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CONFIDENTIAL -
$600,000,000

> BOWATER

Bowater Canada Finance Corporation
Unconditionally Guaranteed by '

‘Bowater Incorporated
7.95% Notes due 2011

The initial purchasers are offering the notes inside the United States to qualified institutional
buyers in reliance on Rule 144A under the Securities Act of 1933. In addition, the initial purchasers,
through their respective selling agents, are offermg the notes outside the United States to non-U.S.
persons in reliance on Regulation S under the Securities Act. '

We will pay interest on the notes on May 15 and November 15 of each year. Interest payments
will begin on May 15, 2002. We may redeem all or a portion of the notes at any time at the redemption
prices set forth in this oﬁermg circular. We will'make all payments in respect of the notes in U.S.
dollars.

The notes will be our senior obligations and will rank equally with our cther senior unsecured
debt, if any. Our parent company, Bowater Incorporated, will fully and unconditionally guarantee the
notes. Bowater Incorporated's guarantees of the notes will rank equally with its other senior
unsecured debt, which totaled $1,843.8 million at September 30,2001 (which includes $62.8 million of
guarantees). ’

We and Bowater have agreed to file a registration statement with the Securities and Exchange
Commission under which we will make an exchange offer in which the notes may be exchanged for
identical securities that are registered under the Securities Act or register the notes for resale by the
holders. If the appropriate registration statement is not filed or does not become effective or if the
exchange offer is not consummated within certain time periods, we will pay the holders of the notes
increased interest at the rates and for the periods specified in the global note.

See “Risk Factors' beginning on page 7 to read about certain factors you should consider before
buying the notes.

Offerlng Price: 98.683%

The offering price set forth above does not include accrued interest, if any. Interest on the notes
will accrue from November 6, 2001 and must be paid by the initial purchasers if the notes are
delivered after November 6, 2001.

The notes have not been registered under the Securities Act and are being offered and soid in
the United States only to qualified institutional buyers in reliance on Rule 144A under the Securities.
Act and to non-U.S. persons outside the United States in reliance on Regulation S under the
Securities Act. Prospective purchasers are hereby notified that the seller of the notes may be
relying on the exemption from the provisions of Section 5 of the Securities Act provided by
Rule 144A or Regulation S. The notes are not transferable except in accordance with the
restrictions described under “Notice to Investors”. :

The initial purchasers expect to deliver the notes in book-entry form only t‘hrough the facilities of
The Depository Trust Company against payment in New York, New York on or.about November 6,

2001.
Goldman, Sachs & Co. o JPMor'gan
Banc of America Securities LLC _ © _ SunTrust Robinson Humphrey

BMO Nesbitt Burns
BNY Capltal Markets, Inc :
Scotia Capital .
TD Securities R .
Wachovia Securities

Offering Circular dated October 31, 2001.




This offering circular is confidential. You are authorized to use this offering circular solely for
the purpose of considering the purchase of the 7.95% notes due 2011 described in this offering
circufar. Bowater Canada Finance.Corporation and other sources identified in this offering circular
have provided the information: contained in this offering circular. The initial purchasers named
herein make no representation or warranty, express or implied, as to the accuracy or completeness
of such information, and nothing contained in this offering circular is, or shall be relied upon as, a
promise or representation by the initial purchasers. You may not reproduce or distribute this
offering circular, in whole or in part, and you may not disclose any of the contents of this offering
circular for any purpose other than considering an investment in the notes You agree to the
foregomg by accepting dellvery of this offering circular.

N THE NOTES OFFERED BY THIS OFFERING CIRCULAR HAVE NOT BEEN RECOMMENDED
BY ANY UNITED STATES FEDERAL .OR STATE SECURITIES COMMISSION OR REGULATORY
AUTHORITY. FURTHERMORE, THE FOREGOING AUTHORITIES HAVE NOT CONFIRMED THE
ACCURACY OR DETERMINED THE ADEQUACY OF THIS OFFERING CIRCULAR ANY REPRE-
SENTATION TO THE CONTRARY- IS A CRIMINAL OFFENSE

The distribution of thls offerlng cnrcular and the offer and sale of the notes in certam
jurisdictions may be restricted by law. Bowater Incorporated, Bowater Canada Finance.
Corporation and the initial purchasers require persons intc whose possession this offering
circular comes to inform themselves about and to observe any such restrictions. This offering
circular does not constitute an offer of, or an invitation to. purchase, any of the notes in any
jurisdiction in which such offer or invitation would be unlawful. - .

IN CONNECTION WITH THIS OFFERING, GOLDMAN, SACHS & CO. AND J.P. MORGAN
SECURITIES INC. AND ITS AFFILIATES, ON BEHALF OF THE INITIAL PURCHASERS, MAY
OVER-ALLOT OR EFFECT TRANSACTIONS THAT STABILIZE OR MAINTAIN THE MARKET
PRICES OF THE NOTES AT LEVELS ABOVE THOSE THAT MIGHT OTHERWISE PREVAIL IN
THE OPEN MARKET. SUCH TRANSACTIONS MAY BE EFFECTED IN OVER-THE-COUNTER
MARKETS OR OTHERWISE. SUCH TRANSACTIONS IF COMMENCED MAY BE DISCONTIN-
UED AT ANY TIME. -~

If you need any additional information to verify.or supplement this offering circular, you may
request it from Bowater Incorporated before investing.in the notes. This offering circular
summarizes certain documents and other information; and we refer you to them for a more
complete understanding of what we discuss in this- oﬁerlng circular. You should rely only on the
information that we have included (or referred you to} in this offering circular and any
information that Bowater Incorporated may provide in response to your requests We have not
authorized anyone to provude you with information that is dlﬁerent oo

NOTICE TO NEW HAMPSHIRE RESIDENTS

Nelther the fact that a reglstratlon statement or an apphcatlon for a Iicense has been filed
under Chapter 421-B of the New Hampshire Revised Statutes with the State of New Hampshire
nor the fact that a security is effectively registered or a person is licensed.in the State of New
Hampshire constitutes a finding by the Secretary of the State that any document tited under -
RSA 421-B is true, complete and not misleading. Neither any such fact nor the fact that an
exemption or exception is available for a security or a transaction means that the Secretary of
the State has passed in any way upon the merits or qualifications of, or recommended or
given approval to, any person, security or transaction. It is unlawful to make, or cause to be
made, to any prospective purchaser, customer or client any representation inconsistent with
the provisions of this paragraph.




Because of the following restrictions; purchasers are advised 10 consult legal counsel prior

NOTICE TO INVESTORS

to making any-offer, resale, pledge or other transfer of the Notes offered hereby.

Each pdrchaser of fhe notes offered hereby will be deemed to have répresented and agreed
as follows (terms used herein that are defined in Rule 144A (“Rule 144A") or Regulation S

(“Regulation S”') under the Securities Act are used herein as deﬁned therein):

(1) You are (A) (i) a qualified institutional buyer, (i) are aware that the sale of the notes to
you is being made in reliance on Rule 144A and (iii) are acquiring such notes for your
own account or for the account of a qualified institutional buyer, as the case may be or
(B) are not a-U.S. person as such term is defined in Rule 902 under the Securities Act,
and are purchasing the notes in accordance wuth Regulation S.

(2)

(3).

You: understand that the notes have not been and will not be registered under the
Securities Act and may not be reoffered, resold, pledged or otherwise transferred
except (A) (i) to a person who you reasonably believe is a qualified institutional buyer
in a transaction meeting the requirements of Rule 144A, (ii) in an offshore transaction
complying with Rule 903 or Rule 904 of Regulation S and the applicable laws of such

- offshore jurisdiction, or (iii) pursuant to an exemption from registration under the
‘Securities Act provided by Rule 144 thereunder (if available) and (B) in accordance
with all applicable securities laws of the states of the United States and any jurisdiction
outside the United States. ' :

The notes will bear a legend to the following effect, unless we determlne otherwise in

5 compllance with applicable law:

“THE NO_TES EVIDENCED HEREBY HAVE NOT BEEN REGIS-
TERED UNDER THE UNITED STATES SECURITIES ACT OF 1933
(THE “SECURITIES ACT”) AND MAY NOT BE OFFERED, SOLD,

. PLEDGED OR OTHERWISE TRANSFERRED EXCEPT (A) BY THE

INITIAL INVESTOR (1) TO A PERSON WHO THE SELLER REA-

- SONABLY BELIEVES IS A QUALIFIED INSTITUTIONAL BUYER

WITHIN THE MEANING OF RULE 144A UNDER THE SECURITIES
ACT PURCHASING FOR ITS-OWN ACCOUNT OR ‘FOR THE ‘AC-

- COUNT OF A QUALIFIED INSTITUTIONAL BUYER IN A TRANSAC-
TION MEETING THE REQUIREMENTS OF RULE 144A, (2) IN AN ~ -
-OFFSHORE TRANSACTION COMPLYING WITH ‘RULE 903 OR

RULE 904 OF REGULATIONS UNDER THE SECURITIES ACT AND

"APPLICABLE SECURITIES LAWS OF SUCH OFFSHORE JURISDIC- .

TION, OR (3) PURSUANT TO AN EXEMPTION FROM REGISTRA-
TION UNDER THE SECURITIES ACT PROVIDED .BY RULE 144
THEREUNDER (IF AVAILABLE), AND (B) BY SUBSEQUENT INVES-
TORS, AS ‘SET FORTH IN (A) ABOVE OR (4) TO AN INSTITU-
TIONAL ACCREDITED: INVESTOR.IN A TRANSACTION EXEMPT

- FROM THE REGISTRATION REQUIREMENTS OF THE SECURITIES

ACT, IN EACH CASE, IN ACCORDANCE WITH APPLICABLE SECU-.

‘RITIES LAWS OF THE STATES OF THE UNITED STATES AND ANY

JURISDICTION OUTSIDE THE UNITED STATES.” °




FORWARD-LOOKING STATEMENTS

We and Bowater have made forward-looking statements within the meaning of Sections 27A
of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934 in this
offering circular and in the documents incorporated by reference in this offering circular. These
forward-looking statements include, for example, statements about Bowater's business outlook,
assessment of market conditions, strategies, future plans, future sales, prices of Bowater’'s major
products, inventory levels, capital spending and tax rates. These forward-looking statements are
not guarantees of future performance. For these statements, we and Bowater claim the
protection of the safe harbor for forward-looking statements contained in the Private Securities
Litigation Reform Act of 1995. These statements are based on ménagement’s expectations and
involve a number of business risks and uncertainties, any of which could cause actual results to
differ materially from those expressed in or implied by the forward-looking statements. For '
further discussion of these risks, see "‘Risk Fagtors” beginning on page 7 of this offering circular.
Other risks besides those listed in “Risk l,-‘actors” also could adversely affect us or Bowater.
Neither we nor Bowater undertakes. any obllgatlon to publlcly update or revise any forward-
[ooking statements

’




SUMMARY

You should read the following summary together with the more detailed information included or
incorporated by reference in this offering circular about us, our parent company, Bowater '
Incorporated, and this. offermg C , _ o

Bowater Incorporated

Bowater is a global leader in the manufacture sale and dlstrlbutlon of newsprint. Bowater
also manufactures, sells and distributes uncoated groundwood specialties, coated groundwood
paper, market pulp and lumber. As a result of Bowater’s acquisition of Alliance Forest Products
Inc., Bowater has 12 pulp and_paper milis in the United States, Canada and South Korea and
13 North American sawmills ‘that produce softwood and hardwood fumber. As of September 30
2001, Bowater managed and controlled approxumately 1.8 miillion acres of timberlands in the
United States and Canada and had 32 million acres of timber cuttmg rights in Canada to support
these facilities. In October 2001, Bowater entered into contracts under which it has agreed to seli
approximately 238,000 acres and leasehold intefests in ‘approximately 26,000 acres of timber-
lands for cash and promissory notes in the aggregate amount of approxrmately $230 mllnon

Overview. Bowater has five divisions: the Newsprmt Division, the Coated and Specialty
Papers Division, the Pulp Division, the Forest Products Division ahd the Canadlan Forest
Products Division. Except for the Pulp Division, each/ d|y|5|on is-responsible’ for the sales and -
marketing of distinct product lines and the operation’ 'of certain manufacturing sites. The Pulp
Dwrsron |s primarily a remarketlng and drstrlbutlon lel;’;lon .

The followmg table sets forth, pro for(ma for,the Alliance acquisition, certain sales and
production data for Bowater for the year ended December 31, 2000. :

Sales (in Sales (percent Production'

Prod_uct . i millions ) . of total) capacity
NEWSPHNE -2 eeeeeeeeaee FU $1,749. ©  53%  3,487,000mt -
Coated and specialty PAPRIS. . ..o $ 759 - T 28% 1,143,000 mt:
Market pulp ................... e - § 561 - 1% 1,259,000 mt
Lumber, timber and otner_wood products ............ % 231 ) 7% 1,031,000 mbf

mt metnc tons mbf: thousands of board feet

Newspr/nt Division. The Newspnnt Division operates SiX manufacturmg sites in the United
States, Canada and. South Korea. The principal product line at these manufacturmg sites is
newsprint, but several of the sites also produce market pulp and unceated groundwood
specialties. The Division is responsrble for the worldwide marketing and sales of newsprint.
Bowater is the largest manufacturer of newsprint in the United States and the second largest in’
North America. After the Alliance acquisition, Bowater has approxrmately 20% market share in
the North American newsprlnt market

Coated and Spec:alty Pa,oers D/wsron The Coated. and Specralty Papers Dwrsaon operates a
manufacturing site that produces coated groundwood paper, newsprint, market pulp and
uncoated groundwood specialties and a coating facility, both located in the United States. This
‘Division is responsible for the marketmg and sales of coated and uncoated groundwood specialty
papers produced by those facilities and by the facilities operated by the Newsprint Division and '
the Canadian Forest Products Division. . . :

Pulp Division. The Pulp Division markets and distributes market pulp produced at the
operations of Bowater's Newsprint Division and Coated and Specialty Papers Division at
Calhoun, Tennessee; Catawba, South Carolina; Thunder Bay, Ontario; and Coosa Pines,
Alabama. The Division sells northern and southern krafiwood pulp and fluff pulp. The financial

1




results for the production and sale of market pulp are included in the financial results of the
Newspnnt Division and the Coated aﬂd Specnaity Papers Division, dependlng upon which site
mantifactures the product

Forest Products Division. The Forest Products Division manages 1.4 million acres of
timberiand owned or leased in the United States and Canada and over 8 million acres of Grown-..
owned land in Canada on which Bowater has cutting rights. The Division also operates three
softwood sawmills, supplies wood fiber to Bowater's pulp and paper productlon sites and
markets timber and lumber in North America. . -

Canadlan Forest Products DIVISIOH

The Canahdian Forest Products Division operates four

manufacturing sites in Canada. Bowater acquired a significant portion of these operations in
connection with its acquisition of Alliance Forest Products Inc., as described below. The principal
product lines at these manufacturmg sites are newsprint and uncoated groundwood specialties.
The Division is also responsible for Bowater's 10 sawmill operations in Quebec and New
Brunswick and for all lumber ‘sales from Bowater’s Caradian sawmills. _The Division manages
400,000 acres of timberland owned in Canada and about 24 million acres of Crown- owned land
in Canada on which Bowater has cutting rights.

The pnncnpal offtces of Bowater are at 55 East Camperdown Way, ,Greenvnlle South Carolma
29602, and.its telephone number at that address is (864) 271- 7733

Properties

The followmg table lists Bowater s mills by Iocatlon and does not glve effect to the Alliance

acqwsmon

Mills by

Geographlcal Reglons '

United States

Caneda . .

Asia

mt: metric tons

 Mill Location -
- Usk, Washington
Grenada, Mississippi

Albertville, Alabama
Calhoun, Tennessee

Catawba, South Carolina

_Benton Harbor Mlch[gan _

Thunder Bay, Ontario.

Gaﬁneau, Quebec
Maniwaki, Quebec

Daihousne New Brunswick

leerpool Nova' Scotia:

" Qakhill, Nova Scotia

Mokpo South Korea

mbf: thousands of board feet

Mill Type

Newsprlnt
Newsprint

. Lumber :
Newsprmt/ SpeCIalty-

Market pulp
Coated paper

© Market pulp
Newsprint/Specialty

Paper coating
Newsprint-. .

" Market pulp -

Newsprint..
Lumber o
Newsprint-

" Newsprint

Lumber -
Newsprint

Approximate

Annual Capacity

- 253,000 mt
244,000 mt
99,000 mbf
774,000 mt
199,000 mt
325,000 mt
245,000 mt
247,000 mt
126,000 mt
501,000 mt
544,000 mt
. 518,000 mt
79,000 mbf
239,000 mt
251,000 mt
- 110,000 mbf |
276,000 mt




§ As a result of the Alliance acquisition, Bowater acquired the following mills: -
W Mills by Approximate
& Geographica! Regions - - - Mill Location . ' i Mill Type : Annual Capacity
EEE United States - -~ Coosa Pines, Alabama ' Newsprint ) 410,000 mt
! o .. . MarketPulp 272,000 mt
% - ... - Westover, Alabama - Lumber = . 58,000 mbf
g Canada o Dolbeau, Quebec , ~ Specialty . . .220,000 mt
Donnacona, Quebec Specialty 245,000 mt
£ : B Mastassini, Quebec Lumber 175,000 mbf
' : Saint-Félicien, Quebec Lumber 160,000 mbf
Dégelis, Quebec Lumber 60,000 mbf
Baker Brook, New Brunswick : Lumber : 75,000 mbf
Riviere-Bleue, Quebec Lumber 30,000 mbf
-Lac-des-Aigles, Quebec Lumber 20,000 mbi
Price, Quebec Lumber 85,000 mbf
Girardville, Quebec ' ~~ Lumber - : - 30,000 mbf

Baie-Trinité, Quebec . Lumber - ' 50,000 mbf
mt: metric tons  mbf: thousands of board feet '

Acquisition of Alliance Forest Products Inc.

Bowater completed the acquisition .of all.of the outstanding capital stock of Alliance on
September 24, 2001. Following this acqulsmon Bowater changed AIllance s name to Bowater _
Canadian Forest Products Irc.

The aggregate purchase price to shareholders for the acquisition was approximately $486
million, consisting of 5,035,863 shares of Bowater’'s common stock (including Toronto Stock™
Exchange listed shares exchangeable on a one-for-one basis for shares of Bowater’s common
stock) and $251 million in cash. Bowater also repaid approximately $273 million of Alliance’s
outstanding debt. Bowater financed the cash portion of the purchase price and the debt
repayment with $500 million of borrowings under a bridge credit agreement provided by- - -
Goldman, Sachs Credit Partners, L.P. and J. P. Morgan Securities Inc., as co-arrangérs. The
proceeds from this offering ultimately will be used to repay all amounts outstanding under the -
bridge credit agreement and to repay other short-term borrowings of Bowater. See “Use of
Proceeds.” :

‘Bowater expects. that the acquisition will increase earnings.. Bowater expects to achieve
annual cost savings and operating synergies in connection with the acquisition of apprOXImater
$60 million by the end of 2002. Through this acquisition, Bowater has increased its annual
newsprint, coated and uncoated groundwood specialty papers capacity to approxnmately

4.6 million metric tons and Bowater has mcreased its annual Iumber capacity to apprommately
1.0 billion board feet. S . .

Bowater Canada Finance Corporation

We are an unlimited liability company organized under the laws of the Province of Nova
Scotia, Canada and a wholly-owned subsidiary of Bowater. Bowater formed us for the purpose .
of providing financing to Bowater in Canada. We have no independent operations:and prior to
this offering, we had no material assets or liabilities. We will use the progeeds from this offering -
to acquire 99% of Bowater Canada Finance Limited Partnership from Bowater and 1o capitalize
our wholly owned subsidiary, Bowater Canada Treasury Corporation, which will then acquire the -
remaining 1% of Bowater Canada Finance Limited Partnership from Bowater Ventures Inc., a
wholly-owned subsidiary of Bowater. Bowater Canada Finance Limited Partnership was formed
to facilitate the financing of the acquisition of Alliance and the recapltallzatlon of Bowater
Canadian Holdings Incorporated and Bowater Canada Inc., wholly-owned subsidiaries of
Bowater.

Our principal offices are ¢c/o Bowater Incorporated at 55 East Camperdown Way, Greenville,
South Carolina 29602 and our telephone number at that address is (864) 271-7733.
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Recent Developments

:The following table sets forth selected unaudited financial data for Bowater ‘for the nine
months ended September 30, 2000 and 2001. Results of operations for the nine months ended
September 30, 2001 are not necessarily indicative of results that may be expected for the full

.year. You should read the table below in conjunction with Bowater’s Current Report on Form 8-K

filed on October 23, 2001 and incorporated by reference in this offering circular.

Nine months ended -

September 30, - September 30,
2000

2001

. ) ) (in millions)
Income Statement Data: coT
Sales ... ... e PN - $1,8424 $1,748.9

Costofsales ............... P . 1,150.5 1,155.1
Deprecratlon amortization and cost of timber harvested e 217.0 228.6
Distribution costs .......................... e e e e 127.2 - 120.1
Selling and administrative expense .............................. 8.8 - 774
Net gain on sale of assets ......... T e 34, . . 835
Operating income ..................oiiiiininan, e . 2643 . 2515
Income before income taxes and mmonty mterests Ceeeens e 1691 - 162.1.
Netincome ......00... . 0. .ooiiiiiiiiiiiiinan.... B L+ o K B 545
Balance Sheet Data: — , ' ; T
Cash and cash equivalents ................ S e .8 218 $ 158
Timber and timberlands................... e e 2715 2611
Fixed assets, net............... S SR e .29832.1 - - 3,819.2
Total assets ............ P e e e W 14,9911 . 58554
Total debt-......... et e e e © 10428 . 2,369.9
Long term debt, net of current- mstallments. e e 14503 - 1,232.3
Other long term liabilities ............. ... ... .l . s 3453 332:2 "
Consolidated Cash Flow Data: ' IR R ' o
Cash flow from operating activities ........................ ‘ee... $ 2735 $ 2315
Cash mvested in f:xed assets tlmber and tlmberlands. e 1645 1730

in the thlrd quarter of 2001, Bowater curtalled newspnnt production by approx1mately -
120,000 metric tons. Market pulp’ production was curtailed by approximately 35,000 metric tons.
In anticipation of continued weakness in demand, Bowater plans to take approx;mateiy the same
amount of newsprint downtime and approxnmately 25,000 metric tons of market pulp downtime in
the fourth quarter. B :

In October 2001, Bowater announced a reorganizatlon of its Coosa Pines, Alabama mill -
which Bowater will complete by January 31, 2002. The reorganization involves the permanent -
shutdown of a paper machine used to manufacture newsprint, woodyard operations and other.
pulping and support equipment. Approximately 300 employees will be eilmmated out of a current
work force at the mlll of approx:mately 1,000 workers . : :

” 1
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- The Offering

" The following summary of the terms of the notes |s not a complete description. See
“Descnptlon of Notes™ for further information regardlng the terms of the notes.

Issuer ... o el Bowater Canada Fmance Corporation
Notes offered ...... . e $600 miflion in prlncupal amount of 7.95% notes due 2011.
Maturity . . . ,':-_'1. ..... November 15 2011 ' ’ '

interest ............... Vieeies oo Interest will accrue from the issue date of the notes at a
o Co e rate equal to-7.95% per year. We will pay interest on the
notes on May 15 and November 15 of each year, beginning
~~ on May 15, 2002.

Ranking...... et eeeaeanan e - The notes will be our semor obllgatlons and will rank
= ' ' - equally with our existing and future senior unsecured debt.
Upon completion of this offering, we will not have any -
.. senijor -debt outstanding other than the notes. .

Guarantees ........ ieeeewenee... Our parent comp’ény, Bowater, will fully and unconditionally
o g R _.guarantee ‘the notes. Bowater's guarantees of the notes
will rank equally with its other senior unsecured debt,
which totaled $1,843.8 million as of September 30, 2001
(which includes $62.8 million of guarantees).

Redemptionbyus ................ We may redeem all or a portion of the notes from time to
time at a price equal to the greater of:

. 100% of the principal amount thereof; or

. t_he sum of the present value of the principal amount
and interest on the notes being redeemed plus a
make-whole premium.

Restrictive covenants ............. The indenture governing the notes will restrict our ability
and the ability of Bowater to create certain liens, enter into
sale and leaseback transactions and merge or consolidate.

Registration rights ..... e in an effort to give you the opportunity in the future to
~ exchange the notes for exchange notes with identical
terms that may be publicly traded, we and Bowater have
agreed to:

- file a registration statement for the exchange notes
within 90 days after the issue date of the notes;

+ cause the registration statement to become effective
within 150 days of the issue date of the notes; and

« consummate the exchange offer within 45 days of
the effective date of our reglstratlon statement.

In addition, we and Bowater have agreed, in certain
circumstances, to file a ‘‘shelf registration statement” that
would allow some or all of the notes to be offered to the
public.

If we commit a registration default by failing to meet the
deadlines listed above, the annual interest rate on the
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notes will increase by 0.25%. As soon as we cure the
registration default, the mterest rate on the notes will revert

to |ts orxglnal Ievel

_For additional information concerning the above, see

“Description of Notes — Registration and Exchange Offer.”

Transfer restrictions ..............

Governinglaw .......... Ciierai

Use of pfoceeds...v....'..-' ..... e

Risk Factors

.....................

We have not registered the notes under the Securities Act

. or any state or foreign securities law. The notes are
‘subject to certain transfer restrictions and may be offered

or sold 'only pursuant to an exemption from the registration

" requirements of, or in a transaction not subject to, the

Securities Act. See ‘“Notice to Investors.”

The notes and the indenture governing the notes will be
governed by the laws of the state of New York.

We and a wholly owned subsidiary will use the proceeds
from this offering to purchase Bowater Canada Finance
Limited Partnership from Bowater and Bowater Ventures
Inc., a wholly -owned subsidiary of Bowater. Bowater and
Bowater Ventures.Inc. will then use the proceeds from that
sale to repay all amounts outstanding under the bridge
credit agreement and to repay other short-term borrowmgs
of Bowater.

You should carefuﬂy consider all of the information con-

tained in this offering circular, including the discussions

under the caption “Risk Factors” beginning on page 7,
regardmg specific nsks involved in investing in the notes.




RiSK FACTORS

_Before purchasing the notes, you should carefully consider the following risk factors as well as
the other information contained in or incorporated by reference into this offering circular.

Risks Related to the Notes ’

We are a financing subsidiary with no independent operations and, accordingly, will depend on the
cash flow of Bowater and its subs;d:ar/es to satisfy our obligations under the notés.

We are a financing subsidiary with no independent operations, sources of income or assets,
other than our equity interests in our subsidiaries. Accordingly, we will depend on. payments on
intercompany loans to our subsidiaries or other distributions or payments to us by Bowater to
make payments on the notes. These subsidiaries are separate legal entities that have no'
obligation to pay any amounts due pursuant to the notes. Consequently, we cannot assure you
that the amounts we receive from Bowater-or our sub5|d|ar|es will be sufficient to enable us to
service our obhga’tlons on the notes. '

Bowater’s substantial indebtedness could adversely affect its fmancral health and prevent us from
fulfilling our obligations under the notes. :

After giving effect to this offering, Bowater will have a significant amount of indebtedness. As
of September 30, 2001, after giving effect to this offering, Bowater would have had outstanding
total debt of $2,375.4 million, a ratlo of earnings to fixed charges of 2.4x and stockholders’ equity
of $2,041.0 million.

Bowater's substantial amount of debt could have lmportant conseguences for you, For
example, it could

K ‘make it more dnfﬁcult for us to satlsfy our obhgatlons with respect to the notes;

+ limit Bowater's ability to obtain additional financing, if needed, for working capital, cap:tal
expendltures acqu131t|ons debt service requnrements or other purposes;

« increase Bowater’ s vuinerability to adverse econqmlc and industry conditions;

"~ =-require Bowater to dedicate a substantial portion of its cash flow from operations to us so-
- that we can make payments on our debt, thereby reducing funds available for operatlons
future business opportunities or other purposes;

» limit Bowater's flexibility in pfannmg for, or reacting to, changes in its busmess and its
industry; and

. » place Bowater at a competrtlve dlsadvantage compared to its competltors that have less
debt. : .

If an active trading market does not develop for the notes, you may not be able to resell.

There is currently no established market for the notes. We do not.intend to list the notes on
any securities exchange. The initial purchasers have advised us that they intend to make a
market in the notes after this offering is completed and, if issued, the exchange notes. However,
they are not obligated to do so and may discontinue markét-making at any tlme without notice. !

The liquidity of any market for the notes will depend upon varaous factors, rncluding
~+ the number of holders of the notes;

+ the.interest of secuntles dealers in makmg a market for the notes; -

* the overall market for investment grade securltles;

= our financial performance and prospects; and
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» the prospects for companies in our industry generally

In addition, the liquidity of the trading market in the- notes and the market price quoted for
the notes, may be adversely affected by changes in the overall market for fixed income securities
generally. As a result, an active trading market may not develop for the notes. If no active tradlng
market develops, you may not be able to resell your notes at their fair market value or at alI

Failure to have the. reglstratlon statement declared effectlve could adversely affect the llqu1dlty and
prlce of the notes.”

" The notes have not been registered under the Securities Act or any state or foreign
securities laws and, uniess so registered, may not be offered or sold except pursuant to an . .
exemptlon from,.orin a transactlon not subject to, the registration requirements of the Securities
Act and apphcable state or.foreign securities laws. We intend to file a registration statement
under the Securities Act with. respect to exchange notes and to use our reasonable best efforts
to have such registration statement declared effective by the Securities and Exchange
Commission. The SEC, howsver, has broad discretion to determine whether any registration
statement will be declared effective and may for a variety of reasons delay or- deny the '
effectiveness of any such reglstratlon statement.

Risks Related to Bowater's Busmess

Cycl/cal mdustry conditions may adversely affect Bowater s results of operatlons and fmanc:a/
condition. _ :

Bowater's operating results reflect the cyclical pattern of the forest products industry Most
of Bowater’s products are world-traded commeodity products. Prices for Bowater’s products have
been volatile historically, and Bowater, like other participants in the forest products industry, has
limited direct influence over the timing and extent of price changes for its products. Instead,
these price changes depend primarily on industry supply and customer demand. Industry supply
depends primarily on available manufacturing capacity, and customer demand depends on a
variety of factors, including the health of the economy in general and the strength of both print
media advertising and new home construction. A prolonged and severe weakness in the markets
for one or more of Bowater’s principal products could serlously impair- its. results of operatlons
and adverseiy affect its financial condition. . .

intense competition in the forest products industry could adversely affect Bowater's operating
results and financial condition. '

The markets for Bowater’s products are all- highly competitive. Actions by competitors can
affect the ability of Bowater to sell its products and can negatively affect the prices at which its
products are sold. Bowater's industry is capital intensive, which leads to high fixed costs.. Some )
of Bowater's competitors may be lower-cost producers in some of the businesses in which
Bowater operates, and accordingly these compe’ntors may be Iess adversely affected than
Bowater by pnce declmes .

Developments in electronic data transmlss:on and storage could adversely affect the demand for-
Bowater’s products. . .

Bowater’'s newspaper, magazine and catalog publishing customers increasingly may. use, and
compete with businesses that use, electronic data transmission and storage instead of newsprint,
coated paper, uncoated groundwood specialty papers or other products made by Bowater.
Bowater cannot predict the timing or the extent of this trend; however, a continued shift to
electronic transmission could cause a decline in demand for these products and accordingly,
Bowater’s sales. : : :




Changes in laws and regulations could require substantial additional expenditures by Bowater to
comply with these laws and regulations.

Bowater is subject to a variety of national and local laws and regulations dealing with trade,
transportation, currency controls or the environment. Changes in these laws or regulations have
required in the past, and could require in the future, substantial expendltures by Bowater. For .
example, changes in environmental laws and regulatrons could require Bowater to spend ‘
substantial amounts to comply with restrictions on air emissions, wastewater dlscharge waste =
management and landfill sites, including remediation costs. B

Environmental laws are becoming increasingly more stringent. Consequently, Bowater’s -
compliance and remediation costs could increase materially. For example, in April 1998, the
Environmental Protection Agency promulgated new air and water quality standards for the paper
industry, known as the *‘Ciuster Rule,” aimed at further reductions of pollutants. Bowater
anticipates spendmg approximately $160 million to enable its Catawba, South- Carolma facmty to
comply with the Cluster Rule and antlmpates completlng thls work by Apnl 2004 : : '

Bowater may be subject to unforeseen enwronmental Itabmtles

As an owner and operator of real estate and manufactu_nng ‘and processing facilities,
Bowater may be liable under environmental laws for cleanup and. other costs and damages;
including tort liability, resulting from past or present spills or releases of hazardous or toxic
substances _on or from its properties. Bowater may incur liability under these laws without regard
to whether Bowater knew of, was responsible for or owned the property at the time of, any spill
or release of hazardous or toxic substances on lts property ln some cases thxs hablhty may not,
be limited to the valde of the property. )

Bowater is exposed to currency fluctuations.

Certam of Bowater’s products are sold in currencies other than the u.S. dollar and nearly
half of its manufacturing costs and certain financial liabilities are denominated in Canadian
dollars. Accordingly, changes in currency exchange rates will impact Bowater’s revenues and
costs. Increases in the value of the Canadian dollar versus the U.S. dollar would reduce
Bowater’'s earnings, which are reported in U.S. dollars. : ’

Bowater competes with North American, European and Asian producers in most of its
product lines. Variations in the exchange rates between the U.S. doliar and other currencies,
particularly those of Canada, Sweden, Finland, and certain Asian countries, significantly affect the
competitive position of Bowater compared to many of its competitors.

Bowater is exposed to changes in banking and capital markets and changes in interest rates.

Bowater requires both short-term-and long-term financing to fund its operations, including
capital expenditures. Changes in the banking or capital markets could adversely affect the cost or
availability of financing. In addition, Bowater is exposed to changes in interest rates with respect
to its floating rate debt and all new debt issues. Changes in the capital markets or prevailing
interest rates can increase the cost or decrease the availability of financing for Bowater.

Changes in the political or economic conditions in the United States or other countries in which
Bowater's products are manufactured or sold can adversely affect Bowater’s results of operations.

Bowater manufactures its products in the United States, Canada and South Korea, and sells
its products throughout the world. The economic and political climate of each region has a
significant impact on costs, prices of and demand for Bowater's products. Changes in reg|onal
economies or political stability can adversely affect the cost of manufacturing and distributing
Bowater’s products, pricing and sales volume, directly affecting Bowater's results of operations.
These changes could also affect the availability or cost of insurance for its facilities.
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High costs of raw materials and energy could seriously harm Bowater’s operating results.

Bowater buys energy, chemicals, waod fiber, recycled paper and other raw materials on the
open market. The prices for these raw materials are volatile and may change rapidly, directly
affecting Bowater’s results of operations. Bowater is a major user of renewable natural
resources, specifically water and wood fiber. Accordingly, significant changes in climate and
agricultural diseases or infestation could adversely affect the financial condition and results of
operations of Bowater. - ' S -

Bowater does not maintain insurance for losses to its standing timber from natural disasters-or.
other causes. ‘ : . :

The volume and value of timber that Bowater can harvest from its lands may be limited by
natural disasters such as fire, insect infestation, disease, ice storms, wind storms, flooding and.
other weather conditions and other. causes, As is typical in the-industry, Bowater does not
maintain insurance for any loss to its standing timber from natural disasters or other causes.

Bowater may not be able to integrate acquisitions successfully. .

As part of its business strategy, Bowater has consummated several acquisitions, including
the acquisition of Alliance, and may seek additional acquisition opportunities. Bowater may not
succeed in integrating acquired operations. Successiul integration of acquired operations, .
including those of Alliance, will depend primarily on Bowater’s ability fo consolidate_operations,
systems and procedures and to eliminate redundancies and excess costs. quuisiﬁons also may
have an adverse effect on Bowater's operating results, particutarly in the fiscal quarters ’
immediately following the acquisition while Bowater integrates the acquired operations. Even
after Bowater integrates these operations, their revenues and profits may be less than Bowater
expects. In addition, Bowater may not realize expected synergies and cost savings in connection
with the Alliance acquisition or other future acquisitions. S :
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USE OF PROCEEDS

We will use the proceeds: from this offering to acquire 99% of Bowater Canada Finance
Limited Partnership from Bowater and to capitalize our wholly owned subsidiary, Bowater -
Canada Treasury Corporation, which then will acquire the remaining 1% of Bowater Canada
Finance Limited Partnership from Bowater Ventures Inc., a wholly-owned subsidiary of Bowater.
Bowater and Bowater Ventures Inc. then will use the proceeds from that sale to repay all
amounts outstanding under the bridge credit agreement and to repay other short-term
borrowmgs of Bowater '

Bowater’s- borrowmgs under the bridge credit agreement wn!l mature on November 6, 2001
and will total $500,6 million at that date, including accrued interest at a variable rate based upon
a one month eurodollar rate, which was equal to 3.4% per year at October 31, 2001. These
borrowings were used to finance the cash portion of the purchase price of the Alliance
acquisition and the repayment of Alliance’s outstanding debt. Affiliates of the initial purchasers
are lenders under the bridge credit agreement and, as a result will receive a portion of the
proceeds of this offering. . .

Bowater will use the balance of the proceeds of this offenng to repay amounts outstandlng
under its 364-day and 5—year credit facilities. These. borrowmgs presently mcur interest at 5. 5%
per year. ‘ :
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CAPITALIZATION

' The following table sets forth the capitalization of Bowater at June 30, 2001 on a historical
basis and on a-pro forma basis giving effect to the acquisition of Alliance, the sale of the notes
and application of the proceeds. See “‘Use of Proceeds.” T ' - - )

" At June 30, 2001
Historical .. : Pro forma
_ - (Doltars in miltions)

Short term debt:

Bridge credit agreement. .. ..............oeooeiieons IR $  — $ -
Commercial paper and other short-term borrowings ................ ... 4896  446.0
“Total short term debt .. ..., . o i i eeee....i. 4896 446.0
Long term debt, including current installments: o A
7.95% notes due 2011 offered hereby ................... e B —  $ 6000
9.00% Debentures due 2009.....0.......... e PR PO 250.0 . 250.0
9.38% Debentures due 2021 .. ... 00 oo PR L. . 200.0° 200.0
10.62% Notes due 2010 .. .... e e e L.....o 7 e80 o 980
10.50% Notes due at various dates from 2002 0 2010................. . 918 98
9.50% Debentures due in 2012 . ... ... il e 1250 -125.0 -
10.85%. Debentures due 2014, ............. O .. o 821 - 8241
9.25% Debentures due 2002 . ... ... cou it 59.1 59.1
10.60% Notes due 20171 ... .ot 700 70.0
7.75% recycling facilities revenue bonds due 2022.................c.... 62.0 62.0
7.40% recycling facilities revenue bonds due2022. ... ..ot 39.5 395
7.62% recycling facilities revenue bonds due 2016............... ... 30.0 30.0
. 10.26% Notes due at various dates from 2002 to 2011................. 22.0 22.0
Government of Quebec note due 2008 . ... ... — 94
Pollution control revenue bonds due at various dates from 2002 to 2010
with interest at varying rates from 7.4% 10 7.62%. . ................. 13.4 13.4
Industrial revenue bonds due 2029 with interest at floating rates ....... 33.5 335
B.50% Notes due 20071 ...t e e 18.1 18.1
Bank term loan at floating rates due 2001 ................ooovinennnn 11.4 11.4
10.25% Debentures due 2003. ... . ... . i s 7.4 7.4
 UDAG loan agreement due 2010 with interest varying rates from 5% to
B0, + s st e 7.8 : 7.8
11.00% Subordinated debt due 2003 ... ..o 3.9 3.9
Total principal amount of long term debt, including current
instaliments . ...... O U 1,225.0 1,834.4
Net premiums principally from assumed debt of a prior acquisition ... 107.2 105.3
Total long term debt, including current installments ................ 1,332.2 1,939.7
Minority interests in subsidiaries ... ... 89.0 89.0

Shareholders’ equity:
Common stock, $1.00 par value, 100,000,000 shares authorized,
62,028,167 and 66,207,793 shares issued and outstanding at June 30,
2001, historical and pro forma, respectively . ........... ..ot 62.0 66.2
Exchangeable shares, no par value, unlimited shares authorized, - '
1,199,550 and 2,055,787 shares issued and outstanding at June 30,

2001, historical and pro forma, respectively............. e 58.4 98.3
Additional paid-in capital ......... ... 1,3735  1,564.3
Retained arnings .. ......ootimriar e 845.2 845.2
Accumulated other comprehensive income (loss) ................... {19.5) (19.5)
Treasury Stock, @t COSt. ... i (487.0) (487.0)
Total shareholders’ equity .. ... e e 1,832.6 2,067.5
Total capitalization. . .........cooviien i $3,743.4 $4,6542.2




SELECTED SUMMARY FINANCIAL DATA

Bowater Selected Consohdated Fmanclal Data

The following table sets forth sélected “Income Statement Data” and “Balance Sheet Data”
for, and-as of the end of, each of the yearsin the five-year period ended December 31, 2000,
and are derived from the consolidated financial statements of Bowater and its subsidiaries which
have been audited by KPMG LLP, independent accountants. The selected financial data '
presented below as of and for the six-month periods ended June 30, 2000 and 2001 are derived
from the unaudlted consolidated financial statements of Bowater and its sub5|d1ar|es and, in
Bowater's opinion, reflect all adjustments (consisting of normai accruals) necessary to present
fairly the data for those periods. Bowater’s resulis of operations for the six months ended -
June 30, 2001 may not be indicative of results that may be expected for the full year. You should
read the table below in conjunction with “Management s Discussion and Analysis of Financial
Condition and Results of Operations” and. Bowater’ s consolldated fmancnal statements and
notes thereto mcluded in thlS oﬁenng circular.. : : _
' ' " Six Months
- : - : Ended and at

" Year Ended and at December 31, : June 30,

1996 1997  1998(1)(3) 1999(1)(2) =2000(1) 2000 2001
(in miflions, except ratios)

Income State:nent Data:

Sales........ciiiiiiiiiii $1,839.2 $1,598.9 $2,142.7 $2,311.7 $2,500.3 $1,170.5 $1,190.1
Costs of Sales ........... e -1,149.6. . 1,106.8 14222 .. 16252 1,5499 .7482 . 761.2
Depreciation, amortization and _ o o o o ' .

cost of timber harvested ..... 174.4 169.8 ~ 229.6 " 300.2 2952 1423 ~ 1516
Distribution costs............. Lo 12080 1144 . 1477 0 1770 1666 833 812
Selling and administrative S e ' o

expense .............. S i.3 . 931, 722 -.826- . 987 - 1326. - 5483 . 460
Impairment of assets ...... e — — . 1196 . - 920 L — — —
Net galn on sale’of assets ....... "98.1 08 211 © 2254 73 3.3 79.2
Operating ingome ............... 399.3 136.5 162.1 244.0 363.3 145.7 2293
income before income taxes and - : :

minority interests . ............ . 353.2 89.5 156 155.8 . 239.2 84.9 161.0
Net income (loss) .............. 200.2 837 = (18.5) 78.7 159.4 509 56.3
Balance Sheet Data:
Cash and cash equivalents....... $ 853 $ 2287 $ 583 § 247 $ 200 % 16.0 $ 197
Timber and timberlands.......... 395.7 394.0 472.8 283.2 265.2 2754 256.2
Fixed assets, net................ 1,636.7 1,5564.5 2,8852 2,581.3 29811 25768 2,968.0
Totaldssets .................... 2,865.5 27458 5,092.0 4,552.2 50041 4,576.9 4,789.9
Totatdebt ...................... 760.6 758.9  1,830.8 1,505.1 1,931.1 1,618.8 1,821.8
LLong term debt, net of current : S :

installments ... ................ 759.0 7571 1,534.6 1,454.6 1,304.7 11,4468 1,228.3
Other long term liabilities. .. ...... 171.7 169.5 356.3 326.1 319.2 3341 2248

Additional Information:
Cash flow from operating

activities .. .................... $ 336.2.% 1956 $ 2741 $ 1470 B 4166 $ 1282 $ 1803
Cash invested in fixed assets, i .

timber and timberlands ........ 106.9 99.6 223.2 198.5 283.2 112.0 115.0
EBITDA(4) ..o 573.7 306.3 3917 5442 658.5 288.0 380.9
Ratio of EBITDA to interest ' '

eXpense ....... ... 8.0x 45x 4.0x '4.3x 4.9x 4.6x 5.5x
Ratio of total debt to EBITDA(S) .... 18x . 25X . 47x 2.8x 2.9x .

Ratio of earnings to fixed .
charges(6) ................... 4.5x 2.1x 1.4x 2.1x 2.7% 2.3x 3.0x




(1)

In 2000, Bowater acquired a newsprint mill in Grenada, Mississippi. In 1999, Bowater sold

Great Northern Paper, inc. In 1998, Bowater acquired Avenor Inc. (now named Bowater

~ Pulp and. Paper Canada inc.) and a South Korean newsprint mill.

(2)

(3)

(4)

(5)

Results for 1999 inciuded a pre-tax net gain on salé:of timberlands and other assets of

$225.4:million-($1 28.9 million after tax or $2.34 per diluted share) and a pre-tax impairment
charge of $92.0 million ($56.1 million after tax or $1.02 per diluted share). :

Results for 1998 included a pre-tax net gain-on sale of imberlands of $21.1 million (§6.7 .
million after tax or $.14 per diluted share) and a pre-tax impairment charge of $119.6 million

($73.0 million after tax or $1.53 per diluted share). Lo

EBITDA represents operating income plus depreciation, amortization and cost of timber
harvested. EBITDA is presented because it is a widely accepted financial indicator of a
company’s ability to setvice indebtedness. However;“EBlTDl-‘\“shoUl_d not be considered as
an alternative to income from operations or to cash flows from ‘Operating activities (as

determined in accordance with generally accepted accounting principles) and should not be

construed as an indication of Bowater's operating performance or as a measure of liquidity.
EBITDA as presented by Bowater is not necessarily comparable with similarly-titied
measures presented by other companies. : '

Not meaningfq_l for six month periods.

. The ratio of earhings to fixed charges is computed by dividing “earnings’” by fixed charges.

Earnings. consist of income before income taxes and minority interests .plus. inte’rest.e)'(pense

_ (excluding interest capitalized during the period and amortization of previously capitalized

interest) plus the portion of rental expense representative of the interest factor.:Fixed
charges consist of interest expense (including interest capitalized during the period); plus
preference security dividends plus the portion of rental expense representative of the

" interest factor. . L




Alliance Selected Consolidated Financial.Data'

' The following table sets forth selected consolidated financial data for, and as of the end of,
each of the years in the five-year period ended December 31, 2000. The data are stated in.
Canadian dollars and are derived from the consolidated financial statements of Alliance, which
consolidated financial statements have been audited by Raymond Chabot Grant Thornton
General Partnership, Chartered Accountants. The selected consolidated financial data as of and
for the six-month periods ended June 30, 2001 and.2000 are stated in Canadian dollars and are
derived from unaudited consolidated financial statements of Alliance and, in Bowater’s opinion,
reflect all adjustments (consisting of normai accruals) necessary to present fairly.the data for.
those perlods Bowater acquired Alliance on September 24, 2001. You should read the table
below in conjunction with Alliance’s consolidated financial statements and hnotes thereto
incorporated by reference into this offering cwcu!ar v

. Six Months

o . . Ended .
Year Ended and at December 31, - and at June 30
1896 1997 1998 - 1989 2000 - 2000 2001
, ' - (in millions of Canadian dollars) S
Income Statement - - o S :
Data(1): S - : ~ S S :
Netsales....,.......... $ 4240 $ 8233 $1,085.1 $1,052.7 $1,0851 $ 5474 §$ 5775
Cost of goods sold. ciee. , 2984 6783 = 8642 9140 . 9106 467.2 452.2
Selling, general and """~ § ’ ' L
administrative” - : : ' e e T
expenses ......... oo 214 254 379 378 31T 16.8 18.0
Depreciation, . . o . :
amortization and' _ ' L _ '
depletion .;......... . 222 60.8 87.3 894 78.7 39.7 48.3
Amortization of the o o :
deferred gain ......... — — — — (34.4) (15.0) .  (19.4)
Operating income ... .... 820 .~ 5838 95.7 11.5 . 985 .387 = 804
Earnings (loss) before -~ ) ' : R
unusual items and ' e T
income taxes ......... 80.5 - 382 355 (242) 871 334 67.7
Unusual items ...... — — — — . (51.8) . (51.8). “:. 83
Net earnings (loss) ..... 56.0 26.5 25.9 (16.2) (21.3) (10.2) - 445
Balance Sheet Data: - ' B T L
Fixed assets............ 365,86 1,346,7 1,369.7 1,367.1 12575 '1,142.7 13112
Total assets .......... .. 5528 16889 17718 17344 16279 1,530.0 .1,6618
Long-term debt(2)...... 17 501.7 556.4 4848 . 3304.. 2496 = .3788
Total debt(3)......... 77.3. 530.9 567.9 537.7 = 3475 . 259.1 | 423.6
Shareholders’ equity . 350.6 936.0 957.8 = 8924 8036  771.2. .. .8499
Other Financial Data; ce
Cash flow from operating e
activities ............. $ 754 $ 780 $ 1301 § 1228 $ 855 % 43.0 § 844
Acquisition of fixed . . ' D
.assets ........... ceve (1571)  (2141)  (114.4)  (120.6) (225.0) (101 2) -(174.7)

EBITDA(4)v.........5,.._; 104.2 118.6 183.0 - - 100.9 1428 634 1073

(1) Alliance’s fmancral statements are prepared usmg Canadian GAAP
(2) Includes long-term debt and current portion of the long-term debt." -
(3) Includes long-term debt, current portion of the long-term debt and bank mdebtedness

(4) EBITDA represents operating income plus depreciation, amortization and depletion. EBITDA
Is presented because it is a widely accepted financial indicator of a company’s ability to
_ service indebtedness. However, EBITDA should not be considered as an alternative to
income from operations or to cash flows from operating activities (as determined in
accordance with generally accepted accounting principles) and should not be construed as
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an indication of Alliance’s operating performance or as a measure of liquidity. EBITDA as
- presented by Alliance is not necessarily comparable with similarly-titled measures presented
" by other companies. o ' . '

Selected Unaudited Pro Forma Combined Financial Data

The féllowing table sets forth" selected unaudited pro forma combined financial data f'd_r'Bowater
for the year ended December 31, 2000, and as of and for the six-month period ended June'30, 2001,

which give. effect to Bowater's acquisition of Alliance, which will be accounted for using the purchase
method of accounting, whereby the total cost of the transaction will be allocated to the tangible and

intangible assets acquired and liabilities assumed based upon their respective. fair values at the
effective date of the transaction. Accordingly, the allocations of the purchase price included in the
unaudited pro forma combined financial statements are preliminary. Independent appraisals and '

actuarial valuations will be conducted and final allocations will be made after closing. The income
statement data assume that the acquisition had been consummated on January 1, 2000, and the
balance sheet data assume that the acquisition had been consummated on June 30, 2001. The J

unaudited pro forma combined financial-data do not purport to represent what the results of
operations or financial position of Bowater would actually have been if the acquisition had in fact
occurred on the assumed dates and they do not project the results of operations or financial position
of Bowater for any future date or period. The selected unaudited pro forma combined financial data
do not reflect the cost savings and operating synergies Bowater expects 1o realize in connection with
the acquisition. You should read the following table in conjunction with Bowater’s unaudited pro
forma combined financial statements incorporated by reference into this offering circular.

Year Ended Six Months Ended
December 31, 2000 June 30, 2001
Bowater Alliance  Pro Forma Bowater  Alliance  Pro Forma
(in millions of doliars) -

Income Statement Data:

Sales ....:0 oo nns . $2.500.3 $ 799.6 $3,299:9 $1,190.1 $ 409.1 $1,599.2
Costofsales ................... 1,549.9 6139 2,163.8 761.2 -..2953 1,056.5
Depreciation, amortization and B

cost of timber harvested ....... 295.2 208. 346.9 151.6 176 - 1879
Distribution costs ............... 166.6 68.7 235.3 81.2 319 . 113:1
Selling and administrative S ' . Caen . :

EXPBNSE . .t vaveeinaree s 132.6 21.5 154.1 460 118~ 578
Impairment of assets ............ —_ 42.3 423 — = —
Net gain on sale of assets'....... 73 . 74 14.7 79.2° 54 = 846
Operating income ............. 363.3 30.8 3722 2293 579 268.5
Income before income taxes and . . : '

‘minority intérests. ... ........ . 239.2 174 225.3 161.0 501 187.7
Net income ......... SO 159.4 9.5 149.8 - 56.3 - 29.6 71.6
Balance Sheet Data: , o o CL |
Cash and cash equivalents ........ ey e . 19.7 — 19.7
Timber and timberlands ........ .. .. ... .oan. L e 256.2 52 261.4
Fixed assets, net .............. e T 2,968.0 858.8  3,800.4
Total assets . ....... R R R R EER 47899 1,087.0 58213
Total debt(1) ....... PPN 01,8218 2791 2377.2
Total long-term obligations ...........coooiiiiiiiii e 1,453.1 240.4 1,760.3

(1) Includes long-term debt, current portion o'f,long-ter'r'_n debt and pahk i'n_d'ébtedness; C
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MANAGEMENT’S DISCUSSION AND ANALYSIS
~ OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Orgamzatlon

Bowater is orgamzed into five divisions: the Newsprint Division, the Coated and Specialty .
Papers Division, the Pulp Division, the Forest Products Division and the Canadian Forest
Products Division. Each division, with the exception of the Pulp Division, is responsible for the
sales and marketing of distinct product lines and the operation of certain manufacturing sites.
The Pulp Division is primarily a marketing and distribution division. Therefore, Bowater’s fihéhcial
results are collected, analyzed and reported through the Newsprint, Coated and Specnalty
Papers Forest Products and Canadian Forest Products Divisions.: =

. .The follownng discussion reflects the organization of Bowater before the closmg of the
Alllance acquasmon on September 24, 2001 and does not include a discussion of Alliance’s
financial condition and resuits of operations. During the periods discussed below, Bowater was
organized into four divisions: the Newsprlnt D:wsnon the Coated Paper Division, the.Pulp Division
and the Forest Products Division. .

R_esults of ,Operations --,Six.Month,s‘End_ed Ju‘n'e_'.3,0, 200'1 domp'a_re,d‘ to June 30, 2000

- Qverview.: " For the first six months of 2001, Bowater had operating income of $229.3 million,
compared to $145.7 million for the first six months of 2000. Operating income for the-first half of
2001 includes a net'gain on sale of assets of $79.2 million compared to a net gain on sale of :
assets-of $3.3 million for the first-half of 2000. Excluding these asset sales; operating income
increased $7.7 million. Higher transaction prices for newsprint:($102.8 million) and tincoated
groundwood specialties ($4.8 million) partially offset by lower prices for market pulp ($47.6
million}: :and:coated groundwood ($2:4 million) and lower shipments:($6.2 million, primarily pulp)
account for the majority of this increase. Higher operating costs as a result of maintenance and
market-related downtime ($43.5 million), higher fuel ($7.4 million) and chemicais ($10.4 million)
costs, and a charge for beetle damage ($5.5 million) were partially offset by lower prices for
recovered paper ($7. 6 mllllon) a favorable Canadian dollar exchange rate ($21.7 million}, and
lower sellmg, general and administrative expenses ($8 3 mllhon) prlmanly due to Bowater s '
stock: based compensatlon programs

Net income for-the flrst six months of 2001 was $56 3 mllllon or $1 .08 per diluted share
compared with net income of $50.9 million, or $0.95 per diluted share, for the first six months of
2000. Sales for the first half of 2001 were $1 1901 mllllon compared w1th $1 170 5 mllhon for the -
first half 'of 2000 '

Presented beiow is a dlSCUSSlOﬂ of each sngnmcant product hne followed by a dlscusswn of
the results of each of the reported divisions. . .




June 2000.

SRS

Product Line Information
S Six Months Ended
June 30,
2001 . 2000
{Unaudited, in mil_lions)

Sales by Product

Sales: _ :
Newsprint......... P PR PSP $ 7462 § 6347
Market PUIP . .o covennneineeeennnes e PP 2064 2834
Coated groundwood ............ s U ey 1532 . 157.6
Uncoated groundwood specialties.......... O P 61.2 46.2
Lumber, timber and other wood products..........oovvmerrerrene s 180.3 220.4
Elimination of intersegment sales R . (157.2) _(171.8)

 Total saleS . ......veanenn SO et .. $1,190.1  $1,1705

Newsprint. For the first six months of 2001, Bowater's average transaction price for " §
newsprint increased 16% compared to the first six months of 2000. On May 1, and July 1, 2001,
Bowater adjusted its domestic prices downward by $25 per metric.ton, thereby rescinding the
$50 per metric ton increase announced March 1, 2001. Bowater implemented price increases for
its export newsprint markets during the first half of 2001. Bowater's shipments of newsprint.were
slightly higher compared to shipments for the first six months of 2000, due primarily to the. - .
acquisition of the Grenada operations in August 2000. Total United States demand and ,
consumption .of newsprint decreased in the first six months of 2001 compared to the first six -
months of-2000. Both North American mill inventories and United States customer inventories:
increased, comparing the end of June 2001; levels to the end of June 2000. North American: - . ..
offshore exports and U.S.. imports of newsprint decreased for the first half of-2001-compared-to
the first half of 2000. - - B AR s

Marketv Pulp. The average vtra_r']saction price for Bowater's market pulp for the first six, ' L

months of 2001 decreased 19% compared to the first six months of 2000. Bowater’s _shipments

"of market pulp decreased 12% over the year ago period. NORSCAN (United States, Canada,. ..
_Finland, Norway and Sweden) market pulp shipments for the first six months of 2001 .dg_c__r.e_a's‘ed"

compared to the first six months of 2000. NORSCAN producer pulp. inventories ended the
second quarter at 1.8 million metric tons, or 32 day supply, 60% higher than at the end.of .-~
Coated Groundwood. Bowater’'s average transaction price for coated groundwood _pape_r .
decreased 2% in the first six months of 2001 compared to the first six months of 2000.
Bowater’s shipments of coated groundwood paper were 1% lower compared to shipments for
the six months of 2000. For the industry, United States coated groundwood paper shipments -
were 2% lower compared to the first half of 2000. Coated groundwood paper inventory held by
the United States milis at the end of June 2001 decreased 10% compared to the end of June
2000. Magazine advertising pages and catalog mailings (measured by standard A mail weight)
decreased compared to the first six months of 2000. '

Lumber. For the first six months of 2001, Bowater’s average transaction price for lumber
decreased 8% compared to the first six months of 2000. Shipments of lumber were down 28%
compared to the first six months of 2000. Market-related curtailments and downtime for capital
improvements resulted in lower shipments for the period. '

Timber. Bowater's shipments of timber products were down 25% in the first six months of
2001 compared to the first six months of 2000. Bowater plans to sell approximately 250,000
acres of its United States timberlands and expects to complete the sale before the end of 2001.

_Bowater has adjusted harvest activities in preparation for this sale. Continued weak markets
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have also adversely affected timber sales in.the U.S. South. The average transaction price for
timber decreased 9% from the year-ago penod pnmarlly the result of weak timber markets in the
South.. : . .

Divisional Performance

Six Months
Ended
June 30,

2001 . 2000
(In m|ll|ons) '

Sales by Division (1)

NEWSPINE DIVISION - - v v v e et e e et P $ 9119 § 8357
Coated.Paper Division ....... s e e .. 2551  286.1
Forest Products Division ...l 180.3 2206
Corporate & eliminations ........ S B e . _(157.2) (171.9)
Total sales . ...ovvvenee ... e P .. $1,1901  $1,1705
' ' Six Months
Ended
June 30,
2001 . 2000

: : - (In millions)
Operating Income {Loss) by Dmsnon(1)

Newsprint Division ..............0.... ... e e e ... %1516 $102.2
Coated Paper Division.................... e - 228 623
Forest Products Division. . ....... R A .. (23)- 178
Otheritems....................... U U S - 79.2 © 3.3
Corporate & eliminations ...... e i (22.0) (39.9)

Total operating income ........ e S L.... $2293  $145.7

(1) Financial results for the productlon and sale of market pulp are mcluded in the Newsprint
. .Division or the Coated Paper Division, depending upon which site manufactures the product,
“ThePulp Division is responsible for-the marketing and distribution of the product, and its
admlmstratwe expenses are mciuded in “Corporate & eliminations.”

" Newsprint Division.” Sales for the Division increased $76.2 million for the first six months Qf
2001-compared to the first six months of 2000 This increase is primarily the result of higher
average transaction prices for newsprint ($96.8 million) and uncoated groundwood specialties -
($4.6 million) and higher newsprint shipments ($21.8 million, which includes the acquisition of
the Grenada operations with the other sites having lower shrpments) This increase was partially
offset by lower pulp average transaction prices ($33.6 mllhon) and shipments ($19 2 mlllron)
See the previous discussion of product line results.’ -

Operatmg income for the first six months of 2001 increased $49 4 million compared WIth
operating income of $102.2 million for the first six months of 2000. Higher prices for newsprmt
($96.8 million) and uncoated’ groundwood specialties ($3.4 million) partially offset by lower: -
prices for market puip ($33.6 million) account for the majority of this increase. Operatmg costs

“for the division increased ‘in the first six months of 2001 due to maintenance and’ market-related
downtime ($28.2 million) and higher prices for fuel ($6.9 million) and chemicals ($4.4 miliion). -
This increase was partially offset by lower recovered _paper prlces ($7 6 mu!llon) and a favorable
Canadian dollar exchange rate ($21.7 mnlllon)

"Coated Paper Division. Sales for the Division decreased $31 .0 million for the first six months
of 2001 compared to the first six months of 2000, due to lower average transaction prices:for- -
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market pulp ($14.1 million) and coated groundwood paper {$2.2 million) and lower shipments. of
newsprint ($13.2 million) and pulp- ($12.1 million). This decrease was partially offset by higher-
transaction prices for newsprint ($5.9 million) and uncoated groundwood speciaities ($2.2 -
million). See the previous discussion of product line results.

Operating income decreased $39.5 million for the first six months of 2001 compared to the
first six months of 2000. This decrease was primarily the result of lower transaction prices for
market pulp ($14.1 million), lower shipments ($3.1 million, primarily newsprint and puip) and
higher operating costs due to a biannual maintenance shut down ($12.5 million), market-related
downtime ($3.0 million) and higher prices for chemicals ($6.0 million) and fuel ($0.8 million).
This décrease was partially offset by higher transaction prices for newsprint ($5.9 million) and
uncoated groundwood specialties ($2.2 million). o

Forest Products Division. Sales for the Division decreased.$40.3 million for. the first Six:
months-of 2001 compared to the first six months of 2000. This decrease is primarily the result of
lower lumber ($2.1 million) and timber ($6.3 million) transaction prices and lumber ($9.8. - . .-~
million) and timber. {$22.6 million) shipments. See the previous discussion of product line
resulis. L '

Operating income for the Division decreased $20.1 million for the first six months of 2001
compared to the first six months of 2000, due primarily to lower lumber ($2.1 million) and timber
($6.3 million) transaction prices and lower timber shipments {$8.7 million). Operating costs for
the Division were higher in the first six months of 2001 compared to the same period last year,
due to a charge for pine beetle damage ($3.4 million). Operating costs were also negatively. o
impacted by the startup of two recently modernized sawmills. o LT

The continuing drought in the U.S. Southeast is contributing to conditions that allow the .
southern pine beetle to flourish and expand. the range of its infestation. Bowater has incurred
charges aggregating approximately $13.0 million over the past four quarters as a result of beetle
damage. If there.'is no change in conditions, Bowater may incur additional beetle damage.

Other items. In the second quarter of 2001, Bowater recognized a net pre-iax 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) rélated to a 1999
installment sale of imberlands. The pre-tax gain on this sale was $84.5 million ($19.2 million

-after tax and minority interest). In April 2001, Bowater reached a final settlement in connection
with the sale of GNP to Inexcon. As a result, Bowater recognized a pre-tax charge of $5.8 million
in the first quarter of 2001. In the first six menths of 2000, Bowater sold assets and-timberfands: -
resulting in a pre-tax gain. of $3.3 million. .. ST : ST o 2 L

~ Corporate & Eliminations.. The elimination of intérsegment sales decreased $14.7 million,
comparing the first half of 2001 to the first haif of 2000. Corporate expenses decreased . $17.9
million primarily due to credits recognized for stock-based compensation ($12.1 million) in the
first six months of 2001 and higher benefit costs ($6.7 million) in the first six months of 2000.

Interest and Other.Income. and Expenses.. Interest expense for the first six months of 2001 . .
increased $6.3 million over the same-period in 2000, This increase was attributable to higher - .. .
borrowings .on Bowater's credit facility due to the acquisition of the. Grenada operations in- - -

August 2000. Comparing the-same periods, interest income decreased $1.1-million due to lower -

average cash balances.

" Also in the first half of 2001; Bowater recorded a foreign exchange loss of $6.6 million
compared to a loss of $5.3 million during the first half of 2000. The majority of Bowater's '
exchange gain-(loss) amounts is the change in currency exchange rates.during the.respective
quarters. T oo _ R . SR R
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Bowater's effective tax rate for the first six months of 2001 was 43.7% compared t0' 40.1%
for the first six months of 2000. The higher rate in 2001 was the result of non-deductible foreign
currency losses and the partially taxable dividend recelved as a result of the sale of a note
receivable.

Minority interests’in the net:income of subsidiaries for the first six months of 2001 mcreased
$34.4 million primarily due to the sale of a note receivable and recognition of deferred income”
(prevrously in Other Long term Llabllmes) related to a 1999 mstallment sale of tlmberlands

Results of Operatlons — 2000 Compared with’ 1999

Overwew Bowater S net income. for 2000 was $1 59 4. mrlhon or $3 02 per d|luted share
co_mpared with net income of $78.7 million, or $1.41 per_dlluted share, in1999.. ... .

Operating income in 2000 was $363.3.million on sales of $2.5 billion, compared with $244.0-
million-on sales of $2.3 billion in 1999. In 2000, operating income includes a-gain on sale‘of .
assets of-$7.3. million: compared to $225.4 million in 1999. Operating income for- 1999 also -
includes .a pre-tax. impairment charge - of $92.0 million. Excluding the impairment charge and-the -
net gain on sale of assets, operating income increased-$245.4 million. This increase was due t0
higher. transaction prices for newsprint ($132.1 million), pulp ($125.4 million), coated
groundwood paper. ($39.0 million) and uncoated:groundwood speciaities ($8.5 million), and
higher shipments of newsprint (due to the acquisition of the Grenada mill) and uncoated . .. -
groundwood specialties. This increase was partially offset by lower lumber prices ($10.9 mllllon)
lower shipments of .pulp and coated groundwood paper and higher general and administrative.
expenses ($33.9 million). Bowater’s operating costs were lower in 2000 compared with 1899
primarily due to less market-related downtime ($33.3 million). Costs were also reduced by the
sale of Great Northern Paper Inc. (GNP), which included two high-cost mills, offset by higher
prices for recycled paper,-fuel and power. Presented below is a discussion of each: 31gn1f|cant
product line, followed by a dlscussmn of the results of each of the dmsmns .

. Product Line Information:.

Newsprint. " The newsprint markets improved during 2000. Bowater’s .average transaction
price for newsprint increased 10% during the year. Bowater’s shipments were slightly higher
compared with 1999 due to the acquisition. of the Grenada mill:and:less market-related downtime,
partially- offset by the sale of GNP and the movement of newsprint to higher vaiue-added -
specialty grades. Bowater’'s inventory of newsprint at the end of 2000 was lower than:at the end
of 1999..The United States economy grew approximately 5% in 2000, and Asian demand
improved, recovering from the Asian economic crisis of 1997 and 1998, Total United States
newsprint demand and consurmption increased during 2000 compared with 1999. North American
mill inventories, as well as customer iriventories, declined from 1999 levels. North American:
exports of newsprint, constrained by tight domestic supply, grew modestly during the year. North
American imports of newsprint declined significantly. The supply /demand picture for newsprint
improved as industry capacity declined during the year because producers converted to higher -
value grades and- closed high-cost facilities. As of December 31, 2000, approximately one ‘million -
tons of annual production capacity were expected to be removed from the North American
market over the next two years. Given the strong newsprint market, Bowater increased prices in
all of its offshore markets by approximately $50 per metric ton in the first quarter. of 2001 and it -
implemented an additional $50 per metric ton price increase, effectuve March 1, 2001 ln the
United States.

Uncoated Groundwood Speciaities. Compared with 1999, Bowater’s average transaction
price of uncoated groundwood specialties increased 9% in 2000. Bowater’s shipments also
increased 72% as a result of the movement from newsprint to higher value-added specialty
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grades. Uncoated groundwood specialty grades are used mainly for fliers and newspaper inserts.
This market is normally similar to the newsprint market in terms of pricing and demand.. -

Coated Groundwood. The market for coated groundwood paper was solid throughout 2000.
Bowater’s 2000 average transaction price for coated groundwood paper was 13% higher than in
1999. Bowater's shipments for 2000 were 7% lower compared with 1999 shipments. This
decrease is primarily the result of the sale of GNP in 1999, partially offset with the production
from its Nuway operations. United States shipments of coated groundwood paper increased. " :
slightly compared to 1999. End-use markets continued to grow with magazine advertising pages
and catalog mailings (measured by standard A mail weight) increasing over 1999 levels.
inventories of the United States coated groundwood producers declined significantly in the first
half of 2000 and then increased during-the second half to end the year 26% higher than year end
1999, Although there was significant weakness in the coated free-sheet markets during the year,-
the impact on its coated paper grades was minimal. . L : ' '

Market Pulp. - 2000 was a strong year for market pulp. Bowater implemented three price
increases: $30 per: metric ton effective January 1, 2000, $40 per metric ton effective April 1; 2000,
and $30 per.metric ton effective July 1, 2000. Bowatel's average transaction price for market " -
pulp increased 30%. compared-tc 1899. Bowater’s shipments were down slightly compared to
1999 due to 25,000 metric tons of market-related downtime taken toward the end of the year.
During the first half of the year, NORSCAN (United States, Canada, Finland, Norway and. - .
Sweden) shipments increased 2% from the corresponding 1999 level. During the second half of
the year, market conditions began to weaken. NORSCAN shipments decreased compared to the
second half of 1999 and were also down compared.to the first half of 2000. Industry inventories:
increased to over 33 days supply, or 1.8 million-metric tons.: R R s

Lumber.. Lumber markets were weak throughout 2000. United States housing'stérts were.

1.6 million units in 2000, decreasing 4% from 1999. Bowater’s average transaction price for
lumber in 2000 was 16% lower than in 1999 with prices declining in each quarter of the year. The
industry average price for structural framing lumber was at its lowest level since 1992, Shipments
increased at each of Bowater's three sawmills; however, Bowater’s overall shipments declined

slightly in 2000 compared with 1999 due to the sale of a sawmill in March 1999.

Timber. - Bowater's average transaction price for timber declined 6%.from 1999 levels. Aiter
accounting for-the change in mix that resulted from the'sale of timberlands in Maine, Bowater's -,
prices for.timber were basically flat in. 2000 compared to 1999. Softwood.sawtimber prices -
weakened-slightly as a result of poor lumber markets; however, the impact on Bowater. was
minimized through aggressive merchandising and marketing efforts. Bowater's shipments of
timber declined 31% in 2000 as.a result of the sale of over 2 million acres.of timberland.in. 1999.

" Divisional Performance o S
R Lo i (In millions) o

Sales by Division(1) - .- SR S S o

Newsprint... s/ oo Ui, e Ll s $1,827.2 - 81,6720

Coated Paper ............ e e s col.i. o 58G9 - 4992
Forest Products ... ...ooeoivelviinenneennnns 4274 - 4900
Corporate & other eliminations. ......... e oL (812 (349.5)

 Total S@IES L.t S ... $25003  $2,311.7
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... 2000 . 1999

(In mllllons)

Segment Income (Loss) by Drv15|on(1) : .
CNewsprint. ...l . e $ 2914 $531
Coated Paper ............. e el P -1 5 72.2
Forest Products ...................... 179 449
Special eMS . .......ooiviee e i PO ‘ 7.3 1334
Corporate & other eliminations............ O . (89.4)  (59.6)
Total SEgMENt INCOME ... o\ e e ... $ 36337 '$ 244.0

(1) Financial results for the production and sale of market pulp are included in the Newsprint
. Division®or the Coated Paper Division, depending upon which site manufactures the product.
The Pulp Division is responsible for the marketing and distribution of the product, and its
administrative expenses are included in “Corporate & other eliminations.” :

The line titied “Total segment income” in the preceding table is equal to “Operatmg income”
as presented.in Bowater’s Consolidated Statement of Opera’nons 4

Newsprmt Division. Sales lncreased during the year, from $1.7 billion to $1 .8 bllllon
primarily as a result of the hlgher transaction prices for newsprinit {$123.5 million), pulp ($98 4
million) and uncoated groundwood specialties ($7.4 million), as well as higher shipments of '
newsprint {$27.9 million) -{due.to the acquisition of the Grenada mill), pulp ($8.3.-million) and
uncoated groundwood specialties ($28.6 million), partially offset by lower shipments of directory
paper-($89.3 million due 1o the sale of GNP in August 1999) and coated paper ($49.4 million). -
See the previous discussions:of the newsprint and market-pulp product line results. Segment
income in 2000 increased $238.3 million from $53.1 miliion in 1999 to $291.4 million. This... -
increase was due to the higher transaction prices for newsprint ($123.5 miilion), pulp ($98.4
million) and uncoated groundwood specialties ($7.4 million). Operating costs for the Division
were lower in 2000 due to less market-related downtime ($33.3 million). Costs were also
reduced-by the sale of GNP's high- cost mills, offset by hlgher pncas for recycled paper power
and fuel. . . P o , . :

Coated Paper Division. Sales, mcreased $87 7 million in 2000 compared. with’ 1999 from
$499.2 million to $586.9 million, primarily the result’ of higher transaction prices for newsprint
($8.5 million), coated groundwood paper ($37.4 million) and pulp ($33.8 million}, and higher
shipments of coated groundwood ($30.4 million) and uncoated groundwood specialties ‘($19. 3
million} .- This increase was partially offset by lower newsprint. ($20.5 million) and market pulp
{$21.0 million) shipments. See the.previous discussions of the newsprint, coated groundwood
and market pulp product line results. Segment income. increased $63.9 million, from $72.2 miliion.
to $136.1 million, primarily the result of the higher transaction prices for newsprint:($8.5 million)'
coated groundwood paper ($37.4 million) and pulp ($33.8-million), partially offset by hngher
operating costs associated with fuel ($1 9 m;lhon) and chemicals ($7.1 million): NS

Forest Products DIV.'SIOH Sales in 2000 decreased $62.6.miliion compared wnth 1999 from _
$490.0 million to $427.4 mllllon This decrease was due pnmanly to lower shlpments of timber =
($53.8 million) and lumber ($2.4 mllhon) and lower transactzon pnces for lumber ($10 7 mlihon)
partially offset by higher prices for timber ($2.3 milion). ‘See the previous discussions of the = ~
lumber and timber product line results. Segment income décreased $27.0 million, from. $44.9-
million to $17.9 million, due to lower transaction prices for lumber ($10.7 million) and lower.-
timber shipments ($7.2 million) due to the sale of over 2 million acres during 1999. These
decreases were partially offset by higher transaction prices for timber ($2.3 million). Operating
costs for the Division increased comparéd with 1999, primarily as a result of higher prices for
timber cut from third party landowners ($4.3 million) and a charge of $7.8 million for.pine beetle
damage to Bowater’s southern United States timberlands. The risk of additional pine beetle- - . -
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resultlng in a pre-tax loss of $47. 1 million.

damage continues to exist. The Division is unable to determme, at this time, if this w1ll have a’
material impact on its future operating results.

- Special kems. During 2000, Bowater sold fixed assets and tlmberlands resultmg in a pre-tax
gain of $7.3 million. During 1299, Bowater sold over 2 million acres resulting in a pre-tax gain of -
$272.5 million. Bowater also recorded a pre-tax impairment charge of $92.0 million, reducing the
book value of Bowater's assets at GNP, In August 1999, Bowater completed the sale of GNP,

Corporate & Other Ellmmanons The elimination of mtersegment sales decreased $8 3 mllllon
in 2000 compared to 1999. Decreased sales volume between the divisions accounts for the )
majority of this decrease. General and ‘administrative expenses. for 2000 increased $29.8 million
compared with 1999, primarily due to higher stock- based compensatlon charges ($16.8 m;lllon)
benefit costs ($11.8 mrlllon) and professronal fees ($2 5 million). -

Interest and Other Income and Expenses L

Interest expense increased $8.5 million in 2000, from $126.7 million to $1 35 2 million, due to
borrowings on Bowater’s credit facility to fund the acquisition of the Grenada mill. Interest
income incréased $7.9 million, from $7.7 million in 1999 to, $15 6 mrlllon in 2000, due to mterest
on notes recelvable from a sale of timberland. '

Other expense in 2000 was $4.5 million versus: other income of $30 8 million’in 1999 Durlng
2000, Bowater incurred foreign exchange losses of $3.9 million compared with $33.4 million of
foreign exchange gains in 1999. These gains and losses primarily relate to the effect of changes
in Ganadian dollar exchange rates on Bowater’ s Canad|an dollar hedgmg program durmg the
respec’nve perlods L : A

Provnsnon for Income Taxes

--Bowater’s effectlve tax rate in 2000 was 29% compared to 46% in 1999. The rate is lower in
2000 due to Canadian investment tax credits and tax saving initiatives generated and recorded in
2000. In addition, as the level of pre-tax income increases, the impact of non-deductible items on
Bowater S effectrve tax. rate such as goodwrll amortizatlon Iessens

Results of Operatlons — 1999 compared wrth 1998

Overwew -Operating income in 1999 was $244.0 mlllron or sales of $2. 3 billion, compared
with $162.1 million on sales of $2.1 billion in 1998. The increase in 1999 operating income -~ -~
compared to 1998 was due to higher net gains on the sale of timberlands in 1989 of '
$225.4 ‘million compared to '$21.1 million in 1998, a pre-tax impairment charge of $92.0 million in.
1999 compared to $119.6 million in.1998, higher transaction: prices for market pulp ($24.7 mil-
lion) and higher shipments of newsprint and pulp, partially ofiset by lower transaction. prices for
newsprint ($178.9 million) and coated groundwood paper products ($36.1 million) and Iower
coated groundwood paper shipments. Bowater’s operating costs were also lower in 1999
compared with 1998 due to the benefit of having the highér cost GNP mills out of |ts m:x for a
portion of- the year and reahzmg certam acqunsmon related synergles

Presented below is a drscussron of each:. srgmflcant product I|ne followed by a dlscusswn of '
the results ‘of ‘each of the reported Dlvrsrons .

Product Line lnformatlon '

- Newsprint. For most of 1999 and 1998, the newsprint market was affected by an tmbalance'
in supply:and -demand, caused in part by the financial and economic problems in Asia, which:
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lowered demand from this region. North-American shipments to this region decreased while, at -
the same time, Asian imports increased, creating an oversupply of newsprint in North America. -
As a resuli, Bowater's- newsprint prices declined precipitously through the third quarter of 1999.
Bowater also reduced newsprint production by approximately 200,000 metric tons to correct an
order book imbalance and to lower inventories. Later in the year, Asian demand increased, and
North American exports of newsprint for 1999 improved 8% above 1298 levels. In addition, total
United States demand and consumption of newsprint improved in 1999 compared with 1998. As
a result of more favorable market conditions, effective October 1999, Bowater implemented a-
United . States price increase and announced an additional increase of $50 per metric ton,
effective April 1, 2000. Bowater also increased export prices for newsprint in-certain regions,.
effective January 1,-2000. Bowater's shipments were 32% higher in 1989 versus 1998 as a result
of the acquisitions in July 1998 of Avenor Inc. and a newsprint mill in South Korea Bowater's
mventory of newsprint at the end of 1999 was lower than at the end of 1998,

. Coated Groundwood. During the first half of 1999, the market for coatéed groundwood paper
was negatively.impacted by an increased supply of competing printing and writing.papers.
Bowater’s 1999 average transaction price for coated groundwood paper was 10% lower than in
1998. United States coated groundwood shipments increased during the second half of 1899 and
weré up strongly in the fourth quarter when compared with the fourth quarter of 1998. End-use
markets continued to show strength with magazine advertising pages-and catalog: mailings
{measured by standard A mail weight) increasing over 1998 levels. Inventories of the United
States coated groundwood producers declined significantly in the second half of 1999. With:» .-
improving market conditions, Bowater implemented price increases in the third quarier-and an .
additional price increase of $60 per short ton effective October 1, 1898. Bowater's shipments: for
1999 were 11% lower compared with 1998 shipments, primarily as a result of the sale of GNP, in
August 1999, Bowater s mventory of coated groundwood paper was slrghtly lower than 1998
levels.

Directory Paper. - Directory paper prices.generally: change similarly to newsprint pricing, but -
with:a lag due to the-contract nature of the directory business. Bowater's average transaction
price-for directory paper decreased 7% in 1999 compared with 1998. Shipments' of Bowater’s
directory paper decreased 45% as a result.of. the sale of GNP-in August 1999, Subsequent to the
sale of GNP Bowater no Ionger produces or markets dlrectory paper.

Market Pulp World pulp markets contlnued to |mprove throughout the year reﬂectlng tight

supply conditions and improved demand. NORSCAN (United States, Canada, Finland, Norway
and Sweden) shrpments of market pulp for 1999 1ncreased 7% compared with 1998, and -
inventories declined to 1.1 million’ metric tons, or a- 17- day supply As a result’ of these strong
market conditions, Bowater lmplemented several market pulp prlce incréases throughout 1999
and announced additional price increases of $30'] per metric ton“effective January 1, 2000, and
$40 per metric ton efféctive April 1, 2000. The average transaction’ ‘price for Bowater's market
pulp increased 6% compared with 1998 Bowater's’ shipments increased 51% in 1999 compared
with last year, primarily due to the acqursmon ot Avenor in’ July 1998. Bowater’s market pulp
rnventorres decllned srgnlflcantly at- the end of 1999 compared wrth the end of 1998

Lumber Unlted States demand for lumber was robust in: 1999 Lumber pncmg peaked at
midyear, -supported by. 1999 housing' starts: of. approximately. 1:7:million units, the. highest level -
since 1986. Prices stabilized in the fourth. quarter, returning to beginning-of-year levels:by the .
end of 1999. Bowater’s average transaction price for lumber in 1999 was 4% higher than-in 1998.
Bowater’s shipments of lumber declined slightly due primarily to the sale of a sawmill in
March 1999. This decrease was. partlally offset by hlgher productlon rates at’ Bowater s sawmills
and the mctusron of productlon from the Avenor sawmlll acqurred in July 1998

» Tgmber. Demand was mlxed across: Bowater s tlmber operatlons Desplte an increase in _
higher-value-sawtimber, average-transaction prices declined 8%:compared-with 1998 prices due: -
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to lower demand in the southeast United States timber markets and Bowater's sale of -
timberlands in the state of Maine. Shipments of Bowater's timber products increased 10% in
1999 compared with 1998 due o benefits from an increased focus on external sales and
productlvrty gams through more mtensrve forest management practlces : S

Divisional Eerforrnan:ce_._..- S
| e e 1o
(En'millions)” E
sa|es by DIVISIOH(1) ) S o L. Lo Lo . [
Newsprint /. o.i.. .0 oL, PR S SN i $1 6720 - $1,473.8

Coated Paper..;'.........,;.'._..f.';i’..;‘.;“...- ...... 49927 ' 5025

Forest Products .............. S U 4900 5175

Corporate & other eliminations:. ... e P S - (349. 5) (351.1)
Total sales ........... P AP $2 311. 7 - $2,142.7
L ' IR R . ' 1999 1998

(In milllons)

Segment Income (Loss) by lesmn(1) O
Newsprint .....................: el P S $'53.1 . $157.5

Coated Paper.......... e e e i o 722 1074

Forest Products............ . .0l i iviiie L I S R N 449 444

Special items ... ...... IR e e Sl 1834 0 (985)

Corporate & other eltmm.a(tlons S (59, 8) " (48.4)
" Total segment income............. PO . TR '$244.0 © $162.1

(1): Financial results for the production and sale of market pulp areincluded in"the Newsprint
Division or the Coated Paper Division, depending upon: which' site manufactures the product.
The Pulp.Division is responsible for the marketing and distribution of the product and its

- administrative expenses are rncluded |n “Corporate & other ehmlnatnons

" The line titled “Total segment mcome” in the precedmg table is equal to “Operatmg lncome
as presented n Bowater 5 Consolrdated Statement of Operat:ons .

Newsprmt wasmn Sales for the DIVISIOI'I mcreased dunng the year from $1 5 bllllon to
$1.7 billion, primarily as a result of higher: transaction prices for market pulp ($30 5 mrlhon) and
higher. newspnnt ($347.8 million ) arid. pulp ($113.3 m||!|on) shrpments due to-the acquisition of
Avenor and a South Korean- newsprmt mill in July-1998, partially offset by the sale of. GNP in_
August 1999 This increase was. mostly offset by. lower transaction. prices for newsprint

. ($1863.2 mr[hon) and lower coated ($67.7 million) and dlrectory ($77.7. mnlllon) shipments, 'Smce

the sale of GNP in August 1999, the division no longer sells coated and d:rectory paper. See the
previous dlscussmns of the. newsprmt dlrectory paper and market pulp product jine results.
Segment income in 1999 decreased $104.4 million, from $1 57.5 million in 1998 to $53.1 million.
This decrease was due to lower transaction prices for newsprint ($163.2 million) and directory
paper ($6.6 million). These decreases were offset by higher transaction prices for- market pulp
{$30.5 miilion), the sale of GNP in- August 1999 WhICh mcluded two hlgh cost mllls and the
realization of acqursrtlon synergles R '

 Coated Paper Dlwsmn Sales decreased $3 3 mrlhon ln 1999 compared w:th 1998 from
$502 5 million to $499.2. mllhon prtmanly the result of. Iower transactron prices for newspnnt
($18.6 million) and coated groundwood paper ($34.4 million). This decrease was partrally offset
by higher average prices for market pulp ($5.9 million) and increased shipments of market pulp
($20.1 million) and coated groundwood paper ($19.7 million; partially ‘due to the acquisition: of
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the Benton Harbor coating facility). See the previous discussions of the newsprint, coated
groundwood and market pulp product line results, Segment income for the Division decreased
$35.2 million, from $107.4 million to $72.2 million, primarily the result of lower transaction prices
for newsprint ($18.6 million) 'and_,coa‘tedf gr_o_undwob'd ($34.4 million), partially offset by higher
average tranisaction prices for market pulp ($5.9 million) and increased sales volume.

Forest Products Division. Sales for the Division in 1999 decreased $27.5 million compared
with 1998, from $517.5 million to $490.0 million. This decrease was due primarily to lower
transaction prices for timber ($25.3 million) and lower shipments of timber ($13.4 million) and
lumber. The decrease in lumber and timber shipments was primarily a result of the sale of a
sawmill and timberlands in the states of Maine, North Carolina and South Carolina. These o
decreases were partially offset by higher lumber prices ($1.9 milion) and increased sales of
other wood products ($6.5 million). See the previous discussions of the lumber and timber
product line results. Comparing the same periods, segment income increased $0.8 million. This
increase was primarily the result of lower operating costs due to lower prices for timber cut from
third: party land ($27.3 million) and higher transaction prices for lumber ($1.9 million), partially
offset by lower transaction prices for timber ($25.3 million) and higher fertilization expenses.

Sbedié] ltems. During 1999, Bowater recorded abbre-tax ‘gain on sale of timberlands of
$272.5 miliion, a pre-tax impairment charge of $92.0 million and a pre-tax loss of $47.1 million on
the sale of GNP. Included in the 1998 results was a pre-tax impairment charge of $119.6 million

and. a pre-tax gain on sale of timberlands of $21.1 million.

Corporate & Other Efiminations. . Included in this category are general and administrative
expenses, as well as limited market pulp sales from the Gold River pulp mill, which was
permanently closed in February 1999. General and administrative expenses for 1999 increased
$11.2 million compared with 1998, primarily due to the inclusion of the Pulp Division and other .
administration expenses resulting from the purchase of Avenor in July 1998. ’

Interest and Other Income Expenses ‘

Interest expense increased 29% in 1999, from $98.4 miltion to $126.7 million, due to the
increase in debt related to the Avenor acquisition. Interest income decreased from $17.5 million
in 1998 to '$7.7 million in 1999, due to lower average investment balances in 1999.

During 1999, Bowater incurred pre-tax foreign exchange gains of $33.4 million compared
with $29.7 million of foreign exchange losses in 1998. These gains primarily relate to marking to
market foreign exchange contracts in-Bowater’s Canadian dollar hedging program during 1999 as
the Canadian dollar strengthened against the United States dollar. In 1998, Bowater recorded a -
net pré-tax charge of $20.1 million related to currency options and forward contracts on the
Canadian dollar and Korean won and recorded a charge of $15.0 million for a reserve against a-
long-term note receivable. All of {hése amounts are’included on the line titled “Other, net” in'the
Consolidated Statement of Operations. - <"~ * o S

N\
Provision for Income Taxes

The effective tax rate in 1999 was 46%. This rate is lower compared with 1998 due to the
jower level of profits in 1998. In 1992 and 1998, the effective {ax rates were higher compared
with prior years due o adjusiments made to the tax provisions to reflect the non-deductibility of -
certain charges and allowances for tax benefits:not expected to be realized. [

Liquidity and Capitél 'Besources

Bowater's cash and cash equivalents decreased $0.3 million to $19.7 million at June 30,
2001, from $20.0 million at December 31, 2000. Bowater generated cash from operations of
$180.3 million, generated $7.6 miilion of cash from investing activities, and used $188.2 million of
cash for financing activities. Cash flow. from operations, capital expenditures, the sale of a note .
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receivable, dividends and payments of long-term debt account for most.of Bowater’s significant
cash transactions during the first six months of 2001.. . C ‘ ST

' Cash from Operating Activities. During the first six months of 2001, Bowater’s operations
generated $180.3 million of cash compared to $128.2 million of cash during the first six months .
of 2000, an increase of $52.1 million. Higher operating income and lower working capital needs
accounted for the increase in 2001.. - T R : o

Bowater generated cash of $416.6 million from operating activities in 2000, compared with
$147.0 million in 1999. The increase of $269.6 million was primarily the result of higher operating
income in 2000 due to higher average transaction prices for Bowater's newsprint, coated . - o
groundwood and market pulp products, and higher coated groundwood shipments. The 2000
operating cash flows include the activity of the Grenada mill for the period- August 1, 2000 to

December 31, 2000. Working capital needs were also lower in 2000 by $23.6 million,

Bowater. generated cash of $147.0 million from operating activities in 1999, compared with
$274.1 million in 1998.. The decrease of $127.1 million in 1999 reflects lower operating income
(excluding the gains from thesale of timberlands)-in 1999 due to lower transaction prices for .-
Bowater's newsprint and coated groundwood paper products. Working capital needs were aiso
higher in 1999 by $46.9 million. D ‘ ' )

Cash from Investing Activities. - Cash generated by investing activities in the first half of 2001
totaled $7.6 million, compared with a use of $142.1 million during the six months of 2000. Buring
the first six months of 2001, Bowater received $122.6 million from the sale of a note receivable.
Capital expenditures were $3.0 million higher than the previous year due primarily to the'™
construction of a new fiber line at Bowater's Catawba location. in the first six months of 2000, _
Bowater paid cash of $12.9 million on the maturity of Canadian dollar hedging contracts. For the
first six months of 2001, the cash paid for the maturity of Ganadian dollar hedging contracts is’
included under Cash from Operating Activities, Bowater had no marketable securities transac-
tions in the first six months of 2001 compared with net proceeds of $1.8 million in the first six
months of 2000.

Cash used for i,nvesting‘activities in~2000 _waé -$'7.1'6.3- m'illioh versus a cash inflow of - -
$258.7 million in 1999. In 2000, Bowater acquired the Grenada mill for $382.2 million, purchased -
the Ignace sawmill for $4.7 million and invested $3.1 million in PaperExchange.com.

Capital expenditures in 2000 totaled. $283.2 million,-$84.7 million higher than 1999 capital .
expenditures of $198.5 million, due to the construction of a recovery boiler at Bowater’s Thunder
Bay operations. Also in 2000, Bowater refinanced assets-previously leased at Bowater’'s ,
Gatineau operations for $24.2 million. In July 2000, the Board of Directors-approved a project to
replace the entire fiber line at Bowater's Catawba, South Carolina facility. This new fiber line will-
enable the mill to comply with new environmental rules (see “Environmental ltems”’), as well as -
improve overall operating efficiencies. Capital spending for the fiber line project will be - :
approximately $175 million during the period 2001 to 2003. In November 2000, Bowater
announced plans to convert the newsprint production at its Catawba operations to coated
groundwood papers and to construct two additional Nuway sites, which will coat groundwood
base sheets produced on Bowater machines that previously produced newsprint. As a result, as .
of December 31, 2000 Bowater expected its capital expenditure levels in 2001 to be ) -
approximately $300 million,.still below projected Jevels, of depreciation and amortization in 2001,

Cash paid on the maturity of hedging contracts in Bowater’s Canadian dollar hedging
program totaled $27.7 million in 2000 versus $37.4 million in 1999. Cash invested in marketabte
securities in 2000 was $50.7 million compared with $10.6 million in 1999, while cash from the
maturity of marketable securities in 2000 was $52.5 million compared with $9.7 million in 1999.

During:1999, Bowater completed the sale of 1.6 million acres of Maine timberlands resulting
in net cash proceeds of $356.0 million. Also in 1999, Calhoun Newsprint Company {“CNC"} sold
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approximately 140,000 acres of timberlands in 'North Carolina and South Carolina for $173.2 mil--
lion (before expenses of $1.1-million). Bowater received $26.2 million in cash and $145.9 million
in notes. Bowater plans to sell approximately 250,000 acres of its United States timberlands and
expects to complete the sale before the end of 2001. :

During 1999, Bowater also completed the sale of GNP. Bowater received net cash proceeds
of $108.0 millionr and a note receivable of $10.0 million, and Bowater assumed the GNP workers '
compensation and pension liabilities existing as of the closing date of the transaction. In addition
to the note receivable, Bowater guaranteed payment for certain operating costs to one of GNP’s
suppliers. At the request of the buyer and other creditors, the note payment of $10.0 million was
deferred from August to December 2000, Subsequently, Bowater consented to a revised payment
schedule. Principal payments totaling $1.2 million were received through February 2001. =

Cash from investing activities in 1999 was $258.7 million versus a cash outflow of
$408.0:million in 1998.-Bowater had significantly different investing activities in 1999 vérsus 1998.
In 1998, Bowater acquired Avenor.and a South Korean newsprint mili for a total cash. outflow of
$876.0 million and sold the Dryden white .paper mill for. proceeds of $332.5 million shortly after
the Avenor acquisition. In 1999, Bowater.sold GNP, resulting’in cash proceeds of $108.0 million, .
and 1.6 million acres of timberlands in the state of Maine for net proceeds of $356.0. million. An
additional 140,000 acres of timberlands were sold in North Carolina and South Carolina for
$173.2 million (before expenses of $1.1 million). Bowater received cash of $26.2 million and
recorded notes receivable of $145.9 million. In 1998, Bowater sold 26,000 acres of timberlands -
resulting in proceeds of $30.9 million. Capital expenditures in 1999 totaled $198.5 million, -
$24.7 million vlbw.er‘ than 1998 capital expenditures of $223.2 million. Capital expenditures were
higher in 1998 due to the modernization of the Calhoun, Ternessee; newsprint facility. The total - -
cost of the modernization was $150.0 million. Cash paid on the:maturity of hedging contracts in
Bowater Canadian dollar hedging program totaled $37.4 million in 1999 versus $27.9 million in
1998. Also in 1998, Bowater purchased Canadian dollar option contracts forthe pending = =~
acquisition of Avenor for $22.7 million. Cash invested in marketable securities in 1999 was - y
$10.6 million compared with $41.9 milion in 1998, while cash from the maturity of marketablée "
securities in 1999 was $9.7 million compared with $217.4 million in 1998. - - e

Several years ago, Bowater undertook an initiative 1o eliminate non-strategic assets,
including non-sirategic-timberland tracts, Since 1996, Bowater have sold -approximately 2.3 mil-
lion acresof timberiands throughout the United States and Canada, with cash proceeds totaling
approximately $420.0 million. Bowater’s Forest Products: Division. periodically reviews. timberland.
holdings and sells.timberlands' considered-to be non-strategic tracts. . o '

Cash from Financing Activities. Cash used for finanging activities was $188.2 million for the
first six months of 2001 compared with' $5.2 million generated during the first six months of 2000..
During the first six months of 2001, Bowater received $4.6 million (net of payments of
$454.6 million)  from its short-term credif facilities. In June 2001, Bowater reduced the amount of
its 364-day credit facility from $750 million to $450 miliion, while retaining. its $350 miilion, five- .
year facility. In the first six months of 2000, Bowater had net proceeds from its short-term credit’
facilities of $153.1 million. Also in the first six months of 2001, Bowater made payments on long-
term borrowings amounting to-$107.4 million. During the first six months of the pricr. year, .
Bowater repurchased a portion of its 9.25% Debentures .due 2002 for $20.8 million. Other
payments on its long-term borfowings during the. first quarter of 2000 were $10.1. million for a
total of $30.9 million. - - T T T P e

Cash flow from financing activities was $295.0 million in 2000 compared with cash used for
financing activities of $439.3 million in 1999. During 2000, Bowater had net borrowings of .
- $470.0 million on its short-term credit facilities (primarily for the acquisition of the Grenada: mill), .
while in 1998, Bowater had net payments of $195.0 million::Also in 2000, Bowater reduced its -
long-term borrowings by $30.9 million, which included the repurchase of. an additional ‘
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$19.8 million of Bowater’s 9.25% Debentures. In 1999, Bowater reduced its long-term borrowings
by $27.6 ‘million, which included a payment of $8.0 million on its 8.25% notes and a repurchase of
$13.9 million of its 9.25% Debentures. Also in 1999, Bowater received cash proceeds of

$32.8 million from revenue bonds issued by the Industrial Development Board of the County of
McMinn, Tennessee, in conjunction with the modernization of Bowater’s Calhoun Tennessee
newsprint facility. '

In 2000, Bowater rncreased the amount of its 364-day credit facrlrty from $150. O mllllon to:
$750.0 miliion (subsequently decreased to $450 mlllron) whrle retalmng its $350 0 mrlllon frve- :
year facility. : : o

Cash flow used for fmancmg activities was $439.3 million in 1999, $402. 8 million higher than
the amount spent in 1998. During 1999, Bowater made net payments of $195.0 million on'its
short-term credit facility while, in 1998, Bowater had net borrowings of $206.3 million, which were
used to partially fund the Avenor and South Korean newsprint mill acquisitions. In 1999, Bowater’
also reduced its long-term borrowings by $27.6 million, which inciuded a payment of $8.0 million-
on its 8.25% notes and a repurchase of $13.9 million (including premium and accrued interest) -
of its 9.25% Debentures.. In January 2000, Bowater repurchased an additional $19.8 million of its
9.25% Debentures. In. 1998, Bowater repaid $91.1 million of its-long-term borrowings, which - -
included $75.9 million on its 10.25% Debentures. During 1999, Bowater received cash proceeds: -
of $32.8-million from revenue bonds issued by the Industrial Development Board.of the County of:
McMinn, Tennessee, in conjunction.with the modernization of Calhoun, Tennessee, newsprint -
facility. A portion of the modernization costs qualified for-tax exempt financing under Internal "
Revenue Service regulations. As a result Bowater was able to-obtain low cost, tax exempt
financing to fund a portion of the $150.0 million modernlzatron costs Cash dlwdends in 1999 of
$60.6 million were sllghtly lower than.1998. - : : oo

Cash. dlvrdends pald in the frrst srx months of 2001 mcreased $57 9 mlllron from the pnor o
year penod prlmanly due to dlvrdend payments to the mlnonty shareholder of Calhoun Newsprint -
Company o . : .

Cash dividends in 2000 of $48.3 million were lower than those paid-in 1999 by $12.3 million
due to lower dividend _payments to the minority shareholder of CNC., - :

Dunng 1999, Bowater s Board of Directors authorized-a new-stock: repurchase program
allowing it to buy back:up to-5.5 million shares of its. dutstanding commion stock: Bowater made
no purchases under this program’ during:the first six'months of 2001. During the first six months
of 2000, Bowater purchased 1.9 million shares at a cost of $32.1 million: Since the-beginning of -
the program, Bowater purchased 3.2 million shares at a total cost of $155.5 million. In 2000,
Bowater purchased 2.1 million shares at a cost of §1 03.7. mllhon In 1999, Bowater purchased
2.4 million 'shares of its common stock at a cost of $109.2 million under this programanda =
previously announced program, which was completed in. 1999, In 1998, Bowater purchased '
2.4 miliion- shares of its common stock at a total cost of $98 1 mr!hon under a prevnous stock
repurchase program : :

" In February 1999, Bowater redeemed for $26.4 million in cash aII of the remamlng
outstanding shares (and related 1.06 million depositary shares) of-its 8.40% Series C Cumulatlve
Preferred Stock, par value $1 per share. The Series C Stock was redeemed for cash of $100.56
per share of Series C Stock ($25.14 per depositary. share), which.is equal to $100 per share of
Series C Stock ($25.00 per deposrtary share) plus accrued and unpaid dwrdends 10, but not -
mcludmg, the redemptlon date.

Also in February 1999, Bowater Pulp and Paper Canada Inc (“BPPCI”) redeemed for cash
all of its-outstanding.7.50% Convertible Unsecured Subordinated:Debentures, due February 8, -
2004. Prior to'redemption and at:the option of each holder, each Cdn $100 principal amount of
the Debentures was convertible into either (1) 2.191 exchangeable shares.of Bowater Canada
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Inc. (“Bowater Canada”) (an indirect wholly owned subsidiary of Bowater) or (2) Cdn $79.54
together with 1.0955 of .the exchangeable shares. As a result of the redemption and conversions
immediately prior to the redemption, BPPCI-paid $65.9 mrllron in cash, and Bowater Canada
issued 1.4 million exchangeable shares. :

Bowater contrnually consrders various optrons for the use of |ts cash mcludmg mternal
capital investments, share repurchases mvestments to grow rts busmesses and additional debt
reductions. o _ . _

Acqmsrtlons and Drsposmons

In August 2000 Bowater completed the acquisition of the Grenada mill for cash of :
$382.2 million- (net of cash -acquired and including fees and expenses)- and the assumption- of -
$8.8 million in debt. The mill-has an annual production capacity of approximately 250,000 metrrc
tons. of newsprint. Bowater accounted for the: acquisition under the purchase method of
accounting..in November 2000, Bowater acquired the Ignace sawmill, located in northern Ontario,
for $4.7 million. Environmental due- diligence was conducted on both these facilities and the-
aggregate potential liabilities assumed were not expected to exceed $250,000.

In October 2000, Bowater announced that it signed a preliminary Letter of Intent and began
negotiations with. Sepoong- Corporation and its major creditor, Chohung Bank, to acquire the
Sepoong paper mill located in Kunsan, South Korea. Negotiations continued .during the balance
of the year; however, in January 2001, Bowater announced its decrsron to terminate these
negotiations. .- S : . B . .

In March 1999, Bowater completed the ‘'sale of 981 ,000 acres of timberlands in the state of ~
Maine and a sawmill for $216.5 million. In April 1999, Bowater compieted the sale of 650,000 _
acres of- tlmberland in the state of Maine for $150 0 million. Bowater recorded a pre -tax gain on -
these transactrons of $253 7 mrlllon or $2. 81 per drluted share after tax.

In August: 1999, Bowater completed the sale of GNP for $250.0 mlllron consrstmg of cash
($1 08.0- million, net of expenses), a note ($10.0 million) and the assumption of the GNP
workers compensation and pension liabilities existing as of the closing date of the transaction .
($130.0 million). Bowater recorded a pre-tax loss of $47.1 million, or $O 58 per diluted share,
after tax, on the sale. . . S o

In November. 1999, CNC sold. 140,000 acres of timberlands in North Carolina and South
Carolina for $173.2-million (before expenses of $1.1 million). Bowater received $26.2 million in
cash and $145.9 million in notes. Bowater recorded the transaction as an instaliment saie and as..
of December 31, 1999; recorded.a. pre -tax gam of $17 4 million, or $0 09 per diluted share after- -
tax and mmorrty interest. Lo e .

Envrronmental Items s

‘ Bowater is subject toa varrety of federal, ‘state, provmcral and local envrronmental laws and
regulations in ‘the jur|sd|ctrons in WhICh it operates Bowater beheves its operatrons are in -
substantial complrance with' current applrcable envrronmental laws® and regulat|ons s

In April 1998, the Umted States Envrronmental Protection Agency (“EPA”) promulgated new
air and water quality regulat|ons for the paper industry. These regulations, known as the "Cluster
Rule,” are aimed at further reductions of certain envrronmental emissions. Prolects necessary for
the Calhoun, Tennessee facrlrty to comply with this rule, have’ been completed. Bowater's Board
of Directors approved a $175 miltion prolect to replace the’ frber line at the Catawba, South
Carolina facility. This new fiber ling will enable the mill to improve overall operating ‘efficiencies,
as well as comply with the Cluster Rule by meeting the more stringent.parameters of Tier I of the
EPA’s Voluntary Advanced Technology Incentive Program with a complrance date.of ‘April 16
2004. o _ L R _ :
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The new $88 million kraft recovery boiler at the Thunder Bay, Ontario, facility was scheduled
to be completed in the summer of 2001. This project will decrease the facility’s rate of dlscharge
for both. air and particulate emissions; as well as improve mill operatlng efﬂcnencles

In addltlon to the projects mentloned above, Bowater currently antrcupates spendlng Iess than
$30-$40-million of capital per year for all of its facilities for the foreseeable future to maintain’
compliance with existing environmental regulations. Environmental regulations promulgated in the
future could require substantial expenditures for compliance and could have a material impact on
Bowater, in particular, and the industry in general.

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 settiement 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 Canadlan mlils for costs prlmarrly for soil remedlat1on air’ comphance and Iandflll
closure. R :

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 landfill 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, mcludlng Bowater, have been named as potentially respon3|ble
parties. The EPA has remediated the remaining Superfund site for a total cost of approximately
$3.0 million and is currently determining how to allocate responsibility among the 120 potentially
responsible parties. Bowater does not believe it will be liable for any srgnlflcant amounts at these
three sites.

Adoption of Accounting Standards

In June 1998, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards No. 133, "*Accounting for Derivative Instruments and Hedging Activities,”
as amended. This Standard requires a public company to recognize all derivatives as either
assets or liabilities in the Statement of Fihancial Position and measure those instruments at fair :
value. Bowater adopted this Standard on January 1, 2001. There were no transition amounts
recorded relating to the adoption of the Standard; however, the Standard will allow Bowater to
utilize hedge accounting treatment on the portion of its Canadian dollar forward contracts
deemed to be effective under the Standard. This change. should reduce the amount of exchange
rate volatility in Bowater’s Statement of Operations in future periods compared with its .
accounting treatment of these contracts prior to the adoptlon of the Standard. Durlng the fourth
quarter of 2000, Bowater completed documentation related to the adoption of the Standard for
the Canadian doliar forward contracts in place as of December 31, 2000 :

In September 2000, the Fmancnal Accountmg Standards Board (“FASB”) |ssued Statement
of Financial Accounting Standards No. 140, “Accounting for. Transfers and ‘Servicing of Financial. -
Assets and Extinguishments of Liabilities.”” Bowater ‘adopted this Standard on. April 1, 2001, and
accounts for transactions relatirig to the Standard in accordance wnth its provisions. N

~ In-October 2000, Bowater adopted the Securities and Exchange Commission’s- Staff
Accounting Bulletin No. 101 (the’ “SAB’") regarding revenue recognition. Upon adoption of the
SAB, there was no impact on Bowater's results of operations or financial condition.
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In July 2001, the FASB issued Statement No. 141, “Business Combinations,” and Statement
No. 142, “Goodwill and Other Intangible Assets.” Statement 141 requires that the purchase
method of accounting be used for all business combinations initiated after June 30, 2001, as well
as all purchase method business combinations completed after June 30, 2001. The Alliance
acquisition is being accounted for under Statement 141. Under Statement 142, goodwill and. .
intangible assets with indefinite useful lives will no longer be amortized, but will be tested for
impairment at least on an.annual basis in accordance with the provisions of Statement 142.
Goodwill and intangible assets acquired in business combinations completed before July 1, 2001
will continue to be amortized prior to the adoption of Statement 142. Bowater is required to |-
adopt the provisions of Statement 141 immediately. Bowater is required to adopt Statement 142
on January 1, 2002, except with regard to business combinations initiated prior to July 1, 2001.
As of June 30, 2001, Bowater has unamortized goodwill in the-amount of $854.9 million.
Amortization expense for the three and six months ended June 30, 2001 -was $6.0 million and
$11.9 million, respectively. Because. of the extensive effort needed to-comply with adopting -~ -
Statement 142, it is not practicable to reasonably estimate the impact of adopting this-Statement
on Bowater’s financial statements at the date of this report, including whether ‘any transitional : -
impairment losses will be required to be recognized as the cumulative effect of a change in
accounting. principle. - :

In July 2001, the FASB issued Statement No. 143, “Accounting for Asset Retirement
Obligation.” This Statement requires entities to record the fair value of.a liability for an asset’
retirement obligation in the period in which it is. incurred. Statement 143 is effective for fiscal
years beginning after June 15, 2002. Bowater will adopt the Statement effective January 1, 2003
and is currently assessing the impact on its operations. o

On October 3, 2001, the FASB issued Statement No. 144, Accounting for the Impairment or
Disposal of Long-Lived Assets that is applicable to financial statements issued for fiscal years
beginning after December 15, 2001 (January 2002 for Bowater). The FASB’s new rules on asset
impairment supersede FASB Statement No. 121, Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to Be Disposed Of,.and provide a single accounting model for
long-lived assets to be disposed of. Bowater will adopt the Statement effective- January 1, 2002
and is currently assessing the impact on its operations. I :
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CANADA SUPERIOR COURT

PROVINCE OF QUEBEC Commercial Division
DISTRICT OF MONTREAL (Sitting as a court designated pursuant to the

Companies' Creditors Arrangement Act,
No. : 500-11-036133-094 R.S.C,, c. C-36, as amended)

IN THE MATTER OF THE PLAN OF
COMPROMISE OR ARRANGEMENT OF:

ABITIBIBOWATER INC,,

and
ABITIBI-CONSOLIDATED INC.,

and
BOWATER CANADIAN HOLDINGS INC.,,

and

the other Petitioners listed herein
Petitioners
and
ERNST & YOUNG INC.
Monitor
and

AURELIUS CAPITAL MANAGEMENT, LP
Noteholder

CONTESTATION OF THE MOTION FOR THE ISSUANCE OF AN ORDER
TO PROVIDE THE FINANCIAL INFORMATION ON CERTAIN
PETITIONERS

TO THE HONOURABLE CLEMENT GASCON J.S.C. OR ONE OF THE
HONOURABLE JUDGES OF THE SUPERIOR COURT, SITTING IN
COMMERCIAL DIVISION, IN AND FOR THE JUDICIAL DISTRICT OF
MONTREAL, THE DEBTORS RESPECTFULLY SUBMIT THE FOLLOWING:
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Unless otherwise indicated, all capitalized terms herein shall have the meaning attributed
to them in the Motion for the Issuance of an Order to Provide the Financial Information
on Certain Petitioners (the "Aurelius Motion") filed by Aurelius Capital Management,
LP ("Aurelius") or in the Initial Order issued by this Court on April 17, 2009, as
amended (the "Initial Order").

I.  OVERVIEW

1. The Bowater Petitioners are proceeding in good faith and with due
diligence in the context of the present CCAA proceedings (the "CCAA
Proceedings"), enjoy a good liquidity position and are working to develop a
restructuring plan in conjunction with the other Bowater corporate entities
which have filed proceedings under Chapter 11 of the U.S. Bankruptcy Code
before the U.S. Bankruptcy Court for the District of Delaware (the "U.S.
Proceedings").

2. On the basis of a series of self-serving allegations with respect to alleged
conflicts of interests between certain of the Bowater Petitioners and certain
false allegations that information requests went unanswered, Aurelius is
seeking to launch a "fishing expedition" into all intercompany transactions
over the last three years.

3. Granting the Aurelius Motion at this stage is premature and will
unnecessarily distract the Bowater Petitioners' resources from their ongoing
restructuring efforts and is likely to prejudice the Bowater Petitioners'
ability to develop a restructuring plan in a timely fashion.

4. Aurelius is not being prejudiced by waiting for a plan to be proposed in due
course in the context of the CCAA Proceedings and the US Bankruptcy
Proceedings. Aurelius and the other holders of the Notes (the
“Noteholders”) are general unsecured creditors of the Bowater Petitioners
and, along with all other general unsecured creditors, directly benefit from
the Bowater Petitioners’ efforts to expeditiously reorganize BCEC s—only
assetﬁrﬁ@éab@’——pfeﬁeﬁfeéﬂiﬁra-'-1%:}f-}---—iﬁw%@.}%}—th-e%d:i—r-ee:ie»—-;«}af-eﬁtw@rﬁ-é%@}l_%%-he

- e

II. GROUNDS OF CONTESTATION

1. Petitioners' Good Faith

5. The U.S. Proceedings and the CCAA Proceedings are ongoing. Since filing
for insolvency protection, the Petitioners have worked diligently to stabilize
their operations and have acted in good faith and with due diligence.
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2. Nature of Aurelius' Claim

Aurelius allegedly holds 7.95% senior unsecured notes due 2011 (the
"Notes") issued by BCFC. Aurelius has provided no evidence of this
allegation and no indication as the amount of Notes which it currently
holds.

In addition to being a Petitioner in the CCAA Proceedings, BCFC is also a
U.S. Debtor in the U.S. Proceedings.

BCFC is not an operating company and carries on no trade. It is a special
purpose financing entity.

BCFC's sole material liability consists of the outstanding Notes. BCFC's sole
material assets consist of preferred shares of BCHI, an indirect wholly-
owned subsidiaries of BI. BCHI holds an indirect equity interest in BCFPI
the Canadian operating entity of the Bowater Group. BCFPI has substantial
amounts of secured and unsecured debt owing as stated in paragraphs 204
and following of the Petition and is clearly insolvent. BCFC’s equity interest
in intermediate holding entities of an insolvent operating company can only
be considered at best as being a speculative value at this juncture.

The payment of the Notes is guaranteed by BL Blisneta-CCAA-petiioner
. s-BCFC may also have a claim for
contrlbuhon in respect of 1ts obhgatlons under the Notes from its
shareholder BI pursuant to 5.135 of the Nova Scot1a Companies Act. Such
eomﬁbutmn ela;m—aemé%' he onsidered- a&%epm—ato-hem%e

-Riﬂe%eedmg@-m@eiwng—ﬁ !--------~--~!5ey~a -FE %%"h@"@rﬂ-h%(-‘ai vatl(‘—ﬂf} AT ex{ recover V

U—%J-?ereémgs'l"‘he (}UG‘SHOH of any_recovery for the Noteholders from

such claims 1s not before the Court at this time.:

3. Noteholders Are Represented and May Access Information

The interests of the holders of the Notes are already represented in the U.S.
Proceedings. Specifically, Wilmington Trust Company the-Bank-—of-New
Yeork-acts as the indenture trustee for the Notes (the "Indenture Trustee").

Aurelius and Tthe Indenture Trustee is—represented in the U.S.
Proceedings by the statutory committee of unsecured creditors (the "UCC")
and the Indenture Trustee is a member of the UCC ~INTD:-Aliee Hakeris-the

Pursuant to the Trust Indenture filed as part of Exhibit D-2 (the Note
Agreements), the Indenture Trustee has the ability to pursue any available
remedy to collect on the Notes, subject to the direction of a majority of
Noteholders, including by filing proofs of claim.

Erreur | Nom de propriété de document inconnu.



14.

15.

16.

17.

18.

19.

20.

21.

-4-

Aurelius has not demonstrated compliance with the requirements of the
Trust Indenture in bringing the present motion.

There is no evidence on the record that the Indenture Trustee, acting on
behalf of all Noteholders, has been denied any requested information from
BCFC or the other Bowater Petitioners or that any of its rights as a member
of the UCC have not been respected.

Furthermore, contrary to the impression sought to be created by the
Aurelius Motion, the Monitor's counsel has always responded to
information requests received from Aurelius.

On October 6, Monitor's counsel forwarded to Aurelius' counsel a letter sent
the previous day to Aurelius' Managing Director containing a response to
allegations that the Monitor was burdened by "irreconcilable duties to CCAA
filers that may have adverse interests" and stating that, in light of the Monitor's
role and duties, the latter did not "have any unusual conflict in this CCAA
proceeding", the whole as appears from a copy of said letter communicated
herewith as Exhibit D-1.

On November 12, 2009, Monitor's counsel replied to Aurelius' information
requests of September 15 and October 29, 2009, stating that it had been
advised that none of the information requested in respect of the Bowater
Petitioners would be disclosed publically, but that Aurelius remained free to
execute a non-disclosure agreement in order to access, through the
electronic data room, the information which is not publically available, the
whole as appears from a copy of said letter communicated herewith as
Exhibit D-2.

4. The Noteholders Assumed Structural Subordination Risk

The Notes were issued to qualified investors under an Offering Circular, a
copy of which is attached as Exhibit D-3.

As appears from the Offering Circular, investors in the Notes were
specifically advised of the intentions of BCFC to utilize the proceeds thereof
to make equity investments in subsidiaries and that BCFC would thus be
dependent on the resources of such subsidiaries or upon BI (who
guaranteed the Notes) to make payments upon the Notes.

5. No Evidence of Presumed Conflict

Apart from a series of self-serving statements in the Aurelius Motion about
the beliefs of Aurelius that information requests went unanswered
(addressed above), Aurelius does not submit any evidence that the Monitor
or BCFC's directors have actually failed to take BCFC's interests into
account during the pendency of these CCAA Proceedings.
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In large CCAA proceedings involving corporate groups, intercompany
claims or equity holdings almost always exist. Those proceedings are not
conducted on the basis of presumed conflicts of interest resulting from those
claims and the Petitioner's differing creditor pools. Rather, as described
below, it is the Court's prerogative to consider the efforts of the group as a
whole to reorganize its business and maximize the value of its estate.

To that end, pursuant to section 11.7 of the CCAA the Initial Order, the
Monitor was appointed as an officer of the Court to, amongst other things,
advise the Bowater Petitioners in the development of a plan of arrangement,
assist with the holding and administering of creditors' meetings for voting
on said plan, and consider and, if deemed advisable, prepare a report and
assessment of the proposed plan of arrangement.

At this stage, there is simply no basis to allege that the Monitor, BCFC's
directors and the other Petitioners are trying to do anything other than
maximize the value of the Bowater Group as a whole. By contrast, there is
ample evidence that the Petitioners are taking positive steps in furtherance
of their restructuring, including by analyzing and repudiating contracts and
disposing of non-core assets and pursuing the development of a
restructuring plan.

In the absence of concrete evidence that activities have resulted from bias,
this Court should not infer a conflict or breach of duty in a cross-border
insolvency on the basis that the various estates are being jointly
administered.

Similarly, a CCAA court should not order the removal of directors based
solely on a risk of anticipated bias or misconduct.

In any event, as described above and in more detail below, the nature of the
interest that BCFC holds in the Bowater Petitioners are speculative equity
interests that have no practical value when compared to the debt claims the
Petitioners are charged with resolving in this process. Accordingly, it is
quite clear that BCFC's interests are actually incapable of coming into
conflict with those of the other Bowater Petitioners.

6. Prejudice to the Noteholders Is Speculative

As a special purpose entity, BCFC's only assets are the preferred share of
BCHI, described above. BCFC's equity interest in BCHI has been preserved
and to date, no steps have been taken in these CCAA Proceedings or in the
U.S. Proceedings to cancel or otherwise affect these shares.

Aurelius presumes prejudice, arguing that the Monitor and the officers and
directors of BCFC cannot possibly represent the interests of both BCFC and
the other Bowater Petitioners. However, as described above, Aurelius has
provided no actual evidence or foundation to assert that the Monitor,
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BCFC's directors or even the other Bowater Petitioners are not working to
develop a restructuring plan to maximize the value of the Bowater Group.

There is no evidence that BCFC's rights are being eroded or that they are
being severely prejudiced by the continuation of the CCAA stay while a
plan of arrangement is being developed.

7. Potential Prejudice to the Bowater Petitioners

The orders sought in the Motion clearly demonstrate that Aurelius is
seeking to conduct a fishing expedition into all intercompany transactions
over the past several years. There is no foundation for such an open-ended
and baseless request which could only divert time, attention and resources
from the task of restructuring for the private purpose of one creditor
seeking leverage to advance its own interests to the detriment of the
restructuring process and all other general unsecured creditors, elaim-—a

second—or-third-avenue-of-recove —so-catled-—double—diph-over-and

iﬁmeeeé-‘iﬁg&
III. CONCLUSION

The Petitioners hereby seek the dismissal of the Motion with costs, the
whole as set forth in the conclusions of this contestation.

The Petitioners respectfully submit that the Motion should be dismissed
with costs.

The present contestation is well founded in fact and in law.

WHEREFORE, MAY THIS COURT:

[1] DISMISS the Motion for the Issuance of an Order to Provide the Financial

Information on Certain Petitioners by Aurelius Capital Management, LP.

THE WHOLE WITH COSTS.

Montréal, December 18, 2009

Stikeman Elliott LLP
Attorneys for the Petitioners
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AFFIDAVIT

I, the undersigned, William Harvey, having my principal place of business at Suite 800,
1155 Metcalfe Street, Montréal, Quebec, H3B 5H2 solemnly declare the following:

1. I am the Senior Vice President and Chief Financial Officer of AbitibiBowater Inc.
and Abitibi-Consolidated Inc.;

2. All the facts alleged in the Contestation of the Motion for the Issuance of an Order to
Provide the Financial Information on Certain Petitioners are true.

AND I HAVE SIGNED

WILLIAM HARVEY

Solemnly declared before me at Montréal,
on the 18th day of December, 2009

Commissioner for oaths
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DESCRIPTION OF NOTES-

General

We will i |ssue the notes under an lndenture Wthh is a contract among us, Bowater as )
guarantor, and The Bank of New York, as trustee. 'The trustee’ s main role is to enforce your *
rights against us if we default ‘We describe some limitations on the extent to which the trustee
acts on your behalf under “— Events of Default — Remedies if an Event of Default Occurs ” The

trustee will also act as reglstrar paying agent and authenticating agent, and- perform
administrative dutles for us, such as sendmg out mterest payments and not|ces under the |

mdenture

The followmg descnptxon of the provisions of the mdenture is only a summary This. summary
is not complete.- We recommend that. you read the entire indenture-carefully before investing in
the notes:. in the summary:. below, we have included references to some sections of the indenture
sa that.you can easily locate these provisions. You can obtain a copy of the indenture by -
following the directions under the caption “Where You Can Find More Informatron about Bowater,
Incorporated’” on page 59 of this. offering circular. - : : o

After the completion of the exchange offer (see “— Regustrahon and Exchange Offer") the
Trust Indenture Act of 1939 will-apply to the indenture. We refer you to the Trust lndenture Act
for additional terms and definitions.that will apply to the indenture at that time. - ’ =

Some of the terms used rn th|s sectlon are defmed in “— Deflnltlons for Restrlctrve L
Covenants below. '

Principal;- Maturity and ‘Interest

The notes will be a series of debt securities under the lndenture The amount of debt )
securities we can issue under the indenture is unlimited, We will issue the notes in an initial N
aggregate principal amount 'of $600,000,000. However, we may issue additional notes from the - _
series of notes offered by this offenng circular without your consent and without notifying you.
Any such additional notes will ‘have the same ranking, interest rate, ‘maturity date,” redemptlon
rights and other terms as the notes offered by this cffering circular. Any such additional notes,
together with the notes oifered by this offering circular, will constitute a single series of debt
securities under the indenture. The notes will be issued in principal amounts of $1,000 and any
integral multiple thereof.

The notes will mature on November 15, 2011. Interest will accrue from the issue date of the
notes at a rate equal to 7.95% per year. We will pay interest on the notes on May 15 and
November 15 of each year, beglnnmg on May 15, 2002. The notes will not be entitled to any
sinking fund. '

' Ranking

The notes are not secured by any of Bowater's property or assets. The notes will be senior
unsecured obligations and will rank equally with Bowater’s existing and future senior unsecured
debt and effectively will be junior to its existing and future senior secured debt. Upon completion
of this offering, we will not have any senior secured or unsecured debt outstanding other than
the notes.

Bowater’s Guaraniees

Bowater will unconditionally and irrevocably guarantee the payment of all principal and
interest on the notes. Bowater’'s guarantees of the notes will not be secured by any of its
property or assets. Bowater’s guarantees of the notes will be a senior unsecured obligation of
Bowater and will rank equally with all its existing and future senior unsecured debt and effectively
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junior to its entire existing and future senior secured debt. As of September 30, 2001, Bowater
had no senior secured debt and senior unsecured debt totaling $1,843.8 million (which includes
$62.8 million of guarantees). . : - : '

In ge'neral. the guarantees provide that if we fail to pay any interest payment or the principal
of the notes when due and payable, Bowater will, without any action by the trustee or any holder
- of the notes, pay the amount of the interest payment or the principal then due. The guarantees"
will not require you to take any action or institute any proceeding against us in order to demand
or receive payments under the guarantees. Although upon making any such payment, Bowater
will be subrogated to your rights against us for any payment of interest or principal we fail to
make, Bowater will not be entitied to make a claim against us with respect to those rights until
the notes have béen paid in full. . o o T

Optional Redemption

y.time; If we choose to redeem any notes
ual to the greater of the following amounts,
on date: '

We may redeem some or all of the notes at an
prior to maturity, we will pay a redemption price eq
Plus, in each case, accrued and unpaid interest to the redempti

- 100% of_theprinéipal. amount of the notesvbeving redeerh"e”d; or

* the sum of the present values of the remaining scheduled payments of the principal of and-
interest on the notes being ‘redeemed, discounted to the redemption date in accordance - -
“with standard market practice (on a semiannual compounding basis and ‘assuming a -~
360-day year consisting of twelve 30-day months) at the treasury rate referred to below: -
pius 45 basis points. - : = : L R AR

If we choose to-redeem any notes, we will mail a notice of redemption to you not less than
30 days and not more than 60 days before the redemption date. If we are redeeming less than all
the notes, the trustee will select the particular notes to be redeemed by lot or pro rata or by
another method the trustee’ deems fair and appropriate. Unless we default in payment cf the
_ redemption price, on and after the redemption date, interest will cease to-accrue on the notes or
portions of the notes cailed for redemption. '

For purposes of calculating the redemp_t_io__n price in connectfon with the r.ede_rﬁptioha_ofv-_t'he
notes on any redemption date, the following terms have the meanings set forth below:

“Treasury rate” means the semiannual equivalent yield to maturity of the treasury security,
referred to below, that corresponds to the treasury -price referred to below, calculated-in

accordance with standard ‘market practice and cdmputed as of the second trading day pfeceding

the redemptiori-date.’ - -

‘f-Treasury secu'rity"" meahs_thé United States Treasury security that the treasury deéler,

referred. to below, determines would be a

ppropriate to use,-at the time of determination and in

accordance with standard market
based on a spread to United Stat

practice, in pricing:-the notes being redeemed in a tender offer
es Treasury yields. :

“Treasury price’ means: the bid-side price.for the treés_ury security as of the 'fhbi’rd."tréding day
preceding the redemption date, as set forth in the daily statistical release (or any. successor
release) published by the Federal Reserve Bank of New York on that trading day and designated
“Composite 3:30 p.m. Quotations for U.S. Government Securities,” exceptthat: -~
-+ if that release (or-any.successor release) is not published or does not contain-that.price .

. information on-that trading day; or - SR L g SN
price information is not reasonably reflective of the
rity prevailing at 3:30 p.m., New York City-time,

« if the treasury dealer determines that
actual bid-side price. for the treasury secu
" ‘on that trading-day, o
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then treasury price will instead mean the bid-side price for the treasury security at or around
3:30 p.m., New York City time, on that trading day (expressed on a next trading day settlement
basis) as determined by the freasury dealer through such alternative means as the treasury
dealer considers to be appropriate under the circumstances.

“Treasury dealer” means each of Goldman, Sachs & Co. and J.P. Morgan Securities In¢c. (or
their respective successors) or, if any of them (or their respective successors) refuses to act as
treasury dealer for these purposes or.ceases to be a primary government securities dealer,
another nationally recognized investment banking firm that is a primary U.S. government -
securities dealer specified by us for these purposes. o

All determinations made by the treasury dealer with respect to _determihing the redemption
price will be final and binding on all parties, absent manifest error. '

Restrictive Covenants

We define some of the terms we use in the next two subsections below under “Definitions
for Restrictive Covenants.” a ; :

Limitation on liens. Neither Bowater nor any Restricted Subsidiary may create, incur,
assume or suffer to exist any Lien upon any Principal Property, whether owned at the date of the
indenture or acquired later, to secure any Indebtedness, without securing the notes {together
with; if Bowater so determines, any Indebtedness of Bowater’s or any Restricted Subsidiary’s
that is not-subordinate to the notes and any debt securities of any other series then outstanding
under the indenture) by that Lien equally and ratably with, or prior to, any and ali other -
Indebtedness secured by it, so long as that Indebtedness is so secured. :

The foregoing.restriction will-not apply to Indebtedness secured solely by:

» Liens existing on the date of the indenture; o _
- Liens on:ar_ly' property existing at the time Bowater or a Restricted Subsidiary ‘acquires it;
* Liens'in favor of Bowater or any wholly-owned Restricte‘d?‘Subsidiary; ' .

* Liens in favor of any governmental body to secure progress, advance or other paymenfs
pursuant to any contract or provision of any statute; S S

« Liens on property ItAo secure all or part of the cost of acquiring, substantially repairing or
~ altering; constructing, developing or substantially improving the property, or to secure all
or part of such property, subject to certain fimitations; - ’ : N

» Liens securing obligations issued by a State, territory or possession of the. United States
- or the District of Columbia, to finance the acquisition or construction of property, and on
which the interest is not, in the opinion of tax counsel or in accordance with an Internal
Revenue Service ruling, includible in gross income by reason of Section 103(a) of the

Internal Revenue Code of 1986, as amended; . - o

* any extension, renewal or replacement (or successive extensions, renewals or replace-
‘ments},-in whole or in part, of any Lien referred to in the foregoing clauses, subject to

"‘certain limitations. s S T S B

Bowater and its Restricted Subsidiaries may create, incur, assume. or suffer to exist Liens
securing any Indebtedness without équally and ratably securing the notes and other debt
securities. issued under the indenture provided that the aggregate amount of such Indebtedness
and Attributable Debt with respect to Sale and Lease-Back Transactions does not exceed 10% of
Bowater’s Consolidated Net Tangible Assets.

Limitation on Sale and Lease-Back Transactions. 'Neither Bowater nor any Restricted
Subsidiary may enter into any Sale and Lease-Back Transactions with respect to any Principal

36




Property unless the aggregate amount of all Attributable Debt with respect to Sale and Lease-
Back Transactions plus the aggregate amount of Indebtedness secured by Liens incurred without
equally and ratably securing the notes pursuant to “Limitation on liens" above would not exceed
10% of Bowater’s Consolidated Net Tangible Assets. The foregoing restriction will not apply to,
and there shall be excluded from Attributable Debt in any computation described herein or in
“Limitation on liens” with respect to Sale and Lease-Back Transactions if:

* the lease in such Sale and Lease-Back Transaction is for a period, including renewal

 rights, of three years or less;

* Bowater or any Restricted Subsidiary, within 180 days after the Sale and Lease-Back
Transaction, applies an amount not less than the greater of the net proceeds of the Sale
and Lease-Back Transaction or the fair value of the Principal Property at the time of the
Sale and Lease-Back Transaction to' (a) the prepayment or retirement of Funded Debt of
Bowater or any of its Restricted Subsidiaries or (b) the purchase of other property which:.
will constitute Principal Property, subject to certain. limitations;. . SR

» the lease in such Sale and Lease-Back Transaction secures or relates to obligations
issued by a State, territory or possession of the United States or the District of Columbia,
to finance the acquisition or construction of property, and on which the interest is not, in_

“the opinion of tax counsel or in accordance with an Internal Revenue Service, includibie in
gross income of the hoider by reason of Section 103(a). of the Internal Revenue Code of

. 1986, as amended; or L e :
- 'such Sale and Lease-Back Transaction is entered into between Bowater and a wholly-
owned Subsidiary or between wholly-owned Subsidiaries.. -~ - - .. & -

Deﬁnitions_for‘Restrictive Covenants -

“Attributable Debt" means, at the time any déterm_inatién thereof is to be made, with respect
to any lease under which Bowater or any of its Restricted Subsidiaries is liable, the total net
amount of rent Bowater or its Restricted Subsidiary must pay under such lease during its

remaining term, using a discount rate equal to the weighted average yield to maturity of the
notes, compounded semiannually. By “net” amount of rent we mean the rent payable by the
lessee after excluding amounts required to be paid on account of maintenance and repairs,
insurance, taxes, assessments, water rates and similar charges. In the case of any lease which is
terminable upon the payment of a penalty, such net amount shall alsoinclude the arount of such
penalty, but no rent shall be considered as required to be paid under such lease subsequent to
the first date upon which it may be terminated. - R

“Consolidéted Nét'Téngible Assets” means, on the date of any determination, the aggregate
amount: of assets, less applicable reserves and other properly deductible,items, after deducting:

e all éurp(?nt' |iabilifie$,< and _ N _‘ .
« all goodwill, trade names, trademarks, patents, unamortized debt discount and expense
- and other:like intangibles, R : e = Co

all as set forth ‘bh’éu’_’i‘ and our consolidated subsidiaries’ most recent quarterly balance sheet and
computed in accordance with generally, accepted accounting principles. "~ . '

“Funded Debt”’ means (1) all Indebtedness for money borrowed having a maturity of more
than 12 months:from the.date as of which the determination is made or having a maturity of’
12 'months or less but by its-terms being renewable or extendible beyond 12 months from sugh’
date at the option of the borrower- ( exciuding any amount thereof included in current liabilities )
and (2) rental obligations payable more than 12 months from such date under leases which are
capitalized in accordance with generally accepted -accounting principles (such rental obligations "
to be inciuded as Funded Debt at the amount so capitalized and to be included for the purposes-
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of the definition of Consolidated Net Tangrble Assets both as an asset and as Funded Debt at
the amount-so. capltallzed ). ' S .

”Indebtedness” rneans at any trme without duplrcatron
= all obhgatron_s for borrowed.money,.
. all obligations evidenced by bonds, debentures, notes or other similar instruments, and

+ all obligations in respect of any letters of credit supportmg any Indebtedness of others and
guarantees. of Indebtedness of others. :

“Lien’’ means any mortgage, pledge, hypothecation, encumbrance security rnterest statutory
or other lien, or preference, priority or other security or similar agreement or preferential-
arrangement of any kind or nature whatsoever, including any conditional sale or other title
retention agreement having substantiaily the same economic effect as any of these.

“Principal Property” means. (1) any mill, converting plant, manufacturing plant or other
facility owned on the date of the indenture or thereafter acquired by Bowater or any Restricted
Subsidiary that is located within the continental United States and the gross book value
(including related land and improvements thereon and all machinery and equipment included
therein without deduction of any depreciation reserves) of which, on the date as of which the
determination is being made, exceeds 1% of Bowater's Consolidated Net Tangrble Assets and
(2) Timberlands, in each case other than:

* any property which, in the opinion of Bowater’s board of directors as evidenced by a
board resolution, is not of material importance to the business conducted by Bowater and
its Restrrcted Subsrdlarres as an entirety,

* a portion of any property which, in the opinion of Bowater’s board of directors as
evidenced by a board resolution, is not of material |mportance to the use or operatron of
such property, or

e any'oil gas or otherr'minerals or mineral rights.

“Realty Subsrdlary” means a subsrdlary engaged prrmarlly m the development and sale or
financing of reat property

' Restncted Subsrdrary" means a subsidiary of Bowater (1 } substantrally all the property of -
which is located, or substantially all the business of which is carried on, within the continental
United States and (2) which owns a Principal Property but does not include a Realty Subsrdrary

“Sale and Lease Back Transactron means any arrangement whereby Bowater or one of its
subsidiaries has sold or transferred, or will sell or transfer, property to a third party and has or
will take back a lease pursuant to which the rental payments are calculated to amortrze the '
purchase price of the property substantlally over the’ usefu! life of such property ' '

‘Tlmberlands” means any real property of Bowater or any Restrlcted Subsrdrary located
within the continental United States which contains (or upon completion of a growth cycle then in
process-is expected to contain) standing timber of a commercial quantity-and of merchantable -
quality, excluding, however, any such real property which at the time of determination is held
primarily for development or saie and not primarily for the production of any Iumber or other -
timber products,
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Mergers and Similar Events

. Neither we nor Bowater may consolldate with or merge into any other person or convey,
transfer or lease our properties and assets substantlally as an entirety to any person, unless

* the successor person is a corporation, partnership- or trust. organized and validly existing’
under the laws of the United States, any State or the District of Columbla or, in our case,
the Province of Nova Scotia;

* the successor person expressly ‘assumes our obligations on the Notes and under the
indenture and registration rights agreement or Bowater’s obligations under guarantees
under the Indenture and registration rights agreement, as the case may be;

* after giving effect to the transaction, no Event of Default, and no event which, after notice
or lapse of time. or both, would become an Event of Default, would occur and be |
-continuing; and v P :

B immediately after giving effect to the transaction, either we or the successor person shall_
" take all necessary steps to bring any secured Indebtedness into compliance with the
Ilmltatlon on liens covenant.
Modiﬁ:catlon‘ and Waiver

We and the trustee can modify and amend the indenture with the consent of the holders of a
majority of the principal amount of the outstandlng notes. However, we may not, wrthout the
consent of each holder of the. notes:

* change the stated maturity of the principal or interest on a note;
* reduce any amounts due on a note;

- reduce the amount. of pnncupal payable upon acceleratron of the matunty of a note
following a default; . :

* change the place or currency of payment on a note;
« “impair your nght to sue for payment

+ reduce the percentage of holders .of the notes whose consent is needed to modlfy or
amend the mdenture

. reduce the percentage of holders of the notes whose consent is needed to warve
compllance with certain provisions of the indenture or to waive certain defaults; and

+ modify any other aspect of the provisions dealmg with modlfrcatlon and warver of the
indenture;

We and the trustee may also modlfy ‘and amend the indenture without your consent in limited
circumstances such as clarlfrcatlons and changes that would not adversely affect you.

The holders of a majority of the prmcrpal amount of the outstanding notes may waive our

- and Bowater's.compliance with the restrictive covenants in the indenture. The holders of at least
a majority of the principal amount of the outstanding notes may, on behalf of aIl holders of the

notes, walve any past default under the indenture, except: S :

« a default in the payment of pnncupal of, premium, if any, or 'interest on the notes; and

* a defauit in respect of a covenant or provision of the indenture that car_mot be modified or
amended without the consent of the holder of each outstandlng note.. ' :

We generally will be entitled to set any day as a record date for the purpose of determlmng
the holders of outstanding notes that are entitled to vote or take other action under the indenture
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in accordance with applicable laws. In fimited circumstances, the trustee will be entitled to set a -
record date for action by you. if we or the trustee set a record date for a vote or other action to
be taken by you, that vote or action may be taken only by persons who are hoiders of
outstanding securities of the notes on the record date and must be taken within 180 days
following the record date or a shorter period that we may specify (or as the trustee may specify,
if it sets the record date). We may shorten-or lengthen (but not beyond 180 days) this period
from time to time, - : ‘

You should consult your bank or broker for information on how approval may be granted or
denied if we seek to.change the indenture -or the notes or reguest a waiver. :

Reports

Whether or not we and Bowater are subject to the. reporting requirements of Section 13 or
15(d} of the Exchange Act, Bowater will deliver to the trustee within 5 days after Bowater is (or
would have been if Bowater were subject to such reporting obligations) required to file with the
SEC, annual and quarterly financial statements substantially equivalent to. financial statements
that would have been included in reports filed with the SEC if Bowater were subject to the
requirements of Section 13 or 15(d) of the Exchange Act,. including, with respect to annual
information only, a report thereon by its certified independent public accountants -as such reports
would be required in such filings, and, in each case, together with a management’s discussion
and analysis of financial condition and results of operations which would be so required and,
unless the SEC will not accept such reports, file with the SEC the annual, quarterly and other
reports which Bowater is or would have been required to file with the SEC. = - -

Defeasance

Full Defeasance. If there is a change in federal tax law, as described below, we can legally
release ourselves and Bowater from any‘payment or other obligations on the notes: and the
guarantees, which we call full defeasance, if we put in place the following other arrangements for
repayment of the notes: . i v

» We must deposit in trust for your benefit a combination of money and U.S. government or
U.S. government agency notes or bonds that will generate enough cash to make interest,
principal and any other payments on the notes on-their various due dates. o

* There must be a change in current federal tax law or an Internal Revenue Service ruling
that lets us make the above deposit without causing you to be taxed on the notes any
differently than if we did not make the deposit and just repaid the notes ourselves. Under
current federal tax law, the deposit and our legal release from the notes would be treated
as though we took back the notes and gave you your share of the cash and notes or

- bonds deposited in trust. In that event, you could recognize gain or loss on the notes

- given back'to us.. S ' B = ' S ' '

_ * We must deliver to the trustee a legal opinion of our counsel confirming the tax law

~ change described above. » _
- If we ever did-accomplish full defeasance, as describéd. ébove, you onld have to rely solely
on the trust deposit for repayment on the notes. You. could not look to us for repayment in the
unlikely event of any shortfall. Conversely, the trust deposit would most likely be protected from

claims of our lenders and other creditors if we ever became’ bankrupt or insolvent.

~ Covenant Defeasance. Under ciirrent federal tax law, we can make the same type of deposit
described above and be released and have Bowater and its other subsidiaries released from
some of the restrictive covenants in the notes. This is called covenant defeasance. In that event,
you would lose the-protection of those restrictive: covenants but would gain the protection of
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having money and notes set aside in trust to repay the notes. In order to achieve covenant
defeasance, we must do the following:

« We must deposit in trust for your benefit & combination of money and U.S. government or
“U.S. government agency notes or bonds that will generate enough cash to make interest,
principal and any other payments on the notes on their various due dates.

« We must deliver to the trustee a legal opinion of our counsel confirming that, under current
federal income tax law, we may make the above deposit without causing you to be taxed
“on the notes any differently than if we did not make the deposit and just repaid the notes
ourselves

If we accomplish covenant defeasance, the followmg prows;ons of the indenture and the
notes wouid no-longer apply: :

. Bowater $ promises regarding conduct of its business prevnously described above under
“— Restrictive Covenants;”

- Bowater’s obllgatlons previously described above under “— — Reports;”

» the conditions that apply when either we or Bowater merge or engage in 5|m|lar
transactions, as previously described above under ‘“— Mergers and Similar Events;”

» the events of default relating to breach of covenants, certain events in bankruptey,
Jinsolvency or reorganization, and acceleration of the maturity of other debt, described
below under *“— Everits of Default”.

If we accomplish covenant defeasance, you can still ook to us for repayment of the notes
(and to Bowater under the guarantees} if there were a shortfall in the trust deposit. In fact, if
one of the remaining events of default occurred (such as our or Bowater’s bankruptcy) and the’
notes become immediately due and payable, there may be such a shortfall. Depending on the
event causing the default, you may not be able to obtain payment of the shortfall;

Events of Default
The term “event of default” means any of the following:
» we do nct pay interest on a note withih_éo days of its due date;
« we do not pay the principal or any premium on a note on its due date;

+ either we or Bowater fail to perfb'frn any restrictive covenant or other term of the indenture
for 60 days after recenpt of notice of such breach from the trustee or holders of at least
25% of the prmmpal amount of the notes outstanding;

» Bowater repudlates its obligations under its guarantees of the notes or the guarantees '
become unenforceable or invalid or are no longer in full force and effect or

.. erther we or Bowater f|Ie for .bankruptcy or certam other evenis in bankruptcy, insolvency
..Or reorganization occur. :

' Remedies if an Event of Default Occurs. If an event' of default has occurred and has not
been cured, the trustee or the holders of'25% of the principal amount of the notes outstanding
may declare the entire principal amount of all the notes to be due and immediately payable. This
is called a declaration of acceleration of maturity. If an event of default occurs because of certain
events in bankruptey, insolvency or reorganization, the principal amount of all notes will be
automatically accelerated, without any action by the trustee or any holder. A declaration of
acceleration of maturity may be canceled by the holders of at least a majonty in prmcnpa! amount
of the notes. : :
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Except in cases of default, where the trustee has some special duties, the trustee is not
required to take any action under the indenture at the request of any holders unless the holders
offer the trustee protection from expenses and liability satisfactory to the trustee, which is called
an indemnity. If reasonable indemnity is provided, the holders of a majority of the principal
amount of the outstanding notes may direct the time, method and place of conducting any lawsuit
or other format legal action seeking any remedy available to the trustee. These majority holders
may also direct the trustee in performing any other action under the indenture.

."Before you may bypass the trustee and bring youf own lawsuit or other formal legal action
or take other steps to enforce your rights or protect your interests relating to the notes, the
following must occur: '

* you must give the trustee written notice that an event of default has ogcurred and remains:
uncured;

» the holders of 25% in principal amount of all outstanding notes must make a written
request that the trustee take action because of the default, and must offer reasonable
indemnity to the trustee against the cost and other liabilities of taking that action;

» the holders of a m‘éjority in principal amount of all outstanding notes must not have given
the trustee any direction inconsistent with that request; and ’ ‘

« the trustee must have not taken action for 60 days after the receipt ofthle aboV'e notice
and offer of indemnity. ' ‘

Y'o_uAare, hoini_e_ver, entitled at any ti,me'to bring a lawsuit for the payméht of money due on
your notes on or after its due date. : A i - -

We will furnish' to the trustee every year a written statement regarding our. performanée of
our obligations under the indenture and any default in such performance.

The Trustee

The trustee’s current address is 101 Barclay Street, New York, NY 10286, Attn: Corporate
Trust Administration. ’

The indenture provides that, except during the continuance of an event of default, the trustee
will perform only such duties as are specifically set forth in the indenture. During the existence of
an event of default, the trustee will exercise such rights and powers vested in its exercise as a
prudent person would exercise under the circumstances in thé conduct of such person’s own
affairs. : ' : : : - ; S

. The indenture and provisions of the Trust Indenture Act incorporated by reference therein
contain limitations on the rights of the trustee, should it become our creditor, to obtain payment
of claims in certain cases or to liquidate certain property received by it in respect of any such
claim as security or otherwise. The trustee is permitted to engage in other transactions with.us or
any of our affiliates. If the trustee acquires any conflicting interest (as defined. in the indenture or

in the .Tru__st Indenture .Ac;.t), it must eliminate such co_n_fl'ict or resign. .

Governing Law

The indenture, the notes, and the guarantees of the notes will'‘be governed by and construed
in accordance with the laws of the State of New York. : R :
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Registration and Exchange Offer

As a condition to the initial sale of the notes, we, Bowater and the initial purchasers will
enter into an exchange and registration rights agreement. Pursuant to this agreement, we and
Bowater will agree to: o

» file with the SEG, on or prior to 90 days following the date of issuance of the notes as
evidence of our indebtedness, a registration statement under the Securities Act with
regard to an offer to exchange the notes for new evidence of the same indebtedness,
called “exchangé notes,” which will have terms substantially identical to the notes; and

* use our reasonable best efforts and act in accordance with applicable laws to cause the
registration statement for these exchange notes to become effective as soon as
practicable, but not later than 150 days after the sale of the notes. o

The exchange offer will be open for a period of at least 20 business days both beginning and
ending within 45 days of the registration statement becoming effective. During this period, we will
agree to exchange the exchange notes for all notes properly surrendered and not withdrawn
before the last day of this period. o ' : - .

Each holder.of the not_es (other than certain specified holders) who wishes to accept the
exchange offer will be required to make certain representations, including representations that:.

* any exchange notes to be received by the holder will be acquired.in the ordinary course of
its business; . , , ' v v R ,

S oat the time of the co'mmence'm'ent of the exchangé offer,- the holder has no arréngement, or
understanding with.any person to participate in the distribution. (with the meaning of the .
Securities Act) of the exchange notes; .

. the hbld_er is not our “affiliate” (as defined in Rule 405 under the Securities Act); 'a'nd_ o

» the holder.is not acting on ,behalf of any person who ,éould-nbt truly maké, all of the -~ - ..
forgoing representations, e

If (1) SEC interpretations are changed before we complete the exchange offer such that the
notes received by each holder, except for certain restricted holders, are not or would not be
transferable without restriction, .(2) the exchange offer. has not been completed within 195 days
after the sale of the notes, or (3) the exchange offer is not available to.any holder of notes, we

will file a shelf registration statement for resale of the notes within 30 days of such-obligation
arising. We will use our reasonable best efforts in accordance with applicable laws to cause the
shelf registration statement to become effective no later than 150 days after the obligation to file
arises and to keep the registration effective for- up to two years. We will provide you copies of
the prospectus, notify you when the resale registration for the notes has become effective and
take other actions required to permit unrestricted sales of the notes. When you sell the notes
pursuant to the resale registration, you generally would be: . .7 T T o

-+ required to be named as a selling securityholder in the related prospectus and to deliver a
prospectus to the purchaser, ' S ' e

e “sdbj_eét to.cért'ain_. of the civil !iabilit'y'_:pfowsions‘_-‘- t;f the:féécu}'_'itiés_, Act in__f;ohn_e_ction with .
such sales, and S T

- = bound by the provisions of the registration rights agreement that are.applicable to.-you,
including: certain indemnification obligations.:-~. -~ . e
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A registration default will exist if any of the following situations occurs:

» we and Bowater do not file a registration statement with the SEC on or before the.date on
. which we are required to file it pursuant to the exchange and regrstratron rights
‘agreement;

+ a registration statement we are required to file under the registration rights agreement has
not become effective or been declared effective by the SEC on or before the applicable
deadline in the agreement

« if the. reglstratlon rights agreement requires us to make the exchange offer, we do not
- complete the exchange offer within 60 days after the initial effective date of the related
registration statement; or

» any registration statement required under the registration rights agreement is filed and
declared effective but we later withdraw it or the SEC issues an effective stop order
suspending its effectiveness, except as specifically permitted in the agreement, without
‘being succeeded immediately by an additional registration statement filed and declared

. effective.

During any period of registration default, in addition to the interest we normally pay on the
notes, we will pay additional interest on any registrable notes. Additional interest will accrue at an
annual rate of 0.25%.' As soon as we cure the registration default, the interest rate on the notes
wilt revert to its original level. :

This description of the exchange and registration rights agreement is a summary only. The
summary is not complete. We recommend that you read the entire exchange and registration
rights agreement carefully before investing in the notes. You can obtain a copy of the exchange
and registration rights agreement by following the directions under the caption “Where You Can
Find More Information About Bowater”” on page 59 of this offermg circular.

‘ Terms of the Exchange Offer

For each of the notes properly surrendered and not withdrawn before the exprratron date of
the exchange offer, we will issue an exchange note having a principal amount equal. to that of the
surrendered note.

The form and terms of the exchange notes will be the same as the form and term of the
notes-except that; - . : :

+ the exchange notes will be registered for the exchange offer under the Securities Act and,
therefore, the global securities representing the exchange notes will not bear Iegends
restrrctmg the transfer of mterests in the exchange notes; and -

. holders of the exchange notes will not be entitled to any of the registration rights of the -
holders of notes under the registration rights, agreement whrch will terminate upon the
consummation of the exchange offer. :

The exchange notes will evidence the same rndeb’cedness as the notes they replace, and wrll
be issued urider, and be entitled to the benefits of, the same indenture that authorized the
issuance of the notes. As a result, the notes and the exchange notes ‘will be treated asa srngle
c]ass of notes under the indenture.

We intend to conduct the exchange offer in accordance with the provisions of the exchange
and registration rights agreement and the applicable requirements of the Exchange Act and the
related rules and reguiations of the SEC.

Under existing SEC interpretations, the exchange notes generally would be freely transfera-
ble after the exchange offer without further registration under the Securities Act, except that
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broker-dealers receiving the exchange notes in the exchange offer will be subject to a
prospectus delivery requirement with respect to their resale. We base our view on interpretations
by the staff of the SEC in no-action letters issued to other issuers in exchange offers like ours.
We have not, however, asked the SEC or other applicable securities regulatory bodies or
commissions to consider this particular exchange offer in the context of a no-action letter.
Therefore, the SEC might not treat it in the same way it has treated other exchange offers in the
past. .

A broker-dealer that has bought the notes for market-making or other trading activities must
deliver a prospectus in order to resell any exchange notes it receives for its own account in the
exchange offer. The prospectus may be used by a. broker-dealer to resell any of its exchange
notes. We and Bowater have agreed in the registration nghts agreement to send a prospectus to
any broker-dealer that requests copies in the notice and questionnaire for a period of up to

180 days after the reglstratlon statement relatmg to this exchange offer is declared effecttve

Form and Denomlnatlonsv
The Global Notes

We will issue the notes in the form of one or'more global debt: securities, in fully registered
form, without interest coupons : v

Notes sold in reliance on Rule 144A initially w1|| be represented by permanent global notes,
each of which we refer to as a restricted global note, and will be deposited with DTC or with the
trustee as custodian for DTC and registered in the name of Cede & Co., as nominee of DTC.

Notes sold in offshore transactions in reliance on ‘Regulation S will initially be represented by
temporary global notes, each of which we refer to as a Regulation S temporary global note, and
will be deposited with the trustee, as custodian for DTC, as depositary, and registered in.the
name of a nominee of DTC for the account of the operator of the Euroclear System or
Clearstream Banking société anonyme. Each Regulation S temporary global note will be
exchangeable for a single permanent global note, which we refer to as a Regulation S global
note, after the expiration of the distribution compliance period {as defined below) and the
certification required by Regulation S. Prior to such time, a beneficial interest in the Regulation S
temporary global note may be transferred to a person who takes delivery in the form of an
interest in the restricted global note only upon receipt by the trustee of a written certification from
the transferor to the effect that such transfer is being made to a person whom the transferor
reasonably believes is a “qualified institutional buyer”, or QIB, in a transaction meeting. the
requirements of Rule 144A. Beneficial interests in a restricted global note may be transferred to a
person who takes de[lvery in the form of an interest in a Regulation S giobal note whether
before, on or after such tlme only.upon receipt by the trustee of a written certification to the
effect that such transfer is being made in accordance with Regulation S. Investors may hold their
security entitlements in the applicable Regulation S global note directly through Euroclear or
Clearstream, if they are participants in such systems, or indirectly through organizations that are
participants in such systems. Before the 40th day after the later of the commencement of the
offering of the notes and the date of the notes issuance {such period through and including such
40th day is referred to as the distribution compliance-period), investors may only hold such
entitlements through Euroclear or Clearstream. After. the expiration of the distribution compliance
pericd, (but not earher) investors may also hold such entitlements through orgamza’uons other
than Euroclear or. Clearstream that are DTC ‘account holders ' ..

Any beneficial interest in a Regulat;on S globa! note or a restrlcted global note each of
which we refer to as a global note, that is transferred to a person who.takes delivery in the form
of an interest in a restricted global note or a Regulation S giobal note, respectively, will, upon
transfer, cease to be an interest in the type of global note previously held and become an
mterest in the other type of global note and, accordingly, will.thereafter. be subject to all transfer
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