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SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

BETWEEN:
INTERNATIONAL FOREST PRODUCTS CORPORATION

Applicant

-and -

ST. MARYS PAPER CORP.

Respondent

APPLICATION UNDER SECTION 243(1) OF THE BANKRUPTCY AND
INSOLVENCY ACT, R.S.C. 1985, ¢.B-3, AS AMENDED AND SECTION 101 OF
THE COURTS OF JUSTICE ACT, R.8.0. 1990, C. C.43, AS AMENDED

THIRD SUPPLEMENTAL AFFIDAVIT OF DANIEL J. MOORE
(Sworn October 14, 2011)

I, DANIEL J. MOORE, of the Town of Needham. in the Commonwealth of
Massachusetts, in the United States of America, MAKE OATH AND SAY AS
FOLLOWS:

L [ am the Chief Operating Officer of the Applicant, International Forest Products
Corporation (“IFP”). As such, I have knowledge of the matters deposed to in this
affidavit. Where this affidavit is not based on personal knowledge, it is based on

information and belief and I verily believe such information to be true.



This affidavit is supplemental to my affidavits sworn August 31, 2011 (the
“August 31 Affidavit”) and September 27, 2011 (the “Supplemental Affidavit™)
in support of an application (the “Receivership Application”) by IFP for the
appointment of Emnst & Young Inc. (“E&Y™) as receiver and receiver and
manager (in such capacity, the “Receiver”) of all of the property, assets and
undertaking of the Respondent, St. Marys Paper Corp. (“St. Marys”), pursuant to
section 243(1) of the Bankruptcy and Insolvency Act (Canada) (the “BIA”) and
section 101 of the Courts of Justice Act (Ontario) (the “CJA”), and my affidavit
sworn October 6, 2011 (the “Second Supplemental Affidavit”) in support of a
motion by IFP for certain interim relief (the “Interim Relief Motion™). Copies of
the August 31 Affidavit, the Supplemental Affidavit and the Second
Supplemental Affidavit are attached hereto, without exhibits, as Exhibits “A”,

“B*” and “C”, respectively.

This affidavit is provided in support of the relief set out in paragraph 2 of this
Affidavit, in particular, the Interim Relief Motion returnable October 17, 2011,
and in reply to the affidavit sworn by Gordon P. Acton dated October 6, 2011 (the
“Acton Affidavit”) opposing the relief sought by IFP. A copy of the Acton

Affidavit, without Exhibits, is attached hereto as Exhibit “D?.

All capitalized terms and phrases used and not otherwise defined herein have the

meanings given to them in the August 31 Affidavit.



Material Developments since October 7, 2011

Interim Relief Motion

5. On October 7, 2011, counsel for IFP and St. Marys, among other interested
parties, appeared before the Honourable Mr. Justice Campbell of the Ontario

Superior Court (the “Court”) on the Interim Relief Motion.

6. The Interim Relief Motion was brought by IFP as a result of St. Marys’ delay in
responding to the requests by Michael McGraw (“MecGraw”) of Blake, Cassels &
Graydon LLP, counsel to IFP (“Blakes™), expressing IFP’s numerous concerns
with respect to the interim period prior to the return of the Receivership
Application, as set out more particularly in paragraph 5 of the Second

Supplemental Atfidavit.

Cash Balance

T I am advised by McGraw that counsel to St. Marys advised him on Thursday,
October 6, 2011 that he was advised that St. Marys had a cash balance of
$684,000 as of that date. Counsel for St. Marys subsequently advised McGraw
and the Court at the Interim Relief Motion that St. Marys had approximately
$484,000 in cash as of Friday, October 7, 2011 after payments of approximately
$200,000 on Thursday October 6, 2011, and that St. Marys required an additional

$81,000 until October 17, 2011 as set out in the Acton Affidavit.



Endorsement of Justice Campbell

8. As set out in Justice Campbell’s Endorsement dated October 7, 2011 (the
“Endorsement”), a copy of which is attached hereto (together with an unofficial
transcription) as Exhibit “E”, the Interim Relief Motion was adjourned to
October 17, 2011 on the terms agreed to between St. Marys and IFP. Those terms
required. among other things: (i) St. Marys to provide its current cash balance to
E&Y and to provide E&Y with its cash balance at the close of business on each
business day until the Receivership Application is heard and finally disposed of;
(i) St. Marys to provide to E&Y by 5:00 p.m. on October 8, 2011 a reconciliation
of its cash balance from August 15, 2011 to October 5, 2011 showing receipts and
disbursements for this period, including an explanation of the source of the
current cash balance, and details of all projected expenditures between October 6.
2011 and October 17, 2011 (inclusive); (iii) St. Marys to confirm and undertake
not to transfer, dispose of, remove or encumber any assets until the Receivership
Application is heard and finally disposed of; and (iv) that St. Marys not make
disbursements between the date of the Endorsement and the return of the

Receivership Application in excess of $81,000.

9. The Endorsement also scheduled a further hearing for October 27, 2011 to hear
the Receivership Application in the event that matters were not substantially
resolved by October 17, 2011 and provided that counsel would outline but may

not finalize a timetable until October 17.



Confirmation and Undertaking of St. Marys

10.

By letter from Acton dated October 7, 2011, St. Marys confirmed that it will not
transfer, dispose of, remove or encumber any assets until the Receivership
Application is heard and finally disposed of, and that St. Marys will not make
disbursements between October 7, 2011 and October 17. 2011 in excess of
$81,000 as set out in the Acton Affidavit. A copy of the October 7, 2011 letter is

attached hereto as Exhibit “F”,

St. Marys Receipts and Disbursements

1L

12.

13.

In accordance with the Endorsement, St. Marys provided a reconciliation of its
cash balance from August 15, 2011 to October 7, 2011 showing receipts and
disbursements for this period, and details of all projected expenditures between
October 8, 2011 and October 17, 2011 (the “Reconciliation”). A copy of the

Reconciliation is attached hereto as Exhibit “G”.

The Reconciliation shows a cash balance as of October 7, 2011 of $164.000. The
Reconciliation demonstrates that St. Marys had approximately $320,000 less in
cash as of October 7, 2011 than what McGraw and the Court were advised, and
[FP understood as of that date. IFP did not learn of this discrepancy until October

8,2011.

Receipts since August 15, 2011 total $833,000. Of this total, $647.000 is
attributed to the HST Refund which was received during the week of September

25.2011. The HST Refund represents a refund of funds paid by IFP on behalf of
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St. Marys. IFP has repeatedly communicated its entitlement to the HST Refund
to St. Marys, including in the course of the settlement discussions set out in the
Supplemental Affidavit. As set out in paragraph 7 of the Supplemental Affidavit,
by close of business on September 1, 2011, St. Marys and IFP had reached a
material agreement on terms of settlement and forbearance, which agreement
included the requirement of St. Marys to pay the HST Refund to IFP when
received. These settlement discussions were extended until September 26. 2011,
when, as set out in paragraph 16 of the Supplemental Affidavit, St. Marys advised
IFP that the new financier had walked away from the deal. Despite numerous
discussions between the parties during the week of September 25, St. Marys did
not disclose that it had received the HST Refund. As set out in paragraph 17 of
the Supplemental Affidavit, St. Marys made a final settlement proposal on
September 27, 2011, which did not disclose that St. Marys had received the HST
Refund, despite representations made by IFP to St. Marys that it would be willing
to discuss additional forbearance if St. Marys was willing to make a payment to

IFP to be applied to permanently reduce the Current Indebtedness.

Total disbursements set out in the Reconciliation total $932.000, and include,
among other things, a retainer for $100,000 for legal fees, a retainer of $61.000
for a Mill sale consultant, and $470,000 for employee-related costs for payroll,

benefits, expense reports and similar items.

Acton 1s Senior Business Partner and Orlando M. Rosa (“Rosa”) is Managing
Partner of Wishart Law Firm LLP, one of St. Marys’ counsel on this matter.

Acton is also the President of St. Marys, and, together with Rosa. holds
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17.

approximately 20% of the equity of St. Marys through various nominee
corporations. As set out in paragraph 57 of the Acton Affidavit, Wishart has also
registered a solictor’s lien against certain municipal tax refunds payable to St.
Marys in the amount of $414,000, which would otherwise form part of IFP’s

collateral.

As set out in paragraph 6 of the August 31 Affidavit, St. Marys has been reduced
to a skeleton staff of fewer than 10 employees. [ have been advised by E&Y that
St. Marys employees and officers may have for some time deferred payment of
their salaries as a result of the St. Marys liquidity crisis. Accordingly. the
payment of $470,000 for employee-related costs during this period causes IFP

concern.

Disbursements between August 28, 2011 to October 7, 2011 total $697,000. As
set out in paragraph 55 of the August 31 Affidavit, IFP advised St. Marys as early
as August 23, 2011 that IFP would no longer forbear from exercising its remedies
against St. Marys and would be seeking the appointment of a Receiver. As such.
the value of IFP’s collateral has declined by at least $697.000 during this period.
Moreover, St. Marys have taken advantage of Court scheduling issues and other
delays out of the control of IFP to make additional disbursements to the detriment

of IFP.

Correspondence relaving IFP’s concerns

18.

By e-mail dated October 11, 2011 to counsel to IFP, McGraw expressed [FP’s

concern regarding the additional $320,000 in disbursements and asked counsel to



provide the necessary information to explain and reconcile the discrepancy. In
addition, McGraw requested additional information and documentation with
respect to, among other things, the HST Refund. certain sales of scrap metal, the
retainer of the Mill sale consultant and certain travel expenses, and asked for a
status update on the take-out financing St. Marys advised the court would be
completed by October 11, 2011. McGraw advised that IFP fully intended to
pursue the Interim Relief Motion in light of St. Marys’ use of its cash. A copy of

the October 11 e-mail is attached hereto as Exhibit “H”.

St. Marys’ Response

19. By e-mail message dated October 13, 2011, counsel for St. Marys provided
additional detail of expenses incurred in response to the October 11 email. IFP is
currently reviewing the additional detail with its advisors. Copies of the e-mail

and the additional detail are attached hereto as Exhibit “I”.

Overview of Response to Acton Affidavit

Capacity of IFP

20.  IFP is a lender to St. Marys, its exclusive supplier of Pulp, and its exclusive
distributor of all super calendared or other printing and writing paper produced by

St. Marys at the Mill.



Restart of the Mill

21.

22,

The term advance made by IFP to St. Marys under the Loan Agreement, together
with financing received from the Province, financed the December 2010 restart of

the Mill, which had been idled since March, 2010.

As set out in paragraph 45 of the August 31 Affidavit, the Mill was shut down
three months later, on or about March 28, 2011, as a result of numerous
expensive, unexpected and repeated mechanical defects and component failures
on its largest paper machine. The Mill has been idled since the shutdown and all

hourly employees are on an indefinite layoff.

St. Marys® Default

23.  St. Marys has been in default of its obligations to IFP since April 1, 2011. St.
Marys has not made a single payment of principal or interest to IFP under the
Loan Agreement.

24.  On page 15 of the Acton Affidavit, it is conceded that the loan agreement with the
Province requires that St. Marys continuously employ not less than 168 full time
employees at the Mill. As all employees are on indefinite layoff, St. Marys is also
in default under the loan agreement with the Province.

Cooperation of IFP

25.  In the six months since St. Marys” default, [FP has been patient and cooperative

and has granted St. Marys every opportunity to find a solution to its operational
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and liquidity issues, to its detriment. During this period, St. Marys has tried and
failed to raise capital from third party investors, to raise additional financing from
third party lenders, to obtain additional financing from the Province of Ontario, to
obtain forbearance on amounts owing to the Province under the Province Loan
Agreement, to secure additional investments in the Co-Generation Facility, to
generate development fees from third parties, and to obtain tax relief from certain
tax authorities. At every interval, St. Marys has represented that the funding
necessary to stave off its liquidity crisis and open the Mill was within reach. and
has asked IFP for additional time to consummate the necessary transactions.
During this time, the value of IFP’s collateral has eroded due to, among other

things, actions taken by St. Marys.

The Acton Affidavit makes numerous allegations in support of the same
objective: obtaining more time. It is [FP's position that there is no reason to
believe that the solutions St. Marys proposes now will be any more successful
than the solutions they have pursued for the past several months. Meanwhile, the
liquidity crisis described in the August 31 Affidavit has only intensified. By its
own admission in the Reconciliation, St. Marys’ cash balance of $164,000 will be
reduced to $144,000 by October 17, 2011, with an additional $133.000 in

expenses coming due on or before October 31. 2011.

Overview of Acton Affidavit

27.

The Acton Affidavit alleges, among other things, that: (i) despite the fact that the

Mill is not operating and no payment has been received by IFP of St. Marys
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obligations under the Loan Agreement since the re-start of the Mill, IFP is the
cause of St. Marys financial difficulties due to non-payment by IFP under the
Sales and Remarketing Agreement; (ii) the Receivership Application threatens
and/or would cause a default of St. Marys obligations under various agreements
relating to the Co-Generation Facility scheduled to be operated by St. Marys
Renewable Energy Corp. (“Renewable Energy Corp”), a related party of St.
Marys, in 2014, if and when the Mill is reopened and $130 million in financing is
obtained to fund the start-up costs of the Co-Generation Facility; and (iii) the
value of IFP’s collateral exceeds the value of the Current Indebtedness (based on,
among other things, a valuation of the equipment obtained over five years ago, on
June 22, 2006, and a competitive bid process conducted over four years ago, on

May 7, 2007). I will address each allegation in turn.

Alleged non-payment by IFP under the Sales and Remarketing Agreement

28.

As set out in paragraph 19 of the August 31 Affidavit, pursuant to the Sales and
Remarketing Agreement, IFP was appointed as exclusive distributor of all super
calendared or other printing and writing paper produced by St. Marys at the Mill
(the “Product”). Section 2 of the Sales and Remarketing Agreement provides
that IFP agrees to purchase from St. Marys all Product produced which complies
with certain representations and warranties set out therein. Pursuant to Section
[1I(b), IFP agrees to make payment for all Product produced by St. Marys in two
installments, comprised of a “Base Payment” payable on the week following the
production of the Product, and a “Reconciliation Payment” due on the 15™ day

of the month following the month in which the Product was shipped.



12

29.  In paragraphs 36 to 41 of the Acton Affidavit, it is alleged that IFP is holding
certain unsold inventory which represents unpaid revenue to St. Marys of

$1,160,544.00.

All Unsold Inventory has been paid for

30.  Contrary to the Acton Affidavit, all unsold inventory held by IFP has been paid
for by IFP in accordance with the Sales and Remarketing Agreement, and St.
Marys has no right, title or interest in or to the unsold inventory. St. Marys’

interest in the proceeds upon the sale of any unsold inventory by IFP is less than

$250,000.
No Event of Default
31.  The failure of either party to make payment when due is an Event of Default

under the Sales and Remarketing Agreement. No Event of Default has been

declared by St. Marys.

32. Attached hereto as Exhibit “J” is a spreadsheet showing all payments made to St.
Marys on account of Product purchases since December 21. 2010. As set out in
the spreadsheet, all Base Payments have been made when due and the last

payment which was due on May 15, 2011 was paid early on April 19, 2011.

[FP Offset Right

33.  Pursuant to Section b.(4) of the Sales and Remarketing Agreement, IFP is

entitled, at its sole option, to offset any balances held by it or any other amount
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payable by IFP to St. Marys under the Sales and Remarketing Agreement or any
other agreement between St. Marys and IFP (including the Loan Agreement and
the Pulp Supply Contract). Attached hereto as Exhibit “K” is a spreadsheet
showing all offsets applied by IFP since April 2011. The spreadsheet
demonstrates that Reconciliation Payments due to St. Marys in the total amount of
$944,807.51 have been withheld by IFP, to offset St. Marys’ obligations due and
owing to IFP, leaving a net overdue payable balance in favour of IFP in the
amount of $3,868.999.31 as of August 31, 2011. The net balance does not
include interest or amounts owing as a result of St. Marys default under the Loan

Agreement.

As such, the allegation in paragraph 5 of the Acton Affidavit that [FP has
“actively cut-off all business revenue of [St. Marys]”, and the allegation in
paragraph 38 of the Acton Affidavit that approximately $1,160,544.00 is owing to
St. Marys on account of unsold inventory, is without basis. Even if there are
additional amounts owing to St. Marys for unpaid Product (as a result of
Reconciliation Payments or otherwise), which is expressly denied by IFP, IFP
would be entitled to withhold those payments in accordance with its right of

offset.

Default under Agreements relating to the Co-Generation Facility

Power Purchase Agreement

35,

In paragraph 45 of the Acton Affidavit, it is asserted that the appointment of the

Receiver over St. Marys would be a breach of the Power Purchaser Agreement
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dated as of November 5, 2010 entered into by St. Marys Renewable Energy LP
(“Renewable Energy LP”) and the Ontario Power Authority (the “Power
Purchase Agreement”) attached as Exhibit “A™ to the Acton Affidavit. 1
understand that Renewable Energy LP is a related party to Renewable Energy

Corp and St. Marys.

St. Marys is not a party to the Power Purchase Agreement. It is IFP’s position
that a receivership of St. Marys is not a breach or event of default under the
Power Purchase Agreement, and the appointment of a receiver would not cause a

change of control of Renewable Energy LP.

In paragraph 3 of the Acton Affidavit, it is asserted that several institutional or
chartered bank lenders are prepared to provide $75 million in debt financing to
the Co-Generation Facility. No commitment letter, term sheet, comfort letter or

other evidence has been provided to substantiate this assertion.

I am advised by McGraw that on October 7, 2011, Justice Campbell requested
that the parties contact the Ontario Power Authority to obtain their position on the
matters before the Court on the Interim Relief Motion and the Receivership
Application, and specifically whether the Ontario Power Authority would
withdraw its support for the Co-Generation Facility upon the appointment of the

Receiver.

[ understand from McGraw that there was some confusion in Court on October 7.
2011 as to whether counsel for the Province was acting on behalf of the Ontario

Power Authority on this matter. By e-mail dated October 11, 2011, counsel for
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the Province advised McGraw that he was not acting on behalf of the Ontario
Power Authority. A copy of the e-mail from counsel to the Province is attached

hereto as Exhibit “L”,

Upon receipt of the e-mail from counsel for the Province, I am advised by
McGraw that copies of each of the application and motion records served in the
proceedings have been provided to the Ontario Power Authority by counsel to [FP
and the Ontario Power Authority to advise of their position on the relief sought by

IFP in the Receivership Application and the Interim Relief Motion.

I am advised by Marc Flynn (“Flynn”) of Blakes that he spoke with counsel for
the Ontario Power Authority on October 13, 2011, who advised that the Ontario
Power Authority was in the process of retaining external counsel and would
advise IFP of its position in the coming days, and suggested a meeting with St.

Marys and IFP once the Ontario Power Authority had confirmed its position.

Prosperity Fund Agreement and Province support of Co-Generation Facility

42.

In paragraph 47 of the Acton Affidavit, it is asserted that the $25 million
prosperity fund grant to St. Marys granted pursuant to an agreement entered into
with the Province (i.e., Her Majesty the Queen in Right of the Province of
Ontario, as represented by the Minister of Northern Development, Mines and
Forestry) would be canceled if the Receiver is appointed. In paragraph 3 of the
Acton Affidavit, it is asserted that St. Marys presently has a commitment of a $25

million prosperity fund grant and an additional $25 million subordinated loan
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guarantee from the Province. The “Prosperity Fund Agreement” is attached to

the Acton Aftidavit as Exhibit G.

Despite requests by Blakes to St. Marys’ counsel, IFP has not been provided with
an executed copy of the Prosperity Fund Agreement. The agreement set out in
Exhibit G of the Acton Affidavit is an unexecuted template agreement which does
not reference St. Marys or any of its related parties. Counsel to IFP has also
asked counsel to St. Marys to confirm that St. Marys is a party to the Prosperity

Fund Agreement.

The Province has been served with copies of the application and motion records
served in the proceedings and counsel to [FP have asked the Province to advise of
their position on the relief sought by IFP in the Receivership Application and the

Interim Relief Motion.

[ am advised by Flynn that he spoke with counsel for the Province on October 13,
2011, who advised that no Power Purchase Agreement has been entered into with
St. Marys or any of its affiliates. Flynn was also advised that there is no
commitment by the Province to provide a $25 million prosperity fund grant or a
$25 million loan guarantee to St. Marys, as alleged in the Acton Affidavit. A
copy of an e-mail received from counsel to the Province is attached hereto as

Exhibit *“M”.

It is IFP’s position that a receivership of St. Marys is not a breach or event of

default or does not otherwise threaten a prosperity fund grant or subordinated loan
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guarantee alleged to have been made by the Province, as no agreement has been

entered into.

Value of IFP’s Collateral

47.

48.

In paragraph 5 of the Acton Affidavit, it is asserted that the value of IFP’s
collateral is significantly higher that the debt owed to IFP. In support of this
assertion, St. Marys has provided a copy of decision of the Assessment Review
Board valuing the real property collateral (attached as Exhibit C to the Acton
Affidavit), a valuation of the St. Marys equipment performed on June 22, 2006, a
summary of bids received by RSM Richter in connection with a previous
distressed sale of the St. Marys business (attached as Exhibit D to the Acton
Affidavit), and internally generated documents setting out the value of St. Marys

inventory (attached as Exhibits E and F to the Acton Affidavit).

IFP disputes the valuations of the real property collateral, equipment, inventory
and other assets relied on by St. Marys, and disagrees with St. Marys® assertion
that the value of IFP’s collateral is significantly higher that the debt owed to [FP.
As set out in paragraph 65 of the August 31 Affidavit, IFP believes that the value
of the collateral subject to IFP’s security may not be sufficient to pay out the

Current Indebtedness in full.

Valuations of IFP Collateral obtained by IFP

49.

Information with respect to the valuation of the real and personal property of St.

Marys obtained by IFP has been filed separately in a sealed envelope and marked
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as Exhibit “N”. IFP requests that the information set out in Exhibit N remain
confidential pursuant to the terms of a protective order and not form part of the
permanent court file, only be opened and viewed by the Judge presiding over the
Interim Relief Motion and the Receivership Application, and be returned to the
envelope after the hearing of the Interim Relief Motion and the Receivership
Application and only be used in these proceedings as directed by the Court. It is
IFP's position that the public disclosure of this information could potentially

prejudice any sales and marketing process with respect to St. Marys' assets.

Need for Relief

50.

3

As set out in the August 31, 2011 Affidavit, the Supplemental Affidavit and the
Second Supplemental Affidavit, St. Marys faces an immediate liquidity crisis.
St. Marys has secured no new financing since the August 31 Affidavit and has
been unable to reach a seitlement with IFP. St. Marys has significantly depleted
[FP’s collateral during this period, and has sought to change the venue of the

proceedings to Sault Ste. Marie to further delay the relief sought by IFP.

For these reasons, and all of the reasons set out in my previous affidavits, IFP
believes that interim relief is necessary to prevent further erosion of IFP’s
security, including cash. IFP also believes that it is necessary to appoint a
receiver and receiver and manager in order to allow for an orderly, court-
supervised forum for the realization upon St. Marys’ assets, including a potential
going concern sale, for the benefit of all stakeholders and to prevent any further

erosion of [FP’s security position.
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52 This affidavit is made in support of the Interim Relief Motion and the

Receivership Application and for no other or improper purpose.

SWORN BEFORE ME at the Town of

Foxbeorough, in the Commonwealth of

Massachusetts, this 14 day of October, 2011
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EXHIBIT “A”



Court File No. CV-11-9367-00CL
ONTARIO

SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

BETWEEN:
INTERNATIONAL FOREST PRODUCTS CORPORATION
Applicant

- anl -

S5T. MARYS PAPER CORP.

Respondent
APPLICATION UNDER SECTION 243(1) OF THE BANKRUPTCY AND

INSOLVENCY ACT, RE.C. 1985, ¢.B-3, AS AMENDED AND SECTION 101 OF
THE COURTS OF JUSTHCE ACT, RS0, 1990, C. C.43, AS AMENDED

AFFIDAVIT OF DANITEL 1. MOORE
(Swormn August 31, 201 1)

I, DANIEL J. MOORE, of the Town of Needham, in the Commonwealth of
Massachusets, in the United States of Amernica, MAKE OATH AND SAY AS
FOLLOWS:

l. I am the Chiel Operating Officer of the Applicant, International Forest Products
Corporation (“IFP”). As such, I have knowledge of the matters deposed to in this
affidavit. Where this affidavit is not based on personal knowledge, it is based on

information and beliet and 1 verily believe such mformation to be irue.
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I

This affidavit is sworn in support of an application by IFP for the appointment of
Emst & Young Inc. ("E&Y™) as receiver and receiver and manager (in such
capacity, the “Receiver”™) of all of the property, assets and undertaking of the
Respondent St. Marys Paper Corp. (“St. Marys”), pursuant to section 243(1) of
the Bankruptcy and Insolvency Act (Canada) (the “BIA™) and section 101 of the

Courts of Justice Act (Ontario).

Overview

i

St Marys is a corporation incorporated pursuant to the laws of the Province of
Ontario with its head office located m the City ol Saull Ste. Marie, Ontario.
St. Marys operates a groundwood polp and supercalendered specialty paper mill
(the “Mill™) producing quality paper grades vsed mainly by magazine publishers

and retailing companies tor high quality advertising nserls, yers and catalogues,

St. Marys operates the Mill at owned premises located at 75 Huron Street,
Sault Ste. Matie, Ontario.  The Mill, and the cquipment, inventory and other
personal property located at or relating to the operations ol the Mill are St. Marys

primary assets,

St. Marys employs approximately 200 howrly employees, represemted by the
Communications, Fnergy and Paperworkers Union Locals 133, 67, 69 and 47).
St. Marys also employs salaried employees, On or about August 10, 2011, Sault
This Week reported that Local 133 is seeking a lien against St Marys W secure

payment of St. Marys severance obligations.
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As described below, on or about March 28, 2011, the Mill ceased operations due
to nwmerous expensive, unexpected and repeated mechanical defects and
compenent failures on its largest paper machine. The Mill remains idle as of the
date of this affidavit, all hourly employees are on indefinite layoff, and salaried

emplovees have been reduced to a skeleton staff of fewer than ten.

St. Marys is also planning the development, through its related party St. Marys
Renewable Energy Corp., of a co-generation facility at the Mill to produce
bromass-fucled. renewable, clectrical energy (the “Co-Generation Facility™) |
have been advised by St. Marys that it has provided start-up capital to the project
in the approximate amount of $4.000,000 and 1s currently secking to secure $130
million in additional financing to construct and develop the Co-Generalion
FFacility. | have also been advised by St Marys Renewable FEnergy Corp. that it
has entered into a en year power purchase agreement with Ontario Power
Authenty for a 35 megawatt [acility, which is conditional upon the restart of the
Mill.  The Co-Generation Facility, if successtully completed, would provide

electricity to the Mill and additional income to St. Marys.

I have been advised by E&Y. in s capacity as financial advisor to [FP. that as at
August 13, 2011, St. Marys had only approximately $260.000 in cash and has no
access to further credit facilities to fund future operating costs or ordinary
expenses incurred m keeping the Mill idle, and unless additional financing is
secured, St. Marys will consume its diminished cash reserves by carly to mid-
September. | understand that St. Marys 1s seeking a property tax refund through

arbitration m the approximate amount of $1.4 to 1.6 million, ret of costs, certain

13
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Scientific Research & Experimental Development tax credits from the Province of
Ontario in the approximate amount of $200,000, and other short-term cash
receipts to generate additional working capital while they continue 1o pursue
additional financing. It is uncertain when these additional funds will be received,

if at all. Accordingly, St. Marys faces an immediate liquidity crisis.

IFP is a corporation incorporated pursuant to the laws of the State of Delaware
with its head office located in the Town of Foxborough, Massachusetts, which s
i the business of sourcing and selling forest products. 1FP is the first prionity

secured creditor of St Marys.

As at August 31, 2001, St. Marys is indebted to IFP in the apgregate amount of
$7,621.006.1 3, (which includes interest accrued to the date of this affidavit), plus
any other discounts, expenses, costs, fees and/or other amounts that are or may be
recoverable by 1P (collectively, the “Cuarrent Indebtedness™).  As described
below, the Current Indebtedness has been incwred pursuant to certain loan
agreements, pulp supply contracts und sales and marketing agreements with [FP
and interest continues o accrue on the Current Indebtedness at the rates set out in
the applicable agreements. The obligations of St. Marys to IFP are secured by a

mortgage on the Real Property and comprehensive personal property security.

St. Marys has been in default of its obligations to IFP since on or about Apnl 1,
2011, Since the shutdown of the Mill, 1FP has reframed from enforcing its

security in order to provide St. Marys with an opportunity to secure additional

14
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financing in order to re-start the Mill, and to attempt to raise capital to complete

the Co-Generation Facility.

Notwithstanding the cooperation and forbearance of IFP, St. Marys has not been
successful in obtaining sufficient funding to restart the Mill. St. Marys has made
some progress fowards obtaining financing for the Co-Generation Facility but
have not concluded any transactions or received any funds. The Mill remains
closed and there is no realistic prospect that St. Marys will be able to raise
sufficient new debt and/or equity to restart the Mill or 0 complete the Co-
Generation factlity in the immediate futuwre.  The Current Indebtedness remaing
outstanding and, based on discussions with F&Y. in s capacity as financial
adwvisor, 1t is IFP’s position that the value of 1s collateral mav be insulficient to

satisty St. Marys’ outstanding obhigations 1o 1FP.

IFP seeks the appomunent ol a receiver and receiver and manager o pursue a
going concemn sale of St Marys and/or 1o canvass additional sources of {inancing
for the Mill and the Co-Generation Faeility, and to consider additional stratepic
options.  As a result of St. Marys lquidity cnisis, g going concern sale or
refinancing must be completed in the immediate future, or St. Marys will be

forced 10 hquidate.

IFP believes that it is just, converient and necessary to appoint the Receiver in
order to protect the interests of all of St. Marys” ereditors, including 1IFP, and 1o
provide an orderly, court-supervised forum for the realization upon St. Marys’

assets, including a potential going concern sale.  As BE&Y has already been
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engaged by IFP as financial advisor and completed an initial review of St. Marys’
operations, and 1s familiar with the financial affairs and challenges facing
St. Marys, it is best positioned to act as receiver and receiver and manager of
St. Marys® property, assets and undertaking, and has consented to such

appointment

Obligations Owing to IFP

—
L]

8t. Marys is indebted to IFP pursuant o the Loan Agreement (as defined below),
as further evidenced by the lerm Note (a8 defined below) and the Pulp Supply
Contract (as delined below) St Marys has granted both real property and
personal property security 1o 1FP to secure all obligations owing to IFP, ncluding
the obligations owing under the Loan Agreement, the Pulp Supply Contract and
the Sales and Remarketing Agreement (as delined below). As of the date of this
aifidavit, St Marys s indebted to IFP in the amount of the Current Indebtedness,
mcluding indebtedness in the approximate amount of US$3 215497 44 under ihe
Loan Agreement, and indebtedness in the approximate amount of $4.406.108.69
under the Pulp Supply Contract. 1P 1s currently holding US$843.365 under the
terms ol the Safes and Remarketing Agreement, which will be offset against the
indebtedness owing (o IFP under the Loan Agreement and the Pulp Supply
Contract, Certain of the obhigations of St. Marys to IFP* have been guaranteed on

a joint and several basis by the Guarantors (as defined below).

16



Loan Agreement

Pursuant to the Loan Agreement dated December 8, 2010, between St Marvs, as
borrower, and IFP, as lender (as amended, the “Loan Agreement”) a term loan in
tavour of St. Marys was established in the amount of USD $3.000.000. A true

copy of the Loan Agreement is attached hereto as Exhibit “A”.

The obligations of St. Marys under the Loan Agreement are further evidenced by
a Term Note dated December 8, 2010 (the "Term Note™). A true copy of the

I'erm Note 1s attached hereto as Exhibit “B7

Pursuant to the Pulp Supply Contract made as of December 8, 2010, between
St Marys, as buyer, and [FP. as Scller (e “Pulp Supply Contract™)y, 1FP was
appointed by St Marys as exclusive supplier of northern bleached sofltwood kraft
pulp (“Pulp™) tor St Marys™ paper producnon at the Mill. A true copy of the

Pulp Supply Contract is attached hereto as Exhibit “C”

Sales and Remarketing Agreement

Pursuant to the Purchase and Sale Agreement dated Decernber 8, 2010 between
IFP and St Marys (the “Sales and Remarketing Agreement”), [FP was
appointed as exclusive distributor of all super calendared or other printing and
writing paper produced by St. Marys at the Mill.  1FP is required to collect and

remit payments to St, Marys from third parties on each sale and is entitled 1o

17



collect a commission. A true copy of the Sales and Remarketing Agreement is

attached herelo as Exhibit =D,

Pursuant to section HI(b)(4) of the Sales and Remarketing Agreement, [FP is
entitled to offset any balances held by it or any other amount payable by IFP to St,
Marys against any amount payable by St. Marys to IFP under the Sales and
Remarketing Agreement or any other agreements between St Marys. [FP has
exercised its offset rights and 1s currently holding US$843 365 which will be
offset against the indebtediress owed by St Marys under the Loan Agreement and

the Pulp Supply Contract.

[FI* Security

21.

12

P

St. Marys has granted personal property and real property secunity to 1P 1o

secure all obligations owing o IFP, including the Current Indebtedness.

Personal Property Security

Pursuant to the General Sceurty Agreement dated as of December 8, 2010 (the
“General Security Agreement”), SL Marys granted a secunty nterest to 1FP
over all of its presently owned or held and after-acquired o lield  personal
property, assets and undertaking, of whatever nature or kind and wherever situate,
and all proceeds dernved directly or indirectly thereof and therefrom. The General
Security Agreement secures payment and performance of all indebtedness.
obligations and labilities of St. Marys to [FP, including the indebtedness,

obligations and liabilities of St. Marys to IFP under or pursuant to the Loan
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Agreement, the Pulp Supply Contract and the Sales and Remarketing Agreement.

A true copy ol the General Security Agreement is attached hereto as Exhibit “E™.

Financing statements in respect of 1IFPs personal property secunty interests are
registered against St. Marys under the Personal Property Security Act (Ontario)
(the “PPSA”). A true copy of the searches against St. Marys under the PPSA,

current as of August 30, 2011, are attached hereto as Exhibit “F”.

Real Properly Sceunty

Pursuant o the Charge/Mortgage in the principal amount of $12.000.0060
repistered on March 3, 2011 (the “Mortgage™), St Marys eranted a charge over
17 parcels of land located at 75 Huron Street, Suult Ste. Marie, Ontario
(collectively. the “Real Property”) as continuing secunty for the payment ol all
present and future indebtedness and liabilites of St Marvs to 1FP, including the
obligations of 5t Marys under the Loan Agreement. A true copy of the Mortgage

(]

1s attached hereto as Exhibit 67,

A copy ol the Land Regisiry Oftice Parcel Register for the Real Property, current

as ol August 29, 201 1, 15 attached hereto as Exhibit *H”,

Guarantors

26.

Pursuant (o the Guaranty dated December 8, 2010 (the “Guaranty”), the
obligations of’ St. Marys under the Transaction Documents (as defined in the Loan
Agreement) are guaranteed on a joint and several basis by SMP Equity Corp.,

Mare Dube, Pauline Heoderson, Todd Black, Robert Yrjola, Henson and
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Tregonning Logging Ltd., Avery Construction Limited, 1022013 Ontario Inc..
Knut Holdings Inc. and Acton bxploration and Resources Inc. (collectively, the
“Guarantors™). in an amount not exceeding $300,000, plus all taxes, fees and
¢xpenses (including legal fees) incurred by IFP in connection with the collection
of all or any part of the Obligations (as defined in the Guaranty), and any and all
late charges and interest accruing on any past due amount and all other additional
sums which may or shall become due or pavable with respect 1o such overdue
amounts.  The Guaranty 1s unsecured. A tnie copy of the Guaranty 1s attached

hereto as Exhibit 717

As of the date of this alfidavit, TFP has not made demand for payvment on the

Cruaranty rom the Guarantors,

Other Secured Creditors

cured Creditors

In addition o LIFP, St Marys 15 indebted to and has granted secunty under the
PPSA 1o Her Majesty the Queen in Right of the Province of Ontario, as
represented by the Minister of Nosthern Development, Mines and  Foresiry
(tormerly the Minister of Northern Development and Mines) (the “Provinee”),
Royal Bank of Canada ("RBC™), Assethnx Capital Inc. ("Assetlinx™). and New
North Fuels Inc. (C"NNF”). The prionty of the security interests granted to the
Province and RBC are subject to intercreditor agreements with IFP, as more

particularly described below.
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Intercreditor Agreement with the Province

[FP and the Province have entered into an Amended and Restated Intercreditor
Agreement dated as of December &, 2010 (the “Intercreditor Agreement™). A

true copy of the Intercreditor Agreement is attached hereto as Exhibit ©J7

Pursuant to the Intercreditor Agreement, the Province has postponed and
subordinated all present and future personal property and real property security
granted by St. Marys 1o the Provinee 1o all present and future security granted by
St Marys 1o 1FP, to the extent of the obligations owing by St. Marys to 1FP up to
a maxinun principal amount of $21,600,000.00, together with interest, ices
(including prepayment fees) and similar charges and costs and expenses incurred
by or on behalf of [FP which St. Marys is required (o pay.  The intercreditor
Agreement does not restnict payment of principal and interest to the Province

prios to enforcerment by 1FP.

| have been advised by E&Y, in its capacity as financial advisor to IFP, that as at
June 30, 2011, St Marvs” aggregate indebtedness to the Province s

approximately $18.883,000.

Intercreditor Agreement with RBC

IFP and RBC are party to a letter agreement dated as of December 3, 2010 (the
“RBC Agreement™). A true copy of the RBC Agreement is attached hereto as

Exhibit *K”.
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Pursuant to the RBC Agreement, IFP has subordinated and postponed its security
against St. Marys in all respects to RBC's security in certain cash collateral on
deposit with RBC. in an amount not to exceed CDN $3,045.000 (the “RBC
Deposits”™). RBC has subordinated and postponed its scourity against St. Marys
in all present and future property of St. Marys to 1FP, save and except for its
security in the RBC Deposits, and RBC has contirmed that its PPSA registrations

do not perfect a security mterest in any property other than the RBC Deposits.
NNEF Security

Pursuant to a letter dated December 17, 2010, NN has conlirmed and agreed that
ils PPSA registrations only perfect a sceurity mterest o limited  collateral
described therein as a “card lock fuelling system  with tankave and  all
appurtenances” (the “NNF Agreement”™). A true copy of the NNF Agreement 13

attached hereto as Exhibic "L,

NNF has confirmed m writing to [FP that its security interest is limited to specific

collateral, as more particularly described below,
Assetling Security

The security interest obtained by Assethinx corporation is limited to certain

printers and other equipment, as set out in its PPSA financing statement.
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37.

4.

By PPSA notice dated July 25, 2011, Caterpillar Financial Services Limited
(“CFSL”) has also asserted a security interest and repossessed certain equipment
of St. Marys. As more particularly set out in Exhibit “F”, CFSL does not have a

current PPSA registration against St. Marys.

Other Registrations

In addition to [FP, the secured creditors listed in paragraph 28 of this alfidavit and
CESL, as set out in Exhibit “F7, PPSA registrations have been made against
St Marys by Her Majesty the Queen in Right of Ontano as Represented by the
MOR i the amount ol $122,713, and by IMS lruck Centre Ltd. under the

Repair and Storage Liens Act in the amount of $5.500.

Real Property Security Creditors

In addition to 1P, St. Marys is indebted to and has given real property secunty

the Province.

The Province’s security over the Real Property has been subordinated to 1FP’s
seeurity pursuant to the Intercreditor Agreement, as descnbed in paragraphs 29-31

ol this affidavit.
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[ien on Real Property

By instrument dated July 4, 2011, Her Majesty the Queen in Right of Ontario as
represented by the Minister of Revenue has registered a lien against the Real

Property in the amount of $122.834.00,

Other Qutstanding Debts

42,

44,

In addition to the amounts owing to IFP, the Province and the other sceured
creditors, as at June 30, 2001, St. Marys is also indebted to a number of other
creditors in the approximate amount of $15.000,000. This indebtedness includes
property tax arrears to the City of Sault Ste. Marie in the approximate amount of
$5.234.000, unpaid stumpage fees in the approximate amount of $387.000, which
may be a secured claim pursuant to a statutory lien in favour of the Province of
Ontano, and approximately 8,000,000 m trade gecounts payable. "The mujority

ol the trade account payables have been outstanding for more than 60 dayvs.

1 have been advised by E&Y | in its capacity as hnancial advisor, that St. Marys is
currently involved i arbitration with the  Municipal  Property  Assessment
Corporation, which, if successful, would result in a retund of property taxes in the

approximate amount of $1.4 1o $1.6 million. net of costs.

Vacation Pay and other Employvee Claims

As at June 30, 2011, St. Marys owes approximately $587.000 in vacation pay
arrears to management, Mill workers and staff. | have been advised by E&Y, in

its capacity as financial advisor, that certain management personnel have deferred
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their salaries to conserve cash flow and St Marys may be indebted to such

personnel in the amount of the deferral.

St. Marys Liguidity Crisis

46.

47.

Mill Shutdown

On or about March 28, 2011, St. Marys was lforced (o shul down the Mill as a
result of numerous expensive, upexpected and repeated mechanical defects and
component failures on it largest paper machine. The paper machine provides
more than halt of its annual output capacity. | have been advised by F&Y | in its
capacity as financial advisor, that the remamng two paper machines have been

ultline since December 2004,

On or about Aprl 1, 2011, S Marys fuled o make payments due to 1FP in the
amount of US $122.125 under the Loan Agreement.  These payments remain

outstanding.

During the month of April, 2011, St. Marys advised [FP that 1t expected to obtain
a grant from the Province of Ontario with respect 1o the Co-Generation Facility
and certain development fees from a third party with respect to the Co-Generation
Facility.  St. Marys also advised IFP that it bad requested additional financial
support from the Provinee of Omtario with respect to the Co-Generation Facility in
the approximate amount of $4,000,000. In addition, St. Marys advised 1FP that it

wits seehing additional support from the Province in the form of a forbearance
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under the loan entered into by St. Marys with the Province. St. Marys further
advised that a meeting of the Treasury Board of the Province of Ontarto was

scheduled for May 19, 2011 to consider St. Marys requests,

48 On April 28, 2011, IFP received St. Marys unaudited first quarter financial results
as of March 31, 2011, showing a net loss in excess of $4,000,000. A true copy of

the March 31, 2011 financial statements are attached hereto as Exhibit “M”

49, On April 29, 2011, 1FP sent a notice of default to St. Marys under the ©oan
Agreement and the Pulp Supply Contract. The notice of defanlt requested that St
Marys provide an update on thewr financial and operational circumstances, a
revised business plan, and a target date for restarting the Mill. On or abou May
19, 2011, IFP provided u copy of the notice of default 1o the Province. A true

copy of the notice of default is attached hereto as Exhibit “N™.

50, St. Marys has not made the required payments under the Loan Agreement due on
May 1. June 1, July | and August 1. 2011 in the ageregate amount of USs

$527,997.44.

Request for IFP Forbearance

Sk On or about May 12, 2011, St Marys requested that IFP torbear from collecting

all amounts owing by St. Marys until January 1, 2012,

L& ]
?‘.._',

On or about May 17. 2011, St. Marys provided revised pro forma financial
statements projecting a $6,000,000 loss in fiscal 2011, A true copy of the pro

forna Nnancial statements are attached hercto as Exhibit “07
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On or about May 20, 2011, in response to St. Marys™ request for forbearance by
IFP, IFP provided a draft forbearance agreement, an amendment to the Loan
Agreement, and an amendment to the Guaranty specilving the terms and
conditions under which 1FP would agres to forbear from collecting the
indebtedness owed by St. Marys. A true copy of the drafi forbearance,
amendment to the Loan Agreement and amendment to the Guaranty are attached

hereto as Exhibit “P~

In or about June and July, 2011 IFP provided St Marys with several revised
drafis of the forbearance agreement and the Guaranty. [FP received no response

or comment on its forbearance terms until Anguost 732071 1

‘The response recaived from St Marys dated August 23, 2011 proposes a
recapitalization of St Marys, 0 be completed no carlicr than the middle of
October, 2011 and proposes revisions o several malerial terms of the forbearance
proposed by IFP. A true copy of the timetable preposed by St. Marys for a
recapitalization is attached hereto as Kxhibit “Q7  These proposed terms are

unacceptable to IFP.

As IFP and St Marys have been unable to negonhate mulually acceptable
forbearance terms and, due 1o the liguidity cosis facing St Marys and  the
potential losses 1FP may suffer upon realization on its collateral, 1FP is not
prepared to consider continuing to forbear from exercising its rights under its

agreements with St. Marys.

New Sources of Finaneing
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From May to August, 2011, IFP has received numerous financial updates from
St. Marys. As part of these updates, St. Marys advised FP that 1t was pursuing a
number of options to finance a restart of the Mill, @ completion of the Co-
Generation Facility, and a reduction of its habilities. These potential options have
included: a funding grant from the Northem Indusirial Energy Rate Program in
the amount of $1.500,004); development fees {rom third parties; grants from the
Province of Ontario; credit support and forbearunce from the Provinee; equity
investments from new investors through the 1ssuance of new shares with certain
tax attributes: new capital provided by private equity investors; and new financing

from high vield investors.

We have been advised by L&Y, in its capacity as (inancial advisor that, with the
exception of a lunding grant from the Northern Industrial Energy Rate Program in
the amount of $300.000 (after the Province set oft’ the balance of the srant 10
reduce obligations owing by St. Marys 1o the Province), none of these potential
funding sources identified by St. Marys resulted in any new funds being made

available to St Marys.,

I am advised by E&Y. in is capacity as Hnancial advisor, that on or about
July 26, 2011, St Marys received a corporate tax refund in the amount of
$926,000 which has been the primary source of funding used by St. Marys to fund

its operations since that date.

As set out in paragraph 55 of this affidavit, St. Marys has acknowledged that a

recapitalization will not be completed until the middle of October, 2011, at the
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earliest. As such, St. Marys will be unable to secure sufficient financing prior to
the beginning to the middle of September 201 1, when | have been advised by St.
Marys and E&Y, in its capacily as financial advisor, that St. Marys is expected
run out of operating capital. The short term cash receipts identified by St. Marys
as sources of additional operating capital beyond the middle of September 2011
are uncertain and, even if received, will not be sufficient 1o cover the expenses
necessary to power the Mill, for security, and to insure or otherwise preserve
St. Marys’ assets. As such, the short term cash receipts will only serve to delay
the liquidity cnsis St Marys faces, and during such delay, 1FP’s collateral value
will continue to detertorate. Without any significant additional operating capital,
St. Marys will be unable o restart the Mill o generate operating revenue or
complete the Co-Generation Facility. 1 have been advised by F&Y. in its capacity
as financial advisor. that even with sufficient operating funds in the short term, it

15 unlikely that the Mill could be restarted untill Novernber 2011 at the earliest,

Engagement of KE&Y as Financial Advisor

ol

By letter dated July 19, 2011, IFP retained E&Y as financial advisor to conduct a
gencral review ol St. Marys”™ business affairs, including its operations, assets and
financial position. St. Marys provided its consent to such appointment on
August 18, 2011, In the course of its duties as advisor, E&Y was granted access
to St. Marys™ business operations, assets and books and records. A true copy of
the executed engagement letter and acknowledgement of St. Marys is attached

hereto as Exhibit “R”.
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Demand for Payment and Notice of Intention to Enforce Securi

62.

By letter dated July 28, 2011, IFP demanded payment in full of all outstanding

indebtedness of St. Marys o IFP. The demand letter enclosed a Notice of

Intention to Enforce Security under subsection 244( 1) of the BIA. By letter dated
Angust 4, 2011, IFP delivered an Amended Notice of Intention to Enforce
Security o include certain HST owing that was inadvertently omitted from the
original 5. 244 notice. (collectively, the “244 Notices™). True copies of the letters
dated July 28, 2011 and August4, 2011 and the 244 Notices addressed to

St Marys are attached hereto as Exhibit ©S™

HFP Security is Carrently Enforeeable

63,

No payment has been received in response to IFP's demand letter. | am advised
by counsel that as the ten-day notice period under the BIA required o be given by
a sceured creditor prior to enforcing its secunty has expired, the security granted

by St. Marys o 1FP is currenily enforceable by 1P,

Need for Relief

64,

St. Marys has not made any payrients in respect of its indebtedness to 1FP and it
has failed in its attempt 1o secure sufficient new linancing. The Mill cannot be
restarted and the Co-Generation Facility cannot be completed without additional
financing 1n the immediate future. As such, St. Marys faces an immediate

hquidity crisis.
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0O7.

0O8.

The value of the collateral subject to 1FP’s security may not be sufficient 1o
satisly the Cumrent Indebtedness in full.  In addition, as described above,

St. Marys has significant outstanding indebtedness to other creditors.

IFP secks the appointment of a receiver and receiver and manager to pursue a
going concern sale of St. Marys and/or to canvass additional sources of financing
for the Mill and the Co-Generation Facility, and to consider additional strategic
options.  [FP understands that the Province has made a substantial investment in
St Marys” business and that a permanent shutdown would affect the livelihoods
of a number of employees and other businesses in the region. As a result of St
Marys liquidity enisis. a going concern sale or refinancing must be completed

immediately, or St. Marys will be forced to liquidate.

For ull of the furegomy reasons, IFP belicves that it is necessary to appoint a
receiver in order o allow for an orderly, court-supervised forum for the
reahzation upon St Marys™ assets, including a potential going concern sale. for
the benelit ol all stakeholders and 1o prevent any further erosion of IFP's security

position.

The Applicant sechs the appointment of E&Y as Receiver. As E&Y has already
begun a review of 5L Marys™ operations, E&Y is best positioned to act as receiver
and receiver and manager of St Marys’ property, assets and undertaking, and has

consented 1o such appointment.
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69.  This atfidavit 1s made in support of IFP’s application for the appointment of a

SWORN BEFORE ME at the Town of Foxborough
in the Conmmonwealth o Massachuseits
this 31 duy of August, 2011

A Cammisssoney of Oaths, ele. DANIEL J. MOORE:

receiver and receiver and manager of St Marys, and for no other or improper

purpose.
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EXHIBIT “B”



Court File No. CV-11-9367-00CL
ONTARIO

SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

BETWEEN:
INTERNATIONAL FOREST PRODUCTS CORPORATION
Applicant

-and -

ST. MARYS PAPER CORP.

Respondent

APPLICATION UNDER SECTION 243(1) OF THE BANKRUPICY AND
INSOLVENCY ACT, RS.C. 1985, c.B-3, AS AMENDED AND SECTION 101 OF
THE COURTS OF JUSTICE ACT, R.5.0. 1990, C. C.43, AS AMENDED

SUPPLEMENTAL AFFIDAVIT OF DANIEL J. MOORE
(Sworn September 27, 201 1)

I, DANIEL J. MOORE, of the Town of Needham, in the Commonwealth of
Massachusetts, in the United States of Amenca, MAKE OATH AND SAY AS
FOLLOWS:

1. | am the Chief Operating Ofticer of the Applicant, International Forest Products
Corporation (“1FP7). As such, | have knowledge of the matters deposed to in this
affidavit. Where this affidavit is not based on personal knowledge, it is based on

information and behief and [ venly believe such information to be true.



2. This affidavit 1s supplemental to my affidavit sworn August 31, 2011 (the
“August 31 Affidavit”) in support of an application by IFP for the appointment
of Ernst & Young Inc. ("E&Y") as receiver and recetver and manager (in such
capacity. the “Receiver”) of all of the property, assets and undertaking of the
Respondent St. Marys Paper Corp. ("St. Marys™). pursuant to section 243(1) of
the Bankruptcy and Insolvency Act (Canada) (the "BIA”) and section 101 of the

Courts of Justice Act (Ontario).

lud

All capitalized terms and phrases used and not otherwise defined herein have the

meanings given to them in the August 31 Affidavit.

Delivery of Notice of Application

3. On August 31. 2011, IFP provided St. Marys and the service list with a copy of its
Notice of Application seeking the appointment of the Receiver (the “Notice of
Application™) and advised St. Marys that IFP had arranged for the Notice of
Application to be heard on September 7, 2011. A true copy of the Notice of

Application ts attached hereto as Exhibit “A”.

Settlement Discussions

5. On September 1. 2011, St. Marys contacted [FP to discuss a potential settlement
of the Current Indebtedness. In order to allow for good faith settiement
discussions to conitnue, IFP agreed not to serve its Notice of Applicaton and

related materials.



Notice

In the course of these discussions, St. Marys advised that they were in discussions
with a third party lender (the “New Lender”) who was prepared to make
advances to St. Marys. which advances would be applied by St. Marys against the
Current Indebtedness.  In consideration, the New Lender sought certain

accommodations from IFP,

By close of business on September 1. 2011, [FP and St. Marys had reached an
agreement on the material terms of the settlement and [FP had instructed its
counsel to prepare a forbearance agreement setting out these terms.  The drafi
forbearance agreement was conditional upon, among other things, St. Marys
obtaining financing from the New Lender in a prescribed amount. which would be
applied against the Current Indebtedness, and St. Marys directing to IFP, upon
receipt, a Harmonized Sales Tax refund in the amount of $773,127 (the "HST
Refund™). The draft forbearance agreement also contemplated a full and final

satisfaction of the balance ol the Current Indebtedness on certain terms.

On September 1, 2011, [FP agreed to seek an adjournment of the September 7
hearing to allow the parties 1o continue to discuss a potential settlement of the

Current Indebtedness.

to Service List

By letter dated September 2, 2011, IFP’s counsel advised the service list that [FP
and St Marys had been engaged in discussions to resolve the matter and had
agreed 10 seek an adjournment of application to a date 10 be determined by the

Court. A true copy of the September 2 letter 1s attached hereto as Exhibit “B™.



September 7 Appearance

10.

On September 7, 2011, IFP’s counsel sought and obtained an adjournment of the

matter until September 14, 2011 to allow settlement discussions to continue.

By letter dated September 8, 2011, IFP’s counsel advised the service list of the
new date. A true copy of the September 8 letter s attached hereto as Exhibit

4gP,

September 14 Appearance

On September 14, 2011, IFP's counsel sought and obtained a further adjournment
of the matter until September 28, 2011 to allow settlement discussions (o

continue.

By letter dated September 15, 2011, IFP’s counsel advised the service list of the
new date. A true copy of the September 15 letter 1s attached hereto as Exhibit

ttDw‘

Further Settlerment Discussions

L4.

Over the course of the settlement discussions the transaction structure changed
from a loan to St. Marys to an acqusition by the New Lender from IFP of a
participating interest in the Current Indebtedness. The matenal terms set out in

paragraph 7 were consistent throughout the discussions.

In light of the liquidity crisis facing St. Marys, as more particularly described in

the August 31 Affidavit. IFP set a deadline to close the settlement transaction.
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20.

Neither St. Marys nor the New Lender provided a meaningful response by the

deadline, and the cause of the delay was not explained.

On September 26, 2011, St. Marys advised IFP that the New Lender was no
longer interested in doing a transaction with [FP. At this time, St. Marys advised
IFP that it had scheduled a shareholders” meeting on September 27, 2011 to

discuss further settlement options.

On September 27, 2011, St. Marys made a final settlement proposal to IFP. IFP
rejected the proposal and advised St Marys that it would be proceeding with its

application to appoint the Receiver.

As set out i the August 31, 2011 Affidavit, St. Marys faces an immediate
liquidity crisis. St. Marys has secured no new financing since the August 31

Affidavit and has been unable 1o reach a settlement with [FP.

SL Marys is expected 1o receive the HST Refund in the coming weeks. The HST
Refund s a refund of monies that were paid by IFP on behalf of St. Marys,  If
received, TFP expects that the HST Refund proceeds will be used by St Marys to

maintain the idled Mill, which will represent a further erosion of IFP’s collateral.

For these reasons, and all of the reasons set out m the August 31 Afhdavit, IFP
believes tat i is necessary o appoint a teceiver inorder w allow for an orderly,

court-supervised forum for the realization upon St. Marys’ assets, including a
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potential going concern sale, for the benefit of all stakeholders and to prevent any

further erosion of IFP’s security position

21, This affidavit is made in support of IFP’s application for the appointrent of a
receiver and receiver and manager of St. Marys, and for no other or improper

purpose.

SWORN BEFORE ME at the Town of Foxborough
in the Commonwealth of Massachusetts
this 27 day of September, 2011

A Commissioner of Oaths, ¢lc. DANIEL I MOORE

™o AIMEE L DESJOURDY

Mistary Publc

L]
COMBUNNVEATH OF MASSACHUSETTS
By Commnssioh Expies
Al @ 2202
—;—‘—W

e

Ir——————
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EXHIBIT “C”



Court File No. CV-11-9367-00CL
ONTARIO

SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

BETWEEN:
INTERNATIONAL FOREST PRODUCTS CORPORATION
Applicant

- and -

ST. MARYS PAPER CORP,

Respondent

APPLICATION UNDER SECTION 243(1) OF THE BANKRUPTCY AND
INSOLVENCY ACT, R.S.C. 1985, ¢.B-3, AS AMENDED AND SECTION 101 OF
THE COURTS OF JUSTICE ACT, R.5.0. 1990, C. C.43, AS AMENDED

SECOND SUPPLEMENTAL AFFIDAVIT OF DANIEL J. MOORE
(Sworn October 6, 201 1)

I, DANIEL J. MOORE, of the Town of Necdham, in the Commonwealth of
Massachusetis, in the United States of America, MAKE OATIH AND SAY AS
FOLLOWS:

1. [ am the Chief Operating Officer of the Applicant, International Forest Products
Corporation (“LFP”). As such. | have knowledge of the malters deposed to in this
affidavit. Where this affidavit is not based on personal knowledge, it is based on

information and belief and I verily believe such information to be true.



This affidavit is supplemental to my affidavit sworn August 31, 2011 (the
“August 31 Affidavit”) and my supplemental affidavit swom September 27,
2011 (the “September 27 Affidavit”) in support of an application by IFP [or the
appointment of Hrnst & Young Inc. ("E&Y”) as receiver and receiver and
manager (in such capacity, the “Receiver”) of all of the property, assets and
undertaking of the Respondent St. Marys Paper Corp. (“St. Marys”), pursuant to
section 243(1) of the Bankruptey and Insolvency Act (Canada) (the “BIA”) and
section 101 of the Cowrts of Justice Act (Omtario).  Copies of the August 31
Aflfidavit and the September 27 Affidavit (without Exhibits) are attached hereto as
Kxhibits “A” and “B”, respectively. This atfidavit is sworn in support of certain

interim reliet sought by IFP on its receivership application.

All capitalized terms and phrases used and not otherwise defined herein have the
meanings given fo them in the August 31 Alfidavit and the September 27

Allidavit.

On September 28, 2011, counsel for [FP and St Marys attended betore the
Honourable Mr. Justice Brown of the Commercial List to set a date and timetable
for the return of 1FP’s receivership application.  As set out in Justice Brown’s
Endorsement, a copy of which is attached hereto as Exhibit “C”, [FP’s
receivership application was scheduled for October 17, 2011(the “Receivership

Application”).

By letter dated September 29, 2011 (the “September 29 Lelter”), a copy of which

is attached hereto as Exhibit *D”, Michael McGraw (“McGraw”™) of Blake,



Cassels & Graydon LLP, counsel for IFP, advised then-counsel for St. Marys of
IFP’s numerous concerns with respect to the interim period prior to the return of
the Receivership Application. [In particular, IFP requested confirmation that
St. Marys immediately advise IFI* if and when pending HST and real estate tax
refunds are received. As described in the September 27 Affidavit, St. Marys is
expected to receive the HST Refund in the amount of $773,127 imminently,
which is a refund of monies that were pmid by IFP on behalf of St. Marys. [f
received, IFP is concerned that the HST Refund proceeds will be used by St.
Marys to maintain the idled Mill, or to pay other creditors, which would result in

a further erosion of 1FP’s collateral,

Further, [FP requested that its financial advisor, Emst & Young, Inc. ("Ermst &
Young™), be provided with immediate access to the books and records of St
Marys. As described in the August 31 Affidavat, pursuant to an engagement letter
dated July 19, 2011, a copy of which is attached hereto as Exhibit *E”, St. Marys
consented to the appointment of Emst & Young as financial advisor to 1FP with
respect to St. Marys and provided Emst & Young with access to its business

operations, assets, and books and records.

Pursuant to section 9.6 of the Loan Agreement between St. Marys and [FP dated
December 8, 2010, a copy of which is attached hereto as Exhibit “F”, St. Marys
agreed to permit IFP to, among other things, inspect its corporate books and

financial records,



G
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Pursuant to section 6.1(k) of the General Security Agreement between St. Marys
and IFP dated December 8, 2010, a copy of which i1s attached hereto as
Exhibit “F”, St. Marys agreed to deliver to IFP, upon request, among other
things, all books of account and all records, ledgers, reports, correspondence,
schedules, documents, statements, lists and other writings relating to  the
Collatera! for the purpose of inspecting, auditing or copying and such information

concerning the Collateral, St. Marys, and St Marys’ affairs as I[FP may require.

I um advised by MeGraw (hat subsequent 1o the sending of the September 29
Letter, he had discussions with and exchanged correspondence with former and
current counsel for St Marys, who advised that a response from St. Marys to the
September 29 Letter would be forthcoming. However, McGraw did not receive a
response until late m the day on October 5, 2011, six days after the letter was sent,
and only atter advising current counsel that [FP intended to bring a motion for
interim relief. As of the swearing of this Atfidavit, the parties have not reached an
agreement on the terms of what information will be provided by St. Marys to 1KP

in response to the September 29 Letter.

As set out in the August 31 Affidavit and the September 27 Affidavit, St. Marys
has been and continues to face an immediate liquidity crisis.  S1. Marys has
secured no new financing since the August 31 Affidavit and has been unable to

reach a settlement with [FP,

Accordingly, it is IFP’s position that, in light of $t. Marys® delay in responding 1o

the September 29 Letter and continued refusal to adequately respond to IFP's




concerns as set out in the September 29 Letter, interim relief is required in order
to prevent any further erosion of IFP’s security prior to the hearing of the

Receivership Application on October 17.

This affidavit is made in support of IFP’s application for interim relief in this

matter, and for no other or improper purpose.



SWORN BEFORE ME at the Town of

Foxborough in the Copimonwealth

of Massachusetts 1117 6™ Hay of October, 2011
F. ’f .I‘.

e il Lf = -

e N Nt ot St

AN @ MOORE
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EXHIBIT “D”



Court file no. CV-11-9367-00CL
ONTARIO

SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

BETWEEN:

INTERNATIONAL FOREST PRODUCTS CORPORATION
APPLICANT
and

ST. MARYS PAPER CORP.

RESPONDENT
AFFIDAVIT OF GORDON P. ACTON

I, Gordon P. Acton, of the City of Sault Ste. Marie, in the District of Algoma, make

oath and say as follows:

1) | am the President of St. Marys Paper Corp. (hereinafter referred to as “SMPC")
and as such have personal information of the matters hereinafter deposed to except

where stated to be based on information and belief.

2) SMPC is a specialty paper producer located in the City of Sault Ste. Marie,
District of Algoma. It is one of the area’s major employers with 1000 direct and indirect
jobs relying on the operation of the Paper Mill itself. While the Mill has been closed
since March of 2011, the bulk of the employees are willing, ready and able to return to

work, continue to receive vacation pay and have not given up recall rights.



3) A major asset of the SMPC is as the sponsor, prime investor, and steam host of
a Co-Generation Facility ("*Co-Gen"} project to be built on SMPC land immediately
adjacent to the paper mill, which will produce steam for use in the papermill, and
electricity which will be sold to the Ontario Power Authority pursuant to the terms of a
ten year Power Purchase Agreement that has been successfully negotiated and
executed. The Power Purchase Agreement is attached hereto as Exhibit “A”. This will
create 400 direct jobs during the $150,000,000.00 (One-Hundred and fifty million dollar)
construction project, and 150 full time jobs during the Co Gen’s operation. The
commissioning of Co-Gen is expected to take place in April of 2014, Presently SMPC
has a commitment of a $25 million dollar grant, and a $25 million dollar subordinated
loan guarantee from the Province of Ontario, and an additional $25 million from an
experienced and financially capable diversified energy company with experience in co
gen projects who wishes to partner with SMP on the co gen project. The co gen project
has been discussed with several institutional and chartered bank lenders, and is a
project which is such lenders are prepared to provide the required 75 million debt

financing.

4) As such, the SMPC operation has a significant impact on the Sault Ste. Marie
economy and the prejudice of IFP’s actions will be felt by the company and the

community the whole.

5) The value of the security held by IFP is significantly higher than the debt owed to

IFP. The value of the collateral is not declining but rather is increasing and as such



IFP’s position on their debt is secure. But for the fact that IFP has actively cut-off all
business revenue of SMPC, there would be no financial crisis at the Mill. 1 will discuss

the following issues in more detail below,

6) It is critical to realize that the actions of IFP jeopardize the Power Purchase
Agreement that we have negotiated with the Province and threaten to overturn a quarter
billion dollar revenue stream for the area to cover a debt that is likely less than

$5,000,000.00 (5 million dollars).

7) The assets of SMPC are significantly understated in the IFP material.

8) The assets are made up of three (3) main categories:
1) Real Property;
2) Inventory, Equipment and other Chattels;

3) Co-generation Project/Power Purchase Agreement:

9 The current ownership group purchased the subject property from a Bankruptcy
Trustee, RMS Richter on July 9, 2007. A copy of the asset purchase agreement is
attached hereto as Exhibit “B”. The purchase price for the subject mill was

$9,283,000.

Real Property

10)  The subject site is improved with a complex of 36 major interconnected Mill



structures. Complex totals the sum of 515,307 square feet. The structures are
generally steel framed industrial buildings of various sizes and heights enclosing the

ground wood pulping and paper making operation.

11)  The Assessment Review Board has recently ruled that the value of the real

property of SMPC is $3,280,000.00. Copies of the decisions in this regard are attached

hereto as Exhibit “C”.

12)  The property is located in Sault Ste. Marie immediately adjacent to other
industrial users such as Essar Steel Algoma Inc. and Tenaris Algoma Tubes. The real
property is located on approximately 35 acres in the heart of Sault Ste. Marie with
access to water, rail transportation, the International Bridge to Sault Ste. Marie Michigan

and the Trans Canada Highway.

13)  There are no reasons to expect a significant change in the value of the property

as a Super Calendar Paper Mill over the foreseeable future.

Inventory and Equipment

14)  The Mill operation houses three paper making machines, various super calendar
machines, winders, re-winders and associated equipment. They are made primarily of
ferrous and non-ferrous metals and in a worst case liquidation scenario could be sold

for the metal scrap value.



16)  Atthe time of the purchase by the current ownership group, a valuation of the
equipment had been prepared by Gordon Brothers who estimated that the equipment,
on June 22, 2006 was worth between $4,508,439.00 and $9,181,850.00. This report

did not include the following assets in the valuation;

The appraisal does not include a valuation of the raw materials, work-in-process,
or finished goods inventories. GBG has been retained to conduct an appraisal of
the inventory, but those results are reported in a separate appraisal report. The
value of purchased repair parts or replacement parts has not been considered.
No product fine-dedicated tooling or computer software is valued in this report.
The scrap value of the plant, therefore, is higher than reported in the Gordon Brothers’

report.

16)  During the sale, the mill underwent a competitive bid process which resulted in a
number of scrap bids for the equipment. Attached hereto as Exhibit “D” is the

summary of bids received by RMS Richter.

17)  As can be seen from the summary, the Danbury group made a scrap bid of
$8,750,000 to liquidate the equipment in the mill which SMPC believes is the best
evidence of the scrap value of the machinery and equipment as at May 7, 2007. This

establishes the scrap value of the metal at SMPC in the amount of $8,750,000.00.

18)  In the Danbury bid, the bidder intended to scrap out the facility for a profit after

purchasing it and paying out all labour, material and transportation costs to realize and

income from the scrap metal.



18) | have investigated the price for scrap metal by contacting Essar Steel Algoma
Inc., a local integrated steel making facility and purchaser of scrap metal. | am informed
by Edward Bumbacco, General Manager of Purchasing at Essar Steel Algoma Inc., and
verily believe it to be true that scrap prices paid by Essar were on average $232 per ton
in 2007 and have averaged $366 per ton in 2011, YTD. This represents an increase of

57%.

20)  The market price for ferrous scrap metal has risen more than 50% since May of
2007. This market price has been driven by the Essar Steel Algoma facility located
immediately west of the SMPC facility. Based on this information, the 2011 market
value for the scrap located at SMPC would be in excess of $13,700,000.00 to a scrap
dealer still enabling that firm to make a profit. It may be possible to sell the scrap at a

higher value directly to Essar Steel Algoma.

21)  The scrap value of the facility does not degrade over time and is not dependent
upon the paper market. ltis only subject to the market price of scrap metal and not any
changes to the assets themselves. This is important to understand in considering that it
is not accurate for IFP to state that the value of their collateral in the equipment is

decreasing. This will not depend on whether or not the facility operates nor whether or

not the equipment is winterized.

Inventory

22)  Two internal documents related to inventory are attached hereto as Exhibits “E”



and “F”, The most recent document shows the spare parts inventory and
demonstrates the book value of the spare parts located at SMPC. The book value was
adjusted because of the 2007 bankruptcy and purchase. But the estimated potential
liquidation value is shown for this inventory at $2,916,902.00. This would be in addition

to the scrap prices obtained for the machinery and equipment.

23)  Exhibit “F" being the second internal document shows the recent major capital
projects that are completed and have been installed in the Mill, totaling some
$180,000,000.00. This demonstrates that there are components of the Mill that coulkd
be sold for far in excess of the scrap value of the metal. For example, the quality

control systems shown on the project listing are the latest Honeywell Da Vinci Platforms

which are still the standard today.

24)  Inaddition to the onsite assets, SMPC owns 60% of a remote tourism business
called Ontario Wildemess Vacations as well as a 22,000.00 square foot off site

warehouse. The market value of these two assets is in excess of $1,000,000.00.

25)  Itappears based on the foregoing that the assets over which |FP has security
have a present market value in excess of $19,000,000.00. As such even if the debt to

IFP were as stated which is not admitted but denied there is more than ample value to

secure the debt.

Co-Generation Facility

26)  When the present ownership group purchased SMPC, it was the collective vision

to run the facility not only as a manufacture of super calendar paper but to establish a



Co-Generation Facility with the Paper Mill.

27)  Inshort, the Co-Generation Facility would generate electricity using wood waste
from the Paper Mill o produce electricity and steam. The electricity would be sold into
in the Provincial Power Grid and the steam would be used for the paper making

process. This is referred to as a combined heat and power Co-Generation Facility.

28) Infurtherance of this plan, Shareholders of SMPC have established a sister
company called St. Marys Renewable Energy Corp. ("SMREC”) and have successfully
negotiated a Power Purchase Agreement with the Ontario Power Authority in the form
attached hereto. This document Is the necessary permission to construct and attach
the Co-Generation Facility to the Ontario Power Grid and commits the Oniario Power
Authority to purchase power from the Co-Generation Facility at a set, and financially
lucrative rate for a minimum of ten (10) years. This project is set to generate free cash
flow of $250,000,000.00 per year of operation and has a net present value of the project

in excess of $25,000,000.00 presently.

29) The negative impact on this asset of a receivership will be discussed below.

Risk that Value of Collateral will Reduced over Short Term

30) The value of the collateral held by IFP will not decrease over the short term.

31)  The Mill is currently in a warm idle and can be restarted at anytime within four (4)



to six (6) weeks.

32) There is no reason to believe that the value of the real property or improvements
will change substantial. There is no danger to the owner’s title to the buildings nor to
the buildings themselves. This is especially true due to the fact as the Mill is not in
operation there is limited access to the facility by personnel and therefore, limited
opportunity for any substantial damage to the property. The security staff remain on site

and accordingly, there is no danger to the value of the real property or improvements.

33) I have contacted Essar Steel Algoma, a steel producer located in Sault Ste.
Marie adjacent to SMPC. | am informed by Edward Bumbacco, General Management
of Purchasing for Essar Steel Algoma Inc. and verily believe it to be true that Essar

Steel was paying $232.00 per ton of scrap metal in 2007 and in 2011 year to date is

averaging $368.00 per ton, an increase of 57%.

34)  Scrap value of the equipment is increasing. This change has been marketed
since 2007 when the current ownership group purchased the property and continues to

increase at present. As such, the value of the equipment from a scrap point of view

continues to increase.

35)  The scrap value of the equipment is not dependent on any factors apart from the
market value for scrap metal and as such, an activity at the Mill plays no role in the

value of the équipment as scrap metal. Accordingly, there is no danger that this
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component of IFP's collateral will decrease in value over the short term. To the

confrary, the collateral appears to be increasing in value.

Value of SMPC Product Held by IFP

36) The latest information of SMPC is that IFP is holding 2,512 tons of paper

produced by SMPC prior to the March 2011 shut down.

37)  The current prevailing price for 33 Ibs. Super Calendar paper is $812.00 per ton.

This would mean the value of the inventory held by IFP is presently $2,039,744.00.

38)  When IFP ordered this paper they valued the product at $700.00 per ton and
paid SMPC 50% of that value. This amounts to $879,200.00. Accordingly, the value of

the unsold inventory to SMPC is $1,160,544.00 minus financing costs.

39)  This amount cannot be accurately calculated due to the fact that IFP has refused

to produce accurate sales information about this inventory to SMPC.

40)  There is demand for Super Calendar paper at the prevailing price as documented

by RISI on a daily basis.

41)  The failure to seli this inventory and continue the revenue stream to SMPC is
choking off SMPC's ability to survive as a business and is a clear failure of IFP to follow

its contractual obligations and its obligation to mitigate its losses.

42)  Additionally, the value of Super Calendar paper is directly related to its

brightness. The paper yellows with age; which means that the longer IFP holds the
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paper in its inventory, the less its value will be on eventual sale.

43) IFP also charges SMPC storage costs which continue to mount on the unsold

inventory.

44)  Itis not commercially reasonable for IFP to store this paper and to fail to sell it at

the prevailing price currently reported by RISI.

Negative Effects Of A Receivership On The Co-Generation Project

45) A Receivership would be a breach of the Power Purchase Agreement and would
kill the Co-Generation Project eliminating a $150,000,000.00 project in Algoma District
and 150 direct jobs to be created by the Co-Generation Facility. It is the company’s
understanding that if the Power Purchase Agreement was breached, negotiations would
have to start over. We believe that it would not be possible to renegotiate another

Power Purchase Agreement on similar terms.

46)  Additionally, the survival of St. Mary’s Paper Corporation would be terminated
due to the loss of its major asset, a fundamental component of a modern fiber ind ustry

business.

Loss Of Provincial Funding For Co-Gen Project

47)  The $25 million prosperity fund grant to SMPC for the construction of the co-gen

project would be canceled if the receivership process occurs. The Events of Default of

the agreement are clear on this issue.



48)

49)
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Attached hereto as Exhibit “G” is a copy of the Prosperity Fund Agreement,

Article 8 Events of Default reads:

(e) if the Recipient (i) is dissolved, liquidated or wound up or makes a proposal
in writing to be dissolved; (ii) admits in writing its inability generally to pay its
debts as they become due; (jiii) makes a general assignment, arrangement or
composition with or for the benefit of its creditors; (iv) institutes a proceeding
seeking a judgment of bankruptcy or a receiving order or an order adjudicating or
declaring it to be bankrupt or insolvent or seeking liquidation, winding-up,
reorganization, arrangement, adjustment, protection, relief or composition of it or
its debt under any law including the Companies Creditors Arrangement Act or the
Bankruptcy and Insolvency Act; (v) has a resolution passed for its winding-up,
official management or liquidation; (vi) seeks or becomes subject to the
appointment of an administrator, liquidator, receiver, receiver-manager, trustee or
similar official for it or for all or substantially all its assets; (vii)) has a secured
party take possession of a substantial or material portion of its assets or has a
distress, execution, attachment, sequestration or other legal process levied or
enforced on or against a substantial or material part of its assets; (viii) ceases to
carry on business; or (ix) takes any action in furtherance of, or indicating its
consent to, approval of, or acquiescence in, any of the foregoing acts or events:

(a) if any bankruptcy, reorganization, arrangement or insolvency proceedings
for relief under any bankruptcy or similar laws for the relief of debtors,
including, without limitation, any of the proceedings or petitions described
in subparagraph (e) above are instituted against the Recipient and are
consented to by the Recipient or, if contested by the Recipient , are not
dismissed within thirty (30) days; and

Loss Of Co-Gen Project

50)

The co-gen project requires a host to utilize the Useful Heat Output (15% of the

thermal load) of the project.

51)

If SMPC is in receivership and is not operating when the project commercial

operation date occurs the project price would revert to zero and the project would not

operate.

52)

The financiers and potential partners for the project will not support the project if
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itis in receivership as a result of this clause in the Power Purchase Agreement.

53) Power Purchase Agreement is attached.

PPA, Prosperity Fund And Loan Guarantee Impacts Of Receivership

54)

Requirement for the existence and operation of SMP as the Host under the PPA

and the Ontario Loan Agreements.

Requirements Under The PPA:

;1

Parties to the PPA are St. Mary's Renewable Energy |LP who executed the
PPA through its general partner St. Mary’s Renewable Energy Corp. and the
Ontario Power Authority. SMP is not a direct signatory nor party to the
Agreement but is referred to in the Agreement as hereinafter described,

SMREC LP is the Supplier under the PPA and SMP is the Host under the
PPA. The Facility described the Exhibit A has a Host — Developed Project
using renewable biomass as its primary fuel. The Facility supplies Useful
Heat Output to the adjacent existing Pulp and Paper Mill owned and operated
by St. Mary’'s Paper Corp,

The definition of Useful Heat Output (UHO) is on page 25 of the PPA and
Minimum UHO Requirement at page 17. When read together with description
of Useful Heat Output section 15.7 and the description of the payment of the
monthly payment for production of electricity section 3.4 require the Host to
be delivered a minimum of 15% of the UHO on an annual basis failing which
contract price is reduced by the UHO Price Reduction Factor, If the host is not
receiving any thermal load from the supplier during the first three years of
commercial operation the price of power would be $0.00 per MW.

The Useful Heat Output means thermal energy produced and used for gainful
commercial or industrial purpose which is manufacturing or other industrial
process as approved by the Buyer where such use...is not a use within the
Facility...fuel heating is not a use outside of the Facility for applications such
heating rivers, lakes, or the atmosphere ..most be used for a gainful
commercial or industrial purpose does not include the use of the thermal
energy primarily for generating electricity.

The Supplier may restate the Contract Price permitted in accordance with its
Proposal. No restatement was contained in the Proposal of SMREC LP.
Section 2.11 (a)(i) states a Restatement shall not be permitted if the Proposal
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does not specific and incremental Contract Price expressed in the same
format.... In any event, a Restatement is not allowed earlier than 3 years
from the Commercial Operation Date (see section 2.11(a)ii)(a).

If Restatement is allowed the reduction in the Conduct Price Is not reduced by
the UHO being less than 15% given that Restaterent is usually as a result of
the failure of the Host.

If the Host Facility (meaning the Facility is owned or operated by the Host that
utilizes the Useful Heat Output generated by the Facility) is subject to a Host
Facility Force Majeure (definition at page 13) then the Supplier shall promptly
notify the Buyer providing particulars and elect whether or not it shall operate
the facility to produce electricity during the period of the Host Facility Force
Majeure in which case the Supplier shall be paid for delivered electricity in
accordance with section 3.4 and operational data for the Facility during the
Host Facility Force Majeure shall not be included in the calculation of ...the
percentage of energy generated by the Facility attributable to Useful Heat
Output sold by the Supplier to the Host Facility and capacity checks do not
take into account generated and delivered UHO to the Host Facility (see page
83 clause 11.1(j).

Change Of The Host

8.

The Host can be changed from St. Mary’s Paper Corp. pursuant to section
2.12(b) which allows that the Host may be sold provided the supplier has
provided written notice to the Buyer and the new owner of the Host Facility
has agreed in writing to assume the Off Take Agreement.

Change Of Control

9.

Control is defined on page 7 of the PPA as “Ownership interests equal to 50%
of the votes or have a de facto control. The Supplier shall not permit or allow
a Change of Control of the Supplier except with the written consent of the
Buyer which consent may not be unreasonable withheld.

10.If the Facility is a Host Facility and the Buyer has not been provided a

guaranty in the form of Exhibit P the ownership in the Supplier by the Host
shall not be less than 30% except with the prior written consent of the Buyer
which consent prior to the Commercial Operation Date may be unreasonably
withheld and after the Commercial Operation Date may not be unreasonably
withheld (note we have not provided a guaranty as per Exhibit P).

11. Withstanding the above section 18.7 states that any change of Control in

respect of the Supplier will not be permitted until the 3™ anniversary of the
Commercial Operation Date.
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Provisions Of The Provincial Loans

12. Pursuant to the Loan Agreement dated the 8" day of December 2010 clause
4.1(h) and section 1.14 of Schedule D SMP will continuously employ not less
than 166 full-time employees at its Paper Mill in Sault Ste. Marie, Ontario.

Twenty-Five Million Dollar Grant And Twenty-Five Million_Ontario Loan
Guaranty

13.In order to obtain the new Minister’s signature on the twenty-five million dollar
($25,000,000.00) grant and loan guaranty we expect that the Bureaucrats
would insist on a go forward plan consistent with the language in the
Provincial Loan Document, to show that at least the 166 full-time workers will
be employed at SMP. Product may well change but the necessity to have an
industrial entity praducing a product | believe is clear.

55)  The following expenditures will be required at the mill during the period from

today leading up to the receivership hearing.

Oct 8 - 17,
2011 )
$000
Recelpls 0
Cash Disbursements
Payroll 34 Manning of gatehouse, environment and asset monitoring, HR Acctg
Employee Health Tax 2 Priority payahle on payroll
Standard Life- pension 12 Priority payable — deducted from wages and company matched
Industrial Alllance — benefitsilife 20 Dental/Drug/Life Ins
Bell Canada 2 Main telephone lines
Telus-cell phones/AT&T (US) 3 Cell phones/Blackberrles
Public Utility Commission 8 Water/Sewer ’
Total Cash Disbursements 81

56)  Additionally, we have, as a result of IFP’s institution of this application, had to pay
legal retainers in the amount of $100,000 to resist the receivership application and

preserve the Cogeneration project.
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57) At present we have not received the Municipal Tax refund and at present the
amount has not been calculated, however it is estimated to be approximately
$1,000,000.00 to $1,500,000.00 net of the Solicitor's Lien. Efforts are under way to
calculate the amount of that refund. At present MPAC and the City of Sault Ste. Marie
have not indicated whether or not they will appeal the decision of the Assessment

Review Board. SMPC does not intend to appeal the decision.

58) There is a Solicitors Lien against the municipal tax refund in the amount of
$414,892.88 evidenced by an Order of the Superior Court of Justice dated-July 7th,
2011 which order is attached hereto as Exhibit “H”. These funds will be paid out of the

refund before the remainder of the funds will be paid to SMPC,

59) SSMPC continues to keep dialogue open with IFC. SMPC is continuing both to
attempt to resolve IFP's concerns and also to provide information about significant
ongoing financing efforts necessary to take out IFP as a creditor. The last in a series of

letters wherein SMPC has been attempting to resolve matters with IFP is attached

hereto as Exhibit *1”.

SWORN BEFORE ME )
at the City of Sault Ste, Marle, in the

Distrli::t of2A190 this éy ; ’
er,

ommmsmner elc.

‘J-" ON P. ACN
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1. St. Marys Paper shall immediately provide its current cash balance to Ernst & Young and to
provide Ernst & Young with its cash balance at the close of business of each business day until
the receivership application is heard and finally disposed of; &

b
2. St. Marys Paper shall provide to Ernst & Young by theclose-of business on October X, a
reconciliation of its cash balance from August 15, 2011 to October 5, 2011 showing receipts and

disbursements for this period, including an explanation of the source of the current cash
balance;

C;ﬂ’H 8
3. St. Marys Paper shall provide to Ernst & Young by the-elose-of-bustress on October X, the
details of all projected expenditures between October 6, 2011 and October 17, 2011 (inclusive),

4. St. Marys Paper confirms and undertakes that it will not transfer, dispose of, remove or
encumber any assets until the receivership application is heard and finally disposed of, and

5 St Marys paper shall not make disbursements between the date hereof and the return of the
receivership application on October 17, 2011 in excess of $18H600 as set out in the Affidavit of
Gordon Acton sworn October 7, 2011 bl L0



Court File No. CV-11-9367-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE

(COMMERCIAL LIST)
BETWEEN:

INTERNATIONAL FOREST PRODUCTS CORPORATION

Applicant

- and -

ST. MARYS PAPER CORP.

Respondent

APPLICATION UNDER SUBSECTION 243(1) OF THE BANKRUPTCY AND
INSOLVENCY ACT, R.S.C. 1985, ¢.B-3, AS AMENDED, AND SECTION 101 OF THE
COURTS OF JUSTICE ACT, R.S.0. 1990, C. C.43, AS AMENDED

UNOFFICIAL TRANSCRIPTION OF THE
ENDORSEMENT OF THE HONOURABLE
MR. JUSTICE CAMPBELL
DATED OCTOBER 7, 2011

The motion of IFP for interim relief returnable to-day is adjourned to Oct. 17 on terms to which
the parties have agreed which will be attached by counsel. 2 hours returnable Oct. 17/11.

In the event that matters are not substantially resolved by Oct. 17/11 a further hearing is hereby
scheduled for Oct. 27 for a full day on a schedule which counsel will outline but may not be
finalized until Oct. 17/11.

221597941
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STMARYS

October 7, 2011

Attention: Michael McGraw | Blakes
Blake, Cassels & Graydon LLP

199 Bay Street

Suite 2800, Commerce Court West
Toronto, ON M5L 1A9

RE: St. Marys Paper Corp

Per the endorsement of Justice Campbell, we confirm that SMPC will not
transfer, dispose of, remove or encumber any assets until the receivership
application is heard and finally disposed of; and that SMPC will not make
disbursements between the date hereof and the return of the receivership
application on October 17, 2011 in excess of $81,000 as set out in my affidavit
sworn October 7™, 2011.

Yours truly,

President

cc. Paul Guy
cc. Paul Cassan
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Balance Reporting - Balance Summary Report

Report Date: Ocl 07, 2011

Trudi Alkens, ST. MARYS PAPER CORP
Report Creation Date: Oct 08, 2011 01:04:39 PM ET

RQC Bak At 724 000-562-%
(used predousty B U5 pergod ~nol wstd now)

. Account Type : Account Currency | . Balance
BUS DEP Operating CON-ROYAL BANK OF CAD 725.93
CANADA-04362-1022276
BUS DEP Blocked CDN-ROYAL BANK OF CAD 10.54
CANADA-04362-1022383
BUS DEP ST. MARYS RENEWABLE-ROYAL BANK OF CAD 219,272.89
CANADA-04362-1023605 _
BUS DEP SMP FINANCE CORP-ROYAL BANK OF CAD -30.45
CANADA-04362-1024546
| BUS DEP Operating USD-ROYAL BANK OF USD -56,313.44
CANADA-04362-4002234
BUS DEP Blocked USD-ROYAL BANK OF USD 0.00
CANADA-04362-4002242
BUS DEP N ST. MARYS RENEWABLE-ROYAL BANK OF usD 235.85
CANADA-04362-4002317
*** End of report ***
ush 55840
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Page 1 of 2

From: MCGRAW, MICHAEL

Sent:  Tuesday, October 11, 2011 3:13 PM
To: Paul Guy

Subject: IFP/St. Marys: Financial Information

Paul:

As you are aware, pursuant to Justice Campbell's Endorsement dated October 7, 2011, on October 8, certain
required financial information was provided by St. Marys to Ernst & Young in its capacity as financial advisor to
IFP. IFP and E&Y have now had an opportunity to review this information and have the following

concerns, questions and requests for additional follow-up information:

1. The information provided by St. Marys reveals that its current cash balance as of October 7 is $164,460 (which
is a combination of US currency and Canadian currency, assuming an exchange rate of US$1 = CDN$1). As you
will recall, the Court was advised on Friday that St. Marys' current cash balance was approximately $484,000. As
you will also recall, | expressed concern to the Court about St. Marys' use of cash and the erosion of IFP's
security generally and given that you advised me at court that St. Marys had spent approximately $200,000 on
Thursday, October 6. As you can appreciate, IFP is deeply concerned now that it has learned that it appears an
additional $320,000 may have been spent on or about October 6-7 in the face of IFP's request for information
from St. Marys and IFP's motion for interim relief. | left court on Friday with the understanding that the $81,000 in
expenses to which St. Marys would be limited until October 17 would result in approximately $400,000 in cash
remaining as of October 17. However, it appears now that only $80,000 may remain as of that date (though |
understand there is an anticipated GIC receipt of $60,000 which would increase this amount to approximately
$140,000). Please provide me with the necessary information to explain/reconcile this discrepancy.

2. Please provide information and/or documentation in response to the following questions regarding St. Marys'
receipts and disbursements for the period August 15-October 7, 2011:

Receipts:

e Receipts include an HST refund of $647,000. What is the period of this HST refund of $647,000? What is
the expected amount and expected timeline of the next HST refund?

Receipts include ownership deposits of $159,000. What does this receipt relate to?

What does the SMP Resources reimbursement receipt relate to?

What does the benefits/life coverage receipt relate to?

What does the receipt from Triple M Metal relate to? Provide a list of scrap metal sold to obtain this
receipt.

Dishursements:

e Disbursements include travel expenses of $72,000. What is the breakdown of these expenses and who do
they relate to?
« Disbursements include a retainer to a mill sale consultant. Who is this retainer paid to?

Please be advised that, as a result of IFP's ongoing concerns with respect to, among other things, St. Marys' use
of cash, IFP fully intends to pursue its motion for interim relief returnable Monday, October 17, at which time its
concerns, including those set out in paragraph 1 above, will be brought before the Court.

Finally, you advised me and the Court on Friday that St. Marys was in the process of and close to

securing financing to satisfy its obligations to IFP. To date, IFP has not heard anything. Please provide us with an
update.

10/13/2011
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Let me know if you wish to discuss.

Mike

Michael McGraw | Blakes

Partner

Tel: 416.863.4247

Fax: 416.863.2653

E-mail: michael.mcgraw@blakes.com

Blake, Cassels & Graydon LLP
199 Bay Street

Suite 2800, Commerce Court West
Toronto, ON M5L 1A9

This email communication is CONFIDENTIAL AND LEGALLY PRIVILEGED. If you are not the intended recipient,
please notify me at the telephone number shown above or by return email and delete this communication and any
copy immediately. Thank you.

10/13/2011
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DELUCA, CHRISTINA

From: Paul Guy [PGUY @weirfoulds.com]

Sent: Thursday, October 13, 2011 5:54 PM

To: MCGRAW, MICHAEL

Cc: Paul Cassan

Subject: IFP/St. Marys: Financial Information

Attachments: HumanResouces_stmarys_paper_com_20111013_155116.pdf

14
HumanResouces_st
marys_paper_co...

Mike,

I just left you a lengthy v-mail about this. See below and attached in answer to your
client's follow up guestions re the financial information that has been provided to date.
As I explained in my v-mail, my client is also extending an invitation to you and Alex
Morrison to participate in a conference call with the accounting people at St. Marys that
know the numbers first hand to answer any additional questions. Let me know if you'd like
to set that up.

Regards,

Paul

PAUL D. GUY | Partner | T. 416.947.5045 | pguy@weirfoulds.com

WeirFoulds LLP

The Exchange Tower, 1600 - 130 King Street West, PO Box 480, Toronto, ON
M5X 1J5 Canada | T. 416.365.1110 | F. 416.365.1876 |
www.weirfoulds.com

This e-mail contains information from the law firm of WeirFoulds LLP which may be
confidential or privileged. This e-mail is intended initially for the information of only
the person to whom it is addressed. Be aware that any disclosure, copying, distribution or
use of the contents of this e-mail, without the consent of such person, is prohibited.

————— Original Message-----

From: Trudi Aikens

Sent: Thursday, October 13, 2011 12:16 FM

To: 'Paul Cassan'; PGUY@weirfoulds.com

Cc: John Lloyd; Marc Dube; 'SKoivisto@wishartlaw.com'; 'mbrown@weirfoulds.com'
Subject: RE: IFP/St. Marys: Financial Information

I have attached a few sheets hopefully answering the questions below except for the
details on securing financing.

The first sheet is what had been submitted on Saturday for the period of Aug 15 - Oct 7th.

I believe this answers the first question, but I have added the second sheet which breaks
that final week down day to day.

The third sheet goes through the receipts and disbursements that were questioned in
guestion 2.

Thanks,
Trudi



Trudi Aikens | Accounting and Finance Department | St. Marys Paper Corp
| (705) 942-6070 Ext 2204 | Fax (705) 942-4791

CONFIDENTIALITY NOTE: This e-mail message is privileged, confidential and subject to
copyright. As such, if you are not the intended recipient, please delete this message
without retaining, distributing or copying all or any portion of its contents and notify

us immediately of your receipt by return message to the sender. Any unauthorized use or
disclosure is prohibited.

From: MCGRAW, MICHAEL [mailto:MICHAEL.MCGRAW@blakes.com]
Sent: Tuesday, October 11, 2011 03:13 PM

To: Paul Guy

Subject: IFP/St. Marys: Financial Information

Paul:

As you are aware, pursuant to Justice Campbell's Endorsement dated October 7, 2011, on
October 8, certain required financial information was provided by St. Marys to Ernst &
Young in its capacity as financial advisor to IFP. IFP and E&Y have now had an opportunity
to review this information and have the following concerns, questions and requests for
additional follow-up information:

1. The information provided by St. Marys reveals that its current cash balance as of
October 7 is 5%164,460 (which is a combination of US currency and Canadian currency,
assuming an exchange rate of US$1 = CDN$1). As you will recall, the Court was advised on
Friday that St.

Marys' current cash balance was approximately $484,000. As you will also recall, I
expressed concern to the Court about St. Marys' use of cash and the erosion of IFP's
security generally and given that you advised me at court that St. Marys had spent
approximately $200,000 on Thursday, October 6. As you can appreciate, IFP is deeply
concerned now that it has learned that it appears an additional $320,000 may have been
spent on or about October 6-7 in the face of IFP's request for information from St. Marys
and IFP's motion for interim relief. I left court on Friday with the understanding that
the $81,000 in expenses to which St.

Marys would be limited until October 17 would result in approximately $400,000 in cash
remaining as of October 17. However, it appears now that only $80,000 may remain as of
that date (though I understand there is an anticipated GIC receipt of 560,000 which would

increase this amount to approximately $140,000). Please provide me with the necessary
information to explain/reconcile this discrepancy.

2. Please provide information and/or documentation in response to the following questions
regarding St. Marys' receipts and disbursements for the period August 15-October 7, 2011:

Receipts:

* Receipts include an HST refund of $647,000. What is the period

of this HST refund of $647,000? What is the expected amount and expected timeline of the
next HST refund?

* Receipts include ownership deposits of $159,000. What does this
receipt relate to?

® What does the SMP Resocurces reimbursement receipt relate to?

* What does the benefits/life coverage receipt relate to?

L What does the receipt from Triple M Metal relate to? Provide a

list of scrap metal sold to obtain this receipt.

2



Disbursements:

* Disbursements include travel expenses of £72,000. What is the
breakdown of these expenses and who do they relate to?
* Disbursements include a retainer to a mill sale consultant. Who

is this retainer paid to?

Please be advised that, as a result of IFP's ongoing concerns with respect to, among other
things, St. Marys' use of cash, IFP fully intends to pursue its motion for interim relief
returnable Monday, October 17, at which time its concerns, including those set out in
paragraph 1 above, will be brought before the Court.

Finally, you advised me and the Court on Friday that St. Marys was in the process of and
close to securing financing to satisfy its obligations to IFP. To date, IFP has not heard
anything. Please provide us with an update.

Let me know if you wish to discuss.

Mike

Michael McGraw | Blakes

Partner

Tel: 416.863.4247

Fax: 416.863.2653

E-mail: michael.mecgraw@blakes.com

Blake, Cassels & Graydon LLP
199 Bay Street

Suite 2800, Commerce Court West
Toronto, ON M5L 1A9

This email communication is CONFIDENTIAL AND LEGALLY PRIVILEGED. If you are not the
intended recipient, please notify me at the telephone number shown above or by return
email and delete this communication and any copy immediately. Thank you.

This email has been scanned by the MessageLabs Email Security System.
For more information please visit http://www.messagelabs.com/email

This email has been scanned by the Messagelabs Email Security System.
For more information please visit http://www.messagelabs.com/email
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August 15 - October 7, 2011

Receipts:
- HST refund $647,000 for the period August 1 - 31, 2011
Next HST refund for the period Sept 1 - 30, 2011 $80,583.63
- filed on October 11, 2011
- expected deposit in two weeks

- ownership deposit $159,000
- late cash infusion by one of the shareholders

- SMP Resources deposits are for items paid through SMPC
and they reimburse
- wages for staff used on SMP Resources work
- benefits for SMP Resources staff as they are included
in our benefit group

- benefitflife coverage receipt
- retirees have the aption of continuing life insurance coverage
but at their expense
-persons on LTD coverage have option to keep benefit coverage
but at their own expense.
SMPC pays the premiums to Industrial Alliance and collects
payment for the above groups (approx 43 people)

- Triple M Metal receipt
scrap steel bins picked up on July 13, 2011
contained scrap from operations, normal pick up

Disbursements:
- travel expenses $72,000

$814.01 CAD - Todd Black - fravel exp for trip to DTE Ann Arbour
$4,783.16 CAD - Brent Belzile - travel exp incurred (June - Aug)
$10,000 CAD - Kronis Rotsztain Margles - financial retainer (s/b legal)
$2,733.16 CAD - Brent Belzile - travel exp incurred (Sept)
$20,437.18 USD - Dennis Bunnell - expenses incurred (May-Sept)
$10,830.42 USD - Richard O'Brien - expenses incurred (May-Jul)
$6,736.99 USD - Lloyd Associates - expenses incurred (Aug-Sept)
$10,621.14 USD - Richard O'Brien - expenses incurred (Jul-Sept)
$322.20 CAD - First Nation Consultation-Ontario Metis Member - travel and meeting fees
$251.26 CAD - First Nation Consultation-Ontario Melis Member - travel and meeling fees
$192.70 CAD - First Nation Consultation-Ontario Metis Member - travel and meeting fees
$752.56 CAD - First Nation Consultation-Ontario Metis Member - travel and meeting fees

- retainer to mill sale consultant
paid to Angle Advisors - Investment Banking out of
Birmingham, Michigan
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EXHIBIT “K”



Timeline of payments withheld from SMPC and offset against payments due to IFP

Additional Pulp
Payments Withheld Loan & Receivables
from SMPC Interest due to Due to IFP (incl Net balance due
(Reconciliations) IFP HST) IFP

Apr-11 188,517.00 (122,125.00)  (464,621.84) (398,229.84)
May-11 278,431.10 (92,458.83) (1,620,508.86) (1,832,766.43)
Jun-11 298,656.82 (93,760.58) (1,459,760.30) (3,087,630.49)
Jul-11 77,759.59  (93,058.27)  (773,127.07) (3,876,056.24)
Aug-11 101,443.00  (94,386.07) - (3,868,999.31)

944,807.51 (495788.75) (4,318,018.07) (3,868,999.31)
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Page 1 of 1

DELUCA, CHRISTINA

From: Thompson, Christopher P. (JUS) [Christopher.P. Thompson@ontario.cal]
Sent:  Tuesday, October 11, 2011 4:10 PM

To: PGUY@weirfoulds.com; MCGRAW, MICHAEL; Paul Cassan

Subject: St. Marys Paper Corp.: Power Purchase Agreement

Dear Counsel,

On Friday, one of the issues raised was whether the Power Purchase Agreement between St. Marys Renewable
Energy LP and the Ontario Power Authority would be breached by a receivership order. Please note that | do not
act for and do not speak for the Ontario Power Authority. My client is Her Majesty the Queen in right of Ontario as
represented by the Ministry of Northern Development, Mines and Forestry. Should you have any questions
regarding the Power Purchase Agreement, please direct them to the Ontario Power Authority.

Regards,

Chris

Christopher P. Thompson

Counsel, Crown Law Office-Civil

Ministry of the Attorney General

720 Bay Street, 8th Floor, Toronto, Ontario M7A 289
Tel.: (416) 314-2080 Fax: (416) 326-4181

Christopher.P.Thompson(@ontario.ca

ek kddok ik kch ke ek kok ok khckokkokckok ook ko koh ek ko hdhoh ke choh sk ks bk sk sk ks
NOTTE: This e-mail message is intended only for the named recipient(s) above and may contain information that 1s privileged. confidential and/or exempt from

disclosure under applicable law. 11 vou have received this message in error, or are not the named recipient(s), please immediately notify the sender and delete this e-
manl message.

10/14/2011
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From: Da Silva, Orlando (JUS) [mailto:Orlando.DaSilva@ontario.ca]
Sent: Friday, October 14, 2011 12:41 AM

To: FLYNN, MARC

Cc: MCGRAW, MICHAEL

Subject: Re: St Marys

Mare,

There is no committment. However, there was a non-binding offer for a grant of $25M and a loan guarantee of
$25M made in February 2009. The non-binding offer was conditional on a number of things but the conditions
have not been met. Conditiens included, inter alia, no adverse change in financial condition, obtaining project

financing, and the conclusion of a definitive agreement.

Please let me know if you have any other questions.
Regards,

Orlando

From: FLYNN, MARC <MARC.FLYNN@blakes.com>

To: Da Silva, Orlando (JUS)

Cc: MCGRAW, MICHAEL <MICHAEL.MCGRAW@blakes.com>
Sent: Fri Oct 14 00:28:09 2011

Subject: RE: St Marys

Orlando, further to our conversation today where you advised that, contrary to the affidavit of Gordon Acton, no
prosperity fund agreement has been entered into with St. Marys or any of its affiliates (i.e., St. Marys Renewable
Energy Corp. or St. Marys Renewable Energy LP) in connection with proposed Co-Generation Facility, please
also confirm that no commitment has been made by the Province (pursuant to a written agreement or otherwise)
to provide a $25 million grant to St. Marys (see para. 47 of the Acton Affidavit). When we spoke, | assumed no
grant had been paid as the Acton Affidavit claims it is payable pursuant to the prosperity fund agreement, and in
light of the Province not taking a position on the matter, but | would like to be perfectly clear on the point.

Apologies for the urgency, but if you could reply before 10am Friday it would be appreciated as we are facing a
noon deadline.

Marc

10/14/2011
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CONFIDENTIAL EXHIBIT “N”
TO THE THIRD SUPPLEMENTAL AFFIDAVIT
OF DANIEL J. MOORE, SWORN OCTOBER 14,
2011

TO BE SEALED BY THE COURT

THE DOCUMENTS IN THIS EXHIBIT ARE SUBJECT TO A
SEALING ORDER REQUEST AND ARE TO BE KEPT
STRICTLY CONFIDENTIAL AND ARE NOT TO BE
DISCLOSED TO ANYONE EXCEPT THE JUDGE HEARING
THE MOTION.

12512914.1
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