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4.  Change in Significant Accounting Policy 

Effective January 1, 2019, the Company adopted IFRS 16 Leases (“IFRS 16”), which supersedes IAS 17 Leases (“IAS 

17”) and related interpretations. Under IAS 17, leases were previously classified as either operating or financing for 

lessees based on an assessment of whether the lease transferred significantly all of the risks and rewards incidental to 

ownership of the underlying asset to the Company. As the Company’s leases were previously classified as operating, 

straight-line operating lease expense was recognized over the lease term in the comparative period.  

IFRS 16 introduces a single, on-balance sheet lease accounting model for lessees, with a ROU asset representing the 

Company’s right to use the underlying asset, and a lease obligation representing its obligation to make lease payments. 

Amortization expense for ROU assets and interest expense for lease obligations replaces the straight-line operating 

lease expense recognized under IAS 17. 

The Company has applied IFRS 16 using the modified retrospective approach, under which the cumulative effect of 

initial application is recognized in retained earnings at January 1, 2019. Short-term and low-value recognition 

exemptions were applied, as well as certain practical expedients allowing for the use of hindsight to assess the lease 

term for contracts with extension options, the exclusion of initial direct costs from measurement of the ROU asset and 

the exclusion of leases with a term of less than one year remaining at the transition date.  

The impact of transition is outlined under Note 7, with changes in accounting policies, effective January 1, 2019, 

included in Note 3.  

5.  Inventories 

(millions of Canadian dollars) 

  As at  
December 31, 

2019 

 As at  
December 31, 

2018 

Pulp   $ 72.8 $ 83.2 

Paper    29.7  22.2 

Wood chips and logs    35.9  48.3 

Materials and supplies    55.3  53.4 

   $ 193.7 $ 207.1 

The above inventory balances are stated at the lower of cost and net realizable value. For the year ended December 

31, 2019, a net $10.7 million inventory write-down expense was recognized (December 31, 2018 – nil), resulting in an 

inventory provision for finished pulp and raw materials of $10.7 million at December 31, 2019 (December 31, 2018 – 

nil).  

Inventory expensed in 2019 and 2018 includes manufacturing and product costs and amortization. 

6.  Property, Plant and Equipment and Intangible Assets 

(millions of Canadian dollars)  

Land and 
improvements 

Buildings, 
machinery and 

equipment 

Other property, 
plant and 

equipment2 
Construction 
in progress 

Intangible 
assets 

Total property, 
plant and 

equipment and 
intangible assets 

 Cost              

 Balance at January 1, 2018  $ 5.4 $ 1,568.4 $ 39.6 $ 43.7 $ 11.7 $ 1,668.8 

 Additions1   -  -  0.4  113.3  18.7  132.4 

 Disposals   -  (32.3)  (22.4)     -  (1.7)  (56.4) 

 Transfers   -  98.2   41.0  (139.2)  -  - 

 Balance at December 31, 2018  $ 5.4 $ 1,634.3 $ 58.6 $ 17.8 $ 28.7 $ 1,744.8 

 Additions1   -          -  0.5  89.1  5.5  95.1 

 Disposals   -  (9.9)  (17.6)  -       -  (27.5) 

 Transfers   -  38.5  21.4  (59.9)       -       - 

 Balance at December 31, 2019  $ 5.4 $ 1,662.9 $ 62.9 $ 47.0 $ 34.2 $ 1,812.4 
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(millions of Canadian dollars)  

Land and 
improvements 

Buildings, 
machinery and 

equipment 

Other property, 
plant and 

equipment2 
Construction 
in progress 

Intangible 
assets 

Total property, 
plant and 

equipment and 
intangible assets 

 Amortization              

 Balance at January 1, 2018  $ - $ (1,117.3) $ (19.5) $ - $ (5.3) $ (1,142.1) 

 Amortization for the year   -  (56.8)  (22.3)  -  (0.5)  (79.6) 

 Disposals   -  31.0  22.4  -  1.7  55.1 

 Balance at December 31, 2018  $ - $ (1,143.1) $ (19.4) $ - $ (4.1) $ (1,166.6) 

 Amortization for the year   -  (60.0)  (27.4)  -  (4.2)  (91.6) 

 Disposals   -  9.0  17.6  -  -  26.6 

 Balance at December 31, 2019  $ - $ (1,194.1) $ (29.2) $ - $ (8.3) $ (1,231.6) 

 Carrying Amounts              

 At January 1, 2018 $ 5.4 $ 451.1 $ 20.1 $ 43.7 $ 6.4 $ 526.7 

 At December 31, 2018  $ 5.4 $ 491.2 $ 39.2 $ 17.8 $ 24.6 $ 578.2 

 At December 31, 2019  $ 5.4 $ 468.8 $ 33.7 $ 47.0 $ 25.9 $ 580.8 

1Net of capital expenditures financed by government grants. 
2 Other property, plant and equipment is comprised of major overhauls and capitalized landfill retirement costs. 

7.  Leases 

The Company’s leased assets include land, buildings, vehicles, machinery and equipment. Effective January 1, 2019, the 

Company adopted IFRS 16 as outlined in Note 4, recognizing $3.3 million of ROU assets and $3.4 million of lease 

obligations, with the difference of $0.1 million recognized in retained earnings. 

The following table reconciles the Company’s lease commitments disclosed in the consolidated financial statements as 

at and for the year ended December 31, 2018, to the lease obligations recognized on initial application of IFRS 16:  

(millions of Canadian dollars)       

Operating lease commitments at December 31, 2018  $ 1.7 

Recognition exemption for short-term and low-value leases  (0.1) 

Discounted using the incremental borrowing rate at January 1, 2019  (0.2) 

Lease remeasurements and other transitional adjustments   2.0 

Lease obligations recognized at January 1, 2019        $ 3.4 

Lease obligations were measured at the present value of remaining lease payments at the transition date, discounted 

at the Company’s incremental borrowing rate. The weighted average incremental borrowing rate applied at January 1, 

2019 was 4.2%. 

 (a)  Right-of-Use Assets 

(millions of Canadian dollars)  

 
Land 

Machinery and 
equipment 

Other facilities 
and equipment 

  
Total 

 Cost         

 Balance at January 1, 2019  $ 0.1 $ 5.5 $ 1.4  $ 7.0 

 Additions   -  0.3  0.2  0.5 

 Balance at December 31, 2019  $ 0.1 $ 5.8 $ 1.6  $ 7.5 

 Amortization          

 Balance at January 1, 2019  $ - $ (2.7) $ (1.0)  $ (3.7) 

 Amortization for the year  -  (0.9)  (0.4)  (1.3) 

 Balance at December 31, 2019 $ - $ (3.6) $ (1.4)  $ (5.0) 

 Carrying Amounts         

 At January 1, 2019 $ 0.1 $ 2.8 $ 0.4  $ 3.3 

 At December 31, 2019 $ 0.1 $ 2.2 $ 0.2  $ 2.5 
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(b)  Lease Obligations 

Contractual undiscounted cash flows associated with the Company’s lease obligations are as follows: 

(millions of Canadian dollars) 

   As at  
December 31, 

2019 

Within one year     $ 1.1 

Between one and five years      2.0 

Beyond five years      0.2 

Total undiscounted lease obligations     $ 3.3 

Discounted lease obligations recognized on the Company’s consolidated balance sheet are as follows: 

(millions of Canadian dollars)     

Current     $ 1.0 

Non-current      1.9 

Total discounted lease obligations     $ 2.9 

Interest expense on lease obligations for 2019 was $0.1 million and is included in finance expense, net.  

Operating lease expenses relating to short-term and low-value leases not included in the measurement of lease 

obligations for 2019 was $0.6 million.  

Total cash outflows for leases in 2019 were $1.7 million, including $0.6 million for short-term and low-value leases.  

8.  Accounts Payable and Accrued Liabilities  

(millions of Canadian dollars) 

  As at  
December 31, 

2019 

 As at  
December 31, 

2018 

Trade payables and accrued liabilities   $ 108.4 $ 137.1 

Accrued payroll and related liabilities     33.8  44.9 

   $ 142.2 $ 182.0 

9.  Operating Loan 

(millions of Canadian dollars) 

  As at  
December 31, 

2019 

 As at  
December 31, 

2018 

Operating loan facility   $ 110.0 $ 110.0 

Letters of credit    (13.2)  (11.1) 

Operating loan facility drawn    (14.0)  - 

Total available operating loan facility    $ 82.8 $ 98.9 

On September 30, 2019, the maturity date of the Company’s operating loan facility was extended from April 6, 2022 

to April 6, 2023. 

The terms of the Company’s operating loan facility include interest payable at floating rates that vary depending on 

the ratio of debt to total capitalization, and is based on the lenders’ Canadian prime rate, bankers’ acceptances, US 

dollar base rate or US dollar LIBOR rate, plus a margin.  

The facility has certain financial covenants including a covenant based on maximum debt to total capitalization of the 

Company. As at December 31, 2019, the Company is fully in compliance with all covenants relating to its operating 

loan facility. 

10.  Long-Term Debt  

On September 30, 2019, the Company entered into a new non-revolving term loan for $50.0 million. The loan is 

repayable on September 30, 2022, with interest based on the lenders’ Canadian prime rate, bankers’ acceptances, US 

dollar base rate or US dollar LIBOR rate, plus a margin. The term loan covenants are consistent with the Company’s 

existing operating loan facility.  

As at December 31, 2019, the Company was fully in compliance with all covenants relating to its long-term debt.  
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Fair value of total long-term debt 

At December 31, 2019, the fair value of the Company’s long-term debt approximates its amortized cost of $50.0 million 

(December 31, 2018 - nil). 

11.  Employee Future Benefits 

The Company, in participation with Canfor, has several funded and unfunded defined benefit pension plans, defined 

contribution plans, and other non-pension post-retirement benefit plans that provide benefits to substantially all salaried 

employees and certain hourly employees. The defined benefit pension plans are based on years of service and final 

average salary. CPPI’s other non-pension post-retirement benefit plans are non-contributory and include a range of 

health care and other benefits.  

Total cash payments for employee future benefits for 2019 were $15.9 million (December 31, 2018 - $17.0 million), 

consisting of cash contributed by CPPI to its funded pension plans, cash payments directly to beneficiaries for its 

unfunded other non-pension post-retirement benefit plans, and cash contributed to its defined contribution and other 

plans. 

Defined benefit plans 

CPPI measures its accrued retirement benefit obligations and the fair value of plan assets for accounting purposes as 

at December 31 of each year.  

As at December 31, 2019, CPPI has one registered defined benefit pension plan for which an actuarial valuation is 

performed at least every three years. The largest pension plan underwent an actuarial valuation for funding purposes 

as of December 31, 2017, which was completed in 2018. The next actuarial valuation for funding purposes is currently 

scheduled for December 31, 2020, to be completed in 2021. In addition, CPPI has other non-contributory benefit plans 

that provide certain non-pension post-retirement benefits to its members. The other non-contributory plans also 

underwent an actuarial valuation as of December 31, 2017, which was completed in 2018.  

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

Fair market value of plan assets  2019 2018 

(millions of Canadian dollars) 

Defined Benefit 
Pension Plans 

Other Benefit  
Plans 

Defined Benefit 
Pension Plans 

Other Benefit 
Plans 

Beginning of year $ 126.7 $ - $ 130.1 $           - 

Interest income on plan assets  4.6  -  4.4              - 

Return on plan assets greater (less) than discount rate  12.8  -  (8.1)               - 

Employer contributions  3.7  1.7  5.0  1.6 

Employee contributions  0.1  -  0.1              - 

Benefit payments  (4.5)  (1.7)  (4.7)  (1.6) 

Administration expense  (0.1)  -  (0.1)              - 

End of year $ 143.3 $ - $ 126.7 $             - 

         

 

  

Plan assets consist of the following: 

   As at  
December 31, 

2019 

   As at  
December 31, 

2018 

Asset category             Percentage of Plan Assets 

Equity securities     16%  14% 

Debt securities     28%  26% 

Annuities     56%  60% 

Cash and cash equivalents    0%             0% 

     100%  100% 
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Accrued benefit obligations                        2019 2018 

(millions of Canadian dollars) 

Defined Benefit 
Pension Plans 

 Other Benefit  
Plans 

 Defined Benefit 
Pension Plans 

 Other Benefit  
Plans 

Beginning of year $ 155.7 $ 49.2 $ 158.8 $ 54.9 

Current service cost  2.6  0.8  2.8  1.3 

Interest cost  5.5  1.5  5.3  1.8 

Employee contributions  0.1  -  0.1  - 

Benefit payments  (4.5)  (1.7)  (4.7)  (1.6) 

Actuarial loss (gain)   14.9  (14.3)  (6.6)  (7.0) 

Other  -  -                 -  (0.2) 

End of year $ 174.3 $ 35.5 $ 155.7 $ 49.2 

Of the defined benefit pension plan obligation of $174.3 million (December 31, 2018 - $155.7 million), $157.5 million 

(December 31, 2018 - $140.2 million) relates to plans that are wholly or partly funded and $16.8 million (December 

31, 2018 - $15.5 million) relates to plans that are wholly unfunded, with letters of credit securing $6.0 million (December 

31, 2018 - $4.4 million) of the unfunded liability.   

The total obligation for the non-pension post-retirement benefit plans of $35.5 million (December 31, 2018 - $49.2 

million) is unfunded. 

Annuity contracts 

In 2018, the Company purchased $8.9 million of buy-in annuities through its defined benefit pension plans, increasing 

total annuities purchased to $86.0 million at December 31, 2018. Transaction costs of $0.7 million related to the 

purchases were recognized in other comprehensive income in 2018, principally reflecting the difference in the annuity 

rate compared to the discount rate used to value the obligations on a going concern basis.  

In 2019, no buy-in annuities were purchased by the Company. Future cash flows from the annuities will match the 

amount and timing of benefits payable under the plans, substantially mitigating the exposure to future volatility in the 

related pension obligations.  

Medical Services Plan changes 

On May 15, 2019, Bill 20 – Medicare Protection Amendment Act, 2019 (“Bill 20”), received Royal Assent. Bill 20 

eliminated Medical Services Plan (“MSP”) premiums effective January 1, 2020. This change was recognized in actuarial 

financial assumptions in the second quarter of 2019 and resulted in an $18.9 million pre-tax reduction of the non-

pension post-retirement benefit obligation and a corresponding gain recognized through other comprehensive income. 

The 50% reduction in MSP in the second quarter of 2019, when combined with the initial 50% reduction recognized in 

the fourth quarter of 2017, resulted in a gain of $56.7 million, or $0.87 per common share ($41.8 million after tax, or 

$0.64 per common share), reflected as a reduction in the Company’s non-pension post-retirement benefit obligation. 

Reconciliation of funded status of defined benefit plans to amounts recorded in the financial 
statements 

  December 31, 2019 December 31, 2018 

(millions of Canadian dollars) 

Defined Benefit 
Pension Plans 

 Other Benefit  
Plans 

 Defined Benefit 
Pension Plans 

 Other Benefit  
Plans 

Fair market value of plan assets $ 143.3 $ - $ 126.7 $ - 

Accrued benefit obligations  (174.3)  (35.5)  (155.7)  (49.2) 

Funded status of plans – deficit  (31.0)  (35.5)  (29.0)  (49.2) 

Other pension plans  (2.1)  -  (1.8)  - 

Total accrued benefit liability, net $ (33.1) $ (35.5) $ (30.8) $ (49.2) 
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Components of pension cost 

The following table shows the before tax impact on net income (loss) and other comprehensive income of the 

Company’s defined benefit pension and other non-pension post-retirement benefit plans: 

 2019       2018 

(millions of Canadian dollars) 

Defined Benefit 
Pension Plans 

Other Benefit  
Plans 

 Defined Benefit 
Pension Plans 

 Other Benefit  
Plans 

Recognized in net income (loss)         

Current service cost $ 2.6 $ 0.8 $ 2.8 $ 1.3 

Administrative cost       0.1  -  0.1       -  

Interest cost  0.9  1.5  0.9   1.8 

Other  -  -           -   (0.2) 

Total expense included in net income (loss) $ 3.6 $ 2.3 $ 3.8  $ 2.9 

Recognized in other comprehensive income        

Actuarial loss (gain) – experience $      2.1 $ (0.1) $ (2.2) $ (4.1) 

Actuarial loss (gain) – financial assumptions       12.8  4.7  (4.4)  (2.9) 

Actuarial gain – elimination of MSP  -  (18.9)           -       -  

Return on plan assets less (greater) than discount rate      (12.8)  - -  8.1      -   

Total loss (gain) in other comprehensive income $ 2.1 $ (14.3) $ 1.5 $ (7.0) 

Significant assumptions 

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

 December 31, 2019       December 31, 2018 

 

Defined Benefit 
Pension Plans 

Other Benefit  
Plans 

 Defined Benefit 
Pension Plans 

 Other Benefit  
Plans 

Discount rate 3.0% 3.0%  3.6%  3.6% 

Rate of compensation increases 3.0% n/a  3.0%  n/a 

Initial medical cost trend rate n/a 5.5%  n/a  5.5% 

Ultimate medical cost trend rate n/a 4.5%  n/a  4.5% 

Year ultimate rate is reached n/a 2022  n/a  2022 

In addition to the significant assumptions listed in the table above, the average life expectancy of a 65-year-old at 

December 31, 2019 and December 31, 2018 is between 21.1 years and 24.2 years. As at December 31, 2019, the 

weighted average duration of the defined benefit plan obligation, which reflects the average age of the plan members, 

is 12.8 years (December 31, 2018 - 12.0 years). The weighted average duration of the other benefit plans is 13.7 years 

(December 31, 2018 - 13.3 years).  

Sensitivity analysis 

Assumed discount rates and medical cost trend rates have a significant effect on the accrued retirement benefit 

obligation and related plan assets. A one percentage point change in these assumptions would have the following 

effects on the accrued retirement benefit obligation, including the hedging impact of plan annuity assets, for 2019: 

(millions of Canadian dollars)   1% Increase     1% Decrease 

Defined benefit pension plan liabilities, net of annuity assets      

 Discount rate   $ (11.9) $ 14.8 

Other benefit plan liabilities       

 Discount rate   $ (4.3) $ 5.3 

 Initial medical cost trend rate   $ 1.7 $ (1.8) 

When taking into account the impact of hedging, 46% (December 31, 2018 - 49%) of the change to the defined benefit 

pension plans is fully hedged against changes in discount rates and longevity risk (potential increases in life expectancy 

of plan members) through buy-in annuities, and a further 23% (December 31, 2018 - 20%) is partially hedged through 

the plan’s investment in debt securities.  
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As at December 31, 2019, contribution payments of $4.5 million are estimated to be made to the Company’s defined 

benefit pension plans in 2020 based on the last actuarial valuation for funding purposes.  

Defined contribution and other plans 

The total expense recognized in 2019 for CPPI’s defined contribution plans was $2.9 million (December 31, 2018 - $2.8 

million). 

CPPI contributes to a pulp industry pension plan providing pension benefits. This plan is accounted for as a defined 

contribution plan. Contributions to this plan, not included in the expense for the defined contribution plan above, 

amounted to $7.6 million in 2019 (December 31, 2018 - $7.6 million). 

12.  Asset Retirement Obligations  

The following table provides a reconciliation of the asset retirement obligations as at December 31, 2019 and December 

31, 2018:  

(millions of Canadian dollars)           2019          2018 

Asset retirement obligations at beginning of year $ 6.0 $ 5.5 

Accretion expense  0.1  0.1 

Changes in estimates  0.5  0.4 

Asset retirement obligation at end of year $ 6.6 $ 6.0 

CPPI’s asset retirement obligations represent estimated undiscounted future payments of $9.3 million to remediate 

landfills at the operations at the end of their useful lives. The payments are expected to occur at periods ranging from 

1 to 32 years and have been discounted at risk-free rates ranging from 1.7% to 1.8% (December 31, 2018 - 1.9% to 

2.2%).  

CPPI 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 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 Provisions’ on the 

balance sheet. 

13.  Share Capital 

Authorized 

Unlimited number of common shares, no par value. 

Issued and fully paid  

 2019 2018 

(millions of Canadian dollars, except number of shares) 
        Number of 
              Shares 

  
 Amount 

   Number of 
         Shares 

  
 Amount 

Common shares at beginning of year       65,250,759  $ 480.9 65,251,259  $ 480.9 

Common shares purchased  (17,200)   (0.1)  (500)   - 

Common shares at end of year3       65,233,559  $ 480.8 65,250,759  $ 480.9 
3
Based on trade date. 

The holders of common shares are entitled to vote at all meetings of shareholders of the Company and are entitled to 

receive dividends when declared. 

Basic net income (loss) per share is calculated by dividing the net income (loss) 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 2019 is 65,243,435 (December 31, 2018 - 65,250,763), and reflects common shares 

purchased under the Company’s normal course issuer bid. 
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Normal course issuer bid 

On March 4, 2019, the Company renewed its normal course issuer bid whereby it can purchase for cancellation up to 

3,262,537 common shares or approximately 5% of its issued and outstanding common shares as of March 1, 2019. 

The renewed normal course issuer bid is set to expire on March 6, 2020. The Company does not currently intend to 

renew the normal course issuer bid following its expiry. 

In 2019, CPPI purchased 17,200 common shares at an average price of $10.67 per common share.  

As at December 31, 2019 and February 20, 2020 there were 65,233,559 common shares of the Company outstanding, 

and Canfor’s ownership interest in CPPI was 54.8% (December 31, 2018 – 54.8%).  

14.  Finance Expense, Net  

(millions of Canadian dollars)           2019          2018 

Interest expense on borrowings $ (3.9) $ (3.3) 

Interest expense on retirement benefit obligations, net  (2.4)  (2.7) 

Interest income  0.1  1.9 

Other finance expenses   (0.4)  (0.1) 

Finance expense, net  $ (6.6) $ (4.2) 

15.  Income Taxes  

The components of income tax recovery (expense) are as follows: 

(millions of Canadian dollars)           2019          2018 

Current $ 18.7 $ (69.0) 

Deferred   (7.6)  2.3 

Income tax recovery (expense) $ 11.1 $ (66.7) 

The reconciliation of income taxes calculated at the statutory rate to the actual income tax provision is as follows: 

(millions of Canadian dollars)           2019          2018 

Income tax recovery (expense) at statutory rate of 27.0% (2018 – 27.0%)     

Add (deduct): $ 11.2 $ (67.8) 

Entities with different income tax rates and other tax adjustments  -  0.2 

Permanent difference from capital gains and other non-deductible items  (0.1)  0.9 

Income tax recovery (expense) $ 11.1 $ (66.7) 

In addition, a tax expense of $3.3 million in relation to actuarial gains on the defined benefit plans (December 31, 2018 

- expense of $1.5 million) was recorded in other comprehensive income for the year ended December 31, 2019.  

The tax effects of the significant components of temporary differences that give rise to deferred income tax assets and 

liabilities are as follows: 

 

(millions of Canadian dollars) 

         As at 
December 31,  

2019 

        As at 
December 31,  

2018 

Deferred income tax assets     

Retirement benefit obligations $ 18.0 $ 21.2 

Other  4.3  3.6 

 $ 22.3 $ 24.8 

Deferred income tax liabilities     

Depreciable capital assets $ (99.2) $ (91.5) 

Other  (0.8) $ (0.1) 

  (100.0) $ (91.6) 

Total deferred income taxes, net $ (77.7) $ (66.8) 
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