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Corporate Profile

Advocate Mines Limited owns and cperales an open-pit asbestos mine and mill complex at Baie Verte on
the north east coast of Newfoundland. The mine has a projected life of approximately 14 years. The mill
has an operating capacily of 6500 tonnes per day. Fibre preduction is shipped by beat from the
Corporation’'s warehouse Iccated on tide water one mile from the mine.

Two grades of asbestos cement fibre are preduced and sold pursuant to long term sales contracts with
Compagnie Financiere Eternit S.A. of Belgium and Johns-Manville Sales Corporaticn ot the United States.
Opcrations arc managed by Johns-Manville Canada Inc.

At December 31. 1979 Advocate’'s work force included 527 hourly paid and 81 salaried employees, who,
in 1879, were paid in excess of $12 000,000 in wages, salaries and benefits. In the last three years
Advocate has contributed on average approximately $2,600,000 to the economy of Newfoundland in
municipal, mining and income taxes and social security benefits.

Environmental control and mine safely programs are aclive and continucus and involve employees,
management and gevernmen! working together to achieve one goal, a working environment which is safe
and clean.



Directors’ Report

Your Corporation continued tc be plagued by
financial preblems in 1979 losing $10,301,273 ($1.72
per share) and ending the year in a deficit pesition.
Of this loss approximately $1,301,803 ($.22 per
share) is attributable 1o increased depreciation and
amcriization charges (net of applicable lax credits)
resulting frem the re-evaluation of cre reserves re-
ferred to below.

The previously announced unaudited loss ot
$8,999,470 ($1.50 per share}, before the increased
depreciation and amortization charges, is attribut-
able to substantially lower than anticipated cre re-
coveries, high waste to cre ratios and rapidly esca-
lating operating costs. The average percent of fibre
recovered from ore crushed in 1979 was 2.78% as
compared with 3.67% in 1977 and 4.06% in 1976,
the last two years in which your Corporation oper-
ated profitably. Similarly, waste to ore ratic was
5.32:11in 1979 as against 4.0:11n 1977 and 4.3:1 in
1976. The Report of the Manager included herein
speaks of the increase in operating costs. For pur-
poses of comparison 1978 figures have not been
used because of the 3 month strike that occurred in
early 1978.

As indicated in the accompanying Manager's
Report operaticnal improvements have been
achieved and, it is safe 1o say, that if 1979 ore
recoveries had been as originally projected, the
Corporation’s position would be substantially im-
proved. Early in 1979, because of lower than antici-
pated cre reccoveries, your manager, Jehns-Manville
Canada Inc. instituted a geological re-evaluation of
the Advocate ore beoies. Resulis of this study indi-
cate that although the original definition of the ore
bodies remains valid, waste and low grade ore
occurrences are greater and. in some areas of the
ore bodies, more highly concentrated ithan onginally
defined. As a result, ore reserves have been re-
calculated and reduced by 10.2 million tonnes to
28.9 mitllion tonnes. This has resulted in the in-
creased depreciation and amortization charges re-
ferred to above and reference is also made to Note
13 to the consolidated financial staterments.

Johns-Manville Canada Inc. has studied the
results of the geological re-evaluation within the con-
text of the Advocate operation and canvassed
several alternative mining plans. The only realistic
options available are:

(i) The abandonment ol the West Pit with the
North Pit to be mined out over the next three to
four years, following which operations would
cease or,

() a suflicient increase in Advocale asbeslos
fibre prices and additional financing to cover
Advccate's escalating costs, debt and other
obligations and 1o permit the orderly devel-
opment and mining of the West Pit ore body.

The Beard of DireCters agrees that these are the only
practical alternatives availaktle to the Corporation.

Fortunalely, the Ccrporalion is able 1o pro-
ceed with alternative (i} as agreement has been
reached wilh Advocate's asbestos fibre customers,
Comoagnie Financiere FEternit S.A. and Johns-
Manville Sales Corporation, to a surcharge on the
prices of Advecate fibre sold to them and, in addi-
tion, certain shareholders and customers of your
Corporation have extended an aggregate of
$10.000.000 of debt linancing tc Advoacate by way of
term lecans subordinated 1o Advocale’s bank in-
debtedness. These [oans bear interest at bank
prime and mature December 31, 1985. Also, until
Advocalte has been returned to a more stable finan-
cial position Johns-Manville Canada Inc. and Amet
Corporalion have agreed thal managemen: fees
payable to them from 1980 forward will be deferred.

Barring unfcreseen operational problems,
the new pricing structure and injection of new linanc-
ing should be sufficient to enable Advocate to con-
tinue to meet its cbligations, return to a positive cash
flow position by 1981, and permit the orderly devel-
opment and mining of substantially all of Advocate's
ore reserves. On this basis the Advocate ore bodies
should be depleled by 1993. This outlock is contin-
genl upon are availability, the develcpment of the
West Pit ore body and our ability to contrel costs.

Asindicated elsewhere inthis report substan-
tial operational improvements were made in 1979
and are continuing. As weil, a cost reduction pro-
gramme has beenimplemented. The waste removal
programme commenced late in 1978 to make addi-
tional ore faces available for mining in the North ang
West Pits continues satisfactorily. As additional
sources of ore are developed. the occurrences of
pockets of low grade ore and waste in cerlain areas
will not have as substantial an effect on fibre produc-
tion levels as was the case in 1978 and 1979.

Notwithstanding Advocate’'s current difficul-
ties, every efforl continues to be made to mainlain
existing and wherever possible, improve environ-
mental conditions. The Corporation's $2.2 million
change hcouse comprising shower, double-locker
and improved lunch rocm and sanitary facilities is
essentially complete and has been in operaticn
since March, 1980. The new dry rock storage dust



filtration system is complele and will be operational
by early May, 1980. Environmental projects com-
pleted in 1979 included the $2.3 million air handling
system in the crusher and dryer building and a
drive-through car wash for employees.

In April, 1980 a new fabour agreement with
hourly paid employees was settled, which expires
May 1, 1981.

Your Corporation is deeply indebted to all of
those who, in most difficult circumstances, have
continued to work to make the Advocate operation
successful. The operalional gains that have been
accomplished are attributable to the efforts of your

General Manager, Johns-Manviile Canada Inc., your
Mine Manager, E. B. McKenna, his staff, and the
Advocate work force as a whole. The support
ol Advocatle's. customers I8, as always, deeply
appreciated.

May 5, 1980.

On behalf of the Board,

E. R. E. Carter,
Chairman of the Board and President.



Report of the Manager on 1979 Operations

To the President and Directors of
ADVOCATE MINES LIMITED

Coming off of a most difficult year in 1978 from
the effects of the mine slide and other signiticant
adverse factors. it was determined that major efforts
would be required in 1979 1o counteraclt these factors
and attempt to stabilize the operation.

Mining

The total material moved frem the mine in
1979 was 14.985.100 lonnes. This record pet-
formance was made possible Dy significant im-
provements in the overall mining operations. The
present Mine Superintendent, appointed in 1978,
completed his first full year in this assignment and
dramatically improved many phases of the opera-
ticn. The drilling and blasting programs were first of
all completeiy revised. Where previously there had
been a continual shortage in drilling equipment avail-
ability, utilizing three drills, at the end of the year
there existed a surplus in equipment availability,
utilizing only two drills. Better fragmentation was also
achieved through improved blasting techniques, re-
sulting in improved shovel operation. Considerable
effort was also expended in improving the pit roads
system, resulting in better truck availability and re-
duced downtime at the crushing operation. There
was also a re-organization in supervisory personnel
in the mine and through the efforts of the hourly paid
work force, several new shift and daily production
records were established. Equipment was also aug-
mented o the dewalering system in order to facili-
tate operations during the spring run-ofl. The
physical configuration of the pit was significantly
improved and this should enhance our ability to
remove material from the lower ievels of the pit in
1980.

Milling

Ne significant additions were made to milling
equipment in 1979, but steps, primarily through pro-
cess control, were taken lo ensure the maximization
of the sales value of production. Some dedusters
were added 1o recover fibre prasently being losl to
the tailings system. Considerable mechanical and
electrical dilliculties were encountered with the
primary crusher, resulting m above normal downtime
and costs. These were in the process ¢f being
rectified at year-end.

Maintenance

The position of Plant Enginger. which had
been vacant for some time, was filled in 1979 by a
competent engineer, experienced in the mining in-
dustry. Significant improvements in the maintenance
area were initiated in 1979, and the new mainte-
nance programs will be fully established in 1980.
These include a re-organization of supervisory
personnel to ensure better utilization of our main-
tenance work force, improved preveniative main-
lenance programs. and an increase in the size of
stores operations 10 ensure better availability and
efficiency of inventoried parts. The expansion of
Advocate’s maintenance facilities neared comple-
tion at the end of 1979 at a cost of $1,258.000
expended over the last two years.

Costs

There was a dramalic Increase in some majer
cost components at Advecate in 1979. The average
annual compounded rate of cost increases over the
four years, 1975 lhrough 1979, was 20%. Specifi-
cally in 1979 the total dollar increase over 1978 was
128% in lires, 73% in fuels, and 93% in explosives.
There were also substantial increases in the cost ol
maintenance materials and the majority of these
were further adversely alfected by the fact that they
are purchased in U.S. dollars. Mine management
responded to these cost increases with an aggres-
sive cost reduction pregram bul it was not possibfe
to completely offset these continuous cost increases
by production efficiencies alone. Particular atlention
was paid to attempting lo reduce energy related
costs. Substantial reductlions were also made in the
work force

Environment

Significant improvemenis were made in en-
vironmental controls at Advocale in 1979, Most
notable of these was the construction of an em-
ployee change house which neared complelion al
the end of 1979 and which when compleled will have
cost §$2,187.000. This building will provide our em-
ployees with modern up-to-date facilities and s
second-to-none in the industry. Other environmental
control installations included the completion of the
bag house 1o control dust emissions from our dryer
stacks, eguipment to add water to our tailings dis-
posal system, automatic facilities for the washing of
all vehicles leaving the properly, and environ-
mentally controlled lunch rooms for employees.



Mine Manager

The successtul completion of all of the above
positive factors were administered through the ca-
pable and efficient management of the new Mine
Manager, E. B. McKenna, who assumed his role on
January 1. 1979. His personal contribution to
the improved operation at Advocate has been out-
stancing.

Fibre Production

The major negative aspect of the operations
in 1879, apart from rising coslts, was libre produc-
tion. Total A-25 fibre production was 48,127 lonnes
versus a plan of 55,221 tonnes. The difference was
caused by an actual A-25 fibre recovery of 2.28%
versus a plan of 2.70%. This dramatic fall off in
recovery resulted in the formation of a task force to
review all of the geolegical aspects of the Advocate
ore bedy. The task force completed its work at the
end of January 1880 and reported to the Advocate
Technical Committee in February. Various mining
plans were formulated on the basis of the revised
geology. In addition, a consulting geologist was re-

Operating Data

tained to review the work of 1the task force and the
conclusions reached. All of the work of the task force
was subsequently 1abulated and along with recom-
mendations, was presented to the directors in March
and April 1980. It was determined that because of
rapidly increasing costs a fibre price increase was
essential which has been agreed upon by Adve-
cale's fibre customers. In addition $10,000.000 in
new financing has been arranged with certain
shareholders, and cuslomers. Accordingly the
direcicrs, have approved a ten-year mining plan that
will require Advocate to continue to move
15,500,000 tonnes of material per year. The
approved plan will enable Advocate to develop the
north and west zones using traditional methods con-
sistent with previous plans.

Labour Relations

The Corporation’s labour agreement with ils
houriy work force expired on December 31, 1979.
Through intensive negotiations, agreement was
reached in April 1980 tor & 16 month contract that will
expire on May 1, 1981.

1979 1978
A-25 Produced 48,127 fonnes 35.311 tonnes
A-35 Produced 11,279 tonnes 4,527 lonnes

Material Mined
Ore Crushed
A-25 Recovery

May 5, 1979

JOHNS-MANVILLE CANADA INC.

J. P Power,
Vice-President

14,985,100 tonnes
2,107,000 tonnes
2.28%

9,132,961 tonnes
1,529,300 tonnes
2.31%



ADVOCATE MINES LIMITED

{Incorporated under the Laws of Ontano)

Consolidated Balance Sheet
DECEMBER 31, 1979
{with comparative figures for 1978)

ASSETS
CURRENT ASSETS

Accounts receivable .. ... L
Income and mining taxes receivable ... ... .. L L
Fibre inventory ... e
Slores and supphies .. ... ..
Prepaid expenses ... ... .

MINING PROPERTIES AND RIGHTS — (Note 2) ... ... ... ...
FIXED ASSETS

Property, plant and equipment ... ...
Less: Accumulaled depreciation ... ...

OTHER ASSETS
Mine development costs less amounts written ofl ... ... .

Approved on behalf of the Beoard:

EOE QL o

%“‘"t — Director

1979 1978
3 82,668 $ 127639
2,951,393 2,624,694
374,660 602.321
4,654,581 10,106,972
3,541,205 2.718.341
170,966 201.390
$11,782,473 516,381,257
3 75,000 $ 75,000
$31.080.425 $28,510.315
14.218.262 10,724,902
$16.842,233 $17.785.413
$ 2.008,595 $ 2,197,595
330,708,301 $36,439,265




LIABILITIES

CURRENT LIABILITIES
Bank loans — secured (Nole 3) ... ... ... ... .. .. .

Accounis payable and accrued liabilities ... ... ..o oL
Current portion of tong term debt .. . ... ... L

LONG TERM LIABILITIES
Bank loans and credits — (Note 3) ... .. ... ... . ... ...
Conditional sales contract — (Note d) .. ... ... ... ... ...,

DEFERRED TAXES

SHAREHOLDERS' DEFICIT

Capilal

Authorized and Issued
6,000,000 Common shares of $1 parvalue . . ... .. L.

Less: Discountoncommon shares . ... ... .. .. .. . .

Retained Earnings (Deficit) ... ...

The altached notes are an integral part of these financial statements.

1979 1978
$11.430.000  $12.340,000
10,476,653 5,280,556
1,662,198 662,198
$23,568.851 $18,282,754
$ 5900,000  $ 4.500.000
959,672 1,121,870
$ 6,850672  $ 5621,870
$ 1.953.175  $ 3,906,765
$ 6,000,000 $ 6,000,000
3,817,995 3.817,995
$ 2182005  $ 2,182,005
(3,855.402) 6,445.871
$(1,673,397) $ B.627.876
$30,708,301 $36.439,265




ADVOCATE MINES LIMITED

Consolidated Statement of Loss
FOR THE YEAR ENDED DECEMBER 31, 1979
{with comparative figures for 1978)

Value of fibre produced ... ... .
LESS:

Operating Costs .. ... ... . ... .
INterest ..
Depreciation of equipment ... ... .. ... ..

Amortization of mine development cosls .. ... .. ..

Special allowance for depreciation and amortization — (Note 13) ... ...

Loss before taxes .. ...

Recovery of income and mining taxes

Current .

Deferred ... ..

Netlossfortheyear. .. .. ... .. .. ... . . ... ... . ...

Loss percommon share . ... ... .. ...

Consolidated Statement of Deficit
FOR THE YEAR ENDED DECEMBER 31, 1979
(with comparative figures for 1978)

Retained Earnings — beginning of year.............. ...
Less: Netlossfortheyear ... .. .. ... .. ... .. ... ... .
Retained Earnings (Deficit) —end ofyear . ..... ... .. .

The attached notes are an integral part of these financial statermnents.

1979 1978
$30,958,071 $21.357,433
$37,119,115 $24,350,527

2,409,330 - 1,557,097
1,185,000 790,000
115,000 80,000
2,443,000 —
$43.271.445 $26,777.624
$12.313,374 $ 5,420,191
$ 58,511 $ 434325
1,953,590 1,554,426
$ 2.012,101 $ 1,988,751
$10,301.273 $ 3,431,440
3 1.72 3 57

1979 1978

$ 6,445,871 $ 9.877.311
10.301.273 3.431.440
3 (3.855,402) $ 6,445,871




ADVOCATE MINES LIMITED

Consolidated Statement of Changes in Financial Position

FOR THE YEAR ENDED DECEMBER 31, 1979
(with comparative figures for 1978)

SOURCE OF WORKING CAPITAL:

Conditicnal sales confract ... ... ... .. . . . ...
Proceeds on sale of fixed assets ... ... ... ... ... .. .. . . ... ...,
Longtermdebt ...

USE OF WORKING CAPITAL:
Net 088 .
Add: Items not affecting working capital
Depreciation . ... ...
Amortization of mine development costs .. ... ... L
Special allowance for depreciation and amortization .............
Gainonsale of fixed assets ... .. ... ..
Deferred income laxes, recuction .. ... ... ..
Applied to operations . ... . ...
Purchase of fixed assets . ... ... .
Paymentof longlermdebt ... ... .. ... ..
Current portion of long termdebt ... ... ... ... L

Decrease inworkingcapital . ... ... ..
Working capital {deficiency) — beginning of period ......... ... ...,
Working capital deficiency —end ofperied ... .. ... .

The attached nofes are an integral part of these financial statements.

Auditors’ Report to the Shareholders

1979 1978
$ $ 1,284,068
51,901 8.958
2,400.000 —
8 2,451,901 $ 1.293.026
$10.301,273 $ 3.431.440
(1.185,000) ( 790,000)
( 115.000) (  80,000)
(2,443,000)  —
49,456 8,958
1,953,590 1.554.426
$§ 8,561,319 3 4,124,824
2,613,265 2,628,800
162,198 —_—
1,000,000 662,198
$12,336,782 § 7,415,822
$ 0.884.881 % 6,122,796
{1.901,497) 4,221,299
$11,786,378 3 1,901,497

We have examined the consolidated balance sheet of Advocale Mines Limited as at December 31, 1979
and the consolidated statements of loss, deficit and changes in financial position tor the year then ended. Our
examination was made in accordance with generally accepled auditing standards, and accordingly included
such tests and other procedures as we considered necessary in the cirrcumstances.

In our opinion, these consolidated financial stalements present fairly the financial position of the
company as at December 31, 1979 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 on a basis

consistent with that of the preceding year.

Toronto, Ontario
April 18, 1980.

Loftus A. Allen & Co.
Chartered Accountants



ADVOCATE MINES LIMITED

Notes to Consolidated Financial Statements
DECEMBER 31, 1879

1

ACCOUNTING POLICIES

aj

Consolidation

The censclidated financial stalements combine

the accounts ol the Company with those ol its

whelly owned subsidiary, Advocale Concessions

Exploration Company Limited

Determination of Income and

Valuation of Inventories

The determination of income based on value of

production 1s considered appropriale because:

i annual fibre production is covered by sales
commitments;

i} annual sales could vary depending ugpon the
tength of shipping season and availability of
vessels

Accordingly, the fibre inventory is valued at net

realizable value delermined by using nel selling

price at the end of the year and the value of
production is determined by using average net
selling prices throughout the yvear

Fixed Assels

Fixed assets are stated at acguisition cosl. De-

preciation expense was provided for tne year on

a straight-line basis, using the lesser of the ex-

pected lile ol the assel or the mine Ife. Based on

ore reserves and current production, the mine life

is approximately 14 years from 1979

Capitalization of L.ease Gbligations

The Company leases with options to purchase,
vanous types of mine equipment where the lease
pericd approximates the estimated useful lite.
Where there is evidence that substantially all the
benelits and risks of ownershig have been trans-
ferred to the lessee. The Canadian Institute of
Chartered Accountants now reguires with re-
spect o those leases entered into after January
1, 1979 that:

i) the leased equipment be accountad for as
assets and

i) the fulure obiigation under the leases be
accounted for as a liabity

The Company has adopled this recommendation

on & prospective basis. Amortization of leased

equipment will be provided on a basis that is

consistent with Ihe depreciation policy for other

similar asseis.

tine Developmeni Costs

All cosls incurred In developing and piacing the
ming in production have been capitalized and
amortized on the basis of ore reserves and tons
mined

Income Taxes

The Company foliows the 1ax allocation method
of accounting for ncome taxes under which full
provision for taxes is provided on reported net
income regardless of when transactions are rec-
oghized for tax purposes

Deferred income taxes on the balance sheet
result principally from claiming capital cost allow-
ance and mine developrment costs for tax pur-
poses inexcess of depreciation and amortizalion
provided in these financial statements
Provincial mining laxes are calculated on nel
income and are therefore included with provi-
sions for Federal and Provincial income taxes.

g) Comparative Figures
For purposes of comparison. the 1978 figures for
miscellanecus taxes payable (other than income
and mining taxes} have been combined with
accounts payable and accrued liabilitizs 10 con-
form with 1979 preseniation.

MINING PROPERTIES AND RIGHTS
The company holds:

a) Two 50 vear mining leases covering 623 acres
expiring in the vears 2014 and 2019 respectively
where the Company is carrying on its present
mining operations.

by A 20% interest in the net profits (as defined) from
all mining operalions carried on by Consclidated
Rarnbler Mines Limited on two 21 year mining
leases (known as the Ming Exlension), after re-
covery of all exploration and preproduction ex-
penses incurred by that company. The cumula-
tive net profits from the Ming Extension have not
yel exceeded the exploration expenses and no
income was due lo Advocate in 1979,

¢) One extended license (covering 16 mining
claims) held under an agreement with Selco Min-
ing Corperalion Limited under which Advocate
has a 7'/2% non-assessable undivided interest in
lhe mining propeny and a «ght to a further 5%
undivided interest upon paying 5% of the cost of
bringing any designated mine into production.

d) Approximately 500 acres of lang held in fee
simpie onwhich the Company's dock, mill, office.
garage and houses are lccated.

During the year Ihe Company allowed five develop-

men! licenses to expire.

BANK LOAN AND CREDITS

The bank operating loan, bank term credit and
bankers acceptances credit are secured by a de-
benture dated November 15, 1976 in the total amount
of $22.000.000. registered n the names of Canadian
Imperial Bank of Commerce and The Bank of Nova
Scotra constituting a first flcating charge on all the
company's undeakings, property and assets

The bank operaling loan is repayable on demand and
IS subject 1o annual review.

The bank term credit and the bankers’ acceptances
credit provide for repayments at $750,000 per annum
subject 1o review i 1981, Inlerest is payable on the
hank term cradit at the banks minimum lending rate



plus 1% per annum. The interest payable and the
service fee ¢n the bankers' acceplances credit is the
current rate in effect from time to time.
If at any lime no market exists for bankers' accep-
tances so that Advocate is unable to issue bankers’
acceptances, the amount of such bankers accept-
ances shall be advanced by the banks to Advocale
under the bank term credit and thereafter shall be
treated in all respects as an advance under the bank
term credit.
The detail of the outstanding amount as shown on the
balance sheet is —
Bankers' acceplances credits
Instalments due and shown
as acurrent liability —
1979 paid January
1980 $ 750,000
1980 due December
1980 750,000

$ 7.400,0C0

1,500,000
$ 5,900,000

CONDITIONAL SALES CONTRACT

In 1978 the company acquired certain fixed assets
under a conditional sales contract which provides
that title is to remain with the seller until the full
purchase price is paid. The principal payments are
£13,516 per month for 96 meonths with interest at
Y2% cver prime.

The delails of the outstanding amount at December
31, 19792 are as follows:

Total Liability $ 1.121,870
Instalments due in 1980 and
shown as a current fiability 162,198

$ 959672

LEASE OBLIGATIONS

The Company has entered into capital lease agree-
ments pricr 1o January 1, 1979 with varying expiry
dates to 1986. The rental expense charged to oper-
ating costs In 1979 was $3,636,998 (1978 -
$3,163,951).

Had such leases been accounted for as capital
leases on a relroactive basis, leased equipment
would have been included as an asset on the
balance sheet:

1979 1978
Equipment $19,133.571 $19,133,571
Less: Accumulated
amortization 6,217,505 4,632,821

$12,216.066 $14,500,750

The amortization which would have been charged to
operating costs had such leases been accounted for
as capital leases is $2,284,684 for 1979 and
$£1,708,789 for 1978.

The future minimum lease payments (excluding sales
tax and calculated at base interest rates) under capi-
tal leases (entered into prior to January 1, 1979)
that have ncn-cancellable lease terms in excess of
one year are as follows:

1979 1978

1979 % — § 3173388
1980 3.251 442 3,251,442
1981 3,387.477 3.387.477
1982 3.294 431 3,294 431
1983 2,891,142 2,801,142
1984 343,699 343,699
To 1986 606,978 606,978
Total minimum lease

payments $13,775,169 $16,948,557

Less: Imputed interest 2,261,593 3,349,135

Present value of
minimum lease
payments

Portion of obligation
due in one year

311,513,576 $13,599.422

2,357,755 2,085,846

Nen-current portion

of obligation $ 9.155,821 $11513,576

Had such leases been accounted for as capital
leases, the present value of the minimum lease pay-
ments of $9,155.821 (1978 — $11,513,576) would
have been shown as a long term liability and
$2,357,755 (1978 — $2,085,846) as a current liability.
Interest expense related t¢ this liability would have
been $1.087,542 for 1879 {1978 — $1,212,409).

The net loss for 1979 would have decreased by
$123,000 (1978 — $113,000) had such leases been
accounted for as capital leases.

There were no capital leases entered into in 1979,

REMUNERATION OF DIRECTORS AND OFFICERS
The aggregate remuneration paid 1o the directors and

the five highest paid employees of the Company for
1979 was $186,926 (1978 — $173,933).

PENSION PLANS

The Company maintains pension plans which cover
substantially all of its emgloyees. The unfunded past
service liabilty of the employees’ pension plan at
December 31, 1979 is $607,1C0 (1978 — $628,800).
The unfunded liability will be paid and charged to
earnings over 17 years by annual instalments of
$56,400 including interest.

LEGAL ACTIONS

The Company together with others, is a defendant in
product liability suits in the United States in which
substantial damages are claimed for alleged injuries
1o the health of asbestos workers by reason of inhala-
tion of ashestes fibre. The Company denies all liability



10.

11.

in these actions. Neither the existence of liability nor
the extent of any possible damages can be deter-
mined al this lime and accordingly. no provisicn lor
such hability, it any. has been made in the financial
stalements

In 1977, the company wharf, at Bae Verte, Newfound-
land, was damaged by a ship during loading opera-
nons and the Company sued the ship’s owners for
approximately $20.000 The ship's cwners filed a
counter suit in which they claim damages of approxi-
mately $250,000 1o the ship by reason of alleged
failure by the Company to provide a safe berth. There
is insufficient information avallable at this time 10
determine the merits of the counter suit

INCOME TAX RE-ASSESSMENT

Late in 1978, the Company received a Federalincome
tax re-assessment inrespecl of the 1976 taxation year
lor approximately $375.000 arising principally from
lhe disallowance of earned depletion. Tne Company,
on advice from legal counsel, has filed a nolice of
objection to lhe re-assessment and maintains that itis
entilled o the deduclion for earned depletion. Full
provision for income taxes has been made in the
financial stalemenls for adjustiments other than the
disallowance lor earned deplelion.

POTENTIAL FUTURE TAX BENEFITS
As al December 31. 1979. the Company has the
following future tax benelits:

i) loss carry forwards of approximately
$11.827 000 available for deduction against
future taxable incomes of which $3.125.0G0
expires N 1983 and $8.702.000 expires N
1984:

i)  earned depletion base of approximately
$2.685,000 which is available as a de-
ductien from inceme for tax purposes at the
rale of 25% of resource income, and

) investment tax credits of approximately
$850.000 which may be applied against fu-
ture tax of which $50,000 expires in 1982,
$42.000 expires in 1983 and $758.000 ex-
pires in 1984

The potential future tax benefit altributable 1o these
deductions Is approximately $8,106 000.

In accordance with generally acoepted accounting
principles. this potential tax benefit has not been
recognized in the accounts.

PREFERENCE SHAREHOLDERS AGREEMENT
On December 31, 1976 the Company redeemed, oul
of working capital and borrowed funds, its then out-
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standing 125,058 4'/:% cumulative redeematle pref-
erence shares ol the par value of $100 each. By
agreement dated as of November 30, 1976, sub-
stantially all of the holders of the greference shares
agreed 1o pay to the Company the amount, if any, by
which the net after 1ax cost of servicing the bank
indebtedness. incurred 10 redeem the preference
shares ang to replace the working capital used to
redeem the preference shares. exceeded lhe divi-
dends that woulo have been paid on the preference
shares had they not been redeemed in 1976, For the
purposes of the November 30, 1976 agreement it was
assumed that the last of the preference shares would
have been redeemed in 1979 pursuant 1o the original
1958 financing agreement between the Company. the
helders of the preference shares and others.

The geterminalion of the amount, if any, to be paid to
the Company by the former holders of the preference
shares is o be made at the time that the bank in-
debredness, which as of January 30. 1980 had been
reduced o $4,500,000. is repaid by the Company. As
at December 31. 1979, lhe amount that would have
been owing to the Company would have heen
$285,0C0 subjec! to reduction or elimination if the
1979 loss 15 utilizeo to reduce or eliminate future
taxes. As there is no virtual certainty as to the amount
owing to the Company as at December 31. 1979, no
amount has been recorded on the books.

SUBSEQUENT EVENT
Subsequent 1o December 31, 1979. the Company
entered Inte financing arrangaments whereby: —

a) Cenain sharehclders and customers of the
Company have loaned $10,000,000 to Advocate
by way of notes due December 31, 1985 subordi-
nated to the Company's bank indebtedness with
interest at bank prime. Subject 1o the prior con-
sent of the Company's bankers. the Company
may prepay the notes in whole or in part prior to
malturity without notice, penalty or bonus.

and

b) Advocate's asbestos customers have agreed to
a surcharge on the price of fiore sold to them

DEPRECIATION AND AMORTIZATION

The Company has re-examined the geclegical infor-
mation in light of current economic conditions and has
revised (Ne ore reserves downward al December 31,
1979 to 28.9 million tonnes. As a result, additional
deprecialion of $2,369.000 and amortization of
$74,000 on account of prior years has been recorded
in the statement of loss as a special allowance in 1979,
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FOR THE YEAR {(ir thousands)

Value of fibre produced ............ .. .. ...
Operatingcosts ........... .. ... ..........
Amortization and depreciation. ........... ..
Exploration ... ... ... ... ..
Inerest .. ... ...
Giftstoschool board ................. ....

Provision for (recovery of) income and
MININGIAaxes ... .. .o,

Netincome (10sS) . ..... ... .. ol
Provision for cumulative preference dividend .
Netincome (loss) ............ ... .. ...

Pershare ... .. ... ... ... ... ... .. .. ... ..
Working capital generaled .............. ...
Pershare ....... ... ... . .. ... .. .. ... .. ...
Working capital from long-term loan ... ... ...
Working capital used for

Preference dividend ... ...................
Common dividend ........ ... ... ... ... .. ..
Redemption of preference shares . ....... ..
Fixedassets . ............. ... ... ... . ...,
Current portion of long-term debt .. ... ...
AT THE YEAR END (in thousands)

Working capital (deficiency) . ............ ...
Fixedassels ... ................. .. .......
Preproduction and mine development costs .
Otherassetsatcost.......................

Less: Long-termdebt ... .. ... ... .. ...
Less: deferred taxes® ... .. ... ...
Less: Conditional Sales Contract ......... .
Total shareholders' equity ... ... ... ...
Preference shares, parvalue . ... ...........
Common shares, book value ........... ....

Common shares bock value per share* . . .| ..

PRCDUCTION

Fibre production (tonnes) A-25 .. ... ... .. .. .
A-35

Material mined (thousands of tonnes)

Ore e

Waste and overburden ... L.

Wastelooreratio .........................
Recovery from ore crushed ... ......... .. ..
Ore reserves (thousands of tonnes) ... . ... ..

1979 1978 1977 1976 1975

$ 230,958 $ 21357 $ 34475 $ 31790 $ 21,389
37,119 24,351 27.036 22,410 18,136
3,743 870 1,275 1,085 965

— — — 76 66
2,409 1,557 940 57 295

— - — 251 286
(2,012) (1,989) 1,815 3,482 932

$ 41259 § 24789 $ 31086 $ 27361 $ 20,680
$ (10301) $ (3432 $ 3409 $ 4429 $ 709
= — — 563 624

$ (10.307) $ (3.432) $ 3409 § 3.866 $ 85
s (1.72) % (57) $ 57 64 01
(8,561) (4,125) 5,839 7,803 2,700
(1.43) (.69) 97 1.30 45
2,400 1,284 — 10,000 —

$ — 3 — $ — 3 563 $ 624
— — 1,110 486 450

— — — 12,506 1,350
2613 2,629 1,715 1,269 666
1,162 662 2,500 2,500 -

$ (11,786) $ (1,902) § 4221 $ 3707 $ 3,228
16,842 17,785 15,046 15,423 15,432
2,009 2,198 2,278 2,393 2,508

75 75 75 75 476

$ 740 $ 18,156 $ 22520 $ 21598 $ 21,644
5,900 4,500 5,000 7.500 —
1,953 3,907 5,461 4,338 2,758

960 1,121 — — —

$ (1673 $ 8628 $ 12059 $ 0760 $ 18.886
— — — . 12,506

$ (1673) $ 8628 $ 12059 $ 9760 $ 6.380
$ (28 $ 144 $ 201 $ 163 '$ 106
48,127 35,311 59,886 66,118 50,894
11,279 4,527 15,435 10,490 12,247
2,371 1,488 2,301 1,879 2,390
12,614 7,645 9,205 8,104 6.936
14,985 9,133 11,506 9,083 9,326
5.32:1 5.14:1 4.0:1 4.3:1 2.9:1
2.78% 2.60% 3.67% 4.06% 2.85%
28,900 41,439 42,339 44155 45,443

*1975 is restaled 1o give relroactive effect to full tax allocation accounting for mining taxes and the setilement of federal income lax

reassessments for 1968 and 1969.

“*After recalculation ag at December 31, 1979 and reduction by 10.2 million tonnes.
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