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- Report to Shareholders

1981 was the second successive record year for your
Company with all Divisions reporting strong gains in sales
and profits,

Net earnings for the year ended December 31, 1981
increased by 47% to $10,914,000 from $7,407,000 in 1980.
Earnings per share increased by 18% to $2.43 from $2.06
in the previous year, reflecting the 845,768 additional
common shares issued during 1981. A net extraordinary
gain of $24,000 or 1 cent per share increased earnings for
1981 to 510,938,000 or $2.44 a share. In 1980 a net extra-
ordinary loss of $290,000 or 8 cents per share reduced
earnings to 57,117,000 or S1.98 per share.

Consolidated sales rose 21% to S192,690,000, reflect-
ing new highs in all Divisions of your Company. Working
capital improved by 65% to $40,048,000, mainly as a
result of a 37% increase to S18,709,000 in cash flow from
operations and the $9,600,000 raised in May from the
fully-subscribed rights issue. Possibly of greatest importance
to shareholders is the achievement of a 20% after-tax
return on common equity, up from 16.9% in 1980.

Aerospace Division

Operating earnings of Standard Aero Limited increased by
26% to $12.4 million, on a 21% increase in sales to

S$74.2 million.

Although all Standard Aero divisions reported sales
increases, the greater proportion flowed from the distri-
bution of aviation parts and accessories, and from military
overhaul work. A concentrated sales effort, primarily in
export markets, increased distribution receipts by over
20%. Military overhaul sales increased by 47%, reflecting
continuing growth in our activity with the armed forces.
Commercial overhaul sales were up 12%, with this relative
sluggishness reflecting the general slowdown in helicopter
activity in Canada and the worldwide shortage of parts for
aircraft engines overhauled by the company.

The Federal Government's long-awaited energy settle-
ment with the Province of Alberta has not produced the
anticipated return to activity in the oil and gas exploration
field. As a result, Standard Aero's business from this sector
has remained at a reduced level, and although the effect to
date on earnings has not been material, the matter is of
future concern.

By and large, the company is not seriously affected by
short-term economic trends because of its diverse customer
base, and because these customers are engaged primarily
in activities that are not related directly to the consuming
public. Accordingly, Standard Aero is able to plot a future
course that is less significantly affected by cyclical fluctu-
ations, resulting in consistent and positive growth.

Terminals Division

Sales and earnings at Thunder Bay Terminals Ltd. rose
modestly, primarily because Ontario Hydro, the company’s
predominant customer, has not increased its use of
Western Canadian thermal coal owing to a current excess
load capacity. The company completed its expansion to
provide a supplementary handling system to transfer lignite
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to the adjacent Mission Island electrical generating station,
and product movement began in mid-198]. However, this
new tonnage was offset by shortfalls in expected tonnage
of other Ontario Hydro coal, with rate increases improving
the net financial contribution.

Of particular importance was the movement of sub-
stantial quantities of non-coal commodities. Over 650,000
tonnes of potash and 17,000 tonnes of corn were trans-
shipped during the year, and management is aggressively
pursuing the permanent handling of these tonnages. A
major marketing effort is continuing to identify and acquire
further product diversification for this Division.

Transport Division

The White Pass and Yukon Corporation Limited opera-
tional earnings increased by more than 50% on sales gains
of 24% during the year. This substantial and encouraging
profit growth, primarily the result of improved earnings in
the petroleum and marine divisions, was achieved despite
the adverse impact of several events, including a four-
week rail strike, spring road bans in Yukon for the first time
and recurring production difficulties of the company's
major customer, Cyprus Anvil Mining Corporation. While
these improvements are gratifying and are expected to
continue, the rail division on a fully-allocated cost basis,
experienced further substantial losses.

Three factors are critical if rail operations are to be
made profitable: increased traffic, reduced costs and
achieving and maintaining compensatory tariffs. The key
factor for long-term profitability is greater volume. Volume
increases may come from the development of new mines,
expanded production at Cyprus Anvil, or through the
proposed Alaska Gas Pipeline. This latter project would
provide the opportunity for significant profits not only in
the railway, but also in petroleum distribution and general
freight haulage.

During the year, White Pass expanded its general freight
trucking operations to Vancouver, B.C., offering for the
first time an expedited freight service between Vancouver
and Yukon, This important strategic move, together with
initiatives of a similar nature in 1982, will allow White Pass
to compete effectively for traffic growth in developing
areas of western and northern Canada.

Final agreement was reached during the year with the
Federal and Yukon Governments for the provision of
S6 million in interest-free loans to be used to purchase
locomotives and other rail equipment. Delivery of most
equipment is expected in 1982, and resulting efficiencies
will reduce operating costs. This important agreement is
also an indication of the commitment of both levels of
government to maintaining a successful rail infrastructure
as a key part of the transportation system of the North.

The outlook for 1982 is bright. An expected return to
more normal tonnages at Cyprus Anvil will improve
materially both the volume and the balance of products
carried by the company. Although the most dramatic effect
of this development will be in the railway, all divisions will






derive significant efficiencies. Passenger business should
increase substantially, reflecting both the rectification of
the mechanical problems that affected cruise ships in 1981
and a substantially increased marketing effort to stimulate
passenger movement both south from and north to
Whitehorse. The combination of these and other factors
should produce significant increased earnings and enhance
the future prospects for the company.

Corporate Developments

The Company offered shareholders of record on April 10,
1981 the right to subscribe for one common share for each
five shares held, at a price of $12.50 per share, The rights
offering closed on May 13th, and subscriptions were
received for virtually all the 789,387 shares offered. The net
proceeds of approximately $9.6 million were used in part
to retire current secured bank indebtedness, with the
remainder augmenting working capital of the Company.

At a Special Meeting in November, shareholders
approved an increase in the authorized capital of the
corporation by creating two classes of preferred shares,
each issuable in series. The purpose is to permit increased
financing flexibility and to accommodate future develop-
ments such as internal expansion and acquisition. Two
classes of preferred shares were created in order to provide
for the issuance of both ordinary preferred shares and
preferred shares that have a participatory or convertibility
feature. Although there are no specific plans for the issu-
ance of these shares, their existence will be a material
addition to your Company’s ability to expand successfully
for the benefit of all shareholders.

The Board of Directors has approved an increase in the
quarterly dividend payable April 1, 1982, to shareholders
of record on March 12, 1982 from 72 cents to 12V cents
per Class A and Class B common share. Dividends on
Class B common shares are paid customarily in the form

Stewat 4.

Stewart A. Searle, Chairman

of additional Class B shares. This dividend increase reflects
the increased level of earnings of your Company, and
continuing expected profit and liquidity growth will be
reflected in future dividend payouts.

During the year, Mr. R. A, Hubber-Richard, a Director
of your Company since 1972, tendered his resignation as a
result of accepting the position as Chairman of the Pilotage
Commission of the Port of Vancouver, British Columbia.
Mr. Hubber-Richard has had a long association with
Federal Industries as President of Neptune Bulk Terminals
Ltd. and subsequently The White Pass and Yukon
Corporation Limited. The Directors gratefully acknowledge
the contribution he has made to the growth and success of
the Company.

__In December 1981, the Directors approved the creation
of a share option plan for Federal Industries, in order to
provide employees with the opportunity to participate in
the growth and development of the Company. This plan is
intended to replace the previously approved stock
purchase plan, which was adversely affected by changes to
tax law announced in the November Federal Budget. The
share option plan will be presented for ratification at the
Annual Meeting in May.

In perspective, 1981 began to demonstrate the potential
of your Company for aggressive, profitable growth, even
in an unsettled economic environment. Future strategic
direction has been focussed to take advantage of the
Company’s operating and financial strength through evolu-
tionary expansion of existing Divisions and by acquisition
of companies in complementary industries. Significant
scope exists for managed growth on both pathways
without incurring excessive liquidity risks. Management
expects 1982 to be another year of above-average increases
in sales and earnings.

On behalf of the Board of Directors.

ch 15,1982






' Financial Review

Earnings
Earnings for 1981 rose to $10,914,000 or $2.43 per share
from $7,407,000 or $2.06 per share in the previous year. A
net extraordinary gain of $24,000 or 1 cent per share
increased earnings for the year to $10,938,000 or $2.44
per share. This gain arose from a combination of tax loss
carryforwards and an allowance against a claim currently
under litigation. In 1980, a net extraordinary loss of
$290,000 or 8 cents per share reduced earnings for the
year to 57,117,000 or $1.98 per share. This extraordinary
loss was comprised also of tax loss carryforwards and an
allowance against a claim under litigation, together with a
loss on the sale of a subsidiary completed during the year.
This improvement in earnings resulted primarily from
substantial gains at The White Pass and Yukon
Corporation Limited, where operating profit increased by
more than 509%, and at Standard Aero Limited, where
operational earnings rose by approximately 26%.
Operations of major Divisions are described more
particularly in the review following this report.

Divestitures

In the course of its operations in previous periods, your
Company has disposed of a number of businesses. The
effects of all divestitures historically have been segregated
in the financial statements, and this segregation is shown
retroactively in the Consolidated Historical Summary.

Interest Costs

Total interest expense relating to operations declined to
$7,584,000 from $8,740,000 in 1980. After excluding the
costs of debts related to Thunder Bay Terminals Ltd., which
costs are covered by an all-events contract with Ontario
Hydro as discussed in the Notes to Financial Statements,
interest expense declined more than 25% to $1,416,000.
This reflects the Company's improved liquidity, as a result
of strong cash flow from operations and the proceeds from
sale of capital stock in the spring rights issue.

The Statement of Earnings shows an income item,
reported as “Interest Earned”, of $578,000 in 1981 and
$1,291,000 in 1980. The current period amount arises from
the use of term deposits with Canadian chartered banks,
the investment vehicle chosen for short-term excesses in
Canadian dollars, In 1980, interest earned arose from the
payment of interest on the deferred sale price of Neptune
Bulk Terminals Ltd. Most of the Company's borrowings
from time to time are now represented by United States
currency, a situation more fully explained under “Foreign
Exchange Fluctuations” below.

For 1982, the Company expects to be able to fund its
expansion and capital requirements for existing subsidiaries,
together with dividend payments, from internally generated
funds, continuing to leave the Company relatively insen-
sitive to interest rate fluctuations.

Foreign Exchange Fluctuations
Foreign exchange fluctuations historically have caused
significant operating losses at The White Pass and Yukon
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Corporation. Most of the costs of running that company's
railway between Skagway, Alaska and Whitehorse, Yukon
have been incurred in U.S. dollars, while revenues derived
from the service have been payable in Canadian dollars,
The resulting imbalance depressed profits by $550,000in ~
1981 and by $1,400,000 in 1980.

The relative improvement in the net costs is the con-
sequence of renegotiation of White Pass’ major rail
contract, providing for the payment of U.S. rail services
in U.S. currency. Further, the company anticipates a
substantial increase in rail passenger traffic in 1982, the
majority of which revenue is in U.S. dollars.

Income Taxes

Because Federal Industries is comprised of subsidiaries in
several tax jurisdictions, the consolidated rate of tax may
vary from period to period. This is particularly true when
one or more companies incur losses while others remain
profitable, or where tax incentive programs affect the
amount of tax paid. In 1981, the consolidated income tax
rate increased to 48.1% from 47.9% in 1980. Certain White
Pass railway subsidiaries remained unprofitable in 198,
and accounting practice of not recognizing in the current
year potential recovery of taxes from losses carried forward
resulted in a tax rate at White Pass of 56.4% thus increas-
ing Federal’s overall tax rate.

The Company has organized its affairs in the United
States to allow for the filing of joint tax returns, a practice
that is not yet permitted in Canada. Until this is allowed,
and with the continued use of available tax incentives,
some volatility in the consolidated rate of tax will persist.

Balance Sheet
Working capital improved by nearly $16,000,000 to
$40,048,000, the fifth successive annual increment in this
important indicator.

Of particular significance in the increase was cash
flow from continuing operations, which rose 37% to
$18,709,000, and the successful rights offering, which
netted approximately $9,600,000. Long-term debt de-
creased marginally to $68,313,000 from $68,853,000,
reflecting retirement payments of $6,066,000 less addi-
tional borrowings of $5,500,000 under an agreement
between a White Pass subsidiary and the Federal and
Yukon Governments. This latter loan, which does not bear
interest, is for a period of 24 years and will provide funds
for the purchase of railway rolling stock and other rail
assets. The Yukon Government has agreed to provide an
additional $500,000 on the same terms in 1982.

Of the 568,313,000 long-term debt, $60,454,000 repre-
sents funded obligations of Thunder Bay Terminals.
As more fully set out in Note 4 to the financial statements,
a long-term contract between the Terminal and Ontario
Hydro provides in all events for the payment of debt ser-
vice, and under the terms of the mortgage bonds, security
is limited to assets of the Terminal. Accordingly, it is appro-
priate to exclude this “project financing” debt in assessing






the Company’s long-term debt-to-equity ratio, and on this
basis the year-end ratio was 0.09 to 1 compared with 0.05
to I at December 31, 1980. Total debt-to-equity was 0.20 to
1 at the end of 1981 compared with 0.27 to 1 in 1980.

As part of new loan arrangements reached with the
Bank of Montreal after the year-end, the Company has
established an operating line of credit of $50,000,000,
secured primarily by charges against current assets. The
medium-term operating and capital requirements of the
existing Divisions can be met from internally-generated
cash flow as supplemented from time to time by these
operating lines of credit. The terms of an acquisition line of
$15,000,000 have been negotiated, which, together with
the proceeds from the rights issue and the sale in 1980 of
Neptune Bulk Terminals, provide a substantial base for
funding future acquisitions.

Capital Expenditures and Depreciation

Capital expenditures totalled 514,515,000 in 1981 com-
pared with 55,829,000 in 1980. After excluding additions
to Thunder Bay Terminals, which are covered under a
separate all-events contract with Ontario Hydro, capital
expenditures in 1981 were 513,202,000, compared with
$2,580,000 in 1980. The major proportion of these expen-
ditures in both years occurred at The White Pass and
Yukon Corporation. In 1981, White Pass spent 55,500,000
from the proceeds of the non-interest bearing government
loans on railway rolling stock, replaced a substantial part
of its trucking fleet and incurred the majority of expen-
ditures in relocating a petroleum tank farm in Skagway,
Alaska. In 1980, most of the capital outlay was related to
replacing highway equipment.

Depreciation increased to 56,649,000 from $5,615,000
in 1980. After excluding Thunder Bay Terminals' depreci-
ation, the comparable amounts are 53,686,000 in 1981 and
$3,021,000 in 1980.

Share Capital

At a Special Meeting held on November 2, 1981, share-
holders approved an increase in the authorized capital of
the Company by creating two classes of shares, each
consisting of an unlimited number of preferred shares with-
out nominal or par value, to be designated Class [ Preferred
Shares and Class I Preferred Shares. Class [ Preferred
Shares will be entitled to a preference over Class Il Preferred
Shares with respect to the payment of dividends and the
distribution of assets in the event of the liquidation, dis-
solution or winding up of the Company. It is envisaged
that the Class Il Preferred Shares might have a partici-
patory or convertible feature, whereas the Class I Preferred
Shares would be what is commonly referred to as “ordinary
preferreds”.

The reasons for creation of these preferred shares are to
increase the Company's flexibility for financing and to
accomodate future developments such as internal expan-
sion and acquisition. In the increasingly unsettled market-
place, your Company may find it necessary to consider a
somewhat hybrid equity instrument in raising funds for

expansion. The Company is averse to the excessive use of
leverage, either in existing operations or for purposes of
acquiring or expanding operations, and the existence of
preferred shares will facilitate the maintenance of a prudent
equity base. :

In May and June, 1981, the Company-issued an addi-
tional 788,844 Class A Common Shares pursuant to a
rights offering. With the issuance of these shares, and the
issuance of Class B Common Shares as stock dividends
during the year, a total of 4,789,774 shares were outstand-
ing at December 31, 1981, comprised of 4,463,656 Class A
Shares and 326,118 Class B Shares.

The weighted average number of Class A and B Shares
outstanding for 1981 was 4,475,749, compared to the
weighted average of 3,600,023 shares in 1980. This
accounts for the differential between the dollar earnings
increase and the earnings per share.

Market performance of Federal Industries’ shares was
encouraging. Prices varied from a low of $10.00 to a high
of S15.87.

Three major investment dealers following the Company
have recommended Federal Industries to their clients, and
the strong, consistent earnings growth should assure a
significant increase in the capital value of the Company's
equities in the future.

Summary

Events and actions of 1981 underscore the success of
management’s overall financial policy: to maintain liquidity
and avoid excessive leverage. The collapse of long-term
debt markets and continuing record-high interest rates
confirm the importance of this posture. Internally-
generated funds can provide the majority of medium-term
capital and dividend requirements, and the equity base
established through 1981 furnishes the foundation for
aggressive growth by acquisition without the need to
encumber the earnings of existing subsidiaries.

g-President Finance
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Federal Industries Ltd. and its Subsidiary Companies
Consolidated statement of changes in financial position

for the year ended December 31, 1981

- 1981 1980
Source of funds : -
Operations _ _ - - fat . a
Net earnings for the year _ 3 ) _ $10,938 . S 7,117 o
Add Depreciation i r 6,649 5,615 3
Amortization of deferred charges & ] 74 -
Deferred income taxes _ 3,255 2,301
Accrued revenue in respect of deferred income taxes (Note 4) i (2,310) (2,068)
Gain on sale of fixed assets (244) (27)
Exaordinary items (29 290
Banmggﬂocated to minority shareholders S ' 371 371
- Funds provided by operations 18,709 13,599
~ Disposal of assets of a subsidiary company, net « ) - 17,165
 Proceeds on sale of fixed assets : i 386 402
@\ddnmlan%wmdebtﬁmm i . i 5,526 G
s & i Sy Saun 10,282 491
476 W
324 1,214
2,737 4859
248 801
. - 376
Saes . G
-
814,515 $ 3512
 Terminal facilities & - 2,317
Increase in Iung term recewable, net of deferred income tax cemponent of $2,310 (Note 4) 340 64
- Decrease in long term debt - k " 6,066 26,190
Dividends ; 1,267 673
Ei\ndemgnﬁh*} subsidiary company to minority shareholders g : 371 371

' Allowance for claims recoverable, net of income taxes of $261
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Aerospace Division

Five Year Review In a year when revenue and profits
Earnings at Standard Aero increased strongly,
frotn distribution sales accounted for 38 per
Sales' Operations*  cent of total sales, compared with 36
12 months (Millions)  (Millions) per cent in 1980. Military sales increased
1981 December _ 74.2 12.4 to 18 per cent of the total from 15 per
1980 December 613 9.6 cent, while the contribution from
1979 December 46.7 5.7 commercial overhaul sales declined to
1978 December ~ 40.0 6.1 44 per cent from 49 per cent the
1978 March 29.6 38 previous year.
*Before taxes, extraordinary items, interest and These flgUI‘ES ShOW a continuation
inter-company charges. of the, trend at Standard over the past
five years, in which aviation product
Standard Aero Limited is Canada’s distribution has emerged as a major

largest independent overhauler of aircraft ~ growth area. As a result, two separate
and helicopter engines and distributor of divisions—Overhaul and Distribution—
aircraft parts and accessories, with a have been created, each with its own
growing trade around the world. Standard ~ operating head and distinct objectives.
operates a major aviation engine overhaul  The company believes both have an

plant in Winnipeg. Parts distribution exciting and profitable future.
branches are located across Canada and Operating margins at Standard
in London, England. improved for the third consecutive year,

reflecting success at cost control and
changes in product mix. Further steps
were taken to strengthen and expand
overall management at administrative

and operational levels in order to

prepare for future growth and expan- 2

sion. The company is optimistic about (4
. Baatz

1982 and profitability gains are expected
to run considerably ahead of relative President and Chief
sales growth, with improvement Bitciitios Offices
coming from all areas of the company’s
operations.

For the longer term, Standard
expects to establish or acquire a signi-
ficant operating base and distribution
network in the United States as a first
step toward further international
geographical diversification.

Sales distribution for the twelve months to In ad;lition, the company ha§ begun
December 31, 1981 overhauling a new family of turbine
engines used in helicopters and is
actively seeking expansion of Standard
Aero’s role in the overhaul of industrial
turbine engines which are seeing in-
creasing use in gas transmission systems
in Western Canada and for power
generation in remote communities and
on drilling platforms.
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Terminals Division

Four Year Review
Earnings
from
Sales  Operations*
12 months (Millions)  (Millions)
1981 December 18.7 10.8
1980 December 17.1 10.3
1979 December 14.8 89
1978 December 3.0 1.9

*Before taxes, extraordinary items, interest and
inter-company charges.

Thunder Bay Terminals Ltd. is a major
transshipment point between trains and
Great Lakes vessels moving Western

Canadian products to Eastern markets.
Initially handling only thermal coal, the

terminal is currently diversifying into other

bulk commodities.

Sales distribution for the twelve months to
December 31, 1981

While thermal coal tonnage handled
at Thunder Bay Terminals was up only
five per cent over 1980 to 2,540,000
tonnes, there was a diversification of
product into potash and corn, with a
total of 678,000 tonnes handled. In
addition, approximately 51,000 tonnes
of metallurgical coal moved across the
terminal in 1981.

Following completion of the sup-
plementary handling system to serve
the adjacent Mission Island Electrical
Generating Station, 527,000 tonnes of
lignite was handled, beginning a long-
term arrangement for this type of coal
for Ontario Hydro.

A total of 661,000 tonnes of potash
were moved through Thunder Bay
Terminals beginning in the second
quarter of the year. The success of the
Terminals Division in handling this new
commodity profitably, at competitive
rates, together with additional tonnages
available in the Port of Thunder Bay,
indicates that a separate, dry bulk
handling system to handle additional
potash as well as corn and grain-related
products may be feasible.

As one example of this potential,
two shipments totalling more than
17,000 tonnes of Manitoba corn moved
through the Terminal on its way to
overseas markets. This was the first corn
to move eastward from Manitoba and
represents a possible continuing market
for the company’s services.

Thunder Bay management is aggres-
sively pursuing future potash volumes
and other commodities on a long-term
contract basis. These initiatives, together
with an expected increase in Ontario
Hydro coal handling, should ensure that
profits will continue to increase at a
higher rate in 1982 and subsequent years.

A.S. Leach, Jr. %
President

23












Transport Division

Five Year Review
Earnings from

Sales Operations*

12 months (Millions) (Millions)
Freight Petroleum Total

1981 December 45.5 54.3 99.8 8.1
1980 December 41.6 39.9 81.5 5.0
1979 December 37.2 28.0 65.2 (0.6)
1978 December 40.6 294 70.0 0.4
1978 March 41.7 285 70.2 1.8

*Before taxes, extraordinary items, interest and inter-company charges.

The White Pass and Yukon Corporation
Limited is Yukon's largest petroleum and
automotive parts distributor and provides
a wide range of truck, rail, ocean and
pipeline transportation services for bulk
commaodities and general freight in
Alberta, British Columbia, Yukon and
Northwest Territories.

On a divisional basis, the most signi-
ficant improvement over 1980 was
achieved in petroleum distribution.
During the year, agreement was reached
with the company's supplier, Chevron
Canada, to purchase petroleum at the
refinery in Burnaby, British Columbia
rather than at Whitehorse. This new
arrangement will give more effective
control of inventories, timing of pur-
chases and method of delivery. Also,
White Pass was successful in signing a
five-year agreement with the Northern
Canada Power Commission to provide
diesel fuel for electrical generation.

In late 1981, a major relocation of
petroleum tank storage was completed
in Skagway. Although constructed
primarily for safety reasons, the new

Lo

Sales distribution for the twelve months to
December 31, 1981

facility will provide a more effective and
efficient transshipment operation.
Trucking operations continued to
expand during the year. The company
received operating authorities between
Vancouver and Whitehorse and began
service from a new terminal in Burnaby,
British Columbia, offering—for time-
sensitive freight—a new alternative
to the company's marine service.
Additional operating authorities were
received from the Alberta Government
to truck on a new route between
Edmonton and Prince George, B.C.
An application for the B.C. portion of
the route has been heard by the B.C.
Motor Transport Board. In addition,
approval is being sought to provide
service to other areas including

Tuktoyaktuk and McKinley Bay, N.W.T.

These initiatives are part of the
company'’s overall strategy to extend its
trucking services on a north/south axis
and, over time, to become a prominent
mover of general freight and other
commodities in British Columbia,
Alberta, Yukon, Northwest Territories
and into the United States.

Events in 1981 surrounding the
construction of the Northern natural
gas pipeline have been encouraging and
suggest that this major undertaking
could begin relatively soon. White Pass
and Yukon is in an ideal position to
provide a substantial proportion of the
haulage and servicing connected with
construction and in 1981 successfully
designed a special railway flatcar to
carry large diameter pipe on existing
roadbed. This, together with the com-
pany’s proven competence in Northern
trucking services, should ensure its

prominent position among firms chosen

to handle transport of up to 400,000

tonnes of pipe, to provide general freight

services and to supply petroleum prod-
ucts during the cohstruction period.

Management expects 1982 to be
another year of continuing improve-
ment. A return to more normal tonnage
output from the company's largest
customer, Cyprus Anvil Mining
Corporation, together with anticipated
increases in rail passenger traffic and
efficiency gains, should produce signi-
ficantly increased earnings for White
Pass and enhance the future prospects
of the company.

T. H. King
President and Chief
Executive Officer
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Like people companies vary in character. They can be
aggressive or conservative, young at heart or mature, tight-
fisted or openhanded, prosperous or struggling,

An experienced financial analyst can deduce many of
these traits and more—as well as anticipate changes in cor-
porate character and strategy—by using numbers to calcu-
late a series of comparative financial ratios and percentages.

Investors without formal firiancial training can go a

surpnsmgiy long way down the same road, simply by
thelc PHlis fiancial statermenits

,Hh pmf(- th‘e v ‘toryofunsold
down?

profits is what is known as cash flow. Without a steadily
increasing flow of internally generated cash to meet future
needs, a corporation can wither and dte, however impres-

sive its bottom ling may be. -
Cash flow is not eomplex. It’s the sum of the bottom

h
line and those deductiohs from net income which are
retained in the business and not pald out in cash._— sh

the tOtaI oruon 0

, ome sta ment can also baused o
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The Balance Sheet

In turbulent economic times, this statement, which shows
how well a company is managing its assets, takes on extra
importance.

In essence, the balance sheet is a statement of what a
company owns in short-term holdings (Line 8), plant and
equipment (Line 9) and in less readily definable assets

ine 10)-balanced against what it owes in the short-term
ine 11), its long-term debt (Line 12), its provision for
ture taxes (Line 13), the share of subsidiary companies
attributable to outside, or “minority” shareholders (Line 14)
and last, but most important, the remaining share of the
assets that the shareholders can call their own (Lines 15
and 16).

This shareholders’ equity is divided into the funds
originally subscribed (Line 15) and the sum total of profits
plowed back into the business since Day One (Line 16).

The beauty of any balance sheet is that it is very easy to

. determine how large a stake in the company is held by a
company’s short-term creditors, its long-term creditors and
its shareholders.

This breakdown can then be used to gauge leverage, or
the effect of borrowing other people’s money to increase
the return on the company’s own funds.

Leverage is a great way of boosting profits when interest
rates are relatively low. But if interest rates soar, as they did
last year, leverage can start working the wrong way with
rising interest costs consuming profits.

~ The income statement provides one indication of
leverage, but only in terms of past operations and past
levels o%“ih erest rates. As a result, most analysts prefer to
ok nce sheet to determine precisely how
eliant pany is on borrowed capital.
- There are several ways of doing this. One, the debt/
uity ratio involves dividing total long-term outstanding
r (Line 12) by the total of shareholders’ equity (Lines 15

T s
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tal liabilidies and equity

December 31, 1981, shows somewhat better than the “norm”
of one dollar or more of long term debt for every dollar
of equity.

In practice, more than 85% of Federal's long-term debt
is involved in Thunder Bay Terminals Ltd. This portion
is an integral part of the contract with the Terminal’s major
user, Ontario Hydro, which also provides for the method
of repayment. In other words, thete is not the same reliance
on the borrowing as if Federal had raised this long-term
debt for general corporate putposes. Setting aside Thunder
Bay's debt, as many analysts do, provides a debt/equity
ratio of 0.09 to 1-or one dollar of debt for every SI1
of equity. :

In the end, the key is that repayment of principal is well
within the corporation’s ability. Your management is satis-
fied that this test is readily met.

As any shareholder who owns a house will appreciate,
there is little point in achieving the right capital ratios if
you haven't got the cash in hand to pay your bills. Lack of
liquidity, as this painful circumstance is known, can put
you in a position of having to sell valuable assets at fire
sale prices.

Corporate liquidity is measured by two common ratios.
The working capital ratio is calculated by dividing current
assets (Line 8) by current liabilities (Line 11). It is a simple
measure of how much the value of short-term assets
exceeds what a corporation owes within the next 12
months. Federal’s ratio at yearend was 1.78:1. For 1971-1980,
the average working capital ratio for 160 Canadian
investor-owned companies as measured by The Financial
Post Investment Databank was 2.0:1.

A more sl:ri.ntg}ﬁnt test is to determine how much of
what is owed within the next 12 months is covered by cash
and by items with a ready cash value. This is the quick
asset ratio, calculated by first subtracting inventories
(valued at $47.1 million in the formal accounts) before
doing the division sum. In the company’s case, the resulting
ratio was 0.86:1. By comparison, the 10-year average for the
160 companies was a less favourable 0.39:1.
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- common equi _
- 0r$55,010,000) and multiplying by 100. Federal's return

A final concept that should be examined is that of
invested capital. This is the sum of all long-term capital
invested in the business, and is used in determining some
of the combined balance sheet and income statement ratios
that follow. Federal’s invested capital at yearend was
$155,268,000, representing the total of shareholders’ equity,
(Lines 15 and 16), long-term debt (Line 12), deferred taxes
(Line 13), and minority interest (Line 14). This total was up
from S134,442,000 at the beginning of the year (“opening”
invested capital).

Combined ratios

By combining income statement and balance sheet
numbers into a broad spectrum of ratios, analysts measure
the effective use of a company's assets.

For instance, a 25% increase in profits every year for
five years may sound exceptional when stated in isolation.
But it will not cut much ice with prospective investors if
the return on the assets at management’s disposal averages

1% over the same period.

~ One way to measure how well all a company’s assets

' are being managed is to look at net return on invested

capital. Start with net earnings before extraordinary items
(meg, add half the interest on long-term debt (Line 4
divided by two, to allow for the effects of income tax) and
divide by average invested capital (invested capital at year-
] s opening invested capital, divided by two).
lied by 100, this gives Federal a net return on
d capital of 109 for 1981. (The 10-year average for
‘Canadian companies measured was 11%).
m the ordinary shareholders’ point of view the best
re is perhaps net return on common equity, calcu-

/ dividing the bottom line (Line 6(b)) by opening

ty (the sum of Lines 15 and 16 on January |,

on common equity in 1981 was 20.09%. :

- Another method to calculate the latter ratio uses
average common equity as the divisor. On this basis,
Federal’s return on common equity would be 16.8% in
1981, compared with 15.6% for the 10-year average of other

' companies.

Market ratios
Yet another group of ratios is used to measure the stock
market ratings of different companies. Thats because share
price alone does not say a great deal unless there is a
common means of relating it to earnings, dividends and
hareholders’ equity.

 This is done by calculating the fraction of each of these
that would accrue to the holder of a single share. Divide

- the bottom lirie (Line 6(b)) by the average number of

shares outstanding (4,475,749) and you have earnings per
sh: 2.44), The _ividend.pe)r share of 27.5 cents is
recorded in the Historical Summary on page 19.

Common equity per share, better known as book value,
is calculated by dividing common equity by the number of
res outstanding. At December 31, it was $15.65.

e per-share numbers can be used to determine

estots at large currently perceive the value of a

. (This perception can, of course, be wrong,
pundits incorrect by buying a stock

-as a whole awakes to its real value is part

ting).

Divide the share price by earnings per share and you
get a measure called the price-earnings multiple. This tells
how many years’ earnings at the current rate investors are
prepared to pay for an individual stock. If the multiple is
high, investors are-rightly or wrongly—looking for sharply
increased earnings and ate thus prepared to pay a high
price in relation to current earnings. If the multiple is low,
there’s relatively less optimism about (or understanding
of) the company’s future prospects. ‘

At yearend, the multiple on Federal’s common stock
was 5.35 times, which was close to'the average multiple for
the Toronto Stock Exchange’s Transportation Index of
5.67 times, but below the average of 8.57 for the TSE’s
composite, 300-stock index and for the diversified holding
companies represented in that index.

Another measure is to calculate the dividend as a per-
centage of the share price. The resulting dividend yield can
then be compared with returns on alternative investments
of all kinds. However, dividend yield does not take into
account the proportion of the bottom line reinvested in
the business. At yearend, the yield on Federal common
stock was 2.1%, which was low by any comparative
Toronto Stock Exchange yardstick. What this means is
that a relatively larger proportion of earnings had been
reinvested in the business, making the common stock
more attractive to investors seeking future growth than to
those needing cutrent dividend income.

One ratio used somewhat less frequently relates book
value to share price. It is not an absolute comparison
because market values are established by investors’ esti-
mates of the future pattern of earnings. In other words,
investors are normally much more concerned with the
return on book value (or common equity) achieved by
management than book value itself,

A market price well below book value can be ane
measure of an undervalued stock, particularly if the return
on common equity has been rising. On the other hand,

a market price significantly above book value can be a
warning sign that investors have unrealistic expectations of
future performance. '

For the record, the book value of Federal’s stock at
yearend was at a 20% premium to market price.

Some Conclusions—and Caveats.
An analysis of the income statement and balance sheet
points to a currently satisfactory financial position.
Earnings have grown consistently for the past several
years and the return on your investment in the company is
now up to our targeted level. The balance sheet has also
improved significantly. :
In general, the analysis points to a solid financial base

for future expansion. L
As Federal Industries grows, and in response to var
ecouot:[?ic conditions, its results must—ar
As with any company, a continuing as:
Indus tries’ progress: 'aﬁ!’gmaztdj‘a;a' ¢







Yukon

The White Pass and Yukon

Corporation Limited
P.O.Box 4070
Whitehorse, Yukon
Y1A 3Tl
(403) 668-7611

White Pass Transportation
Limited

P.O.Box 387

Watson Lake, Yukon

YOA 1CO

(403) 536-7385

British Columbia

Standard Aero Limited
4540 Cowley Crescent
Vancouver International
Airport
Vancouver, B.C.

V7B 1B8

White Pass Transportation
Limited
P.O. Box 10140
Pacific Centre
Vancouver, B.C.
V7Y 1E6
(604) 683-7221
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White Pass Transportation
Limited

Marine Division

P.O. Box 86190

North Vancouver, B.C.
V7L 4]9

(604) 984-9561

White Pass Transportation
Limited

P.O.Box 358

Dawson Creek, B.C.

V1G 4H1

(604) 782-8101

White Pass Transportation
Limited

10603-87 Avenue

Fort St. John, B.C.

V1] 5K6

(604) 785-6764

White Pass Transportation
Limited

P.O.Box 236

Fort Nelson, B.C.

VOC 1RO

(604) 774-2161

White Pass Transportation
Limited

2099 Quinn Street

Prince George, B.C.

V2L 451

(604) 564-0858

Alberta

Standard Aero Limited
48 Airport Road
Industrial Airport
Edmonton, Alta.
T5GOW7

Standard Aero Limited

180 George Craig Blvd. N.E.
Calgary International Airport
Calgary, Alta.

T2E 7H2

White Pass Transportation
Limited

16045-114 Avenue

Edmonton, Alberta

T5M 273

(403) 452-5920

White Pass Transportation
Limited

8919-111 Street

Grande Prairie, Alberta

T8V 4M5

(403) 532-0895

Manitoba

Standard Aero Limited

No. 6 Hangar

Winnipeg International
Airport

Winnipeg, Man.

R2R 0S8

Ontario

Standard Aero Limited
7171 Torbram Road

Mississauga, Ontario
L4T 3B6






Standard Aero Limited
Box 821, RR #5
Ottawa International Airport

Orttawa, Ontario
K1G 3N3

Thunder Bay Terminals Ltd.
P.O. Box 1800, Station “F”
Thunder Bay, Ontario

P7C 5]7

Quebec

Standard Aero Limited
2433 -46th Avenue
Lachine, Quebec

H4Y 1A5

New Brunswick

Standard Aero Limited
P.O.Box 74, Postal Stn. “A”
Fredericton, New Brunswick
E3B4Y2

United States

White Pass Transportation
Inc.

Rail Division

P.O.Box 435

Skagway, Alaska 99840

(907) 983-2214

England

Standard Aero Limited
3 Ashford Industrial Estate

Shield Road, Ashford

Middlesex, England
TWI5S 1AU

Directory of subsidiaries

. TRANSPORT DIVISION
The White Pass and Yukon Corporation Limited

Whitehorse, Yukon

J. F. Fraser
Chairman of the Board

T. H.King
President and Chief
Executive Officer

G.W. Goertz
Chief Financial Officer and

Treasurer

F. A. Taylor

Manager, Marketing

F. H. Hoskin

Manager, Industrial
Relations and Personnel

J. W. Campbell
Manager, Petroleum Division

W. V. Mclsaac
Manager, Yukon Operations

K. M. Steele
Lands Manager

Edmonton, Alberta

W. T. Cowger

Manager, General Freight
Division

Skagway, Alaska

M. P. Taylor

Manager, Rail and
Alaska Operations

Seattle, Washington
W. E. Feero

Manager, Passenger Services
and Planning
Vancouver, B.C.

D. H. Sladden

Senior Manager- Vancouver
North Vancouver, B.C.
S. Kollbaer

Manager, Marine Division

B AEROSPACE DIVISION

Standard Aero Limited
Winnipeg, Manitoba
H. W. Grant

Chairman of the Board

J. O. Baatz
President and Chief
Executive Officer

J. A. Burgess
Vice-President, Engineering

R. A. Carter

Vice-President, Distribution
Division

D. A. Pilley

Vice-President, Administration

B TERMINALS DIVISION

Thunder Bay Terminals Ltd.

Thunder Bay, Ontario

J. F. Fraser
Chairman of the Board

A.S. Leach, Jr.
President

N. H. Carr
Vice-President and General
Manager

D.E. Kelso
Operations Superintendent

D. S. Bhattal
Maintenance Superintendent

K. W. Traynor
Director of Finance

J. W. Kepes
Controller
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Board of Directors

J. E. Fraser

President and Chief
Executive Officer

Federal Industries Led.

*R. G. Graham
President
Inter-City Gas Corporation

A.S.Leach, Jr.
Vice-President
Federal Industries Ltd.

*], B. MacAulay
Parmer, Fraser & Beatty
Barristers and Solicitors

*A. V. Mauro
President
The Investors Group

J. S. Pelton
Vice-President, Finance
Federal Industries Ltd.
*], D. Riley
Company Director
C.L. Searle
Professor of
Electrical Engineering
Massachusetts
Institute of Technology

S. A. Searle
Chairman of the Board
Federal Industries Ltd.

¥\ ember of Audit Committee
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Officers

S. A. Searle
Chairman of the Board

J. E. Fraser
President and Chief
Executive Officer

A. S.Leach, Jr
Vice-President

J. S. Pelton
Vice-President, Finance
R.]J. Vahsholtz
Vice-President, Planning

W.D. Davie
Secretary

The Company and its
Subsidiaries

FEDERAL INDUSTRIES LTD.
Ste. 2400-One Lombard Place
Winnipeg, Canada R3B 0X3

Standard Aero Limited
Thunder Bay Terminals Ltd.

The White Pass and Yukon
Corporation Limited

Transfer agent and registrar
The Royal Trust Company
Calgary, Montreal, Toronto,
Vancouver and Winnipeg














