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EXHIBIT "¢

Below Is an averview of the woed fibre flow in the production processes of Fraser Papers:

FraserPapers

Trees ara harvested from Crown llicensa lands
purchased under long-{erm supoly contracts or
on spot markets

/v

Lumbermills receiva

all Logs can be processed Lower quallly logs are
'h:,,'g%';ﬁta‘,‘g“mfnf 235 into chips for sale fo, or shipped direcfly to
Tumber and wood chips use by, pulp mills groundwood pulp mills

L

Lomber is sold fo thind
parfles

Pulp mills receive wood
chiips and produce
chemleal pulp

~

Pulpis sold fo thind
parties {market pulp)

Pulp s recetved from puip mills
and purchased from third parties

b A

Pulp miils process
whole lngs into
groundwoot puip

to produce paper.

Paper is sold fo third
parlies
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FOR THE SUPPLY OF ELECIRIC CAPACTITY AND ENERGY
between
FRASER INC,
and
NEW BRUNSWICK POWER CORPOBATION
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AQREEMENT

THIS AGREEMENT MADE THIS /4% day of Muy, 1995,

I S
"

BETWEEN: 5o @ whaolly swned subsidiery

afNomldl cht Inc. with an office in
Edmuridston, MNew Brunswick hereinafter
called the *Seller”,

-angd -

EE EBEEQWICE FPOWER
CORPORATION, & stattory body coeated
bymﬁaafmumﬂmofmm
of Méw Bromswick being Chapter £-5 of the
revised Statuizs of New Brunswick, 1973
baving @t Head Office in the City of
Fredssicton, Provines of New Bronswick,
hersinafter calisd *NB Powar”,

Both of which are hereinafter sometimes
referred to 2s “the Parties”,

WHEREAS the Sefler intends to construct, to own and to operats 2a ¢lectric Co-
Generation sation fuelled primerity by Biomass Fuel at Edmundsion, NB which will be

adjacent $o pilp and paper mill facilies operated by Fraser Inc, and Fraser Papet, Limited
in Ednutndston, NB and Madawaska, Maine respepiively;

AND WHEREAS NB Power is eagaged in the peneration, wansmission and distibmtion
of electricity tn the Province of New Brunswitk;

AND WHEREAS the Selter and NB Power are parties 1o 2n agreement dared December
2, 1974 for the supply by NB Power 10 the Seller of firm power and energy (hereinafter such
agrectaent as amended, supplemented, replaced or superseded cailed the, "Power Contract™;

AND WHEREAS the Seller agress to self and NB Power agrees to purchase slectrical
capacity sad energy genersted by the Seller;

NOW THEREFQRE, in comsideration of the premises and of the mutnal covenants
hereinafier set forth, it is mutually agreed as follows:

4
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1.1

12

1.3

apply:

- 2 -
ARTICLE]
DEERTIONS
In this Agreement, uness tie context othenwise yequires, the following definitions will
Co-Generation

Co-Genierstion means a process for the generation of slectrical capacity and enexgy
that can produce, during each and every Contract Year, at least 25% of its encrgy
output in the form of thermal energy for provessing parposes,

Biomass Fosl )

Biomuast Fuel means wood or wood waste products such as bark, sawdust, sexmill

Seller Pacliities
Sefler Facllides nicans the Seller’s Co-Genenion unit deseribed in Seftion 2.1,
Fgciliies

The NB Power Facilities sivs the generation and fransinission systen of NB Power
and the necessary extension thersof constructed to the Delivery Paint, the Metering
Equipment and telecommurication faciiitiey described int Sextion 2.2, all of which

are, fxept as otherwise provided in this Agreement, owned and maintained by NB
Power. ’

Fraser Mill Complex

Fraser Mill Complex meens the pulp and paper mill processes operated by the Seller
and Fraser Paper, Limited In Edmundston, New Brunswick and Madzwasks, Maine
sespestively,

bF.



1.5

1.7

1.8

1.9

1.10

Maviomm ci

Maxbkpum Capacity is the maximum slecical generating capability, et of station
servicn, -made available to NB Power by.the Stller. Maximum Capacity sholl be
determined in ascordancs with Ssetion 2.3 of this Agreement.

Mink Capacs

Minimne Capacity is the minimam electrical gensrating capahility, net of station
service, xt 'which the Seller Facilitics may operate xnd still mest the Seller's seam
requirements from the Selier Facilities in order for the Fraser Mill Complex to
openate at normal operating coaditions. The Minipnn Capacity will be the level
down 1o which NB Power may dispaich the Seller Facilities pursusnt to Section 4.6

of thix Agresment. A Minimum Capacity shalt ba established for each of three
perinds in accordance with Sextion 2.3 herein,

Dredicsted Capacity

Pedicated Capacity means the amnount of net eleciriesl generating capabilicy that the
Selitr makes available and dedicates to NB Power, Dedicmed Capacicd shall be an
amcunt designated by the Sefier, provided tha in no case shsll Seller designate an
amoige grexter tn, 3. tumbes equal t the differocs hetwern: - (1) Maximum
Capacity, ds deitcrtined by the most reoeat test foi Muxinwa Chpaity conduclod
{0 spoordanes St e provisions of Section 2.3; and () the Capacity Adjustment,
Selter shalt designate, by notice in writng to NB Power, the Dedicated Capacity
within fifteen {153 working days after the completion of each test for Maxipstun
Capacity.

Capacity Adipstment
Capacity Adjustment shall have the meaning ascribed thereto ie Section 2.4,

Capacity Factor or C.E.

Capacity Factor with respect to any month is the percentage caiculated by dividing
the actual energy delivered by the Seller Facilifies in such month plus entrgy thet
was disparched by NB Power in accordance with Section 4.6 in such month
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112

1.13

114

4.

including, without lmittion, the one hwur pered Sclier has to raduce production
and the six hour pedod Seller has to resome prodoction in accordance with Section
4.6, by (e energy thar eould have been delivered in such month if the Seller
Facilitles had operated continuously at the Dedicated Capazity during such month,
Subject ta Section 10,3 the caleulation of Capacity Factor shall excinde in both the
womerator and denominator of such caleulation any time petiod during which the
Selier Fucilities are not delivering energy due in whols or in part 10 an event of
Force Mzjeure. I Seller Fagilities do not daliver slectrical capacity and enstgy by
reason of Foroe Mujeure for an entire month, the Capacity Factor for such month
shell be determined in accordance with Section 10.3. In sccordancs with Section
$.1, should an interraption provided for therein continve for more than 120 hours,

a1l such hours in unmoflzomaﬂbedmadﬁnmbamﬂmmmgmormma
denominator in the calculstion of Capacity Facwor.

Capycity Charge or OC

The Cxpacity Charge is a fixed amount per month equal 1o $20.34 multiplied by
Dedicated Caparity in klowatts. Capacity Charge will be redetarmined each tdme
Dedicated Capacity is desipnared in actordmes with Section 1.8.
Commencement Date of Qoeration

Commencement Dats of Operstion is the day following the completion of the first
successful test for Maximum Capadity as provided in Secrion 2.3 and during which
test all features and equipment of the Seller Facifities are demonstrated to NB
Power's satisfaction 10 be capable of operating simutaneousiy to defiver caparity
and energy imto NB Power's systtm as provided ju this Agreement. The
Commencement Date of Oparation shall not be prior to December 1, 1996,

Propored Commencement Date of Operation
The Proposed Commencemertt Date of Operation is August 1, 1957,
Deliyerv Point

Delivery Point is the placs where the NB Power Facifities and the Seller Faclities
are connecied together, ‘The Delivery Point shall be shown on » one-line diagram,

F0.
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1.18

L.17

L18

1.19

1,20

-5
the details of which shall be subject to the mutual agreement of the Pardes, NB

Power will provids to Seller as soon 25 is reasonably possible following the signing
of the Agreement & draly of such diagram.

Metering Poi

‘Tie Metering Points ars at or neat the Delivery Point, and shall be shown o the
one-line disgram described in Section 1.14,

Metering Faotpment

The Metering Equipmsnt is the metering and associated equipment spproved by
Industry Canada, or such other suthosity as may from tims to time bs charged with
such responsibility, required for measncing capacity and snergy supplisd tnder this
Agreement, and such other metering and sssociated equipeoent which in the opinion
of NE Power, acting reasomably, it required for the admindstration of this
Agresment, provided that the cost 1 the Seller of such equipment is rasonable.

Conricr Yeur

Contract Year is the 12 month period beginning on Dacembez 1 and ending on
Movember 39,

Winker Poriod

‘Wintar Period j¢ the 4 month period from Decezaber 1 to March 3%,

Summer Period

Summer Period is the § month period from April 1 to November 30.

Dispatch Level

Dispatch Level means the level balow Dedicated Capacity to which NB Power
dispatches the Seler’s ovtpit in secordancs with Section 4.6, Dispatch Lavel shall

nat go below the Minimum Capacity in effect at such time axcept wpen mutual
agreement of the Partizs,
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1.21

1.23

21

Surplys Enerey

Surplus Entrgy has the meaning ascribed therero in Secdon 4.3,
Geod, {JGlity Practics

Good Utility Practice means any of the practices, methods and acts widch, in the
exercise of reasonable judgment in the light of the facts known 1o Seller or NB
Power, as the case roay be, at the Gme that a decision was made, could reasonsbly
have teen expeeted to accomplish the desired result at 2 reasonable cost, consisent
with liceneing and regulstory considerafions, emvironmentsl contiderations,
telinkiifity, safety and expedition. Good Utility Practice i not intended 10 be lmited
10 the oprimtn practice, method or act, to the exchasion of all others, but Tather to
be & spectrum of possible pracices, methods or acts employed by owners znd
opesstors of facilities similac in size, type and opemtionsal characteristes to the
Sciler Fucilides or NB Power Facilifies, 25 the case may be, ang having due regard

forapplicable electrical, safety and maintenance codes and stimdards, mamifacturers’
warranties and apphcabls laws.,

Lomsumer Price Index or CP]

‘The Consumer Prics Index is the calendar year average of the ALl Iem Consymez
Prve Index for Canads, as published by Statistics Canadw 23 & monitor of retsil
prices for goods and services in Canada in Catalogue No, 82-001, or if that index
is no longer putlished, 20 cquivaient index.

ARTICLE IT
EROVESON QF FACILITIES

Provision of Seltér Facilities

The Seller agress to consguet & 38.5 MW nominal Co-Generation power plant to
be Fuelled primesily by Biomass Fusl. The power plant will include, withom
Bmitation. one wood fired boiler, one sisam turbine-penerator, one cooling tower,
one clectrostatic precipitator, an ash hundting system, a wood fuel handling system,
an eleciical distibudon system, an instrumentation and a1 contrel system, and
ancilary equipment and systemns for 2 complere and opersble power plant.



2.2
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Transmission Line snd Telecommunication Facilities Construction

NB Power will sxtend the vansmission systemn from it 138 XV facilities neax its
Iroguois Teminal to the Delivery Poing at the Seller’s expense. The estimased cost
of the transiission extension and any necessary additions or modifications 1o the
wasmission system, including spplicable enginesring and overhead charges, is
$750,000.0. NB Power will own and meinzsin at ts cost this transmission lins
extension, additions and modifcations up 1o the Delivery Point.

Telecormmmunication facilities wdeguate for the ransmission of necessary equipmert’

status and matered guantities shall be installed by NB Power at Selier's expense
besween the Fraser MR Complex-amt the point of nearest interconmegtion with NB
Power's microwave telecommunfeations network v NB Power’s Edmmadston
Terminal. NB Powsr sl provids to Scller an estimate of the cost of such
telecoromunication facilities, including applicable engineering and overhead chnrges,
a3 SoOn 2% i3 reasonably possible following the signing of this Agreemént. NB
Powsr will own 2nd maintain ap jts cost that portion of such telecommunicaton
facilities Jocated on the NB Power side of the Delivery Poiut. Seller will owst and
maintain, at $a)ler's expense, such telecommunication facitities located on Seller’s
side of Delivery Point. : )

If at gny time NB Power anticipates that thes cost yo Selier of constructing the abave-
described. ranemissivn line extension andley telecommmunization facilities will be

higher than earfisr sxtimated, MB Power will £6 advise Seller and provide Seller with
a2 revised estimate.

To seoure Seller's cblipstions under this Section 2.2, Seller shall, print o any
consiruction work taking place by NB Power, provide NB Power with an irrevocabie
Tettar of otedit in 4 form satisfactory to NB Power in an amount 2quel 10 NB
Power's most recent estimate of the total cost of consirueting the above described
transmission line extension and telecommunication facilities.

Sellsr shall pay amounts due under this Section 2.2 in accondance with invo?ucs
provided by NB Power from time to time.



™

2.3

Agceptance Test

The Sefler agrees 10 demonswate to INB Power the Maximum Capadity and

Minimum Capacity of the Seller Facilities in actondunce with the following
procedures:

_ For the purposes hereaft

*Other Generation Facilities” meaus all of the generating facilities of Seller locarad
ot the Praser Mill Complex other than the Seller Facilities,

“Meximum Capacity Test Period” mexns the 48 cofiseentive hour perind selecied by
the Scller during which the Maximuam Capacity {3 determined.

*Minimum Capacity Test Period” means the 48 consecutive howr patiod selected by
the Seller diring which the Minirmem Capacity is determined.

® Maxivum Capasity Test

The purpose of the test i3 to determine the Maxiroum Capacity of the Seliex
Facilities, Dirting the Maxinmm Capacity Test Perind the Selter Facifities must
operate confinuousty at fll load for the full 48 hour period. Buring the
Meximum Capacity Test Period the following shall occur:

@  the outpur of the Seller Facilities shall be metered and a caleolmion shall

thereafier be made of the average vam of clectrical production in

. MWhftr produced duping the Maximum Capacity Test Period (the
*Beller Facilities Cutpt™);

@  the cutput of the Other Generxting Facilities shall be metered and a
calenlation shall thersafter be made of the average saie of electrical

production In MWh/hr produced during the Mudosum Capacity Test
Pexiod {the "Other Facilities Output™);

{{ii)y the Fraser Mill Complex shall operate at normal operatng conditions
inciuding, without Hmitation, notmal temperature, préssurs and steam
conditions, Seller shall, priet to commencement of the test, provide NB

7
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Power with a schematic showing an estmate of normal operating
conditions; and

@)  all of the Other Generating Facilities shell operats at the average of the
rated cxpacity of sech facilitss,

If nil of the above conditions shelt have been met for the continuous 48 hour
period of the Maximum Capacity Test Period, the test will b considered to
have been succassfully completed. Upon such suceasshul completion, Maximom
Capacity chall be established as 1he Jesser of 38.5 MW and Seller Facilities
Output, Seller shall then designate Dedicared Capacity in accordsnce with
Section 1.8. Tollowing such designation the apgregars of Selier Fucilides
ommmfmcmxmmmmmumw

generaing capacity against which Seller may purchase intermptible entrgy
under the Power Contract,

Minim ciry ‘T

The purpess of the test is to detenmine the Minkoum Capachkty of the Seller
Fatilities during each of ihe threz periods describod below in this Subsection
9.3(3). Dusing the Minimon Capacity Test Period the Selier Facilities will be
operated at the Ievel required for the Seller Facilities to producs the miniman:
tevel of steam production reguired by Seller, as determined by Seller, acting
rensonably, in order for fhe Fraser Mill Compiex to operute at the sormal
opesating conditions at such time, intfuding, without Yimnjation, nonmal
tsmperanae, préssurs and swam condifons.  Sefler shall, priot o
somnruencement of the test, provide NB Power with » schematic showing an
estimate of normal operating conditions, The Misimum Capacity of the Seller
Facilives will be determined by calculating the average rate Of energy
production in MWhihr produced during the Mininum Capacity Test Period.

Minimum Cagpacity shall be determined for zach of the thres following pesiods

either by means of the above described test procedure o by mutual agresment
of the Partiss:

i the months of December, January, February and March (the "High
Prrind?)y

TS
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1) the months of June, July, August and September (the "Low Pariod™s:
and

i)  the months of April, May, October snd November (the "Intermediste
Peripd®).

Subject 10 the {ollowing paragrsph, the wsw for Muximum Capacity and Mininmm
Capacity may be repeated at any time and from thme to time a1 the discretion of the
Seller diring the pedod (the “Test Period®) fom the Commenesment Date of
Operation up and until the later of; () the first ammiversary date of the Commencement
Pate of Operadion; and (i) the lasr day of the first fill Winier Period. However, the
xestlts of the last test for Maximum Capacity conducted during a 'Winter Perfod within
the Tem Period shall determine the Maxivaum, Capazity for the balance of the temm
hereof, The highest determinarion of Minimum Capadity for each of the High Peviod,
Low Period and Intermedizg Parind shall datermine the Minimumm Capacity for each
such perdod for the balance of the teom hereof,

Notwithstanding the deternrinarion of Maximum Capacity and Minimum Capasity in
accordance with this Section 2.3, the Seller shudl, at the request of NB Powsr, be
Tequired to demonstrate 1o the satisfaction of B Power st aty time during amy Winter
Period of the wam of this Agreement thar the Seller Facilities, a3 & scparate, stand
2lope genzeator, are capable of generating and delivering the Dedicated Capacity to NB
Power, Selier shall conduct such test, at its expense, within 2 weeks of receiving the
sequest from NB Power, Should such demonstration indicate a capibility below tha
Dedicated Capacity, the Dadicated Capacity will be immedintely reduced to the level
of such demonstrated capsbility; provided that in soch svent Seller may Tequest that 2
nesw test for Maximowm Capacity be condocied. Such test shall be conducted at Seller’s
expenss duting any Winter Period and under the conditives desaribed in Section 2.3().
The tesults of such new =it for Maximom Capscity will, not withstanding the prior
pategraph, determine the Maximum Caparity forthe balence of the term, subject 1w NB
Perwer's ability to request z further demunstration of capsbility in accordance with this
paragraph.

Capacity Adjustment

For the purposs of chutfying intention only, it Is the intent of the pardes that any
intrense in the entrgy dtawn by the Fraser Mill Complax tmder the Power Contract

76.
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from the date hereof 10 a date six moaths afier the Commencement Date of Operation
over and above 2 reasonable increase in demand of up to 3.0 MW during such period,
reflective of Seller's desire 10 expand its operadons 2t the Fraser Mill Compiex, and
over and above the encrgy required to construst and starr-up the Seller Facilities, will

be deducted from the maximum amount of electrical generaring capability that Seller
may dedicate to NB Fower,

In Yight of said intention the Parles have agreed that:

%) the demand agrinst which the 3.0 MW increase will be measured is 30.4 MW, being
the averzge demand on October 29, 1954, the day on which NB Power recorded the
Highest daily energy consumption (1,929,456 KWH) by the Fraser Ml Complex
during the peried from Janusry 1, 1994 to the date hereof; and

b) NB Power will monitor the daily awerage eaergy demand from NB Power of the
Fraser Mill Compiex for the pedod of time from the date hereof until a date six
months after the Commencement Dats of Operation (the “Subject Period”™). From
the Information collected from NB Power, NBE Power will determine the calendar
day during the period from che date heeeof to the earkier oft @) the date on which
the test 1o derermine Maxtmum Capaciry relevant 1o any particolar determination of
Dedested Capacity is completed; and (#) the end of the Subjeet Period, on which
the daily sverage anergy demand of the Fraser Mill Complex was the highest. In
determining the daily aversge energy demand for the purpases of this Section 2.4
for any day, any time ducing which epergy demand was aboormaily high doe 1w
gensrating equipment failure at the Fraser Mill Complex Wil be excluded. If on
such date the daily average energy demand of the Fraser Mill Complex less the
amount of enetgy used in the construction of Seller Facitities and/or. ensrgy used in
a starvup of Seller Facilities exceeds $3.4 MW, then the amoint by which the daily
average enwrgy demand for such date [ess the amount of emergy used in the
construetion of Seller Facitities and/or energy used in & start-up of Seller Facilites,
a5 the case may be, excesds 83.4 MW (the. “Capacity Adjustment®) will be deducted
fron the maxismum amount of electrical generating capability Seller will be eotitied
to dedicate to NB Power at such time in accordance with the dafinition of Dedicated
Capacity. The Capacity Adjustment, if eny, will be caloulated following each
Maximum Capacily tast conducted in sccordance with Secion 2.3 that occurs during
the Subject Period. A final Capacity Adjustment, if any, will be calculated at the

end of the Subject Pesiod and will apply © 20y detemmination of Dedicated Capacity
thereafier.
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ARGICLE TY
TERM OF AGREEMENT

Jeom

This Agreesnent will commence og the day and year first above writien and contitne
in force for thirry (30) years from the Commencement Dare of Operation,

ARTICLE TV

PURCHASE AND SALE OF ELECTRIC CAPACITY AND ENERGY
Purchase and Sale )

Subject to Sections 4.3 and 4.5 the Seller agrees 10 sell and deliver to NEB Power and
KB Power agrees to purchase Dedicated Capacity and energy delivered at the Delivery
Point. Other then electric capackry and energy used by Seller in Seller Facifities or
Surplug Enerpy and capacity provided to the Frassr Mill Coroplex, Seller shall not sell
or supply, directly of tadirectly, any elécitic capacity and snurgy to miy party othe
then NB Power. -

Notwithstanding any other pravision of this Agrrement and i the interest of opecating
the Selier Facilities and the Fraser Mill Complex 50 a3 to optimize thermodynamic
efficiencies, Seller may, solely for the purposes of determining Capacity Factor in any
month and the amount of energy delivered in any month and subject to Secdons 4.5
and 4.5, defiver encrgy from the combined ourput of the Seller Facilities and the
Seller’s 12.5 MW peneraor located within the Fraser Mill Complex kiown as
Generator Unit #3. The provisions of 0dis paragtaph shall in no way sffert the Seller’s

obligations under this Agreement including, without limitarion, the Seller's obligation
tos

i) demonstrate the Maxdimum Capacity of the Seller Facilities 15 a separate, siand
dlone generator In accordancs with Section 2.3 of this Agresment; or

if) demonsteate the Seller Facilities' capability 10 producs and deliver Dedicated
Capacity in accordancs with Secton 2.3 of this Agreement at any ume during the
1erm of this Agresment,

75 .
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4.2 v Energy by 81

The Selier will meke all arrangements necessary to deliver energy to the Delivery Point,
at the Sefler's expense.

The Selier will submit to MNB Power ac soon as possibis after the signing of this
Apveement the detailed design, plans and specifications for the interconnestion
prowzction devices requived for the Seller Facilities to iniexconnect with NB Power
Facilitles for approval by NB Power which approval shall riot be unreasonably withheld.
The Seiler will not make any materisl change in any such plax or specification once
it hat been approved by NB Power unless such change has also been spproved by NB
Power which approvsl shall not be unreasonstly withheld, NB Power will sssume 0
responsibility for the adeguacy of any design, or any plan or specification or alteratica
thersto notwithstanding ther it has approved such desipn, plan, specificstion or
alteration. Such approval by NB Power will not relieve the Seller of any Hability.

The Seller agress to conform with INB Power operating inscuctions which are not, and
shall not be, substantially diffarent fror those applicable o NB Posver owned faciifties,
NE Power shail provide such operating instructions to Selier as required from time @
timﬂ. . .

The Seller agrees to notify NB Power's Energy Control Center before any schedujed
conmection or discormection of the Seiler Faclities to or from NB Power's systent.

“The Seller agrees to prapare for ths delivery of capacity and soergy herunder and to
supply, erect aud yomintsin at its own 18K, cost and charge, all transformers,
switchgear, protective equipment, Remote Terminat Units and, subject 10 Section 2.2,
telecommunications equipment necestary to interface with NB Powes os well as poles,
wires, hardware, cables, fittings, fnsulxtors and muterialy required to deliver capacity
and energy 1o the Delivery Point, including but not limiwed to, substarion factlities,
secarity fencing and metering equipment.

T sddition 1o the foregoing, the Scller agrees 1o provide, own and maintain on the
Seller side of the Delivety Point any equipment including telecommunication facilities,
which KB Power desms necessary from dme 10 time, acting reasonably, during the
continuance of thit Agreement for the safe and secure operation of NB Power Facitities
in accordance with Good Utility Practice, All the said equipment of the Seller witl be

79.
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subject to the approval of NB Power which approval shall not be unreasonxbly withheld

and will be insrafled, maintained and operated in 2 manner satisfactory 1o NB Power
in accovdance with Good Utility Practice.

ranes of En Power

Subject to Sections 4.6 and 8.1, NB Power will accept and purchase ali of the Selier's
energy, up 1o the Jevel associated with Dedicated Capacity, made available ar the
Delivery Point.  Addidomally, energy prodvced by the Seller prior to the
Commencemeat Date of Openttion and energy delivered st x raze in excess of the
Dedicated Capacity is considered surplos ("Surplus Energy”) and will be, whea
poysible, accepied and purchased by NB Power and paid for i accordancs with Section
5.4 provided such Surplus Energy cannot be used within the Fraser Mill Complex,

ule

Prior to October 31 of zach year, the Scllzr will provide NB Power with its best
projection of operational actvities of e Seller Faciliies, including plamned
maintenapce shutdowns, for the folowing Conmat Year, Planned maintersnce
shutdowns of Seller Faciliies shatl be at » time sslected by Seller, provided thas, to the
axtant resconably practieal, Selier will co-ordinate with IXB Pawer the timing of meh
shutdowns 30 thet they occur at 2 tims accepteble to NB Power,

Pilor to Novemiber 30 of cach year, NB Power will raview with the Ssller a schedule
of expecied energy purchases for the wpooming Contract Year,

Acceotancs of Caoatity by N Powes

Subject 1o Sections 4.6 and 8.1, NB Power will accept all of the Dedicated Capacity
and associated energy made available at the DeBvery Point,

Disparch

NB Power reserves the right to dispaich the Seller’s owput below the Dedicated
Capaciry and down 1o the Minimum Capacity in effect st such tme for up 1o 1000
hours per year. Exctpt in an emergency o under othier special circumstances when

shortar notics may be prmdcd ME Power will provide at least 12 hours notce of
dispach.

50.
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The Parties may mntually agres to dispawch Selier Facilities to zero MW from time to
time. “Where rteatonably practical in light of NB Power's projected power

requirements, NB Power may agres thet Selier Facilities be disparched to zers MW
during the July 1 and Labour Day holidays,

NB Power shall not dispatch the Seller Facitities below Dedicated Capavity for Jess than
6 hours duration at any tirse. The Sellar will have up 10 one hour prior to the
beginning of the pedod of dispatch to decrease production 1o the Dispatch Level, Such

1 hour period slafl, for the purpose of caléulating Capacity Factor, be considered time
during which the Sefler Facilities were dispatched.

The Selier will have a period of up 1o 6 houes from the end of the perind of dispatch
in which t0 resume fuli production. Such 6 hour period shalt, for the purpose of

caleulating Capatity Factor, be considered time during which the Seller Pacilities were
dispatched, ‘

During any pesiod of dispatck, Seller shall not use energy in excess of the Dispach
Level 1o supply the Fraser Mill Complex. For grater renainty and notwithstamding
the provisions of Sections 5.2 and 5.3 of this Agreement, during any period of dispatch
NB Power will not pay for any ensrgy deliverad to the Delivery Point in excess of the
Disparch Level, nor will Seller be credited for such excess energy in tha calculation of
Capaeity Factor.

Backyp Energy Supply.

NBE Power agroes 10 provide a backup supply to the Seller Facilities for use by the
Seller at those times when the Seller Bacilides are not copplying energy to MNB Power.
The rate for such backup supply will be detennined by NB Power prior 1o
Commencement Date of Operasion. Amounts of entrgy purchased pursuant to this

Section 4,7 shall not for any purpose be included in the Maximum Monthly Demand
under the Power Contract,
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ARTICIB ¥
PAYMENT FOR CAPACITY AND ENERGY PRODUCED BY THE SELLER

Pavment

NB Power will read the meters at the Metering Points on the jast day of each month.
Within five working days of reading the meters, NB Power will provide the Seller with
a statément containing the capacity and energy readings for the month, the date and
time of the readings, and the corresponding amounts payable, including any applicable

tcies {ie, Federal Goode and Services Tax), calculated it accordmon with Sections 5.2,
5.3 and 5.4, '

Paymieat in respeet of such month shall be made in Cangadisn funds and will be doeon
the same date as payment is due for capacity and encrgy suppiied by NB Power to the
Seller for such month under the Power Contract, Payment will b made by wire

transfer 10 2 financisl institution and account thersat specified by the Sefler i writing
to NB Power,

Inierest on overdue amonets will be payable at a rate per annum equal to the Prime
Lending Rate in effect from time to time of the Bank of Montresd, or other mutually
agreed ppon Canadian Chartered Bank, as its benchmark rate for Canadian doliar Joans

in Cunade, Interest shall be compounded monthly wnd shaB accrue from the datz upon
which paymient was due untl the date of payment.

Notwithstanding the foregoing, the Parties agres that payments due under this
Agreement for any month shall be applied against paymeats due under the Power
Contract for such month and that oaly the ret smemmt owing, if any, is payable wader
this Agresment.

Capscity Pavment

A capacity payment i5 10 be paid monthly for the Dedicated Capacity made available
by the Seller 10 NB Power.

The Capacity Payment will be detenmined in accordance with the following formulae;

EX.
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52,1 Winter Peyiod:

Monthly Capacity

Paymert = 150% of CC

{for C.F. > 90%)
w [3.75 (C.E. - SO)}% : CC  (for 50% < C.F. $ 50%)

- 0 (for C.F. £ 50%)

Within four months after March 31 of sach year, NB Power will provide Seller a
wiitien repont sesting forths

@

G0

@i

@

the Capadity Factor for each of the months in the most recently completed
Winter Period;

the Capacity Payment made by I8 Power in accordance with this Section 5.2.1
for each of the mmonths in the most recently completed Winter Period;

the average of the actual monthly Capacity Factors of the months in the most.
secently completed Winter Pariod) and

the average of the 2ol monthly Capadity Factors of the twelve.most recent
Winter Perdod months; provided that if thers are not twefve Winter Period

memths sines the Commencement Date of Operation then such average shall be

enlenlated based on the Capacity Factors for such lesser number of Winter

Period months,

If the use of the greaser of the numbers caleulated in accordance with pasagraphs (i)
and (i¥) of this Section 5.2.1 55 the Capacity Factor for any month'in the most receatly
compleled Winter Period would sesnlt in a Capacity Payment greater than the Capagity
Payment previously paid by NB Power in respect of such month, the Capacity Payment
for such month will be adjusted to equal such greater amount,  NB Powear shall make
payment to Selier of the difference betwesn the adjusied amount and the amount
previousty paid in respect of such momth together with interest thereon as provided in
Seetion 5.5 contemporaneous with providing the report described above.

53 .
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5.2.2 Zummer Period:

5.3

Monthly Capacity

Payment = 75% of CC

{for C.F. > 70%)
= [3.75 (C.F. - 50)]% x CC (for 50% = C.F, £ 0%}

= o (for C.F. € 50%)

Within four months aftes March 31 of each vear, NB Power will provide Seller a
writfen report seiting forihe:

®

()

(&)

@)

the Capacity Facwor for each of the months in the most recently completed
Sutnemer Period; ‘ .

the Capacity Payment mads by NB Power in accordance with this Section §.2.2
for each of the months in the most recently completsd Summer Period;

the average of the actusl monthly Capacity Factors of the months in the most
recently compisted Sumnmer Period:

50% of the average of the acmual monthly Capadity Factors of the 36 calendar
months ending March 31, provided that if there are not 36 months since the
Commencement Deate of Operation and prior to March 31 such average shall be
calculared based on the Capacity Pactors {or such Jesser number of months,

¥ the use of the greater of the nimbers calenlated in accordance with paragraphs (iii)
arxd (v} of this Section 5.2.2 as the Capacity Factor {or any month in the most recendy
completed Swmmer Petiod would rasult in a Capacity Payment greawer than the
Capacity Payment previonsly paid by NB Powar in yespect of such month, the Capacity
Bayment for such montht will ba adjusted 1o equal such grearer amount. NB Power
shall make payment to Seller of the difference batween the adjusted amount and the
amount previously paid in respect of such month together with Interest theveon as
provided in Section 5.5 contemporaneous with providing the report described sbove.

En

Pavimen

NB Power agress 10 pay 2 monthly encrgy payment equal 1o the sum of:

Y.
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(a} the Fuel Component multiplied by the amonnt of energy (in k'Wh) deliverad by

Selier 10 NB Power at the Delivery Point during such month up to the amount
of energy associated with Redicated Capacity; plus

(b} the Operadon and Maintenance (O3:M) component multiplied by ths sum of i)

the amount of energy (in KWh) defivered by Selier to NE Power at the Delivery

. Point during such month up to the amount of energy associated with Dedicated

Capacity and i) that energy (in KWh) which would have been delivered had the
Seller Facilifies not been dispatched down by NB Powser under Section 4.8;

whitre

i) Fuet Component it S/KWh for Coutract Year Y = 1.993 2 (CPL,/CPL,),

i) O&M Component in ¢/xWh for Conmract Year ¥ = 0.456 -+ 0.769 x (C¥Ly
ICPly),

fii) CPly = CPI for calendar year 1954,

W) CPlyg »= CPI for celendar year 1996, and

v} CPL, = CPI for calendar year in which the subject Contract Year begins
For s:m%:le calculation see Appendiz A",

Surplys Encrey

LY

NB Power will purchase Surplus Energy sccepted under the provisions of Section 4.3
at 90% of INB Powar's short term avoided cost. NB Power will pay for such energy
monthly in accordance with the provisions of Section 8.1,

Intereqt on Adiusgpents

Interest on adjustments 1o Capacicy Payments as provided for in Secdon 5.2 will b
payable at a mate per annum equat ta the prime lending satein effect from time w time

of the Bank of Monteal, or other mumslly agresd upon Canadizn Chaxwered Bank, as
its benchmark rate for Canadian Dollar loans in Canada. Interest will acerue from she

£S5
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date upon which the Capacity Payment in respect 10 @ month for which sn adjusmment
is made was due in accordance with Section 5.1 until the date such adjustment ig paid,

Intetrest will be compounded monthly and shall he payable at the time when each
adjustment is made.

Caparity Depos

A capacity deposit in the amount of Cdn 5654,500.00 {calculated as $17.00 per
Kilowart multiplied by the expected 38,500 kilowntt capacity of Seller Facilities) will
be paid by the Seller 1o NB Power within one (1) momkh after the date of execution of
this Apresment,

The capacity deposit may be in the form of ¢ath, an jrrevocable letter of credit in a
form satisfactory to NB Power fssued by & Chartered Canadiug bank, bearsr bonds
issued or gumranteed by sither the Government of Canady or the Government of New
Brunswick, or sursfy bonds issued by a duly avthorized company, -

Subject to Section 6.2, rebats of the capacity depostt will be made at the raw of $17.00
per Klowrt of Dedicated Capacity desigmated by Sefter in accordance with thix
Agreement, Any pordon of the capacity deposit not subject to refund ut the end of the
Test Period described in Secton 2.3 shall be remined by NE Power, However,
antwithstanding the provisions of this paragraph and Section 6.2, the capacity deposit
shall be related in its entivety i NB Power determines, scting reasomably, that the:
Seller Facilities cannot be completed because of Force Majoure.

If the capacity deposit is cash, NB Power will refind the deposit as specified above,
including interest thereon from the dare of deposit to the date of refund compounded
setnisrmmatly. The intetast rate witl be the bid rate for two (2) year Government of
Canadz bonds as at the closs of business on the last business dzy of the month in whick
the capavity deposit is paid,

Tn the evestt the Selisr fails 10 post the capacity deposit s required or otherwite fails
1o comgply with the requirements of this Section, and if such faflure is not comecied

Sb.
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within 10 days after NB Power provides written notce w0 Ssller of such failure or
default and of its imention 1o terrinate this Agreement, this Agresment wiil at the

opticn of NB Power become null and void withous linbility of any description, kind or
nature whatever by NB Power to the Seller,

Mon-Performance Pavment {Consiroction)

In the event the Commencement Date of Operation is more than one month bt less
than 12 months after the Praposed Commentement Date of Operation, exclusive of
deluys as x result of Force Majeurs events  during consiruction, cne-twelth of the
capacity deposit will be retained by NB Power for each mouth the Commencement
Date of Opesation is after the Proposed Commencement Date of Cperation,  Pastial
months will be adjasted on a pro-rata basis.

n the event the Commancement Date of Operation it not achieved within 12 months
after the Propoeed Commencemeny Date of Operstion, exclusive of delays a2 a result
of Force Majeure cvents dudng constzucdon, the entire capacity deposit including
sccurnulated intersst will be retained by NB Power end this Agreement, upon not less
1han thirty (30) days of pricr written notice by NB Power to Seller, may be texminated
by MB Powsr provided that if the Commencement Date of Oparatinn oseurs prior to

the end of such thirty (30) day period, B Power shall not be entided to teominate this
Agresment as aforesaid.

Terypinas

¥ the Scller fails to perform amy obligation under this Agreement, NB Power mey give
written notice to the SeBec that unless the obligation is completely fuifilled within a
reasonable period of ime, giving considetation to the nature of the default, afier yeseipt
of the notice, NB Power shall discontinue the vecsipt of capacity and energy. I the
Seller continnes in default in respect of the obligation beyond the period specified in
the notics, MNB Power may discontinue the receipt of capacity and energy and may

refise 1o resume recsipt of capacity and energy until the Seller has Hasted its
olligation.

If at any dme the Seller fails to perform any of its ohligations under this Agreament
which matexially and advessely affects the operation of NB Power's supply system, NB
Power may give notice thereof to the Seller, such notics may be given by telephone 10

8.
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a senibr employce of the Seller, and the Setier shall immedistely remedy the said
fallure. In cass of continued failure for more than 15 minutes after the notics, NB
Power may discontimue the receipt of capacity and energy o any paxt thereof and shall

not be cblized 1o resume receipt of capacity and energy until the Seller has remedied
the failure,

If masuant 1o Section 6.3.1 or Seedon 6.3.2 NB Powes has discontinued the recsipt
of capacity and cuergy by reason of failure of the Seller to perform any of s
obligations under thic Agreement and the Seller continues in defuult in respett of the
obligation NB Power may, at its option, give wiitten notice 1o the Seller thay unless the
obligation is conrpietely fulfilied wittiin a reasonable period specified in the notics (not
Tess than 30 days) after receipt of the notice, this Agresment may be terminated. If the
Sefler continnes in defzult in respect of the ablization beyond the period specified in

the tiotice, the Agreement will thersupon terminate uniess otherwise agresd by NB
Perwer, )

TE pursvant o Section 6.3.3 this Agreement is terminsted, the Seller agress to pay to
NE Power lignidated damages, The Hquidated damages will be calenlated as the
difference in thonthly charges based on the ievelized Capacity Paymens provided for
hecein and those which would have applied had the teems hereof beea based on the
escalating Capacity Payments set forth under the heading *Escalating Capacicy”® shown
o8 Appendix “B" auached hereto. The annual discount raee applicable to the
calenlation of the Houidated damages shali be 8.6%. The balance in this acoount at
termtinmion will be the amounz due and payabie o B Power upon tormination, A
sxmple calenlation is contained in the aforessid Appendix "B,

An irrevocable lenter of credit in a form satisfattory 1o NE Power issued by 2 Canadian
Charred bank will be provided by Sslier to NIB Power a5 sscarity for the liguidated
dirnages provided for in this Section 6,3.4, Thas letter of credit will be provided prior
to the Conrmencement Date of Opertion and 6o payment for Dedicated Capacity or
energy witl be made until the lercer of credit s provided, “The lener of credit shall be
in & amount saqual to the moxdmum liguidated damages paveble during the tens of the
letter of eredit, At Ieast thitty (3G) days priof to expiration of any letter of credit
providsd by Seller in accordance with this Section 6.3.4, Seler shall provide NB Power
with & replacement letter of credit in 2 form satisfactory to NB Power, Failure of the
Seller 10 provide such replacement Ietter of credit shall entile B Power t0 draw upon
the existing Jester of eredit and to hold such amount as security for liquidated damages
unrl Seller provides to NB Power such replacement letter of cradit.

&F -
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6.3.5 For greates cenainty the Seller will be considersd 1o be in breach of an obiigation
under this Agrecment ift

() it {als to operate the Seller Facilities as x Co-Generaribg mit,
{b) if the Selier Pacilities are not primarily fuelied by Biomass Fuel,

) for any reason the Fraser Mill Complex takes slecmrical capacity and ensrgy
from: any supplier other than NB Power unless i) Seller or Fraser Paper,
Limites is required by operation of law ta do 50 or, i) if at any time Sedler is
proftibited by Ixw from providing, or restricted by Jaw as to the quantity it may

provide of, electrical capacity or energy of steam to the Madawasks side of the
Fraser Mill Complex; or

(d) i fails 1o perforn any other obligation under this Agreement.

6.4
The ejectric power and easrgy supplisd by the Seller at the Delivery Point will be three
(‘ phase altemating current &t the nominel frequency of 60 hertz and at a nominal voltage
. of 138,000 volts between phuses.
6.5 Meting

The Seller will be responsible for a one-time wetering charge which will be equal 1o
all the injtiat costs associated with proyiding and installing the Metering Equipment.

_ 'The Sclier will provide at s cxpense adeguate space and facilities on its premises
satisfactory 1o NBE Power for the insuilation and muintenance of the Metering
Equipment.

NB Power will own and maintain the Meteding Equipment associatest with the Seller
Facilities and vhe Sellers Generator Unit #3. All other metering equipment described
in Sertion 1,16 will be pwned and mainteined by Seller.

In thie section reference 10 Industy Canads, includes any other authority as may from
time 16 time be charged with the responsibility for metering.

59 .
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i, for any pericd, the Mewering Equipment or any part theveof is not in servies, the
capacity and energy supplied during such period will be deermined by NB Power
acting reasonably, after consultation with the Seller from the best information available

including, without limitation, past pecformancs of Selier Facllitins, Teadings of Selier’s
meters, and down time of Seller Facilities,

NB Power will, at least once a year, verify that the accoracy of the Metering
Equipment is within the: limits specified by Industry Cansda,

The Seller miy request NB Power to vetify the acouracy of the Metering Equipemeit
more often than once a year. I the Seller is not satisfied with NB Power's resnlts, it
may request that finther verification. be made by Industry Canada, In either case, if
the Metering Equipment is accnrate within the Emits specified by Industry Canada, the
cost of peforming sbeh veriication will be paid by the Seller, If the Memaing
Equipment is innceurare by more than the limits specified by Indusiry Canads, the cost
of performing such verification will be paid by NB Power, and an adjustment based on.
the full error of the Metering Equipment will be made in the Seller’s invoicss for any
Inown or agreed period of insccuracy. In the abssnve of such knowledge or
agresent, an offserting adjustment of Bty perceut (S0%) of the inascucary i the

Selles*s invoices will apply to the period from the date of ths Jast verification to the
date when the inrcouracy was discovensd.

If, at uny tkme, the Metering Equipment is found 1 ba inasewrats by more than the
Hrnfts specified by Industry Canada, the Metering Equipment or any faulty components

thezeof will bz promply replaced, repeired or readjusied by NB Power at NB Power's

cxpense.

ARTICLE V11
GEN OBLIGATIONS DF SELTER

Sefier's Equi

The Seller will be responsible for installing and maineairing equipment 1o protect the

Seller Facilities from vagiations in frequency and voltage or from temporary delivery
of other than three phase power,
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The Seller’s generator shall bs egnipped with a govemnor capable of respanding to
frequency changes. The governor shall have 2 4% dicop characteristic and shall be
muitained fn servics at a1l times, )

The Seller's generator must be capable of operating at frequencies down to 57,5 hertz.

The Seller's underfrequency relays will be set 50 a8 not to teip the genenstor for
frequencies above 57.5 heriz

The Seller agrees that all motors, transformers and other equipment uilized in its
instellation Wil conform with Canadiag Standsrds Assoriation requirements, and will
be wired, connected and operated so as to avoid detdmental ¢ffects on the NB Power

Facilities which will adversely affect the adequacy of service 10 other customers of NB
Power,

Elecioal .

Fleettical harmondes will be considersd as components of cutrent or voltage whose
frequency is some multiple of the 60 herez fundamentad frequeacy, The Seler will
assume the responsibility of direct Joss by reason of damages to MB Power Facilities
caused by clecmical harmonics produced in the Seller Facililes provided ther such
Yability will be restricted 1o the repair or, if necessary, the replacement or modification
of such NB Power Facilitfes which have been damaged or made necessary by reason
of electrica) hanmonics produced in the Seller Facilities, The Selier agrees 10 take ali
mﬂammﬁmmmﬂfmﬂmﬁa&hmoniﬁwﬁmmybemdm
by the Seller Facilities to a level tolerable to NB Powey scting reasonably, NB Power
will cooperate with the Seller in the investigation of any hermonic problems and the
smlysis of corractive measures. NB Power reserves the right to discontitnse the recsipt
of capacity and energy during any period where the reliability of NB Power Facilities

js threarened by the presence of elecrricat harmonics emanating from, or caused by the
Seller Facilities,

The Selier agrees to provide and amange for the nectssary right-of-way on the Selier
premises for the appropriate NEB Power Facilities free of cost to NB Power during the
continuance of this Agresment, renéwal or tenewsls thereof, and for six {$) monthy
thereafisr. so that NB Power, its servants, workmen 2nd agents may enter wpon the

ql.
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same and build, install and etecl, construct, operate, repair and remove any or all of
the appropriate NB Power Facllities which, in the opinjon of NB Power, are necessary
for the receipt of capacity and energy under this Agreement, In the exercise of its
rights granted under this Section 7.3 NB Power will not unduly interfere with the
Seller’s operations. Any changes which the Selier may request NB Powsr 1o make in
the lowation of NB Power Facifities will be made at the expense of the Seller,

Right

Represeqtatives of NB Power appointed for this purposs may, at any reasonable time
during the continusncs of this Agreement, Tisve scoess to the Seiler’s promises for the
purpess of inspection, operation, testing, sdhusinient, repair, sltztation, reconstruction,
and rersoval of NB Power Fasifities, or for the purpose of inspecting the Seller
Faxilities and maldng snd retaining copies of records @ required for compliance with
this Agreement.

. P Farslides on §

AN NB Power Faciliies furnished and instalied on the Seller’s pramizes will remain the
property of NB Power and should such NE Power Facilities be destroyed or demaged
from any cause doe to the negligence of the Selier or front = Sire originating on the

Seller premises ragardiess of cause, the Selier will refmburse NB Power for the eost of
replaczment or repair.

For the purposes hereof, contarninents wﬁl be considered as foreiga mattsr or substance
deposiied on insulation components which reducs the value and effectivencss of the
insulation «nd may consist of dust, particies or chemicals either dry or in scliion.

The Seller will be responsible for the correwtion of conamination problems occuring
on the Selter Faciliies. If contaminants dirsoily and jdentifiabiy cansed by activities
of Seller Facilifiss accurnulate on NB Power Facilities and if, in the opinion of NB
Power, such contaminants affect nsulating characteristics, Selier will bear the cost of
removal of contaminants or replacement of insulation componeats as deemed necessary
by NB Power zering reasonmbly. Imtemuptons of service octasioned to comeet
contamination problerns will be, where possible, artanged af avime mutually agreesbie

a.
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to the Seller and NB Power, Notwithstanding the above, 2B Power reserves the right
w0 discontinue the receipt of power and energry ax its disceetion whers the reliabjlity of
its system is threatened by the presence of contaminunts on insulation components,

ARTICLE VI
GENERAL RIG OBLIGATIONS OF NB

Interuption of Supply

Except as otherwise provided herein, NB Power will heve no Hability to the Selles for
lots or damage from any fuilure of receipt of eapavity and energy unless such loss or
damage i the result of faiure by NB Power to exercise Good thility Practice, provided

that in no event will NB Power be responsible for indixeet or consequentiaf damage 10
the Seller.

NB Power will have tha right to snspend the receipt of capacity and energy for the
purposs of safeguarding life or propecty, for system secwity, for making repaics,
citanges, renewsls, aprovements or repiscements to NE Power Facilities but all such
inmpﬁmwﬂbeof:ﬁ:ﬁmmndmﬁmmdmmwi&uhea&gm&u‘oﬁbem
and when possible, arrangad for a thne Jeast objectionable to the Seller and such
interroptions will not reiease the Sellex from its obligations punnuant 10 this Agreement
during the period of any such suspensions and to resume the supply of capacity and
enctgy when the faciity is restored, When such repairs, changes, reaswals,
improvements or replacements are of & non-smergency routine natore that can be
scheduled in advince by MB Power, NE Power will advise the Seller ar least two (2)
weeks in advanes of such work.

Duging any integruption of supply occurdng under this Section 8.1, Seller will nof be
entitied to any payment or credit in the calenlation of Capacity Factor, in respect of
energy which could have been delivered had the interuprion not ocourred.
Notwithstanding ths foregoing, however, should such interruption continue for mote
than 120 hours, alt such howss in excess of 120 shall be deducted from both the
numerator and depominator in the calcolation of Capacity Factor in accordancs with
the provisions of Section 1,10

93 .
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Removal of Equipment ot Tenmination

NB Power will, at the leumination of this Agrsement, or within six (§) months
thersafter, remove from the Seller’s premises the appropriste NB Power Facilities
which mxy have been installed by NB Power for the receipt of capacity and energy
vnder this Agreement, bt after the expivation of suld six (6) months period all such NB
Power Facilities will be at tie risk of NB Power and Seller may, at the expense of NE
Power, remove from Seiler's property such NB Power Facilities or sfter providing 15
days prior written notics trear such NB Power Facifides as abandoned and take

possession and ownership of such property and in which case NB Power herehy
renounces any ownevship inferest therein,

ARTICLEIX
GENERAL PROVISIONS

1 ity by

The Seller will indemnify and save harmless NB Power from #il loss, damsage or injwsy
1o persons or property sustained by any third person or petsops, including employtes
of NB Powes and the Seller avising from the operation and maintenance of the Seller
Pacilitizs, unless such loss, damage or injury results from negligents of NB Power, its
agents, strvants or employees, provided that the Selier will be given prompt notice of
anymwhdﬁmmdwﬁlhmﬂme:ﬁuﬁ%ﬁghtmdcfmdandsﬂﬂewwdacﬁﬁm
with the full cooperation of NB Power in such defense,

The Seller shall carry a minimum of 5,000,000 Habifity isucanos sd shall provide
evidence in writing to VB Power that such insurance is in effect prior 1o the initiation

of site constrction. If requested the Sefler shall provide NB Power with 4 certificue
of insurance,

Indsmuity by NB Power

NB Power will indemnify and seve hanmless the Scller from all Joss, damage or injury
10 persons or propexty sustained by any third person, or persons, inciuding employess
of the Stller and NB Power, arising from the opzration and mainienance of NB Power
Facilities, unless such loss, damags or injury vesults from negligence of the Seiler, its

gy .
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agents, sexvants or employezs, provided that NB Power will be given prompt notics of
any such <lzim and will have the exclusive right o defend and settle any such claim
with the full cooperation of the Selfer in such dafense.

Limitation of I3abikity

Notwithsianding any other provision of this Agresment, in no ¢vent shat! cither Parry
or its supplisrs or sivheontractors be Hable for indirset, incidental, or consequential loss
or damsge of any nature srising at any time from eny canse whatsoever.

Applicable Law

This Agreement will be govemed by wnd intetpreted in accordaacs with ti:ehws of the
Provines of New Brunswick.

Severabifity

H any clause, provision, or secion of this Agreement is ruled invalid by any cowt of
competent jurisdiction, the invabidity of such clawse, provision, or section will not affect
any of the remaining provigons.

ARTICLE X
FORCE MAJEURE

Each Parry hereto will nss afl due diligence to perform ity obligations vnder this
Agreement but conditions may arise which prevent or delay performmica by & Party
because of causes beyond the Party"s seasonable congrol including, without limiting the
genenality of the foregoing; flood, earthquake, storm, lighening, or other camclysmic
phenomencn of namure or Act of God, fre, nuclear disaster, explosion, epidemie, war,
vict, civil disturbance, Jabour distuption, strike, szbotage snd restimint by court or
public authority which by exercise of due diligence and foresight & Party could not be
expectad to avold and which, for greater cerainty and not in any way limiting the
generality of the foregoing, shall during the period during which Seljer Facilities are
being constructed, includs any svent which constitutes an event of Force Majeure under
the contract éntared into between the Seller and the contractor responsible for
constmicting the SsHer Facilities. If x Pasty is rendersd ynable to fulfil any obligations

9s
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by resson of such causes (herein "Fores Majeure?}, it will be exeused from performing
(o the extent it is prevented or delayed from doing 5o, but will exercise due diligencs
to correct such inability with dll reasonable dispatch, and will not be Hable for injury,
dagmge ot Jogs resulting from such inability. However, settiement of strikes and labour
disturbances will be wholly within the discretion of the Pany having the difficuity and

the exercise of surh discretion shall not affect a determination that am event of Foree
Majenrs his occomred,

The Party affected by Fores Majeure wills

@ immediately notify the other and immediately confiom i writing after the
beginning of the occurrence and af the termination of such ocqurrence; and

(b) at the request of the other Party, submit confimoation from comperent
apthortities certifying 1o the reafity of the croumsiances, facts and dates
contained in the notifieation.

For gremer cerfainty and notwithstanding anything fo the cootrary contained in this
Agreenent:

(a} Force Majare does not include;

(@) sy evem oy circumistancs afferting the cost 16 the Seller of the supply
of Piomass Fucl;

@)  any labour dismuption, strike or Jockowt afecring the supply or delivery
of Biomass Fuel to the Seller provided that, notwithistanding any other
provision of this Agreement, for the duration of amy such labowr
disruption, smike or Jockount Seller may vse fuel other than Biomass Fael
ts operate Seller Facilities:

() any strike or labour disruption involving Ssifer's employees which does
not excesd 120 consecutive hourss provided, however, that should such
strike or labaur disruption continue for more than 120 hours, all such
hours, ncluding the imitial 120 hours shall b considered tims during
which an event of Foree Majenre it in occurrencs; or

9.
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{iv)  any interroption in supply wnder Section 8.1.
() Subject 1o Section 10,3 (c) and Sertlon 10.5, in any month where x Fores
Majeure event prevants ither the delivery of acceptance of capacity and snergy
for the entire month, any Capacity Payment paysble by NB Powsr for such
month shail be based upon a Capacity Factor ¢qual to die average of the actual

Capacity Factors for the 36 moaths (or such lesser petiod if a 36 month history
has not yet been established) immediately preceding the Fores Majsisre event.

(¢} N® Power shall not be required 10 continue 10 pay Capacity Payments to the
Sellex in circumstances where an event of Force Majeurs hins been invoked by
sither Party and has eontinued for & period iy excess of 180 congecntive days,
provided that swhere the Seller has invoked Force Majeure and the event of
Farce Majewre exceeded 130 days and thereafier has ended and the Seller
recommences petformance of its obligations herennder for & pariod of fifteen
{15} consecutive days, NB Power will again be required to pay Capasity
Payments to the Sefler in aecordance with the provisions of thit Agreement in
tircumistances ‘whers a stbsequent event of Fores Majeure occums.

(d} The Parties chall act in good faith in invoking any particolsr event as a1 svent
of Force Majears,

The Seller shall obtiin policies of fire, alt risk, business interrsption and other shmilar
insurance available which is reasonsble given the manwe of its business and in
accondance with induswy standards, Tn obtaining such Insurance policies, Seller shali
ke all steps prudently and reasonably necessary to include coverage for loss of
Capanity Payments due to an event of Forces Majeore 1o the sxtent same is available 1o
Selier on commercially reasonable terms. I requested by NB Power, Seller shall

provide NB Power with 3 certificats or centificates of any or alf insurance described in
this paragraph.

Noswithstanding any other provision of this Agreement, NB Power shail not be required
0 pay Capacity Payments, nor will Seller be credited for purposss of dessrmining
Capacity Fattor, in respect w0 any Fores Majenrs event for which the Seller has
obtained insurases coverage as deseribed in Section 10,4 for loss of Capacity Payments

for 56 long and to the extent Stller rercives insurarios procesds to cover the loss of
Capacity Paymenis.
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Where Seller invokes the Foree Majours provisions of this Agreement and such Fores
Mujears event is not rectified within 12 months of its beginning, NB Power may
tetminas this Agreement upon 30 days writtén notive 1o Szller, Upon such rexmination
lquidared damages culoulated in accerdance with Section €.3.4 shall become due and
payable by Selier io NB Power, provided NB Power shall not be sntifled to 1erminate
this Agreement and obtain the liquidated damages in sccordance with the provisions of
this Sartion 10,5 if at the end of soch 12 mopath period Selier is diligently and in good
faith pursning a core to the conditions giving rise w its inability to perform which cure
i5 likely to remedy such conditions,

ARTICLE X1
B 5 ?

Sucsessors und Assigns

This Agreement will extend to and be binding vpon and inure t the benehit of the
Parties heveto and theie successors and zssigns. The oblipadons under and the
benefit of this Agreement will not be assignable by either paxty without the consent
in ‘writing of the other Partv. Such censent will not be unressonably withhicld,

ARTICLE XIX
NOTICE

Mode of Delivery,

Except a5 provided by this Agrerment or otharwise sgreed from tme 10 time, any
potice or ofhier communication which is requirsd by this Agreement to be givea in
writing, will be sufficiently given if delivered personsily to 2 senior official of the

Party for whom it is intended or telecopied or sent by registered mail, addressed ax
follows! '

8) In the case of the Seller to:
Fraser Inc,
Bdmundsion, NB
E3V 15%
Artertion: The President
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b} In the case of NB Power, to:
New Bronswick Power Corporation:
. 0. Box 2000
Fredericton, NB
E3B 4X1
Ausntion; The Secretary

or defivered to such other person or iclecopied or sent by registered rosil w such

other address #s ither Party may designate for Stself by notice given in accordance
with this Section. -

Any notice or other communication so mailed will be deamed 16 have heen reeeived
on the thind business day following the day of mailieg or if electronicaily transmitted
will be desmed to have been reesived on the swms business day =8 the date of the

telecopy or if deliversd personally will be deemed to have béen received on the date
of delivery,

Ary comnumication or potice which under this Agreement may be given on an oral

basis thall be given to the represeatative of enclhy Party designated from time to time
by that Party for snch purpose.

ARTICLE X311
ENTIRE AGREEMENT

This Agreement and the Appendices A and B hereto anached constitne the Entire
Agresment with respect to the subject matter hereof batween the parties hersto,

99.
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IN WITNESS WHEREOF the Parties hereto have affixed thelr respective corporate’
seals, anesied by the hands of their respearive officers duly anthorized in that .
befwlf, as of the day and year fivst above wrirten,

FRASER DNC.

/Qﬂ/d‘{%‘/wf«e»cﬁz,._.

N> AL

NEW BRUNSWICK POWER CORPORATION

Ay

PRESIDENT AND
CHIEF EXECUTIVE OFFICER

/OO .



CP1 data is 10 be the All tem Consumer Price Index far Canada taken from
Statistics Canada Catajogte No. 62-001 where 1986 = 100. Example
calenlations are provided below based on the following CPI data.

CPiy, = 130.7 {(Actual)
CPlys = 136.0 {Assumption)
CPlgy = 148.G (Assumption)

Rates for contract year beginning December 1, 1998 and anding Novermber 30,
1997

Fuel Component = 1.983 x (CP1.,/CPly)
= 1,983 x {CPle/CPlyy)
= 1,893 x {138.0/ 130.7)
= 2.074 ¢/Kwh

(“ ) OBM Component = 0,486 + 0.768 x (CPl,.,/CPl) :
= 0466 + 0.768 X (CPlge/CPlgy)
= 0.498 + 0,768 x (136.0/136.0}
= 0,498 + 0,769
= 4,268 ¢/Rwh

Rates for contract year beginning Decamber 1, 1838 and ending November 30,
2000; -

Fuel Componant = 1,993 x {TP1,,/CPlg,)
= 1,993 x (GPleu/CPlyy)
= 1,893 % {148.0/430.7)
= 2257 «Mwh

D&M Component = 0,496 + 0.788 x {CP1,.,/CPlgs}

= 406 + [1.768 % (148.0/136.0)
= 0496 + 0.837
= 1.333¢/Kwh
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APPENDIX "B*
Sample Calculation of Capacity Acsount Balance/ligukiated Darnages
Based on a 30 Year Contract with a 38,5 MW Unit

Contract Capacity 38500 kW
Annual Discount Ratedi) 38 %
2% Annual Ascount
Month level Excalatiog] Rate Payment | Balance
Jan. 1997 Capacity | Capacity |Differantial| Differential {Current $
a b ¢=a-b  [d=cx12x38.5| t=Muft+id
1 20,34 1572 4.62 | 2133305.74 2133305,7
2 20.34 16,15 4.19 | 1937183.83] 4253953.8
3 20.34 16,58 3.76 | 1735768.64| 6355580.5
w& 20.34 17.03 3,31 | 1528991.17] 8431049.8{
5 20.34 17 49 2.85 | 1318470.62) 10472551
] 20,34 17.56 2.38 | 1008294,18| 12471528| 200
7 20.34 18.45 1.88 | 874228.945] 14418306
B 20.34 18,95 1,39 | 644109,913] 16302350
9 20.24 10.48 0.88 | 4077797211 18112176
10 20,34 19.98 0.36 | 185068.613] 10834301}
14 20.34 20.52 0,48 | -B4195.504| 21458498 %07
12 20,34 21.08 0,74 | -340180.14] 22081585
{ - 13 20,34 24,85 <1.31| -6030068.43] 24333183
14 20,34 2223 <1891 -873101.2| 25552714
18 20.34 22.83 249 | -1180398.1] 26599851
16 20,34 . 2348 -3.11 | ~1435177.9] 27452260
17 20.34 24.08 -3.74 | -17278485| 28085508
18 20.34 24.73 ~4.39 1 -2028016.5] 28472843
19 20.34 25.40 -5,06 § -2336484.2{ 28585013}
20 20.24 26.08 -5.74 | -2653300,7] 28390024
21 20.34 26.79 £.45| -2078681} 27852005
‘2 20.34 27.51 SF471  -3312808| 26035448
23 20,34 2B.25 -7.81 | -3655972.5] 25505924
24 20,34 20.02 8,88 | £008405.3] 23788768
25 20.34 28.80 -0.48 | 4370353.4| 21484248
28 20.34 30.60 -10.26 | 4742074.1] 18568100
ed 20.34 31.43 »11.08 | -5123834.3] 15041125
28 2034 . 32.28 «11.94 | -5515885.0] 10848788
29 20,34 33.15 12,84 | -5016546.3] 5830834
30 20.34 34.05 «13.71 | -6332088.2] 0.3087272
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BETWEEN:

EXHIBIT 'E"

REVOLVING WORKING CAPITAL LINE NOTE AGREEMENT
THIS AGREEMENT is made as of July 20, 2005.

FRASER PAFPERS INC,, a corporation governed by the Canada .I;miness Corprations
Act (FPP),

~and-
FRASER PAPERS HOLDINGS INC.,, & corporation governed by the laws of the Siats
of Delaware (“FPHI™),
WHEREAS, FPHI would like to borrow up to US$125,800,000 for general corporate purposes;
AND WHEREAS, FPI is willing to lend FPEX up to US$125,000,000 oxi the terms set out herein;

NOW THEREFORE, in consideration of the premises and the covenants and agreements herein

contained, the parties ageee as follows:

1.91

ARTICLF 1 - INTERPRETATION

Definitions
In this Agreement:

“Agreement” means this agreement, including its rocitals and schedule, as amended from time to
time.

“Banking Day” means a day on which banks are open for business in Toronto, Ontario.
“Effectivé Date” reans July 20, 2005,

“Interest Payment Date” means ten Banking Days afier the end of each Monthly Reporting
Period.

“Interest Period” means, inifially, the period commencing on the Effective Date and ending on
the last day of the Monthly Reporting Period and, thereafter, means the petiod conmenocing on
thie last day of the previous Interest Period and ending on the last day of the next Monthly
Reporting Perjod. ’

“Monthly Reporting Period® means one of twelve periods in a fiscal year which FPI reports its
internal monthiy financial results.

“\(1.8, Federal Prime Rate” means, for each Interest Period applicable to the Loan, a rate of
interest per aunum, caloulated on the basis of 2 360 day year, equal fo the Bank Prime Loan rate,
less 250 basis points, 2s appearing on the U.S. Fa‘dexjal Reserve website, www.federalrgserve.gov.

Y oan® means TS$125,000,000, minus the amonnt of any repayment plus the amount of any
redraws made pursuant to Section 2,04 from fime to time.

“Termination Date” means July 20, 2015.

“(nited States Dollars” and “US$* means the lawful money of the United States of America.

/03.



102 Luterest Celeusliions and Paymerts

Intere:st will be czleulated using the nominal rate method of calculations, and will not be
ca.lcu!ated using the effective rate method of calculation or on any other basis that gives effect to the
principal desmed reinvestment of interest, Tuterest will accrue on overdue interest, if any.

1.03  Ioterest Act (Canada

For the purposes of this Agreement, whenever interest to be paid hereunder is to be caleulated on
the basis of a year of 360 days, the yearly sate of interest to which the rate determined pursuant to snch
caleulation is equivalent is the rate so determined, multiplied by the actual number of days in the calendar
year it which the same is to be aseertained and divided by 360,

1.04 Cuariency
All references to currency herein are to United States Dollars,
ARTICLE 2 — THE TOAN
?:.01 Loan

Subject to the terms of this Agreement, FPHI hereby confirms the issuance of the Revolving
Working Capital Line Note to EPY as evidence of the Loan,

202 Interest

FPHI will pay interest on the Loan during each Interest Rate Period in United States Dollars at a
rate per annum equal to the Bank Prime Loan rate less 250 basis points per armum, Such interest will be
payable in arrears on each Intersst Payment Date for the period from and including the Effective Date or
the preceding Tnterest Payment Date, ag the case may be, but excluding such Interest Payment Date, and
will he calculated on the principal amount of the Loan outstanding during such period and on the basis of
the actual number of days elapsed divided by 360.

203 Payment

All payments of principsal, interest and other amounts to be made by FPE to FFL pursuant fo this
Agreement will be made in United States Dollars for value free and clear of all withholding taxes on the
day such amount is due, and if such day is not 2 Banking Day on the Banking Day next following, by
deposit or transfer to the account of FP1 designated by FPL for such purpose. .

2.04 Optional Repayvment and Re-draw of Principal

FPHI may at any time and from time to time repay without penalty the whols or part of the Loan.
Any amount repald can be reborrowed subject to section 2.05.

2.05 Marndstory Repayment of Principal

FPHI will repay the outstanding amonnt of the Loan and all other amounts owing hereunder on
the Termination Date.

/0Y.
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ARTICLE 3 — GENERAL

3,01 Amendinents and Waivers

No amendment to this Agreement will be valid or binding unless set forth in writing and duly
executed by both parties. No waivers of ay breach of any provision of this Agreement will be effective
or binding unless made in writing and signed by the party purporting to give the same and, unless
otherwise provided, will be lisnited to the specific breach waived,

3,02 Governing Law

This Agreement will be govereed by and will be construed in accordance wih the laws of the
Province of Ontario and the luws of Canada applicabls therein.

IN WITNESS WHEREOF, the parties have executed this Agreement as of the date set outabove.

FRASER PAPERS INC.

Name: Dominic Ganimiero
Title:  President and
Chief Executive Offfcer

m: - d .;_-"_ =
Name:  Glen McMillan
Title:  Senior Vice President and
Chisf Administrative Officer
FRASER PAPERS HOLDINGS INC. .
By: W
Name: Dominic Gammiero
Title: Chairman
By: o Erlemg® fo
Name:” Glen McMillen
Title:  Secretary
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AMENDMENT NO. 1 TO REVOLVING WORKING CAPITAL LINE NOTE AGREEMENT

This Amendment No. 1 to Revolving Workisig Capital Line Nete Agreement dated as of July 20, 2005,

by and between Fraser Papers Holdings Inc, (“Borrower”) and Fraser Papers Ine (“Lender) (the
“Agreeiment™), is made as of Angust 27, 2007,

In consideration of the premises and other good and valtmble consideration, the receipt and sufficiency of

which are hereby acknowledged, the Borrower and the Lender hereby apres {0 amend the Agresment as
follows:

1. The definition of “Interest Payment Date” in section 1.01, is amended to “means ten Banking
Days after the end of each calendar year,”

2, The definition of “Interest Perjod” in section 1.01 is amended to “means, initially, the period
sommencing on the Effective Date and ending on the last day of the calendar year and, thereafier,
mearis the period commencing on the last day of the previons Interest Period and ending on the
last day of the next calendar year.”

3. The definition of “Monthly Reporting Period” is deleted.

Tt is understond by the parties involved that this ameridment does not change or modify any other rights or
obligations nnder the Agreement.

DATED s of August 27, 2007, .
FRASER PAPERS INC.

W
By:

* Name: Dominic Gammiero
Title  Chaiman

e LA

Neme: Glen McMillan
Title:  Senior Vice President and
Chief Financial Officer

FRASER PAPERS HOLDINGS INC,

By:

Nere: * Glon MabBlln "
Title:  Secrétary

By: %ﬂm«
Name: Marina Mueller

Title:  Assistant Secrefary
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Corporate Profile

Fraser Papers is an infegrated specialty paper company that produces a broad
range of specidally packaging and prinfing papers. The company has operations
in New Brunswick, Maine, New Hampshire and Quebec.

Fraser Papers is listed on the Toronto Stock Exchange under the symbol: FPS.
For more information, visit the Fraser Papers web site ot www.fraserpapers.com

This Annual Report contins our annvel lefer to shareholders together with management’s discussfon and onalysis of financial resulls and
the audited consalidated financict statements for 2008,
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Financial Highlights

[US$miliians, axeept per share data) 2008 2007 2006
Net sales!!) $ 688.6 $ 7147 $ 7959
EBITDAI (33.6) {41.9) 7.2
Loss (71,9} (43.1) (113.8}
Total asselst? 510.6 544.2 554.2
Net debt 96.4 85.9 539
Number of common shares outstanding 50.2 295 29.5
Loss per share, basic and diluled? 5 (1.48) $ {1.47) $ (3.84)
Toted poper procuced {000 tons} 570 608 461

(1} Net sales are gross sales, aet of freight costs, commissions, ond discounts and rebates fo customers.
{2} Pdor yeors odjusled for changes in ascavniing standards,
13) Millions of shares,
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Letter to Shareholders

OVERYIEW

Our business, having half its ussets [ocated in eastern Canada
as wall os exposure to lumber markets and dependence on
ail, was not well positioned fo chsorb the impact from
unprecedented input cost inflotion and strength in the
Canadian dollor during 2008, We acted with a sense of
urgency ond found ways fo become significanily more energy
efficient; we expanded infernal pulp production fo lower costs
and reduced purchases of expensive market pulp; we
curtailed redundant capacity and cut fixed costs, Finally, we
realized higher prices for our poper and pulp producle while
conlinuing 1o graw sales of high value spacially papers. Thet
satid, our EBITDA loss of $34 miflion, while improved over last
year, was unacceplable by any measure,

PROGRESS

Desgile the disappointing resulls, we did toke o number of
steps forward 1o permanently position Fraser Popers in a
betler place for the future,

Cash requirements to support our business and meef aur
pension funding obligations were significant and we
completed a number of financings during the year. With

the support of Brockfield Asset Management, we ralsed
C$60 million of ecuity from a Rslly-underwritten rights
offering to shareholders, expanded our revolving term facility
by $25 million and secvred an addifional $25 million under a
separake one year term facility. In addition, the Province of
New Brunswick agreed to provide a CAD$40 millien six year
term [oan to finance upgrades ot both our Edmundston pulp
mill and our Plaster Rock lumbermill.

Wa grew our velue-added poper business. We Increased
shipments of packeging popers by 11% and high-bright
groundwaod papers by 35% while reducing sales of
commadity papers. The two specialty poper grades are key to
our longer term business stralegy os we sea appartunilies lo
grow in these segments while the braoder market trands for
mony other poper grades are in dedine.

We achieved o 7% increase in the avercge reclized prica of
our paper, equivalent to $60 per fon. This generalsd an
addifonal $34 million in revenve.

2 v Fraser Popers Inc,

Our pipeline of new products was exponded and now
includes approximately 50 new projects ot various stages of
development from concept o commercial lounch, During the
year, we launched a significant number of new produck, We
estimale the combined benefit from alt product mix
improvements added $13 million to our bottom line,

We also closed the gap in operating performance
that we felf had provicusly existed with our peers in the
industry. Produciivity and throughput increased by 6% ot the
paper mills. Our capital projects at the Edmurdston pulp mill
provided the returns we expected wilh a similor 6%
impravemen in throughput. As the price of ol rose to historic
levels, we reduced ensrgy consumption across the Company,
saving the equivalent of 120,000 barrels of oil during the

year.

The improved operating performance also reflects
management operafing systems and reporting thot ars
driving hetter execulion of daily operating plans.
The impact from all preductivity and efficiency initiatives in
our facilities was opproximately $17 million during 2008.

CONTINUING OPPORTUNITIES

At the end of the year, it was clear that we were facing o new
set of challenges from a global recession and credit erisis. We
have adapted and our operating priorities for the coming
year have hecome very clears

» Manage the busingss for cash to minimize
requirements fo fund the oparations. This means
driving out even more cosls in the business and taking
downlime in our operations, raiher than financing
inventories as we might have in the past. The three key
areas of cost reduction continue 1o be fibre, energy
and labour:. The latfer issue includes the higher funding
requirements for our pension and heolth benefits.

» Simplify our business processes, expedite decisions
ond increase cur operating flexibifity so that we con
priorifize and respond quickly fo svery new
opportunily presented (o us. We need fo ke fuf
advanlage of being a small company with o flat
organizafional struciure.

/10 .



* Confinue fo leave commodity grades of poper for
those who have lower cost capacily and focus on new
specialiy products in packaging and print applications
i niche segments where we see growth and on
advantage. This especially involves products with
“green” aiiributes through forest certification, recycled
confent or low carben footprint,

¢ Complete the ongoing energy projects that hava
reduced our exposure lo oil. This will ensure we are
able 1o compele when oil prices return to $80 per
barve! or more,

SUMMARY AND OUTLOOK

We expect the coming yeor lo be as challenging as our last
two years as the impact of a global recession plays out in the
markets in which we compete. Our bocklogs slowed sharply
in December of 2008 forcing us fo toke market-related
downtime, first on our paper machines and lotterly <t the pulp
mills as well. The pulp and lumber markets were particulorly
impacted with market prices dropping to cyclical lows. Prices
for our paper produdis have held better, but volumes have
not. We expect to operate with significant downiime during
the first quarter and look for confidence in the economy to ba
gradually restored over the remainder of the year.

The benefit from current lower prices for @ number of key
inputs has dlready improved our cost struclure, When these
lower costs are combined with cureant initiatives, they should
provide the opporiunity fo generale on acceptable morgin in
our poper business, assuming operations can return fo full
copacity. Furlher, with $350 million of annuol expenditures
denomineted in Canadian dollars, the weakness in the
Canadian/U.S. exchange rate hos odded o the
compelifiveness of our operafions. To miligate a significant
amount of risk related fo future volkatility in the Canadian
dollar, we have hought forward approximately 40% of

our 2009 Canadian dollar requirements at approximalely
77 U.S. cents.

Given where we are today, we will require additional
financing during 2009 fo lund our aperations, meet cur
pension funding obligations and refinance the $25 million
term loan factlity maturing in Seplamber. As conditions remain
uncertain in the eredit markels, we will have to issue either
debt or equity with the support of our shareholders.

In February 2009, the Board appointed Jeff Dulien s
President and Chief Operating Officer of the Company. Jeff
joined Froser in 2006 as General Manager of our East
Papars operalions where he suecessfully led the tumaround of
our eore pulp and paper operations, With over twenly years
experience in the indusiry, he has eamed the respect of our
employees and is well equipped to lead our organization
during this challenging time,

We made significant progress in 2008 end remain

committed fo our business stralegy, believing that Fraser
Papers can operate os a compelitive specially paper company
over the longer farm, On behalf of all the amplayses ot Fraser,
we acknowledge your patience and supporf through these
difficult years.

J. Peter Gorden
Chief Execulive Officer
March 10, 2009
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Management’s Discussion & Analysis
of Financial Condition and Results of Operations

This Manogement’s Discussion and Analysis of Financial Condilion and Resulls of Operations {“MD8A”) presenis the foctors that
had o material effect on our resuls of operations during the years ended December 31, 2008 and 2007. Also discussed is our
financiol position as of the end of those periods. This discussion should be read in confunclion with our hisforical consolidated
financiol stafements as at December 31, 2008 end 2007 and for the yeors then ended, and the nofes thereto. Qur consolidated
Bnanciof skuiements have been prepared in acordance with Canadian Generally Accepled Accouniing Principles ("GAAP). This
MDA confains forward-looking stalements (see “Forword-Looking Information®},

The United States dolfar is our reperling currency and the funclional currency of oll our operations. All figures herein are in
United States doffors unless otherwise nofed.

In this MDA, “Fraser Papsrs®, “we", “our” and *us” meon Fraser Papers Inc. and aff of ifs subsidiaries while *Company”
means Fraser Popers Inc. as a separote corporation. “Brookfield® means Brookfield Asset Management Inc. {a related parly by
viriue of o conirolling equity interest in the Company) and afl of its subsidiaries. Brookfield owns approximately 70.5% of ofl
oulstanding commen shares of the Company.

EBITDA, net debt, net debi 1o net debt plus equily, free cosh flow and cash cosls are non-GAAP measures dascribed in the
Definilions section. Non-GAAP measures do not have any siandardized meaning prescribed by GAAP and are thersfore unfikely
to be comparable lo similor measures presented by other companles, There are no directly comparable GAAP measures to any of
these measures. A quontliative reconciliatian of etich non-GAAP measura fo the nearest comparohle GAAP measure Is provided
af the end of this MDA,

INTRODUCTION

This MD&A is infended fo provide investors with on undersianding of the historical performance of our business, iis financial
cendition and its prospecis,

Our fourth quorter 2008 MDA duted February 5, 2009 relaling o our unaudiled inferim consolidated financlal resulls end
notes therelo for the three month period ended December 31, 2008 is specifically incorporated by reference herein.

BUSINESS PROFILE

Fraser Papers is an infegrafed specially paper company that produces a brood range of specially packaging and prinfing
papers. We dlso producs northern bleached hardwood kraft pully and dimension lumber. Froser Papers emplays approximately
2,400 pecple and has operations in New Brunswick, Maine, New Hampshire and Quebec. The geographical breakdown o
property, plont and equipment af the end of 2008 was 47% U.S. and 53% Canada. :
Principal manufaciuring facilifies included:
* nine operating paper machines at two paper mills in Madawaska, Maine and Gorhom, New Hampshire; addiionally,
fwo poper machinas at Gorham, New Hompshire are not operaling dve Jo marke-related condiliens,
« one market pulp mill, producing nerthern bleached hardwoed kraft pulp in Thurso, Guebec;
+ one infegraled pulp eperation in Edmundsion, New Brunswick, preducing bleached softwood sulphite pulp and
groundweod pulp; ond
o four lumbermills in Plaster Rock ond Juaiper, New Brunswick and Masardis and Ashland, Maine.
The annual production capacity of these facilifies ot December 31, 2008 was:
» 450,000 fens of pupey, indluding towel;
o 440 million boord feet of lumber;
* 250,000 jonnes of market pulp;
270,000 tonnes of internclly used sulphirefpulp; and
« 120,000 tonnes of internally used groundwood pulp.
In oddifion, we manage the facilifies of Katahdin Paper Company IAC [“Katohdin”], an effiliate of Brockfield, for o
management fee.

4 « Froser Popers Ine.

]l



STRATEGY
Our business stralegy continues fo be:
» Focusing on value-added praducts, with an emphasis toward specially applications for puckaging, printing cnd
groundwood paper grades;
» Receiving recognition for the value proposition that our superior customer service and technical support
provids Io our customers;
» Conlinving innovation and development of new products fo support angeing growth of our busiess;
» Achieving operating excellence thal supasses indusiry henchmarks for manufacturing efficiency; enermy consumplion
and Fbre costs at all cur fecilities; and
« Maintaining & cvlture bocused on execution and performance.
I adelifion to executing this sirategy, we will continue ta look for opportunities fo grow our specialty paper franchise
epportunistically, bused on value, We have significanily narrowed our eperational focus in recent years such that fulure growth
con be specifically fargeted fo our core business.

Value-added Products

Fraser Popers compefes In specific market segments with parficular expertise in the monufaciure of lighiweight freesheet and
groundwood popers for a number of speciclly epplications. Our focus is on selact prinfing and consumer pockaging applications.
Typically, these discrala market segments are small relafive fo the broader North Americon cormmodity markels and are @ good
muskch for cur paper machine capabililies and capacifies, We focus on markets which are gensrally between 50,000 to 500,000
fons in size and provide Froser Papers with the epportunity o have an influenficl market share. Over fime, we seck to grow the
volume of business wa have in these core paper market segments where we feel we can achieve the best marglns. These market
segments involve food and other consumer packaging paper grades, financial printing and other lightweight freesheet papers,
and specially high-bright groundwoad papers, Froser Papers has increased shipments of specially papers from 69% of fotal
poper shipments in 2007 fo 74% in 2008.

To belier serve our customers’ needs, Fraser Papers hos the technical capability lo produce high quality printing popers as o
freasheet or a groundwood product, This enables our customers fo receive additionol value from Fraser Papers’ product offerings.

Superior Customer Service and Technical Suppord

Fraser Papars’ customer service leam is confinually seeking solullons 1o customers’ needs. We offer vender meaneiged invenlory
programs and jushn-ime service where quick tumaround solufions are required.

Fraser Papars’ technical support team is regularly in our customers’ manufaciuring locations helping them lower the overall
cost of el process that uses our paper; s well as resolving issues unrelated to the paper we sell them,

We work closely with & number of packaging cusiomers to assist them in areas such as improving converfing efficiency with
new pockaging designs ond increasing customer production rates fo help tha customer improve overall performance.

innovation
Product development continues fo be an important component of Fraser Papers’ markeling initifives. Our strategy is o fecus on
products that bring velue from the servie and technical fealures that differentiatie us From our competifion, We ara developing
new products in the lobel and food service markets as well as naw technologies for use in our eperations in arecs of fibre
development and pigment opfimization.

During 2008, we developed 31 new speciclly produdis for applications in the consumer packaging, financial printing,
converting and label papers market segments, We achieved our goal of confinually developing new producis as approximately
18% of the volume in 2008 represents products that were developed in the past 24 months.

Improved Operating Performance

The manufaciure of pulp and paper s a capital infensive business requiring sig nificant investment in Jarge machinery and
equipment, It is imperafive that these assets perform consistently of & high level in order to ensure the lowest possible cost
position. To fhis end, we have undertaken o number of nitiuives expected o lower our operating costs.

« Improved productivity of our sulphite pulp mill in Edmundstan, New Brunswick supporis our objecfive of displacing
purchased pulp fibre with lower cost internal pulp. tn 2008, internol sulphite pulp production at Edmundston averaged o
record-seling 688 tons per day, @ 41 lon-per-day improvement from the average in 2007.

» Throughput improvements at our Madawaska, Maine paper mill have increased sales volumes, In 2007, the Madawaska
poper mill produced 438,000 lons of paper which incluided 32,000 tons from two paper machines that were permanently
shut in the summer of 2007, giving an average of 1,178 tons per day on the remalning six paper machines. In 2008, the
mill produced 1,227 tons per day, a 4% relative improvement realized through refiability and efficiency improvemens.
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s The Gorham, New Hampshire paper mill has olso improved its throughput. During 2007 and 2008, the Gorham paper
mill indefinitely shut wo paper mochines. The remoining three poper machines increased throughput by 11% from
323 tons per day in 2007 fo 359 tons per day in 2008.

o An ot fired boiler and turbine in the Edmundston, New Brunswick pulp mill, which wos traditionally used in the winles,
was shut in 2007. In 2008, oil consumption ot East Papers wos lower by 4.3 million gallons, or 51% compared to 2007,
reducing our oil consumption to 0.22 borrels per fon of paper produced and rapresenting annuel savings of $5.4 million.

¢ Aheat recovery system was instolled and commissioned o the Thurso, Quebec pulp mill. In 2008, oil consumption ot

Thurso was lower by 2.3 million gallons or 11% compared to 2007, representing anwal savings of approximately
$3.0 million.

Margin Imprevements

Fraser Popers’ margin improvement inifictives focus on year-over-year improvements in EBITDA assuming constant selling prices,
exchange rates and commodity prices. Through focusing on things we can conirol, Fraser Papers’ aperating performance
improved ERITDA by $30,2 million in 2008 when compared o 2007, However, 2008 results were negafively impacted by
$10.2 million, primarily due fo planned maintenance downfime of the East Papers pulp mill in Edmundston, New Brunswick and
an unscheduled maintenance outage ot the Thurso pulp mill, Results were also negatively affected in 2007 by $18.6 millian,
primarily s a result of plonned maintenance cutages at East Popers and Thurso.

2003
{Pra-tox US$millions] Margin Improvements
Improved sales mix [] 13.0
Improved energy and chemilcal efficiency 1.5
improved flbre and moterial utilization 3.3
Lehour and other cost reductions 2.4
Total [ 30,2

Margin Improvements were derived primarily from improved product mix, energy usage and improved chemical and fibre
usage efficiencles, We hove continued te oplimize our monufacluring processes compared to 2007 through improving machine
eFficiancies, improving production scheduling and speeding up the paper machines, Paper production per operating day an eur
nine paper snachines is up 6% compared to 2007. We believe that @ more efficient aperating platform will pasition Fraser Papers
1o benefit when demand for poper improves.

These inifiafives served o only parfially offset significant cost pressures from fibre, energy and chemical pricing and
Canadian / U.S, foreign exchange, which totaled $52.4 million in 2008 compared to 2007.

2008
[Pretox US$millions) Uncontrollable Pressures
Increased fibre pricing $ {14.3)
Increased energy pricing {14.6)
Increased chemical pricing {10.2}
Conadian / U.S. foreign exchange 13.3
Total 5 52.4

Increased fibre pricing includes lhe impact of higher costs for logs, chips and purchased pulp. Since Fraser Papers sells and
also purchases morket pulp, the negative impact of purchased fibre pricing has been partially offset by improved revenue
realizofions in the pulp operafions of $6.4 million.

Increased energy pricing includes the impoct of higher costs for oil, biomass and electricity. The Company has invested
copial lo reduce our reliance on oil, including the energy reduction projects of Eost Papers and Thurso. The Compony recenlly
approved & capital investment for a biomass boiler at the Ploster Rock, New Brunswick lumbermill to efiminate the use of oil
required to dry fumber In the kilns. We also complated o schedvled maintenance and furbine overhaul af the Edmundston
cogeneration boiler which improves our energy platform.

- Tn the past, cerlain chemical prices have irended with the price of oil since many chemical products are pelrolevm-based.
Chemical compunies implemented significant price increases during 2008. While il pricing subsided during the fourth quarler of
2008, chemical prices did not. Fraser Papers is working wilh suppliers fo manage the impact of the increases,

Approximalely 53% of Fraser Papers’ assels are located in Conoda but essentilly 100% of our seles ars transacked in U.S.
dollars, From fime fo fime, the Company will enter info arrangements 1o fix the exchange rate on certain of its Canadian dollar-
denominated cosh flows (see “Hedging Activities”), The Canadion dollar exchange rate realized in 2008 was US$0. 95 (aher
giving effact o the Company’s hedging program) compared to the redlized U$§0.93 in 2007.

& = Froser Pogers Inc.

AT



/1S

OVERVIEW

We are execuling a comprehensive lurnaround of Fraser Papers’ finemelal and operating affairs. During 2008, we continued cur
focus on eperational improvament, implemented e number of energy and fibre efficiency iniiiafives and took downtime at cur
market pulp mill and lumbermills in ‘an effort to reduce costs. Despite these inifiofives fo improve Fraser Papers’ performance and
improved prices of our poper and pulp products, weak lumber markets, high energy prices and a strong Canadion dollar led o
negative EBITDA for 2008,

During the last half of 2008, a worldwide eredit arisis developed followed quickly by a significent dedline In world equity
values and reduced economic activity. As a result, it s expecled that many of the world's largest economies are currently in a
recession. In the fourth quarter of 2008, demond for cerfain of Fraser Popers” pulp and poper products also fell significontly.
Specifically, demand for commodity gredes of pulp and papes; cerlain lobel papers, lighter-weight prinling freesheet papers and
high-bright groundwood papers fell as o result of reduced economic activily in the banking and manufacturing seciors, Qur
packaging papers oppear fo be less affected by the recent economic downturn.

Our specially paper business ot East Papers is benefiling from investments that have increased internal pulp and paper
production, reduced energy consumpfion and developed and enhanced ils specialfy product offerings. Sulphite pulp praduction at
the Edmundston, Naw Brunswick facility set o record daily produetion rate for the year by producing 688 tons per day,
surpassing the 2007 level by 41 tons per dety or 6%. The East Papers operations improved paper preduction by 49 fons per
operaling day from 2007, Energy efficiency profects in oll operations reduced oil consumption by 227,000 barrels; a 32%
reduction compared fo 2007,

A sharp reduction in global demand for world pulp was exparienced in the fourth quarter. Anncunced worldwide pulp mill
closures for 2008 and 2009 are estimated fo be in excess of 3 million fonnes of annual capacity. Wosldwide hardwood pulp
inventories incrensed to 60 days resulfing in significantly reduced pricing. As a resulk, we were forced fo toke market-reloted
downfime at the Thurso pulp mill and expect further downtime in 2009,

Fraser Papers’ lumber oparations hove seen a significant reduction in demand over the pust 18 months os Nerth American
heusing starts fell throughout 2007 and 2008. The conlinued weak housing morkets have depressed demand for fumber ond
other building products, Qur lumber operations, which are an essential source of softwood fibre for cur core pulp ond paper
operations in the form of wood chips and biomass fuel, operaled ot only 44% of copacify and canfine fo generate negalive
etwrings. Under current morket conditions, over 50% of the lumbermills in Eastern Canoda are shut, reducing the available
supply of woodchips and putting upward pressure on the price of this key input for our business.

Fraser Papers continves to focus on achieving better performance across cll operations with improvements in throughput,
process efficiencies ond the lowest possible cost siucture in order fo produce paper that we can sell profitably inke growing
market segments.

Summary of Quarterly Results

Earnings/(Loss)

er share

[US$millions, excepl par shore emounts) Net Sales Earnings/(loss} thasic and difvled)
2008

dth Quarter § 15653 $ (15.9) $ {0.32)

3rd Quarter 162.1 {21.3) {0.42}

2nd Quarter 180.3 (15.6} (0.31}

1st Quarter 180.7 (19.1} (0.44)

2007

4th Quartertld 186.3 {20.3) (0.69)

Ard Quarterd %3 172.3 247 0.84

2nd Quarter!¥ ) 1817 (37.6} {1.28)

15t Quarier 174.4 {2.9) {0.34)

[1] Pelor yeor quarlers’ Earrings/[Loss] cdjusted for sccounting change related lo faventory [see “Changes In Accounfing Pelic/".
(2] The tevond quarler 2007 loss ond loss per shors indude o one lime eestruciuring chorge of $12.8 million {ofter fax, $0.43 per share}l.

{3} The third quarter 2007 earnings and earnings per share Include @ one-time gain on the sale of aur inferest in Acadian Timber Income Fund of
$38.4 milion [affer fox, $1.0F per share}, additions] restruchiring charges of §3.7 milkion [afler tex, $0.13 per share) and a one-fme tox recovery
of $13.8 millian [30.47 per sharal.
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Select Annual Information

For twelve months ended or as of December 31

{Usmilitons, excopt pet shura antounts) 2008 20070 2006%
Net scles $ 6885 $ 7147 § 7959
Earnings/{loss) : (71.9} {43.1) (113.8)
Earnings/ilass) per share {1.48) (1.47) {3.88}
Tolal assets 510.6 5462 5542
Totol liabilities 226.3 283.3 2223

(1] The twelve months ended or os of Dacember 31, 2007 include a one-fima gain on the sala of our interest in Acedion Ti '
$38.4 million [afler fox, $1.08 per shore], restrvchuring cherges of $1 l5.'? Eﬁllion laft:rs::x, S{;gil;e:ie::ei and l:n nn:ar?ﬁ;]m;;
$13.8 million [$0.47 per share).

{2) The fwelve months ended or as of December 31, 2004 include included o one-ime impainment charge against the C Investment J
ET;?) Pnpasslr lL(i'. of $111.4 million {offer tax, §3.66 per share) and @ one-jime chmgl:a F::r the closu?a :? I?\Tsﬂer[ian pmngﬁ’:ﬁvggegﬂfgn fofter tox,
.70 par shore],

RECENT DEVELOPMENTS
Rights Offering
In January 2008, the Company completed o rights offering and issuance of common shares to its sharghalders [the “Offering”).
Under the Offering, the Company issued 20,656,913 common shares for agaregate procesds of $59.7 miflion, Commen shares
outsianding af the conclusion of the offering were 50,164,789, The net proceeds from the Offering were used to repay drawings
under the Company’s credit Facility.

In safisfociion of ifs commitment under o standby purchuse agreement, Brookfield purchased « lotal of 18,813,241 commen
shares under the Offering, increasing their ownership interest in the Company to approximately 70.5% of the total number of
common shares oufstanding,

Increased capacity under revolving credit facility
In April 2008, the Company increased its revalving credit facility by $25.0 million to @ maximum $115.0 millien. In additian, the
term of the facility was extended for an additional three-year period, to.exgire in April of 2011.

In support of the increcsed credit facility, Brookfield provided « guarantee of up to $25.0 million of the Company’s
borrowings under the facility. The Company hos agreed to poy & guaraniee fee and to provide Brookfield with o fixed first
charge over cerfain of the Company’s properly, plant and equipment while the guarantee is outsianding.

New Term loan Facility
In June 2008, the Company entered inlo & CAD$40.0 million secured loan arrangement with the province of New Brunswick fo
support the upgrade of Fraser Papers’ fucilifies in the province. .

The CAD$40.0 million term loon cart be drawn ot any lime before December 31, 2014 and Is repoyable over fiva years
skarfing in March, 2010, The ferm foon is secured by o first charge on Fraser Papers' fixed assets in New Brunswick and bears
interest of o fixed rofe of 4.7%, Proceeds are lnrgeted toward fixed asset upgrodes in the provinca and included the
modemizalion of the Plaster Rock, New Brunswick lumbersmill and upgrades for the Edmundston, New Brunswick co-generation
Facility and sulphite pulp mill,

New Credit Facility
In Seplember 2008, the Compeny secured & one-year, $25.0 millien term loan with a Conadian chariered bank. Proceeds of the
loan wera used to repay indebtedness under the Company’s revolving credit facility.

In support of the credit facility, Brookfield provided o guarantee of the Company's borrowings under the focility. The
Company has agreed to poy @ guarantes fee and o provide Brockfield with  fixed first charge over cerlain of Fraser Papers’
property, plant and equipment while the guarantee is oulstanding.

East Papers Optimization
n 2007, the Company onnounced sirategie Iniflatives of the East Papers operations to lower costs and continve o focus our
menufacturing capability loward specialty papers with the permanent closure of two high cost freeshest paper machines ot our
Madawaska, Maine paper mill. These closures reduced the operating capacity of that mill by 70,000 tons or 15%. These closures
were consistent with our stralegy of focusing on value-added praducts and surpassing industry benchmarks for efficiency by
transferring specialty freesheat to more efficient poper machines at the Modawaska facility.

As  result of the dosures, the Company recorded a restructuring charge of $15.9 million of which $9.2 million is related fo
property, plant and equipment and spare parts inventory ond other costs of $6.7 million.
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Sale of Acadian Timber Income Fund

During 2007, the Company sold its inferest in Acadian Timber fncome Fund {“Acadian’} for proceeds of $38.4 million. A gein of
$38.4 million was recorded on the sole.

Repuayment of Scnior Notes

During 2007, the Company closed a tender offer o repay $84.0 million in principal amount of its cutsianding 8.75% Senior
Nofes {"Notes*}. The Company repoid $68.5 million of Notes fo the public and cancelled $15.5 million of Noles held by the
Cornpany. The repayment was finonced, in part, through a temporary $50.0 million increase in the Company’s revolving credit
focility with lis current lender. A write-down of deferred financing costs of $1.6 million, related fo the repoyments under the
jender offer, has been reflected in the Consolidaled Statements of Operotions ond Consclidated Statements of Cash Flows.

KEY FAGTORS AFFECTING OUR BUSINESS

Fraser Papers’ operations and finoncial results are influenced by a number of factors, some of which we can contral and some of
which are outside of our control, A full discussion of the risks of the business is provided in the Company’s Annual Information
Foren which is evailable ot www.sedor.com. y

Cyeclical Business

In general, the Forest Products industry is highly cyclical characterized by periods of rising demand, supply shorlages ond rapidly
fising merket prices, leading 1o increased producfion and increased capital invesiment unfil new capacity and supply exceed
demand. Thase periods are then lypically followed by periods of reduced marke! prices and excess capacity uniil the cycle Is
repeated,

Froser Papers’ stralegy is fo concentrate on products for which we can establish suslainable compefilive advantage. We
befieve that, by concentrating on products that are reloied o high quality and extensive prochuct qualification requirements, we
lessen tha threat of competifive substilution and benefit from certain bardiers o market entry. By focusing our mix on volue-added
products with narrow technlcal specifications we also befieve thet we mitigate some of the cyclical risks, We accentuate our
strangths by having smoll, flexible paper machines, by being a leader in developing high quality spacialty packaging and paper
grades and by providing superior customer and technical serviee, Our foeus s fo increase our market share in the specialfy
packaging and prinfing businesses such as those used in food packaging, labeling and financic! prinfing.

Compefifive Environment

The Forest Producls indusiry is highly compefitive. Qur paper, pulp and lumber businesses compete direally wilh some of the
leading manufacturers in ihe world. In order to differentiate Fraser Papers from cur compelition, we strive fo provida excellent
cuslomer and fechnical servies; focus en preduels which add value for our customers; and make products where we can leverage
our unigue manufacluring capabilities. Our sles force and fechnical service departments work very closely with our customers fo
ensure that Fraser Papers’ products meet the customer's highly technical and operational needs and bring value fo thelr process.

Product Demand

We have experienced decreased demand for some of our products as a result of electronic subsfitufion. The growing use of
elecironic fransmission and document storags altematives has affecled market demand for prinfing and wiiling papers. U.S.
uncoated freesheet demand declined steadily from 2003 through 2008, reflecting the impact of elecironic substitution, ameng
other things. In addifion, cur pulp business must compete with an increasing supply of, and in some cases custamer preference
For, foreign sources of pulp such as eucalyptus pulps produced in Asia and South America, Our focus is fe increase our market
share in the specialty packaging end printing paper products and specialty pulp.

Dedlining product demand may cause vs fo temporarily shuk down our mills if product prices fall 1o a level where mill
operetion would be uneconomical. Moreover, we may be required to fesmporarily suspend operalions at one or more of our mills
to bring produclion in line with market demand. During such lemporary shuldowns, we may confinve fo expend capital fo
maintain the mill and equipment. We may olso incur significant labour costs as  result of a temporary shutdown if we are
required to give employees nofice priar to any layoff or to puy severance for any extended layoff. Forthermore, lemporary
shuidowns may cdversely affect our future aceess o skilled Jabour, as employees who are laid off may seek employment
elsewhere, Given the costs involved in & temporary shutdown of cur eperations, we may Instead choase fo continue to operate
those operafions at & lass, which could have amaterial adverse effect on our financial position and results of operations.
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Cost Conirol

Fraser Popers’ cost siructure is highly dependant upon securing competitive pricing and ensuring efficient usage of raw mafericl
and energy Inputs. Changes in these cost inputs can have a material effect an our results. To help mitigate some of the cost
pressures, wa have long-term fibre supply confracls for wood, we have balanced our market pulp requirements with intermal
production copaity, we fagus on reducing input consumplion rates and, from fime to time, we have hedged commedity prices,

Fraser Papers’ margin improvement plan concentrates on the usage of raw malerials and discrationary spending. In 2008,
wa created $30,2 million of margin improvements compared to 2007 costs by Fecusing on improving cur sales mix and energy
oplimization, We significantly reduced oil consumption which reduces our dependance on high cost ofl,

Foreign Currency Risk

With 53% of Fraser Papers’ properly, plant and equipment locoted in Canada and essentially 100% of our sales denominated in
U.S. dollars, we are exposed 1o fluctuations in foreign exchange rates. Changes in these exchange rates could have o material
effect on our results of operations, To miligate these effects, the Compoany hedges both cash flow and balance sheet exposure
when appropriaie.

RESULTS OF OPERATIONS AND RELATED INFCRMATION
Financial Results
Net soles for 2008 were $688.4 million, which was a decrease compared fo the net soles of $714.7 million in 2007 due to
declining lumber markels and paper machine closures parfially offset by improved pulp and paper revenues.

toss for 2008 was $71.9 million compared fo a Joss of $43.1 million in 2007, This $28.8 million decrease in relative
performance was primarily as o result of @ $38.4 million pre-lax gain on the sale of Acadion and a $13.4 million inceme tax
recovery in 2007 parlially offset by a $15.9 million pre-tex rastructuring charge in 2007 and $8.3 million in improved EBITDA
in 2008.

Symmuary financial data Twelve months ended December 31
{Us$millions) 2008 20070
Net sales 5 688.6 $ 7147
EBITDANW (33.6) (41.9)
Pre-Fax gain on sale of Acadion — 3g.4
Pre-tax restructuring cherge - (15.9)
Income lax recovery 0.1 13.4
Earnings/ (loss) (71.9) {43.1

{1) Prioe years EMTDA odjusted for occounting changs related fo Inventory (see “Changes in Accounfing Polfcles").

The Company generated negetive EBITDA of $33.6 million in 2008 compared fo negalive EBITDA of $41.9 million in 2007.
The improved EBITDA in 2008 is from fmproved selling prices for paper and pulp, produciivity improvements and cost reductions.
However, paper and pulp markets at year-end 2008 were declining,
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Summary results from operations Twelve months ended December 31
2008 200740
Fraser Papers [ne.
EBITDAN [US$millions) (33.6) {41.5}
Papar cperations
EBITDAD [US$miltions] (9.7) [19.7)
Less: Impact of outages {7.2) {13.4)
Adjusted EBTDA® (2.5) &1
Adjusted EBITDA Margin {$ per fon) (%) {10}
Adjusted Average Cash Cost) [$ per ton) 972 933
Pulp operations
ERTDAM (US$millions) (10.7) 0.2]
tess: Impuact of oulages {3.0) (5.0}
Adjusted EBTDAI (7.7] 48
Adjusted EBRDA Margin (§ per ton} (37] 21
Adjusted Average Cash Costi! {$ per ton} 588 530
Lumber operations
EBITDAN [US$millions) (13.2) (22.0)
EBITDA Margin ($ per Mfbora) {68} {48}
Average Cash Cost! {§ per Mibm] 312 342

{1) See “Definitions” secfion,
{2) Adjusted ERITDA hos been odjusted for suloges.
[3) Prior yeor's EBTDA odjusted for sccouniing chonge relaled to inventory {see “Changes in Accounting Palicy’).

Poper operations generaled negative EBITDA of $9.7 million compored fo negative EBITDA of $19.7 million in 2007, The
2008 and 2007 resulls induded maior planned cutages ot the Edmundston sulphite pulp mill and cogeneration facility as well as
planned outages ot the Madawaska and Gorham paper mills cesting $7.2 million in 2008 and $13.6 million in 2007, Afier
odjusting EBITDA for the outages, paper operafions generated an EBITDA loss of $2.5 millien in 2008 and an EBITDA loss of
$6.1 million in 2007, Adjusted EBITDA improvement of $3.6 million was due o improved revenve realization for paper
shipments parficlly offset by higher energy prices and the effect of Ihe sironger Canadion dollar.

Pulp operations generated negotive EBITDA of $10.7 million in 2008 compared to negativs EBITDA of $0.2 million in 2007.
The 2008 results included on unscheduled maintenance outoge of the Thurso pulp mill cosfing $3.0 million, The 2007 results
induded a major planned maintenance outage ot the Thurso pulp mill fotaling $5.0 million, After adjusting EBITDA for the
aulages, pulp operafions generated an EBITDA loss of $7.7 million in 2008 and EBITDA of $4.8 million in 2007. The adjusted
EBITDA decrease of $12.5 million wos due Io higher energy prices, the effect of the sironger Canadian dollar and markebrelated
downiims kaken in the fourih quorter of 2008, partially offset by improved revenue realizafion for pulp shipments in the eady
part of 2008, _ -

Lumber operations generated an EBITDA Yoss of $13.2 million in 2008 compared fo o loss of $22.0 million in 2007.
Significant downfime wos loken at the lunber mills during 2008 to minimize operafing losses while supporting the lowast cost
option for providing woodchips to the Edmundston pulp mill,
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Operating Results
Fraser Papers operates one business segment comprised of 11 paper machines of two locations, one market pulp facility, wo
internal pulp focilifies and four lumbermills.

Produdts include poper [induding specially packaging end prinfing popers, commodily freesheet popers, specialty high-
bright groundwood papers, commodity groundweod papers ond towel}, as wall as hardwood pulp ond sofiwond lumber.
Paper Operalions
We own and operals o paper mill in Gorhom, New Hompshire and an infegrated pulp and paper facility in Edmundsion,
WNew Brunswick/Madawaska, Maine ("East Popers”).

Twelve months ended December 31

2008 200714
Sales {US3millions) 564.2 5528
EBITDA {US$millionsit {2.7) {19.7)
EBITDA {§ pet ton) (7 [34]
EBITDA margin(@ (2%) 14%)
Shipments {000 fons) ’
Spedially packaging 80 72
Specially printing 205 234
Commodity freeshest papers a7 68
Specially high-bright groundwood 31 97
Commodity groundwood 60 78
Towel 41 39
564 588
Average Revere Redlized [§ per fon] .
Specially packaging 1,207 1,148
Specially prinfing 1,050 987
Commaodity freesheet papers 910 853
Spocidlty high-bright groundwood 889 859
Commodity groundwood 798 77
Towel 896 800
Weighled Average {$ per ton) 985 922
fAwesage Cash Operdting Cost [$ per fon) 985 956
Reference Prices [$ per ton)®)
508 offset rofls : 912 832
22,14 white direciory 750 740

{1) Soe “Definitions sechion.

(2) EBLTDA Margin Is EBIDA os @ percentoge of Sales.

{3} Referance prices are Frem RIS, Inc, {"RIS).

{4} Prior yeor's EBTDA odjusted for accounting change refaled to inventory (see “Chonges in Accounting Policies”).

Our business sirategy is lo target market segmenls where wa can achieve meaningful or leadership position and where we
can maich our technical competencies with the demand for lightweight spacially freesheet and groundwoad papers. In 2008, we
had approximalely 74% of our paper sales that fit this deseription, and the sirategy is to fransiiion the bolance into new or
exlsting specially packaging, prinfing or groundwood products.

Average selling prices for pulp and poper increased in 2008 compored fo 2007, however, pulp and paper markets
weakened with the general economy in the fourth quarter of 2008. Fraser Papers took market-related downtime on paper
machines fo bolance lnventaries against customer orders in December 2008 and January 2009, The market-related downtime
was focused primarily on commodity products, We befieve that over the longer ferm, the specialty nature of our paper producls
will help to position Fraser Papers better than many other companies in the paper industry.

Specially packeging products are typleally used for food applicalions and include both stain resistant and non-stain resistant
euelities. Fraser Papers hes the ability to meet narrow technical standeards for applications such as pet food bags and dry mix
consumer pouches and bags. With our focus on new products and applications, specially packaging volumes increased by
8,000 fons over 2007. Specially puckaging pricing for 2008 increased by $59 per fon compored fo 2007 due to general market
price increases and growth in the high value packaging segments.

Specially prinfing popers include coated and uncoated freeshest products that are charocterized by narrow technicel

12« Fraser Papers Inc.



specificafions and niche applications including lubeling ond thermal point-of-sale receipts as well as lightweight opaque grades
for financial printing applications. Fraser Papers” specialty printing volumes were 205,000 tons in 2008 represenfing a decrease
from 234,000 tons in 2007, A poriion of the decrease was aliributable to certein opplications switehing o our high-bright
groundwood papers that offer better value and the balonce reflects the permanent shutdown of 70,000 tans of capaclly ot East
Papers in 2007. Fraser Popers’ technicol copabilities, which provide the opportunity to manufocture both freesheet and
groundwood papers from the same fadilily, have allowed s to assist our customer base in this transition.

We confinue fo narrow our focus teward higher morgin specially packaging and prinfing paper producis in sirategic
markets. For 2008, commoxdify freesheet volume, which represents only 8% of tolal shipments, hs decreased by 31% compared
fo 2007.

Specialfy high-bright groundwood papers include products that are used for financicl prinfing and other publishing
applications where high performance and superior print quality are required. In 2008, specialty high-bright groundwaed
shipments were 131,000 fons which is a 35% increase from 2007 shipments of 97,000 tans. This increase is indicative of cartain
applications migraling from freasheet producis to high-bright groundwood products and new product applications.

Compared with 2007, Fruser Papers’ shipments of commodity groundwood products in 2008 decreased by 18,000 fons as
we increased the volumes of specially high-bright groundwood grades,

Ywele menihs ended Decamber 31, 2008 compared fo hwelve months ended December 31, 2007
In 2008, the paper operations hod negative EBITDA of $9.7 million on sales of $544.2 million. This compares fo negative
EBITDA of $19.7 million in 2007 on sales of $552.8 million, Adjusting for the major planned maintenance outoges in 2008 of
$7.2 million, the puper operations generated negalive EBITDA of $2.5 million in 2008. Adjusking for the mejor oukages in 2007
of $13.6 million, the paper operations generated negative EBITDA of $6.1 million in 2007, The $3.6 million increase in adjusted
EBITDA was due to higher mill net realizations, increased infernal pulp and poper produckvily and reduced energy consunplion,

Shipments In 2008 were 24,000 fons lower than last year as improved paper machine productivily pariially offset the
copacily closures equivalent 1o 70,000 of annual production.
Pulp Operations
Wa own and operate a NBHK markst pulp mill in Thurso, Quebec.

Twelve months ended December 31

2008 2007
Sales {US&mitions) 75.0 729
EBITDA {US$millions) (10.7) 0.2)
Pulp EBITDA ($ per tonne) (51) {1]
EBITDA Margint?l (14%) 0%
Shipments {000 tonnes}d! 209 234
Average Revenue Realized ($ per tonne)?! 584 555
Average Cash Operating Costs {$ per fonne} 602 551
Reference Price ($ per fonns)i!
NBHK market pulp 788 719

[1} See *Defimifions" secfion.

{2) EBITDA Margin is EBTDA as a percentoge of Sofes.

(3) Pulp volumes ond average revenues realized include internal soles,
{4) Refarence prices are from RISEs Pulp & Poper Week.

The pulp market experienced same dramatic swings during 2008. World pulp demand grew by 4% in the first half of 2008;
however, due 1o the slowing economy, demand in the second half of 2008 declined by 9%. As a result, hardwoed pulp
inventories grew fo 80 days compared to 35 days which indicale o balonced market. For the year, the averoge benchmark price
increased $69 per tonne fo $788 per tonne; however, the December benchmark price declined to $665 per tonne.

We direct & postion of cur market pulp for internal use. Fraser Papers also purchuses softwood kraft pulp from third parties
1o supplement internal production, With impraved infernal pulp production at the Edmundston pulp mill in 2008, net pulp sales
amavnted fo 52,000 lonnes for the year,
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Twelve months ended December 31, 2008 comporad fo twelve months ended December 37, 2007

The pulp operofions generated negafive EBITDA of $10.7 million in 2008 on sales of $75.0 million. This compares to the
previous year'’s negolive EBITDA of $0.2 million on soles of $72.9 million, Revenves increased by $2.1 million due fo higher
average pricing with the full yeor benchmark pricing higher by 10%. The EBITDA decrease of $10.5 million is primarily due o
cash costs increosing 9% o $602 per kenne compared to $551 per lonne in 2007, Increased ofl pricing and wood fibre costs,
the effect of the stronger Canadian dolfer and the unplanned and markel-reloted downtime were partially offset by lower cil
consumplion,

Shipments declined by 25,000 fonnes primarily from the poar pulp morket condifions experienced in the second half of
2008 and market-related downlime.
Lumber Cperations

Qur lumber operations are comprised of four lumbermills facated in Plaster Rock, New Brunswick; Juniper, Mew Brunswick;
Ashland, Maine; and Masardis, Maine,

Twelve monihs ended December 31

2008 2007
Sales {USSmillions) 49.4 8%.0
EBITDA [US$millionsjit (13.2) {22.0)
EBITDA {$ per Mfam) 168) {68)
EBITDA Margin® (27%) (25%)
Shipments {MMibm) 193 324
Average Revenue Renlized [$ per Mfbm) _ 252 273
Average Cash Operaling Cost [$ per Mbm} 312 342
Reference Price ($ per Mfbm)i

Boston SPF 2X4 #2&Bir 301 324

{1} Ses “Befinifions” saclion.
{2] Referenice prices are from Random Lengths.
{3} EBITDA Margin is EBITDA s o parcentage of Sales.

Market conditions deleriorated significantly for our lumber operations during 2008, Average banchmark lumber prices
[Easlern Beston SPF 2X4) decreased 7% or $23 per Mibm from 2007, Consequently, the Company’s net revenue realized
Jecreased 8% compared fo 2007 with the confinued sofiness in U.S. housing activily where ennual canstruction starts have faollen
from their peak of an oanualized 2.3 million in January 2006 1o an annualized 0.55 million in December 2008; a 76% decline.

In 2008, we ook market-related downtime at all of our Jumbermills: 46 weeks ot Ashland, Maine; 37 weeks of Junipes;
New Brunswick; 25 weeks at Plaster Rock, New Brunswick and one week at Masardis, Maine, This equates to tolal of
110 weeks of lumbermill morket downtima in 2008. The Jumber business operated at 44% of capacity in 2008.

In 2007, we dlso ook market-reloted downtime at all of our lumbermills: 11 weeks at Ashland, Maine; 22 weeks at Juniper,
New Brunswick; 20 weeks at Plaster Rock, New Brunswick and two weeks ot Masardis, Maine. This equaes fo a fofal of 54 weeks
of lumbermill market downtime in 2007, The lumber business operated af §9% of capacily in 2007,

We conlinue 1o evaluate aur umbermill operating schedule in reference 1o the availability of cost effective woodchips for our
pulp operalions in Edmundston, New Brunswick.

Twelve months ended December 31, 2008 compared o twelve manths ended December 31, 2007

The lumber operafions generated negofive EBITDA of $13.2 million in 2008 on sales of $49.4 million. This compared to negofive.
EBITDA of $22.0 million in 2007 on sales of $89.0 million. Weak market conditions (with benchmark prices reduced by 7%) and
lower selling prices confinued; however, cash costs have been reduced by $30 per Mibm,

Shipments declined by 40% in 2008, compared to 2007, due fo market-related downfime.
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CRITICAL ACCOUNTING POLICIES AND ACCQUNTING ESTIMATES

The praparation of financial statements in accordance with GAAP requires management fo make esiimates that affsct the
reporied amounts of assels and lichilifies, the disclosure of confingent assets and fiabilities, and the reporied revenves and
expenses during the period. Significant estimiates include the defermination of the carrying value and usefu) lives of property,
plant and equipment, pravisions for emplayes fulure benefits and fulure income fox asséts and Fobilifies. Achsal resulls could
differ from those estimates, .

The restruchuring charge hooked against the ossets of the two paper mochines permanently elosed in 2007 wos based on
significant estimales due o the inherent uncertainty in net recoverahle amounts we will receive when we sell those assets, Also,
the provision for liabilities associated with the Smart Papers restructuring in 2006 was bosed on estimoles of fulure cash lows
under a most likely scanario. Future events moy differ from the mast likely scenario used by the Cempany.

From fime fo time, Fraser Papers will review the carrying value of long-lived assets o defermine whether the carrying value
of those assets is oppropriate. Significant estimates are used in determining the expected fufure cash flows associated with those
assets, While those cash flows ore determined using reosonable assumplions, those cash flows are subjedt to fulure events and
circumstances which could differ materially from management's estimale of those cash flows,

Revenue recognition

Net sales are net of freight costs, commissions, discounts and rebates and are recognized when the tifle ond risks of ownership
poss lo the purchaser. This generally occurs when goods are shipped. Sales are governed by contract or by standard induskry
terms. Revenue is not recognized prior to the completion of those ferms. The majority of product is shipped via third parly
fransport on an FOB shipping basis. In all cases, product is subject to qualily testing fo ensure it meets applicable standards prier
fo shipment.

Inventories
Inventories of raw meterials and operating and maintenance supplies are valued at the lower of cost and net realizable value,
with cos} delermined on an average cost basis.

Inventories of finished goods are valued of the lower of cost and net redlizoble value, with cost determined on an average
cost basis, Cast includes direct material, divect labour and on allocalion of overhead,

Property, plant and equipment .

Property, plant and equipment are recorded ot cost and are deprecialed on a shaight-line basis. The rates of depreciation are
infended to fully dapreciale manufocluring and non-monufarturing assets over the fellowing periads which approximate their
useful lives:

Buildings 20 o 40 yaars
Lumbermills ond lumber production equipment 10 to 15 years
Paper and pulp mill machinery and production equipment 20 years
Logging machinery and equipment 410 10 yeors

Thesa periods are regularly assessed fo ensure that thoy confinue fo approximate the useful lives of the related assefs,

Financial Insfruments

The Company uses derivative financial instruments solely for the purpese of managing foreign exchange and commadity price
exposures. These adiivities are governed by the Board of Directors' approved financial policies that cover risk identification,
measurement and reporling. Derivative transaclions are execuied only with approved counterparlies under moster nefing
agreements, Derivative contracts, which are deemed fo be highly effective in offsefiing changes in the foir value or cash flows of
hedged items, are designated as hedges of specific exposures and accordingly, all gains and losses on these instruments are
recognized In the some manner as the item being hedged.

Future Income Taxes

Future income tox aissels and liabilities are determined based on temporary differences between the carrying amount and fox
basis of assets and liakilities as well as certain carry-forward ifems, Future inicome tax assets are recognized only o the extent
thed, in the Comprny's opinion, it is more likely than not that the Future income tox assets will be realized. This apinion is based
on certain estimates and assumptions. If these estimates or assumptions change in the future, the Company could be required fo
reduce or incraase the value of the future Tncome tax asssts resuliing in income fax expense or recovery. The Company evaluales
its future income lax assets periodically.
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Defined Benefit Penston Plans

Fraser Papers’ dafined benefit pension plans are funded in accordance with all applicable regulatory requirements. Fraser
Popers’ okligalions under our defined benelit pension plans are determined periodically through achiarial valuafions, which are
the basis for caleuloling pension expense. The weighled average assumed return on assefs is 8.00% and s based on
ranggement’s bost asimote of the long-term expected role of refurn on plon assels, including eonsideration of esset mbe, equily
risk premium and acive invesiment management premium. The weighted average discount rate used fo value year-end 2008
accrued benefit obligations is 6.18% and is based on the market yield of high-quality corporate honds of similar duration fo the
pension plan liobilites,

Significant changes in assumptions, driven by changes in financial markets, asset performance different from the assumed
rate of return, significant new plan enhancements, acquisitions, divestitures, changes in the regulatory environment, and the
measurement uncerlainty incorporated into the achuerial valuation process could materially affect Fraser Papers’ futore plan
assels, occrued benefit obligations, pension expense and pension confribufions,

Stock-Based Compensation

The Company accounts for stock options using the fair value method, Under this method, cempensation expensa for options is
measured ot the grant date using the Black-Scholes eption pricing mode! based on cerlain estimates and assumptions and is
recognized on & siraightine basis over the vesting period. If estimales or assumpfions change in the fulure, the Compuny eould
be required fo reduce or increase confributed surplus, resulting in compensation expanse or recavery,

CHANGES IN ACCOUNTING POLICIES

On January 1, 2008, the Company adopted new recommendetions of the Conadian Insfiiufe of Charlered Accountants ["CICA)
related io inventories. Under the new recommendations, spore parts inventory which hus a vsehl Tife of more than one year must
be classified as a long-lived asset and amortized over ils eslimated useful life. Previously, the Company classified certain of these
spare ports as inventory and charged them to operations when put in use. The change in policy has been opplied refroactively.
As a result, the Compeiny has reversed cericin amounts charged 1o aperations prior Io January 1, 2007 and redassified certain
inventory fems fo propeily, plint end equipment on the consolidated balance sheets. These adjusiments resulted in on increass fo
property, plant and equipment of $3.2 milllon, & decrease in inventories of $0.7 million, on increase in future income tax
licbilities of $0.4 million and a decrease in opening deficit as of January 1, 2007 of $2.1 million. In addition, the Company has
restated ts 2007 resulls of operatiens in order fo reflect this change in policy. These adjusiments resulted in o reduction in the
consolidated loss of $2.7 million and $0.4 million for 2008 and 2007 respeciively, compored to i the Company had not
changed its policy.

International Firancial Reporting 5Standards

The Accountlng Standard Stondords Board {“AcSB*) confirmed in February 2008 that Canadian public compantes weill adopt
Internclional Financial Reporting Standards {*IFRS") as issued by the International Accounting Standards Board {1ASB"}, [FRS will
replace Canadian GAAP for publicly accountable enferprises for financial periods beginning on and offer January 1, 2011.
Early adoplion is permissible. The Compeny is currently assessing the impoct and date it intends to adopt IFRS,

Impact of Adoption of IFRS

FRS are premised on a canceptual framework similar to Canadian GAAP. However, significant differences exist in ceriain matters
of recognition, measurement and disclosure, As the Company confinues fo evaluate the impact of adoption of IFRS on ifs
processes and aecounting policies, updated disclosure will be provided where appropriate. While the cdoption of IFRS will net
have & materie] impact on the reporfed cash flows of the Company, it is expected to have o material impact on the Company’s
consolidated balanca sheats and consolidated statements of operations and deficit.

Properly, Plant and Equipment

Under Interncfional Accounting Standard {?IAS") 16 Property, Plant and Equipmen’, an enfity is required to account for each
closs of property, plont and equipment using either the cost made! or the revaluation model. The cost model is generclly
consistent with Canadian GAAP where an flem of property, plant and equipment is carried at its original cost, fess
accumuloted depreciation and accumulated impairment losses, Under the revaluation model, sach Ham of property, plant
and equipment is revalued on a periodic basis and comied at its revolued amount, less any accumuloted depreciation and
accumulated impalmment lasses.
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Impairments

Under Canadion GAAP, for assets other than financiol assets, a write-down lo estimated fair value is recognized if the estimated
undiscounted fulure cash flows from an asset or group of assels are less than their carrying valve, Under IAS 36, impairment of
Assels, assels must be writien down to their recoverable amount, {determined as the higher of o] the eshmated fair value less costs
to sell or b) volue in use), 1f the recoverable amount is fess than the carrying value, Unlike Conadian GAAP, IAS 36 requires the
reversal of an impairment loss where tha recoverable amount exceeds the previously wrilten down carrying valve,

Erployee Benelits Plans

Under Conadian GAAP, actuarial gelins and losses on employee benefit plans cre deferred and amortized over the expected
average remaining service life {"EARSL) of the employee group. In addifion, acerved pension benefit obligations ond plan assels
for defined benefit pension plans are required to be disclosed in the nofes o the consolidated financial statements, Under (4519,
Employee Benefits, on transition Io IFRS, an entity may eleet 1o recognize the obligafion in excess of plan assafs on the balance
sheet as a liahility, recognizing unamortized actuarial gains or losses direcily in equity. Fulure achuariol gains and losses could be
recorded os o direct charge lo equity or amortized over EARSL.

Share-Based Payment

The Company issues slock-bused awards in the form of stock options that vest evenly over a fivesyear period. Under Conadion
GAAP, the Company recognizes the foir volue of the award, delermined ot the fime of the grant, on a straight-line besis over the
five-year vesting period. Under LAS 19, the fair valua of each option is determined wilh respect fo when it vests as well as when it
is issued. As such, The fair value of each vested tranche is considered & separate oplion grant, The expense associnted with each
grant is recognized as compensation expense over the term of ifs respective vesfing period. Accordingly, this will result In « faster
recognifion of the cost of each option issuance than under Canadian GAAR.

Firsi-time Adoption of Infernafional Financial Reporting Standards

[ERS 1, Firsi-ima Adopfion of infernational Financiol Reporting Siandards, provides guidonce for the inifial adoption of IFRS.
IFRS § generally requires that on entity apply oll IFRS standards effective of the end of its first IFRS reporling pariod
refrospectively. Howeves, IFRS 1 does require cerfaln mandatory exceptions and limited optional exemptlons in specified areos of
cerlain standords from this general requirement, The Company is cusrently evaluating the exceptions and exempfions under

{FRS 1 and will provide updated disclosure when availoble,

LIGUIDITY AND CAPITAL RESOURCES

Twelve monihs ended December 31

[Us$millions) 2008 2007
Cash flow from operoting activities before changas in working copilal {55.5) {65.4)
Cash fow from operoting activities after changes in working capifol (45.9) {48.2}
Tolal working capital™ 115.4 116.9
Copital investments 271 203
Net debt 95.4 859
Net debt to net debt plus equity 25% 23%
Maximum borrowings under revolving eredit facility 115.0 140.0
Revalving credit facilily ulilized 86.7 123.9

{1] Tote} werking capitel includes occounts sezehvoble, invenlory and accounts poyebla and acsrued liobiliies.

Operating Cash Flows

During 2008, cosh flow from aperailons before changes in working capiial was an cutflow of $55.5 million compared 1o an
oulflow of $65.4 million during 2007. The $2.9 million decrease was primarily the result of improved EBITDA and reduced
employment benefit plon funding (see “Employee Benefit Plans”).

During 2008, net change in non-cash working copital was on inflow of $2.6 million compared fo on ioflow of $17.2 millien
during 2007. Accounts receivable were reduced in 2008 by $31.2 million compared fo a decrease of $7.1 million in 2007.
The reduced accounts receivable were dus o increased collection efforts and lower paper and pulp sales in the fourth quarter of
2008. On January 29, 2009 the Company anncunced the sole of approximaltely 10,500 tons of finished goods paper invenlory
lo Brookfield for procesds of opproximately $11.7 million. Proceeds on the sale ware used fo repay omounts awing on the
Company's revolving aredit faclity. In addition, the Company has agreed fo supply paper io Brocklield ihrough July 31, 2009 at
market prices, ess @ eustomary merchant’s discount of 3.5%. Fraser Popers will provide sales ond administrafive support o
Brookfield. Accounts payable in 2008 decrensed by $28.4 million compared to an increcse of $20,1 million in 2007 os a result
of mainlenance ovloges and markef-related downtime in December 2008.
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The Company’s ability to generate positive fulure cash Rows is dependent upon many factors including market pricing for
our products. Fraser Papers continues fo focus on inifiatives thot will reduce fixed casts, improve efficiencies and optimize the use
of raw materials, We have dlse increased the selling price for cerlain of our products during 2008. We believe these inikiafives
will position Fraser Papers to benefit as costs return fo historic levels resulting in improved operating cash fows.

investing Cash Flows

For 2008, capilal invesiments fofaled $27.1 millian compared o $20.3 million in 2007, During 2008, invesimens were made: in
the Edmundsion sulphite pulp mill, cogeneration facility and recovery boiler; in the modernization of the Plaster Rock, New
Brunswick lumbermill; and, fo address productivity issues ot the Edmundston sulphite pulp mill. Capital investments in 2007
included the planned rebuild of the recovery boiler ot the Edmundston pulp Facility. Funding for these capite] expendilures was
supported primarily from ovailoble liquidity sources {see “Financing Cosh Flows™).

In 2008, a CAD§17.5 million capikil [rvestment for the modembzalion of aur Plaster Rock, New Brunswick lumbermill wrs
annousced that will include the installafion of o biomass bailer and vpgrades o the lumbermill's sawing and kil equipment.
Spending on the project in 2008 was CAD$2.8 million for maier equipment procurement, The remaining investment will accur in
2009 with the expected complelion in the summer of 2009, Funding for this project will be supported primarily from available
fiquidity sources, including a term loon facility with the province of New Brunswick (see “Financing Cash Flows").

Financing Cash Flows

Liquidity requiremenis in 2008 to fund mafuring deht and negofive free cash flow were provided from a rights offering, an
increase in the Company's revolving credit foctlity and a $25.0 million term credit kicilify. Each of these facilities was strongly
supported by the Company’s largest shareholder. Additionally, the Company secured CAD$20.0 million in borrowings under the
term loan facility with the province of New Brunswick,

In January 2008, the Company completed a rights offering and issuance of comrmon shares fo is shareholders {ihe
“Offering™). Under the Offering, the Company Issued 20,656,913 common shores for aggregote proceeds of $59.7 million,
Common shares outstanding at the conclusion of the Offering were 50,166,789, The net proceeds from the Offering were used
to repay drawings under the Company's credit facility.

In April 2008, the Company increased its revolving credit facility by $25.0 million fo o maximum $115.0 milfion, In
odditlon, the term of the facilily was extended for an addifional three-year period, fo expire in April of 2011. In support of the
increased credit Facilily, Brookfeld provided a guarantee of up to §$25.0 million of the Compony’s borrowings under the facility.
The Company has agreed fo pay @ guarentes fee and to provide Brookfield with a fixed first charge over cariain of Fraser
Papers’ property, plant and eqquipment while the guarantee is oufstanding,

Total borrowings under the revolving credit faciliy ot December 31, 2008 were $48.2 million. In additien, the Company
had utilized $38.5 million of the facility in support of lefters of credit,

In September, 2008, the Compony secured a one-year, $25.0 million ferm lean with @ Canadian charlered bank. Proceeds
of the loan were used to repay indebedness under the Company’s revolving credit facility. In support of the credit facility,
Brookfield provided a guorantee of the Company’s borrawings under the facility, The Company has agreed fo pay a guaranice
ee and to provide Brookfield with & fixed first charge over certain of Fraser Papers” property, plont and equipment while the
guorantee is cufstonding.

In June 2008, the Company enfared into o CAD$40 million secured loan arrangement with the province of New Brunswick
fo support the upgrade of Froser Papers® focilities in the province, The CAD$40 million term foan can be drawn ot ony fime
before December 31, 2614 and is repayable over five years starfing in March, 2010. The term loan is secured by « first charge
on Fraser Papers’ fixed ossels in New Brunswick and beors inferest of a fixed rate of 4.7%. Proceeds ore Yargeled towards fixed
asset upgrades in the province and induded the modemization of the Plaster Rack, New Brunswick lumbermill and upgrades to
the Edmundston, New Brunswick co-generafian facility and sulphite pulp mill.

Net debt as of December 31, 2008 was $96.4 million, resulting in o net debt fo net debt plus equity ratic of 25%. The
Compomny believes that its conservafive capital struclure is appropriote given the long lives of ifs productive assets. The Company
curcently has debt of $25.0 million which is due in September, 2009. The Compony is explering ifs aptions with respect fo
re-financing this debt maturity which include addifional issuances of debt and/or equily capital. Fraser Papers is dependent upon
the continued support of Brookhield to support certain of its long ferm debt obligations, including Brookfield's guarantes of debt
tnalturing in 2009.
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Seuscnal Cash Flow Requirements

Quarlerly resulls are affectad by certain seasonal factors such as market demand and the impact of wecther on logging activiies.

Market demond varies seasonally for certoin products such as financial printing papers, The peak of the financial printing
season ts in the first and second quarlers of the year Since shipping volume during the peok finandial ssason excesds our
production capuacity in cerloin grades, we build invenfory prior to the financlal printing season in order to supply our customers’
needs. The build of finoncial prinfing paper inventory will have a negotive effect on cash flows from operalions after changes in
working capital in the quarter of inventory build, but will have a posifive effect in the quarter of inventory reduction.

Weather causes seasonal variation in certain raw materials, During spring, seasonal rainfall creates poor ground conditions
in the timberfands which reduce logging activities, In anficipation of this mud season each spring, Fraser Papers will build log
inventories to provide adequate supply of fibre unfil ground conditions imprave. The build of inventory will have a negative effect
on cash flows from operations afier changes in warking capilal but will have a positive effect in the quarier of invenfory reduction.

EMPLOYEE BENEFIT PLANS

Fraser Papers has five registered pension plans in three jurisdiclions: two plans in the province of New Brunswick, two plans in
the province of Quebec and one plan in the United Statss. In 2008, wa filed aciucrial valuations for the fwo plems in New *
Brunswick and the plan in the Uniled States. In 2009, we are required to ke acuarial valuafions for one plan in New Brunswick
and the plan in the United Stales. The fwo plans in the province of Guebec require an actuerial fling no later hen December 31,
2009 although the province may require an actuariel veluation ot thelr discrefion, The second registered pension plan in the
pravince of New Brunswick requires an acharial filing no later than December 31, 2010, Penision regulators in various
jurisdictions ore considering & number of changes fo their pension filing and funding requirements as a result of the significant
reductions in pension asset values over the post number of months. The impact of these possible changes on the pension plan
funding requirements has not been defermined af this time.

Fraser Pagers’ obligations under our defined benefit pension plans are determined periodically through actuarial valuations,
which are the basis for calculating pension expense and determining pension funding. At December 31, 2008, the valve of
pension plon assels was $337.3 milion, down from $530.5 million in 2007. Significant dedlines in capitel morkets and foreign
exchange impact of anslafing the assets of our Canadian plans info Uniled States dollars accounted for the reduction. The 2008
weighted average rate of refurn on our defined benefit pension plan assels was negative 21.5%. The weighted average asset
allocation of cur defined benefit penston plans is 64% equily investments and 36% fixed Income investments, The accrued benefit
obligation of these plans also fell from $643.0 million in 2007 to $508.8 million in 2008. The main reasons were an increcse in
the discount rafe used 1o discount the obligolion and foreign exchange Iranskation.

For 2008, emgloyee beneht plans funding was $26.0 million, a decreose of $5.2 million from the 2007 funding level of
$31.2 million. The decreased funding is primarily due to the impact of a ene-time, retroactive payment of $4.2 millien in 2007.
Fraser Papers has applied for funding relief under current pension regulations in New Brunswick. If we are successful in our
application, fulure funding requirements for certain pansion plans could be lower,

Benefit plan expense for 2008 was $15.2 million compesed to the $13.5 million expense in 2007, The increase is due to o
seftlement expense of $1.3 million related fo the partial wind-up of a pension plon related fo the sale of cur New Brunswick
Hmberlands in 2006.

The assumed refurn on our pension assets is 8,00% and is hused on management's best estimate of the fong-ferm expacted
rafe of relurn, including consideration of asset mix, equily risk premium and adlive investment manogement premiute. The
weighted-average discount rate for the accrued benefit obligations is 6.18% as compared to 5.42% in 2007 and is based on the
market yield of high quality corporate bonds of similar duration to the pension plan liabilities.

Significant changes in assumptians, driven by changes in financial markets, asset performance different fram the assumed
rale of return, benefit changes, acquisitions, divestitures, changes in the regulatory environment, and the measurement uncerldinty
incorporated into the actuarial valuation process, could materially affect aur future plan assets, accrued benefit abligations, and
the expenses cad coniribulions associaied with our employee benefit plans.

Sensitivily to a 1% increase or decrease in the rale of return on plan assets and the discount rate used to defermine our
pension cbligations is estimated as follows:

Impadt Dec. 31, 2008 Impact on 2008

Unfunded Liahility Pansion Expense

Return on assets $3.4 millien $3.4 million
Discount rale $55.8 millian $4.7 million
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Our ohligations under postretirement henefit plans are defermined periodically through actuarial valuations, which are the
basis for calevlating post-refirement benefit expense. We fund these plons on o “pay-as-yeu-go” basts, At December 31, 2008,
the accrued benefit obligations of these plans were $46.8 million compared io $60.7 million af the end of 2007,

Recent changes in world equity markets and borrowing rotes will affect the funded stalus, funding requirements end pension
expense associated with Fraser Papers’ defined benefit pension plans. Based on current pension regulations in Quebec,

New Brunswick and in the United States, we expect our employee defined benefit plans expense in 2009 will increase by
opproximately $13.8 million to $29.0 million and our employee defined benefit plen funding will increase by approximately
$4.6 million to $30.6 milfion as a resulf of losses in pension assets and no gain from the discount rate.

CONTRACTUAL OBLIGATIONS

The following table presents the total contractual obligations, including purchase obligotions which are enforceckle and legally
binding and employee benefit obligations as of December 21, 2008:

Less than Cne o Four fo Alter five
{5 $mitllons) Total onhe year three years five years yaors
Debs § 895 $ 250 $ 519 § 126 8 -
Operofing leoses 1.0 04 0.5 0t —
Purchase obligations 21.8 21.8 — — -
Employes benefit obligations 218.3 0.8 77.1 48.9 61.5
Totaf contraciual ohligotions $ 330.6 $ 780 $ 1295 $ 616 $§ 61.5

Obligations under operaing leases include Future payments for office fuclliies and equipment feases. The purchase
obligations are commitments for the purchase of energy and chemical supplies. Employee benefit obligations are acerved defined
benefit pension plan and poshretivement benefit plos obligations, in extess of defined benefit pension plan assets.

Brookfield has provided guarantees fo the Company’s lenders in support of its revolving credit facility and one-year ferm
loem. The maximum amount of the guarantees is $50.0 million. The Company agreed to pay Brookkield a guarantee fes equol fo
an annuclized rale of approximately 2.0% of the maximum amount of the gucrantee and provided Brookfield with @ guarantee
that it will repay Brookfisld any amounts puid by Brookfield o the Company's lenders, As securily, the Company hos provided
Brookfield with a fixed chorge on certain of its property, plant and equipment.

Norberd Inc. (the former paren company of Fraser Papers} hos provided guaranlees for certain obligatians of Fraser Papers
under a financicl commitments agreement. At December 31, 2008, the meximum potenticl amount of the obligations guaranieed
was estimated to be $1.0 million. These obligations will be fully repaid during the first quarter of 2009, These guarantees have
not heen included in the toble cbove.

HEDGING ACTIVITIES

From fime ko fime, the Company enfers into arrangements to fix the future price for certain products or lo fix the exchanga rate on
cerlain of its Canadian dollar-denominoted cosh Rows.

As of December 31, 2008, the Company had $41.0 million in foreign exchange confracts cutstanding as foir valve hedges
aginst cerlain Canadian dollor-deneminaled net monefary liabilities. For 2008, the Company realized $7.4 million of [osses on
these confracts and ot December 31, 2008, there were $0.1 million in unrealized losses on these contracts. The gains or losses
on fair valus hedges are offset by net losses or net gains on the net liabilities being hedged.

As of Decernber 31, 2008, the Company had $91.5 million in net forward foreign exchange contracis ouistanding as @
hedge against fulure net Conadian dollar cash flows. These contracts have varying maturity dotes in 2009, During 2008, the
Compony realized $4.0 miflion of losses related to foreign exchange coniracts used to hedge Canadian dallar cash flows. At
December 31, 2008, the unrealized gains on culstanding contracts amounted fo $3.4 million. After giving effect fo the reclized
losses on these hedges, the average realized exchunge rate for 2008 was CAD$1.00 = US$0.95 compored to the published
average rate of CAD$1.00 = US$0.94.

Realized and unrealized gains or losses on Conedian dollar-denominated net liabilifies hedges and resfized gains or losses
on cash flow hedges are recorded in the consolidated statemens of operations and deficit, in the same manner os the realized
and vnrealized gains or losses on the net monetary lfabilities and reolized gains or Josses on cash flows being hedged.
Unrealized gains or losses on cash flow hedges are recorded in consolidated statemens of other comprehensive income untll such
tiene that the Canadian dollar-denominated cash flows being hedged are redlized.

Fraser Popers enters into lumber forward confracts fo fix the lumber price for o portion of its future production, During
2008, Fraser Papers entered info lumbar Fufures contracts reprasenting 30.8 million board feet of lumber. Some of these contracts
were reclized in 2008, while othars matura in the first quarier of 2009, Accordingly, a realized gain of $0.7 million hos been
reported in the consolickated statements of aperations for the fwelve month period ended December 31, 2008. Unrealized gains
of $0.7 million were racognized in other comprehensive income for the hwelve months ended December 31, 2008,
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TAXATION MATVERS

As of December 31, 2008, Fraser Popers had fax loss carry-forwords of $326.4 million in the U.S. and $71.7 million in
Conado. These kax loss carmy-forwards expire between 2014 and 2028 ond are available fo reduca incoma taxes otherwise
payable in fufure years. The Company has recorded a valuafion allowance against the fax loss carry-forwards in the U.S. 1o the
extent that it is not more [tkely then not that the benefit of the losses will be realized,

In 2007, Brookfield increased iis ownership inferest in the Company from 49.3% to 56.1%, resulling in an acquisition of
control as defermined under Canadian income fax lows. Subsequently, Brookfield has increased iis ownership infersst lo
approximately 70.5%, The acquisition of conirol renuires thet the Company recognize certaln unrealized losses for income tax
purposes. As a result of recognizing these losses and applying them to prior years in 2007, the Company increased ifs available
non-capital loss carry-forwards in Canada by $46.8 million and recorded an income tax recovery of $13.8 million.

ASSET RETIREMENT OBLIGATIONS

Asset refirement obligalions relate primerily fo closure costs and post-closure maintenance costs for landfills. The lichility is
reflected in other liabiliies on our conselidated balance sheet at the discounted value of expacted fulure cash flows, The lahility
associated with these chligations is reduced as these obligations are paid and the assef associcted with these ohligations is
depreciated over the estimated useful fife of the related facilily. The obligations represent estimated future payments of

$28.2 million which have been discounted at o weighted average rate of 8.0%, Total expense for the year related to asset
refirement obligations was $0.8 million compared to $0.7 million in 2007. In addition to the asset retirement obligations
recorded, we my have other obligations in the event of a permanent plant shutdown, However, our plant assets have
Indsterminata lives and, therefore, the assaclated assat refirement obligalions are not reasonably estimable and liabilifies cannot

ba established.

OFF-BALANCE SHEET ARRANGEMENTS
We have no material off-balence sheet arrangements.

COMMON SHARES

The authorized capilal stock of the Company consisfs of an unlimited number of Class A preferred shares, Class B preferred
shares, non-veling participating shares and common shares.

The weighted average number of shares culstanding used for calculafing loss per share wos 48,445,380 for 2008, an
increase of 18,935,504 shares compared fo 2007 as a result of the rights offering.

Common share information December 31, 2008 Dacamber 31, 2007
Shares oulﬁhnc{ing ) 50,166,789 29,509,876
Book value $5.67 . $9.83
Market prios at year-end CAD$0.33 CAD$2.48
Market prica at February 5, 2009 CAD$0,33

In 2008, the Company issued 20,656,913 shares at a purchase price of CAD$2,90 per share and receivad net proceeds of
$59.7 million. ‘

DIVIDENDS
The Company peid no dividends in 2008. The Board of Direclors reviews this policy ot each of its regularly scheduled meefings,

STOCK BASED COMPENSATION

We account for stock options using the foir value method, Under this method, compensation expense for options is measured at
the grant date using an opfion pricing model and recognized on o siraight-line basis over the vesting period, During 2008, the
Board of Direclors approved the issutmcs fo cerfain executives of 1,445,000 opfions with  sirike price of CAD$3.01. During
2007, the Board of Directors approved the issuance fo certain execulives of 1,015,000 opfions with a sirike price of CAD$5.99,
in 2008 wa recognized $1.2 million in expense related fo stock options compared to $0.9 million in 2007.

The Company has two deferred share unit plans which provide certain direcors end senior officers of the Company with an
opporiunity fo invest a portion of their compensation in deferred share units. Deferred share units may be subject fo vasting
periods. Payments under the plans are made in cash only: The tolal number of deferred share unils outstanding ot December 31,
2008 was 666,168, During the year, the Company's obligation under these plans was reduced by $0.8 million, as the impact of
the decline in the Company’s share price was greater than the amorfized expense of the defesred share unils.
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TRANSACTIONS WITH RELATED PARTIES

Fraser Papers purchased $4.8 million of eleciriclty for its Gorham paper mill from Brockfield and its affiliotes in 2008, compared
to $5.7 million in 2007,

Fraser Papers has invested in convertible, lerm, preferred units {the “Unis”) of Katahdin, an indirectly, wholly-owned
subsidiary of Brookfield. The Unils earn a preferential cumulalive disiribution of 5% per annum, Cumulative disiribulions acerved
an this investment amount fo $2.6 million.

During the year, Fraser Popers sold $1.7 million of goods and services fo Kalahdin and earned  management fee of
:7.5 million. In 2007, Fraser Papers sold $3.3 million of goods and services to Kolahdin and earned a management fee of

8.0 million,

The Company enterad into a 20 year Fibre Supply Agreement with Acadion. Fibre purchases from Acadion during 2008
were $26.1 million compared fo $33.6 million in 2007. The Company paid §1.5 million ta Acodian as a fee for administering
the Company’s Crown Licenses. The Company sold ifs interdst in Acadian on September 26, 2007. Of the 3,613,780 units sold,
2,600,000 were sold to Brookfield for net proceeds of $27.6 million. During 2007, the Company recognized equily in eamings
of Acadion of $2.3 million and distribufians received were $2.3 million.

Subsequent fo December 31, 2008, Fraser Popers announced the sale of approximately 10,500 fons of finished goods
poper inveniory to Brookfield for proceeds of approximately $11.7 million. In addifion, the Company hus agreed 1o supply paper
fo Brooklield through July 31, 2009, at market prices less @ merchant’s discount of 3,5%, Fraser Papers will provide sales and
administretive support fo Brookfield,

In connection with the Offering, the Company entered inte a Standby Purchase Agreement with Brockfisld, in which
Brookfield agreed o exercise all of iis rights and would purchase any common shares nat otherwise subscribed for by other
shareholders of the Company. As @ result, Brookfield paid CAD$54.4 million to acquire 18,813,241 shares, increasing their
ownership inferest fo 70.5% of the Company. |

Brookfield has previded the Company with & fcllity with a notional amount of $350.0 million fo enfer into forward foreign
exchange contracts as part of the Company's hedging acfivities. At December 31, 2008, the Compuny has entered info forward
foreign exchonga contrazts of $41.0 million as o hedge agninst certain Canadion dollar-denominaled net menetary liabikites,
compared to $30.2 million in 2007. In addifion, the Company holds $100.3 millian under this facility as a hedge ageinst fulure
Canadian dollar cash Jows, compared fo $35.2 million in 2007,

The Company has agreed fo pay guerontee fees to Brookfield In conneclion with guarontees to the Company’s lenders in
support of its eredit Facilifies. The feas are equal to an annualized rate of approximately 2.0% of the maximum amount of the
guorantees of $50.0 million or $3.0 millien per year.

Fraser Papers is dependant on the continued finoncial support of Brooklield, Without this support, it is possible that we may
not be able to secure alfernative sources of financing with terms that are salisfacfory fo us,

MARKET RISKS AND UNCERTAINTIES

Mary of Fraser Papers’ raw moteric inputs and supplies are purchased on the open markst and s such are subject to market
price fuckuations. With the recent reductions in the prices for global commotities, we expect fo benefit from these reductions. In
particular, Fraser Papars consumes approximalely 480,000 barrels of oil per year and purchases approximately 71,000 fonnes
of market pulp per year:

Appreximately 53% of Fraser Papers” assels are located in Canada while essentially 100% of the sales ara U.S, dolles-
denominated. Frassr Papers Incurs appreximately CAD$360 million per ysar of Canadian dollar-denominaled expenses, and we
expect fo bonefis from the recent weakening of the Cenadian curvency.

Recent events in world capital merkels have made it difficult for many companies to obkain o renew debt financing. Without
the confinued support of Brookfield, there can be no certalnly that Fraser Papers will be able fo secure alternalive sources of
financing with terms that ore satisfaclory to us.

We are exposed fo a number of risks in the normal course of our business that have the potentiol to affect our
operaling performonce.
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Commodity and Price Sensitivity

Qur earnings are sensifiva fo changes in world economic condifions, primarily in North America. Paper, pulp and lumber merkets
are competiiive in natvre and prices for many producis are sensifive ko variations in supply and demand.

Based on the operafing levels in 2008, the following table shows the approximate annvalized impact on after tax earalngs
of changes in product prices.

Impoct on Earnings lmpoct on EBMTDA. Avercge Mill Nats

Sensifivity Faclor {US3mitlions) {LS$milllens) Q4, 2008
Uncoatad freasheet $25 per fon 3 54 $ 8.3 3 1,114
Groundwood papar $25 per ton 31 48 879
Market pulp $25 per fonne 0.5 1.4 491
Lumber $10 per Mibm 1.3 19 297

Competition

The forest products indusiry is o highly compefitive business environment in which companies compete, fo a large degree, on the
" basis of price. Qur principat market is in the U.S. where wa compele with North American end, in some instances, foreign

producers, Cerloin competitors may have lower cost faciifies than us. Our abilily to compele in these and other markels is

dependent on o variely of foctors such as manufacturing costs, confinued free occess o morkels, cuslomer service, product

quality, ond corrency exchange retes,

Foreign Exchange _
We compele within North American markets whera product prices are significantly influenced by U.S. dollar exchange rates,

Our foreign exchange exposure arises from the following sources:

* Nel Canodion dollar-denominated monetary assets and liobilifies.

» Commitied or anficipaled foreign currency lransactions, primarily Canadian dollar costs in cur Conadian operatiens.

The Company’s policy is to hedge all significont balance sheet forsign exchange exposures. The Company may hedge o
portion of net Canadian dollar-denominetted cosh flows for periods up fo three yeors in order lo reduce the voldfility of fulure
Canadion dollar-denominated cash flows. In 2008, we ware negetively impacied by the canlinued strengthening of the Canadian
dollaz, with an effective average exchange rote, [afier giving effect o the Company’s hedging program relative lo the U.3. dollar,
of US$0.95 compared to US$0.93 in 2007 on our approximalely CADS$360 million net Conadion dollar cash flows, We estimale
etk each U.S. one cent change in the value of the Canadian dollar wauld have impacied annualized pre-fox losses by
upproximately $3.6 million in 2008,

Defined Benefit Pension Plans

Sraser Papers hos defined benefit pension plans that are valued based on rate of return and discount rate market assumplions.
There is no assuranse that the plans will be able to eorn the assumed rate of retumn, Market driven changes may result in
changes in the discount rates and other variobles which would result in Fraser Papers being required fo make canfributions in
the Future thet differ sigrificantly from the estimaes. There is on inherent measurement unceriainly icorporated inlo the actuarial
valuation process. '

Environmental
Our operalions are subject fo a wida ranga of general and indusiry specific environmental laws and regulations relafing fo i
emissions, waslewaler discharges, solid and hazardous waste monagement, plant end wildlife profection, and sile remediation,
Complionce with these Jaws and regulations is a significont factor in our business and we occastonally incur significant
capital and operating expendilures in order to maintain compliance with these laws and regulations. Fulure events such as
changes in environmenial lows and regulations, increasingly sirict enforcement policies or the discovery of previously unknown
contaminglion or ofher liabilities relafing fo our properties may giva rise fo additional costs that could require increased capital
expendilures which would redvce the funds otherwise available for operalions, capital expenditures, fuiure business opportunifies
or other purposes.
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CONTROLS AND PROCEDURES

Disclosure conirols and procedures are designed fo provids rensonable assuranca thet off relevant information is gathered and
reported o senior manogement, including the Chief Executive Officer (“CEO”) and the Chief Financlal Officer ("CFO™), ona
timely basis so that appropriole decisions can be made regarding public disdosure, An evaluation of the effectiveness of the
design and aperation of Fraser Papers' disclosure conirols and procedures was conducted as of Dacamber 31, 2008, by
management, inclucing the CEC and CFO. Based on this evaluation, the CEO and CFO have concluded that Fraser Papers’
disclosure controls and procedures as defined in Nattonal Instrument 52-109, Certification of Disclosure in lssvers Annual ond
Interim Filings, are effecive,

Under the supervision of the CEQ and CFO, Fraser Papers has designed interned contrels over financial reporfing ko provide
reasonable assurance regarding the reliability of financial reporling and the preparation of financial statemenis for external
purposes in accordance with Canodian GAAP. The CEO and CFO considered the need to disclose in this MD&A any change in
Froser Papers’ internal controls over financiol reporfing that has occurred during the year that has materially affected, or is
reasonobly likely to matericlly affect Fraser Papers” internal conirols and have not identified any such changes. An evaluation of
the effectiveness of the design and operalion of Fraser Papers’ internal controls over financial raparling was conducted as of
December 31, 2008, by management, including the CEO and CFO. Based on this evaluation, the CEO and CFO have concluded
thot Fraser Papers’ internal controls over financial reporling as defined in National Instrurent 52-109, Ceriification of Disclosure
in Issuers Annual and tnterim Filings, are cffective and have not identified eny materiol weakness related to design.

FORWARD-LOOKING INFORMATION

This MD&A contalns forward-looking information and statements relating but not limited fo: anticipated or prospeciive financial
performance; resulls of operafions; future fnvestment in our operclions; onticipated growth in larget markets; profit margins;
husiness siralegy, including product development; our operaling platform; energy reduclion inifialives; expectations end
estimations of future market conditions, including housing starts and home invenfories; reduced oil consumption resulting from
energy-reduction iniliaives; modemizalion of cur Floster Reck lumbermill; evolving criferia and demand for cerlain paper grades;
seasonal inventory bulld-up, reduciion and the impact on financial results; future pension funding raquirements; hedging
aciivilies; the Company’s liquidity position, including financing requirements; maximum possible omounts under cerlain
guarantees; the adoplion of IFRS; and, the expecled impact of specific events on financel resulls in the furure.

Forward-ooking informatien lypically cantuins siafements with words such as “should”, “continue”, *foward”, "engoing”,
“larger’, “resull”, “grow”, “ean”, "uture”, "seek”, “will", “achieve”, “malnkin”, Toak®, “believe”, *feel”, *eslimate”, “plan”,
“nossibla?, "eould”, “anticipate”, “likely”, “impact’, “would”, similar words, or variations of these words that suggest future
outcomes. In addition, farward-looking statements may reflect the outlock on future changes in volumes, prices, costs, estima lad
amounis and timing of cash flows, or other expectations or belieks, objectives or assumptions about future evants or performance,
Readers should be aware that these stalements are subject to known and unknown risks, uncertainties and other factors that could
cause octue] resulls to differ materially from those suggested by the forward-looking strfements.

The significant risks that impoct Froser Papers’ business and future performonce are discussed in the Annual Information
Form as well as the Annual Report and cifier fifings with Canadian securities regulatory authorities. Fraser Papers caufions
tha the list of risks and factors discussed in those docurents may not be exhaustive, Readers should consider those risks, as
well as other unceriainties and faciors and potential events. Although Fraser Papers believes it hos reasonable basis for making
the forward-looking statements included in this report, readers are cautioned not fo place undue reliance on such forward-
looking nformation.

Fraser Popers underiakes no obligation, except as required by law, fo updale publicly or ofherwise revise any forward-
looking information, whelher as a result of new informafion, future events or otherwise.

The "Outlock” sections that Follow in this document are based on Fraser Papers’ views and the acival ostcome is uncertain.
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OUTLOOK

Fraser Papers expecls a number of challenging quarters ahead as the sffecis of a global recession play out in the U.S, economy,
and in Fraser Papars’ markst segments in parfieular. Business activily slowed sharply toward the end of last year and led to
reduced demand for alf our products. The pulp und lumber morkets were porticularly impacted with maorket prices dropping fo
extremely low levels, Prices for Fraser Papers’ poper producs ware more stable, but as order fles declined, we ook downfime
across a number of machines, in addilion te shuldowns at Thurse and the lumbermills.

Our sales are largely focused in the United States, therefore the outloak for o recovery in Froser Papers' business will be
parily dependent an the success of the recently announced shimulus package and the availability of liquidily to restore both credit
and confidence into the econamy and, in parficular, info our cusiomers and end-markefs. Despite foking downfime on paper
machines to balunce inventories against customer orders in December end January, we built inventories in excess of cur
near-erm requirements. Subseepent fo the year end, Fraser Papers sold appreximately 10,500 tons of inventory to an affifiote of
Brookfield, on customary commercial terms. The proceeds of the sale were used to repay amounts culstunding on the Company’s
working capital facility. We believe that over the longer term, the specialiy nature of our paper products will help fo posifion
Fraser Papers fo benefit from an economic recovery sooner than many other companies in the paper industry.

The market for northern bleached hardwood kraft pulp produced ot our Thurso mill continues to be weak, By the fourth
quarier, world pulp inventaries had increased to unsustainable levels following « sharp dedline in global demand from poper
producers, It is expected that further capoclty reductions will be required in northern Europe and Norlh America to balanee
supply and demand, os low cost copacity in South America and Southeast Asia continues to operate,

With no clear signs of recovery in the U,S. housing market, lomber prices are expecled fo remain depressed for the balonce
of 200%. We will confinue evaluating opporiunities fo secure low cost woodchips for the paper operations in Medowaska and
will operate our lumbermills in support of our inlegrated paper operalions.

tnput costs for energy, chemicals and other raw materials have begun to weaken following a peried of inflationary pressure.
With a significant number of assels located in Conada, which incur Canadian deflar-denaminated costs, the weakness in the
Canadien currency has helped 1o improve the competifiveness of those operations, To eliminate o significant amount of risk
related o the fulure volaiilify in the Canadion dollar, the Company has baught forward approximately 40% of its 2009 Canadian
dollar requirements at an exchange rate of CAD$1.00 = US$0.79.

We expect o require additional financing during 2009 1o fund aur operations, pension fund cbligations and the melurily of
the $25.0 million term loan focility in Sepiember, Given the chaflenging conditions in the credit markels, we expect that we may
have fo seek support from our shareholders,

2008 Annwol Report = 23

/33 .



)3%.

BEFINITIONS

As thers is no generally accepted method of calculating the measures cutlined below, these measures os calevlated by Fraser
Papers may net be comparable ko similar tiled measures reported by other compenies.

EBITDA is eamings from confinuing operations before interest, faxes, depreciation and amortization, and restruciuring cherges.
EBITDA is presented as a uselul indicalor of a company’s abifity fo meet debt service and capitaf expenditure requirements.
Fraser Papers inferprels ERITDA, trends as on indicator of relative operaling performance.

Free Cash Flow is the Company's cash flow from operating activities minus capital investments.

Net debt is debt fess cash and cosh equivalents, Net debr to nef debt plus equity is provided as & useful indicator of a
company’s financlal leverage, _
Net debt fo net debt plus equity is net debt divided by the sum of net deb and shareholders’ equity. Net debt fo net debt
plus equily is provided as a useful indicator of a company’s financial leverage.

Cash costs indude all cash cosls of operations and excluds depreciafion and amortization, Cash costs are prasanted o provide
additional information abaut the cash generating capabilities of Fraser Papers® operations, This measure captures the key costs of
aperations and is a key parformance measure that monagement uses fo evalugle costs o the operations.

Twelve months endad December 31

EBITDA
[USs $millions] 2008 2007
Profit / {Loss} $ 71.9) $ 43
Add: Inlerest expense, net 3.6 4.8
Less: Income fax {recovery]/expense [0.1} (13.4]
Less: Gain on sole of Acadian — {38.4)
Add: Restructuring charges - 15.9
Add: Other ' —_ {0.8)
Add: Depreciation 34.8 311
EBITDA § (33.85) $ 419
As at December 31
z?:m?ﬂ;!:; : 2008 2007
Long-term debt § 64.0 $ —_
Add: Current deht 25.0 —
Add: Bank indebiedness 7.4 4.3
Add: Borrowings under credit faciliy — 81.6
Net deht $ 964 § 859
. As at December 31
II’\JSe;m?”EI:; to Net Debt Plus Equity 2008 2007
Net debt 3 954 § 859
Add: Shareholders' aquity 284.3 292.9
Net debt plus equity 380.7 378.8
Net debt 5 9643 $ 859
Divided by: Net debt plus equity as0.7 378.8
Net Debt To Ner Daht Plus Equity 25% 23%
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fres Cash Flow Twalve months ended December 31
{US$millions} 2008 2007
Cash flow from operaling acfivities $ (45.9) $ (48
less: Capital invesments (27.1) {20.3}
Free Cash Flow $ (73.0) $ (68.5)
Cash Cost Twelve menths ended December 31
{Us$millions) 2008 2007
Net sales 5 688.6 § 7147
less: EBITDA 33.6 41.9
Cash Cost 5 7222 & 7564
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Management's Responsibility for the Financial Statements

The accompanying consolidated financial stafements and other financiol information hove been prepared by the Company’s
management, which is responsible for their integrity and obijectivity, in accordance with Canadion generally accepted accounting
principles, Financial slatements are not precise since they include certain amaunts based upon estimates and judgements. When
dlternative methods exist, manogement has chosen those it deems 1o be the most appropriate in the circumstances. The financiaf
informalion presented elsewhere in this annval report is consisient with that in the consolidated financial statements,

Management [ responsible for estublishing and mainfaining adequate internal conirols. Fraser Papers maintains frternal
conlrols systems which are designd fo permit the accurate and fimely preparafion of financial statements in accordonce with
Conadian generally accepted aocounting principles.

The Boord of Directors is respensible for ensuring that management Rulfills its responsibilifies for financiot reporfing and is
ultimately responsible for reviewing and approving the finandial statements, The Board carries aut this responsibility principally
through ils Audit Commities,

The Audit Committee Is appolnted by the Bonrd and reviews the consolidated finoncial stalesnents and monagements
discussion and anclysis; considers the report of the external audifors; assesses the adequacy of the internal controls of the
Company; examines the fees and expenses for audit services; and recommends fo the Board the independent auditors for
appojniment by the shareholders, The Commitiee reports its findings fo the Boord of Directors for considaration when approving
the consolidaled fnoncial stalements for issuance fo the shareholders,

. | P~

J. Pefer Gordon Glen McMillan
Chief Executive Officer Senlor Vice Presidani ond Chief Financial Officar

February 4, 2009
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Auditors’ Report

To the Shareholders of Fraser Papers Inc.

We have audited the consolidated bolance sheets of Fraser Papers Inc. (the “Company”) as aof December 31, 2008 ond 2007
and the consolidated statements of operations, deficit, comprehensive Joss and cash flows for the years then ended. These
consolidated financial statements are the responsibiliiy of the Compuny’s management, Qur responsibility Is to express on opinion
on these consalidated financiol statements based on our audits.

We conducted our audits in aecordance with Canadian generally accepted auditing standards. Those standards recquire that
we plon and perform an audit to obtain reasonable assurance whether the financial statements are free of maotertal misslatement.
An audit indudes examining, on a test bosis, evidenca supporting the amounts and disclosures in the naricial stafements. An
qudit also includes ssessing the accounting principles used and significant esfimates made by management, as well s
evaluating the overall financiol stotement presentation.

In qur epinion, these consolidaled financial stotements present fairly, in ull matericl respects, the financial position of the
Company as at Dacember 31, 2008 and 2007 and the resulls of #ls operations and its cash flows for the years then ended in
accordance with Canadion generally accepled accounting principles,

Wwﬂ?m?,uP_

Toronta, Canada Chartared Accountans
February 4, 2009 licensed Public Accountants
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Consolidated Balance Sheets

ﬁs?m%}:‘z}bﬂ 4 2008 frastated — 131?27]
Assefs

Current assels:

Agcounts receivable $ 679 $ 99

lnvantory fnole 3) 125.5 124.2

Future income taxes (nola 9} 0.3 0.2

1693.7 2235

Property, plant ond equipment {nole 4] 2560 2662

Other assels {nofe 5) 60.9 56,5

5 510.6 § 5462

Liabilities and Sharcholders’ Equity
Current ligbilifies:

Bank indebledness 5 74 3 43
Accounts payable and accrued liabilities 780 106.4
Current debt [nofe 6] 25.0 8.4
1104 1923
Long-term debt fnote 6} 64.0 —
Other fichilifies {note 7} 48.4 56.1
Fulure income taxes {hole 9} 3.5 49
Shareholders” equity [nofe 70} 284.3 2929
$ 510.6 $ 5462
{See accompanying rotes)
On behalf of the Bourd,
o
/> /s / -
Pau E, Gugné, CA J. Peter Gardon
Auvdit Commillee Chair Chief Executive Offficar
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Consolidated Statements of Operations and Deficit

Years anded December 3§

{US$millions, except per shore amaunls) 2008 frestated - ;3;?;0'.?}
Net sales $ 688.6 $ 7147
Cost of goods sold 700.0 739.5
Selling, general and administration costs 22,2 17,1
Loss before the following: {33.6) (41.9)
Guain on sale of equily investee fnote 16} - 38.4
Restructuring charges {nofe 17) -— {15.9)
Other - 0.3
Interest income 0.5 0.5
Intersst expense (3.1} 7.3
Loss before depreciation and income foxes {37.2) {25.4)
Depreciation {34.8) (31.1])
Income lax recovary {nofe 9) 0.1 13.4
Loss 5 [71.9) § (48
Loss per share — basic and diluted (nofe 10) 4% (1.48) $ (0.47)
Deficit

Balance, beginning of year § [203.0} § 620
Change in cccounting policy {note 2) — 21
Loss (71.9) {43.1)
Balance, end of year $ (274.9) 3 [203.9)
{See accompanying nolasf
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Consolidated Statement of Comprehensive Loss and
Accumulated Other Comprehensive Income

JHo,

Yeors ended Dacember 31 2Q08 2007

{US$millions} freslated - nole 2}

Loss: § 71.9) $ (48]
Changes in unredlized net gains on cash flow hedges 3.0 0.6

Changes in unredlized net gains on lumber hedges 0.7 —

Tox impact (1.3} [0.2]
Cther comprehensive incoms 2.4 0.4

Comprehensive loss 5 {69.5) $ 427
Accumulated othey comiprehensive income

Balunce, beginning of year $ 02 $ 2
Other comprehensive income for the year 2.4 0.4
Balanee, end of year . $§ 26 $ 0.2

[See accompanying noles}
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Consolidated Statements of Cash Flows

JH1.

Yeors ended December 37 2008 2007
{US$miilions) frestatad - note 2}
Cash provided by {used for):
Operating Activities
Loss $§ {71.9) $ 43
ltams not affecling cash:
Depraciction 34.8 311
Fulure income faxes {note %) {0.5) {14.8}
Gain on sale of equity investee {rote 16 ~ {38.4}
Restructuring chorges fnofe 17) — 15.9
Employment benefit plen expense fnofe 8} 15.2 13.5
Other {7.1) 14
Employment benefit plan funding inote 8) . {26.0) {31.2
(55.5) (65.4)
Net change in non-cash wotking capital bolonces fnole 11) 2.6 17,2
{45.9) 148.2)
Investing Ackivities
Capilal invesiments 27.1) {20.3)
Proceads on sale of equity investee {nole 16) — 384
(27.1) 181
Financing Activities
Proceeds from rights offering {nofe &) 59.7 —
Repayment of long-term debt fnote 8] {50.0) [68.5)
Borrowings under term loon facility {role 6} 18.6 -
Borrowings under lerm credit fucility fnofe &) 25.0 -
Net borrowings under revolving credit facility fnofe 6} 16.6 81.6
409 13.1
Decrease in cosh and cash equivalents 5 (3.1) $ (1700

{Ses accompanying notes)
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Notes to the Consolidated Financial Statements

{US$mMtlions, valess otherwise noled)

In these nofes “Fraser Papers” means Fraser Papers Iic. and all of its consolidated subsidiories and affiiotes and "Company”
means Fraser Papers Inc. as a separate corporation. “Norbord” means Norbord Inc. (a related party by virlve of a commen
conirolling shoreholder) or any of its conselidated subsidiartes. “Acadion” means Acodian Timber Income Fund (a relted parly
by virlue of a common significant shareholder). “BrookRield” means Brookfield Asset Management Inc. {a related party by virive
of a conlrolling equily interast in the Company] or any of its consolidated subsidiaries.

NOTE 1. SIGNIFICANT ACCQUNTING POQLICIES
Basis of Presentation

These consolidated financic! statements have been prepared in accordance with Canadian generally accepted accounting
principles ["GAAP*} and include the significant accounting policies listed below.

Use of Estimates

The preparation of financial staternents in conformity with GAAP requires management to make estimafes that offect the reporied

omounts of assets and liabilities, the disclosure of cantingent assets and liabilities, and the reported revenues and expenses during
the periad. Significant estimales include fhe defermination of the carrying valve ond vsehul lives of property, plant end equipment,
provisions for employee fufure benefits and fulure income tax ossets and Tiabilifes. Actual results could differ from those esfimates.

Cash and Cash Equivalents

Cush and cash equivalenls consist of cosh in The bank and short-term deposits with © term o maturily of less than ninety deys ot
the date of purchase. Cash and coch equivalents are recorded of foir value,

Valuation of Inventories

Inventories of raw malerials and operating supplies are valved at the lower of average cost and replacement cost or net
realizoble valve. Inventories of manufactured products are valved ot the lower of average cost, which include ofl direct
production costs and an allocation of overhead costs incurred at produdtion facilifies, or nef realizable value,

Property, Plant and Equipment

Property, plant and equipment are recorded ot cost and are depreciated on a siraight-ine basis. The rotes of depreciation are
intended fo fully depreciate manufacturing and non-manufacturing assets over the following perieds which approximate their
usehul Jives:

Buildings ' 20 fo 40 years

Lumbermills and lumber praduction equipment 1010 15 years
Paper and pulp mill machinery and produchion equipment 20 years
logging machinery and equipment 410 10 years

Inferest costs direcily related to major capital projects are capitalized during consfruction, Costs, net of revenues, incurred
during the starl-up period of mofor enpifal projects are deferred as other ossets and amortized over the first three years of the life of
the prolect. As of Decamber 31, 2008 and 2007 there were no deferred stark-up costs recorded in property, plont and equipment.

Impairment of Long-lived Assets
The carrying volue of long-lived assets, such as properly, plant and equipment, are reviswed when events or circumstances
change indicating that their carrying value may not be recoverable, Where such changes in events or circumstances indicate the
carrying amounts may not be recoverable, the carrying value of those assets is compared to the estimated undiscounted fulura
cash flows generoted by their use. Where the carrying value of such assets does not exceed the estimaied undiscounted future
cash flows, these assels are recorded ot foir valus, The cash flow profections take into account the relavant operaling plans and
management’s best estimate of the most probable set of ecanomic conditions anficipsled to preveil in the market.

The Company's esimata of Fulure cash flows #s subject o risks and uncerfalinfles. It is possible that changes may occur which
could affect the carrying value of Fraser Papers’ Jong-lived assets.
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Employee Future Benefits

Fraser Papers sponsors various defined benefit and defined conkibution pension plans, which cover substantially oll employees
and are funded in accordance with applicabla plan and tegulatory requirements, The benefits under Fraser Papers’ defined
benefit pension plans are generally based on an employee’s length of service and their highest five years’ average salary. The
plons do not provide for indexation of benefit payments. Hourly employees are generally members of negotialed plans. Frasar
Papers also provides non-pension post-retirement benafits fo cerfaln eligible refivess, consisting of medical and dental benefits,
which ara Funded on & “pay-nsyou-gs” basis.

The measurement date for all defined banefit plans is December 31, The obligations associated with Fraser Papers” defined
benefit pansion plans are acluarially valued using the projected unit credit methad pro rated on pensionable services,
management’s best estimale assumptions for expected investment performence, selary esealation, heclth care cost frend rates,
expected morlality rates and a current market discount rate, For the purpose of caleulating the expected refurn an plan assels,
those assets ara measurad al faiv value. Prior service cosls related fo plan omendments and transitional assefs ars emorfized on a
siroight-line basis over the esfimaled average remaining service lives ("EARSL") of the employae groups. The net actuarial gains
or losses in excess of 10% of the greater of the acerved benefit obligation and the fuir value of plan assets are amorfized on o
straight-line basis over EARSL,

Asset Retirement Obligations

Fraser Papers’ asset refirament obligations relate primarily to closure costs for landfill sites ot Fraser Papers’ operating lacalions,
The liakility associated with these sites is reduced as these obligations are paid and the asset associcled with these obligations s
depraciated over the estimated useful Jife of the ralated facility. Revisions o the liability could oceur due to changes in the
estimaled costs or Biming of dlosures or new regulations affecling these closures.

Revenue Recognition

Net sales are recognized when the fitle and risks of ownership pess fo the purchaser and are govemed by standard industry
ferms and, in some cases, by conlract. Generally, fifle passes when goods are shipped for paper ond lumber and when received
by the customer for pulp. Revenue is not recognized prior to completion of all relevant ferms, Net soles ara net of freight costs,
commisstons, discounts and reboles o cuslomers.

Translafion of Foreign Currencies

The United States dellar is the reporting currency of Fraser Papers and the functional currency of its operations,

Monelary assefs ond libilities denominated in currencies other than the United Stales dollar are Iranslated o the rate of
exchange prevoiling at year end. Goins or losses on translation of these flems are included in the conselidated statements of
operations. Reclized gains or losses on transactions that hedge these items are also ineludad in the consolidated siatements
of aperations.

Stock-based Compensation

The Company [ssues stock opfions pursuant fo a stock option plan, which is described in nole 0. The Company accounts for
stock options using the fair value method, Under this method, compensation axpense for stock oplions is measured ot kie vatue at
the grant dale using the Black-Scholes valuation model and is recognized over the vesting period of the opfions granted.

The Company has two deferred share unit plans which provide certein direciors and senior officers of the Compony with an
opporkunily fo invest a portion of thelr eompensafion in deferred stock units, Deferred stack unifs ore subject fo vesting periods ot
the discrefion of the Board of Direclors, Payments under the plons are made in cash only, The expense associated with these stock
unils is recognized over the vesiing period. The liohility associated with these plans is measured based on the fair value of the
vested units which is based on the current market price of the shares of the Company.

Financial Instroments
The Company has classified cccounts receivable as loans and receivables and are measured at amorfized cost, The Compony’s
inferest in Kalohdin Paper Company UC ("Katahdin”} is classified as an available-for-sale investment, but doss not have a quoted
airket price and is measured af cost. Bank indebtedness, accounts payable and acerugd fiabilities and long-term debt are also
meastrad at amortized cost and are dassified as oher financial fibilifies. The Company does not have any financel assels or
liabilikies assified as held for rading or held-fo-maturity invesiments. The fair values of financic! insiruments approximate their
carrying values, excapt where disclosed elsewhere in these notes. Foir values disclosed are determined using quoted market
prices or as provided by counterparties.

Transaction costs directly attibutabls fo the acquisifion or issuance of finandial lisbilifies are odded fo or netted against the
carrylng omount of the financial liabilities and amortized over their expecied life.
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Fraser Papers does not use derivalive financial instruments for speculstive purposes. In cecordonce with the Canadian
tnstitute of Chartered Accountonts (CICA) under CICA Handbook Section 3865, Hedges, the Company documents ils risk strategy
obiectives and the relationship between the hedging instrument and hedged item. The Company dlso assesses the effectiveness of
the hedging relationships throughout their term to ensure they remain consistent with the Comparny's risk strategy.

Fair value hedges are used to monage the Company’s exposure to changes in value of assets and liakilities held In o foreign
currency. The carrying amount of the hedged item is adjusted For gains and lossas attributable ta the risk being hedged, the
derivafive is re-measured ot fair value and the gains and losses from both are recorded in the consolidated statements of operalions,

Cash flow hedges are used fo reduce variahility in cash flow that is aftributakle fo changes in foreign exchange rates or
commodily prices associated with forecosted transactions. The effective porfion of the unrealized gain or loss on the hedging
tnstrument is recognized in other comprehensive income, Any ineffective portion is recorded in fhe consolidated statements of
operations. Amounts accumuloted in other comprehensive income are reclassified info the consolidated statements of operalions
e the gain or loss on the hedged ttem is realized.

Emerging Accounting Pranouncements

In February 2008, the CICA%s Accounfing Standards Board announced that Conedien public componies will be required to
adopt Infernafionol Finoncial Reporting Standards, as issued by the Internetional Accounting Standords Board, effective
Janvary 1, 2011, Early adopfion is permissible. The Company is currently assessing the impact of adoption on ifs consolidaled
financial slateraents.

NOTE 2. CHANGES IN ACCOUNTING POLICIES

Effectiva Jonuary 1, 2008, the Company adopted new recommendalions under CICA Handbook Section 1535, Copital
Disclosures, Section 3031, Inventeries, Section 3862, Financial Instruments ~ Disclosure and Section 3863, Financial Instruments
~ Presentafion,

Inventories

On Janvary 1, 2008, Fraser Papers adopted new accounting tecommendations of the CICA relaled o inventories, Undler the new
recommendations, spore pars inventory which has o useful fife of more than one yeor must be classified as « long-lived asset
and amortized over iis estimated useful life. Previously, Fraser Papers classified certain of these spare parls as inventory ond
charged them to operations when put in use, The change in policy has been opplied refroactively. As a result the Company has
reversed cerlain amounts charged 1o operations prior lo January 1, 2007 and reclssified certain inventory ifems to properly;
plant and equipment on the cansolidated balonce sheets, These adjustments as ot January 1, 2007 resulfed in on increase fo
praperly; plant and equipment of $3.2, a decrease in inventories of $0.7, an increase in fulure income faxes liohilifies of §0.4
and a decrease in opening deficit as af January 1, 2007 of $2.1. tn addifion, the Company has restated its 2007 resulls of
operations in order to reflect this change in policy. These adjustments resulted in o decrease in the conselidated loss for the year
ended December 31, 2008 of $2.7 or $0.06 per share {2007 - $0.6 or $0.01 per share), compared to if the Company had not
changed ifs policy. Addifional disclosures required by the new recommendations are provided in nole 3.

Financial Instruments

On Januory 1, 2008, Fraser Papers adopled new accounfing recommendations of the CICA refated fo disclosing information
obout finandal instruments and risk monogement. These disclosures hove been deseribed in note 12,

Capital Disclosures
On January 1, 2008, Fraser Papers adopted new accounting recommendotions of the CICA related to disclosing informafion
ahout how on entity manages its capital. These disclosures have been described in nofe 13,
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MNOTE 3. INVENTORY

2008 2007

Raw malerials 5 254 $ 354
Finished goods 68.6 58.2
Operating ond maintenance supplies 31.5 30.6
$ 125.5 § 1242

For the year ended December 31, 2008, Fraser Papers recorded a provision of $8.1 (2007 - $5.8) fo reduca the earrying
value of cerlain of its invenfories fo the lower of original cost or net realizuble valua, $37.2 (2007 - $40.4) of inventory is
recorded at net reclizoble value ot December 31, 2008. Mo reversals of prior charges were recorded in 2008 or 2007,

Inventory costs recognized as an expense during the year are reported as cost of goeds sold in the consolidated statements
of operations,

On Jonuary 29, 2009 Froser Papers announced the sole of approximately 10,500 tons of finfshed goods paper inventory to
Brockfield for proceads of approximately $11.7. Proceeds on the sale were used fo repay amounts owing on the Company's
revolving credit facility. In addition, the Company has agreed to supply peper fo Broolfield through July 31, 2009, of market
prices less @ merchanf’s discount of 3.5%, Fraser Papers will provide sales and administrative support to Brookfield,

NOTE 4. PROPERTY, PLANT AND EQUIPMENT

Aceumvloted Net Book
2008 Cost Depreciation VYalue
Pulp and paper mills $ 895.0 5 (659.7) $ 2353
wmbermills 115.5 {94.9) 20.7
$ 1,010.5 § (754.6) § 256.0
Accomulated MNet Book
2007 Cos} Depreciaiion Valve
Pulp and poper mills $§ 8683 § (426.8) § 2415
Lumbermills 7.7 {#3.0] 247
$ 986.0 $ 1719.8) ¥ 2662
MNOTE 5. QTHER ASSETS
2008 2007
Pension plans (nofe 8) $ 44.6 $ 432
Invastmant in Katohdin Paper Company LLC (nofe 15 12.6 12.1
Deferred costs and other 3.7 1.2
$ 60.9 $ 5645
NOTE 6. LONG-TERM DEBT
2008 2007
Revolving credit facility $ 438.2 § 814
Term loan facility 16.3 -
Term eredit facility 25.0 -
Defarred finoncing costs ' {0.5) —
89.0 81,6
Current porfion of long-term debt _ (25.0) [81.8)
§ 640 $ —

In January 2008, the Company completed o rights offering o its shareholders {the “Offering”) under which it received net
proceeds of $59.7. The procesds ware used to repoy oulstanding Indebtedness including $50.0 in temporary financing, which
was due January 31, 2008. Additional disclosure about the Offering is provided in nofe 10,
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In April 2008, the Company amended ifs existing revolving aredit facility 1o extend the term of the facility and increasa the
mendmum borrowings under the facility fo $115.0. The amended fodlity bears interest of market rates and is due in April 2011.
Borrowings under the facility are secured by a first charge against accaunts receivable and inventory of Fraser Papers, At
December 31, 2008, $84.7 (2007 - $123.9} of the focility wos vlilized, $48.2 (2007 - $31.6) for operaling bank loans and the
balance in the form of leliers of credit.

In June 2008, the Company entered into & term loan facility with the province of New Brunswick for up to CAD$40.0. The
fucility bears interest at « fixed rale of 4.7% and is due December, 2014, Borrowings under the facility will be used fo fund caplial
expenditures at the Company's operations in New Brunswick and are secured by o first charge on property, plant ond equipment
located in New Brunswick, Principal payments under the loan will be made in quorterly installments over the ferm of the loan with
a lump sum payment on maturity. The first principa! repayment is due no kafer than March, 2010, At December 31, 2008,
$16.3 {CAD$20.0) hod been drewn under this Facility.

In September 2008, the Company enfered Info a term credit focility for $25.0, Brookfield has provided o guarantee to the
lenders in support of this credit Facility and is required fo meet certain financiol covenants. The facility bears inferest at market
rates and is due in September 2009. At December 31, 2008, the facility was fully drawn,

During 2007, the Company closed a tender offer to repay $84.0 in principal amount of #s outstanding 8.75% Senior Noles
{"Notes). The Compuany repaid $48.5 of Nofes to the public ond concelled $15.5 of MNoles held by Fraser Popers. The
repayment was financed, in parl, through o femporary $50.0 increase in the Company's revolving credit facility with its current
lender. A write-down of deferred Rnoncing casts of $1.6, related to the repayments under the lender offer, has been reflected in
the cansolidated stalements of operations and stalements of cash Rows,

The effective interest rate on long-term debt was 3.4% at December 31, 2008 (2007 — 7.5%).

During the year, the Company mode interest payments of $3.0 {2007 ~ $8.9).

NOQTE 7. OTHER LIABILITIES

2008 2007

Post-relivement benefit plans frofe 8) 5 375 $ 442
Asset ratirement obligations 16.6 10.8
Other 0.3 1.1
$ asa $ 56,1

Asset relirement obligotions relate primarily fo closure costs and post-closure maintenonce costs for landfills at Fraser Papers’
current and former operaling loctions. Obligations as at December 31, 2008 were reduced by $1.0 {2007 ~ inereased by
$2.3) due to revisions in estimated cash flows from the prior yeor Total aecrefion expense for the year related fo asset retirement
obligations was $0.8 [2007 — $0.7). The ebligations represent esfimeted fulure payments of $28.2 [2007 - $33,6) which have
been discounted at @ weighted average rale of 8.0%. In addltion fo the asset relirement obligations recorded, Fraser Papers may
have other obligations in the event of o permanent shuldown of any of its operations. However, these plant assets have
indeterminate lives and, therefore, the associated asset refirement obligations are not reasonably estimable and liabilities cannot

be established.
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MOTE 8. EMPLOYEE BENEFIT PLANS
Pension Plans

Fraser Papers has a number of pension plans, participation in which is available to ¢l employess, Fraser Papers’ obligations
under ils defined benefit pension plans are determined pesiodically through the preparation of acuarial valuations, which are
required every one fo three yecrs, depending on where the plon is registered. Information about these plans is as fallows:

2008 2007

Change in Accrued Benehit Obligation During the Year:

Accrued benefit obligation, beginning of year $ 643.0 $ 5880
Employee contributions 2.3 22
Current service cost 6.7 8.2
Inferest on accrued benefit cbligation 32.3 3.9
Benelits paid {44.2) {46.5)
Net achuarial gain {42.2) {19.5)
Restructuring fnote 17] — 2.8
Foreign currency exchange rale impact (89.1) 759

Accrued benefit obligation, end of yearll $ 508.8 $ 4430

Change in Plan Assets Doring the Year:

Plon assels, beginning of year $ 5305 § 4754
Actual return on plan ossets (104.7) 149
Employer contributions 19.1 250
Employee conlributions 23 22
HBenefits paid {44.2) {46.5)
Foreign currency exchange rate impodt {65.7} 59.5

Plan assels, end of yeart!! $ 3373 $ 5305

Reconciliation of Funded Status:

Accrued benefit obligation $ 508.8 $ 4430

Plan assels 337.3 530.5

Acerved benefit obligation in excess of plon assels (171.5) (112.5)
Unamortized net aciuarial loss 2159 155.4
Unamortized prior service cosls © a7 7.3
Uneimortized net iransitional osset (4.5) (7.0}

Net aceruad benefit asset . § 44.6 $ 432

{1} All plans heve sectued beneRit ebligofions in excess of plan assets before unemorized amounts.

20¢8 2007

Components of Net Pension Expense:

Current service cost 5 67 $ 8.2

Interest on accrued benefit obligation 32.3 31.9

Acluat refum on plan assels 104.7 {14.9)

MNat actuarial gain (42.2} {19.5)

Restruciuringl® {nofe 17) ) 1.3 28

Difference befwean aclual and expected retum on plan assels (144,1} [24.9}

Differance between aciual and recognized net octuarial loss 50.7 27.6

Difference between actuol and recognized prior service cosls 1.4 1.5

Amertizalion of net fransitional assst {1.3) {1.1}

Net periodic pension expenss $ 95 § 116

(2} In the Rt quortercf 2008, the Compony recaived regulatory appraval relulinﬂ to & paic) wind-up of pension plan cbligations es a reslt of &

disposition of imberdand assels in New Brunswick in 2008 and recorded o <ell

emant expense of $1.3 fin selling, general and administrative costs.
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The net acluarial goin of $42.2 is primarily the result of a change in the rate used to discount the accrued benefit obligatians.

2008 2007
Significant Weighted-Average Actucrial Assumptions: '
Used in caleulation of nef periodic pension expenss for the year:
Discount rale 5.42% 5,17%
Expected [eng-term rate of return on plan assets 8.00% 8.00%
Rate of compensation increase 3.82% 3.81%
Used in calculation of acerued benefit obligation, end of year:
Discount sate 6.18% 5.42%
Rate of compensation jncreass - 3.82% 3.81%

The weighted average asset allocation of Fraser Papers defined benefit pension plon assels is as follows:

Asset calegory:
Equity invesfments 64% 69%
- Fixed income invesfments 6% 31%
Tokal ssets 100% 100%

The consolidaled statements of operations include $3.5 (2007 - $2.7) related fo contributions o Fraser Papers’ defined
contribution pension plons,

Post-Retirement Bencefit Plans

Fraser Papers funds health care benefits cosls on a pay-as-you-go-hasis. Fraser Papers’ chligations under its post-retirement
benelit plons are determined periodically through actuarial valuations, which are conducted no less frequently than every three
years, Information about these plans is as follows:

2008 2007

Change in Accrued Benefit Obligation Puring the Year:

Accrued benefil obligation, beginning of year § 60.7 § &
Current service cost 0.5 0.4
Interest on accrued benefit obligation 3.2 34
Benefits paid (3.4) {3.5)
Net aciuarial gain (9.5) .1
Plon anendment ] 0.8 13
Restructuring fnofe 17} - 0.5
Foreign currancy exchonge rale impact (5.6) 5.4

Accrued bensfit obligation, end of yeor § 4s.8 § 607

Reconciliation of Funded Status:

Accrved bensfit obligation 5 46.8 $ 607

Plan assels —_ —

Accrued benefit obligation in excess of plon assels [46.8) (60.7)
Unamortized net aduariol Joss 7.4 18.1
Unamorlized prior service cost 1.9 {1.6)

Net accrued benefit liability $ (37.5) § 442
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2008 2007

Components of Net Posi-refirement Benefit Expense:
Current service cost 5 06 $ 0.4
Interest on acerved benefit obligation 3.2 34
Plan amendment 0.8 1.3
Net actuarial gain (9.5) {2.1)
Diference between aclual and recognized net actuarial less 10.6 10,6
Difference beiwaen actuol and recognized prior service losses {3.5) 14.8)
Restrucluring [note 17] -_ 0.5
Net periodic post-relirement benefit expense 5 22 $ 2.5
Significant Weighted-Average Actuarial Assumplions:
Used in caleulation of net post-refirement benefit expense far the year:

Discount rale 5.58% 5.33%
Used in caleukition of accrued benefit ebligation, end of year:

Dizeount rate 6.22% 5.58%
Mealth care cost trend rate used in calculotion of accrued benefit ebligation,
end of year:

lnilial rate Q72% 9.78%

Ultimate rale 5.00% 5.00%

Year ullimate rale reached 2017 2014
Sensitivity to change in health care cost trend rate,
for year ended December 31, 2008: 1% increase 1% increcse

Impact on net periodic post-refirement benefit expense 0.5 0.5

Impact on accrued benefit obligation 4.4 7.0

NOTE 9. INCOME TAXES .
Fulure income faxes reflect the net tax effects of temporary differences batwaen the carrying amounts of assets and liabilities in
the consolidated financial statements and the amounts used for income tax purposes.

Significant components of the provision for recovery of income taxes are as follows:

2008 2007
Current fax expense $ (0.4) $ {1.4)
Future income lax recovery 0.5 14.8
Incoma fax recovery 5 04 3 134

The differences between income taxes computed using stofolory tox rafes and income fax as recarded are as follows:

2008 2007
loss bafore income faxas $ {72.0) $  136.5)
Tax recovery ot combined skiulory rates 23.0 19.1
Fffect of:

Rate differences on different jurisdictions 5.0 0.3
Nan-faxable porfion of net capital gains 1.8 225
Foreign exchange and other {11.0) 1.7
Change in valuation allowance (18.7) (30.2)
Income fox recovery 8% 0 $ 134
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The income tax effects of temporary differences that give rise to fulure income foxes are as follows;

2008 2007
Benefit of tox foss ecarry forwards $ 1510 $ 1264
Post-employment benefits (1.0) 0.2
Current future income fax assets 5.9 20
Other future income tax assets, net 2.9 8.1
Property, plant and equipment {40.5) [45.8]
Fulura income faxes 5 118.3 $ 981
less: Valuation allowance (121.5) {102.8)
Fulura income koxes, net . 5 (39 $ 47
Represenfed byz
Curcent fulure income fax asset $ 03 $ 0.2
Long-term future income tax liohility {3.5) (4.9}
5 (3.2) § (4.7}

The benefit of jax loss carry-forwards includes the benefit of $326.4 (2007 - $272.3] of nel losses in the United States
which expire between 2024 and 2028, A voluation allowance of $121.5 {2007 - $102.8) has bean provided against the benefit
of incom lax assels as it is not mare likely than nei that they will be realized, Included in the valuation allowonce is $142.4
{2007 = $123.8} of fulure income fx assets related ta these losses, partly offset by $20.8 {2007 - $21.0) of net Rture income
tox liabilities. The Company hus $71.7 (2007 - $63.3) of loss carry-forwards in Canada which expire between 2014 and 2027,

Income or Incomerreleied faxes of $0.6 {2007 — $2.3) were paid during the yean There is no income tax recoverable
(2007 = $1.2) in aecounts receivable, as ot December 31, 2008,

MOTE 10. SHAREHOLDERS’ EQUITY

2008 2007

Common shares - 50,166,789 {2007 — 29,509,876} shares oulsionding $ 349.7 $ 4900
Coniributed surplus 6.9 57
Accumulative other comprehensive income 2.6 0.2
Deficit (274.9) {203.0)
5 2843 $ 2929

The cuthorized capital stock of the Compony consists of an unlimited number of Class A preferved shares, Class B preferred
shares, non-veling porlicipaling shares and common shares.

The weighted average aumber of shares outstanding used for calculating lots per share wos 48,445,380
{2007 - 29,509,876).

In the fourth quarter of 2007, the Company filed o final shori form prospectus with securities regulators in Conada ralating
fo the OFfering. Under the Offering, the Company disiributed righis te existing shareholders lo purchase 20,656,913 shores,
ot a purchase price of CAD$2.90, On January 24, 2008 the Company issued 20,656,913 shares and received net proceeds
of $59.7.

Under Fraser Papers” Stock Option Plan, the Board of Direciors may issua stock oplions 1o cerlain officers of the Company.
These opfions have & ten year life and vest evenly over five years and are valued at the gront date vsing the Black-Scheles
valuation model using the Following assumptions:

2008 2007
Risk-free interest rate : 3,9% 3.9%
Velofility 38.0% 32.0%
Dividend yield 0.9% 0.0%
Expeced life 7.5 years 7.5 yetrs

Tolal compensafion expense in 2008 was $1.2 {2007 ~ $0.9] for these stock oplions.
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The following fable summarizes the changes in options cutstanding and the impact on the weighted average per share
exercise price during the year:

2008 2007
Weightad Weighted
Average Averoge
Number of  Exercise Price Number of Exercise Price
Options {CADS) Oplions {CADSE)
Balance, beginning of year 1,630,000 § 7.89 730,000 $ 1079
Options granted 1,445,000 3.01 1,015,000 . 599
Options cancelled {360,000} 5.14 {115,000 2.50
Balance, end of year 2,715,000 5 5.66 1,630,000 $ 789
The following foble summearizes oplions culstanding and the welghted average exercise price, os ot December 31, 2008;
Opfions Vested
Cplicns Quistanding and Exercisable
Weighted Average ~ Weighted Average
) Number of Remaining Exercise Pricel” Number of
Year granted Options Conlraciual tife {CAD$) Cplions
2004 . 195,000 57 $ 1645 156,000
2005 . 16,000 4.1 14.59 6,000
2006 355,000 7.1 8.04 142,000
2007 $00,000 8.1 599 180,000
2008 1,255,000 A 3.01 —
2,715,000 8.3 3 3546 484,000

1) O&ﬁn?z gn:;red in 2004 ~ 2007 were issund o the welghted average exercisa pries for Thoss years. Ogtions gronled in 2008 are excrcisoble at prices
of $2.2210 3,10,

NOTE 11, CHANGE IN NON-CASH WORKING CAPITAL
The net change in non-cash working copital balances is comprised of the following:

2008 2007
Cash provided by {used for: )
Accounts recedvable $ 27.8 $ 104
Inventory (1.2} {7.5)
Accounts payable and acerued liabilifies {17.0} 14
5 9.6 $ 172

NOTE 12. FINANCIAL INSTRUMENTS
Foreign Currency Rate Risk
Fraser Papers holds assels and liabilities in Canadian dollars and incurs o significant portion of its costs in Canadian dollars,
From lime lo fima Fraser Papers enters into forward foreign exchange contracts to hedge the impact of foreign exchange rate
changes on these ossals, liabilifies and costs. Fraser Papers does not use derivalive finaneial insiruments for speculutive purposes.
As af December 31, 2008, the Company has oulsfanding forward foreign exchange contracks of $41.0 (2007 - $30.2],
which are designaled as a fair valus hedge agoinst certain Canadion dollor-deneminated net menstary liakifities, The
consolidated stotements of operations for the year ended December 31, 2008 include a realized loss of $7.4 [2007 - gain of
$8.0} on matured forward foreign exchange contracts and an unrealized loss of $0.1 (2007 - guin of $0.2) on outstonding
contracts. These realized and unrealized gains or losses are offset by realized and unrealized losses or gains on the net monetary
liobilities being hedged.
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As of December 31, 2008, the Company has forward foreign exchange contracts of $91.5 (2007 - $42.4) as a hedge of
anticipated fulure Conadion dollar cosh ouflows end no contracts {2007 ~ $60.01 as o hedge of anticlpated fulure Caneidion
dollar cash inflows, These contracts hove varying maturity dates in 2009. The consolidated stoiaments of operations for the year
ended December 31, 2008 include o radlized loss of $4.0 (2007 ~ gain of $2.5) on motured forword foreign exchange
contracts, An unrealized gain of $3.4 {2007 - $0.4) is recorded in other comprehensive income, These contracts effectively fix
the exchange rate ab which certain anficipated future Canadion dollor-denominaled cash lows will be ineurred,

Credit Risk

Fraser Papers does net have o frade receivoble balance greater than $5.8 from any individual customer as at December 31,
2008 {2007 ~ $7.9). The Company reviews a cusiomer’s credit raling before extending or increasing cradit and conducls regular
teviews of existing cusfomers’ cradit performance, The consolidated statements of operations for the year ended December 31,
2008 includes bod debt expense of $0.2 [2007 = $nil). The allowance for doubHul accounts as ot December 31, 2008 was

$0.4 (2007 - $0.2),

Earnings Sensitivity

Fluctuations in market prices expose the Company o polential negative effects from market risk, which is composed of changes in
currency exchange rales {currency risk), changes in interest rofes [interest rate risk) and changes in the selling prices of the
Cormpany’s products {price risk).

Currency Risk

With production facilities in Canado, o significant porfion of the Company’s operafing cosls are sourced in Canadian dollars, For
the year ended December 31, 2008, a US§0.01 change in the foreign exchange rate would have impacted pre-tax loss, before
the impact of the Company’s hedging program, by $3.6.

Interest Rate Risk

Interest rates on the Company’s borrowings are subject to change and could offect the profitability of the Company. The Campany
currently manages its interest rate risk by mointaining three borrowing facilities to support its fiquidity requirements, One of these
facilifies aliracts interest af a fixed rale of 4.7% while the others afiract interest ot floating rotes, Inferest rate swaps are an
available alfernative fo further reduce the Company’s exposure fo fluduations in interest rates, For the year ended December 31,
2008, a 100 basis point change In markat inferest rates would have impucted pre-tax loss by $0.5.

Price Risk

Markets for some of Fraser Papers’ products ore highly cydlical in nature. Fram fime to fime, Fraser Papers enters inlo commodity
futures contracts which serve 1o hedge < portion of Fraser Papers’ future sales agoinst changes in the selling price for these
products, Fraser Papers does not use derivative financiol instruments for speculafive purposes.

The Company is exposed to variability in commedity prices on the sale of its paper; pulp and lumber products. A $25
per ton change in the volue received on the sale of paper products would have impacted pre-tax loss for the year ended
December 31, 2008, by $14.1. A $25 per lonne change in pulp prices would have affected pre-tax loss for the year ended
December 31, 2008, by $1.3. For the year ended December 31, 2008, pre-tux loss would have been impocied by $4.8 with a
change in lumber prices of $25 per Mbfem, The Company considers the use of pulp and lumber hedges to limit its exposure fo
variobility in pricing.

During the year, Fraser Papers entered info lumber futures contracts representing 30.8 million board feet of fumber
(2007 - 13.2), which effectively fixed the selling price for lumber delivered on the expiry date and were designated os a hedge
of a portion of future lumber soles. These contracts matured In the fourth quarier of 2008 and first quarter of 2009 and are
highly effective at mitigating the impact of changing lumber prices. The consolidated statements of operations for the year ended
December 31, 2008 Include a realized gain of $0.7 [2007 - $0.6} on matured lumber fulures centracts and on unredlized gain
of $0.7 (2007 ~ nil) Is recognized in other comprehensive income during year. There is no hedge ineffectiveness on these
contracts. Conlracts representing 1.7 million baard feet of lumber {2007 - nil] were culstanding af December 31, 2008.
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NOTE 13. CAPITAL MANAGEMENT

The Compuny moniters capilal on the basis of the net debt to net debt plus equily ratio. Net debt is bank indebfedness plus long-
term debt, less cash and cash equivalents. Equity comprises oll components of shareholders' equity,

The Company seeks lo maintain a conservative net debt to net debt plus equity rolio while moinicining adequale liquidily to
achieve ils business plans. Fraser Papers manages the ferm of ifs debt with considerafion to the expected fife of ils net assets. As
such, shareholders’ equily is malntuined ot omounts in excess of tha carrying volue of property, plant and equipment. The
Company’s current net debf o net debt plus equity rafio is 25%. In order to mainfain or medify the capital siruciure the Company
has a number of allernatives, subject to cerfein approvals, including; issve additioncl shares; repurchase of its own shares on the
market; retum capilal to shareholdars; and the issuance cf, or repayment of debt.

NOTE 14. COMMITMENTS AND CONTINGENCIES
Guaranteas

Brookfield has provided guarantees to the fenders of the Company in support of its credit Tucilifies. The moximum emount of the
guaraniees is $50.0, Fraser Popers has provided Brookfield with a guaraniee that it will repay Brookfield any amounis paid by
Brookfield fo Fraser Popers' lenders. The guarantees are secured by o fixed charge on cerfaln of Fraser Papers” assets,

Norhord hes previded guarantees for certein obligations of Fraser Papers under a financial commitments agreement {the
"FCA"). These guarantess wera previously obligotions of the papar division of Norbord. At December 31, 2008, the maximum
potential ameunt of tha obligations guaranteed wus estimaled to be $1.0 (2007 - $4.4).

Under the FCA, Froser Papers ngreed fo provide letters of credit or other accepinble collateral to secure any guarantees
oufstonding on December 31, 2008. As securify for thess ongoing financie! cammiiments to Fraser Papers, Norberd has the
right, of any lime, to require Froser Papers fo provide o fixed first charge securily interest over certain of Fraser Papers’
manufacturing facilifies,

Other

Fraser Papers hos enlered info varlous commitments for the futore supply of operating services and materials. Commitments
under employee benefit plans, operafing leases and other obligations for which the cash flows are fixed or determinable ot
December 31, 2008, are:

Employes  Operating Leases

Benefit Plans and Other Total

2009 $ 208 $ 232 $ 540
2010 354 0.3 . 357
2071 41.7 0.2 419
2012 30.9 Q.1 1.0
2013 18.0 — 18.0
Subsequent 61.5 —_ 41.8
$ 2183 $ 238 $ 2421

MOTE 15. RELATED PARTY TRANSACTIONS .
Fraser Papers purchased $4.8 [2007 — $56.7) of eleciricity for its Gorhom paper mill, from Brookfield and iis affifiates. Included in
accounts payable and acerued kibilities is $1.0 (2007 — $0.5) reloted to these purchases.

Fraser Papers has invested in converiible, preferred unils {the “Unils"} of Katahdin, an indirecily, wholly cwned subsidiory of
Brookfield. The Units carn a preferentiol comulative disiribution of 5% per anoum. Cumulative distributions occrued on this
investment amount o $2.6 {2007 - 2.1

Fruser Papers has leased cartain productive equipment owned by Katahdin, The lease payment amounts are determined with
refersnce fo The profts gensrated by those asses such that all of the profits eamed by Fraser Papers on those assefs, net of a
mancagement fee, are remitied fo the lessor as lease poyments. During the year, Fraser Papers eamed a monagement fee of
$7.5 (2007 — $8.0) from Katchdin. Included in accounts receivable is $0.6 {2007 - $2.5} relafed fo these fees,

During 2008, Fraser Popers sold $1.7 {2007 — $3.3) of goods and servicss to Katahdin. Included in accounts receivable is
$0.1 {2007 — $0.8) relaled to these soles.

Fraser Papers has entered into 20 year fibre supply ogreements with Acadian. During the year, purchases of fibre from
Acadian amounted to $26.1 {2007 - $33.8). Included in accounts payoble and accrued libilities is $1.0 {2007 - $1.0} relafed
to these purchases. The Company paid $1.5 {2007 - $0.8] to Acadian as a fee for administering the Company’s Crown Licenses.
The Company’s prior equily inferest in Acadian generated distributions of $2.3 in 2007,
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Subsequent fo December 31, 2008, Fraser Popers announced the sale of approximately 10,500 fons of finished goods
paper inventory fo Brookfield for proceeds of approximately $11.7. In addition, the Company has agreed fo supply paper to
Brookfield through July 31, 2009, ot market prices less o« merchont’s discount of 3.5%. Fraser Papers will provide soles and
administraiive support lo Brookfield,

In connection with the Offering, Fraser Papers enfered info o Standby Purchase Agreement with Brookfield, in which
Brookfield agreed 1o exercisa all of its rights and would purchase any common shares not otherwise subseribed for by other
shareholders of the Company. As o result, Brookfield paid CAD$54.6 to acquire 18,813,241 shares, increasing their ownership
interest o 70.5% of the Company.

Brookfield has provided the Company with a facility with a notional amount of $350.0 to enter inlo forward foreign
exchange confracts as part of the Company’s hedging activities. At December 31, 2008, the Company has entered into forward
Foreign exchange confracts of $41.0 {2007 - $30.2) as a hedgs agoinst cariain Canadian dollar-denominated net monetary
liabilities, nil (2007 - $60.0) as a hedge of anficipated fulure Canadion dollar cash inflows and $100,3 (2007 - $35.2) as o
hedge of anficipated Rture Conadion dollar cash ouflows, under this facility.

The Company has agreed to pay guarantee fees fo Brackfield in connection with guareniees fo Fraser Papers” lenders in
support of Froser Papers” eredit facilifies. The fees ore equol o on onnualized rate of approximotely 2.0% of fhe maximum
amount of the guaraniees of $50.0 [or $1.0 per year).

Fraser Papers is dependant on the confinued financial support of Brookdiald, Without this support, it is possible that the
Compony may not be able to secure olfernalivi sources of financing with terms that are sulisfactory fo the Comparny [see also
nole 14).

All refated parly iransackions are recorded of the exchange amount,

NOTE 16. SALE OF EQUITY INVESTEE

On Seplember 26, 2007, Froser Papers sold ils interest in Acadian for net proceeds of $38.4, which were reccived in the fourth
quarter of 2007. As the units in Acadicn had a bock valve of nil, @ gain of $38.4 was recorded on the Iransaction.

NOTE 17, CLOSURE OF PAPER MANUFACTURING CAPACITY

During the second quarter of 2007, Fraser Papers permanently shut down two uncoated freesheet paper machines at its East
Papers operations. As o result, Fraser Papers recorded a restruciuring charge of $15.9 including an impairment charge related to
property, plont and equipment and spore paris inventory of $9.2 end other costs of §6.7,

NOTE 18. SEGMENTED INFORMATION
Geographic Segments
Net sales by geographic segment are determined based on origin of shipment and therefere include export soles.

Net Sales Properly, Plant and Equipment
2003 2007 2008 2007
Uniled Stotes $ 590.1 $ 5887 $ 121.4 3 1.2
Canada 28.5 12560 134.6 135.0
Combined total § 688.6 $ 7147 § 256,0 $ 2662

Operating Segments
As an infegrated producer of paper and pulp os s principal business, Fraser Papers has one reporiable sagment. Its lumbermill
operations are an integral part of ifs overall business as these facilities provide fibre for the internal produdiien of pulp.

NOTE 12. COMPARATIVE FIGURES .
Cerlain comparative figures hove besn reclassified from those previously presented o conform lo the current year's presentation,
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2008 Annuol Repent o A7

| 55 .



Corporate Information

CORPORATE OFFICE SHAREHOLDER INFORMATION

Fraser Papers Inc. Transfer Agent & Reglstrar

Suite 200, 181 Bay Streat CIBC Mellon Trust Company

Brookfield Place PO, Box 7010
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Foesimile [418) 359-8404 Telephone (416) 643-5500 or {800} 387-0825

e-mnil: inquires@cibemellon.com
Media and Investor Relations:

Glen MeMillan
Sentor Yice President and Chief Finaaciol Officer
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Paper sales
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Telephone {819} 985-5006

Hate: This report conleing forward-laoking informefion that is brsed ont cerfoin ossumptions and seflects the Company’s current expeciations.
Forward-Jasking infermolion typically eenlalns stofements with words such os “eonsider”, "anticipalo”, *belizve”, “expoct’, *elon®, “nfend”, "likely”, “will",
“cauld®, "seek”, “eskimate”, “possible®, “lorasee”, “can’, “shauld” or similar wards, ar varioions of hose words suggesfing fulure culcomes. Readars should
be cvors that thesa stolements are sublect o known and unknown fisks, uncerialnties ond othar facters thot could cause aciuol results o differ matwially from
those suggested by th forword-locking statements, Significant risks that impoct Fraser Fapers” business and fulure performonce are discussed i The Annval
Information Farm and other documents filed with Conadion securlios regolofory authorities, The Gompany caufions that the st of risks and othor faclors
diseussed in thoss documents may not be exhoustive ond readars should consider thoss risks, as well os other uncertoinfies and factors and polential evanls.
Allhough Fraser Papers believes i has reasonable basit for making the farwardrocking statements included in this report, reoders are coufioned net fo place
undue rellonce ca such forward-looking infomation. Fraser Papers underiukes no cbligation, except s required by low, fo updale publicly or otherwise
revise any farward-loaking Information, whether as a result of new informution, future events or atherwisa,

This annual repost has been printed on Fraser Gorhom 92 Opague. Fraser producss a Rl line of opaque prinfing popers
for end uses such as pharmaseuticel inserts, reference materials, finonciat publictions and commercial peinting. PRINTED IN CANADA
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Fraser Papers Inc.
Suite 200, 181 Bay Street, Brookfield Place
Toronito, Ontario M5J 2T3
Telephone (416} 359-8605 or 1 (866) 969-0061
Facsimile (416) 359-8606
www.froserpopers.com
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