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FINANCIAL HIGHLIGHTS

Sales
(millions) -

§ & i
1973 1974 19751976 1977

Earnings Per Share

1973 1974 1975 1976 1877

Funds Provided

From Operations
{muitions)

197371974 1975 1976 1977

1977 1976* % Change

Net sales $791,280,000  $791,408,000 -
Nonrecurring items $ 33,723,000 — -
Income taxes $ 42,786,000 $ 39,472,000 +8.4
Net income $ 67,757,000 $ 71,894,000 -5.8
Dividends $ 28,687,000 $ 26,594,000 +7.9
Net income per share $3.03 $3.23 —6.2
Dividends per share $1.30 $1.27%2  +2.0
Shares of common stock :

outstanding December 31 22,357,520 22,290,642 +0.3
Number of shareholders 20,071 19,851 +1.1
Shareholders' equity $469,181,000  $428,927,000 +9.4
Shareholders’ equity per share $20.99 $19.24 +9.1

*1976 Is restated for pooling-ot-interests.

TO THE
SHAREHOLDERS

During 1977, St.-Joe completed the
decentralization of its major operations
into four profit centers—lead, zinc,

coal and oil and gas. In this report a
number of St. Joe's top managers dis-
cuss, in their own words, their jobs and
the challenges and opportunities they
see ahead. Below, John C. Duncan,
Chairman and Chief Executive Officer,
and D. Broward Craig, President, give
the overview. ‘ ' '

1977 resulis ‘
Craig: St. Joe's 1977 results, as shown
in the financial highlights table, were
not as good as those of 1976. Sales
were almost identical at $791.3 million,
but net income per share dropped 5.8%,
despite the inclusion of roughly 81¢ a .
share from non-recurring items, such
as the sale of 80% of a coal property to
Austrian Interests and the termination
of our Meramec iron ore joint venture
with Bethlehem Steel.

In the fourth quarter, earnings fol-
lowed the trend for the year and were

down by 24%, or 66¢ per share, com-
pared to 87¢ in the fourth quarter of
1976. Fourth quarter results included
6¢ per share of a non-recurring nature,
consisting of gains from termination of
the iron ore joint venture with Bethle-
hem Steel Corporation, offsetin part by
a write-down of certain Canadian min-
eral properties. These special items
caused the tax rate for the fourth quar-
ter and the year to rise to 46% and
39%, respectively, The coal strike and
reduced prices in the zinc industry
were the primary factors adversely
affecting this quarter.

For the year as well, the big prob-
lems were zinc and coal. In the zinc
market a combination of slow industrial
demand and a flood of imports drove
prices down some 6¢ a pound dur-
ing the year, In coal, it was weather,
labor and demand—freeze-ups in the
winter, floods in the spring, wildcat
strikes in the summer, tne United Mine-
workers' strike in December and a tall-
off in steelmaking.
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Fortunately the lead business, bol-
stered by strong demand for batteries,
ran at record levels. And our oil and
gas business, though still relatively
small, continues to have good
potential.

Reorganization

Duncan: One of the most important
events of 1977 was the decentralization
of our lead and zinc businesses. Form-
erly, our mining operations, both lead
and zinc, were under one manager and
our smeiting operations, both lead and
zinc, were under another—and

the overall profit and loss responsibil-
ity didn't really come together until it
reached the President’s desk. Now we
have two separate companies, St. Joe
Lead Company, headquartered in St
Louis, and St. Joe Zinc Company,
headquartered in Pittsburgh, each
headed by an outstanding young man,

A great problem of the mining indus-
try has been the failure to develop
profit-and-loss-oriented top manage-
ment. Now we have presidents for each
of our industries, And | expect them to
bring in the other young members of
their teams, so they, too, will learn to
see their business in profit and loss
terms.

Following the acquisition of Coquina
Oil Corporation of Midland, Texas, last
March, we have consolidated our
domestic oil and gas operations under
Coquina's management.

In a move that strengthens our cor-
porate office, Broward Craig, who had
been Executive Vice President, was
named President last May and | be-
came Chailrman. Given our rate of
growth, size and future plans, St. Joe
really needs at least two experienced
executives with appropriate titles and
authority to deal with a widening range
of complex business matters.

With the new decentralization,
Broward and | have more time to look
hard at the long-term direction of the

‘company.

In addition, there’s an awful lot of
work to do in Washington, We're also
more involved with shareholders, with
the analysts and with the investment
community generally.

At the same time, we still have to be
assured that everything is being run
well. This involves periodic visits to
each operating unit, We must know our
people, and make sure that the opera-
tions are well-managed. | don't think
the top management of a company, at
least one our size, can delegate this
responsibility.

Financial strength;
internal development
Craig: St. Joe's balance sheet is very
strong, and that's the main reason we
have high bond ratings. Our long-term
debt-to-equity ratio is 15% and our
total debt-to-equity ratio is 25%. We
have arelatively small amount of long-
term debt, almost half of which consists
of tax-free pollution control revenue
bonds. We have significant additional
general borrowing power, as well as the
ability to do special project financing.
I'm enthusiastic over the fact that we
now have some building blocks with
which to make significant strides. For
example, our coal business can reaily
get much bigger. Our oil and gas base
is tiny and has been a little slow blos-
soming, but it has to be considered a
growth area. Our future in metals
depends very much on finding and
developing new ore bodies through
exploration and on.developing new or
improved products using the metals we
produce. In 1978, we will continue the
high level of exploration of recent
years, looking inthe U.S. and in
selected overseas areas for such min-
erals as uramum copper, gold lead,
zinc, snver and some of the industrial
mmerals The successes of recent
years, such as the Australian Wood-
lawn zinc-copper-lead-silver deposit,
the Pachon copper deposit in Argen-
tina and the possible El Indio gold-
copper-silver ore body in Chile, need to
be repeated to make St. Joe anin-

creasingly significant and profitable
mining entity.

In product research and develop-
ment, St. Joe was the leading devel-
oper of nonantimonial lead alloy and
strip for battery grids, resulting in the
maintenance-free lead-acid storage
battery. The construction of a commer-
strip manufacturing plant at
smelter is an outgrowth of this
development, We are actively involved
in expanding zinc markets through and
with the aid of our research and de-
velopment group, including one-sided
galvanizing, super-plastic zinc prod-
ucts and the now-operational zinc dust
plant.

In addition, our subsidiary, Energy
Research Corporation, has developed
silver-zinc propulsion battery systems
for U.S. Navy underwater vehicles; is
working on nickel-zinc batteries for
U.S. mobile missile defensive systems
and for automobile propuision; and has
various fuel cell production and devel-
opment contracts relating to use in
power plants and total energy systems.
Most of ERC's contracts are with agen-
cies of the U.S. government, but the
fruits of its research can ultimately
have an impactin private industry.

St. Joe strategy

Duncan: As far back as 1970-71, our
strategy was to take a narrowly based
lead and zinc company and diversify it.
Energy was an obvious area. lthad a
different business cycle than non-fer-
rous metals. We made our first acquisi-
tionin oil in May 1972 and in coal in
January of 1974.

Looking ahead, we would like to see
St. Joe double in sales and earnings
over the next five years.

Moreover, we would hope to have
additional acquisitions, mergers or
joint ventures, Despite current prob-
lems, we could conceivably get into the
copper business. | hope we will find a
way into precious minerals—gold,
silver, dlamonds. And there's always
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the possibility that we will make a major
change in the direction of the company.
We could, for example, get into renew-
able resources, such as forest
products,

Today, the natural resources indus-
iry faces innumerable problems wrich
result from attacks by every facet of
government: environmental expendi-
tures, potential price controls, possible
loss of the depletion allowance, vastly
increased paperwork and related ex-
pense, ete. It seems as if everything
the government does transfers income
away from the basic producer and
puts it in the hands of the consumer.
Companies that are in restaurants or
retailing don't have the same regula-
tion problems, don't have the same
taxation problems and do have in-
creasingly affluent customers buying
from them. In the end, our society still
depends on the basic industries to
sustain our extraordinary standard of
living; the fact is that basic industries
are not generating the capital neces-
sary to modernize their plants today.

Capital program

Craig: We spent about $146 million in
1977 and planto spend $175 million in
1978. The scope of our program is pre-
sented on pages 4 and 5. With minor
exceptions, the program is on target.
The big areas of expenditure for both
1977 and 1978 are coal and petroleum.
The domestic metals operations will
not require much capital other than for
complying with increasingly stringent
and elusive environmental control
standards; of course, our active work
in developing new technoiogy for con-
verting ore to metal may ultimately re-
sult in putting new capital into zinc and
lead. Overseas, on the other hand,
metals development projects are active
in Australia, Argentina and Chile.

In 1978 the Woodlawn projectin
Australia is scheduled to begin produc-
tion. The $88 million mine-mill facility
is a three-way joint venture with Phelps
Dodge Corporation and Australian
Mining & Smelting Ltd. The highly min-

Jonn

eralized deposit is estimated to contain
over 10 million tons of ore, averaging
9.1% zinc, 3.5% lead, 1.8% copper
and 1.8 ounces of silver per ton,

In 1980 we should start getting sig-
nificant cash flow from the Buchan oil-
field in the North Sea, where St, Joe
and CanDel together have a 28% inter-
est, In that year, we should also get the
benefit of meaningful production from
the Marrowbone coal project in West
Virginia.

Dividend policy

Duncan: As 1 recall; the day | became
presidentin May 1971, the directors
cut the dividend. That was because St.
Joe followed a typical mining dividend
policy—when you make big profits, you
pay them out. If you don’t make money,
you cut the dlvxdend lt was & proper
policy for.a company. that saw itself
primarily.as a mining ¢ mpany.

Bui, now we look at §t. Joe as a
long-term basic resources company.
As such we have many uses for our
capital. Our approach to dividends is to
iry to establish a rate that is consistent
with what we expect our long-term
earning pattern to be. We hope to
improve the dividend little by little over
the years. We do not, however,expect
to pay out a high percentage of our
earnings as long as we can continue to
find good projects to give us a high re-
turn for our shareholders.

a, hal!mand m Eeculve ﬂi!

wa I, Pre del .
Future outlook

The business community is accused by
many of displaying a lack of confidence
in the future, witness the poor perform-
ance in the stock market and the rela-
tively low level of capital spending. We
do not share this apparent lack of con-
fidence in the future of the U.S. econo-
my. Therefore, our capital investiment
program for 1978 will be a record $175
million. This highlights our feeling that
the direction the company is following,
i.e., developing, principally, additional
energy resources and, secondly, non-
ferrous markets, is the correct one for
the shareholders.

In the short run, 1978 could be a diffi-
cult year, requiring the company to
borrow the capital required to support
the expanded investment program. The
extended coal strike will not only affect
our earnings, but, if it continues, it may
affect the ability of our customers to
operate their facilities and, in turn, to
buy our other products. Also there is no
immediate relief in sight for the zinc
industry. On the other hand, we expect
an excellent year foriead in 1978 and
sharply higher earnings from our
growing oil and gas business.

GVQV\C/QMM__

John C.Duncan
Chalrman and Chief Executive Officer

D. Broward Craig

President
February 17,1978
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TIMETABLE OF MAJOR PROJECTS , . .
AND DEVELOPMENTS
* A pair of charts on page 15 shows how 8t. Joc has made capital’
- expenditures during tho past four years and projects ho'vif m[l ‘make v, °
additional baxpenditures during the next four years

1977 o - 1978

Included here Is a project timetable which *
summarlzes the Corpo'raﬂon s presgnt plans
for certain prolects aver the next four years.
I shows the many steps Involved in bringing
a project from the prospect stage io produc-
tion. Each succoedlng step’ls based on the

3
{

0il and Gas Deveclopment of North Gin Field,
Texas and Grassland Field, Wyoming to con-
unue. Coquina lo parlicipate i drilling 75
prospects Three wells lo go on production in
Groens Creek Field, Mrssissippi. South Tim-
balier, offshore Louisiana, goes inta produc-
tion late in year, Deve!opment and exploratory
programs'lo coniinue in Kansas, Gulf of
Mexico, Texas, Wyoming and other arens of
tho U.S.

CanDel {o paruclpaxe in 60 we!ls in Nberga
and Briish Columbia involving development
of evisling.properties and explorationof
deeper basin area of Ceniral Alberta Water-
llood laciities ot Cesslord expecied to be
camplnled in sceond half of year, with'sub-
stanhial increases in production vojumes,

Four development wells 1o be dritled in
Bnchan Fielaplus one satellile well in flank
area of field Contracts awardéd lor sub-sea
completion laeity Exploratory wells com-
pleted on Block 21/6. Another wel! to be
dniicd-on Bloch 21/2 (81 Joe interést 4.5%)
In appriuse discovery made on Block in 1975,
In Notherlands scclor North Sea, gas ap-
praisal drilling on Block P/6 will continue.
Exploration drilling planned on Block Q/7
'nncwmg scparate struclure gas disccvery
made in'1973, . it '}’,‘
Coal 1,2 million.lons added to annual Qapa
iy, bringing total lo 13.2 milllon tqnd"l
creases,stem from Sprouse Créek, Sym C
and Virglnia Crews (20% 'owned), Mar
bone preparation plant construction com

Oil and Gas Coquina Qi Corporalion was
acquired and agsumed U 8, operations of

St. Joe Petroleum Two development wells
completed on Greens Creek gas lield in
Mississippr One developrient well completed
and one well drithng n South Timbalier field

N nlfshora.Loulsiana. Two dove.opment wells

and one exploralory well campleied offshore #
Texas, Farm-out arrangement consummated
on Knnsas acreage; 65-well program imtiated.
Five dovetopment wells completed on' Texas
North Gin Ficld: and 10 wells producing. Gom-
p chion of 4 du vo|ormcnl wells in Foster Con-
ger Field i Texas and 27 wells producing -
l.ease acreage up to over 60,000 gross acres

CanDel paikcipated n dulling 84 wells in
Mberta ant} Britsn Columina Farm-in agree-
menl consummaterd lo carn 25% interest in
177,000 neres n Cenlral Alberta,

U.K. Buchan Ficld development began with
templale postlioned and first of 5 develop-
menl wells dulling Exploration dritling on
Jadpacent Blach 2176 begun .

Coal Capaeily rarmed 500,000 tony to 12 mil-
nn tons. Sprouse Creek plant put into pro-
duction in Scptember 899% of Virginia Crows *
complex sold. Inttial producllon from Sun

Coal Campm; in Colorado Denver office

opens and begine evaluayons,” |

* Minerals Exploratory shalt began at Cnrlhngo

Tennessee zing proporly. 2,000 TPY unil of

sine dus! plant at Monaca, Pcnnsylvama

completed.

Conhpnetd ronstiichion of pormunent road

1n Pachan coppmr ore body v Argenlina,

Citicorp and Morgan Guaranlyrelalnod lo . ‘ . ‘ X

praparo-project hinancing ptan, Forelgn in- . ; L “ R "9.; ;,3

veslmant contracl signed with Chilean Gov- O

ernmant for potentlal invesiment in El Indlo . o e

coppar/gold/slivor praperly in the' Andaes, - : T A

L.deons to land position negolialed and pre- '

i_.;ﬂ - minarYdrmlng and sampling completed, : V.

Sacuret exploration concesslons foraliu- i i
vial.diamond prospect (Alto Colts) In Brazll .

H:ngpotialed surface righls; inltlal bulk
:’ g“acocmp{_ had. -
ol AEmIra/mill construction pid

uls snd on bud pLlE

mines, ‘v . . v

Y

mences, wilh .:mnll raw coal'producllon from y

Mingrals Delincation of reserves at Carthage,
Ternessec zinc property scheduled for com-
pletion, and if sufficient reserves aro found,
addilional expenditures will be made. Zinc
dust plant goes on-stream and capacily Is
raised to 4,000 TPY by year-end. 30,000 TPY
fead strip mill construction begins to meet”
demand for maintenance-free batleries.
Plant located at Herculanoum, Missours.
Anticipated 1ssuance of mining promotion
law in Argentina leads to formal negoltiations

, for investment conditions on Pachon project.

Financing plan scheduled o be completed.

E£!'Indio gold property further delincated.
Extensive sampling, assaying and bench mill
losting to dovelop data for a feasibility s!qdy
Metallusgical resoarch continues on process
ing of high-arsenic ore. Preliminary explora-
tion conlinues on northern extension of
El'Indlo.

Exlonsive bulk-sampling progrum continues
onAlto Colto dlamond prospact in Brazll,

Woodiawn scheduled for completion by, .
mid-year, with mining of 3,000 tons of ore por
«day to produce zinc, copper, silver and lead |
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assumpﬁons that exnloraﬁon and develop—
" ‘ment actlvities will continug to'yleld positive
rosulls and that thiere will be no materlally
advarse chango in other matters allecllng lho

: vfablhly of Ngo prolec! Thus, sharoholders o ’

“

'1979

e should keep in mind lhat lhe proieets da-

- ,scrllged may be modilied, delayed or even

'termlnafcd asa result of hdvorse geological

- or mining results or chbnges in prices, costs,
operating conditions or governmental regula-

. tions. Despito lgis degree of uncerlainly, we

1980

v

beheva that the mclusmn of a step by step

descrip!lon of these profects will give share- - -

holders a grcaler appreciation of the Corpo-
" ralion’s activities and its’ present plans for
these prolacls o . C e

M . . & "

1981,j;

.ol and Gag- Ooqulna conhnue., explorauon ;
_and developmant program inU.S. .

CanDel to Increase pamcipallon in cxplora- N

lory ‘and development pragrams in Alborta .
and British.Golumbia, Water-llood facllitle’s
in produchon-a‘t Cessford. Gas processing
‘faciiftjes should be complomd in newly con: -
tracted areas, -

Development- Wells lo ke comp!uted in

" Buchian Fleld, Main production instailations ~..""

- 10'be madoin Augusl, and field brought on-

- stream lalo in the yoar. Appraisal- dnlhng
continues on Blotks 2172, P/6 and Q/7.

Coal Additional 600,000 tons.of capacity frém -

* Marrowbone, Sun Coal, Tug Rivor and
Sprouse Creek, lo.be added; brmglnq total :
capacity to 13.8 mililon lons per year. Mar- p

) :rowbono praparatlon plant scheduled for:, | .

"complation mid-year, (o have ultimate capagc-
ity of 4 million.tons ‘per yearin mid-1980s, .

. _Minomls I condifions watrait, work on sec-

..ond shalt urface plants-and mill commences

.ol and Gas Coquina continues domestic
oil and- gas(cxplorahon and devc opmont' S

program.

CanDol ébnhnues to cxpand C'madmn pro; 3

gram with production anhcnpaled at Rambow

.Redcliffo and Deep Basin arcas of cenlral

Alberia;: = . .
Buchan Fiald in full produclion with St. Joc

" “ZganDel share estimaled at 13.400 barrols -
per day. Dovelopment drillirig on Blocks 21/2

and P/6 Gontinues. Apprmsal drilling con-

< linues.on Block Q/7.. ' .
* Caal Plans call for 1.7 million lans of addl-
nonal production capacny. bringing total an- .

nual capacity fo 15.5 million {ons. Major
additions to capacily from’ oxpansion of
Marrowbone, Omar, Sun Coal, Robingon-

- Phillips, Sprouse Greek and Tennesree Con-

solidated Coal. Steam add metatlurgical cqa\

.. balarice, expecled to remaln conslnnl at.

58% ~42%

.Mlnerals Underg?o ind duvelopment and sur- |

-

. wnh inmal produc!lon expeclud by year-end

Oil and Gas Both cnqumn Lmd CanDel con-
“{inue expunded exploratory and deyelopmenl
programs. Buchan Field should achieve full
yearly produclion capabilily. Development -
“drilling on BlocK 21/2 continues, willy com- |

- pletion oxpcclcd in 1982. Block P/6 gas

dcvolopmen\ dnlhng conlinues, Appraml
" drilling continues on Blpck Q/7.:,
Coal"Coal capacdy al Matrovibone is rmsed

1.1 million-tons, brmgmq \olal annual capac- .

tty lo 16.6 mullion tons, This is an IT\CTO'\:C of -
38%.ovor 1977 capacity levels. -~ 7
Minerals Complehion sehaduled for Cnrih’\qo
- zing project wath capacity estimated at

50 000- 7'.: 000 tons of zinc in conccmmh,.,

-

“per year
Complehion ol engmcormg dcsrqn dnd 1ni- .
liation of gongtruction of Pachon mmo/mlnl

- smoller complex.

El Indio mine/mill construchon.comlnues




COAL IN 1977

Coal is washed at the new Sprouss Creek, Wes!
Virginia, preparation plant which came on stream during
the third quarler.

Operating Profit:
$14.5

Sales: $430.3
(millions)

E. Morgan Massey, 51, is President of A.T.
Massey Coal Campany, Inc. He joined the firm
in 1948 and has spent the entire penod working
in all facets of the operation. J

The A.T. Massey Coal Company encompasses

‘all of St. Joe's coal activities. Massey is a sales

COmp: ts subsidiaries and affiliates mine coal
primari‘ly‘ in West Virginia, Kentucky, Tennessee
and Colorado. Massey also functions as a sales
agent for other producers and is a large exporter
from the United States. in 1977, Massey pro-
duced 8.9 million tons of coal, compared with 10.5
million tons in 1976. Massey brokered an addi-
tional 4.6 million tons in 1977, compared with 5.0
million tons in 1976.

Massey's sales were $430.3 million for the year,
compared with $456.0 m,llhon in 1976. Operatlng
profit amounted to $14.5'million, doyvn from $44.5
million. In addition $25.7/million of 1977's pre-tax
income is the result of se!lmg an 80%: mterest in
the Virginia Crews property to a subsndlary of

~ Voest-Alpine, A.G., an Austrian steel group:

Results were down Procduction, sales and oper-

ating profits were down in 1977, below our projec-
tions, for a number of reasons. A‘freezeup in Janu-
ary and February brought mining operatibns toa
standstili for almost 20 days. Flooding In April
closed three mines, resulting in 300,000 tons of
lost production that month and 700,000 for the bal-
ance of 1977. Summer wildcat strikes in West Vir-

* ginia lasted a total of 11 weeks. Finally, we were

affected by the nationwide coal strike for three
weeks in December. Orie bright spotwas the per-
formance of Tennessee Consolidaled Coal Com-

‘pany. It had an excellent year, with sales of over

900,000 tons of coal, most of which was sold to
Japan under long-term contract

Higher production anhclpated !n 1978 desp e
the United Mine Workers strike, we expect to pro-
duce significantly more coai tonnage. Earmngs

'should improve in the steam coal sactor because

we've negotiated a number of new contracts with
electric utilities that have built-in escalation
clauses. But the market for metallurgical coal is in
bad shape, and we cannot forecast any substan-
tial improvement in profitability for our metallurgi-
cal mines.

Forces affecting industry President Carter may
want to double coal production, but in the real

v

world we are facing tremendously increased costs
from operating restrictions. The predicted growth
just hasn't occurred. What has happened is that
the productivity of coal mining industry has

dropped during the last decade from over 20 tons
‘per man day to about 8%z tons per manday as a

result of governmental restrictions and environ-
mental regulation, together with the union's intern-
al strife and resulting wildcal strike syndrome.

We have contracts that assure our utility
customers a permanent supply of steam coal at
the lowest possible cost, but, at the same time,
provide us with a virtually built-in profit. So, we
are not at the mercy of the fluctuations of the spot
market. Steam coal accounts for 63% of our out-
put, and all of it is sold under long-term contract.

Careful acquisition program We have been
careful to acquire only high-grade metallurgical
or steam coal properties. As a result, almost
100% of our acquired properiies are backed up
with long-term commitments.

Sale of property In 1977, we sold 80% of our
Virginia Crews coal property to a subsidiary of
Voest-Alpine. The United States has the highest
quality metallurgical coal in the world, and many
European steel concerns have either acquired or
are actively seeking a position here. Voest wanted

“to acquire not only a coal reserve but also some

mining know-how in the United States. Therefore,
it retained Massey to operate the mines and sell
the coal.

It's possible we can make a similar arrange-
ment with other firms. We prefer to sell coal on
contract, but if the customer is determined to
own a producing U.S. mine, then we are not
adverse to selling equity or joint venturing a por-
tion of our metallurgical reserves.

Export market outlook As for the export market,
most of it is metallurgical coal for the steel
industry and the 1978 outlook is less than bright.
However, to supplement our traditional market
areas of Asia and South America, we are looking
to a number of countries where there is potential.
Currently, we're selling to some 14 different
countries.
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LEAD AND
IRON PELLETS
IN 1977

Bubbles formed in a fiofation cell at the Viburnum,
Missourl, concentrating mill carry lead parlicles to the
surface for recovery.

Lead
Operating Profit;
$66.0

$t. Joe Lead Company, presently the nation's larg-
est Iead producer, operates five mine and four mill
complexes in Southeastern Missouri, and a smelt-
er in Herculaneum, Missouri. St. Joe Lead is also
responsible for the Pea Ridge Mine, an iron mine
and pelletizing complex in Sullivan; Missouri,
which was shut down in December 1977.

In 1977 &t. Joe's mines produced 342,573 tons

Sales: $147.3 of lead concentrate (316,570 tons in 1976). Lead

(mifhons) metal produced in 1977 was 228,780 tons com-
pared to 222,483 tons in 1976. Sales were $147.3

Iron Pellets million, up from $1156.9 mulhon becayse of higher

ggg'a““g Profit; prices, and operating profits rose to $66 O million

from $39.5 million. R

B

| Prices benefit During 1977 we benefited from a
steady increase in lead prices, from 26¢ per
pound to 33¢ per pound. A number of complex

§ variables created this extraordinary demand. The
severe winter of 1976-77 used up battery inventor-
ies, and throughout 1977 our battery customers
were replacing inventories. Also during 1977,

{ lead inventories were reduced due to several work
stoppages at other operations, resulting in record
low inventories for all lead producers. In the world
market, the Soviet Union, Japan anp Chma were
unusually active buyers. '

Sales: $25.9
(millions)

Maintenance-free battery succeSs; A’n important
contributor to the increased demand for lead is the
success of the maintenance-free battery and its
requirement for primary lead. This, cgmblned with
a cold winter, a good year for automobile sales
and increased worldwide demand for iead pro-
duced our best year ever.

Looking ahead to 1978 we see the battery mar-
ket, which takes nearly 80% of our product,
operating at peak levels. We see further growth
for the maintenance-free battery, For the 1978
model year, all General Motors’ cars will have
maintenance-free batteries and we believe that in
the next several years all major automobi'e manu-
facturers will switch to maintenance-free systems,

St. Joe pioneered the lead-calclum-tin alloy
that is predominantly used in majntenance-free
batteries. Our further development of precismn
wrought alloys enables the high speed produc-
ticn of longer-lasting battery grids, replacing the

g
-

cast grid produced that uses secondary lead. The
net effect has been a doubling of our potenha!
share of the battery segment of the lead market.
We look forward to supplying a s;gnlflcant por-
tion of the demand for wrought lead alloys and as-
sisting the battery industry In its conversion to
the maintenance-free system. As aresult, we are
planning the construction ot a commercial
wrought lead strip plant in conjunction with the
needs of several customers.

Tetraethyl lead market The tetraethy! lead mar-
ket has been slowly declining, andin 1977 ac-
counted for about 10% of our sales compared
with 17% afew years ago.

Problems and opportunities in 1978 We are
proceeding as fast as possible on a new: eax:i
smelting process that will be enwronmentally ac-
ceptable and economically sound, but it is going
to be expensive, We predict that in the next five
years, just to keep even with environmental costs
mandated by present legislation will require sig-
nificant capital investment. As good citizens we
intend to make the environment as clean as possi-
ble but in line with maintaining a profitable
business.

Meramec terminated The Meramec joint venture
was terminated at the request of our co-venturer,
Bethlehem Steel Corporation. Due to steel import
problems and large stockpiles of iron ore pellets,
Bethlehem felt it could not utilize the pellets pro-~
duced at Meramec. Bethlehem assumed all em-
ployee and benefit plan liabilities relating to the
termination and will pay $t. Joe $21.9 million as a

termination settlement. The mine, pellet plant and

equipment reverted to 8t. Joe, which assumed the
costs of closing down the facility. We are keeping
the mine and plant maintained while we determine
the next step.

The future Looking at St. Joe Lead Company for
the future, our chalienges are to find new and
diversified markets for lead, solve problems of
complying with environmental regulations and
continue to find innovative ways to keep costs
down. This will require increasing emphasis on
research and development.

Reproduced with permission of the cokpyright oan‘etf. | E“Urtber reproduction prohibited without permission.



] R

the copyright




ZINC IN 1977

Operating Profit:
$5.1

Sales: $141.1
(muillions)

10

Zinc flame from an American Process zinc oxide ‘
furnace at the §t. Joe smelter in Monaca, Pennsylvania.

James L. Broadhead, 42, is President of St Joe
Zinc Comparny. He has served as Vice President—
Development and Secretary and General Counsel
of St, Joe Minerals Corporation.
, ¥
St. Joe Zinc Cempany operates the largest zinc
mine and largest zinc smelter in the United States.
St. Joe's mines, in 1977, produced 166,493 tons of
zinc concentrates containing 96,887 tons of metal
compared with 161,647 tons of concentrates con-
taining 95,345 tons of metal in 1976. The smelter
at Monaca, Pennsylvania took all of the! Ba!mat-
Edwards output plus additional purcha,sed feed
materials and produced 175,260 tons of various
grades of zinc metal and zinc oxide. Zinc sales
totaled $141.1 million in 1977 ($158.4 million in
19786). Operating profit was $5.1 million ($15.9
million in 1976).

Industry problems The domestic zinc industry
has serious problems; shipments of U.S. produc-
ers have fallen more than 30% since 1973 even
though consumption is nearly twice domestic
capacity. The primary cause of these excessively
low operating levels has been a flood of foreign-
produced zinc.

Inrecent years, the U.S. economy lgas been
stronger than most foreign.economigs and, asa
consequence, foreign zinc producers have ‘
shipped their excess metal supplies to our market-
place without regard to normal supply/demand
relationships. In effect, they are exporting their
unemployment here. These foreign producers .
have virtually unrestricted access to the U.S. mar-
ket, while American producers confront restric-
tions on their exports and investments'abroad.
Some foreign producers also enjoy SUbS\dteS
special tax arrangements and other forms of gov-
ernmental assistance that are not available to
American zinc producers.

The problems faced by U.S producers have
been intensified by a decline in U.S. consumption
attributable, in part, to a decrease in die-cast zinc
automotive parts, low levels of industrial construc-
tion, more eificient galvanizing processesandin-
roads by competing materials. The average 1978
domestic passenger vehicle, for example, uses
about 20 pounds less zinc than its 1973 counter-
part.

Result of problems The nét gffect of these condi-
tions has been to reduce sales volume pnces and

profits for all domestic producers. St, Joe is espe-
cially affected because it is not a low cost pro-
ducer. Our smelter was built almost 50 years ago
and employs a labor-and energy-intensive pro-
cess. Our current price of 30Y2¢ per pound of
Prime Western zinc is the lowest it has been since
1973 and, without a higher price, the Zinc Cem»~
pany will almost certainly be unprofitable in 1978.
Because of these adverse business conditions,
we were forced in early March to schedule a
substantial reduction in staff and operating
personnel,

St. Joe's advantages More than any other zinc
producer, we are well-respected for our cus-
tomer-oriented approach. $t. Joe is a reliable
producer of high quality products to which we add
a mulliple of extra services. In addition, our zinc
metal product mix is oriented towards galvanizing,
which Is the largest potential area for increased
zinc usage.

A comprehensive plan My major objective this
year is to analyze thoroughly the industry and our
role in it and to formulate a comprehensive plan
of action to maximize the return on the invested
capital of t. Joe. For that purpose | am giving my
staff the opportunity to take responsibility and to
exercise judgment. This approach encourages
new ideas and motivates people.

Action taken We have taken steps to improve our
situation: an overall planning group has been
formed to evaluate problems and oppeortunities;
the management structure of the smelter has been
changed and a study group formed to devise
methods of improving the facilities; a marketing

-department has been created to inform architects,

engineers and designers that galvanized steel
offers superior corrosion resistance at the lowest
cost over the total expected life of a project;

and, working through the Lead-Zinc Producers
Committee, St. Joe has participated in instituting
an action under the 1974 Trade Act seeking relief
from excessive foreign imports.

Future aims This Is not a healthy industry at
present, and we have our share of its problems,
We assure you, however, that we are addressing
our best efforts to their solution with a view to
returning zinc to its former status as a praofitable
and important part of St. Joe.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
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OIll. AND GAS
IN 1977

Exploring for ofl from a plattorm in the Gulf of Mexico

offshore Texas.

Operating Profit:
$11.1

Sales: 542.2 '
(milhons)

12

L. Chase Ritts, Jr., 57, is President of §t; Joe
Petroleum Corporation. Frior to joining . Joe
in 1972, Mr. Ritts, with twenty-five years in the
oil and gas industry, had been president of sub-
sidiaries of Standard Oil of Indiana and- Umon ‘
Carbide Corporation.

Pomeroy Smith, 54, is Chalrman and Chief
Executive Officer of Coquina Oil Corpora- (
tion. He was a founder of the company in. 1969
and has 24 years of experience in the industry.

Smiley Raborn, 62, is Chairman and Chief Execu-
tive Officer of CanDel Oil Lid. He has been with
CanDel since its inception in 1950, and involved
inthe oil industry since 1932.

St. Joe's oil and gas business consists of St. Joe
Petroleum Corporation, operating internattonally,
CanDel Oil Ltd., a 94.4% owned Canadian sub-
sidiary; and Coquina Oil Corporation of Midland,
Texas, which was acquired in March 1977.

During 1977 these subsidiaries together pro-
duced from the U.S. and Canada an ayerage of
5,412 barrels of oil per day and 78,516,000 cubic
feet of gas per day, and had total oil and gas sales
of $42.2 million, up from $38.3 million in 1876.

Total funds provided from operations of the
group increased to $28.7 million in 1977 from
$23.7 million in 1976, resulting mostly from

_increased oil and gas prices as productlon vol- .

umes remained about the same.

" However, operating profits for the group -
declined from $15.7 million in 1976 to $11.1 mil-
lion in 1977. Although CanDel had a good year in
1977 with increased revenues and operating’
profits as well as reserve additions that offset
production, recent year-end engineering studies
reduced reserves significantly on §t. Joe's prop-

_ erties transferred to Coguina. This, in addition to

Coquina’s increased administrative costs relating
toits move out of drilling fund programs, resulted
incharges agamst income that depressed the
over-all group's operating profit for 1977,

Mr. Ritts ‘
Outlook good Although the.group's 1977 finan-
cial results did not meet expectations, the next

- several years are anticipated to be increasingly

profitable. Production increases in the U.S. and
Canada are projected from a number of proper-
ties that have development potential, irom new
reserve discoveries, and from the North Sea
beginning late in 1979, .~ SR

Reserves As aresult of the downward reserve
adjustments and production during the year, the
group's 1977 North American oil and gas reserves
stand at 18,328,709 barrels of ofl and 400,771,520
mcf of gas as compared with 1876 reserves of
19,342,977 barrels of 0il; 446,879,812 mcf of gas.

Coquina merger With the Coquina mergerin
March 1977, St. Joe's oll and gas activities have
achieved increased organizational strength to
capitalize on opportunities in the U.S.

As aresult, the group's capital expenditures for
1978 are projected at $74 million, up from $48
million in 1977. This provides for a strong explora-
tion effort in Canada, for Coquina’s plans to
evaluate and develop numerous prospects in the
key U.S. producing areas, and for a portion of
development funds to bring our North Sea Buchan
Field on production.

North Sea involvement Our major stake in the
international area is in the U.K. sector of the
North Sea, a high-cost, difficult operating area,
but also an area with large fields, high production
volumes and potentially attractive profits.

St. Joe and CanDel each have a 14% interest
in the Buchan Field, discovered by our Transworld
group in 1974. Last spring, British Petroleum
acquired a 54% interest in the venture and has
taken over management of the project. During
1977 work began on the subsea production
facility, the second such installation in the North
Sea. The first development well drilled through
a sea floor template has been completed and
successfully tested. When the field is in full pro-
duction in 1980, St. Joe and CanDel should
receive about $30 million of cash flow during the
first full year. ;

In the adjoining block to the east, where St. Joe
has a 4.5% working interest, appraisal drilling
continues to delineate an oil discovery that could
have commercial potential similar {0 the Buchan
Field.

Other active areas In the Dutch sector of the
North Sea, previous gas discoveries should gen-
erate revenues in 1980-82.

Mr, Smith

1977 as transition year 1977 was a year of iran-
sition for Coquina as we joined &t. Joe and
assumed the operation of St, Joe Petroleum (U.S.)
Corporation's domestic properties. These include

Reproduced with permission of the copyright owner. Further feproduction prohibited without permission.
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OIL AND GAS
(continued)

LATIN
AMERICA
IN 1977

14

175 wells and more than 250,000 acres of oil and
gas leases. Also in 1977, we decided to discon-
tinue the public exploration programs through
which Coquina had been operating. The transi-
tion into St. Joe has gone smoothly and PCoquma's
staff is happy to be part of thss dnversufied and
aggressive company.

Concentration of efforts Coquina’s management
has decided to concentrate its efforts on develop-:
ing high quality drilling prospects and accumulat-
ing acreage. Coquina's acreage inventory atthe
end of 1977 included about 85 prospects m*ﬁ
states, with over 600,000 acres

1978 expectations up Atthouah our dnlltng activ-

ity was at a low level in 1977, we expect a sub-
stantial increase in exploration in 1978. Coquina's
staff of over 100 includes 13 geologists and geo-
physicists who cover most of the major explora-
tion provinces in the domestic United States.

Mr. Raborn

1977 record for CanDel Record results were
achieved for CanDelin 1977, largely through im-
proved weli-head prices. Production was similar
to 1976, but 1978 should prove to be an excellent
year. We have 115 employees here in Canada,
including over 45 with technical expertise in cil
and gas.

Successful drilling ratio OanDel s dnllmg suc-
cess ratio was excellent and additjons to. proven
reserves again exceeded production on a barrel

- equivalent basis. We participated in the drilling of

84 wells in Alberta and British Columbia, Capital

expenditures are projected at record levels for the:

coming year and all programs: wull continueto
accelerate. Included in our exploration plans isa
major search for natural gas in the promising deep
basin area of Alberta, through afarm-in agree-
ment to earn a 25% interest in 177,000 acres.

Canadian oil problems The problems that
beleaguered the Canadian oil industry in 1974 re-
sulting from confrontation between the Federal
and Provincial governments over control of natural
resources have abated. Some questions remain
pertaining to markets for production, but we be-
lieve they will be answered soon. The business
climate for the oil industry is reasonably stable
here in Canada and CanDel should continue to
prosper.

Leroy K. Wheelock, 52, is Vice President in charge
of Latin American operations and investments.
He joined St, Joe in 1965 after being with Engi-
neers Joint Council and C. Tennant Sons & Co.

St. Joe's subsidiaries conduct extensive explor-
ation, development and production activities in
Argentina, Chile, Peru and Brazil. Expenditures
for worldwide metals exploration in 1977 came to
$10.8 million, compared with $8.7 million in 1976.

In 1977 St. Joe received $4.3 million from Latin
American operations. St.Joe's Argentine subsi-
diary, Compania Minera Aguilar, S.A., produced
46,707 tons of lead/silver concentrates and
85,723 of zinc concentrates (46,582 and 89,287
respectively, in 1976). In Peru, our subsidiary,
Compania Minerales Santander, Inc., produced
the following tons of concentrates: zinc, 37,481;
lead, 2,058; copper, 1,998 (comparable 1976 data
was 44,089, 3,159, 2,008).

Opportunities in Latin America There are sub-
stantial opportunities for natural resource devel-
opmentin Latin America, and in recent years
there has been a shift toward more favorable ac-
ceptance of foreign source investments. Various
countries have established reasonable rules for
such investments, particularly Argentina and
Chile, where we now have interesting potential
projects. Brazil also offers a favorable climate.

Aguilar outlook good Compania Minera Aguilar
operates the largest non-ferrous metal mine in
Argentina. With gradual improvement in the
Argentine economic and political climate since
the change in government in 1976, the operations
and financial results of Aguilar have also im-
proved, following a period of regulatory controls

-and runaway inflation, Despite the current de-

pressed zinc market, we anticipate continued sat-
isfactory earnings for 1978,

Santander results not improved Results from
Compania Minerales Santander have been much
less satisfactory in recent years, Although the
present Peruvian administration has been revising
some of the past policies which discouraged
investment, obstacles remain to a favorable clim-
ate. Peru’s grave financial crisis has made foreign
exchange unavailable. Mine production has been
below capacity for the past two years but improve-
ment is expected in 1978. These conditions, cou-
pled with depressed world zinc prices, will prol-
ably not enable Santander to be profitable in 1978.

Reproduced with permission of the copyright owner. Funber'réproduction prohibited without permission.



CAPITAL EXPENDITURES

(millions)

1874-1977 Total: $443.2

1878-1881 {projected) Total: $655.8

Coal: $209.0

Minerals: $80.9

0Oll & Gas; $153.3

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
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STATEMENTS OF CONSOLIDATED INCOME St. Joe Minerals Corporation and Consolidated Subsidiaries

1977 vs 1976 1976 vs 1975

|
For the years ended December 31, 1977and 1976 1877 (Decroase)  1976*  (Desremse)  1975%t  1974*f 1973+

..................... (Inthousands exceptpersharedata) . ... ..cvvvivireenn..

Net Sales $791,280 $ (128) $791,408 $ 19,042 $772,366 $718,592 $410,582
Costs and Expenses:
Costof sales 619,150 4,991 614,159 40,589 573,570 520,245 321,201
Depletion, depreciation and '
amortization 53,610 9,746 43,864 8411 35,453 27,527 19,246
Administrative and selling 28,712 5,897 22,815 3,266 19,549 16,201 11,381
Exploration 12,922 7,053 5,869 2,133 3,736 2,320 2,336
Research 3,580 531 ‘3,049 {231) 3,280 3,149 1,954
Interest 7,506 814 6,692 1,884 4,708 5,236 4,028
Amortization of goodwill 1,510 (42) 1,552 50 1,602 1,698 1,039
Total Costs and Expenses 726,990 28,990 698,000 56,202 641,798 576,277 361,185
Income From Operations 64,290 (29,118) 93,408 (87,160) 130,568 142,315 49,397

Other Income:
Dividends from unconsolidated

subsidiaries 4,349 (3,608) 7,952 5,052 2,000 - 4,697
Interest, royalties, etc. 8,181 (1.825) 10,006 (225) 10,231 7,585 5,483
Income Before Nonrecurring ltems 76,820 (34,546) 111,366 (31,433) 142,799 149,900 59,577
Nonrecurring Items 33,723 33,723 — (6,504) 6,504 — -
Income Before Income Taxes 110,543 (823) 111,366 (37,937) 149,303 149,900 59,577
Income Taxes 42,786 3,314 39,472 (17,994) 57,466 53,913 20,387
Net income $ 67,757 $ (4,137) $ 71,894 $(19,943) $ 91,837 $ 95987 §$ 39,190
Per Share of Common Stock:
Net income $3.03 $3.28 $4.14 $4.33 $1.79
Cash dividends $1.30 ¢ $1.27%2 $1.17%. $ 977 § .76%
Average Number of Shares of C " :
Common Stock Outstanding 22,332 < 22,257 22,184 22,152 21,860
Income Taxes: ‘ ~
A reconciliation between the
statutory Federal income tax rate
of 48% and the Corporation's
income taxes follows: , S
48% ofincome before income taxes  $ 53,061 ©.  § 53,456 $ 71,665 § 71,951 § 28,596
Statutory depletion (13,932) : (16,848) (17,175)  (16,805) (6,029)
Investment tax credits (7,090) ’ - (3,819) ' (2,953) (2,117) (1,969)
DISC - - 3,456 (622) {1,798) (877)
State income taxes 3,154 3,089 « 2,867 1,453 545
Capital gains {4,802) (893) (403) (329) (172)
Minimum tax 3,921 1,607 308 128 493
Foreign operation losses
where benefits cannot '
be currently utilized 4,158 682 270 366 107
Other—net 4,316 ‘ (1,758) 3,609 1,064 (607)
Income taxes $ 42,786 T $ 39,472 $ 57,466 $ 53,913 § 20,387
Effective income tax rate 39% ‘ 35% 38% 36% 34%

tThe comparative income statement dala lor the years 1973 through 1975 are not covered by Auditors’ Opinion,
*Restated for pooling-ol-interests.
Pages 19, 21 and 23 to 30 are an integral part ol these financial statements.
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MANAGEMENT'S REVIEW OF OPERATING RESULTS

Net Sales—
Product Line
(& millions)

7186

4106

1973 1974 1975 1976 1977

Coal B OIl & Gas
£l Lead M Iron Pellets
B Zinc M Other

Operating Profit—
Product Line
(8 millions)

160 0

1519

1200

173 1974 1975 1976 1977

Sales
Sales of $791.3 million during 1977 were almost identical to the 1976 level of $791.4 million, Coal
sales declined 5.6% (from $456.0 million to $430.3 million) as a result of lower volume. Metals sales
increased 7.3% (from $297.1 million to $318.8 million}, because of higher lead prices and improved
iron pellets volume. This was partially offset by lower prices for zinc and zinc oxide. Qil and gas
sales increased by $3.9 million or 10.2% over 1976.

Sales in 1976 increased 2.5% over the 1975 level. Coal sales declined 9.9% (from $506.1
million to $456.0 million) as a result of lower prices. Metals sales increased 25.1% (from $237.5
million to $297.1 million) due to improved lead and zinc volumes and higher fead prices. This was
partially offset by lower zinc prices and lower iron petlets volume, Oil and gas sales increased by
$9.6 million or 33.2% over 1975.

Costs and Expenses

Cost of sales in 1977 increased slightly over the 1976 level. Unit cost increases occurred in all
metals products, as well as in coal because of inflation and, in the case of coal and zinc, lower
sales volume.

Cost of sales in 1976 increased by 7.1% over the 1975 level. While unit costs of sales of lead and
zinc decreased as a result of improved volume, the greater volume itself caused total cost of sales to
increase. Unit production costs for coal increased because of inflation but were offset by lower
purchased coal costs.

Depletion, depreciation and amortization have increased in the 1975 to 1977 period, as capital
spending has increased. Capital spending has been concentrated in the areas of expanding and
modernizing coal operations and in oil and gas exploration and development.

The increase in administrative and selling expense is due to inflation and the increased scope
and complexity of the Corporation’s. opgerations.

Exploration expense increases reflect both the Corporation’s expanded mineral exploration
program and the fact that the Corporation does not capitalize such costs but, rather, expenses
them as incurred.

Interest expense has increased in the 1975 to 1977 period principally as a result of higher levels
of borrowings. Average short-term borrowings have increased from $11.5 million in 1975 to $43.0
million in 1977, and long-term borrowings have increased from $51.9 million atthe end of 1975 to
$71.1 million at the end of 1977.

Other Income

Dividends from the Corporation's unconsolidated Argentine subsidiaries were $4.3 million and $3.8
million in 1977 and 1976, respectively. These dividends reflect continued profitability by such
subsidianes. No dividends were received from the Corporation's Peruvian subsidiary in 1977, due to
unprofitable ope, ations and currency exchange restrictions. Dividends from this subsidiary were
$4.2 million and $2.0 millionin 1976 and 1975, respectively.

Nonrecurring Items

Nonrecurring items in 1977 molude pre -tax galns aggregating $33.7 million, resulting from the sale
of an 80% interest in three coal subsidiaries, the termination of the Meramec joint venture opera-
tion and a write-down of certain Canadian mineral properties. Nonrecurring items in 1975 con-
sisted principally of the sale by CanDel of its Athabasca tar sands and Saskatchewan properties.

i “gf,‘,:
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STATEMENTS OF CONSOLIDATED
FINANCIAL POSITION

St. Joe Minerals Corporation and Consoiidated Subsidiaries

1977 1976*
December 31, 1977 and 1976 (In thousands)
Current Assets:
Cash and marketable securities $ 31,148 $ 46,138
Trade accounts receivable 86,299 91,971
Inventories 87,527 82,018
Prepaid expenses and other current assets 45,444 19,169
Total current assets 250,418 239,296
Current Liabilities:
Notes payable 40,410 32,644
Long-term debt—current portion 5,947 9,025
Accounts payable and accrued liabilities 83,949 86,976
Income taxes 33,677 16,831
Total current liabilities 163,983 145,475
Working Capital 86,435 93,821
Noncurrent Assets:
Investments 7,251 4,878
Property—net 481,546 412,344
Goodwill 25,680 27,190
Deferred charges and other assets 15,177 19,701
Total noncurrent assets 529,654 464,113
Total Assets Less Current Liabilities 616,089 557,934
Noncurrent Liabilities:
Long-term debt—less current portion 71,080 60,519
Deferred income taxes 56,365 51,718
Liability for employee benefits 8,550 6,235
Minority interest 10,903 10,535
Total noncurrent liabilities 146,908 129,007
Excess of Assets Over Liabilities $469,181 $428,927
Shareholders’ Equity:
Preferred stock, par value $50 per share; authorized, 1977~2,000,000 shares;
1976—1,000,000 shares; none issued
Common stock, par value, 1977—%1 per share; 1976—$1 O per share:
Shares
1977 1976
Authorized 60,000,000 25,000,000
Issued - 23,250,214 28,250,214 $ 23,250 $232,502
In Treasury—at cost 892,694 959,672 {(9,887) (10,628)
Outstanding 22,357,520 22,290,642
Other caplital 209,641 -
Retained earnings 246,177 207,053
Total Shareholders’ Equity $469,181 $428,927

*Restated for pooling-of-Interests,

Pages 19, 21 and 23 to 30 are an integral part of these financial statements,
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Shareholders’ Marketable Securities

Equity Marketable secutities are stated at cost which approximates market.
(millions) S

Inventories ‘ ,
Inventories, which are stated at the lower of cost { principally the last-in, first-out “LIFO" method)
or market, comprise the following:

fwal

1977 1976
! {In thousands)
Finished metals $ 24,082 $ 26,591
Coal ‘ 8,710 7,838
Metals in process and concentrates 19,553 14,809
Raw materials and supplies . 35,182 32,780
Total $ 87,527 § 82,018

The current cost of LIFO inventories at December 31, 1977 and 1976 exceeds the related LIFO
values by $26,169,000 and $33,830,000, respectively.

Property
Property (at cost) comprises the following:

1977 1976
(In thousands)
Mining properties and mineral rights $ 9246 $ 13,526
Mine development . \ 40,956 30,135
Oil and gas properties, including exploration and development thereon 214,361 171,682
Land, buildings, plant and equipment ° ‘ 500,661 447,793
Total 765,224 663,136
Less accumulated depletion, depreciation and amortization (283,678)  (250,792)
Property—net : $481,546  $412,344

Foreign Operations

The Corporation's subsidiaries operating in Argentina (Compania Minera Aguilar, S.A.) and Peru
(Compania Minerales Santander, Inc.) are carried in investments at cost or less, and are excluded
from the consolidated financial statements primarily because of unsettied economic conditions and
currency exchange restrictions, Dividends from such subsidiaries are recognized in income as they
are remitted to the Corporation.

v
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STATEMENTS OF CHANGES IN
CONSOLIDATED FINANCIAL POSITION

St. Joe Minerals Corporation and Consolidated Subsidiaries

For the years ended December 31, 1977 and 1976

1977

{In thousands)

1976*

Funds Provided:

Operations:
Net income $ 67,757 $ 71,894
Add (deduct) items not requiring (providing) working capital:
Depletion, depreciation and amortization ' 53,610 43,864
Deferred income taxes 4,647 8,077
Writedown of properties 9,633 -
Cancellation of debt (5,667) -
Exploration projects abandoned 2,128 795
Amortization of goodwill 1,510 1,552
Other 2,683 2,256
Total From Operations 136,301 128,438
Disposals of property (excluding gains of $37,723,000 in 1977) 15,376 4,702
Proceeds from long-term debt 23,234 29,454
Proceeds from stock options exercised 1,184 1,117
Total Funds Provided 176,095 163,711
Funds Applied:
Cash dividends 28,687 26,594
Additions to property 146,104 107,904
Property of companies acquired — 7,827
Reduction of long-term debt 6,996 20,834
Other—net 1,694 7,249
Total Funds Applied 183,481 170,408
Decrease in Working Capital $ (7,386) $ (6,697)
Analysis of Decrease in Working Capital:
Cash and marketable securities $(14,990) $  (58)
Trade accounts receivable (5,672) 3,097
Inventories 5,509 5,621
Prepaid expenses and other current assets 26,275 4,752
Notes payable (7,766) (19,054)
Long-term debt—current portion 3,078 (1,273)
Accounts payable and accrued liabilities 3,026 (7,980)
Income taxes (16,846) 8,198
Decrease in Working Capital $ (7,386) $ (6,697)

+The net assets of companies acquired in 1976 included a working capilal deficit ot $6,682,000.

* Restated for pooling-of-interests.
Pages 19, 21 and 23 to 30 are an inlegral part of these financial statements.
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FINANCING

» Long-Term Debt
("n?,’,‘,?ni,e'"‘ Debt Long-term debt at December 31, 1977 and 1976 was as follows:

1977 1976
{(In thousands)

Pollution control financing (a) - $34,059 $28,798
$20,000,000 Eurodollar credit and guaranty agreement pay-

able in ten equal semiannual installments from January

1981 through July 1985 at 1% above the London Interbank

Offered Rate ("'LIBO"") (72 % at December 31, 1977) (b) 1,500 -
$10,000,000 Eurodollar credit and guaranty agreement pay-

able in ten equal semiannual installments from February

1981 through August 1985 at 1% above LIBO (b) 900 —
$10,000,000 loan agreement payable in ten equal semiannual ‘

installments from December 1979 through June 1984 at

8% to June 1982, thereafter at 128% of prime rate(b) -~ 6,900 L -
$15,000,000 loan agreement payable in monthly installments '

(subject to certain minimum and maximum amounts) from

October 1978 through September 1982 from 72% of the

proceeds of Coquina’s oil and gas sales at prime rate to

September 1978, thereafter V2 % above prime rate (7% %

1973 1974 1975 1976 1977

atDecember 31, 1977), not to exceed 11% (b) 15,000 15,000
Note payable to bank at V2 % above prime rate payable through
1982 . 4,294 -
4Y2% notes payable, due 1984 (cancelled in 1977) — 6,667
6% 1o 8% notes payable through 1980 to former stockholders
of acquired companies 1,900 5,946
8% to 8%2 % notes payable through 1 979 2,691 5,143
8%2 % mortgage note payable through 1983 2,007 2,613
Notes payable to banks (various rates and maturities) ‘ 5,096 3,338
Other notes (various rates and maturitiesy’ , 2,690 2,139
Total 77,037 69,544
Less current portion {5,947) (9,025)
Long-term debt $71,090 $60,519

(a) This liability represents the portion of the proceeds from pollution control revenue bonds
expended for pollution control facilities at the Corporation's lead and zinc smelters, The
Corporation has agreed to make sumcxem payments to Trustees in order to pay all amounts due
on the following bonds:

Beaver County (Pennsylvania) lhdu'strial Development Authority 6% bonds

dated May 1, 1977, due May 1, 2007 .. v ivr vttt ie et i i vnenrnenns $21,100,000
State Environmental Improvement Authority (Missouri) 5.756% bonds

dated December 15, 1973, due December 15,1998 ..........oovviivivnn.. $ 7,000,000
Beaver County (Pennsylvania) Industrial Development Authority 5.60% bonds

dated December 1, 1972, due December 1, 1997 ... .t tn it ie e einenn, $22,500,000

The bonds are subject to optional redemption commencing in 1982 and mandatory
redemption in 1988, ‘
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STATEMENTS OF SHAREHOLDERS’ EQUITY

St, Joe Minerals Corporation and Consolidated Subsidiaries

Common Stock
Par Value Per Share

1977—%$1; 1976810 Total
In Treasury Other Retalned Shareholders'
Issued At Cost Capital  Eamings Equity
For the years ended December 31, 1977 and 1976 L i {Inthousands) v .ev v v v in v ens
Balance, December 31, 1975, as previously reported $221,659 $(11,496) $372,502

Adjustment in connection with the pooling-of-

10,843

- $162,339

interests with Coquina (1,084,342 shares Issued) (835) 10,008
Balance, December 31, 1975, as adjusted 232,602  (11,496) - 161,504 382,510
Net income 71,894 71,894
Cash dividends:
St.Joe (26,400) {26,400)
TCC (194) (194)
Employee stock options exercised (78, 369 shares ;
issued from treasury) o 868§ 249 1,117
Adjustment in connection with the pooling-of-
interests with Coquina (249) 249
Balance, December 31, 1976 232,502 (10,628) - 207,053 428,927
Netincome ’ 67,757 67,757
Cash dividends (28,687) (28,687)
Employee stock options exercised (66,878 shares
issued from treasury) 741 443 1,184
Transfer to other capital in connection with
reduction in par value from $10to $1 (209,252) 209,252
Adjustment in connection with the pooling-of-
interests with Coquina (54) 54
Balance, December 31, 1977 $209,641  $246,177 $469,181

Pages 19, 21 and 23 to 30 are an integral part of these financlal statements.
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Shareholders’
Equity Per Share

g i A
1973 1974 1975 1876 1977

Return on
Shareholders’
Equity*

1973 1974 1975 1976 1977

*Based on net income
divided by average
shareholders’ equily.

{b) These liabilities represent the amounts drawn down under the above agreements. The agree-
ments contain covenants relating to maintenance of financial ratios, borrowings, deciaration of
cash dividends, etc. The Corporation-and Coquina pay a Y2 % annual commitment fee on the
unused portions of such agreements.

At December 31, 1977 approximately $45,000,000 of Coquina’s assets were pledged as collateral
to secure the borrowings under its line of credit agreement.

The amounts of long-term debt payable in each of the four years subsequent to December 31, 1978
are $8,005,000in 1979, $7,614,000 in 1980, $8,056,000 in 1981 and $6,413,000 in 1982.

Interest expense relating to long-term debt was $4,636,000 and $4,374,000 for 1977 and 1976,
respectively.

Shori-Term Debt (Notes Payable)
Information relating to the Corporation's short-term borrowings in 1977 and 1976 follows:

1977 1976
(In thousands)
Balance at end of year $40,410 $32,644
Maximum amount of short-term borrowings outstanding
at any month end during the year 56,723 41,652
Average short-term borrowings outstanding during the year 43,001 29,686

Weighted average interest raie on average short-term

borrowings during the year (a) - 6.3% 6.9%

Weighted average Interest rate on short-term borrowings
~atend of year . :

(a) Calculated by dividing average short-ierm borrowings outstanding during the year by related
interest expense, ‘

The Corporation has informal arrangements with various banks to maintain average cash balances

of approximately 10% of its unused lines of credit. At December 31, 1977 and 1976 such unused

lines of credit aggregated $50,000,000.

Coquina has a line of credit agreement with a bank aggregating $22,000,000, of which $7,000,000
is for short-term borrowings and $15,000,000 is for long-term borrowings (see long-term debt for
nencurrent portion, repayment terms and collateral agreement). At December 31, 1977 the unused
portion of such line of credit amounted to $2,000,000.

S
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OTHER FINANCIAL INFORMATION

Stock Option Plans

The Corporation's qualified Stock Option Incentive Plan, which was adopted in 1967, expired In 1977
except with respect to outstanding options, Under this plan key management employees were
granted options to purchase the Corporation's common stock at fair market value on date of grant.
Options granted become exercisable one year after date of grant at the rate of 26% each year,

The Corporation also has a non-qualified Stock Option Plan, adopted in 1972, for its key
management employees, Options granted under this Plan are exercisable at prices which may be
fess than fair market value but not less than par value at date of grant; these options expire

ten years from date of grant. Options granted become exercisable one year after date of grant at the
rate of 25% each year. Options granted to date have been at fair market value at date of grant.

In connection with the acquisition of Coquina,‘the Corporation assumed the Coquina stock options
outstanding at the acquisition date. The assumed options provide for the purchase of 46,364 shares
of the Corporation's common stock.

A summary of shares issuable under options outstanding during 1977 and 1976 follows:

1977 1976
Number of Shares
Options outstanding at beginning of year 746,506 583,955
Granted or assumed 256,164 256,200
Exercised (66,878) (78,369)
Cancelled or expired : (30,040) (15,280)

Options outstanding at end of year. = 905,752 746,506

Shares under option at December 31, 1977 are exercisable at prices of $13,01 to $40.25 per share.

The number of shares reserved for the granting of additional options under the non-qualified
Stock Option Plan amounted to 106,900 at December 31, 1977,

CanDel has an Employees' Stock Option Plan whereunder 200,000 shares (approximately equal to
5% of CanDel's outstanding shares) were reserved for purchase by its officers and employees at
fair market value on date of grant. As of December 31, 1977, options were outstanding to purchase
146,550 shares at prices of $5.75 to $16.25 per share. Options to purchase 7,650 and 6,850 shares
were exercised in 1977 and 1976, respectively,

Pension and Profit Sharing Plans

Pension expense for all plans, including amortization of prior service costs over periods of five to
thirty years, was $10,5698,000 in 1977 and $8,532,000 in 1976. Aggregate unfunded prior service
pension costs of the companies was $36,531,000 at December 31, 1977. The actuarially computed
values of vested benefits of certain plans exceeded the total market values of the related pension
funds by $26,825,000 at December 31, 1977.

The Corpbration has a deferred profit sharing plan for salaried employees. Annual contributions
to the plan are based on a formula involving consolidated net income and aggregate salaries of
eligible employees, Profit sharing exp.ense was $2,399,000in 1977 and $2,113,000 in 1976,

Minority Interest

Minority interest includes $8 000, OOO of 8% cumulative preferred stock of Martin County Coal
Corporation, a subsidiary of Massey. Dividends are paid quarterly and are deducted from other
income,
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— Acquisitions
Dividends P 1 . . . \
s:,";,e nds rer During 1977 and 1976, in transactions accounted for as poolings-of-interests, the Corporation

acquired all of the capital stock of the following companies in exchange for its common stock:

Common Shares

Year Company. Issued
1977 Coquina Oil Corpor-tion ‘ 1,084,342
1976 Tennessee Consoliciated Coal Company 971,300

In connection with the pooling-ol-interests with TCC, 72,848 shares remain in escrow pending
resolution of certain contingencie's. -~

The accompanying financial statements for the year ended December 31, 1976 have been restated
to give effect to the pooling-of-interests with Coquina. A reconciliation of net sales and net income
previously reported by the Corporation to those appearing in the statement of consolidated income
for the year ended December 31, 1976 follows:

5 o Net Sales Net Income
1973 1974 1975 1976 1977 : ’ (In thousands)
As previously reported P $778,331 $68,748
Effect of pooling-of-interests ‘ 13,077 3,146
As restated ‘ $791,408 $71,894

The pooling-of-interests with Coquina increased 1977 net income by approximately

$189,000 ($.01 per share) for the period in such year prior to acquisition, The pooling-of-interests
with TCC increased 1976 net income by approximately $4,600,000 ($.21 per share) for the

period in such year prior to acquisition,

Nonrecurring ltems ,
- In September 1977, Massey sold 80% of its interest in three coal subsidiaries for $33,683,000 in
cash. The gain on the sale before provision for income taxes was $25,689,000.

In December 1877, the Corporation and Bethlehem Steel Corporation terminated their joint venture
operation of Meramec Mining Company. As a result of the termination of the joint venture, owner-
ship of the mine and plant reverted to the Corporation and operations were suspended pending an
evaluation of future economic conditions. [n addition, the Corporation wrote down its carrying value
in Meramec by $5,633,000 to an estimated realizable value and provided $4,200,000 for mainte-
nance costs expected to be incurred.during the suspension period. Bethlehem has cancelled

- $5,667,000 in notes issued to it by the Corporation and will pay the Corporation $16,200,000 in cash
during 1978. The foregoing resulted in a gain before provision for income taxes of $12,034,000.

In December 1977, the Corporation wrote down certain Canadian mineral properties by $4,000,000.
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Closing Year-end
Stock Prices*

1973 1974 1975 1976 1977

*Adusied for the two-lor-
one stock split pard
July 15, 1976

26

Income Taxes
Income taxes for the years ended December 31, 1977 and 1976 are comprised of:

1977 1976

(In thousands)

Current: '
Federal i $32,613 $21,883
Investment tax credits ’ : (7,090) (3,819)
Foreign . o 6,550 7,390
State o o 6,06¢€ 5,941
Total current . ‘ ‘ 38,139 31,395
Deferred:
Federal 2,693 7912
Foreign 1,954 165
Total deferred 4,647 8,077

Total $42,786 $39,472

Deferred income taxes for the years ended December 31,1977 and 1976 relate to the following
timing differences:

1977 1976
{In thousands)

Accelerated depreciation $1,952 $2,141
Write-off of exploration and deve}opment as incurred - 6,807 4,262
DISC , (102) 3,354
Liability for employee benefits o (1,076) (996)
State income taxes ; (1,429) (922)
Other—net , ' (1,505) 238

Total , ' $4,647 $8,077

Commilments and Contingent Liabilities .

The Corporation is contingently liable'as guarantor of leases to Quemetco, Inc. (a company sold in
1972), under which rental payments approximate $315,000 per year for the initial lease term ending
in 1997. RSR Corporation, the purchaser of Quemetco has agreed to indemnify the Corporation
against any loss which may be suffered as a result of such contingent liability.

In connection with the acquisition of certain foreign oil exploratory rights, the Corporation is
contingently liable for future payments aggregating $6,667,000.

Coquina is contingently liable for notes payable of partnerships relating to oil and gas exploration:
programs of approximately $2,971,000. In addition, under the terms of agreements relating to
certain of Coquina’s oil and gas programs, Coquina may be required to purchase partnership
Interests based on a fair value formula,
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BUSINESS SEGMENT INFORMATION

St. Joe Minerals Corporation and Consolidated Subsidiaries

(In thousands)

Coal Lead Zinc lron Oiland Gas  Other Total
Net Sales:
1977:
Domestic Operations $223,360 $143,429 $139,464 $25884 § 18867 $ 3,500 $554,504
Forelgn Operations " —_— - - - 23,321 1,083 24,384
Export Sales ¥ 206,914 3,851 1,627 — - - 212,392
Total $430,274 $147,280 $141,091 $25,884 $ 42,188 $ 4,563 $791,280
1976:
Domestic Operations $217,859 35110464 $157,636 $21,395 § 16878 $ 1,368 $525,600
Foreign Operations ! - - — - 21,413 - 21,413
Export Sales ! 238,178 5418 799 —- —_ - 244,395
Total $456,037 $115,882 $158,435 $21,395 § 38,291 $ 1,368 $791,408
Operating Profit !
1977:
Domestic Operations $ 14474 $ 66009 $ 5138 $2835 $ 1212 $ (193) $ 89,475
Forelgn Operations " - - - - 9,908 (227) 9,681
Total $ 14,474 $ 66,009 $ 5138 $ 2835 § 11,120 $ (420) 99,156
Unallocated Income/Expense 11,387
Income Before Income Taxes $110,543
1976:
Domestic Operations $ 44549 $ 39,539 $ 15922 $ 4,706 $ 6879 $ (428) $111,167
Foreign Operations ! - - - - 8,857 — 8,857
Total $ 44549 $ 39,539 $ 15922 §$ 4,706 $ 15736 $ (428) 120,024
Unallocated Income/Expense (8,658)
Income Before Income Taxes $111,366
Assets at December 31 1¥;
1977: ¥
Domestic Operations $241,459 $111,069 $153,424 $13,576 $ 89,124 $28969 $637,621
Foreign Operations !"! - - 15,765 - 115,873 10,813 142,451
Total $241,459 $111,069 $169,189 $13,576 $204,997 $39,782 $780,072
1976;
Domestic Operations $225,385 $104,447 $132,207 $16,782 $ 80,923 $13,776 $573,520
Forelgn Operations " - - 6,331 - 108,209 15,349 129,889
Total $225,385 $104,447 $138,538 $16,782  $189,132 $29,125 $703,409
Depletion, Depreciation
and Amortization:
1977 $ 22475 $ 5163 $ 5617 $ 1,410 §$ 18447 $ 498 $ 53,610
1876 $ 17993 § 4899 $ 5277 $ 1,249 $ 14139 $ 207 $ 43,864
Capital Expenditures: .
1977 $ 62375 $ 2621 $ 29,716 $ 696 $ 48,094 $ 2602 $146,104
1976 $ 52055 $ 2082 $ 9928 $§ 576 $ 49693 $ 1,397 $115,731

(1) Principally Canadian operations,

(2) Exportsalesin 1977 were 42% to Japan, 32% to Europe, 18% to South America and 8% other, Export sales in 1976
were 38% to Japan, 44% 1o Europe, 15% to South America and 3% other.
(3) Operating profit Is calculated as net sales plus/minus all tems of income/expense direclly assoclated with the
business segment, In computing operating profit, none of the following items have been added or deducted:
corporate overhead expenses, exploration, interest income/expense, dividends from unconsolidated subsidiaries,
income taxes and sundry income/expense.
(4) Identifiable assets by industry are those assels that are used in the Corporation's operations in each segment of
business. Corporate assets included under the caption "Other" are $32,760,000 and $18,238,000 for 1977

and 1976, respectively.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation
The consolidated financial statements include the accounts of the Corporation and all subsidiaries

except those operating in South America (see foreign operations). All significant intercompany
transactions and balances are eliminated.

The comparative income statement data for the three years ended December 31, 1975 are presented
for information only, and, as such, do notinclude all note information and related statements of
changes in consolidated financial position for such years.

Exploration and Development

Oil and Gas

Costs related to the exploration and development of oil and gas properties are capitalized by certain
broad areas of interest under the full-cost method of accounting. Such costs include land and lease
acquisition costs, geological and geophysical expenditures and costs of drilling productive and
non-productive wells. Pending the discovery of commercial reserves in any area of interest,
exploration and development expenditures are amortized generally over five years, When commer-
cial reserves are discovered, the unamortized expenditures are depleted on the unit-of-production
method based upon estimated recoverable reserves in the area of interest; when areas of interest
are abandoned, the unamortized expenditures are charged to expense,

Coal
Development costs of specific coal properties when expected to be significant are capitalized in
mine development and depleted on the unit-of-production method, Significant lease acquisition

costs are capitalized in mmmg propemes and mineral rights and depleted on the unit-of-production
method.

Metals

Costs incurred for exploration of meia s are generally expensed as incurred. Development expendi-
tures to bring new mineral properttes into production, comprising substantially all surface mine
development expendltures and mmal underground installations, are capitalized and charged to
expense on the straight-line method over 20 years. Subseguent maintenance and underground
development expenditures are charged to expense.

Depreciation

Buildings, plant and equipment are depreciated essentially by the straight-line method over
estimated lives (ranging from 3 to 50 years). Upon disposal of depreciable assets, their cost and
related accumulated depreciation are cleared from the accounts and the resultant profit or loss is
included in net income. Maintenance and repair expenditures are charged o expense as incurred;
major renewals and betterments are capitalized.

Goodwill
Goodwill arising from acquisitions is amortized over appropriate periods not exceeding 40 years.

Pension Plan Costs

~ The Corporation and its subsidiaries have several pension plans (principally non-contributory)
covering substantially all of their employees Pension costs consist of normal costs and amortization
of prior service costs over penods ranging from 5 1o 30 years and are generally funded as accrued.

income Taxes
Deferred Federal and Canadian income taxes are provided for the tax effects of items reported in
different periods for financial and income tax reporting purposes relating principally to accelerated

depreciation, and write-off for tax purposes of mineral and oil and gas exploration and development
expenditures as incurred. - R
28 ; .
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Deferred Federal income taxes ($3,456,000) on the accumulated earnings of a Domestic
International Sales Corporation ("'DISC") ($7,200,000 at December 31, 1976) were provided in 1876,
since the Corporation no longer intends to postpone indefinitely the remittance of such earnings.

Deferred Federal income taxes 6n the accumulated undistributed earnings ($26,308,000 at
December 31, 1977) of consclidated foreign subsidiaries are not provided because it is expected
that such earnings will be reinvested by such subsidiaries.

Investment tax credits are applied as reductsons of Federal income tax provisions in years in which
they arise.

Net Income Per Share

Netincome per share is computed based on the average humber of shares of common stock
outstanding during each year. The dilution in net income per share which would arise from the
assumed exercise of stock options is not material.

 Auditing Committee
The Corporation's auditing committee, which is composed of four outside members of the Board of
Directors, meets a minimum of four times a year. The Committee has unrestricted access to the
Corporation’s independent auditors.

Oil and Gas Accounting Standard

In December 1977, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards No. 19, "rmancnal Accounting and Reporting by Oil and Gas Producing
Companies’ (the “‘Statement"). The Statement requires that effective with fiscal years beginning
January 1, 1979, all companies engaged in oll and gas production adopt a prescribed form of the
successful efforts method of accounting for exploration and development costs. The Corporation's
present accounting policy with respect to exploration and development costs is to capitalize such
costs under the full-cost method of accounting.

In order to conform to the provisions of the Statement, the Corporation will be required to retro-
actively restate its financial statements. However, due to the time required to accumulate the
necessary data, it is not practical at this time to quantify the potential effect upon the Corporation's
financial statements of applying the provisions of the Statement.

It is management's best judgment at the present time that the adoption of the standards required
by the Statement will not have a significant effect upon either the Corporation's dividend policy or its
ability to comply with covenants of its debt agreements.

Replacement Cost {Unaudited)

In compliance with rules and regulations of the Securities and Exchange Commission, the
Corporation has calculated information related to the replacement cost of its productive capacity
and the depreciation charges that would correspond with such replacement costs. Inventories and
cost of sales have also been calculated on a replacement cost basis. The details of this information
are avallable in the Corporation's 1977 Annual Report on Form 10-K to the SEC.

The Corporation establishesjthéi salés ‘;S‘r'icyes of its products primarily on the basis of competitive
market conditions, rather than directly on costs incurred, Consequently, the impact on the
Corporation's earnings of increased costs arising from inflation is not readily determinable.
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AUDITORS’ OPINION

HASKINS & SELLS TWO BROADWAY
CERTIFIED PUBLIC ACCOUNTANTS NEW YORK, NEW YORK 10004

The Shareholders of St.- Joe Minerals Corporation:

We have examined the statements of consolidated financial position of $t. Joe Minerals
Corporation and consolidated subsidiaries as of December 31, 1977 and 1976 and the related
statements of income, shareholders' equity and changes in financial position for the years then
ended. Our examinations were made in accordance with generally accepted auditing standards
and, accordingly, included such tests of the accounting records and such other auditing procedures
as we considered necessary in the circumstances. We did not examine the financial statements for
1976 of certain consolidated subsidiaries which statements reflect total assets constituting 18%,
and revenues constituting 5%, of the respective consolidated totals for such year. These statements
were examined by other auditors whose reports thereon have been furnished to us and our opinion
expressed herein, insofar as it relates to the amounts included for such consolidated subsidiaries, is
based solely upon the reports of the other auditors.

In our opinion, based upon our examinations and the reports of other auditors, the aforemen-
tioned consolidated financial statements present fairly the financial position of St, Joe Minerals
Corporation and consolidated subsidiaries at December 31, 1977 and 1976 and the results of their
operations and the changes in their financial position for the years then ended, in conformity with
generally accepted accounting principles applied on a consistent basis.

February 2, 1978 o - §Z ‘Z . M

Quarterly Financial Data (Unaudited)
Summarized quarterly financial datafor 1977 and 1976 follows:

) Net income ’
: co Per Common Stock Prices*
Period NetSales -+ : Gross Prolit Net Income Share High Low
e, (Inthousands)........... Ve
1977: 1st Qtr. $205,004 $ 40,598 $11,06 $ .50 434 362
2nd Qtr, 195,605 . 45,588 14,251 .63 44, 33%
3rd Qtr, 186,184 38,228 27,506 1.24 347 292
4th Qtr. 204,487 47,716 14,936 .66 35% 28%
Year $791,280 $172,130 $67,757 $3.03 44> 28%
1976: 1st Qtr, $179,100 $ 43,799 $18,287 $ .82 45%, 33%2
2nd Qtr. 204,650, . 45241 18,841 .85 50 40%
3rd Qtr. 197,060 .. .42,945 15,389 .69 49 39%
4th Qtr. 210,598 45,264 19,377 .87 43V 33%
Year $791,408 $177,249 $71,894 $3.23 50 332

*Slock prices as reported on the composite tape by The Wall Street Journal.

Fourth Quarter 1977 Transactions {(Unaudited)
The Corporation received $2,000,000 in dividend income from its South American subsidiaries.

As explained in the note describing nonrecurring items, the Corporation realized a pre-tax gain of
$12,034,000 as a result of the termination of the Meramec joint venture operation, In addition, the
Corporation wrote down' certain Cébgdian mineral properties by $4,000,000.

The above transactionsv’c':aused a ,c‘;hé‘nge in the Corporation's effective tax rate from 36% for the
first nine months to 38% for the full year.
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PRODUCTION AND FINANCIAL STATISTICS

{In thousands)

Tons Concentrate Tons Metal Tons Metal Operating
LEAD Mined Produced Sold Net Sales? Profit (Loss)®
1973 283,602 215,012 284,018 $ 97,543 $ 28,811
1974 339,976 230,873 281,424 127,316 47,369
1975 284,200 185,889 182,340 84,278 21,074
1976 316,570 222,483 237,177 115,882 39,539
1977 342,573 228,780 238,352 147,280 66,009
Jons Concentrate Tons Metal Tons Metal Operating
ZINC Mined Equivalent Produced Equivalent Sold Net Sales? Profit (Loss)?
1973 180,502 231,085 281,657 $132,723 $ 18,044
1974 221,436 223,968 245,603 201,633 52,681
1975 169,885 142,406 137,009 125,059 14,881
1976 161,647 206,844 186,431 158,435 15,922
1977 166,493 175,260 175,627 141,091 5,138
Long Tons Iron Long Tons iron Operating
IRON Pellets Produced Pellets Sold Net Sales? Profit (Loss)?
1973 814,796 813,405 $ 13,320 $ 1,593
1974 563,457 567,278 11,468 (2,686)
1975 756,133 779,009 27,410 9,901
1976 670,206 604,964 21,395 4,706
1977 545,942 699,382 25,884 2,835
Tons Produced Tons Purchased Operating
COAL Coal Sold Coal Sold Net Sales Profit (Loss)?
1973 7,871,603 5,159,419 $153,117 $ 9,054
1974 8,924,342 4,639,264 357,009 54,490
1975 10,037,405 5,530,353 506,099 93,470
1976 10,457,336 5,034,598 456,037 44,549
1977 8,914,551 4,630,943 430,274 14,474
Bbls, Oil & Gas Operating
OIL & GAS MCF Gas Sold Liquids Sold Net Sales Profit (Loss)!
1973 25,263,519 2,465,807 $ 13,879 $ 5419
1974 24,654,378 1,787,301 20,746 8,857
1975 22,099,789 1,411,727 28,738 11,606
1976 21,212,166 1,631,392 38,291 16,736
1977 28,543,699 1,999,840 . 42,188 11,120
Operating
OTHER Net Sales Profit (Loss)®
1973 $ -0- 5 -0-
1974 420 (713)
1975 782 1,008¢
1976 1,368 (428)
1977 . 4,563 (420)

1. Includes 11,996 tons in 1973 and 8,072 tons in 1974 derived from purchased ore.
2. Net Sales Includes by-products,

3. See Business Segment Information for definition of Operating Profit,
4. Includes nonrecurring adjustment to income,
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BOARD OF DIRECTORS

Gene K, Bearet
Director of Various Corporations

D. Broward Craig*
President

Bernard F. Desloget
Vice President

Killark Electric Manufacturing Co.

Electrical fittings

John C. Duncan*
Chairman and
Chief Executive Officer

Warren E. Fenzi*
President .
Phelps Dodge Corporation
Metal mining

William R. Grant*t
Vice Chairman
Endowment Management and
Research Corporation'.
~ Investment counselors =

Arthur Howe, Jr.t
Educational Consultant

wing L. Lew
Consultant

Robert V. Lindsay*
Executive Vice President
Morgan Guaranty Trust
Company of New York .
Commercial banking

E. Morgan Massey
President and
Chief Executive Officer
A. T. Massey Coal Co., Inc.

Joseph V. McKee, Jr.

Chairman and President.
National Union Electric Company
Electrical appliances

Smiley Raborn, Jr.
Chairman and ,
Chief Executive Officer
CanDel Oil Ltd. '

Lawrason Riggs I
Former Chairman

L. Chase Ritts, Jr.
Vice President—Petroleum

CORPORATE OFFICERS

John C. Duncan
Chairman and Chief
Executive Officer

D. Broward Craig
President

James L. Broadhead
Vice President—Zinc

Charles R, Carlisle
Vice President

R. V. Cronin
Vice President

John W. Hanselman
Vice President—Administration

John C. Harned
Vice President

Peter B. Nalle
Vice President—Mining

L. Chase Ritts, Jr.

Vice President—Petroleum
Joseph G. Sevick

Vice President—Technology

Thomas N. Walthier
Vice President—Exploration

Leroy K. Wheelock
Vice President

John A, Wright
Vice President—Lead
Charles E. Barnett
General Counsel and Secretary
Harold T. Read
Controller
Robert A. Sherman
Treasurer
John T. Leyden
Assistant Vice President—Taxes

John L., Afton
Assistant Secretary

Paul Kershon
Assistant Controller

*Member of Executlve Committee
tMember of Auditing Committee
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EXPLORATION AND DEVELOPMENT

Thomas N. Walthier
Vice President—Exploration
J. W. Horton
Vice President, St. Joe American Corporation
Tucson, Arizona
Merwin Bernstein
International Exploration Manager,
Tucson, Arizona

RESEARCH AND DEVELOPMENT

Gardner L. Brown
Director—Corporate Research
Michael V. Rose

Director—Commercial Development
Stanley J. Kostman

Director—Corporate Development
ENVIRONMENTAL PLANNING
Gary E. Welch

Director—Corporate Environmental Planning

COMMUNICATIONS AND SHAREHOLDER
INFORMATION

Robert W, Peckham
Director of Corporate Communications

Annual Meeting

The annual meeting of the Corporation will be held on
May 8, 1978 at 10:30 A.M. at the Auditorium of the
McGraw-Hill Bullding, 1221 Avenue of the Americas,
New York, New York.

Stock Trading

The stock of St. Joe Minerals Corporation is traded on the
New York, Midwest, Pacific Coast and Toronto

stock exchanges. lis symbol is SJO.

Transfer Agents
Bankers Trust Company
Two Broaaway, New York, New York 10004

National Trust Company, Limited
21 King Street East
Toronto, Ontarlo M5C 1B3

Registrars
Bankers Trust Cam;:any
Two Broadway, New York, New York 10004

Crown Trust Company
312 Bay Street
Toronto, Ontario M5H 2P4

Auditors
Haskins & Sells
Two Broadway, New York, New York 10004

AFFILIATE AND SUBSIDIARY EXECUTIVES
Coal

A.T.Massey Coal Co., Inc.—Richmond, Virginia
E. Morgan Massey, President and Chief Executive Officer

Tennessee Consolidated Coal Company—
Jasper, Tennessee
Paul V. Callis, President and Chiet Executive Officer

. Oiland Gas

CanDel Oil Ltd.—Calgary, Alberta, Canada
Smiley Raborn, Jr., Chairman and Chief Executive Officer

Coquina Oil Corporation—Midland, Texas
Pomeroy Smith, Chairman and
Chief Executive Officer

St. Joe Petroleum Corporation—New York, New York
L. Chase Ritts, Jr., President

Minerals

St. Joe Lead Company—Clayton, Missouri
John A. Wright, President

8t. Joe Zinc Company~Pitisburgh, Pennsylvania
James L. Broadhead, President

Cia. Minera Aguilar, S.A.—Buenos Aires, Argentina

: Marco J. Rossetti, Managing Director

Cia. Minerales Santander, Inc.—Lima, Peru
Harold E. Waller, Jr., Vice President and General Manager

Energy Research Corporation—Danbury, Connecticut
Bernard S, Baker, President

.Formet Technology Corporation—Pittsburgh, Pennsylvania

J. A. Young, President

Jododex Australia Pty, Ltd.—Sydney, N.S.W., Australia
Desmond F. O’'Driscoll, Chairman

Mineracao Sao Jose Ltda.—Rio de Janeiro, Brazil
Jan D. Koene, Manager

Placer Service Corp.—New Yori, New York
Wiliam H. Breeding, President

St. Joe American Corporation—New York, New York
Thomas N. Walthier, President

St ﬁaseph Explorations Limited—Toronto, Ontario, Canada
Robert M. Ginn, Vice President

Copies of St. Joe's current Annual Report on Form 10-K

to the Securities and Exchange Commission are available
to shareholders upon written request to the Director of
Corporate Communications, St. Joe Minerals Corporation,
250 Park Avenue, New York, New York 10017

8t Jog Mlnqrals Corporation is an equal oppartunity empioyer.
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