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Canfor is a leading integrated forest products company based in Vancouver, 
British Columbia (“BC”) with interests in BC, Alberta, North and South Carolina, 
Alabama and Georgia. Canfor produces primarily softwood lumber and also 
owns a 50.5% interest in Canfor Pulp Products Inc., which is one of the largest 
global producers of market northern bleached softwood kraft pulp and a leading 
producer of high performance kraft paper. Canfor shares are traded on The 
Toronto Stock Exchange under the symbol CFP.

finanCial HigHligHts

Company overview

www.Canfor.Com

   2014 2013

Sales and income (mi l l i o n s o f  C a n a d i a n d o l l a r s)

 Sales    $ 3,347.6   $ 3,194.9 
 Operating income     $ 329.3   $ 331.3 
 Net income     $ 221.8   $ 250.5 
 Net income attributable to equity 
     shareholders of the Company  $ 175.2   $ 228.6 

Per common share (C a n a d i a n d o l l a r s)

 Net income attributable to equity 
     shareholders of the Company  $ 1.28   $ 1.61 
 Book value    $ 10.25   $ 9.82 
 Share price   
  High    $ 30.02   $ 27.05 
  Low    $ 21.75   $ 16.88 
  Close - December 31    $ 29.64   $ 26.66 

Financial position (mi l l i o n s o f  C a n a d i a n d o l l a r s)

 Working capital    $ 476.7   $ 311.9 
 Total assets    $ 2,846.8   $ 2,693.3 
 Net debt    $ 88.1   $ 138.2 
 Common shareholders’ equity  $ 1,387.2   $ 1,374.3 

Additional information1 
 Return on invested capital - consolidated  13.3%  17.8%
 Return on common shareholders’ equity  12.7%  18.4%
 Ratio of current assets to current liabilities   2.1:1   1.7:1 
 Ratio of net debt to capitalization  5.1%  8.0%
 Operating income before amortization
 (mi l l i o n s o f  C a n a d i a n d o l l a r s)  $ 511.8 $ 517.5
 Operating income before amortization margin  15.3%  16.2%
 Capital expenditures (mil l ions of Canadian dol lars)   $ 234.3   $ 237.3 

(1)  S e e D ef in i t i o n s o f  S e l e c te d F in a n c i a l  Te r m s o n p a g e 76 . 



Diversity
Our customers around the world look to us for 
top-quality products. We focus on strategic 
expansion into new and existing markets, and 
diversifying our product lines and operations to 
strengthen our business and improve our ability 
to serve our customers.  



Canfor and Canfor Pulp continue to focus on achieving top-
quartile financial performance – a target we maintain by 
optimizing our product mix, delivering quality products, being 
globally cost competitive, and maximizing value from our fibre 
to ensure we utilize 100 per cent of everything we process.

We recently announced plans to acquire the operations 
of Balfour Lumber Company Inc., Beadles Lumber Company 
and Southern Lumber Company, Inc. in the Southern United 
States, and we finalized the purchase agreement to buy Scotch 
Gulf Lumber of Alabama. All six facilities are in areas with a 
sustainable supply of quality southern yellow pine fibre. 

At a time when there is growing demand both in North 
America and offshore for southern yellow pine, these 
acquisitions will increase our production capacity of southern 
yellow pine to approximately 1.4 billion board feet annually. 

Our total annual lumber production capacity is 5.8 billion 
board feet. A significant portion is high-value products that 
generate premium market prices, such as Square Edge 
lumber for North American DIY markets, J-grade lumber for 
the Japanese market, and machine stress-rated lumber for 
engineered applications.

Just as Canfor’s leadership in growing British Columbia’s 
wood markets in China helped us through the recession in the 
United States, our growth in the Southern United States will 
further diversity our product mix, our access to global markets 
and the geographic locations of our production facilities.

Canfor Pulp had a strong year in 2014, with solid progress 
on achieving its operational goals and strengthening customer 
service. The Prince George Pulp and Paper Mill set an annual 
production record, and all the pulp mills improved their 
operational performance. Fibre United – a sales and marketing 
cooperative agreement with UPM Pulp – was completed and will 
enhance our reputation for offering premium reinforcing pulp 
products in key markets and provide an expanded product mix. 

Canfor Pulp also completed capital projects that 
will further expand our energy business. When capital 
improvements at Intercontinental Pulp are completed this year, 
the company will be 100 per cent energy self-sufficient, and will 
generate annual energy revenue of $25 million. 

As we grow, we continue to reinforce and develop our One 
Canfor vision with one common brand and identity. This has 
resulted in substantial benefits in residual fibre management, 
transportation, logistics and more.

In 2014, we launched our new global sales and transportation 
system, which will increase our forecasting and optimization 
ability and improve supply chain performance. It will ensure 

we are able to keep up with the growth of our customers, and 
provide them with real-time supply chain information. 

Canfor continues to focus on our relationships with First 
Nations in all our operating areas. The Supreme Court of 
Canada decision to grant aboriginal title and rights to the 
Tsilhqot’in Nation for lands in British Columbia’s central 
interior in 2014 reinforces the importance of maintaining close 
economic relationships with First Nations in our operating 
areas, and we expect it to provide further joint opportunities.

We have always been committed to the development 
of mutually beneficial opportunities for First Nations, and 
maintain successful business relationships with many of them. 
In 2014, we signed agreements with the Ktunaxa Nation Council 
that define our working relationship and are based on mutual 
respect and understanding. 

Recruitment, employee retention and talent development 
continue to be priorities for Canfor and Canfor Pulp. In 2014, we 
filled a new executive position to lead the overall talent strategy 
for both companies, and announced plans to set up an internal 
training and development centre for our employees. We were 
proud to once again be recognized as one of British Columbia’s 
top employers for our support of a work-life balance, our 
commitment to growth from within, our competitive benefits 
and compensation, and our retirement planning initiatives. 

Safety is a significant priority at Canfor and Canfor Pulp. 
We were very proud of our overall safety performance again in 
2014, one of the best in our industry. We continue working to 
improve our management of issues related to combustible dust 
and mill safety. My thanks to our employees who work hard to 
ensure our mills are safe every day.

Our confidence in the future of our sector is shown in 
our commitment to capital investments. We have completed 
strategic capital initiatives at a number of our sawmills 
since 2010 to enhance the quality and value of our products 
as well as to ensure top-quartile results. We announced a 
partnership with Pacific BioEnergy to construct two pellet 
plants in Chetwynd and Fort St. John that will contribute to our 
sustainable value proposition by improving the use of sawmill 
residuals and ensuring 100 per cent utilization of our fibre. 

The forest sector holds immense promise for companies 
like Canfor and Canfor Pulp that believe in the future. We 
anticipate change, and are ready to embrace it. Our skilled 
employees, our modern facilities and our diverse fibre supply 
have positioned us to expand our quality product mix to meet 
the needs of customers around the globe, and maximize both 
the value and utilization of our fibre resources. 

From the president and ceo

Message to shareholDers



As we look to 2015, I want to offer my sincere thanks to 
our Board of Directors, my executive and senior management 
teams, the employees across Canfor and Canfor Pulp’s 
operations, and our shareholders. I look forward to working 
with all of you in the coming year to further advance this great 
company that I am so proud to lead. 

donald B. Kayne
President and Chief Executive Officer

From the chairman

In the last 5 years, Canfor and Canfor Pulp have invested  
$1.1 billion into their businesses. The objective of this massive 
reinvestment, the largest in the history of both companies, 
is simple – to ensure our facilities are globally competitive in 
all market conditions. The Board of Directors has supported 
these investments because we are committed to meeting the 
expanding needs of Canfor’s customers worldwide. Our goal is 
to be preferred supplier of lumber, high-quality pulp, premium 
paper and bioenergy.

Our newest acquisitions – Scotch Gulf Lumber in Alabama, 
Beadles and Balfour Lumber Companies in Georgia and 
Southern Lumber Company in Mississippi – have brought 
Canfor into new markets, rich in fibre, operated by terrific 
employees and serving a wonderful customer base that has 
encouraged Canfor’s growth in the US South. The companies 
in which we have invested were carefully selected. Each were 
started by enterprising businessmen whose families continue 
to participate in the companies today. Each are leaders in the 
southern US forest products industry. Each has a culture that 
focuses on producing lumber and boards of the highest quality, 
and each prioritizes meeting and exceeding their customers’ 
expectations. In that way, they are very similar to Canfor and its 
beginnings back in 1938, when brothers-in-law Poldi Bentley 
and John Prentice opened a small veneer company on the 
banks of the Fraser River near Vancouver that then grew, over 
almost 80 years, into the global forest products leader that 
Canfor has become today. 

As we bring together all the companies that make up Canfor 
and Canfor Pulp, we are taking care to respect the traditions 
and connections of our new partners. There are many benefits 
to having one integrated company with a strong brand identity. 
There are also benefits to be gained by staying true to our 
roots and valuing local knowledge and expertise. This is truly 
one of the keys to our success. We are able to look to the 
future without losing sight of the contributions made by so 
many people who are responsible for our success to date – our 

customers, our investors, our employees. They have set the 
stage that has made us the preferred supplier of lumber to 
customers around the world.

In 2014, Canfor continued to benefit from the gradual 
improvement of the US housing market. We are emphasizing 
high-margin products so we can secure the highest value from 
our quality fibre sources in Western Canada. Our expansion into 
the Southern United States and improved productivity made 
possible by capital investments in recent years have positioned 
us well. 

Canfor Pulp had an excellent year with markets and 
prices better than expected, and its green energy business is 
growing. Once it completes improvements to a turbine at its 
Intercontinental Pulp Mill in a few months’ time, Canfor Pulp 
will be fully energy self-sufficient, and able to sell $25 million 
of energy. 

Canfor and Canfor Pulp are both focused on driving 
shareholder value, and have developed reputations for premium 
products and attentive customer service. We are also a 
preferred employer, with a relentless commitment to safety and 
operations in some of the best communities in North America.

My sincere thanks to my fellow board members for their 
advice and leadership. I am honoured to lead a board that 
works so well with our senior management to support our 
business strategy and growth.

To all of our dedicated employees, shareholders, customers 
and business partners, we sincerely thank you for your 
commitment to our company’s ongoing success, and look 
forward to working and growing with you this year, and beyond. 

michael Korenberg
Chairman of the Board



innovate
Wood is the ultimate renewable resource and 
sustainable building material. 

To best serve our global customers, we focus on 
dynamic business solutions and practices that improve 
productivity and efficiency. We have the products, 
the knowledge and the resources to meet customer 
demand today and the market demand of the future.
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We are an employer of choice 
because we value our people. 
They are the foundation of our 

business and work hard to 
support our success. 

people
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This Management’s Discussion and Analysis (“MD&A”) provides 
a review of Canfor Corporation’s (“Canfor” or “the Company”) 
financial performance for the year ended December 31, 2014 
relative to the year ended December 31, 2013, and the financial 
position of the Company at December 31, 2014.  It should be read 
in conjunction with Canfor’s Annual Information Form and its 
audited consolidated financial statements and accompanying 
notes for the years ended December 31, 2014 and 2013.  The 
financial information contained in this MD&A has been prepared 
in accordance with International Financial Reporting Standards 
(“IFRS”), which is the required reporting framework for Canadian 
publicly accountable enterprises.

Throughout this discussion, reference is made to Operating 
Income before Amortization which Canfor considers to be a 
relevant indicator for measuring trends in the performance 
of each of its operating segments and the Company’s ability 
to generate funds to meet its debt repayment and capital 
expenditure requirements.  Reference is also made to Adjusted 
Shareholder Net Income (Loss) (calculated as Shareholder 
Net income (loss) less specific items affecting comparability 
with prior periods – for the full calculation, see reconciliation 
included in the section “Analysis Overview of Consolidated 
Results – 2014 Compared to 2013”) and Adjusted Shareholder 
Net Income (Loss) per Share (calculated as Adjusted Shareholder 
Net Income (Loss) divided by the weighted average number 
of shares outstanding during the period). Operating Income 
before Amortization and Adjusted Shareholder Net Income 
(Loss) and Adjusted Shareholder Net Income (Loss) per Share 
are not generally accepted earnings measures and should not 
be considered as an alternative to net income or cash flows as 
determined in accordance with IFRS.  As there is no standardized 
method of calculating these measures, Canfor’s Operating 
Income before Amortization, Adjusted Shareholder Net Income 
(Loss) and Adjusted Shareholder Net Income (Loss) per Share 
may not be directly comparable with similarly titled measures 
used by other companies.  Reconciliations of Operating Income 
before Amortization to Operating Income (Loss) and Adjusted 

Shareholder Net Income (Loss) to Net Income (Loss) reported in 
accordance with IFRS are included in this MD&A. 

Factors that could impact future operations are also 
discussed.  These factors may be influenced by known and 
unknown risks and uncertainties that could cause the actual 
results to be materially different from those stated in this 
discussion.  Factors that could have a material impact on any 
future oriented statements made herein include, but are not 
limited to: general economic, market and business conditions; 
product selling prices; raw material and operating costs; 
currency exchange rates; interest rates; changes in law and 
public policy; the outcome of labour and trade disputes; and 
opportunities available to or pursued by Canfor. 

All financial references are in millions of Canadian dollars 
unless otherwise noted.  The information in this report is as at 
February 4, 2015. 

FORwARD LOOkINg STATeMeNTS

Certain statements in this MD&A constitute “forward-
looking statements” which involve known and unknown risks, 
uncertainties and other factors that may cause actual results 
to be materially different from any future results, performance 
or achievements expressed or implied by such statements.  
words such as “expects”, “anticipates”, “projects”, “intends”, 
“plans”, “will”, “believes”, “seeks”, “estimates”, “should”, “may”, 
“could”, and variations of such words and similar expressions 
are intended to identify such forward-looking statements.  These 
statements are based on management’s current expectations 
and beliefs and actual events or results may differ materially.  
There are many factors that could cause such actual events or 
results expressed or implied by such forward-looking statements 
to differ materially from any future results expressed or implied 
by such statements.  Forward-looking statements are based on 
current expectations and the Company assumes no obligation to 
update such information to reflect later events or developments, 
except as required by law. 

Canfor is a leading Canadian integrated forest products company 
based in Vancouver, British Columbia (“BC”), involved primarily in 
the lumber business, with production facilities in BC, Alberta, and 
the United States (“US”).  Canfor also has a 50.5% interest in the 
pulp and paper business of Canfor Pulp Products Inc. (“CPPI”), 
and owned a bleached chemi-thermo mechanical pulp (“BCTMP”) 
mill (“Taylor Pulp Mill”), all located in BC.  

In 2014, the Company completed the second phase of the 
purchase of the lumber business of Scotch & gulf Lumber, 
LLC (“Scotch gulf”) located in Mobile, Alabama increasing its 

ownership to 33%.  Subsequent to year end, on January 30, 
2015, the Company completed the third phase of the acquisition 
increasing its ownership to 50%.  The final phase, whereby the 
Company will own 100% of Scotch gulf, is scheduled to close in 
August 2016.  

The Company completed the sale of its Daaquam Sawmill 
to group Lebel Inc. in the first quarter of 2014.  The Daaquam 
Sawmill contributed 120 million board feet of lumber production 
in 2013. 

Company oVERVIEW

managEmEnt’s  
DIsCussIon & analysIs
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In 2014, the Company also formed the Canfor energy 
North Partnership (the “Partnership”) with Pacific Bioenergy 
Corporation (“Pacific Bioenergy”) to build and operate two pellet 
plants located on the Chetwynd and Fort St. John Sawmill sites 
in northern British Columbia (the “Pellet Plants”).  Construction 
of the Pellet Plants commenced in 2014 and is anticipated to be 
complete in the latter part of 2015.  As at December 31, 2014, 
Canfor owned a 95% interest in the Partnership. 

Also during 2014, Canfor’s ownership of CPPI increased 
to 50.5% as a result of share purchases from non-controlling 
shareholders under CPPI’s Normal Course Issuer Bid.  Further 
discussion of the Normal Course Issuer Bid is provided in the 
“Financial Requirements and Liquidity” section of this document.

On January 2, 2015, Canfor completed the first phase 
of the purchase of Beadles Lumber Company and Balfour 
Lumber Company Inc. (“Beadles & Balfour”) located in georgia, 
representing an initial 55% ownership interest.  The second 
phase of the acquisition whereby Canfor will own 100% of 
Beadles & Balfour is scheduled to close at the beginning of 2017.  
In April 2015, Canfor will also acquire 100% of Southern Lumber 
Company Inc. (“Southern Lumber”) located in Mississippi.

Also subsequent to year end, on January 30, 2015, Canfor 
completed the sale of the Taylor Pulp Mill to CPPI (Further 
discussion of the sale of the Taylor Pulp Mill may be found in 
Note 32 of the Annual Financial Statements).   

In the previous year, the Company completed the sale of its 
50% share in Canfor-LP OSB Limited Partnership (renamed 
Louisiana LP OSB Limited Partnership) (“Peace Valley OSB”), 
which owns the Peace Valley OSB Mill, to Louisiana Pacific 
Corporation (“LP”).  

There were no other changes in percentage ownership in 
2014 or 2013 for the entities listed above.

As of December 31, 2014, Canfor employed approximately 
3,974 people in its wholly owned subsidiaries and 1,144 in 
majority owned operations for a total of 5,118 employees.

Lumber 

Canfor’s lumber operations have a current annual production 
capacity of approximately 5.5 billion board feet of lumber, 
including 100% of the capacity of the Scotch gulf sawmills 
adjusted for additional shifting at certain mills.  Subsequent 
to the respective acquisitions in 2015, including 100% of the 
capacity of the Beadles & Balfour and Southern Lumber 
sawmills, Canfor’s lumber production capacity is projected to 
be approximately 5.8 billion board feet.  The majority of lumber 
produced by Canfor from its facilities is construction and 
specialty grade dimension lumber that ranges in size from one 
by three inches to two by twelve inches and in lengths from six 
to twenty-four feet.  A significant proportion of Canfor’s lumber 
production is comprised of specialty products that command 
premium prices, including Square edge lumber for the North 
American market, J-grade lumber for the Japanese market, 
and machine stress rated (“MSR”) lumber used in engineered 
applications such as roof trusses and floor joists. 

Canfor’s lumber operations also include a finger-joint plant, 
two lumber treating plants, a whole-log chipping plant and a 
trucking division.  The lumber business segment also includes 
a 60% interest in the Houston Pellet Limited Partnership, 
which has an annual capacity of approximately 217,000 tonnes 
of wood pellets.  As mentioned, in partnership with Pacific 

Bioenergy, the Company is currently building two pellet plants 
on the Chetwynd and Fort St. John Sawmill sites, scheduled for 
completion in the latter part of 2015.  

Canfor holds approximately 11 million cubic metres of 
annual harvesting rights for its solid wood operations under 
various forest tenures located in the interior region of BC and 
northern Alberta, and harvests logs from those tenures to 
supply its interior lumber operations.  Any shortfalls in mill 
requirements are made up with wood purchased from those 
areas.  Operations in North and South Carolina and Alabama 
mostly purchase logs.

Canfor markets lumber products throughout North America 
and overseas, through its sales offices in Vancouver, Canada, 
Myrtle Beach, US, Tokyo, Japan and Shanghai, China.  In 
addition to its own production, Canfor also markets lumber 
produced externally to complement its product line.  while a 
significant proportion of Canfor’s product is sold to markets 
in the United States, the proportion of shipments to offshore 
markets, particularly China, has risen significantly in recent 
years.  The Company ships substantially all lumber destined 
for North America by truck and rail, while the vast majority of 
product sold offshore is transported by container ship.

PuLP and PaPer

Canfor’s Pulp and Paper segment is comprised of the CPPI and 
Taylor Pulp Mill operations, all of which are located in BC.  CPPI 
produces northern bleached softwood kraft (“NBSk”) pulp and 
specialty paper.  NBSk pulp is primarily a bleached product, 
although unbleached and semi-bleached grades are also 
produced at the Prince george Pulp and Paper Mill. 

The CPPI mills have the capacity to produce over one million 
tonnes of pulp annually.  Approximately 220,000 tonnes of 
BCTMP per year can be produced at the Taylor Pulp Mill.  CPPI’s 
paper machine, located at the Prince george Pulp and Paper 
Mill, has an annual production capacity, at optimum product mix 
levels, of 140,000 tonnes of kraft paper. 

Canfor supplies CPPI with residual wood chips and hog fuel 
(principally bark) produced at certain of its specified sawmills.  
Prices paid by CPPI for residual wood chips are based on a 
pricing formula to reflect market prices and conditions, with 
hog fuel purchased by CPPI at market prices.  CPPI also has 
fibre supply agreements with third parties to supplement its 
supply of wood chips and hog fuel.

All pulp produced by CPPI and the Taylor Pulp Mill is sold by 
CPPI’s sales offices in Vancouver, Canada, and Tokyo, Japan, to 
customers, primarily in North America, europe and Asia.  The 
significant majority of product sold to North America is shipped 
by rail, while product sold overseas is transported by container 
or breakbulk vessels. 

Other OPeratiOns 

As previously highlighted, Canfor sold its Daaquam Sawmill, 
located in Quebec, to group Lebel Inc. during 2014 and in the 
prior year, Canfor sold its 50% share in the Peace Valley OSB 
Mill, located in Fort St. John, BC.  Canfor also owns an OSB 
plant (“PolarBoard”), which is currently indefinitely idled, and 
a plywood plant (“Tackama”), which was permanently closed in 
December 2011. 
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business strategy

Canfor’s overall business strategy is to be a lumber industry leader 
with top-quartile financial performance, accomplished through:

 expanding geographical markets, increasing market share 
of value-added products and building strong long-term 
partnerships with valued customers,

 Optimizing the extraction of high-margin products and value 
from its available fibre sources,

 Attaining world class supply chain performance,

 Achieving and maintaining a low cost structure, 

 Maintaining a strong financial position,

 Developing an enterprise-wide culture of safety, innovation 
and engagement where Canfor is recognized as the 
preferred employer in its operating regions,

 Capitalizing on attractive growth opportunities, and 

 Positioning the Company as a leading supplier of green, 
environmentally friendly building products.

Canfor is focused on being the preferred supplier of lumber to 
the building industry around the world, with a particular focus 
on North America and Asia.  The Company is committed to being 
a major supplier to the retail segment of lumber consumption 
and expanding its presence in key offshore markets, including 
China and Japan.  This objective includes making higher value 
structural lumber and specialized products to cater to specific 
customer requirements.

CPPI’s overall business strategy is to be a pulp and  
paper industry leader with strong financial performance 
accomplished through:

 Preserving its low-cost operating position,

 Optimizing the premium quality of its products, 

 growing its green energy business, 

 Developing an enterprise-wide culture of safety, innovation 
and engagement where CPPI is recognized as the preferred 
employer in its operating regions, and

 Capitalizing on attractive growth opportunities.

Lumber markets remained relatively balanced in 2014, as the 
US housing market continued its slow but gradual recovery.  
Housing starts showed a modest improvement, with many key 
economic indicators such as employment rates, consumer 
confidence and US housing prices trending positively through 
the year.  The Canadian housing market saw another steady 
year, with housing starts slightly above the 20-year historical 
average.  Offshore markets experienced somewhat lower 
lumber consumption in 2014 following multiple years of growth, 
as China’s economy softened somewhat in the latter part of the 
year and Japan raised its consumption tax during 2014.

Average North American benchmark western Spruce/
Pine/Fir (“SPF”) 2x4 #2 & Better grade (“#2&Btr”) and eastern 
Southern Yellow Pine (“SYP”) 2x4 #2 lumber prices were 
broadly in line with 2013 on a US dollar basis.  Canfor’s 2014 
overall lumber sales realizations benefitted from the favourable 
impact of a 7 cent, or 7%, weaker Canadian dollar compared 
to the US dollar and, to a lesser extent, the absence of export 
tax on US bound lumber shipments in 2014, offset slightly by a 
modest decrease in offshore prices relative to 2013.  

The Company continued to position itself to take advantage 
of the improving lumber markets as evidenced by the announced 
acquisitions of Scotch gulf in Alabama, Beadles & Balfour in 
georgia and Southern Lumber in Mississippi.  Combined, these 
additional sawmills will expand Canfor’s US South lumber 
capacity by approximately 740 million board feet after near-
term capital investments and additional shifting.  During 2014, 
the Company also added shifts at several of its Canadian and 
US South operations and improved year-over-year productivity 
rates mostly the result of targeted capital investments at 
certain facilities in 2013 and 2014.

In March 2014, in response to the continued impact of the 
Mountain Pine Beetle infestation on fibre availability in BC, the 
Company made the difficult decision of permanently closing its 
Quesnel Sawmill.  The Company also sold its Daaquam Sawmill 
in early 2014, which marked Canfor’s exit from the eastern 
SPF lumber business.  excluding the Quesnel and Daaquam 
Sawmills, lumber production was up slightly compared to 2013. 

The Company in 2014 continued to build on its solid 
reputation as a producer and seller of high-margin lumber 
products to global markets, retaining its top-quartile margin 
performance in both western Canada and the US South.  Sales 
of #2&Btr lumber products increased over 2013 reflecting both 
the positive impact of recent capital upgrades and the closure of 
the Quesnel Sawmill.  The Company’s product offering has been 
boosted by the recent acquisitions of sawmills in the US South, 
all of which produce high volumes of value-added grades. 

The Company’s British Columbia lumber operations 
experienced continued cost pressures in 2014, particularly 
relating to log costs where higher logging and hauling rates and 
market-related stumpage increases, as well as increased road 
maintenance and construction costs, resulted in higher delivered 
unit log costs compared to 2013.  In addition, Canadian operations 
faced increased log profile challenges, largely as a result of the 
continuing effects of the Mountain Pine Beetle and, to a lesser 
extent, more forest fires in 2014.  This trend in British Columbia 
contrasted with Canfor’s operations in the US South which 
continues to access significant volumes of high-quality fibre in 
close proximity to its sawmills and, as a consequence, saw little 
upward pressure on log costs through the year.

Cash conversion costs continued to reflect significant 
capital-related downtime and start-ups in 2014, with continued 
improvement in productivity.  Cost, however, moved up year-
over-year, largely as a result of higher labour costs, continued 
dust management efforts and the more challenging log profile 
at various western SPF operations.

A major development in 2014 was the Company’s decision 
to build two Pellet Plants at its Chetwynd and Fort St. John 
sawmill sites.  Construction started in the fourth quarter of 
2014 and is anticipated to be completed in the latter part of 
2015.  The pellet plants will be operated in partnership with 
Pacific Bioenergy, an established pellet plant operator in BC, 
and will enhance the utilization of Canfor’s sawmill residual 
fibre in northern BC, provide stable long-term cash flow and 
contribute to the Company’s sustainable value proposition. 

oVERVIEW oF 2014
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Operating results for the lumber segment were lower 
in 2014 compared to 2013, principally reflecting the 
aforementioned higher unit manufacturing costs and lower 
lumber shipments offset in part by improved Canadian dollar 
unit sales realizations.

global softwood pulp markets and prices were better than 
anticipated in 2014, as markets remained relatively stable 
through the year supported by solid global demand.  Concerns 
around possible downward pressure on softwood pulp prices 
in 2014 from a significant increase in eucalyptus pulp capacity 
from South America proved ill-founded as annual softwood 
pulp demand remained steady and global softwood pulp 
producer inventories held in the balanced range for most of 
2014, before increasing in December 2014, in part reflecting 
a slight softening of demand.  Reflecting balanced markets, 
North American NBSk pulp list prices climbed above $1,000 per 
tonne in January 2014 and stayed there through the rest of the 
year, although producers continued to come under pressure to 
increase discounts, in part reflecting the competitive landscape 
for key business accounts in North America.  Pulp list prices to 
China and europe also saw strong gains in 2014, increasing 5% 
and 7% from 2013, respectively, while global pulp demand was 
broadly in line with the prior year.    

CPPI continued to maintain its top-quartile margin position 
in 2014, and its reputation for offering premium reinforcing 
pulp products was further enhanced in 2014 through its sales 
and marketing cooperation agreement with UPM-kymmene 
Corporation (“UPM”).  Operational excellence remained a key 
focus and while the year was not without its challenges, solid 
progress was made during the year as CPPI completed several 
important capital upgrades and the pulp mills exhibited solid 
operational performance as they worked to fully optimize the 
recently renewed asset base, with the Prince george Pulp and 
Paper Mill setting a new production record in 2014. 

CPPI’s green energy business continued to expand in 2014 
through the completion of upgrades to cogeneration assets at 
the Northwood Pulp Mill and commencement of upgrades to the 
turbine at the Intercontinental Pulp Mill, the latter targeted for 
completion in the second quarter of 2015.  

Operating results for the pulp and paper segment benefitted 
from the better than anticipated market conditions as well as 
the favourable impact of the weaker Canadian dollar and, to 
a lesser extent, an improved, higher-margin sales mix and 
increasing energy revenues.  These gains were somewhat 
offset by increased fibre costs (linked mostly to improved NBSk 
pulp sales realizations), higher energy costs, and lower year-
over-year shipments, the latter of which reflected a significant 
drawdown of inventories in late 2013.  

Total consolidated operating earnings were broadly in 
line with the prior year at $329.3 million in 2014, as improved 
results in the pulp and paper segment were offset by the lower 
operating earnings in the lumber segment.  Compared to 
2013, operating income in both segments reflected improved 
Canadian dollar sales realizations offset by higher unit 
manufacturing costs and lower shipments.  The Company 
recorded a consolidated return on invested capital of 13.3%, 
down 4.5% from 2013, reflecting the lower lumber segment 
earnings in 2014.  

The Company continued to preserve its strong financial 
position in 2014, retaining a focus on working capital 
management and delivering on its significant capital 
investments in recent years, both in terms of being on-time, 
on-budget and achieving targeted savings.  In 2014, the 
Company purchased 4,527,600 common shares for $108.9 
million (an average price of $24.05 per common share) under 
its renewed Normal Course Issuer Bid and improved its 
consolidated debt to capitalization ratio by 2.9% year-over-year 
to 5.1%.       

A review of the more significant developments in 2014 follows.

markets and Pricing

(i)  sOLid WOOd – sLOW-Paced nOrth american 
hOusing recOvery cOntinues; OffshOre markets 
sOften sOmeWhat after muLtiPLe years Of strOng 
grOWth; Weaker canadian dOLLar bOOsts saLes 
reaLizatiOns

Lumber markets were relatively balanced in 2014 while the 
US housing market continued its slow but gradual recovery 
supported by steady employment growth and high housing 
affordability.  The Company’s offshore lumber shipments were 
lower in 2014 following multiple years of growth as China’s 
economy softened somewhat in the latter part of the year and 
Japan raised its consumption tax from 5% to 8%.  Average US 
dollar benchmark lumber prices for both western SPF and 
SYP products were broadly in line with 2013 while prices on a 
Canadian dollar basis benefitted from the 7 cent, or 7%, weaker 
Canadian dollar.  Challenging weather and a truckers’ strike at 
Vancouver’s largest port early in the year constrained producer 
shipments resulting in an inventory build early in the year which 
was released over the balance of the year.

New and existing home inventory levels trended upward 
through most of 2014, while existing home inventory levels 
decreased towards the end of the year as highlighted in  
Chart 1 below.  
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Total US housing starts were up 8% in 2014 compared to 
2013, averaging 1,003,000 starts1 for the year compared to 
930,000 in 2013, and reaching the highest levels since 2007 
(Chart 2).  Both single-family unit and multi-family unit starts 
were up from 2013, with the increase in multi-family starts 
(up 17%) outpacing the increase in single-family starts (up 
5%) year-over-year, reflecting growth in rental markets due 
to tighter lending regulations subsequent to the US housing 
downturn and current limited available land in major centres.                         

In Canada, housing starts at 189,000 units2 in 2014 were broadly 
in line with 2013 (Chart 3), for the most part reflecting a stable 
housing market through the year.  The recent decline in oil and 
other commodity prices, on which the Canadian economy is 
dependent, is anticipated to challenge the Canadian housing 
market in certain regions in 2015. 

Canfor’s lumber shipments to offshore markets eased 
somewhat in 2014 following several years of robust growth 
with shipments to China down 8% and shipments to Japan 
down 5% compared to 2013.  The decrease in shipments to 
China in part reflects the closure of the Quesnel Sawmill at the 

beginning of 2014.  China’s economy and building construction 
activity slowed in the latter part of the year and Japan raised its 
consumption tax to 8% during 2014, resulting in lower consumer 
spending and lumber consumption in both markets compared 
to 2013.

The change in the Company’s geographical sales mix over 
the past eight years is highlighted in Chart 4, which shows 
the continued shift to a more globally balanced distribution of 
sales in support of strategic growth objectives.  The Company’s 
recent growth in the US south will increase Canfor’s exposure 
to the US market while western SPF lumber sales are projected 
to remain geographically diversified.

The benchmark western SPF 2x4 #2&Btr price was relatively 
consistent with 2013, averaging US$349 per thousand board 
feet (“Mfbm”)3 compared to US$356 per Mfbm in the prior year.  
Prices for most other dimensions and grades were also broadly 
in line with 2013.  The benchmark 2x4 #2 price for SYP lumber in 
2014 averaged US$418 per Mfbm which was also consistent with 
the average price of US$413 per Mfbm in 2013.  Overall prices 
for western SPF products were relatively stable for most of the 
year, while the SYP 2x4 #2&Btr price showed a gradual increase 
in the second half of 2014, finishing the year at US$434 per 
Mfbm, US$26 higher than the 2013 year end (Chart 5).

(1)  S o ur ce:  U. S .  Bur e a u o f  th e C e n s u s 
( 2 )  C a n a d a M o r tg a g e a n d H o u s in g C o r p o r at i o n ( “C MH C ”)
(3 )  R a n d o m L e n g th s P ub l i c a t i o n s ,  In c .
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The Canadian dollar continued to weaken against the US 
dollar in 2014, particularly towards the end of the year, as the 
US economy gained momentum and the Canadian economy 
was impacted by softer commodity prices.  The weakening 
of the Canadian dollar accelerated towards the end of 2014 
and continued into the beginning of 2015.  On average the 
Canadian dollar was at $0.9054, 7 cents, or 7%, lower than in 
2013, resulting in improved sales realizations for all Canadian-
produced exports. 

(ii) PuLP – better than anticiPated sOftWOOd  
PuLP markets suPPOrting histOricaLLy-high 
Pricing in  2014

As mentioned, global softwood pulp markets were better than 
anticipated in 2014, as markets remained relatively stable 
through the year supported by solid demand from most markets.  
Additional hardwood pulp capacity, principally from South 
America, was absorbed into global markets through 2014; 
however, markets remained strong with limited incremental 
softwood pulp supply and solid demand for NBSk pulp.  global 
shipments of bleached softwood kraft pulp remained relatively 
unchanged compared to 2013.  Prices moved up in the first 
quarter of 2014 supported by a combination of solid demand 
and constrained supply, the latter reflecting unusually severe 
weather and a truckers’ strike in North America, and remained 
relatively stable for the balance of the year.  global softwood 
producer inventories remained in the balanced range through 
most of 2014, contributing to the historically higher pricing levels.

The benchmark North American NBSk pulp list price 
averaged US$1,025 per tonne5 in 2014, up US$84, or 9%, from 
the prior year.  NBSk pulp list prices in North America saw solid 
increases at the beginning of 2014, settling at a three-year high of 
$1,030 per tonne for 8 months before declining US$10 per tonne 
in late 2014 to end the year at US$1,020 per tonne, up US$30 per 
tonne, or 3%, from the end of 2013.  List prices to europe and 
China also saw strong gains in 2014, up US$64 and US$33 per 
tonne, respectively.  In addition, higher sales realizations also 
reflected a 7% weaker Canadian dollar and an improved sales 
mix.  Continued upward pressure on discounts, particularly in 
North America, partly eroded the solid gains in NBSk pulp list 
prices and the favourable foreign exchange trend. 

The following charts show the NBSk pulp price movements 
in 2014 (Chart 6) and the global pulp inventory levels (Chart 
7), and serves to highlight the relatively stable list prices and 
producer inventories through the year, as discussed above.

Towards the end of 2013, CPPI entered into a strategic sales 
and marketing cooperation agreement with UPM.  Beginning 
January 1, 2014, CPPI’s sales network represented and 
co-marketed UPM pulp products in North America and Japan, 
while UPM’s pulp sales network represented and co-marketed 
CPPI’s products in europe and China.

(4 )  B a n k o f  C a n a d a 
(5 )  Re s o ur ce In f o r m at i o n S y s te m s , In c . 

chart 6 – nbsk PuLP List Price deLivered tO u.s. –  
in us and canadian dOLL ars
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sOLid WOOd OPeratiOns

(i)  us sOuth exPansiOn and targeted caPitaL 
PrOjects in recent years POsitiOning the cOmPany 
tO caPitaLize On imPrOving markets

The Company’s confidence in the longer-term prospects of the 
lumber industry has driven an investment strategy aimed at 
positioning itself as a top-quartile industry performer during 
the lumber market recovery.  In support of this objective, the 
Company has completed several targeted strategic capital 
initiatives at its sawmills since 2010, aimed at enhancing 
the quality and value offering of products to its customers 
from a top-tier productivity and cost position.  Among the 
Company’s completed projects were capital upgrade initiatives 
for its sawmills in the kootenay region of BC, following their 
acquisition in early 2012.  These strategic capital investments 
are designed to capitalize on the Company’s strong fibre 
position in many regions of the BC Interior and the US South.  In 
particular, the investments in upgraded facilities in high-value 
fibre areas in western Canada are helping to mitigate fibre cost 
pressures.  In 2014, the Company completed several major 
upgrades, most notably at its Houston and Mackenzie Sawmills, 
and after a number of ramp-up challenges, productivity saw a 
marked improvement towards the end of 2014. 

In addition to its strategic capital initiatives, the Company 
has been expanding in the US South highlighted by its 
announced acquisitions of Scotch gulf, Beadles & Balfour and 
Southern Lumber.  Scotch gulf includes three sawmills and a 
treating plant all of which are located in Alabama and produce 
primarily structural grade lumber.  Beadles & Balfour includes 
two sawmills located in georgia with one sawmill focused 
primarily on 1 inch lumber products and the other sawmill 
producing structural grade lumber.  Finally, Southern Lumber 
owns a single sawmill in Mississippi that produces high-margin 
lumber in lengths up to 26 feet.  All of the recently acquired 
US South sawmills are favourably located in areas of high-
quality fibre supply and, with near-term capital investments 
and shifting additions, will contribute 740 million board feet of 
production capacity bringing Canfor’s Southern Pine capacity to 
just under 1.4 billion board feet.  

Capital spending in the lumber segment for 2014 totaled 
$167 million and included major sawmill rebuilds or upgrades 
at the Company’s Houston, Mackenzie and Polar Sawmills 
in BC and its grande Prairie Sawmill in Alberta, continuous 
kiln projects at the Company’s kootenay and Southern 
Pine operations and commencement of construction of the 
Chetwynd and Fort St. John Pellet Plants towards the end 
of the year.  In July of 2014, Canfor also implemented a new 
sales, transportation, supply chain and inventory management 
enterprise Resource Planning (“eRP”) software system across 
its entire Canadian operations.

(ii)  strOng fOcus On OPeratiOnaL exceLLence in the 
face Of LOg and manufacturing cOst headWinds 
in british cOLumbia; further residuaL fibre 
OPtimizatiOn initiatives underWay

In order to achieve top-quartile financial performance, and 
maximize profitability, the Company continues to focus on 
the key areas of maximizing product quality and value, tightly 
controlling unit manufacturing costs and maximizing residual 
fibre revenues.

a.  PrOduct quaLit y / vaLue

Product quality and value are key parts of the Company’s focus 
going forward, with a view to ensuring that valued customers 
are provided with high quality products and service.  Numerous 
initiatives have been undertaken to ensure continuous 
improvements in this area, including capital projects, such 
as the recent sawmill, kiln and planer upgrades, which are 
resulting in a higher proportion of higher-value lumber 
products, and transitioning to harvesting non-Mountain Pine 
Beetle fibre for use in the BC Interior sawmills.

The Company also has in place, or takes part in, various 
initiatives designed to promote the benefits of the use of lumber 
products by developers and end users.  This includes initiatives 
to promote the environmental benefits of using lumber, and also 
industry-wide programs, such as the Softwood Lumber Board, 
to promote wood as a building product.

b.  unit manufacturing cOsts

The Company remains focused on ensuring strong operational 
performance at all of its operations, with continuous 
improvement initiatives, complementing and maximizing 
the benefits from capital upgrades.  Compared to the prior 
year and excluding the impacts of the Quesnel and Daaquam 
Sawmills, year-over-year unit conversion costs increased as 
capital-related productivity improvements at certain operations 
were outweighed by higher labour costs, principally reflecting 
ratification of the USw (United Steelworkers) labour agreement in 
December 2013, continued dust management efforts, additional 
contractor services and smaller log profile at certain operations 
related to the ongoing effects of the Mountain Pine Beetle. 

The continued lumber market improvement, increased 
upward pressures on non-quota timber, and a continued shift 
out of the Mountain Pine Beetle dominated log profile over 
the past several years has resulted in increases to stumpage, 
logging, hauling and purchased wood costs in BC operations.  
Added costs for road building and block development in 2014 
have also resulted from this fibre profile shift.  Further, during 
2014, the Company saw increased hauling distances in certain 
regions in an effort to improve log inventory profile at its BC 
operations.  The Company’s US operations’ log costs increased 
marginally from the prior year, in part reflecting the availability 
of significant volumes of high-quality fibre in the areas where 
the Company’s sawmills operate.

c.  residuaL fibre revenue

Residual fibre revenue for the Company relates principally to 
the sale of sawmill residual chips to be used in the manufacture 
of pulp products.  Prices for sawmill residual chips are 
typically based on a pricing formula with a number of inputs, 
predominantly driven by market prices for pulp products.  
Increased residual fibre revenue for 2014 reflected an increase 
in average chip prices related to pulp price increases offset 
in part by lower chip sales volumes principally reflecting the 
closure of the Quesnel Sawmill early in 2014. 

Other residual fibre products also hold value, and the 
Company continued to focus on extracting maximum value from 
these sources in 2014, with relatively stable revenues from the 
sale of trim blocks, sawdust, shavings and bark.  In addition, as 
part of its strategic capital investment focus, the Company now 
has modern energy systems at the significant majority of its 
sawmills that make use of other residual fibre products, such 
as bark hog, which have resulted in reduced energy costs and 
dependence on fossil fuels.  
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The partnership with Pacific Bioenergy to construct the two 
Pellet Plants in northern BC supports the Company’s efforts to 
continue maximizing residual fibre utilization.

(iii) sOftWOOd Lumber agreement

Under the Softwood Lumber Agreement (“SLA”) implemented by 
the federal governments of Canada and the US in 2006, Canadian 
softwood lumber exporters pay an export tax on lumber shipped 
to the US when the price of lumber is at or below US$355 per 
Mfbm, as determined by the Random Lengths Framing Lumber 
Composite Price.  when the price is at or below US$355 per 
Mfbm, the export tax rate ranges between 5% and 15%.  In 
January 2012, the governments of Canada and the US exercised 
an option to extend the SLA from its original expiry date in 2013 
to October 2015.  Discussions on the upcoming SLA expiry have 
begun between Canada and the US with Canada’s expectation 
that the current SLA be renewed or be allowed to expire without 
replacement.  In 2015, Canfor will participate in discussions with 
industry counterparts to work towards a satisfactory resolution.  
The outcome of these discussions is uncertain and could result 
in significant impacts to the Company’s US lumber exports.  
(Further discussion of the SLA agreement may be found under 
“Softwood Lumber Agreement” in the “Risks and Uncertainties” 
section of this document).  

No export taxes were paid on US bound shipments in 
2014 while the average rate in 2013 was 2% resulting in tax 
payments of approximately $9 million.  The following chart 
shows the average SLA export tax rate in 2014 and the six years 
prior (Chart 8), with the rate fluctuating over this period of 
time in connection with the Random Lengths Framing Lumber 
Composite Price.

(iv) imPacts Of mOuntain Pine beetLe (“mPb”)  
remain significant; cOmPany WeLL POsitiOned  
gOing fOrWard  

For more than a decade, the MPB epidemic has been the 
primary focus for almost all of the Company’s western 
Canadian operations.  Only now has the infestation largely run 
its course with estimates indicating that pine mortality has 
reached approximately 55%, where it has been for the last 2 
years.  Northern Alberta is still experiencing higher levels of 
attack and anticipates this trend will continue for the next 2 to 

4 years.  In the most heavily attacked areas, salvage harvesting 
continues but the harvest profile is gradually shifting from dead 
pine into green or mixed stands and will do so for another 5 to 
10 years as the remaining dead stands are harvested or the 
quality deteriorates to the point that the stands are no longer 
viable for sawlog harvest.  In these areas, declining timber 
quality, smaller piece size and blow down are resulting in 
increased operational costs.  This will be offset in the short to 
medium-term as the harvest moves into mixed species stands.

To ensure that sufficient dead pine is being harvested to 
sustain the current allowable harvest rates and minimize impacts 
to the mid-term timber supply, the British Columbia Provincial 
government has instituted “partitions” in a number of timber 
supply areas.  These partitions cap the harvest of non-pine 
species in the short-term, and will be revisited as the availability 
of merchantable dead pine stands declines.  This is currently the 
case within the Prince george and Morice Timber Supply Areas.  
The Company maintains a significant focus on salvage harvesting 
and achieving these partitions where applicable.

Recent forecasts have predicted that annual allowable 
harvest rates could be reduced by more than 30% from current 
levels.  Some reductions have already occurred, such as for the 
Prince george (16%), Quesnel (24%) and Lakes (38%) Timber 
Supply Areas.  Timber Supply Review processes have recently 
been completed (or are very close to being complete) in other 
areas, and have resulted in increases in the annual allowable 
harvest rates.  This includes Tree Farm License 30 in the Prince 
george region (25% increase), Mackenzie Timber Supply Area 
(48% increase for 10 years) and potentially Tree Farm License 
48 in the Chetwynd region.  In northern Alberta, it is anticipated 
that allowable harvest rates will also be increased temporarily 
to deal with the rising MPB infestation in that region.

In anticipation of these impacts, the Company has taken a 
number of actions to ensure the viability and competitiveness 
of its operations.  These include the acquisition of the kootenay 
area sawmills in 2012, the announced permanent closure of its 
Quesnel Sawmill, and the exchange of timber rights with west 
Fraser in 2013.  The Company has also been actively working 
with many First Nations to build business relationships that 
provide the Company some level of certainty in gaining access 
to additional fibre.  As a result of these initiatives, the Company 
has minimized its exposure to areas most heavily impacted by 
the MPB, and the remaining operations are forecast to have 
sufficient fibre supply through the transition to lower provincial 
harvest levels and green or mixed species stands.  An additional 
benefit of this is that the Company is very well situated to start 
moving fibre between some of its traditional operating areas 
which will allow the Company to continue to meet both species 
and profile targets for its mills.

In Alberta, the provincial government has implemented 
short-term actions and a long-term strategy to mitigate 
the risks associated with the MPB.  Included in these are 
comprehensive detection surveys and removal of individual 
trees from newly infested stands, as well as a collaborative 
approach by government and the forest industry to achieve a 
75% reduction in the amount of susceptible pine in Alberta by 
2026.  The latter has resulted in a 12% increase in the annual 
allowable cut (“AAC”) of the Company’s Forest Management 
Agreement (“FMA”) area for a 15 year period.  Additionally, 
the Province of Alberta approved a 103% AAC increase for the 
Company’s quota area north of Hines Creek, which will enable a 

chart 8 – sL a exPOrt ta x
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seLected financiaL infOrmatiOn and statistics
(mi l l i o n s o f  C a n a d i a n d o l l a r s ,  e xce p t f o r p e r s h a r e a m o unt s)  2014 2013

Sales $ 3,347.6 $ 3,194.9
Operating income before amortization  $ 511.8 $ 517.5
Operating income  $ 329.3 $ 331.3
Foreign exchange loss on long-term debt  $ - $ (8.9)
gain (loss) on derivative financial instruments6 $ (8.9) $ 4.4
Net income  $ 221.8 $ 250.5
Net income attributable to equity shareholders of Company $ 175.2 $ 228.6
Net income per share attributable to equity shareholders of Company,
 basic and diluted $ 1.28 $ 1.61
ROIC – Consolidated7   13.3%  17.8%
Average exchange rate (US$/CDN$)8 $ 0.905 $ 0.971

(6)  In c l u d e s g a in s ( l o s s e s)  f r o m e n e r g y,  f o r e i gn e xc h a n g e ,  l um b e r a n d in te r e s t  r a te d e r i v a t i v e s (s e e “ Un al l o c ate d a n d O th e r I te m s” s e c t i o n f o r m o r e d et a i l s ) . 
( 7 )  C o n s o l i d a te d Ret ur n o n In v e s te d C a p i t a l  ( “R O I C ” )  i s  e q u a l  to o p e r at in g in co m e / l o s s ,  p l u s r e a l i ze d g a in s / l o s s e s o n d e r i v a t i v e s ,  e q u i t y  in co m e / l o s s f r o m j o in t  v e nt ur e a n d 

o th e r in co m e /e x p e n s e ,  a l l  n e t  o f  min o r i t y  in te r e s t ,  d i v i d e d b y th e a v e r a g e in v e s te d c a p i t a l  d ur in g th e y e a r.   In v e s te d c a p i t a l  i s  e q u a l  to c a p i t a l  a s s et s ,  p l u s l o n g - te r m 
in v e s tm e nt s a n d n et  n o n - c a s h w o r k in g c a p i t a l ,  a l l  e xc l u d in g min o r i t y  in te r e s t  co m p o n e nt s .

(8 )  S o ur ce – B a n k o f  C a n a d a (a v e r a g e n o o n r a te f o r th e p e r i o d) .

oVERVIEW oF ConsolIDatED REsults – 2014 CompaRED to 2013

shift of a significant portion of the harvest for the grande Prairie 
Sawmill into the northern area where the MPB infestation 
has been most severe.  This shift, which is forecast to last for 
5-7 years, will result in higher than normal log transportation 
costs but will mitigate potential impacts to long-term timber 
supply and ensure the timber is harvested before the quality 
deteriorates significantly.

cLOsed and indefiniteLy idLed OPeratiOns 

In the first quarter of 2014, the Company permanently closed 
its Quesnel Sawmill as a result of limited timber availability in 
the region following the MPB infestation.  The closure removed 
approximately 250 million board feet SPF lumber capacity.  In 
2013, the Company recorded a related $20.0 million provision, 
the significant majority of which has been paid in 2014. 

In 2011 the Company closed, or announced the closing of, 
three of its operations in response to the continued difficult 
market conditions for solid wood products, and fibre supply 
challenges relating to the MPB impact.  In January 2011 the 
Clear Lake lumber operation was permanently closed due to 
weak prices for stud lumber and a lack of economical long-term 
fibre available to that mill.  In January 2012 the Rustad Sawmill 
and Tackama Plywood Plant were permanently closed due to 
a combination of MPB fibre challenges (Rustad), the difficult 
market conditions and the level of capital investment required 
to make both operations economically viable. 

The Company’s Radium Sawmill in British Columbia, which 
was idled in 2009, restarted in October 2012.  The PolarBoard 
OSB Plant in Fort Nelson, which was indefinitely idled in mid-
2008, remains idled.

PuLP and PaPer OPeratiOns 

The Company’s pulp and paper operational performance 
improved in 2014 with increased operating days, reflecting 

shorter scheduled outages, and improved operating rates 
compared to 2013.  CPPI made headway against operational 
targets, with overall operating rates showing further signs 
of improvement at the end of 2014 and heading into 2015.  
Scheduled maintenance outages were completed at all facilities 
in 2014.

energy revenue continued to build in 2014 reflecting eleven 
months of energy output from the upgrades to the Northwood 
Pulp Mill turbines, commissioned in the first quarter of 2014, 
as well as increased power generation from the turbine at the 
Company’s Prince george operation, which was completed in 
the previous year.  CPPI continued to advance the upgrades 
to the turbine at the Intercontinental Pulp Mill, which is 
targeted to be complete and commence selling power under an 
electricity Purchase Agreement by the second quarter of 2015.  
Following completion of the upgrades to the Intercontinental 
Pulp Mill turbine in 2015, CPPI projects it will be over 100% 
energy self-sufficient, with the energy business anticipated to 
contribute approximately $25 million to operating income before 
amortization annually.

canfOr and cPPi integratiOn 

The Company continues to build on the successful integration 
of Canfor and CPPI leadership teams and key business areas 
that commenced in 2012.  Both companies continue to recognize 
sustainable benefits from further integration and alignment, 
specifically in the areas of residual fibre management, 
transportation and logistics.  Integration remains a key focus 
area for Canfor and CPPI, as well as for Canfor Canadian and 
US South operations, particularly given the growth of the 
Company’s operations in the US.

As mentioned, subsequent to year end, Canfor and CPPI 
completed the sale of the Company’s BCTMP Taylor Pulp Mill 
which will result in further integration benefits for both companies.
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anaLysis Of sPecific items affecting cOmParabiLity Of sharehOLder net incOme

A f te r - t a x im p a c t ,  n e t  o f  n o n - co ntr o l l in g in te r e s t s
(mi l l i o n s o f  C a n a d i a n d o l l a r s ,  e xce p t f o r p e r s h a r e a m o unt s)  2014 2013

shareholder net income, as reported  $ 175.2 $ 228.6
(gain) loss on derivative financial instruments $ 5.9 $ (3.3)
gain on sale of Daaquam operation $ (1.6) $ -
Mark-to-market adjustment to Canfor-LP OSB sale contingent consideration12 $ 9.4 $ -
gain on sale of Canfor-LP OSB (including contingent consideration)12 $ - $ (28.8)
Canfor’s 50% interest in Canfor-LP OSB’s income, net of tax  $ - $ 12.1
Foreign exchange loss on long-term debt $ - $ 4.6
Mill closure provisions $ - $ 14.8
One-time costs associated with collective agreements for the lumber business $ - $ 0.8
Change in substantively enacted tax rate  $ - $ 4.2
Net impact of above items $ 13.7 $ 4.4
adjusted shareholder net income  $ 188.9 $ 233.0

shareholder net income per share (ePs), as reported $ 1.28 $ 1.61
Net impact of above items per share $ 0.10 $ 0.03
adjusted shareholder net income per share $ 1.38 $ 1.64

(12 )  T h e C o m p a n y co m p l ete d th e s a l e o f  i t s  5 0 % s h a r e o f  th e C a nf o r - L P O S B L imi te d P a r tn e r s h ip ( “C a nf o r - L P O S B”)  in 2 013 a n d r e co r d e d a g a in o f  $ 3 3 . 4 mi l l i o n (a f te r t a x ) .  
A s p a r t  o f  th e s a l e ,  C a nf o r m a y r e ce i v e a d d i t i o n a l  a n n u al  co n s i d e r at i o n o v e r a 3 y e a r p e r i o d ,  s t a r t in g J un e 1,  2 013 ,  b a s e d o n P e a ce Va l l e y O S B’s a n n u al  a d ju s te d e a r n in g s 
b e f o r e in te r e s t ,  t a x ,  d e p r e c i a t i o n a n d a m o r t i z a t i o n .   A n a s s et w a s r e co r d e d b a s e d o n th e f a i r  v a l u e o f  th i s a d d i t i o n a l  co n s i d e r at i o n a n d w i l l  b e a d ju s te d to c ur r e nt 
e s t im ate d f a i r  v a l u e e a c h r e p o r t in g p e r i o d .   T h e e s t im ate d f a i r  v a l u e o f  th e co nt in g e nt co n s i d e r at i o n a t  D e ce m b e r 31,  2 014 i s  n i l .

(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Operating income (loss) by segment:    
    Lumber $ 230.7 $ 285.1
    Pulp and Paper $ 129.9 $ 72.2
    Unallocated and Other $ (31.3) $ (26.0)
total operating income  $ 329.3 $ 331.3
Add: Amortization $ 182.5 $ 186.2
total operating income before amortization9 $ 511.8 $ 517.5
Add (deduct):    
   working capital movements $ (73.6) $ (7.5)
   Defined benefit plan contributions $ (29.7) $ (53.0)
   Income taxes paid, net $ (39.5) $ (0.3)
   Other operating cash flows, net10 $ 23.4 $ 33.6
cash from operating activities $ 392.4 $ 490.3
Add (deduct):    
   Finance expenses paid $ (11.4) $ (17.4)
   Share purchases $ (108.9) $ (60.0)
   Distributions paid to non-controlling interests $ (10.2) $ (9.3)
   Capital additions, net $ (234.3) $ (237.3)
   Proceeds from the sale of the Daaquam operation $ 23.6 $ -
   Investment in Scotch & gulf Lumber, LLC $ (9.9) $ (29.5)
   Repayment from (Loan to) Scotch & gulf Lumber, LLC $ 12.2 $ (31.9)
   Change in restricted cash11 $ (50.2) $ -
   Proceeds from long-term debt $ 75.0 $ -
   Repayment of long-term debt $ - $ (139.8)
   Proceeds from sale of Canfor-LP OSB $ - $ 77.9
   Other, net $ (2.3) $ 16.0
change in cash / operating loans $ 76.0 $ 59.0

(9)  A m o r t i z a t i o n in c l u d e s ce r t a in c a p i t a l i ze d m aj o r m a inte n a n ce co s t s . 
(10 )  Fur th e r in f o r m at i o n o n o p e r at in g c a s h f l o w s c a n b e f o un d in th e C o m p a n y ’s a n n u al  co n s o l i d a te d f in a n c i a l  s t a te m e nt s . 
(11) Change in restr ic ted cash rel ates to amount s tr ansfer red into an escrow bank account for the f ir s t phase of the Beadles & Balfour acquis i t ion which closed on Januar y 2 , 2 015.
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The lumber segment reported operating income of $230.7 
million for 2014, down $54.4 million from $285.1 million in 2013.  
In 2013 results in the lumber segment were impacted by an 
expense of $20.0 million related to the announced closure of the 
Quesnel Sawmill and one-time costs of $1.1 million associated 
with new five year collective agreements ratified in the fourth 
quarter of 2013.  excluding the impact of these unusual items, 
operating income for 2014 was down $75.5 million, compared to 
adjusted operating income of $306.2 million in 2013.  

For the most part, the decrease in lumber earnings 
was attributable to higher log costs in British Columbia 

reflecting market-driven pressures as well as increased road 
construction costs and higher purchased log costs in 2014.  
Also impacting the lumber segment were higher labour costs, 
continued dust management efforts, and additional contractor 
services.   Lower lumber production compared to 2013 was 
largely the result of the closure of the Quesnel Sawmill and 
sale of the Daaquam Sawmill in the first quarter of 2014.  Partly 
offsetting these factors were overall higher lumber sales 
realizations, which benefitted from the 7% weaker Canadian 
dollar and relatively stable SPF and SYP benchmark lumber 
prices throughout the year. 

Lumber

SeLeCTeD FINANCIAL INFORMATION AND STATISTICS – LUMBeR

Summarized results for the Lumber segment for 2014 and 2013 are as follows:
(mi l l i o n s o f  C a n a d i a n d o l l a r s ,  un l e s s o th e r w i s e n ote d)  2014 2013

Sales $ 2,245.1 $ 2,192.2
Operating income before amortization  $ 345.8 $ 398.6
Operating income  $ 230.7 $ 285.1
Mill closure provisions $ - $ 20.0
One-time costs associated with collective agreements $ - $ 1.1
Operating income excluding unusual items $ 230.7 $ 306.2
Capital expenditures $ 166.6 $ 164.7
Average SPF 2x4 #2&Btr lumber price in US$13 $ 349 $ 356
Average SPF price in Cdn$ $ 383 $ 367
Average SYP 2x4 #2 lumber price in US$14 $ 418 $ 413
Average SYP price in Cdn$ $ 462 $ 425
US housing starts (thousand units)15  1,003  930
Production – SPF lumber (MMfbm)16  3,735.3  4,058.1
Production – SYP lumber (MMfbm)16  581.0  526.3
Shipments – Canfor-produced SPF lumber (MMfbm)17  3,735.9  4,027.8
Shipments – Canfor-produced SYP lumber (MMfbm)17  625.0  545.2
Shipments – wholesale lumber (MMfbm)  18.6  24.8

(13)  we s te r n S p r u ce / P in e / F i r,  p e r th o u s a n d b o a r d f e e t  (S o ur ce – R a n d o m L e n g th s P ub l i c a t i o n s ,  In c . ) .
(14 )  S o u th e r n Ye l l o w P in e ,  e a s t s i d e ,  p e r th o u s a n d b o a r d f e e t  (S o ur ce – R a n d o m L e n g th s P ub l i c a t i o n s ,  In c . ) .
(15 )  S o ur ce – U S C e n s u s Bur e a u .
(16)  e xc l u d in g p r o d u c t i o n o f  t r im b l o c k s . 
(17 )  C a nf o r - p r o d u ce d l um b e r,  in c l u d in g l um b e r p ur c h a s e d f o r r e m a n u f a c t ur e a n d e xc l u d in g t r im b l o c k s . 

opERatIng REsults By BusInEss sEgmEnt – 2014 CompaRED to 2013

The following discussion of Canfor’s operating results relates 
to the operating segments and the non-segmented items as per 
the Segmented Information note in the Company’s consolidated 
financial statements. 

Canfor’s operations include the Lumber and Pulp and Paper 
segments.  The results of the panels business are included in 
the Unallocated & Other segment.

The Company recorded net income attributable to equity 
shareholders of $175.2 million, or $1.28 per share, for the year 
ended December 31, 2014, a negative variance of $53.4 million, 
or $0.33 per share, from $228.6 million, or $1.61 per share, 
reported for the year ended December 31, 2013.

After taking account of specific items affecting comparability 
with prior periods, the Company’s 2014 adjusted shareholder 
net income was $188.9 million, or $1.38 per share, a negative 
variance of $44.1 million, or $0.26 per share, compared to 
similarly adjusted shareholder net income of $233.0 million, or 
$1.64 per share, for 2013.

Reported operating income for 2014 was $329.3 million, 
down $2.0 million from operating income of $331.3 million for 
2013.  Included in operating income in 2013 was an expense of 

$20.0 million related to the announced closure of the Quesnel 
Sawmill and one-time costs of $1.1 million associated with 
the new five year collective labour agreements for the lumber 
business.  excluding these items, operating income was down 
$23.1 million from adjusted 2013 operating income of $352.4 
million, as improved results in the pulp and paper segment were 
more than offset by lower operating earnings in the lumber 
segment.  Compared to 2013, operating income in both segments 
reflected improved Canadian dollar sales realizations, higher unit 
manufacturing costs and lower shipments.  

A more detailed review of the Company’s operational 
performance and results is provided in “Operating Results by 
Business Segment – 2014 compared to 2013”, which follows this 
overview of consolidated results.
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markets

Canfor-produced sales volume for 2014 was approximately 4.4 
billion board feet, down 200 million board feet, or 5%, from 4.6 
billion board feet for 2013, with SPF and SYP making up 86% and 
14% of total 2014 sales volumes, respectively.  The decrease 
in Canfor-produced lumber shipments largely reflected the 
aforementioned closure of the Quesnel Sawmill and sale of the 
Daaquam Sawmill.  

In 2014, the North American lumber market continued to 
reflect the slow but gradual recovery in the US housing market.  
The improvement in US housing starts was supported by steady 
employment growth and higher housing affordability.  Housing 
starts improved, especially in the second half of 2014, after 
unusually cold winter weather delayed building activity earlier in 
the year.  Total US housing starts averaged just above 1 million 
units in each of the last four months of 2014.  For the full year, 
housing starts averaged 1,003,000 units, an increase of 8% from 
2013 and the highest annual average since 2007.  The repair and 
remodeling sector also demonstrated continued modest growth 
throughout the year, bolstered by a rise in consumer confidence 
which led to an increase in home improvement projects. 

In Canada, lumber consumption was stable in 2014 with 
housing starts averaging 189,000 units, which was in line  
with 2013. 

Offshore lumber consumption was lower after multiple 
years of strong growth, with shipments to China down 8% and 
shipments to Japan down 5% compared to the record-high 
levels recorded for 2013.  The decrease in shipments to China 
in 2014 was principally the result of the closure of the Quesnel 
Sawmill in early 2014.  China’s economy slowed somewhat in 
the latter part of the year and Japan raised its consumption 
tax to 8% during 2014 resulting in lower consumer spending 
and contributing to the reduced lumber consumption in both 
markets compared to 2013.  

saLes

Lumber segment revenues of over $2.2 billion for 2014 were up 
2% compared to 2013, reflecting the weaker Canadian dollar 
and relatively flat benchmark lumber prices partly offset by 
lower sales volume.  Total shipments of Canfor-produced 
lumber were approximately 4.4 billion board feet for the year, 
down 5% from 4.6 billion board feet shipped in the previous 
year, mainly reflecting the closure of the Quesnel Sawmill 
and sale of the Daaquam Sawmill early in 2014.  The western 
SPF lumber 2x4 #2&Btr Random Lengths price averaged 
US$349 per Mfbm, a US$7 per Mfbm, or 2%, decrease over the 
previous year with relatively flat prices seen across most other 
dimensions and grades, as can be seen in the following table 
which shows benchmark Random Lengths prices for selected 
key grades and widths of western SPF lumber: 

( Av e r a g e we s te r n S P F U S $ p r i ce ,       
p e r th o u s a n d b o a r d f e e t ) 2014                   2013

2x4 #2&Btr  $ 349 $ 356
2x4 #3 $ 302 $ 295
2x6  $ 349 $ 343
2x10 $ 379 $ 393

Offshore sales realizations, which also benefitted from the 
weaker Canadian dollar, saw a marginal increase compared to 
2013.  Further contributing to the year-over-year increase in sales 
realizations was the absence of any export taxes on US bound 
shipments from Canada, compared to a 2% average export tax rate 
in 2013.  Freight costs showed a slight increase compared to the 
prior year reflecting the impact of the weaker Canadian dollar on 
US freight offset mostly by lower shipment volumes.    

Prices for SYP products were also relatively flat compared 
to 2014, with the benchmark 2x4 #2 price up US$5 per Mfbm, or 
1%, from 2013 to US$418 per Mfbm with similar small increases 
in most wider dimension SYP products.

Total residual fibre revenue for 2014 was up from the prior 
year primarily due to significantly higher sawmill residual chip 
prices, which reflected the higher NBSk pulp sales realizations, 
offset in part by lower residual sales volume.

exPOrt ta xes 

Under the SLA implemented by the federal governments 
of Canada and the US in 2006, Canadian softwood lumber 
exporters pay an export tax on lumber shipped to the US 
when the price of lumber is at or below US$355 per Mfbm, as 
determined by the Random Lengths Framing Lumber Composite 
Price (“RLCP”) which includes benchmark lumber prices from 
a variety of lumber species and dimensions across the North 
American lumber market.  The export tax rate is determined 
monthly, with the monthly price calculated as the four week 
average of the weekly RLCP available 21 days before the 
beginning of the month to which it applies.  The rate is applied 
based on the following trigger prices:  

Trigger RLCP Price Tax Rate

Over US$355 0%
US$336 – $355 5%
US$316 – $335 10%
US$315 and under 15%

The SLA also includes a “Surge Mechanism”, which 
increases the export tax rate for the month by 50% when the 
monthly volume of exports from a region exceeds a “Trigger 
Volume” as defined in the SLA.  

For 2014, four week average lumber prices did not drop 
below the US$355 per Mfbm level and no export tax amounts 
were paid during the year.  In 2013, the BC export tax rate 
averaged 2%, resulting in total export tax payments of $9.2 
million.  The average RLCP for 2014 was US$383 per Mfbm in 
line with 2013.  At December 31, 2014, the RLCP was US$382 
per Mfbm. 

OPeratiOns

Total lumber production for 2014 was 4.3 billion board feet, 
down approximately 250 million board feet, or 6%, from 2013.  
Lower lumber production in the current year predominantly 
reflected the closure of the Quesnel Sawmill and sale of the 
Daaquam Sawmill in early 2014.  excluding these, lumber 
production was up slightly compared to 2013, reflecting 
improved productivity following several major capital upgrades 
and additional shifts at certain sawmills, offset by smaller log 
profile at certain operations in BC.
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The Pulp and Paper segment reported operating income of 
$129.9 million for 2014, up $57.7 million from $72.2 million in 
2013.  Improved earnings compared to 2013 principally reflected 
higher unit sales realizations, resulting from both improved 
NBSk pulp list prices, benefiting from relatively stable pulp 
markets through the year, and the favourable impact of the 7% 
weaker Canadian dollar.  These gains were offset in part by 
lower shipments, largely reflecting the higher-than-normal 
shipments into China during the fourth quarter of 2013, and 
higher unit manufacturing costs, resulting mainly from market-
driven increases in fibre costs and increased energy costs.  The 
current year pulp segment results also included higher energy 
revenue compared to 2013, attributable to the upgrades to the 
Northwood Pulp Mill turbines, which were completed in the first 
quarter of 2014 and increased power generation at the Prince 
george Pulp Mill related to improved operational efficiency.

markets 

global softwood pulp markets were relatively stable through 
2014 supported by solid demand from most markets.  Additional 
hardwood pulp capacity was absorbed into global markets 
through 2014; however, with limited incremental softwood pulp 
capacity and solid demand for NBSk pulp, market conditions 
remained solid.  On the supply side, extreme weather and a 
truckers’ strike in North America in early 2014 constrained 
producer shipments.  global softwood inventories held by 

producers remained in the balanced range for the majority 
of 2014 due largely to the aforementioned solid demand and 
aforementioned supply constraints, all of which contributed to 
historically high price levels.  

At the end of December 2014, world 2021 producers of 
bleached softwood pulp inventories were at 31 days’ supply, 
increasing just out of the balanced range due in part to strong 
producer operating rates.  By comparison, December 2013 
inventories were at 27 days’ supply.  Market conditions are 
generally considered balanced when inventories are in the 
27-30 days of supply range.

saLes 

The Company’s pulp shipments in 2014 were 1,175,400 tonnes, 
down approximately 37,600 tonnes, or 3%, from the prior year.  
The reduced shipment volumes largely reflected higher-than-
normal shipments into China at the end of the previous year.  
The Company’s paper shipments in 2014 were 142,500 tonnes, 
an increase of 3,700 tonnes, or 3%, from 2013.

As mentioned, NBSk pulp list prices experienced solid gains 
in all regions in 2014.  North American NBSk pulp list prices 
averaged US$1,025 per tonne in 2014, up US$84, or 9%, from 
US$941 per tonne.  North American NBSk pulp list prices were 
at a three-year high of $1,030 per tonne for most of the year, 
before gradually trending down in the last quarter of 2014, and 
ended the year at US$1,020 per tonne, up US$30 per tonne, 
or 3%, from the end of 2013.  NBSk pulp average list prices 

PuLP and PaPer

SeLeCTeD FINANCIAL INFORMATION AND STATISTICS – PULP AND PAPeR18

Summarized results for the Pulp and Paper segment for 2014 and 2013 are as follows:
(mi l l i o n s o f  C a n a d i a n d o l l a r s ,  un l e s s o th e r w i s e n ote d)  2014 2013

Sales $ 1,102.5 $ 999.4
Operating income before amortization19  $ 194.5 $ 144.0
Operating income  $ 129.9 $ 72.2
Capital expenditures $ 58.0 $ 62.6
Average pulp price delivered to US - in US$20 $ 1,025 $ 941
Average pulp price in Cdn$ $ 1,133 $ 969
Production – pulp (000 mt)  1,200.1  1,192.9
Production – paper (000 mt)  144.0  134.7
Shipments – Canfor-produced pulp (000 mt)  1,175.4  1,213.0
Shipments – paper (000 mt)  142.5  138.8

(18)  In c l u d e s Ta y l o r P u l p Mi l l  a n d 10 0 % o f  C P P I ,  w h i c h i s  co n s o l i d a te d in C a nf o r ’s o p e r at in g r e s u l t s .   P u l p p r o d u c t i o n a n d s h ip m e nt v o l um e s p r e s e nte d a r e f o r b o th NB S k p u l p 
a n d B C T MP.

(19)  A m o r t i z a t i o n in c l u d e s ce r t a in c a p i t a l i ze d m aj o r m a inte n a n ce co s t s . 
( 2 0 )  P e r to n n e ,  NB S k p u l p l i s t  p r i ce d e l i v e r e d to U S (Re s o ur ce In f o r m at i o n S y s te m s , In c . ) .

( 21)  wo r l d 2 0 d at a i s  b a s e d o n t w e nt y p r o d u c in g co untr i e s r e p r e s e nt in g 
8 0 % o f  w o r l d c h e mi c a l  m a r ket p u l p c a p a c i t y  a n d i s  b a s e d o n 
in f o r m at i o n co m p i l e d a n d p r e p a r e d b y th e P P P C. 

Lumber unit manufacturing costs increased compared to 
the previous year driven by increased cost pressure on unit log 
costs in British Columbia and, to a lesser extent, higher unit 
conversion costs.  Higher unit log costs reflected a continued 
shift out of the Mountain Pine Beetle dominated log profile over 
the past several years which resulted in increases to stumpage, 
logging, hauling and purchased wood costs in BC operations.  
Added costs for road building and block development in 2014 
also resulted from the fibre profile shift.  Further during 2014, 
the Company increased hauling distances in certain regions in 
an effort to improve log inventory profile at its BC operations.  
The Company’s US operations’ log costs increased marginally 

from the prior year in part reflecting the continued Southern 
Pine market improvement and higher lumber production 
capacity in the US South.  

Unit conversion costs were also up from 2013 due to 
higher labour costs, principally reflecting the ratification of 
the USw labour agreement in December 2013, continued dust 
management efforts, as well as additional contractor services 
linked to limited availability of skilled trades in western Canada.  
A smaller log profile at certain operations also led to higher unit 
conversion costs compared to 2013.  Offsetting these factors 
were capital related productivity improvements and more 
downtime in 2013 for significant capital projects.
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unaLLOcated and Other items
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Operating loss of Panels operations22 $ (3.9) $ (1.7)
Corporate costs $ (27.4) $ (24.3)
Finance expense, net $ (18.2) $ (27.9)
Foreign exchange loss on long-term debt  $ - $ (8.9)
gain (loss) on derivative financial instruments $ (8.9) $ 4.4
gain on sale of Canfor-LP OSB joint venture  $ - $ 38.3
Other income (expense), net $ (4.2) $ 1.5

( 2 2 )  T h e P a n e l s o p e r at i o n s in c l u d e th e C o m p a n y ’s P o l a r B o a r d O S B p l a nt ,  w h i c h i s  c ur r e nt l y  in d ef in i te l y  i d l e d a n d i t s  Ta c k a m a p ly w o o d p l a nt ,  w h i c h w a s c l o s e d in J a n u a r y 2 012 .

cOrPOrate cOsts

Corporate costs, which comprise corporate, head office and 
general and administrative expenses, were $27.4 million in 2014, 
up $3.1 million from 2013.  The increase includes higher employee 
compensation and transaction costs related to the recent 
acquisitions in the US South.

finance incOme and exPense

Net finance expense for 2014 was $18.2 million, down $9.7 million 
from 2013.  The decrease resulted from lower debt levels, lower-
cost floating interest rate debt and a lower expense related to 
the Company’s retirement benefit obligations in part due to the 
improved financial position of most of the Company’s defined 
benefit plans.  

fOreign exchange LOss On transLatiOn Of  
LOng-term debt 

The Company repaid all of its outstanding US dollar 
denominated debt in the fourth quarter of 2013.  In 2013, the 
Company recorded a foreign exchange translation loss on its US 
dollar denominated debt of $8.9 million.  

gain (LOss) On derivative financiaL instruments

The Company uses a variety of derivative financial instruments 
as partial economic hedges against unfavourable changes 
in foreign exchange rates, energy costs, lumber prices, pulp 
prices and interest rates.  

In 2014, the Company recorded a net loss of $8.9 million 
related to its derivative financial instruments, principally 
reflecting unrealized losses on crude oil collars stemming from 
a sharp decline in oil prices at the end of 2014, with oil prices 
declining further early in 2015, offset in part by realized gains 
on lumber futures through 2014.  Further contributing to the 
net loss were unrealized losses on foreign exchange collars, as 
a result of the weakening of the Canadian dollar at the close of 
2014 relative to the exchange rate at the close of 2013.  

The following table summarizes the amounts of the various 
components for the comparable periods.  Additional information 
on the derivative financial instruments in place at year end can 
be found in the “Financial Requirements and Liquidity” section, 
later in this document.

to europe and China also saw strong gains in 2014, up US$64 
and US$33 per tonne, respectively.  Pulp sales realizations 
in 2014 were further bolstered by the 7% weaker Canadian 
dollar and increased sales to higher-margin regions, partially 
offset by continued upward pressure on discounts in North 
American markets.  Increased sales in 2014 also included 
higher energy revenue, reflecting the output from the upgrades 
to the Northwood Pulp Mill turbines, completed in early 2014, 
as well as increased power generation at the Prince george 
Pulp Mill.  BCTMP sales realizations were also up from 2013, 
with a modest increase in price through the year coupled with 
the weaker Canadian dollar.  Unit sales realizations for paper 
products were up moderately from 2013, principally reflecting 
the 7% weaker Canadian dollar.  Paper unit sales realizations 
in 2014 also benefited from higher prices and sales volumes to 
North America and a 4% increase in bleached paper shipments, 
which more than offset a decline in prices to europe.    

OPeratiOns

Pulp production, at 1,200,100 tonnes in 2014, was relatively in 
line with the prior year principally related to improved operating 
rates, which were in part offset by increased transfers of slush 
pulp to the paper operations.  2014 results were impacted by 
outages at the Northwood, Prince george and Intercontinental 
Pulp Mills and the Company’s BCTMP Taylor Pulp Mill, with 
the reductions in overall production broadly in line with 2013.  

During 2014, the Prince george Pulp and Paper Mill set an 
annual record for total production, surpassing the previous 
record set in 2013, while the other mills saw more modest 
improvements in operational performance with a renewed focus 
on reliability.  Paper production in 2014 was 144,000 tonnes, up 
9,300 tonnes, or 7%, from 2013, primarily due to higher overall 
operating rates and a shorter scheduled maintenance outage 
in 2014.  Both years included a scheduled maintenance outage 
of the Company’s paper machine, with the outage in the current 
year being approximately 5 days shorter than in 2013.   

Unit manufacturing costs were up compared to the prior 
year, principally driven by a significant increase in fibre costs, 
and, to a lesser extent, marginally higher unit conversion costs, 
primarily reflecting higher energy costs in the current year.  
The increase in fibre costs compared to 2013 resulted largely 
from market-driven increases in delivered sawmill residual and 
whole log chip prices, and to a lesser extent, increased freight 
costs reflecting longer haul distances following certain sawmill 
closures in 2014, offset somewhat by a slightly lower proportion 
of higher-cost whole log chips (17% of total consumption in 
2014, compared to 18% in 2013).  Paper unit manufacturing 
costs were well up compared to 2013, with higher slush pulp 
costs (linked to higher market pulp prices) more than offsetting 
the higher production levels. 
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incOme tax exPense

The Company recorded an income tax expense of $76.2 million in 2014, compared to $88.2 million in 2013, with an overall effective tax 
rate of 26% (2013 – 26%).

The reconciliation of income taxes calculated at the statutory rate to the actual income tax provision is as follows:
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Net income before income taxes  $ 298.0 $ 338.7
Income tax expense at statutory rate
    2014 – 26.0% (2013 – 25.75%)23 $ (77.5) $ (87.2)
Add (deduct):    
    Non-taxable income related to non-controlling interests in limited partnerships  0.6  0.3
    entities with different income tax rates and other tax adjustments  0.8  0.5
    Permanent difference from capital gains and losses and other non-deductible items  (0.1)  3.6
    Change in substantively enacted tax rate23   -  (5.4)
Income tax expense $ (76.2) $ (88.2)

( 2 3)  e f f e c t i v e A p r i l  1,  2 013 ,  th e Br i t i s h C o l um b i a P r o v in c i a l  g o v e r n m e nt in c r e a s e d th e co r p o r ate t a x r a te f r o m 10 % to 11% . 

Other cOmPrehensive incOme (LOss)
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Foreign exchange translation differences for foreign operations, net of tax $ 22.7 $ 15.0
Defined benefit actuarial gains (losses), net of tax  (85.2)  91.7
Other comprehensive income (loss), net of tax $ (62.5) $ 106.7

Canfor measures its accrued benefit obligations and the fair 
value of plan assets for accounting purposes as at December 
31 of each year.  Any actuarial gains or losses which arise 
are recognized immediately by means of a credit or charge 
through other comprehensive income.  For 2014, an after-tax 
loss of $85.2 million was recorded to other comprehensive 
income, which comprised losses on the defined benefit post-
employment compensation plans and other non-pension post-
employment benefits.  The loss associated with the defined 
benefit post-employment compensation plans principally 
reflected a lower discount rate used to value the net defined 
benefit obligation and unfavourable actuarial experience 
adjustments as part of the tri-annual funding valuation for 
certain defined benefit pension plans, offset in part by a return 
on plan assets.  The loss related to the other non-pension post-

employment benefits principally reflected a lower discount rate 
used to value the post-employment obligation and unfavourable 
actuarial experience adjustments.  In 2013, the after-tax gain 
was $91.7 million, primarily reflecting a higher return on plan 
assets coupled with a higher discount rate used to value the 
net defined benefit obligation, offset in part by adjustments to 
mortality rate assumptions.  For more information, see the 
“employee Future Benefits” part of the “Critical Accounting 
estimates” section later in this report.

In addition, the Company recorded a gain of $22.7 million 
in 2014 related to foreign exchange differences for foreign 
operations, resulting from the weakening of the Canadian dollar 
relative to the US dollar in 2014.  This compared to a gain of 
$15.0 million in 2013 also due to a weakening of the Canadian 
dollar relative to the US counterpart.

gain (Loss) on Derivative Financial Instruments:
(mi l l i o n s o f  C a n a d i a n d o l l a r s) 2014 2013

Foreign exchange collars and  
 forward contracts $ (1.6) $ 0.2
energy derivatives $ (7.8) $ 0.2
Lumber futures $ 2.2 $ 4.2
Pulp futures $ (0.8) $ (0.1)
Interest rate swaps $ (0.9) $ (0.1)
 $ (8.9) $ 4.4

Other incOme and exPense, net 

Other expense, net in 2014 of $4.2 million included a gain of 
$9.2 million relating to foreign exchange movements on US 
dollar denominated cash, receivables and payables of Canadian 
operations, compared to a gain on foreign exchange in the 
prior year of $5.9 million.  In 2014, the Company also recorded 
a gain of $2.2 million related to the sale of the Daaquam 
operation.  Offsetting these factors was an unfavourable fair 
value adjustment of $12.8 million related to the Canfor-LP OSB 
contingent consideration asset, largely reflecting a decrease in 
OSB prices since the sale in May 2013 and weaker forecast OSB 
prices over the earn-out period.
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The ratio of current assets to current liabilities at the end 
of 2014 was 2.1:1 compared to 1.7:1 at the end of 2013, and 
reflected the Company’s higher cash and cash equivalent 
balances net of amounts drawn on operating loans at December 
31, 2014 compared to December 31, 2013.  The improved ratio 
also reflected an additional $75.0 million term debt financing in 
the fourth quarter of 2014 for the construction of the recently 
announced Pellet Plants in Fort St. John and Chetwynd and 
various anticipated energy projects in the lumber segment.   

The Company’s net debt to capitalization was 5.1% 
at December 31, 2014 (December 31, 2013: 8.0%).  The 
improvement reflected positive cash flow generated in the year 
and, to a lesser extent, higher shareholders’ equity.  

The following table summarizes Canfor’s financial position as at December 31, 2014 and 2013:
(mi l l i o n s o f  C a n a d i a n d o l l a r s ,  e xce p t f o r r a t i o s )  2014 2013

Cash and cash equivalents $ 158.3 $ 89.5
Restricted cash  50.2  -
Operating working capital  320.3  266.5
Current portion of deferred reforestation   (52.1)  (44.1)
Net working capital  476.7  311.9
Property, plant and equipment  1,216.1  1,151.9
Timber licenses  519.5  534.6
goodwill and other intangible assets  105.0  93.5
Retirement benefit surplus  0.6  42.2
Long-term investments and other  101.3  112.5
Net assets $ 2,419.2 $ 2,246.6
    
Long-term debt $ 228.6 $ 153.1
Retirement benefit obligations  263.2  200.5
Deferred reforestation obligations  60.0  69.8
Other long-term liabilities  19.6  14.9
Deferred income taxes, net  210.2  210.9
Non-controlling interests  250.4  223.1
equity attributable to shareholders of Company  1,387.2  1,374.3
   $ 2,419.2 $ 2,246.6
Ratio of current assets to current liabilities  2.1 : 1  1.7 : 1
Net debt to total capitalization   5.1%  8.0%

summaRy oF FInanCIal posItIon

At the end of 2014, Canfor had $158.3 million of cash and cash equivalents and $50.2 million of restricted cash related to the first 
phase of the acquisition of Beadles & Balfour which closed on January 2, 2015.
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Cash generated from (used in)    
    Operating activities $ 392.4 $ 490.3
    Financing activities  (64.7)  (181.4)
    Investing activities  (258.9)  (202.3)
Increase in cash and cash equivalents $ 68.8 $ 106.6

The changes in the components of these cash flows during 2014 are discussed in the following sections.

CHangEs In FInanCIal posItIon

OPerating activities

For the 2014 year, Canfor generated cash from operations 
of $392.4 million, down $97.9 million from cash generated 
of $490.3 million in the previous year.  Operating cash flows 
reflected a decrease in cash earnings, a build in non-cash 
working capital balances and higher income tax payments 
during 2014.  Offsetting these factors was a significant decrease 
in contributions to the Company’s employee future benefit 
plans reflecting the improvement in the financial position of the 
plans.  The increase in non-cash working capital balances was 
largely due to higher finished lumber and pulp inventory levels 

at December 31, 2014 partly reflecting a significant drawdown of 
pulp inventory levels towards the end of 2013.

financing activities

Financing activities in 2014 used net cash of $64.7 million 
compared to net cash used of $181.4 million in 2013.  In 2014, a 
$75.0 million floating rate term debt financing was completed 
for the construction of the Pellet Plants in Fort St. John and 
Chetwynd and certain other energy projects, while in 2013 CPPI 
completed a $50.0 million floating rate term debt financing, 
which is being used to finance the high-returning energy 
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FInanCIal REQuIREmEnts anD lIQuIDIty

OPerating LOans 

At December 31, 2014, the Company on a consolidated basis 
had cash of $208.5 million (including $50.2 million of restricted 
cash), $68.0 million drawn on its operating loans, and an 
additional $26.0 million reserved for several standby letters 
of credit.  Total available undrawn operating loans at year end 
were $423.5 million.  

excluding CPPI, the Company’s bank operating loans at 
December 31, 2014 totaled $350.0 million, of which $68.0 
million was drawn, and an additional $13.8 million reserved for 
several standby letters of credit, the majority of which related 
to unregistered pension plans.  In 2014, Canfor extended the 
maturity on its operating loan to February 28, 2019.  All other 
terms on the operating loan facility remain unchanged.  Also 
in 2014, the Company entered into a $37.5 million facility for 
letters of credit to support funding of certain pension plans.

At December 31, 2014, CPPI had a $110.0 million bank 
loan facility with a maturity date of June 30, 2018 and no 
amounts drawn and a $20.0 million energy-related facility 
with a maturity of June 30, 2015.  At December 31, 2014, CPPI 
had $12.2 million in standby letters of credit covered under its 
operating loan facilities.  

debt cOvenants

Canfor has certain financial covenants on its debt obligations 
that stipulate maximum net debt to total capitalization ratios and 
minimum net worth amounts based on total shareholders’ equity.  
The net debt to total capitalization is calculated by dividing total 
debt, less cash and cash equivalents, by shareholders’ equity 
plus total debt less cash and cash equivalents.  Debt obligations 
are held by various entities within the Canfor group and the 
individual debt agreements specify the entities within the group 
that are to be included in the covenant calculations.    

In circumstances when net debt to total capitalization 
exceeds a threshold, Canfor (excluding CPPI) is subject to an 
interest coverage ratio that requires a minimum amount of 
earnings before interest, taxes, depreciation and amortization 
relative to net interest expense.  Canfor is not currently subject 
to this test.

The debt held by CPPI is subject to the same debt covenants 
as Canfor.

Provisions contained in both Canfor and CPPI’s long-term 
borrowing agreements also limit the amount of indebtedness 
that the Company may incur and the amount of dividends it 
may pay on its common shares.  The amount of dividends the 
Company is permitted to pay under its long-term borrowing 
agreements is determined by reference to consolidated net 
earnings less certain restricted payments. 

Management reviews results and forecasts to monitor the 
Company’s compliance with these covenant requirements.  
Canfor was in compliance with all its debt covenants for the year 
ended December 31, 2014. 

Substantially all borrowings of CPPI (operating loans and long-
term debt) are non-recourse to other entities within the Company.

projects at the Northwood and Intercontinental Mills.  Also in 
the prior year, the Company repaid its US$75.0 million 5.64% 
term debt and CPPI’s US$110.0 million 6.41% term debt for a 
total of $192.9 million.  Total dividend payments of $10.2 million 
to non-controlling shareholders in 2014 were up  
$0.9 million from 2013.  At December 31, 2014, the Company had 
a consolidated amount of $68.0 million drawn on its operating 
loan facilities.  

Cash used for financing activities also included share 
purchases under Canfor’s and CPPI’s Normal Course Issuer 
Bids.  During 2014, Canfor purchased 4,527,600 common shares 
for $108.9 million (2013: $60.0 million) and CPPI purchased 
177,518 common shares from non-controlling shareholders for 
$2.0 million (2013: $2.4 million).  See further discussion of the 
shares purchased under the Normal Course Issuer Bid in the 
following “Financial Requirements and Liquidity” section. 

investing activities

In 2014, the Company used net cash for investing activities of 
$258.9 million, compared to $202.3 million in 2013.  Additions 
to property, plant and equipment totaled $234.3 million, 
down $3.0 million from 2013.  In the lumber segment, capital 
spending of $166.6 million included major capital projects at 
the Polar, Mackenzie, grand Prairie and Houston operations 
as well the construction of the Pellet Plants in Chetwynd and 

Fort St. John and a major eRP software system implementation 
across its Canadian operations.  In the pulp and paper segment, 
capital spending of $58.0 million related primarily to the 
Northwood Pulp Mill upgrades that were completed in the first 
quarter and to the Intercontinental Pulp Mill turbine upgrade.  
CPPI anticipates that it will complete the upgrades to the 
Intercontinental Pulp Mill turbine and commence selling power 
under an electricity Purchase Agreement in the second quarter 
of 2015.

During 2014, Canfor completed the second phase of the 
purchase of Scotch gulf which included payment of $9.9 million 
increasing the Company’s ownership to 33.3%.  During the 
year, Scotch gulf repaid $12.2 million of its secured term 
loan agreement, of which $23.2 million was outstanding as at 
December 31, 2014.  Also during the year, Canfor completed the 
sale of its Daaquam Sawmill with total gross proceeds related to 
the disposition approximating $25.0 million.  Investing activities 
during the 2014 year also included the transfer of $50.2 million 
into an escrow account in connection with the first phase of the 
purchase of Beadles & Balfour, which closed on January 2, 2015.  
In 2013, Canfor completed the sale of its 50% interest in the 
Canfor-LP OSB joint venture for proceeds of $77.9 million.  Prior 
to completion of the sale on May 31, 2013, Canfor received $16.5 
million in partner distributions from Canfor-LP OSB.
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derivative financiaL instruments

As at December 31, 2014, the Company had the following derivatives:

a. Foreign exchange collars of US$260.0 million and forward contracts of US$4.5 million.  There were unrealized losses of $0.6 million on 
the foreign exchange derivatives at the end of the year.  The contracts in place at the end of 2014 were as follows:
 2014

 notional amount exchange rates

us dollar collars  (protection/topside, 
 (millions of US dollars) per dollar) 

0 – 12 months $ 260.0 $ 1.11/$ 1.22

us dollar forward contracts (millions of US dollars) (range of rates, per dollar)

0 – 12 months $ 4.5 $ 1.16

b. Canfor partly uses Brent oil and western Texas Intermediate (“wTI”) oil contracts as a proxy to hedge its diesel purchases.  At 
December 31, 2014, collars for 453 thousand barrels of wTI oil were in place, which will be settled in 2015 and 2016, with weighted 
average protection of $70.38 per barrel and topside of $90.00 per barrel.  There were unrealized losses of $7.9 million on these contracts 
at the end of the year.  

c. Futures contracts for the sale of lumber with a total notional amount of 26.2 MMfbm.  There were unrealized gains of $0.3 million at 
year end on these contracts.
 2014

 notional amount average rate

Lumber (MMfbm) (US dollars per Mfbm)

Futures sales contracts
0 – 12 months 26.2 $ 320.50

d. Canfor uses interest rate swaps to reduce its exposure to interest rate risk associated with financial obligations bearing variable 
interest rates.  At December 31, 2014, the Company had $135.0 million in interest rate swaps with fixed interest rates from 2.32% to 
3.45% and maturities between 2015 and 2017.  There were unrealized losses of $0.6 million at year end on these swaps.

nOrmaL cOurse issuer bid

On March 5, 2014, the Company renewed its normal course 
issuer bid whereby it can purchase for cancellation up to 
6,995,228 common shares or approximately 5% of its issued 
and outstanding common shares as of February 28, 2014.  The 
renewed normal course issuer bid is set to expire on March 4, 
2015.  In 2014, Canfor purchased 4,527,600 common shares for 
$108.9 million (an average price of $24.05 per common share), 
of which $35.7 million was charged to share capital and $73.2 
million charged to retained earnings.  In 2013, Canfor purchased 
2,847,838 common shares for $60.0 million (an average price of 
$21.07 per common share), of which $22.5 million was charged 
to share capital and $37.5 million charged to retained earnings.  
Under a separate normal course issuer bid, CPPI purchased 
177,518 common shares from non-controlling shareholders for 
$2.0 million increasing Canfor’s ownership of CPPI from 50.4% 
at December 31, 2013 to 50.5% at December 31, 2014.

2015 PrOjected caPitaL sPending and  
debt rePayments 

Based on its current outlook for 2015, assuming no 
deterioration in market conditions during the year, the Company 
plans to invest approximately $235 million in capital projects, 
which will consist primarily of various improvement projects, 
maintenance of business expenditures, with proportionately 
more capital being allocated to the Company’s growth in its 
US South lumber business, and the construction of the Fort 
St. John and Chetwynd Pellet Plants.  There are no scheduled 
long-term debt payments in 2015.  Canfor has sufficient liquidity 
in its cash reserves and operating loans to finance its planned 
capital expenditures as required during 2015.
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cOmmitments

The following table summarizes Canfor’s financial contractual obligations at December 31, 2014 for each of the next five years  
and thereafter:
(mi l l i o n s o f  C a n a d i a n d o l l a r s)   2015 2016 2017 2018 2019 thereafter total

Long-term debt obligations   $ - $ - $ 100.0 $ 50.0 $ 75.0 $ 3.6 $ 228.6
Operating leases   $ 8.6 $ 6.6 $ 5.1 $ 3.5 $ 2.3 $ 7.9 $ 34.0
     $ 8.6 $ 6.6 $ 105.1 $ 53.5 $ 77.3 $ 11.5 $ 262.6

The interest payments associated with floating rate debt will depend on the lenders’ Canadian prime rate or bankers’ acceptance rate 
during the year of payment and have been excluded from the above commitments. 

The Company undertakes transactions with various related 
entities.  These transactions are in the normal course of business 
and are generally on the same terms as those accorded to 
unrelated third parties, except where noted otherwise.  Related 
party transactions include the purchase of lumber, at market 
value, from Lakeland Mills Ltd. (“Lakeland”) and winton global 
Lumber Ltd. (“winton”), in which Canfor holds a one-third equity 
interest in both entities.  In 2014, Canfor purchased $1.6 million 
in logs from Lakeland and winton with a balance of $0.6 million 
outstanding at December 31, 2014.  Related party transactions 
in 2014 also included lease and insurance services totalling $2.0 
million provided by subsidiaries owned by the Jim Pattison group.  
There were no amounts outstanding at December 31, 2014 to the 
Jim Pattison group subsidiaries.

As previously noted, during 2013, Canfor completed the first 
phase of the purchase of Scotch gulf.  As part of the transaction, 
Scotch gulf borrowed $34.0 million from Canfor in the form of a 
term loan, of which $23.2 million is outstanding at  
December 31, 2014.  

Additional details on related party transactions are contained 
in Note 23 to Canfor’s 2014 consolidated financial statements.

saLe Of tayLOr PuLP miLL 

On January 30, 2015, Canfor completed the sale of its BCTMP 
Taylor Pulp Mill to CPPI for cash proceeds of approximately 
$15.0 million including working capital.  The transaction also 
includes a long-term fibre supply agreement under which 
Canfor will supply fibre to the Taylor Pulp Mill at prices that 
approximate fair market value.  In addition to the cash proceeds, 
Canfor may also receive contingent consideration over a 3 year 
period, starting January 31, 2015, based on the Taylor Pulp Mill’s 
annual adjusted operating income before amortization.  On the 
acquisition date the fair value of the contingent consideration 
was approximately $1.8 million.  CPPI recognized long-term 
assets acquired net of liabilities assumed of approximately $2.8 
million and net working capital of approximately $14.0 million.  

tRansaCtIons WItH RElatED paRtIEs

Other contractual obligations not included in the table above or 
highlighted previously are:

 Contractual commitments totaling $71.1 million, which 
includes commitments for the construction of the Pellet 
Plants in Fort St. John and Chetwynd. 

 Purchase obligations and contractual obligations in the 
normal course of business.  For example, purchase 
obligations of a more substantial dollar amount generally 
relate to the pulp business and are subject to “force 
majeure” clauses.  In these instances, actual volumes 
purchased may vary significantly from contracted amounts 
depending on Canfor’s requirements in any given year. 

 Contractual commitments of US$164.0 million, excluding 
working capital and various lease arrangements, relating to 
the commitment to purchase the remaining 67% of Scotch 
gulf, 100% of Beadles & Balfour and 100% of Southern 
Lumber remain outstanding at December 31, 2014.

 Deferred reforestation, for which a liability of $112.1 million 
has been recorded at December 31, 2014.  The reforestation 
liability is a fluctuating obligation, based on the area 
harvested.  The future cash outflows are a function of the 
actual costs of silviculture programs and of harvesting 
and are based on, among other things, the location of the 
harvesting and the activities necessary to adequately stock 
harvested areas and achieve a “free-to-grow” state.

 Obligations to pay pension and other post-employment 
benefits, for which the net liability for accounting purposes 
at December 31, 2014 was $262.6 million.  As at December 
31, 2014, Canfor estimated that it would make total 
contribution payments of $14.9 million to its defined benefit 
plans in 2015.

 CPPI has entered into three separate energy agreements 
with a BC energy company and electricity transmission 
provider (the “energy Agreements”) for all three of the 
CPPI’s mills, with commencement dates ranging from 2006 
through 2015.  These agreements are for the commitment 
of electrical load displacement and the sale of incremental 
power from the CPPI’s pulp and paper mills.  These energy 
Agreements include incentive grants from the BC energy 
company for capital investments to increase electrical 
generation capacity, and also call for performance 
guarantees to ensure minimum required amounts of 
electricity are generated, with penalty clauses if they are not 
met.  As part of these commitments, CPPI has entered into 
standby letters of credit for these guarantees.  The standby 
letters of credit have variable expiry dates, depending on 
the capital invested and the length of the energy Agreement 
involved.  As at December 31, 2014 the Company had posted 
$12.2 million of standby letters of credit under these 
agreements, and had no repayment obligations under the 
terms of any of these agreements.
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sElECtED QuaRtERly FInanCIal InFoRmatIon

 2014 2013

   q4 q3 q2 q1 Q4 Q3 Q2 Q1

sales and income 
(mi l l i o n s o f  C a n a d i a n d o l l a r s)

Sales $ 860.4 $ 838.0 $ 907.3 $ 741.9 $ 809.5 $ 755.9 $ 843.2 $ 786.3
Operating income  $ 62.0 $ 85.6 $ 97.3 $ 84.4 $ 53.8 $ 49.3 $ 128.2 $ 100.0
Net income  $ 40.5 $ 58.2 $ 64.5 $ 58.6 $ 35.1 $ 33.6 $ 114.3 $ 67.5
Shareholder net income $ 29.9 $ 45.5 $ 54.3 $ 45.5 $ 28.0 $ 28.4 $ 110.3 $ 61.9

Per common share (C a n a d i a n d o l l a r s)                
Shareholder net income – 
    basic and diluted $ 0.22 $ 0.34 $ 0.39 $ 0.33 $ 0.20 $ 0.20 $ 0.77 $ 0.43
Book value24 $ 10.25 $ 10.24 $ 9.75 $ 10.05 $ 9.82 $ 9.47 $ 9.25 $ 8.29

statistics                
Lumber shipments (MMfbm)  1,092  1,124  1,236  927  1,109  1,172  1,224  1,093
Pulp shipments (000 mt)  314  291  314  256  330  268  308  308
                
Average exchange rate – US$/Cdn$ $ 0.881 $ 0.918 $ 0.917 $  0.906 $ 0.953 $ 0.963 $ 0.977 $ 0.991

Average western SPF 
    2x4 #2&Btr lumber price (US$) $ 340 $ 357 $ 335 $ 367 $ 370 $ 328 $ 335 $ 391
Average SYP (east)   
    2x4 #2 lumber price (US$) $ 427 $ 438 $ 405 $ 403  $ 415 $ 393 $ 392 $ 452
Average NBSk pulp list price 
    delivered to US (US$) $ 1,025 $ 1,030 $ 1,030 $ 1,017 $ 983 $ 947 $ 937 $ 897

( 2 4 )  B o o k v a l u e p e r co m m o n s h a r e i s  e q u a l  to s h a r e h o l d e r s’  e q u i t y  a t  th e e n d o f  th e p e r i o d ,  d i v i d e d b y th e n um b e r o f  co m m o n s h a r e s o u t s t a n d in g a t  th e e n d o f  th e p e r i o d .

In addition to exposure to changes in product prices and foreign 
exchange, the Company’s financial results are impacted by 
seasonal factors such as weather and building activity.  Adverse 
weather conditions can cause logging curtailments, which can 
affect the supply of raw materials to sawmills and pulp mills.  

Market demand also varies seasonally to some degree.  For 
example, building activity and repair and renovation work, which 
affects demand for lumber products, is generally stronger in the 
spring and summer months.  Shipment volumes are affected by 
these factors as well as by global supply and demand conditions.  
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tHREE-yEaR CompaRatIVE REVIEW

(mi l l i o n s o f  C a n a d i a n d o l l a r s ,  e xce p t p e r s h a r e a m o unt s)  2014 2013 2012

Sales $ 3,347.6 $ 3,194.9 $ 2,642.8
Net income  $ 221.8 $ 250.5 $ 35.6
Shareholder net income  $ 175.2 $ 228.6 $ 26.4
Total assets $ 2,846.8 $ 2,693.3 $ 2,490.6
Total long-term financial liabilities  $ 228.6 $ 153.1 $ 100.0
Shareholder net income per share, basic and diluted $ 1.28 $ 1.61 $ 0.18

 2014 2013

(mi l l i o n s o f  C a n a d i a n d o l l a r s)  q4 q3 q2 q1 Q4 Q3 Q2 Q1

Operating income (loss) by segment:                
    Lumber $ 40.6 $ 59.6 $ 74.1 $ 56.4 $ 37.4 $ 43.8 $ 115.5 $ 88.4
    Pulp and Paper $ 29.4 $ 33.1 $ 30.9 $ 36.5 $ 23.2 $ 11.5 $ 18.6 $ 18.9
    Unallocated and Other  $ (8.0) $ (7.1) $ (7.7) $ (8.5) $ (6.8) $ (6.0) $ (5.9) $ (7.3)
total operating income  $ 62.0 $ 85.6 $ 97.3 $ 84.4 $ 53.8 $ 49.3 $ 128.2 $ 100.0
Add: Amortization  $ 46.9 $ 47.1 $ 44.0 $ 44.5 $ 44.9 $ 44.8 $ 49.6 $ 46.9
total operating income 
     before amortization25  $ 108.9 $ 132.7 $ 141.3 $ 128.9 $ 98.7 $ 94.1 $ 177.8 $ 146.9
Add (deduct):                
    working capital movements $ 11.6 $ (0.2) $ 92.8 $ (177.8) $ (14.5) $ 4.6 $ 96.9 $ (94.5)
    Defined benefit pension plan 
        contributions  $ (3.9) $ (6.4) $ (5.9) $ (13.5) $ (14.0) $ (12.9) $ (12.6) $ (13.5)
    Income taxes paid, net $ (3.1) $ (15.1) $ (9.5) $ (11.8) $ (0.3) $ (0.5) $ - $ 0.5
    Other operating cash flows, net26 $ 3.2 $ 8.5 $ (12.4) $ 24.1 $ 28.9 $ (10.0) $ (1.9) $ 16.6
cash from (used in) operating 
    activities $ 116.7 $ 119.5 $ 206.3 $ (50.1) $ 98.8 $ 75.3 $ 260.2 $ 56.0
Add (deduct):                
    Finance expenses paid  $ (2.7) $ (3.3) $ (2.6) $ (2.8) $ (5.9) $ (1.5) $ (7.5) $ (2.5)
    Share purchases $ - $ (1.2) $ (105.7) $ (2.0) $ (33.4) $ (16.3) $ (10.3) $ -
    Distributions paid to non-controlling 
        interests $ (2.5) $ (2.7) $ (2.9) $ (2.1) $ (2.4) $ (2.4) $ (2.1) $ (2.4)
    Capital additions, net  $ (54.7) $ (63.5) $ (63.0) $ (53.1) $ (67.5) $ (74.6) $ (48.8) $ (46.4)
    Proceeds from the sale of 
        Daaquam operation $ - $ 0.7 $ 22.9 $ - $ - $ - $ - $ -
    Investment in Scotch & gulf 
        Lumber, LLC $ - $ (9.9) $ - $ - $  (0.5) $ (29.0) $ - $ -
    Repayment from (Loan to) Scotch 
        & gulf Lumber, LLC   $ 4.8 $ 2.7 $ 2.1 $ 2.6 $ 2.1 $ (34.0) $ - $ -
    Change in restricted cash27 $ (50.2) $ - $ - $ - $ - $ - $ - $ -
    Proceeds from long-term debt $ 75.0 $ - $ - $ - $ - $ - $ - $ -
    Repayment of long-term debt $ - $ - $ - $ - $ (66.6) $ - $ (73.2) $ -
    Proceeds from sale of 
        Canfor-LP OSB   $ - $ - $ - $ - $ - $ 1.3 $ 76.6 $ -
    Other, net $ 2.5 $ (5.6) $ 1.7 $ (0.9) $ 0.4 $ (0.6) $ 10.6 $ 5.6
change in cash / operating loans  $ 88.9 $ 36.7 $ 58.8 $ (108.4) $ (75.0) $ (81.8) $ 205.5 $ 10.3

( 2 5 )  A m o r t i z a t i o n in c l u d e s ce r t a in c a p i t a l i ze d m aj o r m a inte n a n ce co s t s . 
( 2 6 )  Fur th e r in f o r m at i o n o n o p e r at in g c a s h f l o w s c a n b e f o un d in th e C o m p a n y ’s a n n u al  co n s o l i d a te d f in a n c i a l  s t a te m e nt s . 
( 2 7 )  C h a n g e in r e s t r i c te d c a s h r e l a te s to a m o unt s t r a n s f e r r e d in to a n e s c r o w b a n k a cco unt f o r th e f i r s t  p h a s e o f  th e B e a d l e s & B al f o ur a c qu i s i t i o n w h i c h c l o s e d o n  

J a n u a r y 2 ,  2 015 .
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OvervieW

Operating income for the lumber segment was $40.6 million 
for the fourth quarter of 2014, a decrease of $17.9 million 
from operating income, adjusted for one-time items, of $58.5 
million reported for the fourth quarter of 2013.  Current quarter 
results, for the most part, reflected higher unit manufacturing 
costs at the Company’s Canadian operations due mostly to 
increased log costs in British Columbia.  Lower production 
volume compared to the same quarter in 2013 mainly reflected 
the closure of the Quesnel Sawmill and sale of the Daaquam 
Sawmill in the first quarter of 2014, offset in part by increased 
production at several recently upgraded sawmill operations.  
Partly offsetting the impact of unit log costs and lower total 
production volume in the lumber segment were modestly 
higher sales realizations, which benefitted from an 8% weaker 
Canadian dollar, stronger SYP benchmark prices and, to a 
lesser extent, the absence of export tax on US bound shipments.

markets

North American lumber demand was relatively stable with 
balanced lumber consumption from all segments of the market 
despite the seasonally slower construction period in the fourth 
quarter of 2014.  The US housing market continued its slow but 
gradual recovery, supported by lower mortgage rates, improved 
housing affordability and increasing consumer confidence.  
Total housing starts averaged 1,075,000 units SAAR, up 5% from 
the same period in 2013.  Single-family starts, which consume 
a higher proportion of lumber, increased 7% compared to the 
fourth quarter of 2013 to 708,000 units SAAR.  The repair and 
remodeling sector saw a modest increase, with sustained home 
improvement activities in North America.  

In Canada, housing starts at an average of 188,000 SAAR 
were down 5% compared to the fourth quarter of 2013.

Offshore lumber demand in China and Japan were relatively 
stable during the fourth quarter of 2014 while Canfor’s offshore 
lumber shipments saw a moderate decrease compared to the 
same quarter in 2013.  At period end, log and lumber inventory 
levels in China were higher-than-normal in part reflecting 
increased Russian supply late in the quarter as a result of the 
sharp devaluation of the Russian Ruble.

Lumber

SeLeCTeD FINANCIAL INFORMATION AND STATISTICS – LUMBeR

Summarized results for the Lumber segment for the fourth quarter of 2014 and 2013 were as follows:
   q4 Q4
(mi l l i o n s o f  C a n a d i a n d o l l a r s ,  un l e s s o th e r w i s e n ote d)  2014 2013

Sales $ 564.4 $ 533.7
Operating income before amortization  $ 70.6 $ 66.1
Operating income  $ 40.6 $ 37.4
Mill closure provisions $ - $ 20.0
One-time costs associated with collective agreements $ - $ 1.1
Operating income excluding impact of unusual items $ 40.6 $ 58.5
Average SPF 2x4 #2 & Btr lumber price in US$28 $ 340 $ 370
Average SPF price in Cdn$ $ 386 $ 388
Average SYP 2x4 #2 lumber price in US$29 $ 427 $ 415
Average SYP price in Cdn$ $ 485 $ 436
US housing starts (thousand units SAAR)30  1,075  1,025
Production – SPF lumber (MMfbm)31  893.1  944.8
Production – SYP lumber (MMfbm)31  141.6  135.3
Shipments – Canfor-produced SPF lumber (MMfbm)32  937.7  961.1
Shipments – Canfor-produced SYP lumber (MMfbm)32  151.3  142.4
Shipments – wholesale lumber (MMfbm)  2.5  5.7

( 2 8)  we s te r n S p r u ce / P in e / F i r,  p e r th o u s a n d b o a r d f e e t  (S o ur ce – R a n d o m L e n g th s P ub l i c a t i o n s ,  In c . ) .
( 2 9)  S o u th e r n Ye l l o w P in e ,  e a s t s i d e ,  p e r th o u s a n d b o a r d f e e t  (S o ur ce – R a n d o m L e n g th s P ub l i c a t i o n s ,  In c . ) .
(3 0 )  S o ur ce – U S C e n s u s Bur e a u ,  s e a s o n al l y  a d ju s te d a n n u al  r a te ( “ S A A R ”) .
(31)  e xc l u d in g p r o d u c t i o n o f  t r im b l o c k s . 
(3 2 )  C a nf o r - p r o d u ce d l um b e r,  in c l u d in g l um b e r p ur c h a s e d f o r r e m a n u f a c t ur e a n d e xc l u d in g t r im b l o c k s .

OvervieW Of OPerating resuLts

The Company recorded operating income of $62.0 million and a 
shareholder net income of $29.9 million for the fourth quarter 
of 2014, compared to $53.8 million and shareholder net income 
of $28.0 million in the fourth quarter of 2013.  The shareholder 
net income per share was $0.22 for the fourth quarter of 2014, 
compared to $0.20 per share in the fourth quarter of 2013.  
Included in the fourth quarter of 2013 were restructuring 
costs of $20.0 million related to the announced closure of the 

Company’s Quesnel Sawmill and one-time costs of $1.1 million 
associated with new five year collective labour agreements for 
the lumber business ratified in December 2013.  Adjusted for 
these one-time items, operating income was down $12.9 million 
from an adjusted operating income of $74.9 million in the fourth 
quarter of 2013.  

An overview of the results by business segment for the fourth 
quarter of 2014 compared to the last quarter of 2013 follows.

QuaRtER EnDED DECEmBER 31, 2014 Vs. QuaRtER EnDED DECEmBER 31, 2013
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saLes

Sales for the lumber segment for the fourth quarter of 2014 
were $564.4 million, compared to $533.7 million in the fourth 
quarter of 2013.  The increase in sales from the comparable 
period in 2013 was the result of higher unit sales realizations 
offset in part by lower lumber shipments at just under 1.1 
billion board feet, down 2% from the comparable quarter.  The 
decrease in shipments largely reflected the closure of the 
Quesnel Sawmill and sale of the Daaquam Sawmill in the first 
quarter of 2014 offset in part by additional shifts and modest 
productivity improvements following several major capital 
projects and related production ramp-ups.  

Compared to the fourth quarter of 2013, overall lumber 
sales realizations benefitted moderately from a weaker 
Canadian dollar, stronger SYP lumber prices and, to a lesser 
extent, the absence of export tax on US bound shipments.  
The benchmark North American Random Lengths western 
SPF 2x4 #2&Btr price was 8% or US$30 per Mfbm lower than 
the same quarter in the prior year.  More than offsetting the 
decline in the western SPF benchmark price was a 7 cent, or 
8%, weaker Canadian dollar compared to the fourth quarter 
of 2013, as well as less pronounced price decreases in certain 
lumber grades and dimensions period-over-period.  Current 
quarter sales realizations also included the positive impact of a 
higher percentage of prime products sold, largely reflecting the 
closure of the Company’s Quesnel Sawmill in the first quarter 
of 2014, and no export taxes on US bound shipments compared 
to a 2% duty in the comparative period.  The benchmark SYP 

2x4 #2 price was up US$12 per Mfbm, or 3%, from the fourth 
quarter of 2013 contributing to improved sales realizations at 
the Company’s US South operations.

Total residual fibre revenue was up compared to the fourth 
quarter of 2013, principally due to a market-driven increase in 
sawmill residual chip prices, tied in part to higher NBSk pulp 
sales realizations. 

OPeratiOns

Lumber production, at over 1.0 billion board feet, was down 4% 
from the fourth quarter of 2013, primarily due to the closures 
of the Company’s Quesnel Sawmill and sale of the Company’s 
Daaquam Sawmill in the first quarter of 2014.  excluding the 
impact of the Quesnel closure and Daaquam sale, lumber 
production was up 5%, reflecting operating shifts added at 
certain operations earlier in 2014 and more downtime for 
capital installations and ramp-ups occurring in the comparable 
period of 2013.  

Compared to the fourth quarter of 2013, unit manufacturing 
costs were higher at the Canadian operations and relatively flat 
at the Company’s US South operations.  Higher unit log costs in 
the Canadian operations were primarily the result of increased 
logging and hauling rates, higher market-driven stumpage costs 
and higher purchased log costs compared to the same quarter 
in 2013.  Higher unit cash conversion costs compared to the 
same period in 2013 principally reflected higher maintenance 
costs in part due to certain one-time projects completed during 
the quarter, continued dust management efforts and higher 
labour costs.

PuLP and PaPer

SeLeCTeD FINANCIAL INFORMATION AND STATISTICS – PULP AND PAPeR33

Summarized results for the Pulp and Paper segment for the fourth quarter of 2014 and 2013 were as follows:
   q4 Q4
(mi l l i o n s o f  C a n a d i a n d o l l a r s ,  un l e s s o th e r w i s e n ote d)  2014 2013

Sales $ 296.0 $ 275.8
Operating income before amortization34 $ 45.0 $ 39.2
Operating income  $ 29.4 $ 23.2
Average pulp price delivered to US – US$35 $ 1,025 $ 983
Average price in Cdn$ $ 1,164 $ 1,032
Production – pulp (000 mt)  295.7  299.5
Production – paper (000 mt)  36.0  30.8
Shipments – Canfor-produced pulp (000 mt)  314.0  329.5
Shipments – paper (000 mt)  35.8  31.1

(3 3)  In c l u d e s th e Ta y l o r P u l p Mi l l  a n d 10 0 % o f  C P P I ,  w h i c h i s  co n s o l i d a te d in C a nf o r ’s o p e r at in g r e s u l t s .   P u l p p r o d u c t i o n a n d s h ip m e nt v o l um e s p r e s e nte d a r e f o r b o th NB S k 
p u l p a n d B C T MP.

(3 4 )  A m o r t i z a t i o n in c l u d e s ce r t a in c a p i t a l i ze d m aj o r m a inte n a n ce co s t s . 
(3 5 )  P e r to n n e ,  NB S k p u l p p r i ce d e l i v e r e d to U S (R I S I ) .

OvervieW

Operating income for the pulp and paper segment was $29.4 
million for the fourth quarter of 2014, up $6.2 million from the 
fourth quarter of 2013.

Compared to the fourth quarter of 2013, the pulp and 
paper segment’s results were up with strong gains in sales 
realizations offset in part by higher unit manufacturing costs 
and lower shipment volumes.  The higher sales realizations 
were largely a result of the 8% weaker Canadian dollar and 
marginal improvements in pulp US dollar prices in most 
regions, while shipments for the last quarter of 2013 were at 
higher-than-normal levels.  Unit manufacturing costs were 
up moderately, primarily reflecting higher market-driven 

fibre costs and the impact of a longer scheduled maintenance 
outage in the current quarter compared to a scheduled outage 
taken in the fourth quarter of 2013.  Results in the Company’s 
paper business boosted the overall pulp and paper segment’s 
earnings compared to same in quarter in 2013 largely reflecting 
increased shipment volumes and higher unit sales realizations 
coupled with lower unit manufacturing costs principally 
resulting from higher production volume in the current quarter 
due to a scheduled maintenance outage in the comparable 
period in 2013.  These gains in the paper business were partially 
offset by market-driven increases in slush pulp costs in the 
current quarter.
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unaLLOcated and Other items
   q4 Q4
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Operating loss of Panels operations36 $ (0.8) $ (0.5)
Corporate costs $ (7.2) $ (6.3)
Finance expense, net $ (4.6) $ (6.4)
Foreign exchange loss on long-term debt  $ - $ (3.4)
Loss on derivative financial instruments  $ (7.4) $ (0.2)
Other income (expense), net $ 3.1 $ (3.1)

(3 6)  T h e P a n e l s o p e r at i o n s in c l u d e th e C o m p a n y ’s P o l a r B o a r d O S B p l a nt ,  w h i c h i s  c ur r e nt l y  in d ef in i te l y  i d l e d a n d i t s  Ta c k a m a p ly w o o d p l a nt ,  w h i c h w a s c l o s e d in J a n u a r y 2 012 .

Corporate costs were $7.2 million for the fourth quarter of 2014, 
up $0.9 million from the fourth quarter of 2013 partly reflecting 
increased share based compensation costs.

Net finance expense at $4.6 million for the fourth quarter 
of 2014 was down $1.8 million from the fourth quarter of 2013.  
The decrease compared to the same quarter in 2013 reflects 
lower employee future benefit net interest costs, due in part to 
the improved financial position of most of the Company’s defined 
benefit plans.

The Company uses a variety of derivative financial 
instruments as partial economic hedges against unfavourable 
changes in foreign exchange rates, energy costs, lumber prices, 
pulp prices and interest rates.  In the fourth quarter of 2014, 
the Company recorded a net loss of $7.4 million related to its 

derivatives instruments, principally reflecting unrealized losses 
on crude oil collars stemming from the sharp decline in oil 
prices at the end of 2014, with oil prices declining further early 
in 2015.  Also contributing to the loss, to a lesser degree, were 
losses on US dollar foreign exchange collars as a result of the 
weakening of the Canadian dollar at the close of the current 
quarter relative to the exchange rate at the close of the third 
quarter of 2014.  These losses were partly offset by realized 
gains on lumber futures contracts settled during the quarter.

Other income, net of $3.1 million in the fourth quarter of 
2014, principally reflected foreign exchange gains on US dollar 
denominated working capital resulting from the weakening of 
the Canadian dollar relative to the US dollar over the course of 
the quarter. 

markets 

global softwood pulp markets were relatively stable in the 
fourth quarter of 2014, softening slightly towards the end of the 
quarter, with pricing down modestly in North America and China 
and solid demand in most regions through the quarter.  global 
softwood pulp producer inventory levels remained balanced 
during the first two months of the quarter before increasing in 
December 2014 to 31 days of supply, up 4 days from September 
2014, driven in part by strong producer operating rates.  Market 
conditions are generally considered balanced when inventories 
are in the 27-30 days of supply range. 

global shipments of bleached softwood kraft pulp were 
relatively unchanged from the fourth quarter of 2013, with 
stable demand seen to most regions compared to the same 
period in 2013.

saLes 

The Company’s pulp shipments in the fourth quarter of 2014 
totalled 314,000 tonnes, down 15,500 tonnes, or 5%, due in part to 
higher-than-normal shipments into China in the fourth quarter of 
2013, partly offset by improved demand in North America.  Paper 
shipments at 35,800 tonnes in the fourth quarter of 2014 were 
up 4,700 tonnes, or 15%, compared to the same quarter in 2013 
principally reflecting higher production levels.  

Pulp sales realizations showed strong gains compared 
to the fourth quarter of 2013, largely as a result of the 8% 
weaker Canadian dollar, increased US-dollar pulp prices in 
most regions, and increased shipments to higher-margin 
regions.  The average NBSk pulp list price to North America 
increased US$42 per tonne, or 4%, with list prices to europe 
seeing similar gains.  Partially offsetting these gains were 
increased discounts in North America and a 3% decrease in the 
average list price to China.  Higher energy revenue compared 
to the same period in 2013 continued to reflect output from 
the upgrades to the Northwood Pulp Mill turbines, completed 
in early 2014, as well as increased power generation from 

the turbine at the Company’s Prince george Pulp Mill facility.  
BCTMP sales realizations experienced modest gains compared 
to the fourth quarter of 2013, reflecting the weaker Canadian 
dollar offset in part by lower market prices.  Paper unit sales 
realizations were well up compared to the same quarter in 
2013, largely the result of the weaker Canadian dollar as well as 
increased prices and higher prime bleached paper shipments.

OPeratiOns

Pulp production in the current quarter at 295,700 tonnes was 
down 3,800 tonnes, or 1%, from the fourth quarter of 2013 
reflecting a scheduled maintenance outage at the Northwood 
Pulp Mill in the current quarter which resulted in reduced 
market pulp production of 17,000 tonnes.  In comparison, 
production in the fourth quarter of 2013 reflected a scheduled 
maintenance outage at the Prince george Pulp Mill, which 
resulted in reduced market pulp production of 4,000 tonnes.  
Current quarter production levels were favourably impacted 
by higher operating rates than the same period in 2013.  Paper 
production in the fourth quarter of 2014 was 36,000 tonnes, up 
5,200 tonnes, or 17%, from the fourth quarter of 2013, mostly 
due to a scheduled maintenance outage at the Company’s paper 
machine in October 2013.

Compared to the fourth quarter of 2013, unit manufacturing 
costs were up, reflecting the impact of higher fibre costs 
coupled with higher costs attributable to the longer 
maintenance outage in the current quarter.  The higher fibre 
costs resulted largely from market-driven increases in sawmill 
residual and whole log chip prices and, to a lesser extent, an 
increased proportion of higher-cost whole log chips.  Paper unit 
manufacturing costs showed a marginal increase compared 
to the same quarter in 2013, as higher costs for slush pulp and 
chemicals in the current quarter, were partly offset by lower 
maintenance and operating costs, mostly due to the scheduled 
maintenance outage in the comparative period. 



32 Canfor Corporation annual report 2014

Lumber markets

For 2015, North American lumber demand is expected to 
improve with the steady recovery in the US housing market.  
Stronger economic fundamentals, notably employment growth, 
low mortgage rates and moderate home prices will support 
higher US housing demand.  The offshore markets are forecast 
to ease with softer demand in Asia coupled with higher-
than-normal inventory levels in China at the end of 2014 and 
an increase in Russian supply due to the Russian currency 
devaluation benefitting Russian exports to offshore markets.  
Sales realizations on Canadian exports are currently projected 
to benefit from the continued weakening of the Canadian dollar 
in the first quarter of 2015.

PuLP and PaPer markets 

For the month of January 2015, NBSk pulp list prices were 
down from December 2014, with the NBSk pulp list price to 
North America at US$1,010 per tonne, down US$10 per tonne, 
and the list prices to China and europe down US$20 per tonne 
at US$680 per tonne and US$915 per tonne, respectively.  For 
the month of February 2015, CPPI has announced a NBSk pulp 
list price of US$1,000 per tonne in North America.  There are 
no maintenance outages planned for the first quarter of 2015.  
NBSk pulp list prices are anticipated to continue to soften 
modestly through the first quarter of 2015, with a modest 
growth in producer inventories due in part to minimal industry 
maintenance during the first quarter and NBSk pulp production 
facilities running at or near capacity; however, the continued 
weakening of the Canadian dollar is currently projected to 
outweigh the forecast declines in NBSk pulp list prices.  For 
the second quarter of 2015, producer inventories are forecast to 
decline during the industry’s spring maintenance period. 

Maintenance outages are currently planned at the 
Intercontinental and Prince george Mills in the second quarter 
of 2015 with a projected 10,000 tonnes of reduced production 
and at the Northwood Mill in the fourth quarter of 2015 with a 
projected 25,000 tonnes of reduced production.

outlooK

spECIFIC ItEms aFFECtIng CompaRaBIlIty

sPecific items affecting cOmParabiLity Of sharehOLder net incOme (LOss)

Factors that impact the comparability of the quarters are noted below: 

A f te r - t a x im p a c t ,  n e t  o f  n o n - co ntr o l l in g in te r e s t s
(mi l l i o n s o f  C a n a d i a n d o l l a r s ,  e xce p t f o r p e r s h a r e a m o unt s)  2014 2013

   q4 q3 q2 q1 Q4 Q3 Q2 Q1

shareholder net income, as reported $ 29.9 $ 45.5 $ 54.3 $ 45.5 $ 28.0 $ 28.4 $ 110.3 $ 61.9
(gain) loss on derivative financial 
    instruments $ 5.2 $ 0.7 $ (2.1) $ 2.1 $ 0.1 $ (2.2) $ 1.0 $ (2.2)
Mark-to-market adjustment to 
    Canfor-LP OSB sale contingent 
    consideration $ - $ 4.5 $ 4.5 $ 0.4 $ 3.6 $ 1.0 $ - $ -
gain on sale of Canfor-LP OSB 
    (including contingent consideration) $ - $ - $  - $ - $ - $ - $ (33.4) $ -
gain on sale of Daaquam operation  $ - $ - $ - $ (1.6) $ - $ - $ - $ -
Foreign exchange (gain) loss on 
    long-term debt $ - $ - $ - $ - $ 1.5 $ (1.0) $ 1.8 $ 2.3
Mill closure provisions  $ - $ - $ - $ - $ 14.8 $ - $ - $ -
One-time costs associated with 
    collective agreements for the 
    lumber business  $ - $ - $ - $ - $ 0.8 $ - $ - $ -
Canfor’s 50% interest in Canfor-LP 
    OSB’s income, net of tax $ - $ - $ - $ - $ - $ - $ 3.8 $ 8.3
Change in substantively enacted 
    tax rate $ - $ - $ - $ - $ - $ - $ 4.2 $ -
Net impact of above items $ 5.2 $ 5.2 $ 2.4 $ 0.9 $ 20.8 $ (2.2) $ (22.6) $ 8.4
adjusted shareholder net income  $ 35.1 $ 50.7 $ 56.7 $ 46.4 $ 48.8 $ 26.2 $ 87.7 $ 70.3

shareholder net income per share 
    (ePs), as reported $ 0.22 $ 0.34 $ 0.39 $ 0.33 $ 0.20 $ 0.20 $ 0.77 $ 0.43
Net impact of above items per share37 $ 0.04 $ 0.04 $ 0.02 $ 0.01 $ 0.15 $ (0.02) $ (0.16) $ 0.06
adjusted net income per share37 $ 0.26 $ 0.38 $ 0.41 $ 0.34 $ 0.35 $ 0.18 $ 0.61 $ 0.49

(3 7 )  T h e y e a r - to - d ate n et  im p a c t o f  th e a d ju s t in g i te m s p e r s h a r e a n d a d ju s te d n et  in co m e p e r s h a r e d o e s n ot  e q u a l  th e s um o f  th e q u a r te r ly  p e r s h a r e a m o unt s d u e to r o un d in g .
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The preparation of financial statements in conformity with 
International Financial Reporting Standards (“IFRS”) requires 
management to make estimates and assumptions that affect 
the amounts recorded in the financial statements.  Management 
regularly reviews these estimates and assumptions based on 
currently available information.  while it is reasonably possible that 
circumstances may arise which cause actual results to differ from 
these estimates, management does not believe it is likely that any 
such differences will materially affect Canfor’s financial position.  
Unless otherwise indicated the critical accounting estimates 
discussed affect all of the Company’s reportable segments. 

emPLOyee future benefits 

Canfor has various defined benefit and defined contribution 
plans providing both pension and other retirement benefits to 
most of its salaried employees and certain hourly employees 
not covered by forest industry union plans.  Canfor also 

provides certain health care benefits and pension bridging 
benefits to eligible retired employees.  The costs and related 
obligations of the pension and other retirement benefit plans 
are accrued in accordance with the requirements of IFRS.  

Canfor uses independent actuarial firms to perform 
actuarial valuations of the fair value of pension and other 
retirement benefit plan obligations.  The application of IFRS 
requires judgments regarding certain assumptions that affect 
the accrued benefit provisions and related expenses, including 
the discount rate used to calculate the present value of the 
obligations, the rate of compensation increase, mortality 
assumptions, and the assumed health care cost trend rates.  
Management evaluates these assumptions annually based on 
experience and the recommendations of its actuarial firms.  
Changes in these assumptions result in actuarial gains or 
losses, which are recognized in full in each period with an 
adjustment through Other Comprehensive Income (Loss).

CRItICal aCCountIng EstImatEs

The actuarial assumptions used in measuring Canfor’s benefit plan provisions and benefit costs are as follows:

 december 31, 2014 December 31, 2013

 Pension Other Pension Other  
 benefit  benefit  Benefit  Benefit  
 Plans  Plans  Plans  Plans

Discount rate 3.90% 3.90% 4.80% 4.90%
Rate of compensation increases 3.00% n/a 3.00% n/a
Future salary increases 2.50% n/a 3.00% n/a

Initial medical cost trend rate n/a 7.00% n/a 7.00%
Ultimate medical cost trend rate n/a 4.50% n/a 4.50%
Year ultimate rate is reached n/a                       2021 n/a                     2021

In addition to the significant assumptions listed in the table above, the average life expectancy of a 65 year old at December 31, 2014  
is between 20.7 years and 24.0 years (2013 – 19.8 years and 23.0 years).  As at December 31, 2014, the weighted average duration of the 
defined benefit obligation is 12.4 years (2013 – 11.4 years).  The weighted average duration of the other benefit plans is 13.9 years  
(2013 – 13.7 years).

Assumed discount rates and medical cost trend rates have a significant effect on the accrued benefit obligation.  A one percentage 
point change in these assumptions would have the following effects on the accrued benefit obligation for 2014:

(mi l l i o n s o f  C a n a d i a n d o l l a r s)  1% Increase 1% Decrease

Pension benefit plans 
 Discount rate $ (91.4) $ 100.1
Other benefit plans 
 Discount rate $ (21.6) $ 26.7
    Initial medical cost trend rate $ 18.3 $ (15.5)

See “Financial Requirements and Liquidity” section for further discussion regarding the funding position of Canfor’s pension plans.
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In July 2014, the International Accounting Standards Board 
(“IASB”) issued IFRS 9, Financial Instruments.  The required 
adoption date for IFRS 9 is January 1, 2018 and the Company is 
in the process of assessing the impact, if any, on the financial 
statements of this new standard. 

In May 2014, the IASB issued IFRS 15, Revenue from 
Contracts with Customers, which will supersede IAS 
18, Revenue, IAS 11, Construction Contracts and related 
interpretations.  The new standard is effective for annual 
periods beginning on or after January 1, 2017.  The Company is 
in the process of assessing the impact, if any, on the financial 
statements of this new standard.

FutuRE CHangEs In aCCountIng polICIEs

deferred refOrestatiOn

Canfor accrues an estimate of its future liability to perform 
forestry activities, defined to mean those silviculture treatments 
or activities that are carried out to ensure the establishment 
of a free-growing stand of young trees, including logging road 
rehabilitation on its forestry tenures in BC and Alberta.  An 
estimate is recorded in the financial statements based on the 
number of hectares of timber harvested in the period and the 
estimated costs of fulfilling Canfor’s obligation.  Payments in 
relation to reforestation are expected to occur over periods of 
up to 15 years (the significant majority occurring in the first 
seven years) and have been discounted accordingly at risk-free 
rates ranging from 1.0% to 2.3%.  The actual costs that will be 
incurred in the future may vary based on, among other things, 
the actual costs at the time of silviculture activities.  

deferred taxes

In accordance with IFRS, Canfor recognizes deferred income tax 
assets when it is probable that the deferred income tax assets 
will be realized.  This assumption is based on management’s 
best estimate of future circumstances and events.  If these 
estimates and assumptions are changed in the future, the value 
of the deferred income tax assets could be reduced or increased, 
resulting in an income tax expense or recovery.  Canfor 
reevaluates its deferred income tax assets on a regular basis.

asset retirement ObLigatiOns

Canfor records the estimated fair value of a liability for asset 
retirement obligations, such as landfill closures, in the period 
when it is incurred.  For CPPI’s landfill closure costs, the fair value 
is determined using estimated closure costs discounted over the 
estimated useful life.  Payments relating to landfill closure costs 
are expected to occur at periods ranging from 4 to 37 years and 
have been discounted at risk-free rates ranging from 1.4% to 2.4%.  
The actual closure costs and periods of payment may differ from 
the estimates used in determining the year end liability.  On initial 
recognition, the fair value of the liability is added to the carrying 
amount of the associated asset and amortized over its useful life.  
The liability is accreted over time through charges to earnings and 
reduced by actual costs of settlement. 

envirOnmentaL remediatiOn cOsts

Costs associated with environmental remediation obligations 
are accrued and expensed when there exists a present legal or 
constructive obligation that can be estimated reliably, and it is 
probable that an outflow of economic benefits will be required 
to settle the obligation.  Such accruals are adjusted as further 
information develops or circumstances change.  Costs of future 
expenditures for environmental remediation obligations are 
discounted to their present value when the amount and timing of 
expected cash payments are reliably determinable.

imPairment Of gOOdWiLL

goodwill, which is the excess of the cost of an acquisition over the 
fair value of the net identifiable assets acquired, is not amortized 
but is assessed annually for impairment or more frequently if 
events or circumstances indicate that it may be impaired.   

An impairment loss is recognized in net income at the 
amount that the carrying value, including goodwill, of the 
relevant operating division exceeds its recoverable amount.  
The recoverable amount is the higher of the unit’s fair value 
less costs to sell and value in use.  For Canfor’s goodwill 
(which is allocated to the lumber segment), the fair value of the 
relevant assets is determined by estimating the future expected 
discounted cash flows of the unit as a whole on an annual 
basis, and more often if required.  As part of this process, 
assumptions are made in relation to forecast product prices and 
exchange rates.  Price forecasts are determined with reference 
to Resource Information Systems, Inc. (“RISI”) and Forest 
economic Advisors (“FeA”) publications and management 
estimates.  Other significant assumptions include the discount 
rate.  The net present value of the future expected cash flows, 
which approximates fair value, is compared to the carrying 
value of the Company’s investment in these assets, including 
goodwill, at year end.  

Based upon the analysis performed in 2014 the net present 
value of the estimated future discounted cash flows exceeded 
the value of the investment, and therefore no impairments to 
goodwill were required.  However, if the US and global economic 
recovery were to be longer than anticipated in the forecast 
assumptions, there is a possibility that an impairment of 
goodwill may be required in future periods. 

vaLuatiOn Of LOg and finished PrOduct inventOries

Log and finished product inventories are recorded at the lower 
of cost and net realizable value.  For inventories of solid wood 
products, the net realizable value is determined by taking into 
account forecast prices and exchange rates for the period 
over which the inventories are expected to be sold.  Forecast 
prices are determined using RISI forecasts and management’s 
estimates as at the year end, and may differ from the actual 
prices at which the inventories are sold.  At the end of December 
2014, there were no write-downs against inventory balances.

aLLOWance fOr dOubtfuL accOunts

An allowance for doubtful accounts of $3.7 million has been 
recorded at December 31, 2014 which reflects management’s 
assessment of risks attached to the collection of receivable 
balances.  while significant bad debts have not been experienced 
in prior years, the provision is considered appropriate due to 
several risks still existing which may affect the ability of certain 
customers to pay amounts owed to the Company. 
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Risks and uncertainties fall into the general business areas of 
markets, international commodity prices, competition, currency 
exchange rates, environmental issues, forest land base, 
government regulations, public policy and labour disputes, and, 
for Canadian companies, a history of trade disputes and issues 
and Aboriginal land claims.  The future impact of the various 
uncertainties and potential risks described in the following 
paragraphs (together with the risks and uncertainties identified 
under each of the Company’s business segments) cannot be 
quantified or predicted with certainty.  However, Canfor does not 
foresee unmanageable adverse effects on its business operations 
from, and believes that it is well positioned to deal with, such 
matters as may arise.  The risks and uncertainties are set out in 
alphabetical order.

abOriginaL issues

Canadian judicial decisions have recognized the continued 
existence of Aboriginal rights and title to lands continuously 
and exclusively used or occupied by Aboriginal groups; however, 
until recently, the courts have not identified any specific lands 
where Aboriginal title exists.  In June 2014, the Supreme Court 
of Canada, for the first time, recognized Aboriginal title for the 
Tsilhqot’in Nation over approximately 1,750 square kilometres of 
land in central BC (“william decision”).  It found that provisions 
of BC’s Forest Act, dealing with the disposition or harvest of 
Crown timber, no longer applied to timber located on these 
lands, but also confirmed provincial law can apply on Aboriginal 
title lands.

while Aboriginal title had previously been assumed to exist 
over specific, intensively occupied areas such as villages, the 
william decision marks the first time Canada’s highest court 
has recognized Aboriginal title over a specific piece of land and, 
in so doing, affirmed a broader territorial use-based approach 
to Aboriginal title.  The decision also further defines what 
Aboriginal title means and the types of land uses consistent 
with this form of collective ownership. 

Presently, Aboriginal title has not been established by 
law in any areas overlapping Canfor’s tenure areas; however, 
Aboriginal rights continue to exist over traditional territories, 
and the Company cannot assure that this will not affect its 
timber harvesting rights.  Forest harvesting operations are 
continuing to proceed under these current requirements.  The 
government of BC delegates procedural aspects of consultation 
to tenure holders, including Canfor, and Canfor works to 
establish productive and mutually beneficial relationships 
with First Nations whose traditional territories overlap the 
Company’s operating areas.  The government of BC has also 
taken steps to improve certainty and access to timber resources 
through interim agreements with First Nations that include 
timber rights.  Canfor holds numerous agreements with 
individual First Nations whereby the Company manages and/or 
purchases their timber.

The impacts of the Supreme Court of Canada’s decision on 
the timber supply from Crown lands and on Canfor’s operations 
is unknown at this time; and the Company does not know if the 
decision will lead to changes in BC laws or policies.  However, 
as issues relating to Aboriginal rights and title continue to 
develop and be resolved in Canadian courts, Canfor will 
continue to engage, cooperate and exchange information 

and views with First Nations and government to foster good 
relationships and minimize risks to the Company’s tenures and 
operational plans.

emPLOyee future benefits 

Canfor has several defined benefit plans, which provide 
pension and other post-retirement benefits to certain salaried 
and hourly employees.  Pension plan benefits are based 
on years of service and final average salary (for salaried 
employees), and flat rate benefit and years of service (for hourly 
employees).  Canfor’s other post-retirement benefit plans are 
non-contributory and include a range of health care and other 
benefits.  Canfor also provides pension bridge benefits to 
certain eligible former employees.

Cash payments required to fund the pension plan are 
determined by actuarial valuation completed at least once every 
three years, with the most recent actuarial valuation for the 
largest plan completed as of December 31, 2013.  Other post-
retirement benefit plans are unfunded, and the Company makes 
payments as required to cover liabilities as they arise.

The funded surplus (deficit) of each defined benefit plan 
is calculated as the difference between the value of any plan 
assets and an actuarial estimate of future liabilities.  Any 
deficit in the registered pension plans determined following 
an actuarial valuation must be funded in accordance with 
regulatory requirements, normally over 5 or 15 years.  Some of 
the unregistered plans are also partially funded.

Through its pension funding requirements, Canfor is 
exposed to the risk of fluctuating market values for the 
securities making up the plan assets, and to changes in 
prevailing interest rates which determine the discount rate 
used in calculating the estimated future liabilities.  The 
funding requirements may also change to the extent that 
other assumptions used are revised, such as inflation rates or 
mortality assumptions.

For Canfor’s pension benefit plans, a one percentage 
point increase in the discount rate used in calculating the 
actuarial estimate of future liabilities would reduce the accrued 
benefit obligation by an estimated $91.4 million and a one 
percentage point decrease in the discount rate would increase 
the accrued benefit obligation by an estimated $100.1 million.  
These changes would only impact the Company’s funding 
requirements in years where a new actuarial funding valuation 
was performed and regulatory approval for a change in funding 
contributions was obtained.

envirOnmentaL issues 

Canfor’s operations are subject to environmental regulation 
by federal, provincial, state and local authorities, including 
specific environmental regulations relating to air emissions 
and pollutants, wastewater (effluent) discharges, solid waste, 
landfill operations, forestry practices, site remediation and the 
protection of endangered species and critical habitat.  Canfor 
has incurred, and will continue to incur, capital expenditures 
and operating costs to comply with environmental laws and 
regulations.  No assurance can be given that changes in these 
laws and regulations or their application will not have a material 
adverse effect on Canfor’s business, operations, financial 
condition and operational results.  Similarly, no assurance 

RIsKs anD unCERtaIntIEs
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can be given that capital expenditures necessary for future 
compliance with existing and new environmental laws and 
regulations could be financed from Canfor’s available cash 
flow.  In addition, Canfor may discover currently unknown 
environmental issues, contamination, or conditions relating to 
its past or present operations.  This may require site or other 
remediation costs to maintain compliance or correct violations 
or result in governmental or private claims for damage to 
person, property or the environment, which could have a 
material adverse effect on Canfor’s business, financial condition 
and operational results.  

Canfor has systems in place to identify, account for and 
appropriately address potential environmental liabilities.  
The Company also has governance in place including an 
environmental, Health and Safety Committee of the Board, a 
Corporate environmental Management Committee including 
Officers of the Company, and environmental professionals on 
staff to manage potential risks, issues and liabilities.

Canfor has in place internal policies and procedures 
under which all its forestry and manufacturing operations 
are regularly audited for compliance with laws and accepted 
standards and with its management system requirements.  
Canfor’s woodlands operations employ environmental 
management systems following the ISO 14001 environmental 
Management System Standard.  Further, approximately 100% 
of Canfor’s forest tenures in Canada are third-party certified 
to the Canadian Standards Association (“CSA”), the Forest 
Stewardship Council (“FSC”) or the Sustainable Forestry 
Initiative (“SFI”) sustainable forest management standards.  
Canfor’s operations and its ability to sell its products could be 
adversely affected if those operations did not, or were perceived 
by the public as failing to, comply with applicable laws and 
standards, including responsible environmental and sustainable 
forestry standards.  

On November 25, 2009, the BC Ministry of environment 
released the greenhouse gas (“gHg”) reporting regulations 
under the greenhouse gas Reduction Act, requiring any 
facilities emitting more than 10,000 tonnes of CO2 to report 2010 
emissions in 2011.  In 2014, one of Canfor’s sawmills and all of the 
pulp mills (including CPPI’s pulp mills) reported gHg emissions 
under the BC gHg reporting regulation.  gHg emission reporting 
has been required federally and in Alberta for several years with 
CPPI’s facilities meeting the requirements for federal reporting, 
though Canfor’s wood products facilities have not triggered 
federal or Alberta reporting thresholds.  Canfor’s New South 
facilities located in North and South Carolina are subject to state 
gHg reporting requirements.  

At this point carbon policy in BC, apart from the existing carbon 
tax, is uncertain.  Canfor’s BC sawmill facility gHg emissions are 
all well below any foreseeable Regulation thresholds.  Canfor’s 
one Alberta sawmill gHg emissions are a small fraction of the 
Alberta Specified gas emission Regulation threshold.  

At the federal level environment Canada has indicated the 
pulp and paper sector will be included in its gHg Regulatory 
system, currently under development.  Canfor Pulp’s three 
Prince george pulp mills are well positioned having already 
substantially reduced gHg emissions through energy efficiency 
measures and switching from fossil to carbon dioxide emission 
neutral biomass fuels.

In the United States carbon policy at the federal and state 
levels is also uncertain however direct gHg emissions from 
Canfor’s US sawmills are very low, due to the use of biomass 
fuels for heat energy.  The mills are exposed to potential pass 
through of future electrical utility gHg emission reduction 
requirements related to electricity purchases.

Canfor is a participant in the carbon offset market in Alberta 
and British Columbia, selling offset credits tied to its biomass 
cogeneration facility in grande Prairie and from biomass heat 
energy projects recently completed at several mills in BC.  
Canfor is also a participant in the carbon offset market in BC. 

fibre cOst and avaiLabiLity

The Company’s fibre costs are affected by a number of 
different factors which could have a significant impact on 
operating results.  Lumber market fluctuations and log market 
speculative bidding can also have a significant impact on both 
fibre supply and costs.  In the interior of BC, the majority of 
the Company’s tenure harvesting continues to advance to the 
north in an effort to maximize the salvage of pine impacted by 
the Mountain Pine Beetle epidemic.  In other areas where the 
amount of pine left to be salvaged has significantly declined, 
tenure harvesting is transitioning back to traditional harvesting 
patterns and areas.  while this has the added benefit of 
improving the quality of fibre, it also increases transportation, 
road construction and reforestation costs.  These factors 
also contribute to higher log costs and are anticipated to 
provide upward pressure on the Company’s log costs for the 
foreseeable future.  In addition, the Company’s ability to harvest 
fibre for use in its operations could be adversely impacted by 
natural events such as forest fires, severe weather conditions 
or insect infestations.  In the event that sufficient volumes of 
economically viable fibre cannot be provided to an operation, it 
may be necessary to close that operation for a period of time, 
or even permanently.  Such closures could result in significant 
costs to the Company.  The Company is not insured for loss 
of standing timber.  Canfor has secured its fibre position 
in western Canada relative to its existing sawmills and no 
shortage of supply is anticipated at this time.

financiaL risk management and  
earnings sensitivities

Demand for forest products, both wood products and pulp 
and paper, is closely related to global business conditions and 
tends to be cyclical in nature.  Product prices can be subject to 
volatile change.  Canfor, like the majority of the Canadian forest 
products industry, competes in a global market and the majority 
of its products are sold in US dollars.  Consequently, changes 
in foreign currency relative to the Canadian dollar can impact 
Canfor’s revenues and earnings.

FINANCIAL RISk MANAgeMeNT 

Canfor is exposed to a number of risks as a result of holding 
financial instruments.  These risks include credit risk, liquidity 
risk and market risk.

Canfor’s Risk Management Committee manages risk in 
accordance with a Board approved Price Risk Management 
Controls Policy.  This policy provides the framework for risk 
management related to commodity price, foreign exchange, 
interest rate and counterparty credit risk of Canfor.
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(a) credit risk:

Credit risk is the risk of financial loss to Canfor if a counterparty 
to a financial instrument fails to meet its contractual obligations. 

Financial instruments that are subject to credit risk include 
cash and cash equivalents, accounts receivable, and long-term 
investments.  Cash and cash equivalents includes cash held 
through major Canadian and international financial institutions 
as well as temporary investments with an original maturity date 
of three months or less. 

Canfor utilizes credit insurance to mitigate the risk 
associated with some of its trade receivables.  As at December 
31, 2014, approximately 75% (2013 – 67%) of the outstanding 
trade receivables are covered by credit insurance.  Canfor’s trade 
receivable balance at December 31, 2014 is $95.0 million before 
an allowance for doubtful accounts of $3.7 million (2013 - $115.3 
million and $2.7 million, respectively).  At December 31, 2014, 
approximately 99% (2013 - 98%) of the trade accounts receivable 
balance was within Canfor’s established credit terms. 

(b) Liquidit y risk:

Liquidity risk is the risk that Canfor will be unable to meet 
its financial obligations as they come due.  Canfor manages 
liquidity risk through regular cash-flow forecasting in 
conjunction with an adequate committed operating loan facility.  

At December 31, 2014, Canfor had $68.0 million drawn on its 
operating loans (2013 – $74.6 million), and accounts payable and 
accrued liabilities of $305.8 million (2013 - $321.8 million) all of 
which are due within twelve months of the balance sheet date.

(c) market risk:

Market risk is the risk that the fair value or future cash flows 
of a financial instrument will fluctuate because of changes in 
interest rates, foreign currency, energy and commodity prices.
(i) Interest rate risk:

 Canfor is exposed to interest rate risk through its current 
financial assets and financial obligations bearing variable 
interest rates.  

 Canfor utilizes interest rate swaps to reduce its exposure 
to interest rate risk associated with financial obligations 
bearing variable interest rates (see “Derivative Financial 
Instruments” section later in this document).    

 As noted earlier in this section (under “employee  
Future Benefits”), Canfor is also exposed to interest rate 
risk in relation to the measurement of the Company’s 
pension liabilities.  

(ii) Currency risk:

 Canfor is exposed to foreign exchange risk primarily related 
to the US dollar, as Canfor’s products are sold principally in 
US dollars.  In addition, Canfor holds financial assets and 
liabilities primarily related to New South Companies Inc. 
based in South Carolina, in US dollars.

 A portion of the currency risk associated with US dollar 
denominated sales is naturally offset by US dollar 
denominated expenses.  Part of the remaining exposure is 
at times covered by foreign exchange collars that effectively 
limit the minimum and maximum Canadian dollar recovery 
related to the sale of those US dollars (see “Derivative 
Financial Instruments” section later in this document).

(iii) Commodity price risk:

 Canfor is exposed to commodity price risk related to the sale 
of lumber, pulp and paper.  From time to time, Canfor enters 
into futures contracts on the Chicago Mercantile exchange for 
lumber and forward contracts direct with customers for pulp.  
Under the Price Risk Management Controls Policy, up to 15% 
of lumber sales and 5% of pulp sales may be sold in this way.

(iv) energy price risk:

 Canfor is exposed to energy price risk relating to purchases 
of natural gas and diesel oil for use in its operations.  

 The exposure may be hedged up to 100% through the use 
of floating to fixed swap contracts or option contracts with 
maturity dates up to a maximum of three years.  In the case 
of diesel, Canfor uses Brent oil and wTI oil contracts to 
hedge its exposure (see “Derivative Financial Instruments” 
section later in this document).

DeRIVATIVe FINANCIAL INSTRUMeNTS

Subject to risk management policies approved by its Board 
of Directors, Canfor, from time to time, uses derivative 
instruments, such as forward exchange contracts and option 
contracts to hedge future movements of exchange rates and 
interest rates and futures and forward contracts to hedge 
commodity prices and energy costs.  See section “Financial 
Requirements and Liquidity” for details of Canfor’s derivative 
financial instruments outstanding at year end.

eARNINgS SeNSITIVITIeS

estimates of the sensitivity of Canfor’s pre-tax results to 
currency fluctuations and prices for its principal products, 
based on 2015 Business Plan forecast production and year end 
foreign exchange rates, are set out in the following table:

  Impact on annual
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  pre-tax earnings

SPF lumber – US$10 change per Mfbm38,39   $ 43
SYP lumber – US$10 change per Mfbm38,39   $ 13
Pulp – US$10 change per tonne38,39,40    $ 10
Canadian dollar – US$0.01 change per Canadian dollar40,41  $ 21

(3 8)  B a s e d o n s a l e s o f  C a nf o r - p r o d u ce d p r o d u c t in c l u d in g 10 0 % o f  th e p r o d u c t i o n 
f r o m S cotc h g u l f  a n d B e a d l e s & B al f o ur. 

(3 9)  e xc l u d in g im p a c t s o f  e xc h a n g e r a te ,  f r e i ght ,  d i s co unt in g ,  p o te nt i a l  c h a n g e in 
f ib r e co s t s a n d o th e r d e d u c t i o n s .

(4 0 )  In c l u d e s 10 0 % o f  C P P I .
(41)  Re p r e s e nt s im p a c t o n o p e r at in g in co m e a s n o o u t s t a n d in g U S d o l l a r 

d e n o min ate d d e b t a t  D e ce m b e r 31,  2 014 .   D e c r e a s e o f  U S $ 0 . 01 p e r C a n a d i a n 
d o l l a r r e s u l t s in a n in c r e a s e to p r e - t a x a n n u al  e a r n in g s a n d a n in c r e a s e o f 
U S $ 0 . 01 p e r C a n a d i a n d o l l a r r e s u l t s in a d e c r e a s e to p r e - t a x a n n u al  e a r n in g s .

gOvernment and Other reguLatiOns 

Canfor is subject to a wide range of general and industry-
specific environmental, health and safety, building and 
product standards and other laws and regulations imposed 
by federal, provincial and local authorities, including those 
governing the use, storage, handling, generation, treatment, 
emission, release, discharge and disposal of certain hazardous 
materials and wastes, the remediation of contaminated soil 
and ground water, the use and design values of the Company’s 
products and the health and safety of employees. Further, 
certain agreements and contracts relating to the ownership or 
transfer of forestry tenures and licenses are subject to review 
by applicable regulatory bodies.  If Canfor is unable to extend 
or renew a material licence or permit required by such laws, 
any transfer is challenged by a regulatory body, or if there is 
a delay in renewing any material approval, licence or permit, 
Canfor’s business, financial condition, results of operations 
and cash flows could be materially adversely affected.  Future 
events such as any changes in these laws and regulations or any 
change in their interpretation or enforcement, or the discovery 
of currently unknown conditions, may give rise to additional 
expenditures or liabilities.
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LabOur agreements and cOmPetitiOn fOr 
PrOfessiOnaL skiLLed LabOur 

Canfor ratified new five year collective agreements with the 
USw (United Steelworkers) in late 2013, with terms expiring 
on June 30, 2018.  The Company’s collective agreement with 
the PPwC (Pulp, Paper and woodworkers of Canada) expires 
in June 2014 for its Mackenzie lumber operation but will be 
automatically extended for five years on the same terms as the 
USw collective agreement ratified in 2013.  Canfor’s collective 
agreement with Unifor for its grande Prairie lumber operation 
was ratified in late 2014 and expired September 30, 2017.  In 
addition, CPPI’s collective agreements with the CeP and PPwC 
have terms expiring on April 30, 2017.  Any inability to negotiate 
acceptable contracts with the unions as they expire could 
result in a strike or work stoppage by the affected workers 
and increased operating costs as a result of higher wages or 
benefits paid to unionized workers.  

Market conditions may cause shortages of both professional 
and skilled labour, which could have an adverse impact on the 
operation and management of Canfor’s facilities.

maintenance ObLigatiOns and faciLity disruPtiOns  

Canfor’s manufacturing processes are vulnerable to operational 
problems that could impair its ability to manufacture its products.  
Canfor could experience a breakdown in any of its machines, 
or other important equipment, and from time to time, planned 
or unplanned maintenance outages that cannot be performed 
safely or efficiently during operations must be conducted.  Such 
disruptions could cause a significant loss of production, which 
could have a material adverse effect on Canfor’s business, 
financial condition and operating results.

mOuntain Pine beetLe 

As noted earlier in this document (Section (iv) of the Overview 
of 2014), timber affected by the Mountain Pine Beetle remained 
the focus for Canfor harvesting activities in BC as it has been for 
the past decade and will continue to be in 2015 for many of the 
operations.  The focus on salvage harvesting and achievement 
of required harvest partitions will have an upward pressure 
on harvesting costs, as a result of smaller piece sizes, lower 
volumes per hectare and increasing haul distances.  These will 
be offset somewhat by the transition to green or mixed stands 
(lower cost and/or higher quality) in some areas as partitions 
start to be removed or become less constraining and by uplifted 
harvest levels in others.  The impact of the infestation on 
Canfor’s operations continues to be manageable in the short 
term and the Company has taken steps to minimize its exposure 
to reductions in annual allowable harvests and to ensure a 
sufficient supply for its existing operations.

In Alberta, the Mountain Pine Beetle infestation is still 
significantly less wide-spread than in the BC Interior, and 
detection surveys in 2014 indicated that the rate of spread has 
declined.  The largest and most successful beetle populations 
are found in the west Central and Northwestern parts of the 
Province but an accelerated harvest of susceptible pine on the 
Canfor FMA area since 2009 has helped contain the spread there.  
Pine mortality in areas north of the Peace River, including the 
Canfor quota area, on the other hand, has been extensive and 
harvesting objectives are now focused on salvage rather than 
spread prevention.  The significant AAC increase approved for 
the quota area has maximized the opportunity to harvest infected 

pine stands before significant reduction in log quality occurs.  In 
addition, the Alberta government has committed funds for the 
rehabilitation of dead pine stands that have not been harvested 
due to merchantability limitations.  In 2014 Canfor initiated a 
project on the FMA area under the MPB Rehabilitation Program 
that will result in the reforestation of approximately 450 hectares 
of infested area.  The project includes a significant research 
component that will help forest practitioners determine optimal 
rehabilitation treatments in MPB killed stands that have not been 
subject to commercial harvesting.

residuaL fibre revenues 

wood chips are a residual product of Canfor’s lumber 
manufacturing process and are primarily sold to CPPI.  These 
chips are the principal raw material utilized by CPPI in its pulp 
manufacturing operations.  Canfor has a Chip Supply Agreement 
with CPPI, which contains a pricing formula that currently 
results in CPPI paying Canfor a price for wood chips based on 
pulp markets and CPPI’s product mix.  In 2014, Canfor provided 
approximately 59% of CPPI’s chip requirements.  Following the 
sale of the Taylor Pulp Mill to CPPI on January 30, 2015, the 
Company anticipates providing approximately 62% of CPPI’s chip 
requirements.  If market conditions caused CPPI to cease pulp 
operations for an extended period of time, Canfor would have a 
limited market for its chip supply and this could affect its ability 
to run its sawmills economically.  Similarly, if lumber market 
conditions were such that Canfor is unable to provide the 
current volume of chips to CPPI as a result of sawmill closures, 
whether temporary or permanent, CPPI’s financial results could 
be materially affected.

Bark hog is a residual product of Canfor’s lumber 
manufacturing process.  Bark hog has exhibited increasing value 
to Canfor over the past several years.  It is utilized in Canfor’s 
bark-fueled thermal oil energy systems to dry lumber and is sold 
predominately to Pulp customers, including CPPI, to be used in 
the generation of steam to manufacture power and heat.  

Currently, sales of sawdust and shavings are made primarily 
to other customers and the demand is increasing and robust.  
Canfor is constructing two Pellet Plants in Fort St. John and 
Chetwynd to enhance fibre utilization in northern BC.

sOftWOOd Lumber agreement 

Canadian softwood lumber exports to the US are currently 
subject to export taxes under the Softwood Lumber Agreement 
(“SLA”) which has been in place since October 2006.  export taxes 
are paid by Canadian softwood exporters on US lumber exports 
when the four-week average Random Lengths Framing Lumber 
Composite price is below US$355/Mfbm.  The SLA includes a 
“Surge Mechanism”, which increases the export tax rate for the 
month by 50% when the monthly volume of exports from a region 
exceeds a certain “Trigger Volume” as defined in the SLA.  Canfor 
did not pay any export taxes under the SLA in 2014.

Both Canada and US have rights under the SLA to terminate 
the agreement.  In order to terminate, the US must provide a six 
month notice period, and cannot launch a new countervailing 
duty (“CVD”) or anti-dumping duty (“ADD”) investigation for 
12 months after termination.  Canada may terminate at any 
time with six months’ notice.  Any early termination of the SLA 
would likely result in the US initiating a new CVD and ADD 
investigation, potentially leading to duties imposed on the 
Canadian lumber producers, including the Company.
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In January 2012, Canada and the US agreed to a two year 
extension to the SLA extending the expiry of the agreement to 
October 2015.  Discussions on the upcoming SLA expiry have 
begun between Canada and the US with Canada’s expectation 
that the current SLA be renewed or be allowed to expire without 
replacement.  The outcome of these discussions is uncertain 
and could result in significant impacts the Company’s US 
lumber exports.

stumPage rates 

The BC government introduced a Market Pricing System 
(“MPS”) for the BC Interior on July 1, 2006.  On July 1, 2010 the 
Ministry of Forests and Range (the “Ministry”) implemented 
changes to the interior market pricing system for timber, and 
from a stumpage distribution perspective, transitioned over 
two years to a system more sensitive to market forces such 
as lumber market pricing and competition for supply of logs 
through the BC Timber Sales program, both of which could have 
a material impact on stumpage rates and Canfor’s business.  
These changes dealt with issues raised by the MPB epidemic 
and included the introduction of “stand-as-a-whole” pricing 
with cruise-based billing for MPB damaged timber.  For stands 
with 35% or more MPB damaged timber a single stumpage 
rate is established with billing based on the cruise rather than 
scaling.  For these stands, determination of log grades is no 
longer necessary.  An impact of these changes is to increase 
the overall market sensitivity of interior timber pricing and to 
improve the utilization of low value material.  These changes 
are consistent with the 2006 SLA.

Canfor is actively participating in discussions on MPS with 
the Ministry, which is scheduled for its ninth annual update 
on July 1, 2015.  Further changes to the BC market driven 
stumpage system and resultant stumpage rates could have 
a material impact on Canfor’s business and the BC forest 
products industry.

The Alberta government is currently reviewing their 
provincial stumpage rates (timber dues) and a possible 
adjustment to the general rate of timber dues could occur 
sometime in 2015.

transPOrtatiOn services 

Canfor relies primarily on third parties for transportation of 
its products, as well as delivery of raw materials, a significant 
portion of which are transported by railroad, trucks and ships.  
If any of Canfor’s third party transportation providers were 
to fail to deliver the raw materials or products or distribute 
them in a timely manner, Canfor may be unable to sell those 
products at full value, or at all, or unable to manufacture its 
products in response to customer demand, which could have 
a material adverse effect on Canfor’s financial condition and 
operating results.  In addition, if any of these third parties were 
to cease operations, suffer labour-related disruptions, or cease 
doing business with Canfor, the Company’s operations or cost 
structure may be adversely impacted.  Transportation services 
may also be impacted by seasonal factors, which could impact 
the timely delivery of raw materials and distribution of products 
to customers and have a resulting material adverse impact on 
Canfor’s financial condition and operating results.  As a result 
of increased government regulation on truck driver work hours 
and rail capacity constraints access to adequate transportation 
capacity has at times been strained and could affect Canfor’s 
ability to move its log, lumber and wood chips at market 
competitive prices.

WOOd dust management 

Following two sawmill explosions at non-Canfor sawmills in 
the BC Interior, the wood products industry and government 
regulators have been actively addressing the risks posed by 
wood dust in manufacturing facilities.  Specifically, Canfor has 
taken extensive steps to mitigate the risks of a combustible dust 
incident in our facilities, including significant capital investment, 
a formalized wood dust control program, and extensive 
employee training.  Regulatory agencies across the Province of 
British Columbia, including workSafeBC, BC Safety Authority, 
and the Office of the Fire Commissioner have implemented 
various regulatory initiatives in response to these explosions.  
Additional regulatory initiatives, up to and including stop work 
conditions within the industry, could be a possibility.

Additional information about the Company, including its 2014 Annual Information Form, is available at www.sedar.com or at www.canfor.com.

outstanDIng sHaRE Data

DIsClosuRE ContRols anD IntERnal ContRols oVER FInanCIal REpoRtIng 

At February 4, 2015, there were 135,376,993 common shares issued and outstanding. 

The Company has established disclosure controls and 
procedures to ensure that information disclosed in this MD&A 
and the related financial statements was properly recorded, 
processed, summarized and reported to the Board of Directors 
and the Audit Committee.  The Company’s chief executive officer 
(“CeO”) and chief financial officer (“CFO”) have evaluated the 
effectiveness of these disclosure controls and procedures for 
the year ending December 31, 2014, and have concluded that 
they are effective. 

The CeO and CFO acknowledge responsibility for the design 
of internal controls over financial reporting (“ICFR”), and confirm 
that there were no changes in these controls that occurred 
during the year ended December 31, 2014 which materially 
affected, or are reasonably likely to materially affect, the 
Company’s ICFR.  Based upon their evaluation of these controls 
for the year ended December 31, 2014, the CeO and CFO have 
concluded that these controls are operating effectively.  



40 Canfor Corporation annual report 2014

ConsolIDatED 
FInanCIal 
statEmEnts



41consolidated financial statements

The information and representations in these consolidated 
financial statements are the responsibility of management and 
have been approved by the Board of Directors. The consolidated 
financial statements were prepared by management in 
accordance with International Financial Reporting Standards 
and, where necessary, reflect management’s best estimates 
and judgments at this time. It is reasonably possible that 
circumstances may arise which cause actual results to differ. 
Management does not believe it is likely that any differences will 
be material. 

Canfor maintains systems of internal accounting controls, 
policies and procedures to provide reasonable assurance as to 
the reliability of the financial records and the safeguarding of  
its assets. 

The Board of Directors is responsible for ensuring that 
management fulfills its responsibilities for financial reporting 
and is ultimately responsible for reviewing and approving the 
financial statements. The Board carries out these activities 
primarily through its Audit Committee.

The Audit Committee is comprised of three Directors who 
are not employees of the Company. The Committee meets 

periodically throughout the year with management, external 
auditors and internal auditors to review their respective 
responsibilities, results of the reviews of internal accounting 
controls, policies and procedures and financial reporting 
matters. The external and internal auditors meet separately 
with the Audit Committee.

The consolidated financial statements have been reviewed 
by the Audit Committee and approved by the Board of Directors. 
The consolidated financial statements have been audited by 
PricewaterhouseCoopers LLP, the external auditors, whose 
report follows.

February 4, 2015

Don B. kayne  Alan Nicholl
President and Senior Vice-President, Finance
Chief executive Officer and Chief Financial Officer

tO the sharehOLders Of canfOr cOrPOratiOn

we have audited the accompanying consolidated financial 
statements of Canfor Corporation and its subsidiaries, which 
comprise the consolidated balance sheets as at December 31, 
2014 and December 31, 2013 and the consolidated statements 
of income, the consolidated statements of other comprehensive 
income (loss), the consolidated statements of changes in equity, 
and the consolidated statements of cash flows for the years then 
ended, and the related notes, which comprise a summary of 
significant accounting policies and other explanatory information.

management’s resPOnsibiLity fOr the 
cOnsOLidated financiaL statements

Management is responsible for the preparation and fair 
presentation of these consolidated financial statements in 
accordance with International Financial Reporting Standards, 
and for such internal control as management determines is 
necessary to enable the preparation of consolidated financial 
statements that are free from material misstatement, whether 
due to fraud or error.

auditOr’s resPOnsibiLity

Our responsibility is to express an opinion on these consolidated 
financial statements based on our audits. we conducted our 
audits in accordance with Canadian generally accepted auditing 
standards. Those standards require that we comply with 
ethical requirements and plan and perform the audit to obtain 
reasonable assurance about whether the consolidated financial 
statements are free from material misstatement.

An audit involves performing procedures to obtain audit 
evidence about the amounts and disclosures in the consolidated 
financial statements. The procedures selected depend on 
the auditor’s judgment, including the assessment of the 
risks of material misstatement of the consolidated financial 

statements, whether due to fraud or error. In making those 
risk assessments, the auditor considers internal control 
relevant to the entity’s preparation and fair presentation 
of the consolidated financial statements in order to design 
audit procedures that are appropriate in the circumstances, 
but not for the purpose of expressing an opinion on the 
effectiveness of the entity’s internal control. An audit also 
includes evaluating the appropriateness of accounting policies 
used and the reasonableness of accounting estimates made by 
management, as well as evaluating the overall presentation of 
the consolidated financial statements.

we believe that the audit evidence we have obtained in our 
audits is sufficient and appropriate to provide a basis for our 
audit opinion.

OPiniOn 

In our opinion, the consolidated financial statements present 
fairly, in all material respects, the financial position of Canfor 
Corporation and its subsidiaries as at December 31, 2014 and 
December 31, 2013 and its financial performance and its cash 
flows for the years then ended in accordance with International 
Financial Reporting Standards.

February 4, 2015

PricewaterhouseCoopers LLP
Chartered Accountants
Vancouver, British Columbia

managEmEnt’s REsponsIBIlIty

InDEpEnDEnt auDItoR’s REpoRt 
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   as at As at
   december 31, December 31,
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

assets
current assets
Cash and cash equivalents  $ 158.3 $ 89.5
Restricted cash (N ote 3 3 (b ) )  50.2  -
Accounts receivable    - Trade   91.3  112.6
                                      - Other  38.8  39.3
Inventories (N ote 5 )  517.7  471.9
Prepaid expenses and other assets  46.3  39.1
Total current assets  902.6  752.4
Property, plant and equipment (N ote 6 )  1,216.1  1,151.9
timber licenses (N ote 7 )  519.5  534.6
goodwill and other intangible assets (N ote  8 )  105.0  93.5
retirement benefit surplus (N ote 13)  0.6  42.2
Long-term investments and other (N ote 9 )  101.3  112.5
deferred income taxes, net (N ote 21)  1.7  6.2
total assets $ 2,846.8 $ 2,693.3
    
LiabiLities    
current liabilities    
Operating loans (N ote 11) $ 68.0 $ 74.6
Accounts payable and accrued liabilities (N ote 10 )  305.8  321.8
Current portion of deferred reforestation obligations (N ote 14 )  52.1  44.1
Total current liabilities  425.9  440.5
Long-term debt (N ote 12 )  228.6  153.1
retirement benefit obligations (N ote 13)  263.2  200.5
deferred reforestation obligations (N ote 14 )  60.0  69.8
Other long-term liabilities  19.6  14.9
deferred income taxes, net (N ote 21)  211.9  217.1
total liabilities $ 1,209.2 $ 1,095.9
    
equity    
Share capital (N ote 17 ) $ 1,068.0 $ 1,103.7
Contributed surplus  31.9  31.9
Retained earnings   260.1  234.2
Accumulated foreign exchange translation differences  27.2  4.5
Total equity attributable to equity holders of the Company  1,387.2  1,374.3
Non-controlling interests (N ote 18 )  250.4  223.1
total equity $ 1,637.6 $ 1,597.4
total liabilities and equity $ 2,846.8 $ 2,693.3

commitments (N ote s 31 & 3 3) & subsequent events (N ote s 3 2 & 3 3)

The accompanying notes are an integral part of these consolidated financial statements.

APPROVeD BY THe BOARD

Director, R.S. Smith                                  Director, M.J. korenberg

ConsolIDatED BalanCE sHEEts
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ConsolIDatED statEmEnts oF InComE

Ye a r e n d e d D e ce m b e r 31 (mi l l i o n s o f  C a n a d i a n d o l l a r s ,  e xce p t p e r s h a r e d at a)  2014 2013

sales $ 3,347.6 $ 3,194.9
    
costs and expenses     
    Manufacturing and product costs  2,201.9  2,036.8
    Freight and other distribution costs  548.6  540.4
    export taxes  -  9.2
    Amortization   182.5  186.2
    Selling and administration costs  78.5   67.9
    Restructuring, mill closure and severance costs (N ote 16)  6.8  23.1
    3,018.3  2,863.6
    
Operating income   329.3  331.3
    
Finance expense, net (N ote 2 0 )  (18.2)  (27.9)
Foreign exchange loss on long-term debt   -  (8.9)
gain (loss) on derivative financial instruments (N ote 2 7 )  (8.9)  4.4
gain on sale of Canfor-LP OSB joint venture (N ote 2 9)  -  38.3
Other income (expense), net  (4.2)  1.5
Net income before income taxes  298.0  338.7
Income tax expense (N ote 21)  (76.2)  (88.2)
net income $ 221.8 $ 250.5

    
net income attributable to:    
equity shareholders of the Company $ 175.2 $ 228.6
Non-controlling interests (N ote 18 )  46.6  21.9
net income $ 221.8 $ 250.5

    
net income per common share: ( in C a n a d i a n d o l l a r s)    
Attributable to equity shareholders of the Company    
    - Basic and diluted (N ote 17 ) $ 1.28 $ 1.61

The accompanying notes are an integral part of these consolidated financial statements.
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Ye a r e n d e d D e ce m b e r 31 (mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

CONSOLIDATeD STATeMeNTS OF OTHeR COMPReHeNSIVe INCOMe (LOSS)

net income $ 221.8 $ 250.5
Other comprehensive income (loss)    
Items that will not be recycled through net income:    
    Defined benefit plan actuarial gains (losses) (N ote 13)  (115.7)  123.9
    Income tax recovery (expense) on defined benefit actuarial gains (losses) (N ote 21)  30.5  (32.2)
    (85.2)  91.7
Items that may be recycled through net income:    
    Foreign exchange translation differences for foreign operations, net of tax  22.7  15.0
Other comprehensive income (loss), net of tax  (62.5)  106.7
total comprehensive income  $ 159.3 $ 357.2

    
total comprehensive income attributable to:    
equity shareholders of the Company $ 122.2 $ 322.3
Non-controlling interests (N ote 18 )  37.1  34.9
total comprehensive income  $ 159.3 $ 357.2

CONSOLIDATeD STATeMeNTS OF CHANgeS IN eQUITY

share capital
Balance at beginning of year $ 1,103.7 $ 1,126.2
Share purchases (N ote 17 )  (35.7)  (22.5)
Balance at end of year (N ote 17 ) $ 1,068.0 $ 1,103.7
    
contributed surplus    
Balance at beginning and end of year  $ 31.9 $ 31.9
    
retained earnings    
Balance at beginning of year $ 234.2 $ (35.1)
Net income attributable to equity shareholders of the Company   175.2  228.6
Defined benefit plan actuarial gains (losses), net of tax  (75.7)  78.7
Share purchases (N ote 17 )    (73.2)  (37.5)
Acquisition of non-controlling interests (N ote 17 )  (0.4)  (0.5)
Balance at end of year $ 260.1 $ 234.2
    
accumulated foreign exchange translation differences    
Balance at beginning of year $ 4.5 $ (10.5)
Foreign exchange translation differences for foreign operations, net of tax  22.7  15.0
Balance at end of year $ 27.2 $ 4.5
total equity attributable to equity holders of the company $ 1,387.2 $ 1,374.3

    
non-controlling interests     
Balance at beginning of year $ 223.1 $ 199.4
Net income attributable to non-controlling interests  46.6  21.9
Defined benefit plan actuarial gains (losses) attributable to non-controlling interests, net of taxes  (9.5)  13.0
Distributions to non-controlling interests  (10.2)  (9.3)
Acquisition of non-controlling interests (N ote 17 )    (1.6)  (1.9)
Non-controlling interests arising on construction of Pellet Plants (N ote 31)  2.0  -
Balance at end of year (N ote 18 ) $ 250.4 $ 223.1
total equity  $ 1,637.6 $ 1,597.4

The accompanying notes are an integral part of these consolidated financial statements.

ConsolIDatED statEmEnts oF otHER  
CompREHEnsIVE InComE (loss)  
anD CHangEs In EQuIty
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Ye a r e n d e d D e ce m b e r 31 (mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

cash generated from (used in):    

Operating activities    
    Net income $ 221.8 $ 250.5
    Items not affecting cash:    
        Amortization  182.5  186.2
        Income tax expense  76.2  88.2
        Long-term portion of deferred reforestation obligations  (10.9)  (9.6)
        Changes in mark-to-market value of derivative financial instruments  9.1  (4.4)
        employee future benefits  12.4  13.0
        Net finance expense   18.2  27.9
        Foreign exchange loss on long-term debt   -  8.9
        Mill closure provisions  -  20.0
        gain on sale of joint venture (N ote 2 9)  -  (38.3)
        Other, net  25.9  8.7
    Defined benefit plan contributions  (29.7)  (53.0)
    Income taxes paid, net  (39.5)  (0.3)
    466.0  497.8
    Net change in non-cash working capital (N ote 2 2 )  (73.6)  (7.5)
    392.4  490.3
financing activities    
    Change in operating bank loans (N ote 11)  (7.2)  47.6
    Proceeds from long-term debt (N ote 12 )  75.0  53.1
    Repayment of long-term debt (N ote 12 )  -  (192.9)
    Finance expenses paid  (11.4)  (17.4)
    Share purchases (N ote 17 )  (108.9)  (60.0)
    Acquisition of non-controlling interests (N ote 17 )  (2.0)  (2.4)
    Cash distributions paid to non-controlling interests   (10.2)  (9.3)
    Other, net  -  (0.1)
    (64.7)  (181.4)
investing activities    
    Additions to property, plant and equipment and intangible assets, net  (234.3)  (237.3)
    Proceeds on sale of Daaquam operation (N ote 3 0 )  23.6  -
    Change in Restricted Cash (N ote 3 3 (b ) )  (50.2)  -
    Investment in Scotch & gulf Lumber, LLC (N ote 3 3 (a ) )  (9.9)  (29.5)
    Repayment from (Loan to) Scotch & gulf Lumber, LLC (N ote 3 3 (a ) )  12.2  (31.9)
    Proceeds on sale of Canfor-LP OSB joint venture (N ote 2 9)  -  77.9
    Other, net  (0.3)  18.5
    (258.9)  (202.3)
increase in cash and cash equivalents*   68.8  106.6
Cash and cash equivalents at beginning of year*  89.5  (17.1)
cash and cash equivalents at end of year* $ 158.3 $ 89.5

*Cash and cash equivalents include cash on hand less unpresented cheques.

The accompanying notes are an integral part of these consolidated financial statements.

ConsolIDatED statEmEnts  
oF CasH FloWs
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statement Of cOmPLiance

The consolidated financial statements of the Company have 
been prepared in accordance with International Financial 
Reporting Standards (“IFRSs” or “IFRS”) as issued by the 
International Accounting Standards Board (“IASB”). 

The consolidated financial statements were authorized for 
issue by the Board of Directors on February 4, 2015. 

basis Of measurement

The consolidated financial statements have been prepared on 
the historical cost basis, except for the following material items:

 Financial instruments classified as fair value through profit 
and loss are measured at fair value; 

 Asset retirement obligations and deferred reforestation 
obligations are measured at the discounted value of 
expected future cash flows; and 

 The retirement benefit surplus and obligation related to 
the defined benefit pension plans is the net of the accrued 
benefit obligation and the fair value of the plan assets.  

use Of estimates and judgments

The preparation of the consolidated financial statements 
in accordance with IFRS requires management to make 
judgments, estimates and assumptions that effect the 

application of accounting policies and the reported amounts of 
assets, liabilities, income and expenses.  Actual results may 
differ from these estimates.

Canfor regularly reviews its estimates and assumptions; 
however, it is possible that circumstances may arise which may 
cause actual results to differ from management estimates, and 
these differences could be material. Revisions to accounting 
estimates are recognized in the period in which the estimates 
are revised and in any future periods affected.

Information about the significant areas of estimation 
uncertainty and critical judgments in applying accounting 
policies that have the most significant effect on the amounts 
recognized in the consolidated financial statements is included 
in the applicable notes:

 Note 6 – Property, Plant and equipment; 

 Note 7 – Timber Licenses; 

 Note 8 – goodwill and Other Intangible Assets;

 Note 9 – Long-Term Investments and Other;

 Note 13 – employee Future Benefits; 

 Note 14 – Deferred Reforestation Obligations; 

 Note 15 – Asset Retirement Obligations;

 Note 16 – Restructuring, Mill Closure and Severance Costs; 
and

 Note 21 – Income Taxes.

Canfor Corporation is a company incorporated and domiciled 
in Canada and listed on The Toronto Stock exchange.  The 
address of the Company’s registered office is 100-1700 west 
75th Avenue, Vancouver, British Columbia, Canada, V6P 6g2.  
The consolidated financial statements of the Company as at and 
for the year ended December 31, 2014 comprise the Company 
and its subsidiaries (together referred to as “Canfor” or “the 
Company”) and the Company’s interests in associates. 

Canfor is an integrated forest products company with 
facilities in Canada and the United States (“US”).  The 
Company produces softwood lumber, pulp and paper products, 
remanufactured lumber products, specialized wood products 
and energy.

The following accounting policies have been applied to the 
financial information presented. 

basis Of cOnsOLidatiOn

Subsidiaries are entities controlled by the Company.  Control 
exists when Canfor is able to govern the financial and operating 
activities of those other entities to generate returns for the 
Company.  Inter-company transactions, balances and unrealized 
gains and losses on transactions between different entities 

within the Company are eliminated.  Significant subsidiaries 
include Canadian Forest Products Ltd. and New South 
Companies Inc. (“New South”), which are wholly owned, and 
Canfor Pulp Products Inc. (“CPPI”), which is 50.5% owned.  

Associates are those entities in which Canfor exercises 
significant influence, but not control, over financial and 
operating policies.  Unless circumstances indicate otherwise, 
significant influence is presumed to exist when Canfor holds 
between 20 and 50 percent of the voting power of another 

1. REpoRtIng EntIty 

3. sIgnIFICant aCCountIng polICIEs

2. BasIs oF pREpaRatIon 
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entity.  Associates are accounted for using the equity method 
and are recognized initially at cost.  The consolidated financial 
statements include Canfor’s share of the post-acquisition 
income and expenses and equity movement of these equity 
accounted investees. 

business cOmbinatiOns

Business combinations are accounted for using the acquisition 
method as at the acquisition date.  Canfor measures goodwill 
at the acquisition date as the fair value of the consideration 
transferred including any non-controlling interest less the 
fair value of the identifiable assets acquired and liabilities 
assumed.  when the excess is negative, a bargain purchase gain 
is recognized immediately in net income.  Transaction costs in 
connection with business combinations are expensed as incurred.

cash and cash equivaLents

Cash and cash equivalents include cash in bank accounts and 
highly liquid money market instruments with maturities of three 
months or less from the date of acquisition, and are valued at 
cost, which approximates market value.  Cash is presented 
net of unpresented cheques. when the amount of unpresented 
cheques is greater than the amount of cash, the net amount 
is presented as cheques issued in excess of cash on hand.  
Interest is earned at variable rates dependent on the amount, 
credit quality and term of the Company’s deposit. 

financiaL instruments 

NON-DeRIVATIVe FINANCIAL INSTRUMeNTS

Non-derivative financial instruments comprise investments in 
equity securities, trade and other receivables, cash and cash 
equivalents, loans and advances, and trade and other payables.  
Non-derivative financial instruments are recognized initially 
at fair value plus, for instruments not at fair value through net 
income, any directly attributable transaction costs.  Subsequent 
to initial recognition, non-derivative financial instruments are 
measured as described below:

Financial assets at fair value through net income - An 
instrument is classified at fair value through net income if it is 
held for trading or is designated as such upon initial recognition.  
Financial instruments at fair value through net income are 
measured at fair value, and changes therein are recognized in 
the statements of income, with attributable transaction costs 
being recognized in net income when incurred.  

Available-for-sale financial assets - Available for sale 
financial assets are non-derivatives that are either designated 
in this category or not classified in any other categories.

Loans and receivables - Loans and receivables are non-
derivative financial assets with fixed or determinable payments 
that are not quoted in an active market.  These are measured 
at amortized cost using the effective interest method, less any 
impairment losses.  The effective interest method is used to 
spread the total costs of or income from a financial instrument 
over the life of the instrument.  Financial assets included within 
this category for Canfor are trade and other receivables, and 
cash and cash equivalents. 

Other liabilities - All of Canfor’s financial liabilities are 
measured at amortized cost using the effective interest method.

DeRIVATIVe FINANCIAL INSTRUMeNTS 

Canfor uses derivative financial instruments in the normal 
course of its operations as a means to manage its foreign 
exchange, interest rate, lumber and pulp price and energy 
price risk.  Canfor’s policy is not to utilize derivative financial 
instruments for trading or speculative purposes.

Canfor’s derivative financial instruments are not designated 
as hedges for accounting purposes.  Consequently, such 
derivatives for which hedge accounting is not applied are carried 
on the balance sheet at fair value, with changes in fair value 
(realized and unrealized) being recognized in the statements of 
income as ‘gain (loss) on derivative financial instruments’.

The fair value of the derivatives is determined with 
reference to period end market trading prices for derivatives 
with comparable characteristics.

inventOries

Inventories include logs, lumber, pulp, kraft paper, chips, and 
materials and supplies.  These are measured at the lower 
of cost and net realizable value.  The cost of inventories is 
based on the weighted average cost principle, and includes 
raw materials, direct labour, other direct costs and related 
production overheads (based on normal operating capacity).  
Net realizable value is the estimated selling price in the 
ordinary course of business, less estimated costs of completion 
and selling expenses.

PrOPerty, PLant and equiPment

Items of property, plant and equipment are measured at cost 
less accumulated amortization and impairment losses.

Cost includes expenditures which are directly attributable to 
the acquisition of the asset.  The cost of self-constructed assets 
includes the cost of materials and direct labour, borrowing costs 
(as applicable), and any other costs directly attributable to bringing 
assets to be used in the manner intended by management.  

The cost of replacing a major component of an item of property, 
plant and equipment is recognized in the carrying amount of the 
item if it is probable that the future economic benefits embodied 
within the part will flow to Canfor and its cost can be measured 
reliably.  The carrying amount of the replaced component is 
removed.  The costs of the day-to-day servicing of property, plant 
and equipment are recognized in net income as incurred.

Amortization is recognized in net income on a straight-
line basis over the estimated useful lives of each component 
of an item of property, plant and equipment, as set out in the 
table below.  Land is not amortized.  The significant majority 
of Canfor’s amortization expense for property, plant and 
equipment relates to manufacturing and product costs.

Amortization methods, useful lives and residual values are 
reviewed, and adjusted if appropriate, at each reporting date.  
The following rates have been applied to Canfor’s capital assets:

Buildings         5 to 50 years
Pulp and kraft paper machinery and equipment   20 years
Sawmill machinery and equipment    5 to 15 years
Logging machinery and equipment   4 to 20 years
Logging roads and bridges    5 to 25 years
Mobile and other equipment 5 years
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timber Licenses

Timber licenses include tree farm licenses, forest licenses 
and timber licenses that are renewable with the Provinces of 
British Columbia and Alberta when the relevant conditions are 
met.  Timber licenses are carried at cost less accumulated 
amortization.  Renewable licenses are amortized using the 
straight-line method over 50 years, while non-renewable 
licenses are amortized over the period of the license.

Other intangibLe assets

gOODwILL

goodwill represents the excess of the cost of an acquisition over 
the fair value of Canfor’s share of the net identifiable assets 
of the acquired subsidiary at the date of acquisition. goodwill 
is tested annually for impairment and carried at cost less any 
accumulated impairment losses.  

CUSTOMeR AgReeMeNTS

Canfor’s customer agreements were acquired as part of the 
purchase of New South, and were recognized at fair value at the 
acquisition date.  The customer agreements have a finite useful 
life and are carried at cost less accumulated amortization, 
which is recorded on a straight-line basis over 10 years.

COMPUTeR SOFTwARe

Software development costs relate to major software systems 
purchased or developed by the Company.  These costs are 
amortized on a straight-line basis over periods not exceeding 
five years.

gOvernment assistance

government assistance relating to the acquisition of property, 
plant and equipment is recorded as a reduction of the cost of 
the asset to which it relates, with any amortization calculated 
on the net amount. government grants related to income 
are recognized as income or a reimbursement of costs on a 
systematic basis over the periods necessary to match them with 
the related costs which they were intended to compensate.

asset imPairment

Canfor’s property, plant and equipment, timber licenses and 
other intangible assets are reviewed for impairment whenever 
events or circumstances indicate that the carrying amount may 
not be recoverable.

An impairment loss is recognized in net income at the 
amount the asset’s carrying amount exceeds its recoverable 
amount.  The recoverable amount is the higher of an asset’s fair 
value less costs to sell and value in use.  For the purposes of 
assessing impairment, assets are grouped at the lowest levels 
for which there are separately identifiable cash inflows that are 
largely independent of cash inflows from other assets or groups 
of assets (cash-generating units or “CgU”).  

Non-financial assets, other than goodwill, for which an 
impairment was recorded in a prior period are reviewed for 
possible reversal of the impairment at each reporting date.  
when an impairment loss is reversed, the increased carrying 
amount of the asset cannot exceed the carrying amount that 
would have been determined (net of amortization) had no 
impairment loss been recognized in prior years.

For the purpose of impairment testing, goodwill is allocated 
to the Company’s operating divisions which represent the lowest 
level within the Company at which the goodwill is monitored for 
internal management purposes.

Financial assets are reviewed at each reporting date 
to determine whether there is evidence indicating they are 
impaired.  A financial asset is considered to be impaired if 
objective evidence indicates that one or more events have had a 
negative impact on estimated future cash flows from that asset.  
An impairment loss in respect of a financial asset measured 
at amortized cost is calculated as the difference between its 
carrying amount and the present value of the estimated future 
cash flows discounted at the original effective interest rate. All 
impairment losses are recognized in net income.  

emPLOyee benefits

DeFINeD CONTRIBUTION PLANS

A defined contribution plan is a post-employment benefit plan 
under which an entity makes contributions to a separate entity 
and has no legal or constructive obligation to pay further 
amounts.  Obligations for contributions to defined contribution 
pension plans are recognized as an employee benefit expense 
when they are earned.  

For hourly employees covered by industry union defined 
contribution pension plans, the statements of income are 
charged with the Company’s contributions required under the 
collective agreements.

DeFINeD BeNeFIT PLANS

A defined benefit plan is a post-employment benefit plan other 
than a defined contribution plan.  Canfor has various defined 
benefit plans that provide both pension and other retirement 
benefits to most of its salaried employees and certain hourly 
employees not covered by forest industry union plans.  Canfor 
also provides certain health care benefits and pension bridging 
benefits to eligible retired employees. 

The surplus and obligation recognized in the balance sheet 
in respect of a defined benefit pension plan is the net of the 
accrued benefit obligation and the fair value of the plan assets 
for individual defined benefit pension plans.  The accrued 
benefit obligation is calculated separately for each plan by 
estimating the amount of future benefit earned by employees 
in respect of their service in the current and prior periods; 
that benefit is discounted to determine its present value.  The 
discount rate used to determine the present value of the 
obligation is the yield at the reporting date on high quality 
corporate bonds that have maturity dates approximating the 
terms of Canfor’s obligations.  The calculation is performed 
annually by a qualified actuary using the projected unit credit 
method and a measurement date of December 31.  The pension 
surplus or obligation is adjusted on a quarterly basis for any 
material changes in underlying assumptions.  

Canfor recognizes all actuarial gains and losses arising 
from defined benefit plans in other comprehensive income in 
the year in which they occur.
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PrOvisiOns

Canfor recognizes a provision if, as a result of a past event, 
it has a present legal or constructive obligation that can 
be estimated reliably, and it is probable that an outflow of 
economic benefits will be required to settle the obligation.  
The provision recorded is management’s best estimate of the 
expenditure required to settle the present obligation at the 
end of the reporting period.  Provisions are determined by 
discounting the expected future cash flows at a pre-tax rate 
that reflects current market assessments of the time value of 
money and the risks specific to the liability. The expense arising 
from the unwinding of the discount due to the passage of time 
is recorded as a finance cost. The main classes of provision 
recognized by Canfor are as follows:

ASSeT ReTIReMeNT OBLIgATIONS

Canfor recognizes a liability for asset retirement obligations 
in the period in which they are incurred.  The site restoration 
costs are capitalized as part of the cost of the related item 
of property, plant and equipment and amortized on a basis 
consistent with the expected useful life of the related asset. 
Asset retirement obligations are discounted at the risk-free rate 
in effect at the balance sheet date.

DeFeRReD ReFOReSTATION OBLIgATIONS

Forestry legislation in British Columbia and Alberta requires 
Canfor to incur the cost of reforestation of its forest, timber 
and tree farm licenses and forest management agreements.  
Accordingly, Canfor records a liability for the costs of 
reforestation in the period in which the timber is harvested.  
In periods subsequent to the initial measurement, changes in 
the liability resulting from the passage of time and revisions to 
management’s estimates are recognized in net income as they 
occur.  Deferred reforestation obligations are discounted at the 
risk-free rate in effect at the balance sheet date.

ReSTRUCTURINg

A provision for restructuring is recognized when Canfor has 
approved a detailed and formal restructuring plan, which 
may include the indefinite or permanent closure of one of its 
operations, and the restructuring either has commenced or has 
been announced publicly.  Provisions are not recognized for 
future operating costs.

share-based cOmPensatiOn

Canfor has one share-based compensation plan, as described 
in Note 19.  Compensation expense is recognized for Canfor’s 
Deferred Share Unit (“DSU”) Plans when the DSUs are granted, 
with a corresponding increase to liabilities.  The liability is 
remeasured at each reporting date and at settlement date, 
with any changes in the fair value of the liability recognized 
as compensation expense in net income.  The fair value of 
the DSUs is determined with reference to the market price of 
Canfor’s shares as at the date of valuation.  Cash consideration 
received from employees when they exercise the options is 
credited to share capital.

revenue recOgnitiOn

Canfor’s revenues are derived from the sale of lumber, pulp, 
kraft paper, residual fibre, logs and energy.  Revenue is 
measured at the fair value of the consideration received or 
receivable net of applicable sales taxes, returns, rebates and 
discounts and after eliminating sales within the Company.  
Revenue is recognized when the significant risks and rewards 
of ownership have been transferred to the buyer, recovery of 
the consideration is probable, the associated costs and possible 
returns of the goods can be estimated reliably, there is no 
continuing management involvement with the goods, and the 
amounts of revenue can be measured reliably.

Amounts charged to customers for shipping and handling 
are recognized as revenue, and shipping and handling costs 
incurred by Canfor are reported as a component of freight and 
other distribution costs.  Lumber export taxes are recorded as a 
component of operating income.

incOme taxes

Income tax expense comprises current and deferred tax.  
Current and deferred taxes are recognized in net income except 
to the extent that they relate to items recognized directly in 
equity or in other comprehensive income.

Current tax is the expected tax payable or receivable on 
the taxable income or loss for the period, using the tax rates 
enacted or substantively enacted at the reporting date, and any 
adjustment to tax payable in respect of previous periods.

Canfor recognizes deferred income tax in respect of 
temporary differences between the carrying amounts of assets 
and liabilities for financial reporting purposes and the amounts 
used for taxation purposes.  Deferred income tax is measured 
at tax rates expected to be applied to the temporary differences 
when they reverse, based on the laws that have been enacted or 
substantively enacted by the reporting date.

A deferred income tax asset is recognized for unused tax 
losses, tax credits and deductible temporary differences, to 
the extent that it is probable that future taxable profits will be 
available against which they can be utilized.  Deferred income 
tax assets are reviewed at each reporting date and are reduced 
to the extent that it is no longer probable that the related tax 
benefit will be realized. 

Investment tax credits are credited to manufacturing and 
product costs in the period in which it becomes reasonably 
assured that the Company is entitled to them.  Unused 
investment tax credits are recorded as other current or long- 
term assets in the Company’s balance sheet, depending upon 
when the benefit is expected to be received.
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fOreign currency transLatiOn

Items included in the financial statements of each of the 
Company’s entities are measured using the currency of the 
primary economic environment in which the entity operates (the 
“functional currency”). The consolidated financial statements 
are presented in Canadian dollars, which is the Company’s 
functional currency.

The majority of Canfor’s sales are denominated in foreign 
currencies, principally the US dollar.  Transactions in foreign 
currencies are translated to the functional currencies of 
the respective entities at exchange rates at the dates of 
transactions.  Monetary assets and liabilities denominated in 
foreign currencies at the reporting date are translated to the 
functional currency at the exchange rate on that date.  Foreign 
currency differences arising on translation are recognized in 
net income.

The assets and liabilities of foreign operations, including 
goodwill and fair value adjustments arising on acquisition, 
are translated to the Canadian dollar at exchange rates at the 

reporting date.  The income and expenses of foreign operations 
are translated to the Canadian dollar at exchange rates at 
the transaction dates.  Foreign exchange differences are 
recognized in other comprehensive income, and recorded to the 
accumulated foreign exchange translation account.  Canfor’s 
foreign operations include New South, which is a wholly-owned 
subsidiary based in the US.

segment rePOrting

Operating segments are reported in a manner consistent with 
the internal reporting provided to the chief operating decision-
maker.  Segment results reported to the chief operating 
decision-maker include items directly attributable to a segment 
as well as those that can be allocated on a reasonable basis. 
Unallocated items mainly comprise interest bearing liabilities, 
head office expenses, and income tax assets and liabilities. 
Segment capital expenditure is the total cost incurred during 
the period to acquire property, plant and equipment, timber 
licenses and intangible assets, other than goodwill. 

In July 2014, the IASB issued IFRS 9, Financial Instruments.  The 
required adoption date for IFRS 9 is January 1, 2018 and the 
Company is in the process of assessing the impact, if any, on the 
financial statements of this new standard.

In May 2014, the IASB issued IFRS 15, Revenue from 
Contracts with Customers, which will supersede IAS 

18, Revenue, IAS 11, Construction Contracts and related 
interpretations.  The new standard is effective for annual 
periods beginning on or after January 1, 2017.  The Company is 
in the process of assessing the impact, if any, on the financial 
statements of this new standard.

4. aCCountIng stanDaRDs IssuED anD not applIED 

5. InVEntoRIEs

   as at As at
  december 31, December 31,
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Logs  $ 122.6 $ 134.5
Finished products  281.0  222.3
Residual fibre  10.3  14.9
Processing materials and supplies  103.8  100.2
   $ 517.7 $ 471.9

In 2014, costs of raw materials, consumables and finished products recognized as manufacturing and product costs amounted to 
$1,038.8 million (2013 - $925.9 million).
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6. pRopERty, plant anD EQuIpmEnt

     Pulp and sawmills, Logging
     kraft plywood assets and
     paper and Osb other 
(mi l l i o n s o f  C a n a d i a n d o l l a r s)   Land mills plants equipment total

cost           
Balance at January 1, 2013   $ 45.7 $ 1,483.0 $ 1,353.1 $ 200.7 $ 3,082.5
Additions1    -  67.8  160.9  5.7  234.4
Disposals    -  (41.7)  (29.6)  (7.0)  (78.3)
effect of movements in exchange rates    1.1  -  8.8  -  9.9
Balance at December 31, 2013   $ 46.8 $ 1,509.1 $ 1,493.2 $ 199.4 $ 3,248.5
Additions1    -  59.5  139.7  25.1  224.3
Disposals    (3.3)  (10.7)  (109.1)  (1.2)  (124.3)
effect of movements in exchange rates    1.6  -  13.9  -  15.5
Balance at December 31, 2014   $ 45.1 $ 1,557.9 $ 1,537.7 $ 223.3 $ 3,364.0

amortization and impairment losses        
Balance at January 1, 2013   $ (7.0) $ (955.1) $ (862.0) $ (176.7) $ (2,000.8)
Amortization for the year    -  (71.0)  (91.4)  (5.0)  (167.4)
Disposals    -  41.1  29.1  6.9  77.1
effect of movements in exchange rates    -  -  (5.5)  -  (5.5)
Balance at December 31, 2013   $ (7.0) $ (985.0) $ (929.8) $ (174.8) $ (2,096.6)
Amortization for the year    -  (64.0)  (94.1)  (5.0)  (163.1)
Disposals    3.0  10.0  106.7  0.8  120.5
effect of movements in exchange rates    -  -  (8.7)  -  (8.7)
Balance at December 31, 2014   $ (4.0) $ (1,039.0) $ (925.9) $ (179.0) $ (2,147.9)

carrying amounts           
At January 1, 2013   $ 38.7 $ 527.9 $ 491.1 $ 24.0 $ 1,081.7
At December 31, 2013   $ 39.8 $ 524.1 $ 563.4 $ 24.6 $ 1,151.9
at december 31, 2014   $ 41.1 $ 518.9 $ 611.8 $ 44.3 $ 1,216.1

(1)  N et o f  c a p i t a l  e x p e n d i t ur e s b y C P P I th at  a r e f in a n ce d b y g o v e r n m e nt gr a nt s .

Included in the above are assets under construction in the amount of $82.3 million (2013 - $43.3 million), which as at December 31, 
2014 have not been amortized.

7. tImBER lICEnsEs 

(mi l l i o n s o f  C a n a d i a n d o l l a r s)  

cost   
Balance at January 1, 2013    $ 881.7
Additions (N ote 2 8 )    20.0
Disposals (N ote 2 8 )    (77.4)
Balance at December 31, 2013    824.3
Additions     -
Disposals     -
Balance at December 31, 2014   $ 824.3

amortization and impairment losses    
Balance at January 1, 2013   $ (327.1)
Amortization for the year    (16.4)
Disposals (N ote 2 8 )    53.8
Balance at December 31, 2013   $ (289.7)
Amortization for the year    (15.1)
Disposals     -
Balance at December 31, 2014   $ (304.8)

carrying amounts    
At January 1, 2013   $ 554.6
At December 31, 2013   $ 534.6
at december 31, 2014   $ 519.5

Additions and disposals of timber licenses during 2013 related to the timber exchange with west Fraser Mills Ltd. (“west Fraser”) (N ote 2 8 ) . 
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8. gooDWIll anD otHER IntangIBlE assEts 

goodwill relates to Canfor’s US subsidiary, New South, and 
is denominated in US dollars.  goodwill is not allocated any 
level lower than New South and for purposes of the goodwill 
impairment review is tested as part of the New South CgU. The 
recoverable amount of the goodwill is determined based on an 
assessment of the value in use of the CgU.  This is estimated 
using a discounted cash flow model to value New South.

As part of this process, assumptions are made in relation 
to forecast prices and exchange rates. key assumptions used 
in the cash flow model included forecast prices and foreign 

exchange rates which the Company’s management determined 
with reference to external publications. A pre-tax discount rate 
of 11.0% and inflation rate of 2.0% were used for the purposes of 
the calculations in 2014 and 2013.  The net present value of the 
future expected cash flows is compared to the carrying value of 
the Company’s investment in these assets, including goodwill, 
at year end.  

Based upon management’s analysis, no impairment of 
goodwill was required in 2014 or 2013. 

Included in Long-Term Investments and Other is Canfor’s 
33.3% interest in Scotch & gulf Lumber, LLC (“Scotch gulf”) 
and a term loan receivable from Scotch gulf (Note 33(a)).  
Investments also include the Company’s 33.3% investment in 
Lakeland Mills Ltd. and winton global Lumber Ltd. for which 
the Company does not exercise significant influence and records 
as a level 3 financial instrument measured at fair value, which 
is determined based on the future expected cash flows of the 
underlying investments. 

During 2014, the Company recorded a negative fair value 
adjustment of $12.8 million reducing the fair value of the Peace 
Valley OSB contingent consideration to nil at December 31, 2014 
(Note 29).

9. long-tERm InVEstmEnts anD otHER

  as at As at
  december 31, December 31,
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Investments   $ 64.4 $ 53.8
Term loan to Scotch & gulf Lumber, LLC (N ote 3 3 (a ) )    23.2  33.0
Contingent consideration (N ote 2 9)    -  11.4
Other deposits, loans and advances    13.7  14.3
     $ 101.3 $ 112.5

  Other
  intangible
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  goodwill assets total

cost
Balance at January 1, 2013 $ 69.7 $ 51.7 $ 121.4
Additions  -  10.6  10.6
effect of movement in exchange rates   4.7  1.8  6.5
Balance at December 31, 2013 $ 74.4 $ 64.1 $ 138.5
Additions   -  9.7  9.7
Disposals  -  (0.5)  (0.5)
effect of movement in exchange rates  6.8  2.5  9.3
Balance at December 31, 2014 $ 81.2 $ 75.8  $ 157.0

amortization       
Balance at January 1, 2013 $ - $ (41.0) $ (41.0)
Amortization for the year  -  (2.9)  (2.9)
effect of movement in exchange rates  -  (1.1)  (1.1)
Balance at December 31, 2013 $ - $ (45.0) $ (45.0)
Amortization for the year  -  (5.1)  (5.1)
Disposals  -  0.2  0.2
effect of movement in exchange rates  -  (2.1)  (2.1)
Balance at December 31, 2014 $ - $ (52.0) $ (52.0)

carrying amounts      
At January 1, 2013 $ 69.7 $ 10.7 $ 80.4
At December 31, 2013 $ 74.4 $ 19.1 $ 93.5
at december 31, 2014  $ 81.2 $ 23.8 $ 105.0
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10. aCCounts payaBlE anD aCCRuED lIaBIlItIEs

  as at As at
  december 31, December 31,
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Trade payables and accrued liabilities   $ 170.6 $ 180.4
Accrued payroll and related liabilities     84.3  83.3
Restructuring, mill closure and severance costs    8.3  23.2
Income taxes payable    15.1  13.5
Other    27.5  21.4
     $ 305.8 $ 321.8

11. opERatIng loans

  as at As at
  december 31, December 31,
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

canfor (excluding cPPi)    
Available Operating Loans:    
    Operating loan facility - Canfor (excluding CPPI) $ 350.0 $ 350.0
    Facility for letters of credit related to pension plans - Canfor (excluding CPPI)  37.5  -
    Total operating loans – Canfor (excluding CPPI)  387.5  350.0
    Drawn  (68.0)  (64.0)
    Letters of credit (principally unregistered pension plans)  (13.8)  (14.8)
Total available operating loans - Canfor (excluding CPPI) $ 305.7 $ 271.2
cPPi     
Available Operating Loans:    
    Operating loan facility $ 110.0 $ 110.0
    Facility for letters of credit related to energy agreements  20.0  20.0
    Total operating loans - CPPI  130.0  130.0
    Drawn  -  (10.6)
    energy letters of credit  (12.2)  (12.2)
Total available operating loans - CPPI $ 117.8 $ 107.2
consolidated:    
total operating loans  $ 517.5 $ 480.0
total available operating loans $ 423.5 $ 378.4

During 2014, Canfor extended the maturity date of its principal 
operating loan facility from February 28, 2018 to February 
28, 2019.  All other terms of the operating loan facility remain 
unchanged.  Interest is payable at floating rates based on the 
lenders’ Canadian prime rate, bankers acceptances, US dollar 
base rate or US dollar LIBOR rate, plus a margin that varies 
with the Company’s net debt to total capitalization ratio.  In 
November 2014, Canfor entered into a $37.5 million letter of 
credit to support funding of the Company’s Pension Plans.

The terms of CPPI’s operating loan facility include interest 
payable at floating rates that vary depending on the ratio of net 
debt to total capitalization, and is based on lenders’ Canadian 
prime rate, bankers acceptances, US dollar base rate or US 
dollar LIBOR rate, plus a margin.  The maturity date of this 
facility is January 31, 2018.  

Both Canfor’s and CPPI’s operating loan facilities have 
certain financial covenants that stipulate maximum net debt 
to total capitalization ratios and minimum net worth amounts 
based on shareholders’ equity.

CPPI has a separate facility with a maturity date of June 30, 
2015 to cover energy-related letters of credit.  At December 
31, 2014, $9.4 million of energy-related letters of credit were 
covered under this facility with the balance of $2.8 million 
covered under CPPI’s general operating loan facility.  

As at December 31, 2014, the Company and CPPI were in 
compliance with all covenants relating to their operating loans.  
Substantially all borrowings of CPPI (operating loans and long-
term debt) are non-recourse to other entities within the Company. 
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On November 7, 2014, Canfor completed a $75.0 million 
unsecured non-revolving term debt financing for the 
construction of the recently announced pellet plants in Fort St. 
John and Chetwynd (Note 31) and various energy projects in the 
lumber segment. The debt is repayable on November 14, 2019 
with no penalty for early repayment.  The interest rate on the 
new term debt is based on the lenders’ Canadian prime rate or 
bankers’ acceptance rate in the year of payment. 

In 2013, the Company repaid its $76.3 million (US$75.0 
million) 5.42% term debt and CPPI repaid its $116.6 million 
(US$110.0 million) 6.41% term debt.  On November 5, 2013, 

CPPI completed a $50.0 million unsecured non-revolving term 
debt financing, which is repayable on November 5, 2018 with no 
penalty for early repayment.  

As at December 31, 2014, the Company and CPPI were in 
compliance with all covenants relating to their long-term debt. 

fair vaLue Of tOtaL LOng-term debt

At December 31, 2014, the fair value of the Company’s  
long-term debt approximates its amortized cost of  
$228.6 million (2013 - $153.1 million). 

12. long-tERm DEBt

Canfor has the following long-term debt, all of which is unsecured:

summary Of LOng-term debt
  as at As at
  december 31, December 31,
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Privately placed senior notes
    Canfor Corporation
        CAD$100 million, floating interest, repayable February 13, 2017 $ 100.0 $ 100.0
        CAD$75 million, floating interest, repayable November 14, 2019  75.0  -
        Other2  3.6  3.1
    Canfor Pulp Products Inc.    
        CAD$50 million, floating interest, repayable November 5, 2018  50.0  50.0
   $ 228.6 $ 153.1

( 2 )  In 2 013 th e C o m p a n y o b t a in e d $ 3 .1 mi l l i o n in n et  f in a n c in g w i th in te r e s t  r a te s b et w e e n 1. 0 % a n d 2 . 0 % r e l a te d to s p e c i f i c  c a p i t a l  p r o j e c t s a t  i t s  U S s a w mi l l s .

FAIR MARkeT VALUe OF PLAN ASSeTS

 2014 2013

   Pension Other Pension Other 
   benefit benefit Benefit Benefit 
(mi l l i o n s o f  C a n a d i a n d o l l a r s) Plans Plans Plans Plans

Beginning of year $ 669.7 $ - $ 591.8 $ -
Interest income on plan assets  32.1  -  24.8  -
Return on plan assets greater than discount rate  25.8  -  51.6  -
Canfor contributions  23.6  5.2  46.8  5.6
employee contributions  0.5  -  0.6  -
Benefit payments  (42.2)  (5.2)  (45.1)  (5.6)
Administration expenses  (1.8)  -  (0.8)  -
end of year $ 707.7 $ - $ 669.7 $ -

The Company has several funded and unfunded defined benefit 
plans, as well as defined contribution plans, that provide 
pension, other retirement and post-employment benefits 
to substantially all salaried employees and certain hourly 
employees.  The defined benefit plans are based on years 
of service and final average salary.  Canfor’s other post-
retirement benefit plans are non-contributory and include a 
range of health care and other benefits.  Canfor also provides 
pension bridge benefits to certain eligible former employees.

Total cash payments for employee future benefits for 
2014 were $56.2 million (2013 – $75.1 million), consisting of 
cash contributed by Canfor to its funded pension plans, cash 
payments directly to beneficiaries for its unfunded other benefit 
plans, cash contributed to its defined contribution plans, and 
cash contributed to forest industry union defined benefit plans.

defined benefit PLans

Canfor measures its accrued benefit obligations and the fair 
value of plan assets for accounting purposes as at December 31 
of each year.  

As at December 31, 2014, Canfor had four registered defined 
benefit plans for which actuarial valuations are performed every 
three years.  The largest plan underwent an actuarial valuation 
for funding purposes as of December 31, 2013.  The next 
actuarial valuation for funding purposes is currently scheduled 
for December 31, 2016.

Information about Canfor’s defined benefit plans, in 
aggregate, is as follows:

13. EmployEE FutuRE BEnEFIts
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Plan assets consist of the following:   as at As at
  december 31, December 31,
   2014 2013

Asset category  Percentage of Plan Assets
    equity securities  21%  60%
    Debt securities  77%  35%
    Cash and cash equivalents  2%  5%
    100%  100%

ACCRUeD BeNeFIT OBLIgATIONS

 2014 2013

   Pension Other Pension Other 
   benefit benefit Benefit Benefit 
(mi l l i o n s o f  C a n a d i a n d o l l a r s) Plans Plans Plans Plans

Beginning of year $ 671.9 $ 154.3 $ 711.0 $ 188.2
Current service cost  9.3  2.7  9.9  3.1
Interest cost  31.3  7.2  28.9  7.9
employee contributions  0.5  -  0.6  -
Benefit payments  (42.2)  (5.2)  (45.1)  (5.6)
Actuarial loss (gain)  116.6  18.9  (33.4)  (38.2)
Other  -  (0.4)  -  (1.1)
end of year $ 787.4 $ 177.5 $ 671.9 $ 154.3

Of the defined benefit plan obligation of $787.4 million (2013 - $671.9 million), $758.4 million (2013 - $644.6 million) relates to plans 
that are wholly or partly funded and $29.0 million (2013 - $27.3 million) relates to plans that are wholly unfunded.  At December 31, 
2014, certain liabilities for unregistered plans were secured by a letter of credit in the amount of $9.3 million (2013 - $10.5 million).

The total obligation for the other benefit plans of $177.5 million (2013 - $154.3 million) is unfunded.

ReCONCILIATION OF FUNDeD STATUS OF BeNeFIT PLANS TO AMOUNTS ReCORDeD IN THe FINANCIAL STATeMeNTS  

     december 31, 2014                      December 31, 2013

        Pension  Other  Pension  Other
        benefit  benefit  Benefit  Benefit
(mi l l i o n s o f  C a n a d i a n d o l l a r s)    Plans Plans Plans Plans

Fair market value of plans assets $ 707.7 $ - $ 669.7 $ -
Accrued benefit obligations  (787.4)  (177.5)  (671.9)  (154.3)
Funded status of plans – deficit $ (79.7) $ (177.5) $ (2.2) $ (154.3)
Other pension plans  (5.4)  -  (1.8)  -
Total accrued benefit liability, net $ (85.1) $ (177.5) $ (4.0) $ (154.3)

The net accrued benefit liability is included in Canfor’s balance sheet as follows:

     december 31, 2014                      December 31, 2013

        Pension  Other  Pension  Other
        benefit  benefit  Benefit  Benefit
(mi l l i o n s o f  C a n a d i a n d o l l a r s)    Plans Plans Plans Plans

Retirement benefit surplus $ 0.6 $ - $ 42.2 $ -
Retirement benefit obligations  (85.7)  (177.5)  (46.2)  (154.3)
Total accrued benefit liability, net $ (85.1) $ (177.5) $ (4.0) $ (154.3)

At December 31, 2014, certain post-employment defined benefit pension plans are in a surplus position reflecting the return on plan 
assets, actuarial gains and employer contributions to the pension plans during 2014.  The plans with a net retirement surplus have 
been classified as non-current assets on the balance sheet.
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COMPONeNTS OF PeNSION COST

The following table shows the before tax impact on net income and other comprehensive income of the Company’s pension and other 
defined benefit plans:

 2014 2013

   Pension Other Pension Other 
   benefit benefit Benefit Benefit 
(mi l l i o n s o f  C a n a d i a n d o l l a r s) Plans Plans Plans Plans

recognized in net income
Current service cost $ 9.3 $ 2.7 $ 9.9 $ 3.1
Administration expenses  0.8  -  1.0  -
Interest cost  (0.8)  7.2  4.1  7.9
Other  -  (0.4)  -  (1.1)
Total included in net income $ 9.3 $ 9.5 $ 15.0 $ 9.9

recognized in other comprehensive income        
Actuarial loss (gain) – experience $ 21.5 $ (1.0) $ 0.9 $ (21.0)
Actuarial loss  – demographic assumptions   15.7  4.1  15.2  3.4
Actuarial loss (gain) – financial assumptions  79.4  15.8  (49.5)  (20.6)
Return on plan assets (greater) than discount rate  (25.8)  -  (51.6)  -
Administrative costs more (less) than expected  1.0  -  (0.2)  -
Other  -  5.0  (0.5)  -
Total included in other comprehensive income $ 91.8 $ 23.9 $ (85.7) $ (38.2)

SIgNIFICANT ASSUMPTIONS

The actuarial assumptions used in measuring Canfor’s benefit plan provisions and benefit costs are as follows:

     december 31, 2014                      December 31, 2013

        Pension  Other  Pension  Other
        benefit  benefit  Benefit  Benefit
     Plans Plans Plans Plans

Discount rate  3.90%  3.90%  4.80%  4.90%
Rate of compensation increases  3.00%  n/a  3.00%  n/a
Future salary increases  2.50%  n/a  3.00%  n/a

Initial medical cost trend rate  n/a  7.00%  n/a  7.00%
Ultimate medical cost trend rate  n/a  4.50%  n/a  4.50%
Year ultimate rate is reached  n/a  2021  n/a  2021

In addition to the significant assumptions listed in the table above, the average life expectancy of a 65 year old at December 31, 2014 is 
between 20.7 years and 24.0 years (2013 – 19.8 years and 23.0 years).  As at December 31, 2014, the weighted average duration of the 
defined benefit obligation is 12.4 years (2013 – 11.4 years). The weighted average duration of the other benefit plans is 13.9 years  
(2013 – 13.7 years).

SeNSITIVITY ANALYSIS

Assumed discount rates and medical cost trend rates have 
a significant effect on the accrued benefit obligation.  A one 
percentage point change in these assumptions would have the 
following effects on the accrued benefit obligation for 2014:

 1% 1%  
(mi l l i o n s o f  C a n a d i a n d o l l a r s) Increase Decrease

Pension benefit plans
    Discount rate $ (91.4) $ 100.1
Other benefit plans
    Discount rate $ (21.6) $ 26.7
    Initial medical cost trend rate $ 18.3 $ (15.5)

As at December 31, 2014, Canfor estimated that it will make 
contribution payments of $14.9 million to its defined benefit plans 
in 2015 based on the last actuarial valuation for funding purposes.

defined cOntributiOn and Other PLans

The total expense recognized in 2014 for Canfor’s defined 
contribution plans was $6.7 million (2013 - $3.2 million).

Canfor contributes to various forest industry union defined 
benefit pension plans providing both pension and other 
retirement benefits.  These plans are accounted for as defined 
contribution plans.  Contributions to these plans, not included in 
the expense for defined contribution plans above, amounted to 
$20.7 million in 2014 (2013 - $19.5 million).

Other

Canfor’s total employee benefits expense includes expense for 
salaries and wages, benefits and employee future benefits. The 
total employee benefits expense in 2014 was $552.7 million 
(2013 - $535.5 million).
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The total undiscounted amount of the estimated cash flows 
required to settle the obligations at December 31, 2014 was 
$116.1 million (2013 - $119.4 million) with payments spread over 
15 years.  Due to the general long-term nature of the liability, 

the most significant area of uncertainty in estimating the 
provision is the future costs that will be incurred. The estimated 
cash flows have been adjusted for inflation and discounted using 
risk-free rates ranging from 1.0% to 2.3% at December 31, 2014. 

14. DEFERRED REFoREstatIon oBlIgatIons

The following table provides a reconciliation of the deferred reforestation obligations as at December 31, 2014 and 2013: 

(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Reforestation obligations at beginning of year $ 113.9 $ 115.7
expense for year  37.2  39.7
Accretion expense  1.2  1.1
Changes in estimates  2.8  (4.0)
Paid during the year  (43.0)  (38.6)
Reforestation obligations at end of year $ 112.1 $ 113.9
Less: current portion  (52.1)  (44.1)
Long-term portion  $ 60.0 $ 69.8

Canfor’s asset retirement obligations include $3.5 million 
in relation to landfill closure costs at CPPI.  This obligation 
represents estimated undiscounted future payments of $7.2 
million to remediate landfills at the operations at the end of 
their useful lives.  The payments are expected to occur at 
periods ranging from 4 to 37 years and have been discounted at 
risk-free rates ranging from 1.4% to 2.4%. 

Canfor has certain assets that have indeterminable 
retirement dates and, therefore, there is an indeterminate 
settlement date for the related asset retirement obligations.  As 
a result, no asset retirement obligations are recorded for these 

assets. These assets include wastewater and effluent ponds 
that will have to be drained once the related operating facility is 
closed and storage sites for which removal of chemicals, fuels 
and other related materials will be required once the related 
operating facility is closed. when the retirement dates of these 
assets become determinable and an estimate of fair value can 
be made, an asset retirement obligation will be recorded.

It is possible that changes in future conditions could require a 
material change in the recognized amount of the asset retirement 
obligations. The asset retirement obligations balance is included 
in other long-term liabilities on the balance sheet. 

15. assEt REtIREmEnt oBlIgatIons

The following table provides a reconciliation of the asset retirement obligations as at December 31, 2014 and 2013: 

(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Asset retirement obligations at beginning of year $ 6.5 $ 7.0
Accretion expense  0.1  0.2
Changes in estimates  0.8  (0.7)
Asset retirement obligations at end of year  $ 7.4 $ 6.5

Restructuring, mill closure and severance costs represent costs 
associated with the indefinite or permanent closures of facilities 
and staff reductions.  The expense for the year ended December 
31, 2014 amounted to $6.8 million (2013 - $23.1 million). 

The 2013 expense principally related to closure costs at the 
Quesnel sawmill which occurred in March 2014. In addition, 
the 2014 and 2013 expense also includes ongoing costs of the 
Company’s indefinitely idled PolarBoard panels plant, permanently 
closed Rustad sawmill, permanently closed Tackama panel 
operations and permanently closed Quesnel sawmill.

16. REstRuCtuRIng, mIll ClosuRE anD sEVERanCE Costs
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17. sHaRE CapItal

authOrized

10,000,000 preferred shares, with a par value of $25 each
1,000,000,000 common shares without par value 

issued and fuLLy Paid 
 2014 2013

   number of  Number of 
(mi l l i o n s o f  C a n a d i a n d o l l a r s ,  e xce p t n um b e r o f  s h a r e s) shares amount Shares Amount

Common shares at beginning of year  139,904,593 $ 1,103.7  142,752,431 $ 1,126.2
Shares purchased     (4,527,600)  (35.7)    (2,847,838)  (22.5)
Common shares at end of year  135,376,993 $ 1,068.0  139,904,593 $ 1,103.7

The following table provides a breakdown of the restructuring, mill closure and severance costs by business segment:

(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Lumber $ 3.6 $ 20.6
Pulp & Paper  -  0.6
Unallocated and Other  3.2  1.9
   $ 6.8 $ 23.1

The following table provides a reconciliation of the restructuring, mill closure and severance liability for the years ended December 31, 
2014 and 2013: 

(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Accrued liability at beginning of year $ 24.6 $ 9.0
Costs accrued in the year   -  20.7
Paid during the year  (15.9)  (5.1)
Accrued liability at end of year $ 8.7 $ 24.6

At December 31, 2014, $0.4 million of the restructuring, mill closure and severance liability is non-current (2013 - $1.4 million). 

The holders of common shares are entitled to vote at all 
meetings of shareholders of the Company, except meetings at 
which only holders of preferred shares would be entitled to vote. 
The common shareholders are entitled to receive dividends 
as and when declared on the common shares. The holders of 
preferred shares are not generally entitled to receive notice of, 
or to attend or vote at, general meetings of shareholders of the 
Company. Preferred shareholders are entitled to preference 
over the common shares with respect to payment of dividends 
and upon any distribution of assets in the event of liquidation, 
dissolution and winding-up of the Company. 

Basic net income per share is calculated by dividing the 
net income available to common shareholders by the weighted 
average number of common shares outstanding during the 
period. The weighted average number of common shares 
outstanding for 2014 was 137,293,281 (2013 – 141,959,473), 
and reflected shares purchased under the Company’s Normal 
Course Issuer Bid (see below). 

nOrmaL cOurse issuer bid

On March 5, 2014, the Company renewed its normal course 
issuer bid whereby it can purchase for cancellation up to 
6,995,228 common shares or approximately 5% of its issued 
and outstanding common shares as of February 28, 2014.  The 
renewed normal course issuer bid is set to expire on March 4, 
2015.  In 2014, Canfor purchased 4,527,600 common shares for 
$108.9 million (an average price of $24.05 per common share), 
of which $35.7 million was charged to share capital and $73.2 
million charged to retained earnings.  Under a separate normal 
course issuer bid, CPPI purchased shares from non-controlling 
shareholders increasing Canfor’s ownership of CPPI from 50.4% 
at December 31, 2013 to 50.5% at December 31, 2014.

In 2013, under a previous normal course issuer bid, Canfor 
purchased 2,847,838 common shares for $60.0 million (an 
average price of $21.07 per common share), of which $22.5 
million was charged to share capital and $37.5 million charged 
to retained earnings.
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18. non-ContRollIng IntEREsts 

The following table summarizes the non-controlling financial information for CPPI before inter-company eliminations:

Summarized Balance Sheet:   as at As at
A m o unt s p r e s e nte d b e l o w r e p r e s e nt n o n - co ntr o l l in g % 3  december 31, December 31,
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

    cPPi  CPPI
Non-controlling interests percentage at year end3  49.5%  49.6%
    
Current assets $ 149.7 $ 114.1
Long-term assets  259.8  267.1
Total assets $ 409.5 $ 381.2
    
Current liabilities $ 61.0 $ 63.9
Long-term liabilities  106.2  100.0
Total liabilities $ 167.2 $ 163.9
    
Total equity $ 242.3 $ 217.3
Total liabilities and equity $ 409.5 $ 381.2

Summarized Statements of Income and Other Comprehensive Income:    year ended Year ended
A m o unt s p r e s e nte d b e l o w r e p r e s e nt n o n - co ntr o l l in g % 3  december 31, December 31,
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

    cPPi  CPPI
Sales $ 486.0 $ 440.8
    
Net income  44.4  20.7
Other comprehensive income  (9.5)  13.0
Total comprehensive income $ 34.9 $ 33.7
Dividends paid to non-controlling interest $ 8.3 $ 7.1

Summarized Statements of Cash Flow:   year ended Year ended
A m o unt s p r e s e nte d b e l o w r e p r e s e nt n o n - co ntr o l l in g % 3  december 31, December 31,
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

    cPPi  CPPI
Cash flows from operations activities $ 75.9 $ 77.8
Cash flows from financing activities $ (16.2) $ (40.6)
Cash flows from investing activities $ (28.4) $ (30.0)

(3)  In 2 014 ,  C P P I p ur c h a s e d s h a r e s f r o m n o n - co ntr o l l in g s h a r e h o l d e r s un d e r a n o r m al co ur s e i s s u e r b i d in c r e a s in g C a nf o r ’s o w n e r s h ip o f  C P P I f r o m 5 0 . 4% a t  D e ce m b e r 31, 
2 013 to 5 0 . 5 % a t  D e ce m b e r 31,  2 014 w i th C P P I ’s n o n - co ntr o l l in g in te r e s t  d e c r e a s in g b y a co r r e s p o n d in g a m o unt th r o u gh o u t 2 014 .

The value of the Company’s DSUs, when redeemed, is equal 
to the market value of the shares on the redemption date, 
including the value of dividends paid on the Company’s common 
shares, if any, as if they had been reinvested in additional DSUs 
on each payment date.  The DSUs may only be redeemed upon a 
director’s retirement from the Company, its subsidiaries or any 
affiliated entity. effective July 27, 2011, the Board determined 

to cease the issuance of DSUs for non-employee directors. The 
total expense recorded in relation to the DSUs for 2014 was $0.9 
million due to the revaluation of existing units (2013 - expense 
of $1.1 million).  During 2014, DSUs with a value of $0.6 million 
were redeemed.  The value of outstanding DSUs at December 
31, 2014 was $3.3 million (2013 - $3.1 million). 

19. sHaRE-BasED CompEnsatIon 
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The components of income tax expense are as follows:
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Current  $ (50.4) $ (21.6)
Deferred  (25.8)  (66.6)
Income tax expense $ (76.2) $ (88.2)

The reconciliation of income taxes calculated at the statutory rate to the actual income tax provision is as follows:
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Income tax expense at statutory rate 2014 – 26.0% (2013 – 25.75%)4 $ (77.5) $ (87.2)
Add (deduct):     
    Non-taxable income related to non-controlling interests in limited partnerships  0.6  0.3
    entities with different income tax rates and other tax adjustments  0.8  0.5
    Permanent difference from capital gains and losses and other non-deductible items  (0.1)  3.6
    Change in substantively enacted tax rate4  -  (5.4)
Income tax expense $ (76.2) $ (88.2)

(4 )  e f f e c t i v e A p r i l  1,  2 013 ,  th e Br i t i s h C o l um b i a P r o v in c i a l  g o v e r n m e nt in c r e a s e d th e co r p o r ate t a x r a te f r o m 10 % to 11% .

In addition to the amounts recorded to net income, a tax recovery of $30.5 million was recorded to other comprehensive income for 
the year ended December 31, 2014 (2013 – expense of $32.2 million) in relation to actuarial gains/losses on defined benefit employee 
compensation plans.  Also included in other comprehensive income for the year is an expense of $2.4 million related to foreign 
exchange gains on investments in foreign operations (2013 – Nil).

21. InComE taxEs

For the year ended December 31, 2014, finance expense, net 
related substantially to interest expense on term debt, net 
interest expense on retirement benefit obligations, accretion 
expense related to the Company’s asset retirement and 
deferred reforestation obligations, and interest expense related 

to the Company’s operating loan facility.  Included in finance 
expense, net in 2014 was $6.4 million related to net interest 
expense on retirement benefit obligations (2013 - $12.0 million) 
and $4.6 million related to term debt (2013 - $10.6 million). 

20. FInanCE ExpEnsE, nEt 

(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Finance expense $ (19.5) $ (28.7)
Less: Interest income  1.3  0.8
Finance expense, net $ (18.2) $ (27.9)

The tax effects of the significant components of temporary differences that give rise to deferred income tax assets and liabilities are 
as follows:

   as at As at
  december 31, December 31,
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Deferred income tax assets    
    Accruals not currently deductible $ 38.6 $ 39.6
    Loss carryforwards   6.4  23.2
    Retirement benefit obligations  65.5  41.1
    Other  5.8  1.8
   $ 116.3 $ 105.7
Deferred income tax liabilities    
    Depreciable capital assets $ (310.2) $ (303.5)
    Other intangible assets   (1.2)  (2.1)
    Other  (15.1)  (11.0)
   $ (326.5) $ (316.6)
    
Total deferred income taxes, net $ (210.2) $ (210.9)
Less: entities in a net deferred tax asset position   1.7  6.2
Deferred income taxes liability, net $ (211.9) $ (217.1)
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Deferred income tax assets are recognized for tax loss carry-
forwards to the extent that the realization of the related 
tax benefit through future taxable profits is probable. This 
assumption is based on management’s best estimate of future 
circumstances and events. If these estimates and assumptions 
changed in the future, the value of the deferred income tax 
assets could be reduced, resulting in an income tax expense. 

Of the net deferred income tax liability, $27.2 million of 
the deferred tax assets and $8.3 million of the deferred tax 
liabilities are expected to be recovered within twelve months 
(2013 - $38.4 million of the deferred tax assets and $3.0 million 
of the deferred tax liabilities). 

22. nEt CHangE In non-CasH WoRKIng CapItal

(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Accounts receivable $ 24.2 $ 10.6
Inventories  (64.0)  (39.0)
Prepaid expenses and other assets  (15.8)  (8.1)
Accounts payable, accrued liabilities and current portion of deferred reforestation obligations  (18.0)  29.0
Net increase in non-cash working capital $ (73.6) $ (7.5)

key management PersOnneL 

key management includes members of the Board of Directors and the Senior executive management team. 

The compensation expense for key management for services is as follows:

(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Short-term benefits  $ 7.4 $ 7.1
Post-employment benefits   0.6  0.4
Share-based payments   0.9  1.2
   $ 8.9 $ 8.7

Short-term benefits for members of the Board of Directors include an annual retainer as well as attendance fees. 

Other reLated Parties

During 2014, Canfor made contributions to certain post-employment benefit plans for the benefit of Canfor employees.   
Note 13 employee Future Benefits contains further details.

The Jim Pattison group is Canfor’s largest shareholder.  During 2014, subsidiaries owned by the Jim Pattison group provided lease 
and insurance services to Canfor totalling $2.0 million (2013 - $1.5 million) and no amounts were outstanding at December 31, 2014 
(2013 - nil). 

Canfor undertakes transactions with various related entities.  
These transactions are in the normal course of business and 
are generally on the same terms as those accorded to unrelated 
third parties, except where noted otherwise.

Canfor purchases chips, lumber and logs from Lakeland 
Mills Ltd. and winton global Lumber Ltd., in which Canfor has a 
33.3% interest in both entities.  In 2014, Canfor purchased $1.6 
million in logs (2013 - $4.6 million) from Lakeland Mills Ltd. and 
winton global Lumber Ltd. The balance owed to Lakeland Mills 
Ltd. and winton global Lumber Ltd. at December 31, 2014 was 
$0.6 million (2013 - nil).

23. RElatED paRty tRansaCtIons

Canfor has certain financing arrangements with Scotch gulf, 
in which at December 31, 2014 Canfor held a 33.3% interest 
(Note 33(a)).  At December 31, 2014 $23.2 million (2013 - $33.0 
million) is outstanding on the Scotch gulf term loan. 
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Canfor has two reportable segments, as described below, which 
offer different products and are managed separately because 
they require different production processes and marketing 
strategies. The following summary describes the operations of 
each of the Company’s reportable segments:

 Lumber - Includes logging operations, and manufacture 
and sale of various grades, widths and lengths of lumber 
products.

 Pulp and Paper – Includes purchase of residual fibre, and 
production and sale of pulp and paper products, including 
Northern Bleached Softwood kraft (“NBSk”) and Bleached 
Chemi-Thermo Mechanical Pulp (“BCTMP”).  This segment 
includes 100% of CPPI and the Taylor Pulp Mill.

Sales between segments are accounted for at prices that 
approximate fair value.  These include sales of residual fibre 
from the lumber segment to the pulp and paper segment for use 
in the pulp production process.  

Information regarding the operations of each reportable 
segment is included in the table below.  The accounting policies 
of the reportable segments are the same as described in Note 3.   

The Company’s interest-bearing liabilities are not 
considered to be segment liabilities but rather are managed 
centrally by the treasury function.  Other liabilities are not 
split by segment for the purposes of allocating resources and 
assessing performance.

24. sEgmEnt InFoRmatIon

     Pulp &  unallocated elimination
(mi l l i o n s o f  C a n a d i a n d o l l a r s)   Lumber Paper & Other adjustment consolidated

year ended december 31, 2014
sales to external customers   $ 2,245.1  1,102.5  -  - $ 3,347.6
sales to other segments    $ 148.0  -  -  (148.0) $ -
Operating income (loss)   $ 230.7  129.9  (31.3)  - $ 329.3
amortization   $ 115.1  64.6  2.8  - $ 182.5
capital expenditures5   $ 166.6  58.0  9.7  - $ 234.3
identifiable assets   $ 1,856.7  768.1  222.0  - $ 2,846.8

Year ended December 31, 2013
Sales to external customers   $ 2,192.2  999.4  3.3  - $ 3,194.9
Sales to other segments    $ 131.9  -  -  (131.9) $ -
Operating income (loss)   $ 285.1  72.2  (26.0)  - $ 331.3
Amortization   $ 113.5  71.8  0.9  - $ 186.2
Capital expenditures5   $ 164.7  62.6  10.0  - $ 237.3
Identifiable assets   $ 1,715.8  770.3  207.2  - $ 2,693.3

(5 )  P u l p & P a p e r in c l u d e s c a p i t a l  e x p e n d i t ur e s b y C P P I th at  w e r e f in a n ce d b y g o v e r n m e nt gr a nt s . 

geOgraPhic infOrmatiOn

Canfor operates manufacturing facilities in both Canada and the US.  Canfor’s products are marketed worldwide, with sales made to 
customers in a number of different countries.  In presenting information on the basis of geographical location, sales is based on the 
geographical location of customers and assets are based on the geographical location of the assets.

(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Sales by location of customer
    Canada $ 432.4 $ 457.1
    Asia   1,165.7  1,167.4
    United States   1,582.9  1,397.0
    europe  109.6  134.4
    Other  57.0  39.0
   $ 3,347.6 $ 3,194.9

(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Capital assets and goodwill by location     
    Canada $ 1,651.3 $ 1,612.2
    United States   165.4  148.6
    Asia and Other   0.1  0.1
   $ 1,816.8 $ 1,760.9
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At the end of the year, Canfor had contractual commitments 
for the acquisition of property, plant and equipment for $71.1 
million (2013 - $21.5 million) which includes commitments for 
construction of the pellet plants in Fort St. John and Chetwynd.  
The majority of these commitments are expected to be settled 
over the following year.  At December 31, 2014, Canfor has a 
commitment to purchase the remaining 66.6% of Scotch gulf 
and 100% of Beadles Lumber Company and Balfour Lumber 

Company Inc. (“Beadles & Balfour”) and 100% of Southern 
Lumber Company Inc. (“Southern Lumber”) for a cumulative 
amount of US$164.0 million excluding working capital and 
various lease arrangements (Note 33). 

Canfor has committed to operating leases for property, 
plant and equipment with future minimum lease payments 
under these operating leases as follows:

25. CommItmEnts 

   as at As at
  december 31, December 31,
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

within one year $ 8.6 $ 8.8
Between one and five years  17.5  16.2
After five years  7.9  9.1
Total  $ 34.0 $ 34.1

During the year ended December 31, 2014, $13.6 million (2013 - $14.2 million) was recognized as an expense for operating leases.  

In addition to the above commitments, the Company has several operational agreements with minimum usage requirements. No 
issues were identified with meeting these obligations. 

financiaL risk management

Canfor is exposed to a number of risks as a result of holding 
financial instruments. These risks include credit risk, liquidity 
risk and market risk.

Canfor’s Risk Management Committee manages risk in 
accordance with a Board approved Price Risk Management 
Controls Policy.  This policy provides the framework for risk 
management related to commodity price, foreign exchange, 
interest rate and counterparty credit risk of Canfor.

CReDIT RISk:

Credit risk is the risk of financial loss to Canfor if a counterparty 
to a financial instrument fails to meet its contractual obligations. 

Financial instruments that are subject to credit risk include 
cash and cash equivalents, accounts receivable, and long-term 
investments. Cash and cash equivalents includes cash held 
through major Canadian and international financial institutions 
as well as temporary investments with an original maturity date 
of three months or less. The cash and cash equivalents balance 
at December 31, 2014 is $158.3 million (2013 - $89.5 million).

Canfor utilizes credit insurance to mitigate the risk 
associated with some of its trade receivables. As at December 
31, 2014, approximately 75% (2013 – 67%) of the outstanding 
trade receivables are covered by credit insurance. Canfor’s trade 
receivable balance at December 31, 2014 is $95.0 million before 
an allowance for doubtful accounts of $3.7 million (2013 - $115.3 
million and $2.7 million, respectively). At December 31, 2014, 
approximately 99% (2013 - 98%) of the trade accounts receivable 
balance was within Canfor’s established credit terms. 

LIQUIDITY RISk: 

Liquidity risk is the risk that Canfor will be unable to meet its 
financial obligations as they come due. Canfor manages liquidity 
risk through regular cash-flow forecasting in conjunction with 
an adequate committed operating loan facility.

At December 31, 2014, Canfor had $68.0 million drawn on its 
operating loans (2013 – $74.6 million), and accounts payable and 
accrued liabilities of $305.8 million (2013 - $321.8 million) all of 
which are due within twelve months of the balance sheet date.

MARkeT RISk:

Market risk is the risk that the fair value or future cash flows 
of a financial instrument will fluctuate because of changes in 
interest rates, foreign currency, energy and commodity prices.

(i) interest rate risk:

Canfor is exposed to interest rate risk through its current 
financial assets and financial obligations bearing variable 
interest rates.  

Canfor utilizes interest rate swaps to reduce its exposure 
to interest rate risk associated with financial obligations 
bearing variable interest rates.  At December 31, 2014, Canfor 
had $135.0 million (2013 - $205.0 million) in fixed interest rate 
swaps with interest rates ranging from 2.32% to 3.45% with 
maturities between 2015 and 2017.  

(ii) currency risk:

Canfor is exposed to foreign exchange risk primarily related to 
the US dollar, as Canfor’s products are sold principally in US 
dollars. In addition, Canfor holds financial assets and liabilities 
primarily related to New South in US dollars.

An increase (decrease) in the value of the Canadian 
dollar by US$0.01 would result in a pre-tax: (i) loss (gain) 
of approximately $0.9 million in relation to working capital 
balances denominated in US dollars at year end (including cash, 
accounts receivable and accounts payable).

A portion of the currency risk associated with US dollar 
denominated sales is naturally offset by US dollar denominated 
expenses.  A portion of the remaining exposure is reduced 
by foreign exchange collar contracts that effectively limit the 
minimum and maximum Canadian dollar recovery related to the 
sale of those US dollars.

26. FInanCIal RIsK anD CapItal managEmEnt 
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Canfor had the following foreign exchange derivatives at December 31, 2014 and 2013:

      as at december 31, 2014           As at December 31, 2013

        notional  exchange  Notional  exchange
     amount rates Amount Rates

          ( p r o te c t i o n /    ( p r o te c t i o n /
        (mi l l i o n s o f   to p s i d e  (mi l l i o n s o f   to p s i d e
us dollar collars      U S d o l l a r s)   p e r d o l l a r )   U S d o l l a r s)   p e r d o l l a r )

0-12 months      $260.0  $1.11/$1.22  $210.0 $1.04/$1.12
  
          ( r a n g e o f     ( r a n g e o f
        (mi l l i o n s o f   r a te s ,   (mi l l i o n s o f   r a te s ,
us dollar forward contracts      U S d o l l a r s)   p e r d o l l a r )   U S d o l l a r s)   p e r d o l l a r )

0-12 months      $4.5  $1.16  $3.5  $1.07

(iv) energy Price risk:

Canfor is exposed to energy price risk relating to purchases of 
natural gas and diesel oil for use in its operations.  

The exposure is hedged up to 100% through the use of 
floating to fixed swap contracts or option contracts with 
maturity dates up to a maximum of three years.  In the case of 
diesel, Canfor uses Brent oil and western Texas Intermediate oil 
(“wTI”) contracts to hedge its exposure. 

As at December 31, 2014, the Company had 453 thousand 
barrels of wTI oil collars, which will be settled in 2015 and 
2016, with weighted average protection of $70.38 per barrel and 
topside of $90.00 per barrel.  

As at December 31, 2013, the Company had 105 thousand 
barrels of wTI oil collars, with weighted average protection of 
$84.14 per barrel and topside of $100.86 per barrel.

(iii) cOmmOdit y Price risk:

Canfor is exposed to commodity price risk principally related to 
sale of lumber, pulp and paper. From time to time, Canfor enters 
into futures contracts on the Chicago Mercantile exchange 

for lumber and forward contracts direct with customers or 
on commodity exchanges for pulp.   Under the Price Risk 
Management Controls Policy, up to 15% of lumber sales and 5% 
of pulp sales may be sold in this way.

Canfor had the following lumber futures contracts at December 31, 2014 and 2013:

     as at december 31, 2014           As at December 31, 2013

        notional  average  Notional  Average
     amount rate Amount Rate

          (U S d o l l a r s    (U S d o l l a r s
Lumber      (MM f b m)  p e r M f b m)  (MM f b m)  p e r M f b m)

Future Sales Contracts           
0-12 months      26.2  $320.50  23.5 $ 376.14

An increase (decrease) in the futures market price of lumber of US$10 per Mfbm would result in a pre-tax gain (loss) of approximately 
$0.3 million in relation to the lumber futures held at year end.

CPPI had the following pulp futures contracts at December 31, 2014 and 2013:

       as at december 31, 2014           As at December 31, 2013

        notional  average  Notional  Average
     amount rate Amount Rate

          (U S d o l l a r s    (U S d o l l a r s
Pulp       ( to n n e s)   p e r to n n e)   ( to n n e s)   p e r to n n e)

Future Sales Contracts
0-12 months      -  -  12,000  $945.00
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caPitaL management

Canfor’s objectives when managing capital are to maintain a strong balance sheet and a globally competitive cost structure that 
ensure adequate liquidity to maintain and develop the business throughout the commodity price cycle.

Canfor’s capital is comprised of net debt and shareholders’ equity:

   as at As at
  december 31, December 31,
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Total debt (including operating loans) $ 296.6 $ 227.7
Less: Cash and cash equivalents (including restricted cash)  208.5  89.5
Net debt $ 88.1 $ 138.2
Total equity  1,637.6  1,597.4
   $ 1,725.7 $ 1,735.6

The Company has certain financial covenants in its debt obligations 
that stipulate maximum net debt to total capitalization ratios and 
minimum net worth amounts based on total shareholders’ equity.  
The net debt to total capitalization is calculated by dividing total 
debt less cash and cash equivalents, by shareholders’ equity plus 
total debt less cash and cash equivalents.  Debt obligations are 
held by various entities within the Canfor group and the individual 
debt agreements specify the entities within the group that are to be 
included in the covenant calculations.

Canfor’s strategy is to ensure it remains in compliance with 
all of its existing debt covenants, so as to ensure continuous 
access to capital.  Canfor was in compliance with all its debt 
covenants for the years ended December 31, 2014 and 2013. 

There were no changes in the Company’s approach to  
capital management in the year. Neither the Company nor  
any of its subsidiaries are subject to externally imposed  
capital requirements.

cLassificatiOn and measurement Of financiaL 
instruments

Canfor’s cash and cash equivalents, accounts receivable, 
other deposits, loans and advances, operating loans, accounts 
payable and accrued liabilities, and long-term debt are 
measured at amortized cost subsequent to initial measurement.  
Derivative instruments are measured at fair value.  IFRS 13, 
Fair Value Measurement, requires classification of financial 

instruments within a hierarchy that prioritizes the inputs to fair 
value measurement.
The three levels of the fair value hierarchy are:
Level 1 – Unadjusted quoted prices in active markets for 

identical assets or liabilities;
Level 2 – Inputs other than quoted prices that are observable for 

the asset or liability, either directly or indirectly;
Level 3 – Inputs that are not based on observable market data.

27. FInanCIal InstRumEnts

DeRIVATIVe FINANCIAL INSTRUMeNTS

The following table summarizes Canfor’s financial instruments measured at fair value at December 31, 2014 and December 31, 2013, 
and shows the level within the fair value hierarchy in which they have been classified:
      Fair Value as at As at
      Hierachy december 31, December 31,
(mi l l i o n s o f  C a n a d i a n d o l l a r s)   Level 2014 2013

financial assets measured at fair value
    Derivative financial instruments – held for trading    Level 2 $ 0.3 $ 0.6
    Royalty receivable – available for sale    Level 3  2.9  5.3
    Contingent consideration – available for sale (N ote 2 9)    Level 3  -  12.8
       $ 3.2 $ 18.7
financial liabilities measured at fair value      
    Derivative financial instruments – held for trading    Level 2 $ 9.1 $ 0.3
       $ 9.1 $ 0.3

The royalty receivable relates to the sale of the operating 
assets of the Howe Sound Pulp and Paper Limited Partnership 
in October 2010 and the contingent consideration relates to 
the sale of the Canfor-LP OSB joint venture in 2013.  Both 
of these financial instruments are measured at fair value at 
each reporting period and are presented in Other Accounts 
Receivable and Long-Term Investments and Other on the 
consolidated balance sheet.  The fair value of the royalty 
receivable is determined by discounting future expected 
cash flows based on energy price assumptions and future 
sales volume assumptions until the termination of the royalty 
agreement in September 2015.  The fair value of the contingent 

consideration is determined by discounting future expected 
cash flows based on forecast OSB prices, sales volumes and 
margins for the Peace Valley OSB operation (Note 29).  

The Company uses a variety of derivative financial 
instruments to reduce its exposure to risks associated with 
fluctuations in foreign exchange rates, lumber prices, pulp 
prices, energy costs and floating interest rates on long-term 
debt.  At December 31, 2014, the fair value of derivative financial 
instruments was a net liability of $8.8 million (December 31, 
2013 - net asset of $0.3 million). The fair value of these financial 
instruments was determined based on prevailing market rates 
for instruments with similar characteristics.
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The following table summarizes the gain (loss) on derivative financial instruments for the years ended December 31, 2014 and 2013:

(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Foreign exchange collars and forward contracts $ (1.6) $ 0.2
energy derivatives  (7.8)  0.2
Lumber futures  2.2  4.2
Pulp futures  (0.8)  (0.1)
Interest rate swaps  (0.9)  (0.1)
   $ (8.9) $ 4.4

The following table summarizes the fair value of the derivative financial instruments included in the balance sheets at December 31, 
2014 and December 31, 2013:

   as at As at
  december 31, December 31,
(mi l l i o n s o f  C a n a d i a n d o l l a r s)  2014 2013

Foreign exchange collars and forward contracts $ (0.6) $ 0.3
energy derivatives  (7.9)  0.1
Lumber futures  0.3  0.2
Pulp futures  -  (0.1)
Interest rate swaps  (0.6)  (0.2)
Total asset (liability), net  (8.8)  0.3
Less: current portion asset (liability), net  (7.4)  0.4
Long-term liability, net $ (1.4) $ (0.1)

There were no transfers between fair value hierarchy levels during 2014 or 2013.  

On October 24, 2013, Canfor entered into an agreement 
with west Fraser to exchange forest tenure rights.  Canfor 
exchanged a replaceable forest license in the Quesnel Timber 
Supply Area with an allowable annual cut of 382,194 cubic 
meters and a replaceable forest license in the Lakes Timber 
Supply Area with an allowable annual cut of 53,627 cubic 
meters with west Fraser for a replaceable license in the Morice 

Timber Supply Area with an allowable annual cut of 324,500 
cubic meters as well as a non-replaceable license and undercut 
volumes.  The timber exchange was treated as a non-monetary 
transaction and resulted in a loss of $4.2 million (before tax) in 
2013.  The estimated fair value of the timber tenures exchanged 
between Canfor and west Fraser was $20.0 million.

On May 31, 2013, the Company completed the sale of its 50% 
share in Canfor-LP OSB, which owns the Peace Valley OSB mill, 
to Louisiana Pacific Corporation for cash proceeds of $77.9 
million including working capital.  A pre-tax gain on sale of 
$38.3 million was recorded in the second quarter of 2013 which 
included recognition of Canfor’s share of the operating income 
for the first half of 2013.  As part of the sale, Canfor may receive 

additional annual consideration over a 3 year period, starting 
June 1, 2013, contingent on Peace Valley OSB’s annual adjusted 
earnings before interest, tax, depreciation and amortization.  At 
December 31, 2014, the fair value of the contingent consideration 
is nil (December 31, 2013 - $12.8 million).  During 2014, Canfor 
recorded a $12.8 million negative fair value adjustment in Other 
expense related to the contingent consideration. 

28. tImBER ExCHangE

29. salE oF CanFoR-lp osB JoInt VEntuRE

On March 28, 2014, the Company completed the sale of its 
Daaquam operation.  Total gross proceeds related to the 
disposition of the Daaquam operation were $25.0 million. A pre-
tax gain of $2.2 million was recorded in the first quarter of 2014 
in Other Income.

30. salE oF DaaQuam opERatIon 
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In September 2014, the Company announced plans to construct 
a pellet plant at both the Chetwynd and Fort St. John Sawmill 
sites, in the Northern British Columbia interior (“the Pellet 
Plants”) under the Canfor energy North Limited Partnership 
(“Partnership”).  The total investment cost is estimated to be 
$58.0 million and production is scheduled to commence in 
the second half of 2015.  In October 2014, Canfor and Pacific 
Bioenergy Corporation (“Pacific Bioenergy”), a pellet plant 
operator in British Columbia, entered into a Limited Partnership 

Agreement (“the Agreement”) to construct and operate the 
Pellet Plants.  Upon execution of the Agreement, Canfor owns an 
approximate 95% interest in the Pellet Plants.  Pacific Bioenergy 
has an option under the Agreement to increase its ownership 
interest in the Pellet Plants up to a total of 30% over a three year 
period by purchasing Partnership units from Canfor at a fixed 
price.  Pacific Bioenergy’s option to purchase additional interest 
in the Partnership from Canfor represents a derivative financial 
instrument which has a fair value of nil at December 31, 2014.

On January 30, 2015, Canfor completed the sale of its BCTMP 
Taylor Pulp Mill to CPPI for cash proceeds of approximately 
$15.0 million including working capital.  The transaction also 
includes a long-term fibre supply agreement under which 
Canfor will supply fibre to the Taylor Pulp Mill at prices 
that approximate fair market value.  In addition to the cash 
proceeds, Canfor may also receive contingent consideration 
over a 3 year period, starting January 31, 2015, based on the 

Taylor Pulp Mill’s annual adjusted operating income before 
amortization.  On the acquisition date the fair value of the 
contingent consideration was approximately $1.8 million.  
CPPI recognized long-term assets acquired net of liabilities 
assumed of approximately $2.8 million and net working capital 
of approximately $14.0 million.  From CPPI’s perspective, the 
acquisition has been accounted for in accordance with IFRS 3 
Business Combinations.

31. ConstRuCtIon oF pEllEt plants

32. salE oF tayloR pulp mIll

(a) Phased Purchase Of scOtch guLf 

On August 9, 2013, Canfor completed the first phase of 
the phased purchase of Scotch gulf of Mobile, Alabama, 
representing an initial 25% interest in Scotch gulf.  On August 
1, 2014, Canfor completed the second phase of the acquisition of 
Scotch gulf for $9.9 million increasing its ownership to 33.3%.  
Subsequent to year end, on January 30, 2015, Canfor completed 
the third phase of the acquisition for US$18.3 million bringing 
Canfor’s interest in Scotch gulf to 50%.  Upon obtaining a 50% 
interest in Scotch gulf, Canfor was deemed to have control 
and the acquisition method of accounting will be applied with 
an acquisition date of January 30, 2015.  Canfor was deemed 
to have control of Scotch gulf due to its 50% interest in the 
company, various debt arrangements and its commitment to 
purchase 100% of the company by August 2016.  As a result of 
the acquisition, Canfor will recognize approximately US$27.0 
million of working capital and US$80.0 million of long-term 
assets acquired net of liabilities assumed.  given the acquisition 
date, Canfor will be completing the purchase price allocation in 
the first quarter of 2015.  As at December 31, 2014 the carrying 
value of the investment in Scotch gulf was $40.9 million.  Scotch 
gulf’s results are reported in the lumber segment. 

Scotch gulf has an option under the purchase agreement 
to accelerate the final closing of the phased purchase to a 
date earlier than August 2016 under certain conditions. The 
aggregate purchase price for Scotch gulf is US$80.0 million, 
plus working capital.  Canfor’s commitment to purchase Scotch 
gulf at a fixed price represents an equity financial instrument.    

As part of the transaction, Scotch gulf borrowed $34.0 
million from Canfor in the form of a term loan that will be 
repaid from the distribution of cash earnings over the course 
of the phased purchase agreement with any net outstanding 
amount at August 2016 applied against the final phase purchase 
price payment.  The term loan has an interest rate equal to the 
floating rate on Canfor’s principal operating loans plus 1.0% and 
is secured by Scotch gulf’s operating assets.  At December 31, 

2014, $23.2 million was outstanding on the term loan receivable 
which is included in Long-Term Investments and Other on the 
consolidated balance sheet (Note 9).  

(b) Phased Purchase Of beadLes & baLfOur

In August 2014, the Company entered into a phased purchase 
agreement with Beadles & Balfour located in georgia.  
Subsequent to year end, on January 2, 2015, the Company 
completed the first phase of the purchase for $50.2 million, 
representing an initial 55% interest in Beadles & Balfour, plus 
transaction closing costs and a proportionate share of working 
capital.  The aggregate purchase price for Beadles & Balfour 
is US$62.0 million, plus working capital.  Canfor’s commitment 
to purchase Beadles & Balfour at a fixed price represents an 
equity financial instrument.  As at December 31, 2014, the cash 
consideration of $50.2 million was held in an escrow bank 
account for the purchase of Beadles & Balfour and is classified 
as restricted cash on the balance sheet.  Canfor’s initial 55% 
interest will increase to 100% after two years.  

Upon obtaining a 55% interest in Beadles & Balfour, Canfor 
was deemed to have control and the acquisition method of 
accounting will be applied with an acquisition date of January 
2, 2015.  As a result of the acquisition, Canfor will recognize 
approximately US$5.0 million of working capital and US$62.0 
million of long-term assets acquired net of liabilities assumed.  
given the acquisition date, Canfor will be completing the 
purchase price allocation in the first quarter of 2015. 

(c) Purchase Of sOuthern Lumber 

In September 2014, the Company entered into a purchase 
agreement with Southern Lumber located in Mississippi.  The 
transaction will involve the purchase of all operating assets of 
Southern Lumber, at an aggregate purchase price, excluding 
working capital, of US$48.7 million.  The transaction is subject 
to standard closing conditions and is currently anticipated to 
close in April 2015.

33. us soutH aCQuIsItIons
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aDDItIonal 
InFoRmatIon
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summaRy oF ConsolIDatED 
pRoDuCtIon anD sHIpmEnts 

(un a u d i te d)

pRoDuCtIon

2014   1st qtr 2nd qtr 3rd qtr 4th qtr year

Lumber SPF – MMfbm    980.8  935.1  926.3  893.1  3,735.3
Lumber SYP – MMfbm    135.4  153.6  150.4  141.6  581.0
Pulp – 000 mt    310.4  288.7  305.3  295.7  1,200.1
kraft Paper – 000 mt    36.7  35.4  35.9  36.0  144.0

     
2013   1st Qtr 2nd Qtr 3rd Qtr 4th Qtr Year

Lumber SPF – MMfbm    1,026.6  1,078.9  1,007.8  944.8  4,058.1
Lumber SYP – MMfbm    131.1  131.9  128.0  135.3  526.3
Pulp – 000 mt    317.0  301.6  274.8  299.5  1,192.9
kraft Paper – 000 mt    34.8  35.3  33.8  30.8  134.7

sHIpmEnts

2014   1st qtr 2nd qtr 3rd qtr 4th qtr year

Lumber – MMfbm     
    Canfor produced SPF     779.4  1,062.6  956.2  937.7  3,735.9
    Canfor produced SYP    143.2  168.3  162.2  151.3  625.0
    Purchased from other wholesale producers    4.8  5.3  6.0  2.5  18.6
    Total Lumber - MMfbm    927.4  1,236.2  1,124.4  1,091.5  4,379.5
Pulp – 000 mt    255.9  314.5  291.0  314.0  1,175.4
kraft Paper – 000 mt    31.3  39.7  35.7  35.8  142.5

     
2013   1st Qtr 2nd Qtr 3rd Qtr 4th Qtr Year

Lumber – MMfbm     
    Canfor produced SPF    963.3  1,075.5  1,027.9  961.1  4,027.8
    Canfor produced SYP    122.4  141.7  138.7  142.4  545.2
    Purchased from other wholesale producers    7.1  6.8  5.2  5.7  24.8
    Total Lumber - MMfbm    1,092.8  1,224.0  1,171.8  1,109.2  4,597.8
Pulp – 000 mt    308.2  307.8  267.5  329.5  1,213.0
kraft Paper – 000 mt    35.0  37.2  35.5  31.1  138.8

L um b e r s t a t i s t i c s f o r 2 013 h a v e b e e n r e s t a te d to e xc l u d e t r im b l o c k s .



2014 sElECtED QuaRtERly  
FInanCIal InFoRmatIon 

70 Canfor Corporation annual report 2014

(un a u d i te d)   1st qtr 2nd qtr 3rd qtr 4th qtr year

sales and income (mi l l i o n s o f  C a n a d i a n d o l l a r s)

sales   $ 741.9 $ 907.3 $ 838.0 $ 860.4 $ 3,347.6
Manufacturing and product costs    478.7  587.0  544.4  591.8  2,201.9
Freight and other distribution costs    113.8  156.4  140.7  137.7  548.6
Amortization    44.5  44.0  47.1  46.9  182.5
Selling and administration costs    18.3  20.7  19.0  20.5  78.5
Restructuring, mill closure and severance costs    2.2  1.9  1.2  1.5  6.8
Operating income     84.4  97.3  85.6  62.0  329.3
Finance expense, net    (4.4)  (4.4)  (4.8)  (4.6)  (18.2)
gain (loss) on derivative financial instruments    (3.5)  3.1  (1.1)  (7.4)  (8.9)
Other income (expense), net    3.3  (10.8)  0.2  3.1  (4.2)
Net income before income taxes    79.8  85.2  79.9  53.1  298.0
Income tax expense    (21.2)  (20.7)  (21.7)  (12.6)  (76.2)
net income    $ 58.6 $ 64.5 $ 58.2 $ 40.5 $ 221.8

          
net income attributable to:          
equity shareholders of the Company   $ 45.5 $ 54.3 $ 45.5 $ 29.9 $ 175.2
Non-controlling interests    13.1  10.2  12.7  10.6  46.6
     $ 58.6 $ 64.5 $ 58.2 $ 40.5 $ 221.8

          
net income per common share: (C a n a d i a n d o l l a r s)          
Attributable to equity shareholders of the Company          
    - Basic and diluted   $ 0.33 $ 0.39 $  0.34 $ 0.22 $ 1.28

cash generated from (used in) (mi l l i o n s o f  C a n a d i a n d o l l a r s)

Operating activities   $ (50.1) $ 206.3 $ 119.5 $ 116.7 $ 392.4
Financing activities          
    Long-term debt     -  -  -  75.0  75.0
    Share purchases    (2.0)  (105.7)  (1.2)  -  (108.9)
    Other    101.9   (44.5)  (6.0)  (82.2)  (30.8)
      99.9  (150.2)  (7.2)  (7.2)  (64.7)
Investing activities          
    Property, plant, equipment and intangible assets     (53.1)  (63.0)  (63.5)  (54.7)  (234.3)
    Proceeds on sale of Daaquam Sawmill    -  22.9  0.7  -  23.6
    Investment and loan to Scotch & gulf Lumber, LLC    2.6  2.1  (7.2)  4.8  2.3
 Other    (0.9)  1.7  (3.6)  (47.7)  (50.5)
      (51.4)  (36.3)  (73.6)  (97.6)  (258.9)

increase (decrease) in cash and cash equivalents   $ (1.6) $ 19.8 $ 38.7 $ 11.9 $ 68.8

C e r t a in p r e v i o u s ly p ub l i s h e d f i g ur e s h a v e b e e n r e c l a s s i f i e d to co nf o r m to th e c ur r e nt p r e s e nt a t i o n .
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(un a u d i te d)   1st Qtr 2nd Qtr 3rd Qtr 4th Qtr Year

sales and income (mi l l i o n s o f  C a n a d i a n d o l l a r s)

sales   $ 786.3 $ 843.2 $ 755.9 $ 809.5 $ 3,194.9
Manufacturing and product costs    492.2  508.2  507.6  528.8  2,036.8
Freight and other distribution costs    129.4  141.5  132.2  137.3  540.4
export taxes    -  -  6.5  2.7  9.2
Amortization    46.9  49.6  44.8  44.9  186.2
Selling and administration costs    16.3  14.8  15.0  21.8  67.9
Restructuring, mill closure and severance costs    1.5  0.9  0.5  20.2  23.1
Operating income     100.0  128.2  49.3  53.8  331.3
Finance expense, net    (8.8)  (6.3)  (6.4)  (6.4)  (27.9)
Foreign exchange gain (loss) on long-term debt    (3.8)  (4.0)  2.3  (3.4)  (8.9)
gain (loss) on derivative financial instruments    3.3  (2.7)  4.0  (0.2)  4.4
gain on sale of Canfor-LP OSB joint venture     -  38.3   -  -  38.3
Other income (expense), net    1.7  6.8  (3.9)  (3.1)  1.5
Net income before income taxes    92.4  160.3  45.3  40.7  338.7
Income tax expense    (24.9)  (46.0)  (11.7)  (5.6)  (88.2)
net income    $ 67.5 $ 114.3 $ 33.6 $ 35.1 $ 250.5

          
net income attributable to:          
equity shareholders of the Company   $ 61.9 $ 110.3 $ 28.4 $ 28.0 $ 228.6
Non-controlling interests    5.6  4.0  5.2  7.1  21.9
     $ 67.5 $ 114.3 $ 33.6 $ 35.1 $ 250.5

          
net income per common share: (C a n a d i a n d o l l a r s)           
Attributable to equity shareholders of the Company          
    - Basic and diluted   $ 0.43 $ 0.77 $ 0.20 $ 0.20 $ 1.61

cash generated from (used in) (mi l l i o n s o f  C a n a d i a n d o l l a r s)

Operating activities   $ 56.0 $ 260.2 $  75.3 $ 98.8 $ 490.3
Financing activities          
    Long-term debt     -  (73.2)  -  (66.6)  (139.8)
    Share purchases    -  (10.3)  (16.3)  (33.4)  (60.0)
    Other    8.1  (50.6)  (5.3)  66.2  18.4
      8.1  (134.1)  (21.6)  (33.8)  (181.4)
Investing activities          
    Property, plant, equipment and intangible assets    (46.4)  (48.8)  (74.6)  (67.5)  (237.3)
    Proceeds on sale of Canfor-LP OSB joint venture     -  76.6  1.3  -  77.9
    Investment and loan to Scotch & gulf Lumber, LLC    -  -  (63.0)  1.6  (61.4)
    Other    5.6  11.6  0.8  0.5  18.5
      (40.8)  39.4  (135.5)  (65.4)  (202.3)

increase (decrease) in cash and cash equivalents   $ 23.3 $ 165.5 $ (81.8) $ (0.4) $ 106.6

C e r t a in p r e v i o u s ly p ub l i s h e d f i g ur e s h a v e b e e n r e c l a s s i f i e d to co nf o r m to th e c ur r e nt p r e s e nt a t i o n .
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(un a u d i te d)   2014 2013 2012 2011 2010

sales and income (mi l l i o n s o f  C a n a d i a n d o l l a r s)

sales   $ 3,347.6 $ 3,194.9 $ 2,642.8 $ 2,421.4 $ 2,430.4
Manufacturing and product costs    2,201.9  2,036.8  1,777.6  1,627.5  1,514.3
Freight and other distribution costs    548.6  540.4  491.8  467.9  428.0
export taxes    -  9.2  45.5  39.9  40.0
Amortization    182.5  186.2  177.1  169.3  167.7
Asset impairments    -  -  -  9.2  -
Selling and administration costs    78.5  67.9  61.0  57.4  61.3
Restructuring, mill closure and severance costs    6.8  23.1  18.5  38.3  32.4
Operating income     329.3  331.3  71.3  11.9  186.7
Finance expense, net    (18.2)  (27.9)  (33.8)  (26.0)  (26.8)
Foreign exchange gain (loss) on long-term debt and 
    investments, net    -  (8.9)  4.7  (5.0)  14.7
gain (loss) on derivative financial instruments    (8.9)  4.4  (0.8)  3.5  0.1
gain on sale of Canfor-LP OSB joint venture    -  38.3  -  -  -
Other income (expense), net    (4.2)  1.5  6.6  5.9  8.1
Net income (loss) before income taxes    298.0  338.7  48.0  (9.7)  182.8
Income tax recovery (expense)    (76.2)  (88.2)  (12.4)  20.5  (9.5)
net income    $ 221.8 $ 250.5 $ 35.6 $ 10.8 $ 173.3

net income (loss) attributable to:          
equity shareholders of the Company   $ 175.2 $ 228.6 $ 26.4 $ (56.6) $ 81.4
Non-controlling interests    46.6  21.9  9.2  67.4  91.9
     $ 221.8 $ 250.5 $ 35.6 $ 10.8 $ 173.3

Per common share  (C a n a d i a n d o l l a r s)          
Net income (loss) attributable to equity shareholders of the Company 
    - Basic and diluted   $ 1.28 $ 1.61 $ 0.18 $ (0.40) $ 0.57
Book value per share at year end   $ 10.25 $ 9.82 $ 7.79 $ 7.90 $ 8.56

balance sheet (mi l l i o n s o f  C a n a d i a n d o l l a r s)    
working capital, net   $ 476.7 $ 311.9 $ 166.1 $ 195.4 $ 408.3
Property, plant and equipment     1,216.1  1,151.9  1,081.7  1,139.2  1,049.1
Timber licenses    519.5  534.6  554.6  530.1  546.7
goodwill and other intangibles    105.0  93.5  80.4  83.0  84.5
Retirement benefit surplus    0.6  42.2  1.4  -  -
Long-term investments and other    101.3  112.5  43.2  62.8  89.1
Deferred income taxes, net    1.7  6.2  39.3  18.1  9.4
Net assets   $ 2,420.9 $ 2,252.8 $ 1,966.7 $ 2,028.6 $ 2,187.1

Long-term debt   $ 228.6 $ 153.1 $ 100.0 $ 188.1 $ 235.6
Retirement benefit obligations    263.2  200.5  311.7  298.3  272.2
Deferred reforestation obligations    60.0  69.8  78.4  65.0  60.6
Other long-term liabilities    19.6  14.9  13.6  13.8       17.5
Deferred income taxes, net    211.9  217.1  151.1  103.3  131.2
Non-controlling interests    250.4  223.1  199.4  232.8  249.5
equity attributable to shareholders of the Company    1,387.2  1,374.3  1,112.5  1,127.3  1,220.5
     $ 2,420.9 $ 2,252.8 $ 1,966.7 $ 2,028.6 $ 2,187.1

additions to property, plant, equipment, timber and 
    intangible assets (mi l l i o n s o f  C a n a d i a n d o l l a r s)   $ 234.3 $ 237.3 $ 201.6 $ 312.3 $ 142.2

FIVE-yEaR CompaRatIVE REVIEW 
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(un a u d i te d)   2014 2013 2012 2011 2010

cash generated from (used in) (mi l l i o n s o f  C a n a d i a n d o l l a r s) 

Operating activities   $ 392.4 $ 490.3 $ 117.4 $ 163.0 $ 381.6
Financing activities          
    Long-term debt    75.0  (139.8)    50.1  (81.9)  (35.1)
    Share purchases    (108.9)  (60.0)  -  -  -
    Cash distributions paid to non-controlling interests   (10.2)  (9.3)  (15.9)  (91.0)  (79.0)
    Other    (20.6)  27.7  7.8  (18.5)  (25.2)
      (64.7)  (181.4)  42.0  (191.4)  (139.3)
Investing activities          
    Property, plant, equipment and timber, net    (234.3)  (237.3)  (201.6)  (312.3)  (142.2)
    Proceeds from green Transformation Program    -  -  19.7  75.6  20.2
    Proceed on sale of Daaquam operation    23.6  -   -  -  -
    Business acquisitions    (9.9)  (29.5)     (65.6)  -  -
    Proceed on sale of Canfor-LP OSB joint venture    -  77.9   -  -  -
    Changes in long-term investments    -  -  12.9  29.8  4.6
    Other    (38.3)  (13.4)  31.5  3.9  2.0
      (258.9)  (202.3)  (203.1)  (203.0)  (115.4)
Increase (decrease) in cash and cash equivalents   $ 68.8 $ 106.6 $ (43.7) $ (231.4) $ 126.9

financial statistics          
Operating income before amortization   $ 511.8 $ 517.5 $ 248.4 $ 181.2 $ 354.4
Return on invested capital    13.3%  17.8%  3.7%  (3.4)%  6.6%
Return on common shareholders’ equity    12.7%  18.4%  2.4%  (4.8)%  6.8%
Ratio of current assets to current liabilities    2.1:1  1.7:1  1.3:1  1.5:1  2.0:1
Ratio of net debt to capitalization    5%  8%  20%  13%  4%

Production statistics           
Lumber SPF – MMfbm     3,735.3  4,058.1  3,714.1  2,995.4  2,734.7
Lumber SYP– MMfbm     581.0  526.3  466.3  419.4  345.3
Oriented strand board – MMsf 3/8” basis    -  -  284.1  270.4  259.3
Pulp – 000 mt    1,200.1  1,192.9  1,169.9  1,200.0  1,229.0
Paper – 000 mt    144.0  134.7  130.2  136.5  136.7

sales by product line           
Lumber – Canfor produced    61%  62%  56%  47%  44%
Pulp and paper     32  31  34  43  46
Lumber – other producers    0  1  1  3  2
Oriented strand board    0  0  3  2  2
Miscellaneous    7  6  6  5  6
      100%  100%  100%  100%  100%

sales by location of customer          
United States    47%  44%  42%  39%  46%
Asia     35  37  36  40  32
Canada    13  14  16  12  12
europe    3  4  5  7  8
Other    2  1  1  2  2
      100%  100%  100%  100%  100%

Production statistics for 2010, 2011, 2012 and 2013 have been restated to exclude trim blocks. 
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The names, principal occupations and municipalities of residence of the Directors of the Company as at December 31, 2014 are as 
below. For more information visit www.canfor.com

Peter j.g. bentley, O.C., O.B.C., LL.D. (2)(3)(4)(5)

Chairman emeritus
Canfor Corporation
Vancouver, British Columbia

glen d. clark (4)(5)

President
The Jim Pattison group
Vancouver, British Columbia

michael j. korenberg (1)(3)(5)

Deputy Chairman and Managing Director
The Jim Pattison group
Chairman
Canfor Corporation
west Vancouver, British Columbia

james a. Pattison, O.C., O.B.C. (2)(3)

Managing Director
Chief executive Officer and Chairman
The Jim Pattison group
west Vancouver, British Columbia

conrad a. Pinette (2)(4)(5)

Corporate Director
Vancouver, British Columbia

j. mcneill (mack) singleton (4)(5)

Corporate Director
Myrtle Beach, South Carolina

ross s. smith, C.M., FCA (1)(2)

Corporate Director
west Vancouver, British Columbia

William W. stinson (1)(2)(4)(5)

Chairman and CeO
westshore Terminals Investment Corp.
Vancouver, British Columbia

The names and municipalities of residence of the officers and Chairman emeritus of the Company and the offices held by each of 
them as at December 31, 2014 are as below. For more information visit www.canfor.com

Peter j.g. bentley
Chairman emeritus
Vancouver, British Columbia

michael j. korenberg
Chairman
west Vancouver, British Columbia

don b. kayne
President and Chief executive Officer
Tsawwassen, British Columbia

alan r. nicholl
Senior Vice President, Finance and 
Chief Financial Officer
west Vancouver, British Columbia

david m. calabrigo, Q.C.
Senior Vice President, Corporate  
Development, Legal Affairs and  
Corporate Secretary
Vancouver, British Columbia

alistair L.W. cook (6)

Senior Vice President, Operations Canada
Surrey, British Columbia

mark f. feldinger
Senior Vice President, energy, environment, 
Transportation and Sourcing
Surrey, British Columbia 

Wayne r. guthrie
Senior Vice President, Sales and Marketing
white Rock, British Columbia

doug j. Warstler
President, Canfor Southern Pine
Myrtle Beach, South Carolina 

tracy arnish
Senior Vice President, People and Culture
North Vancouver, British Columbia 

christine kennedy
Senior Vice President, Corporate Social 
Responsibility and Forestry
Vancouver, British Columbia 

Patrick a.j. elliott
Vice President and Treasurer
Vancouver, British Columbia

bob hayes
Vice President, Transportation,  
Procurement and Distribution
Delta, British Columbia 

stephen mackie
Vice President, Operations Canada
Prince george, British Columbia 

rick Wilson
Vice President, Corporate Development  
and Strategic Capital
Surrey, British Columbia 

(1)   M e m b e r o f  th e A u d i t  C o m mi t te e ,  w h i c h r e v i e w s th e C o m p a n y ’s f in a n c i a l  s t a te m e nt s ,  th e s co p e a n d r e s u l t s o f  th e e x te r n a l  a u d i to r ’s w o r k ,  th e a d e q u a c y o f  in te r n a l 
a cco unt in g a n d a u d i t  p r o gr a m s a n d co m p l i a n ce w i th a cco unt in g a n d r e p o r t in g s t a n d a r d s .

( 2 )   M e m b e r o f  th e J o in t  M a n a g e m e nt Re s o ur ce s a n d C o m p e n s at i o n C o m mi t te e ,  w h i c h o v e r s e e s h um a n r e s o ur ce s a n d co m p e n s at i o n p o l i c i e s a n d e n s ur e s m a n a g e m e nt 
d e v e l o p m e nt a n d s u cce s s i o n p r o gr a m s a r e in p l a ce .

(3 )   M e m b e r o f  th e J o in t  C o r p o r ate g o v e r n a n ce C o m mi t te e ,  w h i c h e n s ur e s th at  th e C o m p a n y th r o u gh i t s  B o a r d o f  D i r e c to r s s u s t a in s a n e f f e c t i v e a p p r o a c h to 
co r p o r ate g o v e r n a n ce .

(4 )   M e m b e r o f  th e J o in t  e n v i r o n m e nt a l ,  H e a l th a n d S af e t y C o m mi t te e ,  w h i c h d e v e l o p s ,  r e v i e w s a n d m a ke s r e co m m e n d at i o n s o n m at te r s r e l a te d to th e C o m p a n y ’s 
e n v i r o n m e nt a l ,  h e a l th a n d s a f e t y p o l i c i e s ,  a n d m o n i to r s co m p l i a n ce w i th th o s e p o l i c i e s a n d w i th g o v e r n m e nt r e g u l a t i o n s .

(5 )  M e m b e r o f  th e J o in t  C a p i t a l  e x p e n d i t ur e C o m mi t te e ,  w h i c h r e v i e w s p r o p o s e d c a p i t a l  e x p e n d i t ur e s .
(6 )  Re s i gn e d e f f e c t i v e J a n u a r y 1,  2 015 . 

 T h e te r m o f  o f f i ce o f  e a c h D i r e c to r e x p i r e s o n th e d ate o f  th e n e x t  A n n u al  g e n e r a l  M e et in g o f  th e C o m p a n y.
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Chetwynd . . . . . . . . . . . . . . 1

Fort St John . . . . . . . . . . . . 2

grande Prairie . . . . . . . . . . 3

Houston. . . . . . . . . . . . . . . . 4

Isle Pierre. . . . . . . . . . . . . . 5

Mackenzie. . . . . . . . . . . . . . 6

Plateau . . . . . . . . . . . . . . . . 7

Polar . . . . . . . . . . . . . . . . . . 8

Prince george . . . . . . . . . . 9

Radium . . . . . . . . . . . . . . . 10

Vavenby . . . . . . . . . . . . . . . 11

Canal Flats . . . . . . . . . . . . 12

elko . . . . . . . . . . . . . . . . . . 13

graham, NC . . . . . . . . . . . 14

Camden, SC . . . . . . . . . . . 15

Conway, SC. . . . . . . . . . . . 16

Darlington, SC . . . . . . . . . 17

Mobile, AL (2) . . . . . . . . . . . 18

Fulton, AL (2) . . . . . . . . . . . 19

Jackson, AL (2) . . . . . . . . . . 20

Thomasville, gA (3) . . . . . . 21

Moultrie, gA (3) . . . . . . . . . 22

PuLP & PaPer
Intercontinental (1) . . . . . . 23

Northwood (1). . . . . . . . . . . 24

Prince george (1) . . . . . . . . 25

Taylor (4) . . . . . . . . . . . . . . . 26

Other
J.D. Little Forest Centre. . 27

Marion, SC . . . . . . . . . . . . 28

(1)  C a nf o r P u l p P r o d u c t s In c .  –  5 0 . 5 % o w n e r s h ip a t  D e ce m b e r 31,  2 014

( 2 )  S cotc h & g u l f  L um b e r,  L L C – 3 3 . 3 % o w n e r s h ip a t  D e ce m b e r 31,  2 014 .  S ub s e q u e nt to y e a r e n d ,  o n J a n u a r y 
3 0 ,  2 015 ,  C a nf o r co m p l ete d th e th i r d p h a s e o f  th e a c qu i s i t i o n b r in g in g i t s  in te r e s t  in S cotc h g u l f  to 5 0 %

(3)  S ub s e qu e nt to y e a r e n d ,  o n J a n u a r y 2 ,  2 015 ,  C a nf o r a c q u i r e d a 5 5 % in te r e s t  in B e a d l e s & B al f o ur w h i c h 
o w n s s a w mi l l s in T h o m a s v i l l e a n d M o u l t r i e ,  g e o r g i a

(4 )  S ub s e qu e nt to y e a r e n d ,  o n J a n u a r y 3 0 ,  2 015 ,  C P P I p ur c h a s e d th e Ta y l o r P u l p mi l l  f r o m C a nf o r
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annual general meeting 
Canfor’s Annual general 
Meeting will be held at the 
Pomeroy Hotel, 11308 Alaska 
Road, Fort St. John, BC on 
wednesday, April 29th, 2015  
at 11:00 a.m.

auditors 
PricewaterhouseCoopers LLP 
Vancouver, BC

transfer agent and registrar 
CST Trust Company Inc. 
Vancouver, Calgary, Regina, 
winnipeg, Toronto, Montreal 
and Halifax

stock Listing 
Toronto Stock exchange 
Symbol: CFP

investor contact 
Patrick elliott 
Vice President & Treasurer 
t: (604) 661-5441 
f: (604) 661-5429 
e: patrick.elliott@canfor.com

canfor corporation  
head Office 
#100 – 1700 west 75th Avenue 
Vancouver, BC V6P 6g2 
Telephone: (604) 661-5241 
Fax: (604) 661-5235 
email: info@canfor.com 
web: www.canfor.com

Canfor also produces an 
Annual Information Form.  
To obtain this publication  
or more information about 
the company, please contact 
Canfor Corporation, Public 
Affairs or visit our website at 
www.canfor.com/investor-
relations

Public affairs contact 
Corinne Stavness 
Director, Public Affairs & 
Responsibility 
t: (604) 661-5225 
f: (604) 661-5219 
e: corinne.stavness@canfor.com

book value per common share is the shareholders’ equity at 
the end of the year, divided by the number of common shares 
outstanding at the end of the year.

capital employed consists of current bank loans, current portion 
of long-term debt, long-term debt and shareholders’ equity, less 
cash and cash equivalents and temporary investments.

net debt is total debt less cash and cash equivalents and 
temporary investments.

net income (Loss) per common share is calculated as 
described in Note 17 to the Consolidated Financial Statements.

return on common shareholders’ equity is equal to net  
income (loss) attributable to shareholders of the Company for the 
year, divided by the average total shareholders’ equity during 
the year.

return on invested capital is equal to operating income (loss), 
plus realized gains (losses) on derivatives and other income 
(expense), all net of minority interest, divided by the average 
invested capital during the year. Invested capital is equal to 
capital assets, plus long-term investments and net non-cash 
working capital, all excluding minority interest components.

Working capital is total current assets (including cash and cash 
equivalents) less total current liabilities.

 2014 
 Production capacity3

Lumber (MM f b m)

Total SPF  3,735.3  4,400
Total SYP  581.0  650
total Lumber   4,316.3  5,050

PuLP ( 0 0 0 to n n e s)

Canfor Pulp Products Inc.1  985.6
Taylor Pulp2  214.5
total Pulp  1,200.1  1,285

kraft PaPer ( 0 0 0 to n n e s)

Canfor Pulp Products Inc.1  144.0  140

(1)  P a r t l y  o w n e d – in c l u d e s 10 0 % o f  p r o d u c t i o n .
( 2 )  Tay lor Pulp w as 10 0% owned by Canfor for the 2 014 year. Subsequent to year end, 

on Januar y 30, 2 015, the Tay lor Pulp Mil l w as sold to Canfor Pulp Produc t s Inc .
(3 )  T h e c a p a c i t y  f i g ur e s a b o v e e xc l u d e S cotc h g u l f ,  B e a d l e s & B al f o ur a n d 

S o u th e r n L um b e r.  A t  D e ce m b e r 31,  2 014 ,  in c l u d in g 10 0 % o f  th e c a p a c i t y  o f  th e 
S cotc h g u l f  s a w mi l l s a d ju s te d f o r a d d i t i o n a l  s h i f t in g a t  ce r t a in mi l l s ,  a n n u al 
l um b e r p r o d u c t i o n c a p a c i t y  i s  5 , 49 0 MM f b m . S ub s e q u e nt to th e c l o s e o f  th e 
f i r s t  p h a s e o f  th e a c q u i s i t i o n o f  B e a d l e s & B al f o ur in J a n u a r y 2 015 a n d th e  
e x p e c te d c l o s e o f  th e a c q u i s i t i o n o f  S o u th e r n L um b e r,  a nt i c ip a te d in A p r i l 
2 015 ,  a n n u al  l um b e r p r o d u c t i o n c a p a c i t y  i s  p r o j e c te d to b e a p p r ox im ate ly 5 ,7 9 0 
MM f b m , in c l u d in g 10 0 % o f  th e c a p a c i t y  o f  B e a d l e s & B al f o ur a n d S o u th e r n 
L um b e r s a w mi l l s .

mIll opERatIons DEFInItIons oF sElECtED FInanCIal tERms



Canfor is a leading integrated forest products company based in Vancouver, 
British Columbia (“BC”) with interests in BC, Alberta, North and South Carolina, 
Alabama and Georgia. Canfor produces primarily softwood lumber and also 
owns a 50.5% interest in Canfor Pulp Products Inc., which is one of the largest 
global producers of market northern bleached softwood kraft pulp and a leading 
producer of high performance kraft paper. Canfor shares are traded on The 
Toronto Stock Exchange under the symbol CFP.

finanCial HigHligHts

Company overview

www.Canfor.Com

   2014 2013

Sales and income (mi l l i o n s o f  C a n a d i a n d o l l a r s)

 Sales    $ 3,347.6   $ 3,194.9 
 Operating income     $ 329.3   $ 331.3 
 Net income     $ 221.8   $ 250.5 
 Net income attributable to equity 
     shareholders of the Company  $ 175.2   $ 228.6 

Per common share (C a n a d i a n d o l l a r s)

 Net income attributable to equity 
     shareholders of the Company  $ 1.28   $ 1.61 
 Book value    $ 10.25   $ 9.82 
 Share price   
  High    $ 30.02   $ 27.05 
  Low    $ 21.75   $ 16.88 
  Close - December 31    $ 29.64   $ 26.66 

Financial position (mi l l i o n s o f  C a n a d i a n d o l l a r s)

 Working capital    $ 476.7   $ 311.9 
 Total assets    $ 2,846.8   $ 2,693.3 
 Net debt    $ 88.1   $ 138.2 
 Common shareholders’ equity  $ 1,387.2   $ 1,374.3 

Additional information1 
 Return on invested capital - consolidated  13.3%  17.8%
 Return on common shareholders’ equity  12.7%  18.4%
 Ratio of current assets to current liabilities   2.1:1   1.7:1 
 Ratio of net debt to capitalization  5.1%  8.0%
 Operating income before amortization
 (mi l l i o n s o f  C a n a d i a n d o l l a r s)  $ 511.8 $ 517.5
 Operating income before amortization margin  15.3%  16.2%
 Capital expenditures (mil l ions of Canadian dol lars)   $ 234.3   $ 237.3 

(1)  S e e D ef in i t i o n s o f  S e l e c te d F in a n c i a l  Te r m s o n p a g e 76 . 
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