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DIRECTORS’ REPORT TO THE SHAREHOLDERS

On behalf of the Board of Directors | am
pleased to submit the forty-fourth Annual Report
of the Company, together with the audited finan-
cial statements for the year ended December 31,
1977,

INCOME

Income in 1977 from continuing operations
was $6,361,000 or $1.82 per share compared
to $7,305,000 or $2.09 per share in 1976.
Income from discontinued operations was
$113,000 in 1977 compared to $45,000 in 1976.
Net income for 1977, including a gain of
$1,982,000 on the exchange of shares of Moly-
corp, Inc. for shares of Union Qil Company of
California, was $6,474,000 or $1.85 per share,
compared to net income in 1976 of $7,350,000
or $2.10 per share.

The Company sold, in a private transaction
on April 3, 1978, all of its 201,859 shares of
Kawecki Berylco Industries, Inc. at $29 per
share. The sale resulted in a net gain of ap-
proximately $2,900,000, equal to $0.83 per
share and will be reflected in income for the
second quarter of 1978.

For information about the source of the
Company's revenues, see the Financial State-
ments and the Summary of Operations in this
Annual Report.

DIVIDENDS

Two cash dividend payments of $0.25 each
per share were made on April 11 and October
11, 1977. Further dividends are payable as,
when and if, declared by the Board of Directors.

OPERATIONS

The Brazilian joint venture, Companhia Bra-
sileira de Metalurgia e Mineracao (CBMM), in

which Pato has a 16.5% interest, reported lower
sales and earnings due to lower demand in the
steel industry, particularly pipelines, and to in-
creased production by two competitors. CBMM
produces and markets columbium concentrates
and ferrocolumbium from a columbium ore de-
posit located near Araxa, State of Minas Gerais,
Brazil. Columbium is used as an alloying agent
to strengthen steels. Such steels are utilized
in growing quantities in automotive, pipeline and
structural applications. In automobiles these
steels are used for weight reduction and safety.
Columbium additions to steels for arctic-pipeline
use promote increased strength and toughness
at low temperatures. Demand for ferrocolum-
bium is cyclical and is affected by competition
from vanadium for steel applications. Divi-
dends, before withholding taxes, received in
1977 from CBMM totaled $2,452,000, compared
to $2,663,000 in 1976.

Effective December 31, 1976, the Company
decided to discontinue the operations of its
wholly-owned subsidiary, Consolidated Pur-
chasing and Designing, Incorporated (CP&D).
Through CP&D Pato provided consulting, engi-
neering, designing and purchasing services for
dredging and mining operations. CP&D was
sold in May 1977.

The Company recently acquired interests in
hotels and resort facilities through Island Gem
Enterprises, Ltd. N.V., a Netherlands Antilles
corporation, in which it had a 7.6% interest at
December 31, 1977. Additional purchases in
1978 increased the Company's interest to
16.3% with a total cost of $823,467.

EXPLORATION

CBMM continued its active exploration pro-
gram in Brazil and obtained several mineral ex-



ploration rights as a result of this program: a
columbium prospect in the State of Goias and
three titanium prospects in the State of Minas
Gerais. Primary emphasis is being given to the
continued evaluation of one of the titanium
properties, at which substantial mineralization
has been established, but which requires fur-
ther feasibility studies including metallurgical

Hamilton, Bermuda
April 4, 1978

test work and pilot plant testing to determine
whether the material can be concentrated eco-
nomically.

Pato wishes to expand its mining operations
through other ventures and reviews properties
and presentations of exploration ventures which
become available.

On behalf of the Board,

John S. C. Goold
President and Managing Director

of the other auditors.

Hamilton, Bermuda
January 31, 1978

REPORT OF INDEPENDENT ACCOUNTANTS
TO THE SHAREHOLDERS OF PATO CONSOLIDATED GOLD DREDGING LIMITED

We have examined the balance sheets of Pato Consolidated Gold Dredging Limited
as of December 31, 1977 and 1976, and the related statements of income and retained
earnings and of changes in financial position for the years then ended. Our examinations
were made in accordance with generally accepted auditing standards and accordingly
included such tests of the accounting records and such other auditing procedures as we
considered necessary in the circumstances. We did not examine the financial statements
of Consolidated Purchasing and Designing, Incorporated, a wholly-owned subsidiary
included in discontinued operations, which statements reflect a loss of $138,000 in 1976.
These statements were examined by other auditors whose report thereon has been fur-
nished to us, and our opinion expressed herein, insofar as it relates to amounts included
for Consolidated Purchasing and Designing, Incorporated, is based solely upon the report

In our opinion, based upon our examinations and the report of other auditors, the
financial statements present fairly the financial position of Pato Consolidated Gold Dredg-
ing Limited at December 31, 1977 and 1976, and the results of its operations and the
changes in its financial position for the years then ended, in conformity with accounting
principles generally accepted in the United States of America consistently applied.

PRICE WATERHOUSE & CO.
Chartered Accountants




PATO CONSOLIDATED GOLD DREDGING LIMITED

STATEMENTS OF INCOME AND RETAINED EARNINGS

REVENUES
Equity in net income of Brazilian joint venture (Note 4) . ..
Gain on sale and exchange of marketable securities (Note 3)
Interest INGOMIS: i« i ¢ cie v & ¢ v a5 & & ¢ prses & 4 ¢ gt
Dividends and other income ........................

EXPENSES
Administrative and general .........................
Interest ..o

Income from continuing operations before income taxes . ..
Provision for income taxes (Note 6) ....................
Income from continuing operations . ...................

(Loss) from discontinued operations, net of applicable in-
comeitaxes (NOteI2) e, o o ¢ 5 mommes 5 5 5 womes ¢ 2 & e

Gain on sale or disposal of assets (Note 2) .............,

Deduct: Dividends ($0.50 per share in 1977 and $1.18 in 1976)
Retained earnings, end of year ........cocvvnevevnnnn.

Income per share:
Income from continuing operations . .................,
(Loss) from discontinued operations ... ...............
Gain on disposal of assets . ........................
Net INCOME . v v ¢ & saisierss &5 & EREEE S 5 1 Sthermnesn s o ot sae

For the Years Ended December 31

1977

$ 4,003,230
3,358,902
96,280

534,648
7,993,060

369,142
165,816
1,077

536,035

7,457,025

1,095,598
6,361,427

112,597

112,597

6,474,024

20,790,602

27,264,626

1,751,185
$25,513,441

$ 1.82

——

0.03

$ 1.85
3,502,370

1976

$ 5,210,530
3,434,933
203,333
301,283

9,150,079

439,473
77,066
119,266

635,805

8,514,274

1,209,570
7,304,704

(167,319)

212,417

45,098

7,349,802
17,560,448

24,910,250

4,119,648

$20,790,602

$ 2.09
(0.05)
0.06

$ 2.10
3,502,459



PATO CONSOLIDATED GOLD DREDGING LIMITED
BALANCE SHEETS

ASSETS

CURRENT ASSETS
CASH coisianie s o wnssnsne = & & o dsmthass % x o salsinse s 4 % o FSrtaLe o

Investment in securities, at lower of cost or market
(Notas 3 and: BY ...... . 5 - s 5 o5 fowiaea 6 7 3 et 5 v ¢

Oiher receivables s« o o v pames 5 5 v o v 7 5 5 SEEes 5 4
Total clrrent ASSBlS « secamn & & 4 v EEErc & & & SRS ¥ & 3

INVESTMENT IN SECURITIES, at lower of cost or market
(Notes 3and 5) .....ooiiiiiii i

INTEREST IN BRAZILIAN JOINT VENTURE (Note 4) .......
NET ASSETS OF DISCONTINUED OPERATIONS (Note 2) ..
OTHER: ASSETS & sovgeyss ¢ 5 & peisiann § 7 5 0l % 2 § Sy 5 2 s

LIABILITIES AND SHAREHOLDERS’ EQUITY

CURRENT LIABILITIES
Bank 1oan (Nate! BY e o o swmsass o m = o wompagions 1 o 2 sosisings
Accounts Payable’ . st s v o ommieeis + o sameonse ¢ 4 5 st B
Total current liabilities . ... ...
DEFERRED INCOME TAXES (Note 6) ..................

SHAREHOLDERS' EQUITY

Share capital
Authorized—5,000,000 shares of $1 each. . ..

SHATS PIBMIUMS = summns = o » w3 % = sonwaso % x5 s 3 2 -
Retainet] CamMHiMGSi s s o = o o o o o st o wa 4 s o o s
Shareholders' equity before valuation allowance ........

Net unrealized loss on noncurrent marketable equity
securities (share of Brazilian joint venture
unrealized loss) (Note 4) ........ ..o,

Shareholders” BOUItY ..5: 5 s comm e s s pamara s ¢ & Sammes

$5,000,000
Issued and fully paid—3,502,370 shares ..............

December 31

1977

$ 134,253

816,582
57,915
1,008,750

24,894,361
10,167,578

449,085

$36,519,774

$ 5,300,000

140,808

5,440,808
365,390
5,806,198

3,502,370
2,764,655
25,513,441
31,780,466

(1,066,890)
30,713,576
$36,519,774

1976

$ 306,894

40,741
347,635

19,041,085
8,677,070
301,865
8,310

$28,375,965

$ 1,900,000
80,545

1,980,545

343,864

2,324,409

3,502,370
2,764,655
20,790,602
27,057,627

(1,006,071)
26,051,556
$28,375,965



PATO CONSOLIDATED GOLD DREDGING LIMITED

STATEMENTS OF CHANGES IN FINANCIAL POSITION

FINANCIAL RESOURCES WERE PROVIDED BY:
Income from continuing operations ............... oot
Add (deduct) items included in income not affecting
working capital:
Equity in undistributed net income of Brazilian
TOINT VENIUTE: vt tn s 2 S i & 5 5 Babones & 55 2 Huemarie o
Gain on sale of securities . .......................
Net increase in deferred taxes . ...................
Working capital provided by continuing operations ........
Working capital (decrease) resulting from dispositions
OF :ASSBST w5 vt 5 ¢ 2 R Y 2 SRR S B A 8
Working capital (decrease) resulting from loss from
discontinued operations . ........... .. .. .. ... . ...,

Working capital provided by continuing and discontinued
OREFETIONS: & = 5 v ooz s ) o W s nsse gl TSRS & BL5 TiaEss s 1

Proceeds trom saleof securities s -« vvomenn s v s s vvomn: is
Exchange of Molycorp, Inc. shares .....................

Reclassification of investment securities . ................
Reduction of long-term notes receivable ................

Other—net ... e e

FINANCIAL RESOURCES WERE USED FOR:

Dividends ipaid s v aw smmens o ¢ oeesi v ¢ ¢ o EREE 55 ¢ 3
Purchases iof SECUMLIES « . v uumrmi s s 5005 5 ¢ 5 5 seitii on v n
Exchange of Molycorp, Inc. shares .............. .. .....

Reduction of other liabilities ... .......................
Total working capitalused ............................
(Decrease) in working capital .........................

CHANGES IN WORKING CAPITAL
INCREASE (DECREASE) IN CURRENT ASSETS
BESIT & S 0B005 5 5 o emsarmernn s o e, o ST &4

Current portion of notes receivable . .............. ... ..
Other receivables . ..t v i s srmmes £ 5 5 95 « 2 5 o siosiere o

(INCREASE) DECREASE IN CURRENT LIABILITIES

Bank loan ...
Accolntsipayable . e : o3 sammmes & 1 ¢ SORTTRE £ 55 Sorsirie e a
ACCIUS 18XOS! , ;v i & & & sEa55 & £ 5 % 5.5 imie = o o soamrrsions o v s

For the Years Ended December 31

1977

$ 6,361,427

(1,551,327)
(3,358,902)
21,526

1,472,724

405,478

405,478

1,878,202
4,435,342
2,804,281

816,582

(31,790)

9,902,617

1,751,185
8,146,299
2,804,281

12,701,765
$(2,799,148)

$ (172,641)

816,582

17,174

661,115

(3,400,000)
(60,263)

(3,460,263)
$(2,799,148)

1976

$ 7,304,704

(2,525,741)
(3,434,933)
6,739

1,350,769

(605,169)

(115,739)
(720,908)

629,861
10,424,520

3,493,566
29,735
14,577,682

4,119,648
12,820,741

1,141,886
18,082,275
$ (3,504,593)

$ (77,607)
(11,316,073)

(2,000,000)
(1,437,063)
(281,621)
(15,112,364)

10,400,000
715,968
491,803

11,607,771

5 (3,504,593)



PATO CONSOLIDATED GOLD DREDGING LIMITED

NOTES TO FINANCIAL STATEMENTS
for the years ended December 31, 1977 and 1976

NOTE 1 — SUMMARY OF
SIGNIFICANT ACCOUNTING POLICIES

Pato Consolidated Gold Dredging Limited is
64.4% owned by Pacific Holding Corporation.

During 1976 Pato Consolidated Gold Dredg-
ing Limited changed its domicile to Bermuda
through the formation of a subsidiary to which
it sold all of its assets in exchange for the sub-
sidiary’s shares.

The accompanying financial statements which
have been prepared in conformity with account-
ing principles generally accepted in the United
States of America are presented in United States
dollars.

Discontinued Operations

Amounts applicable to discontinued opera-
tions are presented separately in the statement
of income and at estimated realizable value in
the December 31, 1976 balance sheet.

Interest in Brazilian Joint Venture

The Company, together with another United
States corporation, exercises significant influ-
ence over the operations of its Brazilian joint
venture, Companhia Brasileira de Metalurgia e
Mineracao (CBMM), which is engaged in pro-
ducing and marketing columbium concentrates
and ferrocolumbium. Accordingly, the invest-
ment in CBMM is carried on the equity basis.

Investment in Securities

The Company’s investments in securities are
comprised of marketable equity securities and
other securities. Current and noncurrent mar-
ketable equity securities are carried at the lower
of aggregate average cost or aggregate market
value. The amount by which the aggregate cost
of noncurrent marketable equity securities ex-
ceeds the aggregate market value together with
the Company's share of a similar provision re-
corded by its Brazilian joint venture is recorded

as a reduction of shareholders' equity. An ex-
cess of aggregate cost over aggregate market
value of marketable securities expected to be
disposed of within one year and classified as
current assets would be charged to income.
Other securities are carried at cost.

Income Taxes

The Company is not subject to income taxes
in Bermuda. Deferred taxes are provided for
withholding taxes expected to be payable upon
anticipated remittances of the undistributed
earnings of the Company’s Brazilian joint ven-
ture. Taxes are also provided for withholding
taxes on interest and dividend income from in-
vestments and U.S. income taxes are provided
for the Company's wholly-owned subsidiary
which was included in discontinued operations
through the date of disposition.

NOTE 2 — DISCONTINUED OPERATIONS

In 1974 the Company sold its Colombian
mining assets for $16,000,000 at a gain of
$7.,264,330 net of related income taxes. Of the
total proceeds $12,000,000 was payable in in-
stallments through 1979. During 1976 the re-
maining installments of $5,493,566 were pre-
paid. In the fourth quarter of 1976 the Company
recorded a credit of $684,417 representing a
reversal of prior tax accruals no longer needed,
less the write-off of certain remaining assets
of the Colombian branch in liquidation and
considered unrecoverable.

Effective December 31, 1976 the Company
decided to discontinue in 1977 operations of
its wholly-owned subsidiary, Consolidated Pur-
chasing and Designing, Incorporated (CP&D)
a mining consulting and engineering company.
CP&D was sold in May 1977. During 1977 funds
were received pertaining to certain assets of
CP&D previously written down. The recovery
is presented as a gain on the disposal of assets
of discontinued operations.



A summary of financial data related to discontinued operations is as follows:

Colombian
Branch CP&D Total
1977
Netgainonsaleofassets ................... $ — $ 112,597 $ 112,597
1976
Revenues ............ ., $ 39,750 $ 327,367 $ 367,117
(Loss) from operations, net of income tax benefit
Of BB2UO0N n = s wamvsing 1 v 5 e o o s $ (29569) § (137,750) $ (167,319)
Net gain (loss) on sale or disposal of assets:
Adjustment of gain on sale originally recorded
N 1974 . ... $ 684,417 $ = $ 684,417
Provision for (loss) on disposal of assets .. ... (472,000) (472,000)

5 684,417 $ (4720000 §$ 212,417

NOTE 3 — INVESTMENT IN SECURITIES
The noncurrent portfolio of securities held at December 31, 1977 and 1976 comprises the following:

Number of Quoted
Shares or Market
Companies Face Amount Cost Value
1977
Marketable equity securities
(carrying value-cost):
Brandywine SportsInc. .................... 50,720 $ 150,995 $ 165,000
Canadian International Power Co. Ltd. ........ 23,100 27,389 26,000
Canal Randolph Corp. .................... 8,900 91,265 102,000
General American Qil Company of Texas .. ... 66,126 1,522,947 2,091,000
Inspiration Consolidated Copper Company . .. 54,800 1,501,158 1,021,000
Kennecott Copper Corporation ............. 134,100 4,482,005 2,984,000
Lomas & Nettleton Financial Corp. .......... 18,800 192,356 183,000
RLC Corp. « i 380,400 2,382,477 3,994,000
RepublicCorp. .. ... 26,300 285,445 286,000
The Rouse Company ...............c.c.o.... 440,500 2,060,884 3,414,000
TIBOT cccivins © o « = cwwrsming 5 5 ¢ o 65 5 5 § 5 Harang 3 313,100 6,599,586 5,910,000
Union Oil Company of California ............ 50,301 2,804,281 2,660,000

22,100,788 22,836,000

Other securities (carrying value-cost):
Kawecki Berylco Industries, Inc. ............ 194,559 2,793 573 3,429,000
$24,894,361 $26,265,000

1976
Marketable equity securities
(carrying value-cost):

Ex-Cell-O Corporation .................... 35,400 $ 1,090,853 $ 912,000
General American Oil Company of Texas .. ... 33,063 1:522947 2,025,000
Inspiration Consolidated Copper Company . ... 43,800 1,245,648 1,161,000
Kennecott Copper Corporation .............. 134,100 4,482,005 3,721,000
R O O o e N 253,600 2,533,472 2,726,000
The Rouse Company ..................... 440,500 2,060,884 2,092,000
Wyman-Gordon Company ................. 103,860 1,855,722 2,960,000
Sitkin Smelting & Refining Co. .............. 7,800 20,052 13,000

14,811,583 15,610,000

Other securities (carrying value-cost):

MOIYeOorp, INC: = : . smsn o o & 2 2 % 2 o areonn 48,600 821,840 1,895,000
Kawecki Berylco Industries, Inc. ............ 183,259 2,591,080 2,886,000
RLC 6% % convertible debentures .......... $1,266,000 816,582 956,000

4,229,502 5,737,000

$19,041,085 $21,347,000




On July 29, 1977 the Company exchanged all
shares of Molycorp, Inc. held for 50,301 com-
mon shares of Union Oil Company of California.
The shares received have been valued at $55.75
based on market quotations resulting in an un-
realized gain of $1,982,441.

At December 31, 1977 and 1976 the aggre-
gate market value of the Company’s portfolio ex-
ceeded cost; the valuation allowances charged
to shareholders’ equity represents the Com-
pany's share of the valuation reserve recorded
by the Brazilian joint venture.

Subseqguent to December 31, 1977 the Com-
pany's investment securities carried in current
assets at $816,582 were sold at a gain of
$512,718.

The gross unrealized gains were $3,557,987
and $1,830,669 and gross unrealized losses
were $2,822,775 and $1,032,358 in the Com-
pany’s noncurrent marketable equity securities
at December 31, 1977 and 1976, respectively.
At January 31, 1978 the market value of the mar-
ketable equity securities held at December 31,
1977 was $21,611,000.

Securities carried at $25,711,000 and
$1,207,000 have been pledged as collateral for
the Company’s bank loan at December 31, 1977
and December 31, 1976, respectively.

NOTE 4 — INTEREST IN BRAZILIAN
JOINT VENTURE

The Company has a 16.5% interest in Com-
panhia Brasileira de Metalurgia e Mineracao
(CBMM). The amounts carried in the balance
sheet at December 31, 1977 and 1976 include
the cost of the investment plus equity in the un-
distributed earnings of the joint venture since
acquisition, less equity in CBMM's unrealized
loss on marketable equity securities. Dividends
of $2,451,903 and $2,663,295 before withhold-
ing taxes were received in 1977 and 1976,
respectively.

The Company's interest in CBMM is as

follows:
1977 1976

$10,167,578 $8,677,070
$ 4,003,230 $5,210,530

Equity in net assets ...

Equity in net income ...

Provision for with-
holding taxes ......

Net equity in CBMM's
income ........... $ 3,087,230 $4,098,927

916,000 1,111,603

Condensed financial statement data for
CBMM is as follows:

1977 1976
Assets ............. $68,567,000 $58,301,850
Liabilitias' . :.w con o 6,947,000 5,713,550
Net assets .......... $61,620,000 $52,588,300
Net income: ... e - $24,262,000 $31,578,970

The net foreign currency translation loss in-
cluded in CBMM's net income amounted to
US$6,043,000 in 1977 and US$5,510,259 in
1976.

Withholding taxes expected to be payable on
anticipated remittance of CBMM's undistributed
earnings are included in deferred income taxes.

NOTE 5 — BANK DEBT

During 1977 maximum short-term borrowings
were $5,300,000. The daily average of such
borrowings was $2,179,000 at a weighted aver-
age interest rate of 7.6%. The interest rate on
borrowings outstanding at December 31, 1977
was 8.25%.

During 1976 the maximum short-term borrow-
ings were $12,300,000. The daily average of
such borrowings was $1,093,000 at a weighted
average interest rate of 7.0%.

Bank loans outstanding at December 31, 1977
are secured by all investment securities. There
are no compensating balance agreements be-
tween the Company and the bank.

NOTE 6 — INCOME TAXES

The provision for income taxes on continuing
operations in 1977 and 1976 comprises the
following:

1977 1976
Current provision for
income taxes ....... $1,074,072 $1,202,831
Deferred provision for
1aXes 5 san v avs amy o 21,526 6,739

$1,095,598 $1,209,570




NOTE 7 — QUARTERLY FINANCIAL INFORMATION — UNAUDITED
(in Thousands)

1st 2nd 3rd 4th
Quarter  Quarter  Quarter Quarter

1977

ReVENUES .. ... ... $1,265  $1,504 $3,854  $1,370
EXDONSES w2 & st & 5 5 2 Sarions 3§ ARl 4 5 5 5e 93 157 113 173
Income from continuing operations before income taxes 1,172 1,347 3,741 1,197
Provision for income taxes ....................... 244 177 436 239
Income from continuing operations ................ 928 1,170 3305 958
Income from discontinued operations, net of applicable

INCOTNEARKES & & . oo & 5 5 & sioferia & 3 4 o armao s & & & B — 101 - 12
Net INCOMEe . ..o e $ 928  §1,271 $3,305 $§ 970
Income pershare ....... ... ... ... .. .. ... ... $0.27 $0.36 $0.94 $0.28

1976

Revenues ....... ... $1,268 $4,503 $1,753 $1,626
EXPBNSES it i v v vvviioin e e e s e o s e e 124 95 157 260
Income from continuing operations before income taxes 1,144 4,408 1,596 1,366
Provision for income taxes ....................... 317 357 337 198
Income from continuing operations ................ 827 4,051 1,259 1,168
Income (loss) from discontinued operations, net of

applicable income taxes . .................u.... (21) (30) (46) 142
NELIMBOMIB - - cowsmn s s v smas s 5 5 5 FLERES 3 5§ RUTT $ 806  $4,021 $1,213  $1,310
[neome: PerSas s 5 & v emmn & & & 5 EEGSH R b A $0.23 $1.15 $0.35 $0.37

NOTE 8 — EVENT (UNAUDITED) SUBSEQUENT TO DATE OF
THE REPORT OF INDEPENDENT ACCOUNTANTS

On March 22, 1978 the Company announced that it had agreed to sell for cash all of its interest
in Kawecki Berylco Industries, Inc. to Cabot Corporation at a price of $29.00 per share. The trans-
action was consumated on April 3, 1978 and resulted in a net gain of approximately $2,900,000,
equal to $0.83 per share.



SUMMARY OF OPERATIONS (Not covered by Auditor's report)

REVENUES
Equity in net income of
Brazilian joint venture.

Gain (loss) on marketable
securities, including
reserve for possible
loss of $1,479,629
in 1974 (Note A) ... ..

Interest income ........

Foreign currency transla-
tion gain (loss) ... ...

Dividends and other
income

EXPENSES

Administrative and
general

Interest
Exploration

Provision for income taxes .

Income from continuing
operations . ...........

Income (loss) from discon-
tinued operations, net of
applicable income taxes
(Note B)

Net gain on sale or disposal
of assets, net of
applicable income taxes
(Note B)

Netincome ... .. i ssmess &

Income per share:

Income from continuing
operations

Net income ...........

Average number of shares
outstanding =z - i « vy

Dividends per share . ... ..

1977 1976 1975 1974 1973
$4,003,230  $5,210,530  $2,125,785 $ 3,282,358  $2,738,237
3,358,902 3,434,933 (983) (1,301,596) =
96,280 203,333 795,032 603,621 —
- 12,306 (33,676) (70,394) 1,812
534,648 288,977 490,800 250,526 274,148
7,993,060 9,150,079 3,376,958 2,764,515 3,014,197
369,142 439,473 356,314 254,769 178,416
165,816 77,066 61,963 125,462 132,220
1,077 119,266 103,708 215,810 103,233
536,035 635,806 521,985 596,041 413,869
7,457,025 8,514,274 2,854,973 2,168,474 2,600,328
1,095,598 1,209,570 684,226 539,259 359,376
6,361,427 7,304,704 2,170,747 1,629,215 2,240,952
— (167,319) 17,568 1,168,445 1,543,542
112,597 212,417 — 7,264,330 =
$6,474,024  $7,349,802 $2,188,315 $10,061,990  $3,784,494
$1.82 $2.09 $0.62 $0.47 $0.64
$1.85 $2.10 $0.62 $2.87 $1.08
3,502,370 3,502,459 3,502,500 3,602,500 3,502,500
$0.50 $1.18 50.45 $0.51 $0.20
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Notes to Summary of Operations (Not covered by Auditor's report)

(A) On July 29, 1977 the Company exchanged all shares of Molycorp, Inc. held for 50,301 common
shares of Union Oil Company of California. The shares received have been valued at $55.75
based on market quotations resulting in an unrealized gain of $1,982,441.

(B)In 1974 the Company sold its Colombian mining assets for $16,000,000 at a gain of $7,264.330
net of related income taxes. Of the total proceeds $12,000,000 was payable in installments through
1979. During 1976 the remaining installments of $5,493,566 were prepaid. In the fourth quarter
of 1976 the Company recorded a credit of $684,417 representing a reversal of prior tax accruals
no longer needed less the write-off of certain remaining assets of the Colombian branch in
liquidation and considered unrecoverable.

Effective December 31, 1976 the Company decided to discontinue in 1977 operations of its wholly-
owned subsidiary, Consolidated Purchasing and Designing, Incorporated (CP&D) a mining con-
sulting and engineering company. CP&D was sold in May 1977. During 1977 funds were received
pertaining to certain assets of CP&D previously written down. The recovery is presented as a
gain on the disposal of assets of discontinued operations.

A summary of financial data related to discontinued operations is as follows:

Colombian
Branch CP&D Total
1977
Mel.gainionsale of @ssets ..o « s swvisns & & & gown § - $ 112,597 $ 112,597
1976
Revenues ..., $ 39,750 $ 327,367 $ 367,117
(Loss) from operations, net of income tax benefit
OF$62:000 5555 5 5 59mmn 8 555 Soribimdn 5 8 funi e o $ (29,569) $(137,750)  $ (167,319)
Net gain (loss) on sale or disposal of assets:
Adjustment of gain on sale originally recorded
ol = U $ 684,417 $ - $ 684,417
Provision for (loss) on disposal of assets ...... — (472,000) (472,000)
$ 684,417 $(472,0000 $ 212,417
1975
BOVERUES: & « ¢ wowemans 5 § 1 5 cesingg 53 5 5 S S 2000 s $ 76,902 $ 531,820 $ 608,722
Income (loss) from operations net of income tax
R STO000 25005 5 « « & ommimmes 2.5 =+ worsmsnre o o5 s $ (83,347) $ 100,915 $ 17,568
1974
Revenues ...... ... ... i $4,029,515 $ 332,873 $4,362,388
Income from operations, net of income taxes of
DTBLI000 ovcmns u 5 5 3 samanm 65 2 Aaeihmi § 4 omemos $1,136,662 $ 31,783 $1,168,445
Gain on sale of Colombian assets, net of income
taxes of $915,000 .. ....... ... .. ... ... .. $7,264,330 5 — $7,264,330
1973
Revenues ............ ... i, $5,441,702 $ - $5,441,702
Income from operations, net of income taxes of
GEOB 00D . < ;5 5 pwvees 53 5 § BT § 3§ Siie o o $1,543,542 $ - $1,543,542




Management Discussion and Analysis of Operations

1977-1976

The decline in earnings for 1977 resulted from (1) a decrease in equity in earnings of CBMM due
to reduced volume in the steel industry, particularly pipelines, and to increased columbium produc-
tion by two competitors, (2) lower interest income due to the fact that the balance of the long-term
receivable from the sale of the Colombian operations was paid in full at the end of March 1976,
(3) lower realized gains on sale of securities in 1977 which were, however, offset partially by a gain
of $1,982,000 on the exchange of shares of Molycorp, Inc. for shares of Union Qil Company of
California as a result of the merger of Molycorp into Union Qil on July 29, 1977, and (4) an increase
in interest expense reflecting the higher level of bank borrowings in 1977. The decline was partially
reduced by (1) an increase in dividend income, (2) a decrease in administrative and general expenses
from 1976 which included costs in connection with relocation to Bermuda, (3) a decline in exploration
expenditures, and (4) a lower provision for income taxes in line with the decrease in the equity in
earnings of CBMM. See Note 8 to Financial Statements for a gain realized in 1978.

1976-1975

The improvement in the earnings for 1976 was principally due to (1) increased equity in the earn-
ings of CBMM reflecting increased demand for columbium and rising prices reversing the decline
in the prior year, and (2) substantial capital gains on sales of marketable securities. This improve-
ment was reduced by (1) lower interest income as notes receivable were prepaid in March 1976,
(2) decreased dividend income, (3) increased administrative and general expenses including costs
in connection with relocation to Bermuda, and (4) increase in taxes on equity in net income of CBMM.

1975-1974

The decline in earnings for 1975 results from (1) lower equity in earnings of CBMM in line with
the general decline in economic activity, (2) the continuing inflationary increase in administrative
and general expenses including legal expense related to the proposed relocation to Bermuda,
(3) higher income taxes, and (4) substantially no income from discontinued operations. The decline
was offset by (1) higher interest income, (2) higher dividends reflecting the increased holding of
marketable securities, and (3) a decline in exploration expenditures.

1974-1973

The substantial improvement in earnings for 1974 was attributable to (1) increased equity in the
earnings of CBMM reflecting the continuing increase in demand for columbium for the production of
high-strength, low-alloy steels, (2) interest income on notes receivable relating to the sale of the
Colombian mining assets, and (3) the non-recurring net gain realized on the sale of the Colombian
mining assets. This increase was partially offset by (1) a reserve of $1,480,000 for the impairment
of the Company’s investment in Chicago, Rock Island and Pacific Railroad Company, (2) rising
administrative and general expenses due to inflation, (3) an increase in exploration expenses, (4) an
increase in income taxes, and (5) lower income from discontinued mining operations in Colombia
which were sold during 1974.
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