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C o r p o r a t e  P r o f i l e  

Abitibi-Price Inc. -We are a Canadian-based forest products Company, 

which manufactures newsprint and value-added papers at ten mills in North 

America and markets these products around the world. We are also a 

distributor of office products in North America and Europe. 
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F i n a n c i a l  H i g h l i g h t s  
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L e t t e r  l o  S h a r e h o l d e r s  

U n l o c k i n g  o u r  

Pote 
1996 was a year 

of tremendous 

accomplishment 

a t  Abitibi-Price. 

Ikspi le  l o ~ ~ g h  glohal ~narhe l  condi t io~~s ,  \ \ e  are ahlr  lo look 

hack on 1996 wit11 pride. Some of the most significant accorn- 

p l i sh~r~rn l s  were ;IS follows: 

Our nrl earnings in 1996 were $104 111illio11 or  $1.14 per 

share, despite the largest and I'aslrsl f;11I in \rorth . i ~ n e r i c a ~ ~  

newsprint prices - ;I 12-1i1o11tl1 drop of ;rpprosimalel? 

Ll.S.$240 per Lonnr; 

\Ye achirved \\orltl-chss efficiency levels in our nrwsprinl 

oprr;rlions 01'88.1 %, a great a c c o r n p l i s l ~ ~ n r ~ ~ l  g i \en  the 

n l ~ ~ n e r o t ~ s  start-ups and s l l i ~ l - d o \ \ ~ ~ s  rrlsted to the ti7,000 

Ionries of downl i~ne that we decided lo lirhe; 

Our $242 million invest~nenl in l1ier1no-mrcl1ar1ici~l pulping 

~'I'R1P) in Alma, Quebec, and Iroq~lois Falls, Ontario came 

on-line ahead of schedule, and at a lower installed cosl per 



Ronald V. Oberlander 
Chairman and 

Chief Executive Officer 

tonne than any other TMI' project of comparable sizc, anti is expected to reduce our annual cost 

base by $60 million; 

Seven of the company's ten mill I~usiness unils have met our  Cornerstone criteria o n  cost per- 

formance, cash flow antl product positioning - and in respecl of the three no11-Corncrstonr 

mills, we are  actively engaged in selling the Fort William mill in Thunder  Hay, Ontario, and are  

continuing to seek solutions for Il~r mills in Chandler antl JonquiPre, Quebec; 

After severe flooding hit Quebec's Sag~rtmly Region antl rlamagetl our K6nogami mill in JonquiPre, 

the mill was np antl running again in only 12 days due to the trerncntious tledication antl hard work 

of our mill's en~ployees - irntl aI llie same time this mill along with our mill in Alma provitltd crrr- 

cia1 emergency aid to Llw rcgion's inhabitants during mi l  allcr the tlisasler; 

Our share price rose by o w r  10'%, tlespile our high sensitivity to changes i n  newsprint prices, which 

fell 32% in 1996; 

Consistent with our stated g-oi~l of consolidation, on Fel~ruary 14, 1997, we announced our inlention 

to amalgamate with Stone-Co~~solitlaletl. 



L e t  t e r t o  S h a r e  h o l d e r s c o n t i n u e d  

Becoming the Finest 

This list of accomplishments is impressive, hut it has only been possible due to the will and desire of our 

employees to propel Abitibi-Price toward becoming the finest manufacturer and marketer of ground- 

wood papers - the first part of our two-part strategy. I'll address the second part, growth, in a moment. 

Through our efforts to become the finest, we began to unlock our potential to create superior 

shareholder value. In the pages immediately following this letter, you will he able to judge for your- 

self the success of our efforts. The benchmarks we used were those outlined in last year's report. 

We measure our performance against our goals and the performance of our competitors. 

Working to meet our targets has resulted in a tremendous improvement at Ahitibi-Price for the 

benefit of all stakeholders. While we have not met every target, we are pleased with the overall per- 

formance and improvement. Our dissatisfaction with the areas where our performance did not 

reach our target drives us to do better. 

It is no coincidence that as we have moved closer to becoming the finest, our return to 

shareholders has improved dramatically. In 1996, this return increased by 13% despite the plunge 

in newsprint prices. 

Growth 

As 1 have previously reported to you, we strongly believe that growth is more than just increasing our 

capacity or revenues - our objective is to increase share price. 

We set strategies for the growth of our core business in two directions: North American consolida- 

tion and joint venture partnerships in expanding internalional markets, where we already have an 

eslablished marketing presence. 

In North America, we believe that sticking to our core husiness of groundwood papers is the way 

to capitalize on the core competencies that we have built in manufacturing and marketing. 1 spoke at 



T h r o u g h  o u r  e f f o r t s  t o  b e c o m e  t h e  f i n  e s t ,  
w e  b e g a n  t o  u n l o c k  o u r  p o t e n t i a l  t o  c r e a t e  

s u p e r i o r  s h a r e h o l d e r  v a l u e .  



L e t t e r t o S h a r e  h o l d e r s c o n t i n u e d  

last year's annual meeting about the need for consolidation in this industry and the likely role that we 

would play in that consolidation. This led us to actively seek merger and acquisition opportunities 

and as a result, in February of this year we were able to announce our intention to amalgamate with 

Stone-Consolidated. We believe the amalgamation provides a strong platform for further value- 

creating growth in North America and internationally. 

Shifting our product mix towards value-added papers has also been an initiative at Abitibi-Price, 

an initiative shared by Stone-Consolidated. In 1996, we looked at the potential of expanding further 

into supercalendered (SCA) paper at our Khogami business unit in Jonquiere, Quebec. However, a 

proposed project to replace three small paper machines with a twin for the mill's existing SCA 

machine left concerns about whether the product quality would match future demand. With our com- 

petition bringing new SCA capacity on stream, we did not expect the project to provide the required 

returns. While that project was cancelled, we continue to look for solutions at this mill and for value- 

added growth both in and outside of North America. 

International Growth 

Internationally, our search for growth has been focused on our core business - both newsprint and value- 

added papers. We have been seeking opportunities in regions where demand for groundwood papers is at 

the highest levels and have concentrated on potential projects in Asia and South America. 

Our objective in these regions is to become a 'regional partner of choice'. We have been seeking 

opportunities to work with local partners who will lend their expertise and understanding of the local 

political and economic environment. We are targeting small, staged investments, but only in projects 

that will open up opportunities for further investment when satisfactory returns are captured from the 

initial investments. 

We already sell our paper in these high demand growth regions and expect that by creating a 



Ir- 

W e  c o n t i n u e  t o  l o o k  f o r  

v a l u e - a d d e d  g r  o ~ t h  b o t h  i n  a n d  

o u t s i d e  o f  N o r t h  A m e r i c a .  



L e t t e r t o S h a r e  h o I d e r s c o n t i n u e d  

local presence in these markets we will also open up new opportunities to sell our North American 

produced paper. We have been working hard to establish our human bridges in these regions and 

are much more confident of the investment potential in one or both of them. We believe that this is a 

valid strategy for the future. 

The third avenue that we considered for growth was in our non-core Office Products Division. In 

1996, we purchased Tenex for $47 million. Tenex, a Canadian distributor of data processing supplies, 

boosted 1996 revenue for the Division by $85 million. The Division is a successful, growing asset that 

has generated significant value since its inception. However, it does not fit with our long-term strategy 

and can be divested for value. The proceeds from its divestiture could provide capital to invest in high- 

return projects in our core business. 

Over the past five years, we have achieved better balance in meeting our responsibilities towards 

all stakeholders - our employees, our customers, our communities and, of course, our shareholders - 

and we value their continued support. We have increasingly sought opportunities with you to talk 

openly about our progress and our plans for the future, and to listen to your questions and concerns. 

We will continue our commitment to this two-way communication as your views have provided valu- 

able input into our strategies to achieve the best returns on your investment. 

We are convinced that our vision to become the finest will further unlock our potential and make 

us a stronger company. We believe that the strategies we have followed will continue to deliver sus- 

tainable growth in shareholder value. 

RONALD Y. OBERLANDER 
Chairman and Chief Executive Officer 
April 14, 1997 



w e  b e l i e v e  t h a t  t h e  ~ t l . a t e  g k  s 
h a v e  f o l l o w e d  w i l l  c o n t i n u e  t o  d e l i v e r  

s u s t a i n a b l e  g r o w t h  i n  s h a r e h o l d e r  v a l u e .  



d e c o m i n g  t h e  F i n e s t  

Is Abitibi-Price the finest? 
~ a s t  year we outlined some critical measurements that we set to define our goal of 

becoming the world's fmest manufacturer and marketer of groundwood papers. To 

be judged the fmest, we explained that we must perform strongly in areas that 

were beneficial to each of our four principal stakeholder groups. 

We have not met all of our goals to become the fmest. We have, 

L however, unlocked enough of our potential to learn what it takes 

r to be the finest. In the table below we describe each measure, 

defbe our target and show our progress to date. 

You be the judge ... 

I Goals Wna t we aimed to achieve -- 
Five-year average return to shareholders, higher than our key 

%r 
8-nr 1 Be the best forest product investment nnnnrtunitv 

Worth American competitors' returns. 

ur pra-tax ROCE to be greater than our six key North Ameri- 
can competitors' ROCE for the most recent year in which data 1W5 Earn a return on capital employed (ROCE) greater than competitors. 

-- 
LOW 3' I 

Average mill costs must rank in the lowest quartile of North 
American mills in each major product category. forloma&ls)~s2pr6lrrmodtrlrt 

Realize lower production costs than our competitor, 

Achieve the best overall safety record in our industry. Lost-time accidents had to rank in the top 10% of Canadian S i n c e l S l 9 1 n u n b r b a s d ~ i r o p p r l f n r l 9 . c c i l r b ~  
industry (below 16 per million man hours). million man kun. still slightly aborn k 

75% ot employees must rate company as good or better than 
it was in areas relating to reputation, training, safety, and Average across the company nached 71% wiU~ 3 d 10 divi- 

job satisfaction. sions exceeding the target. 

Sustain high levels of customer satisfaction at low cost. 75% of customers rate the company as the sole or preferred 
supplier in an independent survey. 

-I- ntah fuu compliance with all environmental regulations. Must place in top quertile of Canadian industry with less than Amw~bm,pw-lrr~lrl- .! 
25 incidents per mill psr year. 

We will voluntarily seek certification that our practices meet 
international standards. I 

Industry leadership through excellence in sustainable forest management practices. 
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In 1996, we continued to make strides in fulfilling our 

vision of becoming the finrst manufacturer and mar- 

keter of groundwood papers. In pursuit of that vision, 

we have made significanl improvements throughout our 

operations over the last fiw years. 

These improvements h w e  partially miligated the 

downside of the current cycle. This is most evident 

when comparing periods of similar average newsprint 

transaction prices. During l99fi newsprint transaction 

prices averaged II.S.$fi49 per tonne for the year bul only 

U.S.$573 per tonne in the second half of the year, very 

similar to the U.S.$553 per lonne for the full twelve 

months of 1990. Our annualized operating profit perfor- 

mance for the second half of 1996 was $82 million, an 

improvement over 1990's loss of $1R million (after 

adjustment for inflation, currency and comparable 

tonnes). The difference of $100 million is attributable 

principally to improvements in our operations. 

When we set our vision in 1990, WP looked to the 

long-tcrm and envisioned what Lhr future might look 

like. Today, we are proud of our accomplishments and 

report 1996 net earnings of $104 million or  $1.14 per 

share on a fully diluted basis. 

1996 NET EARNINGS O F  $104 MILLION 

What started as another very promising year quickly saw 

a reversal of the trend of improving quarterly results we 

had experienced in 1994 and 1995. The Company 

recorded net earnings of $104 million in 1996 - 

$168 million lower than 1995 earnings of $272 million, 

but a $lfiO million improvemenl over the loss of $56 mil- 

lion in 1994. Fully diluted net earnings per common 

share were $1.14 - down $1.7fi from 1995 earnings of 

$2.90, but significantly better than the loss of 66t  per 

common share in 1994. In the fourth quarter of I996 we 

recorded a net loss of $9 million or l o t  per fully dilut- 

ed common share. This was $99 million, or $1.05 per 

fully diluted common share, lower than the fourth 

quarter earnings of $90 million in 1995. 

The reversal of the q ~ ~ a r t r r l y  earnings trend was 

mainly due to reduced sales volumes, falling priws and 

~~rodur t ion  do\vnlime taken in the Company's core busi- 

ness - newsprint and value-arl~lrd papers. 1.ower sales 

vrrlumes and selling prices and the production down- 

time taken in 1996 hampered our cash flow as  well as 

our earnings. 

Paper P r i c e s  

Urwslwint prices began a steady increase fronr Marrh 

1994 until early 1996. From April through December 

1998, newsprint prices fell monthly - from a high of 

LI.S.$750 per tonne in \larch lo Li.S.$510 per tonne in 

Deceml~er ,  a 32% decline. hccording to industry ana- 

lysts, value-added paper prices, on average,  fell 

approximately 2.6% from l ) r ceml~er  1995 to Decrtn- 

ber 1996. I.ower newsprint and value-added paper 

prices reduced our  1996 revenues 11y $96 million as  

compared with 1995. 

On average, our  1995 p a r  i c e  rose 47% 

;~bove 1994 levels for newsprinl and 44% for value- 

added papers. 

Downtime 

In late 1995 and early 19%. cuslomers increased their 

inventories in anticipalion of further price inrreases. 

This resulted in a supply/demand imbalance in the 

paper industry. Customer inventories were significantly 

inflated, with the result that demand throughout 1996 

was generally lower than in 1995. To minimize inventory 

accumulation at the mills, many major North American 

paper producers, including Ahitibi-Price, reduced their 

1996 outpul by taking downlime. In tolal, we took 

212,000 tonnes of market-related production downtime 

in 1996 - 157,000 lonnes of newsprint and 55,000 

tonnes of value-added papers. This market-related 

downtime increased the fixed cost 11ortion of our manu- 

facturing cost per tonne. No market-relaled production 

downtime was laken in 1995 and 1994 due to higher 

demand in bolh of those yenrs. 



HIGHLIGHTS O F  1996 

T M P  P l a n t s  S t a r t e d  Up 

In June, two thermu-mechanical pulping (TMP) plants 

were started up, one at Alma, Quebec and the other at 

Iroquois Falls, Ontario. In 1995 we committed to huild 

these plants in 15 months. Both start-ups were ahead of 

schedule and at a lower installed cost per tonne than any 

other TMP facility of their size. The total cost was $242 

million, of which $156 million was spent in 1996 and $86 

million in 1995. Thr  Company rrrorded restructuring 

charges of$28 million in June 1996 rrlatrd to thr write- 

off of old assets replaced by the TMP plants and employ- 

ee restructuring costs. 

The TMP investments are pivotal to our strategy of 

becoming a leading international groundwnud mano- 

facturer. The TMP process is rxperted 111 lowrr our 

annual production costs by $60 millior~ through a redur- 

tion in the use of kran pulp, labour and chemicals. Addi- 

tional benefits of the TMP process include improved 

paprr quality and a more efficient, environmentally 

cleaner manufacturing process. 

S t a r  L a k e  Hydro  P r o j e c t  

We have converted surplus land and water rights in 

Newfoundland into a potentially valuable business 

through participation in a government-supported non- 

utility generation program. In July 1996, we confirmed 

our participation in the development of the 15 MW, Star 

Lake Hydro Project in Newfnundland. Star Lake is the 

result of a soccessrul hid with our venture partner, CHI 

llydroelectric Company, Inc., to supply electricity under 

a 25-year agreement with Newfoundland and 1.ahrador 

Ilydro. The facility is a $54 million project that will be 

financed 85% by limited rrcoursr dehl, and 15% by 

equity from the venture partners. 

The project is expected to generate average annual 

net, after tax, rash flow of approxinrately $5.5 million 

over the term of the supply agreement, and provides 

greater than 100% return on our equity investment. After 

30 years, the facility will reverl to Al~itibi-Price for $1, and 

the generating capacity will be added to our existing 

caparity of 58 MW in Newfoundland. Our share of the 

venture is 51 %. Constructinn is expected to commence in 

the spring of 1997and will he con~pleted by October 1998. 

G r a n d  F a l l s  P o w e r  C a n a l  

In April 1996 conslruction hegan on a power canal lo 

replace the aging penstocks and concrete inlet strur- 

turcs which convey water to the hydro grnerating 

station at Grand Falls. The power ranal represents a 

signifirant step fnrwi~rd in fulfilling our stratrgic plan 

for the Grand I'alls mill and to maintain its position as 

a Cornerstone mill. The power canal was completed 

and 1)ecame operational in Decrinlwr, at a total cost of 

$25 n~illion. 

Lahour  N e g o t i a t i o n s  

1)uring 1996, wage negotiations were cnncluded with 

our major unions. The settlements rollowed the industry 

pattern for 1996 whirh consisted of a 3.5% inrr rasr  in  

each of 1996 and 1997 in addition to a lump-sum pay- 

ment of $1,000 per employee in 110th years. These set- 

tlernrnts were reac,hed without any la l~nor  disruptions, 

which demonstrates the strength of the relationship 

hetwrrn the Company and its unionized workforce. 

M a c h i n e  P u r c h a s e  i n  P e r u  

Consistent with our international gronth strategy, we pur- 

chased a srron~l-hand newsprint machine and related 

and la ry  equipment in Peru. The machi~~e 's  raparity is 

140,000 tonnes, and cost $22 million. The machine was 

purchased l'rom the governnlent-o\v~ie(I paper firm, 

Sociedad Paramonga. Our intention is to use this machine 

for international expansion. I t  will he dismantled and 

shipped when we find the right invrstnienl opportunity. 

A c q u i s i t i o n  by O f f i c e  P roduc ts  D i v i s i o n  

Rrvenurs of the Office Produrts Division have tripled 

since the business started in 1988. Growth has come pri- 

marily from intrrnal sources through increasing the 

number of product lines and services, and expanding 

geographically. In 1996 we augmrnted this internal 



growth by acquiring Tenex nala  Corporation (l'enex), 

for $47 million. The principal business of Tenex is llie 

distribution of computer supplies and data storage prod- 

ucts. Since July 1, 1996, the Tenex business has added 

$85 million to the sales of the division. 

With the Tenex acquisition, we believe that the 

Ofice Products Division is now large enough to be a sig- 

nificant competitor in its industry. Accordingly, all future 

Ofice Products growth will he financed by the division. 

Saguenay F lood 

In July, our Kenogami mill was affected hy the severe 

flooding in the Saguenay region of Quebec. Manage- 

ment, unions and employees worked exceptionally well 

together to inanage this crisis. 'The resull was that, 

despite the severity uT this evenl, a total of only 12 days 

of production was lost. 

Much of the cost for the business interruption and 

repairs to operaling equipment and buildings was cov- 

ered by insurance, subject to a deductible amount. The 

deductible amount together with sume cleaning and 

repair costs not covered hy insuranre was $4 million 

and was charged against 1996 earnings in the third 

quarter. Insurance proceeds related to those assets 

which were completely destroyed w r r r  $9 million. 

Under generally arcepted accounting principles, lhis 

amount was recorded as a gain in the fourth quarter. 

The proceeds were used to arquire replacement assets 

and added to our fixed assets. Accounts receivable s t  

December 31, 1996 included $7 nlillinn of claims receiv- 

able from insurance companies. 

Operating profit from continuing operations was 

$206 million in 1996, down $274 million from 1995's 

record operating profit of $480 million, bul substan- 

tially better than 1994's operating profit of $18 mil- 

lion. The decrease is largely attributable to our  r o w  

paper business. Operating profit from other busi- 

nesses was $12 million - rompared with $19 million 

in 1995, and $18 million in 1994. 

S a l e s  D o w n  7% 

Sales were down 7% in thr year to $2.59 billion, as 

rompared with 1995 sales of $2.78 billion. Ilowrver, 

compared with 1994 sales of $2.11 hillion, 1996 sales 

wrre 23% higher. The decrease from 1995 was attribul- 

ahle to reduced salrs volumes and prices in our core 

paper business. The increase over 1994 is largely due to 

higher average selling prices in our core paper busi- 

ness, offsel by lower sales volume. 

S e l l i n g  a n d  A d m i n i s t r a t i v e  Expenses  

U p  $19 M i l l i o n  

Sinre 1994, the Company has invesled in various 

programs lo develop, build and enhance cumpetence 

lhruughont the organization. Known as "initialivrs," 

these programs consist of cross-funclional teams focus- 

ing on activities whirh affect the entire enlerprise. 

Selling and administrative expenses in 1996 were 

$19 m i l l i o ~ ~  Iriyl~rr t l ~ a r ~  1995, and $45 million highrr 

than 1994. The increase from 1995 related to: 

$10 million increase in our core business: 

- $4 million for activities related to developing 

polential new business grovth opporlunilies; 

- $5 million for general cost increases and other 

miscellaneous expenditures; and 

- $1 million donation to the Saguenay region for 

noud relief. 

$10 million increase in our Office Products division: 

- $3 million from growth of the base business; and 

- $7 million related to the operations of Tenex for 

the six mnnlhs since being arquired. 

less $1 million resulting from the disrontinoance of 

the lumber and panelhoanl hrokprage hnsiness. 

The intrrase in selling and administratirr expenses 

from 1994 to 1995 was largely due to our company-wide ini- 

tiatives designed to cut rosts, improve environmental and 

natural resource management, and grow our core busi- 

ness. In 1996, initiatives continuerl al spending levels equal 



to those o f  1995. These initiatives have resulted in cost sav- 

ings o f  $125 mi l l ion over 1995 and 199fi, and further sav- 

ings of $167 mi l l ion are expected over 1997 and 1998. 

These init iat ives have resulted in ou r  sel l ing and 

administrative expenses heing h igh  compared to the 

industry, however, the money has been spent wisely. I t  

has improved efficiencies and substantially reduced ou r  

cost of sales. 

One-Time Charges 

I h r i n g  1996 the fo l lowing one- l imr  charges reduced our  

operating prof i t  by $41 mi l l ion,  principal ly consisting of: 

Restructuring charges o f  $28 m i l l i on  wh ich  were 

rccognizr t l  on start-up o f  the two new  TMP plants. 

The  charges in r lude  the wr i te-of f  o f  the o ld ground- 

wood and sulphite pu lp  plant assets o f  $19 mi l l ion,  

as we l l  as employee res l ruc lnr ing costs o f  5 9  mi l l ion.  

1996 versus 1995: 
Higher (lower) selling prices in: 

North America 
International markets 

Higher (lower) sales volumes in: 
North America 
International markets 

Stronger Canadian dollar 
Cost of downtime 
Acquisition of Tenex 
Discontinued lumber and panelboard 
Selling and administrative expenses 
Depreciation expense 
Restructuring costs 
Key manufacturing input costs: 

Price 
Usage 

Manufacturing efficiency increases 

O p e r a t i n g  P r o f i t  I n c r e a s e  ( D e c r e a s e )  

Paper Business 
Value-Added 

Newsprint Papers Total 

Office 
Products 
Division Brokerage Total 

- 

1291 
1691 

166) 
3 

18) 
138) 

2 

13) 
1151 
1121 
1221 

18 

143) 
6 
7 Other 14) 9 5 13) - . 

Operating profit change 1996 versus 1995 1212) 155) 12671 - 17) 1274) 
1995 operating profit 309 152 461 10 9 480 

1996 operating profit 97 97 194 10 2 206 

1995 versus 1994: 

Higher selling prices 
Higher sales volumes 
Weaker Canadian dollar 
Sale of Pine Falls, Manitoba newsprint mill 
Acquisition of 49% of Gaspesia newsprint mill 
Selling and administrative expenses 
Depreciation expense 
Restructuring costs 
Manufacturing costs 

Operating profit change 1995 versus 1994 

1995 operating profit 309 152 461 10 9 480 



Temporary intrrruplions at our KCnogan~i mill in 

two separatr incidents - a failure on onr i,l'the 

paper marhines and disrupliun of the water supply 

lo the power plant. The cost for the repairs and 

business interruption was covered by iusuranre. 

Costs charged to earnings relating to both these 

events were $3 million. 

The cost of $4 million for the future cleail-up of the 

river driving operations on Lhr Prritionra River and 

Lac St. Jean, as  we are no longer using these water- 

ways to transport logs. The total rost was chargrd to 

1996 earnings. 

In 1995 and 1994, one-time charges which afferled 

operating profit were for restrucluring; the rhargrs 

were $6 million and $8 million, respectively. 

Newsprint and \'t~luc~-~\drlctl 1'apcl.s 

In 1996 the Comvany had an operating profit k o m  its 

newsprint and value-added papers division of $194 mil- 

lion compared with $461 million in 1995. The derrrnsr 

was due to lower selling prires and higl~rr  manufactoring 

costs largely resulting from pmdurtion downtimc taken 

during 1996. In 1994, operatins profit from our core 

paper business was at a hreakeven level. 'The inweas? 

In operating prolit from 1994 to 1995 Mas mainly clue to 

higher selling prices and inrreased sales volumes for 

our paper products. 

W h e r e  W e  S o l d  O u r  \ c w s p r i n l  
l t h o v l a n d r  o f  t o n n e a i  

N u r t h  A m e r i c a n  T i e w s p r i n t  C a p a c i t j  

i Others ........................ ak.... :. .......... Stone Group  
1.186 ' 13s 
ISD" ' ICI 

I International 

United States 

4 Canada 

[Source: Canadian PaperAoalyrtl 

NEWSPRINT 

The Company is oil? ul' llir wr~rld's lrading newsprinl 

manufarturrrs and markelrrs. As the iargrst proportion 

of our newsl~rint produrtion is used to print newspapers 

and advertising flyers, thr  demand and resulting sales 

volume for lhrsr  prr,rlurls is drtemiined by r i r d a t i u n  

and advrrlising. Cirwlalion is delerminrd hy rims- 

IIFIPPP p r i w s  and i l i s l r i l~~~l ion,  largely as  it relates to 

rural lorations. I'rint advrrlising volume is detrrminerl 

by major eronomir forces - retail sales, home sales, 

auto sales end employn~enl - as wrll ;is I1y the prire 

charged lo the advertiser by thr nrwspaper publishrr. 

Our 1996 sales includctl J21.000 (1995 - 104,000; 

1994 - 423,000) tonnes l'or our joirll venture partners. 

Thrsc brokrragr s a l r s  are  made under fixed margin 

agreements and a re  not irrrluded with our  rore  

newsprint manufarluring and marketing business. 

In 1996 we manul'artured I,298,000 (1995 - 

1,426,000; 1994 - 1,382,000) tonnes of nrwsprint, inrlurl- 

ing lllrr proportionate share of lhr  produclion from onr 

joint vrnturr  mills. 

North American Newsprint Market 

Oprraling profit l'rorn Rorth m e r i r a n  newsprint mar-  

kets was $82 million lower than in 1995, hut $141 mil- 

lion more than in 1994. The decrease from the 1995 

operaling profit was largely due lo lower selliug prices 



and reduced sales volume. Higher selling prices result- 

ed in the operating profit improvement in 1995 as rom- 

pared with 1994. 

S e l l i n g  P r i c e s  

Through most of the first half of 1996, average North 

American selling prices were higher than the same period 

in 1995. By June 1996, prices had fallen by more than 10% 

from January 1996 levels, reaching a level that was about 

equal to that of June 1995, when prices were rising. 

Weakness continued through the second half, and hy year 

end prices were below the levels of January 1995. The 

average 1996 industry selling price was 3% lower than 

the 1995 average, and prices for the year 1995 on average 

were more than 40% higher than 1994. 

A v e r a g e  N o r t h  A m e r i c a n  U . S .  D o l l a r  
T r a n s a c t i o n  P r i c e  P e r  D e l i v e r e d  
T o n n e  of N e w s p r i n t  

1996 1995 1994 

First Quarter S 750 $ 570 $ 420 
Second [luarter 700 650 445 
Third Quarter 615 705 480 

Fourth [luarter UO 755 525 

Annual Average $ 649 $ 670 $ 468 

ISource: Pulp & Paper Week1 

Fac to rs  I m p a c t i n g  P r i c e  V o l a t i l i t y  

Although transaction prices were U.S.$750 at the hegin- 

ning of 1996, three factors combined to undermine 

this historically high price: a change in consumption, 

customer inventory levels and mill inventory levels. 

In the area of consumption, as early as mid-I995 

publishers reacted to rising newsprint prices by taking 

aggressive action to cut usage by reducing circulation 

levels, cutting page size and raising advertising rates. 

The latter move prevented the rise in volumes that might 

normally have been expected in a year when the Olympics, 

a U.S. presidential election, and a strong economy all 

coincided. The result was that consumption in very early 

1996 lagged early 1995 by 7 to 8% and for the year as a 

whole fell hy an estimated 2.7% from the 1995 average. 

Second, customers continued to order paper at a 

high rate in early 1996 in preparation for a price hike 

that had been announced for the spring, and to prepare 

for possible supply disruptions related to labour negoti- 

ations in the newsprint industry. With orders remaining 

strong and consumption slumping, customer inven- 

tories ballooned to a peak of 57 days of newsprint sup- 

ply, according to the Canadian Pulp & Paper Association 

(CPPA), an increase of 10 to 15 days from a year earlier. 

Third, as the year progressed orders fell further as 

a result of the combination of falling consumption and 

the failure of the announced spring price increase. 

Downtime taken in the industry did not balance orders 

with production. North American mill inventories rose 

to an unusually high level of 685,000 tonnes in July and 

remained close to that level for most of the year, accord- 

ing to the CPPA. This compares with a slightly below 

normal level of 284,000 tonnes in December 1995. 

With all three factors being felt at  various times 

during the year, pricing began to erode in the spring and 

average prices fell each month from April through to the 

year end. 

Similar factors impacted thr increase in 1995 selling 

prices from those of 1994. Consumption in 1995 had 

already fallen by 4.1% from 1994, but newsprint demand 

remained flat as newspaper puhlishers rebuilt their 

inventories from 36 days of supply at the end of 1994 to 46 

days of supply at the end of 1995. In addition, strong 

demand in international markets in 1995 tightened supply 

and forced North American prices to increase. Finally, due 

to a scarce supply of value-added papers in 1995, many 

commercial printers substituted with newsprint. 

1997 N o r t h  A m e r i c a n  N e w s p r i n t  Out look  

We believe that newsprint prices should strengthen in 

1997. We have four reasons for this outlook: 

First, North American consumption is improving 

after a slow period early in 1996. Half of all large dailies 

actually increased their circulation after several years of 

decline. According to Resource Information Systems 

Inc. (RISI), consumption is expected to grow by approxi- 

mately 2% in 1997. 



Second, according to the CPPA, customer inven- 

tories were down to 40 days of supply at the end of 

December compared with 57 days in February, when 

stock levels peaked. Industry analysts expect that 

customers will maintain inventories of at least 40 days 

of supply, on average. 

Third, North American mill inventory levels 

decreased in the last three months of 1996, and finished 

the year at 512,000 tonnes as compared with 1995 inven- 

tory of 284,000 tonnes. 

Fourth, supply is restrained, with no new North 

American newsprint capacity being built. 

Based on these factors, we notified our customers of 

a reduction in price discounts to Lake effect March 1, 

1997. This should increase our mill net revenue by 

US375 per tonne. 

International Newsprint Markets 

Our international newsprint markets contrihutrd 

$54 million less to operating profit than in 1995, hut 

$1 10 million more than in 1994. The decrease from the 

1995 nperating profit was due to lower selling prices, 

offset slightly by increased sales volume. Compared 

with 1994, higher srlling prices contributed to the 

improvement in operating profit. 

Sell ing Pr ices 

International markets experienced much the same 

conditions in early 1996 as  the North American mar- 

ket did. Customers curbed usage of inrreasingly 

expensive newsprint while continuing lo increase 

inventory in advance of rising prices. The result was 

an exressive buildup of inventories, anrl then a dra- 

matic fall in prices. 

By year end, prices in East Asia and Oreania - 

traditionally the most volatile of the world's spot mar- 

kets - had fallen to less than ll.S.$500 per tonne, and 

prices elsewhere were also well below previous year 

levels. 011 the other hand, inventories in most regions 

had come down significantly am1 were at levels that 

could be considered normal. 

In 1996, 745,000 tonnes of newsprint capacity were 

added worldwide, as new machines started up in South 

Korea, Indonesia and Europe. Owners of these mills 

aggressively hought market share, undermining pricing 

- particularly in the volatile Asian region. 

In 1995, demand growth and price increases in 

international markets outpaced those of North America, 

with average prices increasing by 6'2% over 1994. 

Consumption increases, especially in Asia, and lack of 

sufficient supply to international customers in the first 

half of 1995, were the primary rontrihutors to higher 

prices in 1995 as  compared with 1994. 

Higher  S a l e s  Volumes 

Demand continued to grow in some markets, particularly 

in Asia. Rut growth rates were below the pace of the prp- 

vious two years due to intensive customer conservation 

elforts. In other markets, conservation caused some actu- 

al erosion of demand. The CPPA estimates that glohal 

demand fell hy 2.5% in 1996. International consumption 

rates ranged from a decrease of 2.2% in the European 

Union (excluding the U.K.) to increases of 1.1% in 1,atin 

America, 1.2% in Japan and 18.1% in China. 

Among the underlying factors in world ronsump- 

lion dynamics are  the continued growth of consumer 

economies in Asia and Latin Amerira, thr  recent 

deregulation of the media in many countries, anrl the 

slow revival of consumption in the three largest usage 

areas: the L.S., Europe and Japan. 

Our 1995 sales to international markets decreased 

from 1994, as  we redirrrted somr shipments to meet the 

demand of our Xorth American customers. 

1997 ln te rne f iona l  N e w s p r i n t  Outlook 

The global demand outlook in 1997 is ronsiderably 

improved in comparison with 1996 because of the more 

balanced stat? of inventories. According to the CPPA, a 

combination of price-induced consumption cuts and 

inventory reductions in 1996 drove worldwide demand 

down by an estimated 0.9 million tonnes. By contrast, 

the association forecasts a 1.5 million tonne increase in 



demand this year as  usage g r o w  with lower pricing and 

as shipments more closely track consumption. The 

expected result will be a net increas? in dernand of 2.4 

million tonnes over 1996. This is encouraging given that 

1997 worldwide capacity is projected to rise by just 1.1 

nlillion tonnes. 

However, worldwide demand forecasts are  suhjpct 

to greater variability than North American forecasts due 

to the difficulty of anticipating developlnents in a num- 

ber of areas. At present, economic analysts see a con tit^. 

ued growth in the economies of East Asia, a return to 

healthy growth for the Latin American economies and 

slow growlh in most of Western Europe. 

As long as these important economies remain on 

track - particularly their consumer segments - global 

demand for newsprint should grow. 

VALUE-ADDED PAPER MARKETS 

Our value-added products ronsist of uncoated ground- 

wood paper grades used by commercial printers, con- 

vertrrs, advertisers and publishers to produce advertising 

inserts, books, technical instruction manuals, telephone 

directories, business limns, magazines and catalogues. 

Value-added papers provide our customers with a unique 

value opportunity when sul)stitutecl for fine or  coaled 

printing papers since they offer the brightness, gloss and 

smouthness required for print quality, at a lower cost. 

\ V h e r c  W e  S o l d  O u r  V a l u e - A d d e d  P a p e r s  
( t h o u r a n d s  o f  ,onner i  

N o r t h  A m e r i c a n  Va lue -Added  P a p e r  C a p a c i t y *  
I t h o u s a n d s  01 t o n n e l l  

......................... Abitibi-Price ..................................... : Champion 
650 175 
113%) 110%) 

. International 

Thevalue-added papers manufactured bythe company fit within the 
C a o a d m  PaperAnalyrrdefinitian for uncoated mechanical rpec~altier. 

"Alliance figures lnciude the proposed Coosa Pmes acquisition and 
~Onver~ion 01 a neCvsprint machine at Dolbeau. 
[Source: Caosdhn Paper Analyst) 

Our primary value-added papers are  clay-filled 

super-calendered (SC) paper, son-nip paper, machine- 

finished grades (MI.3, Alternative Offset'" paper, high 

brightness groundwood paper, telephone directory, cat- 

alogue paper and other spec~alty grades. SC products 

rompete favourably against lightweight coated (LWC) 

groundwood grades. Alternative OffsetT" is a high 

brightness grade which offers a cost-effective substitute 

for uncoated freesheet (IIFS). 

Sales of valued-added papers were as  follows: 
ifo"ns.1 

- ~ - ~p - 

Paperxrade 1996 1995 1994 

SC. Soft-Nip & MF 211,000 238,000 217,OW 
Alternative MfsetTM & Hi-Bite paper 156.000 175.000 158,OW 
Directory & Catalogue paper 104,000 108,500 112,WO 
Specialty paper 86,000 105,OW 101,OW 

Total value-added papers 559.000 626.500 588,000 

Opera t ing  P r o f i t  

Value-added grades contributed $97 million to operating 

profit in 1996. This is $55 million less than in 1995, and 

$88 million more than in 1994. The decrease from 1995 

is mainly due to reduced sales volume. Stronger 

demand and tighter supply in 1995 fuelled higher sales 

volumes and selling prices as compared with 1994 and 

resulted in the operating profit improvements. 



Demand fo r  V a l u e - A d d e d  Papers  

Value-added paper sales in 1996 were down 11 "/o ihbm 

1995. In 1996, North America saw a combinalion of 

reduced consumption and falling inventories in reaction 

to the high pricing ol'the previous year. 

In 1996, sales of SC grades were 11% lower than 

1995, but this compares favourably with an estiniated 

drop in North American consumption ol'more than 14%. 

This was primarily a rrsult ol'the availabilily of low cost 

competing paper grades. 

Although overall 199fi sales of high brightness 

groundwood papers were 11% lower than in 1995, sales 

of our Alternative OffsetTM grade sl~owrrl significant 

growth throughout the year. 

Sales of dirertory and catalogue papers i n  1996 

were 4% lower than in 1995. Ovrrall industry demand 

was down 7%. 1996 demand fur dirertory and cata- 

logue paper was affected by customers' paper ronser- 

vation measures, in reaction to the rising prices 

during 1995. 

Specialty paper includes newsprint specialties lhat 

are derivatives of newsprint as  well as nun-pri~llilig 

technical grades such as conslrurtion paper and tube- 

stock. Sales of specialty papers in 1996 decreased 16% 

from 1995, largely from increased competition. 

Va lue -Added  P a p e r s  
US. D o l l a r  T r a n s a c t i o n  P r i c e  P e r  T o n n e  

In 1995, value-added paper sales increased 7% 

from our  1994 sales level. The increase w a s  largely 

from our  SC and Alternative Ofl'setTM grades. \$it11 

rapid pr i re  illcreases and tight supply i l l  I995 lor 

I.WC and UFS paper (which we do not make) ,  many 

users shifted down the grade curve and I~ouglil less 

c ~ ~ s t l y  sohstitutes - our  SC and hltrrnative Offsel"' 

grades. 41 the same lime, stronger 1994 relail sales 

levels invrrasrd  1995 advertising budgrts and lrd to 

more printed advertising. 

S e l l i n g  P r i c e s  

\l1eakrr demand led to price det~reases lix ~rrost value- 

added papers. On average, our 1996 prices w r w  2% 

lower than in 1995, and were 41% higher than in 1994. 

According to RISI, 1996 industry prices decreased 2.6% 

from 1995, on average. 

Our 1996 average selling prirr  fur SC papers was at 

the same level as  the average in 1995; however, the 

price in 1)ecember 1996 was 10% lo\%er than in Decem- 

ber 1995. 

Tlw firsl half of 1996 saw weak demand and lower 

prices for Alternaliur Offset'" grades corresponding to 

the trend in the IJFS market. Pricing did stabilize in the 

third quarter. however. 

Most of our directory paper lbusiness is ~markelrd 

under long-lerm contracts. As a resull, price changes 

lypirally lag behind those or nevsprint and other value- 

added papers throughout the husiness cycle. 1996 saxr 

strung directory prices. 

Prices for specialty grades are typically less cyclical 

than newsprint or printing and writing papers. In 1996, 

prices for our sperialty grades decreased in reaction lo 

higher pricing in 1995 and reduced demanrl in 1996. But 

Ihe price decreases were not as signilirant as those for 

n~wspr in t .  

Overall, stronger demand and tighter supply fur our 

value-added papers in 1995 helped to fuel average pricr 

increases of 44% from 1994 lo 1995. - SCA - Directory 
Source: Miller Freeman 

- MFOffset - Rotogravure 



1997 Out look  f o r  V a l u e - A d d e d  P a p e r s  

The first quarter is traditionally a period of low demand 

for SC papers in their key end-use markets: inserts, mag- 

azines and catalogues. Graphic Arts Produrtion/Market 

Tracking Research and Consulting (GAPTRAC) estimates 

that paper usage for inserts will grow by 2.7% in 1997, 

catalogue paper consumption will grow hy 4 .1% and 

paper usage for magazines will grow between 3 and 4% 

because of increased advertising. ARer the first quarter, 

as no new industry capacity is coming on-line and with a 

hetter halance of producer and customer inventories as 

compared with 1996 levels, it is possible that demand 

could outstrip supply for SC grades. 

Higher prices have caused end-users of directory 

papers to implement conservation measures. Coupled 

with 1996's rapid decline in newsprint prices, both 

domestically and offshore, contract prices may decline. 

With a stable base of North American customers and an 

emerging portfolio of offshore customers, we are well 

positioned to compete in 1997. 

Prices for Alternative OffsetT" grades are  expected 

to increase in the first quarter of 1997. Strong growth is 

expected in the US. market in 1997, and the third quar- 

ter of 1997 should bring strong demand and an opportu- 

nity for higher prices. 

Continued product development is expected to cre- 

ate significant earnings and volume potential for spe- 

cialty papers in 1997. Expected improving newsprint 

market conditions should allo- positive growth in the 

newsprint specialt j  market. Focused efforts will 

enable the Company to reach its goal of being a leader 

In its markets. 

PAPER MANUFACTURING OPERATIONS 

The Company's paper manufacturing facilities consist 

of eight wholly owned newsprint and value-added 

paper mills and 50% interests in two US. newsprint 

joint venture mills. The wholly owned mills, and our 

share of the newsprint joint venture mills, have a pro- 

portionate production capacity of 2.2 million tonnes, 

1.5 million tonnes of which is newsprint and 663,000 

lonnes is value-added papers. The Company's 50% 

ownership interests are  in the Augusta Newsprint Com- 

pany and Alahama River Yewsprint Company, which 

have a combined newsprint capacity of 670,000 tonnes 

of which our share is 335,000 tonnes. 

D o w n t i m e  

During 1996 we took 212,000 tonnes of production 

downtime due to market-related conditions. This 

increased the fixed cost portion of our  manufacturing 

cost per tonne and lowered our  operating profit by 

$38 million. Downtime taken throughout 1996 by 

most of our  mills resulted in an  average annual oper- 

ating rate of 89% compared with 98% in 1995 and 

A b i t i b i - P r i c e ' s  P r o p o r t i o n a t e  O w n e r s h i p  I n t e r e s t  i n  P r i m a r y  P r o d u c t i o n '  
I f h o u s B n d s  0 1  f o n n e s l  

Newsprint ** Value-Added Total Average Operating 
Canada USA Canada Paper Efficiency Rate 

1997 Budgeted 1,093 331 626 2.050 87.0% 95% 
1996 Actual 979 319 560 1.858 86.1% 89% 
1995 Actual 1.117 309 631 2.057 85.3% 98% 
1994 Actual 970 300 585 1.855 84.7% 97% 
1993 Actual 915 300 528 1,743 82.9% 94 % 
1992 Actual 847 295 490 1,632 80.5% 94% 

Figures shown above include only 50% of the newsprint production of the joint venture mills. Our partners' 50% shares are not included 
because the manufacturing profits associated with that production are theirs. Had this production been included. 1996 production would have been 
319,000 11995-309.000; 1994-421,000l tames  higher. 

" Newsprint production figurer for 1994 and prior years have been restated to eliminate the production tonnes of the Pine Falls. Manitoba mill which we sold in 
September of 1994. In 1994.rhis represented 112.000 tonner of newsprint. In 1995. ar a result of the acquisition 0149% of Garpesia. an additional 122,WOtonnes 
of newsprint production from the Gaspesia mill were included in the abovs figures. 



Improved Manufacturing Efficiency 

Despite normal efficiency losses from shutdowns and 

start-ups when taking market-related downtime, our 

manufacturing efficiency actually improved compared 

with 1995 and 1994. For 1996, operating efficiency of 

88.1% for newsprint was significantly better than 86.8% 

for 1995 and 86.29: for 1994. Operating efficiency for 

value-added papers was down slightly at 80.8% during 

1996, compared to 81.2% in 1995 and 80.6% in 1994. 

Our improved newsprint manufacturing efficiencies 

lowered our manufacturing costs and increased operat- 

ing profit by $6 million compared lo 1995. The improved 

efficiency increased our nen,sprint capacity by 30,000 

tonnes in 1996. 

In 1995, our manufacturing efficiency improvement 

from 1994 allowed us to produce 31,000 tonnes more 

than in 1994. This increased our 1995 operating profit 

by $15 million as compared with 1994. 

Raw Materials 

While the cost of some of our key raw materials 

decreased in 1996, Lhe cost 01 others increased and the 

overall net impact was a $25 million increase in our 

manufacturing costs. 

In 1995, while paper prices rose, the cost of many 

M a n u f a c t u r i n g  C o s t s  D e c r e a s e  ( I n c r e a s e )  

lm1 l l lon l  01 C ~ n s d ~ a n  d o l a r f l  
- - 

Price 

Downtime S - 

Improved manufacturing efficiency 

Raw Materials: 
Krah pulp 
ONP / OMG 
Virgin wood fibre 

Power 
Labour and benefits 
Mill maintenance and supplies 
Emuem treatment 

of our key raw materials increased dramatically and 

the overall net impact was a $126 million incrrasr  in  

manufacturing costs. 

Kr@ 

In 1996, our average kraft pulp purchase prire was 

$778 per tonnr compared to $1,107 per tonne in 1995 and 

$643 per tonnr in 1994. These lower kraft prices reduced 

our manufacturing costs by $30 million in 1996 compared 

with 1995. Higher kraft prices in 1995 increased manu- 

facturing costs by $49 million compared with 1994. 

The installation of the two TMP facilities redured our 

requirements for kran pulp, but this was partially offset 

hy increased kran usage as a result of production dolm- 

time, as frequent downtime makes it difficult to maintain 

consistent quality without the addition of kraft pulp. In 

1995, the mills reduced kraft consumption by substituting 

virgin wood fibre in response to rising kratl prices. 

Overall, we lowered our use of kraft per tonne by 2% 

from 1995 and 18% from 1994, reducing our manufactur- 

ing costs hy $6 million and $16 million, respectively. 

ONP/OMG 

In 1996 our m ~ l l s  used 189,000 lonnes of vas t?  paper, 

unchanged from 1995 desp~ te  lower product~on le%els, 

1996 versus 1995 1995 versus 1994 
Volume Volume 

&Usage Total Price &Usage Total 

S (381 5 138) S - $ - $ - 

Chemicals 121 151 171 - - - 

Other, net con - 5 5 5 5 - 



and 10,000  tonnes more than 1994. On a per tonne basis 

we have increased the content of recycled fibre in the 

paper we produced in 1996 by 5% compared with 1995 

and 11% compared with 1994. 

The 1 9 9 6  prices we paid for old newsprint and 

magazines fell 52% from 1995 levels to an average of 

$131 per delivered tonne, reduring our manufacturing 

costs by $27 million from 1995. In 1995, prices for waste 

paper had risen 73% over 1994 prices, largely because 

collection systems at  the time were unable to meel Lhe 

higher demand in 1995. Rising prices in 1995 increased 

manufacturing costs by $21 million from 1994. 

Oir~ in  Wood Fibre 

Our wood fibre prices rose in 1996 for two primary rea- 

sons. First, stumpage rates were higher for our Ontario 

mills as the wood harvest in Ontario occurred primarily 

during the winter months, before rates decreased with 

paper prices. Stumpage rates for our Quebec mills, 

which are not tied to paper prices, increased by 1.5%. 

Higher stumpage rates were also the major cause of the 

increase in wood fihre costs in 1995 over 1994. 

Second, higher priced wood chips had to he substituted 

for roundwood fihre for use in the new TMP operations. 

Overall, higher wood prices increased manufactur- 

ing costs by $16 million. 

W h e r e  W e  S p e n t  O u r  R e v e n u e  D o l l a r s  
f r o m  O u r  G r o u n d w o o d  P a p e r  B u s i n e s s  

Sales 
Manufacturing Costs: 
Labour and pension costs 
Virgin wood fibre 
Purchased fibre (ONPIOMG 

and kraft pulp) 
Electric power, purchased 

and self-generated 
Maintenance (excluding 

maintenance labour costs) 
Chemicals 
All other manufacturing costs 

Cost of sales 
Selling and administrative costs 
Cost reduction initiatives 

Operating profit before non-cash 
depreciation charge of Be 
I1995 - 6e; 1994 - 9e) 0.20 0.32 0.09 

Power  

Based on the relative operating rates between 1996 and 

1995, we consumed more electric power in 1996 

because of higher operating rates, new TMP plants, sec- 

ondary treatment plants, and low water levels in our 

hydro resources. Overall, our power costs increased by 

$18 million. 

A v e r a g e  A n n u a l  N e w s p r i n t  A v e r a g e  A n n u a l  N e w s p r i n t  A v e r a g e  A n n u a l  N e w s p r i n t  
A b s o l u t e  E f f i c i e n c y  M a c h i n e  C a p a c i t y  P r o d u c t i v i t y  
i p ~ r ~ ~ n t ~ g e i  ( t h o u n a n d 5  o f  l o n n s s l  i k g i c m l  



l abour  and B e n e f i t s  

In 1996, our labour costs rose $16 million from 1995, 

primarily because unionized wages increased in arcor- 

dance with the settlement of the Company's collectivr 

bargaining agreements. These settlements represented 

a 3.5% increase in our wage costs i n  1996 and 5% anno- 

ally. In addition, inrreitses in mill salaries and benefits 

added to our labour costs in 1996. 

Our secondary effluent treatment plants, wlrirh were 

installed in late 1995, required additional workforce. This 

increase in employees was more than ufTset by the 

reduced workforre required hy the two nm.  TMP plants. 

M i l l  M a i n t e n a n c e  and  S u p p l i e s  

Mill maintenance costs inrreased 51 7 million in 1996 corn- 

pared with 1995. Additional maintenance was required as 

a result of start-ups and shut-doms associated with the 

market-related production downtime taken in 1996. Fur- 

thermore, many mills took the oppo~tunity to perform 

unscheduled preventative maintenance during this time. 

Effluent Treatment  

The secondary emuent treatment plants at our Canarli- 

an mills were in operation throughout 1996. The major- 

ity of these plants were completed during the third and 

fourth quarters of 1995 in compliance with regulatory 

requirements. In addition to power and labour costs to 

operate these plants, they also required chemicals, 

equipment and other operating supplies, which 

increased our manufacturing costs by $11 million in 

1996, as compared with 1995. 

Chemicals 

The change in our product mix to higher quality and 

higher brightness papers increased our use of chemi- 

cals in 1996, adding $7 million to our manufarturing 

Costs as compared with 1995. 

Office I'roducls 

Business Expansion 

The Office Products Division distributes information 

processing supplies, offire products and computer 

p r r iph~ra l s .  Our rustomers include specialized conr- 

puter supply dealers, offire prorlucts stationers and 

major retailers. \Ve rlislrihute name hrand products 

including printer toner, ink jet cartridges, data storage 

devices, computer arressories, printers, faxes, person- 

al copiers and traditional oll'ice supplies. The division is 

hecoming a global provider of a selected range of goods 

and services. 

In  June 1996, we expanded our distribution busi- 

ness by acquiring the Tenen Data Corporation (Tenrx), 

a Canadian, privately held distributor of information 

processing supplies and data storage produrts an<! ;I 

converter and distributor of computer forms. 

We also expanded our services business in 1996. 

This husiness 11egan in 1995 and grew in 1996 with the 

addition of two major distribution contracts in Europe 

and the acquisition of a small s e r v i c ~ s  company in the 

l'.S. In addition, we began an operation to take advan- 

tage of rapidly expanding distribution opportunities in 

the har coding industry. 

O p e r a t i n g  P r o f i t  

Operating profit was $10 million in I996 61Iler one-time 

costs of $2 million - equal lo that of 1995. One-time 

costs incurred in 1996 included investments in start-up 

operations and rosts associated with the start-up of ne\v 

businesses and for investigating potential acquisitions 

we eventually decided not to pursue. Trnex operating 

profit of $2 million subsequent to the acquisition date 

offset these one-time costs. 

Operating profit trended upnard during 1996 - to  

the point where the fourth quarter's operating profit 

was equal to that of the lirst nine months of the year. In 

addition to Tenex, the improvement in the last quarter 

was attrihutahle to our new conlpnter syslrms, next (lay 

delivery service and warehouse rationalization. 

Operating profit of $10 million for 1995 was $3 mil- 

lion less than in 1994. In 1995, sales were up 7% from 

1994, however, this was offset by higher d ~ l i r e r y  costs 

including start-up of next-day delivery programs, lower 



O f f i c e  P r o d u c t s  B u s i n e s s  
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S a l e s  O p e r a t i n g  P r o f i t  

margins on computer-related products, and one-time 

charges for new information systems and a warehouse 

rationalization program 

S a l e s  u p  and  M a r g i n s  Improved 

In 1996, sales were $647 million, an increase of 36% 

from 1995 and 46% from 1994. Just under half of the 

increase in 1996 was attributable to the acquisition of 

Tenex. Excluding Tenex, the existing business was able 

to hold margins at the same levels as in 1995, a major 

accomplishment when compared with industry trends. 

Outlook 

1997 is looking very promising as evidenced by the 

improvement of earnings in the last quarter of 1996. Our 

recent investments in new information systems, ware- 

house rationalization and our delivery programs, in 

addition to our investments in new businesses, have set 

the stage for growth and improved profitability in 1997. 

With the Tenex acquisition, we believe that the divi- 

sion is now large enough to he a significant competitor 

in its industry. ARer examining our value creation strat- 

egy, we have decided that all future growth must be 

financed within the division itself. Accordingly, we are 

assessing the potential for a future sale of this division. 

Brokerage Business 

N e w s p r i n t  

The Company acts as broker for our joint venture part- 

ners' 50% shares of production of the Alabama and 

Augusta mills. Under the joint venture sales agreements, 

we purchase and then resell this paper. The sales and 

cost of sales are recorded in our financial statements. 

We also act as commissioned sales agent for Pine Falls 

Paper Company which operates the Manitoba newsprint 

mill we sold in September 1994. We do not purchase or 

resell the production of the Pine Falls mill. Only our sales 

commissions are included in the fmancial statements. 

Before selling and credit risks, we earn a commis- 

sion of between 2% and 3% of sales. Over the last three 

years, we brokered newsprint for the following mills: 

( t h 0 ~ 8 0 n d ~  o f  t o n n e % )  1996 1995 1994 
- - 

Joint Venture Palmers' Newsprint Production 
Alabama River Newsprint Company 121 116 113 
Augusta Newsprint Company 198 193 187 
Gespesia Pulp & Paper Company - - 121 

Total Brokereoe Newsorint 319 309 421 

Newsprint Sold on Commission Basis 
Pine Falls Paper Company 154 171 58 

Lumber and  Pane lboard  

Until the third quarter of 1996, the Company acted as a 

marketer of lumber and panelhoard produced by third 

parties. The products were purchased and resold with the 

sales and cost of sales recorded in our fmancial state- 

ments. In 1996, we sold 129 million hoard feet (1995 - 

263 million; 1994 - 291 million) of lumber and 382 mil- 

lion square feet (1995 - 431 million; 1994 - 354 million) 

of panelboard products. 

In accordance with agreements, the suppliers 

elected to take over the marketing of these products. As 

a result, we discontinued lumber sales in June 1996 and 

panelboard sales in August 1996. The elimination of 

these businesses will reduce our brokerage sales by an 

estimated $235 million and opwating profit hy $7 mil- 

lion per year. 



Our Cornerstone strategy and cost reduction activities 

have enabled us to maintain positive cash flow from 

operations despite the unfavourable market conditions 

experienced in 1996. The $262 million in cash generated 

by operations in 1996 was $261 million below record 

cash from operations of $523 million achieved in 1995 

and $242 million above 1994. 

$118 million of cash availahle at the end of 1995, 

$124 million of borrowings on our  long-term lines of 

credit, $14 million received on redemption of the pre- 

ferred shares of Perkins Paper in 1996, and cash of 

$262 million generated by operations for the year were 

primarily used to increase corporate value through: 

lrnillionr o f  C a n a d i a n  d a l l a r r l  
- ~- 

1996 1995 1994 

Capital spending: 
Cost reduction a n d  mill 

improvement $ 289 $ 198 $ 10 
International growth 22 - - 
Environmental 20 118 72 
Integrated business 

systems 15 11 - 
Repayment of long-term debt 77 66 - 

Acquisition of Tenex 47 - - 
Payment of dividends to 

common shareholders 36 16 - 

Purchase and cancellation of 
8.7 million common shares - 194 - 

Overall, cash on hand decreased to $60 million at 

December 31, 1996 from $178 mill~on at Decemher 71, 

1995 and $272 million at December 31, 1994. 

CAPITAL SPENDING 

Our core business is capital intensive and wise spending 

is essential to our continuing cost competitiveness. 

Expenditures on the TMP plants at our Iroquois 

Falls, Ontario and Alma, Quebec mills amounted to $156 

million in 1996, with a total of $242 million spent over 

1995 and 1996. Other capital improvements at our mills 

designed to improve efficiency and reduce costs totalled 

$133 million. Major projects included improvements lo 

paper machine at Kchogami, and pre-engineering costs 

incurred as  part of the assessment of options that could 

lead to Khogami  meeting our Cornerstone criteria. 

To promote international growth, we spent $22 mil- 

lion on a used newsprint machine in Peru. The expected 

cost to dismantle and ship the machine when we find the 

right investment opportunity is $2 million. 

The upgrade of our romputer systems continued in 

1996. In 1996 we spent $15 million on this project, alrd 

$11 million in 1995. These new systems are expected 

lo enhance business operations, decision making and 

customer srrvice. The new systems have already been 

sucressfully installed at two of our mills. 

During 1995 and 1994 we spent $118 million and 

$72 million, respectively, on environmental projects, 

including the construction of secondary effluent treat- 

ment plants at seven of our Canadian mills. 

CAPITAL STRUCTURE 

Shareho lders '  Equi ty  

In 1996, shareholders' equity increased hy $93 million 

with net earnings of $104 million and the conversion to 

common shares of the remaining $24 million convertible 

suhordinated dehentures (the Debentures). Four quarter- 

ly dividends were declared, for a total cost of$36 million. 

Common Shares  Outstanding 

The number of common shares outstanding increased by 

1.8 million shares to 89.0 million shares at December 31, 

1996. The Debentures were converted into 1.6 million 

common shares in the first quarter of 1996 and stock 

options exercised dnring the year resulted in the issue of 

an additional 0.2 million common shares. 

LIQUIDITY 

The Company's liquidity strategy is aimed at maximiz- 

ing financial flexibility hy maintaining access to diverse 

funding sources, a liquid~ty reserve, credit capacity and 

leverage in the 35% Lo 40% range, on average. In 1996, 

our net total debt increased by $47 million as  cash from 



operations was insufficient to cover our capital expendi- 

ture program. At December 31, 1996, our net debt to 

total capilalization ratio was 37%, as  compared with 

33% for 1995 and 42% for 1994. 

R e p a y m e n t  o f  D e b t  

During 1996 we repaid U.S.$17.4 million of our 10.65% 

Series H debentures, and the remaining debentures, 

U S 3 1 5  million, were repaid in thr first quarter of 1997. 

In addition, U.S.537 million was repaid by our newsprint 

joint ventures. 

On March 31, 1997 all of the Series F Preferred Shares 

were redeemed, for an aggrrgate redemption price of 

$10 million. 

I n t e r e s t  Expense  

Interest expense incurred on long-term debt in 1996 

decreased $17 million compared with 1995, and was 

$30 million lower than in 1994. lnterest expense in 1996 

was $0 million lower than 1995, and $12 million lower 

than 1994 due to the conversion of the Debentures in 

late 1995 and early 1996. Interest capitalized to major 

projects lowered 1996 interest expense by $11 million 

as compared with $9 million in 1995 and $1 million in 

1994. Lower levels of joint venture debt in 1996 com- 

pared with 1995 reduced interest expense by an addi- 

tional $7 million o f f s ~ t  by a $1 million increase from 

higher average recourse debt. Debt levels in 1995 were 

lower than those in 1994, resulting in reduced interest 

charges of $2 million in 1995, as  compared with 1994. 

C Y C L I C A L  NATURE O F  PAPER INDUSTRY 

Historically, the paper industry has been cyclical in 

nature. Over the past three years, newsprint prices have 

ranged from n low of U.S.$425 per tonne in January 1994 

to a high of U.S.$750 per tonne from October 1995 

through to March 1996 and back down to U.S.5510 per 

tonne in December 1996. 

In our 1995 Annual Report we stated that we 

believed "the focused efforts in the last five years, 

including our  Cornerstone strategy, cost reduction 

efforts and our commitment not to build new newsprint 

capacity in North America will make us stronger in the 

next downturn.'' In 1996, we continued to generate 

positive operating cash flow even though a market 

downturn occurred. Our two new TMP facilities have 

contributed to lowering our costs by $8 million in 1996, 

and we expect total annual operating cost savings from 

these projects to be $60 million. 

While we are very sensitive lo market and specifically 

price fluctuations, wc are making the Company better ahle 

to weather these downturns and to compete in interna- 

tional markets against tough competitors. 

F O R E I G N  E X C H A N G E  

The Company's exposure to U S .  dollar denominated sales 

and expenses represents the dominant foreign exchange 

risk faced by the Company. Of the Company's net rev- 

enues, 80% are US. dollar denominated, and 66% of our 

international sales are US. dollar denominated with the 

remainder in local currencies. Comparatively, only 36% of 

our expenses are in United States dollars. This exposure 

results in cash flow and earnings volatility, shifting our 

cost competitiveness against other global producers. 

The Canadiau - US. dollar exchange rate is one of 

the key factors in determining the Company's long-term 

profitability. Accordingly, we have an exchange rate 

management program in place to partially protect 

against rapid appreciation in the value of the Canadian 

dollar in relation to the U S .  dollar. 

A v e r a g e  M o n t h l y  U.S. D o l l a r  V a l u e  of t h e  
C a n a d i a n  D o l l a r  1986-1996 



In 1996, we revised our foreign exrhange risk man- 

agement policy under which we principally manage our 

exposure to changes in the exrhange rate between the 1l.S. 

dollar and the Canadian dollar. Thr  new policy is to hedge- 

portions of forecasted U.S. dollar rash Slows at decreasing 

levels for periods out to five years, using forrign exchange 

forward contracts. Previously, the Company used a 

program of foreign exchange options and forward rate 

contracts for periods of up to 12 mnntlis. This program is 

further described in note 18 to tlie Company's financial 

statements on page 45 of this Annual Report. 

The overall objective of the policy is lo assist in 

adding value by minimizing the polential impat~t of 

foreign exchange fluctuations through contrnlled man- 

agement of foreign currency exposures occurring natn- 

rally from our core business artivities. Since our 

principal paper markets are outside Canada, exposure 

to exchange rate risks cannot he eliminated. Although 

we believe we are prudently protecting ourselves, we 

expect this business risk will always be with us. 

INTEREST RATE SENSITIVITY 

The revolving-term credit facility represents the 

Company's only floating rate recourse dpbt, and this facil- 

ity matures in February 1998. With $124 million of this 

debt outstanding at Decenmbrr 31, 1996, the Company has 

limited exposure to interest rate movements. It is not the 

Company's intention to h a w  outstanding drht from this 

facility for any extended period of time. 

L A B O U R .  POWER A N D  F I B R E  STRENGTHS 

In 1996, our management, unions and employers conlin- 

ued their efforts to lessen the in~pact of higher costs by 

the efficient management of the Company's three largrst 

cost components. \Ve view these three inputs as  our 

main strength: a stable and skilled workforce, a sprure 

fibre supply and self-generated hydro-electric power. 

l a b o u r  stability 

We contmued to benefit in 1996 from a stable 

labour/managemenl relat~onship as we entered the 

fourth year of live-year la l~nor  contracts with our major 

unions, the Cornmuniratious, Energy and Paper\\orkers 

llnion (CEP), the Cnnfedrratinn of Na t i~~na l  Trade 

Lnions (CXTU), the International \\nodworkers of 

n ~ e r i c a ,  and the Office and Professional I:mplogees 

International Llninn (OPEIII). 

Ihwing 1996 wage negotiations were concluded with 

the ~rnions for the remaining two gears of tlw contracts. 

Each of the settlements was reached without any lallour 

disruptions, \vhicll signifies the strength of tlie relation- 

ship bet\\-een the Cumpan! and its unionized ?mployees. 

Fibre supply 

One of  thr  natural strrngllis of thr  Company is the 

secure supply of sufficienl wood fibre to sustain its 

mills. The Company manages 6.1 million hectares of 

both rompany-o\r-ned and c r o w - i r e n c  land in 

eastern Canada and the southern llnited States. On 

average the Company harvests less than half of one 

percent of its total la l~dbase  annually. This supplied 

47% of the virgin fibre we used to make our products, 

r i ther dirwlly a r  through exchanges of roundwood b r  

chips. \\'ithout our fibre rrsonrres,  we would h a w  

paid over $30 million more to purchase the wood fibre 

we needed. 

In arldilion to our ~wlting licences, we have rnlered 

inlo long-term conlrarls m i l l 1  local sanlnills. 

In 1996 M,P continued to work on a co~nl,rrhensive 

fibre competence strategy to determine how we can hest 

utilize lhe Company's vast fillre rrsourres. Each rvood- 

lands operations has hren analyzed to nptimize sourc- 

ing and operating practices, and to ensure that 

sustainable forest managemrnt is being prartised. In 

1996, these rfforts resulted in savings of $2 milli~m. In 

1997 and 1998, we expert further savings of $12 million. 

Purchased Fibre 

Many of our operations use kraft pulp and/or OUP and 

051G. In 1995 we saw significant price inrreases for these 

raw materials. In 1996 these prices fell. In tlie last quar- 

ter of 1996, the prices for kran pulp increased. However, 



A b i t i b i - P r i c e  1 9 9 6  F i b r e  R e s o u r c e s  

Virgin Wood Fibre Cuuing Rights 1996 1996 Harvest 

Mill Business Unit 

Chandler 
Stephenville 
Iroquois Falls 
Grand Falls 
Kenogami 
Alma 
Beaupre 
Fort William 
Alabama*" 

I f h o u s a n d ~  o f  h e c t a r e s 1  

Owned Leased Total 
- 418 418 

- 

60 1,184 1.244 
114 1.725 1.839 
- 646 646 
- 982 982 
48 154 202 

201 732 933 
- - - 

Wood k a g e  
(000s m31 

51 2 
437 
677 
462 
380 
455 
401 
294 
230 

Harvest 
(000s m31 

402 
158 
370 
309 
200 
206 
69 

239 
- 

ass% 
of usage - 

79% 
36% 
55% 
67% 
53% 
45% 
17% 
81 % 
- 

AugustaX* 11 11 332 - - - 

Total 434 5.841 6,275 4.180 1,953 47% 

Stephenville shares virgin wood fibre cualng rights with the Grand Falls. Newfoundland mill. 
" Figures shown reflect our 50% ownership interest in these mills' production. 

an announced increase for January 1, 1997 was delayed 

and may he pushed into the second quarter as kran ship- 

ments remain weak. Higher prices for ONP and OMG are 

also anticipated in 1997, hut prices for kraft and recycled 

fibres are expected to remain below 1995 levels. 

With the start-up of the TMP plants at Alma and Iro- 

quois Falls, our kraft consumption decreased hy 7,300 

tonnes in 1996. On an annual basis our kraft consumption 

will be reduced by 19,000 tonnes. This will significantly 

lower our exposure to kraft price Increases in the future. 

Power Advantage 

Electric power is one of the largest cost components for a 

paper manufacturer. Any increase in electricity rates has 

significant impact on our costs and competitive position. 

We are nearly self-sufficient at four of our eight 

Canadian mills, generating over 40% of the power 

needed by our wholly owned mills. This gives us an 

advantage over many paper manufacturers. 

In 1995 and 1996 we examined our hydro-electric 

resources and needs with a goal to reduce both our elec- 

tricity costs and our reliance on externally purchased 

power. We expect future power savings over the next 

two years from this effort in general. 

C O N S I S T E N T  H IGH PERFORMANCE 

Consistent High Performance (CHP) is an initiative that 

focuses on building management skills to improve the 

performance of existing equipment. From 1994 to 1996, 

CHP has resulted in savings of approximately $30 mil- 

lion. This initiative is ongoing and we antiripat? further 

annual savings of $12 million during 1997 and 1998. 

CORNERSTONE UPDATE 

Seven of our ten mills have achieved Cornerstone status. 

Reaching Cornerstone status means we believe the mill 

is a worldwide first-quartile low-cost producer, has long- 

term markets for its paper, and will have positive cash 

flow after all required capital expenditures over the 

next 10 years, even at anticipated cyclical pricing lows. 

Achieving Cornerstone is only the first step; we 

have to ensure that our mills remain at this high level of 

performance, regardless of changing market conditions 

such as an escalating Canadian dollar. 

We are proud of the improvements our three non- 

Cornerstone mills have made, but they still have farther 

to go. We will resolve the non-Cornerstone mills as 

quickly as we can, but only when we are sore that we 

have explored all the opportunities and we are able to 

makc thc dccision that provides the best value. 

We recently announced our intention to offer for 

sale our Fort William newsprint mill and woodlands. If 

it is sold, the proceeds will he reinvested in the Compa- 

ny's core business operations. As previously mentioned, 

we are reviewing a number of options for our Keoogami 

and Chandler mills. 



CONTINGENT LIABILITIES 

As of December 31, 1996, the Company had been named 

as a defendant in a number of lawsuits. This topic is dis- 

cussed in note PO to the Company's financial statements 

on page 46 of this Annual Report. 

ENVIRONMENTAL REGULATION 

Fmm 1994 to 1996, $210 million of the Company's total cap- 

ital spending was targeted at projects providing a return to 

the environment, such as recycling capacity additions and 

secondary emuent Vcatment plants. This does tlut include 

an additional $45 million each year spent to operate the 

Company's emuent treatment plants and undertake refor- 

estation and other forest protection measures. 

In 1995, the Company completed the construction of 

seven secondary emuent treatment plants at its Canadian 

mills at a total cost of $160 million ($90 million below the 

original $250 million estimated cost). All of the Com- 

pany's mills are now equipped to comply fully with cur- 

rent environmental standards. 

While it is difficult to forecast the pace or direction of 

future regulations, we think our current efnuent systems 

are more than capable of satisfying government standards 

for the foreseeable future. 

On February 14, 1997, we announced our agreement to 

amalgamate with Stone-Consolidated Corporation. 

Upon amalgamation, the two companies will continue 

as one corporation carrying on the same operations with 

the same assets and liabilities as  currently held by the 

ha0 corporations. 

The amalgamated company will have an annual 

capacity to produce 4.4 million tonnes of publication 

The Company's operating profit will he impacted by the 

following sensitivities: 

1 9 9 7  O p e r a t i n g  P r o f i t  S e n s i t i v i t i e s '  
l m i l l l o n s  of  C a n a d i a n  d o l l s r r i  Impact on 

Fully- 
diluted 

Operating Net Earnings 
Profit Earnings Per Share 

Each U.SP5O change in 
transaction price per tonne of: 
Newsprint: 

North America $ 55 $ 36 40 e 
International markets 38 25 25 

SC paper 7 5 5 
Alternative OffsetTV paper 9 6 5 
Directory paper 7 5 5 

Specialty paper 7 5 5 
Manufacturing cost changes: 

U.S.$5O change in krafl pulp 
price per tonne 5 3 3 

Cdn.$l change in fibre costs 
per cubic metre 5 3 3 

1 day of paper manufacturing 
downtime 3 2 2 

U.S.Sl0 change in ONPIOMG 
price per tonne 2 1 1 

1% change in electricity rates 2 1 1 
Foreign exchange: 

U.S.le change in the relative value 
of the Canadian dollar 17 11 12 

'bared on budgeted volumes and prices 

papers, including newsprint, directory, high-bright off- 

set papers, supercalendered papers and other value- 

added grades. In addition, the amalgamated company 

will have an  annual capacity to produce 430 million 

hoard feet of lumber at its seven sawmills and 160,000 

tonnes of kraft market pulp and krafl papers. 

Shareholder approval of the amalgamation is being 

sought in the second quarter of 1997. 



The consolidated financial statements and all other inSol'- 

mation in the Annual Report are the responsibility of man- 

agement and have been approved by the Hoard of Directors. 

The financial statements have been prepared by man- 

agement in acrordance with accounting principles gener- 

ally accepted in Canada and include some amounts whirl1 

are based on best estimates anrl judgements. Financial 

information provided elsewhere in the Annual Report is 

consistent with that shonn in the financial statements. 

The integrity of the financial statements is supported by 

an extensive and comprehensive system of internal arconnt- 

ing rontrols and internal audits, the latter bring coorrlinated 

with reviews and examinations performed by the sharehold- 

ers' auditors in the rourse of satisfying themselr-es as to the 

reliability anrl objertirity of the finanrial statmients. 

The shareholders' and internal auditors have free and 

indepmdent access to the Audit Committee which is rom- 

prised of four non-management ~nembers of the l3oard of 

Ilirertors. The .Audit Committee, which meets regularly 

throughout the year with members of financial manage- 

ment and the shareholders' and internal auditors, reviews 

the consolidated financial statements and rerommends 

their approval to the Roard of Directors. 

The accompanying consolidated financial sfatmierlts 

have been examined by the shareholders' auditors, Price 

Waterhouse, whose report follows. 

PATRICK G. CROWLEY 
Senior Mce~Presidenl and Chief Hnanrinl Officrr. 

To Till< S l t  \ l \ l< l lo l . l~Kl~s  0 1 :  ~ \ l3 lTl l~l - l ' l< l l ;~  I \ ( ; .  
We have audited the ronsolidated balance sheets of Ahitibi- 

Price Inr. as at December 31, 199fi and 1995 and the cmi- 

solirlated statements of earnings, retained earnings and 

changes in cash position for each of the three yrars in the 

period ended December 31, 1996. These consolidated 

financial statements are the responsibility ofthe rompany's 

management. Our responsibility is to express an opinion on 

these financial statements based on our audits. 

We conducted our audits in accordance with generally 

accepted auditing standards. Those standards require that 

we plan and perform an arldit lo obtain reasonable assur- 

ance whether the financial statements are free ol'material 

Junuary29, 1997, except 
note 22 which is a$ a1 February 14, 1997 

misstatement. An audit includes examining, on a test basis, 

evidenre supporting the amounts and disclosures in the 

finanrial statements. An audit also inrlurles assessing the 

arrounting principles used and significant estimates made 

by managemenl, as r\.ell as evaluating the overall financial 

statement presentation. 

In our opinion, these linancial statements present fairly, 

in all malel:ial resperts, the finanrial position of the com- 

pany as at 1)erember 31, 199fi anrl 1995 and the results of 

its operations and the rhanpes in its finanrial position for 

each of the three years in the period ended December 31, 

1996 in arrordanre with Canadian generally arrepted 

accounting principles. 

Toronto, Ontario 



year e n d e d  oecernber 31 i rn i i iaans  o f  c a n a d s a n  d o l l a r r .  e x c e p t  p e r  s h a r e  a m o u n t s 1  19% 1995 1994 
~ . 

Net sales 

Cost of sales 
Selling and administrative expenses 
Depreciation and depletion , 

Restructuring costs (note 41 
. .- - 

~- 

Operatirig pmlit from continuing operations 

Interest expense 
Unusual items (note 51 
Other income and expense, net (note 61 - ~- 
Earnings Iloss) from continuing operationsbefore income taxes 

~ ~ 

Recovery of lprovision for1 income taxes (note 71 1591 I1461 29 
--- ~~ - 

Eamings l l o s l  from continuing operations 104 272 I521 
p~ - 

Loss on disposal of discontinued operations, net of income tax recoveries of $2 (note 81 - - (41 - 
Ndt earnings (loss) for the year S 104 $ 272 $ I561 

Per common share: 
Earnings (loss) from c0ntinuin.g operations S 1.17 $ 3.24 $ 10.621 
Earnings lloss) for the year 

Basic 1.17 3.24 10.661 
Fully diluted 1.14 2.90 10.661 

Dividends declared 0.40 0.30 - 

Dividends payable 0.10 010 - 

Weighted average number of common shares outstanding l r n v i i < o n r l  

Basic 88.7 84.0 84.4 

Fully diluted 91.4 95.4 96.6 

Fully diluted number of common shares outstanding i r n ~ l l i o n s ~  91.5 91.4 99.6 

Yaer s n d s d  D e c e m b e r  31 i m ~ l l ~ o n s  o f  C a n s d l a n  d o l l a r r l  

Retained earnings, beginning of year - - - ~ 

Net earnings llossl for the year 104 272 1561 
- - .- - - 

506 - 570 303 

Dividends declared 1361 1251 - 

Purchase of common shares in excess of average stated capital lnofe 151 - I1401 - 

Unamorlized convertible subordinated debenture issue costs, 
net of income tax recoveries of $1 (note 141 - (31 - 

Expenses of common share issue, net of income tax recoveries of $2 - - 
~ 

151 - 
'Relainad earnings, end of year 1 470 . $ 402 $ 298 



Oerernber  31 lmillionr of  C a n a d i a n  dollarrl 

. tssrrs 
Current assets 

Cash and deposits 
Accounts rece~vable (note 91 
Inventories (note 101 
Prepa~d expenses 

Fixed assets (note 111 

Investments and other assets lnote 121 
Deferred pension cost 
Goodwill 

e e l  

LI \HII . ITIES 
Current liabilities 

Bank loan 
Accounts payable and accrued liabilities 
Dividends payable 
Income taxes payable 
Current portion of long-term debt 

Recourse (note 131al1 

Long-term debt 
Recourse lnote 131aN 
Non-recourse - joint ventures lnote 13lb11 

Deferred income taxes 
Convertible subordinated debentures lnote 141 
preferred shares (note 151 10 10 

1391 1.356 

Skr \REIIOI.I)ERS' EQIJ~I 'Y 
Common shares lnote 151 
Retained earnings 470 402 

1.108 1.015 

S 2.49 $ 2.371 

Approved by the Board of Directors: 

Director Director 
/ 



year andsd oecernber 31 lmi l l ionr  o t  canadla" d o l l a r r l  1% 1995 1994 

Continuing operating activities 

Earnings (lossl'from continuing operations S 104 % 272 % 1521 

Depreciation and depletion 126 113 111 

Restructuring costs 28 - - 

Unusual items - 14) 21 

Provision for (recovery of) deferred income taxes 49 150 1321 

Other non-cash items 2 23 (3) 

309 554 45 

Changes in the non-cash working capital components of continuing operations (note 161 1471 (311 125) 

Cash generated by continuing operating activities 262 523 20 

Financing activities of continuing operations 

Increase in (repayment of) long-term debt and bank loan, net 47 (66) 6 

Purchase of common shares for cancellation - (194) - 

Retirement of preferred shares - (1) 16) 

Issue of common shares, net of expenses - - 169 

Cash generated by (used in) financing activities of continuing operations 47 (261) 169 

Investing activlies of continuing operations 

Additions to fixedassets, net of $6 (1995 -$8; 1994 -$2) of investment tax credits (346) (327) 182) 

Acquisitions (note 3) (47) - 12) 

Decrease (increase) in investments and other assets 5 15) (91 

Proceeds from sales of discontinued operations and operating divisions. 

net of $40 debentures received from purchasers - - 33 

Cakh used in investing activities of continuing operations 13881 13321 (60) 

Dividends paid to common shareholders (361 (16) - 

Cash generated by (used in) continuing operations (115) (861 129 

Cash used in discontinued operations (3) (8) (7) 

Increase ldecreese) i n  cash during the year (118) (94) 122 

Cash and deposits, beginning of year 178 272 1 50 

Cash and deposits, end of year $ 60 $ 178 $ 272 



Sellino & 
Net Cost of Gross ~dminist ra& Restructuring 

Sales Sales Profit Expenses Depreciation Costs 
~- -~ .. 

Newsprint"] 5 994 S 730 S 264 S 71 S 81 S 15 
Value Added -- 576 -. .- ~ 

392 184 32 42 13 - - - -- 
Total Paper"' 1.570 1.122 448 103 123 28 

Office  product^'^' 647 602 45 32 3 - 
Lumber & Newsprint Brokerage"la15' 373 367 6 4 - - 

Discontinued - - - - - - 
- - . -- -. 

S 2.590 f 2.091 f 499 S 139 S 126 S 28 

1995 - -~ - 
Newsprint"' $ 1.150 $ 701 $ 449 $ 61 $ 75 $ 4 
Value Added ~ .~ 652 429 -- 223 -. 32 - ~~ 37 2 

Total Paper'2' 1.802 1.130 672 93 112 6 
Office Productsl'l 476 443 33 22 1 - 

Lumber & Newsclrint B r ~ k e r a a e " ' ~ ' ~ '  504 490 14 5 - - 

Discontinued - - - - - - 
- -~ . ~ - -. 

$ 2,782 $ 2.063 $ 719 $ 120 $ 113 $ 6 

1994 
-- -. - .- .- - - 
Newsprint"' (6 748 16 634 $ 114 $ 43  $ 75 $ 5  
Value Added 428 356 72 .. 25 35 3 

Total Paperlzl 1,176 990 186 68 110 8 
Office Productsi3' 443 408 35 21 1 - 

Lumber & Newsprint Br~kera(/e"":~'~' 491 481 10 5 - - 

Discontinued - - - - - - 

$ 2,110 S 1.879 S 231 $ 94 $ 111 $ 8 

~ ; E O ( ; l < ~ l ~ l l l ( :  ~ l ~ : ( ; \ 1 E Y l ' S 1 )  
y e a r  e n d e d  oecembsr 3 1  Selling & 
imill~ons 01 C a n a d l a 0  do l l a r s1  Net Cost of Gross Administrative Restructuring 
1996 Sales - Sales Profit Expenses Depreciation Costs 

Canada $ 307 S 251 S 56 S 10 S 9 t a 
USA 1,709 130  369 85 77 - 
Internationalnl 574 ' 500 74 44 40 - 

S 2.590 S 2.091 S 499 S 139 S 126 S 28 

1995 -- .- 

Canada $ 276 $ 207 $ 69 $ 11 $ 11 $ 1  
USA 1,924 1.446 478 78 73 5 
In te rna tmal~ l l  582 410 172 31 29 - 
-. -- 

$ 2.782 $ 2.063 $ 719 $ 120 $ 113 $ 6 

1994 

Canada $ 206 $ 176 $ 30 $ 8 $ 10 16 8 
USA 1,529 1,361 168 62 73 - 

lnternational121 375 342 33 24 28 - 
- 

$ 2,110 $ 1.879 $ 231 16 94 $ 111 $ 8 



Paper paper / 
Produced Sales Fixed Asset Total operating 

Profit 

t 97 

lows oftonneri 1- .. A y ~ t ~ o n n "  Assets 

1.298 1.305 S 1.676 

Paper 
Operating I Produced Paper Sales 

Profit iws of tonnerl 

5 206 2,177 2.185 

Fixed Asset Total 
Additions 3' - - 

Assets 

S 328 S 1.870 
9 590 

ll In 1994, 121,WO tonnea of Gasperia newsprint pro- 
u I on h e r e  ncl a m  nihe o r o w a g e  o.rmerr 
ICC l#nanr8a. I lalpmenl note 3 0,l In 1995 ano 1996 

Garurr d e a r  *no , onneo bu m e  Comoani an0 
104% of its results were included with the neksprlnt 
busmess. 1994 inciudes 112,000 tonnes of newsprint 
produced by the Pine Falls, Manitoba mill prior to its 
sale in Seofember 1994. 

2) The ~ape;Bus#ness conslsts of the Company3 elght 
wholly owned paper m8llr and 50% of the Company's 

Bnd ~og& sew ice^. 
4) The Brokerage Business represents sales of lumber 

and panelboard products for third p a n m  and sales 
of the Company's iaint venture p a n n e d  share of 
oraductlon of the nawrorint ioint venture mills. Lum- 
ber and panelboard sales w i r e  discontinued by the 

at newsprint sold for the Pine Falls paper Company 
following its sale in September 1994. The f~gurer  for 
paper production and sales do not mclude those of 
the Pine Fails. Manitoba mlil akar Seofember 1994. 
35 they repre& commiss~on revenues only 

61 Fixed asset additions lnciude adjustments for 
amounts in accounts payable and accrued liabilities 
related to capital expenditures. 

11 Geographic segments reflect the uitmate sales d e s ~  
t~natian for the products. Sales and cost 01 sales by 
manufacturing or purchase source location are as  
follows: 

1996 

Canada 
USA 

roar 

1994 

Canada 5 1.375 S 1.085 
USA 685 747 
l~temational 50 47 

S 2,110 $ 1.879 

21 ntcrna! m a !  malrelr cons n 01 a rnarse.7 0 is c e  
Canaaa an0 m e  .nwo Stales 

31 Ffred arrel aoml ullr i l c  .oe do .nmcnh lo, 
amounts in accounts payable and accrued lhabilitles 
related to capital expenditures. 



1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

These financial statements are exprcssed in Canadian 

dollars and are prepared in accordance with accunntirlg 

principles and di'sclosure standards generally acrepled in 

Canada (Canadian GMP). The statements of earnings and 

changes in cash position include three years information 

for comparative purposes. These financial statrmenls are 

not intended to provide other disclosures which would typ- 

ically he found in financial statements prepared in accor- 

dance with generally accepted acconntinfl standards in the 

United Stales ( U S  GMP). 

(a)  Basis of presentation The financial statements ron- 

solidate the accounts of Abitibi-Price Inc., its subsidiary 

companies, the Company's proportionate inlerest in its U.S. 

joint venture partnerships comprising Augusla Newsprint 

Company (Augusta) - 50%, Alabama River Newsprint Conl- 

pany (Alabama) - 50% and Alabama River Recycling Com- 

pany (Alabama Recycling) - 5074, and its ownership 

interest in Gaspesia Pulp & Paper Company Limited 

(Gaspesia) - 51% to Decemher 15,1994 and 100% aRer that 

date (see note 3 (h)). 

(b )  Use of estimates The preparation of financial state- 

ments in conformity with generally accepted arrounting 

principles requires management to make estimates and 

assumptions that affect the reported amounts of assets and 

liabilities and the disclosure of contingent assets and liahil- 

itles at the date ofthe financial statements and the amounts 

of revenues and expenses for lhe reported period. Actual 

results could differ from those estimates. 

(c )  Translation of foreign currencies Assets and liabili- 

ties denominated in foreign currencies are translated at 

year end exchange rates. Revenues and exprnses are trans- 

lated at prevailing market rates. 

The net U S .  dollar assets of self-sustaining joint ven- 

tures and subsidiaries hedge a portion of the Company's 

U S .  dollar deht. Any remaining US. dollar deht is hedged 

hy future U S .  dollar revenues. Exchange gains or losses 

on U.S. dollar deht hedged by future revenue are  

deferred and included in earningsin the period that the 

revenue is earned. 

Id) Financial instruments Realized gains and losses on 

option and forward exchange rate contracts that hedge 

antiripated revenues are included in earnings when lhe 

revenue is earned. 

le) Inventories lnven to r~e~  are valued at the lower of 

average rost and net recoverable amount. 

I f )  Fixed assets and depreciation Fixed assets are  

rerorded at cost, which irlcludrs capilalized interest 

and preproduction costs. Investment tax credits and 

government capital grants received reduce the cost of 

the related fixed assets. 

Depreciation is provided at rates which amortizr the 

fixed asset cost over the productive life of the asset. The prin- 

cipal fixed asset category is production equipment which is 

generally depreciated over 20 years on a straight-line hasis. 

(g) Environmental costs Environmental expenditures that 

continue to benefit the Company are recordrd at rost and 

capitalized as part of fixed assets. Depreciation is charged to 

income over the estimated future henefit period of the asset. 

Environmental expenditures thal do not provide a henefit to 

the Company in future periods are expensed as incurred. 

Ih)  Investments Long-term investments are recorded at 

the lower of cost and net recoverahle amount. , 

( i )  Pension costs Earnings are charged with the cost of 

pension benefits earned by employees as services are ren- 

dered. Pension expense is determined using management's 

best estimates of expected investment yields, wage and 

salary escalation, mortality rates, terminations and retire- 

ment ages. Adjustments arising from pension plan amend- 

ments, experience gains and losses, and assumption 

changes are amortized to earnings over the average 

remaining service lives of the members. 

Any difference behveen pension expense (determined 

on an accounting hasis) and funding(as required by regu- 

latory authorities) gives rise lo deferred pension costs. 

l i )  Goodwill, Goodwill is recorded at the lower of book 

value and net recoverahle amount and is amortized over its 



estimated per iod  o f  fu ture  benefit - current ly  20 years. (I) Research and development cos ts  Research costs a re  

Any impa i rmen t  in va lue i s  r r c o r d e d  in earn ings w h e n  i t  i s  expensed as i n ru r re t l .  Deve lopment  ros ts  f o r  technical ly 

identified. a n d  commerc ia l l y  feasible prnducts  o r  processes w h i c h  

management  i n t m d s  l o  p r o d u r e  a n d  m a r k e t  a n N o r  use 

Ik) Income taxes  De fe r red  i n c o m e  taxes resu l t  f r o m  a re  deferred u n t i l  c o m m r r r i a l  use begins. At that  t i m r ,  

differences in the t i m i n g  o f  i n c o m e  a n d  expense re rogn i -  these costs a re  charged to  earn ings over  the  est imated 

t ion f o r  account ing  a n d  tax  purposes. r o m m e r c i a l  l i f e  o f  t h e p r o d u r t  o r  process. 

2. NEWSPRINT JOINT VENTURES 

The Company's investments  in jo in t  ventures a re  accounted fo r  u s i n g  the propor t ionate  ronso l ida t ion  m e t h o d  o f  a rcount ing .  

The effects o n  the Company's resul ts o l  operations, chang rs  in r a s h  pos i t ion  a n d  f inanc ia l  posi t ion a re  as fol lows: 

1996 1995 ~- 1994 

Equity Propanionats Equity Proponionate Equity Proponionate 
Accounting Accounting for Accounting Accounting for Accounting Accounting for 

for Joint Increase JoimVenturrr for Joint Increase Joint Ventures for Joint Increase Joint Venture 
Ventures IDscrears) as Reponed Ventures iDecressel as Reponed Ventures IDecrearel as Reponed 

- 

Cansolidated Earnings Statement - 
Net sales $2590 $ - S 2.590 $ 2.782 $ - $ 2,782 $ 2.1 10 $ , - $ 2.1 10 
Operating profit 143 63 206 404 76 480 16 . 2  18 
Income ilossl from joint ventures 38 138) - 45 (45) - (33) 33 - 

Interest expense 1191 1251 144) (29) (32) 1611 (401 (34) (741 
Unusual items & other income 

and expense, net 1 - 1 I21 1 (11 (24) 11) (25) 
Earnings Ilossl from continuing 

operations before income taxes 163 ' - 163 418 - 418 181) - 1811 -- 
Net earnings 1loss) S 104 $ - S 104 $ 272 $ - $ 272 $ 1561 $ - $ 1561 

Changes in  Consolidated 
Cash Position 

Operating activities S 188 S 74 S 262 $ 458 $ 65 $ 523 16 21 $ I l l  $ 20 
Financing activities 144 197) 47 1222) 139) (261) 147 22 169 
Investing activities 1381) 171 13881 1322) (10) 1332) (491 11 1 1  . 1601 
Dividends paid 136) - (36) (16) - 116) - - - 

Cash generated by (used in) 
continuing operations S (05) S (30) S (115) $ 1102) $ 16 S (861 $ 119 $ 10 % 129 

Consolidated Balance Sheet 
Current assets S 551 $ M S 5ll $ 591 $ 47 $ 
Fixed assets 1.362 371 1.733 1.140 386 

131 (131) - Investments in joint ventures 138 11381 
Deferred pension cost 96 16) 90 97 15) 
Other assets 94 11 105 102 13 . 
Total assets 0 2,234 S 265 S 2,499 $ 2,068 $ 303 16 2.371 

Current liabilities $ 451 $ 23 S 474 $ 472 $ 48 
Long-term debt: 

Recourse 369 - 369 294 - 

Nan-recourse - joint ventures - 242 242 - 255 
Deferred income taxes 296 - 296 253 - 
Convenible subordinated 

debentures - - - 24 - 

Preferred shares 10 - 10 10 
Shareholders' equity 1.108 - 1.108 1,015 - 

Total liabilities and eauitv S 2234 S 265 S 2,499 $ 2.068 $ 303 



3. ACOUlSlTlONS 

(a) Tenex Data Corporation E l k r t i ve  July 1, 1996, the 

Company acquirrd all of the outstanding shares o fTen rx  

Data Corporation (Tenex), of Toronto, Ontario, a distribu- 

tor of computer supplies and data storage products and a 

paper converter, at a rost o f$47 mill ion. The results o f  its 

operations have heen inrlurlerl i n  the consolidated finan- 

cial statements fkom .July 1, 1996. 

The 1996 acquisition has been arcounlrd for using the 

purchase method of accounting. Acquisition casts were 

al luralrt l  as fullows: 

Working capital $ 34 
Fixed assets 7 
Goodwill -- 6 

$ 47 

Cash consideration $ 22 
Debt acquired 

-..- 25 

Acquisition cost $ 47 

Additiotlal consideration may be payable relating to 

Tenex's future earni& f rom its paper converting business. 

The maximum amount payable is approximately $5 mi l l ion 

and w i l l  be rerorded as a rost or the acquisilion when 

incurred. 

Ib) Gaspesia Pulp and Paper Company Limited On Derem- 

her 16, 1994, the Company purchased 49% o f  Gaspesia to 

increase its ownership interest to 100%. Gaspesia owns and 

operates a newsprint mill wi th an annual produrt iou 

capacity b f  260,000 tonnes, located in Chandler, Quehec. 

Prior to this acquisition, Gaspesia was a joint venture and has 

been accountvl for, in these finanrial $Iatrments, using the 

proportionate consolidation method. Its revenues, expenses, 

assets and liabilities have been fully'consolidated in these - 
financial statements subsequent to the purchase rlilte. 

This 1994 acquisition has been accounted for using the 

purchase method of accounting. Acquisition costs were 

allorated as follows: 

Working capital $ (101 
Fixed assets 9 
Deferred oension cost 3 

Acquisition cost $ 2  

4. RESTRUCTURING COSTS 
1996 1995 1994 

Thermo-mechanical 
pulping conversions S 28 $ - $ - 

Relocation of inside sales and 
customer service offices - 6 - 

~'mployee restructuring costs - - 8 

$ 28 $ 6 $ 8 

Dur ing  1996,'lhe Company incurred one-time restruc- 

tur ing charges on the start-up o f  two thermo-mechanical 

pulping plants, including $19 mi l l ion for the write-off of 

redundanl  fixed assets and $9 m i l l i on  for  employee 

restructuring costs 

5. UNUSUAL ITEMS 

Net proceeds from insurance 
claims relating to assets 
destroyed by flooding at 
Jonquiere. Quebec 
(Khogami) mill and 
hydro plant 

Gain on sale of Thunder Bay, 
Ontario newsprint mill 

Loss on sale of Pine Falls. 
Manitoba newsprint mill 



6. OTHER INCOME AND EXPENSE. NET 8. DISCONTINUED OPERATIONS 
1995 

-. 
1995 lgg4 The Comuanv sold its Price Wilson and Hilrov converted . " 

Interest income 5 7 $ 15 $ lo 
products operations on June 10, 1994 and November 30, 

Discount on sale of 
accounts receivable (note 91 1111 1131 15) 1994, respectively, at an afler tax loss o f  $4 mil l ion. This . . . . . . 

Other income (expense) 1 (61 181 loss in r ludrd  allocated interest expense o f  $1 mil l ion, 
Dividends on 

At Decemher 31, 1996, acr rued l iab i l i t ies related to 
preferred shares (note231 (1) (1 )  (I1 

S 1-41 
a l l  discontinued operations were $12 m i l l i on  (1995 - 

S 15) . $ (41 

7. INCOME TAXES 9. ACCOUNTS RECEIVABLE 

The Company's. recovery of (provision ibr) income taxes Under ongoing agreements wi th major banks, the Company 

and effective income tax rates are: sells accounts receivable to two o f  its wholly owned sub- 

1996 1995 1994 sidiary companies. These companies then sell the receiv- 

Earnings (loss1 from ables, wi th min imal  recourse, to the banks. The Company 

continuing operations acts as a service agent and administers the collection o f  
before income taxes $ 163 $ 418 $ 181' these accounts receivable. At Decemher 31, 1996, these 

Recovew of lorovision for1 . .. 
income taxes 1591 (1461 29 banks owned $174 mi l l ion (1995 - $170 mill ion) o f  snch 

Effective income tax rate 36% 35% 36% receivables, with a maximum credit r isk exposure to the 

Reconciliation to statutory tax rate: 
Average Canadian combined 

federallprovincial rate 
of income tax WA 38% 40% 

Increased (reduced) by: 
Manufacturing and 

processing allowances 141 16) (51 
Large corporations tax 2 1 (31 
Tax rate differential 

between Canada 
and the USA 1 2 5 

Other (2) - (1) 

Effective income tax rate 36% 35% 36% 

At Decemher 31.1996, the Company's U S .  subsidiaries 

had $118 mi l l ion in non-capital tax loss canyfomards 

which are available to reduce taxable income in future 

years. These losses expire between 2005 and 2009. The 

benefit o f  these tax losses was recorded in earnings in the 

years incurred. 

Company o f  $13 mi l l ion (1995 - $12 million). 

10. INVENTORIES 
1996 1995 

Finished aoods S 145 $ 114 
Materials and supplies 79 73 
Pulowood 48 47 



11. FIXED ASSETS 
1% 

Accumulated Net Book Accumulated Net Book 
Con Depreciation Value Cost Depreciation Value 

Property, plant and equipment S 2929 S 112381 S 1.691 $ 2.656 $ (1,173) $ 1,483 
Logging equipment and development 88 I681 20 88 1671 21 

i imber limits 46 1241 a 45 1231 22 

S 3.063 S 11,3301 5 1.733 $ 2.789 $ 11,2631 S 1.526 

D u r i n g  the year, $11 m i l l i o n  (1995 - $9 mi l l i on ;  1994 - $1 mi l l i on )  o r  interest  was capi ta l ized to  f i xed assets. In addit ion, 

the Company  recorded $6 m i l l i o n  (1995 - $8 mi l l i on ;  1994 - $2 m i l l i on )  o f  mvektment  l ax  credi ts that  reduced t h e  cost o f  Lhe 

re la ted fix~d assets 

12. INVESTMENTS AND OTHER ASSETS 
1996 1995 - 

Pine Falls Paper Company Limited 
Subordinated, $37 million debenture 

(1995-$40 millionl. maturing in 2004. 
accruing 10% simple interest to 2000, 
and 17% semi-annual compound 
interest payable thereafter S 27 $ 28 

Unamortized portion of 
debt financing costs 13 16 

Perkins Paper Ltd. 
3.84% cumulative. convertible, 

redeemable, retractable 
Class B preferred shales - 14 

Exchange ldss on long-term debt 
hedged by future revenue 9 9 

St: Laurent Paperboard Inc. 
12% discounted present value of 

$7 million, non-interest bearing notes, 
maturing between 1997 and 2W5 4 4 

Other 21 19 

s 74 $ 90 

13. LONG-TERM DEBT 

(a )  Recourse 

T h e  deh l  described be low  has recourse to the  general r r e d i l  

o f  Abitibi-Price Inr. a n d  consists o k  
1996 1995 

Abitibi-Price Inc. and 
Abitibi-Price Sales Corporation 

Floating rate revolving credit faciliw 
unsecured, with interest rate of 
LIBOR plus 0.875%, maturing in 1998 
(US. ponion - U.S.$67 million) . S 124 $ - 

Abitibi-Price Inc. 
7.92% notes. maturing in 2005 

(U.S.$200 million) 274 273 
Sinking fund debentures, redeemable 

at the Company's option 
10.65% Series H, 
maturing in 1997 IU.SP15 million; 
1995 - U.S.$33 million) 21 44 

Other 2 1 

421 318 

Less: Currant portion of long-term debt 152) 1241 

S 369 $294 

T h e  Company  m a y  bor row'  u n d e r  i t s  c red i t  facil i ty o n  a 

revo l v i ng  basis up to  U.S.$!250 mi l l i on .  

T h e  debt  agreements conta in  cer ta in  res l r ic t ive  finan- 

c i a l  a n d  o l h e r  covenants. 



Ibl Non-recourse - joint ventures 

The Company's interest in the long-term debt of its U.S. 

newsprint joint vmtures is without recourse to the assets 

of Abitibi-Prire Inc. These non-rrcoursp loans a r r  

serured by $371 million (1995 - $786 million) of joint ven- 

ture fixed assets and consist oE 
1996 ' 1995 

Alabama 
LlBOR plus 1.50% term loans. rising to 

LlBOR plus 1.875% in 1996 and LlBOR 
plus 2% in 1999, maturing in 2002, 
with quarterly principal repayments 
of U.S.Q.5 million (U.S.$149 million; 

A995 - U.S.$162 million1 S 205 $ 222 
Alabama Recycling 

10.50% senior notes. maturing in 2008 
(U.S.$13 million; 1995- U.S.$14 million) 18 19 

Augusta 
Senior 10.01% secured notes. maturing 

from 2001 to 2004 (U.S.$25 million; 
1995- U.S.85 million) 34 34 

-Series A & B notes. LlBOR plus 1.25%. 
repaid in 1996 (1995- U S 2 3  million) - 

.- 32 

257 307 
Less: Current portion of long-term debt (151 (521 

5 242 $ 255 

At Derembrr 71, 1996, Alabama had interest rate 

agreements with major hanks, which expire l~etween 1997 

and 2001, that provide an effective interest rate of 9.6% 

(1995 - 8.5%; 1994 - 9.0%) on $68 million of the 5205 mil- 

lion non-recourse debt outstanding (1995 - $92 million of 

$222 million outstanding). In 1996, the effective interest ratr 

on the Alabama debt was 8.2% (1995 - 8.6%; 1994 - 8.6%). 

Augusta has a line of credit of U.S.513 million bearing 

prevailing market interest rates. This line of r r ed~ t  was 

undrawn as at December 31, 199fi and 1995. 

Partnership distributions are subject to rrrtain restric- 

tions untibthese loans are rrpaid in arcordance with the 

loan agreements. 

In 1997, Alabama may not he in compliance with 

certain deht covrnanls under rerlain circumstances. 

The outcome of thrse matters is not determinable. The 

assets less the liabilities of Alabama inrluded in the ron- 

solidated financial statemrnts were $22 n~illion at 

December 31, 1996. 

( c )  Scheduled long-term debt repayments are as follows: 

Recourse Non-Recourse 
Debt Debt Total 

1997 $ 52 $ I5  $ 67 
1998 156 15 171 
1999 30 22 52 
2000 30 15 45 
2001 30 25 55 
Thereafter 123 165 288 

$421 $ 257 $678 

Thr  estimated fair value of the long-term debt at the 

period end dates is as fpllows: 
1996 1995 

Recourse $440 % 340 
Non-recourse 270 330 

14. CONVERTIBLE SUBORDINATED DEBENTURES 

During 1996, 1.6 million (1995 - R.4 million) common 

shares were issued on conversion of $24 million (1995 - 

$126 million) of the 7.85% ronvertible subordinated deben- 

tures. The $3 miilion of related unamortized issuance 

rosls, previously mcluded in other assets, were charged to 

retained earnings in 1995. 

15. CAPITAL STOCK 

la1 The Company is incorporated under the Canada 

Rusiness Corporations Act and is authorized to issue an 

unlimited number of preferred shares and rommon 

shares. 



(b l  Common shares 
1996 - ~~ 

1995 
. 

1994 
-. 

Millions Millions Millions 
of shares S of shares $ of shares $ 

Common shares, beginning of year 87.2 613 87.4 540 77.3 365 
Shares issued by: 

Conversion of convertible 
subordinated debentures lnote 141 1.6 24 8.4 126 - - 

Exercise of stock options 0.2 1 0.1 1 0.1 2 
Public offering - - - - 100 173 

Shares purchased and cancelled for $194 million - - (8.71 (541 - - 

Common shares, end of year 89.0 638 87.2 613 87.4 540 

The  $140 m i l l i on  excess o f  purchase pr icc  over the average staled capital o f  sharrs  purchased and canrel led i n  1995 was 

rharged to retained earnings. 

At Decemher 51, 1996, the Company tiad 2.5 m i l l i o n  (1995 - 2.6 mil l ion; 1994 - 2.2 n ~ i l l i o n )  management stock options 

outstanding. T h e w  options are ex r rc~ isa l~ le  at prices h r tween  $12.25 and $23.06 and expire between 1997 and 2005. O f  these 

stock options, 84% can hr rxe r t i sed  in 1997, 10% i n  1998 and 6 %  in 1999 n r  later years. 

The  payment o f  a cash d i v i r l ~ n d  o n  t h r  Company's common stock is  restr i r ted un r l r r  certain debt agreements. 111 1996, 

the Conipany declared dividends to common shareholders o f  4Oe per share (1995 - 306; 1994 -ni l ) ,  hav ing satisfied the con- 

ditions o f  these debt agreements. 

f c )  Preferred shares 

1996 1995 1994 

Millions Millions Millions 
of shares S of shares $ of shares $ 

. ~- 
Preferred shares, beginning of year 0.9 10 1 .O 11 1.5 17 
Shares retracted by holders - - (0.11 Ill 10.51 161 

Preferred shares, end of year 0.9 10 0.9 10 1.0 1 I 

The  9 4 t  Curnulat ivr Redeemable Kr t rar tab le  P r r f r r r r d  Share, S e r m  F a r e  redeemable II? the Company at $11.50 per 

share. These shares are retractable at $1 1.50 per  share at the opt ion o f  the h o l d r r  on  January 1 u l  r a r h  year. 

16. CHANGES IN  THE NON-CASH WORKING CAPITAL COMPONENTS OF CONTINUING OPERATIONS 
1996 

~ 

1995 

Decrease (increase) in current assets: 
Accounts receivable S (61 (6 1311 
Inventories 138) 1541 
Prepaid expenses (71 - 

(Decrease) increase in current liabilities: 
Accounts payable and accrued liabilities, net of an increase (decrease) in liabilities 

for fixed asset additions of $ (81 (1995-$18; 1994$241 112) 27 
Income taxes payable 

Changes in non-cash working capital not pertaining to 
operating activities of continuing operations: 
Acquisition of Tenex lnote 3 fall 
Acquisition of Gaspesia, net of bank loan 
Sale of Pine Falls. Manitoba mill 
Discontinued o~erations -- .- ~p 

Changes in the non-cash working capital components of continuing operations S (471 $ (311 $ (251 



17. PENSION PLANS 

The Company primarily has contributory, defined benefit 

pension plans that provide benefits hased on length of service 

and final averaye earnings. The Company has an  obligation 

to ensure these plans have sumcient funds to pay the benefits 

earned. The Company's contributions are made in accor- 

dance with the annual re&ulatory contribution requiremmts. 

At December i t ,  the funded status, on an arcoonting 

basis, of t h ~  Company's pension plans is: 
1996 1995 

Market value of assets S 923 $ 850 
-- -~ 

Actuarial present value of accumulated 
plan benefits based on current 
service and compensation levels: 

Vested 776 666 
Non-vested 16 I4 

- - . . . . . . . . - 
Excess of marnet ra1.e of assets over 

accumu ate0 belief 1 oo aat ons S 131 S 170 

In 1996,pension plan assets were increased by Company 

and employee contributions or $24 million (1995 - $25 mil- 

lion) and pension plan investment gains of $110 rni l l io~~ (1995 

- $126 million gain). The plan assets were reduced 11s henefil 

payments oT$68 million (1995 -$fig million) and $6 million 

(1995 - $5 million) paid ror pension fund expmses.  Plan 

assets were also redured hy $11 million, the w l u e  of past 

service benefits for non-union employees who elected to 

transfer to a new defined contribution plan on'ered by the 

Company rffectirr January 1, 1996. 

On a going concern hasis, using assumptions requirrd 

Ily regulatoiy authorities, the pension plans had an  aggre- 

gate unfi~nclrd liability of $4R million (1995 - $47 million) 

at the time o f t h e  latest actuarial valuation reports. 

18. FINANCIAL INSTRUMENTS 

The Company is su l~ j rc l  to foreign exchange exposures 

which arise rrom its foreign currency sales and inlerna- 

tional operations. Of the Company's net revenues, ROC% is 

U.S. dollar denominated; and 66% of its non-North Arneri- 

can sales a re  U S .  dollar denominated with the r e ~ n a i n d r r  

in local currencies. 

T h e  Company currently manages its fnreign exchange 

exposure with a program of foreign exchange fonvard con- 

tracts with major hanks as ~ounte rpar t i es  for periods up to 

5 yrars. The Company has n maximum of 40% of its lbrrign 

exchange fonvdrd contracts which may be outstanding 

with any one l ~ a n k .  

The Company had the following foreign e x r i ~ a n g r  forward contracts outstanding at 1)ecemlrer i l  for lhe purchase of 

foreign currencies: 
Contract Amount 

Average Contract I ~ ~ I I ~ O ~ S ~  

Cunencq Maturity Rate to buy $1 Cdn. 1996 1995 
~- - --- - ~ -~ 

U S .  Dollar 1996 U.S. 73.12~ - U.S.1680 
1997 U.S. 75.13~ U S 7 2 5  - 
1998 U.S. 76.59~ U.S.$420 - 
1999 U.S. 76.61~ U.S.$239 - 
2000 U.S.76.92~ U.S.$172 - 
2001 U S  76.60~ U.S.$138 - 

Japanese Yen 1996 U3.58 - $680 
1997 U9.16 Y1.074 - 

Pound Sterling 1997 £0.45 £13 - -- .- .. 
German Mark 1997 DM 1.09 DM 14 - 

Italian Lira 1997 L 1.118 L 24.728 - 

Spanish Peseta 1997 ESP 93.29 ESP 1.625 - 

French Franc 1997 FF 3.70 FF 53 - 

Belgian Franc 1997 EEF 23.28 BEF 2 - 

The Company had the rollowing foreign exchange options outstanding at I k c e m h e r  31, 1995: 
Contract Amount Market Value Maturity Average 

i r n , ~ ~ , ~ n ~ i  I ~ , I I , O ~ . I  Dates Rate 

Call Options: US. Dollar U.S.$1.065 U.S.$5 Januawto December 1996 US. 75.84~ 
- 

put options U.S. Dollar U.S.$1,065 U.S.$15l January to December 1996 U.S. 70.04~ 



19. LEASE COMMITMENTS 

The Company has operating lease agreements for the 

rental ol property, equipment and the charter of cargo ves- 

s'els. The minimum annual rental payments under these 

leases are as follows: 

1997 16 14 
1998 4 
1999 2 
2000 2 
2001 2 
Thereafter 8 

20. CONTINGENT LIABILITIES 

Al~itibi-Price Inc. and its US. subsidiaty, Ahilibi-Price 

Corporation, have been named as defendants in several 

lawsuits, including purported class actions, filed on 

behalf of homeowners in the United States relating to a 

certain hardboard siding product which was manufac- 

tured hy Ahitibi-Price Corporation prior to Ocloher 1992. 

In each of the lawsuits, the plaintiffs nllegr that Abitibi- 

Price Corporation hanlboard siding was defective for the 

purposes for which it was sold. The Company denies lhis 

allegation and is vigorously defending the claims made in 

these actions. 

Each of the lawsuits appears to seek substantial dam- 

ages in a trial by jury. However, no specific amounts have 

yet been claimed by the respective plaintiffs. Nor is it pos- 

sible at this time to quantify meaningfully the amount of, or 

the range of, damages implirated by the plaintiffs' claims. 

Management cannot at this time assess the likelihood that 

the Company will incur a loss or obtain an unfavourable 

result in connection with any one of these aclions. 

The Company is suhject to a number of other unrelated 

claims in respect of which either an adequate provision has 

been made or for which no material liability is expected. 

21. UNITED STATES ACCOUNTING PRINCIPLES 

The financial statements have heen prepared in accordance 

with Canadian GAAP which, in the case of Ule Company, 

conform in all material respects with C.S. GAAP, with the 

following exceptions: 

(a) The Company defers exchange gains and losses on 

11.S. dollar debt hedged by future revenue (see Note 1 (c)). 

IJnder US. GAAP, unrealized exchange gains or losses are 

recognized in income. 

(11) The Company follows the deferral method of account- 

ing ihr income taxes. Under US. GAAP, Financial Account- 

ing Standard No. 109 (FASlOg), the asset and liability 

method of tax accounting is used. 

( r )  In 1994, the allocation of the Company's taxable earn- 

ings between Canada and the United States was changed as 

a result of an agreement between tax authorities in both 

countries. This agreement resulted in a prior period adjust- 

ment under Canadian GAAP. Ilnder US. G/WP, the full 

impart of lhis adjustment would have been recorded in 

1994 net earnings. 

([I)  The Company has designated its foreign exchange for- 

ward contracts as a hedge of future anticipated revenues. 

Under US. GAAP, these foreign exchange forward ron- 

tracts would be marked-to-market. 

(r) As required under Canadian GAAP, the Company 

presents its preferred shares as a liability and the related 

dividends as an expense. Under U.S. GAAP, preferred 

shares and the related dividends are shown as compo- 

nents of shareholdrrs' equity. 

(I)  As required under Canadian GAAP, the Company 

accounts for its joint venture investments by the propor- 

tionate consolidation method of accounting. Under U.S. 

GAAP, these joint ventures would he accounted for using 

the equity method. The impact of this diverence has been 

disrlosecl in note 2. 



In arcordance w i t h  1I.S. GAAP, the eflect of these di f ferences w o u l d  be: 
1996 

.- 
1995 1994 

Earninos llossl from continuins ooerations - Canadian GAAP S 104 $ 272 % 1521 - .  - .  
Exchange gain (loss) on long-term debt hedged by future revenue (note 21 (all 
Reduction of income tax provision lnote 21 lb l l  
Prior period adjustment under Canadian GAAP lnote 21 i c l l  
Mark-to-market of foreign exchange forward contracts. 

net of tax effectof $13 million lnote 21 ld l l  
Dividends on preferred shares (note21 (ell 

Earnings (loss) from continuing operations - U.S. GAAP 
Loss from discontinued operations - - 

. .- 14) 

Net earnings (loss) for the year - US. GAAP 82 280 1371 
Provision for dividends on preferred shares 
- - 11) 11) (1) 

Net earnlngs (loss) attributable to common shareholders - U S  GAAP S 81 $ 279 $ 1381 

Per Fully-Diluted Common Share: 
Earnings (loss) from continuing operations - Canadian GAAP $ 1.14 S 2.90 S (0.621 
Adjustments to conform to U S  GAAP (0.251 0.07 0.22 

Earnings (loss) from continuing operations - U.S. GAAP S 0.89 S 2.97 $ 10.401 

Net earnings (loss) - Canadian GAAP S 1.14 $ 290 $ 10.66) 
Adjustments to conform to U.S. GAAP 

-. -- 
10.25) 0.07 0.22 

Net earnings (loss) - U.S. GAAP S 0.89 $ 2.97 $ 10.44) 

22. SUBSECIUENT EVENT 

On Fel l ruary 14, 1997, the Boards o f  D i rec to rs  o f  t he  

Company and  Stone-Consol idat rd  Corpo ra t i on  agreed to  

amalgamate the t w o  companies. T h e  ama lgamat ion  w i l l  

be recortled as a poo l i ng  o f  interests f o r  accoun t i ng  p u r -  

poses. 

Upon  amalgamat ion,  each c o m m o n  share o f  the 

Company w i l l  be  conver ted i n to  one c o m m o n  share o f  t he  

combined entity. E a c h  r o m m o n  share o f  Slone-Consol i -  

dated Corporat ion w i l l  be  conver ted i n t o  1.0062 r u n i r n o n  

shares of the  comh ined  entity. 

The transaction i s  expected to  CIOSP i n  Lhe s e ~ o n r l  quar- 

ter of 1997 subject to, alnonp other things, approval f r om the 

companies' shareholders and Canadian and U.S. regulatory 

authorities. 

23. COMPARATIVE FIGURES 

Certain comparative figures have heen restated to conform to 

the ru r ren t  year's f inancial  statemerit presentation, including 

the adoption o n  a retroactive basis o f  recommendations 

under  Canadian G A P  that pr r fer red shares be  reclassified to 

l iabil i t ies f rom shareholders' r qu i t y  i n  the consolidated l la l -  

ante sheet and the related dividends he recorded as a n  

expense i n  the consolidated statement of earnings. 



IUnaudltedl lm!llionr of  Canadsan d o l l a r s ,  e x c e p l  p e r  sha re  arnaunlr l  

~ ; o \ s o l , l l ~ Y l ~ l ~ : l ~  E\l<\l\(;s 
Net Sales 
Costbf Sales 
Selling and administrative expenses 
Depreciation and depletion 
Restructuring costs 

Operating profit (loss) from continuing operations 
Interest expense 
Unusual items 
Other income and expense, net 12' (41 151 (41 

Earnings (loss) from continuing operations, before income taxes 163 418 I811 
Recovery of (provision for) income taxes - 
Earnings (loss) from continuing operations 
Earninus llossl from discontinued ooerations. net of tax 

Net earnings (lossl for the year 5 104 $ 272 . $ 1561 

Per Basic Common Share: 
Earnings llossl from continuing operations 
Net earnings (loss) for the year 
Dividends declared f 31  

Dividends paid (31 

Common shareholders' euuitv 

~ : o \ s o l . l l ~  \'lrc:l) s l ( ; \ l l \ ~ l . l < i )  l \ l . ~ O l ~ \ l  YI . lO\ 
Net Sales 

Newsprint 
value-~dded 
Office Products 
Brokerase 

Operating Profit 
Newsprint 
Value-Added 
Office Products 
Brokerage 

Paperproducedlfhovrandr 01 tonnps l  
Newsprint . 1.298 1.426 1,382 
Value-Added 560 631 585 
Brokerage 319 309 421 

2177 2.366 2,388 

Paper sales ithovrandr o f  t o n n e r ~  

Newsprint 1,305 1.401 1,391 
Value-Added 559 627 588 
Brokerage 321 304 423 

2.185 2,332 2,402 

Notes: Ill The financial statements for the years 1986 to 1994 have been restated to reflect the adoption of the proportionate consolidation method of accounting 
for the Company's investments in p i n t  ventures. 

121 The financial statementsfor 198610 1995 have been restated to reflect the reclassification of preferred sharesfrom shareholders' equityto liabilities and 
the related dividend? an an expenre. 

131 Four quarterly dividends were paid in each of the years 1986 to 1992. Common share dividends were suspended after the first declaration in 19% and resumed in 1995. 





~ ; ~ ~ \ s ~ ~ l . l l ~ ~ l ~ l ~ : l )  l % \ I . \ \ ( : K  s 1 1 l ~ : l  
Assets 
Cash and deposits 
Accounts receivable 
Inventories 
Prepaid expenses 

-- .. 

Net assets held for divestiture 
Fixed assets, net 
Investments and other assets 
Deferred pension cost 

Liabilities 
Dividend payable131 S 9 $ 9  $ - 
Bank loan and bank indebtedness 15 17 32 
Income taxes payable - 21 1 
Current ponion of long-term debt 

Recourse 52 24 12 
Non-recourse -joint ventures 15 52 15 

Accounts payable and accrued liabilities 
. -. -.A- - - . . . .. - - .. 383 397 

-~ 
352 

- -. -. . . .- 474 .... 520 412 

Long-term debt 
Recourse 369 294 329 
Non-recourse - joint ventures 242 255 337 

Deferred income taxes 296 253 112 
Convertible subordinated debentures - 24' 150 
Preferred shares"' 10 10 11 

Shareholders' Equity 
Common shares 638 613 540 
Retained earnings 470 402 298 

.~.. . - .. ... 1.108 
-. . .- 1,015 838 

0 2.499 $ 2.371 X 2.189 

Other 
Return on average common shareholders' equity 9% 29% - 
Net debt to total capitalization 

-- 37% 33% 42% 

Number of employees at December 31 7 3 6  6.787 6.475 

Notes: 111 The financial nstementr for the years 1986 to 1994 have been restated to  reflect the adoption of the proponionate conrolidstion method of accounting 
10, the CamoanvS invsstmentr in ioint ventures ~~ ~ ~~ .~ ~ ~- ~- --  

121 The f i n i n c i  s t k m e n t r  for 198610 1995 have been restated to reflectthe reclassification of preferred shares from rharehalderr' equiry to l isb i l i tm and 
the related dividends as an expense. 

13) Four quarterly dividends were paid in each of the years 198610 1992. Common share dlvldendr were suspended aner the first declaration in 1993 and resumed in 1995. 





ZLZ $ ~ L I  $ W S laah 40 pua 'ssaupatqapu! queq lo tau 'st!sodap pua qse3 
~.. . -. - -- - . - . .. . 

05 1 ZLZ 8L L leah 40 Su!uu!Saq 'ssaupaiqapu! quaq 40 tau 'st!sodap pue use3 
zz L 1bfil I ~ I I  laah aul Sumo use3 ut lassa~3aol asear3u1 

111 IRI IcI suolle~ado oanu1tuo3s1o UI oasn use? 

swag qsm-uou la410 
f i u ! ~ n p n ~ ~ s a ~  l o l  uo!s!no~d 

saxe1 auo:,u! pallalap ($0 hano3aJ) J O ~  uo!s!no~d 
swat! lensnun 

uo!ialdap pue uo!te!3aldag 
suo!telado 6u!nu!wo3 wal l  leaA aql JO) (ssol) s6u!ule3 

sa!t!n!i38 6~!1e~ado 6u!nu!tuo3 
\ ~ ~ I . I . l S O ~ ~  Its\:) ~ l : ~ l . l . \ ~ l l ' l o s \ o : )  \I s:,l!)\\ll:) 





1st 2nd 3rd 4th 
iunaudltedl l m i l l o n r  o f  C a n a d l s n  d o l l a r s ,  e x c e p t  p e r  s h a r e  amounfsl 
. - .. .- -. .- 

Quaner Quarter Quarter Quarter Total 

1 SS6 
Net sales 
Cost of sales 
Selling and administrative expenses 
Depreciation and depletion 
Restructuring costs 

Dperating profit (loss) 119 46 46 (51 206 
Net earnings (loss) for the period 72 23 18 (9) 104 -~ 
Per common share: 

Net earnings (loss) for the period -ful ly diluted S 0.78 S 0.26 S 0.M S (0.10) S 1.14 
Dividends declared 0.10 0.10 0.10 0.10 0.40 

Weighted average number of common 
shares outstanding -ful ly diluted lml~~ionsl  91.2 91.2 91.3 91.4 91.4 

Production i t h o u a a n d r  t o n n e r i  

Newsprint 340 30g 309 341 1298 
Value-a'dded papers 138 136 143 143 5% 

. . 
Total paper business 478 444 452 484 1,858 
Newsprint brokerage 79 78 82 80 319 

Salesithovssndr t o n n e s l  

Newsprint M6 291 316 392 1.305 
Value-added papers -- 133 

- 
132 140 154 559 

Total paper business 439 423 456 546 1.864 
Newsprint brokerage 68 74 80 99 321 

1995"' 
Net sales 
Cost of sales 
Selling and administrative expenses 
Depreciation and daeletion 
Restructuring costs - - 6 - 6 

Operating profit 67 120 148 145 480 
Net earnings for the period 30 68 84 90 272 

Per common share: 
Net earnings for the period -ful ly diluted $ 0.33 $ 0.71 $ 0.91 $ 0.95 $ 2.90 
Dividends declared - 0.10 0.10 0.10 0.30 

Weighted average number of common 
shares outstanding f u l l y  diluted ~ r n i ~ ~ i o n r ~  -- 98.2 

~ 

98.3 96.8 95.4 95.4 

Productionithousand~ of  t o n n e r )  

Newsprint 353 361 352 360 1,426 
Value-added papers 153 164 160 154 631 

Total paper business 506 525 51 2 514 2,057 
Newsprint brokerage 78 72 80 79 309 

Salesithovrandr o f  t o n n e r i  

Newsprint 330 351 368 352 1,401 
Value-added papers 149 166 164 148 627 

Total paper business 479 517 532 500 2,028 
Newsprint brokerage 75 70 83 76 304 

Note: i l l  The filiancial statements for the year 1995 have been restated to reflect the reclassification of dividends on preferred shares from ietained earnings to net earnings. 



Approximately 80'% o f  the Company's revenues, 56% o f  

expenses and  95% o f  the Company's debt are  denominated 

in Un i ted  States dollars. To prov ide investors w i t h  i n fonna-  

t ion  regard ing o u r  f inancial posit ion, results o r  operat ions 

and r a s h  changes for  the year in U.S. dollars, we have 

translated o u r  consolidated b a l a n r r  sheet, earn ings and 

changes in cash posi t ion statements (financial statements) 

in to  U.S. dollars. 

These unauc l i t rd  f inancial  statements, r q ~ o r l e d  i n  I1.S. 

dollars, are  based o n  the Company's audi ted f inancial  state- 

m u l l s  p r e p a r e d  u n d e r  Canad ian  genera l ly  accep t rd  

acrount ing pr inciples.  As the amounts  shown  i n  I1.S. rlol- 

la rs  are  for  convenience only, the exchange rate 0111.5. 75c. 

the  ra te  at  Deceml ler  31, 1996, has been used f o r l h e  pur -  

pose o f  presentat ion o r  the L.S. dol la r  amounts  in the 

accompany ing f inancial  statements. L.S. dol la r  amounts  

shown  are  not  a r rpresenta t ion that  Canadian do l la r  l ~ a l -  

a w e s  have, o r  cou ld  have, 11em r o n v r r t e d  i n to  L.S. dol lars 

at the translat ion rate u s e d  

These unaudi ted f inanc ia l  statements;reported in U.S. 

dollars, are  p r o v i d r d  solely for o u r  shareholdrrs '  conve- 

nience. They  are  not  a su l~s l i t u te  for, and  do  not  inc lude the 

fu l l  d isr losures contained in, o u r  audi ted f inancial  state- 

ments  o n  pages 32 to 47 of th is  :Annual Report. 

(unaudited) 
Year e n d s d  December  31 lmillionr o f  United S t a t e s  d o l l a r $ .  v x c e p t  p e r  s h a r e  a m o u n t s ]  

. 1996 1995 1994 

Net sales 
-. s I,& $2.030 $ - 1.5% ~~ 

Cost of sales 1.526 1,505 1.371 
Selling and administrative expenses 101 88 68 
Depreciation and depletion 92 82 81 
Restructuring costs 20 4 6 

-. 
1.739 1.679 1,526 

Operating profit from continuing operations 151 351 13 

Interest expense 
Unusual items 
Other income and expense, net 

Earnings (loss) from continuing operations before income taxes 
Racovev of (provision for) income taxes 

.. 143) (1071 21 
Earnings (IOSSI from continuing operations 

-~ 76 198 (38) 

Lbss on disposal of discontinued operations, net of income tax recoveries of $1 - - (3) 
Naearnings lloss) for the year t 76 $ 198 f 1411 

Per common share: 
Earnings llossl from continuing operations $ 0.86 $ 2.36 $ (0.451 
Earnings (lossl for the year 

Basic 0.86 2.36 (0.481 
Fully diluted 0.83 2.08 (0.48) 

Dividends declared 0.29 0.22 - 
Dividends payable 0.07 0.07 - 

weighted average number of common shares outstanding ~ m i ~ ~ , o n t l  

Basic 88.7 84.0 84.4 
Fully diluted 91.4 95.4 96.6 

Fully diluted number of common shares outstanding l m i ~ ~ i ~ n ~ i  91.5 91.4 99.6 



(unaudited) 
D e c e m b e r  31 l m t l l l o n s  af U n ~ t ~ d  S t a t e r  d o l i s r r i  1996 1995 

ASSITS 
Currem assets 

Cash and deposits S 44 $ 130 
Accounts receivable 161 157 
Inventories 198 171 
Prepaid expenses 13 8 

41 6 466 

Fixed assets 
~ ~ 

1264 1.113 

lnvestmems and other assets 54 66 
Deferred pension cost 66 67 
Goodwill 23 18 

$1.823 $1,730 

I>l i l3 l l . IT lKS 
Cunem liabilities 

Bank loan S 11 $ 12 
Accounts payable and accrued liabilities 279 290 
Dividends payable 7 7 
Income taxes payable - 15 
Current portion of long-term debt 

Recourse 38 18 
Non-recourse - joint ventures 11 38 

. . 346 380 

Long-term debt 
Recourse 269 214 
Non-recourse - joint ventures 177 186 

Deferred income taxes 216 185 
Convertible subordinated debentures - 18 
Preferred shares 7 7 

1.015 990 

S l l  \ l ~ K l l o l . l ~ ~ : l ~ s '  11.1 
Common shares 
Retained earnings 



(unaudited1 
Year ended O e c e m b e r  31 lrnll l lonr of  Unlfed S t a t e r  d o l l a r r l  1996 1995 1994 

Continuing operating activities 
Earnings lloss) for the year from continuing operations 
Depreciation and depletion 
Restructuring costs 
Unusual items 
Provision for lrecovery of) deferred income taxes 
Other non-cash items 

225 403 33 
Changes in the non-cash working capital components of continuing operations (34) I221 I181 

Cash generated by continuing operating activities 191 381 15 

Financing activities of continuing operations 
Increase in (repayment of) long-term debt and bank loan, net 34 148) 4 
Purchase of common shares for cancellation - 1141) 
Retirement of preferred shares - (1 1 141 
Issue of common shares, net of expenses - - 123 

Cash generated by (used in) financing activities of continuing operations' 34 (190) 123 

Investing activities of continuing operations 
Additions to fixed assets, net of $4 (1995 - $6; 1994 - $1) of investment tax credits 1252) 1238) 160) 
Acquisitions (34) - Ill 
Decrease (increase) in investments and other assets 3 (3) . 17) 
Proceeds from sales of discontinued operations and operating divisions. 

net of $29 debentures received from purchasers - - 24 

Cash used in investing activities of continuing operations 1283) 1241) 1441 

Dividends paid to common shareholders (%I 112) - 

Cash oenerated bv lused in1 continuino ouerations 16.91 1621 94 

Cash used in discontinued operations 12) 181 (5) 

Increase (decrease) in cash during the year (861 1681 89 
Cash and deposits, beginning of year 130 198 109 

Cash and deposits, end of year S 44 $ 130 $ 198 



Corporate governance has been defined as  the process and 

structure used to direct and manage the bnsiness and 

ansirs of the corporation, with the objective of enhancing 

shareholdrr value. Roth the Board of Directors and the 

management of the Company recognize the inherent value 

of having appropriare strnctures and procedures in place to 

ensure that the Board can function independently of man- 

agement. To this end, the Company has adopted a number 

ofpolicies which are aimed at ensuring Ihe effectiveness of 

its corporate governance practices. 

More detailed disclosure may be found in the Joint 

,Vlanagernmt f'rory Circular of Ahitihi-Prire Inc. and Stone- 

Consolidated Corporation; however, the following somma- 

rizes the principal elements of the Company's corporate 

governance practices. 

RESPONSIBILITIES O F  THE BOARO 

The Company's Board of Directors has officially adi~pted a 

document called Principles and Practices to outline the 

details of the Board's goals, responsibilities, compnsilion, 

size and manner of operation. The Roard recognizes it has 

the ultimate responsibility for supervising managen~ent  of 

the business and affairs of the Company and for acting in 

the best interests of the Company. Through the Board's 

stewardship of the Company, the goal is to enhance long- 

term value ror the shareholders and to preserve and prolrrl 

the underlying value of the mte rp r i s emd  for the henrfit of 

all stakeholders 

COMPOSITION OF THE BOARO 

The Company's Roard of Directors was comprised of eleven 

members in 1996. The Board belirves that ten of the direr- 

tors qualified as "unrelaterl" directors. An "unrelated" director 

is a director that is independent of mana@?menl and free 

from any interest in any bnsiness or  other relationship 

which could or could reasonably br  perceived to materially 

interfere with the director's ability to a d  in the best interests 

of the Company. The Board col;siders Ronald Y. Ohmlander 

to he a "related" director. The composition of the Board is 

intended to: (i) reflect some representation from the Com- 

pany's principal operating and customer regions, and (ii) 

represent a skill profile which wlll serve the Board best in 

discharging its duties. The Roard is satislied that the exist- 

ing structure and procedures provide assnranre thal the 

Roard acts independently of management. 

COMMITTEES O F  THE BOARO 

The Roanl of Directors carries out a number of its responsi- 

l~ilities through committees, which are appointed annually. 

In addition, the Board may appoint ad hoc cotnrnilters 

periorlirally as  may he needed. A t  regular scheduled meet- 

ings of the full Board, the rlirertors receiw,  consider and 

discuss Board committee reports. 12lth the exception of 

the Executive Committee, all committees are entirely 

composed of "unrrlnted" directors. 

BOARO EXPECTATIONS O F  MANAGEMENT 

The  information managrmenl  provides to the Board is 

critical to the effective functioning of the Boerd and sll 

the directors must have confidence in the data gather- 

ing, analysis and reporting functions of management .  

T h r  Corporate Governance Committee monitors t h r  

nature of the information requested by and provided to 

the Board so thal i t  is able to determine if the Board can 

he more effrctivr in identifyins opportunities and risks 

for the Company. 
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S h a r e h o l d e r  I n f o r m a t i o n  

FISCAL 1994 
First [luaner 
Second (luarter 
Third Ruarter 
Fourth [luarter 

FISCAL 1995 

First [luarter 
Second [luarter 
Third [luarter 
Fourth Ruarter 

FISCAL 1996 
First (luarter 
Second h a l t e r  
Third Quarter 

TSEI'I NYSE"' 
Hlgh'll coP$l' Volume High's] Low'31 Volume 

I$ Canadian) I# of shares) ($US1 I# of shared 

18.75 15.25 12,452,888 13.75 11.38 468,300 
17.88 15.63 13.151.651 13.13 11.50 705.300 
20.63 16.25 25,943.261 15.25 11.75 1.281.400 
20.25 16.50 16.487.869 15.13 12.00 1312.400 

Fourth Quarter 22.00 17.10 17293.733 16.13 12.63 4.068.Ml0 

1 As reponed by IheTaronto Stock Exchange. 
2 As raponed bythe New York Stock Exchange. 
3 Based on one or more 100 share lots 

Stock Pr ice  C l o s i n g  
I d o l l a r ~  p e r  r h a r e l  

C u r n u l a t i b e  Tolal  R e t u r n  
l d a l l a r r i  

-Abitibi-Price -TSE Paper & Forest Index 



G 1 o s s ;I 1, y o F 'I' e r 111 s 

Alternative OffsetTM high twig l~t  
uncoaled groundwood paper used 
for print ing catalogues, inserts, 
I r c l i ~ ~ i c a l  manuals, books, arid direct 
~ r ~ a i l  aud financial cirrr~lars. 

Capacity I h r  a m w n l ,  i n  lonnrs, of 
paprr a m a t h i ~ ~ e  r a n  produre ill a 
year adjusted for statutory holidays 
and downtime periods extending 
beyond one day. 

Coated paper grades ~rl'paper to 
which a coating is applied, either on 
the paper n~ac l i ine  or a s~~bsequent  
process. 

Chemical pulp pulp obtained by 
c o a k i ~ ~ g  wood ill s o l ~ ~ t i o ~ ~ s  ~1 fw r i o l 1s  
rlie~nicals. The principal c11emic;il 
processes are sulphite and kratl. 

Deinking a process o f  re-pulping 
waste paper to rcmove inks and otlicr 
non-fibre cunlatninants, pruducing 
clean fibre suitable for paper rnanll- 
factoring. 

Effluent the l iqu id waste o f  indus- 
trial processing. 

Effluent treatment 
Prirrzrrry fruntrrzunt ;I process which 
rernovrs suspendrrl solids from 
rll luent. 
S~corld(~ry Ireullrlulll a process 
which redr~ces the biochemical oxy- 
gen demand (ROD) ;md toxicity u f  
rl l luent. 

Fibre the structwal component of 
wood) plants that are separated 
Trum each other during the pulping 
operation in a pulp m i l l  and 
rmsserril~led in lu lhe form o f n  sheet 
during the papermaking process. 

Groundwood pulp pulp praduced 
from wood fibres wh ich  are 
srp;irated hy rnrrhanical ly  grind- 
ing  lops on a stone wheel. 

Hectare 259 hectares equal I 
square mile, 1 hectare = 2.471 ;icres 
or .Ol square kilometres. 

High brightness papers inicoated 
grormdwood paper w i th  a bright- 
ness level higher than standard 
IleWsprirll. 

International rrfers to any geo- 
graphical area outside North Ameri- 
ca when used in reference to onr 
markets. 

Kraft pulp pulp produced by a 
process where Lhe active ~ o o k i n g  
agenl is a m i x l u r r  ~ ~ f s ~ ~ d i u r r ~  
I iydroxidr and sorliurn sulphide. 

Limits leased or owned forest lands 
(usually drscribed i n  tenns o f  
square miles or hectares), wher r  
the company procures l ihre for its 
paprr  mills. 

LWC (or l ight-weight coated) clay- 
coaled g r o u n d w a d  paper having a 
smootli f inisli and h igh opacil), used 
primarily for ralnlogurs, magazines 
and inserts. A higher-valur gr t~de 
t11aI rompr les i n  same end-use mar- 
ket as SC papers. 

MF (or machine finished) offset 
uncoated groundwood paper that 
has had its surface pruprrties 
impmvrd  wh i l r  still on L l i r  paper 
machine, used primari ly for "offset" 
printing. 

Mil l net price transaction price lrss 
delivery cost. 

Newsprint a print ing paper whose 
major use is i n  newspapers. I t  is 
made largely from proundwood o r  
mechanical pulp reinforced lo vary- 
ing  d rg r r r s  hy rhemical pulp. 

ONP (old newspapers) used news- 
pnprrs co l l r r l rd  lo  make recycled 
paper products. 

OMG (old magazines) used or 
unsold magazines collected lo 
make and s t r m g t h e ~ ~  r r r yc l r d  
paper products. 

Operating rate the ratio of arlual 
c l q ~  of machine 11prralio11 111 the 
d;~ysav;rilahle. 

Operating efficiency the ratio of 
actual saleable tonnes manufactured 
to the maximum possihle tonnes. 

Printing papers a term used l o  
describe Lhose paper grades used by 
prinlers and publishers i n  their pro- 
duction o f  books, magazines, news- 
papers, etc. 

Pulp the generic t r n n  drst r ib ing 
the cellulose fibres derived f rwn 
wood and/or waste paprr. Pulp ran  
r rsu l l  from a variely of pnlping 
processrs including cooking, refin- 
ing, grinding and the procrssing and 
cleaning o f  waslr paper. 

Pulpwood logs used for making 
p i~ l p ,  as opposrd I<, I twsr  used f i r  
lumber (sawlogs). 

Rotogravure paper h igh smoolh- 
ness oncoatrd g roonr lwod paper. 
typically nsrd for print ing ofcat;t- 
logurs tirid niqzazines. 

SC (or  supercalendered) paper 
clay-filled groundwood paper, hav- 
ing  a smooth finish and h igh opaci- 
ty, nsrd primari ly for rata l i~purs.  
m~gaz ines  and inserts. SC.4 is a 
higher-value grade than SCK, wh i rh  
is higher than SCC. 

Soft-nip a process where the 
pressure point 11etw~rrn IWII rol ls  
g iv rs  the paper a srnaoth and 
gloss) finish. 

Stumpage fee thr charge levied by 
certain provincial governments in 
Cmada for t r w s  r u t  <HI gwernment 
land. 

Sustainable forestry ~n;tnapirig and 
r~sir ig lhr forrst to meet the various 
nrerls o l ' ta t la) '~ society, while m n i w  
laining the prodnrtive capacity of 
natural forest ecosystems and tlir 
biodiveristy o f  the forest. 

TMP (thermo-mechanical pulp) a 
process where wood chips are sepa- 
rated n~echanirallq. into fibres ofler 
pre-heating vvith steam. 

Tonne (metr ic) 1.1023 short tons 
( 1  sliorl ton rq~ i i t l s  2.000 pounds) 

Transaction price list price less 
discount. 

UFS (uncoated freesheet) print ing 
and wr i t ing paper made mostly- f imn  
chemical pulp without applied 
sheel-coating niaterial. 

Uncoated groundwood n higher- 
value grade o f  paper which has 
properties similar to newsprint and 
is w e d  in print ing papers for direc- 
tories, catalogues, advrrtising cirru- 
Iars, p r r i~~d ica ls ,  etr. 

Value-added papers quality u n m a -  
ed paper that is a h i g h w  grade than 
newsprint, but lower than fine 
paper, in terms of brightness, sur- 
face smoothness and opacity. hfade 
largely from groundwood o r  
mechanical pulp. Also contains 
var)-ing proportions of chemical 
pulp and fillers. 
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