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The cover of this year’s Report

shows, for the first time, the new
Federal Industries symbol — a stylized
depiction of our corporate initials.

Annual Meeting

The Annual Meeting of the
Shareholders will be held at the
Westin Hotel, Two Lombard Place,
Winnipeg, Manitoba, on May 9, 1984
at 11:00 a.m.









1983 was a transitional year
for Federal Industries. Earnings
per share were down from 1982,
but the stage was set for your
Company's next growth phase.

More than five years of plan-
ning culminated in two acquist-
tions that will more than double
the size of your Company in
1984. Tivo equity financings
totalling $55 million maintained
the integrity of our balance
sheet and, despite the lingering
effects of the recent recession,

progress was made toward
resolving some longstanding
problems impeding growth and
profitability.

Earnings per share for the year
declined to $1.02 from $1.25in
1982 on sales of $204 million -
a less than satisfactory perfor
mance, particularly in the first
half when recessionary effects
continued to hamper most oper-
ations. Financial results in the
second half improved and the
trend is expected to continue
in 1984.

Key developments :

* Despite the continued closure
of the Cyprus Anvil mine and
the resulting suspension of The
White Pass and Yukon's marine,
rail and bulk trucking activities,
earnings from the Petroleum
and Land Divisions enabled the
company to produce a small
operating profit from its tradi-
tional northern operations. The
Canadian Transport Commis-
sion issued a preliminary report
on Yukon transportation with
Savourable implications for the
railway.

o The combination of a
depressed general aviation mar-
ket plus higher than expected
costs of consolidating and
reorganizing Standard Aero
International, our worldwide
aviation parts distribution busi-
ness, resulted in substantial
losses.

* An important new western
bemisphere market has been
opened for Standard Aero
Limited to service the popular
Allison 250 gas turbine engine.
The successful penetration of
the U.S. market and increased
volumes from the Canadian
military in 1983 offset the decline
in commercial belicopter flying
hours in Canada.

e Thunder Bay Terminals reached
agreement with CP Rail on a
new dry bulk system to handle
increasing volumes of potash.
Construction was well underway
by year-end.

» As part of the strategy o reduce
White Pass’ dependency on the
economy of Yukon, we con-
cluded the purchase of Canadian
Motorways Ltd., one of Canada’s
largest trucking companies.
Motorways’ operations con-
tributed positively to Federal’s
1983 earnings.

e An Industrial Distribution
Group was created through the
Jpurchase of Russelsteel Inc., a
major distributor of steel and

walves in Canada and the United
States. The acquisition will
rediice significantly your
Company'’s dependency on the
natural resource sector and

is expected to contribute posi-
tively to 1984 earnings.

The balance of this Report
provides further insight into
both 1983 results and the future
outlook for Federal, and answers
typical sharebolder questions
submitted as a result of the 1982
Report.

Inside the back cover; you will
Jfind a brief questionnaire. We
hope you will use it to comment

on your Company’s progress.

On bebalf of the Board of
Directors,

Jobn E Fraser
President and Chief Executive Officer

Stewart A. Searle
Chairman of the Board



Your Company has embarked upon
a new phase of growth and profitabil-
ity, the result of several years’ plan-
ning and preparation. Our two major
acquisitions during 1983, which will
push 1984 sales to the half-billion
dollar mark, are clear evidence of
this growth, but theyre only part of
the story. A lot of ground work has
been laid to insure continuing
growth and profitability of existing
subsidiaries while these major acqui-
sitions are integrated into our exist-
ing operations.

First, let’s look at 1983’s financial
results. Our net earnings for 1983
were $5,924,000, very close to 1982’s
profit of $6,029,000. Due to an
increased number of shares out-
standing, the earnings per share
declined 18% to $1.02, compared to
$1.25 the previous year. That deter-
joration is relatively small but an
assessment of your Company’s recent
performance is important in under-
standing clearly our current position.

As the chart below shows, the
impact of the “Great Recession” hit
our earnings in the last half of 1982,
bottoming out in the first quarter of
1983. By mid-year, actions taken to
counteract adverse external develop-
ments started to show re-
sults, and our earnings in
the last half of 1983 were
significantly ahead of the
previous year, a trend we
are confident will continue
through 1984.

Thomas Watson, Sr,, the
founder of IBM, said that
boom times are a time for
caution, and recessions a
time for boldness. Most
business failures spring
from decisions made in
good times that come
home to roost when the
economy is weak We
agree, and we took this
past recession as an op-
portunity to implement a
major strategic expansion.

i \

Jobn E Fraser
President and Chief Executive Officer
1982 and 1983 were difficult years

operationally for Federal Industries,

as they were for most companies.

Like others, we worked hard to mini-

mize the recession’s impact, trim our

operations to suit economic realities,
and enhance the fundamental
strengths of your Company. Unlike
many other companies which are
just now starting to rebuild from the
recession, we had the management
depth, detailed strategic plans and
financial strength to take advantage
of opportunities presented by these
turbulent times. A brief review of the
major strategic moves we made in

1983 will illustrate their impact on

QUARTERLY NET PROFIT
(§ MILLION)

your Company's future growth and
earnings:

Aerospace Group

Comprised of Standard Aero Limited
of Winnipeg and Standard Aero Inter-
national of Minneapolis, the Aero-
space Group showed sharply reduced
profits, primarily due to problems in
distribution activities. In late 1982,
vour management decided to com-
bine the two newly-acquired US.
distribution companies with parallel
Canadian operations to produce an
integrated worldwide aviation parts
distribution company. Costs of con-
solidating and reorganizing ran
higher than expected, and, together
with a declining general aviation
market, added up to substantial losses
in the Distribution Division. However,
with start-up costs behind us and a
strengthening market place evident,
we anticipate that 1984 results from
aviation distribution will improve
markedly:

Profit performance from Standard
Aero’s overhaul operations was ahead
of forecast, due in large part to the
success of our US. marketing efforts,
begun in late 1982. In 1983, close to
one-half of our commercial over-
hauls came from the US. Further,
the Allison Gas Turbine
Division of General Motors,
manufacturer of the 250 gas
turbine engine, our largest
volume producer, removed
regional restrictions on its
franchisees, giving Stan-
dard Aero free access to
the Western Hemisphere.
This important develop-
ment will enhance signifi-
cantly growth opportuni-
ties in years ahead.
Transport Group
Consisting of The White
Pass and Yukon Corpora-
tion Limited, Canadian
Motorways Ltd. and Thun-
der Bay Terminals Ltd., the
Transport Group showed
overdll improvement in




operations from 1982 as a result of
actions taken during the year.

For several years the Group has
had a well-defined strategy to diver-
sify away from its dependency on the
economy of Yukon and the mining
sector. That strategy led to the acquisi-
tion at mid-year of Canadian Motor-
ways, a $100 million general freight
trucking company with operations
throughout Canada and into the
United States. All of the Group's gen-
eral freight trucking activities are
now conducted through Motorways.

The White Pass and Yukon Railway
was a major victim of the recent
recession. Efforts begun in the late
70’s toward bringing the Railway to
profitability showed every sign of
culminating in success in 1982; but
declining metal prices and other
economic problems led to closure of
the Cyprus Anvil lead-zinc mine, the
rail's major customer, and conse-
quently forced temporary suspen-
sion of the railway’s operations. This
crisis in Northern transportation led
to an inquiry by the Canadian Trans-
port Commission. The Commission’s
preliminary recommendations are
positive, concluding that the Railway
is viable, can be economically com-
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petitive, and is the best alternative
for the transportation of mineral con-
centrates to tidewater. Although no
immediate action has yet been initi-
ated by the Government, and Anvil
continues to press for an all-truck
route to the coast, we remain cau-
tiously optimistic that a positive and
long-term solution to this chronic
problem is in sight.

However, because of the uncer-
tainty of the current situation, the
Transport Group has reorganized its
operations in Yukon to assure at least
a break even position without the
volumes historically provided by the
Anvil mine. The Petroleum and Land
Divisions remained profitable.and
the assets of the rail, marine and
bulk trucking divisions are standing

ready to resume operations. Addition-

al strategies for further diversification
have been developed and should
contribute to profits in 1984.
Canadian Motorways Ltd., your
Company’s first major acquisition in
several years, has a long history of
reasonable profits and a reputation
for good service in the Western Cana-
dian market. This addition to our
Transport Group further commits
Federal Industries to one of Canada’s

basic industries. Motorways had a
positive impact on our 1983 earn-
ings and will provide a new source
of sales and earnings in 1984 and
bevond.

Thunder Bay Terminals Ltd. had
another near-record year for both
sales and earnings despite an early
freeze-up of the Great Lakes that
reduced scheduled potash shipments
at the year-end. For some time, pot-
ash shippers, led by the Canadian
Pacific Railway, have been seeking a
dedicated dry bulk terminal at the
Port of Thunder Bay. In 1983, negotia-
tions were concluded and ground
was broken for such a facility to be
built on Thunder Bay Terminal's site.
This new $5.7 million project is being
financed by CP Rail and will utilize
TBTLs existing ship loading equip-
ment, improving what is already the
Port's most efficient handling system
for most dry bulk products. We are
confident this addition and other
marketing initiatives will lead to
improved earnings at Thunder Bay.
Industrial Distribution Group
The major event of 1983 was the
creation of The Industrial Distribu-
tion Group through the purchase of
Russelsteel Inc., a major distributor
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of steel and valves in Canada and the
United States.

Russelsteel serves markets that are
well established, has a strong man-
agement team, and a verifiable track
record. It offers your Company an
excellent opportunity to expand in
industrial distribution, a sector iden-
tified by our Corporate Long-Range
Plan as compatible with, and com-
plementary to, our existing busi-
nesses. Despite the cyclicality of the
steel market and the extraordinary
effect of the recent recession on
steel producers, Russelsteel has
maintained operating profits every
vear. Unlike steel manufacturing, steel
service centers are not fixed capital
intensive, and good management
can expand or shrink the operation
to suit the needs and opportunities
of the market. Circumstances made it
possible to buy these operations at a
favourable price, making our new
subsidiary a strong and leading player
in a major industry. We anticipate
that the acquisition will add substan-
tially to our earnings in 1984.

As will be further detailed in the
following Finance Section, the acqui-
sitions of Canadian Motorways and
Russelsteel were funded by a combi-
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nation of new equity and debt. A
private placement issue of Federal
Common Shares in June of 1983
raised $15 million and a very suc-
cessful Convertible Preferred Issue in
November raised $40 million. After
providing prudent equity bases for
Motorways and Russelsteel, approxi-
mately $15 million in equity funds
remain to finance future growth.

Management excellence: a concrete goal
Management — and how it can alter
the strategic direction and the finan-
cial performance of a corporation —
is the central theme running through
my commentary on 1983. In fact,
management excellence is more than
an abstract goal at Federal Industries.
We strive for excellence and require
a solid performance base with sensi-
ble and well-defined strategies in
place as a foundation for moving to
the next growth phase. Despite the
impact of the recession, by 1983 that
kind of base was in position, and
during the year we took a bold step,
capitalizing on opportunities pre-
sented by these turbulent times. The
opportunities were there because of
the recent recession. We found them
because a great deal of work and

planning went into the search.

Now as we look forward to a prom-
ising 1984 and years beyond, I'd like
to convey the thanks of the Board,
the Chairman and myself to the
members of our Executive Commit-
tee, the Presidents of our subsid-
iaries and all the men and women
who contribute to make Federal
Industries a strong, respected and
well-managed company. I would like
to welcome to Federal the manage-
ment and employees of the new
companies that joined us in 1983.

Finally, I want to welcome over
2,500 new Federal shareholders who
invested in our Company during the
year. They have my assurance that we
will work tirelessly to earn the confi-
dence they have placed in us.

During 1983, Federal Industries
attained a new plateau of size and
profit potential. With three basic
industries — derospace, transport
and industrial distribution — we
are coming into a rising economy
with a solid foundation. While the
outlook is exceptionally bright,
nothing worthwhile comes easily.
We have our work cut out for us and
we look forward to the challenge
with enthusiasm.
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Earnings

In 1983, earnings declined to $1.02
per share or $5,924,000 from §1.25
per share or $6,029,000 the previous
year. The differential in dollar and
per share earnings is the result of an
increase in average shares outstand-
ing, primarily a consequence of
Federal's June private placement of
1,170,000 Commaon Shares.

The past vear's profitability was
affected by losses sustained in the
Company’s aviation parts distribu-
tion business, offset by income from
newly-acquired Canadian Motorways
and increased earnings in aviation
engine remanufacturing.

Operations of all Divisions are
described more fully in the review
beginning on page 14.

Interest Costs

Net interest expense relating to
operations increased to $8,760,000
from $7,917,000 in 1982, After
excluding the cost of debt related
to Thunder Bay Terminals Ltd.
(covered by an all events contract
with Ontario Hydro and discussed
under “Balance Sheet”), interest
expense increased to $3,140,000
from#$1,916,000. Almost all of this

CASH FLOW
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Jobn S. Pelton
Vice-President, Finance

increase is due to the addition of
Canadian Motorways debt as of
June 30, 1983,

During the year, $984,000 in inter-

est was earned on short-term depos-

its compared with $492,000 in 1982.
This increase represents primarily
income on the $15,000,000 private
placement of Common Shares com-
pleted in June.

In 1984, the Company expects to
be able to fund both capital require-
ments and dividend payvments from
internally generated funds. In addi-
tion, approximately $15,000,000 of
the $40,000,000 Preferred Share issue
in December 1983 is available cur-

rently for short-term investment and
is being deployed primarily into
marketable preferred shares with
retraction features. As a result, the
Company expects that income from
invested funds will increase substan-
tially in 1984,

Most of the Company’s debt obli-
gations are at fixed rates, which,
together with balanced cash flow of
operations, leave Federal Industries
relatively immune to the effect of
interest rate fluctuations.

Income Taxes
Because Federal Industries is com-
prised of subsidiaries in several tax
jurisdictions, the consolidated rate of
tax may vary from period to period.
This is particularly true in Canada
when one or more companies incur
losses while others remain profitable,
or when tax incentive programs affect
the amount of tax paid. In 1983, the
consolidated income tax rate was
45.1% compared to 43.9% in 1982.
Note 11 to the Financial Statements
sets out in tabular form the principal
factors affecting the respective rates
of tax.

For its United States businesses,
vour Company files consolidated tax
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returns, grouped for transportation
services under White Pass Transpor-
tation Inc. and for distribution activi-
ties under Standard Aero Interna-
tional Inc. Accordingly, immediately
subsequent to the acquisition of the
Russelsteel operations, the US. steel
division, comprised of Russelsteel
(USA) Inc.,was transferred to the
Standard Aero tax consolidation
group. The inclusion of this highly
profitable division of Russelsteel,
together with improving prospects
for aviation parts distribution in the
United States, allowed the provision
of current taxes recoverable against
losses sustained in the aviation busi-
ness during 1983.

Foreign Currency Translation

Standard Aero International Inc. and
newly-acquired Russelsteel (USA)
Inc. operate distribution businesses
in the United States. For foreign cur-
rency translation purposes, both
operations are considered self-
sustaining. Accordingly, income and
expenses are translated on the basis
of average exchange rates during the
vear and the year-end assets and
liabilities are translated at year-end

WORKING CAPITAL
($ MILLION)
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exchange rates. Exchange gains and
losses for self-sustaining operations
are customarily shown as a segre-
gated section of shareholders’ equity.
In 1983 and 1982, the adjustments
were not material and have been
included in accounts payable.
Acquisitions

Effective June 30, 1983, your Company
acquired Canadian Motorways Ltd.
from British Electric Traction Co. PLC
of the United Kingdom. The purchase
price for British Electric’s 99% inter-
est was $15,976,000. Some minority
shareholders did not respond during
the solicitation process, and it is the
Company’s intention to proceed to
acquire these shares in 1984.

After adjustment of Motorways’
asset carrying costs to fair market
value, the purchase price repre-
sented an effective discount of
approximately $6,800,000. Part of this
amount has been allocated to write
off goodwill and to provide for the
closure and reorganization of certain
operations. The remainder has been
credited to automotive equipment.

On December 31, 1983, Federal
Industries acquired, through newly-
incorporated subsidiaries, substan-

tially all of the steel and industrial
valve distribution assets of York
Russel Inc. The purchase price paid
for the assets was $113,238.000,
subject to adjustment by audit, and
was satisfied by assumption of
accounts payable, existing mortgages
and capital leases, by the issuance of a
five-year secured note of $55,000,000,
and by the payment of $25,000,000
in cash. The cash portion was pro-
vided by Federal Industries out of its
December issue of Class 1I Series B
Preferred Shares.

After restating net book values of
the acquired Russelsteel assets to
reflect fair market value, the effective
purchase discount amounted to
approximately $18,600,000. This
amount was allocated to a combina-
tion of fixed assets and accrued
liabilities.

Divestitures

In the course of its operations in
previous years, Federal Industries
disposed of a number of businesses.
The historical effects of all divesti-
tures have been shown retroactively
in the Consolidated Historical
Summary.

1983 TRADING VOLUMES AND
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Balance Sheet
During the vear, working capital
more than doubled to $126.474,000
from $50,542,000, the seventh suc-
cessive annual increase in this
important indicator. The inclusion of
Russelsteel’s balance sheet as of
December 31 is the most signifi-
cant contributor to this increase. Also
impacting favourably are the pro-
ceeds from the sale of Common
Shares in June and Class II Series B
Preferred Shares in December.

A summary of the working capital
components, in millions of dollars, is
set out below:

1983 1982
Cash inflow from profits
and non-cash expenses 125 139
Cash inflow from other sources
Issuance of shares 552 29

Issuance or assumption of debt 859 9.3
Other 33 20

1569 28.1

Cash outflow from operations
Purchase of fixed assets 85 32
Investments in newly-

acquired business 55.1 4.0
Retirement of debt 1.5 57
Dividends paid 34 28
Other 25 19

81.0 17.6
Net cash provided for
addition to working capital 759 105

Long-term debt doubled to
$146,311,000 from $71,895,000,
mainly because of the inclusion of
the Russelsteel purchase debt, a five-
year $55,000,000 note taken back by
the vendor, carrying a fixed interest
rate of 12.36% and having no princi-
pal payments during the initial term.
The remaining increment reflects
bank term debt of Canadian Motor-
ways Ltd., aggregating $14,154,000 at
year end. The 1983 long-term debt
position includes $52,754,000 of
funded obligations of Thunder Bay
Terminals. As more fully explained
in the Notes to the Financial State-
ments, a long-term contract between
the Terminal and Ontario Hydro pro-
vides for the payment of debt service
in all events and, under the terms of

the mortgage bonds, security is
limited to the assets of the Terminal.
Accordingly, it is reasonable to ex
clude this “Project Financing” debt
in calculating the Company’s long-
term debt-to-equity ratio. On this
basis, the year-end ratio was 0.02 to
one, compared to 0.16 to one at
December 31, 1982. Total debt to
equity was 0.59 to one at the end of
1983, compared with 0.24 to one

in 1982.

In order to aid the reader in under-
standing the effects on the Balance
Sheet of our two recent acquisitions,
we set out below a table showing the
composition of consolidated totals
as at vear-end.

Note 2 to the Financial Statements
sets out the make-up of the purchase
prices at date of acquisition.

Banking

Federal Industries has established
relationships with three major Cana-
dian Banks: Bank of Montreal, Cana-
dian Imperial Bank of Commerce,
and Toronto-Dominion Bank. Under
various loan arrangements, your
Company has operating and term
lines of credit totalling $97,000,000,
of which $27,000,000 was drawn
down at December 31, 1983.

Capital Expenditures and

Depreciation

In 1983, capital expenditures totalled
$8,538,000, compared with $3,183,000
in 1982. As in the previous year, most
outlays were incurred for the pur-
chase of highway equipment, includ-
ing some rolling stock bought by

Consolidated Balance Sheet as at December 31, 1983

; Federal Adjusting

Assets ( $000's) Industries*  Motorways  Russelsteel Entries  Consolidated

CURRENT

Cash and short-term deposits 18,543 8 - 18,551

Accounts receivable 24,550 17,799 31,633 73,990

Inventories 49,530 693 55,027 105.259

Other Assets 7,998 573 479 9,052

Total current assets 100,636 19,075 87,141 206,852

INVESTMENT IN SUBSIDIARIES 42,923 (42.923)

FIXED, at cost less

accumulated depreciation 101,582 31,863 20,825 154,270

OTHER ASSETS 9,037 1,538 5,272 15,847
254,178 52,476 113,238  (42,923) 376,969

Liabilities

CURRENT

Bank indebtedness 4,274 6,070 — 10,344

Accounts pavable and

accrued liabilities 18,784 13,070 30,518 62,372

Other liabilites 6,325 609 728 7,662

Total current liabilities 29,383 19,749 31,246 80,378

LONG-TERM DEBT 75,165 14,154 56,992 146,311

DEFERRED INCOME TAXES 6,917 650 - 7,567

MINORITY INTEREST 5,500 — — 5,500

Total Liabilities 116,965 34,553 88,238 239,756

Inter-company account 509 (509)

Shareholders’ Equity

SHARE CAPITAL 87,662 16,140 25000  (41,140) 87,662

RETAINED EARNINGS 49551 1,274 — (1,274) 49,551
254,178 52,476 113,238  (42923) 376,969

* Federal Industries Lid. and its consolidated subsidiaries, excluding Motorweays

and Russelsieel



Canadian Motorways Ltd. In addition,
the Aerospace Group spent approxi-
mately $2,000,000 on upgrading of
productive facilities and systems-
related equipment.

1984 capital expenditures will
increase substantially, again primarily
representing replacement of high-
way equipment,

Depreciation charges declined
marginally from 1982, reflecting
incremental charges from six months’
ownership of Canadian Motorways,
together with reductions at The
White Pass and Yukon Corporation,
where much of the depreciable assets
were idle due to lack of volume.
Share Capital
The Shareholders have authorized
four classes of Share Capital: Class I
and Class 11 Preferred Shares and Class
A and Class B Common Shares. The
Class 11 Preferred Shares are intended
to have special features, such as par-
ticipatory or convertibility rights,
whereas Class I Preferred Shares are
directed toward the more conserva-
tive, yield-oriented investor. Both
classes of Preferred Shares can be
issued in series. The Common Shares
are divided into Class A and Class B,
and are interconvertible at the option
of the Shareholder. Each class carries
one vote per share and is identical in
every respect except that Class A
Common Shares customarily pay cash
dividends and Class B Common
Shares normally pay dividends in the
form of additional Class B Common
Shares.

In May 1982, 28,760 Class IT Con-
vertible Preferred Shares, Series A,
valued at $2,876,000 were issued on
the acquisition of a US.-based avia-
tion distribution company. Bearing a
coupon rate of 9%, these shares are
convertible within ten vears at $15.60
per Federal Common Share.

On May 25, 1983, your Board of
Directors approved the private place-
ment with twelve institutions and
pension funds of 1,170,000 Class A
Common Shares at a subscription
price of $13.00 per share. The pro-
ceeds of approximately $15,000,000
were used to fund the purchase of
substantially all the shares of Canadian
Motorways Ltd.

On December 15, 1983, 1,600,000
$2.0625 Cumulative Redeemable
Convertible Class I Preferred Shares,
Series B, were issued pursuant to 4
public offering across Canada. The
dividend rate is equivalent to 8.25%
on an issue price of $25.00 per
share, and each share is convertible
into 1.37 Class A Common Shares
($18.25 per share) at any time on or
hefore the earlier of December 15,
1990 and the date fixed by the Com-
pany for redemption. The Company
may call the Series B Preferred Shares
for redemption after December 15,
1986, subject to certain conditions
having been satisfied. Further details
are contained in Note 9 to the
Consolidated Financial Statements.

The primary purpose of the Pre-
ferred Share public offering was to
provide the required equity base to
support our purchase of Russelsteel
assets. Secondly, your Company felt
there was a market for a retail-
oriented security, and we were
pleased that more than 2,300 indi-
viduals purchased approximately
1,300,000 of the 1,600,000 shares
offered. Finally, the issue enabled
Federal Industries to raise its profile
in the investment community, and to
reach a wider geographic area of
potential investors.

During the vear 4,598 Class B
Common Shares were issued as
stock dividends, and 98,484 Class B
Shares were outstanding at the year
end. At December 31, 1983, a total of
5,887,211 Class A and B Shares were
outstanding, and the weighted aver-
age for the year was 5,390,600 com-
pared to 4,699,512 in 1982.

Market performance of Federal
Industries stock was most encour-
aging, with new highs being set for
the Common Shares shortly after the
completion of the Series B Preferred
Share issue and consummation of
the Russelsteel purchase. We are
pleased to report that the Series
B Preferred Shares, listed on the
Toronto and Winnipeg Stock Ex:
changes in January 1984, traded
almost immediately at a premium to
the issue price, and volume has been
substantial.

Current Cost Accounting

The Canadian Institute for Chartered
Accounting has prepared guidelines
for disclosing the presumed effects of
inflation on the financial assets and
operations of the Company. This cur-
rent cost accounting information is
set out on page 34, under the title
“Accounting for the Effects of
Inflation”.

Summary
1983 was momentous year for your
Company. Shareholders’ equity rose
by 70% to $137,213,000, total assets
almost doubled to $376,969,000, and
working capital increased two and
one-half times to $126.5 million, vir-
tually equivalent to the equity balance.
At the same time, total debt to equity,
excluding the project financing debt
at Thunder Bay, increased to only
0.59 to one from 1982s 0.24 to one.
With funds in excess of $18,000,000
invested in short-term securities at
vear end, and with substantial unused
lines of credit, your Company is in a
position to expand into an improving
economy, and to take advantage of
acquisition opportunities as they
arise. Our policy of fiscal prudence
has shown once again its value, and
we foresee continuing improvement
through 1984.



At Federal Industries, we think of
ourselves as students of business
management, but not in the aca-
demic sense. We study on the play-
ing field of business and like most
scholars, find our subject endlessly
fascinating, rich in challenge and far
from being mastered.

This section of our “annual report
card” is a summary of what we've
learned in recent years about manag-
ing diversity, and how we've applied
this knowledge to your company’s
latest acquisitions. A more general
discussion of the subject of manag-
ing diversity can be found at the
back of the Report.

In 1980, as Federal's balance sheet
gained strength, management turned
its attention toward the future.
Although our subsidiaries operating
at that time had substantial growth
potential, the basic thrust of Federal's
growth needed clarification. Should
we continue diversifying, or concen-
trate on our existing businesses?

To answer that question, we looked
at the fundamentals (a lesson we've
learned well ). We found that busi-
nesses work best when operating
management is well experienced in
their particular industry, and decided
that Federal's subsidiary manage-
ment teams were better qualified by
this measure than our Head Office
team. We looked at the long range
prospects for each of our companies
and found that each had good poten-
tial, but each faced uncertainties that
could be crippling under certain cir-
cumstances. We looked at the Cana-
dian and world economies and found
the outlook turbulent. Though all
of Federal's subsidiaries were in
transportation-related industries,
consolidating them under a single
operating management team ap-
peared to offer little benefit, and
would create several significant
problems.

As a result, our direction seemed
clear: to leave subsidiary manage-
ment operating their companies and
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to provide them the means to do the
job.

Defining objectives and strategy

While we continued our aggressive
efforts to find ways to improve the
management of existing subsidiaries,
Federal's Head Office launched

a major planning effort to find a

long range objective and an overall
strategy for the parent company.

From our own experience, and
from the experience of others drawn
from textbooks, magazine articles
and biographies of great business-
men, we'd learned the importance of
sound structure and proper financing,
We'd learned the importance of the
bottom line, strategic planning and
balance sheet management. And we'd
learned the importance of teamwork:
now more than ever, business man-
agement is the art of finding and
maintaining the balance of a greater
number of critically important fac-
tors than any one person can fully
understand.

Confident of our ability to manage
the fundamentals of business, we
also viewed our experience in man-
aging diversity as one of our key
strengths. We concluded that diver-
sity can be managed, given experi-
enced and capable management, and
we found many companies doing so
successfully, including ourselves. We
concluded that the benefits of man-
aging diversity are real, though not

quite as perceived by the early con-
glomerators, and that diversified
management offers great advantages
in turbulent times. Mastering the
skills required to manage diversity
seemed to offer great potential to
Federal Industries, more so than con-
centrating on a particular industry
and learning to master its intricacies.
The decision to remain diversified —
and refine and polish our acquisition
strategy — was made and confirmed.

By 1983, our acquisition criteria
were well developed and well under-
stood. Scores of candidates that could
fit well with existing operations had
been evaluated, many rejected and
several identified as targets, awaiting
only opportune conditions for a
mutually profitable transaction. Our
balance sheet was strong, our Federal
management team well developed,
and all subsidiaries under good man-
agement control.

The acquisition criteria we devel-
oped over a five-year period appear
simple (see the answer to share-
holder question on page 49) — vet
like most simple things, they are
more complex than they look and
require full understanding. The two
acquisitions our company made in
1983 — Canadian Motorways and
Russelsteel — fully met these criteria.

Calculated risks taken
Driving our acquisition strategy was
our commitment to fiscal prudence
— our responsibility for managing
the investment entrusted to us by
Federal's shareholders. Business is a
game played with real dollars — and
the outcome is of more than aca-
demic interest to investors. Manage-
ment's challenge is to take carefully
calculated risks in search of substan-
tial gains while avoiding any action
that might jeopardize the equity base.
As in any bold business venture,
there are many risks in acquisitions.
Our criteria for fiscal prudence seek
to minimize these risks by avoiding
excess leverage, by concentrating on
stable industries, by avoiding long-



term capital commitments and by
seeking proven operating strength.
Another danger often overlooked is
compatibility of cultures: the ability
of an acquired company and its par-
ent to agree to a set of common
objectives and move toward them
with unified purpose. Our criteria
are designed to filter out companies
embodying these high risk compo-
nents and, in doing so, eliminate
some otherwise very attractive
opportunities.

Canadian Motorways Ltd. and
Russelsteel Inc. are both solid, stable
companies serving basic industries
with long-standing markets. Both
have dominant positions in those
markets and are managed by experi-
enced teams having a long track
record with their respective com-
panies. Neither is long-term capital
intensive and both have the flexibil-
ity to adapt to changing times. In
both cases, their operating manage-
ment favoured acquisition by Federal
and see significant strategic opportu-
nities that previously were not avail-
able to them. Both have profitable
histories, both were bought for less
than book value and both now have
improved balance sheets.

The acquisition of Canadian Motor-
ways and Russelsteel Inc. has also
reduced Federal's dependence on
natural resource industries and en-
hanced the Company’s ability to
capitalize on strategic opportunities
during periods of economic up-
heaval. Though their management
cultures are quite different, both
cultures are well developed, proven
workable, and compatible with
Federal's. We're comfortable with
them and believe theyre comfortable
with us. Both Canadian Motorways
and Russelsteel differ somewhat from
other Federal companies and offer
unique strategic opportunities. How-
ever, they share many operating
commonalities with our existing
subsidiaries and can be looked upon
as “focused diversification”.

Now more than ever,
business management is
the art of finding and
maintaining the balance
of a greater number
of critically important
Sactors than any one
person can fully
understand.

Despite our optimism and the
esprit de corps currently being dem-
onstrated, experience tells us there
may be surprises or a nasty shock or
two. Qur acquisition criteria can only
reduce risk; not eliminate it. We
would have preferred more time
between the two acquisitions, but
circumstances provided only six
months. In fact, during most of 1983,
both acquisitions were under way
simultaneously, along with investiga-
tions of other potential candidates.
When the Canadian Motorways nego-
tiations were complete, we continued
with Russelsteel and others, keeping
our options open until we were rea-
sonably certain that Motorways was
working as anticipated. As the Russel-
steel acquisition neared completion,
we withdrew from active pursuit of
other targets. Now that these two
companies have joined the Federal
group, our prime task is absorbing
and integrating them, and that task is
proceeding smoothly. We are confi-
dent the acquisitions will prove valu-
able additions to your Company, and
that both companies will contribute
to both short-term and long-term
Federal earnings.

Other acquisitions on horizon

Though the pace has slowed, we
have not stopped looking toward
further acquisitions. In fact, there are
investigations under way on strategic
acquisitions destined to become part
of existing subsidiaries, and prelimi-
nary work is being done on the next
major target. We're prepared to seek

opportunities in industries not cur-
rently on the glamour hit parade and,
in fact, we see considerable evi-
dence that the best prospects often
lie in areas overlooked by most
acquisitors. Acquisition criteria are
now being revised with an objective
of further refining Federal's group of
companies along a path of planned
and balanced growth. In short, 1983’s
acquisitions are incremental steps
toward our prime objective of build-
ing a Great Canadian Company.

Our strategy for managing diver-
sity in pursuit of greatness is one of
incremental progress. By the end of
1982 in Federal's long range plan, we
had accomplished the basics. We
had built a small but strong and
well-managed foundation of diversi-
fied but related companies. In 1983
we made a big step, increasing the
size and scope of the company, but
staying comfortably close to indus-
tries, management styles, and envi-
ronments where we have demon-
strated expertise. By buying profitable
companies at less than book value
while keeping leverage low, risk has
been minimized. The next step is to
demonstrate that these major acquisi-
tions can be smoothly integrated
into the Federal system and perform
as planned.

For the next few years, our chal
lenge is to perfect our skills at man-
aging diversity which will be facili-
tated by remaining concentrated on
relatively stable industries and com-
panies. As our ability to manage these
relatively straightforward operations
becomes perfected, we can perhaps
broaden our acquisitions to include
companies in high growth or tech-
nology intensive industries.

As students of management, we
have learned from our own experi-
ence, and the experience of others,
and have put these lessons to use.
We think of ourselves as “mature
students” continuing to learn as we
work, seeking our marks on Federal's
bottom line.



Over the past two vears the face

of Federal Industries has changed
dramatically, primarily as a result of
acquisitions. The business activities
comprising Federal have increased,
and the structure into which they
were organized has evolved, based
on a commonality of interests.

As aresult, in the 1983 Annual
Report, the previous three Divisions,
Transportation, Aerospace and
Terminals, have been combined into
two Groups: Aerospace and Trans-
port, the latter now including Ter-
minal operations. In addition, the
vear-end acquisition of Russelsteel
formed the basis of a third Group,
Industrial Distribution. Each of these
Groups and the companies which
constitute them have capable man-
agement teams, with proven experi-
ence in their particular industry.
Federal's Corporate office works with
the Group executives to develop
long-term strategies for future
growth, thus providing the detached
but committed overview that com-
plements management’s operating
knowhow:

The three Groups and their consti-
tuents are as follows:

Aerospece Group:

Standard Aero Limited

Standard Aero International Inc.
PF Industries, Inc.

Transport Group:

The White Pass and Yukon

Corporation Limited
Canadian Motorways Ltd.

Thunder Bay Terminals Ltd.
Industrial Distribution Group:
Russelsteel Inc.

Russelsteel (US.A.) Inc.

Key Appointments
Underscoring our commitment to

management strength as a key ingre-
dient in your Company’s success, a
number of kev senior management

William E. Watchorn

Vice-President
appointments were made during
1983 and early 1984 — two ofwhich
established new positions with over-
all Group responsibility.

In the Aerospace Group, Edward
G. Kelley, a seasoned executive with
extensive experience in the aviation
industry in both the US. and Canada,
joined Federal as Chief Executive
Officer of the Aerospace Group. A
lormer Colonel, Chief of Flight Test
in the US. Air Force, Ed was Chief
Operating Officer of Pacific South-
west Airmotive, a major American
aviation overhaul subsidiary of Pacific
Southwest Airlines — and, most
recently, President of Rolls-Royee
(Canada) Ltd. in Montreal.

In the Industrial Distribution
Group, Wayne P. E. Mang, is Presi-
dent and Chief Executive Officer
of Russelsteel Inc. and has overall
responsibility for the various units in
that Group. Wayne is a Chartered
Accountant who has served Russel
steel and predecessor companies for
more than 20 vears in a variety of
capacities, most recently as President
and Chief Operating Officer.

At Standard Aero International, Inc.,
Mr. W, L. Carolla became Chairman of
the Board, moving up from Presi-
dent. Gino L. Cantele was appointed
President and General Manager.
Gino’s 28-year career in the aviation
industry has involved senior man-
agement positions in several aviation
parts supply companies, and owner-
ship of both a Cessna multi-engine
dealership and an aircraft electronics
supply company. A business adminis-
tration graduate, Gino is also an
airline transport rated pilot.

Within the Transport Group, two
key appointments were made.

At Thunder Bay Terminals Ltd.,

N. H. (Jack) Carr was made President
and General Manager. Jack's experi-
ence with terminal operations stems
from his 15-year career with Iron Ore
Company of Canada in which he
held management positions in Sept
Iles and Labrador City. A member of
the Canadian Institute of Mining and
Metallurgy and the American Insti-
tute of Mining and Engineering, he
joined Thunder Bay Terminals in
August of 1979 and was appointed
Vice-President and General Manager
in 1981.

At Canadian Motorways Ltd.,
Federal's newly-acquired trucking
company, Paul J. Maley is President.
Yaul joined Motorways in 1955 and
held a number of increasingly impor-
lant management positions prior to
his appointment as the company’s
senior executive in 1979.

Summary

We believe the new Group struc-
ture better links those companies
with common interests, provides for
both operating economies and co-
operation, encourages improved
penetration of specific markets and
offers greater flexibility in adapting
to future growth.

The following pages provide con-
siderable detail on Federal's Group
operations. Photographic coverage is
dedicated to businesses acquired

during the vear.



The White Pass and Yukon
Corporation

Canadian Motorways Ltd.

Thunder Bay Terminals Ltd.

Standard Aero Limited
Standard Aero International

Russelsteel Inc.

Not shown is the international
network of branches, agencies and
service centres operated by
Standard Aero Limited and Standard
Aero International.




AEROSPACE GROUP
Standard Aero Limited

Standard Aero Limited, based in
Winnipeg, is primarily engaged in
the repair and remanufacture of
engines and related accessories for
helicopters and fixed wing aircraft.

Despite the continued slowdown
in development and exploration
within the Canadian natural resource
sector, the profitability of Standard
Aero Limited increased in 1983,
reflecting both higher gross margins
and better volumes.

These positive results are due pri-
marily to the company's concerted
effort to increase penetration of the
US. market. While helicopter hours
in Canada declined about 20% dur-
ing 1983, after a decrease of 25% in
1982, commercial sales to the US.
increased by 72% over the previous
year. This increased export orienta-
tion, coupled with a 19% increase in
sales to the Canadian Armed Forces,
more than offset the decrease of 26%
in Canadian commercial activity and
resulted in an overall increase of 6%
in sales compared to 1982.

Reflecting the company’s aggres-
sive pursuit of military and foreign
markets are the 1983 appointments
of a Manager of Government Sales
and a Military Supply Specialist, and
an expanded, reorganized Marketing
Department. SAL now has employees
in Los Angeles, Dallas and Shreveport,
Louisiana, and has established five
new Service Centres: Trans Quebec
and LaVerendrye in Quebec, SECA
(Societé D'Exploitation Et De
Constructions Aeronautiques) in
France, OGMA (Officinas Gerais De
Material Aeronautics ) in Portugal and
SAEOL (Singapore Aero Engine
Overhaul Limited ) in Singapore.
Agents have also been appointed in
South America and South East Asia.
In order to provide more extensive
coverage and service to the expand-
ing set of worldwide customers, the
Marketing Department was reorga-
nized as of January 1, 1984 on a pro-

Edward G. Kelley
Chief Executive Officer
Aerospace Group

gram basis, with managers responsi-
ble for each of the various engine
types overhauled at Standard Aero.
Although Canadian turbine engine
overhaul activity was down substan-
tially in 1983, piston engine overhaul
increased by 44% over 1982, largely
due to a new marketing strategy
designed to increase market share
while retaining current margins.
The company’s commitment to the
overhaul of piston engines was
strengthened during the year with
the purchase of the formerly leased,
2,740 sq. meter (29,500 sq. ft.) build-
ing which houses this activity.
Significant productivity improve-
ments were achieved in 1983. A parts
kitting concept was introduced to
speed field repairs and turnaround
times. Shop floor and inventory con-
trol procedures at Standard Aero will
also be streamlined for greater cost
and service efficiency with the phase-
in over the next two years of a new
IBM System 38 computer.

Five Year Review ($ millions)

Sales Earnings
12 from
Months Overhaul Distribution Total Operations*
1983 44.2 46.7 909 4.0
1982 38.1 37.9 76.0 8.1
1981 46.0 28.2 742 124
1980 37.8 235 613 8.9
1979 323 144  46.7 5.7

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

Although no new engine lines
were taken on during the year, engi-
neering evaluation studies on several
new engine lines were undertaken
and are continuing. The company is
also refining, following evaluation of
industry proposals, specifications for
new engine test cells. Standard Aero’s
present test facilities are designed for
piston and turboshatt (propeller)
engines. If turbo thrust (“jet”)
engine overhaul is undertaken, a
new test cell would be required, at
a cost of several million dollars.

Engineering services were ex
panded to include publishing of
technical publications for our cus-
tomers, and a government research
and development grant was obtained
to examine ways of reworking parts
now purchased new from original
suppliers. We expect these activities
will signal new opportunities for our
extensive overhaul facilities.

Again this year, Standard Aero
Limited complied with the govern-
ment's 6 &5 guidelines by restricting
salary adjustments at all levels to 5%.

PF Industries, Inc., located in
Seattle, Washington and purchased
by the company in 1982, manufac-
tures maintenance and ground sup-
port equipment for the current gen-
eration of large commercial aircraft.

Sales of PF Industries, Inc. in 1983
totalled $2.9 million, virtually un-
changed from 1982. The fortunes of
PF Industries are tied to the demands
of the world’s airlines for the new
generation airliners, particularly
those built by the Boeing Com-
mercial Airplane Company. With the
commercial airline industry experi-
encing economic difficulty, produc-
tion of new commercial aircraft has
been curtailed, and the expected
sales growth for PF's products has
not materialized. Nevertheless, PF's
market share has increased signifi-
cantly and it is in an ideal position to
capitalize with proprietary products
when the demand for new genera-
tion airliners improves.




Standard Aero International Inc.

The financial performance of the
distribution operations was a signifi-
cant disappointment. Although
reported sales in 1983 were up
23.2%, this increase was well below
forecast and reflects the full-year
impact of the SPAD and IMI acquisi-
tions in mid-1982 rather than real
sales gains. Gross margins showed
some erosion due to increased com-
petition and expenses exceeded
expectations, primarily due to start-
up costs of relocating the head office
to Minneapolis, integrating the vari-
ous distribution companies into a
single operating unit and the cost of
acquiring and modifying new oper-
ating systems. While many of the
expenses incurred in 1983 were of a
one time nature, some will continue
as the company further develops and
pursues operating efficiencies.

The strengthening US. economy
during 1983 had little favourable
impact on the aviation distribution
business, which tends to trail a gen-
eral economic upturn. US. distribu-
tion sales doubled during the year,
reflecting the 1982 acquisitions noted
above, but sales were down some-
what on a relative basis. Several new
general aviation distributorship agree-
ments were executed, enhancing the
company’s product lines. The Atlanta

Gino L. Cantele
President and General Manager
Standard Aero International Inc.

Aerospace Group sales distribution for
the twelve months to December 31, 1983.

Commercial
Engine Overhaul 229%

Military
Engine Overhaul 27%

Distribution 51%

and Long Beach hose facilities were
closed following consolidation of the
airline hose manufacturing business
in Kansas City.

Canadian distribution operations
did not escape the slowdown in the
Canadian resource industry, although
the effect was not as severe as on
overhaul operations due to the wider
marketplace of distribution activities.
Adverse economic conditions, com-
bined with strong competitive pres
sures and a decline in the aircraft
population, resulted in a year-to-year
sales decrease of approximately 12%.

While overall sales outside North
America increased 46% over 1982,
the depressed European economy
resulted in a 14% decrease in sales
for the London operation. Most mili-
tary operators of the engines sold in

Gordon B. Sampson
President and General Manager
Standard Aero Limited

Europe curtailed flving activities dur-
ing the year — reducing the demand
for spare parts and engine overhaul
— and increased competition from
LS. based distributors affected both
sales and margins. However, pros-
pects for 1984 are much more encour-
aging as two new overhaul facilities
sponsored by Standard Aero begin
operation in Portugal and in France,
with parts to be supplied from our
London branch. Far East operations
showed much improved perfor-
mance during 1983 with a fourfold
increase over 1982. Sales of new
engines and related products contrib-
uted significantly to these results.

During 1983 the company under-
took an exhaustive evaluation of its
operational financial systems. A two-
year program to upgrade signifi-
cantly all operating and control sys-
temswas developed and implementa-
tion commenced. An integral part of
this plan will sce the establishment
of a Minneapolis based central ware-
house in early 1984 coupled with
sophisticated purchasing and inven-
tory control systems. These changes
will further improve the division’s
ability to efficiently serve its cus-
tomers. The corporate office was
relocated to Minneapolis at the
beginning of 1983, replacing func-
tions previously carried out in two
separate locations, Bellevue, Wash-
ington and San Jose, California. The
costs of these decisions, which will
be of great long-term benefit, were all
written off in the year, contributing
significantly to the loss incurred.

For 1984, the company is planning
to open two new branches in Miami
and Minneapolis. Improved cus-
tomer service and more aggressive
marketing should enable the com-
pany to continue to increase market
share in its operating areas. Costs are
now under tight control, and there
are signs that the aviation industry is
beginning to see increasing activity.
If this wend continues, the company
is well positioned to benefit.



TRANSPORT GROUP

The White Pass and Yukon
Corporation Limited

The White Pass and Yukon
Corporation Limited provides a full
range of transportation and petro-
leum distribution services to north-
ern British Columbia and Yukon
Territory.

In 1983 White Pass revenues
totalled $40.8 million, a decline of
approximately 50% from revenues of
$80.8 million in 1982. This dramatic
decline resulted primarily from the
closure of the Cyprus Anvil lead-zinc
mine in Yukon and the subsequent
“mothballing” of White Pass’ marine,
rail and bulk haul truck operations.
The primary management task dur-
ing 1983 was to take the actions
necessary to offset this disastrous
drop in revenues and to put the
company in, at worst, a breakeven
position under current circumstances.
While this program had a serious
and adverse impact on results for
the first six months of the year, this
objective was achieved in 1983.

Bulk Haulage, Marine
and Rail Divisions

The operations of all three of these
divisions were suspended in the first
quarter of 1983 due to the announce-
ment that the Cyprus Anvil mine
would not ship concentrates in 1983.
Except for key management posi-
tions, all staff in these three divisions
was laid off in the first quarter of
1983. Equipment and facilities
required to operate these three divi-
sions are being maintained in readi-
ness at a minimum cost until such
time as the Cyprus Anvil mine might
commence milling operations and
product shipment.

The company continues to explore
a number of options to utilize the
two owned ships in the marine divi-
sion on a variety of special projects.

During the year White Pass was
successful in having the Full Crew
Law repealed in Alaska. The Full

Five Year Review ($ millions)

Sales Earnings+
12 General Bulk* from

Months  Petroleum  Freight Haulage  Terminals Other Total Operations
1983 29.1 59.2 1.0 20.9 2.7 112.9 17.7
1982 41.3 6.5 30.5 22.2 2.7 103.2 13.9
1981 55.0 7 34.0 18.7 3.1 118.5 18.9
1980 39.9 77 30.5 17.1 2.7 97.9 15.3
1979 28.0 5.4 30.2 14.8 1.6 80.0 8.8

*Includes rail, marine and truck equipment and facilities.
tBefore taxes, extraordinary items, interest and inter-company charges.

Crew Law had constrained opera-
tions by requiring overmanning in
its rail division in the US. The com-
pany can now work with the unions
to develop more appropriate staffing
levels. When the railway reopens, it is
of paramount importance that man-
agement recover its rights to conduct
its operations in the most efficient
manner and that the high cost of
labour be moderated to make the rail
more competitive with other forms
of transportation in Yukon. During
1983 and continuing in 1984, man-
agement has and will continue to
negotiate with the various unions to
achieve these vital objectives.

As a result of the disastrous eco-
nomic impact of mine closures, in
June, 1983, the Yukon Territorial
Government asked the Canadian
Transport Commission to carry out a
special inquiry into Yukon transpor-
tation. White Pass’ position paper to
the CTC stated that the preferred
option for transporting minerals
from Yukon mines was the railway,
and a transportation subsidy should
be provided to the mine if railway
costs were shown to be higher than
trucking. The CTC’s preliminary
report, issued on December 15,
1983, clearly supported the railway
by indicating that, if direct and indi-
rect costs are taken into account, the
railway is the most economic means
of moving mineral concentrates to
tidewater. The inquiry; and the ensu-
ing process of industry/government
communication, bode well for a

solution to this longstanding problem.

Petroleum Division

The petroleum division continues
to be profitable although volume
declined by 39% to 15.2 million
gallons, reflecting the severe eco-
nomic decline in Yukon and in-
creased competition as a result of
the continuing glut of petroleum
products in western Canada.

Improvements were made in the
pipeline system between Skagway,
Alaska and Whitehorse, Yukon to
allow for the movement of gasoline
products through the line. Previously,
gasoline products were transported
by rail tank car. In addition, advanced
filtration systems were installed and a
laboratory placed in Whitehorse to
ensure the noncontamination of
products.

A long-term contract was signed
with Imperial Oil Limited to trans-
port petroleum products via marine-

Thomas H. King
President and Chief Executive Officer
White Pass and Yukon Corporation Limited




pipeline and provide bulk storage
in Yukon.

Looking ahead to 1984, The White
2ss and Yukon Corporation has
restructured its non-trucking opera-
tions to maintain, at a minimum, a
break-even position assuming no
change in present conditions. Should
the CICs final report be consistent
with the preliminary report and
government adopt the recommenda-
tions contained therein, or should
the Cyprus Anvil mine reopen and
White Pass recover its tonnage,
northern operations of White Pass
would again provide a positive profit
contribution to Federal.

Land Division

A $1 million sale of land to the
Government of Yukon was consum
mated in the fourth quarter of 1983.
The proceeds from this sale were
used to repay the loan of equal
amount from the Government of
Yukon received in 1981 as part of the
purchase price of four new locomo-
tives which, to this date, remain
undelivered.
Canadian Motorways Ltd.
General Freight
Newly-acquired Canadian Motor-
ways Ltd., headquartered in Winnipeg,
is one of Canada’s ten largest general
freight truck transportation com-
panies with sales in excess of
$100 million.

Paul . Maley
President
Canadian Motorweys Ltd.

White Pass’ general freight tricking bas been combined with that of Canadian Motorways,
one of Canada’s largest carriers with sales in excess of $100 million.

Canadian Motorways Ltd. has over
1,700 employees, owns 2,600 pieces
of transportation equipment, and
conducts operations from 46 termi-
nals and 11 agencies in Canada, and
3 terminals in the US. Acquired
through White Pass in July 1983, the
general freight operations of the two
companies were integrated in
November 1983.

Motorways operations are divided
into four regions: the Western Region
consisting of British Columbia and
Yukon, the Alberta Region, the
Central Region consisting of
Saskatchewan, Manitoba and north-
western Ontario to Thunder Bay, and
the Eastern Region extending from
Thunder Bay to Montreal. As part of

its “ITL" (less than truckload ) opera-
tions, Motorways provides an express
service operating from Montreal and
Toronto to Winnipeg, Regina,
Saskatoon, Calgary, Edmonton and
Vancouver under the trade name
“MOTOSPAN".

The full load contract hauling
operations of Motorways are carried
on through its Cougar Freight
Systems division which utilizes inde-
pendent contractors to provide
motive power. Under the trade name
“HIGH-TECH", Motorways operates
a specialized service for transporting
fragile equipment including comput-
ers and related equipment, banking
equipment, and fragile office equip-
ment such as photocopiers.



The recessionary trend that ad-
versely impacted Motorways’ freight

volumes in 1981 and 1982 continued

into the first half of 1983. The com
pany enjoved a mild upturn in busi-
ness activity during the third quarter
which dropped off in the fourth
quarter, partially due to seasonal
factors. Overall, Motorways experi-
enced 4 3% decline in volume over
1982, although the industry in total
had tonnage declines averaging 12%.
For the six months ended Decem-
ber 31 — the period of ownership
by The White Pass and Yukon
Corporation Limited — Motorways
reported revenues of $51.1 million,
an increase of 4% over the compa-
rable period in 1982. During this
period Motorways provided a profit
contribution to the Transport Group.
On a full year basis, 1983 revenues of
$102.5 million were approximately
equal to 1982, These results reflect a

Transport Group sales distribution for the
twelve months to December 31, 1983.

Terminals 19%

General
Freight 52%

Petroleum 26%

Other 3%

volume decline which was effectively

offset by freight rate increases.

The sale of Motorways” household
moving operations was completed
in 1983. While revenue for this por-
tion of operations amounted to
approximately $18 million on an
annual basis, it had only returned
acceptable profits in two of the last

nine vears. The purchasers of this
operation assumed all union con-
tracts and offered employment to
most salaried personnel. As a result
of the closing of the household
division, Motorways has a number of
recdlundant assets which it plans to
divest. The funds so generated will
be redeployed in its primary general
freight activities. Divestiture of this
operation will enable the company to
devote all of its time and resources to
its primary activity, general freight
operations.

During 1984 the company will
pursue improved productivity in its
existing operations and expand
volume in those regions where it can
do so profitably, with particular
emphasis on eastern Canada. The
company will focus on increasing
tarifts where possible and work to
reduce labour costs so as to improve
its competitive position relative to

D)

In addition to its regular general freight operations, Canadian Motorways offers a less-than-truckload express service, Sfrom Montreal
and Toronto to Winnipeg, Regina, Saskatoon, Calgary, Edmonton and Vancouver, under the name MOTOSPAN.




other carriers, many of which are
non-union. Strategies are being
developed to increase the company's
international traffic through its three
US. portals — Seattle, Minneapolis/
St. Paul and Buffalo.

Thunder Bay Terminals Ltd.
Bulk Terminal
Thunder Bay Terminals Ltd. oper-
ates a bulk handling facility at the
Port of Thunder Bay, Ontario.
Volumes of both coal and potash
declined slightly in 1983 in compari-
son to the volumes handled in 1982.
Potash volumes were down to
887.195 metric tonnes from 1,027,992
metric tonnes in 1982 as a result of
large feed grain surpluses in the US.
and the US. Department of Agricul-
ture’s Payment In Kind program
which took much land out of pro-
duction. However, shipments of pot-
ash picked up substantially in the last
quarter of 1983. Total 1983 potash
volumes would have been almost
equal to last vear had it not been for
the cancellation of several cargoes in
late December due to unusually
severe weather conditions. Coal
throughput declined to 2,874,618
metric tonnes in 1983 from 3,029,398
metric tonnes in 1982. This shortfall
resulted from a negotiated reduction
in Ontario Hydro's contractual

N H. (Jack) Carr
President and General Manager
Thunder Bay Terminals Ltd.

Motorways' full-load contract bauling operations are carried out through its Cougar
Freight Systems Division, which ulilizes independent contractors to supply motive power:

deliveries from western Canadian
coal mines due to Ontario’s reduced
requirements for fossil fuels.

The late season surge in the move-
ment of potash will likely carry over
into the spring of 1984. This im-
provement was brought about by
year-end reductions in surpluses of
feed grains and a poor 1983 harvest
caused by drought conditions. Fertil
izer sales for 1984 are expected to be
very strong.

During the vear, the company suc-
cessfully concluded negotiations
with CP Rail for a long-term potash
handling agreement providing for a
new $5.75 million dry bulk handling
system to be constructed adjacent to
the company’s coal handling facility.
Although initially intended for the
handling of potash, the new system
will be compatible with a wide vari-
ety of free-flowing, bulk commod-
ities, including agricultural products,
and will provide many new opportu-

nities for the terminal. At yvear end,
construction was well under way and
it is expected that the system will be
completed for the opening of navi-
gation in 1984,

During 1983, Mr. N.H. Carr was
appointed President and General
Manager after the resignation of
Mr. AS. Leach, Jr. Mr. Carr was Vice
President and General Manager at
the time of his appointment. In addi-
tion, Mr. KW Traynor, formerly
Director of Finance and Treasurer,
was appointed to the new position
ol Director of Marketing, and
Mr. J W, Kepes was promoted 1o
Director of Finance and Treasurer
from Controller.

Profitability of the terminal in
1983 suffered slightly from lower
volumes, but increased coal demand
— the result of difficulties with
Ontario nuclear power stations -
coupled with greater potash tonnage
should increase net returns in 1984.



THE INDUSTRIAL

DISTRIBUTION GROUP
On December 31, 1983 Federal
Industries purchased substantially all
the assets of the Canadian Metals
Group, the Iytle Specialties division,
and the US. division of the Metals
Group from York Russel Inc. The as-
sets, primarily inventory, receivables,
plant and equipment, real estate and
leases, are now owned and operated
by a new subsidiary of Federal
Industries, Russelsteel Inc.

Russelsteel Inc. is the largest steel
service centre operation in Canada,
with expertise and operations in
each of the major market segments
and branches located across the
country. The company is one of the
largest customers of each of the major
Canadian steel mills, has gross assets
of approximately $100 million and
employs more than 750 people.

Russelsteel’s operations are car-
ried out from 17 locations, 14 in
Canada and 3 in the US. Operations
are organized along product lines
into three major segments: general
line; flat-rolled; and specialty. Each
branch is responsible for organizing
and controlling dav-to-day operations
and ongoing development in its geo-
graphic and product areas. Overall
control and financial planning are
provided by corporate management
located in the Toronto head office. A
central computer system linking each
Canadian location provides informa
tion concerning inventory, sales and
customer credit.

The general line product segment
consists of 11 service centres focus-
ing primarily on the distribution of
general line carbon and stainless
steel products with a broad range of
sizes, shapes and specifications. Sub-
stantial inventory is maintained at
each service centre and sales are
primarily from this stock. While some
orders involve a limited amount of
processing — such as sawing, shear-
ing or flame cutting — prior to ship-
ment, the chief function of these

l\ \ " 1 W“

Wayne P2 E. Mang

President and Chief Executive Officer
Russelsteel Inc.

service centres is the holding of

inventory and subsequent distribu-

tion of steel products to a broad
range of customers,

The flat-rolled product segment
consists of Russelsteel ( Hamilton),
Vincent Steel (Toronto ) and B&T

Steel (Hamilton ). Both Russelsteel
and Vincent Steel are primarily
engaged in the warchousing, pro-
cessing and distribution of sheet,
strip and coil steel. Processing princi-
pally involves the slitting and cutting
to length of strip and coil products.
Customers are, for the most part,
manufacturers of consumer and
consumer-durable products such as
appliances and automobiles. These
two companies also distribute con-
ventional coil steel grades and sizes
with capabilities and efficiencies
competitive with other processing
oriented distributors, B&T Steel, a
relatively new operating unit which
commenced operations in 1981, uti-
lizes heavier equipment designed
for processing thicker coil steel
grades and wider, heavier, flat-bar
products.

The specialty product segment
forms the US. operating division and

The core of Russelsteel’s operations is a network of 11 general line service centres which
stock a broad range of shapes and sizes of carbon and stainless steel products. Russelsteel
also provides flat roll steel and specialty metals and, through its Lytle Specialties Division, is
Canader’s largest distributor of industrial valves, piping components and related products.



distributes alloy steel plates and bars
to industry, mines and utilities for
machine repair and maintenance
applications. Products are shipped
throughout North America from two
locations in Cleveland and one in
Detroit, and marketed by a network
of sales agents and representatives in
major centres across the US. and
Canada.

The Iytle Specialties division is
the largest distributor of industrial
valves, piping components and
related products in Canada. Iytle cur-
rently has branch operations in
Calgary, Edmonton, Winnipeg,
Toronto, Sarnia, Stoney Creek, Mon-
treal and Dartmouth. This branch
network enables Iytle to provide fast
service and close contact with its
customers in all major manufactur-
ing areas of Canada. Lytle maintains
inventories at all branch locations as
determined by local market needs.
Branches are supplied with certain
items from the central warchouse in
Montreal, but the bulk of inventory
is shipped directly from the
manufacturer.

Iytle's customers are mainly oil
refineries, petrochemical and other
processing plants, pipeline com-
panies, paper mills, steel mills, util-
ities and general construction
contractors.

Overall, it's expected that the
Industrial Distribution Group will
both contribute to Federal's 1984
earnings and further reduce depen-
dency on the natural resource sector.
While Iytle Specialties, which primar-
ily services the capital expenditure
segment of the market, should not
show a substantial increase over
1983, Russelsteel operations in Can-
ada and the United States should
benefit significantly from the
consumer-driven economic recovery
currently under way.

Flame cutting is one of the customer
services offered by Russelsteel. Most orders,
however, are shipped directly - without
processing — from large inventories.

A b i A
Russelsteel’s BET Steel unit in Hamilton, Onlario processes heavier and wider coil
and flat-bar steel for appliance, automobile and other manufacturers.
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Federal Industries Ltd.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the year ended December 31,1983

1. Summary of significant accounting
policies
a. Principles of consolidation
The consolidated financial statements
include the accounts of the Com-
pany and all subsidiaries. The names
of the principal subsidiaries, which
are essentially all wholly owned, are
as follows:

Canadian Motorways Ltd.

Russelsteel Inc.

Russelsteel (US.A.) Inc.

Standard Aero Limited

Standard Aero International Inc.

The White Pass and Yukon

Corporation Limited

Thunder Bay Terminals Ltd.

All material inter-company balances,
transactions and profits have been
eliminated.

b. Foreign currency translation
The accounts of certain subsidiaries
of The White Pass and Yukon Corpora-
tion Limited are maintained in United
States dollars. These accounts repre-
sent integrated foreign operations
and have been translated into Cana-
dian dollars as follows: current assets,
current liabilities and long term debt
at exchange rates prevailing at the
end of the year; fixed assets and
depreciation substantially on the basis
of rates prevailing at date of acquisi-
tion; income and expenses (other
than depreciation ) on the basis of
average exchange rates during the
year. Exchange gains or losses from
such translation practices have been
included in consolidated earnings.
The accounts of Russelsteel
(US.A.) Inc., and certain subsidiaries
of Standard Aero Limited are main-
tained in United States dollars. These
accounts represent self-sustaining
foreign operations and have been
translated into Canadian dollars as
follows: assets and liabilities at

exchange rates prevailing at the end
of the year; income and expenses on
the basis of average exchange rates
during the year. The adjustment
arising from the translation of these
accounts has been deferred and, as
not material, included in accounts
payable and accrued liabilities.

c. Valuation of inventories
Inventories have been valued at the
lower of cost and net realizable value.

d. Capitalization of leases

All material leases of a capital nature
have been recorded as fixed assets
and long term debt obligations.

e. Revenue recognition —

bulk bandling terminal contract

A portion of the revenues accruing
under the bulk handling terminal
contract between Thunder Bay Ter-
minals Ltd. and Ontario Hydro is
being recognized on a basis that
reflects an approximate constant
return over each of the fifteen years
of the initial term of the contract.
(See Note 5).

f. Depreciation

Depreciation on property, plant and
equipment is provided at rates which
are estimated to amortize the origi-
nal cost of such assets over their
useful lives.

8. Goodwill and intangible assets
Goodwill on the balance sheet repre-
sents the excess cost of subsidiary
companies over the book amount of
net assets acquired, less amounts
amortized. The Company’s policy is
to amortize goodwill over a forty year
period. Intangible assets include: (i)
organizational costs of subsidiary
companies, amounts paid for distri-
bution agreements and research
materials, which are being amortized
over a ten year period, and (ii)
$1,538,000 of licenses, operating
rights and franchises which are not
being amortized.

h. Income taxes

The Company follows the tax alloca-
tion method of accounting for income
taxes whereby earnings are charged
with income taxes relating to reported
earnings.

Differences between such taxes
and taxes currently payable are
reflected in deferred income taxes
and arise because of differences
between the time certain items of
revenue and expense are reported in
the accounts and the time they are
reported for income tax purposes.

Potential tax reductions that may
result from the application of losses
against future taxable income are not
recognized until recovery out of
future taxable income is virtually
certain.

i. Basic earnings per share
Earnings per common share are cal-
culated using the weighted daily
average number of common shares
outstanding. The calculation of fully
diluted earnings per share is de-
scribed in Note 10.

j. International accounting
standards

The accompanying financial state-
ments are prepared in accordance
with accounting principles generally
accepted in Canada and conform in
all material respects with interna-
tional accounting standards.

2. Acquisition of subsidiary companies
During the year the Company made
the following acquisitions:

a. Effective June 30, 1983, The White
Pass and Yukon Corporation Limited
acquired Canadian Motorways Ltd.
which carries on a truck transporta-
tion business in Canada. Operations
of this company are included in the
accounts from the date of acquisition.
The assets and liabilities of this
company have been included in the
consolidated balance sheet at
December 31, 1983.
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6. Long term debt

Aerospace Group

Bank loan, secured, 4% above United States prime rate

Bank loan, secured, 214% above United States prime rate,

due 1987

Bank loan, secured, 13.05% — 13.43%, due 1990

Note payable, 15%, due 1984
Other

Transport Group
Thunder Bay Terminal
First mortgage bond, 935% (Note 5)

First ship mortgage note, 812%, due 1984
Capitalized lease obligations, 8.2% — 14.4%

Government of Canada non-interest bearing loan,

secured by certain rail assets

Government of Yukon Territory non-interest bearing loan,

secured by certain rail assets

Alaska Industrial Development Authority Port Facility

133% bond, 1985 to 1998

Mortgages, 103%6% — 1212%, 1985 to 1988
Bank loan, secured, 2% above United States prime rate
Bank loan, secured, %% above prime, due 1985

Other

Industrial Distribution Group
Industrial Development Bond, 712%
Note payable, 12.36%, due 1988
Mortgages, 7%% — 8%
Capitalized lease obligations

Corporate debt

Bank loan, secured, 13.05% — 13.43%, due 1990
1612%

Note payable
Capitalized lease obligations, 14¥% —

$000
1983 1982
IR S
— 160
6,222 X
— 1,071
49 9
6,271 3,082
52,754 56,604
~ 325
1,785 1,039
4,750 5,000
— 1,000
4,368 4,672
31409 e
403 £
9,000 i
6 18
76,475 68,058
1,245 =
55,000 -
623 o
124 -
6,222 =
220 —
131 155
6,573 155
$146,311  § 71,895

The aggregate amount of maturities over the next five years is approximately as
follows: 1984 — $6,818,000; 1985 — $17,326,000; 1986 — $5,371,000; 1987 —

$5,205,000; 1988 — $67,199,000.

7. Bank indebtedness

Bank indebtedness is secured by a
pledge of shares in subsidiaries,
assignment of book debts and inven-
tories, specific pledges of certain
inventories and fixed and floating
charges on certain fixed assets.

8. Minority interest

Minority interest is $5,500,000 of
6% preferred shares of The White
Pass and Yukon Corporation Limited
(1982 — $5,500,000).
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9. Share capital
a. At December 31, 1983, the author
ized share capital of the Company
consists of:
i. an unlimited number of Class A
convertible common shares with-
out nominal or par value;
ii. an unlimited number of Class B
convertible common shares with-
out nominal or par value;
iii. an unlimited number of Class I
preferred shares without nominal

or par value, issuable in series; and
iv. an unlimited number of Class II
preferred shares without nominal
or par value, issuable in series; to
date the directors have authorized:

28,760 Class 11 cumulative, convert-
ible, preferred shares, designated
Series A, with annual cash divi-
dends of $9.00 per share payable in
quarterly instalments. These shares
are convertible on or before May
20, 1992 on the basis of approxi-
mately 6.41 Class A common shares
for each Series A preferred share.

1,600,000 Class IT cumulative,
redeemable, convertible preferred
shares, designated Series B, with
annual cash dividends of $2.0625
per share payable in quarterly
instalments. This series of Class 11
preferred shares is redeemable
subject to certain conditions being
met at prices ranging from $26.25
per share in 1986 to $25.00 per
share in 1993 and thereafter. These
shares are convertible on or before
the earlier of December 15, 1990
and the date fixed for redemption
on the basis of approximately 1.37
Class A common shares for each
Series B preferred share.

Both Class A shares and the Class B
shares are inter-convertible at any
time at the option of the holder on a
share for share basis. The basic dif
ference between the two classes of
shares is that dividends on Class A
shares are payable in the form of
cash dividends, while dividends on
Class B shares are presently in the
form of stock dividends, payable in
Class B shares.

The directors have the authority to
issue the Class I and Class II pre-
ferred shares in series and fix the
designation, rights, privileges and
conditions to be attached to each
series, except the Class I shares shall
be entitled to preference over the
Class 11 shares with respect to the
payment of dividends and the distri-
bution of assets in the event of liqui-












Federal Industries Ltd.

ACCOUNTING FOR THE EFFECTS OF INFLATION

The audited financial statements

in this Annual Report are based on
historical cost accounting, which
matches actual costs incurred with
actual revenues received. To highlight
the effect of inflation on financial
assets of the business, the Canadian
Institute of Chartered Accountants
has recommended that corporations
provide supplemental information to
show the effect of inflation on the
balance sheet and results of opera-
tions for the year. The primary focus
is upon specific changes in prices of
assets and in expenses associated
with the use of fixed assets or the
sale of inventories. It is a method of
measuring their current values in
terms of what the assets would cost to
purchase or produce at the balance
sheet date or at the date of use of
fixed assets or sale of goods pur-
chased or produced.

Current cost accounting amounts
for the Company’s assets were deter-
mined for the most part by using
appropriate specific indices or reli-
able market prices. For property, plant
and equipment this method assumes
the assets would be replaced with like
technology, although this would not
always be the case. The current cost
of sales was determined by adjusting
the historical costs by the estimated
specific price changes which occurred
between the time of purchase or
production and the time of sale.

This method of reporting requires
the use of numerous assumptions
and estimates, and accordingly, the
resulting information, presented
below, is not a precise indication of
the effects of inflation on the results
ofyour Company. In addition, the
provision for income taxes, accord-
ing to the CICA recommendations,
remains unchanged, since adjust-
ments to income under the current
cost computations are not deduct-
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ible for tax purposes. This results in a
tax rate which is considerably higher
than normal, and in the case of your
Company, taxes are actually in excess
of total income. Accordingly, manage-
ment feels that the pretax comparison
of operating results on an historic
and current cost basis is more mean-
ingful than the net of tax amounts.
The after-tax current cost loss of
$3.18 million for 1983, as shown in
the schedule below, is based on an
operating capability concept of
capital. This concept measures in-
come and loss generated by an enter-
prise from all sources of capital,
whether provided by lenders or
shareholders. To measure income
attributable to shareholders on a
current cost basis, the CICA recom-
mends the calculation of a “financing
adjustment’. It is based on the sup-
position that the funds required to
maintain a company’'s operating
capability (replace the assets it
consumes ) will be provided by a
combination of shareholder and
borrowed funds. The financing
adjustment aims to provide a mea-
sure of the increases in current costs
that would be financed by debt.
Recognizing this adjustment miti-
gated the inflation-adjusted loss by
$1.2 million, and generates a pre-tax
profit of $2.6 million compared to an
historic cost profit of $11.5 million.
Two items of general inflation infor-
mation are presented. The first,
“Excess of increase in current cost
over the effect of general inflation”
provides a comparison of the spe-
cific price change adjustments and
changes that would have resulted
from general inflation level appli-
cation. This differential was $5.1
million for 1983. The second is
“General purchasing power gain on
net monetary liabilities”. Federal has
greater monetary liabilities than
monetary assets and the general pur-
chasing power gain thereon helps

preserve the general purchasing
power of the shareholder’s equity.
On the CICA basis of calculation,
which excludes deferred income
taxes as a monetary item, your Com-
pany would have reported a net gain
in purchasing power of slightly less
than $500,000.

As a final item of disclosure, we
present a comparative schedule of
consolidated assets on the bases of
current and historical costs. This table
shows there is an apparent increase
in common shareholder's equity from
historical to current cost accounting
of $12.1 million.

In arriving at the foregoing esti-
mates, judgment has been exercised
with respect to the treatment of cer-
tain asset groups. For example, it is
assumed that the White Pass railway
would not be replaced, and accord-
ingly the current cost estimates are
based on net realizable values. In the
case of Thunder Bay Terminals, no
adjustment has been made for the
incremental cost of replacing assets,
since funding is covered on a “current
cost” basis with Ontario Hydro, the
company’s principal customer. In
addition, Federal’s newest invest-
ments in Canadian Motorways Ltd.
and Russelsteel have not been ad-
justed from historic bases since they
were fair valued at time of purchase.

Despite the obvious weaknesses
inherent in estimating and the appar-
ent anomalies, such as tax rates, your
Company supports the disclosure of
inflation accounting information to
enable readers of the financial state-
ments to obtain a more informed
assessment of the Company’s results.
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DIVERSIFICATION:

THE ISSUES,

THE STRATEGY.

Investors are confronted today
by an apparent increase in
diversification by large public
companies, accompanied by a
discordant chorus of manage-
ment experts pointing to the
bhazards of diversifying and the
problems encountered by con-
glomerates and others who seek
the promises of diversity. Here's
an examination of the subject,
intended to shed some light on
this complex and timely issue.

“Conglomerates are the normal
and natural business form for effi-
ciently channelling investment into
the most productive use. If nature
takes its course, then conglomer-
ates will become the dominant
form of business organization..."
Bruce Henderson, Founder and
Chairman of the Board,

The Boston Consulting Group.

“...corporate diversification
resembles Russian roulette.”

Ralph Biggadike, Professor of
Business Administration, Universily
of Virginia, in the Harvard Busi-
ness Review.

Most business people are familiar
with both of these viewpoints — and
have an opinion that shades toward
one or the other.

In fact, the question of whether or

not to diversify has come very much
to the fore in recent months with the
popularity of In Search of Fxcellence,
abest-seller which strongly advo-
cates that companies stay close to
their core businesses.

Its authors, Peters and Waterman,
are but two of the voices that speak
for the merits of a single-industry
bias — rather than a conglomerate
corporate structure.

Other experts have identified
diversification as the answer to a
myriad of modern-day business
problems.

At Federal Industries, we believe
that both answers are right — and
both answers are wrong — the truth
being in a correct balance of both.
That is, we feel the virtues of “excel
lence” are attainable within a highly
diversified or “conglomerate” struc-
ture and that — if properly managed

— diversification is a worthy busi-
ness strategy to pursue in turbulent
rimes.

But, back to the beginning. What
are today’s critics of diversification
saying? Interestingly, even the harsh-
est critics are not painting a com-
pletely negative picture.

Take renowned management con-
sultant and author Peter Drucker, for
example. Drucker is a highly vocal
opponent of “razzle dazzle” con-
glomeration and in his writings warns
repeatedly of the perils likely to befall

a business venturing into unknown
territory either by acquisition or
internal expansion.

At the same time, as Drucker
makes clear in Managing in Turbu-
lent Times, we are now in a4 decade
of great economic upheaval which
will require light-footed entrepre-
neurial management, if we are to
prosper. In a 1982 interview he said,
“Where you have structural changes,
you must expect the industry to
change and then vou need merger
and acquisition.”

Boiled down to its basics, what
Drucker and most others who con-
demn conglomerates oppose is, in
fact, the opportunistic pyramiding of
companies that was developed to a
high point in the 1960s and con-
tinues to be practiced from time to
time. This is what Drucker terms
“diversification for the sake of diver-
sification”, as opposed to diversifica-
tion in response to industry change
or economic upheaval.

Even Peters and Waterman do not
oppose diversification or acquisition
per se, but simply advocate that those
doing so diversify around their cen-
tral skill or into interrelated fields. As
they say, ... it would appear that
some diversification is a basis for
stability through adaptation, but that
willy-nilly diversification doesn’t pay
— by any measure”. In support of
this statement they quote a well-



known Harvard Business School
study which concludes companies
diversify from their core business
only at considerable peril.

And this #s a very real and present
danger. The annals of business are
filled with horror stories of acquisi-
tions, mergers and new divisions
that have failed dramatically — as
harness makers try to cope with
internal combustion, railroads try to
keep rubber tires on ill- defined roads
and adding machine manufacturers
clamber onto the computer
bandwagon.

But business failures of compa-
nies of all orientations and sizes are
a continuing fact of our economic
system. And with so many compa-
nies seeking to diversify there must
be significant benefits to counter-
balance the risks — and management
approaches to minimize them.

BUSINESS CYCLES:
A BIGFACTOR

One of the prime motivations for
diversification has been the disrup-
tion and shortening of industrial life
cycles. Where business was once
thought of as an ongoing process, it's
NOW seen in many quarters as a
barely controllable cyclical phenom-
enon — one in which management
skills appropriate for one part of the
cycle are ill-suited to others. Finding
ways to manage these life cvcles has
become a critical concern .. . one
that has been advanced by the accel-
erating pace of technology.

The answer for many excellent
North American companies seeking
to break out of downward cvcles has
been innovation combined with
diversification. Not by careening
through the fence in search of
greener grass, but by managing the
existing pastures, many excellent —
and even some not-so-excellent —
companies have managed to find a
way to live with business cycles.

As Peters and Waterman point out,
although it's more difficult to do,

a gradual process of continuing
renewal by “. .. internally generated
diversification, one manageable step
atatime” can keep a well managed
business functioning and healthy:

It only makes sense. But that
answer need not and should not be
applied across the board to all busi-
nesses, nor of necessity to business
in general. No single formula for
success in business has vet been
found. And the life blood of eco-
nomics in a free enterprise society
is new business ventures,

Over 2,000 new companies start
every day in North America and the
small number that survive and pros-
per provide most of the growth and
vitality of our economy: A few of
these new companies are “hived off™
from billion dollar giants; however,
the vast majority are started and built
by entrepreneurs, people of vision in
pursuit of goals fundamental to our
€Cconomic system.

Many of these entrepreneurs lack
education, experience and business
judgement. They're almost always
short of cash. And the companies
they build lack certain elements that
business schools deem indispens-
able. Despite these handicaps, many

forge ahead to become major corpo-
rations, violating tenets of “good
management” all the way to the bank.

Mature companies that were started
and built by entrepreneurs are par-
ticularly susceptible to the life cvcle
syndrome. Their status often paral-
lels that of the founder, with his
vision and commitment to see a
dream through to reality and sustain
the company. It's companies like this
that are often the targets of acquisitor
corporations secking to diversify —
along with companies that have weak
management and survive due to
strong markets . .. companies that
gambled on excess leverage and lost
... and orphans created by ill-
conceived diversification efforts.

What becomes of these imperfect
but functional and profitable com-
panies? Left to their own devices,
they tend to survive and prosper
(given a run of good vears and a bit of
luck). Some transcend their heri-
tage and become tough, aggressive
and well managed companies that
£0 on to greatness. Given a few poor
vears and a bad break or two, many
collapse, victims of their stronger
competition.

Still others work better once they're
acquired, given the support that can
come from a diversified parent.

Thomas Peters (left) and Robert Waterman: “Our principal finding is clear and

simple. Organizations that do branch out (whether by acquisition or internal
diversification ) but stick very close to their knitting outperform the others.”







DIVERSIFICATION...
AND FREE ENTERPRISE

Though often viewed as a negative
force, the mergers, acquisitions and
takeovers inherent in diversification
can and often do provide a means
of fine-tuning the free enterprise
svstem. Ideally; the acquiring com-
pany sees the flaws in a fundamen-
tally sound company — the relatively
minor factors that prevent it from
realizing its potential. Sometimes
the original owners and managers
of the target company also realized
those flaws, but due to circum-
stances, were in no position to fix
them or were so immersed in the
trees that they lost sight of the forest.
Upon acquisition (at least in theory),
the new owners take whatever
actions circumstances dictate and
the acquired company goes forward
invigorated, to new heights of suc-
cess and prosperity.

Certainly, that's the way it's sup-
posed to work, and a vast amount of
study has gone into identifying the
strategies that contribute to success-
ful, and unsuccessful, acquisitions.
In the 1960s — and to a lesser extent,
in the 1970s — many conglomerators
shifted their emphasis away from
management, and deal-making
became an end in itself. Negotiating
multi-million dollar acquisitions can
be an ego-stroking occupation. And
the technique of using deals 1o
create the illusion of earnings was
well-developed. Many of the high-
rolling conglomerates of twenty years
ago built giant corporations on these
illusory skills combined with the
investment community’s initial
enthusiasm for the potential implied
by diversification.

When those jerry-built edifices
collapsed, the market's image of
diversity as a management break
through collapsed as well. Over-
looked was the brilliant performance
of conglomerates like Teledyne

which demonstrated over many vears
that diversity can be managed . .. that
the promise of the conglomerates
had substance . .. and that the whole
can be greater than the sum of

its parts,

In essence, the unsuccessful con-
glomerators were seeking salvation
in diversity. Peters and Waterman
describe it this way:

“The company decides itis in a
sluggish business. It determines to
move afield. It doesn't know what
it is buying. It buys companies at
or past their peak. Moreover, it
doesn't understand them (e.g.,
vanity acquisitions ). Finally, and
most devastating of all, the effort
and attention going into the man-
agement of the new acquisitions
sapped the vitality of the already
shaky core business. New prod-
ucts (line extensions or reformu-
lations of the old products) are
given short shrift or subjected to
‘short cuts' ... and the downhill
spiral is underway.”

Small wonder that most acquisi-
tions proved unsatisfactory. Nor is
it surprising that investors came to
react to diversity with caution. Yet,
despite such handicaps, diversified
management companies over the
vears have performed on a par with
other kinds of companies.

THE IMPORTANCE
OF MANAGEMENT

simple belief that it's worth doing
well. Combine these traits with a
basic knowledge of business meth-
ods and well-structured business
operations, and excellent perfor-
mance should result.

Unfortunately, however, many
companies that diversify assume that
a good manager can manage any-
thing. They discover too late that
knowledge developed in the brewery
business is not necessarily applicable
to potato chips. On the contrary,
excellent diversified management
companies such as Teledyne and
Imasco have learned to avoid mess-
ing with the beer and potato chip
aspect of their businesses. They leave
such activities to well-motivated
operating management with compe-
tence in those fields. The parent
company concentrates on seeing that
the fundamentals are in place, under-
stood and operational in each
subsidiary:.

Excellent, well-diversified compa-
nies are as mesmerized by the intri-
cacies of management structures as
the brewer is fascinated by his beer,
They cultivate sound balance sheets
the way the potato chip executives
savour crispness. They rejoice at
good strategies emanating from
operating management, and reward
them. In short, they manage
management.

The skills required for managing
managers are similar to the skills
involved in other areas of manage-
ment practice — requiring a combi-
nation of training and experience.

The answer to those questioning the  Just as the experience required for

value of diversity is, like most funda-
mental business questions, very
simple: reaping the rewards of diver
sity requires good management.
Defining “good management”, how-
ever, is not 4 simple task. Peters and
Waterman and many others have
concluded that good management
requires a thorough understanding
of the business being practiced, a
commitment to that business, and a

excellence in beer brewing is differ-
ent from the skills that get potato
chips delivered on schedule 99.5%
of the time, managing managers
requires experience in the field of
managing diversity.

The conglomerators of the 1960s,
in most cases, lacked that experience.
But from the generally frustrating
and unrewarding diversification
experiences of past decades




Peter Drucker: .. a time of turbulence
is also one of great opportunity for
those who can understand, accept, and
exploit the new realities. It is above all
a time of opportunity for leadership.”

emerged a body of knowledge con-
taining important clues to successful
diversification, along with a core
aroup of executives having the know-
how needed to make diversity work.

Like so many innovations, the ini-
tial promise of diversified manage-
ment failed to live up to expectations;
however, there is good evidence to
suggest that the numerous success
stories can and will be repeated and
improved upon in the years ahead.

Philip L. Wilson, in Morin and
Chippindale's Acquisitions and
Mergers in Canada, reinforces this
opinion when he states that “the
literature suggests . . . that a signifi-
cant proportion of all mergers and
acquisitions is regarded as unsuc-
cessful by the acquiring party ... A
number of causes that contribute to
failure and dissatisfaction can be
identified and can be eliminated by
prudent managers . These are the
managers who approach new acqui-
sitions with the skill and knowledge
of past experience in managing
acquisitions, as opposed to the zest
for adventure of a kid with a new toy.

But why go to all the trouble? Is
successful diversification really worth
the effort and risk? Why not follow
Peters and Waterman's advice and
“stick to the knitting?

Many businesses will wisely choose
to concentrate their strengths and
resources against the onslaught of
turbulent times. Many will survive
and prosper, and some will fail. For
their part, diversified companies can
hedge their bet by advancing an
army of autonomous diversified sub-
sidiaries into the fray, but that's not
the only, or even the main virtue of
diversity. Listen to Peter Drucker’s
comments from the introduction of
his 1980 landmark book, Managing
in Turbulent Times:

“But a time of turbulence is also
one of great opportunity for those
who can understand, accept, and
exploit the new realities. Tt is above
all a time of opportunity for leader-
ship. One constant theme of this
book is therefore the need for the
decisionmaker in the individual
enterprise to face up to reality and
to resist the temptation of what
‘everybody knows', the temptation
of the certainties of yesterday,
which are about to become the
deleterious superstitions of tomor-
row”. (emphasis added)
Innovation, Drucker clearly says, is
vital to survival and prosperity in
turbulent times, and he's talking
about far more than potato chips
(or microchips). He's talking about
changes in:

“... population structure and in
population dynamics . .. the emer-
gence of the world economy, the
emergence of the employee
society, and the need for the enter-
prises. . . to take the lead in
respect to political process, politi-
cal concepts, and social policies.”
The giant corporations Peters and
Waterman studied have a particularly
challenging problem ahead of them.
As they state:
“The most discouraging fact of big
corporate life is the loss of what
got them big in the first place:
innovation. If big companies don't
stop innovating entirely, the rate




almost certainly goes way down.

cording to /nc., a National
Science Foundation study finds
that ‘small firms produced about
four times as many innovations
per research and development
dollar as medium-sized firms and
about twenty-four times as many
as large firms.””

Finding ways that good manage-
ment of large companies can restore

a semblance of the innovative vitality

they had when small is a central
theme of In Search of Excellence,
and many of these techniques were
found. Undoubtedly many more
exist than those turned up in that
limited study, and well managed
diversity may be a technique having
great potential for the coming
decades.

In a diversified management com-

pany, technological innovation can
(and should) continue to be done

primarily by those smaller subsidiary

firms having the need, the knowl
edge and the short lines of com-
munication that make research most

productive. Management innovation,

overview to anticipate changes, and
clout to deal with political and soci-
etal changes can be provided by the
parent company, drawing on the
resources of its subsidiaries and pro-
viding them a high profile when and
ifit's needed.

Overall, the diversified company
can offer an orientation toward long
term profits ( rather than just next
quarter’s results ) coupled with a
smoothing ¢ ic cveles
It was this latter benefit that was
extolled by vesterday’s North Ameri-
can conglomerates as a means of
balancing the ups and downs of the
overall business cycle due to the
varying industrial sub-cycles. And,
even though in difficult times cycles
often fail to repeat themselves pre-
dictably, it s reasonable to e
some “smoothing” of earnings due
to counter-cyclicality from a diversi-
fied portfolio of operations.

EXGELLENGE

Thomas 1 Feters and.
Robert H A titerrman_k;




In addition, another kind of
counter-cyclicality is provided from a
diversified group of companies in
various stages of their life cvcles. This
“portfolio management strategy ',
managed by a parent company com-
mitted to long-term growth and pos-
sessed of vision, can enable smaller,
more vigorous and innovative mem-
bers of the group to undertake risks
and plan long term strategies their
bankers would not support and their
shareholders could not afford, if they
were freestanding companies.

In summary, there's little to argue
about in either of the quotations that
open this article. Peters and Water-
man make a strong case for compa-
nies holding a sharp focus on what
they do well, innovating incremen-
tally by whatever means are appro-
priate to their strategic capabilities
and situation, including carefully

planned and executed mergers and
acquisitions. To do otherwise can
indeed be compared to playing
“Russian roulette” with the company
treasury:

Like any other specialized busi-
ness, conglomerates require specific
knowledge and experience on the
part of management if they are to
realize their potential. The oppor-
tunities Bruce Henderson and others
identify are genuine, as borne out by
many success stories. Unfortunately,
the notion of diversity has broad
appeal to many who are unqualified
and unprepared for the realities of
this form of business, and their fail-
ures have tainted the whole concept.

There's a long litany of distressing
obstacles to successful management
of diversity (see box) which helps
explain many of the examples of
failure and poor performance, and it

should help discourage some com-
panies from entering this form of
business. Still, an equally formidable
list can be constructed for any other
form of business that a company
might contemplate embarking upon.
Companies engaged in managing
diversity (a rapidly increasing tribe)
have learned how to handle those
obstacles, and as in any business,
some do it poorly and some do it well
Inevitably, there is no such thing
as a free lunch, and those who see
diversification as an answer to their
problems would be well advised to
“stick to their knitting”. Those whose
business is managing diversity would
be well advised to exercise prudence
and responsibility in developing this
exciting form of business toward its
potential as “the normal and natural
business form for efficiently chan-
neling investment into the most




productive use”. As Bruce Henderson
€oes on Lo say:

“If a conglomerate is to realize its
potential, it must have an invest-
ment and strategy development
skill which goes well bevond the
characteristic pattern of the inde-
pendent business. Certainly, some
corporations are going to do this.
Those that do are quite likely to
be the pre-eminent and dominant
firms of the future.”

MANAGING DIVERSITY:
FEDERAL INDUSTRIES’
VIEWPOINT

Like many diversified companies,
Federal Industries has gone through
an “identity crisis” recently. Five years
ago we asked ourselves: What do we
stand for? Who are we? What do we
do? Where are we going? We took
those questions seriously . .. and saw
there were no easy answers.

Three vears ago we got the ques-
tions clearly in focus and set a two-
vear deadline for finding our
answers. One year ago, we reached
our consensus, and wrote it down in
our Corporate Long Range Plan. Fol-
lowing that, we embarked on an
exercise where Federal and all its
subsidiaries set out to identify the
fundamentals of each of our busi-
nesses. That process culminated in
defining the essence of Federal
Industries.

That is, our business is managing
managers. Federal Industries’ role is
to select, structure and staff operat-
ing businesses so they can stand up
to the best a competitive market
throws at them, and make better
than average profits in the process.
Each of our companies is among the
bestin its field and each “sticks to its
knitting”.

At Federal, we have no particular
industry bias, nor have we had one
since the Company left the grain

business over a decade ago. At that
time conglomerates were fashion-
able and, like many other companies,
Federal moved out of its historic
business and cast its lot with diver-
sity. Management of that time learned
some of the lessons so well summa-
rized bv I Search of Excellence —
along with many other companies
mesmerized by the prospect of
countercyclicality, synergistic bene-
fits and growth by acquisition. Some
companies crashed on the rocks of
reality, but Federal survived. We know
the lessons Peters and Waterman put
forth, and we know them well,
because we learned them in an
excellent management university, the
School of Hard Knocks.

During the past five years we asked
ourselves dozens of times, should
we abandon our new found heritage
and pursue a course in accordance
with the current conventional wis-
dom that favours single industry
orientation? Or should we stick to
ourknitting and find a way to man-
age diversity? There was never any
question in our minds that choosing
an industry focus would be the
choice favoured by most of the busi-
ness press and many knowledgeable
analysts, consultants and
shareholders.

Following our usual approach to
difficult problems, we took a look at
the fundamentals of the situation.
This was long before In Search of
Excellenice was published, but these
opening lines from that book sum-
marize our approach nicely:

“Let us suppose that we were
asked for one all-purpose bit of
advice for management, one truth
that we were able to distill from
the excellent companies research.
We might be tempted to reply,
‘Figure out your value system.
Decide what vour company stands
for. What does your enterprise do
that gives everyone the most
pride? Put yourself out ten or
twenty years in the future: what

would you look back on with
greatest satisfaction?”

It turned out that our business was
managing diversity, and that despite
our problems in doing so, we were
making good progress toward learn-
ing how it's done. We believed suc-
cessful diversified management was
possible, and we could master the
techniques if doing so was truly
worthwhile. Further research has
convinced us it is not only worth-
while, but perhaps is leading to a
breakthrough in management theory
and concept.

We found that while the majority
viewpoint on conglomerates was
negative, there was evidence of a
growing trend toward diversity, often
masked as “vertical integration”,
“expansion of the base business”
or “related diversification”, which
seemed to be working, From observ-
ing these diversifications, from the
previous exprience of members of
our management team, and from
Federal's own experience, we assem-
bled and perfected our own meth-
ods of managing diversity. Though
development of those methods con-
tinues, and we keep a close eye on
what others are doing in this area,
we've developed a system that works
well and minimizes the problems of
diversification management. Key
components of our system include:

* We promote or hire presidents of
subsidiaries primarily based on their
proven competence in that sub-
sidiary’s field of operations.

e Each subsidiary company is auto-
nomous, and prepares and executes
its own plans and budgets, while we
at Federal work with the subsidiaries
until we understand and agree with
their strategies. They keep us posted
about changes in strategy in addition
to supplving information needed for
normal financial controls.

¢ Though all subsidiaries agree

upon and accept Federal's basic prin-
ciples of management, cach is




encouraged to continue and develop
its OWN company's management
culture.

e Each subsidiarv is encouraged to
teach us at Federal the fundamentals
of their business. Federal's Executive
Committee monitors the progress of
each subsidiary in a role similar to
active outside directors, sitting on
each company’s “Board .

e Federal's Executive Committee is
made up of professionals in the field
of managing diversity, with no indus-
try bias. Our expertise is managing
management.

e Each subsidiary is structured pri-
marily to serve its market, and its
performance is evaluated in that con-
text. Synergy is sought but not forced.
e While Federal companies cover a
wide range of industries, a planned
degree of continuity is maintained,
and each acquisition must meet the
criteria that were established to guide
the search.

e Aggressive growth is a target, but
the prime requirement is successful
integration, operation, and manage-
ment of the companies already in
the group.

e Internal growth of each subsidiary
is encouraged, and each is free to
make acquisitions within acceptable
industry boundaries.

e Funding of growth by any means
is limited to opportunities that are
“on strategy”, with priority given to
potential for return on investment.

e Leverage is set primarily according
to standards based on fiscal pru-
dence, with secondary consideration
given to maximizing short-term
return on investment,

e We are, quite simply, committed to
a course of excellence in diversified
management.

In short, we believe the benefits of
diversity are and always have been
real and attainable to those prepared
to view managing diversity as a busi-
ness . .. that the techniques of
managing such a business are
becoming established and agreed
upon, paving the way towards realiz-
ation of the great conglomerate com-
panies originally envisioned in the
sixties . .. that these companies are
the logical successors to the single
industry giants of the past, because
the diversified form can combine
the flexibility of small companies
with the resources of large compa-
nies ... and that Federal Industries is
well on its way to becoming such a
company.

EPILOGUE:
A COMMENT FROM
ROBERT WATERMAN, JR.

As part of our research, we contacted
Robert Waterman, one of the authors
of n Search of Excellence, and asked
him to comment on a draft of this
article. Just prior to the Annual Report
going to press, we received written
comments from Mr. Waterman which
provide a fitting final word on diver-
sification and “excellence™:

“In retrospect, our ‘stick to the
knitting’ title for our chapter on diver-
sification suggests a narrower inter-
pretation than we bad in mind. What
we were arguing against were the
extremes: the large, randomly diverse
conglomerate: and on the other side
of the spectrum, a compeny so nar-
row and vertically integrated that it
cannot move into new areds as the
environment changes.

The critical question for the diverse
company is how those at the corpo-
rate center add value. If the ration-
ale for the big U.S. conglomerates is
capital allocation, we don’t buy it:
that is what the stock market is for
and seems to do more efficiently.

( However: in countries with less
developed markets or in situations
where companies being acquiired are
smailler — and therefore, less well
understood by the secuirities markets
— freeing up capital and reallocat-
ing it may be a valid role for the
corporate center: )

Other valid roles might include:
® Developing broad gaige

managers (e.g, General Electric )
® [ostering an entrepreneuricl

cultire (e g, 3M)
® Building a company-wide distinc-
tive competence in marketing (eg,

Ore-Ida, the Heinz subsidiary )

® [ sing small. bite-size acquisitions
as a way of experimenting your
way into businesses that you don't
kenow well ( as 1 believe General

Mills bas successfully done ).

So, we are not against diversifica-
tion per se. But so much of it bas
been done in the name of “synergy”
that never materializes, or under the
banner of a corporate theme thet
maikes no economic sense, theal we
retain a healthy degree of skepticism.
The key question: How does the cor-
porate center of a diversified
company create wealth for its share-
holders? The record for the big LS.
conglomerates is not that good.”

We at Federal appreciate Bob
Waterman's comments, and agree
strongly that increasing value isthe
issue. He has noted several valid
ways in which this can and is being
done. We have found — and are
using — some of these and several
morc. |



Many shareholders returned the
“feedback” cards in last vear’s Annual
Report. Here are answers to a num-
ber of the questions most commonly
posed.

1982 was not a strong year
Jor the Company. Over the
next few years will we see a
resumption of the growth we
enjoyed from 1979 through to
19817
The period from 1979 through 1981
climaxed Canada's most dramatic
growth cycle since World War T1,
particularly in the natural resource
sector. Since Federal's businesses
were closely related to this sector,
sales and profitability rose to new
highs. While we don't see the current
economic cycle supporting such
widespread, sustained growth, we
do anticipate significant overall
growth in both revenues and earn-
ings over the next few years. The
1983 reorganization and restructur-
ing of the Company’s operations
should generate some internal
growth; however, most near-term
increases will result from strategic
acquisitions.

What are you doing to
encourage more trading in
Federal Shares?

In December 1983, your Company
concluded a public offering of Con-
vertible Preferred Shares, targeted
toward the individual investor. This
offering was successtul in achieving
cross-Canada distribution, and of the
2,554 new sharcholders, 2,341 were
individuals with an average share
purchase numbering slightly more
than 400. Since listing in early 1984,
trading has been vigorous. IU's also

likely that increased activity in Pre-
ferred Shares will have a positive
impact on trading of Federal Com-
mon Shares.

Will the Cyprus Anvil mine
ever reopen? If so, when?
What impact will this bave on
White Pass’ earnings in the
short and long term?

Our economic analysis and discus-
sions with Government and industry
officials indicate that the Cyprus
Anvil mine should reopen in the near
future. The earliest opening would
be late 1984, with full production
resuming in 1985. During the year
and a half since the mine ceased
shipping concentrates, White Pass
has restructured its operations and
entered into negotiations with its
various unions to reduce the overall
cost structure for transportation of
bulk products into and out of Yukon.
Accordingly, we expect to be able to
offer the mine owners an attractive
transportation package, which,
together with spin-off sales in
petroleum products, should add up
to $30,000,000 in sales to the
Transport Group and substantial
incremental earnings. In 1981, the
last full year prior to the mine shut-
down, White Pass’ northern opera-
tions earned in excess of $3,000,000
after tax.

When you consider acquiisi-
tions, what are your prime
criteria?

While our specific criteria are under

constant review, in general Federal

seeks acquisitions that:

a) Are in management-intensive (in
terms of management excellence )
industries, serving other busi-
nesses in established markets

b) Meet our definition of fiscal
prudence

¢) Meet our long-term earnings
criteria

d) Are of a size compatible with
existing subsidiaries

e) Have the potential to reward any
“turnaround” effort required

f) Have a manageable or compat-
ible culture

¢) Can dominate a defined market.

In 1983, we applied the additional

criterion that acquisitions be less

capital intensive than existing

subsidiaries.

Are there any plans to split
the Common Stock?

While the Company has no current
plans for a stock split, we realize its
attraction for the small investor.
Hypothetically, a split could be con-
sidered at such time as Common
Shares trade above $20.

Are you optimistic or pessi-
mistic about Canada's econ-
omy in the years to come?
Although we anticipate regional vola-
tility and substantial uncertainty,
Canada’s medium term should pro-
duce a modest recovery. Federal's
businesses are now structured to be.
profitable in this environment, with
substantial financial and operational
capacity to take advantage of eco-
nomic upturns where and when they
occur. We are more bullish about the
prospects for the United States
economy, and expect substantial
expansion of our business interests
there throughout the 1980s.




Since the beginning of the
year, Federal Industries has
purchased companies involved
in trucking and steel distri-
bution. Do you consider these
to be “growth industries”?
Would you consider acquir-
ing “bigh tech” companies?
Both transportation and steel are
relatively mature industries, and we
do not forsee dramatic growth in
these areas in the current North
American economy. However, our
research indicates that steel distri-
bution centres are acquiring an
increasing proportion of total steel
shipments and, in that sense, are a
growing industry. Transportation will
offer significant opportunities as
established patterns change, as with
the Crow Rate settlement.

In both transport and steel distribu-
tion, growth will be largely through
expanding on new opportunities in
the existing markets and through
acquisition.

Federal's present plans do not include
a significant participation in high
technology industries. The Company

intends to “stick to its knitting”, with
orientation toward stable, mature
companies in the industrial sector
where we deal primarily with other
businesses — and where we see
ample opportunities for growth and
profitability.

How will your acquisition
policy affect the Company’s
debt/ equity ratio?

We no not expect our debt/equity
ratio to change appreciabl: Our
leverage policy is closely tied to our
perception of the general economic
climate, It is our belief that debt is
best used in times of economic
expansion, and that a conservative
balance sheet with relatively high
equity is appropriate for today’s
weaker, more volatile economic
cycles. In fact, many of our acquisi-
tion prospects are excellent compa-
nies that are for sale because of
insufficient equity.

With the benefit of an addi-
tional six months of evidence,
at what state of the business
cycle is the Canadian econ-
omy now?

We believe that the Canadian econ-
omy is entering its second year of a
weak recovery, with 1982 being the
end of the previous cycle. Present
growth is primarily consumer-driven,
and this may be relatively short-lived.
Prospects for growth through 1986
are clouded with uncertainty, and it
is possible that there will be another
decline in late 1986 or '87.

Are further major acquisi-
tions planned at this time?
Yes. As a consequence of recent
equity offerings and the restructuring
and reorganization of your Company
to lower volumes, substantial cash
and lines of credit are available for
future growth. Acquisitions in the
short term likely will fit in with

the existing Transport, Industrial
Distribution or Aerospace Groups.
However, Federal is committed to
establishing another major acquisi-
tion, possibly in a new industrial
group, within the next two years.
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R. A. Moodie
Vice-President, Sales

The White Pass and

Yukon Corporation Limited

PO. Box 4070

Whitehorse, Yukon Y1A 3T1

(403) 6687611

1. I Fraser

Chairman of the Board
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At Federal Industries, we frequently
hear from shareholders who wish to
voice an opinion on specific issues.
The questionnaire below is designed
to give an understanding of the opin-
ions of a larger number of share-
holders — and those who are con-
sidering investing in the Company.
Please answer candidly each question
that applies. Thank-you.

1. Are you currently a Federal
Industries sharebolder?

O yes

O no

(If “no” please go directly to
question 5)

2. Please indicate whether your
shareboldings are

O individual

O institutional

3. Doyou hold

OO Common Shares
O Preferred Shares
I both

4. Please indicate which option
summarizes your curreni feelings
toward Federal shares you hold:

Common Shares

O planning to purchase more

O planning to sell shares

O planning to hold what I now have

O planning to switch to Preferred
Shares

Preferred Shares

O planning to purchase more

O planning to sell shares

O planning to hold what T now have

O planning to switch to Common
Shares

5. Please indicate if you bave traded

in Federal shares

O within the last five vears

O within the last year

O within the last six months

6. As a present or prospeclive share-
holder what is (or would be ) your
prime reason for bolding or buying
Federal Industries’ shares:

O capital appreciation

O dividend income

O both capital appreciation and
dividend income

O other (please state)

7. Given the company’s dedication to
maintaining a strong balance sheet,
do you consider the current dividend
yield lo be adequate?

O ves

O no

If“no” what vield would you consider
appropriate?

8. How did you first become aware of
Federal Industries?

through a stock broker

through a Federal Industries
employee

through a Federal Industries
shareholder

by reading a previous annual
report

through a newspaper or magazine
article

this is my first exposure to
Federal Industries

other

O 0o o o 0o oo

9. Ifyour shares are held in a ‘sireet
name” (you bave not taken delivery of
the share certificates ) would you like
your name added to a mailing list lo
receive information directly at your
home or business address?

U ves

O no

If “yes”, please provide name and
address:

10. Please indicate which sections of
the Annual Report you read — and
which one was most valuable:

Most
I read Valuable
O Report to Shareholders
O President’s Report
O Financial Report
O Planning Report
O Group Report
U Financial Statements
O Essay on Diversification
Please use this space to ask questions
or to offer any comments you may
have about the Annual Report or the
Company's performance.

B O DO (e 1B

A return envelope was enclosed with
the Report at the time of mailing. If
it is not available, please return the
completed questionnaire to:

J.E Fraser

President & Chief Executive Officer
Federal Industries Ltd.

Suite #2400

One Lombard Place

Winnipeg, Manitoba R3B 0X3
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