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FORM 10-Q

☒       QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended June 30, 2016

☐       TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from _____ to _____

Commission File Number 0-11102
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incorporation or organization) Identification No.)

4041 SW 47 AVENUE

FORT LAUDERDALE, FLORIDA  33314

(Address of principal executive offices)

954-587-6280

(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes ☒  No  ☐

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such
files). Yes  ☒  No ☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer  ☐Accelerated filer    ☐
Non-accelerated filer  ☐ Smaller reporting company ☒

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes ☐  No ☒

At August 11, 2016, 9,146,940 shares of the registrant’s Common Stock were outstanding.
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PART 1 - FINANCIAL INFORMATION

Item 1. Financial Statements

OCEAN BIO-CHEM, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

June 30 ,
2016

December 31,
 2015

(Unaudited)
ASSETS
Current Assets:
Cash $1,795,573 $2,468,415
Trade accounts receivable less allowances of approximately $85,000 and $78,000,
respectively 5,565,906 5,092,040

Receivables due from affiliated companies 1,072,680 1,051,091
Inventories, net 8,800,462 7,914,950
Prepaid expenses and other current assets 883,804 942,820
Deferred tax asset 132,539 125,335
Total Current Assets 18,250,964 17,594,651

Property, plant and equipment, net 5,057,368 5,356,388
Intangible assets, net 1,002,828 1,037,968
Total Assets $24,311,160 $23,989,007

LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities:
Accounts payable – trade $1,787,478 $1,101,720
Current portion of long-term debt 457,485 451,148
Income taxes payable 79,338 ----
Accrued expenses payable 1,309,925 1,098,721
Total Current Liabilities 3,634,226 2,651,589

Deferred tax liability 339,430 365,012
Long-term debt, less current portion 97,314 328,818
Total Liabilities 4,070,970 3,345,419

Commitments and contingencies
Shareholders' Equity:
Common stock - $.01 par value, 12,000,000 shares authorized; 9,008,855 shares and
8,983,374 shares issued, respectively 90,089 89,834

Additional paid in capital 9,308,658 9,287,313
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Foreign currency translation adjustment (284,648 ) (284,442 )
Retained earnings 11,126,091 11,550,883
Total Shareholders' Equity 20,240,190 20,643,588

Total Liabilities and Shareholders' Equity $24,311,160 $23,989,007

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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OCEAN BIO-CHEM, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(UNAUDITED)

Three Months Ended Six Months Ended
June 30, June 30,
2016 2015 2016 2015

Gross sales $9,151,446 $9,144,836 $16,223,981 $15,473,179
Less: discounts, returns, and allowances 427,103 406,131 749,558 732,045

Net sales 8,724,343 8,738,705 15,474,423 14,741,134

Cost of goods sold 5,053,439 5,574,607 9,421,576 9,540,387

Gross profit 3,670,904 3,164,098 6,052,847 5,200,747

Operating Expenses:
Advertising and promotion 869,648 931,633 1,585,520 1,547,505
Selling and administrative 1,793,962 2,056,828 4,279,825 3,478,374
Total operating expenses 2,663,610 2,988,461 5,865,345 5,025,879

Operating income 1,007,294 175,637 187,502 174,868

Other expense
Interest, net (expense) (4,913 ) (8,820 ) (10,797 ) (18,895 )
Other (expense) --- --- --- (12,522 )

Income before income taxes 1,002,381 166,817 176,705 143,451

Provision for income taxes 345,840 53,120 60,966 45,680

Net income $656,541 $113,697 $115,739 $97,771

Earnings per common share – basic and diluted $0.07 $0.01 $0.01 $0.01

Dividends declared per common share $--- $--- $0.06 $---

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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OCEAN BIO-CHEM, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(UNAUDITED)

Three Months Ended Six Months Ended
June 30, June 30,
2016 2015 2016 2015

Net Income $656,541 $113,697 $115,739 $97,771
Foreign currency translation adjustment (2,540 ) 2,347 (206 ) (5,768 )

Comprehensive income $654,001 $116,044 $115,533 $92,003

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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OCEAN BIO-CHEM, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)

Six Months Ended
June 30,
2016 2015

Cash flows from operating activities:

Net income $115,739 $97,771
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 491,495 446,799
Deferred income taxes (32,786 ) (27,978 )
Loss on sale of property, plant and equipment --- 12,522
Other operating non-cash items 92,334 33,030

Changes in assets and liabilities:
Trade accounts receivable (480,437 ) 852,922
Inventories (966,496 ) (1,029,911)
Prepaid expenses and other current assets 59,016 138,775
Receivables due from affiliated companies (21,589 ) (175,685 )
Accounts payable and other accrued expenses 976,300 292,128

Net cash provided by operating activities 233,576 640,373

Cash flows from investing activities:
Purchases of property, plant and equipment (157,335 ) (670,525 )
Cash paid for patent and trademark registration --- (6,594 )
Sale of property, plant, and equipment --- 55,000
Net cash used in investing activities (157,335 ) (622,119 )

Cash flows from financing activities:
Payments on long-term debt (225,167 ) (214,865 )
Dividends paid to common shareholders (540,531 ) ---
Proceeds from exercise of stock options 21,600 ---
Net cash used in financing activities (744,098 ) (214,865 )

Effect of exchange rates on cash (4,985 ) (19,342 )

Net decrease in cash (672,842 ) (215,953 )

Cash at beginning of period 2,468,415 3,062,729
Cash at end of period $1,795,573 $2,846,776
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Supplemental disclosure of cash flow information:
Cash paid for interest during period $11,430 $19,506
Cash paid for income taxes during period $--- $118,000

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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OCEAN BIO-CHEM, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1.SUMMARY OF ACCOUNTING POLICIES

Interim reporting

The accompanying unaudited condensed consolidated financial statements include the accounts of Ocean Bio-Chem,
Inc. and its wholly-owned subsidiaries. All significant inter-company accounts and transactions have been eliminated
in consolidation. Certain prior period data have been reclassified to conform to the current period presentation.  Unless
the context indicates otherwise, the term “Company” refers to Ocean Bio-Chem, Inc. and its subsidiaries.

The unaudited condensed consolidated financial statements have been prepared in accordance with United States
generally accepted accounting principles (“GAAP”) for interim financial information and with the instructions to Form
10-Q and Article 8 of Regulation S-X.  Accordingly, they do not include all of the information and footnotes required
by GAAP for complete financial statements.

The financial information furnished herein reflects all adjustments, consisting of normal recurring items that, in the
opinion of management, are necessary for a fair presentation of the Company’s financial position, results of operations
and cash flows for the interim periods.  The results of operations for the three and six months ended June 30, 2016 are
not necessarily indicative of the results to be expected for the year ending December 31, 2016.

The information included in this Form 10-Q should be read in conjunction with the Company’s Annual Report on
Form 10-K for the year ended December 31, 2015.

Use of estimates

The preparation of condensed consolidated financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period.  Actual results could differ
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from those estimates and assumptions.

2.RECENT ACCOUNTING PRONOUNCEMENTS

There have been no accounting pronouncements or changes in accounting pronouncements during the six months
ended June 30, 2016 that are expected to have a material impact on the Company’s financial position, results of
operations or cash flows.  Accounting pronouncements that became effective during the six months ended June 30,
2016 did not have a material impact on the Company’s financial position, results of operations or cash flows, or on
disclosures made by the Company.
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3.INVENTORIES

The Company’s inventories at June 30, 2016 and December 31, 2015 consisted of the following:

June 30,

2016

December 31,

2015
Raw materials $3,678,023 $ 3,749,702
Finished goods 5,483,305 4,445,130
Inventories, gross 9,161,328 8,194,832

Inventory reserves (360,866 ) (279,882 )

Inventories, net $8,800,462 $ 7,914,950

The inventory reserves shown in the table above reflect slow moving and obsolete inventory.

The Company manages an inventory program for one of its customers to improve the promotion of the Company's
products.  The Company manages the inventory levels at the customer’s warehouses and recognizes revenue as the
products are sold by the customer.  The inventories managed at the customer’s warehouses amounted to approximately
$459,000 and $543,000 at June 30, 2016 and December 31, 2015, respectively, and are included in inventories, net on
the condensed consolidated balance sheets.

4.PROPERTY, PLANT & EQUIPMENT

The Company’s property, plant and equipment at June 30, 2016 and December 31, 2015 consisted of the following:

Estimate

Useful Life

June 30,

2016

December 31,

2015
Land $278,325 $278,325
Building and improvements 30 years 4,652,669 4,652,669
Manufacturing and warehouse equipment 6-20 years 9,192,385 9,072,162
Office equipment and furniture 3-5 years 1,283,045 1,293,609
Construction in process 224,558 215,155
Leasehold improvements 10-15 years 544,146 544,146
Vehicles 3 years 42,283 42,283
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Property, plant and equipment, gross 16,217,411 16,098,349

Less accumulated depreciation (11,160,043) (10,741,961 )

Property, plant and equipment, net $5,057,368 $5,356,388
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5.REVOLVING LINE OF CREDIT

On August 4, 2014, the Company and Regions Bank entered into a Business Loan Agreement (the“Business Loan
Agreement”), under which the Company was provided a renewed revolving line of credit. Under the renewed revolving
line of credit, the Company may borrow up to the lesser of (i) $6 million or (ii) a borrowing base equal to 80% of
eligible accounts receivable (as defined in the Business Loan Agreement) plus 50% of eligible inventory (as defined in
the Business Loan Agreement). Interest on amounts borrowed under the revolving line of credit is payable monthly at
the 30 day LIBOR rate plus 1.65% per annum, unless the Company’s debt service coverage ratio (generally, net
operating profit plus depreciation, amortization and lease/rent expense divided by current maturities of long-term debt
plus interest and lease/rent expense, calculated on a trailing twelve month basis) falls to or below 2.0 to 1, in which
case interest is payable at the 30 day LIBOR rate plus 2.65% per annum.

Outstanding amounts under the revolving line of credit are payable on demand. If no demand is made, the Company
may repay and reborrow funds from time to time until expiration of the revolving line of credit, at which time all
outstanding principal and interest will be due and payable. The revolving line of credit, which was to expire on July 6,
2016, has been extended through August 30, 2016 on substantially the same terms as previously in effect (the
Company currently is engaged in negotiations with Regions Bank with regard to a new revolving line of credit
facility). The Company’s obligations under the revolving line of credit are secured by, among other things, the
Company’s accounts receivable, inventory, contract rights and general intangibles and, as a result of
cross-collateralization of the Company’s obligations under the term loan described in Note 6 and the revolving line of
credit, real property and equipment at the Montgomery, Alabama facility of the Company’s subsidiary, Kinpak, Inc.
("Kinpak"). The Business Loan Agreement includes financial covenants requiring a minimum debt service coverage
ratio (generally, net operating profit plus depreciation, amortization and lease/rent expense divided by current
maturities of long-term debt plus interest and lease/rent expense) of 1.75 to 1.00, calculated on a trailing twelve month
basis, and a maximum debt to capitalization ratio (generally, funded debt divided by the sum of total net worth and
funded debt) of 0.75 to 1, tested quarterly. At June 30, 2016 and December 31, 2015, the Company was in compliance
with these covenants. The line of credit is subject to several events of default, including a decline in the majority
shareholder’s ownership below 50% of all outstanding shares. At June 30, 2016, the Company had no borrowings
under the revolving line of credit. (As previously disclosed, the Company was not in compliance with the debt service
coverage ratio covenant at March 31, 2016, which resulted in an event of default under the Business Loan Agreement.
However, Regions Bank waived the default through May 9, 2017 and, as indicated above, at June 30, 2016, the
Company regained compliance with the covenant.)

6.LONG TERM DEBT

On July 6, 2011, REFCO provided to the Company a $2,430,000 term loan with a fixed interest rate of 3.54%, subject
to an increase to 4.55% in the event the Company's debt service coverage ratio (net profit plus taxes, interest,
depreciation, amortization and rent expense divided by debt service plus interest and lease/rent expense, calculated on
a trailing four-quarter basis) falls to or below 2.0 to 1. Principal and interest on the term loan are payable in equal
monthly installments through July 6, 2017, the date on which the term loan matures. The proceeds of the term loan
were used to pay the Company’s remaining obligations under a lease agreement relating to industrial revenue bonds
used to fund the expansion of Kinpak’s facilities and acquisition of related equipment. At June 30, 2016,
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approximately $478,000 was outstanding under the term loan. The term loan and the revolving line of credit under the
Bank Loan Agreement are cross-defaulted (i.e., a default under one instrument is a default under the other).

At June 30, 2016 and December 31, 2015, the Company was obligated under capital lease agreements covering
equipment utilized in the Company’s operations.  The capital leases, aggregating approximately $77,000 and $88,000
at June 30, 2016 and December 31, 2015, respectively, mature on July 1, 2020 and carry an interest rate of 2%.

The following table provides information regarding the Company’s long term debt at June 30, 2016 and December 31,
2015:

Current Portion Long Term Portion

June 30,
2016

December 31,

2015

June 30,
2016

December 31,
2015

Term loan $440,315 $ 432,601 $37,400 $ 259,503
Capitalized equipment leases 17,170 18,547 59,914 69,315

Total long term debt $457,485 $ 451,148 $97,314 $ 328,818

Required principal payments under the Company’s long term obligations are set forth below:

12 month period ending June 30,
2017 $457,485
2018 56,463
2019 19,414
2020 19,773
2021 1,664

Total $554,799

9 
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7.RELATED PARTY TRANSACTIONS

During the three and six months ended June 30, 2016 and 2015, the Company sold products to companies affiliated
with its Chairman, President and Chief Executive Officer. The affiliated companies distribute the products outside of
the United States and Canada. The Company also provides administrative services to these companies. Sales to the
affiliated companies aggregated approximately $460,000 and $493,000 during the three months ended June 30, 2016
and 2015, respectively, and approximately $1,006,000 and $1,218,000 for the six months ended June 30, 2016 and
2015, respectively.  Administrative fees aggregated approximately $179,000 and $162,000 during the three months
ended June 30, 2016 and 2015, respectively, and $302,000 and $269,000 for the six months ended June 30, 2016 and
2015, respectively. The Company had accounts receivable from the affiliated companies in connection with the
product sales and administrative services aggregating approximately $1,073,000 and $1,051,000 at June 30, 2016 and
December 31, 2015, respectively. Transactions with the affiliated companies were made in the ordinary course of
business.   While the terms of sale to the affiliated companies differed from the terms applicable to other customers,
the affiliated companies bear their own warehousing, distribution, advertising, selling and marketing costs, as well as
their own freight charges (the Company pays freight charges in connection with sales to its domestic customers on all
but small orders).  Moreover, the Company does not pay sales commissions with respect to products sold to the
affiliated companies.  As a result, the Company believes its profit margins with respect to sales of its products to the
affiliated companies are similar to the profit margins it realizes with respect to sales of the same products to its larger
domestic customers.  Management believes that the sales transactions did not involve more than normal credit risk or
present other unfavorable features.

An entity that is owned by the Company’s Chairman, President and Chief Executive Officer provides several services
to the Company. Under this arrangement, the Company paid the entity $10,500 for each of the three month periods
ended June 30, 2016 and 2015, and $21,000 for each of the six month periods ended June 30, 2016 and 2015, for
research and development services. In addition, during the three and six month periods ending June 30, 2016, the
Company paid this entity $25,000 for the production of television commercials and $9,000 for providing charter boat
services for entertainment of Company customers.

The Company leases office and warehouse facilities in Fort Lauderdale, Florida from an entity controlled by its
Chairman, President and Chief Executive Officer.  The Company believes that its rental payments under the lease are
below market rates.  See Note 8 for a description of the lease terms.

A director of the Company is Regional Executive Vice President of an entity from which the Company sources most
of its insurance needs at an arm’s length competitive basis.  During the three months ended June 30, 2016 and 2015,
the Company paid an aggregate of approximately $121,000 and $177,000, respectively, and during the six months
ended June 30, 2016 and 2015, the Company paid an aggregate of approximately $181,000 and $393,000,
respectively, in insurance premiums on policies obtained through the entity. The decrease in 2016 is primarily
attributable to the Company’s prepayment of the entire annual premium for its general liability policy rather than
paying the premium in installments.
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8.COMMITMENTS AND CONTINGENCIES

The Company leases its executive offices and warehouse facilities in Fort Lauderdale, Florida from an entity
controlled by its Chairman, President and Chief Executive Officer. The lease, as extended, expires on December 31,
2023. The lease requires an annual minimum base rent of $94,800 and provides for a maximum annual 2% increase in
subsequent years, although the entity has not raised the minimum rent since the Company entered into a previous lease
agreement in 1998. Additionally, the leasing entity is entitled to reimbursement of all taxes, assessments, and any
other expenses that arise from ownership. Each of the parties to the lease has agreed to review the terms of the lease
every three years at the request of the other party.  Rent expense under the lease was approximately $25,000 for each
of the three months ended June 30, 2016 and 2015, respectively, and was approximately $49,000 for each of the six
month periods ended June 30, 2016 and 2015, respectively.

9.EARNINGS PER SHARE

Basic earnings per share is calculated by dividing net income by the weighted average number of shares outstanding
during the reporting period.  Diluted earnings per share reflect additional dilution from potential common stock
issuable upon the exercise of outstanding stock options.  The following table sets forth the computation of basic and
diluted earnings per common share, as well as a reconciliation of the weighted average number of common shares
outstanding to the weighted average number of shares outstanding on a diluted basis.

Three Months Ended
June 30,

Six Months Ended
June 30,

2016 2015 2016 2015
Earnings per common share – Basic

Net income $656,541 $113,697 $115,739 $97,771

Weighted average number of common shares outstanding 9,008,855 8,922,118 8,997,357 8,921,208

Earnings per common share – Basic $0.07 $0.01 $0.01 $0.01

Earnings per common share – Diluted

Net income $656,541 $113,697 $115,739 $97,771

Weighted average number of common shares outstanding 9,008,855 8,922,118 8,997,357 8,921,208

Dilutive effect of employee stock-based awards 47,931 89,603 53,061 94,980

Weighted average number of common shares outstanding -
Diluted 9,056,786 9,011,721 9,050,418 9,016,188
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Earnings per common share – Diluted $0.07 $0.01 $0.01 $0.01

The Company had no stock options outstanding during each of the three and six month periods ended June 30, 2016
and 2015, respectively, that were anti-dilutive and therefore not included in the diluted earnings per common share
calculation.

11 
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10. SECURITIES AUTHORIZED FOR ISSUANCE UNDER EQUITY COMPENSATION PLANS

During the three months ended June 30, 2016 no stock options were exercised.

During the six months ended June 30, 2016, stock options to purchase an aggregate of 30,000 shares were exercised.
The Company received a total of $21,600, withheld 4,519 shares in connection with the net exercise feature of the
stock options and delivered an aggregate of 25,481 shares to the option holders who exercised their options.

No stock compensation expense was recognized during the three and six months ended June 30, 2016 and 2015. At
June 30, 2016, there was no unrecognized compensation expense related to stock options.  

No stock awards were issued during the three and six months ended June 30, 2016 and 2015.

The following table provides information at June 30, 2016 regarding outstanding stock options under the Company’s
stock option plans. As used in the table below, “2002 NQ” refers to the Company’s 2002 Non-Qualified Stock Option
Plan and “2008 NQ” refers to the Company’s 2008 Non-Qualified Stock Option Plan.

Plan
Date

Granted

Shares

Underlying

Options
Outstanding

Shares

Underlying
Exercisable

Options

Exercise

Price

Expiration

Date

Weighted

Average

Remaining
Term

2002NQ 12/17/07 40,000 40,000 $ 1.32 12/16/17 1.5
2008NQ 1/11/09 40,000 40,000 $ 0.69 1/10/19 2.6
2008NQ 4/26/10 20,000 20,000 $ 2.07 4/25/20 3.9

100,000 100,000 $ 1.22 2.4

11.SPECIAL CASH DIVIDEND

On April 26, 2016, the Company paid a special cash dividend of $0.06 per common share to all shareholders of record
on April 12, 2016. The dividend aggregated $540,531.
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12.SUBSEQUENT EVENT

On August 4, 2016, the Company issued stock awards under the Ocean Bio-Chem, Inc. 2015 Equity Compensation
Plan to officers, other employees and a consultant. The stock awards aggregated 139,000 shares of Company common
stock.
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Item 2.Management’s Discussion and Analysis of Financial Condition and Results of Operations

Forward-looking Statements:

Certain statements contained in this Quarterly Report on Form 10-Q, including without limitation, our projected
income tax rate for the full 2016 year, our belief that we will be able to negotiate a new revolving credit facility to
replace our current facility, our ability to provide required capital to support inventory levels, the effect of price
increases in raw materials that are petroleum or chemical based or commodity chemicals on our margins, and the
sufficiency of funds provided through operations and existing sources of financing to satisfy our cash requirements
constitute forward-looking statements. For this purpose, any statements contained in this report that are not statements
of historical fact may be deemed to be forward-looking statements. Without limiting the generality of the foregoing,
words such as “believe,” “may,” “will,” “expect,” “anticipate,” “intend,” or “could,” including the negative or other variations thereof
or comparable terminology, are intended to identify forward-looking statements. These statements involve known and
unknown risks, uncertainties and other factors that may cause actual results to be materially different from those
expressed or implied by such forward-looking statements. Factors that may affect these results include, but are not
limited to, the highly competitive nature of our industry; reliance on certain key customers; changes in consumer
demand for marine, recreational vehicle and automotive products; advertising and promotional efforts; unanticipated
litigation developments; exposure to market risks relating to changes in interest rates, foreign exchange rates, prices
for raw materials that are petroleum or chemical based and other factors addressed in Part I, Item 1A (“Risk Factors”) in
our annual report on Form 10-K for the year ended December 31, 2015.

Overview:

We are principally engaged in manufacturing, marketing and distributing a broad line of appearance, performance and
maintenance products for the marine, automotive, power sports, recreational vehicle and outdoor power equipment
markets, under the Star brite®, StarTron® and other trademarks within the United States of America and Canada. We
also manufacture, market and distribute a line of disinfectant, sanitizing and deodorizing products. In addition, we
produce private label formulations of many of our products for various customers and provide custom blending and
packaging services for these and other products. We sell our products to national retailers and to national and regional
distributors who sell our products to specialized retail outlets.

Our operating results for the six months ended June 30, 2016 and 2015 were adversely affected by professional fees
and expenses related to the litigation described in Note 8 to the condensed consolidated financial statements included
in our quarterly report on Form 10-Q for the quarter ended March 31, 2016 (the “Advertising Litigation”). Our
professional fees and expenses related to the Advertising Litigation were approximately $1,127,000 and $270,000 for
the six month periods ended June 30, 2016 and 2015, respectively. Following the conclusion of the trial and a jury
verdict in the Advertising Litigation, as a result of which neither party is liable to the other, only post-trial proceedings
related to our entitlement to an award of attorneys’ fees and costs continued during the second quarter of 2016. Our
legal expenses related to the Advertising Litigation declined to $42,000 during the three months ended June 30, 2016
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(such expenses were $211,000 during the three months ended June 30, 2015). As a result of the post-trial proceedings,
it was determined that neither party to the Advertising Litigation is entitled to an award of attorneys’ fees and costs; the
Advertising Litigation is now concluded. We sought insurance recovery with respect to a portion of our expenditures
in connection with the Advertising Litigation, but our insurer has denied our claim, and we are not contesting the
denial.

Critical accounting estimates:

See “Management’s Discussion and Analysis of Financial Condition and Results of Operations – Critical Accounting
Estimates” in Part II, Item 7 of our Annual Report on Form 10-K for the year ended December 31, 2015 for
information regarding our critical accounting estimates.

Results of Operations:

Three Months Ended June 30, 2016 Compared to the Three Months Ended June 30, 2015

The following table provides a summary of our financial results for the three months ended June 30, 2016 and 2015:

For The Three Months Ended June 30,

Percent Percentage of
Net Sales

2016 2015 Change 2016 2015
Net sales $8,724,343 $8,738,705 (0.2 )% 100.0% 100.0%
Cost of goods sold 5,053,439 5,574,607 (9.3 )% 57.9 % 63.8 %
Gross profit 3,670,904 3,164,098 16.0 % 42.1 % 36.2 %
Advertising and promotion 869,648 931,633 (6.7 )% 10.0 % 10.7 %
Selling and administrative 1,793,962 2,056,828 (12.8 )% 20.6 % 23.5 %
Operating income 1,007,294 175,637 473.5 % 11.5 % 2.0 %
Interest (expense), net (4,913 ) (8,820 ) (44.3 )% 0.1 % 0.1 %
Provision for income taxes (345,840 ) (53,120 ) 551.1 % 4.0 % 0.6 %
Net income $656,541 $113,697 477.4 % 7.5 % 1.3 %
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Net sales were approximately $8,724,000 during the three months ended June 30, 2016, compared to approximately
$8,739,000 for the three months ended June 30, 2015. Although sales volumes declined, the effect of the decline was
offset by increased sales of higher margin Star brite® branded products.

Cost of goods sold decreased by approximately $521,000, or 9.3%, to approximately $5,053,000 for the three months
ended June 30, 2016, from approximately $5,574,000 for the same period in 2015. The decrease in cost of goods sold
reflects a more favorable mix of products sold during the 2016 period.

Gross profit increased by approximately $507,000, or 16.0%, to approximately $3,671,000 for the three months
ended June 30, 2016, from approximately $3,164,000 for the same period in 2015. Gross profit increased due to the
more favorable mix of products sold during the 2016 period. As a percentage of net sales, gross profit was
approximately 42.1% and 36.2% for the three month periods ended June 30, 2016 and 2015, respectively.

Advertising and promotion expenses decreased by approximately $62,000, or 6.7%, to approximately $870,000 for
the three months ended June 30, 2016 from approximately $932,000 for the same period in 2015.  As a percentage of
net sales, advertising and promotion expenses were approximately 10.0% for the three months ended June 30, 2016
compared to approximately 10.7% for the same period in 2015.  The decrease is a result of decreased internet
advertising and customer cooperative advertising allowances partially offset by increased magazine advertising with
national distribution.

Selling and administrative expenses decreased by approximately $263,000, or 12.8%, to approximately $1,794,000
during the three months ended June 30, 2016 from approximately $2,057,000 for the same period in 2015.   Legal fees
and expenses accounted for approximately $238,000 of the decrease, of which $169,000 relates to the Advertising
Litigation. As a percentage of net sales, selling and administrative expenses decreased to 20.6% for the three months
ended June 30, 2016, compared to 23.5% for the same period in 2015. 

Interest expense, net decreased by approximately $4,000 to approximately $5,000 for the three months ended June
30, 2016, compared to approximately $9,000 for the same period in 2015. The decrease reflects the declining
outstanding principal on our term loan.

Provision for income taxes – Our provision for income taxes for the three months ended June 30, 2016 was
approximately $346,000, or 34.5% of our pretax income, compared to approximately $53,000, or 31.8% of pretax
income, for the same period in 2015. The higher 2016 tax rate reflects our projected rate for the full year of 2016,
which is consistent with the year ended December 31, 2015.   
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Six Months Ended June 30, 2016 Compared to the Six Months Ended June 30, 2015

The following table provides a summary of our financial results for the six months ended June 30, 2016 and 2015:

For The Six Months Ended June 30,

Percent Percentage of
Net Sales

2016 2015 Change 2016 2015
Net sales $15,474,423 $14,741,134 5.0 % 100.0% 100.0%
Cost of goods sold 9,421,576 9,540,387 (1.2 )% 60.9 % 64.7 %
Gross profit 6,052,847 5,200,747 16.4 % 39.1 % 35.3 %
Advertising and promotion 1,585,520 1,547,505 2.5 % 10.2 % 10.5 %
Selling and administrative 4,279,825 3,478,374 23.0 % 27.7 % 23.6 %
Operating income 187,502 174,868 7.2 % 1.2 % 1.2 %
Interest (expense), net (10,797 ) (18,895 ) (42.9 )% 0.1 % 0.1 %
Other (expense) --- (12,522 ) (100.0 )% 0.0 % 0.1 %
Provision for income taxes (60,966 ) (45,680 ) 33.5 % 0.4 % 0.3 %
Net income $115,739 $97,771 18.4 % 0.7 % 0.7 %
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Net sales increased by approximately $733,000, or 5.0% for the six months ended June 30, 2016 to approximately
$15,474,000 from approximately $14,741,000 during the same period in 2015. The increase primarily reflects higher
sales of marine products.

Cost of goods sold decreased by approximately $119,000, or 1.2%, to approximately $9,421,000 for the six months
ended June 30, 2016, from approximately $9,540,000 for the same period in 2015. Cost of goods sold decreased
despite the increase in net sales due to a larger proportion of sales of higher margin Star brite® branded products.

Gross profit increased by approximately $852,000, or 16.4%, to approximately $6,053,000 for the six months ended
June 30, 2016, from approximately $5,201,000 for the same period in 2015. Gross profit increased due to the more
favorable mix of products sold during the 2016 period, as discussed above. As a percentage of net sales, gross profit
was approximately 39.1% and 35.3% for the six month periods ended June 30, 2016 and 2015, respectively.

Advertising and promotion expenses increased by approximately $38,000, or 2.5%, to approximately $1,586,000 for
the six months ended June 30, 2016 from approximately $1,548,000 for the same period in 2015.  As a percentage of
net sales, advertising and promotion expenses were approximately 10.2% for the six months ended June 30, 2016
compared to approximately 10.5% for the same period in 2015.  The increase is a result of increased customer
cooperative advertising allowances provided to select customers.

Selling and administrative expenses increased by approximately $801,000, or 23.0%, to approximately $4,279,000
during the six months ended June 30, 2016 from approximately $3,478,000 for the same period in 2015.   Legal fees
and expenses related to the Advertising Litigation increased by approximately $857,000 in the 2016 period compared
to the 2015 period. As a percentage of net sales, selling and administrative expenses increased to 27.7% for the six
months ended June 30, 2016, compared to 23.6% for the same period in 2015. 

Interest expense, net decreased by approximately $8,000 to approximately $11,000 for the six months ended June 30,
2016, compared to approximately $19,000 for the same period in 2015. The decrease reflects the declining
outstanding principal on our term loan.

Provision for income taxes – Our provision for income taxes for the six months ended June 30, 2016 was
approximately $61,000, or 34.5% of our pretax income, compared to approximately $46,000, or 31.8% of pretax
income, for the same period in 2015. The higher 2016 tax rate reflects our projected rate for the full year of 2016,
which is consistent with the year ended December 31, 2015.   
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Liquidity and capital resources:

Our cash balance was approximately $1,796,000 at June 30, 2016 compared to approximately $2,468,000 at
December 31, 2015. At June 30, 2016 and December 31, 2015, we had no borrowings under our revolving line of
credit. The decline in our cash balance largely reflects the special cash dividend of $0.06 per common share,
aggregating approximately $541,000, that we paid to our shareholders on April 26, 2016.

Net cash provided by operating activities during the six months ended June 30, 2016 was approximately $234,000, a
decrease of approximately $406,000 from approximately $640,000 during the six months ended June 30, 2015. The
decrease is due primarily to an increase of approximately $480,000 in our balance of trade accounts receivable (which
do not include receivables due from affiliated companies) during the six months ended June 30, 2016 compared to a
decrease of approximately $853,000 during the 2015 period. The effect of the change in our trade accounts receivable
balance was partially offset by other working capital changes, particularly an increase in accounts payable and other
accrued expenses, and, to a lesser extent, by our net income and noncash adjustments.

Net trade accounts receivable aggregated approximately $5,566,000 at June 30, 2016, an increase of approximately
$474,000, or 9.3%, compared to net trade accounts receivable of $5,092,000 at December 31, 2015. The higher trade
accounts receivable balance at June 30, 2016 is the result of sales to a large national retailer and stronger sales late in
the second quarter.

Inventories, net increased by approximately $885,000 or 11.2% to approximately $8,800,000 at June 30, 2016 from
approximately $7,915,000 at December 31, 2015. The inventory balance was low at the end of 2015 because of high
sales volume late in the year.

Net cash used in investing activities was approximately $157,000 for the six months ended June 30, 2016 compared to
approximately $622,000 for the three months ended June 30, 2015.  During the 2016 period, the Company used
approximately $157,000 for purchases of property, plant and equipment as compared to approximately $670,000 of
such expenditures in the 2015 period. Net cash used in investing activities in the 2015 period was offset in small part
by cash proceeds of $55,000 from the sale of a recreational vehicle we used for advertising and exhibiting our
products at trade shows and other events.

Net cash used in financing activities was approximately $744,000 for the six months ended June 30, 2016 compared to
approximately $215,000 for the six months ended June 30, 2015. The increase in the 2016 period is entirely due to our
payment of a special cash dividend aggregating approximately $541,000, partially offset by approximately $22,000
we received as a result of the exercise of stock options.
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See Notes 5 and 6 to the condensed consolidated financial statements included in this report for information
concerning our principal credit facilities, consisting of a revolving line of credit and a term loan. At June 30, 2016 and
December 31, 2015, we had no borrowings under our revolving line of credit and outstanding balances of
approximately $478,000 and $692,000, respectively, under our term loan. The loan agreement related to our revolving
line of credit contains various covenants, including financial covenants requiring a minimum debt coverage ratio
(generally, net operating profit plus depreciation, amortization and lease/rent expense divided by current maturities of
long-term debt plus interest and lease/rent expense) of 1.75 to 1.00, calculated on a trailing twelve month basis, and a
maximum debt to capitalization ratio (generally, funded debt divided by the sum of total net worth and funded debt) of
0.75 to 1, tested quarterly. As previously disclosed, we were not in compliance with our debt service coverage ratio
requirement under our revolving line of credit at March 31, 2016, resulting in an event of default under both of our
principal credit facilities. However, the lender waived the default through May 9, 2017 and, after giving effect to our
improved operating results in the quarter ended June 30, 2016, we regained compliance with the debt coverage ratio
requirement. At June 30, 2016, our debt coverage ratio was approximately 3.16 to 1, and our debt to capitalization
ratio was approximately 0.03 to 1.

We are negotiating a new revolving credit facility to replace our current facility. While we believe that we will be able
to negotiate a suitable facility with our lending bank, we cannot assure that our negotiations will be successful.

In addition to the revolving line of credit and term loan, we have obtained financing through capital leases for office
equipment, totaling approximately $77,000 and $88,000 at June 30, 2016 and December 31, 2015, respectively.

Some of our assets and liabilities are in the Canadian dollars and are subject to currency fluctuations relating to the
Canadian dollar. We do not engage in currency hedging and address currency risk as a pricing issue. In the six months
ended June 30, 2016, we recorded $206 in foreign currency translation adjustments (increasing shareholders’ equity by
$206).

During the past few years, we have introduced a number of new products.  At times, new product introductions have
required us to increase our overall inventory and have resulted in lower inventory turnover rates.  The effects of
reduced inventory turnover have not been material to our overall operations.  We believe that all required capital to
maintain such increases will continue to be provided by operations and, if necessary, our current revolving line of
credit or a renewal or replacement of the facility.  However, we cannot assure that we will be able to secure such a
renewal or replacement of our revolving line of credit.

Many of the raw materials that we use in the manufacturing process are petroleum or chemical based and commodity
chemicals that are subject to fluctuating prices. The nature of our business does not enable us to pass through the price
increases to our national retailer customers and to our distributors as promptly as we experience increases in raw
material costs. This may, at times, adversely affect our margins.
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At June 30, 2016 and through the date of this report, we did not and do not have any material commitments for capital
expenditures.

We believe that funds provided through operations and our existing sources of financing will be sufficient to satisfy
our cash requirements over at least the next twelve months.
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Item 3. Quantitative and Qualitative Disclosures about Market Risk

Not applicable

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures:

The Company’s management, with the participation of the Company’s Chief Executive Officer and Chief Financial
Officer, evaluated the effectiveness of the Company’s disclosure controls and procedures, as defined in Rules
13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange Act”) at the end of the
period covered by this report. Based on that evaluation, the Chief Executive Officer and Chief Financial Officer
concluded that the Company’s disclosure controls and procedures as of the end of the period covered by this report are
effective to provide reasonable assurance that the information required to be disclosed by the Company in reports filed
under the Exchange Act are (i) recorded, processed, summarized and reported within the time periods specified in the
Securities and Exchange Commission’s rules and forms, and (ii) accumulated and communicated to the Company’s
management, including the Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely
decisions regarding the disclosure.

Change in Internal Controls over Financial Reporting:

No change in internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the
Exchange Act) occurred during the Company’s most recent fiscal quarter that has materially affected, or is reasonably
likely to materially affect, the Company’s internal control over financial reporting.

PART II - OTHER INFORMATION

Item 1. Legal Proceedings

The following information updates and amends information incorporated in Part II, Item 1, “Legal Proceedings” in our
quarterly report on Form 10-Q for the quarter ended March 31, 2016 (the “Form 10-Q”) by reference to the description
of litigation between our subsidiary, Star-Brite Distributing Inc. (“Star-Brite”), and Gold Eagle Co. (“Gold Eagle”)
included in Note 8 to the condensed consolidated financial statements included in the Form 10-Q. As described in the
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Form 10-Q, in post-trial proceedings, Star-Brite was seeking an award of attorneys’ fees and costs related to the
litigation, which Gold Eagle contested. The Court referred the matter to a magistrate judge, who, on July 14, 2016,
issued a report and recommendation concluding that neither party was entitled to attorneys’ fees and costs. Neither
party filed written objections with the Court pertaining to the report and recommendation by the August 1, 2016
deadline for such filing, and the matter is now concluded.

Item 1A. Risk Factors

In addition to the information set forth in this report, you should carefully consider the factors discussed in Part I -Item
1A, “Risk Factors” in the Company’s Annual Report on Form 10-K for the year ended December 31, 2015, which could
materially affect the Company’s business, financial condition or future results.

Item 6. Exhibits

Exhibit
No. Description

10.1 Ocean Bio-Chem, Inc. 2015 Equity Compensation Plan, as amended.

23.1 Independent Auditors’ Consent

31.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act.

31.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act.

32.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(b) under the Exchange Act and 18 U.S.C.
Section 1350.

32.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(b) under the Exchange Act and 18 U.S.C.
Section 1350.

101

The following materials from Ocean Bio-Chem, Inc.’s Quarterly Report on Form 10-Q for the quarter ended
June 30, 2016, formatted in XBRL (eXtensible Business Reporting Language): (i) Condensed Consolidated
Balance Sheets as of June 30, 2016 and December 31, 2015, (ii) Condensed Consolidated Statements of
Operations for the three and six months ended June 30, 2016 and 2015, (iii) Condensed Consolidated
Statements of Comprehensive Income for the three and six months ended June 30, 2016 and 2015; (iv)
Condensed Consolidated Statements of Cash Flows for the six months ended June 30, 2016 and 2015 and (v)
Notes  to Condensed Consolidated Financial Statements.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the Undersigned thereunto duly authorized.

OCEAN BIO-CHEM, INC.

Dated: August 12, 2016 /s/ Peter G. Dornau
Peter G. Dornau
Chairman of the Board, President and
Chief Executive Officer

Dated: August 12, 2016 /s/ Jeffrey S. Barocas
Jeffrey S. Barocas
Vice President and
Chief Financial Officer
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Services cost of sales (exclusive of depreciation and amortization shown below)

 229.4   180.9   48.5   26.8% 

Selling, general and administrative expenses (exclusive of depreciation and amortization shown below)

 326.9   273.5   53.4   19.5% 

Restructuring and impairment charges

 50.8   15.5   35.3   227.7% 

Depreciation and amortization

 140.2   138.6   1.6   1.2% 

Total operating expenses
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 2,474.1   2,269.3   204.8   9.0% 

Income from operations

$109.4  $145.8  $(36.4)  (25.0%) 

Consolidated

Net sales of products for the three months ended March 31, 2011 increased $95.5 million, or 4.4%, to $2,266.4 million versus the same period in
the prior year. Net sales of products increased due to the acquisition of Bowne, higher volume driven by increased business in Asia, Europe and
Latin America and higher capital market transactions. Changes in foreign exchange rates also increased net sales by $14.1 million, or 0.6%.
These increases were partially offset by decreases in net sales primarily attributable to the production and distribution of materials for the U.S.
Census in the first quarter of 2010, continued price pressure and reductions in pass-through paper sales in directories.

Net sales from services for the three months ended March 31, 2011 increased $72.9 million, or 29.9%, to $317.1 million versus the same period
in the prior year. Net sales from services increased due to the acquisition of Bowne, higher logistics volumes driven in part by growth in mail
center and commingling services and changes in foreign exchange rates of $1.3 million, or 0.5%.
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Products cost of sales increased $66.0 million to $1,726.8 million for the three months ended March 31, 2011 versus the same period in the prior
year primarily due to the acquisition of Bowne and increased capital market transactions, partially offset by higher pricing on materials. Products
cost of sales as a percentage of products net sales decreased from 76.5% to 76.2%, reflecting continued productivity efforts and a higher
recovery on print-related by-products, partially offset by continued price pressures.

Services cost of sales increased $48.5 million to $229.4 million for the three months ended March 31, 2011 versus the same period in the prior
year primarily due to the acquisition of Bowne and logistics volume increases. As a percentage of services net sales, services cost of sales
decreased from 74.1% to 72.3%, reflecting the acquisition of Bowne and continued productivity efforts.

Selling, general and administrative expenses increased $53.4 million to $326.9 million for the three months ended March 31, 2011 versus the
same period in the prior year due to the acquisition of Bowne and higher pension and other benefits-related expenses, partially offset by cost
savings from restructuring activities. Selling, general and administrative expenses as a percentage of consolidated net sales increased from
11.3% to 12.7%, reflecting the acquisition of Bowne and increased pension and other benefits-related expenses.

For the three months ended March 31, 2011, we recorded net restructuring and impairment charges of $50.8 million compared to $15.5 million
in the same period of 2010. In 2011, these charges included $24.8 million for workforce reductions of 709 employees (of whom 436 were
terminated as of March 31, 2011) associated with actions resulting from the reorganization of certain operations. These charges primarily related
to the closings of certain facilities and headcount reductions due to the Bowne acquisition. In addition, these charges included the announced
closing of one book and directories manufacturing facility within the U.S. Print and Related Services segment. Additionally, we incurred other
restructuring charges, including lease termination and other facility closure costs, of $17.9 million and impairment charges primarily for
machinery and equipment and leasehold improvements associated with the announced facility closings of $8.1 million. Restructuring charges for
the three months ended March 31, 2010 included $9.2 million for workforce reductions of 504 employees (all of whom were terminated as of
March 31, 2011) associated with actions resulting from the reorganization of certain operations. These charges primarily related to the
reorganization of certain operations within the business process outsourcing and Latin America reporting units within the International segment,
as well as the continuing charges resulting from the closing of two Global Turnkey Solutions manufacturing facilities in 2009 within the
International segment. In addition, we recorded $1.0 million of impairment charges of other long-lived assets and $5.3 million of other
restructuring costs, including lease termination and other facility closure costs. Management believes that certain restructuring activities will
continue throughout the remainder of 2011, as we continue to integrate Bowne and streamline its manufacturing, sales and administrative
operations.

Depreciation and amortization increased $1.6 million to $140.2 million for the three months ended March 31, 2011 compared to the same period
in 2010, primarily due to higher amortization expense associated with customer relationship intangible assets resulting from the acquisition of
Bowne, partially offset by the impact of lower capital spending in recent years compared to historical levels. Depreciation and amortization
included $28.5 million and $24.7 million of amortization of purchased intangibles related to customer relationships, patents, trade names,
licenses and non-compete agreements for the three months ended March 31, 2011 and 2010, respectively.

Income from operations for the three months ended March 31, 2011 was $109.4 million, a decrease of 25.0% compared to the three months
ended March 31, 2010. The decrease was primarily driven by the higher restructuring and impairment charges in 2011, continued price pressure
and higher pension and other benefits-related expenses, partially offset by higher volume, primarily related to the Bowne acquisition,
procurement savings and benefits achieved from restructuring activities.

Net interest expense increased by $2.2 million for the three months ended March 31, 2011 versus the same period in 2010, primarily due to the
issuance of $400 million of 7.625% senior notes on June 21, 2010, partially offset by the repayment of $325.7 million of 4.95% senior notes that
matured on May 15, 2010.

S-27

Edgar Filing: OCEAN BIO CHEM INC - Form 10-Q

Table of Contents 36



Table of Contents

Net investment and other expense for the three months ended March 31, 2011 and 2010 was an expense of $0.2 million and $9.0 million,
respectively. For the three months ended March 31, 2010, we recorded an $8.9 million loss related to the devaluation of the Venezuelan
currency, of which $3.6 million increased the loss attributable to noncontrolling interests.

The effective income tax rate for the three months ended March 31, 2011 was 33.1% compared to 40.0% in the same period of 2010. The higher
effective tax rate in 2010 was primarily due to a $3.3 million charge in the three months ended March 31, 2010 associated with the enactment of
the Patient Protection and Affordable Care Act.

Income (loss) attributable to noncontrolling interests was income of $0.4 million for the three months ended March 31, 2011 and a loss of $3.9
million for the three months ended March 31, 2010. The loss in 2010 as compared to income in 2011 primarily reflects the impact of the 2010
currency devaluation in Venezuela.

Net earnings attributable to RR Donnelley common shareholders for the three months ended March 31, 2011 was $33.9 million or $0.16 per
diluted share compared to $52.6 million or $0.25 per diluted share for the three months ended March 31, 2010. In addition to the factors
described above, the per share results reflect an increase in weighted-average diluted shares outstanding of 0.8 million due to higher dilution
resulting from the issuance of shares related to the vesting of restricted stock units and exercise of stock options.

U.S. Print and Related Services

The following table summarizes net sales, income from operations and certain items impacting comparability within the U.S. Print and Related
Services segment:

Three Months Ended
March 31,

2011 2010
(in millions)

Net sales $ 1,941.1 $ 1,836.8
Income from operations 141.9 163.8
Operating margin 7.3% 8.9% 
Restructuring and impairment charges 38.2 5.9

For the Three Months
Ended

March, 31,
$ Change % ChangeReporting unit 2011 2010

(in millions)
Magazines, catalogs and retail inserts $ 458.0 $ 454.8 $ 3.2 0.7% 
Books and directories 316.7 328.6 (11.9) (3.6%) 
Variable print 315.0 341.3 (26.3) (7.7%) 
Financial print 240.8 125.5 115.3 91.9% 
Forms and labels 199.3 206.5 (7.2) (3.5%) 
Logistics 161.4 136.1 25.3 18.6% 
Commercial 154.2 147.2 7.0 4.8% 
Office products 57.7 59.9 (2.2) (3.7%) 
Premedia 38.0 36.9 1.1 3.0% 

Total U.S. Print and Related Services $ 1,941.1 $ 1,836.8 $ 104.3 5.7% 
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Net sales for the U.S. Print and Related Services segment for the three months ended March 31, 2011 were $1,941.1 million, an increase of
$104.3 million, or 5.7%, compared to the same period in 2010. Net sales increased due to the acquisition of Bowne and higher logistics volumes
and capital market transactions. The increases not related to the Bowne acquisition were more than offset by the production and distribution of
materials for the U.S. Census in 2010, continued price pressures and lower volume in both books and directories. An analysis of net sales by
reporting unit follows:

� Magazines, catalogs and retail inserts: Sales increased due to increases in pass-through paper sales and volume, mostly offset by
continued price pressures.

� Books and directories: Sales decreased primarily as a result of lower volume in both books and directories as well as lower
pass-through paper sales in directories.

� Variable print: Sales decreased as a result of the production and distribution of materials for the U.S. Census in 2010 and lower
statement printing volume, partially offset by the acquisition of Bowne and higher direct mailings from financial services customers.

� Financial print: Sales increased due to the Bowne acquisition, increased capital market transactions and higher investment
management and compliance volume.

� Forms and labels: Sales decreased due to continued price pressure on both forms and labels and lower forms volume, partially offset
by increased volume in labels.

� Logistics: Sales increased primarily due to higher print and other logistics services volumes along with growth in mail center and
commingling services, as well as higher fuel surcharges.

� Commercial: Sales increased due to higher volume from new customers, partially offset by increased price pressure.

� Office products: Sales decreased due to lower volume and unfavorable mix.

� Premedia: Sales increased due to volume from new customers and higher volume from existing customers, partially offset by lower
pricing.

U.S. Print and Related Services segment income from operations decreased $21.9 million for the three months ended March 31, 2011 mainly
driven by higher restructuring and impairment charges and continued price pressures, partially offset by the acquisition of Bowne. Operating
margins in the U.S. Print and Related Services segment decreased from 8.9% to 7.3% for the three months ended March 31, 2011, substantially
all of which was attributable to higher restructuring and impairment charges.

International

The following table summarizes net sales, income from operations and certain items impacting comparability within the International segment:

Three Months Ended
March 31,
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2011 2010
(in millions)

Net sales $ 642.4 $ 578.3
Income from operations 44.1 33.7
Operating margin 6.9% 5.8% 
Restructuring and impairment charges 9.2 9.5
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Net Sales for the
Three Months

Ended
March, 31, $

Change
%

ChangeReporting unit 2011 2010
(in millions)

Asia $ 135.9 $ 98.4 $ 37.5 38.1% 
Business process outsourcing 135.0 148.3 (13.3) (9.0%) 
Europe 114.1 95.9 18.2 19.0% 
Latin America 112.6 97.9 14.7 15.0% 
Global Turnkey Solutions 74.6 82.1 (7.5) (9.1%) 
Canada 70.2 55.7 14.5 26.0% 

Total International $ 642.4 $ 578.3 $ 64.1 11.1% 

Net sales for the International segment for the three months ended March 31, 2011 were $642.4 million, an increase of $64.1 million, or 11.1%,
compared to the same period in 2010. The net sales increase is due to increased business in Asia, Europe and Latin America, the acquisition of
Bowne and changes in foreign exchange rates of $15.2 million, or 2.6%. An analysis of net sales by reporting unit follows:

� Asia: Sales increased due to higher volume of books exported to the U.S. and Europe, higher domestic sales of catalogs and retail
inserts and increased volume from technology manuals and packaging products, partially offset by continued price pressures.

� Business process outsourcing: Sales decreased due to lower direct mailings, pass-through sales and expiring contracts.

� Europe: Sales increased due to higher commercial print volume, increased technology manuals and other packaging products volume
and the acquisition of Bowne, partially offset by declining prices and lower directory volume.

� Latin America: Sales increased due to higher commercial print volumes in Argentina, Chile and Mexico, increased sales of books in
Brazil and Chile and changes in foreign exchange rates, partially offset by the continued decline in forms volumes in Brazil.

� Global Turnkey Solutions: Sales decreased due to lower volume from one existing customer and an expiring contract, partially offset
by volume increases across the rest of the reporting unit.

� Canada: Sales increased due to the acquisition of Bowne and changes in foreign exchange rates, partially offset by lower forms
volume.

Income from operations increased $10.4 million primarily due to increased business in Asia, Europe and Latin America and the acquisition of
Bowne. Operating margins as a percentage of sales increased from 5.8% to 6.9% for the three months ended March 31, 2011. The increase
resulted from higher volumes, partially offset by lower prices.

Corporate

Corporate operating expenses in the three months ended March 31, 2011 were $76.6 million, an increase of $24.9 million compared to the same
period in 2010. The increase was driven by higher pension and other benefits-related expenses, an increase in information technology spending,
higher restructuring and impairment charges of $3.3 million and the acquisition of Bowne.
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Liquidity and Capital Resources

The following describes our cash flows for the three months ended March 31, 2011 and 2010.

Cash Flows From Operating Activities

Operating cash inflows are largely attributable to sales of our products and services. Operating cash outflows are largely attributable to recurring
expenditures for raw materials, labor, rent, interest, taxes and other operating activities.

Net cash used in operating activities was $7.2 million for the three months ended March 31, 2011, compared to net cash provided by operating
activities of $75.6 million for the same period last year. The decrease in operating cash flow reflects significantly higher incentive compensation
payments in the first quarter of 2011 compared to 2010 because the payments in 2010 were under the 2009 incentive compensation plan, which
deferred payments over four years. Additionally, the higher incentive compensation payments in 2011 were due to better operating results in
2010 as compared to the results in 2009. The remaining decreases were due to restructuring payments related to the Bowne acquisition and
increases in working capital associated with higher financial services and international volumes, partially offset by the $57.5 million payment in
January 2010 related to the termination of the long-term customer contract in 2009.

Cash Flows From Investing Activities

Net cash used in investing activities for the three months ended March 31, 2011 was $64.3 million compared to $63.3 million for the three
months ended March 31, 2010. Net cash used for the acquisition of Journalism Online, LLC (�Journalism Online�) in the three months ended
March 31, 2011 was $19.6 million. We used $12.0 million to purchase a long-term investment and $11.7 million to purchase a short-term
deposit during the three months ended March 31, 2010. Capital expenditures were $47.1 million, an increase of $7.2 million compared to the
first quarter of 2010. We expect that capital expenditures for 2011 will be approximately $250 million to $275 million, compared to $229.4
million in 2010.

Cash Flows From Financing Activities

Net cash used in financing activities for the three months ended March 31, 2011 was $56.4 million compared to $51.6 million in the same period
of 2010. Net repayments under our revolving credit facility agreement (the �Credit Agreement�) were $10.0 million for the three months ended
March 31, 2011. The net change in short-term debt was a cash inflow of $2.0 million during the three months ended March 31, 2011 as
compared to a cash outflow of $3.8 million in 2010.

Dividends

On January 13, 2011, our Board of Directors declared a quarterly cash dividend of $0.26 per common share payable to RR Donnelley
shareholders of record on January 28, 2011, and the total amount of $53.7 million was paid on March 1, 2011. On April 7, 2011, our Board of
Directors declared a quarterly cash dividend of $0.26 per common share payable on June 1, 2011 to RR Donnelley shareholders of record on
April 22, 2011.

Liquidity

We believe that we have sufficient liquidity to support our ongoing operations and to invest in future growth to create value for our shareholders.
Operating cash flows are our primary source of liquidity and are expected to be used for, among other things, interest and principal on our debt
obligations, capital expenditures as necessary to support productivity improvement and growth, completion of restructuring programs, dividend
payments that may be approved by the Board of Directors, additional acquisitions and future common stock or debt repurchases based upon
market conditions.

S-31

Edgar Filing: OCEAN BIO CHEM INC - Form 10-Q

Table of Contents 41



Table of Contents

Cash and cash equivalents of $399.3 million as of March 31, 2011 included $54.3 million that were readily available in the U.S. and $345.0
million that were available at international locations, most of which is subject to U.S. federal income taxes and some of which could be subject
to local country taxes if repatriated to the U.S. In addition, repatriation of some foreign cash is further restricted by local laws. We maintain a
cash pooling structure that enables participating international locations to draw on our overseas cash resources to meet local liquidity needs. In
addition, foreign cash balances may be loaned to U.S. operating entities on a temporary basis in order to reduce our short-term borrowing costs
or for other purposes.

We have a $1.75 billion revolving unsecured and committed credit agreement which expires December 17, 2013, subject to a possible one-year
extension if agreed to by the lending financial institutions. Borrowings and the Credit Agreement bear interest at a rate dependent on our credit
ratings at the time of borrowing and will be calculated according to a base or Eurocurrency rate plus an applicable margin. We pay annual
commitment fees at rates dependent on our credit ratings. The Credit Agreement can be used for general corporate purposes, including letters of
credit and as a backstop for the issuance of commercial paper. The Credit Agreement is subject to a number of financial covenants that, in part,
may limit the use of proceeds, and our ability to create liens on assets, incur subsidiary debt, engage in mergers and consolidations, or dispose of
assets. The financial covenants require a minimum interest coverage ratio and a maximum leverage ratio, both to be computed on a pro forma
basis as defined in the Credit Agreement.

We also have $108.3 million in credit facilities outside of the U.S., most of which are uncommitted. As of March 31, 2011, we had $59.3 million
in outstanding letters of credit, of which $37.4 million reduced availability under the Credit Agreement and $14.0 million reduced availability
under uncommitted facilities outside of the U.S. As of March 31, 2011, we had no commercial paper outstanding. The failure of a financial
institution supporting the Credit Agreement would reduce the size of our committed facility unless a replacement institution were added.
Currently, the Facility is supported by 21 U.S. and international financial institutions. The availability on the Credit Agreement as of March 31,
2011 is shown in the following table:

March 31,
2011

(in millions)
Availability
Committed credit facility $ 1,750.0
Availability reduction from covenants 70.6

1,679.4
Usage
Borrowings under the committed credit facility 110.0

110.0

Current availability at March 31, 2011 $ 1,569.4

We were in compliance with our debt covenants as of March 31, 2011, and expect to remain in compliance based on management�s estimates of
operating and financial results for 2011 and the foreseeable future; however, as of March 31, 2011, as shown in the table above, we may borrow
approximately $1.6 billion of the $1.75 billion currently not utilized under the Credit Agreement, as borrowings above $1.6 billion would cause
us to violate certain debt covenants in the Credit Agreement. In addition, we met all the conditions required to borrow under the Credit
Agreement as of March 31, 2011, and we expect to continue to meet the applicable borrowing conditions.

On March 24, 2011, we acquired Journalism Online for a purchase price of $20.0 million. We financed the acquisition with cash on hand.

On May 3, 2011, our Board of Directors approved a program that authorizes the repurchase of up to $1.0 billion of our common stock through
December 31, 2012. Share repurchases under the program may be made from time to time through a variety of methods as determined by our
management. The repurchase authorizations

S-32

Edgar Filing: OCEAN BIO CHEM INC - Form 10-Q

Table of Contents 42



Table of Contents

do not obligate us to acquire any particular amount of common stock or adopt any particular method of repurchase and may be modified,
suspended or terminated at any time at our discretion. We terminated our existing authorization of October 29, 2008 for the repurchase of up to
10 million shares of our common stock. See �Summary�Recent Developments�Share Repurchase Program�

Risk Management

We are exposed to interest rate risk on our variable debt and price risk on our fixed-rate debt. As of March 31, 2011, approximately 79.5% of our
outstanding debt was comprised of fixed-rate debt. At March 31, 2011, our exposure to rate fluctuations on variable-interest borrowings was
$724.2 million, including $600.0 million notional value of interest rate swap agreements (See Note 15, Derivatives, to the Condensed
Consolidated Financial Statements included on our Quarterly Report on Form 10-Q for the period ended March 31, 2011) and $124.2 million in
borrowings under the Credit Agreement, international credit facilities and other long-term debt.

We are exposed to the impact of foreign currency fluctuations in certain countries in which we operate. The exposure to foreign currency
movements is limited in most countries because the operating revenues and expenses of our various subsidiaries and business units are
substantially in the local currency of the country in which they operate. To the extent that borrowings, sales, purchases, revenues, expenses or
other transactions are not in the local currency of the operating unit, we are exposed to currency risk and may enter into foreign exchange
forward contracts to hedge the currency risk. As of March 31, 2011, the aggregate notional amount of outstanding foreign exchange forward
contracts was approximately $129.2 million. Net unrealized losses from these foreign exchange forward contracts were $0.1 million at
March 31, 2011. We do not use derivative financial instruments for trading or speculative purposes.

We assess market risk based on changes in interest rates utilizing a sensitivity analysis that measures the potential loss in earnings, fair values
and cash flows based on a hypothetical 10% change in interest rates. Using this sensitivity analysis, such changes would not have a material
effect on interest income or expense and cash flows; and would change the fair values of fixed rate debt at March 31, 2011 and December 31,
2010 by approximately $93.1 million and $101.8 million, respectively.

RESULTS OF OPERATIONS FOR THE YEAR ENDED DECEMBER 31, 2010 AS COMPARED TO THE YEAR ENDED
DECEMBER 31, 2009

Executive Summary

The changes in our income from continuing operations, operating margin, net earnings (loss) attributable to RR Donnelley common shareholders
and net earnings (loss) attributable to RR Donnelley common shareholders per diluted share for the year ended December 31, 2010, from the
year ended December 31, 2009, were due to the following (in millions, except per share data):

Income
from

Continuing
Operations

Operating
Margin

Net Earnings (Loss)
Attributable to
RR Donnelley
Common

Shareholders

Net Earnings (Loss)
Attributable to
RR Donnelley
Common

Shareholders
per Diluted Share

For the year ended December 31, 2009 $ 344.3 3.5% $ (27.3) $ (0.13) 
2010 restructuring and impairment charges (157.9) (1.6%) (130.0) (0.62) 
2009 restructuring and impairment charges 382.7 3.9% 334.0 1.63
Acquisition-related expenses (11.9) (0.1%) (10.8) (0.06) 
2010 Venezuela devaluation �  �  (4.5) (0.02) 
2009 losses related to debt extinguishment �  �  8.0 0.04
Write-down of affordable housing investments �  �  0.8 0.01
Income tax adjustments �  �  15.6 0.08
Operations (1.7) (0.2%) 35.9 0.13

For the year ended December 31, 2010 $ 555.5 5.5% $ 221.7 $ 1.06

Edgar Filing: OCEAN BIO CHEM INC - Form 10-Q

Table of Contents 43



S-33

Edgar Filing: OCEAN BIO CHEM INC - Form 10-Q

Table of Contents 44



Table of Contents

2010 restructuring and impairment charges: included $61.0 million and $26.9 million of non-cash charges for the impairment of goodwill and
intangible assets, respectively; charges of $35.9 million for employee termination costs, substantially all of which were associated with
restructuring actions resulting from the reorganization of certain operations and the exiting of certain business activities; $29.5 million of other
restructuring costs, of which $13.6 million related to multi-employer pension plan partial withdrawal charges primarily attributable to two closed
manufacturing facilities within the U.S. Print and Related Services segment; and $4.6 million for impairment of other long-lived assets.

2009 restructuring and impairment charges: included $128.5 million of non-cash charges for the impairment of goodwill; charges of $118.6
million, as discounted for future cash payments, for the termination of a significant long-term customer contract in the business process
outsourcing reporting unit within the International segment, of which $117.2 million, $0.8 million and $0.6 million are reflected as other
restructuring charges, impairment and employee terminations, respectively; $78.8 million for other employee termination costs, substantially all
of which were associated with restructuring actions resulting from the reorganization of certain operations and the exiting of certain business
activities; $32.1 million of other restructuring costs, primarily lease termination costs; and $24.7 million for impairment of long-lived assets.

Acquisition-related expenses: included pre-tax charges of $13.5 million ($11.8 million after-tax) related to legal, accounting and other expenses
for the year ended December 31, 2010 associated with acquisitions completed or contemplated. For the year ended December 31, 2009, these
pre-tax charges were $1.6 million ($1.0 million after-tax).

2010 Venezuela devaluation: currency devaluation in Venezuela resulted in a pre-tax loss of $8.9 million ($8.1 million after-tax) and an increase
in loss attributable to noncontrolling interests of $3.6 million.

2009 losses related to debt extinguishment: included a $10.3 million pre-tax loss on the repurchases of $466.4 million of the 5.625% senior
notes due January 15, 2012 and $174.2 million of the 4.95% senior notes due May 15, 2010, as well as the reclassification of a pre-tax loss of
$2.7 million from accumulated other comprehensive income to investment and other expense due to the change in the hedged forecasted interest
payments resulting from the repurchase of the 4.95% senior notes.

Write-down of affordable housing investments: Investment and other expense included a $1.1 million ($0.7 million after-tax) and $2.4 million
($1.5 million after tax) write-down of our affordable housing investments in 2010 and 2009, respectively.

Income tax adjustments: included $15.6 million of income tax expense in 2009 due to the reorganization of entities within the International
segment.

Operations: reflected higher net sales in Asia, logistics, variable print and financial print, cost savings from restructuring actions and
productivity efforts, higher pricing on by-products recoveries and reduced depreciation and amortization and material costs, which were more
than offset by price pressures, higher incentive compensation expense, LIFO inventory provisions and pension and postretirement expense. In
addition, a lower effective tax rate due to the release of a valuation allowance on deferred tax assets and lower interest expense due to effect of
the interest rate swaps attributed to the increase in net earnings from continuing operations. See further details in the review of operating results
by segment that follows below.

2010 Overview

During 2010, we achieved modest organic net sales growth despite the inconsistent recovery in the world economy. On a consolidated basis, net
sales increased $161.5 million, or 1.6% from 2009, of which $61.2 million, or 0.6%, related to the acquisition of Bowne. In addition, changes in
foreign exchange rates increased net sales by $8.6 million, or 0.1%. Additionally, the net sales growth reflected increased business in Asia,
higher logistics volume with growth in mail center and commingling services, higher volume in variable print due to production of the 2010 U.S.
census mailings and increases in direct mailings from financial services and retail customers and increased volume in financial print due to
higher capital market transactions. These increases were partly offset by continued price pressure and reductions in pass-through paper sales in
magazines, catalogs and retail inserts and books and directories.
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Our income from continuing operations for the year ended December 31, 2010 increased 61.3% compared to 2009 primarily due to lower
restructuring and impairment charges, procurement savings and benefits achieved from restructuring activities. These benefits were partially
offset by cost inflation, price pressures, higher pension and postretirement expenses, higher LIFO inventory provisions and higher incentive
compensation expense.

On November 24, 2010, we acquired Bowne for $465.2 million in cash, including debt assumed of $26.2 million and net of cash acquired of
$41.4 million. Bowne, a provider of shareholder and marketing communication services, has operations in North America, Latin America,
Europe and Asia. We expect the acquisition of Bowne to expand and enhance the range of services that we offer to our customers, while creating
an opportunity to provide our comprehensive line of products and services to Bowne�s clients. In addition, this acquisition is expected to be
accretive to earnings within twelve months of the closing date. As reflected above, $61.2 million of our increase in net sales in 2010 related to
Bowne.

On December 17, 2010, we entered into a $1.75 billion unsecured and committed revolving credit agreement which expires December 17, 2013,
subject to a possible one-year extension if agreed to by the lending financial institutions. Interest on borrowings under the Credit Agreement is
dependent on our credit ratings at the time of borrowing and are calculated according to a base or Eurocurrency rate plus an applicable margin.
We will pay annual commitment fees at rates dependent on our credit ratings. The Credit Agreement replaced our previous $2.0 billion
unsecured and committed revolving credit facility (the �previous Facility�). All amounts outstanding under the previous Facility were repaid with
borrowings under the Credit Agreement. The Credit Agreement will be used for general corporate purposes, including letters of credit and as a
backstop for our commercial paper program.

Financial Review

In the financial review that follows, we discuss our consolidated results of operations, financial position, cash flows and certain other
information. This discussion should be read in conjunction with our consolidated financial statements accompanying our Annual Report on
Form 10-K.

Discussion

The following table shows the results of operations for the years ended December 31, 2010 and 2009, which reflects the results of acquired
businesses from the relevant acquisition dates:

2010 2009 $ Change % Change
(in millions)

Net Sales
Products $ 8,956.4 $ 8,925.4 $ 31.0 0.3% 
Services 1,062.5 932.0 130.5 14.0% 

Total net sales 10,018.9 9,857.4 161.5 1.6% 
Products cost of sales (exclusive of depreciation and amortization shown
below) 6,857.8 6,789.8 68.0 1.0% 
Services cost of sales (exclusive of depreciation and amortization shown
below) 785.1 673.1 112.0 16.6% 
Selling, general and administrative expenses (exclusive of depreciation and
amortization shown below) 1,123.4 1,088.5 34.9 3.2% 
Restructuring and impairment charges 157.9 382.7 (224.8) (58.7%) 
Depreciation and amortization 539.2 579.0 (39.8) (6.9%) 

Total operating expenses 9,463.4 9,513.1 (49.7) (0.5%) 

Income from continuing operations $ 555.5 $ 344.3 $ 211.2 61.3% 
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Consolidated

Net sales of products for the year ended December 31, 2010 increased $31.0 million, or 0.3%, to $8,956.4 million versus the prior year. Net sales
of products increased due to the increased sales from the production of mailings for the U.S. Census and higher volume in Asia. In addition, net
sales increased $38.4 million, or 0.4%, due to the acquisition of Bowne and $8.5 million, or 0.1%, from changes in foreign exchange rates.
These increases were partially offset by decreases primarily attributable to continued price pressure and reductions in pass-through paper sales in
magazines, catalogs and retail inserts and books and directories.

Net sales from services for the year ended December 31, 2010 increased $130.5 million, or 14.0%, to $1,062.5 million versus the prior year. Net
sales from services increased due to higher logistics volumes driven in part by growth in mail center and commingling services. In addition, net
sales increased $22.8 million, or 2.4%, due to the acquisition of Bowne.

Products cost of sales increased $68.0 million to $6,857.8 million for the year ended December 31, 2010 versus the prior year, primarily due to
the acquisition of Bowne, volume increases, higher LIFO inventory provisions and higher incentive compensation expense, partially offset by
higher pricing on by-products recoveries and lower material costs. Products cost of sales as a percentage of products net sales increased from
76.1% to 76.6%, reflecting the continued price pressures on net sales, higher LIFO inventory provisions and higher incentive compensation
expense as a result of us achieving certain targets, partially offset by the benefits of continued productivity efforts.

Services cost of sales increased $112.0 million to $785.1 million for the year ended December 31, 2010 versus the prior year, primarily due to
logistics volume increases, higher incentive compensation expense and the acquisition of Bowne. Services cost of sales as a percentage of
services net sales increased from 72.2% to 73.9%, reflecting the continued price pressures on net sales and higher incentive compensation
expense.

Selling, general and administrative expenses increased $34.9 million to $1,123.4 million for the year ended December 31, 2010 versus the prior
year due to higher pension and postretirement expenses, the acquisition of Bowne and higher incentive compensation expense, partially offset by
benefits achieved from restructuring activities. Selling, general and administrative expenses as a percentage of consolidated net sales increased
from 11.0% to 11.2%, reflecting the acquisition of Bowne and higher incentive compensation expense.

For the year ended December 31, 2010, we recorded a net restructuring and impairment provision of $157.9 million compared to $382.7 million
in 2009. In 2010, these charges included non-cash pre-tax charges of $61.0 million for the impairment of goodwill for the forms and labels
reporting unit within the U.S. Print and Related Services segment. The goodwill impairment charge resulted from reductions in the estimated fair
value of the forms and labels reporting unit, based on lower expectations for future revenue and cash flows due to continued impacts of
electronic substitution on forms demand and increasing price pressure. In addition, the lower fair value reflects higher estimated spending on
information technology and capital equipment, in part to better position this reporting unit for increased growth in labels volume as forms
demand continues to decline. Impairment charges also included $26.9 million for the impairment of acquired customer relationship intangible
assets in the Global Turnkey Solutions reporting unit within the International segment. The impairment of the customer relationship intangible
asset primarily resulted from the termination of a customer contract. Additionally, for the year ended December 31, 2010, we recorded $35.9
million for workforce reductions of 1,458 employees (of whom 1,354 were terminated as of December 31, 2010) associated with actions
resulting from the reorganization of certain operations. These actions included the reorganization of certain operations within the Financial Print
reporting unit within the U.S. Print and Related Services segment due to the acquisition of Bowne. In addition, these actions included the closing
of one Latin America manufacturing facility, one business process outsourcing manufacturing facility and one Global Turnkey Solutions
manufacturing facility within the International segment. Further, continuing charges resulting from the closing of two Global Turnkey Solutions
manufacturing facilities in 2009 within the International segment were recorded in 2010. These actions also included the reorganization of
certain operations within the magazine, catalog and retail insert and variable
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print reporting units and the closing of one forms and labels manufacturing facility within the U.S. Print and Related Services segment. In
addition, we recorded $4.6 million of impairment charges of other long-lived assets and $29.5 million of other restructuring charges. The other
restructuring costs included $13.6 million related to multi-employer pension plan partial withdrawal charges primarily attributable to two closed
manufacturing facilities within the U.S. Print and Related Services segment, as well as lease termination and other facility closure costs.

For the year ended December 31 2009, these charges included a non-cash pre-tax charge of $128.5 million for the impairment of goodwill and
$118.6 million, discounted for future cash payments, for the termination of a significant long-term customer contract in the business process
outsourcing reporting unit within the International segment, which allowed us to withdraw from certain unprofitable operations in this area. In
addition, these charges included $78.8 million for workforce reductions of 4,043 employees (all of whom were terminated as of December 31,
2010) associated with actions resulting from the reorganization of certain operations. These actions also included the closings of two catalog,
magazine and retail insert manufacturing facilities, two book manufacturing facilities and one premedia facility within the U.S. Print and Related
Services segment and the closing of one Global Turnkey Solutions manufacturing facility, one business process outsourcing facility, one Latin
America manufacturing facility and one European manufacturing facility within the International segment. Additionally, we recorded $24.7
million of impairment charges for other long-lived assets and $32.1 million of other restructuring costs, including lease termination and other
facility closure costs.

Depreciation and amortization decreased $39.8 million to $539.2 million for the year ended December 31, 2010 compared to 2009, primarily
due to a declining trend in capital expenditures over recent years. Depreciation and amortization included $99.3 million and $99.1 million of
amortization of purchased intangibles related to customer relationships, patents, trade names, licenses and non-compete agreements for the year
ended December 31, 2010 and 2009, respectively.

Income from continuing operations for the year ended December 31, 2010 was $555.5 million compared to $344.3 million for the year ended
December 31, 2009, an increase of 61.3%. The increase was primarily driven by the lower restructuring and impairment charges in 2010,
procurement savings and benefits achieved from restructuring activities, partially offset by cost inflation, price pressures, higher LIFO inventory
provisions and higher incentive compensation expense.

Net interest expense decreased by $12.0 million for the year ended December 31, 2010 versus the same period in 2009, primarily due to lower
average outstanding borrowings and the effect of the interest rate swaps. In addition, 2009 was impacted by the accelerated amortization of debt
issuance costs and unamortized discounts related to the repurchase of $640.6 million of senior notes.

Net investment and other expense for the years ended December 31, 2010 and 2009 was $9.9 million and $16.6 million, respectively. In 2010,
we recorded an $8.9 million loss related to the devaluation of the Venezuelan currency, of which $3.6 million increased the loss attributable to
noncontrolling interests. In addition, in 2009, our repurchases of $640.6 million of our senior notes maturing in 2012 and 2010 resulted in a loss
on the debt extinguishment of $10.3 million. As a result of the repurchase of the senior notes due May 15, 2010, we reclassified a loss of $2.7
million from accumulated other comprehensive income to investment and other expense in 2009 due to changes in the hedged forecasted interest
payments.

The effective income tax rate for the year ended December 31, 2010 was 32.8% compared to 123.0% in 2009. The lower effective tax rate in
2010 reflects the release of a valuation allowance on deferred tax assets due to the forecasted increase in net earnings for certain operations
within the Latin America reporting unit. The higher rate in 2009 reflected a larger impact from the non-deductible, non-cash goodwill
impairment charges and the partially deductible charges, discounted for future cash payments, of $118.6 million for the termination of a
significant long-term customer contract in the business process outsourcing reporting unit within the International segment.
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Income (loss) attributable to noncontrolling interests was a loss of $4.6 million for the year ended December 31, 2010 and income of $5.9
million for the year ended December 31, 2009. The loss in 2010 as compared to income in 2009 primarily reflects the impact of the currency
devaluation in Venezuela.

Net earnings (loss) from continuing operations attributable to RR Donnelley common shareholders for the year ended December 31, 2010 was
$221.7 million, or $1.06 per diluted share, compared to a loss of $27.3 million, or $0.13 per diluted share, for the year ended December 31,
2009. In addition to the factors described above, the per share results reflect an increase in weighted average diluted shares outstanding of
4.5 million primarily resulting from our net loss in 2009 causing all outstanding options and unvested share awards to be anti-dilutive, as well as
increases in the average stock price and the issuance of shares related to the vesting of restricted stock units and stock options.

U.S. Print and Related Services

The following tables summarize net sales, income from continuing operations and certain items impacting comparability within the U.S. Print
and Related Services segment:

Year Ended December 31,
2010 2009

(in millions)
Net sales $ 7,532.2 $ 7,437.0
Income from continuing operations 638.9 489.2
Operating margin 8.5% 6.6% 
Restructuring and impairment charges 94.0 163.8

Reporting unit(1)
2010

Net Sales
2009

Net Sales $ Change % Change
(in millions)

Magazines, catalogs and retail inserts $ 1,934.2 $ 2,050.4 $ (116.2) (5.7%) 
Books and directories 1,425.6 1,462.0 (36.4) (2.5%) 
Variable print 1,209.0 1,149.3 59.7 5.2% 
Forms and labels 822.4 829.5 (7.1) (0.9%) 
Commercial 612.4 602.1 10.3 1.7% 
Logistics 598.4 495.1 103.3 20.9% 
Financial print 556.5 471.5 85.0 18.0% 
Office products 212.4 228.7 (16.3) (7.1%) 
Premedia 161.3 148.4 12.9 8.7% 

Total U.S. Print and Related Services $ 7,532.2 $ 7,437.0 $ 95.2 1.3% 

(1) The amounts included in the above table represent net sales by reporting unit and the descriptions above reflect the primary products or
services provided by each. Included in these net sales amounts are sales of other products or services that may be produced within a
reporting unit to meet customer needs and improve operating efficiency. Certain prior year amounts were restated to conform to the our
current reporting unit structure.

Net sales for the U.S. Print and Related Services segment for the year ended December 31, 2010 were $7,532.2 million, an increase of $95.2
million, or 1.3%, compared to 2009. Net sales increased due to higher logistics volumes and the increased sales from the production of mailings
for the U.S. Census. In addition, the acquisition of Bowne increased net sales $48.1 million, or 0.6%. These increases were partially offset by
reductions in pass-through paper sales across the magazines, catalogs and retail inserts and books and directories reporting units and price
declines across most reporting units. An analysis by reporting unit follows:

�
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Magazine, catalogs and retail inserts: Sales decreased due to reductions in pass-through paper sales, lower prices and lower volume
on contract renewals.
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� Books and directories: Sales decreased primarily as a result of reductions in pass-through paper sales, lower prices and lower sales in
directories, partially offset by higher volume in educational books and related materials, as well as consumer books.

� Variable print: Sales increased due to the production of mailings for the U.S. Census and higher direct mailings from financial
services and retail customers, partially offset by reduced print fulfillment and distribution volume from healthcare customers.

� Forms and labels: Sales decreased due to continued price pressure on both forms and labels and lower forms volume, partially offset
by increased sales of labels.

� Commercial: Sales increased due to higher volume from financial services and retail customers, partially offset by increased price
pressure.

� Logistics: Sales increased primarily due to higher print and other logistics services volumes along with growth in mail center and
commingling services, as well as higher fuel surcharges.

� Financial print: Sales increased due to increased capital market transactions and the acquisition of Bowne, partially offset by lower
investment management and compliance volume.

� Office products: Sales decreased due to lower volume from large existing customers, customer losses and unfavorable pricing.

� Premedia: Sales increased due to volume from new customers and significantly higher volume at existing customers, partially offset
by lower pricing.

U.S. Print and Related Services segment income from continuing operations increased $149.7 million mainly driven by lower restructuring and
impairment charges, cost reductions resulting from restructuring actions and productivity initiatives, higher pricing on by-products recoveries
and higher volumes, partially offset by the price declines discussed above. Operating margins in the U.S. Print and Related Services segment
increased from 6.6% for the year ended December 31, 2009 to 8.5% for the year ended December 31, 2010 due to lower restructuring and
impairment charges, the cost reductions discussed above and higher pricing on by-products sales, which more than offset the impact of lower
prices and higher incentive compensation expense.

International

The following tables summarize net sales, income (loss) from continuing operations and certain items impacting comparability within the
International segment:

Years Ended December 31,
2010 2009

(in millions)
Net sales $ 2,486.7 $ 2,420.4
Income (loss) from continuing operations 149.5 (36.0) 
Operating margin 6.0% (1.5%) 
Restructuring and impairment charges 50.6 210.7

Reporting unit
2010

Net Sales
2009

Net Sales $ Change % Change
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Business process outsourcing $ 553.4 $ 603.3 $ (49.9) (8.3%) 
Asia 550.6 436.2 114.4 26.2% 
Latin America 457.9 467.9 (10.0) (2.1%) 
Europe 401.8 388.7 13.1 3.4% 
Global Turnkey Solutions 300.6 321.6 (21.0) (6.5%) 
Canada 222.4 202.7 19.7 9.7% 

Total International $ 2,486.7 $ 2,420.4 $ 66.3 2.7% 
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Net sales for the International segment for the year ended December 31, 2010 were $2,486.7 million, an increase of $66.3 million, or 2.7%,
compared to 2009. Net sales increased $13.1 million, or 0.5%, due to the acquisition of Bowne and $7.4 million, or 0.3%, from changes in
foreign exchange rates. An analysis by reporting unit follows:

� Business process outsourcing: Sales decreased due to the lower volume resulting from the termination of a significant
customer contract in 2009, partially offset by higher volume from a new customer contract.

� Asia: Sales increased due to higher volume of books exported to the U.S. and Europe, higher local sales of catalogs and retail inserts
and increased volume from technology manuals and packaging products, partially offset by lower prices on print packaging products.

� Latin America: Sales decreased due to the impact of the currency devaluation in Venezuela, disruptions caused by the Chilean
earthquake and continued decreases in demand for business forms, particularly in Brazil, partially offset by changes in foreign
exchange rates.

� Europe: Sales increased due to increased volume in technology manuals and other packaging products and changes in foreign
exchange rates, partially offset by declining prices.

� Global Turnkey Solutions: Sales decreased due to unfavorable product mix from existing customers, partially offset by volume from
new customers and changes in foreign exchange rates.

� Canada: Sales increased due to changes in foreign exchange rates and the acquisition of Bowne, partially offset by lower statement
printing volume.

Income (loss) from continuing operations increased $185.5 million primarily due to lower restructuring and impairment charges and increased
business in Asia, partially offset by lower prices. Operating margins increased from a loss of 1.5% for the year ended December 31, 2009 to
6.0% for the year ended December 31, 2010, of which 6.7 percentage points were due to lower restructuring and impairment charges. The
remaining increase resulted from cost reductions driven by restructuring actions and productivity improvements and the termination of the
significant customer contract in 2009, which more than offset lower prices, cost inflation and higher incentive compensation expense.

Corporate

The following table summarizes unallocated operating expenses and certain items impacting comparability within the activities presented as
Corporate:

Years Ended December 31,
2010 2009

(in millions)
Operating expenses $ 232.9 $ 108.9
Restructuring and impairment charges 13.3 8.2
Acquisition and related costs 13.5 1.6

Corporate operating expenses for the year ended December 31, 2010 were $232.9 million, an increase of $124.0 million compared to 2009. The
increase was driven by higher pension and postretirement benefit expense of $45.2 million, LIFO inventory provisions of $10.2 million in 2010
compared to a benefit of $17.6 million in 2009, higher acquisition-related costs of $11.9 million and higher restructuring and impairment
charges of $5.1 million related to the integration of Bowne, partially offset by cost reductions from productivity initiatives and restructuring
actions.
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RESULTS OF OPERATIONS FOR THE YEAR ENDED DECEMBER 31, 2009 AS COMPARED TO THE YEAR ENDED
DECEMBER 31, 2008

(in millions, except per share data)

Income (loss)
from

Continuing
Operations

Operating
Margin

Net Loss
Attributable to
RR Donnelley
Common

Shareholders

Net Loss
Attributable to
RR Donnelley
Common

Shareholders Per
Diluted Share

For the year ended December 31, 2008 $ (40.5) (0.3%) $ (189.9) $ (0.90) 
2009 restructuring and impairment charges (382.7) (3.9%) (334.0) (1.63) 
2008 restructuring and impairment charges 1,184.7 10.2% 1,073.9 5.11
2009 acquisition-related expenses (1.6) 0.0% (1.0) �  
2009 losses related to debt extinguishment �  �  (8.0) (0.04) 
2009 write-down of affordable housing investments �  �  (1.5) (0.01) 
2008 loss on termination of cross-currency swaps �  �  1.8 0.01
Income tax adjustments �  �  (282.4) (1.35) 
Discontinued operations �  �  (1.8) (0.01) 
Operations (415.6) (2.5%) (284.4) (1.31) 

For the year ended December 31, 2009 $ 344.3 3.5% $ (27.3) $ (0.13) 

2009 restructuring and impairment charges: included $128.5 million of non-cash charges for the impairment of goodwill; charges of $118.6
million, discounted for future cash payments, for the termination of a significant long-term customer contract in the business process outsourcing
reporting unit within the International segment, of which $117.2 million, $0.8 million and $0.6 million are reflected as other restructuring
charges, impairment and employee terminations, respectively; $78.8 million for other employee termination costs, substantially all of which
were associated with restructuring actions resulting from the reorganization of certain operations and the exiting of certain business activities;
$32.1 million of other restructuring costs, primarily lease termination costs; and $24.7 million for impairment of long-lived assets.

2008 restructuring and impairment charges: included $1,125.4 million of non-cash charges for the impairment of goodwill and intangible assets;
charges of $44.1 million for employee termination costs, substantially all of which were associated with restructuring actions resulting from the
reorganization of certain operations and the exiting of certain business activities; $10.6 million of other restructuring costs, primarily lease
termination costs; and $4.6 million for impairment of other long-lived assets.

2009 acquisition-related expenses: legal, accounting and other expenses associated with acquisitions completed or contemplated.

2009 losses related to debt extinguishment: included a $10.3 million pre-tax loss on the repurchases of $466.4 million of the 5.625% senior
notes due January 15, 2012 and $174.2 million of the 4.95% senior notes due May 15, 2010, as well as the reclassification of a pre-tax loss of
$2.7 million from accumulated other comprehensive income to investment and other expense due to the change in the hedged forecasted interest
payments resulting from the repurchase of the 4.95% senior notes.

2009 write-down of affordable housing investments: Investment and other income (expense) included a $2.4 million ($1.5 million after tax)
write-down of our affordable housing investments in 2009.

2008 pre-tax loss on termination of cross-currency swaps: Investment and other income (expense) included a $9.9 million ($1.8 million after
tax) loss in 2008 resulting from our termination of our cross-currency swaps.

Income tax adjustments: included $15.6 million of income tax expense in 2009 due to the reorganization of entities within the International
segment. In addition, reflected tax benefits of $228.8 million realized in 2008 related to the decline in value and reorganization of certain entities
within the International segment, as well as a benefit of $38.0 million in 2008 from the recognition of uncertain tax positions upon the final
settlement of certain U.S. federal tax audits for the years 2000 � 2002.
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Operations: reflected lower net sales primarily driven by the global economic slowdown, higher incentive compensation expense and lower
pricing on by-products sales, partially offset by cost savings from restructuring actions and productivity efforts, a benefit resulting from lower
LIFO inventory provisions and the impact of 2008 share repurchases. See further details in the review of operating results by segment that
follows below.

The following table shows the results of operations for the years ended December 31, 2009 and 2008, which reflects the results of acquired
businesses from the relevant acquisition dates.

2009 2008 $ Change % Change
(in millions)

Net sales
Products $ 8,925.4 $ 10,465.0 $ (1,539.6) (14.7%) 
Services 932.0 1,116.6 (184.6) (16.5%) 

Total net sales 9,857.4 11,581.6 (1,724.2) (14.9%) 
Products cost of sales (exclusive of depreciation and amortization shown
below) 6,789.8 7,772.9 (983.1) (12.6%) 
Services cost of sales (exclusive of depreciation and amortization shown
below) 673.1 803.4 (130.3) (16.2%) 
Selling, general and administrative expenses (exclusive of depreciation and
amortization shown below) 1,088.5 1,220.5 (132.0) (10.8%) 
Restructuring and impairment charges 382.7 1,184.7 (802.0) (67.7%) 
Depreciation and amortization 579.0 640.6 (61.6) (9.6%) 

Total operating expenses 9,513.1 11,622.1 (2,109.0) (18.1%) 

Income (loss) from continuing operations $ 344.3 $ (40.5) $ 384.8 950.1% 
Consolidated

Net sales of products for the year ended December 31, 2009 decreased $1,539.6 million, or 14.7%, to $8,925.4 million versus the prior year.
Changes in foreign exchange rates decreased net sales by $172.6 million, or 1.6%, while the acquisitions of PROSA and Pro Line Printing Inc
(�Pro Line�) increased net sales by $36.2 million, or 0.3%. The remaining decreases were primarily attributable to significant volume declines and
continued price pressure across most products as customer demand decreased primarily due to the global economic slowdown.

Net sales from services for the year ended December 31, 2009 decreased $184.6 million, or 16.5%, to $932.0 million versus the prior year.
Changes in foreign exchange rates decreased net sales by $28.5 million, or 2.6%. The remaining decreases were primarily attributable to
significant volume declines and continued price pressure across most services as customer demand decreased primarily due to the global
economic slowdown.

Products cost of sales decreased $983.1 million to $6,789.8 million for the year ended December 31, 2009 versus the prior year, primarily due to
volume decreases and a benefit resulting from lower LIFO inventory provisions, offset by lower pricing on by-product sales and higher incentive
compensation expense. Product cost of sales as a percentage of product net sales increased from 74.3% to 76.1%, reflecting the impact of price
pressures on net sales, volume declines, lower pricing on by-products sales and higher incentive compensation expense, offset in part by the
benefits of continued productivity efforts and lower LIFO inventory provisions.

Services cost of sales decreased $130.3 million to $673.1 million for the year ended December 31, 2009 versus the prior year, primarily due to
volume decreases partially offset by higher incentive compensation expense. Services cost of sales as a percentage of services net sales increased
from 72.0% to 72.2%, reflecting the impact of price pressures on net sales and higher incentive compensation expense, partially offset by the
benefits of continued productivity efforts.
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Selling, general and administrative expenses decreased $132.0 million to $1,088.5 million for the year ended December 31, 2009 versus the
prior year due to restructuring-driven cost reductions, lower sales commissions based on reduced volume, decreased bad debt expenses, the
elimination of our 401(k) match and changes in foreign exchange rates, partially offset by higher incentive compensation expense. Selling,
general and administrative expenses as a percentage of consolidated net sales increased from 10.5% to 11.0%, reflecting the impact of the net
sales decline and higher incentive compensation expense, which more than offset the benefit of productivity efforts.

For the year ended December 31, 2009, we recorded a net restructuring and impairment provision of $382.7 million compared to $1,184.7
million in 2008. In 2009, these charges included a non-cash pre-tax charge of $128.5 million for the impairment of goodwill and $118.6 million,
discounted for future cash payments, for the termination of a significant long-term customer contract in the business process outsourcing
reporting unit within the International segment, which allowed us to withdraw from certain unprofitable operations in this area. In addition, these
charges included $78.8 million for workforce reductions of 4,043 employees (all of whom were terminated as of December 31, 2010) associated
with actions resulting from the reorganization of certain operations. These actions also included the closings of two catalog, magazine and retail
insert manufacturing facilities, two book manufacturing facilities and one premedia facility within the U.S. Print and Related Services segment
and the closing of two Global Turnkey Solutions manufacturing facilities, one business process outsourcing facility, one Latin America
manufacturing facility and one European manufacturing facility within the International segment. Additionally, we recorded $24.7 million of
impairment charges for other long-lived assets and $32.1 million of other restructuring costs, including lease termination and other facility
closure costs. For the year ended December 31, 2008, these charges included non-cash, pre-tax charges of $1,125.4 million for the impairment of
goodwill and other intangible assets and $44.1 million for workforce reductions of 2,245 employees (all of whom were terminated as of
December 31, 2010) associated with actions resulting from the reorganization of certain operations and the exiting of certain business activities.
These actions included the realignment and consolidation of the Canadian organization, management reorganization within Latin America, the
closing of two Global Turnkey Solutions manufacturing facilities within the International segment and the realignment and consolidation of the
financial print organization in the U.S. Print and Related Services and International segments. In addition, we recorded $4.6 million of
impairment charges of other long-lived assets and $10.6 million of other restructuring costs, mainly related to lease terminations in exited
facilities.

Depreciation and amortization decreased $61.6 million to $579.0 million for the year ended December 31, 2009 compared to 2008, primarily
due to reduced capital expenditures and the reduced balance of amortizable intangible assets resulting from the impairment of customer
relationship intangible assets in the business process outsourcing unit in 2008. Changes in foreign exchange rates also caused the lower
depreciation and amortization expense. Depreciation and amortization included $99.1 million and $123.3 million of amortization of purchased
intangibles related to customer relationships, patents, trade names, licenses and non-compete agreements for the year ended December 31, 2009
and 2008, respectively.

Income from continuing operations for the year ended December 31, 2009 was $344.3 million compared to a loss from continuing operations of
$40.5 million for the year ended December 31, 2008. The increase in earnings was primarily driven by the higher non-cash impairment charges
recorded in 2008, as well as the cost savings achieved from restructuring activities and productivity efforts, a benefit resulting from lower LIFO
inventory provisions due to reduced inventory levels and lower inventory and commodity prices, decreased bad debt expenses and lower
intangible amortization expense, partially offset by the lower net sales primarily driven by the global economic slowdown, higher incentive
compensation expense and lower pricing on by-products sales.

Net interest expense increased by $8.2 million for the year ended December 31, 2009 versus the prior year, primarily due to the issuance of $400
million of 11.25% senior notes and $350 million of 8.60% senior notes on January 14, 2009 and August 26, 2009, respectively, as well as the
accelerated amortization of debt issuance costs and unamortized discounts related to the repurchase of $640.6 million of senior notes maturing in
2012 and 2010 and lower international interest income as a result of lower interest rates, partially offset by lower average short-term borrowings.
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Net investment and other expense for the year ended December 31, 2009 and 2008 was $16.6 million and $2.4 million, respectively. In 2009,
our repurchases of $640.6 million of our senior notes maturing in 2012 and 2010 resulted in a loss on the debt extinguishment of $10.3 million.
In addition, as a result of the repurchase of the senior notes due May 15, 2010, we reclassified a loss of $2.7 million from accumulated other
comprehensive income to investment and other expense due to changes in the hedged forecasted interest payments. Additionally, we recorded a
$2.4 million write-down on our affordable housing investments. For the year ended December 31, 2008, we terminated our cross-currency
swaps, which resulted in a loss of $9.9 million. In addition, we sold an equity investment in Latin America, which resulted in a gain of $4.9
million.

The effective income tax rate for the year ended December 31, 2009 was a provision of 123.0% compared to a benefit of 31.2% in 2008. The
effective tax rate for the year ended December 31, 2009 was impacted by the non-deductible, non-cash goodwill impairment charge of $128.5
million and the partially deductible charges, discounted for future cash payments, of $118.6 million for the termination of a significant long-term
customer contract in the business process outsourcing reporting unit within the International segment. The 2008 effective income tax rate was
impacted by the non-deductible goodwill impairment charge of $800.1 million and by tax benefits of $228.8 million related to the decline in
value and reorganization of certain entities within the International segment and related tax benefits realized upon the reorganization of certain
foreign entities therein and the benefit of $38.0 million from the recognition of uncertain tax positions upon final settlement of certain U.S.
federal income tax audits for the years 2000-2002.

Net loss from continuing operations attributable to RR Donnelley common shareholders for the year ended December 31, 2009 was $27.3
million, or $0.13 per diluted share, compared to $191.7 million, or $0.91 per diluted share, for the year ended December 31, 2008. In addition to
the factors described above, the per share results reflect a decrease in weighted average diluted shares outstanding of 5.0 million, primarily
resulting from our repurchase of 10.0 million shares of our common stock in 2008.

U.S. Print and Related Services

The following tables summarize net sales, income from continuing operations and certain items impacting comparability, which reflect the
results of acquired businesses from the relevant acquisition dates, within the U.S. Print and Related Services segment:

Year Ended December 31,
2009 2008

(in millions)
Net sales $ 7,437.0 $ 8,704.2
Income from continuing operations 489.2 708.9
Operating margin 6.6% 8.1% 
Restructuring and impairment charges 163.8 405.8

Reporting unit(1)
2009

Net Sales
2008

Net Sales $ Change % Change
(in millions)

Magazines catalogs and retail inserts $ 2,050.4 $ 2,528.0 $ (477.6) (18.9%) 
Books and directories 1,462.0 1,764.5 (302.5) (17.1%) 
Variable print 1,149.3 1,261.5 (112.2) (8.9%) 
Forms and labels 829.5 908.1 (78.6) (8.7%) 
Commercial 602.1 711.9 (109.8) (15.4%) 
Logistics 495.1 573.1 (78.0) (13.6%) 
Financial print 471.5 522.6 (51.1) (9.8%) 
Office products 228.7 270.5 (41.8) (15.5%) 
Premedia 148.4 164.0 (15.6) (9.5%) 

Total U.S. Print and Related Services $ 7,437.0 $ 8,704.2 $ (1,267.2) (14.6%) 
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(1) The amounts included in the above table represent net sales by reporting unit and the descriptions above reflect the primary products
or services provided by each. Included in these net sales amounts are sales of other products or services that may be produced within
a reporting unit to meet customer needs and improve operating efficiency. Certain prior year amounts were restated to conform to
our current reporting unit structure.

Net sales for the U.S. Print and Related Services segment for the year ended December 31, 2009 were $7,437.0 million, a decrease of $1,267.2
million, or 14.6%, compared to 2008. The acquisition of Pro Line increased net sales $17.5 million, or 0.2%. The increase due to the acquisition
was more than offset by volume and price declines across all products and services primarily due to the global economic slowdown. An analysis
by reporting unit follows:

� Magazines, catalogs and retail inserts: Sales decreased due to lower page counts resulting from reduced advertising spending, lower
circulation volume and price pressure on new and existing customer contracts.

� Books and directories: Sales decreased due to lower volume in educational books, related materials and directories.

� Variable print: Sales decreased due to an unfavorable shift in product mix, lower sales of direct mailings from financial service
companies and retail customers and reduced fulfillment and distribution volume from healthcare customers.

� Forms and labels: Sales decreased due to lower volume from major customers and increased price pressure.

� Commercial: Sales decreased due to lower volume as a result of the economic slowdown and increased price pressure.

� Logistics: Sales decreased primarily due to lower print volumes and reductions in fuel surcharges.

� Financial print: Sales decreased due to reductions in the size and number of capital market transactions and increased price pressure.

� Office products: Sales decreased primarily due to lower volume from large retail customers.

� Premedia: Sales declined due to lower volume from existing customers for print related products.
U.S. Print and Related Services segment income from continuing operations decreased $219.7 million mainly because of the volume and price
declines discussed above, lower pricing on by-products sales and higher incentive compensation expense, partially offset by lower restructuring
and impairment charges, operating cost reductions driven by the restructuring actions and productivity initiatives. Operating margins in the U.S.
Print and Related Services segment decreased from 8.1% for the year ended December 31, 2008 to 6.6% for the year ended December 31, 2009.
The margin declines resulted from the impact of volume declines, price pressures, lower pricing on by-products sales and higher incentive
compensation expense, partially offset by lower restructuring and impairment charges and cost savings, as discussed above.

International

The following tables summarize net sales, loss from continuing operations and certain items impacting comparability within the International
segment:
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Years Ended December 31,
2009 2008

(in millions)
Net sales $ 2,420.4 $ 2,877.4
Loss from continuing operations (36.0) (564.6) 
Operating margin (1.5%) (19.6%) 
Restructuring and impairment charges 210.7 774.7
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Reporting unit
2009

Net Sales
2008

Net Sales $ Change % Change
(in millions)

Business process outsourcing $ 603.3 $ 734.0 $ (130.7) (17.8%) 
Asia 436.2 473.0 (36.8) (7.8%) 
Latin America 467.9 485.2 (17.3) (3.6%) 
Europe 388.7 498.0 (109.3) (21.9%) 
Global Turnkey Solutions 321.6 455.0 (133.4) (29.3%) 
Canada 202.7 232.2 (29.5) (12.7%) 

Total International $ 2,420.4 $ 2,877.4 $ (457.0) (15.9%) 

Net sales for the International segment for the year ended December 31, 2009 were $2,420.4 million, a decrease of $457.0 million, or 15.9%,
compared to 2008. The decrease in net sales was primarily due to changes in foreign exchange rates of $201.1 million, or 7.0%, and volume and
price declines resulting from the global economic slowdown. An analysis by reporting unit follows:

� Business process outsourcing: Net sales decreased due to changes in foreign exchange rates, as well as lower volume in transactional
print and mail and design and print management services.

� Asia: Sales decreased due to reduced export book sales and lower volumes and prices on print packaging products.

� Latin America: Net sales decreased due to changes in foreign exchange rates and lower sales of forms, partially offset by the
acquisition of PROSA, which increased net sales by $18.7 million, or 3.9%.

� Europe: Net sales decreased due to changes in foreign exchange rates and lower sales of directories and commercial print, as well as
unfavorable product mix changes and declining prices, largely related to technology manuals and other related packaging products.

� Global Turnkey Solutions: Net sales decreased due to lower volume from retail and technology customers, as the economic
slowdown impacted both consumer and business spending on their products, as well as changes in foreign exchange rates.

� Canada: Net sales decreased due to changes in foreign exchange rates and lower sales of forms and labels, statement printing and
commercial print products.

Loss from continuing operations decreased $528.6 million primarily due to lower restructuring and impairment charges, partially offset by
volume declines, the ongoing impact of competitive price pressures, unfavorable product mix and higher incentive compensation expense,
partially offset by lower intangible amortization expense. Operating margins as a percentage of sales increased from (19.6%) for the year ended
December 31, 2008 to (1.5%) for the year ended December 31, 2009. Of this margin change, 19.6 percentage points were attributable to the
impact of lower restructuring and impairment charges. In addition, the margin increase was due to cost reductions driven by restructuring actions
and productivity improvements, partially offset by volume and price declines.

Corporate

The following table summarizes unallocated operating expenses and certain items impacting comparability within the activities presented as
Corporate:
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Years Ended
December 31,

2009 2008
(in millions)

Operating expenses $ 108.9 $ 184.8
Restructuring and impairment charges 8.2 4.2
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Corporate operating expenses for the year ended December 31, 2009 were $108.9 million, a decrease of $75.9 million compared to 2008. The
decrease was primarily driven by a benefit resulting from the reduction in the LIFO inventory reserve of $17.6 million in 2009 as compared to
an expense of $30.6 million in 2008, the elimination of the our 401(k) match and cost reductions from productivity and restructuring actions,
partially offset by higher incentive compensation expense and higher restructuring and impairment charges.

RESTRUCTURING, IMPAIRMENT AND ACQUISITION-RELATED CHARGES

During 2010, we recorded net restructuring and impairment charges of $157.9 million. These charges included $61.0 million for the impairment
of goodwill within the forms and labels reporting unit in the U.S. Print and Related Services segment, $26.9 million for the impairment of
acquired customer relationship intangible assets in the Global Turnkey Solutions reporting unit within the International segment and $4.6 million
for the impairment of other long-lived assets. Additionally, these charges included $35.9 million related to workforce reductions of 1,458
employees (1,354 of whom were terminated as of December 31, 2010), associated with actions resulting from reorganization of certain
operations. These actions included the reorganization of certain operations within the Financial Print reporting unit within the U.S. Print and
Related Services segment due to the acquisition of Bowne. In addition, these actions included the reorganization of certain operations within the
business process outsourcing and Latin America reporting units and the continuing charges resulting from the closing of two Global Turnkey
Solutions manufacturing facilities in 2009 within the International segment. Further, these actions included the reorganization of certain
operations within the magazine, catalog and retail insert and variable print reporting units and the closing of one forms and labels manufacturing
facility within the U.S. Print and Related Services segment. Finally, we recorded $29.5 million of other restructuring charges, of which $13.6
million related to mutli-employer pension plan partial withdrawal charges primarily attributable to two closed manufacturing facilities within the
U.S. Print and Related Services segment, as well as lease termination and other facility closure costs.

During 2009, we recorded net restructuring and impairment charges of $382.7 million. These charges included $128.5 million for the
impairment of goodwill and $24.7 million for the impairment of other long-lived assets. In addition, we recorded charges, discounted for future
cash payments, of $118.6 million for the termination of a significant long-term customer contract in the business process outsourcing reporting
unit within the International segment, of which $117.2 million, $0.8 million and $0.6 million are reflected in other charges, impairment and
employee terminations, respectively. Additionally, these charges included $78.8 million related to workforce reductions of 4,043 employees (all
of whom were terminated as of December 31, 2010), associated with actions resulting from the reorganization of certain operations and the
exiting of certain business activities. These actions included the closings of two magazine, catalog and retail insert manufacturing facilities, two
book manufacturing facilities and one premedia facility within the U.S. Print and Related Services segment and the closing of two Global
Turnkey Solutions manufacturing facilities, one business process outsourcing facility, one Latin America manufacturing facility and one
European manufacturing facility within the International segment. Finally, we incurred other restructuring charges of $32.1 million, including
lease termination and other facility closure costs.

During 2008, we recorded restructuring and impairment charges of $1,184.7 million. These charges included $800.1 million for the impairment
of goodwill, $325.3 million for the impairment of customer relationships intangible assets and $4.6 million for the impairment of other
long-lived assets. In addition, these charges included $44.1 million related to workforce reductions of 2,245 employees (all of whom were
terminated as of December 31, 2009), associated with actions resulting from the reorganization of certain operations and the exiting of certain
business activities. These actions included the realignment and consolidation of the Canadian organization, a management reorganization within
Latin America, the closing of two Global Turnkey Solutions manufacturing facilities within the International segment and realignment and
consolidation of the financial print organization in the U.S. Print and Related Services and International segments. In addition, $10.6 million of
other restructuring costs, including lease terminations in exited facilities, were recorded for the year ended December 31, 2008.
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During 2008, we capitalized $2.1 million of restructuring costs related to employee terminations and other costs in connection with the
acquisition of Pro Line. Costs of $1.7 million were for workforce reductions of 23 employees resulting from the elimination of duplicative
administrative functions. Charges of $0.4 million of other restructuring costs included lease terminations in exited facilities.

We made cash payments of $158.1 million, $126.4 million and $68.9 million for restructuring activities during the years ended December 31,
2010, 2009 and 2008, respectively. $95.8 million of the $158.1 million paid in 2010 and $22.2 million of the $126.4 million paid in 2009 related
to the terminated customer contract discussed previously. These outlays were all funded using cash generated from operations and cash on hand.

In 2011, we expect to realize further cost savings associated with the restructuring actions taken in 2010 and 2009, primarily through reduced
employee and facility costs. Restructuring actions have been and will continue to be taken in conjunction with the recent acquisition of Bowne,
which will result in significant additional restructuring charges in 2011. In addition, we expect to identify other cost reduction opportunities
within both current and newly acquired businesses and possibly take further actions in 2011, which may result in significant additional
restructuring charges. These restructuring actions will be funded by cash generated from operations and cash on hand or, if necessary, we will
fund these costs by utilizing our credit facilities.
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DESCRIPTION OF THE NOTES

You can find the definitions of certain terms used in this description under ��Certain Definitions.� Defined terms used in this description but not
defined below under ��Certain Definitions� or elsewhere in this description have the meanings assigned to them in the indenture. In this description,
the �Company,� �us,� �we� and �our� refer only to R.R. Donnelley & Sons Company.

We will issue our         % notes due 2018 (the �notes�) under a supplemental indenture, to be dated as of May     , 2011, to the indenture, dated as
of January 3, 2007, between R.R. Donnelley & Sons Company and Wells Fargo Bank, National Association, as trustee (the �Trustee�).

The following description is a summary of the material provisions of the indenture, as supplemented by the supplemental indenture referred to
above, which we refer to as the �indenture.� It does not restate that agreement in its entirety. We urge you to read the indenture because it contains
additional information that may be of importance to you. A form of the indenture has been filed as an exhibit to the registration statement of
which this prospectus supplement is a part and can be obtained as indicated under �Where You Can Find More Information.� The indenture
contains provisions that define your rights under the notes. In addition, the indenture governs the obligations of the Company under the notes.
The terms of the notes include those stated in the indenture and, upon effectiveness of a registration statement with respect to the notes, those
made part of the indenture by reference to the Trust Indenture Act of 1939, as amended.

The notes will be issued in one series in an aggregate principal amount of $500,000,000.

We may issue additional notes in an unlimited aggregate principal amount at any time and from time to time under the same indenture. For
example, we may, from time to time, without notice to or consent of the holders of notes, create additional notes under the indenture. These
additional notes will have substantially the same terms as the notes offered hereby in all respects (or in all respects except in some cases for the
payment of interest accruing prior to the issue date of the additional notes or except for the first payment of interest following the issue date of
the additional notes) so that the additional notes may be consolidated and form a single series with the notes offered hereby.

The notes will be unsecured obligations of R.R. Donnelley & Sons Company only and will rank equally with all of the other unsecured and
unsubordinated indebtedness from time to time outstanding of R.R. Donnelley & Sons Company.

We will issue the notes only in fully registered form without coupons, in minimum denominations of $2,000 and integral multiples of $1,000 in
excess thereof. The Trustee will initially act as paying agent and registrar for the notes. The notes may be presented for registration of transfer
and exchange at the offices of the registrar, which initially will be the Trustee�s corporate trust office. We may change any paying agent and
registrar without notice to holders of the notes and we may act as paying agent or registrar. We will pay principal (and premium, if any) on the
notes at the Trustee�s corporate trust office in Chicago, Illinois. At our option, interest may be paid at the Trustee�s corporate trust office or by
check mailed to the registered address of the holders.

Principal, Maturity and Interest

The notes will mature on May 15, 2018. Interest on the notes will accrue at a rate of         % per year and will be payable semiannually in arrears
on May 15 and November 15, commencing on November 15, 2011. We will pay interest to those persons who were holders of record on the
May 1 and November 1, as the case may be, immediately preceding each interest payment date.

Interest on the notes will accrue from the date of original issuance or, if interest has already been paid, from the date it was most recently paid.
Interest will be computed on the basis of a 360-day year comprised of twelve 30-day months.
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When we use the term �business day,� we mean any day other than a Saturday, Sunday or other day on which commercial banking institutions in
New York City or Chicago, Illinois are authorized or required by law to close.

If an interest payment date, redemption date or maturity date for the notes falls on a date that is not a business day (as defined above), then
interest will be paid on the next day that is a business day, and no interest on such payment will accrue for the period from and after such interest
payment date, redemption date or maturity date. If a redemption date or the maturity date for any note falls on a date that is not a business day,
the related payments of principal, premium, if any, and interest may be made on the next succeeding business day, and no additional interest will
accumulate on the amount payable for the period from and after the redemption date or maturity date.

Methods of Receiving Payments on the Notes

If a holder has given us wire transfer instructions, we will pay, or cause to be paid by the paying agent, all principal, premium, if any, and
interest on that holder�s notes in accordance with those instructions. All other payments on the notes will be made at the office or agency of the
paying agent and registrar unless we elect to make interest payments by check mailed to the holders at their address set forth in the register of
holders.

Ranking

The notes will be senior unsecured obligations of the Company. The payment of the principal of, premium, if any, and interest on the notes will:

� rank equally in right of payment with all other indebtedness of the Company that is not, by its terms, expressly subordinated to other
indebtedness of the Company;

� rank senior in right of payment to all indebtedness of the Company that is, by its terms, expressly subordinated to the senior
indebtedness of the Company; and

� be effectively subordinated to the secured indebtedness of the Company to the extent of the value of the collateral securing such
indebtedness and to the indebtedness and other obligations of the Company�s subsidiaries.

Optional Redemption

We may, at our option, redeem the notes in whole at any time or in part from time to time at a redemption price equal to the greater of (1) 100%
of the principal amount of the notes to be redeemed and (2) as determined by the Quotation Agent (as defined below), the sum of the present
values of the remaining scheduled payments of principal and interest in respect of the notes to be redeemed (not including any portion of those
payments of interest accrued as of the date of redemption) discounted to the date of redemption (the �Redemption Date�) on a semi-annual basis
(assuming a 360-day year consisting of twelve 30-day months) at the Adjusted Treasury Rate (as defined below) plus          basis points, plus
accrued interest to the Redemption Date.

�Adjusted Treasury Rate� means, with respect to any Redemption Date, the rate per year equal to the semi-annual equivalent yield to maturity of
the Comparable Treasury Issue, assuming a price for the Comparable Treasury Issue (expressed as a percentage of its principal amount) equal to
the Comparable Treasury Price for that Redemption Date.

�Comparable Treasury Issue� means the United States Treasury security selected by the Quotation Agent as having a maturity comparable to the
remaining term of the notes to be redeemed that would be utilized, at the time of selection and in accordance with customary financial practice,
in pricing new issues of corporate debt securities of comparable maturity to the remaining term of those notes.
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�Comparable Treasury Price� means, with respect to any Redemption Date, (1) the average of the Reference Treasury Dealer Quotations for that
Redemption Date, after excluding the highest and lowest Reference Treasury Dealer Quotations, or (2) if the Quotation Agent obtains fewer than
four Reference Treasury Dealer Quotations, the average of all Reference Treasury Dealer Quotations so received.

�Quotation Agent� means the Reference Treasury Dealer appointed by us.

�Reference Treasury Dealer� means (1) each of Merrill Lynch, Pierce, Fenner & Smith Incorporated, Citigroup Global Markets Inc. and J.P.
Morgan Securities LLC and their respective successors; provided, however, that if any of the foregoing shall cease to be a primary U.S.
Government securities dealer in New York City (a �Primary Treasury Dealer�), we will substitute another Primary Treasury Dealer, and (2) any
one other Primary Treasury Dealer selected by us.

�Reference Treasury Dealer Quotations� means, with respect to each Reference Treasury Dealer and any Redemption Date, the average, as
determined by the Quotation Agent, of the bid and asked prices for the Comparable Treasury Issue (expressed in each case as a percentage of its
principal amount) quoted in writing to the Quotation Agent by that Reference Treasury Dealer at 5:00 p.m., New York City time, on the third
business day preceding that Redemption Date.

We will mail notice of any redemption at least 30 days, but not more than 60 days, before the Redemption Date to each holder of the notes to be
redeemed. Unless we default in payment of the redemption price on the Redemption Date, on and after the Redemption Date, interest will cease
to accrue on the notes or portions thereof called for redemption.

Any notice to holders of notes of a redemption hereunder needs to include the appropriate calculation of the redemption price, but does not need
to include the redemption price itself. The actual redemption price, calculated as described above, must be set forth in an Officers� Certificate of
ours delivered to the Trustee no later than two business days prior to the Redemption Date.

Mandatory Redemption

We are not required to make mandatory redemption or sinking fund payments with respect to the notes.

Selection and Notice of Redemption

If we redeem less than all the notes at any time and the notes are Global Notes held by DTC, DTC will select the notes to be redeemed in
accordance with its Operational Arrangements. If the notes are not Global Notes held by DTC, the Trustee will select notes on a pro rata basis,
or on as nearly a pro rata basis as is practicable.

We will redeem notes of $2,000 or less in whole and not in part. We will cause notices of redemption to be mailed by first-class mail at least 30
but not more than 60 days before the Redemption Date to each holder of notes to be redeemed at its registered address. We may provide in the
notice that payment of the redemption price and performance of our obligations with respect to the redemption or purchase may be performed by
another person. Any notice may, at our discretion, be subject to the satisfaction of one or more conditions precedent.

If any note is to be redeemed in part only, the notice of redemption that relates to that note will state the portion of the principal amount thereof
to be redeemed. We will issue a new note in a principal amount equal to the unredeemed portion of the original note in the name of the holder
upon cancellation of the original note. Notes called for redemption become due on the date fixed for redemption. On and after such date, unless
we default in payment of the redemption price on such date, interest ceases to accrue on the notes or portions thereof called for such redemption.
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Change of Control

If a Change of Control Triggering Event occurs, unless we have exercised our right to redeem the notes as described above, holders of notes will
have the right to require us to repurchase all or any part (equal to $2,000 or an integral multiple of $1,000 in excess thereof) of their notes
pursuant to the offer described below (the �Change of Control Offer�) on the terms set forth in the notes. In the Change of Control Offer, we will
be required to offer payment in cash equal to 101% of the aggregate principal amount of notes repurchased plus accrued and unpaid interest, if
any, on the notes repurchased, to the date of purchase (the �Change of Control Payment�). Within 30 days following any Change of Control
Triggering Event, we will be required to mail a notice to holders of notes describing the transaction or transactions that constitute the Change of
Control Triggering Event and offering to repurchase the notes on the date specified in the notice, which date will be no earlier than 30 days and
no later than 60 days from the date such notice is mailed (the �Change of Control Payment Date�), pursuant to the procedures required by the
notes and described in such notice. We must comply with the requirements of Rule 14e-1 under the Exchange Act and any other securities laws
and regulations thereunder to the extent those laws and regulations are applicable in connection with the repurchase of the notes as a result of a
Change of Control Triggering Event. To the extent that the provisions of any securities laws or regulations conflict with the Change of Control
provisions of the notes, we will be required to comply with the applicable securities laws and regulations and will not be deemed to have
breached our obligations under the Change of Control provisions of the notes by virtue of such conflicts.

On the Change of Control Payment Date, we will be required, to the extent lawful, to:

� accept for payment all notes or portions of notes properly tendered pursuant to the Change of Control Offer;

� deposit with the paying agent an amount equal to the Change of Control Payment in respect of all notes or portions of notes properly
tendered; and

� deliver or cause to be delivered to the Trustee the notes properly accepted together with an officers� certificate stating the aggregate
principal amount of notes or portions of notes being purchased.

The definition of Change of Control includes a phrase relating to the direct or indirect sale, lease, transfer, conveyance or other disposition of �all
or substantially all� of the properties or assets of RR Donnelley and its subsidiaries taken as a whole. Although there is a limited body of case law
interpreting the phrase �substantially all,� there is no precise established definition of the phrase under applicable law. Accordingly, the ability of a
holder of notes to require RR Donnelley to repurchase its notes as a result of a sale, lease, transfer, conveyance or other disposition of less than
all of the assets of RR Donnelley and its subsidiaries taken as a whole to another Person or group may be uncertain.

For purposes of the foregoing discussion of a repurchase at the option of holders, the following definitions are applicable:

�Below Investment Grade Rating Event� means the notes are rated below an Investment Grade Rating by each of the Rating Agencies (as defined
below) on the 60th day following the occurrence of a Change of Control (which date shall be extended if the rating of the notes is under publicly
announced consideration for possible downgrade by any of the Rating Agencies on such 60th day, such extension to last until the date on which
the Rating Agency considering such possible downgrade either (x) rates the notes below an Investment Grade Rating or (y) publicly announces
that it is no longer considering the notes for possible downgrade; provided, that no such extension shall occur if any of the Rating Agencies rates
the notes with an Investment Grade Rating that is not subject to review for possible downgrade on such 60th day).

�Change of Control� means the occurrence of any of the following: (1) the direct or indirect sale, transfer, conveyance or other disposition (other
than by way of merger or consolidation), in one or a series of related transactions, of all or substantially all of the properties or assets of RR
Donnelley and its subsidiaries taken as a
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whole to any �person� (as that term is used in Section 13(d)(3) of the Exchange Act) other than RR Donnelley or one of its subsidiaries; (2) the
consummation of any transaction (including, without limitation, any merger or consolidation) the result of which is that any �person� (as that term
is used in Section 13(d)(3) of the Exchange Act) becomes the beneficial owner, directly or indirectly, of more than 50% of the then outstanding
number of shares of RR Donnelley�s voting stock; or (3) the first day on which a majority of the members of RR Donnelley�s Board of Directors
are not Continuing Directors.

�Change of Control Triggering Event� means the occurrence of both a Change of Control and a Below Investment Grade Rating Event.

�Continuing Directors� means, as of any date of determination, any member of the Board of Directors of RR Donnelley who (1) was a member of
such Board of Directors on the date of the issuance of the notes; or (2) was nominated for election or elected to such Board of Directors with the
approval of a majority of the Continuing Directors who were members of such Board of Directors at the time of such nomination or election
(either by a specific vote or by approval of RR Donnelley�s proxy statement in which such member was named as a nominee for election as a
director, without objection to such nomination).

�Investment Grade Rating� means a rating equal to or higher than Baa3 (or the equivalent) by Moody�s and BBB- (or the equivalent) by S&P.

�Moody�s� means Moody�s Investors Service, Inc., a subsidiary of Moody�s Corporation, and its successors.

�Rating Agencies� means (1) each of Moody�s and S&P; and (2) if any of Moody�s or S&P ceases to rate the notes or fails to make a rating of the
notes publicly available for reasons outside of our control, a �nationally recognized statistical rating organization� within the meaning of Section
3(a)(62) under the Exchange Act, selected by us (as certified by a resolution of our Board of Directors) as a replacement agency for Moody�s or
S&P, or both of them, as the case may be.

�S&P� means Standard & Poor�s Ratings Services, a division of The McGraw-Hill Companies, Inc., and its successors.

Certain Covenants

Restrictions on Secured Debt

The indenture provides that neither R.R. Donnelley & Sons Company nor any Restricted Subsidiary will create, incur, issue, assume or
guarantee any indebtedness for borrowed money secured by a mortgage, security interest, pledge or lien (which we refer to herein, collectively,
as a �mortgage�) on or upon any Principal Property or any shares of capital stock or indebtedness of any Restricted Subsidiary, whether owned at
the date of the indenture or acquired after the date of the indenture, without ensuring that the notes (together with, if we decide, any other
indebtedness created, issued, assumed or guaranteed by R.R. Donnelley & Sons Company or any Restricted Subsidiary then existing or
thereafter created) will be secured by such mortgage equally and proportionately with (or, at our option, prior to) such indebtedness. This
restriction will not apply to indebtedness secured by any of the following:

� mortgages on any property acquired, constructed or improved by, or on any shares of capital stock or indebtedness acquired by, us or
any Restricted Subsidiary after the date of the indenture to secure indebtedness incurred for the purpose of financing or refinancing
all or any part of the purchase price of such property, shares of capital stock or indebtedness or of the cost of any construction or
improvements on such properties, in each case, to the extent that the indebtedness is incurred prior to or within 180 days after the
applicable acquisition, completion of construction or beginning of commercial operation of such property, as the case may be;

� mortgages on any property, shares of capital stock or indebtedness existing at the time we or any Restricted Subsidiary acquire any
of the same;
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� mortgages on property of a corporation existing at the time we or any Restricted Subsidiary merge or consolidate with such
corporation or at the time we or any Restricted Subsidiary acquire all or substantially all of the properties of such corporation;

� mortgages on any property of, or shares of capital stock or indebtedness of, a corporation existing at the time such corporation
becomes a Restricted Subsidiary;

� mortgages to secure indebtedness of any Restricted Subsidiary to us or another Restricted Subsidiary;

� mortgages in favor of certain governmental bodies to secure partial, progress, advance or other payments pursuant to any contract or
statute or to secure indebtedness incurred or guaranteed to finance or refinance all or any part of the purchase price of the property,
shares of capital stock or indebtedness subject to such mortgages, or the cost of constructing or improving the property subject to
such mortgage; and

� extensions, renewals or replacements of any mortgage existing on the date of the indenture or any mortgage referred to above;
however, the principal amount of indebtedness secured thereby may not exceed the principal amount of indebtedness so secured at
the time of such extension, renewal or replacement, and such extension, renewal or replacement will be limited to all or a part of the
property (plus improvements and construction on such property), shares of capital stock or indebtedness which was subject to the
mortgage so extended, renewed or replaced.

Notwithstanding the restriction outlined above, we or any Restricted Subsidiary may, without having to equally and proportionately secure the
notes, issue, assume or guarantee indebtedness secured by a mortgage not excepted from the restriction if the total amount of the following does
not at the time exceed 15% of Consolidated Net Tangible Assets:

� such indebtedness; plus

� all other indebtedness that we and our Restricted Subsidiaries have incurred or have guaranteed existing at such time and secured by
mortgages not so excepted; plus

� the Attributable Debt existing in respect of Sale and Lease-Back Transactions existing at such time.
Attributable Debt with respect to the following types of Sale and Lease-Back Transactions will not be included for the purposes of calculating
Attributable Debt in the preceding sentence:

� Sale and Lease-Back Transactions in respect of which an amount (equaling at least the greater of the net proceeds of the sale of
property or the fair market value of the property) is used within 180 days after the effective date of the arrangement to make
non-mandatory prepayments on long-term indebtedness, retire long-term indebtedness or acquire, construct or improve a
manufacturing plant or facility which is, or upon completion will be, a Principal Property; and

� Sale and Lease-Back Transactions in which the property involved would have been permitted to be mortgaged under the first bullet
point of the preceding paragraph.

Restrictions on Sale and Lease-Back Transactions

The indenture provides that neither we nor any Restricted Subsidiary will enter into any Sale and Lease-Back Transaction with respect to any
Principal Property unless:
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� we or such Restricted Subsidiary are entitled under the provisions described in the first or sixth bullet point in the first paragraph
under ��Restrictions on Secured Debt� to create, issue, assume or guarantee indebtedness secured by a mortgage on the property to be
leased without having to equally and proportionately secure the notes;

� we or such Restricted Subsidiary are entitled under the provisions described in the last paragraph under ��Restrictions on Secured Debt�
to create, issue, assume or guarantee indebtedness secured by a mortgage on such property in an amount at least equal to the
Attributable Debt in respect of the Sale and Lease-Back Transaction without having to equally and proportionately secure the notes;
or
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� we apply an amount (equaling at least the greater of the net proceeds of the sale of property or the fair market value of the property)
within 180 days after the effective date of the arrangement to make non-mandatory prepayments on long-term indebtedness, retire
long-term indebtedness or acquire, construct or improve a manufacturing plant or facility which is, or upon completion will be, a
Principal Property.

Consolidation, Merger and Sale of Assets

The indenture provides that we may consolidate or merge with or into any other corporation, or lease, sell or transfer all or substantially all of
our property and assets if:

� the corporation formed by such consolidation or into which we are merged, or the party which acquires by lease, sale or transfer all
or substantially all of our property and assets is a corporation organized and existing under the laws of the United States, any state in
the United States or the District of Columbia;

� the corporation formed by such consolidation or into which we are merged, or the party which acquires by lease, sale or transfer all
or substantially all of our property and assets, agrees to pay the principal of, and any premium and interest on, the notes and perform
and observe all covenants and conditions of the indenture by executing and delivering to the Trustee a supplemental indenture; and

� immediately after giving effect to such transaction and treating indebtedness for borrowed money which becomes our obligation or
an obligation of a Restricted Subsidiary as a result of such transaction as having been incurred by us or such Restricted Subsidiary at
the time of such transaction, no Event of Default, and no event which, after notice or lapse of time or both, would become an Event
of Default, has happened and is continuing.

If, upon any such consolidation or merger, or upon any such lease, sale or transfer of any of our Principal Property or any shares of capital stock
or indebtedness of any Restricted Subsidiary, owned immediately prior to the transaction, would thereupon become subject to any mortgage,
security interest, pledge or lien securing any indebtedness for borrowed money of, or guaranteed by, such other corporation or party (other than
any mortgage, security interest, pledge or lien permitted as described under ��Certain Covenants�Restrictions on Secured Debt� above), we, prior to
such consolidation, merger, lease, sale or transfer, will, by executing and delivering to the Trustee a supplemental indenture, secure the due and
punctual payment of the principal of, and any premium and interest on, the notes (together with, if we decide, any other indebtedness of, or
guaranteed by, us or any Restricted Subsidiary then existing or thereafter created) equally and proportionately with (or, at our option, prior to)
the indebtedness secured by such mortgage, security interest, pledge or lien.

Reports

We will file with the Trustee, within 15 days after we have filed the same with the Commission, copies of the annual reports and of the
information, documents and other reports (or copies thereof as the Commission may from time to time by rules and regulations prescribe) which
we may be required to file with the Commission pursuant to Section 13 or Section 15(d) of the Exchange Act; or, if we are not required to file
information, documents or reports under those Sections, then we will file with the Trustee and the Commission, in accordance with rules and
regulations prescribed from time to time by the Commission, such of the supplementary and periodic information, documents and reports which
may be required pursuant to Section 13 of the Exchange Act in respect of a security listed and registered on a national securities exchange as
may be prescribed from time to time in those rules and regulations.

Events of Default

With respect to the notes, an �Event of Default� is defined in the indenture as being:

� a failure to pay interest upon the notes that continues for a period of 30 days after payment is due;
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� a failure to pay the principal or premium, if any, on the notes when due upon maturity, redemption, acceleration or otherwise;

� a failure to comply with any of our other agreements contained in the indenture applicable to the notes for a period of 90 days after
written notice to us of such failure from the Trustee (or to us and the Trustee from the holders of at least 25% of the principal amount
of the notes); and

� certain events of bankruptcy, insolvency or reorganization relating to us.
The indenture provides that if there is a continuing Event of Default with respect to the notes, either the Trustee or the holders of at least 25% of
the outstanding principal amount of the notes may declare the principal amount of all of the notes to be due and payable immediately. However,
at any time after the Trustee or the holders, as the case may be, declare an acceleration with respect to notes, but before the applicable person has
obtained a judgment or decree based on such acceleration, the holders of a majority in principal amount of the outstanding notes may, under
certain conditions, cancel such acceleration if we have cured all Events of Default (other than the nonpayment of accelerated principal) with
respect to such notes or all such Events of Default have been waived as provided in the indenture. For information as to waiver of defaults, see
��Modification and Waiver.�

The indenture provides that, subject to the duties of the Trustee to act with the required standard of care, if there is a continuing Event of
Default, the Trustee need not exercise any of its rights or powers under the indenture at the request or direction of any of the holders of notes,
unless such holders have offered to the Trustee reasonable security or indemnity. Subject to such provisions for security or indemnification of
the Trustee and certain other conditions, the holders of a majority in principal amount of the outstanding notes of a series will have the right to
direct the time, method and place of conducting any proceeding for any remedy available to the Trustee or exercising any trust or power the
Trustee holds with respect to the notes of that series.

No holder of any note will have any right to institute any proceeding with respect to the indenture or for any remedy under the indenture unless:

� the Trustee has failed to institute such proceeding for 60 days after the holder has previously given to the Trustee written notice of a
continuing Event of Default with respect to notes;

� the holders of at least 25% in principal amount of the outstanding notes have made a written request, and offered reasonable security
or indemnity, to the Trustee to institute such proceeding as Trustee; and

� the Trustee has not received from the holders of a majority in principal amount of the outstanding notes a direction inconsistent with
such request.

However, the holder of any note will have an absolute and unconditional right to receive payment of the principal of, and any premium or
interest on, such note on or after the date or dates they are to be paid as expressed in such note and to institute suit for the enforcement of any
such payment.

We are required to furnish to the Trustee annually a statement as to the absence of certain defaults under the indenture. The indenture provides
that the Trustee need not provide holders of notes notice of any default (other than the nonpayment of principal or any premium or interest) if it
considers it in the interest of the holders of notes not to provide such notice.

Modification and Waiver

We and the Trustee may modify or amend the indenture with the consent of the holders of a majority of the principal amount of the outstanding
notes of each series affected by the modification or amendment. However, no such modification or amendment may, without the consent of the
holders of all then outstanding notes of the affected series:
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� reduce the principal amount of, or any premium or interest rate on, the notes of that series;

� change the place or currency of payment of principal of, or any premium or interest on, the notes of that series;

� impair the right to institute suit for the enforcement of any payment on or with respect to the notes of that series after the due date
thereof; or

� reduce the percentage in principal amount of the notes of that series then outstanding, the consent of whose holders is required for
modification or amendment of the indenture, for waiver of compliance with certain provisions of the indenture or for waiver of
certain defaults.

The holders of a majority of the principal amount of the outstanding notes of any series may waive, insofar as that series is concerned, future
compliance by us with certain restrictive covenants of the indenture. The holders of at least a majority in principal amount of the outstanding
notes of any series may waive any past default under the indenture with respect to that series, except a failure by us to pay the principal of, or
any premium or interest on, any notes of that series or a provision that cannot be modified or amended without the consent of the holders of all
outstanding notes of the affected series.

No Personal Liability of Directors, Officers, Employees and Stockholders

No director, officer, employee or stockholder of ours will have any liability for any of our obligations under the notes or the indenture or for any
claim based on, in respect of, or by reason of, such obligations or their creation. Each holder of notes by accepting a note waives and releases all
such liability. The waiver and release are part of the consideration for issuance of the notes.

Defeasance

Defeasance and Discharge

The indenture provides that we may be discharged from any and all obligations in respect of the notes (except for certain obligations to register
the transfer or exchange of notes, to replace stolen, destroyed, lost or mutilated notes, to maintain paying agencies, to compensate and indemnify
the Trustee or to furnish the Trustee (if the Trustee is not the registrar) with the names and addresses of holders of notes). We will be so
discharged if we irrevocably deposit with the Trustee, in trust, money and/or securities of the United States government in an amount sufficient,
in the opinion of a nationally recognized firm of independent public accountants, to pay each installment of principal of, and any premium and
interest on, the notes on the applicable due dates for those payments in accordance with the terms of the notes.

This discharge may occur only if, among other things, we have delivered to the Trustee an opinion of counsel confirming that the holders of the
notes will not recognize income, gain or loss for United States federal income tax purposes as a result of such defeasance and will be subject to
United States federal income tax on the same amounts and in the same manner and at the same times as would have been the case if the
discharge had not occurred. That opinion must state that we have received from, or there has been published by, the United States Internal
Revenue Service a ruling or, since the date of execution of the indenture, there has been a change in the applicable United States federal income
tax law, in any case, in support of that opinion.

Defeasance of Certain Covenants and Certain Events of Default

The indenture provides that, upon compliance with certain conditions:

� we may omit to comply with the covenants described under ��Certain Covenants�Restrictions on Secured Debt� and ��Certain
Covenants�Restrictions on Sale and Lease-Back Transactions� (all other obligations under the notes will remain in full force and
effect); and
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The conditions include:

� depositing with the Trustee money and/or securities of the United States government in an amount sufficient, in the opinion of a
nationally recognized firm of independent public accountants, to pay each installment of principal of, any premium and interest on
the notes on the due dates for those payments in accordance with the terms of the notes; and

� delivering to the Trustee an opinion of counsel to the effect that the holders of the notes will not recognize income, gain or
loss for United States federal income tax purposes as a result of the deposit and related covenant defeasance and will be
subject to United States federal income tax on the same amounts and in the same manner and at the same times as would
have been the case if the deposit and related covenant defeasance had not occurred.

Covenant Defeasance and Certain Other Events of Default

If we exercise our option to effect a covenant defeasance with respect to the notes as described above and the notes are thereafter declared due
and payable because of an Event of Default (other than an Event of Default caused by failing to comply with the covenants that are defeased),
the amount of money and securities we have deposited with the Trustee would be sufficient to pay amounts due on the notes on their respective
due dates but may not be sufficient to pay amounts due on the notes at the time of acceleration resulting from such Event of Default. However,
we would remain liable for such payments.

Governing Law

The indenture and the notes are governed by the laws of the State of New York.

The Trustee

Wells Fargo Bank, National Association is the Trustee under the indenture. Wells Fargo Bank, National Association is also the trustee for our
5.625% Notes due 2012, our 4.95% Notes due 2014, our 8.600% Notes due 2016, our 6.125% Notes due 2017, our 11.250% Notes due 2019 and
our 7.625% Notes due 2020, which were also issued under the indenture. The Trustee and its affiliates have engaged, currently are engaged, and
may in the future engage in financial or other transactions with R.R. Donnelley & Sons Company and its affiliates in the ordinary course of their
respective businesses, subject to the Trust Indenture Act of 1939, as amended.

Except during the continuance of an Event of Default, the Trustee will perform only such duties as are specifically set forth in the indenture. If
an Event of Default shall have occurred and continues that is known to the Trustee, the Trustee will exercise such of the rights and powers
vested in it under the indenture and use the same degree of care and skill in its exercise as a prudent person would exercise under the
circumstances in the conduct of such person�s own affairs.

Certain Definitions

Set forth below is a summary of certain of the defined terms used in the indenture. Reference is made to the indenture for the full definition of all
such terms as well as any other capitalized terms used herein for which no definition is provided. Unless the context otherwise requires, an
accounting term not otherwise defined has the meaning assigned to it in accordance with generally accepted accounting principles.

�Attributable Debt� is defined in the indenture to mean, in the context of a Sale and Lease-Back Transaction, what we believe in good faith to be
the present value, discounted at the interest rate implicit in the lease involved in such Sale and Lease-Back Transaction, of the lessee�s obligation
under the lease for rental payments during the remaining term of such lease, as it may be extended. For purposes of this definition, any amounts
lessee must pay, whether or not designated as rent or additional rent, on account of maintenance and repairs, insurance, taxes, assessments, water
rates or similar charges or any amounts lessee must pay under the lease contingent upon the amount of sales, maintenance and repairs, insurance,
taxes, assessments, water rates or similar charges are not included in the determination of lessee�s obligations under the lease.
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�Commission� means the U.S. Securities and Exchange Commission.

�Consolidated Net Tangible Assets� is defined in the indenture to mean the total amount of assets minus:

� all applicable reserves;

� all current liabilities (excluding any liabilities which are by their terms extendible or renewable at the option of the obligor to a time
more than 12 months after the time as of which the amount thereof is being computed and excluding current maturities of long-term
indebtedness); and

� all goodwill, trade names, trademarks, patents, unamortized debt discount and expense and other like intangible assets,
all as shown in our audited consolidated balance sheet contained in our then most recent annual report to stockholders, except that assets will
include an amount equal to the Attributable Debt in respect of any Sale and Lease-Back Transaction not capitalized on such balance sheet.

�Default� means any event which is, or after notice or passage of time or both would be, an Event of Default.

�Event of Default� has the meaning set forth under ��Events of Default.�

�Issue Date� means the date on which the notes are initially issued.

�Officer� means the Chief Executive Officer, the President, the Chief Financial Officer or any Vice President, the Treasurer or the Secretary of the
specified Person.

�Officers� Certificate� means a certificate signed by the Chairman of the Board, the Chief Executive Officer, the President or a Vice President,
and by the Treasurer, an Assistant Treasurer, the Controller, an Assistant Controller, the Secretary or an Assistant Secretary, and delivered to the
Trustee.

�Person� means any individual, corporation, company (including any limited liability company), association, partnership, joint venture, trust,
unincorporated organization, government or any agency or political subdivision thereof or any other entity.

�Principal Property� is defined in the indenture to mean any manufacturing plant or manufacturing facility owned by us or any Restricted
Subsidiary which is located within the United States and has a gross book value in excess of 1% of Consolidated Net Tangible Assets at the time
of determination, except for any such plant or facility or any portion of such plant or facility which our board of directors does not deem material
to the total business conducted by us and our Restricted Subsidiaries considered as one enterprise.

�Restricted Subsidiary� is defined in the indenture to mean any Subsidiary that has substantially all of its property located in or that conducts
substantially all of its business within the United States (other than its territories or possessions and other than Puerto Rico) and that owns a
Principal Property; however, any Subsidiary which is principally engaged in financing operations outside the United States or which is
principally engaged in leasing or in financing installment receivables will not be considered a Restricted Subsidiary.

�Sale and Lease-Back Transaction� is defined in the indenture to mean the leasing by us or any Restricted Subsidiary of any Principal Property,
whether owned at the date of the indenture or acquired after the date of the indenture (except for temporary leases for a term, including any
renewal term, of up to three years and except for leases between us and any Restricted Subsidiary or between Restricted Subsidiaries), which
property has been or is to be sold or transferred by us or such Restricted Subsidiary to any party with the intention of taking back a lease of such
property.

�Subsidiary� is defined in the indenture to mean any corporation in which we and/or one or more other Subsidiaries, directly or indirectly, own
more than 50% of the outstanding voting stock.
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BOOK-ENTRY; DELIVERY AND FORM

The notes initially will be represented by one or more permanent global certificates in definitive, fully registered form (the �Global Notes�). The
Global Notes will be deposited upon issuance with The Depository Trust Company, New York, New York (�DTC�) and registered in the name of
a nominee of DTC in the form of a global certificate.

The Global Notes

DTC has advised us that pursuant to procedures established by it (i) upon the issuance of the Global Notes, DTC or its custodian will credit, on
its internal system, the principal amount at maturity of the individual beneficial interests represented by such Global Notes to the respective
accounts of persons who have accounts with such depositary and (ii) ownership of beneficial interests in the Global Notes will be shown on, and
the transfer of such ownership will be effected only through, records maintained by DTC or its nominee (with respect to interests of participants)
and the records of participants (with respect to interests of persons other than participants). Ownership of beneficial interests in the Global Notes
will be limited to persons who have accounts with DTC (�participants�) or persons who hold interests through participants. Holders may hold their
interests in the Global Notes directly through DTC if they are participants in such system, or indirectly through organizations that are
participants in such system.

So long as DTC, or its nominee, is the registered owner or holder of the notes, DTC or such nominee, as the case may be, will be considered the
sole owner or holder of the notes represented by such Global Notes for all purposes under the indenture governing the notes. No beneficial
owner of an interest in the Global Notes will be able to transfer that interest except in accordance with DTC�s procedures, in addition to those
provided for under the indenture with respect to the notes.

Payments of the principal of, premium, if any, and interest (including additional interest) on, the Global Notes will be made to DTC or its
nominee, as the case may be, as the registered owner of the Global Notes. None of RR Donnelley, the trustee or any paying agent under the
indenture governing the notes will have any responsibility or liability for any aspect of the records relating to or payments made on account of
beneficial ownership interests in the Global Notes or for maintaining, supervising or reviewing any records relating to such beneficial ownership
interest.

DTC has advised us that its present practice is, upon receipt of any payment of principal, premium, if any, and interest (including additional
interest) on the Global Notes, to credit immediately participants� accounts with payments in amounts proportionate to their respective beneficial
interests in the principal amount of the Global Notes as shown on the records of DTC. Payments by participants to owners of beneficial interests
in the Global Notes held through such participants will be governed by standing instructions and customary practice, as is now the case with
securities held for the accounts of customers registered in the names of nominees for such customers. Such payments will be the responsibility of
such participants.

Transfers between participants in DTC will be effected in the ordinary way through DTC�s same-day funds system in accordance with DTC rules
and will be settled in same-day funds. If a holder requires physical delivery of a certificated security for any reason, including to sell notes to
persons in states which require physical delivery of the notes, or to pledge such securities, such holder must transfer its interest in a Global Note,
in accordance with the normal procedures of DTC and with the procedures set forth in the indenture governing the notes.

DTC has advised us that it will take any action permitted to be taken by a holder of notes, including the presentation of notes for exchange as
described below, only at the direction of one or more participants to whose account the DTC interests in the Global Notes are credited and only
in respect of such portion of the aggregate principal amount of notes as to which such participant or participants has or have given such
direction. However,
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if there is an event of default under the indenture governing the notes, DTC will exchange the Global Notes for certificated securities, which it
will distribute to its participants.

DTC has advised us as follows: DTC is a limited purpose trust company organized under the laws of the State of New York, a member of the
Federal Reserve System, a �clearing corporation� within the meaning of the Uniform Commercial Code and a �Clearing Agency� registered pursuant
to the provisions of Section 17A of the Exchange Act. DTC was created to hold securities for its participants and facilitate the clearance and
settlement of securities transactions between participants through electronic book-entry changes in accounts of its participants, thereby
eliminating the need for physical movement of certificates. Participants include securities brokers and dealers, banks, trust companies and
clearing corporations and certain other organizations. Indirect access to the DTC system is available to others such as banks, brokers, dealers and
trust companies that clear through or maintain a custodial relationship with a participant, either directly or indirectly (�indirect participants�).

Although DTC has agreed to the foregoing procedures in order to facilitate transfers of interests in the Global Note among participants of DTC,
it is under no obligation to perform such procedures, and such procedures may be discontinued at any time. Neither we nor the trustee will have
any responsibility for the performance by DTC or its participants or indirect participants of their respective obligations under the rules and
procedures governing their operations.

Clearstream. Clearstream is incorporated under the laws of Luxembourg as a professional depositary. Clearstream holds securities for its
participating organizations (�Clearstream Participants�) and facilitates the clearance and settlement of securities transactions between Clearstream
Participants through electronic book-entry changes in accounts of Clearstream Participants, thereby eliminating the need for physical movement
of certificates. Clearstream provides Clearstream Participants with, among other things, services for safekeeping, administration, clearance and
establishment of internationally traded securities and securities lending and borrowing. Clearstream interfaces with domestic markets in several
countries. As a professional depositary, Clearstream is subject to regulation by the Luxembourg Monetary Institute. Clearstream Participants are
recognized financial institutions around the world, including underwriters, securities brokers and dealers, banks, trust companies, clearing
corporations and certain other organizations, and may include the underwriters. Indirect access to Clearstream is also available to others, such as
banks, brokers, dealers and trust companies that clear through or maintain a custodial relationship with a Clearstream Participant either directly
or indirectly.

Distributions with respect to notes held beneficially through Clearstream will be credited to cash accounts of Clearstream Participants in
accordance with its rules and procedures to the extent received by DTC for Clearstream.

Euroclear. Euroclear was created in 1968 to hold securities for participants of Euroclear (�Euroclear Participants�) and to clear and settle
transactions between Euroclear Participants through simultaneous electronic book-entry delivery against payment, thereby eliminating the need
for physical movement of certificates and any risk from lack of simultaneous transfers of securities and cash. Euroclear includes various other
services, including securities lending and borrowing and interfaces with domestic markets in several markets in several countries. Euroclear is
operated by Euroclear Bank S.A./N.V. (the �Euroclear Operator�), under contract with Euro-clear Clearance Systems S.C., a Belgian cooperative
corporation (the �Cooperative�). All operations are conducted by the Euroclear Operator, and all Euroclear securities clearance accounts and
Euroclear cash accounts are accounts with the Euroclear Operator, not the Cooperative. The Cooperative establishes policy for Euroclear on
behalf of Euroclear Participants. Euroclear Participants include banks (including central banks), securities brokers and dealers and other
professional financial intermediaries and may include the underwriters. Indirect access to Euroclear is also available to other firms that clear
through or maintain a custodial relationship with a Euroclear Participant, either directly or indirectly.

The Euroclear Operator is regulated and examined by the Belgian Banking Commission.
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Links have been established among DTC, Clearstream and Euroclear to facilitate the initial issuance of the notes sold outside of the United
States and cross-market transfers of the notes associated with secondary market trading.

Although DTC, Clearstream and Euroclear have agreed to the procedures provided below in order to facilitate transfers, they are under no
obligation to perform these procedures, and these procedures may be modified or discontinued at any time.

Clearstream and Euroclear will record the ownership interests of their participants in much the same way as DTC, and DTC will record the total
ownership of each of the U.S. agents of Clearstream and Euroclear, as participants in DTC. When notes are to be transferred from the account of
a DTC participant to the account of a Clearstream participant or a Euroclear participant, the purchaser must send instructions to Clearstream or
Euroclear through a participant at least one day prior to settlement. Clearstream or Euroclear, as the case may be, will instruct its U.S. agent to
receive notes against payment. After settlement, Clearstream or Euroclear will credit its participant�s account. Credit for the notes will appear on
the next day (European time).

Because settlement is taking place during New York business hours, DTC participants will be able to employ their usual procedures for sending
notes to the relevant U.S. agent acting for the benefit of Clearstream or Euroclear participants. The sale proceeds will be available to the DTC
seller on the settlement date. As a result, to the DTC participant, a cross-market transaction will settle no differently than a trade between two
DTC participants.

When a Clearstream or Euroclear participant wishes to transfer notes to a DTC participant, the seller will be required to send instructions to
Clearstream or Euroclear through a participant at least one business day prior to settlement. In these cases, Clearstream or Euroclear will instruct
its U.S. agent to transfer these notes against payment for them. The payment will then be reflected in the account of the Clearstream or Euroclear
participant the following day, with the proceeds back valued to the value date, which would be the preceding day, when settlement occurs in
New York, if settlement is not completed on the intended value date, that is, the trade fails, proceeds credited to the Clearstream or Euroclear
participant�s account will instead be valued as of the actual settlement date.

You should be aware that you will only be able to make and receive deliveries, payments and other communications involving the notes through
Clearstream and Euroclear on the days when those clearing systems are open for business. Those systems may not be open for business on days
when banks, brokers and other institutions are open for business in the United States. In addition, because of time zone differences there may be
problems with completing transactions involving Clearstream and Euroclear on the same business day as in the United States.

Certificated Securities

Certificated securities will be issued in exchange for beneficial interests in the Global Notes (i) if requested by a holder of such interests and in
accordance with the rules and procedures of DTC or (ii) if DTC is at any time unwilling or unable to continue as a depositary for the Global
Notes and a successor depositary is not appointed by us within 90 days.

S-62

Edgar Filing: OCEAN BIO CHEM INC - Form 10-Q

Table of Contents 83



Table of Contents

UNITED STATES FEDERAL INCOME TAXATION

This section describes the material United States federal income tax consequences of owning the notes we are offering. It applies to you only if
you acquire notes in the offering for cash at the offering price and you hold your notes as capital assets for tax purposes. This section does not
apply to you if you are a member of a class of holders subject to special rules, such as:

� a dealer in securities,

� a trader in securities that elects to use a mark-to-market method of accounting for your securities holdings,

� a bank,

� a partnership or other pass-through entity or an investor in a partnership or other pass-through entity,

� a life insurance company,

� a tax-exempt organization,

� a person that owns notes that are a hedge or that are hedged against interest rate risks,

� a person subject to the alternative minimum tax,

� a person that owns notes as part of a straddle or conversion transaction for tax purposes, or

� a United States holder (as defined below) whose functional currency for tax purposes is not the U.S. dollar.
If a partnership (including for this purpose any entity treated as a partnership for U.S. federal income tax purposes) holds notes, the tax treatment
of a partner generally will depend upon the status of the partner and the activities of the partnership. A partner in a partnership that holds notes is
urged to consult its tax advisor regarding the specific tax consequences of the purchase, ownership and disposition of the Notes.

If you purchase notes at a price other than the offering price, the amortizable bond premium or market discount rules may also apply to you. You
should consult your tax advisor regarding this possibility.

This section is based on the Internal Revenue Code of 1986, as amended, its legislative history, existing and proposed regulations under the
Internal Revenue Code, published rulings and court decisions, all as currently in effect. These laws are subject to change, possibly on a
retroactive basis.

Please consult your own tax advisor concerning the consequences of owning these notes in your particular circumstances under the Internal
Revenue Code and the laws of any other taxing jurisdiction.

United States Holders
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This subsection describes the tax consequences to a United States holder. You are a United States holder if you are a beneficial owner of a note
and you are for United States federal income tax purposes:

� an individual who is a citizen or resident of the United States,

� a domestic corporation,

� an estate whose income is subject to United States federal income tax regardless of its source, or

� a trust if a United States court can exercise primary supervision over the trust�s administration and one or more United States persons
are authorized to control all substantial decisions of the trust, or a trust that has a valid election in effect to be treated as a United
States person.

If you are not a United States holder, this subsection does not apply to you and you should refer to ��United States Alien Holders� below.
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As described under �Description of the Notes�Change of Control,� if a Change of Control Triggering Event occurs, holders of notes will in certain
circumstances have the right to require us to repurchase all or part of their notes pursuant to the Change of Control Offer. This obligation may
subject the notes to special rules that apply to contingent payment debt instruments. These rules generally require you to accrue interest income
at a rate higher than the stated interest rate on the note and to treat as interest income (rather than capital gain) any gain recognized on a sale,
exchange or retirement of your note before the resolution of the contingencies. Notwithstanding the possibility of such contingent payments,
under applicable United States Treasury regulations, payments on a note that are subject to a remote or incidental contingency may be ignored.
We intend to take the position that the prospect that such payments will be made is a remote and/or incidental contingency and therefore that the
notes are not subject to the rules governing contingent payment debt instruments. It is possible, however, that the IRS may take a contrary
position, in which case the tax consequences to a holder could differ materially and adversely from those described below. The remainder of this
disclosure assumes that the notes will not be treated as contingent payment debt instruments.

You will be taxed on interest on your note as ordinary income at the time you receive the interest or when it accrues, depending on your method
of accounting for tax purposes. Additionally, you will generally recognize capital gain or loss on the sale or retirement of your note equal to the
difference between the amount you realize on the sale or retirement, excluding any amounts attributable to accrued but unpaid interest (which
will be taxed as interest income to the extent not previously includable in income), and your tax basis in your note. Your tax basis in your note
generally will be its cost. Capital gain of a non-corporate United States holder is generally taxed at preferential rates where the property is held
for more than one year.

For taxable years beginning after December 31, 2012, a United States person that is an individual or estate, or a trust that does not fall into a
special class of trusts that is exempt from such tax, will be subject to a 3.8% Medicare tax on the lesser of (1) the United States person�s �net
investment income� for the relevant taxable year and (2) the excess of the United States person�s modified gross income for the taxable year over a
certain threshold (which in the case of individuals will be between $125,000 and $250,000, depending on the individual�s circumstances). Your
net investment income will generally include your interest income and your net gains from the disposition of your note, unless such interest
income or net gains are derived in the ordinary course of the conduct of a trade or business (other than a trade or business that consists of certain
passive or trading activities). If you are a United States person that is an individual, estate or trust, you are urged to consult your tax advisors
regarding the applicability of the Medicare tax to your income and gains in respect of your investment in the notes.

United States Alien Holders

This subsection describes the tax consequences to a United States alien holder. You are a United States alien holder if you are the beneficial
owner of a note and are, for United States federal income tax purposes:

� a nonresident alien individual,

� a foreign corporation, or

� an estate or trust that in either case is not subject to United States federal income tax on a net income basis on income or gain from a
note.

If you are a United States holder, this subsection does not apply to you.

Under United States federal income and estate tax law, and subject to the discussion of backup withholding below, if you are a United States
alien holder of a note:

� we and other U.S. payors generally will not be required to deduct United States withholding tax from payments of principal and
interest to you if, in the case of payments of interest:

1. you do not actually or constructively own 10% or more of the total combined voting power of all classes of stock of RR Donnelley entitled to
vote,
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2. you are not a controlled foreign corporation that is related to RR Donnelley through stock ownership, and

3. the U.S. payor does not have actual knowledge or reason to know that you are a United States person and:

a. you have furnished to the U.S. payor an Internal Revenue Service Form W-8BEN or an acceptable substitute form upon which you certify,
under penalties of perjury, that you are a non-United States person,

b. in the case of payments made outside the United States to you at an offshore account (generally, an account maintained by you at a bank or
other financial institution at any location outside the United States), you have furnished to the U.S. payor documentation that establishes your
identity and your status as a non-United States person,

c. the U.S. payor has received a withholding certificate (furnished on an appropriate Internal Revenue Service Form W-8 or an acceptable
substitute form) from a person claiming to be:

i. a withholding foreign partnership (generally a foreign partnership that has entered into an agreement with the Internal Revenue Service to
assume primary withholding responsibility with respect to distributions and guaranteed payments it makes to its partners),

ii. a qualified intermediary (generally a non-United States financial institution or clearing organization or a non-United States branch or office of
a United States financial institution or clearing organization that is a party to a withholding agreement with the Internal Revenue Service), or

iii. a U.S. branch of a non-United States bank or of a non-United States insurance company,

and the withholding foreign partnership, qualified intermediary or U.S. branch has received documentation upon which it may rely to treat the
payment as made to a non-United States person in accordance with U.S. Treasury regulations (or, in the case of a qualified intermediary, in
accordance with its agreement with the Internal Revenue Service),

d. the U.S. payor receives a statement from a securities clearing organization, bank or other financial institution that holds customers� securities
in the ordinary course of its trade or business,

i. certifying to the U.S. payor under penalties of perjury that an Internal Revenue Service Form W-8BEN or an acceptable substitute form has
been received from you by it or by a similar financial institution between it and you, and

ii. to which is attached a copy of the Internal Revenue Service Form W-8BEN or acceptable substitute form, or

e. the U.S. payor otherwise possesses documentation upon which it may rely to treat the payment as made to a non-United States person in
accordance with U.S. Treasury regulations; and

� no deduction for any United States federal withholding tax will be made from any gain that you realize on the sale or exchange of
your note.

If you are a United States alien holder and interest paid on your note, or gain realized upon the sale or other disposition of your note, is
effectively connected with the conduct of a trade or business within the United States by you, you will generally be taxed on a net income basis,
that is, after allowance for applicable deductions, at the graduated rates that are applicable to United States holders in essentially the same
manner as if your note were held by a United States holder, as discussed above, unless such interest or gain is exempt or subject to reduced tax
pursuant to an applicable income tax treaty and you are entitled to such treaty benefits. If you are a United States alien holder that is a
corporation, such income may also be subject to the United States federal branch profits tax, which is generally imposed on a foreign corporation
upon the deemed repatriation from the United States of effectively connected earnings and profits, at a 30% rate, unless the rate is reduced or
eliminated by an applicable income tax treaty and you are a qualified resident of the treaty country.
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Further, a note held by an individual who at death is not a citizen or resident of the United States (as defined specifically for estate tax purposes)
will not be includible in the individual�s gross estate for United States federal estate tax purposes if:

� the decedent did not actually or constructively own 10% or more of the total combined voting power of all classes of
stock of RR Donnelley entitled to vote at the time of death and

� the income on the note would not have been effectively connected with a United States trade or businesses of the decedent at the
same time.

Backup Withholding and Information Reporting

In general, if you are a non-corporate United States holder, we and other payors are required to report to the Internal Revenue Service all
payments of principal and interest on your note. In addition, we and other payors are required to report to the Internal Revenue Service any
payment of proceeds of the sale of your note before maturity within the United States. Additionally, backup withholding will apply to any
payments if you fail to provide an accurate taxpayer identification number, or you are notified by the Internal Revenue Service that you have
failed to report all interest and dividends required to be shown on your federal income tax returns.

In general, if you are a United States alien holder, payments of interest made by us and other payors to you will not be subject to backup
withholding and information reporting, provided that the certification requirements described above under ��United States Alien Holders� are
satisfied or you otherwise establish an exemption. However, we and other payors are required to report payments of interest on your notes on
Internal Revenue Service Form 1042-S even if the payments are not otherwise subject to information reporting requirements. In addition,
payment of the proceeds from the sale of notes (including a redemption or retirement) effected at a United States office of a broker will not be
subject to backup withholding and information reporting provided that:

� the broker does not have actual knowledge or reason to know that you are a United States person and you have furnished to the
broker:

1. an appropriate Internal Revenue Service Form W-8 or an acceptable substitute form upon which you certify, under penalties
of perjury, that you are not a United States person, or

2. other documentation upon which it may rely to treat the payment as made to a non-United States person in accordance with
U.S. Treasury regulations, or

� you otherwise establish an exemption.
If you fail to establish an exemption and the broker does not possess adequate documentation of your status as a non-United States person, the
payments may be subject to information reporting and backup withholding. However, backup withholding will not apply with respect to
payments made to an offshore account maintained by you unless the broker has actual knowledge that you are a United States person.

In general, payment of the proceeds from the sale of notes (including a redemption or retirement) effected at a foreign office of a broker will not
be subject to information reporting or backup withholding. However, a sale effected at a foreign office of a broker will be subject to information
reporting and backup withholding if:

� the proceeds are transferred to an account maintained by you in the United States,
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� the payment of proceeds or the confirmation of the sale is mailed to you at a United States address, or

� the sale has some other specified connection with the United States as provided in U.S. Treasury regulations,
unless the broker does not have actual knowledge or reason to know that you are a United States person and the documentation requirements
described above (relating to a sale of notes effected at a United States office of a broker) are met or you otherwise establish an exemption.
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In addition, payment of the proceeds from the sale of notes effected at a foreign office of a broker will be subject to information reporting if the
broker is:

� a United States person,

� a controlled foreign corporation for United States tax purposes,

� a foreign person 50% or more of whose gross income is effectively connected with the conduct of a United States trade or business
for a specified three-year period, or

� a foreign partnership, if at any time during its tax year:

1. one or more of its partners are �U.S. persons,� as defined in U.S. Treasury regulations, who in the aggregate hold more than
50% of the income or capital interest in the partnership, or

2. such foreign partnership is engaged in the conduct of a United States trade or business,
unless the broker does not have actual knowledge or reason to know that you are a United States person and the documentation requirements
described above (relating to a sale of notes effected at a United States office of a broker) are met or you otherwise establish an exemption.
Backup withholding will apply if the sale is subject to information reporting and the broker has actual knowledge that you are a United States
person.
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UNDERWRITING

We are offering the notes described in this prospectus supplement through a number of underwriters. Merrill Lynch, Pierce, Fenner & Smith
Incorporated, Citigroup Global Markets Inc. and J.P. Morgan Securities LLC are the representatives of the underwriters. We have entered into a
firm commitment underwriting agreement with the representatives. Subject to the terms and conditions of the underwriting agreement, we have
agreed to sell to the underwriters, and each underwriter has severally agreed to purchase, the aggregate principal amount of notes listed next to
its name in the following table.

Underwriter
Principal Amount

of Notes
Merrill Lynch, Pierce, Fenner & Smith
                 Incorporated $
Citigroup Global Markets Inc.
J.P. Morgan Securities LLC
Mitsubishi UFJ Securities (USA), Inc.
U.S. Bancorp Investments, Inc.
Fifth Third Securities, Inc.
PNC Capital Markets LLC.
Scotia Capital (USA) Inc.
TD Securities (USA) LLC.
UBS Securities LLC.

Total $ 500,000,000

The underwriting agreement is subject to a number of terms and conditions and provides that the underwriters must buy all of the notes if they
buy any of them. The underwriters will sell the notes to the public when and if the underwriters buy the notes from us.

The underwriters have advised us that they propose initially to offer the notes to the public for cash at the public offering price set forth on the
cover of this prospectus supplement, and to certain dealers at such price less a concession not in excess of             % of the principal amount of
the notes. The underwriters may allow, and such dealers may reallow, a concession not in excess of             % of the principal amount of the
notes to certain other dealers. After the public offering of the notes, the public offering price and other selling terms may be changed.

We estimate that our share of the total expenses of the offering, excluding the underwriting discount, will be approximately $            .

We have agreed to indemnify the underwriters against, or contribute to payments that the underwriters may be required to make in respect of,
certain liabilities, including liabilities under the Securities Act of 1933, as amended.

The notes are a new issue of securities with no established trading market. The notes will not be listed on any securities exchange or on any
automated dealer quotation system. The underwriters may make a market in the notes after completion of the offering, but will not be obligated
to do so and may discontinue any market-making activities at any time without notice. No assurance can be given as to the liquidity of the
trading market for the notes or that an active public market for the notes will develop. If an active public market for the notes does not develop,
the market price and liquidity of the notes may be adversely affected.

We expect that delivery of the notes will be made against payment therefore on or about                  , 2011, which will be the          business day
following the date of pricing of the notes, or �T+     .� Under Rule 15c6-1 of the Exchange Act, trades in the secondary market generally are
required to settle in three business days, unless
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the parties to any such trade expressly agree otherwise. Accordingly, purchasers who wish to trade notes on the date of pricing or the next         
succeeding business days will be required, by virtue of the fact that the notes initially will settle in T+    , to specify an alternate settlement cycle
at the time of any such trade to prevent a failed settlement. Purchasers of notes who wish to trade notes on the date of pricing or the next         
succeeding business days should consult their own advisors.

In connection with the offering of the notes, the representatives may engage in transactions that stabilize, maintain or otherwise affect the price
of the notes. Specifically, the representatives may overallot in connection with the offering, creating a short position. In addition, the
representatives may bid for, and purchase, the notes in the open market to cover short positions or to stabilize the price of the notes. Any of these
activities may stabilize or maintain the market price of the notes above independent market levels, but no representation is made hereby of the
magnitude of any effect that the transactions described above may have on the market price of the notes. The representatives will not be required
to engage in these activities, and may engage in these activities, and may end any of these activities, at any time without notice.

In relation to each member state of the European Economic Area (each, a �Relevant Member State�), including each Relevant Member State that
has implemented the 2010 PD Amending Directive with regard to persons to whom an offer of securities is addressed and the denomination per
note of the offer of securities (each, an �Early Implementing Member State�), with effect from and including the date on which the Prospectus
Directive is implemented in that Relevant Member State (the �Relevant Implementation Date�), no offer of securities will be made to the public in
that Relevant Member State (other than offers (the �Permitted Public Offers�) where a prospectus will be published in relation to the securities that
has been approved by the competent authority in a Relevant Member State or, where appropriate, approved in another Relevant Member State
and notified to the competent authority in that Relevant Member State, all in accordance with the Prospectus Directive), except that with effect
from and including that Relevant Implementation Date, offers of securities may be made to the public in that Relevant Member State at any
time:

(a) to �qualified investors� as defined in the Prospectus Directive; or

(b) to fewer than 100 (or, in the case of Early Implementing Member States, 150) natural or legal persons (other than �qualified investors� as
defined in the Prospectus Directive), subject to obtaining the prior consent of the representatives for any such offer; or

(c) in any other circumstances falling within Article 3(2) of the Prospectus Directive,

provided that no such offer of securities shall result in a requirement for the publication of a prospectus pursuant to Article 3 of the Prospectus
Directive or of a supplement to a prospectus pursuant to Article 16 of the Prospectus Directive.

Each person in a Relevant Member State (other than a Relevant Member State where there is a Permitted Public Offer) who initially acquires
any securities or to whom any offer is made will be deemed to have represented, acknowledged and agreed that (A) it is a �qualified investor�
within the meaning of the law in that Relevant Member State implementing Article 2(1)(e) of the Prospectus Directive, and (B) in the case of
any securities acquired by it as a financial intermediary, as that term is used in Article 3(2) of the Prospectus Directive, the securities acquired by
it in the offering have not been acquired on behalf of, nor have they been acquired with a view to their offer or resale to, persons in any Relevant
Member State other than �qualified investors� as defined in the Prospectus Directive, or in circumstances in which the prior consent of the such
persons has been given to the offer or resale. In the case of any securities being offered to a financial intermediary as that term is used in Article
3(2) of the Prospectus Directive, each such financial intermediary will be deemed to have represented, acknowledged and agreed that the
securities acquired by it in the offer have not been acquired on a non-discretionary basis on behalf of, nor have they been acquired with a view to
their offer or resale to, persons in circumstances which may give rise to an offer of any securities to the public other than their offer or resale in a
Relevant Member State to qualified investors as so defined or in circumstances in which the prior consent of the representatives has been
obtained to each such proposed offer or resale.
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The Company, the representatives and their affiliates will rely upon the truth and accuracy of the foregoing representation, acknowledgement
and agreement.

For the purpose of the above provisions, the expression �an offer to the public� in relation to any securities in any Relevant Member State means
the communication in any form and by any means of sufficient information on the terms of the offer of any securities to be offered so as to
enable an investor to decide to purchase any securities, as the same may be varied in the Relevant Member State by any measure implementing
the Prospectus Directive in the Relevant Member State and the expression �Prospectus Directive� means Directive 2003/71 EC (and amendments
thereto, including the 2010 PD Amending Directive, in the case of Early Implementing Member States) and includes any relevant implementing
measure in each Relevant Member State and the expression �2010 PD Amending Directive� means Directive 2010/73/EU.

In addition, in the United Kingdom, this document is being distributed only to, and is directed only at, and any offer subsequently made may
only be directed at persons who are �qualified investors� (as defined in the Prospectus Directive) (i) who have professional experience in matters
relating to investments falling within Article 19 (5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as
amended (the �Order�) and/or (ii) who are high net worth companies (or persons to whom it may otherwise be lawfully communicated) falling
within Article 49(2)(a) to (d) of the Order (all such persons together being referred to as �relevant persons�). This document must not be acted on
or relied on in the United Kingdom by persons who are not relevant persons. In the United Kingdom, any investment or investment activity to
which this document relates is only available to, and will be engaged in with, relevant persons.

Affiliates of certain of the underwriters are lenders and/or agents under our senior revolving credit facility. The underwriters and certain of their
affiliates have provided from time to time, and may provide in the future, investment and commercial banking (including acting as lenders under
our senior revolving credit facility described above) and financial advisory services to us and our affiliates in the ordinary course of business, for
which they have received and may continue to receive customary fees and commissions. Merrill Lynch, Pierce, Fenner & Smith Incorporated
acted as our financial advisor in connection with our acquisition of Bowne and was paid a customary fee in connection therewith. In the ordinary
course of their business, the underwriters and their affiliates may actively trade or hold the securities or our loans for their own accounts or for
the accounts of customers and, accordingly, may at any time hold long or short positions in these securities or loans. In addition, from time to
time, as a result of market-making activities, the underwriters may own debt securities issued by us or our affiliates.
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VALIDITY OF THE NOTES

The validity of the notes will be passed upon for us by Sullivan & Cromwell LLP. Certain legal matters will be passed upon for the underwriters
by Cahill Gordon & Reindel LLP.

EXPERTS

The consolidated financial statements incorporated in this prospectus supplement and the accompanying prospectus by reference from the R.R.
Donnelley & Sons Company Annual Report on Form 10-K for the year ended December 31, 2010, and the effectiveness of R.R. Donnelley &
Sons Company�s internal control over financial reporting have been audited by Deloitte & Touche LLP, an independent registered public
accounting firm, as stated in their reports, which are incorporated herein by reference. Such consolidated financial statements have been so
incorporated in reliance upon the reports of such firm given upon their authority as experts in accounting and auditing.
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R.R. DONNELLEY & SONS COMPANY

Debt Securities

Warrants

Purchase Contracts

Units

Preferred Stock

Depositary Shares

Common Stock

R.R. Donnelley & Sons Company from time to time may offer to sell debt securities, warrants, and purchase contracts, either individually or in
units, as well as preferred stock, either separately or represented by depositary shares, and common stock. The debt securities may be senior or
subordinated to other indebtedness of R.R. Donnelley. The debt securities may be convertible into or exercisable or exchangeable for common
or preferred stock or other securities of R.R. Donnelley. Any preferred stock or depositary shares issued may also be convertible into common
stock or another series of preferred stock or depositary shares or convertible into or exchangeable for other securities. R.R. Donnelley�s common
stock is listed on the Nasdaq Stock Market and the Chicago Stock Exchange under the ticker symbol �RRD.�

R.R. Donnelley may offer and sell these securities to or through one or more underwriters, dealers and agents, or directly to purchasers, on a
continuous or delayed basis.

The specific terms of any securities to be offered will be provided in supplements to this prospectus.

Neither the Securities and Exchange Commission nor any other regulatory body has approved or disapproved of these securities or
passed upon the accuracy or adequacy of this prospectus. Any representation to the contrary is a criminal offense.

Prospectus dated November 5, 2009.
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WHERE YOU CAN FIND MORE INFORMATION

We are required to file annual, quarterly and current reports, proxy statements and other information with the SEC. You may read and copy any
documents filed by us at the SEC�s public reference room at 100 F Street, N.E., Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330
for further information on the public reference room. Our filings with the SEC are also available to the public through the SEC�s Internet site at
http://www.sec.gov.

We have filed with the SEC a registration statement on Form S-3 relating to the securities covered by this prospectus. This prospectus is a part of
the registration statement and does not contain all the information in the registration statement. Whenever a reference is made in this prospectus
to a contract or other document of the Company, the reference is only a summary and you should refer to the exhibits that are a part of the
registration statement for a copy of the contract or other document. You may review a copy of the registration statement at the SEC�s public
reference room in Washington, D.C., as well as through the SEC�s Internet site.

INCORPORATION OF CERTAIN INFORMATION BY REFERENCE

The SEC�s rules allow us to incorporate by reference information into this prospectus. This means that we can disclose important information to
you by referring you to another document. Any information referred to in this way is considered part of this prospectus from the date we file that
document. Any reports filed by us with the SEC after the date of this prospectus and before the date that the offering of the securities by means
of this prospectus is terminated will automatically update and, where applicable, supersede any information contained in this prospectus or
incorporated by reference in this prospectus.

We incorporate by reference into this prospectus the following documents or information filed with the SEC (other than, in each case,
documents or information deemed to have been furnished and not filed in accordance with SEC rules):

(1) Annual Report on Form 10-K for the fiscal year ended December 31, 2008;

(2) Quarterly Reports on Form 10-Q for the quarterly periods ended March 31, June 30 and September 30, 2009;

(3) Current Reports on Form 8-K filed on January 13, January 20, February 20, July 23 and September 25, 2009;

(4) All documents filed by the Company under Sections 13(a), 13(c), 14 or 15(d) of the Securities Exchange Act of 1934 on or after the
date of this prospectus and before the termination of this offering.

We will provide without charge to each person, including any beneficial owner, to whom this prospectus is delivered, upon his or her written or
oral request, a copy of any or all documents referred to above which have been or may be incorporated by reference into this prospectus
excluding exhibits to those documents unless they are specifically incorporated by reference into those documents. You can obtain those
documents from our website at www.rrdonnelley.com or request them in writing or by telephone at the following address or telephone number:

R.R. Donnelley & Sons Company

111 South Wacker Drive

Chicago, Illinois 60606-4301

Telephone: (866) 425-8272
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THE COMPANY

R.R. Donnelley is a global provider of integrated communications. Founded more than 145 years ago, the company works collaboratively with
more than 60,000 customers worldwide to develop custom communications solutions that reduce costs, enhance return on investment and ensure
compliance. Drawing on a range of proprietary and commercially available digital and conventional technologies deployed across four
continents, the Company employs a suite of leading Internet-based capabilities and other resources to provide premedia, printing, logistics and
business process outsourcing services to leading clients in virtually every private and public sector.

USE OF PROCEEDS

We intend to use the net proceeds from the sales of the securities as set forth in the applicable prospectus supplement.

VALIDITY OF THE SECURITIES

In connection with particular offerings of the securities in the future, and if stated in the applicable prospectus supplement, the validity of those
securities may be passed upon for the Company by Sullivan & Cromwell LLP and for any underwriters or agents by counsel named in the
applicable prospectus supplement.

EXPERTS

The consolidated financial statements incorporated in this prospectus by reference from the R.R. Donnelley & Sons Company Annual Report on
Form 10-K for the year ended December 31, 2008, and the effectiveness of R.R. Donnelley & Sons Company�s internal control over financial
reporting have been audited by Deloitte & Touche LLP, an independent registered public accounting firm, as stated in their reports (which
reports on the consolidated financial statements and the effectiveness of internal control over financial reporting express unqualified opinions
and include an explanatory paragraph regarding the Company�s adoption of the provisions of Financial Accounting Standards Board (�FASB�)
Interpretation No. 48, Accounting for Uncertainty in Income Taxes�an Interpretation of FASB Statement No. 109, on January 1, 2007, which
clarifies the accounting for and disclosure of uncertain tax positions) dated February 25, 2009, which are incorporated herein by reference. Such
consolidated financial statements have been so incorporated in reliance upon the reports of such firm given upon their authority as experts in
accounting and auditing.
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$500,000,000

R.R. DONNELLEY & SONS COMPANY

            % Notes due 2018

PRELIMINARY PROSPECTUS SUPPLEMENT

May     , 2011

Joint Book-Running Managers

BofA Merrill Lynch

Citi

J.P. Morgan

Co-Managers

Mitsubishi UFJ Securities

US Bancorp

Fifth Third Securities, Inc.

PNC Capital Markets LLC

Scotia Capital

TD Securities
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UBS Investment Bank
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