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Report to Shareholders

BCFP celebrated 1ts fortieth year of operation in 1986, a year marked by
contrasting elements of success and disappointment. Fortunately, a strong recovery
in kraft pulp and newsprint markets led the Company to a profitable year
permitting a return to cash dividends for shareholders. These positive results are
extremely gratifying following the severe forest industry recession and they could

not have been achieved without che dedication of our employees.

Net earnings for 1986 of $40.2 million, or .79 per common share, were up 34 per
cent over the previous year’s earnings. For the third year in a row, sales exceeded
the one billion dollar mark, although they declined slightly from $1.14 billion in

1985 to $1.10 billion in 1986 as a result of lower revenues from wood products.

Regrettably, strikes in the wood products sector which lasted more than four
months, had an unfortunate and costly impact on the Company and many of its
employees. The contentious issue which caused che strikes, a demand by unions to
limit the ability of companies to use outside contractors, has yet to be resolved
satisfactorily. A long-term solution which recognizes the need for security of
employment for employees and yet offers the companies che flexibility which is
essential for them to compete in today's difficult economic world must be found.
The cost to the Company of the strikes by the International Woodworkers of
America and by sawmill employees represented by the Pulp, Paper and Wood-
workers of Canada was approximately $3¢ million, or $.60 per common share.
Meanwhile, negotiations with two pulp unions representing Company employees
at Crofton and Mackenzie commenced in January and were successfully concluded

in April with a two-year collective agreement.
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BCFP bas emerged from its first 40 years since incorporation as a major Canadian integrated forest
products company which today serves an international marketplace. The bistorical milestones which appear on the next

few pages measure the Company’s progress since 19406, concluding with a detailed review of our fortieth year.
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Blandin Paper Company

MARKET PULP/NEWSPRINT PRODUCTION Pulp markets in 1986 were better as buyer currencies in Europe and Jaj galnec
(In thousands of tonnes) h : d i :
Goo
= Pl . ‘ I =
.N'::\Pm.( considerable strength against a weaker U.S. dollar. Responding to improved paper
450
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demand, offshore sales of kraft pulp were excellent in all of the Company's major
S market areas.
—— — 150 N . . . . ;
The loss of 100 days of production at the Mackenzie pulp mill due to secondary

. picketing by sawmill employees resulted in significantly lower pulp production in
1986. Toral combined market pulp production at Crofton and Mackenzie was

385,000 tonnes, compared with 426,000 tonnes in the previous year.

Crofton, which was able to maintain near normal operations, reached its se cond

highest level ever in slush pulp production. Newsprint production was

high of 446,000 tonnes, surpassing the previous record set in 1985 by 35,
tonnes. All three newsprint machines posted higher speeds, the No. 3 machine

establishing a record average speed of 3,750 feet per minure.

N, ) roo ) . o ; "
w BCFP 15 a leading producer of pulp and newsprint with an internatl reputation for

guality and consistency. Recovering pulp markets and record sales and shipments of Crafton

newsprint resulted in a more profitable year for the Company.

The major capital project completed in 1986 was the $12.5 million No. 5 Power

Boiler which has already contributed substantially to increased production by

providing reliable back-up steam supply.

Blandin Paper Company New capacity in North America and excessive imports in
s ! ) I

U.S. markets, resulted in lower demand and weak prices for Blandi

coated paper during the first half of 1986.




COATED PAPER PRODUCTION (1w tousandh of shors toms) Blandin recurned to full production from August until the end of the year in
e 4 )

response to an upturn in demand for coated paper caused by the seasonal rise in

—— e P

catalogue publishing. With no restrictions on production in the fourth quarter,

180
the paper machines averaged 817 short tons per day of production, a new record for
90
the company.
o
82 83 84 85 86 Tortal production of 267,000 short tons was only slightly less than the 270,000
I / & J
tons produced in 1985.
New coated grades, both groundwood and free sheet, were developed and continue
to undergo trials. Lower basis weights in established grades were also developed
and quality control improvements were established in all existing grades to
produce better printing results for publishers.
| B *dy
. B = . = e . | 1,
m Coated paper markets in he U.S. rallied in the second half of 1986 permitting stronger % _

sales for Blandin Paper Company. Meanwhile, Blandin Wood Products entered the market
4 /s

blace with its new ortented strandboard product.

A major conversion project at Blandin Wood Products was completed in 1986 to
produce oriented strandboard (OSB), a premium building product. Starcup
problems were encountered in the initial stages but by year end the plant was
operating smoothly. Actual production in the shortened operating period due to
plant conversion was 272 million squate feet (3%4-inch basis). Waferboard
production, which was replaced by OSB in the conversion, was 274 million square

feet in 1985.
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Employee R elations

Lumber production of 246 million board feet, compared with 240 million board
feet in the previous year. A major rebuild of Site 1 sawmill, originally planned for
June, was deferred for one year. However, installation of a J-Bar sorter at Site II

sawmill was completed and began full operation with good results in September.

Groundwood pulp production, responding to improving market conditions and

) tonnes in the

demand, was a record 137,000 tonnes compared with 121,0

previous year.

B A safe working environment leading to the prevention of all industrial accidents
is the common goal of the Company and its employees, With the conscientions ¢f fort of many

individuals and committees, much progress has been made over the past few years.

Employee Relations The Company’s efforts to reduce accidents in all operating sectors
resulted in a modest improvement in safety performance. Most encouraging was
the fact that 1986 was completed without a fatality in the workplace, a first in

recent years.

The accident frequency rate in the logging sector was equivalent to the industry
average. Coast wood products accident frequency was less than 50 percent of the

industry average although slightly higher than its own performance in 1985.

Several divisions attained new levels of safety performance, including the three

sawmills at Mackenzie, which as a group, lowered the frequency by 40 per cent.

On the pulp and paper side, Company operations reported a 25 percent decline in

compensable accidents compared to the previous year.
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British Columbia Forest Products Limited
FINANCIAL REVIEW

Statement of Earnings

Net earnings for 1986 increased to $40.2 million or $.79
per common share from $30.1 million or $.60 per share in
1985. Improved profits for pulp, newsprint, and wood
products operations were offset by reduced profits in coated
paper. Sales in 1986 were $1.1 billion representing a slight
decline from 1985's level of $1.14 billion due to the loss of
approximately four months’ operations in several divisions
due to labor disputes. Record shipments of newsprint
highlighted 1986’s operations; newsprint prices improved
late in the year but the average prices for 1986 were
comparable to 1985 levels. Dramatic strengthening in sales
prices for kraft pulp combined wich lower energy costs,
caused primarily by declining oil prices, resulted in
increased profitability in pulp operations in spite of lower
shipments. Lumber prices improved in 1986 but the
benefits were overshadowed by decreased sales volumes as
production levels at sawmills on the B.C. Coast and in
Mackenzie were significancly below 1985 volumes due to
strike related closures. Significant increases in coated paper
capacity in the U.S. resulted in price declines for that
product, however, the production levels achieved were

consistent with 1985.

Total costs and expenses were $1.043 billion compared to
$1.087 billion in 1985. Cost of products sold decreased to
$863.1 million from $902.1 million in 1985 due to lower
total production volumes. Improved sales prices offset
increases in unit costs resulting in cost of products sold
declining to 78.4% of sales in 1986 compared to 79.1% in
1985. Interest rates peaked in February and moderated
slightly for the balance of the year; the lower rates
combined with lower debr levels resulted in a reduction in

interest expense of $6.3 million to $59.3 million in 1986.

Total other income of $16.6 million was $3.9 million

less than in 1985. Higher pulp and lumber prices resulted
in significant improvements in the earnings of associate
companies. Offsetting these improved earnings were
exchange losses arising from the strengthening of the
Canadian dollar in relation to the U.S. dollar and the
inclusion in 1985’s results of a gain on the sale of assets of a

subsidiary company.

The consolidated tax rate in 1986 declined to 46.1% from
$8.8% in 1985. The tax provision decline results from
lower withholding tax payments, arising on dividends from
Blandin Paper Company, and lower effective tax rates on

earnings of associate companies.

Changes in Financial Position

Cash from operations improved by $13.8 million in 1986
to $112.6 million. Decreased operating working capital
requirements, primarily in accounts receivable, were
partially offset by lower dividends received from associate

companies.

Common share dividends of $7.1 million were paid in

1986 as the Board of Directors resumed declaration of cash
dividends after having declared stock dividends on the
common shares in the three preceding years. Preferred share
dividends were paid at the rate of $3.00 per outstanding

share.

Capital expenditures of $37.9 million were slightly higher
than 1985. Spending on several projects in the wood prod-
ucts sector was deferred to 1987 due to closure of operations
by the labor disputes. Projects in the pulp and paper
operations were related to reduction of energy costs and

improvements in product qualicy.



Under the terms of agreements with Western Forest
Products Limited's bankers, the Company paid $2.5
million to acquire additional shares of Western from the
bankers. The Company also made temporary advances of
$1.4 million to Western Pulp Limited Partnership in
accordance with the terms of the Contingency Fund

Agreement.

Repayments of long term debt of $69.1 million were
achieved in 1986 compared to $93.9 million in 1985. Debt
repayments included scheduled payments of $16.6 million
and the prepayment of $11.7 million notes payable by
Blandin Paper Company. The balance of the debt
repayment consisted of reduction in 18-month notes and

bankers' acceptances.

Financial Position

The ratio of current assets to current liabilities declined ro
1.6 at year end from 1.8 at December 31, 1985. Investment
in associate companies increased by $9.2 million as equity

in earnings exceeded dividends received in the year.

Long term debt decreased in 1986 to $470.9 million. At
December 31, 1980, the ratio of long term debt to equity

was 1.0 compared to 1.2 at the end of the previous year.

Changes in share equity were the redemption of 7,200
preferred shares for $.3 million and the issue of common
shares for $.7 million as part of the Company’s Employee

Share Option Incentive Plan.

The foreign currency adjustment decreased to $34.1 million
from $36.5 million due to the strengthening of the

Canadian dollar in relation to the U.S. dollar.

Common shareholders’ equity at December 31, 1986
totalled $471.5 million or $9.28 per common share for
50,836,417 outstanding common shares. At the end of
1985, common shareholders' equity was $446.4 million or
$8.80 per common share for 50,719,750 common shares.
The trading of the Company's shares on the Vancouver,
Alberta, Toronto and Montreal Stock Exchanges amounted
to 46,139,291 common and 43,114 preferred shares. The
price range during 1986 on The Toronto Stock Exchange
for common shares was $10.75 to $15.50 and for preferred
shares $36.25 to $42.00. At year end there were 4,047
common and 608 preferred shareholders holding
50,836,417 and 84,500 shares respectively.
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British Columbia Forest Products Limited
REPORT OF MANAGEMENT

In the Annual Report for the year ended December 31,
1986, management reviews the operations of the Company
and its subsidiaries, and reports on any significant events

which have occurred during the year.

Management declares its responsibility for all information
and representations contained in the Annual Report.
Financial data presented throughout the report is consistent
with the information contained in the Company's

Consolidated Financial Statements.

The Consolidared Financial Statements have been prepared
by management in accordance with generally accepred
accounting principles in Canada, The Company maintains
an internal accounting control system which is designed to
provide reasonable assurance thar assets are safeguarded and

thar reliable financial records are maintained.

The Consolidated Financial Statements have been examined
by the Company's auditors, Thorne Ernst & Whinney, and
their report offers an independent opinion to shareholders

of the financial position and operating results for the year.

The Audit Committee of the Board of Directors is
composed entirely of Directors who are not employees of
the Company. The Committee meets from time to time
with management, the Company's internal audit staff and
the Company's independent public accounting firm to
review the manner in which these groups are performing
their responsibilities and to discuss auditing, internal
controls and other relevant financial matters. The Audit
Commictee has reviewed the Consolidated Financial State-
ments with the Company’s auditors and has submitred its

report to the Board of Directors.

The Board of Directors of the Company has reviewed the
Annual Report in advance of its release and has approved its
contents and authorized its publication and distribution to

shareholders.

AUDITORS" REPORT TO THE SHAREHOLDERS

We have examined the Consolidated Balance Sheet of
British Columbia Forest Products Limired as at December
31, 1986 and the Consolidated Statements of Earnings and
Earnings Reinvested in the Business and Changes in
Financial Position for the year then ended. Our examina-
tion was made in accordance with generally accepted audit-
ing standards, and accordingly included such tests and
other procedures as we considered necessary in the

CIrCUMmMStances.

In our opinion, these Consolidated Financial Statements
present fairly the financial position of the Company as at
December 31, 1986 and the resulcs of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles
applied on a basis consistent with thac of the preceding
year.

Vancouver, Canada Thorne Ernst & Whinney

January 16, 1987 Chartered Acconntants



British Columbia Forest Products Limited

CONSOLIDATED STATEMENT OF EARNINGS AND EARNINGS REINVESTED IN THE BUSINESS

For the year ended December 31, 1986
(in thawsands of dollars)

Net Sales

Costs and expenses
Cost of products sold
Depreciation and depletion
Selling and administration
Interest on long term debt
Other interest

Orther income
Earnings from associate companies before income raxes
Gain (loss) on disposal of fixed assets
Investment and other income (loss)

Earnings Before Income Taxes

Income taxes (Note 9)
Current
Deferred
Share of income taxes of associate companies

Net Earnings
Per common share
Earnings reinvested in the business at beginning of year

Dividends
6% preferred shares
Common shares

Earnings Reinvested in the Business at End of Year

863,086
60,747
59,786
53,389

40,232
$0.79
235,988

902,144
62,260

57,392
59,994



British Columbia Forest Products Limited
CONSOLIDATED BALANCE SHEET

As at December 31, 1986
(in thawsands of dollars)

Assets
Current Assets
Cash and short term investments
Accounts receivable
Inventories (Note 2)
Prepaid expense

Long Term Investments and Advances
Investment in associate companies (Note 3)
Other investments and advances (Note 4)

Fixed Assets (Note 5)
Property, plant and equipment
Timberlands and logging roads

Deferred Charges (Note 6)

Approved by the Directors

LA [ Sptnn

Director
—(ﬁ% Z = =S
-

Director

$ 5,091
109,683
170,757

$1,167,684

§ 3,319
130,009
170,520

611,797
171,688

$1,204,158



As at December 31, 1980
{ 1n thousands of dollars)

Liabilities
Current Liabilities
Bank loans (Note 7)
Accounts payable and accrued liabilities
Dividends payable
Income taxes payable
Current portion of long term debt

Long Term Debt (Note 7)
Deferred Income Taxes

Shareholders’ Equity

Share Capital (Note 8)
6% cumulative preferred shares of $50 par value, redeemable at $53
Authorized — 240,000 shares
Outstanding — 84,500 shares (1985 — 91,700 shares)
Common shares without par value
Authorized — 60,000,000 shares
Qurstanding — 50,836,417 shares (1985 — 50,719,750 shares)

Earnings Reinvested in the Business

Foreign Currency Adjustment

Commitments and Contingencies (Notes 8 and 11)

4,225

174,717

178,942
262,749



British Columbia Forest Products Limited
CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION

For the Year Ended December 31, 1986
(in thousands of dollars)

Cash Provided By (Used For)
Operations
Net Earnings
Items not requiring an outlay of cash
Depreciation and depletion
Deferred income taxes
Associate companies
(Earnings) losses
Dividends received
Other

Cash generated from (used for) operating working capital (below)

Per common share
Financing
Decrease in long term debrt
Increase (decrease) in current bank loans
Issue of common shares — for cash
— on acquisition of subsidiary
Purchase of preferred shares
Dividends paid

Investment
Additions to fixed assets
Proceeds from disposal of fixed assets
Investments and advances

Increase (Decrease) in Cash

Cash at Beginning of Year

Cash at End of Year

Cash generated from (used for) operating working capital
Accounts receivable
Inventories
Prepaid expense
Accounts payable and accrued liabilicies
Income taxes payable

(Cash is defined to include cash and short term investments.)

(69,052)

5,275
736

(274)

(37.930)
15577

$ 30,085

62,260
5,388

678
6,873

(36,149)
11,418

(4,595)

17,630
(21,789)

332

10,240



British Columbia Forest Products Limited
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Significant Accounting Policies

(a) Bass of Consolidation

The consolidarted financial statements include Blandin
Paper Company, BCFP Coast Sawmills Limited, Croftech
Inc., Pinecte & Therrien Mills Limited, Stuart Channel
Transportation Limited and Swiftsure Towing Company

Led., all of which are wholly owned.

(&) Lnventories

Inventories, other than supplies which are valued at cost,
are valued at the lower of average cost and net realizable

value.
(¢) Investment in Associate Companies

Investments in Donohue St-Félicien Inc. (45% owned), and
Finlay Forest Industries Ltd. (42.7% owned) are accounted
for by the equity method, whereby the Company takes into
earnings and reflects in che investment account its share of
the earnings; dividends received are credited to the invest-
ment account. In the statement of earnings the equity in
earnings of associate companies is shown before income

taxes with income taxes shown separately.

(d) Fixed Assets

Fixed assets are stated at cost, which for major expansion
projects includes incerest on funds borrowed for their
construction. Plants, buildings and equipment are
depreciated on a straight-line basis ac rates (ranging from
3% to 15% per annum) which reflect estimates of the
economic life of the assets. Timberlands and logging roads
are amortized in a systematic manner based on the utiliza-
tion of the timber resources.

(e) Foreign Currency Transactions

The assets and liabilities of the Company’s Canadian
operations denominated in foreign currencies are translated
at the year end exchange rates. Gains or losses on
translation of currenc assets and current liabilities are
reflected in net earnings for the year. Unrealized foreign
currency losses on long term debt are recorded as a deferred
charge. For U.S. funds long term debt not hedged by
forward contracts, the Company utilizes a revenue stream
hedge whereby exchange losses are recorded when

repayments are made.

The assets and liabilities of self-sustaining foreign
subsidiaries are translated at the year end rartes of exchange
with the resulting foreign currency adjustment forming
part of shareholders’ equity. Revenue and expense items are
translated ar the rates of exchange prevailing during the

year.

2. Inventories

{in thowusands of dollars) 1986 1985
Logs and wood chips $ 73,742 8 77,982
Lumber and other

wood products 29,542 29,529
Pulp, paper and newsprint 26,558 21,755
Supplies 40,915 41,254

3. Investment in Associate Companies

{tn thousands of dollars) 1986 1985
Donohue St-Félicien Inc. $ 46,528 $ 41,214
Finlay Forest

Industries Ltd. 5,485 1,571

Condensed financial information for associate companies
accounted for by the equity method is as follows:

(1n thonsands of dollars) 1986 1985

Working capital $125,424 § 8s,129

Fixed assets 195,503 209,282
Deferred charges 20,210 23,598
Other assets 1,064 043

342,201 318,952

Less: Long term debe 196,467 205,488

Deferred taxes 49,139 40,044
Shareholders’ equity S 96 593 . S “% 420
Net Sales $356,207 $280,080
Net Earnings 5 30,703 S ..... 259
Y.

Ner Earnings

The Company has not guaranteed any debts of associate
companies at December 31, 1986.
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British Columbia Forest Products Limited
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

4. Other Investments and Advances

(in thousands of dotlars) 1986 1985

Western Forest Products
Limited
Other, at cost

The Western Forest Products Limited (Western)
investment represents a 20.1% ownership and is the
carrying value net of amortization of interest charges which
were deferred during the initial reorganization. The current
ownership increased from 19.4% in 1985 through the
acquisition of shares from Western’s bankers in 1986 for
$2,50c,000.

5.Fixed Assets
Accumulated
Depreciation Net Baok
(in thousands of dollars) Cost and Depletion Value
B
Property, plant
and equipment
Pulp and paper
mills $ 732,237 $358,524 $373,713
Sawmill and
other wood
products plants 361,354 178,722 182,632
Logging buildings
and equipment 60,838 45,631 15,207
Other equipment
and facilities 16,571 12,344 4,227
Land 15,860 - 15,860
$1,186,860 $595,221  $591,630
Timberlands and
logging roads $ 259,922 $ 95,651 $164,271

1985

Property, plant
and equipment

Pulp and paper
mills $ 713,899
Sawmill and
other wood
products plants
Logging buildings
and equipment
Orher equipment
and facilities 16,374
Land 15,375

355,930

63,804

Timberlands and
logging roads § 262,211

6. Deferred Charges

(1n thousands of dollars)

Unrealized foreign exchange
losses on long term debt

Unamortized debt discount
and expenses

7. Long Term Debt

(in thausands of dollars)

British Columbia
Forest Products Limited

Sinking fund debentures
Series B, 5:% due 1989
Series C, 62% due 1992
Series D, 9%1% due 1992
Series E, 9% due 1995
Series F, 8.95% due 1997

(U.S. $32,080,000; 1985

— U.S. $33,400,000)
Series G, 11%:% due 2001
(U.S. $56,040,000; 1985
— U.S. $58,020,000)

$333,981

161,791

46,123

§ 3,987
6,974
10,127
23,747

44,286

77.363

166,484

$379,918

194,145

4,588
15,375

§ 4.459
7,689
11,236
25,105

46,6077



British Columbia Forest Products Limited
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Purchase money mortgage

due 1987-1990 (U.S.

$18,664,000; 1985 —

U.S. $21,331,000) 25,766 29,810
18-month notes due to bank,

secured (including U.S.

$45,000,000; 1985 —

U.S. $60,000,000) 63,954 142,955
Bankers' acceptances and

notes payable due in

following year 217,850 179,600
Other 6,665 8,462

Blandin Paper Company
Notes payable 10'%% unsecured
(U.S. $10,750,000) — 15,023

Less current portion of
long term debt 9,835 12,911

Subject to fixed charges granted on specific assets, the
sinking fund debentures are secured by a first floating
charge on the assets of the Company. The bank loans, the
18-month bank notes and the bankers’ acceptances are
secured by a charge on inventory, an assignment of accounts
receivable and, in the case of 18-month notes and bankers’
acceptances included under long term debt, by a $350
million second floating charge debenture on all other assets
of the Company. The purchase money mortgage is secured
by the shares of Blandin Paper Company.

The purchase money mortgage and the U.S. dollar
18-month notes due to bank bear interest at rates (averaging
9.1% on December 31, 1986) which fluctuate with the
lender’s prime rate or, at the Company’s option, rates which
are fixed for varying periods and based on Eurodollar rates.
The balance of the 18-month notes bear interest at prime
rates plus Vi of 19%.

Arrangements with the Company's bankers permit the
Company to repay the bankers’ acceptances and notes
payable due in 1987 out of the proceeds of bank loans which
would be due 18 months from the date of issue. Accord-
ingly, the bankers’ acceptances and notes payable, which
bear interest at an average race of 9.2%, are classified as
long term debt and are included in the principal due in
1988.

The U.S. dollar 18-month notes due to bank are hedged by
specific forward contracts. Unrealized exchange losses on
Series F and G sinking fund debentures and the purchase
money mortgage are hedged by future revenue streams.

Payments on long term debt required to 1991 are as follows:

{ 10 thausands of dollars)

1987 $ 9,835
1988 202,000
1989 18,000
1990 22,000
1991 7,000

8. Share Capital

(a) Lssue of Additional Common Shares

At December 31, 1986 there were options outstanding
under che terms of the Company’s Employee Share Option
Incentive Plan to purchase an aggregate of 941,788
common shares. The options are exercisable over a
maximum period of ten years, on a cumulative basis
commencing one year after the date of grant. Option
prices, which range from $5.00 to $14.75 per share, are at
market prices based on the last board lot traded on The
Toronto Stock Exchange immediately preceding the date of
cach grant. In 1986, 116,667 shares were issued under this
plan for $736,319.

Under an agreement with che partners of the Western Pulp
Limited Partnership, the Company is contingently
obligated to issue a maximum of 1,955,555 common shares
commencing April 1, 1987 in exchange for units of the
Partnership. The maximum dilutive effect of this exchange
to the Company is 4% of the common shares outstanding at
December 31, 1986.

(h) Purchase of Preferred Shares

The Company is obligated, subject to certain relief
provisions, to purchase 7,200 preferred shares annually for
cancellation when available at $50 per share or less
including costs of purchase. In 1986, 7,200 shares were
purchased and cancelled at an average cost of $38.09 per
share, reducing preferred share capital by $360,000.
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British Columbia Forest Products Limited
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

9. Income Taxes

The Company’s income tax provision is as follows:

19806 1985
Statutory rate of Federal and
British Columbia Provincial
raxes, net of manufacturing
and processing credic of 6% 47.5% 46.9%

{in thousands q,'r dollari)
Expected income taxes $35,428  $34,275
Differences from expected taxes:

Withholding tax

on dividends 1,745 7,044
Foreign taxes in excess of
Canadian taxes 1,659 2,404

Variation of associate
company tax rates

from statutory rates (3,373) 887
Inventory allowance

deduction (206) (1,490)
Miscellaneous (900) (183)
Income tax provision $34,353  $42,997

Effective rate of
income tax 46.1% 58.8%

10. Related Party Transactions

Related parties include Finlay Forest Industries Led. (and
The Mead Corporation and Scott Paper Company to May
30, 1986, together with their subsidiaries and affiliates).
Sales to related parties for the years 1986 and 1985
amounted to $23,928,000 and 867,258,000 respectively.
Purchases from related parties for the years 1986 and 1985
amounted to $23,954,000 and $21,878,000 respectively.
The prices and terms of these transactions are in accordance
with normal crade practice. The net amount of trade
payables to related parties at December 31, 1986 was
$2,689,000 and the net amount of trade receivables at
December 31, 1985 was §8,353,000.

11. Commitments and Contingencies

(a) Under a contingency fund agreement, the Company
may be called upon to loan Western Pulp Limited
Partnership a maximum of §5,000,000 to June 30, 1988
decreasing thereafter to June 30, 1990 when the commit-
ment terminates. At December 31, 1986, the Company has
made temporary advances of $1,400,000 in accordance with

the terms of this agreement.

(b) Under certain conditions, the Company is obligated to
purchase from Western's bankers up to 87,800,000 of
convertible preferred shares of Western Forest Products
Limited at a price equal to the par value of the shares plus
cumulative unpaid dividends thereon. As part of this
commitment, the Company is required to pay $2,500,000

for a portion of these shares in 1987.

(¢) The Company has no additional material commitments
or contingencies other than those incurred in the ordinary

course of business and those disclosed in Note 8.

12. Employee Retirement Plans

The Company and its Canadian Subsidiaries maintain
pension plans open to all salaried employees and hourly
employees not covered by union pension plans. The Com-
pany's U.S. subsidiary maintains various pension plans
which cover substantially all of its employees. Based on
actuarial evaluations of these plans as of December 31, 1984
and September 30, 1986 respectively there was no

unfunded liability for past services.
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British Columbia Forest Products Limited
SHAREHOLDER INFORMATION

At December 31, 1686
Board of Directors
Jack G. Armstrong

Senior Vice-President, Finance
Alberta Energy Company Ltd.
Calgary, Alberta

lan A. Barclay

Chatrman of the Board

Canada Harbour Place Corporation
Vanconver, B.C.

Kenneth P. Benson
Chatrman and Chief Executive Officer
Vancourver, B.C.

Robert G. Benzall

Pressdent and Chuef Executive Officer
The Bentall Group Lid.

Vancouver, B.C.

Alan E Campney

Chairman and Chief Executive Offuer
Dawn Development Canada Corporation
President, Vanley Agencier Lid.
Vancouver, B.C.

Hon. Jean Chrétien
Partner

Lang Muchener Lash Jobnston
Ottawa. Ontario

Charles D. Dickey, Jr.
Director and Retired
Chartrman of the Board

Scott Paper Company
Philadelphia, Pa.

George G. Flater
President and Chief Operating Officer
Vianconver, B.C.

W. Douglas H, Gardiner
President

W.D.H.G. Financial Assocrates Lid.
Vancowver, B.C.

Howard J. Kellough
Partner

Mawhinney & Kellough
Vancouver, B.C.

Denham J. Kelsey™
Cansultant
Vancouver, B.C.

Gordon F. MacFarlane®
Chairman and Chief Executive Offecer
British Columbia Telephone Company
Burnaby, B.C.

Hector J. McFadyen
Vice-President

Alberta Energy Company Litd.
Calgary, Alberta

Raymond J. Nelson
President

Nelsan Lumber Company Ltd.
Lloydmunster. Albersa

Ward C. Pitfield

President

Canadian General Investments Limited
Toronte, Ontario

TMember of Andit Commuttee

Head Office

1050 West Pender Street

Vancouver, B.C., Canada

VG6E 2X3

Transfer Agent and Registrar

National Trust Company

Vancouver, Calgary, Winnipeg,

Toronto, Montreal, Regina; and its

agent, The Canada Trust Company,

in Halifax

Stock Listings

Vancouver, Alberta, Toronto and

Montreal Stock Exchanges

Wholly-owned Subsidiaries

Blandin Paper Company

BCFP Coast Sawmills Limired

Croftech Inc.

Liberty Leasing of Canada No. 3, Ltd.

Mackenzie Forest Products Limited
(Inactive)

Pinette & Therrien Mills Limited

Stuart Channel Transportation Limited

Swiftsure Towing Company Ltd.

Interests in Other Companies

Donohue St-Félicien Inc. (45%)

Finlay Forest Industries Led. (42.7%)

Owikeno Lake Transportation Ltd.
(3314%)

Western Forest Products Limited
(20.1%)

Officers

Kenneth P. Benson

Chairman and Chuef Executive Offtcer
George G. Flater

President and Chief Operating Officer

C. Roy Sworder

Group Vice-President, Logging and Waod Supply
Stuart Waddell

Group Vice-President, Pulp and Paper

Ron W. Neil

Group Vice-Presidens, Coast Woad Prodicts
Conrad A. Pinette

Group Vice-President, Interior Wood Products

William R. Steen
Vice-President, Finance and Secretary

George N. Bird

Vice-President, Pulp & Paper Prodiction
W. Gerry Burch

Vice-President, Timberlandi & Foreitry

Gordon E Cameron
Vice-Presidens, Employee Relations

Morris J. Douglas

Vice-President, Wood Products Markering

Richard A. Drake
Vice-President, Wood Products Production

John K. Graf

Vice-President and Treasurer

Michael E. Hoole

Vice-Prestdent and General Counsel

Thomas G. Torrance
Vice-Prestdent. Pulp & Paper Marketing

John E. Longley

Compreroller

Annual General Meeting

The Company’s Annual General Meeting
will be held Thursday, April 16, 1987,
in Pavilion C, the Pan Pacific Horel,
300-999 Canada Place, Vancouver, B.C.
commencing at 12 noon.











