open pit mining in 1988.

On November 6, 1987, Kerr
Addison acquired by private
placement 1,200,000 shares of
MSV Resources Inc. for a cost
of $3.6 million. MSV’s chief
assets are a 49 percent joint
venture interest in the Eastmain
gold deposit located north of
Chibougamau, Quebec, and a
23 percent equity interest in
Nova-Cogesco Resources Inc.
That company holds joint ven-
ture interests in a number of
Quebec exploration and devel-
opment projects along the
Noranda-Val d’Or gold belt,
including a 20 percent par-

e e e e e e S e S S e e T L

ticipating interest in the Silidor
project currently being de-
veloped by Noranda Inc. This
mine is expected to be produc-
ing by the end of 1989 at a rate
of 60,000 ounces gold per year.

In April 1987, Kerr Addison
sold its 24 percent interest in
MFC Mining Finance Corpora-
tion to realize a pre-tax gain of
$17.6 million. MFC’s chief
assets are its 50 percent owner-
ship of Blackdome Mining
Corp. and its 50 percent interest
in the Stibnite Mine in Idaho.

Subsequent to year end, Kerr
Addison acquired by private
placement a 49 percent equity
position in RFC Resource
Finance Corporation for $3
million. RFC will be providing
financing in return for owner-
ship interest in junior mining
situations which are beyond the
exploration stage.

7

&

Peter Bojtos, PEng.
Vice-President—Exploration
& Corporate Development

Toronto, Canada
February 23, 1988




OIL AND GAS
INTERESTS




OIL & GAS

m

Kerr Addison’s investments in the oil and gas industry are carried on its financial statements
at $155 million and represent 22 percent of this Company’s assets.

Canadian Hunter

The Canadian Hunter joint
venture carries out exploration,
development and production
operations throughout western
Canada with a staff of 300
people based almost entirely in
Calgary. Its principal assets are
its extensive land position and
natural gas liquids reserves

in the ElImworth and Wapiti
contract area of northwestern
Alberta.

Canadian Hunter experi-
enced mixed results in 1987,
having had a very successful
exploration and development
programme but disappointing
financial results caused by weak
markets. Partly offsetting the
natural gas effect was a substan-
tial 74 percent increase in crude
oil production and a 122 percent
increase in operating cash in-
come contributed from crude oil
production.

Kerr Addison’s share of
Hunter’s daily gas production
in 1987 averaged 13.5 million
cubic feet per day, similar to
the 1986 levels. Western Gas
Marketing Limited, Canadian
Hunter’s major customer,
reduced average takes from 46
percent to 38 percent of con-
tract quantities. Kerr Addison’s
share of sales by Canadian

Hunter to the spot gas market
averaged approximately 1.8
million cubic feet per day, and
its share of crude oil production
increased to 200 barrels per day

from 115 barrels per day in 1986.

Nartural gas liquids production
declined by 11 percent in 1987
to 525 barrels per day. This
decline reflects reduced rakes of
ethane by ESSO Resources, a
major customer of Canadian
Hunter.

Through the period of 1986
and 1987, many oil and gas
companies reduced capital
expenditures. With its strong
exploration orientation,
Canadian Hunter decided that
this period of low land acquisi-
tion and drilling costs repre-
sented an opportunity to build
asset values. Canadian Hunter
increased capital expenditures
through each of these two years
and now has an array of proper-
ties to be further explored,
developed and brought into
production as energy markets
improve. Canadian Hunter’s
plans for 1988 include increased
capital expenditures over 1987.

Kerr Addison's share of
capital expenditures in 1987
increased to $9.6 million
from $8.1 million in 1986. The
Canadian Hunter joint venture

drilled 114 wells in 1987, an
increase of 26 over 1986. Of the
total 114 wells, 63 were explora-
tion wells which achieved a

60 percent success rate. The
remaining 51 wells were develop-
ment wells with an 88 percent
success rate.

In British Columbia,
Canadian Hunter's joint venture
with Standard Oil Production
Company continued its explora-
tion activities in the Deep Basin
area. Standard Oil is presently
funding 100 percent of the
expenditures of this programme
to earn a 50 percent interest in
Canadian Hunter's lands in the
B.C. Deep Basin. During 1987,
13 of the 15 exploratory wells
which were drilled by Canadian
Hunter and Standard Oil were
commercial gas wells, resulting
in a tripling of Canadian
Hunter'’s estimate of proven and
probable reserves in this area to
124 billion cubic feet net to
Canadian Hunter. Canadian
Hunter's geological assessment
of the resource potential of the
B.C. Deep Basin estimates 5.8
trillion cubic feet of natural gas
net to Canadian Hunter and
Standard Qil. This is up from
the 4.2 trillion cubic feet which
was estimated one year ago.
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[nitial tied-in production capa-
bility of 10 million cubic feet
per day will be increased to
approximately 60 million cubic
feet per day by the second
quarter of 1988. Plans to signifi-

cantly increase this deliverability

by 1989 are being developed.

In Saskatchewan, Canadian
Hunrer participated in the
drilling of 24 wells, resulting in
12 new oil wells. A significant
agreement was reached berween
Canadian Hunter and the
White Bear Indian Band which
provides Canadian Hunter with
the exploration rights to 28,000
acres of largely unexplored land
in an oil and gas region of that
Province. Exploratory wells will
be drilled on this land during
1988.

While Canadian Hunter is
very active in both British
Columbia and Saskatchewan,
the core of its established assets
remain in the Elmworth Deep
Basin area of Alberta, and the
majority of Canadian Hunter's
activities during 1987 was in
Alberta. Approximately $6
million of Kerr Addison’s capiral
expenditures were spent on
exploration and development in
that Province. Seventy-two
exploratory and development
wells were drilled, resulting in a
significant increase in Alberta
oil production by 60 percent
over 1986. The majority of this
additional production is free of

OIL & GAS

government royalties for periods

of up to five years. This increase
in Alberta oil production came
from activities in several areas
of the Province, and additional
development potential in these
areas is expected to result in
another significant increase in
Alberta crude oil production
during 1988. December's crude
oil production was 390 barrels
per day net to Kerr Addison.
Inland Gas and Oil Led. and
Trans Mountain Petroleums
Ltd., subsidiaries of Inland
Natural Gas and Trans Moun-
tain Pipeline, participated with
Canadian Hunter in 1987 ina
$31 million exploration joint
venture. Inland and Trans
Mountain contribured 60 per-
cent of exploratory expenditures
tor the programme to earn a 30
percent interest. The pro-
gramme involved almost all of
Canadian Hunter's exploration
activities, with the only major
exception being the B.C. Deep
Basin programme in which
Standard Qil is Canadian
Hunter's partner. A similar $23
million programme for the first
part of 1988 has been agreed to

DR e S R SRS

by Inland, Trans Mountain and
Canadian Hunter.

Kerr Addison’s share of
proven reserves at December 31,
1987, before royalties was 82
billion cubic feet of natural gas
and 4.8 million barrels of oil
and natural gas liquids. Proven
and probable reserves were 174
billion cubic feet of natural gas
and 9.7 million barrels of oil
and natural gas liquids. The
joint venture’s total land posi-
tion at December 31, 1987 was
1.7 million net acres.

Canadian Hunter has non-
operating interests in two heavy
oil projects located in the Prim-
rose area of Alberta, just north
of Cold Lake. Both projects
have been suspended since the
sharp drop in crude oil prices in
early 1986. However, both are
now being studied to determine
their economic viability if world
crude oil prices can demonstrate
reasonable stability in the range
of $20 U.S. per barrel.

Canadian Hunter expects
1988 to be an improvement over
1987 with further significant
increases to crude oil production
as the exploration discoveries of
1987 are fully developed and as
gas volumes begin to recover.
Canadian Hunter’s main objec-
tive is to remain among the best
oil and gas finders in the indus-
try. This is defined as being in
the best quartile of the industry
with respect to each of finding




COSLCS, reserves rep]acemen[ and
production efficiency. Key
elements of Canadian Hunter’s
strategy are the vigorous explora-
tion and development of the
B.C. Deep Basin area, building
on the many oil discoveries in
1987, the cautious development
of the Primrose heavy oil re-
serves and a first rate natural gas
marketing effort.

Anderson Exploration

Anderson is headquartered in
Calgary, while its principal
producing assets are located in
northwestern Alberta. It has 38
staff at head office and 39 per-
sonnel at the field office. Ander-
son is the operator and 47.5
percent owner of the Dunvegan
gas contract area. During 1987,
80 percent of that company’s
natural gas sales was delivered

to Alberta and Southern Gas
Co. Ltd., which supplies natural
gas to the larger Northern
California market.

Anderson’s daily production
volumes, before deductions for
royalties, were 64 million cubic
feet of natural gas and 1,900
barrels of oil and natural gas
liquids. These figures represent
33 and 50 percent increases,
respectively, from the 1986
levels. The improvement in
natural gas sales reflected the
strong demand for competitively
priced Canadian gas in North-
ern California. The Dunvegan
field produced at near maximum

OIL& GAS

rates for the January to April
period, averaging about 113

million cubic feet per day. Qil
production increased by 25
percent over 1986 and natural
gas liquids production from the
new Dunvegan plant com-
menced in August 1987.

Cash flow for 1987 was
$23.8 million, representing an
increase of 37 percent over
1986, despite a 12 percent reduc-
tion in natural gas prices. Explo-
ration and development expen-
ditures were $18.3 million,
similar to the previous year.
Anderson participated in the
drilling of 53 working interest
wells, 36 operated by the com-
pany and 17 by other operators.
This drilling resulted in 34 oil
wells, 7 gas wells and 12 dry
holes. Seven wells were also
drilled on Anderson’s lands by
others, resulting in 4 oil wells
and one gas well. During the
vear the construction of the
Dunvegan deep cut plant was
undertaken and completed at a
cost of $15.1 million. The plant
was accepted from the contrac-
tor in August 1987, and is per-
forming up to expectations.

This plant substantially in-
creased the company’s produc-
tion capacity for natural gas
liquids.

Proven reserves, before
royalties, at Anderson’s fiscal
year ended September 30, 1987,
were 512 billion cubic feet of
natural gas and 15.4 million
barrels of oil and natural gas
liquids. This represents increases
of 18.6 percent and 43.4 per-
cent, respectively, over those of
the previous year. Proven plus
probable reserves at the same
date were 721 billion cubic feet
of natural gas and 21.5 million
barrels of oil and liquids. The
September 30, 1987 land inven-
tory consisted of 609,000 net
acres, down slightly during the
year. The past year has been an
extremely successful one in
terms of increased oil and gas
reserves and the fact that the
company “turned the corner”
from an earnings point of view.
During 1988, Anderson will
concentrate on drilling and
recompletion work at Dunvegan
to further increase deliverability,
continue oil development pro-
jects at Progress and Hayter and
increase the pace of the com-
pany’s exploration programmes.
Prospects for the Canadian
Industry and the company
continue to improve.

Toronto, Canada
February 23, 1988



ACCOUNTING POLICIES

Dt [T

The accompanying consolidated financial statements have
been prepared in accordance with accounting principles generally
accepred in Canada. The principal accounting policies are
summarized hereunder to facilitate review of the consolidated
financial statements.

A. Basis of consolidation

The consolidated financial statements include, on a consolidated
basis, the accounts of Kerr Addison Mines Limited (“Kerr
Addison” or “the company”), its 50.3% owned subsidiary
company, Minnova Inc. (“Minnova”) (formerly Corporation
Falconbridge Copper), and its wholly-owned subsidiary com-
panies, Keradamex, Inc. and Kerramerican, Inc. The accounts of
Minnova have been consolidated, using the purchase method,
from acquisition on August 27, 1986.

The company has direct and undivided interests of 13.0% in
all of the oil and gas properties, production and related activities
of Canadian Hunter Exploration Limited (“Canadian Hunter")
and 9.8% in all of the properties, production and related
activities of Canadian Electrolytic Zinc (“CEZ"). Noranda Ine.
is the major holder and operator of both of these ventures. The
company’s share of the ventures’ assets, liabilities, revenues and
expenses is reflected in the consolidated financial statements.

B. Investments in associated companies

The company's interest in the common shares of Noranda Inc.
(“Noranda™) is accounted for following 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 distributed from the net profits of Noranda arising
subsequent to acquisition of the shares on September 30, 1982.
Because of losses incurred by Noranda, principally in 1985,
dividends received since 1985 have been deducted from the cost
of the company’s investment.

The company’s interest in the common shares of Anderson
Exploration 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 profit or losses.

C. Concentrates, bullion and metals

The estimated realizable value of concentrates, bullion and
metals is recognized as revenue art the time of production.
Purchased concentrates are valued at the lower of actual cost and
net realizable value. The inclusion in sales of the value of
concentrates, bullion and metals on hand is not significant.

D. Short-term securities

Short-term securities are recorded at the lower of cost or market
determined on an individual basis.

E. Property, plant and equipment
Mining and smelting—
Property, plant and equipment and related expenditures are
recorded at cost less applicable investment tax credits and
government assistance. Property, plant and equipment includes
previously deferred exploration and development expenditures on
properties which have been brought into production. Preproduc-
tion and development expenditures on projects under construc-
tion are capitalized until the commencement of commercial
production.

Mineral exploration and development expenditures are
charged against current earnings unless they relate to interests
in properties where the reserves have the potential of being
economically recoverable, in which case the expenditures are

deferred. Upon disposal or abandonment of such interests, the
net gain or loss is reflected in earnings. If the properties are
brought into production, deferred exploration and development
expenditures relating thereto are reclassified with property, plant
and equipment.

Depreciation of mining assets is provided on the unit-of-
production basis over the estimared economic life of the related
mine. Depreciation of smelting assets is provided on the straight-
line method over periods of 4 to 20 years.

Oil and gas—
The company’s oil and gas investments consist of its participation
in Canadian Hunter and its common share interest in Anderson.

The company follows the full cost method of accounting
whereby all costs associated with the exploration for and
development of oil and gas reserves, whether productive or
unproductive, are capitalized in cost centres on a country-hy-
country basis and charged against earnings as set out below. Such
costs include land acquisition, drilling, geological and geophysical
interest and overhead expenses related to exploration and
development activities.

Depletion is provided on costs accumulated in producing cost
centres using the unit-of-production method based on estimated
proven oil and gas reserves. The company periodically reviews the
costs associated with unproven properties to determine whether
they are likely to be recovered. When cosrs are not likely to be
recovered, an impairment allowance is made.

The carrying value of the company's 0il and gas investments in
producing cost centres is limited to an ultimate recoverable
amount which is the aggregate of future net revenues from proved
reserves and the costs of unproved properties, net of impairment
allowances, less future general and administrative costs, financing
costs and income taxes. Future net revenues are estimated using
year-end prices.

F. Income taxes

The company follows the deferral method of applying the tax
allocation method of accounting for income taxes. Under this
method, timing differences between the period when income or
expenses are reported for tax purposes and the period when they
are recorded in the accounts result in deferred income taxes.

G. Retirement plans

Effective January 1, 1987, the company adopted, on a prospective
basis, the new recommendations of The Canadian Institute of
Chartered Accountants for pension costs. Under the new policy,
pension expense or credit includes the amortization, on a straight-
line basis, of the difference between the value of the pension fund
assets and the actuarial present value of the accrued pension
benefits over the expected average remaining service lives of the
employee groups covered by the plans. Actuarial valuations are
calculated using the “projected benefit” method based on
management's best estimates of future interest rates and salary
levels. The difference between pension expense or credit and the
funding contributions is reflected as a deferred pension asset. The
effect of this change on net income for 1987 was not material.

H. Flow-through shares

The company issues common shares (“flow-through” shares) from
time to time which entitle the purchaser to earn tax deductions in
respect of qualifying exploration and development expenditures
made by the company. The portion of the subscription price of
such shares which is based on their marker value is credited to
share capital. The remaining premium atcriburable to the rax
benefits transferred to subscribers is credited to earnings.

Kerr Addison Mines Limited
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For the year ended December 31, 1987
(with comparative figures for the year ended December 31, 1986) (in thousands of dollars)

Kerr Addison Mines Limited
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CONSOLIDATED BALANCE SHEET

December 31, 1987

{with comparative figures at December 31, 1986) {im thowsands of doilars)

ASSETS 1987 1986
Current:
Cash and short-term securities, at lower of cost and market value (note 11) $203,101 S 74,265
Accounts and interest receivable 14,127 IHl51319
Concentrates, bullion and metals awaiting settlement, in transit and
on hand 16,828 13,992
Supplies and materials, at cost 6,211 6,975
Total current assets 240,267 106,767
Investments and other assets (note 2) 213,239 214,644
Property, plant and equipment (note 3) 242,238 196,717
$695,744 $518,128

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current:
Accounts payable and accrued charges $ 22,680 $ 21,619
Income and production taxes payable 4,672 737
Tortal current liabilities 27552 22,356
Long-term debt (note 4) 135,000 50,000
Deterred income raxes 44,082 37,611
Other deferred liabilities 6,534 9,232
Minority interest in Minnova Inc.:
Convertible subordinated debentures (note 8) 65,000
Common shares 69,672 67,782
347,640 186,981
Shareholders’ equity:
Share capital (note 5) 184,196 180,783
Retained earnings 163,908 150,364
348,104 331,147
$695,744 $518,128
On behalf of the Board:
[an D. Bayer, Director James W. McCutcheon, Director

(See accompanying notes to consolidated financial statements)

Kerr Addison Mines Limited (ircorporied under the laws of Onzaric)
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CONSOLIDATED STATEMENT OF RETAINED EARNINGS

For the year ended December 31, 1987
(with comparative figures for the year ended December 31, 1986) (in thousands of dollars)

Kerr Addison Mines Limited
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CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION

For the vear ended December 31, 1987
(with comparative figures for the vear ended December 31, 1986)

{m thousands of dollars)

1987 1986
Cash provided by (used in) operating activities:
Income before extraordinary items $ 22,756 $ 5,109
Items not affecting cash—
Depreciation and amortization 13,281 7,954
(Gain on sale of investments and other assets (26,403) (6,635)
Allocated premium on flow-through shares (9,989) (999)
Orther 3,202 2,963
2,847 7.992
Net change in non-cash working capital balances
(receivables and inventories, less payables) (917) 7,563
Cash provided by operating activites 1,930 15,555
Cash provided by financing activities:
[ssue of long-term debt by the company 85,000 45,000
Issue of convertible debentures by Minnova Inc. 63,043
[ssue of common shares by the company 6,746 852
Issue of common shares by Minnova Inc. 11,326
Cash provided by financing activites 166,115 45,852
Cash used in (provided by) investing activities:
[nvestment in shares of Minnova Inc. 6,420 120,375
Less cash balance in Minnova Inc. at time of acquisition 76,328
6,420 44,047
Additions to property, plant and equipment 69,936 20,448
Sale of investments and other assets (net) (30,008) (47,006)
Sale of Virginiatown mine (note 9) (14,016)
Dividends received on shares of Noranda Inc. (4,233) (4,695)
Cash used in investing activities 28,099 12,794
Dividends paid (including $687 in each year to minority shareholders
of Minnova Inc.) 11,110 11,071
Increase in cash during the year 128,836 37,542
Cash and short-term securities, beginning of year 74,265 36,723
Cash and short-term securities, end of year $203,101 $74,265

(See accompanying notes to consolidated financial statements)

Kerr Addison Mines Limited
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

8. Convertible debentures of Minnova Inc.

The adjustable rate convertible subordinated debentures are
unsecured obligations of Minnova Inc. (“Minnova”). The
debentures were issued on September 30, 1987, mature on
September 30, 2007, and pay interest at a rate per annum equal
to the greater of (i) 5% and (ii) 1% plus the percentage that two
times the dividends paid on the common shares of Minnova in
the six months ended on the date six months prior to the interest
payment date is of the conversion price. The debentures are
convertible at the holder’s option into common shares of
Minnova on or before the earlier of September 29, 2007 and the
last business day prior to redemption, at a conversion price of
$34.25 per common share. At any time after September 30,
1992, Minnova may adjust the conversion price to $38.00,
provided that Minnova also fixes the interest rate at 6% per
annum. The debentures are redeemable ar par plus accrued
interest after September 30, 1992 and, at any time prior to that
date, at 105% of par plus accrued interest if at least 85% of the
original principal amount of the debentures have been converted.
On September 30, 2007, Minnova has the option to retire any
debentures then outstanding by issuing common shares at the
average closing market price for the 30 trading days prior to
maturity.

10. Segmented information

The company operates primarily in two industries —mining and
smelting, and oil and gas, and in one geographic area—Canada.
The mining and smelting industry is comprised principally of the

9. Extraordinary items

(in thousands)

1987
Gain on sale of Virginiatown gold mine and
mill complex (net of applicable deferred
income taxes of $7,400) (a) $15,311
Write-down of mining properties (b) (14,100)
$1,211

(a) Effective June 30, 1987, the company sold its Virginiatown
gold mine and mill complex for cash of $14,016,000 and
debentures and common shares of the purchaser at an
assigned value of $5,000,000. The gain on the sale includes
the reversal of a provision for mine closure.

(b) During the year, the carrying value of certain mining
properties was written down by $14, 100,000 principally
because of diminished ore reserve potential and additional
capital costs required to bring properties into production.

of Canadian Electrolytic Zinc. The oil and gas industry comprises
the company's interests in Canadian Hunter and Anderson.
Information regarding industry segments is set out in the table

mining operations of Minnova and the zinc reduction activities below:
(in thowsands)
Industry segments
aey ::nlpllt?ﬁg ) QOil and gas Consolidated
1987 1986 1987 1986 1987 1986
Net sales $ 79373 345,654 $10,833 $13,595 $90,206 $59,249
Cost of production 55,004 38,614 3,711 4,148 58,715 42,762
24,369 7,040 7,122 9,447 31,491 16,487
Mineral exploration expenses (23,776) (11,062) (23,776) (11,062)
Allocated premium on
flow-through shares 9,989 999 9,989 999
Depreciation and amortization (8,579) (3,418) (4,702) (4,136) (13,281) (7.354)
Segment operating profit (loss) $ 2,003 3{6.441) $ 2,420 $ 5311 4,423 (1,130)
Income and expenses not allocated to !
industry segments (net) 18,333 6,239
Income before extraordinary items 22,756 5,109
Exrraordinary items 1524151
Net income for the year $ 23,967 $ 5,109
Identitiable assets $289,445 $227,511 $154,522 $148,106 $5443,967 $375,617
Corporate assers —
Shares of Noranda Inc. 119,449 133,763
Other 132,328 8,748
Toral assets $695,744 $518,128
Capital expendirures $ 62,619 $ 13,100 $ 9,580 $ 5,859 $ 72,199 $ 18,939

Kerr Addison Mines Limited
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(i) The results of operations of the Virginiatown gold mine and
mill complex, which was sold on June 30, 1987, are included in
the mining and smelting industry to that date, as set out below:

(in thousands)

1987 1986

Netsales $10,613 $21,335
Cost of production (9,835) (19,267)
Depreciation and amortization (31) (83)

Net operating profit $ 747 $ 1,985

(ii) Canadian production includes exports of $19,313 ($4,731
in 1986) primarily to customers in the United States.

11. Related party transactions

The company is related to Noranda Inc. and its affiliated
companies (“the Noranda Group”). Details of significant
transactions with the Noranda Group for the years 1987 and
1986 are set out below:

(i) Canadian Electrolytic Zinc (“CEZ”) —

The company’s portion of zinc concentrate purchased on the
company’s behalf by CEZ from the Noranda Group amounted
to approximately $11,275,000 (1986 —$7,000,000).

(ii) Marketing and administrative services—
The Noranda Group markers substantially all of the company’s
production and renders technical and administrative services
to the company. During the year marketing fees were $315,000
(1986—$251,000) and fees for technical and administrative
services were $126,000 (1986 —$123,000).

Copper and zinc concentrates and gold bullion sales by the
company to Noranda Inc. during 1987 amounted to approxi-
mately $79,373,000 (1986 —$47,216,000).

(iii) Short-term securities—

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 Noranda Group. During
1987, the company incurred interest on net borrowings amount-
ing to $1,656,000 (1986 — interest earned of $669,000). At
December 31, 1987, the company's deposit in the pool was
$3,660,000 (1986 —$6,100,000).

During 1987 the company invested $200,000,000
in common shares of an affiliated company; $100,000,000 of
these shares were subsequently sold at cost to other affiliated
companies. Dividends on the shares amounted to $4,639,000.
At December 31, 1987, the cost of the shares, which approxi-
mates market value, is included in short-term securities.

During 1987, the company invested in short-term debt
securities issued by certain affiliated companies. Interest on these
investments amounted to $112,000. At December 31, 1987, the
investment in such short-term securities totalled $34, 727,000.
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12. Capital expenditure commitments

Capital expenditure commitments for 1988 for properties under
development are estimated to be $50,000,000.

13. Retirement plans

The company has retirement plans covering substantially all
employees. Based on the most recent actuarial valuation of the
plans at January 1, 1987 projected to December 31, 1987, the
estimated actuarial present value of accrued pension benefits and
the estimated value of the pension fund net assets available to
provide for these benefits are as follows:

(in thousands)

1987 1986

Accrued pension benefits $15,833 $14,647
Pension fund assets $28,713 $26,618

14. Litigation

Minnova’s 100% ownership of its Winston Lake mine is subject
to a 10% net proceeds of production royalty under the terms of
the original 1980 option agreement. In December of 1987, an
action was instituted against Minnova alleging, among other
things, that under the option agreement, the previous owner is
entitled to purchase a 20% participating ownership interest in
the mine rather than the 10% net proceeds of production
royalty.

Minnova's 94.2% ownership interest in its Lac Shortt mine
is subject to a 7.5% net proceeds of production royalty under the
terms of the original 1979 option agreement. In January of 1988,
an action was instituted against Minnova alleging, among other
things, that the annual royalty calculations performed by
Minnova pursuant to the 1979 agreement were notdone in
accordance with the agreement.

Minnava believes that its defences to these actions are
meritorious and is vigorously defending each action.

15. Comparative figures

Certain of the 1986 comparative figures have been reclassified to
conform to the presentation adopted in the current year.

Kerr Addison Mines Limited
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