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bitibi-Price is a Canadian forest products company with

manufacturing operations in Canada and the United States.

The world’s leading producer of newsprint and uncoated ground-
wood papers, the Company has an annual capacity of 2.3 million tonnes
of these grades and manages over 36,000 square miles of forest land.

Major subsidiaries arc involved in the distribution of printing papers,
industrial paper and plastic products, and information processing products.
Other divisions and subsidiaries make coated papers, converted paper
products and specialty building products.

At the end of 1986, the Company employed over 16,000 people in 34
plants and more than 80 sales and distribution locations.

Abitibi-Price’s ongoing objective is to be the best in the businesses in
which it operates. This report {eatures some of the skilled people and
advanced technologies that are making this goal a reality.

Abitibi-Price’s common shares are currently listed on the Toronto,
Montreal and Vancouver stock exchanges, and traded under the
ticker symbol A,
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Financial Highlights

(millions of dollars) 1986 1985
Net sales $2,764 $2,550
E—arnilu]_gwsﬁbierﬁ)re extt‘aordihza;,y“'items 110 100
Neikéa;rwl“iwﬁgsmmmm o i 107 100
Capital expenditures 263 202
Working capital a o 459“ﬂ—‘§77§
(iq_mmon shareholders' eq-uity HM? 858
Per common share
‘uEé}l-i-i-ngsibefore extraordinary items 3150 ) 8_1@
* Net earnings 1.46 1.42
Dividends declared* 60 3
Dividends paid* 60 58

_Gommon shareholders’ equity 15.13 13.37

Return on average common shareholders' equity 10.7% 10.9%

Long-term debt/debt plus shareholders’ equity 26.8% 31.7%

*Four quarterly dividends were paid in each of 1985 and 1986, hut hecause of &
change in dividend declaration dates, five dividends were declared in 1985,
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EARNINGS

fillions of dollars)

Net earnings

Earnings before
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Report of the Directors

he strengthening of newsprint markets that occurred towards the
end of [986 marked a turnaround for the Company’s major product
and, together with developments in other divisions, set the stage for
improved performance in 1987.
Sales in 1986 increased to $2.8 billion from $2.5 billion in 1985, while
earnings before extraordinary items rose to $110 million, or $1.50 per common
share, from $100 million or $1.42 per share last year.

Net earnings were $107 million, or $1.46 per share, after a net extraordinary
charge resulting from the sale of a kraft pulp operation and the writedown of
a sawmill which was permanently closed.

Results for 1986, as compared with those of 1985, reflect the impact of
non-operating items, including a higher effective income tax rate, which
adversely aflected 1986 nel earnings by $15 million. This was offset by the
adoption during the year of The Canadian Institute of Chartered Accountants’
new aceounting standard for pension costs, which benefited net earnings by
$17 million. These items are explained in more detail in the financial review.

Dividends of 60 cents per common share were paid in 1986, compared
with 28 cents in 1985. .

Abitibi- Price’s financial position was strengthened in the second quarter
of 1986 with the issue of five million common shares and two and one-half
million common share purchase warrants. The net proceeds of $134 million
were used to reduce short-term debt and augment working capital. At vear-end,
long-term debt represented 27 percent. of debt plus equity.

Markets and Operations Markels [or most of the Company's products
were highly competitive in 1986. The effect of the resulting pressure on prices
was [argely offset by cost reductions including lower energy prices, upgraded
product mix and productivity improvements arising from capital investments
made in previous years. Additional benefits were realized from increases in
market share and the higher average value of U.S. and other foreign currencies
against the Canadian dollar. Total operating profit was $246 million in 1986
compared with $204 million in 1985.

For the newsprint division, the improvement in the supply/demand balance
was accompanied in the lourth quarter by an increase in the U.S. list price
of $35 per tonne, Newsprint price increases have also been implemented or
announced for Canadian and international markets. The groundwood papers
and coated papers divisions both benefited from a richer mix of higher value
papers produced during the year

Some anticipated benefits were delayed, however, It has taken longer than
originally projected to integrate with existing operations the recently acquired
industrial papers distribution and envelope converting businesses.

Capital Expenditures and Acquisitions Capital expenditures in 1986
were $263 million and were largely directed towards fulfilling the Company’s
strategic commitment to modernization and higher value products,

Modernization expenditures, involving both quality and productivity
improvements, amounted to $65 million. An additional $122 million was
spent in connection with major product upgrading in the groundwood papers
and coated papers operations.

In the United States, the Company acquired Flair-Fold Inc., a manufacturer
of bi-fold doors, shelving and shutters. These products complement those



made by the Company's building products division for the U.S. remodeling
and repair market and will be marketed through the same dealer network.

Director Changes The Board welcomed two new members in 1986, Robert
J. Butler is Chairman of Urban Transportation Development Corporation Ltd.
and Lioncl G, Dodd is Senior Vice-President and Chief Financial Officer of
Gulf Canada Corporation. Thomas J. Bell, a former President, Chief Exccutive
Officer and Chairman of the Company, and Edmund £, Bovey completed their
terms as directors and did not stand for re-election. Both gentlemen have
contributed significantly to the success of the Company.

Outlook for 1987 The Company expects stronger earnings improvement
in 1987 than in 1986. However, since exchange rates directly affect the
profitability of exporl sales, any significant sustained increase in the value
of the Canadian dollar would temper expectations.

For newsprint, markets are expected to continue to strengthen. Most other
product groups will experience continuing strong competition and the principal
opportunities for improvement will come from within. In the groundwood
papers division, benefits should be realized from the improved mix of higher
value products resulting from recent. capital investments. In the Diversified
GGroup, streamlined operations and new products will provide opportunities
for improved earnings in a continuing competitive envirunment.

In 1987, the Company will be negotiating renewal of labour agreements with
unions representing approximately §,600 employees in various operations.
While this year's bargaining is expected Lo address some difficult issucs, it is
anticipated that the parties will successfully negotiate an agreement that
will be in the best interests of both unionized employees and sharcholders,

The Company’s principal shareholder, Gulf Canada Corporation, has
announced that during 1987 it intends to complete a reorganization which
will include the distribution of its 83 percent holding in Abitibi-Price to
Gulf Canada’s shareholders on a pro rata basis, thereby raising Abitibi-Price’s
“public float” from 10 percent to 27 percent and transferring the controlling
interest from Gulf Canada to Olvinpia & York Enterprises Limited.

While the operations of Abitibi- Price will not be affected by the reorganiza-
tion, the Company will benefit from the greater aceess to capital markets that
will result from wider public ownership of its shares, including a larger
sharehoelder base in the United States, As soon as practicable, Abitibi-Price
plans to register with the U.S. Securities and Exchange Commission and to
seck a listing on the New York Stock Exchange,

The future, as ever, contains gpportunities and challenges. Abitibi-Price
enters 1987 with optimisin and confidence reinlorced by (he support of
dedicated and highly capable employees. The directors wish to acknowledge
this important contribution and express their appreciation,

On behalf of the Board of Directors,

oAt e

Bernd K. Koken
President and Chiet Executive Officer Toronto, February 16, 1987

Bernd K. Koken
President and
Chief Executive Officer
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he Core Paper Group’s principal products, newsprint and un-

coated groundwood papers, are made at 10 mills in Canada and

one in the United States. Currently, 18 machines produce news-

print and 10 produce groundwood papers. The combined annual
capacity of 2.3 miliion tonnes makes the Company the warld's fargest
supplier of these products. The group is also responsible for the manage-
ment of over 36,000 square miles of forest land.

MARKETS AND OPERATIONS

Newsprint World newsprint markets improved throughout 1986 with
supply and demand coming roughly into balance in the second half of
the year. Demand grew in all major industrialized countries, including
the critical United States market where consumption increased 3.1 percent
over 1983 levels, Prices, which had been under pressure for some time,
showed substantial improvement in virtually all markets late in the year.
In the United States, the list price of standard newsprint rose $33 per
tonne, an increase of 6.5 percent.

Company mills operated at 92 percent of capacity, producing 1.8 million
tonnes, augmented by a further 48,800 tonnes available through a
marketing arrangement. With the exception of a firc at the Chandler,
Quebec mill that eaused three weeks of production downtime, operations
were normal. Newsprint contributed a considerably larger portion of
Company earnings than in 1985, aided by favourable exchange rates in
many export markets, improving prices late in 1986, and cost improve-
ments, including pension cost adjustments.

Groundwood Papers "Groundwood papers” covers a wide range of
paper grades, each of which responds to different market conditions.
The key grades of uncoated groundwood papers manufactured by
Abitibi-Price are directory, supercalendered and high brightness machine
finished printing papers. In 1956, market penetration for each of these
grades was increased.

Demand was strong in most end-use markets, particularly directory
printing, and the Company benefited from its increased capacity for
higher quality papers. In 1986, the Company made ifs entry into super-
calendered papers with an unfilled sheet and, in [987, will follow up
with the highest qnality clay-filled supercalendered papers.

Although demand for supercalendered papers continues to grow,
considerable new capacity has produced a world oversupply which will
last for some time. Prices have been further eroded by a market surplus
of the next higher quality grade, No. 5 lightweight coated paper.



Computerized control systems.
madern production equipment,
and skilled employees like
beater engineer Jean Carriére.

ensure our continuing ability

to compete in world markets.

On the No. 8 newsprint machine
at Iroguois Falls, the twin-wire
former produces a high guality
printing surface on hoth sides
of the paper. When committed
projects are completed, 95
percent of the Company’s news-
print will be produced using

twin-wire technology.



John G. Davis

Group Vice-President

he groundwood papers mills operated at available capacity of
350,000 tonnes and remained sold out during 1986. Available
capacity was somewhat diminished by periods of downtime
required by the significant capital improvement program taking
place in our operations. Nevertheless, earnings improved over those
of 1985,

Other Products During 1986, the Company reduced its involvement
111 the lumber market to one sawmnill at L'Ascension, Quebec, and sales
agreements with unrelated companies covering three sawmills and a
waferboard mill. We permanently closed an inactive sawmill at Falardeau,
Quebec, and sold our kraft pulp mill in Smooth Rock Falls, Ontario, to
Waferboard Corporation, for whom we will act as sales agent and market
the mill’s output. In the 11 months before the sale, the mill operated
at capacity and produced 87,000 tonnes. As part of the sale we re-
linquished a stud lumber mill which had produced 18 million board feet
in the 11-month period. Total lumber production in 1986 was 83 million
board feet.

Centrol of manufacturing costs continued to play an important role

in protecting and enhancing Company earnings. Excellent results were
achieved in 1986 as mill operations, aided by lower energy prices, realized
the benefits of earlier expenditures on equipment modernization and
the installation of computerized process controls. Overall manufacturing
costs again declined from the previous year’s level. We expect that
future cost increases can be held below the inflation level through =
combination of capital investments, economies of s¢ale, and process and
productivity improvements.

CAPITAL IMPROVEMENTS

Ongoing capital investments continue to permit advances in cost effective-
ness, quality and competitiveness in world markets. These investments
provide modern, highly automated equipment capable of producing an
optimum range of papers, with greater productivity.

In 1986, capital expenditures of $94 million for newsprint operations
and $122 million for groundwood papers operations included several
major projects, some spanning periods of more than one year.

At Grand Falls, Newfoundland, the rebuilding of the No. 3 newsprint
machine was completed and new formers were installed on the other
two machines. By the end of 1987, about §70 million will have heen
spent 1o madernize this mill and raise its quality to world standards.

[n one of the newsprint mills at Thunder Bay, Ontario, a $55 million
quality improvement project was launched. The rebuilding of the wood-
room, cleaning system and headhoxes, and the installation of twin-wire
formers on two paper machines will be completed in [987.
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The Company participates in
cooperative research pro-
grams with government and
industry to investigate new
methods of forest management.
Greg Wiggins. a research
forester with ABL Forest
Science Inc., conducts studies
in the Iroguois Falls forest
using instruments that comhine
sophisticated microprocessor
siectronics with rugged field
portability. The steady siale
porameter shown here mea-
sures the efficiency with which
a seedling uses availabie water,
This research is designed ta
develop seedling precondi-
tioning treatments that will im-
prove e survivai and growtn
potential of Company forest

plantations.
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arly in 1987, the modernization of the No. 7 machine at the
Jonquiere mill in Quebec will be completed, allowing production
of high quality clay-filled supercalendered paper. This is part
of a $135 million, multiphased project which began in 1985 and
will result in two of the mill's machines producing supercalendered
paper—4b percent of the plant's capacity —by the end of 1987.

At the nearby Alma mill, the conversion of the No. 9 machine from
newsprint to directory papers was completed at a cost of $37 million.
Output has exceeded our expectations for quality and volume.

Twin-wire technology is the most modern method of paper formation,
and the conversion of newsprint machines from single-wire to twin-
wire configuration is a central component of our ongoing capital
improvement plan. In 1986, twin-wire formers were installed on two
machines at Grand Falls and on the No. 9 machine at Alma, Twin-wire
upgrades are planned for mills at Jonquiere, Chandler and Thunder Bay.
By the end of 1987, we expect 90 percent of our newsprint and ground-
wood papers tonnage will be from twin-wire machines.

MARKETING INITIATIVES

The direct beneficiaries of capital investments in quality are our
customers. In turn, satisfied, long-term customers are of value to both
shareholders and employees.

As well as providing customers with quality products, the Company
invests in programs to supply recognizable value over and above the
product. Those marketing initiatives that differentiate Abitibi-Price from
other suppliers combine to form a supply and service program called
VIP —Value Improved Product.

The VIP program means providing the finest customer service in the
industry and putting well-trained professionals in contact with our
customers. It means capitalizing on our advantages of size, using our
wide range of paper grades and network of mills to offer customers
broader choice and security of supply. It means the averall commitment
to fulfil obligations to customers in any kind of market. Finally, it means
searching for opportunities to help customers become more profitable
through special services such as our PDM (pressroom data management)
and ABITROL (inventory control system).

The VIP marketing concept is flexible enough to meet new needs,
hut its consistent and continuing objective is to provide our customers
with more value than they can receive from any other supplier.

FOREST MANAGEMENT

Abitibi-Price manages 36,400 square miles (9.4 million hectares) of
timberland in Canada and the United States. Various arrangements, from
long-term agreements to shorter term silviculture cost-sharing
arrangements, allow the Company to conduct forest renewal activities
on the public lands which constitute 95 percent of the total area.

J. Tan 'McGihbon

President
G oL



Proper and productive resource management is a kev factor in sup-
plying Company mills today and regenerating for tomorrow’s needs.
The forest management practices of Abitibi-Price are aimed at maxi-
mizing current cost effectiveness, increasing future competitiveness,
and ensuring the protection and perpetuation of the forest resource
for the benefit of both the Company and the public.

During 1986, approximately 47 percent of our wood [ibre needs was
supplied through Company forest operations, the balance being purchased
as woud chips or pulpwood logs. Capital expenditures on woodlands
operations, including mechanized harvesting equipinent, roads and
other facilities, amounted to $12.1 million compared with $10.9 million
in 1985.

An additional $8.8 million was spent on other forest management
activities such as forest protection and regeneration, including the
planting of almost 14 million seedlings. Planting by itself, however, is
not regarded ay a sufficient indicator of reforestation activity since in
many areas natural regeneration is more appropriate. On these lands
the Company carried out various silvicultural activities, including
scarification {surface loosening), seeding, pre-commercial thinning
and tending.

Research is an integral part of forest management operations. The
Company's professional foresters and technicians participate in programs
to improve wood quality, shorten crop rolations and increase yield,
One impertant target for the industry at this time is the establishment
of tree-breeding orchards to produce genetically superior trees which
will grow faster and yield more wood per acre than at present, The
Company contributes expertise at senior levels and participates in
cooperative research management endeavours across Canada.

OUTLOOK

Although growth in newsprint consumption will be modest in Canada
and the United States and only slightly stronger in our other export
regions in 1987, the market will be healthy since no significant new
supply will be introduced. As demands on our newsprint system increase
to fill existing capacity, our challenge wili be to maintain high standards
of reliability, quality and customer service, while controlling costs and
sustaining our capital improvement program,

The groundwood grades will experience a mixed environment in [957.
We expect strong demand for papers to supply priuters of directories,
business forms, advertising inserts and flyers. However, ongoing over-
capacity of lightweight coated papers will maintain pressure on the
uncoated supercalendered grades. With the introduction of an improved
unfilled supercalendered grade and & new high guality clay-filled
supercalendered paper, we expect to compete well in these grades and
te again sell out the production of our groundwood mills in 1987,

10



Diversified
Group

DIVERSIFIED GROUT
NET SALES
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he Diversified Group’s four principal segments —Distribution,
Converting, Coated Papers and U'.S. Building Products —encom-
pass a number of autonomously managed divisions and
subsidiaries located in Canada and the United States.
Many individual operations set new sales and earnings records in 1986
although overall earnings were down from 1985 and some sethacks were
experienced. The merger of recently acquired distribution and converting
operations, while representing a major accomplishment, took longer than
planned and therefore did not yield the expected synergistic benefits
in 1986. A new siding product was stalled on its introduction and will
require further devefopment.

On balance, however, progress far outweighed problems, \nth each
segment strengthening its operations and performance potential. By
year-end, the distribution and converting segments had implemented
most of their consolidation plans; Provincial Papers successfully made the
transition to 100 percent coated papers production; and the building
products division completed an attractive acquisition.

DISTRIBUTION

Barbecon Inc. and Inter City Papers Limited, through various divisions
and subsidiaries, distribute printing papers, industrial products and
information processing products. Distribution resnlts were modestly
intproved over 1985 as merger costs and lower cantributions from U.S.
printing papers distribution operations reduced gains {rom other areas.

Printing Papers The Barber-Ellis paper merchant and retail opera-
tion improved its earnings in the face of intensified competition. To
capitalize on growth opportunities, this division is expanding its line of
papers for computer printers and copiers and is also extending the range
and volume of its non-paper printing industry supplies such as inks and
plates for graphic printing needs.

Rearganization of Florida-based Jafte Stationers significantly improved
operations and justifled expansion of this retail office products division.
Jaffe plans to launch three new stores in Florida during 1987,

The Printing Papers division of Inter City Papers, including its Lauzier
Little operation, continued to post sales and earnings records in 1986,
A highlight for the division was the establishment of a second distribution
centre in the Metropolitan Toronto area. This new centre, operating as
Whyte Hooke Papers, serves the rapidly expanding eastern Toronto
market and has been profitable since its launch in June 1986,

11



Thousants of orders flow daity

thireugh the computer networks
of Inter City ant Barbecon,
gither with the heip of sales
and service staff or by direct
telecommunications links with
customers. Caralyn Langille,
Andy Golwell and Wayne Smith
emphasize service at inter
City’s Mississauga distribution

centre.



marketing priority for Inter City in 1987 will he the introduction
of 2 new line of business communication papers for specialty
applications, including facsimile transmission, laser printing and
engineering design.
Overall results from Chicago-hased Whitaker Carpenter were below
expectations. Although sales for this merchant operation inereased 20 per
cent over the previous year, carnings were adversely affected by high
operating costs associated with equipment upgrades, the expansion of a
warehouse in Chicago and the opening of a new warehouse in Detroit.
With modern equipment and computer systems now installed, progres-
sive earnings improvement is expected in 1987,

Industrial Products In 1986, the Price Daxion division both improved
earnings and addressed (he significant task of combining the operations
of the former Price Wilson industrial distribution network with the
CIP Daxion operation acguired in 1985, The consolidation of 30 operations
into 18 and the streamlining af procedures will henefit future earnings
and allow the division to compete cffectively. The rapid growth of this
market is tied to the suceess of fast food chains and the increasing use
of protective packaging for consurmer products.

Information Processing Products The swift and steady sales growth
of information processing supplies within Inter City’s Printing Papers
division justified the creation during 1986 of an operation dedicated to
the marketing of information processing products. This new division
encompasses all marketing operations for informaticn processing products,
including the existing successful Azerty division in the U.S,

CONVERTING

Various divisions or subsidiaries of Abitibi-Price Inc., Inter City Papers
Limited and Barbecon Inc. carry on converting businesses within (he
Diversified Group.

Hilroy, well-known as a supplier of school and office stationery,
extended its presence in the home stationery market in 1986 with the
successful integration of Barhecon’s consumer stationery division.

Hilroy experienced intense competition, particularly in the school
products sector, from domestic and forcign suppliers. Through competitive
pricing and new product introduction, Hilroy maintained its market
share, although the pressure on marging was reflected in lower carnings,
Improving prices in 1987, an upgraded product line and nigher produc-
tivity shoutd allow Hilroy to recover earnings growth momentum.

The Price Wilson cenverting operation at Lachute, Quebec, which
manufactures folding cartons, paper bags and indusirial towels, achieved
record carnings, largely a5 a result of productivity gains and reduced
operating costs. Customer service for carton deliveries was improved by
the installation in August of a new, efficient, board shecter.

13



he merging of envelope operations of Barbecon and Canada

Envelope into Innova Envelope involved a major reorganization

in 1986 in which the number of operating facilities was reduced

from 13 to 9. Most of the efforts and costs—greater than
initially expected —have now been expended and only a few aspects of
the reorganization remain to be finalized in order to achieve our
original objectives.

Innova’s results were affected by the merger activities as well as by
difficult markets in which margins were eroded by softening prices and
escalating operating costs. In 1987, this division will concentrate on
completing the merger and identifying customer and market opportunities,
particularly in the growth market for non-post office envelope products.

COATED PAPERS

While demand for coated papers was strong in 1986, large capacity
increases in North America during the year produced a highly com-
petitive market for Provincial Papers. Nonetheless, earnings equalled
those of 1985 as Provincial’s strategy of increased automation and higher
value products proved to be a key factor in offsetting the effect of
declining selling prices and rapidly escalating kraft pulp costs.

Technological improvements at the Thunder Bay, Ontario mill, including
new coating equipment and computer controls, allowed production of a
higher value product mix while decreasing controllable costs. Close to
$9 million was spent on capital improvements in 1986, primarily to
upgrade one supercalender machine and to install a new coater on the
No. 5 paper machine. Both are scheduled for startup in 1987.

With extra coating capacity, Provincial has been able to increase the
proportion of higher value coated paper output. The production of lower -
priced, lightweight coated grades, used for popular magazines, has been
reduced, whereas that of premium grades such as those used for this
annual report, for art books and for other quality applications, has
increased. Provincial was successful in quickly developing markets for
its upgraded product mix.

Although demand for coated papers is expected to grow, additional
capacity increases and rising pulp prices will exert continuing pressure
on margins. The principal opportunity to enhance earnings will arise
from the increased production and sale of higher value grades resulting
from the completion of capital improvements in the first quarter of 1987.

U.S. BUILDING PRODUCTS

Siding With stable selling prices and controlled operating costs, the
siding division produced record earnings in 1286. However, while demand
was strong through the first half of the year, it weakened considerably in
the second half. Housing starts remained at a relatively high level, but
the location of new starts shifted from the southern U.S., where hard-
board siding is widely used, to the midwestern and northeastern regions.

14



Cross-machine control sys-

tems increase our ability to
produce consistently high
guality printing papers. Sen-
sors continuously scan the
paper web, measuring maisture,
basis weight, and caliper, and
relaying data to other points
in the production process to
permit instant, automatic

adjustments.
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uccesstul product introductions are the norm for the building

products division. Thus it was a significant disappointment that

Thermolock, a new design in self-insulating hardboard siding

introduced in the first half of 1986, fell far short of expectations.
The division experienced difficulty in consistently manufacturing to its
rigid field specifications and withdrew the product to make the necessary
design and production changes. Inventories in the distribution channel
were removed and a related writedown was taken.

Hardboard Products Markets for the hardboard division were
mixed, with disappointing results overall. The strongest product line
was the moisture-resistant tileboard marketed as AQUATILE™ and
GLAZTILE™. The division also produces decorative wallpaper-type
panelling which is gaining popularity with consumers. Woodgrain panel-
ling, on the other hand, is performing poorly as consumer tastes change
and is adversely affecting the division’s results.

Mouldings As the Company increased its market share of plastic
moulding products, the division achieved record earnings in 1986, Since
iraditional moulding designs have been tied (o the now declining market
for woodgrain paneiling, the division has been expanding into other mould-
ing products. The Oak Trim line has been a very suecessful complement
to paint and wallpaper as has the recently introduced Canterbury line.

The Company intends to continue enriching its mix of moulding
products and to use its patented AZTRA™ process 1o expand into other
low cost applications requiring the appearance and perlormance charac-
teristics of wooed.

Towards the end of 1986, the Company acquired Flair-Fold Inc., a manu-
facturer of bi-fold doors, sheilving and shutters, with plants in Kansas and
North Carolina. Flair-Fold provides attractive potential {or synergies as
its products complement our existing home centre huilding products line
and will be marketed through the Company's established dealer network.

OUTLOOK

Distribution results are expected to improve in 1987, with good
performance in most segments and growth in the new information pro-
cessing products division. Industrial products distribution and converted
products should produce improved results as the benefits of rationalized
operations flow through to earnings. Coated papers will experience a
difficult environment, with increasing costs for kraft pulp and continuing
pricing pressure in the coated groundwood grades. For the building
products division, changing consumer tastes will continue to adversely
atfeet demand levels for woodgrain panelling, but markets for other
building products are expected to remain relatively unchanged.

16



Investment in technology has

turned the plant at Middlebury,

Indiana, into a state-of-the-
art facility for production of

extruded plastic mouldings.

CAD/CAM systems design and

produce the original tooling.
Accuracy is verified by Steve
Bates using the comparator
shown here. At the terminal,
draftsman Ken Blinco discusses

a design with Lori Warner.
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Locations, Products and Markets

Group Division or Segment  Plants Sales Companies and Offices
CORE PAPER  Newsprint 'ine Falls, Man.; Thunder Bay Abitibi-Price Ine.
GROUP (2 mills) and Iroquois Falls, Toronto, Ont.; Montreal, Que.
Onl.; :\i‘m;l and (-‘.‘h"md]“" Que.: Abitihi Price Sales Corporation
('lmnd Falls and Stephenville, New York, NY: Des Plaines, [L; Atlanta, GA; Detroit, MI: Dallas, TN
Nld.; Augusta, GA Abitibi Price Sates Company Limited
London, England
Groundwood Papers Beauprd, Jonquiére and
Alma, Que.
Other PI;E)a.i.l('tS JAscension, Que. " Abitibi-Price Lumber Sales i
Toronto, Ont,
Abitibi-Price Inc. (pulp sales)
Toronta, Ont.; Montreal, Que.
DIVERSIFIED Coated Papers Thunder Bay and Provincial Papers
GROUP {reorgetown, Ont. Thunder Bay and Toronto, Ont.; Montreal, Que,

18

Distribution
Printing Papers

Industrial Products

Information Pracessing
Products

Converted Products
Envelopes

School, Office,
[Tome Products

Industrial Paper
Products

U.S. Building Products
Tlardboard Panel
Products

1urdboard Siding
Produrts

Plastic Products

13- Fold Doors.
Shutters and Shelving

Dartiouth, N.S.; Montreal,
Que.; Toronto {2) and Brantford,
Ont.; Winnipeg, Man.; Calgary
and Edmonton, Alta.;
Vancouver, B0,

Toronte, Ol \';uwnuvér, B.OC:
Joliette, Que.

Lachute, Que.

Alpena, ME: Toleda, O

Roaring River, NC: Adpena Ml
Middlebury, [N

Hiawathi, KS: Luniberton, NC

Inler City Papers Limiled
Ottawa, Toronto and London, Ont.; Halifax, N.5.; Winnipeg, Man.:
Vancouver, B.C.

Lawzier Lillle Inc,

Montreal and Quehec, Que.

White fluoke Papers

Toronto. Ont.

Whitaker Carpenter Paper Company .

Chicago. IL; Detroit. MI; Nashville, TN: Appleton and Milwaukee, W]
Barber-Ellis

Moncton, N.B.; Dartmouth, N.S.; St. John's, Xld.: Montreal and Queber.
Que.; Toronto, London, Hamilton, Windsor and Kitchener, Ont.;
Winnipeg, Man.; Regina and Saskatoon, Sask.; Calgary and Edmonton,
Alta.; Vancouver, B.C.

Juffe Stationers, Ine.

North Miami and Fort Lauderdale, FL
Price Davion

StTohn's, Nfld; Moncton, N Halifax, NS Guebee and Montreal,
Gue.; Toronto, London, Ottawa and Thunder Bay, Ont.; Winnipeg, Man.:
Regina and Saskatoon, Sask.; Calgary, Edmonton and Lethbridge, Alta.;
Vancouver, Victoria and Vernon, B.C

Azerly )

Buffalo, NY: Richmond, VA; Shreveport, LA; South Bend. IN; Toronto,
(nt.; Montreal, Que.

(uppi-Redi

Toronto and Ottawa, Ont.; Montreal, Que.

Innova Envelope o
Dartmouth, N.S.; Montreal, Que.; Ottawa and Toronto. Out.. Winnipeg,
Man.; Calgary and Edmonton, Alta.; Vancouver, B.C.

Tilroy i
Toronto, Unt.: Montreal. Que.: Vancouver, B.0C.

Price Wilson, fue,
Montreal, Que.

Abitibi Price Corparation
Troy, MI

an Inder Cily Popers operation
a ferbecon aperafion



Products and Services

Markets or End Uses

Abitibi-Price Market Position

Produces standard grade newsprint from 75-95%
mechanical pulp reinforced with chemical pulp,
weighing between 40 and 52 grams per square
metre of surface and measuring 58 on the
brightness scale.

Produces uncoated groundwond papers in basis
weights from 29.3 to 97.6 grams per square metre,
Principal grades are directory, supercalendered
and machine finished high brightness.

Produces random Jength softwood lumber; sells
the output of three sawmills, a walerboard plant
and a pulp mill owned by others.

Manufactures a broad range of coated printing
papers in woodfree and groundwood grades.
Paper merchant operations distribute a wide
selection of domestic and imported printing
papers, business papers, graphic arts supplies
and office stationery products.

Sells a full range of office products as well as
office furniture and equipment.

Distributes a wide array of produets including
hags, folding eartons, plastic containers and other
disposable items; foil. closures, labels; cleaning
and institutional paper supplies; plastic pack-
aging products and cquipment.

Distributes information processing products
including diskettes, printer accessories, file and
slorage accessories, computer care products,
and some peripherals.

Manufactures all types of envelopes, including
courier envelopes, computer diskette pouches,
photo bags and cash dispersal envelopes for
automated teller machines.

Manufactures and distributes a variety of paper
and paper-related produets for school, home
and office.

Manufactures and distributes a wide range of
products including plain and printed paper bags,
folding cartons and impact-cushioned bags.
Manufactures 14" and !+ hardboard

panels with \.muus surface treatments, including
woodgrain designs and decorative plastic finishes;
also makes industrial hardboard.

‘\l.mulllclmvs primed and plenm\hod lap and
panel siding.

Manufactures prefinished extruded plastic
mouldings and industrial products.

Manufactures interior wood bi- fold doors,
shutters. shelving and allied millwork.
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Used primarily for dailv newspapers: also for
various commercial printing purposes, including
free-standing inserts distributed through
newspapers and direct mail.

Used for business forms. weekend newspaper
supplements, magazines, advertising inserts and
fivers, telephone and other directories,

catalogues and paperback books.

Lumber sold 1o whelesale distributors, retail
chains, buying groups and mass merchandisers.
Pulp sold to |)r0dl](@l$ of paper, packaging and
tissue products.

Sold to publication printers, commercial printers.
paper merchants and converters,

Thousands of deliverics made daily to a wide
variety of markets, including commercial printers,
in-house printing operations, quick copy busi-
nesses and office users.

Serves small businesses and retail customers.

Users include restaurants, fast food chains,
airlines. food and drug manufacturers, hospitals
and other instittions.

‘Supplies primarily the business market for

computer and data processing products.

Sﬁpp]ié's- primarily the office market.

Supplies wholesalers, office products dealers,
school boards, chain and department stores.

Supplies the foodservice industry, supermarkets.
retall stores. the fish processing industry and
agricultural mld users.

All produas serve new construction and repair
and renovation markets, primarily for residential.
commereial and light industrial applications.
Sales are made 1o wholesalers and mass
merchandisers.

The world’s largest newsprint producer. with
ahout 13% of North Anerican capacity and 6% of
world capacity: most produetion is shipped to the
I'.S. and Canada, with the balance going to over
30 other countries.

Aleading w arld producer of uncoated groundwood
papers; most production is sold to commereial
printers in Canada and the .S,

A minor factor in these markets.

Canada’s largest producer of premivm eoated
papers.

Canada’s largest paper merchant companies, with
the number one market position in most of the
individual Canadian markets they serve.

Largest envelope manufacturer in Canada with
the number one market position in the markets
il serves.

Holds the number one position in most areas of
the market for its products.

Market position varies depending on produet line.

The number one producer of 1" decorative
hardboard panelling and the second largest
producer of '+ prefinished hardboard panelling
in the U.S.

Second lere\t producer of hardhoard siding in
the U8 serving markets east of 1he Rockies.

Sumber gne supplier nr these products to dealers
and retailers in the 7.8

One of two national :;upp}ivrs to the home
rentre induostry.



Financial Review

ales for the vear 1980 were 32,8 billion, up from $2.5 billion in

1985, Earnings before extraordinary items increased to $110

million or $1.50 per common share from $100 million or $1,42

per share the preceding vear. Net earnings for [986 were $107
million ar 81.46 per share after a nel extraordirary loss of 53 million
resulting from the sale of a kraft pulp eperation at Smooth Rock Falls, Ont.
and Lthe writedown of a sawmill at Falardeau, Que. which has been per-
manently closed. There were no extraordinary items in 1985,

In the third quarter of 1986, the company adopted, with effect from
the beginning of the vear, the new requirement of The Canadian [nstitute
of Chartered Accountants with respect to accounting for pension costs.
As a result of this change in accounting policy, which is referred to in
Note 2 and described in more detail in Note 1 (e} to the accompanying
financial statements, net earnings for the year have been increased hy
817 million or $0.26 per common share.

Operating profit for the year [986 was 5246 million, compared with
8204 million in 1985, Apart from the effect of the change in the method
of accounting for pension costs, the principal reasons for the improve-
ment were ¢ost reductions resulting from manufacturing technology
improvements and lower energy prices, a higher value product mix, and
the higher average value of the U.S. dollar and other foreign currencies
against the Canadian dollar.

Interest expense charged against earnings declined to 337 million in
1986 from $47 million the preceding vear as the result of an increase
in the amount of interest capitalized on major capital additions and a
reduction in outstanding debt.

Other income and expense for the year decreased to 34 million from 520
million in 1935, In 1886 there were smaller gaing from disposals of fixed
assets and investments, In addition, 1486 absorhed a foreign currency
exchange logs of $4 million, compared Lo a gain of $8 million in 1985,
These gains and losses result from changes in exchange rates befween the
time when sales and other transactions made in foreign currencies oceur
and the time when foreign currencies are converted to Canadian funds
or when foreign currency working capital items are translated to their
Canadian funds equivalent.

[ncome raxes as a percentage of before-tax earnings increased to 43%
in 1986 from 39% in 1985, In 1986 there was a reduction in capital gains
which are taxed at a lower rate than regular income. Also, the 5% federal
surtax which came into effect during 1985 applied to the full year 1986
and the inventory allowance was eliminated at the end of February.

Four quarterly commen share dividends totalling $0.60 were paid in
1986, compared with four dividends totailing $0.58 in 1985, Because of
a change in the timing of dividend declaration dates, however, five
quarterly dividends were declared in 1985, with the fifth being the first
dividend paid in 1986,

Capital expenditures of $263 million in 1986 increased 30% from the
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$202 million spent in 1985 and were largely directed towards produc-
tivity and yuoality lmprovements and the development of higher value

products.

On April 2, the campany issued 5 million cormmon shares and 2.5 million
common share purchase warrants in units, with each unit priced at $27.50
and comprising one share and one-half of a purchase warrant. The
proceeds of §134 million, after underwriters’ fees and expenses net of
income taxes, were used to reduce short-term indebtedness and augment

working capital.

Cash generated hy operations declined to 5151 million in 1986 from
3262 million in 1985 principally as the result of an increase in non-cash
operating working capital. This was largely due to higher frade receivables
resulting from increascd business activity towards the end of the year
and a reduction in aceounts and taxes payahle.

The Company's net cash position, consisting of eash and short-term
investments less bank loans, decreased by &3 million during the vear.
The working capital ratio improved to 2.4:1 from 2:1 the preceding vear,

Also, partly because of the new comrmon share issue during the vear, lon

-
&

term debt expressed as 4 percentage of debt pius shareholders' equity
decreased to 27% from 32% at the end of 1985,

Net Sales by Market

(millions of dollars) 1986 1985
USA. $1,451.4 $1,390.9
Canada 1,084.3 967.9
Other 278 1910
$2,763.5 $2,549.8
Net Sales by Quarter
(millions of dollars) 1986 1985
1st Quarter $ 647.4 $ bH8l14
2nd Quarter 701.7 G624
3rd Quarter 716.5 (33,5
4th Quarter 6979 (672.4

$2,763.5

$2,549.8

Earnings before

1986

Extraordinary Items by Per Per
Quarter $ millions share  § millions share
1st Quarter §21.9* $ .30* $23.7 ERT|
2nd Quarter 28.57 A7 213 .29
3rd Quarter 311 42 254 A6
4th Quarler 288 .39 298 A3

$110.1 51.50 £100.2 $1.42

*Earnings for the first two quarters of 1986 have been restated to reflect the adoption in the
third quarter, with effect from the beginning of the year, of the new standard of The Canadian
Institute of Chartered Accountants with respect to accounting for pension costs, as referred to

in Note 2 to the financial statements.
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Consolidated Earnings

Year ended December 31
(millions of dollars)

1986

1985

Nel sales

$2,763.5  52,549.8

Cost of sales 2,226.0 20703
Sclling and administrative expenses 203.1 188.4
Depreciation and depletion 88.7 82.1
- 2,517.8 23458
Operating profil 245.7 204.0
[nterest expense—long-term {note 4) (35.1) (43.6)
—short-term (2.0) (3.0)
Other income and expense (note 4) 4.0 7_7‘_30_.0
212.6 1774
Income taxes (note 5) 91,9 69.4
120.7 108.0
Minority interest. 10.6 [
Earnings before extraordinary items 110.1 10:0.2
Extraordinary items (note 6) _ (2.8) -
Net earnings $ 107.3 5 1002
Per Common Share (note 10):
Earnings before extraordinary items § 150 3 2
Nef carnings i 1.46 2
Consolidated Retained Earnings
Year ended December 31 .
(emillions of dollars) 1986 1985
Retained carnings at beginning of vear § 7152 § 6713
Net earnings 107.3 100.2
822.5 7715
Expenses of common share issue, net of
income taxes of §2.9 million (3.4) —
Dividends declared —
Preferred shares (8.7) (9.3)
- Common shares o - (4L35) (47.0)
Retained earnings at end of vear § 768.9 8 7132

22



Changes in Consolidated Cash Peosition

Year ended December 31

{millions of dollars) 1956 1955
Operating Activities
[arnings before extraordinary items $ 110,15 (002
Depreciation and depletion 88.7 82.1
Deferred pension cost (16.6)
Deferred income taxes 37.4 24.8
Minority interest 10.6 7.8
Other (1.7) I 2L
228.5 219.5
Change in operating working capital (note 7) LA I A
150.8 262.4
Financing Activities
[ssue of common shares, after expenses
net of income taxes 134.1 0.8
Net decrease in long-term dehbt (17.2) (1.7)
Repayment of note payable (14.4) —
Retirernent of preferred shares (1.3) (22.4)
{Other 0.1 0.4
101.3 (22.9)
Investment Activities
Additions to fixed assets (263.0)  (202.4)
Government capital grants and
investment tax credits 32.8 28.6
Disposals of fixed assets 4.7 2.6
Decrease (increase) in long-term receivables 8.1 (8.9)
Sale of kraft pulp operation, less note
receivable ol %15.0 million 30.1 —
Contribution to newsprint joint venture — {12.2)
Acquisition of subsidiary companies (9.4) (29.7)
Other (1.9) 30
(198.6”)“_ (215.0)
Dividends Paid
Preferved shareholders (8.7) (9.4
Common shareholders (40.8) (37.0)
Minority shareholder of a subsidiary company (6.6) =
(56.1) 46.7)
Cash—Decrease (2.6) (22.7)
—Beginning of year R & 3
—End of year § 11.8 5 144

Cash comprises cash and short-term investmeuts, less hauk loans.



Consolidated Balance Sheet

December 31

(millions of dollars) 1986 1985
Assets
Current assets
Cash and short-term investments s 17.1 5 313
Accounts reccivable 398.5 354.3
Inventories (note 8) 357.5 3534
Prepaid expenses 14.3 9.2
787.4 748.2
Fixed assets
Property,