Riverside Forest Products Limited

Annual Information Form



Information in this Annual Information Form
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS



Selected Financial Information



	The following table shows selected financial information of the Company for the last five fiscal years.



�Fiscal Years Ended

                                                    September 30	______________

���1997(1)�1996�1995(2)�1994�1993���($000’s except per share amounts)���������Sales	...................................................................�$414,739�$368,159�$376,907�$303,495�$196,188��Earnings before interest, taxes, depreciation and 	amortization	..............................................�

$  27,261	�

$  21,469�

$  58,681�

$  65,860�

$  40,024��Cash flow from  operations	...............................�$    3,085�$  13,811�$  35,622�$  41,787�$  36,909��Operating  income (loss) 	...................................�$  (1,540)�$  (5,775)�$  36,085�$  50,061�$  28,959��Net earnings (loss)	 .............................................�$  (2,532)�$  (3,580)�$  21,177�$  30,184�$  17,359��Net earnings (loss) per common share	 ..............�$	(0.32)�$	(0.47)�$	2.79�$	4.25�$	2.84���������Weighted average shares outstanding�7,999,493�	7,599,493�	7,599,493�7,099,493�	6,598,493��Shares outstanding at year end�9,199,493�	7,599,493�	7,599,493�	7,599,493�6,812,324���������Financial Statistics�������Working Capital 	................................................�$  80,181�$  88,096�$  26,750�$  25,641�$  13,837��Total assets	 ........................................................�$372,337�$304,491�$252,321�$230,884�$118,742��Long term debt, before deducting current portion	 ...�$139,944�$105,644�$  50,000�$  50,000�$  21,933��Shareholders’ equity	 ..........................................�$139,067�$119,273�$125,209�$105,856�$  51,657���������Ratio and Investment Information�������Current ratio .......................................................�      2.24�	2.43�	1.39�	1.40�	1.34��Long-term debt, before current portion, as a

	percentage of long-term debt plus Shareholder’s equity	.............�



	50.2%�

	

	47.0%�

	

	28.5%�



	32.1%�



29.8%��Equity per share  	.................................................�$	15.12�$   15.69�$	16.48�$	13.93  �$	7.83���������Capital expenditures  	...........................................�$  33,043�$ 17,357�$  32,242�$  20,142�$   5,842��Acquisitions (3)	...................................................�$  73,536�    -�        -      �$  83,199�$ 68,429��



(1)        Includes Soda Creek for the period from June 23, 1997 to September 30, 1997

(2)	Includes operating results for the Williams Lake Facility from April 1, to September 30, 1994.

(3)	1997 - TFL, 1994 - JBFPL, 1993 - CFI



�Selected financial information for the last eight quarters is as follows:





Quarter Ending�Net Sales

     ($000)		�Net Earnings

      ($000)	�Net Earnings 

per Common Share�������December 31, 1995�	$	90,108�	$	537�	$	0.07  ��March 31, 1996�		83,930�		(3,437)�	$	(0.45)��June 30, 1996�		91,353�		(2,084)�	$	(0.27)��September 30, 1996�		  102,768�		     1,404�	$	0.18���	$	368,159�	$	 (3,580) ��������December 31, 1996�	$	95,336  �	$	(1,827)    �	$	(0.24)  ��March 31, 1997�		100,602�		6�	$	-��June 30, 1997�		99,308�		(385)�	$	(0.05)��September 30, 1997�		  119,493�		      (326)�	$	(0.04)���	$	414,739�	$	 (2,532) ���



Acquisition



On June 23, 1997 the Company purchased the sawmilling and timber base operations of TimberWest Forest Limited at Williams Lake in the interior region of British Columbia, as well as its railway tie treatment plant at Ashcroft, B.C. The sawmilling assets and operations at Williams Lake have an annual production capacity of 175 million board feet of lumber and include annual Crown timber harvesting rights of 590 thousand cubic metres.  The Williams Lake operations include a studmill, a small log line, a planermill, a fingerjointing plant, a whole log chipper and dry kilns.  The purchase price was $50 million (net of the assumption of $8.4 million of reforestation obligation) plus the amount of working capital at closing (approximately $15 million). The operations were purchased and are being run in Soda Creek, a subsidiary of the Company.  The acquisition was financed by a combination of cash, a $25 million bridge loan and the issuance of $24.8 million in equity. The equity issue has increased the number of common shares outstanding to 9,199,493. On July 17, 1997 the company issued, by way of private placement, U.S. $25 million in senior unsecured notes. The notes have an average life of eight years with final maturity on July 17, 2007. Proceeds from the private placement were utilized to repay the $25 million bridge loan and for operating working capital. The operating results of Soda Creek are included in the Company’s results effective from July 1, 1997.





Comparison of 1997 and 1996 Operating Results



Riverside had a consolidated net loss of $2.5 million in 1997 compared to net loss of $3.6 million in 1996.  The loss per share was ($0.32) for 1997 compared to ($0.47) for 1996.



The production volumes resulting from the Company’s operations for the last two years are as follows:



�             Fiscal Year Ended September 30���                       1997�                       1996������Stud lumber (mmfbm)�	353�	310��Dimension lumber (mmfbm)�	145�	145��Plywood (mmsf)�	359�	364��Veneer (mmsf)�	154�	160��Chips (mbdu)�	419�	393��Logs Utilized (km3)�	2,818�	2,682��

�The increase in production volumes in stud lumber and chips is due primarily to Soda Creek as well as some increases in production efficiencies resulting from the Company’s capital expenditure program. Other operating efficiencies implemented by the Company have increased production capacity in all areas.  Plywood and veneer production was reduced in the last quarter of the year as the Japanese and Canadian marketplaces slowed with a resultant reduction in demand. Dimension lumber production equaled that of 1996 as it continued to be affected by the manufacturing facilities in Williams Lake being under construction throughout the year. One of the main objectives of the Company’s capital expenditure program has been to increase the volume of product from a cubic metre of log. This objective is being achieved and consequently log consumption relative to production continued to decline in 1997 vs. 1996.





Riverside's sales to third party customers for the past two years from the various product lines were as follows:







�Fiscal Year Ended September 30���                   1997	�                       1996	��� ($000)�%� ($000)�%��Lumber - stud  	..........................................�	$	151,369		�	36.5�	$	116,777�	31.7��Lumber - dimension	.................................�		84,441�	20.3�		64,140�	17.4��Plywood	...................................................�		122,344�	29.5�		121,018�	32.9��Veneer	......................................................�		19,330�	4.7�		14,036�	3.8��Wood Chips and Fibre	.............................�		30,943�	7.5�		45,739�	12.4��Bins and pallets	........................................�		2,795�	.7�		6,449�	1.8��Ties and treating ………………………….	�		3,517	�      	 .8  �	            -	�	      -  	��	�	$	414,739�	100%�	$  368,159�  	100%��







For the year ended September 30, 1997 and 1996 the Company's sales volumes and realizations on a unit basis were as follows:





�                    1997	

  Volumes                          $	�                     1996	

    Volumes                        $	

   ��Stud lumber	.............................................�357,879 mfbm�421�304,903 mfbm�  381��Dimension lumber	....................................�163,889 mfbm�515�151,717 mfbm�  423��Plywood	...................................................�334,645 msf�366�359,048 msf�  337��Veneer	......................................................�  83,232 msf�232�  71,035 msf�  198��Wood chips	..............................................�449,707 bdu�  69�363,931 bdu�  126��











�The world-wide geographical sales distribution by volume for the past three years for the Company's principal products of lumber and plywood has been as follows:





Lumber sales distribution�1997�1996�1995��	Canada	..................................................�21%�24%�19%��	United States	.........................................�68%�70%�78%��	Japan	....................................................�11%�6%�3%�������Plywood sales distribution�1997�1996�1995��	Canada	..................................................�61%�61%�63%��	Japan	.....................................................�33%�34%�25%��	Europe	..................................................�4%�5%�11%��	Other	................................................�2%�-�1%��





The operating results of the company for 1997 were affected by the following factors:



	Sales Volumes and Realizations





	Comparative sales volumes have increased or decreased over 1996 on a percentage basis as follows:





�        % increase/

          (decrease)��                       Sales Volume	

     1997                    1996                   1995       ���������Stud Lumber (mfbm)�17%��357,879�304,903�289,188��Dimension Lumber (mfbm)�8%��163,889�151,717�159,522��Plywood (msf)�(7%)��334,645�359,048�341,178��Veneer (msf)�17%��83,232�71,035�61,898��Wood chips (bdu)�24%��449,707�363,931�423,149��





	Percentage increases or decreases in net mill sales realizations are as follows:





�        % increase/

          (decrease)��                          $ / Unit	

     1997                    1996                   1995       �����������Stud Lumber (mfbm)�10%��	421�	381�	369��Dimension Lumber (mfbm)�22%��	515�	423�	382��Plywood (msf)�9%��	366�	337�	348��Veneer (msf)�17%��	232�	198�	218��Wood chips (bdu)�(45%)��	69�	126�	176��







�

	Sales volumes increased for stud lumber, dimension lumber, veneer and wood chips and decreased for plywood. Of the 52,975 mfbm increase in stud lumber sales volumes, 41,332 was due to the acquisition of Soda Creek while the balance was due to recovery and productivity improvements.  The increase in sales volume for dimension lumber was due to an increase in purchase and subsequent resale of lumber from other manufacturers. Production levels of dimension lumber were similar to those of 1996. Plywood sales volumes decreased due to soft markets in Japan and Canada. External veneer sales have increased due to the Armstrong and Kelowna facilities requiring less veneer from Lumby and consequently more veneer was available for external customers. Of the 85,776 bdu increase in wood chip sales 36,427 were due to Soda Creek, 30,000 were due to selling during 1997 the amount that was in inventory at September 30, 1996 while the balance was due to greater production levels.



	The following factors influenced sales realizations:



	

	Lumber & Plywood

	

North American consumption of structural panel and lumber products during the year remained at a high level.  Demand in Japan was good until an increase in consumption tax late in March had a dramatic downward impact on the market.  By the end of the second calendar quarter, plywood and lumber inventories in Japan exceeded consumption levels, purchasing slowed and in some cases stopped and the price of products dropped.



Lumber prices for the year at $421/mfbm for studs and $515/mfbm for dimension lumber were 10% and 22% respectively over fiscal 1996 prices.  Plywood prices followed a similar pattern to lumber and at $366/msf were 9% better than the previous year.



The Company’s sales volume of lumber was up 14% to 521.8 mmfbm from the previous year and includes one quarter of shipments from Soda Creek.  Sales volume to the United States represented 67.7% of the total as compared to 69.9% of last years total.  Canada accounted for 20.5% compared to last years 26.9% and Japan was at 10.8% this year compared to 3.1% last year.  A small volume, 1%, was shipped to other markets.



Plywood sales volumes were off 6.8% this year compared to last year.  All markets were down except for shipments to the United States.  The Companys’ shipments to Japan were ahead of the previous year until April, when they began to fall behind last year volumes and finished the year off 7.7%.  Shipments to Canada were off 5.9% and European shipments were off 34%.





	Wood Chips and Fibre



	Wood chip sales volumes increased 24% from 1996 while at the same time wood chip net mill realizations decreased 45%. The combination of the two resulted in a $14.8 million reduction in operating income.  Wood chips and fibre sales of $30.9 million (1996 - $45.7 million) accounted for 7.5% of total sales in 1997 (1996 – 12.4%) and were sold under long term supply contracts to pulp mills in the central and southern interior region of British Columbia.



	

	Bins and Pallets



The Company's other operations include the sale of plywood bins and shipping pallets used in the fruit harvesting and storage business as well as custom sizing and profiling of panel products for predominantly the Japanese marketplace. In 1997 sales from this operation decreased both because of a decreased demand for bins and pallets due to a decreased fruit harvest as well as a softening of the Japanese market that resulted in less demand for specialty cutting.

	







�	Ties and Tie Treating



	The Ashcroft division was acquired as part of the Soda Creek acquisition. This division provides ties and tie treating services to railroads in Western Canada. Demand was strong during the three months ended September 30, 1997 resulting in a positive contribution to results.





	Canada U.S. Softwood Lumber Agreement



	The Canada-U.S. Softwood Lumber Agreement took effect in April 1996.  The agreement was entered into by the Canadian government to avoid costly countervailing duty actions that had been threatened by the United States.  Under the agreement 14.7 billion board feet of lumber from the provinces of British Columbia, Alberta, Ontario and Quebec can enter the United States annually with no export tax.  This represents a reduction in shipments of approximately 9% from 1995 levels. Exports in excess of this level, or in excess of a quarterly maximum of 28.75% of the annual quota, will incur a U.S. $51.07 per mfbm export tax on the first 650 mmfbm after which shipments will attract a U.S. $102.13 per mfbm export tax.  This agreement expires March 31, 2001.



	The annual quota of 14.7 billion board feet may be allocated by the federal government to companies in the affected Provinces such that these companies will export specific quantities of softwood lumber to the United States without payment of any export fees.  Companies in British Columbia received 59% of the allocation, with 23% for Quebec, 10.3% for Ontario and 7.7% for Alberta.  The allocation was based on historical shipment volumes and goes to primary producers and to remanufacturers.  Wholesalers did not receive direct allocation, but commitments have been made by the primary producers that they will continue to use wholesalers as distributors to the U.S. on a "business as usual" basis.



	Although the Company’s quota allocation, which was received on October 31, 1996, did not significantly affect production levels it affected the geographic market mix of sales with a lower percentage sold into the U.S. and Canada in 1997 and a higher percentage sold into Japan.





	Fibre Costs



	Fibre costs have continued to rise since the government of British Columbia significantly increased stumpage and royalty rates payable on timber harvested from Crown forest lands in May of 1994 and since the introduction of British Columbia's Forest Practices Code.  Fibre costs have increased from an average of $46 per cubic metre in 1993 to $59 per cubic metre in 1994, $71 per cubic metre in 1995, $76 per cubic metre in 1996 and $79 per cubic metre in 1997.  The Company’s total fibre costs of $218 million in 1997 were $17 million higher than in 1996.





	Labour



	The Armstrong, Kelowna, Lumby, Soda Creek and Williams Lake manufacturing operations of the Company have a unionized workforce, the employees of which are members of I.W.A. - Canada.  The existing I.W.A. contract expires on June 30, 2000.  Based on the existing contract, wages increased 1% on July 1, 1997 and will increase 2% on July 1, 1998 and a further 2% on July 1, 1999.



	The Williams Lake Facility was unionized effective July 1, 1997.





	Capital Expenditure Program



The Company commenced a capital expenditure program at the Williams Lake Facility during the 1995 year, ($41.2 million of which was spent up to September 30, 1997, with an additional $1.5 million expected to completion). The intent of the program was to both modernize the facilities and increase the volume of products recovered from the fibre resource.  This project entailed three phases with completion expected to be in December 1997.

�	The Company’s 1997 and 1998 capital investment strategy, which totals $50 million, relates primarily to completion of the Williams Lake modernization and the introduction of small log optimization technology to the balance of the Company's sawmill facilities.  Kelowna completed its small log technology program in 1995 and Armstrong in 1996.  The results of the experiences of these two facilities were used to determine the exact technology that was implemented in Williams Lake.  In addition, the Williams Lake facility’s planer will be upgraded in early fiscal 1998 to produce machine stress rates (MSR) lumber for sale to companies that produce engineered wood products.  MSR lumber products command premium prices over standard dimension lumber products.



	The Company's overall capital expenditure program undertaken since 1993 has impacted favourably on the 1997 results.  The Company's objective is to position itself to realize quickly on market opportunities, while maintaining its manufacturing facilities in a technologically efficient state.  The Company must maintain the competitive edge as an efficient low cost producer of solid wood products, while acting responsibly with respect to the forest resource.  Capital expenditure projects are analyzed for improving recoveries, reducing costs and adding value and those that produce paybacks of less than two years are given priority.  Environmental projects are analyzed on a proactive basis and given priority, where appropriate.



	

	For the five years ended September 30, 1997, Riverside spent $108.5 million on various value added, environmental and maintenance of business projects.  The following table summarizes capital expenditures during the periods indicated.





�                                   Year Ended September 30		                                        

(millions of dollars)���1997�1996�1995�1994�1993�Total����������Adding value�$	26.9�$	12.2�$	27.3�$	10.5�$	3.0�$	79.9��Environmental�	2.8�	1.5�	1.9�	4.0�	-   �	10.2��Maintenance of business�       	3.3�	3.7�	3.0�	5.6�	2.8�	18.4��          Total�$	33.0�$	17.4�$	32.2�$	20.1�$	5.8

�$	108.5��



	The most significant benefit of the capital program is that fewer logs are being utilized in the production process while product volumes are increasing.





Financial Position



On June 23, 1997 the Company purchased Soda Creek for $58.4 million plus the amount of working capital at closing (approximately $15 million).  The acquisition was financed by a combination of cash, the assumption of a reforestation obligation of $8.4 million, a $25 million bridge loan and by the issuance of $24.8 million in equity. The equity issue increased the number of common shares outstanding by 1,600,000 to 9,199,493 and increased share capital by $23.6 million to $81.3 million.



On July 17, 1997 the Company issued, by way of private placement, U.S. $25 million  (approximately CDN $34.3 million) in senior unsecured notes. The notes have an average life of approximately eight years with final maturity on July 17, 2007. Proceeds from the private placement were utilized to repay the bridge loan for the Soda Creek acquisition and for operating working capital. As a result of this financing, long-term debt outstanding prior to deducting any principal included in current liabilities increased from $105.6 million at September 30, 1996 to $139.9 million at September 30, 1997.  The percentage of long-term debt to long-term debt plus equity was 50.2% at September 30, 1997, compared to 47% at September 30, 1996, while the long-term debt to equity ratio was 1.01 to 1, compared to .89 to 1 for those same dates.

�

Cash generated from operations before changes in non-cash operating working capital decreased from $20.3 million for 1996 to $18.3 million for 1997.  Net cash flow from operations was $3.1 million for 1997 compared to $13.8 million for 1996. Working capital, excluding cash,  increased from $29.7 million in 1996 to $60.6 million in 1997, predominantly because of account receivable and inventory increases.



Dividends paid to common shareholders during the year decreased by $1.1 million over 1996 to $1.3 million. Consistent with the Company’s dividend policy to pay a dividend at a rate that is sustainable over a range of economic conditions the quarterly dividend was reduced from $0.06 per share to $0.04 per share effective with the November 1996 dividend.  A special dividend of $0.07 per share was paid during the 1996 year in recognition of the countervailing duty refund reflected in the September 30, 1995 income. A dividend of this nature was not paid during the 1997 year. Retained earnings decreased by $3.8 million to $57.8 million and this, in conjunction with the share issue during the year, resulted in Shareholders’ equity increasing by $19.8 million to $139.1 million ($15.12 per share compared to $15.69 per share at the end of 1996.)



Capital asset additions (other than the Soda Creek acquisition) were $33 million for the 1997 year (1996 - $17.4 million) bringing the total expended since November 19, 1992 (the date of the acquisition of the CFI assets) to $108.5 million.  Total assets at September 30, 1996 were $372 million compared to $304 million at September 30, 1996.



The above activities and expenditures resulted in a decrease in the Company’s cash position of $38.8 million, from $58.4 million at September 30, 1996 to $19.6 million at September 30, 1997. Riverside's working capital position decreased to $80.2 million at September 30, 1996 from $88.1 million at the end of 1996.  The ratio of current assets to current liabilities was 2.24 to 1 at September 30, 1997 compared to 2.43 to 1 at September 30, 1996.





Anticipated Capital Spending 



The anticipated capital spending for the 1998 fiscal year is $16.5 million. The approximate allocation of that spending is as follows:

			



			Plywood plants								$   1.7

			Sawmills – complete Williams Lake, log processing Soda Creek		     7.0

			Environmental – Armstrong precipitator					     2.3

			Mobile equipment – woodlands and facilities				     2.0

			Other maintenance capital							     3.5



				Total								$ 16.5





Environmental projects are assigned priority through the Company's pollution prevention plan to determine the exact timing of the expenditures.



The Company anticipates that annual capital expenditures to maintain the plant and equipment in a technologically advanced state and to replace necessary woodlands and mobile equipment will cost a minimum of $6 million per year.





Earnings Sensitivities



Revenues from the sale of the Company's products are subject to supply and demand and are therefore subject to price changes, which affect earnings.  The costs of producing the Company's products are not so susceptible to significant changes, with the exception of stumpage fees to the provincial government.



The Company's export sales of lumber are principally denominated in United States dollars and, accordingly, a significant change in the exchange rate for the Canadian dollar against the United States dollar will have a significant effect on the Canadian dollar amounts realized.  When the United States dollar is strong relative to foreign currencies, prices quoted in United States dollars fall, and these foreign markets become less profitable.



�The effect on the Company's net income and earnings per common share from changes in the price of lumber, plywood, veneer and wood chips, from changes in log costs, and from changes in United States currency exchange rates is illustrated in the following table based on the 1998 anticipated level of sales volumes and a 40% income tax rate:







��             Annual effect on:	���

Unit Change�   Net Income  

       ($000)	             �Earnings

per share�������Lumber (mbm)	.......................................................�	$10�	3,697�	$0.40��Plywood (msf)	........................................................�	$10�	2,154�	$0.24��Veneer (msf)	..........................................................�	$10�	610�	$0.07��Chips (bdu)	.............................................................�	$10�	3,045�	$0.33��Log Costs (m3)	.......................................................�	$2�	3,957�	$0.43�������Exchange rate (based on $.72 for 1998)	.................�	$0.01�	2,100�	$0.23��



Other Considerations and Uncertainties Affecting the Company



	Forest Tenures



	Under the terms attached to tree farm licences and forest licences, the Ministry of Forests periodically assesses the amount of AAC available to the forest industry in British Columbia.  Such assessments may result in a reduction of the Company's total AAC without certainty as to the likelihood or amount of compensation.



	The timber supply assessments completed to date, have not resulted in any significant change to the Company’s  AAC.





	Environmental Matters



	As a result of changing public concern about timber harvesting practices, claims for competing land use and preservation of mature and old growth forests, new laws and regulations have been enacted that may affect future forest management decisions, including the British Columbia Forest Practices Code.  Special interest groups have taken action in a number of areas in British Columbia to prevent logging by forestry companies and are lobbying to have lands withdrawn from timber production.  Some special interest groups have also attempted to deter European purchasers from buying British Columbia forest products.  In addition, growing public concern over emissions and discharges by industry production facilities has resulted in increasingly stringent regulatory requirements, resulting in increased compliance and administrative costs.





	Land Claims



	Native groups in British Columbia including the Westbank First Nation Indian band in the Okanagan Valley have claimed substantial portions of the province as land which they own or in which they have an interest and in respect of which they are seeking treaty rights and compensation from various levels of government.  Land claim settlements over the next ten years may result in increased aboriginal participation on the public land on which Riverside harvests its timber.





�Outlook



The Company's outlook for 1998 remains uncertain.  Results will be affected by the inclusion of a whole year of the Soda Creek operations. Production levels otherwise are anticipated to be similar to those that were experienced in 1997. 



The effects of the capital expenditure programs, which have focussed on improving recoveries, reducing costs and adding value, will positively affect the 1998 results.



Fibre costs are continuing to increase as a result of the effect of the British Columbia Forest Practices Code and normal cost increases.



The Company has been successful in its efforts to reduce controllable costs – it must now be successful at reducing those costs that are under governmental control. Although progress is being made in this regard, a constant and sustained effort will be required to realize the rewards. As always the Company’s outlook for this industry is as one of a long-term player.



Earnings sensitivity analysis is provided above to illustrate the effect on the Company's net income and earnings per share of changes in:



	a)	the prices of lumber, plywood, veneer and wood chips;	

	b)	the cost of logs; and

	c)	the U.S./Canada exchange rate
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