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INTRODUCTION

1. On April 17, 2009, Abitibi-Consolidated Inc. (“ACI”) and its subsidiaries listed in
Appendix “A” hereto (collectively with ACI, the “ACI Petitioners”) and Bowater
Canadian Holdings Incorporated (“BCHI”) and its subsidiaries listed in Appendix “B”
hereto (collectively with BCHI, the “Bowater Petitioners”) (the ACI Petitioners and the
Bowater Petitioners are collectively referred to herein as the “Petitioners”) filed for and
obtained protection from their creditors under the Companies’ Creditors Arrangement
Act (the “CCAA” and the “CCAA Proceedings”) pursuant to an Order of this
Honourable Court, as amended on May 6, 2009 (the “Initial Order™).

2. Pursuant to the Initial Order, Emnst & Young Inc. (“EYT”) was appointed as monitor of
the Petitioners (the “Monitor”) under the CCAA and a stay of proceedings in favour of
the Petitioners was granted until May 14, 2009 (the “Stay Period”). The Stay Period has
been extended until December 15, 2009 pursuant to further Orders of this Honourable
Court.

3. On April 16, 2009, AbitibiBowater Inc. (“ABH”), Bowater Inc. (“BI”), and certain of
their direct and indirect U.S. and Canadian subsidiaries, including BCHI and Bowater
Canadian Forest Products Inc. (“BCFPI”) (collectively referred to herein as “U.S.
Debtors™), filed voluntary petitions (collectively, the “Chapter 11 Proceedings™) for
relief under Chapter 11 of the U.S. Bankruptcy Code, 11 U.S.C. §§ 101 et seq. (the “U.S.
Bankruptcy Code™) in the United States Bankruptcy Court for the District of Delaware
(the “U.S. Bankruptey Court”). On April 17, 2009, the U.S. Bankruptcy Court granted
certain interim and final orders and set dates for the final hearing of the motions for

which the U.S. Bankruptcy Court granted the interim orders.

4. The Petitioners are all subsidiaries of ABH (ABH, collectively with its subsidiaries, are

referred to as the “ABH Group”).

5. On April 17, 2009, ABH and the petitioners listed on Appendix “C” hereto (collectively
with ABH, the “18.6 Petitioners™) obtained Orders under Section 18.6 of the CCAA in



respect of voluntary proceedings initiated under Chapter 11 and EYI was appointed as the

Information Officer in respect of the 18.6 Petitioners.

On April 16, 2009, ACT and ACCC filed petitions for recognition under Chapter 15 of the
U.S. Bankruptcy Code. On April 21, 2009, the U.S. Bankruptcy Court granted the
recognition orders under Chapter 15 of the U.S. Bankruptcy Code.

On April 22, 2009, the Court amended the Initial Order to extend the stay of proceedings
to the partnerships listed in Appendix “D” hereto.

BACKGROUND

10.

11.

ABH is one of the world’s largest publicly traded pulp and paper manufacturers. It
produces a wide range of newsprint and commercial printing papers, market pulp and
wood products. The ABH Group owns interests in or operates pulp and paper facilities,
wood products facilities and recycling facilities located in Canada, the United States, the

United Kingdom and South Korea.

Incorporated in Delaware and headquartered in Montreal, Quebec, ABH functions as a
holding company and its business is conducted principally through four direct
subsidiaries: BI, Bowater Newsprint South LLC (“Newsprint South”) (BI, Newsprint
South and their respective subsidiaries are collectively referred to as the “BI Group”),
ACI (ACI and its subsidiaries are collectively referred to as the “ACI Group”) and
AbitibiBowater US Holding LLC (“ABUSH”) (ABUSH and its respective subsidiaries

are collectively referred to as the “DCorp Group™).

ACI is a direct and indirect wholly-owned subsidiary of ABH. ABH wholly owns Bl
which in turn, wholly owns BCHI which, in turn, indirectly owns BCFPI which carries

on the main Canadian operations of BL.

ACCC, a wholly-owned subsidiary of ACI, and BCFPI hold the majority of ABH’s

Canadian assets and operations.



PURPOSE

12.  This is the nineteenth report of the Monitor (the “Nineteenth Report™) in the CCAA

Proceedings, the purpose of which is to report to this Honourable Court with respect to:

(1) an update on:

(a)

(b)

the status of the transactions contemplated by the implementation
agreement and the exhibits thereto (the “Implementation Agreement”)
between ACI, ACCC, MPCo, Alcoa Canada Ltee. (“Alcoa Canada™) and
Alcoa Ltd. (collectively, Alcoa Canada and Alcoa Ltd. are referred to
herein as “Alcoa™) to which IIQ Energie Inc., a wholly owned subsidiary
of Hydro Quebec (HQ Energie Inc. and Hydro Quebec are collectively

referred to herein as “HQ”), has intervened; and

the progress of finalizing the documentation to close the sale of ACCC’s
60% interest (the “ACCC MPCo Interest”) in the Manicouagan Power
Company (“MPCo”);

(i)  the Petitioners’ request for an Order:

(a)

authorizing ACI and/or ACCC, as borrowers, to enter into a loan
agreement (the “ULC DIP Agreement”) with an unltmited liability
company (the “ULC”), to be incorporated as part of the transactions and
steps (the “Proposed Transactions”) as contemplated in the
Implementation Agreement and as described in the Monitor’s sixteenth
report dated September 21, 2009 (the “Sixteenth Report”), in respect of
a CDN$230 million super-priority debtor-in-possession credit facility
(the “ULC DIP Facility”), to be funded from the ULC reserve of
approximately CDN$282.3 million (the “ULC Reserve”) as described in
the Sixteenth Report, which terms will be substantially in the form of the
term sheet (the “ULC DIP Term Sheet”) attached to the Petitioners’



(iii)

(iv)

(b)

motion (the “Petitioners® Motion”) and attached hereto as

Appendix “E”;

approving a distribution in an amount up to CDNS$200 million (the
“Proposed Senior Secured Noteholders® Distribution”), upon the
completion of the Proposed Transactions and court approval of the ULC
DIP Agreement, to be paid from the net proceeds from the Proposed
Transactions after certain payments, holdbacks, reserves and deductions
as provided for in the Implementation Agreement, including the
repayment of the ACI DIP Facility (as defined herein) (the “Net
Available Proceeds™) and from cash reserves to pay to U.S. Bank,
National Association as Indenture Trustee and Collateral Trustee
(the “Trustee”) for the benefit of the holders (the “Semior Secured
Noteholders™) of the 13.75% senior secured notes due April I, 2011 (the

“Senior Secured Notes™); and

amending the Initial Order to increase the super priority charge in respect
of the ACI DIP Facility as set out in paragraph 61.3 of the Second
Amended Initial Order (the “ACI DIP Charge”) by the aggregate
amount of CDN$230 million in favour of the ULC (as the ULC DIP
Facility lender) for all amounts owing in connection with the ULC DIP
Facility provided that the increase in the ACI DIP Charge shall be
subordinated to any and all subrogated rights in favour of the Senior
Secured Noteholders, the lenders under the ACCC Term Loan (the
“ACCC Term Lenders”) and McBurney Corporation, McBurney Power
Limited and MBB Power Services Inc. (the “Lien Holders”) arising
under paragraph 61.10 of the Initial Order and pursuant to paragraph 11
of the MPCo Sale Approval Order (as defined herein);

the Monitor’s comments on the proposed ULC DIP Facility;

the Monitor’s comments on the Proposed Senior Secured Noteholders’

Distribution; and



(v)  the Monitor’s recommendation regarding the Petitioners’ Motion in respect of the
ULC DIP Facility.

TERMS OF REFERENCE

13.

14,

15.

In preparing this Nineteenth Report, the Monitor has been provided with and, in making
comments herein, has relied upon unaudited financial information, the ABH Group’s
books and records, financial information and projections prepared by the ABH Group and
discussions with management of the ABH Group and its advisers (the “Management”).
The Monitor has not audited, reviewed or otherwise attempted to verify the accuracy or
completeness of such information and, accordingly, the Monitor expresses no opinion or
other form of assurance in respect of such information contained in this Nineteenth
Report. Some of the information referred to in this Nineteenth Report consists of
forecasts and projections. An examination or review of the financial forecast and
projections, as outlined in the Canadian Institute of Chartered Accountants Handbook,
has not been performed. Future-oriented financial information referred to in this
Nineteenth Report was prepared by the ABH Group based on Management’s estimates
and assumptions. Readers are cautioned that, since these projections are based upon
assumptions about future events and conditions, the actual results will vary from the

projections, even if the assumptions materialize, and the variations could be significant.

Capitalized terms not defined in this Nineteenth Report are as defined in the previous
reports of the Monitor and the Initial Order. All references to dollars are in U.S. currency

unless otherwise noted.

Copies of all of the Monitor’s Reports (with the exception of the Eighteenth Report of the
Monitor dated October 16, 2009 which was filed under seal until such time as this
Honourable Court makes a determination as to the extent of disclosure, if any), in both
English and French, including a copy of this Nineteenth Report, and all motion records
and Orders in the CCAA Proceedings will be available on the Monitor’s website at

www.ey.com/ca/abitibibowater. The Monitor has also established a bilingual toll-free

telephone number that is referenced on the Monitor’s website so that parties may contact

the Monitor if they have questions with respect to the CCAA Proceedings.

-6-



16.

Copies of all of the U.S. Bankruptcy Court’s orders are posted on the website for Epiq
Bankruptcy Solutions LCC (“Epiq™) at http://chapter] | .epigsystems.com/abitibibowater.

The Monitor has included a link to Epiq’s website from the Monitor’s website.

BACKGROUND OF THE PROPOSED TRANSACTIONS

Summary of Financial Terms of the Implementation Agreement

17.

Under the terms of the Implementation Agreement, HQ has agreed to pay ACCC
CDN$615 million (the “Purchase Price”) for the ACCC MPCo Interest, from which, as
described in greater detail in the Sixteenth Report, (i) CDN$25 million will be paid at
closing to Alcoa for tax liabilities arising from the Proposed Transactions,
(ii) approximately CDN$31 million will be held by HQ for two years to secure
indemnifications to be provided to HQ under the acquisition agreement to be entered into
with HQ (the “HQ Holdback™), (iii) certain inter-party accounts will be settled, (iv) a
CDN$282.3 million reserve, primarily to guarantee the obligations of ACCC and ACI,
including potential contingent pension liabilities and taxes resulting from the Proposed
Transactions, will be held by the Monitor in trust for the ULC pending further Orders of
this Honourable Court, and (v) as provided for in the ACI DIP Agreement, the ACI DIP
Facility will be repaid.

Approval of Sale of the ACCC MPCo Interest by this Honourable Court

18.

19.

On September 21, 2009, the Monitor filed its Sixteenth Report in respect of, among other

things, the Proposed Transactions and the Monitor’s recommendations thereon.

On September 29, 2009 this Honourable Court issued an Order (the “MPCo Sale
Approval Order”) approving the Petitioners’ motion in respect of the sale of the ACCC

MPCo Interest and certain other relief as summarized below:

(1) approving the terms and conditions of the Implementation Agreement;



(i)  authorizing and directing ACI and ACCC to implement and complete the
Proposed Transactions with such non-material alterations, amendments, deletions

or additions as the parties may agree to with the consent of the Monitor;

(iii)  declaring that (i) the proceeds from the Proposed Transactions, net of certain
payments, holdbacks, reserves and deductions, and (ii) thé shares of the ULC,
shall constitute and be treated as proceeds of the disposition of ACCC’s MPCo
shares (collectively, the “MPCo Share Proceeds™);

(iv)  declaring that the MPCo Share Proceeds extend to and include (a) ACCC’s
interest in the HQ Holdback and (b) ACCC’s interest in claims arising from the

satisfaction of related-party claims;

(v) declaring that the MPCo Share Proceeds will be subject to a replacement charge
(the “MPCo Noteholder Charge”) in favour of the Trustee for the benefit of the
Senior Secured Noteholders with the same rank and priority as the security held
by the Trustee in respect of the shares of MPCo held by ACCC;

(vi)  declaring that the ULC Reserve is subject to a charge in favour of the Trustee for
the benefit of the Senior Secured Noteholders which is subordinate to a charge in

favour of Alcoa (the “ULC Reserve Charge™); and

(vii) ordering that the cash component of the MPCo Share Proceeds and the ULC
Reserve be paid to and held by the Monitor in an interest bearing account or
investment grade marketable securities subject to further Order of this Honourable

Court.

Status of the Closing of the Proposed Transactions

20.  As reported in the Sixteenth Report, the parties to the Proposed Transactions had agreed
to use reasonable commercial efforts to close the Proposed Transactions on or before

October 15, 2009.



21.

22,

23.

However, the Monitor has recently been advised by Management and HQ that the
Proposed Transactions are now not expected to close until the latter part of November or
early December, 2009 and that the ACI Group has requested an extension from
Investissement Quebec (“1Q”) to December 15, 2009 for the repayment of the ACI DIP
Facility.

The Monitor has discussed the requested extension with counsel to 1Q.

The Monitor has been advised by ACI and HQ that the completion of the Proposed
Transactions has been delayed due to the complex nature of the transactions, the
outstanding governmental approval for the sale and/or transfer of private network
hydroelectric facilities required by the Regie de ’Energie, and the need to address a
number of outstanding issues relating to the closing of the Proposed Transactions,

including:

(i) the negotiation of the definitive acquisition agreement (the “Acquisition

Agreement”) for the Proposed Transactions by and among ACI, ACCC and HQ);

(ii)  the receipt of certain regulatory approvals in connection with the Proposed

Transactions;

(iii)  HQ requires that a new collective bargaining agreement be in place with MPCo’s

employees at closing; and

(iv)  the negotiations with respect to a new power purchase agreement for the Baie-
Comeau mill and the rates applicable thereto. The Monitor has been informed by
Management that HQ has requested additional fees for the transportation and
transmission of the electricity from MPCo to the Baie-Comeau mill. In order to
mitigate this cost, ACI is considering selling to HQ, at nominal value, the
transmission lines ACCC currently owns (and will no longer have a use for) that
carry the electricity from the MPCo generation station to the Baie-Comeau mill as

well as from the MPCo generation station to the city of Baie-Comeau.



24.

The Monitor, together with its counsel, has reviewed a draft of the Acquisition
Agreement and has raised several issues with the Petitioners regarding certain provisions
thereof, including the scope of the representations and warranties, the indemnities and the
conditions precedent set forth therein. The Monitor also understands that the parties

intend to return to Court to seek approval of the final Acquisition Agreement.

Estimated Net Proceeds from the sale of ACCC’s MPCo Interest

25.

The following table, which details the Monitor’s understanding of the amounts of the
significant payments, holdbacks, reserves and deductions from the Purchase Price, was
included in the Sixteenth Report and has been updated to include the Purchase Price and
amounts of the payments, reserves and holdbacks in U.S. dollar equivalents (as the cash

flow forecasts referred to herein are in U.S. dollars):
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26.

27.

Purchase Price
Payments and Adjustments from Purchase Price:
Qutstanding Balance Among ACCC/BCFPI and HQ
Reimbursement of Alcoa’s taxes payable at closing
ACCC’s Bstimated Transaction Costs
Other Estimated Adjustments
Amounts owed to ACCC/BCFPI by MPCo, HQ or Alcoa
Pre-filing amounts payable by the ACI Group to Alcoa and
MPCo
Total Payments and Adjustments from Purchase Price
Net Proceeds before Holdbacks and Reserves
Less: |
HQ Holdback
ULC Reserve
Net Proceeds After Holdbacks and Before Payment of ACI
DIP Facility
Payments:
Repayment of ACI DIP Facility (assuming fully drawn at
US$87.5 million. Currently US$54.8 million is drawn)

Net Available Proceeds After Payment of ACI DIP Facility

CDN$ millions
$615.0

(31.3)
(25.0)
(10.0)
(2.0)
2.1
0.9)

(67.1)
3479

(30.8)

{282.3)
234.8

97.2

$137.6

US$ millions
$553.5

(28.2)
(22.5)
(9.0)
(1.8)
1.9
(0.8)

(60.4)
4931

7.7
(254.1)

871.5

Note: The above table assumes an exchange rate of CDN$1.00=US$0.90

An extract from the Sixteenth Report which described the components of payments,

holdbacks and reserves from the Purchase Price is attached hereto as Appendix “F”.

The table from the Sixteenth Report assumed that the ACI DIP Facility would be fully
drawn. However, as of the date of this Nineteenth Report, the amount drawn under the
ACI DIP Facility is $54.8 million. If no further draws are made under the ACI DIP
Facility, the Net Available Proceeds after the payment of the ACI DIP Facility would be
CDN$173.9 million as shown in the abbreviated table below,

CDN$137.6 million as set out in the table above.

-1t -
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CDNS millions US$ millions
Net Proceeds After Holdbacks and Before Payment of ACI §234.8 $211.3
DIP Facility
Payments:
Repayment of ACI DIP Facility (assuming US$54.8 million 60.9 54.8
is drawn)
Net Available Proceeds After Payment of ACI DIP Facility $173.9 $156.5

Note: The above table assumes an exchange rate of CDN$1.00=US$0.90

THE ACI GROUP’S SOURCES OF LIQUIDITY

28.

Currently, the ACI Group has three primary sources of liquidity: (i) the Securitization
Program (as defined later in this Nineteenth Report), (ii) the ACI DIP Facility and
(iii) asset sales (e.g. the sale of the Quebec Timberlands as approved by this Honourable
Court on August 4, 2009).

The Securitization Program

29.

30.

On June 15, 2009, this Honourable Court issued an Order authorizing the Petitioners to
enter into an Amended and Restated Securitization Program (the “Securitization
Program”). The Securitization Program enables entities in the ACI Group and in the
DCorp Group to generate immediate cash flow from their accounts receivable by selling
the accounts receivable to a securitization vehicle rather than waiting to collect the

accounts directly from customers.

Pursuant to section 5.14 of the Securitization Program's Guaranty and Undertaking
Agreement dated June 16, 2009 among ACI, Citibank, N.A., as agent, and the guarantors
party thereto (the “Guaranty Agreement”), ACI, DCorp and their respective
subsidiaries must maintain certain covenants in respect of earnings (before interest, taxes,
depreciation, amortization and restructuring costs (“EBITDAR”). If such EBITDAR
covenant is not met, then the ACI Group is required to meet certain minimum liquidity
covenants. The ACI Group has advised the Monitor that it will not meet the EBITDAR

covenant and, accordingly, the ACI Group must, pursuant to the terms of the Guaranty
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31.

32.

Agreement, maintain a minimum cash availability (cash plus availability under the ACI
DIP Facility) of $75 million and the daily average cash availability on a four week rolling
period must be at least $100 million. Failure to meet the liquidity requirements would

constitute an event of default under the Guaranty Agreement.

As of October 16, 2009, $143.2 million was outstanding under the Securitization

Program.

Maintaining the Securitization Program is essential for ACI to maintain stability of its
operations. Accordingly, ACI will require a replacement DIP facility to replace the
liquidity available under the ACI DIP Facility, otherwise it will be at high risk of

defaulting under the Guaranty Agreement.

The ACI DIP Facility

33.

34.

35.

On May 6, 2009, this Honourable Court issued an Order authorizing ACI and DCorp to
enter into a loan agreement with the Bank of Montreal (“BMO”), guaranteed by 1Q, that
provided the ACI Group and the DCorp Group with $100 million in debtor-in-possession
financing (the “ACI DIP Facility”). Pursuant to the terms of the ACI DIP Facility, the
ACI Group and the DCorp Group were required o maintain availability of $12.5 million
under the ACI DIP Facility, which effectively capped the amount available under the ACI
DIP Facility at $87.5 million.

As previously noted in this Nineteenth Report, the amount drawn under the ACI DIP
Facility is currently $54.8 million.

While the ACI Group currently has both the Securitization Program and the ACI DIP
Facility to meet its day-to-day liquidity requirements, the ACI DIP Facility must be
repaid on or before November 1, 2009, subject to an extension which has been requested
and is being processed by IQ and BMO, but has not yet been granted. In order for the
ACI Group to have sufficient short term liquidity for operations and working capital
requirements, the ACI Group needs to secure a new DIP financing arrangement for it to

have sufficient liquidity for the duration of the CCAA Proceedings.
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THE PETITIONERS’ PROPOSED USE OF THE ULC RESERVE

The ULC Reserve

36.

As described earlier in this Nineteenth Report (and as set forth in the Sixteenth Report),

pursuant to the Implementation Agreement, the ULC is required to maintain the ULC

Reserve for the purposes of indemnifying the Alcoa Indemnified Persons and the MPCo

Indemnified Persons (as each is defined in the Implementation Agreement). The ULC

Reserve is to be comprised of the following:

()

(ii)

CDN$202.3 million with respect to certain potential contingent pension liabilities

as described in greater detail in the Sixteenth Report; and

approximately CDN$80 million with respect to certain tax reserves and related

costs for Alcoa as described in greater detail in the Sixteenth Report.

Permitted Investments

37.

On the closing of the Proposed Transactions, the ULC will hold the ULC Reserve in the

amount of approximately CDN$282.3 million. This amount may be used for a limited

number of purposes (the “Permitted Investments”) that are described in the

Implementation Agreement. Such Permitted Investments include:

(@)

(i1)

(iii)

holding the amount in cash;
holding such other assets that may be agreed to by ACCC and Alcoa; and

making a DIP loan to either ACI or ACCC. As contemplated in the
Implementation Agreement, the security granted to ULC in exchange for a new
DIP facility shall be on similar terms as those granted to IQ pursuant to the
current ACI DIP Facility. The same guarantors and obligors to the ACI DIP

Facility must be parties to any new DIP agreement.
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38.  The Monitor has been advised that ACI and Alcoa are negotiating the terms and
conditions of the ULC DIP Facility. A draft of the ULC DIP Term Sheet is attached
hereto as Appendix “E”.

Terms, Conditions and Fees of the Proposed ULC DIP Facility

39.  The ULC DIP Term Sheet provides that the ACI Group may borrow CDN$230 million

from the ULC Reserve as a Permitted Investment of the ULC Reserve.

40.  Based on the following analysis, the Monitor estimates that the ULC DIP Facility would
provide the ACI Group with additional net liquidity (after the retirement of the ACI DIP
Facility) after the payment of the Proposed Senior Secured Noteholders Distribution, if so
approved by this Honourable Court, in the amount of approximately CDN$167 million as

shown in the table below:

Incremental Increase in Liquidity: CDN Uusd
$millions Nov 2009 Nov 2009
From MPCo Proposed Transaclions ’

Net Praceeds Befare Holdbacks and Reserves {from table in paragraph 25) $ 2479 0§ 4931
HQ Holdback (30.8) (27.7)
MPCo Net Proceeds After Holdbacks and Before Payment of ACI DIP Facifity and ULC Reserve 5171 465.4
Repayment of ACI DIP Facility (60.9) {54.8)
ULC Reserve {262.3) (254.1)
Net Available Proceeds [ 1739 § 156.5

Permitted Use of ULC Reserve

ULC Reserve 282.3 2541

ULG DIP Facility {230.0) {207.0)
ULC Reserve Held in Cash 5 523 % 471

Increase in Liquidity from ULC DIP Facility

LILC DIP Facility 2300 2070

Net Available Proceeds from MPCo 173.9 156.5

Serior Secured Notes Payment {200.0) (180.0)
Extinguis® Undrawn ACI IQ DIP Facility Avallability (U8587.5 million less US$54.8 million) (36.3) (32.7)
Net Increase in Liquidity for the ACI Group $ 1676  § 150.8

Note: The above table assumes an exchange rate of CDN$1.00=US$0.90

41.  The proceeds of the ULC DIP Facility will be used for working capital and for other
general corporate purposes of the ACI Group. In addition, the ULC DIP Facility will be
used to pay the fees and expenses associated with the ULC DIP Facility, including the
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42.

reasonable legal and other out-of-pocket costs incurred by the ULC and Alcoa and to pay

the costs and expenses incurred in respect of these CCAA Proceedings.

The Monitor has reviewed a draft of the ULC DIP Term Sheet and has summarized the

significant terms of the ULC DIP Term Sheet as follows:

(@)

(i1)
(iif)

(iv)

v)

(vi)

(vii)

(viii)

Manner of Borrowing — the ULC DIP Facility will be available by way of an
immediate draw of CDN$230 million;

Interest Payments — no interest will be payable on the ULC DIP Facility;
Fees — there are no fees payable in respect of the ULC DIP Facility;

Expenses — the borrowers will pay all reasonable expenses incurred by the ULC

and Alcoa in connection with the ULC DIP Facility;

Reporting — reporting similar to that provided under the ACI DIP Facility and
copies of all financial information will be placed in the data room. Reporting will

include notice of events of default or maturing events of default;

Use of Proceeds — the ULC DIP Facility will be used for general corporate
purposes in material compliance with the 13-week cash flow forecasts to be

provided‘ no less frequently than the first Friday of each month (the “Budget);

Maturity Date — December 31, 2010 (the “Outside Maturity Date”) or such
earlier date as required by Alcoa, it being understood that if Alcoa requires an
earlier initial maturity, the consent of the Senior Secured Noteholders shall not be

required thereafter to extend it to any date prior to the Outside Maturity Date;

Events of Default — the events of default include the following (cach, an “Event

of Default™):
(a) substantial non-compliance with the Budget;

(b) termination of the CCAA Stay of Proceedings;
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(c)

(d)

failure to file a CCAA Plan with this Honourable Court by September 30,
2010; and

withdrawal of the existing Securitization Program unless replaced with a

reasonably similér facility;

(ix)  Rights of Alcoa — Alcoa to receive all reporting noted above and notices of events

of default. Alcoa’s consent is required for any amendments or waivers;

(x)  Rights of Senior Secured Noteholders — the Senior Secured Noteholders’ rights

consist of:

(a) receiving all reporting noted above and any notice of an Event of Default;

(b) consent of Senior Secured Noteholders holding a majority of the principal
amount of the Senior Secured Notes is required for any amendments to
the maximum amount of the ULC DIP Facility or any change to the
Outside Maturity Date or the interest rate;

(c) upon an Event of Default, there is no right to accelerate payment or
maturity, subject to the right to apply to Court for the termination of the
ULC DIP Facility, which right is without prejudice to the right of ACIL,
ACCC, the ULC or Alcoa to oppose such application;

(d) entitled to review draft of documents, but final approval of such
documents is in Alcoa’s sole discretion; and

(e) entitled to request the approval of this Honourable Court to amend any

monthly cash flow budget which has been filed;

(xi)  Security — similar to the existing ACI DIP Facility and ranking immediately after

the existing ACI DIP Charge. There shall be no charge on the assets of the
Chapter 11 Debtors (as defined in the existing ACI DIP Facility).
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MONITOR’S COMMENTS ON THE ACI GROUP’S PROPOSED ULC DIP FACILITY

43.

In assessing the reasonableness of the ULC DIP Facility, the Monitor has considered,

among other things:
(i) the proposed terms and conditions in the ULC DIP Term Sheet;

(i)  the necessity of the ACI Group raising sufficient financing to maintain the
stability of its operations and preserve its business as a going concern in a volatile

market; and

(iii)  the impact the financing will have on the ACI Group’s stakeholders, including the
Senior Secured Notcholders, the ACCC Term Lenders, the unsecured creditors

and all other stakeholders.

The ULC DIP Facility’s Terms and Conditions

44,

45,

46.

The Monitor notes that the terms and conditions of the ULC DIP Facility are attractive
for the ACI Group in that: (i) no interest is being charged on the draws under the ULC
DIP Facility, and (ii) no closing or standby fees are being charged by the ULC.

The Monitor has been advised by ACI that the rationale for there being no interest rate
and no fees with respect to the ULC DIP Facility is that the ULC Reserve, in the opinion
of ACI, will ultimately revert back, subject to no claims being made against the ULC
Reserve as set out in the Sixteenth Report, to the ACI Group upon or after emergence
from these CCAA Proceedings. Therefore, if any interest or fees were paid to the ULC in
respect of the ULC DIP Facility, then effectively, these expenses would eventually be
returned to ACI after emergence from CCAA. However, the payment of interest and fees
to the ULC during the CCAA Proceedings would likely result in taxable income for the
ULC, which would not be beneficial to the ACI Group.

Given that there is no cost to the ACI Group for borrowing the ULC DIP, this is a very
attractive form of financing from the ACI Group’s perspective. The cost of external DIP

financing, if such DIP financing could be secured at all, would be substantially greater

- 18-



than the ULC DIP. Furthermore, any return that the ULC could generate on the
investment of the ULC Reserve in other Permitted Investments would be nominal. The
Monitor concurs with Management in this regard and is of the view that the terms and

conditions of the ULC DIP Term Sheet are attractive to the ACI Group.

The ACI Group’s Forecast Liquidity Requirements to December 31. 2010

47.

48.

49,

It is premature at this stage to accurately predict the period for which the ACI Group will
remain in these CCAA Proceedings. ACI and ABH are still in the process of developing
business plans and restructuring scenarios that will form the basis for discussions with the
stakeholder groups with respect to the form of a Plan of Arrangement in both the CCAA
Proceedings and the Chapter 11 Proceedings.

While Management has advised the Monitor that the Petitioners wish to complete these
CCAA Proceedings as soon as possible, the Monitor is of the view that it will take a
number of months to complete the business plan and consider all of the restructuring
scenarios, negotiate the Plan of Arrangement, raise exit financing, conduct creditor
meetings, complete negotiations with employee groups and complete all of the other
tasks required to emerge from these CCAA Proceedings. Accordingly, the Monitor
expects that the ACI Group may require DIP financing until the end of the summer of
2010. In this context, and in order to provide for contingencies, the Monitor believes that
it is appropriate to review the ACI Group’s cash flow needs through to the end of 2010 in

assessing the appropriate level of DIP financing required.

In order to determine its liquidity requirements through 2010, the ACI Group has
prepared, with the assistance of the Monitor, a monthly forecast from October 1, 2009 to
December 31, 2010 (the “ACI Monthly Forecast”), which is attached hereto as
Appendix “G” to this Nineteenth Report. The Monitor cautions that, due to the
Petitioners exposure to uncontrollable variables such as newsprint, specialty paper and
lumber pricing and demand, as well as foreign exchange rates and North American/global
economic conditions, any forecast with such a time horizon is subject to significant

variability.
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50.

51.

52.

Based on the ACI Monthly Forecast, the ACI Group is currently projecting that its
liquidity, assuming the approval of the ULC DIP Facility in the amount of
CDN$230 million and the payment of the Proposed Senior Noteholders Distribution of
CDN$200 million, will be $335 million on the closing of the Proposed Transactions and
will range from approximately $335 million to approximately $217 million from October

1, 2009 to December 2010 (the “Forecast Period”) as outlined below:

Actual and Projected Liquidity - Base Case Forecast
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Assuming the ULC DIP is approved, based on the ACI Monthly Forecast, the ACI Group
is projected to have sufficient liquidity through 2010 (although some of this liquidity may
not be required by the ACI Group until the latter half of 2010), which should provide

sufficient time for the Petitioners to complete their restructuring process.

As summarized in Appendix “G”, the ACI Group is projecting that its liquidity position
will decline by approximately $70 million from December 1, 2009 through December 31,
2010. However, the forecast projects that the ACI Group will generate positive EBITDA
(earnings before interest, taxes and depreciation) from operations over this period. The
decline in liquidity is projected to occur due to non-operating costs, such as Adequate

Protection Payments by DCorp to the ACCC Term Lenders ($45 million) and
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53.

54.

55.

restructuring costs {$55 million), as well as capital expenditures ($64 million) and a build
in working capital assets (327 million), primarily due to a projected increase in accounts

receivable due to a stronger pricing environment, as assumed in the forecast.

The liquidity requirements of the ACI Group are highly dependent upon the market price
and demand for paper and wood products as well as the exchange rate of the Canadian
dollar relative to the U.S. dollar. As previously reported by the Monitor, the forest
products industry continues to face significant challenges with respect to pricing and
demand. A significant factor has been the overcapacity in the newsprint market and the
continuing weakness of the new home construction segment of the U.S. housing market.
However, as reported in the Seventeenth Report of the Monitor dated October 5, 2009
(the “Seventeenth Report”), all major North American newsprint producers have
announced price increases of approximately $35 per tonne in September and October.
Further, on October 19, 2009, ACI announced further price increases of $25 and $25 per
tonne (for U.S. newsprint customers only) effective November 1, 2009 and December 1,
2009, respectively. These price increases have been reflected in the ACI Monthly

Forecast.

The Monitor’s view is that a reasonable liquidity reserve is required to ensure that ACI
can meet each of its payrolls and its commitments to purchase the supplies and materials
necessary to keep its mills operational. As an example, on an average weekly basis
during the Forecast Period, the ACI Group is forecasting disbursements of approximately
$43 million per week. Payroll or payroll-related costs are made either weekly or semi-
monthly and in certain weeks will exceed $13 million. In addition, the Monitor notes
that, since the date of filing, weekly variances in the cash flow forecasts produced by the
ACI Group have varied by as much as $26 million due to the timing of receipts and

disbursements.

In addition, the ACI Monthly Forecast is subject to a number of assumptions that, if not
achieved, could cause material variances. In particular, one of the more significant
assumptions that may have an impact on ACI’s forecast net cash position is the projection

of net cash flow from the Securitization Program. Estimating the cash flow ACI receives
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56.

37.

from {or remits to) the Securitization Program is complex and requires numerous
assumptions regarding future sales, accounts receivable collections and estimates of the
amount of future ineligible receivables, including estimating the ageing of receivables
and the amount of accounts receivable by customers in specific countries, as there are
certain ageing and country concentration restrictions in calculating how much cash flow
is available from the Securitization Program. As a result, in analyzing the ACI Monthly
Forecast, a certain level of cash reserves is required to provide for potential variations in

the forecast.

It is also important for ACI to be able to demonstrate to its customers, key vendors and
employees that it has sufficient financial resources to operate without disruption during
the restructuring process in order to maintain confidence in ACI’s ability to deliver

products to customers and pay suppliers for amounts due.

The ACI Group has prepared the ACI Monthly Forecast based on certain key

assumptions including the following:

(1) collections are based on a “days sales outstanding” calculation in order to

approximate Management’s collections expectations;

(i1) collections on behalf of joint ventures and the related remittances have been
eliminated as they are essentially pass through cash flows over the Forecast

Period,;
(iii)  an exchange rate of CDN$1.00=US$0.90;

(iv)  capital expenditures are $60 million for 2010 which is consistent with the capital
expenditures in the current 13 week cash flow forecast, but is lower than the level

of capital expenditures in 2008;
(v) the Securitization Program remains in place through 2010;

(vi)  the Adequate Protection Payments to the ACCC Term Lenders continue through

2010 at the current level; and
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58.

59.

(vii)  the MPCo loans of approximately CDN3$10 million are repaid after the closing of
the sale of the ACCC MPCo Interest and are available for working capital

purposes.

A complete listing of the key assumptions is included with the ACT Monthly Forecast in
Appendix “G”.

The Monitor notes that the ACI Monthly Forecast has been developed using an exchange
rate of CDN$1.00=US$0.90 based on a review of the actual exchange rate since the date
of filing as shown in the graph below. However, as of the date of this Report, the CDN
exchange rate is approximately $0.94 (which is down from $0.97 last week), and has
risen dramatically since the commencement of the CCAA Proceedings. If this exchange
rate remains at this level, it will likely result in a negative impact on the actual cash flow

results of the ACI Group as compared with the ACI Forecast.
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Sensitivity Analyses

60.

As stated previously, the ACI Group’s ultimate cash requirements will be highly
dependent on variables that the ACI Group may not be able to control such as pricing and

the exchange rate for the Canadian dollar. The Monitor believes that, in considering the
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61.

62.

63.

size of the ULC DIP Facility, it is appropriate to consider whether the ACI Group will
have access to sufficient liquidity to ensure that the ACI Group is able to cover the

impact of these uncontrollable variables during the Forecast Period.

Accordingly, the Monitor has requested that the ACI Group prepare sensitivity analyses
assuming that: (1) the price of newsprint and specialty paper is lower than the ACI
Monthly Forecast by approximately $25 per tonne (the “Price Reduction Forecast™) and
(i1) an exchange rate of CDN$1.00=US$1.00 (the “Parity Forecast”). The following
graph shows the actual and projected liquidity for the ACI Group based on the ACI

Monthly Forecast (the “Base Case Forecast”) under the Price Reduction Forecast and

the Parity Forecast:
Actual and Projected Liquidity
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The Monitor has reviewed the Price Reduction Forecast and the Parity Forecast.

As can be seen in the graph above, the ULC DIP Facility of CDN$230 million is
projected to provide the ACI Group with sufficient liquidity in the Base Case Forecast
through December 2010. However, as demonstrated by the graph above, the ACI
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64.

65.

66.

Group’s liquidity position could be strained if the uncontrollable variables are

significantly negative for a prolonged period of time.

ACT has advised the Monitor that it believes if the conditions which underlie the Parity
Forecast were to occur, it may be possible that additional newsprint selling price
increases would be achievable in U.S. dollars, which would offset some of the negative
cash flow impact which arises from selling to customers who are invoiced in U.S. dollars.

This is not reflected in the Parity Forecast.

As noted in the graph above, the fluctuations in the $CDN/SU.S. exchange rate have a
substantial impact on the ACI Group’s projected liquidity. The impact of every one cent
appreciation of the Canadian dollar against the United States dollar 15 a reduction of
approximately $17 million in net cash flow in 2010 and the negative cash flow impact of
every dollar of paper price reduction is approximately $2.7 million for 2010. Particularly
in light of the substantial volatility in the $U.S. currency in recent months, the ACI Group
would benefit from sufficient liquidity to provide it with a buffer against continued

exchange rate variability.

Based upon the:

(i) ACI Monthly Forecast;

(ii) sensitivity analyses prepared by the ACI Group;

(ii)  inter-month variability of the ACI Group’s cash flows (based on timing of
payments of payroll, payments to major suppliers and collections of customer

receivables);
(iv)  minimum liquidity requirements under the Securitization Program;

(v) net cash usage in the Base Case Forecast of approximately $70 million from

December 1, 2009 through to December 31, 2010; and

(vi)  potential impact of variations in pricing or exchange rates as per the Parity

Forecast and the Price Reduction Forecast in the graph above,
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the Monitor is of the view that the ULC DIP Facility would likely ensure that the ACI
Group has sufficient liquidity to complete its restructuring in these CCAA Proceedings.
The Monitor is of the view that, even if not all of the ULC DIP Facility is required
immediately after closing, the ACI Group may require access to the entire facility over

the duration of these CCAA Proceedings.

Comparison of Available Liquidity with Other Companies

67.

68.

As reported by the Monitor to this Honourable Court when the ACI DIP Facility was
approved, it was the Monitor’s view that the liquidity available under the ACI DIP
Facility ($87.5 million) was not a significant level of liquidity for a company of the size
and complexity of the ACI Group (annual sales of approximately $3.3 billion) given its
monthly operating disbursements of approximately $190 million, including monthly

payroll and benefit costs of $37 million.

As an illustration, the table below demonstrates the liquidity that certain North American
integrated forestry industry competitors of comparable size (companies with annual sales
in excess of $1 billion) have available in comparison to the projected liquidity that the
ACI Group would have if the Proposed Transactions close and if the CDN$230 million
ULC DIP Facility is approved by this Honourable Court:
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69.

70.

Last 12
Total Months
Liguidity Revenue  Liquidity as
Company Notes ($Millions) ($Millions) % of Sales
ACI Group (nH 335 3,566 9.4%
Canfor Corp. (2) 586 2,287 25.6%
Catalyst Paper Corporation 2) 161 1,641 9.8%
Domtar Corporation @ 913 5,711 16.3%
International Paper (2 3,154 24,824 [2.7%
Louisiana Pacific 2) 397 1,111 35.8%
Tembec Inc. (2) 204 1,707 12.0%
West Fraser Timber Co. Ltd. (2) 584 2,880 20.3%
Weyerhaeuser Company (2) 3,945 6,468 61.0%
Peer group average, excluding the ACI Group 20.8%
Peer group average, excluding the ACI Group and Weyerhaeuser 18.9%
(1) ACI Group estimated liquidity on closing of the sale of ACCC MPCo Interest after payment of the
Proposed Senior Secured Noteholders' Distribution
(2) As at June 30, 2009

Source: Capital IQ, Edgar and Sedar

The Monitor also notes that BI currently has total available liquidity of approximately
$400 million as at October 16, 2009. BI had sales of $3.4 billion in 2008 as compared
with ACI sales of $3.3 billion in the same period.

Based on these comparables, the Monitor is of the view that the proposed ULC DIP
Facility is not unreasonable for a company the size and complexity of the ACI Group and
is not inconsistent with the liquidity available to other large North American integrated

forestry companies.

IMPACT OF THE ULC DIP FACILITY ON SECURED AND UNSECURED
CREDITORS

Petitioners’ Analysis of the Impact on the Senior Secured Noteholders

71.

The Senior Secured Noteholders are owed approximately 5413 million plus estimated

accrued interest of $59 million as at October 9, 2009. The Senior Secured Noteholders
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72.

73.

74.

are also claiming default interest, which the Petitioners have not acknowledged or

admitted.

The Petitioners’ Motion includes an assessment of the collateral held as security for the

Senior Secured Noteholders grouped into three categories:

(1) the ACI DIP Charge pursuant to which the Senior Secured Noteholders will have
a subrogated charge on all the assets of the ACI Group to the extent that the ACI
DIP Facility is repaid using the net proceeds from the sale of the ACCC MPCo
Interest (the ACI DIP Facility was drawn in the amount of $54.8 million as of the
date of this Nineteenth Report);

(ii)  the MPCo Noteholder Charge and the ULC Reserve Charge; and

(iii)  the other assets pledged in favour of the Senior Secured Noteholders, including

the ACCC MPCo Interest (the “Senior Secured Noteholders® Pledged Assets”).

The Petitioners have asserted that the above-mentioned collateral should be more than
sufficient to ensure that the amounts outstanding to the Senior Secured Noteholders are
paid in full on or before the emergence of the ACI Group from these CCAA lProceedings.
Furthermore, the Petitioners are proposing to make a payment of up to CDN$200 million
to the Senior Secured Noteholders which will further enhance the Senior Secured

Noteholders’ security position when compared to the net amounts owed to them.

The Petitioners’ Motion indicates that the Senior Secured Noteholders’ Pledged Assets,
excluding the subrogated ACT DIP Facility Charge, the MPCo Noteholder Charge and the
ULC Reserve Charge, have a net book value of over $1.4 billion. The Petitioners believe
that the Senior Secured Noteholders will be fully secured and will not be édversely
impacted by the granting of the increase in the ACI DIP Charge by the amount of the
ULC DIP Facility.
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Petitioners’ Analysis of the Impact on the ACCC Term Lenders

75.

76.

77.

The Petitioners® Motion includes an assessment of the collateral held as security for the

amounts owing to the ACCC Term Lenders which can be grouped into two primary

categories:

)

(ii)

a first ranking charge on the working capital assets including: cash and cash
equivalents, inventory, claims, securities, insurance and receivables of

Bridgewater, Cheshire Recycling Ltd. (UK.), ACCC, ACl and 13 other

guarantors, all of which are subsidiaries of ACCC; and

a first ranking charge on substantially all of the movable property (including
receivables, inventory and equipment) of DCorp and certain of its subsidiaries, a
pledge of shares or other interests in the DCorp Group entities and a mortgage

over the real estate property related to the Alabama River Newsprint Mill.

The Petitioners’ Motion states that the August 2009 borrowing base certificate indicates

that the book value of eligible inventories and accounts receivable was approximately

$587 million. The ACI Group believes that this represents a surplus in excess of §240

million over and above the amounts owing to the ACCC Term Lenders..

In addition, the Petitioners have advised the Monitor that this surplus is before

considering any value for the following:

Y

(ii)

cash held by the ACI Group; and

the Alabama River newsprint mill.

Monitor’s Comments on the Impact of the ULC DIP Facility on the Senior Secured Noteholders

and the ACCC Term Lenders

78.

ACDI’s ability to continue its operations on a going concern basis is fundamental to

preserving the value of the collateral pledged in favour of the Senior Secured Noteholders
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79.

and the ACCC Term Lenders, as well as for preserving value for other stakeholders of the

ACI Group, including employees and unsecured creditors.

If the ACI Group does not have sufficient funds to continue operations during the CCAA
Proceedings, the value of its plant and equipment assets would be adversely affected and

the value of its accounts receivable and inventory would be severely impaired.

Senior Secured Noteholders® Security

80.

In the Monitor’s view, the Senior Secured Noteholders likely have sufficient collateral to
secure their indebtedness, taking into consideration the subrogation rights in respect of
the repayment of the ACI DIP Facility, the MPCo Net Proceeds after the repayment of
the ACI DIP Facility (which is estimated to be approximately CDN$173.9 million and
which is secured by the MPCo Noteholder Charge), the ULC Reserve Charge and the

remaining collateral comprising the Senior Secured Noteholders’ Pledged Assets.

The MPCo Noteholder Charge and the ULC Reserve Charge

81

As referred to above, the collateral position of the Senior Secured Noteholders includes

the following charges:

(1) the ACI DIP Charge (up to $54.8 million) pursuant to which the Senior Secured
Noteholders will have a subrogated charge on all the assets of the ACI Group to
the extent that the ACI DIP Facility is repaid using the net proceeds from the sale
of the ACCC MPCo Interest;

(ii)  the ULC Reserve Charge pursuant to which the Senior Secured Noteholders have
a second ranking charge, subordinate to Alcoa, in respect of the CDN$282.3
million to be held as the ULC Reserve; and

(iii)  the MPCo Noteholder Charge pursuant to which the Senior Secured Noteholders
will have a first ranking charge on the net proceeds from the sale of the ACCC

MPCo Interest after the payments, reserves, and holdbacks in the amount of
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CDN$173.9 million. The Monitor understands that this charge will be discharged

upon the payment of the Proposed Senior Secured Noteholders® Distribution.

The Senior Secured Noteholders’ Pledged Assets

82.

83.

The Senior Secured Noteholders’ Pledged Assets, which will remain subject to the Senior

Secured Noteholders’ security, consist of the following:
(1) mortgages on 10 pulp and paper mills in Canada and one in the United Kingdom:

(a) the pulp and paper mills in Canada include 4 operating newsprint mills,
namely Amos, Baie-Comeau, Clermont and Thorold (the “Operating
Newsprint Mills™);

(b) 4 operating specialty paper mills, namely Alma, Fort Frances, Kenogami
and Laurentide (the “Operating CPP Mills™);

(c) one idled specialty paper mill (Beaupre); and
(d) the Bridgewater newsprint mill in the United Kingdom.

(i)  ACCC’s 75% equity interest in Abitibi Consolidated Hydro Limited Partnership
(“ACH”) and Abitibi-Consolidated Hydro Inc.; and

(iii)  substantially all of the equipment and intellectual property of ACCC, ACI and the
Guarantors (as defined in the Indenture dated April 1, 2008 in respect of the

Senior Secured Notes).

The Monitor’s legal counsel is currently reviewing the security held on behalf of the
Senior Secured Noteholders in respect of all of the Senior Secured Noteholders Pledged
Assets, other than the ACCC MPCo Interest, and is of the preliminary view that such
security is valid and enforceable. With respect to the ACCC MPCo Interest, the
Monitor’s legal counsel has reviewed the security held by the Senior Secured
Noteholders and is of the view that such security is valid and enforceable as discussed in

greater detail at paragraph 119 herein.
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Operating Newsprint Mills and Operating CPP Mills

34.

85.

86.

87.

Despite the current market-related and indefinite downtime being taken by producers of
newsprint and specialty paper, there is still significant demand for such products. In the
case of the ACI Group, operating newsprint and specialty paper mills have operated at an
average rate of approximately 81% of capacity for the month of August (calculated as the
amount of actual production time compared against possible production time). While a
rate of 81% is a much lower rate of productivity than the ACI Group has historically been
able to achieve, it indicates that, even in a liquidation scenario, it is likely that a
significant number of the ACI Group’s mills would be purchased as going concern as
they will be required to meet the market demand they are currently servicing. As many of
the ACI Group’s mills produce positive cash flow from operations, it is reasonable, in the
Monitor’s view, to assume that a potential purchaser for the Operating Newsprint Mills
and Operating CPP Mills would likely value the underlying plant and equipment assets

on a going concern basis.

As the Operating Newsprint Mills and Operating CPP Mills produce positive EBITDA,
even under current market conditions, the Monitor is of the view that these mills likely

have value.

The Monitor has applied certain valuation techniques, including a discounted cash flow
approach (“DCF”) and benchmarks such as trading multiples and transaction multiples to
determine an indication of the potential collateral value of the underlying asscts based on

a number of assumptions, industry comparables and discussions with Management.

As the Monitor understands that the Senior Secured Noteholders are supportive of the
terms, conditions and the quantum of the ULC DIP Facility, the Monitor believes it
would not be prudent to disclose the details of its analysis of the Senior Secured
Noteholders® Pledged Assets as such disclosure may impact any future sales of these

assets or any future financing sought by the Petitioners.
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ACH

8.

89,

90.

91.

92.

ACH consists of 8 hydroelectric facilities (the “ACH Facilities”) located in Ontario with
total useable capacity of 137 MW. ACH is 75% owned by ACCC and 25% owned by the
Caisse de Dépdt et Placement du Quebec (“CDPQ”).

The ACI Group is currently negotiating a new contractual agreement with the Ontario
Power Authority that will likely have a material positive impact on the future financial
profile of ACH going forward. Accordingly, the Monitor’s analysis was based on two
scenarios: (i) that this new agreement was put in place and (ii) that the status quo was

maintained.

In assessing the potential collateral value of the ACI Group’s equity interest in ACH
under both scenarios, the Monitor undertook a DCF analysis and performed various
sensitivity analyses on critical underlying assumptions. In addition, the Monitor also
considered the trading multiples and precedent transaction multiples that were compiled
for the purposes of assessing the purchase price of the ACCC MPCo Interest as outlined
in the Sixteenth Report.

The Monitor also compared the generation of the ACH Facilities as compared to MPCo’s
hydro assets as described in the Sixteenth Report. The Monitor does not believe it is
appropriate to present the details of this analysis, as it is possible that the ACT Group may
consider selling its interest in ACH and the Monitor does not wish to influence any future

marketing process.

The Monitor notes that the MPCo transaction implied a TEV/MW of §3.1 million. ACH
is a smaller facility, however, it does have a capacity of 137 MW and operates in a less
regulated jurisdiction than MPCo. As such, the Monitor is of the view that ACCC’s
equity interest (net of debt held by ACH) has significant collateral value.
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Summary of Senior Secured Noteholders’ Pledged Assets

93.

94,

Based on the analysis, the Monitor has undertaken of the Senior Secured Noteholders’
Pledged Assets, as well as the consideration of the MPCo Noteholder Charge, the ULC
Reserve Charge and the subrogation rights related to the repayment of the ACI DIP
Facility, the Monitor is of the view that there is sufficient collateral value from the Senior
Secured Noteholders’ Pledged Assets to cover the amounts owing to the Senior Secured
Noteholders. The Monitor has been informed by the Petitioners that they intend that the
Senior Secured Noteholders will not be affected by the CCAA plan of arrangement.

Based on the analysis set forth above, the Monitor is of the view that that the Senior

Secured Noteholders will not be prejudiced by the ULC DIP Charge.

ACCC Term Lenders’ Collateral Position

95.

96.

As described in the First Report of the Monitor dated April 16, 2009, the Term Loan
Facility is in the approximate amount of $347 million. The Term Loan Facility is secured
primarily by the personal (moveable) property (including cash, accounts receivable and
inventory) of ACCC, ACI and other guarantors and by a first lien (charge) on
substantially all of the personal (moveable) property of DCorp (including cash, accounts
receivable, inventory and equipment). Generally, the Term Loan Facility is not secured

by those assets that are pledged in favour of the Senior Secured Noteholders.

The Monitor has reviewed the borrowing base certificate issued by ACCC for the month
of August, 2009. As summarized below, the certificate indicates a collateral value of
$458.7 million (compared to $407 million for the month of March, 2009 as reported in
the Third Report of the Monitor dated April 27, 2009), based on the advance rates
allowed by the ACCC Term Lenders for the ACCC inventory and accounts receivable.
This reflects a surplus collateral value of $111.8 million ($60.4 million as at March,
2009), before considering the cash held by the ACI Group (approximately $115 million
as at October 9, 2009) or the other assets of DCorp.
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97.

98.

99.

100.

Borrowing Base Certificate - August 31, 2009 SUS Millions
Amount outstanding under the Term Loan Facility $ 3469
Collateral calculation
ACI DCorp Bridgewater Total

Net eligible accounts receivable including

equity vatue in the Securitization Program FOs + 8 1My + % 533 = 316.7
Advance rate x85% 269.2
Net eligible inventory $ 2060 + § 434 + § 22 = 270.7
Advance rate 0% 189.5
Total collateral per borrowing base certificate 458.7
Surplusf(Deficit) $ 1118

Based on a review of the March and August borrowing base certificates, the surplus
collateral position of the ACCC Term Lenders increased by approximately $50 million
since March 31, 2009.

As noted above, the ACI Group also holds cash of $115 million as at October 9, 2009,
which the Monitor understands is also subject to the ACCC Term Lenders security

inferests.

The ACI Monthly Forecast includes a rollforward of the working capital position (cash,
accounts receivables and inventory) of the ACI Group. This working capital rollforward
indicates that the book value of the ACCC Term Lenders collateral is projected to

increase by $35.6 million during the Forecast Period.

The Monitor notes that the value of the ACCC Term Lenders collateral would likely be
significantly adversely affected if the ACI Group did not have adequate liquidity to
operate its business (and ultimately collect its accounts receivable and sell its inventory}

or if the ACI Group was to default under the Securitization Program.
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Subrogation Rights

101.

102.

103.

The Petitioners propose to increase the amount of the existing ACI DIP Charge provided
for in the Initial Order by the aggregate amount of CDN$23() million and to extend such
charge by a moveable and immoveable hypothec, mortgage, lien and security interest on
all property of the ACI Group (as both terms are defined in the Initial Order) in favour of
the ULC for all amounts owing, including principal, interest and all obligations required

to be performed under or in connection with the ULC DIP Facility.

The Petitioners also propose to expand the scope of the existing ACI DIP Charge such
that it shall continue to have the priority established by paragraphs 89 and 91 of the Initial
Order. However, the increased amount of the ACI DIP Charge (CDN$230 million} shall
in all respects be subordinated to any and all rights in favour of existing secured creditors
arising under paragraph 61.10 of the Initial Order, namely rights arising in favour of the
Senior Secured Noteholders arising from the repayment of the existing ACI DIP Facility
from the proceeds of the sale of the ACCC MPCo Interest as approved by the MPCo Sale
Approval Order in the amount of $54.8 million assuming no further draw before closing

of the Proposed Transactions.

In the event that any of the assets subject to the ACCC Term Lenders’ security are
ultimately used to repay the ULC DIP Facility, the ACCC Term Lenders would be
entitled to a subrogated charge on all of the remaining assets of the Petitioners pursuant
to the Petitioners’ proposed Order with respect to the ULC DIP Facility, subordinate to
the subrogated charge in favour of the Senior Secured Notcholders as to amounts paid

under the ACI DIP Facility.

Unpledged Assets

104.

In addition to the above-noted assets that the ACI Group has pledged in favour of the
Senior Secured Noteholders and the ACCC Term Lenders, the ACI Group has a number

of unencumbered assets including the following:

(i) Hydro Saguenay {defined below);
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(i)  remaining Quebec and Ontario timberlands;
(iii)  the Iroquois Falls Pulp & Paper Mill;

(iv)  the claim in respect of the hydro assets expropriated in Newfoundland and

Labrador; and

(v) wood product facilities.

Hydro Saguenay

105.

106.

107.

108.

Hydro Saguenay, which is owned by ACCC, consists of 8 hydroelectric generating
facilities and 10 generators with a peak production capacity of 162 MW located in
Chicoutimi and Jonquiere within the Saguenay region of Quebec (“Hydro Saguenay”).
Included in the assets of Hydro Saguenay are 9 transformer switchyards and 11 high-
voltage lines totalling over 250 km of transmission lines. The network also consists of
direct connections to two of the Operating CCP Mills, namely Aima and Kenogami, as
well as two interconnections to Hydro Quebec. The interconnections to Hydro Quebec
are required because Hydro Saguenay’s average annual production only supplies 55% of

the power needed by the Alma and Kenogami mills.

In analyzing Hydro Saguenay, the Monitor undertook a DCF analysis and considered the
trading multiples and precedent transaction multiples that were compiled for the purposes

of analysing the sale of ACCC’s MPCo Interest in the Sixteenth Report.

Based on this analysis, the Monitor is of the view that Hydro Saguenay should have a

substantial value.

The Monitor has provided a copy of the analysis of the illustrative range of potential
values of Hydro Saguenay in Appendix “H”. Due to the confidential nature of this
information and the potential impact it could have on any future marketing or strategic
plan of the ACI Group, the Monitor is seeking this Honourable Court’s permission to seal

the content of Appendix “H”.
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Timberlands

109.

110.

In the absence of an appraisal of the remaining Quebec (approximately 10,500 hectares)
and Ontario (approximately 63,500 hectares) timberlands, the Monitor relied upon
discussions with Management for the purposes of obtaining a general understanding of
the characteristics of the remaining timberlands and for gaining insight as to how they
compare to the Quebec Timberlands that were recently sold by the ACI Group, as
explained in the T'welfth Report of the Monitor dated July 31, 2009.

The Monitor has provided a copy of the analysis of the illustrative range of potential
values of the Timberlands in Appendix “I”. Due to the confidential nature of this
information and the potential impact it could have on any future marketing or strategic
plan of the ACI Group, the Monitor is seeking this Honourable Court’s permission to seal

the content of Appendix “T”.

Iroquois Falls

111.

The ACI Group has a pulp and paper mill in Iroquois Falls, Ontario, that was modernized

in 1983, which produces both newsprint and specialty paper for sale to customers.

Expropriated Assets

112.

The Petitioners have given notice of their intention to file a claim against the Federal
Government of Canada under provisions of the North American Free Trade Agreement in
respect of the expropriated hydro assets in Newfoundland and Labrador in the amount of

approximately CDN$300 million.

Wood Product Facilities

113.

The wood product assets consist of 2 engineered wood facilities, 4 remanufacturing wood

facilities and 16 sawmill facilities (the “Wood Product Assets”).
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Summary Comments on the Impact of the Approval of the ULC DIP Facility on the ACCC

Term Lenders

114,

The Monitor is of the view that the approval of the ULC DIP Facility by this Honourable

Court would not have an overall material negative impact on the ACCC Term Lenders

for the following reasons:

(i)

(i)

(iif)

(iv)

)

(vi)

the ACCC Term Lenders appear to have significant collateral based on the August
31, 2009 borrowing base certificate;

the subrogation rights granted under the proposed ULC DIP Facility would
provide the ACCC Term Lenders with protection against the impact of the ULC
DIP Charge if the ULC DIP Facility is repaid from the ACCC Term Lenders
collateral and there appears to be substantial value in the unpledged assets owned

by the ACI Group;

the ACI Monthly Forecast indicates that the ACCC Term Lenders working capital

assets increase by $35.6 million during the forecast period;

the ACCC Term Lenders have received Adequate Protection Payments from
DCorp totalling in excess of $27.3 million during these CCAA Proceedings and
are forecast to be paid a further $52.0 million in the ACI Monthly Forecast.
These Adequate Protection Payments are funding all of the interest accruing to the
ACCC Term Lenders; and

approximately half of the ACCC Term Lenders’ Collateral position per the
August 31, 2009 borrowing base certificate is owned by DCorp and Bridgewater
and the ULC DIP Charge will not extend to these assets; and

the ULC DIP Facility is required for the ACY Group to continue to operate its
business which is necessary to preserve the value of the ACCC Term Lenders’

collateral.
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115.

Accordingly, the Monitor is of the view that, based on a balancing of interests, the ACCC
Term Lenders will not be unduly prejudiced in comparison to the requirement of the ACI
Group to have access to sufficient liquidity throughout this CCAA proceeding to ensure
the preservation of its business as a going concern in a volatile market in the interests of

all of its stakeholders.

The Unsecured Creditors

116.

The Monitor is also of the view that the ULC DIP Facility will not have a material
adverse impact on the ACI Group’s unsecured creditors and that such unsecured creditors
will not be unduly prejudiced as compared to the requirements of the ACI Group to have
access to the ULC DIP Facility throughout this CCAA proceeding in order to preserve its

business as a going concern in a volatile market in the interest of all of its stakeholders.

MONITOR’S COMMENTS ON THE PROPOSED SENIOR SECURED
NOTEHOLDERS’ DISTRIBUTION

117.

118.

119.

The Petitioners have submitted a motion to this Honourable Court for an Order approving
the distribution of up to CDN$200 million to the Trustee for the benefit of the Senior
Secured Noteholders after the closing of the Proposed Transactions. While there remains
a dispute between the Petitioners and the Senior Secured Noteholders with respect to the
allowability of default interest, there is no issue that the Senior Secured Noteholders are

owed in excess of CDN$200 million.

The Monitor requested that its independent counsel, ThorntonGroutFinnigan LLP
(“TGF”), review the security held by the Senior Secured Noteholders in respect of the
ACCC MPCo Interest.

TGF has advised the Monitor it has completed its review of the security held by the
Trustee on behalf of the Senior Secured Noteholders in respect of the ACCC MPCo
Interest. The Monitor has been advised by TGF that the Senior Secured Notcholders’
security is sufficiently documented and registered so as to be valid and enforceable

against a trustee in bankruptcy in respect of the ACCC MPCo Interest and, in addition,
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120.

121,

122.

the Trustee holds a first registered charge over the ACCC MPCo Interest on behalf of the

Senior Secured Noteholders.

The payment of up to CDN$200 million to the Senior Secured Noteholders will create

interest savings of approximately CDN$27 million per annum for the ACI Group.

The Monitor has been provided with and has reviewed a copy of the settlement
agreement (the “Settlement Agreement”) between the ACI Group and the Senior
Secured Noteholders. The Settlement Agreement provides, in essence, that the
Petitioners will bring a motion providing for the payment of up to CDN$200 million to
the Senior Secured Noteholders in return for their support in respect of the approval of
the ULC DIP Facility. The Monitor notes that the Settlement Agreement allows for a
reduction of the payment to the Senior Secured Noteholders if the entire CDN$230
million under the ULC DIP Facility is not immediately available to the ACI Group.

Some of the stakeholders have expressed concern to the Monitor with respect to the
amount of the Proposed Senior Secured Noteholders’ Distribution and the timing of the
payment of such distribution. The Monitor acknowledges that the Proposed Senior
Secured Noteholders’ Distribution is the result of an agreement reached between the ACI
Group and the Senior Secured Noteholders as a condition to the Senior Secured
Noteholders providi'ng their support in respect of the approval of the ULC DIP Facility.
As discussed above, the Monitor is of the opinion that the terms of the ULC DIP Facility
are favourable to the ACI Group and it is beneficial for the ACI Group to have access to
sufficient liquidity to ensure the preservation of its business as a going concern in a
volatile market, particularly if certain key metrics such as selling prices and foreign
exchange rates, move against the ACI Group over the coming months. The Monitor
further acknowledges that, although there is no immediate need for the full CDN$230
million available under the ULC DIP Facility, no interest or fees are payable in respect of
an immediate drawdown and access to the balance of the ULC DIP Facility may be
required before the conclusion of this CCAA proceeding, particularly if the market

assumptions built into the ACI Monthly Forecast are not met.
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RECOMMENDATION

123.

124.

125.

It is the Monitor’s view that, based on the ACI Monthly Forecast, the sensitivity analyses
prepared by ACI with the assistance of the Monitor, the inter-month variability of ACI’s
cash flows, the minimum liquidity requirements under the Securitization Program and the
requirement to repay the ACI DIP Facility, ACI will require the new ULC DIP Facility to
ensure that ACI has sufficient liquidity to complete its restructuring in these CCAA
Proceedings, although the Monitor notes that not all of the incremental ULC DIP Facility

liquidity may be required immediately.

Accordingly, the Monitor recommends that this Honourable Court grant the Petitioners’

request for an Order:

(a) authorizing ACI and/or ACCC, as borrowers, to enter into the ULC DIP
Agreement substantially in the form of the ULC DIP Term Sheet; and

(b)  amending the Initial Order to increase the ACI DIP Charge by the
aggregate amount of CDN$230 million in favour of the ULC DIP Lender
provided that the increased amount of the ACI DIP Charge shall be
subordinated to any and all rights in favour of the Senior Secured
Noteholders, the ACCC Term Lenders and the Lien Holders arising
under paragraph 61.10 of the Initial Order and pursuant to the MPCo Sale
Approval Order.

The Monitor recognizes the concerns raised by certain stakeholders regarding the size of
the ULC DIP Facility and the timing and availability of draws thereunder. The Monitor’s
concerns in this regard are mitigated by the fact that no interest accrues and no other fees
are payable in respect of use of this facility. The Monitor also notes that, while there is
no immediate need for the full amount of the ULC DIP Facility, such need may arise over
the course of this CCAA proceeding if certain key assumptions in the ACI Monthly
Forecast are not met. In the Monitor’s opinion, it would prudent for the ACI Group to

have access to the entire ULC DIP Facility without the need for a further Court order to
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ensure access to sufficient liquidity to preserve the business of the ACI Group as a going

concern, thereby enhancing value for all stakeholders.

All of which is respectfully submitted.

ERNST & YOUNG INC.
in its capacity as the Court Appointed Monitor
of the Petitioners

W

Alex Morrison, CA, CIRP
Senior Vice President

Ken Brooks
Senior Vice President

John Barrett, CA, CIRP
Vice President
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10.
11.
12.
13.
14.
15.
16.
17.
18.

19.

APPENDIX “A”
ABITIBI PETITIONERS

Abitibi-Consolidated Company of Canada
Abitibi-Consolidated Inc.

3224112 Nova Scotia Limited

Marketing Donohue Inc.

Abitibi-Consolidated Canadian Office Products Holding Inc.
3834328 Canada Inc.

6169678 Canada Inc.

4042140 Canada Inc.

Donochue Recycling Inc.

1508756 Ontario Inc.

3217925 Nova Scotia Company

La Tuque Forest Products Inc.
Abitibi-Consolidated Nova Scotia Incorporated
Saguenay Forest Products Inc.

Terra Nova Explorations Ltd.

The Jonquiére Pulp Company

The International Bridge and Terminal Company
Scramble Mining Ltd.

9150-3383 Quebec Inc.



10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

APPENDIX “B”
BOWATER PETITIONERS

Bowater Canada Finance Corporation
Bowater Canadian Limited

Bowater Canadian Holdings. Inc.
3231378 Nova Scotia Company
AbitibiBowater Canada Inc.

Bowater Canada Treasury Corporation
Bowater Canadian Forest Products Inc.
Bowater Shelburne Corporation
Bowater LaHave Corporation
St-Maurice River Drive Company Limited
Bowater Treated Wood Inc.

Canexel Hardboard Inc.

9068-9050 Quebec Inc.

Alliance Forest Products Inc. (2001)
Bowater Belledune Sawmill Inc.
Bowater Maritimes Inc.

Bowater Mitis Inc.

Bowater Guérette Inc.

Bowater Couturier Inc.



10.

11.

12,

13.

14.

15.

16.

APPENDIX “C”
18.6 PETITIONERS

AbitibiBowater US Holding 1 Corp.
AbitibiBowater Inc.

Bowater Ventures Inc.

Bowater Incorporated

Bowater Nuway Inc.

Bowater Nuway Mid-States Inc.

Catawba Property Holdings LLC

Bowater Finance Company Inc.

Bowater South American Holdings Incorporated
Bowater America Inc.

Lake Superior Forest Products Inc.
Bowater Newsprint South LLC

Bowater Newsprint South Operations LLC
Bowater Finance 11, LLC

Bowater Alabama LLC

Coosa Pines Golf Club Holdings, LLC



APPENDIX “D”
PARTNERSHIPS

Bowater Canada Finance Limited Partnership
Bowater Pulp and Paper Canada Holdings Limited Partnership

Abitibi-Consolidated Finance LP



APPENDIX “E>»
ULC DIP Term Sheet



10.

11.

ABITIBI PETITIONERS ULC DIP TERM SHEET

Amount:
Lender:
Interest Rate:

Expenses:

Security:

Use of Proceeds:

Reporting:

Events of Default:

Documents:

Alcoa Rights:

SSNs Rights:

#10482498 v1

C$230.0 M.
ULC to be established under the MPCo Transaction.
Interest free.

Borrowers to pay reasonable expenses of ULC and of Alcoa
related to the DIP.

DIP charge on terms mutatis mutandis similar to existing ACI DIP
reasonably satisfactory to Alcoa (for greater certainty, no charges
on assets of Chapter 11 Debtors as defined in the existing DIP),
ranking immediately after existing ACI DIP Charge.

General corporate purposes in material compliance with budget
as disclosed by 13 week cash flows to be provided no less
frequently than the first Friday of every month ("Budget").

Similar to existing ACI DIP financial reporting. Copies of all
financial information to be placed in Data Room. Notice of Events
of Default or maturing events of default.

Substantial non-compliance with Budget; termination of CCAA
stay of proceedings; failure to file a CCAA Plan with the Court by
September 30, 2010; withdrawal of Securitization Facility (unless
replaced with reasonably similar facility).

Reasonably satisfactory to Alcoa, mutatis mutandis similar to the
existing ACI DIP documents.

Receive all reporting to Lender and notices of default. Alcoa
consent required for any amendments or waivers.

SSNs’ rights in respect of the ULC DIP are as follows:

(a) receive all reporting to Lender and notices of Events of
Default;

(b) consent of SSNs' holding a majority of the principal amount
thereof required for any amendments to the maximum
amount, the Qutside Maturity or the rate of interest
provided for in the ULC DIP;

(¢ upon an Event of Default under the ULC DIF, Trustee,
Committee and SSNs have no right to accelerate payment or

1



12,  Maturity:

#10462488 vi

maturity, subject to the right to apply to court in that event
for the termination thereof, which right is without prejudice
to right of Borrowers, Lender or Alcoa to oppose such
application;

(d) Committee entitled to review drafts of documents but final
approval in Alcoa’s sole discretion;

(e) SSNs entitled to request court to amend any monthly cash
flow budget filed.

December 31, 2010 (the "Outside Maturity"), or such eatlier date
as required by Alcoa, it being understood that if Alcoa requires an
earlier initial maturity the SSNs’ consent shall not be required
thereafter to extend it to any date prior to the Outside Maturity.



APPENDIX “F”
EXTRACT FROM SIXTEENTH REPORT

Estimated Net Proceeds from the Proposed Transactions

1. As previously discussed in this Sixteenth Report, the Purchase Price is subject to a
number of payments, holdbacks, reserves and deductions as provided for in the

Implementation Agreement.

2. The following table details the Monitor’s understanding of the amounts of the significant

payments, holdbacks, reserves and deductions from the Purchase Price:

CDNSmillions Ref.
Purchase Price $615.0
Payments and Adjustments from Purchase Price:
Outstanding Balance Among ACCC/BCFPI and HQ (31.3) Para. 5
Reimbursement of Alcoa’s taxes payable at closing (25.0) Para. 10
ACCC’s Estimated Transaction Costs (10.0) Para. 12
Other Estimated Adjustments 2.0 Para. 13
Amounts owed to ACCC/BCFPI by MPCo, HQ or Alcoa 2.1 Para. 14
Pre-filing amounts payable by the ACI Group to Alcoa and {0.9)
MPCo
_Total Payments and Adjustments from Purchase Price (67.1)
Net Proceeds before Holdbacks and Reserves 547.9
Less:
HQ Holdback (30.8) Para. 16
ULC Reserve {282.3) Para. 17
Net Proceeds After Holdbacks and Before Payment of ACI 234.8
DIP Facility
Payments: ‘
Repayment of ACI DIP Facility (assuming fully drawn at 97.2 Para. 20
US$87.5 million)
Net Proceeds After Payment of ACI DIP Facility 137.6




3. Subsequent to the closing of the Proposed Transactions, New LP shall repay a CDN$10
million loan owed by MPCo to ACCC (see paragraph 67 of this Sixteenth Report).

4. The following paragraphs describe each of the significant deductions, reserves, holdbacks

and payments from the Purchase Price.

Outstanding Balances Among ACCC/BCFPI and HQ

5. The Implementation Agreement requires that the intercompany payables among
ACCC/BCFPI and HQ, ACCC and Alcoa, and ACCC and MPCo are to be settled at
closing of the Proposed Transactions, which the Monitor understands includes pre-CCAA
filing amounts. The Petitioners’ Motion has estimated the pre-filing amount at

approximately CDN$31.3 million as described in the table below:

Outstanding Balances Between
ACCC/BCFPI and HQ

CDNS millions
Pre-CCAA
Debtor liability
ACCC 22.7
BCFPI 8.6
31.3

6. The Monitor notes that it is highly unusual in a CCAA proceeding to have such
significant levels of pre-filing obligations satisfied in full other than through a plan of
arrangement. Furthermore, it is also. unusual that an unsecured obligation of one of the
entities, BCFPI, is being satisfied by proceeds of the sale of the assets of a subsidiary
(MPCo) of a separate filed entity (ACCC).

7. However, the Monitor was advised by Management that the payment of the intercompany
payables was imposed as an essential condition by HQ in order to enter into the MPCo

transaction.



Although this aspect of the Proposed Transactions is unusual, the Monitor notes that HQ
could have achieved the same net economic terms had it simply required, in order to
complete the transaction, a lower Purchase Price on account of all pre-transaction
outstanding liabilities, including the pre-filing liabilitics stayed as a result of the filing by

the Petitioners.

Further, the Monitor notes that, to the extent ACCC pays a liability on behalf of BCFPI
(approximately CDN$9 million), ACCC will benefit from the intercompany charge
described in the Initial Order.

Reimbursement of Alcoa’s Taxes Payable

10.

11.

Alcoa will not be receiving any proceeds from the Proposed Transactions. However,
Alcoa agreed to proceed with the Proposed Transactions on the basis that it would not
suffer or incur any negative tax consequences as a result of the Proposed Transactions
unless the amount of such taxes was fully reimbursed to it prior to or concurrently with
the implementation of the Proposed Transactions. As a result, the Implementation

Agreement provides that:

(1) ACCC or ACI will pay or cause to be paid to Alcoa approximately CDN$25.0
million in respect of the taxes which Alcoa will incur as a result of the Proposed

Transactions;

(ii) ACCC and ACI will indemnify Alcoa and MPCo from any tax that may result

from the Proposed Transactions; and

(iii)  a favourable ruling from the U.S. Internal Revenue Service will be issued or
favourable opinions from Alcoa’s and ACCC’s tax advisors that the Proposed

Transactions will constitute a tax-free reorganization for U.S. tax purposes.

In addition, Alcoa indicated that it would require, as a condition of the MPCo sale, that
approximately CDN$75 million be retained in a wholly-owned unlimited liability
company to be incorporated by ACCC (“ULC”) to satisfy any potential tax plus an
additional CDN$5 million for other indemnities, the whole as specifically set forth in the



Implementation Agreement. This amount is included in the CDN$282.3 million ULC
Reserve (as defined herein). The Implementation Agreement provides for a further
CDN$1.0 million to be added to the ULC Reserve in the event that MPCo does not
receive a favourable U.S. tax ruling or the required tax opinions with respect to same on

or before the closing of the Proposed Transactions.

ACCC’s Estimated Transaction Costs

12.

ACCC is required to compensate certain advisors engaged to provide services related to
the MPCo transaction, including CIBC’s completion fee. ACCC is also required to pay
the professional fees and disbursements incurred by Alcoa in connection with the
Proposed Transactions. Fees and disbursements will be reimbursed up to a cap of
CDN$2.0 million. However the cap is subject to reassessment by Alcoa under certain
conditions. The total of such transaction costs, including Alcoa’s costs, is estimated by

ACCC to be CDN$10.0 million.

Other Estimated Adjustments

13.

Management has estimated there may be as much as an additional CDN$2 million in

further adjustments at closing.

Amounts Owed to ACCC/BCFPI

14.

A net amount of approximately CDN$2.1 million is payable to ACCC or BCFPI from
MPCo, Alcoa and HQ pursuant to a number of offsetting transactions among the parties

to the Proposed Transactions as described in the table below:



Estimated Net Amounts Owed to/{from) ACCC
As at September 30, 2009
{CDN $ milllions)

Total

HQ electricity purchases from BCFPI 4.4
MPCo payable to ACCC 1.0
ACCC payable to MPCo for electricty purchases for the Baie-Comeau mill (0.7)
MPCo cost sharing dispute with HQ - re; Lac Ste Anne (2.1) ACCC 80% equily share
Alcoa payable to MPCo for electricity purchases 0.7 ACCC 60% equity share
MPCo outstanding line of credit (1.1} ACCC 60% equity share

2.1

15.  Pursuant to paragraph 1.5 of the Implementation Agreement, all intercompany payables
are to be settled at closing of the Proposed Transactions. These above-noted amounts are

estimated and final amounts outstanding at closing may differ.

HQ Holdback

16.  HQ is requiring approximately CDN$30.75 million to be held for a period of two years
representing 5% of the Purchase Price as a holdback to secure ACCC’s indemnification
obligations in favour of HQ under the documentation implementing the Proposed

Transactions.

ULC Reserve

17.  HQ and Alcoa believe that a potential pension liability may exist with respect to the
Régime de retraite & prestations déterminées des employés non syndiqués d'Abitibi-
Consolidated Inc. and the Régime complémentaire de retraite des employés
non syndiqués de Donohue Inc. (the “Pension Plans”) maintained by ACI for the benefit

of current and former non-unionized employees of ACI, ACCC and MPCo.

18.  As a result, the Implementation Agreement requires that ULC will hold, in the form of
“Permitted  Investments”  described in  the Implementation  Agreement,
approximately CDN$202.3 million, corresponding to the amount of the estimated
potential contingent pension liabilities, as well as CDN$80 million for the Alcoa tax

reserve and other costs (the “ULC Reserve”), subject to a potential increase of $1.0



million in the event that MPCo does not receive a favourable U.S. tax ruling or a
favourable opinion with respect to same on or before the closing of the Proposed
Transactions. Management has advised that it expects to receive either the opinion or the
ruling prior to the closing of the Proposed Transactions. ULC’s obligation to hold such

funds as “Permitted Investments” will terminate as follows;

(a) coincident with the successful completion of the restructuring of ACCC under the
CCAA, as to CDN$202.3 million (representing the estimated amount of the

potential contingent pension liabilities)';

(b) 90 days following the expiration of the latest date on which taxes may be assessed
or reassessed upon Alcoa in respect of the Proposed Transactions, as to CDNS75
million, unless a successful “real-time audit” is performed. However, if any
claims against Alcoa, MPCo or New LP have been made or threatened for any
matters other than pension liabilities, then the amount of such claims must

continue to be retained until the claims have been resolved; and

(c) upon certain other occurrences provided for in the Implementation Agreement, as
to CDN$S million. However, if any claims against Alcoa, MPCo or New LP have
been made or threatened for any matters other than pension liabilities, then the
amount of such claims must continue to be retained until the claims have been

resolved.

19.  The Petitioners’ Motion requests that the ULC Reserve be held in trust for ULC by the
Monitor, subject to further orders of this Honourable Court, for the purpose of
indemnifying Alcoa (and certain Alcoa related parties) and MPCo (and certain MPCo

related parties) in respect of potential pension and tax liabilities.

! Less any delinquent current service cost contributions and special payments accruing up to the end of the month of
the closing of the Proposed Transactions; however, if any claims for pension liabilities have been made or
threatened against any of ULC, MPCo, Alcoa or New LP prior to the foregoing release, then the lesser of the
CDN$202.3 million and the amount of the claims must continue to be retained until the claims have been resolved.



Repayment of the ACI DIP Facility

20.

The Petitioners are required to repay the ACI DIP Facility by November 1, 2009. The
ACI DIP Agreement also requires that any proceeds received from the sale of MPCo are
to be used to repay amounts outstanding under the ACI DIP Facility. The Monitor has
assumed, for illustrative purposes in the table in paragraph 48, that the full amount
(US$87.5 expressed as CDN$97.2 million) of the available ACI DIP Facility will be

drawn as at the closing date of the Proposed Transactions.

Repayment of ACCC Loan to MPCo

21.

Under a December 18, 2003 loan agreement between MPCo and ACCC, ACCC provided
MPCo with a CDN$10 million facility to finance certain major capital expenditure
requirements. MPCo signed a promissory note in respect of this financing. This loan is
repayable by MPCo upon five days’ written demand from ACCC. As of the date of this
report, the entire CON$10 million has been utilized by MPCo as evidenced by MPCo’s
internal records and its internal financial statements. Under the Implementation
Agreement, HQ and Alcoa will contribute funds to New LP on closing. New LP shall
repay the CDN$10 million loan to ACCC immediately after closing.



APPENDIX “G”
ACI Monthly Forecast



Abitibi C: lidated Inc. and its
Quarterly Cash Flow Forecast
Baso Caso Scenario

jes (the “ACH Group")

US$000s

Quarter ended Notes 04 2009 C1 2010 C2 2010 Q3 2010 04 2010 TOTAL
Opening Cash 1 130,651 306,707 246,908 240,967 216,969 130,651
Recaipts

Total A/R Collections 3 489,614 484,258 450,050 516,459 537,801 2,507,880
Other Inflows 4 87.054 35384 40,385 39,372 75,045 280,240
‘Total Receipts 576,667 522,642 520,435 555,830 812,646 2,788,221
Cishursements

Trade Payables 5 (318.344) {315,495) (271,556) {323,457) {320,405) (1,547,258)
Capital Expenditures [ {12,000) (15,000) (15,000) (15.000) {15.000) (72,000)
Marine Frelght Payments 7 {17,050} (25,714) (26,286) (26,286) {25.000) (121,336)
Utility Payments 8 (103,572} (66,548) 92,323 (84,350} {84,350} (471,143)
Payroll & Banefits ) (117,245) {109,373} (108,628) {108,906) {106.806) (549.057)
Total Disbursements (566,212} (852,130) (513,793) (565,999} (562,661} 12,760,754)
Einanclng

Securitizalion Inflows / (Cutflows} 10 (3,182) 7.281) 10,565 9,425 (B44) 8,672
Adequate Protection and fees by DCorp to ACCG Term Lenders 11 {10,505) (10,288) (10,385) (10,505) {10,505) (52,183}
MPCo Transaction Proceeds 12 465,380 - - - - 465,390
ACI DIP Facility Drawings / (Repayments) 18 (54,800) - - - - (54,800}
Monitor's Trust Acceunt - ULG Reserve 14 {264,070) - - . . (254,070)
ULC Facility Drawings. 13 207,000 - - - - 207,000
Repayment of Senior Secured Notes 15 (150,000) - - - - {180,000)
ACIDIP Interest & Fees {482) - - - - {482)
MPCo Loan Repayment to ACCC 17 92,000 - - - - 9,000
Restructuring & Other ltems 18 {12,750) {12,750} (12,750} (12,750) (12,760) {63,750)
Total Financing 165,601 (30,310} {12,584) (13,830) (24,009) 84,777
Total Ghange in Cash 176,056 (59,799) {5,942) (23,995) 25,886 112,204
Ending Cash Balance (with ACI DIP and ULC Facility Draws} 306,707 246,909 240,957 216,969 242 855 242,855
Undrawn AC) DIP Facllity - - - - - -
Undrawn ULC Facility - - - - - .
Total Liguidity 306,707 246,909 240,967 216,969 242,855 242 355
ULC Reserve (Monitor's Trust Account)

Opening Balance . . - - - -
Initial Deposit 14 254,070 - - - - 254,070
Restricted ULC Reserve Depaosit 19 (47,070) - - - - {47,070}
ULC Facility Drawings - Liguldity 13 {207.0000 - - - - (207,000}
Ending Balance ULC Reserva - Avallable Liguidity - . - - - -

G lati i uLc Deposits 18 47.070 47.070 47.070 47.070 47,070 47,070
Worklng Capital Balances

Accounts Receivable 3 324,201 307,126 331,885 354,171 352,184 352,184
Inventory 20 356,415 382,549 336,140 350,287 370.554 370.554
Total Working Capital 650,706 689,685 668,134 704,458 722739 722,730
AC! DIP Facllity

Opening Availability 32,700 - - - - 32,700
(Drawings) / Repayments 16 54,800 - - - - 54,800
Retirement of ACI DIP Facility {87.500) - - - - (87.500)

Closing Availzbility

Cumulative Drawings

The abova forecast uses an exchange rale of CDN$1.00=1J550.90.

Note: The above totals are subject o rounding adjustrments in the underlying balances.

The information and analysis n this document have not been audited or reviewad and,

acconding, ho assurances are provided thereon. In addilion, because forecasts are
i ing fulure events, actual results will be

dependent upon i
diffarent than farecast, and such differances may be matarial.
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APPENDIX “H”
Analysis of Illustrative Range of Potential Values of Hydro Saguenay

[TO BE FILED UNDER SEAL]



APPENDIX “I”

Analysis of Illustrative Range of Potential Values of Timberlands

[TO BE FILED UNDER SEAL]



