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Declaration of Nicholas Hill

Background and Qualifications

My name is Nicholas Hill. I am an economist at the Antitrust Division of the United
States Department of Justice (“DOJ”). I have been employed at the Antitrust
Division since 2006. My Curriculum Vitae is attached to this declaration as Exhibit

A.

I have a B.A. in Economics and International Studies and an M.Sc. in Quantitative
Development Economics from the University of Warwick in the United Kingdom.
These degrees were awarded in 1994 and 1995, respectively. I have a Ph.D. in
economics from the Johns Hopkins University. This degree was awarded in 2007,
though I completed all of the requirements for the degree in 2006.

While at the Antitrust Division, I have worked on industries ranging from health
care to computer software. The industry on which I have spent the most time is
the paper industry. I have worked on the Abitibi-Bowater matter since it began
in January 2007, though I have also worked on other matters in the same period.!
On the Abitibi-Bowater matter I was involved in every aspect of the case from
interviews to econometric modeling.

!'Notably, I lead the Antitrust Division’s economic team that has been working on the Division’s inves-

tigation of the paper industry merger between Graphic Packaging and Altivity (United States v. Altivity
Packaging LLC et al., No. 1:08-cv-00400 (D.D.C. filed March 5, 2008)).
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2 Overview of My Declaration

4.

The purpose of this declaration is to respond to the declaration filed by Mr. John
H. Preston on behalf of the Newspaper Association of America (“NAA”). In his dec-
laration, Mr. Preston argues that the merger between Abitibi and Bowater created
market power and that the divestiture required by the United States Department
of Justice, namely the sale of Abitibi’s Snowflake, Arizona mill, was insufficient
and did not adequately dissipate this market power. To support his argument Mr.
Preston relies chiefly upon two facts: since the merger, the price of newsprint has
increased and AbitibiBowater has reduced its newsprint capacity. He also purports
to show that the increase in the price of newsprint cannot be explained by increases
in the cost of producing newsprint or by fluctuations in the exchange rate between

the Canadian and U.S. dollars.

Mr. Preston’s conclusions are based upon evidence that is presented out of context.
He analyzes a narrow window of time that obscures broad trends and ignores impor-
tant information. In this declaration I place recent events in their proper context
and explain why they do not support Mr. Preston’s claim that the divestiture of
the Snowflake mill was not a sufficient remedy.

To this end, I analyze two strands of evidence. The first strand of evidence con-
cerns the price of newsprint. After adjusting for cost inflation and exchange rate
fluctuations, the price of newsprint is lower today than it was when the merger
was announced. The price has risen in 2008, but this is to be expected given that
the price of newsprint was below the cost of producing newsprint for many mills in
2007. Further, the recent history of the price of newsprint closely mirrors that of
the prices of other types of paper that face similar cost inflation and exchange rate
fluctuations but were unaffected by the merger of Abitibi and Bowater.

The second strand of evidence concerns recent capacity reductions. Mr. Preston
notes that AbitibiBowater has closed a significant amount of newsprint capacity in
2008, but he presents no evidence that the closed mills were profitable. In fact, all
the mills that were closed were unprofitable. Further, AbitibiBowater’s competitors
have significantly reduced their own capacity in the past two years, a fact that is
difficult to reconcile with the claim that AbitibiBowater is acting as a dominant
firm. A more likely explanation is that other forces that have rendered marginal
newsprint mills unprofitable—e.g., rising input costs, exchange rate fluctuations
and falling demand—are driving capacity reductions.

3 The Department of Justice’s Investigation

8.

Before addressing events since the merger of Abitibi and Bowater, I will briefly
discuss the economic analysis performed during the DOJ’s investigation. We first
defined an antitrust market of North American newsprint. We then modeled the
effect of the merger using a dataset that contained extensive information about
the newsprint market. We concluded that without relief the merger would give



Case 1:07-cv-01912-RMC  Document 21-2  Filed 08/08/2008 Page 3 of 11

the merged firm an incentive to close profitable capacity that it would not close
but for the merger. We then used the same model to identify a divestiture that
would remove the merged firm’s incentive to close this capacity. Mr. Preston agrees
with all of our work except for our conclusion that the divestiture of the Snowflake
mill constitutes adequate relief, which he claims has been shown to be incorrect.
Because of this, I will now detail how the DOJ performed its economic analysis.

9. The DOJ analyzed the Abitibi-Bowater transaction using an approach called the
capacity closure method.? The key assumption of the capacity closure method is
that if a firm wishes to raise the price, it will do so by closing otherwise profitable
capacity.® Using this assumption, one can measure a firm’s incentive to close prof-
itable capacity by calculating its profit under every possible set of capacity closures
that it could undertake. The firm’s profit under the most profitable set of capacity
closures can then be compared to the firm’s current profit. The firm will choose to
close profitable capacity—i.e., exercise market power—if and only if doing so results
in a larger profit than it currently earns.

10. The capacity closure method requires accurate mill level data on the costs of all
of the mills owned by the firm. The DOJ obtained such data for all of the mills
owned by the parties. Using these data and many others that described competi-
tive conditions in the newsprint industry, the DOJ analyzed the merger using the
capacity closure method. It concluded that a number of mills owned by Abitibi and
Bowater would close in the near future whether or not the merger was approved.
These mills were older, unprofitable Canadian facilities that had been battered by
a strengthening Canadian dollar and rising costs and that had little future because
of declining demand.

11. However, the DOJ also concluded that the merger would give AbitibiBowater the
incentive to close some profitable mills that the individual firms would not close
absent the merger. The DOJ therefore evaluated whether the incentive to close
profitable capacity could be removed via divestiture. This was done by rerunning
the capacity closure method many times, each time assuming that AbitibiBowater
had divested a different set of mills. This process identified all of the divestitures
that removed the merged firm’s incentive to close profitable capacity. Given the
possibility that demand would fall more rapidly than predicted—and hence render
some currently profitable mills unprofitable—the DOJ wanted to ensure that any
divested capacity would remain profitable for the foreseeable future. The DOJ
therefore selected Snowflake, a highly efficient American mill, as the capacity to be
divested.

2The capacity closure method was subsequently used to analyze the merger between Altivity and Graphic
Packaging. While the same method was used in both cases, the specifics of the two cases differed significantly,
with the most important difference being that demand was not falling in the Altivity-Graphic Packaging
matter.

3The use of this assumption in this case is supported both by newsprint industry wisdom and by the
economics of newsprint mills (i.e., their high fixed costs).
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4 The Price of Newsprint

12.

13.

14.

Mr. Preston claims that the recent rise in the price of newsprint is the result of an
exercise of market power by AbitibiBowater. This claim is the centerpiece of Mr.
Preston’s declaration, so I have examined the price of newsprint in some detail. My
conclusion is that the price of newsprint, when viewed in the proper context, does
not support the claim that the merger created market power for AbitibiBowater.

When analyzing the price of newsprint, a natural way to begin is by graphing the
nominal price of newsprint over time.? Figure 1 presents RISI’s estimate of the
newsprint price for the past ten years.> Three points are immediately obvious from
the figure. First, the nominal price of newsprint is at its highest point in the past
ten years. Second, the price of newsprint has been volatile over the past ten years.
Third, the price of newsprint has been climbing steadily since the later part of 2007.
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Figure 1: Newsprint Prices in U.S. Dollars

While graphing the nominal price of newsprint is a good starting place, it is im-
portant to realize that the cost of producing newsprint has also risen over the past

4A price is said to be nominal if it has not been adjusted for inflation. A price is said to be real if it has

been adjusted for inflation. Real prices allow for meaningful comparisons across time while nominal prices

do not.
SRISI is a paper industry trade organization that collects data on the price of newsprint and other paper

grades. Their price data are widely used in the industry. The specific price that I use is the East Coast price
of 48.8 gram newsprint, which is an industry benchmark.

4
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ten years and that increases in costs are eventually reflected in increased prices.®

One way to control for cost inflation—and hence to observe the true trend in the
price of newsprint—is to deflate the nominal price of newsprint using a measure of
the increase in a broad range of prices over time.” A nominal price that has been
deflated is known as a real price. Figure 1 also includes the real price of newsprint
over the past ten years, which is the nominal price deflated by the Bureau of Labor
Statistics’ (“BLS”) measure of price changes across all manufacturing industries.®

15. Examining the real price of newsprint over time makes a number of things clear.
First, the real price of newsprint has fallen since the merger was announced (the
vertical line near 2007 denotes the announcement of the merger). Second, the recent
rise in the real price of newsprint is neither dramatic nor unprecedented. Third,
before it began to rise in 2008, the real price of newsprint was close to its historical
low.

16. Thus far I have focused on the price of newsprint expressed in U.S. dollars, but
more than half of the newsprint produced in North America is produced in Canada.
Canadian producers must pay their input costs in Canadian dollars while receiving
payment for their output in U.S. dollars (the vast majority of newsprint is sold in
the United States). A fall in the value of the U.S. dollar vis-a-vis the Canadian
dollar is therefore equivalent to an increase in costs for Canadian producers. As
Mr. Preston puts it in paragraph 53 of his declaration “increases in the value of the
Canadian dollar relative to the U.S. dollar raise the costs of Canadian newsprint
mills.” The price of newsprint in Canadian dollars is therefore of great interest given
that many of the marginal newsprint mills—i.e., the mills whose costs eventually
determine the industry price—are located in Canada.

17. Figure 2 presents the nominal and real prices of newsprint in Canadian dollars.’
Whichever of these two series one examines, one draws the same conclusions. First,
the prices that Canadian producers have received for their newsprint have fallen
steadily over time. In effect, this means that the costs of Canadian newsprint
producers have risen over time. Second, the price of newsprint is lower now than
it was at the time that the merger was announced. Third, the price of newsprint
displays significant volatility.

6Since the merger was announced the cost of two of the major inputs into newsprint production, fiber
and fuel, have increased significantly. The cost of freight, which is typically paid for by newsprint producers,
has likely also increased.

"Ideally I would control precisely for the impact of cost inflation, but I lack the data necessary to do so. I
therefore present two methods of controlling for cost inflation, one that I discuss now and one that I discuss
at the end of this section.

81 deflated the nominal price of newsprint by dividing it by the BLS’s “total manufacturing industries”
producer price index (the BLS’s ID for this series is OMFG).

91 converted the U.S. dollar price of newsprint into Canadian dollars using
monthly historical exchange rate data downloaded from the Bank of Canada’s website
(http://www.bankofcanada.ca/en/rates/exchform.html). T do not have an equivalent to the BLS de-
flator for Canada. I therefore deflated the nominal Canadian dollar price using the BLS deflator.
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Figure 2: Newsprint Prices in Canadian Dollars

In summary, one can draw several conclusions from Figures 1 and 2. First, once
one controls for cost inflation, the current price of newsprint is neither historically
nor abnormally high. Indeed, it is below the price at the time that the merger was
announced. Second, the price received by Canadian producers (i.e., the marginal
producers of newsprint) has fallen dramatically over time. Third, before rising in
2008, the price of newsprint was close to its historical low.

These conclusions are reinforced by Figure 3, which depicts the average yearly real
price of newsprint from 1998 to 2008.° The average real price of newsprint in
Canadian dollars has fallen sharply over time, and its present level is the lowest on
record. The average real price of newsprint in U.S. dollars appears to be trending
downward over time, though the series displays significant volatility.

A relevant question to consider is what might account for the volatility displayed
by the price of newsprint. A plausible explanation is that while closing a newsprint
mill is costly to the mill’s owner, the closure benefits all newsprint producers by
putting upward pressure on the price. Firms will therefore resist closing mills in
the hopes that another firm will close capacity first. As a result, when prices fall
firms may engage in a war of attrition in which they tolerate losing money on their
most costly mills in the short run in the hope that a rival will capitulate and close
capacity first. Such a war would create a lag in the response of capacity to price

10 Averaging the prices helps remove some of their volatility and helps makes long term trends clear.
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Figure 3: Average Yearly Real Newsprint Prices

signals and could cause the price to fall sharply. And, if the price falls far enough,
firms may close a large amount of capacity, which could cause a sharp rise in price.
In combination these effects could make the price of newsprint bounce around its
long term trend and mean that it reacts to changes in market conditions with a lag.

While explicitly adjusting the price of newsprint to control for the effects of cost
inflation is mandatory if one wishes to compare prices over time, it may under or
overstate the impact of cost inflation. The source of the potential error is that while
one adjusts the price using a broad measure of price inflation, the cost inflation in
a particular industry may be higher or lower than in the economy as a whole.

Another strategy for putting the price of newsprint in context is to compare it to the
prices of other goods in the same industry. The three most common categories of
printing and writing paper are uncoated freesheet paper, coated paper and uncoated
mechanical paper. The papers in these categories have similar inputs to newsprint,
like newsprint they are produced in significant quantities in Canada, and their
prices are unlikely to have been affected by the merger of Abitibi and Bowater. If
the prices of paper grades in these categories have behaved in the same way as the
price of newsprint, it would seem to be unlikely that the recent rise in the price of
newsprint is due to the merger of Abitibi and Bowater.

Figure 4 compares the nominal U.S. dollar price of newsprint to the average of the
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Figure 4: Nominal Paper Prices

prices of three commonly used types of printing and writing paper.!* The price

series in Figure 4 are strikingly similar. A notable trend that is common to both
series is that prices have risen significantly since the first third of 2007. Given that
the prices of the other types of paper are unlikely to have been affected by the
merger, this trend supports the DOJs contention that market forces—particularly
cost inflation and exchange rate fluctuations—are likely responsible for the recent
increase in the price of newsprint.

5 Capacity Reductions

24. Chart 3 in Mr. Preston’s declaration plots the price of a tonne of newsprint against
a measure of the average cost of producing a tonne of newsprint. The goal of this
chart is to support Mr. Preston’s argument that increases in the cost of producing
newsprint cannot explain the recent rise in the price of newsprint. The chart is
misleading because it ignores the basic economic fact that market prices respond to
the cost of the marginal mill (albeit with a lag) and not to the cost of the average
mill. A firm that owns a mill that is losing money will not keep operating that mill

HDeflating the prices and adjusting for the exchange rate would affect each price series identically and
would not affect the comparisons. The specific grades used are formbond uncoated freesheet (20 1b.), coated
number 5 (40 1b.) and supercalendered A paper (35 1b.), an uncoated mechanical paper. The price data are
from RISI.
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because the average industry mill is making money.

The best evidence that AbitibiBowater’s reduction of its newsprint capacity does
not represent an exercise of market power is that the mills closed by AbitibiBowater
were losing money. Mill level cost data gathered by the DOJ show that the closed
mills were losing money when they were closed. Further proof is that when the
mills were closed the executive chairman of AbitibiBowater, John Weaver, stated
on a conference call with financial analysts that “all of the capacity closed was in a
negative cash position.”!? There is no evidence that suggests that the closed mills
were profitable.
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Figure 5: Capacity Reductions by Firm by Year

If AbitibiBowater were acting as a dominant firm, one would not expect to see its
competitors reducing their newsprint capacity. Instead, one would expect its rivals
to be enjoying higher prices while operating their capacity to its utmost. Figure
5, which displays the history of capacity reductions in the newsprint industry since
2000, shows that while AbitibiBowater significantly reduced its newsprint capacity
in 2007 and 2008, so did its competitors. This history of capacity reductions is at
odds with the theory that AbitibiBowater’s capacity reductions were an exercise of
market power. Another point worth noting is that the capacity reductions in 2007
and 2008 are entirely consistent with the pattern of capacity reductions since 2000.

12Fair Disclosure Wire, AbitibiBowater Earning Call, at *2 (May 8, 2008) (attached as Exhibit B).
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A final point to make about the history of capacity reductions is that it has been
increasingly dominated by the closure of Canadian assets. Figure 6 depicts capacity
reductions by country since 2000. This figure makes two important points. First, it
supports my earlier conclusion that the strengthening of the Canadian dollar vis-a-
vis the U.S. dollar has significantly weakened Canadian mills. Second, it highlights
the fact that the marginal newsprint mills are now in Canada.
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Figure 6: Capacity Reductions by Country by Year

6 Conclusion

28.

I have examined the claim by Mr. Preston that the merger of Abitibi and Bowater
created market power and found it to be contrary to the available evidence. Once
adjusted for cost inflation and exchange rate fluctuations, newsprint prices are lower
now than when the merger was announced. Further, trends in the price of newsprint
are consistent with trends in the prices of similar paper grades that were unaffected
by the merger. AbitibiBowater has closed newsprint capacity since the merger
was announced, but all of the closed mills were losing money. Such closures were
expected with or without the merger and are not anticompetitive. And, while
AbitibiBowater has closed capacity, so have its competitors, which is inconsistent
with the contention that AbitibiBowater is acting as a dominant firm. In short,
the evidence since the merger is consistent with the view that the divestiture of the
Snowflake mill constitutes adequate relief.

10
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I declare under penalty of perjury that the foregoing is true and correct to the
best of my information and belief

Executed on 8 August 2008

/s/ Nicholas Hill

Nicholas Hill, Ph.D.

11



Case 1:07-cv-01912-RMC  Document 21-3  Filed 08/08/2008 Page 1 of 2

Exhibit A



Case 1:07-cv-01912-RMC  Document 21-3

Filed 08/08/2008 Page 2 of 2

Nicholas D. Hill

CONTACT
INFORMATION

EMPLOYMENT

EbDucATION

AREAS OF
EXPERTISE

WORKING
PAPERS

HONORS AND
AWARDS

TEACHING

U.S. Department of Justice
Antitrust Division

600 E Street, N.W.

Suite 10000

Washington, DC 20530

Phone: (202) 307-0514
Fax: (202) 514-5847

E-mail: nicholas.hill@usdoj.gov

U.S. Department of Justice, Antitrust Division

Research Economist, August 2006 —

Johns Hopkins University
Ph.D., Economics, May 2007

University of Warwick

M.Sc., Quantitative Development Economics, 1995

B.A., Economics and International Studies, 1994

Industrial organization, applied microeconomics, political economy

Analyzing Mergers Using Capacity Closures (2008).

The Year in Review: Economics at the Antitrust Division, 2007-2008
(2008). Co-authored with Ken Heyer.

Sequential Primaries, Pandering, and Information Transfer (2005)

Best Work by an EAG Staff Economist: Theory, 2007-2008

Visiting Professor — Johns Hopkins University
Graduate Microeconomic Theory I, Fall 2007



Case 1:07-cv-01912-RMC  Document 21-4  Filed 08/08/2008 Page 1 of 12

Exhibit B



Case 1:07-cv-01912-RMC  Document 21-4  Filed 08/08/2008 Page 2 of 12

Page 2
Q1 2008 AhitibiBowater Inc. Earnings Conference Call - Fina FD (Fair Disclosure) Wire May 8, 2008 Thursday

Challenges remain, but our actions have mitigated the adverse impact of these inflationary issues. We expect
continued momentum in our earnings improvement in the coming quarters as we redize both synergies and favorable
market pricing trends. From a synergies perspective, by the end of the first quarter, we had achieved an annua run rate
of $180 million. The amount redlized helped to partiadly offset rising costs | just mentioned.

One of the mgjor components achieved thus far was awork force reduction of nearly 2,500 people or gpproximately
14% of the work force. There has aso been a shift in production to produce the right grades on the right machines. In
addition, we have projects reducing energy and chemical usage at various Stes. We are working aggressively on
synergies and we are confident we will achieve the full $375 million annua runway by the end of 2009.

During the quarter, we successfully completed the capacity closures related to our Phase 1 strategic review of
operations. Asyou recdl, we closed nearly 1 million tons of newsprint and speciaty production. All of the capacity
closed was in a negative cash postion. During the implementation of our phase one action plan, we aso undertook and
continue to work on Phase 2, which is about setting priorities and direction for the Company, while focusing on cost
control.

Phase 2 involves the comprehensive review of al aspects of the businessin an effort to further reduce costs,
improve our manufacturing platform, and better position the Company in the globa marketplace. In spite of the
continued decline in North American newsprint consumption our overal business fundamentas are improving. Thus,
additiond production closures will not be announced a thistime.

Although progress has been achieved over the past few months, labor restructuring, energy and fiber costs remain
key issues to be addressed in Eastern Canada. Therefore, we continue to evaluate further action as we work through
these key issues.

Examples of Phase 2 actionsinclude the restart of the specialty machine at Dolbeau with amuch lower cost
structure, an increase in our sales target to $375 million, and the launch of a sdes process for the South Korean mill and
other assats, areduction in fiber cost and improved access to biomass at Eastern Canada, areduction in staffing, a
commitment to explore avenues to grow our value added coated and specialty business.

We introduced two new environmentally friendly [Hi-Brite] products. A commitment to grow our internationa
sdes reducing the exposure to chalenges facing North America and the idling of 50% of our lumber production and the
consolidation of some of our lumber operations.

Since the end of the first quarter, we have successfully refinanced the AbitibiBowater subsidiary in avery difficult
capita markets environment. In addition, we sold the Snowflake Arizonamill in April and have received the proceeds.
We have achieved sdes proceeds of gpproximately $220 million to date in the asset sales program.

We have made and continue to make the decisions that we believe are essentid to improving the Company's
financid podtion. We remain extremely focused on positioning the Company to deliver the synergies and improving our
financid results. With that, | will turn the cdl over to Dave.

DAVID PATERSON, PRESIDENT, CEO, ABITIBIBOWATER INC.: Thank you, John. From an operations
sandpoint, we remain steadfast with a focus upon redlizing price improvements, and synergy cost savings. As John
pointed out, we faced a $27 million increase in pulp and paper fiber costs and a$5 million increase in energy costs
during the quarter. However, we were gble to partidly offset these item with cost control. The synergies are red and
they arefdling to the bottom line.

I will now cover our key markets. Looking first a news print. Through March, total U.S. consumption was reported
down 8.5% year-over-year which is an improvement over the trends we saw last year. Industry production wasin line
with this decline, and was down by 9%. Industry exports have increased by 2% year-over-year.

Exportsin generd have been hindered by globa logidtical issues affecting al exports aswell as the fact that we
closed two of our export mills. We have implemented each of the announced pricing increases between November of
lest year and May of in year and we anticipate implementing the announced June increese. Pricing in many of our
offshore markets is moving up on arapid pace. One exception is Europe where the price is set on an annud basis.

Inloca currency, the price in Europe declined by 7% to 8% year-over-year. However, Europe remains avery
attractive market for [dollar faced] manufacturers. Markets like India have seen price increase by $50 in the first quarter
and by an additiona $100 per ton in the second quarter. Excluding North America, globa newsprint demand is up about
1% through March with sgnificant increases primarily in Asaand Latin America
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Q1 2008 AhitibiBowater Inc. Earnings Conference Call - Fina FD (Fair Disclosure) Wire May 8, 2008 Thursday

Combined exports from both former companiesin 2007 totaled 1.6 million tons from North America, which was up
about 6% over 2006. We intend to increase our export shipmentsin 2008, by over 10%, limited only by logigtics.

Turning to commercid printing papers. Demand for coated mechanica papersin North Americais up 4% through
March. Helped by a strong demand the shipment to capacity ratio reached 102% during March. Tota demand for uncut
and mechanical increased 4.7% through March with gains of just over 5% in super caendar paper and dmost 10% in
the standard grades.

The negative deveopmentsin the U.S. economy have not yet meaningfully affected customer orders for our
products. We have experienced double-digit growth in uncoated free sheet substitutes and Hi-Brites during the first
quarter as customers look to find ways to mitigate rising paper printing and mailing cogts. April price increases
averaging $50 to $60 per ton have been announced for al our coated grades and most al of our uncoated grades as have
been reported by third parties.

Shifting now to the globa pulp market. World shipments continue to be strong. March shipments were at about 3.6
million tons, up 4% over March 2007, and 6% year-to-date. Total inventories are in good shape at about 34 days of
supply, which is around the 10-year average. We have implemented severd price increases recently.

Moving to the wood products business. According to the U.S. Census Bureau, housing gtarts fell under amillion
units on a seasondly adjusted basisin March which was their lowest totd in 17 years. Lumber prices in recent weeks
have improved margindly but remain uneconomic.

With adeclinein demand and pricing we are minimizing production where possble and are continudly andyzing
the right strategies to supply fiber to our mills. As John mentioned, we are operating at nearly 50% of capacity. As part
of Phase 2, we have consolidated some of our sawmill operations in Eastern Canada, reducing operating costs in those
aress Sgnificantly.

In summary, for the pulp and paper markets were seeing price improvements in virtualy every grade we produce.
Our order books are full. We remain committed to matching our customers demand for paper and expect continued
production cost improvements. | will now turn the cdl over to Bill Harvey. Bill?

WILLIAM HARVEY, SVP, CFO, ABITIBIBOWATER INC.: Thanks, Dave. Before | begin, I'd point out that as
you'e probably aware we reissued our press release this morning. There was aminor change in the product line
information, relating to the wood product segment. There was no changein the financial statements.

Secondly, | would like to remind everyone that any comparisons | do related to the fourth quarter are alittle gpples-
to-oranges since the fourth quarter included three months of Bowater's results and two months of Abitibi's results
reflecting the October 29 merger date. That being said, for the first quarter we reported a net loss of $248 miillion, or
$4.32 per share on sales of $1.7 hillion.

Excluding specid items, the net loss for the quarter was $215 million, or $3.74 per share. Specid items, net of tex,
conssted of thefollowing: A $44 million gain relating to foreign currency changes; $16 million gain relating to asset
sdes; A $17 million loss relating to closure costs and severances; And a $76 million charge relating to tax adjustments.

Overdl, resultsin the first quarter were negatively impacted by a sharp risein wood and recycled fiber, energy and
chemica costs. Compared to the fourth quarter, fiber costsin chemicals for our pulp and paper business, increased by
over $40 million. During the quarter, we saw avery poditive trend in our cost performance as we began to redize
synergies.

The sgnificant costs pressures we experienced had begun at the outset of the quarter. However, by the end of the
quarter, we had offset these cost pressures and had gained very significant traction. The manufacturing cost
improvement across the board in al our grades, when you compare January to March, was over $20 per ton and in some
areas over $50 per ton.

The $180 million annua run rate for synergiesis tangible. In the quarter we redlized dmost $40 million in the bank.
| would aso highlight, that we measure synergies versus how the two companies performed in 2006. So that actions
taken in 2007 are included on our synergy calculation. That being said, the quarter-to-quarter improvement is
meaningful and we expect more to come.

Interest expense in the first quarter totaled $129 million. Asyou are aware, we successfully completed arefinancing
of our Abitibi subsidiary on April 1. Asa consequence, our interest expense will increase by approximately $22 million
per quarter beginning in the second quarter.
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In summary, the refinancing included a $413 million private placement due 2011, a $350 million, 364-day term
loan, $293 million of new notes from an exchange offer now due in 2010, and a $350 million convertible debenture due
2013. Our capitd spending in the first quarter totaled $35 million. We expect spending in 2008 to be in the $150 million
to $200 million range.

From aliquidity perspective as of March 31 our Bowater subsidiary had liquidity of $308 million congisting of
$130 million of cash and gpproximately $200 million of unused bank lines. As of April 1 when the refinancing was
completed Abitibi had liquidity of $185 million represented by invested cash. As of April 15, after the sde of Snowflake
and arepayment of a portion of the term loan, our Abitibi subsidiary had invested cash of $277 million.

Our outlook for the second quarter is optimistic. We expect to build on the current positive trend with a substantia
improvement over the first quarter. We have faced sgnificant cost inflation pressures, but were mitigating these through
synergies and redizing subgtantiad price improvements. | expect our business segments to show an EBITDA increase
similar to the improvement we saw between the fourth quarter and the first quarters.

DUANE OWENS: [Carolyn] will now open the linesfor questions.
Quedtions and Answers

OPERATOR: Thank you. (OPERATOR INSTRUCTIONS) There will be a brief pause for the participants to
register for questions. Thank you for your patience.

Thefirgt question is from Chip Dillon from Citi. Please go ahead.

CHIP DILLON, ANALY ST, CITIGROUP: Yes, good morning. First of al I missed the CapEx number for the firgt
quarter. What was that again, Bill?

DAVID PATERSON: $35 million.
WILLIAM HARVEY': Yes, $35 million, Chip.

CHIP DILLON: $35 million. Okay. And then you mentioned you saw, you expect EBITDA improvement in the
segments, | guess you said, but from the - it would be the same from the -- in the first and second asit was from the
fourth quarter to firgt. | don't -- | guessif you could talk alittle bit about the newsprint number, which seemed likeit --
improved about $25 million, looking at the pace of pricing and throwing in some synergiesit would seem like maybe
you would more than that.

Could you address that and aso could you tak alittle bit about the corporate expense line which was | think when
you strip out the one time items was about $76 million. Is that expected to stay up at thet level?

WILLIAM HARVEY: Yes, chip. | think when | talked about the business | was grouping them. | think we had
approximately $100 million improvement across al business areas including lumber, pulp, coated, et cetera. And what |
realy -- | did not mean that any specific areawould increase by the same amount. | meant in aggregate we could expect
asimilar $100 million improvement.

CHIP DILLON: Okay.

WILLIAM HARVEY: And you are right on the -- on this corporate and other line we do, are targeted to lower that.
There weren't alot of one-time charges.

In fact, there were some specia items not taken, but | could think of as one-time type of eventsin the first quarter.
We're targeting to get that number at the corporate line, to be a more stable number at $70 million or below.

CHIP DILLON: $70 million or below in the second quarter?

WILLIAM HARVEY:: | think were targeting that as where we need to get it to. | can't tell you that we -- it is$70
million isin the bank, in the second quarter, but that's our target.

CHIP DILLON: Okay. And then as you look &t the newsprint market, we saw some pretty strong numbersin
January and February, both domestic -- well, not -- domestically | wouldn't say "strong” but certainly not as bad, but
March was certainly a disappointment.

And what is the marketplace look like today? Y ou mentioned some very strong pricing in Asia But overdl, with
the difficulty in getting shipping, the logidtics, are you il dble to -- isthe market gill pretty tight here in North
America?
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DAVID PATERSON: Chip, thisis Dave. The -- yes, the market remainstight. | guess | would make a couple of
points from an AbitibiBowater perspective. The capacity we closed in the first quarter redly didnt come out full effect
was -- March was the first month and all those mills were out of the system.

When welook a our inventory, normaly you would expect an inventory build in the first quarter and dmost dl
sectors. We didn't have that despite having some vessd problems particularly in the month of March. And as we look
into April and now May, shipments are strong, both export and domestic. So | consider the market in good shape.

CHIP DILLON: Okay. And if you -- you mentioned a 10% increase in exports. It would seem like, with the pricing
you're seeing over in Asia and with the dollar averaging -- continuing to average down, dthough | know it isup in the
last week, that you could probably do better if you could export more. Isit just amatter of logigtics or isit -- isthere
other reasons why you wouldn't be increasing your exports even more?

DAVID PATERSON: Wl | think -- | think logisticsis the short-term issue which were addressing. We have done
some thingsto get that fixed. Also, we do have alarge and important North American customer base that we want to
support. And we work very closdy with them. So it isabalancing act to some degree.

But of courseif we continue to see these sort of 8% to 10% declines on the U.S. side we have to take that tonnage
either to dternative products offshore, or close capacity. And right now, the best dternative isto go offshore.

CHIP DILLON: And okay. And then thislastly, it sounds from your announcement this morning, that you're
congidering coated paper to be quite core. So, it sounds like the last thing you would be doing is looking to exit that
business and as you think about growing it, is the most likely conversion the resurrection of the one that was being
thought about at, | think, Thunder Bay or are there other facilities at -- that would be more attractive?

DAVID PATERSON: Wdll, | think we have got a number of facilities across our system both in the U.S. and
Canadathat are converson digible. Were evduating dl of those. And | think you will be hearing back from usfairly
soon in terms of direction.

But, from our point view, facilities thet have the craft pulp TMP and recyce capabilities give us unique ways to
convert from newsprint to aternative products and we're examining al of those. But you will hear from us soon.

CHIP DILLON: And I'm sorry, one last quick one. Is-- looking a the cash flows, and seeing the net debt continue
to increase in the firgt quarter, do you have agod, asto when you think you could be free cash as a Company overall,
neutra? Do you think you could beinin the third quarter with all -- assuming the coated paper -- well, of courseit is
stuck -- and assuming the June price increase in newsprint? Is that possible?

WILLIAM HARVEY: Yes | think it is possible. But | think if you look at what -- $100 million improvement in
EBITDA in the second quarter and take into account we are investing in working capitd as you see from the AR line,
we -- | think the second -- the third quarter is -- is possible.

CHIP DILLON: Got it. Thank you.
OPERATOR: Thank you. The next question is from Peter Ruschmeier from Lehman Brothers. Please go ahead.

PETER RUSCHMEIER, ANALY ST, LEHMAN BROTHERS: Thank you. Good morning. Apologize up front for
my voice. The D&A for the quarter was alittle higher than | expected. | was curious, Bill, if you could help us out with
apro formaD&A number for the closures as we should think about it for the second quarter and beyond?

WILLIAM HARVEY:: Yes, the D& A again, remember | -- remember, Pete, that the D& A in the Q4 reflected only
two months of ACI. But -- and you're quite right that there were closures, et cetera, so, we expect in Q2 that number to
drop to about the $180 million range.

PETER RUSCHMEIER: Okay. That's helpful. Then on the cost side of the equation | believe you said pulp and
paper costs overal $40 million sequentid increase.

| am curiousif you can help us to understand where the run rate might be today if costs were to hold flat relative to
thefirg quarter?

WILLIAM HARVEY: Again, that -- that $40 million increase redlly reflected in pulp and paper theimpact solely
of fiber, chemicals and energy. So that'sjust the cost inputs that hit us, what we could consider on the price Sdein the
quarter.
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And we did aso see a sequentid improvement month-by-month from January, February, to March. Especidly
March. | think March redlly iswhen thefirgt, the system ran in an optimized fashion and we saw a dramatic
improvement in operations in March. That's what we mentioned the costs that had dropped amost in every area by
about $20 from February to March.

PETER RUSCHMEIER: Okay. In terms of cost per unit?
WILLIAM HARVEY: Cogt per unit.

PETER RUSCHMEIER: Got it, okay. Ladtly, if | could just ask for some guidance on clarifying your pro forma net
debt position, if you start with the $5.665 hillion and if we adjust for the refinancing and for the Snowflake proceeds,
whereisthat number today?

WILLIAM HARVEY: | think it isjust trying to think, Chip. | think it is approximately $6 billion today. | am just -
let me just look that up, | will come back and dlarify that. | will gpologize. On this call we will put up the number.

PETER RUSCHMEIER: Okay. Super. Thank you very much.
OPERATOR: Thank you. The next question is from Mark Connelly from Credit Suisse. Please go ahead.

MARK CONNELLY, ANALYST, CREDIT SUISSE: Thank you. | was just hoping you could give us alittle bit
more flavor for the situation in the export markets. Y ou talked in both your comments and in the prepared notes about
the logigticsissue. | wondered if you could give us a sense of how much of aredtriction thet is right now for you?

Obvioudly, it is not something you can fix overnight, so | wastrying to get a sense of how big it is? And secondarily
| wondered if you could just give us an update on your competitive position relative to a European producer, rough
estimate of delivered costs to where your customers are?

DAVID PATERSON: | will teake acrack at it, Mark. | guess starting with the logistics question, | think that there
areredly two components that we need to improve on. Oneis just the ability to secure and book vessel space or
containersfor vessds. | think the surge -- | don't think it isjust the pulp and paper industry that is exporting more these
days. | think with the exchange rate the U.S. isin generd exporting more and trading patterns have shifted.

Soitisfinding the space. And we put a process, interna processin to make it easier to do business with
AbitibiBowater on the export side and we have aready seen in the month of April significant improvement in booking
and scheduling of vessdls.

The second one, and perhgps more important in the long term sense is we need some investment by governmentsin
infrastructure projects, both in Canada and the U.S.,, to support increased exports. We're working with governments to
get that done. That's things like warehouses and piers, and roads.

And we have severd facilities, particularly in Eastern Canada, that could be taken offshore to a grester degree if the
infrastructure was there to support it. And it has two benefits for us. One, of course, it takes tons out of the North
American market but aso, loading on avessdl and shipping to Europe or the Mediterranean is pretty cost effective from
Eastern Canada versus trying to truck or rail down to the U.S.

And, so that's agood trade-off for us on amill net basis. In terms of Europe, the key, of course, for usis exchange
rate. And with the euro at $1.54 -- | haven't looked today, but | think it is $1.54 this week. We are very cost competitive
both from Canada and the U.S. Our delivered costs, particularly to Western Europe, will be higher on a per ton basis,
but | think because of the exchange rate our mill nets are very good, and we continue to be focused on growing where it
makes sense in Western Europe and the Med out of Eastern Canada.

PETER RUSCHMEIER: Perfect, thank you.
DAVID PATERSON: Thank you.
OPERATOR: Thank you. The next question is from Joe Stivaletti from Goldman Sachs. Please go ahead.

JOE STIVALETTI, ANALY ST, GOLDMAN SACHS: Hi. | had afew things. One, was the -- on the lumber
business, with al the closures and what not. If the market conditions stay similar to what they have been, will you be
able to shrink that loss more with some of these further closures beyond what the improvement we saw from Q4 to Q1?

DAVID PATERSON: Well, I think -- | think right now we were running at rate that makes sense for us. We are
encouraged by our ability to Sgnificantly lower our costs there, and the second part of any lumber operation question in
Canadais the support of our paper mills. Wood chip availahility is driven by lumber millsin Eagtern Canada.
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Wood chips are very, very tight. And so it is aquestion of supporting paper activity and a the same time trying to
minimize the lossesin the lumber business. But | think the current level of activity in our lumber businessis gppropriate
for what were trying to do in terms of minimizing the lumber loss and support our paper mills.

JOE STIVALETTI: But thisis current level of operation a bit lower than your average in the first quarter?

DAVID PATERSON: | would say it is praobably -- it is probably about the same. Most of the steps we took were
early in the quarter. | think our costs are continuing to come down through the quarter, and will be better in the second
quarter, because of some of the issues that we resolved with governments and with our unions &t the lumber business.

So those benefits will flow through in the second quarter to a greater extent. But in terms of the absolute volume of
production | think it would be fairly stable just on alower cost platform.

JOHN WEAVER: Soin terms of the lossin the lumber business, thereis alikelihood of some improvement given
the consolidation and the curtailments thet Dave has indicated.

DAVID PATERSON: Volume point of view, | think, John, is pretty stable.

JOHN WEAVER: Volume, right.

JOE STIVALETTI: Right, right. Okay.

DAVID PATERSON: At admittedly low levels, but levels were comfortable at right now given the circumstances.

JOE STIVALETTI: Uh-huh. Okay. And then on the asset sde front you basically you're saying you're targeting
another $280 million for the rest of this year. To get to the $500 million because you have done $220 million and then
another $250 million next year.

Have -- are you in a-- willing to give us any more sort of detail on what makes up that? Whether it is sort of high
things on your list. Y ou mentioned the mill in South Korea. Any other big pieces there that you can share with us?

JOHN WEAVER: Wéll, aswe indicated, previoudy, we are looking at the mill in South Korea. Thereisaso
ongoing timber land sales both in the U.S. and now predominantly in Canada as we look forward. And we are looking at
other opportunitiesincluding some of our smadler hydro assets and other opportunities.

But we fed confident that we can redlize the additiona $250 million. | guess somebody indicated | [mis-said] the
total asset sdesin the script and it should redlly be $750 million of totdl asset sdes. $500 million this year and $250
million the fallowing.

JOE STIVALETTI: And thelast question | had was, when you talk about the potentia conversions of amill or
mills, to coated, and | redizeit is very early. But just in very -- to the extent even if it isabdlpark term, can you give us
arough idea on what it would cost to convert one of those facilities -- | mean what zip code you're talking about to
convert one of those millsif you decide to move forward?

DAVID PATERSON: Wéll, hitoricaly, the old Bowater talked about $180 million to $200 million to convert a
large scae machine from newsprint to coated. And that was our experience at Catawba, which, | think, those of you who
follow our Company you know Catawba has been areal home run for us.

JOE STIVALETTI: Right.

JOHN WEAVER: And the good point Dave has raised is that we are going to convert -- were looking for alow
cost asst at the end of the day, s0, the conversion islikely to be alarger machine.

JOE STIVALETTI: Okay. Thanksalot.

DAVID PATERSON: Thank you.

OPERATOR: Thank you. The next question is from Mark Wilde from Deustche Bank. Please go ahead.
MARK WILDE, ANALY ST, DEUTSCHE BANK: Hi, good morning.

DAVID PATERSON: Hi, Mark, good morning.

MARK WILDE: Jugt to kind of follow on on those asset sdles, can you just give us alittle refresher on how much
land is out there in both the U.S. and Canada at this point?
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WILLIAM HARVEY: Mark, | will cover that. Inthe U.S. it is broken into free hold and aso some long-term
leases. We have about 30,000 acres of free hold left and about 70,000 acres of long-term leases. And in Canadawe have
600,000 acres in Nova Scotiain the Mersey partnership and we have about amillion acres in Quebec.

MARK WILDE: All right. And then also on the asset sdles, you didn't mention Lufkin, but isthat potentialy in that
aset sdle bucket aswell?

JOHN WEAVER: Well, Lufkin -- Lufkin, of courseis -- we have various assets there that can be sold in pieces, or
in the whole site [effect], but we gill are trying to be steadfast that were not going to creste a competitor for adollar,
but al our assets here or there could be sold aswe look at it. And some are being demolished. We're in the process of
[demo-ing] some of the mills we closed in previous years.

MARK WILDE: Okay. And then, turning to the export market, isit possible to give us a sense, John, of where the
mogt attractive mill nets are in the export market right now?

DAVID PATERSON: Let metake acrack at it, Mark.
MARK WILDE: Okay.

DAVID PATERSON: | think Europe right now as we sit here today, Europe is ill probably the most attractive mill
net market based on exchange rate. Given what our forward view is, | think that the rest of the world will catch up with
Europe, probably by the end of the second quarter, or over the summer.

And so | would say that as a globdly-traded commodity, newsprint is going to arbitrage to the European number
pretty quick here.

MARK WILDE: Okay, and another market that Abitibi typicaly sold alot into was down in the Caribbean and
Latin America. | just wonder what did growth in places like Brazil right now and the fact that Norske just put afork in
that project they had down there. Whether that market is growing for you?

JOHN WEAVER: | think that just to -- in terms of both of the Latin America markets that we have dl, both Abitibi
and Bowater have probably been Number 1 and Number 2 ongoing, and so now we are certainly the largest supplier to
meany of those markets. And in Brazil, we have been the largest supplier and | think we have an opportunity to see some
growth there.

The pricing there generdly, follows U.S. pricing and so it is moving up, as we spesk. And certainly is-- will bea
favorable market astime goes on, especialy with somewhat better logistics than India or other places like that.

DAVID PATERSON: Brazil is agood question, Mark, because with the Norske announcement | think Brazil will
be a pretty atractive market. We were anticipating a new entry there and it is not going to happen now.

MARK WILDE: Okay. And on this coated paper issue, Dave, just from looking at the numbers you reported herein
the first quarter, and then, taking into account that $60 increase, it looks to me like you might EBITDA $200 million on
Catawbathis year just on the coated paper side, kind of excluding the pulp mill down there?

DAVID PATERSON: Yes?

MARK WILDE: How much of that is the result of just that one machine converson you did? How much of it
would be alocated to that - | think it was "Big Blue" or" Old Blue" machine that you did.

DAVID PATERSON: Yes, "Old Blue." | don't want to pull the mill apart but, yes, that is the biggest, fastest
meachine down there with the lowest cost structure. So it isabig chunk of that was that decision that was made, | guess,
back in 2001, 2002, to convert. And as -- at -- it continues to be a great investment.

MARK WILDE: Okay. And then, isit possible to give us some sense in value-added, about why we don't see better
performance there? It seems to me with coated paper prices up and SC moving up, with the uncoated free sheet market,
doing pretty well right now, that we would see better results in that value-added segment than we are seeing right now?

DAVID PATERSON: Well, | think the chdlenge for us and the value-added segment, Mark, isredly this Eastern
Canadian issue were referring to. We have got to get alower energy-fiber-labor cost structure around those assets that
run specidty in Eagtern Canada

I think from arevenue point of view, they are well-priced and well-accepted in the market, but we have got too high
acog dructure and that's reglly alot of what we're continuing to work on aggressively. If we can't get our costs down
sgnificantly then, yes, we will have to reeva uate our manufacturing strategy on those value-added grades.
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MARK WILDE: Okay. And then last question, Bill Harvey, isit possible for you to give us kind of agoing forward
view of how much maintenance expense is going to kind of ebb and flow over the next few quarters? Just taking the first
quarter as abase?

WILLIAM HARVEY: When you say "maintenance” you're talking some mgor maintenance of --

MARK WILDE: Yes, just the annua mill outages. If you go back over the last severd years, thiswas dways abig
flex factor. Sometimes it led to surprises on a quarterly basis.

WILLIAM HARVEY: Yes and it is primarily on the pulp sde. We do have amgjor outage of about $10 millionin
pulp spending and loss contribution in the first quarter and about the same amount in the third quarter. About equa in
both quarters.

MARK WILDE: Okay, and is that incrementa to whatever you had in the first quarter?

WILLIAM HARVEY: Yes. Yes. There was not -- there was, of course, in the winter months we had no mgjor
maintenance in the pulp millsin the first quarter.

MARK WILDE: But there is no other big maintenance event that looms, isredly going to move the quarterly
numbers around a lot then?

WILLIAM HARVEY: No, just those $10 million in the second quarter and $10 million in the third quarter.
MARK WILDE: Okay. Very good, | will passit on. Thanks, guys.
OPERATOR: Thank you. Y our next question is from Don Roberts from CIBC World Markets. Please go ahead.

DON ROBERTS, ANALY ST, CIBC WORLD MARKETS: Thank you. John, | guess, start on the asset sdles. The -
- you know in the past -- there has been speculation in the investment community about the hydro assets. But this seems
to be the firgt time you mentioned it explicitly.

And | guess| am just wondering the magnitude. Y ou have alot of different assets out there. Probably the biggest
vaue are the Ontario ones. | am just wondering what kind of -- just sort of here and there, small ones or isit the bigger
ones becausg, if it isthe bigger ones could you give us a sense of how much foregone EBITDA -- how much EBITDA
would we be giving away if they were sold?

JOHN WEAVER: Wdll, | think that -- the chdlenge iswhat -- of sdling the hydro assets, of course, isthe
underlying cost advantages they bring. And one of the reasons for ACH Hydro in Ontario was so that we could unlock
some vaue, but continue to redlize the cost advantage.

And s0 | think that the sdle of some of the larger assetsis more chdlenging, however, without the sdlling the mills
associated with them. But we dso continue to look a some of the smaller assets and we think thereisred value in those
asts, both from a hydro advantage and from this order of green currency advantage that isin the marketplace today.

And so some of our smaller and more isolated assets have area favorable market right now, and so we're going to
be looking at those over the coming year.

DON ROBERTS: Okay. Second question, again, | guess has implications for the asset divegtitures. In Quebec, we
have this green paper the government has put out there. There are consultations going on.

What are the key messages and implications you see coming out of this and time lines? Is there -- are we looking at
redly meeningful changes, for example, in the tenure there, which would again affect vaue on thet 1 million acresand
maybe the sdle of the sawmills?

JOHN WEAVER: W, | think the -- the value of those lands, but | -- we don't expect significant changesin tenure.
It isgoing to be, the green paper outlines some various ways of managing the forest in terms of tenure going forward.

But the expectation is that the timber will be sold for lumber and forest products. And so | think aslong as you have
that ongoing assumption it makes -- it brings some vaue to the sale of those lands.

DON ROBERTS: Okay. And just lastly over to Dave. Could you just comment, Dave, on the fiber cost changes on
aregiond bass?

DAVID PATERSON: Wdll, | think -- | think | have -- it is not So much regiond, per se, asit isthe type of fiber.
Because what we're seeing is -- tree or harvest fiber from the forestsisfairly stable. Y ou have didocation between
Eagtern Canada and the U.S. South, but that has been structura and it has been there along time. But the real changein
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our fiber cost has been on waste paper. We saw an exceptiona run-up in the cost of waste paper through the fourth
quarter into the firgt quarter. It isleveling off now. But at very high levels.

So as we sit here today, our lowest cost furnish would be craft pulp, and our next would be TMP and waste paper in
many casesis our highest cost furnish, which is a change from historical perspectives. So what we have done where we
have the option and flexibilities were -- being prudent about how we use waste paper because it is S0 expensive and
increasing our furnish mix of craft and TMP to lower our cogt structure.

So that is part of the reason you saw something like newsprint where we have some of that flexibility. We didn't see
ahuge cogt increase in newsprint, but in our mills thet are heavily recycled in newsprint we took some pretty significant
cogt hits.

JOHN WEAVER: The other -- the other big thing that -- regionaly | think that we have to point out thet isin
Eagtern Canada, we don't have a pulp wood price. So the ability to chip, make chips, islimited. And that's what redly
makes Eastern Canada uncompetitive versus the U.S. South.

DAVID PATERSON: That'sagreet point. In the U.S. South we have a pulp wood market and then asaw log
market.

DON ROBERTS: Okay, | will passit on. Thanks very much.
DAVID PATERSON: Thanks.
OPERATOR: Thank you. The next question is from Mark Weintraub from Buckingham Research. Please go ahead.

MARK WEINTRAUB, ANALY ST, BUCKINGHAM RESEARCH GROUP: Thank you, on the asset sde and
EBITDA quedtion isit possible to give us a sense of how much EBITDA was associated with the 700 -- or is associated
with the $750 million of assetsthat you are targeting for sale?

WILLIAM HARVEY: Mark, we haven't even talked -- even explicitly stated which assets they are so we're not
comfortable putting out an EBITDA number &t this point.

MARK WEINTRAUB: Okay. And, secondly, can you give us a sense of how you think about prioritizing the use
of cash flow going forward over the next couple of years, between further deleveraging versus shoring up the asset base
versus the conversion projects, et cetera, to improve the profitability of the assets? How do you conceptualize that issue?

JOHN WEAVER: | think the Number 1 issue, target for usis the repayment of debt. And that remains that and
were going to realy be focused on debt repayment. We have said that we're going to spend this year approximately
$150 million to $200 million, but a more typical CapEx number is probably $300 million to $350 million.

And | think that any cost improvement or even conversion projects we would take out of that $350 million or $300
million and manage our CapEXx to those targets ongoing. And, so that we -- if we had abig strategic project we would
reduce capital spending in our other assets. Maybe, Dave -

DAVID PATERSON: Yes, | think to build on John's comment, | think spending a 25% of your depreciation is
probably not sustainable long term. We can do it for a periods of time and we're doing it now. But -- as John said,
normalized would be, say 50% of depreciation gets you to $350 million, and we certainly can fund conversions and
operating the Company hat those kind of levels.

We're funding it now. We're doing a boiler -- we're building aboiler at Ft. Frances and running the Company on
$150 million to $200 million. So we can certainly do conversion within that 50% or less of depreciation target.

MARK WEINTRAUB: Gregt. And then last thing, and | redlize this may be too complicated to answer on thiscall,
but is there away to help us mode our figure out how cash taxes will work kind of over the next year or two?

WILLIAM HARVEY: | think it -- yes, there is. From the point of view of -- on the cash tax point of view we will
pay zero taxes in Canada over the next two years.

Inthe U.S. because of some corporate structura changes we have done we expect we will not pay significant cash
taxesin the U.S. We were in a postion where we were using NOLs in the U.S. and they were winding down. But
through the corporate changes, et cetera, we have made as aresult of the refinancing actually, we don't expect to pay
any significant cash taxes.

MARK WEINTRAUB: Okay. And but -- in terms of getting provisions back, how will that work? If a al?
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WILLIAM HARVEY: On the -- you're speaking specificaly on -- from an accounting side the vauation
alowances?

MARK WEINTRAUB: Well, from a cash perspective, are you going to be -- are you going to be getting money
back?

WILLIAM HARVEY: No, no, wejust will not be paying money.
MARK WEINTRAUB: Okay, thank you.

WILLIAM HARVEY: And one thing there was a question Peter Ruschmeier had earlier, | had mentioned it is about
$6 billion of debt and that is correct, of -- this $6 billion of debt that does include amounts drawn under the AR
Securitization.

When we issue the 10-Q you should look at it because it does include also the fact that some of the debt as part of

the acquisition, there was arevauation of debt. From an accounting point of view the number looks smaller, but it will
be fully described in the 10-Q. With thet we have time for one more question.

OPERATOR: Thank you. The last question is from Bill Hoffman from UBS. Please go ahead.

BILL HOFFMAN, ANALY ST, UBS: Yes, good morning. Bill, | wonder if you could just follow-up on your earlier
comments about the salling and adminigrative, and as well, your distribution expenses and how much of that might
have been one time in nature, and as we look forward what target levels you might think you could gpproach?

WILLIAM HARVEY: Yes, | think on the -- | -- | will spesk specifically to the sdlling, adminigtration. During the
first quarter there were continuing activities related to integration, et cetera, that were winding down. Those expenses, as
well as some other -- what | would cal, consider more one-time events were over $10 million in effect.

And our target has been to get that number per quarter to 70 or below. 70 isour first step. That doesn't include al
the synergies. That just includes our first step and we believe we can get there pretty shortly. Just have to manege
aggressively. On didribution | will passthat over to Dave.

DAVID PATERSON: Wéll, | think digtribution is redly afunction of what is hgppening in energy markets.
Particularly ail. | mean were paying substantialy morein terms of fuel surcharges. So the ability for us to move what
we cdl right grade, right machine, where alot of thet is freight rlated.

So as we keep reordering our production planning schedule, and | would say again, March was the first month,
again that al the closed assets were out of the system, we were able to reload the system. That we think aswe go
forward, | won't say we will lower our cost of logistics, but | think we're going to use our planning and scheduling
system to mitigate logistics expense.

But at $120 -- | don't know whereiit istoday, $124 abarrd ail, we are paying substantial energy surcharges for
every truck and every ship and every rail car that goes out of one of our facilities asis the whole economy. So getting,
the only way redly to mitigate it in the near term isto go fewer miles with every ton you ship to get, to have any chance
to mitigate it. And that's what we're trying to do. Fewer miles.

BILL HOFFMAN: All right. Part of it was retiondization of, your strategy was, obvioudy, rationdization of
making paper in different mills for different cusomers. So isthis more of anew run rate and we're just kind of fighting -

DAVID PATERSON: | don't think you will see our true run rate until we report our second quarter numbers
because again we -- March was the first month that we could really reload our system with the closed assets out and the
new business modd kicking in.

So, let'swait and see where we are for the second quarter. | think you will be pleased with that.

BILL HOFFMAN: Okay. And then, just the last cash question, Bill, if you could help us. Working capita-wise you
till would have been burning cash in the first quarter, and probably through April. Can you just give us some guidance
on where your working capitd is now and whether you're making some improvements in working capital management?

WILLIAM HARVEY: Wéll, | think were making improvements on the payable side. The receivable side, though,
continues to be an investment, but that relates primarily to the -- to price -- to additiona price of the products. So we're
having an investment, but then that will continue, through the second quarter, presumably the third. What we did find
were some pressuresin the end in March on the -- on-- from some of our suppliersin March.
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In particular as we were in the middle of the refinancing where we had alot of pressuresto pay early. We, of
course, resisted strongly, but there was some significant pressures there and that has reversed to some degree. It is not
back to where we would like it and we do have an opportunity there, but it, well have to work on that through the
second quarter.

JOHN WEAVER: The other thing that is we have set new inventory marks for just about every grade aswe
continue to push down inventories. So, it hasn't been able to offset the increase in price of the products, but we have
made some, inventories are low.

BILL HOFFMAN: Grest, thank you.
DAVID PATERSON: Thank you, Bill.

OPERATOR: Thank you. This concludes the question-and-answer session. | would now like to turn the meeting
back over to Mr. Owens.

DUANE OWENS: Thank you for joining us on today's call. We look forward to updating you again next quarter.

OPERATOR: Thank you. The conference has now ended. Please disconnect your lines et thistime, and we thank
you for your participation.
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