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We have audited the consolidated balance sheets of West Fraser Timber Co. Ltd. as at December 31,
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financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the
financial position of the Company as at December 31, 2006 and 2005 and the results of its operations

and its cash flows for the years then ended in accordance with Canadian generally accepted accounting
principles.
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February 15, 2007
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West Fraser Timber Co. Ltd.

Consolidated Balance Sheets
As at December 31, 2006 and 2005

(in thousands of Canadian dollars)

Assets

Current assets

Cash and short-term investments
Accounts receivable

Inventories (note 4)

Prepaid expenses

Current assets held for sale (note 5)

Property, plant, equipment and timber (note 6)
Deferred charges(note 7)

Goodwill

Other assetgnote 8)

Long-term assets held for sal¢note 5)

Liabilities and Shareholders’ Equity

Current liabilities

Cheques issued in excess of funds on deposit
Operating loans (note 9)

Accounts payable and accrued liabilities
Income taxes payable

Current portion of reforestation obligations (n&@®
Current portion of long-term debt (note 9)
Current liabilities held for sale (note 5)

Long-term debt (note 9)
Other liabilities (note 10)
Future income taxegnote 20)

Long-term liabilities held for sale (note 5)

Shareholders’ equity(note 11)

Commitments (note 12)

Approved by the Board of Directors

William P. Ketcham
Director

2006 2005

$ 605,574 $ 62,199

300,919 308,509

531,873 572,004

12,921 14,081

30,739

1,451,287 987,532
2,133,914 2,230,055

41,826 27,143

263,719 263,719

127,689 61,537

- 63,697

$ 4,018,435

$ 3,633,683

$ - $ 43,899
- 165,111
468,429 333,075
178,861 4,661
54,222 52,319
128,284 4,500
- 1356
829,796 617,120
499,620 623,860
137,446 132,960
312,443 377,637
- 16,187
1,779,305 1,767,764
2,239,130 1,865,919

$ 4,018,435

$ 3,633,683

g4
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J. Duncan Gibson
Director



West Fraser Timber Co. Ltd.

Consolidated Statements of Earnings
For the years ended December 31, 2006 and 2005

(in thousands of Canadian dollars, except earrpegshare)

2006 2005
Sales $ 3,325,835 $ 3,576,701
Costs and expenses
Cost of products sold 2,296,157 2,321,785
Freight and other distribution costs 543,663 9é4a,
Export taxes 16,755 -
Amortization 251,869 255,384
Selling, general and administration 113,896 378,
Share option recovery (note 2) (1,233) (5,666)
Restructuring charge (note 15) 37,631 -
Duty (refund) expense (note 16) (325,395) 151,431
2,933,343 3,385,218
Operating earnings 392,492 191,483
Other
Interest income on duty refund 50,032 -
Interest expense - net (note 17) (37,592) (48,424)
Exchange (loss) gain on long-term debt (720) 13,850
Gain on sale of power purchase agreement (note 8) 61,793 -
Gain on assets held for sale (note 5) 21,686 -
Gain on timber take-back (note 18) 13,609 3,300
Other income (expense) (note 19) 20,984 (8,771)
Earnings before income taxes and non-controlling iterest 522,284 151,438
(Provision for) recovery of income taxegnote 20)
Current (181,741) (66,878)
Future 57,885 24,581
(123,856) (42,297)
Earnings before non-controlling interest 398,428 109,141
Non-controlling interest (431) (1,491)
Earnings $ 397,997 $ 107,650
Earnings per share(note 21)
Basic $ 931 $ 2.52

Diluted $ 923 $ 2.49




West Fraser Timber Co. Ltd.

Consolidated Statements of Retained Earnings
For the years ended December 31, 2006 and 2005

(in thousands of Canadian dollars)

2006 2005
Retained earnings
Balance - beginning of year $ 1,268,811 $ 1,185,102
Change in accounting policy(note 2) (1,548) -
Earnings 397,997 107,650
1,665,260 1,292,752
Common share dividends (23,949) (23,941)

Balance - end of year $ 1,641,311 $ 1,268,811




West Fraser Timber Co. Ltd.

Consolidated Statements of Cash Flows
For the years ended December 31, 2006 and 2005

(in thousands of Canadian dollars)

Cash flows from operating activities
Earnings
Items not affecting cash
Amortization
Writedown of pulp assets (note 15)
Exchange loss (gain) on long-term debt
Change in reforestation obligations
Change in other long-term liabilities
Change in deferred charges
Future income taxes
Gain on asset sales
Other

Net change in non-cash working capital items

Cash flows from financing activities
Repayment of long-term debt

(Repayment of) net proceeds from operating loans
Common share dividends

Issuance of Common shares (note 11)

Other

Cash flows from investing activities

Additions to property, plant, equipment and timber
Proceeds from disposal of property, plant, equigraed timber
Net proceeds from assets held for sale (note 5)

Addition to power purchase agreement (note 8)

Decrease in other assets

Increase (decrease) in cash
Net cash - beginning of year
Net cash - end of year

Net cash consists of
Cash and short-term investments
Cheques issued in excess of funds on deposit

Supplemental information
I nterest paid
I ncome taxes paid

2006 2005
397,997 $ 107,650
251,869 255,384

34,780 -
720 (13,85
(6,266) (2,134)
12,043 (BB)
(14,607) 9,101
(59,043) (24,326)
(98,262) (3,171)
2,753 4,145
521,984 265,756
358,2 (236,053)
880,198 29,703
(1,200) (249,300)
165,011) 99,111
(23,949) (23,941)
554 527
156 166
(189,550) (173,437)
(211,630) (224,401)
37,013 22,624
4281 -
50L7), :
7,341 14,248
(103,374) (187,529)
587,274 (331,263)
18,300 349,563
605,574 $ 18,300
605,574 $ 62,199
- 3,899)
605,574 $ 18,300
40,760 $ 50,219
73335 $ 243,662




West Fraser Timber Co. Ltd.

Notes to Consolidated Financial Statements
December 31, 2006 and 2005

(figures are in thousands of Canadian dollars, @xefere indicated)

1

Nature of operations and significant accounting paties

Nature of operations

The Company is an integrated forest products cosnparducing lumber, panels and pulp and paper @tsdu
Basis of presentation

The Company’s consolidated financial statementpegpared in accordance with Canadian generallgped
accounting principles. Certain comparative figurage been reclassified to conform to the curreat’ge
presentation.

Principles of consolidation

The consolidated financial statements include toeants of the Company and its subsidiaries. Ryaldirect
and indirect operating subsidiaries are West Frisilés Ltd., West Fraser Forest Products Inc., BRidge
Lumber Inc., Ranger Board Inc., Alberta Plywood.LWest Fraser, Inc., (formerly West Fraser (Squtiy).),
West Fraser Newsprint Ltd., and Sundre Forest RtedLid.

Investments in and operations of the Company’'s p@mtures are accounted for by the proportionate
consolidation method, except for consolidated Vdeianterest entities.

Revenue recognition

Revenues are derived from product sales and aogmezed upon the transfer of significant risks amaards
of ownership, provided collectibility is reasonahlysured.

Use of estimates

The preparation of financial statements requiréismases and assumptions that affect the amountstexpin
the financial statements and accompanying notgsiffsiant areas requiring estimates are asset trahs
reforestation obligations, other asset retiremétigations and employee future benefits. Actual ants could
differ materially from those estimates.

Foreign currency translation
Monetary assets and liabilities denominated inifpreurrencies, including long-term debt, are tlatesl into
Canadian dollars at the exchange rates prevaititfigeeend of the period. Other assets and liadnlitind

income and expense items are translated at theegelrates prevailing on the transaction datesulfRes
exchange gains or losses are included in earnings.

(1)



West Fraser Timber Co. Ltd.

Notes to Consolidated Financial Statements
December 31, 2006 and 2005

(figures are in thousands of Canadian dollars, @xefere indicated)

The Company’s foreign operations are considerdgbtimtegrated. Accordingly, monetary items arediated
at the rates of exchange in effect at the balaheetslates, and non-monetary items are translatestarical
exchange rates. Revenues and expenses are trdratléite average rate of exchange in effect duhiageriod
in which they occur, except for amortization ofeisswhich is translated at the same historicahamge rate
as the asset to which it relates. Gains or losseketranslation of monetary items are includedamings.

Cash and short-term investments

Cash and short-term investments consist of castepasit and short-term interest-bearing secunitiés
maturities at their purchase date of three monthsss.

Inventories

Inventories of logs and manufactured products aheed at the lower of average cost and net reaéiaatue.
Inventories of other raw materials, processing neteand supplies are valued at the lower of ayest and
replacement cost.

Property, plant, equipment and timber

Property, plant, equipment and timber are statedsttless accumulated amortization. Major manufaaj
assets under construction include capitalizedesteaind preproduction and start-up costs, wherkcapfe.
Expenditures for additions and improvements aréalaed. Expenditures for maintenance and repes
charged to earnings. Upon retirement, disposagstrdction of assets, the cost and related amticiizare
removed from the accounts and any gain or lossflisated in earnings.

Property, plant and equipment are principally aimed on a straight-line basis over their estimatseful lives

as follows:
Buildings 10 - 30 years
Manufacturing equipment and machinery 10 - 20yea
Fixtures and other equipment 3-10 years

Timber rights and roads are amortized over a paradxceeding 60 years.

Capitalized preproduction and start-up costs arertired over a period not exceeding five years.

Goodwill

Goodwill represents the excess of the purchase pad for an acquisition over the fair value o tiet assets

acquired. Goodwill is not amortized, but is subfecan impairment test on at least an annual basisore
frequently if events or circumstances indicate thatay be impaired.

(2)



West Fraser Timber Co. Ltd.

Notes to Consolidated Financial Statements
December 31, 2006 and 2005

(figures are in thousands of Canadian dollars, @xefere indicated)

Goodwill impairment is assessed based on a congpaoisthe fair value of a reporting unit to the arigiing
carrying value of the reporting unit’s net assetsluding goodwill. When the carrying amount of teporting
unit exceeds its fair value, the fair value of tBporting unit's goodwill is compared with its cang amount
to measure the amount of impairment loss, if any.

Impairment of long-lived assets

The Company reviews property, plant, equipmenttambler for impairment whenever events or changes in
circumstances indicate that the carrying amount nm\pe recoverable. Recoverability is assessed by
comparing the carrying amount to the projectedriutet cash flows the long-lived assets are exgdote
generate.

Asset retirement obligations

The Company harvests timber under various timlggntsi Estimated future reforestation obligatiores ar
accrued and charged to earnings at the time theetim harvested. The reforestation obligatioreigawed
periodically and changes to estimates are creditetiarged to earnings.

The Company records the estimated fair value @iadlity for other asset retirement obligationglie period a
reasonable estimate of fair value can be madefaihealue is added to the carrying amount of thsoaiated
asset and amortized over its useful life. The ligbis accreted over time through periodic charggesarnings
and is reduced by actual costs of settlement.

Share-based compensation

The Company’s share option plan gives share opindaers the right to elect to receive a cash payineieu
of exercising the option to purchase Common shdites.Company records an expense or recovery foe sha
options, based on the quoted market value of thepgaay’s Common shares. If an option holder elexts t
purchase Common shares, as opposed to receivaghgpayment, both the exercise price and the atcrue
liability is credited to shareholders’ equity.

The Company’s directors’ deferred share unit pf&DSU”) allows for settlements in cash or Commoarss
at the holder’s option and, therefore, is accoufdeds a liability. Changes in the Company’s oaligns
under the DDSU, which arise from fluctuations ie tharket price of the Company’s Common shares
underlying this plan, are recorded in selling, gahand administration expenses.

3)



West Fraser Timber Co. Ltd.

Notes to Consolidated Financial Statements
December 31, 2006 and 2005

(figures are in thousands of Canadian dollars, @xefere indicated)

Employee future benefits

The Company accrues for its obligations under eygadenefit plans and the related costs net ofgdants.

The Company has adopted the following policies:

* The measurement date used for accounting purpesastdber 31;

» The cost of pensions earned by employees is aatlyadietermined using the projected benefit method
pro-rated on service and management’s estimatepafoted plan investment performance, salary
escalation and retirement ages of employees;

* For the purpose of calculating the expected redarplan assets, those assets are valued at fae;val

» Past service costs arising from plan amendmentsransitional obligations are amortized on a
straight-line basis over the estimated averageirengaservice period of employees active at the it

the amendments;

» The excess of the net actuarial gain (loss) ovét @bthe greater of the benefit obligation andftie
value of plan assets is amortized over the avarmgaining service period of the active employees.

For defined contribution plans, the pension expéndiee amount of contributions the Company is ineglto
pay for services rendered by employees.

Income taxes

Future income taxes are provided for using thdliiglmethod. Under the liability method, futurecmme taxes
are recognized for temporary differences betweeriak and financial statement bases of assetditieshand
certain carry-forward items.

Future income tax assets are recognized only texttent that it is more likely than not that theyl \ve

realized. Future income tax assets and liabilaiesadjusted for the effects of changes in tax Ewesrates on
the date of substantive enactment.

(4)



West Fraser Timber Co. Ltd.

Notes to Consolidated Financial Statements
December 31, 2006 and 2005

(figures are in thousands of Canadian dollars, @xefere indicated)

2

Change in accounting policy

Effective December 31, 2006 the Company adoptedéieprovision of the Emerging Issue Committee
pronouncement No. 162 for share-based compendatialirectors, officers and employees eligibledtre
before the vesting date. Compensation expensengemngnized over the earlier of the normal vesfiagod
or the period from the grant date to the date thpleyee becomes eligible to retire. Pursuant tdrduesition
provision, the Company recorded an adjustment ¢§4Bl(net of tax of $791) to opening 2006 retained
earnings for the cumulative effect on prior yeaisiag from this change in accounting policy. Thenibany
has not restated earnings of any prior periodrast of adopting this accounting change as thegamy has
concluded that such an impact is not material. fidoal 2006 income statement effect of adopting tiange
in policy was an increase in earnings of $1,64® ¢fitax of $838).

Investment in joint ventures

The Company'’s joint ventures are Alberta Newsp@iampany (50%) and Cariboo Pulp and Paper Company
(50%). The Company’s proportionate share of thetjeentures is as follows:

2006 2005
Current assets $ 66,213 $ 57,078
Non-current assets 174,158 149,096
Total assets 240,371 206,174
Current liabilities (26,877) (23,510)
Non-current liabilities (22,887) (22,396)
Equity $ 190,607 $ 160,268
Sales $ 215595 $ 198,670
Costs and expenses (161,061) (186,472)
Earnings before income taxes $ 54534 $ 12,198
Cash flows from operating activities $ 54595 $ 640,
Cash flows from financing activities $ 127  $ -
Cash flows from investing activities $ (22,230% (10,403)

The Company has business transactions with cesfais joint venture participants and entities tethto these
participants. All transactions are at market priged on normal business terms.

()



West Fraser Timber Co. Ltd.

Notes to Consolidated Financial Statements

December 31, 2006 and 2005

(figures are in thousands of Canadian dollars, @xefere indicated)

4

5

Inventories

Logs and wood chips
Manufactured products
Processing materials and supplies

Assets held for sale

2006 2005
$ 170,318 178,103
269,571 305,609
91,984 88,292
$ 531,873 572,004

The Company sold its interest in two sawmills dmglrielated timber harvesting rights for net prosesfd
$79,228, resulting in a gain of $21,547. The Comgpaleo sold road maintenance and logging operations

located in Hinton, Alberta for proceeds of $2,2@kulting in a gain of $139.

The results of operations from these assets tedleedates are included in earnings. Effective aigni, 2006,
amortization was discontinued on the assets helsdie.

Property, plant, equipment and timber

Manufacturing plant, equipment and machinefy
Construction-in-progress

Timber rights and roads

Rental properties

Other

Manufacturing plant, equipment and machinefy
Construction-in-progress

Timber rights and roads

Rental properties

Other

2006
Accumulated
Cost amortization Net
3,207,455 $ 1,781,682 $ 1,425,773
73,261 - 73,261
806,703 208,499 598,204
15,584 4,055 11,529
28,089 2,942 25,147
$ 4131,092 $ 1,997,178 $ 2,133,914
2005
Accumulated
Cost amortization Net
3,136,882 $ 1,690,656 $ 1,446,226
99,581 - 99,581
854,330 208,988 645,342
19,632 5,299 14,333
26,836 2,263 24,573
$ 4137261 $ 1,907,206 $ 2,230,055

(6)



West Fraser Timber Co. Ltd.

Notes to Consolidated Financial Statements
December 31, 2006 and 2005

(figures are in thousands of Canadian dollars, @xefere indicated)

7 Deferred charges

2006 2005
Deferred pension (note 13) $ 35,634 $ 20,760
Deferred financing fees - net 5,164 6,383
Deferred transaction costs (note 12) 1,028 -
$ 41826 $ 27,143
Deferred financing fees are amortized over the tfrthe related debt.
8 Other assets
2006 2005
Power purchase agreements - net $ 102,442 $ 28,673
Investments 10,712 15,822
Advances for timber and timber deposits 14,535 ,047
$ 127,689 $ 61,537

Power purchase agreements

Effective January 1, 2001, the Company enteredtimbopower purchase agreements to acquire a pasfion
the electricity generated from two power plantgiberta at substantially predetermined prices. Thenpany
sells the electricity acquired under the power pase agreement at prevailing market prices. Asémee time,
the Company’s Alberta operations purchase elettratiprevailing market prices. Effective May 10B0the
Company sold its interest in one of the agreemientgroceeds of $68,211 while concurrently acqgiren
greater interest in the remaining agreement forZ@#b The transactions were accounted for as aasale
purchase respectively, resulting in a gain of $83, Following the transactions, the Company’s slére
electricity generated was approximately 120 megeas#at 2006 and is expected to be 115 megawattggaer
for the period 2007 to 2020. The power purchaseeagent is amortized over the life of the agreement.

(7)



West Fraser Timber Co. Ltd.

Notes to Consolidated Financial Statements
December 31, 2006 and 2005

(figures are in thousands of Canadian dollars, @xefere indicated)

9

Long-term debt and operating loans

Long-term debt

2006 2005

Cdn $125,000 debentures due 2007; interest at 6.80% $ 124984 $ 124,960
Cdn $150,000 debentures due 2009; interest at 4.94% 150,000 150,000
US $300,000 senior notes due 2014; interest aéb.20 349,620 348,900
Cdn $3,300 term note; interest at floating rétes 3,300 4,500
627,904 628,360

Less: Current portion (128,284) (4,500)
$ 499,620 $ 623,860

@ Floating rates are based on Prime, US base, Baskeeptances or LIBOR at the Company’s option.

Interest payments are made on a semi-annual bakishe exception of the Cdn $3,300 term note, Whire
made quarterly.

Principal repayments required are as follows:

2007 $ 128,284
2008 -
2009 150,000
2010 -
2011 -
Thereafter 349,620
$ 627,904

Operating loans

The Company has approximately $516,700 (2005 - 88 in revolving lines of credit available, navfe
which was drawn as at December 31, 2006 (20055,$18). Interest is payable at floating rates based
Prime, US base, Bankers Acceptances or LIBOR attrmepany’s option. The Company has also issued
$14,863 (2005 - $14,392) under various lettergedic.

All long-term debt and bank lines of credit areemged except for a $5,000 joint venture line efdd@rwhich
is secured by its working capital.

(8)



West Fraser Timber Co. Ltd.

Notes to Consolidated Financial Statements
December 31, 2006 and 2005

(figures are in thousands of Canadian dollars, @xefere indicated)

10 Other liabilities

2006 2005
Post-retirement obligations (note 13) $ 54,029 $ 243
Timber damage deposits 14,605 10,921
Reforestation obligations - long-term 60,054 83,1
Other asset retirement obligations 8,758 9,609
$ 137,446  $ 132,960

Asset retirement obligations

The Company’s asset retirement obligations retattstresponsibility for reforestation under vasdimber
rights and to landfill closure and other site reragdn costs.

Changes in asset retirement obligations are assl|

Reforestation Other
2006 2005
Asset retirement obligations -
beginning of year $ 123,643 $ 120,942 $ 9,609 $ 6,636
Liabilities recognized 40,234 44,182 - -
Liabilities settled (52,832) (45,504) (1,036) (106)
Accretion expense 5,753 5,412 497 868
Change in estimates 530 (4,209) (312) -
Obligations sold (note 5) (3,052) - - -
Acquired obligations - 2,820 - 2,211
Asset retirement obligations -
end of year 114,276 123,643 8,758 9,609
Less:
Current portion (54,222) (52,319) - -
Long-term liabilities
held for sale - (3,137) - -
$ 60,054 $ 68,187 $ 8,758 $ 9,609

The total undiscounted amount of the estimated ftagls to settle the above obligations is $143,28D5 -

$154,519). The cash flows have been discounted asirinflation and credit adjusted risk-free ratesging
from 3.25% to 4.6% to determine fair value.

The timing of the reforestation payments is basethe Company’s estimate of the amount of time ireguo
attain free to grow status in a given area, whectenerally between 12 to 15 years. Paymentsngltdi
landfill closure and site remediation costs areeetgd to occur at periods ranging up to 20 years.

(9)



West Fraser Timber Co. Ltd.

Notes to Consolidated Financial Statements
December 31, 2006 and 2005

(figures are in thousands of Canadian dollars, @xefere indicated)
11 Shareholders’ equity

Authorized share capital
10,000,000 Preferred shares, issuable in seridsoutipar value
200,000,000 Common shares, without par value
20,000,000 Class B common shares, without par value

2006 2005
Number of Number of
shares issued Amount shares issued Amount
Common 37,886,731 $ 597,615 37,871,786 $ 597,061
Class B common 4,885,206 491 4,885,206 491
Total Common 42,771,937 598,106 42,756,992 57
Retained earnings 1,641,311 1,268,811
Share purchase loans (287) (444)
$ 2,239,130 $ 1,865,919

Share capital transactions during 2006
The Company issued 14,945 Common shares for $554.
Share capital transactions during 2005

The Company issued 12,242 Common shares for $523@0000 Class B common shares in the amount of
$50 were exchanged for Common shares during the yea

Rights and restrictions of Common shares

Common shares and Class B common shares are aqlbatéspects except that each Class B commom shar
may at any time be exchanged for one Common share.

Dividends payable

Dividends declared and unpaid at December 31, 2é@funted to $5,988 (2005 - $5,986) and are inclimed
accounts payable and accrued liabilities.

Share purchase loans
Share purchase loans receivable of $287 (20054)%4ter the Company’s management share purchase pl

are included as a reduction of shareholders’ equiltg loans are non-interest bearing, mature irf820@ are
secured by a pledge of 12,326 (2005 - 18,475) Camshares.

(10)



West Fraser Timber Co. Ltd.

Notes to Consolidated Financial Statements
December 31, 2006 and 2005

(figures are in thousands of Canadian dollars, @xefere indicated)
Share option plan

The Company has a share option plan for its directificers and employees, under which it may gugnto
3,505,506 share options. The exercise price oheestption is the closing price of the Company’snGwn
shares on the day preceding the grant date. Tlhengptest at the earlier of retirement or 20% pesaryfrom
the grant date and expire after 10 years.

A summary of the activity in the share option pispresented below:

2006 2005
Weighted Weighted
average average
exercise exercise
Options price Options price
(dollars) (dollars)
Outstanding -
beginning of
year 1,913,305 $ 33.68 1,866,348 $ 30.10
Granted 330,200 41.19 313,030 51.56
Exercised (43,421) 33.63 (266,073) 29.65
Expired/cancelled (45,400) 44.50 - -
Outstanding - end of
year 2,154,684 $ 34.60 1,913,305 $ 33.68
Exercisable - end of
year 1,389,076 $ 30.27 1,143,602 $ 28.94

The following table summarizes information abowt $inare options outstanding at December 31, 2006:

Weighted

average Weighted Weighted

remaining average Number of average

Number contractual exercise exercisable exercise

Range of exercise prices outstanding life price options price

(dollars) (years) (dollars) (dollars)
$21.08 334,143 4.0 $ 21.08 334,143 $ 21.08

$27.61 - $29.75 490,661 2.7 $ 29.33 490,661 $ 29.33

$33.41 - $35.54 562,650 5.7 $ 33.44 412,610 $ 33.44

$38.90 - $41.19 469,200 8.4 $ 40.37 78,800 $ 38.90
$51.56 298,030 8.1 $ 51.56 72,862 $ 51.56
2,154,684 5.7 $ 34.60 1,389,076 $ 30.27

(11)



West Fraser Timber Co. Ltd.

Notes to Consolidated Financial Statements
December 31, 2006 and 2005

(figures are in thousands of Canadian dollars, @xefere indicated)

12

Directors’ deferred share unit plan

Under the DDSU, non-employee directors of the Camgpaay elect to receive all or a portion of theie for
that fiscal year in the form of deferred sharesmihich vest immediately. Units are redeemableash or
Common shares, only following resignation or retiest and must be redeemed by December 15 of the
following year and in certain cases a shorter firmgod. As at December 31, 2006, there were 2(0(2005 -
13,149) units outstanding.

Commitments

a) In November 2006, the Company entered into an aggaeto acquire 13 sawmills for approximately
US$325 million, subject to post closing adjustmefitge transaction is expected to close in the first
guarter of 2007.

b) Operating leases

The Company is committed to payments under cegémating leases for equipment, land, buildings and
office space. The payments required under thesedeaver the next five years amount to $9,058 (2005

$9,202).

2007 $ 2,580
2008 2,105
2009 1,480
2010 1,172
2011 980
Thereafter 741

$ 9,058

c) Product purchase and sale commitments

The Company has long-term purchase and sale cewéb annual minimum volume commitments. All
contracts are at market prices and on normal bssiteems.

d) Capital expenditures

Capital commitments at December 31, 2006 amoumnt&d 3,440 (2005 - $47,417).

(12)



West Fraser Timber Co. Ltd.

Notes to Consolidated Financial Statements
December 31, 2006 and 2005

(figures are in thousands of Canadian dollars, @xefere indicated)
13 Employee future benefits

The Company maintains non-contributory defined Eeaad defined contribution pension plans coveldng
majority of its employees. The defined benefit gplanovide pension benefits based on either lenfgtkervice
or earnings and length of service. The Company@iseides group life insurance, medical and extende
health benefits to certain employee groups.

The total pension expense for the Company’s defooedribution pension plans is $1,475 (2005 - $2)10

The status of the Company’s defined benefit pengians and other benefit plans, in aggregate, islksvs:

Pension plans Other benefit plans
2006 2005 2006 2005
Expense
Current service cost $ 31,167 $ 25,849 $ 1,095 % 0041,
Interest cost on earned benefit obligations 41,302 39,513 2,853 2,920
Actual return on plan assets (96,589) (62,799) - -
Actual actuarial loss (gain) on benefit obligations 32,869 73,291 (728) 4,134
Other (87) (93) - -
Expense before adjustments 8,662 75,761 3,220 ,0588
Difference between expected return and actual
return on plan assets 50,097 24,169 - -
Difference between net actuarial (gain) loss
recognized and actual (gain) loss on benefit
obligations (30,674) (73,545) 893 (4,032)
Difference in other 320 187 460 460
Net expense $ 28,405 $ 26572 $ 4573 $ 4,486
Accrued benefit obligations
Projected benefit obligations - opening $ 752,000 $ 653,108 $ 54924 $ 48,773
Acquired (divested) plans (11,995) - (1,026) 2,969
Current service cost 31,342 24,892 1,096 863
Interest cost 41,399 36,171 2,861 2,539
Benefits paid (38,578) (35,361) (1,578) (3,563)
Actuarial loss (gain) and other 32,869 73,190 287 3,343
Plan transfers and improvements 3,363 - 35 -
Projected benefit obligations - ending $ 810,400 $ 752,000 $ 55,584 $ 54,924
Plan assets
Fair value - opening $ 698,940 $ 584,892 $ - $ -
Divested plans (11,465) - - -
Actual return on plan assets 96,589 62,799 - -
Contributions 37,653 86,601 1,578 3,563
Benefits paid (38,578) (35,361) (1,578) (3,563)
Plan transfers and improvements 347 - - -
Other 96 9 - -
Fair value - ending $ 783582 $ 698,940 $ - $ -
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West Fraser Timber Co. Ltd.

Notes to Consolidated Financial Statements
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(figures are in thousands of Canadian dollars, @xefere indicated)

Pension plans Other benefit plans
2006 2005 2006 2005
Funded status of the plans
Surplus (deficit) - registered plans $ (28,016) $ 53,051) $ (55,584) $ (54,924)
- supplemental plans 1,198 (9) - -
(26,818) (53,060) (55,584) (54,924)
Unamortized net actuarial losses 48,456 68,472 4,924 5,926
Unamortized past service costs 4,427 1,895 - -
Unamortized net transitional amount (2,307) (2)40 2,763 3,223
Contributions after measurement date 5,744 6,521 - -
Long-term liabilities held for sale - 873 - -
Net accrued benefit (liability) asset $ 29,502 $ 292 3 (47,897) $ (45,775)
Represented by
Deferred pension (note 7) $ 35634 $ 20,760 $ - 8 -
Pension and other benefit plans (note 10) (6,132) 659 (47,897) (45,775)
Long-term liabilities held for sale (note 5) - 37 - -
$ 29,502 $ 22,292 $ (47,897) $ (45,775)
The significant actuarial assumptions used arel&sAfs:
Pension plans Other benefit plans
2006 2005 2006 2005
To determine benefit obligations at end of year
Discount rate 5.25% 5.25% 5.25% 5.25%
Expected rate of return on plan assets 7.00% 009%. n/a n/a
Rate of increase in future compensation 3.25% .25% n/a n/a
To determine benefit expense (income) for the year
Discount rate 5.25% 6.00% 5.25% 6.00%
Expected rate of return on plan assets 7.00% 009%. n/a n/a
Rate of increase in future compensation 3.25% .75% n/a n/a

The Company funds health care benefit costs, showder other benefit plans, on a pay-as-you-go b@kis
actuarial assumptions are for extended healthamaeincreases of 10% per year for five years,iggadown
to 4.5% per year thereafter, with no increase énniedical services plan.

Assumed health care cost trend rates have a signifeffect on the amounts reported for the heath plans.
A one-percentage-point increase or decrease imaskhealth care cost trend rates would have theafiig
effects for 2006:

Increase Decrease
Total of service and interest cost $ 720 $ 711
Accrued benefit obligations $ 8,747 $ 8,175
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Assets

The weighted-average asset allocations of the Coypaefined benefit plans at the measurement tate,
asset category, are as follows:

2006 2005
Equity investments 61% 53%
Fixed income investments 35% 38%
Other investments 4% 9%

100% 100%

Actuarial valuations

Actuarial valuations of the Company’s pension plaresgenerally required every three years. The negsint
valuations and the next scheduled valuations ®Qbmpany’s principal defined benefit plans aréolisws:

Scheduled Benefit Fair value of

Last actuarial valuation date valuation date obligations assets
December 31, 2003 December 31, 2006 3% 3%
December 31, 2004 October 1, 2006 2% 2%
December 31, 2004 December 31, 2007 49% 50%
December 31, 2005 December 31, 2006 4% 5%
December 31, 2005 December 31, 2008 42% 40%

100% 100%

14 Financial instruments

a) Fair values

The recorded amounts for cash and short-term imaggts, accounts receivable, operating loans, atsoun
payable and accrued liabilities approximate faluesa, based on their short-term maturities.

The fair value of the Company’s long-term debt at&nber 31, 2006 was $480,341 (2005 - $617,540)
based on rates currently available to the Companiphg-term debt with similar terms and remaining
maturities.

b) Credit risk

The Company sells its products to a variety of @mgtrs under various payment terms and therefore is
exposed to credit risks. The Company has adoptkcigmand procedures designed to limit these risks

(15)



West Fraser Timber Co. Ltd.

Notes to Consolidated Financial Statements
December 31, 2006 and 2005

(figures are in thousands of Canadian dollars, @xefere indicated)

15

16

c) Currency risk

A significant portion of the Company’s earninggenerated from sales denominated in U.S. dolldre. T
Company does not use forward exchange contracesitee its exposure to exchange rate movements,
however, the Company has a significant portiorisolang-term debt denominated in U.S. dollars.

Restructuring and impairment charges

During the year, the Company expensed $37,63lerktata restructuring of the pulp mill in Hintonlb&rta.
Of this amount, $34,780 was for the writedown afgarty, plant, equipment and timber with the badafor
other restructuring costs.

In 2005, the Company expensed $7,715 related tsithiedown of a 50% owned sawmill. Of this amount,
$5,184 was charged to amortization expense an@$2bother closure costs was charged to admitiistra
expense.

Countervailing and antidumping duties

On October 12, 2006, the Softwood Lumber Agreer(i&itA 2006”) between the Canadian and U.S.
governments came into effect. The terms includ&aoipg the then existing countervailing and antiging
duties with a Canadian-imposed export tax, or alioation of a lower tax and quota, both of whichyraary
based on the price of lumber and the volume ofrshipis to the United States. The agreement reqbotd
parties to withdraw all litigation and the U.S. irstry to waive their rights to file another casdlathe
agreement is in effect. The SLA 2006 required th®. ldovernment to refund with interest all dutielected.
The Company’s share of the US$1 billion to be paithe U.S. government under the SLA 2006 is furtued
special charge of 18.06% on duties and intereso @pctober 12, 2006. The following amounts havenbee
recorded in the financial statements related teedwind the SLA 2006:

2006 2005
Duties and interest receivable included in accotetsivable $ 2,660 $ -
Special charge included in accounts payable $ 8p2,3% -
Duties expensed prior to the SLA 2006 coming irffect $ 61,432 $ 151,431
Duty refund recorded in income - net of relatedcsgdecharge (386,827) -
Duty (refund) expense $ (325,395) $ 151,431
Interest income $ (50,032) $ -

The special charge payable includes amounts payglaked to pre-2005 duties paid to Internatiorsdd?
under the terms of the agreement under which thmep@aay acquired Weldwood of Canada Limited.
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17 Interest expense

2006 2005

Long-term interest $ (34,569) $ (47,478)
Current interest expense - net (3,023) (946)
$ (37,592) $ (48,424)

18 The Forestry Revitalization Plan (“FRP”)

In 2003, the Government of B.C. (“Crown”) enactked FRP which provided for changes to Crown forest
policy and to the allocation of Crown timber teraite licensees. The harvesting rights associatdd wi
replaceable tenures in excess of certain annuaimesd were reduced by 20% and assets, such asaméds
bridges in the affected areas, were also expr@atidthe effect of the timber take-back was a rednaif
approximately 1,275,000%of the Company’s existing allowable annual cuteplaceable tenures. The
Company has received $30,740 for the tenure remtuemd certain related assets resulting in a ge#18,609.

19 Other income (expense)

2006 2005
Foreign exchange gain (loss) - net $ 11,604 $ (3,5
Gain on asset sales 2,582 3,171
Rental income - net 1,205 1,490
Other - net 5,593 1,079
$ 20984 % (8,771)
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20 Income taxes

The Company’s effective tax rate is as follows:

2006 2005
Amount % Amount %
Income taxes at statutory rates  $ (178,057) (34.1) $ (52,287) (34.9)
Large corporations tax - - (3,452) (2.3)
Non-taxable amounts 20,624 4.0 (4,502) (3.0)
Rate differentials between
jurisdictions and on
specified activities 8,751 1.6 8,833 59
Reduction in statutory income
tax rates 33,106 6.4 9,518 6.4
Benefit of losses not previously
recognized 3,079 0.6 2,477 1.6
Other (11,359) (2.2) (2,884) (1.9
$ (123,856) (23.7) $ (42,297) (28.2)
The components of the future income taxes arelkmsvia
2006 2005
Future income tax liabilities
Property, plant, equipment and timber $ (378,183) (462,632)
Other (16,450) (11,466)
(394,632) (474,098)
Future income tax assets
Asset retirement obligations 32,737 46,563
Post-retirement obligations 14,609 8,993
Loss carry-forwards 15,875 17,116
Other 18,968 23,789
82,189 96,461
$ (312,443) $ (377,637)
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21 Earnings per share
Basic earnings per share are calculated basedroimgsavailable to Common shareholders, as sdieaiaty,

using the weighted average number of Common sloartetanding. Diluted earnings per share assume the
exercise of options using the treasury stock method

2006 2005
Earnings available to shareholders $ 397,997 $ 107,650
Weighted average number of shares
Weighted average shares - basic 42,751,422 42731
Share options - treasury stock method 375,924 ,3346
Weighted average number of shares - diluted 433887 43,287,459
Earnings per share (dollars)
Basic $ 931 $ 2.52
Diluted $ 923 % 2.49
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22 Segmented information
The segmentation of the Company’s manufacturingaifmas into lumber, panels and pulp and papeaset

on a number of factors, including similarities mogucts, production processes, and economic clegistats.
The accounting policies of each segment are the santhose described in note 1.

2006
Pulp & Corporate
Lumber Panels paper and other Consolidated
Sales at market prices
To external customers $ 1,755.6 $ 475.1 $ 1]095.% - $ 3,325.8
To other segments 83.4 7.6 - -
$ 1839.0 $ 482.7  $ 1,0951  $ -
EBITDAW $ 5180 $ 528 % 1228 $ (11.6)% 682.0
Amortization 117.6 39.7 91.0 3.6 251.9
Restructuring charge - - 37.6 - 37.6
Operating earnings (loss) 400.4 131 (5.8) (15.2) 3925
Interest income (expense) - net 29.5 (6.3) (11.0) 0.2 12.4
Exchange loss on long-term debt - - - 0.7) (0.7)
Gain on sale of power purchase
agreement 2.2 8.4 51.2 - 61.8
Gain on sale of assets held for
sale 217 - - - 21.7
Gain on timber take-back 13.6 - - - 613.
Other income (expense) 13.8 04 (0.2) 7.0 21.0
Earnings (loss) before income
taxes and non-controlling
interest $ 481.2  $ 156  $ 342 % (8.7 522.3
Total capital employed $ 14796 $ 4223 % 1,0089 $ 4105 $ 3,321.3
Identifiable assets $ 1,773.7  $ 466.2  $ 1,100.8 6779  $ 4,018.4
Capital expenditures $ 1230 $ 199 % 665 % 2 293 211.6
Sales by geographic area
Sales to external customers
USA $ 1,281.3 $ 1509 $ 3988 $ - % 1,831.0
Canada 355.1 314.0 84.6 - 753.7
Europe - - 116.8 - 116.8
Far East 119.1 10.2 307.9 - 437.2
Other 0.1 - 187.0 - 187.1
$ 1,755.6 $ 475.1  $ 1,095.1 $ - % 3,325.8
Property, plant, equipment and timber by geographicarea
Canada $ 2,042.8
USA 91.1

@ Non-GAAP measures
a) EBITDA is defined as operating earnings plus @ization of property, plant, equipment and timpkrs restructuring charge.

b)  Capital employed is defined as identifiable tskess current non-interest bearing liabilitiegesr-end.
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2005
Pulp &
Lumber Panels paper Consolidated
Sales at market prices
To external customers $ 2,0209 % 5110 $ 18044.$ 3,576.7
To other segments 86.0 5.0 -
$ 2,1069 $ 516.0 $ 1,044.8
EBITDA® $ 3278 $ 654 $ 62.2 446.9
Amortization 121.9 38.1 92.5 255.4
Operating earnings (loss) 205.9 27.3 (30.3 191.5
Interest expense (28.0) (9.2) (10.1) (48.4)
Exchange gain on long-term
debt - - - 13.9
Gain on timber take-back 3.3 - - 3.3
Other income (expense) (0.4) (0.4) 0.8 (8.9)
Earnings (loss) before income
taxes and non-controlling
interest $ 1808 $ 178  $ (39.6) 151.4
Total capital employed $ 1,7629 $ 450.8 $ 976.2 3,230.0
Identifiable assets $ 1,938.9 $ 492.7 $ 1,081.3 3,633.7
Capital expenditures $ 1474  $ 236 % 46.6 224.4
Sales by geographic area
Sales to external customers
USA $ 1,460.3 $ 169.7  $ 378.8 2,008.8
Canada 410.2 326.4 73.2 809.8
Europe - 0.1 126.2 126.3
Far East 150.3 14.8 247.1 412.2
Other 0.1 - 219.5 219.6
$ 2,0209 $ 511.0 $ 1,044.8 3,576.7
Property, plant, equipment and timber by geographicarea
Canada 2,127.5
USA 102.6
2,230.1

@ Non-GAAP measures

a) EBITDA is defined as operating earnings plus @ization of property, plant, equipment and timphrs restructuring charge.

b) Capital employed is defined as identifiable tsk#ss current non-interest bearing liabilitiegedr-end.
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