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EXHIBIT 1




MILLAR WESTERN FOREST PRODUCTS LTD.
INTERIM FINANCIAL STATEMENTS
FOR THE SIXMONTHS ENDED JUNE 30, 2002

(unaudited)
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Current assets

Inventories (note 3)..........
Prepaid expenses..............
Future income taxes.........

Capital assets.......ccoimerreirnrans
Other assets .....ooccververrrerrnennns

Current liabilities

MILLAR WESTERN FOREST PRODUCTS LTD.

BALANCE SHEET
AS AT JUNE 30, 2002
(unaudited)

June 30, December 31,

: 2001

2002 (restated —

note 2}

{in thousands of Canadian dollars)
ASSETS

..................................................................................... 3 13,168 8 15,872
..................................................................................... 31,341 33,443
..................................................................................... 64,815 61,092
..................................................................................... 2,777 2,427
..................................................................................... 2,295 3,555
114,396 116,389
..................................................................................... 165,161 171,745
..................................................................................... 27,542 28,544

$ 307,099 $ 316,678

LIABILITIES AND SHAREHOLDER’S EQUITY

Accounts payable and accrued liabilities .........c.coeverecenmiencnonnncscn e $ 34,313 $ 38616
Contingent lHability (NOLE 6).....cc.ovcereccieiieerieierreesseeesenretseesies st sabesessrsnassasetssera s - 2,268
Other ObLIZALIONS ivvceiiiniiecriit et st st sotase s s s s e 11,002 10,582
Long-term debt (U.S. $160,000, 2001 — U.S. $160,000) .....ccovcvvererrrnrernnrrnrrroracaces 241,712 254,800
FULUre INCOME tAXES .....cvvireririnin et irassen st st tat ettt cunosmrarsnbasnas 9,221 8916

296,248 315,182
Shareholder’s equity
Share Capial.......cocovviiniic i e - -
REtAINEd EAIMINES....crvreuireciiririiasiteeeisen ettt te st b s restotsesassnsenans an 10,851 1,496

$ 307,099 $ 316,678
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GIOSS TEVENUE ..cvevrierrrerrrsnnsresnesssesroseatasarssssorssare § 75018 $ 65249 $ 136,765 $ 130,069
Selling eXPenses .......covuviieiiniriiiererisescneesiens 8,124 8417 18,872 17,114
NELTEVENUER ...overreireeritneeereesaecsressssesaresasseions 66,894 56,832 117,893 112,955
COSt OF SAIES .oecerirrerriirsresenseree e stssanens 49,392 41,988 88,214 82,955
Depreciation and amortization ...........cceeeecnnnene 4,119 4,003 8,363 8,461
General and admin{sSration.........cco.coneeriervernens 3,248 3,751 6,511 8,162
Provision for severance costs (note 4)............... - - 2,298 ~
Operating €arnings ........covreecervermercrsseseresesarens 10,135 7,090 12,507 13,377
Financing expenses (Note 5) ........c.ocveeeevcevercenrens 7,668 7,540 14,415 12,617
Unrealized exchange (gain) loss on debt........... (13,456) (7,968) (13,088) 4,528
Other expense (iNCOME).......cccouveecrrnreraranreernnes (433) (453) (40) . (486)
Eamnings (loss) before income taxes.................. 16,356 7,971 11,220 (3,282)
Income taxes (FECOVETY) .....ccvevmrerveveirmreereenrnens 3,479 (350) 1,865 140
Net earnings (1055 e eetrvvrrrerrerrneererorssnrsssesnnns $ 12,877 3 8321 $ 9,355 $ (3,422)
STATEMENTS OF RETAINED EARNINGS
FOR THE SIX MONTHS ENDED JUNE 30
(unaudited)
2002 2001
(in thousands of Canadian dollars)

Retained earnings - beginning of period.........coccccveemnrrinmmeninneeni e eseecerenenes $ 21,878 $ 31,852

Change in accounting Policy (MO 2) ....cocvueveerccirmreinens st isirsasi s erens (20,382) (6,886)

Retained earnings-beginning of period as restated ..........cvvvcverveersierccnicvsnensenens - 1,496 24,966

Net earnings (1055} ....coocervivennannes O RO 9,355 (3,422)

Retained eamnings - end 0f PEriod .....o.ccovvirierererciivrcinnereninnme s snseseenens 10,851 $ 21,544

7.

MILLAR WESTERN FOREST PRODUCTS LTD.
STATEMENTS OF EARNINGS

FOR THE SIX MONTHS ENDED JUNE 30, 2002

(unaudited)
Three Months Ended Six Months Ended
2002 2001 2002 2001
(restated- (restated-
note 2) note 2)

(in thousands of Canadian dollars)




MILLAR WESTERN FOREST PRODUCTS LTD.
STATEMENTS OF CASH FLOWS

FOR THE SIX MONTHS ENDED JUNE 30, 2002

(unaudited)
Three Months Ended Six Months Ended
2002 2001 2002 2001
(restated- (restated-
note 2) note 2)
(in thousands of Canadian dollars)
Cash provided from (used in)
Operating activities
Net earnings (1055).voecreeerremriersereseemrneeseresssnsesens $ 12,877 $ 8321 $ 9,355 $ (3,422)
Items not affecting cash:
Future income taxes (reCOVErY) ....orevuverrearunnene 3,329 (500) 1,565 (160)
Reforestation eXpense ........ccoeveevveerverrenernens (1,910) (923) 3,510 6,222
Depreciation and amortization ..........coccocvveneee 4,119 4,003 8,363 8,461
Amortization of deferred financing charges.... 230 286 460 599
Unrealized foreign exchange (gain) loss on debt (13,456) (7,968) (13,088) 4,528
Provision for contingent liability (note 6)........ (3,250) - (2,268) -
L0712 OSSO SN 172 (594) 321 (1,045)
2,071 2,625 8,218 15,183
Reforestation expenditures (1,128) (3,595) (2,220) (5,061)
943 (970) 5,998 10,122
Changes in non-cash components of working
capital
Accounts receivable.........cccouvveevninieeeereenns 6,256 17,906 2,102 5,539
INVERLOTIES ..ovveeerneeceereteinisieesenaeenssesveses e cesernes 20,467 17,454 (3,658) 2,114
Prepaid expenses (429) - 395 (350) 644
Accounts payable and accrued liabilities ......... (16,559) {13,442) (5,594) (9,553)
9.735 22.313 (7.500) (1.256)
10,678 21,343 (1,502) 8,866
Investing activities
Additions to capital assets.........cocueererurerereerrerenne (860) (6,614) (1,277 (18,194)
Proceeds on disposal of capital assets................. 19 573 54 666
Decrease (increase) in other assets ......covvevieenae 4 (118) 21 (202)
(837) (6,159) (1,202) (17,730)
Increase (decrease) in cash........cooovvveerivnnnnee ertaeenes 9,841 15,184 (2,704) (8,864)
Cash (bank indebtedness) — beginning of period...... 3,327 (6,126) 15,872 17,922
Cash - end of period ...c...ccocccennncmmnerneniivnresienes $ 13,168 $ 9,058 $ 13,168 $ 9,058
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MILLAR VWESTERIN FORLEDST FROUDUC IS L1V,

SEGMENTED INFORMATION

FOR THE SIX MONTHS ENDED JUNE 30, 2002

(unaudited)
Three Months Ended Six Months Ended
2002 2001 2002 2001
(in thousands of Canadian doliars)
Product segment
Lumber
NELFEVENUE ....ovcetericsvencretses e sbasesessasssssssserans $ 32,203 $ 26,774 $ 54,509 . $ 45,443
Cost of sales and adminiSration ...........cveeernenrens 22,896 23,565 41,986 43,937
Depreciation and amortization......c....cceeeeserserens 1,390 1,301 2,903 3,028
Provision for SEVETance COSIS......cccivrreeriariecreerass - - 681 -
Operating earnings {1055) ......c..ccovveivireerarsensinnns $ 7,917 $ 1,908 $ 8,939 $ (1,522)
Pulp
NELTEVENUE ..evvereverrcerererreninereesaestereros st eseenssnonss $ 33,327 $ 27,923 $ 60,489 $ 62,067
Cost of sales and administration ..........c.ccccvvvennes 26,496 18,423 46,228 39,012
Depreciation and amortization...........cceercerenerene 2,658 2,619 5,316 5,238
Provision for SEVErance Costs...........vovveemssveereeanes - - 1,340 -
Operating earnings........coevceviverererenmsiersrerereseeses $ 4,173 $ 6,881 $ 7,605 $17.817
Corporate and other :
NEL FEVENUL. . veeeeriteneereeevreee et esessissesmssanssransress $ 1,364 $ 2,135 $ 2,895 $ 5,445
Cost of sales and administration ..........cceceeereeeee. 3,248 - 3,751 6.511 8,168
Depreciation and amortiZation .........ccoueresucarene 7 83 144 195
Provision for Severance CoStS.........vverevevrromensines - - 277 -
Operating 0SS ..cucvivumivnmrinnsive e essesens $(1,955) $ (1,699) $ (4,037 S (2,918)
Total
NEL FEVENUE ...uveteiveeveriermenssterseesancsresssassssessrassaness $ 66,894 $ 56,832 $117,893 $112,955
Cost of sales and administration ..........cceccveevvenne 52,640 45,739 94,725 91,117
Depreciation and amortization 4,119 4,003 8,363 8,461
Provision for SEVETance COStS......vwerrserernierenns - - 2,298 : -
Operating €arnings.......ccovceivieieriieesessresessinens $ 10,135 $§ 7,090 $ 12,507 $13,377
Shipments by business segment
Lumber (millions of board feet) ..........ocovviicrnnene 75.6 69.6 135.7 1353
Pulp (thousands of tonNes) ........cccveevviveiicnincersricnnens 74.9 53.1 1393 106.2
June 30, December 31,
2002 2001
Identifiable assets
LUITIDET e vervieteeerierisstiir e e iasesstsnreraresstassnsessmsneensnasssssessaanennssnrnsnsesebsoses sontaseasrese 123,233 $ 124305
PPttt ettt et b s e b e b rae e st en e E S su ke ot st Sk e st s R e S RO RS R RO sE eRsanun e b e 148.859 152,115
Corporate and OLhET ....coviveeieeiaee e sieree e re s sae s n e ercat e rs st ssenssns bbb sasnssstenben 35.007 40,258
$ 307,099 $ 316,678
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MILLAR WESTERN FOREST PRODUCTS LTD.
NOTES TO INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED JUNE 30, 2002

(unaudited)

BASIS OF
PRESENTATION

The accompanying unaudited interim financial statements have been prepared by the Company, following the same
accounting policies and methods as those disclosed in the audited financial statements for the year ended December
31, 2001 except as described in note 2. Certain information and note disclosures normally included in financial
statements prepared in accordance with generally accepted accounting principles in Canada have been omitted.
These interim financial statements should be read in conjunction with the December 31, 2001 audited financial
statements and the notes thereto included in the Company’s Annual Report on Form 20-F. In the opinion of
management, all adjustments, which are of a normal and recurring nature, necessary for a fair presentation of the
balance sheet, results of operations, and cash flows of these interim periods have been included.

CHANGE IN ACCOUNTING POLICY

Effective January 1, 2002, the Company adopted a new accounting policy of the Canadian Institute of Chartered
Accountants with respect to the recognition of unrealized foreign exchange gains or losses. Under the new policy,
exchange gains or losses that arise on translation of long-term debt denominated in a foreign currency are included in
the determination of earnings for the current period. The Company has adopted the new recommendations
retroactively to December 31, 2000 and has restated the prior years’ financial statements. The following table
outlines the increase or (decrease) of the restated amounts in the prior financial statements:

Six Months Year Ended
December 31, Second Quarter June 30, December 31,
2000 2001 2001 2001
Long-term debt......oooeviniricniinienencn $ 688 $ 10,543 $ 10,543 $ 20,382
Retained €amings.........occeevvrereenrecicnreanss (6,886) (10,543) (10,543) {20,382)
Financing eXpenses ..........occoevcernviiriares - (565) 871) (2,025)
Unrealized exchange (gain) loss on debt - (7,968) 4,528 15,521

Prior to this change, gains or losses arising from translation of foreign currency debt were deferred and amortized
over the remaining term of the debt. The unamortized balance of the deferred exchange loss was netted against long-
term debt in the Company’s financial statements.

The Company has not recorded the tax benefit related to any cumulative unrealized foreign exchange losses on the
translation of foreign currency debt. Recognition of the benefit of these losses will be dependent upon the
realization of taxable capital gains in the future.

INVENTORIES
June 30, December 31,
2002 2001
LLOZS ceveevrmnniencneieren e ereres s b s st st s e s e m et sh e ner bbb s $ 32332 $ 30,701
PUID ottt sttt b et sn e st st s sro b s s s aseba st s e et se st sb o 10,916 13,675
LLUINIDET vt e s eeaeeres e re e seetees sebetencatsrnssbesesbrasanessantsnsrassaasenssnsssssnnsansenerenae 13,434 8,609
Operating and maintenance SUPPLIES .......cevrireveeemireresteseesitsresst s issnanas 8,133 3,107

$ 64,815 $ 61,092
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MHLLAR WESTERN FURLSL FRUDUCIS LIV
NOTES TO' INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED JUNE 30, 2002

(unaudited)

4, PROVISION FOR SEVERANCE COSTS
As aresult of a corporate-wide review of operating requirements and staffing levels, the Company implemented a
workforce reduction program in January, 2002. The majority of the position reductions were achieved voluntarily.
The costs of this program were $2.3 million.

5. FINANCING EXPENSES

Three months ended Six months ended
2002 2001 2002 2001
{restated) (restated)
Interest expense

Long-term debt.........oooververircerennnensennenieserasereanens $ 5,849 $ 5,959 $12,153 $ 12,329
OHhET. ettt eeteen s ene et eass e s avevees 153 313 330 579
Amortization of deferred financing costS ......cconvvuccrnes 230 286 460 599

Foreign exchange losses (gains} on U.S. dollar cash
and working capital.........ccceveoverecvenniessosesrmseresnrensaens 1,436 982 1,472 (890)
$ 7,668 $ 7,540 $ 14,415 $ 12,617

6. CONTINGENT LIABILITY

On March 21, 2002 and further adjusted on April 25, 2002, the U.S. Department of Commerce (“USDOC™) issued
its final determination in the countervailing and antidumping investigations. The USDOC’s final determination in
the countervailing investigation resulted in a duty rate of 18.79% to be posted by cash deposits. The USDOC’s fina)
determination in the antidumping investigation resulted in a duty rate of 8.43% also to be posted by cash deposits.

On May 16, 2002, the USITC published its final written determination on injury and stated that Canadian softwood
lumber threatens material injury to the U.S. industry. As aresult, cash deposits will be required for shipments at the
rates determined by the USDOC effective from May 22, 2002. All prior bonds or cash deposits posted prior to May
22, 2002 will be refunded.

The final amount and effective date of countervailing and antidumping duties that may be assessed on Canadian
softwood lumber exports to the U.S., cannot be determined at this time and will depend on appeals of the final
determinations to any reviewing courts, North American Free Trade Association (“NAFTA”) or World Trade
Organization (“WTO").

The company has accrued $0.7 million for the period from May 22, 2002 to June 30, 2002 representing the
combined countervailing and antidumping duties.

The Company had accrued $1.7 million for the period from August 17,2001 to December 15,2001 representing the
preliminary USDOC countervailing duty rate of 19.34%, and $1.6 million for the period from November 6, 2001 to

* March 31, 2002 representing the preliminary antidumping duty rate 0f 9.67%. During the three months ended June
30, 2002, the Company reversed $3.3 million representing the total duty accrual. The reversal has been recorded as
a credit 10 selling expenses. Of the reversal in the second quarter, $2.3 million related 1o fiscal 2001 and $1.0
million related to the first quarter ended March 31, 2002. Any further adjustments resuiting from a change in the
countervailing and antidumping duty rates will be made prospectively.




6.

7.

NMILLARK WESTERNPURES FRUDULIO LD,
NOTES TO INTERIM FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED JUNE 30, 2002

(unaudited)

CONTINGENT LIABILITY (continued)

The Company and other Canadian forest product companies, the Federal Government and Canadian provincial
governments (“Canadian Interests™) categorically deny the U.S. allegations and strongly disagree with the final
countervailing and dumping determinations made by the USITC and USDOC. Canadian Interests continue to
aggressively defend the Canadian industry in this U.S Trade dispute. Canadian Interests may appeal the decision of
these administrative agencies to the appropriate courts, NAFTA panels and the WTO. Notwithstanding the final
rates established in the investigations, the final liability for the assessment of countervailing and antidumping wili
not be determined until each annual administrative review process is complete.

COMPARATIVE FIGURES

Certain 2001 comparative figures have been reclassified to conform with the financial statement presentation
adopted for 2002.
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EXHIBIT 2




Management’s Discussion and Analysis of Iinancjal Condiaon
and Results of Operations

Results of Qperations

Three and Six Months Ended June 30, 2002, Compared to the Three and Six Months Ended June 30,
2001.

Overview

Net revenue for the quarter ended June 30, 2002, and for the first six months of 2002 increased by $10.1
million or 17.8% and $4.9 million or 4.3%, respectively, compared to the same periods in 2001. The increased
revenue for the quarter is a result of higher pulp and lumber revenues. Shipment levels in both segments
improved significantly in the quarter compared to 2001. The net revenue in the quarter included a $3.3 million
reduction of selling expenses as a result of the reversal of countervailing and anti-dumping duties that were
previously accrued.

Operating earnings for the second quarter increased by $3.0 million and decreased by $0.9 million for the first
six months of 2002, compared to the same periods in 2001. The increase in the quarter was primarily a result
of the higher operating earnings in the lumber segment. For the first six months of 2002, the strong operating
eammgs from the lumber segment were offset by weaker operating earnings in the pulp segment as well as a
provision for severance costs in the first quarter. .

General and administration expense for the quarter and for the first six months of 2002 .decreased by $0.5
million and $1.7 million, respectively, compared to the same periods in 2001. The decreases are primarily a
result of lower salary and travel costs.

Lumber

Net revenue from the lumber segment increased by $5.4 million in the quarter and by $9.1 million for the first
six months of 2002, compared to the same periods in 2001. The increased revenue in the quarter was a result
of an adjustment to accrued countervailing and anti-dumping duties (“duties”) as well as higher sales volumes.
Housing starts in the quarter remained strong and contributed to an 8.6% improvement in sales volumes from
2001 levels. In May 2002, the U.S. International Trade Commission (the “Commission”) released its final
determination with respect to duties imposed on the sale of softwood lumber in the United States. The
Commission determined that up until May 22, 2002 Canadian producers of softwood lumber would not be
subject to any duties on the sale of product in the United States. As aresult, the $3.3 million in duties that had
been accrued by the company as of the end of the first quarter of 2002 have been reversed in the second quarter
as a reduction in selling expenses. The Commission also determined that after May 22, 2002, sales of softwood
lumber by the Company in the United States are subject to duties at arate of 27.1% and that cash deposits at
this rate are required.

Operating earnings from the lumber segment improved by $6.0 million in the quarter and by $10.5 million for
the first six months of 2002 compared to the same periods in 2001. The significant improvement in operating
earnings is a result of the higher revenues as well as reduced manufacturing costs. Lumber manufacturing
costs continue to improve as a result of the optimization of the Company’s new sawmill at Whitecourt.
Manufacturing costs for the second quarter decreased by $36 per thousand board feet compared to the same
quarter in 2001. For the first six months of 2002, lumber manufacturing costs have decreased by $16 per
thousand board feet compared to the same period in 2001.
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Pulp

Net revenue from the pulp segment increased by $5.4 million or 19.4% in the quarter and decreased by $1.6
million or 2.5% in the first six months of 2002, compared to the same periods in 2001. The increase in the
quarter is largely a result of higher sales volumes, partially offset by lower pricing. The improved demand for
BCTMP that was prevalent in the first quarter of 2002 continued into the second quarter and resulted ina 41%
increase in sales volumes over the same period last year. While pulp demand remains strong and worldwide
levels of pulp inventory continue to decline, average selling prices have improved slowly since the beginning
- of the year. However, even with the improvements in pricing in 2002, the average selling price for the first six

months of 2002 of $434 per tonne was $150 per tonne or 25.7% below the average price for the first six

months of 2001.

Operating earnings from the pulp segment decreased by $2.7 million in the quarter compared to the same
period in 2001. Operating earnings as a percentage of net revenue for the quarter was 12.5% compared to
24.6% in 2001. The decrease in operating earnings and margins in the quarter are a function of the lower
selling prices for pulp. Operating eamings decreased by $10.2 million for the first six months 0f 2002, as a
result of lower selling prices for pulp, lower margins and a provision for severance costs in the first quarter.
Manufacturing costs on a per tonne basis have decreased by $35 per tonne compared to the prior year due to
higher production and sales volumes as well as lower fixed costs. .

Corporate and Other

Net revenue from the corporate and other segment decreased by $0.8 million in the quarter and $2.6 million for
the first six months of 2002, compared to the same periods in 2001. The decrease in the quarter is primarily a
result of reduced sales commissions and management fees from the expiry of agreements with the Chetwynd
pulp mill on December 31, 2001.

Operating results in this segment decreased by $0.3 million in the quarter and $1.1 million in the first six
months of 2002, compared to the same periods in 2001, largely as a result of the reduced revenue, partially
offset by reduced salary and travel costs.

Financing Expenses

Financing expenses increased by $0.1 million in the quarter and increased by $1.8 million for the first six
months of 2002, compared to the same periods in 2001 primarily as a result of higher foreign exchange losses
on U.S. dollar cash and working capital. : ,

Unrealized Exchange (Gain) Loss on Debt

Foreign exchange gains on U.S. dollar Senior Notes increased by $5.5 miilion in the quarter and by $17.6
million for the first six months of 2002 as a result of a significantly stronger Canadian dollar in 2002 compared
to 2001,

w3
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Income Taxes

Operating results for the quarter ended June 30, 2002 and for the first six months of 2002 were subject to
income and capital taxes at a statutory rate of 35%. Income tax expense for the quarter consists of large
corporations capital tax of $0.2 million and future income taxes of $3.3 million compared to large corporations
capital tax of $0.1 million and future income tax recovery of $0.5 million in 2001. For the first six months of
2002, income tax expense consists of large corporations capital tax of $0.3 million and future income taxes of
$1.6 million compared to large corporations capltal tax of $0 3 mllhon and future income tax recovery of $0. 2
million in 2001: :

The Company has not recorded any future income taxes on the unrealized foreign exchange gain for the quarter

and the first six months of 2002 as these gains are offset by previously unrecognized tax benefits from
unrealized foreign exchange losses recorded in prior periods.

Liquidity and Capital Resources

For the quarter ended June 30, 2002, the Company generated cash of $10.7 million from operations, including -

changes in working capital compared to $21.3 million for the comparable quarter in 2001. For the first six
months of 2002, the Company required cash of $1.5 million for operations, compared to generating cash of
$8.9 million in the same period in 2001. The decreased cash flow from operations in the second.quarter is a
result of reduced cash flow from changes in working capital. Cash generated from changes in'working capital
decreased by $10.6 million in the quarter primarily as a result of higher pulp sales volumes that led to higher
pulp accounts receivable balances at June 30, 2002.

Capital expenditures decreased by $5.8 million in the quarter and $16.9 million for the first six months of 2002
compared to the same periods in 2001. In the first half of 2001, the Company was in the process of
modernizing its Whitecourt sawmill, and incurred $15.5 million in costs related to this project. In the first half
of 2002, there were no significant capital projects, and the spending level is reflective of the Company’s
strategy to minimize capital expend:tures in 2002,

At June 30, 2002, the Company had cash of $13.2 million compared to a cash balance of $9.1 million in June,
2001, and an additional $50.0 million was available under the Company’s revolving credit facility, of which
$2.3 million was committed for letters of credit.

Based on its current level of operations, the Company believes that its cash flows from operations and its
revolving credit facility will provide sufficient liquidity to meet its scheduled interest payments, anticipated
capital expenditures and working capital needs over the next 12 months. However, the Company’s future
operating performance may be adversely affected by changing economic conditions and by financial, market
and other factors, many of which may be beyond the Company’s control.
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EXHIBIT 3




, Quarterly Reports
i, Financial Hightights | Annual Repont | Quanerly Repofts | Key Concacts

2002 2nd Quatter Results ™Moo monheendad - Sixmering andec
2002 2001 2002 2001,

EARNINGS {(millions of CON doliars)

Net sales revenus 66.8 §6.8 117.9 113.0
Cost of sales 484 42,0 88.2 829
" General & adminlstration 32 3.7 6.5 82
Depreciation and amortization 4.1 4,0 84 85
Provision for severance costs - . 23 -
Operating eamings 10.2 74 125 134
Financing and other expenses 7.7 76 144 128
Unrealized exchange (gain) loss
on debt (13.5) (8.0 (13.1) 45
Other income {.4} (.5) (1) {4)
Income taxes (recovery) ) 35 (3) 1.8 A
Net Earnings {loss) 12.9 83 94 {3.4)
CASH FLOWS
Operaling Activities:
Nel eamnings (loss) 12.9 83 9.4 (3.4)
items not affecting cash:
Depreciation and amortization 4.1 4.0 B.4 8.5
Net reforestation expense (3.0} (4.5) 1.2 1.3
Provisions for duties (3.3) . (2.3) -
Unrealized exchange (galn) loss
on debt (13.5) (8.0) (13.1) 45
Income taxes and other 3.8 (.8) 24 {7
Change in non-cash warking capital 9.7 223 (7.5) (1.3)
Tota} Operaling Activitles 10.7 21.3 {1.8) 8.9
Invasting Activities:
Addltions tc capital assets {.8) {6.1) (1.2) (17.7)
Increase (decroase) in cash 9.9 15.2 27 (8.8)
Cash (bank indebtedness) - beginning of
period 33 (8.1) 15,8 17.9
Cash-BndofPeded 132 91 132 91

—



As &t As at
Juns 30 December

31
BALANCE SHEET {milllons of Canadian dollars) 2002 20011
Assels
Current assets 114.4 1164
Caplal assets 165.2 118
Other assets 215 28,5
Total Assets 3074 316.7
Liabilities
Current liabllities o - : 343 - 388
Long-term debt 2417 254.8
Othar obligations 1.0 12.9
Fulure income laxes 9.2 8.9
Total Liabilities 2662 31582
Shareholder's Equity 10.9 1.5
Tota) Liabilities and Shareholder's Equity 307.1 316.7
P ]
Three monihs ended Slx months ended
June 30 June 30
PRODUCT SHIPMENTS 2002 2001 2002 2001
Lumber milions of board feat 758 69.6 135.7 1353
Pulp (BCTMP)  thousands of tennes 748 5§31 138.3 108.2

Notes

(1) Comparative figures have been restaled 1o reflect a new accounting policy of the
Canadian Institute of Chartered Accountants with respeet o the recognition of
unrealized foreign exchange gains or losses. Effective January 1, 2002, exchange gains
or losses that arise on transiation of Jong-lerm debt dencminated In a foreign currency
are included in the determination of eamings for the current period. The company has
adopted the new recommandations retroactively to Cecambaer 31, 2000, and the
following table outiines the Increase (dscrease) of the restated amounts in the prior
financial statement; ‘

. Year ended

Second quarter SX Tu%";?oeggg? December 31,

2001 ' 2001

Long-term debt $ 10,543 % 10,543 $ 20,382

Retained eamings (10,543) (10,543) (20,382)

Financial expenses (565) 871) (2,025)

Unrealized exchange

{gain) less on dabi (7.968) 4,528 15,521

Management Comments:

Quarer ending June 30, 2002

Strong pulp and lumber shipments contributed to a $10.8 million, or
17.8%, increase In net revenue in the second quarter over the same
period last year. Operating earnings were up $3.0 million over the
second quarter of 2001, primarlly the result of improved performance
in the lumber segment.

The lJumber segment benefited from & reversal of $3.3 million in
accrued duties. The accrual reversal follows the U.S. International




Trade Commission’s (ITC) final determination on softwood lumber
dutles, which eliminated countervaijling and anti-dumping duties on
lumber sales to the U.S. up to May 22, 2002. As a result, all
preliminary duties accrued to the end of the first quarter were reversed
and had the effect of reducing selling expenses and thereby
increasing net revenue. Net revenue far the lumber segment was up
$5.4 million in the second quarter compared to the same period fast
year. The ITC also dstermined that after May 22, the company's
softwood fumber sales to the U.S. wouid be subject to duties of 27.1%
and that cash deposits at that rate would be required. ‘

The lumber segment was also aided by the continuing strength of the
North American housing market, reflected in an 8.6% increase in sales
volumes over the same period last year. Operating earnings for the
quarter were up $6.0 million from 2001 levels, the result of higher
revenues and reduced manufacturing costs. Further optimization of
the new sawmill in Whitecourt, Alberta, helped to lower cost of sales
by $36 per thousand per board feet compared to the same quarter [ast
year.

Net revenue from the pulp segment increased $5.4 million, or 19.4%,
in the quarter, largely the result of higher sales volumes. The volume
increases, however, were offset partially by lower pricing. The
improved demand for BCTMP that was prevalent in the first quarter
continued into the second quarter, resulting in a 41% increase in sales
volumes over the same period last year. While pulp demand remains
strong and world-wide pulp inventories continue to decline, average
selling prices have improved slowly since the beginning of the year.
Even with price improvements in 2002, the average Canadian net
realized selling price for the first half of 2002 was only $434 per tonne,
$150 or 25.7% below the averags selling price for the first half of
2001.

The company welcomed the WTO's greliminary softwood jumber
ruling of July 26, which came down strongly in favour of Canada’s
industry, and hopes it will expedite a resolution to the long-standing
trade dispute with the U.S, The company's lumber operations continue
10 focus on cost minimization, production optimization and market
diversification as strategies for contending with the duties imposed on
U.S. shipments. While the environment for lumber promises to be
challenging in the coming guarters, the company anticipates that, on
the basis of strong market fundamentals, pulp prices will trend upward
as the rest of the year unfolds.

Millar Westem is a diversified forest products company with
operations in Alberta and Saskatchewan. The company's main
product lines are hardwood and softwood bleached
chemi-thermo-mechanical pulp and softwood lumber.

For more information, contact:
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Jose Concinj
Chisf Financial Officer
780-486-8265

Carol Cotton
Senior Vice President, Corporate
780-486-8207
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