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during such a short pens
reflects the 1 financial

strength of the company.
%‘cdemi:a!ron and ex-

pansion of existing operations,
to enhance productivity and
cost etfecriveness. The corpora-
non spent $48 million on capital
HBPIOVCINENES at 1S vanous
businesses during the year, up
from $40 million m 1983 Ot

ticular importance, Genstar

te in the year entered into nego-

tiations with Burd Incorporated
to acquire seven addinonal roof-
ing manufacturing plants. That
acguisition was completed in
February and includes rights to
certain Bud trade names. This
will roughly double Genstar's
shave of US. roofing markets
and permit cconomies of scale
that should sigmificantly reduce
production and distribution
COsts

Cthe divestiture of businesses
that were providing marginal
retLIns on assets med,
Genstar closed its homebuilding
operations in Western Canada
and Texas late in the year and is
now redirecting its real estate
resources woward more promis:
ing land and commeraial devel-
opment opportunitics. The
company's marine salvage and
shipdocking operation in East-
ern Canada was also sold dur-
ing the vear.

Dla 15 pereent increase in the
dividend rate. In the fourth
quarter, Gonstar raised the
annual rate for common divi-
dends to $ 100 per share,

Outlock

Genstar wday 15 a thicantly
different company than it was
at the beginning of the 19% |52
recession. (For a briet history of
s evolutie n and related bust-
ness philosophies, please see the
Genstar Operations section on
pages 4 and 5.

The corporation’s balance
sheet and financial position are
much stronger as a result of
lower debit, improved cash flow,
and reduced opersting and over
head expenses.

Diversificaton into waste and
financial services businesses

has also given Genstar a more
comsistently stable source of
earnmings. Equally important,
aperational and organizational
improvements at bualding ma-
wrials and real estate operations
have enhanced their potential
for growth under healthy ccono-
mic conditions, while offering
greater protection from severe
reversals in difficult times.

As a result of these changes,
the company feels its long-term
prospects have improved signifi-
cantly It feels confident that
EXIStng aperations are strategt-
cally attuned to current and
proiected regional economic con-
ditions and that it can comfort-
ably pursuv new opportunities
for expansion.

Censtar 1s also encouraged by
developments occurning outside
the mmpanuthhe uUs. c.uh.mzmv
continues to L
cconomists Mvm.
although efforts 1w reduce the
federal deficit may have some
dampening effect on the rate of

owth in the future. While lit-
te immediate improvement 15
expected 1n Alberta and British
Columbia, the recent increase
in o1l and gas exploration in
Western Canada 1s a promsing
sign that cconomic recovery
may be under way in those im-
portant markets, reversing a
pattern of decline that began in
1981, Genstar also helieves the
strong mandate given the newly
clected tederal government in
Canada signals public suppart
for deficnt reductions, the
envouragement of investment,
less restnictive energy policies,
and other developments that
will have positive long-term coo
neomie effects throughout the
COMNLTY.

In 1985 tmterest rates have
thus far remained well below
Last year's peak level in both
the US and Canada. This

Rowss ). Turner
Chalrman

March 6, 985

should strengthen Genstar's weal
estate and building matenals
businesses, and construaction-
related operations will continue
1o benefit rom the large federal
ad rebuilding and repar pro-
gram in the United States, In
addivon, the expansion of roof-
ing operations will permut pro-
duction and distribution eth-
ciencies that should umprove
margins. Financial services will
also continue to be a strong and
dependable source of income.,
and expanded waste services
businesses will make their first
full year's contribution to
carnings

These factors, both internal
and external. lead Genstar o
believe that its operating results
in 19585 will improve as the vear

progresses.

Board of Directors

fohn B Hamulton, who had
been Chatrman of Abbey Glen
Property Corporation at the time
it was acquired by Genstar,
retited from the company's
Board of Directors in 1984 after
eight vears of service. Genstar 1s
extremely gratetul tor the role
Mr Hamilton played during the
assimilation of Abbey Glen's
holdings following that impor-
tant acquisition and for his wise
vounsel thi t his tenure
as a director Elected to the Board
n May was Alan F Cam

founding partner of the

firm of Campney & Mu:ivg:y
and President of Vanley Agen
cies Lad. in Vancouver.

-

Employees

The Directors wish to weloome
the 5000 5CA and Bird employ-
ees to the Genstar family and w
thank all nlc‘.um of h;l‘n:};nm
pany’s employees ir
contributions toward improved
productivity and cost effective
ness i 194

Angus A MacNaughton
Pres demt

|
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GENSTAR
OPERATIONS

The direction Genstar
has pursuing bustness
opportumties has changed
many times since its founding
in 1951, but rarely have changes
been as significant as m recent

years.

Operating at first s a Cana-
dian holding company, the
carporation ongmnally made
investments in munerals explo-
raton ventures and, later, in

: new industrial
companies i Canada. In 1965
Genstar . three of
its major and became
an Operating company, manu-

opment
related

Since that time.' Genstar's stra-

tegic plan has never been static,
and success over the years has
come from iying economis
trends and new business oppor-
tuntics w!n?dadaptmgm

n
In the late | and through-
out the 1970y, changes were

largely aphic in nature,
Eastern to the resource
rich pro tn the West and
out into much

markets in the Western

nd Southern United States. 1n
the 1980x, how the tocus

mare to in )
mmtém‘:ww

Alwavs opportunistic, the
compaty has made a number of
key acquisitions that were criti-
cal w tts evolution and growth:

Clin 1976, shortly after many
of the present senior man-
agement team assumed their
positions, Genstar acquired
Abbey Glen Property Corpora-
tion, 4t the time Canada’s sixth
largest real estate development
company. Its holdings made
Genstar a major factor in
Western Canadian land devel-
opment markets, and the com-

y was also able to recoup the
$79-mulhion purchase price
through sales of other Abbey
Glen assets,

Clin 1978 the purchase of
8,500 acres of land in San Diego,
Cahforma, for $111 million sig-
naled Genstar's intention to
expand in & substantial way
outside of Canada and mto the
larger and fast growing markets
of the US. sunbelt.

(IThe company next estab-
lished a major presence in
building materals markets
throughout the Unated States
by acquiring The Flintkote
Company for $447 million in
late 1979

DGenstar's gradual diversifi-
cation into financial services,
which had begun a decade
betore, accelerated in 1981 with
the £28%-million purchase of
Canada Permanent Morigage

tion.

n 1984, the acquisition of
about 40 percent of SCA Services,
Inc., for approximately $260
million further diversified the
company and made Genstar a
ma&: supphier of waste services
in the United States

Historically Genstar's basic
business philosuphy has been 1o
concentrate assets 10 reglons
expected to grow at above-
AVETARE FAtes, 10 Operate on a
large enough scale to be a major

factor in those markets, and 1o
aggressively manage its busi-
nesses, divestrng or expanding
operations on the Basis of thew
return on myestment, When
returns and market prospects
warrant, the company has made
substantial capital investments
in madern, cost-effective plants
and eguipment o further
inprove productivity and com-
pettive advantage. Examples
include the $300 million speat
berween 1977 and the end of
1981 to modermize oe build new
cement facilities and approxi-
mately $75 mulhon invested this
past year and tn early 1985 to
upgrade 1ts roofing manufactur-
g aperations and acguire
additional plants from Bird
In«.;xpmu;'d. "

o that basic operaning phi-
losophy, beginning i a major
way in 1978, Genstar added a
comnurment to further diversity,
both gevgraphically and indus-
trially mn order to broaden and
stabilize its carnings base. Spe-
cificatly the company elected o
expand its activities imo LS.
markets and into the inancial
ani’ waste services industries.

a uence. & percent

of the assets 3@“&&&6
operations were 10 the United
States by the end of 1984, com-

ed to only 17 percent at the
m;inm% of 1978 Changes in
the mix Gcn?;ars major busi-
nesses are equally They
are. however, not as readi
apparent since most financial
SCTVICE operations are accounted
tor in Genstar inancial state-
ments on an equity basis, not
fully reflecting thesr relative

For instance, if the Corpora-
tion reported assets of its finan-

of
clements of the tonal
T L
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THE CHANGING NATURE OF GENSTAR

\mﬁrmm'% of nwall

Financial  Industrial
Services Services

Land and
Materials Development  * Totl

SL260/39%  S407/12%  S120037% 3404/ 12%  § 327V/100%
$ 1215 % BISAS S BIASHS0N  B6AIITS $ 24N IO

PR VRS-

Income” , ,
§ 121/35% $40/ 1% § 03 § T20% 8 344 DM
§ Waw S 38 % % Y% SAUANE R G8ATHN,
SN 2647O%  S401/4 % SLOZVIO%  STTST N 810,466/ 100%
5 ke % SIAVT % SLISAARe B9ARL TR ¥ 2 520K
“The teveroes ated icome of tndusittal servces reflent an estuiared tull year's contribo
vians by opecetions acguited Bom SCA Services, e in Septemiber 1984 % Tigals
axclude vaporare enprnsen sod awen T loreme  hiEC Farfings Ietore [pterest
erpriss i inenme nas cearp Tor fnancial svicey, (nteTest enpenise is dedy
freny, Inancus! wervioes Bgures becease 11 1 2 maer cos of doing Pusimess b LHAU 1y pe
of aomviry T2 Financtal wrviocs asoth ssich an JIER. (600 L AREYS ad securities, are of
8 sgvibicanily deffotent chasseies Vhan the axsets of manutactut ing and whet aperasony

the end of 1984 would increase
from the $2.7 hillion reported
in its financial statements to
sometfung in excess of $10
hillion. There would be sismlar,
though less dramatic, changes
in revenues and opetating
neome sl

Although the economies oi the
United States and Canada are
hinked by manvy factors, there
have been vears when they are
clearly out of step with one an-
ather o 1984, tor instance, LS
opetations sccounted for nearly
two-thirds of the company's rove-

Ustng tigutes caleulated on thar
basis, the table above chronicles
the growth of inancial services
over the past five years [n exam-

ming this table. it becomes evi

dent that himancial services has

become Genstar's largest Line of
business,

More important, had carnings
trom fnancial services remained
static at [9R0% level, operating in-
come m 1984 and (983 would
have been reduced by about one-
quarter and one-hall respectively

The importance of Genstar's of
torts to diversity geographicall
alse becomes clear trom the ta
omn page 33 when one examines
geographic sources of company
meome in 19%48 and 19% | twao
vears of widely diltering cco-
nomit thoms.

nucs and operating income. Con:
versely. Canadian and other oper
ations outside the United States
contnbuted a mately 90
percent of WL operating income
n IYRL even t rEvenues
ff""‘ wally were about equally

v It is thas rype of diversity
that sottens the ettect of negative
ceonomec conditions when they
are mot unstormly felt throughout
North America

Cknr;!n;s successfully

effected such sweeping changes
in 115 businesses through «
deventralized style of manage-
ment that encourages on-yite
entreprencunal innovation
!mlm those h;ir direct individ-
ual aperations. Thewe opers-
tons, however, remain subject
10 & uniform st of financial
controls established at the cor-

porate level,

I the future, Genstar plans
1O MAINTALN (15 (Nerests in
Jand and real estate develop-
ment and in building maten-
als manufacturing. As demon-
strated by building materials
operations in 1984, these are
businesses that have the poten-
tial to reward Genstar with
large gawns i income during
periods of economic recovery or
K:mmy. although they must

prudently managed w pre-
vent sertous declines under
recessionary conditions.

The greatest growth in future
years, however, is expected to
be in businesses that are less
cyclical or less sensitive to
merest rate fluctuations, The
recent expansion of waste ser
vices activities, for instance, re-
presents an investment in an
imdustry that 1s Iarﬁly mmune
to external economic influences
and that 1s expected o grow at
an average compound rate of
X0 percent annually over the
next hive years.

This means Censtar will
comtinue to evolve and change
in the years ahead.

The obtective, as before, wall
he to achieve an even more
wieal business mix, benefiting
:mmma rn? empmces

' stabilizing earnings in
diffic ﬂ;ﬁ coonunic umes and
providing greater opportuni-
ties for growth i perwds of
PTOSPCTILY
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waste and marine services, more than tripled n
%) | het 1
1984, and operating income rose substantially
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LAND AND REAL ESTATE DEVELOPMENT
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Land/Real Estate
Development
Revenues
{ilions of doliars?

Land/Real Estate
Development
Operating Income
(Loss!

imallwons of dollars

Lower revenues and income from real estate devel-
opment operations in 1984 reflected a realignment
of activities within this business. Genstar is now
applying its resources primarily to the development
of land and income properties after withdrawing
from homebuilding activities in most markets.

Genstar acquires and develops
land for sale as lots or in larger
parcels to builders of residential
commercial and industnal
properties. Development gener-
ally includes the installation of
roads, sewers and utilities and,
frequently, the eonstruction of
parks, golf courses, lakes or other
amenities to enhance the value
and utility of the property. Pri-
mary areas of activity include
the provinces of Alberta, British
Columbia, Manitoba and
Ontaro in Canada and the states
of Anzona, California, Flonda,
Texas and Washington in the
Us

In addition, the company has
become mcreasingly involved in
the acquisition, development
and sale of commercial and
industnal revenue-producing
properties. In Canada, shopping
centers and office buildings are,
for the most part, managed 1n a
portfolio of income properties as
a source of cash flow and long-
term apprecuanon. In the United
States, most such properties are
generally built, leased and then
sold. The mawority of these com-
mercial and industrial ventures
are concentrated 1in Ontario,
Alberta, British Columbia and
Northern California.

The company also continues
to build homes in selected
markets, although 1ts home-
building operations in Western
Canada and in Texas were
closed during 1984 as a result of
unfavorable economic condi-
tions 1n those areas.

Acreage for Land Devclopmem'

Held

Op- 1 Part
Owned toned nership  Total
Canada 11963 806 10,780 23 549
LIS FH2T 4852 1490 13,969
Total 19590 5658 12,270 37,518
* At December 31, 1984, the total owned,
optioned vr held 10 pantnershap av the
end of 1981 was W 465 acres. Acreage
tigures exclude serviced residential lots

34340 1984 and 6,317 in 1983)

Income Properties in
Canadian Pordolio®
1984 1984

Units \q Ft Units 5q Fi

Ottice

Buildings 7 526060 & 583,000
Shopping

Centers B 929000 5 627,000
Total I5 1435000 1) l ’ll)tll!

* At December i1, figures for 1984 include
one 316 (00 square-foot shopping center
held through a munority joint-venture
interest

Unit Housing Sales*

w_fu[ 198 1982 1983 1984
Canada 1,757 1,684 |, 259 944 385
Lis ‘N"I Nll*"ﬂhl 74

Total 4,584 3413 2,349 2005 1, 089
*At Decemnber 31, figures include sales
by both whollv awned operations and
joint-venture partnerships









FINANCIAL REVIEW
For the ten years ended December 31, 1984
imullions of Canadian dollars)
Financial Summary 1984 1983 1982 1981 1980
Revenues = = $1922.8 $1.8267 $1.760.2 $2,1459 823104
Operating income . 253.1 2520 24.5 242.4 3354
Income (Loss) before income taxes 113.3 1000 (1847 72.4 197.2
Net income (loss! , 131.8 103.0 (84.3} 938 1579
Per Common Share I
Net income (loss)
Canadian method
Basic T $§ 35 § 283 § (338 240 § 492
Fully diluted 3.38 2.72 {3.36} 2.34 448
United Statzs method
Primary ‘ 3.38 172 (3.36) 2.37 4.54
Fully diluted | 3.38 2.72 (3.36! 2.34 4.48
Dividends 0.85 0.65 090 1.80 1.65
Book value 27.00 2297 20.89 24.3 23.97
Performance Measurement
Return on net assets (pre-tax) 10.8%*° 12.4% 1.1% 9.9% 16.1%
Return on common equity 13.1% 12.3%  (16.0%) 9.8% 19.4%
Capitalization Ratios
Total debt to equity . 45:55 53:47 61:39 57:43 49:51
Long-term debt to equity 36:64 3456 47:53 40-60 10:60
Capitalization
Total assets ‘ $2,714.2 $2,348K8 $2660.3 $28682 $2467.5
Deferred income taxes (9.2} 24.5 82.1 167 8 I81.3
Long-term debt _ 7363 7368 7.6 6576 6396
Redeemable preferred shares 220.8 120.0 120.0 120.0 120.0
Convertible redeemable preferred shares 205.1 104.9 106.9 1111 113.5
Common shares and contributed surplus _ 3129 304.3 296 8 291.7 285.1
Retained earnings. 405.8 3831 3168 448.0 4294
Other Statistics .
(mﬂlinnscxcptcmploneﬂ
' cap’ = by $ lg;g $ 1764 $ 917 § 1367 $ 449
Net genera opemtmg activities I72. 264.7 9.2 75.1 202.1
Capital exp~nditures = e 48.4 40.3 66.2 147.5 172.2
Common shares outstanding
Yearend = 317 314 309 30.6 30.2
Average 315 31.2 30.7 30.5 28.5
Average number of employees 16,170 15,175 17,788 20225 17,525

*Excluding the net assets and operations of The Flintkote Company, which were acquired effective December 31, 1979 **Excluding GSX,
1984 return on net assets was 11 7%




1979 1978 1977 19764 1975
$1.2646 $1,1430 § 981.1 & 821.5 8§ 4843
255.3 204.8 1703 143.0 106.4
190.1 1349 120.8 103.4 Ri6
126.5 R7 9 67.7 5.7 472

$§ 431 8§ 326 § 166 § 240 § 202
406 e 344 216 i8]
4.36 3.24 2.64 2.37 2.01
1.08 12 248 219 1.54
1.25 R} I 63 Bl
19.29 15586 1379 12.15 12,50
17.9%  16.5%  156%  13.1%  17.9%
22 2% 19 9% 19, 1% 20.0% 19.3%
6238 3951 62:38 64-38 19:5]
3347 3268 550 52:48 3961
$2.301.4 $13927 $1,249.2 $1.2325 & TM4e6
839 1153 94.5 758 524
729,34 2525 363.7 339 3 109.3
1200.4) 1200 - - =
R& 10.3 (R J6K LT
1861 180.2 fa¥.2 148.5 141 4
314 2372 i91.3 142.3 1005

£ 3050 § 2686 % 1264 5 1192 § 103
093 @479 368 (31 439
106.1 5.8 1071 RQ 7 67 6
27.4 68 J58 238 230

27 .4 264 23.1 235 22.7
19,350 101 428 11,007 10,695 10.125

Consolidated Highlights

Net income was $131.8 million ($3.56 per common
share! in 1984, compared to $103.0 million ($2.53 per
common share! in 1983 and a loss of $84.3 million
($3.36 per common share! in 1982, Per share amounts
are based on average outstanding common shares of
31.5 million in 1984, 31.2 méllion in 1983 and 30.7
million in 1982

Following are highlights of consolidated results:

1984 compared to 1983
1984 revenues of $1.9 billvm we.e 5% h‘:fhcf than
1983 as significant increases n the Building Maten-
als and Industrial Services categories were partally
offset by lower revenues in Financial Services and
Land and Real Estate Development. Whale gross
profit margins remained unchanged in from
the prior year, margins excluding venture capital
improved by two percentage points because venture
capital sales, which have a low cost basis, were
considerably higher in 1983, Higher selling, general
and administrative expenses and depreciation
resulted m operating income only shghtly above the
gnm vear. However, a 312 malhion or 8% reduction in
mancing costs combined wath a $15 mallion increase
1N mncome tax recoveries resulted in a 27% increase
n fet meome.

The improved results were derived almost entirely
from the company’s U.S. operations with a 15%
increase in revenues and 17% increase in operating
income, compared to the 9% and 18% reductions,
respectively, expenenced in weak Canadian markets.
The effect of improved US results was further
augmented by conversion to Canadian dollars at
?;’e‘x‘;age foreign exchange rates 5% higher than in

1983 compared to 1982

Revenues increased overall by 49 as increases in the
Land and Real Estate Development and Financal
Services categones were partially offset by decreases
in the Industnal Services and Building Materials
and Services categories. All operations in Western
Canada, particularly in Alberta, continued w be
faced wa depmseg economic conditions,

Gross t margins improved |1 percentage points,
and selling. general and administrative expenses
decreased by 8%, These improvements reflected
mcreased uctivity, a 1 5% decrease in the average
number of employees, and larger land and venture
capital sales.

Financing costs were reduced
was the result of lower debt an
of lower interest rates.

27%. of whach 10%
1 7% was the result

il A S el e Ll e




Finanaial Review
icontinued!
ations

e following discussion of major factors attecting
the operating income of each industrial category
during the three years ended December 31, 1984,
should be read in conmjunction with “Results by
Industrial Category,” included on pages 34 and 35
of thas report, and the “Financial Data by Geo-
graphic Area” on page 33.

Financial Services
Except for certain venture capital investments and
property-casualty insurance, Genstar conducts its
inancial service activities through Genstar Finan-
cial Corporation (GFC!, the results of which are
accounted for on the equity method in the company's
revenues. The financial position and results of
operations of the financial services subsidianes
included in GFC are summanzed 1n Note 6 to the
consolidated financial statements.
Revenues in 1984 were $1 19 million. compared to
$159 million 1n 1983 and $99 mullion 1n 1982

Operating mncome was $103 milhion 1in 1984, com-
pared to $148 million i 1983 and $85 mulhion 1n
1982,

Financial Services
Return on Net Assets
{Pre-tax!

ipercent

0

Operating income from financial intermediary
services increased significantly over 1983 duce wo
Improvement in average net mnterest margins, a
signiticant reduction in loan loss provisions and a
gain of $14 million from the sale and leaseback of
Canada Permanent Mortgage Corporation’s (CPMC)
head office building in Toronto. However, this
improved performance was offset by the negative
effects of amornzing acquisition adjustments to

CPMU's assets and labihities. Operating results of
trust and real estate brokerage acuvities were
unchanged trom 1983, both vears reflecting positive
contributions compared with a $2 million loss in
1982 as a result of less active real estate markets.
Morrgag: hanking operations produced substantially
lower ea. aings than in 1983 when a $5 milhion

gain was generated by the sale of over 30% of the
mortgage servicing portfolio. In 1954, an addinonal
portfoho sale generated a gain of $4 million but

was substantially otfset by provisions for losses due
to increased foreclosure rates, Sales of venture capital
investments generated operating income of $33
milhon, $88 mullion and $24 million in 1984, 19583
and 1952, respectively. The reduced returns in 1984
reflect lower activity 1n inttial public offerings of
such tnvestments Stock market acceptance of the
imitial offerings ot the high technology concerns
typical of the company's venture capital porttohio
was unusually high in 1983 and was not repeated in
1984, Changing investor perceptions of the risks
inherent in the technology and management of such
companies make returns from this activity some-
what difficult 1o predict.

In the company's electronic equipment rental and
container leasing operations, continued fleet growth
and higher average unihizanon produced increased
operating income despite gencrally tflat per diem
rental and lease rates

Inchi<toial Services

Revenues (o the industnal services category in
creased 48% in 1983 w0 3237 million, compared with
$160 million 1in 1983 and $189 million in 1982
Operating income was $26 milhon in 1954, §11
milhon in 1983, and $14 milbon 1 1982,

The revenues and operating income growth in this
category largely reflects the acquisition of approxi-
mately 40% of the operations of SCA Services. Inc.
(SCA). The company's existing waste serviees busi-
ness reported a shght reducnon in earmings The
company acguired its share of SCA through a newly
formed subsidiary GSX Corporation, late 1n the
third quarter The formation of GSX greatly increases
the company's presence in the waste services
industry, providing solid and chemical waste collec-
ton and Ex«p:ml services to commercial, ressdential
and industrial customers tn 17 states. Genstar s the
third largest such concem in the United Stases. The
acquisition transaction and s cHects on financial
Yosition are set out in Note | w the consolidated
inancial statements. GAX contributed to icomie 11
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the final four months of the year, although us impact
on current year operating mcome was partially offset
by amortization of acquisition adjustments.
Operating returns from marine activities have var-
1ed little in the past three vears despite a 23% decline
in revenues since 1982, Marine services in total
reported essentially unchanged carnings from 1983

Industrial Services
Return on Net Assets
(Pre-tax!

{percent!

h’l[—r——r—‘]"—"*;'°?
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S 8L 82 5% 8ao

Drark blue ares includes
all of GSX'5 scareml net
uperanng asyets but only
a part year cuntribution 1o
mcome. Excluding GSX
RONA would have i
cezasod [light bluei e 1 7 1'%

although the mix of income changed. In the ship-
yard operation. high volumes of repair work in 1984
compensated tor lower levels of new ship construe-
non, resulting i operating profues that, while lower
than in 1982 compared favorably to a loss in 1953
Rewurns from the tug and barge operatuons declined
from prior vear levels as a result of an carly 1984
strike in the British Columbia forest products indus-
try and lower levels of offshore o1l exploration;
however, income was still above that in 1912

Also included in this category prior to 1954 is the
company’s interest in a yoint venture in chemical
and fertihizer manufacturing operations in Eastern
Canada. In 1983, the company recorded a $9 million
loss resulting from operating an:s and the write-off
of 1ts remaining investment in the venture. The
non-recurrence of these losses contributed signifi-
cantly to the category’s improved 1984 results

Buildings Matenals

Cement. Aggregates and Cuncrete Products
Revenues were $713 mallion in 1984, compared with
$682 million in 1983 and $§770 mullion in 1982, The
increase in 1984 was due primarily to increased
demand in US. markets. Canadian market volumes
continued below historic levels. The following tables
demonstrate the volume improvements in the United
States in 1984 which were parually offset by dechin-
ing volume in Canada:

Sales Volumes of Major Products | 4 1983 1982

Cement (tons) imilhons)
Canada 14 1.4 1.4
United States 0.7 0.5 0.6
Total 21 1.9 20

Lime Products (tons!

United States 0.5 0.5 0.5

Aggregates tons!

Canada 5.3 79 7.1
United States 138 125 116
Total 22.1 0.4 18.7

Concrete (cubie vands)

Canada 0.8 0y 1.1
Unated States 0.9 08 0.7
Total L7 17  Is

Congcrete Blocks jstandard units)

Canada 0.6 124 143

Operating income was $7 1 mullion m 1984, up 60%
from $45 million i 1953 and 39% from $51 mulhion
in 1982, The improvement in operating income is
due to the effects of increased US. demand on both
capacity utilization and prices:

Production Capacity Utilization __'m l?_i. N_ﬁ 2
Cement

Canada 8%  46% 8%

Uniated Stares® 50 44 a6
Lime Products

Umnited States 35 45 41
Aggregates

Canada 96 e ¢ 83

Uimited States 83 X2 76
Congerete Products

Canada 47 33 57

Uniated States 103 9ty 83

“Represents full atilization of coe plant tn 1984, a second plant
has been shut down during the 1943 1983 pe. wod




Financial Review
joomtitnued’

Building Matenals:
Cement, Aggregates
and Concrete Products
Return on Net Assets
(Pre-tax!

\percent!

-"“ r r

In the United States, significantly 'ugher volumes
and profit margins returned cement operations to
profitability for the first time in three years as the
company’s Redding, California, plant operated at full
capacity and, thus, had lower costs per unit produced
As mn 1953 the company’s less effictent second 1S
plant remained shut down and additional product
required was imported from the company's British
Columbia plant and other sources. Importation from
the company's British Columba facility was made
possible by the removal in 1984 by the US. Federal
Trade Commussion (FTC! of import prohibitions
agreed to at the tume of the acquisition of the US
cement operations. The FTC's action will enable the
company to now coordinate cement production and
marketing on the West Coast of Canada and the Us
The company’s US. concrete and aggregares divi-
sions, which are based primarily in and around the
state of Maryland, posted increases of over 4% n
operating tncome on a revenue gamn of [4%. Earn
ings improved across all product lines assisted by
cost efficiencies resulting from modernization of
several production facilities over the past two years,
new products, and exceilent weather conditions in

the last quarter that extended the construction season.

By contrast. Canadian operations reported lower
revenues and earnings than in 1983 because of
reduced volumes, low plant capacity utilization and
mtensified competitive pressures, particularly in
Alberta where there was depressed economic activaty
in all construction markets. British Columbia
activity remained reasonably strong, boosted by con-
struction related to a major exposition to be held

in 1986. Despite difficult economic conditions, the
company acquired ready-mix, concrete block and
precast structure manufacturing facilities enabling
the company to replace some of its older, less
efficient plants.

Burlding Materials

Whllboard and Rooking Products

Revenues increased 19% to $494 mullion in 1954,
compared o $415 million 1 1983 and $441 mallion
in 1982

Sales Volumes of Maior Products "84 1983 1982

Roofing (thousands of tons) 730 649 657
Wallboard (bulhions of square
teet! 1.6 1.4 1.2

Operating income tripled in 1984 to $32 million com-
pared with $11.in 1983 and 4 loss of $40 mullion in
1982 based on cost ethiciencies and higher plant utih
Zation

j9%4  1OKY  JuA2

Production Capacity Utilization
Rooting 62% A% 5™
Wallboard Ry T3 &4

Record U S, volumes and substanually higher prices
for the company's wallboard products were the pri-
mary factors in raising 1984 operating tncome
Although rooting volumes also increased, pricing
remained under heavy competitive pressure and the
company recorded a loss on these operations

Building Matenials:
Wallboard and
Rooting Products
Return on Net Assets
{Pre-tas!

perens

‘
!
‘
!
\
L O — S |

“
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The recoverv in US. housing and remodeling
markets over the past two vears coupled with the
introduction of new commeraal uses for wallboard
improved volumes by more than 108 over 1953 and
WM over 1981 The company’s smaller Canadian
operauon also benefited from stronger U S, condi-
tions by exporting larger volumes to the US. to
compensate for weaker Canadian markets. Margins
were also improved by higher prices and improved
production efficiencies resulung from higher plant
utthzation which, on the average, was 1 3and 22
percentage potnts higher than 1983 and 19582,
respectively.




Although volumes were 12% higher than in both
1983 and 1982, the company’s roofing operations
continue to suffer from the intense price competition
that has marked the industry over the past three
years. The eo::\xgany took several strategic steps dur-
ing the vear and in early 1985 to improve profitabil-
1ty in this divasion. In early 1985, the corporation
acquired seven roofing plants trom another company,
Bird Incorporated, which will double Genstar's
capacity. During 1984, the company brought on line
a newly constructed fiberglass mat plant in Texas.
This plant, coupled with glass mat capacity acquired
from Bird ated, will enable the company to
meet its entire mat requirements internally.
The company also acquired another firm’s modern-
1zed rooting tacility in lhinois which will permat the
clougc of an older, less efficient Genstar facility
nearby.

The company believes these steps will enable it to
achieve greater market share and better geographical
coverage for its products together with lower unit
costs from the consolidation of operations in more
efficient facilities. The process of consolidation has
already commenced and operating income reflects a
$9 mullion fourth quarter write-down of the carry-
ing value of the company's less efficient facilities

Land and Real Estate Development
Revenues were $369 million in 1984, compared to
$420 million 1n 1983 and $280 million in 1982

Sales Volumes 1984 1983 1982
Restdential Building Lot
Canada 1982 | 83) YR
United Seates 68} | 8W LETS
Total 2663 i6600 | 384
Land Acres
Canada Ioe | 321 746
Un-ed States 18IS 1310 s
Total 1984 2630 194

1984 1983 |9%2

Income Properties (thousands of sq_ f1.]

Ofttices 516 583 Wi
Shopping Centers 929 427 | 73
Total 1455 1210 1,042

I T T ——————

Operating income was $64 million in 1984, compared
to $66 million (n 19583 and a loss of $56 milhon in
1982

Land ‘Real Estate
Development
Return on Net Assets
(Pre-tax!

(percent)

e}
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iR 8

!
[ ow A b { )
S Bl B2 AL M

I

Operating income in 1984 declined 5% from 1983 on
a 12% reduction in revenues. Operating losses in this
category in 1952 included $63 mulhon in write-downs
of real estate assets, The fluctuations in revenues
and operating income reflect the sensitivity of these
operations to interest rates and the large tracsacton
nature of the business.

1984 witnessed further implementation of the
company's strategy of coi.contrating its real estate
activities in land and income property development
and reducing the scope of 1ts operations in less
profitable arcas. In the last quarter, the company
announced the cessation of homebuilding opera-
tions in Texas and Western Canada where large
losses were incurred due o de?rcsmi demand. and
operating results reflect $6 million in shut-down
provisions

In ongong operations, the maior contributors to
1984 operating income were land and income
property development in California. Property devel-
opment operations in Northern California generated
record income from the sale in mid-vear of
developed properties and the formation of joint
ventures with major financial institutions for the
development of industrial and office properties. In
Southern Califorma land development operations,
there was a greater number of land sales in 1984
than in the previous year, although operating income
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was lower because 1983 included a major commer-
cial parcel sale. In addition, sales commenced at a
major project in Arizona. Losses from joint venture
iects continued, but at significantly reduced levels
1983 and 1982

In Canada, returns from land development were
lower than 1983, although revenues doubled 1n
Winnipeg and Toronto markets helping to otfset de-
pressed Alberta market conditions. Resuits from
Canadian income property operations were also
lower, as 1983 included a major commercial property
sale in Ontano.

Financing

Total interest expense decreased 8% 1n 1984 1o $140
million, following a 27% decrease in 1983 to $152
million. There has been a one-third reduction of

interest expense over the past two years, all associ-
ated with ng rate short-term borrowings:
1984 1983 1982
Interest Expense marilions of dellars!
Short-term debt 49 & (M7
Long-term debt . 91 8K @
$140  §I52 Suw

Borrowing rates, which had declined in 1983, rose
slightly 1n 1984, but the company's effective borrow-
ing rates were still mare than 214% lower 1n 1984
than in 1982. As in prior years, the interest rates paid
by the company were at or below the prime rate
through the use ot bankers’ acceptances, LIBOR
{London Inter-Bank Offering Rate) and cost-of-funds

bonumng‘ mstruments. In addition, interest costs
declined use of the company's success 1n con-
tinuing to reduce average debt levels, which have
declined by almost $400 m:llion over the past two
years.

1984 1983 982
Average Borrowings (miilions of dollars!
Short-term borrowings 71 W6 772

Long-term debt . 36 755 W
$1,107 $1,301 31,503

Total debt ourstanding of $1.057 billion at the end
of 1984 was virtually unchanged from 1983 total of
$1.056 hillion and over $300 milhion lower than
vear-end 1952, Most of the reductions i total debe
over the past two years have been in short-term
borrowings, which have declined by $272 milhon or
16% from the 1982 level
Although the company 1ssued no new long-term
debt in Canadian or US. markets during 1984, 1t
utihized interest rate swaps to etfectively establish
fixed interest rates on approximatcly $66 million of
long-term variable rate debt. This effart brought
the level of vanable rate funding to less than one-half
of the total debt. compared to 54% and 62% at
December 31, 19583 and 1952 These reductions re-
resent a sigmficant improvement in the company's
?inancm] strength and permut greater flexability in
financing the company’s operating and capital
expenditure requirements. This improvement was
recognized during 1954 by an across-the-board
upgrade of the company'. commercial paper, semior
debt and preferred share credit ratings by the two
major Canadian credit rating agencies.
In the past two years, the company has made greater
use of lease financing for major hxed asset acquist-
tions. During 1984, the company continued a $63
milhion Canadian mobile equipment leasing pro-
ram commenced in 1952 and established a $25 mil-
won US. leasing program involving fixed and mobile
equipment. Through the sale of tax benefits w the
lessor, the effective rate on the US. leasing program
will be below 10% for a pertod of up to 12 years.

Ligudity

Excluding real estate advances, average short-term
barrowings were $301 milhon in 19584, down 28%
from $120 milhon mn 1983, Peak short-term borrow-
ings of $452 million in September 1984 were below
the 1983 peak of $480 million. Furthermore, the 1984
peak was unusually high because it included almost
$200 million in connection with the company's
acquisition of approximately 40% of SCA. The cost
of acquiring SCA was substantially offset in the
tourth quarter by two preferred share issues in Can-
ada which generated proceeds of $195 million.

T -
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The company has lines of credit comprised of com-
mitted and demand facilities with all major Cana-
dian banks. At December 31, 1984, $538 million of
Canadian bank lines were committed and $260)
million were demand. The company also had a US.
$60 million commutted line of credit with a consor-
tium of European banks.

Bank Lines of Credit

(milbons of dollars!
Towal Crednt Avalable

@ Short-term Borrowings
(% of crednt unlized!

ﬁl"|7 I j
ﬂ"il

|

i
ﬁn'
2% l

O

M OA N AR SIEE N & W YN
1983 198

Although debt remained virtually unchanged from
the prior vear total assets increased by over 15% 1n
1984. The increase was financed almost enurely by
equity 1ssues and improved earnings.

Funds generated by operations provided $155 mil-
hon in 1984, compared to $80 million in 1983 and a
$ 106 million outflow in 1982 Funds contributed by
reductions 1n operating working capital were lower
than in 19582 and 1953 In those vears, the company's
retrenchment of unprofitableoperations andempha-
sis on cash Hlow rather than income generated reduc-
tions of over $300 milhion in inventornies and receiv-
ables. In 1984 improved profitability and the expan-
s1on 1n activity across most hines of business required
investment in operating working capital at or above
year-end 19%3 Jevels. Nonetheless, the company con-
tinued to carefully monitor working capital levels.
The following are key turnover statistics:

1984 1983 JUN2
Curront Assets (days!
Account recervable turmover o 54 i)
Inventories turnover 129 137 1654

The increase in acrounts receivable turnover 1s Jue
predominantly to the company's acquisition of part
of SCA 1n the fourth quarter of 1984, Without
consolidation of SCA's operations, turnover would
have been 57 days.

The major financing activity in 19584 consisted of
two separate 1ssues of preferred shares 1in Canada in
the third and fourth gquarters, which generated net
proceeds of $195 milhon. In 1982, major financing
activity had been the 1ssue of $154 million in long-
term debt. Activity in 1983 consasted primarily of
the $36-milhion paydown of such borrowings.

The partial acquisition ot SCA accounts for the bulk
of the funds required for investment in 1984. The
company acquired fixed assets of $122 million and
intangible assets of $120 million in this transaction.
The other major investment activity consisted of
further equity investment of $46 mulhon in the
company's unconsolidated financial services subsidi-
ary, Genstar Finanaial Corporation (GFC). Reflecting
the less favorable climate tor the company's opera-
tions in 1983 and 1982, investment activity in those
years had resulted 1n net generation of funds,
principally through repayment of advances made by
the company to GFC upon its organization in 1982,
GFC has matured over the past two years into an
independent self-financing enterprise. [t has success-
fully established a separate identity in Canadian
credit markets, including investment grade ratings
by LCanadian rating agencies.

Capualization
The principal components of the company's capital
base are borrowed and share "equity.

The ratio of total debt w equity at the end of 1984
was 4555 maintaining the steady rate of improve-
ment from 53:47 and 61:39 at December 31, 1983 and
1982, respectively The continuing improvement in
the ratio over the past three years, coupled with the
reduction in the amount of variable rate debe,
reduces the company's vulnerability to floating
interest rates,

With almost identical year-end debt levels in 1983
and 1984, the improvement in the ratio resulted
from improved earnings and the 1ssue of $200
millbion of preferred stock in the second half of the
vear The first offering in September was tor $100
million of Series D second preferred shares. These
shares are non-voting but convertible, at the holder's
option, into common shares and carry cumulative
dividends with a minimum rate of 5% and a
maximum rate of 14%. The second offering in
Oxtober, also for $100 million, was for Series E
non-voung d shares beaning fixed rate
cumulative dividends of 94%. In addition 1o
improving the debt-to-equity ratio, the current tax

3
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sosition of the Canad k
position anadian parent corporation makes
this form of financing more tax-etficient than
turther debt 1ssues at this ume. In conjunction with
the two preferred issues, the company withdrew a
“shelf” registration, filed in November 1983 with the
US. Securities and Exchange Commission, for the
potential issue of up to 3,000,000 common shares.

Debt and Equity

imillons af doliart

50

The improvement in the debt-to-equity ratio, the
containment of total borrowings in spite of a $264
million iavestment in the expansion of the com
pany’s waste services business, and the continued
availability of credit lines well 1n excess of the
company's utilization, provides the company with
adequate resources to meet anticipated capital and
operatng commitments.

The Securities and Exchange Commission requires
that capital stock with mandatory redemption
provisions be reported separately from other elements

of sharcholders’ equity and be considered as debt in
computing balance sheet rauos. This approach
ignores the respective rights of the holders of these
shares and, in partcular, holders of convertible
shares. Using these guidelines, Genstar's total
debt-to-equity ratios would be 54:46 1n 1984, 6535
1983, and 72:28 1n 1982

Income Tax Considerations

for US. Individual Shareholders

Dividends are paid in Canadian and US dollars
and other currencies depending upon the residence
of the sharcholder. Divadends paid o United States
resident sharcholders 1 1984 were subject to a 15%
withholding tax. Generally, dividends received by
United States citizens or residents are subjcct to U'S,
income tax on the amount of the dividend. but
either a credit or a deduction tor Canadian tax
withheld may be claimed . Because Genstar 1s not a
United States domestic corporation. the partial exclu-
ston of dividends received by individuals from
domestic corporations is not available

Share Capital

Genstar's voting share capital consists of 35.6 mil-
hon common and preterence shares. At December
31, 1984, 88% of the voting shares were registered,
aid the balance were i bearer form

Below 1s a summary of the sharcholdings of the
company, which shows that the number of share-
holders declined slightly during 1983 while the
number of shares held increased. Canadian share-
holders owned approximately 535 of the voting
shares and represented 77% of the company’s regis-
tered shareholders. Information regarding trading
volume and price information 1s included in Note 19
to the consolidated financial statements.

Sharcholdings 1984 j983

Sharcholders  Shareholdings * Sharcholders ';hatrh-u—ldmg;

Number % Shares M Nomber % Shares

(mtihons! ymid] ions!

Common & Voting Preferred . - T R - TS
Canada 9127 7 187 53 9171 74 155 (®
Unated States 259 2 TR 22 A9 23 R i
Bearer : * 4.3 12 . 4 12
Other Countries 142 | 48 13 | K ! 45 13

1360 10 36 10 12148 W0 A2 oo

*The ownership of bearer shares s unknown

Joint Ventures
As described in Note 4 1o the consolidated financial
statement . the company carries out substantial

‘ , corporate and unincorporated joint
ventures, in which its ownership interests range

from 1245% to 50P%. These ventures had total assets of
$564 million at the end of 1954, and Genstar had
invested $44 mallion for its ownership interests.




Performance Measurement

The company places great emphasis on the impor-
tance of measuring operating performance to help
determine the business investments that will ensure
a strong and viable future. Both internally and
externally. varnious measures of performance have
been used to compare efficiency and profitability
between the divisions of Genstar and between
Genstar and 1ts competition.

The measure of performance that the companv has
used both externally and internally s return on net
assets (RONA!, a measure of operating income in
relation o capital employed.

As indicated by the chart below 1954 RONA was
10.8%. 1984 performance is distorted because all of
GSX Carporation’s net operating assets but

only four months of income (results stnce torma-

Genstar Corporation
Return on Net Assets
(Pre-tax)
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Lecludigg 585X, RONA
wottld have been 11 ™

tion! are included. Excluding GSX, 1984 RONA
was 11.7% compared to 12.4% in 1983 and 1. 1% 1n
1982, Although increasing from the low of 1982,
the low level of coconomic activity in Western
Canada has prevented profitatality as measured by
RONA, from returning to the levels achieved
during the 1970s.

Another significant performance measurement is
the return on commeon sharcholders’ equity, a mea-
surement of performance in relation to the funds
invested by the company’s sharcholders and their
accumulated undistributed earnings. Return on
common equity was 13 1% 1n 1984, compared to
12.3% in 1983 and (16.0)% 1n 1982

Equity Income

Included in third party revenues is the company’s
share of the income or loss of joint ventures, sub-
sidharies and investments accounted for on the
equity basis. In 1984, $5 milhion of such losses are
included in the revenues of the land and real estate
development category, compared to $14 million in
1983 and $44 mullion 1n 1982 Revenues of the
financial services category include $589 milhon of
equity tncome in [9%4 compared 1o $21 malhwon a
year carlicr and $55% million in 1982, 301 mullion of
mcome 15 included in the 19584 revenues of the
concrete, aggregates and construction services
category, compared to $4 mulhion 1o losses in 1953
and $35 milhon in losses in 19582

Inflation-Adusted Results

The information included in Note 20 o the consoli-
dated financial statements restates certamn balance
sheet and statement of income items for the effects of
mflation using methods prescnibed by financial
accountung authorities in Canada and the US.

Financial Data by Geographic Arca 1984 |O%3 1982 1951 19%0)
e - L
Canada and mhes 6.5 2.2 SR | (a2 s 3
L nated States 1.267.3 1,106, 5 S50 Lo T 1.33% )
Toeal 19228 $18267 81702 S2 1459 823104
Operating Income

Canada and othey RN | 1165 1233 1 1706
Ulmted States 15K.0 1355 9K W A3 bk %
Textal S 2581 8 20 8 245 % 224 & A%
Identitiable Assets

Canada and other 10951 REIE! [ 2465 1AM 1.6074.4
tImated States 1619} [, 2i%4 [413x LT 5 1L, W3
Tonal $27043  SLAMR  S16604  S2A6ED 8267 5
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Net Funds Generated (Reqmred! by:
Operating activities

Financing activities

[nvestment actvities

Dividends

Net Decrease alncruse) in Short-term Bormwmgs
md Real Estate Adunces

Net Decrease (lncrusd Consists of:
Short-term borrowings
Ru] estate ad\ ances

1984 1983 192
172,154 264,742 9,224
175,844 {40, 678! 26,906

(303,059) -n’ ? (2,590

(46, ‘67' (36,737 (46,908)

$ (1,428) 8273084 $ 56,632

| e A e i e N T S S——
{27,585) 184,014 151,403
26,157 89,070 (94,771)

$ (1,428) $273084 § 56,632

 CONSOLIDAT l o .\l \H \ll '\"l‘s()l Rl* I \l\H) EARNINGS
e e R A ™

Balance — Beginning of Year
Net income | Ims' for the year

Dividends — preferred shares
—gommon shares

Share 1ssue expenses (net of related income taxes)

Balance — End of Year

1984 1983 1982

D 383,099 116796 448000

131,753 103 040 (84 206)

514,852 419836 3,704

AR 19,605 14 B4R 19,234
26,762 2] 889 27 674
T T 3 %oy 16,908
2721 s -

49,088 36,737 16,908

$465,764  $3R3099  $316,796

The acoomipanying nores are an integral part of these financial statements
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Noés to Consolidated Financial Statements
{continued)

Shares Authorized
Preferred — 5,000 000 shares authorized without nomiunal or par value tssuable in sertes and designated as follows:
—457 978 Series A voting shares of the stated value of $20.00 each bearing dividends at $1.10 cach.
— 1,205,970 Series B voting shares of the stated value of $20.00 each bearing dividends at $1 20 each.
~ 1,726,476 Series D voting convertible shares of the stated value of $20.00 each bearing dividends of $1.50 cach.
Second Preferred —20.000.000 shares authorized without nominal or par value issuable m serzes and designated
as follows:
— 1,000,000 Series A non-voting shares of the stated value of US. $100 each beaning cumulative vanable
rate dividends.
~439,181 Series B voting convertible shares of the stated value of $24.40 each bearning cumulative dividends
of US $1.68 each.
-; ;’a{_um Series C voting convert ble shares of the stated value of $31 30 cach bearing cumulative dividends
of $2.35 each.
—4,000,000 Series D non-voting convertible shares of the stated value of $25.00 each bearing cumulative
floating rate dividends of the greater of 8% or 66,67% of the Canadian prime rate of interest and subject o a
maximum rate of [4%.
;Ja,{lllfﬂg Series E non-vating shares of the stated value of $25.00 each bearing cumulative dividends of
2.375 each.
~2.000,000 Series SP voting convertible shares of stated values determined at dare of issue bearing hon-
cumulative dividends ar various rates.

and Full . 1984 1983 1982
Issued y Paid L R R T T N T
Redeemable T T Rheusands) N i
Preferred shares
—Series A& B 38 775 - - — —
Second preferred shares
—Series A . . 1,000 120,000) 10 120,000 J 000 120,000
~SeriesE . 4000 100,000 - - "
5038  $220,775 L0 $120.000 LOOO  $1200053
Convertible Redeemable 7
Preferred shares
~Senes A& B : — 2 39 78l 190 3,793
—~SeriesD | o 15 291 I5 £} 18 363
Second preferred shares
—Series B - 210 5,130 210 S5 1% 211 5,157
—Seres C 2976 93,754 2976 93754 LYPT 93,770
—Series D 4 (i) 100,000 - - — —
—Series SP 627 5,890 552 4,900 85 3,785
TH8 205,065 3792 $104.869 IR81 $106,868
Convertible Redeemable Issued 7
kginninﬁ:: year 3,792 104, 869 3,881 106,565 1,146 N 1,068
Issued in the year
—Series D at $25.00 4,000 106,000 - - - -
~Series SPat US. $9.06
wUS. §1262 . 82 1,052 76 1,184 497 3842
7874 205,921 3,957 108,052 4,643 114,910
Series A and B (expiration of
conversion option} (38 {775 - - - -
Converted to common shares (8 (81 (163 (3,165} (I {21
Series SP redeemed - - (2) (18) (751) (7.832)
End of year 7 828 205,065 3792 $104, 869 3881 $ 106,868
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Under the terms of the second preferred share issue

shares. These shares are non-redecmable prior to

agreements, no preferred shares ranking higher than June 30, 1985, thereafter redeemable on or before
the second shares can be issued wathout the June X0, 1986 at $33.10 &c: share, the price thercafter
consent o1 the second preferred sharcholders. declining by $0.32 per share cach 12-month pertod

The Series A second preferred shares bear cumula-
tive variable-rate dxvidends based on the London
Inter-Bank Offered Rate. As of December 31, 1984,
1983 and 1982, the dividend rates were 6.38%, 6. 10%
and 6.29%, tespccu\ddewopumulthbhaﬁeL
the company will purchase, at the stated value, a
maximum of 330,000 shares on each of November [,
1986 and 1987 and any balance outstanding on
November | 985

Each Series B second preferred share is convertible
into nine-tenths of a common share of the company
and 1» redeemable at US. $25.00 per share.

Each Sertes C second preferred share is convertible
into one common share until June X, 1990, atter
which the company will purchase 1% of the shares
then outstanding per quarter. Since 1ssue in 1980 a
rotal of 23,680 shares has been converted to common

untl fune 30, 199%): and thereatter redeemabie at
$31.50 per share.

Each Series D second preferred share is convertible at
any time into one common share at a price of $32.50.
These shares are retractable at the holder's option on
March 31,1990 at $25.00 and annually thereafter on
September ) until 1994 and will be redeemable on
or after September 30, 1994 at the same price. The
company may at any time purchase for cancellation
all or any number of these shares at a price not to
exceed the highest price offered on any stock
exchange on the date of purchase.

Each Series E second preferred share 1s retractable at
the holder's option on November 15, 1990 and annu-
ally thereatter until 1994 at $25.00 and will be

mable on or after November 15, 1990 at the
same price.

11. Common Shnm and Contributed Surplun '
Authorized —an unlimrted number without nominal or par value. ‘

Issued and Fully Paid 1984 1983 1982 ;
Sharey Ameount Shares Amount Shares Amount :
Common shares, beganning - (thousands!
of year 31,359 295,786 MLE7TR I8K,223 30,589 283,166 |
Issued in the vear
— At $10.00 to $31.50 on the
conversion of preferred '.
shares 8 81 R 3,165 16 210 )
~At $5.17 10 $35.32 under .
stock purchase plans and
on the exercise of options 169 4,202 139 3739 25 1,516
—~AtUS $1600ta LS. $41.00 !
in exchange for convertible '
debentures 202 4,265 3 659 17 A3 i
Common shates, end of year 31,738 304,334 31,359 295,786 3878 288213
Contributed surplus - 8,552 - 8,552 - 8,552 :
31,738 $312,886 31,359 334,338 WETR  $296,775 :
Common Shares Reserved for Issuance 1984 1983 1982 !
{thousands of shares) |
Senies A and B convertible prefesred shares , : - - 380 |
Series D convertible preferred shares R A 9 W 36
Series B convertible second preferred shares | 189 189 190 '
Series C convertible second preferred shares < 2976 2,976 1917 :
Series [ convertible second preferred shares 1,000 - - i
Series SP convertible second preferred sham v 515 619 154
Convertible debentures : A 343 346 57%
Exercise of options  Ave s _ 199 156 138

8,251 4,516 1,753
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1965 Stock Option Plan

Options have been granted whereby common shares
may bcpumhnwdbvcmpkz'esna price equal to
90% of market on the grant date. Employees, the
majority of whom were also officers and directors,
held oprions for 50,000, 50,000, and 56,000 common
shares at December 31, 1984 1983 and 1982 respec-
tively. There were 20,000 options granted during the
year n;gded Dwemb;gil, 1982, No opué?mwen

gra in 1984 or | Option prices mnception
of the plan have ranged from $11.99 t0 $15.75. Of the
50,000 options outstanding at December 31, 1984,

3% 000 are currently exercisable.

1952 Stock Option Plan

Options have been granted whereby common shares
may be purchased ? employees at a price equal to
100% of market as of the date of grant. Emplovees,
some of whom were also officers, held opuons for
149,070, 105,690 and 81,795 common shares at
December 31, 1984, 1983 and 1982, respectively. The
number of options granted during the years ended
December 31, 1984, 1983 and 198) were 55,825,
44,050 and 81,795, respectively. Optiun prices from
inception of the plan have ranged from US. $10 558 to
US. $25.57. Of the 149,070 options outstanding at
December 31, 1984, 93 245 are currently exercisable.

12. Net Income Per Common Share

1969 Stock Purchase Plan

Under the terms of the 1969 Stack Purchase Plan
trustees have purchased, at approximately 99% ot
market, 20,925 common shares for the benefit of
employees who are officers and 196,655 common
shares for the benefit of other employees. The partia-
pants pay $10.83 to $42. 14 for the shares over a

10d of seven years together with interest caleu-

ated at 5% per annum. The shares are held as
sccurity by the trustees until full pavment has been
received, During 1984, 65,275 shares were issued.

1979 Stock Purchase Plan

Under the terms of the 1979 Stock Purchase Plan,
Series SP second preferred shares were issued to
emplovees at a price equal to the conversion value as
of KKA: date of grant. The SP shares are convertible
into common shares pursuant to a conversion for-
mula based on market value. Emplovees, some of
whom were also officers and directors, held 626,500
Series SP second preferred shares at December 31,
1984 The participants pay US. $548 w0 US. $12 62
for the shares over & period of wn years together with
interest currently set at 9% per annum. Non-
cumulative dividends are paid at the annual rate of
US. $0.66 to US. §1.51 per share. During 1984,
81,650 shares were 1ssaed.

The weighted average number of shares used in calculating net income per common share under the Canadian

and United Srates methods is as follows:

Basic and Primary
Weighted average common shares
Share equivalents pertaining to
—conversion of preferred shares
~conversion of debt
—options and warrants

Fully Diluted
mmd avesage common shares
: pertaining to
—conversion of preferred shares
—conversion of debt
—options and warrants

Canadian United States
1984 1983 JOR2 1984 1953 1982
- . ._thuuwnd\l T~
31473 31221 0653 31473 31,221 30,653
- - - 3633 37% -
- - . M4 553 -
s - - % 39 —_
31473 31.221 30653 35618 35543 W.653
31473 31,221 0653 31473 31,221 3653
3,701 3,793 - 3.mm 3703 -
494 553 _ 494 553 -
0 4 - 20 n o
35688 35611 30653 35,688 35611 3.653




Basic and primary income per common share have
been calculated after reducing net income by the
preferred share dividend entitlement of $19 729 (000
n 1984, $14,774,000 in 1983 and $18,689,000 1n |98,
Net income was increased for purposes of calculating
primary income per common share by $8,435,000 1n
1984 and $8.417,000 in 1983, being the effect on
income avatlable for common shares of preferred
dividends and the after-tax imterest assumed on
converuble debt.

In determuning fully diluted 1ncome per common
share, net income has been reduced by $11,761,000

13. Income Taxes

in 1984, $6,840,000 in 1983 and §18,689.000 i 1982,
being the dividends on outstanding non-convertible
preferred shares, and increased by $489 000 1n 1984
and $505,000 1n 1983, being the after-tax effect of
intercst assumed on convertible debt.

In 1982, the weighted average number of common
shares used to calculate primary and fully diluted
income per common share has not been increased for
the potential effects of conversion of options, pre-
ferred shares or debt, as thus would reduce the
calculated loss per common share.

Income before taxes and provision for income taxes by geographic area arce as follows:

Income (Loss) B fore Income Taxes
Canada
United States
{nher

Provision tor Current Income Taxes
Canada
United States
Other

Provision for Deferred Income Taxes
Canada
United States

The components of the deferred tax provision are as follows:

Additional depreciation for tax purposes

Losses available to reduce future taxable income

Portion of real estate and joint venture income deferred
(recogruzed! for tax purposes

Amortization of (benetit from) excess tax value of assets
?‘vailablc o reduce future taxable income

Other . _

The company's effective income tax rates are as follows:

Canadian and United States federal income tax rates
Provincial and state income taxes, net of federal deductions
Effects of investment incentives net of recapture

Reduced rate on capital gains and other income

Inter-unit interest income taxed at reduced rates

Losses available to reduce future tax provisions

Equity net income and non-taxable foreign income
Amaortization of acquisition purchase price allocations

1983 1982
: sthousands of dollars!

{38,656) (24.96]) {25,669)
11,040 (6,885 (289,790)
140,869 131,886 130,763
$113,253 § 100,040 3‘ 184,696
2,500 11,200 {5,400
1,600 34,900 (5,500

7 400 5000 3,2

$ 11,500 § 54000 § (7,700

(38,400} (44,3000 {22,400)
5,400 (12,800 (70,300)
$(30,000) $ 57,1000 $(92,.700)
1984 1953 1982
T ithousands of dollars)
17,600 2600 6,400
(56,700) (61.900) (30,0000
- (2000 {14001
K,400 5,200 (69,700)
700 { 1,000) 2,000
$(30,0000  § 57 1000 92,700
1984 1983 1982
46.0% 36.0% 46.0)%
(1.5) iR (1.6)
29 AR 6.7
(0.2) (1.9 64
(36.0) (35,7 (305
4.2 11.2 15.0
(42.4) (36.71 [12.6)
11.4 7.7 67
{0.7) (1.2) 1.3
(16.31% (3.01% {54.4)%
51
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Investment tax credits are accounted for on the
flow-through method.

Losses of $323 000,000 are available to reduce tuture
United States taxable income in years up to and in-
cluding 1999 Tax recoveries have not been recorded
on $139,000,000 of these losses. In addition, as a
result of a merger of certain subsidiaries in 1982, the
tax value of United States assets exceeds book

14. Unrealized Foreign Exchange Translation

amounts by $109 000,000 which s available wo
reduce future taxable income

Income taxes have not been provided on undistribu-
ted income of certain foreign subsidiaries as such
income is being reinvested in foreign operations. At
December 31, 1984, $365,000 llnn?suc und:s-
tnbuted income, if distributed as dividends, would
be subjeet to income tax at 6%,

An analysis of the changes in the unrealized foreign exchange translation account follows.

Balance — beginning of year
Translation adiustments

Balance —end of year .
Realized foreign exchange gain (loss! included i income
Unrealized foreign exchange gain included in income

Canadian equivalent of one United States Dollar (vear-end rate)

15. Leased Assets and Lease Commitments

1984 1983
 thousands of dollarst
34,300 32,700
45,300 160

$79 600 $344 30

$ (200) $ 4

$ 1,200 $ 4,100

$ 1.320 $ 1L.245

The company leases equipment, manufacturing
facilities and premises under both operating and
capital leases. Properties, plants and equipment
include the following amounts for leases that have
been capitalized:

1984 19R3
thousands of dollars)
Buildings 9,600 13,000
Machinery and
equipment 35,300 47,100
B 44,900 60,100
Less: accumulated
tion 22,500 3,700
$22,400 $29,400

mw&“mpm“ Ca nk?cmtdm:sm lude
‘lati y tali mne
uire annual payments equal to the servicing and
mempoonrequitwenuon municipal bonds that
t!l;uheoptin‘:ndw &m&?ﬁmﬁx
company to pur
annmomlmfﬂcizmmmgn.rmmmmz
w,pluu um, or for $1 once all bonds have

Future minimum payments under capital leases and
non-cancellable operaung leases for equipment and
premises are as follows:

Operating Capital
Leases Leases
ithousands of dallars]
19%5 27 500 4,400
[9%6 21,800 A0
1987 18,700 2,900
1988 15,200 2,900
1989 13,300 3,000
Subsequent years’
lease payments 44,000 22,800
Total lease payments $140,500 19400
Imputed interest 12,716
Present value of
minimum lease pay-
ments included in
long-term debt $ 26,684
Rent ex from operating leases for the years
ended ﬁw 31, 1984, ?8&3 and 1982, was

$2K 500,000, $258,500,000 and $35 900,000, respectively.




6. Pension Plans

The company and its subsidiaries have a numer of
defined benetit pension plans in which salaried,

o mmissioned and haurly employees are eligible to

pirTucipate upon retirement varying vears of
eraplovment. The y's annual contnbutions
to the pians are char to income based on actuanal

tunding requirements.
The most recent actuanal valuations of the pension
plans were made as at January |, 1984 using assumed
ztm}:mson pension plan assets ranging from 6% two
Pension expense was $ 1,000,000 and $4,900,000 in
1984 and 1983, respectively In 1982, pension expetis
was a net eredit o meonae of $.3,000,000 resulting
from excess prior contributions withdrawn from the
lans offset by the vear's normal peasion expense.
nston plan expense in the United States includes
acruartally determined prior service costs being
ameoruzed over periods up to ) years.
The results of the valuavon of the Canadian and
Uniited Scares plans as at January [, 1954 follow:

Canadian Plans

Assets with a market value of $107 400,000 were
available 1n the Canadian plans, compared to the
present value of accumulated plan benefits of
$61.300,000. The accumulated plan benehs caleula-
tion was hased on the value of tuture acerued bene-
fits at retirement and accordingly assumed 1O

vesting of participants.
In addinon, Canada Permanent Mortgage Corpora-
tion, a subsidiary accounted for on the equity method,

17, Litigation

n, compared o the present value of plan benefirs
of $58, 723,000, There was no pension expense
recorded in 1984 and 1983 for this plan due to
overfunding in prior years. Pension expense recorded
in 1982 was $2_300,000.

United States Plans
Effective December 11, 1984, the company restruc.
tured the pension plan covering substantially all o
its United States sa.aned emplovees. In connection
therewith, the existing plan was discontinued and
replaced by a new defined benefit plan famvidma
increased benefits. Regulatory approvals from the
Pension Benefuit Guarantee Corporation and the
Internal Revenue Service are being requested. Upon
discontinuance of the existing plan, the accumu-
lated plan benefits of all participants have become
fully vested. Once regulatory clearance is received,
the trustie of the plan will segregate funds sufficient
to guarantee payment to partcipants of their
accumulated benetits and refund the residual assets
to the company. As at the fanuary 1, 1984 valuation,
the discontinued plan had assets with a market
value of $102.100,00¢ compared with the present
value of accumula.ed plan benefits of $47 900,00).
Other US. plans, mainly those cove hourly
employeer, had a market value of $43,400,000 com-
red with the ’&;Sum value of accumulated plan
nefits of $44,000,000. The accumulated plan bene-
fat cale slation was based upon the value of curte:‘x;l.(
accrued benefits payable at retiremient and inclu
$41,700,000 of currently vested benefits.

Asbestos

Commencing in November 1971, a subsidiary has
been named as one of a large number of defendants
in numm&n‘:ﬁ:ﬂ‘llmmdg:]mls ;ho bﬁ:

, on inhalation of as »®
m allegedly made and sold by
such defendants (*Personal Injury Claims™),
Prior to 1984, the subsidiary treated as separate
claims certain multiple claims made by one “family
unit”, If one member of a family claimed personal
iniury as a result of alleged inhalation of ashestos
fibers (the “intured famuly member”} and other fam-
ily members made claims derived from the alleged

mhalation by the injured family member (in con-
trast to multip)- claims within one family for seg_a
SubD

rate all inhalation of asbestos fibers), the

sidary, before 1984, treated each claim by a family

member as a separate claim, On this basis, the

cumulative number of Personal Injury Claims filed,

disposed of and pending was as fo :
Cumulative Claims

At Degember 31 Filed Disposed Pending

1981 . 10,193 2495 7498

1982 13,440 349 10391

1983 16,422 3668 11754




Notes to Consohdated Financia! Statements
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Ins conformity with practices understomd to ave
been adoptu?‘ by many producers of asbestos-related
products and their insurers, the subsidiary, com-
mencing in (984, treats as a single claim (“single
claim basis™ all claims made by members of a single
family that devive from aileged inhalation of asbes-
tos fibers by the miured fanuly member At Decem-
ber 31. 1954 on a single claim basis, the cumulative
number of Personal Inpury Claims filed, disposed of
and pending was 12,300, 3,256, and 9,044, respec-
uvely The subsidiary no longer maintains records
that would allory it w0 present 1984 information
accordance with the prior practice

At December 31, the approximate cumulative cost of
defending the Pemmflmuw Claims was U S

S8 800,000 m 1984, US, 88 600000 1 1983 and LIS
$6.800.000 in 1982, Such cumulative costs are com-
prised of amounts paid or commutted 1o be paxd by
the subsidiary in respect of payments to plannffs in
scttlements, legal fees for defending claims and
reimbursement of amounts o INSUFARCE COMpanigs
for legal fees and other costs of defending suc

claims. These costs do not include payments made
by the subsidiary’s insurance carriers as hereinafier
descnibed. The subsrdiary and its insurance carners
are litigating the ultimate responsibility for all costs

The subsidiary. along with a number of other pro-
ducers of nh:ﬂ(w-fcﬁnul products, also-has been
named as a detendant 1n a number of cases in which
the plainuffs allege that the presence in buildings of
certatn bullding materials, containing asbestos
allegedly manutactured or sold by such producers,
constitutes 4 health hazard (“Building Claims '}
These plaintiffs seek either monetary damai'cs of
court orders compelling the defendarnits, at their
costs, 1o remiove ashestos products from the buildings
or to otherwise make them safe and, in some cases, o
finance programs to monttor the health of persons
exposed to asbestos. Several plamntiffs seek to tepre-
sent different classes, oad one court has certified a
¢lass consisting o all public and private schools in
the United States.

Although the subsidiary is unable w estimate relia-
bly the number of Personal Injury and Building
Clatms that will be made in the future, based on s
historical experience, the subsidiary antcipates that
a significant numbet of additional such claims may
be made against it. The subsidiary no lomger manu-
factures o sells any products containing asbestos.

The litigation described above has been and 15 being
defended by insurance carriers, subieet to the deduct-
ibles or retentions and dollar or policy himits applic-
able w each insurance poiicy and to disputes con-
verming coverage. One of the subsidiary’s insurers

has agreed, under a reservation of nghs, to defend
and to pay fur costs of settlements or satistaction of
dgements tor Peronal Inmary Claims pending as of
October 1, 1982 or brought after such date and
ansing out of any alleged ashestos exposure that
occarred prioe w fuly 1976 Such tnsurer and another
insurer have agreed, under a reservation of rights, w
pay the costs of defendimg Building Claims.

There 1s a difference i views between the sebsidiary
and its insurance carriers as to whether policy cover
age 1« determined during the perod from the time
the plaintff was exposed to asbestos unul the plaan-
tift's injury was manitested, at the time of manifests-
tion or some other time. The subsidiary and its
insurers are Litgating thas issue in several proceed-
ngs which are in therr preliminary stages. The
subsidiary believes that whether an exposure or a
manifestation theory is determinative, it has suffi-
cent nsurande coverage agaiast pending claims,
However, the amounts that the subsidiary would be
required to contribute under vanous apphicable poh-
cies may vary depending uper 1+ theory adopted in
any particular court.

Although the amount of Liabthity with respect to
Personal Injury and Building Claims cannot be
ascertained, any resulting hability from pending
Personal Injury and Building Claims. in the opinion
of management, will not materially affect the
company's consolidated financial posinon.

Other

I 1981, legal proceedings against Guaranty Trust
Company of Canada |“Guaranty”) and others were
commenced in British Columbia and in Alberta,
alleging, among other things, that Guaranty, as
trustee under a trust indenture, acted improperly in
apposnting a receiver and manager of the assets of
Abacus Cities Lrd., now in bankruptcy A Genstar
subsidiary, one of the holders of Jebentures issued une
der the trust indenture, pursuant to the terms thereol,
has agreed, along with other holders, to mdemmity
Guaranty on a proportionate basis [50% ] Damages
clavmed agamst all defendants in the Alberta action
total approximately $300.000. 000 while the action in
British Columbia is for an unspee thied amount Cuar
anty is defending these actions. amd Guaranty’s coun
sel has advised the subsidiary that Guaranty has a
good detense to all such actions

The company and 1ts subsidiaries are also parties to
routine clavms and suits brought agamst them in

the ordinary course of business. In the opinion of
management, all such routine clatms and suits are
adequately covered by tnsurance, or if not so covered,
the results are not expes ted to materially atfect the
company s consolidated inancisl position




I8, Additional Information
Reclassification of Comparative Figures

Certain 1982 and 1983 amounts have been reclassi-
fied w contorm with the 1984 presentation.
Capitalized Interest Costs
Interest costs, related primarnly wo revenue property

‘ t and real estate wint ventures are cap-
a during the development peniad and charged
Against Inceme as part of construction cost of depre-
viation. Had these interest costs been expensed as
incurred, income before income taxes would have in-
creased by 820,800 000 1n 1984, remained unchanged
ir. 1983, and been reduced by $3, 800,000 n 1952,
Restrictions on Inter-Company Distributions
Loans, dividend payments and income distributions
from certain subsidharies and ot ventures are
restricted by legislation, trust indentures and othet
agreements.
Canada Permanent Mortgage Corporation (CPMC),
as a trust and loan institution, s regulated by various
Canadian tederal and gmvtncul legislation, the
federal portion of which s administered by the Super-
intendent of Insurance, Canada, under broad powers
granted by the legislanion. Regulatory approval
wotild be required for any loan from CPMC ta the
company ot atfiliates of t mmipany. The Icmn:]:'
of trust and loan companies is also regulated u
the lepisiation, limiung the size of CPMC's deposits

19. Summarized Quarterly Financial Data (Unaudited!

1 25 times its capital as defined by statute. Under
these regulations, at December 31, 1954, $11 500,000
of CPMC s retained carnings was available for
dividends. On Japuary 25, 1985 CPMC entered into
an agreement for the sale of 1,990,000 Series C pref-
erence shares for wtal proceeds of $48, 500,000 betore
deducting expenses of the 1ssue estumated in the

ate at $1. 700,000, 1f this wssue had taken place
e 1954, $3K 0,000 of CPMC's retained carmings
would have been available for dividends,

Trust indentures relating to $51 200,000 of the long-
term debt of a subsidiary require approval of the
trustees for dividend distributions to the company in
excess ol defined amounts and loans to the company
ather than in the normal course of business. No
consolidated retained carmings are restricted under
such provisions and all but $246, 000,000 of the
subsidiary’s net assets could be distributed without
the trustee's approval.

Joint venture agreements generally mum the ap-
proval of all partners prior to the distribution of
incoine or granting of loans to the partners. At
December 31, 1984, $27 200,000 of consolidated
retained carnings represent unremutted ncome of
joint ventures.

Theee Months Ended

Year Ended
; -_l\lﬂih_ L] _lune 30 Seprember 30 December 31 December 11
1984 (thousands of doflars!
Revenues SULT05  $51943 SAOR20T $56345% S 922801
Gross profit 75,315 148 855 143,165 173005 H40,430
Net income Joss! {3 8081 44 464 44,770 46,328 131,753
Net income (loss! per common share _ :
- basic § 2% § 1 0§ 1 5 123 % 3.56
— primary ((1.25) .27 121 115 3
Market [ The Toronto Stock Exchange!
= hi $ MS 0% MR 0§ JaRR 8 RW § NN
~low 2325 (CR 19.75 2350 19,38
~~closing price, Devember 31 26,75
Trading volume on exchanges in [thousands of shares!
—Canada 1L¥l1 1,537 157 M8 7,853
= United States 234 2,094 X185 2475 ALY
GENSTAR 5




Notes w Consolidated Financial Statements
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Three Months Ended Year Ended

March 4

tune X0 September Mt December 31 Deceraber 31

1983 o T (ihowsands of dotlats
Revenues $330.239 SaR4665  $53L61s  S4R0215 S R1A7IR
Cross profit 83,0589 124 356 171782 129 394 W 571
Net income (loss! ok 4,950) 25,286 62 144 Wa60 10300
Net income (loss) per common share

— basi¢ . - $ 029 §$ 0T 0§ 18 8 053 8 283

~primary = . . €.29] 0.69 1,79 0.53 2.72
Market {The Toronto Swock Exchange!

whigt'n . LK § 2563 § 3875 § 3625 $ 3125 % J8.75

- low ! ! X125 03 an.25 2361 LIS

—closing price, December 31 AL
Trading volume on exchanges in ithrsands ut shases)

—~Canada 1.766 2,245 1,389 i o0 6,763

~United States 1313 5,344 1,575 1056 15,268
20, Supplementary Information on Inflation and Changing Prices (Unaudited) o Lk

1984 1983 1982 1981 1980

A Canadian Consumer Price Index

(19X 1= 100 per Statistics Canada) 122.2 172 I8 0.0 KR
Revenues (millions of dollars!

- as reported . . $1.923 $1.827 $1,780 $2 146 $2.310

~in constant dollars 1,923 1,905 1,941 1622 1,176
Dividends per common share ’

e L1 ¢ $ 0.8 $ 065 $ 090 $ LRO $ 165

~ in constant dollars 0.85 (.68 0.9 10 p 3k o4
Market price per common share at year end

-~ historical amount $26.75 $3L.00 $2025 $2148 $ 3862

~in constant dollars 26.36 3168 21463 729 50.54
Overview

The average Consumer Price Index (CPI in Canada
increaml‘g 4.3% in 1984, compared to increases of
S.8% in 1983 and 10.8% in 1982, The decline in the
rute of price increases reflects gencrally lower infla-
tion experienced in North America. 1n order o
provide Anancial statement users with information
as to the effects of inflation on an enterprise, guide:
Itnes for the calewlation and disclosure of inflation-
adjusted information have been issued by both the
Canadian Instivute of Chanered Accountants (CICA)
and the Financial Accounting Standards Board,
United States (FASB]. Bath the CICA and FASB
prescribe a “Current Cost” computation o measure

the effects of speific inflation on 4 company's
particular businesses and the use of the CM' e
calculate amounts of eqetvalent purchasing power
by adjusting for the effects of general inflation.

The measurements concentrate on the amount of
ventories and fixed assets necessary o maintain the
“Operating Capability” of an entity and the effects
which these amounts, restated tor the etfects of infla-
tiom, would have on its operanons and financing,
These computations as explained hereunder. involve
estimates and su' jective udgments which greatly
reduce comparability w actual operating conditions
and the reader is cavtioned accordingly




i =

Current Cost Inflation

The prescribed method to approximate specthic wfla-
uon 1s o determne today's cost w replace assets with
the same type as those produced or utilized by the

company. methods used o determine this theo-
::ticilomvary depending on the industry and type
asset.

In the case of Genstar, the current cost of inventories
of manufactured products and housing units and the
related cost m have hx\ddmtmml;ed by apply-
ing recent prices st Cost to
units on hand or the use of internal and external
mndices for changes in costs. Land development in-
ventories and cost of sales have been adusted by the
Canadian or US. consumer price indices for land
content and tnternal cost increment idices for the
development content. The CP1 has been used for
land content because the unigue nature of land
purcha<=d for future development precludes the
determination of a sufficiently accurate altwernative
current cost.

The current cost of fixed assets of Genstar's mapufac-
turing and industrial service operations has been
determined using recent construction and purchase
costs or internal, external and trade association
mndices. Current cost of mobtle equipment was based
on quoted used egquipment praces, internal indices
and new ~juipment prices tactored for ditfercaces in
utility. It new asset prices have been used, accumu-
lated depreciation has been deducted for the expired
uscful life. Depreciation was based on average 1984
current cost and historic estimated useful lives.

Monetary assets and labilitses are restated only for
the current year's general inflation. The company’s
investments in non-consolidated financial services
subsidiartes and joint ventures have not been restated
for the effects of inflation because the underlyving
assets and lHabilities are primanly monetary i
nature and therefore not subect to specific inflation,
General Inflation
The amount disclosed as “Current year sdjustment
for % inflation in excess of general inflation” 1s
the - between the effects of general inflation
and the effects of change in s prices during the
year. The Canadian CPl has used as the mea-
sure of inflation and has been applied w
ma't:“ - hlt‘?.m | cost to equivalent aver-
age 19% . Foreign currency current cost
amounts were translated w Canadian dollars and
then restated into average 1984 dollars. A resuliin
translation adiustment represents the portion of
sgm yeug {RCrease in current cost e is due to
m m rates between foret gn

Purchasing Power Gain/Financing Adjustment

As the purchasing power of the dollar decline:, so
does the true econamic cost to repay liabilities. The
company's net monetary labilines have been
adiusted to average 1984 dollars using the Canadian
CPl. The resultant reduction in habibiies, assuming
repayment in December 31, 1954 dollars. 1s the
purchasing power gaimn. This gain can be viewed as
the purchasing power accruing 1o the lender
of capital and results from using borrowed funds as a
hedge against the eftects of inflation on related
assets

The Canadian inflation accounting guidelines wden-
ufy another allocation of the effects of inflation
between the lender of capital and the common
shareholder in addition w the purchasing power
gan. In periods of increasing prices the any
will require additional capital ro otfset the etfect of
increases in the specific prices of inventories and
fixed assets and Jﬁ addinonal capital is referred w
as that necessary o maintain the operating capabil-
1ty of the enugn'm This capital is provided by a
combination of sharcholders’ investments and bor-
rowed funds. The financing adiustment nts
the increase in the current ¢cost amounts of invento-
ries and fixed assets which theoretically would be
tinanced by debt given the mm&ny'; average debt
to equity structure for the year. Using debt to finance
these assets reduces the amount of the net increase in
current cost that theoretically would be deducted
from income attnbutable w sharcholders.
TN;: | lia been

¢ company’s wtal assets less Liabilities have
adjusted to average 1984 dollars and for the current
cost/constant dollar ditferential of inventories and
fixed aseets to produce a current cost equivalent.
The resulting current cost net assets are considerably
greater than the corresponding historical cost
AmMOuUNts, adiusted amounts should be viewed
as estimates of capital employved on which a fair
return must be camed and not as amounts contrib-
uted by sharcholders or accumulated and retained
from previous earnings.
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Notes to Consohidated Financial Statements
wontinued'
The presented below restates certain balance
sheet and income statement amounts for the impact
of inflation using the methods preseribed by the
CICA and FASB. Inflation adjusted 1984 net income
and gs per share after ing for preferrod
dividends not include the holding gain result-
from the dechine Wmhanm; power of net
tabilities o $36, 100,000 or $1.15 per common
share or the Canaduan “fimancing adiustment” of
S$98.200.000 or $3 12 per common share, These two
amounts represented that portion of the cost of
inflation borne by lenders of capial rather than by
the company's sharcholders. In our view, these

amounts a reduction m financing costs,
and should ﬁm@mmmmf&m

determine inflation adiusted financing costs In
addion. inflation adrusted results as shown do not
constder the reduction in income tax expense that
would result from current cost adiustments w cos of
sales and sation expense. Net income would be

e ———————————————— e ————— V... W—— i ——
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the financing adiustment on wial financing costs
and the income tax etfect of current eost adiustments
were included in the inflation adiusted resulis.

Inventones and hixed assets on a current cost basis
was $2,2093 000,000 mn 1984 82 184 700 000 in 1983
and $2 508 100 000 1 TU82. These current cost
amounts are 55%, 55% and 53% hagher than their re-
ctive lustonical cost amounts. o 952 and 1983,
:g: current cost of these assers did not increase in
proportion to the gencral intlation rate o 1984, then
current cost increased $121 100000 i excess of the
cral intlation rate. The mcreases are paumanly e
ated o the company s development Land holdings
whose cutrer t cost basis retlects stronger industry de
matd
Net assets on a curtent cost basis were the equivalent
of 164% of ther hastoneal value as st December 31
1984, as opposed to 181% and 192% as s December
31, 1983 and 1952 respectively. This decrease reflecrs
the company’s INCICASING Proportionate invesument
in assets other than inventor s and fixed assers

igher than : et income for the pertod
1982.84 if the effects of the holding gain and

Selecred 1984, 1983 and 1982 Financial Data

which are not restated o refl o Current cost unact
preseribed inflaton accounting methods,

Adjusted for the Effects of Changing Prices
ymiflions of dotlar except per share amounts’ 1984 1983 IEL R
Net | B o : =49 N
In average 1983 dollars 1318 107 4 XL
Current cost adiustments
Cost of sales _ LY 158 435
Depreciation 690 o) 55.)

$ 145 % 1°5 8 091e

Gain from Decline in Purchasing Power of Net Liabilities

in average |984 dollars § el L $ 1276
Financing Adiustment
Current cost income adiustment artributable t debe § s § Wl L
Net Income {Loss) Per Common Share
In average 1984 dollars . $ 016 § 0w 8§ e
Inventories and Fixed Assets v
As reported 14773 1M 4 .6541.0
Adiusement for general inflation i 0. LSO
Current year adjustment for specific inflanon
in excess of Jess than! general inflation
Current cost 121.1 {2600 {25V K}
Foreign exchange tanslation MO N §a2 he
COS2,2930 SLINLT RN
Theorencal debt financing of annual change
11 current cost of assets § N2 il $ 22N
Net Assets

In average 19%4 dollars $2,1025

*Friy Qe prorpeoses of samperisn (963 and |9%) wmounts have been inciedsed o e o langy 10 0 hor oot age € FE e those o b 1954
Thets rvstaten 903 and 19T smouns t the prrchasiag powes guivslent of sverage 1953 dollary

Expressed in yearend 1984 dollars, inventonies, including development land, and fixed assets calealated under
the cutrent cost method were $797 701 000 and $1 579 039,000 respectively, compared to bistoric cost of
$560,978, 000 and $916, 366 (00

$1.71%9 $1.68% 9
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