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ABITIBIBOWATER INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited, in millions except per share amounts)
Three Months Ended
September 30,
2008
2007
Sales
Costs and expenses:
Cost of sales, excluding depreciation, amortization and cost of
timber harvested
Depreciation, amortization and cost of timber harvested
Distribution costs
Selling and administrative expenses
Arbitration award
Closure costs, impairment and other related charges
Net gain on disposition of assets

$1,730

$ 815

Nine Months Ended
September 30,
2008
2007
$ 5,154

$2,385

1,294
184
195
83
—
138
(5)

672
80
84
50
28
—
(17)

3,990
562
583
270
—
165
(45)

1,912
240
242
145
28
—
(140)

Operating loss
Interest expense
Other income (expense), net

(159)
(187)
2

(82)
(47)
(17)

(371)
(519)
51

(42)
(142)
(35)

Loss before income taxes and minority interests
Income tax benefit (provision)
Minority interests, net of tax

(344)
50
(8)

(146)
1
3

(839)
52
(14)

(219)
(19)
(2)

Net loss

$ (302)

$ (142)

$ (801)

$ (240)

All share and share−related information restated in 2007−Note 1
Net loss per share:
Basic and diluted

$ (5.23)

$(4.75)

$(13.91)

$ (8.04)

Weighted−average number of shares outstanding:
Basic and diluted
Dividends declared per common share

$

57.6

29.9

—

$ 0.38

See accompanying notes to unaudited consolidated financial statements.
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57.6

29.9
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ABITBIBOWATER INC.
CONSOLIDATED BALANCE SHEETS
(Unaudited, in millions)
September 30,
2008
Assets
Current assets:
Cash and cash equivalents
Accounts receivable, net
Inventories, net
Assets held for sale
Other current assets

$

295
868
863
242
103

December 31,
2007

$

195
754
906
184
103

Total current assets

2,371

2,142

Timber and timberlands
Fixed assets, net
Goodwill
Other intangible assets, net
Other assets

51
4,955
809
1,158
593

58
5,707
779
1,203
430

$ 9,937

$10,319

$ 1,177
729
273
34

$ 1,206
589
364
19

2,213

2,178

5,190
823
223
188
146

4,695
936
231
230
150

53
242
2,448
(1,405)
(184)

52
276
2,313
(598)
(144)

1,154

1,899

$ 9,937

$10,319

Total assets
Liabilities and shareholders’ equity
Current liabilities:
Accounts payable and accrued liabilities
Short−term bank debt
Current installments of long−term debt
Liabilities associated with assets held for sale
Total current liabilities
Long−term debt, net of current installments
Pension and other postretirement benefits obligations
Other long−term liabilities
Deferred income taxes
Minority interests in subsidiaries
Commitments and contingencies
Shareholders’ equity:
Common stock, $1 par value. 53.2 shares at September 30, 2008 and 52.4 shares at December 31, 2007
Exchangeable shares, no par value. 4.4 shares at September 30, 2008 and 5.1 shares at December 31, 2007
Additional paid−in capital
Deficit
Accumulated other comprehensive loss
Total shareholders’ equity
Total liabilities and shareholders’ equity
See accompanying notes to unaudited consolidated financial statements.
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ABITBIBOWATER INC.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
(Unaudited, in millions except per share amounts)
For the nine months ended September 30, 2008

Deficit

Accumulated
Other
Comprehensive
Loss

Total
Shareholders’
Equity
$ 1,899

Common
Stock

Exchangeable
Shares

Additional
Paid−In
Capital

$ 52

$ 276

$ 2,313

$ (598)

$ (144)

—

—

—

(6)

(11)

(17)

1

(34)

33

—

—

—

—

—

3

—

—

3

—

—

—

—

—

—

—

—

105

—

—

105

—

—

(6)

—

—

(6)

—

—

—

(801)

—

(801)

—

—

—

—

3

3

—
—

—
—

—
—

—
—

(5)
(37)

(5)
(37)

—

—

—

—

10

10

Balance at December 31, 2007
Adoption of SFAS 158, net of tax
Exchangeable shares retracted and
common issued (0.7 shares)
Share−based compensation costs for
equity awards
Restricted stock units vested, net of
shares forfeited for employee
withholding taxes (0.2 shares)
Beneficial conversion feature of
Convertible Notes
Equity issuance costs on
Convertible Notes
Comprehensive loss:
Net loss
Change in unamortized prior
service costs, net of tax of $3
Change in unamortized actuarial
gains and losses, net of tax
benefit of $4
Foreign currency translation
Change in unrecognized gain on
hedged transactions, net of
tax of $5
Total comprehensive loss

(830)

Balance at September 30, 2008

$ 53

$ 242

$ 2,448

$(1,405)

$ (184)

$ 1,154

For the nine months ended September 30, 2007

Balance at December 31,
2006
Adoption of FIN 48
Dividends on common stock
($1.15 per share)
Exchangeable shares
retracted and common
issued (0.1 shares)
Share−based compensation
costs for equity awards
Restricted stock units vested,
net of shares forfeited for
employee withholding
taxes
Comprehensive loss:
Net loss
Change in unamortized
prior service costs, net
of tax of $3
Change in unamortized
actuarial gains and
losses, net of tax of $7
Foreign currency
translation
Change in unrecognized
gain on hedged
transactions, net of tax
of $1

Exchangeable
Shares

Additional
Paid−In
Capital
(restated)

$ 35

$ 68

$ 1,663

—

—

—

2

—

—

2

—

—

—

(35)

—

—

(35)

—

(11)

11

—

—

—

—

—

—

11

—

—

—

11

—

—

(1)

—

—

—

(1)

—

—

—

(240)

—

—

(240)

—

—

—

—

(2)

—

(2)

—

—

—

—

29

—

29

—

—

—

—

(31)

—

(31)

—

—

—

—

1

—

1

Common
Stock
(restated)

Deficit

Accumulated
Other
Comprehensive
Loss

Treasury
Stock

Total
Shareholders’
Equity

$ (76)

$ (371)

$(486)

$ 833

Total comprehensive loss
Balance at September 30,
2007

(243)
$ 35

$ 57

$ 1,684

$(349)

$ (374)

$(486)

$ 567

See accompanying notes to unaudited consolidated financial statements.
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ABITBIBOWATER INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited, in millions)
Nine Months Ended
September 30,
2008
2007
Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash used in operating activities:
Share−based compensation
Depreciation, amortization and cost of timber harvested
Closure costs, impairment and other related charges
Deferred income taxes
Minority interests, net of tax
Net pension contributions
Net gain on disposition of assets
Gain on extinguishment of debt
Amortization of debt discount (premium), net
(Gain) loss on translation of foreign currency denominated debt
Changes in working capital:
Accounts receivable
Inventories
Income taxes receivable and payable
Accounts payable and accrued liabilities
Other, net
Net cash used in operating activities
Cash flows from investing activities:
Cash invested in fixed assets, timber and timberlands
Dispositions of assets, including timber and timberlands
Direct acquisition costs related to the Combination
Cash received in monetization of financial instruments
Increase in deposit requirements for letters of credit
Net cash provided by investing activities
Cash flows from financing activities:
Cash dividends, including minority interests
Term loan financing
Term loan repayments
Short−term financing, net
Issuance of long−term debt
Payments of long−term debt
Payments of financing and credit facility fees
Payment of equity issuance fees on Convertible Notes
Net cash provided by financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents:
Beginning of period
End of period
See accompanying notes to unaudited consolidated financial statements.
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$(801)

$(240)

4
562
146
(40)
14
(185)
(45)
(31)
87
(21)

10
240
—
31
2
(27)
(140)
—
(5)
19

(132)
18
14
(9)
(9)

(12)
(17)
—
35
(10)

(428)

(114)

(127)
215
—
5
(77)

(73)
167
(17)
—
—

16

77

(14)
400
(53)
(195)
763
(298)
(85)
(6)

(35)
—
—
72
—
(15)
—
—

512

22

100

(15)

195

99

$ 295

$ 84
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ABITBIBOWATER INC.
Notes to Unaudited Consolidated Financial Statements
1. Organization and Basis of Presentation
Basis of Presentation
On October 29, 2007, pursuant to a Combination Agreement and Agreement and Plan of Merger, dated as of January 29, 2007, Abitibi−Consolidated Inc.
(“Abitibi”) and Bowater Incorporated (“Bowater”) combined in a merger of equals (the “Combination”) with each becoming a wholly−owned subsidiary of
AbitibiBowater Inc. (“AbitibiBowater,” also referred to as “we” or “our”). The Combination has been accounted for in accordance with Statement of
Financial Accounting Standards No. 141 (“SFAS 141”), “Business Combinations.” Bowater is deemed to be the “acquirer” of Abitibi for accounting
purposes, and AbitibiBowater is deemed to be the successor to Bowater for purposes of U.S. securities laws and regulations governing financial reporting.
Therefore, unless otherwise indicated, our unaudited consolidated financial statements and notes reflect the results of operations and financial position of
both Abitibi and Bowater as of September 30, 2008 and December 31, 2007 and for the three and nine months ended September 30, 2008 and those of only
Bowater for the three and nine months ended September 30, 2007. As a result of the Combination, each issued and outstanding share of Bowater common
stock and exchangeable share of Bowater Canada Inc. (a wholly−owned subsidiary of Bowater now named AbitibiBowater Canada Inc.) was converted into
0.52 of a share of AbitibiBowater common stock and 0.52 of an exchangeable share of AbitibiBowater Canada Inc., respectively. Each issued and
outstanding share of Abitibi common stock was exchanged for either 0.06261 of a share of AbitibiBowater common stock or 0.06261 of an exchangeable
share of AbitibiBowater Canada Inc. We retroactively restated all share and share−related information in our unaudited consolidated financial statements
and notes for the periods preceding the Combination to reflect the Bowater exchange ratio of 0.52.
The consolidated balance sheet as of September 30, 2008 and the related statements of operations, shareholders’ equity and cash flows for the periods ended
September 30, 2008 and 2007 are unaudited. In our opinion, all adjustments (consisting of normal recurring adjustments) necessary for fair presentation of
the interim financial statements have been made. The results of the interim period ended September 30, 2008 are not necessarily indicative of the results to
be expected for the full year. These financial statements should be read in conjunction with the consolidated financial statements and related notes and
critical accounting estimates included in our Annual Report on Form 10−K/A for the year ended December 31, 2007, filed on March 20, 2008 and as further
updated in Item 2, “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” in Part I of this Form 10−Q. Certain
prior−year amounts in the unaudited consolidated financial statements and the related notes have been reclassified to conform to the 2008 presentation. The
reclassifications had no effect on total shareholders’ equity or net loss.
Capitalization
On June 5, 2008, our stockholders approved an amendment to AbitibiBowater’s Certificate of Incorporation to increase the number of authorized shares of
AbitibiBowater’s common stock from 100 million shares to 150 million shares.
Transactions within the AbitibiBowater Consolidated Group of Companies
Prior to April 1, 2008, Donohue Corp. (“Donohue”) was a wholly−owned subsidiary of Abitibi−Consolidated Company of Canada (“ACCC”), which was a
wholly−owned subsidiary of Abitibi. Donohue owns 52% of the Augusta Newsprint Company and operates the U.S. recycling operations and the Alabama
River newsprint mill and, prior to its sale on April 10, 2008, the Snowflake paper mill. On April 1, 2008, ACCC transferred all of the outstanding common
and preferred stock of Donohue to AbitibiBowater US Holding LLC (“Holding”), a direct subsidiary of AbitibiBowater, for a combination of cash and notes
issued or assumed by Holding. As a result, Donohue is no longer a subsidiary of Abitibi, but remains an indirect subsidiary of AbitibiBowater.
On May 12, 2008, AbitibiBowater contributed to Bowater, as additional paid−in capital, a promissory note executed by AbitibBowater in favor of Bowater.
On May 15, 2008, Bowater transferred the ownership interest it held in its wholly−owned subsidiary, Bowater Newsprint South LLC (“Newsprint South”),
to AbitibiBowater. Newsprint South owns and operates the Coosa Pines, Alabama and Grenada, Mississippi mills, as well as the Westover, Alabama
sawmill. As a result, Newsprint South is no longer a subsidiary of Bowater, but is now a direct and wholly−owned subsidiary of AbitibiBowater.
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ABITBIBOWATER INC.
Notes to Unaudited Consolidated Financial Statements
Recently Adopted Accounting Pronouncements
In September 2006, the FASB issued Statement No. 157, “Fair Value Measurements” (“SFAS 157”). SFAS 157 provides a framework for measuring fair
value. It applies to other accounting pronouncements that require or permit fair value measurements and is effective for financial statements issued for fiscal
years beginning after November 15, 2007 as it is applied to financial assets and liabilities and for fiscal years beginning after November 15, 2008 as it is
applied to non−financial assets and liabilities. The adoption of SFAS 157 as it relates to our financial assets and liabilities, effective as of January 1, 2008,
did not have an impact on our results of operations or financial position. See also note 13, “Financial Instruments.” We have not yet determined the impact
of SFAS 157 on our non−financial assets and liabilities.
In September 2006, the FASB issued Statement No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans” (“SFAS
158”). SFAS 158’s measurement date provisions are effective for fiscal years ending after December 15, 2008. A measurement date of September 30, 2007
was used for all of our Bowater plans, while the measurement date for our Abitibi plans was October 29, 2007. SFAS 158 requires us to use a December 31
measurement date this year. We have elected to use the 15−month transition method to determine the amount of the adjustment to our opening deficit
balance and opening accumulated other comprehensive loss balance on January 1, 2008. The adjustment increased our opening deficit by $6 million, net of
taxes of $2 million, and increased our opening accumulated other comprehensive loss by $11 million, net of taxes of $1 million. The increase to our
accumulated other comprehensive loss primarily represents the additional net actuarial loss that arose from our fourth quarter of 2007 settlement and
curtailment events.
In February 2007, the FASB issued Statement No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities” (“SFAS 159”). SFAS 159
permits an election to measure selected financial assets and liabilities at fair value each financial reporting date with changes in their fair values recorded in
income. We chose not to make this fair value accounting election for any of our financial assets and liabilities. Accordingly, any financial assets and
liabilities within the scope of SFAS 159 will continue to be carried at historical amortized cost, adjusted for other than temporary impairments in value. As a
result, the adoption of SFAS 159, effective as of January 1, 2008, did not have an impact on our results of operations or financial position.
New Accounting Pronouncements
In March 2008, the FASB issued Statement No. 161, “Disclosures about Derivative Instruments and Hedging Activities” (“SFAS 161”). This Statement
changes the disclosure requirements for derivative instruments and hedging activities, requiring us to provide enhanced disclosures about (a) how and why
we use derivative instruments, (b) how derivative instruments and related hedged items are accounted for under FASB Statement No. 133, “Accounting for
Derivative Instruments and Hedging Activities” (“SFAS 133”) and (c) how derivative instruments and related hedged items affect our financial position,
financial performance and cash flows. SFAS 161 is effective for fiscal years beginning after November 15, 2008. We do not expect the adoption of this
accounting guidance to impact our results of operations or financial position.
In April 2008, the FASB issued Staff Position No. FAS 142−3, “Determination of the Useful Life of Intangible Assets” (“FSP FAS 142−3”). This Staff
Position amends the factors that should be considered in developing renewal or extension assumptions used to determine the useful life of a recognized
intangible asset under FASB Statement No. 142, “Goodwill and Other Intangible Assets.” This new guidance also provides additional disclosure
requirements related to recognized intangible assets. FSP FAS 142−3 is effective for fiscal years beginning after December 15, 2008. Early adoption is
prohibited. We do not expect the adoption of this accounting guidance to impact our results of operations or financial position.
In May 2008, the FASB issued Statement No. 162, “Hierarchy of Generally Accepted Accounting Principles” (“SFAS 162”). This Statement identifies the
sources of accounting principles and the framework for selecting the principles to be used in the preparation of financial statements of nongovernmental
entities that are presented in conformity with generally accepted accounting principles (“GAAP”) in the United States. SFAS 162 is effective 60 days
following the Securities and Exchange Commission’s approval of the Public Company Accounting Oversight Board amendments to AU Section 411, “The
Meaning of Present Fairly in Conformity With Generally Accepted Accounting Principles.” We do not expect the adoption of this accounting guidance to
impact our results of operations or financial position.
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ABITBIBOWATER INC.
Notes to Unaudited Consolidated Financial Statements
In May 2008, the FASB issued Staff Position No. APB 14−1, “Accounting for Convertible Debt Instruments That May Be Settled in Cash upon Conversion
(Including Partial Cash Settlement)” (“FSP APB 14−1”). This Staff Position clarifies that convertible debt instruments that may be settled in cash upon
conversion (including partial cash settlement) are not addressed by paragraph 12 of APB Opinion No. 14, “Accounting for Convertible Debt and Debt
Issued with Stock Purchase Warrants.” Additionally, this Staff Position specifies that issuers of such instruments should separately account for the liability
and equity components in a manner that will reflect the entity’s nonconvertible debt borrowing rate when interest cost is recognized in subsequent periods.
FSP APB 14−1 is effective for financial statements issued for fiscal years beginning after December 15, 2008, and interim periods within those fiscal years.
Early adoption is not permitted. We do not expect the adoption of this accounting guidance to impact our results of operations or financial position.
In June 2008, the FASB issued Staff Position No. EITF 03−6−1, “Determining Whether Instruments Granted in Share−Based Payment Transactions Are
Participating Securities” (“FSP EITF 03−6−1”). This Staff Position states that unvested share−based payment awards that contain non−forfeitable rights to
dividends or dividend equivalents (whether paid or unpaid) are participating securities and shall be included in the computation of earnings per share
pursuant to the two−class method. FSP EITF 03−6−1 is effective for financial statements issued for fiscal years beginning after December 15, 2008, and
interim periods within those years. All prior−period earnings per share (“EPS”) data presented shall be adjusted retrospectively (including interim financial
statements, summaries of earnings and selected financial data) to conform with the provisions of this Staff Position. Early application is not permitted. We
do not expect the adoption of this accounting guidance to impact our results of operations, financial position or EPS.
In June 2008, the EITF reached a consensus in Issue No. 07−5, “Determining Whether an Instrument (or Embedded Feature) Is Indexed to an Entity’s Own
Stock” (“EITF 07−5”). This Issue addresses the determination of whether an instrument (or an embedded feature) is indexed to an entity’s own stock, which
is the first part of the scope exception in paragraph 11(a) of SFAS 133. EITF 07−5 is effective for fiscal years beginning after December 15, 2008, and
interim periods within those fiscal years. Early application is not permitted. We do not expect the adoption of this accounting guidance to impact our results
of operations or financial position.
In June 2008, the EITF reached a consensus in Issue No. 08−3, “Accounting by Lessees for Nonrefundable Maintenance Deposits” (“EITF 08−3”). This
issue addresses the accounting for nonrefundable maintenance deposits paid by the lessee to the lessor. EITF 08−3 is effective for fiscal years beginning
after December 15, 2008, and interim periods within those fiscal years. Earlier application is not permitted. We have not determined the impact of adoption
of this accounting guidance on our results of operations or financial position.
2. Business Combination
As discussed in Note 1, the Combination of Abitibi and Bowater was completed on October 29, 2007. The purchase price of $1.4 billion was allocated to
the identifiable assets acquired and liabilities assumed based on their relative fair values. The initial purchase price allocation will be finalized in the fourth
quarter of 2008 after our receipt and review of all pertinent information, including the final valuation reports from an independent third party. The final
purchase price allocation adjustments will primarily impact goodwill, fixed assets, intangible assets and deferred income taxes.
The only significant adjustments made to the preliminary purchase price allocation during the nine months ended September 30, 2008 were recorded in the
third quarter of 2008. A valuation allowance was established against certain deferred tax assets arising from U.S. federal net operating losses (“NOLs”) in
the Abitibi U.S. tax group that occurred before the Combination. It was determined that a valuation allowance should have been recorded as of the date of
the Combination, as a portion of these NOLs were likely to expire. Additionally, upon filing our 2007 tax return, we recorded an adjustment to increase the
deferred tax assets associated with a pre−Combination Abitibi transaction. These adjustments resulted in a net decrease in deferred tax assets and a net
increase in goodwill of approximately $30 million.
9

Table of Contents
ABITBIBOWATER INC.
Notes to Unaudited Consolidated Financial Statements
3. Closure Costs, Impairment and Other Related Charges
“Closure costs, impairment and other related charges” in the Consolidated Statements of Operations includes the following:

(Unaudited, in millions)
Asset impairment:
Donnacona
Mackenzie
Port Alfred
Other closure costs:
Noncancelable contracts
Severance and other

Three Months Ended
September 30,
2008
2007

Nine Months Ended
September 30,
2008
2007

$127
12
(2)

$127
12
(2)

$—
—
—

$—
—
—

—
1

—
—

10
18

—
—

$138

$—

$165

$—

Immediately upon the Combination, we began a comprehensive strategic review of our operations to reduce costs and improve our profitability. On
November 29, 2007, we announced the results of the initial phase of our comprehensive review, which included a decision to reduce our newsprint and
specialty papers production capacity by approximately one million metric tons per year. The reductions included the permanent closure of Bowater’s
Dalhousie, New Brunswick facility and Abitibi’s Belgo, Quebec facility, Fort William, Ontario facility and Lufkin, Texas facility, as well as the indefinite
idling of Bowater’s Donnacona, Quebec facility and Abitibi’s Mackenzie, British Columbia facility, including two sawmills that directly support the
Mackenzie paper mill operations. Additionally, we decided to permanently close paper machine no. 3 at Bowater’s Gatineau, Quebec facility. The actions
were completed in the first quarter of 2008. We recorded charges of $123 million for long−lived asset impairment, severance and termination costs
associated with our Bowater mills in the fourth quarter of 2007. The costs associated with our Abitibi mills were included in liabilities assumed in the
Combination. During the nine months ended September 30, 2008, we recorded additional costs for noncancelable contracts of $10 million and severance
and other of $3 million at our Dalhousie and Donnacona operations.
Additionally, during the three and nine months ended September 30, 2008, we recorded other closure−related costs of $1 million and $9 million,
respectively, for severance costs associated with workforce reductions across several facilities. During the nine months ended September 30, 2008, we
recorded closure costs of $6 million related to the permanent closure of our Baie−Comeau recycling facility.
In November 2008, we announced the permanent closure of our previously idled Donnacona and Mackenzie paper mills, based on current market
conditions. Upon review of the recoverability of the long−lived assets at these facilities, we used this additional information and recorded long−lived asset
impairment charges of $127 million at our Donnacona paper mill and $12 million at our Mackenzie paper mill for the three and nine months ended
September 30, 2008. The fair values of the long−lived assets of Donnacona and Mackenzie of $10 million and zero, respectively, were determined based on
their estimated sale and salvage values. Additionally, $10 million of mill stores inventory was determined to be unusable and was recorded in cost of sales.
These impairment charges were offset by a $2 million reduction in an asset retirement obligation at our Port Alfred, Quebec facility, which was previously
closed.
10

Table of Contents
ABITBIBOWATER INC.
Notes to Unaudited Consolidated Financial Statements
4. Severance Related Liabilities
The activity in our severance related liabilities is as follows:
(Unaudited, in millions)

2008 Initiatives

2007 Initiatives

Balance at December 31, 2007
Charges
Payments
Other

$ —
24
(8)
—

$ 100
8
(66)
(7)

$

3
—
(1)
—

$103
32
(75)
(7)

Balance at September 30, 2008

$ 16

$

$

2

$ 53

35

2006 Initiatives

Total

In 2008, we recorded employee termination costs primarily associated with downsizings at several of our mills, as well as the departure of certain corporate
executives. The remaining severance accrual is expected to be paid out in 2008 and 2009.
In 2007, we recorded employee termination costs primarily associated with the closures announced as a result of our comprehensive strategic review:
mill−wide restructurings at our Thunder Bay, Ontario; Gatineau, Quebec; Donnacona, Quebec and Dolbeau, Quebec facilities, the preliminary allocation of
the purchase price of Abitibi to severance liabilities assumed in the Combination, lump−sum payouts of pension assets to certain employees and certain
changes to our U.S. postretirement benefit plans. These initiatives resulted in the elimination of approximately 430 positions. The remaining severance
accrual is expected to be paid out in 2008 and 2009.
We do not allocate employee termination and severance costs to our segments; thus, these costs are included in “Corporate and Other” in our segment
information. Termination costs are classified as cost of sales (manufacturing personnel), selling and administrative expenses (administrative personnel) or
closure costs, impairment and other related charges (mill closures) in our Consolidated Statements of Operations. The severance accruals are included in
“Accounts payable and accrued liabilities” in our Consolidated Balance Sheets.
5. Other Income (Expense), Net
“Other income (expense), net” in the Consolidated Statements of Operations includes the following:

(Unaudited, in millions)

Three Months Ended
September 30,
2008
2007

Nine Months Ended
September 30,
2008
2007

Foreign exchange gain (loss)
Income (loss) from equity method investments
Interest income
Gain on extinguishment of debt
Loss from sale of accounts receivable
Miscellaneous loss

$ 6
2
3
—
(5)
(4)

$(17)
(2)
2
—
—
—

$ 31
(1)
9
31
(15)
(4)

$(36)
(5)
6
—
—
—

$ 2

$(17)

$ 51

$(35)

6. Loss Per Share
No adjustments to net loss are necessary to compute net loss per basic and diluted share for all periods presented. Additionally, no adjustments to our basic
weighted−average number of common shares outstanding are necessary to compute our diluted weighted−average number of common shares outstanding
for all periods presented. Options to purchase 3.1 million shares for both the three and nine months ended September 30, 2008, and 2.5 million shares for
both the three and nine months ended September 30, 2007 were excluded from the calculation of diluted loss per share as the impact would have been
anti−dilutive. In addition, 0.2 million restricted stock units for both the three and nine months ended September 30, 2008, and 0.5 million restricted stock
units for both the three and nine months ended September 30, 2007 were excluded from the calculation of diluted loss per share for the same reason. In
addition, no adjustments to net loss and the diluted weighted−average number of common shares outstanding were necessary for the three or nine months
ended September 30, 2008, after giving effect to the assumed conversion of the convertible notes representing 35 million additional common shares (see
Note 10, “Liquidity, Debt and Interest Expense”).
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7. Inventories, Net
Inventories, net consist of the following:

(Unaudited, in millions)
At lower of cost or market:
Raw materials and work in process
Finished goods
Mill stores and other supplies
Excess of current cost over LIFO inventory value

September 30,
2008

December 31,
2007

$ 158
365
354

$ 220
355
345

877
(14)

920
(14)

$ 863

$ 906

(Unaudited, in millions)

September 30,
2008

December 31,
2007

Accounts receivable
Inventories
Other current assets
Timber and timberlands
Fixed assets, net

$ 19
24
16
15
168

$

$ 242

$ 184

September 30,
2008

December 31,
2007

$ 15
19

$ 17
2

$ 34

$ 19

8. Assets Held for Sale and Net Gain on Disposition of Assets
Assets held for sale are comprised of the following:

2
15
—
8
159

Liabilities associated with assets held for sale are comprised of the following:

(Unaudited, in millions)
Accounts payable and accrued liabilities
Other long−term liabilities

At December 31, 2007, we held our Snowflake paper mill, Price sawmill and some of our timberlands in the United States and Canada for sale.
At September 30, 2008, we held our Mokpo, Korea paper mill, our Fort William, Ontario paper mill, our Lufkin, Texas paper mill, our West Tacoma,
Washington paper mill and some of our timberlands and sawmills in the United States and Canada for sale. We expect to complete a sale of these assets
within the next twelve months for an amount that exceeds their individual carrying values. The assets and liabilities held for sale are carried on our
Consolidated Balance Sheets at the lower of carrying value or fair value less costs to sell. We cease recording depreciation and amortization when assets are
classified as held for sale.
During the three months ended September 30, 2008, we sold approximately 900 acres of timberlands and other assets for proceeds of approximately
$10 million, resulting in a net gain on disposition of assets of $5 million. During the nine months ended September 30, 2008, we sold approximately 44,000
acres of timberlands and other assets, including our Snowflake paper mill and our Price sawmill, for proceeds of approximately $215 million, resulting in a
net gain on disposition of assets of $45 million.
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In connection with the review and approval of the Combination by the antitrust division of the U.S. Department of Justice (“DOJ”), we agreed, among other
things, to sell our Snowflake, Arizona newsprint mill, which was included in our Newsprint segment, and certain related assets and liabilities. On April 10,
2008, with the approval of the DOJ, we completed the sale of our Snowflake mill to a subsidiary of Catalyst Paper Corporation for approximately
$161 million. Since this mill’s assets were acquired in the Combination, they were already carried at fair value less costs to sell. We did not recognize a gain
or loss on this sale.
During the three months ended September 30, 2007, we sold approximately 11,400 acres of timberlands and other assets for proceeds of approximately
$19 million, resulting in a net gain on disposition of assets of $17 million. During the nine months ended September 30, 2007, we sold approximately
119,200 acres of timberlands and other assets for proceeds of approximately $167 million, resulting in a net gain on disposition of assets of $140 million.
9. Pension and Other Postretirement Expense
The components of net periodic benefit costs relating to our pension and other postretirement benefits plans (“OPEB plans”) are as follows for the three and
nine months ended September 30, 2008 and 2007:
Pension Plans:
Three Months Ended
September 30,
2008
2007

(Unaudited, in millions)

Nine Months Ended
September 30,
2008
2007

Components of net periodic benefit cost:
Service cost
Interest cost
Expected return on plan assets
Amortization of prior service cost
Recognized net actuarial loss
Special termination benefits
Curtailments and settlements

$ 19
89
(102)
1
2
—
—

$ 9
33
(35)
1
7
3
5

$ 56
267
(305)
3
6
5
2

$ 27
95
(100)
3
21
7
12

Net periodic benefit cost

$

$ 23

$ 34

$ 65

9

OPEB Plans:

(Unaudited, in millions)

Three Months Ended
September 30,
2008
2007

Nine Months Ended
September 30,
2008
2007

Components of net periodic benefit cost:
Service cost
Interest cost
Amortization of prior service credit
Recognized net actuarial loss
Curtailments and settlements

$ 1
6
(2)
1
—

$ 1
3
(3)
2
—

$ 3
18
(8)
3
2

$2
9
(9)
5
(3)

Net periodic benefit cost

$ 6

$ 3

$18

$4
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Events Impacting Net Periodic Benefit Cost for the Three and Nine Months Ended September 30, 2008
In June 2008, we recorded special termination benefits of $4 million related to the retirement of certain executives. These special termination benefits were
included in the net periodic benefit cost of our pension plans during the nine months ended September 30, 2008, and will likely result in a settlement loss at
the time the benefits are paid.
In June 2008, the cumulative number of employees terminated as a result of the Combination became significant, triggering a curtailment. As a result, a
curtailment loss of $2 million was included in the net periodic benefit cost of our OPEB plans during the nine months ended September 30, 2008.
In March 2008, as a result of a mill−wide downsizing of our Clermont, Quebec facility, approximately 44 jobs were eliminated when certain eligible
employees retired. As a result, special termination benefits of $1 million and a curtailment loss of $2 million were included in the net periodic benefit cost
of our pension plans during the nine months ended September 30, 2008.
Events Impacting Net Periodic Benefit Cost for the Three and Nine Months Ended September 30, 2007
In June 2007, union members at our Dolbeau, Quebec facility ratified a new labor agreement. As a result of a mill−wide restructuring of this facility, 130
jobs were eliminated. A curtailment loss of approximately $2 million was included in the net periodic benefit cost of our pension plans for the three and nine
months ended September 30, 2007 as a result of the employee reduction.
In May 2007, union members at our Gatineau, Quebec facility ratified a new labor agreement. As a result of a mill−wide restructuring of this facility, 143
jobs were eliminated. A curtailment loss of approximately $2 million and special termination benefits of approximately $3 million were included in the net
periodic benefit cost of our pension plans for the three and nine months ended September 30, 2007 as a result of the employee reduction.
At various dates from December 2006 to June 2007, certain employees received lump−sum payouts from two of our retirement pension plans. Accordingly,
settlement losses of $1 million and $6 million were included in the net periodic benefit cost of our pension plans during the three and nine months ended
September 30, 2007, respectively.
In February 2007, as a result of a mill−wide restructuring of our Thunder Bay, Ontario facility, 157 jobs were eliminated. As a result, a curtailment loss of
$2 million and special termination benefits of $4 million were included in the net periodic benefit cost of our pension plans during the nine months ended
September 30, 2007. This event will also result in a settlement loss at the time the benefits are paid.
In October 2006, we approved changes to our OPEB plan for Bowater’s U.S. salaried employees. Benefits for employees were either eliminated or reduced
depending on whether the employee met certain age and years of service criteria. As a result, a curtailment gain of $3 million was included in the net
periodic benefit cost of our OPEB plans during the nine months ended September 30, 2007.
10. Liquidity, Debt and Interest Expense
Liquidity, Short−term Bank Debt and Current Installments of Long−term Debt
As of September 30, 2008, our total liquidity was comprised of liquidity at our Abitibi and Bowater subsidiaries. Cash generated by our Donohue and
Newsprint South subsidiaries is used, in part, to service the debt obligations of Abitibi and Bowater, respectively.
As of September 30, 2008, total short−term bank debt and current installments of long−term debt totaled $1,002 million. In order to address our significant
upcoming debt maturities, which primarily consist of: (i) Abitibi’s $347 million term loan due March 30, 2009, (ii) Bowater’s Canadian credit facility which
matures on June 5, 2009 ($67 million outstanding at September 30, 2008) and (iii) Bowater’s $248 million 9% debentures due August 1, 2009, we are
currently pursuing refinancing alternatives and the sale of assets. See Note 8, “Assets Held for Sale and Net Gain on Disposition of Assets” for additional
information. In addition, Abitibi’s and Donohue’s $350 million accounts receivable securitization program could terminate in July 2009 ($255 million
outstanding at September 30, 2008), if not renewed.
14

Table of Contents
ABITBIBOWATER INC.
Notes to Unaudited Consolidated Financial Statements
Abitibi Liquidity and Short−term Bank Debt
Abitibi’s primary sources of liquidity and capital resources are cash on hand, cash provided from operations and available borrowings under the accounts
receivable securitization program. In addition, as noted above, cash generated by our Donohue subsidiary is used, in part, to service the debt obligations of
Abitibi. As of September 30, 2008, Abitibi and Donohue had cash on hand of approximately $184 million and $11 million, respectively. Abitibi’s and
Donohue’s third quarter 2008 cash used in operations was $61 million, an improvement of $38 million as compared to the second quarter of 2008.
Abitibi is not expected to have sufficient cash to repay the $347 million term loan due March 30, 2009, without significant asset sales or external financing
as presently contemplated by Abitibi’s refinancing plans, which we are actively pursuing. As a result, while our April 1 refinancings alleviated the
substantial doubt about Abitibi’s ability to continue as a going concern that we disclosed at December 31, 2007, significant financial uncertainties and
challenges remain for Abitibi to overcome including, but not limited to, Abitibi’s ability to repay or to refinance the $347 million term loan due March 30,
2009 and to service its considerable debt, including the new debt resulting from the April 1 refinancings.
April 1, 2008 Refinancings
On April 1, 2008, we successfully completed a series of refinancing transactions, which were designed to address the debt maturities and general liquidity
needs principally at our Abitibi subsidiary. The transactions included:
§
A private placement by ACCC of $413 million of 13.75% senior secured notes due April 1, 2011 (“2011 Notes”). The 2011 Notes are guaranteed
by several of our subsidiaries, including Abitibi, Donohue and certain of their subsidiaries, and are secured by mortgages on certain pulp and paper
mills owned by, and security interests in and pledges of certain other assets of, ACCC and its subsidiaries that are guarantors. Fees of $17 million
associated with the issuance of the 2011 Notes are being amortized to interest expense over the term of the 2011 Notes beginning on the date of
issuance.
§

A $400 million 364−day senior secured term loan due March 30, 2009 (“Term Loan”) to ACCC, with interest at LIBOR plus 800 basis points,
with a 3.5% LIBOR floor. On April 15, 2008, ACCC repaid $50 million of the Term Loan with a portion of the proceeds from the April 10, 2008
sale of our Snowflake, Arizona newsprint mill (see Note 8, “Assets Held for Sale and Net Gain on Disposition of Assets”) and repaid another
$3 million of the Term Loan with a portion of the proceeds from other debt issuances, which reduced the outstanding balance to $347 million. The
Term Loan is secured primarily by the personal property (including accounts receivable and inventory, but excluding equipment, intellectual
property and capital stock of subsidiaries) of ACCC, Abitibi and other guarantors, and by a first lien on substantially all of the personal property of
Donohue and its subsidiaries (including accounts receivable, inventory and equipment), the pledge of the stock or other equity interest of certain
subsidiaries of Donohue and by the real estate relating to our Alabama River newsprint mill. The Term Loan ranks effectively senior to the 2011
Notes and the 2010 Notes (see following paragraph) to the extent of the collateral securing the Term Loan, while the 2011 Notes rank effectively
senior to the Term Loan and the 2010 Notes to the extent of the collateral securing the 2011 Notes. Fees of $33 million associated with the
issuance of the Term Loan are being amortized to interest expense over the term of the Term Loan beginning on the date of issuance.

§

The private exchange of a combination of $293 million principal amount of new senior unsecured 15.5% notes due July 15, 2010 of ACCC (“2010
Notes”) and $218 million in cash for an aggregate of $455 million of outstanding notes issued by Abitibi, ACCC and Abitibi−Consolidated
Finance L.P. (“ACF”), a wholly−owned subsidiary of Abitibi. The exchange resulted in a debt extinguishment gain during the second quarter of
2008 of approximately $31 million, which is included in “Other income (expense), net” on our Consolidated Statements of Operations for the nine
months ended September 30, 2008. The 2010 Notes were issued at a discount of $82 million. The fair value of the 2010 Notes was determined to
be 72% of par, based on observed market prices of the 2010 Notes after they began trading on April 7, 2008 extrapolated backwards to April 1,
2008 based on fluctuations in the observed market prices of comparable outstanding Abitibi public debt. The fees associated with the 2010 Notes
of $10 million and the discount on the 2010
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Notes are being amortized to interest expense using the effective interest method over the term of the 2010 Notes beginning on the date of
issuance, resulting in an effective interest rate of 36.8%. This exchange represented a second quarter 2008 non−cash financing item of
$211 million. During the second quarter of 2008, Abitibi repaid $21 million of 6.95% Notes due April 1, 2008 and $12 million of 5.25% Notes due
June 30, 2008, that were not tendered for exchange in the private exchange offer.
§

Simultaneously with these transactions, AbitibiBowater consummated a private sale of $350 million of 8% convertible notes due April 15, 2013
(“Convertible Notes”) to Fairfax Financial Holdings Limited (“Fairfax”) and certain of its designated subsidiaries. The Convertible Notes bear
interest at a rate of 8% per annum (10% per annum if we elect to pay interest through the issuance of additional convertible notes with the same
terms as “pay in kind”). Bowater provided a full and unconditional guarantee of the payment of principal and interest on the Convertible Notes.
Bowater’s guarantee ranks equally in right of payment with all of our existing and future unsecured senior indebtedness. The Convertible Notes are
not guaranteed by Abitibi or any of its respective subsidiaries. The Convertible Notes are convertible into shares of AbitibiBowater common stock
at a conversion price of $10.00 per share (the “Conversion Price”). Since the closing price of our common stock on the issuance date (also the
commitment date) of the Convertible Notes exceeded the Conversion Price by $3.00 per share, the Convertible Notes included a beneficial
conversion feature. In accordance with EITF 98−5, “Accounting for Convertible Securities with Beneficial Conversion Features or Contingently
Adjustable Conversion Ratios,” we recorded a discount on the Convertible Notes and an increase in paid−in capital of $105 million representing
the fair value of the beneficial conversion feature. We paid $20 million of fees associated with the issuance of the Convertible Notes, of which
$6 million were allocated to the beneficial conversion feature. The fees associated with the debt ($14 million) and the discount on the Convertible
Notes are being amortized to interest expense using the effective interest method over the term of the Convertible Notes beginning on the date of
issuance, resulting in an effective interest rate of 18.5%. The fees associated with the beneficial conversion feature were recorded directly to
additional paid−in capital. On April 15, 2008, Fairfax exercised its right to appoint two directors to the Board of AbitibiBowater, pursuant to the
terms of the purchase agreement. On October 15, 2008, we elected to make the interest payment due on that date through the issuance of additional
convertible notes. As a result, the balance of the Convertible Notes currently outstanding is $369 million.

§
Abitibi’s former bank credit facility was repaid and cancelled.
As a result of the refinancings and the cancellation of Abitibi’s former bank credit facility, Abitibi is no longer subject to financial maintenance covenants
on its recourse debt. However, the Term Loan, the 2010 Notes and the 2011 Notes restrict the ability of Abitibi, Donohue and their respective subsidiaries to
incur additional indebtedness, to grant additional liens, to pay dividends or make loans to AbitibiBowater, to make acquisitions or to make other
investments.
Accounts Receivable Securitization Program
As of September 30, 2008, amounts outstanding under Abitibi’s and Donohue’s accounts receivable securitization program were as follows:

(Unaudited, in millions)
Off−Balance Sheet:
Accounts receivable securitization program

Commitment

Amount
Outstanding

Termination
Date

$ 350

$ 255

07/09

Weighted
Average
Interest
Rate
8.33%

Abitibi and Donohue sell most of their trade receivables through a securitization program in order to reduce working capital requirements. We now maintain
an ongoing securitization program committed until July 2009 to obtain aggregate cash proceeds of up to $350 million from accounts receivable. We expect
to renew or enter into a similar accounts receivable securitization program prior to the maturity of the existing program.
As of September 30, 2008, Abitibi and Donohue transferred $485 million of trade receivables resulting in cash proceeds of $255 million, which represented
the total available at that time under the securitization program. Accounts receivable are sold at discounted amounts based on the securitization provider’s
funding cost plus a margin. Abitibi acts as a
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servicing agent and administers the collection of the accounts receivable sold pursuant to these agreements. The fees received for servicing the accounts
receivable approximate the value of services rendered. The amount that can be obtained under our securitization programs depends on the amount and
nature of the accounts receivable available to be sold. The commitment fee for the unused portion is 50 basis points.
Bowater Liquidity and Short−term Debt
Bowater’s primary sources of liquidity and capital resources are cash on hand, cash provided from operations and available borrowings under its bank credit
facilities. In addition, as noted above, cash generated by our Newsprint South subsidiary is used, in part, to service the debt obligations of Bowater. As of
September 30, 2008, Bowater had cash on hand of approximately $100 million. Bowater’s and Newsprint South’s third quarter 2008 cash used in operations
was $53 million, an increase of $12 million as compared to the second quarter of 2008. In addition, Bowater had $76 million of available borrowings under
its bank credit facilities.
There is no assurance that Bowater will have sufficient cash to repay its $248 million 9% debentures due August 1, 2009, without significant asset sales or
external financing as presently contemplated by Bowater’s available refinancing plans. Additionally, Bowater’s $144 million Canadian bank credit facility
will expire on June 5, 2009 ($67 million outstanding at September 30, 2008). Bowater is currently seeking to replace both the U.S. and Canadian credit
facilities with a senior secured asset−based revolving credit facility with a syndicate of lenders and is exploring the feasibility of issuing senior secured
notes contingent upon the consummation of the new asset−based revolving credit facility. The proceeds of any such notes offering would be used to repay
Bowater’s 9% debentures due August 1, 2009 and for working capital.
Bowater Bank Credit Facilities
As of September 30, 2008, available borrowings under Bowater’s bank credit facilities were as follows:

(Unaudited, in millions)

Commitment

Amount
Outstanding

U.S. credit facility
Canadian credit facility

$ 415
144

$ 315
67

$ 30
46

$ 559

$ 382

$ 76

(1)

(2)

Commitment
Available(1)

Termination
Date
05/11
06/09

Weighted
Average
Interest Rate (2)
6.7%
6.3%

The commitment available under each of these revolving bank
credit facilities is subject to collateral requirements and
covenant restrictions (after giving effect to the financial
covenant waivers included in the November 12, 2008
amendment) as described below or in our Annual Report on
Form 10−K/A for the year ended December 31, 2007, filed on
March 20, 2008, in our Quarterly Report on Form 10−Q for the
quarter ended March 31, 2008, filed on May 12, 2008 or in our
Quarterly Report on Form 10−Q for the quarter ended June 30,
2008, filed on August 11, 2008, and is reduced by outstanding
letters of credit of $70 million for the Bowater U.S. credit
facility and $31 million for the Bowater Canadian credit facility.
Commitment fees for unused portions of Bowater’s U.S. and
Canadian credit facilities are 50 and 25 basis points,
respectively.

Borrowings under the Bowater bank credit facilities incur
interest based, at our option, on specified market interest rates
plus a margin.
Bowater’s U.S. credit agreement is guaranteed by AbitibiBowater, Newsprint South and certain wholly−owned U.S. subsidiaries of Bowater and Newsprint
South, and is secured by (i) liens on the inventory, accounts receivable and deposit accounts of Bowater, Newsprint South and their subsidiaries that are
guarantors, (ii) pledges of 65% of the stock of certain of our foreign subsidiaries, (iii) pledges of the stock of Bowater’s U.S. subsidiaries that do not own
mills or converting facilities and (iv) pledges of the stock of the subsidiaries of Newsprint South. Availability under the U.S. credit facility is limited to 75%
of the net consolidated book value of our accounts receivable and inventory, excluding Bowater Canadian Forest Products Inc. (“BCFPI”) and its
subsidiaries, and is reduced by the amount of outstanding letters of credit.
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Bowater’s Canadian credit agreement is secured by liens on the inventory, accounts receivable and deposit accounts of BCFPI and is guaranteed by
Bowater, Newsprint South and certain of their wholly−owned subsidiaries and certain subsidiaries of BCFPI. Availability under the Canadian credit facility
is limited to 60% of the net book value of the accounts receivable and inventory of BCFPI and its subsidiaries, and is reduced by the amount of outstanding
letters of credit.
Amendments to Bank Credit Facilities
For a more complete discussion of Bowater’s U.S. credit facility, Bowater’s Canadian credit facility, as well as certain amendments to these bank credit
facilities entered into on November 2, 2007 and February 25, 2008, reference is made to our Annual Report on Form 10−K/A for the year ended
December 31, 2007, filed on March 20, 2008, for amendments to these bank credit facilities entered into on March 31, 2008 and April 30, 2008, reference is
made to our Quarterly Report on Form 10−Q for the quarter ended March 31, 2008, filed on May 12, 2008 and for amendments to these bank credit
facilities entered into on June 6, 2008 and August 7, 2008, reference is made to our Quarterly Report on Form 10−Q for the quarter ended June 30, 2008,
filed on August 11, 2008.
During the second quarter of 2008 and the first nine months of 2008, we incurred fees of $11 million associated with the amendments to the bank credit
facilities, which are being amortized to interest expense over the term of the facilities.
Bowater’s U.S. credit facility permits Bowater to send distributions to AbitibiBowater to service interest on AbitibiBowater’s convertible debt provided that
no default exists under this facility at the time of such payment and Bowater is in pro forma compliance with this facility’s financial covenants at the time of
such payment. Under previous amendments, the lenders under Bowater’s U.S. and Canadian credit facilities implemented a more restrictive borrowing base,
using more extensive eligibility criteria and imposing additional reporting obligations on us (although, as described below, the date by which Bowater must
comply with these more restrictive requirements is now to be phased in through March 31, 2009).
On November 12, 2008, Bowater and the other parties to its U.S. and Canadian credit facilities entered into amendments to those facilities that, among other
things: (1) waive the requirement that Bowater is required to comply immediately with the more restrictive borrowing base requirements by November 15,
2008 and providing instead for phased−in implementation through March 31, 2009 (extending to April 29, 2009 under certain circumstances) and waive
compliance with certain financial covenant requirements for the third quarter of 2008 (absent such waiver, Bowater would have been in violation of the
senior secured leverage ratio and the interest coverage ratio covenants under the credit facilities for the third quarter); (2) amend certain covenants,
including the leverage ratio, for the fourth quarter of 2008; (3) increase the interest rate under each facility by 125 basis points; (4) provide a lien on
substantially all Canadian fixed assets and the shares of our South Korean subsidiary (which operates Bowater’s Mokpo mill) to Canadian lenders, as
security for indebtedness in a principal amount not to exceed 10% of the shareholders’ equity of BCFPI as of September 30, 2008; (5) add a provision
requiring that 75% of the proceeds of asset sales by Bowater or its subsidiaries be used to reduce amounts outstanding under both facilities on a pro rata
basis; (6) reduce, pro rata, the aggregate amount of the commitment under both facilities by $10 million; and (7) require that Bowater maintain no more than
$70 million of cash on hand, with any excess to be used to reduce amounts outstanding under the facilities.
We expect to be in compliance with the financial covenants of the amended credit facilities through March 31, 2009. However, as discussed above, we
expect to refinance Bowater’s U.S. and Canadian credit facilities prior to March 31, 2009. Bowater’s ability to consummate such refinancing will be subject
to market and other conditions, and no assurance can be made that such transactions will be consummated on terms acceptable to us, or at all.
The U.S. and Canadian credit facilities further provide that Bowater may make dividends and distributions to AbitibiBowater sufficient to pay (1) taxes
attributable to Bowater and its subsidiaries and (2) up to $10 million more than 50% of certain of AbitibiBowater’s annual overhead expenses, such as
accounting and auditing costs, director fees, director and officer insurance premiums, franchise taxes, transfer agent fees and legal and other expenses
connected to AbitibiBowater’s status as a public company. Overhead expenses do not include management fees, salaries, bonuses or debt service.
Abitibi and Bowater and their subsidiaries may also, from time to time, subject to any applicable restrictions contained in any indebtedness documents, enter
into transactions with related parties, including AbitibiBowater, for management and other services (such as IT, environmental, human resources and legal
services) and intercompany advances, loans and investments, intercompany product sales and purchases.
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Long−Term Debt
As of September 30, 2008 and December 31, 2007, long−term debt, including current installments, consists of the following:

(Unaudited, in millions)
Unsecured Debt of Abitibi:
8.375% Notes due 2015
8.55% Notes due 2010
8.85% Debentures due 2030
6.0% Notes due 2013
7.132% Notes due 2017
8.5% Debentures due 2029
7.5% Debentures due 2028
7.75% Notes due 2011
Notes due 2011 with interest at floating rates (6.32%
at September 30, 2008)
7.875% Notes due 2009
7.4% Debentures due 2018
0% Debentures, due in installments through 2012
6.95% Notes due 2008
5.25% Notes due 2008
15.50% Senior Notes due 2010
Secured Debt of Abitibi:
13.75% Senior Secured Notes due 2011
Unsecured Debt of Bowater:
7.95% Notes due 2011
6.5% Notes due 2013
9.38% Debentures due 2021
9.00% Debentures due 2009
Notes due 2010 with interest at floating rates (5.82%
at September 30, 2008)
10.85% Debentures due 2014
9.50% Debentures due 2012
10.60% Notes due 2011
7.75% Recycling facilities revenue bonds due 2022
7.40% Recycling facilities revenue bonds due 2022
Industrial revenue bonds due 2029 with interest at
floating rates (7.60% at September 30, 2008)
7.625% Recycling facilities revenue bonds due 2016
10.50% Notes due at various dates from 2009 to
2010
10.26% Notes due at various dates from 2009 to
2011
6.5% UDAG loan agreement due at various dates
from 2009 to 2010
7.40% Pollution control revenue bonds due at
various dates from 2009 to 2010
10.63% Notes due 2010
Non−interest bearing loan with Government of
Quebec due 2008
Unsecured Debt of AbitibiBowater:
8% (10% if paid in kind) Convertible Notes due
2013

As of September 30, 2008
Unamortized
Principal
Premium
Effective
Amount
(Discount)
Rate
$ 450
395
450
350
235
250
250
200

$ (91)
(33)
(116)
(80)
(1)
(68)
(79)
(29)

200
8
100
13
—
—
293

(29)
—
(25)
(4)
—
—
(70)

413

—

600
400
200
248

(1)
(1)
(1)
—

234
117
125
70
62
40

—
25
—
7
—
—

34
30

—
—

20

2

7

—

5

13.1%
13.9%
12.3%
12.6%
7.3%
12.1%
11.6%
14.5%
LIBOR
+10.2 %
10.5%
11.8%
13.9%

As of
September 30,
2008
$

359
362
334
270
234
182
171
171

As of
December 31,
2007
$

353
350
333
261
249
181
170
165

171
8
75
9
—
—
223

164
144
74
9
195
149
—

413

—

599
399
199
248

599
399
199
248

234
142
125
77
62
40

234
145
125
79
62
40

34
30

34
30

7.3%

22

38

7.2%

7

10

—

5

5

4
3

—
—

4
3

5
3

—

—

—

7

350

(99)

251

—

$ 6,156

$ (693)

Less: Current installments of long−term debt
Long−term debt, net of current installments

36.8%

8.0%
6.5%
9.4%

6.5%
6.6%

18.5%

5,463
(273)
$ 5,190

19

5,059
(364)
$ 4,695
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Total debt
As of September 30, 2008, the principal amount of long−term debt maturities for the next five years is as follows:

(Unaudited, in millions)
October 1, 2008 to December 31, 2008
Twelve months ended December 31, 2009
Twelve months ended December 31, 2010
Twelve months ended December 31, 2011
Twelve months ended December 31, 2012
Thereafter

Abitibi

Bowater

$

$

—
11
691
817
3
2,085
3,607
(625)

Discounts and revaluation of debt

$2,982

1
262
257
672
125
882
2,199
31

$2,230

Abitibi
Bowater
$ —
—
—
—
—
350
350
(99)
$251

Total
$

1
273
948
1,489
128
3,317
6,156
(693)

$5,463

Amounts due during the period October 1, 2008 through September 30, 2009 are recorded as “Current installments of long−term debt” in our Consolidated
Balance Sheets. All other amounts are recorded as “Long−term debt, net of current installments.” Total long−term debt, net of current installments, includes
a reduction of $521 million and $576 million at September 30, 2008 and December 31, 2007, respectively, due to the revaluation of the debt balances upon
the acquisition of Abitibi in October 2007, the acquisition of the Grenada Operations paper mill in August 2000 and the acquisition of Avenor Inc. in
July 1998. Total long−term debt, net of current installments, also includes unamortized original issue discounts of $172 million and $3 million at
September 30, 2008 and December 31, 2007, respectively.
If Abitibi defaults under the terms of any of its indebtedness, some or all of Abitibi’s other long−term debt instruments could also go into default, possibly
leading to the acceleration of the maturity of these obligations, and requiring the presentation of these obligations as current liabilities. If Bowater defaults
under the terms of any of its indebtedness, some or all of Bowater’s other long−term debt instruments could also go into default, possibly leading to the
acceleration of the maturity of these obligations, and requiring the presentation of these obligations as current liabilities. There are no cross−defaults or
cross−acceleration provisions under Abitibi’s obligations as it relates to Bowater and under Bowater’s obligations as it relates to Abitibi; however,
AbitibiBowater has guaranteed certain debt obligations of Bowater and certain of its subsidiaries.
The fair value of our notes and debentures was determined by reference to quoted market prices or by discounting the cash flows using current interest rates
for financial instruments with similar characteristics and maturities. The fair value of our debt at September 30, 2008 and December 31, 2007 was
approximately $3.9 billion and approximately $4.4 billion, respectively.
Interest Expense
The components of interest expense are as follows for the three and nine months ended September 30, 2008 and 2007:

(Unaudited, in millions)

Three Months Ended
September 30,
2008
2007

Nine Months Ended
September 30,
2008
2007

Components of interest expense:
Amortization of deferred financing costs
Amortization of debt discount
Amortization of debt revaluation

$ 14
10
12

$ 28
20
39

Total amortization
Change in fair value of interest rate swaps
Interest paid or accrued

36
(1)
152

Interest expense

$187
20

$ 2
—
(3)
(1)
—
48
$47

87
(7)
439
$519

$

4
—
(6)
(2)
—
144

$142
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11. Income Taxes
The income tax provision attributable to loss before income taxes and minority interests differs from the amounts computed by applying the United States
federal statutory income tax rate of 35% as a result of the following:

(Unaudited, in millions)
Loss before income taxes and minority interests
Expected income tax benefit
Increase (decrease) in income taxes resulting from:
Valuation allowance (1)
Foreign exchange
State income taxes, net of federal income tax benefit
Foreign taxes
Tax reserves
Other, net
Income tax benefit (provision)
(1)

Three Months Ended
September 30,
2008
2007
$(344)

$(146)

Nine Months Ended
September 30,
2008
2007
$(839)

$(219)

121

51

294

77

(126)
29
1
5
2
18

(34)
(16)
1
(2)
5
(4)

(298)
57
—
(16)
(6)
21

(71)
(33)
—
9
5
(6)

$ 50

$

1

$ 52

$ (19)

During the three months ended September 30, 2008 and 2007,
income tax benefits of approximately $126 million and
$34 million, respectively, generated on the majority of our
current quarter operating losses outside the United States were
entirely offset by tax charges to increase our valuation
allowance related to these tax benefits. During the nine months
ended September 30, 2008 and 2007, income tax benefits of
approximately $301 million and $71 million, respectively,
generated on the majority of our operating losses outside the
United States for the first nine months of 2008 and 2007 were
entirely offset by tax charges to increase our valuation
allowance related to these tax benefits. Additionally, any income
tax benefit recorded on any future operating losses generated by
these operations will probably be offset by additional increases
to the valuation allowance (tax charge).
For the three and nine months ended September 30, 2008, our income tax provision calculation was changed from a method using a forecasted global
effective tax rate to a method which calculates the effective tax rate based on the actual income in each separate legal entity. This method is provided under
FASB Interpretation No. 18, “Accounting for Income Taxes in Interim Periods — an interpretation of APB No. 28” and is permitted in circumstances where
reliable forecasts of income on a legal entity basis are not available.
21
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12. Accumulated Other Comprehensive Loss
The components of “Accumulated other comprehensive loss” in the Consolidated Balance Sheets are as follows:
September 30,
2008

(Unaudited, in millions)
(1)

Unamortized prior service costs
(2)
Unamortized actuarial gains and
losses
(3)
Foreign currency translation
Unrecognized losses on hedging transactions

$
(4)

3
(151)
(36)
—

$ (184)

December 31,
2007
$

—
(135)
1
(10)

$ (144)

(1)

As of September 30, 2008 and December 31, 2007, net of
deferred tax provision of $16 million and $13 million,
respectively. Net of minority interest of $3 million as of
September 30, 2008 and $2 million as of December 31, 2007.

(2)

As of September 30, 2008 and December 31, 2007, net of
deferred tax benefit of $71 million and $67 million, respectively.

(3)

No tax effect is recorded for foreign currency translation since
the foreign net assets translated are deemed indefinitely
invested.

(4)

As of September 30, 2008 and December 31, 2007, net of
deferred tax benefit of zero and $5 million, respectively.

13. Financial Instruments
We utilize certain derivative instruments to enhance our ability to manage risk relating to cash flow exposures. Derivative instruments are entered into for
periods consistent with related underlying cash flow exposures and do not constitute positions independent of those exposures. We do not enter into
contracts for speculative purposes; however, we do, from time to time, enter into interest rate, commodity and currency derivative contracts that are not
accounted for as accounting hedges. Counterparty risk is limited to institutions with long−term debt ratings of A or better for North American financial
institutions or ratings of AA or better for international institutions.
Please refer to our Annual Report on Form 10−K/A for the year ended December 31, 2007, filed on March 20, 2008, for a description of the derivative
financial instruments we use.
The fair value of our derivative instruments is determined based on the fair value hierarchy provided in SFAS 157, which requires the use of observable
inputs whenever available. In addition, we consider the risk of non−performance of the obligor, which in some cases reflects our own credit risk, in
determining the fair value of our derivative instruments. The fair value hierarchy is as follows:
Level 1− Valuations based on quoted prices in active markets for identical assets and liabilities.
Level 2− Valuations based on observable inputs, other than Level 1 prices, such as quoted interest or currency exchange rates.
Level 3− Valuations based on significant unobservable inputs that are supported by little or no market activity, such as discounted cash flow methodologies
based on internal cash flow forecasts.
Information regarding our outstanding derivative financial instruments is summarized in the table below. The notional amount of these contracts represents
the amount of foreign currencies or natural gas to be purchased or sold at maturity or the principal amount used to calculate the amount of periodic
payments and does not represent our exposure on these contracts.
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(Unaudited, in million except rates and prices)
As of September 30, 2008:
Foreign Currency Exchange Agreements:
Sell Euros due in 2008
Sell British pound sterling due in 2008
Natural Gas Swap Agreements:
Due in 2008
Due in 2009
Receive Fixed Rate Interest Rate Swaps
As of December 31, 2007:
Foreign Currency Exchange Agreements:
Buy Canadian dollars due in 2008
Sell Canadian dollars due in 2008
Natural Gas Swap Agreements due in 2008
Receive Fixed Rate Interest Rate Swaps

Range Of
Natural Gas
Index Prices,
Interest Rates and
Exchange Rates
per US$

Notional
Amount of
Derivatives

Net Asset/
(Liability)
Fair
Value

SFAS 157
Valuation
Hierarchy*

$ 12
6

$ 1
1

Level 2
Level 2

$ .6536 − .6780
1.9624−1.9690

2
2

—
—

Level 2
Level 2

5.815−14.145
6.741−14.320

100

3

Level 2

$ 70
70
6
850

$ 6
(1)
—
(4)

6.21%−6.23%

n/a
n/a
n/a
n/a

$ 1.048 − 1.199
1.004 − 1.199
6.56 − 9.87
2.53% − 4.73%

*We adopted SFAS 157 effective January 1, 2008. At December 31, 2007, the fair value of our derivative financial instruments was based on current
termination values or quoted market prices of comparable contracts. At September 30, 2008, the fair value of our derivative instruments was calculated
using similar information, except that the values have been adjusted for the risk of non−performance of the obligor in the contract. The change in fair value
of our derivative instruments as of January 1, 2008 as a result of adopting SFAS 157 was inconsequential.
The counterparties to our derivative financial instruments are substantial and creditworthy multi−national financial institutions. We have entered into master
netting agreements with those counterparties that provide that in the event of default, any amounts due to or from a counterparty will be offset. The risk of
counterparty nonperformance is considered to be unlikely.
The components of the cash flow hedges included in “Accumulated other comprehensive loss” are as follows:

(Unaudited, in millions)

Nine Months Ended
September 30,
2008
2007

Losses reclassified on matured cash flow hedges
Unrecognized losses for change in value on outstanding cash flow hedging instruments

$14
1

Income tax provision
Change in “Accumulated other comprehensive loss”

$ 1
—

15
(5)
$10

1
—
$ 1

We expect to reclassify gains of $0.4 million, net of tax, from “Accumulated other comprehensive loss” to the Consolidated Statements of Operations
during the next twelve months as the hedged forecasted transactions occur.
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14. Commitments and Contingencies
We are involved in various legal proceedings relating to contracts, commercial disputes, taxes, environmental issues, employment and workers’
compensation claims and other matters. We periodically review the status of these proceedings with both inside and outside counsel. Although the final
outcome of any of these matters is subject to many variables and cannot be predicted with any degree of certainty, we establish reserves for a matter when
we believe an adverse outcome is probable and the amount can be reasonably estimated. We believe that the ultimate disposition of these matters will not
have a material adverse effect on our financial condition, but it could have a material adverse effect on the results of operations in any given quarter or year.
There have been no material developments to the legal proceedings described in our Annual Report on Form 10−K/A for the year ended December 31,
2007, filed on March 20, 2008, as updated in our Quarterly Report on Form 10−Q for the quarter ended March 31, 2008, filed on May 12, 2008.
15. Off−Balance Sheet Debt Guarantees
In connection with Bowater’s 1999 land sale and note monetization, we guarantee 25% of the outstanding investor notes principal balance of Timber Note
Holdings LLC, one of our Qualified Special Purpose Entities (“QSPEs”). Bowater guarantees approximately $5 million of the investor notes’ principal
balance as of September 30, 2008. This guarantee is proportionately reduced by annual principal repayments on the investor notes (annual minimum
repayments of $2 million) through 2008. The remaining investor notes’ principal amount is to be repaid in 2009. Timber Note Holdings LLC has assets of
approximately $24 million and obligations of approximately $22 million, which include the investor notes. Bowater would be required to perform on the
guarantee if the QSPE were to default on the investor notes or if there were a default on the notes receivable, neither of which has ever occurred.
16. Segment Information
We manage our business based on the products that we manufacture and sell to external customers. Our reportable segments are newsprint, coated papers,
specialty papers, market pulp and wood products.
None of the income or loss items following “Operating loss” in our Consolidated Statements of Operations are allocated to our segments, since those items
are reviewed separately by management. For the same reason, closure costs, impairment and other related charges, employee termination costs, gains on
dispositions of assets and other discretionary charges or credits are not allocated to the segments. Share−based compensation expense is, however, allocated
to our segments. We also allocate depreciation expense to our segments, although the related fixed assets are not allocated to segment assets.
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The following tables summarize information about segment sales and operating income (loss) for the three and nine months ended September 30, 2008 and
2007:
(Unaudited, in millions)

Newsprint

Coated
Papers

Specialty
Papers

Market
Pulp

Wood
Products

Corporate
and Other

Consolidated
Total

Sales
Third quarter
Third quarter

2008
2007

$ 826
296

$176
152

$ 473
142

$156
160

$ 98
62

$

1
3

$ 1,730
815

Year to date
Year to date

2008
2007

2,423
912

511
410

1,381
434

493
431

345
189

1
9

5,154
2,385

6
29

$ (10)
(11)

$ (220)
(55)

$ (159)
(82)

58
66

(58)
(32)

(366)
(9)

(371)
(42)

Operating income (loss) (1)
Third quarter
Third quarter

2008
2007

Year to date
Year to date

2008
2007

$

28
(39)

$ 30
14

(40)
(55)

99
27

$

7
(20)
(64)
(39)

(1)

$

“Corporate and Other” operating loss included net gain from
disposition of assets of $5 million and $17 million for the three
months ended September 30, 2008 and 2007, respectively, and
$45 million and $140 million for the nine months ended
September 30, 2008 and 2007, respectively. “Corporate and
Other” operating loss included employee termination costs of
$7 million and $22 million for the three and nine months ended
September 30, 2008, respectively, closure costs, impairment and
other related charges of $138 million and $165 million for the
three and nine months ended September 30, 2008, respectively
and charges for the writedown of mill stores inventory related to
the permanent closure of our Donnacona and Mackenzie paper
mills of $10 million for the three and nine months ended
September 30, 2008. “Corporate and Other” operating loss also
included a pre−tax charge for an arbitration award of
$28 million for the three and nine months ended September 30,
2007.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
The following management’s discussion and analysis of financial condition and results of operations (“MD&A”) provides information that we believe is
useful in understanding our operating results, cash flows and financial condition for the three and nine months ended September 30, 2008. The discussion
should be read in conjunction with, and is qualified in its entirety by reference to, the Unaudited Consolidated Financial Statements and related notes
appearing in Item 1 of this Form 10−Q. As discussed in more detail in Note 1 to the Unaudited Consolidated Financial Statements, on October 29, 2007,
Bowater Incorporated (“Bowater”) and Abitibi−Consolidated Inc. (“Abitibi”) combined in a merger of equals under a newly formed holding company,
AbitibiBowater Inc. (“AbitibiBowater”) (the “Combination”). Bowater was deemed to be the “acquirer” of Abitibi for accounting purposes; therefore, the
financial information and discussion below reflect the results of operations and financial position of Bowater for the periods before the closing of the
Combination and those of both Abitibi and Bowater for periods beginning on or after the closing of the Combination. This means that our Unaudited
Consolidated Financial Statements, including related notes, reflect the operations and financial position of both Abitibi and Bowater as of September 30,
2008 and December 31, 2007 and for the three and nine months ended September 30, 2008 and those of only Bowater for the three and nine months ended
September 30, 2007. All share and share−related information has been restated for all periods presented prior to the Combination to reflect the Bowater
exchange ratio of 0.52 per share.
Transactions within the AbitibiBowater Consolidated Group of Companies
Prior to April 1, 2008, Donohue Corp. (“Donohue”) was a wholly−owned subsidiary of Abitibi−Consolidated Company of Canada (“ACCC”), which was a
wholly−owned subsidiary of Abitibi. Donohue owns 52% of the Augusta Newsprint Company and operates the U.S. recycling operations and the Alabama
River newsprint mill and, prior to its sale on April 10, 2008, the Snowflake paper mill. On April 1, 2008, ACCC transferred all of the outstanding common
and preferred stock of Donohue to AbitibiBowater US Holding LLC (“Holding”), a direct subsidiary of AbitibiBowater, for a combination of cash and notes
issued or assumed by Holding. As a result, Donohue is no longer a subsidiary of Abitibi, but remains an indirect subsidiary of AbitibiBowater.
On May 12, 2008, AbitibiBowater contributed to Bowater, as additional paid−in−capital, a promissory note executed by AbitibiBowater in favor of
Bowater. On May 15, 2008, Bowater transferred the ownership interest it held in its wholly−owned subsidiary, Bowater Newsprint South LLC (“Newsprint
South”), to AbitibiBowater. Newsprint South owns and operates the Coosa Pines, Alabama and Grenada, Mississippi mills, as well as the Westover,
Alabama sawmill. As a result, Newsprint South is no longer a subsidiary of Bowater, but is now a direct and wholly−owned subsidiary of AbitibiBowater.
Reference to “Abitibi” or “Bowater” includes the operations of Donohue and Newsprint South, respectively, for the applicable period.
Cautionary Statements Regarding Forward−Looking Information and Use of Third Party Data
Statements in this report that are not reported financial results or other historical information are “forward−looking statements” within the meaning of the
Private Securities Litigation Reform Act of 1995. They include, for example, statements relating to our refinancing activities, our efforts to improve
operating and financial performance, our plans for future price increases for certain of our products, our efforts to reduce costs and increase revenues and
profitability, our business outlook, our curtailment of production of certain of our products, our assessments of market conditions, our ability to achieve
targeted synergies, our ability to meet our $1 billion debt reduction target (including the success of our program to sell non−core assets and the success of
other actions aimed at reducing our debt) and our strategies for achieving our goals generally. Forward−looking statements may be identified by the use of
forward−looking terminology such as the words “should,” “would,” “could,” “will,” “may,” “expect,” “believe,” “anticipate” and other terms with similar
meaning indicating possible future events or potential impact on the business or shareholders of AbitibiBowater.
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The reader is cautioned not to place undue reliance on these forward−looking statements, which are not guarantees of future performance. These statements
are based on management’s current assumptions, beliefs and expectations, all of which involve a number of business risks and uncertainties that could cause
actual results to differ materially. These risks and uncertainties include, but are not limited to, our substantial indebtedness and our ability to refinance our
existing indebtedness or to obtain financing or otherwise derive additional liquidity, especially in light of the current decline in the global economy and the
credit crisis, our capital intensive operations and the adequacy of our capital resources, our ability to meet the continued listing requirements of the New
York Stock Exchange, industry conditions generally and further growth in alternative media, our ability to realize announced price increases, our ability to
obtain timely contributions to our cost−reduction initiatives from our unionized and salaried employees, the prices and terms under which we would be able
to sell targeted assets, the volatility of the U.S. dollar against the Canadian dollar, the costs of raw materials such as energy, chemicals and fiber and the
success of our post−merger integration activities, including the rollout of information technology platforms and billing and procurement systems as well as
the impact of our liquidity position on the relationship with our customers, vendors and trade creditors. In addition, with respect to forward−looking
statements relating to the Combination, the following factors, among others, could cause actual results to differ materially from those set forth in the
forward−looking statements: the risk that the businesses will not be integrated successfully or that the improved financial performance, product quality and
product development will not be achieved; the risk that other combinations within the industry or other factors may limit our ability to improve our
competitive position; the risk that the cost savings and other expected synergies from the Combination may not be fully realized or may take longer to
realize than expected; and disruption from the transaction making it more difficult to maintain relationships with customers, employees or suppliers.
Additional risks that could cause actual results to differ from forward−looking statements are enumerated in our Annual Report on Form 10−K/A for the
year ended December 31, 2007, filed on March 20, 2008, as updated in our Quarterly Report on Form 10−Q for the quarter ended March 31, 2008, filed on
May 12, 2008 and as further updated in Item 1A. “Risk Factors” in Part II of this Form 10−Q. All forward−looking statements in this report are expressly
qualified by information contained in this report and in our other filings with the SEC and the Canadian securities regulatory authorities. AbitibiBowater
disclaims any obligation to publicly update or revise any forward−looking information, whether as a result of new information, future events or otherwise.
Market and Industry Data
Information about industry or general economic conditions contained in this report is derived from third party sources (i.e., the Pulp and Paper Products
Council; RISI, Inc.; and certain trade publications) that we believe are widely accepted and accurate; however, we have not independently verified this
information and cannot provide assurances of its accuracy.
Accounting Policies and Estimates
The following discussion and analysis provides information that we believe is useful in understanding our operating results, cash flows and financial
condition in our Unaudited Consolidated Financial Statements included in this quarterly report. Our significant accounting policies are described in Note 2
to the Consolidated Financial Statements in our Annual Report on Form 10−K/A for the year ended December 31, 2007, filed on March 20, 2008. Our
critical accounting estimates are described in “Management’s Discussion & Analysis of Financial Condition and Results of Operations” included in our
Annual Report on Form 10−K/A for the year ended December 31, 2007, filed on March 20, 2008, as updated below for Goodwill and Long−lived Asset
Impairment.
The preparation of financial statements in conformity with generally accepted accounting principles requires us to make estimates, assumptions and
judgments and rely on projections of future results of operations and cash flows. We base our estimates and assumptions on historical data and other
assumptions that we believe are reasonable under the circumstances. These estimates and assumptions affect the reported amounts of assets and liabilities
and the disclosure of contingent assets and liabilities in our financial statements. In addition, they affect the reported amounts of revenues and expenses
during the reporting period.
Our judgments are based on our assessment as to the effect certain estimates, assumptions of future trends or events may have on the financial condition and
results of operations reported in our Unaudited Consolidated Financial Statements. It is important that the reader of our financial statements understand that
actual results could differ materially from these estimates, assumptions, projections and judgments.
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Goodwill
We have a significant amount of goodwill recorded in our Consolidated Balance Sheets. We review the carrying value of our goodwill for impairment in the
fourth quarter of each year or more frequently, if an event occurs that triggers such an interim review. Goodwill is allocated to reporting units for purposes
of performing a test for impairment. If a reporting unit’s carrying value exceeds its fair value, an impairment charge equal to the difference in the carrying
value of the goodwill and the implied fair value of the goodwill is recorded.
We determined the fair values of our reporting units relying primarily on the discounted cash flow method. This method uses projections of cash flows from
each of the reporting units. Several of the key assumptions used in our valuation models include periods of operation, projections of product pricing,
production levels, product costs, market supply and demand, foreign exchange rates, inflation, weighted average cost of capital and capital spending. We
derive these assumptions from several sources, including our internal budgets, which contain existing sales data based on current product lines and assumed
production levels, manufacturing costs and product pricing. We believe that our internal forecasts are consistent with those that would be used by a potential
buyer in valuing our reporting units.
Our products are commodity products; therefore, pricing is inherently volatile and often follows a cyclical pattern. The average price over a commodity
cycle forms the basis of our product pricing assumption. We derive our pricing estimates from information generated internally, from industry research
firms and from other published reports and forecasts. As of December 31, 2007, because the strength of the Canadian dollar (as compared to the U.S. dollar)
was near historical highs, we believed a potential buyer would consider a shorter−term view of exchange rates between the Canadian and U.S. dollar.
Therefore, we used foreign exchange rates that are based on market forward rates followed by a gradual reversion to a 5−year historical average.
Determining the reporting units to which we should allocate the goodwill takes considerable judgment and is based upon the determination of the reportable
segments, which in and of itself, requires management’s judgment. We are required to evaluate whether each component (i.e., one level below the
reportable segment) is a business by assessing those business elements (inputs, processes, outputs) that are present within the component, those business
elements that are missing from the component, and the degree of difficulty in replacing the missing elements. Further, if any of the components are
considered a business, we are required to determine whether they are similar for purposes of aggregation into a single reporting unit. Our similarity
assessment included a review of the customers, products, distribution methods and other pertinent information associated with each component that qualifies
as a business and prepares discrete financial information and is regularly reviewed by segment management. Once the reporting units are defined, we were
required to determine which reporting units benefited synergistically from an acquisition and allocate the acquired goodwill to those reporting units based
on a reasonable and supportable methodology that is conceptually consistent with the amount of goodwill that would be recognized in a purchase
combination involving those reporting units.
In our 2007 impairment test, there were no indications of impairment for any of our reporting units, and the fair value of each reporting unit exceeded the
respective carrying value of each reporting unit by at least 10%.
During the third quarter of 2008 and subsequent to the end of the third quarter, we experienced a significant decline in the price of our publicly−traded
common stock and, accordingly, a significant decline in our market capitalization. We believe the decline in our stock price was principally driven by the
current economic environment and the extraordinary decline in the worldwide stock market as a whole. It has also been impacted by Abitibi’s and
Bowater’s liquidity concerns. We do not believe that these events impact the fair value of our reporting units with allocated goodwill; however, they would
impact our ability to reconcile the fair value of our reporting units to our market capitalization. As part of our annual goodwill impairment test, which we
will perform in the fourth quarter of 2008, we will prepare a reconciliation of the fair value of our reporting units to our market capitalization. As a result of
this reconciliation process, and if our stock price remains at current levels for a more extended period of time, it is possible that we could identify factors
impacting enterprise value that have not yet been reflected in our assessment of reporting unit fair value. Any consequent reduction in the estimated fair
value of our reporting units as a result of the identification of such factors could result in a non−cash goodwill impairment charge.
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Long−lived Asset Impairment
Losses related to impairment of long−lived assets are recognized when circumstances indicate the carrying values of the assets may not be recoverable, such
as continuing losses in certain locations. When certain indicators that the carrying value of a long−lived asset may not be recoverable are triggered, we
evaluate the carrying value of the asset in relation to its expected undiscounted future cash flows. If the carrying value of the asset is greater than the
expected undiscounted future cash flows, an impairment charge is recorded based on the excess of the long−lived asset’s carrying value over its fair value.
For fixed assets acquired in an acquisition, we estimate their fair value based on accepted valuation techniques. These techniques are dependent upon
management estimates and assumptions. In connection with the Combination, the preliminary estimates of fair value related to Abitibi’s fixed assets and
other intangible assets were $3.2 billion and $1.2 billion, respectively. The initial purchase price allocation will be finalized in the fourth quarter of 2008
after our receipt and review of all pertinent information, including final valuation reports from an independent third party. The final purchase price
allocation adjustments will impact the balances of our long−lived assets.
Fixed assets acquired in an acquisition and asset impairment loss calculations require us to apply judgment in estimating asset fair values and future cash
flows, including periods of operation, projections of product pricing, first quality production levels, product costs, market supply and demand, foreign
exchange rates, inflation, projected capital spending and specifically for fixed assets, acquired assigned useful lives and discount rates. One key assumption,
especially for our long−lived assets in Canada, is the foreign exchange rate. We determined the foreign exchange rates based on market forward rates
followed by a gradual reversion to a 5−year historical average.
Immediately upon the Combination, we began a comprehensive strategic review of our operations to reduce costs and improve our profitability. On
November 29, 2007, we announced the results of the initial phase of our comprehensive review, which, among other things, included our decision to reduce
our newsprint and specialty papers production capacity by approximately one million metric tons per year. The reductions include the permanent closure of
our Dalhousie, New Brunswick facility, the indefinite idling of our Donnacona, Quebec facility and the permanent closure of paper machine no. 3 at our
Gatineau, Quebec facility. These actions were completed in the first quarter of 2008.
In November 2008, we announced the permanent closure of our previously idled Donnacona and Mackenzie paper mills, based on current market
conditions. Upon review of the recoverability of the long−lived assets at these facilities, we used this additional information and recorded long−lived asset
impairment charges of $127 million at our Donnacona paper mill and $12 million at our Mackenzie paper mill for the three and nine months ended
September 30, 2008. The fair values of the long−lived assets of Donnacona and Mackenzie of $10 million and zero, respectively, were determined based on
their estimated sale and salvage values.
Business Strategy and Outlook
We continue to take steps to create a stronger and more efficient manufacturing platform that we believe will better enable us to address the challenges
created by newsprint demand declines in North America and significant input cost pressures. Our goal is to create a low−cost, financially disciplined
organization with a stronger financial profile that is focused on migrating to value−added products and higher growth markets. We are executing our
business strategy to successfully achieve this goal, the result of which we believe will be a more dynamic and competitive organization better able to meet
the needs of our customers and challenges of the marketplace while delivering significant value to our shareholders.
During the first quarter of 2008, we completed the implementation of the first phase of a strategic review of our business, pursuant to which, among other
things, we reduced our newsprint and specialty papers production capacity by almost 1 million metric tons per year. The reductions included the permanent
closure of the Belgo (Shawinigan, Quebec) and Dalhousie (New Brunswick) mills, as well as the indefinite idling of the Donnacona (Quebec) and
Mackenzie (British Columbia) mills. We also indefinitely idled two sawmills that directly support the Mackenzie paper operation. These facilities in the
aggregate represent capacity of approximately 600,000 metric tons of newsprint, 400,000 metric tons of specialty papers, and 500 million board feet of
lumber, and were all cash flow negative. Additionally, we permanently closed previously idled paper mills at Fort William (Thunder Bay, Ontario) and
Lufkin (Texas), as well as the No. 3 paper machine at the Gatineau (Quebec) facility. The previously idled operations had a total capacity of approximately
650,000 metric tons.
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During the second quarter of 2008, we announced the actions to be taken as a result of the second phase of our strategic review and made other
announcements including:
§
Our intention to grow our international presence in newsprint. In 2007, the combined company exported approximately 1.6 million tons from
North America. Although the Phase I closures and idling removed substantial export newsprint capacity (Dalhousie and Mackenzie), during the
third quarter of 2008, our export shipments increased 3% compared to the second quarter of 2008.
§

The restart of a specialty machine at our Dolbeau, Quebec facility in February, which significantly improved the site’s competitiveness.

§

The idling of nearly 50% of our lumber production and the consolidation of certain of our lumber operations in Eastern Canada, materially
improving our cost competitiveness and reducing our loss on the business.

§

An increase in our target asset sales to $750 million by the end of 2009 including the sale of our Mokpo, South Korea paper mill, as well as
additional sales including forest lands, sawmills, hydroelectric sites and other assets.
Subsequently, we have made the following additional decisions or announcements:
§
We permanently closed the previously idled Donnacona (Quebec) and Mackenzie (British Columbia) paper mills. The non−cash impairment
charge related to these actions was $139 million, which was recorded in the third quarter of 2008. Additionally, $10 million of mill stores
inventory was determined to be unusable and was recorded in cost of sales.
§

The announcement of approximately 30,000 to 35,000 metric tons per month of market−related downtime in newsprint during the fourth quarter of
2008. These actions have been focused at sites which use recycled fiber, including: the Coosa Pines, Alabama mill for two weeks in October 2008;
the No. 4 paper machine at the Gatineau (Quebec) facility for the entire month of October 2008; and the Thorold, Ontario mill in November 2008.
We have not yet announced which facilities will be idled in December 2008.

§

The announcement of approximately 35,000 metric tons, 23,000 short tons and 9,000 short tons of market−related downtime in pulp, coated papers
and specialty papers, respectively, during the fourth quarter of 2008.

§

Based on customer input, we expect a further decline in North American newsprint consumption in 2009. In light of these developments, we plan
to reduce capacity in 2009 by taking 50,000 metric tons of market−related downtime monthly recognizing the need to be flexible, responding to
exchange rate volatility, fiber and energy costs as well as other market and economic developments.
The actions discussed above, along with our progress in achieving our targeted synergies, have helped mitigate the significant cost pressures from recycled
fiber and energy prices we experienced in the third quarter.
From a financial perspective, improving liquidity and reducing debt continue to be top priorities going forward. As of September 30, 2008, our total
liquidity was comprised of liquidity at our Abitibi and Bowater subsidiaries. Cash generated by our Donohue and Newsprint South subsidiaries is used, in
part, to service the debt obligations of Abitibi and Bowater, respectively. As of September 30, 2008, we had cash on hand of approximately $295 million
($100 million at Bowater, $184 million at Abitibi and $11 million at Donohue). Additionally, as of September 30, 2008, Bowater had $76 million of
available borrowings under its bank credit facilities. See the “Liquidity and Capital Resources” section for a more detailed discussion of our liquidity,
short−term bank debt (including our bank credit facilities) and current installments of long−term debt and April 1, 2008 refinancings.
As of September 30, 2008, total short−term bank debt and current installments of long−term debt totaled $1,002 million. In order to address our significant
upcoming debt maturities, which primarily consist of: (i) Abitibi’s $347 million Term Loan due March 30, 2009, (ii) Bowater’s Canadian credit facility
which matures on June 5, 2009 ($67 million outstanding at September 30, 2008) and (iii) Bowater’s $248 million 9% debentures due August 1, 2009, we are
currently pursuing refinancing alternatives (see “Liquidity and Capital Resources”) and the sale of assets. In addition, Abitibi’s and Donohue’s $350 million
accounts receivable securitization program could terminate in July 2009 ($255 million outstanding at September 30, 2008), if not renewed.
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We believe that cash on hand, cash generated from our operations and access to our existing credit facilities will be sufficient to provide for our anticipated
requirements for working capital, capital expenditures and contractual obligations (excluding debt maturities) for the next twelve months. However, the
weakening U.S. and global economy, together with the current credit environment, could reduce our ability to generate cash from operations. In the event
we do not generate adequate cash from operations, our existing credit facilities may not provide us with sufficient liquidity to support our operations. In
addition, we will need to refinance the short−term debt obligations discussed above. For a discussion of the various refinancing transactions we are
pursuing, see “Liquidity and Capital Resources — Overview” below. However, considering current market conditions and the instability of the credit
markets, no assurance can be made that we will be able to complete these refinancing transactions or that they will be completed on terms that are
acceptable to us. If our future cash flow is insufficient and refinancing or additional financing is unavailable, we may be unable to meet our debt obligations.
If we default under the terms of some of our indebtedness, the relevant debt holders may accelerate the maturity of its obligations, which could cause
cross−defaults or cross−acceleration under our other obligations. There are no cross−defaults or cross−acceleration provisions under Abitibi’s obligations as
it relates to Bowater and under Bowater’s obligations as it relates to Abitibi.
On April 1, 2008, we successfully completed a series of refinancing transactions designed to address near−term debt maturities and general liquidity needs
principally at our Abitibi subsidiary. See “Liquidity and Capital Resources” below for additional information.
We are making progress on achieving our targeted synergies as a result of the Combination and expect to generate annualized synergies of approximately
$375 million by the end of 2009. At the end of the third quarter of 2008, we had achieved an annual run rate of approximately $320 million in captured
synergies. We will seek to implement additional measures as we enhance our operating efficiency and productivity through continual systems analyses and
operational improvements. We believe that the synergies resulting from the Combination and these additional measures will enhance our ability to further
decrease production costs per ton and to increase operating cash flow and margins. We expect these synergies to be achieved from improved efficiencies in
such areas as production, selling and administrative expenses, procurement and logistics costs.
We have established a goal of reducing our debt by $1 billion within the next three years. We have increased our target for asset sales from approximately
$500 million to $750 million by the end of 2009, which includes the sale of our newsprint mill in Snowflake, Arizona (which was sold on April 10, 2008),
the sale of our Mokpo, South Korea paper mill, as well as additional sales including timberlands, sawmills, hydroelectric sites and other assets. As part of
this debt reduction initiative, we will continue to review non−core assets and seek to divest those that no longer fit within our long−term strategic business
plan.
We continue to take a disciplined approach to capital spending and expect that total capital spending will be in the range of $150 million to $200 million
during 2008, which is significantly below our expected depreciation for 2008. Additionally, we expect to maintain capital spending, on an annual basis,
below $200 million until market conditions improve and translate to strong positive cash flow.
We have successfully implemented each of our previously announced North American newsprint price increases through November and we anticipate
implementing the December 2008 $20 per metric ton price increase. During 2008, we have also implemented price increases in export newsprint, coated
papers, specialty papers and market pulp. Our operating segment financial performance improved in the third quarter of 2008 compared to the second
quarter of 2008, and we expect further improvements in the fourth quarter of 2008. We believe that the combination of newsprint price increases, continued
integration efforts, implementation of actions resulting from both phases of our strategic review, further progress toward achievement of our synergy targets,
current reductions in energy and fiber costs and the current strength of the U.S. dollar against the Canadian dollar will result in significant improvements
during the remainder of 2008 and into 2009.
Overview of Financial Performance
Through our subsidiaries, we manufacture newsprint, coated and specialty papers, market pulp and wood products. We operate pulp and paper facilities and
wood products facilities in Canada, the United States, the United Kingdom and South Korea. Our reportable segments, which correspond to our primary
product lines, are newsprint, coated papers, specialty papers, market pulp and wood products.
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In our newsprint segment, North American newsprint consumption continued to decline and we continued to seek growth in the stronger international
destinations by exporting newsprint from North America into areas where market conditions are more favorable. The supply−demand balance for coated
mechanical papers continued to decline in the third quarter of 2008 primarily due to sharp declines in advertising. In specialty papers, the industry
experienced increased North American demand for standard uncoated mechanical papers, while North American demand for lightweight or directory grades
and supercalendered high gloss papers declined. The decrease in global demand for market pulp during the third quarter of 2008 was primarily due to
offshore markets, particularly China. Our wood products segment continues to be negatively impacted by a weaker U.S. housing market and lower demand.
The discussion of comparative historical financial information that follows in this section includes the combined operating results of Abitibi and Bowater
for the three and nine months ending September 30, 2008, but only Bowater results in the comparable periods of 2007, as the Combination was completed
on October 29, 2007, and Bowater was deemed to be the acquirer for accounting purposes.
Our net loss for the third quarter of 2008 was $302 million, or $5.23 per share, as compared to a net loss of $251 million, or $4.36 per share, for the second
quarter of 2008 and a net loss of $142 million, or $4.75 per share, for the third quarter of 2007.
Our sales in the third quarter of 2008 were $1.7 billion, an increase of $915 million from the third quarter of 2007, primarily due to the inclusion of Abitibi’s
operating results. Excluding sales of $870 million attributable to Abitibi, sales for the third quarter of 2008 amounted to $860 million, an increase of
$45 million, or 5.5%, from the third quarter of 2007. Transaction prices for newsprint, coated papers, specialty papers and market pulp were significantly
higher than the third quarter of 2007 and the second quarter of 2008 (excluding market pulp which was only slightly higher in the third quarter of 2008
compared to the second quarter of 2008). Lumber prices in the third quarter of 2008 were lower compared to the third quarter of 2007. Excluding Abitibi’s
shipments for the third quarter of 2008, on a comparable basis to the third quarter of 2007, specialty papers shipments were slightly lower, while newsprint
shipments were 40,000 metric tons lower, coated papers shipments were 24,000 short tons lower, market pulp shipments were 38,000 metric tons lower and
lumber shipments were 22,000 mbf lower.
Our operating loss in the third quarter of 2008 was $159 million, compared to an operating loss of $63 million in the second quarter of 2008. The increase in
our operating loss was primarily due to the $139 million long−lived asset impairment charges recorded in the third quarter of 2008 for our Donnacona and
Mackenzie paper mills, as discussed above. Our loss by segment (newsprint, coated papers, specialty papers, market pulp and wood products) improved by
approximately $49 million compared to the second quarter of 2008, driven by higher transaction prices in our newsprint, coated papers, specialty papers and
market pulp segments, partially offset by higher costs per ton in our newsprint, coated papers and market pulp segments due in part to increased fiber and
energy costs.
For purposes of the “Business and Financial Review” section which follows, Abitibi’s results include Donohue and Bowater’s results include Newsprint
South for all periods presented.
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Business and Financial Review
Consolidated Results of Operations
Three Months Ended
September 30,
2008
2007
Change

(Unaudited, in millions)
Sales
Operating loss
Net loss
Net loss per share — basic and diluted
Significant items that improved (lowered) operating loss:
Sales — Bowater
Sales — Abitibi

$

1,730
(159)
(302)
(5.23)

$

815
(82)
(142)
(4.75)

$

915
(77)
(160)
(0.48)

$

45
870

Change in sales
Manufacturing costs — Bowater
Manufacturing costs — Abitibi
Change in cost of sales and depreciation, amortization,
and cost of timber harvested
Distribution costs — Bowater
Distribution costs — Abitibi
Change in distribution costs
Change in selling and administrative expenses
Change in arbitration award
Change in closure costs, impairment and other related
charges
Change in net gains on disposition of assets
$

Nine Months Ended
September 30,
2008
2007
Change
$

5,154
(371)
(801)
(13.91)

$

2,385
(42)
(240)
(8.04)

$

2,769
(329)
(561)
(5.87)

$

132
2,637

915

2,769

40
(766)

46
(2,446)

(726)

(2,400)

(5)
(106)

(12)
(329)

(111)

(341)

(33)

(125)

28

28

(138)

(165)

(12)

(95)

(77)

$

(329)

Three months ended September 30, 2008 versus September 30, 2007
Sales
Sales increased in the third quarter of 2008 as compared to the third quarter of 2007 by $915 million, primarily due to the inclusion of Abitibi’s results.
Excluding sales attributable to Abitibi of approximately $870 million, sales on a comparable basis to the third quarter of 2007, increased by $45 million, due
primarily to higher transaction prices for newsprint, coated papers, specialty papers and market pulp. Shipments on a comparable basis were lower for
newsprint, coated papers, specialty papers, market pulp and lumber in the third quarter of 2008 as compared to the third quarter of 2007.
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Operating Loss
Operating loss increased in the third quarter of 2008 as compared to the third quarter of 2007. The inclusion of Abitibi’s results in the third quarter of 2008
contributed an operating loss of $39 million. Excluding the impact of Abitibi’s results, the operating loss of $120 million in the third quarter of 2008
represents an increase of $38 million from the operating loss of $82 million in the third quarter of 2007. The operating loss in the third quarter of 2008 also
includes asset impairment charges of $139 million for our Donnacona and Mackenzie paper mills, as discussed below. The above table analyzes the major
items that increased operating loss. A brief explanation of these major items follows.
Manufacturing costs, excluding Abitibi’s results, decreased in the third quarter of 2008 as compared to the third quarter of 2007 by $40 million, primarily
due to lower volumes ($27 million) and lower costs for labor and benefits ($27 million), depreciation ($9 million), favorable currency exchange ($5 million)
and other favorable costs, partially offset by increased costs for fiber and wood ($50 million) and energy ($13 million).
Distribution costs, excluding Abitibi’s results, were slightly higher in the third quarter of 2008 as compared to the third quarter of 2007. Higher distribution
costs per ton were almost entirely offset by reduced shipment volumes.
Selling and administrative costs increased in the third quarter of 2008 as compared to the third quarter of 2007 due primarily to the inclusion of Abitibi’s
selling and administrative expenses.
Additionally, in the third quarter of 2008, we incurred approximately $138 million in closure costs, impairment and other related charges, primarily due to
long−lived asset impairment charges related to the permanent closures of our Donnacona, Quebec, and Mackenzie, British Columbia, paper mills, which
were indefinitely idled during the first quarter of 2008. We realized $5 million in net gains on disposition of timberlands and other fixed assets in the third
quarter of 2008, compared to net gains of $17 million in the same period of 2007.
Net Loss
Net loss in the third quarter of 2008 was $302 million, or $5.23 per common share, an increase in net loss of $160 million, or $0.48 per common share,
compared to the third quarter of 2007. The increase in net loss was a result of the increase in operating loss ($77 million) and the impairment charges as
noted above, and an increase in interest expense ($140 million), primarily due to the inclusion of Abitibi for the third quarter of 2008, as well as increased
interest rates and amortization of deferred financing fees that resulted from the refinancing transactions consummated on April 1, 2008. These increases in
net loss were partially offset by an increased income tax benefit ($49 million).
Nine months ended September 30, 2008 versus September 30, 2007
Sales
Sales increased in the first nine months of 2008 as compared to the same period of 2007 by $2,769 million, primarily due to the inclusion of Abitibi’s
results. Excluding sales attributable to Abitibi of approximately $2,637 million, sales on a comparable basis for the first nine months of 2007 increased by
$132 million, due primarily to higher transaction prices for newsprint, coated papers, specialty papers and market pulp. Shipments on a comparable basis
were flat for our coated papers and specialty papers and were lower for newsprint, market pulp and lumber for the nine months ended September 30, 2008
as compared to the same period of 2007.
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Operating Loss
Operating loss increased in the first nine months of 2008 as compared to the same period of 2007. The inclusion of Abitibi’s results in the first nine months
of 2008 contributed an operating loss of $271 million. Excluding the impact of Abitibi’s results, the operating loss of $100 million in the first nine months
of 2008 represents an increase of $58 million from the operating loss of $42 million in the first nine months of 2007. The above table analyzes the major
items that increased operating loss. A brief explanation of these major items follows.
Manufacturing costs, excluding Abitibi’s results, decreased in the first nine months of 2008 as compared to the same period of 2007 by $46 million,
primarily due to lower costs for labor and benefits ($72 million), maintenance repairs ($17 million), lower volumes ($45 million), depreciation ($20 million)
and other favorable costs, partially offset by increased costs for fiber and wood ($97 million) and energy ($24 million).
Distribution costs, excluding Abitibi’s results, were higher in the first nine months of 2008 as compared to the same period of 2007, despite a significant
reduction in shipments year over year. Distribution costs per ton in 2008 were significantly higher as a result of our market mix of domestic versus export
shipments, higher fuel charges by our carriers and the destination of customers.
Selling and administrative costs increased in the first nine months of 2008 as compared to the same period of 2007 due primarily to the inclusion of
Abitibi’s selling and administrative expenses.
Additionally, in the first nine months of 2008, we incurred approximately $165 million in closure costs, impairment and other related charges, primarily due
to long−lived asset impairment charges related to the permanent closures of our Donnacona, Quebec, and Mackenzie, British Columbia, paper mills, which
were indefinitely idled during the first quarter of 2008. In addition, we incurred charges for severance costs for workforce reductions across several
facilities, the permanent closure of our recycling facility at Baie−Comeau and additional charges for noncancelable contracts and severance at our Dalhousie
and Donnacona operations. We realized $45 million in net gains on disposition of timberlands and other fixed assets in the first nine months of 2008,
compared to net gains of $140 million in the same period of 2007.
Net Loss
Net loss in the first nine months of 2008 was $801 million, or $13.91 per common share, an increase in net loss of $561 million, or $5.87 per common share,
compared to the same period of 2007. The increase in net loss was a result of the increase in operating loss ($329 million) and the impairment charges as
noted above, and an increase in interest expense ($377 million) due to the inclusion of Abitibi for the first nine months of 2008, as well as increased interest
rates and amortization of deferred financing fees that resulted from the refinancing transactions consummated on April 1, 2008. These increases in net loss
were partially offset by a gain on extinguishment of debt of $31 million included in other income (expense), net (see “Liquidity and Capital Resources”), a
foreign exchange loss that improved to a foreign exchange gain ($67 million) and an income tax provision that improved to an income tax benefit
($71 million).
Segment Results of Operations
We manage our business based on the products that we manufacture and sell to external customers. Our reportable segments, which correspond to our
primary product lines, are newsprint, coated papers, specialty papers, market pulp and wood products. In general, our products are globally traded
commodities. Pricing and the level of shipments of these products will continue to be influenced by the balance between supply and demand as affected by
global economic conditions, changes in consumption and capacity, the level of customer and producer inventories and fluctuations in currency exchange
rates. None of the income or loss items following “Operating loss” in our Unaudited Consolidated Statements of Operations are allocated to our segments,
since those items are reviewed separately by management. For the same reason, closure costs, impairment and other related charges, employee termination
costs, gains on dispositions of assets and other discretionary charges or credits are not allocated to the segments. Share−based compensation expense and
depreciation expense are, however, allocated to our segments. For further information regarding our segments, see Note 16 to our Unaudited Consolidated
Financial Statements included in this Form 10−Q.
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Newsprint
Three Months Ended
September 30,
2008
2007
Change
Average price (per metric ton)
Average cost (per metric ton)
Shipments (thousands of metric tons)
Downtime (thousands of metric tons)
Inventory at end of period (thousands of metric tons)

2008

Nine Months Ended
September 30,
2007
Change

$
$

718
695
1,149
28
218

$
$

586
663
505
67
104

$
$

132
32
644
(39)
114

$
$

669
680
3,621
94
218

$
$

$

826
28

$

296
(39)

$

530
67

$

2,423
(40)

$

$

69
(29)
490

603
640
1,512
187
104

$
$

66
40
2,109
(93)
114

$

1,511
15

$

98
(68)
1,481

(Unaudited, in millions)
Sales
Segment operating income (loss)
Significant items that improved (lowered) segment
operating income (loss):
Product pricing — Bowater
Shipments — Bowater
Sales — Abitibi
Change in sales
Manufacturing costs — Bowater
Manufacturing costs — Abitibi
Change in cost of sales and depreciation,
amortization and cost of timber harvested
Distribution costs — Bowater
Distribution costs — Abitibi
Change in distribution costs
Change in selling and administrative expenses
$

912
(55)

530

1,511

2
(400)

2
(1,292)

(398)

(1,290)

(1)
(63)

(1)
(193)

(64)

(194)

(1)

(12)

67

$

15

Three months ended September 30, 2008 versus September 30, 2007
Segment sales increased in the third quarter of 2008 as compared to the third quarter of 2007 primarily due to the inclusion of Abitibi’s results. Sales for the
third quarter of 2008 were $826 million and shipments were 1,149,000 metric tons, whereas sales for the third quarter of 2007 on an unaudited combined
basis for Abitibi and Bowater were $800 million and shipments were 1,335,000 metric tons.
Excluding sales of $490 million attributable to Abitibi, Bowater’s sales in the third quarter of 2008 amounted to $336 million, $40 million higher compared
to the third quarter of 2007. Excluding shipments of 684,000 metric tons attributable to Abitibi, Bowater’s newsprint shipments for the third quarter of 2008
were 465,000 metric tons. While North American consumption continued its decline in the third quarter of 2008, we continue to seek growth in the stronger
international destinations by exporting newsprint from North America into areas where market conditions are
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more favorable. The third quarter average transaction price was higher than the comparable period in the prior year and the second quarter of 2008 as a
result of our announced North American newsprint price increases. We have implemented each of the previously announced North American newsprint
price increases through November and expect to implement the announced $20 per ton December increase.
In the third quarter of 2008, the total downtime was primarily related to maintenance at several of our facilities. Inventory levels at September 30, 2008 of
218,000 metric tons were flat compared to inventory levels at December 31, 2007. Inventory levels at September 30, 2008 as compared to September 30,
2007 were higher due to the inclusion of Abitibi’s newsprint inventory.
Segment operating results improved to $28 million of operating income in the third quarter of 2008 compared to a $39 million operating loss in the third
quarter of 2007, primarily as a result of higher sales for Bowater as discussed above and operating income of $24 million contributed by Abitibi’s operations
for the third quarter of 2008. Segment operating income for Bowater, excluding Abitibi’s income of $24 million, increased from a $39 million loss in the
third quarter of 2007 to $4 million of operating income in the third quarter of 2008. The above table analyzes the major items that increased operating
income. A brief explanation of these major items follows.
Segment manufacturing costs, excluding Abitibi’s results, were $2 million lower in the third quarter of 2008 as compared to the third quarter of 2007,
primarily due to the favorable impact of lower labor and benefit costs ($9 million), lower depreciation ($4 million), favorable currency exchange
($6 million) and other favorable costs. These favorable costs were offset by unfavorable input costs for wood and fiber ($30 million) and energy ($6
million).
Segment distribution costs and selling and administrative costs increased in the third quarter of 2008 compared to the third quarter of 2007, primarily due to
the inclusion of Abitibi’s results.
Nine months ended September 30, 2008 versus September 30, 2007
Segment sales increased in the first nine months of 2008 as compared to the same period of 2007, primarily due to the inclusion of Abitibi’s results. Sales
for the first nine months of 2008 were $2,423 million and shipments were 3,621,000 metric tons, whereas sales for the first nine months of 2007 on an
unaudited combined basis for Abitibi and Bowater were $2,421 million and shipments were 3,948,000 metric tons.
Excluding sales of $1,481 million attributable to Abitibi, Bowater’s sales in the first nine months of 2008 amounted to $942 million compared to
$912 million for the same period of 2007. Excluding shipments of 2,206,000 metric tons attributable to Abitibi, Bowater’s newsprint shipments for the nine
months of 2008 were 1,415,000 metric tons. Despite a significant decrease in shipments, Bowater’s sales increased $30 million year over year due to
implemented transaction price increases.
In the first nine months of 2008, the total downtime was primarily related to our indefinite idling of our Mackenzie facility and maintenance at several other
facilities.
Segment operating loss decreased to $40 million in the first nine months of 2008 compared to $55 million in the first nine months of 2007, despite an
operating loss of $19 million contributed by Abitibi’s operations for the first nine months of 2008. Segment operating loss for Bowater, excluding Abitibi’s
loss of $19 million, decreased from $55 million in the first nine months of 2007 to $21 million in the first nine months of 2008. The above table analyzes the
major items that decreased operating loss. A brief explanation of these major items follows.
Segment manufacturing costs, excluding Abitibi’s results in the first nine months of 2008, decreased $2 million compared to the same period of 2007,
despite a significant increase in input costs for wood and fiber ($61 million), energy ($11 million) and an unfavorable currency exchange ($18 million).
These increased input costs were offset by lower costs for labor and benefits ($34 million), repairs ($7 million), depreciation ($12 million) and other
favorable costs.
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Segment distribution costs and selling and administrative costs increased in the first nine months of 2008 compared to the same period of 2007, primarily
due to the inclusion of Abitibi’s results. Bowater’s increased distribution costs per ton were offset by lower shipments.
Newsprint Third Party Data (source: Pulp and Paper Products Council): In the nine months ended September 30, 2008, total North American newsprint
demand declined 9.4%, compared to the same period last year. North American net exports of newsprint were 3.0% higher than 2007 levels. Inventories
(North American mills and U.S. users) at September 30, 2008 were 368,000 metric tons, 19.1% lower than September 30, 2007. The days of supply at the
U.S. daily newspapers was 48 days at September 30, 2008, 23.1% higher compared to September 30, 2007. The North American operating rate was 95.0%
for the nine months ended September 30, 2008.
Coated Papers
Three Months Ended
September 30,
2008
2007
Change
Average price (per short ton)
Average cost (per short ton)
Shipments (thousands of short tons)
Downtime (thousands of short tons)
Inventory at end of period (thousands of short tons)

2008

Nine Months Ended
September 30,
2007
Change

$
$

920
764
191
7
42

$
$

707
642
215
5
33

$
$

213
122
(24)
2
9

$
$

882
712
579
9
42

$
$

703
657
583
29
33

$
$

179
55
(4)
(20)
9

$

176
30

$

152
14

$

24
16

$

511
99

$

410
27

$

101
72

$

45
(21)

$

107
(6)

(Unaudited, in millions)
Sales
Segment operating income
Significant items that improved (lowered) segment
operating income:
Product pricing
Shipment volume
Change in sales

24

101

Change in cost of sales and depreciation,
amortization and cost of timber harvested

(7)

(24)

Change in distribution costs

(2)

(5)

1

—

Change in selling and administrative expenses
$

16

$

72

Three months ended September 30, 2008 versus September 30, 2007
The Combination did not impact our coated papers segment results as Abitibi does not have any facilities that produce or sell coated papers.
Segment sales increased to $176 million in the third quarter of 2008 compared to $152 million in the third quarter of 2007, as a result of significantly higher
transaction prices, partially offset by a decrease in shipments. Our average transaction price increased by 30%, primarily from implemented transaction
price increases over the prior 12 months.
Segment operating income increased $16 million in the third quarter of 2008 as compared to the third quarter of 2007, primarily due to increased sales as
discussed above. The above table analyzes the major items that impacted operating income. Manufacturing costs and manufacturing costs per ton increased
due to increased input costs for wood and fiber, energy and chemicals.
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Nine months ended September 30, 2008 versus September 30, 2007
Segment sales increased to $511 million in the first nine months of 2008 compared to $410 million in the same period of 2007, as a result of significantly
higher transaction prices. Our average transaction price increased by 25% as compared to the same period of 2007 due to implemented transaction price
increases over the prior 12 months.
Segment operating income increased by $72 million in the first nine months of 2008 as compared to the same period of 2007, primarily due to increased
sales as discussed above, partially offset by higher manufacturing costs. The above table analyzes the major items that impacted operating income. The
higher manufacturing costs are due to increased costs for purchased fiber and wood ($8 million), chemicals ($12 million) and fuel ($6 million).
Coated Papers Third Party Data (source: Pulp and Paper Products Council): U.S. consumer magazine advertising pages decreased 9.5% in the first nine
months of 2008 compared to the same period of 2007. North American demand for coated mechanical papers decreased 11.0% in the first nine months of
2008 compared to the same period of 2007. The industry operating rate was 88.0% in the first nine months of 2008 compared to 95.0% in the same period of
2007. North American coated mechanical mill inventories were at 26 days supply at September 30, 2008 compared to 13 days supply at September 30,
2007.
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Specialty Papers
Three Months Ended
September 30,
2008
2007
Change
Average price (per short ton)
Average cost (per short ton)
Shipments (thousands of short tons)
Downtime (thousands of short tons)
Inventory at end of period (thousands of short tons)

Nine Months Ended
September 30,
2008
2007
Change

$ 778
$ 768
607
12
161

$ 660
$ 753
215
37
68

$
$

118
15
392
(25)
93

$
$

747
779
1,855
92
161

$ 655
$ 713
663
51
68

$
$

92
66
1,192
41
93

$ 473
7

$ 142
(20)

$

331
27

$ 1,381
(64)

$ 434
(39)

$

947
(25)

$

22
(4)
313

$

48
(1)
900

(Unaudited, in millions)
Sales
Segment operating income (loss)

Product pricing — Bowater
Shipments — Bowater
Sales — Abitibi
Change in sales
Manufacturing costs — Bowater
Manufacturing costs — Abitibi
Change in cost of sales and depreciation, amortization,
and cost of timber harvested
Distribution costs — Bowater
Distribution costs — Abitibi
Change in distribution costs
Change in selling and administrative expenses

331

947

14
(281)

1
(861)

(267)

(860)

(3)
(35)

(8)
(103)

(38)

(111)

1
$

27

(1)
$

(25)

Three months ended September 30, 2008 versus September 30, 2007
Segment sales increased in the third quarter of 2008 as compared to the third quarter of 2007, primarily due to the inclusion of Abitibi’s results. Sales for the
third quarter of 2008 were $473 million and shipments were 607,000 short tons, whereas sales for the third quarter of 2007 on an unaudited combined basis
for Abitibi and Bowater were $445 million and shipments were 657,000 short tons.
Excluding sales of $313 million attributable to Abitibi, Bowater’s sales in the third quarter of 2008 increased to $160 million from $142 million in the third
quarter of 2007. Excluding shipments of 397,000 short tons attributable to Abitibi, Bowater’s specialty papers shipments for the third quarter of 2008 were
210,000 short tons. The increase in Bowater’s sales was due to higher product pricing due to implemented price increases for our uncoated mechanical
grades over the corresponding period.
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Our downtime in the third quarter of 2008 was primarily due to market−related downtime at our Dolbeau facility. Inventory levels at September 30, 2008 of
161,000 short tons increased from 151,000 short tons at December 31, 2007. Inventory levels at September 30, 2008 as compared to September 30, 2007
were higher due to the inclusion of Abitibi’s inventory.
The segment had operating income in the third quarter of 2008 as compared to an operating loss in the third quarter of 2007, primarily due to higher product
pricing in the third quarter of 2008. Segment operating income for Bowater, excluding Abitibi’s loss of $4 million, increased from a $20 million operating
loss in the third quarter of 2007 to $11 million of operating income in the third quarter of 2008, primarily due to increased sales as discussed above and
decreased manufacturing costs as discussed below. The above table analyzes the major items that increased operating income. A brief explanation of these
major items follows.
Segment manufacturing costs, excluding Abitibi’s results, decreased $14 million in the third quarter of 2008 compared to the third quarter of 2007,
primarily due to lower volumes ($3 million), lower labor and benefit costs ($6 million) and lower depreciation ($3 million), partially offset by unfavorable
costs for wood and fiber ($5 million) and energy ($5 million).
Segment distribution costs increased in the third quarter of 2008 compared to the third quarter of 2007, primarily due to the inclusion of Abitibi’s results.
Nine months ended September 30, 2008 versus September 30, 2007
Segment sales increased in the first nine months of 2008 as compared to the same period of 2007, primarily due to the inclusion of Abitibi’s results. Sales
for the first nine months of 2008 were $1,381 million and shipments were 1,855,000 short tons, whereas sales for the first nine months of 2007 on an
unaudited combined basis for Abitibi and Bowater were $1,316 million and shipments were 1,946,000 short tons.
Excluding sales of $900 million attributable to Abitibi, Bowater’s sales for 2008 increased to $481 million from $434 million in the first nine months of
2007. Excluding shipments of 1,195,000 short tons attributable to Abitibi, Bowater’s specialty papers shipments for the first nine months of 2008 were
660,000 short tons. The increase in Bowater’s sales was due primarily to higher product pricing, as shipments were slightly lower.
Our downtime in the first nine months of 2008 was primarily due to the indefinite idling of our Donnacona facility, which was permanently closed in
November 2008, and market−related downtime at our Dolbeau facility.
Segment operating loss increased in the first nine months of 2008 as compared to the same period of 2007, primarily as a result of the inclusion of Abitibi’s
results for the first nine months of 2008, which contributed an operating loss of $69 million. Segment operating income for Bowater, which excludes
Abitibi’s loss, increased from a $39 million loss in the first nine months of 2007 to $5 million of income in the same period of 2008. The above table
analyzes the major items that increased operating loss. A brief explanation of these major items follows.
Segment manufacturing costs, excluding Abitibi’s results, were flat in the first nine months of 2008 as compared to the same period of 2007. Favorable
labor and benefit costs ($11 million), lower repairs ($5 million), lower depreciation ($4 million) and other favorable costs were offset by unfavorable input
costs for wood and fiber ($11 million), energy ($9 million) and an unfavorable currency exchange ($12 million).
Segment distribution costs increased in the first nine months of 2008 compared to the same period of 2007, primarily due to the inclusion of Abitibi’s results
and higher distribution costs per ton from higher transportation and fuel costs.
Specialty Papers Third Party Data (source: Pulp and Paper Products Council): In the first nine months of 2008 compared to the same period in 2007,
North American demand for supercalendered high gloss papers was down 1.9%, for lightweight or directory grades was down 8.1% and for standard
uncoated mechanical papers was up 9.6%. The industry operating rate was 92.0% in the first nine months of 2008 compared to 88.0% for the same period of
2007. North American uncoated mechanical mill inventories were at 17 days supply at September 30, 2008 compared to 22 days supply at September 30,
2007.
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Market Pulp
Three Months Ended
September 30,
2008
2007
Change
Average price (per metric ton)
Average cost (per metric ton)
Shipments (thousands of metric tons)
Downtime (thousands of metric tons)
Inventory at end of period (thousands of metric tons)

2008

Nine Months Ended
September 30,
2007
Change

$
$

723
698
215
16
64

$
$

672
550
238
9
51

$
$

51
148
(23)
(7)
13

$
$

718
635
686
36
64

$
$

651
551
662
32
51

$
$

67
84
24
4
13

$

156
6

$

160
29

$

(4)
(23)

$

493
58

$

431
66

$

62
(8)

$

12
(27)
11

$

49
(31)
44

(Unaudited, in millions)
Sales
Segment operating income
Significant items that improved (lowered) segment operating
income:
Product pricing — Bowater
Shipments — Bowater
Sales — Abitibi
Change in sales

(4)

62

(4)
(13)

(20)
(45)

(17)

(65)

(2)
—

(5)
(1)

Change in distribution costs

(2)

(6)

Change in selling and administrative expenses

—

1

Manufacturing costs — Bowater
Manufacturing costs — Abitibi
Change in cost of sales and depreciation,
amortization,
and cost of timber harvested
Distribution costs — Bowater
Distribution costs — Abitibi

$

(23)

$

(8)

Three months ended September 30, 2008 versus September 30, 2007
Segment sales decreased in the third quarter of 2008 as compared to the third quarter of 2007 due to lower shipments, which were almost entirely offset by
Abitibi’s results and increased transaction prices. Sales for the third quarter of 2008 were $156 million and shipments were 215,000 metric tons, whereas
sales for the third quarter of 2007 on an unaudited combined basis for Abitibi and Bowater were $173 million and shipments were 260,000 metric tons.
Excluding sales of $11 million attributable to Abitibi, Bowater’s sales for 2008 decreased to $145 million from $160 million in the third quarter of 2007.
Excluding shipments of 15,000 metric tons attributable to Abitibi, Bowater’s market pulp shipments for the third quarter of 2008 were 200,000 metric tons.
The decrease in Bowater’s sales was primarily due to lower volumes, partially offset by higher transaction prices.
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Inventory levels at September 30, 2008 of 64,000 metric tons increased from 50,000 metric tons at December 31, 2007 and 51,000 metric tons at
September 30, 2007.
Segment operating income decreased in the third quarter of 2008 as compared to 2007, primarily as a result of increased manufacturing costs and the
decrease in sales, as noted above. Segment operating loss attributable to the inclusion of Abitibi for the third quarter of 2008 was approximately $3 million.
The above table analyzes the major items that decreased operating income. A brief explanation of these major items follows.
Segment manufacturing costs, excluding Abitibi’s results, were $4 million higher in the third quarter of 2008 as compared to the third quarter of 2007,
primarily due to higher costs for wood and fiber ($10 million) and chemicals ($5 million), partially offset by lower volumes ($12 million).
Nine months ended September 30, 2008 versus September 30, 2007
Segment sales increased in the first nine months of 2008 as compared to the same period of 2007, primarily due to the inclusion of Abitibi’s results. Sales
for the first nine months of 2008 were $493 million and shipments were 686,000 metric tons, whereas sales for the first nine months of 2007 on an
unaudited combined basis for Abitibi and Bowater were $475 million and shipments were 735,000 metric tons.
Excluding sales of $45 million attributable to Abitibi, Bowater’s sales for the first nine months of 2008 increased to $448 million from $431 million in the
same period of 2007. Excluding shipments of 66,000 metric tons attributable to Abitibi, Bowater’s market pulp shipments for the first nine months of 2008
were 620,000 metric tons. The increase in product selling price accounted for $48 million of the increase in sales, as the product price increased from $651
per metric ton in the first nine months of 2007 to $718 per metric ton in the first nine months of 2008, an increase of 10%.
Segment operating income decreased in the first nine months of 2008 as compared to 2007, primarily as a result of increased manufacturing costs, partially
offset by the increase in sales, as noted above. Segment operating results attributable to the inclusion of Abitibi for the first nine months of 2008 was a loss
of approximately $2 million. The above table analyzes the major items that decreased operating income. A brief explanation of these major items follows.
Segment manufacturing costs, excluding Abitibi’s results, were $20 million higher in the first nine months of 2008 as compared to the same period of 2007,
primarily due to higher input costs for wood and fiber ($20 million), chemicals ($11 million), fuel ($5 million) and an unfavorable currency exchange
($10 million), partially offset by lower volumes ($11 million), lower labor and benefit costs ($5 million) and other slightly favorable costs.
Market Pulp Third Party Data (source: Pulp and Paper Products Council): World demand for market pulp increased 1.9% or 0.6 million metrics tons in the
first nine months of 2008 compared to the same period of 2007. Demand was up 6.3% in Eastern Europe, the world’s largest pulp market, up 12.3% in
China, up 11.5% in Latin America and up 7.6% in Africa and Asia, other than China and Japan. World producers shipped at 90% of capacity in the first nine
months of 2008 compared to 93% in the same period of 2007. World producer inventories were at 44 days supply at September 30, 2008, an increase of
15 days compared to 29 days supply at September 30, 2007.
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Wood Products
Three Months Ended
September 30,
2008
2007
Change
Average price (per mbf)
Average cost (per mbf)
Shipments (millions of mbf)
Downtime (millions of mbf)
Inventory at end of period (millions of mbf)

Nine Months Ended
September 30,
2008
2007
Change

$
$

276
305
354
326
309

$
$

301
354
206
76
43

$
$

(25)
(49)
148
250
266

$
$

$

98
(10)

$

62
(11)

$

36
1

$

$

(15)
(5)
56

278
328
1,228
837
309

$
$

285
333
663
145
43

$
$

(7)
(5)
565
692
266

$

189
(32)

$

156
(26)

$

(32)
(24)
212

(Unaudited, in millions)
Sales
Segment operating loss
Significant items that improved (lowered) segment operating loss:
Product pricing — Bowater
Shipments — Bowater
Sales — Abitibi
Change in sales
Manufacturing costs — Bowater
Manufacturing costs — Abitibi
Change in cost of sales and depreciation, amortization,
and cost of timber harvested
Distribution costs — Bowater
Distribution costs — Abitibi
Change in distribution costs
Change in selling and administrative expenses
$

345
(58)

36

156

21
(52)

51
(207)

(31)

(156)

3
(8)

7
(32)

(5)

(25)

1

(1)

1

$

(26)

Three months ended September 30, 2008 versus September 30, 2007
Segment sales increased in the third quarter of 2008 as compared to the third quarter of 2007, primarily due to the inclusion of Abitibi’s results. Sales for the
third quarter of 2008 were $98 million and shipments were 354 million board feet, whereas sales for the third quarter of 2007 on an unaudited combined
basis for Abitibi and Bowater were $169 million and shipments were 546 million board feet.
Excluding sales of $56 million attributable to Abitibi, Bowater’s sales for the third quarter of 2008 decreased to $42 million from $62 million in the third
quarter of 2007. Excluding shipments of 170 million board feet attributable to Abitibi, Bowater’s lumber shipments for the third quarter of 2008 were
184 million board feet. The decrease in shipments of wood products was due primarily to lower demand from a weak U.S. housing market. We are not
expecting any significant improvements in the wood products market in the short term. As such, during the first quarter of 2008, we announced the
curtailment of annualized capacity of approximately 1.3 billion board feet of lumber in the provinces of Quebec and British Columbia.
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Segment operating loss decreased slightly in the third quarter of 2008 as compared to the third quarter of 2007 despite the inclusion of Abitibi’s results for
the first quarter of 2008, which contributed an operating loss of $3 million. The segment operating loss for Bowater, which excludes Abitibi’s loss, resulted
in an operating loss decrease of $4 million compared to the third quarter of 2007. The above table analyzes the major items that increased our operating loss.
A brief explanation of these major items follows.
The significant decrease in Bowater’s shipments in the third quarter of 2008 was offset by lower distribution costs and manufacturing costs for Bowater in
the third quarter of 2008 compared to the third quarter of 2007. The decrease in Bowater’s manufacturing costs was primarily due to lower volumes.
Nine months ended September 30, 2008 versus September 30, 2007
Segment sales increased in the first nine months of 2008 as compared to the same period of 2007, primarily due to the inclusion of Abitibi’s results. Sales
for the first nine months of 2008 were $345 million and shipments were 1,228 million board feet, whereas sales for the first nine months of 2007 on an
unaudited combined basis for Abitibi and Bowater were $525 million and shipments were 1,783 million board feet.
Excluding sales of $212 million attributable to Abitibi, Bowater’s sales for the first nine months of 2008 decreased to $133 million from $189 million in the
same period of 2007. Excluding shipments of 702 million board feet attributable to Abitibi, Bowater’s lumber shipments for the first nine months of 2008
were 526 million board feet. The decrease in shipments of wood products was due primarily to lower demand from a weak U.S. housing market.
Segment operating loss increased in the first nine months of 2008 as compared to the same period of 2007 as a result of the inclusion of Abitibi’s results for
the first nine months of 2008, which contributed an operating loss of $30 million. The segment operating loss for Bowater, which excludes Abitibi’s loss,
resulted in an operating loss decrease of $4 million compared to the first nine months of 2007. The above table analyzes the major items that increased our
operating loss. A brief explanation of these major items follows.
The significant decrease in Bowater’s shipments in the first nine months of 2008 was offset by lower distribution costs and manufacturing costs.
Manufacturing costs were lower for Bowater in the first nine months of 2008 compared to the same period of 2007, primarily due to lower volumes ($21
million), lower costs for wood ($3 million) and labor and benefits ($7 million), partially offset by an unfavorable currency exchange ($10 million).
Wood Products Third Party Data (source: U.S. Census Bureau): U.S. housing starts decreased 31.1% to 817,000 units in the first nine months of 2008,
compared to 1,185,000 units in the first nine months of 2007, and are at their lowest level in approximately 17 years.
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Corporate and Other
We exclude net gain on disposition of assets, closure costs, impairment and other related charges, employee termination costs and merger related charges
from our internal review of segment results. Also excluded from our segment results are corporate and other items, which include timber sales and general
and administrative expenses. These items are analyzed separately from our segment results. The following table is included in order to facilitate the
reconciliation of our segment sales and segment operating (loss) income to our total sales and operating loss on our Consolidated Statements of Operations.

(Unaudited, in millions)
Sales
Corporate and other loss
Sales
Costs comprised of:
Manufacturing costs
Manufacturing costs —
Employee severance costs
Total cost of sales and depreciation,
amortization and cost of timber
harvested
Administrative expenses
Administrative expenses —
Merger and severance related
costs
Total administrative expenses
Closure costs, impairment and other
related charges
Arbitration award
Net gain on disposition of assets
Total corporate and other loss

2008
$

$

1
(220)
1

Three Months Ended
September 30,
2007

Change

2008

$ 3
(55)

$

(2)
(165)

$

$ 3

$

(2)

$

1
(366)
1

Nine Months Ended
September 30,
2007

Change

$

9
(9)

$

(8)
(357)

$

9

$

(8)

(16)

(7)

(9)

(40)

(20)

(20)

(4)

(7)

3

(6)

(21)

15

(20)

(14)

(6)

(46)

(41)

(5)

(65)

(22)

(43)

(185)

(65)

(120)

(3)

(11)

8

(16)

(24)

(68)

(33)

(35)

(201)

(89)

(112)

(138)

—

(138)

(165)

—

(165)

—

(28)

28

—

(28)

28

5

17

(12)

45

140

(95)

$(220)

$(55)

$(165)

$(366)

$ (9)

8

$(357)

Sales
Sales of timberlands, which is not included in our operating segments, declined to $1million in the third quarter and first nine months of 2008, as the land
that was producing the timberlands has been sold in our land sales program.
Manufacturing costs
Manufacturing costs included in corporate and other include the cost of timberlands. Employee severance costs include the cost of employee reduction
initiatives (severance and pension related). Manufacturing costs for the three and nine months ended September 30, 2008 included $10 million for the
writedown of mill stores inventory related to the permanent closure of our Donnacona and Mackenzie paper mills in November 2008.
Administrative expenses
The increase in administrative expenses in the third quarter and first nine months of 2008 as compared to the comparable periods of 2007 was primarily due
to the inclusion of Abitibi’s administrative expenses for the third quarter and first nine months of 2008.
Closure costs, impairment and other related charges
Immediately upon the Combination, we began a comprehensive strategic review of our operations to reduce costs and improve our profitability. On
November 29, 2007, we announced the results of the initial phase of our comprehensive review, which included a decision to reduce our newsprint and
specialty papers production capacity by approximately one million metric tons per year. The reductions included the permanent closure of Bowater’s
Dalhousie, New Brunswick facility and Abitibi’s Belgo, Quebec facility, Fort William, Ontario facility and Lufkin, Texas facility, as well as the indefinite
idling of Bowater’s Donnacona, Quebec facility and Abitibi’s Mackenzie, British Columbia facility, including two sawmills that directly support the
Mackenzie paper mill operations. Additionally, we decided to permanently close paper machine no. 3 at Bowater’s Gatineau, Quebec facility. The actions
were completed in the
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first quarter of 2008. We recorded charges of $123 million for long−lived asset impairment, severance and termination costs associated with our Bowater
mills in the fourth quarter of 2007. The costs associated with our Abitibi mills were included in liabilities assumed in the Combination. During the nine
months ended September 30, 2008, we recorded additional closure costs, impairment and other related charges associated with these actions of $13 million.
These charges were primarily for noncancelable contracts and severance at Bowater’s Dalhousie and Donnacona operations.
Additionally, during the three and nine months ended September 30, 2008, we recorded other closure−related costs of $1 million and $9 million,
respectively, for severance costs associated with workforce reductions across several facilities. During the nine months ended September 30, 2008, we
recorded closure costs of $6 million related to the permanent closure of our Baie−Comeau recycling facility.
In November 2008, we announced the permanent closure of our previously idled Donnacona and Mackenzie paper mills based on current market conditions.
As a result, we recorded long−lived asset impairment charges of $127 million at our Donnacona paper mill and $12 million at our Mackenzie paper mill for
the three and nine months ended September 30, 2008. Additionally, $10 million of mill stores inventory was determined to be unusable and was recorded in
cost of sales. These impairment charges were offset by a $2 million reduction in an asset retirement obligation at our Port Alfred, Quebec facility, which
was previously closed.
Arbitration award
In September 2007, we received a decision in an arbitration related to the 1998 sale to Weyerhaeuser Company (“Weyerhaeuser”) of our former pulp and
paper facility in Dryden, Ontario. We and Weyerhaeuser had been arbitrating a claim regarding the cost of certain environmental costs related to the mill.
The arbitrators awarded Weyerhaeuser approximately $43 million, including interest. As a result of the decision, which was binding upon us and not subject
to appeal, we recorded a pre−tax charge of $28 million during the third quarter of 2007.
Net gain on disposition of assets
During the third quarter and first nine months of 2008, we recorded a net pre−tax gain of $5 million and $45 million, respectively, related primarily to the
sale of timberlands. During the third quarter and first nine months of 2008, we completed the sale of approximately 900 and 44,000 acres, respectively, of
timberlands and other assets. Other assets primarily consist of our Snowflake newsprint mill sold in the second quarter of 2008 and our Price sawmill sold in
the first quarter of 2008. These asset sales generated aggregate proceeds of approximately $5 million and $210 million during the third quarter and first nine
months of 2008, respectively. During the third quarter and first nine months of 2007, we recorded a net pre−tax gain of $17 million and $140 million,
respectively, related primarily to the sale of approximately 11,400 and 119,200 acres, respectively, of timberlands and other assets for proceeds of
$19 million and $167 million, respectively.
Other Income (Expense), Net
Other income (expense), net for the first nine months of 2008 includes an improvement in foreign currency exchange of $67 million and a $31 million gain
on extinguishment of debt recorded in the second quarter (see “Liquidity and Capital Resources”).
Interest Expense
Interest expense increased $140 million from $47 million in the third quarter of 2007 to $187 million in the third quarter of 2008, and increased
$377 million from $142 million in the first nine months of 2007 to $519 million in the same period of 2008. This increase is attributable to the inclusion of
Abitibi for the third quarter and first nine months of 2008, as well as increased interest rates and amortization of deferred financing fees that resulted from
the refinancing transactions consummated on April 1, 2008 (see “Liquidity and Capital Resources”).
Income Taxes
Our effective tax rate, which resulted in the recording of a tax benefit on a pre−tax loss, was 15% and 6% for the third quarter and first nine months of 2008,
respectively. Our effective tax rate, which resulted in the recording of a tax benefit on a pre−tax loss, was 1% for the third quarter of 2007 and the recording
of a tax provision on a pre−tax loss of (9)% for the first nine months of 2007.
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During the three months ended September 30, 2008 and 2007, income tax benefits of approximately $126 million and $34 million, respectively, generated
on the majority of our current quarter operating losses outside the United States were entirely offset by tax charges to increase our valuation allowance
related to these tax benefits. During the nine months ended September 30, 2008 and 2007, income tax benefits of approximately $301 million and
$71 million, respectively, generated on the majority of our operating losses outside the United States for the first nine months of 2008 and 2007, were
entirely offset by tax charges to increase our valuation allowance related to these tax benefits. Additionally, any income tax benefit recorded on any future
operating losses generated by these operations will probably be offset by additional increases to the valuation allowance (tax charge).
Our effective tax rate varies frequently and substantially from the weighted−average effect of both domestic and foreign statutory tax rates primarily as a
result of the tax treatment on foreign currency gains and losses. We have a number of foreign subsidiaries whose unconsolidated foreign currency gains and
losses are taxed in the local country. Upon consolidation, such income and gains are eliminated, but we are still liable for the local country taxes. Due to the
variability and volatility of foreign exchange rates, we are unable to estimate the impact of future changes in exchange rates on our effective tax rate.
Additionally, we will probably not be recording income tax benefits on the majority of any 2008 operating losses generated outside the United States, which
would have an adverse impact on our overall effective income tax rate in future periods. For the three and nine months ended September 30, 2008, our
income tax provision calculation was changed from a method using a forecasted global effective tax rate to a method which calculates the effective tax rate
based on the actual income in each separate legal entity. This method is provided under FASB Interpretation No. 18, “Accounting for Income Taxes in
Interim Periods — an interpretation of APB No. 28” and is permitted in circumstances where reliable forecasts of income on a legal entity basis are not
available.
Liquidity and Capital Resources
Overview
Our primary sources of liquidity and capital resources are cash on hand, cash provided from operations and available borrowings under our credit facilities,
as well as our accounts receivable securitization program, which are discussed in more detail below. We also periodically review timberland holdings and
sell timberlands as a source of additional liquidity. We have targeted approximately $750 million in asset sales by the end of 2009, including our Mokpo,
South Korea paper mill, as well as additional sales including timberlands, sawmills, hydroelectric sites and other assets. It is unclear how the current global
credit crisis may impact our ability to sell any of these assets.
We have significant short−term debt maturities which primarily consist of: (i) Abitibi’s $347 million term loan due March 30, 2009 (discussed below),
(ii) Bowater’s Canadian credit facility which matures on June 5, 2009 ($67 million outstanding at September 30, 2008) and (iii) Bowater’s $248 million 9%
debentures due August 1, 2009. In addition, Abitibi’s and Donohue’s $350 million accounts receivable securitization program could terminate in July 2009
($255 million outstanding at September 30, 2008), if not renewed.
We believe that cash on hand, cash generated from our operations and access to our existing credit facilities will be sufficient to provide for our anticipated
requirements for working capital, capital expenditures and contractual obligations (excluding debt maturities) for the next twelve months. However, the
weakening U.S. and global economy, together with the current credit environment, could reduce our ability to generate cash from operations. In the event
we do not generate adequate cash from operations, our existing credit facilities may not provide us with sufficient liquidity to support our operations. In
addition, we will need to refinance the short−term debt obligations discussed above, which may prove difficult in the current market and economic
environment.
The ongoing and unprecedented disruption in the credit markets has had a significant adverse impact on a number of financial institutions and companies,
and has impacted our ability to refinance our short−term obligations. These financial market conditions have reduced the ability of many companies,
including us, to refinance short−term credit facilities and other short−term indebtedness. Our operations are funded by cash generated through our
operations and available borrowings under our credit facilities, as well as our accounts receivable securitization program, although these sources will not be
sufficient alone to refinance our short−term obligations. We are currently working on refinancing plans for our short−term obligations and intend to
refinance these short−term obligations before their due dates. More specifically, we intend to engage in a series of refinancing transactions prior to
March 31, 2009, with respect to indebtedness of both Abitibi and Bowater, which we expect to consist of some combination of replacing Bowater’s U.S.
and Canadian credit facilities with a senior secured asset−based revolving credit facility, extending Abitibi’s 364−day term loan, and issuing new senior
secured notes, among others. However, considering current market conditions and the instability of the credit markets, no assurance can be made that we
will be able to complete these refinancing transactions or that they will be completed on terms acceptable to us. If such refinancings are not consummated,
we believe our liquidity, and that of Abitibi and Bowater, could approach the minimum amounts necessary to operate our business and we would be highly
dependent on the success of our previously announced initiatives, including the receipt of substantial proceeds from asset sales and improved operating
performance and conditions. If our future cash flow is insufficient and refinancing or additional financing is unavailable, we may be unable to meet our debt
obligations. If we default under the terms of some of our indebtedness, the relevant debt holders may accelerate the maturity of its obligations, which could
cause cross−defaults or cross−acceleration under our other obligations. There are no cross−defaults or cross−acceleration provisions under Abitibi’s
obligations as it relates to Bowater and under Bowater’s obligations as it relates to Abitibi; however, AbitibiBowater has guaranteed certain debt obligations
of Bowater and certain of its subsidiaries.
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Cash Used in Operating Activities
During the first nine months of 2008 and 2007, we had a net loss of $801 million and $240 million, respectively. Cash used in operating activities totaled
$428 million in the first nine months of 2008 compared to $114 million in the first nine months of 2007. The increase in cash used in operations was
primarily related to the significant increases in our net loss and net pension contributions in the first nine months of 2008 compared to the same period of
2007. The increase in our net pension contributions in 2008 was due to the inclusion of Abitibi’s results, as well as an increase in our normal contribution.
Additionally, we expect that our continued export of newsprint from North America to international destinations could have a negative impact on our
operating cash flows due to the less favorable terms for international sales versus North American sales.
Cash Provided by Investing Activities
Cash provided by investing activities totaled $16 million for the first nine months of 2008 compared to $77 million for the first nine months of 2007. The
decrease in cash provided by investing activities during the first nine months of 2008 as compared with the same period in 2007 was due primarily to an
increase in deposit requirements for letters of credit, which was partially offset by increased proceeds from timberland and other asset sales (including the
sale of our Snowflake newsprint mill) in 2008. Capital expenditures for all periods include compliance, maintenance and projects to increase returns on
production assets. We expect to maintain capital spending, on an annual basis, below $200 million until market conditions improve and translate to strong
positive cash flow.
Cash Provided by Financing Activities
Cash provided by financing activities totaled $512 million for the first nine months of 2008 compared to $22 million for the first nine months of 2007. The
significant increase in the first nine months of 2008 was due to net increased borrowings, primarily as a result of the April 1 refinancing transactions.
Liquidity, Short−term Bank Debt and Current Installments of Long−term Debt
As of September 30, 2008, our total liquidity was comprised of liquidity at our Abitibi and Bowater subsidiaries. Cash generated by our Donohue and
Newsprint South subsidiaries is used, in part, to service the debt obligations of Abitibi and Bowater, respectively.
As of September 30, 2008, total short−term bank debt and current installments of long−term debt totaled $1,002 million. In order to address our significant
upcoming debt maturities, which, as noted above, primarily consist of: (i) Abitibi’s $347 million term loan due March 30, 2009, (ii) Bowater’s Canadian
credit facility which matures on June 5, 2009 ($67 million outstanding at September 30, 2008) and (iii) Bowater’s $248 million 9% debentures due
August 1, 2009, we are currently pursuing refinancing alternatives, as discussed below, and the sale of assets. In addition, Abitibi’s and Donohue’s
$350 million accounts receivable securitization program could terminate in July 2009 ($255 million outstanding at September 30, 2008), if not renewed.
Abitibi Liquidity and Short−term Bank Debt
Abitibi’s primary sources of liquidity and capital resources are cash on hand, cash provided from operations and available borrowings under the accounts
receivable securitization program. In addition, as noted above, cash generated by our Donohue subsidiary is used, in part, to service the debt obligations of
Abitibi. As of September 30, 2008, Abitibi and Donohue had cash on hand of approximately $184 million and $11 million, respectively. Abitibi’s and
Donohue’s third quarter 2008 cash used in operations was $61 million, an improvement of $38 million as compared to the second quarter of 2008.
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Abitibi is forecasting improved quarterly cash from operations. However, Abitibi is not expected to have sufficient cash to repay the $347 million term loan
due March 30, 2009, without significant asset sales or external refinancing as presently contemplated by Abitibi’s refinancing plans, which we are actively
pursuing. As a result, while our April 1 refinancings alleviated the substantial doubt about Abitibi’s ability to continue as a going concern that we disclosed
at December 31, 2007, significant financial uncertainties and challenges remain for Abitibi to overcome including, but not limited to, Abitibi’s ability to
repay or to refinance the $347 million term loan due March 30, 2009 and to service its considerable debt, including the new debt resulting from the April 1
refinancings. Furthermore, the transfer of Donohue out of the Abitibi consolidated group has and will continue to impact Abitibi’s results of operations
going forward, decreasing its revenues and costs. However, Donohue’s cash flows support the obligations under the $347 million term loan since Abitibi
receives interest from AbitibiBowater on the note issued as consideration for the transfer of Donohue to another subsidiary of AbitibiBowater. Management
continues to believe that the short−term liquidity constraints at Abitibi, although elevating risks, do not materially affect the financial condition of Bowater
or AbitibiBowater on a stand−alone basis.
April 1, 2008 Refinancings
On April 1, 2008, we successfully completed a series of refinancing transactions, which were designed to address the debt maturities and general liquidity
needs principally at our Abitibi subsidiary. The transactions included:
§
A private placement by ACCC of $413 million of 13.75% senior secured notes due April 1, 2011 (“2011 Notes”). The 2011 Notes are guaranteed
by several of our subsidiaries, including Abitibi, Donohue and certain of their subsidiaries, and are secured by mortgages on certain pulp and paper
mills owned by, and security interests in and pledges of certain other assets of, ACCC and its subsidiaries that are guarantors.
§

A $400 million 364−day senior secured term loan due March 30, 2009 (the “Term Loan”) to ACCC, with interest at LIBOR plus 800 basis points,
with a 3.5% LIBOR floor. On April 15, 2008, ACCC repaid $50 million of the Term Loan with a portion of the proceeds from the April 10, 2008
sale of our Snowflake, Arizona newsprint mill (see Note 8, “Assets Held for Sale and Net Gain on Disposition of Assets”) and repaid another
$3 million of the Term Loan with a portion of the proceeds from other debt issuances, which reduced the outstanding balance to $347 million. The
Term Loan is secured primarily by the personal property (including accounts receivable and inventory, but excluding equipment, intellectual
property and capital stock of subsidiaries) of ACCC, Abitibi and other guarantors, and by a first lien on substantially all of the personal property of
Donohue and its subsidiaries (including accounts receivable, inventory and equipment), the pledge of the stock or other equity interest of certain
subsidiaries of Donohue and by the real estate relating to our Alabama River newsprint mill. The Term Loan ranks effectively senior to the 2011
Notes and the 2010 Notes (see following paragraph) to the extent of the collateral securing the Term Loan, while the 2011 Notes rank effectively
senior to the Term Loan and the 2010 Notes to the extent of the collateral securing the 2011 Notes.

§

The private exchange of a combination of $293 million principal amount of new senior unsecured 15.5% notes due July 15, 2010 of ACCC (“2010
Notes”) and $218 million in cash for an aggregate of $455 million of outstanding notes issued by Abitibi, ACCC and Abitibi−Consolidated
Finance L.P. (“ACF”), a wholly−owned subsidiary of Abitibi. The exchange resulted in a debt extinguishment gain during the second quarter of
2008 of approximately $31 million, which is included in “Other income (expense), net” on our Consolidated Statements of Operations for the nine
months ended September 30, 2008. The 2010 Notes were issued at a discount of $82 million. The fair value of the 2010 Notes was determined to
be 72% of par, based on observed market prices of the 2010 Notes after they began trading on April 7, 2008 extrapolated backwards to April 1,
2008 based on fluctuations in the observed market prices of comparable outstanding Abitibi public debt. The effective interest rate on the 2010
Notes is 36.8%, after taking into account the discount and fees being amortized over the term of the 2010 Notes. During the second quarter of
2008, Abitibi repaid $21 million of 6.95% Notes due April 1, 2008 and $12 million of 5.25% Notes due June 30, 2008, that were not tendered for
exchange in the private exchange offer.
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§

Simultaneously with these transactions, AbitibiBowater consummated a private sale of $350 million of 8% convertible notes due April 15, 2013
(“Convertible Notes”) to Fairfax Financial Holdings Limited (“Fairfax”) and certain of its designated subsidiaries. The Convertible Notes bear
interest at a rate of 8% per annum (10% per annum if we elect to pay interest through the issuance of additional convertible notes with the same
terms as “pay in kind”). Bowater provided a full and unconditional guarantee of the payment of principal and interest on the Convertible Notes.
Bowater’s guarantee ranks equally in right of payment with all of our existing and future unsecured senior indebtedness. The Convertible Notes are
not guaranteed by Abitibi or any of its respective subsidiaries. The Convertible Notes are convertible into shares of AbitibiBowater common stock
at a conversion price of $10.00 per share (the “Conversion Price”). Since the closing price of our common stock on the issuance date (also the
commitment date) of the Convertible Notes exceeded the Conversion Price by $3.00 per share, the Convertible Notes included a beneficial
conversion feature. In accordance with EITF 98−5, “Accounting for Convertible Securities with Beneficial Conversion Features or Contingently
Adjustable Conversion Ratios,” we recorded a discount on the Convertible Notes and an increase in paid−in capital of $105 million representing
the fair value of the beneficial conversion feature. The effective interest rate on the Convertible Notes is 18.5%, after taking into account the
discount and fees being amortized over the term of the Convertible Notes. On April 15, 2008, Fairfax exercised its right to appoint two directors to
the Board of AbitibiBowater, pursuant to the terms of the purchase agreement. On October 15, 2008, we elected to make the interest payment due
on that date through the issuance of additional convertible notes. As a result, the balance of the Convertible Notes currently outstanding is
$369 million.

§
Abitibi’s former bank credit facility was repaid and cancelled.
As a result of the refinancings and the cancellation of the Abitibi bank credit facility, Abitibi is no longer subject to financial maintenance covenants on its
recourse debt. However, the Term Loan, the 2010 Notes and the 2011 Notes restrict the ability of Abitibi, Donohue and their respective subsidiaries to incur
additional indebtedness, to grant additional liens, to pay dividends or make loans to AbitibiBowater, to make acquisitions or to make other investments.
Accounts Receivable Securitization Program
As of September 30, 2008, amounts outstanding under Abitibi’s and Donohue’s accounts receivable securitization program were as follows:

(Unaudited, in millions)
Off−Balance Sheet:
Accounts receivable securitization program

Commitment

Amount
Outstanding

Termination
Date

$ 350

$ 255

07/09

Weighted
Average
Interest
Rate
8.33%

Abitibi and Donohue sell most of their trade receivables through a securitization program in order to reduce working capital requirements. We now maintain
an ongoing securitization program committed until July 2009 to obtain aggregate cash proceeds of up to $350 million from accounts receivable. We expect
to renew or enter into a similar accounts receivable securitization program prior to the maturity of the existing program.
As of September 30, 2008, Abitibi and Donohue transferred $485 million of trade receivables resulting in cash proceeds of $255 million, which represented
the total available at that time under the securitization program. Accounts receivable are sold at discounted amounts based on the securitization provider’s
funding cost plus a margin. Abitibi acts as a servicing agent and administers the collection of the accounts receivable sold pursuant to these agreements. The
fees received for servicing the accounts receivable approximate the value of services rendered. The amount that can be obtained under our securitization
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program depends on the amount and nature of the accounts receivable available to be sold. The commitment fee for the unused portion is 50 basis points.
Bowater Liquidity and Short−term Debt
Bowater’s primary sources of liquidity and capital resources are cash on hand, cash provided from operations and available borrowings under its bank credit
facilities. In addition, as noted above, cash generated by our Newsprint South subsidiary is used, in part, to service the debt obligations of Bowater. As of
September 30, 2008, Bowater had cash on hand of approximately $100 million. Bowater’s and Newsprint South’s third quarter 2008 cash used in operations
was $53 million, an increase of $12 million as compared to the second quarter of 2008. In addition, Bowater had $76 million of available borrowings under
its bank credit facilities.
Bowater is forecasting improved quarterly cash from operations, but there is no assurance that Bowater will have sufficient cash to repay its $248 million
9% debentures due August 1, 2009, without significant asset sales or external financing as presently contemplated by Bowater’s available refinancing plans.
Additionally, Bowater’s $144 million Canadian bank credit facility will expire on June 5, 2009 ($67 million outstanding at September 30, 2008). Bowater is
currently seeking to replace both the U.S. and Canadian credit facilities with a senior secured asset−based revolving credit facility with a syndicate of
lenders. The U.S. facility would be expected to have a maturity of five years and be secured by a first lien on substantially all of Bowater’s U.S. working
capital assets. The Canadian facility would be expected to have a maturity of 364 days and be secured by a first lien on substantially all of BCFPI’s
Canadian working capital assets and a second lien on substantially all of Bowater’s U.S. working capital assets. In addition, subject to market conditions,
Bowater is exploring the feasibility of issuing senior secured notes contingent upon the consummation of the new asset−based revolving credit facility. The
proceeds of any such notes offering would be used to repay Bowater’s 9% debentures due August 1, 2009 and for working capital. Any new notes and
related guarantees would likely be secured by security interests in certain collateral subject to permitted liens. However, considering current market
conditions and the credit environment, no assurance can be made that we will be able to complete these refinancing transactions or that they will be
completed on terms that are acceptable to us. Management believes that the short−term liquidity constraints at Bowater, although elevating risks, do not
materially affect the financial condition of Abitibi or AbitibiBowater on a stand−alone basis.
Bowater Bank Credit Facilities
As of September 30, 2008, available borrowings under Bowater’s bank credit facilities were as follows:
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(Unaudited, in millions)

Commitment

Amount
Outstanding

Commitment
Available (1)

Termination
Date

U.S. credit facility
Canadian credit facility

$ 415
144

$ 315
67

$ 30
46

05/11
06/09

$ 559

$ 382

$ 76

(1)

(2)

Weighted
Average
Interest
Rate (2)
6.7%
6.3%

The commitment available under each of these revolving bank
credit facilities is subject to collateral requirements and
covenant restrictions (after giving effect to the financial
covenant waivers included in the November 12, 2008
amendment) as described below or in our Annual Report on
Form 10−K/A for the year ended December 31, 2007, filed on
March 20, 2008, in our Quarterly Report on Form 10−Q for the
quarter ended March 31, 2008, filed on May 12, 2008 or in our
Quarterly Report on Form 10−Q for the quarter ended June 30,
2008, filed on August 11, 2008, and is reduced by outstanding
letters of credit of $70 million for the Bowater U.S. credit
facility and $31 million for the Bowater Canadian credit facility.
Commitment fees for unused portions of Bowater’s U.S. and
Canadian credit facilities are 50 and 25 basis points,
respectively.

Borrowings under the Bowater bank credit facilities incur
interest based, at our option, on specified market interest rates
plus a margin.
Bowater’s U.S. credit agreement is guaranteed by AbitibiBowater, Newsprint South and certain wholly−owned U.S. subsidiaries of Bowater and Newsprint
South, and is secured by (i) liens on the inventory, accounts receivable and deposit accounts of Bowater, Newsprint South and their subsidiaries that are
guarantors, (ii) pledges of 65% of the stock of certain of our foreign subsidiaries, (iii) pledges of the stock of Bowater’s U.S. subsidiaries that do not own
mills or converting facilities and (iv) pledges of the stock of the subsidiaries of Newsprint South. Availability under the U.S. credit facility is limited to 75%
of the net consolidated book value of our accounts receivable and inventory, excluding Bowater Canadian Forest Products Inc. (“BCFPI”) and its
subsidiaries, and is reduced by the amount of outstanding letters of credit.
Bowater’s Canadian credit agreement is secured by liens on the inventory, accounts receivable and deposit accounts of BCFPI and is guaranteed by
Bowater, Newsprint South and certain of their wholly−owned subsidiaries and certain subsidiaries of BCFPI. Availability under the Canadian credit facility
is limited to 60% of the net book value of the accounts receivable and inventory of BCFPI and its subsidiaries, and is reduced by the amount of outstanding
letters of credit.
Based on information currently available to us, we have no indication that the financial institutions syndicated under Bowater’s U.S. credit agreement and
Canadian credit agreement would be unable to fulfill their commitments. However, given the current economic environment and credit risk market crisis,
there is no assurance that this may not change in the future.
Amendments to Bank Credit Facilities
For a more complete discussion of Bowater’s U.S. credit facility, Bowater’s Canadian credit facility, as well as certain amendments to these bank credit
facilities entered into on November 2, 2007 and February 25, 2008, reference is made to our Annual Report on Form 10−K/A for the year ended
December 31, 2007, filed on March 20, 2008, for amendments to these bank credit facilities entered into on March 31, 2008 and April 30, 2008, reference is
made to our Quarterly Report on Form 10−Q for the quarter ended March 31, 2008, filed on May 12, 2008, and for amendments to these bank credit
facilities entered into on June 6, 2008 and August 7, 2008, reference is made to our Quarterly Report on Form 10−Q for the quarter ended June 30, 2008,
filed on August 11, 2008.
Bowater’s U.S. credit facility permits Bowater to send distributions to AbitibiBowater to service interest on AbitibiBowater’s convertible debt provided that
no default exists under this facility at the time of such
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payment and Bowater is in pro forma compliance with this facility’s financial covenants at the time of such payment. Under previous amendments, the
lenders under Bowater’s U.S. and Canadian credit facilities implemented a more restrictive borrowing base, using more extensive eligibility criteria and
imposing additional reporting obligations on us (although, as described below, the date by which Bowater must comply with these more restrictive
requirements is now to be phased in through March 31, 2009).
On November 12, 2008, Bowater and the other parties to its U.S. and Canadian credit facilities entered into amendments to those facilities that, among other
things: (1) waive the requirement that Bowater is required to comply immediately with the more restrictive borrowing base requirements by November 15,
2008 and providing instead for phased−in implementation through March 31, 2009 (extending to April 29, 2009 under certain circumstances) and waive
compliance with certain financial covenant requirements for the third quarter of 2008 (absent such waiver, Bowater would have been in violation of the
senior secured leverage ratio and the interest coverage ratio covenants under the credit facilities for the third quarter); (2) amend certain covenants,
including the leverage ratio, for the fourth quarter of 2008; (3) increase the interest rate under each facility by 125 basis points; (4) provide a lien on
substantially all Canadian fixed assets and the shares of our South Korean subsidiary (which operates Bowater’s Mokpo mill) to Canadian lenders, as
security for indebtedness in a principal amount not to exceed 10% of the shareholders’ equity of BCFPI as of September 30, 2008; (5) add a provision
requiring that 75% of the proceeds of asset sales by Bowater or its subsidiaries be used to reduce amounts outstanding under both facilities on a pro rata
basis; (6) reduce, pro rata, the aggregate amount of the commitment under both facilities by $10 million; and (7) require that Bowater maintain no more than
$70 million of cash on hand, with any excess to be used to reduce amounts outstanding under the facilities.
We expect to be in compliance with the financial covenants of the amended credit facilities through March 31, 2009. However, as discussed above, we
expect to refinance Bowater’s U.S. and Canadian credit facilities prior to March 31, 2009. Bowater’s ability to consummate such refinancing will be subject
to market and other conditions, and no assurance can be made that such transactions will be consummated on terms acceptable to us, or at all. See “ –
Overview.”
The U.S. and Canadian credit facilities further provide that Bowater may make dividends and distributions to AbitibiBowater sufficient to pay (1) taxes
attributable to Bowater and its subsidiaries and (2) up to $10 million more than 50% of certain of AbitibiBowater’s annual overhead expenses, such as
accounting and auditing costs, director fees, director and officer insurance premiums, franchise taxes, transfer agent fees and legal and other expenses
connected to AbitibiBowater’s status as a public company. Overhead expenses do not include management fees, salaries, bonuses or debt service.
Abitibi and Bowater and their subsidiaries may also, from time to time, subject to any applicable restrictions contained in any indebtedness documents, enter
into transactions with related parties, including AbitibiBowater for management and other services (such as IT, environmental, human resources and legal
services) and intercompany advances, loans and investments, intercompany product sales and purchases.
Employees
As of September 30, 2008 AbitibiBowater employed approximately 15,600 people, of whom approximately 11,000 were represented by bargaining units.
Our unionized employees are represented predominantly by the Communications, Energy and Paperworkers Union in Canada and predominantly by the
United Steelworkers Union in the U.S. As we implement synergies in 2008, we expect to have some decline in employment.
One collective bargaining agreement, covering approximately 150 of our employees, which expired before December 31, 2007, is in the process of being
renewed. In 2008, another eight collective bargaining agreements will expire (four of which relate to idled facilities), covering approximately 850
employees. A significant number of our collective bargaining agreements with respect to our paper operations in Eastern Canada will expire in the third
quarter of 2009. The employees at the facility in Mokpo, South Korea have complied with all conditions necessary to strike. The possibility of a strike or
lockout of those employees is not clear. While negotiations with the unions in the past have resulted in collective agreements being signed, as is the case
with any negotiation, we may not be able to negotiate acceptable new agreements, which could result in strikes or work stoppages by affected employees.
Renewal of collective bargaining agreements could also result in higher wage or benefit costs. Therefore, we could experience a disruption of our operations
or higher ongoing labor costs which could have a material adverse effect on our business, financial condition or results of operations.
Employee Benefit Plans
The determination of projected benefit obligations and the recognition of expenses related to pension and other postretirement obligations are dependent on
assumptions used in calculating these amounts. These assumptions include: discount rates, expected rates of return on plan assets, rate of future
compensation increases, mortality, termination, health care inflation trend rates and other factors. Management develops each assumption using relevant
company experience in conjunction with market related data for each individual country in which such plans exist. All assumptions are reviewed
periodically with third party actuarial consultants and adjusted as necessary.
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ABITIBIBOWATER INC.
Recent deterioration in the securities markets has impacted the value of the assets included in our defined benefit pension plans, the effect of which has not
been reflected in the accompanying consolidated financial statements as of and for the nine months ended September 30, 2008, based on the provisions of
SFAS 158, which require plan assets and obligations to be re−measured at December 31, 2008. In June 2008, we embarked on a de−risking strategy with
our pension plans by reducing the equity component of such plans. Currently, our plans are comprised of approximately 25% equity and 75% fixed income.
Accordingly, we mitigated the recent volatility that went through the equity markets.
Should values not recover before December 31, 2008, the decline in fair value of our plans would result in increased total pension costs for 2009 as
compared to total pension costs expected during 2008. However, future minimum cash contributions are not expected to be materially impacted in 2009 as a
result of the continued market volatility since the 2009 contributions are largely based on valuations performed as of or prior to January 1, 2008. A
continued decline in fair value of our plans may, however, increase the minimum cash contributions that will be required in 2010.
Recent Accounting Pronouncements
Reference is made to Note 1 to our Unaudited Consolidated Financial Statements included in this Form 10−Q, “Organization and Basis of Presentation —
New Accounting Pronouncements” for a discussion of new accounting pronouncements issued but not yet adopted.
Item 3. Quantitative and Qualitative Disclosures About Market Risk
AbitibiBowater is exposed to risks associated with foreign currency exchange rates, commodity price risk and changes in interest rates.
Foreign Currency Exchange Risk
We have manufacturing operations in Canada, the United States, the United Kingdom and South Korea and sales offices located throughout the world. As a
result, we are exposed to movements in foreign currency exchange rates in countries outside the United States. Our most significant foreign currency
exposure relates to Canada. Over half of our pulp and paper production capacity and a significant portion of our wood products production are in Canada,
with manufacturing costs primarily denominated in Canadian dollars. Also, certain other assets and liabilities are denominated in Canadian dollars and are
exposed to foreign currency movements. As a result, our earnings are affected by increases or decreases in the value of the Canadian dollar. Increases in the
value of the Canadian dollar versus the United States dollar will tend to reduce reported earnings, and decreases in the value of the Canadian dollar will tend
to increase reported earnings. See the information set forth under Part I, Item 1A., “Risk Factors — Currency fluctuations may adversely affect our results
of operations and financial condition, and changes in foreign currency exchange rates can affect our competitive position, selling prices and manufacturing
costs.” in our Annual Report on Form 10−K/A for the year ended December 31, 2007, filed on March 20, 2008, as updated in our Quarterly Report on Form
10−Q for the quarter ended March 31, 2008, filed on May 12, 2008 for further information on foreign exchange risks related to our operating costs.
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ABITIBIBOWATER INC.
To reduce our exposure to differences in Canadian dollar exchange rate fluctuations, we periodically enter into and designate Canadian dollar−forward
contracts to hedge certain of our forecasted Canadian dollar cash outflows. We estimate the monthly forecasted Canadian dollar outflows on a rolling
24−month basis and, depending on the level of the Canadian dollar, hedge the first monthly Canadian dollar outflows of manufacturing costs up to 90% of
such monthly forecasts in each of the first twelve months and up to 80% in the following twelve months of total forecasted Canadian dollar outflows. At
September 30, 2008, we had no Canadian dollar forward contracts or offsetting forward contracts outstanding and at December 31, 2007, we had Canadian
dollar forward contracts and offsetting forward contracts outstanding for a notional amount of $70 million. Based on exchange rates and hedging levels
during the nine months ended September 30, 2008, a one cent increase in the Canadian dollar exchange rate would have reduced our operating income by
approximately $22 million. We also enter into Euro and British pound sterling forward contracts for an amount equal to up to 75% of outstanding sales
contracts with customers, depending on the levels of the respective currencies. At December 31, 2007, we had no Euro or British pound sterling forward
contracts outstanding while at September 30, 2008 we had $12 million and $6 million, respectively, outstanding. Information regarding the carrying value
and fair market value of the contracts is set forth in Note 13 to our Unaudited Consolidated Financial Statements included in this Form 10−Q.
Interest Rate Risk
We are exposed to interest rate risk on our fixed−rate and variable−rate long−term debt and our short−term variable−rate bank debt. Our objective is to
manage the impact of interest rate changes on earnings and cash flows and on the market value of our borrowings. We have a mix of fixed−rate and
variable−rate borrowings. At September 30, 2008 and December 31, 2007, we had $5.0 billion and $4.6 billion, respectively, of fixed−rate long−term debt;
$0.7 billion and $0.6 billion, respectively, of short−term variable−rate debt; and, $0.5 billion and $0.4 billion, respectively, of long−term variable−rate debt.
The fixed−rate long−term debt is exposed to fluctuations in fair value resulting from changes in market interest rates, but not earnings or cash flows. Our
variable−rate short and long−term debt approximates fair value as it bears interest rates that approximate market, but changes in interest rates do affect
future earnings and cash flows. Based on our outstanding short and long−term variable−rate debt, a 100 basis−point increase in interest rates would have
increased our interest expense for the nine months ended September 30, 2008 by approximately $9 million before the impact of our interest rate swaps. In
addition, Abitibi has $100 million of notional amount of interest rate swaps that exchange a fixed rate for a variable rate. These swaps do not qualify for
hedge accounting. A 100 basis point increase in short−term interest rates would have increased our cash disbursements for these swaps by approximately $1
million in the first nine months of 2008. The change in fair value of the instruments is recorded in interest expense in our Consolidated Statement of
Operations.
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Commodity Price Risk
We purchase significant amounts of energy, chemicals, wood fiber and recovered paper to supply our manufacturing facilities. These raw materials are
market−priced commodities and, as such, are subject to fluctuations in market prices. Increases in the prices of these commodities will tend to reduce our
reported earnings and decreases will tend to increase our reported earnings. From time to time, we may enter into contracts aimed at securing a stable source
of supply for commodities such as timber, wood fiber, energy, chemicals and recovered paper. These contracts typically require us to pay the market price at
the time of purchase. Thus under these contracts we generally remain subject to market fluctuations in commodity prices.
Item 4. Controls and Procedures.
(a) Evaluation of Disclosure Controls and Procedures:
We have evaluated the effectiveness of the design and operation of our disclosure controls and procedures, as defined in Rules 13a−15(e) and 15d−15(e) of
the Securities Exchange Act of 1934, as of September 30, 2008. Based on that evaluation, the President and Chief Executive Officer and the Senior Vice
President and Chief Financial Officer concluded that our disclosure controls and procedures were effective as of such date in recording, processing,
summarizing, and timely reporting information required to be disclosed in our reports to the Securities and Exchange Commission.
(b) Changes in Internal Control over Financial Reporting:
In connection with the evaluation of internal control over financial reporting, there were no changes during the period covered by this report that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II — OTHER INFORMATION
Item 1. Legal Proceedings.
We are involved in various legal proceedings relating to contracts, commercial disputes, taxes, environmental issues, employment and workers’
compensation claims and other matters. We periodically review the status of these proceedings with both inside and outside counsel. Although the final
outcome of any of these matters is subject to many variables and cannot be predicted with any degree of certainty, we establish reserves for a matter when
we believe an adverse outcome is probable and the amount can be reasonably estimated. We believe that the ultimate disposition of these matters will not
have a material adverse effect on our financial condition, but it could have a material adverse effect on the results of operations in any given quarter or year.
There have been no material developments to the legal proceedings described in our Annual Report on Form 10−K/A for the year ended December 31,
2007, filed on March 20, 2008, as updated in our Quarterly Report on Form 10−Q for the quarter ended March 31, 2008, filed on May 12, 2008.
Item 1A. Risk Factors
The following risk factors are intended to update the risk factors set forth in our Annual Report on Form 10−K/A for the year ended December 31, 2007,
filed on March 20, 2008, as updated in our Quarterly Report on Form 10−Q for the quarter ended March 31, 2008, filed on May 12, 2008. In addition to the
other information set forth in this report, you should carefully consider the following factors which could materially affect our business, financial condition
or future results. The risks described below are not the only risks we are facing. Additional risks and uncertainties not currently known to us or that we
currently deem to be immaterial also may materially affect our business, financial condition or results of operations.
Our substantial indebtedness is currently affecting our financial health.
We have a significant amount of indebtedness. As of September 30, 2008, AbitibiBowater had outstanding total debt of approximately $6.2 billion, of which
approximately $1.1 billion was secured debt, and shareholders’ equity of $1.2 billion. AbitibiBowater has outstanding long−term convertible notes and each
of our Abitibi and Bowater subsidiaries has outstanding long−term notes. In addition, Abitibi utilizes an accounts receivable securitization program and
Bowater utilizes bank credit facilities for working capital and other operating needs. Our substantial amount of debt could have important negative
consequences, by further:
•
limiting our ability to obtain additional financing, if needed, or refinancing, when needed, for debt service requirements, working capital, capital
expenditures or other purposes;
•

increasing our vulnerability to current and future adverse economic and industry conditions;

•

requiring us to dedicate a substantial portion of our cash flows from operations to make payments on our debt;

•

causing us to monetize assets such as timberland or production facilities on terms that may be unfavorable to us;

•

causing us to offer debt or equity securities on terms that may not be favorable to us or our shareholders;

•

reducing funds available for operations, future business opportunities or other purposes;

•

limiting our flexibility in planning for, or reacting to, changes and opportunities in our business and our industry;

•

increasing employee turnover and uncertainty, diverting management’s attention from routine business and hindering our ability to recruit
qualified employees; and

•
placing us at a competitive disadvantage compared to our competitors that have less debt.
Our bank credit facilities, the indentures governing our various notes, debentures and other debt securities and the terms and conditions of our other
indebtedness may permit us or our subsidiaries to incur or guarantee additional indebtedness, including secured indebtedness in some circumstances. The
terms of this indebtedness also restrict our ability to sell assets, apply the proceeds of such sales, and reinvest in our business. As discussed in the
immediately following risk factor, we expect that we will incur additional or replacement indebtedness in the near term. As a result, some or all of the risks
discussed above may increase.
There can be no assurance that we will be able to generate sufficient cash flows to repay our outstanding indebtedness when it matures, in light of (1) the
significant decreases in North American demand for newsprint, which is our
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principal product, (2) the current weakness in the housing and lumber markets, (3) current pricing for our coated, specialty and market pulp products and
(4) the strength of other currencies against the U.S. dollar. As a result of our cash flows for the nine months ended September 30, 2008, on October 15,
2008, we elected to exercise our option to pay interest due on that date on our outstanding convertible senior notes due 2013 by increasing the outstanding
principal amount of such notes. We do not have the ability to make similar “payment−in−kind” interest payments on our other outstanding indebtedness. If
our future cash flow is insufficient and refinancing or additional financing is unavailable, we may be unable to meet our debt obligations. If we default
under the terms of some of our indebtedness, the relevant debt holders may accelerate the maturity of its obligations, which could cause cross−defaults or
cross−acceleration under our other obligations. There are no cross−defaults or cross−acceleration provisions under Abitibi’s obligations as it relates to
Bowater and under Bowater’s obligations as it relates to Abitibi.
In addition, our substantial indebtedness and current liquidity situation may cause concern to one or more of our customers, vendors or trade creditors. If
any customer’s, vendor’s or trade creditor’s concern changes their business relations with us by stopping work, ceasing sales, requiring sales on cash terms
or other changes, these changes may materially adversely affect our cash flows and results of operations.
The current decline in the global economy and credit crisis may significantly inhibit our ability to reduce and refinance our current indebtedness.
As of September 30, 2008, total short−term bank debt and current installments of long−term debt totaled $1,002 million. Based on our current and expected
cash flows and existing credit facilities, we expect that we will need to refinance a significant portion of this indebtedness. During the third quarter of 2008,
the global credit markets suffered a significant contraction, including the failure of some large financial institutions. This has resulted in a significant decline
in the credit markets and the overall availability of credit. Although many governments, including the United States, have recently taken actions to ease the
current credit crisis and make more credit available, no assurance can be provided that such efforts will be successful. Market disruptions, such as those
currently being experienced, as well as our high debt levels and the overall weakness in demand for our products may increase our cost of borrowing or
adversely affect our ability to refinance our obligations as they become due. If we are unable to refinance our indebtedness or access additional credit, or if
our short−term or long−term borrowing costs dramatically increase, our ability to finance our current operations and meet our short−term and long−term
obligations could be adversely affected.
In addition, we have targeted approximately $750 million in asset sales by the end of 2009, including our Mokpo, South Korea paper mill, as well as
additional forest lands, sawmills, hydroelectric sites and other assets in order to reduce our outstanding indebtedness and provide us with additional working
capital. However, as a result of the current global economy and credit crisis, it may be difficult for potential purchasers to obtain the financing necessary to
buy such assets. As a result, we may be forced to sell the assets for significantly lower amounts than planned or may not be able to sell them at all.
Our operations require substantial capital and we may not have adequate capital resources to provide for all of our capital requirements.
Our businesses are capital intensive and require that we regularly incur capital expenditures in order to maintain our equipment, increase our operating
efficiency and comply with environmental laws. In addition, significant amounts of capital may be required to modify our equipment to produce alternative
grades with better demand characteristics or to make significant improvements in the characteristics of our current products. If our available cash resources
and cash generated from operations are not sufficient to fund our operating needs and capital expenditures, we would have to obtain additional funds from
borrowings or other available sources or reduce or delay our capital expenditures. As discussed above, the recent credit crisis and downturn in the global
economy has resulted in a significant decline in the credit markets and the overall availability of credit. We may not be able to obtain additional funds on
favorable terms or at all. In addition, our debt service obligations will reduce our available cash flows. If we cannot maintain or upgrade our equipment as
we require, we may become unable to manufacture products that compete effectively.
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If we do not meet the continued listing requirements of the New York Stock Exchange, our common stock may be delisted.
Our common stock is listed on both the New York Stock Exchange (“NYSE”) and the Toronto Stock Exchange. The NYSE requires us to continue to meet
certain listing standards, including standards related to the trading price of our common stock (e.g., maintaining an average share price of at least $1.00), as
well as our global market capitalization (e.g., maintaining an average global market capitalization of at least $75 million). If we do not meet the NYSE’s
continued listing standards, we will be notified by the NYSE and we will be required to take corrective action to meet the continued listing standards;
otherwise our common stock will be delisted from the NYSE. While we expect that we would have a reasonable time (e.g., between 6 and 18 months) to
take corrective action, we cannot provide any assurances that we will have a reasonable time, if any, or that our corrective action would be successful. A
delisting of our common stock from the NYSE could hurt our investors by reducing the liquidity and market price of our common stock. Additionally, a
delisting could negatively impact us by reducing the number of investors willing to hold or acquire our common stock, which could negatively impact our
ability to access the public capital markets, and by reducing the value of our equity compensation plans, which could negatively impact our ability to retain
key employees.
Developments in alternative media could continue to adversely affect the demand for our products, especially in North America, and our responses to
these developments may not be successful.
Trends in advertising, electronic data transmission and storage and the Internet could have further adverse effects on traditional print media, including our
products and those of our customers, but neither the timing nor the extent of those trends can be predicted with certainty. Our newspaper, magazine and
catalog publishing customers may increasingly use, and compete with businesses that use, other forms of media and advertising and electronic data
transmission and storage, including television and the Internet, instead of newsprint, coated paper, uncoated specialty papers or other products made by us.
The demand for certain of our products weakened significantly over the last several years. For example, industry statistics indicate that North American
newsprint consumption has been in decline for several years and has experienced annual declines of 5.1% in 2005, 6% in 2006, 9.8% in 2007 and 9.4% for
the first nine months of 2008. We believe, and certain third party forecasters indicate, that these declines in newsprint demand could continue or accelerate
for the remainder of 2008 and for 2009 and beyond, due to conservation measures taken by publishers, reduced North American newspaper circulation, less
space devoted to advertising and substitution to other uncoated mechanical grades.
One of our responses to the declining demand for our products has been to curtail our production capacity. For example, during the first quarter of 2008, we
completed the implementation of the first phase of a strategic review, pursuant to which, among other things, we reduced our newsprint and specialty papers
production capacity by almost 1 million metric tons per year. During the third quarter of 2008, we announced that we would take approximately 30,000 to
35,000 metric tons per month of market−related downtime in newsprint during the fourth quarter of 2008. Additionally, we recently announced that we
would take approximately 35,000 metric tons of market−related downtime in pulp during the fourth quarter of 2008. We have also disclosed that we plan to
reduce capacity in 2009 by taking 50,000 metric tons of market−related downtime monthly. It may also become necessary to curtail even more production
or permanently shut down even more machines or facilities. Such further curtailments and shut downs would become increasingly likely as North American
newsprint demand continues to decline or if market conditions otherwise worsen. Curtailments or shutdowns could result in goodwill or asset write−downs
and additional costs at the affected facilities, and could negatively impact our cash flows and materially affect our results of operations and financial
condition.
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Item 5. Other Information
As of November 12, 2008, Bowater and the other parties to its U.S. and Canadian credit facilities entered into amendments to those facilities that, among
other things: (1) waive the requirement that Bowater is required to comply immediately with the more restrictive borrowing base requirements by
November 15, 2008 and providing instead for phased−in implementation through March 31, 2009 (extending to April 29, 2009 under certain circumstances)
and waive compliance with certain financial covenant requirements for the third quarter of 2008 (absent such waiver, Bowater would have been in violation
of the senior secured leverage ratio and the interest coverage ratio covenants under the credit facilities for the third quarter); (2) amend certain covenants,
including the leverage ratio, for the fourth quarter of 2008; (3) increase the interest rate under each facility by 125 basis points; (4) provide a lien on
substantially all Canadian fixed assets and the shares of our South Korean subsidiary (which operates Bowater’s Mokpo mill) to Canadian lenders, as
security for indebtedness in a principal amount not to exceed 10% of the shareholders’ equity of BCFPI as of September 30, 2008; (5) add a provision
requiring that 75% of the proceeds of asset sales by Bowater or its subsidiaries be used to reduce amounts outstanding under both facilities on a pro rata
basis; (6) reduce, pro rata, the aggregate amount of the commitment under both facilities by $10 million; and (7) require that Bowater maintain no more than
$70 million of cash on hand, with any excess to be used to reduce amounts outstanding under the facilities. See “Liquidity and Capital Resources —
Amendments to Bank Credit Facilities” in Part I, Item 2. “Management’s Discussion and Analysis of Financial Condition and Results of Operations” of this
Form 10−Q.
Item 6. Exhibits.
Exhibit No. Description
3.1

Amended and Restated By−Laws effective July 30, 2008 (incorporated by reference from Exhibit 3.1 to the Company’s Current Report on
Form 8−K dated July 30, 2008, SEC File No. 001−33776).

10.1*

AbitibiBowater Inc. Outside Director Deferred Compensation Plan, dated as of November 11, 2008.

10.2*

Consulting Agreement, dated as of July 14, 2008, between AbitibiBowater Inc. and Thor Thorsteinson (incorporated by reference from
Exhibit 10.19 to the Company’s Quarterly Report on Form 10−Q for the quarter ended June 30, 2008 filed on August 11, 2008, SEC File
No. 001−33776).

10.3*

Consulting Agreement, dated as of August 15, 2008, between AbitibiBowater Inc. and John Weaver (incorporated by reference from
Exhibit 10.1 to the Company’s Current Report on Form 8−K dated August 15, 2008, SEC File No. 001−33776).

31.1

Certification of President and Chief Executive Officer Pursuant to Section 302 of the Sarbanes−Oxley Act of 2002.

31.2

Certification of Senior Vice President and Chief Financial Officer Pursuant to Section 302 of the Sarbanes−Oxley Act of 2002.

32.1

Certification of President and Chief Executive Officer Pursuant to Section 906 of the Sarbanes−Oxley Act of 2002.

32.2

Certification of Senior Vice President and Chief Financial Officer Pursuant to Section 906 of the Sarbanes−Oxley Act of 2002.

*

This is a management contract or compensatory plan or
arrangement.
61

Table of Contents
ABITIBIBOWATER INC.
SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this Report to be signed on its behalf by the
undersigned thereunto duly authorized.
ABITIBIBOWATER INC.
By /s/ William G. Harvey
William G. Harvey
Senior Vice President and Chief Financial Officer
By /s/ Joseph B. Johnson
Joseph B. Johnson
Vice President and Controller
Dated: November 14, 2008
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AbitibiBowater Inc. Outside Director Deferred Compensation Plan
1. Purpose. The AbitibiBowater Inc. Outside Director Deferred Compensation Plan (the “Plan”) is intended to enhance the Company’s ability to attract and
retain talented individuals to serve as members of the Board of Directors and to promote a greater alignment of interests between non−employee
members of the Board and the shareholders of the Company. All non−employee directors are eligible to participate in the Plan and enjoy the benefits of
the Plan as set forth below upon the Effective Date or, for non−employee directors elected or appointed to the Board after the Effective Date, on the date
of election or appointment.
In conjunction with the termination of Prior Plans (as defined herein) effective as of December 31, 2008, any outstanding balance credited on behalf of a
current Director under one or more Prior Plans shall be transferred to the Plan and credited hereunder as an opening Account balance on the Effective
Date. Unless otherwise stated, all Prior Plan amounts transferred to the Plan are subject to the terms set forth herein.
2. Definitions. The following words and phrases, when used in this Plan with an initial capital letter, unless the context clearly indicates otherwise, shall
have the following meanings, or the meanings as set forth elsewhere in this Plan. Wherever applicable the masculine pronoun shall include the feminine
pronoun and the singular shall include the plural.
(a) “Account” means a bookkeeping account established for the benefit of a Director under Section 6 used solely to measure and determine the
amounts credited under the Plan on his behalf. A Director’s Account may include sub−accounts consisting of a Cash Account and a Deferred
Share Unit Account.
(b)

“Administrator” means the Corporate Secretary of the Company.

(c)

“Affiliate” means any entity directly or indirectly controlled by, controlling, or under common control with the Company.

(d)

“Beneficiary” means the person or persons (including, without limitation, any trustee) last designated by a Director to receive the balance of his
Account in the event of the Director’s death. If there is no effective designated Beneficiary on file or surviving Beneficiary, the Participant’s estate
shall be the Director’s Beneficiary.

(e)

“Board” means the Board of Directors of the Company.

(f)

“Canadian Director” means a Director who is a Canadian resident for purposes of the Income Tax Act (Canada) (the “Canadian Tax Act”).

(g)

“Cash Account” means the sub−account used to record (i) deferrals made hereunder that are designated by the Director for allocation to the Cash
Account and (ii) earnings on such amounts.

(h)

“Committee” means Human Resources and Compensation Committee of the Board or such members of the Board as are selected by the Board
from time to time to administer the Plan.

(i)

“Company” means AbitibiBowater Inc.

(j)

“Crediting Date” is, unless otherwise determined by the Committee, the last business day of the calendar quarter.

(k)

“Deferred Share Unit Account” or “DSU Account” means the sub−account used to record (i) deferrals made hereunder which are designated by
the Director for allocation to the DSU Account and (ii) any credits on and adjustments of such amounts pursuant to Section 6.

(l)

“Director” means any individual qualified to serve as a member of the Board who is elected or appointed and who is not an employee or a
full−time officer of the Company or any Affiliate.

(m)

“Effective Date” means January 1, 2009.

(n)

“Fair Market Value” means the average of the high and low trading prices of a share of Stock as reported for the New York Stock Exchange
Composite Transactions during the previous five business days ending, and including, the Valuation Date, rounded to the nearest number within
two decimal places.

(o)

“Prior Plans” means the Deferred Compensation Plan for Outside Directors of Bowater Incorporated, the Bowater Incorporated Outside Directors’
Stock−Based Deferred Fee Plan, the Bowater Incorporated 2004 Non−Employee Director Stock Unit Plan and the Abitibi−Consolidated Inc. Stock
Plan for Non−Employee Directors.

(p)

“Separation from Service” means a separation from service with the Company and other entities affiliated with the Company, as determined in
accordance with Section 409A of the U.S. Internal Revenue Code of 1986, as amended (the “Code”) and guidance issued thereunder. For purposes
of the foregoing, whether an entity is affiliated with the Company shall be determined pursuant to the controlled group rules of Code Section 414,
as modified by Code Section 409A.

(q)

“Share Unit” means the right to receive payment in cash in an amount equal to the Fair Market Value of one share of Stock, determined as of the
Valuation Date with respect to that Share Unit.

(r)

“Stock” means the common stock of the Company, par value $1.00.

(s)

“US Director” means a Director who is considered a US resident for tax purposes.

(t)

“Valuation Date” means the date of the Director’s Separation from Service.
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3. Eligibility. Participation in the Plan shall be extended to all Directors.
4. Administration. The Committee shall administer the Plan, provided that the Committee may delegate responsibility for administration to such person or
persons as it deems appropriate from time to time. Subject to the express provisions of the Plan, the Committee shall have the authority to do all things
that it may deem necessary or desirable in connection with the administration of the Plan, including without limitation (a) to establish, modify and
revoke rules relating to the Plan; (b) to interpret and construe the terms of the Plan, any rules under the Plan and the terms and conditions of any award
or benefit under the Plan; (c) to approve the form and content of any documentation relating to awards or benefits under the Plan or Plan administration;
and (d) consistent with the express provisions of the Plan, to approve, establish and amend the terms governing a benefit under the Plan. All
determinations, interpretations and decisions made by the Committee under or with respect to the Plan shall be final, conclusive and binding on the
Company, and Directors and any beneficiary of a benefit. No member of the Committee shall be liable for any action taken in good faith with respect to
the Plan. Notwithstanding the foregoing, the Administrator shall have the authority to approve the form and content of any election or beneficiary forms
for the efficient administration of the Plan.
5. Deferral Election. A Director may elect to defer all or a portion of his cash compensation including, without limitation, his annual retainer and/or other
fees for service as a Director (for example, for serving as chair), if he completes and delivers to the Administrator a written deferral election
(i) designating the portion of such compensation to be deferred under the Plan in 10% increments and (ii) specifying whether the deferrals are to be
allocated to the Cash Account or the DSU Account (or both Accounts in 10% increments). Notwithstanding the foregoing, a Canadian Director cannot
allocate a deferral to a Cash Account; any deferral by a Canadian Director will be allocated to a DSU Account. To be considered timely, a Director must
deliver the written deferral election as follows.
(a) For Directors in office on the Effective Date, deferral election must be completed and filed with the Administrator by December 31, 2008 to be
effective to defer compensation earned on and after the Effective Date under the Plan.
(b)

With respect to any calendar year, the deferral election must be made before the commencement of that calendar year. Notwithstanding the
foregoing, if an individual first becomes elected or appointed as a Director during the calendar year, the deferral election must be completed and
filed with the Administrator within 30 days after the Director is first elected or appointed.
An election made in accordance with the foregoing shall be effective for the calendar year for which it was made but shall only be effective with regard
to compensation earned on and after January 1 of the year to which the election relates or after the expiration of the 30−day election period for
newly−elected or appointed Directors, as the case may be. Once an election is made, it is irrevocable for the calendar year (or portion thereof for
newly−elected or appointed Directors) for which it was made and will continue in effect for subsequent calendar years until revoked or changed by the
Director. An election may be revoked or changed only with respect to a calendar year subsequent to the date of the revocation or change. If no election to
defer is made, the Director shall be deemed to have elected to be paid compensation for his duties as a Director entirely in cash. A Director’s written
election shall constitute the Director’s acceptance of the benefits and terms of the Plan.
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6. Accounts.
(a) Establishment of Accounts. As of the Effective Date or, if later, the date on which an individual becomes a Director and elects to defer
compensation to the Plan, the Administrator or its delegate shall establish an Account for each Director to reflect the deferrals of amounts made for
the Director’s benefit, together with any income adjustments thereto. The Accounts shall not be used to segregate assets for payment of any
amounts deferred or allocated under the Plan, and shall not constitute or be treated as a trust fund of any kind. Unless the Committee determines
otherwise, the Plan shall maintain and credit the following sub−Accounts: (i) Cash Account and (ii) DSU Account. The Director shall, at all times,
have a nonforfeitable right to all amounts credited to his Account.
(b)

Crediting of Accounts.
(i)
In General. An amount will be credited to a Director’s Cash Account and/or DSU Account pursuant to the Director’s deferral election on
each Crediting Date.
(A) The amount allocated to the Cash Account shall be the amount of compensation earned for that quarter and specified for allocation to
the Cash Account.
(B)

(c)

The amount allocated to the DSU Account shall be a number of Deferred Share Units (including fractional Deferred Share Units)
determined by dividing (i) the amount of compensation earned for that quarter and specified for allocation to the DSU Account by
(ii) 95% of the Fair Market Value of the Stock as of the Crediting Date.
(ii) Prior Plans. Each Director with a Prior Plan account balance and/or a deferred stock unit award granted in 2007 under the Bowater
Incorporated 2006 Stock Option and Restricted Stock Plan shall have such balance and/or award as of December 31, 2008 transferred to the
Plan and credited to his Account as an opening balance on the Effective Date. If such Prior Plan account balance was cash−based, such
balance shall be credited to a Director’s Cash Account. If such Prior Plan and/or award was share or share unit−based, such shares or share
units shall be converted into Deferred Share Units at a ratio of one−to−one and credited to a Director’s DSU Account. Unless otherwise
stated herein, all Prior Plan amounts credited to Accounts hereunder shall be subject to the terms of this Plan. For reference, no Canadian
Director had a Prior Plan account balance in cash. Therefore, all Prior Plan account balances for Canadian Directors were transferred to the
DSU account.
Earnings and Adjustments.
(i)
Cash Account. As of the last day of each quarter, the Cash Account of each Director shall be credited with interest, on the average balance
of the Cash Account during such quarter, at a rate equal to the Lipper Money Market Fund Index or in the absence of such index, by a
comparable index designated by the Committee, for such quarter.
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(ii)

Deferred Share Unit Account.
(A) Dividends. With respect to dividend record dates occurring during the period in which Deferred Share Units are credited to a
Director’s DSU Account, the Director’s DSU Account will be increased to reflect dividends payable with respect to Stock. The DSU
Account will be increased by the number of Deferred Share Units equal to the number of shares of Stock that could be purchased with
the dividends payable with respect to such Deferred Share Units as of the record date for that dividend and based on the Fair Market
Value of the Stock at the time such dividends are paid.
(B)

Adjustments. In the event of any stock dividend, stock split, combination or exchange of shares, merger, consolidation, spinoff or other
distribution (other than normal cash dividends) of Company assets to shareholders or any other change affecting the Stock, the
Committee may make such adjustments to the amount payable with respect to the Deferred Share Units that the Committee, in its sole
discretion, may deem appropriate to reflect such change.
(d) Reallocation of Accounts. Transfers shall not be permitted between Accounts.
7. Distributions. A Director’s Account shall be distributed in cash upon the Director’s Separation from Service or death,
whichever is earlier. Payment
th
shall be made no later than the last day of the calendar year in which the payment event occurs, or if later, the 15 day of the third month following such
event. The latest payment date set forth in the preceding sentence has been specified for purposes of complying with the provisions of Section 409A of
the Internal Revenue Code. Notwithstanding the foregoing, if a Director made an election under the Bowater Incorporated 2006 Stock Option and
Restricted Stock Plan to receive payment of deferred stock units awarded in 2007 in the form of installment payments, such election will continue to be
honored under the Plan.
8. Designation of Beneficiary. Each Director shall designate on forms provided by the Administrator, signed by the Participant and delivered to the
Administrator, the Beneficiary or Beneficiaries to receive the balance credited to the Director’s Account in the event of his death. A Director may, from
time to time, change the designated Beneficiary or Beneficiaries, without the consent of such Beneficiary or Beneficiaries, by delivering to the
Administrator a new written and signed designation of Beneficiary. The Director’s spouse, if any, shall not be required to consent in writing to any
non−spouse designation. The Director may designate primary or contingent Beneficiaries. The written designation last delivered and signed by the
Director shall be effective and supersede all prior designations on file with the Administrator.
9. Voting Rights. A Director shall not be a shareholder of record with respect to Deferred Share Units and shall have no voting rights with respect to the
Deferred Share Units.
10. Transferability. Rights under the Plan may not be sold, assigned, pledged, alienated or otherwise transferred or encumbered except by will or the laws
of descent and distribution.
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11. Covenants of Director. As a condition of participation in this Plan, each participating Director agrees to devote his best efforts and undivided loyalty to
the Company and devote such time to his tasks as a Director as shall be required to discharge his obligations to the best of his abilities.
12. Remedies of the Company. Upon the occurrence of any one or more of the following circumstances:
(a) if the Director is at any time removed from incumbency as a Director for reasons deriving from his gross negligence or misconduct detrimental to
the business interests of the Company, or for criminal conduct of any type (regardless of the effect thereof on the business interest of the
Company); or
(b) if the Director at any time materially fails to comply with the requirements of Section 11;
then, and in any such event, the Company’s obligation to pay or provide benefits hereunder to such Director shall automatically cease and terminate, and
neither the Director nor any other person claiming any benefit pursuant to the Director’s participation in this Plan shall have any rights, claims or causes
of action hereunder against the Board, the Company or any person acting on their behalf. The Company’s sole remedy for breach by the Director of the
provisions of Section 11 shall be to cease paying or providing benefits pursuant to the provisions of Section 7 or receive from the Director repayment of
any amounts paid. Such remedy shall not preclude the Company from recovering from a Director damages inflicted on the Company or its Affiliates by
conduct of a Director which renders the Director liable to the Company independently of the fact that such conduct constitutes a breach of the Director’s
covenants in Section 11.
13. Limitation of Rights of the Director. Inclusion under the Plan shall not give a Director any right or claim to a benefit, except as specifically defined in
this Plan. The establishment of the Plan shall not be construed as giving any Director a right to be continued in Service as a Director of the Company.
14. Payments To Incompetents. In the event that any payment hereunder becomes payable to a person adjudicated to be incompetent, payment thereof to
the guardian or legal representative of such person shall constitute full and complete compliance herewith and entitle the Company to discharge with
respect thereto.
15. Construction.
(a) The decision of the Committee on all matters concerning the interpretation and administration of this Plan shall be final. Each Director agrees, as a
condition to participation herein, to be bound by all actions and interpretations regarding this Plan by the Committee. Neither the Board, the
Committee, any individual Director nor any persons acting on their behalf shall be subject to any liability to any Director or other person in the
construction and administration of this Plan.
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(b)

Notwithstanding any other provision of this Plan, it is intended that all Deferred Share Units granted under this Plan which are considered to be
deferred compensation subject to Section 409A of the Code shall be provided and paid in a manner, and at such time, including without limitation
payment only in connection with a permissible payment event contained in Section 409A (e.g., separation from service from the Company and its
affiliates as defined for purposes of Section 409A of the Code), and in such form, as complies with the applicable requirements of Section 409A of
the Code, to avoid the unfavorable tax consequences provided therein for non−compliance. In addition, it is intended that all Deferred Share Units
granted to Canadian Directors under this Plan shall be provided and paid in a manner, and at such time, and in such form, as complies with the
applicable requirements of paragraph 6801(d) of the regulations to the Canadian Tax Act, to avoid the unfavorable tax consequences provided
therein for non−compliance. Notwithstanding the foregoing, none of the Company or its affiliates or the Committee shall be liable to any person if
such person is subject to any additional tax, penalty or interest as a result of failure to comply with Section 409A of the Code or paragraph 6801(d)
of the regulations to the Canadian Tax Act.
16. Amendment or Termination. The Company reserves the right at any time, and from time to time, by action of a majority of the Board at a meeting at
which all members thereof are present and voting or the required notice of which contained an accurate summary of the action proposed for vote, to
amend, in whole or in part, any or all of the provisions of this Plan. The Company reserves the right to terminate the Plan at any time. Notwithstanding
the foregoing, no such amendment or termination shall adversely affect benefits under this Plan already being paid or having become unconditionally
payable pursuant to the terms hereof. Upon termination of the Plan, the Company reserves the discretion to accelerate distribution of Directors’
Accounts in accordance with regulations promulgated by the Department of the Treasury under Code Section 409A.
17. Funding. The Company’s obligations under this Plan shall be unfunded and the Company shall not be obligated under any circumstances to fund its
obligations under this Plan. Payment of a Director’s Account balance shall be made from the Company’s general assets. The rights of a Director to the
payment of benefits under the Plan shall be no greater than the rights of an unsecured creditor of the Company.
18. Governing Law. This Plan shall be governed by and interpreted in accordance with the laws of the State of Delaware and, subject to Section 16 above,
shall be binding upon the Company and its successors, including any successor which acquires all or substantially all of the assets of the Company.
* * *
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IN WITNESS WHEREOF, the Company has caused this document to be executed by its duly authorized officer and be effective as of January 1, 2009.
ABITIBIBOWATER INC.
By: /s/ Jacques P. Vachon
Name: Jacques P. Vachon
Title: Senior Vice President, Corporate Affairs and
Chief Legal Officer
Date Signed: November 11, 2008

Exhibit 31.1
Certification
I, David J. Paterson, certify that:
1. I have reviewed this quarterly report on Form 10−Q for the quarterly period ended September 30, 2008 of ABITIBIBOWATER INC.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a−15(e) and 15d−15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a−15(f) and
15d−15(f)) for the registrant and have:
a)
Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;
b)

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

c)

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d)

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
a)
All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
b)

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.
Date: November 14, 2008
/s/ David J. Paterson
David J. Paterson
President and Chief Executive Officer

Exhibit 31.2
Certification
I, William G. Harvey, certify that:
1. I have reviewed this quarterly report on Form 10−Q for the quarterly period ended September 30, 2008 of ABITIBIBOWATER INC.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a−15(e) and 15d−15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a−15(f) and
15d−15(f)) for the registrant and have:
a)
Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;
b)

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

c)

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d)

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
a)
All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
b)

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.
Date: November 14, 2008
/s/ William G. Harvey
William G. Harvey
Senior Vice President and Chief Financial Officer

EXHIBIT 32.1
Certification
Pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes−Oxley Act of 2002, the undersigned officer of ABITIBIBOWATER INC.
(the “Company”), hereby certifies, to such officer’s knowledge, that the Company’s quarterly report on Form 10−Q for the quarter ended September 30,
2008 (the “Report”) fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange Act of 1934, and that the
information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
Dated: November 14, 2008

/s/ David J. Paterson
Name: David J. Paterson
Title: President and Chief Executive Officer

A signed original of this written statement required by Section 906, or other document authenticating, acknowledging or otherwise adopting the signature
that appears in typed form within the electronic version of this written statement required by Section 906, has been provided to AbitibiBowater Inc. and will
be retained by AbitibiBowater Inc. and furnished to the Securities and Exchange Commission or its staff upon request.
The foregoing certification is being furnished solely pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes−Oxley Act of 2002,
and is not being filed as part of the Report or as a separate disclosure document.

EXHIBIT 32.2
Certification
Pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes−Oxley Act of 2002, the undersigned officer of ABITIBIBOWATER INC.
(the “Company”), hereby certifies, to such officer’s knowledge, that the Company’s quarterly report on Form 10−Q for the quarter ended September 30,
2008 (the “Report”) fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange Act of 1934, and that the
information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
Dated: November 14, 2008

/s/ William G. Harvey
Name: William G. Harvey
Title: Senior Vice President and Chief Financial Officer

A signed original of this written statement required by Section 906, or other document authenticating, acknowledging or otherwise adopting the signature
that appears in typed form within the electronic version of this written statement required by Section 906, has been provided to AbitibiBowater Inc. and will
be retained by AbitibiBowater Inc. and furnished to the Securities and Exchange Commission or its staff upon request.
The foregoing certification is being furnished solely pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes−Oxley Act of 2002,
and is not being filed as part of the Report or as a separate disclosure document.

