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INTRODUCTION AND BACKGROUND

1.

On February 24, 2010, on a Motion made by White Birch Paper Holding Company (“White
Birch”) and various of its affiliates (collectively referred to as the “Applicants”), the Superior
Court of the Province of Québec for the District of Montréal (“Court”), sitting as the
designated tribunal pursuant to the Companies’ Creditors Arrangement Act (“CCAA”™)" issued
an order (“Imitial Order”) declaring that the Applicants are debtor companies to which the
CCAA applies, appointing Ernst & Young Inc. (“EYI” or “Monitor”) as monitor and granting
certain relief to the Applicants and various partnerships in which the Applicants have an interest
(“Partnerships”) (the Applicants and the Partnerships are hereinafter referred to collectively as
“WB Canada”)’. The Initial Order has since been extended and is scheduled to expire July 12,
2010.

2. Also on February 24, 2010, Bear Island Paper Company, LLC (“Bear Island”), a subsidiary of

White Birch with activities in the U.S., commenced a case under the provisions of Chapter 11
of the U.S. Bankruptcy Code® (the “Code”) (Bear Island and WB Canada are hereinafter
referred to collectively as “WB Group” or “Companies”). The information regarding the
proceedings initiated by Bear Island under the Code, together with the “first day orders” made
by the Bankruptcy Court for the Eastern District of Virginia, Richmond Division (“US Court”)

Companies’ Creditors Arrangement Act, R.S.C. 1985, c¢. C-36, as amended.

The entities subject to the Initial Order are White Birch Paper Holding Company, White Birch Paper Company,
Stadacona General Partner Inc., Black Spruce Paper Inc., F.F. Soucy General Partner Inc., 3120772 Nova Scotia
Company, Arrimage De Gros Cacouna Inc., Papier Masson Ltée., Stadacona Limited Partnership, F.F. Soucy
Limited Partnership, and F.F. Soucy, Inc. & Partners, Limited Partnership.

U.S. Code, title 11, chapter 11.

Société membre d'Ernst & Young Global Limited / A member firm of Ernst & Young Global Limited



H|HHHHHHH‘H|HH”||||||I|””““IIIII.'ilIERNST&YOUNG

Page 2

at the request of Bear Island, can be found on the website of the claims agent retained by Bear
Island, Garden City Group, Inc., at www.gardencitygroup.com/cases/bip.

Also on February 24, 2010, some of the entities within WB Canada* applied for relief under the
provisions of Chapter 15 of the Code. On February 26, 2010, the U.S. Court issued a temporary
restraining order under the provisions of Chapter 15 of the Code, and on March 5, 2010, it
granted a preliminary injunction, pending a fuller hearing to be held on March 22, 2010. At the
hearing held on March 22, 2010, the U.S. Court granted recognition of the Canadian
proceedings under the CCAA as foreign main proceedings, recognised White Birch Paper
Company as the duly appointed foreign representative, declared that all of the provisions of
section 1520 of the Code apply to the proceedings initiated by some of the entities within WB
Canada, and gave full force and effect to the Initial Order’ in the U.S., provided that the Initial
Order” is not revoked, terminated or expired.

The orders granted by this Court and by the U.S. Court (collectively, the “Courts”), together
with the relief provided under the CCAA and the Code’ (collectively the “Orders”) provide,
among other things, for a stay of proceedings against the entities comprising WB Group while
they prepare a restructuring plan.

The present report is intended to provide the Court with information on the state of the
Companies’ business and financial affairs, as a result of the recent finalization by the
Companies of their financial statements for the financial year ended December 31, 2009 and for
the first quarter ended March 31, 2010,

TERMS OF REFERENCE AND DISCLAIMER

6.

In preparing this report, EYI has relied upon unaudited and audited financial information,
company records, company prepared financial information and projections, discussions with
management and employees of WB Group, and information from various other sources.

While we reviewed various documents and believe that the information therein provides a fair
summary of the transactions as presented to us or as reflected in the documents presented to us,
such work does not constitute an audit or verification of such information for accuracy,
completeness, or compliance with generally accepted accounting principles. Accordingly, EYI
expresses no opinion or other form of assurance in respect of such information.

Some of the information used in preparing this report consists of financial projections. We
caution the reader that these projections are based upon assumptions about future events and
conditions that are not ascertainable, and that the actual results may vary from the projections,
even if the assumptions materialize, and the variations could be significant.

The entities which requested relief under Chapter 15 of the Code are White Birch Paper Company, Stadacona
General Partner Inc., Papier Masson Ltée., Stadacona Limited Partnership, F.F. Soucy Limited Partnership, and
F.F. Soucy, Inc. & Partners, Limited Partnership.

As amended, modified or extended from time to time by the Court.
Sections §361 and §362 of the U.S. Bankruptcy Code.

The financial statements were provided to the Monitor on May 16, 2010 (audited financial statements for fiscal
2009) and on May 20, 2010 (first quarter financial statements).


http://www.gardencitygroup.com/cases/bip

||H’||||I'IlilIERNST&YOUNG

Page 3

In the course of our mandate, we have assumed the integrity and truthfulness of the information
and explanations presented to us, within the context in which it was presented. To date, nothing
has come to our attention which would cause us to question the reasonableness of this
assumption.

Finally, we have requested that management bring to our attention any significant matters
which were not addressed in the course of our specific inquiries. Accordingly, this report is
based solely on the information (financial or otherwise) made available to us.

This report has been prepared for the use of this Court and WB Group’s stakeholders as general
information relating to the entities comprising WB Group and their operations. Accordingly,
the reader is cautioned that this report may not be appropriate for any other purpose. We will
not assume responsibility or liability for losses incurred by the reader as a result of the
circulation, publication, reproduction or use of this report contrary to the provisions of this
paragraph.

Terms not otherwise defined herein shall have the meaning ascribed to them in the Initial Order,
or in previous reports of the Monitor, as the case may be.

AUDITED FINANCIAL STATEMENTS FOR FISCAL 2009

8.

10.

As indicated earlier herein, the Applicants applied for the relief under the CCAA by a motion
filed on February 24, 2010. Although the motion was filed during the Applicants’ 2010
financial year, the results for fiscal 2009 (i.e. the year ended December 31, 2009) were not yet
known, as WB Group had not completed the year-end reviews and reconciliations necessary to
prepare the financial statements.

The most recent financial information provided concurrently with the motion consisted of the
internally prepared financial statements for the 11 months ended November 30, 2009. As
indicated in the Monitor’s report dated February 23, 2010, these financial statements suggested
that the Company generated a profit for the 11 month period, although the profit is all
attributable to non-cash gains on currency translation and gains on derivative contracts, which
occurred in the earlier part of the financial year. The Monitor’s report dated February 23, 2010
further stated that WB Group reported a substantial loss for the months of October and
November 2009, of US$20.3 million in aggregate, and that the preliminary information
available to that date suggested that the losses continued during December, such that White
Birch incurred a net loss for fiscal 2009.

The financial statements of WB Group have now been finalized, and WB Group’s auditors have
issued their audit opinion thereon. The financial statements are attached to this report as
Appendix A. The financial statements indicate the following:

10.1. The auditors’ report is not subject to any qualification or reserve, although the auditor’s
report highlights the disclosure made in the notes to the financial statements, that these
were prepared assuming the Companies will continue as a going concern, and that there
is some uncertainty regarding this assumption in view of the restructuring proceedings
under the CCAA and the Code;
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The Companies report a net loss of US$144.5 million for fiscal 2009 on sales of
US$666.9 million. The net loss includes the following:

USS ('000s)
Write-off of deferred financing costs (20,156)
Impairment of goodwill (36,473)
Write down of deferred taxes (61,242)
Write down of non refundable investment tax credits (8,322)
Write down of deferred charges and intangible property (126,193)
Other losses relating to regular operations (18,263)
Total loss for the year (144.,456)

A large part of the loss is attributable to the fact that WB Group wrote off some
intangible property, in view of the financial difficulties sustained by the Companies and
the resulting uncertainty regarding whether or not the goodwill and deferred charges
can be associated with a future benefit that could be derived by the enterprise from this
intangible property.

After taking into consideration the write down in intangible property referred to above,
the assets are reported to have a carrying value of US$731 million, comprised primarily
of current assets (primarily cash, accounts receivable and inventories) of
US$194 million, fixed assets of US$509 million and investments in affiliated entities
(SP Newsprint) of US$24 million. The liabilities are reported to total US$887 million,
including $158 million in pension and other post retirement benefit obligations, leaving
an equity deficit of US$156 million.

Based on the information contained in the financial statements and our understanding of
the security granted by the Companies to their lenders, the cash, inventories and
accounts receivable, totalling US$190 million, are encumbered by the security granted
to the asset based lender (“ABL”) that provides an operating line of credit. The amount
due to this ABL at year end was reported to be US$41 million (before taking into
consideration the ABL’s exposure in connection with letters of credit issued on behalf
of the Companies, estimated to be approximately US$12 million).

The other assets, totalling US$541 million are encumbered by the security in favour of
various term lenders and swap counterparties. The amount due to these term lenders
and swap counterparties at year end was reported to be US$580 million. The Monitor
has not yet obtained an opinion on the validity of the security granted in favour of the
secured creditors and intends to do so in due course, however nothing has come to the
Monitor’s attention, to date, which would cause the Monitor to doubt the validity of the
security.

The statement of changes in cash flows reveals that the Companies made payments to
the shareholders during fiscal 2009, by way of dividends, distributions or repayment of
contributed capital, totalling US$70.5 million. The Monitor has requested information
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regarding these payments with a view to analyse the transactions and report on them, in
due course.

INTERNAL FINANCIAL STATEMENTS FOR THE QUARTER ENDED MARCH 31, 2010

11.

12.

13.

The Companies’ first quarter of fiscal 2010 ended on March 31, 2010. The internally prepared
financial statements for the first quarter are attached to this report as Appendix B.

The financial statements were prepared before the financial statements for fiscal 2009 were
finalized, and were restated after the financial statements for fiscal 2009 became available, to
reflect the adjusting entries made in finalizing the year-end financial statements. The financial
statements for the 3 months ended March 31, 2010 appended to this report represent the restated
financial statements.

The financial statements indicate the following:

13.1.

13.2.

13.3.

The Companies report a net loss before taxes of US$23.7 million for the first quarter,
after taking into consideration a gain on foreign currency translation of
US$12.9 million.

The Companies report a negative adjusted EBITDA® of approximately US$6.1 million.

The assets are reported to have a carrying value of US$809.2 million, comprised
primarily of current assets (cash, accounts receivable, inventories and other current
assets) of US$267.9 million, fixed assets of US$508.8 million and investments in
affiliated entities (SP Newsprint) of US$24.6 million. The liabilities are reported to
total US$993 million, including US$160.9 million in pension and other post retirement
benefit obligations, leaving an equity deficit of US$183.8 million.

Based on our understanding of the security granted by the Companies to their lenders,
the interim financing lender has security over all assets and undertakings of the
Companies, in support of its debt of approximately US$104 million at March 31, 2010.
The first ranking term lenders, swap counterparties and second ranking term lenders
have security over all assets and undertakings of the Companies, except for the cash,
accounts receivable and inventories, which have a carrying value of approximately
US$237.1 million’.

8

The adjusted EBITDA is calculated based on the formula provided in the interim financing credit agreement, and
takes into consideration earnings before interest, taxes, depreciation and amortization, other non cash items such
as gains attributable to foreign currency exchange rates, and non recurring cash or non cash costs, fees and
expenses related to the restructuring proceedings in an amount not to exceed the corresponding amount set forth
on the budget approved by the interim financing lender.

We have excluded cash collateral from this amount, as we expect such cash collateral would be required to
discharge the obligations to which it relates. We understand that the accounts receivable, cash and inventories of
Bear Island may be encumbered by the security of the first term lenders and swap counterparties, through a
replacement charge granted by the U.S. Court to provide adequate protection to the lenders with a senior charge,
however we understand such charge would only apply inasmuch as the security granted in favour of the interim
financing lender affects the security that is otherwise available to secure the debt to the first term lenders and
swap counterparties.
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CURRENT ACTIVITIES

14.

15.

To date, WB Group borrowed US$118 million against the delayed draw term loan. The
drawings are US$4 million lower than the amount provided for in the cash flow projections that
were prepared for the WB Group for the 17 week period ending July 9, 2010, presented to the
Court with the Monitor’s report dated March 25, 2010.

While the drawings under the interim financing facility are slightly lower than projected, the
Companies’ cash position is better than was originally expected. The cash reports prepared for
management indicate that the cash on hand totals US$69.5 million as at May 14, 2010,
compared with a projected cash level of US$27.9 million, based on the afore-mentioned
projections. We do not yet have information to fully analyse the reasons for the variance,
although the preliminary information available suggests that the variance is due in part to
timing variances, and in part to a better than expected operational performance.

CONCLUSIONS

16.

Based on the information available to date, the Monitor has no reason to suspect that a material
adverse change has occurred.

All of which is respectfully submitted this 20™ day of May 2010.

ERNST & YOUNG INC.

In its capacity as the monitor appointed by the Court

in the matter of the proposed compromise and
arrangement of White Birch Paper Holding Company et al.

Per: Martin P. Rosenthal, CA, CIRP Per: Jean-Daniel Breton, CA, CIRP
Senior Vice-President Senior Vice-President



Appendix A — Audited financial statements
for fiscal 2009
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Appendix B — Internal financial statements for
the 3 months ended March 31, 2010
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