g
= |
2
&




1.
2
3

INFORMATION CIRCULAR AND ANNUAL STATUTORY REPORT FOR 1990
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AVAILABLE DOCUMENTS

The Company’s Annual Report to the United States Securities and Exchange Commission (Form 10-K),
Annual Information Form and a copy of this document in French are available to shareholders on request from the
Corporate Secretary of the Company at the Company’s head office at 1075 West Georgia Street, Vancouver,
British Columbia, V6E 3R9, (604) 661-8302, until June 1, 1991. After June 1, 1991 the head office will be at
925 West Georgia Street, Vancouver, British Columbia, V6C 3L2.
This document contains the majority of the information required by the United States Securities and Exchange
Commission (Form 10-K). Form 10-K information not included herein is:

1.  Cover page.
2. Cross reference index page to Form 10-K Items.
3.  Signature page.

4.  Item 14 — Exhibits, financial statement schedules and reports on Form 8-K.

2




NOTICE OF ANNUAL GENERAL MEETING
OF COMMON SHAREHOLDERS

To the Common Shareholders of
MacMillan Bloedel Limited:

NOTICE IS HEREBY GIVEN that the Annual General Meeting of the common shareholders of MacMillan
Bloedel Limited will be held in the B.C. Ballroom of the Hotel Vancouver, 900 West Georgia Street,
Vancouver, British Columbia on Thursday, March 28, 1991 at 10:00 a.m. local time, for the following purposes:

1. To receive and consider the report of the directors and the financial statements of the Company for the
year ended December 31, 1990;

2. To elect directors for the ensuing year;

To appoint auditors for the ensuing year and to authorize the directors to fix their remuneration; and

4. To transact any other business that may properly be brought before the meeting.

(F%)

Shareholders who are unable to attend the Annual General Meeting in person are invited to complete the enclosed
form of proxy and mail it as soon as possible in the envelope provided.

DATED at Vancouver, British Columbia the 21st day of February, 1991.

BY ORDER OF THE BOARD

G.E. MYNETT, FCIS
Corporate Secretary



INFORMATION CIRCULAR
In connection with the meeting to be held on March 28, 1991
Dated as of February 21, 1991

The Board of Directors of MacMillan Bloedel Limited (the “Company”) has determined that the Annual
General Meeting of the common shareholders will take place on Thursday, March 28, 1991 at the time and place
and for the purposes set out in the Notice of Meeting.

The Board of Directors is soliciting proxies for use at that meeting, and has designated as the person whom
shareholders may appoint as their proxyholder the persons listed on the enclosed form of proxy. If a shareholder
wants to appoint a person not listed on the form of proxy to represent him or her at the meeting, the shareholder
may do so either by substituting the name of that person, who need not be a shareholder, on the form of proxy or
by completing another form of proxy. If the shareholder is a corporation, it must execute the proxy by an officer or
properly appointed attorney. For the proxy to be valid the shareholder (or the shareholder’s attorney, who must be
authorized in writing) must sign and date it, and must deposit it at the offices of Central Guaranty Trust Company,
800 West Pender Street, Vancouver, British Columbia, not less than 48 hours before the time of the meeting. A
shareholder may revoke a proxy at any time before the meeting. If the shareholder attends the meeting and votes in
a poll, he or she will be automatically revoking the proxy. An undated but executed proxy will be dated the date of
receipt by Central Guaranty Trust Company.

If the instructions are certain, on any poll the persons named in the enclosed form of proxy will vote the shares
held under proxy in accordance with the instructions of the shareholder who appointed them. If there are no
instructions, on any poll they will vote those shares in favour of each of the nominees for election as directors, and
for each other matter shown on the form of proxy.

The form of proxy enclosed, when properly signed, confers discretionary authority to the appointed persons to
vote as they see fit on any amendment or variation to any of the matters identified in the notice of meeting and on
any other matter that may properly be brought before the meeting. Neither the directors nor the management of the
Company is aware of any variation, amendment or other matter to be presented for a vote at the meeting.

The resolutions to be presented to the meeting are ordinary resolutions: these require the affirmative votes of
the holders of a majority of the shares represented at the meeting in person or by proxy.

The Company is paying for this solicitation, which is being made by mail. The Company has retained
Shareholder Communications Corporation to assist it in the solicitation of proxies in the United States of America,
and anticipates paying approximately U.S. $4,000 for this service.

RECORD DATE AND ADVANCE NOTICE

The Board of Directors fixed the record date for determining the names of common shareholders entitled to
this notice of meeting and information circular as the close of business on February 8, 1991. Each person who is
listed in the register of members of the Company as a holder of one or more common shares on March 28, 1991 is
entitled to attend the Annual General Meeting in person or by proxy and to cast one vote for each share on a poll.

VOTING SHARES AND PRINCIPAL HOLDERS THEREOF

On February 1, 1991, 102,649,273 common shares of the Company entitled to be voted at the meeting were
outstanding. This figure excludes 552 shares represented by warrants. Each share carries the right to one vote.

To the knowledge of the directors and officers of the Company, at the date hereof no person or company, other
than Noranda Forest Inc., owns or exercises control over, directly or indirectly, shares carrying more than 5% of the
voting rights attaching to all common shares of the Company entitled to be voted at the meeting except as set out
below.

Name and address Amount beneficially owned Percentage
Title of class of beneficial holder Feb. 1, 1991 of class
Common shares Noranda Forest Inc. 51,193,663 49.9%
P.O. Box 7

Suite 4414

Toronto Dominion Bank Tower
Toronto-Dominion Bank Centre
Toronto, Ontario, M5K 1A1

4



The directors and executive officers as a group beneficially own 844,934 common shares. This number, which
includes qualifying shares of directors, represents less than 1% of all common shares.

DIRECTORS’ MEETINGS

The Board of Directors of the Company consists of eighteen members, presently made up of five executive
officers and thirteen directors who are not executive officers. The Board of Directors held six meetings during 1990.

From among its members, the Board appoints a number of committees with specific duties: an Executive
Committee, an Audit Committee, a Compensation Committee, a Nominating Committee, an Environmental
Committee, a Donations Committee and a Pension Fund Investment Advisory Committee.

Subject to any restrictions imposed by the Board, the Articles or law, the Executive Committee, during the
intervals between the meetings of the Board, possesses all the powers of the Board in the management of the
business of the Company. Five meetings of the Executive Committee were held during 1990.

The Audit Committee assists the Board in fulfilling its responsibilities relating to financial accounting and
reporting practices; reviews any financial statement to be included in any prospectus or to be presented at an annual
general meeting; considers the report of the external auditors on the Company’s financial statements; reviews the
overall integrated audit plan of its internal and external auditors and receives their reports on the assessment of
financial accounting controls and the adequacy of the Company’s record keeping; examines the fees and expenses
for both audit and non-audit services; recommends to the Board a firm of independent auditors for appointment by
the shareholders; and, at least annually, receives and reviews the chief executive officer’s certificate under the
Company’s code of corporate behavior. Four meetings of the Audit Committee were held during 1990.

Within the framework of the basic compensation policy established by the Board, the Compensation
Committee determines salary scales and general salary structures, fixes the compensation of the Chairman, Vice-
Chairman, and President and Chief Executive Officer and, on the recommendation of the President and Chief
Executive Officer, approves the salaries of all other officers of the Company. It also oversees the administration of
the Company’s benefit programs for salaried employees, the employee share purchase plan, pension plan,
management incentive compensation plan and senior management share purchase plan. Five meetings of the
Compensation Committee were held during 1990.

The Nominating Committee recommends to the Board the size and composition of the Board and the names of
persons to be nominated as directors for the ensuing year or to fill casual vacancies as they occur during the year.
One meeting was held during 1990. The advance notice of the Annual General Meeting to be held on Thursday,
March 28, 1991, which was published in Vancouver on January 31, 1991, included an invitation for written
nominations signed by members holding in the aggregate not less than ten percent of the Company’s common
shares. The Company had received no such nominations for inclusion in this information circular by February 21,
1991,

Each of the directors except Senator J.T. Eyton and Messrs. F.J. de Wit, R.E. Harrison, D.W. Kerr, and
A. Powis attended 75% or more of the total number of meetings of the board and the committees on which he
served. Directors who were unable to attend or participate in meetings held by conference telephone were informed
of the matters to be discussed, had an opportunity to express their views and to review the minutes of the meetings
and, in respect of committees, were in most instances represented by alternate directors.

ELECTION OF DIRECTORS

Unless otherwise directed, the persons named in the enclosed form of proxy intend to vote for the election of a
Board of Directors composed of the sixteen nominees in the list below. If any nominee does not stand for election or
is unable to serve, they may vote the proxies for a smaller board at their discretion. Unless his office is earlier
vacated in accordance with applicable law or the Articles of the Company, each director who is elected will hold
office until the end of the next Annual General Meeting.



INFORMATION CONCERNING NOMINEES

Name and residence

D.C. Davenport............

Vancouver, Canada

Fl deWit ...............

Blaricum,
The Netherlands

Senator J.T. Eyton, O.C. .. ..

Caledon, Canada

R.B. Findlay, ..............

West Vancouver, Canada

R.E.HArrison. ;i s o s o

Toronto, Canada

G H-D. Hobbs o ves vinn

Vancouver, Canada

R KENNY ' = o 0w soma i

Buckingham, Canada

Toronto, Canada

CIC . KRUdSen iy s g

Seattle, U.S.A.

JA. Pattison . coes ves vaes e

West Vancouver, Canada

Age at
Principal occupaticn of nominee Feb. 1,
during the past five years 1991

Director

since

Shares
held*

Partner of Davis & Company 58
(barristers and solicitors).
(Notes 1, 2, 4 and 7)

Chairman, Board of Management, 51
Koninklijke Nederlandse

Papierfabrieken N.V.

(manufacturers of fine and coated papers).

(Note 4)

President and Chief Executive Officer, 56
Brascan Limited (natural resources,

financial services and consumer products),

Member of The Senate of Canada.

(Notes 4 and 5)

President and Chief Executive Officer 57
since December 1990; prior to which he

was Senior Vice-President, Marketing since

1989; prior to which he was Senior Vice-

President, Alberni Region. (Notes 1 and 5)

Corporate Director. 69
(Notes 1, 4 and 5)

Corporate Director. 69
(Notes 3 and 4)

President and Chief Operating Officer, 61
Noranda Forest Inc. (forest products) and

Senior Vice-President — Forest, Noranda

Inc. (mining and metallurgy,

manufacturing, forest products, oil and gas
exploration). (Notes 4 and 7)

President and Chief Executive Officer, 47
Noranda Inc. (mining and metallurgy,
manufacturing, forest products, oil and gas
exploration) since 1990; prior to which he

was President, Noranda Inc. since 1987,

prior to which he was Senior Vice-

President, Strategic Planning, Noranda Inc.

from 1986; prior to which he was

Executive Vice-President, Brascan Limited.

(Notes 2 and 4)

Corporate Director since December 1990; 67
prior to which he was Vice-Chairman of
the Board. (Notes 1, 2 and 4)

Chairman, President and Chief Executive 62
Officer, The Jim Pattison Group Inc.
(holding company). (Notes 1, 3, 4 and 5)

6

1981

1986

1985

1990

1981

1972

1986

1988

1976

1987

525

3,646

9,120

37,738

5,364

7,200

1,826

5,000

14,479

3,932



Name and residence

A, Powis; O.C. s ons v g
Toronto, Canada

JStC.Ross................
West Vancouver, Canada

RV.Smith .................
West Vancouver, Canada

Dr. D.W. Strangway..........
Vancouver, Canada

JS. Walton .................
Vancouver, Canada

AH. Zimmerman............
Toronto, Canada

Age at
Principal occupation of nominee Feb. 1, Director
during the past five years 1991 since

Shares

held*

Chairman, Noranda Inc. (mining and 60 1981
metallurgy, manufacturing, forest products,

oil and gas exploration) since 1990; prior to

which he was Chairman and Chief

Executive Officer of Noranda Inc.

(Notes 3 and 4)

Executive Vice-President and Chief 59 1990
Operating Officer since December 1990;

prior to which he was Senior Vice-

President, Operations since 1989; prior to

which he was Senior Vice-President,

Nanaimo Region.

(Notes 1 and 7)

Chairman of the Board since 64 1980
December 1990; prior to which he was

President and Chief Executive Officer of

the Company.

President of The University of British 56 1986
Columbia. (Notes 2, 4, 6 and 7)

President, Endeavour Capital Corporation 60 1988
(corporate & financial advisory services)

since 1989 and Corporate Director since

1988; prior to which he was President and

Chief Executive Officer, Placer Dome Inc.

(international mining) since 1987; prior to

which he was President and Chief

Executive Officer, Placer Development

Limited (mining, oil and gas).

(Notes 3, 4 and 7)

Vice-Chairman of the Board since 63 1981
December 1990; prior to which he was

Chairman of the Board of the Company;

Chairman and Chief Executive Officer,

Noranda Forest Inc. (forest products).

(Notes 1 and 3)

5,313

51,821

128,009

1,065

2,000

38,219

*This column shows the number of common shares (including 500 qualifying shares), as reported to the Company, beneficially owned directly or
indirectly or over which control is cxercised by each of the nominees. The percentage of shares other than qualifying shares held by each
nominee is in no case greater than .1 percent.

Note: (1) Member of the Executive Committee
(2) Member of the Audit Committee
(3) Member of the Compensation Committee
(4) Member of the Nominating Committee
(5) Member of the Pension Fund Investment Advisory Committee
(6) Member of the Donations Committee
(7) Member of the Environmental Committee



The directors listed below hold directorships in other companies with a class of securities registered pursuant to
Section 12 of the United States Securities Exchange Act of 1934 or which are subject to the requirements of
Section 15(d) of such Act or which are registered as investment companies under the United States Investment
Company Act of 1940:

Senator J.T. Eyton, O.C...... American Barrick Resources Inc. (gold production)
M.A. Hanna Co. (plastics and mining)
Norcen Energy Resources Limited (oil and gas)

R.E. Hatrisoh . sus s apvs s Campbell Soup Company (food products)
Trans Canada Pipelines Limited (oil and gas transmission,
exploration and production)

GH.D. Hobbs. - cien v sinina o British Columbia Telephone Company (utilities)
DWLKEIT : i ..o 5 s 5 & Norcen Energy Resources Limited (oil and gas)
North Canadian Oils Ltd. (oil and gas)
CC Knudsen... cous wa s wva s Cascade Corporation (components for heavy industrial equipment)

Penwest Ltd. (brewers’ malt and corn derivatives)
Portland General Corporation (utilities holding)

Portland General Electric (utilities)

Safeco Corporation (insurance)

Security Pacific Bancorporation Northwest (bank holding)
Security Pacific Bank Washington N.A. (banking)
Security Pacific Corporation (bank holding)

Security Pacific National Bank (banking)

JA; Pattison ;. on: oos coms das Paramount Communications (entertainment, publishing, financial services)
Henley Group Inc. (diversified manufacturing)
A. Powis, O.C. ............. Gulf Canada Resources (oil and gas)

Norcen Energy Resources Limited (oil and gas)
North Canadian Oils Ltd. (oil and gas)

A.H. Zimmerman........... The Pittston Company (coal mining, air freight, armoured transport and
security services)

RETIRING DIRECTORS

Mrs. Jean M. Southam has been a director since 1981, but has informed the Company that she will not be
standing for re-election at the meeting of shareholders on March 28, 1991. She is a Trustee, Lester B. Pearson
College of the Pacific; Governor of the Vancouver Public Aquarium; and Member of the Board, World Wildlife
(Canada). She is the Chairman of the Donations Committee and a member of the Nominating Committee.

Mr. D.L. McLauchlin, who has been a director since 1988, has also informed the Board that he does not wish
to stand for re-election at the meeting of the shareholders to be held March 28, 1991.

BUSINESS RELATIONSHIPS

In the ordinary course of business, the Company enters into transactions with various companies and firms of
which certain of its directors are officers, directors or partners. None of these transactions has been material to the
Company, and the Company believes that they have not been material to the other companies or firms involved.
During the year and in the ordinary course of business, the Company consulted and is continuing to consult Davis &
Company, a law firm of which D.C. Davenport is a partner.

APPOINTMENT OF AUDITORS

Unless otherwise directed, the persons named in the enclosed form of proxy will vote for the re-appointment of
Price Waterhouse as the auditors of the Company for the ensuing year, and for the delegation to the Board of
Directors of the power to set their fees. Representatives of this firm will be present at the Annual General Meeting
to respond to questions asked at the meeting, and will have the opportunity to make a statement if they see fit.
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1992 ANNUAL GENERAL MEETING

The Company should receive any proposal of shareholders intended to be presented at the Annual General
Meeting to be held in 1992 for inclusion in the information circular relating to that meeting by October 23, 1991.

EXECUTIVE COMPENSATION

The following table shows cash compensation in 1990 for each of the five most highly compensated executive
officers of the Company and for all executive officers as a group.

(a) Cash Compensation Table

Name of individual Cash
or number in group Capacities in which served salaries
RV.Smith..................... Chairman of the Board/

President and Chief Executive Officer $ 350,000
D.L. McLauchlifi ... vini s sinn s o0 Executive Vice-President $ 240,000
WW.Shorter. .. .....ooiiivnnn.n Senior Vice-President,

Containerboard and Packaging $ 216,325
RB.Findlay.................... President and Chief Executive Officer/

Senior Vice-President, Marketing $ 214,772
T St B ROES v cne v & e s Executive Vice-President and

Chief Operating Officer/

Senior Vice-President, Regional Operations $ 213,105
Bheivs 5o 0 s TR Bis § S aameons i All executive officers as a group

(including the five individuals named above) $3,816,674

There were no cash bonuses accrued for services in 1990.
This table excludes 1990 benefits of $130,982 not available to all employees.

(b) Compensation pursuant to plans

Remuneration payments made in 1990 pursuant to the plans described below and proposed to be made in the
future to the executive officers listed in section (a) are as follows:

(1) Management Incentive Compensation Plan

The Company has a management incentive compensation plan which applies to a number of key employees
throughout the Company. The plan provides for the creation of an annual fund equal to 4% of adjusted
consolidated net earnings in excess of a percentage (9% in 1990) of the average consolidated capital employed,
or as determined by the compensation committee of the Board of Directors. It also provides for distribution of
all or part of that fund to participants according to individual and unit performance without carryover to future
years. There were no bonuses awarded in 1990.

(2) Senior Management Share Purchase Plan

The Company has a senior management share purchase plan which is intended to provide a long term incentive
and capital appreciation opportunity for selected key employees of the Company directly related to corporate
performance and to the market price of the Company’s shares. Between March 1 and June 30 of each year,
participants may have the opportunity to buy a specified number of shares at the then current market price on
The Toronto Stock Exchange. The number of shares which each participant may buy under the plan depends
on the Company’s return on investment for the previous year, the participant’s salary during such year and the
share price. The purchase is financed by a ten year non-recourse interest-free loan granted to the participant by
the Company and secured by a pledge of the shares. Cash dividends on the pledged shares are applied to reduce
the loan. At any time within the ten year period the participant may repay the loan and take possession of the
pledged shares. Shares issued during 1990 to the five named individuals were R.V. Smith 21,950 shares
($406,075), D.L. McLauchlin 9,460 shares ($175,010), W.W. Shorter 6,810 shares ($125,985), R.B. Findlay
6,865 shares ($127,002), J. St.C. Ross 7,015 shares ($129,777) and other executive officers 76,435 shares
($1,396,047). There were no shares received or loans repaid during the year. Common shares held and loans
outstanding as at December 31, 1990 by the five named individuals were R.V. Smith 92,277 shares
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(3)

(4)

(3)

($1,522,331), D.L. McLauchlin 48,985 shares ($845,349), W.W. Shorter 23,030 shares ($405,071),
R.B. Findlay 33,905 shares ($586,145), J. St.C. Ross 43,080 shares ($676,518) and other executive officers
306,703 shares ($5,174,808). The market price for the Company’s common shares on February 1, 1991 was
$18.00 per share.

Noranda Share Purchase Plan

Noranda Inc. has a share purchase plan which is offered by the directors of Noranda Inc. to senior employees
of subsidiary or affiliated companies, and is intended to provide an opportunity for capital appreciation to key
employees. Participants have the opportunity to purchase shares of Noranda Inc., financed by a seven year
interest-free recourse loan provided by Noranda Inc., and secured by a promissory note and the shares which
are held as collateral. The participant is entitled to receive dividends on the shares, but is not required to apply
cash dividends to reduce the outstanding loan. The participant may repay the loan at any time within the seven
year period and take possession of the pledged shares. No shares were issued under the plan during 1990 and no
shares were received during 1990 by the named individuals or by other executive officers. Common shares held
and loans outstanding as at December 31, 1990 by other executive officers were 1,817 shares ($36,800). The
market price for Noranda Inc.’s common shares on February 1, 1991 was $17.25 per share.

Stock Option and Stock Appreciation Rights Plans

The Company has a stock option plan for selected employees under which options on common shares or stock
appreciation rights may be granted to selected key employees. The plan is administered by a committee
appointed by the Board of Directors. The number of participants in the plan is limited to 150 and the aggregate
number of shares in respect of which options or stock appreciation rights may be outstanding is 200,000 shares.
Each option granted shall be for a period not exceeding five years. The committee may grant to optionees stock
appreciation rights which may be surrendered for cash, and may accept shares owned by an optionee at market
price in exchange for options or stock appreciation rights under the plan. No stock options or stock appreciation
rights were granted during 1990. No options are outstanding.

Retirement Plans

The estimated annual pension benefits payable upon normal retirement to the twenty-four executive officers
covered by the Cash Compensation Table are $3,290,515 based upon remuneration received and accrued to
December 31, 1990.

(i) As at December 31, 1990, twenty-two executive officers were members of the executive pension plan
under which executive officers retire at age 65 with a monthly pension amounting to 2% for each
accredited year of service to a maximum of thirty-five years applied to the average monthly salary and
bonus during the thirty-six consecutive months when the salary and bonus was highest, with a widow’s
benefit of 50% of the employee’s pension.

The following table sets forth various annual retirement benefits that become payable under the
Company’s executive pension plan. Benefits are not reduced by government pension payments.

Annual Average Years of service

covered remuneration 10 15 20 25 30 35
$100,000 .......... $ 20,000 $ 30,000 $ 40,000 $ 50,000 $ 60,000 $ 70,000
$150,000 .......... $ 30,000 $ 45,000 $ 60,000 $ 75,000 $ 90,000 $105,000
$200,000 .......... $ 40,000 $ 60,000 $ 80,000 $100,000 $120,000 $140,000
$2500000 s wrsein wvars $ 50,000 $ 75,000 $100,000 $125,000 $150,000 $175,000
$300000 .55 o oy $ 60,000 $ 90,000 $120,000 $150,000 $180,000 $210,000
$350,000 .. o5 5o $ 70,000 $105,000 $140,000 $175,000 $210,000 $245,000
$400,000 .......... $ 80,000 $120,000 $160,000 $200,000 $240,000 $280,000
$450,000 .......... $ 90,000 $135,000 $180,000 $225,000 $270,000 $315,000
$500:000 5505 vien 2 s $100,000 $150,000 $200,000 $250,000 $300,000 $350,000
$550,000 .......... $110,000 $165,000 $220,000 $275,000 $330,000 $385,000
$600,000 .......... $120,000 $180,000 $240,000 $300,000 $360,000 $420,000
$650,000 .......... $130,000 $195,000 $260,000 $325,000 $390,000 $455,000
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As at December 31, 1990, R.V. Smith had 33 years of service with the Company, D.L. McLauchlin had
39 years of service with the Company, W.W. Shorter had 12 years of service with the Company,
R.B. Findlay had 25 years of service with the Company, and J. St.C. Ross had 27 years of service with
the Company.

(ii) As at December 31, 1990, W.W. Shorter had a supplemental retirement plan agreement with a U.S.
subsidiary company which will supplement the normal retirement benefits for U.S. salaried employees.
The agreement provides that the pension benefit is to be based on the thirty-six consecutive months when
pensionable earnings were highest; it provides for unreduced pension for retirement after age 60, and a
widow’s benefit of 50% of the employee’s pension; and overrides the limitations on the maximum pension
which can be paid. Based on remuneration received to December 31, 1990, his estimated annual
retirement benefits upon normal retirement is U.S. $53,000.

(iii) As at December 31, 1990, one executive officer had a service agreement with the Company pursuant to
which he agrees to retire at age 65, and the Company agrees to pay him a monthly pension at the rate of
50% of his average monthly pensionable earnings and to pay to his widow a pension of 50% of his pension.
Pensionable earnings are earnings for the thirty-six consecutive months during which his salary plus 50%
of his bonus was highest. This service agreement provides for termination prior to age 65 by either party
on six months’ notice. Under certain circumstances he will be entitled to the pension calculated as above
or as reduced by a formula based on age and years of service under contract. Benefits are not reduced by
government pension payments.

(¢) Remuneration of directors

Directors who are not in receipt of salaries as executive officers of the Company or its subsidiaries are each paid
an annual retainer of $8,000 and $1,500 for each board meeting attended. Members of the Executive Committee
who are not in receipt of salaries are each paid $1,000 for each meeting attended. Directors who are not in receipt of
salaries acting on other committees of the board are paid $750 for each meeting attended, except for the
Nominating Committee in respect of which no fees are paid. Committee chairmen receive an additional fee of $125
for each meeting attended, except for the chairman of the Audit Committee who receives an additional fee of $750.
In addition the directors are reimbursed for their reasonable expenses in connection with such meetings. The annual
retainer portion of the directors’ fees is paid, at the directors’ option in cash or common shares of the Company.
During 1990, $246,000 was paid and 1,330 shares were allocated to directors.



MEASUREMENTS

fbm

hectare

3

M cubic feet

Mfbm (MMfbm)

MM sq.ft. %"

tonne

annual capacity at year end

capacity utilization

PRODUCTS

Pulp

Bleached pulp

Chemi-thermomechanical
pulp

Chemical pulp

Groundwood pulp
Kraft or sulphate pulp
Market pulp
Mechanical pulp

Softwood pulp

Paper

Coated paper

Groundwood and specialty
printing paper

Newsprint

Fine paper

Building Materials
Dimension lumber

Panelboard
Particleboard

Plywood
Waferboard
Structural panelboard

Engineered Wood
Parallam®

PSL 300

1990 ANNUAL STATUTORY REPORT

GLOSSARY OF TERMS

foot-board measure (board foot) — one square foot of lumber one inch thick
2.471 acres

cubic metre or 35.315 cubic feet

thousand cubic feet

thousand (million) foot-board measure

million square feet, 3 inch thick used to measure panelboard volumes

metric ton — 1,000 kilograms or 2,204 pounds

the number of units which can be produced in a year based on operations over a
long term period with the normal number of shifts and maintenance
interruptions

production divided by the annual capacity averaged over the production period

pulp that has been brightened using bleaching chemicals

pulp produced from wood chips using heated mechanical and chemical
processes to break the bonds between the wood fibres

pulp produced from wood chips using chemical processes to break the bonds
between the wood fibres

pulp produced by grinding blocks of wood to break bonds between wood fibres
chemical pulp produced by an alkaline cooking process using sodium sulphate
pulp sold on the open market

pulp produced from roundwood or woodchips by mechanically breaking the
bonds between wood fibres

pulp produced from coniferous wood species noted for its strength

paper which is coated with clay and treated to impart a smooth glossy surface
paper with mechanical pulp as its major component which differs from
newsprint in brightness, surface characteristics and end uses

paper produced principally from mechanical pulp for use in newspapers
paper with bleached chemical pulp as its major component

lumber cut and planed to standard sizes and lengths nominally 2 X 4 inches
through 2 X 12 inches in cross section by 8 to 24 feet in length
comparatively thin flat sheets of wood used for paneling

panelboard produced by chemically bonding small wood shavings and sawdust
under pressure

laminated veneers of solid wood

panelboard produced by chemically bonding wafers of wood under pressure
plywood and waferboard

reconstituted lumber manufactured by bonding long strands of veneer into
structural beams using waterproof adhesives

engineered wood manufactured by bonding woodstrands in parallel using a
steam process and waterproof adhesives to form panels which are then cut into
specific dimensions required by the customer — a new product scheduled to go
into commercial production at the end of 1991
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Containerboard and Packaging

Containerboard — linerboard and corrugated medium used to produce corrugated boxes
(containers)
Corrugated containers — paper boxes using sheets of linerboard with medium corrugated (fluted)

between the linerboard

CORPORATE PROFILE

MacMillan Bloedel Limited (the “Company”), a British Columbia corporation, is a corporation resulting from
the amalgamation of MacMillan Bloedel Limited, incorporated under the laws of the Province of British Columbia
by Memorandum of Association registered July 13, 1911, and certain of its wholly-owned subsidiaries.

A list of the Company’s subsidiaries is set out in Note 17 to the consolidated financial statements, which can be
found on page 54 of this report.

The Company together with its subsidiaries (“MacMillan Bloedel” or “MB™) is one of North America’s
largest forest products companies, with integrated operations in Canada and the United States as well as major
investments in Canada, the United Kingdom and Continental Europe. MB manages 1.5 million hectares of
productive timberlands which supply most of its fibre requirements. Of these timberlands, one million hectares are
in British Columbia where approximately two-thirds of MB’s property, plant and equipment and the Company’s
head office are located. The products of MacMillan Bloedel and its affiliated companies which are marketed
throughout the world include lumber, panelboards, engineered wood, kraft pulp, newsprint, groundwood printing
papers, fine papers, containerboard and corrugated containers.

The following table summarizes total revenue, contributions to earnings and assets for each of MB’s three
industrial segments during the last three years:

Pulp Containerboard
Building and and Total
materials paper packaging Other operations
($ millions)
Total revenue —
1990 s apems sy 5 aneme v 3 00 055 VR0 B4 © L B 1,358.9 1,127.5 456.1 60.7 3,003.2
1980 1,408.6 1,310.2 504.1 50.8 3,273.7
1988 1,404.7 1,282.5 530.1 56.2 3,273.5
Contributions to earnings —
1990 v sive e 5 som onn vares wedd SR BaE § B o 43.1 54.6 44.7 29 145.3
TOBY i wonses s wass. s o 4w 505 S PS5 3 139.1 180.8 113.6 23 4358
1988 . 186.8 254.9 118.0 39 563.6
Assets —
December 31, 1990 . ..........covvvirnnnn.. 1,219.7 1,155.6 515.0 13.0 2,903.3
December 31, 1989 ... voin s sures van amey on 1,161.3 1,081.1 473.1 28.0 2,743.5
December 31, 1988 ... ..................... 960.9 922.7 443.8 32.1 2,359.5

MB also owns substantial interests in companies operating in related fields, which are described under
Investments in affiliates on page 22 of this report.

Further financial information and explanatory notes pertaining to each of MB’s industry and geographic
segments and export sales are presented in Note 16 of notes to consolidated financial statements included on
pages 52 and 53 of this report.

BUILDING MATERIALS
Logging Operations

MB has a number of log harvesting operations, primarily on the coast of British Columbia and in Alabama,
which supply the wood fibre requirements of its converting plants. In order to extract maximum value, the logs are
manufactured, sorted and directed to the converting unit according to species, diameter and quality. Imbalances in
supply and demand in both grade and species are corrected by the sale and purchase of logs in the open market.
High grade logs are used mainly in the manufacture of lumber. Lower grade logs, together with small or defective
parts of trees and chips from plywood and sawmill operations, form the basic raw material supply for pulp and paper,
and containerboard mills. Wood waste, principally sawdust and bark, is used to produce energy required by the
converting facilities.
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The following table shows the volumes of logs harvested as part of the activity of supplying the fibre
requirements of MB’s major converting facilities in each of the years 1990, 1989 and 1988:

Year ended December 31

1990 1989 1988

(thousands of cubic metres)
British ColOmDIa s e v snms vom sivms sy s w6 s stk sems s s 6,694 7,849 7,959
Alabama and Mississippi (includes hardwood) ........................ 802 880 877

Reforestation

In order to assure a continuing supply of raw materials for the future, the Company maintains an active
reforestation program in British Columbia.

In 1988 the British Columbia Forest Act was amended to transfer financial responsibility for reforestation on
Crown lands to licencees for lands logged after October 1, 1987. Company managed lands in British Columbia in
the process of being restocked currently represent about three years of logging which is reflective of the restocking
process and consistent with the Company’s experience over the last two decades. This is considered professionally
sound practice.

The Company operates the A.P. MacBean Nursery at Nanaimo, British Columbia, which builds on tree
improvement and reforestation research to provide healthy, fast-growing seedlings for planting on Company-
managed lands. These seedlings are of a native species and type most appropriate to the site on which they will be
planted.

MB also carries out reforestation in Alabama and Mississippi. An integral part of this is the nursery and seed
orchard which provides genetically superior seedlings. The Robert E. Mitchell Tree Nursery has an annual crop of
over 36 million top quality seedlings which are planted on MB controlled forest lands or sold commercially.

Forest Lands

The total area of commercial forest lands under MB’s control is:

Commercial hectares

(Note 1)
British Columbia: (Note 2)
Area operated on a sustained yield basis:
Tree-farm licences:
Crown 1ands (NOIE 3w a5 oimies Sudin s s Sens &55.5 a5 5555 FOR Saes o 68 657,000
Timber licences (Note 4) .. ... it e e 127,000
Owned lands (NOte 5) ... it e e 79,000
863,000
Managed forest lands (owned lands) (Note 5) ...........coiiiiiiinn... 146,000 1,009,000
Other tenures:
Timber licenices. (NOE 6) i ¢ snn s v wwn 8 awp s B S0 Pas a5 40,000
OWnNEd 1ands! o o v v sns a5 Seis e SR S R § SER TG SRR e 6a 1,000 41,000
1,050,000
Saskatchewan (NOte T) ...ttt et ettt ettt 309,000
Alabama and Mississippi: (Note 8)
Owned 1ands . ...t e 80,000
Long term cutting rights . ... ... oo 102,000 182,000
1,541,000
Notes:

(1) Land is considered commercial if it is feasible to grow timber on it which can be economically harvested using
present technology. Lands controlled by MB in Alabama, Mississippi and Saskatchewan are considered
commercial. In British Columbia 57,000 hectares controlled by MB are considered inaccessible and hence not
commercial.

(2) The Province of British Columbia owns approximately 95 percent of all forest lands in the province. Under the
Forest Act, the Government is empowered to grant “tree-farm licences” to a licencee who undertakes to
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manage an area of Crown forest land, often in conjunction with forest land held by the licencee, to yield an
annual crop on a sustained yield basis (i.e. in perpetuity).

Effective January 1, 1990, MB’s available annual allowable cut from accessible timberlands operated on a
sustained yield basis is 7.4 million cubic metres. Since January 1, 1989, some 265,000 cubic metres of annual
allowable cut has been allocated to small business operators from MB managed areas. This volume is not
included in the 7.4 million cubic metres noted above. The sustainable cut, together with timber harvested from
other MB tenures, is sufficient to provide on average about 80 percent of the wood requirements (logs and
chips) for the present production facilities in British Columbia.

(3) These are contained within MB’s two tree-farm licences. These tree-farm licences were renewed for 25 year
terms in the early 1980’s.

(4) The Company owns standing timber on the land held under timber licences. A royalty is payable upon
harvesting the timber. After the timber is harvested on these lands, the Company has the responsibility to
reforest them. They then revert to the Crown but will be retained within the tree-farm licences as “Crown
lands”. Approximately 31,000 hectares of these lands have been logged but not reverted.

(5) Certain owned lands have been put into tree-farms, known as “managed forest lands”, by the Company to
obtain an incentive property tax rate.

(6) Included are approximately 13,000 hectares of lands which already have been logged and will revert to the
Crown when restocked at the Company’s expense.

Saskatchewan

(7) MB’s cutting rights in Saskatchewan, which are limited to species used by the waferboard plant at Hudson Bay,
Saskatchewan, are held under a forest management licence expiring in 1994. The licence is renewable for 20
year periods on terms and conditions to be negotiated at the time of renewal. These resources are sufficient to
supply the fibre requirements of the waferboard plant.

United States

(8) The wood supply from its own timber resources (32 percent in 1990) together with outside purchases are
sufficient for the present operations of the Pine Hill, Alabama mills.

Stumpage and Royalty

British Columbia

A stumpage charge that will generate a revenue target for the British Columbia Government is assessed by the
Government on all Crown timber harvested.

On those lands held under timber licences a fixed royalty is payable when the timber is harvested.

No royalty or stumpage charges are payable on timber harvested on Company owned lands.

Saskatchewan

Stumpage rates have been confirmed at the present fixed rate level to June 30, 1994,

Forestry and the Environment

MacMillan Bloedel is in business to grow and harvest trees and turn them into quality forest products. As a
steward of the forest, the Company is responsible for finding the best ways to protect and manage trees, plus all the
other values of the forest, for the benefit of present and future generations.

There is a continuing public concern about the effect of logging on the environment. Land and land use claims
are becoming more disruptive to proper sustained yield forest management. Special Interest Groups have taken
action in a number of areas of Company controlled forest to prevent logging and are intent on having lands
withdrawn from timber production.
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Specific areas which are subject to major action are:

Commercial
Hectares Action By
Carmanah Valley* ...................... 3,000  Special Interest Groups
Clayoquot Sound**...................... 106,000 Special Interest Groups and Native Indians
Tsitilea: Valley: i crvam s smni setmiimimss siota i 3,000 Special Interest Groups
(82,15) 11 - - U . 54,000 Special Interest Groups and Native Indians
166,000

*In addition, in 1990 approximately 3,600 commercial hectares of forest land in the Carmanah Valley were set
aside as a park to preserve old growth Sitka spruce believed to be the tallest in North America. Compensation
will be payable to MB for timber licences expropriated for the park establishment.

**Includes Meares Island with 3,573 commercial hectares subject to court injunction on behalf of Native Indians.

Special Interest Groups have also attempted to deter European buyers of B.C. forest products. The Company
believes that it will be subject to more of these types of actions as the debate about the environment and
preservation of old-growth forests grows and the pressure to settle Aboriginal Claims continues.

The Company has a long record of responsible, sound management of the Managed Forest lands and Tree
Farm Licenses entrusted to its care. It is believed the Government recognizes the importance of a secure resource
base to the Company’s ability to raise funds to invest in the very capital intensive pulp and paper sector of the
Province’s forest industry.

The Company believes that despite all the activity calculated to limit the industry in British Columbia, the
economic importance of forestry to the province will be recognized and loss of Company cutting rights will be
modest and largely compensable.

Building Materials Manufacturing Operations

MB manufactures a wide variety of building materials products including lumber, plywood, waferboard,
particleboard and Parallam® and carries on wholesale building materials distribution businesses. MB also purchases
significant amounts of lumber from other suppliers for resale, utilizing its marketing and transportation services. For
the years ended December 31, 1990, 1989 and 1988 lumber accounted for 32.5%, 30.8% and 30.8% respectively of
MB’s consolidated sales values to unaffiliated customers. By-products of building materials production include wood
chips which are an important raw material for the Company’s pulp and paper mills and also sawdust and bark which
are a significant source of energy for the mills.

Building Materials Facilities
MB operates the following converting facilities for the manufacture of building materials:

Annual
capacities at 1990
Division Location year-end 1990 Production
Lumber & Lumber Alberni Pacific Port Alberni, British Columbia 182 155
Specialties (MMfbm) Somass Port Alberni, British Columbia 115 81
Northumberland Nanaimo, British Columbia
Island Phoenix 155 88
Thunderbird 134 101
Chemainus Chemainus, British Columbia 106 98
Canadian White Pine Vancouver, British Columbia 127 114
New Westminster New Westminster, British Columbia 84 66
Powell River Powell River, British Columbia 49 36
Pine Hill Pine Hill, Alabama 70 55
1,022 794
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capacities at 1990
Division Location year-end 1990 Production
Plywood Alberni Plywood* Port Alberni, British Columbia 168 93
(MM sq.ft. 3%") Pine Hill Pine Hill, Alabama 133 115
Nipigon Nipigon, Ontario 30 _25
31 233
Waferboard Hudson Bay Hudson Bay, Saskatchewan _191 114
(MM sq.ft. %")
Particleboard Particleboard Vancouver, British Columbia 7 _48
(MM sq.ft. %)
Hardboard Sturgeon Falls Sturgeon Falls, Ontario _ 4 22
(MM sq.ft.)
Parallam® Parallam® New Westminster, British Columbia _ 980 768
(M cubic feet)
Parallam®[1** Colbert, Georgia 2,100 36
Specialty Board Specialty Board Vancouver, British Columbia _3 15
(MM sq.ft.)
Mouldings Kingtrim Toronto, Ontario _" 35

Annual

(MM lineal ft.)

* To be closed April 30, 1991,
**Parallam® Il commenced production July, 1990.

MB’s lumber products together with lumber purchased from other producers account for 71.9% of building
materials segment sales and are essentially divided into appearance and construction grades. The range of
appearance lumber products is concentrated in the western red cedar species of which the Company controls more
than 10% of the world’s resource. The cedar products are produced at the New Westminster, Canadian White Pine,
and Somass mills. MB produces approximately 40 sizes and grades of green and kiln-dried bevel sidings,
approximately 45 sizes and grades of green and dry channel sidings and tongue and groove products (suitable for
wall paneling), and patio grades for decking and exposed beams. The producing mills for the Company’s whitewood
products include Alberni Pacific, Chemainus, Thunderbird, Powell River, and Island Phoenix which commenced
production in July, 1989, largely directing its output to the local remanufacturing and export markets. The
Chemainus mill specializes in producing a range of high valued products from high grade logs. The Alberni Pacific
mill produces a wide variety of products for the Japanese housing market. Thunderbird and Pine Hill lumber
continue to produce mostly dimension lumber for the U.S. market. The Company’s Custom Processing Division
further processes whitewood lumber from the Company’s mills to meet the specifications of customers worldwide
for uses such as European window frames and special Japanese decorative uses.

Panelboard products are presently produced at various mills across Western and Central Canada. Standard
plywood sold in the U.S. market is produced from pine logs at the Alabama mill. A specialty hardwood plywood
plant at Nipigon produces such products as shafts for hockey sticks. It has been announced that Alberni Plywood,
which produces softwood plywood products sold in a highly competitive market, will be closed April 30, 1991.
Competition from substitute products and continuous losses have forced the closure. Other Company panelboard
products are also no longer cost competitive and their continued production remains under review.

The Parallam® plant in New Westminster commenced commercial production in 1988. A second Parallam®
plant in Colbert, Georgia was completed in July 1990 at a cost of U.S.$68.6 million. For 1990, saleable production
was 57.4M cubic feet compared to the plan of 475M cubic feet. However, the Company believes that as customer
acceptance grows, expectations will be met. Parallam® parallel strand lumber is manufactured by bonding long
strands of wood veneer into uniform structural beams, using a waterproof adhesive. It is made in a continuous
process and cut to various lengths, in a wide range of cross sectioned sizes. In addition to its strength, the appearance
and dimensional stability is expected to facilitate its market acceptance by architects, engineers and builders in the
residential and light commercial construction markets.
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Construction was started in 1990 on a manufacturing plant near Deerwood, Minnesota to produce a new
product PSL 300™. The new plant will cost approximately U.S.$74.0 million and have an annual capacity of 4.6
million cubic feet of engineered parallel strand lumber. This new technology compresses strands of wood into a
dimensionally stable slab which is then cut to customers’ specifications. This product is well suited to and will be
directed to the window and door manufacturing market. The Company has an assured source of the raw materials
from the state of Minnesota and will purchase 130,000 cords a year from independent contractors.

Capital expenditures in the building materials segment in 1990 amounted to $130.6 million, compared to
$246.8 million and $170.0 million in 1989 and 1988 respectively. During 1989, the construction of the Island
Phoenix mill was completed at a cost of $61 million, the new sawmill at Somass was completed at a cost of
$31 million and a new planer mill was completed at Alberni Pacific at a cost of $14 million. During 1988, the
construction of a gang quad sawmill at New Westminster was completed at a cost of $14 million.

Building Materials Marketing

The Company’s marketing activities for building materials extend into most major world markets through sales
offices and independent sales agents. In 1990 sales values were divided approximately as follows: 32.3% in Canada,
35.9% in the United States, 21.1% in Japan and the Orient and 10.7% elsewhere. The following table shows the
distribution by market of MB’s building materials sales in 1990, 1989 and 1988:

United Japan & Europe &
Canada States Orient Other Total

Lumber (MMfbm) 1990 386.8 895.9 264.6 163.1 1,710.4
1989 417.3 994.3 247.1 155.1 1,813.8

1988 401.2 1,081.9 241.5 165.8 1,890.4

Structural panelboards 1990 520.1 32222 20.1 31.2 893.6
(MM sq.ft. %") 1989 511.5 360.8 30.7 903.0
1988 547.4 365.7 36.3 949.4

MB operates 19 distribution centres in the United States. In Canada its customers are serviced nation-wide by
22 distribution centres. MB has a lumber distribution company in Japan to market the high valued products
demanded. Building materials sales offices in Hong Kong and Australia also market a full range of species and
products oriented to regional preferences. In Europe MB utilizes established independent sales agents.

The markets in which MB sells its products are very competitive with a number of major companies in each
market. Competition is on the basis of quality of product, price and service. Many of MB’s products also compete
with substitutes of various kinds. No material part of the business is dependent upon a single customer or small
group of customers, although the Japanese market is the principal market for MB’s high value whitewood lumber
- products, which are a major contributor to MB’s results. Because of the time span and the wide diversity of
specifications involved, it is not practicable to consolidate a back-order file.

PULP AND PAPER

MB operates pulp and paper mills at three locations in British Columbia — integrated pulp and newsprint mills
at Powell River and at Port Alberni, and a pulp mill at Harmac. These mills manufacture newsprint and
groundwood printing papers and bleached and unbleached kraft pulp. For the years ended December 31, 1990, 1989
and 1988 newsprint and groundwood printing papers accounted for 24.2%, 23.6% and 24.1% respectively of MB’s
consolidated sales values to unaffiliated customers while for market pulp the percentages were 11.5%, 14.1% and
12.7% respectively.
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Pulp and Paper Facilities

MB operates the following facilities for the manufacture of pulp and paper products:

Annual

capacities at 1990

Division Location year-end 1990  Production
Market Pulp Harmac Nanaimo, British Columbia 370 289
(k-tonnes) Alberni Pulp and Paper Port Alberni, British Columbia 80 74
Powell River Powell River, British Columbia 30 43
500 406
Newsprint and Groundwood Alberni Pulp and Paper Port Alberni, British Columbia 355 350
Printing Papers Powell River Powell River, British Columbia 629 583
(k-tonnes) 984 933

Standard white newsprint is the Company’s largest single paper product. Powell River currently has two
machines manufacturing standard newsprint, two machines manufacturing groundwood printing papers and one
machine which manufactures both products. Alberni has three machines, two which currently manufacture
telephone directory and one which currently manufactures standard newsprint. The groundwood printing papers
provide our customers with superior strength, opacity, smoothness, higher brightness and lighter weights. They are
required for offset, rotogravure, and lithographic printing of publications such as Sunday magazines, newspaper
advertising inserts and flyers, computer printout forms, and telephone and other directories.

The Company’s main market pulp grade is bleached softwood kraft pulp manufactured at Harmac. A
combination of over supply and weaker demand for softwood pulp resulted in market curtailments at the Harmac
pulp mill and resulted in a reduction in production of approximately 61,000 tonnes from 1989.

Capital expenditures in the pulp and paper segment in 1990 amounted to $153.9 million, compared to
$194.5 million and $146.5 million in 1989 and 1988 respectively. Commentary on major additions during the last
three years at each of the three mills follows. At Alberni, construction of a chemi-thermomechanical pulp line at a
cost of $100 million, a hydrogen peroxide bleaching plant at a cost of $19 million, and a power boiler precipitator at
a cost of $16 million were completed during 1989; and the modernization of a standard newsprint machine to
improve its paper quality was completed during 1988 at a cost of $32 million. Expenditures are currently underway
on a $23 million wrap line and management production system at Alberni, a $33 million project to upgrade the
Alberni #4 paper machine which includes the installation of a twin wire gap former and improved computerization
which will improve product quality and an $18 million project to equip the mill to use recycled newsprint. In 1988
Powell River completed the $70 million capital program announced in 1987 to improve product quality and increase
production of specialty paper products. Powell River’s expanded chemi-thermomechanical pulping and bleaching
facilities became operational late in 1987. The twin wire refurbish of #9 paper machine was completed in mid-1988.
At the end of 1990, Powell River completed a $61 million project to increase the quality and quantity of standard
newsprint from the mill’s # 10 paper machine. At Harmac, major capital spending has been directed at reducing air
and water emissions. The main projects include the “lo-odor” project completed in 1988 at a cost of $30 million, the
installation of a power boiler precipitator at a cost of $12 million, the replacement of a recovery boiler precipitator
for $7 million and $42 million to reduce dioxins to non-detectable levels, less than a thimble full per year.

Pulp and Paper Marketing

MB pulp and newsprint is shipped worldwide. 78.1% of 1990 newsprint shipments were within North America
while 81.0% of the pulp sales were to offshore markets. In its largest newsprint market, the western U.S., MB
operates four offices. MB has a marketing agreement with Alberta Newsprint Co. Ltd. of Whitecourt, Alberta. This
new mill, which commenced operations in the third quarter of 1990, has a forecast annual capacity of 220,000
metric tonnes of standard newsprint. MB also has sales offices in Tokyo, Hong Kong, Kuala Lumpur and Sydney to
market pulp and newsprint in key, high-growth countries of the Pacific Rim and employs sales agents in other
Pacific Rim markets. United Kingdom newsprint and groundwood paper customers are serviced from an office in
London. European pulp markets are serviced from Brussels, and U.S. pulp customers from the Danbury,
Connecticut office. MB also markets pulp and paper products for others, particularly bleached softwood kraft pulp
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from Northwood and lightweight coated papers from Koninklijke Nederlandse Papierfabrieken N.V. (KNP). The
following table shows where pulp and paper products were sold in 1990, 1989 and 1988:

United Japan &
Canada States Orient Europe Other Total

Newsprint (k-tonnes) 1990 100.3 652.1 129.9 21.7 59.5 963.5
1989 103.8 667.0 118.4 25.9 79.7 994.8
1988 101.7 676.8 89.6 28.8 87.9 984.8

Market pulp (k-tonnes) 1990 16.3 61.2 77.6 215.7 36.1 406.9
1989 13.5 67.1 133.0 2459 43.8 503.3
1988 14.8 64.1 123.6 239.7 47.6 489.8

Most of MB’s pulp and newsprint shipments are covered by contracts which are subject to prices as announced
from time to time. Contracts which may be firm as to quantity are not firm as to price and thus a meaningful figure
for the value of contractual shipments is not possible. No material part of the business is dependent upon a single
customer or small group of customers.

For the grades supplied, MB is fully competitive in major markets on quality, price and service. There are a
number of pulp and paper suppliers in all of the major markets. MB does not have a dominant position in any
market.

MB’s newsprint mills are well situated on Canadian West Coast deep sea ports to assure its customers of a
reliable, steady supply.

The anticipation of large capacity increases resulted in strong price competition in 1989 and 1990. In the latter
part of 1989 and in 1990 a number of older newsprint machines were shut down so North American capacity in 1990
was virtually unchanged from 1989. A substantial amount of Canadian capacity was lost to strikes in Eastern
Canada in 1990 which increased demand on other suppliers. Canadian capacity in 1991 is forecast to be 4.0% higher
than 1990. This may be partially offset by additional closures of old newsprint machines. Capacity has been
increasing substantially in the U.S. and has tended to cut into the Canadian market share. In the ten year period
ending 1987 newsprint consumption grew at approximately 3% per year, however, in 1988 through 1990
consumption marginally declined.

CONTAINERBOARD AND PACKAGING

MB manufactures containerboard (linerboard and corrugating medium) at Pine Hill, Alabama, corrugating
medium at Sturgeon Falls, Ontario, and corrugated containers in the United States. In 1990 containerboard sold
outside the consolidated enterprise accounted for 7.7% of consolidated sales values as compared to 8.3% in 1989 and
8.4% in 1988. For the years ended December 31, 1990, 1989 and 1988 corrugated containers accounted for 7.5%,
7.0% and 7.8% respectively of MB’s consolidated sales values to unaffiliated customers.

Containerboard and Packaging Facilities

MB operates the following facilities for the manufacture of containerboard and packaging products:

Annual
capacities at 1990
Division Location year-end 1990  Production
Linerboard (k-tonnes) Pine Hill Pine Hill, Alabama 400 366
Corrugating Medium (k-tonnes) Pine Hill Pine Hill, Alabama 233 211
Sturgeon Falls Sturgeon Falls, Ontario 7 69
704 646
Corrugated Containers (k-tonnes) 10 Locations United States 336 259

The Pine Hill mill produces a first-class corrugating medium and its linerboard machine is one of the industry’s
most efficient. The mill’s testing laboratory continues to ensure consistent high quality, and upgrading equipment
will further improve quality. The U.S. corrugated container plants, located in nine states between New York and
Texas, produce and sell products ranging from bulk-bin industrial boxes to small custom-design display packaging.
These plants also have a significant portion of the U.S. lamp wrap market.
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Capital expenditures in the containerboard and packaging segment in 1990 amounted to $76.6 million
compared to $59.4 million and $32.8 million in 1989 and 1988 respectively. In 1988, MB approved U.S.$17 million
for phase II of a program which had commenced in 1987 to enhance the quality of Pine Hill’s linerboard. In early
1989, a further U.S.$62 million was approved for phase III of the project. In addition to quality enhancements,
annual capacity will increase by 70,000 tons. At December 31, 1990 U.S.$51.9 million had been spent on phases 11
and III.

Certain Alabama facilities and equipment at two United States corrugated container plants are leased with
options to purchase at nominal amounts. All other containerboard and packaging manufacturing facilities are owned
by MB.

Containerboard and Packaging Marketing

A substantial amount of the linerboard and corrugating medium sold by the Pine Hill, Alabama mill is utilized
by MB’s packaging operations in the United States. Pine Hill also sells linerboard to affiliated corrugated container
plants in Canada and the United Kingdom (see Investment Section). The corrugating medium sold by Sturgeon
Falls, Ontario is mainly utilized by affiliated Canadian corrugated container plants (see Investment Section). The
large number of producers of containerboard in North America and offshore compete on the basis of quality, price
and service. There are no material backlog sales to unaffiliated customers. The following table shows where MB’s

containerboard and corrugated containers were sold in 1990, 1989 and 1988:
United Japan & Europe

Canada States Orient & Other Total

Containerboard (k-tonnes) 1990 69.2 329.0 102.5 500.7
1989 73.8 375.2 82.8 531.8

1988 72.6 367.1 72.6 512.3

Corrugated Containers (k-tonnes) 1990 259.8 259.8
1989 2458 2458

1988 266.9 266.9

The manufacture and marketing of corrugated containers is a specialized regional business. Custom design of
corrugated containers is part of MB’s marketing services provided through sales offices at plant locations or division
headquarters. The market for these products is highly competitive, with competition on the basis of service, quality
and price. Information on the dollar value of order backlogs is not aggregated for corrugated containers.

FOREIGN EXCHANGE

MB’s export sales are principally denominated in United States dollars. Any significant change in the Canadian
dollar against the U.S. dollar has a significant effect on Canadian dollar amounts realized.

If the U.S. dollar is weaker against other foreign producer currencies, prices quoted in U.S. dollars can be
substantially increased in those countries having strong currencies. New opportunities for export arise in those
markets as traditional suppliers with strong currencies have a competitive disadvantage. However, when the U.S.
dollar is very strong relative to a number of foreign currencies, prices quoted in U.S. dollars fall, traditional North
American markets become more competitive as a result of foreign penetration, and foreign markets are considerably
less profitable.

OTHER

This segment of MB’s business consists mainly of its transportation operations which are not related to the
movement of MB forest products. (Transportation related to the movement of MB forest products is allocated to
product segments for reporting purposes.)

Transportation

MB’s policy is to control through long term charters, a fleet of vessels capable of transporting to market
approximately one-half of MB’s forest products volume shipped by water. MB currently has six vessels, totalling
approximately 230,000 deadweight tonnes under charter for initial periods in excess of one year. All are designed for
the carriage of forest products, but can also be used to transport containers, general freight and dry bulk
commodities. While these vessels are principally engaged in the carriage of MB forest products, they also carry
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forest products for other shippers and participate in steel, container and general freight back-haul trades in order to
minimize empty steaming.

Remaining MB deep sea freighting requirements are met through a combination of spot charters, short term
charters and contracts of affreightment with independent shipping companies.

To meet other freighting requirements, MB contracts with Canadian and U.S. railroads and trucking firms for
varying periods. MB also operates a barge system on the Pacific coast for transporting newsprint to California and a
fleet of tugs, barges and log carriers which are used primarily between logging divisions and mill storage grounds in
British Columbia.

INVESTMENT IN AFFILIATES

MB has investments in various affiliated companies to provide steady markets for its products manufactured in
North America and to achieve a degree of geographic and product diversification complementary to its North
American base.

As at December 31, 1990 investments in affiliates accounted for by the equity method were carried in the
financial statements at a value of $471.2 million.

The most significant investment is in Koninklijke Nederlandse Papierfabriecken N.V. (KNP), a Dutch public
company with headquarters in the Netherlands. KNP has a 42.2% interest in a major Austrian fine paper company
Leykam-Murztaler and a 46% interest in VRG Group N.V. a major paper distribution company in Europe. KNP
also has a 50% interest in R.P. Europe B.V. a producer of paper for corrugating board with an annual capacity of
580,000 tonnes and a 50% interest in Corrugated Europe B.V. with an annual capacity of 425,000 tonnes of
corrugated cases. At December 31, 1990 MacMillan Bloedel’s shareholding in KNP stood at 30.6%. KNP is a major
producer of coated and uncoated specialty printing paper in the European Economic Community. KNP owns and
operates two paper mills in the Netherlands and one in Belgium, with an annual aggregate productive capacity of
780,000 tonnes and purchases pulp from MB. As at December 31, 1990 KNP also had packaging facilities with an
annual capacity of 440,000 tonnes of paperboard and packaging material.

The Company has a 50% partnership interest in Island Paper Mills (IPM), at New Westminster, British
Columbia. [PM is a fine paper mill in Western Canada and produces a broad range of uncoated and coated free
sheet and recycled grades. At December 31, 1990 the aggregate annual capacity was 114,000 tonnes. During 1988,
IPM commenced construction of an off-machine coater. The $82 million project was completed in mid-1990.

The Company has a 50% interest in MacMillan Bathurst, which is one of Canada’s largest corrugated container
manufacturing operations owning 13 corrugated container plants throughout Canada. At December 31, 1990 these
plants had an annual productive capacity of 425,000 tonnes of corrugated containers.

MB owns 50% of UK Corrugated Limited and its subsidiaries. UK Corrugated Limited ranks as the third
largest producer of corrugated containers in the United Kingdom at December 31, 1990 owning 10 corrugator plants
having an annual capacity of 250,000 tonnes of corrugated containers. It also has interests in 10 sheet plants.

CAPITAL EXPENDITURE PROGRAM

Over the past five years MB’s capital expenditures totalled $1,605.5 million, with major expansions and
modernizations completed at several locations. Of the $366.5 million incurred in 1990, $195.0 million was for non-
discretionary projects such as environmental projects, logging roads and routine maintenance of business capital.
(Major discretionary capital expenditures are described in the facilities section of each industry segment and Note 4
of the consolidated financial statements.)

The following table summarizes consolidated capital expenditures by business segment over the past five years:

1990 1989 1988 1987 1986 Total
($ millions)
Building matetials .. o ¢ ven somvs sen sws & o amms 130.6 246.8 170.0 73.5 47.3 668.2
Pulp and Paper : s sap vems wen 599 055 50 2 5 153.9 194.5 146.5 122.6 32:1 649.6
Containerboard and packaging ................. 76.6 59.4 32.8 19.5 14.3 202.6
Other ... e 5.4 17.7 14.7 41.0 6.3 85.1

366.5 518.4 364.0 256.6 100.0 1,605.5
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RESEARCH AND DEVELOPMENT

During the past three years MB spent the following on research and development programs aimed at
development of new processes and products, greater utilization of timber resources, technical improvements to
existing processes and products, and improved methods of silviculture and environmental protection:

199 1989 1988
($ millions)
Gross eXpendItUIEs . . . ..ottt et e e 21.1 233 21.6
Less: gOVernment Srants. .. ... ... uu ettt 8 .8 1.2
Less: investment tax credits . .... ...t 3l 39 38
Nt o oo s s srosns smim svi 5 o s S0 W § SRE 55 ¥ RS SEEH ST TO ¢ WET BB e T 17.1 18.6

166

Of those Canadian employees engaged in such research, 114 professional, technical and support staff are
located at MB’s Research and Development Centre in Burnaby, British Columbia (1989 — 115). During 1989, the
Company consolidated its research and development facilities in a building acquired in 1987. The total cost to
December 31, 1990 of purchasing the land and building, refurbishing the building and moving staff and equipment is
$16.4 million.

HUMAN RESOURCES

At December 31, 1990, MacMillan Bloedel employed approximately 12,000 people in Canada, 3,000 in the
United States of America and 100 elsewhere.

In British Columbia, MB employs 4,500 people in logging, lumber, plywood and particleboard operations who
are represented by the IWA-Canada; 4,000 people who work in our three pulp and paper operations are represented
by either the Canadian Paperworkers Union or the Pulp, Paper and Woodworkers of Canada. The collective
agreements with all three B.C. Unions expire mid-1991.

In Alabama, MB employs the largest group of people outside British Columbia, including 800 who are
represented by the United Paperworkers International Union. A three year contract for our logging operation was
signed in 1990, providing for a $500 lump sum payment in the first year and 2.5% in each of the second and third
years. Linerboard and corrugated medium workers are in the third year of a four year contract with a wage increase
of 2.5% in the third year and 2% in the final year. The contract covering lumber and plywood manufacturing expires
in the second quarter of 1991.

In the past five years, in MB’s British Columbia operations, approximately 4.6% of available hours have been
lost due to labour disputes, but less than .25% have been lost in each of the last three years.

ENVIRONMENT

Since 1989, the number of environmental regulations that MB is subject to has increased rapidly, particularly in
Canada. The regulatory initiatives of 1989 focused on concerns with dioxins and require major, continuing
expenditures to include process reduction of adsorbable chlorinated organics (AOX) coupled with full secondary
treatment of residual acute toxicity in mill effluents. The estimated cost to MB of all new requirements is in excess
of $300 million, depending upon the technology used, to be spent over the next three-to-five years.

The recent “Green Plan” presented by the Federal Government gives rise to another array of real and perceived
environmental concerns which regulatory bodies are eager to write rules about. MB remains fully supportive of the
fundamental objective of maintaining a healthy environment. However, there are certain economic constraints that
necessitate setting priorities to allocate societies’ and MB’s scarce economic resources. In early 1990, the BC forest
industry issued a position paper on sustainable development which called for the setting of standards and regulations
which are “scientifically based on environmental and health risk assessment, and cost benefit analysis”. It also
called for determining “priorities objectively and dispassionately, having regard to the nature and the extent of
discharge abatement required of industry as well as the time frame and cost for completion”.

Until such a scientifically based process is put in place for setting priorities and time tables, society incurs the
risk of expending huge sums on fashionable, but potentially trivial, concerns depleting the financial resources and
delaying the response to potentially more important health or environmental risks as reliable scientific knowledge
increases. In recent periods, our ability to measure for trace elements has increased geometrically; the second step is
to measure the impact of these trace amounts on the environment. What we wish for before we commit more capital
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is scientific measurement of impact and risk assessment rather than hypothetical deductive arguments for possible,
rather than probable, causal relationships.

ENERGY

MB utilizes wood waste, spent liquors, electric power, petroleum products and, to a lesser extent, natural gas as
energy sources in its manufacturing processes. In recent years approximately one-third of the electricity consumed
by the Company in British Columbia is self-generated while in Alabama the figure is approximately 90%.
Approximately 75% of the heat required in MB’s manufacturing processes is generated from the burning of waste
materials from its manufacturing operations. The balance of the energy and fuel requirements of the manufacturing
operations has historically been purchased principally on a long term contract basis and partly on a spot basis from
sources which MB believes to be reliable.

RECYCLING

In 1990 the Company signed an agreement with Newstech Recycling Inc. to purchase one half of the
122,500 tonnes a year of pulp production from an $83 million newspaper recycling plant proposed for the Vancouver,
British Columbia area. California, the largest single market for MB newsprint, has recently enacted legislation
requiring 25 percent of their newsprint contain 40 percent recycled fibre. This agreement is a first step in meeting
the Company’s goal to include some recycled fibre in the production of newsprint, both to help alleviate the solid
waste disposal problem, and at the same time make a concerted effort to meet our North American customers’
requirements.

Island Paper Mills, a 50% owned partnership has been awarded the use of the ECOLOGO by the Federal
Government. The ECOLOGO certifies IPM is a manufacturer of recycled uncoated papers that include copy paper,
printing paper and envelope grades. These recycled products include a minimum 10% post consumer fibre in
addition to 40% post commercial fibre.

Fibres International, Inc., a company owned 51% by MB, operates in Washington and Utah. It has been in the
recycling business for over fifteen years with primary activities comprising the purchase, resale and brokerage of
about 400,000 tons per year of waste paper as well as other recyclable material.

The Pine Hill, Alabama mill recycles an average of 300 tons per day of used corrugated containers that have
been collected in the Southeastern U.S. A recently completed expansion will double the recycling capacity to over
600 tons per day, or about 30% of total production when the full benefit of this expansion is realized which is
expected to be early 1992.

MB has a significant interest in KNP of the Netherlands. KNP’s packaging activities in the Solid Board
Division and the joint ventures Corrugated Europe B.V. and R.P. Europe B.V. are substantially waste-paper based.
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SELECTED QUARTERLY FINANCIAL DATA

Sales of products and services ..................

Costs and expenses
Materials, labour and operating expenses .......
Depreciation, depletion and amortization .......
Selling, general and administrative ............

Operatingreamings (1088) .o con v wam poms 5w 3
Other income (expense). «.vx cax vaws san v vas s

Interest expense

Earnings (loss) before income taxes.............

Income taxes ..

Earnings (loss) before undernoted items .........
Equity in earnings of partly-owned companies. . ...

Net eatnings (1088) 5 con cusn s woen vam siise o «
Provision for dividends on preferred shares .......

Net earnings (loss) attributable to common

shareholders .

Net earnings per
basic .......
fully diluted .

common share (dollars)

Price range of common shares on Toronto Stock
Exchange (dollars)

hight..s oo ws

Dividends per common share (dollars)

cash dividends

1989 1990
Quarters Quarters
| 11 111 v | 11 111 v
($ millions)

807.0 862.0 818.0 786.7 781.3 806.9 719.4 6956
618.2 668.7 639.5 6346 6462 667.2 618.2 607.1
310 335 323 336 369 421 375 400
509 55.7 539 567 518 540 541 56.8
700.1 757.9 7257 7249 7349 7633 709.8 703.9
106.9 1041 923 618 464 436 96 (8.3)
2.1 24 2 6.8 4.3 2.2 1.8 (21.3)
(11.2) (13.3) (14.0) (15.1) (17.1) (19.8) (22.0) (22.1)
97.8 932 785 535 336 260 (10.6) (51.7)
(39.4) (38.7) (24.0) (214) (11.7) (8.7) 43 28.0
584 545 545 321 219 173 (6.3) (23.7)
150 138 109 7.5 81 115 125 9.5
734 683 654 396 300 2838 6.2 (14.2)
(3.1) (34) (34) (33) (33) (32) (3.0) (3.6)
703 649 620 363 267 256 3.2 (17.8)
.68 .64 .60 35 .26 25 03 (17
.66 .61 59 35 .26 25 03 (17)
2075 18.63 21.38 20.25 18.88 18.75 18.62 17.37
17.63 17.13 17.13 16.75 16.88 1587 15.00 14.25
.20 .20 _ .20 .20 .20 .20 .20 .20
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FIVE YEAR EARNINGS DATA

Sales ($ millions) ...... ..ot

Contributions to earnings ($ millions)
Building materials ............. ... ... .. .
Pulpand PAPEEts. .. s s acains swots @ sea spi 5 svarh
Containerboard and packaging..................
Eliminations and unallocated items..............

OpPETatingrEartings o 5 ine 5 5 1008 fofolidbin T5555 i
Other income (eXpense) ............covveunronn..
Interest expense ............ ..t

Earnings (loss) before income taxes...............
TICOMIE TAXES) « wrinrs « sas wmmne sime wrsmess sbatis Swauitn ixafe SoraTaLs
Equity ©amings «. : cus semm s svem s sy s o5 §

Earnings before extraordinary item ................
Extraordinary item: o cens son fosm i soen vam s a5

Net eamings . . ..o ot e e e e it i e et ae e
Less: Provision for preferred dividends .............

Net earnings for common shareholders.............

Per common share (dollars per common share)
Net earnings:
before extraordinary item
DASICY ;ounoy wouniin some wivisy bt ara Bl & G SEE GRS
Pullyediluted: s o saves wam wams s s e soes &
after extraordinary item
DESIC: ..ooe 035§ winne seodait SIS e A ST TS 5SS
fully diluted ........ ... . ... i
Cash dividends on common shares ................

Notes:

19 18 198 19T 1986
30032 32737 32735  3,1345 25117
43.1 139.1 186.8 206.4 83.3
54.6 180.8 254.9 229.6 141.9
447 113.6 118.0 88.9 19.7
(51.1)  (684)  (71.7)  (39.1)  (22.4)
91.3 365.1 488.0 465.8 2225
(13.0) 11.5 (9.1) 17.8 17.4
(81.0)  (53.6)  (43.5)  (507)  (61.3)
(27) 3230 435.4 4329 172.6
119  (1235) (161.4) (1838)  (65.5)
41.6 472 55.8 31.5 26.2
50.8 246.7 329.8 280.6 133.3
- — — — 45.0
50.8 246.7 329.8 280.6 178.3
13.1 13.2 13.8 21.3 33.5
37.7 233.5 316.0 259.3 144.8
37 2.27 3.08 2.56 1.07
37 3.51 2.97 2.50 —
37 2.27 3.08 2.56 1.55
37 221 2.97 2.50 —
80 80 90 82 25

(1) The above data reflect the subdivision of each common share into three common shares on April 9, 1987.
(2) Financial information is expressed in Canadian dollars. Canadian, U.S. dollar exchange rates as reported by the

Bank of Canada were as follows:

One Canadian Dollar

High
L0 L. S semsmimns i o teei egmmpobognss US$.8859
1989 & i s s s w wssw smssire was 8647
1988 . s ivems wmine v wtins aveis i .8433
1987 & cvsie v sw s sgss e 5 oo 1714
1986 e v s w0R 3 0 EE AT 7332
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Low

US$.8275
.8286
7700
1235
6950

Average Year-end
USS.8570 US$.8618
.8445 8637
8124 .8384
7541 7692
7197 7244



MANAGEMENT’S DISCUSSION AND ANALYSIS
RESULTS OF OPERATIONS

To assist the reader in this discussion, reference is made to Five Year Earnings Data on page 26 of this report.

COMPARISON OF 1990 AND 1989 EARNINGS

In 1990 MB recorded net earnings of $50.8 million. This compares to 1989 net earnings of $246.7 million. On a
per common share basis, net earnings decreased from $2.27 per common share in 1989 to $0.37 per common share
in 1990.

The major items contributing to the decrease were a $273.8 million decline in operating earnings, a
$27.4 million increase in interest expense, and a $24.5 million decrease in other income.

Operating earnings declined steadily throughout the year due to rising costs and falling markets with the fourth
quarter incurring a loss. This was in part due to severe winter conditions in December but principally derives from
poor markets as volumes were again off in all major product sectors.

Sales of products and services amounted to $3,003.2 million in 1990 compared with $3,273.7 million in 1989.
The following table provides an analysis of the change in key product sales from 1989 to 1990:

Change :

insales Change attributed to:
Product 1989 to 1990* Volume Price**

($ millions)

PUlp (114.7) (81.2) (33.5)
BanelBoands ... oo v swn @ oo ssams v v o G0 05 ¢ R SEl ST s S (13.9) 9.1 (23.0)
LUTABET o4 s seams smi sinis 5 oo s sosis v ¥ 5o 90 & GOS8 VA0 Bhgdald 20k i o (24.4) (48.3) 239
Containerboand .. co s ¢ 5558 9558 £55% 555 4 1508 Sk & ime sueie sienmie siess sperie e (45.5) (13.9) (31.6)
NEWSPIINL .. oottt e e (31.5) (10.5) (21.0)
Corrugated CONtAINETS .. ........iiitiit e (5.3) 12.6 (17.9)
Parallam ... ... 8.5 1.5 1.0
EXport 1ogs . ..o (8.6) (8.4) (.2)

(235.4) (133.1)  (102.3)
Transportation SErVICES. ... ...ttt e (18.3)
OMhCE MBS ic caris vrues wwnn o sims 7 5005 Wi § s e e Wl S46065F W5 Py 2 (16.8)
TOtAl e v s b v mes @ am vm SEEE BEE 3 BT YRR LR S5 5505 Kkl envcere e (270.5)

* Change in sales by product excludes freight.
** Including the effect of changing foreign currency exchange rates.

The $273.8 million decrease in operating earnings is mainly attributable to increased production costs, lower
sales volumes, lower prices, and the stronger Canadian dollar. On average, the Canadian dollar was approximately
2% stronger in 1990 than in 1989 which adversely affected net earnings by approximately $12 million. Sales volumes
for all major products declined, and prices for pulp, newsprint and containerboard were weaker. Average lumber
prices were higher in 1990 due to an increased mix of higher value-added products.

Despite declining volumes, costs and expenses increased $3.3 million reflecting a general increase in production
costs as well as higher harvesting costs in B.C. The weak markets, particularly for commodity grades, resulted in
certain facilities becoming unprofitable. The Company has been conscious of the marginal competitiveness of
certain operations and within the capital and manpower constraints has been aggressively upgrading and replacing
them. The very soft markets the industry faced in 1990 made start ups more difficult (neither the Island Phoenix
sawmill nor the Georgia Parallam® plant came near expected performance, although the sawmill is currently
approaching pro forma operating rates) and accelerated the need to close or radically modify certain older facilities.

The Company, in common with all Canadian producers, over the last four years became disadvantaged
competitively due to the Canadian forest products industry experiencing annual labour rate increases averaging
approximately 4% more than the U.S. industry. Further aggravating Canada’s competitive disadvantage was the
persistent strengthening of the Canadian dollar — 16 cents on the U.S. dollar since its low point in 1985/86. Since
forest products are primarily sold in U.S. dollars or U.S. dollar equivalents, the combination of wage rate and
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exchange rate movement has dominated any product mix and productivity improvements made by the Company,
particularly with demand volume falling.

Other income (expense) declined by $24.5 million to a loss of $13.0 million in 1990. Studies are on-going at
this time to fully assess changes in operating modes or other low capital solutions which would allow the Company
to maintain employment and market position for facilities losing money. For certain of those operations the
Company believes the options to return to profitable operation, barring a rapid market rebound, to be so remote as to
dictate the need to exercise prudence and provide for the write-off of the assets and associated closure costs.

Interest expense was higher in 1990 than 1989 due to higher borrowings.

Equity earnings declined $5.6 million due in part to a loss in the Company’s investment in the Island Paper
Mills partnership and the loss in UK Corrugated. The loss reflected the difficulties facing fine paper mills in Canada
as a result of a 65% increase in uncoated freesheet capacity and high pulp prices through most of 1990. The startup
of the new coater plant and the launching of new coated paper products in 1990 also impacted on the earnings.
Island Paper Mills is expected to be profitable sometime in 1991 as productivity improves. UK Corrugated, the
Company’s investee in the corrugated container business in the United Kingdom, had a relatively good operating
year, but found it necessary to close 2 plants which closure costs adversely impacted their results.

The Company’s share in the earnings of Koninklijke Nederlandse Papierfabrieken N.V. (KNP) remained
essentially unchanged from 1989. KNP is currently maintaining its profit levels as the European markets grow and
raw materials costs decrease.

BUILDING MATERIALS

MB’s building materials segment contribution to earnings decreased $96.0 million from $139.1 million in 1989
to $43.1 million in 1990. Sales decreased from $I 408.6 million in 1989 to $1,358.9 million in 1990.

The following table shows sales and productlon of building materials products and the percentage of capacity
utilization in each of the years 1990, 1989 and 1988:

Sales Production
Value Operating
($ millions) Volume Volume rate

1990
Lumbetr ((MMIDM) : oo s s vsios o 5 o w58 a3t daie o & 976.4 1,710 794 74%
Plyiwood (MM sq:fE 387 s cas 1i0s 536 5 258 s 69 & L 144.9 539 233 70%
Waferboard (MM sq.ft. 3%”) . ... .o 41.6 282 114 60%
Parallam® (M cubic ft.) ... ..o e 16.3 704 824 57%
11 7= PPN 179.7

1,358.9
1989
Lumber {MMIBIM) . s cos saes i vmes e waais e swnes s § 1,008.6 1,814 792 78%
Plywood (MM Sqft-3") o, vews wvn goss ol vasis sns s dm & 142.5 479 240 71%
Waferboard (MM Sq.ft: 387 ) cons oo vms ovs 50nn 50 smws aaw 59.2 351 205 107%
0 11171 . e T T 198.3

1,408.6
1988
Lumber (MMfbm) ...t 1,008.1 1,890 925 84%
Plywood (MM sq.ft. 38”) . ... i s 124.2 453 265 78%
Waferboard (MM sq.ft. %")..... e T R 61.6 420 326 91%
(1371 1T<] e RN N UTROL S SN A S 210.8

1,404.7

1990 U.S. housing starts at 1.2 million again declined during the year, down from 1.37 million in 1989. Despite
relatively moderate and stable mortgage rates, new home sales and starts are stalled at a depressingly low level.
Overall U.S. lumber consumption is expected to be about 46 million MFBM, a drop of 4% from 1989 but well above
the consumption in the 1982 recession.
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The Japanese economy performed well during 1990, particularly in the first half, GNP growth was up 6.5%.
1990 housing starts were 1.7 million, an increase of approximately 2% over 1989. The healthy economy, and the
strengthening of the Japanese Yen since the second quarter of 1990, drew a flood of log and lumber supply, mainly
from North America. By mid-year, the increased supply had congested the docks and depressed the market, but the
situation had improved significantly by year end.

In the U.S. market, commodity sales declined by 9% while the higher value offshore markets improved. Japan
is a major market for MB, representing about one third of MB-produced lumber.

Sales volumes for wood products were lower in 1990 compared with 1989, but average lumber sales values were
higher as a result of MB’s continued improvement in lumber product mix due to the Company’s commitment to
value-added products. The Island Phoenix mill is having a difficult start up in achieving operating rate and in
penetrating a tough abundantly supplied market, but it is achieving the expected enhancement in grade recovery.
Thus, as expected operating rates are achieved the Company’s overall lumber product mix will further reflect the
commitment to value-added products.

Due to weak waferboard demand, the Company’s Hudson Bay plant operated on a curtailed basis most of the
year. Its sales and production volumes were off more than 40% compared to 1989. Similarly, production volumes of
particleboard, specialtyboard and hardboard were all below the 1989 levels.

Sales activities in the plywood markets were also depressed in 1990, and prices were at an uneconomical level
for many mills in British Columbia. As a result, the Company announced because of long-standing and continuous
financial losses, the Alberni plywood mill will be permanently closed on April 30, 1991.

PULP AND PAPER

MB’s pulp and paper segment contribution to earnings decreased $126.2 million from $180.8 million in 1989 to
$54.6 million in 1990. Sales decreased by $182.7 million from $1,310.2 million in 1989 to $1,127.5 million in 1990.

The following table shows sales and production of pulp and paper products and the percentage of capacity
utilization in each of the years 1990, 1989 and 1988:

Sales Production
Value Volume Yolume Operating
($ millions) k tonnes k tonnes rate
1990
Newsprint —.standard . .o sov0 vos vens s ve 5 ovm was 2w 376.9 548 511
— specialty papers .. .......cooih i iiiiiien e 350.5 415 422
Total newsprint ........... . 727.4 963 933 96%
Market pulp. ... ... e 345.1 407 406 81%
Other ... 55.0
1,127.5
1989
Newsprint — standard . ................... ... ... ....... 413.1 579 575
=SPeCTalty PAPETS:. cocn v v v sisns gravs wwvs s v e 358.8 416 416
JBotal BEWSPHINL « co smcons mum vy pams vamer o 3 o 2u 5 9o o 771.9 995 991 98%
Marketipulpic coes vep somn sem s e vaes w8 v o SOLE B9 460.5 503 484 97%
ONET oos v o moes v swrrs o8 % w0353 4597 TU0LG 5308 563 £ Sibee sue 71.8
1,310.2
1988
Newsprint — standard .................................. 4438 592 600
— specialty papers .............. . ... ..., 343.6 393 393
Total newsprint . ... ... ... 787.4 985 993 96%
Market pulp. ... ... 416.2 490 480 97%
Other ..o 78.9
1,282.5
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U.S. newsprint consumption, although still growing in the western states, was marginally lower in total than
1989 levels and shipments from Canada to the United States were approximately 5% lower. Increased capacity in
the United States during 1990, coupled with labour problems in some Eastern Canadian mills, resulted in a loss of
market share for Canadian producers, as U.S. customers relied more on U.S. sources for their newsprint supply.

Shipments for standard newsprint were down but specialty papers remained at 1989 levels. For the U.S. as a
whole, consumption was weak. New and anticipated capacity had a depressing effect on the market. However,
strength in consumption in the western states, and strikes in the Eastern Canadian newsprint industry resulted in
firm demand for MB’s newsprint. Effective June 1, 1990 the Company was able to eliminate the 5% CPIP discount
program on standard newsprint and some specialties. In addition, a US$35 per tonne price increase was announced
for the U.S. market on standard newsprint and took effect on January 1, 1991. Increases in other markets and
specialty products were also announced effective January 1, 1991.

The table below lists newsprint selling prices in the key U.S. market in 1989 and 1990:

(USS$) 1990 1989
Standard News
List price (per tonne) (NOte 1) ... oo 630 630 less 5%
Groundwood Printing Papers
Average gross sales value (pertonne) (INot€ 2) .....cvviinnvnnrvnnnrecnnnnnnnnn 755 750
Notes:

(1) Contract Performance Incentive Program discount of 5% was discontinued June 1, 1990. Additional discounts averaging 6% in 1989 and 8%
in 1990 have been negotiated to maintain competitive pricing.
(2) Average gross sales value is the weighted average selling price for all groundwood printing paper grades sold in the year.

MB’s pulp shipments declined in 1990 compared with 1989. A sharp decline, which started in the first half of
1990, in U.S. southern softwood kraft prices had led to substitution by consumers and a loss of market share for
Canadian producers of northern bleached softwood kraft (NBSK); and significant down time had to be taken
during the year to keep inventories in line. NBSK prices were reduced in major markets to US$800 per tonne
effective July 1 and to US$750 per tonne effective November 1. Prices continue to be under pressure and further
erosion has occurred since the end of the year.

The table below lists selling prices for NBSK pulp in MB’s key markets for 1989 and 1990:

1989 1990
Quarters Quarters
(USS$) 1 Iy I 11 11 v
BUTOPE: sonn simm sios & uat Saam 50 o albie sess osfs 5o wiaelss st o anans 810 840 840 840 800 750
VIS, il o e % Dalem 0 5 0En 5550 B0 9@ 5 55 sieih 4 S 800 830 830 830 800 750
T AN roie o vinfs s+ 3he soaneie ssmys) caane Tunentms e Tk s Fiit S e o e SR 810 840 840 840 800 750

MB’s mills have undertaken effluent treatment programs that virtually eliminate dioxins. Powell River’s dioxin
program has already produced improvements and will be fully operational next fall. MB is spending about
$42 million at Harmac and $30 million at Powell River on these two projects.

Environmental protection regulations to be issued by the Canadian and British Columbia Provincial
Governments are not yet finalized. These draft regulations could require capital expenditures by the Company of
material sums during the period to 1992, in addition to those capital commitments already made.

The Company’s major pulp and paper operating facilities continue to be monitored closely and funds are being
committed to these profitable operations to meet evolving environmental regulations.
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CONTAINERBOARD AND PACKAGING

The following table shows sales and production of containerboard and packaging products and the percentage
of capacity utilization in each of the years 1990, 1989 and 1988:

Sales (outside MB) Production
Value Volume Volume Operating
($ millions) k tonnes k tonnes rate
1990
Linerboard . ... ... ... .. . 1379 290 366 92%
Corrigating mediiin won s om mon s wos Lo S Salod S0 M50 55 92.2 210 280 92%
Total containerboard «oon sox sy ovm s con e s saud 55 230.1 500 646 92%
Corrugated CONtAINETS; v iy g wsins sopp o s gwe a5 6 225.9 260 259 77%
Other o e sl
456.1
1989
LNEboard ... woud s s s s s s © oo e SEEE i 158.4 305 400 100%
Corrugating medium . .. .......oviiiii i 114.9 226 294 97%
Total containerboard . ......... .. ... . ... 273.3 531 694 99%
Corrugated CONLAINETS. . ..o vttt it iee e ns 230.3 246 250 74%
OMhET : son cnovs ool o & s o sois onls 4 o%% S0 & G5 To0 5.0 o4 5
504.1
1988
| 51 1T 13- 1 SO 155.8 283 397 104%
Corrigating mediUmi- . . oo ous b oo o088 o © on 5% Laa b 118.6 229 302 102%
‘Total contanerboard s ou v « s sesew sup wen voss v sams 5 274.4 512 699 103%
Corrugated containers. . ...........outieeiiiineeennnnn.. 254.6 267 268 87%
Other oo 1.1
530.1

Sales volumes of linerboard were lower in 1990 than in 1989. Linerboard “yellowsheet” price was reduced to
U.S.$380 per tonne in mid 1990 from U.S.$410 per tonne. However, markets were very competitive and price
discounting occurred on both linerboard and medium.

A significant portion of Pine Hill’s containerboard is sold to its affiliated U.S. corrugated container plants. In
1990 U.S. corrugated box sales volumes were up but prices were lower than in 1989 and continued to show erosion
in the latter part of the year reflecting further competitive pricing pressures.

The Company’s corrugated container operations in the United States suffered a decline from 1989 results
despite an increase in volume. There were a couple of operations with particularly unsatisfactory results which are
being carefully studied to reverse the situation.

EARNINGS SENSITIVITIES

MB’s earnings are sensitive to fluctuations in prices for its products and in currency exchange rates. Based on
production in 1990, a Cdn.$10 per unit change in the average net sales prices of its principal products or a $.01
change in the value of the Canadian dollar relative to $1.00 U.S. effect MB’s annualized after tax earnings
approximately as follows:

Approximate annual
effect on net earnings

($ millions)

Price sensitivity
Lumber $10 change per Mfbm. . ... ... i e
Newsprint and specialty papers $10 change pertonne..........................
Containerboard $10 change pertonne .. ........ ... ... .0 oiuiiiiiinnnnnnn. ..
Pulp $10 change per tonne ........... ...ttt
Exchange sensitivity
Canadian dollar — change of $.01 Canadian relative to $1.00 U.S. .............. 6

B OV
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COMPARISON OF 1989 AND 1988 EARNINGS

In 1989 MB recorded net earnings of $246.7 million. This compares to the record 1988 earnings of
$329.8 million. On a per common share basis, net earnings decreased from $3.08 per common share in 1988 to $2.27
per common share in 1989. Sales of products and services were virtually unchanged at $3,273.7 million in 1989
compared with $3,273.5 million in 1988.

The major items contributing to the earnings decrease were $122.9 million decline in operating earnings,
$10.1 million increase in interest expense, and $8.6 million decrease in equity earnings of partly-owned companies,
partially offset by $20.6 million increase in other income.

The $122.9 million decrease in operating earnings was mainly attributable to increased production costs, lower
prices for newsprint and containerboard and a stronger Canadian dollar. On average, the Canadian dollar was
approximately 4% stronger in 1989 than in 1988 which adversely affected net earnings by approximately $28 million.

MB’s building materials segment’s contribution to earnings decreased $47.7 million largely due to lower sales
volumes for most wood products. However, MB’s average lumber sales values were higher in 1989 than in 1988 due
to improvement in the product mix of value-added products. The Japanese market significantly contributed to
higher 1989 sales values, and the Chemainus and Somass mills were producing higher value-added products than in
1988.

The pulp and paper segment’s contribution to earnings decreased by $74.1 million due to lower prices in
newsprint, resulting from increasingly competitive markets arising from new capacity additions and high inventories.
The Company discounted newsprint prices during 1989 in order to meet competitive prices and to maintain market
share. On the other hand, the pulp market continued to be strong throughout 1989, making major contributions to
operating earnings. Pulp prices were higher in all geographical markets, and shipments in 1989 increased slightly
from 1988.

The containerboard and packaging segment’s contribution to earnings decreased $4.4 million from
$118.0 million to $113.6 million in 1989. Price discounting began to occur around the middle of 1989 for both
linerboard and medium. Corrugated container sales and prices were lower in 1989 than in 1988.

Costs and expenses increased $123.1 million reflecting a general increase in production costs as well as higher
harvesting costs in B.C. Increased selling, general and administrative expenses largely reflect salary increases. Other
income (expense) was a net expense in 1988 due to the loss on disposal of the Company’s Thunder Bay waferboard
facility and the writedown of certain other facilities which were no longer competitive. Interest expense was higher
in 1989 than 1988 as the Company increased its debt to fund capital expenditures.

Equity earnings declined $8.6 million due to reduced earnings from all the Company’s major investments.

FINANCIAL POSITION

MB accesses the world’s major financial markets and, in order to obtain the most advantageous terms of credit,
maintains a flexible financial structure. MB’s policy in respect of debt leverage is to maintain a ratio of debt to
invested capital of 25% or less at the top of the business cycle and 35% at the bottom of the business cycle.

At December 31, 1990, interest-bearing debt and redeemable term preferred shares as a ratio to invested
capital was 35.5% compared to 27.0% at the end of 1989. MB’s short term investments at December 31, 1990 of
$77.8 million represents a ratio of 2.4% of invested capital (1989 — 1.7%).

As at December 31, 1990, MB’s available borrowing capacity was as follows:

Available Utilized
($ millions)
Short teiin lifies Of Gredit: sou veu 5 o srun 1.9 o 7 o7 oelis v wiate & 55605 o 4 343.6 90.6
Long term HNEs ol Credit: . wons won soms woi sulen oF som s e 5o S 2505 3 650.0 =
90.6

993.6 9.6

During the fourth quarter of 1990, MB arranged loans with various banks totalling Cdn.$480 million. A portion
of the loans are at fixed rates of interest varying between 9.4% and 9.85% and the balance is at bankers acceptance
rates plus a fee. The terms of the loans are for periods of five and seven years. The net proceeds were used to repay
short term debt, finance capital expenditures and for other general corporate purposes. At December 31, 1990 total
interest-bearing indebtedness including the convertible subordinated debentures amounted to $1,264.3 million, up
from the $909.0 million at December 31, 1989.
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Funds generated by operations in 1990 amounted to $289.6 million (1989 — $555.1 million) with net funds
required of $309.6 million (1989 — $304.3 million) after capital expenditures and investments of $425.3 million
(1989 — $594.8 million), payment of preferred dividends, interest and taxes of $91.8 million (1989 —
$182.5 million), and payment of common share dividends of $82.1 million (1989 — $82.1 million).

Capital expenditures in 1990 on property, plant and equipment were $366.5 million of which $195.0 million
related to ongoing environmental and safety items and the replacement of existing capacity and technological
updating. Details of specific capital expenditures have been described in each segment’s section where the business
of MB has been discussed.

In 1990, the Company paid cash dividends on its common shares amounting to $.80 per share. At its meeting
on February 6, 1991, the Board of Directors declared a dividend of $.15 per common share payable on March 15,
1991 to shareholders of record on February 22, 1991. The common share dividends will be payable in cash or in
common shares at the shareholder’s option. The Board of Directors also declared the stated dividends on the
preferred shares.

The Company had short-term investments of $77.8 million at December 31, in addition $100 million of the
1990 fourth quarter financings were drawn in January, 1991. These funds together with operating cash flow are
expected to substantially finance the committed 1991 capital program. ’

DIVIDENDS AND SHAREHOLDER INFORMATION
During the two years ended December 31, 1990, the Company declared the following dividends:

1990 1989
($ millions)
Class B Preferred shares
SIS A . . e e e 1.5 1.8
ST B oo b vemn s van v e Dalen SN SRR 0 Fa0LE O TR BN CEEE SIS YOS S5 LaeT 1 i 4.6 4.5
S BTIES 9 . ottt e e 4.4 4.1
DoY) 5 T=1c 0 0 5.0 5.2
COMIMION SIS .« . . ot ittt et e et et e e 82.1 82.1

In 1990 and 1989 all dividends on common shares were paid in cash. Preferred share dividends are paid
quarterly.

The terms of issue of the Company’s preferred shares prohibit the declaration or payment of any dividends,
other than stock dividends in common shares, unless all accrued dividends on such preferred shares have been paid
or set apart for payment.

Dividends paid to United States shareholders of the Company’s shares are subject to a 15% Canadian non-
resident withholding tax.

Central Guaranty Trust Company (Vancouver, Calgary, Regina, Winnipeg, Toronto, Montreal) and The
Chase Manhattan Bank (New York) are the Company’s transfer agents and registrars.

Distribution of common shares and registered common shareholders as at February 1, 1991:

Common
Common shares sharecholders*
1T O g 98,843,274 6,979
United States . ... .o e 3,785,619 697
Other. . 20,380 75
102,649,273 7,751

SHArEr WATEATIES (e wovo. cons sme o srone svamins e s s G b Sog SEion S SOEl. S05 5T 552
102,649,825

*  Excluding approximately 19,000 beneficial shareholders, 8,700 of whom are employees of the Company.
Exchange listings:

Common shares listed: Toronto, Montreal, Vancouver.

Common shares quoted: NASDAQ.

Class B preferred share listings: Toronto, Montreal, Vancouver.

Ticker symbols: Canadian stock exchanges — MB; NASDAQ-MMBLF.
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EXECUTIVE OFFICERS

Age at Positions held
Name Address Feb. 1, 1991 during past five years
R.V.Smith ........... West Vancouver, B.C. 64 Chairman of the Board since

December 1990; prior to which he was
President and Chief Executive Officer
of the Company

A.H. Zimmerman. ..... Toronto, Ontario 63 Vice-Chairman of the Board since
December 1990; prior to which he was
Chairman of the Board of the
Company; Chairman and Chief
Executive Officer, Noranda Forest Inc.

R.B. Findlay .......... West Vancouver, B.C. 57 President and Chief Executive Officer
since December 1990; prior to which
he was Senior Vice-President,
Marketing since 1989; prior to which
he was Senior Vice-President, Alberni
Region

D.L. McLauchlin ...... Vancouver, B.C. 64 Executive Vice-President since 1989;
prior to which he was Executive Vice-
President, Operations of the Company

J. SEC. ROSS oo sourin s West Vancouver, B.C. 59 Executive Vice-President and Chief
Operating Officer since December
1990; prior to which he was Senior
Vice-President, Regional Operations
since 1989; prior to which he was
Senior Vice-President, Nanaimo

Region

L EOTEacS s van = o Vancouver, B.C. 60 Senior Vice-President, Research and
Development

AN. Grunder ......... North Vancouver, B.C. 54 Senior Vice-President, Finance and

Administration since May 1989; prior
to which he was Vice-President,
Information Systems & Services

J.L. Howard, Q.C. ..... Vancouver, B.C. 59 Senior Vice-President, Law &
Corporate Affairs
W.W. Shorter ......... Montgomery, Alabama 58 Senior Vice-President, Containerboard

and Packaging and President of
MacMillan Bloedel Inc. since 1989,
prior to which he was President,
MacMillan Bloedel Inc., a wholly
owned subsidiary of the Company
RN Wiewel ..o v o West Vancouver, B.C. 63 Senior Vice-President, Product

Development since 1989; prior to
which he was Senior Vice-President,

Marketing
G.A. Adams .......... West Vancouver, B.C. 52 Vice-President, Transportation
W.A. Adams .......... Nanaimo, B.C. 50 Vice-President, Nanaimo Region since

1989; prior to which he was President
and Chief Executive Officer, Island
Paper Mills Company

G.M. Ferguson ........ North Vancouver, B.C. 50 Vice-President, Treasurer

J.C. Finkbeiner ........ North Vancouver, B.C. 43 Vice-President, Tax, Properties and
Risk Management

W.E. Hawkings ........ Richmond, B.C. 59 Vice-President, Engineering
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Name Address

G.H. Johncox ......... North Vancouver, B.C.
E. Lauritzen .......... West Vancouver, B.C.
WG Low voss ian s s Powell River, B.C.

Vancouver, B.C.

FE:H. Moonen... Jo: v s West Vancouver, B.C.
DW.St. John......... Vancouver, B.C.
A.C.Stubbs........... North Vancouver, B.C.
R.D. Tuckey . . duw wus s s Port Alberni, B.C.
Y.R. Worthy « « s 04+ West Vancouver, B.C.
G.E. Mynett « : i von ie Vancouver, B.C.

Vancouver, B.C.

North Vancouver, B.C.
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Age at

Feb. 1, 1991

50

52

60

47
62
59

46

49

53

44

49
48

Positions held
during past five years

Vice-President, Human Resources
since 1986; prior to which he was
Vice-President, Industrial Relations

Vice-President, Pulp & Paper
Marketing

Vice-President, Powell River Region
since 1989; prior to which he was
General Manager, Alberni Pulp and
Paper Division

Vice-President, Controller
Vice-President, Government Affairs

Vice-President, Building Materials
Marketing since December 1990; prior
to which he was Vice-President,
Lumber Marketing

Vice-President, Corporate
Communications since 1988; prior to
which he was Director, Public
Relations

Vice-President, Alberni Region since
1989; prior to which he was General
Manager, Harmac

Vice-President, Engineered Wood
Products since December 1990; prior
to which he was Vice-President,
Panelboards

Corporate Secretary since 1989; prior
to which he was Secretary and
Solicitor since 1987; prior to which he
was a Solicitor with the Company

Assistant-Treasurer

Associate Corporate Secretary since
1987; prior to which she was Assistant
Secretary



FIVE YEAR FINANCIAL DATA

Funds generated by operations....................
Depreciation, depletion and amortization ...........
Capital expenditinres: . oo con wev s cun wwws s s o
Interest paidane sove see v e @ o et e o
Preferred share dividends paid . ...................

Common share dividends paid . .............

Current assets. . ......oviviiiiinnniann..
Current operating liabilities ................

Operating working capital . . ................
Property, plant and equipment ..............
Investments and other assets ...............

Net assets employed . .....................

Short term interest-bearing debt ............
Current portion of long term debt ...........
Long term debt ; v e ey s maws v pome

Interest-bearing debt (excluding convertible
subordinated debentures) ................
Convertible subordinated debentures.........
Redeemable term preferred shares ..........
Redeemable convertible preferred shares .. ...
Other redeemable preferred shares ..........
COommon SQUILY : .. « sus winin o wasiss sia ¢ 2
Deterred eredits . s ¢ s s v s o 2o s

Total invested capitmote Bossen st 50 e

Total assets (Note 4) ...,

Total long term debt, convertible subordinated
debentures and redeemable preferred shares

Interest-bearing debt (excluding convertible
subordinated debentures) as a percentage of
invested CApItal oy s ¢ s amen vm apien e

Interest-bearing debt (excluding convertible

subordinated debentures) and redeemable term
preferred shares as a percentage of invested capital

Notes:

199 1989 1988 1987 1986
($ millions)
289.6 555.1 5929 554.2 404.5
156.5 130.4 124.6 127.4 105.4
366.5 5184 364.0 256.6 100.0
77.0 51.7 44.9 529 67.1
13:3 15.6 16.9 26.1 35.5
82.1 82.1 924 82.8 233
992.0 982.7 932.0 875.7 683.2
390.6 404.4 374.7 313.1 229.6
601.4 578.3 3573 562.6 453.6
2,065.8 1,869.6 1,504.4 1,350.6 1,258.6
516.8 421.2 316.7 289.5 254.1
3,184.0 2,869.1 2,378.4 2,202.7 1,966.3
48.5 79.0 67.6 133 55.9
30.7 18.8 12.0 13.7 39.1
1,035.1 661.2 350.5 398.8 452.3
1,114.3 759.0 430.1 425.8 547.3
150.0 150.0 150.0 150.0 —
15.4 17.0 19.0 72.3 214.6
— — — — 50.1
104.1 106.5 108.9 109.4 110.0
1,477.4 1,509.1 1,376.4 1,194.3 945.7
322.8 3275 294.0 250.9 98.6
3,184.0 2,869.1 2,378.4 2,202.7 1,966.3
3,574.6 3.273.5 2,753.1 2,515.8 2,195.9
1,304.6 934.7 628.4 730.5 827.0
35.0% 26.5% 18.1% 19.3% 27.8%
35.5% 27.0% 18.9% 22.6% 38.7%

(1) The conversion of $43.0 million of redeemable convertible preferred shares into common shares in
January 1987 has been given effect as at December 31, 1986 in the above table.
(2) For a summary of U.S. and Canadian dollar exchange rates see Note 2 accompanying five year earnings data

on page 26 of this report.

(3) “Invested capital” is defined as the sum of short-term bearing debt, long-term obligations, deferred income
taxes, convertible subordinated debentures and shareholders’ equity.
(4) Prior years have been restated to conform with the presentation in 1990.
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MacMILLAN BLOEDEL LIMITED

Consolidated Statements of Financial Position
Net Assets Employed
December 31
1990 1989*
($ millions)

Current assets:

CaSh vy i sioms 5 0 B 59505 SRS 60 TR 3 T35 Su 6 s antne s sune manss Sasymie stass Sumter sreie voere $ 7 $ —
Short term investments and deposits. . ................oii 77.8 47.9
Accounts receivable —
Trade. . ... 305.4 354.0
Other. 43.5 36.3
Income Aaxes: TeCOVETAbIE .. ius o s psups s sare v s S50 5 5088 U055 5 B0% 295 5 Brmcn roene 28.0 15.4
Inventories (Note 2)........... Voo S0 o500 SN WA ¥ I 00 G e sosnek adens s avame miae 531.3 526.1
Prepaid eXPenses: . ox sumy wan o wos 5505 555 505 5 555 Siie suermre. surns smsare et vosiers st samcene stoss 53 3.0
992.0 982.7
Deduct current liabilities (excluding interest-bearing debt):
Bank overdrafts in excess of cash ........ ... ... . ... ... .. — 17.6
Trade accounts payable. ...... ... ..o 1535 160.3
Accrued payroll and related liabilities . ............... .. .. oiiiiri ... 117.4 129.6
Accrued interest on borrowed funds .............. ... . 20.5 16.4
Other accounts payable and accrued liabilities ................................ .. 99.2 80.5
390.6 404.4
Operating working capital . .............. ... . i 601.4 578.3
Investments and other assets:
Investments in affiliates (Note 3) ... ... ... ooiiireo i 471.2 380.4
Other investments and assets, @t COSt . ......vvuvintierereeienreneenennennennnns 45.6 40.8
516.8 421.2
Property, plant and equipment: (Note 4)
Buildings and equipment ......... ... 3,018.2 2,744 4
Less: Accumulated depreciation ............. ... .. 1,310.1 1,202.8
1,708.1 1,541.6
Construction in Progress . ... ...o.oon o 153.2 140.9
1,861.3 1,682.5
Timber and land less accumulated depletion ... ...............c.0oooreirinnin.. 215.9 200.1
LOZRINE YRR booy & so ciis « 455 505 & 559 5555 H0 somn b wison sinsm % posse modie wctons sians Eaires Scbin 8 13.4 12.9
Foreign exchange translation adjustment .............. .. .. ... . .. ... . . . . . .. ... .. (24.8) (25.9)
2,065.8 1,869.6
$3,184.0 $2,869.1

*Certain 1989 amounts have been reclassified to conform with the presentation in

Approved by the Board:

R.B. Findlay,
Director

R.V. Smith,
Director

1990.



MacMILLAN BLOEDEL LIMITED

Consolidated Statements of Financial Position

Invested Capital

Short term interest-bearing debt:
Bank indebtedness (Note 5)
MNotes:payables .. e wos v s i s e
Current portion of long term debt (Note 6) ..

Long term obligations:
Term loans (Note 7) ............ccivuinn.
Notes and bonds (Note 8) .................
Other................ IR .
Foreign exchange translation adjustment

Deferred income taxes

December 31

1990

1989

(% millions)

Convertible Debentures and Shareholders’ Equity:

Convertible subordinated debentures (Note 9)

Shareholders’ equity
Share capital: (Note 10)
Preferred shares
Common shares

Retained earnings

Foreign exchange translation adjustment

Shareholders’ equity

Commitments (Notes 10 and 11)

.................................. $ 474 $ 370
.................................. 1.1 42.0
.................................. 30.7 18.8
79.2 97.8
.................................. 841.6 478.7
.................................. 176.0 176.8
.................................. 22.7 30.3
.................................. (2.1) (17.6)
1,038.2 668.2
.................................. 319.7 320.5
1,437.1 1,086.5
.................................. 150.0 150.0
.................................. 119.5 123.5
.................................. 552.0 552.0
671.5 675.5
.................................. 976.1 1,023.3
1,647.6 1,698.8
.................................. (50.7) (66.2)
.................................. 1,596.9 1,632.6
1,746.9 1,782.6
$3,184.0  $2,869.1
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MacMILLAN BLOEDEL LIMITED

Consolidated Statements of Earnings

Year ended December 31

1990 1989 1988
($ millions)
Sales of products and SEIVICES .. ... ..ottt $3,003.2 $3,273.7 $3,273.5
Costs and expenses:
Materials, labour and other operating expenses ....................... 2,538.7 2,561.0 2,451.8
Depreciation, depletion and amortization ............................ 156.5 130.4 124.6
Selling, general and administrative .............. ...t 216.7 217.2 209.1
2911.9 2,908.6 2,785.5
OPperating Carmings . . . ..o\ vttt e e 91.3 365.1 488.0
Other income (EXPENSE) ... .. ...ttt (13.0) 11.5 (9.1)
INEErESt EXPEIISE . o ot v v v ettt e e ettt e e e e e (81.0) (53.6) (43.5)
Earnings: (loss) Delorc:income 1aXeS . was s ¢ s s v v somess se%s s o (2.7) 323.0 4354
Income tax (recovery) expense:
CUTEEN e oot v @ e vaies S SRFT S W6 © G S0 © VRIE TW5F 3 500 B & A & (1.7) 90.4 133.3
DEOFTE - o ool vmi ie® 5 B0 5.05.3 V60 5006 985 Sl E Vi hah § Snd SaTes BaE 6 (10.2) 33.1 28.1
(11.9) 123.5 161.4
Earnings before undernoted item . ......... ... ... ... . ool 9.2 199.5 274.0
Buuitysinzeamningsrofaffiiates: ... s svn somm s wse was won v sn s e s 41.6 47.2 55.8
INEL/BATINGS: st sove v T 663 & O Nam DO V6% D0 505 Wik 3 905 PA0e T S50 | 50.8 246.7 329.8
Provision for dividends on preferred shares ............................ 13:1 132 13.8
Net earnings attributable to common shareholders ...................... $ 377 $ 2335 $ 316.0
Earnings per common share (dollars)
BaSIC oo $ 37 $ 227 $ 3.08
FOlly dilited s oo con ¢ s vt 5 s 55 55 565 5 0 Sas 2800 265 5.0 4% 8 $ 37 § 221 $§ 297
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MacMILLAN BLOEDEL LIMITED

Consolidated Statements of Changes in Financial Position

Year ended December 31

1990 1989 1988
($ millions)
Internal funds:
Generated by operations
OPperating EarmingS . . .. ... vvventene et ettt et e $ 91.3 $ 365.1 $ 488.0
Depreciation, depletion and amortization. ........................... 156.5 130.4 124.6
Other Icome: (EXPENEE) wwus vuws po wenth i w5 Hed S R S B4 we (13.0) 11.5 20.0
Dividends from partly-owned companies ................covviieiin.. 21.1 17:2 14.2
Decrease (increase) in operating working capital —
Receivables ... ...t e 41.5 11.4 (53.1)
LR 1T ) (=1 (5.2) (26.4) (55.7)
OIRRL c0 « s wrsons stass wrvsisns wiwe s orvas s5mons wiose s simee A iats serns o wies sins (2.6) 459 54.9
Generated DY OPETations: . «u«u cun « i s soare wias swse wites o @ve & b o 289.6 555.1 592.9
Required for:
Interestig: v osn wums s vpos | N TS SRR S SEN E AU SR e W ¥ A S 77.0 51.7 44.9
Dividends to preferred shareholders ..................cviiinnn.., 15.5 15.6 16.9
Income taxes currently paid (recovered) ............... ... ... (.7) 1152 95.3
91.8 182.5 157.1
Netinternal funds . ........ . ... i i 197.8 372.6 435.8
Funds invested long term:
Capital Expenditires).  som e va sums mee Poss ee woes T S S5 T g Wi 366.5 518.4 364.0
Investmentsiand othet assetS e cow wun viwi L §mes Wis Viws s w557 das T 58.8 76.4 249
425.3 594.8 388.9
(227.5) (222.2) 46.9
Dividends to common shareholders ............ . ... ... 82.1 82.1 92.4
Funds required . ... ..ottt e (309.6) (304.3) (45.5)
Financing transactions:
Net interest-bearing debt incurred . ... o cin cuis sion v v v i s vas 3339 327.0 40.8
Retraction and redemption of preferred shares . ........................ (4.1) (4.0) (52.0)
Issue of commion SRATES:: « sae sem v varis S S0 Vi 5208 s S B B0 — - 4.4
Disposal of investments, subsidiaries and other......................... 28.0 6.4 (3.5)
Financing provided (repaid) ...........oouuiuiiiiiiiiiiiii i 357.8 329.4 (10.3)
Increase (decrease) in funds®. ... ... .. .. ... . . ..., $ 48.2 $ 25.1 $ (55.8)

* Funds are defined as cash, short term investments and deposits less bank overdrafts.
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MacMILLAN BLOEDEL LIMITED

Consolidated Statements of Retained Earnings
Year ended December 31

1990 1989 1988
($ millions)
Balance at beginningiof YEAT ... s siw suvs us wesis s us v s ok b s Ve v 4 $1,023.3 $ 8746  $654.7
NEL CATTURES « oty wnos v 000 2008 S5 2005 S0 TRIST Sa0 HEk ¥ Flit S0 SOl B08 955 & 50.8 246.7 329.8
1,074.1 1,121.3 984.5
Deduct:
Cash dividends:
Preferred ShAres: .o wu v s s soesen oo mavae v » viom s sssrs e 3 - 15.5 15.6 16.9
Common shares 1990 $.80 per share
(1989 $.80:and 1988 .90 Per ShATE) ccon v 5 i wu saws soss oy wivh & 82.1 82.1 92.4
97.6 97.7 109.3
Costs of issue and redemption of class B preferred shares ............... 4 3 .6
98.0 98.0 109.9
Balance at end of year ... ... ... ... $ 976.1 $1,023.3 $874.6

AUDITORS’ REPORT
To the Shareholders of
MacMillan Bloedel Limited:

We have audited the consolidated statements of financial position of MacMillan Bloedel Limited as at
December 31, 1990 and 1989 and the consolidated statements of earnings, retained earnings and changes in
financial position for each of the years ended December 31, 1990, 1989 and 1988. These consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards. Those standards require that
we plan and perform an audit to obtain reasonable assurance whether the consolidated financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the consolidated financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial
position of the Company as at December 31, 1990 and 1989 and the results of its operations and the changes in its
financial position for the years ended December 31, 1990, 1989 and 1988 in accordance with generally accepted
accounting principles. As required by the British Columbia Company Act, we report that, in our opinion, these
principles have been consistently applied.

Price Waterhouse Vancouver, British Columbia
Chartered Accountants February 6, 1991
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MacMILLAN BLOEDEL LIMITED

Notes to Consolidated Financial Statements
December 31, 1990, 1989 and 1988

In these notes “MacMillan Bloedel” means MacMillan Bloedel Limited and its consolidated subsidiaries, and
“Company’” means MacMillan Bloedel Limited as a corporation.

Accounting policies:

1.

MacMillan Bloedel follows accounting principles generally accepted in Canada. Information with respect to
generally accepted accounting principles in the United States is provided in Note 15.

(a)

(b)

(c)

(d)

(e)

(f)

Principles of consolidation
The consolidated financial statements include all subsidiaries.
Foreign currency translations

The assets and liabilities of self-sustaining foreign operations are translated at current rates of exchange
while those of integrated foreign operations are translated at current rates for items measured at current
prices, and at historical rates for items measured at past prices. Other assets and liabilities denominated
in foreign currencies are translated at the year-end rate of exchange.

MacMillan Bloedel considers that its foreign currency denominated debt represents an effective hedge of
its foreign currency investments in subsidiary and partly-owned companies. Accordingly, foreign currency
translation adjustments relating to long term debt are included with the foreign exchange translation
adjustment relating to self-sustaining foreign operations as a separate component of shareholders’ equity.

The foreign exchange translation adjustments which are separately identified in the consolidated
financial statements represent the amounts required to adjust the Canadian dollar equivalents from those
that are derived from using historical rates of exchange to those that are derived from using the above
noted policy.

Valuation of inventories

Inventories of operating and maintenance supplies and raw materials are valued at the lower of average
cost and replacement cost. Inventories of manufactured products are valued at the lower of average cost
and net realizable value.

Property, plant and equipment
Property, plant and equipment are recorded at cost.

MacMillan Bloedel employs the units-of-production basis for depreciation of manufacturing assets. Non-
manufacturing assets are depreciated on a straight-line basis.

The rates of depreciation being applied are intended to fully depreciate manufacturing assets (at normal
production levels) and non-manufacturing assets over the following periods:

Buildings ......... ... ... 20 and 40 years
Pulp and paper mill machinery and equipment 20 years
Logging machinery and equipment .......... 5 to 7 years
Other manufacturing machinery and

EQUIPIMENE s sais s sime wam's sis i sas o 7 to 13 years
Nesselsh o v s smn e saie den SRS B E 10 to 13 years

Depletion of timber and amortization of main logging roads are determined on a basis related to log
production.

Capitalized interest

Interest is capitalized during construction of major capital projects.

Goodwill

The goodwill component of investments in partly-owned companies is generally amortized over 20 years.
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Inventories:

December 31

1990 1989
($ millions)
(perating ‘and ‘maintenance SUPPHES .« cix v rvs svien oo v o wave onts § Fias s § it 3505 4 $ 80.2 $ 729
Logs, pulp chips and pulpwood ... ... ... . ... . e 154.0 176.6
Lumber, panelboards and other building materials ................................ 210.0 197.6
Pulp and paper products . ... ..ot e 56.3 45.2
Containerboard and packaging products ........... ... i 30.8 33.8
$531.3 $526.1
Investments in affiliates accounted for by the equity method:
December 31
1990 1989
Undistributed
% earnings
Owned Cost (losses) Total Total
($ millions)
Koninklijke Nederlandse
Papierfabricken N.V. (KNP) ................ 30.6 $134.0 $165.4 $299.4 $236.2
UK. Corrugated . ................ooooiiii.... 50.0 37.8 (6.7) 31.1 27.4
MacMillan Bathurst . ......................... 50.0 21.6 12.1 337 36.1
Island Paper MIllS . s vus v s cnn smey s o ¥ s 50.0 52 (10.9) 41.8 51.0
PRI e, v o swana swvises s svase 5 s Somini. g S7gyp i icess 4.6 (1.0) 3.6 1.2
250.7 158.9 409.6 351.9
Foreign exchange translation adjustment......... 15.5 46.1 61.6 28.5
$266.2 $205.0 $471.2 $380.4

During 1990 MacMillan Bloedel acquired an additional 2.4% of KNP for $35.9 million. The unamortized
goodwill attributable to MB’s investment in KNP is $28.5 million.

Summarized financial information —

Financial position:

CUTTEDEASSOIS con & crvss scas v s v siers i 3 B T TR S
Investments in affiliates accounted for by the

equity method* .......... ... .. ... ... ... ...
Other non-CUITeNt a88888 . « o oo win wem & oo 2% ¢ s s

Shareholders’ equity ................ ... .iiin....
Foreign exchange translation adjustment

*KNP’s principal investments accounted for by the equity method are:

December 31

1990 1989
KNP Other Total Total
($ millions)

$ 561.4 $ 200.0 $ 7614 $ 8144
622.4 — 622.4 457.3
792:7 326.5 1,119.2 1,089.3
214.6 5.7 220.3 66.6
$2,191.1 $ 5322 $2,723.3 $2,427.6
$ 3137 $ 129.1 $ 44238 $ 4717
679.1 180.1 859.2 822.3
164.7 5.1 169.8 75.2
1,157.5 314.3 1,471.8 1,369.2
814.2 217.9 1,032.1 938.4
219.4 s 219.4 120.0
$2,191.1 $ 5322 $2,723.3 $2,427.6

(i) A 42% fully diluted interest in Leykam-Murztaler, a major Austrian fine paper company; and
(ii)A 46% fully diluted interest in VRG Group N.V., a major paper wholesaler based in the Netherlands.
Goodwill related to KNP's investments in affiliates remaining to be amortized at December 31, 1990 amounted to $210.2 million.
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Investments in affiliates accounted for by the equity method: (continued)

Results of operations:

Year ended December 31

1990 1989 1988
KNP Other Total Total Total
($ millions)
INet SaleSic. »oen conm s s sum vaww e SR $1,404.0 $ 906.0 $2,310.0 $2,394.4 $2,515.2
GTossIprofitar: o pden vom s miasse sus wers § 1825 § 24 § 1849 $ 2200 $ 2679
INEt CArINGS . s s wvma v swers stomes v svaas $ 167.9 $ (139) § 1540 $ 1728 $ 176.1
Buildings and equipment:
Property, plant and equipment:
Accumulated Construction
Cost depreciation Net in Progress
($ millions)
December 31, 1990
Building materials ............................ $ 831.8 $ 349.1 $ 4827 $ 420
Pulpand paper .............. ... .............. 1,457.0 658.4 798.6 76.4
Containerboard and packaging .................. 611.4 238.8 3726 34.8
Corporate assets and other ..................... 118.0 63.8 54.2 —
$3,018.2 $1,310.1 $1,708.1 $153.2
December 31, 1989
Building materials . .. « inn cie s v ¢ v sise v s $ 721.1 $ 3303 $ 3908 $ 772
"Pulp and paper ««ux smvrm s ot s g e 1,352:9 615.8 736.9 46.3
Containerboard and packaging .................. 562.4 2185 343.9 17.4
Corporate assets and other ..................... 108.2 38.2 70.0 —
$2,744.4 $1,202.8 $1,541.6 $140.9

Assets having an aggregate historical cost of $184.6 million (1989 — $184.6 million) (mainly the Alabama
facilities and certain ships) and the related depreciation and long term debt included in these financial

statements are held under capital leases.

Construction in progress as at December 31, 1990:

Pollution projects at Harmac and Powell River, paper machine modernizations at Port Alberni and Pine
Hill and a parallel strand lumber manufacturing plant at Deerwood, Minnesota.

The estimated total cost of these projects, including capitalized interest, is $287.5 million. These projects are

expected to be completed in 1991.

Short term bank indebtedness:

At December 31, 1990 MacMillan Bloedel had short term bank lines of credit aggregating $343.6 million

(1989 — $287.8 million) of which $47.4 million (1989 — $37.0 million) had been drawn down.



Payments required on long term debt in the next five years:

Term Other
Bonds bank loans liabilities Total
($ millions)
TO9 L v v comd waness mio G Sy s RN TR S TRRLE S0 60 ¥ $:43 $25.0 $5.0 $ 307
199200 siiris st 5,55 7 39508 5,505 WAIH uvson warme Subleve wise sueimss scase snce 8 sxess ) 3.2 4.0 7.9
D0 . it e e e e e e e e 4.4 2.6 43 11.3
L0 e 8 92.2 4.6 97.6
s T S 1 2943 22 296.6

Term loans (unsecured):

7.39% Dutch Guilders 32.1 million maturing 1991 ..............................
6.8% Yen 500 million maturing 1993 ... ... ... . ... .
8.31% to 8.54% U.S. $75.0 million maturing 1994 ... .. ..........ccviinni.....
9.4% to 9.54% U.S. $250.0 million maturing 1995 ............ ... ... ... ... . .....
5.87% Yen 1,625 million maturing 1995 . . .. ... ... ..
8.1% Dutch Guilders 215.0 million maturing 1996 ................ccoiiiivnnnn...
9.85% U.S. $50.0 million maturing 1997 .................. o F T ERH 5 BB iR e .
$29.0 million maturing 1997* . . . . ...
$100.0 million maturing 1997* . . ...
9.2% U.S.$200.0 million maturing 1999 .. ... ... i
5.0% Yen 200 million ... ..o

December 31

1990 1989
($ millions)
$ 16.3 $ 271
4.2 1.7
98.0 98.0
290.3 —
14.2 11.8
118.0 118.0
58.3 —
29.0 —
% _
2327 232.7
— 47
861.0 491.0
19.4 12.3
$841.6 $478.7

At December 31, 1990 MacMillan Bloedel had undrawn contractual term bank lines of credit aggregating
$650.0 million. These contractual term lines provide for loans on a revolving basis for up to three years,

followed by repayment periods of five years.

* Interest rates related to bankers acceptance rates
**Drawn January, 1991

Notes and bonds:

9% Notes (unsecured) maturing 1996
(ULY: $100.0 millON) o o com 550 5 40 605 65505 5765 5,555 50008 merme 21008 ssmions ssmmm sisiere orae s

7.75% to 10.5% industrial development revenue and pollution control bonds, maturing
1993 to 2009 (U.S. $31.4 million)* . ... ... . it

Industrial bonds at interest rates ranging from 4.9% to 10.25% and maturing from
1993 to 1997 (U.S. $4.5 million)*

Less: Payments due within one year

December 31

1990

1989

($ millions)

$133.3 $1333
37.8 37.8
5.7 6.5
176.8 177.6
8 8
$176.0 $176.8

*These bonds are direct obligations of Industrial Development Boards and municipal authorities in Alabama, Arkansas and Mississippi.
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9.

Convertible subordinated debentures (unsecured):

On May 21, 1987 the Company issued $150.0 million twenty year adjustable rate convertible subordinated
debentures.

Interest —

The interest rate is the greater of (i) 5% and (ii) 1% plus the percentage that two times the dividends paid per
common share in the previous six months is of the then applicable conversion price.

Conversion features —

The debentures are convertible at the holder’s option into common shares on or before the earlier of the last
business day prior to the maturity date of the debentures or the last business day prior to redemption, at a
conversion price of $28.625 per common share subject to adjustment under certain antidilution or other
provisions.

Redemption features -

At the Company’s option, the debentures are redeemable after May 1, 1990; upon maturity they are
redeemable for common shares. The characteristics and attributes attaching to the convertible subordinated
debentures, including the Company’s option to require the trustee to apply the proceeds and purchase common
shares, causes the Company to view these securities as substantially permanent capital and consequently these
debentures are shown under the heading “convertible debentures and shareholders’ equity”.

10. Share capital:

The Company’s authorized capital consists of 250.0 million common shares, 3.4 million class A preferred
shares and 20.0 million class B preferred shares issuable in series, all without par value.

December 31
1990 1989
($ millions)
Outstanding shares without par value
Preferred —
184,378 class B, SErIEs 4 . ... oottt s $ 16.4 $ 18.1
1:892. 800/ Clas5IB . 78ETIES: 8 o svii covis snmsat s s & s bt Saisis. 5as SmeS xeis SHRESER E 47.3 48.0
1,000:61288 BLISBTIEE D c srre siws wrores 68 v 5 suie aiasy S ste s date Hinsate - —
2.272.900 clas8 B, SeTie8 10 = v 3 ous smise s wmis 5t sy S5 559 Haeis a8 000 ks 56.8 58.5
120.5 124.6
Foreign exchange translation adjustment ....... ... ... .. ... ..o, (1.0) (1.1)
119.5 123.5
Common —
102:649,825 SHATES 1o wiivre s smavis wvasn weaios wuars arsssss svve $IEsea Soats o i avind S8T8-0MATE +24 552.0 552.0

$671.5 $675.5

The Class B Preferred Shares —

These shares rank prior to the common shares of the Company.
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Date Price

Redemption features

Series 4:
Company's redemption options — redeemable before. . . .. September 1, 1992 U.S.$100.00
Company’s redemption obligations — redeem 4,687 shares September 1, 1987
each quarter ....... ... ..o through June 1, 1992 U.S.$100.00
redeem remaining shares on........................ September 1, 1992 U.S.$100.00
Series 8:
Company’s redemption options — redeemable after ...... September 1, 1990 $26.00(1)

Company’s redemption obligations — make all reasonable
efforts to purchase, during each calendar quarter

1% of the shares outstanding $25.00
on August 31,1990 ... ... .. ... ... September 1, 1990 maximum
Series 10:
Company’s redemption options — redeemable on or after ~ March 1, 1991 $25.50(2)
Company’s redemption obligations — make all reasonable
efforts to purchase, during each calendar quarter, 2% of September 1, 1987 $25.00
the shares outstanding on August 31, 1987 ........... to February 28, 1991 maximum

(1) This price declines $.50 annually to $25.00.
(2) This price reduces to $25.00 on or after March 1, 1993.

Dividends

Series 4  Cumulative preferential equal to the sum of 1%2% and % of the defined average U.S. prime rate per
annum, payable quarterly.

Series 8  Cumulative preferential of 9%% to September 1, 1990 and 73% of the Canadian prime interest rate
thereafter.

Series 9 Dividends are payable only to the extent of revenues received by the Company from certain oil and
gas property interests. The holder of the series 9 preferred shares is also entitled to participate in
dividends distributed to common shareholders.

Series 10 Cumulative preferential; until March 1, 1991 of $2.175 per share (8.7%) per annum payable
quarterly (thereafter, payable monthly). Commencing March 1, 1991 the dividend rate is related
to changes in prime. The annual floating dividend rate is based on 73% of prime.

Share purchase plans —

Employee
The Company has reserved 7.5 million common shares for issuance pursuant to the employee share purchase
plan of which 6.3 million had been taken up as at December 31, 1990.

Senior management

At December 31, 1990 loans to employees under the senior management share purchase plan amounted to
$11.4 million (1989 — $9.1 million). The loans are non-recourse, interest free, maturing at various dates to the
year 2000 and secured by a pledge of the common shares.

Convertible subordinated debentures

The Company has reserved 5.2 million common shares for issuance pursuant to the terms of issue of the
convertible subordinated debentures.
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10. Share capital: (continued)

Changes in share capital —

Issued and Outstanding

Number
of shares ($ millions)
Class B preferred shares
Series 4
January 1, 1988 ... e 240,625 $ 214
Redeemed during 1988 ... ... .. .. e (18,748) (1.7)
December 31, L0881 cicviriuin arm vnsy whms i Bt S i sy shaie s v 221,877 19.7
Redeemied during 1989 .. .o o s s wan wmes mas sws s s s vs s s (18,748) (1.6)
December AL 198 civn & s i oo Daris s Biis S valn s DR SATLG SR B 203,129 18.1
Redeemed during 1990 . .. ... oo i e (18,751) (1.7)
December 31, 1990 . . ... ot e 184,378 $ 164
Series 6
January 1, 1988 . ... e 1,993,200 $ 49.8
Purchased duringelIB8 ... ione wuris wmm cisis i » s svem ssmmns sonze wppsss sias Wommss (1,993,200) (49.8)
December 31, 1988, 1989, L9990 . v v wmsve woesvn v souves s srmss aoara swssers — $ —
Series 8
January L 1988 . v s cras s ssmsmasind sosse wnsn sovzensivsive Vi sromns) 3o wite 1,988,900 $ 497
Purchased donng 1988 co v sop v san 5 von smmasss sam 5 e S o (9,100) (.2)
DECEemBEE 31 TOBB.. - v v 5 e sinn 5 sbir eisres o w5t § oo W s mala et § ol 1,979,800 49.5
Purchased uAng 1989 voui som5 o5 & s soms o Rae s s s 5,557 90 ¥ 4n (60,000) (1.5)
December 31, 1980 . ... . i e 1,919,800 48.0
Purchased during 1990 . .. ... e (27,000) (.7)
December 31, 1990 . .. it i e e 1,892,800 $ 473
Series 9
December 31, 1988, 1989, 1990 .. ... .. ittt 1,000 $ —
Series 10
January: L1988 v v v svame o v somos vsviis woita s wsaa soisze wosmms adems srsione sadie 2,386,100 $ 59.7
Purchased Quriiig LOB8L... . caus vuiiiniis it w0 swames svets siaseatstions e harkts o5evs (10,100) (.3)
Decembeir Iz LI8R . o 5 i sve vaiaie coms 5 oo 50w 5 909 Rl 3005 Wa Sems a5 2,376,000 59.4
Piirchased dUfing 1989 .- ¢ -ne 6t 5 8 £005 903 5005 00 Bory Gl w53 oy 95 (34,800) (.9)
December 31, 1980 . .. i e e 2,341,200 58.5
Purchased during 1990 . ... ... . it e (68,300) (1.7)
December 31, 1990 . . ..ottt e e 2,272,900 $ 56.8
Common shares
December 31, 1988, 1989, 1990 .. ... ..\ttt eeiiaens 102,649,825 $552.0

48



11. Commitments:

In addition to commitments for capital expenditures and the future supply of operating services and materials,
MacMillan Bloedel is committed at December 31, 1990 in respect of the following —

(a)

(b)

Ship charters and rentals under non-cancellable operating leases having an initial term of more than one

year as follows —

Ship
charters Leases Total
($ millions)

TOD, & e 5 i 500 B0 5diens 0008 Sumumn wsssn ey o vebse S, Sidct, SHBY S S Enn AL § 858 $243 $ 128 $ 371
1992 & o 5 oo e o Ty G0 VRN COS TRILE R VRN T RN DG IS 000 500 19.9 10.6 30.5
T A 6.6 9.0 15.6
L0 — 7.8 7.8
100 e — 59 5.9
1996 — 200055 w555 5555 §.655.3 5555 ©iimmn sisum somisre semis sssmece srore mssmis srens s ir - 26.0 26.0
Q001 = 2005 0 somn som wmws gam vime v Sy D08 BT B0 DRy 9T SRR — 24.7 24.7
2006 = 20M0ics s s wimn wess wamis e waiT it BT G5 VIS § Vi S0 6 — 22.2 222
2001 = 2003 . — 13.0 13.0

£50.8 $132.0 $182.8

The acquisition of timber in Alabama under long term cutting contracts requiring minimum annual
payments (extending in some cases to the year 2034); payment of approximately $5.5 million is required

in each of the next five years.

12. Earnings statements supplementary information:

(a)

Costs and expenses

Year ended December 31

1990 1989 1988
($ millions)
Interest expense
Long term debt INtETESt oo o.ueic vios 7 o 5555 5,005 505 Somis 5008 Biibe e $ 64.5 $342 § 350
Convertible debentuteiinterest: ; vos vaun wim s ows won pews s Sy o 1:5 7.6 7.5
Other INterest ... ..o 22.3 26.0 5.0
94.3 67.8 47.5
Less: Interest capitalized .................................... 13.3 14.2 4.0
$ 81.0 $ 536 $ 435
Effective average interest rate . .....................c.iiiiiii... 8% 8% 8%
Other income (expense)
Income from INVestIments: « coua cyy s s v smn oy s veh o $ 57 $ 43 $ 43
Other .. (18.7) 7.2 (13.4)
$(13.0) $ 115 § (9.1)
DePreCiation. «ume s wassy s wveen s 5o o SROE o JOEE 95 S5 $138.6  $109.8 $ 106.4
Depletion .. ..ot 10.9 13.0 10.5
AMOrtization . . ... e 7.0 7.6 1.1
$156.5 $130.4 $ 1246
Research and development expenses ............................ $ 168 § 16.1 $ 152
Less: Government grants and investment tax credits ............. 34 3.6 3.9
$ 134 $ 125 $ 113
RentaliBXPeNSE . o o cusrars. soame e o sy S § 5565 065 B Boess & WY $1616, S8 $ 485 $ 497 $ 523
Remuneration of directors and executive officers .................. $ 41 $ 6.9 § 62
Wages; salaries and benefils. « v wopg saims voms o 5 o s wns s was $794.7 $773.3 $ 739.3
Pension expense (Note 14) . ... $ 64.5 $ 60.7 $ 555




12. Earnings statements supplementary information: (continued)

(b) [Income taxes
Consolidated income tax expense:

Canadian Canadian
Years ended December 31 federal provincial Foreign Total
($ millions)
expense (recovery)
1990
CUITEN: w5 st T05m F5 vl S0 7 5o S0 aness oo & 2 $ 26.0- $ (8.3) $(19.4) § (1.7)
DEEFIea s 1m0 vos .05 5001 1 5900 Botins D3I Shbien vundt Shasesn s (13.6) (6.8) 10.2 (10.2)
$ 124 $(15.1) $ (9.2) §$(11.9)
1989
CUBTBIE 5ot 5.655 Bnr soncne i sumson sibs mosomn aosp wosgsd sunem a2e $ 304 $ 19.7 $403 $904
Deferred ...t 17.6 12.0 3.5 33.1
$ 48.0 $ 31.7 $ 438 $123.5
1988
11y (= 4 $ 549 $ 38.1 $ 403 $133.3
DETEITEA v ve v visse wmie & miteis siscwse svane smsass stare sxassns s s 17.7 12.0 (1.6) 28.1

$ 726 $ 50.1 $ 387 $161.4

The principal items giving rise to deferred income tax expense are depreciation, depletion and
amortization.

Income tax rate reconciliation:

The Company’s income tax recovery of $11.9 million for the year ended December 31, 1990 is greater
than that which would be derived from application of the Canadian federal income tax rate of 38% to the
loss of $2.7 million before income taxes primarily as a result of losses in high tax rate jurisdictions and
income in low tax rate jurisdictions. Therefore, the 1990 rate analysis is not considered meaningful by the
Company.

(c) Net earnings per common share
Basic net earnings per common share is computed by dividing the net earnings, after providing for
dividends on the preferred shares, by the weighted average number of shares outstanding during the year.
The provision for dividends on the preferred shares is made on a time elapsed basis rather than on a
declared basis. )
Fully diluted net earnings per common share is computed by dividing basic net earnings (adjusted for the
after tax interest expense on the convertible subordinated debentures) by the weighted average number
of shares outstanding during the period (adjusted for the number of common shares which would have
been issued had the conversion taken place at the beginning of the year).

13. Related party transactions:

MacMillan Bloedel sells products and services in the ordinary course of business and at fair market values to
related parties and also purchases certain services and products for resale from related parties. These
transactions include the sale of pulp to Koninklijke Nederlandse Papierfabricken N.V., and Island Paper Mills,
the sale of containerboard to MacMillan Bathurst and UK Corrugated and the purchase of lumber from
Noranda Forest Inc.

Year ended December 31

1990 1989 1988
($ millions)
Sales to:related Darkies .« « vus sune v wwiy s s s v s was $123.3 $115.4 $109.1
Purchases from related parties ..............coirrueiiiieeeeeniin. $ 65.3 $ 73.8 $ 81.7




14.

15.

December 31
1990 1989
$ millions)

$ 18.

&

19,

oo
o

Accounts receivable from related parties .......... ... ... .. i i

Pension plans:

Substantially all employees may participate in pension plans after one or two years service. All the salaried
employees are eligible to be members of company sponsored plans. Salaried pension plan amendments to
increase payments to pensioners and increase pensions for present employees were approved during 1988. The
$23.5 million cost of these amendments is being amortized to earnings over appropriate periods. The hourly
employees are generally members of negotiated plans to which the Company contributes amounts specified by
collective agreements. In addition, the Company has agreements with some of its officers and executives
(including retirees) which call for payments to be made under certain conditions following retirement.

Consolidated summary of Company sponsored pension plans:

December 31

1990 1989 1988
($ millions)
Obligations for pension benefits ............. . ... ... ... ... ... .. .... $487.4 $454.6 $418.6
Pension fund assets at market related values ........................... 410.4 398.8 363.4
Excess of obligations over fund assets ..................ccoviiiiiinn... 77.0 55.8 55.2
PIOVISIONS - gone wwavs wiases wnath & i 9§05 als § 58 S BA0E 88 SR0E FEE BEE o 34.7 24.1 24.4
Excess of obligations over provision and fund assets ..................... $ 423 $ 31.7 $ 308

Information with respect to United States generally accepted accounting principles (U.S. GAAP):

There are no material differences between MacMillan Bloedel’s consolidated net earnings determined in
accordance with U.S. GAAP and consolidated net earnings determined in accordance with generally accepted
accounting principles in Canada.

The balance sheet captions listed below are specifically shown for compliance with requirements of the United
States Securities and Exchange Commission (SEC):

December 31
1990 1989*
($ millions)
TOtal ASSEIS . L . oot $3,574.6 $3,273:5
LTS ) [ T £ P 992.0 982.7
Current Habilities . ... ... . 469.8 502.2

*Certain 1989 amounts have been reclassified to conform with the presentation in 1990,

The SEC requires that redeemable preferred shares not be shown as part of shareholders’ equity. Accordingly,
under SEC requirements shareholders’ equity would be:

December 31
1990 1989
($ millions)
Common ShADES v sron v ows sops o sug Tea 10 PURE LR TR008 o8 waET TN SEEL N I $ 5520 $ 5520
Retained earnings: —-VL.8, GAAP . o sen s s sy s 50008 255 5008 558 5605 1A% e 976.1 1,023.3
1,528.1 1,575.3
Foreign exchange translation adjustment ................. ... .. ciiiuiiiannnns (50.7) (66.2)

$1,477.4  $1,509.1
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16. Segment information:

Year ended December 31, 1990
Canada ............

BNIOPR! s « aiicss wistse otrase < s i wsstie sxgts o) orove. sasmsiy

Eliminations and adjustments:
Inter-segment.............................
General corporate . ........................
Foreign exchange translation adjustment ......
INterest eXpense: . ..o s wan s va oo s s

Consolidated totals: .o v von vumis sms sy e

Year ended December 31, 1989
EaANAARY o o ok v sos wen BEE SR G GEE Ba 0

Buiope s v 8 S R B DS S ¥ B s § $ne

Eliminations and adjustments:
INter=Sepment-.on o cun wmnr we o uvs s w3
General COTPOTAtE i smvos nam wavecs v 05 v
Foreign exchange translation adjustment ... ...
INLETeSt BXPENSE: . ¢ i vireon 50k wnimn 2iest Sorimem mos s

Consolidated totals ........................

Year ended December 31, 1988
Canada ............0 i
United States .. ...... ...,
BULOPE . .s wronin siaiais sonts wivss s simst stwssis wase sivis o ssais o
Japam and Other .. wous s wan s g s sy &

Eliminations and adjustments:
INtEr-SEEMEBNT . ..o v vvi v v vs s vins tains mins &
General corporate .................couvn...
Foreign exchange translation adjustment ... ...
Interest expense . ........... ...

Consolidated totals ........................

Sales to
unaffiliated Contributions
Sales from customers to operating
Canada to from earnings (2) Assets*
($ millions)
$§ 5726 $1,266.7 $134.8 $1,859.7
730.8 1,419.2 30.3 960.9
3384 87.6 (.3) 27.8
559.8 229.7 (2.0) 69.5
2,201.6 3,003.2 162.8 2,917.9
(17.5) (14.6)
(67.0) 679.5
(8.2)
(81.0)
$2,201.6 $3,003.2 $ (2.7) $3,574.6
$ 609.4 $1,468.6 $313.2 $1,764.4
836.1 1,523.8 110.9 905.7
348.9 424 1.0 12.2
647.6 238.9 15.6 81.4
2,442.0 3.273.1 440.7 2,763.7
(4.9) (20.2)
(59.2) 564.6
(34.6)
(53.6)
$2,442.0 $3,273.7 $323.0 $3,273.5
$ 566.7 $1,440.8 $422.7 $1,503.4
932.0 1,595.7 128.2 778.5
336.5 51.5 (.3) 18.0
632.9 185.5 3.4 74.9
2,468.1 32735 554.3 2,374.8
9.3 (153)
(84.7) 381.2
12.4
(43.5)
$2,468.1 $3,273.5 $435.4 $2,753.1

*Prior years have been reclassified to conform with the presentation in 1990.
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Contributions Depreciation,

Total to earnings depletion and Capital
revenue (1)(2) amortization expenditures Assets*
($ millions)
Year ended December 31, 1990
Building materials ............... $1,358.9 $ 43.1 $ 64.0 $130.6 $1,219.7
Pulpand paper.................. 1,127.5 54.6 59.7 153.9 1,155.6
Containerboard and packaging .. ... 456.1 44.7 239 76.6 515.0
ONET " oo v divs srwrers st s o ¢ 5 60.7 2.9 1.5 1.3 13.0
Total OPETations o« v coss v v 3,003.2 145.3 149.1 362.4 2,903.3
General corporate . ............. (67.0) 7.4 4.1 679.5
Foreign exchange translation
adjustment.................. (8.2)
Interest eXpense: . wu= s waw s (81.0)
Consolidated totals . .............. $3,003.2 $ (2.7 $156.5 $366.5 $3,574.6
Year ended December 31, 1989
Building materials ............... $1,408.6 $139.1 $ 57.0 $246.8 $1,161.3
Pulpiand PaApPer : .o s son a5 3554 1,310.2 180.8 42.1 194.5 1,081.1
Containerboard and packaging . . ... 504.1 113.6 21.7 59.4 473.1
Other.......................... 50.8 2.3 1.8 1 28.0
Total operations ................. 3,273.7 4358 122.6 500.8 2,743.5
General corporate.. ............. (59.2) 73 17.6 564.6
Foreign exchange translation
ddjustmEnt. s oo 5 oee v 5 v .S (34.6)
Interest expense ............... (53.6)
Consolidated totals . . ............. $3,273.7 $323.0 $130.4 $518.4 $3,273.5
Year ended December 31, 1988
Building materials ............... $1,404.7 $186.8 $ 588 $170.0 $ 960.9
Pulprand PaAPEE s cuwn casn e v e 1,282.5 2549 36.6 146.5 922.7
Containerboard and packaging ... .. 530.1 118.0 23.9 32.8 4438
OUMHBE & oot vivs 5 eion w5 vl o 5 o 56.2 3.9 2.6 3 32:1
Total operations ................. 32735 563.6 121.9 349.6 2,359:5
General corporate. ............. (84.7) 1.0 14.4 381.2
Foreign exchange translation
adjustment. ................. 1.7 12.4
Interest expense ............... (43.5)
Consolidated totals . . ............. $3,273.5 $4354 $124.6 $364.0 $2,753.1

*Prior years have been reclassified to conform with the presentation in 1990.

(1) Basis of segmentation

MacMillan Bloedel carries on an integrated forest products business which involves extensive transfers of
raw materials and products among operations. Segmenting an integrated forest products business into
product and service categories involves allocating conversion and other costs and raw material costs. Raw
material costs are allocated on a basis proportionate to the end product net revenue before deducting fibre
cost. Other pricing policies and methods of allocating costs are possible but at this time the Company
believes the above determined method to be appropriate to its circumstances.

(2) Contributions to operating earnings

Contributions to operating earnings represent sales of products and services less cost of sales and services,
selling expenses and allocated general and administrative expenses.
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16. Segment information: (continued)

General corporate profit and loss items consist of unallocated corporate staff expenses, profit and loss on
asset disposals, corporate research, foreign exchange and one time items not attributed to a line of
business. General corporate items in assets are mainly short term investments, investments and other

assets and certain fixed assets such as computers and research facilities.

17. Subsidiary companies and jurisdiction of incorporation: (100% owned unless otherwise noted)

British Columbia

Altair Property and Casualty Corporation

Canadian Transport Company (International)
Limited

Canadian Transport Company Limited

Forest Industries Flying Tankers Limited
(57.5% interest)

Island Paper Mills Limited*

Kingcome Navigation Company Ltd.

MacMillan Bloedel Building Limited*

MacMillan Bloedel Building Materials Limited

MacMillan Bloedel Parallam Services Limited*

Port Royal Development Limited

Port Royal Village Development Inc.

Vancouver Marine Engines Ltd.

Ontario
MacMillan Bloedel Export Sales Ltd.*
MBS Ontario Ltd.

Alabama

MacMillan Bloedel of America Inc.
MacMillan Bloedel Inc.

MacMillan Bloedel Financial Inc.
MacMillan Bloedel Holdings Inc.*
MacMillan Bloedel Particleboard Inc.
MacMillan Bloedel Radio System, Inc.*
MacMillan Bloedel Timberlands Inc.
Delaware _

Powell River-Alberni Sales Corporation
MacMillan Bloedel (USA) Inc.
Washington

Fibres International, Inc. (51% interest)
Pacific Resource Management Inc.

*Inactive
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Australia
Canadian Transport Company Pty. Limited*
MacMillan Bloedel Pty. Limited

Barbados

Canadian Transport Company (Overseas)
Limited*

Camarin Limited

MacMillan Bloedel Finance Limited

MacMillan Bloedel FSC Ltd.

England

Hygrade Corrugated Cases Limited*

MacMillan Bloedel Containers Holdings Limited*
MacMillan Bloedel Holdings (UK) Limited*
MacMillan Bloedel Pulp and Paper Sales Limited

Hong Kong
MacMillan Bloedel (Asia) Limited

Japan
MacMillan Bloedel K.K.

Malaysia
MacMillan Bloedel (South East Asia) SDN.BHD.

Netherlands
MacMillan Bloedel Europe B.V.
MacMillan Bloedel (Limburg) N.V.

Netherlands Antilles

Canadian Maas River Investment N.V.
MacMillan Bloedel (Curacao) N.V.*
MacMillan Bloedel St. Maarten N.V.
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