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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”)1 
issued an order (“Initial 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”)2.  The Initial Order has since been extended and is 
now scheduled to expire on February 24, 2012. 

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 Code3 (the “Code”) (Bear Island and WB Canada are hereinafter 

                                                           
1  Companies’ Creditors Arrangement Act, R.S.C. 1985, c. C-36, as amended. 
2  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. 

3  U.S. Code, title 11, chapter 11. 
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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 
(“U.S. Court”) 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.  

3. Also on February 24, 2010, some of the entities within WB Canada4 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 more complete 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 Order5 in the U.S., 
provided that the Initial Order5 is not revoked, terminated or expired.  

4. 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 Code6 (collectively, the “Orders”) provide, 
among other things, for a stay of proceedings against the entities comprising WB Group 
while they restructure their business and financial affairs. 

5. The Initial Order as previously extended is scheduled to expire on February 24, 2012, and the 
Applicants have indicated their intention to seek a further extension of the Initial Order, until 
March 30, 2012. 

6. The present report is intended to provide the Court with information relevant to the motion 
for an extension of the Initial Order, and more particularly on the current activities of WB 
Group and the progress of its restructuring efforts.  As well, the present report comments the 
results for the fiscal year ended December 31, 2011.  This report is presented under the 
following headings: 

6.1. Introduction and background; 

6.2. Terms of reference and disclaimer; 

6.3. Internal Financial Statements for the year ended December 31, 2011; 

6.4. Current activities;  

6.5. Status of Proceedings;  

                                                           
4  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. 

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

http://www.gardencitygroup.com/cases/bip
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6.6. Available options; and 

6.7. Conclusions and recommendations. 

 
TERMS OF REFERENCE AND DISCLAIMER 

7. In preparing this report, EYI has relied upon unaudited 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. 

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. 

8. 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. 
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INTERNAL FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2011 

9. The Companies’ fiscal year ends on December 31.  The internally prepared financial 
statements for the year ended December 31, 2011 are attached to this report as Appendix A.  
While the financial statements are not complete as they do not include all of the disclosure 
that is required to conform with generally accepted accounting principles, we have been 
informed that Management considers that the internally prepared financial statements 
provide reasonable information on the financial position and results of operations.   

10. The financial statements indicate the following: 

10.1. The assets are reported to have a carrying value of US$710.6 million, comprised 
primarily of current assets (cash, accounts receivable, inventories and other current 
assets) of US$259.9 million, fixed assets of US$425.1 million and investments in 
affiliated entities (SP Newsprint) of US$24.6 million.  The liabilities are reported to 
total US$972.8 million, including US$173.4 million in pension and other post 
retirement benefit obligations, leaving an equity deficit of US$262.2 million. 

The Company has not yet updated the information regarding the pension deficit.  
Based on the information presented to us in the context of the motions filed by the 
labour unions, pension plans and retirees with a view to obtain a modification of the 
Initial Order7, the obligations relating to pension and other post retirement benefit 
costs are significantly higher than US$173.4 million, and are presently estimated to be 
in the $300 million to $400 million range8.  If the pension plan deficit liability were 
adjusted to reflect a $400 million liability, the equity deficit would increase to 
approximately US$655.5 million9 

Based on our understanding of the security granted by the Companies to their lenders, 
the interim financing lender has a Court ordered prior ranking charge and security as 
per the terms of the Initial Order creating the Interim Financing Charge (ranking after 
only the Administration Charge and the D&O Charge) over all assets and undertakings 
of the Companies, in support of its debt of approximately US$87.9 million at 
December 31, 2011.  The conventional first ranking term lenders, swap counterparties 
and conventional second ranking term lenders have security over all assets and 

                                                           
7  Motions filed in connection with the WB Group’s motion for an extension of the Initial Order in November 2011.  

These motions were heard by the Court on January 26 and 27, 2012, and the Court has not yet ruled on these 
motions. 

8  In the context of the preparation for the hearing held on January 26 and 27, 2012, the Company’s actuaries 
prepared an estimate of the union and non-union pension plan’s solvency deficit at October 31, 2011, and indicated 
that the deficit is estimated to be $310 million at that date.  This amount does not take into consideration the 
potential increase in pension plan deficit due to the effect of “cliffs”, or pension members who have reached or are 
reaching an age at which they can take an early retirement.  In the material filed in connection with the motions to 
vary the initial order, in November 2011, the impact of the “cliffs” was estimated to be approximately $101 million 
for the union pension plans. 

9  Using an exchange rate of CDN$ = US$0.9833. 
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undertakings of the Companies, except for the cash, accounts receivable and 
inventories, which have a carrying value of approximately US$223.8 million10. 

We point out that while the Companies report that the assets have a carrying value of 
US$710.6 million11, the results obtained from the auction held in connection with the 
Sales and Investor Solicitation Process (“SISP”) undertaken by the Companies suggest 
that the assets have a realizable value far lower than their current reported carrying 
value.  Based on the transaction that is presently contemplated with BD White Birch 
Investments LLC and certain of its subsidiaries (“BDWBI”), the assets’ value would 
be in the US$200 million to US$250 million range12.  The transaction with BDWBI is 
outlined in the Monitor’s reports dated August 10 and September 23, 2010.  

10.2. The Companies report a net loss before taxes of US$42.6 million for the year ended 
December 31, 2011, after taking into consideration a loss on foreign currency 
translation of US$11.3 million.  Although a net loss was incurred, the results from 
operations for the year ended December 31, 2011 represent an improvement over the 
reported results for the same period last year, in which the reported loss was 
US$55.8 million after taking into consideration a gain on foreign currency translation 
of US$21.9 million.  

The results as presented indicate that the Companies report a profit of US$5.9 million 
for the last quarter of fiscal 2011, after taking into consideration a gain of 
US$9.2 million on foreign currency translation.   

10.3. The net losses from operations do not translate into an equivalent cash outflow, in 
view of the fact that some of the components of the revenues and expenses do not 
involve an outflow of cash. The Companies report net cash provided by operations of 
US$34.6 million, after adjusting for the non-cash items. This translates into a net 
increase in cash attributable to operations of US$11.9 million, after taking into 
consideration the changes in working capital balances.13 

                                                           
10  This amount includes cash collateral of US$3.3 million.  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, totalling US$43.5 million, 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. 

11  Including cash collateral of US$3.3 million. 
12  The sale price (and thus the value of the assets) cannot be determined with greater accuracy, in view of the fact that 

the transaction with BDWBI is based on the purchase of the assets as they will exist at closing, and that the sale 
price takes into consideration contract cure costs which are not yet determined. 

13  Although the accounting treatment describes the changes in working capital as cash provided by or used for 
working capital, this is a misnomer as some of the working capital changes are merely an adjustment to the cash 
actually provided by operations.  For example, an increase in accounts receivable is not in reality cash used to 
increase working capital, but rather an adjustment to reflect the fact that cash has not yet been received in respect 
of current operations.  Conversely, an increase in accounts payable is not in reality cash provided by working 
capital, but an adjustment to reflect the fact that cash has not yet been paid to a supplier. 
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While the operations generated cash, the overall cash position decreased by 
approximately US$33.6 million in the year ended December 31, 2011.  The decrease is 
attributed for the most part to a partial repayment of the interim financing loan 
(US$33 million), although cash was also used for capital expenditures to maintain the 
fixed assets (US$11.9 million).   

11. While the cash position has decreased, we consider this decrease is substantially due to the 
fact that the Companies repaid amounts that were borrowed in excess of the current 
financing requirements.  As such, we consider that the decrease in cash is not indicative of an 
adverse change in the Companies’ financial position. 

 
CURRENT ACTIVITIES 

12. The Monitor prepared several reports to the Court addressing the activities of the WB Group.  
The matters discussed in the said reports are still relevant, and will not be repeated herein.  
The present report only addresses matters that have changed since our report dated 
November 17, 2011. 

Cash flow results/Interim Financing 

13. The most recent cash flow projections filed with the Court were prepared for the 15 weeks 
ending February 17, 2012.  For ease of reference, these cash flow projections are attached 
hereto as Appendix B. 

14. WB Group and its advisors prepared a comparison of the actual and projected results, for the 
14 weeks ended February 10, 2012, annexed to this report as Appendix C.  The Monitor 
reviewed this comparison with management, and as a result of this review, the Monitor has 
no reason to doubt the reasonableness of the explanations provided for the variances.   

15. Essentially, the comparison of actual and projected results for the 14 weeks ended February 
10, 2012 indicates that while the projections contemplated a positive cash flow of 
US$17.2 million for the 14 week period, the actual results yielded a positive cash flow of 
US$41.5 million, or a favourable variance of US$24.2 million. A portion of this variance, or 
approximately US$8.2 million, is attributable to the fact that costs were forecasted to be paid 
contemporaneously with the closing of the transaction, and the closing has not yet taken 
place, and as such the “real” variance between actual and projected results is 
US$16.0 million.  

16. As a result, WB Group’s cash on hand stands at approximately US$77.6 million, as at 
February 10, 2012.  The variance is attributed primarily to the following: 

16.1. Higher than projected collection of accounts receivable, by approximately 
US$10.2 million, or 4.9% of the projected amount.  A portion of the variance, or 
US$4.8 million, is attributed to a receipt of a refund of goods and services tax (“GST”) 
input tax credits that had not been provided for in the forecasts.  The remainder of the 
variance, US$5.4 million or 2.6%, is attributed to a timing variance in the receipts and 
an improvement in the performance as compared with the projections. 
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The accounts receivable were projected to be US$53.4 million as at February 10, 2012, 
and they are reported to amount to US$72.5 million as at that date.  If the variance 
were strictly related to a more rapid collection period, the variance would translate into 
lower accounts receivable by a like amount.  The difference between the actual and 
projected accounts receivable, in view of the favourable variance in the cash receipts, 
suggests that the revenues were higher than anticipated during the projection period, 
by approximately US$24.5 million.  The higher than projected revenues are attributed 
primarily to the fact that the revenues for the period were set conservatively due to the 
difficulty in forecasting the impact of the closure of the Stadacona plant on orders in 
the short term. We are informed that the projections contemplated, among other things, 
a very sharp decrease in volume from the Stadacona plant starting in early December 
2011, while the shipments continued for a longer period while the Companies sell the 
merchandise on hand.  

16.2. Lower than projected disbursements, by approximately US$14.0 million14, or 7.3% of 
the projected amount.  As mentioned earlier herein, a large part of this variance 
(US$8.2 million) is due to the delay in the closing of the transaction with BDWBI.  
The remainder of the variance, US$5.8 million or 3.0% of the projected amount, is 
attributable in part to a timing variance, as the Companies’ purchases and payment 
patterns are slightly different from the projections. 

The inventories were projected to be US$86.7 million as at February 10, 2012, and 
they are reported to amount to US$80.7 million as at that date.  The Companies are 
reducing their inventory levels, in view of the decreased requirements resulting from 
the closure of the Stadacona plant in early December 2011. 

We do not have current information on the accounts payable on a week by week basis, 
but in view of the proceedings under the CCAA and the Code, we would expect these 
to remain fairly stable.  As such a variance on disbursements should be a fair estimate 
of the variance in purchases and expenses.  If this assumption is correct, the difference 
between the actual and projected inventories, in view of the favourable variance in the 
cash disbursements, suggests that the costs (costs of goods sold, operating expenses, 
professional fees and interest) were lower than anticipated during the projection 
period, by approximately US$8.0 million.  Taking into consideration the fact that 
US$8.2 million of this amount is attributed to the delay in the closing of the transaction 
with BDWBI, it appears that the Companies’ costs were substantially in line with the 
projections. 

17. The comparison of actual and projected results (Appendix C) also presents data compiled to 
isolate the results of WB Canada.  The results for WB Canada indicate a favourable variance 
of US$15.9 million or 9.5% in receipts, and a favourable variance of US$11.1 million or 
7.4% in disbursements, for a net favourable variance of US$26.9 million in the cash flow as 
compared with the projections.  The explanations for the variances are similar to those 
outlined above in paragraphs 15 and 16. 

                                                           
14  Including operating disbursements, professional fees and interest. 
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18. The results for the 14 weeks ended February 10, 2012 indicate a significant improvement in 
the cash balance, by US$41.5 million for WB Group (US$42.7 million for WB Canada).  
This is attributed primarily to the drawdown in accounts receivable and inventory balances 
that result from the closure of the Stadacona plant.  In effect, the reduction in accounts 
receivable and inventory levels represents a monetization of the working capital assets and 
their conversion into cash. 

Overall, the changes in cash, accounts receivable and inventory positions suggest that the 
Companies’ position improved during the14 weeks period ended February 10, 2012.  
However, the Monitor considers that this change is not significant in the circumstances and 
could be artificial if it is the result of a timing difference in the payment of accounts payable.   

Updated projections 

19. Management provided us with an updated cash flow projection for WB Group, for the 
15 weeks ending May 25, 2012, and these cash flow projections are attached to this report as 
Appendix D15.  The opening cash position on these cash flow projections represents the 
actual cash on hand as of February 10, 2012.  The remainder of the amounts represents a 
projection, as the actual results for the week of February 17, 2012 have not yet been 
compiled.   

20. The updated projections suggest that WB Group and WB Canada expect to have sufficient 
liquidity to carry out their business in the normal course, throughout the period covered by 
these projections.  It should be noted that the projections contemplate that the monetization 
of current assets due to the closing of the Stadacona plant will continue during the projection 
period, which tends to increase cash on hand while decreasing the asset base. 

 
STATUS OF PROCEEDINGS 

21. The Initial Order was made on February 24, 2010 and was extended on several occasions 
since that date.  The most recent order of the Court extending the Initial Order was made on 
January 27, 2012 and grants an extension until February 24, 2012. 

22. As mentioned in the most recent reports of the Monitor16, the Companies’ restructuring 
activities, at this stage, continue to be focused on the sale process, as the Companies are 
preparing for the closing of the transaction that was approved by the Court by order made on 

                                                           
15  Management has also provided us with an updated cash flow projection for WB Canada, for the 15 week period 

ending May 25, 2012, extracted from the above-mentioned projection for the WB Group, and prepared on the same 
basis.  This cash flow projection is attached as Appendix E. 

16  Reports of the Monitor dated December 7, 2010, February 18, May 6, and August 17, 2011, all of which address 
requests by the Companies for an extension of the delay to file a plan of arrangement, and the report of the Monitor 
dated September 27, 2011, addressing the allocation of proceeds from the proposed sale between the Canadian and 
U.S. estates. 
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September 28, 201017, which transaction contemplates the sale of substantially all of the 
Companies’ assets and undertakings to BDWBI.  

23. The conditions to closing have not yet been fulfilled.  We understand that the issue of 
negotiating an agreement with the union representing the employees of WB Canada remains 
the principal unresolved matter, and that the main hurdle is still the issue of the pension 
deficit and pension benefits on a going forward basis. 

Status of negotiations concerning pension issues 

24. In its report dated September 27, 2011, the Monitor indicated that a conciliator had been 
appointed at the request of WB Canada, with a view to assist in advancing the negotiations.  
In its report dated November 17, 2011, the Monitor indicated that although the negotiations 
has been set to resume in mid October 2011, the negotiations were suspended indefinitely by 
the conciliator who had come to the conclusion that the parties were at a deadlock and that it 
would not be productive to hold further discussions until the parties are willing to 
compromise their positions. 

25. In November 2011, the Companies decided to temporarily shut down the Stadacona plant, in 
view of the decrease in demand for paper products and the higher production costs at that 
facility.   

26. The union representing the employees (“SCEP”) applied to the Court requesting, inter alia, 
that the decision to close the Stadacona plant be stayed, or in the alternative that the Court 
declare that the closure of the Stadacona plant is a disguised lock-out and authorize the 
employees to initiate a strike action. 

27. The hearing on this aspect of the motion by SCEP was held on November 28 and 29, 2011, 
and the Court’s decision in respect thereof was rendered on December 9, 2011.  The Court 
decided that it would hear at a later stage the various arguments raised by the union, the 
pension plans and the retirees by way of their motions to amend the Initial Order.  The issues 
raised in these motions to amend the Initial Order were addressed in the Monitor’s report 
dated November 25, 2011.   

A hearing was held in connection with some of the issues raised in these motions, namely 
whether or not the Initial Order should be modified to provide for on-going payment of past 
service contributions due to the pension plans and/or to provide that the unpaid amounts due 
to the pension plans for past service contributions rank in priority to the interim financing 
charge.  The Court has taken the matter under advisement.18 

                                                           
17  A motion for leave to appeal from this judgment was filed on October 15, 2010, and a judge of the Court of Appeal 

dismissed such motion on October 25, 2010. 
18  At this stage, there remains one issue raised in the motions to amend the Initial Order which has not yet been dealt 

with by the Court, namely the issue of the appropriateness of the continued payment of a management fee to the 
Companies’ management group.  The Court decided this issue should be addressed at a later date, although the 
timing of this hearing has not yet been determined. 
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28. At the hearing on November 29, 2011, the Monitor was presented with a report from the 
Companies and BDWBI summarizing the negotiations to date and outlining an intention to 
reinitiate negotiations on a plant by plant basis. 

29. We understand that offers were forwarded to the local union sections for the Soucy and 
Masson plants in mid December 2011.  These offers were overwhelmingly rejected by the 
employees, as recommended by the president of SCEP (Appendix F). 

30. In early January 2012, Management had meetings and discussions with representatives of the 
government of Québec to assess the possibility of restarting the operations at Stadacona.  
Based on preliminary discussions, the Companies made a “final” offer to the union in 
connection with the collective agreements for Stadacona, with a view to recommence 
operations with some support from the government and the City of Quebec. 

31. The second part of the hearing of the motions by the union, the pension plans and the 
retirees, which was initially scheduled to proceed on January 11 and 13, 2012, was 
postponed to allow the union and its members to focus their attention on the Companies’ 
offer with respect to Stadacona. 

32. We have been informed that this offer was rejected by the employees in a vote of the 
members, by a very large majority.  As a result of the rejection of the offer, the Companies 
decided that the shutdown of the Stadacona plant should be permanent, and issued 
termination notices to the employees. 

33. During the period from mid December 2011 to the end of January 2012, we understand there 
has been some discussion with the local union sections representing the Soucy and Masson 
plants, although we were informed that little or no progress was made in these discussions. 

34. The second part of the hearing on the motions by the union, the pension plans and the retirees 
was held on January 26 and 27 2012.  The Court has not yet rendered its decision regarding 
this aspect of the motions. 

35. The Monitor received a report from the Companies and BDWBI at the end of the hearing at 
Court on January 27, 2012 (Appendix G).  The report suggests that representatives of the 
government of Québec continue to be in communication with Management to assess whether 
it is possible to reverse the decision to permanently shut down the Stadacona plant.  We 
understand from this report and subsequent discussions with Management that the 
Companies and BDWBI have agreed to participate in a negotiation session that was 
scheduled to commence at the end of January 2012. 

36. The Monitor has been informed that meetings are being held and discussions are continuing, 
on a plant by plant basis for each of the plants including Stadacona. The most recent status 
report that was communicated to the Monitor was made by the attorney representing the 
SCEP (Appendix H).  This report suggests that significant progress was made between the 
end of January and the middle of February 2012, in respect of each of the three plants.  The 
report states that intensive negotiation sessions are continuing with the assistance of the 
Québec Ministry of Labour, with a view to arrive at an agreement regarding the pension plan 
issues. 



 
 
 
 
 

Page 11

37. At the date of drafting of the present report, the actual content of these discussions had not 
been disclosed to the Monitor, although the Monitor was informed by Management that a 
tentative agreement was reached on February 20, 2012, in connection with the Soucy and 
Masson locations.  The Monitor was informed that the tentative agreement still has to be 
submitted for approval by a vote of the union members.  The Monitor has not been informed 
of the timing of this vote. 

The Monitor understands that the discussions are continuing in connection with the 
Stadacona plant. 

38. As mentioned in previous reports19, the Companies and BDWBI still have to obtain an 
authorization from Industry Canada pursuant to its review of the proposed transaction under 
the Investment Canada Act20, before the Companies can proceed to the closing of the 
proposed transaction with BDWBI, once an agreement with the employees regarding the 
collective bargaining agreement is finalized. 

Allocation of Proceeds between the Canadian and U.S. estates 

39. The issue of the allocation of the proceeds from the sale contemplated with BDWBI was 
addressed in the Monitor’s report dated September 27 and November 17, 2011.   

40. Since the issuance of the report dated November 17, 2011, there has been little or no progress 
on the issue.  The Monitor has been advised that Bear Island postponed the hearing on its 
motion for confirmation of its plan, originally scheduled for November 22, 2011.  The 
hearing has been postponed on several occasions, as the determination of the allocation is 
premature until the impediments to the closing of the sale are resolved. 

 
AVAILABLE OPTIONS 

41. In the course of the hearings held since the filing of the Companies motion for an extension 
of the Initial Order, in November 2011, the Court requested that the Monitor provide it with 
its comments on alternatives, in the event that the conditions precedent to a closing are not 
satisfied (or about to be satisfied imminently) at the time of the next motion for an extension 
of the Initial Order. 

42. The Initial Order is scheduled to expire February 24, 2012, and although the Monitor has 
been informed that progress has been made in the negotiations for a new collective 
agreement and the treatment of the pension plan liabilities, the issues have not yet been 
resolved. 

                                                           
19  See in particular the report of the Monitor dated May 9, 2011, at paragraph 13. 
20  Investment Canada Act, R.S.C. 1985, c. 28 (1st supp.), as amended. 
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43. The Monitor considers that in the event it became impossible to complete the transaction 
contemplated in the agreement of purchase and sale negotiated with BDWBI, as approved by 
the Court on September 28, 2010, two alternatives are imaginable, namely: 

43.1. That the Companies forego the process of restructuring through a sale of assets and try 
to offer a settlement or compromise to the creditors, through a payment of a portion of 
their debt over time. 

43.2. That the Companies’ assets are offered for sale in a new, alternative sale process. 

44. With regards to the first option, a settlement with the creditors, the Monitor believes this 
alternative is likely not viable.  The Monitor makes this assessment in view of the need to 
obtain financing for the operations; the limited cash flow generated by the operations in the 
present structure; and the extent of the secured and unsecured debt load of the Companies. 

The Monitor believes that if the restructuring is carried out as a settlement with the creditors, 
the Companies would still have to obtain significant concessions from the employee unions, 
which have publicly criticized the current management and principals of the Companies, 
bringing doubt to the possibility of a rapid settlement and compromise of the issues. 

As well, the Monitor believes the Companies will require financing on an on-going basis for 
its operations and for capital improvements, and this financing may be difficult to obtain 
without additional capital injections from the Companies’ shareholders.  Additional capital 
injections by the shareholders are only likely to be made in situations where there is 
concession from the employees on the pension deficit issue, and/or where the Companies’ 
debt load is significantly curtailed.   

Considering the extent of the secured and unsecured debt, the requirement for financing and 
capital injection presupposes that significantly all of the secured debt due to the First Term 
Loan be written off, and that an insignificant amount be offered to the ordinary unsecured 
creditors, if at all.   

As such, the likelihood of success of such a restructuring process is doubtful at best. 

45. With regards to the second option, namely the inception of a new, alternative sale process, 
this option is the most likely possibility.   

46. The Monitor believes, however, that the sale process would have to be significantly 
modified, to allow flexibility from the perspective of the potential purchasers, regarding 
whether they are interested in the assets on a going concern basis, or in parcels to liquidate 
same. 

More specifically, the Monitor believes that it is unlikely that a sale process would yield a 
going concern solution for all of the Companies’ plants, in view of the fact that a prospective 
purchaser interested in acquiring the plants on a going-concern basis will undoubtedly 
require that an agreement be reached with the employees regarding the terms and conditions 
of employment for the future.   
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As the pension deficit issue has proven to be a difficult hurdle for BDWBI in completing a 
transaction, it is likely that a prospective purchaser interested in the plants to operate them as 
a going concern would encounter similar hurdles and experience similar delays in 
completing a transaction.  BDWBI has indicated that unless the pension deficit issue is 
resolved, it would be impossible to attract investors and satisfy lenders.  The Monitor expects 
a prospective purchaser contemplating an acquisition of the plants to operate them as a going 
concern would be faced with the same difficulties. 

47. In view of the foregoing, the Monitor believes the sale process should be structured in a way 
such that a prospective purchaser could acquire the assets by parcels or lots, such that a 
prospective purchaser would not be compelled to purchase an entire plant or several or all of 
the plants, but would have this opportunity if the prospective purchaser wishes. 

48. Again, while it is not excluded that an offer or offers could be received for one or more of the 
plants on a going concern, the Monitor believes it is unlikely that such an offer would be 
received for one of the Canadian plants, and that indeed it is far more likely that the process 
would result in a liquidation of the Companies’ assets and dismantling of the plants.  The 
Monitor comes to this assessment in view of the current environment, where there is an 
overcapacity in the market, demand is dwindling and on the need for any prospective 
purchaser to resolve on a going-forward basis the pension deficit. 

49. The Monitor strongly believes that it would be preferable to await the conclusion of the 
currently undertaken sale process before implementing a new sale process, given the 
likelihood that it would lead to a liquidation of the plants, resulting in significant loss of 
employment and dire consequences for all important stakeholders. 

To date, the operations during the pendency of the Initial Order do not appear to have caused 
a prejudice to any of the creditor groups.   

The pension funds and retirees have indicated in the past that their position has deteriorated 
since the issuance of the Initial Order.  While the pension deficit appears to have increased 
significantly, this increase is not attributed to the operations, nor to the suspension of 
amortization payments since the issuance of the Initial Order, but rather to changes in 
actuarial methods used in estimating the pension deficits, changes in expectations regarding 
market conditions, and the fact that retirees continue to receive their pension without 
abatement although the pension plan is underfunded.  These factors are not linked to current 
operations, but rather represent for the most part a refining of an estimate that is prepared 
periodically by actuaries, regarding a liability that will only be known with certainty when 
the pension plan is liquidated. 

Since the operations do not appear to cause a significant prejudice to creditors, and in view 
of the fact that BDWBI has the largest economic interest at stake, we consider the 
discussions should be allowed to continue until BDWBI decides that it will be impossible to 
reach a compromise with the employee union, as the case may be. 
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CONCLUSIONS AND RECOMMENDATIONS 

50. The Initial Order as previously extended is scheduled to expire on February 24, 2012, and the 
Applicants have indicated their intention to seek a further extension of the Initial Order, until 
March 30, 2012. 

51. The Monitor believes it is reasonable and appropriate to grant the extension requested in 
order to allow the discussions between the Companies, BDWBI and the union representing 
the employees of WB Canada to continue, to see the transaction close as soon as possible. 

52. In the present circumstances and based on the projections submitted by the Companies, the 
Monitor believes that a further extension of the stay of proceedings until March 30, 2012, to 
allow WB Group to complete the sale process, would not be prejudicial to the creditors of 
WB Group, provided the delay is used productively. 

53. Based on discussions with representatives of WB Group, the Monitor believes WB Group 
has acted and is continuing to act in good faith and with due diligence. 

54. Based on the foregoing, the Monitor recommends that the Court grant an extension of the 
stay of proceedings as requested by WB Group, namely up to and including March 30, 2012. 

All of which is respectfully submitted this 21st day of February 2012. 

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  
Senior Vice-President 

 Per:  Jean-Daniel Breton, CA, CIRP  
Senior Vice-President 

 



 

 

 

 

 

 

 

 

 

 

 

 

Appendix A – Internal financial statements for 
the year ended December 31, 2011 











 

 

 

 

 

 

 

 

 

 

 

 

Appendix B – Cash flow projections of WB 
Group - 15 weeks ending February 17, 2012 
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Appendix C – Comparison of actual and 
projected results for the 14 weeks ended  

February 10, 2012 
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White Birch Paper 
Cash Flow Forecast Variance Report to 15-Week CFF (Dated 11/17/11)
Weeks Ended February 10, 2012
In $000's

Actual  Forecast B (W) than
11/5 Through 11/5 Through Forecast

2/10 2/10 2/10
Operating Receipts
Bear Island 36,308$               41,924$               (5,616)$                
Stadacona 90,735                 72,300                 18,435                  
F.F. Soucy 48,588                 49,432                 (844)                     
Papier Masson 42,884                 44,615                 (1,731)                  

Total Operating Receipts 218,515               208,270               10,245                  

Operating Disbursements
Fiber (35,454)                (36,671)                1,216                    
Chemicals (7,037)                  (9,401)                  2,364                    
Electricity (37,145)                (37,167)                22                        
Recycle Material (7,129)                  (8,145)                  1,016                    
Other Materials and Other Utilities (19,047)                (19,337)                290                      
Property Taxes (1,000)                  (695)                     (305)                     

Cumulative 14-Week Variance to 15-Week CFF

Salaried and Hourly Payroll - Gross (20,427)                (19,848)                (579)                     
Pension Plan and Group Insurance (3,917)                  (3,042)                  (875)                     
Freight (23,987)                (26,380)                2,393                    
Maintenance Equipment (5,536)                  (4,753)                  (783)                     
Major Maintenance (1,606)                  (1,440)                  (166)                     
Capital Expenditures (1,679)                  (1,141)                  (538)                     
Professional Fees (214)                     (525)                     310                      
Leases (199)                     (235)                     36                        
Other (1,442)                  (1,843)                  401                      
Management Fee (5,466)                  (5,517)                  51                        
Total Operating Disbursements (171,284)              (176,138)              4,853                    

Net Operating Cash Flow 47,230                 32,132                 15,098                  

Non Operating Cash Flow and Restructuring
Restructuring Professional Fees (2,494)                  (12,105)                9,611                    
Restructuring Bank Fees and Other Expenses 0                          -                       0                         
Intercompany Transfers 0                          -                       0                         
Interest Payments (3,246)                  (2,775)                  (471)                     
Total Non-Operating Cash Flow and Restructuring (5,740)                  (14,880)                9,140                    

Net Operating Receipts (Disbursements) 41,490$               17,252$               24,238$                

BEG BOOK CASH BA ANCE 36 106$ 36 105$ 0$BEG. BOOK CASH BALANCE 36,106$               36,105$               0$                        
Net Receipts (Disbursements) 41,490                 17,252                 24,238                  
DIP Term Loan Borrowing -                       -                       -                       
GE ABL Borrowing (Repayment) -                       -                       -                       
ENDING BOOK CASH BALANCE 77,596                 53,358                 24,238                  
Unused DIP Commitment 34,045                 34,045                 -                       
LIQUIDITY 111,641$             87,403$               24,238$                

DIP TERM LOAN BALANCE
DIP Loan Balance at Beg. of Week / Period 87,955$               87,955$               -$                     
DIP Term Loan Borrowing -                       -                       -                       
DIP Loan Balance at End of Week / Period 87,955$               87,955$               -$                     



White Birch Paper Holding Company - WB Canada Only
Cash Flow Forecast - Cumulative Variance Report to 15-Week CFF (Dated 11/17/11)
Weeks Ended February 10, 2012
In $000's

Actual  Forecast B (W) than
11/5 to 11/5 to Forecast

2/10 2/10 2/10
Operating Receipts
Stadacona 90,735                      72,300                     18,435                  
F.F. Soucy 48,588                      49,432                     (844)                     
Papier Masson 42,884                      44,615                     (1,731)                  
Total Operating Receipts 182,207                    166,346                   15,861                  

Operating Disbursements
Fiber (31,148)                     (32,391)                   1,243                    
Chemicals (3,834)                       (5,647)                     1,813                    
Electricity (28,948)                     (29,211)                   263                      
Recycle Material (4,418)                       (4,314)                     (104)                     
Other Materials and Other Utilities (14,616)                     (15,552)                   936                      
Property Taxes (294)                          -                          (294)                     
Salaried and Hourly Payroll - Gross (14,974)                     (14,636)                   (338)                     
Pension Plan and Group Insurance (3,917)                       (3,042)                     (875)                     

Cumulative 14-Week Variance to 15-Week CFF

Freight (20,752)                     (23,061)                   2,309                    
Maintenance Equipment (4,050)                       (3,290)                     (760)                     
Major Maintenance (854)                          (841)                        (13)                       
Capital Expenditures -                           (255)                        255                      
Professional Fees (204)                          (500)                        296                      
Leases (90)                           (95)                          6                          
Other (1,442)                       (1,843)                     401                      
Management Fee (4,393)                       (4,265)                     (128)                     
Total Operating Disbursements (133,934)                   (138,942)                  5,010                    

Net Operating Cash Flow 48,273                      27,404                     20,871                  

Non Operating Cash Flow and Restructuring
Restructuring Professional Fees (1,437)                       (8,815)                     7,378                    
Restructuring Bank Fees and Other Expenses 0                               -                          -                           
Intercompany Transfers (838)                          -                          (838)                     
Interest Payments (3,246)                       (2,775)                     (471)                     
Total Non-Operating Cash Flow and Restructuring (5,521)                       (11,590)                   6,069                    

Net Operating Receipts (Disbursements) 42,753$                    15,815$                   26,938$                

BEG. BOOK CASH BALANCE 15,496$                    15,495$                   -$                     
Net Receipts (Disbursements) 42,753                      15,815                     26,938                  
DIP Term Loan Borrowing -                           -                          -                       
GE ABL Borrowing (Repayment) - - -GE ABL Borrowing (Repayment) - - -
ENDING BOOK CASH BALANCE 58,248                      31,310                     26,938                  
Unused DIP Commitment 34,045                      34,045                     -                       
LIQUIDITY 92,293$                    65,355$                   26,938$                

DIP TERM LOAN BALANCE
DIP Loan Balance at Beg. of Week / Period 87,955$ 87,955$ -$
DIP Term Loan Borrowing -                           -                          -                       
DIP Loan Balance at End of Week / Period 87,955$                    87,955$                   -$                     



 

 

 

 

 

 

 

 

 

 

 

 

Appendix D – Cash flow projections of WB 
Group - 15 weeks ending May 25, 2012 
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Appendix F – Correspondence from SCEP to its 
members – December 20, 2011 





 

 

 

 

 

 

 

 

 

 

 

 

Appendix G – Status report from the Companies 
and BDWBI – January 27, 2012 













 

 

 

 

 

 

 

 

 

 

 

 

Appendix H – Status report from SCEP – 
February 14, 2012 






