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SETTLEMENT AGREEMENT
[CATAWBA I]

This Settlement Agreement (“Agreement”) is dated as of , 2010 by and
between Bowater Catawba Note HoldingsI LLC, a Delaware Limited Liability Company
(“Company” or “Catawba 1", Bowater Incorporated, a Delaware corporation (“Bowater ) now
a Debtor in the Chapter 11 Case pending in the United States Bankruptcy Court for the District of
Delaware, Case No. 09-11296 (KSC) (the “Bankruptcy Case”), each of the holders of Notes
identified on the signature pages hereto (the “Noteholders”), and The Bank of New York Mellon
Trust Company, N.A., a New York banking corporation, in its capacity as collateral agent for the
holders of the Notes (in such capacity, the “Collateral Agent”; the Company, Bowater, the
Noteholders and the Collateral Agent are hereinafter referred to collectively as the “Parties™).
Capitalized terms used and not otherwise defined in this Agreement shall have the meaning
ascribed to such terms in that certain Note Purchase Agreement dated as of December 27, 2001

between the Debtor and the Noteholders (the “Note Agreement”).

RECITALS
A. Whereas, on [November 28], 2001, Bowater sold certain timberlands to Teredo
Timber II, LLC (the “Purchaser”) in exchangé for a promissory note executed by the Purchaser
in favor of Bowater in the principal amount of $19,288,366 (the “Timber Note ), bearing interest
at a floating rate per annum, secured by an irrevocable standby letter of credit in the stated
amount of $19,557,318 issued by Wachovia Bank, N.A. (the “Letter of Credit”), and the
principal amount of which is payable in a single installment on December 28, 2016 (the

“Timberland Sales Transaction™).
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B. Whereas, following the closing of the Timberland Sales Transaction, Bowater
formed the Company as a qualified special purpose entity (“OSPE”) with Bowater as the sole

member and contributed the Timber Note and Letter of Credit to the capital of the Company.

C. Whereas, on December 27, 2001, following the contribution of the Timber Note
and the Letter of Credit to the capital of the Company, the Company issued $17,360,000
principal amount of its Floating Rate Senior Secured Notes due December 27, 2016 (the
“Notes”), secured by a pledge of the Timber Note and the Letter of Credit to the Noteholders. In
exchange for an upfront payment from the sale of the Notes, the Company pledged, among other
things, the Timber Note and Letter of Credit as collateral to the Collateral Agent, for the benefit
of the Noteholders, and agreed to pay the income received from the issuer of the Timber Note to
the Noteholders to the extent necessary to pay scheduled principal and interest on the Notes and

all other Obligations (as defined herein) due thereon.

D. [Reserved]

E. Whereas, Bowater continues to be the sole member of the Company.

F. Whereas, The Bank of New York Mellon Trust Company, N.A. has been
appointed Collateral Agent under the Collateral Agency Agreement and in this capacity is a party

to the Pledge Agreement.

G. Whereas, on April 16, 2009, Bowater and certain of its Affiliates, but not the
Company, filed voluntary petitions (the “Petition”) under Chapter 11 of the United States

Bankruptcy Code in the United States Bankruptcy Court for the District of Delaware



(“Bankruptcy Case”) and certain of its Affiliates sought creditor protection under the

Companies’ Creditors Arrangement Act (Canada) with the Superior Court of Quebec in Canada.

H. Whereas, under Section 11(f) of the Note Agreement, the filing of the Petition by
Bowater in the Bankruptcy Case constitutes an Event of Default under the Note Agreement (the

“Existing Event of Default”).

L. Whereas, the Note Agreement provides that, if an Event of Default occurs under
Section 11(f), the Notes are automatically accelerated as of the date of such Event of Default
under Section 12.1 of the Note Agreement and become immediately due and payable and default
interest at the then current rate of interest applicable to the Notes plus 2% per annum (the

“Default Rate”) accrues on the Notes.

J. Whereas, notwithstanding the acceleration of the Notes, neither the Company, the
Collateral Agent nor the holders of the Notes are entitled to accelerate the repayment of the
Timber Note nor to draw upon the Letter of Credit for the repayment of any principal on the

Notes prior to the maturity of the Timber Note.

K. Whereas, since the Company has no other assets other than the Timber Note and
its interest in the Letter of Credit pledged as security therefor, the Collateral Agent and the
Noteholders will be unable to collect any payments on the Notes except as payments are made on

the Timber Note.

L. Whereas, the payments made under the Timber Note are expected be sufficient to

pay the interest on the Notes at the non-Default Rate plus all or a portion of additional interest



payable on the Notes by reason of the application of the Default Rate thereon and, upon the

maturity of the Timber Note, the principal amount of the Notes.
M. [Reserved]

N. Whereas, the Company and Bowater acknowledge the pendency of the Existing
Event of Default, the automatic acceleration of all principal of $17,360,000 and accrued interest

due on the Notes and the Noteholders’ right to receive interest at the Default Rate.

0. Whereas, as a result of the imposition of the default rate of interest on the Notes,

Bowater has no equity remaining in the Company.

P. Whereas, the Company acknowledges that the Collateral Agent holds a lien on
and security interest in the Teredo Timber Note Instruments, including the Letter of Credit, and
the other collateral pledged as defined and described in and pursuant to the Pledge Agreement

(the “Pledged Collateral”), including but not limited to the Collateral Accounts.

Q. Whereas, the Noteholders hold a majority in principal amount of the outstanding

Notes.

R. Whereas, the Noteholders, the Collateral Agent, the Company and Bowater
(subject to the approval of the Court in the Bankruptcy Case) wish to settle all disputes between
the parties by inter alia Bowater transferring, at the request of the Noteholders, to Lord Securities
Corporation or any entity designated by it to hold the ownership interest (“Lord”) the

membership interest in the Company.



S. Whereas, the Parties, through a series of good faith negotiations, reached
agreements with respect to the resolution of all disputes with respect to these matters and now

desire to document the understandings among them.

AGREEMENT
Now therefore, in consideration of the promises and mutual agreements set forth herein
and for other good and valuable consideration between the parties, including the promises and
undertakings recited therein, the receipt of which is hereby acknowledged, and in the case of
Bowater, subject to the approval of the Court in the Bankruptcy Case, the parties hereby agree as

follows:

l. Recitals. Each party acknowledges that each of the Recitals set forth above in this
Agreement is true and correct to the best of their information, knowledge and belief as of the date

hereof.

2. Court Approval. This Agreement is subject to the entry in the Bankruptcy Case of
an enforceable order of the Bankruptcy Court approving the same after appropriate notice and
opportunity for hearing in accordance with the Bankruptcy Code Rule 9019 of the Federal Rules
of Bankruptcy Procedure and any applicable Local Rules of the Bankruptcy Court prior to the
Effective Date of any Plan of Reorganization of Bowater. The Court Order shall authorize and
approve the transfer, conveyance and assignment of all of the membership interests in the
Company held by Bowater to Lord, free and clear of any lien, claim or encumbrance of any kind,

with all powers, rights and privileges of ownership of the Company attendant thereto. Upon



execution of this Agreement, all of the parties shall cooperate with each other to expeditiously

seek entry of such an order.

3. The Collateral Agent and the Noteholders acknowledge that Bowater has no
obligation or liability with respect to the Notes, the Note Agreement or any of the other

instruments, documents and agreements executed pursuant thereto or in connection therewith.

4. Transfer of Guarantor’s Interest in the Company. Subject to, and effective upon
the entry of, the Order of the Bankruptcy Court approving this Settlement Agreement, Bowater
hereby transfers, conveys and assigns all right, title and interest of Bowater in and to its
membership interest in the Company (which interest constitutes 100% of the membership
interests in the Company) to Lord without recourse, warranty or representation of any kind,
express or implied, other than Bowater is the legal and beneficial owner of such membership
interest. Bowater shall execute documents which are mutually acceptable to the Parties
evidencing the transfer of Bowater’s interest in the Company to Lord. Bowater shall not assert or
claim any rights to any future cash flow from the Pledged Collateral, including the Letter of
Credit. Lord shall not be liable for any claims, causes of action or liabilities of Bowater arising
from the Notes, the Note Agreement, the Guaranty, the Timber Note or the Collateral Documents

or any other obligation of Bowater whatsoever related thereto.

5. Reaffirmation of Obligation by the Company. The Company reaffirms:

(a) the Collateral Agent’s security interest in the Teredo Timber Note Instruments

and other Pledged Collateral;



(b) the obligations of the Company under the Note Agreement and Notes, including,
without limitation, principal and interest on the Notes, including at the Default Rate and payment

of fees and expenses as provided for in the Note Agreement ( “Obligations ”); and

() its prior pledge and assignment to the Collateral Agent for the benefit of the
Noteholders, pursuant to the Pledge Agreement, of a first priority security interest in the

following:

(1)  the Pledged Note Instruments (as defined in the Pledge Agreement) and
the instruments or securities evidencing such Pledged Note Instruments, and all rights
relating thereto (including without limitation, all Letter of Credit rights and rights to
exercise remedies, make drawings on the Letter of Credit, grant waivers and consent to
amendments thereunder), and all interest, cash, instruments and other property or
proceeds from time to time received, receivable or otherwise distributed in respect of or

in exchange for any or all of the Pledged Note Instruments;

(i)  all rights of Pledgor under the Teredo Timber Note Instrument Assignment

and Contribution Agreement;
(iii)  the Liquid Collateral (as defined in the Pledge Agreement); and

(iv)  to the extent not covered by clauses (i) though (iii) above, all proceeds of
any or all of the foregoing Pledged Collateral. For purposes of this Agreement, the term
“proceeds” includes whatever is receivable or received when Pledged Collateral or

proceeds are sold, exchanged, collected or otherwise disposed of, whether such



disposition is voluntary or involuntary, and includes, without limitation, proceeds of any
indemnity or guaranty payable to Pledgor or Collateral Agent from time to time with

respect to any of the Pledged Collateral.

6. Further Company Reaffirmation. The Company irrevocably affirms all of its
covenants, agreements and duties under the Note Agreement and the Notes and all documents
and agreements referred to in the Note Agreement, including, but not limited to, the Obligations.
The Company agrees it has no defense, right of setoff, counterclaim or claim of recoupment that
it can assert to the payment and performance of the Obligations under the Note Agreement and
the Notes and waives any and all rights to any future cash flow from the Pledged Note
Instruments, including the Letter of Credit, or any other Pledged Collateral. The Company
acknowledges the Collateral Agent and Noteholders have all rights to the cash flow, direct
payments out of the Pledged Collateral, including but not limited to payments on the Timber
Note and Collateral Accounts, and the ability to draw on the Letter of Credit and exercise other
remedies if necessary. Given the Event of Default under the Note Agreement and this Settlement
Agreement, the Company shall not assert or claim any rights to any future cash flow from the
Pledged Collateral, including the Letter of Credit, and acknowledges that Lord or any successor
to it shall not be liable for any claims, cause of action or liabilities of the Company or any other
person arising from the Notes, the Note Agreement, the Guaranty, the Timber Note or the
Collateral Documents or any other Obligation of the Company or any other person whatsoever

related thereto.

7. Settlement of Existing Event of Default. The Company, Noteholders and

Collateral Agent agree that (a) interest at the Default Rate (2% per annum above the rate of



interest provided for in the Notes) for the period from April 16, 2009 (the date of the Event of
Default) to the date of maturity shall be accruing and due and payable at stated maturity of the
Notes unless a majority of Noteholders have requested earlier payment of all or a portion thereof
on a pro rata basis (“Requested Payment”) and provided funds sufficient to pay such Requested
Payment of accrued Default Rate interest are held by the Collateral Agent as well as funds
sufficient to pay any and all other obligations that are due and payable at that time, (b) the
Noteholders holding at least a majority in aggregate principal amount of the Notes (the “Majority
Noteholders ) may direct payment of any funds held by the Collateral Agent at any time prior to
maturity to make the Requested Payment, provided there are sufficient funds held by the
Collateral Agent to make such Requested Payment and pay any and all other Obligations due and
(¢) notwithstanding this Settlement Agreement, the Collateral Agent shall continue to pay
scheduled non-default interest and principal and expenses as provided for in the Notes and Note

Agreement.

8. Fees and Expenses. To further resolve the issue of the fees and expenses of the
Collateral Agent and the Noteholders, the Company, the Noteholders and Collateral Agent
agreed that in recognition that all cash flows, recoveries and rights to payment under the
underlying Timber Note, Letter of Credit and all other Pledged Collateral are pledged to the
Collateral Agent for the benefit of Noteholders, in order to resolve the obligations to pay the
Noteholders the principal amount outstanding on the Notes plus all accrued and unpaid interest
on the Notes, including interest at the Default Rate, due to the Existing Event of Default and fees
and expenses incurred by reason of the Existing Event of Default and the obligation to pay to the

Noteholders and the Collateral Agent all of their fees and expenses (the “Collateral Trust



Expenses”), including attorneys fees and the ongoing fees of Lord incurred by reason of the
Guarantor’s default under the Notes and Note Agreement and the Guarantor’s transfer of the
ownership interest in the Company to Lord and Lord’s ongoing fees, expenses and charges
(“Third-Party Expenses ), the foregoing shall be resolved by acknowledgment that the Collateral
Trust Expenses, including Third-Party Expenses, shall be due and payable from the cash flow
from the underlying Promissory Note held by the Collateral Agent and the other Pledged
Collateral. Since the Collateral Trust Expenses are paid from Pledged Collateral, it will not be
necessary for the Collateral Agent, Noteholders, Lord or their counsel to file fee applications or
make any other submission in the Bankruptcy Case, and they shall be paid pursuant to the terms
of the Note Agreement and Collateral Agency Agreement and as directed by the Noteholders.
The Third-Party Expenses shall be paid before any other Collateral Trust Expenses, which shall

be paid before any payment to the Noteholders.

9. Limitation on Bowater’s Responsibilities. Bowater shall after the date of the
Court Order approving this Settlement Agreement and the effective transfer of the membership
interest in the Company from Bowater to Lord have no responsibility, liability or obligation for
the Company or any action of the Company. Bowater is not responsible for, shall have no
liability for nor does it join in or make the statements, agreements or affirmations of the

Company contained in paragraphs 4, 5, 6, 7 and 8 above.

10.  Execution of this Agreement by Lord. Lord shall execute this Settlement
Agreement on behalf of the Company immediately after the entry of the Court Order authorizing

and effectuating the transfer of the membership interest in the Company to Lord.
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11.  Approval of Compromise. Within 5 days of the date of execution hereof, Bowater
shall serve on all parties required to be served, and file with the Bankruptcy Court, a notice of its
intent to seek court approval of this Agreement and shall use reasonable best efforts to have this
Agreement approved pursuant to Bankruptcy Rule 9019, which shall be in form and substance

acceptable to the Parties.

12. Successors and Assigns. This Agreement shall bind and inure to the benefit of the
Parties and their respective successors and assigns; provided, however, that the Company may
not assign this Agreement or any of its rights and duties or obligations hereunder without the

prior written consent of the Noteholders.

13, No Waiver. No consent or waiver under this Agreement shall be effective unless
made in writing and signed by the Party consenting or waiving. No waiver of any breach or

default shall be deemed a waiver of any breach or default thereafter occurring,.

14, Controlling Law. This Agreement and any instrument or agreement executed in
connection with this Agreement shall be governed and construed under the internal laws of the

State of New York.

15.  Neutral Construction. Each of the Parties has been involved in the negotiation,
review and execution of this Agreement and each has had the opportunity to receive independent
legal advice from an attorney or attorneys of its choice with respect to the advisability of the
making and execution of this Agreement. In the event of any dispute or controversy regarding
this Agreement, the Parties shall be considered to be the joint authors of this Agreement and no

provision of this Agreement shall be interpreted against a Party because of authorship.
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16. Severability. In the event that any provision or portion of this Agreement is held
to be unenforceable or invalid by any court of competent jurisdiction the validity and

enforceability of the remaining provisions or portions thereof shall not be affected thereby.

17.  Authority. Each individual executing this Agreement hereby severally represents
and warrants to each person so signing (and to each other entity for which another person may be
signing) that he or she has been duly authorized to execute and deliver this Agreement in the

capacity of the person or entity set forth for which he or she signs.

18.  Execution In Counterparts. This Agreement may be executed simultaneously in
one or more counterparts, each of which shall be deemed an original but all of which taken
together shall constitute one and the same instrument. A signature by facsimile transmission or
other electronic means that allows the identity of the signer to be reasonably confirmed shall be

as good and binding as an original signature.

19. Captions. The captions contained in this Agreement are for the convenience of
the Parties and shall not be deemed or construed as in any way limiting or extending the language

of the provisions to which said captions may refer.

20.  No Third Party Beneficiaries. Nothing contained in the Agreement is intended to
nor shall it be construed or deemed to confer any rights, powers or privileges on any person or
legal entity other than the Noteholders, the Debtor and Lord and any successor-in-interest to any

of them.
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21.  Further Assurances. Each Party shall promptly execute such other documents and
take all ‘other action as may reasonably be requested by the other Party to implement the
provisions of or recognize each other’s rights under this Agreement or the Note Agreement, the

Notes or other Collateral Documents.

SIGNATURES TO FOLLOW
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SETTLEMENT AGREEMENT
[CaTAWBA II]

This Settlement Agreement (“Agreement”) is dated as of , 2010 by and
between Bowater Catawba Note HoldingsII LLC, a Delaware Limited Liability Company
(“Company” or “Catawba II”), Bowater Incorporated, a Delaware corporation (“Bowater”)
now a Debtor in the Chapter 11 Case pending in the United States Bankruptcy Court for the
District of Delaware, Case No. 09-11296 (KSC) (the “Bankruptcy Case”), each of the holders of
Notes identified on the signature pages hereto (the “Noteholders”), and The Bank of New York
Mellon Trust Company, N.A., a New York banking corporation, in its capacity as collateral agent
for the holders of the Notes (in such capacity, the “Collateral Agent”; the Company, Bowater, the
Noteholders and the Collateral Agent are hereinafter referred to collectively as the “Parties”).
Capitalized terms used and not otherwise defined in this Agreement shall have the meaning
ascribed to such terms in that certain Note Purchase Agreement dated as of December 27, 2001

between the Debtor and the Noteholders (the “Note Agreement”).

RECITALS
A. Whereas, on November 28, 2001, Bowater sold certain timberlands to First Union
Development Corporation (the “Purchaser”) in exchange for a promissory note executed by the
Purchaser in favor of Bowater in the principal amount of $96,449,655.00 (the “Timber Note”),
bearing interest at the rate of 6.54% per annum, secured by an irrevocable standby letter of credit
in the stated amount of $100,129,210 issued by Wachovia Bank, N.A. (the “Letter of Credit”),
and the principal amount of which is payable in a single installment on December 28, 2016 (the

“Timberland Sales Transaction™).
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B. Whereas, following the closing of the Timberland Sales Transaction, Bowater
formed the Company as a qualified special purpose entity (“OSPE”) with Bowater as the sole

member and contributed the Timber Note and Letter of Credit to the capital of the Company.

C. Whereas, on December 27, 2001, following the contribution of the Timber Note
and the Letter of Credit to the capital of the Company, the Company issued $86,805,000
principal amount of its 6.85% Senior Secured Notes due December 27, 2016 (the “Notes™),
secured by a pledge of the Timber Note and the Letter of Credit to the Noteholders. In exchange
for an upfront payment from the sale of the Notes, the Company pledged, among other things, the
Timber Note and Letter of Credit as collateral to the Collateral Agent, for the benefit of the
Noteholders, and agreed to pay the income received from the issuer of the Timber Notes to the
Noteholders to the extent necessary to pay scheduled principal and interest on the Notes and all

other Obligations (as defined herein) due thereon.

D. Whereas, in connection with the transactions contemplated by the Note
Agreement, Bowater agreed to guaranty payment of the Make-Whole Amount as defined in the
Note Agreement up to an amount equal to 10% of the aggregate outstanding principal amount of
the Notes pursuant to a Limited Guaranty dated December 27, 2001 executed in favor of the
Collateral Agent (“Make-Whole Guaranty™). The Guarantor’s interest in the Company consists
principally of its membership interest in the Company which constitutes 100% of the outstanding

membership interests in the Company.

E. Whereas, Bowater continues to be the sole member of the Company.



F. Whereas, The Bank of New York Mellon Trust Company, N.A. has been
appointed Collateral Agent under the Collateral Agency Agreement and in this capacity is a party

to the Pledge Agreement.

G. Whereas, on April 16, 2009, Bowater and certain of its Affiliates, but not the
Company, filed voluntary petitions (the “Petition”) under Chapter 11 of the United States
Bankruptcy Code in the United States Bankruptcy Court for the District of Delaware
(“Bankruptcy Case”) and certain of its Affiliates sought creditor protection under the

Companies’ Creditors Arrangement Act (Canada) with the Superior Court of Quebec in Canada.

H. Whereas, under Section 11(f) of the Note Agreement, the filing of the Petition by
Bowater in the Bankruptcy Case constitutes an Event of Default under the Note Agreement (the

“Existing Event of Default”).

L Whereas, the Note Agreement provides that, if an Event of Default occurs under
Section 11(f), the Notes are automatically accelerated as of the dalte of such Event of Default
under Section 12.1 of the Note Agreement and become immediately due and payable and default
interest at the then current rate of interest applicable to the Notes plus 2% per annum (the

“Default Rate”) accrues on the Notes.

1. Whereas, notwithstanding the acceleration of the Notes, neither the Company, the
Collateral Agent nor the holders of the Notes are entitled to accelerate the repayment of the
Timber Note nor to draw upon the Letter of Credit for the repayment of any principal on the

Notes prior to the maturity of the Timber Note.



K. Whereas, since the Company has no other assets other than the Timber Note and
its interest in the Letter of Credit pledged as security therefor, the Collateral Agent and the
Noteholders will be unable to collect any payments on the Notes except as payments are made on

the Timber Note.

L. Whereas, the payments made under the Timber Note are expected be sufficient to
pay the interest on the Notes at the non-Default Rate plus all or a portion of additional interest
payable on the Notes by reason of the application of the Default Rate thereon and, upon the

maturity of the Timber Note, the principal amount of the Notes.

M. Whereas, the Note Agreement provides that, if an Event of Default occurs under
Section 11(f), the holders of the Notes are entitled to receive the Make-Whole Amount, but the
Company and Bowater believe that payment of the Make-Whole Amount, which is intended to
compensate the holders of the Notes for income lost due to the prepayment of the Notes, would
represent a double recovery for the holders of the Notes since the principal amount of the Notes
will not be prepaid due to the inability to accelerate the principal amount of the Timber Note.
The Noteholders and the Collateral Agent dispute this and assert that, under Sections 11(f) and
12.1 of the Note Agreement, the Notes are automatically accelerated as of the date of such Event
of Default, are immediately due and payable and the Noteholders are also automatically entitled
to payment of the Make-Whole Amount and Default Interest until all Obligations under the Note

Agreement are paid in full.



N. Whereas, the Company and Bowater acknowledge the pendency of the Existing
Event of Default, the automatic acceleration of all principal of $86,805,000 and accrued interest

due on the Notes and the Noteholders’ right to receive interest at the Default Rate.

0. Whereas, as a result of the imposition of the default rate of interest on the Notes,

Bowater has no equity remaining in the Company.

P. Whereas, the Company acknowledges that the Collateral Agent holds a lien on
and security interest in the First Union Development Corporation Note Instruments, including the
Letter of Credit, and the other collateral pledged as defined and described in and pursuant to the
Pledge Agreement (the “Pledged Collateral™), including but not limited to the Collateral

Accounts.

Q. Whereas, the Noteholders hold a majority in principal amount of the outstanding

Notes.

R. Whereas, the Noteholders, the Collateral Agent, the Company and Bowater
(subject to the approval of the Court in the Bankruptcy Case) wish to settle all disputes between
the parties by inter alia (i) Bowater transferring, at the request of the Noteholders, to Lord
Securities Corporation or any entity designated by it to hold the ownership interest (“Lord”) the
membership interest in the Company, and (ii) agreeing that this Agreement shall be without
prejudice to the right (a) of the Collateral Agent and/or the holders of the Notes to pursue a claim
against Bowater in the Bankruptcy Case with respect to the Make-Whole Guaranty or (b) the
right of Bowater to contest any claim under the Make-Whole Guaranty by the Collateral Agent or

the holder of any Note, all rights, claims, obligations, defenses, counterclaims and causes of



action with respect to the Make-Whole Guaranty and the Make-Whole Amount being hereby

reserved by the Parties (the “Make-Whole Claim Reservation of Rights”).

S. Whereas, the Parties, through a series of good faith negotiations, reached
agreements with respect to the resolution of all disputes with respect to these matters and now

desire to document thie understandings among them.

AGREEMENT
Now therefore, in consideration of the promises and mutual agreements set forth herein
and for other good and valuable consideration between the parties, including the promises and
undertakings recited therein, the receipt of which is hereby acknowledged, and in the case of
Bowater, subject to the approval of the Court in the Bankruptcy Case, the parties hereby agree as

follows:

1. Recitals. Each party acknowledges that each of the Recitals set forth above in this
Agreement is true and correct to the best of their information, knowledge and belief as of the date

hereof.

2. Court Approval. This Agreement is subject to the entry in the Bankruptcy Case of
an enforceable order of the Bankruptcy Court approving the same after appropriate notice and
opportunity for hearing in accordance with the Bankruptcy Code Rule 9019 of the Federal Rules
of Bankruptcy Procedure and any applicable Local Rules of the Bankruptcy Court prior to the
Effective Date of any Plan of Reorganization of Bowater. The Court Order shall authorize and
approve the transfer, conveyance and assignment of all of the membership interests in the

Company held by Bowater to Lord, free and clear of any lien, claim or encumbrance of any kind,
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with all powers, rights and privileges of ownership of the Company attendant thereto. Upon
execution of this Agreement, all of the parties shall cooperate with each other to expeditiously

seek entry of such an order.

3. Reservation of Rights. Bowater, the Company, the Noteholders and Collateral
Agent agree to the Make-Whole Claim Reservation of Rights. The Collateral Agent and the
Noteholders acknowledge that Bowater has no obligation or liability with respect to the Notes,
the Note Agreement or any of the other instruments, documents and agreements executed

pursuant thereto or in connection therewith except as set forth in the Make-Whole Guaranty.

4, Transfer of Guarantor’s Interest in the Company. Subject to, and effective upon
the entry of, the Order of the Bankruptcy Court approving this Settlement Agreement, Bowater
hereby transfers, conveys and assigns all right, title and interest of Bowater in and to its
membership interest in the Company (which interest constitutes 100% of the membership
interests in the Company) to Lord without recourse, warranty or representation of any kind,
express or implied, other than Bowater is the legal and beneficial owner of such membership
interest. Bowater shall execute documents which are mutually acceptable to the Parties
evidencing the transfer of Bowater’s interest in the Company to Lord. Subject to the Make-
Whole Claim Reservation of Rights, Bowater shall not assert or claim any rights to any future
cash flow from the Pledged Collateral, including the Letter of Credit. Lord shall not be liable for
any claims, causes of action or liabilities of Bowater arising from the Notes, the Note Agreement,
the Guaranty, the Timber Note or the Collateral Documents or any other obligation of Bowater

whatsoever related thereto.



5. Reaffirmation of Obligation by the Company. The Company reaffirms:

(a) the Collateral Agent’s security interest in the First Union Development

Corporation Note Instruments and other Pledged Collateral,;

(b) the obligations of the Company under the Note Agreement and Notes, including,
without limitation, principal and interest on the Notes, including at the Default Rate, payment of
fees and expenses as provided for in the Note Agreement and subject to the Make-Whole Claim

Reservation of Rights (“Obligations”); and

(c) its prior pledge and assignment to the Collateral Agent for the benefit of the
Noteholders, pursuant to the Pledge Agreement, of a first priority security interest in the

following:

(i)  the Pledged Note Instruments (as defined in the Pledge Agreement) and
the instruments or securities evidencing such Pledged Note Instruments, and all rights
relating thereto (including without limitation, all Letter of Credit rights and rights to
exercise remedies, make drawings on the Letter of Credit, grant waivers and consent to
amendments thereunder), and all interest, cash, instruments and other proper‘Fy or
proceeds from time to time received, receivable or otherwise distributed in respect of or

in exchange for any or all of the Pledged Note Instruments;

(i)  all rights of Pledgor under the First Union Development Corporation Note

Instrument Assignment and Contribution Agreement;

(iii)  the Liquid Collateral (as defined in the Pledge Agreement); and



(iv)  to the extent not covered by clauses (i) though (iii) above, all proceeds of
any or all of the foregoing Pledged Collateral. For purposes of this Agreement, the term
“proceeds” includes whatever is receivable or received when Pledged Collateral or
proceeds are sold, exchanged, collected or otherwise disposed of, whether such
disposition is voluntary or involuntary, and includes, without limitation, proceeds of any
indemnity or guaranty payable to Pledgor or Collateral Agent from time to time with

respect to any of the Pledged Collateral.

6. Further Company Reaffirmation. The Company irrevocably affirms all of its
covenants, agreements and duties under the Note Agreement and the Notes and all documents
and agreements referred to in the Note Agreement, including, but not limited to, the Obligations.
The Company agrees it has no defense, right of setoff, counterclaim or claim of recoupment that
it can assert to the payment and performance of the Obligations under the Note Agreement and
the Notes and waives any and all rights to any future cash flow from the Pledged Note
Instruments, including the Letter of Credit, or any other Pledged Collateral. The Company
acknowledges the Collateral Agent and Noteholders have all rights to the cash flow, direct
payments out of the Pledged Collateral, including but not limited to payments on the Timber
Note and Collateral Accounts, and the ability to draw on the Letter of Credit and exercise other
remedies if necessary. Given the Event of Default under the Note Agreement and this Settlement
Agreement, the Company shall not assert or claim any rights to any future cash flow from the
Pledged Collateral, including the Letter of Credit, and acknowledges that Lord or any successor
to it shall not be liable for any claims, cause of action or liabilities of the Company or any other

person arising from the Notes, the Note Agreement, the Guaranty, the Timber Note or the



Collateral Documents or any other Obligation of the Company or any other person whatsoever

related thereto.

7. Settlement of Existing Event of Default. The Company, Noteholders and
Collateral Agent agree that (a) interest at the Default Rate (2% per annum above the rate of
interest provided for in the Notes) for the period from April 16, 2009 (the date of the Event of
Default) to the date of maturity shall be accruing and due and payable at stated maturity of the
Notes unless a majority of Noteholders have requested earlier payment of all or a portion thereof
on a pro rata basis (“Requested Payment”) and provided funds sufficient to pay such Requested
Payment of accrued vDefault Rate interest are held by the Collateral Agent as well as funds
sufficient to f;;ly any and all other obligations that are due and payable at that time, (b) the
Noteholders holding at least a majority in aggregate principal amount of the Notes (the “Majority
Noteholders”) may direct payment of any funds held by the Collateral Agent at any time prior to
maturity to make the Requested Payment, provided there are sufficient funds held by the
Collateral Agent to make such Requested Payment and pay any and all other Obligations due and
(c) notwithstanding this Settlement Agreement, the Collateral Agent shall continue to pay
scheduled non-default interest and principal and expenses as provided for in the Notes and Note

Agreement.

8. Fees and Expenses. To further resolve the issue of the fees and expenses of the
Collateral Agent and the Noteholders, the Company, the Noteholders and Collateral Agent
agreed that in recognition that all cash flows, recoveries and rights to payment under the
underlying Timber Note, Letter of Credit and all other Pledged Collateral are pledged to the

Collateral Agent for the benefit of Noteholders, in order to resolve the obligations to pay the
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Noteholders the principal amount outstanding on the Notes plus all accrued and unpaid interest
on the Notes, including interest at the Default Rate, due to the Existing Event of Default (subject
to the Make-Whole Claim Reservation of Rights) and fees and expenses incurred by reason of
the Existing Event of Default and the obligation to pay to the Noteholders and the Collateral
Agent all of their fees and expenses (the “Collateral Trust Expenses”), including attorneys fees
and the ongoing fees of Lord incurred by reason of the Guarantor’s default under the Notes and
Note Agreement and the Guarantor’s transfer of the ownership interest in the Company to Lord
and Lord’s ongoing fees, expenses and charges (“Third-Party Expenses”), the foregoing shall be
resolved by acknowledgment that the Collateral Trust Expenses, including Third-Party Expenses,
shall be due and payable from the cash flow from the underlying Promissory Note held by the
Collateral Agent and the other Pledged Collateral. Since the Collateral Trust Expenses are paid
from Pledged Collateral, it will not be necessary for the Collateral Agent, Noteholders, Lord or
their counsel to file fee applications or make any other submission in the Bankruptcy Case, and
they shall be paid pursuant to the terms of the Note Agreement and Collateral Agency Agreement
and as directed by the Noteholders. The Third-Party Expenses shall be paid before any other

Collateral Trust Expenses, which shall be paid before any payment to the Noteholders.

9. Limitation on Bowater’s Responsibilities. Bowater shall after the date of the
Court Order approving this Settlement Agreement and the effective transfer of the membership
interest in the Company from Bowater to Lord have no responsibility, liability or obligation for
the Company or any action of the Company subject to the Make-Whole Claim Reservation of

Rights. Bowater is not responsible for, shall have no liability for nor does it join in or make the
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statements, agreements or affirmations of the Company contained in paragraphs 4, 5, 6, 7 and 8

above.

10.  Execution of this Agreement by Lord. Lord shall execute this Settlement
Agreement on behalf of the Company immediately after the entry of the Court Order authorizing

and effectuating the transfer of the membership interest in the Company to Lord.

11.  Approval of Compromise. Within 5 days of the date of execution hereof, Bowater
shall serve on all parties required to be served, and file with the Bankruptcy Court, a notice of its
intent to seek court approval of this Agreement and shall use reasonable best efforts to have this
Agreement approved pursuant to Bankruptcy Rule 9019, which shall be in form and substance

acceptable to the Parties.

12. Successors and Assigns. This Agreement shall bind and inure to the benefit of the
Parties and their respective successors and assigns; provided, however, that the Company may
not assign this Agreement or any of its rights and duties or obligations hereunder without the

prior written consent of the Noteholders.

13. No Waiver. No consent or waiver under this Agreement shall be effective unless
made in writing and signed by the Party consenting or waiving. No waiver of any breach or

default shall be deemed a waiver of any breach or default thereafter occurring.

14. Controlling Law. This Agreement and any instrument or agreement executed in
connection with this Agreement shall be governed and construed under the internal laws of the

State of New York.
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15.  Neutral Construction. Each of the Parties has been involved in the negotiation,
review and execution of this Agreement and each has had the opportunity to receive independent
legal advice from an attorney or attorneys of its choice with respect to the advisability of the
making and execution of this Agreement. In the event of any dispute or controversy regarding
this Agreement, the Parties shall be considered to be the joint authors of this Agreement and no

provision of this Agreement shall be interpreted against a Party because of authorship.

16. Severability. In the event that any provision or portion of this Agreement is held
to be unenforceable or invalid by any court of competent jurisdiction the validity and

enforceability of the remaining provisions or portions thereof shall not be affected thereby.

17.  Authority. Each individual executing this Agreement hereby severally represents
and warrants to each person so signing (and to each other entity for which another person may be
signing) that he or she has been duly authorized to execute and deliver this Agreement in the

capacity of the person or entity set forth for which he or she signs.

18.  Execution In Counterparts. This Agreement may be executed simultaneously in
one or more counterparts, each of which shall be deemed an original but all of which taken
together shall constitute one and the same instrument. A signature by facsimile transmission or
other electronic means that allows the identity of the signer to be reasonably confirmed shall be

as good and binding as an original signature.

19.  Captions. The captions contained in this Agreement are for the convenience of
the Parties and shall not be deemed or construed as in any way limiting or extending the language

of the provisions to which said captions may refer.
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20.  No Third Party Beneficiaries. Nothing contained in the Agreement is intended to
nor shall it be construed or deemed to confer any rights, powers or privileges on any person or
legal entity other than the Noteholders, the Debtor and Lord and any successor-in-interest to any

of them.

21.  Further Assurances. Each Party shall promptly execute such other documents and
take all other action as may reasonably be requested by the other Party to implement the
provisions of or recognize each other’s rights under this Agreement or the Note Agreement, the

Notes or other Collateral Documents.

SIGNATURES TO FOLLOW
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SETTLEMENT AGREEMENT
[SALUDA]

This Settlement Agreement (“Agreement”) is dated as of , 2010 by and
between Bowater Saluda Note Holdings LLC, a Delaware Limited Liability Company
(“Company” or “Saluda’), Bowater Incorporated, a Delaware corporation (“Bowater™) now a
Debtor in the Chapter 11 Case pending in the United States Bankruptcy Court for the District of
Delaware, Case No. 09-11296 (KSC) (the “Bankruptcy Case”), each of the holders of Notes
identified on the signature pages hereto (the “Noteholders™), and The Bank of New York Mellon
Trust Company, N.A., a New York banking corporation, in its capacity as collateral agent for the
holders of the Notes (in such capacity, the “Collateral Agent”; the Company, Bowater, the
Noteholders and the Collateral Agent are hereinafter referred to collectively as the “Parties”).
Capitalized terms used and not otherwise defined in this Agreement shall have the meaning
ascribed to such terms in that certain Note Purchase Agreement dated as of March 28, 2002

between the Debtor and the Noteholders (the “Note Agreement ™).

RECITALS
A. Whereas, on January __, 2002, Bowater sold certain timberlands to Knightwood
Holdings 1 LLC, Knightwood Holdings2 LLC, Knightwood Holdings 3 LLC, Knightwood
Holdings 4 LLC, Knightwood Holdings 5 LLC and Knightwood Holdings 6 LLC (collectively,
the “Purchasers”) in exchange for $5,170,000 in cash and six separate promissory notes
executed by each Purchaser in favor of Bowater, such promissory notes in the aggregate principal
amount of $99,160,000 (the “Timber Notes”), each bearing interest at the rate of 6.37% per

annum, secured by a separate irrevocable standby letter of credit, such letters of credit in the

2869821_0106 (2).doc
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aggregate stated amount of $102,751,276 issued by Wachovia Bank, N.A. (collectively, the
“Letters of Credit”), and the principal amount of which in each case is payable in a single

installment on January 15, 2017 (the “Timberland Sales Transaction™).

B. Whereas, following the closing of the Timberland Sales Transaction, Bowater
formed the Company as a qualified special purpose entity (“OSPE”) with Bowater as the sole

member and contributed the Timber Notes and Letters of Credit to the capital of the Company.

C. Whereas, on March 28, 2002, following the contribution of the Timber Notes and
the Letters of Credit to the capital of the Company, the Company issued $89,200,000 principal
amount of its 6.81% Senior Secured Notes due February 15, 2017 (the “Notes™), secured by a
pledge of the Timber Notes and the Letters of Credit to the Noteholders. In exchange for an
upfront payment from the sale of the Notes, the Company pledged, among other things, the
Timber Notes and Letters of Credit as collateral to the Collateral Agent, for the benefit of the
Noteholders, and agreed to pay the income received from the issuer of the Timber Notes to the
Noteholders to the extent necessary to pay scheduled principal and interest on the Notes and all

other Obligations (as defined herein) due thereon.

D. Whereas, in connection with the transactions contemplated\ by the Note
Agreement, Bowater agreed to guaranty payment of the Make-Whole Amount as defined in the
Note Agreement up to an amount equal to 10% of the aggregate outstanding principal amount of
the Notes pursuant to a Limited Guaranty dated March 28, 2002 executed in favor of the

Collateral Agent (“Make-Whole Guaranty”). The Guarantor’s interest in the Company consists



principally of its membership interest in the Company which constitutes 100% of the outstanding

membership interests in the Company.

E. Whereas, Bowater continues to be the sole member of the Company.

F. Whereas, The Bank of New York Mellon Trust Company, N.A. has been
appointed Collateral Agent under the Collateral Agency Agreement and in this capacity is a party

to the Pledge Agreement.

G. Whereas, on April 16, 2009, Bowater and certain of its Affiliates, but not the
Company, filed voluntary petitions (the “Petition”) under Chapter 11 of the United States
Bankruptcy Code in the United States Bankruptcy Court for the District of Delaware
(“Bankruptcy Case”) and certain of its Affiliates sought creditor protection under the

Companies’ Creditors Arrangement Act (Canada) with the Superior Court of Quebec in Canada.

H. Whereas, under Section 11(f) of the Note Agreement, the filing of the Petition by
Bowater in the Bankruptcy Case constitutes an Event of Default under the Note Agreement (the

“Existing Event of Default”).

L Whereas, the Note Agreement provides that, if an Event of Default occurs under
Section 11(f), the Notes are automatically accelerated as of the date of such Event of Default
under Section 12.1 of the Note Agreement and become immediately due and payable and default
interest at the then current rate of interest applicable to the Notes plus 2% per annum (the

“Default Rate ") accrues on the Notes.



1. Whereas, notwithstanding the acceleration of the Notes, neither the Company, the
Collateral Agent nor the holders of the Notes are entitled to accelerate the repayment of the
Timber Notes nor to draw upon the Letters of Credit for the repayment of any principal on the

Notes prior to the maturity of the Timber Notes.

K. Whereas, since the Company has no other assets other than the Timber Notes and
its interest in the Letters of Credit pledged as security therefor, the Collateral Agent and the
Noteholders will be unable to collect any payments on the Notes except as payments are made on

the Timber Notes.

L. Whereas, the payments made under the Timber Notes are expected be sufficient to
pay the interest on the Notes at the non-Default Rate plus all or a portion of additional interest
payable on the Notes by reason of the application of the Default Rate thereon and, upon the

maturity of the Timber Notes, the principal amount of the Notes.

M. Whereas, the Note Agreement provides that, if an Event of Default occurs under
Section 11(f), the holders of the Notes are entitled to receive the Make-Whole Amount, but the
Company and Bowater believe that payment of the Make-Whole Amount, which is intended to
compensate the holders of the Notes for income lost due to the prepayment of the Notes, would
represent a double recovery for the holders of the Notes since the principal amount of the Notes
will not be prepaid due to the inability to accelerate the principal amount of the Timber Notes.
The Noteholders and the Collateral Agent dispute this and assert that, under Sections 11(f) and
12.1 of the Note Agreement, the Notes are automatically accelerated as of the date of such Event

of Default, are immediately due and payable and the Noteholders are also automatically entitled



to payment of the Make-Whole Amount and Default Interest until all Obligations under the Note

Agreement are paid in full.

N. Whereas, the Company and Bowater acknowledge the pendency of the Existing
Event of Default, the automatic acceleration of all principal of $89,200,000 and accrued interest

due on the Notes and the Noteholders’ right to receive interest at the Default Rate.

0. Whereas, as a result of the imposition of the default rate of interest on the Notes,

Bowater has no equity remaining in the Company.

P. Whereas, the Company acknowledges that the Collateral Agent holds a lien on
and security interest in the Knightwood Holdings Note Instruments, including the Letters of
Credit, and the other collateral pledged as defined and described in and pursuant to the Pledge

Agreement (the “Pledged Collateral”), including but not limited to the Collateral Accounts.

Q. Whereas, the Noteholders hold a majority in principal amount of the outstanding

Notes.

R. Whereas, the Noteholders, the Collateral Agent, the Company and Bowater
(subject to the approval of the Court in the Bankruptcy Cése) wish to settle all disputes between
the parties by inter alia (i) Bowater transferring, at the request of the Noteholders, to Lord
Securities Corporation or any entity designated by it to hold the ownership interest (“Lord”) the
membership interest in the Company, and (ii) agreeing that this Agreement shall be without
prejudice to the right (a) of the Collateral Agent and/or the holders of the Notes to pursue a claim

against Bowater in the Bankruptcy Case with respect to the Make-Whole Guaranty or (b) the



right of Bowater to contest any claim under the Make-Whole Guaranty by the Collateral Agent or
the holder of any Note, all rights, claims, obligations, defenses, counterclaims and causes of
action with respect to the Make-Whole Guaranty and the Make-Whole Amount being hereby

reserved by the Parties (the “Make-Whole Claim Reservation of Rights”).

S. Whereas, the Parties, through a series of good faith negotiations, reached
agreements with respect to the resolution of all disputes with respect to these matters and now

desire to document the understandings among them.

AGREEMENT
Now therefore, in consideration of the promises and mutual agreements set forth herein
and for other good and valuable consideration between the parties, including the promises and
undertakings recited therein, the receipt of which is hereby acknowledged, and in the case of
Bowater, subject to the approval of the Court in the Bankruptcy Case, the parties hereby agree as

follows:

1. Recitals. Each party acknowledges that each of the Recitals set forth above in this
Agreement is true and correct to the best of their information, knowledge and belief as of the date

hereof.

2. Court Approval. This Agreement is subject to the entry in the Bankruptcy Case of
an enforceable order of the Bankruptcy Court approving the same after appropriate notice and
opportunity for hearing in accordance with the Bankruptcy Code Rule 9019 of the Federal Rules
of Bankruptcy Procedure and any applicable Local Rules of the Bankruptcy Court prior to the

Effective Date of any Plan of Reorganization of Bowater. The Court Order shall authorize and
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approve the transfer, conveyance and assignment of all of the membership interests in the
Company held by Bowater to Lord, free and clear of any lien, claim or encumbrance of any kind,
with all powers, rights and privileges of ownership of the Company attendant thereto. Upon
execution of this Agreement, all of the parties shall cooperate with each other to expeditiously

seek entry of such an order.

3. Reservation of Rights. Bowater, the Company, the Noteholders and Collateral
Agent agree to the Make-Whole Claim Reservation of Rights. The Collateral Agent and the
Noteholders acknowledge that Bowater has no obligation or liability with respect to the Notes,
the Note Agreement or any of the other instruments, documents and agreements executed

pursuant thereto or in connection therewith except as set forth in the Make-Whole Guaranty.

4. Transfer of Guarantor’s Interest in the Company. Subject to, and effective upon
the entry of, the Order of the Bankruptcy Court approving this Settlement Agreement, Bowater
hereby transfers, conveys and assigns all right, title and interest of Bowater in and to its
membership interest in the Company (which interest constitutes 100% of the membership
interests in the Company) to Lord without recourse, warranty or representation of any kind,
express or implied, other than Bowater is the legal and beneficial owner of such membership
interest. Bowater shall execute documents which are mutually acceptable to the Parties
evidencing the transfer of Bowater’s interest in the Company to Lord. Subject to the Make-
Whole Claim Reservation of Rights, Bowater shall not assert or claim any rights to any future
cash flow from the Pledged Collateral, including the Letter of Credit. Lord shall not be liable for

any claims, causes of action or liabilities of Bowater arising from the Notes, the Note Agreement,



the Guaranty, the Timber Note or the Collateral Documents or any other obligation of Bowater

whatsoever related thereto.
5. Reaffirmation of Obligation by the Company. The Company reaffirms:

(a) the Collateral Agent’s security interest in the Knightwood Holdings Note

Instruments and other Pledged Collateral;

(b) the obligations of the Company under the Note Agreement and Notes, inclﬁding,
without limitation, principal and interest on the Notes, including at the Default Rate, payment of
fees and expenses as provided for in the Note Agreement and subject to the Make-Whole Claim

Reservation of Rights (“Obligations”), and

(c) its prior pledge and assignment to the Collateral Agent for the benefit of the
Noteholders, pursuant to the Pledge Agreement, of a first priority security interest in the

following:

(i) the Pledged Note Instruments (as defined in the Pledge Agreement) and
the instruments or securities evidencing such Pledged Note Instruments, and all rights
relating thereto (including without limitation, all rights under the Letters of Credit and
rights to exercise remedies, make drawings on the Letters of Credit, grant waivers and
consent to amendments thereunder), and all interest, cash, instruments and other property
or proceeds from time to time received, receivable or otherwise distributed in respect of

or in exchange for any or all of the Pledged Note Instruments;



(i)  all rights of Pledgor under the Knightwood Holdings Note Instrument

Assignment and Contribution Agreement;
(iii)  the Liquid Collateral (as defined in the Pledge Agreement); and

(iv)  to the extent not covered by clauses (i) though (iii) above, all proceeds of
any or all of the foregoing Pledged Collateral. For purposes of this Agreement, the term
“proceeds” includes whatever is receivable or received when Pledged Collateral or
proceeds are sold, exchanged, collected or otherwise disposed of, whether such
disposition is voluntary or involuntary, and includes, without limitation, proceeds of any
indemnity or guaranty payable to Pledgor or Collateral Agent from time to time with

respect to any of the Pledged Collateral.

6. Further Company Reaffirmation. The Company irrevocably affirms all of its
covenants, agreements and duties under the Note Agreement and the Notes and all documents
and agreements referred to in the Note Agreement, including, but not limited to, the Obligations.
The Company agrees it has no defense, right of setoff, counterclaim or claim of recoupment that
it can assert to the payment and performance of the Obligations under the Note Agreement and
the Notes and waives any and all rights to any future cash flow from the Pledged Note
Instruments, including the Letters of Credit, or any other Pledged Collateral. The Company
acknowledges the Collateral Agent and Noteholders have all rights to the cash flow, direct
payments out of the Pledged Collateral, including but not limited to payments on the Timber
Notes and Collateral Accounts, and the ability to draw on the Letters of Credit and exercise other

remedies if necessary. Given the Event of Default under the Note Agreement and this Settlement



Agreement, the Company shall not assert or claim any rights to any future cash flow from the
Pledged Collateral, including the Letters of Credit, and acknowledges that Lord or any successor
to it shall not be liable for any claims, cause of action or liabilities of the Company or any other
person arising from the Notes, the Note Agreement, the Guaranty, the Timber Notes or the
Collateral Documents or any other Obligation of the Company or any other person whatsoever

related thereto.

7. Settlement of Existing Event of Default. The Company, Noteholders and
Collateral Agent agree that (a) interest at the Default Rate (2% per annum above the rate of
interest provided for in the Notes) for the period from April 16, 2009 (the date of the Event of
Default) to the date of maturity shall be accruing and due and payable at stated maturity of the
Notes unless a majority of Noteholders have requested earlier payment of all or a portion thereof
on a pro rata basis (“Requested Payment”) and provided funds sufficient to pay such Requested
Payment of accrued Default Rate interest are held by the Collateral Agent as well as funds
sufficient to pay any and all other obligations that are due and payable at that time, (b) the
Noteholders holding at least a majority in aggregate principal amount of the Notes (the “Majority
Noteholders”) may direct payment of any funds held by the Collateral Agent at any time prior to
maturity to make the Requested Payment, provided there are sufficient funds held by the
Collateral Agent to make such Requested Payment and pay any and all other Obligations due and
(c) notwithstanding this Settlement Agreement, the Collateral Agent shall continue to pay
scheduled non-default interest and principal and expenses as provided for in the Notes and Note

Agreement.
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8. Fees and Expenses. To further resolve the issue of the fees and expenses of the
Collateral Agent and the Noteholders, the Company, the Noteholders and Collateral Agent
agreed that in recognition that all cash flows, recoveries and rights to payment under the
underlying Timber Notes, Letters of Credit and all other Pledged Collateral are pledged to the
Collateral Agent for the benefit of Noteholders, in order to resolve the obligations to pay the
Noteholders the principal amount outstanding on the Notes plus all accrued and unpaid interest
on the Notes, including interest at the Default Rate, due to the Existing Event of Default (subject
to the Make-Whole Claim Reservation of Rights) and fees and expenses incurred by reason of
the Existing Event of Default and the obligation to pay to the Noteholders and the Collateral
Agent all of their fees and expenses (the “Collateral Trust Expenses”), including attorneys fees
and the ongoing fees of Lord incurred by reason of the Guarantor’s default under the Notes and
Note Agreement and the Guarantor’s transfer of the ownership interest in the Company to Lord
and Lord’s ongoing fees, expenses and charges (“Third-Party Expenses ), the foregoing shall be
resolved by acknowledgment that the Collateral Trust Expenses, including Third-Party Expenses,
shall be due and payable from the cash flow from the underlying Promissory Note held by the
Collateral Agent and the other Pledged Collateral. Since the Collateral Trust Expenses are paid
from Pledged Collateral, it will not be necessary for the Collateral Agent, Noteholders, Lord or
their counsel to file fee applications or make any other submission in the Bankruptcy Case, and
they shall be paid pursuant to the terms of the Note Agreement and Collateral Agency Agreement
and as directed by the Noteholders. The Third-Party Expenses shall be paid before any other

Collateral Trust Expenses, which shall be paid before any payment to the Noteholders.
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9. Limitation on Bowater’s Responsibilities. Bowater shall after the date of the
Court Order approving this Settlement Agreement and the effective transfer of the membership
interest in the Company from Bowater to Lord have no responsibility, liability or obligation for
the Company or any action of the Company subject to the Make-Whole Claim Reservation of
Rights. Bowater is not responsible for, shall have no liability for nor does it join in or make the
statements, agreements or affirmations of the Company contained in paragraphs 4, 5, 6, 7 and 8

above.

10.  Execution of this Agreement by Lord. Lord shall execute this Settlement
Agreement on behalf of the Company immediately after the entry of the Court Order authorizing

and effectuating the transfer of the membership interest in the Company to Lord.

11.  Approval of Compromise. Within 5 days of the date of execution hereof, Bowater
shall serve on all parties required to be served, and file with the Bankruptcy Court, a notice of its
intent to seek court approval of this Agreement and shall use reasonable best efforts to have this
Agreement approved pursuant to Bankruptcy Rule 9019, which shall be in form and substance

acceptable to the Parties.

12. Successors and Assigns. This Agreement shall bind and inure to the benefit of the
Parties and their respective successors and assigns; provided, however, that the Company may
not assign this Agreement or any of its rights and duties or obligations hereunder without the

prior written consent of the Noteholders.

-12-



13.  No Waiver. No consent or waiver under this Agreement shall be effective unless
made in writing and signed by the Party consenting or waiving. No waiver of any breach or

- default shall be deemed a waiver of any breach or default thereafter occurring.

14. Controlling Law. This Agreement and any instrument or agreement executed in
connection with this Agreement shall be governed and construed under the internal laws of the

State of New York.

15.  Neutral Construction. Each of the Parties has been involved in the negotiation,
review and execution of this Agreement and each has had the opportunity to receive independent
legal advice from an attorney or attorneys of its choice with respect to the advisability of the
making and execution of this Agreement. In the event of any dispute or controversy regarding
this Agreement, the Parties shall be considered to be the joint authors of this Agreement and no

provision of this Agreement shall be interpreted against a Party because of authorship.

16. Severability. In the event that any provision or portion of this Agreement is held
to be unenforceable or invalid by any court of competent jurisdiction the validity and

enforceability of the remaining provisions or portions thereof shall not be affected thereby.

17.  Authority. Each individual executing this Agreement hereby severally represents
and warrants to each person so signing (and to each other entity for which another person may be
signing) that he or she has been duly authorized to execute and deliver this Agreement in the

capacity of the person or entity set forth for which he or she signs.
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18. Execution In Counterparts. This Agreement may be executed simultaneously in
one or more counterparts, each of which shall be deemed an original but all of which taken
together shall constitute one and the same instrument. A signature by facsimile transmission or
other electronic means that allows the identity of the signer to be reasonably confirmed shall be

as good and binding as an original signature.

19.  Captions. The captions contained in this Agreement are for the convenience of
the Parties and shall not be deemed or construed as in any way limiting or extending the language

of the provisions to which said captions may refer.

20.  No Third Party Beneficiaries. Nothing contained in the Agreement is intended to
nor shall it be construed or deemed to confer any rights, powers or privileges on any person or
legal entity other than the Noteholders, the Debtor and Lord and any successor-in-interest to any

of them.

21. Further Assurances. Each Party shall promptly execute such other documents and
take all other action as may reasonably be requested by the other Party to implement the
provisions of or recognize each other’s rights under this Agreement or the Note Agreement, the

Notes or other Collateral Documents.

SIGNATURES TO FOLLOW
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