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EXPLANATORY NOTE

Bowater Incorporated is filing this Amendment No. 2 on form 10-K/A (this Amendment ) to its Annual Report on Form 10-K for the fiscal year
ended December 31, 2006, originally filed on March 1, 2007 and amended on April 30, 2007, for the purpose of making minor technical

revisions to (i) the paragraphs under the heading Critical Accounting Estimates Pension and Other Postretirement Benefit Obligations Judgments
and Uncertainties Involved in the Estimate (on page 22 of this Amendment) and ~ Goodwill Judgments and Uncertainties Involved in the Estimate
(on pages 23 and 24 of this Amendment), both of which are contained in Item 7 Management s Discussion and Analysis of Financial Condition

and Results of Operations, and (ii) Note 2 Accounting Policies Goodwill in the Notes to Consolidated Financial Statements (on page 35 of this
Amendment) which is contained in Item 8 Financial Statements and Supplementary Data. In addition, the registrant is also including as exhibits

to this Amendment the certifications required pursuant to Sections 302 and 906 of the Sarbanes-Oxley Act of 2002. Except as set forth herein,

the registrant is making no other changes to its Annual Report on Form 10-K for the fiscal year ended December 31, 2006.
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Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis provides information that we believe is useful in understanding our operating results, cash flows and
financial condition for the three years ended December 31, 2006. The discussion should be read in conjunction with, and is qualified in its

entirety by reference to, the Consolidated Financial Statements and related notes appearing in Item 8 of this Form 10-K. Except for the historical
information contained herein, the discussions in this document contain forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995 and involve risks and uncertainties. Our actual results could differ materially from those discussed herein. Factors
that could cause or contribute to such differences include, but are not limited to, those discussed under Cautionary Statements Regarding
Forward-Looking Information and Use of Third-Party Data in Item 1 and Risk Factors in Item 1A of this Form 10-K and from time to time, in
Bowater s other filings with the Securities and Exchange Commission.

YEAR IN REVIEW
Business Fundamentals

We manufacture approximately four million metric tons annually of a broad range of mechanical-based printing papers coated mechanical,
mechanical specialty papers and newsprint. These products are sold to leading publishers, commercial printers and advertisers. We also sell
excess pulp to paper, tissue and toweling manufacturers who do not have a sufficient supply of pulp for their own needs. We operate sawmills
that produce approximately one billion board feet of lumber annually and provide a source of residual chips that we use to manufacture pulp and
paper. Our lumber is sold to a diversified group of customers, namely large retailers, buying groups, distributors, wholesalers and industrial
accounts.

To produce our pulp and paper products, we operate 12 pulp and paper mills, ten of which are located in eastern North America. We also operate
a facility in the United States that converts a mechanical fiber-containing base sheet to coated products which is also located in eastern North
America. The remaining two mills include a newsprint mill in the state of Washington for which we are the managing partner and a newsprint
mill in South Korea that provides access to the growing Asian markets.

Our North American manufacturing facilities are located near key domestic markets or have access to export markets. They are supported by
approximately 29 million acres of timberland about 0.8 million acres are owned or leased and the balance is under long-term cutting rights on
Crown-owned land in Canada.

Our products are, in large part, commodities sold in global markets. Our business is influenced by general economic conditions that impact our
customers as well as changes within our industry that affect demand, supply, pricing, shipments or the cost of production. North American
demand for newsprint has continued to decline in 2006, and there is no indication as to if or when the demand will stabilize.

The manufacturing facilities we operate are capital-intensive and require significant amounts of cash to maintain. Our ability to generate positive
cash flow is dependent on achieving revenues that exceed manufacturing and debt costs and on the amount of cash that must be reinvested in the
business.

A significant portion of our manufacturing facilities are located outside the U.S.; however, the majority of our sales are denominated in U.S.
dollars. Therefore, fluctuations in currency rates can have a significant impact on our costs, cost competitiveness and cash flows. In particular,
our results can be materially influenced by the movement of the Canadian dollar. A stronger Canadian dollar will typically weaken our results,
and a weaker Canadian dollar will tend to strengthen our earnings. We can also be subject to government imposed trade restrictions that can
limit shipments or increase costs.

Significant cost components of manufacturing our products can be highly volatile, particularly the cost of wood, recycled fiber (old newspapers
and magazines), energy, commodity and specialty chemicals.



Edgar Filing: BOWATER INC - Form 10-K/A

The strength of the economy influences the level and extent of publishing and advertising, which in turn affects the demand for our pulp and
paper products. The strength of the construction and real estate markets influences the level of building and remodeling, which impacts the
demand for our lumber products. A decline in demand for our products also would likely have a negative effect on prices. Changes in the level
of supply caused by capacity additions or contractions could also influence the supply and demand balance for our products and have a direct
impact on shipment levels and pricing.

Overview of Financial Performance

Our net loss for 2006 was $138.3 million, or $2.41 per diluted share, as compared to a net loss of $120.6 million, or $2.10 per diluted share, for
2005.

Our sales in 2006 were $3.53 billion, a slight increase from 2005 sales of $3.48 billion. In 2006, average transaction prices increased for our
specialty papers, newsprint and market pulp products, while coated papers and lumber average transaction prices were lower in 2006. Shipments
increased for coated papers and specialty papers in 2006. The increase in specialty paper shipments was due to the conversion of a newsprint
machine at our Calhoun facility to now produce a lightly coated freesheet hybrid product beginning in July 2006. Shipments of newsprint were
significantly lower in 2006 compared to 2005 due to the conversion discussed above and the curtailment, beginning in September 2006, of paper
production at our Thunder Bay, Ontario facility. We restarted one of the Thunder Bay paper machines in October 2006, but have not restarted
the second machine, which has an annual capacity of approximately 160,000 metric tons. Shipments of market pulp decreased from 2006
compared to 2005 due to the permanent closure of our Thunder Bay A  kraft pulp mill in May 2006 and increased internal consumption.
Shipments of lumber were also lower in 2006 compared to 2005 due to weak demand in the housing construction market and the sale of our
Baker Brook and Dégelis sawmills in 2006.

Our costs during 2006 as compared to 2005 increased by $142.8 million, primarily due to the stronger Canadian dollar ($107.9 million), which
increased from an average rate of US$0.83 to US$0.88, reduced benefits from our Canadian dollar hedging program ($61.8 million), higher
chemical costs ($14.9 million) higher energy costs ($14.9 million) and higher repairs ($13.6 million). These higher costs were partially offset by
lower wood costs ($31.7 million) and lower labor costs ($2.2 million) and the benefits from our previously announced $80 million cost reduction
program which was implemented in 2006. These cost savings helped offset the increased input costs. More information regarding changes in our
manufacturing and other costs is contained below in the section entitled Consolidated Results of Operations. In addition, we recorded
impairment and other related charges of $252.5 million in 2006 associated with the impairment of goodwill at our Thunder Bay, Ontario facility,
the impairment of paper machine No. 3 at our Thunder Bay, Ontario facility, the indefinite shut of our Ignace and Girardville sawmills and the
closure of our Benton Harbor, Michigan facility. We also recorded a net gain on the disposition of assets of $185.7 million primarily associated
with our ongoing land sales program. Our cash flows from operating activities and asset sale proceeds for 2006 were greater than our capital
spending and dividends by $268.6 million, contributing to a debt reduction of $210.7 million, or $279.5 million, net of cash. In 2006, we spent
approximately $200 million on capital projects.

Business Strategy and Outlook

2006 was a year of change for Bowater. In the latter part of 2006, we underwent a management transition and realigned our organizational
structure from a divisional structure to a functional structure focusing on operational excellence. This realignment and our new management
team, has established a manufacturing-focused culture to identify manufacturing improvements, improve consistency in our operations and
further reduce our costs. In 2006, we exceeded our target in an $80 million cost reduction program and in 2007 we have targeted further cost
improvements. For instance, in February 2007, the unions at our Thunder Bay facility ratified an agreement that is expected to result in annual
labor savings of over $16 million.

We also continue the focus on improving our balance sheet by reducing our debt. The reduction in debt in 2006 was primarily due to our asset
sales program and the lumber duties refund received at the end of the year.
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We received proceeds of $331.8 million in 2006 from the sale of timberlands and $103.9 million from the refund of lumber duties and related
interest. Although we don t anticipate the same amount of proceeds in 2007, we believe our asset sales will generate significant proceeds of
approximately $170 million. These proceeds will be used to further reduce our debt.

Additionally, we are focused on improving our product mix. North American newsprint demand declined significantly in 2006 and there is no
indication of whether, or at what level, demand may stabilize. We periodically evaluate our production options to focus on our more profitable
product lines. We believe our operations are positioned to deliver quality products and that capital reinvestment in the business can be held to

appropriate levels. We expect to spend approximately $150 million on capital projects in 2007.

We have also rigorously evaluated our strategic options. This evaluation resulted in our announcement, on January 29, 2007, that we have
entered into an agreement to combine with Abitibi in a merger of equals. The combination, if completed, would have a material impact on our
results of operations, financial condition and liquidity going forward. Management believes, as a result of the merger, the combined company
would be operationally and financially stronger and better able to meet changing customer needs while competing more effectively globally. We
expect that the combination would generate approximately $250 million of cost synergies from improved efficiencies in such areas as
production, selling, administrative, distribution and procurement costs. We expect to complete the combination in the third quarter of 2007,
subject to the conditions described elsewhere in this report. In connection with this announced merger, we have approved a retention and
severance program for approximately 320 Bowater employees who may be impacted by the pending merger with Abitibi. This program provides
a retention bonus for employees who remain with Bowater through the closing of the merger or its cancellation and an additional retention bonus
for employees who remain with Bowater for a transition period following closing of the merger.

Business and Financial Review

Consolidated Results of Operations

Year Ended December 31, Change

(In millions, except per share amounts) 2006 2005 2004 2006 vs. 2005 2005 vs. 2004
Sales $3,529.8 $3,483.8 $3,190.3 $ 46.0 $ 293.5
Operating income (loss) 41.2 98.8 29.5 (57.6) 69.3
Net loss (138.3) (120.6) (87.1) 17.7) (33.5)
Loss per diluted share (2.41) (2.10) (1.52) (0.31) (0.58)
Significant items that improved (lowered) operating income (loss):
Gain on disposition of assets $ 119.9 $ 58.9
Impairment and other related charges (169.9) (82.6)
Product pricing 143.8 311.7
Distribution costs 4.2 (10.1)
Lumber duties refund 92.5
Manufacturing costs (242.2) (207.4)
Employee termination costs 3.0) 4.6)
Selling and administrative expenses (2.9) 34

$ (57.6) $ 69.3

Year ended 2006 compared to 2005

Sales increased in 2006 as compared to 2005 due to product price increases in specialty papers, newsprint and market pulp products and higher

shipments of coated papers and specialty papers. These increases were



Edgar Filing: BOWATER INC - Form 10-K/A

partially offset by lower product prices in our coated papers and lumber products and lower shipments of newsprint, market pulp and lumber.
Please refer to the discussion of Product Line Information for a more detailed analysis of pricing and shipments.

Operating income decreased in 2006 as compared to 2005. The above table analyzes the major items that caused the decrease in operating
income. A brief explanation of these major items follows.

Gain on disposition of assets, primarily for the sale of timberlands, is discussed in Note 6 to the Notes to Consolidated Financial Statements
included in this Report on Form 10-K.

Impairment and other related charges for 2006, increased materially as compared to 2005 due to a goodwill impairment charge of $200.0

million associated with our Thunder Bay, Ontario facility, and asset impairment charges associated with our Benton Harbor operations ($27.5

million), paper machine No. 3 at our Thunder Bay facility ($18.9 million), our Ignace sawmill ($5.2 million) and our Girardville sawmill ($0.9

million). Please refer to the discussion of Critical Accounting Estimates Goodwill and Critical Accounting Estimates Long Lived Assets in Item 7
of this Form 10-K for information regarding the judgments and uncertainties involved in determining these impairment charges.

Product pricing for all of our major product groups increased during the year except for our coated papers and lumber product group. Please
refer to the discussion of Product Line Information for a more detailed analysis of pricing.

Distribution costs decreased slightly in 2006 as a result of a reduction in lumber shipments and duties.

Lumber duties refund in 2006 is related to a refund of lumber duties for lumber shipments from Canada to the U.S. paid to the U.S.
government from May 22, 2002 through October 12, 2006 as a result of the finalization of a softwood lumber agreement between the two
countries. Please refer to  Product Line Information for a discussion of the lumber duties and the related refund.

Manufacturing costs were higher in 2006 primarily as a result of the items that are discussed below. These higher manufacturing costs were
partially offset by lower wood, depreciation, and labor costs.

Canadian dollar During 2006 the Canadian dollar rose in relation to the U.S. dollar. Since 40% of our pulp and paper production
capacity is in Canada, our manufacturing costs incurred in Canadian dollars increased approximately $107.9 million when translated
into U.S. dollars. We also had $61.8 million in reduced benefits from our Canadian dollar hedging program as compared to 2005.

Chemicals During 2006 the cost of chemicals we use in our production process increased by $14.9 million due to an increase in the
price of chemicals and more usage of chemicals due to an increase in specialty paper production.

Energy costs We are a significant user of electricity, natural gas and other fossil fuels. Although our overall consumption of these
energy inputs decreased in 2006, increases in electricity and fuel prices resulted in a $14.9 million increase in our total energy costs
in 2006 as compared to 2005.
Employee termination costs were higher primarily due to the closure of our Benton Harbor facility, the closure of our Ignace sawmill and the
organizational realignment that occurred in 2006.

Net loss in 2006 was higher compared to 2005. Our net loss in 2006 was higher as a result of the items previously discussed, especially the

higher impairment charge, partially offset by an increase in other income primarily due to interest income on the lumber duty refund and a gain

on foreign exchange. Our income tax provision was lower in 2006 due to a $50.6 million valuation allowance being recorded compared to a

$96.7 million valuation allowance being recorded in 2005. See discussion under Critical Accounting Estimates Tax Valuation Allowances for a
discussion of the judgments and uncertainties involved in determining a tax valuation allowance.
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Year ended 2005 compared to 2004

Sales increased in 2005 compared to 2004 from both product price increases in all of our major product groups and increased shipments in
coated and specialty papers and lumber. Please refer to the discussion of Product Line Information for a more detailed analysis of pricing and
shipments.

Operating income for 2005 significantly improved when compared to 2004. The above table analyzes the major items that caused the
improvement in operating income. A brief explanation of these major items follows.

Gain on sale of assets, primarily for the sale of timberlands, is discussed on in Note 6 to the Notes to Consolidated Financial Statements included
in this Report on Form 10-K.

Impairment of assets for 2005 primarily relates to asset impairment charges of $67.2 million for the permanent closure of the Thunder Bay A
kraft pulp mill, $11.9 million for the permanent shut of the older, higher cost original coating line at Benton Harbor and $3.5 million for a paper
machine at our Mokpo, Korea paper mill.

Product pricing for all of our major product groups increased during the year. Please refer to the discussion of Product Line Information for a
more detailed analysis of pricing.

Distribution costs increased in 2005 as a result of increased shipments, lumber duties on increased shipments and lumber transactions prices,
increased fuel prices, and export-related costs. Please refer to Product Line Information for a more detailed discussion of the lumber duties.

Manufacturing costs were higher in 2005 primarily as a result of the items that are discussed below. These higher manufacturing costs were
partially offset by higher production volumes.

Canadian dollar During 2005, the Canadian dollar strengthened in relation to the U.S. dollar. Since over 40% of our pulp and paper
production capacity is in Canada, our costs stated in U.S. dollars increased approximately $138.1 million.

Energy costs We are a significant user of electricity, natural gas and other fossil fuels. Although our overall consumption of these
energy inputs decreased in 2005, increases in electricity and fuel prices caused an increase in energy costs, resulting in a $28.4
million increase in our total energy costs in 2005 as compared to 2004.

Wood costs We use both harvested timber and residual sawmill chips to make our pulp and paper products. The cost for harvested
timber and residual chips in Canada increased in 2005 due primarily to increased fuel prices. Additionally, the fees we pay to the
Canadian government for harvesting trees increased as a result of higher average lumber transaction prices. As a result of these and
other factors, our wood costs increased $13.5 million in 2005 as compared to 2004.

Labor and repair materials Labor costs were $10.3 million higher in 2005 as a result of increased labor and fringe rates, primarily
from increased pension costs. Repair materials were $7.4 million higher, primarily as a result of increased maintenance outages in
2005.
Employee termination costs were higher primarily due to severance charges related to the closure of the A kraft pulp mill at our Thunder Bay
facility, which was completed in the second quarter of 2006.

Net loss in 2005 was higher compared to 2004. Net loss in 2005 was higher as a result of the items previously discussed and due to the fact that
income tax benefits generated primarily on our 2005 Canadian net operating losses, including the Thunder Bay impairment, were offset by a tax
valuation allowance charge of approximately $96.7 million.
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Fourth Quarter of 2006

Net income for the fourth quarter of 2006 was $107.2 million, or $1.86 per diluted share, on sales of $861.3 million. This compares to a net loss
for the fourth quarter of 2005 of $101.9 million, or $(1.78) per diluted share, on sales of $876.4 million.

Operating income for the fourth quarter of 2006 was $113.3 million compared to an operating loss of $23.8 million for the fourth quarter of
2005. The increase to operating income was primarily the result of the refund of lumber duties ($92.5 million) as discussed in Lumber section of

Product Line Information below, higher product pricing for our newsprint, specialty papers and market pulp ($23.1 million), lower asset
impairment charges ($64.6 million) and slightly lower manufacturing costs.

Interest income increased $12.1 million, from $1.6 million in the fourth quarter of 2005 to $13.7 million in the fourth quarter of 2006, primarily
due to the interest received with the refunded lumber duties.

Other, net increased $8.5 million, from $0.8 million in the fourth quarter of 2005 to $9.3 million in the fourth quarter of 2006, primarily due to a
gain on the early extinguishment of the debt, net of the fees, associated with the debt we repurchased in November 2006. For further discussion
on the repurchase of debt, see the discussion in Note 14 of the Notes to our Consolidated Financial Statements included in this Form 10-K.

Product Line Information

During the third quarter of 2006, Bowater announced that it was realigning its organizational structure to move from a divisional organization to
a functional organization that supports and focuses on our multi-line manufacturing and sales across our mill base. As a result of this
organizational realignment, our reportable segments have been changed to reflect how we internally manage our business, which is now based
on products that we manufacture and sell to external customers. Our primary product lines include coated papers, specialty papers, newsprint,
market pulp, and lumber. This Management s Discussion and Analysis section reflects our new reportable segments, and prior year information
has been recast to the current year presentation. For further information regarding our segments, see Note 25 of the Notes to our Consolidated
Financial Statements included in this Form 10-K.

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.

Coated Papers

2006 2005 2004
Average price (per short ton) $ 769 $ 792 $ 670
Shipments (thousands of short tons) 796.5 789.9 738.7
Downtime (thousands of short tons) 68.3 83.8 89.4
Inventory at end of year (thousands of short tons) 37.2 34.5 229
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Year Ended December 31, Change

(In millions) 2006 2005 2004 2006 vs. 2005 2005 vs. 2004
Sales $612.2 $625.3 $494.9 $(13.1) $ 130.4

Segment income 76.3 114.2 11.6 37.9) 102.6

Significant items that improved (lowered) segment income (loss):

Product pricing $(17.1) $ 95.8

Distribution costs 4.3) 2.3)
Manufacturing costs (15.9) 0.9

Selling and administrative expenses 0.6) 8.2

$(37.9) $ 102.6
Year ended 2006 compared to 2005

Sales of coated paper decreased in 2006 as compared to 2005 as a result of lower transaction prices. Our average transaction price decreased
2.9% as a result of offshore imports, the high level of inventories in the industry and the restart of previously idled capacity in North America by
a competitor. The effect of the lower transaction prices in 2006 was partially offset by an increase in coated mechanical papers shipments in
2006 due to increased production at our Catawba facility. During the third quarter of 2006, we made the decision to close our Benton Harbor
facility. Previous to this closure, our Benton Harbor and Covington facilities were running at approximately 50% capacity. This closure will
allow us to operate more efficiently and reduce costs while continuing to serve our customers effectively.

Segment income decreased in 2006 as compared to 2005 primarily due to lower transaction prices as discussed above, higher distribution costs
and higher manufacturing costs. The higher manufacturing costs were primarily due to higher repair ($4.3 million), wood ($4.3 million), and
chemical costs ($4.1 million) and lower production volumes ($0.8 million).

Coated Papers Third-Party Data: North American demand for coated mechanical papers increased 0.6% during 2006 compared to 2005. The
industry operating rate in 2006 was 92% compared to 88% in 2005. According to Publishers Information Bureau, U.S. magazine monthly
advertising pages decreased 0.1% in 2006 compared to 2005 and catalog/bulk mailings (measured by Standard mail pieces) increased 1.5%
during 2006 as compared to 2005. North American coated mechanical mill inventories were at 18 days supply at December 31, 2006, compared
to 17 days supply at December 31, 2005.

Year ended 2005 compared to 2004

Sales increased in 2005 as compared to 2004 as a result of higher transaction prices and higher shipments. Our transaction prices increased
18.2% which reflects the realization of price increases in 2005. Our coated mechanical papers shipments increased 6.9% compared to 2004, due
primarily to increased production at our Catawba and Covington facilities.

Segment income increased in 2005 as compared to 2004 as a result of higher product pricing as discussed above and lower selling and
administrative expenses and lower manufacturing costs partially offset by higher distribution costs. The lower manufacturing costs were
primarily due to higher production volumes ($20.2 million) and lower depreciation ($5.9 million), partially offset by higher energy costs ($7.7
million), higher wood costs ($6.1 million), higher labor costs ($6.3 million), and higher repair costs ($1.8 million) and higher chemicals ($1.0
million).

10
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Specialty Papers
2006 2005 2004
Average price (per short ton) $ 669 $ 628 $ 562
Shipments (thousands of short tons) 851.6 759.6 729.1
Downtime (thousands of short tons) 4.9 5.6 10.1
Inventory at end of year (thousands of short tons) 47.9 34.5 23.7
Year Ended December 31, Change
2006
Vs,

(In millions) 2006 2005 2004 2005 2005 vs. 2004
Sales $569.7 $476.8 $409.5 $ 929 $ 67.3
Segment (loss) income (35.4) 2.2 (7.7) (37.6) 9.9
Significant items that improved (lowered) segment income (loss):
Product pricing $ 36.6 $ 54.0
Distribution costs (1.8) 4.8)
Manufacturing costs (72.4) (31.0)
Selling and administrative expenses (8.3)

$(376) $ 9.9

Year ended 2006 compared to 2005

Sales of specialty papers increased in 2006 as compared to 2005 as a result of a 6.5% increase in our average transaction price in 2006 and a
12.1% increase in shipments. This increase in average price reflects the realization of price increases in 2006 and the introduction of a freesheet
hybrid product at our Calhoun mill in June 2006 which has a higher transaction price than our other specialty paper offerings. Our increase in
shipments is due to the conversion of a newsprint machine to specialty production at our Calhoun mill in July 2006 and increased shipments to
customers moving from traditional freesheet grades to mechanical specialties and customers upgrading from newsprint to mechanical specialties.

Segment income decreased in 2006 as compared to 2005 primarily due to higher manufacturing costs, partially offset by higher sales discussed
above. The higher manufacturing costs were primarily due to a stronger Canadian dollar ($23.3 million) and reduced benefits from our Canadian
dollar hedging program ($13.6 million), combined with higher repair ($19.5 million), labor ($18.7 million), depreciation ($5.7 million), energy
($6.0 million) and chemical costs ($5.2 million). These costs were partially offset by higher production volume ($14.3 million) and lower wood
costs ($3.6 million).

Specialty Papers Third-Party Data: North American demand for supercalendered high gloss paper ended down 2.4% and other uncoated
mechanical papers ended up 1.2% in 2006 as compared to 2005. The supercalendered high gloss operating rate in North America in 2006 was
83% and mill inventories at the end of December 2006 are 23.8% higher than at the end of December 2005. North American lightweight and
standard grade uncoated mechanical inventories at December 2006 increased 13.5% over December 2005 with 15 days supply on December 31,
2006 and 13 days supply on December 31, 2005.

Year ended 2005 compared to 2004

Sales increased in 2005 as compared to 2004 as a result of higher average transaction prices and slightly higher shipments. Our average
transaction price increased 11.7% as a result of a realization in price increases in 2005. Specialty paper shipments increased 4.2% compared to
2004, due to increased shipments to book market customers moving from traditional freesheet grades to mechanical specialties and retailer
circular customers upgrading from newsprint to mechanical specialties.

11
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Segment income increased in 2005 as compared to 2004 as a result of higher product pricing as discussed above, partially offset by higher
manufacturing costs, selling and administrative expenses and distribution costs. The higher manufacturing costs were primarily due to a stronger
Canadian dollar ($19.1 million), reduced benefits from our Canadian dollar hedging program ($7.8 million), combined with higher energy ($6.2
million), depreciation ($4.2 million), repair ($3.6 million), labor ($2.3 million), and chemical costs ($1.9 million), partially offset by higher
production volumes ($16.4 million).

Newsprint
2006 2005 2004
Average price (per metric ton) $ 636 $ 583 $ 528
Shipments (thousands of metric tons) 2,260.3 2,451.6 2,541.6
Downtime (thousands of metric tons) 245.0 199.1 192.1
Inventory at end of year (thousands of metric tons) 67.9 87.0 89.8
Year Ended December 31, Change
2006 vs.
(In millions) 2006 2005 2004 2005 2005 vs. 2004
Sales $1,437.6 $1,428.8 $1,340.8 $ 8.8 $ 88.0
Segment income 79.5 72.3 31.1 7.2 41.2
Significant items that improved (lowered) segment income (loss):
Product pricing $ 1233 $ 135.8
Distribution costs 0.2 (11.7)
Manufacturing costs (119.0) (87.6)
Selling and administrative expenses 2.7 4.7

$ 72 $ 412
Year ended 2006 compared to 2005

Sales of newsprint increased marginally in 2006 as compared to 2005 as a result of higher product pricing being offset by lower shipments. Our
average newsprint transaction price was 9.1% higher in 2006 compared to 2005. The increase reflects the realization of price increases in our
North American and international markets. Shipments were 7.8% lower in 2006 as we converted a newsprint machine at our Calhoun site to
specialty paper production and newsprint production was curtailed at our Thunder Bay facility in the third and fourth quarters of 2006 and at our
Mokpo facility in the fourth quarter of 2006. Specifically, 68,000 metric tons at our Thunder Bay mill and 19,000 metric tons at our Mokpo mill
were curtailed. At Thunder Bay, two of our paper machines were curtailed beginning in September with one restarted in the fourth quarter. The
downtime at our Mokpo mill was a result of labor issues which have been resolved. In January 2007, we rebuilt a newsprint machine at our
Calhoun facility which will reduce first quarter production by 10,000 tons. Additionally, in January 2007, the cost of our recycled fiber has
increased 2% from December of 2006, and we are expecting additional price increases for the balance of the quarter.

Segment income increased in 2006 as compared to 2005 as a result of higher product pricing as noted above and lower distribution and selling
and administrative expenses, offset by higher manufacturing costs. The higher manufacturing costs were primarily due to a stronger Canadian
dollar ($54.4 million), lower production volumes ($45.2 million), a reduced benefit from our Canadian dollar hedging program ($25.8 million),
combined with higher energy ($13.0 million) and chemical costs ($3.9 million) partially offset by lower labor ($11.8 million) and wood costs
($6.6 million).

Newsprint Third-Party Data: Total North American newsprint demand declined 6.0% in 2006 compared to 2005, reflecting conservation
measures taken by publishers, reduced North American newspaper circulation,
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lower advertising linage, and substitution in some applications by other uncoated mechanical grades. Over the same time period, North
American newsprint production declined 6.3%. The industry operating rate was 94% in 2006 compared to 95% in 2005. In 2006, North
American net exports of newsprint decreased 8.6% from 2005 levels. North American mill inventories at year end 2006 declined 3,000 metric
tons and customer inventories declined 102,000 metric tons from 2005 levels. Total inventories (North American mills and users) ended 2006 at
1.1 million metric tons, 105,000 metric tons below the 2005 level. Days of supply at the U.S. dailies declined to 39 days from 42 days at year
end 2005. Newspaper advertising linage declined 0.1% in 2006 compared to 2005.

Year ended 2005 compared to 2004

Sales increased in 2005 as compared to 2004 primarily as a result of higher product pricing, partially offset by lower shipments. Our average
newsprint transaction price was 10.4% higher in 2005 compared to 2004 due to the realization of price increases in our North American and
international markets. Newsprint shipments decreased by 3.5% compared to 2004 primarily due to production shifting from newsprint to higher
margin specialty papers.

Segment income increased in 2005 as compared to 2004 primarily as a result of higher product pricing as noted above and lower selling and
administrative expenses, partially offset by higher distribution costs and manufacturing costs. The higher manufacturing costs were primarily
due to a stronger Canadian dollar ($50.2 million), lower production volumes ($25.4 million), reduced benefit from our Canadian dollar hedging
program ($17.0 million), combined with higher energy ($10.3 million), chemical ($6.9 million), and repair costs ($2.5 million), partially offset
by lower depreciation ($8.4 million), labor ($7.0 million) and wood costs ($2.8 million).

Market Pulp
2006 2005 2004
Average price (per metric ton) $ 576 $ 531 $ 513
Shipments (thousands of metric tons) 971.9 1,005.6 1,058.8
Downtime (thousands of metric tons) 25.1 66.7 62.3
Inventory at end of year (thousands of metric tons) 48.9 63.4 49.9
Year Ended December 31, Change

(In millions) 2006 2005 2004 2006 vs. 2005 2005 vs. 2004
Sales $559.4 $534.3 $543.3 $ 251 $ (9.0)
Segment income 36.6 7.7 37.1 28.9 (29.4)
Significant items that improved (lowered) segment income (loss):
Product pricing $ 429 $ 19.1
Distribution costs (6.7) (1.8)
Manufacturing costs (7.2) (49.1)
Selling and administrative expenses 0.1) 24

$ 289 $ (29.4)

Year ended 2006 compared to 2005

Sales of market pulp increased in 2006 as compared to 2005 as a result of higher product pricing which was partially offset by lower shipments.
Our average price for market pulp was 8.5% higher in 2006 compared to 2005. This increase reflects improved world-wide demand. Our
shipments decreased 3.4% compared to 2005, due to reduced production from our Thunder Bay facility as a result of the permanent shut of our

A kraft pulp mill at this site in May 2006. Our market pulp inventories at the end of 2006 were at 18 days supply which was 11 days below
industry average. Generally, our inventories are below industry average because our mills are
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geographically close to the markets they serve. Our downtime decreased significantly in 2006 primarily due to maintenance downtime taken at
our Calhoun and Coosa Pines facilities in 2005. We have announced price increases of $20 per metric ton for softwood grades and $30 per
metric ton for fluff pulp grades effective January 1, 2007.

Segment income increased in 2006 as compared to 2005 primarily as a result of higher product pricing as noted above, partially offset by higher
manufacturing costs and higher distribution costs. The higher manufacturing costs were due to a reduced benefit from our Canadian dollar
hedging program ($16.2 million), a stronger Canadian dollar ($13.0 million), lower production volumes ($9.9 million) and higher chemical costs
($1.7 million), partially offset by lower wood ($10.9 million), repair ($6.4 million), depreciation ($5.6 million), energy ($3.0 million) and labor
costs ($4.1 million).

Market Pulp Third-Party Data: World-wide demand for market pulp increased by 3.9% or 1.5 million metric tons in 2006 compared to 2005.
Demand in North America grew by 2.6% as a result of increased consumption by printing and writing and tissue manufacturers. Demand for
pulp was up 9.4% in China and 5.2% in Latin America. Demand in Western Europe, the world s largest pulp market, increased by 3.0%.
World-wide producers shipped at 95% capacity. World-wide producer inventories decreased to 29 days supply, which is 3 days lower than 2005.

Year ended 2005 compared to 2004

Sales decreased in 2005 as compared to 2004 as a result of reduced shipments, partially offset by higher product pricing. Our average price for
market pulp was 3.5% higher in 2005 compared to 2004. The increase reflects the price increases in 2005 brought about by improved
world-wide demand and continued strength of currencies in market pulp producing regions. Our shipments decreased 5% in 2005 compared to
2004, due to increased integration of our pulp to produce paper and reduced production from our Coosa Pines facility which incurred an
extended planned maintenance shut to rebuild its boiler. Our market pulp inventories ended 2005 at 23 days supply, 9 days below the industry
average.

Segment income decreased in 2005 as compared to 2004 primarily as a result of higher manufacturing costs and higher distribution costs,
partially offset by higher product pricing as noted above and lower selling and administrative costs. The higher manufacturing costs were
primarily due to stronger Canadian dollar ($13.7 million), a reduced benefit from our Canadian dollar hedging program ($12.3 million), lower
production volumes ($6.3 million), combined with higher energy ($4.2 million), chemical ($4.0 million), wood ($1.7 million), and labor costs
($1.5 million).

Lumber

2006 2005 2004
Average price (per mbf) $ 317 $ 358 $ 355
Shipments (mmbf) 1,045.3 1,076.3 1,043.1
Downtime (mmbf) 232.2 201.1 297.7
Inventory at end of year (mmbf) 44.2 54.4 60.4
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Year Ended December 31, Change

(In millions) 2006 2005 2004 2006 vs. 2005 2005 vs. 2004
Sales $331.6 $385.1 $370.2 $ (53.5) $ 14.9
Segment income 63.0 144 17.8 48.6 (3.4)
Significant items that improved (lowered) segment income (loss):
Product pricing $ (43.5) $ 35
Lumber duties refund 92.5
Distribution costs 16.8 10.5
Manufacturing costs 17.2) (21.3)
Selling and administrative expenses 3.9

$ 48.6 $ 3.4)

Year ended 2006 compared to 2005

Sales decreased in 2006 as compared to 2005 as a result of an 11.5% lumber price decrease due primarily to a weaker U.S. housing market. Our
lumber shipments decreased 2.9% in 2006 compared to 2005 mainly as a result of the sale of two sawmills in 2006 offset by the continued ramp
up of the Thunder Bay sawmill as a result of a recent plant modernization.

Segment income increased in 2006 as compared to 2005 primarily as a result of the $ 92.5 million refund of lumber duties in December 2006 as
discussed below and lower distribution costs, partially offset by lower product pricing discussed above and higher manufacturing costs. The
decrease in distribution costs is primarily due to the decrease in lumber duties in 2006 and the sale of the two sawmills. The higher
manufacturing costs were primarily due to a stronger Canadian dollar ($16.8 million), lower production volumes ($10.4 million), a reduced
benefit from our Canadian dollar hedging program ($6.1 million), and a higher lower of cost or market inventory adjustment ($3.7 million),
partially offset by lower wood ($15.0 million), labor ($3.6 million), and repair costs ($2.9 million), and lower depreciation ($2.3 million).
Downtime taken at our sawmills is the result of weak lumber markets and limited availability of timber supply from our cutting rights on
Crown-owned land.

Lumber duties imposed by the U.S. Department of Commerce ( DOC ) were effective for lumber shipments from Canada to the U.S. beginning
May 22, 2002. Between May 22, 2002, and October 12, 2006, we paid duties totaling approximately $113 million to cover the various duty rates
then in effect. Lumber duties were included as a component of distribution costs on our Consolidated Statements of Operations.

On October 12, 2006, an agreement regarding Canada s softwood lumber exports to the U. S. became effective. The agreement provides for the
return of approximately $4.5 billion in accumulated cash deposits to Canadian industry with the remaining $1 billion to U.S. interests. Through

an arrangement with Export Development Corporation ( EDC ), which the government of Canada designated as its agent to expedite the refund of
duties, we recovered approximately $103.9 million on November 10, 2006. The refund consisted of a return of $92.5 million of the duties paid

and $11.4 million in interest due the company. We do not expect to recover any additional amounts.

The SLA provides for softwood lumber to be subject to one of two ongoing border restrictions, depending upon the province of first
manufacture with several provinces, including Nova Scotia, being exempt from these border restrictions. The provincial governments of Ontario
and Québec selected a border restriction defined as Option B in the SLA, based upon input from the manufacturers within those provinces.
Option B provides for a volume quota to be established for each company within a province. These volume quotas are based on historical
production and are not transferable between provinces. For our sawmills in Québec, the volume quota is in line with historical production, and
we anticipate our 2007 production to be similar to what we produced in 2006. The provincial government of Ontario also based its quota
allocation on historical production, but did not provide for
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a mechanism that addressed the needs of new entrants. As a result, the volume that we were allocated is insufficient to operate both our Ignace
and Thunder Bay, Ontario sawmills; therefore, we decided to indefinitely shut our Ignace sawmill in December 2006. Based on Thunder Bay s
allocated quota, production in 2007 will be limited to approximately 65% of its annual capacity. U.S. composite prices would have to rise above
$355 per thousand board feet before the quota volume restrictions would be lifted. Our average transaction price for lumber in the fourth quarter
of 2006 was $280 per thousand board feet.

In 2005, the province of Québec mandated that the annual harvests of softwood timber on Crown-owned land would be reduced 20% below
2004 levels. The 20% reduction was required to be achieved, on average, for the period 2005 to 2008. In December 2006, the province of
Québec increased that reduction to 23.8% below 2004 levels for the period 2008 to 2013. These requirements did not have any material impact
on our results of operations or financial condition during 2006 and are not expected to have a material impact for 2007.

Lumber Third-Party Data: Lumber markets have been very weak due to reduced lumber demand driven mostly by residential housing
construction. U.S. housing starts decreased in 2006, 12.9% to 1.8 million units compared to 2.1 million units in 2005.

Year ended 2005 compared to 2004

Sales increased in 2005 as compared to 2004 as a result of a slight increase in product pricing and an increase of 3.2% in lumber shipments in
2005 compared to 2004 as we continued our ramp up of the Thunder Bay sawmill as a result of a plant modernization.

Segment income decreased in 2005 as compared to 2004 as a result of higher manufacturing costs, partially offset by higher product pricing and
lower distribution and selling and administrative costs. Distribution costs were lower primarily as a result of lower duty rates on lumber
shipments from Canada and the U.S. The higher manufacturing costs were primarily due to a stronger Canadian dollar ($17.1 million), higher
wood costs ($8.4 million), higher labor costs ($2.2 million) and higher depreciation ($1.3 million), partially offset by higher volumes ($8.7
million) and lower repair costs ($1.1 million).

Corporate and other

We exclude gain (loss) on disposition of assets, impairment and other related charges and severance charges from our internal review of product
line results. Also excluded from our product line results are corporate and other items which include timber sales and general and administrative
expenses. These items are analyzed separately from our product line results. The following table is included in order to facilitate the
reconciliation of our product line sales and segment income to our total sales and operating income on our Consolidated Statements of
Operations.

Year Ended December 31, Change
(In millions) 2006 2005 2004 2006 vs. 2005 2005 vs. 2004
Corporate and other:
Sales $ 193 $ 335 $ 31.6 $ (14.2) $ 1.9
Segment loss:
Net gain on disposition of assets 185.7 65.8 6.9 119.9 58.9
Impairment and other related charges (252.5) (82.6) (169.9) (82.6)
Severance (16.3) (13.3) 8.7) 3.0) 4.6)
Corporate and other (95.7) (81.9) (58.6) (13.8) (23.3)

Net gain on disposition of assets: During 2006, we sold timberlands, our Baker Brook and Dégelis sawmills and other fixed assets for proceeds
of $331.8 million, resulting in a pre-tax gain of $185.7 million. This gain was primarily due to the sale of 381,900 acres of Canadian timberlands
and 153,300 acres of timberlands in the southeastern U.S.
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During 2005, we sold timberlands and other fixed assets for proceeds of $75.7 million, resulting in a pre-tax gain of $65.8 million. This gain was
primarily due to the sale of approximately 29,900 acres of timberlands in Canada and the U.S.

During 2004, we sold timberlands and other fixed assets for proceeds of $12.0 million, resulting in a pre-tax gain of $6.9 million. This gain was
primarily due to the sale of approximately 3,200 acres of owned timberlands and leaseholds in Canada and the U.S.

Impairment and other related charges: During 2006, we recorded impairment and other related charges related to impairment of goodwill at our
Thunder Bay, Ontario facility ($200.0 million), the closure of our Benton Harbor, Michigan facility ($27.5 million), paper machine No. 3 ($18.9
million) at our Thunder Bay facility, our Ignace sawmill ($5.2 million), and our Girardville sawmill ($0.9 million). Please refer to the discussion

of Critical Accounting Estimates Goodwill and Critical Accounting Estimates Long Lived Assets in Item 7 of this Form 10-K for information
regarding the judgments and uncertainties involved in determining these impairment charges. For further information, see Note 5 of the Notes to

the Consolidated Financial Statements included in this annual report on Form 10-K.

During 2005, we recorded asset impairment charges related to our Thunder Bay A kraft pulp mill ($67.2 million), a coating line at our Benton
Harbor facility ($11.9 million) and a paper machine at our Mokpo, Korea paper mill ($3.5 million).

Severance: In 2006, Bowater recorded approximately $16.3 million of employee termination costs including severance and other benefits related
to the closure of our Benton Harbor facility (38 employees), the closure of our Ignace sawmill (28 employees), the sale of certain other sawmills
and organizational realignments (16 employees). For further information, see Note 13 of the Notes to the Consolidated Financial Statements
included in this annual report on Form 10-K.

In 2005, Bowater recorded approximately $13.3 million of employee termination costs including severance and other benefits. Approximately
$11.5 million of the $13.3 million relates to the permanent closure of the A  kraft pulp mill at our Thunder Bay facility in May 2006 and the
elimination of approximately 260 positions.

In 2004, Bowater recorded severance charges of approximately $8.7 million for employee termination costs, primarily from the voluntary
termination of 35 employees related to the indefinite closure of the groundwood pulp mill at our Thunder Bay facility, and 11 additional
employees related to retirements, and our streamlining of the former Forest Products Division.

Corporate and other: Sales decreased in 2006 as compared to 2005 due to lower timber sales as a result of our timberland sales. The increase in
operating loss in 2006 as compared to 2005 is primarily related to pension and other postretirement benefit plan amendments.

Sales increased in 2005 as compared to 2004 due to higher product pricing for timber. The increase in operating loss in 2005 as compared to
2004 is primarily related to lower gains on foreign currency hedges.

Interest Expense

Interest expense decreased $3.2 million in 2006, from $199.3 million in 2005 to $196.1 million in 2006, due primarily to lower average debt
balances carried in 2006 and slightly higher capitalized interest in 2006 as compared to 2005.

Interest expense increased $4.0 million in 2005, from $195.3 million in 2004 to $199.3 million in 2005, due primarily to higher average interest
rates in 2005 as compared to 2004, partially offset by slightly higher capitalized interest in 2005 as compared to 2004.
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Income Taxes

Bowater s effective tax rate in 2006, which resulted in net tax expense, was (17.3)% compared to an expense of (43.5)% in 2005. During 2005,
based on continuing operating losses for our Canadian operations and an evaluation of available tax planning strategies, it was determined in
accordance with SFAS No. 109, Accounting for Income Taxes ( SFAS 109 ) that we would record a tax charge of $96.7 million to establish a
valuation allowance against our remaining net Canadian deferred tax assets, which were primarily for loss carryforwards and tax credits in

Canada. Our Canadian operations continued to experience operating losses in 2006, and a valuation allowance of $50.6 million was recorded in
2006 to reduce the income tax benefits generated by our Canadian operations. See Critical Accounting Estimates Tax Valuation Allowance for a
discussion of the judgments and uncertainties involved in determining a tax valuation allowance. The 2006 effective tax rate was also impacted

by the goodwill impairment charge, which does not provide any tax benefit, the reversal of certain tax reserves, and the tax treatment on foreign
currency gains and losses. The 2005 effective tax rate was also impacted by the tax treatment on foreign currency gains and losses.

Bowater s effective tax rate in 2005, which was an expense, was (43.5)% compared to a benefit of 36.9% in 2004. As discussed above, in
accordance with SFAS 109 we established a valuation allowance against our remaining net Canadian deferred tax assets. As a result, income tax
benefits generated on our 2005 Canadian net operating losses were offset by tax charges to record a valuation allowance.

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 special tax treatment on foreign currency gains and losses. We have a number of Canadian subsidiaries whose
unconsolidated income and gains are taxed in Canada. On consolidation, such income and gains are eliminated but we are still liable for the
Canadian 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 any 2007 operating losses
generated in Canada, which would have the impact of increasing our overall effective income tax rate in future periods. To the extent that our
Canadian operations become profitable, the impact of this valuation allowance would lessen or reverse and positively impact our effective tax
rate in those periods.

LIQUIDITY AND CAPITAL RESOURCES

Our primary sources of liquidity and capital resources are cash provided from operations and available borrowings under our credit facilities,
which are discussed in more detail below. We periodically review timberland holdings and sell timberlands. In 2006, the sale of timberlands and
other assets generating proceeds of $331.8 million has been a significant source of liquidity and, in combination with the lumber duties refund,
has allowed us to reduce our total debt outstanding, net of the increase in cash by $279.5 million. Since late 2005, we have generated
approximately $375 million of proceeds and expect an additional $170 million in proceeds from this program by the end of 2007. We believe
that cash from operations and access to our credit facilities will be sufficient to provide for our anticipated requirements for working capital,
contractual obligations, capital expenditures, and dividend payments for the next twelve months.

Cash Provided by Operations

During 2006 and 2005, Bowater had net losses of $138.3 million and $120.6 million, respectively. Cash provided by operating activities totaled
$182.3 million in 2006 compared to $169.4 million in 2005. Cash from operations increased primarily as a result of the $103.9 million refund of
lumber duties and related interest and increases in product prices for most of our products. These increases were offset by a stronger Canadian
dollar, lower production at our Thunder Bay mill as a result of the permanent shut of the A kraft pulp line, lower production and higher
maintenance costs at the Calhoun mill as we converted a newsprint machine to the production of specialty papers in the second quarter of 2006
and higher costs associated with the closure of our Benton Harbor facility. (See Product Line Information section of our Management s
Discussion and Analysis .)
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Working capital in 2006 was negatively impacted by an increase in accounts receivable, primarily as a result of higher product pricing from
most of our products, and lower income taxes payable. The negative impact to working capital was partially offset by lower inventory levels,
primarily as a result of the shut of the Thunder Bay A line and curtailed newsprint production at our Thunder Bay mill.

In 2005, cash provided by operating activities totaled $169.4 million compared to $122.5 million in 2004. Cash generated from operations

increased due primarily to higher operating income and lower working capital needs. The higher operating income in 2005 was driven by higher
product pricing, partially offset by higher distribution and manufacturing costs. See discussion of manufacturing costs, distribution costs and
product pricing in the Product Line Information section of our Management s Discussion and Analysis. Additionally, see Risks Factors for
discussion of product pricing, costs, exchange rates and debt levels.

Working capital in 2005 was negatively impacted by an increase in accounts receivable, which resulted primarily from higher pricing, and
higher inventory levels to support increased export shipments. These working capital changes were partially offset by an increase in accounts
payable and accrued liabilities primarily due to the timing of payments. Please see the discussion entitled Short-Term Financing below.

Cash Provided by (Used for) Investing Activities

Cash provided by (used for) investing activities totaled $130.1 million, ($91.7) million, and ($72.1) million in 2006, 2005, and 2004,
respectively. The increase in cash from investing activities in 2006 as compared to 2005 is due primarily to the increased proceeds from the
disposition of timberlands and other asset sales, partially offset by increased capital expenditures. The capital expenditures in 2006 of $199.1
million include $35.9 million associated with the conversion of a machine at our Calhoun mill to specialty paper production and other
return-based projects of approximately $60 million for our Catawba, Calhoun, Coosa Pines and Thunder Bay facilities. The increase in cash used
for investing activities in 2005 as compared to 2004 is due to increased capital expenditures partially offset by an increase in asset sales as we
began our timberland asset sales program in late 2005. Capital expenditures in 2005 compared to 2004 were significantly higher as we began the
conversion at our Calhoun mill in 2005 ($42 million) and other return-based projects at our Catawba, Coosa Pines, and Gatineau facilities ($33
million). Capital expenditures for all periods include compliance, maintenance, and projects to increase returns on production assets. We expect
to spend approximately $150 million on similar capital projects in 2007.

Cash Used for Financing Activities

Cash used for financing activities totaled $243.6 million, $77.3 million and $40.1 million for 2006, 2005, and 2004, respectively. Bowater had
net payments of $62.1 million on its short-term borrowings, net payments of $22.3 million on its long-term debt and debt repurchases of $112.8
million during 2006. We used our lumber duty refund and the majority of our increased proceeds from land and asset sales discussed above to
repurchase our debt in 2006. We had net payments of $19.0 million and $132.7 million on our short-term credit facilities during 2005 and 2004,
respectively. The net payments on short-term credit facilities in 2004 were primarily due to an increase in our long-term financing of $132.0
million.

During August 2006, we repurchased approximately $15.6 million of our $250 million floating rate notes due March 15, 2010 for total cash
consideration of approximately $15.8 million, or a 1.4% premium over face value. During September 2006, we repurchased approximately $1.9
million of our $250 million 9% notes due August 1, 2009 for total cash consideration of approximately $2.0 million, or a 3.7% premium over

face value. In conjunction with these transactions, we recorded charges of approximately $0.5 million for premiums, fees and unamortized

deferred financing fees. These charges for the early extinguishment of debt are included in Other income, net on the accompanying Consolidated
Statements of Operations.

During November 2006, we repurchased $95.3 million face value of our Series A, 10.625% notes due June 15, 2010 for total cash consideration
of approximately $102.7 million, or a 7.8% premium over face value.
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This repurchased debt had a book carrying value of $107.9 million, which was comprised of $95.3 million face value, plus $12.6 million related
to the revaluation of Series A debt from the acquisition of Avenor in 1998. In conjunction with this transaction, we recorded charges of $7.5
million for premiums and fees. We also recorded a gain on the extinguishment of debt of approximately $12.6 million associated with the
revaluation of the debt as discussed above. Therefore, the net impact for the extinguishment of the Series A notes is a net gain of approximately
$5.1 million, which is included in Other income, net on the accompanying Consolidated Statements of Operations.

SHORT-TERM FINANCING

At December 31, 2006, we had available borrowings under our credit facilities as follows:

Weighted
Average
Amount Commitment Termination Interest
Short-Term Bank Debt Commitment  Outstanding Available® Date Rate®
(in millions, except for dates and interest rates)
U.S. Credit Agreement $415.0 $ $ 347.3 05/11 n/a
Canadian Credit Agreement $165.0 $ $ 132.4 05/07 n/a
$580.0 $ $ 479.7

(1) The commitment available under each of the revolving credit facilities is subject to collateral requirements and covenant restrictions as described below and is
reduced by outstanding letters of credit of $67.7 million for the U.S. and $32.6 million for Canada. Commitment fees for unused portions of the U.S. and
Canadian facilities are 50 basis points and 25 basis points, respectively.

(2) Borrowings under the revolving credit facilities incur interest based, at our option, on specified market interest rates plus a margin. No borrowings were
outstanding under these credit facilities during the year.

On May 31, 2006, we entered into (i) a five-year Credit Agreement among Bowater Incorporated ( Bowater ) as Borrower, several lenders, and

Wachovia Bank, National Association, as Administrative Agent (the U.S. Credit Agreement ) and (ii) a 364-day Credit Agreement, along with its

subsidiary Bowater Canadian Forest Products Inc. ( BCFPI ), among BCFPI as Borrower, Bowater as parent Guarantor, several lenders, and The

Bank of Nova Scotia as Administrative Agent (the Canadian Credit Agreement ).

The U.S. Credit Agreement provides for a $415 million revolving credit facility with a scheduled maturity date of May 25, 2011. The U.S.
Credit Agreement is guaranteed by certain of our wholly-owned subsidiaries in the United States, and is secured by (i) liens on the inventory,
accounts receivable and deposit accounts of Bowater and the guarantors (ii) pledges of 65% of the stock of certain of our foreign subsidiaries,
and (iii) pledges of the stock of our U.S. subsidiaries that do not own mills or converting facilities. Availability under the U.S. Credit Agreement
is limited to 90% of the net consolidated book value of our accounts receivable and inventory, excluding BCFPI and its subsidiaries.

The Canadian Credit Agreement provides for a $165 million revolving credit facility with a maturity date of May 29, 2007, subject to annual
extensions. The Canadian Credit Agreement is secured by liens on the inventory, accounts receivable and deposit accounts of BCFPL
Availability under the Canadian Credit Agreement is limited to 65% of the net book value of the accounts receivable and inventory of BCFPI
and its subsidiaries.

Financial covenants under both the U.S. Credit Agreement and Canadian Credit Agreement are based upon our consolidated financial results and
consist of the following two ratios:

a maximum ratio of senior secured indebtedness (including all advances and letters of credit under the US and Canadian facilities,
and any other indebtedness secured by assets of Bowater and its subsidiaries) to EBITDA (generally defined as net income,
excluding extraordinary, non-recurring or non-cash items and gains (or losses) on asset dispositions, plus income taxes plus
depreciation plus interest expense) of 1.25 to 1; and
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a minimum ratio of EBITDA (defined as EBITDA, plus gains (or minus losses) from asset dispositions) to interest expense of 2.00 to
1.
We believe we are in compliance with all of our covenants and other requirements set forth in our credit facilities.

CONTRACTUAL OBLIGATIONS

We have an obligation to repay our outstanding debt. In addition, we enter into various supply and cutting rights agreements, guarantees and
purchase commitments in the normal course of business. The following summarizes our contractual obligations at December 31, 2006 and the
effect such obligations are expected to have on our liquidity and cash flow in future periods.

(In millions) Total 2007 2008-2010 2011-2012 Thereafter
Long-term debt, including current installments" $22238 $149 $ 5389 $ 9972 $ 6728
Non-cancelable operating lease obligations® 89.4 10.6 24.7 12.4 41.7
Purchase obligations® 413.2 43.8 109.7 55.4 204.3
Total contractual obligations $2,7264 $69.3 $ 6733 $1,0650 $ 9188

(1) Long-term debt commitments exclude related discounts and revaluation of debt of $42.7 million at December 31, 2006, as these items require no cash outlay.

(2) We control 0.1 million acres of timberlands under long-term leases expiring 2023 to 2058. In addition, we lease certain office premises, office equipment, and
transportation equipment under operating leases.

(3) Purchase obligations include, among other things, a fiber supply contract for our Coosa Pines operation with commitments totaling $84.7 million through
2014 and a steam supply contract for our Dolbeau operations with commitments totaling $191.0 million through 2023.

In addition to the items shown in the table above, Bowater is party to employment and change-in-control agreements with its executive officers.

Those agreements are described under the heading Executive Compensation Employment and Change in Control Agreements in our Proxy

Statement with respect to the 2007 Annual Meeting of Shareholders to be filed under Regulation 14A under the Securities Exchange Act of

1934, as amended.

OFF BALANCE SHEET ARRANGEMENTS

In connection with certain timberland sales transactions in 2002 and prior years, Bowater received a portion of the sale proceeds in notes
receivable from institutional investors. In order to increase our liquidity, we monetized these notes receivable using qualified special-purpose
entities ( QSPEs ) set up in accordance with SFAS No. 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of
Liabilities. The more significant aspects of the QSPEs are as follows:

The QSPEs are not consolidated within our financial statements. The business purpose of the QSPEs is to hold the notes receivable
and issue debt securities to third parties. The value of these debt securities is equal to approximately 90% of the value of the notes
receivable. The full principal amounts of the notes receivable are backed by letters of credit issued by third-party financial
institutions.

Our retained interest consists principally of the net excess cash flows (the difference between the interest received on the notes
receivable and the interest paid on the debt issued by the QSPE to third parties) and a cash reserve account. Fair value of our retained
interests was estimated based on the present value of future excess cash flows to be received over the life of the notes, using
management s best estimate of key assumptions, including credit risk and discount rates.

The cash reserve accounts were established at inception and are required to meet specified minimum levels throughout the life of the
debt issued by the QSPEs to third party investors. Any excess cash flows revert to Bowater on a quarterly or semi-annual basis. The
cash reserve accounts revert to Bowater at the maturity date of the third-party debt.
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We may be required to make capital contributions to the QSPEs from time to time in sufficient amounts so that the QSPEs will be
able to comply with their covenants regarding the payment of taxes, maintenance as entities in good standing, transaction fees,
contractual indemnification of the collateral agent and certain other parties, and the maintenance of specified minimum amounts in
the cash reserve account. Notwithstanding these covenants, because of the expected net available cash flow to the QSPEs (interest
and principal on notes receivable backed by letters of credit will be in excess of interest and principal on debt securities), Bowater
does not expect to be required to make additional capital contributions, nor have any capital contributions been required to date.

Bowater currently guarantees approximately $6.8 million, representing 25% of the outstanding investor notes principal balance of
Timber Note Holdings LLC, one of our QSPEs. This guarantee is proportionately reduced by annual principal repayments on the
investor notes (annual minimum repayment of $2.0 million) through 2008. The remaining investor notes principal amount is to be
repaid in 2009. 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.

The following summarizes our transactions with QSPEs as of December 31, 2006 (in millions):

Excess of

Bowater s Assets

Retained Total Total over
Qualified Special Purpose Entity Interest Assets Obligations Obligations
Calhoun Note Holdings AT LLC $ 6.6 $ 739 $ 64.2 $ 9.7
Calhoun Note Holdings TI LLC 9.7 74.7 61.8 12.9
Bowater Catawba Note Holdings I LLC 2.0 19.8 17.4 24
Bowater Catawba Note Holdings II LLC 9.4 98.1 86.9 11.2
Timber Note Holdings LLC 4.0 31.1 27.3 3.8
Bowater Saluda LLC 7.9 103.0 91.5 11.5

$ 396 $400.6 $ 3491 $ 51.5

No QSPEs are permitted to hold Bowater stock and there are no commitments or guarantees that provide for the potential issuance of Bowater
stock. These entities do not engage in speculative activities of any description and are not used to hedge Bowater positions, and no Bowater
employee is permitted to invest in any QSPE.

CANADIAN-U.S.DOLLAR EXCHANGE RATE FLUCTUATION EFFECT ON EARNINGS

Nearly half of our manufacturing costs and a small portion of our financial assets and liabilities are denominated in Canadian dollars. Sales are
denominated in the currency of the country in which they occur and only a small portion of our sales are denominated in Canadian dollars.
Accordingly, changes in the Canadian-U.S. dollar exchange rate may significantly impact our revenues and costs. The magnitude and direction
of this impact primarily depends on our production and sales volume, the proportion of our production and sales that occur in Canada, the
proportion of our financial assets and liabilities denominated in Canadian dollars, our hedging levels, and the magnitude, direction and duration
of changes in the Canadian-U.S. dollar exchange rate. Increases in the value of the Canadian dollar versus the U.S. dollar reduce our earnings,
which are reported in U.S. dollar terms.

We attempt to partially limit our exposure to Canadian-U.S. dollar exchange rate fluctuations through hedging transactions. Under the exchange
rates, hedging levels and operating conditions that existed at December 31, 2006, for every one-cent increase in the Canadian-U.S. dollar
exchange rate, our operating income, before currency hedging, for 2006 would have been reduced by approximately $15.0 million, net of
hedging by approximately $12.2 million.

We expect exchange rate fluctuations to continue to impact costs and revenues; however, we cannot predict the magnitude or direction of this
effect for any quarter, and there can be no assurance that the future effect will
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be similar to that set forth above. All of the existing contracts will mature on or before April 2007. Based on exchange rates, hedging levels and
operating conditions projected for the first quarter of 2007, we project that a one-cent increase in the Canadian dollar exchange rate would
reduce our operating income for the first quarter, before currency hedging, by approximately $3.8 million.

HEDGING PROGRAMS
Canadian Dollar Hedging Program

At December 31, 2006, we had approximately $0.4 million of unrealized losses recorded on our Canadian dollar hedging program compared to
an approximately $30.0 million unrealized gain at December 31, 2005. Hedging contracts outstanding at December 31, 2006 have been
established to hedge forecasted transactions through the first quarter of 2007. Recently, we have been entering into short-term hedging contracts
that extend out only a few months at a time. For a description of our hedging activities, see Note 15 to our Consolidated Financial Statements
included in this Report on Form 10-K.

Natural Gas Hedging Program

Beginning in the third quarter of 2006, we entered into natural gas swap agreements under our natural gas hedging program for the purpose of
reducing the risk inherent in fluctuating natural gas prices. Our hedged natural gas costs are billed to us based on a publicly traded index plus a
fixed amount. The natural gas swap agreements allow us to minimize the effect of fluctuations in those indices by contractually exchanging the
publicly traded index upon which we are billed for a fixed index of natural gas cost. The swap agreements, which did not qualify for hedge
accounting treatment during the year, have been marked-to-market in the Consolidated Statement of Operations. As a result, approximately $1.1
million of pre-tax losses were recognized in our Consolidated Statement of Operations in 2006 for outstanding contracts that we purchased in
2006 to financially hedge forecasted transactions expected to occur in 2007. For a description of our natural gas hedging activities, see Note 15
to our Consolidated Financial Statements included in this Report on Form 10-K. As of December 31, 2006, the fair value of our outstanding
natural gas swap agreements, which have a notional amount of $9.0 million, is a liability of $1.1 million.

British Pound Sterling Programs

In the first quarter of 2007, we entered into British pound sterling forward contracts that expire at various dates in 2007. We entered into these
contracts to limit our exposure to the fluctuations between the British pound sterling and the U.S. dollar based on our contracted sales that are
denominated in British pound sterling. These contracts do not currently qualify for hedge accounting treatment.

ENVIRONMENTAL ITEMS

We are subject to a variety of federal, state, provincial and local environmental laws and regulations in the jurisdictions in which we operate. We
believe our operations are in substantial compliance with current applicable environmental laws and regulations.

We currently anticipate capital spending for environmental requirements of approximately $10 million per year in the near term. Environmental
regulations promulgated in the future could require substantial additional expenditures for compliance and could have a material impact on
Bowater, in particular, and the industry in general.

We currently have recorded $19.7 million for environmental liabilities. Approximately $18.2 million of this $19.7 million relates to
environmental reserves established in connection with prior acquisitions. The majority of these liabilities are recorded at undiscounted amounts
and are included in other long-term liabilities on the Consolidated Balance Sheets. The $19.7 million represents management s estimate based on
an assessment of
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relevant factors and assumptions of the ultimate settlement amounts for these liabilities. The amount of these liabilities could be affected by
changes in facts or assumptions not currently known to management. Approximately $17.6 million of the $18.2 million relates to two previously
owned Canadian mills for costs primarily associated with soil remediation, air compliance and landfill closure and one United States mill for
costs primarily for soil testing and monitoring acquired in connection with the Alliance acquisition.

We have been notified that we may be a potentially responsible party ( PRP ) with respect to three hazardous waste sites which are being
addressed pursuant to the Comprehensive Environmental Response, Compensation, and Liability Act of 1980, as amended ( CERCLA or
Superfund ) or the Resource Conservation and Recovery Act ( RCRA ) corrective action authority. The first two sites are on CNC timberland
tracts in South Carolina. One was contaminated when acquired, and subsequently, the prior owner remediated the site and continues to monitor
the groundwater. On the second site, several hundred steel drums containing textile chemical residue were discarded by unknown persons. The
U.S. EPA has listed it as  No Further Action Status in September 2002. The third site, at our mill in Coosa Pines, Alabama, contained buried
drums and has been remediated pursuant to RCRA. We continue to monitor the groundwater. We believe we will not be liable for any
significant amounts at any of these sites.

RECENT ACCOUNTING PRONOUNCEMENTS
Income Taxes

In June 2006, the Financial Accounting Standards Board ( FASB ) issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes an
interpretation of FASB Statement No. 109, ( FIN48 ). FIN 48 clarifies the accounting uncertainty in income taxes recognized in an enterprise s
financial statement in accordance with SFAS 109. FIN 48 clarifies the accounting for income taxes by prescribing the recognition threshold a tax
position is required to meet before being recognized in the financial statements. FIN 48 also provides guidance on de-recognition, classification,
interest and penalties, accounting in interim periods, disclosure, and transition and is effective for fiscal years beginning after December 15,

2006. We have not yet completed our evaluation of the impact the adoption of FIN 48 will have on our consolidated results of operations and
financial position.

Fair Value Measurements

In September 2006, the FASB issued Statement No. 157, Fair Value Measurements ( SFAS 157 ). SFAS 157 provides enhanced guidance for
using fair value to measure assets and liabilities. SFAS 157 also responds to investors requests for expanded information about the extent to
which company s measure assets and liabilities at fair value, the information used to measure fair value, and the effect of fair value measurements
on earnings. SFAS 157 defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles, and
expands disclosures about fair value measurements. SFAS 157 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 and interim periods within

those fiscal years. We are currently evaluating the impact of this statement on our results of operations and financial position.

CRITICAL ACCOUNTING ESTIMATES

The preparation of financial statements in conformity with U.S. generally accepted accounting principles requires us to make estimates,
assumptions and judgments and rely on future projections of results of operations and cash flows. We base our estimates, assumptions and
judgments on historical data and other information that we believe are reasonable under the circumstances. These estimates, assumptions and
judgments affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities as of the date of our financial
statements. In addition, they affect the reported amounts of revenues and expenses during the reporting periods. It is important that the reader of
our financial statements understand that actual results could differ materially from these estimates, assumptions and judgments.
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A summary of our significant accounting policies is disclosed in Note 2 to our Consolidated Financial Statements. Based upon a review of our
significant accounting policies, we believe the following accounting policies require us to make estimates, assumptions and judgments that can
significantly affect the results reported in our Consolidated Financial Statements.

Pension and Other Postretirement Benefit Obligations
Description

We record assets and liabilities associated with our pension and other postretirement benefit obligations that may be considered material to our
financial position. The amounts recognized changed significantly upon adoption of SFAS 158 (see Note 16 to our Consolidated Financial
Statements). We also record net periodic benefit costs associated with these obligations as our employees render service.

Judgments and Uncertainties Involved in the Estimate

The following inputs are needed to calculate the fair value of our plan assets and our pension and other postretirement benefit obligations. These
inputs are also used to determine our net periodic benefit costs each year. The determination of these inputs requires judgment.

discount rate used to arrive at the net present value of the pension and other postretirement benefit obligations;

return on assets used to estimate the growth in invested asset value available to satisfy pension benefit obligations;

rate of compensation increase used to calculate the impact future pay increases will have on pension and other postretirement benefit
obligations; and

health care cost inflation rate used to calculate the impact of future health care costs on postretirement benefit obligations.
The discount rate is determined by considering the timing and amount of projected future benefit payments and is based on, for our U.S. plans, a
portfolio of long-term high quality corporate bonds of a similar duration or, for our Canadian plans, a model that matches the plan s duration to
published yield curves. To develop the expected long-term rate of return on assets assumption, we considered the historical returns and the
future expectations for returns for each asset class, as well as the target asset allocation of the pension portfolio. In determining the rate of
compensation increase, we reviewed historical salary increases and promotions while considering the impact of current industry conditions and
future industry outlook. For the health care cost inflation rate, we considered historical trends in these types of costs in the U.S. and Canada.

Effect if Actual Results Differ from Assumptions

Variations in assumptions could have a significant effect on the net periodic benefit cost and net pension and other postretirement benefit
obligations reported in our Consolidated Financial Statements. For example, a 25 basis point change in any one of these assumptions would
increase (decrease) our 2006 pension and postretirement benefit expense and our net pension and other postretirement benefit obligations as
follows (in millions):

Net Pension and Other
Net Periodic Benefit Cost Postretirement Benefit Obligations
25

Basis 25 Basis 25 Basis 25 Basis

Point Point Point Point
Assumption Increase Decrease Increase Decrease
Discount rate $(7.0) $ 76 $ (73.1) $ 771
Return on assets 4.1) “.1)
Rate of compensation increase 2.0 2.0) 8.6 (8.6)
Health care cost inflation rate 1.6 (1.0) 7.6 (6.3)
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Goodwill
Description

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 before performing a test for impairment. In 2006, we performed two tests of impairment one in the third quarter and one in the
fourth quarter. The third quarter interim test for impairment was performed prior to the realignment of our organization (see Note 25 to our
Consolidated Financial Statements). Goodwill was allocated to our new reporting units prior to performing the fourth quarter annual test for
impairment. As discussed more fully in Note 2 to our Consolidated Financial Statements, 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 recorded goodwill impairment charges of $200 million in 2006 as a result of our third quarter interim test for impairment (see Note 4 to our
Consolidated Financial Statements).

Judgments and Uncertainties Involved in the Estimate

We determined the fair values of our reporting units for both our third quarter interim test for impairment and our fourth quarter annual test for
impairment, 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 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 used in our
valuation models from several sources. Many of these assumptions are derived from our internal budgets, which would include 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.

Since performing our 2005 annual impairment test, exchange rates continued to climb to high levels. Given the exchange rate environment at the
time of the interim test, we believe a potential buyer would consider a shorter-term view of exchange rates. Therefore, in our third quarter of
2006 interim test for impairment, foreign exchange rates were based on market forward rates for 2007 followed by a gradual reversion to a
5-year historical average as opposed to a 10-year historical average, which had been used in previous tests for impairment.

In addition to the assumptions discussed above, we determined the fair value of our Thunder Bay mill in both the third and fourth quarter tests
for impairment utilizing a probability-weighted approach that assumes a potential buyer of the facility would consider alternative courses of
action in estimating the discounted cash flows. Courses of action that were probability-weighted in our fair value estimation of the Thunder Bay
facility include operating the mill as it is currently operated; restarting paper machine No. 3, which we permanently shut in the third quarter of
2006 but could be fully operational to a potential buyer of the facility; and conversion of one of Thunder Bay s other newsprint machines to
production of coated paper grades.

For our fourth quarter impairment test, 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 the business elements (inputs,
processes, outputs) that are present within the component, the 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
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reporting unit. Our similarity assessment included a review of the customers, products, distribution methods and other pertinent information
associated with each component that qualified as a business. Once the reporting units were defined, existing goodwill was allocated to the newly
identified reporting units based on their relative fair values.

In our third quarter impairment test, the fair values of each of our reporting units, except our Thunder Bay reporting unit, exceeded their carrying
value amounts by at least 10%. In our fourth quarter impairment test, there were no indications of impairment for any of our reporting units, and
the fair values of each exceeded their carrying value amounts by at least 10%.

Since the carrying value of our Thunder Bay reporting unit exceeded its fair value in our third quarter interim test for impairment, we were
required to determine the implied fair value of the goodwill associated with that reporting unit. The implied fair value of goodwill is determined
in the same manner as the amount of goodwill recognized in a business combination. That is, the fair value of the reporting unit is allocated to
the assets and liabilities of the reporting unit as if it had been acquired in a business combination. The implied fair value of goodwill related to
our Thunder Bay reporting unit was approximately $296.0 million; therefore, we recorded a goodwill impairment charge of $200 million in
2006.

Effect if Actual Results Differ from Assumptions

A number of judgments were made in the determination of our reporting units. If a different conclusion had been reached for any one of those
assumptions, it could have resulted in the identification of reporting units different from those we actually identified. This may have resulted in a
different conclusion when comparing the fair value to the carrying value of the reporting unit.

The assumptions used in our valuation models are interrelated. The continuing degree of interrelationship of these assumptions is, in and of itself
a significant assumption. Because of the interrelationships among the assumptions, we do not believe it would be meaningful to provide a
sensitivity analysis on any of the individual assumptions. However, one key assumption in our valuation model is the weighted average cost of
capital. If the weighted average cost of capital, which is used to discount the projected cash flows, was lower, the measure of the fair value of
our assets would increase. Conversely, if the weighted average cost of capital was higher, the measure of the fair value of our assets would
decrease. If our estimate of the weighted average cost of capital used in our fourth quarter annual test for impairment were to increase by 25
basis points, the excess of the fair values of each of the reporting units would continue to exceed their carrying value amounts. For our third
quarter interim test for impairment, the impact of a 25 basis points increase to our estimate of the weighted average cost of capital would have
been an additional goodwill impairment charge of approximately $34.1 million. Another key assumption in our valuation model is foreign
exchange. Continuation of a strong Canadian dollar could have a significant impact on the 5-year historical average and negatively impact future
valuations.

Future changes in our assumptions or the interrelationship of those assumptions may negatively impact future valuations. In future
measurements of fair value, adverse changes in discounted cash flow assumptions could result in an impairment of goodwill that would require a
non-cash charge to the Consolidated Statements of Operations and may have a material effect on our financial condition and operating results.

Long-lived Assets
Description

Losses related to impairment of long-lived assets are recognized when circumstances indicate the carrying values of the assets may not be
recoverable. When there are indicators that the carrying value of a long-lived asset may not be recoverable, 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. We recorded
long-lived asset impairment charges of $48.5 million in 2006 and $82.6 million in 2005. (See Note 5 to our Consolidated Financial Statements).
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Judgments and Uncertainties Involved in the Estimate

Our 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 and projected capital spending. 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 for 2007 followed by a gradual reversion to a 5-year historical average.

Effect if Actual Results Differ from Assumptions

If actual results are not consistent with the assumptions and judgments used in estimating future cash flows and asset fair values, actual
impairment losses could vary positively or negatively from estimated impairment losses.

Tax Exposure Matters
Description

In the normal course of business, we are subject to audits from the Federal, state, provincial and other tax authorities regarding various tax
liabilities. Tax audits may alter the timing or amount of taxable income or deductions, or the allocation of income among tax jurisdictions. The
amount ultimately paid upon resolution of issues raised may differ from the amount accrued. We believe that taxes accrued on the Consolidated
Balance Sheets fairly represent the amount of future tax liability due. See further discussion of our ongoing and completed tax audits in Note 17
to our Consolidated Financial Statements.

We utilize certain income tax planning strategies to reduce our overall cost of income taxes. We have provided for our estimated exposure
attributable to income tax planning strategies in accordance with SFAS No. 5 Accounting for Contingencies . We believe that the provision for
liabilities resulting from the implementation of income tax planning strategies is appropriate. To date, we have not experienced an examination
by governmental revenue authorities that would lead management to believe that our past provisions for exposures related to income tax
planning strategies are not adequate.

Judgments and Uncertainties Involved in the Estimate

The amount of our income tax contingency reserve is based on our best estimate of the ultimate settlement amount upon audit related to specific
issues. The process to derive our reserve for all income tax liabilities, including those related to tax planning strategies requires significant
judgment, historical comparisons and reference to authoritative tax resources. On a quarterly basis, we review tax reserves based on changes in
tax law, changes in facts or circumstances and all other relevant information. Our tax reserves are adj