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Grande Baie Works in
Quebec, Alcan's tatest
smelter, is a model of
‘'stale of the art’
technology.




PRESIDENT’S
MESSAGE

Aluminum Company of Canada. Limited

The recessicn which commenceo In
late 1980 and 1 continuing at the presen!
me. has adversely affecled 'he oemanag
for aluminuim Consequently. with reguce
shipments and ‘ower profit margs there
has been a fail of 329 1n the Company 5

net ncome 'o S288 milhon o 1981 from

$4271 mulion i 1980

Shipments of nget ana rgoel proa-
ucts totalled 365.000 tcnnes far the vear
compareo to 456 000 1onnes in 1880 This
20% drop intonnage was oue mamnly 1o the
weakness i European ana Asian markels
which generally provide a major outiet for
the Company's ingol sales

Ihe Company s fabricatea progucts
are sold almost exclusively 'n North Amer
ican markets waich, untl recently have

e

neld up remarkably well aespiie the recas-
sion As a result 1981 shipments at
506.000 tonnes were oniy 2% below the
1980 ‘evel The impact of softer markets
was more pronounceo n tha fourth guarter
with shipments of 104 000 tonnes. repre-
senting a 1h%% decrease from the corre-
sponding perioc n 1980

Lower selling prices for ingo! and
Ngot pracuc!s. combined with increases in
procducton costs for all progucts and high
nierest rates. have resulted 1N a narrowing
of prolit margins

Capital expenditures increaseo from
5450 milhen in 1980103710 milion i 1981,
including a $253 million mvestment m an
800.000-tonne-per-annum  alumimna plant
under construction at Aughinish. Ireland
The nvestment cansists of a 40% inlerest
N the project and was acauireo from Alcan
Alumimium Limitec. at book value Addi-
tional fixed assets were alsc acalirec from
a relateg cecmpany The other participants
mn the proect are Billlon BY and Ana-
conda Alurminum Company with interest of
35% and 25% respectively This project
for one of the most meaern alumima plants
in the worla, vwill provide an outlet for some
of the bauxie cupplies avalable to the




PRESIDENT’S
MESSAGE

Aluminum Company of Canada, Limited

Company from Guinea and will also in-
crease alumina availability within the Com-
pany for anticipated future requirements, It
is estimated that the Company’'s share of
the total capital cost of the completed
project will be $400 millon

The present fall in world demand for
aluminum and the resulting rise in mnvento-
ries have led the Company 1o reduce
smelter operations to 92% of capacity. and
alumina operations in Jamaica to 95% of
capacity. Start-up of the second potling at
the new Grande Baie smelter in Quebec
has been deferred. Although construction
of the third potline is proceeding on
schegule, the continuing recession makes
it difficult to estimate the timing of the
start-up.

The Company is continuing its efforts
towards identifying suitable smelter expan-
sion projects in Quebec, Manitoba and
British Columbia for implernentaticn, as ap-
propriate. in the future.

Labour relations continued to be sat-
isfactory throughout the year. Labour con-
tracts at four Quebec smelters have been
extended until December 1983. New la-
bour contracts for a three-year period were

finalized at two major fabricating facilities
in the United States. In Jamaica. the labour
centract expired in January 1981. Pro-
longed industry-wide negotiations have
been held under the auspices of the Gov-
ernment of Jamaica, but unfortunately
there has been no seitlement as of the date
of this report, and work stoppages have
occurred recently.

Effective 1 January 1982, Mr. Patrick
Jean Jacques Rich resigned as President
and Chief Executive Officer of the Com-
pany and will be taking up new responsibil-
ilies with Alcan Aluminium Limited in
Europe.

David Morton
President and
Chief Executive Officer

Maontreal, Canada
5 February 1982




MANAGEMENT'S
DISCUSSION
AND ANALYSIS

Results of Operations

The lower sales revenue in 1981 re-
flects to a large extent reduced shipments
ol ingot and ingot products. Ingot sales
revenue totalled $557 million in 198t com-
pared to $7 19 million in 1880 and $583 mil-
lion in 1879, The average realization per
tonne of ingol. at $1.526 per tonne in 19871,
was also lower than the average of $1.578
per tonne in 1980. Fabricated product
sales totalled $1.335 million in 1981 com-
pared tc $1.281 million in 1980 and $1.129
million in 1979, Despite recessionary con-
diticns. demand for certain ilems like bev-
erage can-siock and wire ano cable prod-
ucts continued t¢c be strong and the
average realizalion for fabricated products
was $2.638 per tonre in 1981 compared to
$2,478 per tonne in 1980 and $2.258 per
tonne in 1979, an increase substantially
lower than the rate of inflation.

MNon-aluminum procuct sales. at $6390
million in 1981, were below the 1980 level
of $761 million, mainly due to lower realiza-
tions for alumina.

Operating revenues fell in compar-
ison with 1980 due to the sale during the
year, to the parent company. of certain raw
material and transportation subsidiaries
which service the Alcan Group of compa-
nies.

The impact of inflation on production
costs, together with lower selling prices for

ngot and cerlain other products. resuited
in a squeeze on profit margins. Gross
margin. representing sales and operating
revenues less cost of sales. operaling ex-
penses and deprecialion. dropped from
30 3% in 1980 to 24.8% in 1981. The 1979
gross margin ol 21.4% reflected the impact
of a three-month strike at three of the Com-
pany's smelters. representing 80% of the
Company's total smelter capacity at that
time

Primary aluminum output totalled
962.000 tonnes in 1981 compared to
918.000 tonnes in 1980 and 709,000
tonnes in 1979. With rising aluminum inven-
tories, the Company reduced smelter
output in lale 1981 At the end of 1981, alu-
minum inventories totalled 389,000 tonnes
compared 1o 244 000 tonnes at the end of
1980.

Increased gebt financing and higher
inlerest rates resulted in interest costs
iotalling $103 miflion compared to $56 mil-
lion in 1980 Of the total interest costs
incurred in 1941, $41 million was capital-
ized. an increase of $17 million over 1980

The Company’s overall rate of income
tax was 34.8% compared to 40.5% in 1880,
The lower rate is due mainly to higher 1981
fixed capital expenditures qualilying for in-
vesiment and depletion allowances on a
lower pre-tax income.

Net Income
(in milliens of LS. dollars}
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MANAGEMENT'S
DISCUSSION
AND ANALYSIS

Aluminum Company of Canada, Limited

Liquidity and Capital Resources

Cash generation {rom aperalions
1otallea $503 mihon 1IN 1981 comparea 10
$599 rmuihon in 1880 After payment of avi-
dends of $142 millon. the Company had
3361 million available tawarcs financing s
capital expendiures. working capital and
other requiremeants

Capital expenditures 1in 1881 1otalleo
$710 milhon. largely oue to the acquisition,
of 40% of the alumina plant at Aughinisf
Iretand (3253 million). and to further prog-
ress in implementation of the smelter proj-
ecl al Grande Bae Quebec ($158 million
in 1981). Working capital requirements
totalled $259 million. reflecting to a large
extent the increase in aluminum mMvento-
ries. To support the Company's capiial ex-
penditure program. particularly the acgui-

sition of the Aughmish alumina assels,
Alcan Aluminium Limited subscribed ta a
$150 million issue of the Company's 12%
retractable redeemable preferred shares
The balance of the Companys require-
ments was met through acditional
borrowings

Curing the vyear. the Company in-
creased its long-term bank credll facinties
from $200 millicn 10 $600 million and those
of s U'S. subsidiary. Alcan Aluminum Cor-
poration. from $36 millior to $135 millien
On 31 December 1981, the unutilized bal-
ance of these facilites was $275 miilion
The Company has also cblamea certam
low cost creait faciities totalling $68 million
which are provioed by the Export Develop-
iment Corporation. Canada. and the Export

Capital Employed

{n millions ot U.S dollars)
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‘Return on capital employed’ is net income plus intereslt alter taxes. as a perceniage of
total capital employeo. annuahzec Capial employec consists of the Conpany s (otal aebl
ncluding snort-lermt borrowings ano oemanro loans from parent company  delerred in-
come laxes. receemabie preferreo shares ano commen shareholder s eguaty



MANAGEMENT’S
DISCUSSION
AND ANALYSIS

RESPONSIBILITY
FOR FINANCIAL
REPORTING

GENERAL
INFORMATION

Liquidity and Capital Resources (Continued)

Credit Guarantee Department, UK, with the
acquisition of the Aughinish alumina
assels. At 31 December 1981, the
unutilized balance of these facllities was
$19 million. In addition, the Company has
unutilized creoit lines with banks of Can.
3100 milion and its U.S. subsidiary has
other credit facilities totalling $146 million,
of which $82 million was unutilized at year
end.

The ratio of tolal borrowings to equity
ano veferred taxes was 33:67 at year end

1881 compared to 24:76 at year end 1980,
For this purpose, debt includes short-term
borrowings and eguity includes redeem-
able preferred shares.

The Company has agresd with the
Government of Guyana that 39 million due
10 the Company on 31 December 1981 wiil
e offset against bauxite to be supplied in
the future by Guyana under existing con-
tracts.

The Company's management is
respensible for the integrity and fair pres-
entation of the accompanying financial
slatements. These have been preparead in
accordance with generally accepted ac-
counting principles in Canada, conforming
in ali malerial respecls with international
standards, and have been applied on a
consistent basis except for the change el-
fecled in 1980 and explained in note 1 to
the financial statements ‘Capitalization of
Interest’.

The Company's policy is to maintain
systems of internal accounting and admin-
istrative controls of high quality consistent
with reascnable cost. Such systems are
designed to provide reasonable assur-
ance that the financial information is accu-
rate and reliable ano that Company assels
are adequately accounted for

The annual tnancial statements are
approved by the Board of directors. 'n ad-
dition, the financial statements are exam-
ined by the shareholders’ independent au-
ditors, Price Waterhouse, whose report
appears on page 18.

10-K Report

A copy of the Company's current annual
10-K Report filed with the United Stales
Securities and Exchange Commission will
be available after | April upon written re-
guest to the Secretary of the Company.

Terms

All amounts are reported in United Stales
dollars and all guantities are in metric
tons, or ‘tonnes’. A tonne is 1,000 kilo-
grams, or 2,204.6 pounds.

‘Parent company’ means Alcan Aluminium
Limiteo.

‘Supsidiary’ means a company in which
Aluminum Company of Canada, Limited
owns more than 50% of the voling stock.

‘Related company means a subsidiary of
the parent company, or a company in
which the parent company owns from 20%
to 50% of the voting stock, or a company
in which Aluminum Company of Canada,
Limited owns from 20% to 50% of the
voting stock.




QUARTERLY
FINANCIAL
DATA

(unaudited}
(in millions of U.S. dollars}

Aluminum Company of Canada, Limited

1981
1st 2nd ard 4th
Quarter  Quarler Quarter  Quarter
Sales and operating revenues $735 $766 $663 3576
Gross profit 210 196 166 107
Net income 95 87 73 33
1980
1si 2nd ard 4th
Quarter  Quarier  Quarter  Quarter
Sales and operating revenues §722 $730 $759 $721
Gross profit 219 235 220 213
Net income 108 104 106 103
1979
1st 2nd 3rd 4th
Quarter  Quarter  Quarter  Quarter
Sales and operating revenues $630 $652 $576 $623
Gross profit 157 117 97 161
Net income 69 53 45 75




CONSOLIDATED
STATEMENT
OF INCOME

Aluminum Company of Canada, Limited

Year ending 31 December (in milliens of U.S dollars) 1981 1980 1979
Revenues
Sales (note 3) $2,582 $2.761 $2.311
Operaling revenues 158 171 170
Other income (principally interest) 13 17 31
2,753 2.949 2512
Costs and Expenses
Cost of sales and cperating expenses (note 3) 1,946 1,960 1.865
Depreciation 115 85 84
Selling, research and administrative expenses 186 161 134
Interest on debt not maturing within one year (note 1) 30 13 35
Olher interest {principally to parent company) 32 19 13
Other expenses 2 3 7
2,311 2.241 2138
Income Before Income Taxes 442 708 374
Income Taxes (note 4)
Currenl 53 193 68
Deferred 101 94 64
154 287 132
Net Income (note 2) $ 288 § 421 3 242




CONSOLIDATED
BALANCE SHEET

ASSETS

Aluminum Company of Canada, Limited

31 December (in millions of U.S. dollars) 1981 1980 1979
Current Assets

Cash and time depcsits $ 45 I 19 $ 48

Receivahbles

Trade 238 316 272

Relaled companies 76 61 95

Other 56 18 14
Invenlories

Aluminum 477 308 283

Raw materials 316 281 228

Cther supplies 164 145 132

1,372 1,148 1,072

Deferred Charges 25 18 20

Deferred Receivables {note 5) 54 71 77

Investments in Related Companies 55 25 26

Propery, Plant and Equipment (note 6) 3,578 2,911 2,198

Less: Accumulated depreciation 1,491 1,408 1,362

2,087 1,503 1,146

Total Assets $3,593 32,765 32,341




CONSOLIDATED
BALANCE SHEET

LIABILITIES AND
SHAREHOLDER'S
EQUITY

Aluminum Company of Canada, Limited

31 December (in millions of U.S. dollars) 1981 1980 1979
Current Liabilities
Accounts payable
Trade $ 256 $ 259 § 293
Parent company 17 10 —
Related companies 29 13 14
Accrued liabilities
Payrolls 60 48 34
Income and cther taxes — 102 40
interest 14 11 9
Demand loan from pareni company 100 98 100
Shont-term borrowings (principally from banks) 66 36 1
Debt maturing within one year (note 7) 10 10 16
552 587 507
Debt Not Maturing Within One Year (note 7) 858 396 374
Deferred Credits (note 3) 70 67 65
Deferred Income Taxes 506 405 311
Redeemable Preferred Shares (note 8) 294 145 162
Common Shareholder's Equity (note 9)
Common shares 336 334 333
Retained earnings 977 831 589
1,313 1,165 922
Commitments and guarantees (note 10)
Total Liabilities and Shareholder's Equity $3,593 32,765  $2.341
Approved by the Board:  David Mornon, Director

R. F. Sharratt, Director




CONSOLIDATED
STATEMENT

OF CHANGES
IN FINANCIAL
POSITION

CONSOLIDATED
STATEMENT

OF RETAINED
EARNINGS

Aluminum Company of Canada, Limited

Year encding 31 December (in millions of U.S. dollars) 1981 1980 1979
Source of Funds
Net income $ 288 T 421 3 242
Depreciation 115 85 84
Deferred income taxes 101 94 64
Other (m (1) (2)
From cperations 503 599 388
New debi 474 46 6
Preferred shares 150 — —
Common shares 2 1 1
Disposals of plant and equipment 3 8 16
1,132 654 411
Application of Funds
Plant and equipment 710 450 257
Investments 27 3 1
Debt repayments 17 22 44
Redemption of preferred shares 1 16 7
Dividends 142 179 91
Other — net {24) (12) 21
873 658 421
Increase (Decrease) in Working Capital (note 11) 259 {4) (10)
Working capital — beginning of year 561 565 575
Working Capital — end of year $ 820 § 581 § 565
Year ending 31 December (in millions of LI.S. dollars) 1981 1980 1979
Retained Earnings — beginning of year $ 831 § 589 § 438
Net income 288 421 242
1,119 1.010 680
Dividends
Preferred 14 12 11
Common 128 167 80
142 179 91
Retained Earnings — end of year (note 9) $ 977 $ 83t 3 589

10




NOTES TO
FINANCIAL
STATEMENTS

(in millions of US doltars)

1. Summary of accounting policies

Principles of consolidation

The consolidated financial statemenis, which are prepared in accordance with generally ac-
cepted accounting principles in Canada, include the accounts of all companies more than 50%
owned and the Company’s pro rata share equal to its interest in joinl venture operations. In addi-
tion, under the equity accounting principle, consolidated net income includes the Company’s
equity in net income or loss of all companies 20-50% owned and the investments in these compa-
nies have been increased or decreased by the Company’s share of their undistributed net income
of loss since acquisition. When the ccost of an investment differs from the book value of the Com-
pany’s equity therein at the date of acquisition, the difference is amortized over the estimated
useful lives of the relaled fixed assets.

Intercompany items and transactions, including profits in inventories, are eliminated.

Transiation of accounts into United States dollars

The consclidated financial statements are expressed in U.S. dollars. the principal currency of
international trade and of the Company's business.

Current assets (excluding inventories), current liabilities and long-term monetary assets and
liabilities included in the consolidated balance sheet are translated at the rates of exchange at year
end. Other balance sheet items are lranslated at the rates prevailing at the respective transaction
dates. Accounts included in lhe consclidated statement of income are translated at the average
rates prevailing during the year excepl for the cost of inventories and depreciation which are trans-
lated at rates prevailing when the related assets were acquired. Translation gains and losses are
included in net income except for gains and losses relating to the translation of long-term monetary
assets and liabilities which are deferred and amortized over the remaining lives of the related
items.

Capitalization of interest

Commencing 1980 the Company adcpled the practice of capitalizing interest on major proj-
ects under construction. Interes! capilalized for the year 1981 was $41 {1980: $24) increasing net
income for the year by $20 {1980: $12).

Other

Aluminum, raw materjals and other supplies are stated at cost (determined fcr the most part
on the monthly average method) or net realizable value, whichever is the lower.

Depreciaticn is calculated on the straight-line method using rates based on the estimated
useful lives cof the respective assets.

11




NOTES TO
FINANCIAL
STATEMENTS

Cnithons ot US dollars)

Aluminum Company of Canada, Limited

2. Currency translation

Currency translation losses included in nel income were $12 10 1981 $2 1n 1980 and $1 in
1979, including losses of 312 1 1981, $7 in 1980 and $8 in 1279 ansing from the translation of cost
of inventories.

The Financial Accounting Standards Board in the United States in Statement No 8 requires
that companies reporting to inveslors in the Uniteo States foilow the pracltice of absorbing immedi-
alely in income unrealized exchange gains and losses on the translation of non-U S dollar long-
term monetary assets and liabilities However, the Company follows the practice recommended by
The Canadian Instiute of Chartered Accountants of deferring such unrealized exchange gains and
losses and amaorlizing them over the remaining lives of the related items The lollowing table com-
pares reporled nel income under the Company's method with the net income that would have been
reported unoer the FAS 8 methad together with the cumulative effect on retained eamings

1981 1980 1979

Company FAS & Company FASS8 Company FASS
hethod Method iviethod Wethod wiethod Wethod

Consolidated net income

First quarter (unaudited) $ 95 £ 95 $108 110 69 3 64
Second guarter (unaudited) 87 90 104 97 53 53
Third guarter (unaudied) 73 73 106 108 45 52
Fourth guarter {(urnaudiled) 33 33 103 103 75 74

288 291 421 418 242 243

Consolidated retained earnings

Beginning of year 831 851 589 612 438 460
End ol year 977 1000 831 851 589 612

3. Related party transactions

Sales and cost of sales include transactions with related companies Sales to relaled compa-
nies are disclosed under Information by Geographic Areas (note 14) Cos! of sales includes pur-
chases fram relaled companieg as follows:

1981 1980 1979
Alumina $ 48 $ 82 § 62
Bauxite 97 115 52

Deferred credits include a 357 prepayment {351 1n 1980 and $45 in 1279) by a relalec com-
pany under an alumina tolling arrangerment

On 24 December 1981 the Company purchased, at original cost, from s parent company
Alcan Aluminium Limited, the latter's 40% interest in an 800.000-lonne-per-annum alurnina plant
under canstruction at Aughinish Ireland. Payment was effected through the i1ssue of Cumulative
Redeemable Relractable Third Preferred Shares (nole 8}, and the balance in cash and assumption
of debt.




4. Income taxes

1981 1980 1979
Income before income taxes
Canada $358 $553 $250
Other countries 84 155 124
442 708 374
Current income taxes
Canada 31 147 36
Other countries 22 46 32
53 193 68
Deferred income taxes
Canada 94 75 45
Other countries 7 19 19
101 94 B4
Total income tax provision $154 287 $132

The composite of the applicable statutory corporate income tax rates in Canada is presently
51.2% (51.0% in 1980 and 48.6% in 1979). Profits earned by subsidiary companies located outside
Canada are generally subject to income laxes a! rales comparable to this composile rate. Divi-
dends paid by these subsidiary companies are generally tax-exempt upon receipt in Canada.
Taxes withheld at source are included in current income taxes — other countries.

The following is a recongciliation of income taxes calculated at the above composile rates with
the total income tax provision:

1981 1980 1979
Income taxes at the above composite rates 3226 $361 %182
Reduction atiributable to:
Investment and depletion aillowances 65 63 39
Other — net 7 11 11
72 74 50
Income tax provision 3154 3287 3132
The deferred income tax provision resulted from the following timing differences:
1981 1980 1979
Depreciation claimed for tax purposes in excess of
depreciation recorded for book purposes $119 $ 69 $ 45
Cost of sales claimed for U.S. tax purposes
in excess ¢f those recorded for book purposes 1 15 18
Investment and depletion allowance tax benefits
carried forward (22) — —
Other 3 10 1
$£101 3 94 % 64

5. Deferred receivables

Deferred receivables include $33 ($35 in 1980 and $41 in 1979) due with interest over the
period 1983 to 1921 from the Government of Guyana in respect of the nationalization in 1971 of the
Company's bauxite and alumina assets and $9 (324 in 1980 and $26 in 1979) due with interest
over the period 1983 to 1988 from the Government of Jamaica in respect of funds deposiled and
for the sale of assets.

13
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FINANCIAL
STATEMENTS

(n milhons of U S, dollars)

Aluminum Company of Canada, Limited

6. Property, plant and equipment, at cost

1981 1980 1979
Land. and preperty rights 52 $ 51 $ 53
Buildings. machinery and equipment 2.861 2,306 2,166
Construction werk in progress 665 554 279
$3.578 $2.911 $2.498
Capilal expenditures in 1282 are expecled to be about $400.
7. Debt not maturing within one year
1981 1980 1979
Aluminum Company of Canada. Limited
Bank lcans under $600 revolving credit agreement,
due 1985/1889 (a) $460 $ 40 3 —
9% Sinking fund debentures. due 1995 80 82 a7
*10%% Sinking fund debentures, due 1994 (Can. $63) 53 55 57
9%% Sinking fund debentures. due 1991 (Can. $45) 38 38 39
9% Sinking fund debentures, due 1988 35 37 4
5.10% Notes. due 1982/1992 50 54 59
81%% Loan, due 1983/1992 (£18) 35 — —
Other debt, due 198272001 32 9 15
Alcan Aluminum Corporation (USA) (b)
9v>% Notes, due 1882/1994 42 44 45
4%.% Notes, due 1982/1984 10 14 17
Other debt, due 1982/2005 19 16 12
Olher subsidiaries — 1 1
854 330 373
Less: Debt maturing within cne year included
in current liabilities 10 10 16
844 380 357
Add: Unamertized amount of unrealized exchange gains 14 16 17
$858 $396 $374

" $8 helo by parent company.

The Company and its subsidiaries have a number of agreements for the purpose of assuring

future credit availability, the most significant of which are:

a) A revclving credit agreement with a group of banks to provide for loans up to $600 with such
loans to bear interest al a rate equal 1o the base rate of Citibank. N.A. or rates related to
LIBOR. Loans under this agreement as of 31 December 1981 totalled $460 {1980: $40) to be
repaid in five annual instalments of 10%, 15%. 25%, 25% and 25%. beginning one year after

1 May 1984, the lermination date of the credit agreement.

b}  Revolving credit agreements aggregating $135 between Alcan Aluminum Corporation and
several U.S. banks with such loans to bear interest at the banks' prime rate or a rate related
1o LIBOR or a 'monthly market rate’. As al 31 December 1981 the U S. subsidiary had no
drawings under thege agreements. The first commitment reducticn date on these agreements

is 1 July 1984 and the termination date is 1 July 1988.

Based on rates of exchange at year end and after allowing far prepayments. as at 31 De-
cember 1981 sinking fund and other requirements over the next five years amount to $10 i 1982,

$181n 1983, $30 in 1984, 375 in 1985 and $97 in 1986.

14




8. Redeemable preferred shares

Authorized Preference Capital

3,874,803 Cumulative Redeemable First Preferred Shares without nominat or par value, issu-
abie in series, of which the firsl series consists of 1,874,803 Can. $2.00 Tax Deferred Cumu-
lative Redeemable Retractable First Preferred Shares:

10,000,000 Second Preferred Shares without nominal or par value, issuable in Canadian or
LLS. currency and in series. The first three series, issuable in U.S. currency, consist together
of 4,000,000 floating rate shares: and

Unlimite¢ number of Cumulative Redeemable Retractable Thirc Preferred Shares without
nominal or par value.

QOutstanding Preference Capital 31 December

1981 1980 1979

First preterred — 1,863,503 shares
(1980 — 1,923,503; 1979 — 1,983,560) $ 39 % 40 $ 43
Second preferred — 4,000,000 shares 100 100 100
Third preferred — 150,000 shares (note 3} 150 — —
Other, redeemed during 1980 — — 12
: 289 140 155
Add: Unamortized amount of unrealized exchange gains 5 5 7
$294 $145 $162

The Company shall, during each calendar quarter. purchase for cancellation 15.000 first
preferred shares in the open market if available at a price not exceeding Can. $25.00 per share. If
after all reasonakle efforts the Company is unable to purchase an aggregate of 60,000 shares in
any calendar year, the obligation for that calendar year shall be exilinguished.

The dividend rate on the outstanding secend preferred shares is related to the prime com-
mercial rate of certain Canadian banks for U.S. dellar demand loans in Canada. The shares, which
were 1ssued in three equal series on 5 July 1977, are retractable at $25.00 per share n series at
the option of the holder on 5 July 1984, 1985, and 1986. respectively.

The dividend rate on the cutstanding third preferred shares is 12% per annum. The shares,
which were issued on 24 December 1981 to the parent company, are retractable at $1,000.00 per
share al the option of the holder on or after 1 January 1987.

The above preferred shares also may be called for redemption at the option of the Board of
directors at the following prices:

Can. $2.00 tax deferred cumulative redeemable retractable first preferred shares — on 30
days' notice at Can. $26.80 during the twelve-month period beginning 1 December 1981 and
reducing by Can. $30.30 per share in each of the succeeding twelve-month periods until 30
Novemnber 1987, after which the shares will be redeemabie at Can. $25.00 per share.

Floating rate second preferred shares — on any dividend payment date on 80 days’ notice at
$25.00 per share.

12% third preferred shares — at any time an at least 30 days’ notice at $1.000 00 per share.
Any partial redemption must be made on a pre rata basis or by lot.

15
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{in millions of U S. doliars)

Aluminum Company of Canada, Limited

9, Common shareholder’s equity

Capital stock

Autherized capital consists of an unlimited number of common shares without nominal or par
value.

As al 31 December 1981, there were 11.480.712 common shares outstanding (1980
11,467 372, 1979: 11.459.642).

In 1981, the Company issued 13.340 common shares to the parent company for an invest-
ment in a related company vaiued at $2.

Retained earnings

Consolidated retained earnings at 31 December 1981 include $142 which. pursuant 1o the
provisions of certain debt and share issues of the Company. is not distributable as dividends either
in cash or in kind 1o the common shareholder, Alcan Aluminium Limited.

10. Commitments and guarantees

Minimum rental commitments amount to $20 in 1982, $12 in 1983. $9 in 1984, $8 in 1985, $6
in 1986 and lesser annual amounis thereafier. Tolal rental expense amounted to $53 in 1981 (§71
in 1980 and 359 in 1979).

See also reference {o ¢apital expenditures in note 6. debt repayments in notle 7 and redeem-
abie preferred shares in note 8.

11. Changes in working capital

31 December

1981 1980 1979
Current assets
Cash and time deposits $ 26 $(29) $(47)
Reccivables (25) 14 1
Inventories 223 a1 88
224 76 a2
Current liabilities
Accounts payable and accrued liabilities (67) 53 44
Demand lpan from parent company 2 {2) 13
Short-lerm berrowings 30 35 (1)
Debt maturing within one year — (6) (4)
{35) 80 52
increase (decrease) in working capital $259 $ (4 ${10}
12. Supplementary income statement information
1981 1980 1979
Repairs and maintenance 228 $202 $161
Taxes, other than payroll and income taxes 71 46 62
Research and development 36 31 27
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13. Pension plans

The Company and ils subsidiaries have established pension plans in the countries where
they operate, for the greater parnt contributory and generally open to all employees. The total pen-
sion expense in 1981 was $47 (341 in 1980 and $31 in 1979} Pension expense includes amortiza-
tion ot unfunded actuarial liabilities which the Company and its subsidiaries are funding for the
most part over periods of 15 years or less.

Based on the most recent actuarial reports the present value of vested accumulated plan
benefits was $519 ($412 in 1980 and $366 in 1979). and of non-vesled benefits was $10 ($9 in
1980 and $8 in 1979). These present values were determined using a weighted average assumed
rate of return of 6.9%. The net assels available for benefils amounted lo $665 ($521 in 1980 and
$397 1n 1979) al market values. The apparent surplus will be needed to meet increases in pension
liabilities arising from future increases in salaries, which have not been allowed for in the above
present values. The effective date of the principal actuarial reports for the Canadian and United
States plans was 1 January 1981.

14. Information by geographic areas

Uniled Elimina-  Consoli-
Canada Slales Other tions dated
Year 1981
Sales and operaling revenues
Third parties $ 963 $1.319 $ 69 3 — £2.351
Related companies 303 8 78 — 389
Subsidiaries 569 a3 203 (865) —
Total 1.835 1,420 350 (B865) 2.740
Net income 231 18 35 4 288
Identifiable assets 2575 716 438 {136} 3.593
Year 1980"
Sales and operaling revenues
Third parlies $1.097 $1.273 % 54 § — $2.424
Related companies 492 16 — — 508
Subsidiaries 514 71 ‘356, {941) —
Total 2.103 1,360 410 (941) 2,932
Net income 338 33 52 (2) 421
ldentifiable assets 1,962 697 269 {(163) 2,765
Year 1979"
Sales and operating revenues
Third parties 3§ o987 $1.073 3 30 8 — $2.090
Related companies 380 7 4 — 391
Subsidiaries 356 55 186 (597) —
Total 1,723 1.135 220 (597) 2,481
Net income 187 48 23 (16) 242
Idenlifiable assets 1.665 643 223 {190) 2.341

Sales to subsidiary and relaled companies are made at a lair markel price recognizing
volume, continuity of supply and other factors.

Net income is tolal revenues less expenses directly refated 1o the geographic area in accord-
ance with generally accepled accounting principles.

*Certain amounts have been reclassilied to conform wilh the presentation adopted in 1981.
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AUDITORS’
REPORT

Aluminum Company of Canada, Limited

To the Shareholders of
Aluminum Company of Canada, Limited

We have examined the consolidated balance sheets of Aluminum Company of Canada,
Limited as at 31 December 1981, 1980 and 1979 and the consolidated statements of income,
retained earnings and changes in financial position for the three years then ended Qur
examinations were made In accordance with generally accepted auditing standards and
accordingly included such tests of the accounting records and such other auditing procedures as

we considered necessary in the circumstances:

In our opinion, these consolidated financial statements present fairly the financial position of
the Company as at 31 December 1981, 1980 and 1979 and the results of its operations and the
changes in its financial position for the three years then ended, in accordance with generally
accepled accounting principles in Canada which {except for the change in 1980 in accounting for

interest as explained in note 1, with which we concur) have been applied on a consislent basis.

Montreal, Canada PRICE WATERHOUSE
5 February 1982 Chartered Accountants
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INFLATION
ACCOUNTING

{Uunaudited)
(n millions of U 8. dollars)

Introduction

The use of historical costs results in
the measurement of various elements con-
tained in the basic historical cost (HC) fi-
nancial statements in differing economic
units. Some balance sheet amounts reflect
current values, e.g.. cash and receivables,
while other amounts represent values of
the past — most notably fixed assets bul
also inventories. Similar mismatches of
economic values are contained in the
Statemeni of Net incorne. Sales and many
elements of expense reflect the economic
values as of the transaction dates but cost
of sales and depreciation expense are
based on past economic values assocCi-
ated with the sale or use of assets pur-
chased or produced in prior periods.

With prolonged penods of inflation,
the use of historical costs significantly un-
derstates the economic value of net
assets while significantly overstating the
economic value of earnings. The Com-
pany believes these anomalies caused by
inflaticn should be adjusted if the readers
of financial statements are to obtain a
mare realistic assessment of the Com-
pany's results. Accordingly. the Company
IS again publishing inflation accounting in-
formation in accordance with Statement
No. 33 of the Financial Accounting
Standards Board {FASBj in the United
States even though, as a foreign registrant
of the .S, Securities and Exchange Com-
mission (SEC). the Company is not re-
guired to ¢a so.

Although Statement No. 33 only calls
for restatement of cernain historical cost
items, the Company has developed a
comprehensive set of statements for both
constant dollar (CD) and current cost (CC)
methods, as described below. which
should enable readers to make mean-
ingful comparisons against the HC finan-
cial statements.

Constant Dollar Accounting

It is well recognized that inflation has
the effect of reducing the purchasing
power of the dollar. However, recognition
of the precise impact is frequently lacking
when it comes to judging the level of cor-
oorate profits as reported under historical
cost accounting.

Constant dollar accounting, by
measuring the effects of general price
level changes on financial data, gives rec-
ognition to the declining purchasing
power of the dollar. CD amounts are de-
rived by applying the U.S. Consumer Price
Index (CPI) to HC amounts.

Current Cost Accounting

CC accounting focuses on the spe-
cific changes in prices of assets and ex-
penses associated with the use or sale of
assets, and is a method of measuring their
current values in terms of what the assets
would cost to purchase or produce at the
balance shest date or at the date of use or
sale. CC amounts for the Company's
assets were oetermined primarily by using
appropriate specific indexes or reliable
market prices. For property, plant and
aquipment this method assumes the
assets will be replaced with like tech-
nology. The net current cost values for
property. plant and equipment are based
on the original estimated lives of the
assets used for historical cosl accounts.
Based on the existing physical condition
of the Company's hydroelectric power fa-
cilities. the expected total litfe span of
those assels is much longer than the orig-
inal lite estimatas. A more realistic assess-
ment of these asset lives would
significantly increase the net current cost
value of property, plant and equipment.

Current cost of sales was delermined
by adjusting histarical costs by the esti-
mated specific inflation which occurred
between the time of production and the
time of sale. The amounts so derived were
then restated in terms of year-end 1981
dollars for the accompanying statements.

Impact on Specific
Financial Statement Items

The current cost values for net prop-
erty, plant and equipment are higher than
the carresponding constant dollar values
because the specific prices for these
assets from their dates of acquisition have
increased at a faster rate than the general
rate of inflation as measured by the CPIL.
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INFLATION impact on Specific lo conform to the presentation for all other
ACCOUNTING Financial.Statement items (cont.) amounts. The effeclive tax rates under the
HC. CD and CC accounting methods are
{unaudited) ) N ’ ;
(in millions of U.S dollars) With larger monetary liabilities than relfected in the following table:
cash and other monetary assets, the Com-
pany has a holding gain on monetary Effective
items, as the purchasing power of such Tax Rates
items 15 eroded by inflation.

The CD and CC statements include - 1981 1980
income taxes in the same amounts as re-  Historical cost 348 40.5
flecled in the HC statements except for  Constant doflar 53.9 525
lhe restatement to year-end 1981 dollars  Current cost 64.1 581
Consolidated Balance Sheet - 31 December

CD in lerms CC in termg
Histoncal of year-end of year-end
as reporled 19681 dollars 1981 dollars
1981 1980 1961 1980 (a) 1961 19860 (a)
Currenl assels excluding invenlories $ 415 § 414 % 415 % 451 F 415§ 451
Inventores 957 734 1.053 gve 1.011 843
Deferred receivables and charges 79 89 79 97 79 97
Invesiments in relaled companies 55 25 81 51 81 51
Properly. plant and equipment . — net 2.087 1.503 2.785 2271 3.331 2.742
3.593 2.765 4.413 3,742 4917 4184
Current liabilities 552 587 552 640 552 640
Debt not maturning within one year 858 396 558 431 858 431
Deterred income taxes and credils 576 a7iz 576 514 576 514
Preferrec shares 294 145 294 158 294 158
Common shareholder’'s equity 1.313 1.165 2.133 1.999 2.637 2.441
3.593 2.765 4.413 3.742 4917 4.184
Consolidated Net Income Information — Year ending 31 December
As adjusted
As reported in As adjusted for changes
the financial for general in specific
slatements (HC) inflation (CD) prices (CC)
in historical in year-end in year-end
dollars 1981 dollars 1981 dollars
1981 1980 1981 1980 (a) 198" 1980 (a)
Sales and operating revenues $2.740 $2.932 32832 33344 32832 353344
Cost of sales and operaling expenses 1,948 1,960 2.061 2.324 2032 2297
Deprecation 115 85 230 191 327 278
Selling. research and administrative expenses 186 161 193 183 193 183
Interest 62 32 65 37 65 37
Other {income)} expenses — nel (1) {14) (12) (16) (12) {(16)
2.298 2224 2.537 2.719 2.605 2779
Income before income taxes and olher ilems 442 708 295 625 227 565
Income taxes 154 287 159 328 159 328
Income from continuing operations 288 421 136 297 68 237
Holding gain on monelary items — — 121 131 121 131
Net incorne [or the year 288 421 257 428 189 368
Inventories, property, plant and equipment
in year-end
1981 dollars
1981 1980 (a)
increase in specific prices 523 406
Increase in general price 327 395
Excess of increase in specific prices 106 11
{a) Reslated to conform to refinements in methedology 1o denve 15981 dala




INFLATION
ACCOUNTING

{unaudited)
(in millions of U.S. dollars)

Five-Year Comparison of Financial Data

1081 1980 1979 1978 977

HC Data
Sales and operaung revenues
Income from continuing operations
Common shareholder's equily al year end

{m milhons of U 5. daobiars)

$2.740 52932 %2481 352280 $1856
288 421 242 191 105
1.313 1.185 922 710 546

CD Data in Year-End 1981 Dollars
Sales and operaling revenues
Income from conlinuing operalions
Holding gain on monetary items
Common shareholder’s equily al year end

2.832 3.344 3212 3.285 2.878

136 297 144 104 28
121 131 136 105 89
2133 1992 1.793 1.658 1.585

CC Data in Year-End 1981 Dollars
Sales and operating revenues
Income from conlinuing operalions
Holding gain on monetary items
Common shareholder's eguity at year end

2.832 3344 3.212
€8 237 121
121 131 136
2637 2441 2.261

Excess ol increase in specific prices/{excess ol
increase in general price level) of invenlores and

properly. plant and equipment

196 I3 (56)

Year-end consumer price index (CPI-L.
1967 base year = 100)

2815 2584 2299 2029 186.1

Note: Certain prior years’ CD and CC amounts have been reslaled to conlorm Lo relinements in methodology to

derive 1981 data.

Conclusions

Both the CD and CC methods un-
doubtedly give more realistic results in
terms of economic reality than HC. The
CD method deals with only one aspect of
inflation — the declining purchasing
power of the dollar. The CC method fo-
cuses on specific price changes, but per-
mits the application of judgement in
determining many amounts.

The Company prefers the simplicity
and obijectivity of the COD method but feels
il necessary to measure lhe specific rate
of inflaticn on its operations. After all. the
funds required 1o replace the productive
assels used in the Company's operations
will be determined by specific price
changes and not by changes in the CFl.

The impact of inflation on the Com-
pany's 1981 resulls was such that price
realizations increased by only same 5.6%.
or 3.4% below the general rate of inflation.
When compared to 1979, the 1981 sales
price realizations fell short of the two-year
change in the CPI by 8%.

When the marketplace precludes a
company from maintaining sales prices in
line with changes in the rate of inflation,
aspecially in capital intensive industries
such as aluminum. it is virtually impossible
lo maintain operating margins. During
those periods, it is not possible to gen-
erate the necessary funds tc maintain
existing productive capacily and provide
a satisfactory return to shareholders. Man-
agement betieves it is imperative to de-
velop more systematic methods to clarify
the impact of inflation on the Company's
operations. Accordingly, an iniernal infla-
licn accounting system is being imple-
mented in order to provide management
at all levels with financial data adjusted for
inflation to assist them in identifying op-
portunities and developing slrategies to
provide for the future real growth and
health of the Company.
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SELECTED
FINANCIAL DATA*

Aluminum Company of Canada, Limited

Operating Data (thousands of tonnes excepl as indicated) 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981
Aluminum shipments
Ingot and ingol products 653 722 699 702 484 526 665 450 456 365
Fabricated products 375 439 435 31 383 397 484 500 517 506
Total 1.028 1,161 1134 1.013 867 923 1.149 950 973 871
Primary aluminum production 799 792 874 761 493 826 898 709 9i8 962
Aluminum inventones (end ol year) 238 249 304 271 282 348 270 240 244 389
Prnimary aluminum capacily (end of year) 939 939 939 907 894 894 894 904 961 1,018
Net realization on sales of ingot and ingot products (U S. $ per tonne) 447 487 682 716 837 1.023 1.062 1295 1578 1,526
Consolidated Income Statement ltems (millions of U S. dollars)
Total revenues
Sales of aluminum ingot and ingot products 292 352 477 503 405 538 707 583 719 557
Sales of aluminum fabnicated products 380 464 618 544 665 760 962 1129 1.281 1,335
Sales of all other products 210 231 334 360 385 428 476 599 761 690
Operating revenues 59 60 81 73 81 130 135 170 171 158
Other income 14 9 8 8 " 6 B 31 17 13
Cosls and expenses
Cost of sales and operating expenses 752 928 1171 1.242 1,348 1.457 1709 1865 1960 1,946
Depreciation 61 60 60 65 67 75 82 84 85 115
Interest 40 46 66 67 62 53 51 48 32 62
Other 75 81 97 102 103 116 135 141 164 188
Income taxes (4) 47 6 (23) 56 123 132 287 154
Net income (Loss) 27 5 77 6 (10) 105 191 242 421 288
Consolidated Balance Sheet ltems (millions of U.S dollars)
Working capital 331 244 409 439 409 526 575 565 561 820
Property. plant and equipment - net 745 744 830 866 868 913 986 1,146 1 503 2,087
Long-term debt 548 491 636 621 565 484 415 374 396 858
Deferred mncome taxes 121 101 140 145 118 175 248 311 405 506
Other —- net 70 70 92 64 55 38 43 58 47 64
Redeemable preferred shares 40 35 31 78 74 172 171 162 145 294
Common shareholder's equity 437 432 523 525 576 646 770 922 1165 1,313
Total assets 1,346 1.361 1.716 1,738 1,762 1.893 2.120 2341 2765 3,593
Other Statistics
Funds from operations (millions of U.S. dollars) 77 45 176 75 29 237 346 388 599 503
Property. plant and equipment expenditures (millions of U.S. dollars) 38 61 151 13 67 131 156 257 450 710
Employees (thousands at end of year) 26 28 29 27 25 26 26 27 28 27
Mining — Bauxite Reserves 1981
Under a joint bauxite mining and alumina refining agreement with the Jamaican government, the
Company has special mming leases covering proved and probable bauxite reserves of about 108
million crude lonnes as of the beginning of the year 1981 (100 million crude tonnes at the begin-
ning of 1980). wilh a total weighted average aluminum content of 26%. The Company eslimales
that these reserves are sufficient to meet 35 years' requirements at annual rated production levels.
The amount of aluminum extraclable is always less than the total aluminum content, varying ac-
cording to the nature of the bauxite. the process technology employed to extract the intermediate
product. alumina, and the alumina plant efficiency. Bauxite mined during the year totalled 2.8 mil-
lion crude tonnes (2.7 million crude tonnes in 1980).
"Restated where necessary to give retroactive effect 1o changes in accounting praclices
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Aughinmish alumina
plant. on the Shannon
River m Ireland. will
have an annual capaciy
of 800.000 tornes when
completed 1n 1983.
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