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restrictions, if any, and other procedures applicable to beneficial mterests in such other type of
global note for as long as it remains such an interest.

The. global notes and any notes, issued in exchange therefor w1|l be subject to certam
restrictions on transfer set forth in the global. notes and in the indenture and will bear the legend
regarding such restnctlons set forth under the headrng “Notice to Investors" below. :

You may hold beneficial interests in the global note directly through DTC if you have an
account at DTG, or indirectly through organizations that have accounts at DTC.

What is a Global Security? A global security, such as the global note, is a special type of
security held in the form of a certificate by a depositary for the investors in.a particular issue of
securities. The aggregate principal amount of the global security equals the’ sum of the prmcrpal
amounts of the issue of securities it represents. The depositary or its nomrnee is the sole Iegal
holder of the global security. Thie beneficial interests of investors in the issue of securities. are -
represented in book-entry form in the computerized records of the depositary. If investors want
to purchase securities represented by a global security, they must do so through brokers banks
or other financial institutions that have an account with the depositary.

Special Investor Considerations for Global Securities. Because you, as an investor, witl not
be a registered legal holder of the global note, your rights relating to the globai note will be .
governed by the account rules of your bank or broker and of the depositary, DTC, as well as
general laws relating to securities transfers. We will ot recognize a typical investor as a legal
owner of the notes and instead will deal only with the trustee and DTC, the deposﬂary that is the
registered !egal holder of the global note.

You should be aware that as long as the notes are rssued only in the form of a global
secunty . v ‘

* You cannot get the notes regrstered in your own name.
. You cannot receive physical certlfrcates for your interest in the notes

* You will not be a registered Iegal holder of the notes and must look to your own bank or
" broker for’ payments on the notes and: protectron of your Iegal rights relatmg to the notes

. You may not be able to sell mterests in the notes to some rnsurance -companies and other
institutions that are reqwred by law to own their secuntles in the form of physrcal :
- certificates. : S . , :

~ «"As an owner of benefrcral interests in the global note you may not be able to pledge your
interests to anyonée who does not have an .account with DTC, or to otherwise take actions
" in respect of your rnterests because you cannot get physrcal certlfrcates representrng B
those mterests ’

* DTC's policies will govern payments of prmcrpal and. mterest transfers exchanges and

-~other matters relating to your interest in the giobal note. We and.the trustee have no _
responsibility for any aspect of DTC’s actions or for its records of ownership interests in.,
the global note. Also we and the: paymg agent do not supervise DTC in any way

e ,.DTC wﬂl requrre that mterests in the global note be purchased or sold ‘within rts system
° using same-day funds. Transfers between parhcrpants in Euroclear and Clearstream wnl_ :
be effected in the ordmary way in accordance wrth their respectrve rules and operatrng
:procedures : . : . : o

_Descnptron of DTC DTC has rnformed us that:

* DTC is a limited purpose trust company organized under the laws of the State of New
" York, a member of the Federal Reserve System, a ‘‘clearing corporation’ ‘within the
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meaning of the Uniform Commercial Code and a “clearing agency’ registered pursuant to
the provision of Section 17A of the Securities Exchange Act of 1934. -

. DTC was created to hold securities for financial institutions that have accounts with it, and
to facilitate the clearance and settiement of securities transactions between the account
holders through electronic book-entry changes in their accounts, thereby eliminating the
need for physical movement of certificates. DTC account holders include securities brokers
and dealers, banks, trust companies and clearing corporations and certain other
organizations including Euroclear and Clearstream. Indirect access to the DTC system is
also available to banks, brokers, dealers and trust companies that clear through or
maintain a custodrai relatronshrp wrth a DTC account holder, either directly or lnd:rectly

+ DTC’s rules are on frle with the SEC.

. DTC s records reﬂect only 1 the ldentlty of the account holder to whose. accounts beneﬁcral
interests in the global note are credited. These account holders may or may not be the..
‘owners of the beneficial interests so recorded. The account holders will be respon3|bie for

: keepmg account of their hold:ngs on behalf of their beneficial owners. o

Defmmve Notes -

In a few specrai situations describéd in the next paragraph the global note will terminate and
your interests in it will be exchanged for physical certificates representing the notes. After that ™
exchange the choice of whether to hold the notes directly or in “street name”" (in computerlzed
book-entry form) will be up to you. You must consult your own bank or broker to find out how to
have your interests m the hotes transferred to your own name :f you wish to be a dlrect Iegal
holder of the notes

We wm cause deflnrtlve notes to be |ssued in exchange for the global note if. DTC notmes us.
that: .

* itis unwﬂlmg unable or no Ionger qualn‘!ed to contmue acting as the deposﬂary for the '
global note, or it has ceased to be a clearing agency registered under the Exchange Act at’
a time when it is required 16 be- 50 reglstered and we do not appornt a successor -
~ depositary within 90 days; or : SRR

- an event ‘of default with respect to the notes’ represented by the global r note has occurred
and is continuing as described under “— Events of Default”; or

+--we. decide-in our sole drscretron not-to-have any of the notes represented by the global
_note.. S s o . : :
We would issue definitive notes in thls way

* in fully registered form;

. wuthout interest coupons;. and

« in denominations of muitiples of $1, 000. -

Any definitive notes issued in this way would be registered in the names and denomrnatlons
requested by DTC :

Payments on the Notes_

The Global Note. , The paying agent will make payments of principal of, and interest on, the
global note to Cede & Co., the nominee for DTC, as the registered owner. The prmcrpa! of, and
interest on, the notes will be payab!e |n |mmed|ately available funds in U.S. dollars.

We understand that it is DTC s current practice, upon- DTC s receipt of any payment of
principal of, or interest on, global securities such as the global note, to-credit the accounts. of
DTC accounts holders with payment in amounts:proportionate to their respective beneficial -
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settlemenit date g

interests in the principal amount of the global note as shown on the records of DTC. Payments
by DTC account holders to owners of beneficial interests in the global note held through these
account holders will be the responsibility of the account holders, as is now the case with
securltles held for the accounts of customers registered in “street name.’

‘Because of time zone differences, the securities account of a Euroclear or Clearstream
participant purchasing a security entittement in a- global note from a DTC account holder will be
credited, and any such crediting will be reported to the relevant Euroclear or Clearstream
participant, during the securities settiement processing day (which must be a business day for
Euroclear and Clearstream) immediately following the settlement date of DTC. Cash received in
Euroclear or Clearstream as a result of sales of security entitlements in a global note by or
through a Euroclear or Clearstream participant to a DTC account. holder will be released with a
value on the settlement date of DTC but will be available in the relevant Euroclear or Clearstream
cash account only as of the busnness day for Euroclear or Clearstream followmg DTC’s

Subject to compliance with the transfer restrictions applicable to the notes, cross-market
transfers between the DTG account holders, on the one hand, and Euroclear or Clearstream
participants, on the other hand, will be effected through DTC in accordance with DTC’s rules on
behalf. of Euroclear or Clearstream; as the case may be, by its respective depositary; however,
such cross-market transactions will require delivery of instructions to Euroclear or Clearstream,
as the case.may be, by the counterparty in-such system in accordance with the rules and-
procedures -and within the established deadlines. (Brussels tlme) of such system. Euroclear or
Clearstream, -as the case may be, will, if the transaction meets its settlement.requirements,
deliver instructions to its respective deposﬂary to take action to effect final settlement on its
behaif by delivering or receiving security entitlements in relevant global notes in DTC, and making
or-receiving payments in accordance with normal procedures for same-day funds settlement
applicable to DTC. Euroclear participants and Clearstream participants may not dehver
instructions dlrectiy to the depositaries for Euroclear or Clearstream

Nexther we nor the trustee will- have any respon5|b|l|ty -or habmty for any aspect of DTC’s,
Euroclear's or Clearstream’s or their account holders’ records relating to, or payments made on
account of, beneficial ownership interests in the global note or for maintaining, supervising or
reviewing any records relatmg to these beneficial ownershlp mterests

Holders of the notes in “street name” and other owners of beneficial interests inthe global
note should consult their banks or brokers for information on how they will receive payments.

Definitive Notes. Payment of the principal of definitive notes, if any exist, will be made at the
office of the paying agent. Payment of the interest on definitive notes will be paid by check
mailed to you, if you are a registered holder of the definitive notes. At the request of a registered
holder of more than $1,000,000 principal amount of the definitive notes, payments of principal or
interest may be made to that holder by wire transfer.

Transfer and Exchange of the Notes

The Global Note. Except as described below, the global note may be transferred, in whole
and not in part, only to DTC, to another nominee of DTC or to a successor of DTC or its
nomlnee : o -

Beneficial Interests in the Global Note. Beneficial ihterests in the global note will be
represented, and transfers of such:beneficial interests will be made, through accounts of financial
institutions acting on behalf of beneficial owners either directly as account holders, or indirectly
through account holders, at DTC. Beneficial interests will be in‘multiples of $1,000. :
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Definitive Notes. You may present definitive notes, if any exist, for registration of transfer or
exchange at the corporate trust office of the trustee in The City of New York, which we have
appointed as the security registrar and transfer agent for the notes.

Same Day Settlement and Payment N

. Payments with respect to the principal of and interest on, any notes represented by a global
note registered in the name of DTC or its nominee on the applicable record date will be payable -
by the trustee to.DTC or, at DTC's discretion, its nominee in its. capacity as. the registered holder
of the global note representing such notes under-the indenture: Under the terms of the indenture,
we, Bowater, as guarantor of the notes, and the trustee may treat the persons in whose names
the notes, including the global notes, are registered as the owners thereof for the purpose of
receiving payment thereon and for any and all other purposes whatsoever. Accordingly, none of
us, Bowater or the trustee has or will have any responsibility or liability for the payment of such
amounts to owners of security entitlements in a global note (including principal and interest).
Payments by the DTC participants and the indirect participants to the owners of security ..
entitlements.in a"glo_,bal note will be governed by standing. instructions and customary industry...
practice and will be the responsibility of the DTC participants .or the indirect participants and-

Transfers between DTC participants in DTG will be effected in accordance with DTC's -~
procedures and will be settled in same-day funds. Transfers between participants in Euroclear or
Clearstream, Luxembourg will be &ffected in the ordinary way in accordance with their respective
rules and operating procedures. o e ' o

Because of:time zone differences, the securities account of a Euroclear or Clearstream,
Luxembourg participant purchasing a security entitlement in a global note from'a DTC participant
in DTC will be credited, and any such crediting will ‘be reported to thé relevant Euroclear -or
Clearstream, Luxembourg participant, during the securities settlement processing day (which
must be a business day for Euroclear and Clearstream, Luxembourg) immediately following the
settlement date of DTC. Cash received in Euroclear or Clearstream, Luxembourg as a result of
sales of security entitlements in a global nate by or through a Euroclear.or Clearstream,
Luxembourg participant to a DTC participant in DTC will be received with value on the settlement
date of DTC but will be available in the relevant Euroclear or Clearstream, Luxembourg cash
account only as of the business day for Euroclear or Clearstream, Luxembourg following DTC'’s
settlement date. . ‘ : : - o

Certificated Notes ) o
With respect to global notes, if (1) we notify the trustee that DTC is no longer willing or able
to act as a depositary or DTC ceases to be registered as a clearing agency under the Exchange
Act and a successor depositary is not appointed within 90 days of such notice or cessation; or
(2) we notify the trustee that we have elected to cause the issuance of certificated notes under
the indenture; or.(3) upon the occurrence of certain events:provided in the indenture, then, upon
surrender by DTC of the global notes, certificated notes will'be issuedto each person that DTC -
identifies as the owner of a security entitlement. in the notes represented’by the global notes: " :
Upon any such issuance, the registrar of the notes will be required to register such certificated
notes in the name of such person.or persons (or any of their nominees) and cause the
certificated notes to be delivered to those persons. = =~ " - T e

None of us, Bowater or the trustee:will be liable: for any delay:by DTC or any DTC participant
or indirect participant in identifying the owners of security entitlements in any related notes, and
each such person may conclusively rely on and shall be protected in relying on, instructions from
DTC for all purposes (including with respect to the registration and delivery, and the respective
principal amounts, of the notes to be issued). ' g : o
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UNITED STATES FEDERAL AND -
CANADIAN INCOME TAX CONSlDERATIONS

The following summaries are of a general nature only and are not mtended to be and should
not be construed as legal or tax advice to any prospective holders of notes, and no
representations with respect to the tax consequences to any particular holder of notes are made
nersby. Accordingly, prospectivé hoiders of notes should consult with, and rely upon, their own
tax advisors for advice with respect to ‘the tax consequences ‘to them of an investment: in' the
notes in light of their own particular circumstances, including any consequences arising under
federal, state, provmcaal and Iocal tax 1aws of the Unlted States Canada and- any other taxmg
jurisdiction. .

United States Federal Income Tax Consequences _ '

The following is a general discussion of certam of the U.S. federat income tax consequences
of the purchase, ownership and disposition of notes. This dlSCUSS]Oh ‘dpplies only to beneficial -
owners of notes that purchase the notes at their “issue price” on the issue date in-connection
with this offering. Except where noted, this discussion deals only with notes held as capital
assets and does not apply to holders that are subject to specnal tax rules. For example, this
discussion does not address: . ) - o .

. tax’ consequences to holders who may be subject to’ specnal tax treatment such as dealers
in securities or currencies, financial institutions, tax-exempt entities, traders in securities
that elect to use a mark-to-market method of accounting, corporations that accumulate
earnings to avoid federal income tax, insurance companies, or, in some cases, an

. expatriate of the United States or a nonresident alten individual who has made a valld
election.to be treaied as a United States resident;- :

. tax consequences to persons holdlng notes as part ofa hedgmg, mtegrated constructlve
sale or conversion transactlon or a straddle; v .

« tax consequences to U.Ss: holders of notes whose “functlonal ourrency” is. not the o
© U.S.dollar; - ’

- - alternative minimum tax consequences; or-
- any state or local tax consequences.

If you purchase notes at a price other than their issue price, the amortizable bond premlum
or market discount rules of the U.S. Internal Revenue Code of 1986, as! amended may apply to
you. You shouid consult your tax adwsor regardmg thlS posszbul:ty :

The dtscussmn below is based upon the prowsrons of the- Internal Revenue Code emstnng '
and proposed regulations promulgated thereunder, and published rulings and judicial decisions,
all as of the date of this offering circular. Those authorities:may be changed, perhaps
retroactively,.in which case U.S. federal income tax consequences may be dlfferent from those .
discussed below Lo S S ST

You should consult your own tax adVlSOI'S concermng the u. S federal income tax .
consequences 1o you of the purchase, ownership, and disposition of notes, and any
consequences ansmg under the tax Iaws of any state local or other ]urlsdlctlon -




Consequences to United States Holders

The following discussion summarizes. certam U S. federal tax consequences. that wm apply to
you if you are.a United States holder of notes. A United States holder means a benefi clal owner .
of a note who or that is:

“United States holder” means a beneficial owner of a note that is:
« a citizen or resident of the United States; '

U - a corporatlon or partnershlp created or organized in or under the laws of the United States
' or any political subdivision of the United States; . :

+ an estate, the income of which is subject to U.S. federal income taxation regardless of its
source; or oo o ‘ N

e« atrust that (1) is subject o the primary supervusmn of a court within the Umted States .
“arid the control” of one. or more U.S. persons or (2) has a valid election in effect under
applicable U.S. Treasury reguiatrons to be treated as a U.S. person. - .

Payments of Interest. ~ Interest on a note will generally be taxable to you as ordmary income
at the time it is paid or accrued in accordance with your method of accounting for U.S. federal
income tax purposes. The notes are not expected to be issued with “original issue discount” for
U.S. federal income tax purposes. In the event we do not comply with certain covenants, we will
be obligated to pay specified liquidated damages (in the form of additional interest) to the.
holders of the notes. We believe that the contingency that we will pay these additional amounts is
“remote and incidental’” within the meaning of applicable U.S. Treasury regulations. On that
basis, we believe that the possibility that these additional amounts may be paid shouid not be
taken into account in computmg original issue discount, if any. :

The notes will be treated as indebtedness of & U S. obligor for U.S. federal income tax
purposes and, as a resul, interest on the notes generally will be treated as U.S. source income.
Nonetheless, in the case of a United States holder that is entitled to benefits under the Canada-
United States Tax Convention, as currently in effect, interest income on the notes may, subjéect to
certain restrictions and limitations, be treated-as foreign :source income for purposes of claiming-
aU.S. forelgn tax credit for certain Canadian mcome taxes, if any, |mposed on the holder.

Sale Exchange and Retlrement of Notes In general your: tax basi$ in a note will be equal to
your cost for that note, reduced by any cash payments on that note other than stated interest.
Upon the sale, exchange retirement or other disposition of a note, you generally will recogmze
gain or loss equal to the difference between the amount you realizeé upon the sale, exchange,
retirement or other.disposition (less an amount equal to any accrued stated interest that you did
not previously include in income, which will be taxable as ordinary.income) and your adjusted tax
basis in the note. That gain or loss will be capital gain or loss and generally will be a U.S. source
gain or loss unless it is attributable to an office or other fixed place of business maintained by,
you outside the Un:ted States and certaln other conditions are met. Capltal gains of individuals =
derived in respect of caputai assets held for more than one. year may be ehglbie for reduced rates
of taxation. The deduc‘ubllrty of capital losses is sub]ect to l|mltatrons

Registration Rights.” An exchange of the notes for exchange notes pursuant to the

I reglstratlon rights agreement should not be treated as an exchange for United States federal
' income tax purposes. ‘Therefors, an exchange note should be treated as a continuation.of the
“ corresponding note and, as a resuit, an exchanging United States holder should not recogmze

any gam or loss on the exchange its_holding period for. the’ exchange ‘would be its holdlng perlod_
for the note and its basis in the exchange note would be the same as its basis in the note ’

Information Reporting and Backup Withholding. In general, information reporting require-
ments will apply to certain payments of principal and interest on the notés and to the proceeds of
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sale of the notes unless you are an exempt recipient (such as a corporation). A backup
withholding tax at a rate equal to the fourth lowest income tax rate applicable for individuals
(which, under current law, is 30.5% for 2001, 30% for 2002 and 2003, 29% for 2004 and 2005,
. 28% for 2006 and thereafter) will apply to such payments if you fail to provide a correct taxpayer
identification number, certified under penalties of perjury, or certification of exempt status, or if
you are notified by the Internal Revenue Service that you. have failed to report all interest and
dividends required to be shown on your U.S. federal income tax returns.

Any amounts withheld under the backup withhoiding rules will be allowed as a refund or a
credit against your U.S. federal income tax liability provided the required information is timely
furnished to the IRS. ' o S SR

ConSequences to Non-United States Holders

The foliowing is a discussion of certain of the U.S. federal income and estate tax
consequences that generally will apply o you if you are a non-United States holder of notes. A
non-United States holder is a beneficial owner of notes other than a United States holder.

U.S. Federal Withhd/ding Tax. The 30% U.S. federal withholding tax will not apply to any

payment to you of interest on. the notes, provided that: =

* you do not actually or constructively own 10% or more of the total combined voting power -
of all classes of our voting stock within the meaning of Section"871(h) (3) of the Code =
and related U.S. Treasury regulations; T » : '

» you are not a controlled foreign corporation that is related, directly or indirectly, to us
through stock ownership; and

* (1) you provide your name and address on an IRS Form W-8BEN, and certify, under
penalty of perjury, that you are not a U.S. person or (2) you hold your notes through
certain foreign'intermediaries and you satisfy the certification requirements of applicable
U.S. Treasury regulations. o ‘ _ ’

If you do-not satisfy the requirements described .above; payments of.interest made to you -
will be subject to the 30% U.S. federal withholding tax, unless you provide us with a properly
executed (1) IRS Form W-8BEN (or successor form) claiming an exemption from or reduction -
in the rate of withholding under an applicable tax treaty (in which case interest on the notes will
be subject to U.S. federal withholding tax at the applicable treaty rate) or (2) IRS Form W-8ECI
(or successor form) stating that interest paid on the notes is not subject to withholding tax
because it is effectively connected with your conduct of a-trade or business in the United States.

' The 30% U.S. federal withholding tax génerally will not apply to:any payment of principal or -
any gain that you realize on the sale, exchange, retirement or other disposition of the notes. .

U.S. Federal Estate Tax. Your estate will not be subject to U.S. federal estate tax n the v
notes beneficially owned by you at the time of your death, provided that, at the time of your
death (1) you do not own, within the meaning of the Internal Revenue Code and the . ,
U.S. Treasury regulations, 10% or more of the total combined voting power of all classes of our
voting stock, and (2) interest on the notes would not have been effectively connected with the
conduct by you of a trade or business in the United States. -~ - - : : :

U.S: Federal Income Tax. If you are engaged in a trade or business in the United States and
interest on any notes is effectively connected with the con'd_uct,: of that trade or business, you will
be subject to U.S. federal income tax on that interest on a net income basis (although generally
exempt from the 30% withholding tax) in the same manner as if you were a U.S. person as
defined under the Internal Revenue Code. In addition,’if you are a foreign corporation, you may
also be subject to a branch profits tax equal to 30% (or lower applicable treaty rate) .of your-.
earnings and profits for the taxable year, subject to-adjustments, that are effectively connected
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with the conduct by you of a trade or business in.the United States. For this purpose rnterest on
notes will be included in your earnings and profits. - .

Any gain or income realized on the disposition of a note generally will not be subject 10
U.S. federal income tax uniess {a) that gain or income is effectively connected with the conduct
of a trade or business in the United States by you, or (b) in the case of gain, you are-an
individual who is present in the United States for 183 days or more in the taxable year of that
disposition and certain other conditions are met. :

Information Reporting and Backup Wrthholdmg Under U.S. Treasury regulations that became
effective for payments made on or after January 1, 2001, backup withholding and information
reporting will not apply to payments that we make or any of our paying agents (in its capacity as
such) makes to you if you have provided the required certification that you are a non-United
States holder and provided that neither we nor any of our payrng agents ‘has actual knowledge:
that you are a Unrted States holder (as described above) :

In addition, you will not be subject to backup withholding and information reporting with -
respect to the proceeds of the sale of a note within the United States or conducted through- -
certain U.S.-related financial intermediaries, if the payor receives the statement described -above
and does not have actual knowledge that you are a U.S. person, as def ned under the Internal
Revenue Code, or you otherwise establish an exemp’clon

Any amounts withheld undet the backup w:thholdmg_ rules will be allowed as a refund or a
credit against your U.S. federal income tax liability provided the required information.is timely
furnished to the IRS.

Canadian Federal Income Tax Considerations

General. This summary is of the prrncrpal Canadian federal income tax considerations under
the Income Tax Act {Canada) and the Income Tax Regulations (which we refer to.in this section
as the Act and the Regulations, respectively) in effect on the date hereof generally applicable to
a beneficial owner (a “Holder”) of. notes purchased pursuant to this offerrng circular who, for
the purposes of the Act:

. dea!s with us-at arm’s- Iength
« is nerther resident nor deemed to be resrdent in Canada at any tnme and

. holds the notes as capltal property and does not use or hold and is’ not deemed 1o use or
hold the notes in a business that the Holder carries on, or is deemed to’ carry on, in
Canada at-any time. - 8 :

Special rules that are rot discussed in this summary may apply to a Holder that is an insurer
carrying on business in Canada and in a country other than Canada. This summary is not
applicable to a Holder that is a “financial institution;” as defined by the Act for purposes of
certain rules applicable to income, gain or loss arising from “mark-to-market property.”

We have based this summary on the current provisions of the Act and the Regulations, all
specific proposals to amend the Act and Regulations publicly-announced by or on behalf of the
Minister of Finance {Canada) prior to the date of this offering circular-and the current published
administrative practices and policies of the Canada Customs and Revenue Agency. This :
summary assumes that the Act and thé Regulations: will be amended in accordance with the -
proposals as so announced, although no assurance of that can be given. o :

This summary is not exhaustive of all possible Canadian federal income tax considerations,
and except for the proposed amendments, does not take into account or antlcrpate any changes
in law whether by judicial, governmental or legislative -decision or action, nor ‘does it take into.
account tax legislation or considerations of any province or territory of: Canada or any jurrsdrctron
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other than Canada. The provisions of provincial income tax legislation vary from province to
province in Canada and in some cases differ from federal income tax legislation.

This summary is of a general nature only and is not intended to be, and shouid not be
interpreted as, legal or tax advice to any particular Hoider. Accordingly, prospective purchasers
of notes are urged to consult their own tax advisors as to the particular tax consequences to
them of the purchase, ownership and disposition of the notes.

Canadian Withholding Tax. Subject to the exception in the next paragraph, any amount paid’
or credited, or deemed to be paid or credited, by a resident of Canada as, on account or in lieu
of payment of, or.in satisfaction of interest to non-residents of Canada (other than certain
-persons carrying on business in Canada, to the extent provided in the Act and the Regulations)
generally will be subject to a 25% non-resident withholding tax. The rate of such tax may be
reduced through the application of international tax treaties.or conventions to which Canada is a
party, usually to a rate of 10% or 15%. ' -

Generally, interest (other than certain interest described. in the Act) payable by a corporation
resident in Canada to non-residents of Canada who deal at arm’s-length with that corporation on
an obligation where the ev:dence of indebtedness was issued by that.corporation after June 23,
1975 is exempt from such withholding tax if under the terms of the obligation or any related
agreement, the corporation may not under any. circumstances be obliged to pay more than 25%
of the principal amount of the obligation {or the aggregate principal amount of a number of
obligations, identical in" all respects but for their separate principal amounts, that comprise a
single debt issue of obligations) within five years from the date of its issue except:.

* in the event of a failure or default under such terms or agreement;

« if the terms of the obligation or such agreement become unlawiul or are changed by -
legislation or by a court, statutory board or commission;

« if such a non-resident person exercises a right under the terms of the obligation or such
agreement to convert the obligation into, or exchange the obligation for, a "prescnbed
~ security” under the Act and the Regulations for this purpose; or -

* in the event of the death of the holder of the obligation.

For purposes of the Act and the Regulations, we are treated as a corporation resident in
Canada. We believe that interest (including any make-whole premium deemed to be interest)
paid or credited (or deemed to be paid or credited for purposes of the Act) on a note.to a
Holder wui be exempt from Canadlan wnthholdmg tax.

In addltlon no other taxes on income (mcludmg taxable capital gains) will be payable by a
Holider in respect of the acqu;sntron ownershlp or disposition of a note.

' CERTAIN IER.ISA CONSIDERATIONS

The following is a summary of certam considerations associated with the purchase of the
notes by employee benefit plans that are subject to Title | of the U.S. Employee Retirement
Income Security Act of 1974, as amended (“ERISA”), plans, individual retirement accounts and
other arrangements that are subject to Section 4975 of the Internal Revenue Code or provisions. .
under any federal, state, local, non-U.S. or other-laws or regulations that are ‘similar to such
provisions of the Internal Revenue Code or ERISA, and entities whose underlying assets are-
considered to include “‘plan-assets” of such plans; accounts and arrangements. '

General Fldumary Matters

ERISA and the Code impose certaln duties on persons who are flduc1anes of a plan sub]ect
to Title 1 of ERISA or Section 4975 of the Internal Revenue Code and prohibit certain transactions
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involving the assets of a plan and its fiduciaries or other interested parties. Under ERISA and the
Code, any person who exercises any discretionary authority or control over the administration of
such a'plan or the management or- disposition of the assets of such a plan, or who renders -
investment advice for a fee or other compensation to such a pian, is generally considered to be a
fiduciary of the plan. ~ - o R R S

In considering an investment in the notes of a portion of the assets of any plan, a fiduciary
should determine whether the investment is in accordance with the documents and instruments
governing the plan and the applicable provisions of ERISA, the Internal Revenue Code or any
similar law relating to a fiduciary’s duties to the plan including, without limitation, the prudence;”
diversification, delegation of control and prohibited transaction provisions of ERISA, the Internal
Revenue Code and any other applicable similar laws. The prudence of a particular investment
must be determined by the responsible fiduciary of a plan by taking into account the pian’s
particular circumstances and all of the facts and circumstances ‘of an investment in a note -
including, but not limited to, particular risks associated with the investment and the fact that in
the future there may be no market in which such fiduciary will be able to sell or otherwise
dispose of any notes it may purchase.

Any insurance company proposing to invest assets of its general account in the notes should
consider the extent to which such investment would be subject to the requirements of ERISA in
light of the U.S. Supreme Court’s decision in John Hancock Mutual Life Insurance Co. v. Harris
Trust and Savings Bank and under any subsequent legisiation or other guidance that has or may
become available relating to that decision, including Section 401 (c) of ERISA and any regulations
thereunder published by the U.S. Department of Labor.

Prohibited Transaction Issues

Section 406 of ERISA and Section 4975 of the Internal Revenue Code prohibit plans subject
to Title | of ERISA or Section 4975 of the Internal Revenue Code from engaging in specified
transactions involving plan assets with persons or entities who are “parties in interest” within the
meaning of ERISA, or “disqualified persons,’ within the meaning of Section 4975 of the Internal
Revenue Code, unless an exemption is available. A party in interest or disqualified person who
engaged in a non-exempt prohibited transaction may be subject to excise taxes and other
penalties and liabilities under ERISA and the Internal Revenue Code and the transaction must be
unwound. In addition, the fiduciary of the plan that engaged in such a non-exempt prohibited
transaction may be subject to penalties and liabilities under ERISA and the Internal Revenue
Code. The acquisition and/or holding of notes by a plan with respect to which Bowater, our
affiliates or one of the initial purchasers is considered a party in interest or a disqualified person
may constitute or result in a direct or indirect prohibited transaction under ERISA and/or the
Internal Revenue Code, unless the investment is acquired and is held in accordance with an
applicable statutory, class or individual prohibited transaction exemption. In this regard, the U.S.
Department of Labor has issued prohibited transaction class exemptions, or “PTCEs”, that may
apply to the acquisition and holding of the notes. These class exemptions’include PTCE 84-14
respecting transactions determined by independent qualified professional asset managers,
PTCE 90-1 respecting insurance company pooled separate accounts, PTCE 91-38 respecting
bank collective investment funds, PTCE 95-60 respecting transactions invoiving life insurance
company. general accounts and PTCE 96-23 respecting transactions determined by in-house
asset managers. However, there can be no assurance that all of the conditions of any such
exemptions. will be satisfied, or, if satisfied, that the scope of the relief will cover all acts that
might be construed as prohibited transactions.

Because of the foregoing, the notes should not be purchased or held by any person
investing “plan assets” of any plan, if such purchase and holding will constitute a non-exempt
prohibited transaction under ERISA and the Internal Revenue Code or similar violation of any
applicable similar laws whether pursuant to an applicable exemption or otherwise. Each initial
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investor of a note and each subsequent transferee will, by its purchase and/or holding be -
deemed to have represented and warranted that (1) it is not a plan, or other entity that is
subject to prohibited transaction rules of ERISA, the Code or similar law or (2) its purchase
and/or holding of such note will not result in a non-éxempt prohibited transaction under
Section 406 of ERISA, Section 4975 of the Internal Revenue Code or any similar provisions of
similar laws.

The foregoing discussion is general in nature and is not intended to be all-inclusive. Due to
the complexity of these rules and the penalties that may be imposed upon persons involved in
non-exempt prohibited transactions, it is particuiarly important that fiduciaries, or other persons -
considering: purchasing the notes on behalf of, or with the assets. of any plan, consult with their.
counsel regarding the potential applicability of ERISA, Section 4975 of the Internal Revenue Code
and any similar laws to such investment and whether an exemptlon would be apphcable to the
purchase and holdlng of the notes.. - . :
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UNDERWRITING

~ We, Bowater and the initial purchasers named below, have entered into & purchase v
agreement with respect to the noies. SUb}ec_t to certain_condlﬁons, each initial purchaser has
severally agreed to purchase the principal amount of notes indicated in the following table.

Principal .

: . Amount

Initial Purchasers ' "~ of Notes
Goldman, Sachs & CO.......cuvuveeecamnnens i iiieeiiieocioo.s-$180,000,000
J.P. Morgan Securities Inc.............. e reee e . 180,000,000 .
Banc of America Securities LLC ................... s - 60,000,000
SunTrust Capital Markets, Inc. ........covivvnennnn N 60,000,000
BNY Capital Markets, Inc. ............... i i el e 24,000,000
BMO Nesbitt Burns Corp. ......c.cveveennn. (P . 24,000,000 "
First Union Securities, In¢c. <........... e e s 24,000,000
Scotia Capital {USA) INC. ... cvnveie i R 24,000,000
TD Securities (USA) Inc. ... venii i el PR 24,000,000

B e, - I R $600,000,000

The purchase price for the notes will be the initial offering price set forth on the cover page
of this offering circular less a discount of 0.65% of the: principal amount of the notes purchased.
The initial purchasers propose to offer the notes at the initial offering price. After the notes are
released for sale, the initial purchasers may change the offering price and other selling terms.

The notes have not been and will not be registered under-the Securities Act.-Each initial .- -
purchaser has agreed that it will only offer or sell the notes (A) in the United States to qualified
institutional buyers in reliance on Rule 144A under the Securities Act, and :(B). outside-the United
States to non-U.S. persons in offshore transactions in reliance on-Regulation S-under the
Securities Act. Terms used above have the meanings given to them by Rule: 144A and.
Regulation S under the Securities Act. .

The notes are a new issue of securities with no established trading market. We have been
advised by the initial purchasers that they intend to make a market in the notes but they are not
obligated to do so and may discontinue any market making at any time without notice. N
assurance can be given as to the liquidity of the trading market for the nptes. . :

In connection with the offering, the initial purchasers may purchase and:sell the notes in the
open market. These transactions may. include short sales, stabilizing transactions and purchases
to cover positions created by short sales. Short sales involve the sale by the initial purehasers of
a greater number of the notes than they are required to purchase in the ‘offering. Stabilizing -
transactions consist of certain bids or purchases made for the purpose of preventing or retarding
a decline in the market price of the notes while the offeringis in progress. ’

The initial purchasers also may impose a penalty bid. This occurs when a particular initial
purchaser repays to the initial purchasers a portion .of the underwriting discount received by it

because the representatives have repurchased notes 'sold by or for the account of such initial
purchaser in stabilizing or short covering transactions. ~ S

. These activities by the initial purchasers may stabilize, maintain or otherwise affect the -

market price of the notes. As a result, the price of the notes may be higher than the price that
otherwise might exist in the open market. If these activities are commenced, they may be

discontinued by the initial purchasers at any time, These . transactions may be effected in the . :
over-the-counter market or otherwise. ' ' ' '
Each initial purchaser has also represented and agreed that: (i) it has not offered or sold,

and prior to the six months after the date of the issue of the notes will not offer or sell, any notes
to any persons in the United Kingdom, except 10 persons whose ordinary activities involve them
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in acquiring, holding, managing or disposing of investments (as principal or agent) for the
purposes of their businesses or otherwise in circumstances which have not resuited and will not
result in an offer. to the public in the United Kingdom within the meaning of the Public Offers of
Securities Regulatlons 1995; (ii} it has complied, and will comply with, all applicable provisions of
the Financial Services Act 1986 of Great Britain with respect to anything done by it in relation to
the notes in, from or otherwise involving the United Kingdom; and (iii) it has only issued or
passed on and will only issue or pass on in the United Kingdom any document received by it in
connection with the issuance of the notes to a person who is of a kind described in Article 11(3)
of the Financial Services Act 1986 (Investment Advertisements) (Exemptions) Order 1996 (as
amended) of Great Britain or is a person to whom the document may otherwise lawfully be
|ssued or passed on.

Goldman Sachs Credit Partners, L.P. and J.P. Morgan Securities, Inc as lenders under the
Bridge Credit Agreement, will receive a portion of the net proceeds of this offering. See “Use of
Proceeds.” In addition, in the ordinary course of their respective businesses, certain of the initial
purchasers and their affiliates have provided, and may in the future provide, investment bankmg
and/or commercnal banking services to us.

We and Bowater estimate that our share of the total expense of the offering, excluding
underwntmg dlscounts and commlssmns wili be approximately $1 0 million.

We have agreed to indemnify the |n|t|al purchasers against certain |labI|ItIeS mcludlng
liabilities- under- the: Securities Act. :

First Unio‘n Securities, Inc. (“FUSI”)', a sUbsidiary of Wachovia Corporation, conducts its
investment banking, institutional, and capital markets businesses under the trade name of
Wachovia Securities. Any references to “Wachovia Securities” in this offering circular, however,
do not include Wachovia Securities; Inc:; a separate broker-dealer subsidiary of Wachovia
Corporation and sister- affiliate of FUSI which may or may not be partucnpatmg as a separate
selling dealer in the distribution- of the notes.

LEGAL AND TAX MATTERS

Certain Iegal matters with respect: to the notes will be passed upon for us and Bowater by
Wendy C. Shiba, Vice President, Secretary and Assistant Gengral Counsel of Bowater by Ernst
& Young LLP (concernmg Canadian income tax mattérs) ‘and by Cox Hanson O'Reilly Matheson
(concerning matters of Nova-Scotia law). Ms. Shiba owns. 2,514 shares of common stock of
Bowater, has rights ‘eniitling her to certain economic benefits in 19,501.3 shares, and has vested
rights to-acquire an additional 40,000 shares. Certam Iegal matters witl be passed upon for. the
mltlal purchasers by Klng & Spaldlng : TR

INDEPENDENT AUDITORS

The consolidated financial statements of Bowater and its subsidiaries ‘as’ of Décember 31
2000 and 1999 and for each of the years in the- three-year period ended ‘December 31, 2000
included in and incorporated by reference in thls offering circular have been ‘audited by KPMG

- LLP, independent accountants, as indicated in their reports with respect thereto.

The consohdated fmanc:al statements of All:ance as of December 31, 2000 and 1999 and for
each of the years in the three-year period ended December 31, 2000 mcorporated by reference in
this offermg cwcular have been dudited by Raymond Chabot’ Grant Thornton General Partnershlp,
independent public accountants, as indicated in their reports W|th respect thereto




WHERE YOU CAN FIND MORE INFORMATION
ABOUT BOWATER INCORPORATED

Bowater files annual quarterly and current reports, proxy statements and other information
with the SEC. Its SEC filings are available over the Internet at the SEC’s website at
http: / /www.sec.gov. You may also read and copy any document Bowater files with the SEC at
its public reference facilities:

Public Reference Room Office Northeast Regional Office Midwest Regional Office
450 Fifth Street, N.W. 233 Broadway Citicorp Center
Room 1024 New York, New York 10007 500 West Madison Street

Washington, D.C. 20549 , " Suite 1400
: Chicago, lllinois 60661-251

You may also obtain copies of the documents at prescribed rates by writing to the Public
Reference Section of the SEC at 450 Fifth Street, N.W., Room 1024, Washington, D.C. 20549.
Please call 1-800-SEC-0330 for further information on the operations of the public reference
facilities. Bowater's SEC filings are also available at the office of the New York Stock Exchange,
20 Broad Street, New York New York 10005.

We “‘incorporate by reference” in this offenng circular the information filed by Bowater with
the SEC, which means that we disclose important information to you by referring to those
documents. The information incorporated by reference is an important part of this offering
circular and information that Bowater subsequently files with the SEC will automatically update
and supercede the information in this offering circular and in Bowater’s other filings with the
SEC. We incorporate by reference the documents listed below, which Bowater has already filed
with the SEC, and any future filings Bowater makes with the SEC under Sections 13(a), 13(c),
14 or 15(d) of the Securities Exchange Act until the offering of the Notes contemplated by this
offering circular is terminated:

+ Bowater's Annual Report on Form 10-K for the year ended December 31, 2000 (including
Amendment No. 1 to that report);

« Bowater’s Quarterly Reports on Form 10-Q for the quarters ended March 31, 2001
(including Amendment No. 1 to that report) and June 30, 2001;

» Bowater’s Current Reports on Form 8-K filed on April 4, 2001, on October 9, 2001
(including Amendment No. 1 to that report filed on October 26, 2001) and on October 23,
2001; and

« The audited consolidated financial statements of Alliance Forest Products [nc. on pages
F-1 to F-32 of the prospectus included in Bowater’s registration statement on Form S-3
(Registration No. 333-62348).

You may request a copy of these filings, other than an exhibit to a filing, unless that exhibit
is specifically incorporated by reference into the filing, at no cost, and a copy of the indenture
and the registration rights agreement by writing or calling us at the following address:

Bowater Incorporated

55 East Camperdown Way

Greenville, South Carolina 29602

(864) 271-7733

Attention: Investor Relations Department

If Bowater ceases to be subject to the information requirements of the Exchange Act, we will
make available to you and any prospective purchaser of your Notes the information necessary to
permit compliance with Rule 144A in connection with resales of your notes.
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BOWATER INCORPORATED AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET _ v .

' December 31, June 30,
2000 2001
{Unaudited, in millions

: - of US dollars) -
Assets T ‘
Current assets: : ~ S : ' o

Cash and cash equivalents .:...............0....o0 0 $200 % 197
Marketable securities . ........... e 0.4 0.4
Accounts recewab!e met....... P N AP . '880.8 8361
Inventories .................. S el 1819 171.2
Other current assets . ........................... P -7~ '33.0
Total current assets. .. ... i ___615.6... 560.4

Timber and timberlands .......... ... .. ... .. ... ... . 265.2 256.2
Fixed assets, net ........ ... i 2,981.1 2,968.0
Notes receivable . .................... S L0 14800 —
Goodwill .......... P e - 8668 - 8549
Other assets ...................... U . 1204 1504

'$5,0041.  $4; 789 9

Liabilities and Shareholders Equrty
Current liabilities: :

Current installments of long- term debt veeeee % 14140 % 1039
Short-term bank debt ............... e e 485.0 . 489.6
Accounts payable and accrued liabilities .............. ... ... . ..... 314.7 250.0
Income taxes payable ...............oooeiiiee i — 11.6
Dividends payable ......... .. ... ... ... . .. 10.3 10.1
Total current liabilities .. .................... ... ... ... ....... 951.4 865.2
Long-term debt, net of current installments .......................... 1,304.7 1,228.3
Other long-term liabilities ............ e e e 319.2 224.8
Deferred iNCOmMe taXeS ... .......oouiiiniie e 508.1 550.0
Minority interests in subsidiaries ............... ... ... . ... ... ... .. 123.6 83.0
Commitments and contingencies ...............covueiunennnennn ... — —

Shareholders’ equity:
Common stock, issued 62,028,167 and 61,913,626 at June 30, 2001 _ '
and December 31, 2000, respectlvely ............................ 61.9 62.0

Exchangeable shares, outstanding and held by non-affiliates
1,199,550 and 1,304,541 at June 30, 2001 and December 31, 2000,

respectlvely ................................................... 63.5 684
Additional paid-in capital ............. ... . . ... ... 1,367.1 1,373.5
Retained earnings .......... .. ... ... .. . . 809.6 845.2
Accumulated other comprehensive income (loss) .................. (18.0) (19.5)
Treasury stock, @t COSt. ... ... .. (487.0) (487.0)

Total shareholders’ equity .................................. 1,797.1 1,832.6

$5,004.1 $4,789.9

See accompanying notes to consolidated financial statements
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BOWATER-INCORPORATED AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CAPITAL ACCOUNTS
For The Six Months Ended June 30, 2001

Balance at December 31, 2000 ...
Netincome................... ...

Retraction of exchangéable'shares

(104,991 common and '
exchangeabie shares) .........

Dividends ($0.40 per share) .....

Stock options exercised (9,550
shares) .......................

Tax benefit on exercise of stock
options .......................

Stock option compensation.. .. .. ..

Pension plan additional minimum
liability ... .................. ...

Unrealized gain {loss) on hedged

transactions . ..................

Foreign currency translation

adjustment . ................... :
Balance at June 30,2001 ........

Accumulated
Additional . Other
Common Exchangeable Paid-in Retained  Comprehensive Treasury
Stock Shares Capital Earnings Income (Loss) Stock
(Unaudited, in millions of US dollars except per share amounts) ‘
$61.9 $63.5  $1,367.1 $809.6 $(18.0)  $(487.0)
0.1 (5.1) 5.0 —_ = —
— — 0.1 — — —
— — 1.1 — = —
— — — — (0.2) —
- — - — (1.0) —
= - = = (08) =~ —]
$62.0 $58.4 '$1,373.5  $845.2 $(19.5)  $(487.0)

See accompanying notes to consolidated financial statements
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BOWATER INCORPORATED AND SUBSIDIARIES
' CONSOLIDATED STATEMENT OF CASH FLOWS

Six Months Ended

“ June 30,
- 2000

June 30,
2001

" (Unaudited, in millions.
’ of US Dollars) -

Cash flows from operating activities:

* i See accompanying notes to consolidated financial statements -
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Net INCOME. .. et e $ 509 § 563
Adjustments to reconcile net income to net cash provuded by operatlng L
activities: _ _ Co o o
Depreciation, amortlzatlon and cost of timber harvested e 142.3 1561.6
Deferred iNCOMe taxes ... ... ..ot it i i e - 165 29.8
Minority interests in net.income (Ioss) of subS|d|anes e PR L (0.1). 34.3
Net gain on sale of assets................. P P S PO L. (3.3) (79.2)
Payments -on maturity of hedging. contracts R P — - (9.3)
Changes in working capital: o E e R v
Accounts receivable, net ............. SN N ea e - (40.3) 44.7
Inventories ... i e e e e I - (8.2) (9.3)
Accounts payable. and accrued Ilabllmes D 2 A i riie.. - (19.4) (47.9)
Income taxes payable ... .............. e EERR e (2.0) 19.8
Other,net...........,.... i e e (8.2) - (10.5)
Net cash from- operatmg activities .. ......... S R L 128.2 -180.3
Cash flows from invésting activities: e N
- Cash invested in fixed assets, timber and tlmberlands = Srellooll ool T (112.8) 0 (115.0)
Purchase of assets previousiyleased :............. LAy 242y —
Disposition of fixed assets, timber and’ timberlands ... 7 oL Lo B2 —_
Froceeds from sale of note receivable.................. T S — 122.6
Cash paid on maturity. of economic.hedging contracts e e - - {(12.9) —
Cash. invested in marketable securities .. ... e e Lo (B0.7) —_
Cash from maturlty of marketable securities ...... ceeaen e 52.5. —
Net cash from (used for) investing activities....>... ... .. e v {(1421) 7.6
Cash flows from financing activities: o S
Cash dividends; including’ minority mterests LA e s (217) 0 (85.8)
Purchase of common stock.........0........ R S L9214y s =
Short-term-financing .....%. ... .. SOOI S e - 279.4 459.2
Short-term financing repayments......... P S, e veseaees - {1263) i (454.6)
Long-term financing. .. ...ovvnoi it [ e S 0.4 . —
Purchases /payments of Iong term debt .......... e e (80.9).  (107.4)
Stock options exercised.......................... e e Ceeve. 18 0.2
Other..................... FE e S ¢ X —
Net cash from (used for) flnancmg activities. ... .......... T 52 (188.2)
Net decrease in cash and cash equivalents .............................. (8.7) (0.3)
Cash and cash equivalents at beglnnmg of year ... 247 20.0
Cash and cash equivalents at end of period ..., . ..., e, $0 160 0§ 197
Supplémental Disclosures of Cash Flow Informatlon ' B B .
Cash paid during the period for: ' - : Sl
Interest, including capitalized interest of $5.8.and $1.2................... § 677 $ 899
Income taxes............... . PR e S $ 226 §. 13.1




BOWATER INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. The accompanying consolidated financial statements include the accounts of Bowater
Incorporated and- Subsidiaries as of June 30, 2001. The consolidated balance sheets, statements
of operations, capital accounts and cash flows are unaudited. However, in the opinion of our
management, all adjustments (consisting of normal recurring adjustments) necessary for fair
presentation of the interim financial statements have been made. The results of the interim period
ended June 30 .2001 are not necessarlly indicative of the results to be expected for thé full year.

2. In the second quarter of 2001, Bowater recogmzed a net pre-tax gain on the sale of
assets of $85.0 million. In the fourth quarter of 1999, Calhoun Newsprint Company (CNC), a
majority-owned subsidiary of Bowater, sold approximately 140,600 acres of timberlands in North ‘
Carolina and South Carolina for proceeds of $173.2 million (before expenses of $1:1 million}.

"CNC recsived $26.2 million-in cash and $145.9 million-in notes. We recorded the transaction as
“an instaliment sale and had remaining deferred pre-tax gains of approximately $95. 0 miliion. In
the second quarter of 2001, we sold the $145.9 million notes receivable for net cash proceeds" of
$122.6 million, met the requirements for full accrual and recorded a net pre-tax gain of: $84.5°
million. The net pre-tax gain was comprised of the $95.0 million previously recorded deferred
pre-tax gains and a $10.5 million loss on the sale of the notes-receivable. The $10.5 million loss
-on the sale of the notes receivable was based on the original ‘carrying amount of the notes,
allocated between the assets sold and the retained interests based on its relative fair value at the
date of the transfer. The principle variable-in determining the fair value of future expected ¢ash
flows of the retained interest is the discount rate as it consists; of two. individual notes- with a low
level of credit risk, contractually due in 13.5 years and not subject to prepayment The discount
rates used for the two lndwrdua! notes were 7. 36% and LIBOR plus 0.89, respectrvely The

balance sheet. A leldend of $60.1 mllhon was paid to the. mrnorrty sharehoider of CNC

In April 2001, Bowater reached a final settiement of certain matters regardlng the sale of
Great Northern’ Paper, Inc. (GNP) to Inexcon Maine, Inc. (Inexéon). ‘As a'resuit, we: recognlzed
a pre- -tax charge ‘of $5.8 miliion, or $.07 per diluted share after tax, in the first quarter of 2001

During the first six months of 2000, we sold fixed assets. resu!tmg in a pre-tax galn of $3 3
million, or $.04 per diluted share after tax.

. 3. Restructuring and environmental liabilities were recorded in connectlon wrth the 1998
acqursrtlon of Avenor Inc., the related closure of the Gold River pulp mill and the sale of the: -
Dryden white paper mill. During the first six months of 2001, we made payments against the ... -
-reserves of $0.4. million and reduced the reserves by $0.2 million due to foreign exchange o

~ As of June 30, 2001, the remaining accrual for the above items is $17.2 million. Of this
remaining accrual, $3.0 million is included in **Accounts payable and accrued Ilablhtles” and $14 2
million is mcluded in ‘‘Other long-term liabilities” in the Consolidated Balance Sheet. As of
June 30, 2001, ‘the cash requirements related to these liabilities are expected to be $3.0 miliion
during the balance of 2001 -and $14.2 million related to env;ronmental matters in 2002 and -’
:beyond. s e

4, During the first six months of 2001, the Board of Drrectors of CNC declared dwrdends of
$139.4 million."As a result, $68.3 million was paid to the minority shareholder. in the first six -
months of 2000, the Board of Directors of CNC ‘declared dividends of. $12 5 million, resultmg ina
payment of $6.1 million to the minority shareholder. : R e

* 5. Bowater is involved in various legal proceedmgs relatmg to contracts, commercral
disputes, taxes, environmental issues, employment and workers’ compensation claims, and other
maiters. We periodically review the status of these proceedings with both inside and outside

F-6




BOWATER INCORPORATED AND SUBSIDIARIES
NOTES TO. CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

counsel. Qur. management believes that the ultimate disposition of these matters wili not have a
material adverse effect: on our operations or our financial condition taken as a whole. -

8. No stock purchases were made in the first six months of 2001 under the stock
repurchase program authorized in May 1999. During the first six months of 2000, we purchased
1.9 million shares:of our common stock for $92.1 million.. Since the beginning of this program, we
have purchased a total of 3.2 million shares of our common stock at a total cost of $155.5
million. R o . ~ : e L -

7. “Other, net” in the Consolidated Statement of Operations includes the following:

Six Months Ended
June 30, 2000 June 39, 2001
: o T : : S ) " (In millions) -~ e
Foreign exchange loss ......... P e ©$5.3 - 5 6.6

“Miscellaneous (income) expense ............. [T o s - (.7)
$5.8 $ 5.9

Bowater’s foreigri exchange Ioés is primarily driven by,_th_e revaluation. of unhédgéd foreign .
denominated Iiabiliﬁes_ into US dollars plus the ineffective portion of our cash flow hedges. -

8. The calculaﬁon of basic and diluted 'ea'rnings pér share is as follows:

Six Months Ended
June 30, 2000 = . June 30, 2001
{In millions, except per share

amounts)
‘Basic Computation: _ A a
Netincome ................... e $60.9 . $56.3 .
Basic income available to common shareholders . ......... $50.8 $58.3
Basic weighted average shares outstanding.. ... .. e 53.0 v 51.6 .
Basic earnings per common share ....................... - . %09 - $1.09 -

Six Months Ended
June 30, 2000 June 30, 2001

(In millions, except per share
amounts)

Diluted Computatiqh: ) _ . o e
Diluted income available to common shareholders .. .. ... .. $509  $56.3°

Basic weighted average shares outstanding............... 530 ° 5186
Effect of dilutive securities: ' o o
Options .......icoiviiiiie B 05 04
Diluted weighted average shares outstanding..... PP 83.5:- ... - .520..
Diluted earnings per common ;. ......... s e $0.95. - . . . $1.08.

9. Segment Information: , e , - cin L
Bowater has three reportable segments: the Newsprint Division, the Coated Paper
- Division and the Forest Products Division. o e _ :
= The Newsprint Division is responsible for the manufac_turing oper,ations'df‘eight sites in 'the-

-~ United States, Canada and South Korea. It is also responsible for the woridwide marketing -
- of newsprint:and uncoated groundwood specialties. - - T
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BOWATER INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

+ The Coated Paper Division is responsible for one manufacturing site that produces coated
- groundwood paper, newsprint, market pulp and uncoated groundwood specialties and
operates a coating facility, both in the United States. This Division is responsible for the
worldwide marketing and sales of coated groundwood paper. o

* The Forest Products Division operates three sawmills and manages 1.8 million acres of
owned and leased timberlands in the United States and Canada, as well as 14.1 million
acres of Crown-owned land in Canada on which we have cutting rights. This Division sells
wood fiber to the Newsprint and Coated Paper Divisions, as well as markets and sells
timber and lumber to third parties in-North America. ' ‘

The Pulp Division-has ‘marketing and sales responsibility for all of our market pulp products;
however, the financial results from these sales are included in both the Newsprint Division and
the Coated Paper Division, depending upon which site manufactures the product. The Pulp -
Division’s administrative expenses are included in “Corporate & other eliminations.” Accordingly,
no separate results are reported for this Division.

The following tables summarize information about segment profit and loss and segment
assets for the six months ended June 30, 2001 and 2000: o '

Six Months En‘ded June 30, 2061

s Coated . Forest
Newsprint Paper Products Other Corporate &

- s Division Division Division ltems Eliminations Total
Sales — including. internal ‘

sales..................... $ 9119 $2551 $1803 .$ — $ — $1,347.3
Elimination of intersegment

sales ............ ... — — —_— — (157.2) (157.2)
Sales-including internal ' '

sales............ PP 911.8 2551 180.3 — (157.2)  1,190.1
Segment income (loss)...... 151.6 22.8 (2.3) 79.2 (22.0) 229.3

Total assets at 6/30/01 ..... $3,441.9 $608.1 $3755 $ — $ 364.4 $4,789.9

Six Months Ended June 30, 2000

Coated Forest
Newsprint- Paper Products Other Corporate &
Division Division Division [ems Eliminations Total

Sales — including internal

SAIGS ..o srs e, $ 8357 $286.1 $2206 $— $ —  $1,342.4
Elimination of intersegment : o _ ‘
SAIES ...\ —_ — —  — . (1719) (171.9)
Sales-including internal S
sales....................L 835.7 286.1 220.6 — (171.9) 1,1705
Segmeht income (loss) ...... 102.2 62.3 17.8 33 (39.9) -~ 1457
Total assets at_ 6/30/00 ...... $3,126.3 $508.2 $507.7 $— $ 4357 “$4,576.9

.[n the second quarter of 2001, Bowater recognized a net pre-tax gain on the sale of assets
of $85.0 million. This gain is primarily the. result of the sale of a note receivable and recognition
of deferred income (previously in Other Long-term Liabilities), related to a 1999 instaliment sale
of timberlands. The pre-tax gain on this sale was $84.5 million ($19.2 miltion after tax and
minority interest). Other net gains on assets sales of $0.5 million were recorded in the second
quarter-of 2001. In April 2001, Bowater reached a final settlement in connection with the sale of
GNP to Inexcon. As a result, we recognized a $5.8 million pre-tax charge in the’ first quarter of
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BOWATER INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

2001. For the first six months of 2000 the other item relates to a pre- -tax galn on sale of fixed
assets of $3.3 million. e .

The line entitled “Segment income. (Ioss)" in the precedmg tables is equal to “Operatmg
income’ as presented in our Consolidated Statement of Operations. In addition, none of the
income/loss items following ‘“‘Operating income’™ in our Consolidated Statement of Operations
are allocated to our segments, since they are reviewed separately by Bowater's management.
These items include, but are not limited to, interest income and expense, provision for income tax
expense, and minority interests in net income (loss) of subsidiaries.

10. Effective January 1, 2001, Bowater adopted Statement of Financial Accounting Standards
No. 133, “Accountlng for Derivative Instruments and Hedgmg Activities”, as amended
(SFAS 133). SFAS 133 establishes accounting and reporting standards for derivative instru-
ments and hedging activities and requires that we record all derivatives as either assets or
liabilities in the balance sheet at fair. value. There were no transition amounts recorded upon the
adoption of SFAS 133.

Bowater utilizes certain derivative instruments to enhance its ability to manage risk relatmg
to cash flow exposure. Derivative instruments are entered into for periods consistent with related
underlying cash flow exposures and do not constitute positions independent of those positions.
We do not enter into contracts for speculative purposes; however, we do have commodity and
currency option. contracts that are not accounted for as accounting hedges. On the earlier of the
date into which the derivative contract is entered or the date of transition, we desrgnate the
derivative as a cash flow hedge.

A &gmftcant portion of our operating expenses is paid in Canadian dollars at our Canadian
mill sites. To reduce our exposure to differences in the US and Canadian dollar exchange rate
fluctuations, we enter into and designate Canadian dollar forward contracts to hedge certain of
our forecasted Canadian dollar cash outflows at the Canadian mill operations. :

Changes in the derivative fair values that are designated effective and quallfy as cash flow
hedges will be deferred and recorded as a component of “Accumulated other comprehensive.
income (loss)’’ until the underlying transactlon is recorded in earnings. When the hedged item
affects earnings, gains or loSses are reclassified from *Accumulated other comprehensive .
income (loss)” to the Consolidated Statement of Operatlons on the same line as the underlymg
transaction (cost of sales) The meffectwe portion of a hedgmg denvatnve 3 change in fair value
is recognized immediately in earnings.

During the first six months of 2001, we recorded the change in value related to cash flow
hedges amounting to a loss of $4.8 mitlion ($3.0 miltion, after tax) in ‘‘Accumulated other
comprehensive income (loss).” Of this amount, $3.1 million ($2.0 million, after tax) was
reclassified from “Accumulated other comprehensive income (loss)” to earnings, which was
offset by net gains on the items being hedged. During the first six months of 2001, with the
exception of the time value element of the hedging instruments, amounts that related to the
ineffectiveness of our hedging instruments were 1nsngmﬁcant We expect to' reclassify a $3.1
million loss ($1.9 million, after-tax) from "“Accumulated other comprehensive income (loss)” to -
earnings during the next twelve months.as the hedged items. affect earnings.

We formally document all relationships between hedging instruments and hedged items, as
well as our risk-management objectives and strategies for undertaking various hedge transac-
tions. We link all hedges that are designated as cash flow hedges to forecasted transactions. The
maximum time period we have hedged. transactions is two years. We also assess, both at the -
inception of the hedge and on an on-going basis, whether the derivatives that are used in
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BOWATER INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — ( Continued)

Liability (Asset) -~ Range of *
—27Y (Asset) -

" Notional - Fair - US$/Canadians -
oo . o Amount of Carrying  Market - .Exchange ...
Foreign Currency-Exchange Agreements ) : Derivatives " - Amoq_n’t : \(alue Rates
o > : ) — : “(in millions) " —
Buy Currency: S
-Canadian dollar ' o
Duein 2001 ... .. . . e, - $193.0 $(0.1) $(0:1) .6565-.6546
Duein 2002 ... . .. e e © - 367.00 . 314 3.1 .8545-.6524 -
Due in'2003 ...... ... e, ~138.00 _(0.7y - (0.7)  .6524-6516 -
- Total........ e - %6880  $23  $23 .6565-6516 |

commodity forward. contracts are due in 2001.

In May 2001, we purchased $250 million of Canadian dollar option "cont'ract_s_:to cover the
cash portion of consideration to be paid to the shareholders of ‘Alliarice Forest Products Inc. -
(AFP) in connection with the pending acquisition of AFP by Bowater. Related to thes'e_ontion_s,
we paid a premium of $0.6 million, which is being amortized over the life of the options. These -

options are due in August 2001. Subsequent to June 30, 2001, we settled the Canadian doliar
options resulting in a pre-tax loss of approximately $0.4 million. ‘ ‘ '

11, In the Consolidated Balance Sheet as of June 30, 2001, the line.entitled “Accumulated
other comprehensive income (loss)” includes $(1.7) million for cash flow hedges, $( 17.2).
million for pension plan additional minimum liabilities; $( 8.1) million for foreign currency - .
translation, and $7.5 million for taxes., SRR

- 12, Certain priorﬁyeaf“é;rﬁodh"ts; in the financial :'s;t'at_erhen'ts and the notes have been
reclassified to conform to the 2001, presentation. " - , L o

13. During the first six ménths of 2001, Bowatef recognized a pre-tax charge of $5.5 million’
due to pine bee_tiefda_mage- to its woodlands. The continuing drought in the U.S. Southeast is -
contributing to, conditions that aliow the southern pine beetle to flourish and expand the range of
its- infestation. We have incurred pre-tax charges aggregating approximately $13.0 million over -
the past four Quarters as g result of beetie damage. Ii there is no change in’conditions, we. may .
incur additional beetle,damage. , oy R G B
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BOWATER INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued) .

14. In Aprli 2001 Bowater announced the signing of a deflnltlve agreement by whnch
Bowater will acquire all of the outstanding shares of Alliance Forest Products Inc. (Alliance).
Under the terms of the agreement, Bowater will pay C$13.00 in cash plus 0.166 shares of
Bowater stock for each Alliance common share based upon. the average trading price for twenty
days prior to the agreement, which results in an implied per share. value of C$26 for each
Alliance common share. The acquisition will be accounted for in accordance with Statement of
Financial Accounting Standards No. 141, “Business Combinations™ and for accounting purposes,
the transaction will be valued based on the price of Bowater's shares a few days before and.
after the transaction date. Alliance shareholders may choose to receive shares of Bowater
common stock or, Canadlan listed shares of a Bowater Canadian subsidiary, which are
exchangeable, on a one- for-one basis, at any time into Bowater shares. The exchangeable.
shares have votmg and dividend rights substantlally equivalent to those of Bowater common_
shares. The aggregate value of the transaction, including assumed debt, is approximately C$1.2
billion (U.S. $770 miliion, as of April 2001). The boards of direciors of both companies and the
shareholders of Alliance have approved the transaction. Approvals have also been received from
Canadian reguiatory authorities. Bowater is currently respondmg to the Umted States Department
of Justice’s request for addltlonal information. Sub]ect to0,the expiration. or termination of any
applicable waltlng penod under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as
amended.- Bowater now expects to close the purchase near the end of the third quarter of 2001.
If the transaction does not close by September 30, 2001, Bowater or Alliance may termma’te the
transaction without penalty in accordance with the definitive agreement.




MANAGEMENT’S STATEMENT OF RESPONSIBILITY

The management of Bowater is responsible for the information contained in the financial
statements and in the other parts of this report. The accompanying consolidated financial
statements of Bowater Incorporated and Subsidiaries have been prepared in accordance with,
accounting principles generally accepted in the United States of America. In preparing these
statements, management has made judgments: based upon available information. To ensure that
this information will be as accurate and factual as possible, management has communicated to

all appropriate employees the requirements for accurate recordkeeping and accounting. '

We maintain a system of internal accounting controls designed to provide reasonable
assurances for the safeguarding of assets and the reliability of financial records. The system is
subject to continuous review through a corporatewide internal audit program with appropriate
management follow-up -action. Management believes that through the careful selection of o
employess, the division of responsibilities and the application of formal policies and procedures,
we have an effective and responsive system of internal accounting controls. |~ '

~ Our independent auditors, KPMG LLP, are responsible for conducting an audit of our
consolidated financial statements in accordance with auditing standards generally accepted in the
United States of America and for expressing their opinion as o whether these consolidated
financial statements present fairly, in all material respects, the financial position, results of '
operations and cash flows of the company and its subsidiaries in conformity with accounting
principles generally accepted in the United States of America. Their report appears on the”
opposite page. ' ' o C

There is an Audit Committee of the Board of Directors composed of three nonemployee
directors who meet regularly with management, the internal auditors and KPMG LLP to discuss
specific accounting, reporting and internal control matters. Both the independent auditors and
internal auditors have full and free access to the Audit Committee.
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INDEPENDENT AUDITORS’ REPORT

The Board of Directors and Shareholders of Bowater incorporated:

‘'We have audited the accompanying consolidated balance sheet of Bowater Incorporated and

Subsidiaries as of December 31, 2000 and 1999, and the related consolidated statements of
operations, capital accounts and cash flows for each of the years in the three-year period ended
December 31, 2000. These consolidated financial statements are the responsibility of the
company’s management. Our responsibility is to express an opinion on these consolidated
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in.the
United States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the-amounts and
disclosures in the consolidated financial statements. An audit also includes assessing the - - '
accounting principles used and significant estimates made by management, as weill as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all -
material respects, the financial position of Bowater Incorporated and Subsidiaries at Decem-
ber 31, 2000 and 1999, and the results of their operations and their cash flows for each of:the
years in the three-year period ended December 31, 2000, in conformity with accounting principles
generally accepted in the United States of America. ‘ ' C

/s! KPMG LLP

KPMG LLP -
Greenville, South Carclina
February 16, 2001
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CONSOLIDATED STATEMENT OF OPERATIONS
Years ended December 31,
1998 - 1999 - -2000
) - {In I'IIl"lOllS, except per-share amoums)
Sales....... A T .. $2,1427 $2,311 7 » $2, 500.3
Cost of sales, excluding depreciation, amortization and cost -
of timber. Y U . 11,4222 1,625.2 . 1,549.9
Depreciation, amortization and cost of tlmber harvested ..... 2206 .. 300.2 .295.2
DiStriDULION COSTS o\ vt it 147.7 177.0 - . . 166.6
Selling and admlnlstratlve expense ......... vt 826 . 987 132.6
impairment of assets......... ooy e T 1196 92.0 —
Net gainon sale of assets................... AP PP By 225.4 7.3
Operating income ............ AP ~oo1e2.1 ¢ 244.0 - '363.3
Other expense {(income): . : : S
INterest iNCOME . ... ieiieeiaaeeneee s e ‘ {(17.5} (7.7) -~ (15.6)
interest expense, net of capltallzed interest ............... 98.4 126.7 135.2
0 1 T 1 = ST R T R R 65.6 (30.8) 4.5
Income before income taxes and minority interests ........ 15.6 - 155.8 239.2
Provision for income tax exXpense ... ... ccovvieeinentes ... 289 - 715 703
Mmonty interests in net income of subsndlanes .............. 82 5.6 - 95
NEtiNCOME (I0SS) . ..vvvreennnneeeaannnmeeeaanneeesns - (18.5) 787 1594
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustments ................. (4.1) 2.8 (1.4)
Minimum pension liability adjustments, net of taxes of $0.9, ' .
$5.0 and $(6.0), respectively ..ottt (9.3) 7.8 1.7
Comprehensive income (loss) ... $ (31.9) $ 893 $ 1597
Earnings per share: -
Basic earnings per common share:
NEet iNCOME (10SS) .. v vvver e e enae s $ (044) $ 143 % 3.05
Average common shares outstanding ................c.0n 478 54.2 52.3
Diluted earnings per common share:
Net income (I0SS) ... vovrnr e . % (0.44) & 141 $ 3.02
Average common and common equivalent shares
OUESANAING ..o vvv v er e eie i 47.6 55.0 52.8

See accompanying notes to consolidated financial statements.
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CONSOLIDATED BALANCE SHEET
At December 31,

1999 2000
(In millions, except share
amounts )

Assets .

Current assets: - o
Cash and cash equivalents .................... S $ 247  $ 200 "
Marketable securities ................ e ' 219 .~ .04
Accounts receivable, Net . ... ...t e 3143 . .. 3808 . .
Inventories . .........coeiiiianiinns PN 1454. . - 1619 - -
Othercurrentassets ..........oooiiiiii e, e 46.0 . ,52'5..'.' o

Total CUITENt @SSeES . . ..o\t v oo e i ieet e aeae s 5325 6156 ..
Timber and timberlands .............. ... ... e 283.2 265.2.7 -
Fixed assets, Net .. o . it e ittt 25813 29811
Notes receivable............... ...t [N 146.0- . . 1471
Goodwill ......... . e e e 8706  '866.8 =
Ol @858S ..o i ittt i e e ' 1386 ... . 1283 . .

Total @ssets ... . ... e . $4,552.2- . :$5,004.1.-

Liabilities and shareholders’ equity ' ' S

Current liabilities: : : . S
Current instaliments of long-term debt. . ......... it ... % 3BB - %1414 .

-Short-term bank debt . .... PP 15.0 485.0
Accounts payable and accrued liabilities . ... 3364 . 3147
Dividends payable ... ... .. R 10.9 103

Total current fiabilities . ................... . . _-3978 . 9514
.Long-term debt, net of current installments ......................... 1,454.6 1,304.7 . .
Other long-term liabilities . ........... .. .o 326.1 - - 3819.2. -
Deferredincome taxes . ....c.ovvevieniniiiinviennnns e Y. 481.4 - 508.1
Minority interests in subsidiaries ..o 1215 1236 =
Commitments and contingencies . .. .. [ e — L=

Shareholders’ equity: _
Common stock, $1 par value. Authorized 100,000,000 shares; issued
61,013,626 and 60,828,440 shares at December 31, 2000 and 1999, : R T,
TESPECHVEIY . . ... i e e e . 60.8 .- 819 .
Exchangeable shares, no par value. Unlimited shares authorized; - R

outstanding and held by non-affiliates 1,304,541 and 2,164,377 at L
" .December.31, 2000 and 1999, respectively ..0........0......... ... "105.4 - 835
Additional paid-in capital ............ [P e .. 13154 - 1,367.1 0 -
Retained earnings - i, v viiiiinn i e .691.8 8096 . .=
Accumulated other comprehensive income (loss) ......... s o (18.3) o o (18.0) e o
Loan to ESOT .t ittt e ettt e e (0.7) -~ — "7
Treasury stock at cost, 11,635,850 and 9,512,499 shares at ' L
December 31, 2000 and 1999 respectively ............ ... ..ot . (383.6) . . _(487.0) "
Total shareholders’ equity ......... .. ... . ... i, 1,770.8 179717 oo
Totai liabilities and shareholders’ equity............ e - $4,552.2° $5,004.1
: See .accompanying notes to consolidated financial statements. l
; !
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CONSOLIDATED STATEMENT OF CAPITAL ACCOUNTS

Series C Accumulated
Cumulative Additional Other
Preferred Common Exchangeable Paid-in  Retained Comprehensive Loanio Treasury
Stock Stock Shares Capital Earnings Income (Loss): ESOT Stock
: (In millions, except share amounts) ‘
Balance at December 31,1997 ............... $25.5 $449 § — $ 5631 $717.0 $(15.5) $(4.5) $(176.3)

Netloss ... ..o i, —_ — — — . .(185) . . — — —
New issuance of stock (12,301,286 common ' . :

and 3,773,547 exchangeable shares) ........ — 12.3 183.6 586.4 — — —_— —
Retraction of exchangeable shares (1,503,022 ' : I

common shares issued and exchangeable IR

sharesretracted)................ ... . ... —_ 1.5 (73.1) 71.6 — C—_ L= —
Debt conversions to exchangeable shares

(5505 shares) .......ovivviii i, _ 0.3
Dividends omn: ]

Common ($0.80 per share) ................. . —

Series C ($8.40 per share) ................. —_
Reduction in loan to ESOT ...... e — — i
Foreign currency translation .. .... i — —_ —_ T (41) — —
Stock options. exercised (249,800 shares) ..... — —
Tax benefit on exercise of stock options ....... —_ —
Pension plan additional minimum liability, net of o

tax benefitof $6.0................. .. ... —_ - (9.3 7 — —_
Purchase of common stock (2,441,100 shares) — — — — {98.1)

Balance at December 31,1998 ............... $255  $59.0 $110.8  $1,230.2 $657.4 $(28.9)  $(2.6) $(274.4)

NetinCOMe ...\ ... iiieiriiereninirnnnns : — — - - 77 = - -

New issuance of exchangeable shares ‘
(1,358,620 shares) ................ ... ... —_ — 7 862 — — = e —

Retraction of exchangeable shares (1,471,273

common shares issued and exchangeable

sharesretracted)}........................... —_ 15 (71.8)° 701 - — = — —
Redemption of Series C preferred stock B

(264,318 shares) ...........ccvvvveniininnn (25.5) —
Dividends on: i

Common ($0.80 per share) ................. — —

Series C ($0.56 per share) ................. — —
Reduction inloan to ESOT .................... - —
Foreign currency translation................ e —_ Ce—
Stock options exercised (375,169 shares) ..... - 0.3
Tax benefit on exercise of stock options ....... — —
Pension plan additional minimum liability, net of : T EEE

taxes of $5.0. ... ... .o i i — — — — 7.8 - - —
Purchase of common stock (2,468,969 shares) - = — — —- — _(108.2)

Balance at Decemnber 31, 1999 ............... $ —  $608  §1054  $1,3154 $6918. $(183) . $(0.7) $(383.6)

Netincome ..................... P — — — . 1884 . - — — —

Retraction of exchangeable shares (859,836 ;
common shares issued and exchangeable . R
shares retracted) . ................ .. .. ... —_ 0.9 . . (41.9) - 410 - — — . —

(@9 - - —
22) . — —
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Dividends on:

Common ($0.80 per share) ................. — —
Reduction in loanto ESOT .................... — — — —
Foreign currency {ranslation................... — — —_ —_— = - {1.4) —
Stock options exercised {225,350 shares) ..... — 0.2 —_ 6. i
Tax benefit on exercise of stock options ....... —_ — —_ 1
Pension plan additional minimum liability, net of :

taxes of $0.9... ... ...l 1.7
Stock option compensation ................... — — 2.2 — — — —
Treasury stock used for dividend reinvestment ]

plans (2,649 shares) ....................... _ -— — — — — — 0.3
Purchase of common stock (2,125,900 shares) —_ — — — — — — {103.7)

Balance at December 31,2000 ............... $ — $61.9 % 63.5 $1,367.1 $809.8 $(18.0) $ — ${487.0)

l

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS

Years ended December 31,
1998 1999 2000
(In millions) o

Cash flows from operating activities:

Net NCOME (I085) .. .. o e et e e aan ettt rar e sens $ (185) §$ 787 $ 159.4
Adjustments to reconcile net |ncome to net cash provided by operating v . -
activities: : . :
Depreciation, amortlzauon and cost of timber harvested. .. .......... .. 2206 . 3002 2952
Deferredmcometaxes....;.'..................._...........; ...... .. " (338)° " 55 329
B Mlnonty interests in net incorme of subsidiaries........... e T 8.2 58 95
Netgainon sale of assets ...........covvviriniieiimninienn (21.1) ' (225.4) ¢ (7.3)
Write-down of assets due to impairment............cocioiiiiiiiene 119.6 92.0 o —
Write-down of OptON CONFacts ... ...ovevivinir i 227 — —
Reserve for long-term note receivable............cocoiiiiiineenn 15.0 C— .=
Changes in working capital: . o
Accounts receivable, net ... e 52 128. - (53.8)
INVEMIOTES « .« o e v e e e e e e e e evemsaen s a s o e .. 138 59 0 (T 6)
" Accounts payable and' accrued liabilities .. ........ e e (39.3} - (1108) . 5.1
Income taxes payable. ... ..o e S (27.9) - . (3.0) . -(15.4)
L0117 i 1= SR R R U e 01 - (145) {1.6)
Net cash from operating activities................ S 27441 - 147.0 416.6
Cash flows from investing activities: o S ' o
Business acquUISItioNS .. .. ..oooiie i .. (876.0) — (390.0)
Cash invested in fixed assets, timber and timberlands ................. (223.2) . (198.5) - (283.2)
Purchase of assets prewously JEESEA ot veieinea s .- — (24 2)
Business-dispositions : .. .ot i as U S -.5325.  -..108.0 ..
Disposition of fixed assets, timber and tlmberiands .................... 338 - 3875 - 7'.0
Cash mvested in option contracts . . ... ... i S - (22.7) - =
Cash paid on maturity of hedging contracts........ et - (27.9) (37.4) (277}
Cash invested in marketable securities .................... P e (41.9) (10.6) - (50.7)
Cash from maturity of marketable securities .............ovoveviieenes 217.4 9.7 52.5
Net cash from (used for) investing activities . ......... e . (408.0) 258.7 (716.3)
Cash flows from financing activities: : : S
Cash dividends, including mmorlty mterests .......... e RN (62.1) {60.6) {48.3)
Purchase of common StogK .. ......ooen e e (98.1)  (109.2) . (108.7)
Short:teérm financing <. ... ... . g . S 3 0 2841 79795
Short-term financing repayments ... ... RS . [ “i (479.1) - {509.5)
Long-term financCIng . ....o.vveern et iy el g - 328 . 04
Purchases/payments of long-term debt ...l e (21.1) {27.6) (30.9}
Stock optioNs eXercised. ... ... vuviui i . 6.8 - 107 . .68
Redemption of Series C and LIBOR preferred stock . .................0 ‘ L " (26.4) —_
Redemption of 7.50%. Convertible Unsecured Subordinated .Debentures - (65.9) . —
16 0T, S R R R R R F R Ry RREEEE 1.7 19 . .07
. Net cash from (used for) ﬁnancmg actlvmes ....... e (36.5).. _(439.3) . 295.0
Net decrease in cash and. cash equivalents . .... e (170.4). . (33.6) (4.7)
Cash and cash equivalents: . : S R V o }
Beginning of year....... ... .......... Lo 2987 583 A
Endofyear.............L ...... PP R $ 583 § 247 § 200

Supp!emental disclosures of cash ﬂow mformatlon

Cash paid during the year. for: - N ' .
Interest, including capltallzed lnterest of $3 5 $4.9 and $4. 5 ..... R $ (82.1) $(1336) $(139.2)
Income taxes...... PP SR ST N UG Lt $(61.6) $ (51.8) $ (364)

Noncash investing and fmancmg actwlty
Conversion of 7.50% Convertible’ Unsecured ‘Subordinated Debentures o C e ,
into exchangeable shares ....... LU $ — . $ 662 & —

See accompanying notes to consolidated financial statements.
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BOWATER INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Summary of Significant Accountmg Policies
Basis of Presentation:

The accompanying consolidated financial statements include the accounts of Bowater
Incorporated and Subsidiaries (Bowater). These financial statements are expressed in United
States dollars except where noted and have been prepared in accordance with United States
‘generally accepted accounting principles. Al consolidated subsidiaries are wholly owned with the
' exceptlon of the foilowung S

" Percent
_ o ane’rship_ .
Bowater Mar|t|rnes INC. vennn: O B P - 14
- Cathoun-Newsprint Company (CNC) .............. S . PSRRI Y |
Bowater Mersey Paper Company Litd. ..... EE R e - 51

All srgnmcant mtercompany transactions and balances have been ehmlnated

. ‘Bowater also has a 40% interest in and is managing partner .for an unconsohdated entlty,
Ponderay Newsprint Company, which is accounted for. usung the equity method. -

Cash Equivalents:

Cash equivalents generally con3|st of direct obligations of the United States and- Canadlan
governments and their agencies, investment-grade commercial paper and ‘other short-term
investment-grade securities with original maturities of three months or Iess These mvestments
are stated at cost, which approxmates market value. : : :

Marketable Securities:

Marketable securities generally consist of direct obhgatlons of the United States and -
Canadian governments ‘and their agencies, investment-grade commercial’ paper and other short-
‘term investment-grade securities with original maturities of greater than three months but less
_than one year. These investments are considered to be held-to- -maturity. securrtles and are,”
therefore stated at cost which approxrmates market value. .

Denvatrve Fmancral ‘Instruments:

Bowater manages certain foreign currency rlsks through the use of derlvat:ve financial
instruments that may include forward exchange contracts and currency options. For derivative
instruments designated as hedges and having a high correlation with the underlying exposures

‘gains and losses from changes in derivative fair values are deferred. Gains or losses upon -
settlement of derivative positions when the underlying transaction occurs are recogn:zed in the
Consolidated Statement of Operations. For derivative instruments lacking high correlation
characteristics necessary to-qualify as hedges, gains and losses from changes in derivative fair
values are recognized in the Consolidated Statement of Operations upon. remeasurement at the_
close of each reporting period. Amounts receivable.or payable from derlvative financial "

-instruments would be reported as “'Other assets” or “Accounts payable and accrued habllmes”
and ‘‘Other long-term liabilities” in the Consolidated Balance Sheet. Bowater’s derivatives have
varlous terms, none of which exceeds two years. We do not use derivatives for tradmg purposes

The Financial Accountlng Standards Board (FASB) ‘has issued Statement of Financial
Accounting Standards (SFAS) No. 133, “Accounting for Derivative Instruments and Hedging
Activities,” as amended. This Standard requires a public company to recognize all derivatives as
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BOWATER INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued) -

either assets or liabilities in the Statement of Financial Position and measure those instruments at
fair value. Bowater adopted this Standard on January 1, 2001 There were no transrtron amounts
recorded upon adoptron of the Standard

lnventorieS'

Inventorres are stated at the lower of cost or market Cost is determlned by usmg the
average cost and Iast -in, flrst out (LIFO) methods o

Trmber and TrmberlandS'

The acquisition cost of Iand and timber, property taxes, lease payments, site preparation and
other costs related to the planting and growing of timber are capitalized. Capitalization policies
are consistent prior to and during harvesting. Such costs, excluding land, are charged against
revenue at the time the timber is-harvested, based upon annually determined. depletion rates, and
are included in the line titled “‘Depreciation, amortization and. cost of timber-harvested’” in-the -
Consolidated Statement of Operations: Depietion rates are determined based on the. capntahzed
costs and the total timber volume based: on the. current stage of the growth cycle.

Fixed Assets and Depreciation:'_f '

'Fixed assets ‘are stated at cost less accumu!ated deprec:atlon Deprecratlon IS computed
generally on the stralght -line basis. Repairs and maintenance are charged to operations as
incurred. Bowater capitalizes interest on borrowings during the construction period of major
capital projects. Capitalized interest is added to the:cost of the' underlylng assets and'is
amortized over the useful lives.of the assets. : BT .

lmpairment of Long-Lrved Assets and Long-Lrved Assets to be Drsposed of

Bowater accounts ‘for long- -lived assets in accordance wrth the provrsrons of SFAS No. 121
“Accounting for the impairment of Long-Lived Assets and Long-Lived. Assets to Be Disposed.
Of.” This statement requires that long-lived assets and certain identifiable mtang"ibles be
reviewed for impairment whenever events or changes in cwcumstances indicate that the carrylng
amount-of an asset' may not be recoverable. Recoverability of dssets to be held and uséd is -
meastired by a comparison of the carrying amount of ‘an asset to- undiscounted future net cash
flows expected to be generated by the asset. If such assets are ‘considered to be impaired, the”
impairment to be recognized is measured by ‘the amount.by which the carrying amount of the *
assets exceeds the fair value of the assets. Assets to be dlsposed of are reported at the lower
of the carrymg amount or fair vaIue Iess cost to sell.

Goodwill:

Goodwill, which represents the excess of purchase price over fair value of net assets
acquired, is amoriized on a straight-line basis over the expected period to be benefited and does
not exceed 40 years. Bowater assesses the recoverability. of this intangible asset. by determining
whether the amortization of the goodwill balance over its'remaining life can be recovered through'
undiscounted future net cash flows of the acquired operation.-The amount. of goodwill. :
impairment, if any, is- measured based on projected dlscounted future operatrng cash flows usrng

a discount rate-reflecting. our average cost of funds. S . ;
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Income Taxes:

[ncome taxes are accounted for under the asset and liability method. Deferred tax assets -
and liabilities are recognized for the future tax consequences attributable to differences between
the financial statement carrying amounts of existing assets and liabilities and their respective tax
bases and operating loss and tax credit carryforwards. Deferred tax assets and liabilities are
measured using enacted tax rates expected to be.recovered or settled. The effect on deferred
tax assets and liabilities of a change i tax rates is recognized in the Consolldated Statement of
Operations in the period that includes the enactment date. Bowatsr has not provided income
taxes on the undistributed earnings of certain of its subsidiaries, as it has specmc plans for the
reinvestment of such earnings.

' Forelgn Operat;ons‘

Financial statements of the ma;onty of Bowater S Canadlan and Korean operatlons ‘are
prepared using the United States dollar as their functional. ‘currency. Translation of the Canadian -
and Korean operations, as well as gains and losses from non-United States dollar foreign -
currency transactions; such as those resulting from the settlement of forelgn recelvables or
payables, are reported in-the Consolidated Statement of-Operations. Ce

Translation of other foreign operations to United States dollars occurs using the current
exchange rate for balance sheet accounts and an average exchange rate for results of
operations. Translation gains.or losses are recognlzed as a component of eqmty |n “Accumu-
lated other comprehenswe lncome (loss) v

Stock Opt:ons and Other Stock- Based Compensat:on

Bowater records stock option compensation on an intrinsic value basis in accordance with
Accounting Principles Board (APB) Opinion No. 25, ““Accounting for Stock Issued to
Employees.” We also provide pro.-forma disclosures of stock option compensation recorded on a
fair vaiue basis in accordance with SFAS No 123 “Accountlng for Stock Based Compensatlon ”

Pens:on, Savings and Other Postretrrement Plans

‘Bowater has contrrbutory and noncontrlbutory pensmn plans that cover substantlally all
employees Our cash contributions to-the.plans are sufficient to-provide pension benefits to
participants and meet the funding requirements of ERISA and applicable Pension Benefits Acts.in
Canada. We also sponsor defined benefit health care and life insurance plans for retirees at
certain locations. Net periodic costs. are. recogmzed as. employees render the services necessary
to earn postretirement benefits.. . S

- In addition to the pension plans, Bowater sponsors savings plans for 'substantlally all o
employees. Our contributions to these defined contribution plans are expensed as incurred.

Comprehens:ve Income {1 Loss )

--Comprehensive incomie (loss) consusts of net income (loss) fore:gn currency translation
ad]ustments and pension plan: addltlonal minimum liability adjustments and is presented in the -
Consolidated Statement of Operations. At December 31, 2000, “Accumulated other comprehen-
sive income (loss)” includes. $(16.9).-million.for pension plan additional minimum liabilities,
$(7.8) million for-foreign currency translation and $6.7 million for taxes. At December 31,1999,
“Accumulated other comprehensive income (loss)” includes $(19.5) million for pension plan- -

F-20




BOWATER INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

additional minimum liabilities, $(6.4) million for foreign currency translation and $7.6 million for"
taxes . . .

Revenue Recognition:

Bowater ships all products directly from its manufacturlng sites to a customer’s locatron or to
a customer-designated site. We recognize revenue from product sales when our customers
assume risk 'of ownership. Bowater adopted the Securities and- Exchange Commission’s Staff
Accounting Bulletin No. 101 (the “SAB’') regarding revenue recognition. The SAB réquires that'a
company recognize revenue only when all of the following criteria are met: (1) Persuasive
evidence of an arrangement exists; (2) Delivery has occurred or services have been rendered;
(3) The seller’s price to the buyer is fixed or determinable; and (4} Collectibility is reasonably
assured. Upon adoption of the SAB, there was no impact on our results of operatlons or financial
condition. : . . . .

Distribution Costs:

In-September 2000, the ‘Emerging Issues Task Force (EITF) issued EITF No. 060-10,
“Accounting for Shipping and Handling Fees and Costs”. The EITF conciuded that all amounts
billed to a customer in a sale transaction related to shipping and-handiing should be classified as
revenue. The EITF also concluded that if costs incurred for shipping-and handling are significant
and are not included in cost of sales, ‘a company should disclose both the amount of such costs
and the line item on the income statement that includes these costs. Bowater’s shipping and-
handling costs are-classified as distribution costs and presented separately on the consolidated .
statement of operations. Bowater implemented EITF 00-10 in the.fourth quarter of 2000 and.
reclassified distribution costs from a separate component of net sales to a separate component
of operatmg expenses.

Basrc and D:luted Earnings Per Share:

Basic earnings per common share is calculated assuming no ‘dilution. Drluted earnings per
common share is computed using the weighted average-number of outstanding commion shares
adjusted-for the incremental shares a’ttnbuted to drlutlve common share equwalents (stock
optlons and convertible debt}.

Enwronmental Costs:

Bowater expenses envrronmental costs related to existing conditions resultrng from_past or
current operations and from which no current or future benefit is, discernible. Expendltures that
extend the life of the related property are capitalized. We determine our liability on a site-by-site
basis and ,record a liability at the time it is probable and can be reasonably estimated.

Use of Esirmates

The preparatlon of financial statements in conformity with generally: accepted accountmg
principles requires management to make estimates and assumptions. These estimates and
assumptions ‘affect the reported: amounts of assets and liabilities and the disclosure of contingent
assets and liabilities at the date of the financial statements: In addition, they' affect the reported.
amounts.of revenues.and expenses during the reportrng penod Actual results -could differ from
these estimates and assumptions. o
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Reclassifications:
Certain prior-year amounts in the financial statements and the notes have been reclassrfled
to conform to the 2000 presentatron :
Note 2. 'Business Acquisitions‘ :

The follownng table summarlzes our business acquisitions during the past three years The
cash payments listed are net. of cash acqurred and.include fees and expenses.

1998 - 1999 . 2000

. oo . . c _ (in mﬂs)é .
Acqursatlon of Newspnnt South paper mlll e el 8 — 08— §(882.2)
Acquisition of Ignace sawmill, ... .............0......0... — — (47
Investment in PaperExchange.com ...................... — — (3.1)
Acquisition of Avenor, net of cash acquired of $118.0..... (675.0) -— —
Acquisition of South Korean newsprint mill ............... (201.0) — - " —

'--$(876 0) '.$——

$(390.0 0)

In August 2000, Bowater completed its acqwsmon of the Newsprlnt South lnc paper mlll
(Grenada mill) in Grenada, Mississippi. The total purchase price, including :assumed debt of $8.8
miflion. (fair market value of $7.9 million), amounted to $382.2 million. We accounted for the
transaction using the purchase. method of accounting. Accordingly, the-assets and liabilities of
the acquired. business were included in.the Consolidated Balance Sheet, and the operating
results were included in the Consolidated Statement of Operatlons beglnmng August 2000.

The purchase price of $382 2 million was allocated as follows:

(in umillions)

Current @ssets ... ... . i $ 216
Tlmber and tlmberlands. s S e e _ 1.5
.. Fixed assets ......... S e e < T2
Goodwill ... ... v R e . 203
Current liabilities . ............... ... .. .. ..., e it (10.8)
Long-term debt. ... .. . {(7.9)

$382.2

“The followmg unaudlted pro forma’ consolldated fmanmal results assume the acqwsmon had
occurred on January 1 of the followung years :

1999 - - 2000

. (ln mllllons)
Sales ... e $2,430.3  $2,571.4 -
Netincome ........................ e e 73.0 157.0
Diluted earnmgs per share e S .. $ 131§ 2097

~..In" November 2000 Bowater acquired the Ignace sawmill, Iocated in northern Ontano for.
$4 7 ‘million. We also: invested $3.1 million in-PaperExchange.com, a global e-business
marketplace: for the pulp and paper mdustry, aliowing us to offer newsprlnt for sale over the T
Internet. L -
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in July 1998, Bowater completed its acquisition.of Avenor Inc. (Avenor), a Canadian pulp
and paper company. The total purchase price, inciuding assumed debt of approximately.-$800.0 .
million, totaled $2.37 billion (C$3.54 billion). We paid cash of $793.0 million-and issued 12.3
million common shares and 3.8 million exchangeable shares. We accounted for the transaction
using the purchase method of accounting. The operating results of Avenor were included in the
Consolidated Statement of Operations for the period beginning July 1998. The purchase price to
Avenor shareholders, plus transaction costs and other accrued liabilities, the excess of fair value
of liabilities assumed over the historical book value, and the deferred tax effect of applying -
purchase accounting at July 1998, over the historical net assets of Avenor, was $1,528.6 million. .

Also, in July 1998, we completed the purchase of a South Korean newspnnt mlll for
approxlmately $201.0.million and prepaid a. majorrty of the current accounts payable for .
approximately $22.0 mlllion The mvestment was. recorded at cost usmg the purchase method of
accounting. :

Note 3. Busmess Drsposmons

The fo[lowmg table summarlzes our busmess drsposmons durlng the past three years The
amounts listed are the net cash proceeds from the varlous transactions.

1998 © 1999 2000

i (In millions)
Great Northern paper mill ....... e s T EE T — $108.0 $—
Dryden white paper mill ......... ... 532.5 — =

$532 5 $108.0 $—

In August 1999, we sold Great Northern Paper, Inc. (GNP) o Inexcon Matne Inc. (lnexcon)
for $250.0 million. The proceeds consisted of cash of $108.0 million (net of expenses), a note
receivable of $10.0 miliion and the assumption of certain employee-related liabilities totaling
$130.0 million. We-recorded a pre-tax loss of $47.1 million. The note receivable plus accrued
interest was payable in full one year from date of the sale. At the request of the buyer and other
creditors, the note payment of $10.0 million was deferred from August to ‘Decernber 2000.
Subsequently, Bowater conserited to a revised payment schedule Pnncnpal payments of $1 2
million were received through February 2001. o

The following table shows GNP’s sales and operating income (loss) included in the
Consolrdated Statement of Operatlons tor the 12 months ended December 31 1998 and 1999

1998 1999

_ (In mllhons)
“Sales — including internal sales ... ... Lo 85262 $2497
Operatlng income (loss)(t) ..... S U $ 417 - $(11 4)

(1) Operatmg income’ (Ioss) excludes asset lmpalrment charges of $92. 0 mllllon and $119. 6
million in 1999 and 1998, respectlvely, and- garns from tlmberland sales totahng $253 7
: mrllron in 1999. ' o

- In December 2000 Inexcon asserted certain clalms agalnst Bowater for rndemmfrcatlon .
pursuant to the purchase agreement between Inexcon and:-Bowater. The’ company is. cha]lenglng .
these claims, and the parties have agreed to arbitration,if necessary : . o
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In September 1998, we completed the sale of our Dryden white paper mill and related
assets, which were part of the Avenor acquisition, for $532.5 million. Upon acquisitlon the -
Dryden assets were accounted for as assets held for sale Therefore no galn or loss was .
recorded upon the sale of such assets R e o :

Note 4, Impatrment of Assets

In 1999, Bowater completed the sa!e of GNP, which consisted’ of the East Mllhnocket mill, the
Millinocket ill, timberlands and’ hydro facilities. Durlng the second quarter of 1999, we signed an
agreement with inexcon for the purchase of all of our assets at GNP. This agreement prompted
an evaluation of all the assets at GNP in accordance with SFAS No. 121, ‘‘Accounting for the
Impairment of Long- -Lived Assets and for Long -Lived Assets to Be Disposed Of.” Based on the
proposed sale, the assets were written down to fair value, and we recorded a pre -tax lmpalrment
charge in special items of $92.0 million.

Previously, in 1998, the Millinocket mill assets were reevaluated in. accordance with SFAS -
No. 121. We determined fair value using discounted future net cash flows. Accordingly, in the
third quarter of 1998, we recorded a pre-tax impairment charge in specidl items totaling $119.6
million, consisting of a write-down of fixed assets of $108.8 million, a mill ‘stores mventory
reserve of $7.0 mllllon and an increase to other Iong-term ilabllltfes of $3.8 million.

Note 5. Net G_ain. on Sale of Assets ; ,
) @ R ',.«199'9 ’ gpﬂ)‘

. Lo T - (In ‘millions)
Gain on sale of timberlands ............... B $211 $2725  $44
Gain on sale of fixed assets ........... .. i il T e S .. 302
Loss on sale of GNP ... et e LS s = (47.1) —

$2’1’.’1”f $2254  $7.3

Durlng the year . 2000 Bowater sold approxnmately 6,900 acres of trmberlands in the A | '_
southeastern United States for gross proceeds of. $4.7 million. We. recorded a pre- tax gain of
$4.1 million. During the first quarter of 2000, we sold fixed assets resulting in q pre- -tax gain of
$3.2 million.

In the f:rst quarter of 1999 we sold approxrmately 981 ,000 acres of tlmberlands and a
sawmill in Maine for gross proceeds of $216.5 million. We recorded a pre-tax gain of $145.4
million. :

In the second quarter of 1999, we sold approximately 650,000 acres of timberlands in Maine
for gross proceeds of $150.0 million. We recorded a pre-tax gain of $108.3 million. As part-of the
sale, approximately $56.0 million of proceeds were received in the form of a long-term note. This
note was monetized through a qualified special purpose entity (QSPE), and the cash proceeds
of approximately $51.0 million-from:the monetization are included in ‘‘Disposition of fixed assets,
timber and timberlands™ in the 1999 Consolidated Statement of Cash Flows. Netted in the gain
above is a $3.7 million loss based on the present value of discounted future cash flows of our
residual interest in the QSPE. Our remaining interest in'the QSPE at December 31;-2000; is $2.9
million based on discounted-future cash flows. We have also guaranteed a. portlon of: the debt of
the QSPE totaling apprommately $12.7 million. - . . L . '
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In the fourth quarter of 1999, CNC, a majority-owned subsndlary of Bowater, sold
approximately 140,000 acres of timberlands in North Carolina and South Carolina for proceeds of
$173.2 million (before expenses of $1.1 million). Bowater received $26.2 million in cash and
$145.9 million in notes with interest due semi- annually and principal due in November 2014. We
recorded the transaction as an installment sale and as of December 31, 1999, recorded a pre-tax
gain of $17.4 million. We have deferred pre-tax gains of approximately $95.0 million on this
transaction that will be realized in future periods. The gain will be recognized upon either the
collection or sale of the notes. Other timberland sales during the year resulted in addmonal pre—
tax gains of $1.4 million. . :

In August 1999, we sold GNP for $250.0 million. We recorded a pre-tax loss of $47 1 million.
Detalls concerning the sale of GNP are included in Note 3, “Business Dispositions.” :

Dunng 1998, we sold 26,000 acres of timberlands primarily in South Carolina for gross ,
proceeds of $30 9 miilion. We recorded a pre-tax gain of $21 1 mllllon
Note 6. Other Expense (Income)

‘Other expense (income) includes non- operatlng items. The breakdown of the components
of “Other, net” in the Consolidated Statement of Operations for the three years ended
December 31 1998 1999 and 2000 is as follows: :

1098 . 1998 . . 2000

.- (In milfions} .

Foreign exchange 108s (gain) ..........ccoovineeeannnoo.. $29.7  $(33.4) - $3.9
Loss on Canadian option dollar contracts ......... e S 227 — —
Reserve for a long—term note receivable fmancmg ........... 150 = - -
Other ..i. ... O SRR SN ... (18)y - 26 06

$65.6  $(30.8) . $4.5

Note 7. Earnm_qs Per Share .

Basic earnings per common share is calculated assuming no dllutlon Dlluted ‘earnings per
share reflects the potential dilution that could occur if securities or other contracts to |ssue
common stock were exercised or converted into common stock.
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The reconciliation between basic.and diluted earnings per common share for “Net income
(loss}” is as follows: . ' S :

1998 1999 2000

millions, excepi per-share
: . B amounts) :

Basic computation: ' : o ' o : :
Netincome (loss) ......... .. ... .. i, PO . $(18.5) . $78.7 - $159.4
Less: B - o '

SeriesCdividends ............. ... ... . .. i, (22) (0.1} —

Series C deferred issuance costs ........... e e — - {1.0) .
Basic income (loss)-available to common shareholders............ -$(20.7) '$77.6 - $159.4
Basic weighted average shares outstanding............ Sl ... 476 54.2. 523
Basic earnings (loss) per common share.. . ... ... R $(0.44) $143 $ 3.05
Diluted computation: ' o
Basic income (loss) available to common shareholders. .. . .. S $(20.7) $77.6 . $159.4
Effect of dilutive securities ................ e, el —. —_ . —

Diluted income (loss) available to common shareholders ....:... $(20.7) $77.6 = $159.4

Basic weighted average shares outstanding................... . 47.6 54.2 52.3
Effect of dilutive’ securities: _ _ _

Options ....: .................................... = 08 0.5
Diluted weighted average shares outstanding ......... ........ .. 478 550 528
Diluted earnings (loss) per common share .................. ' - $(0.44) $141 ..$ 3.02

The dilutive’ effect of options outstanding is computed using the treasury stock method. In
2000 and 1999, all options were included in the calculation of diluted earnings per share. Due to
the net loss incurred for the year ended December 31, 1998, all common stock equivalents were
excluded to prevent antidilution, -

Note 8. Inventories - L .
1999 2000

(In millions}
At lower of cost or market:

Raw materials ......... ... $ 301 $ 393
WOrK in ProGess ... ve e e 3.6 2.8
-Finishedgoods ........................ e e e e e 31.8 441
Mill stores and other supplies..................... ..o i 88.4 84.0
o _ _ 153.9 170.2

Excess of current cost over LIFO inventory value............... ... .. ... ..., {8.5) (8.3)
‘ $145.4 $161.9

’ Inventories valued using the LIFO 'rﬁeth_od comprised 14.3% and 6.5%, respectively, of total
inventories at December 31, 2000 and 1999. :
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Note 9. Fixed Assets

ﬁarige of -

_ Estimated
o : - Useful Lives
1999 . 2000 In Years
» (In millions)
Land and land improvements ............ iiiiiie.... % 349 8 376 . 10-20
BUIAINGS ... e e e 301.0 317.0 . 20-40
Machinery and equipment.......... ... e 3,899.3 43732 . 5-20
Leasehold improvements ........... .. ciiiiiiiiin 27 32 - 1020
Construction in progress. ................ e . 66.6 185.8 . —
L : . 43045 49168
Less accumulated depreciation and amortization......... 1,723.2 - - 1,935.7 .

'$2,581.3 $2,981.1 -

Note 10. Goodwill

Goodwill consists of an amount recorded with the acquisition of the Grenada operations in
August 2000 and the goodwill recorded with the acquisition of Avenar in July 1998. The goodwill
purchased with the Grenada operations of $20.3 million is being amortized on a straight-line
basis over 20 years, The goodwill acquired with Avenor is being amortized on a straight-line
basis over 40 years. Bowater recorded goodwill amortization of $23.8 million in 2000, $22.5
million in 1999 and $9.8 million in 1998. Accumulated amortization of goodwill totaled: $561
million and $32.3 million at December 31, 2000 -and 1999, respect;veiy

Note311. Accounts Payable and _Accrued Liabilities e
1999 . 2000

’ o o : {In millions)
Trade accounts payable ........... e N $158.2  $169.7
Payroll, bonuses and severance............... e 366 - 4841
Accrued interest ................. eeieeas SN S 22.1 29.4
Employee benefits ............... OOt 204 7.6
Amounts payable under GNP sales agreement ............ e 200 0 —
Avenor acquisition /divestiture-related liabilities (See Note 12) ..... ST 191 39
Unrealized losses on hedging contracts......... ..ot . 190 = 586
Property and franchise taxes. payable ....... e 132 181
Other .........o...,. el ST e P S 27.8. - 373

$336.4 $314.7

Note 12, Avenor Acqmslﬂon/Dtvestlture-Related Lrabihttes -

In connection with the acquusntlon of Avenor during the third quarter of 1998, Bowater o
recorded merger~reiated liabilities totaling $17.8 million. These liabilities consisted pnmarlly of .
_ Avenor employee termination costs Avenor faclllty closures and Avenor lease commltments o

Also in the third quarter of 1998, we recorded liabilities of $65. 0 million for the closure of our
Gold River pulp.mill (acquired as part of the Avenor acquisition). Of this 1998 recorded amount,
$15.0 million was for environmental obligations with the balance covering asset write-off and
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employee termination costs. The outstanding environmental obligation at December 31, 2000 was
approximately $3.1 miilion.

During the fourth quarter of 1998, in conjunction with the sale of our Dryden white paper mill
(acquired as part of the Avenor acquisition), liabilities were recorded to cover employee
termination costs and other costs that we retained as part of the sales agreement. We recorded
fiabilities totaling $14.8 million related to this transaction. ' : ' ' ’

The total amount of Avehdr"acquisitibn/diVestiture-related liabilities of $97.6 million was . .
recorded as part of the cost of the acquisition. . :

During 2000, we netted $2.8 million of our asset impairment reserve against the related
+ assets of the Gold River puip mill. As of December 31, 2000, the remaining accrual for the above
items is $17.8 million. Of this remaining accrual, $3.9 million is included in “Accounts payable and
accrued liabilities,” and $13.9 million is included in "“Other long-term liabilities’” in the
Consolidated Balance Sheet. As of December 31, 2000, the cash requirements related to these
liabilities are expected to be $3.9 million in 2001 and $13.9 miliion in 2002 and beyond.

The_ following tables summarize the acﬁvity' for thg.:!iabilities de‘scribed__abov_e': P

Write-ofis &

- . Payments . _Iﬁcreasé L
Balance, Reclass Against (Decrease)  Foreign Balance,
12/31/99 -Adjustments Reserve- Reserve - Exchange- 12/31/00
: : ) R (In- millions)’ ) B
Employee termination costs ... $ 33 - § - - $(3.2). $— -$(0.1) . §. —
Facility closures ........... ... 3.9 64 ~ (04)y - — (0.1) © 38
Asset impairments /disposals . . ' 3.6 (2.8) (0.7) — (G.1) —
Environmental . ......... .. ... - 156.2 (04) - {(24) - 21 - _(0.5) 14.0°
© Totals ............... $26.0 $(2.8) $(6.7) $2.1 $(0.8) - $17.8
' . Write-offs & S ’
Payments . Increase o
Balance, Adjust: Against (Decrease) Foreign * * Balance,
12/31/98 Goodwill _ Reserve Reserve Exchange ' 12/31/99

. o ~ (In millions) R :
Employee termination costs ... $305 $(27)  .$(22.6) . $(7).. s$18 $ 33

Facility closures ............ .. 5.2 (1.1) - (0.5) .. — 03. . 39.
Asset impairments /disposals . . 8.1 — (48) .  — 0.3 .36
Environmental ........... ... .. 15.7 — (3.8) .~ _25 08 152
Totals ............... $59.5 $(3.8) $(31.7) $(1.2) $3.2 $26.0 -
Write-offs &
Payments - Increase
Balance, Establish Against  (Decrease) Foreign Balance, -
12/31/97 Reserve - - Reserve: " : Reserve . Exchange 12/31/98
_ : . (In millicns) - . ‘
Employee termination costs ... § — “'$39.9 g (95) " 8= ' $01  -$305
Facility closures .............. 2 = 51—~ oy 5.2
Asset impairments /disposals .. = — 3.9 - (20.0) g2 8.1
Environmental-. .., .. ..., ... el 1< S 15.7
Sl Totals .. 0§ — | 8976 $(385) ' $ —  $04 $505
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Note 13. Long-Term and Short—Term Debt -

Long-term debt, net of current mstallments _
1999 2000

- (In mllllons)
Unsecured: o o L S
9.00% Debentures due 2009 .............ccoianin. e B '250.-0 $ 250.0
9.38% Debentures due 2021, net of unamortlzed dzscount of $0 9 ; o :

in 2000 and $1.0in 1929 ..... e T AP A - 198.9 199. 0 o
10.62% Notes due 2010 .. ............ooiiniiii e, PO 1286 = 1265
10.50% Notes due at’ various ‘dates from 2002 to 2010......... ... 1257 112.0

' 9.50% Debentures due in'2012, net of unamortlzed dlscount of e
© $0.3 in 2000 and $0.3 in 1999 .o e e 1247 124.7
10.85%. Debentures due 2014. . ... T 120.1 - 115.7
9.25% Debentures due 2002................. e 64.0 61.7
9.86% Notes due 2001 ......... S O e ’ 93.1 —_
10.60% Notes due 2011.......... e e e .. 924 - 910
7.75% recycling facilities révenue bonds due 2022.. e 62.0 62.0
7.40%. recycling facilities revenue bonds due 2022............ R - 39.5 - 39.5
7.62% recycling facilities revenue bonds due 2016. ........... “.:.. - .. 300 . 300
- 10.26% Notes due at various dates from 2002 to 2011............ 272 26.9
Pollution control revenue bonds due at various dates from 2002 to o :
2010 with interest at varying rates from 6.85% t0 7.62% ........ 23.3 134
_industrial revenue bonds due 2029 with interest at ﬂoatmg rates .. . 335 .. 335
8.50% Notes.due 2001 ...... ... ..cooiivinns T S - 18.1 —
Bank term loan at floating rates-due 2001 ....:...i...ccoovvveino o 1200 o=
40.25% Debentures due 2003............«...... e i e 7.4 7.4
- UDAG loan agreement due 2010 with mterest varymg rates from T

5% to 6.5%. ...... e e ST T S — 7.7

11.00% Subordlnated debt due 2003 ............................ 41 3.7

$1,454.6 $1,304.7

Long -term debt maturltles for the next flve years are as follows:"" '

'Year S o Balance Sheet Classlflcatlon L Amount

2001 " Current installments of Iong-term debt B S P
2002 . Long-term debt, net of current installments $ 7119
2003 . . Long-term debt, net of current instaliments ‘ $ 241
2004 - ) Long-term debt, net of current installments $ 129

. 72005 oL Long-term debt net of current mstallments $ 13.6

The debt balances listed above include $113.2 million at December 31, 2000, and
$126.9 million at December 31, 1999, due to the revaluation of the debt balances acquired with
the purchase of the Newsprint South paper mill in August 2000, and the July 1998 acqunsmon of
Avenor.

~ In 2000, Bowater increased the amount of its 364-day credit facility from $1 50 0 mllllon to
$750.0 million, while retaining its $350.0 million, five-year facility. Borrowings under these facilities
incur interest based, at our option, on specified market interest rates plus a margm tied to. the
credit rating of our long-term debt. At December 31, 2000, $220.0 million (at 7.3%) was
outstanding under the $750.0 million’ ‘facility, $262.8 million (at 7.6%) was outstanding under the t
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$350.0 million facility, and $2.2 million was outstanding under an operating line of credit. At
December 31, 1999, $15.0 million (at 6.8%) was outstanding under the $750.0 million facility, and
there was no balance outstanding under the $350.0 million facility or the- operatlng line of credit.

In January 2000 we repaid $19.8 million of our 9.25% Debentures due 2002. The cash price
paid was $20.8 million, including premium and accrued interest. The principal amount was
included on the line titled *Current installments of long-term debt” in the Consolidated Balance
Sheet at December 1999. In December 1999, we repaid $13.3 million of the same issue. The
cash price paid was $13.9 million, including premium and accrued lnterest :

During 2000 and 1999, Bowater received proceeds totaling $33.5 mnlhon from revenue bonds
issued by the Industrial Development Board of the County of McMinn, Tennessee in conjunction
- with the modernization of its Calhoun, Tennessee, newsprint facility. The bonds are variable rate
(5.0% at December-31, 2000, and 5.6% at December 31, 1999) and mature in June 2029."

In February 1999, we redeemed all of our outstandlng 7.50% Convertlble Unsecured .
Subordinated Debentures due 2004. In connection with the redemption, we paid cash of
$65.9 million, and Bowater Canada Inc. Jssued 1,359,620 exchangeable shares.

Bowater guarantees certain payments of debt related to its unconsolrdated entlties The total
amount was $62 7 million at December 31, 2000 and December 31 1999 n

Note 14. Fmanclal lnstruments

At December 31, 2000, Bowater had forelgn currency forward and range forward contracts
with a notional value of $448.0 million maturing through 2002. The notional amount of these '
contracts represents the amount of foreign currencies to be purchased or sold at maturity and
does not represent our exposure on these contracts. The contracts serve as economic hedges
against our Canadian operations; however, because the costs hedged are not firm commitments,
these contracts are marked to market, with gains and Iosses recognlzed in the Consolldated
Statement of Operatrons

The carrying amounts of our short-term financial assets and liabilities (excluding denvatrves)
approximate fair value. We estimate the fair value of our long-term debt using rates currently
available for debt with similar terms and remalmng maturities. The fair value of denvatlve financial
instruments is based on current termination values or quoted market prices. of comparable
contracts. A. summary of our derivative fmancral mstruments and long- -term debt at December 3,
1999 and 2000, follows:

1989 . . ... 2000

“Notional , Net Asset (LlabllltY) Notional Net Asset (Llablllty)
Amount of . Carrying Fair =~ Amountof  Carrying " Fair
Derivatives = Amount “ Value Derivatives Amount Value

- {In millions) .

Foreign currency exchange
Agreements: . . :
Buy currency:
Canadian dollar

Duein2000......0...7- $457.8 '$ (19.0)$ (190) $ — § ~ —'§ = —
Duein2001...........7" 1830  (07)  {07)  363.0 - (43 " (4.3)
Duein2002...........° __ — - — - " 80 1.9 1.9

Longterm debt............ § — $(1,490.1) $(1,490.1) $  — $(1,446.1) $(1,468.1)
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The countérparties to our derivative financial instruments are substantial and creditworthy
multi-national fihancial institutions. Therefore, the risk of counterparty nonperformance is
considered 1o be remote. ‘ : .

Note 15. Pension and Other Nonpension Postretirement Benefits .- -

~ Bowater has multiple defined benefit pension plans and other nenpension postretirement
pians (the Plan(s)) covering substantially all employees. Benefits are based on years: of service
" and, depending on the Plan, average compensation earned by employees either durirg their last
years of employment or over their careers. L - O
.The following tables include both foreign and domestic plans at December 31, 2000 'and”
1999. The benefit obligations of the Plans outside the United States are significant relative to the
total benefit obligation; however, the assumptions used to measure the obligations of those Plans :
are not significantly different from those used for the United States Plans. ' -

S other

: + - Postretirement
Pension Plans ) ) cPlans -vc i
1998 . -~ 2000 -1999, . ... 2000

" (in millions)

“Change in benefit obligation: o T
'Benefit obligation ‘at beginning of year ... $1,2080  $1.2189  § 181.6 . $ 898

Acquisition ........... e e — © 6.5 — —
Divestiture . ............ 278 ~  —  (1015) —
Sérvice cost .. ........ U 238 - 2177 28 14
Interest cost .. ....... e 78.8 g9 - 95 62
Amendments ............ e e . .38 — 1.2 0.8
Special termination benefits ............ Lo 1.6 1.7 — —
Actuarial (gain) 10ss ...........oovents (61.7) (37.6) 29 16.3
Participant. contributions ........ e 4.7 52. . 08 . . 03
Benefits paid ........ e (90.7) (89.6) S(94): . (T.2)
Effect of foreign currency exchange rate S S i e
- changes................ T - 4 (5.9) 151 (0.3)
Benefit obligation at end of year......... _1,218.9 1,203.8 89.8 - 1073
Change in Plan assets: '~ o T B
Fair value of Plan assets at beginning of " N ST
Lyear .......... e ... 10732  1,1989 0 — 0 o=
Acquisition ... ... ..l —_ 63 T — L
Actual return on Plan assets ............ 1747 1496 — =
Employer contributions ................. 18.3 168 83, 69
Participant contributions .....:.......... _ 47 52 08 03
Benefits.paid ............ D (90.7) (89.6) - (9.1)7 T (72)
Effect of foreign currency exchange rate = . L A
Changes . ... u ..ot en 187 _ (59)  — =

- Fair valuie of Plan assets atfén"cnl'éf»yé_:a:"r:'. .oAa 98.9 1.081.3 _ ' .
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. Other -
S - -Postretirement
: Pengion Plans ’ . .. Plans .
' (In millions) '
Reconciliation of funded status: : ’ ‘ S :
Funded status ............... Ceneeeeeas o 7(20.0) - 775 . (89.8)  (107.3)
_ Uhrecognize.d actuarial (gain) loss ...... . (7.0) (91.5) . 387 - 197
- Unrecognized-transition amount ......... - (5.0) 1.5y - o - —
' Uhrecdgnized prior service cost......... 1.7 14 1.4 - 2.0
Net amount recognized......_.-.....,‘.: ..... o2 (303) . _ (141) _ (84.7) (85.6)
A s recognized in the L A : -
Anc‘;%:gt;idateg Balance Sheet.consist. -
of: , o Co LI
Prepaid benefitcost.............. .. ... 68.6 514 = . —
‘Accrued benefit liability . ....... RPN (119.5) (83.5) (84.7) (85.6)
intangible asset.......... RERRRLTREE RS 1.1 1.1 — —
Accumulated other comprehensive loss - '
(income).....- e e 19.5 16.9 = —
Net amount recognized ................ - § (303) § (141) $ (847) (85.6)
Weighted average assumptions: - S
Discountrate ...................... e 7.0% 7.2% 7.0% 7.2%
] Expected return on Plan assets ......... 9.2% 9.2% — L=
. Rate of compensation increase ..... . 41%  42% 41% . 42%
i ’ : Other .
! Pension Plans Postretirement Plans
19% 1999 2000 1998 1989 2000
g _ (In millions) ) -
Components of net periodic '
benefit cost: . | . ‘ .
ice cost net of employee : : o
Sil:'t‘)"r?t?ibutiohs ........ freeeean $181 § 238 $ 21.7- $35 $29 $14
Interest COSt. ... rvvvnvnn L 515 788 829 . 102 95 62
| Expected rotum on Plan assets. . (655)  (1002) (1058) — = -
; Amortization of ransition amount  (34) ~ (34)  (3.4)  — . _
’; Amortization of prior service cost 0.6 05 02 03 02 - 01
| ized net actuarial ‘ .
‘ Re(%(;gigl)z‘laoss e 2.6 .49 29 . 04 0.6 01
iiment and special o .
_C"t'g‘,"‘,;,maﬁon benefits........... = 27.3 1.'(' = - =
Net periodic benefit cost.. ..., $: 39 $ 317 § 07 $144 $132.- $7.8

In August 2000, Bowater acquired the pension plan chering émplo_yees of the Grenadé rhill.
The effect of this plan on the benefit obligation and assets was included in the table above.

In August 1999, Bowater completed the sale of GNP, As a resutt of the sale, we recorded a
curtailment loss of $26.1 million, and the buyer assumed liabilities totaling approximately '
$70.6 million for nonpension postretirement benefits.

As of December 31, 2000, Bowater increased the Plans’ weighted average discount rate
from 7.0% to 7.2% to more closely approximate interest rates on high-quality, long-term
obligations on the measurement date. In 2000, the assumed infiationary health care cost trend
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rate used to determine cost was 8.3%, decreasing to 7.8% in-2001 and gradually decreasing to
an uifimate rate of 6.0% in 2005. The rate used to determine 1999 cost was 8.3% gradually
decreasing to an-ultimate rate of 5.8% in 2004. Variations in this heaith care cost trend rate can
have a significant effect on the amounts reported. An increase of 1% in this assumption would
increase the accumulated postretirement benefit obligation (APBO) by approximately $14. 0 mil-
lion, or 13%, and would:increase the annual service cost and interest cost by approximately
$1.1 million, or 14%. A decrease of 1% in this assumption would decrease the APBO by
approximately $11.5 million, or 11%, and would decrease the annual service cost and mterest
cost by approxnmately $0.9 mitlion, or 12%.

- The sum of the prolected benefit obligations and the sum of the fair value of Plan assets for
pension Plans with projected benefit obligations in excess of plan assets were $274.6 million and
$204.6 million, respectlvely, as of December 31, 2000, and were $518.7 million and $392.9 million,
respectively, as of December 31, 1999. The sum of the accumulated benefit obligations and the
sum of the fair value of Plan assets for pension Plans with accumulated benefit obligations in-
excess of Plan assets were $74.6 million and $22.0 million, respectively, as of December 31,
2000, and were $341.0 million and $252.6 million, respectively, as of December 31 , 1998

The provisions of SFAS No. 87, “Employees’ Accounting for Pensions,” required Bowater to
record an additional minimum liability of $18.0 million and $20.6 million at December 31, 2000 and
1999, respectively. This liability represents the amount by which the accumulated benefit

_ obligation exceeds the sum of the fair market value of Plan assets and accrued amounts
previously recorded. The additional liability may be offset by an intangible asset to the extent of
previously unrecognized prior service cost. The intangible assets of $1.1 million at December 31,
2000 and 1999, are included on the line titled.'Other assets” in the Consolidated Balance Sheet.
The remaining amounts of $10.2 million and $11.9 million, net of related tax benefits, are
recorded as a component of shareholders’ equity on the line titled “Accumulated other
comprehensnve income (loss)” in the Consolidated Balance Sheet at December 31 2000 and
1999 respectsvely _ o

- In-addition to the pre\nously described pension and. nonpension postretlrement Plans we -
also sponsor defined contribution Plans within the United States and for certain sites’ outside of
the United States. Employees are allowed to contribute to the Plans; and we make a matching
contribution between 3.6% and 7.2% of the employees’ compensation. Our expense for the
defined contnbutlon Plans iotaled $5.7 million in 2000, $7.2 million in 1999 and $7.0 m|II|on in
1998

Note 16 lncome Taxes

The components of “Income before income taxes and minority interests’’ consist of United
States income (loss) of $84.3 million, $129.1 million and $(17.1) million, and foreign income of
$154.9 milion, $26.7 million and.$32.7 million, in 2000, 1999 and 1998, respectively.




BOWATER INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS. —( Continued)
The provision for income tax.expense consists of: B e S
SR N E : 1‘998‘ 1999 2000
T ' (In mlllaons) .
Federal: o _
Current........... . $ 423 $45.4  $17.6
Deferred ........ ... _(49.6) _ (.3) 109
' (7.8) * 451 285
State: ‘ S
Current. ... 10.5 9.2 5.0
Deferred ....... ... _(84) {1.5) (8.2)
41 . 77 (3.2) -
(In millions) © "~~~
Foreign: . - T .
Current. .. ... B P .. 64 114 148
Deferred ... 22.7 7. _73 302
291 18.7 45.0
Total: : ’
Current. ... . 59.2° 66.0 374
Deferred.......................................... .... (33.3) 585 329
| $ 259 §$715° $70.3
components of deferred income taxes at December 31, 1999 and 2000, in the -
'1g Consolrdated Balance Sheet are as follows: _ o
1999 2000
(In mllhons)
MAS(T) .o $ (88.5) $ (85 0)
TRt (BB32) ¢ (542.5)
X ...................................... (2.5) (18.2):
Yo e $(674.2) _(645.7)
A, SR B RSN $ 29 13§
Q”‘ e 20.8 16.0
9(ng oy “abilities ............... .. 110.9 105.1.
Curtah . && - 3341 . 7.8
- termi, \o“‘@@ .................. 210 202
Net permf) (S’o N 322 - 8.5
*g ............. (44) __(4.0)
nAdgusta, o T 2165 - 1549.
Thoefiectofthly . e $(457.7) $(490.8)
In August 199; - T
;ggaglme"nt l0f$ s ot +n of lease payments, management fees
filiton for non; 2n and $113.1 million at December 31, 2000

As of December 3\__

from 7.0% to 7.2% to my
obligations on the measu.

" sompanying Consolidated Baiance Sheet.
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As of December 31, 2000, $3.7 million of the valuation allowance is attnbutable to.the =
acquisition of Avenor and will reduce: goodwill upon reversal.

The following is a reconciliation of the United States federal statutory and effectsve tax rates
as a percentage of i income before income’ taxes and mlnonty mterests '

1998 1999 2000

United States- federal statutory Income tax rate ................ 35.0% 35.0% 35.0%
State income taxes, Net of federal Income tax benefit ......... . 173 3.2 (1.9)
Foreign taxes.......... e e e . 878 09 24
GoodWill{1) ... e [ 244 51 34
Canadian investment tax credits .. ................... . — . — .. (32)
~ Foreign exchange and asset revaluation........... e == (6._3-)' A
Other, net...... e e e P T 15 17 —

Effective income tax rate . .' ........................ S ..., 166.0% 45.9% 294%

(1} Goodwill amortizati'on is a non-deductible item. As the level of pre- “tax in'come increases, the
impact of nondeductlble items on our effeotlve tax rate such as goodwrll amortization,
Iessen

At December 31, 2000, we had Canadxan provmcnal net-operating loss carryforwards of $94 7
million. In addition, $20.2 million of Canadian investment tax credit carryforwards and $7.8-miltion
of United States tax credit carryforwards were available to reduce future income taxes. The
Canadian noncapital loss and investment tax credit carryforwards expire at various dates -
between 2001 and 2010. We have United States alternative minimum tax credit carryforwards
that have no expiration. We believe that deferred tax assets, net of the ex1st|ng valuation
allowance of $4.0 million at December 31, 2000, will be ultimately realized.

The cumulative amount of CNC’s undistributed eamings through 1992, on which we have not
provided income taxes, was $46.2 million as of December 31, 2000. Dlstrlbutron of these
earnings would qualify for the 80% drvndend exclus;on

“At December 31, 2000, unremltted earnmgs of subsidiaries outside the United States totalmg
$119. 9 million were deemed to be permanently invested. No deferred tax liability has been
recogmzed with regard to such earnings. It is not practicable to estimate the income tax !labmty ‘
that might be incurred if such earnlngs were rem|tted to the- Umted States..

Note 17. Dwrdends to Minority Interest Shareholder

The Board of Directors of CNC declared dividends of $12.5 million in 2000 and $32.4 million
in 1999. As a result, $6.1 million was paid in 2000 and $15.9 million was paid in 1999 to the '
- minority shareholder. In 1998, the Board of: Directors of CNC declared dividends: of $49 6 m:lhon
resultmg in payments of $24.3 million to the minority shareholder.

In January 2001, the Board of Directors of CNC declared a dl\ndend of $9. 6 mrlllon resultlng
ina payment of $4.7 mllhon to the mlnonty shareholder '

Note 18. Commitments and Contfngencies

Bowater is involved in various Iegal proceedmgs relating io contracts commercnal dlsputes
taxes environmental issues, employment and workers’ compensation claims and other matters.
We periodically review the status of these proceedlngs with both inside and outside counsel. Cur’
management believes that the ultimate disposition of these matters will not have a materrai
adverse effect on our operations or our financial condition taken as a whole:
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As of December 31,.2000, Bowater recorded $16.1 million for environmental liabilities. These
liabilities are recorded at undiscounted amounts and are included in other long-term liabilities on
the consolidated balance sheet. The $16.1 million represents management’s estimate based on
an assessment of relevant factors and. assumptions of the ultimate settlement amounts for these
liabilities. The amount of these liabilities could be affected by changes in fact or assumptions not
currently known'to Bowater's management. Approximately $14.0 million of the $16.1 million
relates to two Canadian mills for costs primarily for soil remediation, air compliance and landfill
closure. ' I D o

~ As of December 31, 2000, Bowater has been notified that it is a “potentially responsible -
party” under the Comprehensive Environmental Response, Compensation, and Liability Act
(“CERCLA”) of 1980, as amended, with respect to three sites in South Carolina. One site
contained a small landfiil on a timber tract sold to Bowater by a third party. The"third. party has
remediated the site and continues to monitor the groundwater. Bowater has not been requested
to-contribute to the remediation costs. One site is a timber tract owned by CNC:in which
unknown third parties discarded several'hundred steel drums containing small amounts of textile
residue. This site has not yet been scheduled for remediation, The remaining site is a Superfund
site where several parties, including Bowater, have been named as potentialiy responsible -
parties. The EPA has remediated the remaining Superfund site for a total cost of approximately
$3.0 million and is currently determining how to aliocate responsibility among the 120 potentially
responsible parties: Bowater. does not believe it will be liable for any significant amounts at these
three sites. B S

Note 19. Cumulative and Redeemable Preferred Stock

Bowater is authbrized to issue 10.0‘millior'1- shares of Serial Preferred Stock, $1 par vélue._ In;
February 1999, we redeemed all of the remaining outstanding shares for $26.6 million, -including
accrued dividends. : .

Note 20. "Stock Option Plans o ‘ A
Bowater has four stock option plans — 1988, 1992, 1997 and 2000. These plans_a_ut_hdri_zed

the grant of up to 7.8 million shares. of our common stock in the form of incentive stock options,
non-qualified stock options, stock appreciation rights, performance stock and restricted stock. .
awards. The option price for options granted under the 1988 and 1992 plans was based on the
fair market value of our common stock on the date of grant, or the average fair market vaiue of
our common stock for the 20 business days immediately preceding the date of grant. The option.
price for options granted under the 1997 and 2000 plans was based on the fair market value of
our common ‘stock on the date of grant. o o o

All options. granted through December 31,1998, were exercisable at December 31, 2000. -
Options granted in 2000 and 1999 generally become exercisable over a period of two years. ‘-
Unless terminated earlier in accordance with their terms, all options expire 10 years from, the
date of grant. The plans provide that any outstanding options will become immediately =
exercisable upon a change in control of Bowater. In such event, grantees of options have the
right to require us to purchase such options for cash in lieu of the issuance of common stock. -
We received $6.8 million in 2000, $10.7 milfion in 1999 and $6.8 million in 1998 from the exercise
of stock options. The exercise of stock options also generated tax benefits for us of $1.9 million i
in 2000, $4.7 million in 1999 and $2.6 million in 1998, ' T

We record compensation-expense resulting from stock option grants based on intrinsic value
in accordance with APB-Opinion No. 25. In accordance with SFAS No. 123, the following. pro
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forma disclosures present the effects on income had the fair value-based method been chosen.

These disclosures are shown below. for 1998, 1999 and 2000 and have no impact on our

reported ﬁnancual position or results of operatlons
o ‘ ' "':1998 1999 2000

(In millions,
Except per-share amounts)

Net income (loss):

Asreported ........ ..., e, $(185) $787  $159.4
Proforma...................... P e (22.0) 759 155.4
Earnings (loss) per share —_ basnc _ e
Asreported ........... s e, e .. (0.44) 143  .3.05
Pro forma ...... [ U (0.51) . .1.38 . 297
Earnings ( loss) per share —dlluted o ' ' o i
Asreported ........... FE Chreee e e - {(0.44) 1.41 3.02
Proforma ............. T e - $(0.51) $1.36 $ 2.94

The pro forma net income effects of SFAS No. 123 in 2000, 1999 and 1998 may not be
representative of the pro forma net income effects in future years due to changes in assumptions
and the number of options granted in future years. . :

The falr value of each optlon granted was estlmated on the date of grant using the Black-
Scholes optlon pricing mode! with the followmg wenghted average assumptrons

I

Assumptions: _ . U
Dwudendyleld.;.v.........................,‘._. , 1.6% 20% .. - 1.5%
Expected volatility ............................ - 201% 30.0% - . 31.8%
Risk-free interestrate........................ P 56%. = 4.8% 6.7%
Expected option fives ......................... 5.6 years - 5.6 years 5.7 years

Weighted average fair value of each option ... ... .. $15.68 _$1234 . . $23.01

In 2000 Bowater recorded a pre-tax charge of $2.2 million for mtnnsw value’ on its 2000
stock option grants per the provisions of Fmanc:al Accountmg Standards Board Interpretatlon
No. 44 involving stock compensatton transactlons recorded -under the rules outlined in APB
Opinion No. 25. This charge was based ona measurement date that coincided with shareholder’
approval of the 2000 stock optlon plan An addltlonal pre-tax charge of $2.1 million will be -
recorded in 2001 as these options become fully vested. The precedmg table reflects the
assumptions and fair market value of the options as of the measurement date. Using a
measurement date based on the 2000 grant date the welghted average fair value of each optlon
would have been $17.51. ‘
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Information with respect to options granted under the stock option plans is as follows: -

1998 - 1999 2000
'Weighted = " Weighted " Weighted
Number of - Average Number of . - Average’ Number of .- Average.. -
Shares Exercise - Shares Exercise ‘Shares . - Exercise
v Co (000’s) Price "(‘000’5) " Price __(000°s) Price
Outstanding at ' ,
. beginning of year.. 1,907 $31 2,040 $35 1,884 $37
Granted during the ' ' '
year ....... e, 388 $49 - 245 $41 616 348
Exercised during the : )
year .............. . (250) $27 (387) $28 (212) $31
Canceled during the . | . _ _ o : R
year .............. (5) $42 (i4) - $24 (3) - . %23
Outstanding at end of ‘
year .............. 2,040 $35 1,884 $37 2,285 $40
Exercisable at end of P . o
year .......... .- 1,470 @ _'1,455' o $ﬁ ' 1,546 $_3Z
‘ Options Outsténding A o . Op!iéns Exéréi'sabie
at December 31, 2000 at December 31, 2000
_ ’ ' Woeighted , S e
- Weighted . . Average ) Weighted
Range of Number of * Average Remaining Number of Average
Exercise . Shares Exercise Contractual Shares Exercise
Prices (000°s) .. Price: Life (years) {000°s) Price
$21 to $30 462 $26 3.1 462 $26
$31t0840 201 . 35 49 201 -$35
$41 to 851 - 1,532 ) % 7.8 793’ ‘ v w
2285 $40 85 . 1546 37

Bowater has an Equity Participation. Rights (EPR) Plan that aliows it to grant equity "
participation rights to its employees. These rights confer an interest in the appreciation of
Bowater’s common stock price, but no.right to acquire stock ownership..The rights have a
vesting period of two years and, unless’ terminated earlier in accordance with their terms, expire
10 years after the grant date. The exercise price is the fair market value of Bowater common
stock on the day of grant. The rights may be redeemed only for cash, and the amount paid to the

employee at the time of exercise is the difference between the exercise price and the average -

high/low of Bowater's common stock on the day of exercise.

Bowater-Halla Paper Co., Ltd.(Halla)',ou:rzsubsidiary located in Souith Korea, also has an’
EPR plan and has issued stock options. The stock of Halla is not publicly traded. Therefore, the
fair market value of the stock is determined annually by a third-party appraisal. I

We record a liability for the Bowater and Halla equity participation rights and the Halla
options during the vesting period and adjust this liability at each reporting period based on

December 31,2000 and 1999, are $18.7 million and $3.4 miilion, respectively. The charges
(income) refiected in the Consolidated Statement of Operations pertaining to these rights and
options are $16.3 miliion, $5.2 million, and $(2.4) million for the years 2000, 1999 and 1998,
respectively, ' :
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Note 21. Exchangeable Shares

In conjunctron with the 1998 acqursrtron of Avenor, Bowater's indirect wholly owned
subsidiary, Bowater Canada Inc.. (BCl), issued 3,773,547 shares ($183.6 million) of no par value
exchangeable shares: Since 1998, BCI has issued an additional 1,359,620 exchangeable shares
($66.2 million) upon the redemption of Avenor's 7.50% Convertible Unsecured Subordinated
Debentures and 5,505 exchangeable shares ($0.3 million) for conversions. prior to the
redemption. The exchangeable shares are exchangeable at any time, at the option of the holder,
on a one-for-one basis for shares of Bowater common stock. As of December 31, 2000, -
3,834,131 exchangeable shares ($186.6 million) were exchanged for the same number of .
Bowater common shares. Holders of exchangeable shares have voting rights substantlaliy
equivalent to holders of Bowater common stock and are entitled to receive dividends equivalent,
on a per-share basis, to dividends paid by Bowater on shares of Bowater common stock. On
December 31, 2000, 1,304,541 exchangeable shares ($63.5 million) were outstanding and held
by non-affiliates.

Note 22 Employee Stock Ownershlp Pian (ESOP)

In 1989, the ESOP was funded by a $17 5 mllllon Ioan The Ioan proceeds were Ient to an
Employee Stock Ownership Trust (ESOT). The ESOP remaining loan balance of $0.7. mrllron was
paid on April 30, 2000. The ESOT has distributed all remaining shares of the original -~
574,160 shares of common stock to participants’ accounts as of December 31, 2000."

Note 23. Treasury Stock

At December 31, 2000, Bowater held 11,635,850 shares of its common stock as freasury -
stock to pay for employee and director benefits and to fund its Dividend Reinvestment Plan. The
shares are valued at their acquisition cost of $487.0 mrlllon As of December 31 1999 we held
9,512, 499 shares ata cost of $383. 6 mrlhon

In May 1999 the Board of. Dlrectors authorized the repurchase of up to 5 5 mrlllon shares of
Bowater’s common stock in the open market, subject.to normal: trading restrictions. Under this -
program, we.purchased 2,125,900 shares of common stock at.a-cost of $103.7 million in 2000
and 1,017,069 shares of common stock at a cost of $51.8 million in 1999 -

In addltlon we completed a prevnously announced repurchase program in 1999 Under the
previcus program we purchased 1 451,900 shares of common stock at-a cost of $57.4 million in
- 1999, 2,441,100 shares of common stock at a cost of $98.1 million in 1998 and 220,000 shares of
common stock at a cost of $9.6 million in 1997. We purchased a total of 4,113,000 shares of
common stock, or 10% of the outstandlng shares, at a cost of $1 65. 1 “million.

Note 24 Trmberland Leases and Operatmg Leases

Bowater controls tlmberlands under long-term leases explnng 2001 to 2058 for WhICh
aggregate lease payments were $0.7 million in 2000, $0.7 million in 1999 and $0.7 million iri 1998.
These !ease costs are capltahzed as part of timberlands and are charged agalnst revenue at the -
time the timber is harvested -

In addltron we lease certain office premises, office equipment and transportation equipment
under operating leases. Total rental expense for these operatlng leases was $5 7 mrlllon in 2000
$11.0 million in 1999 and $8.5 million in 1998. . P :
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At December 31, 2000, the future minimum rental payments under timberland leases and. -
operating leases are: N ' o
Co Timberland Operéling

Lease " lLeases,
Payments . .-Net_ 2
B i . o : S - (Inmillions) - =
2001 ............. e, E R %07 - $66-
2002 ... o S S o 07 B9 -
2003 ... O el o8 52 -
2004 .......... e T © 0.6 47 -
2005 ... ... el e, ‘0.6 42
" Thereafter ........ ... ... R N - _76
' $21.0 $34.2

During 2000, Bowater purchased $24.2 million of ﬁxéd assets that were previously leased.
This is the.primary reason that our minimum rental payments for operating leases declined in ..
2000 to $34.2 miliion from $59.3 million in 1999,

-n -additioh, we manage over 14 million acres of Crown-owned iand in Cahada on which we
have cuiting rights.. We make payments to.various Canadian provinces based on the amount of
timber harvested. : ' : : : : o

Note 25. Segment Information

Description of the types of products. and services from which each reportable segment
derives its revenues: . o R e
Bowater has three reportable segments: the Newsprint.Division, the Coated Paper Division:-

and the Forest Products Division. The Newsprint Division is responsible for the manufacturing
operations of eight sites in the United States, Canada and South Korea: It is also responsible for
the worldwide marketing of newsprint and' uncoated groundwood specialties. The Coated Paper
Division is responsible for one manufacturing site that produces coated groundwood paper,
newsprint, market pulp and uncoated groundwood specialties and operates a coating facility,
both in the United States. This Division is responsible for the worldwide marketing and sales of

coated groundwood paper. The Forest Products Division ‘operates three sawmills and Mmanages
1.8 million acres of owned and leased timberlands in the United States and Canada, as well as
14.1 million acres of Crown-owned land in Canada on which we have cutting rights. This Division'
sells wood fiber to the Newsprint and Coated Paper Divisions, as well as markets and sells *

are included in both the Newsprint Division and the Coated Paper Division, depending upon-
which site manufactures the product. The Puip Division’s administrative expenses are included in
“Corporate & other eliminations.” Accordingly, No results are reported for this Division. A

‘ Factors manégéméht used to identify our segments:

Bowater’s reportable segmen-ts‘are business units responsible for the marketing and sales of
different products. They. are managed separately because of the different products they are -
responsible for manufacturing and distributing. L , . R
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In 2000, we revised our segment disclosures to reflect changes we made to our consolidated
financial statements and to reflect how our management currently reviews- our businesses. These'
changes included: (1) Reporting ““Sales” before the deduction of distribution costs and “Specral
items’’ separately from the normal operations of the divisions; (2) reporting the elimination of
1ntersegment sales in “Corporate & other eliminations” instead of by division, and (8) revising -
our asset allocations relating to the Avenor acquisition between the Newsprint and Forest =
-Products Division and corporate All of these changes are reﬂected in the tables on the fotlowmg

page.

" The line entltled “Segment income (Ioss)” in the followmg tables is equal to “Operating . .-
income (loss)"’ as presented in our Consolidated Statement of Operations. In addition, none of .
the income or loss items following “Operating income (loss)” in our Consolidated Statement of
Operations are allocated to our segments since they are rewewed separately. by Bowater’s. g
management ) A ;

" The following tables summanze mformat;on about segment profit and ioss and segment '
assets for the three years ended December 31 2000 1999 and 1998 R

Coated . Forest” =~~~ 'Corpe}atei ) -

e S : Newsprmt» - Paper - Products - - Special - Other : C
2000 - - - - < - ~Division -Division . -Division. . = ltems Eliminations - - Total -
~ (In millions) S :
Sales —including internal sales .. $1,827.2 $586.9 $427.4 $ — $ —  $28415
Ellmlnatfons of mtersegment _ -
sales .......... 0. : — — — — {341.2) (341.2)
Sales ............. e E e .o $1,8272 $586.9 $427.4 $— $(341.2) . $2,500.3
Depreciation and amortization .. $ 2077 $ 585 $ 184 $-— . °§ 106 $ 2952
Segment income (loss) ........ $ 2914 $1361 $17.9 $7.3  § (89.4) '$ 363.3
Totalassets.................. . $3,554.6 $549.0  $5154 .- $— .  $ 38.5..1:.'_3.:; - $5,004.1
Capital expendttures e $ 1471 $117 0 $287  $SS T § 07 7S 2832
B ‘o i Coated Forest ' Corporate /
: - o Newsprint . Paper Products Special Other
1999 - ~ : . - _Division Division Division tems Eliminations Total

- {In millions)
Sales — including mternal

SAES .. L. $1,672.0 $4992 $4900 $ — $ 26  $2,6638
Eliminations of intersegment : = T
sales — —_— -— T — -(352.‘1)-‘:"'_":(352.1)
Sales............ B $1,672.0 $499.2 $490.0 $ —  $(349.5) -$2,311.7
Depreciation and amortization .. '$ 209.2 $555 $247 $ — $ 108 $ 3002
Segment income ‘(iess) ....... $_ 531 $722 5449 $1334 $ (59 6) . 2440 :
Totat assets .................. '$3,1067 $4921 §$514.6 $ — § 4388  $4,552.2

Capital expenditures . ........ .. $ 1411 $421 $139 $ — $ 14 $ 1985
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Newsprint. Coated .= Forest Corporate /
: & Directory Paper - Products Special Qther
1898 . .- e . _ Division ... Division Division ltems Eliminations - Total - .

: * {in millions)
Sales — including internal -

Sales ... $14738 $5025 $5175 $ — 5 192 $2,513.0
Eliminations of intersegment - R . . o

sales ................ .. .. — - = — (870.3) _ (870.3)
Sales............... ... $14738 $5025 $517.5 $ —  $(351.1 ) $2142.7
Depreciation and amortization . . $ 1494 $510 § 235 - $ — 8 57.°3 o995
Segment income (loss)......." § 1575 $107.4° § 441 $(98.5) $ (48.4) ' § 162.1
Totalassets.................. $3441.9 $4883 $676.2 '$  — 34856  $5,0920
Capital expenditures ... ... .. . §$ 1708 $296 $17.0 $ — § 58 § oo3o

Special items for 2000 include gain on sale of fixed ass.ets‘of $3.2 million and gain on ?éale -of

timberiands of $4.1 million. Spécial items for 1999 include gain on sale of timberlands of $272.5
million, loss on sale of GNP of'$47.1 million and an impairment charge of $92.0 million. Special

items for 1998 include gain.-on sale of-timberlands of $21.1-million and an impairment charge of
$119.6 million. ' - .
' Sales by Product
1998 1998 T 2000
’ ' - o g - {In millions) -
Newsprint ... ... .. .. S e e, -$1,108.8 $1,2822 $14215
Coated groundwood ....... ... . N S 391.0 311.8 330.3
Marketpulp ....... .. U e e S 2721 . 4342 546.3
- Directory paper......................... .. eev. - 1735 89.4 —_
" Uncoated groundwood specialties................. .. . 49.3 52.1 ©.98.1
Lumber and other wood products ... .. .. el 1480 142.0 104.1
[ 821427 $2311.7 $2.5003
Sales by Country(1)
1998 1999 2000
" (in millions) -
United States......._........... ... e $1,750.6 $1,6491 #1 J11.5 -
Canada ......... .. e R e e 28.1 170.8 197.0
wKorea. ... ... . ... T 441 102.1 1341 -
Japan.... .. .. e e e 44.6 396 42.8
Brazit....... ... ..., i, e e 37.0 39.0 59.3 -
taly ... e e 319 325 424
United Kingdom ......... ... .. . e, 229. 38.3 522
Mexico............ ... Ve R e - -10.7 58.7 741
. Other countries(2) e 708 181.6 186.9
B - $2,142.7 $2,311.7  $2,500.3
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Long-Lived Assets by Country

1998 1999 2000

(In millions)
United States . .......... . $1,773.1 $1,343.9 $1,671.1.
Canada ... ... e 1,412.8 1,379.8 1,431.4
0] - S 195.3 182.0 187 .1

$3,381.2 $2,905.7 $3,289.6

(1) Revenues are atiributed to countries based on the location of the customer. No one
customer represented 10% or more of consolidated sales.

(2) No country in this group exceeded 10% of consolidated sales.

Note 26. Quarterly Information {Unaudited)
Year ended December 31, 2000

First Second Third Fourth Year
{In millions, except per-share amounts} _
Sales ...l $562.9 - $607.6 $671.8 $658.0 .  $2,500.3
Operating income .......... e 577 88.0 118.6 - 99.0 363.3
Netincome........... ..., 17.2 33.7 50.0 58.5 159.4
Basic earnings per common share ...... 0.32 0.64 0.97 1.13 3.05
Diluted earnings per common share . . ... $032 $063 $ 096 $112 $ 3.02
. Year ended December 31, 1999
Sales ... $619.8 $573.3 $555.7 $562.9 $2,311.7
Operating income (loss) ............... 1949  278@. ~(522)8 ~ 735® 244.0
Netincome (loss) ..................... 106.5 5.2 (53.4) 204 78.7
Basic earnings {loss) per common share 1.93 0.10 {0.98) 0.38 1.43
Diluted earnings {loss) per common :
share ...... ... . .. i, $ 1.89 $ 0.10 $(0.98) $ 0.38 $ 14

(1) Includes a net gain on sale of timberlands of $145.4 million

(2) Includes a net gain on sale of timberlands of $108.3 million and an impairment charge of
$92.0 million

{3) Includes a pre-tax loss on sale of GNP of $55.3 million.

(4) Includes a net gain on sale of timberlands of $18.8 million and an adjustment of $8.2 miflion
reducing the loss on sale of GNP,
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