




PRESIDENT'S MESSAGE 

The Company reported a loss of $119 
million, including special charges and 
rationalization expenses totalling $168 mil- 
lion after tax. Excluding these items, net 
income in 1985 was $49 million, compared 
to $123 million in 1984 and $80 million in 
1983. The decline in earnings was primarily 
due to lower realirations on both ingot and 
fabricated products, particularly com- 
pared n i t h  the first half of 1984. Total 
shipments o f  aluminum products exceeded 
the level o f  1984 by 46%, due in large part 
to the acquisition early in the year of assets 
from Atlantic Richfield Company (Arco). 

About two-thirds o f  the special charges 
and rationalization expenses o f  $320 mil- 
lion on a pre-tax basis related to a provi- 
sion reflecting the impairment in econonlic 
value of  the Company's investments in 
bauxite and alumina operations. This has 
arisen from a large excess of production 
capacity in the world compared with exist- 
ing and anticipated demand. The balance 
of  the special charges and rationaliz.ation 
expenses related to costs associated with a 
reduction in the numbers employed at all 
levels in the Company and also the restruc- 
turing and disposal o f  a number of small 
businesses. 

The acquisition in January of  certain 
assets from Arco added nearly 50% lo the 
Company's sheet rolling capacity in the 
U.S.,  provided a smelter in that country 
and led to an increase in the Company's 
share of an alumina joint-venture in 
Ireland. 

Montreal, Canada 
6 Februal-v 1986 

Production of primary aluminum was 
1,159,000lonnes in 1985. In March, in 
response to low U.S. prices for aluminum 
products and high inventories, the Com- 
pany reduced production by one-third at 
its 163,000 tonnes per year Sebree, Ken- 
tucky, smelter. In September, in view of 
the uncertain state of world aluminum 
markets, the Company announced post- 
ponement of construction of  its Lalerriere, 
Quebec, smelter project. 

In July, the Company entered into a 
neb+ three-year labour contract for smelter 
employees in British Columbia. The 
labour contract at the Sebree smelter 
expired on 31 January 1986. The final offer 
made t o the  union, which included reduc- 
tions in wages and benefits, was imple- 
mented on I February. The employees 
have voted to continue working without a 
contract. 

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

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

RESULTS O F  OPERATIONS 

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

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

Interest charges for the year totalled 
$95 million (of which $16 million was capi- 
talized) compared to $89 million in 1984 
(of which $10 million was capitali~ed).  In 
1985, as in 1984, the parent company 
waived interest charges on its demand loan 
to the Company. 

The negative provision for taxes in 1985 
related largely to the special charges arid 
ralionalizalion expenses. 

LIQUIDITY AND CAPITAL 
RESOURCES 

Cash generation from operations 
increased to $381 million in 1985 compared 
with $275 million in 1984, largely due to a 
reduction in operating working capital. 
Dividends on preferred and common 
shares were $33 million and $5 million 

Total borrowings were reduced by 
$48 million during the year. 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-rate ten year Eurodollar bonds in 
June 1985 and in .January 1986 issued a 
further $100 million of fixed-rare 
debentures due 1998. The proceeds of  these 
issues were used to repay floatin_e rate 
borrowings. 

NET INCOME 

il Ingot Products 
I Fabricated Products 

Inventor iv  (at year-end) 

I ZOO 



Common shares of$272 nlillion were 
issued to the parent company during the 
year. Of this amount $150 million was 
subscribed in cash arid the balance was 
allotted as consideration for certain assets 
at book value arising from the transfer of 
management responsibility to the Com- 
pan) ol'the related raw material busi- 
nesses. The Company also issued $37 
niillioii o f  preferred shares, and redeemed 
its Floating Rate Second Preferred Shares, 
Series B, totalling $34 million. 

At ycar-end, the I-atio of total debt 
(including short-term borrowingr and a 
demand loan 1'rom the parent company) to 
equity (including redeemable preferred 
shares) was 35:65, compared with 38:62 at 
the end of 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. 

During the year, the Company's term 
credit lines from banks continued 
unchanged at $650 million and 
CAN$200 million, of which $600 million 
and CAN$40 million were unutilized at 
year-end (after deducting the amount 
required to back-up short-term promissory 
notes). Subsequent to year-end, the Com- 
pany has reduced the unutil i~ed credit lines 
by $100 million. I n  addition, the Com- 
pany's U.S. subsidiary had revolving 
credit facilities which \\.ere increased from 
$150 million to $300 million during the 
year. Of these faciliries, $142 million were 
u n u t i l i ~ d  at year-end. 

Excluding the purchase of plant and 
equipment from Arco and the acquisition 
of certain assets from the parent company 
arising from the transfer olmanagement 
responsibilities, in 1985 capital expendi- 
tures totalled $191 million, compared with 
$243 niillion in 1984. Capital expenditures 
for 1986 are currently forecast at 
$170 million. Sales and disposals of assets 
in 1985 generated $38 million compared to 
$19 milliou in 1984. 

KrTURN O N  CAPITAL Ft\.lPLOYkD 

bl E q u i t ~  
II. Def'errcd Income Taxes 

Debt 

35W millions oiU.S.S 

THREE 



QUARTERLY FINANCIAL DATA (unaudited) 
(Certain items have been recluss~ied,forpurposes of compurubili~y) 

fin millions o f  LI. S. $1 1985 

1st 2nd 3rd 4th 
Ouarter Ouarter Ouarter Ouarter 

Sales and operating revenues 
Gross profit 
Net income (Loss) 

Sales and operating revenues 
Gross profit 
Net income 

1983 

Sales and operating revenues $ 535 $ 679 $ 660 $ 688 
Gross profit 51 91 110 143 
Net income (Loss) (10) 2 1 23 46 

SALES BY END USE 

(in millions of U.S. %) 1985 1984 

Packaging and Containers $ 678 $ 499 
Transportation 141 183 
Electrical 303 353 
Building and Construction 432 495 
Other 

- 
1,643 1,216 

$3,197 $2,746 



CONSOLIDATED STATEMENT OF INCOME 

Year Ending 31 December (in millions 0fU.S.  $1 1985 1984 1983 

Revenues 
Sales (nore 4) $3,197 $2,746 $2,455 
Operating revenues 133 88 107 
Other income 49 30 18 

Costs and Expenses 
Cost of sales and operating expenses (nore 4) 
Depreciation 
Selling, administrative and general expenses 
Research and development expenses 
Interest (note 15) 
Other expenses 
- - ~ -- ~ - - - ~ ~ 

Income Before Special Charges and Rationalization Expenses 
and Income Taxes 52 181 103 

Special Charges and Rationalization Expenses (note 6) 320 - - 
p~ ~.~ 

Income (1.0s~) before Income Taxes (268) 181 103 
Income ~axes'(note 7) i149j 58 23 

Net Income (Loss) (note2 and 3) (11% 123 80 
Dividends o n  Preferred Shares 33 3 1 3 1 

Ket  Income (Loss) Attr ibutable t o  Common Shareholder $ (152) $ 92 $ 49 

Net income (Loss) per common share and a\,erage number o f  shares outstanding are not 
reported as al l  o f ihe  common shares are owned by Alcan Aluminium Limited. 

CONSOLIDATED STATEMENT 
OF RETAINED EARNINGS 

Year ending 3 1 December (in millions of U.S. $j 1985 1984 1983 

Retained Earnings - Beginning of Year 
Yet Income (Loss) 

Share Issue Expenses 
Dividends 

Preferred 
Common 

39 72 43 

Retained Earnings - E n d  o f  Year /note I31 $ 9 2 2  $1.080 $1.029 

FIVE 



CONSOLIDATED BALANCE SHEET 

ASSETS 

3 1 December (in millions of U. S. $) 1985 1984 1983 

Current Assets 
Cash and time deposits $ 57 $ 190 $ 18 
Receivables 486 380 44 1 
Inventories 

Aluminum 46 1 483 339 
Raw materials 213 239 263 
Other supplies 174 148 152 

1.391 1.440 1.213 

Deferred Receivables and Charges 76 86 94 
Investments in Related Companies 72 38 47 
Property, Plant and Equipment 

Cost (note 9) 4,602 4,257 4,056 
Accumulated depreciation 1,971 1,846 1,721 

2,631 2,411 2,335 

Total Assets $4,170 $3,975 $3,689 

SIX 



CONSOLIDATED BALANCE SHEET 

1.IABII.ITIES A N D  SHAREHO1.DERS'  EQUITY 

31 December ( in millions of U.S. $) 1985 1984 1983 

Currenl Liabilities 
Payables $ 361 $ 347 $ 335 
Dcmand loan from parent company (note4) 141 423 323 
Short-term borrowings (principally from banks) 60 91 6 1 
Income and other [axes 16 18 - 
Debt maturine n i t h i n  one year 
-- p~ ~ 

14 15 19 

592 894 738 

Lkbt No1 Maturing Within One Year (nore 10) 837 566 594 
Deferred Credits and Other Liabililies (note 5 )  162 152 133 
Provision for Rationalization and 

Relaled 1.iabilities (note 6) 262 - - 
Deferred Income Taxes 389 542 522 
Redeemable Retractable Preferred Shares (note 11) 249 293 337 
Redeemable Yon-Retractable Preferred Shares (nore 12) 119 112 - 
Common Shareholder's Equity (note 13) 

<:ommon shares 608 336 336 
Retained earnings 
- - - 

Comrnitmenls lnore 14) 

Total Liabilities and Shareholders' Kquit? 54,170 $3,975 $3,689 

Approved by the Board: David Morton, Director 
R.F. Sharratt. Director 



CONSOLIDATED STATEMENT OF CHANGES 
IN FINANCIAL POSITION 

Year Ending 31 December (in tnillions of U.S. $1 1985 1984 1983 

Operating activities 
Net income (1.0s) 
Depreciation 
Special charges and rationalization expenses 
Deferred income taxes 
Operating working capital 
Other - net 

Dividends 
--- 

Cash from operating activities 343 204 I57 

Financing activities 
New debt 
Debt repayments 
Short-term borrowings - net 
Prefet-red shares 
Redemption of prel'erred shares 
Common shares 

- -- - ~ -~ 

Cash from financing activities 227 192 23 

Total cash available for investment activities 570 396 I80 

Investment activities 
Prouertv, ulant and eaui~menl  . . .  . . 
Investments 
Operating workir~g capital acquired 
Sales and disposals 

p~~~ - - ~ -- -- - 

Cash used for  investment activities 703 224 180 

Increase (Decrease) in cash and time deposits f o r  the year (133) 172 - 
Cash and time deposits, beginning of year 190 18 18 

Cash and time deposits, end of sear %: 57 $ 1 9 0  $ 18 

Changes in Operating Working Capital 1985 1984 1983 - .. .. . 

Receivables $ 106 $ (61) $ 155 
Inventories (22) 116 (39) 
Payables 
Income and other taxes 
Less: Operating working capital acquired 
Other 

Increase (Decrease) for  the year S(194) $ 2 5  $ 4 1  

*Net of cash iferns 



NOTES TO FINANCIAL STATEMENTS 
(in tnil1ion.v oJ U.  S .  $, e,wepr where indicated) 

1. Summar) of Accounting Policies 

PRINCIPLES O F  CONS01 IDATION 

The consolidated financial statements, which are prepared in accordance with generally 
accented accountine orincioles in Canada. include the accounts of all comoanies more than ~ ~ ~ -. 
50%'owned. Joint ventures, irrespective df percentage of ownership, are included to the 
extent of the Company's ownership. In addition, consolidated net income includes the 
Company's equity in the net income or  loss of companies owned 50% or  less where the 
Company has significant influence over management, and the investments in these 
companies are increased or  decreased by the Company's share o f  their undistributed net 
income or  loss since acquisition. When the cost of an investment differs from the book 
value of the Company's equity therein at date o f  acquisition, the difference is amortized 
over the estimated average useful life o f  the underlying fixed assets acquired. Investments 
in companies in which the Company does not have significant influence over management 
are carried at cost. 

Intercompany items and transactions, ir~cluding profits in inventories, are eliminated. 

TRANSLATION OF ACCOUNTS INTO UNITED STATESDOLLARS 

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

Current assets (excluding inventories), current liabilities and long-term monetary assets and 
liabilities are translated at the rates of exchange at year-end. Other balance sheet items are 
translated at the rates prevailing at the respective transaction dates. Income statement items 
are translated at average rates prevailing during the year, 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 except l'or unrealized gains 
and losses arising from the translation ol'long-term monetary assets and liabilities which 
are deferred and amort~zed over the remaining lives o f  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. 

Certain 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 investnlent tax credits are recognized over the same 
period as the related expenditures are charged to 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 heen reduced by $10 had the flow through approach been 
continued. 



3. Currency Translation 

Currency translation gains incliided in income \\ere $15 in 1985 (gains of $10 i n  1984 and 
$9 in 1983). 

The currency translation recornmendation\ of the CICA largely parallel those o r  the U.S. 
Financial Accounting Standards Board (FASB), with 1 \ 4 0  principal exceptions. The fir\[ i, 
the CICA reconimendation to defer and amortize unrealized exchansc gains and losses on 
long-term monetal-y item5 wliereas the FASB recommend% imniedia~e absorp~ion in income. 
The second exception i, the CICA rccomrnendation thal deierred income taxes ofcoinpanie, 
using the temporal method he translated at lii\~orical exchange ratei iiistead of  current ratei. 

The following table compares results reported with those that would have been rcported 
under the FASB method together \vith the cumulati\e effect on retained earning\. 

1985 1984 1983 

As FASB As tASB As FASB 
Reported Method Reported Method Reported Method 

---- - - - - - - - - - - -~ - - - - - - - - - - 

Consolidated net income (Loss) 
First quarter (Unaudited) $ 5 $ I6 $ 42 6 53 $ (10) $ (2) 
Second quarter (Unaudited) (8) (14) 53 70 21 19 
Third quarter (Unaudiled) 19 14 14 14 23 25 
Fourth quarter (Unaudited) (135) (126) 
-- -- 

14 18 46 45 
-~ ~ -- - - - - 

(1 19) ( 1  10) 123 I55 80 87 
~ -- -~ -~ - - - - -- -- - - --- -- 

Consolidated retained eat-nings - 
end of vcar 922 1.037 1.080 1.186 1.029 1.103 

4. Related Party Transactions 

Sales and cost of sales include transactions with related companies. Sales to related 
companies are disclosed under Information by Geographic r e a s  (note 17). Cost of sale\ 
includes purchases from related cornpatlie\ a, Sollo\zs: 

Alumina $ 54 $103 $ 89 
Bauxite 106 94 83 

The demand loan from the parent company bears interes~ a1 the Citibank N.A.  prime rate 
less 0 .5%, payable on the first day of the month following the end of each quartcr. 
However, interest charges for 1985 and 1984 were waived by the parent company. In 1983, 
interest charges amounted to $20. 

5.  Deferred Credits and Other Liabilities 

Deferred credits include a prepayment by a related company under an alumina tolling 
arrangement of $58 in 1985 ($61 in 1984 and 1983), and unamortized net amount of 
unrealized exchange gains of $29 in 1985 ($39 in 1984 and $30 in 1983). 

6. Special Charges and Ratinnaliza(ion Expenses 

Annroximatelv two-thirds of the charee of $320 reflects the estimated lone-term imnair 
& i t  in economic value o f  the Comp&'s bauxite and alumina operation;, arising from a 
large excess of production capacity in the world compared with exiyting and anticipated 
demand 



6 .  Special Charges and Rationalization Expenses (cont'd) 

The remainder of the soecial charges and rationalization exuenses relates to a oroeram Lo . - 
reduce levels of managemem and;he total number o f  employees, and to costs associated 
with the sale and restructuring of a number of small businesses. 

7. Income Taxes 

1985 1984 1983 

lncome (Loss) before Income taxes 
Canada $(246) $205 $106 
Other countries 
- - (22) (24) (3) 

(268) 181 103 

Current income taxes 
Canada 
Other countries 

Deferred Income taxes 
Canada 
Other countries 

Total income tax provision $(I491 $ 58 $ 23 

The composite of the applicable statutory corporate income lax rates in Canada is at 
present 44.9% (44.8% in 1984 and 45.7% in 1983). lncome earned by subsidiary companies 
located outside Canada is generally subject to income taxes at rates comparable to this 
composite rate. Dividends 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 reconciliation of income taxes calculated at the above composite rates 
with the total income tax provision: 

Income taxes at the composite rate $(l20) $ 81 $ 47 
Increase (Reduction) attributable to: 

lnvestm'ent and other allowances 
Prior years' tax adjustments 
Other - net . . 

Income tax provision $(149) $ 58 $ 23 

The principal components giving rise to the deferred portion of  income taxes are: 

1985 1984 1983 

Depreciation claimed for tax purposes in excess o f  
(less than) depreciation for book purposes 

Cost of sales claimed for U.S. tax purposes 
in excess of (less than) that recorded for 
book purposes 

Reversal of investment tax credits and foreign tax 
credits (benefit in prior years) 

Soecial charges and rationalization exoenses 
o the r  - net 15' (15) - 

$(151) $ 21 $ 28 

ELEVEN 



8. Acquisition 

In January 1985, the Company acquired certain assets o f t h e  aluminum business of the 
Atlantic Richfield Company (Arco) contisting of fixed asseLs recorded at a valuation of 
$196 and working capital valued at $282. The acquisition usat accounted for by the purchase 
method. 

The consideration given consisted of cash. including notes which were subsequently 
redeemed for cash, of $449 arid a luminun~ ingot producls valued at $29. in addition, 
contingent consideration in the form of 9 %  Abatable Preferred sixires in 10 equal series 
with an inilial total nominal value of $400 were issued t o  Arco. As tlie value of these shares 
is contingent on future aluminum price, a \  indicated bclow, they will not be recorded in the 
financial stareinenrs until such time as any such shares "qualify" for dividend and 
redemption. Each series of shares is relaied to one of the yeat-s 1985 to 1994 and tlie nominal 
redemption value of such series is subject to abatement at the rate o1$6.667 ( to  a masinium 
of $40 per series) for each one cent by which the mathematical average o f t he  pi-ice realired 
per pound o f  primary aluminum sales, as reported by Alcan and three other designated 
North American aluminum producers for tlie appropriate year, falls below: 

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 

$oe r  lb. 0.98 1.08 0.97 1.16 1.36 1.47 1.47 I 1.82 1 9 9  

To the extent the chares do  not abate, the qualifyin_e amount will be reflected in ihe financial 
statements and a corresponding amount tozether with tlie cumulative dividend o f 9 %  per 
annum payable thereon, at the time the shares qualify, retroactive to the date of issue 
(18 January 3985), will be added to the book value o f  the aue ls  acquired and amortized 
against income over the remaining lives of the fixed assets acquired. Such qualifying shares 
are subject t o  retraction by the holder on 18 January 1997, but may be redeemed earlier 
a t  the oplion of the Company. The Company expects the 1985 series to be abated fully 
when information relating to the three other designated producers hccornes available. 

9. Property, Plant and Equipment 

1985 1984 1983 
Land, and property rights 
Buildings, machinery and equipment 
Construction work in orogress 

$4,602 $4,257 $4,056 

Capital expenditures are expected to total $170 million in 1986. 



10. Debt Not Maturine Within One Year 

1985 1984 1983 

Bank loans under $400 revolving credit u 

agreement (a) 
Bank loans under $150 credit agreement 
Notes uavable (commercial oauer) (c) . . . . .  
Notes paiable id) 
9%% Sinking fund debentures. due 1988 - - 

5.10% ~ o t e ; ,  due 1986/1992 3 4 1 
15%% Eurodollar debentures, due 1992 75 75 75 
14%% Notes, due I992 100 100 100 
95'70 Notes, due 1986/1994 34 38 40 
91/??h Sinking fund debentures, due 1995 5 1 52 6 1 
1 I%% Debentures, due 1995 100 - - 

9%% Sinking fund debentures, due 1991 (CAN$27) 19 29 33 
1034% Sinking fund debentures, due 1994 (CAN$49) 35 39 42 
8%% Loan, due 1986/1992 (£28) 40 37 51 
Other debt. due 1986/2005 9 1 68 60 

Debt maturing within one year included 
in current liabilities 
- ~ .- 

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 revolving credit agreement with a group of banks providing for loans bearing interest 
at a rate equal to the base rate of Citibank, N.A., or rates relatvd Lo the London 
interbank offered rate (LIBOR). Loans under this agreement are to be repaid in five 
annual instalments of lo%,  IS%, 25%, 25% and 25%, beginning one year after 
1 May 1988, the termination date of the credit agreement. 

(b) A credit agreement with a group of banks providing for loans bearing interest at a rate 
related to LIBOR. Loans under this agreement are to be repaid in two instalments, the 
first instalment of 25% on 27 April 1988, and the second instalment of 75% on 
27 April 1991. 

(c) Notes payable (commercial paper) issued in Canada and the United States at market 

, , , . 
the Company reduced the credit lines by U.S.$100. 

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

Based on rates of  exchange at year-end and after allowing for prepayments, sinking fund 
and other requirements over the next five years amount to $14 in 1986, $14 in 1987, $38 
in 1988, $173 in 1989 and $60 in 1990. 

THIRTEEN 



11. Redeemable Retractable Preferred Shares 

AUTHORIZED 

3,760,503 Cumulative Redeemable First Preferred Shares without nominal or par value, 
isuable in series. The first series consiiri oS 1,760,503 CAN $2.00 Tax Deferred Cumulative 
Redeemable Retractable F i r s  Preferred Shares. 

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

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

OUTSTANDING 
- 

- 
3 . - 

tlrsr prelerrea - I ,  i o u , x ~ _ *  snares 
(1984- 1,762,203; 1983 - 1,771,703) $ 32 $ 33 $ 35 

Second preferred - 1,333,000 shares 
(1984 - 2,666,000; 1983 - 4,000,000) 33 67 100 

Preference, series A - 7,747,000 share, 
(1984 and 1983 - 7,750,000) 138 147 I56 

Preference, series B - 1,842,700 shares 
(1984 and 1983 - 1,850,000) 

-- 
46 46 46 

$249 $293 $337 

Oursranding shares are eligible for quarterly dividends as follows: 

First preferred -CAN $2.00 per share per a m u m  payable out of the Company's 1971 
capital surplus. 

Second preferred - An amounr determined by applying to U.S. $25.00 per share an annual 
rate of  one-half the sum of ii) the aberaze of the U.S. base rates for stated neriods of 
certain Canadian banks f o r ' c . ~ .  dollarbemand loans in Canada, and (ii) 2 ! / 2 % .  

Preference Series A - CAN $2.3125 per share per annum. 
Preference Series B U . S .  $2.1875 per share per annum. 

Retraction privileges which may be exercised at the option of holders of outstanding shares 
are as follows: 

First preferred - At CAN $25.00 per share on 1 June 1988. 
Second preferred - 1,333,000 shares at U.S. $25.00 per share on 5 July 1986. (1,334,000 

shares n3ere rerracred on 5 July 1984 and 1,333,000 shares were retracted on 5 July 1985). 
Preference Series A - Ar CAN $25.00 per share on 31 December 1989. 
Preference Series B - At U.S. $25.00 per share on 31 December 1989. 

The Company is obliged to make reasonable erforts to purchase in the open market for 
cancellarion the following shares: 

First preferred - 15,000 shares per quarter at a price not exceeding CAN $25.00 per share. 
Second preferred n o n e .  
Preference Series A - 58,125 shares per quarter up to 31 December 1989 and thereafter 1% 

per quarter of the shares outstanding on 1 January 1990 ai prices not exceeding (:AN 
$25.00 per share. 

Preference Series B - 13,875 shares per quarter up to 31 December 1989 and thereafter I% 
per quarter of the shares outstanding on 1 January 1990 at prices not exceeding U.S. 
$25.00 per share. 

The purchase obligation5 are cunlulative only within each calendar year. 



1 I .  Redeemable Retractable Preferred Shares (cont'd) 

Outstanding shares may be called for redemption at the option of the Company as follows: 

First preferred O n  30 days' notice at CAN $25.60 per share during the twelve-month 
period commencing I December 1985 and reducing by CAN $0.30 per share in each of the 
succeeding twelve-month periods until 30 November 1987, after which the shares may be 
redeemed a1 CAN $25.00 per share. 

Second prel'el-I-ed O n  any dividend payment dare on 90 days' notice at U.S. $25.00 per 
share. 

Preference Ser ie  A O n  30 days' notice at CAN $26.25 per share during the twelve- 
month pcriod commencing 31 December 1987 and reducing by CAN $0.25 per share in 
each ol'the succeeding twelbe-motitlr periods until 31 December 1992, after which the 
shares may be redeemed at CAN $25.00 per share. 

Prefel-ence Series B O n  30 days' notice at U.S. $26.25 per share during the tuelve-month 
period commencing 31 December 1987 and reducing by U.S. $0.25 per share in each of 
thc succeeding tnelve-monih periods until 31 December 1992, after which the shares may 
be redeemed at U.S. $25.00 per share. 

Any partial redemption ~ n u s l  be made on a pro raia basis or by 101. 

12. Redeemable Non-retractable Preferred Shares 

.4UTHORlZED 

An unliniited number of Prefererice Shares without nominal or par value and issuable in 
series. Series C' consisis of 5,700,000 Floating Rate Cumulative Redeemable Non- 
retractable Preference Shares of which 4,200,000 are 1984 series C Preference Shares and 
1,500,000 are 1985 series C Preference Shares, and series D consisis o f  1,700,000 Floating 
Rate Cumulative Redeemable Non-retractable Preference Shares of which 1,300,000 are 
1984 series D Preference Shares and 400,000 are 1985 series D Preference Shares. 

OUTSTANDING 31 December 

Preference, seriei C - 5,700,000 ihares (1984 - 4,200,000) $106 $ 79 - 

Preference, series D - 1.700.000 shares (1984 - 1,300,000) 43 33 - 

Ou~standing shares are eligible for quarterly dividends as follows: 

Preference Series C - An amount 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 o f  the Canadian prime interest rates quoted by two major Canadian banks for 
stated periods. 

Preference Series D - An amouni de~ermined by applying to U.S. $25.00 per share one- 
quarter of the greater of (i) 72% of the average of the U.S. prime interest rates quoted by 
two major Canadian banks for stated periods, and (ii) the lesser of 7.5% and the average 
of the U.S. prime interest rates quoted by two major Canadian banks for stated periods. 

Outstanding shares may be called for redemption at the option of the Company as follows: 

Preference Series C - On 30 days' notice at CAN $26.50 per share during Lhe twelve- 
month period commencing 1 January 1988 and reducing by CAN $0.30 per share in each 
ol'the succeeding twelve-month periods until31 December 1992, after which the shares 
may be redeemed at CAN $25.00 per share. 

Preference Series D - O n  30 davs' notice at U.S. $26.50 Der share during the twelve-month 

redeemed% U .S. $25.00 per share 
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12. Redeemable Non-retractable Preferred Shares (conl'd) 

Any partial redemption must be made by lot. 

The Company may at any time purchase for cancellation the whole 01- any part of the above 
rh, ales . . , dt a price per share not exceeding CAN $26.50 for series C and U.S. $26.50 for series 
D if such purchase is made prior to I January 1988, and i f  such purchase is made thereafter, 
at a price per share not exceeding the then current I-edemption price, plus all accl-ued and 
unpaid dividends and costs of purchase. 

13. Common Shareholder's Equity 

COMMON SHARES 

The authorized share capital is an unlimited number ol.common shares, without nominal 
or  par value. The number of shares outstanding at 31 December 1985 was 13,691,325 (1984 
and 1983: 11,480,712). 

RET.4lNED EARNINGS 

Consolidated retained earnings at 31 December 1985 include $222 which, pursuant to the 
provision\ of certain debt and share issues of the Company, is riot distributablc as dividends 
either in cash or in kind to the common shareholder, Alcan Aluminiuni I.imited. 

14. Commitments 

Minimum rental obligatiolis amount to $36 in 1986, $28 in 1987, $24 in 1988, $20 in 1989, 
$20 in 1990 and lesser annual amounts thereafter. Total rental cxpense amounted to $57 in 
1985 ($33 in 1984 and $32 in 1983). 

To assurc long-term supplies of bauxite, the Company participates in long-term cost 
sharing arrangements with related companies. The Company's fixed and determinable 
conimitments, which comprise o f  "take-or-pay" obligations are estimated at $119 in 1986, 
$118 in 1987, $118 in 1988, $119 in 1989, $120 in 1990 and $671 thereafter. The Company's 
total charge with these related companies was $81 in 1985. 

See also reference lo acquisition in note 8,  to capital expenditures in note 9 ,  debt 
repayments in note 10 and redeemable retractable preferred shares in note 11 

15. Supplementars Income Statement Information 

Repairs and maintenance $274 $266 $244 
Tdxes, other than payroll and income taxes 78 92 95 
Interest on long-term debt 74 69 84 
Capitalized interest (16) (10) (27) 

16. Pension Plans 

The Company and its subsidiaries have established pension plans in the countries where 
they operate, for the greater part contributory and generally open t o  all employees. The 
total pension expense in 1985 was $51 ($26 in 1984 and $42 in 1983). The increase in 1985 is 
due orincioallv to nension exoenses incurred in 1985 for earlv retirement incentive 

. A .  

pi-ograms. Pension expense includes amortization of unfunded actuarial liabilities which 
the Company and ils subsidiaries are funding and expensing for the most part over periods 
of 15 years or  less 



16. Pension Plans (cont'd) 

Based on the most recent actuarial reports the present value of vested accumulated plan 
benefits was $819 ($725 in 1984 and $748 in 19831, and the present value of accumulated 
non-vested benefits was $14 ($14 in 1984 and 1983). These present values were determined 
using a weighted average assumed rate o f  return of6.9Yu (6.7% in I984 and 6.3% in 1983). 
The value of the net assets available for benefits was $ I , ]  I I ($995 in I984 and $841 in 1983) 
at market prices prevailing at the time of actuarial valuation. The apparent surplus may 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 effectile date of the principal actuarial reports was 1 Janual-y 1985 fol- the two 
Canadian plans and the major United States plan. 

17. Information by Geographic Areas 

United Elimina- Consoli- 
Canada States Other tions dated 

Year 1985 

Sales and operating revenues 
Third parties $ 895 $1,957 $ 84 $ - $2,936 
Related c o m ~ a n i e s  366 I 27 - 394 
Subsidiaries 47 1 82 198 (751) - 

Total 1.732 2.040 309 (751) 3.330 
Net income (]Loss) 1 1  23 (47) (106)* (1 19) 
Identifiable assets 2,296 1,110 893 (129) 4,170 
* Includes provision arainst the investments in bauxite and alumina overations. 

Year 1984 

Sales and operating revenues 
Third parties $ 838 $1,576 $ 17 $ - $2,43 1 
Related companies 283 I 119 - 403 
Subsidiaries 673 90 70 (833) - 

-- - - - -- ~ 

Total 1,794 1,667 206 (833) 2,834 
Ner income (Loss) 163 17 (51) (6) 123 
Identifiable assets 2,511 999 620 (155) 3,975 

Year 1983 

Sales and operating revenues 
Third parties $ 688 $1,358 $ 19 $ - $2,065 
Related companies 390 I I06 - 497 
Subsidiaries 609 63 26 1698) - 

Total 
Net income (Loss) 
Identifiable assets 

Sales to subsidiary and related companies are made at a fair mat-ket PI-ice recognizing 
volume, continuity of supply and other factors. The loss incurred in "other" areas relates 
largely to alumina sales from Jamaica and Ireland, including transfers from Jamaica to the 
Company's smelters in Canada. 

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

Identifiable assets represent the total book value of the assets located in each area. 
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AUDITORS' REPORT 

To the Shareholders of  
Aluminum Company of Canada, Limited 

We have examined the consolidated In our opinion, these financial state- 
balance sheets of Aluminum Company of  ments present fairly the consolidated 
Canada, Limited as a131 December 1985, financial position of the Company as at 
1984 and 1983 and the consolidated state- 31 December 1985, 1984 and 1983 and the 
ments of  income, retained earnings and results of  its operations and the changes in 
changes in financial position for  he three its financial position for the three years 
vears then ended. Our examinations were then ended, in accordance with generally 

ingly included such tests of the accounting change in 1985 in accounting for invest 
records and such other auditing proce- ment tax credits described i n  note 2. 
dures as we considered necessary in the 
circumstances. 

Montreal, Canada 
6 February 1986 

PRICE WATERHOUSE 
Chartered Accountants 



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, conforming in all material 
respects 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 to 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. 

10-K Report 

A copy of the Company's current 
annual 10-K Report filed with the United 
States Securities and Exchange Commis- 
sion will be available after 1 April upon 
written request to the Secretary of the 
Company. 

Terms 

Unless otherwise stated, all amounts are 
reported in United States dollars and all 
quantities are in metric tons, or 'tonnes'. A 
tonne is 1,000 kilograms, or 2,204.6 
pounds. 

'Parent company' means Alcan Alu- 
minium Limited. 

'Subsidiary' means a company in which 
Aluminum Company of Canada, Limited 
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 50% 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 Franqaise 

La version fran~aise de ce rapport sera 
expediee sur demande ecrite adressee: 
Aluminium du Canada, Limitee, 1188, rue 
Sherbrooke Ouest, Montreal, (Quebec) 
H3A 3G2. 
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INFLATION ACCOUNTING (unaudited) 
fin miliiom of U. S .  $J 

This information is prebared in accor- 
dance with the recommendations of  
The Canadian Institute of Chartered 
Accountants (CICA). 

The primary emphasis o f  the data is on 
current cost accounting. Historical 
reported information is adjusted for 
changes in prices o f  assets and expenses 
associated with the i ~ s e  of fixed assets and 
the sale o f  inventories. On this basis the 
current cost profit (loss) was ($193) in 1985 
and $47 in 1984. 

T o  measure income attributable to 
shareholders on a current cost basis, the 
CICA recommends the calculation of a 
"financing adjustment". I t  is based on [he 
supposition that the funds required to 
maintain a company's operating capability 
(replace the assets it consumes) will be 
provided by a combination of shareholder 
and borrowed funds. On this basis, the 
current cost loss attributable to shal-ehold- 
ers would be $223 for 1985 and $1 for 
1984, after giving effect t o  PI-eferred divi- 
dends of $33 in 1985 ($32 in 1984). 

Two items of general inl.lation are pre- 
sented. The first, 'increase in current cost 
amounts of inventory and propert), plant 
and equipment based on general inflation' 
provides a cornpariron with the specific 
price change for these assets. The second is 
the 'general purchasing po\\er gain on net 
monetary liabilities'. This calculation 

while &btors gain. Ch'mpanies which habe 
grcater monetary liabilities than assets will 
experience a gain (the Financial Account- 
ing Standards Board in the United States 
considers deferred income taxes to be 
monetary. Using their definition the Corn- 
pany's gain is $66 for 1985 and $56 
for 1984). 

Altliough inl'larion is currently continu- 
ing to run a! a relatively lair level, the 
effect of past inflation on capital intensive 
companies, such a \  Aluminum Company 
of Canada, Limited, is significant. Accord- 
ingly, the Company continues to support 
the disclosure oS inflation adjusted account- 
ing information to enable readers of finan- 
cial statements to obtain another assessment 
of the Company's results. 



SCHEDULE OF CONSOLIDATED INCOME 

Historical Current Cost Basis 
as reported in average 1985 $ 

(in millions of  U.S.  $J 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 
- (1 49) 58 (149) 60 

~- 

Net income (Loss) (1 19) 123 (193) 47 

- , 

SCHEDULE OF CONSOLIDATED ASSETS 

Historical Current Cost Basis 
as reported in year-end 1985 $ 

(in millions of  U.  S. $J 1985 1984 1985 1984 

Inventory $ 8 4 8  $ 8 7 0  $ 9 0 6  $ 9 1 4  
Property, plant and equipment - net* 2,631 2,411 4,274 4,332 
Net assets (common shareholder's equity) 1,530 1,416 3,255 3,324 

SUPPLEMENTARY INFORMATION 

( ~ n  millions of  U.S. $1 In Average 1985 $ 

1985 1984 

Increase in current cost amounts of  inventory 
and property, plant and equipment based on: 
General inflation 206 216 
Specific prices 12 (77) 

Difference 194 293 

General purchasing power gain on net 
monetary liabilities 48 35 

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

*Assels related to raw materials operations are included a1 historical values. 

**Based on  the currenl cosr adjustmenls made t o  income during /he year, thefinancing 
adjustment amounts t o  $17 ($17in 1984). 
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SELECTED FINANCIAL DATA 
(Certain items have been reclassified for purposes of cotnparabilily) 

Operating Data (thousands of tonnes escept as indicared) 

Aluminum shipments 

Ingot and ingot products 
Fabricated ~ r o d u c t s  

Total 

Primary aluminum production 
Aluminum inventories -end of year 
Primary aluminum capacity -end of year 
Net realization on sales of ingot and ingot products (U.S.$ per tonne) 

Consolidated Income Statement ltems (tnillions of U.S. 5) 
Total revenues 

Sales o f  aluminum ingot and ingot products 
Sales of aluminum fabricated products 
Sales of all other products 
Operating revenues 
Other income 

Costs and exnenses 

Cost of sales and operating expenses 
Depreciation 
Interest 
Ot her expenses 
Income taxes 
-- -- 

Net income (Loss)* 
- - 

As reported 
FASB method 

Consolidated Balance Sheet ltems (tnillions of U.S. %) 

Working capital 
Property, plant and equipment - net 
Long-term debt 
Deferred income taxes 
Redeemable preferred shares 
Common shareholder's equity 
Total assets 

Other Statistics 

Cash from operating activities (millions of U.S. $) 
Property, plant and equipment expenditures (millions of U.S. $) 
Average number of employees (thousands) 

* See note 3 ro thefinancial statements which explains the reasons for /he differences between 
the As  Reporred and FASB tnerhods. 

Bauxite Reserves (millions of crude tonnes) 

Proved and probable bauxite reserves at beginning of year I08 108 106 101 101 
Total weighted average aluminum content 260io 26% 26O.o 26w0 26ro 
Bauxite mined during the year 2.8 2.0 2.4 2.4 2.4 
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