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The Company reported a loss of $119
million, including special charges and
rationalization expenses totaiiing $168 mnil-
lion after tax. Excluding these items, net
income in 1983 was $49 million, compared
1o $123 million in 1984 and $80 million in

1983. The decline in earnings was primarily

due to lower realizations on both ingot and
fabricaled products, particularly com-
pared with the first half of 1984, Toal
shipments of aluminum products exceeded
the level of 1984 by 460, due in large part
1o the acquisition early 1 1he vear of asscis
from Atlanuc Richfield Company (Arco).

About two-thirds of the special charges
and rationalization cxpenscs ol $320 mil-
lior on a pre-tax basis related to a provi-
sion reflecling the impairment in econontic
value of the Company’s invesiments in
bauxite and alumina operations. This has
arisen from a large excess of produclion
capacityin the world compared with exist-
ing and anticipated demand. The balance
of the special charges and rationalization
expenscs related to costs assoclated with @
rcduction in the numbers employed at all
levels in the Company and also the restruc-
(uring and disposal ot a number of small
businesses.

The acquisition in January ot certain
assels from Arco added nearly 30% 10 the
Company’s sheet rolling capacity in the
U.S., provided a smelter in that country
and led 1o an increase in the Company’s
share of an alumina joinl-venture in
Ireland.

Montreal, Canada
6 February 1986

' PRESIDENT’S MESSAGE

Production of primary aluminum was
1,159,000 (onnes in 1985, In March, in
response to low U.S, prices for aluminum
products and high inventories, the Com-
panv reduced production by one-third at
its 163,000 tonnes per vear Sebree, Ken-
tucky, smelter. In September, in view of
the uncertamn state of world aluminum
markets, the Company announced post-
poncement of construction of its Laterriére,
Quebec, smelier project.

In July, the Company entered into a
new three-vear labour contract for smelter
emplovees in British Columbia. The
labour coniract at the Sebree smelter
expired on 31 January 1986. The 1inal offer
made (o the union, which included reduc-
tions in wages and bencfirs, was imple-
mented on | Februarv, The emplovees
have voted to continue working without a
contracl,

Since early December, there has been an
improvement in aluminum prices, A con-
tinuation of this trend, together with the
benefits from the Company’s cost reduc-
tion programs, would result in improved
profilability in 1986.

David Morton
President and Chief Executive Officer
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" MANAGEMENT’S DISCUSSION AND ANALYSIS

RESULTS OF OPERATIONS

Sales revenues increased in 1985 1o
$3,197 million, up from $2,746 million in
1984 and $2,455 million in 1983, The
increase was ducto higher shipments of
both ingot and fabricated products, which
reached a record total of 1,439,000 tonnes.
As aresult, and despite the acquisition in
January of an inventory of approximately
100,000 tonnes of aluminum products
from Arco, inventories declined during
the vear by 46,000 1onnes overall 1o
337,000 tonnes.

Other income increased by $19 million,
largely due 1o higher income from invest-
ments in related companies and foreign
exchange gains.

Interest charges for the vear totalled
593 million (of which S16 million was capi-
talized) compared to $89 million in 1984
(ol which $10 million was capitalized), In
1985, as in 1984, the parent company
walved interest charges on its demand loan
to the Company.

The negative provision for taxes in 1985
related largely 1o the special charges and
rationalizaiion expenscs.

LIQUIDITY AND CAPITAL
RESQOURCES

Cash generation from operations
increased to $381 million in 1983 compared
with $275 million in 1984, largely due to a
reduction in operating working capial.
Dividends on preferred and common
shares were $33 million and 85 million
respectively, compared Lo $31 million and
S40 million respectively in 1984,

Total barrowings werc reduced by
348 miilion during the vear. With a view to
increasing the proportion of fixed rate
debt to floating rate debt and increasing
the average life of outstanding borrow-
ings, the Company issued $100 million of
fixed-raie ten year Eurodollar bonds in
June 19835 and in January 1986 issued a
further $100 million of fixed-rate
debentures due 1998, The proceeds ot these
issues were used to repay floating rate
borrowings.
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Common shares of $272 million were
issued to the parent company during the
vear. Of this amount $150 million was
subscribed in cash and the balance was
allotted as consideration for certain assets
4t book value arising from the transfer of
managcement responsibility (o the Com-
pany of the related raw material busi-
nesses. The Company alsossued $37
million ol preferred shares, and redeemed
its Floating Rate Second Preferred Shares,
Series B, totalling $34 million.

At vear-end, the ratio of 1otal debt
(including short-term borrowings and a
demand loan {rom the parent contpany) 1o
equity (including redeemable preferred
sharesy was 33:63, compared with 38:62 at
the end ol 1984, Including deferred income
taxes with equity, the ratio was 31:69 at the
end of 1985, and 32:68 at the end of 1984,

RETURN ON CAPITAL EMPLOYLD

(hefore interest and meomee 1axes}
=ovcluding special charger and
rationalizaion expenses

35 %

During the vear, the Company’s term
credit limey from banks cantinued
unchanged at $630 million and
CANS200 million, of which $600 mnillion
and CANS40 million were unutilized at
vear-end (after deducting the amount
required to back-up short-term promissory
notes). Subsequent to vear-end, the Com-
pany has reduced the unutilized eredit lines
by S100 million. In addition, the Com-
pany’s U.S. subsidiary had revolving
credil facilities which were increased from
$150 million to 8300 million during the
vear. Of these facihities, $142 million werg
unutilized at vear-end.

Excluding the purchase ol plant and
equipment rom Arco and the acquisition
of certain assets from the parent company
arising l'rom the lranster of management
responsibilities, in 1985 capital expendi-
tures totalled $191 million, compared with
$243 million in 1984, Capital expendilures
for 1986 are currently forecast at
3170 million. Sales and disposals of assets
in 19835 eenerated $38 million compared to
319 million in 1984,

CAPITAL EMPLOYED

ey
M Deterred Income Taxes
m Dbl

ISK) millions of U.S.S

3

[
i

n

76 77 78 79 80 81 82 83 84 B83-

76 77 78 79 B0 §1 82 82 B4 85

[HREE



QUARTERLY FINANCIAL DATA (unaudited)

(Certain ilems have beern reclassified for purposes of comparability)

(in milfions of U.S. §) 1985
1si 2nd 3rd 4th
Quarter  Quarter Quarter Quarter
Sales and operating revenues } 782 $ 902 $ 847 $ 799
Gross profit 75 101 99 72
Net income (Loss) 3 (8) 19 (135}
1984
Sales and operating revenues $ 703 % 768 0§ 707 % 636
Gross profit 139 159 116 75
Net income 42 53 14 14
1983
Sales and operating revenues $ 335 $ 679 % 660 3 688
Giross profit 51 91 Lo 143
Nelincome (Loss) {10) 21 23 46
SALES BY END USE
fin millionsof .5, §) 1985 1984
Packaging and Containers $ 678 § 499
Transportation 141 183
Elecirical 303 353
Building and Construction 432 495
Other 1,643 1,216
$3.197 $£2,746
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~ CONSOLIDATED STATEMENT OF INCOME

Year Ending 31 December ¢in millions of U.S. §) 1985 1984 1983
Revenues
Sales fnote 4) $3.197 $2,746 $2.455
Operating revenues 133 88 107
Other income 49 30 18

3,379 2,864 2,580

Cosis and Expenses

Cost of sales and operating expenses fnoie 4) 2.815 2,186 2,028
Depreciation 168 159 139
Selling, adminisirative and general expenses 184 183 175
Research and development expenses 50 49 43
Interest frnote 15) 79 79 81
Orher expenses 31 27 11

3327 2683 2,477

Income Before Special Charges and Rationalization Expenses

and Income Taxes 52 181 103
Special Charges and Rationalization Lixpenses /note 6) 320 — —
income (1.0ss) before Income Taxes (268) 181 [03
Income Taxes (noie 7} (149) 58 23
Net Income (Loss) (rnote 2 and 3} (119) [23 80
Dividends on Preferred Shares 33 31 31
Net Income (Loss) Atributable to Common Shareholder S5y $ 92 $ 49

Net income (Loss) per commeon share and average number of shares outstanding are not
reported as all of the common shares are owned by Alcan Aluminium Limited.

CONSOLIDATED STATEMENT
OF RETAINED EARNINGS

Year ending 31 December (in miiflions of U.S. §) 1085 1984 1983

Retained Iarnings - Beginning of Year . $1,080 31,029 $ 992

Nel Income (Loss) (119) 123 80

%61 [,152 1,072

Share Issue Expenses 1 l —
Dividends

Preferred 33 3l 31

Common 5 40 12

39 72 43

Relained Llarnings - Lind of Year (note /3) $ 922 $1.080 $1,029
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CONSOLIDATED BALANCE SHEET

ASSETS
31 December (in millions of /. S. §) 1985 1984 1983
Current Assets
Cash and time deposits $ 57 $ 190 % 18
Receivables 486 380 441
Invenlories
Atuminum 461 483 339
Raw materials 213 239 263
Other supplies 174 148 152
1,391 1,440 1,213
Deferred Receivables and Charges 76 86 94
Investmenis in Related Companies 72 38 47
Property, Plant and Equipment
Cost fnote 9) 4,602 4,257 4,056
Accuntulated depreciation 1,971 1,846 1,721
2,631 2,411 2,335
Total Assels 54,170 33,975 $3.689
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CONSOLIDATED BALANCE SHEET

LIABILITIES AND SHAREHOI DERS' EQUITY

31 December ¢in milfions of U.S. §) 1985 1684 1983
Current Liabilities
Pavables § 361 $ 347 § 333
Demand loan from parent company (nofe 4) 141 423 323
Short-term borrowings (principally (rom banks) 60 91 61
Income and other raxes 16 I8 —
Debl maturing within one year 14 15 19
592 894 738
Debt Not Maturing Within One Year fnoie 10) 837 366 594
Deferred Credits and Other Liabilities (nofe 5) 162 i52 133
Provision for Rationalization and
Related Liabilities (nose 6) 262 — —
Deferred Income Taxes 389 542 322
Redeemable Retractable Preferved Shares friare (1) 249 293 337
Redeemable Non-Retractable Preferred Shares (note 12 149 12 —_
Common Shareholder’s Equity fnore 13)
Common shares 003 336 336
Retained earnmings 922 1,080 1,029
1,530 1,416 1,363
Commitments /note 14)
Total Liabilities and Shareholders' Equity $4,170 $3,975 $3,689

Approved by the Board: David Morton, Director
R.F. Sharratt, Director
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" CONSOLIDATED STATEMENT OF CHANGES
IN FINANCIAL POSITION

Year Ending 31 December (in miffions of .S, §) 1985 1984 1983
Operating activities
Net income (1.0ss) S(H9 % 123 $ 80
Depreciation 168 159 139
Special charges and rationalization expenses 307 — —
Deferred income taxes (151) 21 28
Operating working capital 194 (25) (41}
Other - net (18) %) (6)
381 275 200
Dividends {38) (71 43)
Cash from operating activities 343 204 137
Financing activities
New debt 5335 138 93
Debt repaviments {270) (154) (306)
Short-term borrowings - net 31 130 235
Preferred shares 37 112 —
Redemption of preferred shares (34) (34) (1
Common shares 272 — —
Cash from financing activities 227 192 23
Total cash available for investment activities 570 196 180
Investmenlt activities
Property, plant and equipment 408 243 196
Investments 39 — ]
Operating working capital acquired 274* — —
Sales and disposals {38) (19 (17)
Cash used for investment activities 703 224 180
Increase (Decrease) in cash and (ime deposits for the vear (133) 172 —
Cash and time deposils, beginning of vear 190 18 I8
Cash and time deposits, end of year S 37 3 190 3 18
Changes in Operating Working Capital 1985 1984 1983
Reecivables $ 106 $ (61y S 155
Invenlories (22) 116 (39)
Payables (14) (12} (75
Income and oiher faxes 2 (18) —
Less: Operating working capital acquired (274)* — —
Other 8 — —
Increase (Decrease) for the year S(194) $ 25 F 4

*Net of cash ilems
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NOTES TO FINANCIAL STATEMENTS

(immittions of U.S. 3, except where indicated)

1. Summary of Accounting Policies
PRINCIPLES OF CONSOLIDATION

The consolidated financial statements, which are prepared in accordance with generally
accepted accounting principles in Canada, include the accounts of all companies more than
50% owned. loint ventures, irrespective of percentage of ownership, are included to the
extent of the Company’s ownership. In addilion, consolidated net income includes the
Company’s eguity in the net income or loss of companies owned 50% or less where the
Company has significant influence over management, and the investmenis in these
companies are increased or decreased by the Company’s share of their undistributed nct
income or 10ss since acquisition, When the cost of an investment differs from the book
value of the Company’s equity therein at date of acquisition, the difference is amortized
over the estimated average useful life of the underlying fixed assets acquired. Investments
in companies in which the Company does not have significant influence over management
are carried at cost.

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

TRANSLATION OF ACCOUNTS INTO UNITED STATES DOLILARS

The consolidated financial statements are expressed in U.S. dollars, the principal currency
of international trade and of the Company’s business, under transl~tion procedures
recommended by The Canadian Institute of Chartered Accounants (CICA).

Current assets (excluding inventories), current liabilities and long-term monctary assets and
liabilities are transiated al the rates of exchange at year-end. Other balance sheet items are
iranslated at the rates prevailing at the respective (ransaction dates. Income statement items
are translated at average rates prevailing during the vear, except for the cost of inventories
and for depreciation which are translated at rates prevailing when the related assets were
acquired, Translation gains and losses are included in income cxcep! for unrealized gains
and losses arising from the translation ol long-term monetary assets and liabilities which
are deferred and amortized over the remaining lives of the related items,

OTHER

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

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

Cerrain income statement and balance sheet items in 1984 and 1983 have been reclassified
for purposes of comparability with 1985 presentation.

2. Accounting Change

Beginning in 1985, the Company adopted the recommendations of the CICA under which
investment tax credits are accounted for using the cost reduction approach instead of the
flow through approach used prior to 1985.

Under the cost reduction approach investment tax ¢redits are recognized over the same
period as the related expenditures are charged (o income principally through depreciation,
Under the flow through approach, investment tax credits were generally recognized in
income in the year that the related expenditures were made.

The loss for 1985 would have been reduced by $10 had the llow through approach been
continued.
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3. Currency Translation

Currency translation gains included in income were $135 10 1983 (gains of $101n 1984 and
$9in 1983),

The currency translation recommendations of the CYCA Targe!y parallel (those of the LS.
Financial Accounting Standards Board (FASB), with two principal exceptions. The first s
the CICA recommendation to defer and amortize unrealized exchange gains and losses on
long-term monetary items whercas the FASB recommends immediate absorption i income,
The second cxception is the CICA recommendation that deferred income taxes of companies
using the temporal method be translated at nstorical exchange rates instead ol current rates.

The following table compares results reported with those that would have been reporied
under the FASB method together with the cumiulative effect on retained carnings.

1985 1984 1983

As  TASB ‘As  FASB As  T'ASB
Reported Method  Reported Method  Reporied Method

Consolidaled net income (Loss)

IFirst quarter (Unaudited) § 5 5 16 $ 42 % 33 $ (1)) 3% ()
Second quarter (Unaudited) (8) (14) 53 70 21 19
Third guarter (Unaudited) 19 14 14 14 23 25
Fourth quarter (Uinandited) (135 (126) 14 18 46 45

(119 (110) 123 155 80 87

Consolidated retained earnings —
end of year 922 1,037 1,080 1,186 1,029 [,103

4. Related Party Transactions

Sales and cost ol sales include transactions with related companies. Sales 1o related
compames arc disclosed under Information by Geographic Arcas (note 17). Cost of saies
mcludes purchases from related companices as follows:

1985 1984 1983
Alumina $ 54 $103 $ 89
Bauxite 106 94 33

The demand lean from the parent company bearsinterest at the Citibank NUA | primie rate
jess 0.3%, payable on the Jirst day of the month following the end of each quarter.
However, interest charges for 1983 and 1984 were waived by the parent company. In 1983,
interest charges amounted to $20.

5. Deferred Credils and Other Liabilities

Deferred credits include a prepayment by a related company under an alumina tolling
arrangement of $58 in 1985 (36! in 1984 and 1983), and unamortized net amount of
unrealized exchange gains of $29in 1985 ($39 in 1984 and $30 in [983).

6. Special Charges and Rationalization Expenses

Approximately two-thirds of the charge of $320 reflects the estimated long-term impair-
ment i econonmic value of the Company’s bauxite and alumina operations, arising from a
large excess of production capacity in the world compared with existing and anticipated
demand.




6. Special Charges and Rationalization Lxpenses (cont’d)

The remainder of the special charges and rationalization expenses relates (o a program (o
reduce levels of management and the total number of employees, and 1o costs associated

with the sale and restructuring of a number of small businesses.

7. Income Taxes

1985 1984 1983
Income {Loss) before income taxes
Canada $(246) $205 $106
Qther countries (22) (24) (3)
(268) 181 103
Current income raxes
Canada (9) 17 (1
Other countries 11 20 {4)
2 17 (5)
Deferred income taxes
Canada (146) 27 6
Other countries (5) (6} 22
(151) 21 28
Total incomie tax provision $(149) $ 38 $ 23

The composite of the applicable statutory corporate income tax rates in Canada is at

present 44,9% (44.8% in 1984 and 43.7% in 1983}, Income carned by subsidiary companies

located outside Canada s generally subject to incomnie taxes at rates comparable to this
composile rate. Dividends paid by these subsidiary companies are generally tax-exempt

upon receipt in Canada. Taxes withheld al source are included in *Current income 1axes -

Other countries’,

The following is a reconciliation of income taxes calculated ar the above composite rates

with the total income tax provision:

1985 1984 1983
Income taxes at the composite rate $(120) $ 81 $ 47
Increase (Reduction) attributable to:
Investment and other allowances (27) (40 (26)
Prior years' tax adjustments 4 10 —
Other - nel (6) 7 2
Income tax provision $(149) $ 58 $ 23
The principal componenis giving rise to the deferred portion of income taxes are:
1983 1984 1983
Depreciation claimed for tax purposes in excess of
{less than) depreciation for book purposes $ (1 (N $ 14
Cost of sales claimed for U.S. 1ax purposes
in excess of (less than) that recorded for
book purposes (20} (14) 18
Reversal ol investment tax credits and foreign tax
credits (benefit in prior years) 7 51 {4}
Special charges and rationalization expenses (152} — —
Other - net 15 (15} —
$(151) 3 21 $ 28
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8. Acquisition

In January 1985, the Company acquired certain assets of the alunmum business of the
Atlantic Richfheld Company (Arco) consisting of fixed assels recorded at a valuation of
$196 and working capital valued at $282. The acquisition was accounted lor by the purchase
method.

The consideration given consisted ol cash, including notes which were subsequently
redeemed for cash, of $449 and aluminum ingol products valued a1 $29. 1n addivion,
contingent consideration in the form of 9% Abalable Preferred shares in 10 equal series
with an initial total nominal value of $400 were wsued 1o Arco. As the value ol these shares
is contingent on future aluminum prices as indicated below, they will not be recorded in the
financial statements until sueh time as any such shares “gualify’” for dividend and
redemption. Each series of shares is related 10 one of the vears 1985 1o 1994 and the nonunal
redemption value of such series is subject 1o abatement at the rate ol $6.667 (10 @ maximum
of $40 per series) for cach one cent by which the mathemaltical average of the price realized
per pound of primary aluminum sales, as reported by Alcan and three other designated
North American aluminuin producers for the appropriate vear, [dlls below:

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994
$ perIb. 0.98 10§ 0.97 1.16 1.36 1.47 1.47 1.60 1.82 1.99

To the extent the shares do not abate, the qualifying amount wiil be reflected in the financial
statements and a corresponding amount together with the cumulative dividend ot 9% per
annum pavable thercon, at the time the shares qualify, retroactive to the date of issue

(18 January 19835}, will be added 1o the book value of the assels acguired and amortized
against income over the remaining lives of the fixed assets acquired. Such qualifying shares
are subject to retraction by the holder on 18 January 1997, but may be redeemed earlier

at the option of the Company, The Company expects the 1985 serics (o be abated lully

when information relating to the three other designated producers becomes available.

9. Property, Plant and Equipment

1985 1984 1983
Land, and property rights $ 6l $ o0 5 39
Buildings, machinery and equipment 4,332 3.919 3,833
Construction work in progress 189 278 164

$4.602  $4.257  $4,056

Capital expenditures are expected to total $170 million in 1986.
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10. Debt Not Ma(uring Within One Year

1985 1984 1983
Bank loans under $400 revolving credii
agreement (a) $ 50 $— $ —
Bank loans under $150 credit agreement (b) — 50 —
Noles payable (commercial paper)(¢) 116 66 79
Notes payable (d) 120 — —
914%, Sinking fund debentures, due [988 20 24 31
5.10% Notes, due 198671992 — 3 4]
153%% Lurodollar debentures, due 1992 75 75 75
14Y:% Notes, due 1992 100 100 100
91467 Notes, due 1986/1994 34 38 40
912% Sinking fund debentures, due 1995 51 52 61
[ 14% Debentures, due 1995 100 — —
93%% Sinking fund debentures, due 1991 (CANS27) 19 29 33
10¥4% Sinking fund debentures, due 1994 (CANS349) 15 19 42
8% Loan, duc 1986/1992 (£28) 40 37 51
Other debt, due 1986/2005 9] 68 60
851 581 613
Debt maturing within one yvear inctuded
in current liabilities (14) (15} (19)

3837 $566 $594

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)

(b)

(c)

(d)

A revolving credit agreement with a group ol banks providing for loans bearing interesl
al arate equal 1o the base rate of Citibank, N.A., or rates related to the London
interbank offered rate (LIBOR). L.oans under this agreement are to be repaid in [ive
annual instalments of 10%, 15%, 25%, 25% and 25%, beginning one year after

1 May 1988, the termination date of the credit agreement.

A credit agreement with a group of banks providing {or loans bearing interest at a rate
related 1o LIBOR. Loans under this agreement are to be repaid in two instalments, the
first instalment ot 25% on 27 April 1988, and the second instalment of 75% on

27 April 1991,

Notes pavable (commercial paper) issued in Canada and the United States at market
rates and fully backed up by long-term credit agreements with banks amounting to $100
and CANS$200 in addition to those available under (a) and (b). After 31 December 1985,
the Company reduced the credit lines by U.S5.$100.

Core level of outstanding notes issued in the United States at market rates and fully
backed up by long-term credit agreements amounting 1o $300.

Based on rates of exchange at vear-end and af1er allowing for prepayments, sinking fund
and other requirements over the next five vears amount to $14 in 1986, $14 in 1987, $38
in 1988, $173 in 1989 and $60 in 1990.
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11. Redeemable Retractable Preferred Shuares
AUTHORIZED

3,760,502 Cumulative Redeemable First Preferred Shares without nominal or par value,
1ssuable in series. The first series consists of 1,760,503 CAN $2.00 Tax Deferred Cumulative
Redeemable Retraciable First Preferred Shares.

7,333,000 Second Preferred Shares without nominal or par value, issuable in series. The
third series consists of 1,333,000 tleating rate sharesin U.S. currency.

An unlimited number ot Preference Shares without nominal or par value and issuable in
series. Series A consists ot 7,747,000 Cumulative Redeemable Retractable Preference Shares
and Series B consists of 1,842,700 Cumulative Redeemable Retractable Preference Shares.

OQUTSTANDING

3] December

1985 1984 1983

First preferred - 1,760,503 shares

(1984 - 1,762,203; 1983 - 1,771,703) $ 32 g 33 $ 35
Second preferred - 1,333,000 shares

(1984 - 2,606,000, 1983 - 4.000,000) 33 67 100
Preference, series A - 7,747,000 shares

(1984 and 1983 - 7,750,000) 138 147 156
Preterence, series B - 1,842,700 shares

(1984 and 1983 - 1,830,000) 46 46 46

$249 $293  $337

Outstanding shares are eligible for quarterly dividends as follows:

First preferred - CAN 32.00 per share per annum payable out of the Company's 1971
capital surplus.

Second preferred - Anamounlt determined by applyving to U.S. $25.00 per share an annual
rate of one-half the sum of (i) the average of the U.S. base rates for stated periods of
certain Canadian banks for U.S. dollar demand loans in Canada, and (ii) 212%.

Preference Series A - CAN$2.3125 per share per annumn.

Preference Series B - U.S. $2.1875 per share per annum.

Retraciion privileges which may be exercised at the option of holders of outstanding shares
are as lollows:

Iirst preferred - At CAN $25.00 per share on 1 Jung 1988.

Second preferred - 1,333,000 shares at U.S. $25.00 per share on 5 July 1986. (1,334,000
shares were retracted on 5 July 1984 and 1,333,000 shares were retracted on 5 JTuly 1983}

Preference Series A - At CAN $23.00 per share on 31 December 1989,

Preference Series B - At U.S, $25.00 per share on 31 December 1989,

The Company is oblieed to make reasonable efforts 1o purchase in the open market for
cancellation the following shares:

First preferred - 13,000 shares per quarter al a price not exceeding CAN $23.00 per share.

Second preferred - none.

Preference Series A — 58,125 shares per quarter up 10 31 December 1989 and thereafter 1%
per quarter of the shares outstanding on 1 Tanuary 1990 at prices not exceeding CAN
$£25.00 per share.

Prelerence Series B - 13,873 shares per quarter up to 21 December 1989 and thereaflter 1%
per quarter of the shares outstanding on 1 January 1990 at prices not exceeding U.S.
$25.00 per share.

The purchase obligations are cumulative only within each calendar yvear,
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11. Redeemable Retractable Preferred Shares (cont’d)
Ourstanding shares mav be called for redemptjon 4t the option of the Company as follows:

I'irst preterred — On 30 davs’ notice at CAN 325,60 per share during the twelve-month
period commencing | December 1985 and reducing by CAN $0.30 per share in each ot the
succeeding twelve-month periods until 30 November 1987, afier which the shares may be
redecmed at CAN 325,00 per share,

Second preterred - On any dividend payment date on 90 days’ notice at U.S. $25.00 per
share.

Prefercnce Serics A - On 30 davs’ notice at CAN $26.25 per share during the twelve-
month period commencing 31 December 1987 and reducing by CAN $0.25 per share in
each ol the succeeding twelve-month periods until 31 December 1992, after which the
shares may be redecmed at CAN S23.00 per share.

Preference Serics B - On 30 days’ notice at U.S. 526.23 per share during the twelve-month
period commencing 31 December 1987 and reducing by U.S. $0.25 per share in each of
the succeeding twelve-montly periods uneil 31 December 1992, after which the shares may
be redeemed at U5, $25.00 per share.

Any partial redemption must be made on a pro rata basis or by lot.

12. Redeemable Non-retractable Preferred Shares
AUTHORIZED

An unlimited number of Preference Shares without nominal or par value and issuable in
series, Series Ceonsists of 5,700,000 Tloating Rate Cumulative Redeemable Non-
retractiable Preference Shares of which 4,200,000 are 1984 series C Preference Shares and
1,500,000 arc 1985 serics C Preferenee Shares, and series D consists of 1,700,000 Floating
Rate Cumulative Redeemable Non-retractable Preference Shares of which 1,300,000 are
1984 series D Prefecence Shares and 400,000 are 1985 series D Preference Shares.

OUTSTANDING 31 December

1985 1984 1983
Preference, series C - 5,700,000 shares (1984 — 4,200.000) $106 $ 79 —
Prefercnce, series D - 1,700,000 shares (1984 - 1,300,000) 43 33 —
' - } $149 $112 -

Ourstanding shares are eligible for quarterly dividends as follows:

Preference Series C - Anamoun! determined by applying to CAN $25.00 per share
one-quarter of the greater of (i) 72% of the average of the Canadian prime interest rates
quoted by two major Canadian banks for stated periods, and (ii) the lesser of 7.5% and
the average of the Canadian prime interest rates quoted by two major Canadian banks for
stated periods.

Prefercnce Series D - Anamount determined by applying to U.S. $23.00 per share one-

quarter of the greater of (i) 72% of the average of the U5, prime interest rates quoted by
Lwo major Canadian banks for slated periods, and (ii) the lesser of 7.5% and the average
of the U.S. prime interest rates quoted by rwo major Canadian banks for stated periods.

Quistanding shares mayv be called for redemption at the option of the Company as follows:

Preference Series C - On 30 days’ notice at CAN $26.50 per sharc during ihe Lwelve-
month period commencing | January 1988 and reducing by CAN $0.30 per sharc in each
ol the suceeeding twelve-month periods until 31 December 1992, atter which the shares
may be redeemed at CAN $23.00 per share.

Preference Series D - On 30 days’ notice at U.S. $26.50 per share during the twelve-month
period commencing | January 1988 and reducing by U.S. $0.30 per share in each of the
succeeding twelve-month periods until 31 December 1992, after which the sharcs may be
redeemed ar U).S. $25.00 per share.

FIFTCEN



12. Redeemable Non-retraciable Preferred Shares (coni'd)
Anv partial redemption must be made by lot.

The Company mav at any titne purchase for cancellation the whole or any part af the above
shares at 4 price per share not exceeding CAN $26.50 for series C and U.S. $26.50 for series
Dt such purchase is made prior to | January 1988, and it such purchase is made thereatier,
al & price per shave not exceeding the then current redempuion price, plus all acerued and
unpaid dividends and costs of purchase,

13, Common Shareholder’s Lquity
COMMON SHARLES

The authorized share capital is an unlimited number ol common shares, withoul nominal
or par value. The number of shares outstanding at 31 Decenber 1985 was 13,691,325 (1984
and [983: 11,480,712).

RETAINLD EARNINGS

Consolidated relained earnings at 31 December 1985 include $222 which, pursuant 1o the
provisions of certain debt and share issues of 1he Company, is not distributable as dividends
cither in cash or in kind to the common shareholder, Alcan Aluminium Limited.

14, Commitments

Minunum rental obligations amount 1o 336 in 1986, $28 in 1987, 524 10 1988, $20 in {989,
$201n 1990 and lesser annual amounts thereafter. Toral rental expense amounted 1o $57 in
1985 ($33 i 1984 and $32 in 1983).

To assure long-terim supplies of bauxite, the Company participates in long-term cost
sharing arrangements with related companies. The Campany’s fixed and determinable
commitments, which comprise of “take-or-pay’” obligations are estimated at $119 in 1986,
$T18 11 1987, $118 in 1988, $119 in 1989, 12001 1990 and $671 thercafrer. The Company’s
total charge with these related companics was $81in 1985,

See also reference 1o acquisition innote 8, 1o capital expenditures in note 9, debi
repavinents in note 10 and redeemable retractable prelerred shares in note 11,

15. Supplementary Income Statement Information

1985 1984 1983
Repairs and maintenance §274 3266 $244
Taxes, other than payroll and income taxes 78 92 95
Interest on long-term debt 74 69 34
Capitalized interest (16) {10) {(27)

16. Pension Plans

The Company and its subsiciaries have established pension plans in the countries where
they operate, for the greater part contributory and generally open 1o all employees. The
total pension expense in 1985 was $51 (326 in 1984 and $42 in 1983). The increase in 1985 is
duc principally to pension expenses tncurred in 1985 for early retirement incentive
programs. Pension expense includes amortization of unlunded actuarial liabilities wiich
the Company and its subsidiaries are Tunding and expensing for the mast part over periods
of 15 vears or less.
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16. Pension Plans (cont’d)

Based on the most recent actuarial reports the present value of vested accumulated pian
benefits was $819($725 1n 1984 and $748 in 1983), and the present value of accumulated
non-vesied benefits was $14 ($14 in 1984 and 1983). These present values were determined
using a weighted average assumed rate of return of 6.9% (6.7% in 1984 and 6.3% in 1983).
The value of the net assets available for benefits was $1,111 (5995 in 1984 and $841 in 1983)
at market prices prevailing at the time of acluarial valuation. The apparent surplus may be
needed 1o meet increases in pension liabilities arising from future increases in salaries,
which have not been allowed for in the above present values,

The ctiective date of the principal actuarial reports was 1 January 1985 for the two

Canadian plans and the major United Stales plan.

17. Information by Geographic Areas

United Elimina-  Consoli-
Canada Slates Other Lions dated
Year [985
Sales and operating revenues
Third parties $ 893 $1,957 $ 84 5 — $2,936
Related companies 366 ] 27 — 394
Subsidiaries 471 82 198 (751) —
Toal 1,732 2,040 309 (731 3,330
Net income (1.0ss) 11 23 (47 {(106)* (119)
Identifiable assets 2,296 1,110 893 (129 4,170
* Includes provision against the investmenis in bauxite and alumina operations.
Year 1984
Sales and operating revenues
Third parties $ 838 £1.576 5 17 5 — $2,4131
Related companies 283 1 119 — 403
Subsidiaries 673 90 70 (833) —
Total 1,794 1,667 206 (833) 2,834
Netincome {Loss) 163 17 (51) (6) 123
Identifiable assets 2,511 999 620 (1535 31,975
Year 19383
Sales and operatling revenues
Third partics $ 688 $1,358 $ 19 y — $2,065
Related companies 390 | 106 — 497
Subsidiaries 609 63 26 (698) —
Total 1,687 [,422 151 (698) 2,562
Net income (Loss) 106 24 (46} (4) 80
ldentifiable assets 2,486 802 634 (233 1,689

Sales to subsidiary and related companies are made at a fair market price recognizing

volume, continuity of supply and other factors. The loss incurred in “*other’” areas relates
largely to alumina sales from Jamaica and Ireland, including transters fron Jamaica 1o the

Company’s smelters in Canada.

Net income (Loss) is total revenues less expenses directly related to Lhe geographic area in
accordance with generally accepted accounting principles.

Identifiable assets represent the total book value of the assets located ineach area.
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AUDITORS’ REPORT

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 1983,
1984 and 1983 and the consolidated state-
ments of income, retained earnings and
changes in financial position for the three
vears then ended. Our examinations were
made in accordance with generally
accepted auditing standards and accord-
ingly included such tests of the accounting
records and such other auditing proce-
dures as we considered necessary in the
circumstances,

Montreal, Canada
6 February 1986

In our opinion, these financial state-
ments present fairly the consolidated
financial position of the Company as at
31 December 1985, 1984 and 1983 and the
results of 1ts operations and the changes in
its financial position for the three years
then ended, in accordance with generally
aceepted accounting principles in Canada
applied on a consistent basis, with the
change in 1985 in accounting for invest-
ment lax credits described in note 2.

PRICE WATERHOUSE
Chartered Accountants
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RESPONSIBILITY FOR FINANCIAL
REPORTING

The Company’s management is respon-
sible for the integrity and fair presentation
of the accompanying financial statements.
These have been prepared in accordance
with generally accepted accounting princi-
ples in Canada, conforiming in all inaterial
respecls with international standards, and
have been applied on a consistent basis.
Financial and operating data elsewhere in
the annual report are consistent with those
contained in the accompanying financial
statements.

The Company’s policy is 1o maintain
systems of internal accounting and admin-
istrative controls of high quality consistent
with reasonable cost. Such systems are
designed to provide reasonable assurance
that the financial information is accurate
and reliable and that company assets are
adequately accounted for,

The annual financial statements are
approved by the Board of Directors. In
addition, the financial statements are
examined by the shareholders’ indepen-
dent auditors, Price Waterhouse, whose
report appears on page 18.

GENERAL
INFORMATION

10-K Report

A copy of the Company’s current
annual 10-K Report filed with the United
States Securities and Exchange Comimis-
sion will be available after | April upon
written request to the Secretary of the
Company.

Terms

Unless otherwise stated, all amounts are
reporied in United States dollars and all
quantities are in metric tons, or ‘tonnes’. A
tonne is 1,000 kilograms, or 2,204.6
poundls.

‘Parent company’ means Alcan Alu-
minium Limited.

‘Subsidiary” means a company in which
Aluminum Company of Canada, Limiled
owns more than 50% of the voting stock.

‘Related company’ means a subsidiary
of the parent company, or a company in
which the parent company owns 30% or
less of the voting stock and has significant
influence over management, or a company
in which Aluminum Company of Canada,
Limited owns 50% or less of the voting
stock and has significant influence over
management.

Version Fran¢aise

La version frangaise de ce rapport sera
expédiée sur demande écrite adressée;
Aluminium du Canada, Limitée, 1188, rue
Sherbrooke Quest, Montréal, (Québec)
H3A 3G2.
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INFLATION ACCOUNTING (unaudited)
finmitlions of U.5. §)

This information is prepared in accor-
dance with the recommendations of
The Canadian Institute of Chartered
Accountants (CICAY,

The primary emphasis ol the data is on
current cost acvounting. Historical
reported information is adjusted for
changes in prices of assets and expenses
associated with the use of fixed assets and
the sale of unentories. On this basis the
current cost profit {loss) was ($193)1n 1983
and $47 in 1984,

To measure income attributable 1o
shareholders on a current cost basis, the
CICA recommends the calculation ot a
“financing adjustment’. 11 is based on the
supposition that the funds required to
maintain a company’s operating capability
(replace the assets it consumes) will be
provided by a combinartion ot shareholder
and borrowed tunds. On this basis, the
current cosl joss attributable to sharehold-
erswould be $223 for 1983 and $1 for
1984, after eiving cffect ro preferred divi-
dends of $33 11 1985 (£32 1n 1984).

Twoitems of general inflation are pre-
sented. 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
moneiary liabilities”. This calculation
recognizes that monetary assets lose pur-
chasing power during periods ot inflation
while debrors gain. Companies which have
grcater monetary liabilities than assels will
experience a4 gain (the Financial Account-
ing Standards Board in the United States
considers deferred income laxes 1o be
monetary. Using their definition the Com-
pany’s gairn1s 366 for 1985 and $36
for 1984},

Although inflation 1s currently continu-
ing lo run at a relatsely low level, the
effect of past inflation on capital intensive
companies, such as Aluminum Company
of Canada, Limited, is significani. Accord-
ingly, the Company continues 1o suppotrt
the disclosure of inflation adjusted account-
ing information to enable readers of finan-
cial statemnents to obtain another assessiment
ot the Company’s results,
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SCHEDULE OF CONSOLIDATED INCOME

Historical Current Cost Basis

as reported inaverage 1985 %
fin millions of U.5. 3) 1985 1984 1985 1984
Cost of sales and operating expenses $2,815 $2,186 $2,790 $2,261
Depreciation expense 168 159 269 260
Income taxes ' o (149) 58 (149) 60
Net incom-e (L.oss) B (1 1-9) 123 (193} 43

'SCHEDULE OF CONSOLIDATED ASSETS

Historical Current Cost Basis
as reported  inyear-end 1985 3

(i milfions of U.5. §) 1985 1984 1985 1984
Inventory 3 848 S 8§70 $ 906 $ 914
Property, plant and equipment - net* 2,631 2,411 4,274 4,332
Net assets {common shareholder’s cquity) 1,530 1,416 3,255 3,324

. SUPPLEMENTARY INFORMATION

fin miitlions of U.S. 5} In Average 19853
1985 1984

Increase in current cost amounts of inventory
and property, plant and equipiment based on:

General inflation 206 216

Specitic prices 12 (77)

Difference 194 293
General purchasing power gain on nel

monetary liabilities 48 35

Financing adjustment on specific price increases
of inventory and property, plant and equipment** 3 {16}

*Assets related to raw mmaierials operations are included at historical values.

**Based on the current cost adjustments made 1o income during the year, the financing
adiustinent amounts to 5{7 (317 in [984).

B e
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SELECTED FINANCIAL DATA

(Certain items have been reclassified for purposes of comparability)

Operating Data (thousands of tonnes except as indicated) 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985
Aluminum shipments o o e
Ingot and ingot products 484 526 665 450 456 365 628 478 429 746
Fabricated products B _383 397 484 500 517 506 398 523 560 693
Total 867 923 1,149 950 973 871 1,026 1,001 989 1,439
Primary aluminum production 493 826 898 709 918 962 917 945 1,075 1,159
Aluminum inventorics - end of year 282 348 270 240 244 369 259 227 383 337
Primary aluminum capacity - end of year 894 894 894 904 961 1,018 1,075 1,075 1,075 1,238
Net realization on sales of ingot and ingot products (U.S.$ per tonne) 837 1,023 1,062 1,295 1,578 1,526 1,064 1,309 1,380 1,086
Consolidated Income Statement ktems (millions of U.S. §)
Total revenues B - i - - B
Sales of aluminum ingot and ingot products 405 538 707 S83 719 557 668 626 593 810
Sales of aluminum fabricated products 665 760 962 1,129 1,281 1,335 1,054 1,334 1,600 1.821
Sales of all other products 385 428 476 599 761 690 482 495 553 566
Operating revenues 81 130 135 170 171 158 163 107 88 133
Other income o - - 11 6 1 31 17 13 14 L 30 49
Costs and expenses -
Cost of sales and opcrating expenses 1,340 1,448 1,698 1,854 1,948 1,936 1,930 2,028 2.186 2,815
Depreciation 67 75 82 84 85 115 125 139 159 168
Interest 62 53 51 48 32 62 75 81 79 79
Other expenses 111 125 146 152 176 198 205 229 259 585
[ncome taxes - (23) 56 123 132 287 154 (2) 23 58 (149)
Net income (Loss)*
As reported (10) 105 191 242 421 288 48 80 123 (119)
FASB method (10) 115 200 243 418 291 Sl 87 155 (110)
Consolidated Balance Sheet Items (nmillions of U.S. §)
Working capital 409 526 575 565 561 820 670 475 546 799
Property, plant and equipment - net 868 913 986 1,146 1,503 2,087 2,290 2,335 2,411 2,631
Long-term debt 562 471 393 357 380 844 814 594 566 837
Deferred inconie taxes 118 175 248 311 405 506 503 522 542 389
Redeemable preferred shares 74 172 171 155 140 289 340 337 405 398
Common sharcholder’s equity 576 646 770 922 1,165 1,313 1,328 1,365 1,416 1,530
Total assets 1,762 1,893 2,120 2,342 2,765 3,597 3,517 3,689 3,975 4.170
Other Statistics
Cash from operating activities (millions of U.S. $) 96 161 428 318 554 246 307 200 278 381
Property, plant and cquipment expenditures (millions of U.S. $) 67 131 156 257 450 710 331 196 243 408
Average number of employees (thousands) 25 26 26 27 27 27 25 24 24 26
* See note 3 1o the financial statements which explains the reasons for the differences between
the As Reported and FASB methods.
Bauxite Reserves (millions of crude tonnes)
Proved and probable bauxite reserves at beginning of yecar 108 108 106 101 101
Total weighted average aluminum content 26% 26% 26% 26% 26%%
Bauxite mined during the year 2.8 2.0 2.4 2.4 2.4

'i"Wl'ﬁN'l'Y-’I'W()
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