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May 9, 2011
Yo our Shareholders,

We continued to make positive strides in the first quarter of 2011. Our improvements have led to better
financial results which were achieved despite the continued strengthening of the Canadian dollar:

Positive EBITDA of $8.2 million in the quarter

Liquidity of $95.2 million compared to $54.5 million a year ago

Net debt to capitalization reduced to 12% from 30% a year ago

Sales revenues increased 31% over the first quarter last year

Sales volumes of all our major product segments increased over last year
Operating cash flow generated $35.1 million in the quarter

As a result of the cash generated from operations and sales of non-core assets made in the first quarter of
2011, our balance sheet continues to strengthen.

Our return to profitability continues lo come largely as a result of operational initiatives including:

« Operating cost reductions and inventory control
« Refocused marketing and refined product mix to increase sales value
* Improvement in our sales and marketing infrastructure and overall management of our balance sheet

These resutts were achieved in a tough North American market environment, with a Canadian dollar that was
5% stronger than the US dollar compared to the same quarter last year. Shipments of our lumber products to
Japan and China continue o grow and more than offset weak market demand for lumber products in the US.
We continue to look for altemative markets, including Asia.

In addition to continued challenging markets, we have had poor weather over the early part of the year,
resulting in some log supply shortages. Harsh weather conditions at the end of the first quarter impacted our
ability to log, particularly in higher elevation operating areas. This will result in continued log supply issues in
the second quarter which we are working to offset.

As we move forward through 2011, Westem is in a much stronger position, which will allow us to shift focus ta
longer temm strategic initiatives. We will pursue quick-retum capital re-investment opportunities in 2011 to
further improve our cost position.

Our priorities for 2011 follow:

« Continue to enhance our safety programs to achieve our ultimate objective of a zero medical incident
rate

Increase market share with our key customers in our core product segments.

Increase our logging activity by one third

Continue to expand lumber production to meet market demand.

Institutionalize our margin improvement and cost reduction programs

Begin the first phase of our $125 million capital investment program

We are not as yet where we need to be, and there is more work to be done. That said, we have shown that we
can deliver positive results even in a difficult market environment. We at Westemn are optimistic about our
future.

I look forward to reporting our progress throughout this year.

Dominic Gammiero

Chairman and CEOQ
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Management’s Discussion & Analysis

The following discussion and analysis reports and comments on the financial condition and results of
operations of Westem Forest Products Inc. (the "Company”, “Westem", "us”, ‘we", or “our"), on a consolidated
basis, for the three months ended March 31, 2011 to help security holders and other readers understand our
Company and the key factors underlying our financial results. This discussion and analysis should be read in
conjunction with the unaudited condensed consolidated interim financial statements for the period and with the
audited annual consolidated financial statements and management's discussion and analysis (“"MD8&A”) for the
year ended December 31, 2010 (the “2010 Annual Report'), ali of which can be found on the System for
Electronic Document Analysis and Retrieval ("SEDAR?"), at http:/Avww.sedar com.

The Company has prepared these unaudited condensed consolidated interim financial statements in
accordance with intemational Financial Reporting Standards (“IFRS") applicable to the preparation of interim
financlal statements, including IAS 34, Interim Financial Reporting, and IFRS 1, First-Time Adoplion of IFRS.
For comparative purposes all financial statement amounts reiated to the three month period ended March 31,
2010 and the year ended December 31, 2010 have been restated in accordance with IFRS.

Reference is also made to EBITDA'. EBITDA is defined as operating income (ioss) prior to operating
restructuring costs and other income (expenses), plus depreciation of properly, plant and equipment,
amortization of intangible assets, the reversal of impairments of intangible assets, and the change in fair value
adjustments to biological assets. Westem uses EBITDA as a benchmark measurement of our own operating
results and as a benchmark relative 1o our competitors. We consider EBITDA to be a meaningful supplement
to operating income as a performance measure primarily because amortization expense. impairments,
reversals of impairments and changes in the fair value of biological assets are non-cash costs, and vary widely
from company to company in a manner that we consider largely independent of the underying cost efficiency of
their operating facilities. Further, operating restructuring costs are not expected to occur on a regular basis and
may make compari: of our operating results between periods more difficult. We also believe EBITDA is
commonly used by securiies analysts, investors and other interested parties to evaluate our financial
performance.

EBITDA does not represent cash generated from operations as defined by IFRS and it is not necessariy
indicative of cash available to fund cash needs. Furthermore, EBITDA does not reflect the impact of a number
of items that affect our net income {loss). EBITDA is not a measure of financial performance under IFRS, and
should not be considered as an altemative to measures of performance under IFRS. Moreover, because all
companies do not calculate EBITDA in the same manner, EBITDA as calculated by Westem may differ from
EBITDA as calculated by other companies.

This management's discussion and analysis contains statements which constitute forward-iooking statements
and forward-looking information within the meaning of applicable securities laws. Those statements and
information appear in a number of places in this document and include statements and information regarding
our current intent, belief or expectations primarily with respect to market and general economic conditions,
future costs, expenditures, available harvest levels and our future operating performance, objectives and
slrategies. Such statements and information may be indicated by words such as “estimate”, “expect”,
“anticipate”, “plan”, ‘intend", “belteve”, “should”, *may” and similar words and phrases. Readers are cautioned
that it would be unreasonable to rely on any such forward-ooking statements and information as creating any
legal rights, and that the statements and information are not guarantees and may involve known and unknown
risks and uncertainfies, and that actual results and objectives and strategies may differ or change from those
expressed or implied in the forward-looking statements or information as a result of various factors. Such risks
and uncertainties include, among others: general economic conditions. competition and selling prices, changes
in foreign currency exchange rates, labour disruptions, natural disasters, relations with First Nations groups,
changes in laws, regulations or public policy, misjudgments in the course of preparing forward-looking
statements or information. changes in opportunities and other factors referenced under the °Risk Factors”
section in the MD&A in our 2010 annua! report, and those referenced in the MD&A in this quarterly report. All
written and oral forward-ooking statements or information attributable to us or persons acting on our behalf are
expressly qualified in their entirety by the foregoing cautionary statements. Except as required by law, Westem
does not expect to update forward4ooking statements or information as conditions change.

! €amings Bafore Interest, Tax, Depreciation and Amortization
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Unless otherwise noted, the information in this discussion and analysis Is updated to May 8, 2011. Certain
prior period comparative figures may have been reclassified to conform to the current period's presentation. All
financial references are in millions of Canadian dollars unless otherwise noted.

Summary of Selected Quarterly Results’

Three months ended March 31,
{milSons of dokars 0xcopt whers oled) 201 2010
Sales $ 1808 8 1383
EBMDA 82 93
EBITDA as % of sales 4.5% 6.7%
Operating income before restructuring items and other income (expenses) 20 27
Netincome (loss} from continuing operations 0.7) 97
Net income {loss} (1.0) 91
Basic and diuted netincome (loss) per share {dollars) $ - $ 0.02

" inchided in Appendix Ais atable of selected results far the lost elght quarters.
Overview

. Despite challenging market conditions, Westem was again able to generate a positive EBITDA in the quarter.
Product demand in most of the Company's markets has strengthened, but still remains well below historicat
trend levels. Current indications are that the US housing market will take longer to recover than had eartier
been anticipated. Also contributing to the challenging operating environment has been the negative impact on
our revenues of the continuing increase in the sirength of the Canadian dollar relative to the US dollar. The
average exchange rate for the first quarier of 2011 was 0.986 (which is the highest quarterty average rate since
the fourth quarter of 2007) and is 5% higher thal the average of 1.040 in the first quarter of 2010. Our focus
continues to be on reducing costs and enhancing the operating efficiencies of afi of our aclivities, while further
strengthening our batance sheet.

The net loss for the first quarter of 2011 was $1.0 million, which is a decline from the net income of $9.1 million
reported a year earfier, and a dedline of $21.1 million compared to the previous quarter. The first quarter of
2010 results benefited from the inclusion of a net $8.9 million one-time gain that arose from the reorganization
of WFP Forest Products Limited. Excluding this item, the net loss of $1.0 million for the first quarter of 2011 is
similar to the 2010 result. The fourth quarter of 2010 includes a net gain of $15.8 million, being primarily the
reversal of impairments on our crown timber tenures and the change in fair value of cur biological assets which
was required as a result of our transition to reporting under IFRS. Excluding this item, the net income for the
first quarter of 2011 was $5.3 million below the previous quarter.

In the first quarter of 2011 Westem reported EBITDA of $8.2 million compared to $9.3 million for the same
period a year earlier and $5.8 million in the fourth quarter of 2010. Our cash position increased to $28.7 million
at the end of the first quarter of 2011, primarily as a result of cash generated from operations and reductions in
inventories.

On February 11, 2011, the Company completed the sale of certain non-core properties to TimberWest Forest
Corp. for a purchase price of $21.9 million. The sale included properties located in the southem portion of
Vancouver Island, near Jordan River. These properties. which encompass approximately 7,678 hectares, are
situated in the land districts of Renfrew and Malahat. The net proceeds from the sale were used to pay down
the Company’s long-term debt in accordance with its lending agreements. A net loss on the disposal of $1.1
million was recognized in the first quarter of 2011.
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Operating Results

EBITDA of $8.2 million reported for the first quarter of 2011 was marginally lower than the $9.3 million reported
in the same quarter last year, and a $2.4 million improvement over the $5.8 million earned in the fourth quarter
of 2010. The EBITDA result for the first quarter of 2011 reflects increased operating levels, higher sales
volumes and prices for most products and a more favorable mix of sales compared to the first quarter of 2010.
However, these positive variances were ofiset by a negative impact of foreign exchange, increased cost of
sales, higher freight costs and higher selling and administrative expenses in the current quarter.

The operating rosuits for the first quarter of 2011 incorporated shutdown costs that were $3.8 million less than
those incurred in 2010, as production was Increased to meet demand. Lumber production was 15% higher in
the first quarter of 2011 compared to the first quarter of 2010 and our sawmills operated at 78% of capacity in
the first quarter of 2011 compared to 56% of capacity in the same quarter of 2010. The majority of this increase
in operating capacity retated to the Nanalmo mill which ran for the first quarter of 2011, but was idle in the same
quarter in 2010 and the Ladysmith mill which ran at approximately 70% of capacity during the quarter but was
. also Idle in the first quarter of 2010. Demand for logs in the first quarter of 2011 was relatively strong, whereas
log production was 2% lower in the first quarter of 2011 as weather related issues, particulady in March,
hampered production.

As previousty mentioned. our operating results were negatlvely impacted by an approximate 5% strangthening
in the value of the Canadian dollar relative to the US dollar from the first quarter of 2010, which reduced our
Canadian dollar proceeds received on US dollar denominated sales.

Sales Three months ended March 31,
{milions of dofars) 2011 2010
Lumber S 1290 3 102.2
Logs 363 245
By-products 15.5 11.6
Total sales $ 180.8 $ 138.3

Total sales dollars increased by 31% in the first quarter of 2011 compared to 2010 due primarily to increased
volumes of shipments. The negative effect of the stronger Canadian dollar on revenues in the current quarter
tempered this increase.

Lumber sales revenues increased by 26% when compared to the first quarter of 2010 primarity because of
higher shipment volumes. Lumber shipments increased by 24% to 183 million board feet in the first quarter of
2011. Average lumber prices realized were marginally higher in the curreni quarter at $705 per thousand board
feet, compared to $695 in the first quarter of 2010. Lumber sales values in the first quarter of 2011 have seen
modest price increases in all major product categories, particulary whitewood products, when compared to the
same period last year. In the first quarter of 2011, 29% of lumber sales were made to China compared o 22%
In the same period In 2010.

Log sales revenues in the first quarter of 2011 increased by 48% compared to the same period last year. The
increase is due to a 22% increase in the volume of logs sold and average log prices realized in the first quarter
of 2011 being 15%, or $9 per cubic metre, higher than a year ago. Overall log demand for the quarter was
strong, relative to prior quarters. Increases in volumes sold were achieved in our peeler and shingle log sales in
North American markets as well as sales to Korea and China. Domestic log prices, with the exception of cedar
sawlogs, have generally Increased since the first quarter of 2010 as a result of a strong pulplog market and
supply shortages for most log species. The volume of pulplog sales was lower in the current quarter which
reflects a reduced supply of log volume from both intemat and extemal sources. The increase in the overall
average log price realized is partly because of higher export prices, combined with a higher value mix of logs
sold domesucally.
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By-product revenues increased by $3.9 million, or 34%, in the cunent quarter compared to the first quarter of
2010. mainly because of increased chip production and higher chip prices. Chip production in the first quarter
of 2011 increased by 25% over 2010 largely due to increased sawmill production. Chip prices were
approximately 10% higher, which is a result of higher pulp mill net realizations which drive the chip pricing
formula used in our fibre agreements with certain customers.

Total freight costs were $21.1 million in the first quarter of 2011, which compared to the first quarter of 2010
cost of $13.6 million. Shipment volumes of lumber were higher in the current quarter which accounts for
approximately $3.5 million of the increase. The balance of the increase results from an increased proportion of
our shipments being made to China in 2011 which incur retalively more costly ocean freight, and also the
impact of rising oil prices on general freight rates.

Selling and administration costs increased by $1.2 million to $6.6 million in the current quarter compared to
$5.4 million in the first quarter of 2010, primarily because of increased salary costs. The increase in salary
costs results from the re-instatement of base salaries following the reductions taken in June 2009, and also the
inclusion of performance-based bonus accruals expected for this year. Finance costs decreased from $3.2
million in the first quarier of 2010 to $1.9 million in the current quarter. This decrease is primarily attributable to
a reduction in the outstanding debt amount over the respective periods which resulted from the proceeds of
non-core asset sales being used to pay down debt subsequent to March 31, 2010. Also contributing to this
reduction is the benefit of lower interest rates negotiated in the amendments to the loan agreements effected In
tate December 2010.

Other expenses of $0.5 million for the first quarter of 2011 comprised net losses on non-core asset sales of
$0.8 million, a gain on the sale of an equity interest in certain real estate properties of $2.4 million (for further
details see Related Parties on page 8). an expense incurred of $2.5 million to amend the terms of certain
contractual arrangements, and other items iotaling income of $0.4 million. In comparison, the first quarter of
2010 included other income of $10.4 million, which primarily related to a receipi in January 2010 of $8.9 million
being the balance of the proceeds related to the establishment of the jointly-owned entity in 2009 with
Brookfield Properties Limited (*BPL"), a company related to Brookfield Asset Management inc. ("BAM").

Financial Position and Liquidity

Thvee months ended March 31,
(miBon s of dokars except where noted} 2011 2010
Cash provided by operating activities S 35.1 S 12.3
Cash provided by (used n) nvesting actvities 224 (1.2}
Cash used in financing activites (33.6) (15.8)
Cash used to construct capitalzed logging roads (1.0) (1.5)
Cash used to acquire property, pant, and equipment (1.9) 0.2)

March 31 December 31

2011 2010
Total liquidity""’ - $ 52 § 84.6
Net debt® 45.2 99.8
Financial ratios.
Current assets to current liabilties 2.45 250
Net debt t capitalzation’” 0.12 0.23

O Toul fquidity comprises cash and cash squivdents and available credit under the Company's
revoling credit taclity and revolving term loan,

% Netdeb! s dofined as the sum o 1ong-term debt. arrent poricn o long-tem debt. revolving credd
facily. less cash and cash equivalents.

! Capitdization comprises net debt and sharehdders equity

Cash provided by operating activities in the first quarter of 2011 amounted to $35.1 million compared to cash
provided of $12.3 million in the same period iast year. 2011 cash flows from continuing operations were
primarily driven by a $25.1 million decrease in working capita! over the quarter, whereas in the first quarter of
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2010 working capital increased by $7.2 million. In the first quarter of 2011 inventorles declined by $17.2 million
primarily due to a reduction in the inventory of logs held at the end of the first quartes compared to December
31, 2010. The reduction in log inventory reflects production being impacted by adverse weather conditions, and
also relatively strong log demand in the quarter. Cash generated by operations before the change in non-cash
working capital was $10.0 million in the first quarter of 2011 which is $9.5 million less than the cash from
cperations of $19.5 million in the first quarter of 2010. The operating results for the two periods were relatively
consistent, but the 2010 figure includes the net gain of $8.9 million relating to the reorganization of WFP Forest
Products Lid., referred to earier.

Cash used for additions to property, plant and equipment and capitalized logging roads in the first quarter of
2011 was $2.9 milfion compared to $1.7 million in the first quarter of 2010. The increase reflects capital
spending to build required timberlands Infrastructure and is reflective of stronger demand for products.

In the first quarter of 2011, the Company pald down iis non-revolving term loan by $31.2 million as a result of
cash generated from the sales of non-core assets in the quarter of $25.3 million with the balance being paid
from the §5.2 million cash received at the end of 2010 as reimbursement by the Province of British Columbia
for costs incurred by Weslem with respect to the Forestry Revitalization Plan timber take-back areas. In the first
quarter of 2010 the revolving credit facility was paid down by $12.9 miltion, and by the end of 2010 this facility
was not drawn upon.

At March 31, 2011, Westem's total liquidity had increased to $95.2 million from $84.6 million at the end of 2010
and from the $54.5 million of fiquidity available at March 31, 2010. Liquidity is comprised of cash of $28.7
miflion and avallability under the secured revolving credit line of $66.5 million at March 31, 2011. The increase
in the liquidity availability compared to March 31, 2010 is largely a function of the improved availability under
the amended financing agreements and the fact that improved cash generated {rom operations required less to
be drawn down on the revolving credit facility.

Any net proceeds realized from the future sale of non-core assets will be used to repay the term loan. Based on
Its financial position at March 31, 2011 and lts current torecasts the Company expects lo operate as a going
concern for the foreseeable future.

Changes in Accounting Policies

Effective January 1, 2011, Canadian publically listed entities were required to prepare their financial statements
in accordance with IFRS. Due to the requirement to present comparative financial information, the effective
transition date for the Company is January 1, 2010. The three months ended March 31, 2011 is our first
reporting period under IFRS. Full disclosure of the Company's accounting poficles in accordance with IFRS
can be found in Note 2 fo the interim financial statements. The interim financial statements also include
reconciliations of the previously disclosed comparative periods financla! statements prepared in accordance
with Canadian generaily accepted accounting principles ("Canadian GAAP") to IFRS as set out in Note 4.

New Standards and Inlerpretations

The following new Standard is not yet effective for the year ended December 31, 2011, and has not been
applied in preparing these unaudited condensed consolidated interim financial statements:

Financial instruments

IFRS 9 Financial instruments ("IFRS 9°) was issued by the IASB on November 12, 2009 and wilt replace IAS 39
Financial Instruments: Recognition and Measurement (*IAS 397). IFRS 9 uses a single approach to determine
whether a financial asset is measured at amortized cost or fair value, replacing the multiple rules in IAS 39. The
approach in IFRS 9 is based on how an entity manages its financial instruments in the context of its business
mode! and the contractual cash flow characteristics of the financial assets. The new standard also requires a
single impairment method to be used, replacing the multiple impairment methods in IAS 39. IFRS 9 is effective
for annual periods beginning on or after January 1, 2013. The Company has not yet determined the impact of
IFRS 9 on its financial statements.

Evaluation of Disclosure Controls and Procedures

As required by National instrument 52-109 issued by the Canadian Securities Administrators, Western carried
out an evaluation of the design and effectiveness of the Company's disclosure controls and procedures and
intema! contols over financial reporting as of December 31, 2010. The evaluation was camied out under the
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supervision.and with the participation of the Chief Executive Officer ("CEO") and the Chiet Financial Officer
("CFO"). Based on the evaluation, Westem's CEO and CFO conduded that the Company’s disclosure controls
and procedures are effective in providing reasonable assurance that material information relating to Westem
and its consolidated subsidiaries is made known to them by others within those entities, particularly during the
period in which the interim filings are being prepared. In addition, Westem's CEQ and CFO concluded that the
Company's internal controls over financial reporting are effective in providing reasonable assurance regarding
the reliabllity of financial reporting and the preparation of financial statements for Western and its consolidated
subsidiaries for the period in which the interim filings are being prepared.

There were no changes in the controls which materially affected, or are reasonably likely to materially affect,
the Company’s internal control over financial reporting during the first quarter of 2011.

Risks and Uncertainties

The business of the Company Is subject to a number of risks and uncertainties, including those described in the
2010 Annual Report which can be found on SEDAR, at hitp/Awww.sedar.com. Any of the risks and
uncertainties described in the above-noted document could have a material adverse affect on our operations
and financial condition and cash flows and, accordingly, should be carefully considered in evaluating Western's
business.

Outlook and Strategy

As expected, the pace of worldwide economic recovery continues to be slow into 2011. Although most signs
point to the fact that economic conditions have improved, it would appear that fuli recovery still will not occur for
several years. Despite weak underlying demand in North America, lumber prices remain reasonably strong
reflecting growing shipments of hemlock and douglas fir products in our key markets of Japan and China

Demand for forest products continues to rise in China. The migration of Chinese citizens to cities is drving an
affordable housing construction boom lhere. It is now estimated that twenty million new residences are required
each year to keep pace with this trend. At the same time, the growth of the middle class in China is fuelling
demand tor higher end wood frame construction. With the market weakness in the US, our commodity program
continues to focus on China. We expect the Chinese market to be our highest volume lumber market for 2011.

The earthquake and resulting devastation in Japan has created some uncertainty in that market. The focus of
the govemment is intially on clean up. which will then shift towards rebuilding. It is estimated that
approximately 150,000 buildings were destroyed in the earthquake and resulting tsunami. The infrastructure
damage is expected to slow lumber demand in the immediate term; however in the longer term demand for our
products is expected to increase. Westem intends to participate in certain government/industry relief projects
that will ald in the rebuilding of Japan.

The US housing market continues to have deep structural issues which will undermine the housing market
recovery there.’ As recently announced US housing data suggests, significant recovery will be delayed due to
high unemployment rates, limited access to credit and high foreclosure rates. Another factor reducing margins
to US denominated markets is the strenglhening of the Canadian dollar. The Canadian dollar has appreciated
against the US dollar by 5% over the same period last year. Currently the only US markets for our products that
are showing some promise are certain cedar and niche markets, such as door and window products.

Cedar demand in the US has improved as distributors increase their inventories prior to the spring buying
season. In addition, competitors in this market segment have recently taken downtime, in response to the
sirengthening Canadian doflar. The niche business in North America remains strong, with orders being robust
through the second quarter of 2011. We will continue to diversity our customer and product base in this market
segment.

The Company continues to monitor the request for arbitration made by the US under the Canada/US Softwood
Lumber Trade Agreement. A ruling from the London Court of International Arbitration is expected to take up to
a year to be released and it is not possible to predict the outcome of their claims, or whether they would
potentially have any impact on Western since they are directed spedifically at British Columbia interior
practices.

ey
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Our previcusly announced plans to embark on a $125 million strategic capital program are currently underway.
The capital options continue to be evaluated and it is expected that we will spend $10 million on strategic, high
retum projects over the latter half of 2011. We also plan to spend an additiona! $20 million of capital related to
maintenance over this period. However such projects will continue to be thoroughly evaluated in light of the
economic uncertainty that cumently exists. We also continue to focus on cost reduction and balancing our
working capital requirements with market demand in the coming months.

Westem will continue to pursue opportunities to sell non-core or other land assets at reasonable values.
However, our net debt and liquidity situation has dramatically improved over the past year, so the impetus to
make such sales has greatly diminished. Any proceeds will first be first directed to reduce or efiminate long-
term debt with any surplus used to provide additional liquidity.

Outstanding Share Data

As of May 9, 2011 there were 128,625,623 Common Shares and 338,945,860 Non-Voting Shares issued and
outstanding. Brookfield Special Situations Management Limited ("BSSML") controls and directs 49% of the
Company’s Common Shares and 100% of the Non-Voting Shares. The Company may convert the Non-Voting
Shares into Common Shares on a one-for-one basis, in whole or in part, at any time in its sole discretion,
provided that the Board of Directors is at that time of the opinion that to do so would not have a material
adverse effect on the Company’s business, financial condition or business prospects.

Waestem has reserved 10,000,000 Common Shares for issuance upon the exercise of options granted under
the Company’s Incentive stock option plan. On February 23, 2011 a further 1,700,000 options were granted
under the plan. As of May 9, 2011, 6,441,795 options were outstanding under the Company’s incentive stock
option plan.

Related Parties

By virtue of the BAM voting arrangements with BSSML, BAM is related to the Company. Western has certain
arrangemenis with entities related to BAM to acquire and sell logs, lease certain facilities, provide access to
roads and other areas, and acquire other services inchuding Insurance and the provision of a foreign exchange
facility, all in the normal course and at market rales or al cost. During the first quarter of 2011, the Company
paid entities related to BAM $2.9 million in connection with these arrangements.

On January 4, 2011, the Company exercised its option to sell its equity interest in WFP Forest Products Ltd.,
the entity that held the jointly-owned entity established in 2009 between the Company and BPL receiving $2.4
million as consideration for the sale of its interest, and the right of first offer on certain land was extinguished.

Public Securities Filings

Readers may access other information about the Company, including the Annual Information Form and
additional disclosure documents, reports, statements and other information that are filed with the Canadian
securities regulatory authorities, on SEODAR al www.sedar.com.

On behalf of the Board of Directors

Dominic Gammiero Lee Doney
Chaiman Vice-Chaiman
Vancouver, BC,

May 9, 2011
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Management’s Discussion and Analysis — Appendix A
Summary of Selected Results for the Last Eight Quarters (Unaudited)

Financial results prepared
Finandal results preparad under IFRS under Canadian GAAP
2011 2010 2009
{mifons of dodars except per shars amounts
and where noted) " 4" 3 Fad e - 3 4l
Average Exchange Rato -Cdn $ to
purchass one US$ 0.9858 1013 1030 1029 1.040 1056 1.038 1167
Sales
Lumber 1290 118.1 1237 1311 102.2 963 118 101.8
Logs B3 88 391 366 245 325 285 253
By-products 15.5 15.7 127 13.8 1.6 10.5 126 11.5
Total sales 1808 1726 1755 1815 138.3 1333 1499 138.7
e e e s
Lumber
Shipmonts - milions of beard fect 183 168 165 189 147 140 157 145
Price - per thousand board feet 705 703 750 694 695 588 712 703
Logs
Shipments - thousends d cubic meters 504 646 642 640 414 528 413 406
Prica- por cubic mebe® 68 60 81 57 59 62 62 62
Selling and administration 66 76 59 57 5.4 5.6 58 59
EBITDA 82 S8 118 219 93 23 52y (16.0)]
Deprediaton and amatizaton (5.6) (5.2) {5.4) 6.9) {5.9)] (7.2) {73 {8.2)
Cranges infar vdve o biokgica’ assets {0.6) (2.7) 07 {0.6) {0.7) - - -
Revarsal o mpaiment - 185 - . - . - -
Operaing sesucturing itams {0.3} (0.1} {0.6) {0.9) - 03 {23) (3.5)
Finance cosls (1.9} (28) {35) {3.9) (3.2) 32) (29) (2.3)f
Oter income {expenses ) (0.5} 6.3 {0.3) 0.3 104 51 17 05
Inccme Laxes 0.6 {0.9) (0.3) 02 - {0.1)
Net income (loss) from continuing
oporations (%] 204 24 101 a7 @n (16.1) {29.5})
Net loss from disconunued
operitions (0.3) (0.3} {0.3) 0.3) (0.6 [ 04) (0.5) 0.6)
Net incoms (loss) (10} 201 21 98 9.1 (31)  (1686) (30.1)
EBITDA as % of sales 45% 3.4% 68% 12.1% 67% 17% (3.5)% (11.57%)
Eamings por shae;
Net incoma (loss) basc and diuted . 0.04 000 002 002 (0.01) (004) (0.06)
Nellrcome (loss) from contnuing
operations basc and dikited - 004 0.01 0.02 0.02 {0.01) (0.04) (0.06))

* Nate - the log revenue usad Io detemnine average pnoe per cubc metrein Q1 of 2011 was adjusted ‘o reflect revanues recognized of $2.0
m:Don associated with shidging costs arranged in tha period to enable comparabilly of und prices,

The presentation of the most current five quarters above as required under IFRS reporting rules has not
materially impacted the comparability of these quarters with the previous three quarters that were prepared
under Canadian GAAP rules, other than the reversal of the impairment of $18.5 million as indicated in the
fourth quarter of 2010.

T
baaa.
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In a normal operating year there is some seasonality to the Company's operations with higher lumber sales in
the second and third quarters when construction activity, particuladly in key markets such as the US, has
historically tended to be higher. Logging activity may also vary depending on weather conditions such as rain,
snow and ice in the winter and the threat of forest fires in the summer.

The category of "Other income (expense)’ comprises gains on the sale of various non-core assets and other
recelpts which’ can be unpredictable in their timing. More material transactions of this nature occured In the
first and fourth quarters of 2010, and the fourth quarter of 2009. The downtum in the forest products industry
that was experienced most significantly in 2008 and 2009 brought associated production curtailments, which
are reflected most significantly in the results of the second, third and fourth quarters of 2009 and the first
quarter of 2010. The second and third quarters of 2009 included more significant charges for restructuring.
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For the three months ended March 31, 2011 and 2010
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Westem Forest Products Inc.

Condensed Consolidated Statements of Financial Position

(Expressed in miions of Conadian dolors) (unaudod)

Assets
Current asses:
Cash and cash equivalents
Trade and other recetvables
tnventory {Ncw )
Prepaid expenses and other assets

Non-current assets:
Property, plant and equipment %
intangible assets "** '?
Biotogical assets ™** "
Other assets

Liabilities and Shareholders’ Equity
Current liabilities:
Revolving credit fadility "®'?
Accounts payable and accrued liabilities
Silviculture provision "% 14}
Current portion of long-term debt ™™ ™!
Discontinued operations

Non-current liabilities:
Long-ierm debt &
Sitviculture provision (om 1)
Other liabiities ™'* **!
Oeferred revenue

Shareholders’ equity:
Share capital - voting shares
Share capital - non-voting shares
Conrtibuted surplus
Acaumulated other comprehensive income
Deficit

Note 17)
(Mot 17}

Commitments and Contingencies ** '®

March 31, 2011 December 31,2010  January 1, 2610
$ 28.7 $ 51 $ 8.1
52.3 58.7 39.7

1124 129.6 1052

5.8 4.8 3.8

199.2 198.2 156.8

194.6 205.4 2300

130.2 132.8 1175

61.5 77.7 857

13.0 13.8 10.9

$ 5985 . § 6279 § 600.9
$ - H - $ 153
63.1 61.6 449

12.0 1.5 10.3

. - 452

6.2 6.2 6.1

81.3 79.3 1218

73.9 104.9 745

16.3 15.8 157

215 233 156

69.9 70.4 72.4

262.9 293.7 300.0

412.3 412.3 4123

187.5 187.5 1875

3.1 3.0 27

239 23.9 239
(291.2) (292.5) (325.5)

335.6 3342 - 300.9

$ 598.5 S 6279 % 6009

See accompanying notes to these unaudited condensed consdlidated interim finandal statements

Approved on behalf of the Board:
. "Dominic Gammiero”
Charman

"Lee Doney”
Vice Chairman

\2)
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Western Forest Products Inc.

Condensed Consolidated Statements of Comprehensive Income

(Expressed in mifions of Canadian dolars except for share and per share amounts) (unaudted)

PUBLIC FILE

Revenue
Cost end expenses:
Cost of goods sold
Export tax
Freight
Selling and adminstration

Operating restructuring items ™% 2%/
Other income (expenses) ® 2"

Operating income
Finance costs

Incoma (loss) before ncome taxes
Income @ax expense

Net ncome (loss) from continuing operations
Net bss from discontinued operations °° 7

Net income {loss) for the period
Other comprehensive income (loss)
Defined benefit plan actuarial gains (losses), net of tax

Total comprehensive income for the period

Net income (loss) per share (in dollars).
Basic and diluted eamings per share
Basic and diluted eamings per share - continuing operations

Weighted average number of shares outstanding (thousands)
Basic
Dilutec

Tryes months ended March 31

2011 2010
180.8 138.3
149.7 115.6

1.4 1.0
214 13.6
6.6 5.4
178.8 1356
20 2.7

(0.3) -

(0.5) 104
12 131
(1.9) (32)
(0.7) 9.9

- 02)
©.7n 97
{0.3) (0.6)
1.0) 9.1
2.3 (7.4)

13 17

- 0.02

- 0.02
467,571 467,571
472,899 473,558

See accomparnying notes to these unaudited condensed consofidated interim financial statements

120




PUBLIC FILE
NON-CONFIDENTIAL ‘

Westem Forest Products Inc.

Condensed Consolidated Statements of Cash Fows
(Exprassed in m¥ons of Canedian dok's) (unecited)

Three months ended March 31
2011 2010
Cash provided by (used in):
Operating activities:
Net inoome (loss) from cortinuing operations 3 0.7 $ 97
{tems not involving cash: .
Amortization of propaty, plant and equipment 47 51
Amortization of intangbie assets 09 08
(Gain) loss on disposal of assats 08 (02)
Changes in fair value of bidogical assets 0.6 07
Finance costs , 19 32
Other 18 02
10.0 195
Changes in non-cash warking capital items:
Trade and other receivables 64 {49)
Irventory 172 {84)
Prepaid expenses and ohe assets (1.0) (08)
Siviadture provsion 10 10
Acoourts payable and accrued liabilities 1.5 59
2.1 (72)
3.1 123
investing adtivities:
Addtions 1o property, plant and equipment (29} (17)
Proceeds on disposals of assets 2.3 05
24 (12)
Financing activites:
Changes in revdving credit facility B (129)
tnterest paid 23) (24)
Repayment of longterm dett (31.2) (05)
Refinancng fecs (0.4) -
(33.6) (15.8)
Cash provided by (used in) continuing operations 29 47)
Cash used in discontinued operations (0.3) (05)
increase (decrease) in cash and cash equivdents 26 52)
Cash and cash equivalents, beginning of period 5.1 8.1
Cash and cash equivalerts, end of period $ 287 3 29

See accompanying notes to these uraudited condensed consolidated interim financial statemernts
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Westem Forest Products Inc.

Condensed Consolidated Statements of Changes in Shareholders’ Equity
{Expressed in milions of Canadian dolars) (unaudied)

Share  Contributed Revaliaion

Capial Surplus Reserve Deficit  Total equity
Balance at January 1, 2010 599 8 27 239 (325.5) 300.9
Net Income (loss) for the period - - - 8.1 9.1
Other comprehensive income (loss}):
Defined benefit plan actuarial gains
{losses) recognized. net of tax - - - (7.4) (7.4)
Total comprehensive income for the period : A 17 17
Share-based payment transactions
recognized in equity . 01 . - 0.1
Total transactions with owners, recorded
directly In equity - 0.1 - R 0.1
Batance at March 31, 2010 599.8 2.8 239 (323.8) 302.7
Balance at January 1, 2011 599.8 3.0 23.9 {292.5) 3342
Net income (loss) for the period - - - (1.0} (1.0)
Other comprehensive income (I0Ss):
Defined benefit plan actuanal gains
(losses) recognized. net of tax - - - 2.3 23
Total comprehensive income (loss) for the
period - - - 1.3 1.3
Share-based payment transactions
recognized in equity - 0.1 - - 0.1
Total transactions with owners, recorded
directly in equity - 0.1 - - 0.1
Balance at March 31, 2011 599.8 3.1 239 (291.2) 3356

See accompanying notes to these unaudited condensed consolldated interim finandal statements
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Notes to the Unaudited Condensed Consofidated Interim Financial Statements

{Tabular amounts exprassad in miltions of Canadian dollars)

1. General Information

Westemn Forest Products Inc. (‘Western™ or the “Company”) is a major inlegrated softwood forest
products company domiciled in Canada, operating in the coastal region of British Colunbia. The
unaudited condensed consolidated interim financial statements of the Company as at March 31, 2011
and for the three months ended March 31, 2011 and 2010 comprises the Company and s
subsidiaries. The Company's primary business includes timber harvesting, reforestation, forest
management, sawmilling logs into lumber, wood chips, and value-added lumber remanufacturing.
Western's lumber products are currently sold in over 30 countries worldwide.

The consolidated financial statemenis of the Company as at and for the year ended December 31,
2010 which were prepared under Canadian Generally Accepted Accounting Principles (“Canadian
GAAP") are available on www.sedar.com.

These unaudited condensed consolidated interim financial statements ("interim financial statements”)
were approved by the Board of Directors on May 8, 2011.

2. Summary of Significant Accounting Policies
{a) Statement of compliance and basis of presentation

Effective January 1, 2011, the Company fully adopied International Financial Reporting Standards
(‘IFRS') as the basis for preparation of financial information and accounting.

The interim financial statements are for the three months ended March 31, 2011. Because they are
part of the first fiscal year accounted for under IFRS, they have been prepared in accordance with 1AS
34, Interim Financial Reporting, and are covered by IFRS 1, First-time Adoption of IFRS. As a result,
these interim financial statements may provide additional disclosure not normally expected in interim
financial statements. These interim financial statements do not include all of the information required
{or full annual financia! statements.

Reconciliations and descriptions of the effect of the transition lo IFRS on the Company's financial
position, financial performance and cash flows are provided in Note 4 — Transition to IFRS. This note
includes reconciliations of equity and total comprehensive income for comparative periods and of
equity at the date of transition reported under Canadian GAAP, to those reported for those periods and
at the date of transition under IFRS.

These inlerim financial statements have been prepared on a going concem basis. The going concem
basis of presentation assumes the Company will continue in operation for the foreseeable future and
be able lo realize its assets and discharge ifs liabilities and commitments in the normal course of
business. Based on its financial position at March 31, 2011 and its current forecasts the Company
expects il will be abis to continue to operate as a going concem for the foreseeable future.

The preparation of interim financial statements in accordance with IAS 34 requires the use of certain
cnitical accounting estimates. It also requires Management to exercise judgement in the process of
applying the Company's accounting policies. The areas involving a higher degree of judgement or
complexity, or where assumptions and estimates are significant to the interim financial statements, are
disclosed in Note 3 — Critical Accounting Estimates and Judgements. Aclual results may differ from
these estimates.

The accounting policies set out below have been applied consistently to all periods presented in the
interim financial statements and in preparing the opening IFRS statement of financial position at
January 1, 2010 for the purposes of transition to IFRS.

(b) Basis of measurement
The interim financial statements have been prepared on the historical cost basis except for the
following materia) items in the statement of financial position:

* Biological assets are measured at fair value less costs to seli;

e Land within property, plant and equipment is measured at fair value;
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Notes to the Unaudited Condensed Consofidated Interim Financial Statements
{Tabular amounts expressed in millions of Canadian doliars)

* Liabilities for cash-settled share-based payment transactions are measured at fair value at each
reporting period and liabiliies for equity-settled share based payment transactions are
measured at fair value at grant date;

e Derivative financial instruments are measured at fair value; and

e The defined benefit fiability is recognized as the net total of the plan assets, plus unrecognized
past service cosl, less the present value of the defined benefit obligation.

(c) Consdlidation

As part of its transition to IFRS, the Company elected not to restate business combinations that
occurred prior to January 1, 2010.

Subsidiaries are all entities over which the Company has the power to govern the financial and
operating policies generally accompanying a shareholding of more than one half of the voting rights.
The existence and effect of potential voting rights that are currently exercisable or convertible are
considered when assessing whether the Company controls another entity. Subsidiaries are fully
consolidated from the date on which control is transferred to the Company. They are de-consolidated
from the date on which control ceases.

The principal wholly-owned operating subsidiaries of the Company at March 31, 2011 are Westem
Lumber Sales Limited (which sells into the United States), MacMillan Bloedel KK (which sells into
Japan), and WFP Quatsino Navigation Limited (the beneficial owner of a number of the Company's
non-core assets).

Intercompany transactions, balances and unrealized gains on inter-company transactions are
eliminated in preparing these interim financial statements. Unrealized losses are also eliminated in the
same way unless the transactlion provides evidence of an impairment of the asset transfemed.

(d} Operating segments

A business segmenl is a group of assets and operations engaged in providing producls or services
that are subject to risks and retums that are different from those of other business segments. The
Company Is an integrated Canadlan forest products company operating in one business segment
comprised of timber harvesting, log sales and lumber manufacturing and sales in world-wide markets.

A geographical segment is engaged in providing producls or services within a particutar economic
environment that is subject to risks and retumns that are different from those of segments operating in
other economic environments. Westem's log and lumber products are curently sold in over 30
countries worldwide, with sales to customers in Canada, the United States, Asia and Europe
representing over 95% of the Company's sales. Substantially alt of Western's property, plant and
eguipment, biclogical assets and intangible assets are located in British Columbia, Canada.

(8) Foreign currency transiation
(i} Functional and presentation currency

These interim financial statements are presented in the Canadian dollar which is the Company's and
its subsidiaries functional currency. Management believes that the Canadian dollar bes! reflects the
currency of the primary economic environment in which Westemn operates.

(it} Transactions and batances

Foreign currency transactions are transtated into Canadian dollars using the exchange rates prevailing
at the dates of the transactions. Foreign exchange gains and losses resulting from the settlement of
such transactions and from the translation at batance sheet dale exchange rates of monetary assets
and liabilities denominated in foreign cumrencies are recognized in net income (loss) for the period.
Non-monetary assets and liabilities that are measured In terms of historical cost in a foreign currency
are translated using the exchange rate at the date of the transaction. Non-monetary assets and
liabilites denominated in foreign currencies that are slated at fair value are translated into Canadian
dollars at foreign exchange rates at the date the fair value was determined.

2
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() Property, plant and equipment

All items of property, plant and equipment are measured at cost, less accumulated depreciation and
accumulated impairment losses, except for land, which Is measured at fair value at each balance sheet
date.

Cost includes expenditures that are directly atiributable to the acquisition of the asset. Subsequent
costs are included in the asset’s carrying amount or recognized as a separate asset, as appropriate,
only when it is probable that future economic benefits associated with the item will flow to the
Company and the cost of the item can be measured reliably. When parts of an item of property, plant
and equipment have different useful lives, they are accounted for as separate items (major
components) of property, plant and equipment. The cost of replacing a component of an item of
property, plant and equipment is recognized in the carrying amount of the item if it is probable that the
future economic benefits embodied within the component will flow to the Company, and its cost can be
measured reliably. The carrying amount of the replaced component is derecognized. All ather repairs
and maintenance are recognized In net income (loss) for the period as Incurred.

Fair value increases in tho carrying amount of land are credited to other comprehensive income and
included within the revaluation reserve in shareholders’ equity. Decreases that offset previous
increases of the same item of iand are recognized in other comprehensive income. All other decreases
are recognized immediately in net income (loss) for the period.

Depreciation is based on the depreciable amount of an item of property, plant and equipment, which is
the cost of an item, less its residual value. Depreciation is calculated using the straight-line method
and is recognized in net income (loss) over the estimated useful life of each component of an item of
property, plant and equipment. Land is not depreciated. The estimated usefu! lives for the cument and
comparable perods are as follows:

« Buildings and equipment 5 - 20 years
+ Logging roads 9 - 20 years

Residual values, depreciation methods and useful lives are reviewed, and adjusted if appropriate, at
each balance sheet date.

Gains and losses on disposals are determined by comparing proceeds from disposal with the carrying
amount of the item of property, plant and equipment and are recognized in net income {loss) for the
period in which the disposal occurs.

(g) Biological assets

Standing timber on privately held forest land that is managed for timber production is characterized as
a biological asset. Accordingly, on each balance sheet date, the biological assel is valued at its fair
value less costs to sell with any change therein recaognized in net income (loss) for the period. Costs to
seli include all costs that would be necessary to sell the assets. Standing timber is transferred to
inventory at its fair value less costs to self at the date the logs are removed from the forest. Land under
standing timber Is measured at fair value at each balance sheet date and included in property, plant
and equipment.

{h) intangible assets

Crown timber tenures are the contractual arangements between the Company and the Provincial
Govemment whereby the Company gains the right to harvest timber. Ali of the Company's timber
licenses are accounted for as acquired finite lived intangible assets. Accordingly these are valued at
their acquired cost less accumulated amortization and any accumulated impairment losses.
Amortization is recognized on a straight-line basis over 40 years, the estimated useful life of these
crown timber tenures. Amortization methods, useful lives and residual values are reviewed, and
adjusted if appropriate, at each balance sheet date.

(i) Impairment of non-financial assels

Assets that are subject to amortization are tested for impairment whenever events or changes in
circumstance indicate that the camying amount may not be recoverable. An impaimment loss is
fecognized in net income (loss) for the period for the amount by which the asset's carrying amount
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exceeds ils recoverable amount. The recoverable amount is the higher of an asset's fair value less
costs 1o sell and value in use. For the purposes of assessing impairment, assets are grouped Into cash
generating units ("CGU") which are the lowest levels for which there are separately identifiable cash
flows.

Impairment losses recognized in prior periods are assessed at each balance sheet date for any
indication that the loss has decreased or no longer exists. An impaimment loss is reversed if there has
been a change in the estimates used to determine the recoverable amount. An impairment loss is
reversed only Lo the extent that the assets' adjusted carnrying amount does not exceed the carmying
amount that would have been determined, net of depreciation, if no impairment loss had been
recognized.

{) Inventories

Inventory, other than supplies which are valued at specific cost, are valued at the lower of cost and net
realizable value ("NRV") as described below.

(7} Lumber by species and facility (hemlock and balsam, douglas fir and cedar);
(/) Logs by end use sort (saw logs and pulp logs).

The cos! of inventories includes expenditure Incurred In acquidng the inventories, production or
conversion costs and other costs incurred in bringing them to their existing location and condition.

The costs of lumber produced carry an average cost of production based on the species and facility
where they were produced, determined by actual lumber production costs divided by production
volumes.

The costs for logs produced are allocated to logs based on the estimated fair value of the logs
produced, except for pulp logs that are carried at market due to the significant difference between the
market value of pulp logs compared to produclion costs.

NRV [s the estimated selling price in the ordinary course of business, less the estimated costs of
completion and selling expenses. The NRV for logs designated for Jumber production is determined
on the basis of the logs being converted to lumber with the NRV for the remaining logs based on
market log prices.

The cost of standing timber transfered from biological assets is its fair value less costs to sell at the
date of harvest.

(k) Cash and cash equivalents

Cash and cash equivalents include cash in bank accounts and highly liquid money market instruments
with maturities of 90 days or less from the date of acquisition, and are carried at fair value.

(!} Share capital

The Company's authorized capital consists of an unlimited number of common shares (‘the Common
Shares”), an unlimited number of non-voting shares (“the Non-Voting Shares™) and an unlimited
number of prefemed shares. Common, Non-Voting and preferred shares are classified as equity.
Incremental costs directly attributable to the issue of new shares or options are shown in equity as a
deduction from the proceeds, net of any lax effects.

{m) Long-term debt

Long-term debt is recognized initially at fair value, net of transaction costs incurred. Long-term debt is
subsequently caried at amortized cost; any difference between the proceeds and the redemption
value Is recagnized in net income (loss) for the period over the term of the long-term debt using the
effective interest method.

{n) Employee benefits
(i) Employee post-retirement benefits

The Company has various defined benefit and defined contribution plans that provide pension or
other retirement benefits to most of its salaried employees and certain hourly employees not
covered by forest industry union plans. The Company also provides other post retirement benefits
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and pension bridging benefits to eligible retired employees. A defined benefit ptan is a pension
plan that defines an amount of pension benefit that an employee will receive on retirement, usually
dependent on one or more factors such as age, years of service and compensation. A defined
contribution plan is a retirement plan under which the Company pays fixed contributions into a
separate entity.

The Company’s net obligation in respect of its defined benefit plans is calculated separately for
each plan by estimating the amount of future benefit that employees have eamed in return for their
service in the current and prior periods; that benefit is discounted to determine ils present value.
Any unrecognized past service costs and the fair value of the plan assets are deducted. The
calculation is performed annually by a qualified actuary using the projected benefit actuarial
method.

When the calculation results in a beneflt to the Company,-the recognized asset is limited {0 the
total of any unrecognized past service costs and the present value of economic benefits available
in the form of any future refunds from the defined benefit plan or reductions In future contributions
to the defined benefit plan. In order to calculate the present value of economic benefits,
consideration is given to any minimum funding requirements that apply to any defined benefit plan.

Past-service costs are recognized immediately in net income (loss) for the period, unless the
changes to the plans are conditional on the employees remaining in service for a specified period
of time (“the vesting period”). In this case, the past-service costs are amortized on a straight-line
basis over the vesting period.

The Company recognizes all actuarial gains and losses arising from defined benefit plans
immediately in other comprehensive income, and reports them in retained eamings.

For hourly employees covered by forest industry union defined benefit pension plans, the net
income (loss) for the period is charged with the Company’s contribution as required under the
collective agreements.

For its defined contribution plan, the Company makes contributions (currently 7% of employee
earnings) to privately administered investment funds on behalf of the Plan members. The
Company has no further payment obligations once the contributions have been paid. The
contributions are recognized as employee benefit expense in net income {loss) for the period
during which services’ are rendered by employees. Prepaid contributions are recognized as an
asset to the extent that a cash refund or a reduction in the future payments is available.

(i) Termination benefits

Termination benefits are payable when employment is terminated before the normal retirement
date, or when an employee accepts voluntary redundancy in exchange for these benefits. The
Company recognizes termination benefits in net income (loss) for the period when it is
demonstrably committed to either: terminating the employment of current employees according to
a detailed formal plan without possibility of withdrawal; or providing termination benefits as a result
of an offer made to encourage voluntary redundancy. If the benefits are payable more than 12
months after the balance sheet date then they are discounted to their present vaiue.

(iii) Shont-term employee benefits

Shortterm employee benefit obligations, including bonus plans, are measured on an
undiscounted basis and are expensed as the related service is provided.

(iv) Share-based payment transactions

The Company has established share-based payment plans for eligible directors, officers and
employees and accounts for these plans using the fair value method. The grant-date fair value of
share-based payment awards (i.e. oplions) is recognized as an employee expense, with a
comesponding increase in equity, over the period that the individual becomes uncenditionally
entitled to the awards. The fair value of the options is detemmined using either the Black-Scholes
or the Hull-White option pricing models which take into account, as of the grant date, the exercise
price, the expected life of the options, the current price of the underlylng stock and its expected
volatiiity, expected dividends on the shares, and the risk-free interest rate over the expected life of
the option. 1n the case of options issued in 2010 and 2009, the options are only exercisable when

2
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the share price exceeds a bamier price of $0.70 for 60 consecutive days on a volume weighted
average price basis. With this additional requirement for the share price lo exceed a minimum
level bofore the options become exercisable, it is necessary to ulilize the Hull-White model as the
Black-Scholes mode! used for valuing earlier granted options is no longer applicable. All oplions
which were previously granted and do not contain the minimum price requirement continue to be
valued using the Black-Scholes model. Inherent in all option pricing models Is the use of highly
subjeclive estimates, including expected volatility of the underlying shares. The Company bases
its eslimates of volatility on historical share prices of the Company itself as well as those of
comparable companies with longer trading histories. Cash consideration received from employees
when they exercise the options is credited to share capital, as is the previously calculated fair
value included in contributed surplus.

The grant-date fair value of the amount payable to eligible directors, officers and employees in
respect of deferred share units (‘DSUs™), which are cash-settled, is recognized as an employee
expense with a corresponding increase in liabilities, over the period that the individuals become
unconditionally entitted to payment. The liabliiies are re-measured at fair value at each balance
sheet date and at settlement date. Any changes in the fair vatue of the liabilities are recognized in
employee expenses in net income (ioss) for the period.

(o) Silviculture provision

The Company's provision for silvicullure relates to the obligation for reforestation on Crown land and
arises as timber is harvested. Reforestation on private timberlands is expensed as incurred. The
Company recognizes a provision for sifviculture at fair value in the period in which the legal obligation
Is incurred, with the fair value of the ability at balance sheet date determined with reference to the
present value of estimated future cash flows. The pre-tax discount rate used to determine the present
value reflects current market assessments of the time value of money and the risks specific to the
liability. In periods subsequent to the initial measurement, changes in the liability resulting from
revisions 1o eslimated future cost are recognized in cost of sales within net income (loss) for the period
as they occur. The unwinding of the discount associaled with the provision to reflect the passage of
time is included in finance costs within net income (loss) for the period.

{p) Revenue recognition

Revenue trom the sale of goods is measured at the fair value of the consideration received or
receivable, net of rebates and discounts, and after eliminating intercompany sales. Revenue is
recognized as soon as the substantial risks and rewards of ownership transfer from the Company to
the customer. The timing of the transfers of risks and rewards varies depending on the individual
terms of the contract of sale. Lumber and by-product sales are recorded at the time product is shipped
and the colleclion of the amounts is reasonably assured. Consistent with industry practice, log sales
are recorded when the customer's order is firm, the logs have been delivered to the transfer location
and the collectability of the amount is reasonably assured.

Amounts charged to customers for shipping and handling are recognized as revenue and shipping and
handling costs, lumber duties, and export taxes incurred by the Company are recorded in costs and
expenses.

(q) Deferred revenuo

Deferred revenue is the result of the contractual obfigations incurred upon the acquisition of the
Englewood Logging Operation and calls for Western to deliver a specified volume of fibre (chips and
pulp logs) over the term of the contract. Accordingly, the deferred revenue is amortized into net income
(foss) for the period on a straight-ine basis over 40 years, being the term of the related fibre supply
contract.

{r} Leases

Leases where the lessor retains substantially all the risks and rewards of ownership are classified as
operating leases and payments made under operating leases are recognized in net income (loss) for
the period on a straight line basis over the period of the lease.
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{s) Finance costs

Finance costs comprise interest expense on long-term debt and the revolving credit facility, unwinding
of the discount on the silviculture provision and changes in the fair value of investments recognized
immediately through net income (loss). All finance costs are recognized in net income (loss) during the
period using the effective interest method.

(t} Financial Instruments
(i) Non-derivative financial assets

The Company classifies its financlal assets in the following categories: at fair value through profit
and loss, loans and receivables, and held-to-maturity. The classification depends on the purpose
for which the financial assets were acquired. Management determines the classification of its
financial assets at initial recognition.

The Company initially recognizes loans and receivables on the date that they are originated. All
other financial assets are recognized initially on the trade date at which the Company becomes a
party to the contractual provisions of the instrument.

Certain of the Company’s investments are classified at fair value through profit and loss. These
financial assets are measured at fair value at the balance sheet date with changes therein
recognized in net income (loss) for the period.

Loans and receivables comprise trade and other receivables. Loans and receivables are financial
assets with fixed or determinable payments that are not guoted in an active market. Such assets
are inilially recognized at fair value plus any directly attributable transaction costs. Subsequent to
initial recognition loans and receivables are measured at amortized cost using the effective
interest method, less any impairment losses.

Held-to-maturity financial assets include certain investments held by the Company. Held-to-
maturity financial assels are recognized initially at fair value plus any directly attributable
transaction costs. Subsequent to initial recognition held-to-maturity financial assets are measured
at amortized cost using the effective interest method, less any impairment losses.

Cash and cash equivalents comprise cash balances and short-term investments with original
maturities of 90 days or less.

A financial asset not carried at fair value through profit or loss is assessed at each balance sheet
date to determine whether there is objective evidence that it is impaired. A financial asset is
impaired if objective evidence indicates that a loss event has accurred after the initial recognition
of the asset, and that the loss event had a negative effect on the estimated future cash flows of
that asset that can be estmated reliably.

The Company considers evidence of impairment for receivables and held-to-maturity investment
securities at both a specific asset and collective level. In assessing for impairment, the Company
uses historical trends of the probability of default, iming of recoveries and the amount of loss
incurred, adjusted for Management's judgement for current economic and credit conditions. .

An impairment loss is calculated as the difference between its carmrying amount and the present
value of the estimated future cash flows discounted at the asset's original effective interest rate.
Losses are recognized in net income (loss) for the period and reflected in an allowance against
receivables.

(i) Non-derivative financial iabilites

The Company initially recognizes debt issued on the date that it is originated. The Company's
non-derivative financial liabilities consist of long-term debt, the revolving credit facility as well as
accounts payable and accrued liabilities. These financial liabilities are recognized initially at fair
value plus any directly attnbutable transaction costs. Subsequent to initial recognition these
financlal liabilities are measured at amortized cost using the effective Interest method.
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(iii} Derivative financial instruments

The Company may enter into derivative financial instruments (foreign currency forward contracts)
in order to mitigate its exposure to foreign exchange risk. The Company’s policy is not to use
derivative financlal instruments for trading or speculative purposes. These instruments have not
been designated as hedges for accounting purposes, and they are carried on the balance sheet at
fair value with changes in the (realized and unrealized) fair value being recognized as gains or
losses within sales in net income (loss) for the period.

(u) Income tax

Income tax expense comprises current and defemed tax. Income tax expense is recognized in net
income (loss) for the period except to the extent that it relates to items recognized either In other
comprehensive income or direclly in equity, in which case it is recognized in other comprehensive
income or equity respectively.

Current tax is the expecled tax payable on the taxable income for the year, using tax rates enacted or
substantively enacted at the bafance sheet date, and any adjustments 10 tax payable in respect of
previous years.

Deferred tax is recognized using the asset and liability method. on temporary differences arising
between the tax bases of assets and liabilities and their camrying amounts in the interim financial
statements. Deferred income tax is not accounted for if it arses from initial recognition of an asset or
liability in 2 transaction, other than a business combination, that at the time of the transaction affects
either accounting or taxable profit or loss.

Deferred income tax is determined using tax rates (and laws) that have been enacted or substantively
enacted by the balance sheet date and are expected to apply when the related deferred income tax
asset is realized or the defered income tax lability is settled. Deferred income tax assets are
recognized only to the extent that it is probable that future taxable profit will be available against which
the temporary differences can be utilized. Such assels are reviewed at each balance sheet date and
are reduced to the extent that it is no longer probable that the related tax benefit will be realized.

(v) Earnings per share

The Company presents basic and diluted eamings per share (‘EPS®) data for its common shares.
Basic EPS is calculated by dividing the net income (loss) attributable to common shareholders of the
Company by the weighted average number of common shares outstanding during the period. Diluted
EPS is determined by adjusting the net Income (loss) attribulable to the common shareholders and the
weighted average number of common shares outstanding, for the effects of all dilutive potential
common shares, which comprise share options granted to employees.

(w) New Standards and interpretations

A number of new standards, amendments to standards and interpretations are not yet effective tor the
year ended December 31, 2011, and have not been applied in preparing these interim financial
statements:

IFRS 8 Financial instruments ("IFRS 97) was issued in November 2009 and will replace IAS 39
Financial Instruments: Recognition and Measurement ("IAS 39°). IFRS 9 uses a single approach to
determine whether a financial asset is measured at amortized cost or fair value, replacing the multiple
rutes in IAS 39. The approach in IFRS 9 Is based on how an entity manages its financial instruments in
the context of its business model and the contractual cash flow characleristics of the financia! assets.
The new standard also requires a single impairment method to be used, replacing the multiple
impairment methods in IAS 39. IFRS 9 is effective for annual periods beginning on or after January 1,
2013. The Company has not yet determined the impact of IFRS 9 on its financial statements.

3 Critical Accounting Esti and Judi s

The Company makes estmates and assumptions conceming its future operations. The resulting
accounting eslimates will seldom equal the related actual results. Estimates and assumptions are
reviewed on an ongoing basis. Revisions to accounting estimates are recognized in the period In
which the estimates are revised and in any future periods affected. In preparing these interim financial
statements, the significant judgments made by management applying the Company's accounting
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policies and the key sources of estimation uncertainty are expected to be the same as those to be
applied in the first annual IFRS financial statements.

The estimates and assumptions that have a significant risk of causing a material adjustment to the
camying amounts of assets and liabilities within 2011 are included within the following notes:

Note 10 — Property, plant and equipment — measurement of the fair value of land

Note 10 - Property, plant and equipment — key assumptions used in discounted cash fiows
Note 10 ~ Intangible assets - key assumptions used in discounted cash flows

Note 11 - Biologica! assets — measurement of fair value less costs to sell of standing timber
Note 16 — Employee post-retirement benefits - measurement of defined benefit obligations
Note 17 ~ Share capital - measurement of share-based payment transactions

Note 19 - Financial Instruments — measurement of foreign exchange forward contract derivatives

4. Transition to IFRS

Westem's financial statements for the year ended December 31, 2011 will be the first annual financiaf
statements that will be prepared in accordance with IFRS. The accounting policies as described in
Note 2 have been applied in preparing the interim financial statements for the three months ended
March 31, 2011, as well as for the comparative three months ended March 31, 2010, for the
comparative year ended December 31, 2010 and in the preparation of the opening IFRS balance
sheet as at January 1, 2010 (the Company's date of transition).

(a) Application of IFRS 1

In preparing these interim financial statements in accordance with [FRS 1, the Company has applied
the mandatory exceptions and certain of the optional exemptions from full retrospective application of
IFRS

Westemn has elecled to apply the following optional exemptions in accordance with IFRS 1:
(i) Business combinations exemption

Western has applied the business combinations exemption in IFRS 1. It has not restated business
comblnations that took place prior to the January 1, 2010 transition date.

(i) Fair value as deemed cost exemption

Westem has elected to measure certain items of property, plant and equipment, primarily roads
and bridges, at fair value as at January 1, 2010.

(il) Employee benefits exemption

Western has elected to recognize ali cumulafive unrecognized actuarial gains and losses that
existed as at January 1, 2010 in retained earnings for all its employee benefit plans.

(iv) Share-based payment transactions

Westem has elected not to re-measure equity awards granted after November 7, 2002 that vested
prior to the date of transition and liabilities for cash-settled awards that were settled prior to the
date of transition.

{v) Arrangemenis containing a lease

Wastern has elected not to re-assess amangements existing at the date of transition, based on the
facts and circumstances at that date, in accordance with IFRIC 4.

The remaining IFRS 1 voluntary exemptions either have not or do not apply to the Company at the
date of transition to IFRS on January 1, 2010.
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Western has applied the following mandatory exceptions from retrospective applicalion.

(i) Estimates exception

Estimates under IFRS at January 1, 2010 are consistent with estimates made for the same date

under Canadian GAAP.

(i) Assets held for sale and discontinued operations exception

Management has applied IFRS 5, Non-Current Assets Held for Sale and Discontinusd Operations,
prospectively from January 1, 2010. Any assets held for sale or discontnued operations are
recognized in accordance with IFRS 5 only from January 1, 2010. Westem did not have any
assets that met the held-for-sale criteria during the periods presented. No adjustment at January

1, 2010 was required.

(b) Reconciliations between IFRS and Canadian GAAP

In preparing its opening IFRS statement of financial position, the Company has adjusted amounts
reported previously in its financial statements prepared in accordance with Canadian GAAP. An
explanation of how the transition from Canadian GAAP to IFRS has affected the Company’s financial
position, financlal performance and cash flows is set out in the following tables and the noles that

accompany the tables.

Explanation of transition adjusiments

1. Reconciliation of equify:
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2. Reconcillation of comprehensive income for the periods:

Thee Torthe endod Mach 31, 2010 Yo ordnd Decorvber 31, 2010
(Exprassed i miions o Caradin colry) (Unscocd Cored et of Carnd. Eed of
GANP ranstion to GARP iransifonto
Note RS RS IFRS IFRS
Reverve $ 1B3 § -8 183§ o78 § EEEE T - 74
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Cost of goodts sdid
Costof sdes ha' 1103 {©6) 107 256 23 5278
Impaimnents (recoveries) [ - - . - (89 (139)
Arodization and depredation dg 74 (1.5 59 28 {5.4) 24
(A7 X)) 1156 5544 (21.6) 528
Export tax 10 - 10 39 - 9
Fogt 136 - 136 62 . 662
Sefting and admiretration 1 54 - 84 45 0.1 46
17 QY 166 6430 {21.5 6775
08 21 27 189 as 04
Operating restnuciuning tems. - - - (16) - (1.6)
Ot Incorme (oparnees) t ‘05 02 104 243 {76} 16.7
!
Opesating came (loss) 1z 19 121 416 139 %5
FRrance costs L4 {n {0.1) k) {124 {05} (128)
Net income before income taes a1 18 99 22 124 26
ruome tx expense 02 - 02 - -
Net woome from cortinuing operataes. 79 18 a7 22 124 26
Nt foss from discontinued cpg ations (06) - 086 (1.9 - 08
Net income for the period 13 18 91 77 124 41
Other comprehensiva income ( oss)
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3. Reconciliation of Property, Plant and Equipment

ey 1.2010

Property, plant and equipment, Canadian GAAP S 405.9
Biological and intangible assets - reclassification ? {184.9)
Land - fair value > 229
Logging roads - deemed cost < 0.9
Buildings & equipmen! - deemed cost ¢ 0.7
Buildings & equipment - impaiment d (16.5)

Property, plant and equipment, IFRS S 2300

27




PUZLIC FILE
NON-CONFIDENTIAL
o

Western Forest Products Inc.
2011 First Quarter Report

Notes to the Unaudited Condensed Consolidated Interim Financial Statements
(Tabuiar amounts expressed in millions of Canedian dollars}

Material adjustments to the Statements of Cash Flows

None of the Company's IFRS transitional adjustments directly impact the cash and cash eguivalents
balance and result only in adjustments within the cash flow presentation itself. The adjustments required
to the Statement of Cash Flows under IFRS arise due to relatively minof income adjustments, primarily a
reduction to depreciation and amortization, which resulted in a comesponding non-cash add-back
adjustment. [n addition, the impairment recovery of $18.5 million included in the IFRS reconciliation of
comprehensive income for the year ended December 31, 2010 is presented as a separale add-back line
to net income {loss) from continuing operations in the Stat, t of Cash Flows as it has no cash impact.
There are no other material differences between the Statement of Cash Flows presented under IFRS
and the Statement of Cash Flows presented under Canadian GAAP.

Notes:

a. Under IFRS, the "Property, plant and equipment” line item was reduced by $16.2 million as a result of
re-Classifying the Company’s standing timber on its private timberlands, which is considered to be a
biofogical asset under IFRS, to a separate line item, titled “Biological assets” (Note &). In addition, the
Canadian GAAP net book value of crown timber tenures of $168.7 million was re-classified from the
“Property, plant and equipment” line item to a separate line item, titled *Intangible assets* (Note g).

b. "Property, plant and equipment” was also impacted by the Company's policy cholce of electing to use
the revaluation model to fair value its land assets both at transition date and prospectively at each
balance sheet date under IFRS, as compared to a historical cost basis of measurement under
Canadian GAAP. As at January 1, 2010, the increase that resulted from this election was $23.9 million
wilh a corresponding credit to the revaluation reserve, a component of accumulated other
comprehensive income and shareholders' equity.

c. Westen adopted the transitional optional exemption of valuing certain items of its "Property, plant and
equipment”, pamarily roads and bridges, at fair value at transition date, which is then considered to be
the deemed cost of those assets prospectively. The net impact of this was an increase to the
Canadian GAAP net book value of these assets by $1.6 million

d. As aresult of applying guidance in JAS 36, the Company's sawmill buildings and equipment, which are
categorized within “Property, plant and equipment®, recognized an impairment loss on transition date
of $16.5 million. Under Canadian GAAP, the recoverable amount of these assets was calculated on
an undiscounted basis. Under IFRSs, the recoverable amount of the CGU was estimated based on its
value in use, which requires estimated future cash flows to be discounted. The key assumptions used
in this value in use assessment are discussed in Note 10 to the interim financial statements.
Depreciation expense associated with sawmill buildings and equipment under IFRS was reduced by
$1.1 million and $3.8 million when compared to that recognized under Canadian GAAP, for the three
months ended March 31, 2010 and for the year ended December 31, 2010, respectively, as a result of
the reduced net book value of sawmill buildings and equipment as at January 1 2010.

e. This adjustment reflects the separation of the Company’s standing timber on its private timberlands,
which is considered to be a biological asset under IFRS, which was previously included in the line item
“Property, plant and equipment” under Canadian GAAP. The net book value of the standing timber
reported under Canadian GAAP of $16.2 million, which was measured at historical cost, was
reclassified into “Biological assets®, and was subsequently valued at fair value less costs to sell of
$85.7 million on transition to IFRS. The increase of $69.5 million was credited to "Deficit” in
shareholders’ equity. The key assumptions used in this valuation are discussed in Note 11 to the
interim financial statements. The adjustments to *Biological assets” as at March 31, 2010 and
December 31, 2010 reflect this initial adjustment on transition plus the elfects of any asset sales and
any further adjustments to the fair value less costs to sell including those resulting from timber growth
and harvest over the respective periods. These changes to fair value less costs to selt for the
Company's biological assets of $0.7 mitlion for the three months ended March 31, 2010 and $3.3
million for the year ended December 31, 2010, have been reflected in “cost of sales” in net income
(loss) for the period.

f. As a result of the Company's standing timber on private timberfands being considered a biological
asset in accordance with 1AS 41, Agriculfure, the logs harvested from these private timberlands are
considered 1o be agriculture produce that are measured at fair value less costs to sell at the point of
harvest, which becomes the deemed cost for the purpose of subsequent accounting under IAS 2,
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Inventoriss. As a result. an adjustment was required to be made to log and lumber inventory values as
reported under Canadian GAAP at March 31 and December 31, 2010 of $1.3 million and $0.7 million,
respectively, to reflect this guidance under IAS 41 for logs in inventory and harvested from private
timberlands.

g. The adjustment to *Intangible assets” of $117.5 million reflects the re-classification of the Canadian
GAAP net book value for the Company's crown timber tenures from “Property, plant and equipment” of
$168.7 million to “Intangible assets”, combined with an impaimment charge on transition date as a result
of applying IAS 36 Impairments, of $51.2 million. Under Canadian GAAP, the recoverable amount of
these assets was calculated on an undiscounted basis. Under IFRSs, the recoverable amount of the
CGU was estimated based on its value in use, which requires estimated future cash flows to be
discounted. The key assumptions used in this value in use assessment are discussed in Note 10 to
the interim financial statements. This impairment charge was partially reversed by $18.5 million,
following an impaimment test and reassessment for the CGU as at December 31, 2010 and recognized
in cost of goods sold for the year ended December 31, 2010. Amortization expense associated with
the crown limber tenures under IFRS was reduced by $0.4 million and $1.6 million when compared to
that recognized under Canadian GAAP, for the three months ended March 31, 2010 and for the year
ended December 31, 2010, respectively, as a resuit of the reduced net book value of crown timber
tenures as at January 1 2010.

h. Under 1AS 37, Provisions, Contingent Liabilities and Contingent Assets, there are measurement
differences when compared to Canadian GAAP. For the Company's silviculture provision, these
measurement differences under {FRS relate to the cash flows being discounted using a risk free rate
rather than the Company's credit adjusted risk free rate as prescribed under Canadian GAAP. As a
result of this measurement difference, the short term and long term components of the silviculture
provision were increased by $0.1 million and $1.3 million, respectively, with a corresponding charge to
the “Deficit® line in shareholders' equity. In addition, the silviculture provision has been separately
disclosed on the Statement of Financial Position on transition lo IFRS, which resulted in $10.2 million
and $14.4 million reduction in “Accounts payable and accrued liabilities” and “Other liabiiities”,
respectively, as a resull of this re-classification, when compared o Canadian GAAP. On the
Statements of Comprehensive Income, the unwind of the discount associated with the silviculture
provision under IFRS has been recognized within finance costs rather than within cost of goods sold
as under Canadian GAAP.

i. An adjustment was made to “Other liabiliies”™ to account for the different methodologies under IFRS
compared to Canadian GAAP for calculating the liability associated with employee post retirement
benefits. Under IFRS, the Company’s accounting policy is to recognize afl actuarial gains and losses in
other comprehensive income. Under Canadian GAAP, the Company's accounting policy was such
that the excess of the net accumulated actuarial gain or loss over 10% of the greater of the accrued
benefit obligation and the fair value of plan assets was amortized over the remaining service period of
the active employees. In addition, the Company has elected that at the date of transition ail previously
unrecognized cumulative acluaral gains and losses were recognized in retained eamings. This
change required an additional liability to be recognized on transition date of $0.2 million with a
comresponding charge to the “Deficit” line in shaseholders’ equity. Similar re-calculations were made in
the three months ended March 31, 2010 and for the year ended December 31, 2010 resulting in
additional adjustments to the employee post retirement benefits obligation of $7.4 million and $8.1
million, respectively. These adjustments are reflected on the Statements of Comprehensive Income in
line item “Other comprehensive income” in the pericd incumed.

. Under Canadian GAAP, Westem recognized the fair value of the share-based payment awards,
determined at the time of the grant, on a straight-line basis over the five-year vesting period. Under
IFRS 2, Share-Based Payments, the fair value of each tranche of the award is considered to be a
separate grant based on the vesting period, with the fair value of each tranche determined separately
and recognized as compensation expense over the term of its respective vesting period. An
adjustment was made to “Contributed surplus® to account for the different calculations to be applied
under IFRS compared to Canadian GAAP for calculating the cost of share-based payment awards.
This change required an increase to “Contributed surplus” to be recognized on transition date of $0.2
million with a corresponding charge to the *Defidt” line in shareholders’ equity.
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k.

The adjustment to “Other income (expenses)” of $7.6 million relates to the differences between the
calculated gains or losses on asset sales under IFRS when compared to Canadian GAAP. These
differences result from fair value adjustments to the Canadian GAAP net book values for land,
biological assets and certain items of property, plant and equipment as a result of Management's
accounting policy elections or requirements under IFRS as oullined under Notes b., ¢. and e. above.

Seasonality of Operations

tn a normat operating year, there is some seasonality to the Company’s operations with higher lumber
sales in the second and third quarters when construction activity in certain key markets has historically
tended to be higher. Logging activity may also vary depending on weather conditions such as rain,
snow and ice in the winter and the threat of forest fires in the summer.

Segmented Information

The Company is an integrated Canadian forest products business operating in one industry segment
comprised of imber harvesting and lumber production for marketing and distribution to worldwide
markets.

Discontinued Operations

In March 2006, the Company closed its Squamish pulp mill located on 213 acres on the mainland
coast of British Columbia and exited the pulp business. Subsequent to the dosure, the Company sold
substantially all of the manufacturing assets of the mill. Ongoing costs including supervision, security
and property taxes continue to be expensed as incurred. The real property is one of the Company's
portfolio of non-core assets and while site remediation is ongoing, the Company has listed the property
for sale.

The following table provides additional information with respect to the discontinued aperations:

Ty ee months ended March 31

2011 2010
Net loss from diaco rimued operations $ (0.3} $ (0.6)
Cash used n discontinued operatons. $ (0.3} $ {0.5)

March 31. 2011 December 31,2010 January 1, 2010
Assets of discontinued operations $ 23 $ 23 $ 22

Liabikties of dt inued opx v H 6.2 $ 6.2 $ 6.1

Related Parties

Brookfield Special Situations Management Limited ("BSSML") controls and directs 49% of the
Company's Common Shares and 100% of the Non-Voting Shares. BSSML is a wholly owned
subsidiary of Brookfield Asset Management (*BAM").

In addition to the related party transactions identified elsewhere in these interim financial statements,
the Company has certain amrangements with entities related to BSSML and BAM to provide financing,
acquire and sell logs, lease certain facilities, provide access to roads and other areas, and acquire
services including insurance, all in the normal course and at market rates or al cost. The following
table summarizes these transactions for the three months ended March 31:

30
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Three months ended March 31
2011 2010
Costs incurred for:

Log purchases $ 18 3 1.9
Other 11 13
$ 29 S 32

income received for:
Log sales $ 05 $ 09
Other 24 94
$ 29 $ 10.3

In Oclober 2009, the Company sold certain higher-and-better-use properties in central and northem
Vancouver Island (the "HBU Properties®) to WFP Forest Products Ltd, (WFPFPL®), a jointly-owned
entity of the Company and Brookfield Properties Limited (“BPL"), a wholly-owned subsidiary of
Brookfield Properties Corporation (TSX: BPO.TO), which is in turn related to BAM. The HBU
Properties were formerly part of the group of properties that were included in the Company’s non-core
asset sales program. In connection with the reorganization of WFPFPL as a jointly-owned entity and
the sale of those HBU Properties, Weslern received cash proceeds of $12.4 million, $3.0 milllon in
October 2009 and the balance of $9.4 million on January 4, 2010. As part of the arrangements,
WFPFPL had a right of first offer to purchase for possible future development approximately 255
hectares (630 acres) of additional higher-and-better-use properties of the Company In central and
northern Vancouver Island. These properties also represent non-core assets of the Company. Westem
held iess than 5% of the equity of WFPFPL and had a right to sell its interest in WFPFPL to BPL for its
fair market value al any time on or after January 1, 2011. On January 4, 2011, the Company
exercised the option to sell its equity interest in WFPFPL. Western received $2.4 million as
consideration for the sale of its interest, and the right of first offer was extinguished. Brookfield is the
manager of WFPFPL, which also holds Carma Developers LP, a limited partnership that camies on a
land development business across Westem Canada. Because BPL is a refated party of BSSML, which

is Western's largest shareholder, the transaction constituted a related party transaction.
9. Inventory

The following lable summarizes the value of inveniory on hand:

March 31, 2011 December 31, 2010 January 1, 2010

Logs $ 58.3 $ 80.4 $ 67.3
Lumber 49.0 43.0 322
Supplies and other inventories 10.6 10.7 10.2
Provision for write downs (5.5} (4.5) (4.5)
Total value of inventories $ 112.4 $ 129.6 S 105.2
Inventory carried at netrealisable value $ 227 S 237 S 19.3

The Inventory is pledged as security against the revolving credit line and long-term debt. During the
first quarter of 2011, $149.7 million (2010 - $115.6 million) of inventory was charged to cost of sales
which included an increase in the provision for write-down to net realizable value of $1.0 million (2010 -

$0.6 miltion). :
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10. Property, Ptant, and Equip tand Ir

at Jarwary 1,2010
Cost of capital assets at December 31, 2009

Accumulated amortization and impairment
at December 31, 2009

Adjustments on transition to IFRS
Net book value al January 1, 2010

at March 31, 2010

Net book value at January 1, 2010
Additions

Disposals

Deprediation and emortization

Net book value at March 31, 2010

at December 31, 2010

Cost of capital assets at December 31, 2010
Accumuated amortization and impairment
at December 31, 2010

Net book value at December 31, 2010

at March 31, 2011

Net book value at Oecember 31, 2010
Additions

Oisposals

Deprediation and amortization

Net book value at March 31, 2011

(a) Intangible assets

Total

property,
Bulldngs &  Logging plant and Intangible
equipment  roads Land  equipment  assets

PUBLIC FILE
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$ 1441 3 1076 $ 1082 $ 3599 § 1904

(71.9) (67.0) - (138.9) (21.7)
(15.8) 0.9 239 9.0 (512)
56.4 415 132.1 230.0 117.5
56.4 41.5 1321 230.0 1175
02 1.5 - 1.7 -
- - 0.3) (0.3) -
(2.3) {2.8) - (5.1) (08)
$ 543 § 402 § 1318 § 2263 § 1167
Total
property,
Buildngs & Logging plantand Intangible
_equipment _ roads Land quip assets
$ 1178 $ 1107 § 1190 $ 3475 § 190.4
(69.4) (72.7) - (142.1) (57.6)
48.4 38.0 119.0 205.4 1328
48.4 38.0 119.0 205.4 13238
1.9 1.0 - 29 -
(0.2) (3.7 (5.1) (9.0) (1.7
28 {19 - (4.7 ©9)

$ 473 § 334 § 1139 § 1946 § 1302

Intangible assets are comprised entirely of lhe Company's crown timber tenures and are considered to
be finite lived intangible assets with an estimated useful life of 40 years.

On the transition date, January 1, 2010, as a result of continued losses by the Company and lhe
impact of the global recession on lumber demand and prices in the market, Management determined
that indications of possible impairment of the Company's crown timber tenures existed and as a result,
the Company conducted an impairment review of its crown timber tenures at January 1, 2010.

Due to the continued concemn about the global economic situation and the uncertainties with respect to
the US lumber market, the Company conducted a lurther assessment for impairment at December 31,

2010.

Management considers that the aggregate of all its crown timber tenures constitute a CGU and so
tested the recoverable amount of the CGU, which was based on value in use, with the assistance of an

independent valuator.

—
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Value in use was delermined by discounting the future cash fltows expected to be generated from the
continuing use of the CGU. Unless otherwise indicated, value in use at December 31, 2010 was
determined similarly as that at January 1, 2010. The calculation of the value in use was based on the
following key assumgptions:

« Cash flows were projected based on historical and forecasted logging activity levels as
estimated by Management while working within the constraints of the annual aflowable cut
levels imposed by the Chief Forester of British Columbia. Management has assumed a 20
year forecast perod given the renewability of the licences and the long term nature of the
business;

« Log price assumptions used in the projections were based upon consideration of historical
actual Jog prices and long term trend pricing analysis for the Vancouver log market as
published by third party analysts and Independent valuators. No inflation was assumed for
the first 3 years of the forecast, and a general inflation price increase of 1.7% was assumed
for 2013 (December 31, 2010 — 2014) and beyond:

« Cash flows for operating costs associated with the crown timber tenures were assumed to
be consistent with past experience, actual operating results and are assumed to grow in fine
with increases in log pricing;

o A pre-tax discount rate of 11.7% (December 31, 2010 —~ 11.3%) was used in determining the
recoverable amount of the CGU. The discount rate used was estimated based on past
experience of a weighted average cost of capital for each of the principal timber tenures of
the Company, which was based on possible ranges of debt leveraging of between 15% and
35%, dependent upon the risk assessment attached to each particular imber tenure; and

« A terminal value was determined by assuming a perpetual series of cash flows discounted
at the pre-lax discount rate.

As a result of the assessment performed at January 1, 2010, the carrying amount of the CGU was
determined to be higher than its recoverable amount and an impairment loss was recognized at the
transition date of $51.2 million directly into retained eamings.

As a result of the value in use assessment performed for the CGU as at December 31, 2010, a
reversal of $18.5 million of the impairment loss previously taken was recognized in cost of goods sold
for the year ended December 31, 2010.

(b) Land

As described in Note 2(f) the Company has elected to measure land at fair value at each balance
sheet date. At January 1, 2010, Management performed an assessment of the fair value for all of its
land holdings using a combination of independent third party valuations, recent comparable land sales,
and discounted cash flow analysis as well as considering other publicly available information such as
recent market transactions on arm's length terms between willing buyers and sellers, and British
Columbia property assessments.

As at January 1, 2010, the increase that resulted from this election was $23.9 million with a
comesponding credit to the revaluation reserve, a component of accumulated other comprehensive
income and shareholders’ equity.

As a result of the fair value assessment of the land holdings at December 31, 2010, no further fair
value adjustments were identified, as the camrying value at December 31, 2010 did not differ materially
from the estimated falr value.

If 1and was stated on an historical cost basis, the camying value would be as follows:
March 31,2011 December 31,2010 March 31,2010  January 1, 2010
Cost &0 $83 $1082 $1082
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(c) Other property plant and equipment including sawmills

For the same reasons listed above in (i) Management considered it necessary to assess its sawmill
buildings and equipment for impairment at the transilion date and also at December 31, 2010.

Western's sawmills, in aggregate, are considered to be a single CGU for the purposes of assessing
the recoverable amount of the CGU. A internal valuation model was utilized to estimate the
recoverable amount of the sawmill CGU based on their value in use by determining discounted future
cash flows expected to be generated by the sawmills. Unless otherwise indicated, value in use at
December 31, 2010 was determined similarly to that at January 1, 2010. The calculation of the value
in use was based on the following key assumptions:

« Cash flows were projected for 9 years based on past experience, actual operating results
and the 2010 and 2011 business plans;

« Revenue was projected based on past experience, considerations as to the business plans
and a statistical analysis of long-term market price trends for benchmark lumber product
sold by species. The anticipated revenue growth during the forecast period was determined
based on Managemen! eslimates and third party indusiry sources, and range from 4% to
10% per year for each major category of lumber species during the forecast period:

« Log costs were projected based on the assumplion that fibre supply would be acquired at
market pricing. These were based on past experience, third party industry sources,
including historical Vancouver log market pricing, and Management estimates; !

s Other costs, incdluding manufacturing, and selling, general and administrative costs were
projected to increase at the inflation rate; .

« A pre-tax discount rate of 16.5% was applied in the January 1, 2010 determination of the
recoverable amount of the sawmill assets (December 31, 2010 - 16.7%). The discount rate
was determined based on Management's estimate of the Company’s weighted average cost
of capital; and

« A terminal value was determined by applying an earnings multiple to the terminal year
earnings before interest, taxes, depreciation and amortization.

As a result of the assessment performed at January 1, 2010, the carrying amount of the sawmill CGU
was determined to be higher than its recoverable amount and an impairment loss for sawmill buildings
and equipment was recognized at the transition date of $16.5 million directly into retained earnings.

As a result of the value in use assessment performed for the sawmill CGU as at December 31, 2010,
no reversal of impairment or further impairment loss was recognized lor the year ended December 31,
2010.

Biological Assets
Three months ended March 31

201 2010
Canying value ot beginning of period $ T8 85.7
Disposilion of standing timber in the period (15.6) -
Change in fair value resulting from growth and pricing 04 08
Harvested timber transferred © inventory during the period {1.0) (1.5)
Carrying value at end of period $ 61.5 S 85.0

Under IAS 41, Agricuflure, the Company's private timberlands are classified as a growing forest, with
the standing timber recorded as a biological asset at fair value less costs to sell at each balance sheet
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date, and the underlying land considered a component of property, plant and equipment, which the
Company has clected to record at falr value at each balance sheet date (Note 10).

At March 31, 2011 standing timber comprised of approximately 25,738 hectares (December 31, 2010;
33,780 hectares), which range from newly planted cut-blocks to old—growth forests. During the quarter,
the Company harvested and scaled approximately 111,844 m® of logs from its private timberands,
which had a fair value less costs to sell of $7.3 million at the date of harvest (March 31, 2010
70,381m’ - $4.9 million). The fair value of the Company's standing timber is based on the following:

« Recent comparatives of standing timber
+ Direct and indirect costs of sustainable forest management.
« Net present value of future cash flows for standing timber.

« For log pricing assumptions see note 10(i).
Accordingly fair value has been determined using the foliowing significant assumptions:

(i) Harvestable volumes have been determined as the estimated future volume and current
standing volume to be harvested over the sustainable life of the privately held timberlands.
The harvestable volume of standing timber is based the net planted area, estimated growth
rates, estimated yield per hectare and expected sustainable harvest management practices.

(ii) The costs associated with the land owned by the Company on which standing timber are
grown including land taxes and other costs.

(1)) The continuation of existing practices with regard to silviculture and harvesting.

(iv) A discount rate of 7.01% and 6.04% has been applied to the estimated future cash flows in
arriving at net present value at December 31, 2010 and 2009, respectively. This discount rate
has been determined with reference to the Company's market! determined discount rate for
this asset type based on advice from an independent expert.

The annual vatuation of standing timber was camied out during the fourth quarter of 2009 and 2010
using a consistent methodology for establishing fair value less costs to sell.

The financial risks associaled with standing timber are mitigated by the geographical diversification of
the asset and management strategies including fire management stralegies ard regufar inspection for
pest infestation.

The above dispositicn primarily relates to the sale of properties to TimberWest Forest Comp. as
detailed in Note 21.

Revolving Credit Facility

The Company's revolving credit facility, as amended on December 14, 2010, provides for a maximum
borrowing amount of $125.0 million, subject to a borrowing base which is primarily based on eligible
accounts receivable and inventory balances. The facility bears interest at Canadian prime plus 0.5% (if
availability exceeds $40.0 million} or 0.75% (if availability is less than $40.0 million) or at the
Company’s option, at rates for Bankers’ Acceptances or LIBOR based loans plus 2.25% or 2.50%,
dependent on the same availability criteria. The revolving credit facility matures on December 14,
2015 subject to any future refinancing requirements of its revolving and non<evolving term loans. At
March 31, 2011 and December 31, 2010 no amount was drawn on this facility. At March 31, 2011,
$66.5 million of the facility was unused and availgble to the Company.

Long-Term Debt

The Company's term loans which were renegotiated on December 14, 2010, provide $106.2 million in
two secured term loans: a $75.0 million revolving term toan and $31.2 million non-revolving term loan.
The non-revolving term loan was paid down by $31.2 million In the first quarter of 2011, largely from
the proceeds of non-core asset sales. The revolving term loan matures on June 14, 2013.
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The term loans bear interest at an index rate, determined as the higher of (i) the Canadian prime rate,
and (il) the 30 day Bankers Acceptance rate plus 1.35%, plus the applicable index rate margin, or at
the Company's election, the applicable Bankers Acceptance rate, plus the applicable BA rate margin.
The applicable index rate margins range from 2.75% (o 5.00% and the applicable BA rate margins
range from 3.75% to 6.00% and each is determined quarterly, based on a leverage ratio, calculated as
the ratio of total debt to the sum of EBITDA for the twelve months ending on the date of determination.
The interest rate for the revolving and non-revolving term loans was 6.75% at March 31, 2011
(December 31, 2010 - 6.03% and 6.75%, respectively).

The Company was in compliance with ils financial covenants at March 31, 2011.

During 2010, the Company incurred $1.3 million of transaction costs In relation to the new financing
arrangements. These costs are deferred and are being amortized into interest expense over the term
of the term loans using the effective interest rate method. Deferred transaction costs associated with
the previous facilities were fully expensed during 2010.

March 31, 2011 December 31, 2010 January 1, 2010

Canadian dollar debt
Rewvo\ing term loan S 750 $ 75.0 $ 750
Nonsevaving term loan - 31.2 47.3
750 106.2 123
Less transaction costs (1.1) (1.3) (2:6)
739 104.93 1197
Less current portion - - 452
$ 739 3 104.9 S 745
4. Silviculture Provision

The Company has a responsibility to reforest imber harvested under various timber rights. Changes in
the silviculture provision are as follows:

Three months ended March 31

2011 2010

Silwculture provision, beginning of period $ 273 S 26.0
Silviculture provision charged 2.1 2.1
Silviculture work payments (0.8) (12)
Dispostion of intangble assets (0.4) -
Unwind of discount 0.1 0.1
Silviculture provision, end of period 28.3 270
Less current portion 12.0 113

3 16.3 3 15.7

15. Other Liabilities

March 31, 2011 December 31,2010  January 1, 010

Enrpoyee post retirement benefits cbigation ™** *? $ 180 § 211§ 137
Envirormental accnudls 15 1.5 15
Other 20 0.7 04

$ 215 § 23 S 156
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Employee Post-Retirement Benefits

Employee postvetirement benefit expense for both the defined benefit salaried pension and non-
pension plans recognized in cost of goods sold is as follows:

Thvee months ended March 31

2011 2010
Curent service costs s 0.1 S 04
Irterest costs 16 17
Expeded relm on plan assets {1.6) (1.6)
Cost of defhed benefit plars 0.1 0.5
Codt of defned contibugon plars 21 1.7
Total codt of employee post refremernt benefits $ 22 S 22

The amourts recognized in the balance sheet for for the Company’s empbyee post-employment refirement bendfit
obégations, cansisting of both the defined benefit sdaried penson and other non-pension berefts is as folbws:

March 31, 2011 December 31, 2010 Janary 1, 2010

Presert vadue of funded oblgatiors $ (120.9) $ (123.2) S (112.0)
Far value of plan assets 1029 102.1 98.3
Liahilty recogrized in he balance sheet $ (18.0) s (21.1) s 3.0

The tiability recognized in the balance sheet at March 31, 2011 was based on the actuarial gains or
losses resulling from estimated changes in the discount rale used to value the defined benefit
obligations and estimated differences in actual compared to expected returns on plan assets for the
quarter. The change in discount rates was an increase of 0.1% from the rate used at December 31,
2010 of 5.36%, and the estimated actual return on assets in the quarter was 9.6% which was based on
the index returns for the target asset mix of the related plans.

Share Capital

Issued and outstanding Common and Non-Voting Shares are as follows:

Number of Number of
Common Shares Amount Non-Voting shares Amount
Balfance at December 31, 2010
and March 31, 2011 128,625,623 $4123 338,945,860 $187.5

Share-based payment transactions

The Company has an incenlive stock option plan (the "Option Plan®), which permits the granting of
options to eligible participants to purchase up to an aggregate of 10,000,000 Common Shares.

Each option is exercisable, subject to vesting terms of 20% per year and immediately upon a change
in control of the Company, into one Common Share, subject to adjustments, at a price of not less than
the closing price of the Common Shares on the Toronto Stock Exchange ("TSX') on the day
immediately preceding the grant date. Options granted under the Option Plan expire a maximum of
ten years from the date of the grant.

During the first quarter of 2011, the Company granted 1,700,000 options with a fair value of $0.7
million as determined by the Hull-White option pricing model using the assumptions of a weighted
average exercise price $0.75, risk free interest rates within a range of 2.89% to 3.32%, volatility rates
of between 59.7% to 67.1% and an expected life of between 6 and 10 years. These options are only
exercisable when the share price exceeds $0.70 for 60 consecutive days on a volume weighted
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average price basis. All options outstanding that were granted prior to 2010 do not contain the
minimum price requirement and continue to be valued under the Black-Scholes model.

At March 31, 2011 6,441,795 options were outstanding under the Company's Option Plan with a
weighted average exercise price of $0.70 per Common Share. During the firsl quarter of 2011, the
Company recorded compensation expense of $0.1 miilion (2010 - $0.1 million) which has been
credited to contributed surplus.

The Company also has a Deferred Share Unit Plan for directors and designated executive officers.
Directors may elect to take a portion of their fees in the form of DSUs and executives may elect to take
a portion of their annual incentive bonus in the form of DSUs. The number of DSUs allotied is
determined by dividing the dollar portion of the bonus that the executive elecled to take in DSUs by the
weighted average price of the Company's Common Shares for the five business days prior to the issuc
notification date. During the first quarter of 2011 designaled executive officers were allotted 201,300
DSUs at a price of $0.77 per DSU and a further 4,953 DSUs were issue to a director at a price of
$1.06 per DSU. The cumulative number of DSUs outstanding at March 31 2011 was 803,209
(December 31, 2010 - 596,956). During the first quarter of 2011, the Company recorded
compensation expense for these DSUs of $0.5 miltion (2010 - $0.6 million), with a corresponding credit
to accounts payable and accrued liabilities.

Commi and Conti i

(a} Long-term fibre supply agreements

Certain of the Company's fibre supply agreemeris with third parties have minimum volume
requirements and may, in the case of a failure to supply the minimum volume, require the Company to
conduct whole log chipping, source the deficiency from third parties at additioral cost to the Company
or pay the party to the fibre supply agreement a penalty calcutated based on the provisions contained
in the relevant agreement. Should Westem take significant market related curtailments in its sawmills,
the volume of chips produced is recuced and accordingly there is greater risk that the Company may
not meet its contractual obligations.

The Company has not delivered the annual minimum chip volume for 2010 under certain long-term
fibre supply contracts and is in discussions to resolve the shortfalls. With respect to one significant
confract the Company and the other party to the contract are working on amending the contract,
including the minimum chip volume requirements. Negotiations are progressing but at this time the
Company is unable to determine if the amendment will be executed, or whether the party to the
contract wifl act on its security.

In the first quarter of 2011, the Company negoliated various amendments to other long-term fibre
supply agreements including the modification of minimum chip volume commitments. Based on chip
and pulp log volumes supplied yearto-date, the Company anticipates salisfying annual fibre
commitments for 2011.

(b) Storm damage

in jate September, 2010, heavy rains and strong winds on the northwesl of Vancouver Island triggered
power outages, mudslides, road washouts and flooding. Certain logging areas were impacted by these
severe storms with bridge and culvert damage, logging road washouts and slides in reforested areas.
Work has commenced to repair the damage with expenditures of $1.2 million incurred and recognized
in net income (loss) in the period ($1.0 million in the year to December 31, 2010 and a further $0.2
million in the first quarter of 2011). There is still some uncertainty over the final estimates of the cost of
damages resulting from the event. The cument estimate of the insurable damages claim is
approximately $1.7 million which, as al March 31, 2011, has not been recognized in the Statement of
Financial Position. It is anticipated there could be further uninsurable damages which have not yet
been quaniified but preliminary estimates are that they are not expected to exceed $1.0 million. The
impact on capitalized roads and bridges and other infrastructure is not expected to be significant.

(c) Lumber duties

On February 17, 2011, Canada issued a response to the request for arbitration made by the United
States Trade Representative to the London Court of Intemational Arbitration. This relates to allegations
made by the United States of under-pricing of timber in the British Columbia interior region and
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circumvention of export measures provided for in the softwood lumber agreement ("SLA") between
Canada and the United States. The response by Canada was to refute the aflegations, stating that the
terms of the SLA had not been violated and that the Unites States’ claims were based on conjecture
and without merit A ruling from the London Court of Internationat Arbitration is expected to take up to
a year to be released. It is not possible to predict the outcome of the claims, or whether they would
potentially have any impact on Westemn since they are specificalty directed at British Columbia intedor
practices, and Westem operates predominantly on the coast of British Columbia.

Financial Instruments

Certain of the Company’s sales transactions are denominateg in foreign currencies, principally, the US
dollar and Japanese Yen (*JPY"), and accordingly the Company is exposed to cumency risk associated
with changes in foreign exchange rates. To mitigate this foreign exchange risk, the Company entered
into an agreement dated March 31, 2009 with BAM to provide a foreign exchange facility (*Facility”) to
the Company. The Fadility provides for a notional amount of up to US $80.0 million, matures on March
31, 2012, and allows for forward transactions with a maximum term for each transaction of one year.
The Facility automatically extends for one year on each anniversary date, provided that BAM has not
notified the Company of its intention to cancel the facility at least 30 days prior to the anniversary date
and subject to certain change of control provisions. The Facility is unsecured and is subject to an
annual fee of 0.10% of the maximum notional amount. The Company does not consider the counter
party credit risk associated with this Facility to be significant.

As at March 31, 2011, the Company had outstanding obligations to sell an aggregate JPY 4,460
million at an average rate of JPY 80.88 per CAD with maturities through December 30, 2011. All
foreign cumency gains or losses to March 31, 2011 have been recognized in revenue in net income
(loss) for the period and the fair value of these instruments at March 31, 2011 was a net asset of $2.5
miflion (December 31, 2010 - $0.8 million) which is included in trade and other receivables on the
Statement of Financial Position. A net gain of $1.1 million was recognized on contracts which were
settled in the first quarter of 2011 (2010 - $ nil), which was included in revenue in net income (loss) for
the period.

Operating Restructuring ltems

Operating restructuring costs of $0.3 million in the first quarter of 2011 relate to severance cosis
associated with restructuring administrative functions.

Other Income (Expenses)

Other expenses of $0.5 million for the first quarter of 2011 comprised net losses on non-core asset
sales of $0.8 miltion, a gain on the sale of an equity interest in certain real estate properties of $2.4
milfion (Note 8), an expense incurred of $2.5 million to secure amendments to the terms of certain
contractuat amangements, and other items totaling income of $0.4 million. The most significant non-
core asset sale in the quarter was the previously announced sale to TimberWest Forest Corp. of 7,678
hectares of land located in the southem portion of Vancouver island near Jordan River for gross
proceeds of $21.9 million. In addition, during the quarter the Company exercised the option to selt its
equity interest in WFPFPL, the entity that held the jointly owned entity established In 2009 between the
Company and BPL, receiving $2.4 million as consideration for the sale of its interest, and the right of
first offer was extinguished (Note 8). The expense recognized in the first quarter of 2011 of $2.5 million
relating to the securing of amendments to cerlain existing contractua! arrangements is payable in 14
equal quartery installments commencing March 31, 2011.

in comparison, the first quarter of 2010 included other income of $10.4 million. This amount primarily
related to a receipt in January 2010 of $8.9 million being the balance of the proceeds related to the
establishment of the joinlly-owned entity in 2009 with BPL, a company related to BAM (Note 8). Also
included in other income was a re-imbursement from the Province of British Columbla of $0.9 million
relating to prior-period stumpage re-assessments, and sundry other items totaling $0.6 million.
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22. Expenses by Function
Three months ended March 31

2011 2010
Administration $ 4.3 $ 3.0
Distribution expenses 248 17.0
Cost of goods sold 149.7 115.6
$ 178.8 $ 135.6

23. Other Expense Information

The Company recorded total employee compensation costs in the first quarter of 2011 of $42.9 million
(2010 - $36.4 million). Total depreciation and amortization expense for the quarter was $5.6 million
(2010 - $5.9 million).
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August 3, 2011
To our Shareholders,

We are pleased with our second quarter 2011 financlal results and operating performance considering the
ongoing market challenges that persist in our industry. The operating initiatives outlined in my previous report
to you are continuing to sustain our profitability in what continues to be a very uncertain business environment.

The following are some key highlights from our second quarter performance:

« EBITDA of $21.9 million in the guarter which is more than double that achieved in the first quarter of
2011 and the seventh consecutive quarter that we have achieved positive EBITDA

+ Netdebt is reduced 10 $57.3 million and liquidity is $111.7 million at the end of the quarter
» Increased mill productivity 4% by the end of the second quarter compared to the same period in 2010
« Sales revenues increased 21% over the second quarter last year

»  Sales volumes in each of our major product segments increased over last year

Despite a strengthening Canadian dollar, increased log and frelght costs, and continued weakness in the
United States home building sector, we were able to generate EBITDA of $21.9 million. This result primarily
reflects our ongoing focus on operating cost reductions, streamlining business processes and product lines that
have been put in place over the last few years.

In addition, a strong pulp market led to higher chip revenues and higher log prices as pulp companies
increased their demand for lower value sawlogs. Export markets for logs were atso strong in the quarter. While
log exports remain a relatively minar product line for Westemn, the use of log exports has allowed us to increase
our log harvesting which has generated additional logs for our mills, our domestic log customers and additional
employment for our employees and contraclors

There has been considerable focus on log exports. We would like 10 take the opportunity to explain Westem's
view on log exports as it pertains to our company, and the net benefit they bring to both Westem and the
communities in which we operate:

« Log exports represents 10% of our total log harvest and purchase volumes, and only 7% of our total
sales revenues

« This has allowed us to profitably harvest an additional 15 million m*> which we have consumed
internally. generating more pulp chips or sold to domestic customers as pu!p logs and veneer logs

e Our annual payroll year over year is expected to increase by $30 million, which egquates to an
additional 460 jobs in our mill and logging operations

« These are only the direct jobs in Westem's operations and do not include spin-off effects of additiona!
conlractor jobs, tax revenues and a number of other community benefits.

Lumber shipments for the quarter were supported by seasonal demand in Canada and continued strength for
our lumber products in Japan and China which more than offset ongoing weak demand for lumber products in
the US. Our flexible operating piatform allowed us to take advantage of altemate market opportunities as they
became available.

We do, however, anticipate a slowing of business in the Chinese market over the balance of the year. The
Chinese govemment has started to tighten access to credit which has created some uncertainty about lumber
demand in China for the balance of the year. Similarty we anticipate a slowdown in the Japanese market in the
third quarter but expect demand to rebound through the fourth quarter.

Within our operations we will continue to develop our non-capital margin improvement programs to extract the
maximum margin from our existing business. We are confident that such programs will continug to improve our
financial resulls, despite the market weakness that currently exists in our traditional markets.

The priorities for the balance of 2011 that we highlighted in our Q1 report remain:
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+ Continue to enhance our safety programs to achieve our ultimate objective of a zero medical incident
rate

¢ Increase market share with our key customers in our core product segments

¢ Increase our logging activity with a plan to harvest 5.8 million cubic metes this year (a 25% Increase
over 2010)

»  Continue to expand lumber production to meet market demand; our current plan is to ship 820 million
board feet for the year

« (nslitutionalize our margin improvement and cost reduction programs; we have identified an additional
$25 million of non-capital margin improvement programs which we expect to capture over the next few
years

»  The first phase of our $125 million capital investment program is underway

Our balance sheet remains very strong, further bolstered this quarter as a result of the cash generated from
operations. With our balance sheet in order, we continue on our strategic plan that will see us invest
approximately $125 million in asset modernization over the next several years. The capital plan will be focused
on reducing costs in our mills and increasing the sales value of our products.

We would like to take this opportunity to announce the appointment of Don Demens as our Chief Operating
Officer. Don has been responsible for Western's sales and manufacturing activities f{or the past two years and
has been a key player in our turn-around, changing the business culture and business mode!. Don will continue
to align our Sales and Manufacturing units with our Timbeslands and Fibre Optimization operations in our drive
to improve companywide results.

While we are pleased to report that our safety record has improved over last year, sadly we have to report two
contractor fatalities that cccured on our licenses since our last report. We must leam from these tragic events
and ensure that we improve our safety performance both within Western operated areas and within our
contractor community.

Dominic Gammiero Lee Doney

Chairman and CEO Vice Chairman

A
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Management'’s Discussion & Analysis

The following discussion and analysis reports and comments on the financial condition and results of
operations of Westem Forest Products Inc. (the *Company®, "Westem”, “us’, "we", or “our”), on a consolidated
basis, for the three and six months ended June 30, 2011 to help security holders and other readers understand
our Company and the key factors underying our financial results. This discussion and analysis should be read
in conjunction with the unaudited condensed consolidated interim financial statements for the first quarter of
2011 and with the audited annua! consolidated financlal statements and management's discussion and
analysis ("MD&A") for the year ended December 31, 2010 (the “2010 Annual Report”), all of which can be
found on the System for Electronic Document Analysis and Retrieval ("SEDAR"), at http.//www sedar com.

The Company has prepared the unaudited condensed consolidated interim financial statements in accordance
with Intemational Financial Reporting Standards {“IFRS"} applicable to the preparation of interim financial
statements, Including IAS 34, Inteim Financial Reporting, and IFRS 1, First-Time Adoption of IFRS. For
comparalive purposes all financial statement amounts related to the three and six month periods ended March
31 and June 30, 2010 and the year ended December 31, 2010 have been restated in accordance with IFRS.

Reference is also made to EBITDA'. EBITDA is defined as operating income (loss) prior to operating
restructuring costs and other income (expenses), plus amortization of property, plant and equipment,
amontization of intangible assets, the reversal of impairments of intangible assets, and the change in fair value
adjustments to biological assets. Westem uses EBITDA as a benchmark measurement of our own operating
results and as a benchmark relative to our competitors. We consider EBITDA to be a meaningful supplement
fo operaling income as a performance measure primarily because amortization expense, impaiments,
reversals of impaiments and changes in the fair value of biological assets are non-cash costs, and vary widely
from company to company in a manner that we consider largely independent of the underlying cost efficiency of
their operating facilities. Further, operating restructuring costs are not expected to occur on a regular basis and
may make comparisons of our operating results between periods more difficull. We also believe EBITDA is
commonly used by securiies analysts, investors and other interested parties to evaluale our finandial
performance.

EBITDA does not represent cash generated from operations as defined by IFRS and it is not necessanly
indicative of cash available to fund cash needs. Furthermore, EBITDA does not reflect the impact of a number
of items that affect our net income (loss). EBITDA is not a measure of financial performance under IFRS, and
should not be considered as an altemative to measures of performance under IFRS. Moreover, because all
companies do not calculate EBITDA in the same manner, EBITDA as calculated by Western may differ from
EBITDA as calculated by other companies.

This management's discussion and analysis contains statements which constitute forward-locking statements
and forward-looking information within the meaning of applicable securilies laws. Those statements and
Information appear in a number of places in this document and include statements and information regarding
our current intent, belief or expectations primarily with respect to market and general economic condilions,
future costs expenditures, avallable harvest levels and our future operating performance, objectives and
Such st ts and information may be indicated by words such as “estimate”, "expect”,
“anticipate”. “plan’, “intend", “believe”, “should’, “may” and similar words and phrases. Readers are cautioned
that it would be unreasonable to rely on any such forward-ooking statements and information as creating any
legal rights, and that the statements and information are not guarantees and may involve known and unknown
risks and uncertainties, and that actual results and objectives and strategies may differ or change from those
expressed or implied in the forward4ooking statements or information as a result of vanous factors. Such risks
and uncertainties include, among others: general economic conditions, competition and selling prices, changes
in foreign cumency exchange rates, labour disruptions. natural disasters, relations with First Nations groups,
changes in laws, regulations or public policy. misjudgments in the course of preparing forward-iooking
statements or information, changes in opportunities and other factors referenced under the "Risk Factors”
section in the MD&A in our 2010 annua! repont, and those referenced in the MD&A in this quarterly report. All
written and oral forwardHooking statements or information attributable to us or persons acting on our behalf are
expressly qualified in their entirety by the foregoing cautionary statements. Except as required by law, Westem
does not expect to update forward-looking statements or information as conditions change.

! Eamings Before Interest, Tax, Depreciation and Amortization

4%
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Unless otherwise noted, the information in this discussion and analysis is updated to August 3, 2011, Certain
prior period comparative figures may have been reclassified to conform to the current period's preseniation. All
financial references are in millions of Canadian dollars uniess otherwise noted.

Summary of Sefected Quarterly Results'

Trree months ended June 30, Six morths ended June 30,
(mitkns of dofirs excege per shar amouny 2011 2010 2011 2010
Sales $ 2187 $ 1815 $ 3995 $ 3198
EBITDA 29 218 30.1 312
EBITDA as % of sales 10.0% 12.1% 75% 9.8%
Operating income before restructixing itams and other
income {(expenses) 147 144 16.7 17.4
Net income from conbnuing operations 123 101 116 198
Net income 121 98 111 189
Basic and diluted eamings per share (in dodars) $ 0.03 $ 0.02 $ 002 $ 0.04

M incudedin Appendix A is 2 table of selectod msuls for the kst eight quarters
Overview

Second quarter 2011

Westem generated a positive EBITDA of $21.9 million for the quarter, similar to the amount earned in the same
quarter last year and more than doubles what we camed in the first quarter of 2011. The Company enjoyed
strong seasonal demand for its lumber and log products. Log sales revenues reached the highest levels since
the second quarter of 2007, driven by a strong Canadian domestic market. In addition, by-product volumes and
prices increased, largely driven by a robust pulp market. However, our EBITDA margin for the quarter was
adversely impacted relative to the second quarter of 2010 by the negative impacts of the stronger Canadian
dollar, increased freight charges and higher log harvesting costs.

Despite the positive second quarter resutlts, lumber markets In the United States remain well below historical
trend levels and a meaningful recovery of the United States housing market does not yet appear to be on the
short term horizon. Our operating environment has been further challenged by the continuing increase in the
strength in the Canadian dollar relative to the United States dollar as a high proportion of our sales are
denominated in United States dollars. The average exchange rate for the second quarter of 2011 was 0.968
(which is the highest quarterly average rate in four years) and is 6% higher that the average of 1.023 in the
second quarter of 2010. Our focus continues to be on reducing costs and enhancing the operating efficiencies
of all of our activities, while further strengthening our balance sheet

Net income for the second quarter of 2011 was $12.1 million, which is an Increase of $2.3 million over net
income of $9.8 million reported a year earfier, and an improvement of $13.1 million compared to the loss of
$1.0 million reported in the previous quarter. Qur second quarter of 2011 net income was an improvement over
the same quarter of 2010 primarily because of lower Interest costs and reduced restructuring charges, partially
offset by lower gains made on non-core asset sales. !

In the second quarter of 2011 Westem reported EBITDA of $21.9 million which remained unchanged from the
same period a year earlier and compares to $8.2 million in the first quarter of 2011. Qur liquidity position at
June 30, 2011 increased to $111.7 million from $35.2 million at the end of the first quarter of 2011, and from i
$64.1 million a year ago.

Year to date, June 30, 2011

Net income for the first six months of 2011 was $11.1 million, which compares to net income reported in the
same period in 2010 of $18.9 million. The income in 2010 includes 3 net one-time gain of $9.4 million in the first
quarter of 2010 due to the reorganization of WFP Forest Products Limited. Excluding the impact of this, the net
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income for 2011 was higher than 2010 by $1.6 million with the majority of the increase explained by lower
interest charges that resulted from our lower average debt levels in the cument six month period compared to
the same period in 2010.

On February 11, 2011, we completed the sale of certain non-core properties to TimberWest Forest Corp. for a
purchase price of $21.9 million. The sale included propertles located in the southern portion of Vancouver
istand, near Jordan River. These properties, which encompass approximately 7.678 hectares, are situated in
the land districts of Renfrew and Malahat. The net proceeds from the sale were used o pay down the
Company's long-term debt In accordance with lending agreements. A net loss of $1.1 million was recognized
on its disposal in the first quarter of 2011.

Operating Results

Sales Three months ended June 30, Six months ended June 30,
{milions of dollars) 2011 2010 2011 2010
Lumber $ 1435 $ 131.1 $ 2725 $ 2333
Logs 57.8 36.6 94.1 61.1
By-products 174 13.8 329 254
Totai sales $ 2187 $ 181.5 $ 3935 $ 3198

Second quarter 2011

Lumber sales revenues increased by 9% when compared to the second quarter of 2010 primarily due to higher
shipment volumes. Despite the uncertain global economic conditions, market demand for the majority of our
lumber products has shown a gradual improvement. Lumber shipments increased by 11% to 210 million board
feet in the second quarter of 2011, The geographic destination of the lumber was generally consistent with the
prior year, with 34% of lumber volume being shipped within Canada, 24% going to Japan, 23% to China, and
14% to the United States. Lumber sales values in the second quarter of 2011 have seen modest price
increases in mos! major product categories, particularly commodity products, when compared to the same
period last year. However, in the second quarter of 2011, the overall average lumber price realized was
marginally lower al $683 per thousand board feet. compared to $694 in the same quarter of 2010. The
decrease is largely attributable to the mix of lumber products sold, particularly jower volumes of high value
cypress, rather than lower prices being realized, and also by the impact of the stronger Canadian dollar.

Log sales revenues in the second quarter of 2011 increased by 58% compared o the same period iast year.
The increase is due o an 18% increase in the volume of logs sold and average log prices realized in the
second quarter of 2011 being 26%, or $15 per cubic metre, higher than a year ago. Overall log demand for the
quarier was strong, relative to prior quarters, in both our domestic and export markets. Increases in volumes
sold were achieved in our pulp log, peeler and shingle log sales in North American markets as well as export
sales to Korea and China. Log prices have increased since the second quarter of Z010 largely because of a
strong domestic pulplog market and supply shortages for most log species. Supply shotages have resulted
from severe winter weather condilions through the first halt of the year, with snow pack restricting harvest
levels.

By-product revenues increased by $3.6 million, or 26%. in the current quarter compared to the second quarter
of 2010, mainly because of increased chip production and higher chip prices. Chip production in the second
quarter of 2011 increased by 20% over 2010 largely due to increased lumber production at our sawmills. Chip
prices were approximately 5% higher, which is a result of higher pulp mill net realizations which drive the chip
pricing formula used in our fibre agreements with certain of our customers.

EBITDA of $21.9 million reported for the second quarter of 2011 was consistent with the EBITDA reported in
the same quarter last year, and a $13.7 million improvement over the $8.2 million earned in the first quarter of
2011. The EBITDA result for the second quarter of 2011 reflects increased operating leveis, higher sales
volumes and prices for most products and a more favorable mix of sales compared to the second quarter of
2010. However, these positive variances were offset by a negative impact of foreign exchange, increased cost
of sales, higher freight costs and higher selling and administrative expenses in the current quarter.

e
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The operating results for the second quarter of 2011 incorporated temporary shutdown costs that were $1.2
million less than those incurred in 2010, as production was increased 1o meet demand. Lumber production was
11% higher in the second quarter of 2011 compared to the second quarter of 2010 and our sawmills operated
at 86% of capacity in the second quarter of 2011 compared to 63% of capacity in the same quarter of 2010.
The majority of this increase in operating capacity relates to the Nanaimo and Ladysmith mills which ran for the
second quarter of 2011, but were idle in the same quarter in 2010. Mill productivity, measured on a volume
produced per shift basis, improved 4% by the end of the second quarter of 2011 compared to the same period
in 2010. The heavy snowfall at the end of the first quarter of 2011 hampered log harvesting into the early part of
the second quarter. Log harvesting costs were higher in the second quarter of 2011 compared to the same
quarter fast year because of increased spending on spur roads this year and also because a greater
percentage of our logging activities were in higher cost locations.

As previously mentioned, our operating results were negatively impacted by an approximate 6% strengthening
in the value of the Canadian dollar relative to the United States dollar from the first quarter of 2010, which
reduced our Canadian doflar proceeds received on United States dollar denominated sales (the major share of
our lumber sales are dencminated in United States dollars, including those to China).

Total freight costs were $24.1 miilion in the second quarter of 2011, which compared to the second quarter of
2010 cost of $17.9 million. Shipment volumes of lumber were higher in the cument quarter which accounts for
the majority of the $6.2 million increase. The balance of the increase results from an increased proportion of
our shipments being made to China in 2011, which incur relatively more costly ocean freight, and also the
impact of rising oil prices on general freight rates.

Selling and administration costs increased by $0.9 million to $6.7 miflion in the current quarter compared to
$56.8 million in the same quarter of 2010, primarily because of increased salary costs. The increase in salary
costs includes the re-instatement of base salaries in the third quarter of 2010 following the reductions taken in
June 2009, and also the inclusion of performance-based bonus accruals expected for this year.

Year to date, June 30, 2011

Tolal sales revenues for the first six months of 2011 were $399.5 million, an increase of 25% over the sales
revenues for same period in 2010. Lumber, log and by-product sales were higher in the current six months
period by 17%, 54% and 30% respectively. Higher shipment volumes for all primary product categories, logs in
particular, contributed most of the increase. This increase was a function of stronger market demand for logs
and lumber. Our lumber production was 13% higher in the first six months of 2011 compared to 2010, which jed
to greater chip production levels thus increasing by-product revenues. Increased sales prices of logs and by-
products were the other key contributors o the revenue increase. Partially offsetting these was the negative
impact on revenues of the stronger Canadian dollar in the current six month period compared to 2010. The
Canadian dollar was, on average, 6% stronger relative to the US dollar over the respective periods.

EBITDA for the six months to June 30, 2011 was $30.t million which is marginally less than the EBITDA for the
same period of 2010 of $31.2 million. Despite the benefits of the revenue increases achieved for the six months
to June 30, 2011 compared to the six months to June 30, 2010, offsetting this were increases to our cost of
sales including log costs, increases in freight costs and selling and administration costs over the respective
periods.

Non-operating income and costs

Finance costs decreased from $3.4 million in the second quarter of 2010 to $1.8 million in the current quarter.
This decrease is primarily attributable to a reduction in the outstanding debt amount over the respective
periods. resulting from the proceeds of non-core asset sales being used to pay down debt subsequent to March
31, 2010. Also contributing o this reduction is the benefit of lower interest rates negotiated in the amendments
to the loan agreements effected in late December 2010.

Other expenses of $0.1 million for the second quarter of 2011 and other income of $0.3 million in the second
quarter of 2010 relate primarily to net losses and gains respectively on various non-core asset sales. In the first
quarter of 2011 other expenses of $0.5 million related to a gain on the sale of an equity interest in certain real
estate properties of $2.4 million (for further details see Related Parties on page 12), an expense incurred of
$2.5 million to amend the terms of certain contractual arrangements, and other items totaling expenses of $0.4
million. In comparison, the first quarter of 2010 included other income of $10.4 miflion, which primarily refated to
a receipt in January 2010 of $8.9 milllon being the balance of the proceeds related to the establishment of a
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jointly-owned entity in 2009 with Brookfield Properties Limited (“BPL"), 2 company related to Brookfield Asset
Management Inc. ("BAM").

Financial Position and Liquidity

Three monms ended June 30, Slx months ended June 30,
(mitions of dolars bxcopt where noted} 201t 2010 2011 2010
Cash ided by (used in) S 986) S 12 $ 255 3 135
Cash d by (usedin) i ing & (0.9} (186) 215 (2.8)
Cash used in financing actnities (13.7) {0.4) (47.3) {16.2)
Cash used 1o construct capitalized logging roads 21 2n (3.1) (4.2)
Cash used to acquire property, plant. and equipment (1.5) {0.6) (3.4) {0.8)

June 30 December 31

2041 2010

Tott liquidity $ 117 s 846

Net debt @ 573 298
Finanaal ratios.

Current asse's lo current hiabilives . 2.29 250

Net debt to capilalizaon’™ 0.14 0.23

M Towl Iquidty compriscs cash and cash equivalents ond avalad®d credit undes tho Company's
fevoling creat faciliy and rvalvng toym losn

D Net debt & debnod 03 the aum of long.tarm debl, cuert portion of 1ong 4erm dob. M valving crodt
taclily, less cash and cash scucvaients.

m o net dobtand aquty

Cash used in operating activities In the second quarter of 2011 amounted to $9.6 miilion compared to cash
provided of $1.2 miliion in the same period last year. Prior to changes in the levels of working capital at the end
of the respective quarters, cash from operations was relatively consistent over the two quarters. In the current
quarter, however, investment in working capital was $12.4 million more than the same period in 2010 and
reflects higher levels of sales activity in 2011, Inventories increased in both quarters, consistent with the
seasonal increase in log inventories.

Cash used for additions to pioperty, plant and equipment and for capitalized logging roads in the second
quarier of 2011 was $3.6 million compared to $3 3 million in the second quarter of 2010. In the current quarter
additions comprised $2.1 milllon of additions to logging roads and bridges and $1.5 million of other property
and equipment, which primarily related to tease buy-outs of mobile machinery.

In the second quarter of 2011, the Company paid down ils long-term debt by $12.6 million. $2.6 million of this
was from the proceeds of non-core assets sokd in the quarter with the balance being from cash generated from
operations earned for the year to date. For the six months to June 30, 2011 the Company has repaid long-term
debl by $43.8 million. Of this amount, $28.6 million was from the proceeds of non-core assets sold, $5.2 million
from the cash received as reimbursement by the Province of British Columbia (for costs incurred by Western
with respect to the Forestry Revitalization Plan timber take-back areas), and the balance of $10.0 million from
cash generated from operations. In the first six months of 2010, the revolving credit facility was paid down by a
net $3.1 million from cash generated by operations, and the non-revolving term facility was paid down by $2.4
mitlion from asset sales.

At June 30, 2011, Western's total liquidity had increased to $111.7 million from $95.2 million at the end of the
first quarter and from the $64 1 million of liquidity available at June 30, 2010. Liquidity is comprised of cash of
$4.3 million and availability under the secured revolving credit facility of $94.8 million and $12.6 million under
the revolving term loan at June 30, 2011. The increase in the liquidity availability compared to June 30, 2010 is
largely a function of the improved availability under the amended financing agreements and the fact that
improved cash generated from operations required less to be drawn down on the revolving credit facility.

Any net proceeds realized from the future sale of non-core assets will be used to repay the term loan. Based on
its financial position at June 30, 2011 and its current forecasts the Company expects to continue to operate as
a going concem for the foreseeable future.
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Changes in Accounting Policies

Effective January 1, 2011, Canadian publically listed entities were required to prepare their financial staternents
in accordance with IFRS. Due to the requirement to present comparative financial information, the effective
transition date for the Company is January 1, 2010. Full disclosure of the Company's accounting policies in
accordance with IFRS can be found in Note 2 to the Unaudited Condensed Consolidated Interim Financial
statements for the Three and Six Months ended June 30, 2011. The interim financial statements also include
reconciliations of the previously disclosed comparative periods financial statements prepared in accordance
with Canadlan generally accepted accounting principles (*Canadian GAAP™) to IFRS as set out in Note 4.

New Standards and Interpretations

In 2011, the IASB has issued the following new or amended IFRSs which are effective for annual periods
beginning on or after January 1, 2013 with early adoption permitted, with the exception of IFRS 13 which is
effective prospectively from January 1, 2013:

IFRS 9 Financial Instruments

IFRS 10 Consolidated Financial Statements

IFRS 11 Joint Arrangements

IFRS 12 Disclosure of Interests in Other Entities

IFRS 13 Fair Value Measurement

Amendments to !AS 19 Employee Benefits

Amendments 10 IAS 28 Investments in Associates and Joint Ventures

IFRS 9 Financial instruments (‘IFRS 9°) was issued in November 2009 and will replace IAS 39 Financial
Instruments: Recognition and Measurement ("IAS 39"). IFRS 9 uses a single approach to determine whether a
financial asset is measured al amortized cost or fair value, replacing the multiple rules in IAS 39. The approach
in IFRS 9 is based on how an entity manages its financial instruments in the context of its business model and
the contractual cash flow charactenistics of the finandial assets. The new standard also requires a single
impairment method to be used, replacing the multiple impairment methods in IAS 39.

IFRS 10 Consolidated Financial Stetements rteplaces the guidance in IAS 27 Consolidated and Separate
Financial Slatements (*IAS 27") and SIC-12 Consolidation — Special Purpose Entities. IAS 27 (2008} survives
as 1AS 27 (2011) Separate Financial Statemens, only to camry forward the existing accounting requirements for
separate financia! statements IFRS 10 provides a single model to be applied in the control analysis for all
investees, including entities that currently are SPEs in the scope of SIC-12. In addition, the consolidation
procedures are carried forward substantially unmodified from IAS 27 (2008).

IFRS 11 Joint Arangements (‘IFRS 117) replaces the guidance in IAS 31 Interests in Joint Ventures ("IAS
317). Under IFRS 11, joint arrangements are classified as either joint operations o joint ventures. IFRS 11
essentially carves out of previous jointly controlied entities, those arrangements which although structured
through a separate vehicle, such separation is ineffective and the parties to the amangement have rights to the
assets and obiigations for the liabilities and are accounted for as joinl operations in a fashion consistent with
jointly controlled assets/operations under IAS 31. In addition, under IFRS 11 joint ventures are stripped of the
free choice of equity accounting or proportionate consolidation; these entities must now use the equity method.
Upon adoption of IFRS 11, entities which had previously accounted for joint ventures using proportionate
consolidation shall coflapse the proportionately consclidated net asset value (including any allocation of
goodwill) into a single investment balance at the beginning of the earliest period presented. The investment's
opening balance is tested for impairment in accordance with IAS 28 (2011) and |AS 36 Impairment of Assets.
Any impairment losses are recognized as an adjustment to opening retained earnings at the beginning of the
earfiest pericd presented.

IFRS 12 Disclosure of Interests in Other Entities ("IFRS 12°) contains the disclosure requirements for enlities
that have interests in subsidiaries, joint arrangements (i.e. joint operations or joint ventures), assoclates and/or
unconsolidated structured entities. interests are widely defined as contractual and non-contractual involvement
that exposes an entity to variability of retums from the performance of the other enlity. The required
disclosures aim to provide information in order to enable users to evaluate the nature of, and the risks
associated with, an entity's interest In other entities, and the effects of those interests on the entity's financial
position, financial performance and cash fiows.
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IFRS 13 Fair Value Measurement ("IFRS 137) replaces the fair value measuremenl guidance contained in
individual IFRSs with a single source of fair value measurement guidance. It defines fair value as the price that
would be received to sell an asset or paid to transfer a liability in an ordery transaclion between market
participants at the measurement date, i.e. an exit price. The standard also establishes a framework for
measuring fair value and sets out disclosure requirements for fair value measurements to provide information
that enables financial statement users to assess the methods and inputs used to develop fair value
measurements and, for recurring fair value measurements that use significant unobservable inputs (Level 3),
the effect of the measurements on profit or loss or other comprehensive income. IFRS 13 explains ‘how’ to
measure falr value when it is required or permitted by other IFRSs. IFRS 13 does not introduce new
requirements to measure assels or liabiities at fair value, nor does it eltminate the practicability exceptions ta
fair value measurements that currently exist in certain standards.

IAS 19 Employee Benefits ("IAS 19°) will modify accounting for pensions and other post-retirement and post-
employment benefits and impact corporate financial reporting, including reported net profit. The key impacts of
the amendments will include:

= Changes in how a plan’s funded status and its variation during a reporting period will affect
balance sheet and comprehensive income

«  Changes in the reported benefit expense due to the removal of the expected return on assets and
amortization items

»  Significant changes to the footnote disclosures
= Potential implications for the way that plan sponsors manage defined benefit plan risk

1AS 28 Investments in Associates and Joint Ventures (“IAS 287) will modify the existing standard as issued in
2008 as follows:

«  Associates and joint veniures held for sale. IFRS 5 Non-current Assets Held for Sale and
Discontinued Operations applies to an investment, or a portion of an investment, in an associate
or a joint venture that meets the criteria to be classified as held for sale. For any retained portion of
the investment that has not been classified as held for sale, the equity melhod is applied unti!
disposal of the portion held for sale. After disposal, any retained interest is accounted for using the
equity method if the retained interest continues to be an associate or a joint venture.

= Changes in interests held in assodates and joint ventures. Previously, IAS 28 and IAS 31
specified that the cessation of significant influence or joinl control triggered re-measurement of
any retained stake in afl cases with gain recognition in profit or loss, even if significant influence
was succeeded by joint control. IAS 28 will be modified so that in such scenarios the retained
interest in the investment is not re-measured.

These new and revised accounting standards have not yet been adopted by Westem, and the Company has
not yet completed the process of assessing the impact that they will have on its financial statements or whether
to early adopt any of the new requirements.

Evaluation of Disclosure Controls and Procedures

As required by National Instrument 52-109 issued by the Canadian Securities Administrators, Westem carried
out an evaluation of the design and eflectiveness of the Company’s disclosure controls and procedures and
internal controls over financial reporting as of December 31, 2010. The evaluation was camied out under the
supervision and with the participation of the Chief Executive Officer ("CEQ") and the Chief Financial Officer
(*CFO"). Based on the evaluation, Weslem's CEO and CFO conciuded that the Company's disclosure controls
and procedures are effective in providing reasonable assurance that material information relating to Western
and its consolidated subsidiaries is made known to them by others within those entities, particularly during the
neriod in which the interim filings are being prepared. In addition, Western's CEO and CFO concluded that the
Company's intemal controls over financial reporting are effective in providing reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for Westem and its consolidated
subsidiaries for the period in which the interim filings are being prepared.

There were no changes in the controls which materially affected, or are reasonably likely to materially aftect,
the Company's internal control over financial reporting during the second quarter of 2011.
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Outlook and Strategy

The worldwide economic outlook remains uncertaln with ongoing concerns about the potential impact of the
European soverelgn debt crisis, and continuing weakness in the Uniled States economy, In particular. While
some signs point to the fact that global economic conditions have improved, significant concern remains.

With the market weakness in the United States, our commodity lumber program continues to focus on China.
China is expected to be our highest volume export lumber market for 2011, with strong demand for both lumber
and logs. However, the Chinese govemment has recently undertaken a number of measures to slow their
economy by restricting credit. These restrictions may impact the pace of residential development in China and
ultimately lumber demand. We do anticipate some slow-down of sales growth in this market for the balance of
2011, as a result of such restrictions and seasonal demand slow-down.

We expect that the severe infrastructure damage caused by the earthquake and resulting tsunami will continue
to slow lumber demand in Japan in the third quarter. As a result, we anticipate taking some market related
down-time at certain mills in our system during the third quarter. However, we expect that most of Japan's
infrastructure constraints will be resolved during the third quarter and that demand for lumber will start to
improve in the fourth quarter. Western has participated in certain co~sponsored govemment and industry relief
projects that will aid in the rebuilding of Japan.

Despite recent increases in new housing starts in the United States, the housing market there continuss to
have deep structurai issues which preciude any significant housing market recovery. Curmrent reports indicate
that job growth is slowing in most regions (especially areas with high concentrations of govemment
employees). Existing home sales continue to languish with increasing numbers being distress sales. There are
also indications of an increasing trend to rent rather than buy, which means more emphasis on multi-unit home
construction rather than new single unit dwellings.

North American demand for specialized commodities such as treated products and timbers is expected to
decline for the balance of the year in line with seasonal expectations. We expect to increase our specialized
commodity sales to China in the third and fourth quarters to partially offset this trend.

The seasonal upswing in cedar demand peaked in the second quarter. Cedar sales volumes are expected to
fall for the balance of the year due to a3 weak United States housing market and seasonal slowdown in
renovations. '

Our sales into the niche lumber markets in North America and Europe are expected to be stronger over the
second half of the year as we expect to have additional high grade log supply in the third quarter which will help
increase our niche product sales. We continue to diversify our customer and product base in this market
segment.

As previously announced, we plan on investing $125 million of strategic capital into Westem's operations over
the next several years. We continue to work through our strategic plan and evaluate the best opportunities to
inject capital into the business. We plan to commence strategic, high retum projects totaling over $3 million in
the tatter half of 2011. We will also focus on improving our product margins through a number of non-capital
initiatives, while at the same time ensuring that we balance our working capital requirements with market
demand in the coming months.

Westem will continue to pursue opportunities to sell non-core assets. However, our net debt and liquidity
situation has significantly improved over the past year. Any proceeds will first be used to reduce the revolving
term loan and then any surplus will be used to provide additionat liquidity.
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Risks and Uncertainties

The business of the Company is subject to a number of risks and uncertainties, including those described
in the 2010 Annual Report which can be found on SEDAR, at http:/fwww.sedar.com. Any of the risks and
uncertainties described in the above-noted document could have a material adverse affect on our
operations and financial condition and cash flows and, accordingly, should be carefully considered in
evaluating Weslern's business

Outstanding Share Data

As of August 3, 2011 there were 128,625,623 Common Shares and 338,945,860 Non-Voting Shares issued
and outstanding. Brookfield Special Situations Management Limited ("BSSML") controls and directs 49% of the
Company's Common Shares and 100% of the Non-Voting Shares. The Company may convert the Non-Voting
Shares into Common Shares on a one-for-one basis, in whole or in pant, at any time in its sole discretion,
provided that the Board of Directors is at that time of the opinion that to do so would not have a material
adverse effect on the Company’s business, financial condition or business prospects.

Westem has reserved 10,000,000 Common Shares for issuance upon the exercise of options granted under
the Company's incentive stock option ptan. On February 23, 2011 a further 1,700,000 options were granted
under the plan. As of August 3, 2011, 6,441,795 options were outstanding under the Company’s incentive stock
option plan.

Related Parties

By virtue of the BAM voting arrangements with BSSML, BAM is related to the Company. Westem has certain
amangements with entities related to BAM to acqure and sell logs, lease certain facilites, provide access fo
roads and other areas, and acquire other services including insurance and the provision of a foreign exchange
fadility. all in the normal course and at market rates or al cost. During the second quarter of 2011, the Company
paid entities related to BAM $3.8 mitlion ($6.7 million year-to-date) in connection with these arangements.

On January 4, 2011, the Company exercised its option to sell its equity interest in WFP Forest Products ttd.,
the jointly-cwned entity established in 2009 between the Company and BPL, .receiving $2.4 million as
consideration for the sale of its interest, and the right of first offer on certain land was extinguished.

Public Securities Filings

Readers may access other information about the Company, including the Annual Information Form and
additional disclosure documents, reports, statements and other information that are filed with the Canadian
securities regulatory authorities, on SEDAR at www.sedar.com.

On behalf of the Board of Directors

Dominic Gammiero Lee Doney
Chairman . Vice-Chairman
Vancouver, BC.

August 3, 2011

0
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Management’s Discussion and Analysis — Appendix A
Summary of Selected Results for the Last Eight Quarters (Unaudited)

Financial results
prepared under
Financial resulls prepared under [FRS Canadian GAAP
i
2011 2010 2000
(milions of dofars 6xcopl per share amounis
and where noted) 2 1"~ a* 30 2% e L e
Average Exchango Rate - Cdn $ to
purchassono US § 0968  0.966 1013 1039 1.029  1.040 1.056 1.098
Sales
Lumber 1435 120 1181 1237 1311 1022 96.3 11.8
Loga 57.8 36.3 388 39.4 386 248 azs x5
By-products 17.4 15.5 15.7 12.7 13.8 116 10.5 12.6
Total sales 218.7 130.8 1726 175.5 1815 1383 139.3 143 9
Lumber
Shipments - m¥ions of boam fest 210 183 168 165 189 147 140 157
Price - per thousand board foet 684 705 703 750 694 635 688 712
Logs
Shipments - thousands of cubic metars 755 504 646 642 640 414 528 413
Price - per cubic mote® 72 68 60 61 57 59 82 62
Selling and administration 67 66 76 5.8 57 5.4 56 5.8
EBITDA 2.9 82 58 1.6 219 93 23 (5.2)
Amortzalon 8.7) (5.6) (5.2) (5.4) 9 {5.9) 7.2) @.3)
Changes in fair value of biological assets {0.5) (06) 27) 0.7 ©86) (0.7} - -
Reversal of mpatrment - 185 - - - - -
Operaing restructuring items .3} (0.3} {0.1) (0.6) [oR:3] . 03 @.3)
Finance cosis (1.8) (1.8) {28) (3.5) 3.4) (3.2). 32) 2.9)
Other ncoms (excenses) 0.9 (0.5) 6.3 (€.3) 03 104 51 1.7
Incoms axes 0.2} - o8 €1 ©.3) (0.2) - ©.1
Net income {loss) from continuing 123 ©7) 204 2.4 10.1 97 @n (16.4)
operatlons
Nettoss from discontnued
operations (0-2) (0.3} (0.3) (0.3) 0.3} (0 6) {04) (0.5}
Net Income {foss) 121 (1.0) 201 21 9.8 LA (3.1) (16.6);
EBITDA as % of sales 10.0% 45% 3.4% 66% 121% 6.7% 1.7% (3 5)%|
Eanngs per share:
Netincome (bss), basic and dilsted 003 . 0.0¢ - 0.02 0.02 0.01) (004)
Netincome (ss), from continung
operatons basic and diuted 003 - 0.04 0.01 0.02 0.02 {0.01) {0.04)

* Note - the log revenue used to determine average price per cubk metre in G2 and Q1 of 2011 was adjusted to reflect evenues
recognzed of $3.4 mATon and $2.0 milion, respectvely, assoGated with shipping costs amanged in tha period to enable comparabiity of
unt prices

The presentation of the most curent six quarters above as required under IFRS reporting rules has not
materially impacted the comparability of these quarters with the previous two quarters that were prepared
under Canadian GAAP rules, other than the reversal of the impairment of $18.5 million as incicated in the
fourth quarter of 2010.
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In a normal operating year there is some seasonality to the Company's operations with higher lumber sales in
the second and third quarters when construction activity, particularly in North American markets, has
historically tended to be higher. Logging activity may also vary depending on weather conditions such as rain,
snow an ice in the winter and the threat of forest fires in the summer.

The category of "Other income (expenses)” comprises gains on the sale of various non-core assets and other-

receipts which can be unpredictable in their timing. More material transactions of this nature occurred in the
first and fourth quarters of 2010, and the fourth quarter of 2009. The downturn in the forest products industry
that was experienced most significantly in 2008 and 2009 brought associated production curtailments, which
are reflected most significantly in the results of the third and fourth quarters of 2009 and the first quarter of
2010.
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Western Forest Products Inc.
Unaudited Condensed Consolidated interim Financial Statements

For the three and six months ended June 30, 2011 and 2010




Westem Forest Products Inc.

NON-CONFIDENTIAL

Condensed Consolidated Statements of Financial Position

{Expressad in miiions of Canadian doltrs) (unsudted)

PUBLIC FILE

go

Assets
Currert assets:
Cash and cash equivalents
Trade and otherrecelvables
frventory % ®
Prepaid expenses and other assets

Non-curent assetsc
Property, plant and equipment ** '@
Intangible assets " '®
Biological assets ™"
Cther assels

Liabilities and Shareholders’ Equity
Current liabiliies:
Accounts payable and accrued liabiities
Silviculture provision " '
Discontinued operations

(Now 7}

Non-curent liabilities:
Long-temm debt "
Silviadture provision
Other iabiities ™**'*
Deferred revenue

Now 14)

Shareholders’ equity:
Share capitd - vating shares ***
Share cagital - non-voting shares *** "
Contributed surplus
Accumulated other comprehensive income
Deficit

Commitments and Contingencies " '9

June 30, 2011 Decamber 31, 2010
$ 43 8 5.1
789 58.7

129.2 1296

8.8 4.8

2212 198.2

189.4 205.4

1293 132.8

61.0 7

13.1 13.8

$ 6140 § 627.9
$ 790 S 61.6
15 15

6.2 6.2

%6.7 793

61.6 104.9

179 15.8

246 233

69.4 70.4

270.2 2037

4123 4123

187.5 187.5

3.1 30

29 239

(283.0) (292.5)

343.8 334.2

$ 6140 S 627.9

See accompanying notes to these unaudited condensed consofidated interim financial statements

Approved on behalf of the Board:

“Dominic Gammiero”
Chaiman

“Lee Doney”
Vice Chairman
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Western Forest Products Inc.

Condensed C. lidated Stat: 1its of Comprehensive Income
(Exgrossed in mikons of Canedian dolkws cxcept for share and per shars amounts) unoudited)

Three months ended June 30 Six months ended June 30
2011 2010 2011 2010

Revenue $ 2187 $ 1815 § 3995 $ 3198
Cost ant expenses.

Cost of goods soid 1713 1425 3210 258.1

Export tax 19 09 33 19

Freght 24.1 179 452 315

Seliing arxd adminstration 6.7 5.8 13.3 112

_ 2040 167.1 3828 302.7
14.7 14.4 16.7 171

Operating restruciuring items °® % (03) 09) (06) (0.9)
Other income (expenses) 7 ¥ ©.1) 03 0.6) 107
Operating income 143 138 155 269
Finance costs (1.8) (34) (37 66)
Income before income taxes 125 104 18 203
Income tax expense {02) (0.3) (02) (0.5)
Net ncome from continuing operatons 123 101 116 19.8
Net loss from discontinued operations ™** ? (02) 03) (0.5) (0.9)
Net income for the period 121 98 1.1 189
Other comprehensive losses

Defined benefil plan actuarial losses, net of tax (39) {8.3) {1.6) (15.7)
Total comprehensive incame for the period $ 82 $ 15 $ 95 $ 32
Net income per share (in doftars):
Basic and dilted earnings per share 0.0 0.02 0.02 0.04
Basic and ciluted earnings per share - continulng operations 0.03 0.02 0.02 0.04
Weighted average number of shares outstanding (thousands) .

Basic 467,571 467,571 467.571 467,571

Diluted 474,013 476,313 473,459 474,943

See accompanying notes to these unaudited condensed consdidated interim financial staements
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Western Forest Products Inc.

Condensed Consolidated Statements of Cash Flows
(Exprassed in millions of Canadian doliars) (vnauvdited)
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Three months ended June 30

Stx months ended June 30

20114 2010 2011 2010
Cash provided by (used in):
Operating activities:
Netincome from continuing operations $ 123 S 101 $ 118 $ 19€
Items notinvolving cash:
Amortizalion of property, plant and equipment 58 6.1 105 14.2
Amortization of infangible assets 08 08 18 16
Loss (gain) on disposal of assets 03 0.2) 1.1 {0.4)
Changes tn fair value of biological assets 85 0.5 1.1 1.2
Finance costs 1.8 34 37 6.6
Other 0.4 0.3) 2.2 0.1)
220 204 32.0 38.9
Changes 1n non-cash working capttal items:
Trade and other receivables (26.6) (18.4) (20.2) (23.3)
Inventory (16.8) (20.7) 04 (29.1)
Prepaid expenses and other assets (3.0) [CR)] (4.0 (5.5)
Sivicutture provision 11 14 2.1 24
Accounts payable and accrued liabllities 13.7 23.2 15.2 281
(31.6) (19.2) {6.9) (26.4)
(3 6) 12 25.5 135
Investing activities:
Additions 10 property, plant and equipment (3.6) Q3 6.5) (5.0
Proceeds on disposals of assets 2.7 1.7 280 22
0.9) 1.6) 215 (2.8)
Finanting activilies:
Changes In revolving tredit facitity . - 38 - (9.1)
interest pald (1) 2.3 3.4 “n
Repayment of long-term debt (126) 1.9) (43.8) (2.4)
Refinancing fees - - (0.1) -
(13.7) (0.4) (47.3) (16.2)
Cash used in continuing operations (24.2) (0.8) 0.3 (5.5)
Cash used in discontinued operations ©2) (0.4) 0.5) (0.9)
Decrease in cash and cash equivalents (24.4) (1.2) 08) (6.4)
Cash and cash equivalents, beginning of period 287 28 5.1 8.1
Cash and cash equivalents, end of period $ 43 $ 1.7 S 43 $ 1.7

See accompanying notes to these unaudited condensed consotidated interim financiat statements
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Western Forest Products Inc.

Condensed Consolidated Statements of Changes in Shareholders’ Equity
(Exprossod in mifons of Canadian dailars) uraudied)

Share  Contrbuted Rewaluation
Captal Surplus Reserve Deficit  Total equity

Balance at January 1, 2010 $ 5998 $ 27 8 239 $ (3255 $ 3009
Net income for the period - - - 18.9 189
Other comprehensive foss:
Defined benefil plan actuarial losses
recognized, net of tax . . - (15.7) (15.7)
Total comprehonsive income for the poriod . - . 32 32
Share-based payment transactions
recognized in equity - 02 N - 02
Total transactions with ownars, re corded directly in equity . 02 . R 02
Balance ot Juna 30, 2010 $ 5998 § 28 % 239 $ (323 $ 3043
Balance at January 1, 2011 $ 5998 § 30§ 239 $(292.5) $ 3342
Net income for the period - - - 1.4 1.1
Other compeehensive loss:
Defined benefit plan actuarial losses
recognized, net of tax - - - {1.6) (1.6)
Total comprohensive Income for the period - - - 95 95
Shame-based payment transactions
recognized in equity - 0.1 - - 01
Total transactions with owners, recorded directly in equity . 0.1 _ . 0.1
Balance at June 30, 2011 $ 5998 $ 31 $ 239 §(2830) $ 3438

See accompanying notes 10 these unaudted condensed consolidated interim financial statements
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Westem Forest Products Inc.
201% Second Quarter Report

Noles to the Unaudited Condensed Consolidated Interim Financial Statements
{Tabutar amounts expressed in miliions of Canadian doflars)

1. General Information

Western Forest Products Inc. ("Western™ or the “Company”} is a major integrated softwood forest
products company domiciled in Canada, operating in the coastal region of British Columbia. The
unaudited condensed consolidated interim financial statements of the Company as at June 30, 2011
and for the three and six months ended June 30, 2011 and 2010 comprises the Company and its
subsidiarnies. The Company's primary business indudes timber harvesting, reforestation, forest
management, sawmilling logs into lumber, wood chips, and value-added fumbers remanufacturing.
Western's lumber products are currently sold in over 30 countries worldwide.

These unaudited condensed consolidated Interim financial stalements (“interim financial statements®)
were approved by the Board of Directors on August 3, 2011.

2. Summary of Significant. Accounting Policies
(a) Statement of compliance and basis of presentation

The consolidated financial statements of the Company as at and for the year ended December 31,
2010 which were prepared under Canadian Generally Accepted Accounting Principles (*Canadian
GAAP") are available on www.sedar.com.

Effective January 1, 2011. the Company fully adopled Intemationa! Financial Reporting Standards
("IFRS") as the basis for preparation of financial information and accounting.

These interim financial statements are for the three and six months ended June 30. 2011. Because
they are part of the first fiscal year accounted for under IFRS, they have been prepared in accordance
with IAS 34, Interim Finandial Reporting (1IAS 34"), and are covered by IFRS 1, First<{ime Adoption of
IFRS. As a result, these interim financial statements may provide additional disclosure not normally
expected in interim financial statements. These interim financial statements do not include all of the
information required for full annual financial statements.

Reconcilialions and descriptions of the effect of the transition to IFRS on the Company's flnancial
position, financial performance and cash flows are provided in Note 4 -Transition to IFRS. This note
includes reconciliations of equity and tota! comprehensive income for comparative periods and of
equity at the date of transition reported under Canadian GAAP, 1o those reported for those periods and
at the date of transilion under IFRS. Certain disclosures related to the first time adoption of IFRS,
including the equity and comprehensive income reconciliations from Canadian GAAP to IFRS as at
December 31, 2010 and for the year then ended, are included in the Company’'s March 31, 2011
interim financlal statements. These interim financial statements should be read in conjunction with the
March 31, 2011 interim financial statements.

These interim financial statements have been prepared on a going concern basis. The going concern
basis of presentation assumes the Company will continue in operation for the foreseeable future and
be able to realize its assets and discharge its liabilities and commitments in the normal course of
business. Based on its financia! position at June 30, 2011 and its cument forecasts, the Company
expects it will be able to continue to operate as a going concern for the foreseeable future.

The preparation of interim financial statements in accordance with IAS 34 requires the use of certain
critical accounting estimates. It also requires Management to exercise judgement in the process of
applying the Company's accounting policies. The areas involving a higher degree of judgement or
complexity, or where assumptions and estimates are significant to the intenm financial statements, are
disclosed in Note 3 - Critical Accounting Estimates and Judgements. Actual results may differ from
these estimates.

The accounting policies set out below have been applied consistently to all periods presented in the
inteim financial statements and in preparing the opening IFRS statement of financial position at
January 1, 2010 for the purposes of transition to IFRS.

20
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Westermn Forest Products Inc.
2011 Second Quarter Report

Notes to the Unaudited Condensed Consolidated Interim Financial Statements
(Tabular amounts expressed in mifions of Canadian dollars)

(b) Basis of measurement

The Interim financial statements have been prepared on the historical cost basis except for the
following material items in the statement of financial position:

o Biological assets are measured at fair value less costs to sell;
e Land within property, plant and equipment is measured at fair value;
o Liabilitles for cash-settled share-based payment transactions are measured at fair value at each

reporting period and liabiliies for equity-setied share-based payment transactions are
measured at falr value at grant date;

» Derivative financial instruments are measured at fair value; and
o The defined benefit liability is recognized as the net total of the plan assets, plus unrecognized
past service cost, less the present value of the defined benefil obligation.
(c) Consolidation

As part of its transition to IFRS, the Company etected not to restate business combinations that
occumed prior to January 1, 2010.

Subsidiaries are all entities over which the Company has the power to govern the financial and
operating policies generally accompanying a shareholding of mare than one half of the voting rights.
The existence and effect of potential voting rights that are currently exercisable or convertible are
considered when assessing whether the Company controls another entity. Subsidiaries are fully
consolidated from the date on which contro! is transferred to the Company. They are de-consalidated
from the date on which control ceases.

The principal wholly-owned operating subsidiaries of the Company at June 30, 2011 are Western
Lumber Sales Limited (which sells into the United States), Westem Forest Products Japan Ltd.
(formerly MacMillan Bloedel KK) (which sells into Japan), and WFP Quatsino Navigation Limited (the
beneficial owner of a number of the Company's non-core assets).

Inter-company transactions, balances and unrealized gains on inter-company transactions are
ellminated in preparing these interim financial statements. Unrealized losses are also eliminated in the
same way unless the transaction provides evidence of an impairment of the asset transferred.

(d) Adoption of new accounting policies

The following new or amended IFRSs have been issued which are effective for annual periods
beginning on or after January 1, 2013 with earty adoption permitted, with the exception of IFRS 13
which is effective prospectively from January t, 2013:

IFRS 9 Financial Instruments

IFRS 10 Consolidated Financial S s

IFRS 11 Joint Arrangements

IFRS 12 Disclosure of Inlerests in Other Entities

IFRS 13 Fair Value Measurement

Amendments to IAS 19 Employee Benefits

Amendments to IAS 28 Investments in Associates and Joint Ventures

IFRS 8 Finandal instruments (“IFRS 97) was issued in November 2009 and will replace IAS 39
Financial Instruments: Recognition and Me ement ("IAS 39°). IFRS 9 uses a single approach to
determine whether a financial asset is measured at amortized cost or fair value, replacing the multiple
rules in IAS 39. The approach in IFRS 9 is based on how an entity manages its financial instruments in
the context of its business mode! and the contractual cash flow characternistics of the financial assets.
The new standard also requires a single impairment method to be used, replacing the multiple
impairment methods in 1AS 39.

IFRS 10 Consalidated Financial Stat its (*IFRS 10%) replaces the guidance in IAS 27 Consolidated
and Separate Financial Statements ("IAS 27°) and SIC-12 Consolidation ~ Special Purpose Entities.

21
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Western Forest Products Inc. 8’0
2011 Second Quarter Report .

Notes to the Unaudited Condensed Consolidated Interim Financial Statements
(Tabular omounts oxpressed in mifiions of Canadian dollars)

IAS 27 (2008) survives as IAS 27 (2011) Separate Financial Statements, only to carry forward the
existing accounting requirements for separate finandal statements. IFRS 10 provides a single model to
be applied in the control analysis for all investees, including entities that currently are SPEs in the
scope of SIC-12. In addition, the consolidation procedures are carried forward substantialty
unmodified from IAS 27 (2008).

IFRS 11 Joint Arrangements ("IFRS 11°) replaces the guidance in IAS 31 Interests in Joint Ventures
(IAS 31°). Under IFRS 11, joint arrangements are classified as elther joint operations or joint
ventures. IFRS 11 essentially carves out of previous jointly controlled entities, those amangements
which although structured through a separate vehicle, such separation is ineffective and the parties to
the amangement have rights to the assets and obligations for the liabilities and are accounted for as
joint operations in a fashion consistent with jointly controlled assets/operations under 1AS 31. In
addition, under IFRS 11 joint ventures are stripped of the frec choice of equity accounting or
proportionate consolidation; these entities must now use the equity method. Upon adoption of IFRS
11, entities which had previously accounted for joint ventures using proportionate consolidation shall
collapse the proportionately consolidated net asset value (including any allocation of goodwill) into a
single investrnent balance at the beginning of the earliest period presented. The invesiment's opening
balance is tested for impairment in accordance with IAS 28 (2011) and IAS 36 Impairment of Assets.
Any impairment losses are recognized as an adjustment to opening retained eamings at the beginning
of the earliest period presented.

IFRS 12 Disclosure of interests in Other Entities ("IFRS 12) contains the disclosure requirements for
entities that have interests in subsidiaries, joint arrangements (i.e. joint operations or joint ventures),
associates and/or unconsolidated structured entities. Interests are widely defined as contractual and
non-contractual involvement that exposes an entity to variability of returns from the performance of the
other entity. The required disclosures aim to provide information in order to enable users to evaluate
lhe nature of, and the risks associated with, an entity's interest in other entities, and the effects of
those interests on the entity’s financial position, financial performance and cash flows.

IFRS 13 Fair Value Measurement (IFRS 13°) replaces the fair value measurement guidance
contained in individual IFRSs with a single source of fair value measurement guidance. It defines fair
value as the price that would be received 1o sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date, i.e. an exit price. The standard also
establishes a framework for measuring fair value and sets out disclosure requirements for lair value
measurements to provide information that enables financial statement users to assess the methods
and inputs used to develop fair value measurements and, for recurring fair value measurements that
use significant unobservabile inputs (Level 3), the effect of the measurements on profit or loss or other
comprehensive Income. IFRS 13 explains ‘how’ to measure fair value when it is required or permitted
by other IFRSs. IFRS 13 does not introduce new requirements to measure assels or liabilities at fair
value, nor does it eliminate the practicability exceptions to fair value measurements that currently exist
in certain standards.

IAS 19 Employee Benefits (YIAS 197) will modify accounting for pensions and other postetirement and
post-employment benefits and impact corporate financial reporting, including reported net profit. The
key impacts of the amendments will include:

» Changes in how a plan's funded status and its variation during a reporting period will affect
balance sheet and comprehensive Income

« Changes in the reported benefit expense due to the removal of the expected return on assets
and amortization items

«  Significant changes to the footnote disclosures
« Potential implications for the way that plan sponsors manage defined benefit plan risk

IAS 28 Investments in Assocfates and Joint Ventures (“IAS 28°) will modify the existing standard as
issued in 2008 as follows:
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Western Forest Products Inc. )
2011 Second Quarter Report

Notes to the Unaudited Condensed Consolidated Interim Financial Statements
{Tabular amounts expressed in mifhons of Canadian doflars)

* Associates and joint ventures held for sale. IFRS 5 Non<cument Assets Held for Sale and
Discontinued Operations applies to an investment, or a portion of an investment, in an associate
or a joint venture that meets the criteria to be classified as held for sale. For any retained portion
of the investment that has not been classified as held for sale, the equity method is applied until
disposal of the portion held for sale. After disposal, any retained interest Is accounted for using
the equity method if the retained interest continues to be an associate or a joint venture.

» Changes in interests held in associates and joint ventures. Previously, IAS 28 and IAS 31
specified that the cessation of significant influence or joint control triggered re-measurement of
any retained stake in all cases with galn recognition in profit or loss, even if significant influence
was succeeded by joint control. 1AS 28 will be modifled so that in such scenarios the retained
interest in the investment is not re-measured.

These new and revised accounting standards have nol yel been adopted by Western, and the
Company has not yet completed the process of assessing the impact that they will have on its financial
statements or whether to early adopt any of the new requirements.

(e) Operating sagments

A business segment is a group of assels and operations engaged in providing products or services
that are subject to risks and relums that are different from those of other business segments. The
Company is an integrated Canadian forest products company operating in one business segment
comprised of timber harvesting, fog sales and lumber manufacturing and sales in world-wide markets.

A geographical segment is engaged in providing products or services within a particular economic
environment that is subject to risks and retums that are different from those of segments operating in
other economic environments. Westemn’s log and lumber products are cumently sold in over 30
countries worldwide, with sales to customers in Canada, the United States, Asia and Europe
representing over 95% of the Company's sales. Substantially all of Westem's property, plant and
equipment, biological assets and intangible assets are located in Bntish Columbia, Canada.

(f) Foreign currency transiation
(i) Functional and presentation currency

These interim financial statements are presented in the Canadian dollar which is the Company’s and
its subsidiaries functional cumency. Management believes that the Canadian dollar best reflects the
currency of the primary economic environment in which Western operates.

(ii} Transactions and balances

Foreign currency transactions are translated into Canadian dollars using the exchange rates prevailing
at the dates of the transactions. Foreign exchange gains and losses resulting from the settiement of
such transactions and from the translation at balance sheet date exchange rates of monetary assets
and liabiiities denominated in foreign cumencies are recognized in net income (loss) for the period.
Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign curency
are translated using the exchange rate at the date of the transaction. Non-monetary assets and
liabilittes denominated in foreign currencies that are stated at fair value are translated into Canadian
dollars at foreign exchange rates at the date the fair value was determined.

(g) Property, plant and equipment

All items of property, plant and equipment are measured at cost, less accumulated depreciation and
accumulated impairment losses, except for land, which is measured at fair value at each balance sheet
date.

Cost includes expenditures that are directly attributable to the acquisition of the asset. Subsequent
costs are included in the asset's carrying amount or recognized as a separale assel, as appropriate,
only when it is probable that future economic benefits associated with the item will flow to the
Company and the cost of the item can be measured reliably. When parts of an item of property, plant
and equipment have different useful lives, they are accounted for as separate items (major
components) of property, plant and equipment. The cost of replacing a component of an item of
property, plant and equipment is recognized in the carrying amount of the item if it is probable that the
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future economic benefits embodied within the component will flow to the Company, and its cost can be
measured reliably. The carrying amount of the replaced component is derecognized. All other repairs
and maintenance are recognized in net income (loss) for the period as Incumred.

Fair value increases in the canying amount of land are credited to other comprehensive income and
Included within the revaluation reserve In shareholders’ equity. Decreases that offset previous
increases of the same item of land are recognized in other comprehensive income. All other decreases
are recognized immediately in net income (loss) for the period.

Depreciation is based on the depreciable amount of an item of property, plant and equipment, which is
the cost of an item, less its residuval value. Depreciation is calculated using the straight-line method
and is recognized in net income (loss) over the estimated useful life of each component of an item of
property, plant and equipment. Land is not depreciated. The estimated useful lives for the current and
comparable periods are as follows:

« Buildings and equipment 5-20 years
» Logging roads 9 - 20 years

Residual values, depreciation methods and useful lives are reviewed, and adjusted if appropriate, at
each balance sheet date.

Gains and losses on disposals are determined by comparing proceeds from disposa! with the carrying
amount of the item of property, plant and equipment and are recognized in net income (loss) for the
period in which the disposal occurs.

(h} Biological assets

Standing timber on privately held forest land that is managed for timber production is characlerized as
3 biologica! asset. Accordingly, on each balance sheet date, the biological asset is valued at its fair
value less costs to sell with any change therein recognized in net income (loss) for the period. Costs to
sell include all costs that would be necessary to sell the assets. Standing timber is transferred to
inventory at its fair value less costs o sell at the date the logs are removed from the forest. Land under
standing timber is measured at fair value at each balance sheet date and included in property, plant
and equipment.

(i) Intangible assets

Crown timber tenures are the contractual arrangements between the Company and the Provincial
Government whereby the Company gains the right to harvest timber. All of the Company's timber
licenses are accounted for as acquired finite lived intangible assets. Accordingly these are valued at
their acquired cost less accumuiated amortization and any accumulated impairment losses.
Amortization is recognized on a straightine basis over 40 years, the estimated useful life of these
crown timber tenures. Amortization methods, useful lives and residual values are reviewed, and
adjusted If appropriate, at each balance sheet date.

(i) Impairment of non-financial assets

Assets that are subject to amortization are tested for impairment whenever events or changes in
circumstance Indicate that the camying amount may not be recoverable. An impaimment loss is
recognized in net income (loss) for the period for the amount by which the asset's carrying amount
exceeds its recoverable amount The recoverable amount Is the higher of an asset's fair value less
costs to sell and value in use. For the purposes of assessing impairment, assets are grouped into cash
generating units {"CGU") which are the lowest levels for which there are separately identifiable cash
flows.

Impairment losses recognized in prior periods are assessed at each balance sheet date for any
indication that the loss has decreased or no longer exists. An impairment loss is reversed if there has
been a change in the estimales used to determine the recoverable amount. An impairment loss is
reversed only to the extent that the assets’ adjusted carrying amount does nol exceed the camrying
amount that would have been determined. net of depreciation, if no impairment loss had been
recognized.
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(k) Inventories

Inventory, other than supplies which are valued at specific cost, are valued at the lower of cost and net
realizable value ("NRV") as described below.

(/) Lumber by species and facility (hemlock and balsam, douglas fir and cedar):
() Logs by end use sort (saw logs and pulp logs).

The cost of inventories includes expenditure incurred in acquidng the inventories, production or
conversion costs and other costs incurred in bringing them 1o their existing location and condition.

The costs of lumber produced cary an average cost of production based on the species and facility
where they were produced, determined by actual lumber production costs divided by production
volumes.

The costs for logs produced are allocated to logs based on the estimated falr value of the logs
produced, except for pulp togs that are carried at market due to the significant difference between the
market value of pulp logs compared to production costs.

NRV is the estimated selling price in the ordinary course of business, less the estimated costs of
completion and selling expenses. The NRV for logs designated for lumber production is determined
on the basis of the logs being converted to lumber with the NRV for the remaining logs based on
market log prices.

The cost of standing timber transfemred from blological assets is ils fair value less costs to sell at the
date of harvest.

(I} Cash and cash equivalents

Cash and cash equivalents include cash in bank accounts and highly liquid money market instruments
with maturities of 90 days or less from the date of acquisition, and are carried at fair value.

{m} Share capital

The Company's authorized capital consists of an untimited number of common shares (‘the Common
Shares®), an untimited number of non-voting shares (*the Non-Voting Shares”) and an unlimited
number of preferred shares. Common, Non-Voting and preferred shares are classified as equity.
Incremental costs direclly attributable to the issue of new shares or options are shown in equity as a
deduction from the proceeds, net of any tax effects.

{n} Long-term debt

Long-term debl is recognized initially at fair value, net of transaction costs incurred. Long-term debt is
subsequently carried at amortized cost; any difference between the proceeds and the redemption
value Is recognized in net income (loss) for the period over the term of the long-term debt using the
eftective interest method.

(o) Employee benefts
(i) Employee post-retirement benefits

The Company has various defined benefit and defined contribution ptans that provide pension or
other retirement benefits to most of its salaried employees and centain hourly employees not
covered by forest industry union plans. The Company also provides other post retirement benefits
and pension bridging benefits to eligible retired employees. A defined benefit plan is a pension
plan that defines an amount of pension benefit that an employee will recelve on retirement, usually
dependent on one or more factors such as age, years of service and compensation. A defined
contribution plan is a retirement plan under which the Company pays fixed contributions into a
separate entity.

The Company’s net obtigation in respect of its defined benefit plans is calculated separately for
each plan by estimating the amount of future benefit that employees have eamed in retum for their
service in the current and prior periods; that benefit is discounted to determine its present value.
Any unrecognized past service costs and the fair value of the plan assets are deducted. The
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calculation Is performed annually by a qualified actuary using the projected benefit actuarial
method.

When the calculation resulls in a benefit to the Company, the recognized assel is limited to the
total of any unrecognized past setvice costs and the present value of economic benefits available
in the form of any future refunds from the defined benefit plan or reductions in future conlributions
to the defined benefit plan. In order to calculate the present value of economic benefits,
consideration is given to any minimum funding requirements that apply 1o any defined benefit plan.

Past-service costs are recognized immediately in net income (loss} for the period, unless the
changes to the plans are conditional on the employees remaining in service for a specified period
of time (“the vesting period™). In this case, the past-service cosis are amortized on a straight-ine
basis over the vesting period.

The Company recognizes all actuarial gains and losses arising from defined bencfit plans
immediately in other comprehensive income, and reports them in retained earnings.

For hourly employees covered by forest industry union defined benefit pension plans, the net
income (loss) for the period is charged with the Company’'s contribution as required under the
collective agreements.

For its defined contribution plan, the Company makes contributions (currently, 7% of employee
earnings) to privately administered investment funds on behalf of the plan members. The
Company has no further payment obligations once the contributions have been paid. The
contributions are recognized as employee benefit expense in net income (loss) for the peniod
during which services are rendered by employees. Prepaid contributions are recognized as an
asset to the extent that a cash refund or a reduction in the future payments is available.

(ilTermination benefits

Termination benefits are payable when employment is terminated before the normal retirement
date, or when an employee accepts voluntary redundancy in exchange for these benefits. The
Company recognizes temination benefits in net income (loss) for the period when it is
demonstrably committed to either: terminating the employment of current employees according to
a detailed formal plan without possibility of withdrawal; or providing termination benefits as a result
of an offer made to encourage voluntary redundancy. If the benefits are payable more than 12
months after the balance sheet date then they are discounted to their present value.

(iii) Short-term employee benefits

Short-term employee benefit obligations, including bonus plans, are measured on an
undiscounted basis and are expensed as the related service is provided.

(iv) Share-based payment transactions

The Company has established share-based payment plans for eligible directors, officers and
employees and accounts for these plans using the fair value method. The grant-date fair value of
share-based payment awards (i.e. options) is recognized as an employee expense, with a
corresponding increase in equity, over the period that the individual becomes unconditionally
entitled to the awards. The fair value of the options is detenmined using either the Black-Scholes
or the Hull-White option pricing models which take into account, as of the gran! date, the exercise
price, the expected life of the options, the current price of the undertying slock and its expected
volatility, expected dividends on the shares, and the risk-free interes! rate over the expected life of
the option. In the case of options issued in 2010 and 2009, the options are only exercisable when
the share price exceeds a banier price of $0.70 for 60 consecutive days on a volume weighted
average price basis. With this additional requirement for the share price to exceed a minimum
level before the options become exercisable. it is necessary to utilize the Hull-White mode) as the
Black-Scholes model used for valuing eadier granted options is no tonger applicable. All options
which were previously granted and do not contain the minimum price requirement continue to be
valued using the Black-Scholes model. Inherent in alt option pricing models is the use of highly
subjective estimates, including expected volatility of the undertying shares. The Company bases
its estimates of volatility on historical share prices of the Company itself as well as those of
comparable companies with longer trading histories. Cash consideration received from employees
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when they exercise the options is credited to share capital, as is the previously calculated fair
value included in contributed surplus.

The grant-date fair value of the amount payable to eligible directors, officers and employees in
respect of deferred share units ("DSUs"), which are cash-settied, is recognized as an employee
expense with a comesponding increase in kabilities, over the period thal the individuals become
unconditionally entitted to payment. The liabilities are re-measured at fair value at each balance
sheet date and at settiement date. Any changes in the fair value of the liabilities are recognized in
employee expenses in net income (loss) for the period.

(p) Silviculture provision

The Company's provision for silviculture relates to the obligation for reforestation on Crown land and
arises as timber is harvested. Reforestation on private timberlands is expensed as incurred. The
Company recognizes a provision for silviculture at fair value in the period in which the legal obligation
is incurred, with the fair value of the fiability at balance sheet date determined with reference to the
present value of estimated future cash flows. The pre-tax discount rate used to determine the present
value reflects curent market assessments of the Ume value of money and the risks specific to the
liability. In periods subsequent to the initial measurement, changes in the liability resulting from
revisions to estimated future cost are recognized in cost of sales within net income (loss) for the period
as they occur. The unwinding of the discount associated with the provision to reflect the passage of
time is included in finance costs within net income (loss) for the pernod.

q) Revenue recognition

Revenue from the sale of goods is measured at the fair value of the consideration received or
receivable, net of rebates and discounts, and afier eliminating intercompany sales. Revenue is
recognized as soon as the substantial risks and rewards of ownership transfer from the Company to
the customer. The timing of the transfers of risks and rewards varics depending on the individual
terms of the contract of sale. Lumber and by-product sales are recorded at the time product is shipped
and the collection of the amounts is reasonably assured. Consistent with industry practice, Jog sales
are recorded when the customer's order is firm, the logs have been delivered to the transfer location
and the collectability of the amount is reasonably assured.

Amounts charged to customers for shipping and handling are recognized as revenue and shipping and
handling costs, lumber duties, and export taxes incured by the Company are recorded in costs and
expenses.

(r) Deferred revenue

Deferred revenue is the result of the contractual obtligations incurred upon the acquisition of the
Englewood Logging Operation in March 2006, and calls for Westem to deliver a specified volume of
fibre (chips and pulp logs) over the term of the contract. Accordingly, the deferred revenue is amortized
into net income {loss) for the period on a straightdine basis over 40 years, being the term of the related
fibre supply contract.

(s) Leases

Leases where the lessor retains substantially all the risks and rewards of ownership are ctassified as
operating leases and payments made under operating leases are recognized in net income (loss) for
the period on a straight line basis over the period of the lease.

{t) Finance cosls

Finance costs comprise interest expense on long-term debt and the revolving credit facility, unwinding
of the discount on the silviculture provision and changes in the fair value of investments recognized
immediately through net income (loss). All finance costs are recognized in net income {loss) during the
period using the effective interest method.

(u) Financial Instruments
(i} Non-denivative financial assets

‘The Company classifies its financial assets in the following categories: at fair value through profit
and loss, loans and receivables, and held-to-maturity. The classification depends on the purpose
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for which the financial assets were acquired. Management determines the classification of its
financial assets at initial recognition.

The Company initially recognizes loans and receivables on the date that they are originated. All
other financial assets are recognized fnitialty on the trade date at which the Company becomes a
party to the contractual provisions of the instrument.

Certain of the Company's investments are classified at fair value through profit and loss. These
financial assets are measured a! fair value at the balance sheet date with changes therein
recognized in net income (toss) for the period.

Loans and receivables comprise trade and other receivables. Loans and receivables are financial
assets with fixed or determinable payments that are not quoted in an active market. Such assets
are initially recognized at fair value plus any dlrectly attributable transaction costs. Subsequent to
initial recognition loans and receivables are measured at amortized cost using the effective
interest method, less any impairment losses.

Held-to-maturity financial assets indlude certain investments held by the Company. Held-to-
maturity financial assets are recognized inilially at fair vaiue plus any directly attributable
transaction costs. Subsequent to initial recognition held-to-maturity financial assets are measured
at amortized cost using the effective interest method, less any impairment losses.

Cash and cash equivalents comprise cash balances and short-term investments with original
maturities of 80 days or less.

A financial asset not carried at fair value through profit or loss is assessed at each balance sheet
date io determine whether there is objective evidence that it is impalred. A financial asset is
impaired if objective evidence indicates that a loss event has occurred after the initial recognition
of the asset, and that the loss event had a negative effect on the estimated future cash flows of
that assel that can be estimated retiably.

The Company considers evidence of impairment for receivables and held-to-maturity investment
securities at both a specific asset and collective level. in assessing for impairment, the Company
uses hislorical trends of the probability of default, timing of recoveries and the amount of loss
incurred, adjusted for Management's judgement for current economic and credit conditions.

An impalment loss is calculated as ihe difference between its carrying amount and the present
value of the estimated future cash flows discounted at the asset's original effective interest rate.
Losses are recognized in net income (loss) for the period and reflected in an allowance against
receivables.

(ii) Non-derivative financial liabilities

The Company initially recognizes debt issued on the date that it is originated. The Company's
non-derivative financlal liabilities consist of long-term debt, the revolving credit facility as well as
accounts payable and accrued liabilities. These financial liabilities are recognized initially at fair
value plus any directly attributable transaction costs. Subsequent to initial recognition these
financial liabilities are measured at amortized cost using the effective interest method.

(iii) Derivative financial Instruments

The Company may enter into derivative financia! instruments (foreign currency forward contracts)
in order to mitigate its exposure to foreign exchange risk. The Company's policy is not to use
derivative financial instruments for trading or speculative purposes. These instruments have not
been designated as hedges for accounting purposes, and they are carried on the balance sheet at
fair value with changes in the (realized end unrealized) fair value being recognized as gains or
losses within sales in net income (loss) for the period.

(v) Income tax

Income tax expense comprises current and deferred tax. Income tax expense is recognized in net
income (loss) for the period except to the extent that it relates to items recognized either in other
comprehensive income or directly in equity, in which case it is recognized in other comprehensive
income or equity respectively.
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Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or
substantively enacted al the balance sheet date, and any adjustments to tax payable in respect of
previous years.

Deferred tax is recognized using the asset and liability method, on temporary differences arising
between the tax bases of assets and liabilities and their carrying amounts in the interim financial
statements. Deferred income tax is not accounted for if it arises from initial recognition of an asset or
liability in a transaction, other than a business combination, that at the time of the transaction affects
either accounting or taxable profit or loss. .

Deferred income tax is determined using tax rates (and laws) that have been enactod or substantively
enacted by the balance sheet date and are expected to apply when the related deferred income tax
asset is realized or the deferred income tax liabllity is setfled. Deferred income tax assets are
recognized only to the extent that it is probable that future taxable profit will be avaitable against which
the temporary differences can be ulilized. Such assets are reviewed at each balance sheet date and
are reduced to the extent that it is no longer probable that the related tax benefit will be reatized.

(w) Earnings per share

The Company presents basic and diluted eamings per share (“EPS") data far Its common shares.
Basic EPS is calculated by dividing the net income (loss) attributable to common shareholders of the
Company by the weighted average number of common shares outstanding during the period. Diluted
EPS is determined by adjusting the net income {loss) attributable to the common shareholders and the
weighted average number of common shares ouistanding, for the effects of all dilutive potential
common shares, which comprise share optlons granted to employees.

3. Critical A ing Estimates and Jud t

The Company makes estimates and assumptions concerning its future operations. The resulting
accounting estimates will seldom equal the related actual resulls. Estimates and assumptions are
reviewed on an ongoing basis. Revisions to accounting estimates are recognized in the period in
which the estimates are revised and in any future periods affected. In preparing these interim financial
statements, lhe significant judgments made by management applying the Company’s accounting
poficies and the key sources of estimation uncertainty are expected to be the same as those {0 be
applied in the first annual IFRS financial statements.

The estimates and assumptions that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within 2011 are included within the following notes:

Note 10 — Property, plant and equipment — measurement of the fair value of land

Note 10 - Property, plant and equipment — key assumptions used in discounted cash flows

Note 10 - Intangible assets — key assumptions used in discounted cash flows

Note 11 — Biological assets — measurement of fair value less costs to sell of standing timber
Note 16 — Employee post-retirement benefits — measurement of defined benefit obligations

Note 17 — Share capital - measurement of share-based payment transactions

Note 19 — Financial Instruments — measurement of foreign exchange forward contract derivatives

4. Transition to IFRS

The Company's financial statements for the year ending December 31, 2011 will be the first annual
financial statements that will be prepared in accordance with IFRS. The Company's transition date is
January 1, 2010 (the “transition date”) and the Company has prepared its opening IFRS balance sheet
at that date. The Company will prepare its opening balance sheet and financial statements for 2010
angd 2011 by applying existing [FRS with an effective date of December 31, 2011 or prior. Accordingly,
the opening balance sheet and financial statements for 2010 and 2011 may differ from these financial
statements. The accounting policies as described in Note 2 have been applied consistently for all
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periods presented in these interim financial statements, including the opening IFRS balance sheet as
at January 1. 2010.
(a) Application of IFRS 1

In preparing these interim financial statements in accordance with IFRS 1, the Company has applied
the mandatory exceplions and certain of the optional exemptions from full retrospective application of
IFRS.

Western has elected to apply the following optional exemptions in accordance with IFRS 1:
(i) Business combinations exemption

Western has applied the business combinations exemption in IFRS 1. It has not restated business
combinations that took place prior to the January 1, 2010 transition date.

(i) Fair value as deemed cost exemption

Western has elected to measure certain items of property, plant and equipment, primarily roads
and bridges, at fair value as at January 1, 2010.

(iii) Employee benefits exemption

Westemn has elected to recognize all cumulative unrecognized actuarial gains and losses that
existed as at January 1, 2010 In retained earnings for all its employee benefit plans.

(iv) Share-based payment transactions

Westeris has elected not lo re-measure equity awards granted after November 7, 2002 that vested
prior fo the date of transition and fiabilities for cash-settled awards that were settled prior to the
date of transition.

(v) Arrangements containing a lease

Western has elected not to re-assess arrangements existing at the date of transition, based on the
facts and circumstances at that date, in accordance with IFRIC 4.

The remaining [FRS 1 voluntary exemptions either have not or do not apply to the Company at the
date of transition to {IFRS on January 1, 2010.

Westem has applied the following mandatory exceptions from retrospeclive application.
(i) Estimates exception

Estimates under IFRS at January 1, 2010 are consistent with estimates made for the same date
under Canadian GAAP.

(ii) Assets held for sale and discontinued operations exception

Management has applied IFRS 5, Non-Current Assets Held for Sale and Discontinued Operations,
prospectively from January 1, 2010. Any assels held for sale or discontinued operations are
recognized in accordance with IFRS § only from January 1, 2010. Westem did not have any
assets that met the held-for-sale criteria during the periods presented. No adjustment at January
1, 2010 was required.

(b) Reconciliations between IFRS and Canadian GAAP

In preparning its opening IFRS statement of financial position, the Company has adjusted amounts
reported previously in its financial statements prepared in accordance with Canadian GAAP. An
explanation of how the transition from Canadian GAAP to IFRS has affected the Company's financial
position, financial performance and cash flows is set out in the following tables and the notes that
accompany the tables.
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(i) Reconclliation of equity:

January 1, 2010 June 30, 2010
Eectof Eftect of
Canadfan tanggionto Canadian ransition to
Note GAAP {FRS FRS GAAP IFRS IFRS
Assets
Qurent assets:
Cash and cash equivalents $ 81 & - $ 81 $ 27 s - s 17
Trade and other receivables 387 . 397 63.0 - 630
{nvertory t 105.2 - 105.2 132.0 23 1343
Prepiad expenses and olher assets 3.8 - 38 8.3 - 8.3
156.8 - 156 8 206.0 23 2083
Non-arxrent assets
Property, otant and equipment abedk 4059  (1759) 2300 3952 (aray 2221
Intangble assets ag - 17s 1175 . 1158 1159
Biological assets aek - 85.7 85.7 - 845 845
Other assets 10.9 - 109 10.1 - 101
$ 5738 § 273 $6009 S 6113 $ 296 $ 6409
Liabilties :
Current liabtlies:
Ravaiving credit facilty $ 153 ¢ - § 153 § 62 § - $ 62
Accounts payable and accrued liabiltles h 55.2 (10.3) 449 86.6 {126) 740
Siviatture provision L} - 10.3 103 - 127 127
Current portion of long-teem debt 452 - 452 1189 - 1188
Discontinued operations 6.1 - 6.1 6.3 - 6.3
121.8 - 121.8 218.0 01 2181
Non-asrert liabilites:
Longienn debt 74.5 - 745 - - .
Silvicdture provision h - 157 157 - 167 157
Other labilties hi 29.8 (14.2) 15.6 298 16 314
Deferred revenue T2.4 - 724 74 - 714
298.5 15 300.0 318.2 174 3366
Sharehalders’ equily.
Share caphal 599.8 - 599.8 $99.8 - 5998
Conituted surplus | 25 02 27 27 02 29
Accurrutated other comprehensive income b - 239 239 - 239 239
Deficit (37.2) 1.7 (325.5) (3104) (119) {322.3)
2751 25.8 300.9 20921 122 3043

$ 5736 $ 273 $6009 $ 6113 § 296 S 6409
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(i) Reconciliation of comprehensive income for the periods:

Three months ended June 30, 2010 Six months ended June 30, 2010
R At Eftect of Bftect of
Camadian  vansifon to Canadian transiton
Note GAAP IFRS IFRS GAAP © IRS IFRS
Reverue $ 1815 § - $ 1815 § 3198 8 - $ 3198
Cost and expenses:
Cost of goods sold
Costof sales hed 136.1 (0.5) 135.6 2464 1.1) 22453
Amontizaton and depreciation ¢.9 8.1 {1.2) 69 15.5 2.7 128
1447 an 1325 2619 (38) 258.1
Export tax 0.9 - 09 19 - 19
Freight 17.9 - 179 315 - 35
Selling and adminsiration ! 5.7 0.1 58 111 0.1 11.2
168.7 {1.6) 167.1 306.4 a7 €27
12.8 1.6 14.4 134 a7 17.1
Operating restuctiring tems (0.9) - {0.9) (0.9) - (0.9)
Other ncome (expenses) k 1.5 1.2) 03 12,1 (1.4) 10.7
Operating Income 134 0.4 138 246 2.3 269
Finance costs h (3.3) (0.1 (34) (6.4) 0.2) (6.6)
Net ncome befor e income taxes 10.1 03 104 182 21 203
Income tax expenss (0.3) - (0.3) (0.5) - 0.5
Net ncomae from continuing operations 9.8 03 101 177 21 198
Net loss from discontinued operations {0.3) - (0.3) 0.9) - _(0.9)
Net income for the period 9.5 03 98 16.8 21 18.9
Other comprehersive income {loss)
Definad berefit plan achsarid losses,
retof laxes P - {8.3) (8.3) - (5.7 (15.7)
Total comprehensive income (loss)
for the period 3 95 § 80) $ 15 ¢ 16.8 $ (136) $ 32

(iii) Reconciliation of Property, Plant and Equipment

Jarwary 1, 2010

Property, plant and equipment, Canadian GAAP S 405.9
and i gible assds - a (184.9)

Land - fa¥ value L] 239
Logging roads - deemed cost c 0.9
Buildings & equipment - deemed cost < 0.7
ildings & equi| - i d (16.5)
Property, plant and equipment, IFRS $ 230.0
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(iv) Material adjustments to the Statements of Cash Flows

None of the Company's IFRS transitional adjustments directly impact the cash and cash equivalents
balance and result only in adjustments within the cash flow presentation itse!f. The adjustments
required to the Statement of Cash Flows under IFRS arise due to relatively minor income
adjustments, primarily a reduction to depreciaton and amortization, which resuited in a
corresponding non-cash add-back adjustment. There are no other material differences between the
Statement of Cash Flows presented under IFRS and the Statement of Cash Flows presented under
Canadian GAAP.

Notes:

a.Under IFRS, the "Property, plant and equipment® line item was reduced by $16.2 milflion, as at
January 1, 2010, as a result of reclassifying the Company's standing Umber on its private
timberlands, which is considered to be a biological asset under IFRS, to a separate line item, titled
“Biological assets® (Note e). In addition, the Canadian GAAP net book vatlue of crown timber
tenures of $168.7 million as at January 1, 2010 was re-classified from the “Property, ptant and
equipment” line item to a separate line item, tiled “Intangible assels” (Note g).

b."Property, plant and equipment” was also impacted by the Company's policy choice of electing to
use the revaluation model to fair value its land assets both at transition date and prospectively at
each balance sheet date under IFRS, as compared to a historical cost basis of measuremeni under
Canadian GAAP. As at January 1, 2010, the increase that resulted from this election was $23.9
milljon with a corresponding credit to the revaluation reserve, a component of accumulated other
comprehensive income and shareholders’ equity.

c.Westemn adopled the transitiona! optional exemption of valuing certain items of its “Property, plant
and equipment®, primarily roads and bridges, at fair value at transition date, which is then considered
to be the deemed cost of those assels prospectively. The net impact of this was an increase to the
Canadian GAAP net book valuse of these assets by $1.6 million, as at January 1, 2010.

d.As a result of applying guidance in IAS 36, the Company's sawmill buildings and equipment, which
are categorized within *Property, plant and equipment”, recognized an impairment loss on transition
date of $16.5 million. Under Canadian GAAP, the recoverable amount of these assets was
calculated on an undiscounted basis. Under IFRSs, the recoverable amount of the CGU was
estimated based on its value in use, which requires estimated future cash flows to be discounted.
The key assumptions used in this value in use assessment are discussed in Note 10 to the March
31, 2011 interim financial statements. Depreciaton expense associated with sawmill buildings and
equipment under IFRS was reduced by $1.9 million when compared to that recognized under
Canadian GAAP, for the six months ended June 30, 2010 as a result of the reduced net book value
of sawmill buildings and equipment as at January 1 2010.

e.This adjustment reflects the separation of the Company's standing timber on its private timberands,
which is considered to be a biological asset under IFRS, which was previously included in the line
item “Property, plant and equipment” under Canadian GAAP. The net book value of the standing
timber reported under Canadian GAAP of $16.2 million, which was measured at historica! cost, was
reclassified into "Biological assets®, and was subsequently valued at fair value less costs to sell of
$85.7 militon on transition to IFRS. The increase of $69.5 million was credited to “Deficit” in
shareholders’ equity as at January 1, 2010. The key assumptions used in this valuation are
discussed in Note 11 to the March 31, 2011 interim financial statements. The adjustments to
“Biologica! assets” as at June 30, 2010 reflect this inltial adjustment on transition plus the effects of
any asset sales and any further adjustments to the fair value less costs to sell including those
resuiting from timber growth and harvest over the six month period. These changes to fair value
less costs to sell for the Company’s tiological assets of $1.2 million for the six months ended June
30, 2010 have been reflected in "cost of sales® in net Income (loss) for the period (three months
ended June 30, 2010 - $0.5 million).

. As a result of the Company's standing timber on private timberands being considered a biological
asset in accordance with I1AS 41, Agriculture, the logs harvested from these private timberlands are
considered to be agriculture produce that are measured at fair value less costs to sell at the point of
harvest, which becomes the deemed cost for the purpose of subsequent accounting under 1AS 2,
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Inventories. As a result, an adjustment was required to be made to log and lumber inventory values
as reported under Canadian GAAP at June 30, 2010 of $2.3 million, to reflect this guidance under
IAS 41 for logs in inventory and harvested from private timberiands.

g.The adjustment to “Intangible assets® of $117.5 million on transition reflects the re-classification of
the Canadian GAAP net book value for the Company's crown timber tenures from "Property, plant
and equipment” of $168.7 million to “Intangible assets”, combined with an impairment charge on
transition date as a result of applying 1AS 36 Impairments, of $51.2 million. Under Canadian GAAP,
the recoverable amount of these assets was calculated on an undiscounted basis. Under IFRSs, the
recoverable amount of the CGU was estimated based on its value in use, which requires estimated
future cash flows to be discounted. The key assumptions used in this value in use assessment are
discussed in Note 10 to the March 31, 2011 Interim financial statements. Amortization expense
associated with the crown timber tenures under IFRS was reduced by $0.8 million when compared
to that recognized under Canadian GAAP, for the six months ended June 30, 2010, as a result of the
reduced net book value of crown timber tenures as at January 1 2010 (three months ended June 30,
2010 - $0.4 million reduction).

h.Under IAS 37, Provisions, Contingent Liabilities and Contingent Assefs, there are measurement
differences when compared to Canadian GAAP. For the Company's silviculture provision, these
measurement differences under IFRS relate to the cash flows being discounted using a risk free rate
rather than the Company’s credit adjusted risk free rate as prescribed under Canadian GAAP. As a
result of this measurement difference, the short term and long term components of the sitviculture
provision were increased by $0.1 million and $1.3 million, respectively, with a corresponding charge
to the “Deficit” line in shareholders’ equity as at January 1, 2010. In addition, the sitvicutture
provision has been separately disclosed on the Statement of Financial Position on transition to IFRS,
which resulted in $10.2 million and $14.4 million reduction in “Accounts payable and accrued
liabilities™ and *Other liabilities”, respectively, as a result of this re-classification, when compared to
Canadian GAAP. On the Statements of Comprehensive Income, the unwinding of the discount
associated with the silviculture provision under IFRS of $0.2 miltion for the six months ended June
30, 2010 has been recognized within finance costs rather than within cost of goods sold as under
Canadian GAAP (three months ended June 30. 2010 - $0.1 million).

An adjustment was made to “Other liabilities™ to account for the differen! methodologies under IFRS
compared to Canadian GAAP for calculating the liability associated with employee post retirement
benefits. Under IFRS, the Company’s accounting policy is to recognize all actuarial gains and losses
in other comprehensive income. Under Canadian GAAP, the Company's accounting policy was
such that the excess of the nel accumulated actuanal gain or loss over 10% of the greater of the
accrued benefit obligation and the fair value of plan assets was amoartized over the remaining service
period of the active employees. In addition, the Company has elected that at the date of transition
all previously unrecognized cumulative actuarial gains and losses were recognized in retained
earnings. This change required an additional liabllity to be recognized on transition date of $0.2
million with a comesponding charge to the *Deficit" line in shareholders’ equity. Simitar re-
calculations were made in the six months ended June 30, 2010 resutting in additional adjustments to
the employee post retirement benefits obligation of $15.7 million (three months ended June 30, 2010
- $8.3 million). These adjustments are reflected on the Statements of Comprehensive Income in fine
item "Other comprehensive income.”

. Under Canadian GAAP, Westem recognized the fair value of the share-based payment awards,
determined at the time of the grant, on a straightdine basis over the five-year vesling period. Under
IFRS 2, Share-Based Payments, the fair value of each tranche of the award is considered to be a
separate grant based on the vesting penod, with the fair value of each tranche determined
separately and recognized as compensation expense over the term of its respective vesting period.
An adjustment was made to “Contributed surplus” to account for the different calcutations to be
applied under IFRS compared to Canadian GAAP for calculating the cost of share-based payment
awards. This change required an increase to "Contributed surplus” to be recognized on transition
date of $0.2 million with a comesponding charge to the “Deficit” line in shareholders’ equity.

k.The adjustiment to "Other income (expenses)” of $1.4 million for the six months ended June 30, 2010
(three months ended June 30, 2010 - $1.2 miliion) relates to the differences between the calculated
gains or fosses on asset sales under IFRS when compared to Canadian GAAP. These differences




PUBLIC FILE

NON-CONFIDENTIAL

Westemn Forest Products Inc.
2011 Second Quarier Report

Notes to the Unaudited Condensed Consolidated Interim Financial Statements
{Tebular smounts expressed in milnons of Canadian dolars)

result from fair value adjustments to the Canadian GAAP net book values for land, biclogical assets
and certain items of property, plant and equipment as a’result of Management's accounting policy
elections or requirements under IFRS as outlined under Notes b., c. and e. above.

S. Seasonality of Operations

In @ normal operating year, there is some seasonality to the Company’s operations with higher lumber
sales in the second and third quarters when construction activity in certain key markets has historically
tended to be higher. Logging activity may also vary depending on weather conditions such as rain,
snow and ice in the winter and the threat of forest fires in the summer.

6. Segmented Information

The Company is an integrated Canadian forest products business operating in one industry segment
comprised of timber harvesting and lumbes production for marketing and distribution to worldwide
markets.

7. Discontinued Operations

In March 2006, the Company closed its Squamish pulp mill located on 213 acres on the mainland
coast of Brilish Columbia and exited the pulp business. Subsequent to the closure, the Company sold
substantially all of the manufacturing assets of the mill. Ongoing costs including supervision, security
and property taxes continue to be expensed as incurred. The real property Is one of the Company's
portfolio of non-core assets and while site remediation is angoing, the Company has listed the property
for sale.

The following table provides additional information with respecl to the discontinued operations:

Three months ended June 30 Six months ended June 30
2011 2010 2011 2010

Net loss from discontnued operations $ 02) § 03 § 05} § 09)
Cash used In discortinued operatiors $ 62 $ (04 $ (05 § (0.9)

June30,  Decemder 31,

2011 2010
Assets of discontinued cperatons $ 23§ 23
Liabilities of discontinued operations X $ 62 § 6.2
The assets of discontinued operations are included in “Other assets” on the Statement of Financial
Position.
8. Related Parties

Brookfield Special Situations Management Limited ("BSSML") controls and directs 49% of the
Company’s Common Shares and 100% of the Non-Voling Shares. BSSML is a wholly owned
subsidiary of Brookfield Asset Management ("BAM").

In addition to the related party transactions identified elsewhere in these interim financial statements,
the Company has cerlain arrangements with entities related to BSSML and BAM to provide financing,
acquire and sell logs, lease certain facilities, provide access to roads and other areas, and acquire
services including insurance, all in the normal course and at market rates or at cost. The following
table summarizes these lransactions for the three and six months ended June 30:
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Three months ended June 30 Slx months ended June 30

2011 2010 2011 2010
Costs inoumed for:

Log purchases $ 27 $ 20 $ 45 $ 39
Other 1.1 12 22 25
$ 3.8 $ 32 $ 67 $ 6.4

Income received for:
Log sales - 1.5 s 13 $ 20 S 22
Other (see comment below) - - 24 94
$ 1.5 $ 1.3 $ 44 $ 116

In October 2009, the Company sold cerain higher-and-better-use properties in central and northem
Vancouver Island (the “HBU Properties®) to WFP Forest Products Ltd, (WFPFPL"), a jointly-owned
enlity of the Company and Brookfield Properties Limited (*BPL"), a wholly-owned subsidiary of
Brookfield Praperties Corporation (TSX: BPO.TO), which is in tum related to BAM. The HBU
Properties were formerly part of the group of properties that were included in the Company’s non-core
asset sales program. In connection with the reorganization of WFPFPL as a jointly-owned entity and
the sale of those HBU Properties, Western received cash proceeds of $12.4 million, $3.0 million in
October 2009 and the balance of $9.4 million on January 4, 2010. As part of the arrangements,
WFPFPL had a right of first offer to purchase for possible future development approximately 255
hectares (630 acres) of additional higher-and-better-use properties of the Company in central and
northem Vancouver Island. These properties also represent non-care assets of the Company. Westem
held less than 5% of the equity of WFPFPL and had a right to sell its interest in WFPFPL to BPL for its
fair market value at any time on or after January 1, 2011. On January 4, 2011, the Company exercised
the option to sell its equity interest in WFPFPL. Western received $2.4 million as conslderation for the
sale of its interest, and the right of first offer was extinguished. Brookfield is the manager of WFPFPL,
which also holds Carma Developers LP, a limited partnership that carries on a land development
business across Western Canada. Because BPL is a related party of BSSML, which is Western's
largest shareholder. the transaction constituted a related party transaction.

9. Inventory

The following table summarizes the value of inventory on hand:

Jure 30, December 31,

2011 2010
Logs S 756 S 80.4
Lumber 47.2 43.0
Supplies and other inventories 1.0 10.7
Provision for write downs (4.6) 4.5)
Totat value of inventories $ 1202 % 129.6
{nveniory carried at net redisable vaue s 260 S 237

The inventory is pledged as security against the revolving credit line. During the second quarter of
2011, $171.3 million (2010 - $142.5 million) of inventory was charged to cost of sales which included a
reduction in the provision for write-down to net realizable value of $0.9 million (2010 - $2.3 million).
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10. Property, Plant, and Equip and! ible Asset

Capital Assets Continuity

Total
property,

Buildings & Logging plantand Intangble
at January 1,2010 equipment  roads Land quip assets
Cost of capital assets at December 31, 2009 $ 1441 S 1076 S 1082 $ 3589 § 1904
Accumulated amortization and impairment

at December 31, 2009 {71.9) (67.0) - (138.9) 217
Adjustments on transiton to IFRS (15.8) 0.9 239 9.0 (512)
Net book value at January 1, 2010 56.4 41.5 1321 230.0 1175
at June 30, 2010
Net book value at January 1, 2010 56.4 41.5 1321 230.0 175
Additions 0.8 42 - 5.0 -
Disposals - - (.n (1.7 -
Depredation and amortization (5.3) (5.9) - {11.2) {1.6)
Net book value at June 30, 2010 $ 51.9 § 398 § 1304 $ 2221 $ 1159
Total
property,

Buildings& Logging plantand Intangble

at December 31, 2010 equipment  roads Land equipment assets

Cost of capital assets at December 31, 2010 S 1178 § 1107 § 1190 § 3475 § 1904
Accumutated amortization and impainnent

at December 31, 2010 {69.4) {72.7) - (142.1) (57 6)
Net book value at December 31, 2010 48.4 38.0 119.0 2054 1328
at June 30, 2011

Net book value at Decerber 31, 2010 48.4 38.0 1180 205.4 1328
Addiions 34 31 - 6.5 -
Disposals (0.2) 3.7 (8.1) (12.0) an
Depredation and amortization {5.5) {5.0) - {10.5) (18)
Net book valus at June 30, 2011 $ 463 $ 324 § 1109 § 1894 $ 1293

As a result of the fair value assessment of the land holdings at June 30, 2011, no fair value
adjustments were identified, as the camying value did not differ materially from the estimated fair value.

If land was stated on an historical cost basis, the carrying value would be as follows:

June 30, December 31, June 30,
201 2010 2010

Cost $81.6 $98.3 $107.9
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11,

12

Biological Assets

Three morths ended June 30 Six months ended June 30

2011 210 2014 2010
Carrying vahue & beginning of period $ 65 s 80 § 777 $ 857
Disgsition of standing ivber n the perod - (157 .
Change in far value resutting from growth and priang 05 08 Qs 16
Harvested tivbor transferred toivenkory during the period {10) (3 (19 28)
Cartying value at end of pericd S 610 5 85 5 610 § 845

Under IAS 41, Agriculture, the Company's private limberlands are classified as a growing forest, with
the standing timber recorded as a biologica! asset at fair value less costs to sell at each balance sheet
date, and the undertying land considered a component of property, plant and equipment, which the
Company has elected to record at fair value at each balance sheet date (Note 10).

At June 30, 2011 standing timber comprised approximately 25,484 hectares (December 31, 2010 -
33,780 hectares), which range from newly planted cut-blocks to old-growth forests. During the second
quarter of 2011 the Company harvested and scaled approximately 106,859m® of logs from its private
timberlands, which had a fair value less costs to sell of $7.1 mitlion at the date of harvest (six months
ended June 30, 2010: 91,347m” - $5.7 million).

The financial risks associated with standing timber are mitigated by the geographical diversification of
the asset and management strategies including fire management strategies and regular inspection for
pest infestation.

The disposition reflected in the first quarter of 2011 primarily relates to the sale of properties to
TimberWest Forest Corp. as detailed in Note 21.

Revolving Credit Facility

The Company’s revolving credit facility, as amended on December 14, 2010, provides for a maximum
borrowing amount of $125.0 million, subject to a borrowing base which is primarily based on eligible
accounts receivable and inventory balances. The facility bears interest at Canadian prime plus 0.5% (if
avaitability exceeds $40.0 million) or 0.75% (if availability Is less than $40.0 million) or at the
Company's option, at rates for Bankers' Acceptances or LIBOR based loans plus 2.25% or 2.50%,
dependent on the same availability criteria. The revolving credit facility matures on December 14,
2015 subject to any future refinancing requirements of its revolving and non-revolving term loans. At
June 30, 2011 and December 31, 2010 no amount was drawn on this facility. At June 30, 2011, $94.8
million of the facility was available to the Company.

Long-Term Debt

In the first quarter of 2011, the non-revolving term loan of $31.2 million was fully repaid, largely from
the proceeds of non-core asset sales. In the second quarter of 2011, $12.6 million was repaid on our
$75.0 million revolving term loan. At June 30, 2011 Ihis $12.6 million was stil available to the
Company. The revolving term loan matures on June 14, 2013.

The term loans bear interest at an index rate, determined as the higher of (i) the Canadian prime rate,
and (ii) the 30 day Bankers Acceptance rate plus 1.35%, plus the applicable index rate margin, or at
the Company's election, the applicable Bankers Acceptance rate, plus the applicable BA rate margin.
The applicable index rate margins range from 2.75% to 5.00% and the applicable BA rate margins
range from 3.75% to 6.00% and each is determined quarterly, based on a leverage ratio, calculated as
the ratio of total debt 1o the sum of EBITDA for the twelve months ending on the date of determination.
The interest rate for the revolving and non-revolving term loans was 6.25% at June 30, 2011
(December 31, 2010 ~- 6.03% and 6.75%, respectively).

The Company was in compliance with its financial covenants at june 30, 2011,

During 2010, the Company incurred $1.3 million of transaction costs in relation to the new financing
arangements. These costs are deferred and are being amortized into interest expense over the term
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of the term loans using the effective interest rate method. Deferred transaction costs associaled with
the previous faciliies were fully expensed during 2010.

Canadian dollar debt
RevoMng term toan
Non-revolving term loan

Less transaction costs

June 30, December 31,

2011 2010
624 75.0
- 31.2
62.4 106.2
(0.8) (1.3)
616 § 104.9

14. Silviculture Provision
The Company has a responsibllity to reforest timber harvested under various timber rights. Changes in
the silviculture provision are as follows:
Three months ended June 30 Six months ended June 30
2011 2010 2011 2010
Silvicutture provision, beginning of period s 283 § 210 H 273 $ 28.0
SiMiculturo provision charged 44 s 8.5 5.6
Sitvicultre work payments (3.4) 2.2) 4.2 (3.49)
Disposition of intangbte assets - - (0.4) -
Urwing of discount 0.1 0.1 0.2 0.2
Sitviculture provision. end of period 29.4 28.4 29.4 284
Less current porton 15 12.7 11.5 12.7
$ 179 $ 15.7 $ 17.9 $ 15.7
15. Other Liabilities

Employee past retirement benefits obligation ™¥* 1%

Environmental accruals
Other
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June 30, December 31,

2011 2010
210§ 211
1.5 1.5
2.1 0.7

246 ¢ 233
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16.

Employee Post-Retirement Benefits

Employee posi-retirement benefit expense for both the defined benefit salaried pension and non-
pension plans recognized in cost of goods sold is as follows:

Ttree months ended June 30 Six months ended June 30
011 2010 1 2010
Current servioe costs. $ Qa1 3 04 $ 02 s 08
interest costs 16 17 32 34
Expectad retum on plan assets {1.6) (16) (32) (32)
Cost of defined benefit plans a1 05 02 10
Caost of defined cortribution plans 25 21 45 38
Towt cost of employes post retirement benefits $ 26 $ 26§ 48 S 48

The amounts recognized in the Statement of Financial Position for the Company’s employee post-
retirement benefit obligations, consisting of both the defined benefit salaried pension and other non-
pension benefits are as follows:

Decrnber 31,
Jne 30, 2011 2016
Present value of funded cbiigations s (25 0§ (1282
Fai value of plan assets 100.5 121
Lisbiity recognized in the balance sheet s @0 $ (21.1)

The change in the liability recognized in the Statement of Financial Position at June 30, 2011 was
based on the actuarial gains or losses resulting from estimated changes in the discount rate used to
value the defined benefit obligations and estimated differences in actual compared to expected returns
on plan assets for the quarter. The change in discount rates in the second quarter of 2011 was a
decrease of 0.1% from the rate used at March 31, 2011 of 5.4%, and the estimated actual return on
assets in the quarter was a loss of 3.2% which was based on the index retums for the target asset mix
of the refated ptans.

Share Capital

Issued and outstanding Common and Non-Voting Shares are as follows:

Number of Number of
Common Shares Amount Non-Voting shares Amount
Batance at June 30, 2011
and December 31, 2010 128,625,623 $4123 338,945,860 $187.5

Share-basod payment transactions

The Company has an incentive stock option plan (lhe "Option Plan”), which permits the granting of
options to eligible participants to purchase up to an aggregate of 10,000,000 Common Shares.

Each option is exercisable, subject to vesting terms of 20% per year and immediately upon a change
in control of the Company, into one Common Share, subject o adjusiments, at a price of not less than
the closing price of the Common Shares on the Toronto Stock Exchange (TSX) on the day
immediately preceding the grant date. Options granied under the Option Plan expire a maximum of
ten years from the date of the grant.
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in the first quarter of 2011, the Company granted 1,700,000 options with a fair vatue of $0.7 million as
determined by the Hull-White option pricing model using the assumptions of a weighted average
exercise price $0.75, risk free interest rales within a range of 2.89% to 3.32%, volatility rates of
between 59.7% to 67.1% and an expected life of between 6 and 10 years. These options are only
exercisable when the share price exceeds $0.70 for 60 consecutive days on a volume weighted
average price basis. All options outstanding that were granted prior to 2010 do not contain the
minimum price requirement and continue to be valued under the Black-Scholes model.

At June 30, 2011 6,441,795 options were outstanding under the Company's Option Plan with a
welighted average exercise price of $0.70 per Common Share. During the six months ended June 30,
2011 the Company recorded compensation expense of $0.1 milllon (2010 - $0.1 million).

The Company also has a Deferred Share Unit Plan for directors and designated executive officers.
Directors may elect to take a portion of their fees in the form of DSUs and executives may elect to take
a portion of their annual incentive bonus in the form of DSUs. The number of DSUs allotted s
determined by dividing the dollar portion of the bonus that the executive elected to take in DSUs by the
weighted average price of the Company’'s Common Shares for the five business days prior to the issue
notification date. During the first quarter of 2011 designated executive officers were allotted 201,300
DSUs at a price of $0.77 per DSU and a further 4,953 DSUs were issue to a director at a price of
$1.06 per DSV, and in the second quarter a further 7,012 OSUs were issued to a director at a price of
$0.82 per DSU. The cumulative number of DSUs outstanding at June 30, 2011 was 810,221
{December 31, 2010 — 596,956). During the second quarter of 2011, the Company recorded
compensation recovery for these DSUs of $0.4 million (2010 - nil), with a corresponding reduction to
accounts payable and accrued liabilities.

Commitments and Contingencles

(a) Long-term fibre supply agreements

Certain of the Company's long term fibre supply agreements with third parties have minimum volume
requirements and may, in the case of a failure to produce the minimum volume, require the Company
to conduct whole log chipping, source the deficiency from third parties at addilional cost to the
Company or pay the party to the fibre supply agreement a penaity calculated based on the provisions
contained in the relevant agreement. Should Westem {ake significant market refated curtailments in its
sawmills, the volume of chips produced is reduced and accordingly there is greater risk that the
Company may not meet its contractual obligations.

Subsequent to June 30, 2011 the Company amended one of its fong-term fibre supply agreements
including the modification of minimum chip volume commitments such that a shortfall that existed for
the 2010 annual commitments was eliminated. Consequently, Westem has no remaining 2010 chip
volume commitment shortialls associated with its long term fibre supply agreements.

Based on chip and pulp log volumes supplied year-to-date, the Company anlicipates salisfying annual
fibre commitments for 2011.

(b} Storm damage

In late September, 2010, heavy rains and strong winds on the northwest of Vancouver Island triggered
power outages, mudslides, road washouts and flooding. Certain logging areas were impacted by these
severe storms with bridge and culvert damage, logging road washouts and slides in reforested areas.
Work has commenced to repair the damage with total expenditures of $1.2 million to June 30, 2011.
There is still some uncertainty over the final estimates of the cost of damages resulting from the event.
The cumrent estimate of the insurable damages claim is approximately $1.8 million which, as at June
30, 2011, has not been recognized in the Statement of Financial Position. It is anticipated there could
be further uninsurable damages which have not yet been guantified but preliminary estimates are that
they are not expected to exceed $1.0 million. The impact on capitalized roads and dridges and other
infrastructure is not expected to be significant.

(c) Lumber duties

On February 17, 2011, Canada issued a response to the request for arbitration made by the United
States Trade Representative to the London Court of International Arbitration. This relates to allegations
made by the United States of under-pricing of timber in the British Columbia interior region and
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19.

20.

21

circumvention of export measures provided for in the softwood lumber agreement (*SLA") between
Canada and the United States. The response by Canada was to refute the allegations, stating that the
terms of the SLA had not been violated and that the Unites States’ claims were based on conjecture
and without menit. A ruling from the London Court of Intemational Arbitration Is not expected until later
in 2012. Itis not possible to predict the outcome of the claims, or whether they would potentially have
any impact on Western since they are specifically directed at British Columbia interior practices, and
Westemn operates predominantly on the coast of British Columbia.

Financial Instruments

Certain of the Company's sales transactions are denominated in foreign cunencies, principally, the US
dollar and Japanese Yen ("JPY"), and accordingly the Company is exposed to currency risk associated
with changes in foreign exchange rates. To miligate this foreign exchange risk, the Company entered
into an agreement dated March 31, 2009 with BAM to provide a foreign exchange facility (“Facility”) to
the Company. The Facility provides for a notional amount of up to US $80.0 miltion, matures on March
31, 2012, and allows for forward transactions with a3 maximum term for each transaction of one year.
The Facility automatically extends for one year on each anniversary date, provided that BAM has not
notified the Company of its intention to cance! the facility at least 30 days prior to the anniversary date
and subject to certain change of contro! provisions. The Facility is unsecured and is subject {o an
annual fee of 0.10% of the maximum notional amount. The Company does not consider the counter
party credil risk associated with this Facility to be significant.

As at June 30, 2011, the Company had outstanding obligations to sell an aggregate JPY 3,000 miltion
at an average rate of JPY 80.61 per CAD with maturities through December 30, 2011. All foreign
cumency gains or losses to June 30, 2011 have been recognized in revenue in net income (loss) for
the period and the fair value of these instruments at June 30, 2011 was a net asset of $1.2 million
{December 31, 2010 - $0.8 miliion) which is included in trade and other receivables on the Statement
of Financial Position. A net gain of $1.9 million was recognized on contracts which were settled in the
six months ended June 30, 2011 (2010 - nil), which was included in revenue in net income (loss) for
the period.

Operating Restructuring items

Operating restructuring costs of $0.6 million in the six months ended June 30, 2011 relate to
ce costs iated with restructuring administrative functions.

Other Income (Expenses)

Other expenses of $0.1 million and other income of $0.3 million for the second guarters of 2011 and
2010 related primarily to net losses and gains on relatively minor non-core asset sales, respectively.

The first quarter of 2011 included net losses on non-core asset sales of $0.8 million, a gain on the sale
of an equity interest in certain real estate properties of $2.4 million (Note 8), an expense incurred of
$2.5 million to secure amendments to the terms of certain contractual arrangements, and other items
totaling income of $0.4 million. The most significant non-core asset sale in the gquarter was the
previously announced sale to TimberWest Forest Corp. of 7,678 hectares of land located in the
southem portion of Vancouver Island near Jordan River for gross proceeds of $21.9 million. In
addition, during the first quarter the Company exercised the option to sell its equity intefest in
WFPFPL, the jointly owned enlity established in 2009 between the Company and BPL, receiving $2.4
million as consideration for the sale of its interest, and the right of first offer was extinguished (Note 8).
The expense recognized in the first quarter of 2011 of $2.5 million relating to the securing of
amendments to certain existing contractual arrangements |s payable in 14 equal quarterly instaliments
commencing March 31, 2011.

The first quarter of 2010 included other income of $10.4 million. This amount primarily related to a
receipt in January 2010 of $8.9 million being the balance of the proceeds related to the establishment
of the jointly-owned entity in 2009 with BPL, a company related to BAM (Note 8). Aiso included in other
income was a re-imbursement from the Province of British Columbia of $0.9 million relating to prior-
period stumpage re-assessments, and sundry other items totaling $0.6 million.
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Western Forest Products Inc.

2011 Second Quarter Report
Notes to the Unaudited Condensed Consolidated Interim Financial Statements
(Tabular amounts expressed in millions of Canadian dollars)

22, Expenses by Function

Three months ended June 30 Six months ended June 30

2011 210 T 2011 2010
Administration $ 44 H 34 H 8.7 $ 6.4
Distribution expenses 283 21.2 531 382
Cost of goeds sold 171.3 142.5 3210 258.1

$ 204.0 $ 167.1 § 388 $ 3027

23. Other Expense Information

The Company recorded total employee compensation costs for the six months ended June 30, 2011 of
$92.8 million (2010 - $80.6 million). Total amortization expense for the six months ended June 30,
2011 was $12.3 million (2010 - $12.8 miillion).

43




NON-CONFIDENTIAL

WP

Western Forest Products Inc.

Suite 510
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Telephone: 604 665 6200
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Western Forest Products Inc.

TO Yowr, P.O. Box # 10632, Pacific Contre (WW OF Shee

Sutte $10 - 700 Weet Georghe ¢, Octobes 28, 2011

cede VM .
M:Mc..:m rm‘mnom RE' /NV—

SALES ORDER °

PRICE BASIS CIF ORDER DATE

DEST COUNTRY Australa BHIPPING DATE,

DEBT PORT Port Kambia, Australa EXPIRY DATE
SHIP MODE VESSEL TYPE Breakbul

SHIPPING EQPT CONTAINER TYPE

ROUTE: CUST ORDER

FILE NO. CUST ORDER 2

TERMS Cash Ageinsi Documents - Docs 1o Customer
AGENT

CURRENCY Canadian Dotar

WP
g

ounmrv] vou prCE | uOM

- FBM MFBM

n
@
=
x
bl
@
13

Sews Orow v208 For tarme 8nd CoNGIoNS PRNase refes 1O OUF webeaRs al www. westermiorest.com Page 102

[Redacted: Customer and Cost Information]
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w Westarn Forest Products Inc. g u
TO Towaer, P.O. 80x # 10032, Pacfic Centre
Suite 810 - 700 West Georgle Bt October 28, 2011
Vancouver, BC

Canade VIY1A1
Phone: $04-848-4800  Faz: §04-8314384

SALES ORDER
Conments:

551956
I NI 3 il i il Nl i

BM MFBM

ORDER TOTAL IN Canadian Dolar|

AMOUNT
B
eerore raxes:  SENEIND
Groe el x Ixbcwtion purposes or¥.  TAXES:
[__ 4

Fumigation hwurance, il obtainabie, 10 be coversd by essess for buyers sccout.

CONFIRMS AGREEMENT: Bob Thompson CONTACT:

Gt Cogw 1200

For terma end conditions plsess refer to our webasks Bt www.westermiorest.com Poge 2012

[Redacted: Customer and Cost Information]
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Western Forest Products Inc.

T e amrse  (OMNGLA AL
Piraggrribi ) w SALES (Nvotes

Phone: 6044454800 Fax: S04-431.
BN 07 HST Ne. 854430842

0w
SALESPERSON 8ob Thompaon INVOICE DATE
OELIVEAY SL0 SHPPWG DATE
SHIPPING REF. No. ORDER KO. X
3P MOOE CUST ORDER
4P BOUP. TYPE CUBT ORDER 1
VESSELVOYAGE  Pecfic isva V.38
TRUTRX Mo
COMTANER No
CARRIER Montship Inc.
FAL DESTIMATION  Austrafie
OESTINATION PORT  Port Kembia, Australa
AGENT
PRICE BASTS 3

CURRENCY: Cansdian Doilar

Tazes:
BIVOICE TOTAL N Cormdinn Dolter |
FREIGHT *
T were| T FiBAq Q@ Qe vs
Expont hlenng surance e
Ocnen Freight Brasxtui (Epor) manw G G.)‘('f/
» Pear! Trarscey, f stnaary 10, 2011 1030 AN

[Redacted:

Customer and Cost Information]
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Western Forest Products inc.

TO Tower, P.0. Bax # 10032, Pacific Contre
Sulte § ‘West Goorgta

1674 13 Stancards.

(zmmr:o'omcu 1 decters st n)nu:mnmmdmmwmmmuenmu)mmmu‘
mpwrigh, e corhaaiad

e taciory on
hmdm&mdcm-dm . €) e oods --'nh-r,
oy Ausirade

The goods

0 mai

------—u-munmrumuumammmmmn

‘are Contained within Policy Nusber PC 1105682 #nd nchuoe. bl are not mited W
Trtute Yimber Trace Federation Clauess CL 135 detec 14486 ine {Tenber 338 cad 14400, inathae Was Clouass
mrm)ammmwummwumc—unnm-w-c--rcum&munmu mite
Strkos Clacsmes (Cargo) CL. 206 daied 12482, 11 1o avel of koes Or damage, inwnadiste nolcs shoukd be ghen 1o WEP o WFP's agent.

rotor 40 out Thuredey. Februtry 10, 2011 10 38 AM

PUBLIC FILE
3

{Redacted: Customer and Cost Information]




NON-CONFIDENTIAL

W Western Forest Products Inc.
TO Tower, P O. Ben § 10032, Pecific Contre
Sulte $10- 700 Weet Georgia BL
Veacouver, BC
Canada VTY 1A

CERTIFICATE OF INSPECTION AND SPECIFICATION /PACKING LIST

PUBLIC FILE

Fetruary 10, 2011

-m.m-

OESTIKATION: Port Kembta,
Sekzk Sewmll Divigion Austrata

nnr!cnou nAm.— GRADING RULE:  NLGA

WE CERTIFY THAT THE MATERIAL COVERED BY THI8 CERTIFICATE HAS BEEN TALLIED

AND INSPECTED FOR QUALITY AND STANDARD OF MANUFACTURE AS PER CONTRACT

AND IN ACCORDANCE WITH THE DESCRIPTION HEREIN CONTAINED. FURTHERMORE,

THAT THE SAID MATERIAL WAS IN GOOD ORDER AND CONDITION AT THE TIME OF SHIPMENT.

A Program : e lmber npactad 1n 1 by strer: 9}
Services Association, Ipection Servces L. for aveeng urdies T orogree ©r enhenced viscal
nepecion.
Curticats s aholly roouced in Canede trom Canedien traber.
- Covam @

[Redacted: Customer and Cost Information)

ke



PUBLIC FILE

NON-CONFIDENTIAL 30
BILL OF LADING FOR COMBNED
TRAYS7ORY 0K PONT 10 FORT E SWIRE SHIPPING TASMARR:HNT e
e - T T i
TD TOWLA, P.O. B0X #5032 PACEIC

COXTRE SUITE $10.700 WEST GLORGA
ST VAACOUVER, BTN COLLMBW.
CANADA VTY 141

LR ARCE.

TO Tt OMDER OF Parwen

OBV AT 4CONT . K31V RERCES

WESTERN FOREST AROOUCTS
TRANBAORTATION SESVICE §

“nace or ey

O A COMTR Y OF BN

AANCASS VI aML) OuT Of LOADOQ

[rav==Teyr——",

sunnoar

APRUCABLA FOR COMPIND TaAsIORT o ¥

[Redacted: Customer and Cost Information]
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PUBLIC FILE

NON-CONFIDENTIAL zc l
BILL OF LADING FUR COMBINED
Mty P SWIRESHPPING | @ .
S : i I
WESTURN FORLST FRODUCTS NC
TO TOWER, P O. 80X #1003 PACIC

CENTIE SUITE §10.700 WEIT QEORGIA.

ecra o1 o et o0 e ot o
T o s v
PACIIC JAVA OIS VANCOUNER, 0C
Taro s e oy o
PORT KEAMBLA, AUSTRALLA WA BRAX
LARTICVAARS CURNSINED Y TRITTER
——— e T
T T
ATTACHEENT PAQE FOR 87 NO: CAVANSZION)
MEACHANTS BOLE R N ACCORDANCE WITH CLAE 1§
OM THE REVIERIZ HMEREOF CATOVER BoALL NOT B2
ARTING.
ne
‘GOOOS LOADED ON SOARD ARE AJ FEA SMPFDNS LOAD,
- AMDVOR COUNT AMD TALLY,
. TS B OF
H TE SR POR N
L UARRITY.
° MERLONM SMALL B CONSOBRIO A3 THE MR OF
PACKAGES OR UMTS.
Ve v it o s vo o wwi ma B
rea PAYAMA aTi  MONTREAL OPY
LN JuNR Ly N o R o e e G
PRLKMT 420 CaARY hitnd oy 162 (0L FRADAED STITY. TWO) PACKACES
o coe
-
“ VANGOUVER. 6 COPY NOT NEGOTIABLE
o
SAUC AR YO8 COMBSTD MRARIORY C08 ¢ e 2902 L T T ]

[Redacted: Customer and Cost Information]




PUBLIC FILE

NON-CONFIDENTIAL

DId SWIRE SHIPPING

VESSEL: PACIFIC JAVA V. 38

[Redacted: Customer and Cost Information)




PUBLIC FILE

C NON-CONFIDENTIAL - 2/’
. WFP H

N
Tel: (604)640-7400 Montship Inc.
Fax: {604) 685-T107 As agents for Swire Shipping oceﬂl\j Fee‘ﬁ# 2
Suite 800 1111 West Hastings Strect INvo(eC
Vancouver, B. C. V6E 23
(Western Forest Products Inc. Date:r
#510-700 West Georgia Street M3t Invoice No.:. @l
Vancouver, B. C.
V7Y 1Al
Please make cheque payable to Montship Inc.
Veasel: vE I Voy..
- ! [ETO; M
Por of Loading  (Dlscharge MFBM IIUSD RATE |AMOUNT GRAND TOTAL
Vancouver _;_ _ .
I Melbourne (B) | _
Brisbane (B) | -
Torisbane(m)
TPonKemtia 8]
Port Kembia (T)
Total Cargo - i R

e a—r
iy s sty o |

|GHAND TOTAL

Site 201 VH
200.34%9 Montship

-

[Redacted: Customer and Cost Information]




PUBLIC FILE
NON-CONFIDENTAAL : Qb

INCOMING WIRE PAYMENT NOTIFICATION

e G

For Credit To: —

Original Amount; CAD

Handling Fee

Net Amount AD

Exchange Rate :

Total Amount : CAD

Received From:

Value Date:

Payment Details: &— BN R

Pomen 0 QN

Payment Confirmation#:
Transaction Reference:

Ordering Customer:

st e, S,
WE! ITED

925 W GEORGIA STREET
VANCOUVER,B.C. V6C 312

FOR INQUIRIES, CONTACT 1-800-668-7328 FROM §AM - 8PM

[Redacted: Customer and Cost Information]
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PUBLIC FILE

NON-CONFIDENTIAL

peIsodun; umooeta

— ... "R
PRIRoAI/ 19NEOSE -
SR

perscdun/r1mmacetg -
G TEITE weom

peIsodun/ 3umcoetg -
R -

(pepots 21 At Jomaay yove

A 838q IvY

Iaquny XURE CINQ/IGqUNE OING (I - Aequng (219

[ ey Trwmor sicemaemipy v axdieces qeed Tn - 1380

. o ebeg 21300014 68304 WIseew e

[Redacted: Customer and Cost Information)
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[Redacted: Customer and Cost Information)




PUBLIC FILE

23

NON-CONFIDENTIAL

't Container

Ptsase nots: Freight is inciudad in Salea Valus.

[Redacted: Customer and Cost Information}
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NON-CONFIDENTIAL

[Redacted: Customer and Cost Information)

PUBLIC FILE

L




NON-CONFIDENTIAL

PUBLIC FILE

2|

Foln
MoNTHLY EXPoRT SUMMARY (N LIEV oF B-(3 ewelT
o Waater Foreat Products nc. . PEENIT)
glvr__ T T Summany Reporing ¥ SUvo: 2 N,

Moctm Foryat Procucse v " LT I e ol weRmR T T VEGEL

T T Rt R ey L e —

[Redacted: Customer and Cost Information]
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[Redacted: Customer and Cost Information]
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PUBLIC FILE

\"]

NON-CONFIDENTIAL -
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{Redacted: Customer and Cost Information)
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PUBLIC FILE

NON-CONFIDENTIAL

ADNIBION OF PACIFIC TOWING SERVICES LTD. )
14 ORWELL BTREET, NORTH VANGOUVER, BG V70 207« TELEPHONE : f004) 0060868 + FAX (804) 3900685

Westem Forest Products
435 Trunk Rosd
Duncan, B.C., VAL 2P

BARGE cosT

@R Westorm Foroet Products Barge Trip # 1 - 11
Load lumber on *ICs’als” at Duke Point ®

Tw‘Kn’nh'fmnDtbPontonymoy
As agreed

mewmm 9>
LymTum end secure. /°

Fuel surcharge

January 16 - Tow Ke'als WT from Buoys .
Westview Chinook - smo&m s
@ il

Barge extra § days (Jan 12- 16) @ QD) - s QD

HST

~ : )
v, o8

Non Negotiable receipt
Not subject to the Hague Visby Rules
hacd OLLOWING CONITIONR:
ey o et et i i, e e % P s -
-—-—‘*_"_

[Redacted: Customer and Cost Information)




PUBLIC FILE

CoNTRALT oF SRLE

- TJAL
Westirh Forost Products Inc.
TO Tower, P.O. Box # 10012, Paciic Cantre KE' /MV‘
Sulte $10 - 700 West Georpla 5t

Vancouver, 8C

Cenada V7Y 1AY
Phoms: 004-848-4500 Fax: $04-801-0684
SALES ORDER - REVISED

PRICE BASIS CIF ORDER DATE QIR
DEST COUNTRY Austrata SHIPPING DAT
DEST PORT Port Kembb, Australa EXPRY mv‘
SHIP MODE VESSEL TYPE Breakbulk
SHIPPING EQPT CONTAINER TYPE
ROVTE: cusT oowen.
FILE NO. CUST ORDER 2
TERMS Oocuments to Agent
AGENT Westem Forost Procucts Ply Lig
CURRENCY Canadian Doftar
SALES ORDER

)iptins

Order 10tal for FXECAGON DUS DOBES ONly. TAXES:

ORDER TOTAL IN Canadian Doltar

Fumigaton Ineurance, § cbtsineols, 10 be coversd by safiers kv by socount.

CONFIRMS AGREEMENT: Bob Thompeon CONTACT:

Sapw Omw Q08 For tarmae and sonditions pleess refer 10 our webslte 8t warw.westLerdorset.com

[Redacted: Customer and Cost information)

\S




PUBLIC FILE

NON-CONFIDENTIAL

w Western Forest Products Inc. CoMMER ¢ )AL
P o dem T SALES JNVO(CE.
m 1A

SALESPERSON Bob Thamgeon wvoctoare ol
oRLVERY SLP $4PPUR OATE

SHPPING REF. o, ORDER KO. -g
SHIP MODE CUST ORDER

34 KOUP. TYPR CUST OROER ¢

VESSELVOYAGE  Paciic Celebss V.34

CONTAINER o

canmER Montship Inc.

FINAL DESTINATION  Austraiia

DESTINATION PORT  Port Kembla, Australa

AGENT Wostern Forest Products Pty Lxy
PRICE BASIS CIF

CURRENCY: Canadian Dollar

INVOICE
QUANTITY / UOM  PRICE / uos
FBM
MFBM
MFBM
Sublotel:
Taxse:
mm&umnﬂ-_d

[order coues: N

[T .

Export Marte innurancs s __[TeaNsPerATion |

Ocean Freignt Bresituts (Expory N S
A wood packaging material hae Deen Feaid 1 1SPM 15 SIancens. ;ﬂﬁ;m-o-@-
CERTIRGATE OF ORI *| deckers That: a) 1he las K0S aove wes pariomed In Canaca; b not leea than 75%
amumm-mwmmuumw-mndummmmm apenses

Lactory overhead
mnuummuwuaAmmMc)nmmmhMmC«“wwmmm
SEanipoud: or: when they wers shipped jrom Canada Ther irsended destina

" '™ P~ Paowy. Ocnow 01, 2010 1843 AW Page20t2

[Redacted: Customer and Cost Information]

|



PUBLIC FILE

NON-CONFIDENTIAL \ 2

W Western Forest Products Inc.
TO Towsr, P.O. Box ¢ 10022, Pacifiy Cantre
Sutts §10 - 700 Waut Cocrgie B
Venoouver, BC

Canade V7Y A1
Phon $06-849-4600 Pax 0044810584

BN #/HST No. 10443000

INVOICE No
mwmm-vmmumnmnumnuml\muon‘lummmmwu
Gestrwiion In w8 cumency of e draft covering  /eka.  euring GONKUONS 78 COntaine) wihin Potcy Number PC 1004334000 and nan-.mu-ru

momrmvmmm-nmwvw.mwmnm Federation) Cl. 336 dated 1498, rettity
W Causos vmamummmmwm&wmnmwmn(mw)ammmm
nsise Sxas Claunes {Corgo) CL 290 dxted 1/2782.  1n e overt of lnes O digmage, STYReriats rOSOS ShOuks be given 10 WPP or WFPS agent

7[%77 dr&/

. watate u framy. Ocwew 01. 200 1083 4 Puge 2012

[Redacted: Customer and Cost Information]




PUBLIC FILE
W w«;:mﬁ??&??::%ﬁggg Inc. October 1, 2010 \ ’2/

TO Towsr, P.O. Bex # 10032, Pacific Certre
Sulte $10 - 790 West Georpis 8L

Canade VIY 1M
Phone: 6046484500 Fax: 6046810684

CERTIFICATE OF INSPECTION AND SPECIFICATDON
e
DESTNATION: Port

DIVISION: Seksy Sswmdl Dwision Australin
DSSPECTION DATE: - GRADING RULE:  NLGA

WE CERTIFY THAT THE MATERIAL COVERED BY THIS CERTIFICATE HAS BEEN TALLED
AND INSPECTED FOR QUALITY AND STANDARD OF MANUFACTURE AS PER CONTRACT
AND IN ACCORDANCE WITH THE DESCRIPTION KEREIN CONTAINED. FURTHERMORE,

THAT THE SAID MATERIAL WAS IN GOOD ORDER AND CONDITION AT THE TIME OF SHIPMENT.

TALLY PKGS MECES GRO3IS FBM NEY

Progrem : he W—mwhmw.umw-n.)mn
WM-umwmmhm requirements and Tie stamdats et Under the pragram for enhanced vusl

coversd by Y

NOTE THAT TRANSPRTATIoN (0STS ALE BASED
oN  NET (AetuAL) VOLUMES.

VB Cotacam 13 3

[Redacted: Customer and Cost Information]




NON-CONFIDENTIAL

FTLL OF LADOMG POR COMMNED @
oo DI SWIRESHIPPING -+, paborisnr oo
-— e - [sactczacn
FORTET PROCUCTS 4G .
TO TOWER, P.O. BOX %0633 P
JullbanyaidepretusripuriviN %‘* CoOMR NaD
== E————
TO THl ORDEA OF SHIPFLR WRITORY FOREST MCOUCTS
TRAMIFORTATION SERVCES
H410-700 WEST QLORGA STRELT

TO TOWER #.0 BOR 10032 VANCOWVER,
FOBTLR COLUMBW CANADA VTY 141

aCALINOR bY sy o ey ORI AMD COUNTR' O CRSCDY
oct Crarma (vemm) PORT of Lowcees LOADe g TERMMAL
PACIY CEULEES 90343 VANCOUVER. 8C

FORT OF CHICWALOE wary or cELYBAY VP of wovemn

PONT KEAA RAKBBAK

LU vAMNON TR TO QAR iy O EEviass ui e 1 copy
VY CET COMAES PAVARLE AT, MONTREAL
ﬂwu—utww'__L__jm"mcmn
P w0 ousons Aro DR CwcEs
e coce
Dal -—u :
VANCOUVER, 6C COPY NOT NEGOTIABLE
wcmreas
SAMLICANS FOR COMEIILO TRAMIACS T UL T 102 Srt fraPoea) Vi D4}

pUBLIC FILE

N

[Redacted: Customer and Cost Information]




BILL GF LADING FOR COMBINID
TRANSPORT OR PORT TO POXT
BRIPMINT

NON-CONFIDENTIAL

DI SWIRE SHIPPING 1,00, @ ene

Pepida

ST VANCOWER, counam
CANADA VT 141
e IR waTORes 1IDN ATTDKES
TO TG OROER OF BPPEA WESTES POREST PAGOUCTS
TRAKEPORT A IO SLAVICEY
2610700 WEST GRORDN STREEY
TO TOWER, £.0 80X 19012 VANCIUVER,
AT CUuaA A1
Ty peary
YER TMIRER PTYLTD
1517 GLOWNR COURT
QANDRNONO
VIC ASTRAUA 217
ac samace vt macrof eacurt OB AR COUNTEY OF ORI
‘Ot Coaita venat) ou1 8 toacen D400 .« TOL
PACIC COLEMEY G VANCOUVER, 80
TR o CREadoR AP LAY TV o Vo
PORY IDaMA A amAX
PARTICYAARS FURNISHED BY 3H1PTR
rep———— N 4 oubeaarion OF recKAD we mose preap———

T
ATTACHISENT PAGE FOR BA. NO: CAVANS20309

OB VAT O B 70 QLSS T4 OGN GIVERM WE

0T GRANGRY PAYABLE AT WONTREN

AL T A A T oY 3
[ — oo coumt
s> cous
™
- VANCOUVER, BC COPY NOT NEGOTWABLE
sumonr
AP ABLE FOm (OMBATD TRANGIORT a0 ¥ PR P D ¥4 U]

PUBLIC FiLE
| O

[Redacted. Customer and Cost Information]




2UBLIC FILE

‘Western Forest Products Inc.
#510-700 West Georgia Street
Vancouver. B. C.

- NON-CQIEIDENTIAL -~
Tel: (604) 640-2400 MOl’ltShip Inc. 065‘}\1 FREIGH,
Fax: (604) 685-7707 As agents for Swire Shipping /N VoL (=3

Suite 800 1111 West Hastings Street

Vancouver, B. C. V6E 2)3

VTY 1Al

Please make cheque payable to Montship Inc.
Vosour _PecmioColebes o - _ | _ . pep e [
i 1 T TETD: a0 Sepil_ SN
T —Pedor T T[T U TUSDFUNDS e -
Portof Loading  |Discherge [MFBM _ USD RATE |AMOUNT GRAND TOTAL
Vancouver Meboume _| _ -

" Trisbane

«————p» v |Port Kembla

—— I US FUNDS

- o a1

T I 1

Site 201 V #397351
200.3450 Moatship lnc.

4
% /A /(/
" SCANNED ///6??’?0(’&‘
S

[Redacted: Customer and Cost Information]

I



PUBLIC FILE

NON-CONFIDENTIAL

INCOMING WIRE PAYMENT NOTIFICATION
Date: )
For Credit To: w_—_—

Original Amount:
Handling Fee
Net Amount
Exchange Rate :
Total Amount :

Peymen Dewts:  ORIG AMT CAD (R

Payment ID: —
Payment Canfirmation#:
Transaction Reference: — ?ﬂ"HE}fT F oK

£
Cntra s L
kess ccno (RN

fs ATTRCHED
BREAHDowN
Beneficiary Customer: /5242624
WESTERN FOREST PRODUCTS INC
TD TOWER
SUITE 510 -700 WEST GEORGIA STREET
VANCOUVER, BC V7Y 1Al CA

FOR INQUIRIES, CONTACT 1-800-668-7328 FROM 8AM - §PM

[Redacted: Customer and Cost Information]




~;BLIC FILE

NON-CONFIDENTIAL ) /)
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[Redacted: Customer and Cost Information)




3LIC FILE

PUE

=

NON-CONFIDENTIAL

ﬁ Waestern Forest Products Inc.

Vancouver Island Truck Rates (Super B Load) (Cdn $)

Ilil'lI!l )

R=sEpap-
¢ \"‘lglﬂ.!

-
.|
-
r
|
un
k]
»
]
A

_R

P

A0 Cioas ; MR

:__Nanaimo

SIR|
VAD

am /NVoceg 1 lum‘

TRueK ST . SSD 1o DKe Pomlr Totk
INLARDY  Moye PARET

- Satalr ) VAD

4 rsr (nver)
aereox @) TRUK LorDS

- /dilR - sy /v

[Redacted: Customer and Cost Information]
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PUBLIC FILE

NON-CONFIDENTIAL

VY . —— R
=
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v
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BRERH
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!

Re ivvocee SEENDDP (G Heee InvE ol
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[Redacted: Customer and Coét Information)




pyUBLIC FILE

NON-CONFIDENTIAL [/l

FMW TOWING

. A DIVISION OF PACIFIC TOWING SERVICES LTD.
14 ORWELL STREET, NORTH VANCOUVER, BC V7J2Q1 + TELEPHONE (804) 885-0658 + FAX (604) 990-0593

BREGE- mlyoree.

Western Forest Products September 30, 2010

435 Trunk Rogd —
Duncan, B.C., VBL 2P9
Sept 20 - Western Forest Products Barge Trip # 25 - 10

Load lumber on “Ka'ala" at Duke Point
Tow "Ka'ala” from Duke Point to Navy Buoy
As agroed

(+%
O\

Sept 22 - Towing "Ka'ala” from Navy Buoys (o ship
MV Pacific Celebes at Lynn Term West and secure.
Westview Chinook - fihours @ SEIIIRMR =
Tugger | - =

Sub

Fuel surcharge - @ =

Sept 24 - Shift Ka'ala M/T from ship to Navy buoys
Wastview Chinook ours @ M =

Fuel surcharge - =

Sub

Barge extra'!ays D o Y -
HST -

Involce tota!

Non Negotiable receipt
Not subject to the Hague Visby Rules

AL CONTRACTS SURJECT TO THE POLLOWING COMOMONRS:

1. Ve il it be i kr W 1o COMAMADS PerrTrCS Of By CFITECE K SEYVaRS NG 1WgS, ChIVY, CATGN, MOCrags OF IR0 shers Sch telusy s due W, o
i dvacly of Fuiraclly room, Svests beyers] our R, SOOI ) VeI, Mechinery, SOUETERL S POTRONNe, o lebcas dapuies.

T nw-nwmw‘mw-wln-u-mqmummwwumamunw
m-&“nnmmunwunmm--munummm_w.:'p

PAre of dulnd, shatr wilhS & (2, of VB, O Srepin, A0S, o Wy Nady oy ol o W o .
. 3 1Tu et U 0 A § 001 T e & o w7 0 P 1% o Cutiorsr e (B Py el e s Aariems bem ey and o8 clms & Kee OF Camage
.Nucw”nﬁ‘wbhwm.MM.‘.’IN“M.”
[} mumdmm--.m-m.hm-we’n—umdmuhh‘hum.‘“m
Ard b Lk ghalt 15 Py @00l 40 Semard 1 Lo paries © & KHEQL CRIVIS, CaniagE, S0Crage I MKQS COrGaoN.

L Nowyoent y Gunage or ey Urdess st 18 DI I S8ned Wil 0 YRir SN e when 9 30Ne 9 UM
. PLEASE MAKE CHEQUE MYABLE TO PRCINC TOWING SEAVICES LTO.
yv.T} Torms: Nt 30 diye I% Wntarest en overdas BoCoUTte.

|Redacted: Customer and Cost Information)




~BLIC FILE
NON-CONFIDENTIAL

Western Forest Products Inc.

Head Office: TD Towsr, P.O. Box # 10032, Pacific Centre
Suite $10 - 700 West Georpis St.

P.0. NIWMYM
Vancouver, BC VB ENS Vancouver, BC VEB 6N

BN #/ HST No. 354439642

invoice No QD

SOLDTO: 310797

SALESPERSON Brad Fltton INVOICE DATE -
DELIVERY SUIP 50038011 SHIPPING DATE
SHIPPING REF. No. oroerno. (D
SHIP MODE Truck custoroer (D
SHIP EQUIP.TYPE  Tridem CUST ORDER 2
VESSEL VOYAGE
SHIPPED T0: TRUTRK No —
RAILCAR Na -
CONTAINER No
CARRIER Trans-ste Freightways Inc.
FINAL DESTINATION  Canada
DESTINATION PORT
AGENT
PRICE BASIS Devered
CURRENCY: Canadian Dollar
Product of Canads INVOICE
rerws QI
MARK  PXG QUANTITY / UOM _PRICE I UOM__ AMOUN

BM
M

Subtotal:
HST(12%)

Taxss:

INVOICE TOTAL IN Canadian Doflsr
Al wood packaging materis) has been treated to ISPM 15 Standards.

Baes vore v2.21 For tarms and conditions plesss 19187 10 Our wabsite ot www.westsmforest.com Thursday, Ocober 27, 2011 11:13 AM

{Redacted: Customer and Cost information)
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“1BLIC FILE
2

NON-CONFIDENTIAL

W Western Forest Products Inc.
CDN Remittancs: Hsad Office: TD Tower, P.Q. Box # 10032, Pecific Centre USD Remittance:
Westsm Forest Products Inc. Bults 810 - 700 West Georgia 8t Westsrmn Forest Products Inc.
veITW

o VeTy Vancouver, BC clo
P.Q. Box 8200 Station Terminat Canata V7Y 1A1 P.0. Box 8200 Station Terminal
Vancouver, BC VEB ¢N3 Phone: 604-848-4500 Fax: €04-801-8584 Yancouver, BC V88 ENY

BN 87 HST No. 584438843

invoice No @D

SALEBPERSON 8rad Flitton INVOICE DATE
DELIVERY SLIP [ ) SHIPPING DATE
SHIPPING REF. No. ORDER NO. :
SHIP MODE Truxck CUST ORDER !
SHIP EQUIP. TYPE  Tridem CUBT ORDER 2
VESSEL VOYAGE
\PPED TO: TRUTRK No i
RAILCAR No i
CONTAINER No
CARRIER Marpole Transport Ltd.
FINAL DESTINATION  Canada
DESTINATION PORT
AGENY )
PRICE BASIS Delivered
CURRENCY: Canadlan Dollar
Product of Cansds INVOICE
TERMS 1% 10 Days, Net 11 ADY

DESCRIPTION

Subtotal:
Taxes: HST(12%)

INVOICE TOTAL IN Canadian Dollar

Al wood packaging matarial has been treatad to ISPM 1S Standards

Setes iwore v2 31 For tanne and conditions plesse refer t0 our website it www. westermicrest com Thursday. October 27,2011 11:19 AM

[Redacted: Customer and Cost Information]




PUBLIC FiLE
[

NON-CONFIDENTIAL

Western Forest Products inc.

CDM Reemttance: Head Office: TD Tower, P.O. Box # 10032, Pacific Centre USD Remittance:
‘Westemn Forest Products inc. Suits 510 - 700 West Georgla 8t Westem Forest Products inc.
clo VEXTY Vencouver, BC clo
P.0. Box §200 Station Terminal Cannda V7Y 1A1 P.0. Box $200 Stxtion Terminal
Vancouvae, BC VE8 €N Phone: 6043434500 Fex: 804881-0584 Vancouver, BC VEB EN3

BN #/KST ko, 84430842

Plece Tally:
Package Tally:
Total Packsges: QD

Average Length (¢ QI
Comment:

Bates FvOwe V2. For tarms and conditions plsase refer to our websa at www.westemtorest.com Thursday, October 27, 2011 11:10 AM

[Redacted: Customer and Cost Information)




