This is the 3" affidavit
of Deborah Hamann-Trou in this case
and was made on June 17, 2012

No. 8-120712
Vancouver Registry

IN THE SUPREME COURT OF BRITISH COLUMBIA

IN THE MATTER OF THE COMPANIES’ CREDITORS ARRANGEMENT ACT,
R.S.C. 1985, c. C-36, AS AMENDED

AND

IN THE MATTER OF THE CANADA BUSINESS CORPORATIONS ACT, R.S.C. 1985,
c.C-44

AND
IN THE MATTER OF THE BUSINESS CORPORATIONS ACT, S.B.C. 2002, c. 57
AND

IN THE MATTER OF CATALYST PAPER CORPORATION
AND THE PETITIONERS LISTED IN SCHEDULE “A”

PETITIONERS

AFFIDAVIT

[, DEBORAH HAMANN-TROU, legal assistant, of 20" Floor, 250 Howe Street,
Vancouver, B.C., V6C 3R8, SWEAR THAT:

1. | am a legal assistant with the law firm of Fraser Milner Casgrain LLP, solicitors
for the Ad Hoc 2016 Noteholder Group, and as such, | have personal knowledge of the
matters herein deposed to, except where stated to be based on information and belief, in
which case | do verily believe the same to be true.
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2. Now produced and shown to me and attached as Exhibit “A” to my Affidavit is a
copy of the Notes to Consolidated Financial Statements dated February 11, 2009.

3. Now produced and shown to me and attached as Exhibit “B” to my Affidavit is a
copy of the Notes to Consolidated Financial Statements dated March 1, 2010.

4, Now produced and shown to me and attached as Exhibit “C” to my Affidavit is a
copy of the Notes to Consolidated Financial Statements dated March 2, 2011.

5. Now produced and shown to me and attached as Exhibit “D” to my Affidavit is a
copy of correspondence exchange between Catalyst and FICOM.

6. Now produced and shown to me and attached as Exhibit “E” to my Affidavit is a
copy of the Salaried Plan Financial Statements for the years ended December 31, 2009
and 2008.

7. Now produced and shown to me and attached as Exhibit “F” to my Affidavit is a
copy of the Salaried Plan Financial Statements for the years ended December 31, 2010
and 2009.

8. Now produced and shown to me and attached as Exhibit “G” to my Affidavit is a
copy of the Actuarial Valuation for the Salaried Plan as at December 31, 2011 (dated
March 30, 2012). '

9. Now produced and shown to me and attached as Exhibit “H” to my Affidavit is a
copy of the 2010-2011 Report to Members.

10. Now produced and shown to me and attached as Exhibit “I” to my Affidavit is a
copy of the Press Release dated Monday, June 11, 2012 entitled: “Catalyst Paper
seeks support from secured noteholders for amendment to plan of arrangement.”
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11. Exhibits “A” through to “H” were disclosed pursuant to the Order of June 13, 2012

of Mr. Justice Sewell.

SWORN (OR AFFIRMED) BEFORE ME
at Vancouver, British Columbia, on June
17, 2012.

SOSNI—

\ (RN ﬂ\ N &w/\/

A Cg‘S’grnmissioner fof taking Affidavits DEBORAH FAMANN-TROU

withirﬁ British Columbia
v :ﬂ@,«,...e.s I . S@kﬁ@/

Boot fou ghomr S b Se\l e v
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This is Exhibit “A” referred to in the affidavit
of Deborah Hamann-Trou sworn before me at

Vancouver this lw, 2012,

A Commissiorier for taking Affidavits
for British Columbia
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Management’s Responsibility

Management's report on financial statements and assessment

of internal control over financial reporting

Catalyst Paper Corporation's management is respansible for the preparation, integrity and fair presentation of the
accompanying consolidated financial statements and other information contained in this Annual Report. The consolidated
financial statements and related notes were prepared in accordance with generally accepted accounting principles ("GAAP*)
in Canada, except note 30 which sets out the significant measurement differences had these statements been prepared in
accordance with U.S. GAAP, and reflect management's best judgments and estimates. Financial information provided
elsewhere in this Annual Report is consistent with that in the consolidated financial statements.

Management is responsible for designing and maintaining adequate internal control over financial reporting. The Company's
internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for reporting purposes. Internal control over financial reporting
include processes and procedures that; '

° pertain to the maintenance of records that, in reasonable detail, accurately reflect the transactions of the Company;

© provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements
and footnote disclosures;

© provide reasonable assurance that receipts and expenditures of the Company are appropriately authorized
by the Company’s management and directors; and .

© provide reasonable assurance regarding the prevention or timely detection of an unauthorized use, acquisition
or disposition of assets that could have a material effect on the consofidated financial statements.

Because of its inherent limitations, internal controf over financial reporting may not prevent or detect misstatements.
Projections of any evaluation of effectiveness to future periads are subjéct to risk that controls may become inadequate
because of changes in condition, or that the degree of compliance with policies or procedures may deteriorate.

Management assessed the effectiveness of the Company’s internal control over financial reporting as of December 31, 2008.
Management based this assessment on the criteria for internal control over financial reporting described in the “Internal
Control - Integrated Framework” issued by the Committee of Sponsoring Organizations of the Treadway Commission.
Management's assessment included an evaluation of the design of the Comgany's internal control over financial reporting
and testing of the operational effectiveness of its internal control over financial reporting. Management reviewed the results
of its assessment with the Audit Committee of the Company’s Board of Directors.

Based on this assessment, management determined that, as of December 31, 2008, the Company’s internal control over
financial reporting was effective.

The Company's independent auditor which audited and reported on the Company’s consolidated financial statements has
also issued an auditors’ report on the Company's internal control over financial teporting.

The Board of Directors is responsible for satisfying itself that management fulfills its responsibilities for financial reporting
and internal control. The Audit Committee, which is comprised of four non-management members of the Board of Directors,
provides oversight ta the financial reporting process. The Audit Committee meets periodically with management, the internal
auditors and the external auditors to review the consolidated financial statements, the adequacy of financial reporting,
accounting systems and controls and internal and external auditing functions.

These consolidated financial statements have been audited by KPMG LLP, the independent auditors, whose report follows,

Richard Garneau David Smales
President and Chief Executive Officer Vice-President, Finance and Chief Financial Officer

Vancouver, Canada
February 11, 2009

CONSOLIDATED FINANCIAL STATEMENTS
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Auditors’ Report on Financial Statements

To the sharcholders of Catalyst Paper Corporation

We have audited the consolidated balance sheets of Catalyst Paper Corporation {“the Company”) as at December 31, 2008
and 2007 and the consolidated statements of earnings and comprehensive income (loss), shareholders’ equity and cash flows
for each of the years in the three-year period ended December 31, 2008. These financial statements are the responsibility of
the Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards and with the standards of the
Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform an audit to
abtain reasonable assurance whether the financial statements are free of material misstatement. An audit includes examining,
on 3 test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evalusting the overall financial
statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the
Company as at December 31, 2008 and 2007 and the results of its operations and its cash flows for each of the years in the
three-year period ended December 31, 2008 in accordance with Canadian generally accepted accounting principles.

K& 4 | | | :

Chartered Accountants
Vancouver, Canada

February 11, 2009

CONSOUDATED FINANCIAL STATEMENTS
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Report of Independent Registered Public Accounting Firm

Auditors’ report on internal control over financial reporting under standards
of the public company accounting oversight board (United States)

To the shareholders and board of directors of Catalyst Paper Corporation
We have audited Catalyst Paper Corporation ("the Company™)'s intemal control over financial reporting as of December 31, 2008,
based on the criteria established in Internal Control — integrated Framewark issued by the Committee of Sponsoring

- Organizations of the Treadway Commission (COSQ). The Company’s management is responsible for maintaining effective
internal control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting,
induded in the accompanying Management’s Report on Financial Statements and Assessment of Internal Control Over

Financial Reporting. Our responsibility is to express an opinion the Company's internal control over financial reporting based
on our audit. '

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board {United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective
internat control over financial reporting was maintained in all material respects. Qur audit included obtaining an understanding
of internal controt over financial repotting, assessing the risk that a material weakness exists, and testing and evaluating the
design and operating effectiveness of internal control based on the assessed risk. Our audit also included pedorming such
other procedures as we considered necessary in the dircumstances. We believe that our audit provides a reasonable basis
for our opinion. .
[ ]

A company’s internal control aver financial reporting is a process designed to provide reasonable assurance regarding the
refiability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles, A company's internal control over financial reporting includes those policies and procedures
that {1) pertain to the maintenance of records that, in reasonsble detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts
and expenditures of the company are being made only in accordance with authorizations of management and directors of

_ the company; and {3) provide reasonable assurance regarding prevention or timely detection of unauthbrized acquisition,
use, or disposition of the company's assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of efectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control aver financial reporting as of
December 31, 2008, based on the criteria established in Internal Control - Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission {COSO).

We also have conducted our audits on the consolidated financial statements in accordance with Canadian generally -

accepted auditing standards and with the standards of the Public Company Accounting Oversight Board {United States).
Our report dated February 11, 2009, expressed an unqualified opinion on those consolidated financial statemnents.

///;',fé’ P

Chartered Accountants
Vancouver, Canada

February 11, 2009

CONSOUDATED FINANCIAL STATEMENTS
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Consolidated Statements of Earnings and Comprehensive Income (Loss)

Years ended December 31,

{in millions of dolars, except whate otherwise stated) 2007 2006

Sales
Operating expenses
Cost of sales

11,7146 $ 18825

1,574.6 1,609.3
Selling, general and administrative 48.3 62.2
Restructuring and change-of-control {note 7) 4.7 -
Amortization 176.4 183.7
Impairment (note 4) - 234
1,864.0 1,878.6
Operating sarpings {loss) {149.4) 3.9
Interest expense, net (note 8} {70.7) . {73.8)
Foreign exchange gain (loss) on long-term debt 103.9 0.3
Other income {(expense), net (note 9} (15.3) 1.8
Earnings {loss) before income taxes
and non-controlling interest (131.5) 68.4)
Income tax recovery {(note 10) (100.0) (54.0),
Net earnings {loss) before non-controlling interest (31.5) (14.4)
Non-controlling interest {note 5) {0.1) {1.5)
Net earnings (loss) 316} $ (159
Other comprehensive income {loss) 14.3 -

Comprehensive income {loss) (17.3) $ (159

015 $ (0.07)
2147 2146

Basic and diluted earnings tloss) per share {note 11) (in dollars)
Weighted average common shares outstanding (in millions)

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Balance Sheets

As at December 31,

(In miitions of dollars) ) ) 2008 2007
Assets '
~ Current assets .
Cash and cash equivalents . . % 50 % -
Accounts receivable {note 12) R ¥ 2 2131
Inventories {note 13) ) 21 1.4 235.7
Prepaids and other (note 14) ©f 328 40.7
4709 489.5
Property, plant and equipment (note 15) 1,852.0 1,9128

Other assets (note 16)

Liabilities

Current liabilities
Accounts payable and accrued liabilities {(note 17)
Current portion of long-term debt

Long-term debt (note 18)

Employee future benefits [note 19)
Other long-term obligations {(note 20}
Future income taxes {note 10}
Deferred credits {note 21)

Shareholders’ equity
Share capital {note 22)
‘ Contributed surplus
Retained earnings (deficit)
Accumulated other comprehensive income (loss)

Commitments, Guarantees and Indemnities and Contingent Liabilities {notes 26, 27, and 28)
Subsequent event {note 4)

The accompanying notes are an integral part of the consolidated financial statements.

On behalf of the Board:
Richard Garneau . Thomas S. Chambers

Director Director

CONSOUDATED FINANCIAL STATEMENTS
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Consolidated Statements of Shareholders’ Equity

Years ended December 31,
{in millions of dollars, except where otherwise stated) 2008 2007 2006

Share capital (note 22)
Number of shares outstanding, beginning of year
Number of shares issued under rights offering (note 6}
Number of shares issued under stock option plan

214,604,120 214,604,120

80,009 -
214,684,129 214,604,120

Number of shares outstanding, end of year

Balance, beginning of year
Issue of common shares on rights offering,
net of share issue costs (note 4)

$ 9136 % 9136

Stock options exercised 03 -
Balance, end of year _ 9139 9136
Contributed surplus
Balance, beginning of year 9.3 7.3
Stock option compensation expense 3.2 20
Stock options exercised 0.4} -
Balance, end of year 12.1 9.3
Retained earnings (deficit)
Balance, beginning of year 82.9 98.8
Adoption of new accounting standards (note 2(c)} {2.3) -
Net earnings {loss) (31.6) (15.9)
Balance, end of year 490 829
Accurnulated other comprehensive income (lass)
Balance, beginning of year - -
Adoption of new accounting standards :
for financial instruments 0.7} -
Change in foreign currency translation of self-sustaining
foreign subsidiaries, net of related hedging activities - -
Unrealized net gain {loss) on cash flow revenue hedges,
net of tax of $11.1 million {2007 ~ $13.8 million) 284 -
Reclassification of net gain {loss) on cash flow
revenue hedges to net earnings (loss), net of
tax of $0.1 million (2007 —~ $7.3 million) {14.1) -
Balance, end of year 13.6 -

Total sharsholders’ equity ¥ § 9886 $ 11,0058

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Statements of Cash Flows

Years ended December 31,

{in millions of dollars) ' 2008 2007 2006
Cash flows provided {used) by:
Operations .
Net earnings {ioss) $ (22118 (316§ (159
ttems not requiring (providing) cash ) )
Amortization 1658 176.4 183.7
impairment (note 4) 151.0 - 234
Future income taxes {note 10} . {93:5): (100.7) (56.1)
Foreign exchange loss {gain) on long-term debt . - 822 (103.9) 03
Employee future benefits, excess of expense aver funding - 2.9_' 6.7 - 64
Increase (decrease) in other fong-term obligations . (’3.'13 7.5 09
Loss {gain) on disposal of property, plant and equipment {note 9} . 0.4) 13.6 (1.1}
Non-controlling interest . 08 0.1 15
Lower of cost or market write-down of inventories (note 13) S 5.4 18 2.0
Other S 2?.3 (20.9) 6.3)
L 110 (51.0) 1348
Changes in non-cash working capital S
Accounts receivable : (.4 64.2 (35.5)
lnventories - Z15 7.4 27
Prepaids and other (5.0} {0.9)
Accounts payable and accrued liabilities (18.3) 26.1
48.3 (7.4)
: Cash flows provided (used) by operations 2.5 127.2
. Investing
Acquisition of Snowflake newsprint mill {(note 6) - ~
Additions to property, plant and equipment {85.8) {93.2)
Proceeds from sale of property, plant and equipment 6.5 35
Proceeds from termination of interest rate swaps {note 24 () - -
Purchase price adjustment (note 25) - 4.3
Increase in other assets 4.4 {0.4)
Cash flows used by investing activities {83.7) (85.8)
Financing
Issue of shares, net of share issue costs {note &) - -
Increase (decrease) in revolving loan and foan payable 47.0 (5.5
Repayment of revolving operating loan - -
Deferred financing costs - -
Increase (decrease) in other long-term debt . ‘3}6 3.6 (0.4)
Issue of shares from exercise of stock options . - 0.3 -
Cash flows provided (used) by financing activities ‘ 1322 50.9 {5.9)
Cash and cash equivalents, increase {decrease) in the year o 50 (35.5) 35.5
Cash and cash equivalents, beginning of year S 35.5 -
Cash ane cash equivalents, end of year $ 50 § - 3 355
Supplemental disclosures: ‘ '
Income taxes paid : . 5 8 § 65 % 2.7
Net interest paid -~ - 744, 67.8 715

The accompanying notes are an integral part of the consolidated financial statements,

CONSOLIDATED FINANCIAL STATEMENTS



72 2008 ANNUAL REPORT

Consolidated Business Segments

Year ended December 31, 2008
{in millions of dollars}

Speciaity
printing papers

Newsprint

Corporate
adjustments

Sales to external customers

Pulp

51,0009 .

Inter-segment sales T e
Restructuring (note 7) 1048
Amortization 400.6
Impairment (note 4) SRR L B S
Operating earnings (loss) N X DI
Tota| assets S HBBTT L
Additions to property, : S

plant and equipment ©.24.2
Year ended December 31, 2007 Specialty Corporate
{in millions of doflars) printing papers Newsprint Pulp  adjustments Consolidated
Sales to external customers 3 9194 § 3380 457.0 $ - $ 1,714.6
Inter-segment sales - - 45.3 (45.3) -
Restructuring and R

change-of-control {note 7) 42.2 12.9 2.6 - 64.7
Amortization 1013 33.2 419 - 1764
Operating earnings (loss) {75.1) {56.9) (17.4) - {149.4)
Total assets 1,435.0 518.6 483.2 20.3 2,457.1
Additions to property,

plant and equipment 42.8 324 10.6 - 85.8
Year ended December 31, 2006 Specialty Corporate
{in millions of doltars) printing papers Newsprint Pulp  adjustments Consolidated
Sales to external customers $ 9184 $ 5298 434.3 $ - $ 18825
Inter-segment sales - - 47.2 47.2) -
Amortization 94.6 45.8 433 - 183.7
impairment {note 4) C 05 19.1 38 - 234
Operating earnings {loss) 9.7 69 (12.7) - 39
Total assets 1,355.3 7378 529.5 18.7 2,641.3
Additions to property,

plant and equipment 484 344 104 ~ 932

The accompanying notes are an integral part of the consolidated financial statements.
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2008 Specialty

2008 ANNUAL REPORT 73

* {in miliions of dollars) printing papers  Newsprint Pulp Total

Sales by shipment destination:

568 5. 426 § 2094

Canada 5 1380 & ¢
United States : ’ F64.6 261.8 B '.SQJé ©LO77.0-
Asia and Australasia : 28.2 M7 04 2915,
Latin America - _ . 69.9 70.6" .95 - 120:0°
Europe and other ' 0.2 10 S100:3° - 4015
10009 § 4639 S 3845 5 1,849 -
2007 Specialty
(in miliions of dollars} printing papers  Newsprint Pulp Total

Sales by shipment destination:

Canada % 210§ 0.7 3% 145 % 1962
United States 712.2 145.7 470 904.9
Asia and Australasia 22.7 67.8 242.2 3327
Latin America : 59.9 61.6 36.7 1582
Europe and other 38 22 116.6 1226
$ 9196 $ 3380 % 4570 $ 11,7144
2006 . Spedialty
{in millions of doliars) printing papers  Newsprint Pulp Total

Sales by shipment destination:

Canada . $ 1040 § 887 § 139 $ 2066
United States 759.3 256.7 37.8 1,053.8
Asia and Australasia 15.6 106.0 201.0 3226
Latin America 38.5 78.0 55.4 171.9
Europe and other - 1.0 04 126.2 127.6

$ 9184 § 5298 § 4343 § 1,8825

The accompanying notes are an integral part of the consolidated financial statements.

CONSOUDATED FINANCIAL STATEMENTS
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Notes to Consolidated Financial Statements
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-

Notes to Consolidated Financial Statements
Asnounts expressed in millions of dollars, except where othenwise stated

1. Nature of operations

Catalyst Paper Corporation, together with its subsidiaries and partnerships (collectively, the “Company®) is a significant specialty
mechanical printing papers and newsprint producer in North America, The Company operates in three business segments.

Specialty printing papers  © Manufacture and sale of mechanical specialty printing papers.

Newsprint © Manufacture and sale of newsprint.

Pulp © Manufacture and sale of long-fibre Northern Bleached Softwood Kraft {"NBSK"} pulp
{prior to November 18, 2008, pulp segment included manufacture of short-fibre NBSK pulp
and white top linerboard) .

The Company manages its business based on the products that it manufactures and sells to customers. Five manufacturing
facilities, including a paper recycling facility, are located in the province of British Columbia, Canada and one manufacturing
facility is located in Arizona, U.S.A. Inter-segment sales consist of pulp transfers at cost.

The primary market for the Company's paper products is North America, The primary markets for the Company’s pulp
products are Asia and Australasia, and Europe.

Effactive January 1, 2008, the Company renamed its specialty paper segment “Specialty Printing Papers” to better reflect the

nature of the Company's specialty paper products. The name change had no impact an the segment financial information.
*

2. Summary of significant accounting policies

The consolidated financial statements of the Company are expressed in millions of Canadian dollars and are prepared in
accordance with Canadian generally accepted accounting principles {*Canadian GAAP"). These financial statements differ in
certain respects from those prepared in accordance with United States generally accepted accounting principles {("U.S. GAAP”),
The significant measurement differences are described in note 30, “Reconciliation of Canadian and United States generally
accepted accounting principles”. :

{a) Basis of consolidation
The consolidated financial statements include the accourts of the Company and, from their respective dates of
acquisition of control or formation, its wholly owned subsidiaries and partnerships. In addition, the consolidated financial
statements include the accounts of the Company’s joint venture, Powell River Energy Inc. ("PREI"), a variable interest
entity. Al inter-company transactions and amounts have been eliminated on consolidation.

{b) Variable interest entities '
Variable interest entities ("VIE") are entities in which equity investors do not have 3 controlling financial interest or the
equity investment at risk is not sufficient to permit the entity to finance its activities without additional subordinated
financial support provided by other parties. The Company consolidates the accounts of VIEs where it has been
determined that the Campany is the primary beneficiary, defined as the party that receives the majority of the expected
residual returns and/or absorbs the majority of the entity's expected losses.

{c} Changes in accounting policies

On January 1, 2008, the Company adopted the following new recommendations of the Canadian Institute of Chartered
Accountants (“CICA"): ’

Handbook Section 3031, “Inventories”, provides more guidance on the measurement and disclosure requirements for
inventories. Significantly to the Company, the new recommendations require raw materials to be recorded at the lower of
cost or net realizable value {"NRV") with NRV determined on an as converted to finished goods basis for all raw materials
to be used in the production of finished goads, allow the reversals of previous write-downs to NRV when there is a
subsequent increase in the value of inventories and include more detailed guidance on the dassification of spare parts
between inventories and capitalized equipment. The Company adopted this standard with a prospective application.

Upon adoption of this standard, the Company recorded a write-down of $3.8 million to opening raw materials inventory
and adjusted its opening balances of retained earnings by $2.6 million, net of taxes. In addition, the Company reclassified
$5.7 million of its maintenance spare parts inventory from "lnventories” to "Property, plant and equipment” on the
balance sheet.

CONSOLIDATED FINANCIAL STATEMENTS
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Notes to Consolidated Financial Statements
Amounts expressed in millions of dollars, except where otherwise stated

(d)

(e}

{f

Handbook Section 1535, “Capital Disclosures” establishes guidelines for the disclosure of information related to an
entity’s objectives, policies and processes for managing capital, quantitative data on what the entity regards as capital

and whether the entity has complied with any capital requirement and, if it has not complied, the consequences of such
non-compliance {(note 3). :

Handbook Section 3862, “Financial instruments - Disclosures” and Section 3843, “Financial Instruments — P;esentation”
enhance existing disclosures in previously issued Section 3861, "Financial Instruments - Disclosures and Presentation™.
The new recommendations under Section 3862, “Financial instruments - Disclosures” require additional disclosures,
relative to those previously required, with an emphasis on risks associated with both recognized and unrecognized
financial instruments to which an entity is exposed during the period and at the balance sheet date, and how the entity
manages those risks (note 24(a)). -

During 2008, the CICA amended Handbuook Section 1400, “General Standards of Financial Statement Presentation”.

The revision to this section provides additional guidance related to management’s assessment of the Company's ability
1o continue as a going concern. This revision is effective for fiscal years beginning on or after January 1, 2008. The standard
did not have a material impact on the Company’s consolidated financial statements.

On Januavy 1, 2007, the Company adopted the new recommendations of CICA Handbook Section 3855, “Financial
Instruments — Recognition and Measurement”, Section 1530, "Comprehensive Income”, Section 3845, “Hedges”,
Section 3861, “Financial Instruments - Disclosure and Presentation”, and Section 3251, "Equity”. These new standards, *
which applied to fiscal years beginning on or after October 1, 2006, introduced new requirements for recognition,
measurement and disclosure of financial instruments, when and how hedge accounting may be applied, established

the concept of comprehensive income and rules for reporting it, and established rules for the presentation of equity
and changes in equity. Prior period financial statements were not revised for the adoption of these new standards. The
adoption of these standards resulted in the Company recording on its balance sheet, at fair value, certain revenue and
interest rate derivative financial instruments that were previously off balance sheet and the reclassification of its deferred
financing costs against long-term debt, This resulted in the adjustment of $2.3 million, net of taxes, to the opening
balances of retained earnings on January 1, 2007. ,

For the year ended December 31, 2008, the Company early adopted the new recommendations of the CICA Emerging
Issues Committee as described in Abstract 173 "Credit Risk and the Fair Value of Financial Assets and Financial Liabilities”.
This Abstract clarifies that the Company must consider its own credit risk and the credit risk of a counterparty in the
determination of the fair value of derivative instruments. The Company adopted this standard effective January 1, 2008
and it had no material effect on opening balances.

Use of estimates

The consolidated financial statements have been prepared in conformity with Canadian GAAP, which require management
to make estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent
assels and lishilities at the date of the financial statements, and the reported amounts of revenues and expenses during
the year. On an ongoing basis, management reviews its estimates, including those related to inventory obsolescence,
estimated useful lives of assets, environmental and legal liabilities, impairment of long-lived assets, pension and
post-retirement benefits, bad debt and doubtiul accounts and income taxes, based on currently available information.
Actual amounts could differ from estimates.

Revenue recognition
The Company recognizes revenues upon shipment when the significant risks and rewards of ownership are transferred
to the customer and collection is reasonably assured. Title to products is typically transferred to the customers at the

time of shipment, and payment is based on agreed prices and credit terms contained in sales invoices. Customers have
no contractual right of retum.

Translation of foreign currencies

The majority of the Company’s sales are denominated in foreign currencies, principally U.S. dollars. Revenue and
expense items denominated in foreign currencies are translated at exchange rates prevailing during the period.
Monetary assets and liabilities denominated in foreign currencies are transtated at the period-end exchange rates.
Non-monetary assets and liabilities are translated at exchange rates in effect when the assets are acquired or the
obligations are incurred. Foreign exchange gains and losses are reflected in net earnings (loss) for the period.

The Company has a foreign subsidiary that is considered to be self-sustaining. Accordingly, the foreign exchange
gains and losses arising from the translation of the foreign subsidiary’s accounts into Canadian dollars are reported
as a component of other comprehensive income, as discussed in note 6.
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{g} Derivative financial instruments

The Company uses derivative financial instruments in the management of foreign currency, and price risk associated
with its revenues, energy costs and long-term debt. It also uses interest rate swaps to manage its net exposure to interest
rate changes. The Company’s policy is to use derivatives for managing existing financial exposures and not for trading
or speculative purposes. The Company accounts for its derivatives at fair value at each batance sheet date. Prior to
January 1, 2007, the Company used hedge accounting to account for the derivative financial instruments designated

as hedging instruments, and the fair value method to account for derivative finandial instruments not designated as
hedging instruments.

The Company designates the hedge relationship and formally documents at its inception, the particular risk management
objective and strategy, the specific asset, liability or cash flow being hedged, as well as how effectiveness is assessed.
Risk management strategies and relationships are assessed on an on-going basis to ensure each derivative instrument

is effective in accomplishing the objective of offsetting either changes in the fair value or cash flow attributable to the
exposure being hedged both at inception and over the term of the hedging relationship.

Realized and unrealized gains or losses associated with hedging instruments are recognized in eamings in the same
period the hedge item is recognized. Realized and unreslized gains or losses when hedging instruments have ended ar
ceased to be effective prior to their maturity are deferred and recognized in earnings concurrently with the recognition
of the item being hedged.

L]
Foreign exchange exposure to foreign currency revenue and related receivables, primarily in U.S. currency, is managed
through the use of foreign exchange forward contracts and options to sell foreign currencies. Realized foreign exchange
translation gains and losses from transactions formally designated as hedges are recognized concurrently with the hedged
revenue in "Sales™. The effective portion of changes in the fair value of derivatives that qualify and are designated as cash
flow hedges are deferred and recorded as a companent of accumulated other comprehensive income {("AOCI") until the
underlying transaction is recorded in earnings. When the hedged item affects earnings, the gain or loss is reclassified from
AQCl to "Sales”. Any ineffective portion of a hedging derivative's change in fair value and the portion that is excluded
from the assessment of hedge effectiveness is recognized immediately in “Sales”.

Price risk associated with the sale of products, primarily NBSK pulp, is managed from time to time through the use of
commodity swap agreements. These contracts are not designated as hedging instruments for accounting purposes,
and are reported at fair value in “Prepaids and other” or *Accounts payable and accrued liabilities” on the
consolidated balance sheet. Changes in fair value are recognized in "Sales”, *

Price risk associated with the purchase of certain inputs, primarily oil and gas, is managed from time: to time through the
use of commadity swaps. These instruments are not designated as hedges for accounting purpases and are reported at
their fair value in “Prepaids and other” or *Accounts paysble and accrued liabilities” on the consolidated balance sheet.
Changes in fair value are recognized in "Cost of sales”.

Foreign currency exposure on long-term debt denominated in U.S. currency is managed through the use of forward
contracts and options to purchase U.S. dollars. The Company has designated a portion of its foreign cutrency denominated
long-term debt as an effective hedge of its self-sustaining subsidiary. Gains and losses on translation of such debt into
Canadian dollars are deferred in a separate component of shareholders’ equity to be recognized in net earnings when
there is a reduction in the net investment in the subsidiary. The fair values of these instruments are reported under
“Other assets” or “Other long-term obligations” on the consolidated balance sheet at their fair value. Changes in fair
value on instruments that are not designated as hedges are recognized in “Foreign exchange gain {loss) on fong-term
debt”, offsetting the respective translation gains and losses on the underlying foreign currency long-term debt.

Exposure to interest rates on long-term debt is rmanaged through the use of interest swaps. These swap agreements A
require the periodic exchange of payments without the exchange of the notional principal amount on which the
payments are based. These instruments are designated as fair value hedging instruments. The effective portion of

changes in the fair value of the derivatives are netted in “long-term debt” and the ineffective portion is recognized
in "Interest expense, net”, . :

Cash flows from derivative financial instruments that are designated as hedges and for which hedge accounting does not

apply are classified, in general, to “Operations” on the consolidated statement of cash flows consistent with the hedged
transaction. Cash flows resulting from termination of interest rate swaps are classified as investing activities.
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{h} Cash and cash equivalents

Cash and cash equivalents include cash and short-term investments with original maturities of less than three months
and are presented at fair value.

{i) Inventories
Specialty printing papers, newsprint and pulp inventories are valued at the lower of average cost or net realizable
value. Wood chips, pulp logs and other raw materials are valued at the lower of cost or net realizable value. For all
raw materials to be used in the production of finished goods, net realizeble value is determined on an as converted

to finished goods basis (note 2(c}). Work-in-progress and operatmg and maintenance supplies and spare parts
inventories are valued at cost.

(i} Property, plant and equipment :
Property, plant and equipment are stated at cost, less accumulated amortization, including asset impairment charges.
interest costs are capitalized for capital projects in excess of $10 million and having a minimum duration of six months.
Buildings, machinery and equipment are generally amortized on a straight-line basis at rates that reflect estimates of the
economic lives of the assets. The rates for major classes of assets based on the estimated remaining economic lives are:

Buildings 2.5% - 5.0%
Paper machinery and equipment 5.0% -~ 10.0%
Pulp machinery and equipment 10.0% - 20.0%

During periods of major production interruption on assets with economic lives greater than five years, an obsolescence
amount of 50% of normal amortization is charged on manufacturing machinery and equipment.

No amortization is charged on capital projects during the period of construction. Start-up costs incurred in achieving
normal operating capacity on major capital projects are deferred and amortized over a five-year period.

Leasehold improvements are normally amortized over the lesser of their expected average service life and the term
of the lease. '

When property, plant and equipment are sold by the Company, the historical cost less accumulated amortization
is netted against the sale proceeds and the difference is included in “QOther income (expense), net”.

(k) Impairment of long-lived assets
Laong-lived assets are tested for recoverability when events or changes in circumstances indicate their carrying value may
not be recoverable. A long-lived asset is potentially not recoverable when its carrying value is greater than the sum of the
undiscounted cash flows expected to result from its use and eventual disposition. The impairment loss, if any, is measured
as the amount by which the long-lived asset’s carrying amount exceeds its fair value.

(It Environmental costs
Environmental expenditures are expensed or capitalized depending upon their future economic benefit. Expenditures
that prevent future environmental contamination are capitalized as part of “Property, plant and equipment”, and
amortization is subsequently charged to earnings over the estimated future benefit period of the assets. Expenditures
that relate to an existing condition caused by past operations are expensed. Liabilities are recorded on an undiscounted
basis when rehabilitation efforts are likely to occur and the costs can be reasonably estimated. -

{m} Asset retirement obligations
Asset retirernent obligations are recognized at fair value in the period in which the Company incurs a legal obligation
associated with the retirement of an asset. The associated costs are capitalized as part of the carrying value of the related
asset and amortized over its remaining useful life. The liability is accreted using a credit-adjusted risk-free interest rate.

The Company's obligations for the proper removal and disposal of asbestos products in its mills meet the definition of
a conditional asset retirement obligation. That is, the Company is subject to regulations that are in place to ensure that
ashestos fibres do not become friable, or loose. The regulations require that frizble asbestos be repaired or removed in
accordance with the regulatians.
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{n)

{o}

{p}

{q)

The Company's asbestos can generally be found on steam and condensate piping systems throughout its facilities, as well
as in transite cladding on buildings and in building insulation. As a result of the longevity of the Company's mills,'due in
part to the Company’s maintenance procedures, and the fact that the Company does not have plans for major changes
that would require the removal of asbestos, the timing of the removal of asbestos in the Company's mills is indeterminate.
As a result, the Company is currently unable to estimate the fair value of its asbestos removat and disposal obligation.

Research and development’

Research and development costs are expensed except in cases where development costs meet certain identifiable
criteria for deferral. Deferred development costs are amortized over the life of the commercial production,

Deferred financing costs

Deferred financing costs represent the issuance costs of the Company’s long-term debt. Deferred costs related to the
Company's senior notes are netted against the carrying value of long-term debt on the consolidated balance sheet and
amartized using the effective interest rate method aver the expected life of the related liability. Deferred costs related
to the Company's revolving asset based facility are included in “Other assets®,

Share issue costs
Direct costs of issuing shares, net of income tax recoveries thereon, are applied to reduce the value of consideration

-assigned to such shares.

*

Stock-based compensation and other stock-based payments

Stock options and restricted share units granted to the Company's key officers, directors and employees are accounted
for using the fair value-based method. Under this method, compensation cost is measured at fair value at the date of
grant, and is expensed over the award’s vesting period. Any consideration paid by plan participants on the exercise of

" share options or the purchase of shares is credited to *Share capital” together with any related stock based compensation

{r}

{s}

m

expense. Performance and time based share-based payments are amortized over their vesting periods based on
management's bast estimate.

Deferred share units are accounted for using the quoted market value at each reporting period until settlement, ahd
are amortized aver their vesting periods.

Income taxes

Income taxes are accounted for using the asset and liability method. Future income tax assets and liabilities are based
on temporary differences (differences between the accounting basis and the tax basis of the assets and liabilities) and
non-capital loss carry-forwards and are measured using the enacted or substantively enacted tax rates and laws
expected to apply when these differences reverse. Future tax benefits, including non-capital loss carry-forwards, are
recognized ta the extent that realization of such benefits is considered more likely than not. The effect on future tax
assets and liabilities of 2 change intax rates is recognized in earnings in the period that substantive enactment occurs.

Deferred credits

" Deferred credits represent the excess of amounts assigned to future income tax assets for tax losses acquired in other

than business combinations over the consideration paid. Deferred credits are amortized to "income tax recovery” in
the consolidated statement of earnings during the period that the acquired tax asset is utilized.

- Employee future benefits

Pensions and other employee future benefits
The estimated cost for pensions and other employee future benefits provided to employees by the Company is accrued
using actuarial techniques and assumptions during the employees’ active years of service. These plans include funded

and unfunded defined benefit plans and defined contribution plans. The net periodic benefit cost includes:

© the cost of benefits provided in exchange for employees’ services rendered during the year;

o the interest cost of benefit obligations;

o the expected long-term return on plan assets based on the fair value for all asset classes;

© gains or losses on settlements or curtailments;

CONSOUDATED FINANCIAL STATEMENTS

?’\



80 2008 ANNUAL REPORT

Notes to Consolidated Financial Statements
Amounts expressed in millions of dollars, except where otherwise stated

o the straight-line amortization of past service costs and plan amendments over the average remaining service period of
the active employee group covered by the plans as of the date such costs are first recognized, unless all, or almost all,
of the employees are no longer active, in which case such costs are amortized over the average life expectancy of the
former employees (amortized over 5 years for periods prior to December 31, 2008); and

© the amortization of cumulative unrecognized net actuarial gains and losses in excess of 10% of the greater of the
accrued benefit obligation and the fair value of plan assets at the beginning of the year over the average remaining
service period of the active employee group covered by the plans, unless all, or almost all, of the employees are no
longer active, in which case such costs are amortized over the average life expectancy of the former employees
{amortized over 5 years for periods prior to December 31, 2008).

The defined benelit plan obligations are determined in accordance with the projected benefit method prorated
on services.

{u) Earnings per share
Basic earnings (loss) per share is computed by dividing net earnings (loss) for the period by the weighted average shares
outstanding during the reporting period. Diluted earnings (loss) per share is computed using the treasury stock method.
When the effect of options and other securities convertible into common shares is anti-dilutive, including when the
Company has incurred a loss for the period, basic and diluted loss per share are the same.

(v} Comparative figures *

Certain comparative figures disclosed in the consolidated financial statements have been reclassified to conform with
the presentation adopted for the current year.

3. Capital structure management

The Company's abjectives when managing capital are to efficiently provide for the funding of ongoing operations, interest
payments and capital expenditures, while ensuring adequate liquidity and solvency. The Company aims to minimize its cost
of capital while achieving a selected capital structure and credit rating, providing a platiorm to effectively fund new growth
initiatives, and ensuring flexibility in raising capital from multiple sources and markets.

The Company's capital structure consists of net debt, shareholders® equity and cash availability through a revalving asset
based loan facility: The Company makes adjustments to the capital structure depending on economic conditions and the
financial position and performance of the Company. In order to maintain or adjust the capital structure, the Company may
issue new shares, buy back shares or pay dividends (provided the Company is compliant with its debt covenants), issue new
debt, refinance or buy back existing debt, and sell assets to reduce debt.

The Company monitors its capital structure in a number of ways with its target requirements being as follows: () net debt to
net capitalization of 35-45%, (i} ratio of net debt to trailing twelve months EBITDA (defined as eamings before interest, taxes,
depreciation and amortization, and before specific items) of less than 5.0:1 through a business cycle, (iii) interest coverage
(defined as trailing twelve months EBITDA divided by interest) of greater than 2.5:1. These targets for net debt to EBITDA and
interest coverage ratios are those that the Company believes are necessary to achieve a minimum BB/Ba2 corporate credit
rating. The Company also targets re-investment hurdles on capital expenditures of one to three year payback depending on
liquidity and outlook. Net debt comprises total debt less cash on hand. Net capitalization comprises net debt and shareholders’
equity. EBITDA is a non-GAAP measure whose nearest GAAP measure is net income.

At December 31, 2008, the Compar;y's net debt to net capitalization was 52.3% (December 31, 2007 - 44.2%), net debt to
trailing twelve months EBITDA was 5.0:1 (December 31, 2007 ~ 6.7:1) and interest coverage was 2.5:1 {December 31, 2007 - 1.6:1).
The acquisition of the Snowflake mill on April 10, 2008 (note 6), was funded through a combination of an equity rights offering
of $121.1 milfion, net of share issue costs, and a draw on the Company's revolving operating facility. The Company is currently
meeting its capital structure targets with respect to net debt to EBITDA and interest coverage. However, the target for net debt
to net capitalization is not being met as at December 31, 2008.

CONSOLIDATED FINANCIAL STATEMENTS

~d




2008 ANNUAL REPORT 81

CO

Notes to Consolidated Financial Statements }
Amounts expressed in millions of dollars, except where otherwise stated

4. Measurement uncertainty - impairheht of jong-lived assets

The Company reviews long-lived assets, primarily plant and equipment, for impairment when events or changes in
circumstances indicate that the carrying value of these assets may not be recoverable. The Company tests for impairment
using a two-step methodology:

() Determine whether the projected undiscounted future cash flows from operations exceed the net cartying amount
of the assets as of the assessment date, and :

{ii} If assets are determined to be impaired in step (i), then such impaired assets are written down to their fair value,
determined principally by using discaunted future cash flows expected from their use and eventual disposition.

Estimates of future cash flows and fair value require judgments, assumptions and estimates and may change over time.
Due to the variables associated with judgments and assumptions used in these tests, the precision and accuracy of estimates
of impairment charges are subject to significant uncertainties and may change significantly as additional information becomes
known. The carrying value of long-lived assets represented approximately 76% of total assets as at December 31, 2008. if future
developments were ta differ adversely from management’s best estimate of key assumptions and associated cash flows, the
Company could potentially experience future material impairment charges.

- In the fourth quarter of 2008, as a result of a slowdown in the global economy resulting in a decline in demand for the
Company's products, the Company conducted step (i) impairment tests on its paper and pulp assets. Estimates of futurer
cash flows used to test the recoverability of long-lived assets included key assumptions related to foreign exchange rates,
forecast prices, estimated useful life of the long-lived assets, production levels, production costs, market supply and demand,
inflation, weighted average cost of capital, and capital spending. The assumptions are derived from information generated
internally, independent industry research firms, and other external published reports and forecasts. The usefut life of the
Company's assets was estimated at 20 years for paper assets and 10 years for pulp assets. Product sales prices and foreign
exchange assumptions for 2009 of CON$1.00 = US5$0.90 were based an management’s best estimates incorporating
independent market information as well as analysis of historical data, trends and cycles. Product sales prices and foreign
exchange assumptions for years 2010 to 2013 were based on forecasts prepared by Resource Information Systems Inc.
("RISI“), an independent external firm. The foreign exchange assumption was CDN$1.00 = US$0.85 in 2010 dedlining to
CDN$1.00 =US$0.78 by 2013. Product sales prices and foreign exchange rate assumptions for 2014 and subsequent years
were estimated by management based on long-term trend pricing for product sales prices and a long term expected
foreign exchange rate of CDN$1.00 = US$0.88. In addition to the impairment test conducted using RIS and long-term trend
assumptions for the years 2010 and beyond, the Company also prepared a second analysis applying significant discounts to
the RiSIand trend assumptions. In this second analysis, the foreign exchange assumption was CDN$1.00 = US$0.90 for all
years and average praduct pricing was reduced by 7% to 18% in the years 2010 to 2012 when compared to RISI pricing
assumptions. In addition, volume assumptions were reduced in each year. In this second analysis, the 5-year average results
for 2008 to 2012 were then applied to each subsequent year of the useful life of the assets. The Company concluded
that an impairment charge for the pulp and paper assets, other than the exceptions noted below, was not required
as at December 31, 2008 as the estimated undiscounted cash flows in both cases exceeded the carrying values.

During 2008, the Company recorded an impairment charge of $136.4 million on assets related to its Elk Falls pulp mill and
white top linerboard operation, of which $129.0 million related to property, plant and equipment and $7.4 million related
to supplies and spare parts inventory. The Elk Falls pulp mill and white top linerboard operation was permanently closed
on November 18, 2008 as a result of the ongoing unavailability of sawdust fibre. In addition, the Company also recorded
a $14.6 million asset impairment charge in 2008 on certain specific mill assets that are no longer in use or where the net
realizable value has decreased due to the current weak economic enviconment.

The Company's No. 1 paper machine in Elk Falls {“E1") was curtailed thraughout 2008. The Company has not recarded an
impairment for the indefinite curtailment. The Company is monitoring market and other conditions and will assess whether
they improve sufficiently to allow this machine to be placed back into production. To the extent that conditions do not
improve in a reasonable periad of time and to the levels necessary to restart the machine, a write-down may resultin the
future. As at December 31, 2008, the net book value of £1 and ancillary assets was approximately $25 miltion.

On January 20, 2009, the Company announced the indefinite curtailment of its No. 1 paper machine in Crofton ("C1*)
effective February 1, 2009 until market conditions improve. As at December 31, 2008, the Company has not recorded an
impairment for the indefinite curtailment. The net book value of C1 and ancillary assets was approximately $12 million at
December 31, 2008,
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In 2006, the Company recorded an impairment loss of $23.4 million, of which $19.1 million related to the permanent closure
of its Port Albermi No. 3 paper machine and ancillary assets, and $4.3 million related to assets that were previously idled and
where the Company determined the assets would not be used again in the future. The estimated fair value of these assets
was based on the present value of the estimated asset proceeds net of dismantling and selling costs.

5. Variable interest entities

The Company has a 50.0% interest in Powell River Energy Inc. ("PRE!"). The Company consolidates 100% of PRE! in
accordance with Accounting Guideline 15, “Consolidation of Variable Interest Entities”. PRE! consists of an integrated
hydroelectric power generating, transmission and distribution system which includes two hydroelectric stations in British
Columbia with installed capacity of 82 Megawatts. The Company purchases 100% of the power generated by PREL. Prior
ta January 1, 2005, PRE! was accounted for using the proportionate consolidation method.

The Company has limited access to PREI's assets, which generally takes the form of interest on loans, management fees and
earnings distributions based on the Company’s interest in PREL In addition, creditors of PRE! have recourse limited to the
assets in PRE|. Condensed financial information with respect to PRE! is as follows:

Years ended December 31 2008 2007 2006
Condensed statement of earnings ' '
Sales - affiliate ! 19.6
Cost of sales 5.3
Amortization 29
8.2
Operating earnings 1.4
Interest expense 8.1)
Interest expense - affiliate ? 3.1)
Other expense, net 0.3)
Income tax recovery 3.0
Net earnings? 2.9
At at Decemnbaer 31 2007
Condensed balance sheets
Current assets 38
Property, plant and equipment 118.2
122.0
Current liabilities
Accounts payable and accrued liabifities 17.4
Current portion of long-term debt {note 18) 0.5
Long-term debt (note 18} 94.1
Long-term debt - affiliate ! 215
Future income taxes 207
Shareholders’ deficit? (32.2)
1220

1 Balances with Catalyst Paper Corporation.
2 50% % included in the Company’s non-contralling interest balances.
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The Company has identified one other potential VIE, but has not been able to obtain the financial information necessary to
- evaluate whether the entity is a VIE, or if the entity is a VIE, whether the Company is the primary beneficiary. The Company
has entered into a building lease agreement with this potential VIE whereby the Company has agreed to continue making
the prescribed lease payments directly to the financial institution holding the mortgage on the building in the event the
lessor is no longer able to meet its contractual obligations. As at December 31, 2008, the principal amount of the martgage
was $2.6 million (2007 - $10.6 million). This agreement does not increase the Company’s liability beyond the obligation
under the building lease.

6. Acquisition of Snowflake recyc!é newsprint mill

On April 10, 2008, the Campany completed the acquisition of a recycled newsprint mill in Snowflake, Arizona. Cash consideration
paid was $169.8 million and was financed, in part, through a rights offering resulting in the issuance of 167,069,361 Subscription
Receipts and proceeds of $121.1 million, net of share issue costs. The balance of the purchase price for the acquisition was
funded by drawings of $48.7 million under the Company’s revolving operating facility. Under the rights offering, each holder
of record of the Company's common shares as of the close of business on the record date of March 11, 2008 received one
Right for each common share held. Each 1.285 Rights entitled the halder to purchase one Subscription Receipt of the Company
for an exercise price of $0.75 per Subscription Receipt. Each Subscription Receipt was converted into one fully paid common
share of the Company concurrent with the closing of the Snowflake acquisition.

. [ ]
The acquisition has been accounted for using the purchase method of accounting. The following amounts have been assigned
to the assets and liabilities acquired, based on an estimate of their fair value as at April 10, 2008, and are subject to revision
for twelve months from the date of the acquisition:

Assets acquired
Current assets
Property, plant and equipment
Other assets

Liabilities assumed
Current liabilities
Employee future benefits

Fair value of net assets acquired

Consideration paid
Cash, including transaction costs

The Company's Snowflake mill is financially and operationally seif-sustaining. Accordingly, the current rate method is used for
the translation of its financial statements to Canadian dollars upon consolidation, Under this method, the assets and liabilities
are translated at the rate of exchange in effect at the balance sheet date. Revenue and expense items are translated at the average
exchange rate in effect during the period. Exchange gains and losses arising from the current rate method of translation are
deferred in a separate component of accumulated other comprehensive income in shareholders’ equity. Such gains and
losses will be included in the determination of net eamings when there is a reduction in the net investment in the foreign
subsidiary as a result of 2 dilution or sale of part or all of the Company’s interest in the foreign subsidiary or as a result of
capital transactions including dividend distributions and capital restructuring.

The Company has designated a portion of its foreign currency denominated long-term debt as an effective hedge of its
self-sustaining foreign subsidiary. Upon translation of such debt into Canadian daflars, any gains of losses are also deferred
in 3 separate component of shareholders’ equity to be recognized in net eatnings when there is a reduction in the net
investment in the subsidiary.

The foreign exchange translation adjustment account reflects the net changes in the respective baok values of the Company’s
investment in Snowflake due to exchange rate fluctuations since the date of acquisition. Included in the accumulated other
comprehensive income in shareholders’ equity at December 31, 2008 was a net foreign exchange gain of $29.3 million, net

of tax, related to the revaluation of the debt during the period of hedge effectiveness.
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7. Restructuring and change-of-control costs

The Company's restructuring and change-of-control expenses and related provisions at December 31 were as follows:

Years ended Docember 31, 2008 2007
Balance, beginning of year s 28‘1 $ -
Expensed in year © 304 &64.7
Disbursements (23.6) (23.6)
Other non-cash items - (0.4)

‘ v - 346 407
Less: portion related to employee future benefits o '8';§) {12.6)

Balance, end of year

28.1

Classification:
Accounts payable and accrued liabilities (note 17) 200
Other long-term obligations {note 20) 8.1
281

2008

In February 2008, the Company reached new labour agreements at its Port Albemi mill, resulting in significant workforce
reductians and related early retirement and severance payments. The agreements have a five-year term, expiring April 2013,
and included a commitment by the Company to 2 $12 million capital upgrade on the thermo-mechanical pulp facility at the
mill, and the restart, by mid-year, of its Port Alberni No. 4 paper machine, which had been idled indefinitely since September
2007. The capital upgrade is expected to be completed by May 2009. For the year ended December 31, 2008, the Company

recorded $14.6 million in restructuring costs related to the early retirement and severance program. Restructuring expenses

were recorded in accordance with the Emerging Issues Committee Abstract No. 134, "Accounting for Severance and
Termination Benefits”,

In Aprit 2008, the Company announced the indefinite curtailment of Elk Falls paper machine No. 1 due to fibre shortages.

The indefinite curtailment of E1, which was initially temporarily curtailed in September 2007 due to lack of fibre resulting from
the strike by coastal loggers in British Columbia, resulted in a reduction of approximately 145 employees at Elk Falls, the majority
thraugh layoffs. At the same time, the Company also announced manning reductions of 82 positions at its Crofton mill as the
mill took steps to improve its overall cost structure. Costs associated with these restructuring programs are expected to be
approximately $4 million. The Company recorded net restructuring costs of $0.4 million in 2008 associated with these and
priot initiatives.

In November 2008, the Company permanently closed its sawdust pulp and white top linerboard operation at its Elk Falls mill
due to an ongoing unavailability of sawdust fibre. This closure resulted in removing 200,000 tonnes of annual sawdust pulp

- and 131,000 tonnes of annual white top linerboard capacity. Total severance costs associated with this closure are estimated
to be approximately $21 million. The Company recorded severance related restructuring costs of $15.1 million and an asset
impairment charge of $136.4 million in 2008 in connection with this closure.

2007 :

In 2007, the Company announced and implemented, in various phases during the year, 3 restructuring program which
included reductions of approximately 565 positions across the Company, the relocation of the corporate office, and the
centralization of certain mill administrative functions. This plan was substantially completed during 2007 and the Company
incurred $58.3 million of cestructuring costs, of which $3.0 million was capital related.

In 2007, the Company also expensed $8.3 million for change-of-control payments, pension benefits and stock compensation
to the former President and Chief Executive Officer, and the former Vice-President, Finance and Chief Finandial Officer, who
exercised their rights under change of control agreements and resigned their positions. These rights were triggered upon
the acquisition by Third Avenue Management LLC of control or direction over 37.8% of the Company’s common shares in
October, 2006. In addition, the Company expensed $1.1 million in change-of-control costs related to employee retention

agreements that required certain key employees to remain actively employed by the Company for one year following a
change-of-control.
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8. Interest expense, net

The components of interest expense, net, for the years ended December 31 were as follows:

2008 2007 2006

Interest on long-term debt S 780 -3 7 3 754
Fixed-to-floating interest rate swaps ) : R A5 - (1.2)
Other . : o 03 0.1 09
_ ; " 754, ns 75.1
Capitalized interest B (¢ 5 ©.2) -
interest income 0.3 0.9) (1.3)

87 750 s 707 $ 738

9. Other incore (expense}, net

The components of other income {expense), net, for the years ended Dece;'nber 31 were as follows:

2007 2006
Termination fee on closure of corrugating machine at Snowflake - 3 -
Gain (luss) on disposal of property, plant and equipment {13.6) 1.1
Financing expenses (1.2 -
Other (0.5} 0.7
(153} $ 1.8
e ' 10. Income taxes

The components of income tax recovery for the years ended December 31 were as follows:

2007 2006
Current 07 3 2.1
Future {78.3) (33.2)
Release of future taxes related to reduction .
in corporate income tax rates (22.4) (22.9)

{100.0) $ (54.0)

The reconciliation of income taxes calculated at the statutory rate to the actual income tax provision for the years ended
Decemnber 31 was as follows:

2008 2007 2006
Income tax recovery at Canadian statutory o g
income tax rates 3 ‘(:96.;8) JO%T % (@A) 34.0% $ (233} 34.1%
Increase (decrease) in income taxes for: e
Non-taxable income and expenses 1 38 (14.9) 11.3 0.8 (1.2}
" Difference in foreign tax rate : ”(473'3 (1.7 1.3 {1.8) 2.6
Release of future income taxes related B P
to reduction in corporate income tax rates 6.9 - (22.4) 17.0 (22.9) 335
Change in the future income tax estimate ] Ton {14.4) 1.0 4.5) b6
Adjustment to deferred credits ,'7(2;7) {2.3) 1.7 1.0 {1.4)
Large corporations tax = - - (0.3) 04
Other 5 ' 04 0.3 (3.0 44
Income tax recovery ' 5918 294%"  $(1000) 760% § (54.0) 79.0%
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The tax effects of temporary differences that give rise to significant future tax assets were as follows at December 31:

2008 2007
Future income tax assets
Non-capital losses and temporary differences oo
related to working capital 5 2177 % 50
Employee future benefits CHE 0.6
262 54
Valuation allowance . . - 09

Classification:
Prepaids and other (note 14) -
Other assets {note 14) 37
37
The tax effects of temparary differences that give rise o significant future tax liabilities were as follows at December 31: |
2008 2007

Future income tax liabilities PN
1842 $ 2292

o

Property, plant and equipment :
Non-capital loss carry-forwerds N TN (77.0)
Employee future benefits {54.2)
QOther g 54.0
1520
Valuation allowance 22
154.2
11. Earnings per share
The following table provides the reconciliation between basic and diluted earnings {loss) per share:
2008 2007 2006

Net earnings (loss) reported
Weighted average shares used in computation

5 @314 $ (159

of basic earnings per share (in millions) 2147 2144
Weighted average shares from assumed conversion

of dilutive options {in millions) - -
Weighted average shares used in computation "

of diluted earnings per share (in millions) 61 2147 2146

Basic and diluted earnings {loss) per share {in dollars) % & Q6~66) $ 015 § 0.07)
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12. Accounts receivable

The components of accounts receivable at December 31 were as follows:

2008 2007

Trade receivables s 2046 s 1970
Less: Allowance for doubtfu! accounts oo (3‘.2)': (2.8
' - 2034 194.2

Sales taxes receivable .30 8.3
Other receivables : s 153 10.6

5 2207, % 2134

13. Inventories

The components of inventories at December 31 were as follows:

2008 20Q7

Finished goods
‘Specialty printing papers 40.6
Newsprint 10.3
Pulp 243
Total finished goods 75.2
Work-in-progress 15
Raw materials - wood chips, pulp logs and other 41.0
Operating and maintenance supplies and spare parts 118.0

At December 31, 2008, the Company had applied write-downs of $2.7 million (2007 ~ $2.6 million) to finished goods inventory
and $9.6 million {2007 - $nil} to raw materials inventory (note 2(c)). At December 31, 2008, inventory carried at NRV consisted of
$18.8 million of pulp and white top linérboard finished goods inventory, of which $17.9 million related to pulp and $0.9 million
related to white top linerboard. At December 31, 2007, inventory carried 3t NRV consisted of $40.7 million of finished goods
paper inventory, of which $30.4 million related to specialty printing papers and $10.3 miflion related to newsprint,

For the year ended December 31, 2008, the Company recorded an expense of $5.9 million (2007 ~ $1.8 million, 2004 - $2.0 million
revérsal) related to the write-down of inventories ta NRV. This comprised of a $12.3 million charge (2007 — $nil, 2006 — $2.8 million
reversal) related to pulp inventory, and a reversal of $2.9 million {2007 — $0.5 million charge, 2006 — $0.8 million charge) and
$3.5 million (2007 - $1.3 million charge, 2006 - $nil) refated to specialty printing papers and newsprint inventories, respectively,
The reversal of inventory write-downs was a result of improved NRVs for specialty printing papers and newsprint in 2008
compared to December 31, 2007,

14. Prepaids and other

The components of prepaids and other at December 31 were as follows:

2008 2007
Future income tax assets (note 10) s 252 $ -
Derivative financial instruments 1.3 320
Property taxes, insurance and licences o 21 ) 37
Other 3.2 5.0

$ 328 § 407
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15. Property, plant and equipment

The components of property, plant and equipment at Decemnber 31 were as follows:

Accumulated Net book
2008 Cost amortization value
Buildings and land TR
Specialty printing papers and newsprint £ 5364 § 220.3 T BT
Pulp 131.2 111.8 T 294
Machinery and equipment N S
Specialty printing papers and newsprint 2,708.,0 1.369.1 ) Tiv T 1,3389 0
Pulp 862.3 7057 . - L "'155g{7 -
$ 42679 - TS 24158 8520
Accumulated Net book
2007 Cast amartization value
Buildings and land ] .
Specialty printing papers and newsprint $ 4649 ) $ 1638 $ 3011
Pulp 1244 68.1 56.3
Machinery and equipment . .
Specialty printing papers and newsprint 2.561.0 1,295.0 1,266.0
Pulp 885.4 596.0 289.4
$ 4,0357 $ 21229 % 19128

During 2008, the Company recorded $151.0 million in asset impairment charges, of which $134.4 million related to assets
at Elk Falis pulp mill and white top linecboard operations, and $14.6 million related to specific assets that were no longer
in use or where the NRV has decreased. On a segmented basis, $136.7 million related to pulp assets, $2.5 million related
to newsprint assets, and $11.8 million related to specialty printing papers assets.

During 2008, interest of $0.1 million (2007 — $0.2 million) was capitalized in connection with capital projects.

At December 31, 2008, a net carrying amount of $7.4 million (2007 ~ $8.3 million) included in machinery and equipment
is held under capital leases, $10.0 milfion for cost (2007 - $10.4 million} and $2.6 million for accumulated amortization
(2007 - $2.1 million). :

16. Other assets

The components of other assets at December 31 were as follows:

2008 2007
Accrued benefit asset ~ pension plan {note 19} s 3 B 8 16.6
Derivative financial instruments 347 50
Non-controlling interest {note 5) w5y - 16.1
Deferred charges and other ' :‘1’8'.8:1 134
Deferred financing costs ) ’31 -
Future income tax assets {note 10} . Ces 3.7
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17. Accounts payable and accrued liabilities

The components of accounts payable and accrued liabilities at December 31 were as follows:

2008 2007
Trade payables ‘ B S 152§ 1357
Accrued payroll and related liabilities 66.9 749
Restructuring and change-of-control {note 7) © 140 200
Accrued benefit obligation - pension plan (note 19} 7.3 55
Accrued benefit abligation ~ other employee future S
benefit plans (note 19) . 6.2 : 4.7
Derivative financial instruments : ' 30.2, 0.2
Accrued interest . 109 2.2
Other ‘ ' 1 16.0
L$BRAL S 2682
18. Long-term debt - .
The Company’s long-term debt at December 31 was as follows:
2008 2007
Recourse
Senior notes, 8.625% due June 2011 (US$400.0 million) 388.9
Senior notes, 7.375% due March 2014 (US$250.0 million) 246.6
635.5
. - ‘Revolving asset based loan facility of up to $330.0 million
due August 2013 : -
Revolving operating facility of up to $350.0 million due July 2009 47.1
Capital lease obligations 8.6
' 691.2
Non-recourse
First mortgage bonds, 6.387% due July 2009 746
Subordinated promissory notes 19.5
Short-term loan payable 0.5
94.6
Total debt 785.8
Less: Current portion (1.2}
: 784.6

On August 13, 2008, the Company replaced its $350.0 million revalving operating facility maturing 2009 with 3 new $330.0 million
revolving asset based loan facility ("ABL Facility”) maturing August 2013. The ABL Facility will provide for ongoing working
capital and capital expenditure requirernents as well as for general corporate purposes. Collateral provided consists of all
accounts receivable, inventories and cash of the Company as well as 3 first charge on the property, plant and equipment of
the Company's Snowflake mill. Availability under the ABL Facility is determined by a borrowing base calculated primarily on
balances of eligible accounts receivable and inventories, less certain reserves,

Borrowings under the ABL Facility bear interest at » rate based on Canadian dollar banker's acceptance/prime or U.S. dolfar
LIBOR/base/prime rates, plus a margin that varies with the average excess availability on the ABL Facility. The interest rates
on borrowings under the old and the new facilities averaged 5.8% in 2008 (2007 - 7.3%). A commitment fee at an applicable
margin applies to the undrawn portion of the ABL Facility.
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The ABL Facility includes financial covenants 1o a} maintain shareholders’ equity above $639.0 million as at December 31, 2008,
b} maintain excess availability sbove $35 million and ) to not make capital expenditures in excess of 120% of the Company's
annuat budget. The minimum equity requirement is reduced by the amount of any non-cash write-downs of property, plant
and equipment as a result of a permanent discontinuance of operations. At December 31, 2008, as calculated under the
ABL Facility, shareholders’ equity was $870.0 million (2007 —~ $988.6 million). The borrowing base at Decernber 31, 2008 was
$263.3 million and after drawings of $60.1 million, and outstanding letters of credit of $27.9 million, $175.3 million was available
to the Company, in addition to cash on hand of $5.0 million.

The indentures and agreements governing the Company's senior notes contain customary restrictive covenants, including
restrictions on incurring additional indebtedness, certain payments including dividends and investments in other persons,

the creation of liens, sale and leaseback transactions, certain amalgamations, mergers, consolidations and the use of proceeds
arising from certain sales of assets and certain transactions with affiliates. At December 31, 2008, the Company was in
compliance with the covenants under both its ABL Facility and senior notes. The Company’s Fixed Charge Coverage Ratio
("FCC Ratio”} under the senior note indentures, calculated on a 12-month trailing average, was 2.1:1 at December 31, 2008
(December 31, 2007 - 0.8:1). While the FCC Ratio is below 2.0:1, the Company is limited in the amount of additional debt it
may incur to “permitted debt” under the senior notes. Under the indenture for the 8.625% senior notes, “permitted debt”
includes a) the Company’s existing 8.625% notes and 7.375% notes, b) a credit facility basket in an amount equal to the greater
of (i} $725 million and {ii) the sum of 75% of the book value of the Company's accounts receivable, 50% of the book value of
the Company's inventory and $290 million, against which in either case utilization under the Company’s $330 million ABL
Facility is applied, <) purchase money debt and capital lease obligations in an amount equal to 5.0% of the Company's *
consolidated tangible assets, d) a $40 million general basket, and ¢} a $5 million basket for accommodation guarantees, trade
or standby letters of credit, performance bonds, bankers’ acceptances and surety bonds. The indenture for the 7.375% notes
contains larger debt baskets, but while the 8.625% notes remain outstanding, the Company is bound by their more restrictive
provisions. Also, the Company’s restricted payments baskets under the 8.625% and 7.375% senior notes were negative
$109.8 million and negative $84.8 million, respectively, as at December 31, 2008, as a result of accumulated losses in recent
years (December 31, 2007 - negative $189.0 million and negative $164.0 million, respectively). Under the senior note covenants,
the Company cannot pay dividends unless the balance in these baskets is positive.

Non-recourse debt is debt owed by PREL The Company has a 50% interest in PREI, and consolidates 100% of it as PRE! is a
VIE in which the Campany is the primary beneficiary. The Company has reclassified its non-recourse debt of $74.9 million to

current liabilities on its balance sheet as at December 31, 2008. It is anticipated that PREI will refinance this debt prior to its
maturity-in July 2009. :

Recourse Non-recourse

Scheduled total debt repayments debt debt (PREI)
2009 $ 75.0
2010 -
2011 -
2012 -
2013 -
Thereafter 19.5
3 94.5

Fair value of total debt

The following estimated fair values of the Company’s total debt at December 31 have been determined based on
management's best estimate of the fair value to refinance debt with similar terms at the respective year-end dates:

2008 2007

Recourse 5739
Non-recourse (PRE!} 965
670.4
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19. Employee future benefits

Description of benefit plans

The Company maintains pension benefit plans for alf salaried employees, which include defined benefit and defined
contribution segments. Employees hired subsequent to January 1, 1994, enroll in the defined contribution segment.

The defined benefit segment provides 2 pension based on years of service and earnings. For the defined contribution
segment, the Company’s contributions are based on a percentage of an employee's earnings with the Company's funding
obligations being satisfied upon crediting contributions to an employee’s account.

The Company also maintains pension benefits for former hourly employees that are nat covered by union pension plans.

The Company provides other benefit plans consisting of provincial medical plan premiums, extended health care and dental
benefits to eligible retired employees and their dependents. Assumed health care trend rates have a significant effect on the
amounts reported for the post-retirement medical plans.

Total cash payments : ‘
Total cash payments for employee future benefits for the year ending December 31, 2008, consisting of cash contributed

by the Company to its funded pension plans, cash payments directly to beneficiaries for its unfunded benefit plans and cash

contributed to its defined contribution plans, was $38.9 million (2007 - $36.2 miillion). .

Unionized employees of the Company are members of multi-employer industry-wide pension plans to which the Company
contributes a predetermined amount per hour worked by an employee. The pension expense for these plans is equal to
the Company’s contribution of $15.5 miflion in 2008 (2007 - $17.2 million; 2006 - $18.0 million).

Defined benefit plan

The Company measures the fair value of plan assets and the accrued benefit obligations for accounting purposes as at
December 31 of each year. The most recent actusrial valuation of the majority of pension plans for funding purposes was
as of December 31, 2007, and the next required valuation will be as of December 31, 2010, :

Change in accrued defined benefit pian obligation
The following table represents the change in the accrued benefit obligation as determined by independent actuaries:

Pension benefit plans QOther benefit plans

2008 2007 2008 2007

Accrued benefit obligations at beginning of year $. 3758 § 3765 3. 2194 $ 2274
Service cost for the year foo 82 53 - 4.6 5.1
Interest cost : S 193 182 . 1k 1.4
Employee contributions ( ST 05 04 . -
Benefit payments Ty (29.8) (298 (&7) {6.49)
Recognition of restructuring program (note 7) P 5. 12.6 v -
Prior service {credits) costs ' i -l -
Actuarial loss {gain} and other adjustments 7.4y o (65:?) {18.3)

Accrued benefit obligations balance at end of year $ 3758 - S : «‘163;? 5 2194

Change in fair value of defined benefit plan assets
The following table represents the change in the fair value of assets of the defined benefit plans:

Pension benafit plans Other benefit plans
2008 2007 2008 2007

Fair value of defined benefit plan assets o o N
at beginning of year -$ 2764 $ 2835 $ -~ % -
Actual return on plan assets . {54.6). (1.1) - -
Employee contributions o oD 0.4 - -
Company contributions . . 267 244 8.7 64
Other i 1.4 (1.0) - -
Benefit payments © o {29.8) {29.8) (6.7) (6.4)
Fair value of defined benefit plan assets at end of year 8 2206 3 264 % - % -
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The asset allocation for the Company's defined benefit pension plans, by asset category, was as follows:

Plan assets st Dacembaer 31, 2008 2007
Equity securities ' _'52(:.6’?;,_" 60.5%
Fixed income securities . A7A% ) 39.5%
Total L% 100.0%

Recontiliation of the funded status of the benefit plans to the amounts in the consolidated balance sheets
The following table presents the difference between the fair value of the defined behefit pension assets and the actuarially
determined accrued benefit obligations as at December 31, 2008 and 2007. This difference is also referred to as either the
deficit or surplus, as the case may be, or the funded status of the plans.

The table also reconciles the amount of the surplus or deficit (funded status) to the accrued benefit obligation in the
consolidated balance sheets. This difference between the funded status and the obligation recognized in the consolidated
balance sheets, in accordance with Canadian GAAP, represents the portion of the surplus or deficit not yet recognized for
accounting purposes. Deferred recognition is a key element of the Canadian GAAP pension accounting. This approach
allows for 3 gradual recognition of changes in sccrued benefit obligations and fund performance over the expected average
remaining service life of the employee group covered by the plans. *

As at December 31, 2008, there was a total funding deficit of $113.7 million (2007 - $99.4 million) in the Company's various
defined benefit pension plans. Of this amount, $53.0 million (2007 - $40.3 million) related to funded defined benéfit pension
plans and $60.7 million (2007 - $59.1 million) to “pay-as-you-go” unfunded defined benefit pension plans. In addition, the
Company has other “pay-as-you-go” past-retirement benefit plans, consisting of group health care and life insurance, which
had a deficit of $163.7 million at December 31, 2008 (2007 - $219.4 million).

Pensian benefit plans Other benefit plans

2008 2007 2008 2007
3758 -+

Accrued benefit obligation at end of year 1§ 2194

Fair value of plan assets at end of year 276.4 .. . 5 -
Funded status-deficit 994 837 (2194
Unrecognized prior service (credits) costs - {1.8) {17
Unrecognized actuarial (gains) losses 68.2 450
Accrued benefit obligation recognized in the . o

consolidated balance sheets (31.2) ' 8?,.8} $  (176.1)
Classification of accrued obligations
The accrued benefit obligation is included in the Company's balance sheet as follows:

Pension benefit plans Other benefit plans
2008 2007 2008 2007

Other assets note 16) B3 s 16 5 - $ -
Accounts payable and accrued liabilities (note 17) B % (5.5) .. 6.7
Employee future benefits 423) " . {1811 (169.4)

SR 5 (12811878 §  (176)
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Components of net periodic benefit cost recognized in the year

Pension benefit plans 2007 2006
Dafined benefit costs
Service cost for the year 53 § 69
Interest cost 18.2 17.8
Actual return on assets 1.1 {37.7)
Actuarial (gain)/loss (9.0} 14.2
Prior service costs - -
Settlement loss 0.5 -
Recognition of restructuring program {note 7) 12.6 -
Difference between actual and expected return {20.7) 203
Difference between actual and recognized actuarial
{gain)floss and other 114 a.n
Difference between actual and recognized prior service costs - -
19.6 138
Defined contribution cost .
Service cost for the year 53 5.5

Net periodic benefit cost for pension benefit plans 249 % 19.3

Other benefit plans . 2008 2007 2006

" Defined benefit costs

Service cost for the year 51 § 5.6
interest cost 114 10.9
Actuarial {gain)/loss {18.3) 04
Difference between actual and recognized

actuarial {gain)/loss and other 215 3.0
Difference between actual and recognized

prior service {credits) costs 0.2 {0.2)

Net periodic benefit cost for other benefit plans 195 % 197

Significant assumptians
Actuarial assumptions used in accounting for the Company-maintained benefit plans were:

2007
Benefit obligations at December 31,
Discount rate 5.25%
Rate of compensation increase 2.50%
Net benefit cost for year ended December 31,
Discount rate 5.00%
Rate of compensation increase 3.00%
Expected rate of return on plan assets 7.00%
Assumed health care cost trend rate at December 31,
Extended health benefits . o
Initial health care cost trend rate 8.00%
Annual rate of decline in trend rate 0.50%
Ultimate health care cost trend rate 4.50%
Dental benefits ’
Dental care cost trend rate 4.00%
Medical services plan benefits
Premium trend rate 2.00%
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Sensitivity analysis o N
Assumed health care cost trend rates have a significant effect an the amounts reported for the health care plans.
A 1%change in assumed health care cost rates would have the following effects for 2008:

Other benefit plans

Increase Decrease

Total of service and interest cost

$ 338 (@1
Accrued benefit obligation at December 31 § 245 § (22.3)
20. Other long-term obligations
The components of other long-term obligations at December 31 were as follows:

2008 2007

Restructuring and change-of-contral liabilities (note 7) B $ 23 ] 8.1
Forward foreign currency contracts hedging long-term debt T e 5.4
Environmental and remedial b8 9.2"
Other . . L%2 4.2

143 5 269

21. Deferred credits

Continuity of deferred credits for the years ended December 31 was as folfows:

2008 2007

Beginning of year

$ 255
Adjustment related to utilization of acquired tax losses (2.3)
Adjustment resulting from reduction in corporate income tax rates (1.5)
End of year ) 217

22. Share capital

{a) Awuthorized .
The Company is authorized to issue 100,000,000 preferred shares and an unfimited number of common shares.

{b) Issued and outstanding

2008 2007
Shares . 3 Shares $
Issued and outstanding: ' c .
Common shares - 381,753,49G. 1,035:0 . 214,684,129 913.9
23. Stock-based compensation plans
{a} Details of stock-based compensation expense o
2068 2007 2006
Stock option awards 3 1.0 % 24 3 20
Restricted share units 15 0.8 -
Deferred share units 0.2 0.2 09
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(b} Stock option plans

The Cormpany has an emplbyee share option plan {the "Plan") for its key officers, directors and employees. The Plan
provides for the issuance of up ta 2 maximum of 12.0 million common shares.

Optians granted, other than those granted pursuant to the Company’s mid and long-term incentive plan, have a maximum
term of ten years. These optians are exercisable as to one-third on and after the first anniversary date, as to two-thirds on
and after the second anniversary date and as to all on and after the third anniversary date, unless, for all options other than
those granted on March 28, 2007, the market price of the common shares exceeds a specified acceleration price, in which
case all of the options are exercisable at that time. In general, market price for options is determined by the weighted
average price per share for all sales of common shares on Taronto Stock E;change ("TSX"} during the five consecutive
trading days preceding the date on which a determination of market price is required under the Plan. However, market

" price for options granted annually to the Company’s directors under the director compensation program is set 25% above
the market price as calculated shove. .

The Company has granted stock options to its key executives that are time and performance based, These options vest
on December 31, 2009 subject ta certain conditions being met. 50% of the total number of stack options will vest if the
executive remains employed with the Company on December 31, 2009, subject to a minimum return on capital employed
benchmark. The remaining 50% of the options will vest subject to the achievement of & relative return on capital employed
compared to that of an industry peer group. These options have a terrn of seven years. .
The Company applies the fair value-based method for recording share options granted to directors, officers and
employees. Under the fair vatue method, compensation cost is measured at fair value at the date of grant, and is
expensed over the award's vesting period, Compensation expense related to performance-based options has been
based on management’s best estimate of the outcome of the performance conditions in accordance with CICA
Handbook Section 3870, *Stack-based Compensation and Other Stock-based Payments.”

The fair value of share options was estimated on the date of grant using the Black-Scholes option-pricing madel with the
following assumptions:

Q “ | 2008 2007 2006

Risk-free interest rate 4.5% 4.0%
Annual dividends per share Nil Nil
Expected stock price volatility 30.5% 30.6%
» Expected option life (in years) 70 4.0

Average fair value of options granted (in dollars) 3 1.25 % 1.02

The risk-free interest rate was based on a zero-coupon Government of Canada bond with a remaining term
approximately equivalent to the expected life of the stock option. The Company estimated the annual dividends
per share, expected stock price volatility and expected option life based on historical experience, Forfeitures
were recognized as they occurred.

Changes in the number of options outstanding during the years ended December 31, were as follows:

2008 2007 2006

Weighted Weighted Weighted

average average average

exercise ) exercise exercise

Number of price  Number of price Numbar of  price

optians {in dollars) options {in dollars) aptions {in dotlars)

Beginning of year 3964024 S 342 8171000 $ 435 8409500 $ 500
Granted 2,691,891 . 423 1,984,624 320 1,836,000 337
Exercised ) - . - {80,009} 331 - -
Expired or cancelled 8193y . 342 6,111,591) 458 (2,074,500) 6.08
End of year 5843984 . U242 3964024 343 8,171,000 4.35
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{c}

The following table summarizes information about stock options outstanding and exerdisable at December 31, 2008:

Options outstanding Options exercisable

Weighted Weighted

Weighted average average

average range of range of
Range of remaining exarcsg exercise  Accelerated
exercise Number of option life price  Number of price price
prices aptions (years) {in doltars) options {in doltars) {in dollars)
$1.15-$1.95 2,691,891 75§ 123 - 5 -
$3.06 - $3.30 1,734,093 5.8 3.08 143,334 324 4.66
$331-$3.77 875,500 6.6 3.50 724500 . 3.52 5.03
$4.39 - 34.57 542,500 6.1 4.45 422,500 442 5.41
5,843,984 6.7 $ 242 1,290,334 $ 378 $ 5.1

Restricted share units . .

The Company has established a Restricted Share Usit Plan for its directors and key executives. Under the terms of this »
plan, senior executives-are eligible to incentive remuneration paid to them in the form of restricted share units (“RSUs").
Each R5U, once vested, entitles the holder to receive one common share of the Company. The fair value of RSUs is
based on the market value of the Company's shares on the day of the grant.

R5Us vest in accordance with terms determined by the Company, which may be based on, among other things, one or
mare of the following factors: {i) the return to shareholders with or without reference to other comparable businesses;
(i) the financial performance or results of the Corporation; (i) other performance criteria relating to the Corporation;
and {iv} the length of time of service by the participant. The pedormance terms that the Company may apply to RSUs are
intended to strengthen the link between the Corparation's performance and the value of the RSUs at the time that they
are paid out. In some cases, R5Us may vest immediately, depending upon the purpose of the individual RSU grant and
the intended compensation goal.

Campensation expense related to performance-based RSUs is based on management's best estimate of the outcome
of the performance conditions in accordance with CICA Handbook Section 3870, “Stock-based Compensation and
Other Stock-based Payments.” i

Changes in the number of outstanding RSUs during the year ended December 31, 2008 were as follows:

Weighted average fair

Number value at grant date

of shares {in dotlars)

Beginning of year 1,686,307 $ 3.20
Granted 755,785 1.05
Expired or cancelled {163,072} 3.1
End of year 2,279,020 $ 2.94

Deferred share unit plan

The Company has established a deferred share unit ("DSU") plan for its directors. Under the terms of this plan, directors
may elect to receive their annual cash remuneration in DSUs, cash or a combination thereof. Each DSU'initially has a value
equivalent to the Company’s weighted average share price on the TSX, during the 10 consecutive trading days prior to the
issuance date of the DSU. A director’s DSU account is credited with dividend equivalents in the form of additional DSUs
when dividends are paid on common shares. A director may efect the date of redemption by filing an irrevocable written
election with the Company no later than December 15 of the calendar year commencing immediately after the director's
termination date. The value will be paid by the Company as a lump sum in cash, equal to the fair value of the notional
underlying commaon shares plus accrued dividend equivalents at that date, after deduction of applicable taxes and other

~ source deductions required to be withheld. Liabilities related to this plan are recorded in “Accounts payable and accrued

liabilities”. As at December 31, 2008, 646,119 DSUs were outstanding under this plan (2007 ~ 365,188 DSUs) and
approximately $0.3 million was payable (2007 — $0.6 million),
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24. Financial instruments

{a) Financial risk management .
Finandial instruments of the Company consist primarily of cash and cash equivalents, accounts receivable, accounts
payable and accrued liabilities and long-term debt. Cash and cash equivalents are designated as held for trading and
recorded at fair market values, Accounts receivable are designated as loans and receivables and are recorded at
amortized cost. Accounts payable and accrued lisbilities and long-term debt are designated as other liabilities and
recorded at amortized cost. The Company has no non-derivative financial instruments classified as available for sale or
held to maturity. Financial instruments of the Company also include derivatives which the Company uses to reduce its
exposure to currency and price risk associated with its revenues, energy costs and long-term debt.

The Company has exposure to risk from its financial instruments, specifically credit risk, market risk {including currency,
price and interest rate risk) and liquidi ty risk.

The Board of Directors has overall responsibiifity for the establishment and oversight of the Company’s risk management
framework. The Board of Directors and Audit Committee have approved a policy to manage the risks from the use of
derivatives, This policy provides objectives for, and limits on the use of derivatives. Derivative positions are reported to

the Audit Committee quarterly. Management policies identify and analyze the risks, establish appropriate controls, place
responsibilities and limits and provide for regular monitoring and reporting requirements. A Financial Risk Committee

of management meets monthly to review outstanding positions and authorize ongoing or additional hedge placements
under the policy. Periadic reviews of internal controls related to financial risk management are performed by internal audit.

Credit risk ‘
Credit risk is the risk of financial loss to the Company if a customer or countetparty to a financial instrument fails to

meet its contractual obligation. This risk derives principally from the Company's receivables from customers and
derivative counterparties.

Accounts receivable

The Company is exposed to credit risk on accounts receivable from its customers who are mainly in the newspaper
0 - publishing, commercial printing and paper manufacturing businesses. The Company manages its credit risk principally

through credit policies, which include the analysis of the financial position of its customers and the regular review of their

credit fimits. The Company also subscribes to credit insurance for substantially all of its receivables, periodically purchases

accounts receivable puts on certain customers, and obtains bank letters of credit for some export market customers,

Aging of receivables at December 31 were as follows:

2008 2007
Trade receivables, gross _—

Current . 5 1 778 % 164.8
Past due 1-30 days 24.5 29.7
Past due 31-90 days ' B 4.0 20
Past due over 90 days . 0.3 0.5

’ . 206.6 1970
Allowance for doubtful accounts : {3.2} {2.8)
Trade receivables, net 203.4 194.2
Other receivables, including GST recoverables . 18.3 18.9
Accounts receivable {note 12} : $ 2217 § 2131

The movement in the allowance for doubtful accounts in respect of trade receivables during the years ended
December 31 were as follows:

2008 2007
Balance, beginning of year s 28 3 31
Increase in provision 3.1 -
Utilized in the year : (2.7} 0.3)
Balance, end of year (note 12) $ 32 . % 28
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The Company has experienced larger bad debt expense in 2008 as a result of deteriorating economic conditions
and the difficult refinancing environment. -

Derivatives R

The Company is also exposed to credit risk with counterparties to the Company's derivative finandial instruments,
The credit risk arises from the potential for a counterparty to default on its contractual obligations, and is limited to
those contracts where the Company would incur a cost to replace a defaulted transaction. The Company manages
this risk by diversifying through counterparties that are of strong credit quality, normally major financial institutions.

Market risk

‘Market risk is the risk that changes in market prices, such as foreign exchange rates, commodity prices and interest
rates will affect the Company’s cash flows or the value of its financial instruments {e.g., fixed interest long-term debt).

Cusrency risk
The Company is exposed to the risk that future cash flows will fluctuate as substantially all of the Company's sales and
accounts receivable are denominated in U.S. dollars, while only a portion of its costs and payables are denominated in
or referenced to U.S. dollars. The Company is also exposed to the fluctuations in the fair value of its debt denominated
in U.S. dollars. The Company uses foreign currency options and forward contracts to partially hedge trade receivables
and anticipated future sales denominated in foreign currencies as well as U.S. dollar denominated debt.

&
The Company's hedging policy for anticipated sales and accounts receivable includes 33% to 67% of 0- to 12-month and
0% to 25% of 13- to 24-manth U.S. dollar net exposure. Hedges are layered in over time, increasing the portion of sales
or accounts receivable hedged as it gets closer to the expected date of the sale or collection of the account receivable.

The Company's hedging policy for its U.S. dollar denominated debt includes 0% to 60% of U.S. daliar net exposure,
Future U.S. dollar revenues also provide a partial natural hedge for U.S. dollar denominated debt.

Price risk .

The Company's policy allows for hedges of newsprint, pulp, and white top linerboard to be placed on anticipated sales
and hedges of old newsprint to be placed on anticipated purchases. As well, hedges are placed on anticipated purchases
at 10% to 70% of the net exposure for oil and natural gas. The outstanding hedge positions are not significant and the
price risk associated with the Company’s commedity hedges, for pulp and white top linerboard outputs, is de minimus.

Interest rate risk

The fair value of the Company’s fixed rate debt or the future cash flows of variable rate debt or fixed-to-floating interest
swaps may fluctuate because of changes in market interest rates. The Company policy is to keep the majority of its term
debt on a fixed rate basis, but allow for the placing of some fixed-to-floating swaps at rates considered acceptable.

Sensitivity analysis for derivative positions and variable rate debt

Effect from increase Effect from decrease
in rate or price in rate or price
Currency Other Qther
end notional  Change Net comprehensive Net comprehensive
amournt inrate  earnings income  earnings income
As at December 31, 2008 {$millions)  or price {Smillions) ($millions)  (Smillions) ($enillions)
Revenue hedges
~ currency risk {US$/C3) Us$s70 5% 59 68 (6.4) (7.4)
Revenue hedges
~ price risk (commodities) US$1t 5% 0.4 - 0.4 -
Gil and natural gas hedges
~ price risk (commodities) C34 5% 0.1 - 0.1) -
Old newspaper ("ONP") hedges
- price risk (commodities) ’ US$3 5% 0.1 - 0.1 -
U.5. debt hedges
— currency risk (US$/CS) US$190 10% (6.1) - 7.1 -
ABL Facility
~ interest risk (annualized) C$60 100 bps (0.4} - 0.4 -
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Liquidity risk
Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due. The Company's

. approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient liquidity to meet its liabilities

{b}

when due over the next 12 to 24 months, under both normal and stressed conditions, without incurring unacceptable losses
or risking damage to the Company's reputation,

The Company's principal cash requirements are for interest payments on its debt, capital expenditures and working capital
needs. The Company uses its operating cash flows, ABL Facility and cash balances to maintain its liquidity. Internal forecasts
are regularly prepared that include earnings, capital expenditures, cash flows, cash or revolver drawings, and sensitivities
for major assumptions. The internal forecasts include borrowing base availability and covenant compliance. The Company
also monitors the maturities of its fong-term debt and assesses refinancing costs and risks in deciding when to refinance
debt in advance of its maturity.

Revenue risk management instruments )
Foreign currency options and farward contracts outstanding to sell U.S. dollars were as follows:

Options
Purchased US$ put . Sold USS call Forward contracis
»
Average Average Average
rate rate rate

Term USmillions US$/C3 US3/C3 USSmillions US$/CS

As at December 31, 2008

0 to 12 months $ 501 S8 14 0.7805-
" 13 to 24 months - G e -
' ' § 556 §. 14 07808

(<)

As at December 31, 2007 )

0 to 12 months $ 496 0.9688 $ 106 - 09190 $ 47 1.0001
13 to 24 months 38 1.0355 - - - -
$ 534 0.9733 $ 106 0.9190 $ 47 1.0001

The effeciive portion of changes in the fair value of derivatives that qualify and are designated as cash flow }xedges are
deferred and recorded in AOC, a component of shareholders’ equity. When the underlying transaction is recorded in
earnings, the corresponding gain or loss on the hedged item is recassified from AOC! to “Sales”. Any ineffective portion
of a hedging derivative's change in fair value and the portion that is excluded from the assessment of hedge effectiveness
is recognized immediately in "Sales”. At December 31, 2008, instruments having a notional principal of U425 million
are designated as hedging instruments. At year-end exchange rates, the net amount the Company would pay to
settle the above contracts and options is $26.9 million {December 31, 2007 - positive $32.9 million).

At December 31, 2008, commodity swap agreements are outstanding to fix the sales price of 3,500 metric tonnes
of NBSK pulp within the next three months and 1,500 short tons of white top finerboard within the next six months,
In addition, a commodity swap agreement to fix the sales price of newsprint and purchase price of ONP within the
next eleven months is outstanding for 11,000 tonnes. These contracts are not designated as hedging instruments
for accounting purposes and are reported at their fair value, which was $0.6 million at the end of the year
{December 31, 2007 — negative $1.0 million).

Cost risk management instruments

Options
Sold Purchased
Average Average
GJ _rate Gd rate
Term friflions) ‘ C8/GS (miflions) C3/GJ
As at December 31, 2008 LS $.763 . 05§ gon
As at December 31, 2007 0.6 $ 607 1.0 $ 798
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The abave instruments are not designated as hedging instruments for accounting purposes. At period-end contract
rates, the net amount the Company would pay to settle these commadity contracts is $0.8 million (December 31, 2007 -
$0.2 million).

The Company had na il contracts and options outstanding at December 31, 2008. Oil contracts and opuons outstanding
at December 31, 2007 were not significant.

At December 31, 2008, commodity swap agreements to fix the purchase price of ONP within the next ten months are
outstanding for 40,000 tonnes. These contracts are not designated as hedging instruments for accounting purposes and
are reported at their fair value, which was negative $0.9 million st the end of the year. The Company had no such swap
agreements outstanding at December 31, 2007.

(d) Long-term debt risk management instruments
The Company is party to forward foreign currency contracts or options to acquire U.S. dollars totalling US$190 million
{December 31, 2007 — US$228 million} over a six-year period at rates averaging US$/C$0.9334. These instruments are not
designated as hedging instruments for accounting purposes, and are included in “Other assets® on the balance sheet at
their fair value. Settlements and changes in fair value are recognized in “Foreign exchange gain (loss) on long-term debt”.
At period-end exchange rates, the net amount the Company would receive to settle these contracts is $34.2 million
{December 31, 2007 ~ negative $5.4 million).

{e) Interest rate swaps
The Company has no fixed-to-floating interest rate swaps outstanding at December 31, 2008.

During the year ended December 31, 2008, the Company unwound its fixed-to-floating interest rate swap contracts for
notional US$80 million for proceeds of $7.6 million. The effective portion of changes in the fair value of these derivatives
was netted in “Long-term debt” and the ineffective portion was recognized in “Interest expense, net”.

) Fair value of financial instruments .
The carrying value of the Company's other financial instruments, namely cash and cash equivalents, accounts
receivable, accounts payable and accrued liabilities approximate their fair values because of the short-term maturity
of these instruments,

25. Related party transactions

Related parties include Third Avenue Management LLC ("TAM"), which has control or direction over a significant number

of the Company's comimon shares since October 2006. In 2008, TAM acquired an additional 59,856,422 common shares

in connection with the rights offering related to the acquisition of Snowflake. The Company did not undertake any transactions
with TAM during the year ended December 31, 2007,

Related parties also included Norske Skogindustrier ASA ("Norske Skog*), together with its subsidiaries and affiliates, up to
February 16, 2006 when Norske Skog disposed of its 29.4% interest in the Company.

Transactions or balances with these related parties not otherwise disclosed in these financial staternents were as follows:

2008 2007 2006

Norske Skog )
Selling, general and administrative R - % 0.2

In prior years, the Company acquired from wholly-owned subsidiaries of Fletcher Challenge Limited, now subsidiaries of
Norske Skog, companies with tax losses. The purchase price of these companies is subject to adjustment under certain
conditions. At December 31, 2008, there was no outstanding balance with respect to such adjustments {2007 - $nil; 2006 — $nif).
During 2006, the Company collected $4.3 million in respect of the adjustments.

The Company undertakes certain transactions with companies affiliated with its directors. These rransactions are in the normal
course of business and are on the same terms as those accorded to third parties. During 2008, the Company paid aggregate
fees of approximately $10.0 million (2007 ~ $8.7 million; 2006 - $0.4 miflion} primarily for obligations under a building lease, for
services related to trucking chips and sawdust, and for other consuiting services to companies affifiated with directors of the
Company. In addition, the Company paid $nil (2007 ~ $0.7 million; 2006 - $3.2 million} primarily for chemicals used in the
manufacturing process to a company affiliated with a former officer and director of the Company.
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26, Commitments

(3) The Company has entered into operating leases for property, plant and equipment. The minimum future payments
under various operating leases in each of the years ended December 31 are as foliows: .

2009 : $ 103
2010 9.0
2011 8.4
2012 6.1
2013 5.7
Subsequent years ) 280

$ 7.5

The total lease expense amounted to $11.9 million in 2008 (2007 - $12.3 miltion; 2006 - $13.0 million).

(b) The'Compan)} has entered into a six-year take-or-pay contract for the purchase of recycled paper used in the production
of its paper praducts. The agreement, effective May 1, 2006, provides for minimum purchase quantities of recycled paper
and prices are based on market rates at the beginning of each month. Total purchases in 2008 amounted to $2.4 million

(2007 - $2.1 million). At current market rates, the Company is expected to pay approximately $1.9 million per year for the
duration of the contract. :

27. Guarantees and indemnities

The Company has, over time, provided various indemnities with respect to tax, environment, and employment liabilities,
as well as general representations and warranties on sales of portions of its business, acquisitions, and commodity contracts.
Significant existing indemnities are as follows:

{23} The Company sold a portion of its operations in June 2001. in this regard, the Company provided a 10-year enviranmental
indemnity with a maximum liability to the Company of $12.5 million. This liability has subsequently been reduced by
expenditurés related to certain decommissioning projects. The Company provided a tax indemnity, which continues whife
the relevant tax years of the indemnified parties remain open to audit. )

{6)  In connection with the acquisition of the Company’s paper recycling aperation in December 2003, the Company has
provided indemnities with respect to representations and warranties related to general corporate matters and to the
shares that have been issued to the vendors. Liability under these indemnities expired in November 2008, except that
the indemnity related to title to the shares does not expire. The Company does not expect any significant claims with
respect to this indemnity. The Company has also provided indemnities with respect to general environmental matters
under its lease of the land and buildings. The Company has agreed to indemnify the landlord for all costs, claims and
damages related to any release by the Company of any hazardous substances on the property or the breach by the
Company of its environmental covenants under the lease or any environmental laws. This indemnity is indefinite and
survives after the lease is terminated. The Company is not liable for pre-existing environmental conditions.

() The Company has entered a building lease agreement whereby it has agreed to continue making the prescribed
lease payments directly to the financial institution holding the mortgage on the building in the event the lessor is no
longer able to meet its contractual obligations (note 5). As at December 31, 2008, the value of the mortgage was $9.6

million (2007 - $10.6 million). This agreement does not increase the Company’s liability beyond the obligation under
the building lease.
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28. Continge'nt liabilities

In the normal course of its business activities, the Company is subject to a number of daims and legal actions that may

be made by customers, suppliers and others. While the final outcome with respect to actions outstanding or pending as
at December 31, 2008, cannot be predicted with certainty, the Company believes an adequate provision has been made,
or the resolution will not have a material effect on the Company's consolidated financial position, eamings or cash flows.

The Company is party to a 20-year Energy Services Agreement with Island Cogeneration No.2 Inc. {*ICP"}, the owner of a
cogeneration facility at the Company's Elk Falls mill site. The agreement has a minimum take-or-pay obligation in respect

of steam, subject to terms, which obligation became operative in 2001. Due to the unavailability of sawdust fibre from the
Company's traditional sources of supply in British Columbia, which led to the closure of the Elk Falls pulp and white top
linerboard dperation in November 2008, the Company is currently unable to take steam from the ICP facility. Accordingly,
the Company declared force majeure by notice to ICP effective November 30, 2008. iCP has disputed the force majeure
declaration (which applied to the period following the closure of the pulp mill as well as prior periods in the year during which
sawdust fibre was unavailable) and has filed an arbitration natice indicating its intention to arbitrate the issue. The arbitration
schedule is not yet known, however the arbitration hearing may commence at some point in the latter part of 2009, Under
the agreement, the Company has certain obligations to attempt to counter its inability to take the steam and it is exploring
possible alternatives in this regard. The proceedings are in their early stages and the Company has not recorded a liability
for this contingency since the likelihood and amount of any potential liability cannot be reasonably estimated. Should the
ultimate resolution differ from the Company's assessment, a material adjustment to the Company's financial position and thé
results of its operations could result. The Company expects in any event to incur significant legal fees in connection with this
matter. As at December 31, 2008, the Company estimates that the cost of the steam that it has been unable to take due to
the force majeure event was approximately $4 million. The Company estimates that the monthly cost of the steam that it is
unable to take due to the force majeure event is approximately $1.0 million to $1.5 million.

29. Accounting policy developments

in February 2008, the CICA issued Section 3064, "Goodwill and Intangible Assets” which replaced existing Section 3062,
“Gooduwill and Other Intangible Assets” and Section 3450, “Research and Development”. The new standard provides
guidance on the recognition, measurement, presentation and disclosure of goodwill and intangible assets. The standard

is effective for interim and annual financial statements relating to fiscal years beginning on or after October 1, 2008. The
Company does not have any goodwill and intangible assets on its balance sheet and as such does not expect this standacd
to have an impact on the Company's consolidated financial statements.

In February 2008, the Canadian Accounting Standards Board confirmed its decision requiring all publicly accountable entities
to report under lnternational Financial Reparting Standards (“IFRS™). This decision establishes standards for financial reporting
with the aim of consistency in the global marketplace. These standards are effective for interim and annual financial statements
for fiscal years beginning on or after January 1, 2011. The Company has completed an initial scoping phase which involves
performing a high-level impact assessment to identify key areas.that may be impacted by the transition to IFRS and the major
areas where significant complexities or key decisions are required by management prior to implementation. Detailed assessment
of significant differences is provided in the Company’s 2008 annual Management's Discussion and Analysis. As an alternative,
the Company is also considering the implications of 3 transition to U.S. GAAP and expects to make a final determination
during 2009.
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30. Reconciliation of Canadian and United States ‘
generally accepted accounting principles

The Company's consolidated financial statements have been prepared in accordance with Canadian GAAP, which differ in
some respects from U.S. GAAP, The following are the significant differences in accountmg principles as they pertain to the
consolidated earnings and consolidated balance sheets:

Net earnings adjustrents

The following table provides a reconciliation of the net earnings (loss) for the years ended December 31 from Canadian
GAAP to U.S. GAAP:

2008 2007 2006
Net earnings {loss) as reported under Canadian GAAP $ (2211 $ (318 $ (159
U.S. dollar revenue hedges {a) - - 94
U.5. dollar long-term debt hedges {b) T - - ©7)
Fixed-to-floating interest swaps {c} ' . C - - 0.8)
Foreign exchange gain (loss) on hedge of net investment (d) 2.4 ) - -
Income tax impact effect of rate change (1.1 (4.9) 1.1
Net earnings (loss) in accordance with U.S. GAAP ' .. {219.8) 36.5) (25.5)
Other comprehensive income: ) .
Other comprehensive income in accordance with Canadian GAAP (e) {18.5) 143 -
Reclass of amartization of employee future benefits )
included in pension cost, net of future income taxes
of $3.6 million (2007 - $5.1 million) 103 139 -
Employee future benefits liability adjustment, net of . A
future income taxes of $8.1 million (2007 - $2.2 million) 22.8 (5.8 -
: Minimum pension fiability adjustment, net of future ) L
income taxes of $nil (2006 ~ $3.6 million) (e) - - 7.9
. - Reclassification of effective portion of U.S. dollar hedges :
on de-designation, net of future income taxes of NN o
$nil (2006 — $5.2 million) (a) : - - {11.3)
Effective portion of U.S. dollar revenue hedges, net of = -
future income taxes of $nil (2006 — $2.8 million) {a) S e - 6.1
Comprehensive incomae {loss) in accordance with U.S. GAAP $ _."{2‘(}:5.2) $ (141 $ (230
Basic and diluted net ean{ings (loss) per share in accordance e
with U.S. GAAP (in dollars) . (085) ©.17) ©.12)
Basic and diluted weighted average number of shares ) o ‘
in accordance with U.S. GAAP (in millions) . - 3384 214.7 2146
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The following table presents the consolidated statements of eamings under Canadian and U.S, GAAP:

Years ended December 31,

2008 2007 2006
Canadian US.  Canadian Us.  Canadian u.s.
GAAP GAAP GAAP GAAP GAAP GAAP
Sales S UBA9A S ABARA. S 17146, § 17146 S 18825 § 18732
Operating expenses : : o . )
Cost of sales CA138 . 1,610 1,574.6 1,574.6 1,609.3 1,609.3
Selling, general and P a )
administrative .- 46.9 44.9 48.3 48.3 62.2 62.2
Restructuring and . o
change-of-control 1301 .. ..304 4.7 64.7 - -
Amortization. 658 - 1558 1764 176.4 183.7 183.7
Impairment 51 - - 234 234
' 1,864.0 1,864.0 18786 1,878.6
Operating earnings {loss) (149.4) (149.4) 39 (5.4
Interest expense, net (70.7) (70.7) (73.8) (74.6)*
Foreign exchange gain (loss)
on long-term debt 103.9 103.9 Q.3) (1.0)
Other income (expense), net (15.3) (15.3) 1.8 1.8
Earnings {loss) before
income taxes and
non-controlling interest (131.5) (131.5) {68.4) {79.2)
income tax recovery (100.0} {95.1) {54.0) {55.0)
Net earnings (loss) before
non-controlling interest (31.5) (36.4) {14.4) (24.2)
Non-controlling interest 0.1 0.1 (1.5} (1.5)
Net earnings (loss) 31.6) $ (3650 § (159) % {25.7)
Other comprehensive income 143 224 ~ 2.7
Comprshensive income {loss) (17.3) 3 (41 § (59 $ (230
Basic and diluted earnings (loss)
per share {in dollars) 0.15) ¢ 017) % 007) % {0.12)
Weighted average common shares
outstanding (in millions) 2147 2147 2146 214.6
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Balance sheet adjustments

The following table provides a reconciliation of the consolidated balance sheet components at December 31 from Canadian
GAAP to U.S. GAAP: :

2007
Property, plant and equipment — Canadian GAAP 3 19128
Foreign exchange gain {loss) on hedge of net investment (d) 24" -
Property, plant and equipment - U.S, GAAP ) '3 19128
Other assets — Canadian GAAP ' 54.8
Employee future benefits (e} (17.1)
Deferred financing costs (g} 14.4
Other assets - U.5. GAAP 52.1
Long-term debt ~ Canadian GAAP 784.6
Deferred financing costs (g) 14.4
Long-term debt ~ U.5. GAAP 799.0
Employee future benefits — Canadian GAAP 2115
Employee future benelits (e} 95.1
Employee future benefits - U.S. GAAP 306.8
Future income taxes — Canadian GAAP 154.2
Tax effect of employee future benefits adjustment {e) {37.6)
Tax effect of other adjustments ‘7.3
Future income taxes - U.S. GAAP 123.9
Shareholders' equity ~ Canadian GAAP 988.6
‘ Foreign exchange gain (loss) on hedge of net investment (dh} -
Employee future benefits (e) 7R {(112.2)
Tax effect of employee future benefits adjustment (e) 2. 37.6
Tax effect of other adjustments (84 (7.3)

Shareholders’ equity ~ U.S, GAAP . §225 S $ 9067

The foltowing table provides a reconciliation of accumulated other comprehensive income at December 31 from Canadian
GAAP to U.S, GAAP:

2008 2007

Accumulated other comprehensive income - Canadian GAAP 29 $ 136
Employee future benefits - adoption of FAS 158 ) e ALY (74.6}
Accumulated other comprehensive income {foss) ~ U.5. GAAP , 5 (4"64} $ 1619
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The following table presents the consolidated balance sheets under Canadian and U.S. GAAP:

As at December 31, 2008 ‘ 2007

Canadian u.s. Canadian us.
GAAP GAAP GAAP GAAP

Assets
Current assets

Cash and cash equivalents’ $ 50 % - % -
Accounts receivable 221.7 2131 2131
tnventories 211.4 2357 235.7
Prepaids and other 32.8. 40.7 40.7
v - 470.9 a89.5 4895
Property, plant and equipment 1,854.4 1.9128 1,912.8
Other assets _:.BOS. 54.8 §2.1
i 52,4062 $ 24571 § 24544
Liabilities B
Current liabilities 7 e - .
Accounts payable and accrued liabilities § 2694 S 2694 $ 2682 § 2682
Current portion of long-term debt £, 758 ¢ 758 1.2 12
Tigas2 . 3452 269.4 269.4
Long-term debt 8829 - 894.1 784.6 7990
Employee future benefits 2266 263.2 217 306.8
Other long-term obligations ) K 13.3 269 269
Future income taxes 668 - 49.3 154.2 1239
Deferred credits 188 186 21.7 217
;?.55.43‘4'3;"1 15837 1,4685 1,547.7
Shareholders’ equity AT o
Share capital S 103507 T 1,035.0 913.9 913.9
Contributed surplus 146 4 12.1 12.1
Retained earnings (1 747 . {180.7) 49.0 41.7
Accurnulated other comprehensive income (loss) S A {46.4) 13.6 (61.0)
' T -8700 8225 9886 906.7

5 24234 5 24062 $ 24571 $ 24544
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Amounts expressed in millions of dollars, except where otherwise stated

{ay

(b}

{c}

{d)

{e}

{g)

U.S. dollar revenue hedges : )

Effective January 1, 2007, the Company adopted the new Canadian accounting standards that require entities to record
its derivatives at fair value. Changes in the fair value of designated contracts, during the periad of designation, are
recorded in other comprehensive income, net of tax, until the hedged item is recognized. Changes in the fair value of
undesignated contracts are recagnized in income. Prior to January 1, 2007, under Canadian GAAP, translation gains and
losses on foreign currency aptions and forward contracts to self foreign currencies that were designated as hedges were

recognized concurrently with the hedged revenue in “Sales”. The adoption of new Canadian standards have eliminated
this difference.

U.5. dollar long-term debt hedges

Under Canadian GAAF, prior to January 1, 2004, the Company designated fareign currency contracts refated to its U.S, doflar
debt as hedges. The forward premium or discount on forward foreign currency contracts used 1o hedge the U.S. dollar long-
term debt was amortized to interest expense over the term of the forward contract. Effective January 1, 2004, foreign
currency contracts related to U.S. dollar debt are not designated as hedges. Under U.S. GAAP, the Company does not
account for such contracts as hedges of long-term debt and recagnizes the foreign currency contracts on a fair value
basis at each reporting period. The adoption of new Canadian standards on January 1, 2007 eliminated this difference.

Fixed-to-floating interest swaps

Effective January 1, 2007, the Company adopted the new Canadian accounting standards that recognize the unrealized
gains and losses on interest rate swap contracts in the financial statements. The ineffectiveness of the hedge is quantified,
and the ineffective portion of the changes in fair value is recorded in interest expense. Prior to January 1, 2007, unrealized
gains and losses on interest rate swap contracts designated as hedges were not recognized in the financial statements
under Canadian GAAR. The adoption of new Canadian standards have eliminated this difference.

Foreign exchange on hedge of net investment :

Under Canadian GAAF, the Company designated a forward contract as 3 hedge of the purchase price on the acquisition
of the Snowflake mill. The foreign exchange gain was accounted for as a reduction of the net investment. Under U.S.
GAAPF, the Company has eliminated the GAAP difference by recognizing the foreign exchange gain in earnings.

Employae future benefits

Effective December. 31, 2006, the Company adopted Financial Accounting Standards {"FAS”) No. 158, "Employers’
Accounting for Defined Benefit Pension and Other Post-retirement Plans”, This statement requires the recogrition of the
averfunded or underfunded status of a defined benefit post-retirement plan as an asset or liability in the balance sheet
and changes in that funded status in the year in which the changes occur through comprehensive income. This new
standard replaced the U.5. GAAP requirement to recagnize an additicnal minimum pension liability in cases where the
accumulated benefit obligation exceeded the market value of plan assets. The portion of this additional {iability that
related to unrecognized prior service cost was recognized as an intangible asset while the remainder was charged to
comprehensive income {loss). There is no change in the calculation of the pension and other employee future benefits
expense. Canadian GAAP has no such requirement.

Comprehensive income R

Statement of FAS No. 130, “Reporting Comprehensive Income”, requires that a company classify items of other
comprehensive income in a financial statement and display the accumulated balance of other comprehensive income
separately from retained earnings and additional paid-in capital in the equity section of the balance sheet. The concept
of comprehensive income exists under Canadian GAAP, but applies to fiscal years beginning on or after October 1, 2006
and applies to the Company commencing in its 2007 fiscal year,

Debt issue costs .

Effective January 1, 2007, on adoption of the new Canadian accounting standards, the Company netted its debt
issue costs associated with its senior notes against the carrying value of debt, Under U.S. GAAP, debt issue costs
are reported in the balance sheet as deferred charges.

CONSOUDATED FINANCIAL STATEMENTS
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{h} Future income taxes
On January 1, 2007, the Company adopted Financial Accounting Standards Board {"FASB") Interpretation
No. 48 (“FIN 48"), “Accounting for Uncertainty in Income Taxes”. FIN 48 clarifies the accounting for uncertainty
in income taxes and uses a more-likely-than-not threshold to determine recagnition in the financial statements of
an uncertain tax position. The more-likely-than-not threshold means that a benefit related to an uncertain tax position
is recognized only when it is more-likely-than-not that the position will be sustained based on its technical merits
and where there is a greater than 50 per cent likelihood that the position would be sustained if challenged by a tax
authority. The tax position is measured as the largest amount of benefit that is greater than 50 per cent likely of being
realized upon settfement. The unresolved uncertain tax positions must be reassessed at each balance sheet date based
on these thresholds. FIN 48 also provides guidance on de-recognition, dassification, interest and penalties, accounting
in interim periods and disclosure. FIN 48 is effective for fiscal years beginning after December 31, 2006.

The Company did not record any unrecognized tax benelits as a result of applying this interpretation.

A tabular reconciliation of the total amounts of unrecognized tax benefits at the beginning and end of 2008 is as follows:

Unrecognized tax benefits, beginning of year
Increases — tax positions taken in prior periods
Decreases ~ tax positions taken in prioc periods
Current period tax positions

Settlements

Lapse of statute of limitations

Decrease resulting from tax rate reduction

Unrecognized tax benefits, end of year

The above balance, if recognized, would affect the Companyss effective tax rate. Total amount of interests and penalties
related to the above amount is $nil.

In the normal course of business, the Company and its subsidiaries are subject to audits by the Canadian federal and
provincial taxing authorities, by the U.S. federal and various state taxing authorities and by the taxing authorities in
various foreign jurisdictions. All tax years up to and including December 31, 2002 have been sudited by the Canadian
federal taxing authorities. The Canadian federal taxing suthorities are présently auditing the December 31, 2003,
December 31, 2004, and December 31, 2005 taxation yesrs of the Canadian entities. The Company is not currently
under audit by the U.S. Interna! Revenue Service, by any U.S. state taxing authority or by any foreign taxing authority,
The U.S. federal statute of limitations for pre-2005 tax years expired on September 15, 2008.

{i) Shareholders’ equity )
Accumulated other comprehensive income is recorded as a separate component of shareholders’ equity under U.S.
GAAP. The cancept of accumulated other comprehensive income exists under Canadian GAAP, but applies to fiscal
years beginning on or after October 1, 2006 and appflies to the Company commencing in its 2007 fiscal year.

{i} Consolidated cash flows

Under U.S. GAAP, the consolidated cash flows would not be significantly different from the presentation under Canadian
GAAF, except that U.S. GAAP does not allow sub-totals within cash flows provided by operations. ‘

{k} Changes in accounting policies
Fair value measurement
FASB issued FAS 157, “Fair Value Measurement”, which clarifies the definition of “fair value* applicable under 3l
United States accounting standards, with some limited exceptions. The standard establishes a single definition of fair
value, sets out a framework for measuring fair value and requires additional disclosures about fair value measurements,
The objective of the standard is to increase consistency, refiability and comparability in fair value measurements, and
to enhance disclosures to help users of financial statements assess the effects of the fair value measurements used in
financial reporting. The framework provides a hierarchy for reliably determining fair value based on the definition in
the standard. This standard is effective November 1, 2008. For the year ended December 31, 2008, the Company has
adopted this standard under Canadian GAAP and as a result there is no difference. .

CONSOUDATED FINANCIAL STATEMENTS
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]

FASB issued FAS 159, “Fair Value Option for Financial Assets and Liabilities”, which allows entities to efect fair value
accounting to certain financial assets and liabilities. The adoption of this standard had no impact on the Company's
consolidated financial statements. ’

FASB issued FAS 140-e, “Disclosure About Transfers of Financial Assefs and Interests in Variable Interest Entities”,
that requires additional disclosures relating to retained interest in financial assets and provides guidance on how
a primary beneficiary is determined as a VIE. The adoption of this standard had no impact on the Company's
consolidated financial statements.

Changes in future accounting policies
FASB has issued the following announcements:

i} FAS 141R - "Business Combinations®, provides new guidance on accounting for business combinations, on how
entities should approach financial planning and reporting around business combinations. This will require entities to
be more transparent in demonstrating the values of assets and liabilities. This standard is effective for fiscal years
beginning after December 15, 2008.

(i) FAS 160 - “Non-controlling Interests in Consolidated Financial Statements”, has been issued to improve the
relevance, comparability, and transparency of the financial information that a reporting entity provides in its
consolidated financial statements by establishing specific accounting and reporting standards. This standard
is effective for fiscal years beginning on or after December 15, 2008

(i) FAS 161 - “Disclosures About Derivative Instruments and Hedging Activities”. This standard requires enhanced
disclosures to enable investors to better understand their effects on an entity’s financial position, financial
performance, and cash flows. The standard is effective for fiscal years beginning after November 15, 2008,

CONSOUDATED FINANCIAL STATEMENTS
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FASB issued FAS 159, “Fair Value Option for Financial Assets and Liabilities”, which allows entities to elect fair value
accounting to certain financial assets and liabilities. The adoption of this standard had no impact on the Company's
consolidated financial statements, :

FASR issued FAS 140-¢, “Disclosure About Transfers of Financial Assets and Interests in Variable Interest Entities”,
that requires additional disclosures relating to retained interest in financial assets and provides guidance on how
a primary beneficiary is determined as a VIE. The adoption of this standard had no impact on the Company’s
consolidated financial statements.

{} Changes in future accounting policies
FASB has issued the following announcements:

i} FAS 141R~ “Business Combinations”, provides new guidance on accounting for business combinations, on how
entities should approach financial planning and reporting around business combinations. This will require entities to
be more transparent in demonstrating the values of assets and liabilities. This standard is effective for fiscal years
beginning after December 15, 2008. .

{iiy FAS 160 - "Noﬁ-controﬂing Interests in Consolidated Financial Statements”, has been issued to improve the
relevance, comparability, and transparency of the financial information that a reporting entity provides in its
consolidated financial statements by establishing specific accounting and reporting standards. This standard
is effective for fiscal years beginning on or after December 15, 2008 ¢

(ifi) FAS 161 - “Disclosures About Derivative Instruments and Hedging Activities”. This standard requires enhanced
disclosures to enable investors to better understand their effects on an entity’s financial position, financial
performance, and cash flows, The standard is effective for fiscal years beginning after November 15, 2008.

CONSOUDATED FINANCIAL STATEMENTS
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Consolidated Statements of Earnings

Years ended December 31

{in millions of dollars) 2008 2007 2006 2005 2004 2003 2002 2001
Sales 31,8&94 $1,714.6 $1,8825 $1,823.9 $1,878.2 $1,820.5 $1,704.0 $1,561.1
Operating expenses L ’
Cost of sales 1,609.3 16043 11,6749 1,687.5 15821 1,2B66
Selling, general and
administrative 62.2 57.7 50.5 54,7 65.3 63.6
Restructuring and
change-of-control - 6.7 - - - -
Amaortization : 183.7 180.3 184.1 189.9 178.5 13t.2
Impairment g - 234. - - - - -
© 20068 18640 18786 1,890 19095 19321 18259 14814
Operating =2arnings {loss) (157.4) (1494) 39 (25.1) (31.3) (116 (1219 79.7
interest expense, net {75.09 {70.7) (73.8) {75.7} (74.9) (75.0 {76.2) 09
Foreign exchange gain {loss} '
on long-term debt {82.2) 103.9 0.3) 24,7 53.5 58.2 123 (17.1}
Write-down of property, plant
and equipment - - - - - {14.2 - -
Loss on repayment of ’
long-term debt - - - (5.2) - - -
Other income (expense), net (15.3) 1.8 4.5 1.2 3.9 {13.3) (40.2)
Earnings (loss} before
income tazes and )
non-controlling interest {131.5) . (68.9) {71.6) (86.7)  (146.5) (199.1) 23.3
Income tax recovery (100.0) (54.0) (46.6) (28.1) {62.0) (75.8} {21.2)
Net earnings (loss) before
non-controlling interest (31.5) {14.4) {25.0) (28.6) 84.5) {(123.3) 44.5
Non-controlling interest {0.1) {1.5) {0.6) - - - -
Net earnings {loss) (3168 (159 % (256 3% (286)3 (845 $ (123.3) 4.5
Other comprehensive
income (loss) ? 14.3 - - - - - -
Comprehensive income {loss} ! &% (17.3)8 (598 (25608 (2860 % (845 % (123.3) 44.5

1 Effective January 1, 2007, the Company adopted the new CICA Section 3855, *Financial Instnmments ~ Recognition and Measurement”, Section

1530, "Comprehensive Income”, Section 3865, “Hedges®, Section 3841, “Financial Instruments — Disch and P ions” and S 3251,
"Equity”. These standards introduce new requi s for recognition, and disclosure of financial instruments, when and how hedge
accounting may be applied, establishes the concept of comprehensive income and nules for operating it, and establishes rules for the presentation
of equity and changes in equity. Prior periad financial statements are not revised for the adoption of these new standards.

SUPPLEMENTARY INFORMATION
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Consolidated Balance Sheets

As at December 31 : )
{in millions of dollars) 2008 2007 2006 2005 2004 2003 2002 2001

Assets

Current assets
Cash and cash equivalents
Marketable securities
Accounts receivable
Inventories
Prepaids and other

- 3% 3558 -% 20°% -$ - $ 1048

- - - 344

2131 271.9 246.7 236.8 238.2 279.1 309.2
235.7 2450 245.7 2581 2359 242.7 230.5
407 15.4 24.1 24.6 21.9 9.2 4.1

489.5 573.8 5165 545.5 496.0 531.0 683.0

Property, plant and equipment 19128 20231 21393 21729 22902 2,3266 24144
Other assets . 548 44.4 449 328 36.7 47.1 804

$2,641.3 $2,7007 $2751.2 $2,822.9 $2,904.7 $3,159.8
Liabilities '

Current liabilities
Accounts payable
and accrued liabilities
Current portion
of long-term debt

$ 2682 % 29153 2786 % 2848 § 2666 % 3030 § 3035

1.2 1.8 0.8 0.7 0.7 0.7 10.7

2694 2933 2794 2855 267.3 303.7 314.2
784.6 858.7 866.5 828.4 850.9 8916 1,163.9
2117 187.2 171.6 165.2 183.5 163.7 133.6

26.9 233 335 63.6 61.2 19 LA

Long-term debt

Employee future benefits
Other long-term obligations
Future income taxes/

deferred credits 1759 2730 3300 365.7 390.8 4131 5005
14685 11,6355 1,681.0 11,7084 11,7537 11,7800 12,1233
Shareholders” equity
Share capital 213.9 913.6 9136 9136 913.6 884.6 673.1
Contributed surplus 12.1 9.3 7.3 48 - C - -
Retained earnings {deficit) 49.0 82.9 98.8 124.4 155.6 240.1 363.4
Accumulated other

136 - - - - - -
988.6 1,0058 . 1,019.7 1,0428 1,069.2 1,1247 1,0365
#§2,457.1 $2,681.3 $27007 $2751.2 $2,8229 $29047 $3,159.8

comprehensive income {loss)!

1 Effective January 1, 2007, the Company adopted the new CICA Saction 3855, "Financiaf Instruments - Recognition and Measurament”, Section
1530, “Comprehensive Income”, Section 3865, “Hedgaes”, Section 3861, “Financial Instruments — Disclosure and Presentations™ and Section 3253,
“Equity”. These standards introduce new requirements for recognition, measurement and disclosure of financial instruments, when and how hedge’
accounting may be applied, establishes the cancept of comprehensive income and rules for operating it, and establishes rules for the presentation
of equity and changes in equity. Prior peciod financial st; ts are not revised for the adoption of these new standards,

SUPPLEMENTARY INFORMATION
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Consolidated Statements of Cash Flows

Years ended Decersher 31
{in millions of dollars}

2008

2007

2006

2005

2004

2003 2002 - 2001

Cash flows provided
{used) by:
Operations
Net sarnings (loss)
items not requiring
{providing} cash
Amortization
Impairment or write-down
on property, plant
and equipment
Loss (gain} on disposal
of property, plant
and equipment
Future income taxes
Fareign exchange
loss {gain) on
long-term debt
Employee future benefits,
excess of expense
over funding
Increase {decrease)
in other long-term
obligations
Non-controfling interest
Lower of cost or market
write-down of inventories
Other

$ (221.1) 8
1658

"l asue

82,2

(31.6) %

1764

13.6
(100.7)

{103.9}

6.7

7.5
0.1

1.8
(20.9)

(159 %
183.7
234

(1.1)
(56.1)

0.3
6.4

09
1.5

(2.0}
(6.3)

(25.6) §

1803

1.6
(51.6)

(4.7
0.2
@4

0.6

0.5

© (0.8

(28.6) 3

184.1

1.1
(31.3)

{53.5)

5.2

(11.4)

1.5
(6.9)

{11.6) 8.5

(845§ (123.3)$ 445

189.9 178.5 131.2

14.2 - -

30.2
7.7

0.7 0.3)
{67.9} (21.5)

(58.2) (12.3) A

19.8 139 4.9

(14.0} {11.6) -

(1.0) - -
14.8

Changes in non-cash
working capital

(51.0)

483

134.8

(7.6

72.7

(12.0)

40.7

(25.9)

(12.6) (38.1) 2350

234 - 25.8 312

Cash flows provided {used)
by operations

2.7)

127.2

34.8

10.8 (12.3)  266.2

Investing
Acquisition of Snowflake
newsprint mill
Acquisition of paper
recycling business
Acquisition of
Pacifica Papers Inc.
Additions to property,
plant and equipment
Proceeds from sale
of marketable securities
Proceeds from sale of
property, plant
and equipment
Proceeds from sale of
Mackenzie pulp operation
Proceeds from termination
of interest rate swaps
Purchase price adjustment
Decrease (increase)
in other assets

R

(4.4)

(93.2)

35

4.3

0.4)

{95.2)

3.5

(1.3)

{68.0)

0.5

26,6

0.9)

(32.1) - -
(74.1}
(81.4)

(82.2) (92.7}

- 392 -

0.4 1.5 0.7
103.8

15.9 34 -

1.1 8.4 16

Cash flows used
by investing activities

{202.9)

(83.7)

{85.8)

(93.0)

(41.8) -

(%6.1) {42.5) {60.7)
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Consolidated Statements of Cash Flows (continued

Years ended December 31

{in millions of dolfars) © 2008 2007 2006 2005 2004 2003 2002 200
Financing
- Special distribution - - - - - - (1,490.3)

Dividends paid - - - - - - (37.2)
Repayment of revolving

operating loan - - - - = - -
Increase (decrease}

in revolving loan

and loan payable A 47.0 {5.5) 6.4 (125 {105.7) 1191 -
issue of long-term debt - - - - 3331 2127 - 768.7
Repayment of long-term debt - - - - (266.7) -~ {3867) (2409
Premium and expenses

on repayment

of long-term debt - - - - {15.0 - - -
Increase {decrease)}

in other long-term debt 36 3.6 {0.4) (0.2) 0.3) 0.3} 6.1 -
issue of shares, net L ' :

of share issue costs : 4211 0.3 - - - {0.1) 208.1 -
Increase (decrease) in other Lo

long-term obligations R - - - - {15.2 34 -
Deferred financing costs ) ; - - 0.1 6.2 {5.6) - {30.7)

Cash flows provided {used)

by financing activities $0.9 5.9 6.3 330 85.3 (50.0) (1,030.4)

Cash and cash equivalents,
increase (decrease)

in the year {35.5} 35.5 {26.0) 26.0 - {104.8) (824.9)
Cash and cash equivalents,

beginning of year 355 - 26,0 - - 104.8 929.7
Cash and cash equivalents,

end of year - % 355 % -3 208 - $ - 3 1048

SUPPLEMENTARY INFORMATION
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MANAGEMENT'S RESPONSIBILITY

. MANAGEMENT'S REPORT ON FINANCIAL STATEMENTS AND

ASSESSMENT OF INTERNAL CONTROL OVER FINANCIAL REPORTING

Catalyst Paper Corporation’s managemenit is responsible for the preparation, integrity and fair presentation of the
accompanying consolidated financial statements and other information contained in this Annual Report. The consolidated
financial statements and refated notes were prepared in accordance with U.S. generally accepted accounting principles,
except note 33 which sets out the significant measurement differences had these statements been prepared in accordance
with generally accepted accounting principles in Canada, and reflect management's best judgments and estimates, Financial
information provided elsewhere in the Annual Report is consistent with that in the consolidated financial statements.

Management is responsible for designing and maintaining adequate internal control over financial reporting. The Company's
internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for reporting purposes. Internal control over financial
reporting include processes and procedures that:

* pertain to the maintenance of records that, in reasonable detail, accurately reflect the transactions of the Company;

* provide reasonable assurance that transactions are recorded as necessary 10 permit preparation of financial
statements and footnote disclosures;

* pravide reasonable assurance that receipts and expenditures of the Company are appropriately authorized by the
Company's management and directors; and .

-

provide reasonable assurance regarding the prevention or timely detection of an unauthorized use, acquisition or -
disposition of assets that could have a material effect on the consolidated financial statements. ‘

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Projections of any evaluation of effectiveness to future periods are subject 1o risk that controls may become inadequate
because of changes in condition, or that the degree of compliance with policies or procedures may deteriorate.

Management assessed the effectiveness of the Company's internal control over financiai reporting as of December 31, 2009,
Management based this assessment on the criteria for internal control over financial reporting described in the “Internal
Control - Integrated Framework™ issued by the Committee of Sponsoring Organizations of the Treadway Commission.
Management's assessment included an evaluation of the design of the Company’s internal control over financial reporting
and testing of the operational effectiveness of its internal controf over financial reporting. Management reviewed the
results of its assessment with the Audit Committee of the Company’s Board of directors.

Based on this assessment, management determined that, as of December 31, 2009, the Company's internal control
over financial reporting was effective.

The Company's independent auditor which audited and reported on the Company's consolidatad financial statements
has also issued an auditors’ report on the Company’s internal control over financial reporting,

The Board of directors is responsible for satisfying itself that management fulfills its responsibilities for financial
reporting and internal control. The Audit Committee, which is comprised of three non-management members of the
Board of directors, provides oversight to the financial reporting process, The Audit Commiittee meets periodically with
management, the internal auditors and the external auditors to review the consolidated financial statements, the
adequacy of financial reporting, accounting systems and controls and internal and external auditing functions.

These consolidated financial statements have been audited by KPMG LLP, the independent auditors, whose report. follows.

Richard Gameau ' Brian Baarda
President and Chief Executive Officer Vice-President, Finance and Chief Financial Officer

Vancouver, Canada
March 11, 2010
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AUDITORS' REPORT ON FINANCIAL STATEMENTS

To the Shareholders of Catalyst Paper Carporation

We have audited the consolidated balance sheets of Catalyst Paper Corporation (“the Company"™) as at December 31, 2009
and 2008 and the consolidated statements of earnings {loss), comprehensive income (loss), equity and cash flows for
each of the years in the three-year period ended December 31, 2009, These financial statements are the responsibility of
the Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted accounting standards and with the standards
of the Public Company Accounting Oversight Board (United-States). Those standards require that we plan and perform
an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also inctudes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the
Company as at December 31, 2009 and 2008 and the results of its operations and its cash flows for each of the years
in the three-year period ended December 31, 2009 in accordance with U.S. generally accepted accounting principles.

Kins -
Chartered Accountants
Vancouver, Canada

March 11, 2010
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING LINDER
STANDARDS OF THE PUBLIC COMPANY ACCOUNTING OVERSIGHT BOARD (UNITED STATES)

To the Shareholders and Board of directors of Céialyst Paper Corporation

We have audited Catalyst Paper Corporation's (“the Company®) internal control over financial reporting as of

December 31, 2009, based on the criteria established in Internal Control - Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (“COS0"). The Company’s management Is responsible
for maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal
control over financial reporting, included in the accompanying Management’s Report on Financial Statements and
Assessment of internal Control-Over Financial Reporting. Our responsibility is to express an opinion on the Company's
internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversi'ght Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether,
effective internal control over financial reporting was maintained in all material respects. Our audit included obtaining
an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and
testing and evaluating the design and operating effectiveness of internal control based on the assessed risk. Qur audit
also included performing such other procedures as we considered necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinion.

A company’s internal control over financiat reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company's internal control over financial reporting includes those policies and
procedures that (1) pertain to the maintenance- of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company's assets that could have a material effect

on the financial statements.

Because of its inherent fimitations, internal control over financial reporting may not prevent or detect misstatements, Also,
projections of any evaluation of effectiveness to future periads are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the poficies ar procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control aver financial reporting
as of December 31, 2009, based on the criteria established in-Internal Control - Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (“COSQ").

We also have conducted our audits on the consofidated financial statements in accordance with Canadian generally
accepted auditing standards and with the standards of the Public Company Accounting Oversight Board (United States).
Our report dated March 11, 2010, expressed an unqualified opinion on those consolidated financial statements.

K& £<F

Chartered Accountants
Vancouver, Canada

March 11, 2010
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CONSOLIDATED BALANCE SHEETS
4s at December 31,

e

wh
LN

{in millions of Canadian dollars) 2009 2008
Assets

Current assets

Cash and cash equivalents $ 5.0

Accounts receivable (note 8) 221.7

Inventories (note 9} 2114

Prepaids and other (note 10) 328

. 470.9

Praperty, plant and equipment (note 11} 1,854.4

Other assets (note 12) 65.0

$ 2,390.3

Liabilities
Current liabilities
" Accounts payable and accrued liabilities (note 13)

$ 1733 $ 2694

Current portion of long-term debt {note 14} 758
‘ 345.2
Long-term debt {note 14} 894.1
Employee future benefits {note 15) 263.2
Other long-term obligations (note 16) 133
Future income taxes {note 17) 433
Deferred credits (note 18) 186 . .
1,583.7
. Equity
Shareholders’ equity
Common stock: ne par value; unlimited shares authorized; issued
and outstanding: 381,753,490 shares {2008 — 381,753,490 shares) 1,035.0 1,035.0
Preferred stock: par value determined at time of issug; authorized
100,000,000 shares; issued and outstanding: nil shares - -
Additional paid-in capital 14.6
Deficit - {180.7)
Accumulated other comprehensive income (less) (note 19) _ {4649
8225
Non-controlling interest {deficit) {15.9)
806.6

Yidie 7 73903

Commitments, Guarantees and Indemnities and Contingent Liabilities {notes 28, 29, and 30)

Subsequent Event (note 31)

The accompanying notes are an integral part of the consolidated financial statements.

Al >

Richard Gameau Thomas S. Chambers -

On behalf of the Board:

Director Director
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CONSOLIDATED STATEMENTS OF EARNINGS (LOSS)
Years ended Becember 31,

{in miffions of Canadian doflars, except where olherwise stated} 2009 2008 2007
Sales $10ET $ 18194 $ 17146
Bperating exgenses E .
Cost of sales, excluding depreciation and amortization KOIES. 16130 15746
Depreciation and amortization 1466 165.8 176.4
Selling, general and administrative . 448 469 48.3
Restructuring (note 20) 118 30.1 64.7
Impairment (note 5) 174 151.0 -
- 12622 2,006.3 1,864.0
Operating earnings (loss) {60.5) (1574 (149.9)
Interest expense, net (note 21) 69.3) {75.0) 0.0
Gain on cancellation of long-term debt (note 14) 307 - -
Foreign exchange gain {loss) on long-term debt B3 {82.2) 103.9
Other income (expense), net (note 22) 9:4) 49 (15.3)
Earnings {loss) before income taxes @32 @3037)  (13L5)
income tax recovery {note 17) {21:5) {50.7) (95.1)
Net earnings (loss} . (58 21900 (36.4)
Net {earnings) loss attributable to non-controlfing interest {note 6} oo R 0.8) {.1)

Net earnings (foss) attributable to the Company

Basic and diluted net earnings (loss) per share attributable

to the Company's common shareholders {note 23) {in dollars)
Weighted average number of the Company’s common shares outstanding {in millions)

$ (2198) § (36.5)

$ (063 & @1
336.1 214.7

The accompanying notes are an integral part of the consolidated financial statements.

Cn
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(S

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

Years ended December 31,

{in millions of Canadian doflars) 2009 2008 2007
Net eaenings {loss) $ (BB 0§ (2150 § (364

QOther comprehensive income (loss), net of {axes:
Empioyee future benefits liability adjustment, net of taxes of $9.9 million

{2008 - $8.1 mitkion; 2007 — $2.2 million) {26.2 228 {5.8)
Reclassification of amortization of emplayee future benefits, net )
of taxes of $2.5 million (2008 — $3.6 million; 2007 - $5.1 million) 68 103 139
Unrealized net gain (loss) on cash flow revenue hedges, net of o
taxes of $6.0 million {2008 — $11.1 miltion; 2007 ~ $13.8 million) 145 {25.0) 284
Reclassification of net (gain) loss on cash flow revenue hedges, net :
of taxes of $2.1 million (2008 — $0.1 miflion; 2007 — $7.3 mitfion) . A8 0.2) {14.1)
Foreign currency translation adjustment, net of related hedging -
activities, net of taxes of $4.4 million (2008 — $4.6 million) 15:6) 6.7 -
Unrealized foss on interest rate hedges, net of taxes of $0.4 millien 62 - - ¢
Other comprehensive income (loss), net of taxes (68 14.6 224
Total compretiensive income (loss) : (25 044)  (14D)
Comprehensive {income) loss attributable to non-controlling interest:
Net {earnings) loss 1.2 - {0.8) {0.1)
Other comprehensive loss, net of taxes of $0.2 milkion 86 - -
Comprehensive (income) loss attributable to non-controlfing interest . I8 {0.8) {0.1)
Comprehensive income (loss) attributable to the Company 3 Gon § (052§ (4n

The accompanying notes are an integral part of the consolidated financial statements.




CONSOLIDATED STATEMENTS OF EQUITY

Equity attributahle to the Company

Accumulated

Common stock Non-
* Additional Ratained other controlling
Humber paid-in earnings comprehensive interest
{in millions of Canadian dollars} of shares $  capital (deficit) income (foss)  (deficit) Total
Balance as at December 31, 2006 214604120 § 9136 $ 93 § 755 $ 834 § (56 $ 8995
Stock option compensation expense - - - 32 - - - 32
Stock options exercised 80,009 0.3 {0.4) - . - 0.1
Net earnings (loss) - - - (36.5) - 0.1 {36.9)
Distributions to non-controlling interest - - - - - {0.6) (0.6)
QOther comprehensive income (loss),
net of taxes - - - - 224 - 224
Balance as at December 31, 2007 214684128 § 9139 § 121 § 391 $ (61.0) § {(16.1) § 888.0
Issue of common shares on rights :
offering, net of share issue ~
costs (note 7) 167,069,361 1211 - - - - 1211
Stock option compensation expense - - 2.5 - - - 25
Net earnings {loss) - - ~ {2198 - 08 (219.0)
Distributions to non-controlling interest ) - - - - - (0.6) {0.6)
Other comprehensive income {loss}, .
net of taxes - - - - 14.6 - 146
Balance as at December 31, 2008 381,753490 $1,0350 § 146 $(180.7) § @64 § (159 § 8066
Stock option compensation expense -~ 7. - - .= S e T T
Net earnings (loss) ; - - - ) - a2 . &6
Distributions to non- : , a o
controlling interest : = - - - - @3 Wy
Other comprehensive income {loss), '
net of taxes s - .
Balance as at December 31, 2009 64 $(uEE. ¢

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended December 31, )
{in millions of Canadian doHars) 2009 2008 2007
Cash flows provided (used) by:
Operations .
Net earnings (foss) $ &8 % 2190 § (364
Items not requiring (providing) cash
Depreciation and amertization 146:6 165.8 176.4
impairment (note 5) 2] 1510 -
Future income taxes {note 17) (26:6) {92.4) {95.8) -

Foreiga exchange loss (gain} on long-term debt @5 82.2 {103.9)
Gain on cancellation of long-term debt (note 14) S )71 - -
29 6.7

Employee future benefits, expense over cash contributions
increase (decrease) in other long-term obligations (5.1) 15
Loss {gain} on disposal of property, plant and equipment (0.4} 13.6
Lower of cost or market write-down of inventories 123 2.6 *
Derivative financial instruments 184 {24.4)
Other ’ {2.5) 2.7
Changes in non-cash working capital )
Accounts receivable 120.2 {7.4) 64.2
lnventories 359 215 14
Prepaids and other 08 36 {5.0)
Accounts payable and accrued liabilities (55:5) (52.8) {18.3)
~ A5d4 (35.1) 433
Cash flows provided {used) by operations 14 78.1 2.7
Investing I )
Acquisition of Snowflake newsprint mill (note 7) B (172.2) -
Additions to property, plant and equipment ;2 {41.9) {85.8)
Proceeds from sale of property, plant and equipment 45 2.2 65
Proceeds from termination of interest rate swaps L= 76 -
Decrease (increase) in other assets . {1.0) (4.4}

Cash flows used by investing activities

) (2053 (83.7)

Financing
Issue of shares, net of share issue costs {note 7) 121.1 -
Increase (decrease) in revolving Joan and loan payable, - 60.1 470
Repayment of revolving operating loan 47.1) -
Repayment of long-term debt (note 14) - -
Proceeds from fong-term debt {note 14) - -
Preceeds on termination of debt foreign currency contracts - -
Settlement on purchase of debt securities (rote 14) - -
Deferred financing costs {5.5) -
Increase (decrease) in other long-term debt 36 38
Issue of shares from exercise of stock options - - 0.3
Cash flows provided (used) by financing activities. {20.4) 132.2 50.9
Cash and cash equivalents, increase {decrease) in the year 181 50 {35.5)
Cash and cash equivalents, beginning of year 5.0 - 355
Cash and cash equivalents, end of year _§ 831 $ 50 $ -
Supplemental disclosures: ‘
Income taxes paid $ 65 $ 08 ¢ 05
Net interest paid . B6S 74.4 67.8

o SR

————.

The accompanying notes are an integral part of the consolidated financial statements,



CONSOLIDATED BUSINESS SEGMENTS

Year ended December 31, 20098 Specialty Corporate

{in mittions of Canadian dolfars) printing papers Newsprint Pulp  adjustments Consolidated

Sales to external customers $ 8183 $ 37 $ 687 $ - $ L1

Inter-segment sales - - 134 (13.4) . -
Restructuring (note 20) 7 30 32 - 113
Depreciation and amortization 98 - 445 8.3 - 1466

impairment {note 5) - 174 - - 114
Operating earnings (loss) 255 2D {13.3) - {66.5)
Total assets . 1,2013 573.3 2071.8 174 2,0908
Additions to property, plant and equipment 5.8 52 65 - 1ns
Year ended December 31, 2008 Speciaity Corporate

(ta miftions of Canadian doffars) priting papers Newsprint Pulp  adjustments Gonsalldated

Sales to external customers $ 1,000.9 $ 4639 $ 3846 $ - $ 18494

Inter-segment sales - - 36.8 {36.8) -
Restructuring {note 20} 10.6 41 15.4 - 30.1

Depreciation and amortization 100.6 313 21.8 - 165.8

Impairment (note 5} 11.9 24 136.7 - 151.6

Operating earnings (loss) 210 36 {188.0) - (152.4)
Total assets 1,366.5 685.9 280.7 51.2 23803

Additions to property, plant and equipment 24.2 15.1 26 - 419

Year ended Decemher 31, 2007 Specialty Corporate

{in mitfions of Canadian doflars) printing papers Newsprint Pulp  adjustments Consolidated

Sales to external customers $ 919§ $ 3380 $ 4570 $ - $ L7146

Inter-segment sales - - 45.3 {45.3) -

Restructuring (note 20) 422 12.9 9.6 - 6A.T
Depreciation and amortization 101.3 33.2 419 - 176.4

Operating earnings (loss) {75.1) (56.9) {17.4) - (149.4)
Tota! assets ) 1,293.8 656.0 468.2 20.3 24383

Additions to property, plant and equipment 428 324 10.6 - 85.8

The accompanying notes are an integral part of the consolidated financial statements.

[N
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CONSOLIDATED GEOGRAPHIC BUSINESS SEGMENTS

. Specialty

Year ended December 31, 2008
{t millions of Canadian dollars) printing papers Newsprint Pulp Total
Sales by shipment destination: ) L . . ' .
Canada T R O T K
{Inited States 641,2 a0 38 8322
Asia and Australasia n3 . W 41:6: T3
Latin America 368 - 483 10 86:1 -
Europe and other R SR X 26
$ W53 R § B¢ habmT
Year ended Oecember 31. 2008 Specialty
{tn milions of Canadian doHars) printing papers Mewsprint Pulp Total
Sales by shipment destination:
Canada $ 1380 ¢ 583 $ 126 $ 2004
United States 764.6 2618 50.6 1,077.0
Asia and Australasia 28.2 1.7 1918 291.5
Latin America 69.9 708 255 170.0
Europe and ather 0.2 10 1003 101.5
$ 1,000.5 $ 4639 $ 3846 $ 18494
Year gnded December 31, 2007 Specially
(in millions of Canadian dotlars) printing papers Hewsprint Pulp Total
Sales by shipment destination:
Canada $ 1210 $ 607 $ 145 $ 1962
United States 712.2 145.7 410 904.9
Asia and Australasia 22.7 67.8 242.2 3327
"Latin America 59.9 616 36.7 158.2
Europe and other 38 2.2 116.6 1226
$ 9196 $ 3380 $ 4570 $ 1,7146
As at December 31, 2009 2008
Property, plant and equipment by geographic location: )
Canada $ 14928 $ 1,645.0
United States s 209.4
‘ § U6GAT 18544

The accompanying notes are an integral part of the consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
{Amounts expressed in millions of Canadian dolars, except where otherwise stafed)

1. NATURE OF OPERATIONS

Catalyst Paper Corporation, together with its subsidiaries and partnerships {collectively, the “Company") is a significant
specially mechanical printing papers and newsprint producer in North America. The Company operates in three

1

business segments.

Specialty printing papers * Manufacture and sale of mechanical specialty printing papers

Newsprint » Manufacture and sale of newsprint

Pulp + Manufacture and sale of long-fibre Northern Bleached Softwood Kraft (*NBSK"} pulp

{prior to November 18, 2008, pulp segment included manufacture of short-fibre NBSK
pulp and white top linerboard)

The Company manages its business based on the products that it manufactures and sells to customers. Five manufacturing
facilities, including a paper récycling facility, are located in the province of British Columbia (“B.C. “}, Canada and one
manufacturing facility is located in Arizona, U.S.A. Inter-segment sales consist of pulp transfers at cost.

The primary market for the Company’s paper products is North America. The primary markets for the Company's pulp
products are Asia and Australasia, and Europe.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Effective for the year ended December 31, 2009, the Company has chosen to adopt U.S. generally accepted
accounting principles (“U.S. GAAP") for the presentation of its consolidated financial statements for Canadian and
United States reporting requirements. Historically, the Company has presented its annuat and interim consolidated
financial statements in accordance with Canadian generally accepted accounting principles ("Canadian GAAP") with
reconciliation in its annual consolidated financial statements to U.S. GAAP for material recognition, measurement
and presentation differences. As a result of this transition to U.S. GAAP, the Company has presented its 2009 annual
audited consolidated financial statements in accordance with U.S. GAAP and included a reconciliation to Canadian
GAAP for material recognition, measurement and presentation differences in note 33, "Recenciliation of United States
and Canadian Generally Accepted Accounting Principles.” Canadian GAAP will change aver to International Financial
Reporting Standards (“iFRS"} effective for public companies for periods beginning January 1, 2011, The decision

to adopt U.S. GAAP has been approved by the Company’s Board of directors after due consideration of benefits and
disadvantages of reporting under U.S. GAAP versus IFRS.

{a) Basis of Consolidation

The consolidated financial statements include the accounts of the Company and, from their respective dates of
acquisition of controf or formation, its wholly-owned subsidiaries and partnerships. In addition, the consolidated
financial statements include the accounts of the Company's joint venture, Powell River Energy Inc. {(*PREI"),

a variable interest entity. All inter-company transactions and amounts have been eliminated on cansolidation.

{b

[~3

Variable Interest Entities

Variable interest entities ("VIE") are entities in which equity investors do not have a controlling financial interest
or the equity investment at risk is not sufficient to permit the entity to finance its activities without additional
subordinated financial support provided by other parties. The Company consolidates the accounts of VIEs where

it has been determined that the Company is the primary beneficiary, defined as the party that-receives the ma;onty
of the expected residual returns and/or absorbs the majority of the entity's expected losses.

{c) Use of Estimates

The consolidated financial statements have been prepared in conformity with U.S. GAAP, which require management
to make estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of
contingent assets and fiabilities at the date of the financial statements, and the reported amounts of revenues

and expenses during the-year. On an ongoing basis, management reviews its estimates, including those related to
inventory obsolescence, estimated useful lives of assets, environmental and legal fiabilities, impairment of long-lived
assets, derivative financial instruments, pension and post-retirement benefits, bad debt and doubtful accounts,
income taxes, restructuring costs, and commitment and contingencies, based on currently available information.
Actual amounts could differ from estimates.




NOTES TO CDNSOL!DAfED FINANCIAL STATEMENTS
(Amounts expressed in milions of Canadian dollars, except where otherwise stated)

{d)

{e)

{f}

~—

{g

{h)

Going Concern

Under U.S. GAAP, the Company is required to assess its ability to continue as a'going concern or whether substantiat
doubt exists as to the Company’s ability to continue as a going concern into the foreseeable future. The Company
has forecasted its cash flows for the next 12 months and although the current économic environment is difficult, the
Company believes that it has adequate liquidity in cash and available borrowings under its credit facilities to finance
its operations without support from other parties over the next year. Thus, the Company has concluded that substantial
doubt does not exist as to the Company’s ability te continue as a going concern over the next fiscal year. -

The Company;'s 8.625% senior notes of US$354.2 million are due June 15, 2011. Subsequent to year-end, the
Company exchanged 89.96% of these senior notes for new senior secured notes. Refer to note 31, “Subsequent
event” for additional details.

Revenue Recognition

The Company recognizes revenues upon shipment when persuasive evidence of an arrangement exists, prices
are fixed or determinable, title of ownership has transferred to the customer and collection is reasonably assured.
Sales are reported net of discounts, allowances and rebates. .
Shipping and Handling Costs

The Company efassifies shipping and handling costs to “Cost of sales, excluding depreciation and amortization®
as incurred,

Teanslation of Foreign Currencies

The majority of the Company’s sales are denominated in foreign currencies, principally U.S. dollars. Revenue and
expense items denominated in foreign currencies are translated at exchange rates prevailing during the period.
Monetary assets and liabilities denominated in foreign currencies are translated at the period-end exchange rates.
Non-monetary assats and liabilities are translated at exchange rates in effect when the assets are acquired or the
obligations are incurred. Foreign exchange gains and losses are reflected in net earnings (loss) for the period.

The Company has a foreign subsidiary that is considered to be self-contained and integrated within its foreign
jurisdiction, and accordingly, uses U.S. doliar as its functional currency. The foreign exchange gains and losses
arising from the translation of the foreign subsidiary's accounts into Canadian dollars are reported'as a component
of other cornprehensive income (loss), as discussed in note 19, “Accumulated Other Comprehensive Income (Loss).”

Derivative Financial Instruments

The Company uses derivative financial instruments in the management.of foreign currency and price risk associated
with its revenues, energy costs and long-term debt. It also uses interest rate swaps to manage its net exposure to
interest rate changes. The Company's policy is to use derivatives for managing existing financial exposures and not
for trading or speculative purposes. The Company accounts for its derivatives at fair value at each balance sheet date,

The Company designates the hedge relationship and formally documents at its inception, the particutar risk
management objective and strategy, the specific asset, liablity or cash flow being hedged, as welf as how effectiveness
is assessed. Risk management strategies and refationships are assessed on an on-going basis to ensure each derivative
instrument is effective in accomplishing the objective of offsetting either changes in the fair value or cash flow
attributable to the exposure being hedged both at inception and over the term of the hedging relationship.

In a fair value hedge, hedging instruments are carried at fair value, with changes in fair value recognized in the
consolidated statement of earnings (loss). The changes in fair value of the hedged ltem attributable to the hedged risk
is also recorded in the consolidated statemnent of earnings ((oss) by way of a corresponding adjustment of the carrying
amount of the hedged items recognized on the balance sheet.

6
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HOTES TO CONSOLIDATED FINANCIAL STATEMENTS
{Amounts expressed in millions of Canadian dollars, except where otherwise stated) !

(i}

M

In a cash flow hedge, the changes in fair value of derivative financial instruments are recorded in-“Other comprehensive
income {loss)”. These amounts are reclassified in the consolidated statement of earnings {loss} in the periads in which
results are affected by the cash flows of the hedged item. Any hedge ineffectiveness is recorded in the consolidated
statement of earnings (loss) when incurred,

In hedges of the foreign currency exposure of net investments in foreign subsidiaries that are self-contained and
integrated within a particular country, gains and losses on transiation are deferred in a separate component of
shareholders’ equity to be recognized in net earnings upon sale or upon complete or substantially complete
liquidation of the net investment in the foreign subsidiary.

Cash flows from derivative financial instruments for which hedge accounting does not apply are classified, in general,
to “Operations™ on the consolidated statement of cash flows consistent with the hedged transaction. Cash flows
resufting from termination of interest rate swaps are classified as “lnvesting activities”.

Cash and Cash Equivalents

Cash and cash equivalents include cash and short-term investments with original maturities of less than three
months and are presented at {air value,

inventories

Specialty printing papers, newsprint and pulp inventories are valued at the lower of three month moving average cost
or market. Wood chips, pulp logs and other raw materials are valued at the lower of cost or market. For raw materials
to be used in the production of finished goods, market is determined on an as-converted-to-finished-goods basis.
Work-in-progress and operating and maintenance supplies and spare parts inventories are valued at cost. Cost is

- defined as all costs that relate to bringing the inventory to its present condition and location under normal operating

{k)

0

conditions and includes manufacturing costs, such as raw materials, labour and production overhead, and
depreciation and amortization costs. In addition, cost inctudes freight costs to move inventory off-site.

Repairs and Maintenance Costs

Repairs and maintenance, including costs associated with planned major maintenance, are charged to “Cost of
sales, excluding depreciation and amortization” as incurred.

Property, Plant and Equipment

Property, piant and equipment are stated at cost, less accumulated depreciation and amortization, including asset
impairment charges. Interest costs for capital projects are capitalized. Buildings, machinery and equipment are
generally amortized on a straight-line basis at rates that reflect estimates of the economic lives of the assets. The
rates for major classes of assets based on the estimated remaining economic lives are;

Buildings ’ 2.5% - 5.0%
Paper machinery and equipment 5.0% - 10.0%
Pulp machinery and equipment 10.0% - 20.0%

During periods of major production interruption on assets with economic lives greater than five years, an obsolescence
amount of 50% of normal depreciation is charged on manufacturing machinery and equipment.

No depreciation is charged on capital projects during the period of construction. Start-up costs incurred in achieving
normal operating capacity on major capital projects are expensed as incurred.

Leasehold improvements are normatly amortized over the lesser of their expected average service life and the term
of the lease.

When property, plant and equipment are sold by the Company, the historical cost less accumulated depreciation and
amortization is netted against the sale proceeds and the difference is included in “Other income {expense}, net.”

ar
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(Amounts expressad in mitlions of Canadian dollars, except where otherwise stated)

{m) Impairment of Long-ived Assets

(n)

~—

(o

Long-lived assets are tested for recoverability when events or changes in circumstances indicate their carrying value
may not be recoverable. A long-lived asset is potentially not recoverable when its carrying value is greater than the
sum of the undiscounted cash flows expected to result from its use and eventual disposition. The impairment loss,
if any, is measured as the amount by which the long-fived asset's carrying amount exceeds its fair value.

Environmental Costs

Environmental expenditures are expensed or capitalized depending upon their future economic benefit. Expenditures
that prevent future environmental contamination are capitalized as part of “Property, plant and equipment”, and
depreciation and amortization is subsequently charged to eam ings over the estimated future benefit period of the assets,
Expenditures that relate to an existing condition caused by past operations are expensed. Liabilities are recorded
on an undiscounted basis when rehabilitation efforts are likely to occur and the costs can be reasonably estimated.

Asset Retirement Obligations

Asset retirement obligations are recognized at fair value in the period in which the Company incurs a legal - .
obligation associated with the retirement of an asset. The associated costs are capitalized as part of the carrying

- value of the related asset and amortized over its remaining useful life. The tiability is accreted using a credit-

(p)

(q

{r)

adjusted risk-free interest rate.

The Company’s obligations for the proper removal and disposal of asbestos products in its mills meet the definition
of a conditional asset retirement obligation. That is, the Company is subject to regutations that are in place to
ensure that asbestos fibres do not become friable, or loose. The regulations require that friable asbestos be repaired
or removed in accordance with the regulations.

The Company's asbestos can generally be found on steam and condensate piping systems throughout its facilities,
as well as in transite cladding on buildings and in building insulation. As a result of the tongevity of the Company's
mills, due in part to the Company's maintenance procedures, and the fact that the Company does not have plans
for major changes that would require the removal of asbestos, the timing of the removal of asbestos in the Company’s
mills is indeterminate. As a result, the Company is currently unable to estimate the fair vajue of its asbestos
removal and disposal obligation. :

Deferred Financing Costs

Deferred costs related to the Company's long-term debt are included in “Other assets" and amortized using the
effective interest rate method over the legal iife of the related liabifity. Financing costs associated with miodifications
of long-term debt are expensed as incurred. )

Stock-based Compensation and Other Stock-based Payments

Stock options and restricted share units granted to the Company's key officers, directors and employees are
accounted for using the fair value-based method. Under this method, compensation cost is measured at fair value
at the date of grant, and is expensed over the award's vesting period. Any consideration paid by plan participants
on the exercise of share options or the purchase of shares is credited to “Common stock” together with any related
stock-based compensation expense. Performance and time based share-based payments are amortized over their
vesting periods when it is probable that the performance conditions wil be satisfied.

Deferred share units are accounted for using the quoted market value at each reporting period until setilement,
and are amortized over their vesting periods.

Income Taxes

Income taxes are accounted for using the asset and fiability method. Future income tax assets and liabilities are
based on temporary differences (differences between the accounting basis and the tax basis of the assets and
liabilities) and non-capitat loss carry-forwards and are measured using the enacted tax rates and laws expected to
apply when these differences reverse. Future tax benefits, including non-capital loss carry-forwards, are recognized
to the extent that realization of such benefits is considered more likely than not. The effect on future tax assets
and liabilities of a change in tax rates is recognized in earnings in the period that enactment occurs.

R
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{s) Deferred Credits

Deferred credits represent the excess of amounts assigned to future income tax assets for tax losses acquired
in other than business combinations over the consideration paid. Deferred credits are amortized to “Income tax
recovery” in the consolidated statement of earnings (loss) during the period that the acquired tax asset is utilized.

(t) Employee Future Benefits

The Company maintains pension benefit plans for all salaried employees which include defined benefit and defined
contribution segments. The Company also sponsors other post-retirement benefit plans, covering heath and dental
benefits. The Company recognizes assets or {iabilities for the respective overfunded or underfunded statuses of its
defined benefit pension plans and other post-retirement benefit plans on its consolidated balance sheet. Changes
in the funding statuses that have not been recognized in the Company's net periodic benefit costs are reflected in
“Other comprehensive income {loss)” in the Company’s consolidated balance sheet. Net periodic benefit costs are
recognized as employees render the services necessary to earn the pension and other post-retirement benefits.

The estimated cost for pensions and other employee future benefits provided to employees by the Company
is accrued using actuarial techniques and assumptions during the employees’ active years of service. The net
periodic benefit cost includes:

 the cost of benefits provided in exchange Tor employees’ services rendered during the year;
* the interest cost of benefit obligations;

» the expected long-term return on plan assets based on the fair value for all asset classes;
+ gains or losses on settiements or curtailments;

« the straight-line amortization of prior service costs and plan amendments included in accumulated other
comprehensive income ("AQCI") over the average remaining service period of the active employee group covered
by the plans as of the date such costs are first recognized, unless ali, or almost all, of the employees are no
longer active, in which case such costs are amortized over the average life expectancy of the former employees
{amortized over 5 years for periods prior to December 31, 2008); and

» the straight-line amortization of cumulative unrecognized net actuarial gains and losses in excess of 10% of the
greater of the accrued benefit obligation and the fair value of plan assets at the beginning of the year over the
average remaining setrvice period of the active employee group covered by the plans, unless all, or almost all,
of the employees are no longer active, in which case such costs are amortized over the average life expectancy
of the former employees (amortized over § years for periods prior to December 31, 2008).

The defined benefit pian obligations are determined in accordance with the projected benefit method, prorated
on services.

Amounts paid to the Company’s defined contribution plans for salaned employees and to multi-employer industry-
wide pension plans are expensed as incurred.

_ (u) Earnings Per Share

Basic earnings (loss) per share is computed by dividing net earnings (loss) attributable to the Company for the
period by the weighted average number of Company commion shares outstanding during the reporting period.
Diluted earnings (loss) per share is computed using the treasury stock method. When the effect of options and
other securities convertible into common shares is anti-dilutive, including when the Company has incurred a loss
for the period, basic and diluted loss per share are the same,

{v) Comparative Figures

Comparative figures disclosed in the consolidated financial statements have been reclassified to conform with the
presentation adopted for the current year,
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3. RECENTLY IMPLEMENTED ACCOUNTING STYANDARDS

In July 2009, the Financial Accounting Standards Board ("FASB") Accounting Standards Codification (“ASC”} became
the single source of authoritative U.S. GAAP for non-governmental entities. The ASC eliminated the prior U.S. GAAP
hierarchy which consisted of four levels, including FASB statements, interpretations, and staff positions, Accounting
Principles Board opinions and other literature. The ASC hierarchy consists of two levels, authoritative fiterature, and
non-authoritative literature. The ASC does not change GAAP, rather, it is designed to simplify access to and research on
authoritative GAAP, The authority of the rules and interpretive releases of the Securities Exchange Commission have not
changed as a result of the implementation of the ASC. The ASC is effective for financial statements issued for interim

and annual periods ending after September 15, 2009. The Company adopted the FASB ASC in the preparation of these
annual consolidated financial statements. :

In May 2009, the FASB issued a new Subsequent Events Topic in the ASC, which establishes general standards of

* accounting for and disclosure of subsequent events. The Topic is based on the same principles as those that curreatly
exist in the auditing standards and requires disclosure of the date through which an entity has evaluated subsequent
events and is effective for interim or annual financial periods ending after June 15, 2009. The Company adopted the
disclosure requirements of this Topic in the preparation of these annual consolidated financial statements.

In December 2008, the FASB amended the Compensation-Retirement Benefits Topic of the ASC. The amendment}
provide guidance on an employer's disclosures about plan assets of a defined benefit pension or other post-retirement
plan and require disclosures surrounding how investment allocation decisions are made, including the factors that

are pertinent to an understanding of investment policies and strategies. Additional disclosures include: (a) the major
categories of plan assets; (b) the inputs and valuation techniques used to measure the fair value of plan assets; and

(c) the effect of fair value measurements using significant unobservable inputs on changes in plan assets for the period
and the significant concentrations of risk within plan assets. The disclosures are effective for fiscal years ending after
December 15, 2009. Upon initial application, the amendments to this Topic are nat required for earlier periods that are

presented for comparative purposes. The Company adopted the disclosure requirements of this Topic in the preparation
of these annuaf consolidated financial statements.

In March 2008, the FASB amended the Derivatives and Hedging Topic of the ASC. The amendments expand quarterly
disclosure requiremnents about an entity's derivative instruments and hedging activities. The amendments are effective
for fiscal years beginning after November 15, 2008, The Company adopted the disclosure requirements of this Topic
in the preparation of these annual consolidated financial statements.

In February 2008, the FASB amended the Fair Vajue Measurements and Disclosures Topic of the ASC, delaying its
effective date to fiscal years beginning after November 15, 2008 for all non-recurring fair value measurements of
non-financial assets and non-financial tiabilities that are recognized or disclosed at fair value in the financial statements
on a non-recurring basis, This Topic establishes a single definition of fair value, setsout a framework for measuring fair
value and requires additional disclosures about fair value measuremnents, The Company adopted the requirements related
to the non-recurring fair value measurements of non-financial assets and liabilities for year ended December 31, 2009
and the adoption had no impact on the Company’s consolidated financial statements or disclosures.

in December 2007, the FASB amended the Consolidation Topic of the ASC as it relates to the presentation and disclosure
for entities that have equity investments that are not attributable directly to the parent, calied non-controlfing interests
or ‘minority interests. The amendments establish where and how to report non-controlling interests in the consolidated
balance sheet and statement of earnings (loss), how te account for changes in non-controlling interests and provides
disclosure requirements. The amendments are effective for fiscal years beginning on or after December 15, 2008,

The Company adopted the amendments in the preparation of these annual consolidated financial statements.

In December 2007, the FASB amended the Consolidation Topic of the ASC. The amendments éstablish how an entity
accounts for identifiable assets acquired, liabilities assumed, and any non-controliing interests acquired, how to
account for goodwill acquired and determines what disclosures are required as part of a business combination. The
amendments apply prospectively to business combinations for which the acquisition date is on or after the beginning of
the first annual reporting period beginning on or after December 15, 2008. The adoption of this standard had no
impact on the Company's consolidated financial statements.
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4. CHANGES IN FUTURE ACCOUNTING STANDARDS

In June 2009, the FASB further amended the Consolidation Topic of the ASC, as it relates to the consolidation of VIEs.
The amendments change how an entity determines when an entity that is insufficiently capitalized or is not controlled
through voting (or similar rights} should be consolidated. Qualified special-purpose entities will no longer be exempt
from consolidation requirements. The determination of whether a company is required to consolidate an entity is based
on, among other things, an entity's purpose and design and a company's ability to direct the activities of the entity

that most significantly impact the entity’s economic performance. The amendments to this Topic become effective

on January 1, 2010. The Company is currently assessing the impact that the amendments wiil have on its consclidated
financial statements or disclosures. .

5. MEASUREMENT UNCERTAINTY — IMPAIRMENT OF LONG-LIVED ASSETS

The Company reviews long-lived assets, primarily plant and equipment, for impairment when events or changes
in circumstances indicate that the carrying value of these assets may not be recoverable. The Company tests for
- impairment using a two-step methodology as follows:

(i} determine whether the projected undiscounted future cash flows from operations exceed the net carrying amount
of the assets as of the assessment date; and

(it} if assets are determined to be impaired in step (i), then such impaired assets are written down to their fair value,
determined principally by using discounted future cash flows expected from their use and eventual disposition.

Estimates of future cash flows and fair value require judgments, assumptions and estimates and may change over time.
Due to the variables associated with judgments and assumptions used in these tests, the precision and accuracy of
estimates of impairment charges are subject to significant uncertainties and may change significantly as additional
information becomes known. The carrying value of long-lived assets represented approximately 80% of total assets
as at December 31, 2009. If future developments were to differ adversely from management's best estimate of key
assumptions and associated cash-flows, the Company could potentially experience future material impairment charges,

During the fourth quarter of 2009, as a result of the severity of the decline in demand for the Company's products,

the Company conducted step (i} impairment test on its paper and pulp assets, Estimates of future cash flows used

to test the recoverability of long-lived assets included key assumptions related to foreign exchange rates, forecast
product prices, market supply and demand, estimated useful life of the long-lived assets, production levels, production
costs, inflation, weighted average cost of capital, and capital spending. The assumptions are derived from information
generated internally, independent industry research firms, and other external published reports and forecasts. The useful
life of the Company's assets was estimated at 20 years for paper assets and 10 years for pulp assets. Product sales
prices and foreign exchange assumptions fer 2010 of CDN$1.00 = US$0.95 were based on management's bast
estimates incorporating independent market information as well as analysis of historical data, trends and cycles. Product
sales prices and foreign exchange assumptions for years 2011 to 2013 were based on forecasts prepared by Resource
Information Systems Inc., an independent external firm. The foreign exchange assumption was CON$1.00 = US$0.93
in 2011 declining to CON$1.00 = US$0.89 by 2013. Product sales prices and foreign exchange rate assumptions for
2014 and subsequent years were estimated by management based on long-term trend pricing for product sales prices
and a long-tenm expected foreign exchange rate of CDN$1.00 = US$0.88. Step (i) of the impairment test demonstrated

that an impairment charge for the pulp and paper assets was not required as the estimated undiscounted cash flows
exceeded the carrying values.

The Company’s Elk Falls No. 1 paper machine (*E1") has been curtailed since September 2007 and its Elk Falls paper
machines No. 2 and No. 5 have been indefinitely curtailed since February 23, 2009, The demand outlook for newsprint
and directory paper remains weak and on January 21, 2010, the Company announced that its Crofton No. 1 paper machine
would be indefinitely curtailed. The Company’s paper recycling facility in Coquitlam, B.C., which supplies the Crofton paper
machines with de-inked palp, was also indefinitely shutdown in mid-February 2010. The Company has accelerated
depreciation on certain paper machines over the past few years in anticipation of declining North American newsprint
demand. The Company expects that while demand will improve in the future over 2009 levels, it will not retum to a
pre-recession Jevel and the Company will likely have excess newsprint machine capacity. As a result, the Company recorded
an impairment charge of $17.4 million in the fourth quarter of 2009. The Company is in discussions with key stakeholders,




i
~d ’
R

NOTES 70 CONSOLIDATED FINANCIAL STATEMENTS
(Amounts expressed in millions of Canadian doflars, except where cthervise stated)

including unions and municipalities, on cost reductions across its operations. Given the marketing outlook for 2010,

the Company expects cost reductions are necessary to restart the idled machines. The Company will continue to assess
demand and cost conditions to determine whether improvements are sufficient to enable curtaited machines to return

to production. To the extent that business conditions do not improve sufficiently in a reasonable period of time, the
Company may consider a permanent shut down of its Elk Falls operations, Crofton paper operations, and paper recycling
facility necessitating a further write-down in the future. As at December 31, 2009, the net book value of these assets
was approximately $236 million for the Eik Falls paper mill site, approximately $195 miltion for the Crofton paper mill
site, and approximately $70 million for Coquittam the paper recycling facility.

The Company's pulp production at the Crofton mill was also indefinitely curtailed in March 2009 removing 403,000 tonnes
of annualized pulp capacity. The restart of one of the two lines of pulp production on October 5, 2009 re-instated
222,000 tonnes of total pulp capacity on an annualized basis. The second line of pulp production at Crofton remains
indefinitely curtailed. As at December 31, 2009, the net book value of the curtaited Crofton pulp mil! assets was
approximately $19 million.

During 2008, the Company recorded an impairment charge of $136.4 million on assets related to its Elk Falfs pulp mill
and white top linerboard operation, of which $129.0 million related to property, plant and equipment and $7.4 million
related to supplies and spare parts inventory. The Elk Falls pulp mill and white top linerboard operation was permanently
closed an November 18, 2008 as a result of the ongoing unavaitability of sawdust fibre. In addition, the Company also
‘recorded a $14.6 million asset impairment charge in 2008 on certain specific mill assets that are no longer in use

or where the net realizable value has decreased due to the current weak economic environment.

8. VARIABLE INTEREST ENTITIES

The Company has a 50.0% interest in PREI and consotidates 100% of it as PRE! is a VIE in which the Company is the
primary beneficiary. PREI consists of an integrated hydroelectric power generating, fransmission and distribution system
which includes two hydroelectric stations in B.C. with installed capacity of 82 Megawatts. The Company purchases
100% of the power generated by PREL.

The Company has limited access to PREI's assets, which generally take the form of in{erest on loans, management
fees and eamings distributions based on the Company’s interest in PREL, in addition, creditors of PRE| have recourse
limited to the assets in PREI. Condensed financial information with respect to PREI is as follows:

Years ended December 31, 2009 2008 2007
Condensed statements of earnings (loss)
Sales — affiliate? $ 167 $ 186 $ 192
Cost of sales, excluding depreciation and amortization $.3 49 5.1
Depreciation and amortization %2 32 33
35 8.1 84
Opeféting earnings ‘ ) 10.5 10.8
Interest expense 9.0} 1.7} 8.2)
Interest expense — affiliate’ 29 2.0 3.1
Other expense, net . {121 0.5 4.2)
Income tax recovery ' -2 10 49
Net earnings (loss) ’ (2:43 16 0.2
Other comprehensive fncame (foss) {12 - -
Total comprehensive income (loss)? $ G ¢ 168 o2

1 Balances with Catatyst Paper Corporation,
2 50% is included in the Company's non-controlling interest (deficit) balances,
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As at December 31, 2009 2008
Condensed balance shests
Current assets
Cash and cash equivalents $ 55 $ 1.2
Other ' 240 2.3
Property, plant and equipment 112.8 5.6
$ 3 $ 191
Current liabilities :
Accounts payable and accrued fiabilities $ 58 $ 153
Current portion of long-term debt {note 14) . - 749
Long-term debt (note 14) H2g- 18.5
Long-term debt — affiliate? . 108 2L5
Future income taxes iF 19.7
Equity? (36 3L8)

$ Eer 0§ 191

PRIt -5

1 Balances with Catalyst Paper Corporation.
2 50% is included in the Company’s non-controlling interest (deficit) balances.

The Company has identified one other potential VIE, but has not been able to obtain the financial information necessary
to evaluate whether the entity is a VIE, or if the entity is a VIE, whether the Company is the primary beneficiary. The
Company has entered into a building lease agreement with this potential VIE whereby the Company has agreed to
continue making the prescribed lease payments directly to the financial institution holding the mortgage on the building
in the event the lessor is no longer able to meet its contractual obligations. As at December 31, 2009, the principal
amount of the mortgage was $7.9 million (2008 - $9.6 million). This agreement does not increase the Company's
liability beyond the obligation under the building lease.

7. ACQUISITION OF SNOWFLAKE RECYCLE NEWSPRINT MILL

On April 10, 2008, the Company completed the acquisition of a recycled newsprint mill in Snowflake, Arizona, Cash
consideration paid was $172.2 miltion and was financed, in part, through a rights offering resulting in the issuance of
167,069,361 Subscription Receipts and proceeds of $121.1 million, net of share issue costs. The balance of the purchase
price for the acquisition was funded by drawings of $48.7 million under the Company’s revolving operating facility and
$2.4 million realized from the settlement of favourable foreign cumency forward contracts. Under the rights offering, each
holder of record of the Company's common shares as of the close of business on the record date of March 11, 2008
received one Right for each common share held. Each 1.285 Rights entitied the holder to purchase one Subscription
Receipt of the Company for an exercise price of $0.75 per Subscription Receipt; Each Subscription Receipt was converted
into one fully paid common share of the Company concurrent with the closing of the Snowflake acquisition.
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The acquisition has been accounted for using the purchase method of accounting and the results of the Snowflake
recycled newsprint mill have been inciuded in consolidated earnings of the Corpany since its date of acquisition,
April 10, 2008.

The following amounts have been assigned to the assets and liabilities acquired, based on an estimate of their fair
value as at April 10, 2008, and are subject to revision for twelve months from the date of the acquisition:

Assets acquired ,
Current assets $ 181
Progerty, plant and equipment mr
QOther assets « 8.5
: T80T
Liabilitles assumed
Current liabilities ‘ {1.1)
Employee future benefits (0.4)
Fair value of net assets acquired $ 1122
Conslderation paid
* Cash, including transaction costs ’ $ 12

The Company's Snowflake mill is self-contained and integrated within its foreign jurisdiction. Accordingly, the current
rate methoed is used for the translation of its financial statements to Canadian dolars upon consolidation. Under this
method, the assets and liabilities are translated at the rate of exchange in effect at the balance sheet date. Revenue
and expense items are translated at the average exchange rate in effect during the period. Exchange gains and losses
arising from the current rate method of translation are deferred in a separate component of AOC! in shareholders’
equity, Such gains and losses will be included in the determination of net earnings when there is a reduction in the net
investment in the foreign subsidiary as a result of a complete or substantially complete liquidation on sale of the
investment in the foreign subsidiary.

The Company has designated a portion of its foreign currency denominated long-term debt as an effective hedge of this

* foreign subsidiary. Upon translation of such debt into Canadian dollars, any gains or losses are also deferred in a separate
component of AQCI in shareholders’ equity to be recognized in net eamings upon sale or upon complete or substantially
complete liquidation on sale of the net investment in the foreign subsidiary.

The foreign exchange translation adjustment account reflects the net changes in the respactive book values of the
Company’s investment in Snowflake due to exchange rate fluctuations since the date of acquisition.
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8. ACCOUNTS RECEIVABLE (
The components of accounts receivable at December 31 were as follows:

2009 2008
Trade receivables $ 98,7 $ 2066
Less: allowance for doubtful accounts 3D {3.2)
950 2034
Sales taxes receivable B i 30
Other receivables 427 153

ER TR

9. INVENTORIES

The components of inventories at December 31 were as follows: .
2008 2008
Finished goods
Specialty printing papers , ) $ t_’s;? $ 258
Newsprint 145 8.7
Pulp . B4 188
Total finished goods 318

Work-in-progress
Raw materials —wood chips, pulp logs and other
Operating and maintenance supplies and spare parts

At December 31, 2009, the Company had applied write-downs of $1.7 million (2008 - $2.7 million) to finished goods
inventory and $3.6 million (2008 - $9.6 miilion) to raw materials inventory,

10. PREPAIDS AND OTHER
The compoanents of prepaids and other at Decemnber 31 were as follows:

2008 2008
Derivative financial instruments $ mE§ 13
Future income tax assets (note 17) 48 © 26,2
Property taxes, insurance and licenses 19 2.1
Other : 25 3.2

§ z2 3 38
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11, PROPERTY, PLANT AND EQUIPMENT

The components of property, plant and equipment at December 31 were as follows:

=~
(S}

Accumulated
. depreciation ang fiet hogk
2009 Cost amortization value
Buildings and land
Specialty printing papers and newsprint $ 5857 $ 2928 $ 2929
Pulp 100:8 884 125
Machinery and equipment :
Specialty printing papers and newsprint 15288 1218
Puip , G508 - 135
5. SHSHHE % UgRT
kecumulated .
tlepreciation and Net hook
2008 Cost  amortization value
Buildings and land
Specialty printing papers and newsprint $ 5564 $ 2293 $ 3271
Pulp 141.2 1118 294
Machinery and equipment
Speciatty printing papers and newsprint 2,710.4 1,369.1 1,3413
0 Pulp - 862.3 705.7 156.6

$ 42703 $ 24159 $ 18504

At December 31, 2009, a net carrying amount of $11.3 mitlion (2008 - $7.4 million) included in mathinery and
equipment is held under capital leases, $15.2 million for cost {2008 - $10.0 million) and $3.9 million for accumulated
depreciation and amortization (2008 - $2.6 million). ‘

During 20089, interest of $nil (2008 - $0.1 million) was capitalized in connection with capital projects.

During 2009, the Company recorded a $17.4 million (note 5) impairment charge against its pulp and paper assets to
reflect the excess capacity in a number of its machines pursuant to high levels of indefinite curtailment. During 2008,
the Company recorded $151.0 million {note 5) in asset impairment charges, of which $136.4 million related to assets
at Elk Falls pulp mill and white top linerboard operations, and $14.6 million related to specific assets that were no
longer in use or where the net realizable value has decreased. On a segmented basis, $136.7 million related to pulp
assets, $2.5 million related to newsprint assets, and $11.8 million refated to specially printing papers assets,

12, OTHER ASSETS

The components of other assets at December 31 were as follows:

2009 2008
Deferced financing costs s o7 $ 163
Deferred charges and other :§%: 138
Derivative financial instruments 31 4.7
Accrued benefit asset — pension plan {note 15) ¥ 0.2
Future income tax assets (note 17) . %4 -

$ om0 s 60
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13. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES
The components of accounts payable and accrued liabilities at December 31 were as follows:

2008 2008
Trade payables $ 832 $ 1153
Accrued payroll and related fiabilities k% 66.9
Property taxes ' 151 - -
Accrued interest , 10.8 10.9
Restructuring (note 20} . §.2 14,0
Accrued benefit obligation — pension plan {note 15) 6.7 1.7
Accrued benefit abligation — other employee future benefit plans (note 15) 1.3 6.7
Payables related to capital projects 1.2 3.1
Derivative financial instruments - 30.2

- g 145
' $ IR 3 2694

14, LONG-TERM DEBT
The Company's long-term debt at December 31 was as follows:

2009 2008
Recourse o Coo
Senior notes, 8.625% due June 2011 (US$354.2 miltion; December 31,2008 - US$400 0 miltion) $ s $ 4922
Senior notes, 7.375% due March 2014 (US$250.0 million) 1854 3110
637.0 803.2
Revolving asset based loan facility of up to $330.0 million due August 2013 WS 60.1
Capital lease obligations I | 7 12.2
6627 8755
Non-recourse
First mortgage bonds, 6.447% due July 2016 B -
First mortgage bonds, 6.387% due July 2009 = 749
Subordinated promissory notes -4 195
1129 94.4
Total debt 1758 969.9
Less: current partion SR {75.8)

$ . TEs $ 8l

During the first quarter of 2009, the Company purchased in the open market and cancelled US$45.8 million of its
8.625% senior notes, due June 2011. Cash consideration paid was $26.9 million. The Company recorded a net gain of
$30.7 million (US$24.5 million) and expensed $0.5 million of deferred financing costs on the cancellation of this debt.

Borrowings under the revolving asset based loan facility (“ABL Facility”) bear interest at a rate based on Canadian
dollar banker’s acceptance/prime or U.S. dollar LIBOR/base/prime rates, plus a margin that varies with the average
excess availability on the ABL Facility, The interest rates on borrowings under the facility averaged 3.4% in 2009

- (2008 ~ 5.8%). A fee at an applicable margin applies to the undrawn portion of the ABL Facifity.
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The ABL Facility provides for ongoing working capital and capital expenditure requirements as well as for general corporate
purposes. Collateral provided on the $330.0 million ABL Facility consists of accounts receivable, inventories and cash of
the Company as well as a first charge on the property, plant and equipment of the Company's Snowflake mill. Availability
under the ABL Facility is determined by a borrowing base calculated primarily on balances of eligible accounts receivable
and inventories, less certain reserves. After February 13, 2010, this may include a reserve in respect of vacation pay
obligations which as at December 31, 2009 amounted to $26.2 million. The agent only has the right to impose such a
reserve if excess availability, as defined in the ABL Facility, is below a threshold of $75 million {(excess availability under
this definition was $84.3 million at December 31, 2009). Financial covenants under the ABL Facility must be maintained
based upon the Company's financial results prepared under Canadian GAAP. The ABL Facility includes financial covenants
to: a) maintain shareholders’ equity above $639.0 million as at December 31, 2009; b) maintain excess availability above
$35 million; and c) to not make capital expenditures in excess of 120% of the Company's annual budget. The minimum
equity requiremnent is reduced by the amount of any non-cash write-downs of property, plant and equipment as a result of :
a permanent discontinuance of operations. At December 31, 2009, as calculated under the ABL Facility under Canadian
GAAP, shareholders' equity was $881.4 million (2008 — $870.0 million). The borrowing base at December 31, 2009 was
$147.9 million and after drawings of $14.5 milfion, and outstanding latters of credit of $24.1 mitfion, $109.3 mittion
was available to the Company ($84.3 million after reflecting the financial covenant to maintain excess availability above
$35.0 million), in addition to cash on hand of $83.1 million. The borrowing base at December 31, 2009 includes,
areserve of $15.1 million for unpaid property taxes and associated penalties.

The indentures and agreements governing the Company’s senior notes contain customary restrictive covenants, including
restrictions on incurring additionaf indebtedness, certain payments including dividends and investments in other persons, the
creation of liens, sale and leaseback transactions, certain amalgamations, mergers, consofidations and the use of proceeds
arising from certain sales of assets and certain transactions with affiliates. At December 31, 2009, the Company was in
compliance with the covenants under both its ABL Facllity and senior notes. The Company’s Fixed Charge Coverage Ratio
(“FCC Ratio") under the senior niote indentures, calculated on 2 12-month trailing average, was 1.5:1 at December 31, 2009
(December 31, 2008 — 2.1:1). While the FCC Ratio is below 2.0:1, the Company is limited in the amount of additional
debt it may incur to “permitted debt” under the senior notes. Under the indenture for the 8.625% senior notes,
“permitted debt” includes: a) the Company's existing 8.625% notes and 7.375% notes; b} a credit facility basket in an
amount equal to the greater of: (i} $725 million; and (if) the sum of 75% of the book value of the Company's accounts
receivable, 50% of the book value of the Company's inventory and $290 million, against which in either case utilization
under the Company's $330 million ABL Facility is applied; c) purchase money debt and capital lease obligations in an
amount equal to 5.0% of the Company's consolidated tangible assets; d) a $40 million general basket; and ¢) a $5 million
basket for accommodation guarantees, trade or standby letters of credit, performance bonds, bankers' acceptances and
surety bonds. Under the indenture for the 7.375% senior notes, “permitted debt” includes: a) the Company's existing
8.625% notes and 7.375% notes; b) a credit facility basket in an amount equal to the greater of: (i) $725 miition; and

(ii) the sum of 85% of the book value of the Company's accounts receivable, 60% of the book value of the Company's
inventory and $375 million, against witich in either case utilization under the Company’s $330 million ABL Facility is
applied; c) purchase money debt and capital lease obligations in an amount equal to 7.5% of the Company’s consolidated .
tangible assets; d} a $100 million general basket; and e} a $5 million basket for accommodation guarantees, trade -
or standby letters of credit, performance bonds, bankers’ acbeptances and surety bonds, Also, the Company's restricted
payments baskets under the 8.625% and 7.375% senior notes were negative $201.0 miflion and negative $176.0 million,
fespectively, as at December 31, 2009, as a résult of accumulated losses in recent years (December 31, 2008 - '
negative $109.8 million and negative $84.8 million, respectively). Under the senior note covenants, the Company
cannot pay dividends unless the balance in these baskets is positive.
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Non-recourse debt is debt owed by PREL The Company has a 50% interest in PREI, and consolidates 100% of it as
PREI is a VIE in which the Company is the primary beneficiary. On July 24, 2009, PRE! refinanced $75.0 million of
6.387% first mortgage bonds, due July 2009, through the issuance of $95.0 miltion of 6.447% first mortgage bonds,
due July 2016.

Recourse  Hon-recourse

Scheduled total debt repayments debt tebt {(PREI}
2010 $ 1.0 $ -
01 . : 371.8 -
2012 40 -
2013 : 183 -
2014 S : 263.0 -
Thereafter - 1133

$§ 6581 § 1138

The Company's debt is measured at amortized cost. The following table presents information about management’s best
estimate of the fair value of the Company's debt at December 31:

2009 ‘ 2008

Carrying Falr Carrying Fair
vatue valus value value

Debt ,
Recourse ' $ 8755. § 4143
Non-recourse 94.4 . 95.8

The fair value of the Company's long-term recourse debt related 1o ifs seniar notes is determined based on quoted
market prices of identical debt instruments. The fair value of the Company’s recourse debt related to the ABL Facility
and non-recourse debt related fo the first mortgage bonds is measured by discounting the respective cash fiows at
quoted market rates for similar debt having the same maturity. In measuring fair value, the Company incorporates credit
valuation adjustments to appropriately reflect its own non-performance risk, where appropriate. The carrying value of
other long-term debt approximates its fair value,

15. EMPLOYEE FUTURE BENEFITS

Description of Benefit Plans

The Company maintains pension benefit plans-for ali salaried employees, which include defined benefit and defined
contribution segments. Employees hired subsequent to January 1, 1994 enroll in the defined contribution segment,
Effective January 1, 2010, employees in the defined benefit plan will cease to accrue benefits under the defined
benefit segment of the plan and will begin to participate in the defined contribution segment of the plan. The Company
also maintains pension benefits for former hourly employees that are not covered by union pension plans.

The Company provides other benefit plans consisting of provincial medical plan premiums, extended health care and
dental benefits to eligible retired employees and their dependents. Assumed health care trend rates have a significant
effect on the amounts reported for the post-retirement medical plans. Provinciat government changes to medical services
plan rates increased other post-retirement obligations by $20.7 mitlion in 2009. In December 2009, the Company
announced changes to its benefit plans to active employees which include the replacement of the current health benefit
program with a core program for salaried employees, The changes will be implemented over the next two years and in
accordance with FASB ASC 715, a reduction in the benefit obligation of $17.5 million resulting from the plan changes
has been recognized as a negative plan amendment as at December 31, 2009.
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Defined Contriiiution Plans

For the defined contribution segment, the Company’s contributions are based on a percentage of an employee’s earnings
with the Company's funding obligations being satisfied upon crediting contributions to an employee's account. The pension
expense under the defined contribution payment is equal to the Company's contribution. Effective January 1, 2010,

the Company contribution fevel under the defined contribution segment of the plan is reduced from 7% to 5% of
pensionable earnings.

Defined Benefit Plans

The defined benefit segment provides a pension based on years of service and earnings. Benefits accrued under the
defined benefit segment of the plan for service prior to January 1, 2010 will remain in the defined benelit plan and will
continue to be eligible for future salary growth and early retirement subsidies.

The Company measures the fair value of plan assets and the projected benefit obligations for accounting purposes as
at December 31 of each year. The most recent actuarial valuation of the majority of pension plans for funding purposes
was as of December 31, 2007, and the next required valuation will be as of December 31, 2010. .

Components of Net Periodic Benefit Cost Recognized in the Year

Pension beuefit plans 2009 2008 2007
Defined benefit costs .
Service cost for the year $ 83 $ 52 ¢ 53
Interest cost 22 193 18.2
Actual retum on assets 3 54.6 11
Actuarial {gain) loss TR {49.3) 2.4
Prior service costs 5.1 -
Settlement loss - 0.5
Curtailment loss - -
Recognition of restructuring program {note 20) 15 126
Difference between actual and expected retumn {739 {20.7}
Difference between actual and recognized actuarial (gain) loss and other 54.2 10.0
Difference between actual and recognized prior service costs {5.1) -
176 19.6
Defined contribution cost
Service cost for the year 5.2 5.5 53
Net periodic benefit cost for pension benefit plans ' $ 254 . §$ 231 § 9
Gther henefit plans ‘ 2008 2008 2007
Defined beneflt costs Lo
Service cost for the year % 28 0§ 46 8 51
Interest cost S i # 3 115 114
Actuarial (gain) loss 36i6° {65.1) (18.3)
Prior serviee credits 5 - -
Difference between actual and recognized actuarial (gain) loss and other {373 66.9 215
Difference between actual and recognized prior service {credits) casts L {0.2) {0.2)

Net periodic benefit cost for other benefit plans $ 18 0§ 177 ¢ 195
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Change in Projected Defined Benefit Plan Obligation and Fair Value of Plan Assets

The following table represents the change in the projected benefit obligation and fair value of pian assets as determined
by independent actuaries:

Pansion benefit plans Other benefit plans
2009 2008 2009 2008
Change In henefit obligation . o
Projected benefit obligation at beginning of year $ 33°  § 3758 L $ 2194
Service cost for the year .33, 52 . ¥ 4.6
Interest cost 2% 193 2 1L5
Employee contributions 43 0.5 L - -
Transfers in from other plans R 3 - - -
Benefit payments (3z5) :
Recognition of restructuring program (note 20) 56
Prior service (credits) costs . -
Curtailment of gain recognized '

Actuarial loss (gain} and other adjustments

Projected benefit obligation at end of year $

Chaage in plan assets . -
Fair value of defined benefit plan aSsets at beginning of year 4 B8 § 2764 $ ~ $ -~
Actual return on plan assets s T {548 - -
Employee contributions 93 0.5 - -
Company contributions . 214 26.7 7.3 6.7
Transfers in from other plans 02 . - - -
Other 0.1 1.4 - -
Benefit payments : {32.5) {29.8) R A 6.7

Fair value of assets at end of year $ M5 § 2206 __5;_ =l 8 -

Reconciliation of Funded Status to Amounts Recognized in the Consolidated Balance Sheet

Pension benefit plans Bther benefit plans
2009 2008 2008
Projected benefit obligation at end of year '$ 383}7 $ 3343 $ 1637
Fair value of plan assets at end of year 206 . - -
Funded status $ (1137)  $ uEss  § (637)
Pension benefit plans GOther henefit plans
2008 2008 2008 2008
Other assets {nate 12) $ 02 0§ 02 % s -
Accounts payable and accrued liabilities (note 13) {67} o an (7 3) 6.7
Employee future benefits 1.8 {106.2) (182:0) {157.0)

$ a1y ¢ msn 188.3)  § (1637




‘ NOTES TO CONSOUIDATED FINANCIAL STATEMENTS
(Amaunts expressed in millions of Canadian doflars, except where othenvise stated)

Amounts Not Yet Recognized in Net Periodic Benefit Cost and Included
in Accumulated Other Comprehensive Incorme {Loss)

Peasion benefit plans {ther benefit plans
2009 2008 2008 2008
Prior year service credits (costs) $ G $ (G2 s w8 0§ 09
Accumulated gain {loss) ‘ (60 {53.4) @ 142
Accumulated other comprehensive income (loss) $ . 6E) $ 66 § 23 0§ 151

Amounts Before Taxes Included in Other Comprehensive Income (Loss)

Peasion henefit plans Other benefit plans
2008 2008 2008 2008
Amortization of employee future benefits ' $ e § 2. ¥ o $ 17
Net gain (loss) R ). {35.3) e JHE) 66.2
Net amount recognized in other comprehensive income (loss) f- LR (@D § @y § 679

An estimated amount of $4.6 million of losses for pension plans and $2.3 miltion of gains for other benefit plans will be
amortized from accumulated other comprehensive income (loss) to net periodic benefit cost in 2010.

’ As at December 31, 2009, of the total funding deficit of $119.1 miltion {2008 - $113.7 million) in the Company's
various defined benefit pension plans, $49.4 million (2008 — $53.0 million) is related to funded defined benefit pension
plans and $69.7 million (2008 ~ $60.7 million) to "pay-as-you-go" unfunded defined benefit pension plans. in addition,
alt of the other post-retirement benefit plans, consisting of group health care and life insurance, which had a deficit
of $189.3 million at December 31, 2009 (2008 - $163.7 million) related to “pay-as-you-go” plans.

Estimated Future Benefit Payments

Total cash payments for employee future benefits for the year ended December-31, 2009, consisting of cash contributed
by the Company to its funded pension plans, cash payments directly to beneficiaries for its unfunded benefit plans and
cash contributed to its defined contribution plans, was $33.9 million (2008 - $38.9 million). During 2010, the Company
expects to contribute approximately $16 million to its pension plans and approximately $8 million to its other benefit plans.

The following table presents estimated future benefit payments from the plans as of December 31, 2009. Benefit
payments for other post-retirement benefits are presented net of retiree contributions.

Pension henefit plans DOther benefit plans
2010 $ 297 $ 1.6
2011 385 1.2
2012 288 ) 7.7
2013 2838 8.1
2014 28.9 8.6

2015-2019 V 144.5 50.3

P—
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Unionized employees of the Company are members of multi-employer industry-wide pension plans to which the Company
contributes a predetermined amount per hour worked by an employee. The pension expénse for these plans is equal ta the
Company's contribution of $10.7 million in 2009 (2008 - $15.5 milion). During 2010, the Company expects to
contribute approximately $9 million in respect to these plans.

Plan Assets Allocation

The asset allocation for the Company’s defined benefit pension plans, by asset category, was as follows:

Plan assets at December 31, 2009 2008

Equity securities 608% 52.6%
Fixed income securities 382% 47.4%
Total - 00% - 1000%
Fair Value of Plan Assets . ) . '

The following table presents information about the fair value of pension and other benefit plan assets as
of December 31, 2009:

Fair value hierarchy

Total Level 1 Level 2 Level 3

Asset category ‘
Cash and cash equivalents . $ a1 3 a7 $ - 3 -
Equity securities:

Global equity pooled funds! 945 - 945 -

Canadian equity pooled funds? 46,5 - 16.5 -

11.S. equity pooled funds? 32 - "32 -

Balanced equity pooled funds¢ 0.5 - 0.5 -
Fixed income securities:

Ganadian long bond pooled funds® 45.1 - . 451 -

Canadian bond pooled funds® ‘ . 454 - 454 -

U.S. bond pooled funds® . .23 - 23 -
Forward currency confracts’ ’ 14 - 14 -
Total ’ § 216 $ 27 $ 2389 $ -

1 This category includes investments in pooled funds that aim to achieve long-term capital growth by investing primarity in equity securities of
companies that may be located anywhere in the worid, exciuding Canada, Fund performance is benchmarked against the MSC| World excluding
Canada (Cdn$} Index. -

2 This category includes investments in pooled funds that invest in well-diversified partfolios of equity securities of Canadian companies, Fund
performance is benchmarked against the S&P/TSX Capped Composite Index.

3 This category includes Investments in pooled funds that invest in well-diversified portfotios of equity securities of U.S, companies, $2.5 million of which
is invested in pooled funds that primarily Invest in equity securities of U,S, largecapitalization companies, and $0.7 million of which is invested in
pooled funds that primarily Invest in equity securities of U,S. smalt and medium-capitallzation companies, The former fund Is benchmarked against the
S&P 500 Index, and the latter is benchmarked sgainst the Russell 2000 Index,

4 This category includes Investments in pooled funds that invast in a well-diversified, batanced portfollo of Canadlan common stocks, bonds, and oney
market securities. The Fund also hotds a portion of its assets in foreign common stock. Fund perdormance Is benchmatked against a customized index
conslsting of: 35% S&P/TSX Capped Composite Total Return index, 25% Morgan Stanley Caphal International World (Developed Markets) Index
excluding Canada, 35% DEX Universe Bond fndex and 5% DEX 30 Day T-Bill index.

§ This category Includes investments In poofed funds that invest in a well-diversitied porttolio of fixed income securities issued primarily by Canadian
govemnments.and corporations. The duration range of the fund is +& one year of the benchmark’s duration, Fund performance for Canadian bond pooled
funds and Canadian long bond pooled funds is benchmarked against the DEX Universe Bond Index and DEX Long-Term Bond Index, respectively.

6 This category includes an investment in a pooled fund that Invests in a walidiversified portfolio of fixed income securities, issued primarily by U,S.
governments and corporation with 2 welghted average effective maturity of the portfolio of 7.48 years. Fund performance is benchmarked against
the Barclays Capital Government/Credit Bond Index,

7 This category Includes foreign currency forward contracts ta partially hedge investments in equity and flxed income secirities denominated
in forelgn currencies, '
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Cash and cash equivalents are primarily used to pay benefits and fair value is measured at carrying amount.

Equity and fixed income securities are comprised of pooled fund trusts, the fair values of which are measured using the
net asset values of the funds, as calculated by the respective investment managers, and have daily or monthiy liquidity.
Net asset values are determined using quoted market prices for the actively-traded securities the fund has invested in.
The funds do not invest in securities that are not actively traded.

Forward currency contracts are comprised of over-the-counter instruments and their fair value is measured using the
discounted difference between contractual rates and market spot rates.

Significant Assumptions

Actuarial assumptions used in accounting for the Company-maintained benefit plans were:

2088 2008
Benefit obligations at December 31,
Discount rate 5:00% 7.08%
Rate of compensation increase ) 200% 2.50%
Net benefit cost for year ended December 31,
Discount rate 8.25%
Rate of compensation increase 2.50%
Expected rate of return on plan assets 1.00%
fssumed health care cost trend rate at December 31,
Extended health benefits
Initial health care cost trend rate 1.50%
Annval rate of decline in trend rate 0.50%
Ultimate health care cost trend rate 4.50%
Dental benefits e T :
Dental care cost trend rate 3:50% 4.00%
Medical services plan benefits

Premium trend rate {in2010t02012) 6.00% 2.00%
: (in 2013 & thereafter)  4:50%

The discount rate for the Company's plans was based on the market interest rate on high-quality debt instruments currently
avaifable and expected to be available during the period to maturity of the benefit plans. For December 31, 2009

and December 31, 2008, the discount rates were based on AA corporate bond yields as of December 31, 2009 and
December 31, 2008, respectively, In determining the rate of compensation increases, management considered the
general inflation rate, productivity and promotions. For the health care cost inflation rate, management considered the
trend in extended health care and dental costs in Canada and the impact of inflation on medical service plan premiums. -
The expected rate of return on plan assets reflects management’s best estimate regarding the long-term expected return
from all sources of investment return based on the Company’s target asset allocation. The 2009 expected rate of return

on plan assets was 7.0% per annum, which was based on a target allocation of approximately 20% Canadian Universe
bonds, which were expected to earn approximately 3.6% per annum in the long term, 20% Canadian Long bonds, which
were expected to earn approximately 4.2% per annum in the fong term, 20%.Canadian equity securities, which were
expected to earn approximately 8.1% per annum in the long term, and 40% global equity securities, which were

expected to earn approximately 8.7% per annum in the long term. The 2009 expected rate of return on plan assets also
included a provision of 0.5% per annum in recognition of additional net returns assumed to be achieved due to active
management and periodic rebalancing to maintain the plan's investment policy, net of investment manager fees, less a
margin of 0.3% per annum for non-investment expenses expected to be paid from the plans.
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The Company's investment policy recognizes the long-term pension liabilities, the benefits of diversification across asset
classes and the effects of inflation. The diversified portfolio is designed to maximize returns consistent with the Company's
tolerance for risk. All assets are managed by external investment firms. These firms are constrained by specific mandates
and objectives and their performance Is measured against appropriate benchmarks, The asset allocation for each plan is
reviewed periodically and is rebalanced toward target asset mix when asset classes fall outside of a predetermined range.
Portfolio risk is controlled by having fund managers comply with guidelines, by establishing and monitoring the maximum
size of any singte holding in their portfolios and by using fund managers with different investment styles. The portfotio
includes holdings of Canadian and international equities, Canadian high-guality and high-yield fixed income securities,
and cash and cash equivalents. A series of permitted and prohibited investments are listed in the Company's investment
policy. The use of derivative instruments is restricted and must be in accordance with the Company's policy. Prohibited
invastments include categories of assets or instruments not specifically provided for in the Company's investment policy.

Sensitivity Analysis

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans.
A 1% change in assumed health care cost rates would have the following effects for 2009:

Other bienefit plans lncfeése Decrease
Total of service and interest cost ' $ 24§ @O0
Acerued benefit obligation at December 31 302 {26.0)

16. OTHER LONG-TERM OBLIGATIONS
The components of other long-term obligations at December 31 were as follows:

2008 2008
Restructuring (note 20) $ 2.3
Environmental and remedial 6.8
Other 4.2
$§ 133
17. INCOME TAXES

The components of “Earnings (loss) before income taxes” consist of the following:
2009 2008 2007
Canada : | 2 § 497 ¢ (1352
United States {223) {1L.7) 105
Other {11:8) 517 {6.8)

Earnings (loss) before income taxes @2 § (ng) § (1315
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The income tax recovery consists of:

2008 2008 2007

Canada:
Current - I (1w $ 03 % (b
Futuca {17.45 {91.8) {95.6)
- (17.6) (91.5) {95.7)
United States: -
Current (i} 13 0.8
Futyre ) . e {0.6) {0.2)
- : i 0.7 0.6
Other: S B
Current R 0.1 -
Future S - - -
! 81 0.1 -
Total:
Current 17 0.7
Future

{92.4) 95.8)
$ 900 $ 850

The reconciliation of income taxes calculated at the statutory rate to-the actual income tax provision for the years ended
December 31 was as follows: ) . :

2609 2008 2007

Income tax recovery at Canadian ) o
statutory income tax rates $09). 8% $060  310%  $UAD  340%
Increase (decrease) in income taxes for: Lo
Non-taxable income and expenses
Difference in foreign tax rate
Release of future income taxes refated to
reduction in corporate income tax rates
Change in the future income tax estimate

13.0 4.2) {14.9) 113
{4.3) 14 (L7) 13

{5.8) 1.9 {12.5) 133

- - {14.4) 110

Adjustment to deferred credits {2.7) 0.9 {2.3) 1.7
Other : 5.1 (L7 04 {0.3)
Income tax recovery $100.)  203%  $(85.1) 723%

2
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Future Tax Assets and Liabilities

The tax effects of temporary differences that give rise to significant future tax assets were as follows at December 31:

2008 2008
Future income tax assets :
Nen-capital losses and temporary differences related to working capital $ W2 $ 27
Employee future benefits 59 45
21 26.2
Valuation allowance -
$ 2.2
Classification:
Prepaids and other (note 10} $§ 2.2
Other assets {note 12) -
$ 262 .

The tax effects of temporary differences that give rise to significant future tax liabilities were as follows at December 31:

2009 2008

Future income tax liabilities '
Property, plant and equipment § 1278 $ 1842
Non-capital loss cany forwards 55&1) (78.7)
Employee future benefils ) e ':(1'(;8'), {68.2)
Other s 8.3
20 4.6
Valuation allowance 4.7
$ 493

At December 31, 20089, the Company had Canadian federal non-capital loss carry forwards of $234.8 million which
expire during the period 2010 to 2029, At December 31, 2009, the Company had U.S. federal net operating loss carry
forwards of $63.1 million which expire between 2010 and 2029. In assessing the realizability of future tax assets,
management considers whether it is more likely than not that some portion or all of the future tax assets will not be
realized. The ultimate realization of future tax assets is dependent upon the generation of future taxable income during
periods in which temporary differences become deductible. Management considers the scheduted reversal of future tax
liabilities, projected future taxable income and tax planning strategies in making this assessment. Management believes
that it is more likely than not that the resulting future operations will generate sufficient taxable income to realize the
net future tax assets in Canada and the U.S.

Accounting for Uncertainty in Income Taxes

On January 1, 2007, the Company adopted new U.S. standards for accounting for uncertainty in income taxes. The new
standards clarify the accounting for uncertainty in income taxes and use a more-likely-than-not threshold to determme
recognition in the financial statements of an uncertain tax position. The more-likely-than-not threshold means that a
benefit related to an uncertain tax position is recognized only when it is more-likely-than-not that the position will be
sustained based on its technical merits and where it is more-likely-than-not that the position would be sustained if
challenged by a tax authority. The tax position is measured as the largest amount of benefit that is more likely-than-not
to be realized upon settlement. The unresolved uncertain tax positions must be reassessed at each balance sheet data
based on these thresholds. The standards also provide guidance on de-recognition, classification, interest and penalties,
accounting in interim periods and disclosure and is effective for fiscal years beginning after December 31, 2006. The
Company did not record any unrecognized tax benefits as a result of applying these new standards.
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Below is a reconciliation of the total amounts of unrecognized tax benefits for the years ended December 31, 2009

and 2008:

2009 2008
Unrecognized tax benefits, beginning of year $ 1w $ 189
Increases — tax positions taken in prior periods 217 -
Decreases — tax positions taken in prior periods @&n (2.5)
Current period tax positions Co- -
Settlements and {apse of statue of limitations Lo 2.6
Deerease resulting from tax rate reduction V Y. (1 {0.1)

Unrecognized tax benefits, end of year (B 8 117

The above balances, if recognized, would affect the Company's effective tax rate.

The Company recognizes interest expense and penalties related to unrecognized tax benefits within the provision for ircome
tax expense on the consolidated statement of earnings (loss). No interest expense or penalties related to unrecognized tax
benefits were recorded during 2009, At December 3 1, 2009, there were no interest and penalties accrued in relation
to uncertain tax positions in the consolidated balance sheet, ’

In the normal course of business, the Company and its subsidiaries are subject to audits by the Canadian federal and
provincial taxing authorities, by the U.S. federal and various state taxing authorities and by the taxing authorities in
various foreign jurisdictions, All tax years up to, and including December 31, 2005 have been audited by the Canadian
federal taxing authorities. The Company’s income taxes are not currently under audit by the U.S. Internal Revenue
Service, by any U.S. state taxing authority or by any foreign taxing authority. The U.S. federal statute of limitations

for pre-2006 tax years expired on September 15, 2009, .

18. DEFERRED CREDITS

Continuity of deferred credits for the years ended December 31 was as follows:

2008

217
2.7

Beginning of year

Adjustment related to utilization of acquired tax losses
Adjustment resutting from reduction in corporate income tax rates
End of year

19, ACCUMULATED OTHER COMPREHENSIVE INCOME (L0SS)
The following table contains information about the AOCI of the Company at December 31, net of taxes:

T}

2009 2008

Unrecognized pension and other post-retirement benefits costs $ (809) §$ (415
Unrecagnized gains (losses) on cash flow revenue hedges 1.1 {116}
Foreign currency translation adjustments, nat of related hedging activities® 11 6.7
Unrecognized foss on interest rate hedges (0.5} -
$ (527§ (64)

1 The ac fated net adjust
debt designated as a nel investment hedge of $4.1 milfion loss {2008 - $30.0 miltion),

is comprised of non-taxable transiation gain of $5.2 mi

net of taxes of $0.3 million (2008 - $4.7 million),

itlion (2008 ~ $36.7 miltion) and a net revaluation of long-term
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20, RESTRUCTURING

The following tables summarize restructuring expenses and refated provisions for each of the last two years by year
the initiatives were announced:

2007 2008 2008

Year ended December 31, 2003 ~ initiatives  initiatives  initiatives Total
Balance, beginning of year $ 82 $ 81 $§ - § 183
Expensed in year ) kA3 4T 111 118
Disbursements 3 9.3) ®9 (223
Other non-cash items . . T

: o5 3/ 83124
Less: portion related to employee future benefits (note 15) - = (58). 68

Balance, end of year

" Classification
Accounts payable and accrued liabilities {note 13)
Other long-term obligations (nofe 16)

2001 . 2008

Year ended December 31, 2008 initiatives  inltiatlves Total
Balance, beginning of year $ 281 § - $ 21
Expensed in year , - 30.1 30.1
Disbursements . (7.5 {16.1} (23.6)
Other non-cash items ' ) 12 -
: 194 15.2 346
Less: portion refated to employee future benefits (1.2) (7.1) {18.3)
Batance, end of year $ 82 ¢ 81 §$ 163
Classification ‘
Accounts payable and accrued Habilities (note 13) $ 714 § 66 § l40
Other tong-term obligations (note 16) 0.8 L5 23
% 82 $ 81 § 163
2009

In February 2009, the Company announced a restructuring plan for the Powell River mill which was developed jointly
with the union focals at the mill in accordance with the commitment made by them in the new collective agreement
reached in December 2008 to improve the mill's cost competitiveness. For the twelve months ended December 31, 2009,
the Company recorded restructuring costs of $10.8 million related to this initiative.

1n May 2009, the Company announced a restructuring plan to reduce the level of salaried staff positions, comprising of
permanent reductions at the Richmond and Nanaimo offices and indefinite layoffs-at the Crofton and Eik Falis mills where
significant production capacity has been indefinitely curtailed. For the twelve months ended December 31, 2009, the
‘Company recorded restructuring costs of $2.3 million related to the above reduction of salaried staff positions. During
2009, the Company also recorded restructuring costs of $4.8 million primarily for severance costs related to the closure
of the Company’s Elk Falls sawdust pulp and white top linerboard operation in November 2008.
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2008

In February 2008, the Company reached new labour agreements at its Port Alberni mill, resulting in significant
workforce reductions and related early retirement and severance payments. The agreements have a five-year term,
expiring April 2013, and included a commitment by the Company to upgrade the thermo-mechanical pulp facility at
the mill, and the restart, by mid-year, of its Port Alberni No. 4 paper machine, which had been idled indefinitely since
September 2007. For the year ended December 31, 2008, the Company recorded $14.6 million in restructuring costs
related to the early retirement and severance program,

in April 2008, the Company announced the indefinite curtaiiment of E1 at EIk Falls due to fibre shortages, The
indefinite curtailment of E1 resulted in a reduction of approximately 145 employees at Elk Falls, the majority through

lay-offs. At the same time, the Company also announced manning reductions of 82 positions at its Crofton mill as the

mill took steps to improve its overall cost structure. The Company recorded net restructuring costs of $0.4 mitlion in
2008 associated with these and prior initiatives.

In November 2008, the Company permanently closed its sawdust pulp and white top linerboard operation at its Elk Falls
mill due to an ongoing unavailability of sawdust fibre. This closure resulted in removing 200,000 tonnes of annual sawdust
pulp and 131,000 tonnes of annual white top linerboard capacity. The Company recorded severance related restructuring
costs of $15.1 million and an assat impairment charge of $136.4 million in 2008 in connection with this closure. *

2007

In 2007, the Company announced and implemented, in various phases during the year, a restructuring program which
included reductions of approximately 565 positions across the Company, the relocation of the corporate office, and the
centralization of certain mill administrative functions. This plan was substantially completed during 2007 and the
Company incurred $58.3 million of restructuring costs, of which $3.0 million was capital related.

In 2007, the Company also expensed $8.3 million for change-of-control payments, pension benefits and stock
compensation to the former President and Chief Executive Officer, and the former Vice-President, Finance and Chief
Financial Gfficer, who exercised their rights under change of control agreements and resigned their positions. These
rights were triggered upon the acquisition by Third Avenue Management LLC of control or direction over 37.8% of the
Company's cormmon shares in October 2006. In addition, the Company expensed $1.1 million in change-of-control
costs related to employee retention agreements that required certain key employees to remain actively employed by the
Company for one year following a change-of-control,

21, INTEREST EXPENSE, NET

The components of interest expense, net, for the years ended December 31 were as follows:

2009 2008 2007

Interest on long-term debt . :$ GM $ 780 § 17
Fixed-to-floating interest rate swaps , v 2.9} -
Other 03 0.1
754 718

Interest income (0.3) 0.9
Capitalized interest {0.1) 0.2)

§ 750 § 707
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22. OTHER INCOME (EXPENSE}, NET
The components of other income (expense), net, for the years ended December 31 were as follows:

2009 2008 2007
Gain (lass) on disposal of property, plant and equipment $ (39 $§ 04§ (38
Fees related to bond exchange offer (2.2 - -
Istand cogeneration arbitration settlement (note 30) {1.4) - -
Penalty en disputed property taxes (1.4 - -
Fareign exchange gain on hedge of net investment - 24 -
Termination {fee on closure of corrugating machine at Snowfiake . - 20 -
Financing expenses V - - (1.2)
Other . {0.5) 0.1 {0.5)

$ @h  § 49§ (s

23. EARNINGS PER SHARE
The following table provides the reconciliation between basic and diluted earnings (loss} per share:

008 2008 2007

Net earnings {foss) attributable to the Company ¥ 44 $ (2198 § (36.5)
Weighted average shares used in computation of basic o

earnings per share (in millions) 336.1 2147
Weighted average shares from assumed conversion
of dilutive options {in millions) - -
Weighted average shares used in computation of diluted ST
earnings per share (in millions) 3818 336.1 2147
Basic and diluted earnings {loss) per share atiributable
to the Company's common shareholders (in dollars) ‘3 (081§ (0689 § (017
24, STOCK-BASED COMPENSATION PLANS ,
{a) Details of Stock-based Compensation Expeﬁse
2009 2008 2007
Stock option awards “$ GG $ 10§ 24
Restricted share units 12 15 0.8
Deferred share units 05 0.2 0.2

$ 23 0§ 27 3 34

{b) Stock Option Plans

The Company has an employee share option plan (the “Plan"} for its key officers, directors and employees. The Plan
provides for the issuance of up to a maximum of 12.0 million common shares.

The long-term component of the mid to fong-term incentive plan (“MLTIP") for the Company's executives consists
of stock options. Vesting of the stock options granted under the MLTIP is subject 1o the length of time that the
executive remains with the Company and the achievement of specified return on capital employed {(*ROCE")
performance targets. These options have a seven-year life, and an exercise price equal to the weighted average
price per share of the common shares for all sales of common shares on the Toronto Stock Exchange (“TSX")
during the five consecutive trading days preceding the date of the grant of the options.
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Options granted, other than those granted pursuant to the Company's MLTIP, have a maximum term of ten years.
These options are exercisable as to one-third on and after the first anniversary date, as to two-thirds on and after
the second anniversary date and as to all on and after the third anniversary date, unless, in the case of options
granted on March 28, 2007, the market price of the common shares exceeds a specified acceleration price, in
which case all of the options are exercisable at that time. In general, market price for options is determined by the
weighted average price per share for all sales of common shares on the TSX on the date on which a determination
of market price is required under the Plan. However, market price for options granted annually to the Company's
directors under the director compensation program is set 25% above the market.price as calculated above.

The Company applies fair value-based method for recording share options granted to directors, officers and employees,
Under the fair value method, compensation cost is measured at fair value at the date of grant, and is expensed over
the award's vesting period. Compensation expense related to performance-based options is recognized when it is
probable that the performance conditions will be achieved.

As at December 31, 2009, the total remaining unrecognized compensation cost associated with the stock options
totalled $0.3 million {2008 - $1.5 million) which will be amortized over the remaining vesting period,

The fair value of share options was estimated on the date of grant using the Black-Scholes option-pricing model

with the following assumptions: ‘ .
2008 2007
Risk-free interest rate 3.8% 4.5%
Annyal dividends per share Nit Nif
Expected stock price volatility 40.0% 30.5%
Expected option hife {in years) 8.5 1.0
. Average fair value of options granted (in dolars) $ 051 $ 15

The risk-free interest rate was based on a zero-coupon Government of Canada bond with a remaining term
approximately equivalent to the expected life of the stock option. The Company estimated the annual dividends
per share, expected stock price volatility and expected option life based on historical experience.

Changes in the number of options outstanding during the years ended December 31 were as foflows:

2009 2008 2007
Weighted Weighted Weighted
average average average
exercise exercise exercise
Number price Number price Number price
ofoplions ~ gndolars)  of options Gndofiars)  of aptions {in doffars)
Beginning of year 5,843,984 $ 242 3,964,024 $ 343 8,171,000 $ 435
Granted 204,000 040 2,691,891 1.23 1,984,624 3.20
Exercised T - - - - {80,009 3.31
Forfeited €336,53%) 2.51 {811,931) 342 - -
Expired or cancelled 217699 .. 193 - - (6,111,591 4.58
End of year g R A 242 3,964,024 3.43
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The following table summarizes information about stock options outstanding and exercisable at December 31, 2009;

Dgtions sutstanding Options exercisable

Weighted Weighted

Weighted average average

. average range of range of
Range of remaining exereise exercise  Accelerated
exereise Number - option life grice Number price price
prices of options fyears) findellarst of options {in dolfars) {in doltars}
$040-3080 04000 91§ 040 - % - % -
$1.15-41.95 960,174 8.1 1.37 400,296 132 -
$3.06 - $3.30 434,377 5.2 314 434377 14 191
$3.31-$3.77 832,500 5.6 3.50 832,500 350 5.01
$4.39 - $4.57 542,500 5.1 445 482,500 443 473
2,973,551 65 $an 2,149,673 $ 323 $ 339

The aggregate intrinsic value of options outstanding and currently exercisable as at December 31, 2009
is $nil per option. ’

Restricted Share Units

The Company has established a restricted share unit (“RSU") plan for its directors and key executives. Under the
terms of this plan, senior executives are eligible to incentive remuneration paid to them in the form of RSUs. Each
RSU, once vested, entitles the holder to receive one common share of the Company. The fair value of RSUs is
based on the market value of the Company's shares on the day of the grant.

RSUs vest in accordance with terms determined by the Company, which may be based on, among other things,
one or more of the foliowing factors: (i) the return to sharehalders with or without reference to other comparable
businesses; (ii) the financiaf performance or results of the Corporation; (iii} other performance criteria relating to
the Corporation; and (iv) the length of time of service by the participant. The performance terms that the Company
may apply to RSUs are intended to strengthen the link between the Corporation’s performance and the value of the
RSUs at the time that they are paid out. In some cases, RSUs may vest immediately, depending upon the purpase
of the individual RSU grant and the intended compensation goal.

The mid-term component of the MLTIP consists of performance based RSUs, Vesting of the RSUs is linked

to the length of time that the executive remains employed with the Company, as well as the Company's ROCE.
Compensation expense related to performance-based RSUs is recognized when it is probable that the performance
conditions will be achieved. »

As at December 31, 2009, the total remaining unrecognized compensation cost associated with the RSUs totalled -
$0.4 million {2008 - $2.2 million) which will be amortized over the vesting period.

Changes in the number of outstanding RSts during the year ended December 31, 2009 were as follows:

Weighted average fair

Number value at grand date

of shares {in doflars}

Beginning of year - 2,279,020 $ 249
Granted 490,435 0.30
Expired or cancefled ‘ (1,437,205} 179
forfeited . (154,983) 2.59

£nd of year 1,177,257 $ 243
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{d) Deferred Share Unit Plan

The Company has established a deferred share unit (*DSU") pian for its directors. Under the terms of this plan,
directors may elect to receive their annual cash remuneration in DSUs, cash or a combination thereof. Each DSU
initially has a value equivalent to the Company's weighted average share price on the TSX, during the 10 consecutive
trading days prior to the issuance date of the DSU. A director's DSU account is credited with dividend equivalents
in the form of additional DSUs when dividends are paid on common shares. A director may elect the date of redemption
by filing an irrevocable written election with the Company no later than December 15 of the calendar year commencing
immediately after the director's termination date. The value wilt be paid by the Company as a lump sum in cash,
equal to the fair value of the notional underlying common shares plus accrued dividend equivalents at that date, after
deduction of applicable taxes and other source deductions required to be withheld. Liabilities related to this plan are
recorded in “Accounts payable and accrued liabilities.” As at December 31, 2009, 1,018,106 DSUs were outstanding
under this plan (2008 — 646,119 OSUs) and approximately $0.2 million was payable {2008 - $0.3 million).

25. FAIR VALUE MEASUREMENT

Fair value Is defined as the price that would be received from selling an asset or paid to transfer a liability in an ordely
transaction between market participants at the measurement date. When determining fair value measurements for
assets and liabilities required to be recorded at fair value, the Company considers the principal or most advantageous
market in which it would transact and considers assumptions that market participants would use when pricing the asset
or liability, such as inherent risk, transfer restrictions, and risk of non-performance.

A fair value hierarchy requires the Company to maximize the use of observable inputs and minimize the use of unobservable
inputs when measuring fair value. A financial instrument’s categorization within the fair value hierarchy is based upon the
fowest level of input that is available and significant to the fair value measurement. The three levels of inputs that may
be used to measure fair value are:

fevel 1

Quoted prices in active markets for identical assets or liabilities.

Level 2

Observable inputs other than quoted prices in active markets for identical assets and liabilities, such as quoted prices
for identical or similar assets or liabilities in markets that are not active, or other inputs that are observable or can be
corroborated by observable market data for substantially the full term of the assets or liabilities.

Level 3

Inputs that are generally unobservable and are supported by little or no market activity and that are significant to the
fair value determination of the assets or liabilities.

The following table presents information about the fair value of the Company's derivative and non-derivative instruments
designated as hedging instruments and measured or disclosed at fair value on a recurring basis at December 31:

Fair value
2008 2008  hierarchy Balance sheet classification

Assets

Currency contracts $ 13E $ - 21 Prepaids and other

Carrency contracts ) 3 0.5 21 Other assets

$ w1 505

Liabilities ' Accounts payable and

Currency contracts $ - § 24 2! accrued liabilities

Falr value of the Company’s derivatives are classified under Leve! 2 (inputs that are obsarvable; directly or indirectly) as they are measured as folfows:
1 The fair value of forward currency contracts Is measured using the discounted difference between contractual rates and market future rates, Inferest

tates, forward market rates, and volatifity are used as Inputs for such valuation techniques, The Company incorporates credit valuation adjustments to
appropriately reflect both its own non-performance risk and the counterparty’s non-performance risk in the fair value measurements,

95
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The following table presents information about the fair value of the Company’s derivative‘ and non-derivative financial
instruments not designated as hedging instruments and measured on a recurring basis at December 31:

. Fair value
2009 2008 hierarchy Balance sheet classification

Assets

Cucrency contracts $ 23 ¢ - Y2 Prepaids and other

Currency contracts - 342 2 QOther assets

Commaodity swap contracts - 13 27 Prepaids and other

3 23§ 355

Liabilities , Accounts payable and

Commodity swap contracts . T 22 accrued liabilities

Falr value of the Company'’s derivatives are classified under Level 2 (inputs that are observable; directly or indirectly) as they are measured as follows:

1 The fair value of forward currency contracts is measured using the discounted difference between contractual rates and market fulure rates. interest
tates, forward market rates, and volatility are used as inputs for such valuation techniques, The Company incorporates credit vauation adjustments to
approgpriately reflect both its own non-performance risk and the counterparty’s non-performance fisk in the fair value measurements.

2 The fair vatue of commodity swap cont ism d using the di ted differenca between contractual rates and market rates. The fair value of
natural gas commodity options is measured using lechniques derived from the Black-Schales pricing model, The Company incorporates credit vatuation
adjustents to appropriately reflect both ils own non-performance risk and the counterparty’s non-performance risk in the fair value measurements.

The following table presents information about the effects of the Company’s derivative instruments designated
as hedging instruments on the Company’s consolidated financial statements at December 31:

Classification on
Gain {loss) {Gain} loss  Statement of sarnings Bain {lass}
recognized reclassified {ioss) recfassified recogrized
in AQCH from AOCY  from AQCYD in income?
2009 2008 2009 2008 2009 2008
Derivatives designated
as cash flow hedges :
Currency contracts 1§ 250 $48 § (0.2) Sales § 4§ (688
Derivatives and ather
instruments designated
as net investment hedges . Foreign exchange gain
Long-term debt 4248  § (30.1) $10 § - (osshonlongtermdebt $ - 0§ -

1 The gain (loss) recognized, or {gain} loss reclassified from . OC! refates to the effective pttion of the hedge,
2 The gain lioss) recognized in income relates to the ineffective portion of the hedge and the amount excluded lrom effectiveness testing.

As U.S. dollar denominated revenues are recognized over the next 12 months subsequent to December 31, 2008, the

Company estimates that net gain of $10.3 million, or an after-tax net gain of $7.2 miftion, will be reclassified from
AOCI to "Sales”.
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The following table presents information about the effects of the Company's derivative instruments designated as fair
value hedges on the Company's consolidated financial statements for year ended December 31:

Gain {less}  Classification on
_ recognized in income - Statement of earnings (loss)

2008 2008

 Interest rate swaps k3 67 $ 33  Interest expense, net!

1 The portion of the gain (loss) that refates fo the foreign exchange portion of the contract Is included In “Foreign exchange gain (loss) on fong-term
debt” and is equal to $nit for December 31, 2009 {2008 - $0.1 million).

The Compahy has no fixed-to-floating interest rate swaps outstanding at Decemnber 31, 2009.

During the year ended December 31, 2008, the Company unwound its fixed-to-floating interest rate swap contracts
for notional US$80 milfion for proceeds of $7.6 million. The effective portion of changes in the fair value of these
derivatives was netted in “Long-term debt” and is being amortized to “Interest expense, net” over the remaining térm
to maturity of the related debt.

The following table presents information about the effects of the Company's derivative instruments not designated
as hedging instruments on the Company’s consolidated financial statements at December 31:

Galn (loss)  Classification on
recoguized In ingame  Statement of earnings {loss}

2009 2008
Currency contracts refated to revenue hedges $ (3331 Sales
Forgign exchange gain (loss)
Cutrency cantracts related to debt hedges 379  onlong-term debt
Commodity swap contracts related to pulp and newsprint hedges {0.2) Sales

Commodity swap contracts refated to natural gas

Cost of sales, excluding
and old newspaper hedges

{3.3)  depreciation and amortization

$ Ll

Fair Value of Other Financial Instruments

The carrying value of the Company's cash and cash equivalents, accounts receivable, accounts payable and accrued
liabilities approximate their fair va!ues because of the short-term maturity of these instruments.

26. FINANCIAL INSTRUMENTS

{a) Financial Risk Management

Financial instruments of the Cdmpany consist primarily of cash and cash equivalents, accounts receivable,
accounts payable and accrued fiabilities and long-term debt. Financial instruments of the Company also include

derivatives which the Company uses to reduce its exposure to currency and price risk associated with its revenues,
energy costs and long-term debt.

The Company has exposure to risk from its financial instruments, specifically credit risk, market risk {including
currency, price and interest rate risk} and tiquidity risk.

& ey
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The Board of directors has overall responsibility for the establishment and oversight of the Company’s risk
management framework. The Board of directors and Audit Committee have approved a policy to manage the risks
from the use of derivatives. This policy provides objectives for, and {imits on the use of derivatives. Derivative
positions are reported to the Audit Commitiee quarterly. Management policies identify and analyze the risks,
establish appropriate controls, piace responsibilities and fimits and provide for regular menitoring and reporting
requirements. A Financial Risk Committee of management meets monthly to review outstanding positions and
authorize ongoing or additional hedge placements under the policy. Periodic reviews of internal controls related
to financial risk management are performed by internal audit.

() Credit Risk

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial instrument
fails to meet its contractual obligation. This risk derives principally from the Company’s receivables from
customers and derivative counterparties. .

Accounts Receivable

The Company is exposed to credit risk on accounts receivable from its customers whe are mainly in the newspaper
publishing, commercial printing and paper manufacturing businesses. The Company manages its credit risk ¢
principally through credit policies, which include the analysis of the financial position of its customers and the
regutar review of their credit limits. The Company also subscribes to credit insurance for substantially all of its
receivables, periodically purchases accounts receivable puts on certain customers, and obtains bank letters

of credit for some export market customers.

Aging of receivables at December 31 were as follows:

2009 2008

Trade receivables, gross e
Current $ 1718
Past due 1-30 days 245
Past due 31-90 days 4.0
Past due aver 90 days 0.3
) . ‘ 08F 206.6
Allowance for doubtful accounts 3 3.2)
Trade receivables, net 950 - 2034
Other receivables, including geods and services tax recoverables . 6.5 183
Accounts receivable {note 8} C§ oms §

The movement in the allowance for doubtful accounts in respect of trade receivables during the years ended

December 31 were as follows:

2008 . 2008
Balance, beginning of year $ 39 $ 28
Increase in provision ' 12 3.1
Utilized in the year ~ on - @21
Balance, end of year (note 8) $ $ 32

The Company experienced farger bad debt expense in 2008 as a resuit of deteriorating economic conditions
and the’difﬁcult refinancing environment.
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Derivatives

The Company is also exposed to credit risk with counterparties to the Company's derivative financial instruments,
The credit risk arises from the potential for a counterparty to default on its contractual obligations, and is
timited to those contracts where the Company would incur a cost to replace a defaulted transaction. The
Company manages this risk by diversifying through counterparties that are of strong credit quality, normally
major financial institutions, ’

Market Risk‘

Market risk is the risk that changes in market prices, such as foreign exchange rates, commaodity prices and
interest rates will affect the Company's cash flows or the value of its financial instruments (e.g., fixed interest
long-term debt).

Currency risk : :

The Company is exposed to the risk that future cash flows will fluctuate as substantially all of the Company's
sales and accounts receivable are denominated in U.S. dollars, while only a portion of its costs and payables
are denominated in or referenced to U.S. dollars. The Company is also exposed to the fluctuations in the fair
value of its debt denominated in U.S. doliars. The Company uses foreign currency options and forward confracts
to partially hedge trade receivables and anticipated future sales denominated in foreign currencies as well as
U.S. doflar denominated debt. )

The Company's hedging poticy for anticipated sales and accounts receivable includes 0% to 67% of 0- to
12-month and 0% to 25% of 13- to 24-month U.S. dollar et exposure. Hedges are layered in over time,
increasing the portion of sales or accounts receivable hedged as it gets closer to the expected date of the
sale or coflection of the account receivable.

The Company’s hedging policy for its U.S. dollar denominated debt includes 0% to 60% of U.S. dollar net
exposure, Future U.S. dollar revenues also provide a partial natural hedge for U.S. dollar denominated debt.

Price risk

The Company's policy allows for hedges of newsprint and pulp to be placed on anticipated sales and hedges

of old newsprint to be placed on anticipated purchases. As well, hedges are placed on anticipated purchases
at 0% to 70% of the net exposure for oif and natural gas. The outstanding hedge positions are not significant and
the price risk associated with the Company's commodity hedges, for pulp output, Is de minimus.

Interest rate risk
The fair value of the Company's fixed-rate debt or the future cash flows of variable-rate debt or fixed-to-floating
interest swaps may fluctuate because of changes in market interest rates. The Company's policy is to keep the

majority of its term debt on a fixed-rate basis, but allow for the placing of some fixed-to-floating swaps at rates
considered acceptable.

Sensitivity analysis for derivative positions and variable rate debt

Effect from increase Effect from decrease

in rate or price in rate or price

Currency Change - MNet o Other Ket Dther

and uotional inrale earnings comprchensive earnings comprehensive

As at December 31, 2008 antount  or price {loss) income {loss)  income (loss)

Revenue hedges

— currency fisk (US$/CS) Us$ 366 5% 1.9 1.2 {5.3) (3.3)

ABL Facility '

— interest risk (annualized) € 15 100bps {0.1) - 0.1 -
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(iil) Liguldity risk 4
Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due.
The Company's approach to managing liquidity is to ensure, as far as possible, that it will have sufficient liquidity
to meet its liabilities when due over the next 12 to 24 months, under both normal and stressed conditions,
without incurring unacceptable losses or risking damage to the Company's reputation.

The Company’s principal cash requiremants are for interest payments on its debt, capital expenditures and
working capital needs. The Company uses its operating cash flows, ABL Facility and cash balances to maintain
its liquidity. Internal forecasts are regularly prepared that include earnings, capital expenditures, cash flows,
cash or revolver drawings, and sensitivities for major assumptions. The internat forecasts include borrowing
base availability and covenant compliance. The Company also monitors the maturities of its long-term debt
and assesses refinancing costs and risks in deciding when to refinance debt in advance of its maturity.

{b) Revenue Risk Management Instruments

{c

—

Foreign currency options and forward contracts outstanding to sell U.S. doltars were as follows:

Options

Purchased US$ put Sold US§ call Forwary contracts
Average Average Average
rate rate rate
Term ‘ US$millions US§/C$  USSmillions US$CS  USSmillions usS$/Cs

As at December 31, 2009 -
0 to 12 months $ w0 08§ L T - A -}
13 to 24 months ‘ B9 - 09500 - 53 : Cee -

=

(N

As at December 31, 2008

0 to 12 months § 501 09553 § 302 - 08810 $ 14 0.7805
13 to 24 months 55 0.9674 10 0.8877 - -

$ 556 0.9565 ¢ 312 0.8812 $ 14 0.7805

The effective portion of changes in the fair value of derivatives that qualify and are designated as cash flow hedges
are deferred and recorded in AOCI, a component of shareholders’ equity. When the underlying transaction is recorded
in earnings, the corresponding gain or loss on the hedged item is reclassified from AOCI to “Sales.” Any ineffactive
portion of a hedging derivative's change in fair value and the portion that is excluded from the assessment of hedge
effectiveness is recognized immediately in “Sales.” At December 31, 2009, instruments having a national principal
of US$284 mitlion are designated as hedging instruments. At year-end exchange rates, the net amount the Company
would receive to settle the above contracts and options is $19.0 million {December 31, 2008 - negative $26.9 million).

Cost Risk Management {nstruments

At December 31, 2009, the agreements to purchase natural gas were negligible,

At December 31, 2008, the Company was party to commodity collars to hedge the purchase price of natural gas
for 0.5 million gigajoules (“GJ") within the next three months at rates averaging $8.00 and $7.63 per GJ for
purchased options and written options, respectively. These instrurnents were not designated as hedging instruments
for accounting purposes and were reported at fair value in “Prepaids and other” or “Accounts payable and accrued
liabilities" on the consolidated balance sheet. Changes in fair value was recognized in “Cost of sales, excluding
depreciation and amortization”. At period-end contract rates, the fair value of these contracts was $nit

{December 31, 2008 - negative $0.8 miflion). - . '
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{d) Leng-term Debt Risk Management Instruments

The Company had no forward foreign cuirency contracts or options to acquire U.S. doliars at December 31, 2009
{December 31, 2008 — US$190 milfion). At period-end exchange rates, the net amount the Company would receive
to seftle these contracts at December 31, 2008 was $34.2 miliion.

(e} Interest Rate Swaps.
The Company had no fixed-to-floating interest rate swaps outstanding at December 31, 2009.

During the year ended December 31, 2008, the Company unwound its fixed-to-floating interest rate swap contracts
for notional US$80 million for proceeds of $7.6 million. The effective portion of changes in the fair value of these
derivatives was netted in “Long-term debt”, to be amortized over the remaining term to maturity of the related
debt. The ineffective portion was recognized in “Interest expense, net.”

27. RELATED PARTY TRANSACTIONS

Related parties include Third Avenue Management LLC ("TAM"}, which has contro or direction over a significant nutpber
of the Company’s common shares since October 2006. The Company did not undertake any transactions with TAM during
the year ended December 31, 2009. In 2008, TAM acquired an additional 59,856,422 common shares in connettion
with the rights offering related to the acquisition of Snowfiake. .

The Company undertakes certain transactions with companies affiliated with its directors. These transactions are in the
normal course of business and are on the same terms as those accorded to third parties. During 2009, the Company paid
aggregate fees of approximately $7.1 million (2008 - $10.0 million; 2007 ~ $8.7 million) primarity for obligations under
a huilding lease, for services related to trucking chips and sawdust, and for other consulting services to companies
affiliated with directors of the Company. :

28. COMMITMENTS

The Company has entered into operating leases for property, plant and equipment. The minimum future payments
under various operating leases in each of the years ended Décember 31 are as follows: :

-

2010 ‘ $ 104
2011 ; 8.7
2012 6.3
2013 ; 6.2
2014 5.1
Subsequent years : 2.5

$ 612

The total lease expense amounted to $11.5 miltion in 2009 (2008 — $11.9 million; 2007 - $12.3 million).
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29. GUARANTEES AND INDEMNITIES

The Company has, over time, provided various indemnities with respect to tax, environment, and erhpioyment {iabilities,
as well as general representations and warranties on sales of portions of its business, acquisitions, and commodity
contracts. Significant existing indemnities are as foliows:

{a) The Company sold a portion of its operations in June 2001. In this regard, the Company provided a 10-year
environmental indemnity with a maximum liability to the Company of $12.5 million. This liability has subsequently
been reduced by expenditures related to certain decommissioning projects. The Company provided a tax indemnity,
which continues while the relevant tax years of the indemnified parties remain open to audit. '

(b} In connection with the acquisition of the Company’s paper recycling operation in December 2003, the Company
has provided indemnities with respect to representations and warranties related to general corporate matters and
" to the shares that have been issued to the vendors. Liability under these indemnities expired in November 2008,
except that the indemnity related to title to the shares does not expire. The Company does not expect any
significant claims with respect to this indemnity. The Company has also provided indemnities with respect to
general environmental matters under its lease of the land and buildings. The Company has agreed to indemnify
the fandlord for all costs, claims and damages related to any release by the Company of any hazardous substances
on the property or the breach by the Cornpany of its environmental covenants under the lease or any environmental ¢
taws. This indemnity is indefinite and survives after the lease is terminated. The Company is not liable for pre-
existing environmental conditions, ’

{c) The Company has entered into a building lease agreement whereby it has agreed to continue making the prescribed
lease payments directly to the financial institution holding the mortgage on the building in the event the lessor is
no fonger able to meet its contractual obligations (note 6). As at December 31, 2009, the value of the mortgage
was $7.9 million (2008 — $9.6 million). This agreement does not increase the Company’s liability beyond the
obligation under the building lease.

At December 31, 2009, the Company is unable to estimate the potential maximum labilities for these types of
indemnification guarantees as the amounts are contingent upon the outcome of future events, the nature and likelihood of
which cannot be reasonably estimated at this time. Accordingly, no provisions have been recorded. These indemnifications
have not resulted in a significant expense in the past.

30. CONTINGENT LIABILITIES

In the normal course of its businéss activities, the Company is subject to a number of claims and legal actions that may
' be made by customers, suppliers and others. While the final outcome with respect to actions outstanding or pending as

at December 31, 2009 cannot be predicted with certainty, the Company believes an adequate provision has been made,
of the resolution will not have a material effect on the Company’s consolidated financial position, earnings or cash flows.

Due to on-going weak market conditions, the Company has continued to curtail certain operations at its Efk Falls and
Crofton mills. As at December 31, 2009, these curtailments have affected approximately 300 hourly employees at

the Elk Falls mill and approximately 70 hourly employees at the Crofton mill through protracted lay-offs. The labour
agreement between the Company and union locals provides that if an hourly employee has been on lay-off for 12 months
(lay-off is defined as having the opportunity to work less than 900 hours during the 12 month period), and, at the end

of that 12 month period, the Company has no plan to re-employ the employee during the three months following, the
affected employee has an option of requesting a severance payment. Employees requesting a severance payment would

- lose their rights of recall under the agreement. The labour agreement between the Company and Pulp, Paper and
Woodworkers of Canada Local 2 at Crofton, has similar provisions under which severance applies, although the 900 hour
threshold does not apply. The Company estimated that should the conditions giving rise to severance at Elk Falls and
Crofton be met, the potential severance payment would be approximately $19 miltion. The Company did not record a
liability for this contingency as of December 31, 2009 as it had not determined what the future of these operations would
be and could not know how many ernployees would request their severance, as opposed to retaining their recall rights,
should they become eligible for severance in the future. Therefore, the likelihood, timing, and extent of any potential
liability were not determinable. Subsequent to December 31, 2009, and as at March 10, 2010, 190 hourly employees at
Elk Falls had requested severance payments, resulting in an aggregate severance charge of $11.5 million. The Company
may not be able to restart the Elk Falls mill if all of the remaining hourly employees of this mill decide to forfeit their

. fecall rights and request severances, in which case, the Company would consider permanently closing this mill.
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In addition to the hourly employees on lay-off due to production curtailments, as at December 31, 2009, there were
approximately 100 houtly employees who were on lay-off at the Company's Elk Falls, Port Alberni, and Powell River mills
due to restructuring and other initiatives. These employees are entitled to rights of recall in the range of 12 to 42 months
from the last day worked, but at any time may forfeit their rights of recall in exchange for severance payments. If all
affected employees exercise their severance rights at some point and thereby forfeit their recall rights, the Company
estimates that the total severance payment would be approximately $3.8 million. The Company did not record a liability
for this contingency as of December 31, 2009 as the likelihood, timing, and extent of any potential liability were not
determinable. Subsequent to December 31, 2009, and as of March 10, 2010, 41 hourly employees exercised their
severance rights, resulting in an aggregate severance charge of $1.5 million.

In January 2010, Quebecor World (USA)'s litigation trustee (“Quebecor") filed a claim against the Company for alleged
preferential transfers of approximately US$18.8 million. The claim seeks the return of payments made by Quebecor to
the Company in the ordinary course of their trade relationship in the 90 days prior to Quebecor's Chapter 11 filing in
December 2007. The Company is one of 1700 vendors of Quebecor who received payments totalling US$390 million

. during the preference period in which the litigation trustee has sought recovery. The claim is made pursuant to the U.S.
Bankruptcy Code which allows recovery of certain transfer made by the bankrupt debtor within the 90 days prior to the
bankruptcy filing, subject to a vendor's defenses. The Company intends to defend the claim and has been advised that
it has a number of defenses available that are expected to eliminate or significantly reduce its financial exposure. *
Accordingly, the Company does not expect to incur any significant liability in connection with the Quebecor claim.

The Communications, Energy and Paperwarkers Union of Canada Locals 1, 76, 592 and 686 (the “Locals™), representing
hourly employees at the Company's Powell River and Port Alberni mills, have applied to the Labour Relations Board of 8.C.
for a declaration that the Company is responsible for certain post-retirement medical and extended health benefits for some
retired employees who were represented by the Locals and who retired from MacMillan Bloede! Limited (*MB"), now doing
business as Weyerhaeuser Company Ltd. ("Weyerhaeuser"). Pacifica Papers Inc. (*Pacifica”) acquired the Powell River and
Port Alberni mills from M8 in 1998, and it was agreed as part of that transaction that MB would remain responsible for any
benefits for eligible employees who retired prior to the acquisition by Pacifica of the mills. The Company subsequently
amalgamated with Pacifica in 2001. The Locals claim that the contractuai relationships between the Company, Pacifica
and MB do not absolve the Company (as successor to Pacifica) from any obligations which may exist in respect of certain
post-retirement benefits and that the successorship provisions of the Labour Relations Code imposed any such possible
obiigations on Pacifica at the time Pacifica acquired the mills. The Company does not agree with the Locals' position and
will contest the Labour Board application. If the Locals® application is successful, the Company could become responsible
for the post-retirement benefits of these retirees in addition to those for which the Company is already responsible for. These
proceedings are at an early stage. The extent of the Company's liability, if any, cannot be determined at this time although
the Company estimates that it would incur costs of between $2 million and $4 million annually to provide these additional
benefits. In that event, the Company will seek indemnification from Weyerhaeuser.

On November 20, 2009, the arbitration proceeding relating to a 20-year energy services agreement with Island
Cogeneration No. 2 Inc. (“ICP") was settled. This arbitration was a result of the Company’s declaration of force majeure
under the energy services agreement due to the permanent closure of the Company's Elk Falls pulp mill in November 2008
as a result of the unavailability of sawdust fibre. This settlement terminated the energy services agreement including the
contingent liability for energy not purchased. Subject to subdivision approval, the Company has agreed to transfer to ICP
land currently leased by ICP upon which its energy facility is located. The Company has also granted certain easements
and access rights to ICP to facilitate the independent operation of the energy facility and eliminate the need for the
Company to provide certain services to ICP. The Company recorded a $1.4 million loss on the settiement representing

the fair value of the property to be transferred or leased at a nominal amount to ICP and the costs associated with the
provision of services to ICP for 18 months,

31. SUBSEQUENT EVENT
The Company has evaluated its subsequent events to March 11, 2010.

On March 10, 2010, the Company exchanged US$318.7 million of its outstanding 8.625% senior notes due June 15, 2011
for US$280.4 million of new 11% senior secured notes due December 15, 2016. Upon the closing of the exchange offer,
US$35.5 million of 8.625% senior notes maturing June 2011 remain otitstanding,
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32. CONDENSED CONSOLIDATING FINANCIAL INFORMATION

The following information is presented as required under Rule 3-10 of Regulation S-X, in connection with the Company's
senior secured notes due 2011 and 2014. The Company has not presented separate financial statements and other
disclosures concerning the guarantor subsidiaries because management has determined that such information will not be
material to the holders of the senior notes; however, the following condensed consolidating financial information is being
provided for each of the years ended December 31, 2003, 2008, and 2007. Investments in subsidiaries are accounted
for on an equity basis. The principal elimination entries eliminate investments in subsidiaries and intercompany balances.

Supplemental Consolidating Balance Sheet as at December 31, 2009

Subsidiary Consalidated
CatalysiPaper  Subsidiary ~ non-  Eliminating Catalyst Paper
Corporation guarantors guarantors entries  Corporation

Assets

Current assets ) , .

Gash and cash equivalents $ B3 0§ 1y ¥ o8& 0§ - $ 831
Accounts receivable (note 8) . 02 TR 02 - t0Es
Inventories (note 9) - T e e R |
Prepaids and other (note 10) 13§ - o~ 5

ne B S

Property, plant and equipment (note 11) 1,085.2 ; DU % 117 % |

Advances to related companies 33 -

Investments in related companies 546:0

Other assets (note 12) - O

Liabilities -

Current fiabilities S R P
Accounts payable and accrued liabilities (note 13) § 282 ¢ 1WA ¢ 44X 3. - . ¢ WER
Current portion of fong-term debt {note 14) 08 ] - = A

00 1995 a1 - I3

Long-term debt (note 14) 647.9 138 1128 - 17146

Advances from refated companies 388.6 152.1 230 {5631 =

Emplayee future benefits {note 15) 264 268.2 Y .

Other long-term obligations (note 16) 87 32 CAE - 134

Future income taxes (note 17) 498 - R % Q62 - 28

Deferred credits (note 18) 155 - T . )

115F O 5IGE TeeR  (59%9) 1850

Equity

Shareholders’ equity : . S
Common Stock 1,035:0 £78:0 @z (6488) . 10350
Additional paid-in capital 164 282 47 Este) 154
Retained eamings (deficit) (185.1) @215) sy - g M5
Accumulated other comprehensive , LT o

income (loss) {note 19) {8z
8135 A
Nen-controlling interest (deficit) (18.0) Co
1954 Y
§ 19547 $
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Supplementai Consolidating Statement of Earnings {Loss) for the year ended December 31, 2009

- Subsidiary Gonsolidated
Catalyst Paper Subisidiary fioi- Eliminating Catalyst Paper
Corporation guaranters guarantors eatries  Corporation
Sales $ - $ 1,20%:6 $ 167 $ (188  $ 12017
Operating expenses '
Cost of sales, excluding depreciation ’ '
and amrtization 264 1074 63 {18:6) 1,035.5
Depreciation and amortization 26: 12 T - 166
Selfing, general and administrative . =L M
Restructuring (note 20) 7 IR N '
Impairment (note 5) 734
Operating earnings (foss)

Interest expense, net (note 21)

Gain on cancellation of long-term debt (note 14)
Fareign exchange gain on long-term debt

Equity earnings in Partnership

Other income {expense), net (note 22)

Earnings (loss) before income taxes
" Income tax recovery (note 17)

Het earnings (loss)

Net (earnings) foss attributable
to non-controlling interest (note 6)

Net earnings (loss) before equity in earnings
(toss) of subsidiaries

Equity in earnings (loss) of subsidiaries

Net earnings (loss) attributable to the Company

[

Lo
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Supplemental condensed Consolidating Statement of Cash Flows for the year ended December 31, 2009

Subsidiary Consolidated
Gatalyst Paper Subsidiary non- Eliminaling Catalyst Paper
Lorporation guarantars guarantors entries  Corporation
Cash flows provided {used) by: ’
Qperations
Cash flows provided {used) by operations $ w“om § 2429 $ (1) % (38 ¢ A
Investiog - :
Additions to property, plant and equipment .0 63 @5 a .5
Proceeds from sate of properly, plant and equipment ~ Z:t - 28 - - 45
Decrease (increase) in other assets . - - &1
Cash flows provided (used) by investing activities - . (8:9) ... e SIS - (28§
Financing L .

Decrease in revolving loan and loan payable
Repayment of long-term debt (note 14)
Proceeds from long-term debt (note 14)

Proceeds on termination of dabt
foreign current contracts

Settiement on purchase of debt
securities {note 14)

Deferred financing costs
Decrease in other long-term debt

Increase (decrease) in advances
to related companies

Dividends seceived (paid}
Distribution received {paid)

Cash flows provided (used) by financing activities  HET . (@40) -~ L. - -

Cash and cash equivafents, increase in the year R < A

Cash and cash equivalents, beginning of year o o

Cash and cash equivalents, end of year
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Supplemental Co‘nsotidaﬁng Balance Sheet as at December 31, 2008

Subsidiary Consolidated
© Catalyst Paper Subsidiary non- Eliminating Catalyst Paper
Corporation guarantors guarantors entries  Corporation
Assets
Current assets
Cash and cash equivalents $ - $ 52 24 $ @26 $ 50
Accounts receivable (note 8) 1.1 219.7 - 0.9 - 2217
{nventories (note 9) - 2114 - - 2114
Prepaids and other (note 10} 176 148 0.4 - 328
187 451.1 37 (2.6) 470.9
Property, plant and equipment (note {1) 12110 525.9 117.5 - 1,854.4
Advances to related companies 122.3 356.2 0.8 (479.3) -
Investments in related companies 804.1 - - {804.1) -
Other assets (note 12} 535 280 - (16.5) 66.0
$ 2,20956 $ 1,361.2 $ 1220 $(1,302.5) $ 2,390.3
Liabilities
Current liabilities
Accounts payable and accrued lizbilities (note 13) ¢ 317 $ 2219 $ 938 $ - $ 2694
Gurrent portion of long-term debt (note 14) : 34 0.2 74.8 (2.6) 7583
3.1 2281 84.6 {2.6) 345.2
Long-term debt (note 14) 8153 58.3 185 - 894.1
Advances from refated companies 356.2 945 28.6 (479.3) -
Employee future benefits (note 15) ‘ 1238 139.4 - - 263.2
Other jorig-term obligations (note 16) 19 3.9 1.5 - 133
Future income taxes {note 17) . 461 - 19.7 {16.5) 49.3
Deferred credits (nofe 18) 18.6 - - - 18.6
1,403.0 525.2 153.9 {458.4) 1,583.7
Equity
Shareholders' equity
Common stock 1,035.0 678.0 (32.1) (645.9) 1,035.0
Additional paid-in capital 14.6 228.2 47 (232.9) 14.6
Retained earnings (deficit) (180.7) (34.8) {4.5) 39.3 {180.7)
Accumulated other comprehensive
income (loss) {note 19) ’ {46.4) (35.4) - 354 (46.4)
822.5 836.0 (3.9} (804.1) 822.5
Non-controlling interest (deficit) (15.9) - - - {15.9)
806.6 836.0 {31.9) (804.1) 806.6
$ 2,209.6 31,3612 $ 1220 $(1,302.5) $ 2,390.3

>

-

i



1321133

CATALYST PAPER 2009 ANNUAL REPORT { CONSOLIDATED FINANCIAL STATEMENTS

HOTES TO CONSOLIDATED FINANCIAL STATEMENTS
{Amounts expressed in mittions of Canadian dollars, except where otherwise stated)

Supplementat Consclidating Statement of Earnings (Loss) for the year engied December 31, 2008

Subsidiary Cansolidated
Catalyst Paper Subsidiary noft- Eliminating Catalyst Paper
Corporation guarantors guarantors enfries  Corporation
Sales $§ - $18194 0§ 185 § (86 18094
QOperating expenses
Cost of sales, excluding depreciation
and amortization 327 1,594.0 49 (18.6} 1,613.0
Depreciation and amortization 1228 39.8 3.2 - 165.8
Selling, general and administrative 24.2 224 0.3 - 46.9
Restructuring (note 20} - 30.1 - - 3
Impairment (note 5) - 151.0 - - 1510
‘ 179.7 18373 8.4 (18.6) 2,006.8
Dperating earnings (loss) ' (176.7) 121 10.2 - {157.4) ’
Interest expense, net (note 21) {36.9) (28.2) (10.4) - (75.0)
Foreign exchange loss on long-term debt (81.5) {0.7) - - (82.2)
. Equity earnings in Parinership 116.8 - - {116.8} -
Other income, net (note 22) 29 1.5 0.5 - 49
- Earnings (loss) before income taxes (177.9) {15.3) 0.3 (116.8) {309.7
Income tax recovery (note 17) (60.1) (29.7) {0.9) - (90.7)
HNet earaings (loss) (117.8) 144 12 (116.8) (219.0)
Net {eamings) loss atiributable :
to non-controlling interest (note 6) (0.8 - - - 0.8
Net earning# {loss) befare equity in earnings
{loss) of subsidiaries {1186) 144 12 (116.8) {219.8)
Equity in earnings (loss) of subsidiaries (101.2) - - - 101.2 -

et earnings (loss) attributable to the Company $ (298 § 144 $ 1.2 $ 56§ (2198
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Supplemental condensed Consolidating Statement of Cash Flows for the year ended December 31, 2008

Gonsolidated

Subsidiary
Catalyst Paper Subsidiary nen- Eliminating Catalyst Paper
Carporation guarantors guarantors entries  Corperation
Cash flows provided (used) by:
Ogerations
Cash flows provided by operations $ 43 $ 498 $ 2l $ (56 § 781
Investing
Acquisition of Snowflake newsprint milf (note 7) - {172.2) - - {172.2)
Additions to property, plant and equipment . {22.1) {19.1) 0.7} - (41.9)
Proceeds from sale of properly, plant and equipment - 2.2 - - 22
Proceeds from termination of interest rate swaps - 16 - - 1.6
Decrease (increase) in other assets 0.5 (L.5) - - (1.0}
Investment in related companies (180.9) - - 180.9 -
_ Cash flows used by investing activities {202.5) {183.0) 0.7) 130.9 (205.3)
' Financing '
Issue of sharas, net of share issue costs (note 7) 1211 180.9 - {180.9) 1211
Increase in revolving loan 310 317 - (2.6) 60.1
Repayment of revolving operating loan . {1.3) {45.8) - - @.n
Deferred financing costs {5.1) (0.4 - - (5.5)
Increase {decrease) in other fong-term debt ' 2.9 1.2 (0.5) - 36
Increase (decrease) in advances to refated companies  (236.5) 218.2 (0.5) 18.8 -
Dividends received (paid) ' 5.7 5.7 - - -
Distribution received {paid) 229.6 (228.4) (1.2) - -
Share redemption 13.3 (13.3) - - -
Cash flows provided {used) by financing activities . 160.7 138.4- (2.2) (164.7) 132.2
Cash and cash equivalents, increase
{decrease) during year ‘ - 5.2 (0.8) 0.6 5.0
Cash and cash equivalents, beginning of year - - 3.2 (3.2} -
Cash and cash equivalents, end of year $ - $ 5.2 $ 24 $ (@28 $ 50

g7
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Supplemental Consolidating Balance Sheet as at December 31, 2007

Subsidiary Consolidated
Catalyst Paper Subsidiary non- Eliminating Catalyst Paper
Corporation guarantors guarantors . entries . Corporalion
Assets
Current assets .
Cash and cash equivalents $ - 3 - § 12 % @32 3 -
Accounts receivable 38 2089 0.4 - 213.1
{nventories - 235.7 - - 235.7
Prepaids and other . 5.3 350 0.4 - 40.7
5.1 4796 40 (3.2) 483.5
Properly, plant and equipment 1,305.4 4815 119.9 - 19128
Advances to related companies 202.1 525.1 17 {728.9) -
Investments in related companies 809.4 - - {809.4) -
Other assets ) 229 131 - - 36.0 .
$ 2,3489 $ 1,505.3 $ 1258 $(1,5415)  § 2,438.3
Eiabilities
Current liabilities
Accounts payable and accrued Habilities $ 287 $ 2288 $ 107 $ - $ 2682
Current portion of long-term debt 0.7 - : 0.5 - 1.2
29.4 228.8 11.2 - 2694
Long-term debt 657.1 510 4.1 3.2) 799.0
Advances from related companies 525.1 1738 30.0 (728.9) -
Employee future benefits 1247 1821 - - 306.8
Other long-term obligation 115 139 15 - 26.9
Future income taxes 8838 144 20.7 - 123.9
Deferred credits 217 - - - 217
' 1,458.3 664.0 157.5 (732.1) 1,547.7
Equity
Shareholders’ equity ’
Commaon stock 9139 590.8 (32.1) (558.7) 913.9
Additional paid-in capital 121 1478 4.7 {152.5) 12.1
Retained earnings {deficit) 41.7 196.7 {4.5) (192.2) 417
Accumulated other comprehensive '
income (loss) {61.0) {94.0) - 94.0 (61.)
906.7 . 3413 (3L9) {809.4) 506.7
Non-controlling interest (deficit) {16.1) - - - {16.1}
890.6 841.3 (3L.9) {809.4) 890.6

§ 23489 $ 15053 § 1256 $(1,5415)  § 24383
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Supplementat Consolidating Statement of Earnings (Loss) for the year ended Decembar 31, 2007

~ Subsidiary Gonsolidated
Catalyst Paper Subsidlary non- Efiminating Catalyst Paper
_Corparation guarantors guaraators entries  Corporation
Sales $ - $ L4 $ 181 $ (192 ¢$17146
Operating expenses
Cost of sales, excluding depreciation
and amortization : 30.6 1,558.1 5.1 19.2) 1,5746
Depreciation and amortization 1145 58.6 33 - 176.4
Selfing, general and administrative 335 148 - - 48.3
Restructuring (note 20) - 647 . - - 64,7
178.6 1,696.2 84 {19.2) 1,864.0
Operating earnings (loss) {178.6} 185 10.7 - (149.4)
Interest expense, net {note 21) {36.2) (23.2) (1L3) - {78.7)
Foreign exchange gain on long-term debt 103.9 - - - 1033
Equity earnings in partnership 54.3 - - (54.3) -
QOther income (expense), net (note 22) (18.0) 6.8 (4.1) - {15.3)
Earnings {loss) before income taxes (74.6) 2.1 @an (543 (13L.5)
Income tax recovery (note 17) (66.0} (24.3) (4.8) - {95.1)
Net earnings (loss) (8.8) 26.4 0.1 (54.3) {36.4)
{Net (earnings) loss attributable
. to non-cortralfing interest Y - - - (0.)
Net sarnings (loss) hefore equity in earnings ‘
{loss) of subsidiacies {8.7) 26.4 0.1 (54.3) {36.5)
Equity in earnings (loss) of subsidiaries (27.8) - -~ 218 -

Net earnings (loss) attributable to the Company $ (365 3 264 $ 01 $ (265 ¢ 365
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Supplemental condensed Consolidating Statement of Cash Flows for the year ended December 31, 2007

Subsidiary (:onsoﬁdated
Catalyst Paper Subsidiary neg-  Eiminating Catalyst Paper
Corparation goarantors guarantors enlries  Corperation

Cash flows provided {used) by: 7

Operations 4 )
Cash flows provided (used) by operations - $ (084) § 3267 § 55 0§ (65 $ @0

Investing .

. Additions to property, plant and equipment {62.1) (15.5) (7.2) - {85.8)
Proceeds from sale of property, plant and equipment 3.4 31 - - 6.5
Investment in related companies 2.2 - - (2.2) -
Increase in other assets (1.5) (2.9 - - 4.8
Cash flows used by investing activities (58.0) (16.3} (7.2) 2.2) (83.7)

Financing . *
Increase (decrease} in revolving : ;

loan and loan payable ‘ 2.1 476 0.5 {3.2) 4748
Increase in other long-term debt 3.2 0.4 - - 36
Issue of shares from exercise of stack options 0.3 - - - 0.3
Increase (decrease) in advances to related companies 3193 {350.7) 27 28.7 -
Dividends received {paid) 118 (11.8) - - -
Distribution received (paid) 1.3 - (L3} - N
Issue of shares, net of share issue costs ) - - (08) 0.8 - -
Cash flows provided (used) by financing activities 338.0 (315.3) 21 25.5 50.9

Cash and cash equivalents, increase ‘

{decrease) during year (28.4) (4.9 1.0 (3.2) {35.5)

Cash and cash equivalents, beginning of year 28.4 49 22 - 355

Cash and cash equivalents, end of year $ S - $ 32 $ G2 -
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33. RECONCILIATION OF UNITED STATES AND CANADIAN GENERALLY ACCEPTED ACCOUNTING PRINGIPLES

The Company’s consolidated financial statements have been prepared in accordance with accounting principles
generally accepted in the United States of America, which differ in some respects from Canadian GAAP, The
following are the significant measurement and disclosure differences between U.S. GAAP and Canadian GAAP:

Net Earnings Adjustments
The following table provides a reconciliation of the net earnings {loss) from U.S. GAAP to Canadian GAAP:

Years ended December 31, , 2008 2008 2007
Net earnings (loss) as reported under U.S. GAAP $ 6B § e § 364
Net (earnings) loss attributable to non-controlling interest (a) 12 {0.3) {0.1)
Foreign exchange gain on hedge of net investment (b) - (28 -
Amortization related to hedge of net investment (b) 0.2 - -
Income tax effect of rate change on employee future benefits L 1l 89
Net earnings {loss) in accordance with Canadian GAAP - 35 (221.1) (31.6)
Other comprehensive income (loss), net of taxes: CL '

Other comprehensive income (loss) in accordance with U.S, GAAP C ) 1486 224

Other comprehensive loss attributable to non-controlling interest B - -

Reclassification of amartization of employee future benefits
- included in pension cost, net of taxes of $2.5 million
(2008 — $3.6 million; 2007 ~ $5.1 milfion} (c)
Employee future benefits Yiability adjustment net of taxes of $9.9 million
(2008 — $8.1 mitlion; 2007 < $2.2 million) (c)

{10.3) (13.9
{22.8) 58

Comprehensive income {loss} in accordance with Canadian. GAAP $ (2396 § (173

Basic-and diluted net eamings (loss) p&r share in accordance
with Canadian GAAP (in dollars)

Basic and diluted weighted average number of shares
in accordance with Canadian GAAP (in millions)

$ 066 $ (015

336.1 214.7

Wil M

S
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

{Amounts expressed in mifiions of Canadian dallars, except whese otherwise stated)

Consolidated Statements of Earnings and Comprehensive Income {Loss) under U.S, GAAP and Canadian GAAP

2609 2008 2007
0.8, Ganadian §.5. Canadian U.s. Ganadian
Years endad December 31, GAAP GAAP GAAP GAAP GAAP GAAP
Sales § tzm.z $A2067 $ 18494 $ 18494 $ 17146 $ 17146
Operating expenses S e .
Cost of sales, excluding depreciation
and amortization 1,6130 16130 1,574.6 1,574.6
Depreciation and amortization 165.8 165.8 1764 - 176.4
Selling, general and administrative 46.9 46.9 483 48.3
Restructuring and change-of-controt 30.1 301 64.7 64.7
Impairment 151.0 1510 - -
20068  2,006.8 1,864.0 1864.0
Operating earnings {foss) {60.3) {157.4) {157.4) {149.4) (149.4)
{nterest expense, net (68.3) {75.0} {75.01 (70.7) (70.7)
Gain on cancellation of long-term debt ! ) - - - -
- Foreign exchange gain (loss) an long-term debt 153 (82.2) (822) 1039 103.9
Other income (expense), net {8 49 25 {15.3) {15.3)
Earnings (foss) before income taxes { (B03.n  @I2L  (1315) (1315)
income tax recovery (90.7) {91.8) (95.1) {100.0)
Net earnings {loss) before non?conb'n{!ing
interest — Canadian GAAP ‘ NA {220.3) NA (31.5)
Non-controlling interest — Canadian GAAP A (0.8) NA ©.1)
Net earnings (loss) (219.0) (221.1) (36.4) {31.6)
Net {earnings) loss attributable
to non-controlling interest — U.S. GAAP {0.8) N/A {0.1) NA
Net earnings {loss) attributable :
to the Company - U.S. GAAP y § (2198 ¢ NA 0§ (365 8 WA
Othier comprehensive income (loss), before ; '
non-controlling interest — Canadian GAAP 72 WA (18.5) NA 143
Other comprehensive income (loss), .
net of taxes — U.S. GAAP t6:8F MNE 0§ 16 $ NMA S 224§ NA
Other comprehensive loss attributable o B
to non-controlling interest 48, 045 - - - -
Comprehensive income (loss) — Canadian GAAP NA 9.6 A (239.6) A {17.3)
Comprehensive income (loss) attributable
to the Company - U1.S. GAAP (.1 N& (205.2 NA {14.1) N/A
Basic and diluted aet earnings (loss) - 5 w '
per share (in dolars) S On $ 0D $ (065 $ ©66) $ (017 $ (015
Weighted average common shares R
outstanding {in millions) i 6% % 38E8: $ 3360 ¢ 3361 ¢ 2147 § 2147




NOTES 7D CONSOLIDATED FINMCML STATEMENTS
{Amounts expressed in miflions of Canadian doftars, excep! where otherwise stated)

Balance Sheet Adjustments

The following table provides a reconciliation of the consolidated balance sheet components from U.S. GAAP to

Canadian GAAP:
As at December 31, 2009 2008
Property, plant and equipment — 0.5, GAAP $1 ,854.7 § 1,8544
Foreign exchange gain on hedge of net investment, net of amortization {b) 22 2.4)
Property, plant and equihmem ~ Ganadian GAAP : § 16625 $ 1,852.0
fther assets - I1.S, 6AAP , $ 380 $ 650
Employee future benefits {c) 35.2 30.8
Tax effect of employee future benefits adjustment ‘ -
Deferred financing costs {e) (L2
Non-controfling interest deficit (a) 15.9
Other assets - Canadian SAAP $ 1005
Long-term debt — .S, GAAP $ 8941
Deferred financing costs () {1L.2)
Long-term deht — Canadian GAAP $ 8829
Emplayee future henefits - U.S, GRAP $ 2632
Employee future benefits (c) {36.6)
Employee future benefits — Canadian GAAP $ 226.6
Future income taxes - U.S, GAAP $ 493
Tax effect of employee future benefits adjustment 259
Tax effect of other adjustments 8.4
Future income taxes — Canadian GAAP $ 663
Equity — U.S. GAAP $ 8065
Foreign exchange gain on hedge of net investment, net of amertization (b) 2.4)
Eniployee future benefits {c) 67.4
Tax effect of employee future benefits adjustment {25.9)
Tax effect of other adjustments 8.4
Non-controlling interest deficit (3) 159
Equity — Danadian GAAP § 8700
The foliowing table provides a reconciliation of AOC! from U.S. GAAP to Canadian GAAP:
As at December 31, 2009 2008
Accumalated other comprehensive income (loss) - U.S, GAAP : $ G2l § (e
Empleyee future benefits (b) 60:8 415
Accumulated other comprehensive income (loss) — Canadian GARP § 82 $ w9

[T

Lol



1401141

. ~ . 4 2
CATALYST PAPER 2009 ANNUAL REPORT | CONSOLIDATED FINANCIAL STATEMENTS } g K%

NOTES TQ CONSOLIDATED FINANCIAL STATEMENTS
{Araounts expressed in wmillions of Canadian dellars, except where otherwise stated)

Consolidated Balance Sheets under U.S. GAAP and Canadian GAAP

2009 2008
s, Canadian Us. Canadian
As at December 31, ‘ GAAP BAAP GAAP GAAP
Assels
Current assets i
Cash and cash equivalents ' $ 8 $ 81 § 50 $ 50
Accounts receivable 101.5 1.5 2217 2217
Inventories ) 178.3 1783 2114 2114
Prepaids and other 252 252 328 328
. 388.1 388.1 4708 4709
Property, plant and equipment ) 1,664.7 1.662.5 1,854.4 1,852.8
Other assets . 380 . 82 65.0 100.5
C$:20808. $23333  $ 23903 § 24234 .
— —— " sk
Liabilities
Current fiabifities .
Accounts payable and accrued liabilities $ 2694 $ 2694
Current portion of long-term debt 758 75.8
3452 345.2
Long-term debt 894.1 882.9
Employee futuce benefits 263.2 2266
QOther long-term obligations 133 133°
Future income faxes 49.3 66.8
Deferred credits 18.5 186
1,583.7 1,553.4
Equity
Sharehulders' equity ‘ )
Common stock 18950 1,035:0 1,035.0 1,035.0
Additional paid-in capital R 164 146 146
Retained earnings (deficit) {185.1) {178.2) {180.7) (174.7)
Accumutated other comprehensive income (loss) LA . 82 {46.4} 4.9
813.6 8814 8225 870.0
Non-controlling interest (deficit) , - {13.0) C= {15.9) -
- 7958 8814 806.6 870.0

Vo $2i33 S 2303 ¥ 247




NOTES T0 CONSOLIDATED FINANCIAL STATEMENTS
{Amounts expressed in millions of Canadian dollars, except where otherwise stated)

{a) Non-controlling Interest

{b

{c

—

~

Under U.S. GAAR, non-controlling interest's equity or deficit is reported as a Separate component within equity of the
consolidated balance sheet and consolidated nat earnings (loss) and other comprehiensive income (loss) attributable
to the Company and to the non-controlling interest is clearly identified and presented on the face of the consolidated
statements of earnings (loss), comprehensive income (loss), and equity. Under Canadian GAAP, the Company includes
non-controlling interest's equity or deficit in "Other assets” and the non-controlling interest's sharte of earnings or loss
is excluded from consolidated net earnings (loss).

Foreign Exchange on Hedge of Net Investment

Under U.S. GAAP, the foreign exchange gain on a hedge of a net investment is recognized in earnings, and
accordingly, the net investment acquired is not reduced by the amount of the gain. Under Canadian GAAP, the
Company designated a forward contract as a hedge of the purchase price on the acquisition of the Snowflake
newsprint mill, and accounted for the respective foreign exchange gain as a reduction of the net investment.

Employee Future Renefits

U.S. GAAP requires the recognition of the overfunded or underfunded status of a defined benefit post-retirement plan
as an asset ot fiability in the balance sheet and requires that changes in that funded status in the year in which the
changes occur be recorded in other comprehensive income {loss). As a resuit, as amounts that relate to the funded
status are recognized in earnings through pension expense, the amounts are reclassified out of accumulated other
comprehensive income (loss). Canadian GAAP does nat require recognition of the overfunded or underfunded status
of a defined benefit post-retirement plan. There is no GAAP difference between U.S. and Canada in the determination
of pension and other employee future benefits expense.

Reconciliation of the funded status of the benefit plans to tha amounts in the consolidated balance sheets in accordance with Ganadian GAAP

The following table presents the difference between the fair value of the defined benefit pension assets and the
actuarially determined accrued benefit obligations as at December 31, 2009 and 2008 in accordance with
Canadian GAAF. This difference is also referred to as either the deficit or surplus, as the case may be, or the
funded status of the plans.

The table also reconciles the amount of the surplus or deficit (funded status) to the accrued benefit obligation in
the consolidated balance sheets, in accordance with Canadian GAAP, with the difference representing the portion
of the surplus or deficit not yet recognized for accounting purposes. Deferred recognition is a key element of the
Canadian GAAP pension accounting. This approach allows for a gradual recognition of changes in accrued benefit
obligations and fund performance over the expected average remaining service life of the employee group covered
by the plans.

Pension benefit plans Other henefit plans
2009 2008 2009 2008
Accrued benefit obligation at end of year $8807 0§ 3343 0§ 1893 § 1637
Fair value of plan assets at end of year T 2206 - -

Funded status-deficit recognized in the
U.S. GAAP consolidated halance sheets

Unrecognized prior service (credits) costs
Unrecognized actuarial (gains) fosses

(37 (1853 (163.7)
5.2 {15} L5)
867 150 (22.6)

Accrued benefit obligation recognized in the .
Canadian GAAP consolidated balance shests

$ QL) § 0828 $ (819

s i
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HOTES TQ CONSOLIDATED FINANCIAL STATEMENTS
{Amaunts expressed in millions of Canadian dellars, except whare otheswise stated)

Classification of accrued obigations In accordance with Canadian CAAP

The accrued benefit obligation determined in accordance with Canadian GAAP is included in the Company's
balance sheet as follows:

Pension benefit plans fither benefit plans
2009 2008 2009 2008
Other assets $ 4 ¢ 30 5 - 3 -
Accounts payable and accrued liabilities 16:8) {(7.3) Sy {6.7)
Employee future benefits (o0 (45.5) . . (F6B:E). (181.1)
Accrued benefit obligation recognized s

in the consolidated balance sheets (218) (008} § (187.8)
SRS S———————

d

—

Deferred Financing Costs

Under 1.5, GAAP, debt issue costs are reported on the balance sheet as deferred charges in "Other assets,” Under
Canadian GAAP, debt issue costs related to the Company’s senior notes are netted against the canying value of
long-term debt on the consolidated balance sheat.

—

{e) Consolidated Cash Flows

Under Canadian GAAP, the consolidated cash flows would not be significantly different from the presentation under
U.S. GAAP, except that Canadian GAAP allows sub-totals within cash flows provided by operations.

(f} Recently Implemented Accounting Standards

in February 2008, the CICA issued Section 3064, “Goodwill and intangible assets” which replaced existing Section
3062, “Goodwill and other intangible assets” and Section 3450, “Research and development.” The new standard
provides guidance on the recognition, measurement, presentation and disclosure of goodwill and intangible assets.
The standard is effective for interim and annual financial statements relating to fiscal years beginning on or after
October 1, 2008. The Company does not have any goodwill and other intangible assets and as such, the new standard
did not have any impact on the Company’s consolidated financial statements.
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MANAGEMERT'S RESPONSIBILITY

MANAGEMENT'S REPORT ON FINANCIAL STATEMENTS AND ASSESSMENT OF INTERNAL CONTROL OVER FINANGIAL REPDRTING

Catalyst Paper Corporation's management is responsible for the preparation, integrity and fair presentation of the accompanying consolidated
financial statements and other information contained in this Annual Report. The consolidated financial statements and refated notes were
prepared in accordance with U.S. generally accepted accounting principles, except note 33 which sets out the significant measurement
differences had these statements been prepared in accordance with generally accepted accounting principles in Canada, and reflect
management's best judgments and estimates. Financlal information provided elsewhere in the Annuat Report is consistent with that

in the consolidated financial statements.

Manaéement is responsible for designing and maintaining adequate internat control over financial reporting. The company’s internal controt
over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation
of financial statements for reporting purposes. Internal controf over financial reporting includes processes and procedures that:

> pertain to the maintenance of records that, in reasonable detail, accurately reflect the transactions of the company;

> provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements and footnote
disclosures; :

-> provide reasonable assurance that receipts and expenditures of the company are appropriately authorized by the company’s
management and directors; and ) *

> provide reasonable assurance regarding the brevention or timely detection of an unauthorized use, acquisition or disposition of assets
that could have a material effect on the consolidated financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Projections of any

evaluation of effectiveness to future periods are subject to risk that controfs may become inadequate because of changes in condition,
or that the degree of compliance with policies or procedures may deteriorate,

Management assessed the effectiveness of the company’s internal control over financial reporting as of December 31, 2010. Management
based this assessment on the criteria for internal control over financial reporting deseribed in the “Internal Controf — Integrated Framework”
issued by the Committee of Sponsoring Organizations of the Treadway Commission. Management's assessment included an evaluation of
the design of the company's internal control over financial reporting and testing of the operational effectiveness of its internat control over
financial reparting. Management reviewed the results of ifs assessment with the Audit Committee of the company's Board of directors.

Based on this assessment, management determined that, as of December 31, 2010, the company's internal control.over financial reporting
was effective.

The company's independent auditor, which audited and reported on the company's consolidated financial statements, has also issyed
an auditors’ report on the company's internal control aver financial reporting.

The Board of directors is respansible for satisfying itself that management fulfills its responsibilities for financial reporting and internal
control, The Audit Committee, which is comprised of four noﬁmanagement members of the Board of directors, provides oversight to the
financial reporting process. The Audit Committee meets periodically with management, the internal auditors and the external auditors
to review the consolidated financial statements, the adequacy of financial reporting, accounting systems and controls, and internal and
external auditing functions.

These consolidated financial statements have been audited by KPMG LLP, the independent auditors, whose report follows,

AT At

Kevin J. Clarke Brian Baarda
President and Vice-President, Finance
Chief Executive Officer and Chief Financial Officer

Vancouver, Canada
March 2, 2011
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REPCRT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders of Catalyst Paper Corporation

We have audited the accompanying consolidated balance sheets of Catalyst Paper Corporation {“the company”) as at December 31, 2010
and 2009 and the related consolidated statements of earnings (loss}, comprehensive income (loss), equity and cash flows for each of the
years in the three-year period ended December 31, 2010. These consolidated financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards and the standards of the Public Company
Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant

estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial pasition of the
Company as of December 31, 2010 and 2009 and the results of its operations and its cash flows for each of the years in the three-year
period ended December 31, 2010 in conformity with U.S. generally accepted accounting principles,

As discussed in note 2(h) to the financial statements, the company has elected to change its method of accounting for the clasgification
of certain foreign exchange gains and losses.

We aiso have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the Company's
internal control over financial reporting as of December 31, 2010, based on the criteria established in Internal Control - Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSQ), and our report dated March 2, 2011 expressed an
unqualified opinion on the effectiveness of the Company's internal control over financial reporting.

K& P

Chartered Accountants
Vancouver, Canada

March 2, 2011
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders and Board of Directors of Catalyst Paper Corporation

We have audited Catalyst Paper Corporation (“the company™)'s internal control over financial reporting as of December 31, 2010, based
on the criteria established in Internal Control—{ntegrated Framework issued by the Committee of Sponsoring Qrganizations of the Treadway
Commission {COSO). The Company’s management is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting included in the accompanying Management's Report on Financial
Statements and Assessment of Internal Control Over Financial Reporting. Our responsibility is to express an opinion the Company's internal
control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial
reporting was maintained in al material respects. Our audit included obtaining an understanding of internal control over financial reporting,
assessing the risk that a2 material weakness exists, and testing and evaluating the design and operating effectiveness of internal controt
based on the assessed risk, Qur audit also included performing such other procedures as we considered necessary in the circumstances,
We believe that our audit provides a reasonable basis for our opinion. '

A company's internal controt over financial reporting Is a process designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles.
A company's internal control aver financial reporting includes those policies and procedures that (1) pertain fo the maintenance of records®
that, in reasonable detall, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted
accounting principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (3) pravide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the company's assets that could have a material effect on the financial statements.

Because of its irihegent limitations, internal control over financial reporting may not prevent or detect misstatemens. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may. become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate,

1n our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of December 31, 2010,
based on the criteria established in Internal Control—integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COS0).

We also have audited, in accordance with Canadian generally accepted auditing standards and with the standards of the Public Company
Accounting Oversight Board (United States), the consolidated balance sheets of the Company as of December 31, 2010 and 2009, and
the related consolidated statements of earnings (loss), comprehensive income {loss), equity and cash flows for each of the years in the
three-year period ended December 31, 2010, and our report dated March 2, 2011 expressed an unqualified opinion on those consolidated
financial statements,

Kims <8

Chartered Accountants
Vancouver, Canada

March 2, 2011

™o
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CONSOLIDATED BALANCE SHEETS

As at December 31,
“(in miltions of Canadian dolars) 2008
Assetls
Current assets
Cash and cash equivalents $ 831
Accounts receivable {note 8) 101.5
fnventories {note ) 1783
P(epaids and other (note 10) 25.2
388.1
Property, plant and equipment (note 11) 1,664.7
Other assets {note 12) 380
$2.090.8
Liabitities
Current liabilities
Accounts payable and accrued liabilities (note 13) $ 1733
Current portion of long-term debt (note 14) ¢ 1.0
‘ 174.3
Long-term debt {note 14} 7746
Employee future benefits (note 15) 294.6
Other fong-term obfigations (note 16) 13.4
Future income taxes {note 17) ' 22.8
Deferred credits (note 18} . 155
1,295.2
Equity '
Shareholders' equity
Common stock:  no par value; unlimited shares authorized; issued and outstanding:
381,753,490 shares (December 31, 2009 - 381,753,490 shares) 1,035.0
Preferred stock:  par value determined at time of issue; authorized
100,000,000 shares; issued and outstanding: nil shares -
Additional pald-in capital -16.4
Deficit (185.1)
Accumulated other comprehensive loss {note 19) {52.7)
8136
Non~controfling interest {deficit) (note 6) {18.0)
795.6

$2,090.8

Commitments, Guarantees and Indemnities and Contingent Liabilities {notes 28, 29, and 30)
Subsequent Event {note 31)

The accompanying notes are an integral part of the consolidated financial statements,
On behalf of the Board:

Kevin J. Clarke Thomas S. Chambers
Director Director

CONSOLIDATED FINANCIAL STATEMENTS | CATALYST PAPER 2010 ANNUAL REPORT 69

~o




GONSOLIDATED STATEMENTS OF EARNINGS (1L0SS)

Years ended December 31,
(in millions of Canadian dollars, except where otherwise stated)

Sales

Operating expenses .
Cost of sales, excluding depreciation and amortization
Depreciation and amortization
Selling, general and administrative
Restructuring (note 20)
Impairment and other closure costs {note 5)

Operating earnings (loss)

Interest expense, net (note 21)

Gain on cancellation of long-term debt (note 14)
Foreign exchange gain {loss) on long-term debt
Other expense, net (note 22)

Earnings (loss) before income taxes
Income tax recovery (note 17)

Net eamnings (loss)
Net (earnings) foss attributable to non-controlling interest (note 6)

Net earnings (loss) attributable to the company

Basic and diluted net earnings (loss) per share attributable
to the company’s common shareholders (note 23) (in dollars)
Weighted average number of the company's common shares
outstanding (in millions)

2010 2009 2008
$1,2235 $ 1,866.7
1,037.6 16118
1466 165.8
448 469
17.9 30.1
174 151.0
1,264.3 20056
(40.8) (1389)
(69.3) (75.0)
30.7 -
75.3 (82.2)
29.1) (13.6)
(33.2) (309.7)
276) 90.7)
56) (219.0

1.2 (0.8)

5 @4 $ (219.8)
$ (001 $ (065
3818 336.1

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CGMPREHENSNE INCOME (LOSS)
Years ended December 31,

{In milfions of Canadian doflars) 2009 2008
Net earnings (loss) $ (58) $ (219.0
Other comprehensive income {loss), net of tax (expense) recovery:
Employes future benefits liability adjustment, net of taxes of ($3.9) million
(2009 - $9.9 million; 2008 — {$8.1) million) ] (26.2) 22.8
Reclassification of amortization of employee future benefits, net of taxes
of ($1.1} million {2009 — {$2.5) million; 2008 - ($3.6) miltion) 6.8 10.3
Unrealized net gain (loss) on cash flow revenue hedges, net of taxes
of ($1.8) million {2009 - ($6.0) million; 2008 ~ $11.1 million)} 14.5 (25,0
Reclassification of net (gain) loss on cash flow revenue hedges, net
of taxes of $4.2 million (2009 - ($2.1) million; 2008 — $0.1 million) 48 (0.2)
Foreign cumrency translation adjustments, net of related hedging activities,
net of taxes of ($0.9) mitlion (2000 - ($4.4) million; 2008 ~ $4.6 million) (5.6) 6.7
Unrealized gain (loss) on interest rate hedges, net of taxes of ($0.1) miliion
{2008 ~ $0.4 mitlion) ' ; (1.2 -
Other comprehensive income (loss), net of taxes (6.9) * 146
Total comgrehensive income (loss) (12.5) (204.4)
Comprehensive {income) loss attributable fo non-controlling interest: :
Net {earnings) loss 1.2 {0.8)
Other comprehensive (income} loss, net of taxes of $nit
{2009 - {$0.2) million; 2008 - nil) 0.6 -
Comprehensive (income) loss attributable to non-controlling interest 18 (0.8)
Comprehensive income (Joss) attributable to the company

$ 107 $ (205.2)

The accompanying notes are an integral part of the consolidated financial statements.
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GONSOLIDATED STATEMENTS OF EQUITY
Equity attributable to the company

Comman stock Accumulated Non-
Additional Retained other - controlling
Number paid-in sarmings comprehensive interast B
(in mittions of Canadian dollars} of shares $ capital {deficit) income {loss} {deficit} Total
Balance as at December 31, 2007 214684,129 § 9139 $ 121 $ 391 $ (61.0) $ (16.1) $ 8880
Issue of common shares on rights offering,
net of share issue costs {note 7) 167,069,361 121.1 - - - - 121.1
Stock option compensation expense - - 25 - - - 25
Net earnings (loss) - - - (219.8) - 0.8 (219.0)
Distributions to non-controlling interest - - - - - (0.6} {0.6)
Other comprehensive income (loss),
net of tax - - - - 146 - 146
Balance as at December 31, 2008 381,753,490 $1,035.0 § 146 ${180.7) $ (464) $ (159) % 8066
Stock option compensation expense - - 1.8 - - - 1.8
Net eamings (loss) - - - (4.4} - - {12) {56)
Distributions to non-controlling interest - - - - ~ {0.3) (0.3)
Other comprehensive income (loss),
net of tax - - - - - (8.3) (0.6) (6.9)
Balance as at December 31, 2009 381,753,490 $1,0350 $ 164 ${185.1) $ (827) § (180} § 7956

Stock option compensation expense
Net eamings (loss)
Distributions to non-controlling interest
Q Other comprehensive income (loss),
net of tax

Balance as at December 31, 2010

' The accompanying notes are an integral part of the conselidated financial statemants.

ro

72 CATALYST PAPER 2010 ANNUAL REPORT | CONSOLIDATED FINANCIAL STATEMENTS



CONSOLIDATED STAI.'EMENTS OF CASH FLOWS

Years ended December 31,
{In millions of Canadian dolfars) 2009 2008
Cash flows provided {used) by:
Operations
Net earnings (loss) 3 (56 $ (219.0)
Items not requiring {providing) cash
Depreciation and amortization 146.6 165.8
impairment and other closure costs {note 5) 174 151.0
Future income taxes (note 17) (26.6} {92.4)
Foreign exchange loss (gain) on long-term debt (75.3) 82.2
Gain on cancellation of long-term debt {note 14) {30.7) -
Employee future benefits, expense over (under) cash contributions 4.3 29
Decrease in other long-term obligations {0.5) 5.1)
Loss (gain) on disposal of property, plant and equipment 39 (04
Other 4.6 (13.5)
Changes in non-cash working capital
Accounts receivable 120.2 (7.0)
inventories 329 . 273
Prepaids and other ) 76 8.1
Accounts payable and accrued fiabilities {95.2) {21.8)
Cash flows provided (used) by operations 1036 78.1
Investing
Acquisition of Snowflake newsprint mill {note 7) - (172.2)
Additions to property, plant and equipment {11.5) {41.9)
Proceeds from sale of property, plant and equipment 45 2.2
Proceeds from termination of interest rate swaps - 7.6
Decrease {increase) in other assets 4.1 (1.0
Cash flows used by investing activities (2.9) {205.3)
Financing
Issue of shares, net of share issue costs (note 7) - 121.1
Increase {decrease) in revolving loan and loan payable {(45.6) 60.1
Repayment of revolving operating loan - {47.1)
~ Proceeds an issuance of Class B senior secured notes (note 14) - ~
Note exchange costs (note 14) (2.2 -
Deferred financing costs {note 14) {0.9) (5.5)
Repayment of non-recourse long-term debt (75.7} -
Proceeds from non-recourse long-term debt 95.0 -
Proceeds on termination of debt foreign currency contracts 347 ~
Settiement on purchase of senior notes (note 14) (26.9) -
Increase (decrease) in other long-term debt (1.0) 36
Cash flows provided {used) by financing activities (22.6) 132.2
Cash and cash equivalents, increase in the year 78.1 5.0
Cash and cash eguivalents, beginning of year 5.0 -
Cash and cash equivalents, end of year $ 831 $ 5.0
Supplemental disclosures: ‘
Income taxes paid $ 0.5 $ 0.8
Net interest paid 66.5 74.4

Non-cash exchange of 8.625% senior notes
Non-cash issuance of 11.0% senior notes
Non-cash difference in carrying value of senior notes on modification

The accompanying notes are an integral part of the consolidated financial statements.
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Yeat ended December 31, 2009 Specialty Corporate
{tn miltions of Canadian dolars) printing papers Newsprint Pulp adjustments  Consolidated
Sales to external customers $ 8323 $ 3206 $ 706 $ - $ 12235
Inter-segment sales - - 134 (13.4) .
Depreciation and amortization 93.8 445 8.3 - 14656
Restructuring {note 20) 11.7 3.0 32 - i79
Impairment (note 5) - 17.4 - - 174
Operating earnings (loss) . 411 {70.3) (11.6) - (40.8)
Total assets 1,291.3 574.3 207.8 174 2,090.8
Additions to property, plant and equipment 5.8 5.2 0.5 - 115
Year ended December 31, 2008 Specialty Corporate :
(tn miltions of Canadian doflars) printing papers Newsprint Pulp adjustments Consolidated
Sales to external custorners $ 10119 $ 4658 $ 3890 $ - $ 1,866.7
Inter-segment sales - -~ 368 (36.8) -
Depreciation and amortization 100.6 373 279 - 165.8
Restructuring {riote 20) 106 4.1 i54 - 30.1
impairment (note 5) 119 2.4 136.7 - 151.0
_Operating eamnings (loss) 39.5 6.0 (184.4) = (138.9)
Total assets 1,366.5 685.9 280.7 57.2 2,390.3
Additions to property, plant and equipment 24.2 " 26 - 419

GONSOLIDATED BUSINESS SEGMENTS

Year ended December 31, 2010
(In millions of Canadian doltars)

Sales to external customers

Inter-segment sales

Depreciation and amortization
Restructuring (note 20)

Impairment and other closure costs (note 5)
Operating earnings (loss)

Total assets

Additions to property, plant and equipment

Specialty
printing papers

Newsprint

Corporate
adjustments

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED GEOGRAPHIC BUSINESS SEGMENTS

Year ended December 31, 2010
(in miltions of Canadian dollars)

" Specialty

Sales by shipment destination:
Canada

United States

Asia and Australasia

Latin America

Europe and other

printing papers

Newsprint

v

Year ended December 31, 2009 Specialty

(in millions of Canadian dollars) printing papers Newsprint Pulp Total

Sales by shipment destination:

Canada $ 106.9 3 40.3 03 $ 147.5

United States 656.6 1899 3.1 > 849.6

Asia and Australasia 26.9 408 49.0 116.7

Latin America 377 48.8 09 87.4

Europe and other 4.2 0.8 17.3 223
% 832.3 $ 3206 706 $ 12235

Year ended December 31, 2009 Specialty

{in millions of Canadian dollars) printing papers Newsprint Pulp Total

Sales by shipment destination:

Canada $ 1380 $ 58.8 126 $ 2094

United States 774.3 262.7 50.8 1,087.8

Asia and Australasia 285 720 1943 294.8

Latin America 70.7 709 29.5 171.1

Europe and other 0.4 1.4 101.8 103.6
$ 10119 $ 465.8 389.0 $ 1,866.7

As at December 31,

{In miitions of Canadian dollars) 2009

Property, plant and equipment by geographic location:
Canada )
United States

The accompanying notes are an integral part of the consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Amounts expressed In millions of Canadian dollars, except where otherwise stated

1. NATURE OF OPERATIONS

Catalyst Paper Corporation, together with its subsidiaries and partnerships (collectively, the “company”) is a significant specialty
mechanical printing papers and newsprint praducer in North America. The company operates in three business segments,

Specialty printing papers > Manufacture and sale of mechanical specialty printing papers
Newsprint > Manufacture and sale of newsprint }
Pulp > Manufacture and sale of long-fibre Northern Bleached Softwood Kraft ("NBSK") pulp. Prior to
November 18, 2008, puip segment ingluded manufacture of short-fibre NBSK pulp and white top linerboard.

The company owns and operates four manufacturing facilities, three of which are located in the province of British Columbia (*B.C.™),
Canada and one in Arizona, U.S.A. Two other facilities, including a paper recycling facility, were permanently shut down during 2010
{note 5). Inter-segment sales consist of pulp transfers at cost up to December 31, 2009, and at market prices thereafter. The company
has not restated its comparative numbers for this change in policy as the change is not material to the comparative numbers. However,
this change could be material in future periods if pulp market prices increase or average costs decrease.

The primary market for the company's paper products is North America. The primary markets for the company's pulp products are Asia
and Australasia.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements of the company are prepared in accordance with United States (“U.S.") generally accept.ed
accounting principles {("U.S. GAAP"). The U.S. GAAP financial statements differ in certain respects from those that would be prepared in
accordance with generally accepted accounting principles (“Canadian GAAP"), The company has included a reconciliation to Canadian
GAAP far material recognition, measurement and presentation differences in note 33, Reconcitiation of United States and Canadian
Generally Accepted Accounting Principles.

{a) Basis of Consolidation

The consolidated financial statements include the accounts of the company and, from their respective dates of acquisition of control
or formation, its wholly-owned subsidiaries and partnerships. in addition, the consolidated financial statements include the accounts
of the company's joint venture, Powell River Energy Inc. ("PREI"), a variable interest entity. All inter-company transactions and
amounts have been eliminated on consolidation.

Variébie Interest Entities

Variable interest entities (“VIE") are entities in which equity investors do not have a controlling financial interest or the equity
investment at risk is not sufficient to permit the entity to finance its activities without additional subordinated financial support
provided by other parties. The company consolidates the accounts of VIEs where it has been determined that the company is the
primary berneficiary, defined as the parly that has the power to direct the activities of the VIE that most significantly impact the VIE's
economic performance and has an obligation to absorb losses and receive benefits of that VIE,

(b

—

{c} Use of Estimates

The consolidated financial statements have been prepared in conformity with U.S. GAAP, which requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of
the financial statements, and the reported amounts of revenues and expenses during the year. On an ongoing basis, management reviews
its estimates, including those related to inventory obsolescence, estimated useful lives of assets, environmental and legal liabilities,
impairment of long-lived assets, derivative financial instruments, pension and post-retirement benefits, bad debt and doubtfui accounts,

income taxes, restructuring costs, and commitment and contingencies, based on currently available information. Actual amounts could
differ from estimates.

{d) Going Concern

The company is required to assess its ability to continue as a going concern or whether substantial doubt exists as to the company's
ability to continue as a going concern into the foreseeable future. The camgpany has forecasted its cash flaws for the next 12 months
and believes that it has adequate liquidity in cash and available borrowings under its credit facilities to finance its operations without
support from other parties over the next year. The company has concluded that substantial doubt does not exist as to the company’s
ability to continue as a going concern over the next fiscal year.
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(e)

(f

(9)

(h)

The company and the Canadian paper industry in general have been adversely affected by the economic downturn in the United States
over the past two years and the trend away from certain paper products to electronic media. The result has been overcapacity in the
industry resulting in fower prices, higher costs due to production curtailments and a strong Canadian dollar which ultimately lowers
revenues to the company. The company has permanently shut capacity in order to balance supply with demand and has worked with
key stakeholders including suppliers, unions and municipalities to lower costs. The ability of the company to continue as a going
concern in the long term will be dependent on the company's ability to achieve profitable operations that are sustainable and on the
company's ability to renew long term debt and credit facilities as they become due. Based on management's future projections, the -
company expects its aperations to be profitable in the future. Howev , these projections include assumptions for pulp and paper
demand and prices, the Canadian doltar, input costs and other economic factors, many of which are beyond the company’s control,

Revenue Recognition

The company recognizes revenues upon shipment when persuasive evidence of an afrangement exists, pricés are fixed or determinable,

title of ownership has transferred to the customer and collection is reasonably assured. Sales are reported net of discounts, allowances
and rebates,

Shipping and Handling Costs

The company classifies shipping and handling costs ta Cost of sales, excluding depreciation and amortization as incurred.

Translation of Foreign Currencies

The majority of the company's sales are denominated in foreign currencies, principally U.S. dollars (*US$"). Revenue and expense
items denominated in foreign currencies are transtated at exchange rates prevailing during the period. Monetary assets and liabifities
denominated in foreign currencies are translated at the period-end exchange rates. Non-monetary assets and liabilities are translated
at exchange rates in effect when the assets are acquired or the obligations are incurred. Foreign exchange gains and losses are
reflected in net earnings (loss) for the period. :

The company has a foreign subsidiary that is considered to be self-contained and integrated within its foreign jurisdiction, and
accordingly, uses the U.S. dollar as its functional currency., The foreign exchange gains and losses arising from the translation of
the foreign subsidiary's accounts into Canadian dollars ("CON$") are reported as a component of other comprehensive income
(loss), as discussed in note 19, Accumulated other comprehensive income (loss).

Derivative Financial Instruments

The company uses derivative financial instruments in the management of foreign currency and price risk associated with its revenues,
energy costs and jong-term debt. [t also uses interest rate swaps to manage its net exposure to interest rate changes. The company's

policy is to use derivatives for managing existing financial exposures and not for trading or speculative purposes. The company
accounts for its derivatives at fair vaiue at each balance sheet date,

Effective January 1, 2010, the company changed its policy on the classification of foreign exchange gains and losses on the ineffective
portion of its U.S. dollar revenue risk management instruments, on the portion that is excluded from the assessment of hedge effectiveness,
and on the translation of working capital balances denominated in foreign currencies. The respective foreign exchange gains and
losses previously recognized in Sales are now recognized in Other expense, net. In addition, the company also changed its policy on
the classification of changes in the fair value of all commodity swap agreements not designated as hedges for accounting purposes
that were previously recognized in Sales and Cost of sales, excluding depreciation and amortization. The changes in the fair value related
to these instruments are now recognized in Other expense, net. The new policies adopted are considered preferable as they increase the
transparency of the economic hedging activity. These changes were applied retrospectively, For the year ended December 31, 2009,
the above changes resulted in an increase of $21.8 million to Sales and $2.1 million to Cost of sales, excluding depreciation and
amortization, with an offsetting increase of $19.7 million to Other expense, net.

Effective April 1, 2010, the company no longer designates its U.S. dollar revenue risk management instruments as cash flow hedges
for accounting purposes. The effective portion of gains or losses accumulated as at March 31, 2010 on its previously designated U.S.
doifar revenue risk management instruments are continuing to be recorded in the same income statement line items 25 the hedged
item in Sales. In a cash flow hedge, the changes in fair-value of derivative financial instruments are recorded in Other comprehensive
(income) loss. These amounts are reclassified in the consolidated statement of earnings (loss) in the periods in which results are
affected by the cash flows of the hedged item. Any hedge ineffectiveness is recorded in the consolidated statement of earnings (loss)
when incurred. Prior to April 1, 2010, the company designated the hadge relationship and formally documented, at its inception, the
particular risk management objective and strategy, the specific asset, liability or cash flow being hedged, as well as how effectiveness
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-

was assessed. Risk management strategies and relationships were assessed on an ongoing basis to ensure each derivative instrument
was effective in accomplishing the objective of offsetting either changes in the fair value ar cash flow attributable to the exposure
being hedged both at inception and over the term of the hedging relationship.

in a fair value hedge, hedging instruments are carried at fair value, with changes in fair value recognized in the consolidated statement
of earnings (loss). The changes in fair value of the hedged item atiributable to the hedged risk is also recorded in the consolidated

statement of earnings (loss) by way of a corresponding adjustment of the carrying amount of the hedged items recognized on the
balance sheet.

In hedges of the foreign currency exposure of net investments in foreign subsidiaries that are self-contained and integrated within
a particular country, gains and losses on translation are deferred in a separate component of shareholders’ equity fo be recognized
in net earnings upon sale or upon complete or substantially complete liquidation of the net investment in the foreign subsidiary.

Cash flows fram derivative financial instruments are classified, in general, to "Operations” on the consolidated statement of cash flows
consistent with the hedged transaction. Cash flows resulting from termination of interest rate swaps are classified as “Investing activities”.

(i} Cashand 'Cash Equivalents

Cash and cash equivalents include cash and short-term investments with original maturities of less than three months and are
presented at fair value.

(i inventories

Specialty printing papers, newsprint and pulp inventories are valued at the lower of three-month moving average cost or market. Wood
chips, pulp logs and other raw materials are valued at the lower of cost or market. For raw materials to be used in the production
of finished goods, market is determined on an as-converted-to-finished-goods basis. Work-in-progress and operating and maintenance
supplies and spare parts inventories are valued at cost. Cost is defined as all costs that relate to bringing the inventory to its present
condition and location under normal operating conditions and includes manufacturing costs, such as raw materials, fabour and
production overhead, and depreciation and amortization costs. In addition, cost includes freight costs to move inventory off site.

(k) Repairs and Maintenance Costs

Repairs and maintenance, including costs associated with planned major i'naintenance. are charged to Cost of sales, excluding
depreciation and amortization ss incurred.

(1) Property, Plant and Equipment

Property, plant and equipment are stated at cost, less accumulated depreciation and amortization, including asset impairment
charges. interest costs for capital projects are capitalized. Buildings, machinery and equipment are generally amortized on a straight-
fine basis at rates that reflect estimates of the economic lives of the assets. The rates for major classes of assets based on the
estimated remaining economic lives are:

Buildings 2.5% - 5.0%
Paper machinery and equipment  5.0% — 10.0%
Pulp machinery and equipment 10.0% - 20.0%

During periods of major production interruption on assets with economic lives greater than five years, an obsolescence amount of
50% of normal depreciation was charged on manufacturing machinery and equipment prior to September 30, 2010. During the fourth
quarter of 2010, the company re-evalyated its estimate of the effect of depreciation during major production interruption on assets
with lives greater than five years. The company concluded that, due to changing economic factors and conditions, it is more likely that

these assets continue to depreciate fully when not in use. The company considers this a change in estimate, which has been adopted
prospectively in the fourth quarter of 2010.

No depreciation is charged on capital projects during the period of construction. Start-up costs incurred in achieving normal operati'ng
capacity on major capital projects are expensed as incurred.

Leasehold improvements are normally amortized over the lesser of their expected average service life and the term of the lease,

When property, plant and equipment are sold by the company, the historical cost less accumulated depreciation and amartization
is netted against the sale proceeds and the difference is included in Other expense, net.
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(m) Impairment of Long-lived Assets

Long-lived assets are tested for recoverability when events or changes in circumstances indicate their carrying value may not be
recoverable. A long-tived asset is potentially not recoverable when its carrying value is greater than the sum of the undiscounted
cash flows expected to result from its use and eventual disposition. The impairment loss, if any, is measured as the amount by which
the long-lived asset’s carrying amount exceeds its fair value.

{n) Environmental Costs

Environmental expenditures are expensed or capitatized depending upon their future economic benefit. Expenditures that prevent
future environmental contamination are capitalized as part of Property, plant and equipment, and depreciation and amortization
is subsequently charged to earnings over the estimated future benefit period of the assets. Expenditures that relate to an existing
condition caused by past operations are expensed. Liabilities are recorded on an undiscounted basis when rehabilitation efforts
are likely fo eccur and the costs can be reasonably estimated.

(0} Asset Retirement Obligations

Asset retirement obligations are recognized at fair value in the period in which the company incurs a legal obligation associated with
the retirement of an assef. The associated costs are capitalized as part of the carrying value of the related asset and amortized over

its remaining useful life. The liability is accreted using a credit-adjusted risk-free interest rate.
- »*

The company’s obligations for the proper removal and disposal of asbestos products in its milis meet the definition of a conditionat
asset retirement obligation. That is, the company is subject to regulations that are in place to ensure that asbestos fibres do not
become friable, or loose. The regulations require that friable asbestos be repaired or removed in accordance with the regulations.

The company's asbestos can generally be found on steam and condensate piping systems throughout its facilities, as well as in transite
cladding on buildings and in building insulation. As a result of the longevity of the company’s mills, due in part fo the company's
maintenance procedures, and the fact that the company does not have plans for major changes that would require the removal of
asbestos, the timing of the removal of asbestos in the company's mills is indeterminate. As a result, the company is currently unable
to estimate the fair value of its asbestos removal and disposal obligation.

(p) Deferred Financing Costs

Deferred costs related to the company's long-term debt are included in Other assets and amortized using the effective interest rate method
over the legal life of the related liability. Financing costs associated with modifications of long-term debt are expensed as incurred.

(q) Stock-based Compensation and Other Stock-based Payments

Stock options and restricted share units granted to the company's key officers, directors and employees are accounted for using the
fair value-based method. Under this method, compensation cost is measured at fair value at the date of grant, and is expensed over

- the award's vesting period. Any consideration paid by plan participants on the exercise of share options or the purchase of shares is
credited to Common stock together with any related stock-based compensation expense. Performance and time based share-based
payments are amortized over their vesting periods when it is probable that the performance conditions will be satisfied.

Deferred share units are accounted for using the quoted market value at each reporting period until settlement, and are amortized
over their vesting periods.

(r) Income Taxes

Income taxes are accounted for using the asset and liability method. Future income tax assets and liabilities are based on temporary
differences (differences between the accounting basis and the tax basis of the assets and liabilities) and non-capital loss carry-forwards
and are measured using the enacted tax rates and faws expected to apply when these differences reverse. Future tax benefits, including
non-capital loss carry-forwards, are recognized to the extent that realization of such benefits is considered more likely than not. The
effect on future tax assets and liabilities of a change in tax rates Is recognized in earnings in the period that enactment occurs.

(s} Deferred Credits

Deferred credits represent the excess of amounts assigned to future income tax assets for tax losses acquired in other than business
combinations over the consideration paid. Deferred credits are amortized to /ncome tax recovery in the consolidated statement of earnings
{loss) during the period that the acquired tax asset is utitized.
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{) Employee Future Benefits

The company maintains pension benefit plans for ali salaried employees. which include defined benefit and defined contribution
segments. The company also sponsors other post-retirement benefit plans, covering heath and dental benefits. The company recognizes
assets or liabilities for the respective overfunded or underfunded statuses of its defined benefit pension plans and other post-retirement
benefit plans on its consolidated balance sheet. Changes in the funding statuses that have not been recognized in the company’s net
periodic benefit costs are reflected in Other comprehensive income (loss} in the company’s consolidated balance sheet. Net periodic
benefit costs are recognized as employees render the services necessary to earn the pension and other post-retirement benefils.

The estimated cost for pensions and other employee future benefits provided to employees by the company is accrued using actuarial
techniques and assumptions during the employees® active years of service. The net periodic benefit cost includes:

>  the cost of benefits provided in exchange for employees' services rendered during the year;
> the interest cost of benefit obligations;

> the expected long-term return on plan assets based on the fair value for all asset classes;
> gains or losses on settlements or curtaiiments;

> the straight-line amortization of prior service costs and plan amendments included in accumulated other comprehensive income
{“AOCI") over the expected average remaining service lifetime {("EARSL") of employees who are active as of the date such costs are
first recognized, unless ali, or almost all, of the employees are no longer active, in which case such costs are amortizei over the
average remaining life expectancy of the former employees (amortized over five years for periods prior to December 31, 2008); and

> the straight-line amortization of cumulative unrecognized net actuarial galns and losses in excess of 10% of the greater of the
accrued benefit obligation and the fair value of plan assets at the beginning of the year over the EARSL of the active employees
who are active as of the date such amounts are recognized, uniess all, or almost all, of the employees are no longer active, in
which case such costs are amortized over the average life expectancy of the former employees (amortized over five years for periods
prior to December 31, 2008},

The defined benefit plan obligations are determined in accordance with the projected benefit method, prorated on services.

Amounts paid to the company’s defined contribution plans for salaried employees and to multi-employer industry-wide pension plans
are expensed as incurred.

(u) Earnings Per Share

Basic earnings (loss) per share is computed by dividing net earnings (loss) attributable to the company for the period by the weighted
average number of company common shares outstanding during the reporting period. Diluted earnings (loss) per share is computed
using the treasury stock method, When the effect of options and other securities convertible into common shares is anti-dilutive,
including when the company has incurred a loss for the period, basic and diluted loss per share are the same.

{v)} Comparative Figures

Comparative figures disclosed in the consolidated financial statements have been reclassified to conform to the presentation adopted
for the current year.

3. RECENTLY IMPLEMENTED ACCOUNTING STANDARDS

in June 2009, the Financial Accounting Standards Board (“FASB") further amended the Consolidation Topic of the Accounting Standards
Codification, as it relates to the consolidation of VIEs. The amendments change how an entity determines when an entity that is insufficiently
capitalized or is not controlled through voting {or similar rights) should be consolidated. Qualified special-purpose entities are no longer exempt
from consolidation requirements. The determination of whether a company is required to consolidate an entity is based on, among other
things, an entity’s purpase and design and a company's ability to direct the activities of the entity that most significantly impact the entity's
economic performance, The amendments to this Topic become effective on January 1, 2010. The company has assessed the impact of
these amendments and has determined that these amendments have no impact on the company's consolidated financial statements or
disclosures as the company continueés to be the primary beneficiary in PREI.

in February 2010, the FASB amended its guidance on subsequent events contained in the Accounting Standards Codification. The amendments
eliminate the requirement to disclose the date through which an entity has evaluated subsequent events. The company adopted the amended
guidance in its consolidated financial statement disclosures for its interim financial statements for periods beginning on or after January 1, 2010.
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4. CHANGES IN FUTURE ACCOUNTING STANDARDS

There were no new pronouncements issued by the FASS that may materially impact the cofnpany's consolidated financial statements for
future periods.

5. MEASUREMENT UNCERTAINTY ~ IMPAIRMENT OF LONG-LIVED ASSETS

The company reviews its long-lived assets, primarily plant and equipment, for impairment when events or changes in circumstances

indicate that the carrying value of these asséts may not be recoverable. The company tests for impairment using a two-step methodology
as follows: .

(i) determine whether the projected undiscounted future cash flows from operations exceed the net carrying amount of the assets as of the
assessment date; and

(i) if assets are determined to be impaired in step (i}, then such impaired assets are written down to their fair value, determined principally

by using discounted future cash flows expected from their use and eventuatl disposition.

Estimates of future cash flows and fair value require judgments, assumptions and estimates and may change over time. Due to the variables
associated with judgments and assumptions used in these tests, the precision and accuracy of estimates of impairment charges are subject
to significant uncertainties and may change significantly as additional information becomes known. The canrying value of fong-lived assets -
represented approximately 76% of total assets as at December 31, 2010. If future developments were to differ adversely from management’s
best estimate of key assumptions and associated cash flows, the company could potentially experience future material impairment charges.

2010

As a result of the decision to permanently close the company's Elk Falls paper mill and paper recycling operation in September 2010,
the company recorded a $304.2 million charge for refated impairment, severances and other closure costs. The Elk Falis mill had been
indefinitely curtailed since February 2009 and the paper recycling facility was indefinitely idied in February 2010.

The following table provides the components of the impairment, severances and other closure costs:

Property, plant and equipment
Operating and maintenance supplies and spare parts inventory {note 9}

Less: impairment previously recorded on paper assets
{prior to announcement of permanent closure)
Severances .
Other closure costs - operating lease at paper recycling operation

Total

Classification in consolidated statement of earnings (loss):
Impairment and other closure costs
Restructuring

During the fourth quarter of 2010, the company assessed whether there were any impairment indicators present that would require the
company to perform a detailed recovery test with respect to its pulp and paper assets. The comgpany determined that there were no new
impairment indicators at the end of 2010 compared to the impairment indicators that existed at the end of 2009, As 3 result, the company
reviewed its detailed recovery test performed at the end of 2009 and determined that the cash flow analysis performed at that time on the
company's assets still in operation at the end of 2010 (excluding Elk Falls and the paper recycling operation shut down in 2010) indicated
a significant excess of undiscounted cash flows over the net book value of the assets. In addition, the company reviewed the major assumptions
used in the 2009 detailed recovery test and determined that, on an overall basis, the assumptions used were more consesvative than the
assumptions that would be used in a new impairment test. On that basis, the company determined that a new detailed recovery test was
not required for 2010, The assumptions used in the 2009 impairment analysis are detailed below,
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2009

During the fourth quarter of 2009, as a result of the severity of the declina in demand for the company's products, the company conducted
step (i} of the impairment test on its pulp and paper assets. Estimates of future cash flows used to test the recoverability of long-lived assets
included key assumptions related to foreign exchange rates, forecast product prices, market supply and demand, estimated useful life of the
{ong-tived assets, production levels, production costs, inflation, weighted average cost of capital, and capital spending. The assumptions were
derived from information generated internally, independent industry research firms, and other external published reports and forecasts. The
usefui fife of the company's assefs was estimated at 20 years for paper assets and 10 years for pulp assets. Product sales prices and foreign
exchange assumptions for 2010 of CON$1.00 = US$0.95 were based on management's best estimates incorporating independent market
information as well as analysis of historical data, trends and cycles. Product sales prices and foreign exchange assumptions for years 2012
to 2013 were based on forecasts prepared by Resource Information Systems Inc., an independent external firm. The foreign exchange
assumption was CON$1.00 = US$0.93 in 2011 declining to CON$1.00 = US$0.89 by 2013. Product sales prices and foreign exchange rate
assumptions for 2014 and subsequent years were estimated by management based on long-term trend pricing for product sales prices and a
long-term expected foreign exchange rate of CON$1.00 = US$0.88. Step {i) of the impairment test demonstrated that an impairment charge
for the pulp and paper assets was not required as the estimated undiscounted cash flows exceeded the carrying values.

in anticipation of declining North American newsprint demand, the company had accelerated depreciation on certain paper machines over the .
past few years and in the fourth quarter of 2009, the company recorded an impairment charge of $17.4 million on certain of its paper machines
to reflect the excess capacity in a number of its machines pursuant to high levels of indefinite curtailment.

2008

During 2008, the company recorded an impairment charge of $136.4 million on assets related to its Elk Falls pulp mill and white top
linerboard operation, of which $129.0 million related to property, plant and equipment and $7.4 million related to supplies and spare parts
inventory. The Elk Falls pulp mill and white top linerboard operation was permanently closed on November 18, 2008 as a result of the
ongoing unavailability of sawdust fibre. In addition, the company also recorded a $14.6 million asset impairment charge in 2008 on certain
specific mill assets that were no longer in use or wherte the net realizable value had decreased due to the current weak economic environment.

6. VARIABLE INTEREST ENTITIES

The company has a 50.001% interest in PREI and consofidates 100% of it as PRE! is a VIE in which the company is the primary
beneficiary. PREI consists of an integrated hydroeleciric power generating, transmission and distribution system which includes two
hydroelectric stations in B.C. with installed capacity of 83 megawatts. The company purchases 100% of the power generated by PREI.

The company has limited atcess to PREIl's éssets. which generally take the form of interest on loans, management fees and earnings
distributions based on the company's interest in PREL. In addition, creditors of PREI have recourse limited to the assets in PREI.
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Condensed financial information with respect to PREI is as follows:

1

Years ended December 31, 2009 2008 )
Condensed statements of earnings (loss)
Sales ~ affiiate $ 167 $ 186
Cost of sales, excluding depreciation and amortization 6.3 4.9
Depreciation and amortization 3.2 3.2
85 81
Operating earnings 7.2 105
Interest expense (9.0) (7.7)
Interest expense - affiliate ! {2.9) @7
Other expense, net 0.1 0.5
Income tax recovery 22 1.0
Net earnings (loss) {2.4) 16
Other comprehensive income (loss) (1.2) -
Tatal comprehensive income (foss)? $ Ge8 3 *6
As at December 31, , 2010 2009
Condensed batance sheets
Current assets
Cash and cash equivalents $ 5.5
Other 20
Property, plant and equipment 1128
. : ' $ 1203
Current liabilities
Accounts payable and accrued liabilities $ 5.5
Long-term debt (note 14) 1129
Long-term debt - affiliate ¢ 208
Future income taxes 17.1
Deficit? (36.0)
$ 1203

1 Balances with Catalyst Paper Corporation,
2 50% is included in the company's non-controiling interest {deficit) balances.

The company has identified one other potential VIE, but has not been able to obtain the financial information necessary to evaluate whether
the entity is a VIE, or, if the entity is a VIE, whether the company is the primary beneficiary. The company has entered into a building lease
agreement with this potential VIE whereby the company has agreed to continue making the prescribed lease payments directly to the
financial institution holding the mortgage on the building in the event the lessor is no longer able to meet its contractual obligations.,

As at December 31, 2010, the principal amount of the mortgage was $6.4 million (2009 ~ $7.9 million). This agreement does not increase
the company’s liabitity beyond the obligation under the building lease.
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7. ACQU{S!TION OF SNOWFLAKE RECYCLE NEWSPRINT MILL

On April 10, 2008, the company completed the acquisition of a recycled newsprint mill in Snowfiake, Arizona. Cash consideration paid
was $172.2 million and was financed, in part, through a rights offering resulting in the issuance of 167,069,361 subscription receipts
and proceeds of $121.1 million, net of share issue costs. The balance of the purchase price for the acquisition was funded by drawings of
$48.7 million under the company's revolving operating facility and $2.4 million realized from the settlement of favourable foreign currency
forward contracts. Under the rights offering, each holder of record of the company's common shares as of the close of business on the
record date of March 11, 2008 received one right for each common share held. Each 1.285 rights entitled the holder to purchase one
subscription receipt of the company for an exercise price of $0.75 per subscription receipt. Each subscription receipt was converted into
one fully paid common share of the company concurrent with the closing of the Snowflake acquisition.

The acquisiﬁon was accounted for using the purchase method of accounting and the results of the Snowflake recycled newsprint mill have
been included in consolidated earnings of the company since the date of acquisition, Aprit 10, 2008,

The following amounts have been assigned to the assets and liabilities acquired, based on an estimate of their fair value as at Aprif 10, 2008,
and are subject to revision for twelve months from the date of the acquisition:

Assets acquired
" Current assets
Property, plant and equipment
Other assets

Liahitities assumed
Current liabilities
Employes future benefits

Fair vatue of net assets acquired

Consideration paid
Cash, including transaction costs

The company's Snowflake mill is self-contained and integrated within its foreign jurisdiction. Accordingly, the current rate method is used
for the transiation of its financial statements to Canadian doflars upon consolidation. Under this method, the assets and liabilities are
translated at the rate of exchange in effect at the balance sheet date. Revenue and expense items are transiated at the average exchange
rate in effect during the period. Exchange gains and losses arising from the current rate method of translation are deferred in a separate
component of AOC! in shareholders' equity. Such gains and losses will be included in the determination of net earnings when there is 2
reduction in the net investment in the foreign subsidiary as a result of a complete or substantially complete liquidation on sale of the
investment in the foreign subsidiary.

The company has designated a portion of its foreign currency denominated long-term debt as an effective hedge of this foreign subsidiary.
Upon translation of such debt into Canadian dollars, any gains or losses are also deferred in a separate component of AOC! in shareholders'

equity to be recognized in net earnings upon sale or upon complete or substantially complete liquidation on sale of the net investment in
the foreign subsidiary. ’

The foreign exchange transiation adjustment account reflects the net changes in the respective book values of the company's investment
in Snowflake due to exchange rate fluctuations since the date of acquisition.
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8. ACCOUNTS REGEIVABLE

The cornponents of accounts receivable at December 31 were as follows:

2009
Trade receivables 3 987
Less: allowance for doubtful accounts 3.7}
95.0
Sales taxes receivable 23
Other receivables 4.2
$ 1015
9. INVENTORIES
The components of inventories at December 31 were as follows:
2009
Finished goods .
Specialty printing papers $ 197
Newsprint 115
Pulp 6.4
Total finished goods 376
Work-in-progress 0.5
Raw materials — wood chips, pulp logs and other . 364
Operating and maintenance supplies and spare parts (note 5) 103.8
$ 1783

At December 31, 2010, the company had applied write-downs of $0.2 million to finished goods inventory (2009 - $1.7 million) and $0.4 miltion
to raw materials inventory (2009 ~ $3.6 million).

10. PREPAIDS AND OTHER
The components of prepaids and other at December 31 were as follows:
2009
Property taxes, insurance and licences $ 19
Derivative financial instruments 159
Future income tax assets (note 17) 48
Other 26
$ 252
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11. PROPERTY, PLANT ANB EQUIPMENT
The components of property, plant and eqmpment at December 31 were as follows:

Accumulated
depreciation,
amortization and Net hook
2010 Cost impairment value
Buildings and land
Specialty printing papers and newsprint
Pulp

Machinery and equipment
Specialty printing papers and newsprint

Pulp
Accumulated
depreciation,
amaortization and * Net book
2009 Cost impairment value
Buildings and land v
Specialty printing papers and newsprint $ 5857 $ -2028 $ 2929
Pulp 1009 88.4 12.5
Machinery and equipment
Specialty printing papers and newsprint 2,756.6 1,528.8 1,227.8
Pulp 7823 650.8 1315
$4,2255 $ 2,560.8 $ 1,664.7

At December 31, 2010, a net carrying amount of $10.4 miliion (2009 - $11.3 million) included in mactiinery and equipment is held
under capital leases, $15.1 million for cost (2009 — $15,2 million) and $4.7 million for accumulated depreciation and amortization
(2009 — $3.9 miilion).

Interest capitalized in connection with capital projects was nil for both 2010 and 2009.

During 2010, the company recorded a $260.5 million impairment charge on the closure of its Elk Falls operations and Coquitlam paper recycling
facility, net of $12.0 million in related impairment charges recorded in 2009 (note 5). In 2009, the company recorded a $17.4 million charge
against its pulp and paper assets to reflect the excess capacity in a aumber of its machines pursuant to high levels of indefinite curtailment.

12. OTHER ASSETS
The components of other assets at December 31 were as follows:
2009
Deferred financing costs $ 107
Deferred charges and other 9.6
Derivative financial instruments 3.1
Accrued benefit asset - pension plan (note 15) 0.2
Future income tax assets {note 17) 14.4
$ 380
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13. ACGOUNTS PAYABLE AND ACCRUED LIABILITIES

The components of accounts payable and accrued liabilities at December 31 were as follows:

2009
Trade payables 3 832
Acciued payrolf and related liabilities ‘ 34.7
Accrued interest 108
Accrued benefit obligation - pension plan (note 15) 6.7
Accrued benefit obligation — other employee future benefit plans (note 15) 7.3
Property taxes in arrears and related penalties 151
Restructuring {note 20) ) 52
Lease obligation — paper recycling - current portion (nofe 5) -
Payables related to capital projects 23
Other 8.0
$ 1733
14, LONG-TERM DEBY .
The company's long-term debt at December 31 was as follows:
) 2010 2009
Recourse .
Senior notes, 8.625% due June 2011 (US$26.0 miliion;

December 31, 2009 — US$354.2 million) $ 3716
Senior notes, 7.375% due March 2014 (US$250.0 miflion;

December 31, 2009 - US$250.0 million) 2654
Senior secured notes, 11.0% due December 2016 (US$280.4 million) -
Modification - difference in carrying value of 8.625% and

11.0% senior secured notes (US$38.3 million) on exchange -
Class B senior secured notes, 11.0% due December 2016 (US$110.0 mitlion) -

' ‘ 637.0
Revolving asset-based foan facility of up to $330.0 million due August 2013 14.5
Capital lease obligations 11.2
662.7

Non-recourse {note 6)
First mortgage bonds, 6.447% due July 2016 94.1
Subordinated promissory notes 18.8
1129
Total debt 7756
Less: current portion (1.0)
Total long-term debt $ 7746
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On March 10, 2010, the company issued US$280.4 million of new 11.0% senior secured notes, due December 2016 {"2016 Class A
Notes"} in exchange for US$318.7 million of its 8.625% senior unsecured notes due June 2011 (*2011 Notes"). The company issued
US$880.0 in principal amount of the 2016 Class A Notes for each US$1,000 in principal amount of the 2011 Notes exchanged. As the
cash flows of the principal and inferest on a discounted basis over the life of the outstanding 2016 Class A Notes issued did not differ by
more than 10% compared to the cash flows of the principal and interest on a discounted basis over the life of the 2011 Notes, the 2016
Class A Notes were accounted for as a modification of the 2011 Notes. Accordingly, the 2016 Class A Notes were recorded at the carrying
value of the 2011 Notes exchanged for JS$318.7 million. The excess of US$38.3 million of the carrying value of the 2011 Notes
exchanged over the principal amount of the 2016 Class A Notes issued rernained as part of the carrying value of the debt on the balance
sheet and is being amortized as a reduction of interest expense, under the effective interest rate method, until the maturity of the 2016
Class A Notes. As the exchange was accounted for as a modification, the legal and other non-finance expenses of $10.5 milfion associated with
the exchange were expensed, of which $8.3 million was expensed in the year ended December 31, 2010 (2009 - $2.2 million).

in September 2010, the company purchased US$9.5 million of its 2011 Notes, for cash consideration of US$8.9 million and recorded

a gain of $0.6 million on the canceffation of this debt. As of December 31, 2010, US$26.0 million of 2011 Notes remain outstanding.
In 2009, the company purchased and cancelled US$45.8 million of its 2011 Notes, for cash consideration of $26.9 million and recorded
a net gain of $30.7 million.

On May 19, 2010, the company issued US$110.0 million of Class B 11.0% senior secured notes due December 15, 2016 (“2016 Class B
Notes") at 86% of the principal amount in a private placement generating net proceeds of $93.9 million, after financing costs of $4.5 million.

The indentures governing the company's senior notes contain customary restrictive covenants, including restrictions on incurring additional
indebtedness, certain restricted payments, including dividends and investments in other persons, the creation of liens, sale and leaseback
transactions, certain amalgamations, mergers, consolidations and the use of proceeds arising from certain sales of assets and certain
transactions with affiliates, Pursuant to a consent solicitation conducted concurrently with the exchange offer, substantially all of these
 restrictive covenants were eliminated with respect to the 2011 Notes that remain outstanding after the exchange, although certain covenants,
including restrictions on the creation of liens and certain assets sales, remain applicable to the 2011 Notes. Coltateral provided on the 2016
Class A Notes and 2016 Class B Notes {collectively “2016 Notes”) consists of a first charge on substantially alf of the assets of the company,
other than the ABL First Charge Collateral as described below (the “2016 Notes First Charge Colfateral”) and a second charge on the ABL
First Charge Collateral. The indentures governing the 7.375% senior notes, due March 2014, {“2014 Notes”} and the 2016 Notes limit the
ability of the company to incur debt, other than permitted debt, while the company cannot meet a fixed charge coverage ratio of 2.0:1. The

company’s fixed charge coverage ratio under these indentures, calculated on a 12-month trailing average; was 0.4:1 at December 31, 2010
{December 31, 2009 - 1,5:1),

Under the indentures for the 2014 Notes and 2016 Notes, permitted debt includes (a) the company's existing 2011 and 2014 Notes;

(b) a credit facility basket in an amount equal to the greater of (i) $725.0 million and (i) the sum of 85% of the book vaiue of the company's
accounts receivable, 60% of the book value of the company's inventory and $375.0 million, against which the company’s utilization of the
$330.0 million ABL Facility applies to this basket under both the. 2014 Note Indenture and 2016 Note Indentures, the 2016 Notes apply
to this basket under the 2014 Note Indenture and the 2016 Class B Notes reduce this basket under the 2016 Note Indentures; {c) purchase
maney debt and capitalized lease obligations in an amount equal to 7.5% of the company’s consolidated tangible assets; (d) a $100.0 million
" general basket; and (e) a $5.0 mitlion basket for accommodation guarantees, trade or standby letters of credit, performance bonds, bankers'
acceptances and surety bonds. In addition, the indenture governing the 2016 Notes includes a limitation of US$411.7 million on the amount
of 2016 Notes and additional debt that can be secured on a pari passu basis with the 2016 Notes, and restricts the ability of the company to
fepuichase the 2014 Notes prior to their maturity unless, among other things, the company has available liqu idity under the ABL Facility and
cash on hand of at least $100.0 million. The company cannot make any restricted payments, including paying any dividends, except to the
extent the balance in its restricted payments baskets is positive. The restricted payments baskets under the 2014 Notes and 2016 Notes were
negative $302.2 miltion and negative $86.2 mitlion, respectively, as at December 31, 2010, as a result of accumulated fosses in recent years
{December 31, 2009 - negative $176.0 miltion and $nil, respectively). i

The security for the ABL Facility and the related derivatives facifities consists of a first charge on the accounts receivable, inventory and
cash of the company and on the Snowflake mill property, plant and equipment and related rail operation (collectively, the “ABL First Charge
Collateral”) and a second charge on the 2016 Notes First Charge Collateral. Availability under the ABL Facility is determined by a borrowing
base calculated primarily on eligible accounts receivable, eligible inventory and a value ascribed to the Snowflake mill fixed assets, less
certain reserves. Effective October 7, 2010, the covenant that no more than US$17.7 million of the 2011 Notes can remain outstanding
by March 15, 2011 was replaced by an additional reserve from the borrowing base for the amount of the 2011 Notes outstanding in excess
of US$17.7 million. The borrowing base at December 31, 2010 includes a reserve of $4.4 million for unpaid property taxes and associated
penalties and a reserve of $8.3 miltion for the 8,625% notes representing the 2011 Notes ocutstanding in excess of US$17.7 million. A reserve
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may also be imposed for vacation pay obligations, which as at December 31, 2010 were $21.6 million, if Excess Availability (as defined in
the ABL Facility) is below $75.0 million, Excess Availability was $129.0 million at December 31, 2010. As at December 31, 2010, the
borrowing base under the ABL Facility was $152.4 million. After deducting outstanding drawings of $nil, outstanding letters of credit of
$23.4 million, and the $35.0 million minimum Excess Availability covenant, $94.0 million was available to be drawn by the company under
the ABL Facility. The company also had an additional $95.4 million of cash on hand at December 31, 2010. .

. The financial covenants applicable under the ABL Credit Agreement must be maintained based upon the company's financial results
prepared under Canadian GAAP and include covenants to (a) maintain shareholders’ equity above $346.2 million as at December 31, 2010;
(b) maintain Excess Availability of not less than $35.0 miltion; and (c) not make capital expenditures in any fiscal year in an amount which
exceeds 120% of the budgeted capital expenditures for such fiscal year. The minimum equity requirement is reduced by the amount of any
non-cash write-downs of property, plant and equipment as a result of a permanent discontinuance of operations. At December 31, 2010, as
calculated under the ABL Facility under Canadian GAAP, shareholders' equity was $476.5 million (December 31, 2009 - $881.4 million).

The ABL Facility also contains a number of covenants that, among other things, place restrictions on matters customarily restricted in such
facilities, including indebtedness which encompasses guarantee obligations, fiens, fundamental changes, investments, derivative transactions,
sales of assets, changes in fiscal periods, environmental activity, negative pledges, subsidiary distributions and changes in lines of business as
well as restrictions on voluntary prepayments of certain debt, including the senior notes, unless Excess Availability of at least $65.0 million is
maintained. The ABL Facility contains customary events of default, including failure to pay principal or interest when due, failure to comply
with or observe key covenants, adverse judgments, seizures af property, material adverse change, auditors’ going concern qualification, and

change in control. .

At December 31, 2010, the company was in compliance with its covenants under the ABL Facility and under each of the indentures
governing its outstanding senior notes. :

Non'-récourse debt is debt owed by the bompany‘s subsidiary PREI. The company has a 50.001% interest in PREI, and consolidates 100%
of it as PRE is a VIE in which the company is the primary beneficiary.

: ) Recourse Non-recourse
Scheduled total debt repayments debt debt (PRED
2011 . $ 269 $ - -
2012 40 -
2013 3.8 -
2014 250.0 -
2015 . - -
Thereafter 388.3 1138

$ 6730 $ 1138

The company's long-term debt is recorded at amortized cost, The following table provides information about management’s best estimate of
the fair value of the company’s debt:

December 31, 2010 December 31, 2009
Carrying o fair . ' Carrying fair
vatug : value value value
Recourse ‘ $ 6627 $ 4723
Non-recourse 1129 1138

The fair value of the company’s long-term recourse debt related to its senior notes is determined based on quoted market prices of identical
debt instruments. The fair value of the company's recourse debt refated to the ABL Facility and non-recourse debt related to the first morigage
bonds is measured by discounting the respective cash flows at quoted market rates for similar debt having the same maturity. In measuring
fair value, the company incorporates credit valuation adjustments to appropriately reflect its own non-performance risk, where appropriate.
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15. EMPLOYEE FUTURE BENEFITS

The company maintains pension benefit plans for all salaried employees, which include defined benefit and defined contribution segments.
Empioyees hired subsequent to January 1, 1994 enrol! in the defined contribution segment. Effective January 1, 2010, employees in

the defined benefit plan ceased to accrue benefits under the defined benefit segment of the plan and began fo participate in the defined
contribution segment of the plan. The company also maintains pension benefits for former hourly employees that are not covered by union
pension plans. Unionized employees of the company are members of multi-employer industry-wide pension plans to which the company
contributes a predetermined amount per hour worked by an employes,

The company provides other benefit plans consisting of provincial medical plan premiums, extended health care and dental benefits to
employees. In February 2010, the company announced changes to-its benefit plans for current retirees which included the replacement of the
current extended health benefits program with provision of the lower cost program available to employees in active employment. The reduction
in the benefit obligation resulting from the plan changes of $21.3 million was recognized as a negative plan amendment during the year. The
company also made the decision to permanently close Elk Falls mill during the year (note 5) and the related reduction in the benefit obligation
from the plan curtailment amounting to $9.7 million was recognized with a coresponding increase to other comprehensive income.

Defined Contribution Plans

For the defined contribution segment, the company's contributions are based on a percentage of an employee’s earnings with the company’s
funding obligations being satisfied upon crediting contributions to an employee's account. The pension expense under the defined contribution
payment is equal to the company's contribution. ¢ :

. Defined Benefit Plans

The defined benefit segment provides a pension based on years of service and earnings. Benefits accrued under the defined benefit
segment of the plan for service prior to January 1, 2010 will remain in the defined benefit plan and will continue to be eligible for future
salary growth and early retirement subsidies.

The company measures the fair value of plan assets and the projected benefit obligations for accounting purposes as at December 31 of each
year. The most recent actuarial valuation of the majority of pension plans for funding purposes was as of December 31, 2007, and the next
required valuation is as of December 31, 2010 (not completed at the financial statement refease date).

Components of net periadic benefit cost recognized in the year

Pension benefi{ plans 2010 2009 2008
Defined benefit plan :
Service cost for the year $ 33 $ 5.2
Interest cost 22.2 19.3
Expected return on assets (15.4) (19.3)
Recognition of restructuring program (note 20) 5.6 7.5
Amortization of unrecognized items:
Actuarial (gains) losses 3.7 {0.2)
Prior service costs 0.5 5.1
Transition asset 0.3 -
20.2 176
Defined contribution plan
Service cost for the year 52 55
Multi-employer industry-wide pension plan service cost for the year 10.7 15.5
Net periodic benefit cost for pension benefit plans $ 361 $ 386
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Other benefit plans 2010 2009 2008
Service cost for the year $ 2.3 $ 46
Interest cost 112 118
Amortization of unrecognized iterns:
Actuariat (gains) losses 0.7) 18
Prior service credits 0.2} 0.2)
Net periodic benefit cost for other benefit plans $ 126 $ 177
Change in Projected Defined Benefit Plan Obligation and Fair Value of Plan Assets
The following table represents the change in the projected benefit obligation and fair vaiue of plan assets as determined by
independent actuaries:
Pension benefit plans Other benefit plans
2010 2009 2010 2009
Change in benefit obligation
Projected benefit obligation at beginning of year $ 3343 $§ 1637
Service cost for the year 33 2.3
Interest cost 22.2 11.2
Employee contributions . 0.3 -
Transfers in from other plans 0.2 -
" Benefit payments {325 {7.3)
Recognition of restructuring program (note 20) 56 -
Prior service (credits) costs - (17.2)
Curtailment gain recognized 0.5 -
Actuarial losses (galns) and other adjustments 27.8 366
Projected benefit obligation at end of year $ 360.7 $ 1893
Change in plan assets
Fair value of defined benefit plan assets at
beginning of year $ 2206 $ -
Actual return on plan assets 32.3 -
Employee contributions 0.3 -
Company contributions 214 73
Other {0.5) -
Benefit payments (32.5) (7.3)
Fair value of assets at end of year $ 2416 $ -
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Reconciliz;ﬁon of funded status to amounts recognized in the consolidated balance sheets

Pension benefit plans Other benefif plans
2010 2009 2010 2009
Projected benefit obligation at end of year : $ 3607 $ 1893
Fair value of plan assets at end of year 241.6 -
Funded status $ (119.1) $ (189.3)
Pension benefit plans Other benefit plans
2010 2009 2010 2009
Other assets (note 12) | $ 0.2 $ -
Accounts payable and accrued fiabilities (note 13} 6.7} (7.3)
Employee future benefits {112.6) . (182.0)
$ (119.1) $ (189.3)

As at December 31, 2010, of the total funding deficit of $133.0 million (2009 - $119.1 miltion) in the company's various defined
benefit pension plans, $68.3 mitlion (2009 — $49.4 million) is related to funded defined benefit pension plans and $64.7 million (2009
~ $69.7 miltion} to “pay-as-you-go” unfunded defined benefit pension plans. In addition, ail of the other post-retirement benefit plans,
consisting of group health care and life insurance, which had a deficit of $154.5 miilion at December 31, 2010 (2009 — $189.3 million)
related t6 “pay-as-you-go” plans,

Amounts not yet recognized in net periodic benefit cost and included in accumulated other comprehensive income (loss)

Pension benefif plans Other benefit plans
2010 2009 2010 2009
Prior year service credits {cosis} $ (YD : $ 120
Accumulated gain (loss) (60.1) 9.7
Accumulated other comprehensive inébme {loss) $ (63.2) $ 23
Amounts before taxes included in other comprehiensive income {Joss)
Pension benefil plans QOther benefit plans
2010 2009 2010 2009
Amortization of employee future benefits $ 101 $ (08
- Net gain (loss) (16.2} (19.9)
Net amount recognized in other comprehensive
incomne (loss) $ 6.1 $ (20.7)

An estimated amount of $5.7 million of losses for pension plans and $3.3 million of gains for other benefit plans will be amortized from
accumulated other comprehensive income (loss) to net periodic benefit cost in 2011,
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Estimated Future Benefit Payments

Total cash payments for employee future benefits for the year ended December 31, 2010, consisting of cash contributed by the company to
its funded pension plans, cash payments directly to beneficiaries for its unfunded benefit plans, cash contributed to its defined contribution
plans and cash contributed to its multi-employer industry-wide plan, was $35.5 million (2009 ~ $44.6 million). During 2011, the compdny

expects to contribute approximately $36.4 million to all of the above pension plans and approximately $7.1 million to its other benefit plans.

The following table presents estimated future benefit payments from the plans as of December 31, 2010. Benefit payments for other
post-retirement benefits are presented net of retiree'contributions.

Pension benefit plans Other benefit plans
2011 $ 413 $ 7.1
2012 ) 30.2 7.5
2013 29.6 79
2014 204 8.3
2015 29.1 8.7
2016 - 2020 ' 138.3 510

Plan Assets Allocation

The asset allocation for the company's defined benefit pension plans, by asset category, was as follows:
Plan assets at December 31,

2009
Equity securities - 60.8%
Fixed income securities 39.2%
Total 100.0%
Fair Value of Plan Assets
The foliowing tables present information about the fair value of pension and other benefit plan assets:
i Fair value hierarchy

As at December 31, 2010 Total Level 1 Level 2 Level 3
Asset category
Cash and cash equivalents $ 2.7 $ 27 $ - $ -
Equity securities: .

Global equity pooled funds? 96.5 - 96.5 -

Canadian equity pooled funds? 50.1 - 50.1 -

U.S, equity pooled funds? 3.3 - 3.3 -

Balanced equity pooled funds* 0.5 - 0.5 -
Fixed income securities:

Canadian long bond pooled funds 453 C - 45.3 -

Canadian tond pooled funds 453 ~ 45.3 -

U.S. bond pooled funds® 2.1 - 2.1 -
Farward currency conteacts’ 06 - 0.6 -
Total i $ 2464 $ 27 $ 2437 $ -
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Fair value hierarchy
As at December 31, 2009 Total Level 1 Level 2 Level 3
Asset category ‘ ‘
Cash and cash eqmva%ents % 2.7 $ 2.7 : $ - % -
Equity securities:
Global equity pooled funds ! 94.5 - 4.5 -
Canadian equity pooled funds ? 46.5 - 46.5 -
U.S. equity pooled funds 3.2 - 3.2 -
Balanced equity pooled funds ¢ 0.5 - 0.5 -
Fixed income securities:
Canadian long bond pooled funds 45.1 - 45.1 -
Canadian bond pooled funds ® 45.4 - 45.4 -
U.S. bond pooled funds & 2.3 - 2.3 -
Forward currency contracts? 14 - 14 -
Total , : $ 2416 $ 2.7 $ 2389 $ -

1 This category includes investments in pooled funds that aim to achieve long-term capital growth by investing primarily in equity securities of companie¢ that may
be located anywhere in the world, excluding Canada. Fund performance is benchmarked against the MSCI Workd excluding Canada (Cdn$) index.

2 This category includes investments in pooled funds that invest in well-diversified portiolios of equtty securities of Canadian companies, Fund performance is
benchmarked against the S&P/TSX Capped Composite Index.

3 This category includes investments in pooled funds that invest in well-diversified portfolios of equity securities of U.S, companies, $2.5 million (2009 - $2.5 million)
of which is invested in pooled funds that primarily invest in equity securities of U.S, large-capitalization companies, and $0.8 million (2009 ~ $0.7 mitlion) of which
is invested in pooled funds that primarily invest in equity securities of U.S. small- and medium-capitalization companies. The former fund is benchrnarked against
the S&P 500 Index, and the fatier is benchmarked against the Russell 2000 Index.

4 This category includes investments in pooled funds that invest in a well-diversified, balanced portfoiio of Canadian common stocks, bonds, and money market
securities, The fund also holds 2 porlion of its assets in foreign common stock. Fund performance is benchmarked against a customized index consisting of:
35% S&P/TSX Capped Composite Total Return Index, 25% Morgan Staniey Capita! Inlernational World {Developed Markels) index excluding Canada, 35% DEX
Universe Bond Index and 5% DEX 30-Day T-Bilf index.

5  This category includes investments in pooled funds that invest in a well-diversified portfolio of fixed incorne securities issued primarily by Canadian governments and
corporations. The duration range of the fund is +/- one year of the benchmark's duration, Fund performance for Canadian bond pooled funds and Canadian long bond
pooled funds is benchmarked against the DEX Universe Bond Index and DEX Long-Term Bond Index, respectively,

6 This category Includes an investment in 2 pooled fund that invests in a well-diversified portfofio of fixed income securities, issued primarily by U.S. governments and

corporations with a welghted average effective maturity of the portfolio of 7.48 years, Fund performance is benchmarked against the Barclays Capital Government/
Credit Bond Index.

7 This category includes forelgn currency forward contracts to partially hedge invesiments in equity and fixed income securities denominated in foreign currencies.

Cash and cash equivalents are primarily used to pay benefits and are recorded at carrying value which approximates fair value.

Equity and fixed income securities are comprised of pooled fund trusts, the fair values of which are measured using the net asset values of
the funds, as calculated by the respective investment managers, and have daily or monthly liquidity. Net asset values are determined using

quoted market prices for the actively traded securities-in which the fund has invested. The funds do not invest in securities that are not
actively traded.

Forward currency contracts are comprised of over-the-counter instruments and their fair value is measured using the discounted difference
between contractual rates and market spot rates.
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.

Significant Assumptions
Actuarial assumptions used in accounting for the company-maintained benefit plans were;

2010 2009
Benefit obligations at December 31,
Discount rate 6.00%
Rate of compensation increase 2.00%
Net bensfit cost for year ended December 31,
Discount rate ‘ 7.00%
Rate of compensation increase 2.50%
Expected rate of return on plan assets 7.00%
Assumed health care cost trend rate at December 31, .
Extended health benefits
Initial health care cost trend rate 7.00%
Annual rate of decline in trend rate 0.50%
Ultimate health care cost trend rate 4,50%
Dental benefits
Dental care cost trend rate 3.50%

Medical services plan benefits = N
Premium trend rate {in 2010 to 2012) Zek

{thereafter) : (thereafter)  4.50%

The discount rate for the company’s plans was based on the market interest rate on high-quality debt instruments currently available and
expected to be avaitable during the period to maturity of the benefit plans. For December 31, 2010 and December 31, 2009, the discount
rates were based on AA corporate bond yields as of December 31, 2010 and December 31, 2009, respectively, In determining the rate of
compensation increases, management considered the general inflation rate, productivity and promotions. For the health care cost inflation
rate, management considered the trend in extended health care and dental costs in Canada and the impact of inflation on medical service plan
premiums, The expected rate of return on plan assets reflects management's best estimate regarding the long-term expected return from all
sources of investment return based on the company's target asset allocation. The 2010 expected rate of return on plan assets was 7.0% per
annum, which was based on a target allocation of approximately 20% Canadian Universe bonds, which were expected to earn approximately
3.6% per annum in the long term, 20% Canadian Long bonds, which were expected to earn approximately 4.2% per annum in the long term,
20% Canadian equity securities, which were expected to earn approximately 8.1% per annum in the long term, and 40% global equity
securities, which were expected to earn approximately 8.7% per annum in the long term. The 2010 expected rate of return on plan assets
also included a provision of 0.5% per annum in recognition of additional net returns assumed to be achieved due to active management
and periodic rebalancing to maintain the plan’'s investment policy, net of investment manager fees, less a margin of 0.3% per annum for
non-investment expenses expected to be paid from the plans.

The company’s investment policy recognizes the fong-term pension fabilities, the benefits of diversification across asset classes and the
effects of inflation, The diversified portfolio is designed to maximize returns consistent with the company’s tolerance for risk, Al assets are
managed by external investment firms. These firms are constrained by specific mandates and objectives and their performance is measured
against appropriate benchmarks, The asset allocation for each plan is reviewed periodically and is rebalanced toward target asset mix when
asset classes fall outside of a predetermined range. Portfolio risk is controlled by having fund managers comply with guidelines, by establishing
and monitoring the maximum size of any single holding in their portfolios and by using fund managers with different investment styles. The
portfolio includes holdings of Canadian and international equities, Canadian high-quality and high-yield fixed income securities, and cash
and cash equivalents. A series of permitied and prohibited investments are listed in the company's investment policy. The use of derivative
instruments is restricted and must be in accordance with the company’s policy. Prohibited investments include categories of assets or
instruments not specifically provided for in the com pany’s investment policy.
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Sensitivity Analysis

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans. A 1% change in assumed
health care cost rates would have the following effects for 2010:

Other benefit plans Increase Decrease
Total of service and interest cost 3 2.0)
Accrued benefit obligation at December 31 {15.4)
16. OTHER LONG-TERM OBLIGATIONS
The components of other long-term obligations at December 31 were as follows: »
‘ 2010 2009
Restructuring (note 20) $ 1.6
Environmental and remedial 7.6
Lease obligation - paper recycling ~ long term (note 5) -
Other * 4.2
$ 134
17. INCOME TAXES
The components of earnings (loss) before income taxes consist of the following:
2009 2008
Canada $ 1.2 $ (349.7)
United States (22.8) (11.7)
Other (11.6) ' 51.7
Earnings {loss} before incorne taxes $ (33.2) $ (309.7)
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The income tax recovery consists of:

2010 2009 2008
Canada:
Current $ 02 $ 03
Future (17.4) 91.8)
. {17.6) (21.5)
United States:
Current 0.9) 13
Future (9.2) (0.6}
(10.1} 0.7
Other:
Current 0.1 0.1
Future - -
0.1 0.1
TD'B': s
Current (1.0) 1.7
Future (26.6) (92.4)
$ (276) $ (907

The reconciliation of income taxes calculated at the statutory rate to the actual income tax provision for the years ended December 31 was

as follows: .
2010 2009 2008
Income tax recovery at Canadian '
statutory income tax rates $ (39) 30.0% $ (96.0) 31.0%
Increase {decrease) in income taxes for:
Non-taxable income and expenses (13.6) 409 (4.2)
Difference in foreign tax rate (7.5) 226 14
Release of future income taxes refated
to reduction in corporate income
tax rates 8.6 {25.9) 19
Change in the future income
tax estimate {4.5) 13.5 -
Change in valuation allowance - - - -
Adjustment to deferred credits (2.7) 8.1 2.7 09
Other - 2.0 6.1 5.1 (1.7)
Income tax recovery $(27.6) 83.1% $(50.7) 29.3%
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Future Tax Assets and Liabilities , ,
The tax effects of temporary differences that give rise to significant future tax assets were as follows at December 31:

2009
Future income 1ax assets
Non-capital losses and temporary differences refated to working capital $ 142
Employee future benefits 69
211
Valuation allowance (1.9)
$ 192
Classification:
Prepaids and other (note 10) 3 4.8
Other assets (note 12) 144
$ 192
*
The tax effects of temporary differences that give rise to significant future tax Habilities were as follows at December 31:
' 2010 2009
Future income tax liablfities ‘
Property, plant and equipment $ 1279
Non-capitat loss carry-forwards (59.7)
Employee future benefits (71.8)
Other 236
, 200
Valuation allowance 28
$ 228

At December 31, 2010, the company has provided for a valuation allowance on its future tax assets of $103.0 million.

At December 31, 2010, the company had Canadian federal non-capital loss carry-forwards of $25.2 milfion, which expire during the period
2014 to 2030, and U.S. federal net operating loss camy-forwards of $101.7 million, which expire between 2011 and 2030. In assessing the
realizability of future tax assets, management considers whether it is more likely than not that some portion or ali of the future tax assets
will not be realized. The ultimate realization of future tax assets is dependent upon the generation of future taxable income during periods
in which temporary differences become deductible. Management considers the scheduled reversal of future tax liabilities, projected future
taxable income and tax planning strategies in making this assessment. Management believes that it is more likely than not that the resulting
future operations will generate sufficient taxable income to realize the net future tax assets in Canada. During the year, management recorded
a valuation aliowance of $26.3 miltion in respect of its U.S. federal net operating losses.
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Accounting for Uncertainty in Income Taxes

At December 31, 2010, the company had gross unrecognized tax benefits of $5.9 million (2009 - $11.6 million). if recognized, these tax
benefits would favourably impact the company's effective tax rate,

Below is a reconciliation of the total amounts of unrecognized tax benefits for the years ended December 31:

201G , 2009
Unrecognized tax benefits, beginning of year > $ 117
Increases - tax positions taken in prior periods 2.7
Decreases ~ tax positions taken in prior periods 2.7)
Current period tax positions -
Settlements and lapse of statute of limitations -
Decrease resulting from tax rate reduction .1
Unrecognized tax benefils, end of year $ 116

The company recognizes interest expense and penalties related to unrecognized tax benefits within the provision for income tax expense
on the consolidated statement of earnings {loss). No interest expense or penalties related to unrecognized tax benefits were recorded ,

during 2010. At December 31, 2010, there were no interest and penalties accrued in relation to uncertain tax positions in the consolidated
balance sheet. .

In the normal course of business, the company and its subsidiaries are subject to audits by the Canadian federal and provincial taxing
authorities, by the U.S. federal and various state taxing authorities and by the taxing authorities in various foreign jurisdictions. Al tax
years up to and including December 31, 2005 have been audited by the Canadianfederal taxing authorities. The company's income taxes
are not currently under audit by the Canadian federal taxing authorities, by the U.S. Internal Revenue Service, by any U.S. state taxing
authority or by any foreign taxing authority. The U.S. federal statute of limitations for pre-2007 tax years expired on September 15, 2010.

18. DEFERRED CREDITS

~ Reconciliation of deferred credits for the years ended December 31 was as follows:

2010 2009

Balance, beginning of year .

$ 186

Adjustment relaled to utilization of acquired tax losses 2.7)
Adjustment resulting from reduction in corporate income tax rates 0.4
Balance, end of year $ 185
19. ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)
The following table contains information about the AOC! of the company at December 31, net of taxes:

. 2009
Unrecognized pension and other post-retirement benefit costs $ (609
Unrecognized gains on cash flow revenue hedges 1.7
Foreign currency translation adjustments, net of related hedging activities? 11
Unrecognized loss on interest rate hedges (0.6)
. $ (527

1 The accumulated net adjustment is comprised of non-taxable translation loss of $2.6 million (2008 ~ $5.2 miffion gain) and a net revaluation of long-term debt
designaled as a net investment hedge of $2.4 miltion gain (2009 ~ $4.1 miflion loss), net of tax of $0.6 million expense {2009 - $0.3 million recovery).

e

1 :.);.
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20. RESTRUCTURING
The following table pravides the activity in the restructuring liability:
' 2010 2009
- Balance, beginning of year 2 = $ 163
Expensed in year 179
Disbursements (22.3)
Other non-cash items 0.5
124
Less: portion related to employee future benefits (note 15) {5.6)
Balance, end of year $ 6.8
Classification:
Accounts payable and accrued liabilities {(note 13) $ 52
Other long-term obligations (note 16) 1.6
$ 6.8
The following table provides restructuring liability by year of initiatives:
2010 2009
2008 and prior Initiatives = $ 4l
" 2009 initiatives 2.7
2010 initiatives -
$ 6.8
2010

During the year ended December 31, 2010, the company recorded restructuring costs of $25.3 million primarily related to severances payable
to eligible employees at Elk Falls resuiting from extended curtailment and permanent closure.

2009

{n 2009, the company recorded $10.8 million in costs related to a restructuring plan for the Powell River mill, which was developed jointly
with the union locals at the mill in accordance with the commitment made by them in the new collective agreement reached in December
2008 to improve the mill’s cost competitiveness. The company also recorded $2.3 million in costs related to permanent reductions of salaried
staff positions at the Richmond and Nanaimo offices and indefinite layoffs-at the Crofton and Elk Falls mills, where significant production

capacity had been indefinitely curtailed, and $4.8 million primarily for severance costs related to the closure of the company’'s Elk Falls
sawdust pulp and white top linerboard operation in November 2008, )

2008

In February 2008, the company reached new labour agreements at its Port Alberni mill, resulting in significant workforce reductions and related
early retirement and severance payments. The agresments had a five-year term, expiring Aprit 2013, and included a commitment by the
company to upgrade the thermo-mechanical pulp facility at the mill, and the restart, by mid-2009, of its Port Alberni No. 4 paper machine,
which had been idled indefinitely since September 2007. For the year ended December 31, 2008, the company recorded $14.6 million

in restructuring costs related to the early retirement and severance program.
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In April 2008, the company announced the indefinite curtailment of the Elk Falls No. 1 paper machine ("E1") due to fibre shortages. The
indefinite curtailment of E1 resulted in a reduction of approximately 145 employees at Elk Falls, the majority through layoffs. At the same
time, the company also announced manning reductions of 82 positions at its Crofton mill as the mill took steps to improve its overal! cost
structure. The company recorded net restructuring costs of $0.4 mitlion in 2008 associated with these and prior initiatives.

In November 2008, the company permanently closed its sawdust pulp and white top linerboard operation at its Elk Fafls mill due to an
ongoing unavailability of sawdust fibre. This closure resulted in removing 200,000 tonnes of annual sawdust pulp and 131,000 tonnes
of annual white tap linerboard capacity. The company recorded severance refated restructuring costs of$15.1 million and an asset
impairment charge of $136.4 million in 2008 in connection with this closure.

21, INTEREST EXPENSE, NET

The components of interest expense, net, for the years ended December 31 were as foillows:

2009 2008
Interest on long-term debt $ 688 ' $ 780
Fixed-to-floating interest rate swaps - 29
Other ) 0.6 0.3
69.4 754
Interest income 0.1) (0.3)
Capitalized interest - Q.1
$ 693 $ 750
22, OTHER EXPENSES, NET

The components of other expense, net, for the years ended December 31 were as follows;
2010 2009 2008
Fee related fo bond eichange - $ 2.2 $ -
Loss (gain) on derivative financial instruments » 8.7 455
Foreign exchange loss (gain) on working capital balances 284 (27.0)
Loss {gain) on disposal of property, plant and equipment 3.9 (0.4)
Island cogeneration arbitration settiement 14 -
Penalty and interest on disputed property faxes 14 -
Foreign exchange loss (gain) on hedge of net investment - (2.4
Termination fee on closure of corrugating machine at Snowflake - (2.0)
Other - 0.5 .1
$ 201 $ 136
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23. EARNINGS PER SHARE
The following table provides the reconciliation between basic and diluted earnings (loss) per share:

2010 2009 2008
Net earnings (loss) attributable to the company 3 449 $ (219.8)
Weighted average shares used in computation of basic o
earnings per share (in millions) 381.8 336.1
Weighted average shares from assumed conversion of
dilutive options (in millions) - -
Weighted average shares used in computation of diluted
earnings per share (in millions) 381.8 336.1
Basic and diluted eamings (loss) per share attributable to
the company’s common shareholders (in doflars) $ {001 ‘$  (0.65)
24, STOCK-BASED COMPENSATION PLANS
(a) Details of Stock-based Compensation Expense: .
' 2009 2008
Stock option awards $ 06 $ 1.0
Restricted share units 1.2 1.5
Deferred share units 0.5 0.2
$ 23 $ 2.7

{b) Stock Option Plans

The company has an employee share option plan (the “Plan") for its key officers, directors and emptoyees The Plan provides for the
issuance of up to a maximum of 12.0 million common shares.

The long-term component of the mid- to long-term incentive plan (“MLTIP") for the company‘s executives includes stock options.
Vesting of the stock options granted under the MLTIP is subject to the weighted average price per share of the common shares for all
sales of such shares on the Toronto Stock Exchange (*TSX") over 20 consecutive trading days reaching or exceeding a price per share
equal to twice the exercise price. Thase options have a 10-year life, and an exercise price that was established as 25% over the weighted
average price per share of the common shares for all sales of common shares on the TSX during the five consecutive trading days preceding
the date of the grant of the options. These options are exercisable on or after the earlier of August 1, 2012 or on the occurrence of a
change of control event involving the company.

Options granted, other than those granted pursuant to the company’s MLTIP, have a maximum term of 10 years. These options are
exercisable as to one-third on and after the first anniversary date, as to two-thirds on and after the second anniversary date and as to
all on and after the third anniversary date, unless, in the case of options granted on March 28, 2007, the market price of the common
shares exceeds a specified acceleration price, in which case all of the options are exercisable at that time. In general, market price

for options is determined by the weighted average price per share for all sales of common shares on the TSX on the date on which a
determination of market price is required under the Plan. However, market price for options granted annually to the company’s durectors
under the director compensation program-is set 25% above the market price as calcufated above.
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The company applies the fair value-based method for recording share options granted to directors, officers and employees. Under the
fair value method, compensation cost is measured at fair value at the date of grant, and is expensed over the award's vesting period.

Compensation expense related to performance-based options is recognized when it is probable that the performance conditions
will be achieved.

As at December 31, 2010, the total remaining unrecognized compensation cost associated with the stock options totalted $0.2 million
(2009 - $0.3 million), which will be amortized over the remaining vesting period.

The fair value of share options was estimated on the date of grant using the Black-Scholes option-pricing model with the

following assumptions:

2010 2009 2008
Risk~free ibterest rate 3.0% 38%
Annual dividends per share Nit Nil
Expected stock price volatility 45% 40.0%
Expected option life {in years) 10.0 8.5
Average fair value of options granted (in dollars) $ 016 $ 051

The risk-free interest rate was based on a zero-coupon Government of Canada bond with a remaining term approximately equivalerft
to the expected life of the stock option. The company estimated the annual dividends per share, expected stock price volatility and
expected option life based on historical experience,

Changes in the number of options outstanding during the years ended December 31 were as follows:

2010 2009 2008
- Weighted Weighted Weighted
: average average average
Number exercise price Number exercise price Number exercise price
g . -of options {in dattars) of options {in dotlars) of options (in dollars)
Beginning of year : 5,843,984 $ 242 3,964,024 $ 343
Granted 204,000 0.40 2,691,891 1.23
Exercised - - C- . -
Forfeited (336,534) 251 (811,931) 342
Expired or cancelled (2,737,899) 193 - -
End of year 2,973,551 . 272 5,843,984 242
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{c)

The following table summarizes information about stock options outstanding and exercisable at December 31, 2010:

Options outstanding ' Options exercisable

Weighted Weighted Weighted

average average average
Range of remaining range of range of Accelerated
exercise Number option life exercise price Number exercise price price
prices . of options {years) {in doftars} of options {in dollars} {in dollars)
$0.13 - $0.80 5,236,647 9.6 $ 013 60,000 $ 040 .%o~
$1.15-%195 790517 7.1 136 573,945 1.36 -
$3.06 ~ $3.30 355,129 43 3.15 355,129 3.15 2.14
$3.31 - $3.77 680,500 45 353 680,500 3.53 5.05
$4.39 - $4.57 518,500 - 4.0 4.44 518,500 444 4,40
- 7,681,693 82 $ 100 2,188,074 $° 303 $ 296

The aggregate intrinsic value of options outstanding and currently exercisable as at December 31, 2010 is $nil per option.

L3

Restricted Share Units

The company has established a restricted share unit ("RSU") plan for its directors and key executives, Under the terms of this plan,
senior executives are eligible for incentive remuneration paid to them in the form of RSUs. Each RSU, once vested, entitles the holder
to receive one common share of the company. The fair value of RSUs is based on the market value of the company's shares on the day
of the grant.

RSUs vest in accordance with terms determined by the company, which may be based on, among other things, one or more of the following

factors: {i) the return to shareholders with or without reference to other comparable businesses; (ii) the financial performance or results
of the corporation; {iii) other performance criteria relating to the corporation; and (iv) the length of time of service by the participant.
The performance terms that thé company may apply to RSUs are intended to strengthen the fink between the corporation’s performance
and the value of the RSUs at the time that they are paid out. In some cases, RSUs may vest immediately, depending upon the purpose
of the individual RSU grant and the intended compensation goal.

The long-term component of the MLTIP includes performance-based RSUs. Vesting of these RSUs occurs when the weighted average
price per share of the company’s common shares for all sales of such shares on the TSX over 20 consecutive trading days reaches or
exceeds twice the price per share equal to 25% over the weighted average price per share of the common shares for all sales of common
shares on the TSX during the five consecutive trading days preceding the date the RSUs were issued. These RSUs are to be paid out on
the earlier of August 1, 2012 or on the occurrence of a change of control event involving the company, Compensation expense related
to performance-based RSUs is recognized when it is probable that the performance conditions will be achieved.

As at December 31, 2010, the total remaining unrecognized compensation cost associated with the RSUs totalled $0.2 million (2009
-~ $0.4 miliion), which will be amortized over the vesting period.
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Changes in the number of outstanding RSUs during the year ended December 31, 2010 were as follows:

Weighted average fair

Number. value at grant date

of shares (in doltars)

Beginning of year . 1,177,257 $ 243
Granted . 3,150,000 0.09
Vested/exercised 4 ' (1,001,216) 267
Expired or cancelled (31,195) 1.04
End of year : 3,294,846 $ 013

{(d}) Deferred Share Unit Plan

The company has established a deferred share unit (“DSU"} plan for it directors. Under the terms of this plan, directors may elect to
receive their annual cash remuneration in DSUs, cash or a combination thereof, Each DSU initially has a value equivalent to the company’s
weighted average share price on the TSX during the 10 consecutive trading days prior to the issuance date of the DSU. A director’s DSU
account is credited with dividend equivalents in the form of additional DSUs when dividends are paid on common shares, A director may
elect the date of redemption by filing an irrevocable written election with the company no later than December 15 of the calendar year
commencing immediately after the director’s termination date. The vaiue will be paid by the company as a tump sum in cash, equal to the
fair vaiue of the notional underlying common shares plus accrued dividend equivalents at that date, after deduction of applicable taxes and
other source deductions required to be withheld. Liabilities related to this plan are recorded in Accounts payable and accrued liabilities.
As at December 31, 2010, 484,963 DSUs were outstanding under this plan (2009 - 1,018,106) and approximately $0.1 million
was payable (2009 - $0.2 miltion).

25. FAIR VALUE MEASUREMENT

Fair value is defined as the price that would be received from selting an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date. When determining fair value measurements for assets and liabilities required to be recorded
at fair vajue, the company considers the principal or most advantageous market in which it would transact and considers assumptions that
market participants would use when pricing the asset or liability, such as inherent risk, transfer restrictions, and risk of non-performance.

An established fair vaiue hierarchy requires the company to maximize the use of observable inputs and minimize the use of unobservable
inputs when measuring fair value. A financial instrument's categorization within the fair value hierarchy is based upon the lowest level of
input that is available and significant to the fair value measurement. The three levels of inputs that may be used to measure fair value are:

Ltevel 1 Quoted prices in active markets for identical assets or liabilities.

Level 2 Observable inputs other than quoted prices in active markets for identical assets and liabilities, such as quoted prices for identical
or similar assets or liabilities in markets that are not active, or other inputs that are observable or can be corroborated by observable
market data for substantially the full term of the assets or liabilities.

Level 3  inputs that are generally unobservable and are supported by little or no market activity and that are significant to the fair value
determination of the assets or liabilities,

At December 31, 2010, the company did not have any currency or commodity contracts which were designated as hedging instruments.
At December 31, 2009, the company had currency contracts which were designated as hedging instruments with a total fair value of
$16.7 million, of which $13.6 million was classified in Prepaids and other and $3.1 miltion in Other assets. At December 31, 2009,
the company had currency contracts that were not designated as hedging instruments with a total fair value of $2.3 miilion, which were
classified as Prepaids and other.
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The foliowing table presents information about the fair value of the company's derivative and non-derivative financial instruments measured
at fair value on a recurring basis at December 31

Fair value
2010 2009 - hierarchy  Balance sheet classification

Assets

Currency contracts 23 2! Prepaids and other

Currency confracts - 2! Other assets

Commodity contracts - 22  Prepaids and other

23

Liabilities Accounts payable and

Commuodily contracts - 22 accrued liabilities

Fair values of the combaﬁyr» derivalives are classified under Level 2 as they are measured as follows:

1 The {akr value of forward currency contracts is measured using the discounted difference between contractual rales and market fulure rates. Interest rates, {orward
market rates, and volatitity are used as Inpuls for such valuation techniques. The company incorporates credit valuation adjustments to appropriately reflect both its
own non-performance tisk and the counterparty’s non-performance risk in the fair value measurements. .

2 The falr value of commodity swap contracts s measured using the discounted difference between contractual rates and market rates. The fair value of natural gas
commodity options is measured using techniques derived from the Black-Scholes pricing model, The company incorporates credit valuation adjusiments to appropiately .
reflact both its own non-perormance risk and the counterparly’s non-performance risk in the fair value measurements.

The following table presents information about-the effects of the company’s derivative instruments previously designated as cash flow hedges
until April 1, 2010 when hedge accounting was discontinued (note 2) and the effect of long-term debt designated as a hedge of the company’s
net investment in the Snowflake milj on the company's consolidated financial statements at December 31:

Gain (loss) (Gain) foss ~ Classification on Gain (loss)
recognized in reclassified statement of eamings (loss) . recognized
AocH from ADCI reclassified from AGCI* in income?
2010 2009 2010 2009 2010 2009
Derivatives designated '
as cash flow hedges
Currency contracls $ 145 $ 48 Other expense, net
Long-term debt designated as Foreign exchange gain
hedges of net investment $249 $ 10 (loss) on long-term debt

1 The gain (loss) recognized, or (gain) loss reclassified from AQC relates to the effective portion of the hedge.
2 The gain {loss) recognized In income relates to the ineffective portion of the hedge and the amount excluded from effectiveness testing.

'As U.s. dollar denominated revenues are recognized over the next 12 months subsequent to December 31, 2010, the company estimates

that a net gain of $1.5 million, or an after-tax net gain of $1.1 milfion, will be reclassified from Accumulated other comprehensive income
to Sales.
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The following table presents information about the effects of the company's derivative instruments designated as fair value hedges on the
company's consolidated financial statements for the year ended December 31:

Classification oa statement
Gain {loss) recognized in income of earnings (loss)

2010 2009

Interest rate swaps $ 0.7 Interest expense, net!

1 The portion of the gain (loss) that relates to the foreign exchange pomon of the contract is included in Foreign exchange gain tioss) on long-lerm debt and s equal to
$ail for December 31, 2010 (2009 — $nil).

The company has no fixed-to-floating interest rate swaps outstanding at December 31, 2010. The gain recognized in income for the years
presented represents the effective portion of interest rate swaps previously designated as fair value hedges that were unwound in prior years.
The eftective portion is being amortized to income over the remaini‘ng term to maturity of the related debt.

The following table presents information about the effects of the company's derivative instruments not designated as hedging instrumentﬁ
on the company's consolidated financial statements at December 31:

L 3

Classification on statement

Gain (loss} recognized in income of eamnings (loss)
2009
Currency contracts related to revenue hedges $ 6.6 Other expense, net
: Foreign exchange gain (loss)
Currency contracts related to debt hedges (0.4} on long-term debt
Commodity swap contracts related to pulp
and newsprint hedges 2.1 Other expense, net
Commodity swap contracts related to natural
gas and old newspaper hedges 0.4} Other expense, net
$ 79

Fair Value of Other Financial Instruments

The carrying value of the company's cash and cash equivalents, accounts receivable, accounts payabie and accrued liabilities approximate
their fair values because of the short-term maturity of these instruments.

2B. FINANCIAL INSTRUMERNTS

(a) Financial Risk Management

Financial instruments of the company consist primarily of cash and cash equivalents, accounts receivable, accounts payable and
accrued fiabilities and long-term debt. Financial instruments of the company aiso include derivatives which the company uses to
reduce its exposure to currency and price risk associaled with its revenues, energy costs and fong-term debt.

The company has exposure to risk from its financial instruments, specifically credit risk, market risk {including currency, price and
interest rate risk} and liquidity risk.
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(U]

CREDIT RISK

Credit rigk is the risk of financial loss to the company if a customer or counterparty to a financial instrument fails to meet its
contractual obligation. This risk derives principally from the company's receivables from customers and derivative counterparties.

Accounts Receivable
The company is exposed to credit risk on accounts receivable from its customers who are mainly in the newspaper publishing,

- comwnercial printing and paper manufacturing businesses. The company manages its credit risk principally through credit

policies, which inciude the analysis of the financial positions of its customers and the regular review of their credit limits. The
comparny also subscribes to credit insurance for substantially al} of its receivables, periodicafly purchases accounts receivable
puts on certain customers, and obtains bank letters of credit for some export market customers.

Aging of receivables at December 31 were as foliows:

2009

Trade receivables, gross
Current $ 8%.0
Past due 1-30 days 7.3
Past due 31-90 days 1.0
Past due over 90 days 1.4
98.7
Allowance for doubtful accounts (3.7)
Trade receivables, net 95.0
Other receivables, including sales tax recoverables 6.5
Accounts receivable (note 8) $ 1015

The movement in the allowance for doubtful accounts in respect of trade receivables during the years ended December 31 were
as follows: o

2009
Balance, beginning of year $ 3.2
Increase (decrease) in provision 1.2
Utilized in the year 0.7
Balance, end of yeér (note 8) $ 3.7

Dearivatives

The company is also exposed to credit risk with counterparties to the company's derivative financial instruments. The credit
risk arises from the potential for a counterparty to default on its contractual obligations, and is limited to those contracts where
the company would incur a cost to replace a defauited transaction, The company manages this risk by diversifying through
counterparties that are of strong credit quality, normatly major financial institutions.
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(

MARKET RiSK

Market risk is the risk that changes in market prices, such as foreign exchange rates, commodity prices and interest rates will
- affect the company's cash flows or the value of its financial instruments {e.g., fixed interest long-term debt).

Currency risk: The company is exposed to the risk that future cash flows will fluctuate as substantially all of the company’s sales
and accounts receivable are denominated in U.S. dolars, while only a portion of its costs and payables are denominated in or
referenced to U.S. doliars. The company is aiso exposed to the fluctuations in the fair value of its debt denominated in U.S,
dolfars. At December 31, 2010 and 2009, a portion of the company's U.S. dollar denominated long-term debt was designated
as an effective hedge of the company's net investment in Snowfiake mill. The company uses foreign currency options and forward
contracts to partially hedge trade receivables and anticipated future sales denominated in foreign currencies as well as U.S.
dolfar denominated debt.

The company's hedging policy for anticipated sales and accounts receivable includes 0% to 67% of 0- to 12-month and 0% to
25% of 13- to 24-month U.S, dollar net exposure. Hedges are layered in over time, increasing the portion of sales or accounts
receivable hedged as it gets closer to the expected date of the sale or collection of the account receivable.

The company's hedging policy for its U.S. doltar denominated debt includes 0% to 60% of U.S. dolar net exposure. Future U.S,
- doltar revenues also provide a partial natural hedge for U.S. dollar denominated debt,

Price risk: The company’s policy allows for hedges of newsprint and pulp to be placed on anticipated sales, and hedges of old
newsprint to be placed on anticipated purchases and allows for anticipated purchases at 0% to 70% of 0- to 12-month, 0% to
60% of 13- to 24-month and 0% to 30% of 25- to 36-month of the net exposure for oil and natural gas. The outstanding hedge
positions and the price risk associated with the company's commodity hedges are not significant. ‘

Interest rate risk: The fair value of the company’s fixed-rate debt or the future cash flows of variable-rate debt or fixed-to-ﬂoéting
interest swaps may fluctuate because of changes in market interest rates. The company's policy is to keep the majority of its term
debt on a fixed-rate basis, but to allow for the placing of some fixed-to-floating swaps at rates considered acceptable.

Sensitivity ahalysis far derivative pasitions and variable rate debt

Effect from increase Effect from decrease
in rate or price in cate or price
Currency Change Net Dther et (Other
and notional inrate earnings comprehensive earnings comprehensive
As at December 31, 2010 amount oF price {loss} income {loss) income {loss)
Revenue hedges
- currenicy risk (US$/CDN$)  US$ 321 5% 85 - (7.0) -
- price risk (commodities) uss 10 5% {0.4) ~ 04 -
Olf and natural gas hedges ‘
- price risk (commodities) CON$ 3 5% - - - -
LIQUInITY RISK

Liquidity risk is the risk that the company will not be able to meet its financia! obligations as they fall due. The company's
approach to managing liquidity is to ensure, as far as possible, that it will have sufficient liquidity to meet its liabilities when
due over the next 12 to 24 months, under both normal and stressed conditions, without incurring unacceptable losses or risking
damage to the company’s reputation.

The company's principal cash requirements are for interest payments on its debt, capital expenditures and working capital needs.
The company uses its operating cash flows, ABL Facility and cash balances to maintain its fiquidity. Internal forecasts are regularly
prepared that include earnings, capital expenditures, cash flows, cash or revolver drawings, and sensitivities for major assumptions.
The internal forecasts include borrowing base avaifability and covenant compliance. The company also monitors the maturities of
its long-term debt and assesses refinancing costs and risks in deciding when to refinance debt in advance of its maturity,
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{b) Revenue Risk Management Instruments
Foreign currency options and forward contracts outstanding to sell U.S. dollars were as follows:

Options
Purchased US$ put Sotd US$ call forward contracts
Average Average Average
rate 1ate rate

Term ussmillions US$/CONS uS$mitlions US$/CDNS US$milfions US$/CONS
As at December 31, 2010 R e N e i
0 to 12 moriths
13 to 24 months
As at December 31, 2009
0 to 12 months $ 270 0.9319 $ 241 0.8281 $ 27 0.8729
13 to 24 months 69 . 09590 53 0.8370 - -

$ 339 0.9373 $ 294 0.8297 $ 27 - 0.8729

The company no longer designates its U.S. dollar revenue risk management instruments as cash flow hedges for accounting purposes
effective Aprif 1, 2010 (note 2). For cash flow hedges that were in place as at March 31, 2010, the effective portion of changes in the
fair value accumulated as at December 31, 2010 have been deferred and recorded in Accumulated other comprehensive foss. When the
hedge item is recorded in earnings, the corresponding gain or loss on the hedge will be reclassified from Accumulated other comprehensive
loss to Sales. At December 31, 2010, instruments having a notional principal of US$321 million are marked to market, where the related
gains and losses are recognized as Other expense, net, except for the portion still deferred in Accumulated other comprehensive loss.

At year-end exchange rates, the net amount the company would receive to settle the above contracts and options is $11.0 miltion
{December 31, 2009 - $19.0 million).

At DecemBer 31, 2010, commodity swap agreements are outstanding to fix the sales price of 12,000 metric tonnes of NBSK pulp
within the next 12 months. These contracts are not designated as hedging instruments for accounting purposes and are reported
at their fair value, which was negative $0.1 million at the end of the year (December 31, 2009 ~ $nil).

{c) Cost Risk Management Instruments

At December 31, 2010, the company was party to commaodity options to hedge the purchase price of natural gas for 0.7 miilion
gigajoules ("GJ") within the next 15 months at rates averaging $3.96 per GJ. These instruments were not designated as hedging
instruments for accounting purposes and were reported at fair value in Prepaids and other on the consolidated batance sheet. Changes
in fair value was recognized in Ofher expense, net. At period-end contract rates, the fair value of these contracts was $0.1 million

(December 31, 2009 - $nil.
(d} Long-term Debt Risk Manaéement Instruments

The company had no forward foreign currency contracts or options fo acquire U.S. doHars at December 31, 2010 (December 31, 2009 -
$nil) held for the purposes of managing exposure to foreign exchange rate fluctuations on the company’s long-term debt.

{e) - Interest Rate Swaps
The company had no fixed-to-floating interest rate swaps outstanding at December 31, 2010.
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27. RELATED PARTY TRANSACTIONS

Related parties include Third Avenue Management LLC (“TAM"), which has controt or direction over a significant number of the company's
common shares since October 2006. The company did not undertake any transactions with TAM during the year ended December 31, 2010.

The company undertakes certain transactions with companies affiliated with its directors. These transactions are in the normal course of
business and are on the same terms as those accorded to third parties. During 2010, the company paid aggregate fees of $3.6 million

* (2009 —~ $7.1 milfion; 2008 ~ $10.0 million) primarily for obligations under a building lease, purchasing chips and hog fuel, services
related to trucking chips and other consulting services to companies affifiated with diractors of the com pany.

28. COMMITMENTS

The company has entered into operating leases for property, plant and equipment. The minimum future payments under various operating
leases in each of the years ended December 31 are as follows: '

2011 $ 9.4
2012 7.1
2013 6.2
2014 . ' . 5.2
2015 : 39
Subsequent years . : ’ : 21.1

$ 529

The total lease expense amounted to $10.4 milfion in 2010 (2009 - $11.5 million; 2008 ~ $11.9 mittion).

29, GUARANTEES AND INDEMNITIES

The company has, over time, provided various indemnities with respect to tax, environment, and employment liabilities, as well as general

representations and warranties on sales of portions of its business, acquisitions, and commodity contracts. Significant existing indemnities
are as follows: ' : ’ ’

{a) The company sold a portion of its operations in June 2001. in this regard, the company provided a 10 year énvironmenm! indemnity with
2 maximum liability to the company of $12.5 miltion. This liability has subsequently been reduced by expenditures reiated to certain

decommissioning projects. The company provided a tax indemnity, which continues while the relevant tax years of the indemnified parties
remain open to audit. -

(b) In connection with the acquisition of the company's paper recycling operation in December 2003, the company provided an indemnity in
respect of the shares that were issued to the vendors as part of the purchase price. The company does not expect any significant claims
with respect to this indemnity. The company has also provided indemnities with respect to general environmentai matters under its fease
of the land and buildings. The company has agreed to indemnify the landiord for all costs, claims and damages related to any release by
the company of any hazardous substances on the property or the breach by the company of its environmentaf covenants under the lease

or any environmental faws. This indemnity is indefinite and survives after the lease is terminated. The company is not liable for pre-existing
environmental conditions.

(c) The company has entered into a building lease agreement whereby it has agreed to continue making the prescribed lease payments
directly to the financial institution holding the mortgage on the buifding in the event the lessor is no longer able to meet its contractual
obligations (note 6). As at December 31, 2010, the value of the mortgage was $6.4 miltion (2009 - $7.9 million). This agreement
does not increase the company's liability beyond the obligation under the building fease. :

At December 31, 2010, the company is unable to estimate the potential rﬁaximum liabitities for these types of indemnification guarantees
as the amounts are contingent upon the outcome of future events, the nature and likelihood of which cannot be reasonably estimated at
this time. Accordingly, no provisions have been recorded. These indemnifications have not resulted in a significant expense in the past.
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30, CONTINGENT LIABILITIES

{n the normal course of its businéas ’activities,‘ the company is subject to a number of claims and legal actions that may be made by customers,
suppliers and others, While the final outcome with respect to actions outstanding or pending as at December 31, 2010 cannot be predicted

with certainty, the company believes an adequate provision has been made, or the resolution will not have a material effect on the company's
consolidated financial position, earnings or cash flows,

(a) Claim for Return of Payments Made to Quebecor World (USA)

In January 2010, Quebecor World (USA)'s litigation trustee (“Quebecor”} filed a claim against the company for alleged preferential transfers
of approximately US$18.8 million. The claim seeks the return of payments made by Quebecor to the company in the ordinary course of its
trade relationship in the 90 days prior to Quebecor's Chapter 11 filing in December 2007. The company is one of 1,700 vendars of
Quebecor who received payments totalling US$390 million during the preference period in which the litigation trustee has sought
recovery. The claim is made pursuant to the U.S, Bankruptcy Code, which allows recovery of certain transfers made by the bankrupt
debtor within the 90 days prior to the bankruptcy filing, subject to a vendor's defences. The company believes it has a aumber of

meritorious defenses and will vigorously defend itself. The company does not expect to incur any significant liability in connection with
the Quebecor claim.

(b) Claim for Certain Post-Retirement Benefits -

The Communications, Energy and Paperworkers Union of Canada Locals 1, 76, 592 and 686 (the “Locals"), representingshourly
employees at the company’s Powell River and Port Alberni mills, applied to the Labour Relations Board of B.C. for a declaration that
the company is responsible for certain post-retirement medical and extended health benefits for some retired amployees who were
represented by the Locals and who retired from MacMillan Bloedel Limited (“MB"), now doing business as Weyerhaeuser Company Ltd.
{"Weyerhaeuser"), Pacifica Papers Inc. (“Pacifica”) acquired the Powell River and Port Alberni mills from MB in 1998, and it was agreed
as part of that transaction that MB would remain responsible for any benefits for eligible employees who retired prior to the acquisition by
Pacifica of the mills. The company subsequently amalgamated with Pacifica in 2001. The Locals claim that the contractual relationships
between the company, Pacifica and MB do not absolve the company (as successor to Pacifica) frem any obligations which may exist in
respect of certain post-retirement benefits and that the successorship provisions of the Labour Relations Code imposed any such possible
obligations on Pacifica at the time Pacifica acquired the mills. The Labour Relations Board declined to rule on the Locals’ application or
the company’s defence to the claim on the basis that this matter is a dispute under the collective agreement and, accordingly, a matter
to be determined by arbitration. Ali four Locals have filed grievances claiming that the company is responsible for these post-retirement
benefits. The company does not agree with the Locals’ positions and has contested or will be contesting the grievances. Local 76's claim
was dismissed on December 23, 2010. The other three grievances are at a preliminary stage and, as at March 2, 2011, have not been
scheduled. Although the extent of the company’s liability for the remaining three claims remains unknown at this time, the company

estimates that it would incur costs of between $1.5 million and $3.0 million annually to provide these additional benefits. In that case,
it would seek indemnifications from Weyerhaeuser.

.

{c) Short-term Incentive Plan Benefit Claim

In May 2010, a salaried employee of the company commenced an action against the company in the Supreme Court of 8.C. seeking
a payment under the company’s 2002 Short-term Incentive Plan and damages in connection with the reduction of certain employee
benefits announced in Novemnber 2009. The employee is seeking certification of the action as a class proceeding on behalf of all
salaried employees who were entitled to Short-term Incentive Plan payments and affected by the reduction in benefits. The application
for certification was heard in February 2011 but, as of March 2, 2011, the court had not rendered its decision. The company intends to
vigorously defend this action if certification occurs, Most of the company’s employees and applicable former employees have provided
the company with written releases of these claims on a settlement basis, leaving only a small number of employees and former
employees who have not done so. Although it is not possible to determine the likelihood and extent of any potential liability for the
remaining claims, the company does not expect to incur any additional material liability in connection with this claim.

31. SUBSEQUENT EVENT

On February 11, 2011, the company redeemed its remaining outstanding 8 5/8% Senior Notes due June 15, 2011 of $26,027,000 at
a redemption price of 100% of the face value, plus accrued and unpaid interest.
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32. CONDENSED CONSOLIDATING FINANCIAL INFORMATION.

The following information is presented as required under Rule 3-10 of Regulation S-X, in connection with the company's senior secured
notes due 2011, 2014 and 2016. The company has not presented separate financial statements and other disclosures concerning the
guarantor subsidiaries because management has determined that such information will not be material to the holders of the senior notes;
however, the following condensed consolidating financial information is being provided for each of the years ended December 31, 2014,
2008, and 2008. investments in subsidiaries are accounted for on an equity basis. The principal elimination entries eliminate investments
in subsidiaries and intercompany balances. .

Supplemental Consolidating Balance Shast

fis at December 31, 2018
Cansolidated
Calalyst Paper Subsidiary Subsidiary Eliminating  Catalyst Paper
Carporation guatantors  non-guaraniors Corporation
‘Assets ; BT
Current assels |
Cash and cash equivalents
Accounts receivable
Inventories
Prepaids and other

Property, plant and equipment
Advances to related companies
Investments in related companies
Other assets

e Liakilities
Current liabilities )
Accounts payable and accrued liabilities
Current portion of long-term debt

Long-term debt

Advances from related companies
Employee future benefits

Other long-term obligations
Future income taxes

Deferred credits

Equity
Shareholders' equity
Common stock
Additional paid-in capital
Retained earnings (deficit)
Accumulated other comprehensive income {loss)

Non-controfling interest {deficit)
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Supplemental Consolidating Statement of Earnings (Loss)
For the year ended December 31, 2010

: Consalidated
Catalyst Paper Subsidiary - Subsidiary Eliminating  ~ Catalyst Paper

Corporation guarantors . non-guarantors entries Corporation
Sales ‘
Operating expenses
Cost of sales, excluding depreciation
and amortization

Depreciation and amortization
Selling, general and administrative
Restructuring

impairment

Operating earnings {loss)

Interest income (expense), net :
Foreign exchange gain (ioss) on long-term debt
Gain on cancellation of long-term debt

Equily earnings in Partnership

Other income (expense), net

Earnings (loss) hefore income taxes
Income tax expense (recovery)

HNet samings (loss)
Net (earnings) loss attributable
to non-controlling interest

Net earnings (foss) hefore equity In earnings
(loss) of subsidiaries '
Equity in earnings (loss) of subsidiaries

Net earnings (foss) attributable to the company
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Supplemental Condensed Consolidating Statement of Cash Hows
For the year ended December 31, 2010

Catalyst Paper Subsidiary
Corporation guaraniors
Cash flows provided {used) by: o Yi
Operations
Cash flows provided (used) by opwauons
Investing

Additions to property, plant and equipment
Proceeds from sale of property, plant and equipment
Decrease (increase) in other assels

Cash flows provided (used) by operations

Financing
Increase (decrease) in advarnces to reiated companies &
increase (decrease) in long-term obligations
Proceeds from (repayment of) long-term debt
Proceeds from long-term debt
Settlement on purchase of debt securities
Dividends received (paid)

Distribution received (paid)

Repayment of revolving operating loan
Proceeds on termination of debt hedges
Increase (decrease) in revolving loan
Deferred financing costs

Cash and cash equivalents, increase
(decrease) in the year
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Subsidiay - Eliminating
nou-guarantors entries

Consolidated
Catalyst Paper
Corwratm
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Supplementat Consolidating Balance Sheet
As at Becemher 31, 2008

Consolidated
Catalyst Paper Subsidiary Subsidiary Eliminating  Catalyst Paper
Corporation guarantors  non-guarantors entries Corporation
Assets
Current assets
Cash and cash equivalents $ 63.3 % 139 $ 59 $ - $ 83.1
Accounts receivable 0.2 101.1 0.2 - 1015
inventories - 1783 - -~ 178.3
Prepaids and other 139 109 04 - 25.2
77.4 304.2 6.5 - 388.1
Property, plant and equipment 1,085.2 464.7 1148 - 1,664.7
Advances to related companies 1733 3886 18 {563.7) -
Invesiments in related companies 596.0 - - (596.0) -
Other assets 228 © 514 - (36.2) 380
$ 19547 $ 12089 $ 1231 $ (1,1959) $ 20908
Liabilities
Current liabilities
Accounts payable and accrued liabilities $ 292 $ 1394 $ 4.7 $ - $ 1733
Current portion of long-term debt 09 0.1 - - 1.0
30.1 139.5 4.7 - 1743
Long-term debt 647.9 138 1129 - © 7746
Advances from related companies ’ 388.6 152.1 230 (563.7) -
Employee future benefits 264 268.2 - - 294.6
Other long-term obligations 8.7 3.2 15 - 134
Future income taxas 419 - 17.1 (36.2) 228
Deferred credits . 15.5 = - - 155
1,159.1 576.8 159.2 (599.9) 1,295.2
Equity
Shareholders’ equity
Commion stock 1,035.0 678.0 (32.1) (645.9) 1,035.0
Additional paid-in capital 164 2282 4.7 (232.9) ) 16.4
Retalned earnings (deficit) (185.1) (221.5) (7.5) 229.0 {185.1)
Accumulated other comprehensive income (loss) (52.7) (52.6} (1.2) 53.8 (52.7)
. 8136 ©6321 - (36.1) (596.0) 8136
Non-controlling interest (deficit) ' (18.0) = - - (18.0)
795.6 632.1 (36.1) (596.0) 795.6

$ 19547 $ 12089 $ 1231 $ (1,195.9) $ 20908
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Supplemental Consolidating Statement of Eammgs {Loss)
For the year ended December 31, 2009

: Consolidated
Catalyst Paper Subsidiary Subsidiary Eliminating  Catalyst Paper
Corporation . guarantors  non-guarantors entries Corporation
Sales $ - $ 12254 3 16.7 $ (186) $ 12235
Operating expenses ‘
Cost of sales, excluding depreciation .
and amortization . 26.4 1,023.5 6.3 (18.6} 1,0376
Depreciation and amortization 1250 184 3.2 - 1466
Selling, general and administrative 24.2 206 - - 44.8
Restructuring -~ 179 . - - 179
Impairment and other closure costs i - 174 - - 174
1756 1,097.8 95 (18.6) 1,264.3
Operating earnings (loss) (175.6} 127.6 72 -~ (40.8)
Interest expense, net (37.8) (19.6) : (11.9) - {69.3)
Gain on cancellation of fong-term debt - 30.7 - - 30.7
Foreign exchange gain on long-term debt 749 0.4 - - 753
Equity earnings in Partnership 1085 - - (108,5) -
Other income (expense), net 269 " (56.1) 0.1 - (29.1)
Earnings (loss) before income taxes 3.1 83.0 (4.6) (108.5) (33.2)
Income tax recovery (12.2) (13.2) (2.2 - (27.6)
Net earnings (foss) ' 9.1 96.2 (2.4 (108.5) (5.6)
Net {earnings) loss attributable
to non-controlling interest 1.2 - - - 12
e Net earnings (loss) before equity in earnings .
(loss) of subsidiaries 10.3 96.2 (2.4) (108.5) 4.9
Equity in earnings (loss) of subsidiaries (14.7) - - . 14.7 -
Ket earnings (foss) attributable to the coinpany $ {4.4) $ " g2 3% (2.4) % {93.8) $ (4.4)
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Supplemental Condensed Consolidating Statement of £ash Flows
For the year ended December 31, 2609

Consolidated
Catalyst Paper Subsidiacy Subsidiary Eliminating  Catalyst Paper
Corporation guarantors  non-guarantors entries Corporation
Cash flows provided {used) by:
Operations
Cash flows provided (used} by operations $ (38.3) $ 2429 $ {(7.2) $ (93.8) $ 10386
lnvesting
Additions to property, plant and equipment (1.7 {9.3) . (0.5) - (11.5)
Proceeds from sale of property, plant and equipment 2.1 2.4 - - 4.5
Decrease (increase) in other assets (9.3) 134 - - 4.1
Cash flows provided (used) by investing activities (8.9) 6.5 (0.5) - (2.9)
Financing
Decrease in revolving loan and loan payable 2.1) {43.2) - {0.3) {45.6)
Repayment of long-term debt - - (75.7) - T(75.7)
Proceeds from long-term debt - - 95.0 - ¢ 95.0
Proceeds on termination of debt foreign currency contracts 34.7 - - - 34.7
Settiement on purchase of debt securities (26.9) - - - {26.9)
Note'exchange costs ' (2.2) - - - 2.2)
Deferred financing costs 1.1 (1.1) 09 - - (0.9)
Decrease in other long-term debt (0.8) 0.2) : - - (1.0
Increase (dacrease) in advances to related companies (178.5) 884 (6.6) 96.7 -
Dividends received (paid) . 26.1 ; (26.1) - - -
Distribution received (paid) 259.1 (258.5) (0.6) - -
Cash flows provided (used) by financing activities 110.5 (240.7) 11.2 96.4 (22.6)
Cash and cash equivalents, increase in the year 63.3 8.7 3.5 2.6 78.1
Cash and cash equivalents, beginning of year - 5.2 24 (2.6) 5.0

Cash and cash equivalents, end of year $ 633 $ , 139 $ 5.9 $ - $ 83.1
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Supplemental Consolidating Statement of Earnings (Loss)
For the year ended December 31, 2008

Consolidated
Catalyst Paper Subsidiary Subsidiary Eliminating  Catalyst Paper
Corporation guarantors non-guarantors entries Corporation
Sales % -~ $ 1867 $ 186 $ (186 $ 18667
Operating expenses
Cost of sales, excluding depreciation
and amortization 32.7 1,592.8 49 {18.6) 16118
Depreciation and amortization 1228 39.8 3.2 - 165.8
Selling, general and administrative 24.2 22.4 0.3 - 46.9
Restructuring - 30.1 ’ - - 30.1
impairment and other closure costs - 1510 - - 1510
179.7 1,836.1 84 (18.6) 2.005.6
Operating earnings (loss) (179.7) 30.6 10.2 - {138.9)
Interest expense, net {36.4) (28,2} (10.4) - (75.0)
Foreign exchange loss on long-term debt (81.5) 0.7) - - (83.2)
Equity earnings in Partnership 116.8 - ~ (116.8) -
Other income, net 29 (17.0} 0.5 - (13.6)
Earaings (loss) before income taxes (177.9) (15.3) 03 {116.8) (302.7)
Income tax recovery (60.1) (29.7) 0.9 - {90.7)
Net earnings (loss) (117.8) 144 1.2 (116.8) (219.0)
Net (earnings) loss attributable
to non-controlfing interest . (0.8) - - - {0.8)
Net eamings (foss) hefore equity in earnings
. {loss) of subsidiaries ) (118.6) 14.4 1.2 (116.8) (219.8)
Equity in earnings (loss) of subsidiaries (101.2) - - 101.2 -
Net earnings (loss) atiributable to the company $ (219.8) $ 14.4 $ 12 $ (15.6) $ (2198

RN ‘i
‘}“«. Ay
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Supptemental Condensed Consolidating Statement of Cash Flows

For the year ended December 31, 2008

Consolidated
Catalyst Paper Subsidiary Subsidiary Eliminating Catalyst Paper
Corporation guarantors  non-guarantors entries Corporation
Cash flows provided (used) by: -
Operations .
Cash flows provided by operations 41.8 $ 498 $ 21 $ (158) $ 781
Investing 4
Acquisition of Snowflake newsprint mili - (172.2) - ~ (172.2)
Additions to property, plant and equipment {22.1) (19.1) 0.7 - (41.9)
Proceeds from sale of property, plant and equipment - 2.2 - - 2.2
Proceeds from termination of interest rate swaps - 76 - - 76
Decrease (increase) in other assets ‘0.8 (1.5} - - (1.0
investment in related companies (180.9) - - 180.9- -
Cash flows used by investing activities (202.5) (183.0) {0.7) 180.9 - {205.3)
Financing *
Issue of shates, net of share issue costs 121.1 1809 - (180.9) 121.1
increase in revolving loan 31.0 31.7 - (2.6) 60.1
Repayment of revolving operating loan (1.3) (45.8) - - 47.1)
Deferred financing costs ) (5.1) (0.4) - - (5.5)
Increase (decrease) in other fong-term debt 29 1.2 (0.5 - 36
increase (decrease) in advances to related companies (236.5) 218.2 (0.5) 188 -
Dividends received (paid) 8.7 (5.7) - - -
Distribution received (paid) 229.6 (228.4} (1.2) - -
Share redemgtion 133 (13.3) - - -
Cash flows provided (used) by financing activities 160.7 1384 (2.2) (164.7) 132.2
Cash and cash equivalents, increase (decrease) in the year - 52 (0.8) 0.6 50
Cash and cash equivalents, beginning of year - - 32 3.2) -
Cash and cash equivatents, end of year - $ 5.2 $ 2.4 $ (2.6) $ 5.0
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33. RECONCILIATION OF UNITED STATES AND CANADIAN GENERALLY ACCEPTED AGCOUNTING PRINCIPLES

The company's consolidated financial statements have been prepared in accordance with U.S. GAAP, which differ in some respects from
Canadian GAAP. The following are the significant measurement and disclosure differences between U.S. GAAP and Canadian GAAP:

Net earnings (loss) adjustments
The following table provides a reconciliation of the net earnings (loss) from U.S. GAAP to Canadian GAAP:

Years ended December 31, 2010 2009 2008
Net eamings (loss) as reported under U.S. GAAP $ (56 $ (219.0)
Net (earnings) loss attributable to non-controlling interest (a) 1.2 (0.8)
Foreign exchange gain on hedge of net investment (b) - (2.4)
Amortization related to hedge of net investrent (b) 0.2 -
Income tax effect of rate change on employee future benefits 0.7 1.1
‘Het earnings (loss) in accordance with Canadian GAAP (3.5) (221.1)
Other comprehensive income (loss), net of taxes:
Other comprehensive income (loss) in accordance with U.S. GAAP {6.9) 14.6
Other comprehensive loss attributable to non-controlling interest 0.6 .
Reclassification of amortization of employee future benefits included
in pension cost, net of tax expense (recovery) of $1.1 million
(2000 - $2.5 million; 2008 - $3.6 million) (c) (6.8) (10.3)
Employee future benefits liability adjustment net of taxes of
$3.9 miillion (2009 - ($9.9) miltion; 2008 — $8.1 miilion) (c) 26.2 (22.8)
Compreheasive income (loss) in accordance with Canadian GAAP $ 9.6 $ (239.6)
Basic and diluted net earnings (foss) per share in accordance )
with Canadian GAAP (in dollars) $ (o.on $ (0.66)
.Basic and diluted weighted average number of shares
in accordance with Canadian GAAP (in millions) 3818 336.1
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Consolidated statements of earnings and comprehensive income {Joss) under U.S. GAAP and Canadian GMP:

2010 2009 2008
us. Canadian us. Canadian us. -Canadian
Years ended December 31, GAAP GAAP GAAP GAAP GAAP GAAP
Sales ' . $12235 $1,2235 $ 1.866.7 $1,866.7
Operating expenses
Cost of sales, excluding
depreciation and amortization ' 10376 1,037.6 1,611.8 1,611.8
Depreciation and amortization 146.6 146.4 165.8 165.8
Selling, general and administrative 448 448 469 469
Restructuring and change-of-control 179 179 30.1 30.1
Impairment and other closure costs 174 17.4 151.0 1510
1,264.3 1,264.1 2,0056 2,005.6
Operating earnings {loss) (40.8) (40.6) (138.9) (138.9)
Interest expense, net (69.3) (69.3) (75.0) (75.0)
Gain on cancellation of long<term debt 30.7 30.7 - . -
Foreign exchange gain (loss)
on long-term debt 75.3 75.3 (82.2) {82.2)
Other income (expense), net (29.1) (29.1) (13.6) (16.0)
Earnings (loss) before income taxes (33.2)y - (33.0) {309.7) (312.1)
Income tax recovery (27.6) (28.3) {90.7) (°1.8)°
Net earnings (loss) before non-
controlling interest — Canadian GAAP N/A 4.7) N/A (220.3)
Non-confrolling interest - Canadian GAAP N/A 1.2 N/A (0.8)
Net earnings (loss) (5.6) (3.5) (219.0) {221.1)
Net (earnings} loss attributable
to non-controlling interest— U.S, GAAP 1.2 N/A (0.8} N/A
Net earnings (foss) attributable
to the company ~ U,S. GAAP $ @4 $ NA $ (219.8) $ NA
Other comprehensive income (loss),
before non-controlling interest
- Canadian GAAP N/A 125 N/A (18.5)
Other comprehensiva income (loss),
net of taxes — U.S. GAAP $ 69 $ NA $ 146 $ NA
Other comprehensive loss attributable '
fo non-controlling interest 0.6 0.6 - -
Comprehensive income (loss)
~ Canadian GAAP NIA 9.6 N/A (239.6)
Comprehensive income (loss) attributable
to the company — U.S. GAAP (10.7) N/A (205.2} N/A
Basic and diuted net samings (loss) ‘
per share (in dofiars) $ (0D $ (ocon $ (065) $ (065
Weighted average common shares
outstanding (in miilions) 3818 381.8 336.1 336.1
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Balance sheet adjustments

The following table provides a reconciliation of the consofidated balance sheets components from U.S. GAAP to Canadian GAAP:

As at December 31, 2009
Prepaids and other — U.S. GAAP $ 252
Tax effect of employee future benefits adjustment (¢} -
Deferred financing costs (d) -
Prepaids and other - Canadian GAAP $ 262
Pfobeﬁy, plant and equipment - .S, GAAP $ 1.664.7
Foreign exchange gain on hedge of net investment, net of amortization (b) ’ (2.2)
Property, plant and equipment - Canadian GAAP $ 1,662.5
Othier assets — U.S. GAAP $ 380
Employee future benefits (c) 352
Tax effect of employee future benefits adjustment (1.9)
Deferred financing costs (d) (6.6)
Non-controlling interest deficit (a) 1§.0
Other assets — Canadian GAAP 82.7
Accounts payable and accrued liabilities - U.S. GAAP $ 1733
Employee future benefits (c) -
Accounts payable and accrued liabilities — Canadian GAAP . $ 1733
Long-term debt ~ U.S. GAAP 774.6
Deferred financing costs (d) (6.6)
Long-term debt - Canadian GAAP 768.0
Employee future benefits — U.S. GAAP 294.6
Employee future benefits (c) (59.0)
Employee future henefits - Canadian GAAP 2356
Future income taxes — (.5, GAAP 228
Tax effect of employee future benefits adjustment 314
- Tax effect of other adjustments 9.1
Future income taxes — Canadian GAAP 45,1
Equity - U.S. GAAP 7956
Foreign exchange gain on hedge of net investment, net of amortization (b) (2.2)
Employee future benefifs {c) 94.2
Tax effect of employee future benefits adjustment (33.3)
Tax effect of other adjustments 91
Non-controlling interest deficit (a) 180
Equity ~ Canadian GAAP $ 8814

e
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The following table provides a reconciliation of AQCI from U.S. GAAP to Canadian GAAP:
As at December 31, 2009
Accumulated other comprehensive income (loss) — U.S. GAAP $ (27
Employee future benefits {b) 609
Accumulated other comprehensive income (loss) - Canadian GAAP $ 8.2
Eonsalidated balance sheets under U.S. GAAP and £anadian BAAP:
As at December 31, 2010 2009
us. Canadian us. Canadian
GAAP GAAP GAAP GAAP
Assets
Current assets
Cash and cash equivalents $ 83l $ 831
Accounts receivable 101.5 1015
Inventories 178.3 . 178.3
Prepaids and other 25.2 25.2 ’
388.1 388.1
Property, ptant and equipment 1,664.7 16625
Other assets 380 82.7
$2,090.8 $2,1333
Liabilities
Current liabifities
Accounts payable and accrued liabilities $ 1733 $ 1733
Current portion of long-term debt 1.0 1.0
174.3 174.3
Long-term debt 7746 768.0
Employee future benefits 2946 2356
Other long-term obligations 134 134
Future income laxes 228 45.1
Deferred credits 155 15.5
1,295.2 1,2519
Equity '
Shareholders' equity
Common stock 1,035.0 1,035.0
Additional paid-in capital 16.4 164
Retained earnings (deficit) (185.1} (178.2)
Accumulated other comprehensive income (loss) (52.7) 82
8136 881.4
Non-controlfing interest (deficit) {18.0) -
795.6 881.4
$2,030.8 $2,133.3
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(a) Non-controlling Interest

Under U.S. GAAP, non-controlling interest's equity or deficit is reported as a separate component within equity of the consolidated
bafance sheet and consolidated net earnings (loss) and other comprehensive income (loss) attributable to the company and the
non-controiling interest is clearly identified and presented on the face of the consalidated statements of earnings {ioss), comprehensive
income (loss), and equity. Under Canadian GAAP, the company includes non-controlling interest's equity or deficit in Other assets and
the non-controlling interest’s share of earnings or loss is excluded from consolidated net earnings (loss).

{b) Foreign Exchange on Hedge of Net Investment

Uinder U.S. GAAP, the foreign exchange gain on a hedge of a net investment is recognized in earnings and, accordingly, the net investment
acquired is not reduced by the amount of the gain. Under Canadian GAAP, the company designated a forward contract as a hedge of the

purchase price on the acquisition of the Snowflake newsprint mill, and accounted for the respective foreign exchange gain as a reduction
of the net investment.

(c) Employee Future Benefits -

11.S. GAAP requires the recognition of the overfunded or underfunded status of a defined benefit post-retirement plan as an asset or
liability in the balance sheet and requires that changes in that funded status in the year in which the changes occur be recorded in
other comprehensive income (loss). As a result, as amounts that relate to the funded status are recognized in earnings through pension
expense, the amounts are reclassified out of accumulated other comprehensive income (loss), Canadian GAAP does not require recognition
of the overfunded or underfunded status of a defined benefit post-retirement plan. There is no GAAP difference between U.S. and Canada
in the determination of pension and other employee future benefits expense.

RECONCILIATION OF THE FUNDED STATUS OF THE BENEFIT PLANS TO THE AMOUNTS IN THE CONSOLIDATED BALANCE SHEETS IN ACCORDANCE
WITH CANADIAN GAAP

The foilowing table presents the difference between the fair value of the defined benefit pension assets and the actuarially determined
accrued benefit obligations as at December 31, 2010 and 2009 in accordance with Canadian GAAP. This difference is also referred
to as either the deficit or surplus, as the case may be, or the funded status of the plans. i '

e The table also reconciles the amount of the surplus or deficit (funded status) to the accrued benefit obligation in the consolidated

balance sheets, in accordance with Canadian GAAP, with the difference representing the portion of the surplus or deficit not yet
recognized for accounting purposas. Deferred recognition is a key element of the Canadian GAAP pension accounting. This approach
allows for a gradual recognition of changes in accrued benefit obligations and fund performance over the expected average remaining
service life of the employee'group covered by the plans.

Pension henefit plans Other benefit plans
2009 2010 2009

Acceued benefit obligation at end of year $ 360.7 $ 183
Fair value of plan assets at end of year 2416 -
Funded status deficit, recognized in the

U.S. GAAP consolidated balance sheets {119.1) (189.3)
Unrecognized prior service (credits) costs 47 (18.5)
Unrecognized actuarial (gains) losses 92.8 151
Accrued benefit abligation recognized in the

Canadian GAAP consolidated balance sheets $ (216 $ (192.7)
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CLASSIFICATION OF ACCRUED UBUBATIONS IN ACCORDANCE WITH CANADIAN GAAP
The accrued benefit obligation determined in accordance with Canadian GAAP is included in the company's balance sheet as follows:

Pension benefit plans i Other benefit pldns
2010 2009 2009
Other assets / $ 354 3 -
Accounts payable and accrued liabilities 6.8) (7.3)
Employee future benefits (50.2) {185.4)
Accrued henefit obligation recognized
in the consolidated balance sheets $ (218 $ (927

(d) Deferred Financing Costs

Under U.S. GAAP, debt issue costs are reported on the balance sheet as deferred charges in Other assets. Under Canadian GAAP,
debt issue costs refated to the company's senior notes are netted against the carrying value of long-term debt on the consolidated
balance sheet. :

CONSOLIDATED FINANCIAL STATEMENTS | CATALYST PAPER 2010 ANNUAL REPORT 127



836781_1

This is Exhibit “D?* referred to in the affidavit
of Deborah Hamann-Trou sworn before me at

Vancouver this 17" day of Xn;;ﬂ/@

A Commissioner for takihg Affidavits
for British Cofumbia



June 4, 2009

Sandra Jones .
Financial Institutions Commission of BC
1200-13450 102nd Avenue
‘Surrey, BC

V3T 5X3

Dear Ms. Jones:

CATALYST PAPER CORPORATION RETIREMENT PLAN FOR SALARIED
EMPLOYEES - REGISTRATION NO. P085400

This letter has been prepared on behalf of Catalyst Paper Corporation for filing with the
Financial Institutions Commission of BC. The purpose of the letter is to providean
actuarial certification of the schedule of solvency amortization payments resulting from
an extension of the solvency amortization period from 5 years to 15 years for the
Catalyst Paper Corporation Retirement Plan for Salaried Employees (the “Plan”). This
letter addresses the defined benefit component of the Plan only.

BACKGROUND

An actuarial valuation for the plan was performed as at December 31, 2007 and was
filed with the Financial Institutions Commission of BC under correspondence dated
December 18, 2008. The actuarial valuation revealed a going concern funding deficit of
$12,605,214 and a solvency deficit of $44,651,428 as at December 31, 2007. The
company has been contributing in accordance with the contribution requirements
outlined in the December 31, 2007 -report in respect of the defined benefit normal
actuarial cost and the going concern and solvency deficits.

The Superintendent of Pensions issued Information Bulletin PEN-09-001 in January
2009 providing guidance to plan administrators who are considering making solvency
extension requests. In accordance with Catalyst Paper Corporation's application to the
Superintendent of Pensions to extend the time period required for solvency payments
under Section 6 of the Pension Benefits Standards Act (British Columbia) and the
application requirements specified in Information Bulletin PEN-09-001, this letter
provides information on the revised schedule of payments sufficient to fully amortize the
solvency deficiency over the extended period.

Towers Perrin Inc,
1100 Melville Street, Suite 1600, Vancouver, B.C. VGE 4A6 tel 604.691.1000 fax 604.691.1062 www.towersperrin.com *
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ACTUARIAL BASIS, MEMBERSHIP DATA AND PLAN PROVISIONS

The membership data, actuarial assumptions and methods and plan provisions are the
same as those used for the actuarial valuation as at December 31, 2007. The discount
rate used for determining the solvency amortization payments is 4.50% per year.

Further details on the actuarial basis, the membership data and the plan provisions can

be found in Appendix B, Appendix C and Appendix D of the December 31, 2007
valuation report, respectively.

AMORTIZATION SCHEDULES

As disclosed in the December 31, 2007 valuation report, the statutory solvency
deficiency revealed at December 31, 2007 together with the remaining statutory
solvency deficiencies from the previous actuarial valuations must be liquidated by the
employer amortization payments at least equal to the amount, payable quarterly in
arrears, and for the periods set forth below in order to comply with the Regulation to the
Pension Benefits Standards Act (British Columbia):

Five-Year Amortization Schedule as at December 31, 2007

Month of
last payment Present value on
recognized Annual solvency
) Month of in sotvency amortization basis

Type of payment Effective date last payment present value payment (at 4.50% p.a.)
Going concem Jan. 1, 2004 Dec. 2018 Dec, 2012 $ 1,582,137 $ 7,061,677
Solvency Jan. 1, 2004 ~ Dec. 2008 Dec. 2008 6,969,808 6,781,279
Solvency Jan. 1, 2007 Dec. 2011 Dec. 2011 3,881,782 14,158,839
Solvency Jan, 1, 2008 Dec. 2012 Dec. 2012 3,730,276 16,649,633
Total $ 16,164,083 $ 44,651,428

Further to Catalyst Paper Corporation’s application to the Superintendent to extend the
solvency amortization period from 5 years to 15 years, the employer contributions,
payable quarterly in arrears, required to liquidate the statutory solvency deficiency
revealed at December 31, 2007 together with the remaining unfunded actuarial liability
and statutory solvency deficiencies from the previous actuarial valuations are as follows:

VACATALYST PAPER CORPORATIO - 1006050MRETVI73761.05.11 - PROJECTIONS AND FUNDING STRATEGYIEXEC - DELIMSUPPLEMENTARY OPINION
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183
Fifteen-Year Amortization Schedule as at December 31, 2007
Month of
last payment Present value on
recognized Annual solvency
Month of in solvency amortization basis
Type of payment Effective date last payment present value payment (at 4.50% p.a.}
Going concemn Jan. 1, 2004 Dec. 2018 Dec. 2018 $ 1,582,137 $ 13,719,540
Salvency * Jan. 1, 2004 Dec. 2008 Dec. 2008 6,969,898 6,781,279
Solvency Jan. 1, 2007 Dec. 2021 Dec. 2021 1,362,245 14,158,839
Solvency Jan. 1, 2008 Dec. 2022 Dec. 2022 915,072 9,951,770
Total ) $ 10,829,352 $ 44,651,428

Note:

' The solvency schedule effective January 1, 2004 has besn paid in full as of the date of this letter and therefore, this
schedule has not been extended beyond December 31, 2008,

CERTIFICATION

In our opinion, for the purpose of determining the schedule of solvency amortization
payments resulting from the extension of the solvency amortization period from 5 years
to 15 years, the data are sufficient and reliable, the assumptions are, in aggregate,
appropriate and the methods employed are appropriate. This letter has been prepared,
and our opinion has been given, in accordance with accepted actuarial practice.

If Catalyst Paper Corporation’s application to extend the solvency amortization period
from 5 years to 15 years is approved by the Superintendent of Pensions:

®  The employer contributions, payable quarterly in arrears, required to liquidate the
statutory solvency deficiency revealed at December 31, 2007 together with the

remaining unfunded actuarial liability and statutory solvency deficiencies from the
previous actuarial valuations are as follows:
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Month of
last payment Present value on
recognized Annusi solvency
Month of in solvency amorlization basis
Type of payment  Effective dale last payment present value payment (at 4.50% p.a.)
Going concern Jan. 1, 2004 Dec. 2018 Dec. 2018 $ 1,582,137 $ 13,719,540
Solvency Jan. 1, 2004 Dec. 2008 Dec. 2008 6,969,808 6,781,279
Solvency Jan. 1, 2007 Dec. 2021 Dec. 2021 1,362,245 14,158,839
Soivency Jan. 1, 2008 Dec. 2022 Dec. 2022 915,072 9,991,770
Total $ 10,829,352 $ 44,651,428

m The employer defined benefit normal actuarial cost contributions should continue to
be made in accordance with the most recently filed valuation report as at
December 31, 2007.

® The next actuarial valuation of the plan should be performed with an effective date
not later than December 31, 2010.

The results shown in this letter are reasonable actuarial results reflecting the actuaries’
judgment of future events. However, a different set of results could also be considered
reasonable actuarial resuits since accepted actuarial practice does not prescribe a
single "best-estimate" for each assumption. Thus, reasonable results differing from
those presented in this letter could have been developed by selecting different
assumptions based on a different judgment of future events. Future contribution levels
may change as a result of future changes in the actuarial methods and assumptions, the
membership data, the plan provisions and the legislative rules, or as a result of future
experience gains or losses. None of these changes have been anticipated at this time,
but will be revealed in future actuarial valuations.
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The information contained in this letter was prepared for Catalyst Paper Corporation, for
its internal use and for filing with the Financial Institutions Commission of BC, in
connection with Towers Perrin’s actuarial valuation of the Plan. This letter is not
intended or necessarily suited for other purposes. Further distribution of all or part of
this report to other parties (except where such distribution is required by applicable
legislation) or other use of this report is expressly prohibited without Towers Perrin’s
prior written consent. '

Towers Perrin Inc.

' Smhl,o‘\

Bernard Me?f:ier, FCIA Date

Sincerely,

Qund i

Date U o

cc:  David Smales — Catalyst Paper Corporation
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Catalyst

Catalyst Paper Corporation
2nd Floor, 3600 Lysander Lane
Richmond, British Columbia
Canada V78 1C3

Tel: 604 247 4400
Fax: 604 247 0512

June 12, 2009

Ms. S. Jones, Senior Pension Analyst
Financial Institutions Commission of B.C.
1200-13450 102nd Avenue

Surrey, B.C. V3T 5X3

Dear Ms. Jones:

APPLICATION FOR SOLVENCY EXTENSION
CATALYST PAPER CORPORATION RETIREMENT PLAN
FOR SALARIED EMPLOYEES - REGISTRATION NO. P085400
CATALYST PAPER CORPORATION RETIREMENT PLAN “A”

~ REGISTRATION NO. P085994 '

Further to your conversation with our actuary, Bernard Mercier of Towers Perrin, and
Bulletin PEN-09-001, Guidelines for Requests for Solvency Extensions for Defined Benefit
Pension Plans, please accept this letter as application to the Superintendent for an
extension of the time period required for solvency payments under Section 6 of the Pension
Benefits Standards Act (PBSA) for both the Catalyst Paper Corporation Retirement Plan for

Salaried Employees (the “Salaried Plan”) and Catalyst Paper Corporation Retirement Plan
“A” ("Plan A"). : ‘

DETAILS REGARDING SOLVENCY EXTENSION REQUEST

The global economic recession has negatively impacted the pulp and paper industry in
2008 and continues to do so in the first half of 2009. Weak advertising spending and
ongoing structural changes in the newspaper industry has resulted in significant declines for
pulp and paper products. In order to improve our ability to emerge from the current
recession, it is vital to reduce cash flow requirements during this period of production
curtailment. An'extension of the solvency amortization period, in combination with other
initiatives Catalyst is currently pursuing, will assist us to achieve this goal. Further
information on other actions Catalyst is currently pursuing to reduce its cash flow
requirements is provided in this letter. -



We are formally requesting an extension of an additional 10 years to the PBSA five-year
requirement to fund solvency deficiencies, resulting in a solvency amortization period of 15
years. Furthermore, we are requesting this extension take effect retroactively to the.
actuarial valuation results as at December 31, 2007. The payments required under the
current 5-year amortization schedule and under the requested 15-year amortization
schedule for each of the Salaried Plan and Plan A, based on the results of the actuarial
valuations as at December 31, 2007, are as follows:

SALARIED PLAN

Current Amortization Schedule as at December 31, 2007

Month of
last payment Present value on
recognized Annual solvency
Manth of in solvency amortization basis
Type of payment  Effective date last payment present value payment (at 4.50% p.a.)
Going concem Jan, 1, 2004 Dec. 2018 Dec. 2012 3 1,582,137 $ 7,061,677
Solvency Jan. 1, 2004 Dec. 2008 Dec. 2008 6,969,898 6,781,279
Soivency Jan. 1, 2007 Dec. 2011 Dec. 2011 3,881,782 14,158,839
Solvency Jan. 1, 2008 Dec. 2012 Dec. 2012 3,730,276 16,649,633
Total $ 16,164,093 $ 44,651,428
Revised Amortization Schedule as at December 31, 2007
Month of
last payment Present value on
recognized Annual solvency
Month of in solvency amortization basis

Type of payment Effective date last payment present valus payment (at 4.50% p.a.)
Going concern Jan. 1, 2004 Dec. 2018 Dec. 2018 $ 1,582,137 $ 13,719,540
Solvency Jan, 1, 2004 Dec. 2008 Dec. 2008 6,969,898 6,781,279
Solvency Jan. 1, 2007 Dec. 2021 Dec. 2021 1,362,245 14,158,839
Solvency Jan. 1, 2008 Dec. 2022 Dec. 2022 915,072 8,991,770
Total $ 10,829,352

§ 44,651,428




PLAN A
Current Amortization Schedule as at December 31, 2007

Month of
last payment Present value on -
recognized Annual Solvency
Month of in solvency amortization basis
Type of payment Effective date iast payment present value payment (at 4.50% p.a.}
Going concern Jan. 1, 2002 Dec. 2016 Dec. 2012 § 115111 $ 513,784
Solvency Jan. 1, 2004 Dec. 2008 Dec. 2008 348,010 338,592
Solvency Jan, 1, 2007 Dec. 2011 Dec. 2011 428,137 1,565,282
Solvency Jan, 1, 2008 Dec, 2012 Dec. 2012 169,790 757,835
Total $ 1,062,048 $ 3,175,493

Revised Amortization Schedule as at December 31, 2007

Month of
last payment Present value on
racognized Annual solvency
Month of in solvency amorlization basis

e Type of payment Effective date ~ last payment present value payment (at 4.50% p.a.)
Going concern Jan, 1, 2002 Dec. 2016 Dec. 2016 $ 115,111 $ 850,708

Saoilvency Jan. 1, 2004 Dec. 2008 Dec. 2008 348,010 338,592

Solvency Jan. 1, 2007 Dec. 2011 Dec. 2021 . 429137 1,565,282

Solvency ' Jan. 1, 2008 Dec. 2012 Dec. 2022 ‘ 38,548 420,611

Total 5 652267 $ 3,175493

Copies of the current valuation reports as at December 31, 2007 for the Salaried Plan and
Plan A were previously filed with your office on December 19, 2008. Please find attached a
Supplementary Actuarial Opinion to each of these reports providing certification by our
actuaries of the above revised solvency amortization schedules of payments as being
sufficient to fully amortize the respective solvency deficiencies over the requested extended

period.
FICOM CONSIDERATIONS IDENTIFIED IN BULLETIN PEN-09-001

The following discussion addresses the specific factors identified in Bulletin PEN-09-001 for
the Superintendent’s consideration of solvency extension determinations:

1) Is the request for a solvency deficiency payment extension demonstrably in the best
interests of plan members?




2)
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The global economic recession has been difficult on many corporations and the pulp
and paper industry is no exception. Demand for most paper grades and pulp are
expected to remain at historic lows throughout the balance of 2009 and fibre supply
remains constrained due to sawmill curtailments, linked to a record low number of
housing starts in the United States. Cost management will be key for ensuring ongoing
operations for our company during these trying times. The reduction in the annual
required contribution requirement resulting from the extension of the solvency deficiency
payment period, combined with other measures Catalyst is currently implementing, will -
improve cash flow and preserve liquidity, improving our ability to weather the recession
and continue operations well into the future. The continued operations of Catalyst will
provide needed employment opportunities to sustain the communities in which it
operates and future incomes, benefits and pension accruals for its employees. An
extension of the solvency amortization period is, over the long term, in the best interests
of its plan members.

Is the solvency deficiency the result of factors that were largely beyond the control of the
plan administrator? .

The solvency deficiencies experienced by the plan over the last few years are largely
due to two factors: :

® The defined benefit provision of the plan is closed to new members and as such is -
largely comprised of retirees and beneficiaries and active members nearing
retirement. In fact, over 95% of the plan’s solvency liabilities are in respect of
members either in receipt of retirement benefits or eligible for early retirement. Over
the last several years, there has been a significant decline in long-term Government
bond yields. As these yields are the underlying assumption for group annuity
purchase rates, this decline has created substantial increases in the plan's defined
benefit solvency liabilities over the last several years. Catalyst has no control over
the annuity purchase rates used for determining the solvency liabilities as these rates
are prescribed by the nature of the regulations for solvency valuations and by the
group annuity market.

m Similar to other pension plans, the Catalyst plan’s assets achieved modest returns in
2007, resulting in significant investment losses on a solvency valuation basis. The
modest returns were largely due to an underweighting in Canadian equities and the
unfavourable performance of foreign equities due to the strength of the Canadian
dollar compared to other major world currencies. Similar to most Canadian pension
plans, Catalyst's plan is reasonably invested in a diverse portfolio comprised of
Canadian fixed income assets, Canadian equities and foreign equities.




3) Would the spebial payments normally required to eliminate the solvency deficiency
result in severe financial hardship for the plan sponsor, which can only be resolved
through the solvency extension? ’

Pulp and paper markets are expected to remain weak and price declines are likely to
continue for some time due to the current imbalance between supply and demand. To
try to cope with these challenges, we have already implemented more flexible work
practices in our mills and, over the last two years, significantly reduced capital spending.
In addition, in the last 18 months, we have, unfortunately, terminated almost a third or
our workforce and cut costs everywhere possible, including a salary freeze since 2007
for management and salaried staff. Despite these efforts, with the worldwide credit crisis
and the worldwide recession which began in September, the North American and global
economic environment are expected to remain challenging for Catalyst in 2009 and the
foreseeable future and we anticipate we will see further losses.

Itis the belief of Catalyst management that the company and its four BC mills can
survive to benefit from better times, but every effort to reduce costs must be made to
ensure our mills are competitive. We are committed to identifying and implementing

every action possible to make certain it is not one of our mills that will permanently
close. o

A reduction in our annual pension plan contribution requirements is a key component of
our efforts to manage our cash flow and preserve liquidity. We are hopeful that this
measure, in combination with the following other efforts we are currently pursuing, will
help us achieve the necessary reductions in our cash flow requirements:

® Reduction of BC municipal property taxes: About half of Catalyst's losses over the
past five years have been caused by uncompetitively high municipal taxes. ‘
Discussions are currently ongoing with the 4 BC municipalities in which our mills
operate to work towards more competitive and equitable property tax rates reflecting
the actual cost of the services consumed. We have recently petitioned for our 2009

municipal property tax bills to be judicially reviewed by the BC Supreme Court on the
basis that these taxes are unreasonable..

® Implementation of $80/tonne labour cost plans at all mills: Our attention to cost
management is ongoing and we are focused on removing cost and production
inefficiencies at each of our mills. Our Snowflake and Port Alberni mills already have
the appropriate manning and work practices to operate at the target level and a
restructuring plan is currently being implemented at our Powell River mill to reach the
same target. Agreements have been made with the unions at our EIk Falls and

Crofton mills that contain commitments towards achieving the $80/tonne labour cost
plan target. '
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® [ndefinite plant closures and temporary salaried staff layoffs: Due to the current
downward trend in advertising and paper consumption and the continuing
unavailability of fibre supply, production curtailments have been put in effect,
primarily at our Elk Falls and Crofton mills, in an effort to maintain appropriate
inventory levels. Approximately 40% of Catalyst's operating capacity is currently
curtailed. In conjunction, we recently announced that 55 salaried staff have been
indefinitely laid off until market conditions improve and a further 42 corporate salaried
staff have had employment terminated.

Has the plan sponsor providéd strong assurance of its ongoing financial viability for the
period of the solvency extension?

Despite unprecedented business challenges over the last twelve months, due to steps

taken towards cost improvements and leveraging our strengths in all parts of our
operations, we posted improved financial resuits in 2008. Our specialty printing papers
and newsprint showed a turnaround from operating losses in 2007 to operating gains in
2008. Although 2008 and 2010 will see results deteriorate from 2008 due to lower
volume and pricing, we are dedicated to achieving sustained improvement going forward
and believe that the initiatives we have taken and the improvement we have
demonstrated to date means we are well-positioned to emerge from the current
recession in a better cost position. We expect that those operations that do withstand
this recession will be in a stronger position going forward as weaker competitors across
North America will fail. '

Foreign exchange volatility has been a persistent challenge for Catalyst. In 2008, we
significantly expanded our recycled newsprint capacity through the acquisition of the

- low-cost Snowflake mill situated in Arizona. This mill not only provides a hedge against

currency fluctuations but also strengthens our presence in US markets.

In August 2008, we successfully refinanced our previous operating credit facility that
would have otherwise matured in 2009. We now have in place a $330 million asset-
based loan facility, with acceptable covenants and a five-year term, which provides
assurance of stability under current credit conditions and demonstrates that our core
lenders are still willing to provide credit based on our ability to reduce costs and manage

cash flow appropriately. Furthermore, we have no immediate debt maturities and our
debt covenants are manageable.
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Catalyst has invested significant capital and effort over the last 7 years to migrate the
products we make away from lower value-add, declining paper grades such as
newsprint and into higher value-add specialty grades. While all paper grades are
currently suffering due to the severe drop in advertising, Catalyst's higher exposure to
specialty uncoated and coated mechanical grades, used particularly by retailers, means

we will be better positioned to take advantage of increased advertising levels in future
years.

Over the longer term we believe that BC, and in particular the BC Coast, is a very
attractive environment for low cost, viable paper mills. Paper making requires four key
inputs — access to competitively priced fibre, low cost energy, abundant water supply
and a skilled workforce. The BC Coast is well positioned with respect to all four of these
requirements. It indeed has the lowest cost electricity supply in North America and is
one of the only regions in North America where availability of fibre is likely to grow over
the next 3 to 10 years. These natural advantages, when combined with our product mix
and the continued progress we expect to see on labour costs and municipal taxes,
should lead to Catalyst's continued operation on the BC Coast, provided we can
withstand the worst recession for many generations.

Does the plan administrator have a good record with respect to the plan administration
and regulatory filings?

As part of Catalyst’s plan governance process, the Retirement Plan Committee annually
reviews the plans’ compliance with respect to the provisions of the plans, the Pension
Benefits Standards Act and the Income Tax Act (Canada). This review is documented in
a report referred to as the “Compliance Checklist”. If any areas of non-compliance are
identified during this review, corrective actions are discussed and immediately
implemented, as required.

As you are aware, in early 2009, FICOM completed an onsite examination of the plans.
The examination addressed the plans’ investment activities, actuarial reports, plan
governance, record keeping and regulatory compliance. The examination indicated that
the plans are well managed overall and had identified only two areas of concern; the
Salaried Plan’s priority payout provisions relating to the allocation of assets on plan
termination and documentation relating to the securities lending practices in the plans’
Statement of Investment Policies and Procedures. Catalyst has since addressed both of
these issues and amended the Salaried Plan document and the Statement of
Investment Policies and Procedures per FICOM's recommendations.
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Have all required contributions and special payments to the plan’s fundholder been
remitted within the regulatory deadlines?

All required contribution and special payments have been remitted to CIBC Mellon, the
plans’ trustee, within the regulatory deadlines. Please find attached a report from the
plans’ trustee, CIBC Melion, confirming the remittances of the required contributions and

special payments as well as showing the timing and amount of each transaction for
each of the past three years.

Has the plan administrator reviewed the form and design of its plan to ensure that the
benefits are affordable? :

The defined benefit provision of the Salaried Plan has been closed to new membership
since 1994 and all new entrants are enrolled in the defined contribution provision of the
plan. As such, the bulk of the plan membership is composed of retirees and
beneficiaries. The monthly pension benefits in payment have not been indexed in
several years and therefore, a reduction in the existing pension payment amounts is not
being considered. In respect of the existing active DB membership of the Salaried Plan,
the average active member is approximately 55 years old with 27 years of credited
service. As the majority of the plan members are near retirement, a reduction in the
future service benefits would not provide much relief in regards to contribution
requirements. Furthermore, the benefits currently provided under the Salaried Plan are
comparable to other benefits provided to long-service salaried employees in the forest

industry. As such, a reduction in the benefits provided to these members is not being
considered.

Plan A has no active members and has not provided any indexation to benefits for

several years. A reduction in the existing pension payment amounts is therefore not
being considered.

OTHER APPLICATION REQUIREMENTS

Further to the application requirements specified in Bulletin PEN-08-001:

Please find enclosed copies of the company financial statements for the last three years
of operations. :

We confirm that we will not increase plan benefits during the solvency deficiency period
without the written approval of the Superintendent. '




We look forward to your approval of the extension of the solvency amortization period as
requested in this correspondence. Please contact me should you have any questions or
require any additional information. ’

| Sincerely, |

CATALYST PAPER CORPORATION

David Smales
Vice President, Finance and Chief Financial Officer

Attachments: Actuarial Certifications '

Copies of Company financial statements for last three years
e : Reports from CIBC Mellon on remittance of contributions
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rom: Bernard N Mercier [bernard.n.mercier@towersperrin.com)
nt: Monday, August 24, 2009 3:09 PM
D Koomson, Abraham FIN:EX
Cer Smales, David (Richmond); Peters, Michael J FIN:EX; Staiger, Peter (Richmond)
Subject: Re: Catalyst Paper Corporation Pension Plan for Salaried Employees (85400)/Retirement

Plan "A" (86994)

Attachments: Supplementary Opinion _Solvency Period Extension_Update.pdf

T

Supplementary
Opinion _Solvenc...

Hi Abraham,

The attached letter provides the information requested in your email of August 17, 2009.
Please contact me if you have any questions.

Bernard

(See attached file: Supplementary Opinion _Solvency Period
Extension Update.pdf) :

Bernard Mercier FCIA, FSA Principal
werg Perrin HR Services
00 Melville Street, Suite 1600
Vancouver B.C. V6E 4As
tel 604.691.1020 fax 604.691.1062
604.691.1070 (Assistant Cindy Chen)
bernard.mercier@towersperrin.com

To
"RKoomson, Bernard N Mercier/VNC/Towers
Abraham FIN:EX" Pexrrine@TP
<Abraham.Koomsgo cc
n@ficombe.cas <david.smales@catalystpaper.com>,

"Peters, Michael J FIN:EX"

08/17/2009 <Michael.Peterseficombe.cas
08:42 AM Subject

Catalyst Paper Corporation Pension
Plan for Salaried Employees
(85400) /Retirement Plan "A" (85994)

Hi Bernard,



ﬁ% per our gquick discussion on Friday, can you please provide us with revised schedul;LiLg
solvency amortization payments for the solvency deficiencies with effective dates of Jan

1, 2007 and Jan 1, 2008 using the present values of payments at June 30, 2009. This is

based on the presumption that all special payments up to June 30, 2008 have been made.

Please assume the same month of last payments as in your application. Thieg calculation o
assumes there will be no cessation in special payments from June 30, 2009.

Please provide us with a projected solvency ratio at December 2010 based on the original
schedule in your application and another based on the requested schedule. Your
calculations should reflect the return on plan assets as indicated in the 2008 Audited
Financial Statement for Catalyst.

To expedite the review of your application, please provide this information to us by
Friday August 21, 2009.

Contact me if you require clarification or you have any questions about your application.

Regards,

Abraham Koomson
Senior Analyst, Pensions

Financial Institutions Commission, British Columbia Phone #: 604 953-5412 Fax #: 604
953-5301

Unless otherwise agreed expressly in writing by the author, this communication is to be
treated as confidential and the information in it may not be used or disclosed except for
the purpose for which it has been sent. It is intended only for the use of the person to
whom it is addressed. Any distribution, ccpylng or use by anyone else is strictly

prohibited. If you have received this e- mall in error, please telephone me immediately and
destroy this e-mail.

NOTICE: This communication may contain confidential, proprietary or legally privileged
information. It is intended only for the person(s) to whom it is addressed. If you are
not an intended recipient, you may not use, read, retransmit, disseminate or take any
action in reliance upon it.

Please notify the sender that you have received it in error and immediately delete the
entire communication, including any attachments. Towers Perrin does not encrypt and cannot
ensure the confidentiality or integrity of external e-mail communications and, therefore,
cannot be responsible for any unauthorized access, disclosure, use or tampering that may
occur during transmission. This communication is not intended to create or modify any

obligation, contract or warranty of Towers Perrin, unless the firm clearly expresses such
an intent.
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August 24, 2009

Mr. Abraham Koomson

Financial Institutions Commission of BC
1200-13450 102nd Avenue

Surrey, BC

V3T 5X3

Dear Mr. Koomson:

CATALYST PAPER CORPORATION RETIREMENT PLAN FOR SALARIED
EMPLOYEES - REGISTRATION NO. P085400

This letter is in response to your email of August 17, 2009 regarding the application for
an extension of the solvency amortization period from 5 years to 15 years for the
Catalyst Paper Corporation Retirement Plan for Salaried Employess (the “Plan”).

BACKGROUND

An actuarial valuation for the plan was performed as at December 31, 2007 and was

~ filed with the Financial Institutions Commission of BC under correspondence dated
December 19, 2008. The actuarial valuation revealed a going concern funding deficit of
$12,605,214 and a solvency deficit of $44,651,428 as at December 31, 2007. The
company has been contributing in accordance with the contribution requirements
outlined in the December 31, 2007 report in respect of the defined benefit normal
actuarial cost and the going concern and solvency deficits.

ACTUARIAL BASIS, MEMBERSHIP DATA AND PLAN PROVISIONS

The membership data, actuarial assumptions and methods and plan provisions are the
same as those used for the actuarial valuation as at December 31, 2007. The discount
rate used for determining the solvency amortization payments is 4.50% per year.
Further details on the actuarial basis, the membership data and the plan provisions can
be found in Appendix B, Appendix C and Appendix D of the December 31, 2007
valuation report, respectively.

Towers Perrin Inc.
1100 Melvilte Street, Sulte 1600, Vancouver, B.C. VBE 4A6, CANADA te! 604.651.1000 www.towersperrin.com
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AMORTIZATION SCHEDULES

As disclosed in the December 31, 2007 valuation report, the statutory solvency
deficiency revealed at December 31, 2007 together with the remaining statutory
solvency deficiencies from the previous actuarial valuations must be liquidated by the
employer amortization payments at least equal to the amount, payable quarterly in
arrears, and for the periods set forth below in order to comply with the Regulation to the
Pension Benefits Standards Act (British Columbia):

Five-Year Amortization Schedule as at December 31, 2007

Month of
last payment Present value on
recognized Annual solvency
. Month of in solvency amortization basis

Type of payment  Effective date last payment present value payment (at 4.50% p.a.)
Going concem dJan. 1, 2004 Dec. 2018 Dec. 2012 $ 1,582,137 $ 7,081,877
Solvency Jan. 1, 2004 Dec. 2008 Dec. 2008 6,969,898 6,781,279
Solvency Jan. 1, 2007 Dec. 2011 Dec. 2011 3,881,782 14,158,839
Solvency Jan. 1, 2008 Dec. 2012 Dec. 2012 3,730,276 16,649,633
Total $ 16,164,093 $ 44,651,428

As per FICOM's request, we have determined the present value of the remammg
amortization schedule as at July 1, 2008 as set forth below:

Five-Year Amortization Schedule as at July 1, 2009

Month of
last payment . Present valus on
- recognized Annual solvency
Month of in solvency amortization basis

Type of payment  Effective date {ast payment present value payment (at 4.50% p.a.)
Going concem Jan, 1, 2004 Dec. 2018 Dec, 2012 $ 1,582,137 $ 5,103,831
Solvency Jan. 1, 2004 Dec, 2008 Dec. 2008 0 0
Solvency dJan. 1, 2007 Dec. 2011 Dec. 2011 3,881,782 9,139,094
Solvency dJan. 1, 2008 Dec. 2012 Dec. 2012 3,730,276 12,033,534
Total $ 9,194,195 $ 26,276,459

VACATALYST PAPER CORPORATIO - 100605\0RET\173781.06,11 - PROJECTIONS AND FUNDING STRATEGY\EXEC - DELMSUPPLEMENTARY OPINION

_SOLVENCY PERIOD EXTENSION_UPDATE,
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" As per FICOM's request, we have determined the amortization schedule required to
liquidate the present value of the amortization payments as of July 1, 2009 of

$26,276,459 over a period of 15 years following the effective date of each deficit as
shown below:

Fifteen-Year Amortization Schedule as at July 1, 2009

Month of
last payment Present valus on
racognized Annual solvency
Month of in solvency amortization basis

Type of payment Effective date {ast payment present value payment (at 4.50% p.a.}
Going concern Jan. 1, 2004 Dec. 2018 Dec. 2018 $ 1,582,137 $ 12,216,118
Solvency ! Jan, 1, 2004 Dec. 2008 Dec. 2008 - -
Solvency? Jul, 1, 2009 Dec. 2021 Dec. 2021 955,867 9,138,094
Solvency® Jul, 1, 2000 Dec. 2022 Dec. 2022 486,180 4,821,246
Total $ 3,024,184 $ 26,276,459

Notes:

' The solvency schedule effective January 1, 2004 has been paid in full as of the date of this letter and therefore, this
schedule has not been included for the July 1, 2009 update.

% Initial Effective date of January 1, 2007.
* Initial Effective date of January 1, 2008,

ESTIMATED SOLVENCY RATIO

As requested, we have estimated the solvency ratio as at December 31, 2010. Our
calculations are based on an extrapolation of the results of an interim valuation that was
conducted as at December 31, 2008. The interim valuation was based on the market
value of assets as at December 31, 2008 and liabilities determined as at the same date,
using updated actuarial assumptions to reflect the market conditions as at

December 31, 2008. The extrapolation is based on expected benefit payments,
expected service costs, expected investment returns and the assumption that there
have not been any experience gains or losses since December 31, 2008.

The estimated solvency ratio as at December 31, 2010 would be 70% if contributions
were made based on the above amortization schedule.

If contributions were made based on Catalyst's requested amortization schedule, as
detailed in David Smales' letter from June 2009, the estimated solvency ratio as at
December 31, 2010 would be 67%.

VACATALYST PAPER CORPORATIO - 100805\00\RET\173781,05,11 - PROJECTIONS AND FUNDING STRATEGYEXEC - DELIVSUPPLEMENTARY OPINION
_SOLVENCY PERIOD EXTENSION_UPDATE.DOC
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CERTIFICATION

In our opinion, for the purpose of determining the schedule of solvency amortization
payments presented in this letter and the estimation of solvency ratios as at
December 31, 2010, the data are sufficient and reliable, the assumptions are, in
aggregate, appropriate and the methods employed are appropriate. This letter has
been prepared, and our opinion has been given, in accordance with accepted actuarial
practice.

The results shown in this letter are reasonable actuarial results reflecting the actuaries’
judgment of future events. However, a different set of results could also be considered
reasonable actuarial results since accepted actuarial practice does not prescribe a
single "best-estimate” for each assumption. Thus, reasonable results differing from
those presented in this letter could have been developed by selecting different
assumptions based on a different judgment of future events. Future contribution levels
may change as a result of future changes in the actuarial methods and assumptions,

- the membership data, the plan provisions and the legislative rules, or as a result of
future experience gains or losses. None of these changes have been anticipated at this
time, but will be revealed in future actuarial valuations.

The information contained in this letter was prepared for Catalyst Paper Corporation, for
its internal use and for filing with the Financial Institutions Commission of BC, in
connection with Towers Perrin’s actuarial valuation of the Plan. This lefter is not
intended or necessarily suited for other purposes. Further distribution of all or part of
this report to other parties (except where such distribution is required by applicable

legislation) or other use of this report is expressly prohibited without Towers Perrin’s
prior written consent.

* * * * *

VACATALYST PAPER CORPORATIO - 100605\00RET1737981.05.11 - PROJECTIONS AND FUNDING STRATEGY\EXEC - DELIVASUPPLEMENTARY OPINION
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Towers Perrin Inc,

Sincerely,

(k.

August 24, 2009

Bernard Mercier, FCIA

M 0 WA

Date

August 24, 2009

Michael Wach, FCIA

cc:  David Smales — Catalyst Paper Corporation

Date
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S W To
TOWERS cc
PERRIN Bemard N Mercier

09/04/2009 02:41 PM
bce
Subject
Hi Abraham,

"Koomson, Abraham FIN:EX"
<Abraham.Koomson@ficombc.ca> ,
david.smales@catalystpaper.com, "Peters, Michael J
FIN:EX" <Michael Peters@ficombc.ca>,
peter.staiger@catalystpaper.com, VNC Central Files@TP,
Jaime Omichinski/Towers Perrin@TP .

Cindy Chen/Towers Perrin

RE: Catalyst Paper Corporation Pension Plan for Salaried
Employees (85400)/Retirement Plan "A" (85994)[

| attach the information that you requested. Please call me if you have any questions.

—

)

Supplementary Opinion _Solvency Period Extension_Plan A_Update 10ys.pdf

e

Supplementaty Opinion _Solvency Period Extension_Plan A_Update 15prs.pdf

E

Supplementary Opinion _Soivenpy Period Extension_Update 10grs.pdf

. i
eby

Bernard

Bernard Mercier FCIA, FSA Principal
Towers Perrin HR Services

1100 Melville Street, Suite 1600
Vancouver B.C. V6E 4A6

tel 604.691.1020 fax 604.691.1062
604.691.1070 (Assistant Cindy Chen)
bernard.mercier@towersperrin.com

Supplementary Opinion __Solvenc;!;;fiod Etension_Update 15yrs.pdf

"Koomson, Abraham FIN:EX" <Abraham.Kcomson@ficombc.ca>

"Koomson, Abraham
FIN:EX"
<Abraham.Koomson@fico

To Bernard N Mercier/’VNC/Towers Perrin@TP
cc <david.smales@catalystpaper.com>, "Peters, Michael J

FIN:EX" <Michael.Peters@ficombc.ca>,
<peter.staiger@catalystpaper.com>

mbe.ca> Subject RE: Catalyst Paper Corporation Pension Plan for Salaried

08/25/2009 12:50 PM

Hi Bernard,

)

Employees (85400)/Retirement Plan "A" (85994)

Thank you for the information on the Salaried Employees Plan (85400}. I
realize however, that you have not provided any information on
Retirement Plan "A" as I had requested. Given the level of the estimated



solvency ratios based on the payments schedules discussed so far, which
you provided in your letter, it may be helpful for you to also look at

what the payments would look like with an extension of 5 years and what
their comparable ratios would be Ffor both plans.

I would also appreciate receiving a copy of the interim valuation
prepared at December 31, 2008. Please give me a call i{f you want to
discuss. .

Thanks, Abraham
(604) 953-5412

————— Original Message-~---

From: Bernard N Mercier [mailto:bernard.n.mercier@towersperrin.com]
Sent: Monday, August 24, 2009 3:09 pPM

To: Koomson, Abraham FIN:EX

Ce: david.smales@catalystpaper.com; Peters, Michael J FIN:EX;
peter.staiger@catalystpaper.com

Subject: Re: Catalyst Paper Corporation Pension Plan for Salaried
Employees (85400)/Retirement Plan "A" (85994)

Hi Abraham,

The attached letter provides the information requested in your email of
August 17, 2009. Please contact me if you have any questions.

Bernard

(See attached file: Supplementary Opinion _Solvency Period
Extension_Update.pdf)

Bernard Mercier FCIA, FSA Principal
Towers Perrin HR Services

1100 Melville Street, Suite 1600
Vancouver B.C. V6E 4A6

tel 604.691.1020 fax 604.691.1062
604.691.1070 {(Assistant Cindy Chen)
bernard.mercier@towersperrin.com

To
"Koomson, Bernard N Mercier/VNC/Towers
Abraham FIN:EX” Perrin@TP
<Abraham.Koomso
Y cc

s n@ficombc.ca> <david.smales@catalystpaper.com>,




"Peters, Michael J FIN:EX"

08/17/2009 <Michael.Peters@ficombec.ca>
08:42 AM
Subject
Catalyst Paper Corporation
Pension
Plan for Salaried Employees
{85400) /Retirement Plan "A"
(85994} .

Hi Bernard,

As per our quick discussion on Friday, can you please provide us with
revised schedules of solvency amortization payments for the solvency
deficiencies with effective dates of Jan 1, 2007 and Jan 1, 2008 using
the present values of payments at June 30, 2009. This is based on the
presumption that all special payments up to June 30, 2009 have been
made.

Please assume the same month of last payments as in your application.
This calculation assumes there will be no cessation in special payments
from June 30, 20009.

Please provide us with a projected solvency ratio at December 2010 based
on the original schedule in your application and another based on the
requested schedule. Your calculations should reflect the return on plan
assets as indicated in the 2008 Audited Financial Statement for
Catalyst.

To expedite the review of your application, please provide this
information to us by Friday August 21, 2009.

Contact me if you require clarification or you have any questions about
your application.

Regards,

Abraham Koomson

Senior Analyst, Pensions

Financial Institutions Commission, British Columbia Phone #: 604
953-5412 Fax #: 604 953-5301

Unless otherwise agreed expressly in writing by the author, this
communication is to be treated as confidential and the information in it



may not be used or disclosed except for the purpose for which it has
been sent. [t is intended only for the use of the person to whom it is
addressed. Any distribution, copying or use by anyone else is strictly
prohibited. If you have received this e-mail in error, please telephone
me immediately and destroy this e-mail.

NOTICE: This communication may contain confidential, proprietary or
legally privileged information. It is intended only for the person(s) to
whom it is addressed. If you are not an intended recipient, you may not
use, read, retransmit, disseminate or take any action in reliance upon
ie, :

Please notify the sender that you have received it in error and
immediately delete the entire communication, including any attachments.
Towers Perrin does not encrypt and cannot ensure the confidentiality or
integrity of external e-mail communications and, therefore, cannot be
responsible for any unauthorized access, disclosure, use or tampering
that may occur during transmission. This communication is not intended
to create or modify any obligation, contract or warranty of Towers
Perrin, unless the firm clearly expresses such an intent.

NQTICE: This communication may contain confidential, proprietary or legally privileged information. it is
“intended only for the person(s) to whom it is addressed. If you are not an intended recipient, you may not e
use, read, retransmit, disseminate or take any action in reliance upon it. Please notify the sender that you
have received it in error and immediately defete the entire communication, including any attachments.
Towers Perrin does not encrypt and cannot ensure the confidentiality or integrity of external e-mail
communications and, therefore, cannot be responsible for any unauthorized access, disclosure, use or
tampering that may occur during transmission. This communication is not intended to create or modify
any obligation, contract or warranty of Towers Perrin, unless the firm clearly expresses such an intent.

Editorial Review: Not Reviewed
Technical Review: Not Reviewed
Consulting Review: Not Reviewed

Project # / Client #: Not Available
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September 4, 2009

Mr. Abraham Koomson

Financial Institutions Commission of BC
1200-13450 102nd Avenue

Surrey, BC

V3T 5X3

Dear Mr. Koomson:

CATALYST PAPER CORPORATION RETIREMENT PLAN FOR SALARIED
EMPLOYEES - REGISTRATION NO. P085400 :

This letter is in response to your email of August 17, 2009 regarding the application for
~an extension of the solvency amortization period for the Catalyst Paper Corporation
Retirement Plan for Salaried Employees (the “Plan”).

BACKGROUND

An actuarial valuation for the plan was performed as at December 31, 2007 and was
filed with the Financial Institutions Commission of BC under correspondence dated
December 19, 2008. The actuarial valuation revealed a going concern funding deficit of
$12,605,214 and a solvency deficit of $44,651,428 as at December 31, 2007. The
company has been contributing in accordance with the contribution requirements
outlined in the December 31, 2007 report in respect of the defined benefit normal
actuarial cost and the going concern and solvency deficits.

ACTUARIAL BASIS, MEMBERSHIP DATA AND PLAN PROVISIONS

The membership data, actuarial assumptions and methods and plan provisions are the
same as those used for the actuarial valuation as at December 31, 2007. The discount
rate used for determining the solvency amortization payments is 4.50% per year.
Further details on the actuarial basis, the membership data and the plan provisions can
be found in Appendix B, Appendix C and Appendix D of the December 31, 2007
valuation report, respectively.

Towers Petrin Inc.
1100 Melville Street, Suite 1600, Vancouver, B.C. VEE 4A6, CANADA tel 604.691.1000 www.towersperrin.com
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AMORTIZATION SCHEDULES

As disclosed in the December 31, 2007 valuation report, the statutory solvency
deficiency revealed at December 31, 2007 together with the remaining statutory
solvency deficiencies from the previous actuarial valuations must be liquidated by the
employer amortization payments at least equal to the amount, payable quarterly in
arrears, and for the periods set forth below in-order to comply with the Regulation to the
Pension Benefits Standards Act (British Columbia):

Five-Year Amortization Schedule as at December 31, 2007

Month of )
last payment Present value on
recognized Annual solvency
Month of in solvency amortization basis

Type of payment Effective date last payment present value payment (at 4.50% p.a.)
Going concern Jan. 1, 2004 Dec. 2018 Dec. 2012 $ 1,582,137 $ 7,061,877
Solvency Jan. 1, 2004 Dec. 2008 Dec. 2008 6,969,898 6,781,279
Solvency Jan. 1, 2007 Dec. 2011 Dec. 2011 3,881,782 14,158,839
Solvency Jan. 1, 2008 Dec. 2012 Dec. 2012 3,730,276 16,649,633
Total - V $ 16,164,093 $ 44,651,428

As per FICOM's request, we have determined the present value of the remaining
amortization schedule as at July 1, 2009 as set forth below:

Five-Year Amortization Schedule as at July 1, 2009

Month of :
last payment Present value on
recognized Annual solvency
Month of in solvency amortization basis

Type of payment Effective date last payment present value payment (at 4.50% p.a.)
Going concem Jan.1,2004 .  Dec. 2018 Dec. 2012 $ 1,582,137 $ 5,103,831
Solvency Jan. 1, 2004 Dec. 2008 Dec. 2008 0 0
Solvency Jan. 1, 2007 Dec. 2011 Dec. 2011 3,881,782 9,139,094
Solvency Jan. 1, 2008 Dec. 2012 Dec. 2012 3,730,276 12,033,534
Total $ 9,194,195 $ 26,276,459

VACATALYST PAPER CORPORATIO - 100605\08RET\173791.,05.11 - PROJECTIONS AND FUNDING STRATEGY\EXEC - DELIVISUPPLEMENTARY OPINION
_SOLVENCY PERIOD EXTENSION_UPDATE 15YRS.DOC




Mr. A. Koomson i
September 4, 2009 ‘ TOWERS
Page 3. PERRIN

As per FICOM's request, we have determined the amortization schedule required to
liquidate the present value of the amortization payments as of July 1, 2009 of
$26,276,459 over a period of 15 years following the effective date of each deficit as
shown below:

Fifteen-Year Amortization Schedule as at July 1, 2009

Month of .
last payment . Present value on
recognized Annual solvency
: Month of in solvency amortization basis

Type of payment Effective date last payment present value " payment (at 4.50% p.a.)
Going concern Jan. 1, 2004 Dec. 2018 Dec. 2018 $ 1,582,137 $ 12,216,119
Solvency ! Jan. 1, 2004 Dec. 2008 Dec. 2008 - -
Solvency ? Jul. 1, 2009 Dec. 2021 Dec. 2021 ) 955,867 9,139,094
Solvency * Jul. 1, 2009 Dec. 2022 Dec. 2022 486,180 4,921,246
Total $ 3,024,184 $ 26,276,459

Notes:

' The solvency schedule effective January 1, 2004 has been paid in full as of the date of this letter and therefore, this
schedule has not been included for the July 1, 2009 update.

% Initial Effective date of January 1, 2007.
* Initial Effective date of January 1, 2008,

ESTIMATED SOLVENCY RATIO

As requested, we have estimated the solvency ratio as at December 31, 2010. Our
calculations are based on an extrapolation of the results of an interim valuation that was
conducted as at December 31, 2008. The interim valuation was based on the market
value of assets as at December 31, 2008 and liabilities determined as at the same date,
using updated actuarial assumptions to reflect the market conditions as at

December 31, 2008.

The extrapolation is based on the market value of assets as of July 31, 2009, expected
benefit payments, expected service costs, expected investment returns and the
assumption that there have been any liability or assets gains or losses since
December 31, 2008 and July 31, 2009 respectively. The estimated solvency ratios with
and without solvency relief are shown below:

Date With Funding Relief Without Funding Relief
December 31, 2007 85.3% 85.3%
December 31, 2008 70.2% 70.2%
December 31, 2009 72.7% 73.8%
December 31, 2010 72.5% 75.6%

VACATALYST PAPER CORPORATIO - 100605\IARET\173791.05.11 - PROJECTIONS AND FUNDING STRATEGY\EXEC - DELIMSUPPLEMENTARY OPINION
.BOLVENCY PERIOD EXTENSION_UPDATE 15YRS.DOC
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CERTIF[CATION

In our opinion, for the purpose of determining the schedule of solvency amortization
payments presented in this letter and the estimation of solvency ratios as at

December 31, 2009 and December 31, 2010, the data are sufficient and reliable, the
assumptions are, in aggregate, appropriate and the methods employed are appropriate.
This letter has been prepared, and our opinion has been given, in accordance with
accepted actuarial practice.

The results shown in this letter are reasonable actuarial results reflecting the actuaries'
judgment of future events. However, a different set of results could also be considered
reasonable actuarial results since accepted actuarial practice does not prescribe a
single "best-estimate" for each assumption. Thus, reasonable results differing from
those presented in this letter could have been developed by selecting different
assumptions based on a different judgment of future events. Future contribution levels
may change as a result of future changes in the actuarial methods and assumptions,
the membership data, the plan provisions and the legislative rules, or as a result of
future experience gains or losses. None of these changes have been anticipated at this
time, but will be revealed in future actuarial valuations.

The information contained in this letter was prepared for Catalyst Paper Corporation, for
its internal use and for filing with the Financial Institutions Commission of BC, in
connection with Towers Perrin’s actuarial valuation of the Plan. This letter is not
intended or necessarily suited for other purposes. Further distribution of all or part of
this report to other parties (except where such distribution is required by applicable
legislation) or other use of this report is expressly prohibited without Towers Perrin's
prior written consent.

* * * & *

VICATALYST PAPER CORPORATIO - 100605\0SRET\173791.05.11 - PROJECTIONS AND FUNDING STRATEGY\EXEC - DELIMSUPPLEMENTARY OPINION
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Towers Perrin Inc.

Sincerely,

September 4, 2009

Bernard Mercier, FCIA

MO WA

Date

September 4, 2009

Michael Wach, FCIA

cc: David Smales — Catalyst Paper Corporation

Date

VACATALYST PAPER CORPORATIO - 100605\0RET\173791.05.11 - PROJECTIONS AND FUNDING STRATEGYEXEC - DELIMSUPPLEMENTARY OPINION
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September 4, 2009

Mr. Abraham Koomson

Financial Institutions Commission of BC
- 1200-13450 102nd Avenue

Surrey, BC

V3T 5X3

Dear Mr. Koomson:

CATALYST PAPER CORPORATION RETIREMENT PLAN FOR SALARIED
EMPLOYEES - REGISTRATION NO. P085400

This letter is in response to your email of August 25, 2009 regarding the application for
an extension of the solvency amortization period for the Catalyst Paper Corporation
Retirement Plan for Salaried Employees (the “Plan”).

BACKGROUND

An actuarial valuation for the plan was performed as at December 31, 2007 and was
filed with the Financial Institutions Commission of BC under correspondence dated
December 19, 2008. The actuarial valuation revealed a going concern funding deficit of
$12,605,214 and a solvency deficit of $44,651,428 as at December 31, 2007. The
company has been contributing in accordance with the contribution requirements
outlined in the December 31, 2007 report in respect of the defined benefit normal
actuarial cost and the going concern and solvency deficits.

ACTUARIAL BASIS, MEMBERSHIP DATA AND PLAN PROVISIONS

The membership data, actuarial assumptions and methods and plan provisions are the
same as those used for the actuarial valuation as at December 31, 2007. The discount
rate used for determining the solvency amortization payments is 4.50% per year.

Further details on the actuarial basis, the membership data and the plan provisions can

be found in Appendix B, Appendix C and Appendix D of the December 31, 2007
valuation report, respectively.

Towers Perrin Inc.
1100 Melville Street, Suite 1600, Vancouver, B.C. V6E 4A6, CANADA tel 604.691.1000 www.towersperrin.com
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AMORTIZATION SCHEDULES

As disclosed in the December 31, 2007 valuation report, the statutory solvency
deficiency revealed at December 31, 2007 together with the remaining statutory
solvency deficiencies from the previous actuarial valuations must be liquidated by the
employer amortization payments at least equal to the amount, payable quarterly in
arrears, and for the periods set forth below in order to comply with the Regulation to the
Pension Benefits Standards Act (British Columbia):

Five-Year Amortization Schedule as at December 31, 2007

Month of
last payment Present value on
recognized Annual solvency
Month of in solvency amortization basis

Type of payment Effective date last payment present value payment (at 4.50% p.a.)
Going concemn Jan. 1, 2004 Dec. 2018 Dec. 2012 $ 1,582,137 $ 7,061,677
Solvency Jan. 1, 2004 Dec. 2008 Dec. 2008 6,969,898 6,781,279
Solvency Jan. 1, 2007 Dec. 2011 Dec. 2011 3,881,782 14,158,839
Solvency Jan. 1,2008 Dec. 2012 Dec. 2012 3,730,276 16,649,633
Total $ 16,164,003 $ 44,651,428

As per FICOM’s request, we have determined the present value of the remaining
amortization schedule as at July 1, 2009 as set forth below:

Five-Year Amortization Schedule as at July 1, 2009

Month of
last payment Present value on
recognized Annual solvency
Month of in solvency amortization basis

Type of payment Effective date last payment present value payment (at 4.50% p.a.}
Going concern Jan. 1, 2004 Dec. 2018 Dec. 2012 $ 1,582,137 $ 5,103,831
Solvency Jan. 1, 2004 Dec. 2008 Dec. 2008 0 0
Solvency Jan. 1, 2007 Dec. 2011 Dec. 2011 3,881,782 9,139,094
Solvency -Jan. 1, 2008 Dec. 2012 Dec. 2012 3,730,276 12,033,534

Total $ 9,194,185 $ 26,276,459

VACATALYST PAPER CORPORATIO - 100605\0ARET\173791.05.11 - PROJECTIONS AND FUNDING STRATEGY\EXEC - DELIMSUPPLEMENTARY OPINION
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As per FICOM's request, we have determined the amortization schedule required to
liquidate the present value of the amortization payments as of July 1, 2009 of
$26,276,459 over a period of 10 years following the effective date of each deficit as
shown below: o

Ten-Year Amortization Sched ule as at July 1, 2009

Month of
last payment Present value on
. recognized Annual solvency
Month of in solvency amortization basis

Type of payment Effective date last payment present value payment (at 4.50% p.a.)
Going concern Jan. 1, 2004 Dec. 2017 Dec. 2017 $ 1,582,137 $ 11,157,253
Solvency ' Jan. 1, 2004 "Dec. 2008 Dec. 2008 . - -
Solvency ? Jul. 1, 2009 Dec. 2016 Dec. 2016 1,438,631 9,138,094
Solvency * Jul. 1, 2009 Dec. 2017 Dec. 2017 848,001 5,980,112
Total $ 3,868,769 $ 26,276,459

Notes:

' The solvency schedule effective January 1, 2004 has been paid in full as of the date of this letter and therefore, this
schedule has not been included for the July 1, 2008 update. -

2 initial Effective date of January 1, 2007.
® Initial Effective date of January 1, 2008.

ESTIMATED SOLVENCY RATIO

As requested, we.have estimated the solvency ratio as at December 31, 2010. Our
calculations are based on an extrapolation of the results of an interim valuation that was
conducted as at December 31, 2008. The interim valuation was based on the market
value of assets as at December 31, 2008 and liabilities determined as at the same date,
using updated actuarial assumptions to reflect the market conditions as at

December 31, 2008.

The extrapolation is based on the market value of assets as of July 31, 2009, expected
benefit payments, expected service costs, expected investment returns and the
assumption that there have been any liability or assets gains or losses since
December 31, 2008 and July 31, 2009 respectively. The estimated solvency ratios with
and without solvency relief are shown below:

Date With Funding Relief Without Funding Relief
December 31, 2007 85.3% 85.3%
December 31, 2008 70.2% 70.2%
December 31, 2008 72.8% 73.8%
December 31, 2010 73.0% 75.6%

V:ACATALYST PAPER CORPORATIO - 100605\09RET\173791.05.11 - PROJECTIONS AND FUNDING STRATEGY\EXEC - DELIMISUPPLEMENTARY OPINION
.SOLVENCY PERIOD EXTENSION_UPDATE 10YRS.DOC
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CERTIFICATION

In our opinion, for the purpose of determining the schedule of solvency amortization
payments presented in this letter and the estimation of solvency ratios as at

December 31, 2009 and December 31, 2010, the data are sufficient and reliable, the
assumptions are, in aggregate, appropriate and the methods employed are appropriate.
This letter has been prepared, and our opinion has been given, in accordance with
accepted actuarial practice.

The results shown in this letter are reasonable actuarial results reflecting the actuaries’
judgment of future events. However, a different set of results could also be considered
reasonable actuarial results since accepted actuarial practice does not prescribe a
single "best-estimate"” for each assumption. Thus, reasonable results differing from
those presented in this letter could have been developed by selecting different
assumptions based on a different judgment of future events. Future contribution levels
may change as a result of future changes in the actuarial methods and assumptions,
the membership data, the plan provisions and the legislative rules, or as a result of
future experience gains or losses. None of these changes have been anticipated at this
time, but will be revealed in future actuarial valuations.

The information contained in this letter was prepared for Catalyst Paper Corporation, for
its internal use and for filing with the Financial Institutions Commission of BC, in
connection with Towers Perrin’s actuarial valuation of the Plan. This letter is not
intended or necessarily suited for other purposes. Further distribution of all or part of
this report to other parties (except where such distribution is required by applicable
legislation) or other use of this report is expressly prohibited without Towers Perrin's
prior written consent. ‘

* * * * *
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Towers Perrin Inc.

Sincerely,

September 4, 2009

Bernard Kllercier, FCIA

) LA

Date

September 4, 2009

Michael Wach, FCIA

cc: David Smales — Catalyst Paper Corporation

Date
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By Financial Institutions
coLtmpia  Commission

The Beer Place or Eanths

October 05, 2009

Plan Number. P085400
P085994

Mr. David Smales

Vice President, Finance and CFO
Catalyst Paper Corporation

2™ Floor, 3600 Lysander Lane
Richmond, BC V7B 1C3

Dear Mr. Smales:

Re: Catalyst Paper Corporation Retirement Plan for Salaried Employees
{P085400); and ‘
Catalyst Paper Corporation Retirement Plan “A” (P085994)

{the “Plans"”)

We acknowledge receipt of your Jetter of June 12, 2009, requesting an extension of the
time period required for solvency payments under the Pension Benefits Standards Act
(the “Act”) for the above-noted pension plans.

You requested an extension of an additional 10 years to the 5 years required to fund the
solvency deficiencies, resulting in a solvency amortization period of 15 years. You
further requested that this extension take effect retroactively to the actuarial valuation
results as at December 31, 2007.

Section 6 of the Act provides the Superintendent with authority 1o extend the time within
which solvency payments are required to be made to amortize a solvency deficiency.
The Act, however, does not provide the Superintendent with the authority fo vary the
character of payments aiready made to the fund to amortize solvency deficiencies.

For the purposes of section 6 of the Act, | hereby grant a 5-year extension to the time
within which solvency payments for the above plans must be made fo liquidate current
solvency deficiencies. The revised amortization payments will be effective July 1, 2009.
Please refer to attached schedule of statutory payments.

A2
» Superintendent of Financial Institutions 1200 - 13450 102™ Avenue
» Superintendent of Pensions Surrey, BC V3T 5X3
+ Superintendent of Real Estate Telephone: 604 953-5300
s Registrar of Mortgage Brokers . Facsimie: 604 953-5301

www fic.gov.bc.ca
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Further to section 6 of the Act, this consent is granted on condition that:

» You disclose the extension of the solvency amortization period to members,
including retired and deferred members at the next available opportunity and
for each year that the extension is in place.

¢ The solvency extension granted will be subject to review at the next actuarial
valuation.

My staff requested and received from yourself, as well as your actuary, further
information to enable us to make a determination of whether your application meets the
need to balance the needs of your company as well as provide security to the benefits
of your members. Your actuary provided us on your behalf revised amortization
schedules based on the present value of special payments as at June 30, 2009 for both
a 5-year and 10-year extension. From your audited financial statements provided, as
well as the submissions to support your application, you have explained the challenges
facing your company as well as the initiatives your company is taking to meet these
challenges.

As much as | appreciate the challenges your company is facing, a situation like this also
presents considerable risk to the security of benefits of your plan members. | have
therefore tried to provide a balance between the financial challenges of your company
and securing the benefits accrued by members of your plans.

Thank you for working with my staff to develop an option which recognizes the need for
a balance between the security of benefits of the plan members as well as the financial
challenges of your company.

Please contact Abraham Koomson at 604 953-5412 or Abraham.Koomson@ficombce.ca
if you have any questions concerning this matter.

Yours truly,

W. Alan Clark
Superintendent of Pensions

Enclosure

pc:  Mr. Bernard Mercier, Towers Perrin

s
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’ Amortization of Statutory Solvency Deficiency
® Retirement Plan for Salaried Employees (P085400) | o
T o ) " Month of Annual - Present Valueon
ype of Payment Effective Date- Last Payment  Amortization  Soivency Basis
Payment ~  (@4.5%p.a)

Solvency July 01,2009 December2016 $ 1438631 $ 9,139,094
Solvency July 01, 2009 - December 2017_$ 848001 $ 5,880,112

Total $ 2286632 % 15,119,206
Retirement Plan "A" (P085994)
. Month of Annual Present Value on
Type of Payment Effective Date Last Payment Amortization  Solvency Basis
o - Payment = (@4.5%p.a)
Solvency  July 01,2009 December2016 $§ 159,043 § 1,010,341
Solvency July 01, 2009 December 2017 $ 26632 $ 187,807
Total $ 185675 § 1,198,148




December 9, 2009

Ms. Sandra Jones

Pension Analyst

Financial Institutions Commission of BC
1200 - 13450 102nd Avenue

Surrey, BC

V3T 5X3

Dear Ms. Jones:

CATALYST PAPER CORPORATION RETIREMENT PLAN FOR SALARIED
EMPLOYEES
PLAN NUMBER P085499

As discussed in our phone conversation last month, this letter will serve as an advance

notice of the upcoming changes to the Catalyst Paper Corporation Retirement Plan for
Salaried Employees (the “Plan”).

The Board of Directors of Catalyst Paper Corporation have resolved, that effective
January 1, 2010, the Plan will be amended to eliminate future accruals of service under
the defined benefit provision of the Plan (the “DB Plan”). For service after

December 31, 2009, members will accrue benefits under the defined contribution
provision of the Plan (the “DC Plan”). Affected DB Plan members will retain their DB
Plan pension for service prior to December 31, 2009, and their DB Plan pension will
reflect their best average earning at the date of actual termination of employment,

. retirement, or death as applicable. This change will apply to all remaining active DB plan
members on January 1, 2010 with the exception of a group of employees who are on
salary continuance and a group of employees who are on working notice, for whom
future DB accruals will continue until the end of their severance or working notice
period.

The Company has also resolved to change the DC contribution rate from 7.0% to 5.0%
of earnings effective January 1, 2010. This change will apply to all salaried employees
with the exception of a group of employees who are on salary continuance and a group
of employees who are on working notice, for whom the employer DC contribution rate
will remain at 7.0%

VACATALYST PAPER CORPORATIO - 100605\W0O\RET\186252.05.01 - PENSION\EXEC - DELIMSJONES_90EC09.00C

Towers Perrin Inc.
Bernard Mercier FCIA, FSA Principal
1100 Melvitie Streel, Suite 1600, Vancouver, B.C. VE6E 4AG tel 604.691.1020 fax 604.691.1062 bernard.n.mercier@owersperrin.com
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Later in 2010, we will forward the formal amendment and a restated plan document
which will reflect the changes described in this letter.

ernard Mercier
Enclosures
cc': Mr. John Belland — Catalyst Paper Corporation
Mr. Steve Bonnifero — Catalyst Paper Corporation

Ms. Valerie Seager — Catalyst Paper Corporation
Mr. Peter Staiger — Catalyst Paper Corporation

VACATALYST PAPER CORPORATIO - 100605\00\RET\196252.05.01 - PENSIOMNEXEC - DELIVISJONES_9DEC08.D0C
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- December 2, 2010
Plan Number: P085400-1

Mr. Peter Staiger

Catalyst Paper Corporation
3600 Lysander Lane
Richmond, BC V7B 1C3

Dear Mr. Staiger:

Re: Actuarial Valuation Report as 'at December 31, 2010
’ Catalyst Paper Corporation Retirement Plan for Salaried Employees.

' ‘Our records indicate that the next actuarial valuation report for your defined benefit |
pension plan is to be prepared as at December 31, 2010. If this is not correct, please
contact our office. :

We wish to remind you that, as required by section 7(2)(b) of the Pension Benefits

+ ‘Standards Regulation ("the Regulation”), a valuation is required to be filed within 270
days of the review date. This means that a valuation prepared as at _
December 31, 2010 must be filed with our office no later than September 27, 2011.

The only exception to the filing ‘déadline is where thé Superinfendent has granted an
extension to the deadline pursuant to section 6 of the Pension Benefits Standards Act
("the Act”), which reads as follows: ‘ '

If the superintendent considers that there are extenuating reasons for a
person’s failure to do anything within a period or before a time limit

‘imposed by this Act, the superintendent may, on receipt of a written.
request and by written notice to the applicant, extend the period within
which that thing must be done to a time and subject to-conditions that may.
be specified in the notice. (emphasis added)

Extenuating reasons do not include items such as workload issues at actuarial
firms, or the fact that a board of trustees meeting is not scheduled until after the
filing deadline. :

It is-our expectation that all valuations prepared as at December 31, 2010 will be
submitted on or before September 27, 2011. -

+ Superintendent of Financial Institutions ’ : - 1200 -13450 102™ Avenue

+ Superintendent of Pensions ' ‘ Surrey, BC V3T 5X3
¢ Superintendent of Real Estate : o . Telephone: 604 953-5300
L

Registrar of Mortgage Brokers : Facsimile: 604 953-5301
o : : www.fic.gov.bc.ca
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If you have any questions concerning thls matter, please contact the Semor
Analyst assigned to your plan.- :

Yours truly,

Michael J. Peters A
Executive Director. Pensions




Suite 1600
Vancouver, B.C. VBE 448
Canada

TOWERS WATSON A/ ' 1100 Melvills Street

T +1 604 691 1000
fowerswatson.com

July 26, 2011

Abraham Koomson

Senior Analyst, Pensions

Financial Institutions Commission, British Columbia
1200-13450 102nd Avenue

Surrey, BC V3T 5X3

Dear Mr. Koomson;
Catalyst Paper Corporation Retirement Plan "A" - Registration No. P085994 '

This letter has been prepared on behalf of Catalyst Paper Corporation for filing with the Financial
Institutions Commission of BC. The purpose of the letter is to provide an actuarial certification of the
schedule of solvency amortization payments resulting from an extension of the solvency amortization
period from 5 years to 15 years for the Catalyst Paper Corporation Retirement Plan “A” (the “Plan”).

Background

An actuarial valuation for the plan was performed as at December 31, 2010. The valuation report as at
December 31, 2010 is required to be formally required filed with your office by September 26, 2011.
Advance copies can be provided to you in conjunction with the Supplementary Actuarial Opinion upon
request. The actuarial valuation revealed a going concern funding deficit of $514,725 and a solvency
deficit of $3,238,464 as at December 31, 2010. The company has been contributing in accordance with
the contribution requirements outlined in the December 31, 2007 report (the most recently filed report) in
respect of the going concern and solvency deficits.

The Superintendent of Pensions issued Information Bulletin PEN-09-001 in January 2009 providing
guidance to plan administrators who are considering making solvency extension requests. In accordance
with Catalyst Paper Corporation’s application to the Superintendent of Pensions to extend the time period
required for solvency payments under Section 6 of the Pension Benefits Standards Act (British Columbia)
and the application requirements specified in Information Bulletin PEN-09-001, this letter provides
information on the revised schedule of payments sufficient to fully amortize the solvency deficiency over
the extended period. :

Actuarial Basis, Membership Data and Plan Provisions

The membership data, actuarial assumptions and methods and plan provisions are the same as those
used for the actuarial valuation as at December 31, 2010. The discount rate used for determining the
solvency amortization payments is 4.50% per year. Further details on the actuarial basis, the
membership data and the plan provisions can be found in Appendix B, Appendix C and Appendix D of the
December 31, 2010 valuation report, respectively.

Amortization Schedules

As disclosed in the December 31, 2010 valuation report, the statutory solvency deficiency revealed at
December 31, 2010 together with the remaining statutory solvency deficiencies from the previous
actuarial valuations must be liquidated by the employer amortization payments at least equal to the

Towers Watson Canada Inc. No. 061488-2

ViCatalyst Paper Corporatio - 100605\ 1\RET\220368.05.11 - Projections and Funding Strategy\Exac - DefiviSuppOpinion_SolvExt,_PlanA.doc Pageiof4
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July 28, 2011

amount, payable quarterly in-arrears, and for the periods set forth below in order to compIy with the
Regulation fo the Pension Benefifs Standards Act (British Columbia):

Five-Year Amortization Schedufes as at December 31, 2010

NMonth of last

payment Annual Present value as at

: recognized in amortization December 31, 2010

Type of payment  Effective date calculation payment {at 4.56% per annum)
Going concern Jan. 1, 2002 Mar. 2016 $ 115,111 $ 534,319
Solvency Jul. 1, 2009 Dec. 2016 159,043 834,040
Solvency Jul. 1, 2008 Dec. 2017 26,632 159,558
Solvency Jan. 1, 2011 - Dec. 2015 _.....383240 1710547
Total $ 684028 § 3,038,464

Further to Catalyst Paper Corporation's application to the Superintendent to extend the solvency
amortization period from 5 years to 15 years, the employer contributions, payable quarterly in arrears,
required to liquidate the statutory solvency deficiency revealed at December 31, 2010 together with the
remaining unfunded actuarial liability and statutory soivency deficiencies from the previous actuarial
valuations are as follows:

Fifteen-Year Amortization Schedules as at December31 2010

WIF N O I o Fe R RN I S L b e

Month of last

payment Annual Present value as at

recognized in amortization December 31, 2010

Type of payment  Effective date calculation payment {at 4.5% per annum)
Going concemn Jan. 1, 2002 Mar. 2016 $ 115,111 $ 534,319
Soivency Jul. 1, 2009 Dec. 2016 159,043 834,040
Solvancy Jul, 1, 2009 Dec. 2017 26,632 159,558
Solvency Jan.1,2011 . - Dec.2025 A 166,656 1,710,547
Total . $ 457,442 $ 3,238,464

Certification

ln our opinion, for the purpose of determining the schedule of solvency amortization payments resulting
from the extension of the solvency amortization period from 5 years to 15 years, the data are sufficient
and reliable, the assumptions are, in aggregate appropriate and the methods employed are appropriate.
This letter-has been prepared, and our opinion has been given, in accordance with accepted actuarial
practice in Canada.

if Cawlyst Paper Corporation’s application to extend the solvency amortization period from 5 years to 15
years is approved by the Superintendent of Pensions: \

ViCatalyst Paper Corporatio - 100505\ f\RET\220368.05.11 - Projections and Funding Strategy\Exec - DetinSuppOpinion_SohvExt_PlanA doc fage 20t 4



k2l

?@WER& WATSON A/ M. A. Koomison

July 26, 2011

®  The employer contributions, payable quarterly in arrears, required to liquidate the statutory solvency
deficiency revealed at December 31, 2010 together with the remaining unfunded actuarial liability
and statutory solvency deficiencies from the previous actuarial valuations are as follows:

T O e e AN AR g i
Month of last '

payment Annual Present value as at

recognized in amortization December 31, 2010

Type of payment Effectivedate . calculation payment (at 4.5% per annum)
Going concem Jan. 1, 2002 Mar. 2016 $ 115,111 $ 534,319
Solvency Jul. 1, 2009 Dec. 2016 169,043 834,040
Solvency Jut. 1, 2008 Dec. 2017 26,632 169,558
Solvency Jan. 1, 2011 Dec, 2025 ‘ 156,656 1,710,547
Total , $ 457442 $ 3235464
e A e L B St

e The next actuarial valuation of the plan should be performed with an effective date not later than
December 31, 2013.

" Vi\Catalyst Paper Corporatio - 100605\ \RET\220388.05.11 - Projections and Funding Strategy\Exec - DeiiviSuppOpinion_SolvExt_PianA.doc Page 3of 4
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The results shown in this letter are reasonable actuarial results reflecting the actuaries' judgment of future
events. However, a different set of results coutd also be considered reasonable actuarial results since
accepted actuarial practice does not prescribe a single "best-estimate" for each assumption. Thus,
reasonable results differing from those presented in this letter could have been developed by selecting
different assumptions based on a different judgment of future events. Future contribution levels may
change as a resuilt of future changes in the actuarial methods and assumptions, the membership data,
the plan provisions and the legislative rufes, or as a result of future experience gains or losses. None of
these changes have been anticipated at this time, but will be revealed in future actuarial valuations.

The information contained in this letter was prepared for Catalyst Paper Corporation, for its internal use
and for filing with the Financial Institutions Commission of BC, in connection with Towers Watson's
actuarial valuation of the Plan. This letter is not intended or necessarily suited for other purposes.
Further distribution of all or part of this report to other parties (except where such distribution is required
by applicable legislation) or other use of this report is expressly prohibited without Towers Watson's prior
written consent. '

Towers Watson Canada Inc.

Sincerely,

Vancouver, BC
July 26, 2011

cc: Brian Baarda ~ Catalyst Paper Corporation

VCatalyst Paper Corporato - 100805\ \RET\220368.05.11 - Projections and Funding Strategy\Exec - DefiSuppOpinion_SoivExt_PlanA doc Pagedaf 4
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July 26, 2011

Abraham Koomson

Senior Analyst, Pensions

Financial Institutions Commission, British Columbia
1200-13450 102nd Avenue

Surrey, BC V3T 5X3

Dear Mr. Koomson:
Catalyst Paper Corporation Retirement Plan for Salaried Employees - Registration No. P085400

This letter has been prepared on behalf of Catalyst Paper Corporation for filing with the Financial
Institutions Commission of BC. The purpose of the letter is to provide an actuarial certification of the
schedule of solvency amortization payments resuiting from an extension of the solvency amortization
period from § years to 15 years for the Catalyst Paper Corporation Retirement Plan for Sataried
Employees (the “Plan”). This letter addresses the defined benefit component of the Plan only. -

Background

An actuarial valuation for the plan was performed as at December 31, 2010. The valuation report as at
December 31, 2010 is required to be formally required filed with your office by September 26, 2011.
Advance copies can be provided to you in conjunction with the Supplementary Actuarial Opinion upon
request. The actuarial valuation revealed a going concern funding deficit of $23,327,516 and a solvency
deficit of $73,482,585 as at December 31, 2010. The company has been contributing in accordance with
the contribution requirements outlined in the December 31, 2007 report (the most recently filed report) in
respect of the defined benefit normal actuarial cost and the going concem and solvency deficits.

The Superintendent of Pensions issued Information Bulletin PEN-09-001 in January 2008 providing
guidance to plan administrators who are considering making solvency extension requests. In accordance
with Catalyst Paper Corporation's application to the Superintendent of Pensions to extend the time period
required for salvency payments under Section 6 of the Pension Benefits Standards Act (British Columbia)
and the application requirements specified in information Bulletin PEN-09-001, this letter provides
information on the revised schedule of payments sufficient to fully amortize the solvency deficiency over
the extended period.

Actuarial Basis, Membership Data and Plan Provisions

The membership data, actuarial assumptions and methods and plan provisions are the same as those
used for the actuarial valuation as at December 31, 2010. The discount rate used for determining the
solvency amortization payments is 4.50% per year. Further details on the actuarial basis, the
membership data and the plan provisions can be found in Appendix B, Appendix C and Appendix D of the
December 31, 2010 valuation report, respectively. '

Amortization Schedules

As disclosed in the December 31, 2010 valuation report, the statutory solvency deficiency revealed at
December 31, 2010 together with the remaining statutory solvency deficiencies from the previous
actuarial valuations must be liquidated by the employer amortization payments at least equal to the

Towers Watson Canada Inc. No. 081488-2

V:iCatalyst Paper Corporatio - 1008054 \RET\220368.05,11 - Projections and Funding Strategy\Exac - DeiviSuppOpinion_SoivExt_SalPlan.doc Page 1 of 4
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amount, payable quarterly in arrears, and for the periods set forth below in order to comply with the
Regulation to the Pension Benefits Standards Act (British Columbia):

Five-Year Amortization Schedules as at December 31, 2010

L R O N PR IS P R RO AR U L )

Month of last
payment Annual Present value as at
recognized in amortization December 31, 2010
Type of payment  Effective date calculation payment (at 4.5% per annum)
Going concem Jan. 1, 2004 Dec.2017' § 1,582,137  § 9,478,944
Going concern Jan. 1, 2011 Dec. 2015 1,338,057 5,972,257
Solvency Jul. 1, 2009 Dec. 2016 1,438,631 7,544,344 -
Solvency Jul. 1, 2009 Dec. 2017 848,001 5,080,568
Solvency Jan. 1, 2011 Dec. 2015 ed0173418 45406472
Totat , $ 15,379,944 $ 73,482,585

I R L A R Ty

SRR

! The scheduled end date for the going concern amortization schedule established January 1, 2004 is
December 31, 2018.

Further to Catalyst Paper Corporation’s application to the Superintendent to extend the solvency
amortization period from 5 years to 15 years, the employer contributions, payable quarterly in arrears,
required to liquidate the statutory solvency deficiency revealed at December 31, 2010 together with the
remaining unfunded actuarial liability and statutory solvency deficiencies from the previous actuarial
valuations are as follows:

Fifteen-Year Amortization Schedules as at December 31 , 2010 !

s T A A e e e bt R S LA

e g g v L X s Y Gt IR e

Month of last

payment Annual Present value as at

recognized in arnortization December 31, 2010

Type of payment  Effective date calculation payment {at 4.5% per annum)
Going concem Jan, 1, 2004 Dec. 2018 $ 1,582,137 $ 10,610,081
Going concern Jan. 1, 2011 Dec. 2025 1,338,057 14,610,402
Solvency - Jul 1, 2009 Dec. 2016 1,438,631 7,544,344
Solvency Jul. 1, 2009 Dec. 2017 848,001 5,080,568
-Solvency Jan. 1, 2011 Dec. 2025 3,263,744 35,637,190

Total $ 8470510 § 73,482,585

.Certification

In our opinion, for the purpose of determining the schedule of solvency amortization payments resulting
from the extension of the solvency amottization period from 5 years to 15 years, the data are sufficient
and reliable, the assumptions are, in aggregate, appropriate and the methods employed are appropriate.

V:\Catalyst Paper Corporatio - 100605\ T\RET\220368.05.11 - Projections and Funding Strategy\Exec - DeiviSuppQpinion_SoivExt_SalPlan.doc PagaZof4
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July 26, 2011

This letter has been prepared, and our opinion has been given, in accordance with accepted actuarial
practice in Canada., ' :

If Catalyst Paper Corporation’s application to extend the solvency amortization period from 5 years to 15
years is approved by the Superintendent of Pensions: .

& The employer contributions, payable quarterly in arrears, required to liquidate the statutory solvency
 deficiency revealed at December 31, 2010 together with the remaining unfunded actuarial liability
and statutory solvency deficiencies from the previous actuarial valuations are as follows:

Month of last

payment Annual Present value as at

. recognized in amortization December 31, 2010

Type of payment  Effective date calculation payment (at 4.5% per annum)
Goingconcern - Jan. 1, 2004 Dec. 2018 $ 1,582,137 $ 10,610,081
Going concern dJan. 1, 2011 Dec. 2025 1,338,057 14,610,402
Solvency dul. 1, 2009 Dec. 2016 1,438,631 7,544,344
Solvency Jul. 1, 2009 Dec. 2017 848,001 5,080,568
Solvency Jan. 1, 2011 Dec, 2025 o 3,263,744 . 35,637,180
Total 8,470,570 $ 73482585

L

® The employer defined benefit normal actuarial cost contributions should continue to be made in
accordance with the valuation report as at December 31, 2010. ’

® The next actuarial valuation of the plan should be performed with an effective date not later than
December 31, 2013.

The results shown in this letter are reasonable actuarial results reflecting the actuaries' judgment of future
- events. However, a different set of results could also be considered reasonable actuarial results since
accepted actuarial practice does not prescribe a single "best-estimate” for each assumption. Thus,
reasonable results differing from those presented in this letter could have been developed by selecting
different assumptions based on a different judgment of future events. Future contribution levels may
change as a result of future changes in the actuarial methods and assumptions, the membership data,
the plan provisions and the legislative rules, or as a resuit of future experience gains or losses. None of
these changes have been anticipated at this time, but will be revealed in future actuarial valuations.

V:\Catalyst Paper Corporatio - 100605\ \RET\220366.05,11 ~ Projections and Funding Strategy\Exec - DeliSuppOpinion_Solvext_SalPlan.doc Page3of4

2

P
e

{')



P

250

July 26, 2011 e

The information contained in this letter was prepared for Catalyst Paper Corporation, for its internal use
and for filing with the Financial instititions Commission of BC, in connection with Towers Watson's
actuarial valuation of the Plan. This letter is not intended or necessarily suited for other purposes.

Further distribution of all or part of this report to other parties (except where such distribution Is required
by applicable legistation) or other use of this report is expressly prohibited without Towers Watson's prior -
written consent.

Towers Watson Canada Inc.

Sincerely,

S
R OF Tt

Omicif

Jaime
FCIA

Vancouver, BC
July 26, 2011

“¢c: Brian Baarda — Catalyst Paper Corporation

V:\Catalyst Paper Carparatio - 100605\ NRET\220368,05.11 - Projections and Funding Strategy\Fxec - DeliSuppOpinion_Solviixt_SalPlan.doc Page 4 of 4
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July 27, 2011

Peter Staiger

Catalyst Paper Corporation
2™ Floor, 3600 Lysander Lane
Richmond, BC

V7B 1C3

Dear Peter:

CATALYST PAPER CORPORATION RETIREMENT PLAN FOR SALARIED
EMPLOYEES —~ CIBC MELLON ACCOUNT FCLF4415002

As requested, the purpose of the letter is to provide information on the remittance of
employer contributions to the defined benefit provision of the Catalyst Paper
Corporation Retirement Plan for Salaried Employees (the “Plan”) fund in respect of each
of the past three years. The timing and amount of these remittances are as follows:

Employer Contributions in Respect of Calendar Year 2008

’ ' Date of * Normal Going Concem Solvency Total
. Time Period Rsmittance Cost Amortization Amortization Contribution

1* Quarter 2008 April 2008 $ ] 631,105 § 488,972 § 2712922 § 3,832,999
2 Quarter 2008 July 2008 631,105 488,972 2,712,922 3,832,999
3% Quarter 2008 October 2008 631,108 488,972 2,712,922 3,832,999
4" Quarter 2008 ' January 2009 507,702 395,534 3,645,489 4,548,725
Adjustrnent required due to

filing of new valuation December 2008 6,986 (280,314) 2,797,707 2,624,379
Total Remitted $ 2,408,003 $ 1,582,136 § 14,581,962 § 18,572,101

CATEMPWNOTES782185\-5559143.00C

1066 West Hastings Street, The Oceanic Plaza, Sulte 1600, Vancouver, BC V6E 3X1
CIBC MELLON GLOBAL SECURITIES SERVICESCOMPANY | 1.1 604-688-4330 Fax 604-688-0354 www.cibcmellon com

CIBC Metlon is a icensed user of the CIBC trade-mark and certain BNY Meflon trade- marks.
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Employer Contributions in Respect of Calendar Year 2009

) Dateof | Normel Going Concern Solvency Total
Time Period Remittance Cost Amortization Amortization Contribution
1* Quarter 2009 Aprii2008 § 600,255 § 395534 § 1,903,015 2,898,804
2™ Quarter 2009 September 2009 800,255 385,634 1,803,015 2,808,804
37 Quarter 2009 Ogctober 2008 600,256 395,534 571,658 1,867,447
4™ Quarter 2009 " January 2010 {13,756) 305,534 571,658 953,436
Total Remitted $ 1,787,008 § 1,582,136 § 4,949,346 § 8,318,491

Employer Contributions in Reépect of Calendar Year 2010

Date of Normal Going Concem Solvancy Total

Time Period Remittence Cost Amortization Amortization Contribution
1" Quarter 2010 April2010  § 95768 3 395,534 $ 571,658 § 1,062,950
2™ Quarter 2010 July 2010 95,758 395,534 571,658 1,062,950
3™ Quarter 2010 Octaber 2010 95,758 395,534 571,858 1,062,950
4" Quarter 2040 January 2011 {43,906) 395,534 571,658 923,286
Total Remitted ) 243,368 $ 1,562,136 § 2,286,632 $ 4,112,136"

Employer Contributions in Respect of Calendar Year 2011

Date of Normal Going Concem Solvency Total
Time Period ) Remittance Cost Amortization Amortization Contribution

1* Quarter 2011 Apil 2011 § 7561 § 395,534 § 571,658 § 974,753

In addition to the above employer defined benefit normal cost and amortization
contributions, Catalyst Paper Corporation remitted the following amounts as transfer
deficiency payments in the past three years:

B $14,656 remitted in December 2008;

CATEMPINOTES7B2186\~5569143.000
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Sincerely,

—— N

1\

Margaret Barrett, CIBC Mellon

cc.  Brian Baarda ~ Catalyst Paper Corporation

\.. 2%/
o
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Employer Contributions in Respect of Calendar Year 2009

Date of Going Concem Solvency Total
Time Period Remittence Amortization Amortization Contribution
1* Quarter 2009 Apiil2008 § 28,778 148,732 § 178,510
2™ Quarter 2009 September 2009 28,778 149,732 178,510
3™ Quarter 2009 October 2008 28,778 45,418 75,187
4™ Quarter 2009 January 2010 28,778 46,419 75,187
Total remitted $ 115112 392302 § 507,414
Employer Contributions in Respect of Calendar Year 2010

Date of Going Concemt Solvency Total
Time Period Remittance Amortization Amontization Contribution
1* Quarter 2010 Aprif3010  § 28,778 46419 § 75,197
2™ Quarter 2010 July 2010 28,778 46,418 75,196
3 Quarter 2010 October 2010 . 28,778 46,418 75,186
4" Quarter 2010 January 2011 28,778 46,418 75,196
Total remitted $ 115,112 185673 § 300,785
Employer Contributions in Respect of Calendar Year 2011

Date of Going Concem Solvency Total
Time Period Remittance Amortization’ Amorlization Gontribution
1% Quarter 2011 Aprit2011 § 28,778 46418 § 75,186

CATEMPWOTES782185-0440076.00C
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July 27, 2011

Peter Staiger

Catalyst Paper Corporation
2™ Floor, 3600 Lysander Lane
Richmond, BC

V7B 1C3

Dear Peter:

CATALYST PAPER CORPORATION RETIREMENT PLAN “A”
CIBC MELLON ACCOUNT FCLF4416002

As requested, the purpose of the letter is to provide information on the remittance of
employer contributions to the Catalyst Paper Corporation Retirement Plan *A” fund in
respect of each of the past three years. The timing and amount of these remittances
are as follows:

Employer Contributions In Respect of Calendar Year 2008

. Date of Golng Concem Solvency Total
Time Poriod Remittance Amoriization - Amortization Contribution
1" Quarter 2008 April2008 § 43,751 $ 194,287 § 238,038
2™ Quarter 2008 July 2008 43,751 194,287 238,038
3™ Quarter 2008 October 2008 43,751 . 194,287 238,038
4" Quarter 2008 January 2009 {16,142) 384,076 347,934
Total remitted $ 115,111 $ 946,937 § 1,062,048

CATEMPWOTES762185\-0440076.00C

1066 West Hastings Street, The Oceanic Plaza, Sulte 1600, Va couver, BC V6E 3X1
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Mr. P. Staiger | : | o
July 25, 2011 } '
Page 3.

m  $40,700 remitted in February 2009; and

" $33,853 remitted in March 2009.

Sincerely,

e — })&Q 2%/l/

Margaret Barrett, CIBC Mellon

cc.  Brian Baarda — Catalyst Paper Corporation

CATEMPNOTES782185:-5569143.000
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Catalyst Paper Corporation
2nd Floor, 3600 Lysander Lane

ERIVATE & CONFIDENTIAL e e counse

This application is supplied to FICOM on a confidential o e " oo
basis and contains sensitive commercial and financial - ‘
information about Catalyst. Disclosure of this information

to third parties could significantly impact our competitive

position or interfere with our negotiating position with third

parties. Please ensure that this information is provided to

FICOM personnel only on a need to know basis.

July 27, 2011 , )

Abraham Koomson

Senior Analyst, Pensions

Financial Institutions Commission, British Columbia
1200 - 13450 102nd Avenue

Surrey, BC V3T 5X3

Dear Mr. Koomson:

APPLICATION FOR SOLVENCY EXTENSION

CATALYST PAPER CORPORATION RETIREMENT PLAN FOR SALARIED EMPLOYEES —
REGISTRATION NO. P085400

CATALYST PAPER CORPORATION RETIREMENT PLAN “A” — REGISTRATION NO. P08599%4

Further to Bulletin PEN-09-001, Guidelines for Requests for Solvency Extension for Defined Benefit
Pension Plans, please accept this letter as our application to the Superintendent for an extension of the
time period required to amortize the statutory solvency deficit as at December 31, 2010 as required under
Section 6 of the Pension Benefits Standards Act ("PBSA”) for both the Catalyst Retirement Plan for
Salaried Employees (the “Salaried Plan”) and Catalyst Paper Corporation Retirement Plan “A" (“Plan A"

The Competitive Landscape

Over the last decade, our industry has experienced a continuous decline, punctuated by occasional
drops, in North American demand for newsprint and also directory paper - two. primary products
manufactured in our paper mills. Paper companies such as ours have reduced or idled capacity and
focused on improving costs in response. The outlook for these commodity grades is for further declines in
demand over the longer term and periodic weakness as North American production or capacity needs to

" adjust to the reduced demand. Companies or mills who cannot, or whose stakeholders will not allow
them to, adapt will be unlikely to survive. ' '

Against this background and since the global economy shifted into recession in late 2008, some of our
. key competitors succumbed to financial pressures and filed for bankruptcy protection under the applicable
courts in the US and or Canada. These competitors includé AbitibiBowater, White Birch Paper, SP

Towers Watson Canada Inc. No. 061488-2
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Newsprint, St Marys Paper, and Blue Heron Paper. Over the last few years, we have relentlessly
pursued cost-cutting opportunities across all aspects of our business and have so far avoided the need to
file for bankruptcy protection. Our competitors are starting to emerge from creditor protection financially
stronger and positioned to take full advantage of reduced cost and debt levels.

The largest competitor in our industry, AbitibiBowater Inc.. was granted very significant solvency funding
relief as part of agreements with the provinces of Ontario and Quebec. These agreements set
AbitibiBowater's pension funding contribution to a very manageable level over the next 10 years and
combined with reduced levels of debt provide a substantial competitive advantage over companies like
Catalyst Paper.

We feel it is important to understand the extent of funding relief that has been granted by other
jurisdictions and specifically fo AbitibiBowater. The summary which follows is based on the information
presented in Ontario regulation 196/11 and other documents. The agreements cover 15 pension plans
(10 registered in Quebec, 5 in Ontario) covering union, salaried and executive members.

For the period from 2011 to 2020

AbitibiBowater is to contribute, in aggregate in respect of the solvency deficit of these 15 plans, $50
million for each year from 2011 through 2020. Absent the agreements, the funding requirement would be
over $150 million per year. The aggregate deficit for the 15 plans is in the order of $1.5 billion.
Accordingly, the $50 million in annual contributions over 10 years will only fund one third of the current
deficit. The expected target solvency funded ratio at the end of 2020 will remain significantly less than
100%. :

Starting in 2013

Beginning in 2013, if the plan's aggregate solvency ratio falls below a specified target for a year,

AbitibiBowater must make an additional contribution equal to the lesser of 15% of free cash flow or $15

million per year. The target solvency ratio is the aggregate solvency ratio for all 15 of the plans as at
December 31, 2010 with no scheduled improvements prior to 2104, then 1% in each of 2014 and 2015,

2% in 2016, 3% in 2017, 5% in 2018, 8% in 2019 and 10% in 2020. The cumulative target improvement

in the solvency ratio by December 31, 2020 is 30%.
Starting in 2016

Beginning in 2016, if the plan's aggregate solvency ratio is more than 2% below the target for that year
and if the benefits payments exceed a certain threshold, AbitibiBowater must make a supplemental
contribution equal to the amount the benefit payments exceed the prescribed threshold. This
supplemental contribution must be paid as a lump sum in the first year (2016} and is fimited to $25 million.
After 2016, there is no limit on this supplemental contribution, but it may be amortized over three years as
opposed to being remitted in one lump sum. The test for the benefit payments is triggered if the sum of all
the unfunded benefits payments paid by the fund is greater than the sum of all the contributions made to
the fund since 2011. ’ A

After 2015

Additional confributions may be. required if the Superintendent considers such measures to be
appropriate based on the financial condition of AbitibiBowater.

dgrovesidasktopisolvencyreliefappln 201 1jul2?.doc Page 20f 10




Other requirements
There are also a number of other requireménts - not all directly related to the pension plans, such as:

®  AbitibiBowater must not 'pay a dividend at any time when the weighted average solvency ratio of the
pension plans is less than 80%

® - AbitibiBowater must make a $75 additional contribution over four years for each metric ton of
capacity reduced in the event of downtime of more than 6 consecutive months; and

e The head office for AbitiviBowater and related functions must be maintained in Quebec and
AbitibiBowater must make certain investments in the province.

Balancing the Interest of All Parties

We understand that your office must balance the interests of all parties and that many of our retirees
would have some concerns regarding the impact of funding our deficit over a longer period of time.
However, we wish to point out that while all retirees continue to receive pension benefits under the plans
and the requirements of the British Columbia PBSA, significant sacrifices have been made by our active
employees. We have gone through workforce reductions, frozen salaries for management and salaried
staff and reduced or eliminated salaried and retiree benefits.

The chart below illustrates the extent of the changes in our employee base, including the acquisition of a
mill in Snowflake, Arizona in April 2008, over the last 4 % years:

Active Employees (Salaried and Hourly)
Total December 2006 June 2011
Crofton BC 975 542 -
Elk Falls BC 993 7
Powell River BCG 681 396
Port Alberni BC 558 313
Snowflake Ariz 0 296
Nanaimo BC ' 0 37
Richmond BC 218 137
Fibre Supply (BC) 25 <]
Sales — USA 24 . 15
PRD Coquitlam BC 74 - : 5
SDC Surrey BC 107 76
Total 3655 1830

The chart reflects the permanent closure announced in July 2010 of our Elk Falls paper mill near
Campbell River. The paper facility had been indefinitely curtailed in February 2009 and the pulp mill at the
same site had been closed in 2008. The paper mill was closed in light of persistent weak markets for
commodity paper grades combined with uncompetitive manufacturing costs, including labour, municipal
taxes, fibre, and other input costs. The closure was a significant event and a difficult outcome for our mill
employees and families, for the community, and for our company.

Effective January 1, 2010, active salaried employees participating in the defined benefit (DB) plan ceased
to accrue benefits under the DB segment of the plan and began to participate in the defined contribution
(DC) segment of the plan. Also, effective January 1, 2010, the company contribution level under the DC

cusersMgravesdeskiopisalvencyreliefappl 201 Ljulz7.doc Page 3 of 10
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segment of the Salaried Plan was reduced from 7% to 5% of pensionable earnings. Annual vacation
entitliements were limited to 5 weeks per employee and supplemental vacation benefits eliminated on a
prospective basis. Extended health and other benefit plans payable both during an employee's working
career as well as during retirement were reduced or eliminated. In February 2010, the company
announced changes to its benefit plans for current retirees which included the replacement of the current
extended health benefits program with provision for the lower cost program available to employees in

active employment. A 50/50 cost sharing arrangement was introduced for BC Medical Services
Premiums for both active and retired employees.

Funded Position of the Plans

The funded position of the Salaried Plan and the Plan A as at December 31, 2010 is as follows:

(in $000’s) A Salaried Plan * Plan A

Going Concern Basis

Value of assets $ 242,108  $ 12,603
Liabilities ) ' 265,437 13,118
Surplus (deficit) $ (23,328) $ (5615)
Funded ratio ‘ 91.2% 96.1%
Solvency Basis . ,

Value of assets $ 228,059 3 11,750
Liabilities 301,542 14,988
Surplus {deficit) : $ (73483) % (3,238)
Funded ratio |, 75.7% 78.4%

' Excluding the defined contribution provision of the Salaried Pian.

Details Regarding Solvency Extension Request

We are formally requesting an extension of an additional 10 years to the PBSA five-year requirement to
fund the new solvency deficit arising as at December 31, 2010, resulting in a solvency amortization period
of 15 years. The payments required under the current 5-year amortization schedule and under the
requested 15-year amortization schedule for each of the Salaried Plan and Plan A, based on the results
of the actuarial vaiuations as at December 31, 2010, are as follows. The existing schedules to fund the
previously established deficits have also been provided for information purposes.
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Salaried Plan

Current Amortization Schedules as at December 31, 2010

Month of last
payment Annual Present value as at
recognized in amortization December 31, 2010
Type of payment  Effective date calculation payment (at 4.5% per annum)
Going concern Jan. 1, 2004 - Dec.2017' § 1,582,137 $ 9,478,944
Going concern dan. 1, 2011  Dec.2015 1,338,057 5,972,267
Solvency Jul. 1, 2000 Dec. 2016 1,438,631 7,544,344
Solvency Jul. 1, 2009 Dec. 2017 848,001 5,080,568
Solvency Jan, 1, 2011 Dec. 2015 10,173,118 45,406,472
Total $ 15,379,944 $ 73,482,585

! The scheduled end date for the going concem amortization schedule established January 1, 2004 is
December 31, 2018. :

Revised Amortization Schedules as at December 31, 2010

‘ Month of last

: payment Annual Present value as at
. recognized in amortization December 31, 2010
Type of payment  Effective date calculation payment (at 4.5% per annum)

Going concern Jan, 1, 2004 Dec. 2018 $ 1,582,137 $ 10,610,081

Going concern Jan. 1, 2011 Dec. 2025 1,338,057 14,610,402

Solvency Jul. 1, 2009 Dec. 2016 1,438,631 7,544,344

Solvency Jul. 1, 2009 Dec. 2017 848,001 5,080,568

Solvency Jan. 1, 2011 Dec. 2025 3,263,744 35,637,190

Total $ 8,470,570 $ 73,482,585
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Plan A

Current Amortization Schedules as at December 31 , 2010

Month of last

payment Annual Present value as at

recognized in amortization December 31, 2010

Type of payment  Effective date ‘calculation payment {at 4.5% per annum)
Going concern Jan. 1, 2002 Mar. 2016 $ 115,111 $ 534,319
Solvency Jul. 1, 2009 Dec. 2016 159,043 834,040
Solvency Jul. 1, 2009 " Dec. 2017 26,632 159,658
Solvency Jan. 1, 2011 Dec. 2015 383,240 1,710,547
Total ‘ $ 684,026 $ 3,238,464

Revised Amortization Schedules as at December 31, 2010

Month of last

payment Annual Present value as at

recognized in amortization December 31, 2010

Type of payment  Effective date calculation payment (at 4.5% per annum)
" Going concern Jan. 1, 2002 Mar. 2016 $ 115,111 3 534,319
Solvency Jul. 1, 2008 Dec. 2016 159,043 ' 834,040
Solvency Jut. 1, 2009 Dec. 2017 26,632 159,558
Solvency Jan. 1, 2011 Dec. 2025 166,656 1,710,547

Total $ 457,442 3 3,238,464

“The valuation reports as at December 31, 2010 for the Salaried Plan and Plan A have been prepared
and, as you know, are required to be formally filed with your office by September 26, 2011. Advance
copies can be provided to you in conjunction with this request. Please find attached a Supplementary
Actuarial Opinion to each of these reports providing certification by our actuaries of the above revised
solvency amortization schedules of payments as being sufficient to fully amortize the respective solvency
deficiencies over the requested extended period. For your reference, the table below compares the
scheduled minimum contribution requirements towards the plans' deficits prior to and after the application
of the requested extension to the solvency amortization period:

Mgrovesideskiopisolvencyrelicfappln 201 1julz7.dos Page & of 10



Scheduled Minimum Required Contribution Towards Deficit

Salaried Plan Plan A

Year Prior to Solvency After Solvency Prior to Solvency After Solvency

Period Extension Period Extension Period Extension Period Extension
2010 $ 3,868,768 $ 3,868,768 $ 300,785 $ 300,785
2011 $ 15,379,944 $ 8,470,570 $ 684,026 $ 457,442
2012 $ 15,379,944 $ 8,470,570 $ 684,026 $ 457,442
2013 $ 15,379,944 $ 8,470,570 $ 684,026 $ 457,442
2014 - $ 15,379,944 $ 8,470,570 $ 684,026 $ 457442
2015 $ 15,379,944 $ 8,470,570 $ 684,026 $ 457442
2016 $ 3,868,769 $ 8,470,570 $ 211,977 $ 368,633
2017 $ 2,430,138 $ 7,031,939 $ 26,632 $ 183,288
2018 $ 0 $ 6,183,938 $ 0 $ 156,656
2019 $ 0 $ 4,601,801 $ 0 $ 156,656
2020 $ 0 $ 4,601,801 $ 0 $ 156,656
2021 $ 0 $ 4,601,801 $ 0 $ 156,656
2022 $ 0 $ 4,601,801 3 0 $ 156,656
2023 $ 0 $ 4,601,801 $ 0 $ 156,656
2024 $ 0 $ 4,601,801 $ 0 $ 156,656
2025 $ 0 $ 4,601,801 $ 0 $ 156,656

We are committed to funding the pension plan deficits as the Company’s financial circumstances
improve. To support this commitment, in combination with the solvency period extension, we will put
measures in place which result in additional contributions to the pension plans in years of strong company
financial performance. Further information is provided below.

When Company Posts Good Financial Results

In years we post improved financial results during the solvency extension period, a supplementary
contribution will be remitted to the pension plans to fund the plans' deficits. . The amount of this
supplementary contribution will increase incrementally based on a target financial metric.

Cash flow management is fundamental to the sustainability of our company. Accordingly, a key financial
metric we, and our stakeholders, use to measure improvements in our business is EBITDA (earnings
before interest, taxes, depreciation and amortization), which is an approximate measure of our company's
operating cash flow.

When EBITDA exceeds $120 miillion in a fiscal year, we will make a supplementary contribution to the
pension plans up to the cumulative amount we would have been required to make in the absence of
solvency relief. The amount of this contribution would be $1 million for every $10 million EBITDA
exceeds $120 million. For example, if EBITDA was $150 million, Catalyst Paper would contribute the

scheduled amortization payments plus an additional $3 million, in aggregate, to the Salaried Plan and
Plan A.
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FICOM CONSIDERATIONS IDENTIFIED IN BULLETIN PEN-08-001

The folléwing discussion addresses the specific factors identified in Bulletin PEN-09-001 for the
Superintendent’s consideration of solvency extension determinations:

1) Is the request for a solvency deficiency payment extension demonstrably in the best interests of plan
members?

The reduction in the annual required contribution requirement resulting from the extension of the
solvency deficiency payment period, combined with other measures Catalyst is currently
implementing, will improve cash flow and preserve liquidity, improving our ability to weather the
continuing difficult climate in our industry and continue our operations into the future. The continued
operations of Catalyst will provide needed direct employment opportunities to sustain the
communities in which it operates and future incomes, benefits and pension accruals for its employees
as well as Indirect employment in the suppliers to the company and communities in which the
company has operations or offices. An extension of the solvency amortization period is, over the long
term, in the best interests of its plan members.

2) Is the solvency deficiency the result of factors that were largely beyond the control of the plan
administrator?

The December 31, 2010 actuarial valuations are the first valuation reports filed with the regulators

following the economic downturn of 2008 and 2009. Similar to other pension plans, Catalyst plans'

. assets achieved historically significant investment losses during this period primarily due to

~ extraordinary events in the capital markets, such as the credit crisis fueled by sub-prime mortgages in

the United States and the failure or sale at discounted prices of large, long standing financial
institutions (Lehman Brothers, Merrill Lynch, Washington Mutual, Wachovia, etc.).

Catalyst Paper Corporation has made some changes to the plans' asset portfolios to help mitigate the

risk of experience similar losses in the future. A currency hedge program has been implemented to
attenuate. large currency movements and minimize large losses while allowing for participation in
currency gains. In addition, one of the foreign equity managers, AllianceBernstein, was replaced in
2009. The portion of the assets invested with AllianceBernstein were significantly affected by the
failure of certain financial institutions. This investment manager was replaced by JP Morgan, who we
consider to have better risk controls in place to limit extensive departures from the index that occurred
with Alliance Bemnstein.

Similar to most Canadian pension plans, Catalyst's pension plans are reasonably invested in a
diverse portfolio of Canadian fixed income assets, Canadian equities and foreign equities. Catalyst
Paper is currently considering implementing a journey planning strategy which will, over time, reduce
investment risk in the asset portfolio by making timely reductions in the equity investments and also
increasing the duration of fixed income assets to act as an increasing hedge of the pension
obligations.

3) Would the special payments normally required to eliminate the solvency deficiency result in severe
financial hardship for the plan sponsor, which can only be resolved through the solvency extension?

Our success depends on adequate liquidity and continued ability to finance growth. We are
committed to identifying and implementing every action possible to avoid another one of our BC mills
permanently closing.

The contribution requirement to the two pension plans is scheduled to increase from $4 million in
2010 to more than $16 million in 2011. This increase coupled with the impact of the strong Canadian
dollar and higher input costs (e.g. fossil fuels and chemicals) on an already challenging environment
for the paper business will put significant pressure on our operating earnings, cash flows and liquidity
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A reduction in our annual pension plan contribution requirements is a key component of our efforts to
manage our cash flow and preserve liquidity. We are hopeful that this measure, in combination with
the other efforts we have currently implemented will help us achieve the necessary reductions in our
cash flow requirements.

Has the p!én sponsor provided strong assurance of ifs ongoing ﬁnanc)‘al viablility for the period of the
solvency extension?

It is the belief of Catalyst management that the company and its BC mills can survive to benefit during
better economic times. We continue to focus on our cash flows and over the fast year and a half have
dealt with our nearest debt maturities. [n March 2010, we exchanged US$318.7 million in senior
notes due June 2011 for new secured notes due June 2016, and subsequently, in February 2011,
redeemed the remaining 2011 notes. In May 2010, we issued in a private placement $US110 million
of new senior secured notes due December 2016. In May 2011, we amended our asset-based loan
facility with an improved covenant structure and with reduced borrowing costs. OQur financial
covenants are manageable and we have no immediate debt maturities due.

Our outlook for 2011 is mainly unchanged from 2010. Paper demand has been weak in the first half
of 2011 but is expected to improve in the second half. Speciality paper prices are expected to
continue to improve slightly in the second half of 2011 but these will be offset by a strong Canadian
currency and inflationary pressures on inputs. Pulp markets were strong through the first half of 2011
but have seen a recent slowdown in Chinese buying interest. Pulp markets are expected to stablilize
or improve once buying interest from China resumes. :

Our financial results for the first half of 2011 have improved over the first half of 2010, despite losses
at two of our mills in May 2011 due to fires as well as extended maintenance downs. We have every
intention fo improve our performance in the second half of 2011, and return to profitability over the
long term in a very competitive industry.

Over the longer term, we continue to believe that BC, and in particular the BC Coast, can be an
attractive environment for low cost, viable paper mills provided that various stakeholders recognize
the competitive global environment the industry needs to operate in. Paper making requires. four key
inputs — access to competitively priced fibre, low cost energy, productive assets and a skilled
workforce. The BC Coast is well positioned with respect to all four of these requirements. It has one
of the lowest cost supplies of electricity in North America and is one of the only regions in North

America where availability of fibre is likely to grow over the next 3 to 10 years. The company has

been spending on maintenance or capital t6 keep its assets in a productive state. These advantages,
when combined with our product mix and the continued progress we expect o see on labour costs
and municipal taxes, should assist Catalyst in continuing its operations on the BC Coast.

Does the plan administrator have a good record with respect to the plan administration and regulatory
filings? '

As part of Catalyst's plan governance process, the Retirement Plan Committee annually reviews the
plans’ compliance with respect to the provisions of the plans, the Pension Benefits Standards Act and
the Income Tax Act (Canada). This review is documented in a report referred to as the “Compliance
Checklist”, If any areas of non-compliance are identified during this review, corrective actions are
discussed and immediately implemented, as required.

As you are aware, in early 2009, FICOM completed an onsite examination of the plans. The
examination addressed the plans’ investment activities, actuarial reports, plan governance, record
keeping and regulatory compliance. The examination indicated that the plans are well managed
overall and had identified only two areas of concern: the Salaried Plan's priority payout provisions
relating to the allocation of assets on plan termination and documentation relating to the securities
lending practices in the plans’ Statement of Investment Policies and Procedures. Catalyst has since
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addressed both of these issues and amended the Salaried Plan document and the Statement of
Investment Policies and Procedures per FICOM's recommendations.

Have all required contributions and special payments {o the plan’s fundholder been remitted within
the regulatory deadlines?

All required contribution and special payments have been remitted to CIBC Mellon, the plans’ trustee,
within the regulatory deadlines. A report from the plans’ trustee, CIBC Mellon, is attached confirming
the remittances of the required contributions and special payments as well as showing the timing and
amount of each transaction for.each of the past three years.

Has the plan administrator reviewed the form and design of its plan to ensure that the benefits are
affordable? ' '

The defined benefit provision of the Salaried Plan has been closed to new membership since 1994
and all new entrants are enrolled in the defined contribution provision of the plan. As such, the bulk
of the plan membership is composed of retirees and beneficiaries. In respect of the existing active
DB membership, effective January 1, 2010, the DB plan was closed for future service and all existing
active DB members began participating in the DC plan. Only benefits in respect of service accrued
prior to January 1, 2010 remain in the DB plan. Also effective January 1, 2010, the employer
contribution rate under the DC plan was reduced from 7% of eligible eamings to 5% of eligible
earnings. We believe that we have exhausted all possible changes to the design of the Salaried Plan
that would reduce the cost of this plan.

Plan A has no active members. There are no possible plan design changes that would reduce the
cost of this plan.

Other Application Requirements

Further to the application requirements specified in Bulletin PEN-09-001:

Please find enclosed copies of the Company financial statements for the last three years of
operations. :

We confirm that we will not increase plan benefits during the solvency deficiency period without the
written approval of the Superintendent. '

We would like to meet with you to discuss our request and the reasons for it in person. Please contact
me by email at brian.baarda@catalystpaper.com or (604) 247-4710 to arrange a convenient time.

A

Brian Baarda
Vice President, Finance and Chief Financial Officer

Attachments: Aciuarial Certifications

Copies of Company financial statements for last three years
Reports from CIBC Mellon on remitiance of contributions
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Staiger, Peter (Richmond)

From: . Omichinski, Jaime (Vancouver) [jaime.omichinski@towerswatson.com)

Sent: Wednesday, August 03, 2011 4:44 PM ,

To: Abraham.Koomson@ficombce.ca ,
Ce: Staiger, Peter (Richmond); Mercier, Bernard N (Vancouver); Wach, Michael (Vancouver)
Subject: Catalyst Paper Corporation - Application for solvency extension

Attachments: SuppOpinion_SolvExt_PlanA_10 yrs.pdf; SuppOpinion_SolvExt_SaiPlan_10yrs.pdf

Hi Abraham,

Further to your request, please find attached Supplementary Opinions for the Salaried Plan
and Plan A in respect of a 10-year amortization period.

Please note I will be away from the office commencing tomorrow and returning on August 17,
2011. If you should have any guestions or require any additional information during my
absence, please contact Michael Wach at (664) 691-1077.

Regards,
Jaime

Ms. Jaime Omichinski, FCIA, FSA
Senior Consultant

Towers Watson ;
' Suite 1600, 1100 Melville Street
Vancouver, BC V6E 4A6
Direct 604 691 1006
Main 604 691 1009
Fax 604 691 1062

Notice of Confidentiality

This transmission contains information that may be confidential. It has been prepared for
the sole and exclusive use of the intended recipient and on the basis agreed with that
person. If you are not the intended recipient of the message (or authorized to receive it
for the intended recipient), you should notify us immediately; you should delete it from your
system and may not disclose its contents to anyone else.

This e-mail has come to you from Towers Watson Canada Inc.
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TOWERS WATSON (A : 1100 Mavita S
\éf:‘z?aver, B.C. VEE 4A8 e

T +1 604 691 1000

towerswatson.com

August 3, 2011

“Abraham Koomson
Senior Analyst, Pensions
Financial Institutions Commission, British Columbia
1200-13450 102nd Avenue

-Surrey, BC V3T 5X3

Dear Mr. Koomson'

CATALYST PAPER CORPORATION RET!REMENT PLAN FOR SALARIED EMPLOYEES -
REGISTRATION NO. P085400

Further to your request, the purpose of the letter is to provide an actuarial certification of the schedule of
solvency amortization payments resulting from an extension of the solvency amortization period to 10
years for the Catalyst Paper Corporation Retirement Plan for Salaried Employees (the “Plan”). This letter
addresses the defined benefit component of the Plan only.

Actuarial Basis, Membership Data and Plan Provisions

The membership data, actuarial assumptions and methods and plan provisions are the same as those
used for the actuarial valuation as at December 31, 2010. The discount rate used for determining the
solvency amortization payments is 4.50% per year. Further details on the actuarial basis, the
membership data and the plan provisions can be found in Appendix B, Appendix C and Appendix D of the
December 31, 2010 valuation report, respectively. ’

Amortization Schedules

As disclosed in the December 31, 2010 valuation report, the statutory solvency deficiency revealed at
December 31, 2010 together with the remaining statutory solvency deficiencies from the previous
actuarial valuations must be liguidated by the employer amortization payments at least equal to the
amount, payable quarterly in arrears, and for the periods set forth below in order to comply with the
Regulation to the Pension Benefits Standards Act (British Columbia):

Towers Watson Caneda inc. No. 061488-2

ViCatalyst Paper Corparatic - 100606\11\RET220365.05.11 - Projections and Funding Sirategy\Exec - DefviSuppOpinion_SoivEx_SaiPlan_10yrs_rev.doc Page 1 of 4
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Five-Year Amortization Schedules as at December 31, 2010
Nonth of last
payment Annual Present value as at
recognized in amortization December 31, 2010
Type of payment  Effective date calculation payment  (at4.5% per annum)
Going concemn Jan. 1, 2004 Dec. 2017 $ 1582137  § 9,478,944
~(oing concemn Jan. 1, 2011 Dec. 2015 1,338,057 5,972,257
Solvency Jul. 1, 2009 Dec. 2016 1,438,631 7,544,344
Solvency Jul. 1, 2009 Dec. 2017 848,001 5,080,568
Solvency Jan. 1, 2011 Dec. 2015 10,173,118 45,406,472
Total $ 15,379,944 3 73,482,585

! The scheduled end date for the going concern amortization schedule estabhshed January 1, 2004 is
December 31, 2018.

The employer contributions, payabie quarterly in arrears, required to liquidate the statutory solvency
deficiency revealed at December 31, 2010 together with the remaining unfunded actuarial liability and
statutory solvency deficiencies from the previous actuarial valuations, over a solvency period of 10 years,
are as follows:

Ten-Year Amortization Schedules as at December 31, 2010

Month of last :
payment Annual Present value as at

recognized In amortization December 31, 2010
Type of payment  Effective date calculation payment  (at 4.5% per annum)
Going concern Jan. 1, 2004 Dec. 2018 3 1,582,137 $ 10,610,081
Going concern Jan. 1, 2011 Dec. 2020 ‘ 1,338,057 10,764,700
Solvency Jul. 1, 2009 Dec. 2016 1,438,631 7,544,344
Solvency Jul. 1, 2009 Dec. 2017 848,001 5,080,568
Solvency dan. 1, 2011 Dec. 2020 4,907,743 39,482,892
Total $ 10,114,569 $ 73,482,585

Estimated Solvency Ratio for Ensuing Three Years

Our calculations are based on an extrapolation of the valuation results for the Salaried Plan as at
December 31, 2010. The extrapolation is based on expected benefits, expected service costs (where
applicable), expected cash flows and an expected investment return of 4.5% per year. No asset or
liability gains or losses have been assumed.

The estimated solvency ratio assuming a 5-year and a 10-year amortization period for the current
valuation year and the ensuing years is provided below: .

ViCatalyst Paper Corporatio - 100606\ \RET\220368.05.11 - Projections and Funding Strategy\Exec - DefinSuppOpinion_SoivExt, SalPian_10yrs_rev.doc Page2af4
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Amortized Over Amortized Over
Projection Date 10 Years 5 Years
December 31, 2010 75.6% 75.6%
December 31, 2011 77.2% 79.1%
December 31, 2012 79.0% 82.9%
December 31, 2013 81.1% 87.2%

Certification

In our opinion, for the purpose of determining the schedule of solvency amortization payments resulting
from the extension of the solvency amortization period from 5 years to 10 years and the projection of the
solvency ratios, the data are sufficient and reliable, the assumptions are, in aggregate, appropriate and
the methods employed are appropriate. This letter has been prepared, and our opinion has been given,
in accordance with accepted actuarial practice in Canhada. :

The results shown in this letter are reasonable actuarial results reflecting the actuaries’ judgment of future
events. However, a different set of results could also be considered reasonable actuarial results since
accepted actuarial practice does not prescribe a single "best-estimate” for each assumption. Thus,
reasonable results differing from those presented in this letter could have been developed by selecting
different assumptions based on a different judgment of future events. Future contribution levels may
change as a result of future changes in the actuarial metheds and assumptions, the membership data,
the plan provisions and the legislative rules, or as a result of future experience gains or losses. None of
these changes have been anticipated at this time, but will be revealed in future actuarial valuations.

VACatalyst Paper Corporatio - 100605V {\RET\220368,05.11 - Projecions and Funding Strategy\Eec - DeliviSuppOpinion_SoivExt_SalPlan_10yrs_rev.doc Page3of 4



TOWERS WATSON LA/ | M. A, Koomson

August 3, 2011

The information contained in this letter was prepared for Catalyst Paper Corporation, for its internal use
and for filing with the Financlal Institutions Commission of BC, in connection with Towers Watson's
actuarial valuation of the Plan. This letter is not intended or necessarily suited for other purposes.
Further distribution of all or part of this letter to other parties (except where such distribution is required by
applicable legislation) or other use of this letter is expressly prohibited without Towers Watson's prior
written consent.

Towers Watson Canada Inc.

Sincerely,

(LA

Michael Wach
FCIA

Vancouver, BC
August 3, 2011

cc: Brian Baarda — Catalyst Paper Corporation

V:\Catalyst Paper Corporatio - 100805\ 1\RET\220368.05.11 - Projections and Funding Strategy\Exac - DaliiSuppOpinion_SolvExt_SalPlan_10yrs_rev.doc Paga4of 4
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From: Staiger, Peter (Richmond)

Sent Wednesday, August 03; 2011 3:38 PM

To: Koomson, Abraham FIN:EX; michael.peters@ficombc.ca

Ce: Baarda, Brian (Richmond); Adderley, David (Richmond)
Subject: : Solvency Funding Relief - follow up to meeting of August 3, 2011
Attachments: JOURNEY PLAN —.ppix

Private & Confidential »

Dear Mr. Koomson

At our meeting today, we undertook to provide you with additional information as follows.

1)

Letters of Credit — you asked whether the compahy could provide a letter of credit as an alternative approach to
the requested funding relief.

Our current corporate or plan sponsor focus is on improving cash flows, improving liquidity and reducing costs.
Our liquidity is comprised of two items, cash and availability on the ABL revolver with the banks. Our cash
balance is currently at minimal operating levels. As disclosed in our 2011 Second Quarter Report, availability on
our ABL revolver as at June 30, 2011 was $106.2 million. Letters of credit reduce availability on our ABL
revolver; such a reduction has an adverse impact on our overall liquidity. Accordingly, we do not consider
letters of credit a viable alternative for Catalyst Paper. ' '

Journey Plan - you asked for further details on the “Journey Plan” or phase in of a “Liability Driven Investments”
approach.

Attached is a one page slide which provides an overview of the “Journey Plan”. Under this plan the
duration/interest hedge will increase from the current 3.7/32% to 5.0/43% once arrangements are in place with
the fixed income manager. Thereafter, the duration/interest hedge will be increased to 7.1/99% in five steps
with each 5% improvement in the solvency ratio starting at 80%. In addition, the portion of assets aliocated to
return seeking assets, i.e. equities or real estate, will be decreased from 60% to 20% in four steps with each 5%
improvement in the solvency ratio starting at 85%.

Ten- Year Amortization Schedule as at December 31, 2010 — you asked for ten year amortization schedules in
addition to the five year and fifteen year schedules provided with the request.

TowersWatson is preparing and will forward to you shortly.

Again, thank you for your consideration of our request. If you require any further information, please let us know.

Regards,

Peter M Staiger
Vice President and Treasurer
Catalyst Paper Corporation
2nd Floor, 3600 Lysander Lane
Richmond, BC V7B 1C3

el: 604-247-4372



This e-mail communication is confidential and may be legally privileged. If you are not the intended recipient, please notify
me by return e-mail or by telephone and delete this communication and any copies immediately. Thank you. - 2 .
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Catalyst

Catalyst Paper Corporation
2nd Floar, 3600 Lysander Lane
September 30, 2011 Richmond, British Columbia
. Canada V78 1C3
Abraham Koomson
Senior Analyst, Pensions }
Financial Institutions Commission, British Columbia
1200 - 13450 102nd Avenue
Surrey, BC V3T 5X3

Tel: 604 247 4400
Fax: 604 247 0512

Dear Mr. Koomson:

REQUEST FOR EXTENSION OF TIME PERIOD FOR CONTRIBUTION REMITTANCE
CATALYST PAPER CORPORATION RETIREMENT PLAN FOR SALARIED EMPLOYEES —
REGISTRATION NO. P085400

CATALYST PAPER CORPORATION RETIREMENT PLAN “A” — REGISTRATION NO. P085994

Further to our discussions, and in accordance with Section 6 of the Pension Benefits Standards Act
(“PBSA”), please accept this letter as application to the Superintendent to extend the time period for
remitting the retroactive past service contributions required as a result of the recent filing of valuation
reports for both the Catalyst Retirement Plan for Salaried Employees (the “Salaried Plan”) and Catalyst
Paper Corporation Retirement Plan “A” (“Plan A").

As you are aware, we have made an application to the Superintendent for an extension of the time period
required to amortize the statutory solvency deficit as at December 31, 2010 for both the Salaried Plan and
Plan A. ltis our understanding that this application is currently under review. in the interim, we filed the
required triennial actuarial valuation reports as at December 31, 2010 for the Salaried Plan and Plan A.
These reports revealed additional statutory solvency deficits as December 31, 2010, and subsequently,
increased solvency deficit funding requirements retroactive to January 1, 2011.

We request that the change in the solvency deficit funding requirements resulting from the statutory
solvency deficit as at December 31, 2010 be deferred until the Superintendent makes a decision in
respect of our application for the solvency period extension. Until such time, we would continue to remit
solvency special payments in accordance with the previously filed actuarial valuation reports as at
December 31, 2007 for the Salaried Plan and Plan A and the solvency relief granted by the
Superintendent in July 2007.

Note that, as discussed, the actuarial valuation reports as at December 31, 2010 for the Salaried Plan
and Plan A recently filed with your office included an adjustment for solvency asset smoothing. In the
event our application for an extension of the time period required to amortize the statutory solvency deficit
‘as at December 31, 2010 for the plans is granted by the Superintendent, we confirm we will file revised
reports as at December 31, 2010 with your office removing the adjustment for solvency asset smoothing.

Should you have any questions or require any further information, please do not hesitate to contact me.
Regafds,

-

Brian Baarda
Vice President, Finance and Chief Financial Officer
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QOctober 4, 2011
Plan Number: P085400-1

Mr. Brian Baarda,

Catalyst Paper Corporation
3600 Lysander Lane
Richmond, BC V7B 1C3

Dear Mr. Baarda:
Re: Catalyst Paper Corporation Retirement Plan for Salaried Employees

Thank you for your letter of September 30, 2011 in which you request an extension to
the period for remitting special payments required as a result of the solvency deficiency
realized from the valuation report prepared at December 31, 2010.

From your discussion with my staff, you have requested an extension for making the
required payment for the first three quarters of 2011. As provided under section 6 of the
Pension Benefits Standards Act, | hereby extend the required payment date to
December 1, 2011 or 30 days after the decision of the Superintendent is communicated
to you, whichever is later. It is our expectation that we will be able to communicate the
decision of the Superintendent to you by October 31, 2011.

Should you have any questions, please contact Abraham Koomson at (604) 953-541 2.

Yours truly, -

Michael J. ieters
Executive Director, Pensions

P74320-Pens-Specifici40-8C-Plans\B5400tSolvency Extension\Payment pariod extension.docx ‘

« Superintendent of Financial Institutions 1200 -13450 102" Avenue
» Superintendent of Pensions Surrey, BC V3T 5X3

» Superintendent of Real Estate Telephone: 604 953-5300
o Registrar of Mortgage Brokers Facsimile: 604 953-5301

www.fic.gov.be.ca
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December 14, 2011
~ Plan Number: P085400-1
P085994-1

Mr. Brian Baarda

Catalyst paper Corporation
360 Lysander Lane '
Richmond, BC V7B 1C3

Dear Mr. Baarda:
‘ Re: . Catalyst Paper Corporation application for solvency extension

We acknowledge receipt of your letter of July 27, 2011 requesting an extension of the
time period required for amortizing the solvency deficiencies of the above pension plans
as required under the Pension Benefits Standards Act.

Section 6 of the Act provides the Superintendent with authority to extend the time within
~ which solvency payments are required to be made to amortize a solvency deficiency.
For the purposes of section 6 of the Act, | hereby grant an extension to the time limit for
making payments to amortize the deficiencies of the above plans as follows:

i. Catalyst will instruct the actuary for the pension plans to file a revised actuarial
_valuation report as of December 31, 2010, which will not use a smoothed value
of assets for the solvency valuation.

ii. Special Payments: - Catalyst will make the following annual special payments
towards liquidating the existing deficiencies of the plans as set out in the revised
December 31, 2010 valuation report:

Year Salaried Plan Plan A Total
2011 $ 10,114,569 $ 513,408 $ 10,627,977
2012 $ 10,114,569 $ 513,408 '~ $ 10,627,977
2013 $ 10,114,569 $ 513,408 $ 10,627,977
2014 $ 15,379,944 $ 684,026 $ 16,063,971
2015 $ 15,379,944 $ 684,026 $ 16,063,971
2016 $ 15,379,944 $ 595,218 $ 15,975,162
2017 $ 8,523,057 $ 262,561 $ 8,785,618
ol
o Superintendent of Financial Institutions 1200 ~ 13450 102™ Avenue
.+ Superintendent of Pensions Surrey, BC V3T 5X3
o Superintendent of Real Estate ) Telephone: 604 953-6300

Reglstrar of Mortgage Brokers Facsimile: 604 953-5301
) www.fic.gov.be.ca




ii. DC Plan: Catalyst will continue to fund the DC Plan at 5 per cent of earnings for
~ active members.

iv. Supplemental payments: Catalyst will make supplementary contributions to the
fund of $1 million for every $10 million EBITDA exceeds $100 million in any
fiscal year during the extension period.

© v. Solvency asset smoothing: The plans will not apply solvency asset smoothing
to solvency valuations during the period covered by this agreement.

vi. CCAA: If Catalyst files for CCAA protection alt conditions of the extension will be
. cancelled and any deferred amount will be considered due and owing.

vii. If Catalyst petitions for bankruptey or decides to cease operations as a going
concern, the Superintendent will consider the extension agreement rescinded,
and contributions and payments owmg to the plan are due and owing in
accordance with the statutory provisions with no extensnon pursuant to section 6
of the PBSA.

Y 1 Momtoring During the period of the extension, the plans will file annual funding
’ . updates by April 1, of each year.

Please contact Abraham Koomson at 604 953-5412 or Abraham.Koomson@ficombe.ca
if you have any questions conceming this matter.
Yours truly,
Cﬂ—w&-lkb—n-‘_% .

Carolyn Rogers
Supenntendent of Pensions

pc.  Mr. Bernard Mercier, Towers Watson

P:A74320-Pens-Spaciici40-BC-Flans\85400Solvency Extmhﬂ\kppmn for 2011\Supt's Lir Approving Ext.docx
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towerswatson.com

December 20, 2011

Abraham Koomson

Senior Analyst, Pensions

Financial Institutions Commission, British Columbia
1200-13450 102nd Avenue

Surrey, BC V3T 5X3

Dear Mr. Koomson:

CATALYST PAPER CORPORATION RETIREMENT PLAN FOR SALARIED EMPLOYEES -
REGISTRATION NO, P085400

Further to your request, the purpose of the letter is to provide an actuarial certification of the schedule of
solvency amortization payments resulting from an extension of the solvency amortization period for the
Catalyst Paper Corporation Retirement Plan for Salaried Employees (the “Plan”) set out in the letter from
the Superintendent of Pensions dated December 14, 2011. This letter addresses the defined benefit
component of the Plan only.

Actuarial Basis, Membership Data and Plan Provisions

The membership data, actuarial assumptions and methods and plan provisions are the same as those
used for the actuarial valuation as at December 31, 2010. The discount rate used for determining the
solvency amortization payments is 4.50% per year. Further details on the actuarial basis, the
membership data and the plan provisions can be found in Appendix B, Appendix C and Appendix D of the
December 31, 2010 valuation report, respectively,

Amortization Schedules

As disclosed in the December 31, 2010 valuation report, the statutory solvency deficiency revealed at
December 31, 2010 together with the remaining statutory solvency deficiencies from the previous
actuarial valuations must be liquidated by the employer amortization payments at least equal to the
amount, payable quartérly in arrears, and for the periods set forth below in order to comply with the
Regulation to the Pension Benefits Standards Act (British Columbia):

Towers Watson Canada inc.

V\Catalyst Paper Corporatio - 100605\1 1\RET\220368.05.11 - Projections and Funding Strategy\Exac - DeliiSuppOpinon_SolvExt_SaiPian_10yrs_20Dec11 doc Page 1 of 3
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TOWERS WATSON {(A_/

Five-Year Amortization Schedules as at December 31, 2010

Month of last

payment Annual Present value as at

recognized in amortization December 31, 2010

Type of payment  Effective date calculation payment (at 4.5% per annum)
Going concem Jan. 1, 2004 Dec. 2017 ' $ 1,582,137 $ 9,478,944
Going concemn Jan. 1, 2011 Dec. 2015 1,338,057 5,972,257
Solvency Jub. 1, 2009 Dec. 2016 1,438,631 7,544,344
Solvency Jul. 1, 2009 Dec. 2017 848,001 5,080,568
Solvency Jan. 1, 2011 Dec. 2015 10,173,118 45,406,472
Total $ 15,379,944 $ 73,482,585

' The scheduled end date for the going concern amortization schedule established January 1, 2004 is
December 31, 2018.

The employer contributions, payable quarterly in arrears, required to liquidate the statutory solvency
deficiency revealed at December 31, 2010 together with the remaining unfunded actuarial liability and
statutory solvency deficiencies from the previous actuarial valuations, over the solvency period set out in
the Superintendent's letter dated December 14, 2011, are as follows:

Amortization Schedules as at December 31, 2010 with Period Extension

Month of last
payment Annual Present value as at

recognized in amortization December 31, 2010
Type of payment  Effective date calculation payment (at 4.5% per annum)
Gaing concern Jan. 1, 2004 Dec. 2017 1,682,137 $ 9,478,944
Going concemn Jan. 1, 2011 Aug. 2017 1,338,057 7,682,882
Solvency Jul. 1, 2009 Dec. 2016 1,438,631 7,544,344
Solvency Jul. 1, 2009 Dec. 2017 848,001 5,080,568
Solvency Jan. 1, 2011 Dec. 2013 4,907,743 13,716,786
Solvency Jan. 1, 2014 Aug. 2017 10,173,118 29,979,061
Total $ 73,482,585
Total annual payment 2011-2013 $ 10,114,569
Total annual payment after 2013 16,379,944

' The final quarterly amortization payment for the going concern and solvency schedules ending August

2017 are $216,184 and $1,643,623 respectively.

V\Catalyst Paper Comporatio - 10060511 1\RET\220368.05.11 - Projections and Funding Strategy\Exec - DeliviSuppCpinion_SoivExt_SalPlan_10yrs_20Dect! doc Page20f3
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TOWERS WATSON {A_/ Mr A Kaomson

December 20, 2011

Certification

In our opinion, for the purpose of determining the schedule of solvency amortization payments resulting
from the extension of the solvency amortization period set out in the Superintendent's letter dated
December 14, 2011, the data are sufficient and reliable, the assumptions are, in aggregate, appropriate
and the methods employed are appropriate. This letter has been prepared, and our opinion has been
given, in accordance with accepted actuarial practice in Canada.

The results shown in this letter are reasonable actuarial results reflecting the actuaries' judgment of future
events. However, a different set of results could aiso be considered reasonable actuarial resuits since
accepted actuarial practice does not prescribe a single "best-estimate” for each assumption. Thus,
reasonable results differing from those presented in this letter could have been developed by selecting
different assumptions based on a different judgment of future events. Future contribution levels may
change as a result of future changes in the actuarial methods and assumptions, the membership data,
the plan provisions and the legislative rules, or as a resuit of future experience gains or losses. None of
these changes have been anticipated at this time, but will be revealed in future actuarial valuations.

The information contained in this letter was prepared for Catalyst Paper Corporation, for its internal use
and for filing with the Financial Institutions Commission of BC, in connection with Towers Watson's
actuarial valuation of the Plan. This letter is not intended or necessarily suited for other purposes.
Further distribution of all or part of this letter to other parties (except where such distribution is required by
applicable legislation) or other use of this letter is expressly prohibited without Towers Watson's prior
written consent.

Towers Watson Canada Inc.

Sincerely,

S A
Bernard Mercier
FCIA

Jaime 7(nichinski ,)
FCIA

Vancouver, BC
December 20, 2011

cc. Brian Baarda — Catalyst Paper Corporation

V:\Catatyst Paper Corporatio - 100605\1 1\RET\220368.05.11 - Projections and Funding Strategy\Exec - DeliviSuppQOpinion_SoivExi_SalPlan_10yrs_20Deci1.doc Fage 3of 3
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January 4, 2012 .
Plan Number: P085400-1
P085994-1

Mr. Bernard Mercier

Towers Watson ,
Suite 1600-1100 Melville Street
Vancouver, BC VBE 4A6

Dear Mr. Mercier:

Re: Catalyst Paper Corpora’uon Retirement Plan for Salaried Employees and
Catalyst Paper Corporatlon Retirement Plan “A”,

Thank you for filing the revised actuarial valuation reports for the above pension plans
prepared at December 31, 2010.

We have reviewed the reports and find them acceptable for the purposes of the Pension
Benefits Standards Act. The reports have been placed on file.

Thank you for working with us to develop options for Catalyst which recognizes the
need for a balance between the security of benefits of plan members as well as the
financial challenges facing the company. We have enjoyed tremendous amounts of
cooperation from both you and Brian which has made this difficult task a lot easier.
Please give me a call if we can be of any further assistance. We look forward to
receiving the 2011 financial update report by April 1, 2012.

Yours fruly,

Abraham Koomson
Senior Analyst, Pensions

pc.  Brian Baarda, catalyst paper Cdrporation/

PAT4320-Pans-Specificd0-BC-Plans\85400valuationsid0462-AVR 2010 Review-Lir.docx

+ Superintendent of Financial Institutions 4 1200 -13450 102™ Avenue
+ Superintendent of Pensions . Surrey, BC V3T 5X3

+ Superintendent of Real Estate Telephone: 604 953-5300
*

Registrar of Morigage Brokers Facsimile: 604 953-5301
. www.fic.gov.bc.ca -



——r Financial Institutions
COLUMBIA Commission

The Best Place on Eartl

February 7, 2012
Plan Number: P085400-1
P085994-1

Mr. Brian Baarda

Catalyst Paper Corporation
360 Lysander Lane
Richmond, BC V7B 1C3

Dear Mr. Baarda:

Re: Catalyst Paper Corporation application for solvency extension

We acknowledge receipt of Catalyst's letter of February 7, 2012 requesting an
extension of the time period required for amortizing the solvency deficiencies of the

above pension plans as required under the Pension Benefits Standards Act (the Act).

For the purposes of section 6 of the Act, | hereby grant an extension to the time limit for
making payments to amortize the deficiencies of the above plans as follows:

i. Special Payments: - Catalyst will make the following annual special payments
towards liquidating the existing deficiencies of the plans as set out in the revised
December 31, 2010 valuation report:

Year Salaried Plan Plan A Total

2011 $ 10,114,569 $ 513,408 $ 10,627,977
2012 $ 10,114,569 $ 513,408 $ 10,627,977
2013 $ 10,114,569 $ 513,408 $ 10,627,977
2014 $ 15,379,944 $ 684,026 $ 16,063,971
2015 $ 15,379,944 3 684,026 $ 16,063,971
2016 $ 15,379,944 $ 595,218 $ 15,975,162
2017 $ 8,523,057 $ 262,561 $ 8,785,618

ii. DC Plan: Catalyst will continue to fund the DC Plan vat'5 per cent of earnings for
active members.

A2
¢ Superintendent of Financial institutions 1200 - 13450 102™ Avenue
¢ Superintendent of Pensions Surrey, BC V3T 5X3
¢ Superintendent of Real Estate Telephone: 604 853-5300
¢ Registrar of Mortgage Brokers Facsimile: 604 953-5301

www.fic.gov.bc.ca



Vi.

Vii.

viii.

Supplemental payments: Catalyst will make supplementary contributions to the
fund of $1 million for every $10 million EBITDA exceeds $100 million in any
fiscal year during the extension period.

Solvency asset smoothing: The plans will not apply solvency asset smoothing

to solvency valuations during the period covered by this agreement.

Additional Payments Owing: Catalyst shall pay the amount of $1,100,000
rateably to the Salaried Plan and Plan A by way of payment of $550,000 on
March 18, 2012 and a further $550,000 on April 15, 2012. ,

Other than the payments set out and due at the dates described in paragraph v.
herein, there are no amounts considered due and owing to the Salaried Plan
and Plan A with regard to solvency deficiencies as of the date of this letter.

If Catalyst fails to make a payment as set out in paragraph i. or v. herein, without
consent for extension or non-payment from the Superintendent, the extension is
rescinded, and contributions and payments owing to the plan will be due and
owing in accordance with the statutory provisions with no extension, pursuant to
section 6 of the Act and section 35 of the Pension Benefits Standards
Regulation (the Regulation). And for clarity, all amounts payable in accordance
with section 35 of the Regulation less any amounts paid in accordance with the
extension in paragraph i. will be considered due and owing.

Monitoring: During the period of the extenéion, the plans will file annual funding
updates by April 1, of each year.

Please contact Abraham Koomson at 604 953-5412 or Abraham.Koomson@ficombc.ca
if you have any questions concerning this matter.

pc:

Yours truly,

C@—#—B‘:‘-f‘wb«ﬁ-\% .

Carolyn Rogers
Superintendent of Pensions

Mr. Bernard Mercier, Towers Watson
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May 25, 2012
Plan Number: P085400-1

Mr. Ken Burns
Lawson Lundell LLP
1600 cathedral Place
925 Westy Georgia Street
Vancouver, BC V6B 4N6
‘ ~ Dear Mr. Burns:
Re: Catalyst Paper Corporation Retirement Plan for Salaried Empléyees

Thank you for your letter of May 23, 2012 in which you submit a copy of the Board
‘Resolution to amend the above pension plan.

The amendment has been registered under the Pension Benefit Standards Act with an
effective date of May 24, 2012. This reflects the resolution to make the amendment
effective the date after an unsuccessful vote of the Company's proposed plan of
e arrangement under the Companles Creditors Arrangement Act.
A certlflcate of registration of the amendment is enclosed for your records.
| Please contact me at (604) 660-2637 if you have any questions.

Yours fruly,

Pt

Abraham Koomson
Senior Analyst, Pensions

- Enclosure

pc.  David Adderley, Catalyst Paper Corporation 1/
Brian Baarda, Catalyst Paper Corporation

P:\74320-Pens-Speciic\d0-BC-Plans\85400tamendments\201 130837-#2012-05-AmendLir.dock

e « Superintendent of Financial Institutions Suite 2800, Box 12116
' » Superintendent of Pensions 555 West Hastings Street
» Superintendent of Real Estate Vancouver BC V6B 4N6

« Registrar of Mortgage Brokers- ;eices?mnele‘ 324833,0533225
v acsimile: 604-

www.fic.gov.be.ca
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Plan Registration Number
P085400-1
Mr. David Adderley
Catalyst Paper Corporation : : CRA Number
3600 Lysander Lane.
Richmond, BC V7B 1C3 0212076
Name of Plan

Catalyst Paper Corporation Retirement Plan for Salaried Employees

Please be advised that amendment effective May 24, 2012 relating to the above pension plan is hereby
registered under the Pension Benefits Standards Act. '

-1 Administrator

Catalyst Paper Corporation. .

| Date of Issue

May 25, 2012 | _ /L:QmQ i-Dﬁ:

Michael J.(qeters '
Execuftive Director, Pensions

- PLEASE ATTACH THIS “NOTICE" TO YOUR “CERTIFICATE OF REGISTRATION” --

i

o ‘pc: " Ken Burns, Lawson Lundell LLP
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June 5, 2012

David L. Adderley

Vice President and General Counsel
Catalyst Paper Corporation

2nd Floor, 3600 Lysander Lane
Richmond BC V7B 1C3

Deér Mr. Adderley:

Thank you for submitting the “Proposal for Regulatory Assistance” (the “Proposal”) in réspect of
the Catalyst Paper Corporation Retirement Plan for Salaried Employees (the “Salaried Plan”).

I have reviewed your Proposal and the funding schedule set out in relation to Option 4 that -

* would provide solvency funding relief for the Salaried Plan along with the adoption of a special

portability election option that would give pensioners the right to elect to receive a commuted

“value payout that is proportionate to the Salaried Plan’s current solvency ratio with a top-up

equal to 8 percent of that payout. Iunderstand that the Proposal would apply to the Salaried Plan
regardless of whether Catalyst or another party was the employer sponsoring the Plan.

The Government recognizes the importance of Catalyst operations in the communities of
Powell River, Port Alberni, North Cowichan, Surrey and Richmond and the approximate 1,600
jobs with Catalyst in those communities.

We also understand the concerns that members of Catalyst’s Salaried Plan have in relation to the
outcome of Catalyst’s restructuring activities and how that may affect their pensions. Iam
advised that MLA Colin Hansen has received letters of support for the Proposal from the two
pensioner’s associations whose members are affected by it.

Given the extraordinary circumstances faced by Catalyst and the support for the Proposal
expressed by the pensioner’s associations, I am pleased to inform you that I am prepared to
submit your Proposal to Cabinet for its consideration with a recommendation in favour based on
the facts set out in it and the funding relief sought in relation to Option 4 along with the special
portability election option. .

w2
Ministry of Pinance Office of the Minister Mailing Address: Location:
and Deputy Premier PO Box 9048 Stn Prov Govt 501 Belleville Street
’ Victoria BC V8W 9E2 Pacliament Buildings, Victosia
Telephone: 250 387-3751 website:

Facsimile: 250 387-5594 www.gov.be.ca/fin

RECEIVED 040
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I would like to thank you again for taking the time to raise this important issue and for your

efforts to support the pensioners, employees and communities affected by Catalyst’s operations.

If you have any questions, you may contact Marcus Gill, A/Executive Director, Financial and
Corporate Sector Policy Branch, at Marcus.Gill@gov.bc.ca or 250 387-9090 or Michael Peters,
Deputy Superintendent of Pensions at Michael.Peters@ficombc.ca.

Sincerely,

Kevin 'FAalgon ‘
Minister and Deputy Premier

cc:  Carolyn Rogers
Superintendent of Pensions

Ken Burns
Lawson Lundell
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This is Exhibit “E” referred to in the affidavit
of Deborah Hamann-Trou sworn before me at
Vancouver this 17" day of June, 2012.

\
\

A Commissioner for takin fidavits.
for British Columbia

|

\J
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ICRMG,

KPMG LLP Telephone  (604) 631-3000
Chartered Accountants Fax {604} 691-3031
PO Box 10426 777 Dunsmuir Street Internat www.kprmg.ca
Vancouver BC V7Y 1K3

Canada

AUDITORS' REPORT TO THE RETIREMENT PLAN COMMITTEE

We have audited the statement of net assets available for benefits of the Catalyst Paper
Corporation Retirement Plan for Salaried Employees as at December 31, 2009 and the statement
of changes in net assels available for benefits for the year then ended. These financial
statements are the responsibility of the Plan's management. Our responsibility is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards.
Those standards require that we plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the Plan’s net
assets available for benefits as at December 31, 2009 and the changes in its net assets available
for benefits for the year then ended in accordance with Canadian generally accepted accounting
principles.

Ko s £4°
e —

Chartered Accountants

Vancouver, Canada
May 13,2010

KEMG LLP iu & Canacien Wivwa fabiary Devinecshss and & masnter forn of the KPMG
Aty of ik,

EPHG lorrtwsous ), o Swins anity.
KFMG Canae provioes services & KPMG LLP




CATALYST PAPER CORPORATION
RETIREMENT PLAN FOR SALARIED EMPLOYEES

STATEMENTS OF NET ASSETS AVAILABLE FOR BENEFITS

(in Canadian dollars)

~d
o

As at December 31 2009 2008
Net assets of the defined benefit segment of the Plan:
Equity in the Master Trust (note 6(a)) 223,179,452 203,293,073
Contributions receivable:
Employer 953,436 4,548,725
Employee 21,512 29,732
Paid-up life contracts 26,000 24,000
224,180,400 207,895,530
Investment and administrative expenses payable (330,548) (196,717)
223,849,852 207,698,813
Net assets of the defined contribution segment of the Plan (note 7(a)) 64.608.365 61,734,939
Net assets available for benefits 288458717 269,433,752

Obligation for defined benefit pension plans (note 9)

See accompanying notes to financial statements.

On behalf of the Retirement Plan Committee administering the
Catalyst Paper Corporation Retirement Plan for Salaried Employees:

tf




CATALYST PAPER CORPORATION
RETIREMENT PLAN FOR SALARIED EMPLOYEES

STATEMENTS OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS

- 274

(in Canadian dollars)
Years ended December 31 2009 2008
Defined benefit segment of the Plan:
Increase in assets: , ,
Net gain on investments in the Master Trust 31,434,583 ‘ -
Employer contributions 8,393,044 18,586,755
Employee contributions 479,775 479,088
Increase in paid-up life contracts 2,000 2,000
Other receipts 4,650 -
40,314,052 19,067,843
Decrease in assets: \
Net loss on investments in the Master Trust - (48,195,107
Benefit and termination payments (22,498,236) {20,144,358)
Investment and administration expenses (1,664,777) {1,831,368)
(24,163,013) (70,170,833}
Net increase (decrease) in defined benefit segment of the Plan 16,151,039 (51,102,990)
Defined contribution segment of the Plan:
Increase in assets:
Net gain on investments (note 7(b)) 10,037,824 -
Employer contributions 3,735,229 4,720,053
Other transfers - 36
13,773,053 4,720,089
Decrease in assets:
Net loss on investments (note 7(b)) - (14,382,345)
Investment management fees (19,005) (17,725)
Payments and transfers to terminated and retired cmployees (10,880,122 {7,715,858)
(10,899,127) (22,115,928)
Net increase (decrease) in defined contribution segment of the Plan 2,873,926 - (17,395,839)
Increase (decrease) in net assets available for benefits 19,024,965 (68,498,829)
Net assets available for benefits, beginning of year 269,433,752 337,932,581
Net assets available for benefits, end of year $ 288,458,717 269,433,752

See accompanying notes to financial statements.




CATALYST PAPER CORPORATION
RETIREMENT PLAN FOR SALARIED EMPLOYEES

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2009 AND 2008
_ (in Canadian dollars)

DESCRIPTION OF PLAN

Effective Janvary 1, 2004, the Catalyst Paper Corporation Retirement Plan for Salaried Employees (the
"Catalyst Salaried Plan") was combined with the Catalyst Paper Corporation Defined Benefit Retirement Plan
for Former Pacifica Papers Inc. Employees (the "Pacifica DB Plan") to form the Catalyst Paper Corporation
Retirement Plan for Salaried Employees (the "Plan"),

The Plan is a registered pension plan in the province of British Columbia under registration number P085400.
The Plan comprises both defined benefit and defined contribution segments and provides pension benefits to
all salaried employees of Catalyst Paper Corporation and its wholly-owned subsidiaries and partnership
("CPC" orthe "Sponsor” or the "Employer”).

The incorporation of the defined contribution provisions into the Catalyst Salaried Plan was effective January

1, 1994. Prior to that date each employee who was actively employed on December 31, 1993 was required

either to make an irrevocable election to remain a defined benefit member accruing defined benefits under the
Catalyst Salaried Plan, or become a defined contribution member accruing defined contribution pension
benefits under the Catalyst Salaried Plan. After January 1, 1994, each new employee who is eligible to
become a Plan member automatically becomes a defined contribution member.

The following description of the Plan is a summary only. For more complete information, reference should be
made to the Plan document:

(a) Defined benefit segment

Funding Policy

CPC funds the defined benefit segment of the Plan based on actuarial estimates performed at least
triennially to be adequate to provide for the Plan benefits accruing in that Plan year and to fund, in
accordance with applicable pension laws, any unfunded actuarial liability which may exist under the
Plan. Members participating in enhanced options of the Plan are required to make contributions
relating to certain periods of contributory credited service. Member contributions are determined as a
percentage of base salary and are based on the option selected and employee’s age. These
contributions are accumulated and used to provide benefits on retirement.

In October 2009, the B.C. Superintendent of Pensions granted a five-year extension to the time period
within which amonrtization payments for solvency deficiencies are required to be made with respect to
the defined benefit segment of the Plan. The extension was effective as of July 1, 2009 and amortized
solvency contribution payments over 10 years ended December 2017, instead of five years ended
December 2012,

Benefits

The defihed benefit segment of the Plan provides for normal, early, postponed and disability
retirement benefits. Retirement income in respect of defined benefit Plan members is calculated in
accordance with formulas in the Plan. Effective January 1, 2010, employees in the defined benefit
plan will cease to accrue benefits under the defined benefit segment of the plan and will begin to
participate in the defined contribution segment of the plan. Benefits accrued under the defined benefit
segment of the plan for service prior to January 1, 2010 will remain in the defined benefit plan and
will continue to be eligible for future salary growth and early retirement subsidies.

) Defined contribution segment

Funding Policy

CPC contributes to the defined contribution segment of the Plan at a rate of 7% of members’ monthly
eamings. Effective Japuary 1, 2010, the CPC contribution rate was reduced from 7% to 5% of
pensionable earnings. CPC may, subject to applicable pension laws, provide for the required
contributions to be made to the defined contribution segment of the Plan from existing surplus assets
in the defined benefit segment of the Plan. No contributions are required or permitted to be made
under the Plan by any member.



CATALYST PAPER CORPORATION
RETIREMENT PLAN FOR SALARIED EMPLOYEES

NOTES TO THE FINANCIAL STATEMENTS i
FOR THE YEARS ENDED DECEMBER 31, 2609 AND 2008
‘ (in Canadian dollars)

1. DESCRIPTION OF PLAN ... continued

Investment Options

Defined contribution plan members select where their account balances are invested, in accordance
with the investment options and administrative practices offered by CPC.

Benefits

Defined contribution plan members are entitled to the distribution of the value of their accounts
following retirement, termination or death.

2. SIGNIFICANT ACCOUNTING POLICIES

(a)

(b)

Basis of presentation

These financial statements are prepared on the going concern basis and present the information of the
Plan as a separate financial reporting entity independent of the Sponsor and Plan members. They are
prepared to assist the Sponsor and othérs in reviewing the activities of the Plan for the period, but they

do not portray the funding requirements of the Plan or the benefit security of the individual Plan
members.

The preparation of financial statements in conformity with Canadian generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities at the date of the financial statements and the reporied amounts of changes in net
assets available for benefits during the year. Actual results could differ from these estimates.

Changes in accounting policies

Effective January 1, 2008, the Plan adopted the Canadian Institste of Chartered Accountants’
(“CICA”) Handbook Section 1535, Capital Disclosures (“Section 1535™), Section 3862, Financial
Instruments —~ Disclosures (“Section 3862”) and Section 3863, Financial Instruments — Presentation
(“Section 3863™).

Section 1535 establishes guidelines for the disclosure of both qﬁalitative and quantitative information
regarding an entity’s capital and how it is managed. The standard requires enhanced disclosures with
respect to the Plan’s objective, policies and processes for managing its capital. As the Plan manages

net assets rather than capital, the adoption of Section 1535 is applicable to the Plan’s management of
its net assets. :

Section§ 3862 and 3863 revise and enhance the disclosure and presentation requirements of Section
3861, Financial Instruments — Disclosure and Presentation. Section 3862 requires the Plan to provide
disclosures in its financial statements that enable users to evaluate the significance of financial
instruments to the Plan’s financial position and performance, the nature and extent of risks arising
from financial instruments to which the Plan is exposed during the year and at the statement of net
assets available for benefits date, and how the Plan manages those risks. -

Effective December 31, 2009, the Plan adopted the amendments to the CICA Handbook Section 3862,
Financial Instruments — Disclosures. These amendments require the Plan to present information about
financial instruments measured at fair value in accordance with a three level hierarchy. The hierarchy
groups financial assets and liabilities into three levels based on the significance of inputs used in
measuring the fair value of the financial assets and liabilities. The fair value hierarchy has the
following levels:

Level 1 ~ valuation based on quoted prices observed in active markets for identical assets or
liabilities;
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CATALYST' PAPER CORPORATION
RETIREMENT PLAN FOR SALARIED EMPLOYEES

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2009 AND 2008
(in Canadian dollars)

SIGNIFICANT ACCOUNTING POLICIES ... continued

Level 2 - valuation techniques based on inputs that are quoted prices of similar instruments in active
markets; quoted prices for identical or similar instruments in markets that are not active;
inputs other than quoted prices used in a valuation model that are observable for that
instrument; and inputs that are derived principally from or corroborated by observable
market data by correlation or other means; and

Level 3 — valuation techniques with significant unobservable market inputs.

The level within which financial asset or liability is classified is determined based on the lowest level
of significant input to the fair value measurement.

The additional disclosures as a result of adopting these sections have been detailed in notes 5 and 8.

(c) Investments

The defined benefit segment of the Plan invests solely in the CPC Master Trust (the “Master Trust”™).
The investment in the Master Trust is accounted for using the equity method. Investments in the
defined benefit segment of the Plan are valued at the unit values supplied by the Master Trust
administrator, which value represents the Plan’s proportionate share of underlying net assets at fair
values determined using closing market prices. '

The defined contribution segment of the Plan invests in a series of pooled funds under the supervision
of an investment manager. Investments in the defined contribution segment of the Plan are stated at
fair market value.

The change in the difference between the fair value and cost of investments at the beginning and end
of each year for each segment of the Plan is included in net gain or loss on investments for the
respective segment in the Statement of Changes in Nel Assets Available for Benefits.

Investments in short-term notes, shares, bonds and debentures and pooled funds are carried at quoted
year-end market value.

(d) Investment income

Investment income for the Plan, which is recorded on the accrual basis, includes interest income and
dividends, realized gains and losses, and the change in unrealized appreciation of investments.

(e) Foreign currency translation

The fair values of foreign currency denominated investments included in the Statement of Net Assets
Available for Benefits are translated into Canadian dollars at year-end exchange rates. Gains and
losses arising from translation are included in the net unrealized increase (decrease) in fair value of
investments.

Foreign currency denominated transactions, as well as the average cost of investments, are translated
into Canadian dollars at the exchange rates in effect on the dates of the related transactions.

INCOME TAXES

The Plan was established for the administration of the registered pension plan of CPC and is not subject to
income taxes.

FUNDED STATUS

The defined benefit segment of the Plan has an estimated actuarial deficit of $42,150,000 (2008 -
$41,471,000) as at December 31, 2009 based upon approximate asset fair values of $223,850,000 (2008 —
$207,699,000).
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CATALYST PAPER CORPORATION
RETIREMENT PLAN FOR SALARIED EMPLOYEES

NOTES TO THE FINANCIAL STATEMENTS -
FOR THE YEARS ENDED DECEMBER 31, 2009 AND 2008
(in Canadian dollars)

CAPITAL DISCLOSURES

(2)

(b)

Defined benefit segment

The main objective of the defined benefit segment of the Plan is to sustain a level of net assets
available for benefits that will allow it to, over its life, meet pension obligations to Plan members as
they become due. The Plan fulfils its primary objective by utilizing actuarial consultants, who
triennially prepare an actuarial valuation of the Plan’s accrued pension benefits, together with a level
of funding (in addition to members’ contributions) by the Plan Sponsor that meets regulatory
requirements and, together with investment income earned on net assets available for benefits, will
allow the Plan to continue to meet its pension obligations. The Plan is required to file audited
financial statements annually with the Superintendent of Pensions of the Financial Institutions
Commission (BC). :

Defined contribution segment

The main objective of the defined contributions segment of the Plan is to hold net assets available for
benefits in members’ accounts in accordance with regulatory requirements and invest them in
accordance with asset allocation decisions made by individual members from the investment choices
provided by the Plan. The obligation of the Plan is to distribute 10 the respective member the vested
balance in their account, including investment income earned thereon, at the time of their retirement or
earlier withdrawal as described in note 1.

DEFINED BENEFIT SEGMENT
Master Trust

Substantially all of the assets of the defined benefit segment of the Plgn are invested in the Master Trust. At
December 31, 2009, the Plan held 8,629,465 units of the Master Trust (2008 — 8,972,112 units) representing a
95.0% interest (2008 — 95.0%).

(a)

Master Trust statement of net assets

As at December 31 2009 2008

Assets:
Investments, at fair values:
Fixed income funds $ 90,522,424 $ 98,226,269
Equity pooled funds 140,829,771 109,236,691
Other equity investments 90 1,192
231,352,285 207.464,152
Receivables:
Foreign currency contracts ‘ 128,335,590 -
Proceeds from sale of investments 1,980,000 3,680,000
Cash 189,075 . 2,749,188
361,856,950 213,893,340
Liabilities:
Foreign currency contracts _ (126,975,492) ‘ -
Net assets of the Master Trust $ 234,881,458 $ 213,893,340

The Plan’s 95.0% (2008 — 95.0%) equity in net
assets of the Master Trust $ 223,179,452 $ 203,293,073




CATALYST PAPER CORPORATION
RETIREMENT PLAN FOR SALARIED EMPLOYEES

NOTES TO THE FINANCIAL STATEMENTS

(in Canadian dollars)

6. MASTER TRUST ... continued

FOR THE YEARS ENDED DECEMBER 31, 2009 AND 2008

(b) Master Trust statement of changes in net assets

Year ended December 31 2009 2008
Investment income : $ 7,706,364 $ 9,370,846
Net realized loss on sale of investments (32,479,623) (1,703,811
Net increase (decrease) in unrealized appreciation
of investments 57,890,510 (58,392,660)
Employer contributions 12,768,482 18,646,596
Employee contributions 487,995 , 482,478
Other 4,650 -
46,378,378 (31,596,551)
- Benefit payments (23,756,121) (21,648,467)
Investment and administration expenses (1,634,139) (2,131,314)
{25,390,260) (23,779,781)
Increase (decrease) in net assets of the Master Trust 20,988,118 (55,376,332)
Net assets of the Master Trust, beginning of year 213,893,340 269,269,672
Net assets of the Master Trust, end of year $ 234,881.458 $ 213,893,340
Increase (decrease) in the Plan’s equity in net
assets of the Master Trust '3 19,886,379 $  (52,146,467)
Plan’s equity in net assets of the Master Trust, ;
beginning of year 203,293,073 255,439,540
The Plan’s 95.0% (2008 — 95.0%) equity in net
assets of the Master Trust § 223,179,452 $ 203,293,073

(c) Investments of the Master Trust

The fair values of the Master Trust’s receivables and cash approximate their carrying values due to the

short-term nature of these financial instruments.

(i) Fixed income funds

The following table summarizes the Master Trust’s investments in fixed income funds at fair

value and cost:

2008

As at December 31 2009

Fair value Cost Fair value Cost
Phillips Hager & North
Long Bond Pension Trust  § 45,110,193 § 46,481,431 $ 08,226,269 $ 103,428,330
Phillips Hager & North
Bond Fund 45,412,231 44,759,515 - -

$ 90,522,424 § 91,240,946

$ 98,226,269 § 103,428,330




CATALYST PAPER CORPORATION
RETIREMENT PLAN FOR SALARIED EMPLOYEES

NOTES TO THE FINANCIAL STATEMENTS - 2530
FOR THE YEARS ENDED DECEMBER 31, 2009 AND 2008
(in Canadian dollars)

6. MASTER TRUST ... continued

(i) Equity pooled funds

The following table summarizes the Master Trust’s investments in equity pooled funds at fair
value and cost: :

As at December 31 ‘ 2009 2008

Fair value Cost Fair value Cost
Fidelity Pyramis Canadian ' '
Core Equity Trust 3 23,198,324 $ 26,749316 8 17,760,602 $ 28,998,724
Highstreet Canadian
Equity Fund 23,244,786 25,677,341 17,988,453 26,389,102
Alliance Global Style
Blend Fund - - 34,133,343 58,454,653
JP Morgan Global
Intrepid Canada Fund 46,475,822 37,670,459 - -
Sprucegrove Global .
Pooled Pension Fund 47,891,034 56,966,250 39,334,488 53,493,214
Vengrowth Capital Fund 19,805 247,992 19,805 247,992

$ 140,829,771 $147311358 § 109,236,691 $ 167,583,685

(iii) Other equity investments

The Master Trust holds other equity investments having a fair value of $90 (2008 — $1,192)
and a cost of $0 (2008 - $182,567).




* CATALYST PAPER CORPORATION
RETIREMENT PLAN FOR SALARIED EMPLOYEES

NOTES TO THE FINANCIAL STATEMENTS - 2 8 :
FOR THE YEARS ENDED DECEMBER 31, 2009 AND 2008
(in Canadian dollars)

7. . DEFINED CONTRIBUTION SEGMENT

(a) - The net assets of the defined contribution segment of the Plan as at December 31 are as follows:

As at December 31 2009 2008
Cash, receivables and payables $ (2,443) $ 2,112)
ML SEI Balanced 60/40 5,672,649 5,755,909
ML Leith Wheeler Dvsfd Pid 9,798,275 9,458,084
ML SEI Growth 80/20 1,061,886 985,116
ML SEI Growth 100 ‘ 291,762 291,427
ML JF Canadian Equity 16,678,548 15,274,371
ML SEI Canadian Equity 6,244,578 195,775
PH&N Canadian Equity - 4,652,618
ML BGI U.S. Equity Index 1,029,251 1,104,975
ML Fidelity Global Fund ‘ 1,200,287 1,061,535
ML Templeton Int'l Equity 3,700,308 ‘ 3,789,486
PH&N Bond Fund 7,604,508 5,436,779
ML SEI Income 20/80 31,208 373,368
ML SEI Income 40/60 558,104 373,927
Manulife Guaranteed Interest A/C 3-Year GIA 1,595,696 1,617,264
Manulife Guaranteed Interest A/C 5-Year GIA 358,327 59,840
ML Canadian Money Market 8,785,921 11,306,577
. ' $ 64,608,865 $ 61,734,939

(b)  The net investment gain (loss) of the defined contribution segment of the Plan for the years ended
December 31 is as follows:

Year ended December 31 2009 2008
ML. SEI Balanced 60/40 : 3 957,225 b3 (1,468,472)
ML Leith Wheeler Dvsfd Pld 1,457,695 (2,154,633)
ML SEI Growth 80/20 202,124 (348,129)
-~ ML SEI Income Growth 100 43,339 (133,413)
ML JF Canadian Equity - 3,793,850 (4,956,897)
ML SEI Canadian Equity ‘ 2,021,921 8,074
PH&N Canadian Equity (184,716) (2,846,516)
ML BGI U.S. Equity Index 71,326 (143,407)
ML Fidelity In't Portfolio 226,426 (619,794)
ML International Equity - (983,096)
ML Templeton Int'] Equity 588,836 (1,019,374)
ML MFC Gbl Pid US Index - (180,813)
PH&N Bond Fund 595,006 167,057
ML SEI Income 20/80 3,147 (12,833)
ML SEI Income 40/60 ) 54,417 (75,331)
Manulife Guaranteed Interest A/C 3 Year GIA 65,901 28,419
Manulife Guaranteed Interest A/C S Year GIA 8,284 2,503
ML Canadian Money Market 133,043 354,310

b3 10,037,824 5 (14,382,345)
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CATALYST PAPER CORPORATION
RETIREMENT PLAN FOR SALARIED EMPLOYEES

NOTES TO THE FINANCIAL STATEMENTS -
FOR THE YEARS ENDED DECEMBER 31, 2009 AND 2008
(in Canadian dollars)

FINANCIAL INSTRUMENTS

(a)

(b)

Fair value of financial instruments

Investments are held at fair value based on quoted market prices at year-end. In determining fair

values, adjustments have not been made in respect of transaction costs as they are not considered to be
significant.

The following table presents information about the fair value of Master Trust assets as of December 31,
2009:

-_Fair value hierarchy

Total Level 1 Level 2 Level 3

Asset category
Cash and cash equivalents $ 2169000 $ 2169000 $ - 3 -
Equity securities:

Global equity pooled funds' 94,387,000 - 94,387,000 -

Canadian equity pooled funds? 46,443,000 - 46,443,000 -

- Fixed income securities:

Canadian long bond pooled funds® 45,110,000 - 45,110,000 -

Canadian bond pooled funds* 45,412,000 - 45,412,000 -
Forward currency contracts® 1,360,000 - 1,360,000 -
Total $ 234881000 % 2,169,000 § 232712000 $ -

1 This category includes investments inr pooled funds that aim to achieve long-term capital growth by investing primarily in
equity securities of companics that may be located anywhere in the world, excluding Canada. Fund performance is
benchmarked against the MSCl World excluding Canada (CdnS) Index.

2 This category includes investments in pooled funds that invest in well-diversified portfolios of equity securities of Canadian

companies. Fund performance is benchmarked against the S&P/TSX Capped Composite Index.

3 This category includes investments in pooled funds that invest in a well-diversified portfolio of fixed income securities issued
primarily by Canadian governments and corporations. The duration range of the fund is +- onc year of the benchmark’s
duration. Fund performance for Canadian bond pooled funds and Canadian Jong bond pooled funds is benchmarked against
the DEX Universe Bond Index and DEX Long-Term Bond Index, respectively.

4 This category includes an investment-in a pooled fund that invests in a well-diversified portfolio of fixed income securities,
issued primarily by U.S. goverments and corporation with a weighted average effective matunity of the portfolio of 7.48
years, Fund performance is benchmarked againgt the Barclays Capital Government/Credit Bond Index.

5 This category includes foreign currency forward contracts to partially hedge investments in equity and fixed income securities
denominated in foreign currencies.

The carrying values of cash, contributions receivable, paid-up life contracts and investment and
administrative expenses payable approximate fair values due to their short-term nature.

Equity and fixed income securities are comprised of pooled fund trusts, the fair values of which are
measured using the net asset values of the funds, as calculated by the respective investment managers,
and have daily or monthly liquidity. Net asset values are determined using quoted market prices for the
actively-traded securities the fund bas invested in. The funds do not invest in securities that are not
actively traded.

Forward currency contracts are comprised of over-the-counter instruments and their fair value is
measured using the discounted difference between contractual rates and market spot rates.

Financial risk management

The Plan is exposed to various types of risks that are associated with its investment strategies,
financial instruments, and markets in which it invests. The risks include market risk (including
currency risk, interest rate risk, and other price risk), credit risk and liquidity risk.
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FINANCIAL INSTRUMENTS... continued
Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market prices, currency exchange rates, interest rates, and other variables. The
investments of the Plan are subject to normal market fluctuations and the risks inherent in investment
in financial markets. For the defined benefit segment, the Plan’s investment managers moderate this
risk through careful selection of securities and through diversification of the Plan’s investments within
specified limits. The Plan’s overall market performance is monitored on a quarterly basis by the
Retirement Plan Committee. For the defined contribution segment, contributions are invested in
specific funds based on choices made by the individual plan members.

Currency risk

Currency risk is the risk that the value of investments denominated in currencies, other than the
functional currency of the Plan, will fluctuate due to changes in foreign exchange rates. Equities in
foreign markets are exposed to currency risk as the prices denominated in foreign currencies are
converted to the Plan’s functional currency in determining fair value.

The Plan holds assets and liabilities, including cash and equities that are denominated in currencies
other than the Canadian dollar, the functional currency. It is, therefore, exposed to currency risk, as
the value of the securities denominated in other currencies fluctuate due to changes in exchange rates.
Sensitivity analysis is presented for significant foreign currency investments. Actual results may differ
and the difference could be material.

Interest rate risk

Interest rate risk is the risk that the value of interest-bearing financial instruments, such as bonds, will
fluctuate due to changes in the levels of markel interest rates. Interest rate risk arises from the
possibility that changes in interest rates will affect future cash flows or fair values of financial
instruments. The Plan’s interest rate risk exposure is primarily related to underlying investments in
long-term corporate and government bonds. For the majority of equity funds, interest rate risk is
minimal as the underlying investments in these funds are non-interest bearing. Sensitivity analysis is
presented for significant interest-bearing investments. Actual results may differ and the difference
could be material.

Other price risk

Other price risk is the risk that the fair value of a financial instrument will fluctuate as a result of
changes in market prices (other than those arising from currency risk or interest rate risk) whether they
are caused by factors specific to an individual investment, its issuer, or by factors affecting all
instruments traded in the market. The Plan’s exposure to other price risk arises from its investments in
equity securities, through directly held securities and through pooled investment funds.

Credit risk

Credit risk is the risk that the Plan will suffer financial loss because a security issuer or counterparty to
a financial instrument will fail to discharge an obligation or commitment that it has entered into with
the Plan. Credit risk for the Plan is managed by investing in low risk pooled investment funds and
high quality securities. Where the Plan invests in funds with debt instruments, credit ratings are
obtained by the funds from Standard & Poor’s, Moody's, Fitch and/or Dominion Bond Rating
Services. Where one or more rating is obtained for a security, the most common rating is used in the
credit risk assessment.

Loa
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8. FINANCIAL INSTRUMENTS... continued
Liquidity risk

Liquidity risk is the risk that the Plan will not be able to meet its financial obligations as they become
due. The Plan is exposed to daily cash redemptions of redeemable units. Liquidity risk also exists
when a particular instrument is difficult to purchase or sell. Liquidity risk is managed by investing the
majority of the Fund’s assets in investments that are traded in an active market and can be readily
disposed. In addition, the Plan aims to retain sufficient cash and cash equivalent positions to maintain
liquidity. The majority of the Plan’s investments are considered readily realizable and highly liquid;
therefore, the Plan’s liquidity risk is considered minimal for all Plan assets.

Where a market, credit, or liquidity risk is not specifically discussed in relation to the de_ﬁncd benefit
or defined contribution segments of the Plan’s assets, the risk has been assessed as having minimal
potential impact on the Plan’s investment in the related fund.

Specific risks and sensitivities associated with the defined benefit and defined contribution segments
of the Plan respectively are presented below:

Defined benefit segment

Currency Risk

At December 31, the Canadian dollar equivalent of the currency exposures in the Master Trust were as

follows:

2009 2008

United States Dollar 43,340,675 35,515,363
Euro 13,920,002 10,555,477
Japanese Yen 10,765,845 6,356,916
British Pound 8,396,716 6,509,542
Swiss Franc ' 5,425,963 4,228,461
Other 9,849,782 7,200,652

Total investments held in foreign currencies (CADS equivalent) 4 91,698,983 70,366,411
If the exchange rate between the Canadian dollar and the foreign currencies that the defined benefit
segment of the Plan is exposed to increased or decreased by 1%, with all other variables held constant,
net assets available for the defined benefit segment would have increased or decreased, respectively,
by $871,538 at December 31, 2009 (2008 — £668,481).

Interest rate risk

The table below summarizes the Master trust’s exposure to interest rate risks by remaining term to
maturity for fixed income instruments as of December 31, 2009:

<1 year 1-5 years 5-10 years > 10 years Total
2009 $ 2,046,200 $ 14,994,465 $20,348,043  § 53,133,716 3 90,522,424
2008 $ 678316 $34940,899 § 32,069,115 § 30,537,939 § 98,226,269

As at December 31, 2009, if the prevailing interest rates had been increased or decreased by 1%,
assuming a parallel shift in the yield curve, with all other factors remaining constant, net assets
available for the defined benefit segment of the Plan could possibly have decreased or increased,
respectively, by approximately 8.9% or $7,578,411 (2008 — 5.7% or $5,318,952). The interest rate
sensitivity was determined based on portfolio weighted duration.
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FINANCIAL INSTRUMENTS... CONTINUED

Other price risk

At December 31, 2009, had the prices on the respective stock éxchangcs for these securities increased
or decreased by 10%, with all other variables held constant, net assets available for benefits would
have increased or decreased, respectively, by approximately $13,211,851 (2008 — $10,377,486).

Credit risk

The credit ratings of the Master Trust’s underlying fund’s fixed income investments as at December
31, 2009, are as follows: AAA — 18.8%; AA —39.2%; A — 34.3%; BBB — 5.2%; D - 0.1%; Unrated —
2.4% (2008 — AAA ~ 11.7%; AA — 62.6%; A — 20.0%; BBB — 0.1%; Unrated — 5.6%). Underlying
investments in mortgages within pooled fixed income funds are not rated; however, they are all

Canadian Housing and Mortgage Corporation guaranteed mortgages and therefore have the backing of
an AAA rate issuer.

Defined contribution segment

Currency Risk

Currency risk associated with the defined contribution segment of the Plan is considered minimal as
the majority of the underlying investments are denominated in Canadian dollars.

Interest rate risk

In relation to the defined contribution segment of the Plan’s investment in the Leith Wheeler
Diversified Pooled Fund, as at December 31, 2009, had prevailing interest rates increased or
decreased by 1%, assuming a parallel shift in the yield curve, with all other variables held constant,
the Plan’s portion of net assets would have decreased or increased, respectively, by approximately
$189,122 (2008 — $163,393). The Plan’s sensitivity to interest rate changes was estimated using the
weighted average duration of the bond portfolio,

In relation to the Plan’s investment in the PH&N Bond Fund, as at December 31, 2009, if the
prevailing interest rates had been increased or decreased by 1%, assuming a parallel shifi in the yield
curve, with all other factors remaining constant, net assets could possibly have decreased or increased,
respectively, by approximately $436,405 (2008 — $309,896). The Plan’s interest rate semnsitivity was
determined based on portfolio weighted duration.

Other price risk

With respect to the defined contribution segment of the Plan’s investment in the Jarislowsky, Fraser
Canadian Equity Fund, if the S&P/TSX Composite index had increased or decreased by 5% at
December 31, 2009, with all other variables held constant, this would have increased or decreased the
Plan’s portion of the net assets by approximately $539,382 (2008 -~ $423,301).

In respect of the defined contribution segment of the Plan’s investment in the ML SEI Balanced 60/40
Fund, as at December 31, 2009, a 5% change in prices on the underlying funds would have changed

the Plan’s portions of the net assets by $282,913 (2008 - $334,580) with all other factors held
constant.

In relation to the defined contribution segment of the Plan's investment in the Leith Wheeler
Diversified Pooled Fund, as at December 31, 2009, had the prices on the respective stock exchanges
for the underlying securities increased or decreased by 10%, with all other variables held constant, the

Plan’s portion of net assets would have increased or decreased, respectively, by approximately
$622,173 (2008 - $576,849).

In practice, the actual results may differ from these sensitivity analyses and the differences could be
malerial.
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9. OBLIGATION FOR PENSION BENEFITS ... CONTINUED

(a)

(b)

Defined benefit segment

The present value of accrued pension benefits for the defined benefit segment of the Plan as at
December 31, 2009 and December 31, 2008, respectively, were determined in accordance with
Section 3461 of the Canadian Institute of Chartered Accountants Handbook using the projected
benefit method prorated on services, and were prepared by Towers Watson HR Services, a firm of
consulting actuaries.

The actuarial present value of accrued pension benefits for the defined benefit segment of the Plan as
at December 31 and the principal components of changes in the actuarial present value during the

years were as follows:

2009 2008

Actuarial present value of accrued pension benefits for the
defined benefit segment of the Plan, beginning of year $ 249,170,000 $ 291,932,000

Interest accrued on benefits 16,740,000 14,898,000
Benefits accrued 2,096,000 3,629,000
Benefits paid ©(22,498,000) (20,144,000)
Actuarial gain (loss) 20,492 000 (41,145,000)
Actuarial present value of accrued pension benefits for the

defined benefit segment of the Plan, end of year $ 266,000,000 $ 249,170,000

The assumptions used in determining the actuarial present value of accrued pension benefits for the
Plan as at December 31, 2009 and December 31, 2008 were based on economic assumptions as of
December 31, 2009 and December 31, 2008, respectively, which were based on best-estimate
assumptions for the long-term. Significant actuarial assumptions used in the determination of the
present value of accrued pension benefits at December 31 were:

2009 2008
Discount rate 6.00% 7.00%
Annual salary escalation rates : 2.00% 2.50%

Defined contribution segment

The Plan’s obligation with respect to the defined contribution segment is equivalent to Lhe net assets
related to that segment at any point in time.
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Canada

INDEPENDENT AUDITORS’ REPORT

To the Retirement Pian Committee of the Catalyst Paper Corporation Retirement Plan for Salarled
Empiloyees ) ’

We have audited the accompanying financial statements of the Catalyst Paper Corporation Retirement
Plan for Salaried Empioyees, which comprise the statement of net assets available for benefits as at
December 31, 2010, the statement of changes in net assets avallable for benefits for the year then
ended, and notes, comprising a summary of significant accounting policles and other explanatory
information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these flnancial statements in
accordance with Canadian generally accepted accounting principles, and for such internal control as
management determines is necessary to enable the preparation of financlal statements that are free from
material misstatement, whether due to fraud or error. :

Auditors’ Responsibility

Qur responsibliity Is to express an opinion on these financlal statements based on our audit, We
conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financlal statements are free from material misstalement,

An audit Involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on our judgment, including the assessment of
the risks of materlal misstatement of the financlal statements, whether due to fraud or arror. In making
those risk assessments, we consider internal control relevant to the entity's preparation and falr
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Sponsor's
internal control. An audit also inciudes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financlal statements.

We belleve that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion,

Opinion

In our oplnion, the financial statements present fairly, in all materiai respects, the statement of net assets
available for benefits of the Catalyst Paper Corporation Retirement Plan for Salaried Employees as at
December 31, 2010, and the changes In Its net assets available for beneflis for the year then ended in
accordance with Canadian generally accepted accounting principles.

Kins 42

Chartered Accountants

July 285, 2011
Viancouver, Canada
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CATALYST PAPER CORPORATION
RETIREMENT PLAN FOR SALARIED EMPLOYEES

’ STATEMENTS OF NET ASSETS AVAILABLE FOR BENEFITS
(in Canadian dollars)

As at December 31 2010 2009
Net assets of the defined benefit segment of the Plan:
Equity in the Master Trust (note 6(a)) $ 227,960,245 $ 223,179452
Contributions receivable;
Employer 923,286 953,436
Employee 2,348 21,512
Paid-up life contracts - 26,000
228,885,879 224,180,400
Investment and administrative expenses payable (445,965) (330,548)
228,439,914 223,849,852
Net assets of the defined contribution segment of the Plan (note 7(a)) 56,259,649 64,608,865
Net assets available for benefits $ 284,699,563 $ 288,458,717

Obligation for defined benefit pension plaﬁs (note 9)

See accompanying notes to financial statements.

On behalf of the Retirement Plan Committee administering the
e Catalyst Paper Corporation Retirement Plan for Salaried Employees:
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STATEMENTS OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS
(in Canadian dollars)

Years ended December 31 2010 2009

Defined benefit segment of the Plan:
Increase in assets:

Net gain on investments in the Master Trust s 25,035,299 3 31,434,583
Employer contributions 4,112,137 8,303,044
Employee contributions 48,014 479,775
Increase in paid-up life contracts - 2,000
QOther receipts : - 4,650
‘ « 29,195,450 40,314,052
Decrease in assets:
Benefit and termination payments (22,872,855) (22,498,236)
Investment and administration expenses (1,706,533) (1,664,777)
Decrease in paid-up life contracts {26,000) -
(24,605,388} (24,163,013
Net increase in defined benefit segment of the Plan 4,590,062 16,151,039
Defined contribution segment of the Plan:
Increase in assets: :
Net gain on investments (note 7(b)) v 4,555,245 10,037,824
Employer contributions 2,247,100 3,735,229
Other transfers 8,993 -
6,811,338 13,773,053
Decrease in assels: ‘
Invesiment management fees (18,692) {19,005)
Payments and transfers to terminated and retired employees (15,141,862) {10,880,122)
(15,160,554) {10,899,127)
Net increase (decrease) in defined contribution segment of the Plan {8,349,216) 2,873,926
Increase (decrease) in net assets available for benefits (3,759,154) 19,024,965
Net assets available for benefits, beginning of year 288,458,717 269,433,752
Net assets available for benefits, end of year $ 284699563 . $§ 288458717

See accompanying notes to financial statements,
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2010 AND 2009
{in Canadian dollars)

DESCRIPTION OF PLAN

Effective January 1, 2004, the Catalyst Paper Corporation Retirement Plan for Salaried Employees (the
“Catalyst Salaried Plan") was combined with the Catalyst Paper Corporation Defined Benefit Retirement Plan
for Former Pacifica Papers Inc. Employees (the "Pacifica DB Plan") to form the Catalyst Paper Corporation
Retirement Plan for Salaried Employees (the "Plan”).

The Plan is a registered pension plan in the province of British Columbia under registration number P085400,
The Plan comprises both defined benefit and defined contribution segments and provides pension benefits to
all salaried employees of Catalyst Paper Corporation and its wholly-owned subsidiaries and partnership
("CPC" or the "Sponsor” or the "Employer™).

The incorporation of the defined contribution provisions into the Catalyst Salaried Plan was effective January
1, 1994, Prior to that date each employee who was actively employed on December 31, 1993 was required
cither to make an irrevocable election to remain a defined benefit member accruing defined benefits under the
Catalyst Salaried Plan, or become a defined contribution member accruing defined contribution pension
benefits under the Catalyst Salaried Plan, After January 1, 1994, each new employee who is eligible to
become a Plan member automatically becomes a defined contribution member.

The following description of the Plan is a summary only. For more complete information, reference should be
made to the Plan document.

(a) Defined benefit segment

Funding Policy ]

CPC funds the defined benefit segment of the Plan based on actuarial estimates performed at least
triennially to be adequate to provide for the Plan benefits acoruing in that Plan year and to fund, in
accordance with applicable pension laws, any unfunded actuarial liability which may exist under the
Plan. Members participating in enhanced options of the Plan are required to make contributions
relating to certain periods of contributory credited service. Member contributions are determined as a
percentage of base salary and are based on the option selected and employee’s age. These
contributions are accumulated and used to provide benefits on retirement.

In October 2009, the B.C. Superintendent of Pensions granted a five-year extension to the time period
within which amortization payments for solvency deficiencies are required to be made with respect to
the defined benefit segment of the Plan. The extension was effective as of July 1, 2009 and amortized
solvency contribution payments over 10 years ended December 2017, instead of five years ended
December 2012,

Benefits

The defined benefit segment of the Plan provides for normal, early, postponed and disability
retirement benefits. Retirement income in respect of defined benefit Plan members is calculated in
accordance with formulas in the Plan. Effective Janvary 1, 2010, employees in the defined benefit
plan ceased to accrue benefits under the defined benefit segment of the plan and began to participate

in the defined contribution segment of the plan. Benefits accrued under the defined benefit segment of.

the plan for service prior to January 1, 2010 will remain in the defined benefit plan and will continue
to be eligible for future salary growth and carly retirement subsidies.

) Defined contribution segment

Funding Polic
CPC contributes to the defined contribution segment of the Plan at a rate of 5% of members’ monthly

earnings. Effective January 1, 2010, the CPC contribution rate was reduced from 7% to 5% of

pensionable camings. CPC may, subject to applicable pension laws, provide for the required
contributions to be made to the defined contribution segment of the Plan from existing surplus assets
in the defined benefit segment of the Plan. No contributions are required or permitted to be made
under the Plan by any member.
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(in Canadian dollars)

1, DESCRIPTION OF PLAN ... continued

Investment Options

Defined contribution plan members select where their account balances are invested, in accordance
with the investment options and administrative practices offered by CPC.

Benefits

Defined contribution plan members are entitled to the distribution of the value of their accounts
following retirement, termination or death.

2.  SIGNIFICANT ACCOUNTING POLI CIES

(8)

()

Basis of presentation

These financial statements are prepared on the going concem basis and present the information of the
Plan as a separate financial reporting entity independent of the Sponsor and Plan members. They are
prepared to assist the Sponsor and others in reviewing the activities of the Plan for the period, but they
do not portray the funding requirements of the Plan or the benefit security of the individual Plan
members. .

The preparation of financial statements in conformity with Canadian generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities at the date of the financial statements and the reported amounts of changes in net
assets available for benefits during the year. Actual results could differ from these estimates.

Changes in accounting policies

Effective December 31, 2009, the Plan adopted the amendments to the CICA Handbook Section 3862,
Financial Instruments — Disclosures. These amendments require the Plan to present information about
financial instruments measured at fair value in accordance with a three level hierarchy. The hierarchy
groups financial assets and liabilities into three levels based on the significance of inputs used in
measuring the fair value of the financial assets and liabilities, The fair value hierarchy has the
following levels:

Level 1 — valuation based on quoted prices observed in active markets for identical assets or
liabilities;

Level 2 — valuation techniques based on inputs that are quoted prices of similar instruments in active
markets; quoted prices for identical or similar instruments in markets that are not active;
inputs other than quoted prices used in a valuation model that are observable for that
instrument; and inputs that are derived principally from or cormoborated by observable
market data by correlation or other means; and

Level 3 — valuation techniques with significant unobservable market inputs.

The level within which financial asset or liability is classified is determined based on the lowest level
of significant input to the fair value measurement.

The additional disclosures as a result of adopting these sections have been detailed in note 8.
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SIGNIFICANT ACCOUNTING POLICIES ... continied

()

@

(e)

Investments

The defined benefit segment of the Plan invests solely in the CPC Master Trust (the *“Master Trust”),
The investment in the Master Trust is accounted for using the equity method. Investments in the
defined benefit segment of the Plan are valued at the unit values supplied by the Master Trust
administrator, which value represents the Plan’s proportionate share of underlying net assets at fair
values determined using closing market prices,

The defined contribution segment of the Plan invests in a series of pooled funds under the supervision
of an investment manager. Investments in the defined contribution segment of the Plan are stated at
fair market value.

The change in the difference between the fair value and cost of investments at the beginning and end
of each year for each segment of the Plan is included in net gain or loss on investments for the
respective segment in the Statement of Changes in Net Assets Available for Benefits.

Investments in short-term notes, shares, bonds and debentures and pooled funds are carried at quoted
year-end market value,

Investment income

Investment income for the Plan, which is recorded on the accrual basis, inchides interest income and
dividends, realized gains and losses, and the change in unrealized appreciation of investments,

Foreign currency translation

The fair values of foreign currency denominated investments included in the Statement of Net Assets
Available for Benefits are translated into Canadian dollars at year-end exchange rates. Gains and
losses arising from translation are included in the net unrealized increase (decrease) in fair value of
investments.

Foreign currency denominated transactions, as well as the average cost of investments, are translated
into Canadian dollars at the exchange rates in effect on the dates of the related {ransactions.

INCOME TAXES

The Plan was established for the administration of the registered pension plan of CPC and is not subject to
income {axes,

FUNDED STATUS

The defined benefit segment of the Plan has an estimated actuarial deficit of $60,557,000 (2009 -
$42,150,000) as at December 31, 2010 based upon approximate asset fair values of $228,440,000 (2009 ~
$223,850,000).

291
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RETIREMENT PLAN FOR SALARIED EMPLOYEES

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2010 AND 2009
(in Canadian dollars)

CAPITAL DISCLOSURES

(®)

(b)

Defined benefit segment

The main objective of the defined benefit segment of the Plan is to sustain a level of net assets
available for benefits that will allow it to, over its life, meet pension obligations to Plan members as
they become due. The Plan fulfils its primary objective by utilizing actuarial consultants, who
triennially prepare an actuarial valuation of the Plan's accrued pension benefits, together with a level
of funding (in addition to members’ contributions) by the Plan Sponsor that meets regulatory
requirements and, together with investment income earned on net assets available for benefits, will
allow the Plan to continue to meet its pension obligations. The Plan is required to file audited
financial statements annually with the Superintendent of Pensions of the Financial Institutions
Commission (BC),

Defined contribution segment

The main objective of the defined contributions segment of the Plan is to hold net assets available for
benefits in members’ accounts in accordance with regulatory requirements and invest them in
accordance with asset allocation decisions made by individual members from the investment choices
provided by the Plan. The obligation of the Plan is to distribute to the respective member the vested
balance in their account, including investment income eamned thereon, at the time of their retirement or
carlier withdrawal as described in note 1. ' '

DEFINED BENEFIT SEGMENT
Master Trust

Substantially all of the assets of the defined benefit segment of the Plan are invested in the Master Trust. At
December 31, 2010, the Plan held 7,910,362 units of the Master Trust (2009 - 8,629,465 units) representing a
95.0% interest (2009 — 95.0%).

(a)

Master Trust statement of net assets

As at December 31 2010 2009
Assets:
Investments, at fair values; ,
Fixed income funds $ 90,589,636 $ 90,522,424
Equity pooled funds 146,560,988 140,829,771
Other equity investments 52 90
237,150,676 231,352,285
Receivables:
Foreign currency contracts (net) 674,291 1,360,098
Proceeds from sale of investments 2,120,000 1,980,000
Cash 66,023 189,075
Net assets of the Master Trust $ 240,010,990 $ 234,881458

The Plan’s 95.0% (2009 — 95.0%) equity in net
assets of the Master Trust $ 227,960,245 $ 223,179,452
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e NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2010 AND 2009
(in Canadian dollars)

6. DEFINED BENEFIT SEGMENT ... continued

(b) Master Trust statement of chaugeé in net assets '

Year ended December 31 ‘ ' 2010 2009
Investment income b 7,007,866 $ 7,706,364
Net realized gain (loss) on sale of investments 2,924,247 (32,479,623)
Net increase in unrealized appreciation ‘
of investments 16,423,223 57,890,510
Employer contributions ‘ 4,443,071 12,768,482
Employee contributions 67,178 487,995
QOther - 4,650
30,865,585 46,378,378
Deduct:
Benefit payments (24,037,667) (23,756,121)
Investment and administration expenses (1,698,336) (1,634,139)
(25,736,053) (25,390,260)
Increase in net assets of the Master Trust 5,129,532 20,988,118
Net assets of the Master Trust, beginning of year 234,881,458 213,893,340
e Net assets of the Master Trust, end of year § 240,010,990 $ 234,881,438
Increase in the Plan’s equity in net
assets of the Master Trust $ 4,780,793 $ 19,886,379
Plan’s equity in net assets of the Master Trust,
bepinning of year 223,179,452 203,293,073
The Plan’s 95.0% (2009 — 95.0%) equity in net
assets of the Master Trust $ 227,960,245 $ 223,179,452

{c} Investments of the Master Trust
The fair values of the Master Trust’s receivables and cash approximate their carrying values due to the
short-term nature of these financial instruments,
(i)  Fixed income pooled funds

The following table summarizes the Master Trust’s investments in fixed income pooled funds at
fair value and cost: )

As at December 31 2010 2009

Market Cost Market Cost
Phillips Hager & North
Long Bond Pension Trust  $ 45,291,396 $ 43,467,940 $ 45,110,193 § 46,481,431
Phillips Hager & North
Bond Fund $ 45298240 § 43,936457 § 45412231 44,759,515

7
$ 90,589,636 $ 87,404,397 $ 90,522,424 § 91,240,946
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6. DEFINED BENEFIT SEGMENT ... continued

(i) Equity pooled funds

The following table summarizes the Master Trust’s investments in equity pooled funds at fair
value and cost:

As at December 31 2010 2009

: Market Cost Market Cost
Fidelity Pyramis Canadian
Core Equity Trust $ 24867722 § 24,679,386 § 23,198,324 § 26,749,316
Highstreet Canadian ‘/
Equity Fund ’ 25,244,102 24,638,630 23,244,786 25,677,341
IP Morgan Global .
Intrepid Canada Fund 48,081,067 36,815,055 46,475,822 37,670,459
Sprucegrove Global :
Pooled Pension Fund 48,348,292 53,456,205 47,891,034 56,966,250
Vengrowth Capital Fund . 19,805 247,992 19,805 247,992

$ 146,560,988 $ 139,837,268  § 140,829,771 § 147,311,358

@if)  Other equity investments

The Master Trust holds other equity investments having a fair value of $52 (2009 — $90) and a
cost of $0 (2009 — $0). ‘
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DEFINED CONTRIBUTION SEGMENT

(a

The net assets of the defined contribution segment of the Plan as at December 31 are as follows:

As at December 31 2010 2009
Cash, receivables and payables L (2,443) . $ (2,443)
Guaranteed Interest A/C 3 year GIA 1,297,098 1,595,696
Guaranteed Interest A/C 5 year GIA 724,143 358,327
ML Retirement Income 34 -
ML Retirement Date 2015 109,679 -
ML Retirement Date 2020 56,322 -
ML Retirement Date 2025 1,337 -
ML Retirement Date 2030 1,303 -
ML Retirement Date 2040 2,096 -
ML Retirement Date 2050 34 -
ML SEl Income 20/80 281,767 31,208
ML SEI Income 40/60 505,486 558,104
ML SEI Balanced 60/40 5,675,081 5,672,649
ML SEI Growth 80/20 884,636 1,061,886
ML SEI Global Growth 100 217,995 291,762
ML Canadian Money Market 7,747,338 8,785,921
ML PH&N Bond Fund 6,323,750 7,604,508
ML Leith Wheeler Dvsfd Pld 8,540,129 9,798,275
ML JF Canadian Equity Fund 12,975,458 16,678,548
ML SEI Canadian Equity 6,196,740 6,244,578
ML BR U.S. Equity Index 1,037,674 1,029,251
ML Templeton Intf Equity 2,766,913 3,700,308
ML Fidelity Global Fund ' 917,079 1,200,287
, $ 56,259,649 $ 64,608,865

)

e
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7. DEFINED CONTRIBUTION SEGMENT... continued

(b)  The net investment gain (loss) of the defined contribution segment of the Plan for the years ended
December 31 is as follows:

Year ended December 31 2010 2009
Guaranteed Interest A/C 3 year GIA s 47,489 $ 65,901
Guaranteed Interest A/C 5 year GIA 23,271 8,284
ML Retirement Income 0 -
ML Retirement Date 2015 2,486 -
ML Retirement Date 2020 798 -
ML Retirement Date 2025 17 -
ML Retirement Date 2030 17 o
ML Retirement Date 2040 47 -
ML Retirement Date 2050 1 -
ML SEI Income 20/80 28,048 3,147
ML SEI Income 40/60 ‘ 36,192 54,417
ML SEI Balanced 60/40 564,184 057,225
ML SEI Growth 80/20 104,247 202,124
ML SEI Global Growth 100 21,841 43,339
ML Canadian Money Market 64,919 133,043
ML PH&N Bond Fund 492,928 595,006
ML Leith Wheeler Dvsfd Pid 906,510 1,457,695
ML JF Canadian Equity Fund 1,290,323 3,793,850
ML SEI Canadian Equity 919,867 2,021,921
ML PH&N Canadian Equity - (184,716)
ML BR U.S. Equity Index 82,560 71,326
ML Templeton Int'l Equity (61,997) 588,836
ML Fidelity Global Fund 31,497 226,426

$ 4,555,245 $ 10,037,824
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8. FINANCIAL INSTRUMENTS

(a)

Falr value of financial instruments

Investments are held at fair value based on quoted market prices at year-end. In determining fair
values, adjustments have not been made in respect of transaction costs as they are not considered to be
significant,

The following table presents information about the fair value of Master Trust assets as of December 31,
2010: :

. Fair value hicrarchy
Total Level | Level 2 Lovel 3

Asset category
Cash and cash equivalents $ 2,186,000 § 2,186,000 § - % -
Equity securities:

Global equity pooled funds' 96,449,000 - 96,449,000 -

Canadian equity pooled funds® 50,112,000 - 50,112,000 -
Fixed income securities:

Canadian long bond pooled funds’ 45,292,000 - 45,292,000 -

Canadian bond pooled funds’ 45,298,000 - 45,298,000 -
Forward currency contracts (net)’ ' 674,000 - 674,000 -
Total $ 240,011,000 § 2,186,000 $ 237825000 § -

{  This category includes investments in pooled funds that ain to achieve long-term cupilal growth by investing primarily in
equity securitics of companics thal may be located mywhere in the world, cxcluding Canada. Fund performance is
benchmarked against the MSCI World excluding Canada (CdnS) Index.

This catogory includes investments in pooled funds that invest in well-diversificd portfolios of equity scowvities of Canadian

companics, Fund performance is benchmarked against the S&P/TSX Capped Composite Index,

3 This category includes investments in pooled fimds that invest in a well-diversified portfolio of fixed income seourities issued
primarily by Caundian govemments and corporations. The duration rauge of the tund s +/- one year of the benchmark's
duration. Fund performance for Canadian bond pooled funds and Canadian long bond pooled fuds is benchmarked against
the DEX Universe Bond Index and DEX Long-Term Bond Index, respectively.

4 This catcgory Includes an Investment in a pooled fund that ivests in a well-diversified pontiotio of fixed income securities,
issued primatily by U.S, governments and corporations with a weighted avemge cffective maturity of the portfolio of 7.48
years. Fund performance is benchunarked against the Barclays Capital Governinent/Credit Bond Index.

5 This category includes foreign currency forward contracts to pastially hedge invesiments in equity and fixed income seeurities
denominated i foreign currencics.

(8]
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FINANCIAL INSTRUMENTS... continued

(b)

The following table presents information about the fair vatue of Master Trust assets as of December 31,
2009:

Fair value hierarchy
Towml Level | Lovel 2 Level 3

Asset category )
Cash and cash cquivalents $ 2,169,000 § 2,169,000 § - § -
Equity securities:

Global equity pooled funds' 94,387,000 - 94,387,000 -

Canadian equity pooled funds® 46,443,000 - 46,443,000 -
Fixed income securitics:

Canadian long bond pooled funds® 45,110,000 - 45,110,000 -

Canadian bond pooled funds* 45,412,000 - 45,412,000 -
Forward currency contracts (net)® 1,360,000 - 1,360,000 -
Total $ 234,881,000 § 2,169,000 $ 232,712,000 § -

1 ‘This category includes investments in pooled funds that aim to achieve long-tenn capital growth by investing primarily in
equity securitics of companies thal may be located anywhere in the world, excluding Canada, Fund performance is
benchinarked against the MSCI Would exoluding Cunada (CduS) Index,

2 This category inchudes investments in pooled funds that invest in well-diversified portiolios of equity securitics of Canadian
companics. Fund performance is benchmarked against the S&P/TSX Capped Composite Index,

3 This category includes inveatments in pooted funds that invest In a weli-diversificd portiolio of fixed income securities issued
primarily by Conadien govemments and corporations. The dwration range of (e fund is +/- one year of the benchmark’s
durtion, Fund performance for Canudien bond pooled funds and Canadiau long bond pooled lunds is benchmarked against
the DEX Universe Bond Index and DEX Long-Tenn Bond Index, espectively.

4 This category includes an investiment in a pooled fund that invesls ina well-diversified portfolio of fixed income sccurities,
{ssued primarily by U.S. govemments and corporations with a weighted average effective maturity of the portfotio of 7.48
years, Fund performance is beachmarked against the Barcliys Capital Govermment/Credit Bond Judex,

5 This category ineludes foreipn currency forward contracts to partially hiedge lvestntents in equity and fixed income seeuritics
denominated in foreign currencies. :

The carrying values of cash, contributions receivable, paid-up life contracts and investment and
administrative expenses payable approximate fair values due to their short-term nature.

Equity and fixed income securities are comprised of pooled fund trusts, the fair values of which are
measured using the net asset values of the funds, as calculated by the respective investment managers,
and have daily or monthly liquidity. Net asset values are determined using quoted market prices for the
actively-iraded securities the fund has invested in. The funds do not invest in securities that are not
actively traded,

Forward currency contracts are comprised of over-the-counter instruments and their fair value is
measured using the discounted difference between contractual rates and market spot rates.

Financial risk management

‘The Plan is exposed to various types of risks that are associated with its investment strategies,
financial instruments, and markets in which it invests, The risks include market risk (including
cutrency risk, interest rate risk, and other price risk), credit risk and liquidity risk.

4

-
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FINANCIAL INSTRUMENTS... continued
Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market prices, currency exchange rates, interest rates, and other vatiables. The
investments of the Plan are subject to normal market fluctuations and the risks inherent in investment
in financial markets. For the defined benefit segment, the Plan’s investment managers moderate this
risk through careful selection of securities and through diversification of the Plan’s investments within
specified limits. The Plan's overall market performance is monitored on a quarterly basis by the
Retirement Plan Committee, For the defined contribution segment, contributions are invested in

_ specific funds based on choices made by the individual plan members,

Currency risk

Currency risk is the risk that the value of investments denominated in currencies, other than the
functional currency of the Plan, will fluctuate due to changes in foreign exchange rates. Equities in
foreign markets are exposed to currency risk as the prices denominated in foreign currencies are
converted to the Plan’s functional currency in determining fair value.

The Plan holds assets and liabilities, including cash and equities that are denominated in currencies
other than the Canadian dollar, the functional currency. It is, therefore, exposed to currency risk, as
the value of the securities denominated in other currencies fluctuate due to changes in exchange rates.
Sensitivity analysis is presented for significant foreign currency investments. Actual results may differ
and the difference could be material,

Interest rate risk

Interest rate risk is the risk that the value of interest-bearing financial instruments, such as bonds, will
fluctuate due to changes in the levels of market interest rates. Interest rate risk arises from the
possibility that changes in interest rates will affect future cash flows or fair values of financial
instruments. The Plan's interest rate risk exposure is primarily related to underlying investments in
long-term corporate and govemnment bonds. For the majority of equity funds, interest rate risk is
minimal as the underlying investments in these funds are non-interest bearing. Sensitivity analysis is
presented for significant interest-bearing investments, Actusl results may differ and the difference
could be material,

Other price risk

Other price risk is the risk that the fair value of a financial instrument will fluctuate as a result of
changes in market prices (other than those arising from currency risk or interest rate risk) whether they
are caused by factors specific to an individual investment, its issuer, or by factors affecting all
instruments traded in the market. The Plan’s exposure to other price risk arises from its investments in
equity securities, through directly held securities and through pooled investment funds.

Credit risk

Credit risk is the risk that the Plan will suffer financial loss because a security issuer or counterparty to
a financial instrument will fail to discharge an obligation or commitment that it has entered into with
the Plan, Credit tisk for the Plan is managed by investing in low risk pooled investment funds and
high quality securitics. Where the Plan invests in funds with debt instruments, credit ratings are
obtained by the funds from Standard & Poor’s, Moody’s, Fitch andfor Dominion Bond Rating
Services. Where one or more rating is obtained for a security, the most common rating is used in the
credit rigk assessment.
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8  FINANCIAL INSTRUMENTS... continued
Liquidity risk

Liquidity risk is the risk that the Plan will not be able to meet its financial obligations as they become
due. The Plan is exposed to daily cash redemptions of redeemable units. Liquidity risk also exists
when a particular instrument is difficult to purchase or sell. Liquidity risk is managed by investing the
majority of the Fund’s assets in investments that are traded in an active market and can be readily
disposed. In addition, the Plan aims to retain sufficient cash and cash equivalent positions to maintain
liquidity. The majority of the Plan’s investments are considered readily realizable and highly liquid;
therefore, the Plan’s liquidity risk is considered minimal for all Plan assets.

Where a market, credit, or liquidity risk is not specifically discussed in relation to the defined benefit
or defined contribution segments of the Plan’s assets, the risk has been assessed as having minimal
potential impact on the Plan’s investment in the related fund.

Specific risks and sensitivities associated with the defined benefit and defined contribution segments
of the Plan respectively are presented below:

Defined benefit segment

Currency Risk

At December 31, the Canadian dollar equivalent of the cusrency exposures in the Master Trust were as

follows: :

2010 2009

United States Dollar 46,119,469 43,340,675
Euro 12,255,465 13,920,002
British Pound 10,496,661 10,765,845
Japanese Yen 8,109,446 8,396,716
Swiss Franc 5,228,405 5,425,963
QOther ‘ 11,890,963 9,849,782

Total investments held in foreign currencies (CADS equivalent) 94,100,409 91,698,983

If the exchange rate between the Canadian dollar and the foreign-currencies that the defined benefit
segment of the Plan is exposed to increased or decreased by 1%, with all other variables held constant,
net assets available for the defined benefit segment would have increased or decreased, respectively,
by $893,879 at Decerber 31, 2010 (2009 - $871,538).

Interest vate risk

The table below summarizes the Master trust’s exposure to interest rate risks by remaining term to
maturity for fixed income instruments as of December 31

< | year 1-5 years 5-10 years > 10 years Total
2010 $ 1,223,032 § 14,132,935  $20,745923  § 54,487,746 § 90,589,636
2009 $ 2,046200 $ 14,994,465  $20,348,043  § 53,133,716  § 90,522,424

As at December 31, 2010, if the prevailing interest rates had been increased or decreased by 1%,
assuming a parallel shift in the yield curve, with all other factors remaining constant, net assets
available for the defined benefit segment of the Plan could possibly have decreased or increased,
respectively, by approximately $7,614,402 (2009 -~ $7,578,411), The interest rate sensitivity was
determnined based on portfolio weighted duration.
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Other price risk

At December 31, 2010, had the prices on the respective stock exchanges for these securities increased
or decreased by 10%, with all other variables held constant, net assets available for benefits would
have increased or decreased, respectively, by approximately $13,823,307 (2009 — $13,211,851),

Credit risk

The credit ratings of the Master Trust's underlying fund’s fixed income investments as at December
31, 2010, are as follows: AAA - 15.3%; AA — 39.2%; A — 34.4%,; BBB - 8.5%; BB - 0.2%; D ~
0.1%; Unrated ~ 2.3% (2009 — AAA ~ 18.8%; AA —39.2%; A - 34.3%; BBB — 5.2%; D - 0.1%;
Unrated - 2.4%). Underlying investments in mortgages within pooled fixed income funds are not
rated; however, they are all Canadian Housing and Mortgage Corporation guaranteed mortgages and
therefore have the backing of an AAA rate issuer,

Defined contribution segment
Currency Risk

Currency risk associated with the defined contribution segment of the Plan is considered minimal as
the majority of the underlying investments are denominated in Canadian dollars,

Interest rate risk

In relation to the defined contribution segment of the Plan’s investment in the Leith Whesler
Diversified Pooled Fund, as at December 31, 2010, had prevailing interest rates increased or
decreased by 1%, assuming a parallel shift in the yield curve, with all other variables held constant,
the Plan’s portion of net assets would have decreased or increased, respectively, by approximately
$174,378 (2009 — $189,122). The Plan’s sensitivity to interest rate changes was estimated using the
weighted average duration of the bond portfolio, :

In relation to the defined contribution segment of the Plan’s investment in the PH&N Bond Fund, as at
December 31, 2010, if the prevailing interest rates had been increased or decreased by 1%, assuming a
parallel shift in the yield curve, with all other factors remaining constant, net assets could possibly
have decreased or increased, respectively, by approximately $370,287 (2009 — §43 6,405). The Plan’s
interest rate sensitivity was determined based on portfolio weighted duration.

Other price risk

With respect to the defined contribution segment of the Plan’s investment in the Jarislowsky, Fraser
Canadian Equity Fund, if the S&P/TSX Composite index had increased or decreased by 5% at
December 31, 2010, with all other variables held constant, this would have increased or decreased the
Plan’s portion of the net assets by approximately $446,699 (2009 — $539,382).

In respect of the defined contribution segment of the Plan’s investment in the ML SEI Balanced 60/40
Fund, as at December 31, 2010, a 5% change in prices on the underlying funds would have changed
the Plan’s portions of the net assets by $174,572 (2009 - $282,913) with all other factors held
constant.

In relation to the defined contribution segment of the Plan’s investment in the Leith Wheeler
Diversified Pooled Fund, as at December 31, 2010, had the prices on the respective stock exchanges
for the underlying securities increased or decreased by 10%, with all other variables held constant, the
Plan’s portion of net assets would have increased or decreased, respectively, by approximately
$547,927 (2009 - $622,173).

In respect of the defined contribution segment of the Plan's investment in the ML SEI Canadian
Equity Fund, as at December 31, 2010, & 10% change in prices on the underlying funds would have
changed the Plan’s portions of the net assets by $610,069 (2009 — $613,708) with all other factors
held constant.

o
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8. FINANCIAL INSTRUMENTS.., CONTINUED

In practicc, the actual results may differ from these sensitivity analyses and the differences could be
material. '

9, OBLIGATION FOR PENSION BENEFITS

@)

(b)

Defined benefit segment

The present value of accrued pension benefits for the defined benefit segment of the Plan as at
December 31, 2010 and December 31, 2009, respectively, were determined in accordance with
Section 3461 of the Canadian Institute of Chartered Accountants Handbook using the projected
benefit method prorated on services, and were prepared by Towers Watson HR Services, a firm of
consulting actuaries,

The actuarial present value of accrued pension benefits for the defined benefit segment of the Plan as
at December 31 and. the principal’ components of changes in the actuarial present value during the
years were as follows: g

2010 2009

Actuarial present value of accrued pension benefits for the
defined benefit segment of the Plan, beginning of year $ 266,000,000 $ 249,170,000

Interest accrued on benefits 15,292,000 16,740,000
Benefits accrued 280,000 2,096,000
Benefits paid (22,873,000) {22,498,000)
Actuarial loss 30,298,000 20,492,000
Actuarial present value of accrued pension benefits for the

defined benefit segment of the Plan, end of year $ 288,997,000 $ 266,000,000

The assumptions used in determining the actuarial present value of accrued pension benefits for the
Plan as at December 31, 2010 and December 31, 2009 were based on economic assumptions as of
December 31, 2010 and December 31, 2009, respectively, which were based on best-estimate
assumptions for the long-term. Significant actuarial assumptions used in the determination of the
present value of accrued pension benefits at Decenber 31 were:

2010 ‘ 2009
Discount rate 5.00% 6.00%
Annual salary escalation rates 2.00% 2.00%

Defined contribution segment

The Plan’s obligation with respect to the defined contribution segment is equivalent to the net assets
related to that segment at any point in time,

rd
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Introduction

Purpose

This report with respect to the Catalyst Paper Corporation Retirement Plan for Salaried Employees
(the “plan”) has been prepared for Catalyst Paper Corporation, (the “Company” and the plan
administrator), and presents the results of the actuarial valuation of the plan as at December 31, 2011.

The principal purposes of the report are:

¢ to present information on the financial position of the plan on both going concern and solvency
bases; and

e to review the hypothetical windup status of the plan.

This report outlines the changes in the plan’s financial position since the previous valuation at
December 31, 2010. This report is being prepared and filed with the Pension Department of the British
Columbia Financial Institutions Commission as required by the terms of the solvency funding relief
agreement granted by the Superintendent, as documented in her letter dated February 7, 2012. This
report does not provide information in respect of the funding requirements under the Pensions
Benefits Standards Act (British Columbia) and Regulation thereto or the Income Tax Act (Canada) and
Regulations thereto. The contribution requirements to the plan are set out in the report on the actuarial
valuation as at December 31, 2010 and the solvency funding relief agreement granted by the
Superintendent, as documented in her letter dated February 7, 2012.

This report summarizes the results of the actuarial valuation and contains an actuarial opinion as an
integral part of the report. Supporting detailed information on the significant terms of engagement,
assets, actuarial basis, membership data and plan provisions is contained in the Appendices.

The information contained in this report was prepared for Catalyst Paper Corporation, for its internal
use and for filing with the British Columbia Financial Institutions Commission, in connection with the
actuarial valuation of the plan prepared by Towers Watson Canada inc. ("Towers Watson”). This
report is not intended, nor necessarily suitable, for other parties or for other purposes. Further
distribution of all or part of this report to other parties (except where such distribution is required by
applicable legislation) or other use of this report is expressly prohibited without Towers Watson's prior
written consent. Towers Watson is available to provide additional information with respect to this report
to the above-mentioned intended users upon request.

The numbers in this report are not rounded. The fact that numbers are not rounded does not imply a
greater level of precision than if the numbers had been rounded.

L
V:\Catalyst Paper Corporatio - 100606\12\RET\3004936 - Salaried Plan Funding Valuation\Exec -
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Signifiéant Events Since Previous Actuarial Valuation
Actuarial Basis

Since the previous actuarial valuation, the solvency and hypothetical windup actuarial assumptions
have been updated to reflect market conditions at the valuation date. However, there have been no
changes to the going concern actuarial basis.

Plan Provisions

This valuation reflects the plan provisions as at December 31, 2011 and does not make any provisions
for the possibility that a change or action (retroactive or otherwise) could be imposed by order of a
regulatory body or a court as we are not aware of any events that would cause such change or action
at the time this valuation was completed.

There have been no changes to the plan provisions since the previous actuarial valuation that affect
the valuation's results.

Legislative and Actuarial Standards Updates

The Standards of Practice for Pension Commuted Values published by the Canadian Institute of
Actuaries effective April 1, 2009 provide for an update to the mortality assumption with effect from
February 1, 2011. The revised standards have been reflected for purposes of the solvency and
hypothetical windup valuations.

Subsequent Events
| We completed this valuation on March 30, 2012.

To the best of our knowledge and on the basis of our discussions with Catalyst Paper Corporation, no
events which would have a material impact on the results of the valuation occurred between the
valuation date and the date this valuation was completed.

AR
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Section 1: Going Concern Financial

Position

1.1 Statement of Financial Position

Going Concern Value of Assets
Defined benefit provision

Defined contribution provision

Total going concern value of assets

Actuarial Liability

Defined Benefit Provision

Active, disabled and suspended members
Retired members and beneficiaries
Terminated vested members

Total actuarial liability

Défined Contribution Provision

Total Actuarial Liability

Actuarial Surplus (Unfunded Actuarial Liability)

December 31, 2011

$ 227,485,022
47,360,416

$ 274,845,437

$ 24,256,430
229,052,827
5,675,373

$ 258,884,630

$ 47,360,415

$ 306,245,045

$ (31,399,608)

December 31, 2010

$ 242,109,210
56,262,092

$ 298,371,302

$ 31,822,299
228,135,324
5,479,103

$ 265,436,726

$ 56262002

$ 321,698,818

$ (23,327,516)

Comments:

e The financial position of the plan on a going concern basis is determined by comparing the going
concern value of assets to the actuarial liability and is a reflection of the assets available for the
benefits accrued in respect of credited service prior to the valuation date assuming the plan

continues indefinitely.

e _The increase in the actuarial liability as at December 31, 2011, which wo‘uld result from a 1%
decrease in the valuation discount rate assumption, is $24,196,525. For purposes of this
calculation, no changes were made to any of the other actuarial assumptions or to the actuarial

methods used for the going concern valuation.
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Catalyst Paper Corporation

Retirement Plan for Salaried Employees 3 )
1.2 Reconciliation of Financial Position : 0
Actuarial surplus (unfunded actuarial liability) :
as at January 1, 2011 : $ (23,327,516)
Net special payments ' A 10,114,569
Expected interest on:
e Actuarial surplus (unfunded actuarial liability) $ (1,399,651) _
& Net special payments 299,017 (1,100,634)
Plan experience:
e Investment gains (losses), net of all expenses $ (16,326,326)
¢ Retirement gains (losses) 373,197
e Withdrawal gains (losses) - (92,734)
®  Mortality gains (losses) (892,781)
e Salary gains (losses) 167,417
e Data correction (247,414)
e Other liability gains (losses) (67,386) (17,086,027)
Actuarial surplus (uhfunded actuarial liability) .
as at December 31, 2011 $ (31,399,608)

W—
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Catalyst Paper Corporation -
Retirement Plan for Salaried Employees

Section 2: Solvency and Hypothetical
Windup Financial Position

2.1 Statement of Solvency Financial Position

Solvency Value of Assets
Defined Benefit Provision

Market value of assets

Provision for plan windup expenses
Total solvency value of assets

Defined Contribution Provision
Market value of assets

Total Solvency Value of Assets

Solvency Liability

Defined Benefit Provision

Active, disabled and suspended members
Retired members and beneficiaries
Terminated vested members

Total solvency liability

Defined Contribution Provision

Total Solvency Liability

Solvency Surplus (Unfunded Solvency Liability)

Solvency Ratio — Defined Benefit Provision

December 31, 2011

$ 216,657,338
(500,000)

$ 216,157,338

$ 47360415

$ 263,517,753

$ 32,261,140
290,156,036
8,693,562

$ 331,010,738

$ 47,360,415

$ 378,371,153
$ (114,853,400)

0.65

December 31, 2010

$ 228,559,253
~ (500,000)

$ 228,059,253

$_56262,082

$ 284,321,345

$ 35,914,188
258,726,562
6,901,088

$ 301,541,838

$ 56,262,002

$ 357,803,930
$ (73,482,585)

0.76

Comments:

® The financial position of the plan on a solvency basis is determined by comparing the solvency
value of assets to the solvency liability (the actuarial present value of benefits accrued in respect
of credited service prior to the valuation date, calculated as if the plan were wound up on that

date).
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Catalyst Paper Corporation
6 Retirement Plan for Salaried Employees

e The solvency actuarial valuation results presented in this report are determined under a scenario
where, following a plan windup, the employer discontinues its operations.

e The increase in the solvency liability as at December 31, 2011, which would result from a 1%
decrease in the valuation discount rate assumption, is $37,631,483. For purposes of this
calculation, no changes were made to any of the other actuarial assumptions or to the actuarial
methods used for the solvency valuation.

2.2 Hypothetical Windup Financial Position

The hypothetical windup aciuarial valuation results presented in this report are determined under the
same scenario used for the solvency valuation.

If the plan were to be wound up on the valuation date, the hypothetical windup liability would be equal
to the solvency liability. Consequently, the hypothetical windup surplus (unfunded hypothetical windup
liability) as at the valuation date is $(114,853,400).

2.3 Solvency Incremental Cost — Defined Benefit Provision

The solvency incremental cost for a given year represents the present value, at the valuation date, of
the expected aggregate change in the solvency liability during the year, increased for expected benefit
payments during the year. The 2012 solvency incremental cost is derived from the projection of the
solvency liability, as follows:

2012
Projected solvency liability as at beginning of year $ 331,010,738
Solvency incremental cost for the year1 : 1,282,402
Interest on projected solvency liability, solvency incremental cost
and expected benefit payments 10,785,747
Expected benefit payments during year (22,468,555)
Projected solvency liability as at end of year $ 320,610,332
Note:

' This amount is as at the beginning of the year.
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Section 3: ActUariaI Certification and
Opinion |

3.1 Actuarial Certification

Based on the results of these valuations, we hereby certify that, in our opinion, as at
December 31, 2011:

e The actuarial surplus (unfunded actuarial liability), determined by comparing the actuarial liability,
the measure of obligations of the plan on a going concern basis, to the going concern value of
assets, is $(31,399,608).

e The solvency surplus (unfunded solvency liability), determined by comparing the solvency liability
to the solvency value of assets, is $(114,853,400).

e The hypothetical windup surplus (unfunded hypothetical windup liability), determined by
comparing the hypothetical windup liability to the solvency value of assets, is $(114,853,400).

e The solvency ratio, as defined in the Regulation to the Pension Benefits Standards Act (British
Columbia}, is 0.65.

¢ In accordance with the terms of the solvency relief agreement granted by the Superintendent of
Pensions of the British Columbia Financial Institutions Commission, as documented in her letter
dated February 7, 2012, the next update on the financial position of the plan should be performed
with an effective date not later than December 31, 2012.

® |n accordance with the Regulation to the Pension Benefits Standards Act (British Columbia), the
next full actuarial valuation, including the basis for employer contributions, should be performed
with an effective date not later than December 31, 2013. The basis for employer contributions
presented in the report on the actuarial valuation of the plan as at December 31, 2010 and as
presented in the solvency funding relief agreement granted by the Superintendent of Pensions is
effective until the next full actuarial valuation is filed.

WO
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8 . Retirement Plan for Salaried Employees

3.2 Actuarial Opinion

In our opinion:

e the membership data on which the actuarial valuations are based are sufficient and reliable for
the purposes of the going concern, solvency and hypothetical windup valuations,

e the assumptions are appropriate for the purposes of the going concern, solvency and hypothetical
windup valuations, and

e the methods employed in the valuations are appropriate for the purposes of the going concern,
solvency and hypothetical windup valuations.

This report has been prepared, and our opinion has been given, in accordance with accepted actuarial
practice in Canada. The valuations have been conducted in accordance with our understanding of the
funding and solvency standards prescribed by the Pension Benefits Standards Act (British Columbia)
and Regulation thereto, and in accordance with our understanding of the requirements of the /ncome
Tax Act (Canada) and Regulations thereto. This actuarial opinion forms an integral part of the report.

The results presented in this report have been developed using a particular set of actuarial
assumptions. Other results could have been developed by selecting different actuarial assumptions.

The results presented in this report are reasonable actuarial results based on actuarial assumptions
reflecting our expectation of future events.

Towers Watson Canada Inc.

Bernard Mercier ,
Fellow of the Canadian Institute of Actuaries

Vancouver, British Columbia
March 30, 2012

AR
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Catalyst Paper Corporation
Retirement Plan for Salaried Employees : . A-1

Appendix A: Significant Terms of
Engagement

For purposes of preparing this valuation report, the plan administrator has directed that:
& The actuarial valuation is to be prepared as at December 31, 2011.

e For purposes of the going concern valuation, the terms of engagement reqwre th euse of margins
for adverse deviations mentioned in Appendix C.-

e For purposes of determining the going concern discount rate, the target asset class distribution
has been established in accordance with the Statement of Investment Policies and Procedures
effective August 1, 2011.

e  For purposes of determining the going concern financial position of the plan, the going concern
value of assets is to be determined using the averaging technique described in the Going
Concern Asset Valuation Method section in Appendix C.

e There is no partial plan windup with an effective date prior to the date of this valuation, involving
members employed in Ontario, not yet completed where the partial windup portion of the plan is
in a surplus position on the date of this valuation, this report is to be prepared on the basis that
there will be no retroactive changes to previously filed partial windup reports, if any, and neither
the applicable pension regulator nor the plan sponsor will order/declare any partial plan windup
with an effective date prior to the valuation date.

® The hypothetical windup valuation results presented in this report are to be determined under a
scenario where the employer discontinues to operate and all expenses are paid from the pension
fund.

R
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Catalyst Paper Corporation
Retirement Plan for Salaried Employees

Appendix B: Assets

Statement of Market Value

Defined Benefit Provision
Invested assets:

December 31, 2011

December 31, 2010

& Cash and short-term investments $ 4,834,136 $ 50,877
Fixed income 86,123,009 86,045,676
Canadian equities 39,845,766 47,617,035
Foreign equities . 81,409,389 91,592,529
Investment income receivable 2,397,948 2,654,128
Total invested assets $ 214,610,248 $ 227,960,245

Net outstanding amounts:

e Contributions receivable $ 2,551,687 $ 925,634

e Benefits payable (325,805) (290,002)

e Expenses and other payables (178,792) (36,624)

e Total net outstanding amounts $ 2,047,090 $ 599,008

Defined Contribution Provision

Invested assets $ 47,360,415 $ 56,262,092

Total $ 264,017,753 $ 284,821,345

Comments:

e The defined benefit assets are invested, along with those of other Catalyst Paper Corporation
registered retirement plans, in the Catalyst Paper Corporation Master Trust. The invested asset
allocation shown above reflects the plan's prorata share of each asset class of the Catalyst Paper

Corporation Master Trust.

e The invested assets under the defined benefit provision are held by CIBC Mellon under account

F441500.

e The invested assets under the defined contribution provision are held by Manulife Financial under

policy number 10001106.
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Catalyst Paper Corporation ‘

B-2 Retirement Plan for Salaried Employees

o  The data relating to the invested assets and net outstanding amounts are based on the
unaudited financial statements issued by CIBC Mellon. All such data has been relied upon by
Towers Watson following tests of reasonableness with respect to contributions, benefit payments
and investment income. However, Towers Watson has not independently audited or verified this

data.

e The outstanding contributions receivable of $2,551,687 are comprised of $23,045 of employer
defined benefit normal actuarial cost contributions, $730,049 of going concern amortization

payments and $1,798,593 of solvency amortization payments.

Asset Class Distribution — Defined Benefit Provision

The following table shows the target asset allocation stipulated by the plan’s investment policy in
respect of various major asset classes and the actual asset allocation as at December 31, 2011.

Target asset Asset allocation as at
allocation December 31, 20112
Fixed Income 40% 41%
. Canadian Equity 20% 19%
Foreign Equity 40% 38%
Cash and cash equivalents 0% 2%
Total 100% 100%

Notes:

1
August 1, 2011.

This information was obtained from the Statement of Investment Policies and Procedures (SIPP) in effect for the plan as at

This information was obtained from the unaudited financial statements issued by CIBC Mellon. All such data has been relied

upon by Towers Watson and compared against the target asset allocation to assess reasonableness. However, Towers

Watson has not independently audited or verified this data.
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520

Reconciliation of Invested Assets (Market Value) — Defined Benefit
Provision '

Assets as at December 31, 2010 $ 227,960,245
Receipts:
o Contributions:

—  Employer normal actuarial cost $ (21,392)

~ - Employer amortization payments 8,553,119

~  Members' required contributions 9,134 $ 8,540,861
& Investment return, net of all expenses 696,426
¢ Total receipts $ 9,237,287
Disbursements:
e  Benefit payments:

—  Pension payments $ 22,350,261

— Lump sum settiements 237,023 $ 22,587,284
e Total disbursements $ 22,587,284
Assets as at December 31, 2011 $ 214,610,248

Comments:

e This reconciliation is based on the unaudited financial statements issued by CIBC Mellon. All
such data has been relied upon by Towers Watson following tests of reasonableness with respect
to contributions, benefit payments and investment income. However, Towers Watson has not
independently audited or verified this data.

e The rate of return earned on the market value of assets, net of all expenses, from
January 1, 2011 to December 31, 2011 is approximately 0.32% per year.
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Catalyst Paper Cbrporation
B-6 : Retirement Plan for Salaried Employees

Development of the Actuarial Value of Assets as of
December 31, 2011 - Defined Benefit Provision

Actuarial Value of Assets for the Salaried Plan

Market vaILIe of plan assets (cash basis) : $ 214,610,248
Ratio of Master Trust actuarial value of assets over market value of assets 1.05045
Actuarial value of invested plan assets $ 225,437,932
Net outstanding amounts: 4

®  Contributions receivable $ 2,551,687
¢ Benefits payable (325,805)
e Expenses payable ' (178,792)
e Total $ 227,485,022
Comment:

® The rate of return on the actuarial value of assets for the plan, net of all expenses, for the period
from December 31, 2010 to December 31, 2011 is approximately -1.0% per year.
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Catalyst Paper Corporation .
Retirement Plan for Salaried Employees C-1

Appendix C: Actuarial Basis — Going
Concern |

Methods

Defined Benefit Provision
Asset Valuation Method

The actuarial value of assets was calculated as the average of the market value of invested assets at
the valuation date and the four previous adjusted market values. The adjusted market values at the
current valuation date were developed from the fund's market value at the four preceding year-ends.
To obtain these adjusted market values, the market values at December 31 of each of the four
preceding years were accumulated to the valuation date with net contributions and assumed
investment return. Net contributions were calculated as contributions less benefit payments and were
assumed to.occur uniformly throughout each year.

At the previous valuation, the assumed investment return was calculated assuming that each year the
assets earned interest at the average 3-month Canada Treasury Bill rate during the year plus 2.5%. If
necessary, the actuarial value of assets was then adjusted so that it falls within 5% of the market value
of assets (5% corridor).

Commencing with this valuation, the assumed investment return was calculated assuming that each
year the assets earned interest at the going concern discount rate assumption in effect during that
year. The revised investment return assumption is considered to be a better estimate of future
expected investment returns. If necessary, the actuarial value of assets was then adjusted so that it
falls within 10% of the market value of assets (10% corridor).

The actuarial value of invested assets was first calculated in aggregate for all the pension plans which
participate in the Catalyst Paper Corporation Master Trust. A ratio equal to the actuarial value of the
assets over the market value of the assets for all of the pension plans which participate in the Catalyst
Paper Corporation Master Trust was then calculated. The actuarial value of assets for the plan was
calculated as the market value of the invested assets of the plan multiplied by the above ratio. The
actuarial value of assets for the plan was then adjusted for any outstanding amounts.

The objective of the asset valuation method is to produce a smoother pattern of going concern surplus
(deficit) and hence a smoother pattern of contributions consistent with the long-term nature of the
going concern valuation. : :

Such smoothing is achieved by use of an averaging process which systematically recognizes
investment returns different from expectations over a four-year period, with 20% recognized at the
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Catalyst Paper Corporation
C-2 Retirement Plan for Salaried Employees

valuation date and the remainder at a rate of 20% per year. This method will be expected to average
periods of outperformance with periods of underperformance.

The going concern discount rate has been selected to equal the expected return on the assets over
long periods of time, with a margin for adverse deviations. As such, it is anticipated that, on average,
the asset valuation method will tend to produce a result that is somewhat less than the market value of
assets.

Actuarial Cost Method

The actuarial liability and the normal actuarial cost were calculated using the projected unit credit cost
method.

Prospective benefits were calculated for each active, disabled and suspended member according to
the plan provisions and actuarial assumptions. The actuarial liability was calculated as the actuarial
present value of the member's prospective benefits multiplied by the ratio of the member's credited

service prior to the valuation date to the member's total potential credited service (the service prorate
method).

The actuarial liability for retired members and beneficiaries and terminated vested members was
calculated as the actuarial present value of their respective benefits.

Defined Contribution Provision

For the purposes of the going concern valuation, the determination of the actuarial liability for the
defined contribution provision does not involve the use of an actuarial cost method, nor does it involve
actuarial assumptions. By definition, the actuarial liability under the defined contribution provision
corresponds with the market value of the members' defined contribution accounts at the valuation
date.

R —
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Catalyst Paper Corporation

Retirement Plan for Salaried Employees

Actuarial Assumptions

c-3

(N
ro

Economic Assumptions
- {per annum)

Liability discount rate
Rate of salary increase

Escalation of YMPE under
Canada Pension Plan’

Escalation of Income Tax Act
(Canada) maximum pension
limitation 2

Rate of inflation

Interest on members'
contributions

Demographic Assumptions
Mortality

Withdrawal

Disability incidence/recovery

Retirement/pension
commencement

® Active, disabled and
suspended members

e Terminated vested
members

Other

Percentage of members with
eligible spouses at pension
commencement and electing
joint and survivor pension form

Years male spouse older than
female spouse

Provision for non-investment
expenses

December 31, 2011

6.00%

3.00%
(nil for disabled members)

2.50%

2.50%

2.00%
3.25%

1994 Uninsured Pensioner
Mortality Table, projected
generationally using Scale AA
(refer to Table 1)

Age-related rates (refer to
Table 2)

Nil

Age-related rates (refer to
Table 3)

Earliest unreduced retirement
date

90%

None; return on plan assets is
net of all expenses

December 31, 2010

Same
Same

Same

Same

Same
Same

Same

Same

Same

Same

Same

Same

Same

Same
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C—4 : Retirement Plan for Salaried Employees 3 37

O
0 Notes:

' The YMPE of $50,100 for 2012 is the starting value for the YMPE projection as at the current valuation and is indexed
starting in 2013.

2 The Income Tax Act (Canada) maximum pension limit of $2,646.67 per year of service in 2012 is the starting value for
" maximum pension limit projection as at the current valuation and is indexed starting in 2013.

Table 1 — Sample Mortality Rates

1994 Uninsured Pensioner Mortality Table ! Scale AA Mortality Improvement Table ?
Age Male Female Age Male Female
20 0.000545 0.000305 20 0.019 0.016
25 0.000711 0.000313 25 0.010 0.014
30 0.000862 0.000377 30 0.005 0.010
35 -0.000915 0.000514 35 0.005 0.011
40 0.001153 0.000763 40 0.008 0.015
45 0.001697 0.001046 45 0.013 0.016 “
50 0.002773 0.001536 50 0.018 0.017
55 0.004758 0.002466 55 0.019 - 0.008
60 0.008576 0.004773 60 0.016 0.005
e 65 0.015629 0.009286 65 0.014 0.005
70 0.025516 0.014763 70 0.015 0.005
75 0.040012 0.024393 75 0.014 0.008
80 °  0.066696 0.042361 80 0.010 0.007
85 0.104559 0.072836 85 0.007 0.006
90 0.164442 0.125016 90 0.004 0.003
95 0.251189 0.200229 95 0.002 0.002
100 0.341116 0.297233 100 0.001 0.001
105 0.440585 0.415180 105 0.000 0.000
Notes:

! “The mortality rates for years after 1994 are computed using the mortality rates for the year 1994 ('*** rates) and mortality
improvement rates (AA, rates).

2 Using the g™ rates and the AA, rates defined above, the resulting mortality rate for age x in calendar yeary is:
o= 0% + (1 -AAx)y'm"'.
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Table 2 — Withdrawal Rates

Service Years ; All members
1 0.180
2 0.160
3 0.140
4 0.120
5 0.100
6 0.080
7 0.060
8 0.050
9 , 0.040
10 0.035
11 0.030
12 o 0.025
13 0.020
14 0.015
15 0.010

More than 15 0.000

Table 3 — Retirement Rates

Age All members
55 to 59 0.150
60 : 0.350
61 0.350
62 0.350
63 0.350
64 0.350
65 1.000

L
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Catalyst Paper Corporation
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Rationale for Actuarial Assumptions

The rationale for the material actuarial assumptions used in the going concern valuation is
summarized below.

The going concern assumptions do not include margins for adverse deviations, except as noted below.

Liability discount rate’

The assumption is an estimate of the expected long-term return on plan assets, net of a provision for
non-investment expenses expected to be paid from the plan of 0.3% of invested assets, less a 0.2%
margin for adverse deviations. The expected long-term return is based on returns for each major asset
class in which the plan is expected to be invested (net of investment expenses), the plan’s investment
policy with consideration of the effects of diversification and periodic rebalancing to maintain the plan’s
investment policy. We have assumed that additional returns associated with employing an active
management strategy would equal the additional expenses associated with employing such strategy.
Consequently, we have disregarded any potential additional returns.

The expected long-term return for asset classes subject to risk includes an estimated risk premium.
Based on historical experience, assets invested in instruments subject to risk are expected to yield
higher returns in the long-run than assets invested in risk-free investments, but these returns may
fluctuate significantly from year to year.

Rate of salary increase

The assumption reflects an assumed rate of inflation of 2.00% per year, plus an allowance of 0.5% per
year for the effect of real economic growth and productivity gains in the economy. In addition, an
allowance of 0.5% per year has been made to reflect the average expected increase as a result of
individual employee merit and promotion. The merit and promotion assumption is based on
discussions with Catalyst Paper Corporation management concerning their future expectations.

Escalation of YMPE under Canada Pension Plan

The YMPE is indexed annually based on increases in the Average Industrial Wage index for Canada.
The assumption reflects an assumed rate of inflation of 2.00% per year, plus an allowance of 0.5% per
year for the effect of real economic growth and productivity gains in the economy.

Escalation of Income Tax Act (Canada) maximum pension limitation

The maximum pension limitation under the Income Tax Act (Canada) is scheduled to be indexed
annually based on assumed increases in the Industrial Aggregate Wage index. The assumption
reflects an assumed rate of inflation of 2.00% per year, plus an allowance of 0.5% per year for the
effect of real economic growth and productivity gains in the economy.
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Rate of Inflation

The assumption reflects an estimate of the future rate of inflation considering economic and financial
market conditions at the valuation date.

Mortality

The 1994 Uninsured Pensioner Mortality Table reflects the mortality experience projected to 1994 for a
large sample of North American pension plans. Applying Projection Scale AA generationally provides
allowance for improvements in mortality after 1994 and is commonly considered reasonable for
projecting mortality experience into the future. This table is commonly used for valuations where the
mortality experience of the membership of a plan is insufficient to assess plan-specific experience and
where there is no reason to expect the mortality experience of the plan to differ significantly from that
of other pension plans. No allowance has been made for mortality prior to retirement with respect to
terminated vested members in order to approximate the value of pre-retirement death benefits.

Withdrawal

Withdrawal rates are typically developed taking into account the past experience of the plan. However,
based on discussions with Catalyst Paper Corporation management, recent withdrawal experience is
not considered appropriate for assessing the future incidence of withdrawal. Accordingly, the rates of
withdrawal are based on discussions with Catalyst Paper Corporation management concerning their
future expectations and our experience with other similar plans. ‘ :

Disability incidence/recovery

There are no disability benefits under the plan other than the accrual of retirement income (earnings
remain constant) during disability. Consequently, the assumption of no incidence of disability or
recovery therefrom makes an appropriate allowance, in combination with the other assumptions, for
such continued accruals.

Retirement/pension commencement
Active, disabled and suspended members

Retirement rates are typically developed taking into account the past experience of the plan. However,
based on discussions with Catalyst Paper Corporation management, recent retirement experience is
not considered appropriate for predicting the future incidence of retirement. Accordingly, rates of
retirement were developed based on discussions with Catalyst Paper Corporation management
concerning their future expectations, the plan provisions and our experience with other similar plans.

ARE—
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Terminated vested members

All terminated members are assumed to commence their pension at the normal retirement age of 65,
as the plan’s termination benefit provides for an actuarially reduced benefit upon pension
commencement prior to normal retirement age.

Percentage of members with eligible spouses at pension commencement and electing joint
and survivor pension form ‘

When provided, the actual data on the spouse and form of payment were used for retired members.
For other members, the assumed percentage of members with a spouse is based on the percentages
for the general population. All members with eligible spouses were assumed to elect a joint and
survivor pension form.

Years male spouse older than female spouse

When provided, the actual data on the spouse were used for retired members. For other members, the
assumption is based on surveys of the age difference in the general population and an assessment of
future expectations for members of the plan.

Provision for non-investment expenses

The liability discount rate is net of all expenses (excluding any fees associated with employing an
active investment management strategy). The assumed level of expenses reflected in the liability
discount rate is based on recent experience of the Catalyst Paper Corporation Master Trust and an
assessment of future expectations.

TOWERS WATSON A/

Towers Watson Confidential

50



Catalyst Paper Corporation :
Retirement Plan for Salaried Employees DA

Appendix D: Actuarial Basis - Solvency
and Hypothetical Windup

Methods

Defined Benefit Provision
Asset Valuation Method

The market value of assets, adjusted for net outstanding amounts, has been used for the solvency
and hypothetical windup valuations. The resulting value has been reduced by a provision for plan
windup expenses. ' '

Method for Calculating Liabilities

The solvency and hypothetical windup liabilities for active, disabled and suspended members were
calculated as the actuarial present value of all benefits accrued up to the valuation date (treating all
members as if vested).

The solvency and hypothetical windup liabilities for retired members, beneficiaries and terminated
vested members were calculated as the actuarial present value of their respective benefits.

Other Considerations

The solvency and hypothetical windup actuarial valuations have been prepared on a hypothetical
basis. In the event of an actual plan windup, the plan assets may have to be allocated between
various classes of plan members or beneficiaries as required by applicable pension legislation. Such

potential allocation has not been performed as part of these solvency and hypothetical windup
valuations.

Defined Contribution Provision

For the purposes of the solvency and hypothetical windup valuations, the determination of the liability
for the defined contribution provision does not involve the use of a liability calculation method, nor
does it involve actuarial assumptions. By definition, the solvency and hypothetical windup liability
under the defined contribution provision corresponds with the market value of the members' defined
_contribution accounts at the valuation date.
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Solvency Incremental Cost Actuarial Method — Defined Benefit
Provision

The solvency incremental cost for a given year represents the present value, at the valuation date, of

the expected aggregate change in the solvency liability during the year, increased for expected benefit .

payments during the year.

The solvency incremental cost reflects expected decrements and related changes in membership
status, accrual of service, any expected changes in benefits, entitlements, pension formula or
increases in the maximum pension limits, and projected pensionable earnings during the year.

The solvency incremental cost has been calculated for each year until the next valuation date as the
projected solvency liability at the end of the year, minus the solvency liability at the beginning of the
year, increased for expected benefit payments during the year. Each of these amounts is discounted
to the valuation date using the solvency liability discount rate.

The method used to calculate the projected solvency liabilities at each projection date is the same as
used in the solvency valuation.

SRR
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Actuarial Assumptions

December 31, 2011 December 31, 2010
Economic Assumptions
(per annum)
Liability discount rate
®  Annuity purchase 3.30% 4.50%
e Commuted value 2.60 for 10 years, 4.10% 3.30% for 10 years, 5.00%
' thereafter thereafter
Escalation of Income Tax Act  N/A Same
(Canada) maximum pension
limitation
Demographic Assumptions
Mortality 1994 Uninsured Pensioner 1994 Uninsured Pensioner
‘Mortality Table, projected Mortality Table, projected to 2020
generationally using Scale AA using Scale AA
Withdrawal N/A Same
Disability incidence/recovery ~ N/A Same
Retirement/pension Described in detail on page D-6 Same
commencement ‘
Other
Percentage of members with  90% Same
eligible spouses at pension
commencement and electing
joint and survivor pension form
Years male spouse older than 3 Same
female spouse ‘
Percentage of members
receiving settiement by
commuted value *
e  Retired members and 0% Same
beneficiaries ;
e Terminated vested 0% Same
members
e Active members under 55 100% Same
years old
e Active members aged 55 0% Same
years and over
Provision for expenses
e Solvency $500,000 Same
e  Hypothetical windup $500,000 B Same

ARE—
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‘ | Note:

' The balance is assumed to receive settiement by annuity purchase.
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J0
Rationale for Actuarial Assumptions

The rationale for the material actuarial assumptions used in the solvency and hypothetical windup
valuations is summarized below.

The actuarial assumptions used in the solvency and hypothetical windup valuations do not include
margins for adverse deviations.

Liability discount rate

In the event of a plan windup, it is expected that a portion of the liabilities will be settled by a group
annuity purchase and the balance of the liabilities will be settled by commuted value transfers.

For the calculation of the portion of the solvency and hypothetical windup liabilities relating to the
benefits that are expected to be settled by a group annuity purchase, the liability discount rate
corresponds to an approximation of the annuity purchase rates as at the valuation date following
application of the relevant guidance for assumptions for solvency and hypothetical windup valuations
issued by the Canadian Institute of Actuaries’ Committee on Financial Reporting.

For the calculation of the portion of the solvency and hypothetical windup liabilities relating to the
benefits that are expected to be settled by commuted value transfers, the liability discount rates have
been determined in accordance with the Standards of Practicé for Pension Commuted Values
published by the Canadian institute of Actuaries effective April 1, 2009 and revised February 1, 2011.
For this valuation, the December 2011 rates have been used.

Escalation of Income Tax Act (Canada) maximum pension limitation

The Income Tax Act (Canada) maximum pension limitation specified in the Act as at the valuation date
is applied without consideration for future scheduled increases, as pension entitlements are
determined as at the valuation date.

Mortality

For benefits that are expected to be settled by commuted value transfers, the assumption has been
determined in accordance with the Standards of Practice for Pension Commuted Values published by
the Canadian Institute of Actuaries effective April 1, 2009 and revised effective February 1, 2011. For
the benefits that are expected to be settled by a group annuity purchase, the assumption has been set
following application of the relevant guidance on assumptions for solvency and hypothetical windup
valuations issued by the Canadian Institute of Actuaries’ Committee on Pension Plan Financial
Reporting. No pre-retirement mortality has been assumed in order to approximate the value of pre-
retirement death benefits.
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Retirement/pension commencement

®  Active, disabled and suspended members eligible to retire: immediate pension commencement.
e Former BCFP members with 20 years of service: pension commences at age 60.

& Otherwise: pension commences at age 65.

For benefits that are expected to be settled by commuted value transfers, this assumption is in
accordance with the Canadian Institute of Actuaries’ Standards of Practice for Pension Commuted
Values. For the benefits that are expected to be settled by a group annuity purchase, this is consistent
with the expected assumption that will be used by insurers to price the group annuity.

Percentage of members with eligible spouses at pension commencement and electing joint
and survivor pension form

See rationale for going concern assumptions in Appendix C.

Years male spouse older than female spouse

See rationale for going concern assumptions in Appendix C.
Percentage of members receiving settlement by commuted value

This assumption has been determined by considering the benefit provisions of the plan, legislative
requirements to offer specific settlement options to various classes of members, and, in particular, the
options to be provided to members upon plan windup.

The assumption also reflects the expectation that members further from retirement are more likely to
elect to settle their pension benefit by a commuted value transfer, while members closer to retirement
are more likely to elect to settle their pension benefit through a group annuity purchase where this
option is available. In addition, the assumption reflects past plan experience for terminating and
retiring members,

Provision for expenses

Allowance was made for normal administrative, actuarial, legal and other costs which would be
incurred if the plan were to be wound up (excluding costs relating to the resolution of surplus or deficit
issues). The valuation is premised on a scenario in which the employer discontinues to operate after
the windup date all costs incurred as a result of the plan windup were assumed to be paid from the
pension fund. :

L
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Solvency Incremental Cost Actuarial Assumptions — Defined Benefit
Provision '

Demographic and Benefit Projection Actuarial Assumptions

The projected population and benefits valued in the solvency liability projection are based on the

demographic and benefit projection assumptions used for the going concern valuation described in
Appendix C. '

Solvency Liability Projection Actuarial Assumptions

The assumptions for the solvency liability projections for purposes of calculating the solvency
incremental cost are the same assumptions as those used in the solvency valuation described
previously. '
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Summary of Membership Data
Active, Disabled and Suspended Members

December 31, 2011 December 31, 2010
Defined Benefit Provision
Active and disabled members accruing future service: '
e  Number 0 10
® Average age N/A 57.6
® Average credited service N/A 32.9
®  Annual salary (including incentive compensation) N/A $ 1,051,679
e Average salary " N/A $ 105,168
e Accumulated contributions with interest N/A $ 252,409
Active and disabled members not accruing future
service: ;
e Number 61 69
& Average age 55.2 54.2
& Average credited service 25.4 25.8
e Annual salary (including incentive compensation) $ 6,416,192 7,103,870
e Averagesalary $ 105,183 102,955
o Accumulated contributions with interest $ 1,432,846 1,520,850
Total
e Number 61 79
e Average age 55.2 54.7
e Average credited service 254 26.7
e Annual salary (including incentive compensation) $ 6,416,192 $ 8,155,549
e Average salary $ 105,183 $ 103,235
e Accumulated confributions with interest $ 1,432,846 $ 1,773,258
Defined Contribution Provision
e Number®* 453 572
e  Annualized salary * $ 35,718,003 $ 39,264,000
e Average salary * $ 96,797 $ 95,999
e Total account value $ 47,360,415 $ 56,262,002
e Average account value $ 104,548 $ 98,360

C tio - 100605\1 ARET\3004836 - Salaried Plan Funding Valuation\Ex:
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Notes: : . e

1

E~2

e
o

The only members accruing future service under the defined benefit provision of the plan as at December 31, 2010 are active

and disabled members who were participating in the defined benefit provision and who were on salary continuance or
working notice as at January 1, 2010.

Active and disabled members with defined benefit accruals for service prior to January 1, 2010. Effective January 1, 2010,
these members are accruing future service in the defined contribution provision of the plan.

Includes the 61 suspended defined benefit members.

Includes 84 terminated vested members. Annualized and average salary amounts exclude these 84 members.
Comment:

The following distribution relates to Active, disabled and suspended members. The following meanings
have been assigned to age, credited service and pensionable earnings:

& Age Age as at December 31, 2011
e Credited Service ~ Credited service as at December 31, 2011
e Salary Estimated salary as at January 1, 2012
W -
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342
Retired Members and Beneficiaries e

December 31, 2011 December 31, 2010

s Number 1,187 1,195
e Average age 74.0 73.6
e Total annual lifetime pension $ 22,324,014 $ 22,161,275
®

Average annual lifetime pension $ 18,807 $ 18,545

Terminated Vested Members

, December 31, 2011 December 31, 2010

e Number 199 203
¢ Average age 59.8 58.9
e . Total lifetime annual pension $ 705,517 $ 724,304
e Average lifetime annual pension $ 3,545 $ 3,568

T
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Review of Membership Data

- The active, disabled and suspended defined benefit membership data were supplied by Catalyst
Paper Corporation as at December 31, 2011.

Inactive defined benefit membership data were supplied by Towers Watson as at December 31, 2011,
in its capacity as third-party plan administrator.

Defined contribution membership data were supplied by Manulife Financial as at December 31, 2011.

The membership data has been relied upon by Towers Watson following test for reasonableness and
found to be sufficient and reliable for the purposes of the valuation. Elements of the data review
included the following:

®  ensuring that the data were intelligible (i.e., that an appropriate number of records was obtained,
that the appropriate data fields were provided and that the data fields contained valid
information); .

e preparation and review of membership reconciliations to ascertain that the complete membership
of the pension plan was accounted for;

® review of consistency of individual data items and statistical summaries between the current
valuation and the previous valuation;

e review of reasonableness of individual data items, statistical summaries and changes in such
information since the previous valuation date; and

e comparison of the membership data and the plan’s financial statements for consistency.
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Appendix F: Summary of Plan Provisions

The following is an outline of the principal features of the plan which are of financial significance to
valuing the plan benefits. This summary is based on the most recently restated plan document as of
January 1, 2010 as provided by Catalyst Paper Corporation, and does not make any provisions for the
possibility that a change or action (retroactive or otherwise) could be imposed by order of a regulatory
body or a court. It is not a complete description of the plan terms and should not be relied upon for

administration or interpretation of benefits. For a detailed description of the benefits, please refer to the
plan document. :

Persons employed by Catalyst Paper Corporation in a permanent full-time salaried position or a
permanent part-time salaried position are eligible for membership in the plan. Effective

January 1, 2010, the plan was amended such that active and disabled defined benefit members
ceased accruals in the defined benefit provision of the plan and commenced accruing future benefits
under the defined contribution of the plan. The defined benefits accrued prior to January 1, 2010 for
these members continue to be eligible for future salary growth and early retirement subsidies. Active
and disabled defined benefit members who were on salary continuance or on working notice as at
January 1, 2010 continue to accrued benefits under the defined benefit provision of the plan until the
end of their salary continuance or working notice period. :

All new entrants are automatically enrolled in the defined contribution provision.

Defined Benefit Provision — NorskeCanada Plan Provisions
Definitions

Accrued Pension

For defined benefit service before January 1, 1989:

Former BCFP employees:

For each year of credited service from May 1, 1952 to December 31, 1965, 1.5% of final average
earnings.

For each year of credited service after January 1, 1966, 1.0% of final average earnings up to final
average YMPE, plus 2.0% of final average earnings in excess of final average YMPE.

In addition, while not a member of the BCFP Plan, 1.0% of final average earnings for each year of
continuous service during the mandatory waiting period under the BCFP Plan, plus 0.5% of final
average earnings for each year of continuous service other than the mandatory waiting period.

AR ——
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Former CFIL employees:

For each year of credited service, 1.00% of final average earnings up to final average YMPE, plus
1.75% of final average earnings in excess of final average YMPE.

For defined benefit service after January 1, 1989 but before January 1, 2002:

For each year of crédited service, 1.3% of final average earnings up to final average YMPE, plus 2.0%
of final average earnings in excess of final average YMPE.

For defined benefit service while in a Negotiated Plan:

For each year of credited service under the Negotiated Plan, including the period of continuous service
from July 14, 1997 to April 20, 1998 for which credited service was not provided under the Negotiated
Plan, 1.0% of final average earnings, less any pension payable under the Negotiated Plan.

For defined benefit service after January 1, 2002 (effective January 1, 2010, all future defined
benefit service accruals have ceased except for certain defined benefit members on salary
continuance or on working notice):

Core Option

For each year of credited service, an annual pension of 1.3% of final average earnings up to final
average YMPE, plus 2.0% of final average earnings in excess of final average YMPE.

Contributory Option

For each year of credited service, an annual pension of 1.3% of final average earnings up to final
average YMPE, plus 2.0% of final average earnings in excess of final average YMPE. However, in
respect of credited service under the Contributory Option, the averaging period of service to determine
the Final Average Earnings and Final Average YMPE is thirty-six consecutive calendar months, in lieu
of sixty consecutive calendar months.

Credited Service

For former BCFP employees, the total period of membership in the plan. For all other employees, the
total period of service with a Participating Company, since the employee's first date of employment.

Final Average Earnings

Average of the pensionable earnings for the sixty consecutive calendar months during the last one
hundred twenty calendar months for which such compensation is highest, unless otherwise stated.

AR
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Final Averagé YMPE

Average of the YMPE over the same period as is used in the determination of the Final Average
Earnings.

| Negotiated Plan

Any pension plan that provides pension benefits under the terms of a collective agreement negotiated
with a Participating Company.

Pensionable Earnings
Regular compensation including 100% of short term incentive compensation.
YMPE

The Year's Maximum Pensionable Earnings, as defined under the Canada Pension Plan, for each
calendar year.

Eligibility for Membership

Membership is closed in the defined benefit provision of the plan. All new employees will enrol in the
defined contribution provision of the plan.

Member Contributions
No member contributions are required nor allowed for the core option of the plan.

For the contributory option of the plan, the member contributes the following percentage of base salary
only:

Age Contributory Option
Under 30 1.0%
30-34 1.5%
35-39 2.2%
40 - 44 3.0%
45 - 49 3.7%
50 ~ 54 ' 4.4%
55 or over 46%
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Former CFIL members' contributions were refunded as of August 1, 1874. Former BCFP members'
contributions prior to July 1, 1979 were deposited in a fully insured group annuity contract issued by

the Standard Life Assurance Company and the benefits purchased comprise part of each member's
total plan benefit.

Normal Retirement
Eligibility
First day of the month coincident with or next following‘ attainment of age 65.
Annual Pension
Accméd pension.
Maximum Pensyion
Maximum permitted under Income Tax Act regulations for registration of pension plans.
Minimum Pension
$4b.00 per month for each year of credited service.
Early Retirement
| Eligibility
First day of the month coincident with or next fo!lowing aﬁainmént of age 55.
Annual Pension

Benefit accrued to early retirement date reduced by 0.25% for each month by which retirement date
precedes age 60. No reduction for retirement at or after age 60.

Deferred Retirement
Eligibility

Up to the first day of December of the calendar year during which the member attains age 69 if in
continued employment with the Company.
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Catalyst Paper Comporation
Retirement Plan for Salaried Employees F-5

Annual Pension

Normal retirement benefit accrued to actual retirement date.

Forms of Payment:

Normal Form

For service under the Contributory Option:

If a member has a spouse, a pension payable for the member's lifetime with 60% payable to the
member's spouse, if surviving, in the case of the member's death. If the member does not have a
spouse, 10-year guarantee and life thereafter.

For all other service:

If a member has a spouse, an actuarially reduced pension payable for the member's lifetime with 60%
payable to spouse, if surviving, in case of the member's death. If the member does not have a spouse,
5-year guarantee and life thereafter.

Disability

Member receiving Company long term disability benefits continues to accrue credited service.
Earnings rate and the YMPE at the date of disability are assumed to continue unchanged during the
period of disability.

A member who, prior to commencement of disability, was accruing benefits under the contributory

option coverage will cease making contributions during the period of disability and will accrue benefits
under the core option.

Termination Benefit

Before two years of service

Refund of member's contributions with interest.
After two years of service

Normal retirement benefit accrued to termination date, payable at age 65, of, for a former BCFP Plan
member who has completed 20 or more years of service at date of termination, at age 60. Portability
of the lump sum commuted value is available, as is early retirement on an actuarially reduced basis.
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Pre-Retirement Death Benefit
Before 2 years of service
Refund of member's contributions with interest payable to spouse or beneficiary.

After 2 years of service and before age 55

Lump sum payment equal to the commuted value of member's accrued pension payable to spouse or

beneficiary.
After 2 years of service and after age 55

Survivor pension payable to spouse until death equal to 60% of the member's early retirement benefit,
as if the member had retired early and selected the 60% contingent annuitant option. Minimum

survivor pension is that which is actuarially equivalent to the commuted value of member's accrued
pension.

50% Cost Rule

For a member who has completed 2 or more years of credited service and who retires, dies or
terminates employment, the plan will pay for at least 50% of the value of the member's benefit
entitlement attributable to service under the Contributory Option.

Post-Retirement Benefit Adjustments

The portion of the member's accrued pension attributable to service under the Contributory Option
shall be increased each January 1, following the member's retirement, by an amount equal to 2%.
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Retirement Plan for Salaried Employees e F-7
Defined Benefit Provision — Pacifica Plan Provisions
Definitions
Accrued Pension
For service before July 1, 1996:
For each year of credited service, 2.0% of the average Plan Earnings during the 60 consecutive full
months in which the member's Plan Earnings were highest.
For a member employed on or before August 1, 1979, for each year of continuous service prior to
enrolment in the Former Plan, 1.0% of the average Plan Eamings during the 60 consecutive full
months in which the member's earnings were highest.
For service on and after July 1, 1996 (effective January 1, 2010, all future defined benefit service
accruals have ceased except for certain defined benefit members on salary continuance or on working
notice): : ,
For each year of credited service:
e the benefit formula rate applicable to the option elected for that year, multiplied by
e the Pensionable Earnings at retirement, averaged over the period applicable to the option elected
for that year.
The benefit formula rate and averaging period for pensionable earnings for each option are as follows:
Core Option 1 Option 2 Option 3
Benefit formula rate 1.6% 1.6% 2.0% 2.0%
Averaging period : 5 years 3 years 5 years 3 years

Pensionable Earnings

100% of base salary plus 50% of bonus.

——
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Plan Earnings

65% of the member's pensionable earnings up to the YMPE plus 100% of pensionable earnings in
excess of the YMPE.

YMPE

The Year's Maximum Pensionable Earnings, as defined under the Canada Pension Plan, for each
calendar year.

Eligibility for Membership

Membership is closed. All new employees will enrol in the defined contribution provision of the plan.
Member Contributions

No member contributions are required nor allowed for the core option of the plan.

For the three options of the plan, the member contributes the following percentage of base salary only:

Age Option 1 Option 2 Option 3
Under 30 1.0% 0.5% 2.0%
30-34 1.5% 1.0% 3.0%
35-39 2.2% 1.2% 4.0%
40 - 44 3.0% 1.6% , 5.3%
< 45 - 49 3.7% 2.0% 6.3%
50 - 54 4.4% 2.2% : 7.3%
55 or over 4.6% 2.4% 7.8%

Normal Retirement

Eligibility

First day of the month coincident with or next following attainment of age 65.
Annual Pension

Accrued pension.
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Retirement Plan for Salaried Employees LT

Maximum Pension

Maximum permitted under Income Tax Act regulations for registration of pension plans.
Minimum Pension

For service before July 1, 1996:

$40.00 per month for each year of continuous service, less any pension payable to the member from
any other company-sponsored plan.

For service on and after July 1, 1996:

The pension provided under the benefit formula under the core option and option 1 will not be less
than 2.0% of average Plan Earnings, where the average Plan Earnings is based on & years and 3
years respectively.

" Early Retirement

Eligibility

First day of the month coincident with or next following attainment of age 55.
Annual Pension

Benefit accrued to early retirement date reduced by 0.25% for each month by which retirement date
precedes age 60. No reduction for retirement at or after age 60. '

Deferred Retirement
Eligibility

Up to the first day of December of the calendar year during which the member attains age 69 if in
continued employment with the Company.

Annual Pension

Normal retirement benefit accrued to actual retirement date.

L
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Forms of Payment , Q

R,

Normal Form
For service prior to July 1, 1996:

If a member has a spouse, actuarially reduced pension payable for the member's lifetime with 60%
payable to spouse, if surviving, in case of member's death. If the member does not have a spouse, 5-
year guarantee and life thereafter.

For service on or after July 1, 1996:

The normal form of pension depends on which option the member has chosen for each year as
follows:

Core Option1 Option 2 Option 3

Without a spouse 5.year guarantee 10-year guarantee 5-year guarantee 10-year guarantee
With a spouse 5-year guarantee Joint & 60%  5-year guarantee Joint & 60%
: survivor survivor

Disability

Member receiving Company long term disability benefits. continues to accrue credited service.
Earnings rate and the YMPE at the date of disability are assumed to continue unchanged during the
period of disability.

A member who, prior to commencement of disability, was accruing benefits under one of the
enhanced optional coverages will cease making contributions during the period of disability and will
accrue benefits under the core option.

Termination Benefit
Before two years of service

Refund of member's contributions with interest.

KRR —
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After two years of service

Normal retirement benefit accrued to termination date, payable at age 65. Portability of the lump sum
commuted value is available, as is early retirement on an actuarially reduced basis.

Pre-Retirement Death Benefit

Before 2 years of service

Refund of member's contributions with interest payable to spouse or beneficiary.
After 2 years of service and before age 55

Lump sum payment equal to 60% of the commuted value of member's acérued pension payable to
spouse or beneficiary.

After 2 years of service and after age 55

If the member does not have a spouse, lump sum payment equal to 60% of the commuted value of
member's accrued pension payable to beneficiary.

If the member has a spouse, a pension payable to the member's spouse equal to the greater of:

® animmediate pension payable until death equal to 60% of the member's early retirement benefit,
as if the member had retired on the first day of the month in which the member died and selected
the 60% contingent annuitant option: and -

e the pension which can be provided by 60% of the commuted value of member's accrued pension
that would have been payable had the member retired immediately prior to his or her death.

50% Cost Rule

For a member who has completed 2 or more years of credited service and who retires, dies or
terminates employment, the plan will pay for at least 50% of the value of the member's benefit
entitlement attributable to service under the enhanced options.

Post-Retirement Benefit Adjustments

The portion of the member's accrued pension attributable to service under Option 1 or 3 shall be
increased each January 1, following the member's retirement, by an amount equal to 2%.

SRR ——
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Defined Contribution Provision

Definitions
Account

The individual account established for each DC Member, comprised of the Initial Account Value plus
contributions plus investment earned thereon.

DC Meﬁber

A member who is entitle& to a benefit under the defined contribution provision.
Pensionable Earnings

Base salary including 100% of short term incentive compensation.

Initial Account Value

For any DC Member who was a member of the NorskeCanada Plan on December 31, 1993, the lump
sum value, as of December 31, 1993, of the DC Member’s defined benefit.

For any DC Member who was a member of the former Pacifica Plan on January 1, 2002, the lump
sum value, as of January 1, 2002, of the DC Member’s defined benefit.

Eligibility for Membership

Each employee who was a member of the NorskeCanada Plan on December 31, 1993 made an
irrevocable election as of December 31, 1993 to be either a defined benefit member (“DB Member”) or
a DC Member.

Each employee who was a member of the Pacifica Plan on January 1, 2002 made an irrevocable
election as of January 1, 2002 to be either a DB Member or a DC Member.

Effective January 1, 2010, active and disabled DB Members ceased accruing future benefits under the
defined benefit provision and begain participating in the defined contribution plan.

All new employees automatically become DC Members when they join the plan.
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Retirement Plan for Salaried Employees F-13

Entitiement of DC Members

Upon retirement, death, or termination a DC Member is entitled to the market value of his or her
Account.

Contributions

e  Prior to January 1, 2010: Each month the Company deposits 7% of Pensionable Earnings to the
Account of each DC Member.

& On and after January 1, 2010: Each month the Company deposits 5% of Pens’ionable Earnings to
the Account of each DC Member.

investment of Accounts

A DC Member's Account is invested in accordance with the member's election of the investment
options offered by the Company.

WE—
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Retirement Plan for Salaried Employees G-1

Appendix G: Certificate of the Plan
Administrator

| hereby certify that to the best of my knowledge and belief:

e the significant terms of engagement contained in Appendix A of this report are accurate and
reflect the plan administrator's judgement of the plan provisions and/or an appropriate basis for
the actuarial valuation of the plan;

¢ the information on plan assets forwarded to Towers Watson Canada Inc. and summarized in
Appendix B of this report is complete and accurate;

& the outstanding contributions of $2,551,687 as at December 31, 2011 have been contributed to
the plan; ‘ v

e the data forwarded to Towers Watson Canada In¢. and summarized in Appendix E of this report
are a complete and accurate description of all persons who are members of the plan, including

beneficiaries who are in receipt of a retirement income, in respect of service up to the date of the .
actuarial valuation;

o the summary of plan provisions contained in Appendix F of this report is accurate; and

e there have been no events which occurred subsequent to the valuation date that would materially
change the plan’s financial position on or after the valuation date.

Signature Date

Name Title

) R —
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This is Exhibit “H” referred to in the affidavit
of Deborah Hamann-Trou sworn before me at
Vancouver this 17 day of June, 201
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This is Exhibit “I” referred to in the affidavit
of Deborah Hamann-Trou swogn before me at
Vancouver this 17" day of June)2012.

A Commissioner for taking davits
for British Columbi
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Catalyst Paper seeks support from
secured noteholders for amendment to
plan of arrangement |

Release Date: Monday, June 11, 2012

Monday, June 11, 2012

Richmond, BC - Catalyst Paper today announced that it is seeking the support of its
secured noteholders for a proposed amended plan of arrangement (Amended Plan) under
the Companies’ Creditors Arrangement Act. Catalyst requires the support of certain of its
secured noteholders under the terms of a Restructuring and Support Agreement (RSA) in
order to seek approval of an Amended Plan. Accordingly, Catalyst has presented the
primary terms of the Amended Plan to its secured noteholders for consideration and is in
discussions with certain of its other secured and unsecured creditors regarding the
Amended Plan. -

“We continue to receive and consider input from various parties on further amendments to
the plan in an effort to secure a consensual deal that improves our financial structure and
that addresses the interests of creditors, our workforce, pensioners and community
leaders. In the meantime, the sales and investor solicitation process is proceeding so that
regardless of which restructuring pathway is ultimately agreed to, Catalyst can emerge
from creditor protection in an effective and timely manner,” said President and Chief
Executive Officer Kevin J. Clarke.

The proposed changes to the plan of arrangement include the compromise of certain
extended health benefits plans for former salaried employees of Catalyst that were not to
be compromised under the prior plan of arrangement. All claims in connection with the
elimination of the extended health benefits would be General Unsecured Claims pursuant
to the Amended Plan and would be entitled to vote with all other General Unsecured
Claims under the Amended Plan. Catalyst has been advised that there is substantial
support for the Amended Plan by the holders of the extended health benefits claims that
would be compromised under the Amended Plan. In addition, certain holders of
Unsecured Notes who previously voted against the plan of arrangement or did not vote on
the plan of arrangement have indicated that they would support the Amended Plan.
Further, there may be additional unsecured claims voted in favour of the Amended Plan
that when combined with the foregoing would be sufficient to yield creditor approval from
the unsecured class.

http://catalystpaper.com/print/media/news/community/catalyst-paper-seeks-suppbrt-secur... 17/06/2012
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In addition, Catalyst has proposed modifications to its salaried pension plan to provide for
a special portability election option and solvency funding relief which require provincial
government approval. The Minister of Finance has confirmed that he is prepared to submit
the proposal to Cabinet for its consideration with a recommendation in favour. The
company estimates that it would save approximately $7 million annually if these
modifications were implemented following a successful plan of arrangement.

In the event that Catalyst obtains the requisite support of its secured noteholders to move
forward with the Amended Plan under the RSA, the company will seek an order of the
Court to hold a further meeting of the secured and unsecured creditors to vote on the.
Amended Plan as soon as reasonably practicable.

While the Amended Plan is being considered, Catalyst will continue to implement the
Court-approved sale and investor solicitation process (SISP). Catalyst will suspend the
SISP only in the event that the Amended Plan is approved by its secured and unsecured
creditors and approved by the Court at a sanction hearing.

Further Information and Monitor Contact Information

Additional information is contained on the Monitor's website, which is available at
htto://www.pwe.com/calen/car/catalyst-paper-corporation/index.jhtml and in Catalyst
Paper's information circular dated March 23, 2012 (the Circular) available on SEDAR
(www.sedar.com), EDGAR (www.sec.gov) and Catalyst Paper's web page
(www.catalystpaper.com). Terms used in this news release that are defined in the Circular
have corresponding meanings.

Creditors who have questions may contact‘the Monitor at PricewaterhouseCoopers Inc.,
250 Howe Street; Suite 700, Vancouver, British Columbia, V6C 357 (Attention: Patricia
Marshall), phone: 604-806-7070 or email: catalystclaims@ca.pwc.com. '

General Information

Catalyst Paper manufactures diverse specialty mechanical printing papers, newsprint and
pulp. Its customers include retailers, publishers and commercial printers in North America,
Latin America, the Pacific Rim and Europe. With four mills, located in British Columbia and
Arizona, Catalyst has a combined annual production capacity of 1.8 million tonnes. The
company is headquartered in Richmond, British Columbia, Canada and is ranked by
Corporate Knights magazine as one of the 50 Best Corporate Citizens in Canada.

Forward-Looking Statements

Certain matters set forth in this news release, including statements with respect to
implementation of the SISP and the possibility of an Amended Plan are forward looking.
These forward-looking statements reflect management’s current views and are based on
certain assumptions including assumptions as to future operating conditions and courses
of action, economic conditions and other factors management believes are appropriate.
Such forward looking statements are subject to risks and uncertainties that may cause
actual results to differ materially from those contained in these statements, including

hitp://catalystpaper.com/print/media/news/community/ catalyst-paper-seeks-support-secur... 17/06/2012
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failure to obtain required approvals and those risks and uncertainties identified under the
heading “Risk Factors” in the Circular and under the heading “Risks and Uncertainties” in
Catalyst's management’s discussion and analysis contained in Catalyst’s annual report for

the year ended December 31, 2011 and report for the first quarter of 2012, all of which are
available at www.sedar.com.

For more information contact:

Investors:

Brian Baarda

Vice President, Finance & CFO
604-247-4710

Alistair MacCallum

Vice President, Treasurer & Corporate Controller
604-247-4037

Media:
Lyn Brown

Vice President, Marketing & Corporate Responsibility
604-247-4713

Source URL: http:/catalystpaper.com/media/news/community/catalyst-paper-seeks-support-secured-
noteholders-amendment-plan-arrangement
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