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Gorrorate Lo

Rio Algost Limited is a growing, international mining, mineral expioration and
metals distribution company with headquanters in Toronto, Canada.

Rio Algom currently produces copper, molybdenum, uranium ond coal from
mines in Canada, the United States and Chile. The Company is developing a
uraniumi property in the United States and participating in the construction of
a major copper/gold mine in Argentina, both of which are scheduled 10 begin
production in 19971t has commenced a second expansion of its copper mine in
Chile which will be completed in 1998 In addition, a major copper/zing
property in Peru and a large copper discovery in Chile are at the pre-feasibility
stage Together these have the potential 10 increase the Company’s annual
copper production significantly, 10 in excess of 900 million pounds by the year
2002, which would make Rio Algom Canada's premicr copper mining company.

Rio Algom also owns and operates one of North America’s foremost metals
distribution businesses. The North American Metals Distribution Group is one
of the largest distributors of stainless steel and aluminum on the continent,
with 60 centres serving more than 50,000 castomers in Canada, the United
States and Mexico

Rio Algom's common stock is widely held and trades on the Toronto and
Montreal stock exchanges in Canada and on the American Stock Exchange in
the United States.
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I 199, net carnings declined, lamgels doe 1o lowver average metal prices

(mibions excepi per share data) 1996 1995
RIVENUI S I,HSS.SE $ 19825 |
Operating profit $ 1699 § 2497
Earnings from continuing operations S 66.2 $ 1254
Eamings from discontinued operations 54.2 720
NIT LARNINGS S 1004 $ 1324

Operating cash flow from continuing operations $ 750 $ 1885
Per share data: i
Net carnings 5 182 ! 1] 255
Dividends S OWi § 060
All dollar avounts inn this report refer 1o Canadian dollars unless olherwise stated.

1996 was, nevestheless an exceptional vear for Kio Algom. The Company -

& Increased copper production from the Cerro Colorado mine in
Chile by 63% 1o 151 million pounds.

¢ Initiated a further expansion of Cerro Colorado’s annual capacity
to 220 million pounds.

¢ Succeeded in a joint bid for the Antamina copper/zinc property
in Peru,

¢ Participated in the management of the 25%-owned Alumbrera
copper/gold project in Argentina, scheduled 1o begin operation
in the third quarter of 1997,

& Began construction of a two million pound per year uranium
leaching operation at Smith Ranch, Wyeming, scheduled to start up
in mid-1997

¢ Continued an active exploration program and, in January 1997,
announced the discovery of an inferred 350 million tonne copper
deposit (the Spence deposit) in Chile.

& Successfully concluded over 40 years of uranium mining at
Elliot Lake, Ontario.

¢ Consolidated and implemented efficiencies at the US. metals
distribution operation, which had doubled in size in 1995,
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Reserves and Resources

(“’)l K GOALS

Becomwe Canada’s premier copper
mining company, with annual
0 production in excess of X )0 million

pounds by the year 2002
[

:
Grow with quality assets and

low-cost production : ’
e

— — , — : Establish reserves to support
US. uranium production

of five million pounds per year

[
Seek further efficiencies and strategic
growth in the North American

Metals Distribution Group
©

Strive for excellence in the
Company's environmental, health

and safety performance

&

]

Activilies ’ . wthe cl shinl A
ot Continue to enthance shareholder

t
2

value by maintaining adequate
financial resources 1o carry oul our

’
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Group retained, and in some cases increased, its market
share in all major product lines. The conselidation of the
extensive additional facilities acquired in 1995 continued
successfully, with no interruption of service. Our metals
distribution business provides an exceplional return on
capital = 21% in 1996 - and has been consistently
profitable with significant growth prospects.

Financial Highhights

Lower copper prices and lower prices and margins in the
metals distribution business, in part offset by higher
production levels at Cerro Colorado, affected our 1996
results. Net carnings in 1996 were $1004 million or $1.82
per commaon share, while 1995 net carnings were $1524
million or $255 per common share. Revenue from
continuing operations in 1996 was $1.8 billion compared
10 $2.0 billion in 1995,

The London Metal Exchange copper price averaged USS1.04
per pound in 1996 compared with US$1.35 per pound in
1995. The decline related 10 uncertainty over new
production as well as 10 trading irregularities ascribed 1o
Sumitomo Corporation. In 1996 Rio Algom's hedging
program helped mitigate the effect of lower prices.
Although copper settlements for 1997 are currently
unhedged. the Company is constantly monitoring markets

for appropniate hedging opportunities

To deal with the eyclicality of copper prices and o optimize
operating margins, Rio Algom's principal strategy is to invest
in high quality assets with low production costs. In 1996 the
cash cost of copper production at our wholly-owned Cerro
Colorado mine averaged U'S$05) per pound. Rio Algom’s
average cash cost per pound is expeated to decline as new
and expanded operations come on stream

The metals distribution business provides a relatively
stable component 1o our carnings. For example,
provided 465 of operating profit in 1996 Prudent growth
in this business, which complements our mining interests,
is another facet of our strategy for mamtaining and
increasing overall shascholder value

In anticipation of the closure of the Stanleigh mine,
the Elliot Lake operations were accounted for as

discontinued operations in the 1995 consolidated
financial statements. Earnings from discontinued
operations were $34.2 million in 1996 compered to
$7 million in 1995 Forgiveness of the outstanding
advances from Ontario Hydro and the write=off of the
related Stanleigh assets, having an equivalent book
value, have been recognized in the accounts for the
fourth quarter of 1996. Provisions for deferred taxes
amounting 10 $703 million, being no longer required,
were reversed and included in carnings from
discontinued operations, partially offset by an increase
of $40 million after 1ax in the Company’s reclamation
provisions related to its discontinued mining operations.
This will provide for reclamation, treatment and
monitoring which will continue into the next century.

Capital expenditures decreased to $77 million in 1996,
from approximately $108 million in 1995, Cerro Colorado
accounted for $18 million, compared to $62 million,
primarily for expansion costs, in 1995 The 1996 capital
expenditures also ncluded $19 million spent on Antamina
and $40 million on all other operations.

In February 1996, the Company received proceeds of
S8 million from the issue of 5.6 milhon common
shares as the result of the exercise of share purchase
warrants issued in 1994,

Larly in 1997 the Company raised $500 mithon through
an issue of convertible debentures and common shares,
and arranged a USS$500 million unsecured revolving
S-year line of credit with three major North American
banks. These funds will enhance our sound financial base
and facilitate new developments, which are the basis of
our aggressive growth plans,

Eovironment, Health and Salety

An integral component of Rio Algom's plans for growth is
our determination 1o continue to excel in the arcas of
occupational health and safety and environmental
responsibility. The Company maintains an active
environmental, health and safety management program
As part of the Company's commitment in these arcas. in
1996 the Board of Directors approved a strengthened
Environmental Policy for all operations and activitics.
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The Year Ahead

In the year ahead we expect progress in a number of
arcas. The expansion of Cerro Colorado’s production
capacity 10 220 million pounds of copper per year is under
way. Smith Ranch is scheduled to begin producing
uranium by mid-ycar Alumbrera s expected 1o start up in
the third quanter, adding gold 10 Kio Algom’s production
profile. Drilling programs at Antamina, Reynolds Ranch
and the Spence deposit will pave the way for full
feasibility studies on these projects. We are continuing our
exploration activities, directly and through joint ventures,
And our North Amenican Metals Distribution Group will
reap the benefits of the consolidation of its US. operations,

In Conclusion

We pay tribute 10 the late Lawnie C Reinertson. Appointes
a Director, President and Chief Executive Officer on April
24, 1996, Lawnie died suddenly on July 14, His tenure was
short, but his contribution was significant and will benefit
the Company for years 1o come. In his memory the Lawrie
Reinertson Palliative Care Trust was established by Rio
Algom at St Joseph's General Hospital in Elliot Lake.

Colin A. Macaulay retired from his position as Vice-
Chairman of the Company in December 1996 We thank
him for his wise counsel and leadership, which have been
of benefit to us all

\ivec

1o our employees, who have centributed so much to Rio
Algom’s numerous achievements in 1996, we extend our
thanks for their hard work and enthusiasm.

We look forward to continuing the evolution and growth
of the new Rio Algom during 1997 and into the future.

Respectfully, on behalf of the Board of Directors,

Gordon C. Gray
Chairman of the Board and
Chief Executive Officer
February 26, 1997
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committed to achievin  excellence in

Lontited 1s

all aspects of its operations, including
envirommental protection, health and
safety. The Company undertakes to act
responsibly as steward of the resources
in its charge, working for the well-
being of its employees and the
communities ar. . the countries in
which it operates. Where the Company
does not have operating responsibility,
it will work with its associate
companies to adop! practices consistent
with this policy.

In 1996, Rio Algom:'s Board of Directors approved the following strengthened
Environmental, Health and Safety Policy for the Company.

SPECIFICALLY, THE COMPANY WILL

¢ implement site-specific environmental, health, hygiene, safety and

emergency response policies, management programs and practices, with
the aim of continuing improvement;

¢ design, operate, decommission and evaluate its facilities to ensure

compliance with government and Company requirements and to
minimize risks to health, safety and the environment;

¢ train and equip employees with the understanding, skills and facilities

to achieve an injury-free and healthy workplace and to fulfil their
environmental obligations;

¢ educate its employees on practices to improve the environment,

wellness and safety on and off the job;

& require its contractors to implement practices consistent with Company

health, safety and environmental policies and procedures;

¢ encourage conservation and pollution prevention measures;

¢ provide information and training for the safe handling, use, transport,

and disposal of our products;

¢ communicate openly and on a timely basis with employees, the public,

governments, and other stakeholders on activities involving
environment, health and safety;

& research processes, practices and technologies that will lead to

improved environmental, health and safety performance;

& conduct regular environmental, health, hygiene, safety and emergency

response audits, and implement action plans called for by these audits;

¢ report regularly to the Board of Directors on environment, health,

hygiene, safety and emergency preparedness.

Rio Algom Limited and its operations take responsibility for implementing
the principles of this policy through the commitments and actions of cach
employee

Examples of Rio Algom's commitment to these principles are highlighted oni some of the
pages that fullow
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above sea lewv b in the foothills of the Andes. Discovered in
1949, the poephyry deposit is destined 1o become one of
the world's great mines, vielding on average over 380
million pounds of payable copper in concentrate and
5450C " ounces of pavable gold annually after production
begins in the latter half of 1997 When in operation it will
employ 600-700 people; at peak, close to 6,000 were
mvolved in Alumbrera's construction.

Rio Algom’s 25% interest in the Alumbrera project is held
through Minera Alumbrera Limited, which operates the
project under an agreement with Yacimientos Mineros de
Agua de Dionisio, the property owner. MM, Holdings
Limited of Australia has a 50% interest in Minera
Alumbrera and North Limited, also of Australia, holds the
remaining 2%,

Excluding interest during construction and other financing
fees, the cost of the Alumbrera project is currently
estimated to be USS905 million, of which Rio Algom's
share will be approximately US$168 million. Over the life
of the project, Alumbrera is expected to add 137,000
ounces of pavabile gold and 96 million pounds of payable
copper 1o Rio Algom’s annual production. A higher grade
starter pit will provide additional copper and gold in the
operation’s carly yoars 1t is estimated that the cash cost for
copper, after byproduct credits, will be in the low USS0350
per pound range.

Reserves and resourcer are expected to maintain the
Alumbrera operation at planned rates for approximately
20 years.

Ore from the open pit will be crushed and ground, with
copper concentrates produced by the flotation process.
Free gold will be recovered by gravity methods. For the
first four years the mill is expected o treat approximately
80,000 tonnes of ore daily: and will be expanded to
120,000 tonnes per dav thereafter Copper concentrate
produced n the myll will be pumped through o 245-
kilometre pipeline 1o a plant near Tucuman, where most
of the water will be removed and the fillered concentrate
shipped 820 Kilometres by rail 1o a new port facility
constructed near Rosano,

Amlamie Located in the Andes 480 kilometres northeast
of Lima, Peru at an altitude of 4,200 metres, the Antamina

R e e e

property hosts a partially defined high grade copper/zine
skarn deposit.

A joint bid for the property by Rio Algom and
Inmet Mining Corporation was accepted in July 1996,
Under the terms of the bid, the two companies are
required 1o spend at least US815.5 million on a
feasibility study on the Antamina property by
September 1998, at which point they may return the
property or proceed with development. The bid
involves an investment commitment of L8825 billion
by 2001 if the companies clect to proceed. If the
development costs, which are currently projected to be
at least USS1 billion, are less than US$25 billion, Rio
Algom and Inmet would pay 508 of the shortfall 1o the
Government of Peru in hieu of further expenditures,

Rio Algom and Inmet have initiated an intensive 60,000+
metre driliing program on the Antamina property in
advance of the planned feasibility study, with the objective
of conlirming and expanding reserves. An office was
established in Lima and, by the end of 1996, a camp
accommadating 200 people was set up on site,

A 1992 estimate by CEPRI=Centromin of Peru reported
proven and probable reserves of 1286 million tonnes
grading 1.61% copper, 1.35% zing, 0.04% molybdenum and
17.7 grams of silver per tonne, with the potential for
substantial additional reserves

On February 26, 1997, Rio Algom and Inmel jointly
announced an intenm resource estimate for Antamina
within a pit of 400 million tonnes grading 1.2% copper,
1.1% zing, 0.05% molybdenum and 15 grams per
tonne silver. The deposit remains open i a number of
arcas and drilling continues.

At the time of the July 1996 bid it was envisaged that
Antamina could provide Rio Algom with at least 200
million pounds of copper and 175 millior, pounds ol
zinc production annually for at least 15 years, beginning
in 2001, This projection was based on a milling rate of
40,000 tonnes per day and the production of one million
tonnes of copper and zinge concentrates annually. In
view of the encouraging results from the drilling
praogram to=date, stuches will be undertaken to evaluate
the economics of higher milling rates for Antamina

Jeateen

KAvr AL OANE HIAIYL




URANIUM

Rio Algom’s uranium activities in the United States are conducted by its
whally=owned subsidiary, Rio Algom Mining Corp. The long=term goal of the
US uranium operations is to develop and/or acquire reserves which will

support total production of about five million pounds of uraniim per year
|

Seith Raoddi: Production of uranium from the US$44 million Smith Ranch
project near Casper in northeast Wyoming is expected to begin i May 1997,
with design production of two milhon pounds per year 1o be achieved in mid-
1998 Studies are in progress to determine the feasibility of increasing
production from Smith Ranch

Uranium will be produced by i siti leaching, @ method favoured over more
troditional mining methods for its lower capital and operating costs and its
much diminished environmental impact. 1n this process, injection and
extractien wells are drilled into uranium-bearing zones approximately 200
metres below the surface. An environmentally benign mining solution is
pumped into the ore zone where it dissolves the uranium. The uranium is
extracted at o central processing facility and the mining solution reevded. Cash

costs for the operation are expedted 1o be less than USS12 per pound

Revaolds Landr: Early in 1997 Rio Algom began an 18-month, USS4.1 million
program at Reynolds Ranch, Wyoming, immediately north of the Smith Ranch
arca, to confirm and expand resources of 82 million pounds of uranium, and
to conduct enviranmental bascline studies for possible production beginning
in the year 2000

lmibrosia Lake: Rio Algom produces uranium by solution mining in the
Ambrosia Lake arca north of Grants, New Mexico, where it owns nine dosed
underground mines and a large dosed uranium mill. The process involves
circulating mine water through the old workings and then through an ion
exchange plant. Increasing uranium prices have led to plans 10 increase
production from 185000 pounds in 1996 1o 550,000 pounds in 2000

Polaris, Wtaming, Crandon: Rio Aigom's current interest in zine produdtion is
held through a 25% net proceeds rovalty in the Polaris zind/lcad mine on Little
Cornwallis Island in the Canadian Arctic. On the horizon hes potential
production from Antamina in Peru and from the Crandon zind/copper deposit
in Wisconsin Crandon could produce 150000 tonnes of zinc in concentrate
annually: Rio Algom has a 500 interest in Crandon Mining Company; a joint
ventare with Exxon Coal and Minerals. It s anticipated that permatting for the
project will be ~ompleted by 1999 If a production decision is made,

construction would take about three vears

Jeoenteen
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ENVIRONMENT

HEALTH & SAFETY

« A comprehensive
environmental baseline study
is under way at Anlamina, lo
commence the groundwork for
a possible future mining
project and to monitor the
effects of the exploration

program.

¢ In Mardh 1997, Rio Algom
will be presented with a
special award by the
Prospectors and Developers
Association of Canada in
recognition of its reclamation
activities al Ellio! Lake.

© Staff al the Smith Ranch
project meet regularly with
local ranchers to exchange
information and hear any
concerns abou! the new
uranium operation.

© The average lost-time accident

frequency rate at Rio Algom’s
operations in 1996 decreased
10 0.62 accidents per 200,000

working hours, compared to
0.80in 1995.
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Bullnoose The Bullmoose Coal joint venture, in which Rio
Algom has a 2919 interest, is an open pit metallurgical
coal mining operation in northeastern British Columbia,
Canada. Operated by Teck Corp,, the facility produces
approximately two million tonnes of metallurgical coal
annually.

Reserves are sufficient 10 more than fulfil existing contractual
obligations, currently amounting to approximately 4.3
million tonnes, to be delivered up 1o March 31, 1999. Most of
the coal produced is sold under long-term contracts to nine
Japanese steck-making firms. Contract negotiations are under
way with regard to sales beyond 1999

o
. //INI RAL COXPLORATION

Rio Algom believes that a focused and consistent mineral
exploration program is onc of the principal means by
which the Company can achieve its ambitious growth
plans. Rio Algom's targets are large tonnage, low cost
deposits of copper, gold and zinc.

The Company has been active in Chile for a number of
vears, conducting its own exploration as well as pursuing
joint venture projects. More recently, #t has extended its
activities to Argentina, Peru and Brazil Rio Algom is also
active in North America and Ireland

Exploration expenditures amounted to §13.7 million in 1996
and are expected to reach $24.0 million in 1997, with a major
portion of the increase being spent on drilling programs
on the Spence deposit in Chile and the Santa Cruz joint
venture with Yamana Resources Inc in Argentina,

The October 1996 agreemont with Yamana Resources
allows the Company 10 earn a 50% interest in some of
Yamana's extensive gold prospects in Santa Cruz Province
of southern Argentina by spending US$20 million on
exploration before August 51, 2001. Rio Algom can
increase its stake 10 60% if it completes a feasibility study
and elects to place a property in production

Spence deposil: The effectiveness of the Company's
exploration strategy was clearly demonstrated with the
announcement early in 1997 of the discovery by Company
geologists of a major copper deposit in northern Chile. The
Spence deposit is located at an elevation of 1,700 metres
between the cities of Antofagasta, on the coast, and
Calama, on claims held by Compania Minera Riochilex
SA., a wholly-owned subsidiary of Rio Algom. It is named
after Colin Spence, the Company’s former Western
Canadian exploration manager who was killed in a tragic
incident in the Philippines in June 1996,

A 24,000-metre diamond drilling program camed out 1o
ar average depth of 280 metres on the Spence deposit in
1996 outlined an inferred resourc  “oniaining an
estimated 350 million tonnes averaging one per cent
copper, with minor values in silver and molybdenum.
Based on initial studies, it appears the deposit will be
amenable to open pit mining and conventional
metaliurgical treatment, with the potential 1o produce
copper at a higher rate than the Cerro Colorado mine.

The deposit consists of two adjacent zones centred on
granitic porphyries which intrude sediments and volcanic
rocks. It is covered by gravel and leached rock ranging in
thickness from 50 to 145 metres. Typical of many Chilean
copper deposits, an oxide cap overlays an enriched
sulphide zone which grades into primary sulphides at
depth. The oxide cap makes up approximately 12% of the
total resource

Detailed diamond drilling, 1o be followed by preliminary
metallurgical testing, was initiated in January 1997
to upgrade the inferred resource to a proven and
probable reserve. It is expected that a feasibility study
to determine the appropriate method of developing the
deposit for production will commence during the second
half of the year

o
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aluminum and stainless steel are highly favourable. The propertics of these

ENVIRONMENT metals add value 1o products made from them, resulting in their increased
l-i!"ALTH SAFETY demand. As well, international acceptance of stainless steel and aluminum is
€ ; , facilitating growth for these modern metals which outpaces the general growth

of the economies in which they are sold. Their use is widespread in the

transportation, acrospace, food processing, architectural, hydro-carbon

¢ The North American Metals processing, chemical, metallurgical, forest products, power generation,
Distribution Gmuphn_; information technology, medical, agricultural, water treatment, waste
i performed site assessments management and marine industries.

f’ - all. metals distribution During 1996 NAMDG continued to consolidate and integrate the former Metal
E locations to ensure that Goods division of Alcan Aluminum into Vincent Metal Goods. Rio Algom
! vm"immm'almm purchased the Alcan unit in 1995, virtually doubling the size of its metals
| minimal o distribution business, expanding its coverage from coast 1o coast in the United
: States and providing greater flexibility, purchasing power and economies of

¢ Al d lllf NAMDG _ scale, as well as exposure 1o new markets

The Group is continually examining ways to improve cfficiencies and
productivity and thus, its competitive position. Recent investments have
resulted in improved materials handling and distribution capabilitics. Over
US$2 million was sper - in 1996 to integrate the management information
systems which keep traci.  “almost 90,000 inventory items, accounting records
and ordering systems. In addition, the Group continues to investigate and
assess potential acquisitions which would strengthen product sales and its
geographic spread

i e of s competions >
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Larnings Profile

In 1996, net camings of $100.4 million were lower than the 1995 level of $1524
miilion. The most significant factors underlying the decrease were:

Vining: Lower LME copper prices, which declined 22% to an average of
US$1.04 per pound in 1996 from an average of USS135 per pound in 1995,
partially offset by 65% higher production at our Cerro Colorado operation.

Vetals: Oversupply in stainless steel markets and changes @ aluminum pricing
structures, contributing 1o reduced prices and margins in the Company’s
metals distribution business.

Cash Profile

Several significant events in 1996 affected the Company’s cash position. Total
cash and equivalents of $215.4 million were down from §314.4 million at
December 31, 1995

Significant sources of cash were:

o continuing operations, contributing $75.0 million; and

o proceeds of $95.7 million from the issuance of common shares, primarily
through the exercise of share purchase warrants

Significant uses of cash were:

o advances of $§1122 million to the Alumbrera project which are expected to
be repaid from project financing in 1997;

o net capital expenditures of $775 milhion, including $19.0 million relating to
the Antamina projeet;

o dividends to sharcholders of $59.1 million compared to $51.2 million in 1995,
ana

o repayments of long term debt and otner obligations of $377 million,
principally at Cerro Colorado, compared 10 $12.6 million in 1995,
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Income Statement

Revenue from operations decreased 75% 1o $1.8 billion in 1996 from $2.0
billion i 1995

Revenue from copper operations decreased 10 82914 million ir 1996 from
$5259 mithon in 1995 duc 1o lower average LMI copper prices, which

dechined by 220 from the prior year, partially offset by increased production ot

Cerro Colorado

Revenue from the metals distribution business decreased 1o 515 billion in
1996 tram $1.6 billion in 1995, due primarily 1o lower stainless steel and

aluminum prices

Operating profit from continuing operations decreased 1o $1699 million in
1996 from $249.7 million in 1995, Mining operating profit from continuing
operations decreased 1o $920 million in 1996 from $156.6 million in 1995 The
decrease was due 10 lower copper prices during 1996 as well as a dedine in
production and higher operating costs at Highland Valley Copper. These

dechines were partially offset by increased production at Cerro Colorado

Meatals distribution operating profit decreased to $778 million in 1996 from
$95.2 million in 1995 Metals distribution 1995 results include only nine
months revenue and operating profit from Metal Goods, which was acquired
March 51, 1995 The 1995 results also include the Company’s 609 interest in

Atlas Steels Limited of Australio which was sold in late 1997

The Canadian/US dollar exchange rate remained relatively stable. The
average rate for 1996 was €136 per US dollar compared 10 CS137 per US
dollar in 1995

tonvilisons except per share dula) 1996 1995
Earnings from continuing operations $ 66.2 5 1234
Earnings fram discontinued operations 342 70
Net carnings S 100.4 S 1524
Net camings per common share
Larnings from continuing opcrations S 1.20 S 241
Net carmings lor the vear S 1482 s 255

Discontinued Operations: The Standeigh mine, the Company's last operating ming
at Eliiot Lake, dlosed on June 30, 1996 after producing 1.1 million pounds of
uranium in the year In 1995, Rio Algom's Elliot Lake operations, consisting of
the Stanleigh, Quirke and Pancl, Pronto, Lacnor, Nordic, Buckles Spanish
American and Milliken underground uranium mines, were reclassified as

discontinued operations

Ml y levsew

Cathode coppee mndies await shipsaent frmn

Cerro Colorado



in 1996 (ervo Colorado produced 131 milion pounds
of cathode copper

Under the Stanleigh contract, Ontanic Hydro made interest-free advances of
the funds required to bring the Stanleigh Project into production and
the funds necessary for its working and sustaining capital requirements. The
funds advanced were 16 be repaid 1o Ontario Hydro over the delivery penod
as defined in that agreement, in amounts approximately equal to the
amortization allowance included in the base price of uranium delivered. As a
result of Ontano Hydro's decision te terminate the contract and following
conclusion of various contractual matters, all outstanding advances were
forgiven. Such forgiveness and the write-ofl of the Stanieigh assets, hayving an
equivalent book value, have been reflected in the accounts for the fourth
quarter of 1996. Deferred tax provisions in the amount of $70.3 million relating
to the discontinued operations, being no longer required, have been reversed

and arc included in income from discontinued operations

The Company regularly reviews its estimate of reclamation costs in light of
various factors, induding current and proposed regulatory requirements. Rio
Algom has reviewed the adequacy of its reclamation provisions relating to its
discontinued mining operations at Elliot Lake and elsewhere, and has
increased its environmental provisions by $60 muilion ($40 million net of tax)
to provide for reclamation, treatment and monitoring which will continue well

into the next century

These matters are reflected in discontinued operations in the Company’s

Statement of Earnings

MINING OPLRATIONS

(miillions of dollars 1996 1995

iy ‘

Copper S 2914 $ 3519

Other Mining 639 616
§ 5553 5 3855

SILE TNt Ki) |

Copper S 868 $ 1485

Other Mining 52 81

$ h! $ 188




RIO ALGOAS SHARE OF PRODUCHION

1996 1995
ithousands of pounds)
COPPER {
Cerro Colorado 150,786 80342 .
Highland Valiey Copper 110,139 11679 |
240925 197140
Combined Average Cash Cost (US$ per pound) 0.61 0.64
AOEYEDIENLEAL
Highland Valley Copper 288 1,158
URANIUAL g
Flliot Lake 1,055 1825 |
Rio Algom Mining Corp. 183 | 154 |
1258 1959 |
(thousands of fmnes) !
MEIALLL RGICATL €O :
Bullmoose 544 558 |

COPPLR AND AGOIYBDIENUM

Prices and Markets

topper Western World refined copper consumption increased 3.00 10 105
million tonnes in 1996 from 102 million tonnes in 1995 The US. and Asia,
excluding Japan. enjoyed strong copper markets in 1996 with consumption
increases estimated at 6% and 8% respectively over 1995, The economies of
Western Europe remained weak and as a result, European consumption rose
by less than 1% from 1995 The Japancse economy showed promise of a
recovery at the beginning of the year but slowed as the vear progressed, and
consequently, Japanese copper consumption remained close 10 1995 levels.

Toal refined copper production grew by more than 6% in 1996 to over 99
million tonnes as the output of copper in concentrates and clectrowon cathode
from leaching operations increased. The majority of the increase in conper
concentrates came from both Chilean and Indonesian mines while thc increase
in electrowon cathode came principally from new Chilean mines,

For the first five months of 1996, copper prices averaged USS1.18 per pound. In
June, copper prices fell precipitously on the news of significant write-offs taken
by Sumitomo Corporation as a result of unauthorized copper trading. For the
remaining seven months of 1996, copper prices averaged US$094 per pound.
The LME average spot price for grade A copper was USS1.04 per pound in
1996, a 22% doecrease from the 1995 average of USS133 per pound. The LIME
price for grade A copper on December 51, 1996 was US$1.01 per pound

The adverse effect of lower copper prices was mitigated somewhat by Rio Algom's
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Ko Algom owns a 55.6% partnership interest i thland Valley Copper, a

large scale open pit copper/molvbdenum mine located in south-central British

Columbia. Management of the operation is shared equally with Cominco Ltd

Copper production was 7 lower in 1996 than in 1995 due to coarser or

Operating costs were adversely affected by a fau™ svstem in the Valley pit and

rciocation of the in pit primary crusners
Copper has four long-term copper concentrate contracts e nusltenance sainics petlarnsing & an
1C apuUI vimately 78 of sales. A group of Japanese e change al Hhghiand Yaliey Copp

smelters holds two ol thes contracts, with commitments to put hast

ipproximatei 500 of production Prices are based on IMI prices, g¢ wrally

three mo alter achiv

At currently pianned operating levels, the mine is expected to remain i

| lucton untd the vee 2008. Thehland Valley '.,“;v' 1996 vear ond

estimale o proven and probabdic reserves was {9 nithon tonnes at an WAL

grade ol 041%% copper an K% molvbdenum, compared 1o the 1995 vear

oend estimat W O04 mihon tonnes al werage grade ol 422% (1 wer and

W8 m bdenur The t MVOS WOre redu { 5 mulh {8 for 199
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Iotal tonnes mined 9204 95.1
lonnes waste mined 47.8 49 ¢
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production ibs 110.1 1168

percent
Average ore grade milled (copper 0.596 0.594
LCODDET recoven l)l‘! Q10

'
{ 91.3

A AN )
Vil availability

LRANILM

Prices and Markets

Western World consumption of uranium rosc u 1996. Consumplior exceeded

production, resulting in drawdowns ol utility inventon Is

The average uranium spot market price in 1996, as quoted by the Uramium
Exchange, was US$1540 per pound as ared 1o USS11.47 per pound in
1995, At December 31, 1996, the uranmium spol market prnee was USS14.70 per

pound compared 10 LU'S$12.25 per pound at December 51, 1995

Fxports of uranium from Russia into 1 United St are subject to restnctions
until the vear 2004 These restrnichions requuare s of Russian urarmium mto th
| 1o be matched with an equivalent amount of newly produced US material
!' \}] !\y" S " r\\“‘>\ ! A1) ( '1‘4",' AA',l ‘.l"“ | !‘V‘ ' b | f’{'\.l‘.‘.‘)‘
annual quotas must also be matched by new US producthion. Under matched
S it LS malenal 15 gencral I al prices gher than 1 Spot prce Th
corresponding 1884 uranium s soid al ;"u CSs lower than spaot Prie wilh the
J’\\"‘ I COMM 1;'I ct the customer at, or close | ':"H
'”hﬂ l‘lkl
Rio Algom s whallv-owned Stanicig! nderground mine at Elhot Lake in norther
) . du y Y it with Ontanio Hyvde O hasi
\ r It of Ontano H ro's doeasion 1o lermmnate purchase M oura m undcer
e { th deigh mine ceased operations effective June 30, 1996, As this
wa Companv's last o g mine in i regiot he t n Las operabions
(ONSIS ¢ of the Slanicg! nrke and Panel an X OUheTr uncorgrouny Ie 4]
n were reclassifies 1995 as discontir weration
n t} v the mine | milli YOUN f fosr Ontary
rdance v r ’ it Th { ting nrofit for 199
WwWas ymparabie i« 44 fler adusting lor the iower pounds produced



Rio Algom Mining Corp.

Rio Algom Mining Corp. (RAMC) is & wholly=owned US. subsidiary with an
i site uranium leaching mine and processing plant under construction in
Wyoming, uranium properties in New Mexico, and uranium reclamation
projects in New Mexico and Utah. RAMC produced 185,000 pounds of
uranium in 1996 from mine water recovery activities in New Mexico,
compared to 154,000 pounds in 1995

Development of Smith Ranch, the Wyoming in situ uramium leaching projeat,
commenced in May 1996 and is proceeding ahead of schedule at an estimated
cost of USS44 million. Operations are expected 1o begin in the second quarter
of 1997 and the mine facility is projected to reach a production rate of two
million pounds of uranium annually by 1998

RAMC has sales con’s s signed and pending for future dehiveries of
production totalizg 6.6 million pounds to the year 2003, representing
appreximately 70% of Smith Ranch's first five years of production
Approximately 60% of these are matched sale contracts, requiring an equivalent

quantity of Russian origin uranmum

RAMC's properties had over 60 million pounds of uranium reserves and
resources at December 51, 1996, unchanged from 1995, In addition, “i
Company committed in early 1997 to expend up to USS4.1 millic n for
exploration 1o confirm resources of 8.2 million pounds of uranium on the

Reynolds Ranch property, adjacent to Smith Ranch

Cou

Budlmoose

Rio Algom holds a 29.1% interest in the Bullmoose Coal joint venture, an open
pit metallurgical coal mining operation located in northeastern British
Columbia. The project is operated by Teck Corp which holds a 6099 interest
The remaining 10% 1s held by Nissho wai Canada Limited

While Bullmoose's revenue for 1996 increased slightly from 1995, operating
profit dechined by 18% as a result of higher per tonne operating costs
Production for 1996 remained constant with 1995, however, costs incrcased by

1300 in 1996 duce to higher pit maintenance and operating costs

The majonity of Bullmoose coal production 1s sold in fixed annual « cantities
under long-term contracts to nine Japanese stecl-making firms. Pices are
adjusted quarterly based on inflation, as measured by various Canadian cost
and price indices. The contracts provide botih buyer a.ad scller nptional price
reviews at specific intervals. The mast recent price review occurred in earlhy
1995 The next pricing review date is April 1997 These contracts require coal

deliveries of 1.7 million tonnes annually from March 1995 to March 1999

- -
Shurty Shree

Comprrred to truditwmal vanmg wethods, i situ

Ieacimy at Sothe Ranch will resudt i lower copital
ad aperating costs and nunmized enviconmenial
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of perjormance

et

of an ongoing program to fully determine the extent of mineralization and the

| {

Ica ity of this project The ( ompanys share ol the drilling program costs to

December 51, 1996 was US$5 9 milhon

Based on earlier studies, proven and probable reserves were ¢ i in 2
by Centromin at 1286 million tonnes grading 1.61% copper, 1.55% zing, 177
grams per tonne silver and 0.04% molybdenum

On February 20, 1997 Rio Algom and Inmet jomtly announced a new resource

estimate for Amtamima within a pit of 400 mithon tonnes grading 1.2% copper

inc, 0.05%% molybdenum and 15 grams per tonne silver. The deposit

remains open in a number of areas and drilling continues

Spence Deposit

In January 1997 the Company announced the discovery of the Spence copper
deposit in northern Chile about 140 kilometres northecast of Antolagasta. A
recently concluded drilling program, including more than 24,000 metres of
diamond dniling, has outlined an inferred resource estimated at approximat
50 million tonnes averaging 190 copper with minor silver and molybdenum
values. The deposit appears amenable to open pit mining and conventional

mctaiiurgical treatment

sram of drill

\ prog spaced at 100-metre intervais and preiiminary

metallurgical testing commenced in January 1997 to establish proven and

pr hable reserves In preparaly for a feasibility study, which s currenth
expected 10 begin in the second hall of 1997

AEIAS DISTRIBUTHON OFE R ATHONS

miliions of doliars 1996 1005
A Amencan Metals Distribution Group (1 S 1,478.2 S 15475

A\tlas Steels Limited (2 - 2495
S 14782 $ 15968
vorth American Metals Distribution Grou S 778 S 720§
\tlas Steels Limited (2 = 224
S 778 5 952
)05 comparatives inchide re o Aletal Connd v WS mware
) S ex ! i ] ( " LIRS ne » LT ) are e ol il revetie and
weratinyg proiil Lo (Oclober » whiest Kio Algom sold s ntleres
North Amencan Metals Disteibation Group
In 1996, the North American Metals Distribution Group NAMDG! continued to

tribute signi ant levels of rofit to Rio Algom notwithstanding
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Aluminum products constituted approximately 28% of NAMDG's sales in
1996, Aluminum shipments in North Amenica remained constant with 1995
levels, but prices decimed as LEME=based pricing Decame more standardized

m the industry

Carbon steeld products accounted for ‘!;l!‘ll'\'llhll'h e of NAMDG's 1996

sales. Prices for the product remamed stable in 1996 as automotive and

apphance manulacturers, both in Canada and the US., worked 10 satisty high

levels of de: sand

EAVIRONNUENTAL NIATTERS

Rio Algom's lacihities and operalions ar

subyeat 1o extensive genceral and
.ml-_.m\.-a;u-(m. health and safety reguiotions in Canada, the United Siates,

Chile and ¢lsewhere. Such regulations include those relating to mine

reclamation and the handling and disposal of solid and hazardous materials

mcluding uranium tailings. Rio Algom, like many of its compctitors, has

incurred and will continue 1o incur, capital and operating expenditures and
) wis 1 1 ) h such | reeulat | \
Meliomters are used o seed vevlatmed lavds af other costs in comphying with such laws and regulations at all locations when

Highidand Valley Copper

it operates, The Company believes that it is in substantial compliance with all

siich matenial le

requirremoents

Rio Algom implements environme::+l programs 1o monitor comphance with

} ' | . Latonr ' it well t} | t
Heenoes, permits and regulalory reguiremaoents, os wi Il as with the ( Oompany’s

environmental and health and safety protection pohicies. The environmental
)

programs address matiers such as reclamation plans, incident response, health

and salety traming water discharges and air emissions. Management e parts 1o

the Environmental, Health and Safety Commuttee of the Company’s Board ol
Directors

ompliance with applicable policies, permits, cences, regulatony

requirements and reclamation plas

Rio Algom beheves that it s making adequate financial provisior
! I

i ol ’ " i l dindd oviiiit)
lor sl ware ol the planned cdosure and reclamation costs at currentiy operating

facihitics. Each operating mine has a plan, reviewed annually, which estimates the

cost of necessany measures 10 rehabilitale the site and i‘.’u'«('. the environim

and Pt health and safety at the end of the mund's life The cost of thes I‘iu'l\

1S CRarged agamst annial carmim

2s over the ble of the opcration
he Company spent approximately $159 mithon for site restoration and related
] ] -
obhgations with respedt 1o its closed mune and mall facilities i 1996 (compared 1
S18.2 miliion i 1995), and expeats to spend approximatoel y milthon in 1997
in April 1996, the Quebec Ministry of Natural Resources requested that Rio
MVgom submit cstoration plan for the Poin ine site which was operate i



CONTINUING OPLRATHONS

Cash fax m Operating Aotivitios

Net Cash from FineLwing \ctiviti

Cash Used in lnvesting Activities
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the $150.1 mithon ]'me ase of Metal Goods and the $256.8 milhon purchase ol

a 25% interest in Alumbrera = amounted 1o $400.9 milthon

In 1995, Rio Algom sold its shares in Atlas Steels Limited for $778 mithon mn

cosh proceeds

(‘.,»;ml expenditures net of disposals were §775 million in 1996 (1995 - S

milhion

DISCONTINULD OPFRATIONS

ot Cash Generated

€2 3 million ($10.4 milhion i 1995

Cash from the Stanleigh mine dechined in 1996 due o s closure on June 50, 19940

\ {

Cash and short term investments net of carrent bank loans and overdralts al

December 51, 1994 were 52154 milhon comparcd to $514.4 milthion at

December 51, 1995

Ihe shareholder advances of $112.2 million made 1o Minera Alumbrera Limited

durmg the vear are expeck d to be repad from project financing in 1997

The Company has accepted an ofler ol inancing from a major madian
chartered bank 1o fully underwrite o five=year revolving credit faciing ol
')

L'$6500 million, or the Canadian equivaient. Two other North Amencan banks

have agrecd o pant

pate by underwriting portions ol the credit facility. The
credit facility will be extendible annually for one lurther year at the chscrchion

of the lenders. Establishment of the credit facility widl be subject 10 the usual

condittons. indluding the negotiation of final loan docamentabion he credit

facitlity will be unsecured and contains deb

total capitalization, mimimum

tangible net worth and negative pledge covenants which are not expected 1o

malenal vHeot Lompany ¢ 1:]”!““!‘"‘ Linder cortam arcumsiances Hh
crechit v will require approvai of o lenders 10 any material assel
chisposthons I Pricing " w credit facthiny will :I-;r“uﬁ e
the credit rating ot the Compa sCor unsecured aet

Fhas facriity swill replace the | WIS X ine $125 mulbon hines of credil

In January 1997 Riao Algom arranged a $500 muillion wherwritten | nemn

compr w $5554 mills (0 rtible redeemable subor 1 lebhoenture

The Debentures, which have been sold on an instalment basis, have a term of

ten vears and bear an imterest rate of 5.5% per annum. Each Debenture will D
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convertible into common shares at the option of the holder at any time after
payment of the final instalment and prior 1o maturity at a conversion price of
$40 per common share,

The financing, which dosed on Tebruary 4, 1997 resulied in $308 million 1o the
Company, representing net proceeds on the sale of shares and the first
mstalment on the Debentures. The second and final instalment is due on or
befare February 4, 1998 and will result in additional cash of $176.7 million.

In 1995, Rio Algom sold unsecured debentures in the United States in an
aggregate principal amount of USS150 million, due November 1, 2005 and
bearing interest at 205% per annum. Net proceeds of the offering were
USS 1486 million.

The senior unsecured debt of Rio Algom is currently rated Baa2 by Moody's
Investors Service and BBB by Standard & Poor's. An investment grade rating of
Baad has been assigned by Moody's Investors Service 1o the Debentures issued
as part of the January 1997 financing. On January 17, 1997 Standard & Poor's
announced that it has placed the senior unsecured debit of the Company and
the corparate credit ratings of Rio Algom on CreditWatch with negative
implications. Management of Rio Algom will meet with Standard & Poor's 1o
fully review the strength of the Company’s financial position, operations and
strategies for future growth. Following such meeting, Standard & Poor's is
expecied 1o issue an affirmation or a downgrade of its current ratings

The Company expects to incur significant capital expenditures over the next
five vears. Expenditures on projects currently approved and sustaining capital
roquirements over the next three vears are expected 1o exceed $500 million

New potential projects currently under review by the Company, indluding
Antamina, the Spence deposit and the Crandon deposit, could increase capital
expenditures by as much as $2.0 billion over the nest five years

Scheduled debt repavments are S188 million in 1997 8248 million in 1998,
$25.0 million in 1999, §26.0 million in 2000, and $28.1 million in 2001

Funding of the above commitments and programs is expected 1o come from
existing cash balances, operating cash flows, additional debt and other
financing sources as appropriate

Rio Algom's current ratio at December 51, 1996 improved shightly 1o 26:1 from
241 at December 51, 1995,

The Company’s percentage of debt 1) the total of debst plus equity at December
51, 1996 decreased 1o 26% from 319 at December 31, 1995 due 1o Cerro Colotado
debt repayments during the year and thy: issuance of new shares. Debt used in
this calculation for 1995 excluded non-recourse advanies from Ontario Hydro
The Cerro Colorado debt will become substantially non-recourse 10 Rio Algom if
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the project passes certain completion tests by April 50, 1998,

Al December 51, 1996, the balance in Rio Algor's cumulative translation account
was $515 million, an increase from $308 million from December 31, 1995,

RISKS AND UNOCERTAINTIES

The following table discloses the estimated sensitivity of Rio Algom’s 1996 net
carnings and carnings per share 1o changes in copper prices, metals marging
and the Cdn /7 US dollar exchange rate

Change Net Larnings Larnings /

(Anual average! iniillionss of §) Common Share
Cappet Price USSO01 /b, | $19 $005 |
Metals Margin 1% Su9 8016 !
Exchange Rate LIS$0.01 $1.0 $0.02

Copper Eisks The most significant factor mfluencing the profitability of Rio
Algom’s mining operations is the price of copper, as much of the Company’s
mining activities are concentrated ain copper. Conversely, in vears of lower
camings from mining operations, changes in metals distribution margins have
a higher proportionate impact on the Company’s consolidated net carnings.

Duning 1996, the Company continued its copper hedging program, purchasing put
options for more than 80% of expected settlements. This program
was designed to mitigate the impact of price volatility due 1o expected increases in
worldwide production. The Company's 1997 copper settlements remain unhedged

Loviremmental Kisks Environmental regulatory review has become a long,
complex process which can delay the opening of a new mine or prolong the
decommissioning activities at dosed mines. Regulatory standards continue 1o
change, increasing environmental and dlosure costs at operating and closed
mining operations. Rio Algom’s high standard of commitment to
envirenmental protection and reclamation partly protects against this rish.
Nevertheless, while the Company makes reasonable ongoing provisions in s
accounts for expecied decommissioning costs, any modification in
environmental laws or regulations could materially affect such provisions at
operating or closed mines. Changes in provisions are recognized by the

Compamy when the required modifications become known

Acidity levels and costs associated with lime treatment at the dosed East
Kemptvilie tin mine have been higher than projected and may result in a
longer decommissioning period and higher future costs. Assumptions
underlying these longer term treatment costs were factored into the additional
reclamation provision taken in 1996
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Rio Algom believes that it has made appropriate recommendations for
decommussioning the Quirke and Panel waste management areas in Elliot Lake
and that it has made adequate financial provision for the associated costs. In
June 1996, the FEARO Panei reported on its hearings, essentially endorsing the
Company’s proposals for decommicioning. The Panel's recommendations
remain subject to confirmation by the federal Minister of the Lnvironment.

Additional costs may arise, depending on the outcome of the ALCR relicensing
process in connection with the other dosed mines in Elliot Lake: The potential
for these increased rehabilitanon and treatment costs was lactared into the
additional reclamation provision taken in 199

Finanaial and Political Risks Adverse political and oconomic developments can
affect the pedarmance of an investment. Project financang arrangements may
contain exclusions for certamn political risks, including those covered by
political risk insurance taken out by the relevant commercial bank syndicate

A weak Canadian dollar provides a favourable exchange offeat for Rio Algom
because selling prices for commaodities such as copper are quoted in US
dollars. A signilicant proportion of the Company's operations are now
conducted in US dollars, and future changes in the Canadian 10 US dolla
exchange rate could materially affect the Company’s revenue, profitability and
unrealized cumulative exchange gains.

Prices for the Company's products tend 1o increase with the general level of
inflation, subject to the supply and demand forces of the market. The
Company operates in some countries with above-average inflation rates
Although inflation tends 1o increase operating costs, dechining exchange rates
for the currencies of such countries generally offset the effect of inflation

Other Risks Profitability of the metals distribution business improves in a strong
economy when demand for product is high, increasing both sales volumes
and unit prices. Periods of economic recession or downturn generally decrease
profitability in these businesses. The Company’s metals distribution business is
highly dependent upon the level of activity in the North American economy

Westers World wranium markets continue to face uncertainty as 1o the amount
of uranium available for export from Russia and other countries. RAMC s
matched sales contracts are conditional upon performance of agreements for
delivery of equal quantities of Russian-origin uranium

Bulimoose Coal depends on the BC. Railway and Canadian National Railway,
which transport production from the mine 10 the port for shipment. The rail
lines require a volume of traffic that Bullmoose Coal is unable 1o provide
individually at this time. The majority of the rail volume from the region
comes from the Quintette mine. and the continued availability of cost-cffective
transportation for Bullmoose Coal's product is, therefore, dependent on the
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 SIANAGEMENT'S SEPORT

Management is responsibile for preparation of the consolidated financial statements and the information contained throughout this
report. The accompanying consolidated financial statements have been prepared by management in accordance with accounting
principles generally accepted in Canada and indude amounts that are based on informed judgements and best estimates. Other
financial information appeanng throughout this report 1s consistent with that in the consolidated financial statements.

Ko Algom Limited maintains svstems of iternal controls over the financial reporting process, designed to provide reasonable
assurance that redevant and rehable financial information i produced

The Board of Dircctors, through an Audit Commitiee composed of four non=management direclors, oversees. management's

perormance of its linancial reporting responsibilities. The Board reviews and approves the financial statements

The Audit Commuttee, appoimted by the Board of Directors, meets peniodically with management, internal auditons and esteral
auditors to discuss internal contrals over the financial reporting process, auditing matiers and financial reporting issues. The
Commitiee reviews the financial statements and recommends, them 1o the Board for approval The Commitiee also considers, tor

review by the Board and approval by the sharcholders, the appomtment of the external auditors

Coopers & Lybrand, the Company’s external auditors, hove audited the consolidated financial statements, i accordance with
generally accepted auditing standards on behalt of the sharcholdens. They have Fall and frec access 1o the Audit Commitier,

'QM j . &%f

Gordon € Gray Michael § Parrett
Chatrman and Chie!f Executive Officer Vice=President and Chied Financial Officer
February 25, 1997

P »
- '(L’I)IT()R.S' c( CLPORT TO THE ¢ IH/\RI".II()!.DI{RS

We have audited the consolidated balance sheets of Rio Algom Limited as at Decembier 5101996 and 1995 and the consolidated
statements of carnings, retained carnings, contributed surplus and changes i financial position for the years then ended. These
financial statements are the responsibility of the Company's management. Our responsibility s to express an opanion on these

financial statements based on our audits

We conducted our audits in accordance with auditing standards generally accepted m Canada Those standards require that we

plan and perform an audit 1o obtain reasonable assurance whether the financial statements are free of materiol misstalement. An
audit includes examining on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation

In our opimion, these consohidated financial stalements present fairly, inall matenial respects, the fimancial position of the
Company as at December 51,1996 and 1995 and the results of its operations and the changes in s financial position for the

vears then ended in accordance with accounting prinaples generally accepted in Canada

/&0{-‘-- . d/
Joronto, Canada

February 25, 1997 CHARTERED » CCOUNTANTS

. WMW/ . 7lm
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FONSOLIDATED ¢ ZJIATEMENTS OF €2ARNINGS

YLARS INDID DICINBIER %)

wn i osands of Conadian dollars except per shoee data

KEATNL Y

Revenue from mine production and sale of metal products
LNPENSES

Cost of mine production and metal sales

Selling, general and admmistration

Depreciation and amortization thole 19

Interost tnote 148)

Eaploration

Investment and other income

Coan on sale of subvadiary (note 4)

Larnings belore taxes, minarity interest and discontinued operations
Incomae and minimg taxes tnote 200
Cureend

Deterred

Larnings from continuing operations, before mimonity interest
in subsiciary companies

Minority interest in net carnings of subsidiary companies

Earmings from continuing operations

Discontinued operations. net of Lax (note 2)

Net carsungs for the vear

Larnings per common share (note 15)
Larnings from continuing operations

Net carnings for the vear

1996 AND 1995

1996 1995
SIUSSANT | $1902267
1420373 | 1466955 |
200,840 220,254
58,500 54061 |
56,191 52674 |
15,660 8746 |
(18,548 (11,096)
Sl ,,J.i-.__ (20,556) |
1717222 0 175008 |
116265 . 220009
54,708 74585 |
__wrem 2455
50001 9695
66,264 130291 |
n_ 4956 |
66,195 125555 |
_ M2 o |

S 100458

$ 152385 |

S 1.20 |

$. aM

3 182

$ 255 ;

The accompanying notes are an wedegral part of these finanaal statements
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()()NS()LII)/\TL‘I) QALANCE t]llliliTS
DECEMBIER 31, 1996 AND 1995

nt thamesanas of Canadian dollars)

ASSETS

Current
Cash and short term investments
Receivables and prepaid expenses (note 9)
Inventories (note 6)
Discontinued operations (note 2)

Praperty, plant and equipment (hote 7)
Construction in progress

Mining properties (note §)

Investment (note 9)

Other assets (note 10)

Discontinued operations (note 2)

LIABILITIES
Current
Bank loans and overdralts
Accounts payable and accrued habilities (notes 11 and 12)
Income and mining taxes
Discontinued operations (note 2)

Long term debt (note 11)

Non=current site restoration and related obligations (note 12)
Delferred taxes

Minority interest in subsidiany company

Discontinued operations (note 2)

CAPITAL STOCK AND RETAINID FARNINGS
Common shares and warrants (note 13)
Contributed surplus

Cumulative translation adjustment (note 14)
Retained carnings

1996 1995
$ 225661 . § 314400 |
540,657 21414 |
508,476 27154 |
a6 1w
895,440 841,256 |
471,9% 461,604 |
16,175 17409 |
400,215 91122 |
269909 256844 |
51,719 41526 |

-t 250585 |

S2087389 | 52260408 |

$ Al -
304,865 2252 |

22599 61425 |
5945 806 |
341,464 549885 |
389,554 426458 |
110,450 53552 |
105,755 199.215 |
8635 | ™ |

- 246564 |

945424 1. 276441 |

542,226 246952 |

58,186 57742 |
51,295 50792 |
729,856 GOBAB) |
1,141,565 905,967 |

$2,087389 | 52260408

The accompanying notes are an integral part of these financiol statements

Approved on behalf of the Board of Directors

r

James T Black
Director

. Troﬂ(/ ' ”'Inw

/

Gordon C. Gray |

Director




2 » . e
(}U.\'S()I T1DATLD ¢ ll/\'l‘l MENTS O n(/l,l'lz\l.\‘l D COIARNINGS
YEARS INDID DECEMBIER 51, 1996 AND 1995

i Hhvesaenls of Canahrn dobiars ) 1996

Balance, beginning of year S 668481

Add net carnings for the vear 100,458 §

768919 N0
Deduct dividends on common shares 39,065 51,219
Balance, end of year S 729856 $ o6HAll

4 » 2 »
()( INSOLIDATED ¢ ll/\'l'llMll.\"lS OF ()().\‘IRII{L'TI’I) 4 IL'RI’I,L'S
NYEARS INDIED DICEMBLER 31, 19906 AND 1995

(n thowesanigds of Conadian dollars) 1996 1995 ‘;
........................................................ AL LU I o AR AR K e 2 S S PR T (Ve M ln. S v ) |
Balonce, beginning of vear S 37,742 | $ 5742 !
Expiration of warrants 446 . 1 ]
Balance, ond of year 5 A8 § ST | |

o |

The accompanying notes ave an integral part of these financial stalements
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AGTES 10 THE GONSOLDATED “FANANCIAL « JTATEMENTS
DECETABLR 351, 1996 AND 1995

Accounting Policies

The consolidated financial statements of Rio Algom Limited (the “Company™) are prepared in accordance with
accounting principles generally accepted in Canada apphicd on o consistent basis. As described in note 17, these
principles differ in certain matenial respects from principles and practices generally accepted in the United States

The significant accounting policies followed by the Company and its subsidiaries are summarized below

Basis of Consolidation

The consolidated financial statements include the accounts of the Company and all significant subsichary companices,
where more than 50 of the voting shares are owned. All material inter=company balances and transactions are
ehiminated

Investments in partnerships and joint ventures are accounted for by the proportionate consolidation method. Under
this methad, the Company includes in ity accounts its proportionate share of the assets, habilitics, revenues and
expenses. All material inter-company balances and transactions are chiminated.

Investments which are not partnerships and joint ventures bat in which the Company owrns 500 or less of the shares
and over which it exeraises significant influence are accounted for by the equity method. Under this method, the
Company includes in its net carnings its share of the net camings or losses of these associated companies

Use of Estimates

The preparation of financial statements in conformity with generally accepled accounting principles requires
management 10 make estimates and assumptions that affect the reported amounts of assets and labilities and
disclosures of contingent assets and habilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. The most significant estimates are related 10 the physical and
ccoromic lives of mining assets, site restoration and related obligations, financial nstruments and income taxes. Actual

results could differ from those estimates

Yoreign Currency Translation

All of the Company’s foreign operations are translated using the current rate method. Under this method, all assets
and liabilities are translated at the year-end exchange rate and all revenue and expense items are translated at the
average exchange rale for the year Exchange gains and losses arising from the translation of foreign operations’
balance sheets are included in the cumulative translation adjustment component of sharcholders’ equity. These
adjustments are not included in carnings until realized through a seduction in the Company’'s net investment in such

aperations

The US dollar denominated debt is accounted for as being hedged by the Company’s net investment in the US. and
accordingly the eflect of changes in the foreign exchange rate on this debt is charged or credited 1o the cumulative

translation account

Revenue Recognition and Produd Inventories

Mining revenue is recognized upon production. Concentrate andd cathode inventories are re orded at estimated net
realizable value, except in cases where there is no contract for sale, in which case they are recorded al the lower of
cost and nel realizable value. Net realizable value is based upon cither contracted or current prices, less p ovision for

possible adverse changes in commodity prices and foreign exchange rates

7y
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substantially in advance of current production are capitalized and charged 10 operations on a unit of production
basis related 1o the mineral reserves position H ot is determined that an investment in capitalized mine development
or exploration is not recoverable over the productive lile of the property, the unrcoverable portion is charged 1o

carnings in the yoar such determination s made

Start-up Costs
Start=up costs related 1o major projeats are deferred until the facilities achiove commercial aperation. These deferred

costs are included in capital assers and amortized on o straight=line or unit of production basis.

Site Restoration and Related Obligations

Estimated site restoration and dosare cosis for cach producing mine are charged 1o carnings over the expected
| cconomic lile of cach mine using the unit of production method. Provisions of o longer term nature are caleutated on o
| discounted bosis

In determining expecied costs, recoverios 1o be made at the time of shutdown are estimated and taken into account,

| The process of cost estimation s a continuous one, subject 1o changing regulations, regulatory approvals, technology
and other external factors which will be recognized when applicable

Current expenditures relating 1o environmental costs at operating mines are charged to carnings as incurred.

1
1
|
|
1
1
Expenditures pertaining 1o dosed mines are charged 1o the applicable site restoration and related obligation |
I
provision |
l
1
|

Tncome and Mining Taxes

The Company follows deferred income lax accounting for timing dilferences in the recognition of revenues and
expenses for imncome tax and financial reporting purposes. Investment tax credits are recorded using the cost
reduction approach when there s reasonable assurance that the credits will be realized: these credits are deferred and
amartized to income on the same besis as the related assets

i

|

|

i

|

|

|

!

|

i {

; Pension Costs and Post-retirement Bencfits |
The Company's defined benefit pension plans cover most employees. Pension costs and obligations are determined |
using the projected beneflit method of actuarial valuation prorated on the projected length of emplovee service. |

| Pension surpluses and deliciencies, experience gains and losses and the effects of changes in plan assumptions are

l amortized on a straight-line basis over the expected average remaining service life of the relevant employee group

li The cumulative difference between ameunts expensed or credited 1o income and funding contributions is

i recarded on the balance sheet

| The Compamy provides cortamn health care and lile insuzarce benefits for its retired emplovees and their dependents,

| The cost of these benelits s expensed as incarred

Larnings per Common Share

Earnings per common share are calcalatod on the basis of the weighted average number of common shares
outstanding for the vea

?‘?/.II/ . 7-1'0"
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2.

Discontinued Operations

()

()

18

On June 50, 1996, the Stanleigh underground mine at Elliot Lake, Ontario ceased aperations as a result of Ontario
Hydrao's decision in 1991 1o terminate the uranium supply contract. This resulted in the dosure of the Company’s
last operating mine in the region. In anticipation of this closure, the Elliot Lake operations were accounted for as
discontinued operations in 1995 These operations consisted of the Stankeigh, Quirke and Panel, Pronto, Lacnor,
Norhic, Buckles, Spanish American and Milliken underground uranium mines at Elliot Lake

Th sults of discontinued aperations were as follows

tin thosands of Conachan dollurs) 1996 1995
Revenue S 59229 S 100457
Cost of mine praduction 55,518 | a6061
Selling, general and administration 11,548 15495 |
Depreciation and amortization 5,855 10,35
Provision for taxes RO 7. .. 5494 |
53,258 05407 |
Larnings from operations, pre=measurement date ! $ 7050
Larnings from operations, post=-measurement date 3991
Adjustments o deferred income taxes and reclamation provision (see below) __Was4 i
Gamn from discontinued operations, net of tax S 34245

In accordance with the contract, outstanding advances from Ontario Hydro were forgiven and the related
Stanleigh assets, hoving an equivalent book value, writien off in the {ourth quarter of 1996, Provisions lor
deferred tases in the amount of $705 million. previously charged in the accounts, beng no longes 1 quired, have
been roversed and reflected in the calcalation of the gain from discontinued ¢ serations

The Company regularly reviews s estimate of reclamation costs at all operations, induding discontinued
operations. Estimated reclamation costs are determined m accordance with the Company's environmental policy,
which includes consideration of current and proposed government regulations and policies, Primarily as a result of
the Federal government's deasion to require relicensing of previoushy closed Elliot Lake uranium mines and
potential costs in respect of other discontinued mining aperations, the Company has recorded additional

reclamation provisions of $60 million ($40 million net of tax) in determining the gain from discontimued aperations

The net assets of discontinued operations were as follows

Gn thousamds of Canadian dollars) 1995
Working capital SRTTE
Property, plant and equipment - i 250545 |
Net investment belore long term debt l(.,7l'l'y 259069
Less Ontario Hydro advances - 246,504 ‘:
Net assets $ 6% S$ 12503

The above balance sheet amounts exclude income and mining tases and sile restoration abligations. In prior
years, a non-recourse first change was placed against the Stanleigh Project assets as collateral for the advances

» 77/11/ Therve
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S Mquisitions

@l Eflective July 12, 1996, the Company and Inmet Mining ( arporation CInmet”) were the successful bidders for the |

Antamina coppet/zine deposit north of Lima, Peru. The € ompany and Inmet will participate equally in the '

project. Aninitial cash payment of US$10 million was made by the Company on September 6, 1996, During the :

; year, a further US83.9 million was advanced to bring the total wvested in the project 1o US815.9 million (Cdn$19 :

E million) at December 51,1996 This investment has been capitalized. :
}

| .
|

) Elflective May 19, 1995, Rio Algom Limited and North Limited of Australia jointly acquired all the outstanding
common shares of International Musto Explorations Limited at a cash cost of approximately $514 million, with
Rio Algom's share bring $256.8 million. Through this acquisition, Rio Algom and North acquired a 500 mterest
in Minera Alumbrera Limited which holds the Bajo de la Alumbrera copper/gold deposit in northwest s
Argentina. The remaining 500 of Minera Alumbrera Limited is held by MM, Holdings Limited of Australio.

W) Effective March 51, 1995, Rio Algom's North American Metals Distribution Group acquired all the assets and |
business aperations of Metal Goods, a division of Alcan Aluminium Limited for a cash consideration of $150.1
million. The acquisition was accounted for by the parchase method with the results of the acquired business
ncluded from the date of acquisition. The acquisiion resulied in goodwill of $158 million which is being
amortized on a straight=hine basis over 20 vears,

The net assets acquired were as follows:

I
l
\
|
!
l
|
|
|
;
|
i i o Gl ol March 51, 1995
|
:
|
l
!

L

!

Current assets $ 222949 :

Property, plant and equipment 38519 ;

Goodwill a2 17 786 !

275,294 :

Liabilities assumed 125210 : !

Total acaunsition cost S 150084 :

|

4. Disposition of Subsidiar !

t

’ In Jate 1995, the Company sold its 6094 interest in Atlas Stecls Limited. its metals distribution and manufacturing operations |

} n Australia. for a cash consideration of $778 million and a pre=tax gain of 8205 million. i
i 5. Partnership and deint Venture

Lr @) The Company holds a 53.6% interest in Highland Valley Copper, a partnership with Cominco Ltd. (5000), |

! Teck Corporation (114%) and Highmont Mining Company (3% The Company and Cominco have equal control :

| and management :

| |

Highlund Valley Copper holds and operates large scale copper/molvbidenum mining and milling operations in ;

the Highland Valley arca of British Columbia, producing copper and molybdenum in concentrates with gold and '

_ silver as by-products :

I :

- M The Company holds a 201% interest in Bullmoose Coal, a joint venture with Teck Corporation (609%%) and 1

Nissho lwar Caal Development (Canada) Ltd. (1000, The project. an open pit coal mine and processing facility, is ]
located in nonheastern British Columbia,

Tty T
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Both of the above operations are accounted for using the proportionate consohidation method. The Company’s

share in the assets, liabilities, revenue, expenses and cash flow of the partnership and joint venture, respectively, are

as follows

i thowsands of Conadian dotlars) 1996 1995

Kevenue $ 169017 § 25612
Expenses ¥ 145953 1 15B000
Larnings before taxes S 23064 $ 98I !
Assets S 245606 | S 248261
Liabilitics 35,860 27097 |
Net investment S 211,746 S 221,164 ¢
Casty inflow (outllow) from i
Gperating activities $ 39104 5 150284 |
Financing activities (2,174) (24700 |
Investing activities _()_(»,‘ilS_L (H‘x_‘.’»u_,'é
Increase in cash S 20,597 ¢ $ 11317 |

G lmventonices

tn thnnsinds of Canadoan doliars) 1996 1995
Mining operations i i
Contentrates od cathode copper S 30,685 $ 179465
Coal 7161 975 |
Mine supplics 19699 18277 |
57,545 | 37195 |
Metals distribution operations __250,9'5'5 2400939

S 308476 S 27,154 |

Included in metals distribution operations in the United States are inventories valued on a LIFO basis at

December 51, 1996 of $2105 million (1995 = $1928 million) which had a replacement cost of $219.1 million
(1995 - $2228 milhion).

- —
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Property, Plant and Equipment

ur thonesands o) Canadian dollurs)

...................................................................................................................................................................................... b 1995
Buildings, at cost S 127185 R !
Less accumulated depreciation 41,580 37511 |
) YT
Plant machinery and equipment, at cost 540,224 W24 '
Less accumulated depreciation 169,641
570,585
Land. at cost 15547 15158 |
RNy
AMintng Propertics
(e thowsands of Comadan dollars) 1996 1095
Mining properties, at cost S 504,812 b ATd16T :
Less accumulated amontization 104,599 83,045
S 400215 S %0120 |

Included in mining propertics are properties held for development having a book value of $38.q

milhon (1995 -
$15.8 million)

In 1996, the Company’s investment in Minera Alumbrera Limited was reclassified 1o Investment (sey: Notg

Mining Properties. The 1995 comparative figures have been restated accordingly i
fovestment

The investment is carried on an equity basis

(s theusands of Canalean dollars) Uy Ownership 1996 1995
Minera Alumbrera Limited 25 S 269909 5.”»«.0&-&4

Effective May 19, 1995, the Company acquired a 25% effective interest in Minera Alumbrera Limited wiigly o els the

Bajo de la Alumbrera copper/gold deposit in northwest Argentina. The cost of the Company’s 253% interes Was $256.8

million. During the vear the Company has provided $15.1 million in additional equity to the project

Canstruction on the project commenced in 1995 The Minera Aiumbrera Limited Board has approved o PPoect budger of

LUSS90% mullion, excluding interest and financing costs. At December 51, 1996, capital commitments on thy OO were
L'S§775 milhon. The Company's share of remaining commitments amounts 1o 15852 million which will 4. funcied) by
additional sharcholder loans. All such loans are expected 10 be e paid in 1997 from the proceeds of the progeg financing

Project financing 1s being arranged for the project with loan commitments of USS670 million. Th hnancing i

expected 1o cose in 1997 Upon conclusion of the financing the Company will guarantee 25% of the outstanding

balance until such time as the project passes certain completion tests

An interim bridge loan has been arvanged dunng the vear with the underwriters of the project financing A,

. ,./(/,"I// Jia



Decembier 511996 USSI00 million was outstanding, The Company has guaranteed 2

5% of the outstanding amount

Upon completion of the project financing arrangements this loan will form part of the total commitment.

The Company has provided $112.2 million in advances which are expected to be repad from the project linancing
Consequently, these advances have been includ-d in receivables and prepaid expenses

Other Assets
(s ihmssarsads of Canadian dotlars) 1996 1995
Long term investments (o) $ 3500 § 10968 |
Goadwill, net of amortization 14979 16805 |
Pension (note 15) 15,240 15675 |
S 79 5 415
@ At December 51,1996, long term inmvestments incdlude marketable seeurities at a value of $nil (0995 - §7 milhion)
and a royalty asset of $3.5 mitlion (1995 - 84 miflion). The market value at December 31, 1996 of the marketable
securities was $1 millon (1995-859 million). During 1996, the Company disposed of marketable securitios for
gross procecds of $75 million
Long Teem Dot
tinn thowsands of Canadian diollirs) 1996 1995
Cerro Colorado loans (@) $ 200,150 1§ 255000
705 US dollar debentures due Nov. 1, 2005 (b) 205,440 202875 |
Notes, housing loans and mortgages pavable 1,567 - 2160
408,157 HOT35 |
Less portion included in current Liabilities 18,625 14277 |
S 3H95%4 . S 426458
(l The Company's Cerro Colorado project Joans outstanding at December 51, 1996 were USS147 million (1995 -
LU'SS175 million). The average interest rate on loans outstanding at Decembier 31, 1996 was 7.25%. Other financing
Costs, consstmg of commitment fees, ageney and trustee fees, political risk insurance premiums and associated
standby fees, amounted 1o 6.75% of the average outstanding on the loans during 1996, The last scheduled
payvment i in April. 2006, In addition to the scheduled payments, mandatory prepayments may be required from
time 1o time, depeading on semi-annual cash flow from the project after scheduled debt service
These Joans are secured by o montgage and charge on the assets of the project (book value at December 51,
1996 = Cdn$5268 million). Pre<completion, Rio Algom has guaranteed the full amount of the loans. The
guarantee does not apply in the event of pavment defaults refated 1o certain political events. Completion is based
on the satisfaction of certain financial and performance criteria of the project I the project achieves these criteria
the loans will become substantially non-recourse 1o Rio Algom
i In November 1995, the Company issucd USS150 million of unsecured 7050 debentures due November 1 2005
Costs associated with the issue of the debentures are being amortized over the term of the debt
(&) Long term debt repayment requirements over the nest five years amount 1o $168 million in 1997, $24.8 million in

1998, 25 million in 1999, 826 million in 2000 and $281 million i 2001

?]I// Nevren
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120 Site Restoration and selated Obligations

titt thonesiands of Canadion doliars) 1996 1995
Current portion included in current liabil ties S 12839 $ 16380
Non-current site restoration and related obligations 110,450 53,552

S 125269 S 69952

The above provisions are based on the Company’s best estimate of its planned shutdown and restoration programs at
producing, cosed and discontinued mining operations, which it believes meet 67 excecl existing requirements.
Future changes, if any, in requirements, regulations and operating assumptions may be significant and will be
recognized when applicable,

15, Capital Stock

1996 1995

Authorized 550,000 550.0¢¥, First Preference Shares, issual e 0 series

14,109,659 14,100,659 Second Preference Shares, assuable in series
Unlimited Unlimited  Common Shares

Nil 3,999,900 Common Share Purchase Warrants.

Issucd:

Common Shares Number . mount
1 XKhs $Clne

Balance, December 31, 294 51,958,561 $ 5016

Issued in 1997 ander share option plans 108,532 1,955

Warrants exercised for shor s 100 5t 3

B lance, December 51,1095 52067195 $ 246952

Issued in 1996 under st are option plans 363,021 6456

Warrants exercised k r shares 5,553,590 88,658

Balance, December 5. 1996 35985804 1 S 342226

a)

(h)

()

Larnings per share are calculated using the weighted average number of common shares outstanding during the
year of 55,154,284 (1995 - 52,015,587)

The fully diluted carnings per shere from cordnuing operations for 1996 of $1.18 (1995 = $250) and for net
carnings for 1996 of $1.78 (1995 - $2.45) assu s that all the warrants and options outstanding at December 51,
1996 hac! been converted into comman shares as of Jasuary 1, 1996

Restrictions exist on the payment of common share dividends in the provisions attached 1o certain loan
vovenants. The probability of these restrictions occurring is remote. Dividends paid per common shore were $0.70
in the vear ended December 51, 1996 a 1w $0.60 in the vear ended Decembior 31,1995,

A Sharchalder Protection Rights Plan oxists whereby one nght is issued for cach common share of the Company
These nghts remain attached to the shares and are not exercisable until the occurrence of cedain designated events

The nghts become exercisable when a person or group acting jointly acquires 200 or more of the voting share,
of the Company except with the asproval of the Board of Directors or by a “Permitied Bid” A “Permitted Bid” is
one made to all holders of vating shares for all voting shares outstandiag on identical 1erms. The bidd must be n
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(d)

compliance with appliceble Canadian and United Statc « securities laws and accepted by holders of more than
500 of the voting shares for which the bid is made. In (he evem the nghts become exercisable, each right will
allow sharcholders other than the acquiring person or group 1o acquire common shares of the Company at 500
of the then current market price

On February 25, 1994, hio Algom issued 8,000,000 common shares and 4000000 common share purchase
warrants Cwarrants”) offered in units consisting of one common share and one=hall of one warrant at a unit
value of $2250. OF the unit issue price of $2250, the Company allocated  $22.00 to the common share and $0.50
to the one-half warrant comprising the unit. The warrants were exercisable any time until February 29, 1996 at a
price of $25.00 per share

Share Option Plans

Changes in options o acquire common shares outstanding during 1996 under the various share option plans were as

follows:
1287 Plan 1993 Plan 1993 Directors’ Plan 1996 Directors’ Plan
Share Option Plan 199 1995 1996 1995 1996 1995 1996 1995
Balance, beginning i ! i
of year 311,900 572200 1109427 607126 . 208,000 151,000 | - -
Changes in year |
Granted - - 457400 559800 | - 5000 96,757 - |
Excrensed (148,500) - @632 (46252 - - - -1
Expired - (60300 60,701) (9267 - - - -1
Balarice, end of year 163,400 311900 1 1 289,605 1109427 @ 208000 20800 . 96,757 -

The range of exercise prices and shares reserved for options outstanding at December 31, 1996 were as follows:

Share Option Plan 1987 Plan 1993 Plan 1993 Directors Plan 1996 Directors’ Plan

Range of exerdise prices $15.25 - S1800 | $IB.00 - §2755 | $1775 - $2725 | $25.75 - §2725 |
Shares reserved 165400 | 3,611,005 | 208,000 | 600000 |
(@ The 1987 Share Option Plan and the 1995 Directors’ Plan are now terminated except as 1o outstanding options

)

(c)

which expire at various times up to 2002 and 2005 respectively.

Options under the 1993 Share Option Plan generally have a term of 10 vears and vest as 10 one third of the

shares on cach of the first, second and third anniversaries of the date of the grant

Options under the 1996 Directors’ Plan vest as to one-third of the shares on each of the first, second ard third
ar niversaries of the date of the grant. The Plan will terminate on June 21, 200!
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14, Comulative Translation Adjustoen®

tinn thomasannadds of Canocdiannt dollars) 1996 1995

Unrecognized transtation gains, bogimnmg ol year S 3072 $ 52294
Decrease attribatable to Atlas Sieels Limited - 6GI75) |
Increase (decrease) in unrecogrized translabion gains R ¥ USRS 1
Unirecognized translation gains, end of y car $ 51293 | $ 3092 ;

The balance of $515 million at December 51, 1990 represents the camulative uneecognized exchange gain on the
Company’s Torcign assets. The change in the balance durg the vear reflects the impact of foreign currency

fuctaations

Pension Plans

Most employees are covered by non=contributory defined benefit pension plans. The funds of cach of the various
pension plans are administered by a corporate trustee or an insurance company. Benelits ander the plans are
generally determined by yearn of service and employees” compensation, the latter being based on the three highest of

the last ten vears of employment or a flat dollar benefit

An actuarial valuation is perdormed at least tienmially with intervening annual reassessments for substantially all
plans o determine the present value of the accrued pension beaelits: Pension fund assets are carried at values

determined by using o three=vear average between book and market values,

The tollowing data 1s based upon reports of independent actuanial consultants at December 51

i thowssands of Canadun dollars! 1996

Market value ol pension fund assets S 251,700 $ 2717
Less actuarial present value of project benefit obligations 201,515 201451
Total surpius $ 50185 § 2572
Unrecorded plan surplus 5 56,945 $ 12047 |
Pension asset recognized on the consolidated balance sheet inote 10) 15,240 15675 |

Total surplus $ 50185 $ 25720 ;

The total pension expense amounted to 82 million in 1996 and $2.4 million in 1995, The components of the pension

expense were as follows

vent thonrsards of Canadin dollars: 1996 1995

Current senvice cost S 3,685 S 4,740
Interest cost on projected benelit obhigations 14,102 11,161
Actual return on plans’ assets (20,697 (19.485)
Net amortization and deferrals 2,940 5967
Pension expense $ 2028 ; S 2 2,585

The miterest rate ased for determination of plan benefits and return on assets exceeded the assumed annual rate of
merease in compensation by 260 in cacl 796 2ad 1995 The unrecorded plan surplus is amortized on a straight-

line basis over periods varying from 10 vears *9 1% yeas, depending on the pension plan demogra;. hics
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16 Commitments and Contingencics

(a)

)

(8}

(b

The commitments of Minera Alumbrera Limited are discussed in note 9.

The estimated capital cost at December 51, 1996 1o compicte the Company’s Smith Ranch uranium project was
U5524.4 million of which US833 mittion was committed at that date. The estimated total cost 1o complete other
capital projects, as at Decembor 51, 1996 was approximately $24.7 million (committed $i6.8 million).

The Company and Inmet have commitied 1o spend ot least o further US$5.7 million on the Antamina project
over the next two vears, during which time they will undertake a feasibility study. At the end of the two-year
peniod, the Company and Inmet may elect 1o return the praperty 10 Centromin (an ageney of the Peruvian
government) or 1o proceed with development. I they clect 1o proceed with development, they have made an
mvestment commitment of USS25 billion in connection with the bid. In 2001, il the actual investment s less
than the investment commitment, 50% of the shortfall would be payabie in hiew of further expenditures.

The Company s commitied 1o futere mmimuam annual rental payments in the amount of $526 million under
aperating leases which expire from 1997 10 2006, Commitments are $8.2 million in 1997, 865 million in 1998, $4.9
million in 1999, 855 million in 2000 and $24 million in 2001,

Patash Compary of Amenca, Inc PCA", o subsichary of Rio Algom, and Rio Algom are defendants with other
US and Canadian potash producers in a class action civil suit brought by direct potash purchasers in the United
States in 1995, The plamtifls allege the defendants violated various federal anti<trust laws, including the LS.
Sherman Act, with respect 1o the sale of potash from 1967 1o the present. The plaintiffs are daiming damages and
other reliel on behall of themselves and certain dlasses of other direct purchasers. Other substantially dentical
suits have been brought by indirect potash purchasers in Hlinois and in California. The California action against
Rio Algom and PCA has been dismissed, and the linois action also has been dismissed, although it is on appeal
On January 2, 1997 the District Coart in the direct purchaser class action suit, consolidated in Minnesota, ordered
that summary yudgment be granted in favour of all defendants, including PCA and Rio Algom, and dismissed the
plaimtifls’ class action complaint. Plamtiffs have appealed the raling 10 the Eighth Cireait Court of Appeals in
respect of all defendants except Rio Algom Limited

PCA believes these actions to be unfounded and is continuing 1o vigorously defend agai ist them

In January 1994, in o separate action, the United States Department of Justice serve | PCA with a Grand Jury
subpoena seeking centain documents related to the Grand Jurv's investigation of | ssible violations of the
Sherman Act and related federal statutes by companies in the potash industry In June, 199, PCA was advised that
the Grand Jury investigation had been terminated with no action being taken against PCA or any other party



17. The Elect of Applving United States Generally Accepted Accounting Principles

The effect of applying United States generally accepted accounting principles (*US GAAP™) on net earnings is

as follows:
G thensands of Canadian dollars) 1996 1995
Net earnines for the year reported under Canadian GAAP S 100,458 $ 152385
Add (deduct) ’
Restatement of concentrate and cathode inventory awaiting shipment to
lower of cost and net realizable value (net of tax) (715) (454)
Capitalized interest on deferred mine development costs (net of tax) (b) 9541 7621
Increase in provision for post=retirement benefits (net of tax) () 29200 (949) |
Net earnings for the year reported under US GAAP S 106,544 $ 158605
Earnings per share from continuing operations S 130 $ 249
Net earnings per share for the year s 19 s 265

(@) The definition of cash and equivalents under US GAAP does not include short term investments with an initial
term of greater than 90 days, or current bank loans and overdrafts. This would have the following eflect on the

consolidated statements of changes in financial posiion

n thousands of Canadian dollars) 1996 1995
Cash and equivalents, US GAAP, beginning of vear S 288,186 $ 158,721
Operating and investing activities cash flow on a Canadian and US basis (112,553) (227471
Changes in cash due 1o US GAAP
Financing activities on a Canadian basis 15,557 1604535
(Increase) decrease in short term investments (33,896) : 201458
Increase (decrease) in current bank loans and overdrafts 8257 (4.955)
Financing activities cash flow, US GAAP (12,082) 556956
Cash and equivalents, US GAAP. end of year $ 165551 . S 288186

() The Company capitalizes interest on a mine development project only if the interest arises on indebtedness
incurred specifically 1o finance the project. Under US GAAP, a portion of all interest costs incurred must be

capitalized as part of the project under development

(©)  Effective January 1, 1995, Statement of Financial Accounting Standards ("STAS" No. 106 - Post-Retirement Benefits
was adapted in the preparation of the Company’'s financial statements under US GAAP. SFAS No. 106 requires

the projecied future cost of providing post-retirement benefits, such as health care and life insurance, to

be recognized as an expense as employees render services instead of when such costs are paid. In 1993,
the Company provided in full for the opening accumulated post-retirement obligation of $58 million (net of tax)

The cumulative effect on the Company was a reduction 1o retained earnings at December 31, 1996 of

approximately $35.1 million
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.
() Effective January 1, 1995, SFAS No 109 = Accounting for Income Taxes, was adopted retroactively in the preparation
of the Company’s financial statements under US GAAP SEAS No 109 requires the adoption of the hability o <7 4.,
accounting for deferred income taxes. The principal temporary diflerences relate 1o depreciation and amort.zation of
mine development costs and certam financial reserves not deductible for tax purposes until paid. Th. cumulative
effect on the Company was an increase 1o retained camings at December 31,1996 of approximately $15 aillion
() The Compary’s share options are measured using the intrinsic value-based method of accounting under which
compensation cost is the excess, if any, of the quoted market price of the stock at the grant date or other
measurement date over the amount an employee must pay 1o acquire the stock
1
16, Interest Eapense
| (i thonsands of Canadin doliars) 1996 1995
Interest on demand loans and other s 4925 $ 7581
Interest on long term debt _ a6 20w |
$ 36191\ 5 32674 |

19, Depreciation and Amaortizetion

fin thousands of Canadian: doliars) 1996 1995

Plant machinery end equipment S 37641 $ 35070 ;

Mining propertics 20,859 16991 |
$ 58500 5 5406

20, Income and AMining faves

Earnings before taes, miority interest and discontinued operations consist of

fam thonasansds of Canadwn dollars) 1996 1995

Canadian $ 23197 | S 138307 |

Foreign 95068 80922 |
S 116265 $ 229229

Income and mining taxes consist of

(0 thousands of Canudian dollars) 1996 1995
Current i

Canadian S 45775 S 59391
| Foreign 8953 : a9
5478 7w
Deferred { ;

Canadian (32,755 7504

Foreign b _28_,05!1_4_ A 17249
W] ass |
Total income and mining laxes S 50001 ¢ S 98958
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21.

The timing diflerences giving nise 1o deferred taxes and thewr reversal prinapally relate 1o depreciation and amortization.

A recomaibiation of the weighted average Canadian income taxes and rates and the effective income and mining taxes
and rates 15 as follows (diflerent rates of ncome tax apply to income from mining, manulactuning and other sources)

1996 1995
G thosesands o i thonsans L

of Canaadsans dollars) of Conadirant dollars)

S 52005 448% S 102050  445% |

Weighted average Canadion income taxes and rates
Increase (decrease) resulting from:

Resource and deplction allowances net of i

provincial mining taxes 915 o8 | 25 11

Exempt dividends (549 05 (1689 ©7)
Tax=Iree portion of gain on sale ol investments 24) - o6l 09
Foreign taxes 4921 42 G801 (17
Other 247 a1 | 1481 09
Elleciive income and mining taxes and rates S 50001 45.0% $ 9ROW 4520 |

Fair Value of Finanaal Instruments

The carryving amount of cash and short term investments, accounts receivable, bank loans and overdralts and
accounts pavable and accrued habilities in the consalidated balance sheets approximate fair values due to the short
term maturities of those instruments

Fixed rate long term debt instruments are estimated to approximate fair values as actual rates are consistent with
rates estimated 10 be currently available for debt of similar terms and remaining maturities

Fair value estimates are made at a speaific point in time, based on relevant market information and information
about the financial instrument. These estimates are subjective in nature and involve uncertaintics and matters of
significant judgement and therefore cannot be determined with preasion. Changes in assumptions could signilicantly
affect the estimates.

- ndustry and Geographic Segment Data

The operations of the Company are grouped into industry and geographi segments,
INDUSTRY SEGMENTS

Mining

Mining and processing of copper ore into cathode copper in Chile

Partnership interest in mining and milling of copper/molvbdenum ore in Canada.
Joit venture interest in mining and treatment of metallurgical coal in Canada

Rovalty mterest in a zind/lead mine in Canada

Exploration and development through offices in North and South Amenca and reland
25% imterest in the development of a copper/gold deposit in Argentina,

Development of a uranium i situ leaching deposit in the United States

Mining and milling of uranium in Canada (discontinued operations)

. -
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Metals Distribution

¢ Marketing through service centres of stainless steel and other metal products in Canada and the United States.

Revenne

T thousands of Canaduan dollors) 1996 1995
Mining $ 355,557 | 8§ 38549 |
Metais distribution 1,478,150 i 1596772
Consolidated S1B33487 @ S1982267

Revenue, in the table above, indudes revenue from mine production and sales of metal products. All sales are to

customens oulside the Company

Operating Profit
tan thowsasds of Canadian dollars) 1996 1995
Mining § 92045 $ 1565% |
Metals distribution 77855 | 95,184 |
Operating profit 169,878 249745 |
Deduct. i i
Exploration 15,660 6746 |
Carporate expenses 22110 17726 |
Gain on sale of subsidiary - i (20,5%6) |
Interest expense net ol imvestment income 17845 14,578
53615 20514 |
Earnings before taxes, minonity interest and discontinued operations S 116265 s 229229
Operating profit s revenue less applicable operating expenses
Ideutifiabie Vssets
o thanasaends

of Canadian dollars) 1996 1995

oseq

Mining (a) S1591875 | S115062 |
Metals distribution 563,117 525,156 |
Discontinued operations 22,646 WIS |
Segment identifiable assets (h) _—l ,!'77,(6(;—‘5_ B’J; nl-':—
General corporate assets (b 109,755 284,295
Total assets ;Z,lmZSHV i 2260408

() See note 5 for details of the Company’s share of the partnership and joint venture assets and liabilitics

M) Segment wdentifiable assets are those assets that are used i the aperations of cach segment. General corporate
assets are principally cash and short term investments
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Depreciation and morlizalion
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Identifiable Vssets

(o thensansdds of Canaadion dollars) 1996 1995

Canado $ 532670 1 8 67606 |
United States 644,626 574548 |
Chile 483,415 47827 |
Argentina 268,048 256,621
Peru 19,485 =
Other countnes 116,501 4951
Discontinued operations 22,646 267875 |

$ 2,087,589 $2260408 |

OHIER D LA

Faport sales from Canada

tin thowsands of Canadian doliars: 1996 1995
Japan S 103285 | S5 145505 |
United States 19,160 1,110 |
Philippines 14859 20045 !
Europe 5,664 1659
Other countries 41015 59712

S 181,961  § 232968

The above sales are 1o customers outside the Company.

Revewne by products sold

|
\
l
\
J
{in thousarils of Canadian doliars) 1996 1995 1
1

Copper 15% 16%
Stainless steel 3 A 84 i
Aluminum 3 19
Carbon steel ? | 9
Specialty steels 10 6
Other products 12 | 16 |
1000 oo |
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ANNUAL MELTING O

SHARIIOLIDERS

The Annual Mecting of Sharcholders
of Rio Algom Limited will be held on
Wednesday, April 25, 1997, at 10:30 am.
(loronto ume) in Ballrooms | and 2,
Toronto Hilton Hotel, 145 Richmond
Street West, Toronto, Ontanie, Canada.

Prosducton: Walter | Mishie & Co I

Design T Pasn Kowvlanads Desugni

Prancipal Photographn Peier Cheisiopher

Exevutive Phatography Dg hosier ¢ Lan Allm

Typesetting Caterpiliar Graphucs b

Printed in Canada on recycked papors using vegetable based mks

RIO ALGOM 1IMITED

Suite 2600, 120 Adelaide Street West
Toronto, Ontario M5H TW5S
Telephone: (416) 367-4000

Fax: (416) 565- 5870
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