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Hicaricrrs or 1986

. 1986 1985 19%4
Principal highlights (in millions of {1.5.5)
Sales & operaling revenues 5,956 5.718 5,467
Net income {Loss) 244 (1803 253
Return on average shareholders'

cquity (%) 8 (5) 9
Capital employed (ar vear-end) 5,807 5,600 5.708
Ratio of total borrowings to equity,

including minority inferests (af year-end) 31:68 3763 34:66
tinchides spociad charges & rattonalizad ion
expenses of 3252 wullion after tax
Aluminum shipmen_t;(j:r"i!mus{mds Ol'l.ﬂ(-Jn-nesj . o i
Fabricated products 1,38 1,340 1,213
Ingot products ) S 1 577
Total 2,119 2218 1,740
Per common share (in {.5.5) a " .
Netincome (Loss) 2.44 (L8} 2.59
Dividends (.80 1.10 1.20
Shareholders’ equity (al vear-end) 29.66 2752 28942
Market price (NYSE - consolidated trading)

High 343 314 14

Low 27% 224 431

tincliides speciad charges & rationalization

expenses of 32,54

COMPANY PROFILE

Alcan s the leading international aluminum company. Through subsidiaries and
relaled companies around the world, the Company js vertically integrated throughout
all stages of the industry, including bauxite mining, alumina refining, aluminum
smelting and fabricating, and sales. Alean has developed & unigue combination of
compelitive strengths with low-cost, owned hydro-power. international diversifica-
tion, and proprietary product and process technology.

Alean Aluminium Limired was incorporated in Canada on May 31, 1928, Alcan is
a publicly-owned company with some 49,000 shareholders.

TERMS
In this reparr, unless staled otherwise, all doflar anionnis are stated in Unifed
States dollars and all quantitics in melric tons, ortonnes. A tonne Js 1,000 kilograms,
ar 2,204,6 pounds. “Subsidiary™ means a company in which Alcan direct!v or
indirectiv owns more than 50% of the voting stock, whereas related company™
indicates a comparny H0% or less ovened in which Alcan has significant influence over
management. Abbreviations used are as folows,
/t per tonne

kt thousand ionnes
Mt million tonnes

kt/y thousand tonines per year
Mt/v million tonnes per year
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MESSAGE TO SHAREHOLDERS

inetcen eightv-six was a landmark year for Alean. Not
only did it wirness a substantial recovery in profits, buf

it marked the first visible results of the Company s new
strategy. This strategy was outlined in my remarks to the
last Annual Shareholders” Meeting. [( was ervstallized in
the new Mission Staternent published in July 1986:
“Alcan is determined to be the most innovative diversified aluminum
company in the world. To achieve this positior, Alcan will be one, global,
customer-oriented enterprise committed to excellence and lowest cost in
its chosen aluminum businesses, with significant resources devoted to
building an array of new businesses with superior growth and profit
potential. In the 1990s Alcan will outperform the average return on equity
of the Standard and Poor’s industrial stock index.”

It isa strategy that comuuits us
to low cost and excellence. Elsewhere
in this report, vou will regd that, asa
result of actions already implemented,
the Company's annual cost base at
the end of 1986 1s some $200 million
lower than it would otherwise have
heen. We have lurther to go. bul we
already have a much better hasis on
whichi to face a world of slower
growtl and flal prices.

It iy a strategy which will lead
us to continue to exploit the benefits
ol aliminum, but onlv in those alu-
minum businesses in which we have
a sustatnable compelitive advantage. We shall seek to move out ol others:
disposals in 1988 vielded S148 miliion tor redeplovment (¢ more promising
opportunities, Aluminum - the metal - is great and growing. It has a unigue
combination of qualities and it lends itself to today s demands for more
customer value per pound of material used. With confidence in the metal's
future. Alcan is committed to be the lowest cost producer of gluminum,

It is a strategy that calls for diversification. As well as choosing and
being innovative in those aluminui businesses that meet our profit targets,
we shall also move into new businesses based on our global strengths, s (o
the latter that we will especially look for growth in carnings as well as a good
return on equity. Our diversification plan calls for a number ol smail
initiatives - pathiinder businesses — as well as possibly some larger moves.
We shall see "market pull™ companies as weli as ““lechnology push™
companies, but all based on Alcan’s technological and international strengths.
In support of this thrust. 32% of our research and developent expenditure
of 877 million in 1986 was devoted to the arca of new businesses compared
with 10% in 1984, During 1986, we moved into new products and husinesses
in ceramics, {ibre-optics, gallium refining. micro-separation and metal
matrix composites.

The strategy we have adopted is aimed at keeping ns profitahble
today's uncertain business conditions within the aluminum industry and
enabling us 1o grow on a sound base in areas outside it. Despite the
sideways drift inaluminum prices through the vear, we have succeeded in
raising profirability through lower costs and an improyed product mix;
both were the result of determined management actioen throughout the



Company. We need to continue this task, and I should like to take this
opportunity to record the appreciation of the Board of Directors for the
strenuous efforts of all employees who have contributed to the improved
results for this year.

In January 1987, David Morton was appointed President and Chief
Operating Officer, with responsibility for Alcan’s operations worldwide.
Coincident with that appointment., [ was elected Chairman, while still
remaining Chief Executive Officer.

The Board itself has undergone significant. change during 1986, most
notably with the retirement of Nathanael Davis as Chairman at the Annual
Meeting. He followed his father, B. K. Davis, as Chief Executive Officer and
between them they led Alcan from its beginnings in 1928. His thirty-two
years of farsighted leadership as chief executive saw a thirteen-fold expansion
in the scope of Alcan’s activities, and his thoughtfu! influence on the integrity
and standards of the Company will remain wherever the Alcan symbol and
Alcan people are to be found, Another loss camne with the resignation of
Patrick J. J. Rich as Executive Vice President and Director at the end of the
year to pursue his career interests in Europe. The Company owes him a debt
of gratitude for his many important contributions during a long and
distinguished international career, culminating in the restrucfuring of
Alcan’s European operations, for which he was responsible.

At the Annual Meeting in March 1986, Warren Chippindale, former
Chairman and Chief Executive Partner of Coopers and Lybrand (Canada),
and Dr. John R. Evans, Chairman and Chief Executive Officer of Allelix Inc.,
were elected 1o the Board. Allan A. Hodgson, Vice President and Chief
Finaneial Officer, and Thor Suchoversky, Vice President, Research and
Technology, were appointed to the Board at the year-end.

Looking ahead to 1987, world aluminum derand is expected to grow,
albeit slowly, and be matched by new aluminum smelting capacity being
brought on strearn during the year. We have not so far seen the upward trend
in ingot prices which might have been expected to develop from the falling
level of world aluminum inventories through 1986, whieh are now at
historically low levels, The re-entry of Japan - the world’s second largest
aluminum consunier - into the spot ingot market in 1987, after a prolonged
ahsence due to destocking, may prove a positive factor.

Alcan has emerged from the last two years with a clear purpose, a
leaner profile and greater competitiveness, Despite turbulent business
conditions, it is in better financial shape than for some years, with a simpler
and more effective management strueture and a new thrust to its technology.
These are powerful advantages and they give good grounds for confidence as
we move forward to the achievement of Alcan’s Mission in 1987 and beyond.

Dexd . Code.

David M. Culver
Chairman and Chief Executive Officer

Montreal, February 4, 1987



REviEW oF 0PERATIONS

W The remelt faciiity of
Alcan Extrusion s newest
plant at Plekering, Ontario,
processes scrap aluminum
nte extrusion ingol for
its own use and for Alcan’'s
Laval, Yuebec, and

Aurora, Ontario, plants.

B Alcan Pipe Division,

Calgary, Atherta, nsed
its Hi-Energy ™ juining
{expiosive welding)
process for the recent
ronstruction of an
aluminum. fresh-water
pipefine in northeast

Alberta.

uring the vear,
Alean continued 10
mmplement its noew
siralegy. s busi-
nesses inereased
sales of product s
with higher added
value, while cutting costs and rationaliz-
ing operations. Alean soid businesses
which nelonger lred into i1s strategy
and established new ones related 1o s
strengtlhs

Researeh continued on enyicinent
occupational health and safety matters,
which remain a high privricy. Major
ephasis was placed on safety, health
and envirommental auadits and training
prograis Lo minimize the visks of aecl-
dets and 1o ensure complianes with
focal laws and Alean's standards.

CANADA

Cost reductions and bigher prices lor
ingot products contributed toan inmprove-
ment innet incote from Canadian oper-
ations Lo 3150 million from $6 million in
1985 which excluded $47 million of special
charges and ratienalization expenses
shipments of aluminun products totalled
2H thousand tomies (ki) compared 1o
S22 R0 14985,

Raw materials & smelting: Avoeragoe
cuslt casts were cul by over 570 pey
tonne (1), lurgely as a resall ol savings in
eplovment | raw materidl and energy
COsls.

A new anode baking centre which
replaces obsolete facitities was completed
a1 the Jonguiere, Quebec, camplex. Con-
struetion of a casting contre al the Grande
Baie sinelter in Quebee began, This proj-
colwill enabie the plant to ship ingot
products with higher added value.

Alean pursned its program to deal
with tar emissiuns ot the older Quebee
stuelters. inchuding the installation ol
speciabized dir-conditoned equipment for
potline workers, ds well as new anode
rectinology and researey onowet scrubber
technology ta reduce etinissions.

Fabricating: The Kingston, Oniario,
rolling mill furthior increased its shipments
ol can sheet, due 1o strong growth in the
use of alumimum beeyr cans in Canada,
Asa result of a review ol Alcan’s product
lines in North America. the Company
annovuneed in ey TUST that 1 would
discontinue the produetion ol converler
foil and plate prodocts at Kingston,

Two projects were conmpleled which
will immprove Alcan’s position in both
domestic and export markets. A new
extrusion @nd billet casting plant at
Pickering, Ontario, veplaced an obsolete
one dt Kingslon, while a new wire and
cable plant at Shawinigan. Quebec, also
became ully operational.

Mean sold its 2005% interest in
Males dustries Limited, a roanufaciurer
ol castings for the aerospace industry.



W The alumingii coifs,
produced in the cold
roling mifl of Alcan
Rofled Products at
Uswego, N Y, weigh up
to I tonnes. Each coil
call ke approvimately
064, 008 beverage cans.
the fargest end-use for

Oswego s production.

[NITED STATES

Nelincome was S35 million . com-
pared with 525 million in 1985 exeluding
ST million of special charges and ratio-
nalizalion expenses. Total shipments of
aluminum products were 706 K, com-
metred 1o Vi RE in 1985,

Snrelting: Foliowing a strike al Lhe
Sebrec. Kentueky, smelter, unionized
emiplovees ratificd a new three-vear
contriact which will reduee emplovinent
costs. Managenment is continuing efforts
to obtain lower power rales, including
participation in public hearings at vear-
end 1o oppese A proposed power rale
nerease.

Asa result of the strike, one of the
stelter’s three 54 000 tonnes por vear
(ki x) potlines was closed, The timing of
its reopening will depend upon market
conditions. Prior to the strike, oniyv two
of the lines had been operating.

Fabricaring: Acan Is specializing
the cutput of its rolling mills. following
the acquisition of plants from Atlantic

Richfield Company (ARCOY. The Oswego.

New dork, millls Alean’s prineipal souree
of can sheet, has substantially increased
its output of can hody and end stock. In
addition. the 40%-owned Logan Counry,
Kentueky, mill hegan shipping these
products on a commmercial basis in 14986,

To continue 1o mes the demanding
technical specilications for can stock. fin
stock and (oil, Alean is upgrading s
rolling mills at Oswego, as well as a
Fairmont, West Virdinia., and Terre
[Taute, Indiana. Following g review ofits
product lines in the U.S. Alean phased
out sheet rolling operations at Warren.
Ohio. This will permit part of this plant
to he dedicated to the coating of van end
stock.

During the vear, Mean restruetured
the operations of Metal Goods, amajor
distributor of stainless steel, nickel
and abuminum allovs, to mprove s
profitability.

New businesses: Alean made hother
nrogress i building new businesses in
the electronics. transporialion, aerospace
and packaging markets, These effores
include the following:

Alcan bas entered into i jeint ven-
(ure with Sunjtome Electrie Indnstries
Lid. to manutacture composite f[iber
optic overhead ground wire at a Raleigh,
North Carolina, plani, which is sched-
nled to he completed in late 1987

Mean™s joint ventwre with Thieall
Car Manufacturing Co. has placed is first
aluminum coal cars into serviee for foll-
seale testing, Aluminum has captired
alimost 90% of the marker and the out-
look for future growt i is encouraging.



W [mpraved process controf
inchided @ new compuler
room In Oswege s cold
rodling mill. Upgrades.
completed in 1986,
resulted in improved
recovery, botler mefal
gauge folerance and

inereased productivity.

A separate division was formed
inthe 15, to focus Alean’s eltorts on
e serospace and delence markol s,
including the marketing of Alean’s new
aluminum-lithinm alloys.

Alean established Dural AMluminum
Composites Corporation 1o produee silicon
carbide reinforced abimminum, @ composile
material offering performance advant ages
aver conventional aluminmo alloys in
aulomotive and agrospace applicalions,

B Alcan’'s relling eomplex
in Pindamonhangaba,
Brazil, is the largest and
most modern in Latin
America. The completion
of the new ot mili
enalles & wider range of
products, including can

sheet, to be shipped.

LATIN AMERICA

Strong growth in demand in Brazi)
and Argentina contributed 1o a 1%
merease i shipmenrs to 132 ki How-
CVOE, carnings in Brazil were adversely
aflected by measures taken by the gov-
erinuent 1o curb inllation, whieh inchided
freczes o aluminum prices despite
ineredases inemplovment and power
costs. Largely as a consequence, nel
income for the area fell to §2 million
from 320 million.

The new ot rolling mill at the
Pindamonhangaba. Brazil. complex
began production. with excellenl results,
By improving plant efficiency. this
irvestment will enable annual ontpul
[rom the complex eventually 1o inerease
significant v 1o over 100 ki.

Alfter failing 1o resolve the jssue of a
more compelitive baaxite price with
24%-owned Mineracao Rio do Norte 8. A,
in Brazil, the matter has been referred (o
the Irnernational Chamber of Commerce
for arbitration.



M A Supral 2004 Alelad
companend for fight aie-
craft is removed from
thie press, Superform
Metals Limited. a British
Alean company, and
its {8, subsidiary in
Cadifornia. Superforn
USA Inc.. made 60% of
their superplastic afloy
sales to the acrospace

industry in 1986,

EUROPE

Nel neonte rose 1o S82 million from
£29 million in 1985 which excluded
536 milhion of special charges and ratio-
nalization expenses. This huprovemen
was due ta strong earnings from British
and continental operations. In addition,
losses from Irish alumina operations,
although still substantial. were reduced.
and gains were made from the sale of
assels. Shipments were 272 ki compared
with 573 ke in 1985,

The restructuring ol Alcan’s Europear
operations was largely completed in 1986.
Alcan sold s equity interests in Hunter
Douglas NAL of the Netherlands. as well
as live extrusion plants in Belginm.
France. Germany and Dalyv. Alcan s now
focnsing on rolled products markets and
made further mvestinents in existing
mills. while acquiring a rolled produets
husiness in taly,

fi

United Kingdom: Alcan is installing a
new shieet ingol casting facihty at the
Lenemourh smelter, which will cample-
ment the modernization and cost redue-
1on programs dai s Rogerstone and
Falkirk mills.

Alcan took steps 1o rationalize extru-
sion operations. by closing @ plant in
Warrington and restructuring its high-
strength allovs division, Following the
consolidation of certain wire drawing
assets, Alean is now the largest alumi-
nunt specialty wire producer in Europe.

frermany: At H0% -owned Aluminium
Norf GmbH (Alunorf), eperation of the
new cold rolling mill is expected to begin
inearly 1987, At Gittingen, new facili-
ties new under construction, which will
beable o finish the 2.1 metre-wide colls
fram Alunorf. will expand Alcan s capac-
iy toserve the packaging market by
more than 40 kt v,

Inaddition, a new 2.1 metre-wide
loil mill is planned at Alean Ohler in
order to strengthen Alean s position
inthe European spectalty foil market

All of these investments include
stale-of-the-art environmental polluticn
control egnipment,

Due Lo unecononiic energy costs and
the strength of the Deutsehe Mark, the
annual capacity of the Ludwigshalen
smelter wis cut i half to 22 ki
Jannary 1987,

{refand: AUGS % -owned Aughinish
Alumina Limited, which has been oper-
ating at 100% ol capacity smee mid-1986,
losses were reduced as cash costs were
cul by 13% due to savings in energy and
raw materials costs, Progress is heing
made 1o ablabt more compelitive power
rates.

New busingsses: The managemoent
office in Geneva is now dedicated (o
developing new husinesses in burope,
on a similar basis 1o the Cambridge.
Massachusetts office for North America.
This will complement existing ventures,
such as Alean s activities in alumina- and
Zirconium-based chemicals, which are
growing and profirable businesses,



W Alean Australia’s
Minchinbury Aluminium
Ceitre was opened in
August 1986 to serve the
growing western siburhs
af Sydney. The contre
services tradespecple and
handles over-the-counter
retail salos and home

mprovemoent enquiries.

B Technal, Alcan’s huilding

products company in
France, and its sister
company, Technal
Tnternational. specialize
in the design. marketing
and distribution of easy-
to-dssemble aluminum
architectural sysiems

such as this conservaiory.

i Alcan
Aluminium
Centre

|

PACIFIC

The region reported i loss of $240 mil-
lion compared 1o ioss of 13 million in
1985 which ineluded sjecial churges and
rationalization expenses of $14 million.

shipments declined 1o 373 ki from 4142 ki,

Australia: Operating results from
(9. 9% -owned Alcan Australia Limited
improved. as fabricating facilities oper-
ated profitably and earnings from export
ingot sales improved, These gains were
offser by the impact of Toreign exchange
fuses.

Sapan: Nippon Light Meial Company,
Lid.. H0%-owned. had another difficult
vear. However, 1 continued its plannmed
withevawal from upstream operations by
closing the Tomakomal aluming plant
and reducing production at the 64 ki v
RKarmbapa smelter. Tovo Aluminium K.K..
ane of the world's major producers of
foil, paste and powder products aud also
A0 -owned, posted higher profits than
in 1985,

Other pperations: Alcan inereased
its interest in Aluminium Company of
Malaysia Berhad {(Afcom), a fabricating
Business, 1o 63.9% from 40% as a result

of g rights ssue undertaken to strengthen
that company’s equily. Despile major
cost cutting efforts. Aleom recorded 4
significant loss. due principally to the
extremely weak domestic marked.

Despite good volumes and profits
[ten sales of semi-fabricated products,
carnings from Indian operations woere
depressed hecause of power shorlages
at jts smeltors. In China, Aean has
entered Lo ot ventwre Lo establish
an integrited aluminum extrasion and
tanifactiuring plan.

(OTHEE AREAS

[ Jamaica, alumina cash costs were
recinced by I largely due to lower
energy and cinplovment costs, while
production continued at nearly 80% of
capaciiyv. Negoliations with the govern-
ment to clenge lron alevy (o a post-
profit tax regime are continiing.

Alcan sold its interests i Soulh
Afriea and Nigena.



W A zood example

of anr Alean mini-
multinational - Luxfer
Holdings Limited. with
subsidiaries in Britiain
and the 7.8, amd a
ticemsee i Australia,
jeads the world in light-
welght, igh-pressure gas

cvlinders.

true multinational
COMPENY POSSCSSES
miore than some off=
shore operations, 2
few overseas mar-
kers ora world-
praduct mandate,
It is more than an international portfolio
of disconnected investments, A true
multinational is an arganic entity: it can
alter its diveetion while retaining its
global characteristics.

Adean s doing Just that. Alean’s new
Mission Statement | included verbatin in
the Chairman's Message 1o Shareholders
on page 1. sets out Alean’s new direction
as domultinational - eommitted 1o
excellence and lowest cost in its chosen
aluminum businesses™” and moving into
new businesses with superior growth
and profil potential ™. Alean’s objective
is 10 have a prolti performance better
than the average of therop 400 North
American industrial compauics. Geo-
graphical coverage 1o mamtain sales vol-
nme is no longer the goal. Decisions as Lo
where Aean will operate are based cn
long-term profitability. and the process
ol redepioying its assels will continue,
The focus will be sharper, the manage-
ment structure simpler,

Far from abandoning its global role,
Alcan is selectively strengthening it To
have asignilicant presence in most major
markets of the world - North America.
Furope, Japan, Brazil, Australia - isa
very valuable asset. whether in markot -
ing new products, i technology transfer,
or In joint-venturing. It s also a spring
hoard for the establishment of individual
husinesses within Alean, each with a
world mandate tor a specialized product
range, operaling in 4 number of countries
onder unified control - in effect ini-
multinationals™ .

Alean was born international. It
started in 1928, owning and operaling
aluminum businesses 1 nine countries
autside North America. Mean's largest
investment and its base was then, as it s
today. in Canada. butl ity development in
the half century sinee its foundation has
been truly multinational, The biggest

ALCAN - A GLOBAL COMPANY WITH A NEW MISSION

geographical expansion ol its activities
occurved in the Filties and Sixties.
Blessed with its low-cost cnergy buse in
Canada, Alean had established its posi-
Lon as the Targest supplier ol aluminum
ingot to the world market. [t then tuened
its artention to enlarging its participation
in the vahie-added product markets
around the world.

Alcan began a wave of investment n
fabricating plants to absorb the outpul of
its smellers and 1o mect the accelerating
demand for Ghricated products. World
(rade was growing im many sectors and
the Company gress witoit, Alean built,
expanded or acquired plants inthe
Americas (USAL Brazil. Argenting,
Colombia and Urnguav). in Burope
(Belgium, France. Germany., Ttaly.,

Spain and the United Kingdom), in Alvica
{Ghana and Nigeria), and in the Pacific
arca (Japan, Australia, Malaysia,

New Zealand and Thailand), as well as
expanding fabricating operations in
Canada itsell’

By 1474, Alcan onerated fabricaling
plants in 26 countries and was selling its
products in over 100, But following the
il shocks of the Seventies, economic
and husiness conditions changed dramat-
cally. By the early Eighties, growthin
world trade had slowed dows, trade
halances between countries had heen
radicallv altered and surpluses and disin-
iTation were causing downward pressures
on commedity prices. The new cnergy
equation transformed (he relative costs
of competing materials and called for new
design responses from manulacturers,

In the world aluminuim industry, the
mutber of participants had been steadily
inereasing, and now (he whole industry
was - and still is - being reshaped. AMean
devided to overhaul s priovities and
organization and to grasp the oppartuni
ties offered by the industry restructur-
mg. While ts owned low-cost energy
hase now offered an enhanced beneli, it
lad to generale satislactory and growing
profits in the new conditions of reduced
industrial growth and lower commodity
arices,



B Ve Shih Alam Mosque
in Malavsia, wirth fis
Stanetre. gt -weight
aluinintitn dotive, engi-
tivered apd erected
face Contracts Limited,
Plusirattes the versatifiny
aned glebil coverage of

Alean compuanies

The strategy was — and is - threefold:
cut costs. focus on those alumimim busi-
nesses having a sustained competitive
advantage, and add new busimesses -
ineluding new uses for aluminum - based
o1 the Conipany s existing strengths,

Tt 1the course of 1985, measues 10
el costs further and reduee lavers of
nmanagement were introduced. resuliing
I perinanent cust reductions of over
5200 million a year. In T983-86G, o pro-
gram of redeploving assets thal no longesr
fitted the new strategy led to the sale of
Alcan's interests i Mexico, Colombid,
Nigeria. South Africa and of some husines-
ses other countries. In Eurape. Alean
sold its continental extrusion operalions
(o Norsk Hydro A S and withdrew from
ity participation in Hunter Douglas NV
lzi the reverse direction, its rolling vpera-
tons inltaly were augmented by acgut-
sition. following the gignificant expan-
sion ol its UK. operations by the 1982

merger with British Auminiun, Alean
also acquired in 1985 mosi of the alu-
minue assets of Avlamic Richfield Com-
pany (ARCO) i the [.S0and Ireland.
Elsewhere, particularly in North
America. @ nwmber of investents have
been made 1 new non-aluminum busi-
nesses, which o date inchide ceraimics,
fibre optics, gallinm relining. wicro-
separation and metal matrix composites,
This is the pattern of the new multi-
national Alean - selective in location,
nrofit-oriented, nderdependent and
mutually supportive, wirh shared tech-
nology and committed to secking o
new businesses, Mean used 1o bea
global company becanse it had (o be.
Todav Alvan is global because i chooses
10 be, and the eholce is based on
profit - worldwide,



M ANAGEMENT'S DISCUSSION & ANALYSIS

o n 1956 Alcan began
{0 realize the bene-
fits of its new strat-
egy, Barnings rose

the Cormpany’s cost
L_. reduction and
restructuring programs and partly due to
an improverment in average aluminum
product realizations. Cash flows from
operations increased, enabling Alcan
Lo strengthen its financial position,
Although much remains to be dene, the
Company has already improved its
earnings potential,

PRIMARY ALUMINUM MARKET

The Western World aluimmum mar-
ket maintained a reasonable balance
between demand and supply in 1486,
despite only 1modest economic growth in
the major industrialized eountries. Pro-
ducers” inventories fell during the vear,
and spot ingot prices rose from the low
levels of 1985,

Consumption of primary aluminum
is estimated 1o have grown by less than
1% Lo 2.7 million tonnes (ML), This was
Inline with the slew pace inthe major
economies of industrial production,
to which aluminum consumption
hest correlates.

On a quarterly basis. there were
substantial fluetuations in world ship-
iments i response to strikes at several
smelters in the U.S. | including Alcan’s.
In the first quarter, as U.S. customers
buili up stocks in anticipation of these
strikes. shipments surged to a record
annualized rate of over 13 Mt. Shipments
subsequently fell as these disputes were
setlled and customers ran down their
storks. By the tourth quarter, the ship-
ment rate was again rising.

For 1986 as a whole, shipinents are
estimated to have been 2.4 Mt, level
with 1985, Inventories in Japan were
drawn down throughout the vear,
thereby reducing demand on the spot
markets.

Contributing to market balance,
primary production remained below
shipments. In 1986, production totalled
11.9 Mt or 88% of estimated capacity,

1o

largelyv as a result ol

WESTERN WORLD
PRIMARY ALUMINGM

PRODUCTION AND 13
SHIPVMENTS
EEESCEoEESIE
Production 12
| AT R LT
Shipments
{seasobaliy wdjusted)
1}
10 1082

milliens of lonnes vear

g3 1984 1985 1986 10

TOTAL INVENTORIES
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compared to 12.0 Mt in 1985, As well as
reflecting the impact of the U5 strikes,
this lower level of production also
resilted [roimn the permanent ¢losure of
uneconoiic smelters. During the last
two vears, over 1o million Lennes per
vear (MU/v) of capacity in the U.S. and
Japan have been closed.

These closures fave been partially
oftset by new capacity totalling approxi-
mately 0.7 At/v in Latin America,
Canada and Australia. Consequently,
total Western World capacity is esti-
mated to have fallen from 14.2 AMt/v at
the end of 1984 to 13.4 Mu/v at the end of
1986, its lowest level singe 1978,

As shipments continued to exceed
production. total inventories held by
producers and in commodity exchange
warehouses (ell by a further 0.5 Mt (o
3.8 Mt at vear-end, thetr lowest level
since 1980. However. this fall has only
been gradual. reflecting the slow pace
of industrial production and therefore
of aluminum shipments.

This siination explains the weak
response of prices to inventory redue-
tion. During the year. international spot
prices averaged $1,190:, ap 3% from
the 1985 level, but below the Jevels
reached when [nventories were at similar
levels in previous cyeles,

Srrength in aluminum demand in
1987 will depend on overall econcmic
growth. As the alumirum market began
1987 with low invenaries by historical
standards, strenger demand could
be reflected fairly quickly in higher
aluminum prices,



PRINCIPAL END-USE MARKETS

Alean’s consolidated sales 10 all mar-
kets rose hy 4% to a record $5.756 million,

Containers & Packaging: Alcan has
expanded its sales to these markets by
S4% over the last two vears, as a result
of internal growrh and acquisitions.

North American operations accounted
for nearly 60% of Alcan’s total sales 1o
the container and packaging markets.
Alean further expanded its share of the
can body and can end stock markets in
the U.S. and also increased shipments of
can sheet in Canada,

Alean’s European subsidiaries
accounted for nearly 30% of the Gom-
pany s packaging sales in 1986. There
was continued strong growth in hoth foit
wid can sheer markets. particulariy in
Germany and the UK,

Transportation: Luropean operations
accounted for nearly haif of sales Lo these
markets. and North American businesses
for 40% . Alcan’s sales in Germany, which
consist primarily of pistons for the aulo-
motive industry, were stable. British
operations increased sales, particularly to
the international aerospace market, In
the 1.8, Alcan maintained its leading
share of the automolive fin stock market,

Electrical: Alcan’s sales to these
markets, of which two-thirds are made
by North American operations, were
tevel with 1985. For the second year
i a row, demand in hoth the .S, and
Canada for overhead bare cable was
weak, as there were no major projects
being undertaken by utilities.

Building & Construction; Over one-
third of Alcan’s sales to these markels are
in North America, where demand in 1986
for new construction and residential ren-
ovition was very strong. While Alcan
reduced its shipments of aluminuim siding,
il increased shipments of vinyl siding and
further strengthened its position in the
market {or aiuminum ceiling products,

SALES BY MARKET 1986 1985 1984
HOS6 cqitfingls of 508

23% Containers and packaging 1352 1113 ludd

5% Transporation 467 418 432

9% Electrical 490 490 %2

23% Building and construction 1319 11600 1223

rake Dther 2128 2300 2058

Alcan’s European operations
accounted for over 40% of toial sales
o building and construction markels,
Alcan continued to hold a leading and
profitable share of the UK. extrusion
market, which grew by 10% in 1986,

At the end of 1986, the Company largely
withdrew from the continental market
by selling five ex(rusion plants.

Other: The decline partly reflected a
reduction ir shipments of ingot produets,
which accounted for 15% of total sales to
all rarkets,

RESULTS OF OPERATIONS

Nel incone in 1986 was $244 million,
compared to a loss of $180 million in
1985 which included special charges and
rationalization expenses of 5252 million
after tax.

The improvemnent in earnings fromn
operations reflected in part higher prices

for ingot products and a higher proportion

of fabricated products in rotal shipments,
However, the major contribution came
from cost savings which were largely
achieved by a reduction ol 5,000 in the
total number of emplovees since the

beginning of 1985, after adjusting for acqui-

sitions and disposals. Also, a decrease in
operating working capital led to a reduc-

tion in financing charges. These and other

steps have reduced costs on an annual

basis by over $200 miliion before tax from

what they would otherwise have been.
Total selling, administrative and general
expenses increased principally due to
appreciation of European currencies,

For 1986, net income included non-
aperating gains, principally from sales
ol assets. which rotalled $37 million,
and $20 million {rom the implementation
of new accounting rules for pensions.
et income also included income tax
recoveries applicable to prior vears'
losses of $26 nillion compared with
$36 million in 1985, principally relating
Lo LK. operations.
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PRINCIPAL PRODUCTS

Fabricated Products: Since 1982,
Alcan has increased its shipments of
fabricated products by 46% to 1,388 k.
Approximately three-quarters of this
increase have been in shipments of sheet
products. Fabricated product shipments
accounted for 66% of 1986 aluminum
shipments compared 10 60% in 1985,

Average gross margins on sales of
fabricated products rose 1o 8340/t from
5446/ in 1985, This improvement,
which was possible despite only limited
price increases in most markets, reflected
the impact of cost savings, the concen-
tration on higher margin preducts, and
the initial impact of stronger European
CUITENCIcs.

Ingot Products: Shipments of ingot
products declined by 17% to 731 kt from
their record level of the previous vear,
which included sales of inventory
acquired from ARCO. Margins rose to
3211/t from $51/1 in 1985, reflecting a
109 increase in Alcan’s average realiza-
tions as well as reduced costs.

SHIPMENTS OF
ALUMINUM PRODUCTS
(thousands of tonnes)

1300
] 5
1000 =
1982 949 758
1983 1174 728
1984 1213 57T
1985 1340878
1 1986 1388 731
300
mem  Fabricated
produels
e [11g0t
produets
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REVENUES BY PRODUCT 1986 1985 1954 1983 1982
1986 (millions of U.5.8) - —
Flat-rolled products 2584 28200 2161 18T 1587
Extruded, rolled, drawn 1142 1042 11260 986 934
Other fabricated 344 857 281 W26 288
Total fabricated 4070 3719 3568 3195 2809
Ingot products 892979 81T 975 86T
Other products 94 813 88T T 6T
()peraling revenues anil 00 30 304 26 30
~other income - -
(iROSS PROMIT BY PRODICT 1956 19485 1984 1983 1982
1986 (milfions ot [.5.5) . - - T —=
61% lolz'zl fahricated products 9 % TI0 30T 408
(integrated)
Ingot products 154 i 1 153 16

‘ N
‘- 2 B 5%
15%

Other products

Operating revenues and
other income

B 101 53 08

17l ivl 152 160 133

(7ROSS MARGINS ON SALES
OF ALUMINUM PRODUCTS
(LS Stonne)

600
a0 | 1 ' T1 z
£ =
= =
:'f' _.'_._
1982 430 Gl
1983 432 210
193¢ 585 303
198 446 5l
__ 1 o 0 g 1886 540 211
200 |
Fabrieated
praducts
I l w301
products
¢ 52 83 8 8 86

Other Products: Sales of other
products fell as Alcan restruetured its
LS. distributor of nickel, stainless steel
and aluminum products. In addition, in
1985 Alcan had sold its ferro-allovs busi-
ness in Brazil. Sales of magnesium and
alumina- and zirconium- based chemicais
increased,

Operating Revenues: Over half of
these revenues in 1986 arose from tolling
aperationg, mostly in Germany and
Canada. Sales of surplus power from
Ganadian and British generating stations
accounted for most of the balance,

Other Income: Higher revenues
from gains on the sale of assets were
offset by lower foreign exchange gains
and interest income.



LIQUIDITY & CAPITAL RESOURCES

Operations: Largely reflecting an
increase i carnings over 1985 and a
further reduction in operating working
capital. cash generated by operations
belore dividends rose 1o 5725 millien
from 3386 million, continuing the steady
improvement achieved sinee 1982,

A quarterly dividend of 20 cents per
common share was maintained through-
out the year.

Investments. In 1986 capital
expenditures and investients totalled
5342 nillion, as against $597 million in
1985 inciuding the aequisition of certain
assets from ARCO. Alcan’s sales of busi-
nesses, investments and other assets
totalled 5145 million, compared with
93 milhion in 1985,

In December, Alcan signed a letter
of intent with the other shareholders of
Crowhorough Investments Lid. to con-
tinue 1o hold its 50% interest in that
company. Crowbhorough owns about
10% of Spar Aerospace Ltd, and controls
approximately 47.8% of Lhe voting
rights in Spar. Under the new arrange-
ments, Alean expects to invest additional
amounts in Crowborough over the next,
three years to increase Lhe latler’s equity
holding in Spar 1o 20%.

For 1987, capital expenditurcs net of
sales and disposals are currently planned
to be approximately $450 million. This
increase includes previously deferred
replacement of equipment. The Company
will also make further investinents in
new husinesses.

Financing: During the year, total
horrowings were reduced by 5431 mil-
lion. In addition, the Company extended
the average term of debt, reduced inter-
esl costs, and lowered floating rate debt
45 4 proportion of total borrowings.

Aluminum Company ol Canada,
Limited (Alcan:Canada) redueed its term
credit lines with banks by a net $330 mil-
lion 1o $620 million and CAN$200 million,
none of which was utilized al year-end.
It also redeemed CANS49 million of 1994
and $47 million of 1995 sinking fund
debentures, 520 million of 1988 deben-
tures and, in January 1987, CAN324 mil-
lion of 1991 sinking fund debentures,

CAPITAL EXPENDITtRES,  millions o' 17.8.3

SALES AND DISPOSALS

750
EEE——
Capital expenditures 500
[BEt e et 3]
Acquisition of
plant and equipment -
from ARCO 250
| e TR |
Sales and disposals I
0 1982 1983 1984 1985 1986
TOTAL RORRWINGS milkions of U.S.8
AND EQUITY . TeTT T T T
(At Decemnber 31 4000
S 2000 -
Total borrowings
——
Equity 2000
{including minority
interests)
1000 i
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Alcan:Canada also issued $100 mil-
lion of [2-yvear debhentures and, in Janu-
ary 1987, SFr178 million of 16-vear bonds,
which were subsequently swapped inlo
U.S. dollars.

In July, Alcan:Canada redeered
$33 million of preferred shares and, in
October, issued CANSTS million of cumu-
lative redeemable preference shares. At
vear-end, Alcan:Canada had $421 million
of preferred shares, of which 3204 million
were non-retractable,

British Alean Aluminium ple issued
530 million of 23-vear debentures and
reduced its lines of credit by $50 million
L6 $120 mwillion, of which $95 million
wore unutilized at year-end.

Prior to their expiry on December 31,
5.0 million warrants were exereised for
common shares of Alean al 4 subscription
price of CANS36.50 each, thereby contrib-
uting CANS184 million to equity. Alcan
also realized CANS34 million from the
sale of tax eredits which were attached
to 3.1 million of the shares issued on the

exercise of the warrants. These transac-
tions contributed to the $139 million
increase in cash and Lime deposits com-
pared to the end of 1985,

The ratio of total borrowings to share-
holders’ equity and minority interests
was reduced to 31:69 at year-end from
37:63 at the end of 1985,

Management believes that Alcan has
sufficient resources to meel its capital
spending commitments, debt repayments,
contractual obligations and planned
working capital requirenients.
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RESPONSIBIL[ TY FOR THE ANNUAL REPORT

AUDITORS’ REPORT

Alcan’s management 1s responsible for the infegrity and lair presentation of the
financial stalements and other wiormation n the annual repert. The financial
statements have been preparcd in accordance with accounting principles generally
accepled in Canada. conforming in all material respects with international standards.
Financial and operating data elsewhere in the annual report are consistent wirh those
contained In the actormpanying {inancial stalements.

Alcan’s poliey 1s 1o maintain systems of internal accounting and adninistrative
controls of high quality consistent with reasonable cost. Such systems are designed to
provide reasonable assurance Lhat the financial inforreation is aecurate and reliable
and that company assels are adequately accounted for and safeguarded. The Audit
Comrnittee, which is comprised of directors who are not emplovees, meets regularly
with representatives of Price Walerhouse, the shareholders” independent auditors,
and with members of management (o satisfyv themselves that Alean's policy is heing
followad.

The financial statements have been reviewed by the Audil Comiirtee and,
together with the other required information in this annoal report, have been
approved by the Board of Directors. Tn addition, the financial statements have been
examined by Price Waterhouse. whose report is provided helow,
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To the Shareholders of Alcan Aluminium Limited

We have examined the consohdated balanee sheet of Alean Aluminium Limired
as al Decomber 31, 1986, 1985 and 1984 and the consolidaled statements of income,
retained carnings and changes in financial position [or each of the vears in the three
vear period ended December 31, 1986, Our exanunations were made in accordance
with generally accepted auditing standards and accordingly included such tests of the
accounting records and such other audiling procedures as we considered necessary in
the circumstances,

In our opinion, These consolidated finaneial statements present fairly the financial
position ef the Campany as at. December 31, 1986, 1985 and 1984 and the results olits
operations and the changes in its financial position for each of the vears in the three
year period ended December 311986, inaccordance with generally aceepled
accounting principles in Canada applied. except fer the changes in accounting, with
which we coneur, as described in note 2. on a consistent busis.

Montreal, Canada PRICE WATERHOUSE
February 4. 1987 Chartered Accouniants



CONS OLIDATED STATEMENT OF INCOME

Years ended December 31 (in milfioris of 7.8.5) 1986 1985 1984
Revenues
Sales 85,756 $5,511 85,272
Operaiing revenues 200 207 195
Other income 100 113 109
6,056 5,851 3,576
(nstmnd expenses
Cast of sales and operating expenses 4,623 4,675 4,197
Depreciation 276 208 200
Selling, administrative and general expenses 406 385 293
Research and developmen! expenses 77 77 66
Interest {note 16) 202 232 244
Other expenses 52 53 48
5,636 5. 680 5,188
Income before special charges and rationalization
expenses, income tuxes and other items 420 15] 388
Special charges and rationalization
expenses (nole 11) - 16 =
Income (Loss) before income taxes
and other items 420 (265) 388
Income Laxes (nole 3) 160 (87) 151
Income (Loss) before other items 260 {178) 237
Eguity income (loss) () (2) B
Minority interests {35 (36) (36)
Income (Loss) before income tax recovery 218 (216} 216
Income Lux recovery applicable (o prior
vears' losses (noie 4 26 16 37
Net incore (Loss) (riolfes 2 and 4) $ 244 $ (180} s 253
(_i'li“l’:::ﬁ.-ﬁ') e e e I
[ncome (Loss) per common share
Befare income Lax recovery § 2.18 5(2.17) § 2.21
Income tas recovery 0.26 ~0.36 0.:38
Nel income {.oss) § 2.44 S(L.81) § 2.50
i)hi'..;l:d;nds per common share T - § 0.80 B 110 $ 120
CONS OLIDATED STATEMENT OF RETAINED EARNINGS
Years ended December 31 (in millions of U.S.8) - 1986 1989 1584
Retained earmings - beginning of vear 51,813 $2.103 $1,067
Nel income (Loss) - 244 (180) 253
2,057 1,923 2.220
Dividends o 8 e
Relained earnings - end of yoar (nete 14) 81,977 51,813

52,102




CONSOLIDA TED BALANCE SHEET

December 31 (i millions of 17.5.8) - 1986 1885 1984
ASSETS o S
Current assets
Cash and tme deposits s 316 S S 361
Receivables 871 904 ihid
Inventories
Aluminum 17 922 ERE
Raw mal erials 264 3073 339
Other supplies 277 272 238
2,746 2578 2,654
Deferred charges a_t_id veceivables ) _-__ - 18 T E )
Investments (noge ) - 240 271 281
Property, plant and equipment
Cost (note 8 6,954 6618 6. 131
Accumulated depreciation 4,005 Z 74% 2.:_33"1_
3,949 3NTH 3600
Total assets STOIS S6.361 0 S6.6Y0
LIABILITIES AND SHARENOLDERS" EQUITY
Current liabilities
Pavables 5 784 L0E0 R
Short-term horrowings
(principally from banks) 160 261 282
[neome and other taxes 47 2l v
_l)foh[ Al uring within one vear 90 ] S]__%
[,086 1,126 LIl
Debt not maturing within 9nei£§ni(nr_){“f__?)) i ﬁ: B i - ”' _1_369 1600 1350
Deferred credits and other liabilities (noic 10) o 244 190 187
Provision for rationalization and related liabilities (note 1) - 231 2584 -
Deferred income taxes - B B SHE! 109 Bk
Minority interests (noie i2) S - A2l i S04
Shareholders’ equity
Commen shares (note 1) [172 10532 1.015
Retained carnings (note 1) L9777 1,814 2,103
Deferred translation adjustments (note ) (33) (99) C(202)
3.116 2,748 2,014
Co_r}}_m_iEIIIgpi&é‘ll@gﬂ__r._ingen(:ies {note {j)_ i o ﬁﬂ__l_*iil S
Total liabilities and shareholders’ equity 87,118 56,861 S65.690
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Approved by the Board:
David M. Culver, Direcior
Lionel B Kent, F.C AL Direcror



CONS OLIDATED STATEMENT OF
CHANGES IN FINANCIAL POSITION

YF:'E?‘E,,QF'_dF‘d December 31 (i mifllions of 15.5)

Operating activities

Depreciation
Delerred Income faxes

Operating working capital
Other - net

Cash from operating activities

Financing activities

Total cash available before investment :1([1\’11168

[nvestment activ ][l(‘%

Increase (Decrease) in cash before deferred translation adjustments
Deferred translation adjustments relating to cash and time deposits

Inerease (Decrease) in cash and time deposits for the vear

Cash and time deposils - beginning of vear
( thh and time deposits — end of vear

( ]HII”E‘S o Chl[,l[]” W ()ll(ll‘l‘r Ccd ltdl
P

Nt m‘('h/i kus

New deht
Debt repavments

short-ternt borro \xilws - et
Comnon shares of

subsidiary companies
( (15}1 Im m hm neing activ 1l|vs

Investments

Sales and disposals

Cash used for investmen|

Receivables
Inventories

Pavables

Income and other taxes
Deferred t

Other

- 1!‘_)86 1965 149584
Ineeme (Loss) before ather items 5 260 S1T8) § 237
276 258 240
specidl charges and rationalization expenses — BB -
166 {120} 63
110 245 (1)
(8D (14) 25
T2 a86 i8Y
Dividends paid (o Alean shareholders {80} (o {117)
Dividends paid vo minomy interests (41} (4} (38)
604 436 3
295 614 283
_ (3T (441) (290)
(273) 178 (7)
(156) (%) 38
ean {noie 13) 14{) " 60
Shares of 511\)51(“[1_\ ((_)II]]MIH(\ 5 Tl P24
Redemption of preferred shares of
(37) (44 (37
) (273) i) L
331 (HE ol
Property. plant and equinment 318 H6Y 414
24 28 13
(:_)_perlfn ing working eapital acquived — 2_74 * —
342 87l 427
{148) (493) e
aclivities 194 T8 106
- 137 (177) g
ok RO (1)
1139 {184y 99
~ o o 177 L) .
8 316 8177 561
5 67 S118 S(104)
(38) (I3) fid
(73) (13) 18
E| 21 {28
ranslation adjusiments (79) (106) 1
Lese: Operating working capital acquired {274y
____ (11) 2 -
Inerease (Decrease) for The vear S(LL ) S(249) 5 9]
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NOTES 70 CONSOLIDATED FINANCIAL STATEMENTS

(i miltions of .8, §)

m/

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of consolidation

The consolidared financial statements, which are prepared in accordance with generally accepted
accounting principles in Canada. include the accounts of all cornpanics more than 50% ow red. Joint veniures,
inrespective ()fp9rcpr1lage of ownership, are included 1o the extent of Alcan’s participation, In addition,
consolidated net income includes Alcan’s eguily i the net income or loss OfLOI[I[MﬂeH owned H0% or less
where Alean has significant influence over management, and the investiment in these companies is mereased or
decreased by Alean’s share of thelr undistribuled nel income or loss since aeguisition. Investments in
companies inwhich Alcan does not have significant influence over management are carried atb cost less
amounts written off,

[ntere ompdm iterns and Lransactions, including profits in inventories. are eliminared.

Translation of accounts into United States dollars

The consolidated financial statements are expressed in U.S. dollars, the principai currency of international
trade and of Alcan’s business, under tranglation procedures recommended by The Canadian Institute of
Chartered Accountants (CICA).

North American, Caribbean and other integrated operations as well as companies operating in
hyperinflationary economies are translated using the temporal method. Under this method, current assers
(excluding inventories), current liabilities and long-term monetary asscts and liabilities are translated at the
rates ol exchange at vear-end, Olher balance sheet Wems are translated at the rates prevailing ar the respective
(ransaction dates. Income statemenl ilems are translated at average rates prevailing during the vear, excepl for
the cost of inventories and for depreciation which are translated at rates prevailing when the related assels
were aequired, Translation gains and losses are included in income except for unrealized gains and losses
arlsing from [he transiation of long-term monelary ussets and labilities which are deferred und amortized over
the remaining lives ol the related items.

Other operations, which are deemed Lo he soM‘—sust;lining, are lranslated using the current rate method.
Under this method, income stalement items are (ranslated al average exchange rates for the yvear. Balance
sheel ilems are rranslated al vear-end rates of exchange, with d]flcwn( s arising from a chande in rates since
the previcus vear-end being (ransferred 1o the delened Lranslation adjustments component ol shareholders’
equily w hCl(‘ it s mnwd um]l realized and then [mns[erred Lo income,

Other

Aluminum, raw materials and other supplies are stated al cost {determined for the most part on the
monthly average method) or net realizable value, whichover is the lower,

Depreciation is caleulated on the straight-line method using rates based on the estimated useful Lives of the
respective assers.

Income (Loss) per common share is calculated by dividing nel income (lo&s} by the average number of
conunon shares ourstanding, (1986: 99.9 million; 1985: 99.4 million; 1984: 97.8 million)

ACCOUNTING CHANGES

In 1986, the Company adopted the CICA's new recommendations on accounting for pension costs and
obligations. The effect of this change, applied prospeclively, was to inerease net income for 1986 by $20 (50.20
per commoen share). See also note 17

Beginning in 1985, in accordance with the recommendations of the CICA, investment 1ax credits are
accounted for using the cost reduction approach instead of the flow through approach used prior to 1985,
Under the cost reduction approach, imvestment tax credits are rec oﬂmze(l over Lhe same period as the related
expenditures are charged Lo income principally through depreciation. Under the flow through approach,
investment tax credits were generaily recognized in income in the year that the related oxpenditures were
made. Nel income for 1986 would have been increased by S2 (80,02 per common share) and the loss for 1985
would have been reduced by 310 (80,10 per common share) had the flow threugh approach been continued.
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m; CURRENCY TRANSLATION
Currency translation losses included in inceme were 313 in 1986 (loss of 37 in 1985 and gain of 824
in 1984).
Following is an analvsis of the Deferred transiation adjustments component of Shareholders™ equirs:
‘ o 1986 1985 1984
Balance - beginning of vear 5(99) S(20) $(12%)
Movements during the vear Y| () (%)
Transferred to income: amounts related 1o
realized und anticipated losses on certain vestrents o 12 _ i1 -
Balance - end of vear 5(59) S0 §(202)
] DIFFERENCES BETWEEN CANADIAN AND UNITED STATES GENERALLY ACCEPTED ACCOUNTING

FRINCIPLES ((:4AP)
Currency transiation

Under Canadian GAAP unrealized exchange gains and losses e translation of long-term mongtary items
are deferred and amortized aver the life of those items whereas under 1S, GAAP such gains and losses are
absorbed in mcome imediately. Also, under Canadian GAAP deterred income Laxes of companies using the
temporal method are transiated at historical exchange vates rather than at current exchange rates used under
.5 GAAP
Tux recovery

[ 1986, 318 (528 in 1985 and $16 in 1984) of the “Income (ax recovery applicable 1o prior years™ losses™
relates to tax benefits of @ purchased subsidiary anising fror losses which occurved prior (o aequisition by
Alean. Under Canadian GAAP such tax benefits are recorded inincome in the vear of realization. Under
U5, GAAP such tax benefits are recorded in the vear of realization as a reduction ot the lixed assets of the
purchased subsidiary and are recognized i income through lower depreciation charges over the uselil lives
of these fixed assels.

The following table compares net income (loss) as reported with the net income (loss) rthat would have
been reported under .S, GAAP together with the cumulative effect on retained carnings and delerred
translation adjustments.

1986 1985 1984
As £S. Ag s Ag [
Reported  GAAP Reported  GAAP Reported  GAAP

Consolidated nel income (loss)

First quarter® 0032 % 35 S 5005 1os E %

Second quarter” 106 80 () (24} H8 17

Third quarter? 7 20 f 153 By 35

Fourth quarter® _ h2 59 (212) (228) 20 16
$ 244 % 209 5 (180) 5 (d24) § 254 5 263

Dollars per common share 8244 $2.00 5 (LS} S (226) 5 259§ 269

Consolidated retained earnings

lind of vear o - SLOTT 82,040 SL8LD STU1L S2U108 82.245

Deferred translation adjustmenis

End of yuar S (33) 8 (86) S (W) S(I15) S (202) §(280)

, The dillerence between amonnts shown as Deferred translation adjustments under “As Reported” and
LSO GAAP arises principally from the different treatiment of exchange on long-term debt at January 1, 1983

“unaudited
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INCOME TAXES

R Tiese w1984

Income (Loss) before income laxes

and other items ‘
Canada § 258 B{28H) £209
Other countries o 1()2 ] 21% 7!79
420 (265) 388
Current income taxgs l I ' .
Canada (26) (7) 26
Other countries 7 B 7207 o ___-'1{) 3N
(6) A 83
Deferred income faxes

Canada 96 (147) 349
Other countries - _TQ 27 24
7 _ ) . ]66 (120 B
Total income tax provision $ 160 5 (87) R BY

The composile of the applicable statutory corporate income tax rales in Canada is 46.9% (44.9% in 1985
and 44.8% in 1984), Dividends paid by subsidiary companies are generally tax-exempt upon receipl in Canada.
Taxes withheld ab source are incinded in Current income Laxes - Other countries. The following is a
reconciliation of income taxes caleulated al the above composite rates with the tolal income tax provision;

1986 1985 1984
[neome taxes at the composile rite $ 197 $(119) 5174
Inerease {Reduction) attributable lo:

[nvestient. and other allowances (35) (3 {4h)
Fxehange translation losses 30 30 37
Income and expenses withoul tax effect (30) 11 (23)
Other - net, (2) (8) §
Incore tax provision 3 160 5 (37) § 151

The principal items giving rise to Lhe deferred portion of income Laxes are:

S B U S . L

Inventory valualion § 13 5015 5 (16)
Deprecialion 71 19 7
Prior vears' losses 36 26 37
ln\-‘(s.s_'l ment and foreign Lax credits 21 9 45
Special charges and rationalizalion expenses - {(164) -
0t her - net 25 (%) ()
$ 166 S(120) S 68
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INVESTMENTS
1986 1985 1984
Companies accounted for under the equity
method (note 1} $ 225 $ 240 § 278
Other investments - at cost, less amounts written off 15 31 3
$ 240 § 271 $ 281

*The combined results of operations and the financial position of the companies accounted for under the
equity method are summarized below:

Results of operations for the year

Revenues 83,798 $3,751 54,847
Costs and expenses 3,647 3,075 4517
Income before income taxes 151 176 330
Inconie taxes 106 109 118
Net income ' $ 45 $ 67 $ 212
**Alcan’s share of net income ) 2 56
Dividends received by Alcan 25 23 16
Financial position at December 31
Current. assets 82,227 52,021 52,5657
Current liabilities 1,989 1,649 2,154
Working capital 238 372 403
Property, plant and equipment. - net 1,703 1,546 2,175
Other assets - net 207 223 158
2,148 2,141 2,736
Debt not maturing within one vear 1,427 1,305 1,861
Net assets $ 721 $ 836 $ 875
Alcan’s equity in net assets 225 235 265

“Certain investments (the most signiffcant being Industria Espanola del Afuminio S.A. ) previously accounted
lor under the equity method are, beginning in 1985, accounted for under the cost method.

"*Where a company operates 4s a joint venture supplving materials to each participant, Afcari’s share of the
net incomne or loss related to the materials so obtained is applied to cost of sales.

7

ABATABLE PREFERRED SHARES

Payment terms for assets acquired in January 1985 from Atlantic Richfield Company included contingent
consideration in the form of abatabie preferred shares with an initial total nominal value of $400, Of these,
$40 have been fully abated and $360 continue to be outstanding. The outstanding shares will either qualify for
dividend and redemption or be subject to abatement depending upon whether or not Alecan and three other
designated aluminum producers realize certain specified prices for ingot products {ranging from $0.97 per
pound to 31.99 per pound) in the vears to 1994

To the extent the shares are not abated, the qualifying amount will be reflected in the financial statements
and a corresponding amount, together with a cumulative dividend of 9% per annum payable thereon, at the
time the shares qualify, retroactive to the date of issue (January 18, 1985), will be added to the book value of
the assets acquired and amortized against incomne over the remaining lives of the fixed assets acquired. Such

“qualifying shares are subject to retraction by the holder on January 18, 1997, but may be redeemed earlier at

the option of Alcan.

2l



s PROPERTY. PLANT AND EQUIPMENT. AT COST B
N R
Land . and property rights $ 109 50009 5 108
Buildings. machinery and cquipment 6,626 6,179 2.485
Constriction work in progress S 2197 o 340 L n43
56,954 56.618 $6.151
Capiral expenditures in 1987, net of disposals, are expected 1o be about 5450,
Y DEBT NOT MATURING WITHIN ONE YEAR

1986 1985 1984
Aluminum Company of Canada, Limited and subsidiary companies
Bank loans under credin agreements* 5 — 8050 § 50
Notes payable {commercial paper) — 116 66
Notes pavable — 120 —
912% Smking tund debentures — 20 24
1530% Faredollar debentuares, due 194972 75 ) T
V3% Notes, due 19492 100 100 100
G15% Notes. due 987 1994 31 34 Bh
Y% Sindang fund debentores 51 52
% Debentures, due 1995 100 100 —
9% Dihentures. due 1998 [00 —
B Sinking tund debentures, due 1991 (CANS 243 17 1(} 29
§.956% Bank loan. due 1895 25 25 —
1044% Sinking fund debentures 33 39
8% Loan. due 1987 1992 (824 }4 10 37
Other debt, due 19872013 61 66 7l
Alcan Empreendimentos Lida and subsidiary companies
Bank leans. due 1987 1992+ 182 195 209
Other debl. due 198719493 26 21 14
British Alean Aluminium plc and subsidiary companies
1045 Debentures, due 2011 ($30) 44 — —
Bank loans. due 1957 1996 (385) 124 127 121
Other debr. due 19871996 (16) 24 29 43
Alcan Aluminiurawerke GmbH and subsidiary compames
Bank loans, dug 19871896 (DA215) 111 B 51
Other debt, due 1987, 1896 (DAL2) | 1 1
Alcan South Pacific Limited and %ubsujl(u\ companies
Notes pavable, due 1989°* 75 T )
Notes pavable, duc 1994 100 100 100
Bank loans and other debt due 198771991 (AS30 and U.8. 8307 49 54 94
S Bnn(ls due 198Y 20 24 20)
Other companies
Binik loans, due 19871842+ Y i3 35
hher debt, due 19871953 98 ! 104
1,456 1678 1,444
Debt maturing within one vear included in current Labilities {90) (78) (94)
$1,366 B1,600 51,350

“Interest rates fluctuate principatly with lender’s prime connmercial rate, or the conunercial bank bill rate, or
is related (o the London fniterbank offered rate.

I Jaruary 1987, Aluminum Company of Canada, Limited issued SFr 178 of 16-vear bonds which have been
swapped into $105 at an effective interes vate of 8.98%. The proceeds were used Lo repay debl and increase
cash reserves,

Based on rates of exchange al vear-end and after allowing for prepavinents, sinking fund and other
reguirewents over te nex( five years amount to $90 in 1987, 110 in 1988, 8243 in 1989, $113 in 1990 and
9300 1991

o
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DEFERRED CREDITS AND OTHER LIABILITIES
Deferred credits include a prepayment by a relaled company under an alumina Lolling arrangement of $56
in 1986 (358 in 1985 and $61 in 1984).

Wi SPECIAL CHARGES AND RATIONALIZATION EXPENSES
In 1985, Alcan made provisions aggregating $416 1o cover losses, asset write-downs and expenses related
to several rationalization programs. Of this arount, $185 has been utilized to the end of 1986 and the balance
of $2311s expected to be utilized for rationalizations and write-downs of identified businesses.
| 2 MINORITY INTERESTS
The principal compornent, consists of 3421 of preferred shares of Aluminum Company of Canada, Linited,
of which 832 are retractable at the oplion of the holder in 1988 and 3186 in 1989
_h CAPITAL STOCK

The authorized share capital is an unlimited number of common shares without neminal or par value.

Changes in the number and stated value of outstanding shares are summarized helow:

Nuinmber (in thousands) Stated Value (in millions}

1986 1985 1984 1986 1985 1984

Qutstanding - beginning of year 99,780 99 118 96,929 $1,032 81,015 & 9bd

lssued for cash:

Executive share option plan 36 29 99 1 | 4
Dividend reinvestment and

share purchase plans 127 497 1,249 q 10) 25

Exercise of warrants 5,038 — — 133 — -

Issued under stock dividend plan 60 236 841 2 £ 23

6utstandingfendOul"-:\’ear ‘—i(.):;),[]tll 99,780 99.113 --‘-51‘172 blU?Z 51015

Under the executive share option plan, key emplovees may purchase shares at a price not less than 90% of
the market value on the effective date of cach option. The average price of the shares covered by the
outstanding options is CAN 3:36.54 per share. These options expire at various dates during the next Len vears.
Changes in shares under option are summarized below:

- B 1886 1985 1984
Outstanding - beginning of year 382,343 359,094 481,125
Granted 146,600 73,300 15,800
Exercised (36,152)  (20,106)  (98,674)
Cancelled o o B (71,430 (20,947)  (39,155)
Outstanding - end of year 421,361 382,343 359,096
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RETAINED EARNINGS

Consolidated retained earnings at December 31, 1986 include:

- $525 which, pursuant to the provisions of certain debt and share issues of subsidiary companies is not

distributabie as dividends either in cash or in kind to Alean.

- $35 of undistributed earnings of companies accounted for under the equity method.

- $1,052 of undistributed earnings of subsidiaries, some part of which may be subject to certain taxes on
distribution to the parent company; no provision is made for such taxes because these earnings are reinvested

in the business.

Wi

COMMITMENTS AND CONTINGENCIES

To ensure long-term supplies of bauxite and access to alumina and fabricating facilities, Alcan participates
in several long-term cost sharing arrangements with related companies. Alcan’s fixed and determinable
comritments, which comprise long-term debt service in one joint venture and “‘take-or-pay’ obligations in
certain others, are estimated at $147 in 1987, 3129 in 1988, $132 in 1989, $129 in 1990, $127 in 1991 and $560
thereafter. Total charges from these relaled companies were $201 in 1986, $185 in 1985 and $181 in 1984. In
addition, there are guarantees lor the repayment of approximately $34 of indebtedness by related companies.
Commitments with third parties for supplies of other inputs are estimated at $33 in 1987, $27 in 1988, $27 in
1989, %23 in 1990, 524 in 1991 and $213 thereafter. Total charges from these third parties were 524 in 1986

and in 1985.

Minimurm rental obligations amount to $59 in 1987, $50 in 1988, $49 in 1989, $32 in 1990, $29 in 1991 and
lesser annual amounts thereafter. Total rental expenses amounted to $72 in 1986, $83 in 1985 and $86 in 1984.
Alean, in the course of its normal operations, is subject to claims and lawsuits. The Company does not
believe that these matters will materially impair its operations or have a material adverse effect on its financial

position.

See also reference to abatable preferred shares in note 7, capital expenditures in note 8, debt repayments

in note 9 and preferred share retractions i note 12.

W]

SUPPLEMENTARY INCOME STATEMENT INFORMATION

Repairs and maintenance

Taxes, other than payroll and income taxes

Interest on long-term debt
Capitalized interest

1986 1985 1984
$436 5395 3385
118 104 117
168 174 183
(15) (39) (32)
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PENSION PLANS

Alcan and its subsidiaries have established pension plans in the principal countries where they operate, for
the greater part contributory and generally open to ail employees. Most plans provide pension benefits that are
based on the employee’s highest average eligible compensation during any consecutive thirty-six month period
before retirement. Plan assets consist primarily of listed stocks and bonds.

Alcan’s funding policy is to contribute the amount required to provide for benefits attributed to service to
date with projection of salaries to retirement and to amortize unfunded actuarial liabilities for the most part
over periods of 15 years or less.

1986 Pension Cost
Service cost for the year 3 53
Interest cost on projected benefit obligations 112
Actual return on assets (280)
Deferral of excess return on assets (above expected long-term rate of 7.9%)

and amortization of other gains and losses 122
Net cost [or year . 3 7

The plans’ funded status at December 31, 1986 was:

Actuarial accumulated beneflt obligation, including vested benefit

obligations of §1,255 $1,284
Plan assets at market value 1,996
Actuarial projected benefit obligation (based on average compensation

growth of 5.9% and discount rate of 7.9%) 1,551
Plan assets in excess of projected benefit obligation 445
Unamortized actuarial gains (net) {125)*
Unamortized prior service cost 15 *
Unamortized portion of actuarial surplus at January 1, 1986 (357)*
Pension liability in balance sheet 5 22

*Being amortized over expected average remaining service of emplovees, generally 15 years.

The pension cost for 1986 is based on the new Canadian and U.S. accounting standards. The accounting
practice in previous vears was generally to expense the contributions made in the year, which were based on
actuarial valuations prepared for funding purposes. Under the previous accounting method, pension costs
were 365 in 1985 and $42 in 1984,

Based on actuarial reports the present value of vested accumulated plan benefits was $1,255 in 1986
(81,025 in 1985 and $892 in 1984) and the present value of accumulated non-vested benefits was $23 in 1986
($17 in each of 1985 and 1984). The value of the net assets available for benefits was $1,442 in 1985 (81,261 in
1984) at market prices prevailing at the time of actuarial valuation. The discount rate used to measure pension
obligations and the expected long-term rate of return on assets were 7.2% in 1985 and 7.0% in 1984,

25
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INFORMATION BY GEOGRAPHIC AREAS

Location 1986 1985 1984

Sales & operating To subsidiaries

revenues Canada 81,205 S B62 $1,0886
United States 102 83 91
Latin America 9 b 22
Europe 93 &5 80
Pacific a0 AT 73
All other 203 175 2h9
Sub-total 1,662 1,247 1,611
Consolidation eliminations (1,662) (1,247) (1,611)
Total — — —
To third parties
Canada § 794 5 921 $1,004
United States 1,998 1,957 1,576
Latin America 348 339 349
Europe 2,065 1,756 1,683
Pacific {65 fi654 709
All other 46 §1 146
Total $5,956 35,718 $5,467
Sales $5,756 85,011 $5,272
Operating revenues 200 207 195
Total 55,956 85,718 $5 467

Sales to subsidiary companies are made at a [air market price recognizing volume,

continuily of supply and other factors.

Net income (Loss) Canada § 150 S 41 50141
United States 43 14 17
Latin America 2 20 39
Europe 82 ) a5l
Facific (20 (13) 33
All other 25 — 6
Consolidation climinations (38) (153) (34)
Total § 244 5 (180) 5 253
Total assets Canada $2,575 82,476 82,785
at December 31 United States 1,115 1110 999
Latin America 713 705 716
Europe 1,956 1,829 1,469
Pacific 878 821 842
All other 496 268 324
Consolidalion eliminations (615) (348} (445)
Total 87,118 56,861 56,690
Capital expenditures Canada § 98 § 152 s 154
United States 02 136 45
Latin America 60 a7 37
Europe 96 161 35
Pacific 27 61 98
All other 9 30 13
Total § 342 $ 597 § 427
Average number of Canada 16 17 18
employees Linited States 7 T 5
(In thousands) Latin America 9 10 10
Europe 20 20 20
Pacific 13 14 14
All other 2 2 3
Total 67 70 70
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(JUARTERLY FINANCIAL DATA
(Unaudited)

(in millions of U.5.5) First, Second Third Fourth Year
1986
Revenuoes $ 1,453 31,607 51,492 51,504 36,056
Cost of sales and operating expenses 1,152 1,158 1,142 1141 4,623
Depreciation 66 69 68 T3 276
Income taxes 23 66 39 32 160
Interest and other items 188 186 196 209 7749
Income tax rocovery 3 8 7 3 26
Net income P32 5106 5 o4 5 b2 § 244
Income per common share (in U.5.8)

Before income tax recovery 0.24 .98 .47 .49 2.18

Income tax recovery (.08 0.07 0.08 26

Net income 0.32 1.08 0.54 .52 2.44
1985
Revenues 51,408 51,443 $1,442 51,488 55,831
Cost of sules and operating expenses 1,114 ~ 1,189 1,152 1,215 4,675
Depreciation 62 63 £i4 69 258
Income taxes 26 (3 30 (140) (87)
Interest and other items 183 191 197 214 785
Special charges and rationalization expenses — old] — 350 416
Income Lay recovery 12 8 3 8 36
Net income (Loss) 30 - )] 5 7 $ (212) 5 (180}
Income {Lossy per common share (in {.5.8)

Before income tax recovery 0.18 {0.13) (0.0 (2.21) {2.17)

Income tax recovery 0.12 .08 0.08 0.08 0.36

Net income (Loss) 0.30 {0.05) (.07 (2.13) (1.81)
1984
Revenues $1,431 §1,478 51,348 31,319 $5,076
Cost of sales and operating expenses 1,076 1,077 1,016 1,028 4,197
Depreciation 62 66 £0 62 200
Income laxes 34 62 31 24 151
Intercst and other items 185 186 198 163 762
Income tax reeovery 9 Il 9 8 37
Net income 5 83 § 98 5 b2 3 20 § 253
[ncome per comrmon share (in U.5.5)

Before income tax recovery 0.76 .89 0.44 0.12 221

[ncome tax recovery 0.09 0,12 .09 0.08 0.38

Net income 0.85 1.01 0.53 0.20 2.50
Income (Loss) per comman share caleulations arc based on the average number of comnon shares outstanding in each period.
(Unaudited)
(in millions of crude tonnes) 1986 1985 1984 1983 1982
Subsidiaries

Proved bauxite reserves at beginning of year 242 247 250 205 207

Total weighted average aluminum content* (%) 28 28 27 27 27

Bauxite mined during the year 5 5] ] 6] 4
Related companies

Alcan’s share of proved bauxite reserves at

beginning of vear £i9 fid 64 68 65

“The amount of aluminum extractable is always less than the total afuminuni content, varying according to the nature of the
bauxile, the process technology employed Lo extract the inlermediate product {alumina) and the alumina plant efficiency.
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A FIVE-YEAR SUMMARY

Operating data Consolidated aluminum shipments
{(in thousands of tonnes) Ingot and ingot products
Fabricated products

Consolidated primary In Canada
aluminum production Outside Canada

Consolidated aluminum inventories (end of year)

Primary aluminum capacity (end of vear) Consolidated subsidiaries
Total subsidiaries and related companies

Consolidated income statement items Total revenues

(in mitlions of L.5.3) Sales of aluminum ingot and ingot products
Sales of aluminum fabricated products
Sales of all ather products
Operaling revenues and other income

Costs and expenses Cost of sales and operating expenses
Depreciation
[nterest
Income (axes
Other

Equity income {loss)
Minority interests
Income (Loss) from continuing operations
As reported
[.5. GAAP
Extraordinary gain
As reported
U.S. GAAP
Net income {Loss)
As reporled
.S, GAAP

Consolidated halance sheef items Working capital
(i millions of U.5.8) Property, plant and equipment - net
Investments
Long-term debt
Deferrec income taxes
Minority interests
Common shareholders’ equity
As reported
U.S. GAAP
Total assets

Per common share Income (Loss) from continuing operations
(inli.5.5) As reported
U.S. GAAP
Income (Loss) including extraordinary gain
As reported
L.S. GAAP
Dividends paid
Commeon shareholders’ equity
As reported
U.S. GAADP
Market price NYSE close

Other statistics Cash from operating activities, before dividends (in millions of U.5.$)

Capital expenditures (in iniltions of U.S.8)

Average number of employees (in thousands)

Common shareholders (irr thousands at end of vear)

Common shares outstanding (in millions at end of year)
Registered in Canada (%)
Registered in the United States (%)
Registered in other countries (%

Return on average common shareholders’ equity (%)

See note 4 ta the financial statements which explains the reasons for the differenices between As reported and U.S. GAAP,
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1986 1985 1984 1983 1982
2,119 2,218 1,790 1,002 1,707
731 878 577 728 758
1,388 1,340 1,213 1,174 949
1,045 1,045 1,076 945 917
596 599 484 438 380
579 625 708 534 620
1,841 1,811 1,646 1,619 1,593
1,905 1,905 2,007 2,070 2,035
6,036 5,831 5.576 5,305 1,769
892 979 817 975 367
4,070 3,719 3,568 3,195 2,500
70 813 837 799 677
300 320 304 336 356
4,623 4,675 4,197 4,169 3,819
276 258 250 238 221
202 232 244 255 234
160 (87) 151 73 (9)
535 931 497 484 447
(7 @) 15 (6) (45)
(35) (36) (36) (225 (10)
218 (216) 215 58 (58)
201 (232) 242 51 2
26 36 37 15 -
8 8 21 15 -
244 (180) 253 73 (58)
209 (224) 263 66 2
1,660 1,452 1,488 1,452 1,361
3,949 3,875 3,600 3,530 3,701
240 971 281 284 271
1,366 1,600 1,350 1,499 1,749
554 409 552 537 535
521 506 504 436 151
3,116 2,746 2,916 2,799 2511
3,126 2,788 2.930 2,852 2,602
7118 6,861 6,690 6.600 6,632
2.18 (2.17) 2.21 0.64 (0.69)
2.01 (2.34) 2.47 0.56 0.02
2.44 (1.81) 2.59 0.8 (0.69)
2,09 (2.26) 2 69 0.73 0.02
0.80 1.10 1.20 0.90 135
29.66 27.52 29,42 28,88 99.48
29.76 27.95 30.07 29.42 30,54
28.25 29.00 98.75 39.75 27.88
725 586 439 324 955
342 597 427 382 643
67 70 70 71 67
19 A 67 59 51
105 100 99 97 85
43 46 56 48 51
52 49 39 48 12
5 5 5 4 7
8 (6) 9 3 2)
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INFLATION ACCOUNTING
(Unaudited)

This information is prepared in accordance with the recommendations of The Canadian Institute of Chartered Accountants.

The primary emphasis of the data is on currant cost accounting. Historical reported information is adjusted for changes in
prices of assets and expenses associated with the use of {ixed assets and the sale of inventories. A *“‘financing adjustment’” is also
made based on the supposition that the funds required to maintain a company ‘s operating capability (replace the assels it
consumes) will be provided by a combination of shareholder and borrowed funds.

Two items of general inflation are presented. The first, ‘increase in current cost amounts of inventory and property, plant and
equipment based on general inflation’ provides a comparison with the specific price change for these assets. The second is the
‘general purchasing power gain on net monetary liabilities’. This calculation recognizes that monetary assets lose purchasing power
during periods of inflation while monetary liabilities gain,

The effect of high inflation in the past accounts for the signiticant differcnce between the current cost and historical reported
values of Alcan’s property, plant and equipment,

W SCHEDULE OF CONSOLIDATED INCOME

Historical Current cost. basis
as reporled in average 1986 8
(in millionis of U.S. 3) 1986 1985 1986 1985
Cost of sales and operating expenses $4,623 54,675 54,627 34,743
Depreciation expense 276 258 437 441
Income taxes 160 (87) 160 (89)
Incomne (Loss) before income tax recovery 218 (216) 64 (352)
Nel income {Loss}, before financing adjustment 244 {180) 90 (316)
Financing adjustment® - — 66 26
Net incone {Loss). after financing adjustment 244 (180) 156 (290)
W SCHEDULE OF CONSOLIDATED ASSETS o
Historical Current cost hasis
as reported in year-end 1986 &
(in miltions of £/.5. $) 1986 1985 1986 1985
Inventery 51,459 $1,497 $1,515 51,606
Property. plant and equipment - net 3,949 5.875 6,805 6,643
Net assets (sharcholders’ equity) 3,116 2,746 6,105 5,710

W SUPPLEMENTARY INFORMATION

In average 1986 3
(I millions of U.5. §) 1986 1985
Increase in current cost amounts of inventory and property,
plant and cquipment based cn:

General inflation § 92 5314
Specific prices 350 128
Difference (258) 156
General purchasing power gain on net monetary labilities 15 59

*Based on specific price increases of inventory and property, plant and equipment. Based on current cost adjustments made Lo
income during the year, the financing adjusiment amounts to 829 (827 in (985).

30



ALCAN COMPANIES WORLDWIDE*

Fully owned, unless the percentage
of ownership Is shown

B Argentina

Camea S.A.

A Australia

Alcan Australia Limited (69.9%)
Queensland Alumina Limited (21.4%)
& Bermuda

Alcan (Bermuda) Limited

A Brazil

Alcan Aluminio do Brasil S.A.
Mineragao Rio do Norte S.A. (24%)
A Canada

Aluminum Company of Canada, Limited
Alcan Smelters and Chemicals Limited
& France

Aluminium Alean de France

Technal

A Germany

Alcan Aluminiumwerke GmiH
Aluminium Nort GmbH (50%)

& Guinea

Compagnie des Bauxites de Guinée
(13.8%}

@ Hong Kong

Alcan Asia Limited

& India

Indian Aluminium Company, Limited
{(50.5%)

M Indonesia

P.T. Alcan Indonesia (70% )

A Ireland

Aughinish Alumina Limited {65 %)
& [taly

Alcan Alluminio S.p.A.

& Jamaica

Alcan Jamaica Company

A Japan

Nippon Light Metal Company, Ltd. {(50%
Tovo Aluminium K. K. (50%)

& Malaysia

Aluminium Company of Malaysia Berhad

(63.9%)

Johore Mining and Stevedoring Co. Sdn.
Berhad (70 %)

W New Zealand

Alean New Zealand Limited (89.2%)

A Spain

Industria Espancla del Aluminio S.A.
(23.9%)

M Sri Lanka

Acme Aluminium Company Limited
(52.9%)

& Switzerland

Alean Aluminium S.A.

Alcan Rorschach AG

B Thailand

Alcan Siam Limited (85%)

Alcan Thai Company Limited (85%)
M Trinidad

Chaguaramas Terminals Limited

A United Kingdom

British Alcan Alumininm ple

A United States

Alcan Aluminum Corporation

B Uruguay

Alcan Aluminio del Uruguay S.A. (89.9%)

Value of total assets of all companies in these countries in which Alean has investments,

A Fxceeds 3300 million.
@ 550 million to $300 million.
W Below 350 million.

* This list names the main companies inr each country. A complete list is availabfe in

the Comnpany's annual 10-K report.

B OECD GUIDELINES

In the 1976 annual report, Alcan expressed its support {or, and compliance with,
the OECD's guidelines for multinational enterprises. The Organization for Economic
Cooperation and Developrent (OECD}, which consists of 24 industrialized countries
including Canada, had adopted those guidelines in 1976.

Alcan welcomed the guidelines as a positive stalement of what is good practice for
multinational companies and as part of a package of declarations establishing an
acceptable framework of reciprocal rights and responsibilities between multinational

enterprises and host governments,

Alcan continues to support and comply with the OECD guidelines. The
Company’s own statement, “‘Alcan, Its Purposes, Ohjectives and Policies”, first
published in 1978 in 11 languages to strengthen the awareness of employees worldwide
of the basic general principles and policies which have guided the conduet of Alean's
business over the years, is consistent with the OECD guidelines. The statement is

available to shareholders on request.
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SHAREH OLDER INFORMATION

B ANNUAL MEETING The Annual Meeting of the Shareholders of Alcan Aluminium Limited will be held
on Thursday, April 23, 1987, at 10 a.m., at the Ritz-Carlton Hotel, Montreal.

W [0-K REPORT A copy of the Company's annual 10-K report for 1986, to be filed with the United
States Securities and Exchange Commission, will be available to shareholders after
April 1 and may be obtained upon request to the Secretary of the Company.

W COMMON SHARES The common shares of Alcan Aluminium Limited are listed on the Montreal,

Toronto, Vancouver, New York, Midwest, Pacific, London, Paris, Brussels, Amster-
dam, Frankfurt, Basel, Geneva, Lausanne and Zurich stock exchanges. The markets
where most of the shares are traded are New York and Toronto.

B TRANSFER AGENTS

National Trust Company, Montreal, Toronto, Winnipeg, Regina, Calgary, Vancou-
ver. Manufacturers Hanover Trust Company, New York. Manufacturers Hanover Trust
Company of California, San Francisco. The Royal Trust Company, London,

B SHAREHOLDER
INVESTMENT PLANS

The Company offers shareholders two convenient ways of acquiring additional
Alcan common shares at regular intervals and without payment of brokerage
comrmissions or service charges. These are known as Dividend Reinvestment Plan and
Share Purchase Plan. For information contact: Alcan Shareholder Services,

P.0. Box 6077, Montreal, Canada H3C 3A7.

M QUARTERLY DIVIDENDS AND 1986 Dividends Common share price
COMMON SHARE PRICES per share (NYSE - U.5.8)* {TSE - CANS)*
Quarter _(U.8.8) High Low High Low
First 0.20 3% 28% 48% 397%
Second 0.20 3344 274 46 3914
Third 0.20 3314 274 46 38l
Fourth 0.20 32k STk 447 384
Year 0.80
1985 Dividends Common share price
per share (NYSE - U.5.8)" (TSE - CANS)*
Quarter (U.85.5) High Low High Low
First .40 3144 25V 413 3414
Second (.30 27 23% 37 324
Third 0.30 28% 2314 3914 32
Fourth 0.20 30%4 22% 4214 31
Year 1.10
* The share prices are those reported as New York Stock Exchange - Consolidated
Trading and as reported by the Toronto Stock Exchange.
W TRADEMARKS The word Alcan and the symbol are registered as trademarks in more than 100

countries, and they are owned directly or indirectly by Aluminum Company of
Canada, Limited.

B VERSION FRANCAISE

Pour obtenir la version francaise de ce rapport, veuillez écrire a:
Ajean Aluminium Limitée, Communications d entreprise, 1188, rue Sherbrooke Ouest,
Montréal {Guébec) H3A 3G2.
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