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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject

to such filing requirements for the past 90 days. YesXx No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company (as defined in Rule 12b-2 of the Exchange Act):

Large accelerated filer O Accelerated filer O Non-accelerated filer X Smaller reporting company O
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PART 1 FINANCIAL INFORMATION

ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS

Boise Inc.

(Formerly Aldabra 2 Acquisition Corp., a Corporation in the Development Stage)

Consolidated Statements of Income (Loss)

(unaudited, in thousands, except for share data)

Sales
Trade
Related parties

Costs and expenses

Materials, labor, and other operating expenses
Fiber costs from related parties

Depreciation, amortization, and depletion
Selling and distribution expenses

General and administrative expenses

Other (income) expense, net

Income (loss) from operations

Foreign exchange gain (loss)

Change in fair value of interest rate derivatives
Interest expense

Interest income

Income (loss) before income taxes
Income tax (provision) benefit
Net income (loss)

Weighted average common shares outstanding:
Basic and diluted

Net loss per common share:

Boise Inc.

Three Three
Months Months
Ended Ended

June 30, June 30,

2008 2007

$ 586,583 $ $
31,824
618,407

544,090
7,015
32,689
14,817
12,262 18
(96)
610,777 18

7,630 (18)

(209)

510
(26,145)

178 511
(25,666) 511

(18,036) 493

(14) (224)
$ (18,050)  $ 269 $

77,259,947 14,444,506

Predecessor
Three
Months
Ended
June 30,
2007

403,472
179,150
582,622

503,465
10,280
30,796
14,545
10,277
(3,292)

566,071

16,551
530
157
687

17,238

(703)
16,535
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Basic and diluted $ (0.23) $ 002 $

See accompanying notes to unaudited quarterly consolidated financial statements.
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Boise Inc.

(Formerly Aldabra 2 Acquisition Corp., a Corporation in the Development Stage)

Consolidated Statements of Income (Loss)

(unaudited, in thousands, except share data)

268 $

Boise Inc.
Six February 1
Months (Inception)
Ended Through
June 30, June 30,
2008 2007

Sales
Trade $ 812,627 $
Related parties 33,768

846,395
Costs and expenses
Materials, labor, and other operating expenses 739,519
Fiber costs from related parties 25,644
Depreciation, amortization, and depletion 45,436
Selling and distribution expenses 20,760
General and administrative expenses 16,811 19
Other (income) expense, net (124)

848,046 19
Income (loss) from operations (1,651) (19)
Foreign exchange gain (loss) (1,062)
Change in fair value of interest rate derivatives 510
Interest expense (37,580)
Interest income 1,999 511

(36,133) 511
Income (loss) before income taxes (37,784) 492
Income tax (provision) benefit 3,363 (224)
Net income (loss) $ 34,421) $
Weighted average common shares outstanding:
Basic and diluted 69,971,391 12,834,000
Net loss per common share:
Basic and diluted $ 0.49) $

See accompanying notes to unaudited quarterly consolidated financial statements.

0.02 $

Predecessor
Six
January 1 Months
Through Ended
February 21, June 30,
2008 2007
258,430 806,384
101,490 354,939
359,920 1,161,323
313,931 991,419
7,662 21,307
477 61,567
9,097 28,867
6,606 19,727
(989) (884)
336,784 1,122,003
23,136 39,320
54 602
@)
161 285
213 887
23,349 40,207
(563) (1,681)
22,786 38,526
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Boise Inc.
(Formerly Aldabra 2 Acquisition Corp., a Corporation in the Development Stage)
Consolidated Balance Sheets

(unaudited, in thousands)

Boise Inc.
June 30, December 31,
2008 2007
ASSETS
Current
Cash and cash equivalents $ 21,125 $ 186 $
Cash held in trust 403,989
Receivables
Trade, less allowances of $831, $0, and $1,063 233,786
Related parties 3,940
Other 8,213
Inventories 340,702
Other 14,862 144
622,628 404,319

Property
Property and equipment, net 1,284,229
Fiber farms and deposits 13,022

1,297,251
Deferred financing costs 78,881
Goodwill
Intangible assets, net 22,524
Other assets 11,162 3,293
Total assets $ 2,032,446 $ 407,612 $

See accompanying notes to unaudited quarterly consolidated financial statements.

Predecessor
December 31,
2007

181,799
36,452
10,224

324,679

6,936

560,098

1,192,344
17,843
1,210,187

42218
23,967
9,242
1,845,712

10
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Boise Inc.

(Formerly Aldabra 2 Acquisition Corp., a Corporation in the Development Stage)

Consolidated Balance Sheets (continued)

(unaudited, in thousands, except share data)

LIABILITIES AND STOCKHOLDERS EQUITY

Current

Current portion of long-term debt
Income taxes payable
Accounts payable

Trade

Related parties

Accrued liabilities
Compensation and benefits
Interest payable

Deferred underwriting fee
Other

Debt
Long-term debt, less current portion
Notes payable

Other

Deferred income taxes
Compensation and benefits
Other long-term liabilities

Common stock subject to possible conversion
(16,555,860 shares at conversion value at December 31, 2007)

Commitments and contingent liabilities

Stockholders Equity

Business unit equity

Preferred stock, $.0001 par value per share: 1,000,000 shares authorized,;
none issued

Common stock, $.0001 par value per share: 250,000,000 shares
authorized; 79,722,147 shares and 51,750,000 shares issued and
outstanding (which included 16,555,860 shares subject to possible
conversion at December 31, 2007)

Additional paid-in capital

Accumulated other comprehensive income

Income accumulated during development stage

Boise Inc. Predecessor
June 30, December 31, December 31,
2008 2007 2007
12,563 $ $
6 1,280 306
222,312 178,686
6,080 299
41,542 53,573
617
12,420
14,603 1,015 16,716
297,723 14,715 249,580
1,035,388
61,655
1,097,043
322 896
61,965 6,030
30,975 20,427
93,262 36,353
159,760
1,559,779
8 5
572,829 227,640
510
5,492

11
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Accumulated deficit (28,929)
Total stockholders equity 544,418
Total liabilities and stockholders equity $ 2,032,446

See accompanying notes to unaudited quarterly consolidated financial statements.

$

233,137

407,612 $

1,559,779

1,845,712

12
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Boise Inc.
(Formerly Aldabra 2 Acquisition Corp., a Corporation in the Development Stage)
Consolidated Statements of Cash Flows

(unaudited, in thousands)

Boise Inc. Predecessor
Six February 1
Months (Inception) January 1
Ended Through Through
June 30, June 30, February 21,
2008 2007 2008

Cash provided by (used for) operations

Net income (loss) $ (34,421) $ 268 $ 22,786
Items in net income (loss) not using (providing) cash

Depreciation, amortization, and depletion of deferred

financing costs and other 48,453 477
Share-based compensation expense 775

Related-party interest expense 2,760

Notes payable interest expense 561

Interest income on cash held in trust (510)

Pension and other postretirement benefit expense 4,180 1,826
Deferred income taxes (3,276) 11
Change of fair value of interest rate derivatives (510)

Gain on changes in retiree healthcare programs

(Gain) loss on sales of assets, net (20) (943)
Other (2,808) 91)
Decrease (increase) in working capital, net of acquisitions

Receivables 10,278 (23,522)
Inventories (7,457) 5,343
Prepaid expenses (6,654) (62) 875
Accounts payable and accrued liabilities 26,033 12 (10,718)
Current and deferred income taxes (976) 224 335
Pension and other postretirement benefit payments (171) (1,826)
Other (902) 2,326
Cash provided by (used for) operations 35,845 (68) 3,121)
Cash provided by (used for) investment

Acquisition of businesses and facilities (1,215,601)

Cash released from (held in) trust 403,989 (399,500)

Expenditures for property and equipment (35,853) (10,168)
Sales of assets 37 17,662
Other (941) 863
Cash provided by (used for) investment (848,369) (399,500) 8,357
Cash provided by (used for) financing

Issuances of long-term debt 1,085,700

Payments of long-term debt (37,749)

Issuances of short-term debt 137

Payments of short-term debt (137)

Payments to stockholders for exercise of conversion rights (120,170)

Six
Months
Ended
June 30,
2007

38,526

61,567

6,581
59

(4,367)
1,342
27

(12,584)
4,695
(2,537)
(1,155)
393
(6,581)
3,371
89,283

(68,699)
3,996
1,776

(62,927)

13
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Payments of deferred financing fees (81,898)
Payments of deferred underwriters fees (12,420)
Proceeds from sale of shares of common stock to initial

stockholders

Proceeds from public offering
Proceeds from issuance of insider warrants
Net equity transactions with related parties

Other

Cash provided by (used for) financing 833,463
Increase (decrease) in cash and cash equivalents 20,939
Balance at beginning of the period 186
Balance at end of the period $ 21,125

See accompanying notes to unaudited quarterly consolidated financial statements.

(16,560)
25
414,000
3,000

(607)
399,858

290

290 $

(5,237)
(5,237)

ey

o]

(26,356)

(26,356)

~

14
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Notes to Unaudited Quarterly Consolidated Financial Statements

L Nature of Operations and Basis of Presentation

Boise Inc. (formerly Aldabra 2 Acquisition Corp.) or the Company, we, us, or our was ablank check company created on February 1, 2007
(inception) and organized for the purpose of effecting a merger, capital stock exchange, asset acquisition, or other similar business combination

with an operating business. On February 22, 2008, Boise Inc. completed the acquisition (the Acquisition) of Boise White Paper, L.L.C., Boise
Packaging & Newsprint, L.L.C., Boise Cascade Transportation Holdings Corp. (collectively, the Paper Group), and other assets and liabilities

related to the operation of the paper, packaging and newsprint, and transportation businesses of the Paper Group and part of the headquarters
operations of Boise Cascade, L.L.C. (Boise Cascade). The business we acquired is referred to in this report on Form 10-Q as the Predecessor.

The Acquisition was accomplished through the Company s acquisition of Boise Paper Holdings, L.L..C. See Note 2, Acquisition of Boise

Cascade s Paper and Packaging Operations, for more information related to the Acquisition.

The following sets forth our corporate structure following the Acquisition:

15
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Boise Inc. operates its business in three reportable segments, Paper, Packaging, and Corporate and Other (support services), and is headquartered
in Boise, Idaho. Boise Inc. manufactures packaging products and papers, including corrugated containers, containerboard, label and release and
flexible packaging papers, imaging papers for the office and home, printing and converting papers, newsprint, and market pulp.

The accompanying consolidated statements of income (loss) for the three and six months ended June 30, 2008, and cash flows for the six months
ended June 30, 2008, include the activities of Aldabra 2 Acquisition Corp. prior to the Acquisition and the operations of the acquired businesses
from February 22, 2008, through June 30, 2008. The consolidated statements of income (loss) for the period of January 1 through February 21,
2008, and for the three and six months ended June 30, 2007, and the consolidated statements of cash flows for the period of January 1 through
February 21, 2008, and the six months ended June 30, 2007, of the Predecessor are presented for comparative purposes. The three months ended
June 30, 2007, and the period of February 1 (inception) through June 30, 2007, represents the activities of Aldabra 2 Acquisition Corp.

16
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The quarterly consolidated financial statements presented have not been audited by an independent registered public accounting firm but, in the
opinion of management, include all adjustments, consisting of normal, recurring adjustments, necessary to present fairly the results for the
periods presented. The preparation of the consolidated financial statements involves the use of estimates and accruals. Actual results may vary
from those estimates. Quarterly results are not necessarily indicative of results that may be expected for the full year. These condensed notes to
unaudited consolidated financial statements should be read in conjunction with our Quarterly Report on Form 10-Q for the period ended

March 31, 2008, our 2007 Annual Report on Form 10-K, and the audited consolidated financial statements and footnotes included in Boise Inc. s
Current Report on Form 8-K filed with the Securities and Exchange Commission (SEC) on February 28, 2008, which includes the accounting
policies of the Predecessor that we adopted in conjunction with the Acquisition.

For the Predecessor periods presented, the consolidated financial statements include accounts specifically attributed to the Paper Group and a
portion of Boise Cascade s shared corporate general and administrative expenses. These shared services include, but are not limited to, finance,
accounting, legal, information technology, and human resource functions. Some corporate costs related solely to the Predecessor and were
allocated totally to these operations. Shared corporate general and administrative expenses not specifically identifiable to the Paper Group were
allocated primarily based on average sales, assets, and labor costs. The Predecessor consolidated financial statements do not include an
allocation of Boise Cascade s debt, interest, and deferred financing costs, because none of these items were specifically identified as corporate
advances to, or borrowings by, the Predecessor. Boise Cascade used interest rate swaps to hedge variable interest rate risk. Because debt and
interest costs are not allocated to the Predecessor, the effects of the interest rate swaps are not included in the consolidated financial statements.
During the Predecessor periods presented, income taxes, where applicable, were calculated as if the Predecessor were a separate taxable entity.
For the period of January 1 through February 21, 2008, and the three and six months ended June 30, 2007, the majority of the businesses and
assets of the Predecessor were held and operated by limited liability companies, which are not subject to entity-level federal or state income
taxation. In addition to the businesses and assets held and operated by limited liability companies, the Predecessor had taxable corporations
subject to federal, state, and local income taxes for which taxes were recorded. Information on the allocations and related-party transactions is
included in Note 4, Transactions With Related Parties.

2. Acquisition of Boise Cascade s Paper and Packaging Operations

On February 22, 2008, we acquired the paper, packaging, and most of the corporate and other segments of Boise Cascade for cash and securities.
We have five pulp and paper mills, five corrugated container plants, a corrugated sheet plant, and two paper distribution facilities located in the
United States. Our corporate headquarters office is in Boise, Idaho.

The Acquisition was accounted for in accordance with the provisions of Statement of Financial Accounting Standards (SFAS) No. 141, Business
Combinations. Upon completion of the transaction, Boise Cascade owned 37.9 million, or 49%, of our outstanding shares. Subsequent to the
transaction, Boise Cascade transferred the shares to its parent company, Boise Cascade Holdings, L.L.C.

The purchase price was paid with cash, the issuance of shares of our common stock, and a note payable. These costs, including estimated direct
transaction costs and purchase price adjustments, are summarized as follows:

17
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Preliminary
February 22,
2008

(thousands)
Cash paid to Boise Cascade $ 1,252,281
Cash paid to Boise Cascade for financing and other fees 24,915
Less: cash contributed by Boise Cascade (38,000)
Net cash 1,239,196
Equity at $9.15 average price per share 346,395
Lack of marketability discount (41,567)
Total equity 304,828
Note payable to Boise Cascade at closing 41,000
Working capital adjustment 17,334
Total note payable to Boise Cascade 58,334
Fees and expenses 60,927
Total purchase price $ 1,663,285

Cash

Upon closing, we paid Boise Cascade $1,252.3 million in cash related to the base purchase price plus $24.9 million incurred by Boise Cascade
for transaction financing costs and fees. Immediately prior to the Acquisition, Boise Cascade contributed $38.0 million of cash to the acquired
businesses.

Equity

The number of shares issued to Boise Cascade totaled 37,857,374. The equity price per share was calculated based on the average per-share
closing price of our common stock for the 20 trading days ending on the third trading day immediately prior to the consummation of the
Acquisition. Since that average price was below the $9.54 floor provided in the purchase agreement, we determined a new measurement date in
accordance with Issue No. 2 of Emerging Issues Task Force (EITF) 99-12, Determination of the Measurement Date for the Market Price of
Acquirer Securities Issued in a Purchase Business Combination. We calculated a $9.15 average price per share based on two days before and
after the Acquisition measurement date, which was February 14, 2008. The value of stock consideration paid to Boise Cascade was reduced by a
12% discount for a lack of marketability, since the stock delivered as consideration was not registered for resale.

Note payable

In connection with the Acquisition, Boise Inc. issued a $41.0 million subordinated promissory note to Boise Cascade. After the Acquisition, and
pursuant to the purchase agreement, the note was amended to increase the amount payable to $58.3 million, effective February 22, 2008. The
increase of the note reflects $17.3 million of post-closing working capital adjustments in Boise Cascade s favor. After the transaction, Boise

18
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Cascade transferred the note payable to its parent, Boise Cascade Holdings, L.L.C., and on June 10, 2008, Boise Cascade Holdings, L.L.C., sold
the note payable to eight individual parties for a reported $53.8 million before transaction costs. The full amount of the original note, as
amended, together with accrued and unpaid interest from March 31, 2008, is now represented by eight separate notes payable each with terms
(other than the amount) identical to the original note payable. Because none of the eight holders of the notes is related to either Boise Inc. or
Boise Cascade, we no longer record the notes as related-party notes on our Consolidated Balance Sheet. See Note 4, Transactions with Related
Parties, and Note 13, Debt, for further information on the notes.

Fees and expenses consist primarily of debt issuance fees and direct costs of the transaction.

19
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The purchase price allocation is preliminary. The final purchase price allocation will be based on the fair value of assets acquired and liabilities
assumed. The purchase price allocation will remain preliminary until we complete a valuation. Once fair values are finalized, we may have
changes to the amounts we have included in our preliminary allocation below. We may also have adjustments to our depreciation and
amortization expense, which will be made prospectively. The following table summarizes the preliminary fair value allocation of the assets
acquired and liabilities assumed at the date of the Acquisition as of June 30, 2008:

Preliminary
February 22,
2008

Fair Value

(thousands)
Current assets $ 590,778
Property and equipment 1,291,778
Fiber farms and deposits 11,006
Intangible assets:
Trademark and trade name 6,800
Customer list 11,400
Technology 5,040
Deferred financing costs 81,898
Other long-term assets 4,445
Current liabilities (251,169)
Long-term liabilities (88,691)
Total purchase price $ 1,663,285

The following pro forma results are based on the individual historical results of Boise Inc. and the Predecessor (prior to the Acquisition on
February 22, 2008) with adjustments to give effect to the combined operations as if the Acquisition had been consummated on January 1, 2007.
The pro forma results are intended for information purposes only and do not purport to represent what the combined companies results of
operations would actually have been had the transaction in fact occurred on January 1, 2007.

Pro Forma
Three Months Six Months
Ended Ended
June 30 June 30
2007 2008 2007

(thousands, except per-share data)

Sales $ 582,622 $ 1,206,315 $ 1,161,323
Net loss (22,055) (45,242) (28,570)
Net loss per share basic and diluted (0.29) (0.59) (0.37)
3. Net Income (Loss) Per Common Share

For the three and six months ended June 30, 2008, the three months ended June 30, 2007, and the period of February 1 (inception) through
June 30, 2007, when we had publicly traded shares outstanding, net income (loss) per common share is computed by dividing net income (loss)

20
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by the weighted average number of shares of common stock outstanding during the period. Basic and diluted net income (loss) per share is
calculated as follows (in thousands, except per-share amounts):

21
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Boise Inc.
Three Six Three February 1
Months Months Months (Inception)
Ended Ended Ended Through
June 30, June 30, June 30, June 30,
2008 2008 2007 2007
Net income (loss) $ (18,050) $ (34,421) $ 269 $ 268
Weighted average number of common shares for basic net
income (loss) per share 77,260 69,971 14,445 12,834
Incremental effect of dilutive common stock equivalents:
Common stock warrants (a) (b)
Restricted stock (c)
Restricted stock units (c)
Weighted average number of shares for diluted net income
(loss) per share 77,260 69,971 14,445 12,834
Net (loss) per share basic and diluted (a) (b) (c) $ 023 $ 049) $ 0.02 $ 0.02

(a) Warrants to purchase 44.4 million shares of common stock for the three and six months ended June 30, 2008,
were not included in the computation of diluted net loss per share because the exercise price exceeded the average
market price of our common stock for each respective reporting date.

(b)  Warrants to purchase 44.4 million shares of common stock for the three months ended June 30, 2007, and for
the period of February 1 (inception) through June 30, 2007, were not included in the computation of diluted net
income per share because the warrants were contingently exercisable.

(©) Restricted stock and restricted stock units for the three and six months ended June 30, 2008, were not included
in the computation of diluted net loss per share, because inclusion of these amounts would be antidilutive.

4. Transactions With Related Parties

During the Predecessor periods of January 1 through February 21, 2008, and the three and six months ended June 30, 2007, the Predecessor
participated in Boise Cascade s centralized cash management system. Cash receipts attributable to the Predecessor s operations were collected by
Boise Cascade, and cash disbursements were funded by Boise Cascade. The net effect of these transactions has been reflected as Net equity
transactions with related parties in the Consolidated Statements of Cash Flows. The following table includes the components of these
related-party transactions:

Predecessor

22



Edgar Filing: BOISE INC. - Form 10-Q

January 1
Through
February 21,
2008
Cash collections $ (354,222)
Payment of accounts payable 336,605
Capital expenditures and acquisitions 10,168
Income taxes 217
Corporate general and administrative expense allocation 1,995
Net equity transactions with related parties $ (5,237)
10

$

$

Three
Months
Ended
June 30,
2007
(thousands)

(577,422)
509,085
35,733
1,160
3,436

(28,008)

$

$

Six
Months
Ended
June 30,
2007

(1,153,020)
1,049,942
68,699
1,229
6,794

(26,356)

23
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Related-Party Sales

During the Predecessor periods of January 1 through February 21, 2008, and the three and six months ended June 30, 2007, the Predecessor sold
paper and paper products to OfficeMax Incorporated (OfficeMax) at sales prices that were designed to approximate market prices. For the
Predecessor periods of January 1 through February 21, 2008, and the three and six months ended June 30, 2007, sales to OfficeMax were

$90.1 million, $159.5 million, and $317.3 million, respectively. During each of these periods, sales to OfficeMax represented 25%, 27%, and

27% of total sales, respectively. These sales are included in  Sales, Related parties in the Consolidated Statements of Income (Loss). Subsequent
to the Acquisition, OfficeMax is no longer a related party. During the three and six months ended June 30, 2008, sales to OfficeMax were

$147.0 million and $210.1 million, or 24% and 25% of total sales.

Boise Inc. and the Predecessor provided transportation services to Boise Cascade. For the three and six months ended June 30, 2008, Boise Inc.
recorded $1.3 million and $1.8 million of sales for transportation services. For the Period of January 1 through February 21, 2008, and the three
and six months ended June 30, 2007, the Predecessor recorded $0.6 million, $1.3 million, and $2.5 million, respectively, of sales for
transportation services. During these same periods, the Predecessor sold $10.8 million, $18.3 million, and $35.1 million of wood to Boise
Cascade s building materials distribution and wood products businesses. These sales are included in  Sales, Related parties in the Consolidated
Statements of Income (Loss).

In connection with the Acquisition, we entered into an outsourcing services agreement under which we provide a number of corporate staff
services to Boise Cascade at our cost. These services include information technology, accounting, and human resource services. The initial term
of the agreement is for three years. It will automatically renew for one-year terms unless either party provides notice of termination to the other
party at least 12 months in advance of the applicable term. For the three and six months ended June 30, 2008, we recognized $3.8 million and
$5.3 million in  Sales, Related parties in our Consolidated Statements of Income (Loss) related to this agreement.

Subsequent to the Acquisition, Louisiana Timber Procurement Company, L.L.C., a fully consolidated entity, began selling chips and logs to
Boise Cascade. During the three and six months ended June 30, 2008, we recorded $26.7 million of sales to Boise Cascade in Sales, Related
parties in the Consolidated Statements of Income (Loss) and recorded approximately the same amounts of expenses in Materials, labor, and
other operating expenses.

Related-Party Costs and Expenses

The Predecessor purchased fiber from related parties at prices that approximated market prices. During the Predecessor periods of January 1
through February 21, 2008, and the three and six months ended June 30, 2007, fiber purchases from related parties were $7.7 million,

$10.3 million, and $21.3 million, respectively. Most of these purchases related to chip and log purchases from Boise Cascade s wood products
business. All of the costs associated with these purchases were recorded as Fiber costs from related parties in the Consolidated Statements of
Income (Loss).

During the Predecessor periods, the Predecessor used services and administrative staff of Boise Cascade. These services included, but were not
limited to, finance, accounting, legal, information technology, and human resource functions. The costs not specifically identifiable to the
Predecessor were allocated based primarily on average sales, assets, and labor costs. These costs are included in  General and administrative
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expenses in the Consolidated Statements of Income (Loss). The Predecessor believes the allocations are a reasonable reflection of its use of the
services. However, had the Predecessor operated on a stand-alone basis, it estimates that its Corporate and Other segment would have reported
approximately $2.5 million, $4.5 million, and $9.0 million of segment expenses before interest, taxes, depreciation, and amortization for the
Predecessor periods of January 1 through February 21, 2008, and the three and six months ended June 30, 2007, respectively.

During the Predecessor periods, some of the Predecessor s employees participated in Boise Cascade s noncontributory defined benefit pension
and contributory defined contribution savings plans. The Predecessor treated its participants in the pension plans as participants in
multiemployer plans. Accordingly, the Predecessor has not reflected any assets or liabilities related to the plans on the

11
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Consolidated Balance Sheet at December 31, 2007. The Predecessor, however, recorded costs associated with the employees who participated in
these plans in the Consolidated Statements of Income (Loss). For the Predecessor periods of January 1 through February 21, 2008, and the three
and six months ended June 30, 2007, the Statements of Income (Loss) included $3.9 million, $5.2 million, and $10.7 million, respectively, of
expenses attributable to its participation in Boise Cascade s defined benefit and defined contribution plans.

During the Predecessor periods presented, the Predecessor s employees and former employees also participated in Boise Cascade s other
postretirement healthcare benefit plans. All of the Predecessor s postretirement healthcare benefit plans were unfunded (see Note 16, Retirement
and Benefit Plans). In addition, some of the Predecessor s employees participated in equity compensation programs.

Note Payable

In connection with the Acquisition, we issued a $41.0 million subordinated promissory note to Boise Cascade. After the Acquisition, and
pursuant to the purchase agreement, the note was amended to increase the amount payable to $58.3 million, effective February 22, 2008. The
increase of the note reflects $17.3 million of post-closing working capital adjustments in Boise Cascade s favor. The note bears interest at
15.75%, compounded quarterly. To the extent that interest is not paid in cash, interest will be added to the principal amount of the note. The note
matures on August 21, 2015, provided that if such date is more than 181 days after the scheduled maturity date of the indebtedness under our
credit agreements, then the maturity date shall automatically be deemed to be 181 days after the latest maturity date of any such indebtedness.
We may prepay the note at any time in whole or in part, subject to restrictions contained in our credit agreements.

After the transaction, Boise Cascade transferred the note payable to its parent, Boise Cascade Holdings, L.L.C., and on June 10, 2008, Boise
Cascade Holdings, L.L.C., sold the note payable to eight individual parties for a reported $53.8 million before transaction costs. The full amount
of the original note, as amended, together with accrued and unpaid interest from March 31, 2008, is now represented by eight separate notes
payable, each with terms (other than the amount) identical to the original note payable. Because none of the eight holders of the notes is related
to either Boise Inc. or Boise Cascade, we no longer record the notes as related-party notes on our Consolidated Balance Sheet.

During the three and six months ended June 30, 2008, and prior to the sale of the note, we recorded $1.8 million and $2.8 million of
related-party interest expense in Interest expense in our Consolidated Statements of Income (Loss). At June 30, 2008, we had $61.7 million
recorded in Notes payable on our Consolidated Balance Sheet.

5. Other (Income) Expense, Net

Other (income) expense, net includes miscellaneous income and expense items. The components of Other (income) expense, net in the
Consolidated Statements of Income (Loss) are as follows (in thousands):
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Boise Inc. Predecessor
Three Six Three Six
Months Months January 1 Months Months
Ended Ended Through Ended Ended
June 30, June 30, February 21, June 30, June 30,
2008 2008 2008 2007 2007
Changes in retiree healthcare
programs $ $ $ $ “4367) $ (4,367)
Sales of assets, net (17) (20) 941) 316 1,342
Closure costs (a) 724 2,037
Other, net (79) (104) (48) 35 104
$ %) $ (124) $ (989) $ (3,292) % (884)
(a) The three and six months ended June 30, 2007, included expenses related to the closure of a paper converting facility in Salem, Oregon,

which was closed in third quarter 2007.
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During the period of February 1 (inception) through June 30, 2007, and the three months ended June 30, 2007, Other (income) expense, net was
Zero.

6. Income Taxes

For the three months ended June 30, 2008, we recorded $14,000 of income tax expense. We have not recognized $4.7 million of tax benefits
from the losses resulting from our operations in the second quarter, because the realization of these benefits is not considered more likely than
not. During the six months ended June 30, 2008, we recorded $3.4 million of income tax benefits, related to losses incurred during the six month
period. We have not recognized an additional $8.8 million of tax benefits from these losses, because the realization of these benefits is not
considered more likely than not. Valuation allowances were recorded to offset these income tax benefits. Because of its pass-through tax
structure, the Predecessor recorded tax expense related only to small subsidiaries that are taxed as corporations.

For the three and six months ended June 30, 2008, the effective tax rates were not meaningful as a result of the valuation allowance we recorded
during these periods. The effective tax rates for the three months ended June 30, 2007, and the period of February (inception) through June 30,
2007, were 45.4% and 45.5%, respectively. The primary reason for the difference in tax rates is the effect of state and local income taxes.

During the Predecessor periods of January 1 through February 21, 2008, and the three and six months ended June 30, 2007, the majority of the
Predecessor businesses and assets were held and operated by limited liability companies, which are not subject to entity-level federal or state
income taxation. For the separate Predecessor subsidiaries that are taxed as corporations, the effective tax rates were 37.6%, 39.3%, and 41.0%,
respectively. During these periods, the primary reason for the difference in tax rates is the effect of state income taxes.

During the three and six months ended June 30, 2008, cash paid for taxes, net of refunds due, was $0.2 million and $1.7 million. During the
three months ended June 30, 2007, and the period of February 1 (inception) through June 30, 2007, we made no tax payments. During the
Predecessor period of January 1 through February 21, 2008, and the Predecessor three and six months ended June 30, 2007, cash paid for taxes,
net of refunds due, was $0.1 million, $1.2 million, and $1.2 million, respectively.

7. Leases

We lease our distribution centers as well as other property and equipment under operating leases. During the Predecessor periods presented, the
Predecessor leased its distribution centers as well as other property and equipment under operating leases. For purposes of determining
straight-line rent expense, the lease term is calculated from the date of possession of the facility, including any periods of free rent and any
option periods that are reasonably assured of being exercised. Straight-line rent expense is also adjusted to reflect any allowances or
reimbursements provided by the lessor. Rental expense for operating leases was as follows (in thousands):
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Boise Inc. Predecessor
Three Six February 1 Three Six
Months Months (Inception) January 1 Months Months
Ended Ended Through Through Ended Ended
June 30, June 30, June 30, February 21, June 30, June 30,
2008 2008 2007 2008 2007 2007
Rental expenses $ 3,750 $ 5,145  $ $ 2,044  $ 3233 % 6,795

For noncancelable operating leases with remaining terms of more than one year, the minimum lease payment requirements are $5.8 million for
the remainder of 2008, $10.8 million in 2009, $10.4 million in 2010, $9.6 million in 2011, $8.9 million in 2012, and $7.1 million in 2013, with
total payments thereafter of $27.3 million. These future minimum lease payment requirements have not been

13
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reduced by sublease rentals due in the future under noncancelable subleases. Minimum sublease income received in the future is not expected to
be material.

Substantially all lease agreements have fixed payment terms based on the passage of time. Some lease agreements provide us with the option to
purchase the leased property. Additionally, some agreements contain renewal options averaging six years, with fixed payment terms similar to
those in the original lease agreements.

8. Receivables

We have a large, diversified customer base. A large portion of our uncoated freesheet and office paper sales volume is sold to OfficeMax. We
(as did the Predecessor) market our newsprint through a subsidiary of Abitibi-Consolidated Inc. (Abitibi) pursuant to an arrangement whereby
Abitibi purchases all of the newsprint we produce at a price equal to the price at which Abitibi sells newsprint produced at its mills located in the
southern United States, less associated expenses and a sales and marketing discount. Sales to OfficeMax and Abitibi represent concentrations in
the volumes of business transacted and concentrations of credit risk. At June 30, 2008, we had $38.2 million and $30.2 million of accounts
receivable due from OfficeMax and Abitibi, respectively.

9. Inventories

Inventories include the following (in thousands):

Boise Inc. Predecessor
June 30, December 31, December 31,
2008 2007 2007
Finished goods and work in process $ 174,700 $ $ 163,554
Raw materials 78,399 72,712
Supplies and other 87,603 88,413
$ 340,702 $ $ 324,679

10. Property and Equipment, Net

30



Edgar Filing: BOISE INC. - Form 10-Q

Property and equipment consisted of the following asset classes (in thousands):

Boise Inc. Predecessor
June 30, December 31, December 31,
2008 2007 2007

Land and land improvements $ 31,875 $ $ 31,592
Buildings and improvements 84,066 185,509
Machinery and equipment 1,127,440 1,212,425
Construction in progress 83,732 36,535
1,327,113 1,466,061

Less accumulated depreciation (42,884) (273,717)
$ 1,284,229 $ $ 1,192,344
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Property and equipment acquired in the Acquisition was recorded at estimated fair value on the date of the Acquisition. The purchase price
allocation is preliminary and will remain so until we complete a valuation. Once our purchase price allocation is completed, we will have
changes to the amounts shown above (see Note 2, Acquisition of Boise Cascade s Paper and Packaging Operations, for more information).

11. Goodwill and Intangible Assets

Goodwill represents the excess of purchase price and related costs over the value assigned to the net tangible and intangible assets of businesses
acquired. We account for goodwill in accordance with the provisions of SFAS No. 142, Goodwill and Other Intangible Assets, which requires us
to assess our acquired goodwill and intangible assets with indefinite lives for impairment at least annually in the absence of an indicator of
possible impairment and immediately upon an indicator of possible impairment. We assess goodwill and intangible assets with indefinite lives in
the fourth quarter of each year using a fair-value-based approach. We also evaluate the remaining useful lives of our finite-lived purchased
intangible assets to determine whether any adjustments to the useful lives are necessary.

We account for acquisitions using the purchase method of accounting. As a result, we allocate the purchase price to the tangible and intangible
assets acquired and liabilities assumed based on their respective fair values as of the date of acquisition. In accordance with SFAS No. 141,
Business Combinations, we have one year from the purchase date to finalize or receive information to determine changes in estimates of the fair
value of assets acquired and liabilities assumed.

We have not allocated any amounts related to the Acquisition to goodwill pending completion of the purchase price allocation valuation.
Previously recorded goodwill of the Predecessor of approximately $42.2 million at December 31, 2007, was eliminated as part of the
preliminary purchase price allocation.

Intangible assets represent the preliminary values assigned to trade names and trademarks, customer relationships, and technology in connection
with the Acquisition. Customer relationships will be amortized over approximately ten years, and technology will be amortized over five years.
During the three and six months ended June 30, 2008, intangible asset amortization was $0.2 million and $0.7 million. During the Predecessor
periods of January 1 through February 21, 2008, and the three and six months ended June 30, 2007, intangible asset amortization was zero,

$1.1 million, and $2.1 million, respectively. Our estimated amortization expense is $1.1 million for the remainder of 2008, $2.1 million in 2009,
2010, 2011, and 2012, and $1.1 million in 2013. These estimates may change based on the final purchase price allocation.

Six Months Ended June 30, 2008

Gross Carrying Accumulated Net Carrying
Amount Amortization Amount
(thousands)
Trade names and trademarks $ 6,800 $ $ 6,800
Customer relationships 11,400 (380) 11,020
Technology 5,040 (336) 4,704
$ 23,240 $ (716) $ 22,524
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Intangible assets of the Predecessor totaling $24.0 million at December 31, 2007 were eliminated as part of the preliminary purchase price
allocations.

12. Asset Retirement Obligations

We account for asset retirement obligations in accordance with SFAS No. 143, Accounting for Asset Retirement Obligations, and Financial
Accounting Standards Board (FASB) Interpretation (FIN) No. 47, Accounting for Conditional Asset Retirement Obligations — an Interpretation
of FASB Statement No. 143. We accrue for asset retirement obligations in the period in which they are incurred if sufficient information is
available to reasonably estimate the fair value of the obligation. When we record the liability, we capitalize the cost by increasing the carrying
amount of the related long-lived asset. Over time, the liability is accreted to its settlement value, and the capitalized cost is depreciated over the
useful
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life of the related asset. Upon settlement of the liability, we will recognize a gain or loss for any difference between the settlement amount and
the liability recorded.

At June 30, 2008, we had $14.0 million of asset retirement obligations recorded on the Consolidated Balance Sheet. At December 31, 2007, the
Predecessor had $13.3 million of asset retirement obligations recorded on the Consolidated Balance Sheet. These liabilities related primarily to
landfill closure and closed-site monitoring costs. These liabilities are based on the best estimate of current costs and are updated periodically to
reflect current technology, laws and regulations, inflation, and other economic factors. No assets are legally restricted for purposes of settling
asset retirement obligations. The table below describes changes to the asset retirement obligations for Boise Inc. for the six months ended

June 30, 2008, and the Predecessor s year ended December 31, 2007 (in thousands):

Boise Inc. Predecessor
June 30, December 31,
2008 2007

Asset retirement obligation at beginning of period $ 10,771
Asset retirement liability recorded in preliminary purchase price
allocation 13,655
Liabilities incurred
Accretion expense 382 869
Payments 29) 37
Revisions in estimated cash flows 1,700
Asset retirement obligation at end of period $ 14,008 $ 13,303

We have additional asset retirement obligations with indeterminate settlement dates. The fair value of these asset retirement obligations cannot
be estimated due to the lack of sufficient information to estimate the settlement dates of the obligations. These asset retirement obligations
include, for example, (i) removal and disposal of potentially hazardous materials related to equipment and/or an operating facility if the
equipment and/or facilities were to undergo major maintenance, renovation, or demolition; (ii) wastewater treatment ponds that may be required
to be drained and/or cleaned if the related operating facility is closed; and (iii) storage sites or owned facilities for which removal and/or disposal
of chemicals and other related materials are required if the operating facility is closed. We will recognize a liability in the period in which
sufficient information becomes available to reasonably estimate the fair value of these obligations.

13. Debt

At June 30, 2008, our long-term debt and the interest rates on that debt were as follows:

June 30, 2008
Amount Interest Rate
(thousands)
Revolving credit facility, due 2013 $ 65,000 5.75%
Tranche A term loan, due 2013 248,438 6.06%
Tranche B term loan, due 2014 473,813 7.50%
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Second Lien term loan, due 2015
Current portion of long-term debt
Long-term debt, less current portion
Current portion of long-term debt

15.75% notes payable, due 2015

Edgar Filing: BOISE INC. - Form 10-Q

260,700
(12,563)
1,035,388
12,563
1,047,951

61,655
1,109,606

11.00%
6.61%
7.94%
6.61%

15.75%
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Senior Secured Credit Facilities

Our senior secured credit facilities consist of:

A five-year nonamortizing $250.0 million senior secured revolving credit facility with interest at either the London Interbank Offered
Rate (LIBOR) plus 325 basis points or a calculated base rate plus 325 basis points (the Revolving Credit Facility and collectively with the
Tranche A Term Loan Facility and the Tranche B Term Loan Facility, the First Lien Facilities);

A five-year amortizing $250.0 million senior secured Tranche A Term Loan Facility with interest at LIBOR plus 325 basis points or a
calculated base rate plus 325 basis points (the Tranche A Term Loan Facility);

A six-year amortizing $475.0 million senior secured Tranche B Term Loan Facility with interest at LIBOR plus 350 basis points
(subject to a floor of 4.00%) or a calculated base rate plus 250 basis points (the Tranche B Term Loan Facility); and

A seven-year nonamortizing $260.7 million Second Lien Term Loan Facility with interest at LIBOR plus 700 basis points (subject to a
floor of 5.50%) or a calculated base rate plus 600 basis points (the Second Lien Facility and together with the First Lien Facilities, the Credit
Facilities).

All borrowings under the Credit Facilities bear interest at a rate per annum equal to an applicable margin plus a customary base rate or
Eurodollar rate. The base rate means, for any day, a rate per annum equal to the greater of (i) the Prime Rate in effect on such day and (ii) the
Federal Funds Effective Rate in effect on such day plus 0.50%. In addition to paying interest, the Company pays a commitment fee to the
lenders under the Revolving Credit Facility at a rate of 0.50% per annum (which shall be reduced to 0.375% when the leverage ratio is less than
2.25:1.00) times the daily average undrawn portion of the Revolving Credit Facility (reduced by the amount of letters of credit issued and
outstanding), which fee will accrue from the Acquisition closing date and shall be payable quarterly in arrears. At June 30, 2008, we had

$65.0 million of borrowings outstanding under the Revolving Credit Facility. For the six months ended June 30, 2008, the average interest rate
for our borrowings under our Revolving Credit Facility was 6.06%. The minimum and maximum borrowings under the Revolving Credit
Facility were zero and $80.0 million for the six months ended June 30, 2008. The weighted average amount of borrowings outstanding under the
Revolving Credit Facility during the six months ended June 30, 2008, was $63.9 million. At June 30, 2008, we had availability of

$159.2 million, which is net of outstanding letters of credit of $25.8 million, above the amount we had borrowed.

The Company s obligations under its Credit Facilities are guaranteed by each of Boise Paper Holdings, L.L.C. s (the Borrower) existing and
subsequently acquired domestic (and, to the extent no material adverse tax consequences to BZ Intermediate Holdings LL.C (Holdings) or
Borrower would result therefrom and as reasonably requested by the administrative agent under each Credit Facility, foreign) subsidiaries and
Holdings (collectively, the Guarantors). The First Lien Facilities are secured by a first-priority security interest in substantially all of the real,
personal, and mixed property of Borrower and the Guarantors, including a first-priority security interest in 100% of the equity interests of
Borrower and each domestic subsidiary of Holdings, 65% of the equity interests of each of Holdings foreign subsidiaries (other than Boise Hong
Kong Limited so long as Boise Hong Kong Limited does not account for more than $2,500,000 of consolidated earnings before interest, taxes,
depreciation, and amortization (EBITDA) during any fiscal year of Borrower), and all intercompany debt. The Second Lien Facility is secured
by a second-priority security interest in substantially all of the real, personal, and mixed property of Borrower and the Guarantors, including a
second-priority security interest in 100% of the equity interests of Borrower and each domestic subsidiary of Holdings, 65% of the equity
interests of each of Holdings foreign subsidiaries (other than Boise Hong Kong Limited so long as Boise Hong Kong Limited does not account
for more than $2,500,000 of consolidated EBITDA during any fiscal year of Borrower), and all intercompany debt.
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In the event all or any portion of the Tranche B Term Loan Facility is repaid pursuant to any voluntary prepayments or mandatory prepayments
with respect to asset sale proceeds or proceeds received from the issuance of debt prior to the second anniversary of the Acquisition closing date,
such repayments will be made at (a) 102.0% of the amount repaid if such repayment occurs prior to the first anniversary of the Acquisition
closing date and (b) 101.0% of the amount repaid if such repayment occurs
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on or after the first anniversary of the Acquisition closing date and prior to the second anniversary of the Acquisition closing date.

Subject to the provisions of the intercreditor agreement between the First Lien Facility and the Second Lien Facility, in the event the Second
Lien Facility is prepaid as a result of a voluntary or mandatory prepayment (other than as a result of a mandatory prepayment with respect to
insurance/condemnation proceeds or excess cash flow) at any time prior to the third anniversary of the Acquisition closing date, Borrower shall
pay a prepayment premium equal to the make-whole premium as described below.

At any time after the third anniversary of the Acquisition closing date and prior to the sixth anniversary of the Acquisition closing date, subject

to the provisions of the First Lien Facilities, the Second Lien Facility may be prepaid in whole or in part subject to the call premium as described
below, provided that loans bearing interest with reference to the reserve-adjusted Eurodollar rate will be prepayable only on the last day of the
related interest period unless Borrower pays any related breakage costs.

With respect to a Second Lien Facility loan on any date of prepayment, the make-whole premium means the present value of (a) all required
interest payments due on such Second Lien Facility loan from the date of prepayment through and including the make-whole termination date,
excluding accrued interest (assuming that the interest rate applicable to all such interest is the swap rate at the close of business on the third
business day prior to the date of such prepayment with the termination date nearest to the make-whole termination date plus 7.00%) plus (b) the
prepayment premium that would be due if such prepayment were made on the day after the make-whole termination date, in each case
discounted to the date of prepayment on a quarterly basis (assuming a 360-day year and actual days elapsed) at a rate equal to the sum of such
swap rate plus 0.50%.

The call premium means that in the event all or any portion of the Second Lien Facility is repaid as a result of a voluntary prepayment or
mandatory prepayment with respect to asset sale proceeds or proceeds received from the issuance of debt after the third anniversary of the
Acquisition closing date and prior to the sixth anniversary of the Acquisition closing date, such repayments will be made at (i) 105.0% of the
amount repaid if such repayment occurs on or after the third anniversary of the Acquisition closing date and prior to the fourth anniversary of the
Acquisition closing date, (ii) 103.0% of the amount repaid if such repayment occurs on or after the fourth anniversary of the Acquisition closing
date and prior to the fifth anniversary of the Acquisition closing date, and (iii) 101.0% of the amount repaid if such repayment occurs on or after
the fifth anniversary of the Acquisition closing date and prior to the sixth anniversary of the Acquisition closing date.

Subject to specified exceptions, the Credit Facilities require that the proceeds from certain asset sales, casualty insurance, certain debt issuances,
and 75% (subject to step-downs based on certain leverage ratios) of the excess cash flow for each fiscal year must be used to pay down

outstanding borrowings. Required debt principal repayments, excluding those from excess cash flows, total $5.5 million for the balance of 2008,
$15.7 million in 2009, $26.6 million in 2010, $48.5 million in 2011, $134.4 million in 2012, and $817.3 million thereafter.

The loan documentation for the Credit Facilities contains, among other terms, representations and warranties, covenants, events of default and
indemnification customary for loan agreements for similar leveraged acquisition financings, and other representations and warranties, covenants,
and events of default deemed by the administrative agent of the First Lien Facilities or