




PRESIDENT'S MESSAGE 

P et income rose to $154 million from a loss 
of $119 million in 1985. The year-ago loss 
includes special charges and rationaliza- 
tion expenses of $168 million after tax. 

Net income for both years is before pre- 
ferred dividends of $33 million. This 
improvement in earnings is largely due to 
three factors. 

Average realizations on ingot products 
were 11% higher than the very low levels 
of 1985. 

Shipments of fabricated products, which 
have higher average margins than do ingot 
products, rose 5% to 725,000 tonnes from 
693,000 tonnes. The Company continued 
to strengthen its position in key markets 
and has benefitted from the integration of 
facilities acquired in 1985 from Atlantic 
Richfield Company (ARCO). 

Most importantly, the Company also 
realized the benefits from the cost reduction 
programs initiated in early 1985. The total 
number of employees, adjusted for acquisi- 
tions and disposals, has been reduced by 
over 2,500, and the management structure 
has been simplified. The level of operating 
working capital and hence related financing 
charges have also been lowered. By these 
and other steps in 1985 and 1986, the 

Company has reduced annual pretax costs 
by over $150 million from what they would 
otherwise have been. In addition, the 
Company has begun to rationalize rolling 
operations in the US.  and Canada and will 
continue this program in 1987. 

Following a strike, unionized employees 
at the Sebree, Kentucky, smelter ratified a 
new three-year contract. However, the 
strike resulted in the closure of one of the 
plant's three 54,000 tonnes per year pot- 
lines. The timing of its reopening will depend 
upon market conditions. Prior to the strike, 
two of the lines had been operating. 

The Company's strategy of cutting costs, 
rationalizing operations, and developing its 
position in selected markets for fabricated 
products has already improved its earnings 
potential. In 1987, the Company is continu- 
ing to pursue this strategy. 

David Morton 
President and Chief Executive Officer 

Montreal, Canada 
February 4,1987 

jv -WL UNIVERSITY 



MANAGEMENT'S DISCUSSION AND ANALYSIS 

RESULTS OF OPERATIONS 

u reduction of primary aluminum declined 
by 3% to 1,126,000 tonnes, largely due to 
the closure of one line at the Scbree 
smelter. Shipments of aluminum in all 

forms totalled 1,338,000 tonnes as against 
1,419,000 tonnes in 1985, which included 
the sale of inventory acquired from ARCO. 
During the year in\~entories declined by 
49,000 tonnes to 288,000 tonnes at year-end. 

Average ingot realizations improved 
over 1985, while average realizations for 
fabricated products were lower. However, 
costs for both ingot and fabricated products 
were reduced and, as a result, margins on 
sales of fabricated and ingot products werr 
higher than in 1985. 

Interest charges for the yrar totalled 
$88 million compared to $95 million 
in 1985. Of these amoilnrs, $5 million and 
$16 million respectively were capitalized. 

LIQUIDITY AND CAPITAL 
RESOURCES 

I ash generation from operations rose to 
$519 million from $381 million in 1985, 
largely as a result of improved earnings. 

Dividends on peferred and common 
shares were $13 million and $18 million 
respectively, compared to $33 million and 
$5 million a year ago. 

Capital expenditures and investments 
net of disposals were $145 million, compared 
to $155 million in 1985 excluding the acquisi- 
tion of certain assets from A R C 0  and from 
the parent company. 

The Company made considerable pro- 
gress in strengthening its financial position. 
Total borrowings were reduced by $381 
million. In addition, the Company 
extended the average term of debt, reduced 
interest costs, and lowcrcd the amount of 
floating rate debt in proportion to total 
borrowings. 

ALUMINUM SHIPMENTS AND LNVENTORIES NET INCOME 

I In ot Products 
I ~a%ricared Products 
r I Inventories (at "ear-end) 

1400 thousands of tonnes 600 millions of US.$ 



During the year, $100 million of 12-year 
debcnture.~, and CANS75 million of cumu- 
lative redeemable preference shares were 
issued. The Company also issucd $69 mil- 
lion in common shares to the parent. I11 
January 1987, the Company issued SFrli8 
million of 16-year bonds, which were subse- 
quently swapped into U.S. dollars. 

The Company redeemed CAN$49 mil. 
lion of 1994 and $4i million of 1995 sinking 
fund debentures, as well as $20 million 
of 1958 debentures. The Company also 
redeemed $33 million of preferred shares. 
In January 1987, CAN$24 million of 1991 
sinking fund debentures were redeemed. 

The Company had $421 million of 
preferred shares outstanding at the end 
of the year, of which $203 million were 
rion-retractable. 

At  year-end, the ratio of total debt 
(including short-term borrowings and a 
dcrnand loan from the parent company) to 
equity (including preferred shares) was 24:i6 
compared \$.it11 35:65 at the end of 1985. 
lncluding deferred income taxes with equity, 
the ratio \vas 21:79 at the end of 1986, and 
3169 at the end of 1985. 

During the year, the Company reduced 
term credit lines with banks by $350 million 
while arranging a $120 million note issuance 
facility. A t  year-end the Company's term 
credit lines with banks totalled $420 million 
and CAN$2OO million, none of which were 
utilized. In addition, the Company's U.S. 
subsidiarv reduced its revolving credit facili- 
ties by $100 million to $200 million, of 
which none were utilized at year-end. 

CAPITAL EMPLOYED RETURN ON CAPITAL EMPLOYED 

I Equity (hefore interest and incolne taxes) 
I Deferred Income Taxes 7erc~udmg  \>r i la  r~rr lec  ;mii 
I Debt ~ntm,,~~t~4r,,r  yhly,7m 

3500 millions of US.$ 

- - -  

~ - .  - 



QUARTERLY FINANCIAL DATA 
(Unaudited) 

(in milliom of U.S. $) 1986 

First Second Third Fourth 
Quarter Quarter Quarter Quarter 

Sales and operating revenues $ 794 $ 874 $ 8 2 1  $ 792 
Gross profit 92  167 147 131 
Net income 14 5 7 49 34  

1985 

Sales and operating revenues $ 782 $ 902 $ 847 $ 799 
Gross profit 75 101 99 72 
Net income (Loss) 5 (8) 19 (135) 

1984 

Sales and operating revenues $ 703 $ 768 $ 707 $ 656 
Gross profit 139 159 1 16 75 
Net income 42 53 14 14 

SALES BY MARKET 
(in millions of U.S. $1 1986 1985 1984 

Containers and packaging $ 802 $ 678 $ 499 
Transportation 187 191 183 
Electrical 327 303 353 
Building and construction 477 432 495 
Other 1,377 1,593 1,216 



CONSOLIDATED STATEMENT OF INCOME 

Years ended December 31 (in millions o f  U.S. $1 1986 1985 1984 

Revenues 
Sales (note 4) $3,170 $3,197 $2,746 
Operating revenue5 111 133 88 
Other ~ncome 33 49 10 

3.314 3.379 2.864 

Costs and  expenses 
Cost of sales and operating expenses (note 4) 2,571 2,815 2,186 
Depreciation 173 168 159 
Selling, administrative and general expenses 171 184 183 
Research and development expenses 56 50 49 
Interest (note 15) 83 79 79 
Other expenses 40 31 27 

3.094 3.327 2.683 

Income before special charges and  rationalization 
expenses a n d  income taxes 220 52 181 

Special charges and  rationalization expenses (note 6) - 320 - - 

Income (Loss) before income taxes 220 (268) 181 
Income taxes (note 7) 66 (149) 58 

Net income (Loss) (notes 2 and 3) $ 154 $ (119) $ 123 

Net income (Loss) per common share and merage numbrr of chnrrc outztandin~ are not reported as all 
of the common shares are o w e d  b? Alcan Aluminium Limited. 

CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
Years ended December 31 (in millions of U.S. $1 1986 1985 1984 

Retained earnings - beginning of year 
Net  income (Loss) 

1,076 96 1 1,152 

Share issue expenses 1 1 1 
Dividends 

Common 38 5 40 
Preferred 33 33 31 

Retained earnings - end  of year (note 13) $1,004 $ 922 $1,080 



CONSOLIDATED BALANCE SHEET 

ASSETS 

December 31 (in millions of U.S. $) 1986 1985 1984 

Current assets 
Cash and time deposits 
Receivables 
Inventories 

Aluminum 
Raw materials 

46 1 483 
187 213 239 

Other supplies 172 174 148 

1.309 1.391 1.440 

Deferred charges and receivables 95 76 86 
Investments 70 72 38 
Property, plant and equipment 

Cost (note 9) 4,717 4,602 4,257 
Accumulated depreciation 2,115 1,971 1,846 

2.602 2.631 2.411 

Total assets $4,076 $4,170 $3,975 



CONSOLIDATED BALANCE SHEET 

LIABILITIES AND SHAREHOLDERS' EQUITY 

December 31 (in millions of  U.S. $1 1986 1985 1984 

Current liabilities 
Payablcs $ 403 $ 361 $ 347 
Demand loan from parent company (note 4) 130 141 423 
Short-term borrowings (principally from banks) 1 60 9 1 
Income and other taxes 5 16 18 
Debt maturing within one year 15 14 15 

< < A  597 894 
< a ,  2,- 

Debt not maturing within one year (note 10) 528 837 
Deferred credits and other liabilities (note 5) 180 162 
Provision for rationalization and 

related liabilities (note 6) 226 262 
Deferred income taxes 486 389 
Redeemable retractable preferred shares (;me 1 I )  218 249 
Redeemable non-retractable preferred shares (note 12) 203 149 
Common shareholder's equity (note 13) 

Common shares 677 608 
Retained earnings 1,004 922 

1,681 1,530 1,416 

Commitments and contingencies (note 14) 

Total liabilities and shareholders' equity $4,076 $4,170 $3,975 

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



CONSOLIDATED STATEMENT OF CHANGES 
IN FINANCIAL POSITION 

Years ended December 31 [in millions of U.S. $) 1986 1985 1984 

Operating activities 
Net income (Loss) $ 154 $(I191 $ 123 
Depreciation 173 168 159 
Special charges and rationalization expenses - 307* - 

Deferred income taxes 98 (151) 21 
Operating working capital 125 194 (25) 
Other - net (31) (18) (3) 

519 381 275 
Dividends (71) 1181 (71) 

Cash from overatinr! activities 448 343 204 

Financing activities 
New debt 
Debt repayments 
Short-term borrowings - net 
Preferred shares 
Redemption of preferred shares 
Common shares 

Cash from financing activities (291) 227 192 

Total cash available before investment activities 157 570 396 

Investment activities 
Property, plant and equipment 156 408 243 
Investments 4 59 - 

Operating working capital acquired - 274* - 

Sales and disposals (15) (38) (19) 
Cash used for investment activities 145 703 224 

Increase (Decrease) in cash and time deposits for the year 12 (133) 172 
Cash and time deoosits. beeinnine of vear 57 190 18 

Cash and time deposits, end of year $ 69 $ 57 $ 190 

Changes in operating working capital 1986 1985 1984 

Receivables $ (12) $ 106 $ (61) 
Inventories (82) (22) 1 16 
Payables (42) (14) (12) 
Income and other taxes 11 2 

- 
(18) 

Less: Operating working capital acquired (274)* - 
Other - 8 - 

Increase (Decrease) for the year $(125) $(194) $ 25 

*Net of c a h  items 



NOTES TO FINANCIAL STATEMENTS 
(in millioni of U.S. $, except where indicated) 

1. Summary of accounting policies 

PRINCIPLES OF CONSOLIDATION 

Thc consolidated financial statements, which are preparcd in accordance with generally accepted 
accounting principles in Canada, include the accounts of all companies more than 50% ownrd. 
Joint ventures, irrespective of percentage of ownership, arc included to the extent of thr  Company's 
participation. 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 thesr companies are increased or drcreasrd by the Company's 
share of their undistributed net income or loss since acquisition. Investments in companies in which 
the Company does not have significant influence over management are carried at cost less amounts 
written off. 

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

TRANSLATION OF ACCOUNTS INTO UNITED STATES DOLLARS 

The consolidated financial statements are expressed in US. dollars, the principal currency of 
international trade and of the Company's business, under translation 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 raws of exchange at year-end. Other balance sheet items are translated at the rates 
prevailing at the respective transaction dates. Income statement items are translatcd at average rates 
prevailing during thc 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 for unrealized gains and lasses arising from the translation of long-term monetary assets 
and liabilities which are defrrred and amortned over the remaining livcs 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, whichrvcr is the lower. 

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

2. Accounting changes 

In 1986, the Company adopted thr  CICA's new recommendations on accounting for pension costs 
and obligations. The effect of this change, applied prosFctively, was to increasc net income for 1986 
by $14. See also note 16. 

Beginning in 1985, in accordance with the recommendations of the CICA, 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 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 rrcognized in income in the year that the 
related expenditures were made. Income for 1986 would have been increased by $2 and the loss for 1985 
would have been reduced by $10 had the flow through approach been continued. 



3. Currency translation 

Currcncy translation gains included in income were $11 in 1986 ($15 in 1985 and $10 in 1984). 

The currcncy translation recommendations of the CiCA largely parallel those of the U S .  Financial 
Accounting Standards Board (FASB), with two principal exceptions. The first is the CICA 
recommendation to defer and amortize unrealized exchange gains and losses on long-term monetary 
items whereas the FASB recommends immediate absorption in income. The second exception is the 
CICA recommendation that deferred income taxes of companies using the temporal method be 
translared at historical exchange rates instead of current rates. 

1986 1985 1984 

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

Consolidated net income (loss) 
First quarter* $ 14 $ 13 $ 5 $ 1 6  $ 42 $ 53 
Second quarter* 57 5 6  (8) (14) 53 70 
Third quarter* 
Fourth quarter* 

Consolidated reta~ned earnings - 
cnd of year $1,004 $1,099 $ 922 $1,037 $1,080 $1,186 

"Unaudited 

4. Related party transactions 

companies as follows: 

1986 1985 

Alumina % 62  $ 54 
Bauxite 109 106 94 

The demand loan from the parent company bears intrrest at the Citibank N.A. prime rate less O.j%, 
pyable on  the first day of the month following the end of each quarter. Interest charges for the last 
three years were waived by the parent company. 

5. Deferred credits and other liabilities 

Deferred credits include a prepayment by a related company under an alumina tolling arrangement of 
$56 in 1986 ($58 in 1985 and $61 in 19841, and unamortized net amounts of unrealized exchange gains of 
$13 in 1986 ($29 in 1985 and $39 in 1984). 



6. Special charges and rationalization expenses 

In 1985, the Company made provisions aggregating $320 to cover losses, asset write-downs and 
expenses related to several rationalization programs. Of this amount $94 has been utilized to thr end of 
1986 and thc balance of $226 is expectrd to be utilized for rationalizations and write-downs of identified 
businesses. 

7. Income taxes 

1986 1985 1984 

Income (Loss) brfore income taxes 
Canada $ 2 2 2  $(246) $205 
Other countries (2) (22) (24) 

220 (268) 181 

Current income taxes 
Canada (2 1) (9) 17 
Other countries (1 1) I I 20 

(32) 2 37 

Deferred incomr taxes 
Canada 8 9  (146) 27 
Other countries 9 (5) (6) 

9 8  (151) 2 1 

Total mcome tax provision $ 6 6  $(I49 $ 58 

The composite of the applicable statutory corporate income tax rates in Canada is 46.9% (44.9% in 
1985 and 44.8% in 1984). Div~dends paid by 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: 

1986 1985 1984 

Income taxes at the composite rate $ 103 $(12O) $ 81 
Increase (Reduction) attributable to: 

investment and other allowances (32) (27) (40) 
Prior years' tax adjustments 2 4 10 
Other - net (7) (6) 7 

Income tax provis~on $ 6 6  $(149) $ 58 

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

Depreciation 
Inventory valuation 
Investment and foreign tax credits 
Special charges and rationalization expenses 
Other - net 



8. Abatable preferred shares 

Payment terms for assets acquired in January 1985 from Atlantic Richfield Company included 
contingent consideratio~i in the form of abatahle preferred shares with an initial total nominal value 
of $400. Of these, $40 have been fully abated and $360 continue to be outstanding, The outstanding 
shares will either qualify for dividend and redemption or be subject to abatement depending upon 
whether or not Alcan and threr othrr designated aluminum producers realize certain specified prices 
for ingot products (ranging from $0.97 per pound to $1.99 per pound) in  the years to 1994. 

To the extcnt the shares are not abated, the quaiifvine amount will be reflected in the financial . . -  
statemrnts and a corresponding amount, together with a cumulative dividend of 9% per annum 
payable thereon, at the time the shares qualify, retroactive to the date of issue (January 18,1985), will 
be added to the book value of the assets acauired and amortized against income over the rernainine 
lives of the fixed assets acquired. Such quallhing shares are subjecrto retraction by the holder on - 
January 18,1997, but may be redeemed earlier at the option of the Company. 

9. Property, plant and equipment 

Land, and property rights $ 62  $ 61 $ 60 
Buildings, machinery and rquipment 4,504 4,352 3,919 
Construction work in ~roeress 151 189 278 

Capital expenditures are expected to total $220 in 1987 

10. Debt not maturing within one year 

Bank loans under revolving credit agreement 
Bank loans under credit agreement 
Notes payable (commercial paper) 
Notes payablr 
9%% Sinking fund debentures 
1534% Eurodollar debentures, due 1992 
14\'4% Notes, due 1992 
9!/z% Notes, due 1987/1994 
9'1~46 Sinking fund debentures 
11:14% Debentures, due 1995 
973% Debentures, due 1998 
9$% Sinking fund debentures, due 1991 (CAN$24) 
9.956% Bank loan, due 1995 
10y4% Sinking fund debentures 
8yiok Loan, due 1987/1992 (£24) 
Other debt, due 1987/2013 

Debt maturing within one year included 
in current liabilities 



10. Debt not maturing within one year (cont'd) 

The Companv and its substdiarics have a number of agreements for rhe purpose of assuring h tu r r  
crrdit availability, the most significant of which are: 

A rrvolving credit agreement with a group of banks providing for loans up to $300 bearing interest 
at a rate equal to the basc rate of Citibank, N.A. or rates related to the London interbank offered 
rare (LIBOR). Loans under this agreement are to be repaid in five annual instalments of 10%,15%, 
25%) 25% and i i % ,  beginning one year after May 1. 1989, the termination datr of the credit 
agreement. 

A revolwng note issuance facility with a group of banks providing for the issue of five-year nores 
up to $120, beanng interest at a rate d a t e d  to LIBOR. 

Long-term credit agreements with banks amounting to CAN$2OO available to back up notes 
payable (commercial paper) issued in Canada and thr United Srates. 

Long-term credit agrecments amounting to $200 available to back up notes issued in the 
United States. 

In January 1987, the Company lssued SFr178 of 16-year bonds which have bern swapped into $105 at 
an effrctive interest rate of 8.98%. The proceeds were used to repay debt. 

Based on rates of exchange a t  ycar-end and after allowing for prepayment,, sinking fund and other 
rrquirrments over the next five years amount to $15 in 1987, $15 in 1988, $14 in 1989,514 in 1990 and $14 
in 1991. 

11. Redeemable retractable preferred shares 

AUTHORIZED 

3,760,503 Cumulative Redeemable First Preferred Shares without nominal or par value, issuable in 
srries. The first series consists of 1,760,503 CAN$Z.OO Tax Deferred Cumulative Redeemable 
Retractable Firsr Preferred Shares. 

A n  unlimited number of Preference Shares without nominal or par value and issuable in series. 
Series A consists of 7,i47,000 Cumulative Redeemable Retractable Preference Shares and series B 
consists of 1,842,700 Cumulative Redeemable Retractable Preference Shares. 

OUTSTANDNG December 31 

1986 1985 1984 

First preferred - 1,760,503 shares 
(1985 - 1,760,501; 1984 - 1,762,203) $ 32  $ 32 $ 33 

Second preferred - redeemed during 1986 - 33 67 
Preference, series A - 7,747,000 shares 

(1985 - 7,747,000; 1984 - 7,750,000) 140 138 147 
Preference, series B - 1,842,700 shares 

(1985 - 1,842,700; 1984 - 1,850,000) 4 6  46 46 

$218 $249 $293 



11. Redeemable retractable   referred shares (cont'd) 

Outstanding shares are rligible for quarterly dividends as follows: 

First preferrrd - CAh'$2.00 prr sharr per annum payable out of the Company's 1971 capital surplus. 
Preference, srries A - CAN$2.3125 per share per annum. 
Preference, series B - U.S.$2.1875 prr 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 June 1,1988. 
Preference, series A A t  CAN$25.00 per share on December 31, 1989 
Preference, series B - At U.S.$25.00 per share on  December 31,1989. 

The Companv is obliged to make reasonable efforts to purchasc in the open market for cancellation 
the following shares: 

First preferred - 15,000 shares per quartcr at a price not exceeding CAN$25.00 per share. 
Preference, series A - 58,125 shares per quarter up to December 31,1989 and thereafter 1% per 
quarter of the shares outstanding on January 1,1990 at prices not exceeding CAN$25.00 per share. 
I'rrference, series B - 13,875 shares per quarter up ro December 31,1989 and thereafter 1% per 
quarter of the shares outstanding on January 1,1990 at prices not exceeding U.S.$25.00 per share. 

The purchase obligations are cumulative only within each calendar year. 

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

First preferred - O n  30 days' notice at CAN$25.30 per share until November 30,1987, after which 
the shares may be redeemed at CAN$25.00 per share. 

Preference, series A - O n  30 days' notice at CAN$26.25 per share during the twelve-month period 
commencing December 31,1987 and reducing by CAN$0.25 per share in each of the succeeding 
twelve-month periods until December 31,1992, after which the shares may be redeemed at 
CANS25.00 per share. 

Preference. series B - O n  30 davs' notice at U.S.$26.25 oer share durine the twelve-month period 
commencing December 31,1987 and reducing by ~ . ~ . $ 0 . 2 5  per shareln each of the succkding 
twelve-month prriods until December 31,1992, after which the shares may be redeemed at 
U.S.$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 

A n  unlimited number of Preference Shares without nominal or par value and issuable in serles. 
Series C consists 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. Series D consists of 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. Series E consists of 3,000,000 Cumulative Redeemable Preference Shares. 



12. Redeemable non-retractable preferred shares (cont'd) 

OUTSTANDING Decrmbcr 31 

1986 1985 1984 

Preference, srries C - 5,700,000 shares 
(1985 - 5,700,000; 1984 - 4,200,000) $106 $106 $ 79 

Preference, series D - 1,700,000 shares 
(1985 - 1,700,000; 1984 - 1,300,000) 43 43 33 

Preference, series E - 3,000,000 shares 54 - - 

Outstanding shares are eligible for quarterly dividends as follows: 

Preference, series C - An amount derermined 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) rhe lesser of 7.5% and the average of the Canadian prime 
interest rates quoted by two major Canadian banks for stated periods. 

Preference, series D - A n  amount drtermined by applying to U.S.$25.00 per share one-quarter of 
the grearer of (i) i2% of the average of the U S .  prime interest rates quoted by two major Canadian 
banks for stated periods, and (ii) the lesser of7.5% and the average of rhc U S .  prime interest rates 
quoted by two major Canadian banks Cur atatrd periods. 

Preference, serirs E - A n  amount equal to CAN$O.54 in the case of dividends payable on or prior 
to October 31,1991 and thereafter in an amount detrrmined by applying to CAN$25.00 per share 
one-quartrr of 75% of the average of the Canadian prime interest rates quoted by two major 
Canadian banks for stated periods. 

Ourstanding shares may b r  called for redemption at the option of the Company as follows: 

Preference, series C - O n  30 days' notice ar CAN$26.50 per sharc during the rwelve-month period 
commencing January 1,1988 and reducing by CAN$O.30 per share in each of the succceding 
twelve-month periods until December 31,1992, after which the shares may br redeemed at 
CAN$25.00 per share. 

Preference, series D O n  30 days' notice at U.S.$26.50 per share during the twelve-month period 
comn~encing]anuary 1,1988 and reducing by U.S.$0.30 per share in each of the succeeding 
twelve-month periods until December 31,1992, after which the shares may he rrdeemed at 
U.S.$25.00 per share. 

Preference, series E O n  30 days' notice at CAN$25.00 per share commencing November I, 1991. 

Any partial redemption musr be made by lot. 

The Company may at any time purchase for cancellation rhe whole or any part of the above shares at 
a price per share not rxreediug CAN$26.50 for series C and U.S.$26.50 for series D if such purchase 
is madc prior to January 1,1988, and if such purchase is made thereafter, at a price per share not 
exceeding thc then current redemption price and CAN$25.00 per share for series E, plus all accrued 
and unpaid dividends and cosrs of purchase. 



13. Common shareholder's equity 

COMMON SHARES 

The authorized share capital is an unlimited number of common shares, without rlomir~al or par value. 
The number of shares o u t s t a n d ~ n ~  at December 31,1986 was 14,549,452 (1985: 13,691,325; 1984: 
11,480,712). 

RETAINED EARNINGS 

Consolidated rctained earnings at December 31,1986 include $481 which, pursuant to the provisions 
of certain debt and share issues of the Companv, is not distributable as dividends either in cash or i n  
kind to the common shareholder, Alcan Aluminium Limited. 

14. Commitments and contingencies 

To assure long-term supplies of bauxite, thc Company participatrs in long-term cost sharing 
arrangements with related companies. The Company's fixed and determinable commitments, which 
comprisc of "take-or-payfi obligations are estimated at $106 in 1987, $85 in 1988, $89 in 1989, $85 in 1990, 
$85 in 1991 and $493 thereafter. Total charges from these related companies were $101 in 1986 and $81 in 
1985. Commitments with third parties for supplies of other inputs are estimated at $33 in 1987, $27 in 
1988, $27 in 1989, $23 in 1990, $24 in 1991 and $213 rhereafter. Total charges from these third parries 
were $24 in 1986 and in 1985. 

Minimum rental obligations amount to $31 in 1987, $26 in 1988, $21 in 1989, $19 in 1990, $17 in 1991 and 
lesser annual amounts thereafter Toral rental expense amounted to $52 in 1986 ($57 in 1985 and 
$33 in 1984). 

The Company, in the course of its normal operations, is subject to claims and lawsuits. The Company 
does not believe char these matters will materially impair its operations or have a mater~al adversr effect 
on its financial position. 

See also reference to abatable sharps in note 8, to capital expenditures in notc 9, debt 
repavmrnts in note 10 and redeemable retractable prrferred shares in notr 11. 

15. Supplementary income statement information 

1986 1985 1984 

Repairs and maintenance $283 $274 $266 
Taxes, other rhan payroll and income taxes 85 78 92 
Interest on long-term debt 84 74 69 
Capitalized interest (5) (16) (10) 



16. Pension plans 

The Company and its subsidiaries have established pension plans in thc principal countries wherc they 
operatr, for thr greater part conrributorv and generally opcn to a11 rmployees. Most plans provide 
pension hcncfits that arc based on the employee's highest averagc eligiblc compensation during any 
ionsecutivc thirty-six month period before retirement. Plan assets consist primarilv of listed stocks and 
bonds. 

The Company's funding polliy is to contr~bute the amount rrquired to providc for benefits attributed 
to ser\,ice to darc with projection of salarics to retirement and to amortize unfunded actuarial liabilities 
for the most part over prriods of 15 wars or less. 

1986 Prniion Cost 

Servicr cost for the year 
Interest cost on projected benefit obligations 
Actual return on  assets 
Deferral of cxcess return on assets (above expected long-term 

rate of 7.7%) and amortizarion of othcr gains and losscs 

Net credit for vear 

The plans' funded status at Deccmber 31, 1986 was: 
Actuarial accumulated benefit obligation, 

including vested henefit obligations of $911 $ 952 

Pla~r assets at markrt value 1,46 1 
Actuarial projected benefit obligation 

(based on average compensation growth 
of 5.5% and discount rate of 78%) 1,151 

Plan assets in exccss of projected benefit obligation 310 
Unamortized actuarial gains (net) (91)* 
Unamortized prior service cost 1 2  ': 
Unamortized portion of actuarial surplus at January 1,1986 (263)" 

Pension liabilitv in balance sheet $ 32 

*Being umortqed over expected average remuining seruice of  employee.^, generally 15 years. 

The pension cost for 1986 is based on thr  new Canadian and US.  accounting standards. Thc 
accounting practice in previous years was generally to expense thc contributions made in the year, which 
were hased on actuarial valuations preparrd for funding purposes. Under the prrvious accounting 
method, pension costs were $51 in 1985 and $26 in 1984. 

Basrd on  actuarial reports the present value of vestcd accumulated plan beneiits was $931 in 1986 ($819 in 
1985 and $725 in 1984) and the present value of accumulated non-vrsted benefits \vas $21 in 1986 ($14 in 
each of 1985 and 1984). Thc value of the net assets available for benefits was $1,111 in 1985 ($995 in 1984) at 
market prices prevailing at the time of actuarial valuation. The discount rate used to mcasure pension 
obligations and the expected long-term rate of return on assets were 6.9% in 1985 and 6.7% in 1984. 



17. Information by geographic areas 

Un~ted Elimina- Consoli- 
Canada States Other tions dated 

Yrar 1986 

Sales and operating revenues 
Third parties $ 794 $1,998 $ 
Related companirs 386 I 
Subsidiaries 82 1 101 

Total 2,001 2,100 
S e t  income (Loss) 151 44 
Total assets 2,265 1,116 

Year 1985 

Sales and operating revenues 
Third parties 
Related companlrs 
Subsidiaries 

Total 
Net income (Loss) 

(751) 3,330 
(106) (119) 

Total assets 2,296 1,110 893 (129) 4,170 

Year 1984 

Sales and operatmg revenues 
Third parties 
Related companies 
Subsidiaries 

Total 
Net income (Loss) 
Total assets 

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. 

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



AUDITORS' REPORT 

To the Shareholders of 
Aluminum Company of Canada, Limited 

We have examined the consolidated balance 
sheet of Aluminum Company of Canada, 
Limited as at December 31,1986,1985 and 
1984 and the consolidated statements of 
income, retained earnings and changes in 
financial position for each of the years in 
the three year period ended December 31, 
1986. Our 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 posi- 
tion of the Company as at December 31, 
1986,1985 and 1984 and the results of its 
operations and the clianges in its financial 
position for each of the years in the three 
year period ended December 31,1986, in 
accordance with generally accepted 
accounting principles in Canada applied, 
except for the changes in accounting, with 
which we concur, as described in note 2, 
on  a consistent basis. 

PRICE WATERHOUSE 
Chartered Accountants 

RESPONSIBILITY FOR 
FINANCIAL REPORTING 

Thc Company's management is responsible 
for the integrity and fair presentation of the 
accompanying financial statements. These 
have been prepared in accordance with 
generally accepted accounting principles in 
(knada,  conforming in all material respects 
with international standards. Financial and 
operating data elsewhere in the annual 
report arc consistent with those contained 
in the accompanying financial statements. 

The Company's policy is to maintain sys- 
tems of internal accounting and administra- 
tive controls of high quality consistent witlh 
reasonable cost. Such systems are designed 
to provide reasonable assurance that the 
financial information is accurate and 
reliable and that company assets are 
adcquately accounted for. 

The annual financial statements are 
approved by the Board of Directors. 
In addition, the financial statements are 
examined by the shareholders' independent 
auditors, Price Waterhouse, whose report 
appears on  this page. 

Montreal, Canada 
February 4,1987 



INFLATION ACCOUNTING 
(Unaudited) 

This information is prepared in accordance 
with the recommendations of The Cana- 
dian Institute of Chartered Accountants. 

The primary emphasis of the data is on  
current cost accounting. Historical reported 
information is adjusted for changes in prices 
of assets and expenses associated with the 
use of fixed assets and the sale of invento- 
ries. A "financing adjustment" is also made 
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 combination of share- 
holder and borrowed funds. 

Two items 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 
monetary liabilities'. This calculation recog- 
nizes that monetary assets lose purchasing 
power during periods of inflation while 
monetary liabilities gain. 

The effect of high inflation in the past 
accounts for the sig~iificant difference 
between the current cost and the historical 
reported values of the Company's property, 
plant and equipment. 



SCHEDULE OF CONSOLIDATED INCOME 
(in millions of US. S) 

Historical Current cost basis 
as reported in average 1986 $ - 

1986 1985 1986 1985 

Cost of sales and operating expenses $2,571 $2,815 $2,584 $2,850 
Depreciation expense 173 168 258 275 
Income taxes 66  (1 49) 66  ( 1  52) 
Net income (Loss), before financing adjustment 154 (119) 5 6  (19i) 
Financine adiustment" - - 31 3 - .  
Net income (Loss), after financing adjustment 154 (1 19) 8 7  (194) 

SCHEDULE OF CONSOLIDATED ASSETS 
(in millions of U.S. $) 

Historical Current cost bask 
as reported in year-end 1986 $ 

Inventory 
Property, plant and equipment - net 
Net assets (common shareholder's eauitv) 

SUPPLEMENTARY INFORMATION 
(in millions of U.S. S) 

Increase in current cost amounts of inventory 
and property, plant and equipment based on: 
General inflation 
Soecific orices 

Difference (85) 198 

Gcneral puvchasing power galn on net 
monetary liabilities 

*Based on specific price increase. of incento? and property, plant and equipment. Bued on 
a n e n t  cost adjustments made to income during the year, the finuncing adjustment amounts to 
$21 ($17 in 1985). 



SELECTED FINANCIAL DATA 

Operating data (in tho~crcmds of tonnes, except m indicated) 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 

. .. "......"... ..... ,.,. ..,,. , 
Inrot and innot products 526 665 450 456 365 628 478 429 746 613 - .  
Fabricated products 397 484 500 517 506 398 523 560 693 725 

Total 97 1 1.149 950 973 871 1,026 1,001 989 1.439 1,338 . . .... , -- -,- .. . - -  

Primary aluminum production 826 898 709 918 962 917 945 1,075 1,159 1,126 
Aluminum inventories (end of vex)  348 270 240 244 369 259 227 383 337 288 , . - .  
Primary aluminum capacity (end of year) 894 894 904 961 1,018 1,075 1,075 1,075 1,238 1,238 
Net realization on  sales of ingot and ingot products (U.S. $ per tonne) 1,023 1,062 1,295 1,578 1,526 1,064 1,309 1,380 1,086 1,210 

Consolidated income statement items (in millions of U.S. 9) 
Total revenues - 

Sales of aluminum ingot and ingot products 538 707 583 719 557 668 626 593 810 743 
Sales of aluminum fabricated products 760 962 1,129 1,281 1,335 1,054 1,334 1,600 1,821 1,871 
Sales of all other products 428 476 599 76 1 690 482 495 553 566 556 
Operating rcvcnucs 130 135 170 171 158 163 107 88 133 111 
Other income 6 11  31 17 13 14 18 30 49 33 

Costs and expenses 

Cost of sales and operating expenses 1,448 1,698 1,854 1,948 1,936 1,930 2,028 2,186 2,815 2,571 
Depreciation 75 82 84 85 115 125 139 159 168 173 
Interest 53 51 48 32 62 75 8 1 79 79 83 
Other cxpnscs 125 146 152 176 198 205 229 259 585 267 
Income taxes 56 123 132 287 154 (2) 23 58 (149) 66 

Net incomc (Loss)* 

As reported 105 191 242 42 1 288 48 80 123 (1 19) 154 
FASB method 115 200 243 418 29 1 51 87 155 (110) 134 

Consolidated balance sheet items (in millionc of U.S. $) 

\Y'orking capital 526 575 565 561 820 670 475 546 799 755 
Property, plant and equipment - net 913 986 1,146 1,503 2,087 2,290 2,335 2,411 2,631 2,602 
Long-term debt 47 1 393 357 380 844 814 594 566 837 528 
Deferred income taxes 175 248 31 1 405 506 503 522 542 389 486 
Rcdccmablc preferred shares 172 171 155 140 289 340 337 405 398 42 1 
Common sh:lrcholdcr's equity 646 770 922 1,165 1,313 1,328 1,365 1,416 1,530 1,681 
Total assets 1,893 2,120 2,342 2,765 3,597 3,517 3,689 3,975 4,170 4,076 

Other  statistics 

Cash from operating activities, before dividends (in millions of U.S. $) 161 428 318 554 246 307 200 275 38 1 5 19 
Property, plant and equipment expenditures (in millions of U.S. $) 131 156 257 450 710 33 1 196 243 408 156 
Average number of employees (in thousands) 26 26 27 27 27 25 24 24 26 25 

* See note 3 to the financial statements which explains the remons for the diffc~cmces between 
the As reported and FASB methods. 

Bauxite reserves (in millions of mufe tonnes) 

Subsidiaries 
Proved and probable bauxite reserves at beginning of year 108 106 101 101 93 
Total weighted average aluminum content (%)** 26 26 26 26 26 
Bauxite mined during the year 2.0 2.4 2.4 2.4 2.8 

Related companies 
Company's share of proved and probable bauxite reserves at beginning of year 108 106 108 107 111 

** The amount of aluminum extrucuble is alu,ay less than the tom1 aluminum content, varying uccording to the nature of the 
bauxite, the process technoloky emplqyed to extruct the intcmediate product (ahcmina) and t h  alumina plant efficiency. 
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