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To the Shareholders of

SULLIVAN MINING GROUP LTD.

Your directors are pleased to submit
herewith the consolidated financial
statements of your Company for the
year ended August 31, 1976.

Financial Results

The last financial year resulted in
considerable losses well above those
of the previous year. Several factors
contributed to the substantial oper-
ating losses, such as the depressed
price of base metals, the increased
costs of labour and supplies. For
these reasons your Board of Direc-
tors recently decided to close the
Cupra-D'Estrie mines in the Eastern
Townships. Expenditures related to
the closing of these divisions will
cause still more losses to be record-
ed in the current fiscal year, just
started. Your subsidiary, Nigadoo
River Mines Limited, continues to
operate and it is hoped that a cash
flow will be generated during the
current fiscal year.

The net loss for the year from opera-
tions at your divisions and at Nigadoo
River Mines Limited, amounted to
$7,638,452, including a non recurring
write-off of $2,559,375 compared
with a net loss of $935,297 during the
previous year, ($1.18 per share ef-
fectively in circulation, versus $0.14
reported last year) . The above special
write-off is related to amortization of
pre-milling and deferred develop-
ment expenses occasioned by the
deletion of part of the previously
reported ore reserves at Nigadoo
River Mines Limited, which are no
longer considered economical.

During the past year, the working
capital of your Company was reduced
from $13,050,059 to $9,376,246. This
reduction is a result of the operating

losses sustained at the divisions and
at the subsidiary and of expenditures
related to development and metal-
lurgical research programmes car-
ried out during the year at Brunswick
Tin Mines Limited.

Notwithstanding the losses sustain-
ed and ensuing negative cash flow,
your management believed it im-
perative to continue the programmes
underway at your two future pro-
ducers, the lithium division and
Brunswick Tin Mines Limited.

Lithium Division

We are happy to report that the
chemical engineers of the research
center of the Department of Natural
Resources of Quebec have continued
testing on a pilot plant scale the pro-
duction of lithium carbonate by a new
continuous process using sodium
carbonate. These tests are now com-
plete and the results are very posi-
tive. Your Company has also retained
the services of a consulting chemical
engineer from the firm Hatch, Quel-
lette & Associés. Their report con-
firms the technical value of the
process, which will permit substan-
tial savings in labour and energy
when compared with other lithium
carbonate fabricating processes.

In the light of these results, several
important companies have shown
their interest in this project, and your
management has begun negotiations
with some of them.



Brunswick Tin Mines Limited

The continued efforts to valuate the
property brought this year's costs to
$1.4 millions, which was a main
factor affecting the reduction in the
working capital of your Company.
Metallurgical tests were run on ore
drawn from the Fire Tower Zone by
metallurgists of the Canmet Division
of the Department of Energy, Mines
and Resources, in Ottawa, as well as
by our own metallurgists. Three dif-
ferent routes of treatment of the ore
have seriously been tested, that is:
gravity, flotation and gravity-
flotation. Each of these processes
gave good results with different
performances for grade of concen-
trates and/or recovery of metal
content. Final choice of the most
desirable process will be made after
consultation with contemplated as-
sociates. Important companies have
shown their interest in the project
for quite some time. This should
hopefully lead to serious financial
negotiations with the object of bring-
ing this considerable deposit to the
production stage.

Montreal, December 23, 1976

Conclusions

Whereas total assets and equity per
share have decreased, it should be
noted that the value of your Com-
pany lies mainly on your lithium divi-
sion and the subsidiary Brunswick
Tin Mines Limited. These two depos-
its are considerable and should
sustain long lasting operations.

We remain confident in the future of
your Company in the hope of a
favourable climate for the future of
the natural resources industry in the
province of Quebec and in New
Brunswick.

In closing, in the name of the Board
of Directors, | wish to thank the per-
sonnel of your Company for its
loyalty and sustained efforts during
the year.

On behalf of the Board of Directors,

et

J. Jacques Beauchemin, Q.C.
President.




REVIEW OF 1976 MINING
OPERATIONS

Cupra — D'Estrie Mines

Mine production reached 228,713
tons grading 2.54% copper, 2.32%
zing, 0.51% lead, 0.014 ounce of gold
and 1.116 ounces of silver. Thus a
reduction of 2.4% in tonnage milled
and 16.6% in metal production
resulted from this year’s operation
when compared to 1975. The sudden
drop in metal production was caused
by lower zinc and lead grades of
18.6% and 7.3% respectively in the
mill feed; copper grade however was
slightly improved.

As at September 1, 1976, ore re-
serves had been established at
763,000 tons grading 2.74% copper,
1.52% zinc, 0.47% lead, 0.015 ounce
of gold and 1.10 ounces of silver.
Further to the decision taken on
November 1, 1976 to close down the
mines these reserves will therefore
not be mined out.

Nigadoo River Mines Limited

During the year, 237,015 tons of ore
were treated in the mill at an average
grade of 0.20% copper, 2.75% lead,
2.80% zinc and 3.14 ounces of silver.

Total ore reserves as of September
1, 1976 were estimated to be 318,828
tons with a grade of 0.16% copper,
3.24% lead, 2.92% zinc and 3.44
ounces of silver.

The previously reported ore reserves
were 856,946 tons. After taking into
account the tonnage milled during
the last fiscal year, a difference of

some 300,000 tons was deleted from
the reserves for the following
reasons:

because of the oxidation of the ore
in the upper levels, a much larger
than expected surface pillar had to
be left in place, and

in order to avoid too much dilution, a
greater number of pillars in a few
stopes are no longer recoverable, and

the grade of some ore blocks was
lower than indicated by diamond drill-
ing rendering them uneconomical.

The employees relations have been
satisfactory and a new two-year col-
lective agreement was ratified during
the year.

Brunswick Tin Mines Limited

FIRE TOWER ZONE

As mentioned in last year's report, a
2100 foot decline had been sunk and
2760 feet of drifting were driven into
two higher grade segments. From
these underground workings, 48,409
feet of fan diamond drilling (with
rings of holes spaced 100 feet apart)
have delineated in these two seg-
ments the following tonnage and
grade:

7,100,000 tons at 0.39% of tungsten
oxide, 0.22% of molybdenite and
0.11% of bismuth.



To this tonnage should be added
19,000,000 tons, indicated by pre-
vious surface diamond drilling, with
a grade of 0.21% of tungsten oxide,
0.14% of molybdenite and 0.068%
of bismuth.

NORTH ZONE

Nothing has been done in this zone
during the last fiscal year.

Surface diamond drilling performed
in previous years had inferred the
following tonnages and grade:

12,500,000 tons at 0.241% tungsten
oxide, 0.08% molybdenite and 0.08%
bismuth,

and
2,600,000 tons at 0.42% tin, 0.077%

tungsten oxide, 0.05% molybdenite
and 0.06% bismuth.

Metals Production

Subsidiary companies Total 1975-76 Total 1974-75
CUPRA Pounds Value Pounds Value
Division D'Estrie Nigadoo *Ounces *Ounces
Copper 2475378 8,200,931 460,034 11,136,343 6,866,372 12,273,631 7,251,256
Lead 238,866 887,674 10,922,060 12,048600 2,499,677 9,934,068 1,978,904
Zinc 2,764917 5,781,839 10,850,723 19,397,479 6,970,424 20,506,205 8,061,450
Gold 394 1,387 — i 1,781 178,066 * 2,213 364,149
Silver 48,219 160,286 576,143 * 784,648 3,209,432 * 814,500 3,934,817
Cadmium 18,263 35,280 134,234 187,777 508,521 204,035 537,996
Bismuth 1,001 2,614 20,970 24 585 184,508 28,942 214,029
$20,417,000 $22,342,601



SULLIVAN MINING GROUP LTD. and its subsidiaries

(Incorporated under the Quebec Companies Act)

CONSOLIDATED BALANCE SHEET
August 31, 1976

ASSETS

CURRENT ASSETS

Cashandtermdeposits .............cciviiiirunennnctennunnns
Accountsrecelvable) -... i i coene s st e i s i

Marketable securities at cost (quoted market value :
1976 - $650,831 — 1975-8651,878) .........civvnmeniiianniinnns

Recoverable INCOMEBTRXES - .cuaie s s i sisias e e atiteins
Inventorles (Notes 1 BNA2) . :cum wwisnive s st s o st st asie
Prepald expenses (NOOB) ..........c..ccvemivreiiivennonncncnas

LONG-TERM INVESTMENTS (notes1and3) .....................

FIXED ASSETS (notes 1 and 6)

LandiBEiCOST i e s an e e s A e e e e e

Buildings, machinery and equipment at cost less accumulated depreciation
(1976 - $9,978,748 — 1975-89,163,060) .............cuurrenennnn.

DEFERRED EXPENDITURES (notes 1, 4, 6, 8 and 11)

LIABILITIES

CURRENT LIABILITIES

BanlGlOBN = urn st tir e e ST A A SR e S e
Accounts payable and accrued expenses .................00...n
Wagesand:salarioe Dayable! -« . suesmssmions i e s maaa i o
Chreboc MININGAUHIBE ... oo sianamisnos i o ot st estaral sttt &

LOANS AND ADVANCES FROM PARENT COMPANY
MINORITYAINTEREST .ol ol s oinsominiesete mtni sioissaassrmtuisisss | semsnisheiesaieisrael

SHAREHOLDERS' EQUITY

Capital stock (note 5)
Authorized: 20,000,000 shares without par value

Issued 1 B,400,0008hares .......c.covviiiiii i
Capltal surplus ........cooiinriniiiiiii i
Retained earnings-statement3 .............. ... ...l

Shares of Sullivan Mining Group Ltd. held by subsidiaries (note 5)

On behalf of the Board of Directors:

J. JACQUES BEAUCHEMIN, Director
J. GUY GAUVREAU, Director

1976

$ 3,305,520
53,804

706,418
111,406
5,847,127
234,149

10,258,424

864,613

111,175

6,118,420
6,229,595
21,048,547
$38.401,179

673,616
207,478
1,084

882,178

1,421,507

11,242,600
4,677,177

20,261,588

36,181,365

(83.871)
36,097,494
$38,401,179

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

STATEMENT 1

1975

$ 5,602,586
73,645

694,705
219,100
7,943,238
186,295

14718569

1,569,488

111,175

6,664,795
6,775,970
24,203,204
$47,268.231

$ 876,572
548,509
223,429

21,000
1,669,510
440,000

1,437,998

11,242,600
4,677,177
27,884,817
43,804,594

(83,871)
43,720,723
$47,268,231



CONSOLIDATED STATEMENT OF EARNINGS
Year ended August 31, 1976

VALUE OF PRODUCTION

Less: Costof reallzatlonandfrelght ..........ccocvvivineiinniiinsnnans

COST OF OPERATIONS

Miningand millIng . .....cnvirnvinarni ittt
Administrative and general expenses ...............coiann e oY

Depreciation of fixed assets and amortization of pre-milling

and deferred development ... ... ..ot

Additional amortization of pre-milling and deferred

development expenditures (note 1) .......... ..o

OPERATING LOSS .. .ii:iaisesn e sdaeisms s sosaame s oein susisisiaisis e

OTHER EXPENSES

Net expenses of closed and non operatingmines ........................
Amortization of outside exploration expenditures ........................
Amortization of cost of issue of debentures of a subsidiary ...............
Loss on sale and disposal of fixedassets ................coeiiiiiiiiinn.

OTHER INCOME

CustommillNg ......oociueneininrirreantnocranransasnsstaaccrsssssns
Intarestand dividends .. ... e e SvarEs iy s el s s sl B
Profiton aalas of INVEBMBNEE ... ... oe s ceias s sion s aislenion ieniajsns

LOSS BEFORE MINING DUTIES AND MINORITY INTEREST ...............
MINING DUTIES ......cccinsnrrssaesnnnnsssasisosaniasseivesassanasss

LOSS BEFORE MINORITY INTEREST .........ccoiiiiiiiiinnnnnnnneennn.

MINORITY INTEREST

Shareinlossof subsidiary ............cciiiiiiiiiiiiiiii
NET LOSS FOR THE YEAR ... .::s.cssaioniss S S S e s T T

NET LOSS PER SHARE (notes 1 and 5) ............ccoviiiuiiiiiinannnns

STATEMENT 2

1976 1975
$20,417,000 $22,342,601
10,171,367 10,244,239
10,245,633 12,098,362
10,340,583 8,364,490
536,489 462,170
4,530,268 4,492,772
15,407,340 13,319,432

2,559,375 —
17,966,715 13,319,432
7,721,082 1,221,070
88,401 116,649
177,226 418,384
1,333 1,333
10,936 136,045
277,896 672,411
7,998,978 1,893,481
16,017 134,383
416,260 793,305
1,428 49,786
433,705 977474
7,565,273 916,007
87,052 21,000
7,652,325 937,007
13,873 1,710
$ 7,638,452 935,297
$ 1.18 $ 0.14




CONSOLIDATED STATEMENT OF RETAINED EARNINGS

Y nded August 31, 1976
e - STATEMENT 3
_ 1976 _ 1975
RETAINED EARNINGS AT BEGINNING OF YEAR .......................... $27,884,817 $32,870,310
Adjustments resulting from the inclusion of subsidiaries which were not
previously included in consolidated statements and now included because
of principles of consolidation enunciated by CICA in March 1975 ............ — (3,506,999)
ADJUSTED RETAINED EARNINGS .......covveivrinnccstrannsstnenssanns 27,884,817 29,363,311
ADD
Prior years' income tax and other adjustments ............................. 44,668 126,729
27,929,485 29,490,040
DEDUCT
Net effect of accounting for investment in parent company
onithe equtYIMBhod | cnmmm oo ot i e s T R e o e % o 29,445 (166,934)
DI DA I i reneaoiol s o e e ST o A oRaTa s ore o S T B el sTelG e s — 836,860
Netlossfortheyear ...............ciiiiiiimiii e s 7,638,452 935,297
7,667,897 1,605,223
RETAINED EARNINGS/ATENDIOEYEAR: i i v snimamia e s i ammas $20,261,588 $27,884,817

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION
Year ended August 31, 1976

STATEMENT 4
1976 1975
WORKING CAPITAL AT BEGINNING OF YEAR .........c0oor $13,050,059 $15,313,653
SOURCE OF FUNDS
Proceeds from disposal of long-term investments
Reimbursementsof advances ............. ..., 690,000 -
Saleof sharesandrights .......... .. ... .. .. ... ... ... .. ... ... ... 1,672 —
Instalments on mortgages receivable . ............. ... ... 14,631 4,242
Proceeds from disposal of fixedassets ...................ccouiininii, 37,305 792,073
Loans and advances from parentcompany ................ooioiiii. — 440,000
Prior years' Income tax adjustments ..................... ..o 24,456 126,729
Net effect of dividends received from parent company resulting from
accounting for investment in parent company by the equity method ......... e 182,896
768,064 1,545,940

APPLICATION OF FUNDS

Netlossfortheyear ..... ... ...ooioiiiinniiee 7,638,452 935,297
Deduct: Items requiring no outlay of cash

Depreciation of fixed assets and amortization of pre-milling and

deferred development expenditures ................... .. .. ..., 4,530,268 4492772
Amortization of cost of issue of debentures ........................... 1,333 1,333
Amortization of outside exploration expenditures ...................... — 418,384
Additional amortization of pre-milling and deferred mine development
axpenditures [NOTE T)! « o: cnvesiin comss it o sie e a5 o o ers e e e eerer 2,559,375 —
Loasiondisposal of fIxedi@eBets: ..covaun v conmiimim vraiiss v i s 10,936 136,045
Profit on disposal of long-term investments ........................... (1,428) —
537,968 (4,113,237)
— 255,020
Additions to long-term investments ..................00 i 368,989 1,550,284
Additions to fixed 88SetS .. .........ciuiiiie 440,000 -
Reimbursement of loans and advances received from parent company ........ — 124,280
Outside exploration expenditures ..............ovueeeieroe e, 3,081,047 5,154,617
Pre-milling and deferred mine development expenditures ................... 13,873 1,710
Minority interest's share in loss of asubsidiary ........................... — 836,860
DIVIdenda PaI | e o 2 i e e et peaitimie e s iel e et ot aEerote el aret ot 4,441,877 3,809,534
DECREASE IN WORKING CAPITAL .. .uvtttee et eeeea e 3,673,813 2,263,594
WORKING CAPITAL ATEND OF YEAR . ...oieeeetaee e $ 9,376,246 $13,050,059
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
August 31, 1976
STATEMENT 5

Note 1 — Accounting Policies

A. Basis of Consolidation

The accompanying financial statements include, on a consolldated basis, the accounts of Sullivan Mining Group
Ltd. (the Company) and all of its subsidiaries including those that are at the exploration stage (Notes 4 and
1F (iii).

Sullivan's interest in its parent company, East Sullivan Mines Limited is accounted for on the equity method basis
due to the significant influence that it exercises on the parent company.

Certain subsidiary companies own shares In the Company. The carrying value of such shares has been deducted
from the Company's shareholders equity. Similarly the Company’s earnings per share has been calculated based
on the number of its shares outstanding after reduction for such intercompany holdings (note 5).

B. Valuation of Inventories

Mine products are valued at estimated realizable value and mining and milling supplies are valued at the lower
of cost determined on an average cost basis and possible amount of realization.

C. Valuation of other Investments

(i) Shares acquired as a result of development work are carried at nominal value.
(ii) Other investments are carried at cost.

D. Valuation of Fixed Assets

(i) Land is valued at cost.

(i) Buildings, machinery and equipment are shown at cost, fixed assets of Québec Lithium, a division of the
Company is carried at undepreciated capital cost amounting to $771,684 which is the value that manage-
ment estimates to be recoverable.

(iii) The residences situated in the Eastern Townships are shown at undepreciated capital cost amounting to
$85,689 that management estimates to be recoverable.

E. Deferred Expenses

(i) Preproduction expenditures and deferred mine development expenditures amount to $6,553,136 (1975 -
$11,334,159) for the producing mines and will only be recovered out of the proceeds of the ore bodies
under production less costs to produce and sell provided market conditions are favourable; the same
reserve applies to the expenditures of the mines at the exploration stage which amount to $12,964,008
(1975 — $11,330,595) the recovery of which is also subject to the bringing of these ore bodies to com-
mercial production.

(ii) The value at which the mining properties, the mining rights and concessions are recorded in the books
does not purport to represent their present or future value (Note 4).

F. Depreciation and Amortization

(i) Depreciation on buildings, machinery and equipment Is provided at rates varying between 5% to 15% per
annum on the stralght-line method.

(ii) Amortization of preproduction and deferred development expenditures is calculated on rates based on the
total tons of estimated ore reserves applied to the tons milled during the year.
An additional amount of amortization amounting to $2,559,375 is charged to operations in view of a down-
ward revision of the estimated ore reserves by 301,103 tons.

(i) Depreciation is not calculated on buildings, machinery and equipment of subsidiaries at the exploration
stage. The cost of these fixed assets amounts to $727,006 ($674,723 in 1975).

Note 2 — Inventories 1976 1975

These consist of:
Mining and milling supplies

Valued Bt COBT v v e e R e e I o o e e s e s TS $ 1,647,085 $ 2,028,649
Valued at possible amount of realization ............... ..ol 153,622 153,622
1,800,707 2,182,271

Concentrates at smelters and awalting shipment ................coooooinn. 4,046,420 5,760,967
$ 5,847,127 $ 7,943,238

Note 3 — Long-term Investments

The cost of the investment by the Company in the shares of East Sullivan Mines Limited, its parent company,
amount to $1,467,056 and is accounted for on the equity method (note 1). Accounting for this investment on the
equity method has resulted in the cost of the investment being charged to retained earnings and to affect re-
tained earnings by the earnings less dividends (note 5).

1976 1975
Other shares and dobenture8:8tCOBE =..iviniin s v o5 cvivain sl v e <s o $ 7652339 $ 765,583
Loans and otherindebtedness ............ccciiiiiiiiiiiiii s 99,274 803,905
$ 864,613 $ 1,569,488

These investments with a book value of $864,613 (1975 - $1,569,488) have no quoted market value. This value
is not representative of the realizable value.

9



Note 4 — Other Assets at Cost (notes 1 and 11) 1976 1975

Deferred expenditures
Operating mines

Cupra-D'EStHE MINES ......ovvvrresnnaseriennnnessnnnrrennnneerss $ 3,885,824 $ 5,518,213
Nigadoo River Mines Limited ...........oooonermmmmermrmremerrees 2,667,312 5,815,946
6,553,136 11,334,159
Mines at the exploration stage ...........oeovreermmrrenrrmemnnrnreerrees 12,964,008 11,330,595
19,517,144 22,664,754
Mining properties, claims and concessions (note 1E)
Operating mines
Cupra-DEStrie miNes .........ooeoneernnamnnamnnueennnemnreeees 196,051 196,051
Nigadoo River Mines Limited ...........oooviummreeannnreeeminnnreees 2 3 2
Mines at the exploration stage and others ...........ocovemevenirmeienes 1,335,350 1,341,064
1,531,403 153717
Ohars: - icumsmis e satismssm s sismaies T R LRIt 1 — 1,333
$21,048,547 §24,203,204
Note 5 — Shareholders’ Equity
The issued capital stock of the company is summarized below:
Authorized Issued
August 31, 1976 August 31, 1975
Class"A'"shares ..........ccieveeaenes 10,000,000 8,315,540 $11,129,558 8,336,080 $11,157,049
Class "B"shares .....:....ccensnvonnss 10,000,000 84,460 113,042 63,920 85,551

20,000,000 8,400,000 $11,242,600 8,400,000 $11,242,600

Less: the company's interest in its shares held

by subsidiaries .........cooeeiiiiiiiieiiiiiens 31,207 31,207
8,368,793 8,368,793
Less: shares held in East Sullivan Mines Limited (note 3) 1,888,471 1,888,471
6,480,322 6,480,322
During the year the following dividends were declared:
Clasg “A” = $0.108harE :.cseecuisni s ine vinisiamomoans $ — § 821589
Class “B"” - $0.085 a share plus 15% on undistributed
INCOME ...ooociniinnrnriiesnnsnnannnsnns — 18,411
Totall .« onision e nisasasatesisrios s cee s — 840,000
Less: Company'’s share of dividends paid to subsidiaries — 3,140
Net charge to retained earnings ..................... $ — $ 836,860

Class "A" and Class “B" shares are voting, convertible into one another on a share for share basis and rank
equally with respect to dividends and in all other respects. The only distinction between the two classes is that
the directors may specify that cash dividends on class B shares be paid first out of 1971 tax-paid undistributed
surplus on hand (as those expressions are defined in the Income Tax Act of Canada), with the result that Class
B dividends so paid will be less than the Class A dividends by the amount of tax paid thereon.

Note 6 — Income Taxes

(i) The net earnings of the Company and its subsidiaries is not taxable because they have claimed, for tax
purposes, capital cost allowance, amortization of preproduction expenditures, deferred development and
outside exploration expenditures in excess of amounts charged to earnings.

(ii) Furthermore, the Company and its subsidiaries had at August 31, 1976 further amounts available to reduce
future taxable incomes; the figures for 1975 have been modified.

1976 1975
Undepreciated capital COSt ........ooovimeiiiiiiiiii $ 7,657,235 $ 7,359,115
Outside exploration expenditures .......... ..o 4,361,760 4,333,256
Preproduction expenditures ...............oieeiiiiiiiiiiiii 4,938,286 : 5,431,487
Losses for iNCOMe taX PUIPOSES . ...vuevenenennrrrnmnoneaton e enss 1,768,908 720,140

(iii) The subsidiaries, at the exploration stage, have, as a Group, an amount of $8,648,386 (1975 — $6,299,903)
available to reduce their possible future taxable incomes or the Company's which might be earned from
mining operations or from investments; the figures for 1975 have been modified.

Note 7 — Pending Legal Procedure

Legal proceedings have been instituted against the Company whereby the plaintiffs are claiming 4/5 of the
340,000 escrowed shares of Sullipek Mines Inc. to be issued and allotted to Sullivan Mining Group Ltd. and
alternatively failing delivery of the claimed shares, the plaintiffs have claimed the sum of $1,000,000 of damages
against Sullivan Mining Group Ltd.

10



This litigation has arisen from an option granted by the Company to Terra Nova Explorations Ltd. on certain
claims situated in the Gaspé area of the Province of Québec. These proceedings have been contested and in the
opinion of the company's counsel they are ill-founded in facts and in law.

Note 8 — Chester Mines Limited

(i) The company, due to the economic and certain other conditions, ceased, temporarily, the development of
the Chester project as at August 31, 1975.

(i) The amount of prepaid expenses include a sum of $115,902 on deposit with the Province of New Brunswick
held “In Trust”, by that Province, as security for the observance and performance by Chester of its obliga-
tions to carry out and complete all work and measures deemed necessary by the Province to ensure that
there will be no contamination of soil and water as determined by the Province and to its satisfaction.

Note 9 — Contractual Obligations

According to the terms of a lease for office space, the Company is committed as at August 31, 1976 for an
amount of $157,247. The amount charged to expenses for the year ended August 31, 1976 amounted to $58,967
and the minimum amount payable for 1977 is $58,967.

Note 10 — Remuneration of Directors and Officers

The aggregate remuneration received by directors and officers of the Company amounts to $608,630 for the
year (8471,365 for 1975).

Note 11 — Events Subsequent to Year End

(i) Subsequent to the year end, on October 15, 1976, an action for $162,585 in damages and interests was insti-
tuted against the Company. These damages appear to be the result of an accident which occurred on
October 19, 1975.

Although the insurance company appeared in court through their counsellor, they are not admitting any
contractual obligation to Sullivan Mining Group Ltd. in regard to their coverage of third party liability. The
proceedings are at the preliminary stage.

(ii) The Board of directors at a meeting held on November 1, 1976 decided:
a) Not to pursue the proceedings in which the Company was claiming for its subsidiary, D'estrie Mining
Company Ltd. (No Personal Liability), a tax exempt period.
b) To cease mining operations of the Cupra-D'Estrie Mines located in the Eastern Townships, because of a
very severe set-back in the price of copper and increased operating difficulties.

c) The cost of closing down the two mines is estimated at $1,000,000 not taking into account the extra-
ordinary loss which will result from termination of operations.

The extraordinary loss, once the mining operations are terminated will be made up of the unrealizable
amount of fixed assets and the unamortized amount of deferred expenditures.

The book value of these assets as at August 31, 1976 are as follows:

Fixed assets less accumulated depreciation .............. ..., $ 2,149,725
Defarred axpendituresi(NOa)Y .. v v vshimmsn @ o st i s o SRR 3,885,824
Mining properties, claims and concessions (note 4) .................. ... ... ... 196,051

$ 6.231.600

(iii) At a meeting of the Board of directors held on October 29, 1976, it was decided to wind-up Weedon Mining
Company Ltd. (No Personal Liability) a wholly-owned subsidiary by transferring all the assets and all the
liabilities to the parent company.

AUDITORS' REPORT

To the Shareholders
Sullivan Mining Group Ltd.

We have examined the consolidated balance sheet of Sullivan Mining Group Ltd. and its subsidiaries as at
August 31, 1976 and the consolidated statements of earnings, retained earnings and changes in financial position
for the year then ended and have obtained all the information and explanations we have required. Our examina-
tion included a general review of the accounting procedures and such tests of accounting records and other sup-
porting evidence as we considered necessary In the circumstances.

In our opinion, subject to the recovery of deferred expenditures and, the realization of investments and
advances as referred to in notes 1, 3 and 4 and according to the best of our information and the explanations
given to us and as shown by the books of the companies, these consolidated financial statements present
fairly the financial position of the companies as at August 31, 1976, the results of their operations and the
changes in their financial position for the year then ended, in accordance with generally accepted accounting
principles applied on a basis consistent with that of the preceding year.

MAHEU, NOISEUX & ASSOCIES
Chartered Accountants
Montreal, November 10, 1976
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