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Court File No. CV-09-8062-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

IN THE MATTER OF the Companies’ Creditors
Arrangement Act, R.S.C, 1985, ¢. C-36, as amended

AND IN THE MATTER of a Plan of Compromise or Arrangement
of TERRACE BAY PULP INC.

Applicant
AFFIDAVIT OF TARAS SAWULA
(Sworn November 19, 2009)

I, TARAS SAWULA, of the City of Thunder Bay, in the Province of Ontario,
MAKE OATH AND SAY AS FOLLOWS:

1. I am the Vice-President, Taxation and Compliance, of Buchanan Sales Inc.
(“BST”) and former Vice-President of the Applicant, Terrace Bay Pulp Inc.
(“Terrace Bay”), and am currently providing services to Terrace Bay pursuant to a
Temporary Services Agreement between BSI and Terrace Bay approved by this
Court, and as such, have knowledge of the matters deposed to in this Affidavit.
Where this Affidavit is not based on my personal knowledge, it is based on
information and belief, the source of which I have identified and I verily believe

such information to be true.

2. This Affidavit is sworn in support of Terrace Bay’s motion returnable

November 20, 2009 for, among other things, an order extending the stay of
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proceedings (the “Stay Period”) pursuant to the Initial Order of this Honourable
Court dated March 11, 2009 (the “Initial Order”), a copy of which is attached

hereto as Exhibit “A”, until February 26, 2010.

3. The Stay Period has been extended from time to time since the issuance of the
Inmtial Order and most recently until November 20, 2009 pursuant to the Order of
the Honourable Mr. Justice Morawetz dated November 2, 2009 (the “November 2
Order”), a copy of which is attached hereto as Exhibit “B*. In support of the
November 2 Order, Terrace Bay filed the Affidavit of Russell York sworn
October 30, 2009, a copy of which, with Exhibits, is attached hereto as

Exhibit “C”.

4. Terrace Bay has been engaged in ongoing discussions with a potential non-
traditional term loan lender, the Province of Ontario (the “Province”). These
negotiations concluded on or about November 19, 2009 with the Province
agreeing to a term sheet (the “Term Sheet”) providing for the financing of a
$25 million term loan which would ultimately facilitate Terrace Bay’s exit from
these CCAA proceedings and the re-start of Terrace Bay’s operations. A copy of
an announcement dated November 19, 2009 with respect to this financing

arrangement is attached hereto as Exhibit “D”.

5. Terrace Bay’s term loan from the Province is conditional upon, among other
things, the sanctioning and implementation of a Plan of Arrangement in these

CCAA proceedings (a “Plan”) and a number of other matters.
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6. Accordingly, in order to permit Terrace Bay to complete the steps required to
meet the requirements of the Term Sheet, Terrace Bay requires an extension of
the Stay Period until February 26, 2010. In particular, Terrace Bay, with the
assistance of the Monitor, would utilize this extension to, among other things,
complete financing, establish and seek Court approval of a claims process,

negotiate and develop a Plan and facilitate creditor approval for a Plan.

T Terrace Bay will return to Court in due course to report on, and obtain approval

for, the necessary steps moving forward.

8. Further, on this motion, Terrace Bay will be seeking permission for the Plaintiffs
in the action in Court File Number CV-09-0228 (the “Action”), to have until
December 20, 2009 to serve the Statement of Claim in the Action on the condition
that the Plaintiffs shall not be entitled to proceed further with the Action as
against Terrace Bay without further order of this Court obtained on notice to the
Applicants and the Monitor. Pursuant to the Order of the Honourable Mr. Justice
Morawetz dated May 14, 2009, a copy of which is attached hereto as
Exhibit “E”, the Plaintiffs were permitted to issue their Statement of Claim. I am
advised by counsel for Terrace Bay that both Terrace Bay and the Monitor have

consented to an extension of the time for service pending approval of this Court.

9. This Affidavit is therefore made in support of Terrace Bay’s motion for, among
other things, an extension of the Stay Period until February 26, 2010 and for no

other or improper purpose.
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SWORN BEFORE ME at the City of
Thunder Bay, in the Province of Ontario
this 19th day of November, 2009
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B. PALL ASIURA
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Court File No. CV-09-8062-O0CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

THE HONOURABLE MR. ) WEDNESDAY, THE (1™

)
JUSTICE MORAWETZ ) DAY OF MARCH, 2009
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2 T IN THE MATTER OF THE COMPANIES* CREDITORS
ARRANGEMENT ACT, R.S.C. 1985, c. C-36, AS AMENDED

g 05 AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF TERRACE BAY PULP INC.

INITIAL ORDER

THIS APPLICATION, made by the Applicant, pursuant to the Compenites’ Creditors
Arvvemgement Acr, R.S.C. 1985, ¢. C-36, as amended (the "CCAA") was heard this day at 330

University Avenue, Toronto, Ontario.

ON READING the affidavit of Russell York sworn March 10, 2009 and the Exhibits
thereto and on hearing the subimissions of counsel for the Applicant and counsel for Nexcap
Finance Corporation (“Nexcap”), and on reading the consent of Ernst & Young Inc. to act as

the Monitor (the “Monitor™),

SERVICE

I THIS COURT ORDERS that the time for service of the Notice of Application and the
Application Record is hereby abridged so that this Application is properly returnable today

and hereby dispenses with further service thereof.
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APPLICATION

2. THIS COURT ORDERS AND DECLARES that the Applicant is a company to which
the CCAA applies.

PLAN OF ARRANGEMENT

3. THIS COURT ORDERS that the Applicant shall have the authority to file and may,
subject to further order of this Court, file with this Court a plan of compromise or arrangement
(hereinafter referred to as the "Plan") between. inter alia, the Applicant and one or more

classes of its secured and/or unsecured creditors as it deems appropriate.

POSSESSION OF PROPERTY AND OPERATIONS

4. THIS COURT ORDERS that the Applicant shall remain in possession and control of
its current and future assets, undertakings and properties of every nature and kind whatsoever,
and wherever situate including all proceeds thereof (the “Property™). Subject to further Order
of this Court, the Applicant shall continue to carry on business in 2 manner consistent with the
preservation of its business (the “Business”) and Property. The Applicant shall be authorized
and empowered to continue to retain and employ the employees, consultants, agents, experts,
accountants, counsel and such other persons (collectively "Assistants”) currently retained or
employed by it, with liberty to retain such further Assistants as it deems reasonably necessary
or desirable in the ordinary course of business or for the carrying out of the terms of this
Order.

5. THIS COURT ORDERS that the Applicant shall pay the following expenses whether

incurred prior to or after this Order:

{(a) all outstanding and future wages, salaries, employec and pensien bencfifs,
vacation pay, and expenses payable on or after the date of this Order, but not
severance and lermination pay, in each case incurred in the ordinary course of

business and consistent with existing compensation policies and arrangements;

(b) the fees and disbursements of any Assistants retained or employed by the
Applicant in respect of these proceedings, at their standard rates and charges; and
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(¥) monthly interest to Nexcap on the outstanding indebtedness at the rate of 7.6% as
prescribed by the Credit Agreement dated July 26, 2007 along with all reasonable
costs and fees at standard rates and charges permitted thereunder;

provided that unless specifically contemplated by this paragraph, the Applicant shall only
be entitled (but not required) to pay costs and expenses that were incurred before the date
of this Order to the extent that such costs and expenses are deemed necessary for the
preservation of the Property and/or the Business by the Applicant, the Monitor and
Nexcap, or upon further order in these proceedings.

6. THIS COURT ORDERS that, except as otherwise provided to the contrary herein, the
Applicant shall be entitled but not required to pay all reasonable expenses incurred by the
Applicant in garrying on the Business in the ordinary course after this Order, and in carrying

out the provisions of this Order, which expenses shall include, without limitation:

(a) all expenses and capital expenditures reasonably necessary for the preservation of
the Property or the Business including. without limitation, payments on account
of insurance (including directors and officers insurance), maintenance and
security services; and

(b)y  payment for goods or services actually supplied to the Applicant following the
date of this Order.

7. THIS COURT ORDERS that the Applicant shall remit, in accordance with legal

requirements, or pay:

{a) any statutory deemed trust amounts 1n favour of the Crown in right of Canuda ur
of any Province thereof or any other taxation authority which are required to be
deducted from employees' wages. including, without limitation, amounts in
respect of (1) employment insurance, (i) Canada Pension Plan, (iil) Quebec
Pension Plan, and (1v) income taxes;
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(b) all goods and services or other applicable sales taxes (collectively, "Sales Taxes")
required to be remitted by the Applicant in connection with the sale of goods and
services by the Applicant, but only where such Sales Taxes are accrued or
collected alter the date of Lhis Order, or where such Sales Taxes were accrued or
collected prior to the date of this Order but not required to be remitted until on or
after the date of this Order, and

(¢)  any amount payable to the Crown in right of Canada or of any Province thereof or
any political subdivision thereof or any other taxation authority in respect of
municipal realty, municipal business or other taxes, assessments or levies of any
nature or kind which are entitled at law to be paid in priority to claiins of secured
creditors and which are attributable to or in respect of the carrying on of the
Business by the Applicant.

3. THIS COURT ORDERS that, except as specifically permitted herein, the Applicant is
hereby directed, until further Order of this Court: (a) to make no payments of principal,
interest thereon or otherwise on account of amounts owing by the Applicant to any of its
creditors as of this date, except that the Applicant is entitled to pay to Nexcap any surpius
amounts in permanent reduction of outstanding principal after estimated operating costs; (b) to
grant no security interests, trust, liens, charges or encumbrances upon or in respect of any of
its Property; (¢) to not grant credit or incur liabilities except in the ordinary course of the
Business; (d) to pay to Nexcap the amount of $3,300.000 currently in treasury bills pledged to
providers of utilities upon release from such pledges and maturity of the treasury bills; and

(€) to maintain $1,700,000 in a separate segregated interest bearing account.

9. THIS COURT ORDERS that the Applicant shall not cease to provide water supply
services 1o the Town of Terrace Ray other than with court approval on 2 weeks notice to the

Town of Terrace Bay.

RESTRUCTURING

10. THIS COURT ORDERS that the Applicant shall, subject to the terms of this Order,
have the right to:

12280369.6
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(a) permanently or temporarily cease, downsize or shut down any of its business or
operations and to dispose of redundant or non-material assets not exceeding
$250,000 in any one transaction or $1,000,000 in the aggregate;

(b)  terminate the employment of such of its employees or temporarily lay off such of
its employees as it deems appropriate;

(c) repudiate such of its arrangements or agreements of any nature whatsoever,
whether oral or written, as the Applicant deeins appropriate and with the consent
of the Monitor; and

(d)  pursue all avenues of refinancing and offers for material parts of its Business or
Property, in whole or part, in accordance with the Solicitation Process approved
herein at paragraph 35, subject to prior approval of this Court being obtained

before any material refinancing or any sale (except as permitted by subparagraph

(a), above),

(¢)  proceed with an orderly liquidation of such Property as the Applicant deems
necessary or appropriate, including retaining any liquidator or advisor in
connection therewith;

(H sell, convey, transfer, assign, lease, or in any other manner dispose of the
Property, or any part or parts thereof in the ordinary course of business without
the specific approval of this Court;

all of the foregoing to permit the Applicant to proceed with an orderly restructuring of the

Business (the "Restructuring”).

NO PROCEEDINGS AGAINST THE APPLICANT OR THE PROPERTY

L1, THIS COURT ORDERS that until and including April 10, 2009, or such later date as
this Court may order (the "Stay Period"), no proceeding or enforcement process in any court
or ribunal (each, a "Proceeding") shall be commenced or continued against or in respect of
the Applicant or the Monitor, or affecting the Business or the Property, except with the written
consent of the Applicant and the Moniter, or with leave of this Court, and any and all
Proceedings currently under way against or in respect of the Applicant or affecting the

Business or the Property are hereby stayed and suspended pending further Order of this Court.

12280369.6
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NO EXERCISE OF RIGHTS OR REMEDIES
12, THIS COURT ORDERS that during the Stay Period, all rights and remedies of any

individual, firm, corporation, governmental body or agency, or any other entities, including
warehousemen, storers or bailees (all of the foregoing, collectively being "Persons" and each
being a "Person") against or in respect of the Applicant or the Monitor, or affecting the
Business or the Property, arc hereby stayed and suspended except with the written consent of
the Applicant and the Monitor, or leave of this Court, provided that nothing in this Order shal}
(1) empower the Applicant to carry on any business which the Applicant is not lawfully
entitled to carry on, (ii) exempt the Applicant from compliance with statutory or regulatory
provisions relating to health, safety or the environment, (iii) prevent the filing of any
registration to preserve or re-perfect an existing security interest, or (iv) prevent the

registration of'a claim for lien.

NO INTERFERENCE WITH RIGHTS

-

13.  TIIS COURT ORDERS that during the Stay Period, no Person shall discontinue, fail
to honour, alter, interfere with, repudiate, terminate or cease to perform any right, renewal
right, contract, agreement, licence or permit in favour of or held by the Applicant, and the
Applicant shall be entitled to possession of its Property, wherever situate, without any
interference of any Kind from any Person except with the written consent of the Applicant and

the Monitor, or leave of this Court.

CONTINUATION OF SERVICES
14.  THIS COURT ORDERS that during Lhe Stay Period, all Persons having oral or written

agreements with the Applicant o1 statutory or regulatory muandates {or the supply of goods
and/or services, including without limitation all computer software, communication and other
data services, centralized banking services, payroll services, insurance, transportation,
services, utility or other services o the Business or the Applicant, are hereby restrained until
further Order of this Court from discontinuing, altering, interfering with or terminating the
supply of such goods or services as may be required by the Applicant, and that the Applicant
shall be entitled to the continued use of its current premises, efephone numbers, facsimile

numbers, internet addresses and domain names, provided in ¢ach case that the normal prices

12280369.6
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or charges for all such goods or services received after the date of this Order are paid by the
Applicant i accordance with nounal payment practices of the Applicant ur such other
practices as may be agreed upon by the supplier or service provider and each of the Applicant

and the Monitor, or as may be ordered by this Court.

NON-DEROGATION OF RIGHTS

15, THIS COURT ORDERS that, notwithstanding anything else contained herein, no
creditor of the Applicant shall be under any obligation after the making of this Order (o
advance or re-advance any monies or otherwise extend any credit to the Applicant. Nothing in

this Order shall derogate from the rights conferred and obligations imposed by the CCAA.

PROCEEDINGS AGAINST DIRECTORS AND OFFICERS

16,  THIS COURT ORDERS that during the Stay Period, and except as permitted by
subsection 11.5(2) of the CCAA, no Proceeding may be commenced or continued against any
of the former, current or future directors or officers of the Applicant with respect to any claim
against the directors or officers that arose before the date hereof and that relates to any
obligations of the Applicant whereby the directors or officers are alleged under any law 1o be
liable in their capacity as directors or officers for the payment or performance of such
obligations, until a compromise or arrangement in respect of the Applicant, if one is filed, is

sanctioned by this Court or is refused by the creditors of the Applicant or this Court.

DIRECTORS’” AND OFFICERS’ INDEMNIFICATION AND CHARGE

17 THIS COURT ORDERS that the Applicant shall indemnify its directors and olficers
from all claims, costs, charges and expenses relating to the failure of the Applicant, after the
date hereof, to make payments of the nature referred to in subparagraphs 5(a), 7(a), 7(b) and
7(¢) of this Ocder which they sustain or incur by reason of or in relation to their respective
capacities as directors and/or officers of the Applicant except to the extent that, with respect to
any officer or director, such officer or director has actively participated in the breach of any

related fiduciary duties or has been grossly negligent or guilty of wilful misconduct.

18.  THIS COURT ORDERS that the directors and officers of the Applicant shall be

entitled to the benefit of and are hereby granted a charge (the "Directors’ Charge") on the

12280369.6
DOCSTOR: 117046064



- -

Property, which charge shall not exceed an aggregate amount of $2,500,000 as security for the
indemnity provided in paragraph 17 of this Order. The Dircetors® Charge shall have the
priority set out in paragraphs 29 and 31 herein.

19, THIS COURT ORDERS that, notwithstanding any language in any applicable
insurance policy to the contrary, (a) no insurer shall be entitled to be subrogated to or claim
the benefit of the Directors’ Charge, and (b) the Applicant’s directors and officers shall only be
entitled to the benefit of the Directors” Charge to the extent that they do not have coverage
under any directors’ and officers' insurance policy, or to the extent that such coverage is

insufticient to pay amounts indemnaified in accordance with paragraph 17 of this Order.

APPOINTMENT OF MONITOR

20. THIS COURT ORDERS that Ernst & Young Inc. is hereby appointed pursuant to the
CCAA as the Monitor, an officer of this Court, to monitor the Property and the Applicant’s
conduct of the Business with the powers and obligations set out in the CCAA or set forth
herein and that the Applicant and its shareholders, officers. directors, and Assistants shall
advise the Monitor of all material steps taken by the Applicant pursuant to this Order, and
shall co-operate fully with the Monitor in the exercise of its powers and discharge of its

obligations.

21.  THIS COURT ORDERS that the Monitor, in addition to its prescribed rights and

abligations under the CCAA, is hereby directed and empowered to:

(a) monitor the Applicant’s receipts and disbursements and report on a weekly basis
to Nexcap;

(b)  report to this Court at such times and intervals as the Monitor may deem
appropriate with respect to matters relating to the Property, the Business, and such
other matters as may be relevant to the proceedings herein;

(c) assist the Applicant, to the extent required by the Applicant, in its dissemination,
to Nexcap (and its financial advisor, PricewaterhouseCoopers Inc. (“PwC™)) and
to Lucky Star Heldings Inc. (the “Secured Creditors™) and their counsel on a
periodic basis (and no less than weekly) of financial and other information as

12280369.6
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agreed to between the Applicant and the Secured Creditors which may be used in
these proceedings including reporting on a basis to be agreed with the Secured
Creditors;

advise the Applicant in its preparation of the Applicant’s cash flow statements and
reporting required by the Secured Creditors, which information shall be reviewed
with the Monitor and delivered to the Secured Creditors and their counsel on a
periodic basis (and no less than weeékly) as agreed to by the Secured Creditors;

advise the Applicant in its development of the Plan and any amendments to the
Plan;

assist the Applicant, to the extent required by the Applicant, with the holding and
administering of creditors’ or shareholders’ meetings for voting on the Plan;

have full and complete access to the books, records and management, employees
and advisors of the Applicant and to the Business and the Property to the extent
required to perform its duties arising under this Order;

be at liberty to engage independent legal counsel or such other persons as the
Monitor deems necessary or advisable respecting the exercise of its powers and
performance of its obligations under this Order, including being at liberty to retain
and utilize the services of entities related to the Monitor as may be necessary to
perform its duties hereunder;

consider, and if deemed advisable by the Monitor, prepare a report and
assessment on the Plan;

advise and assist the Applicant as requested in its negotiations and discussions
with suppliers, customers, creditors and other stakeholders;

assist the Applicant in the conduct of any solicitation process or processes as the
Applicant may consider necessary or advisable to sell the Property and Business
or any part thereof, including pursuant to the Solicitation Process approved
herein;

perform such other duties as are required by this Order or by this Court from time
to time; and

DOCSTOR: | 170468\



- 10 -

{(m) facilitate access by PwC to the pulp mill site to conduct a field examination for
Nexcap.
22, THIS COURT ORDERS that the Monitor shall not take possession of the Property and
shall take no part whatsoever in the management or supervision of the management of the
Business and shall not, by fulfilling its obligations hereunder, be deemed to have taken or

maintained possession or control of the Business or Property. or any part thereof.

23.  THIS COURT ORDERS that nothing herein contained shall require the Monitor to
occupy or to take control, care, charge, possession or management (separately and/or
collectively, “Possession”) of any of the Property that might be environmentally
contaminated, might be a pollutant or a contarninant, or might cause or contribute to a spill,
discharge, release or deposit of a substance contrary to any federal, provincial or other law
respecting the protection, conservation, enhancement, remediation or rehabilitation of the
environment or relating to the disposal of waste or other contamination including, without
limitation, the Canadian Environmenial Prorection Act, the Ontario Envirommenial Protection
Act, the Ontario Water Resources Act, or the Ontario Occupational Health and Safety Act and
regulations thereunder (the "Environmental Legislation"), provided however that nothing
herein shall exempt the Monitor from any duty to report or make disclosure imposed by
applicable Environmental Legislation. The Monitor shall not, as a result of this Order or
anything done in pursuance of the Monitor's duties and powers under this Order, be deemed to
be in Possession of any of the Property within the meaning of any Environmental Legislation,

unless it is actually in possession.

24, THIS COURT ORDERS that that the Monitor shall provide the Secured Creditors and
any other creditor of the Applicant with information provided by the Applicant in response
reasonable requests for information made in writing by such creditor addressed to the Monitor.
The Monitor shall not have any responsibility or liability with respect to the information
disseminated by it pursuant to this paragraph. In the case of information that the Monitor has
been advised by the Applicant is confidential, the Monitor shall not provide such information
1o creditors unless otherwise directed by this Court or on such terms as the Monitor and the

Applicant may agree.
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25.  THIS COURT ORDERS that, in addition to the rights and protections afforded the
Monitor under the CCAA or as an officer of this Court, the Monitor shall incur no liability or
obligation as a result of its appointment or the carrying out of the provisions of this Order,
save and except for any gross negligence or wilful misconduct on its part. Nothing in this
Order shall derogate from the protections afforded the Monitor by the CCAA or any

applicable legislation.

26.  THIS COURT ORDERS that the Monitor, counsel to the Monitor and counsel to the
Applicant shall be paid their reasonable fees and disbursements, in each case at their standard
rates and charges, by the Applicant as part of the costs of these proceedings. The Applicant is
hereby authorized and directed to pay the accounts of the Monitor, counsel for the Monitor

and counsel for the Applicant on a weekly basis.

27.  THIS COURT ORDERS that the Monitor and its legal counsel shall pass their
accounts from time to time, and for this purpose the accounts of the Monitor and its legal
counsel are hereby referred to a judge of the Commercial List of the Ontario Supenor Court of

Justice.

28.  THIS COURT ORDERS that the Monitor, counsel to the Monitor, if any, and the
Applicant’s counsel shall be entitled to the benefit of and are hereby granted a charge (the
*Administration Charge™) on the Property, which charge shall not exceed an aggregate
amount of $750,000, as security for their professional fees and disbursements incurred at the
standard rates and charges of the Monitor and such counsel, both before and after the making
of this Order in respect of these proceedings. The Administration Charge shall have the

priority set out in paragraphs 29 and 31 hereof.

VALIDITY AND PRIORITY OF CHARGES CREATED BY THIS ORDER
29, THIS COURT ORDERS that the priorities of the Directors® Charge, and the

Administration Chazge, as among them, shall be as follows:
First — Administration Charge (to the maximum amount of $750,000); and

Second - Directors” Charge (to the maximum amount of $2,500,000).

12280369.6
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30.  THIS COURT ORDERS that the filing, registration or perfection of the Directors’
Charge and the Administration Charge (collectively, the “Charges™) shall not be required, and
that the Charges shall be valid and enforceable for all purposes, including as against any right,
title or interest filed, registered, recorded or perfected subsequent to the Charges coming into

existence, notwithstanding any such failure to file. register, record or perfect.

31.  THIS COURT ORDERS that each of the Directors’ Charge and the Administration
Charge (all as constituted and defined herein) shall constitute a charge on the Property and
such Charges shall rank in priority to all other security interests, trusts, liens, charges and
encumbrances, statutory or otherwise (collectively, "Encumbrances") in favour of any Person,
with the exception that the Directors’ Charge shall rank subordinate to the valid security

interests of Nexcap.

32. THIS COURT ORDERS that except as otherwise expressly provided for herein, or as
may be approved by this Court, the Applicant shall not grant any Encumbrances over any
Property that rank in prionty to, or pari passu with, the Directors’ Charge or the
Administration Charge, unless the Applicant also obtains the prior written consent of the
Monitor and the beneficiaries of the Directors™ Charge and the Administration Charge, or
further Order of tus Court.

33.  THIS COURT ORDERS that the Charges shall not be rendered invalid or
unenforceable and the rights and remedies of the chargees entitled to the benefit of the
Charges {collectively, the "Chargees") shall not otherwise be limited or impaired in any way
by (a) the pendency of these proceedings and the declarations of insolvency made herein; (b)
any application(s) for bankruptey order(s) issued pursuant to the Bankruptey and Insolvency
Act (“BIA”™), or any bankruptcy order made pursuant to such applications; (¢) the filing of any
assignments for the general benefit of creditors made pursuant to the BIA; (d) the provisions
of any federal or provincial statutes; or (¢) any negative covenants, prohibitions or other
similar provisions with respect to borrowings, incurring debt or the creation of Encumbrances,
contained in any existing loan documents, lease, sublease, offer to lease or other agreement
(collectively, an "Agreement") which binds the Applicant, and notwithstanding any provision

to the contrary 1n any Agreement:

12280369.6
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(a)  neither the creation of the Charges nor the execution, delivery, perfection,
registration or performance of any documents or agreements in respect thereof
shall create or be deemed to constitute a breach by the Applicant of any

Agreement to which it is a party;

(b) none of the Chargees shall have any liability to any Person whatsocever as a result
of any breach of any Agreement caused by or resulting from the creation of the
Charges, or the execution, delivery or performance of any agreements or
obligations in respect thereof, and

() the granting of the Charges do not and will not constitute fraudulent preferences,
fraudulent conveyances, oppressive conduct, settlements or other challengeable,

voidable or reviewable transactions under any applicable law.
APPROVAL OF AGREEMENT WITH BUCHANAN FOREST PRODUCTS LTD.

34.  THIS COURT ORDERS that the Applicant be and is hereby entitled to enter into such
arrangements for the purchase of log and chip inventory owned by Buchanan Forest Products
Ltd. and stored by the Applicant, provided that the puichase and processing of the log and
chip inventory is approved by the Monitor and Nexcap, or, failing which, is approved by the
Court.

APPROVAL OF SOLICITATION PROCESS
35, THIS COURT ORDERS that the Monitor and the Applicant are hereby authorized to

conduct a process for the solicitation of offers for a financing or a sale of the Property (the
“Solicitation Process”), and are authorized to take such steps as are necessary or advisable in
carrying out the Solicitation Process in accordance with the following timetable, with such
modifications, amendments or extensions of time as the Applicant aud the Monitor may deem

appropriate in the circumstances:

{(a) Preparation of Confidential Information Memorandum and identification of
potential offerors: by March 23, 2009;

(b)  Dissemination of Confidential Information Memorandum to interested parties on
execution of confidentiality agreements: by April 6, 2009; and

(c) Deadline for expressions of interest: by April 24, 2009,

12280369.6
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36. THIS COURT ORDERS that the Applicant and the Monitor may obtain advice and

directions from the Court with respect to the Solicitation Process.

SERVICE AND NOTICE

37. THIS COURT ORDERS that the Monitor shall, within ten (10) business days of the
date of entry of this Order, send notice of this Order to the known creditors of the Applicant,
other than employees and creditors to which the Applicant owes less than $250, at their
addresses as they appear on the Applicant’s records, advising that such creditor may obtain a
copy of this Order on the internet at the website of the Monitor, www.ey.com/ca/terracebay,
(the “Website™) and if such creditor is unable to obtain it by that means, such creditor may
request a copy from the Monitor. The Monitor shall promptly send a copy of this Order (o any
interested Person requesting a copy of this Order, and the Monitor is relieved of its obligation
under Section 11(5) of the CCAA to provide similar notice, other than to supervise this .

process.

38. THIS COURT ORDERS that the Applicant and the Monitor be at liberty to serve this
Order, any other materials and orders in these proceedings, any notices or other
correspondence, by forwarding true copies thereof by prepaid ordinary mail, courier, personal
delivery or electronic transmission to the Applicant’ creditors or other interested parties at
their respective addresses as last shown on the records of the Applicant and that any such
service or notice by courier, personal delivery or electronic transmission shall be deemed to be
received on the next business day following the date of forwarding thereof, or if sent by

ordinary mail, on the third business day after mailing.

39. THIS COURT ORDERS that the Applicant, the Monitor, and any party who has filed
a Notice of Appearance may serve any court materials in these proceedings by e-mailing a
PDF or other electronic copy of such materials to counsels’ email addresses as recorded on the
Service List from time to time, in accordance with the E-filing protocol of the Comercial

List to the extent practicable, and the Monitor may post a copy of any or all such materials on
the Website.

12280369.6
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GENERAL
40.  THIS COURT ORDERS that the Applicant or the Monitor may from time to time

apply to this Court for advice and directions in the discharge of its powers and duties

hereunder.

4]1.  THIS COURT ORDERS that nothing in this Order shall prevent the Monitor from
acting as an interim receiver, a receiver, a receiver and manager, or a trustee in bankruptcy of

the Applicant, the Business or the Property.

42, THIS COURT HEREBY REQUESTS the aid and recognition of any court, tribunal,
regulatory or administrative body having jurisdiction in Canada or in the United States, to give
effect to this Order and to assist the Applicant, the Monitor and their respective agents in
carrying out the terms of this Order. All courts, tribunals, regulatory and administrative
bodies are hereby respectfully requested to make such orders and to provide such assistance to
the Applicant and to the Monitor, as an officer of this Court, as may be necessary or desirable
to give effect to this Order, to grant representative status to the Monitor in any foreign
proceeding, or to assist the Applicant and the Monitor and their respective agents in carrying
out the terms of this Order.

43.  THIS COURT ORDERS that each of the Applicant and the Menitor be at liberty and
is hereby authorized and empowered to apply to any court, tribunal, regulatory or
administrative body, wherever located, for the recognition of this Order and for assistance in

carrying out the terms of this Order.

44,  THIS COURT ORDERS that any interested party (including the Applicant and the
Monitor) may apply to this Court to vary or amend this Order on not less than seven (7) days'
notice Lo any other party or parties likely to be affected by the order sought or upon such other

notice, if any, as this Court may order.

45.  THIS COURT ORDERS that this Order and all of its provisions are effective as of

12:01 a.m. Eastern Daylight Savings Time on the date of t)fiy Order.

s

ENTERED AT / INSCAIT A TORONTO

ON/BOOK N_O: k/\/] //‘1
LE / DANS LE BEGISTRE NO.: —
MAR 112009 Christina Irwin

Registrar, Superior Court of Justlca
122805369.6
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Court File No. CV-09-8062-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE ) MONDAY, THE 2°
)
MR. JUSTICE MORAWETZ ) DAY OF NOVEMBER, 2009

(2
&
7
&

IN THE MATTER OF THE COMPANIES' CREDITORS
ARRANGEMENT ACT, R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF TERRACE BAY PULP INC.

<
CE 3913.‘50

ORDER

THIS Motion, made by the Applicant, pursuant to the Companies' Creditors Arrangement

Act, R.S.C. 1985, ¢. C-36, as amended (the "CCAA") for an Order:

(@)

(®)

(c)

(d)

(e)

12335254.1

abridging the time for service of the Notice of Motion and Motion Record herein,
validating the service of such motion material and dispensing with the service of

such motion material on interested parties not served;

directing that all capitalized terms not otherwise defined herein have the same
meaning as in the Seventh Report of Emst & Young Inc. in its capacity as
Monitor (the “Monitor”) dated October 30, 2009 (the “Seventh Report”™);

extending the Stay Period until November 20, 2009,

approving the Seventh Report and the conduct and activities of the Monitor

described therein; and

such further and other relief as this Honourable Court may deem just;




S

was heard this day at 330 University Avenue, Toronto, Ontario.

ON READING the Seventh Report and the Affidavit of Russell York sworn October 30,
009, all filed, and on hearing the submissions of counsel for the Applicant and counsel for

the Monitor,

THIS COURT ORDERS that the time for service of the Notice of Motion and the
Motion Record is hereby abridged so that this Motion is properly returnable today and
that any requirement for service of the Motion and the Motion Record on any parties
other than the parties actually served with the Notice of Motion and the Motion Record is
hereby dispensed with.

2. TIIS COURT ORDERS that all capitalized terms not otherwise defined herein have the

same meaning as in the Seventh Report.

3 THIS COURT ORDERS that the Stay Period be and is hereby extended until

November 20, 2009.

4, THIS COURT ORDERS that the Seventh Report and the conduct and activities of the

Monitor described therein be and are hereby approved.

ENTERED AT / INSCRIT A TORO
=1 NT!
ON 7 BOOK NO: ©

LE / DANS LE REGISTRE NO.-

NOV 0 7 2009

peq pan: [

12335254.1

7l
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Court File No. CV-09-80062-00C1L

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LEST)

IN THE MATTER OF the Compeanies ™ Creditors
Arvangement Act, RS.C. 1985, ¢. C-36, as amended

AND IN THE MATTER of'a Plan of Compromise or Arrangement
of TERRACL BAY PULP INC
Applicant
AFFIDAVIT OF RUSSELL YORK

(Sworn Ogcteber 30, 2009)

. RUSSELL YORK, ot the City of Thunder Bay. in the Province of Ontario,

MAKE OATH AND SAY AS FOLLOWS:

Pam the Viee President and Preasurer ol the Applicant, Terrace Bay Pulp Ine.
(Terrace Bay™), and as such have knowledge ot the matters deposed o in this
Affidavit. Where this Atfidavitis not based on my personal knowledge, it s
based onintormation and beliel, the source ol which | have identilicd and 1 verily

believe such information 1o be true.

Ihis Atfidavit is swom in support of Terrace Bay's motion returnable
November 2. 2009 for, among other things, an order extending the stay of
proceedings {the “Swuy Period™) pursuant to the Iniual Ocder of this Honourable
Court dated March 11, 2009 (the “Initial Order™), a copy of which is attached

hereto as Exhibit “A", until November 20, 2000,

Y



i

[he Stay Period has been extended rom time to time sinee the issuance of the
Initial Order and most recently until November 2. 2000 pursuant to the Order of
the Honourable Mr. Justice Morawetz dated October 16, 2009 (the =“October 16
Order™), a copy of which is attached hereto as Exhibit *B™. In suppori of' the
October 16 Order. Terrace Bay filed my Affidavit sworn October 13, 2009 {the
“October 13 Aftidavit™), a copy of which, without Exhibits. 1s attached hereto as
Exhibit *C”. Attached hereto as Exhibit *D™ is a copy ol my Affidavit swormn
September 235, 2009, without Exhibits, which Terrace Bay filed in support of the

previous motion lor an extension to the Stay Period.

As deseribed i the October 15 Affidavit Terrace Bay has been engaged in
ongoing discussions with a potential non-traditional term loan lender. These
discussions have progressed since the ranting ol the October 16 Order with a
view to restarting the Mill and avoiding a potenual Hguidation and permanent
shut-down of Terrace Bay's operations. Terrace Bay is currently engaged in
discussions with this potential lender with respect to a term sheet and hopes to be

in aposition to provide an update 1o the Court on the return ol this maotion.

Accordingly. in order to allow these discussions on o term sheet o continue,
Ferrace Bay requires a short extension of the Sty Period until November 20,
Y004, I the event thar these discussions are nnsuccesstul, Terrace Bay and the
Maonitor will report back to the Court with respect to potential options moving

forward.

(2



6. This Affidavit is therefore made in support of Terrace Bay's motion for, amon 2
other things, an extension of the Stay Period until November 20, 2009 and for no
other or improper purpose,

SWORN BEFORE ME at the City of

Thunder Bay, in the Province of Ontario
this 30th day of October, 2009

e e

233525710
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Court File No. CV-09-8062-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

THE HONOURABLE MR. ) WEDNESDAY, THE 11™

)
JUSTICE MORAWETZ ) DAY OF MARCH, 2009

’ AL

IN THE MATTER OF THE COMPANIES' CREDITORS
ARRANGEMENT ACT, R.5.C. 1985, c. C-36, AS AMENDED

Nt AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF TERRACE BAY PULP INC.

INITIAL ORDER

THIS APPLICATION, made by the Applicant, pursuant to the Companies’ Creditors
Arrangement Act, R.S.C. 1985, c. C-36, as amended (the "CCAA") was heard this day at 330

University Avenue, Toronto, Ontario.

ON READING the affidavit of Russell York sworn March 10, 2009 and the Exhibits
thereto and on hearing the submissions of counsel for the Applicant and counsel for Nexcap
Finance Corporation (“Nexcap”), and on reading the consent of Ermst & Young Inc. to act as
the Monitor (the “Monitor™),

SERVICE

L. THIS COURT ORDERS that the time for service of the Notice of Application and the
Application Record is hereby abridged so that this Application is properly returnable today

and hereby dispenses with further service thereoll

12280369.6
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APPLICATION

2. THIS COURT ORDERS AND DECLARES that the Applicant is a company to which
the CCAA applies.

PLAN OF ARRANGEMENT

3 THIS COURT ORDERS that the Applicant shall have the authority to file and may,
subject to further order of this Court, file with this Court a plan of compromise or arrangement
(hereinafter referred to as the "Plan") between, inter alia, the Applicant and one or more

classes of its secured and/or unsecured creditors as it deems appropriate.

POSSESSION OF PROPERTY AND OPERATIONS

4. THIS COURT ORDERS that the Applicant shall remain in possession and control of
its current and future assets, undertakings and properties of every nature and kind whatsoever,
and wherever situate including all proceeds thereof (the “Property”). Subject to further Order
of this Court, the Applicant shall continue to carry on business in a manner consistent with the
preservation of its business (the “Business™) and Property. The Applicant shall be authorized
and empowered to continue to retain and employ the employees, consultants, agents, experts,
accountants, counsel and such other persons (collectively "Assistants"} currently retained or
employed by it, with liberty to retain such further Assistants as it deems reasonably necessary
or desirable in the ordinary course of business or for the carrying out of the terms of this
Order.

5. THIS COURT ORDERS that the Applicant shall pay the following expenses whether

incurred prior to or after this Order:

(a) all outstanding and Future wages, salaries, employee and pension benefits,
vacation pay, and expenses payable on or after the date of this Order, but not
severance and termination pay, in each case incurred in the ordinary course of

business and consistent with existing compensation policies and arrangements;

(b)  the fees and disbursements of any Assistants retained or employed by the
Applicant in respect of these proceedings, at their standard rates and charges; and

12280369.6
DOCSTOR: 11704664
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() monthly interest to Nexcap on the outstanding indebtedness at the rate of 7.6% as
prescribed by the Credit Agreement dated July 26, 2007 along with all reasonable
costs and fees at standard rates and charges permitted thereunder;

provided that unless specifically contemplated by this paragraph, the Applicant shall only
be entitled (but not required) to pay costs and cxpenses that were incurred before the date
of this Order to the extent that such costs and expenses are deemed necessary for the
preservation of the Property and/or the Business by the Applicant, the Monitor and
Nexcap, or upon further order in these proceedings.

6. THIS COURT ORDERS that, except as otherwise provided to the contrary herein, the
Applicant shall be entitled but not required to pay all reasonable expenses incurred by the
Applicant in carrying on the Business in the ordinary course after this Order, and in carrying

out the provisions of this Order, which expenses shall include, without limitation:

(a) all expenses and capital expenditures reasonably necessary for the preservation of
the Property or the Business including, without limitation, payments on account
of insurance (including directors and officers insurance), maintenance and
security services; and

(b)  payment for goods or services actually supplied to the Applicant following the
date of this Order.

. THIS COURT ORDERS that the Applicant shall remit, in accordance with legal

requirements, or pay:

{(a) any statutory deemed trust amounts in favour of the Crown in right of Canada or
of any Province thereof or any other taxation authority which are required to be
deducted from employees' wages. including, without limitation, amounts in
respect of (i) employment insurance, (ii) Canada Pension Plan, (iii) Quebec
Pension Plan, and (iv) income taxes;

12280369.6
DOCSTOR. 1 1704G6\
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(b)  all goods and services or other applicable sales taxes (collectively, "Sales Taxes")
required to be remitted by the Applicant in connection with the sale of goods and
services by the Applicant, but only where such Sales Taxes are accrued or
collected after the date of this Order, or where such Sales Taxes were accrued or
collected prior to the date of this Order but not required to be remitted until on or
after the date of this Order, and

{c)  any amount payable to the Crown in right of Canada or of any Province thereof or
any political subdivision thereof or any other taxation authority in respect of
municipal realty, municipal business or other taxes, assessments or levies of any
nature or kind which are entitled at law to be paid in priority to claims of secured
creditors and which are attributable to or in respect of the carrying on of the
Business by the Applicant.

8. THIS COURT ORDERS that, except as specifically permitted herein, the Applicant is
hereby directed, until further Order of this Court: (a) to make no payments of principal,
interest thereon or otherwise on account of amounts owing by the Applicant to any of its
creditors as of this date, except that the Applicant is entitled 1o pay 10 Nexcap any surplus
amounts in permanent reduction of outstanding principal after estimated operating costs; (b) to
grant no security interests, trust, liens, charges or encumbrances upon or in respect of any of
its Property: (¢) to not grant credit or incur liabilities except in the ordinary course of the
Business; (d) to pay to Nexcap the amount of $3,300,000 currently in treasury bills pledzed to
providers of utilities upon release from such pledges and maturity of the treasury bills; and

(e) to maintain $1,700,000 in a separate segregated interest bearing account.

9. THIS COURT ORDERS that the Applicant shall not cease to provide water supply
services to the Town of Terrace Bay other than with court approval on 2 weeks notice 1o the

Town of Terrace Bay.

RESTRUCTURING

10.  THIS COURT ORDERS that the Applicant shall, subject to the terms of this Order,

have the right to:

12230369.6
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(a) permanently or temporarily cease, downsize or shut down any of its business or
operations and to dispose of redundant or non-material assets not exceeding
$250,000 in any one transaction or $1,000,000 in the aggregate;

(b)  terminate the employment of such of its employees or temporarily lay off such of
its employees as it deems appropriate;

(c) repudiate such of its arrangements or agreements of any nature whatsoever,

whether oral or written, as the Applicant deems appropriate and with the consent
of the Monitor; and

(d) pursue all avenues of refinancing and offers for material parts of its Business or
Property, in whole or part, in accordance with the Solicitation Process approved
herein at paragraph 35, subject to prior approval of this Court being obtained
before any material refinancing or any sale (except as permitted by subparagraph
(a), above),

(e) proceed with an orderly liquidation of such Property as the Applicant deems
necessary or appropriate, including retaining any liquidator or advisor in
connection therewith;

(H sell, convey, transfer, assign, lease, or in any other manner dispose of the
Property, or any part or parts thereof in the ordinary course of business without
the specific approval of this Court;

all of the foregoing to permit the Applicant to proceed with an orderly restructuring of the

Business (the "Restructuring”).

NO PROCEEDINGS AGAINST THE APPLICANT OR THE PROPERTY
11, THIS COURT ORDERS that until and including April 18, 2609, or such later datc as

this Court may order (the "Stay Period"}, no proceeding or enforcement process in any court
or tribunal (each, a "Proceeding”) shall be commenced or continued against or in respect of
the Applicant or the Monitor, or affecting the Business or the Property, except with the written
consent of the Applicant and the Monitor, or with leave of this Court, and any and all
Proceedings currently under way against or in respect of the Applicant or affecting the

Business or the Property are hereby stayed and suspended pending further Order of this Court.

12280369.6
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NO EXERCISE OF RIGHTS OR REMEDIES

12 THIS COURT ORDERS that during the Stay Period, all rights and remedies of any
individual, firm, corporation, governmental body or agency, or any other entities, including
warehousemen, storers or bailees (all of the foregoing, collectively being "Persons" and each
being a "Person") against or in respect of the Applicant or the Monitor, or affecting the
Business or the Property, are hereby stayed and suspended except with the written consent of
the Applicant and the Monitor, or leave of this Court, provided that nothing in this Order shall
(i) empower the Applicant to carry on any business which the Applicant is not lawfully
entitled to carry on, (1) cxempt the Applicant from compliance with statutory or regulatory
provisions relating to health, safety or the environment, (iii) prevent the filing of any
registration to preserve or re-perfect an existing security interest, or {iv) prevent the

registration of a claim for lien.

NO INTERFERENCE WITH RIGH1S

13. THIS COURT ORDERS that during the Stay Period. no Person shall discontinue, fail
to honour, alter, interfere with, repudiate, terminate or cease to perform any right, renewal
right, contract, agreement, licence or permit in favour of or held by the Applicant, and the
Applicant shall be entitled to possession of its Property, wherever situate, without any

interference of any kind from any Person except with the written consent of the Applicant and

the Monitor, or leave of this Court.

CONTINUATION OF SERVICES
14. THIS COURT ORDERS that during the Stay Period, all Persons having oral or written

agreements with the Applicant or statutory or regulatory mandates for the supply of goods
and/or services, including without limitation all computer software, communication and other
data services, centralized banking services, payroll services, insurance, transportation,
services, utility or other services to the Business or the Applicant, are hereby restrained until
further Order of this Court from discontinuing, altering, interfering with or terminating the
supply of such goods or services as may be required by the Applicant, and that the Applicant
shall be entitled to the continued use of its current premises, telephone numbers, facsimile

numbers. internet addresses and domain names, provided in each case that the normal prices

12280369.6
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or charges for all such goods or services received after the date of this Order are paid by the
Applicant in accordance with normal payment practices of the Applicant or such other
practices as may be agreed upon by the supplier or service provider and each of the Applicant

and the Monitor, or as may be ordered by this Court.

NON-DEROGATION OF RIGHTS
15.  THIS COURT ORDERS that, notwithstanding anything else contained herein, no

creditor of the Applicant shall be under any obligation alier the making of this Order to
advance or re-advance any monies or otherwise extend any credit to the Applicant. Nothing in

this Order shall derogate from the rights conferred and obligations imposed by the CCAA.

PROCEEDINGS AGAINST DIRECTORS AND OFFICERS

16,  THIS COURT ORDERS that during the Stay Period, and except as permitted by
subscction 11.5(2) of the CCAA, no Proceeding may be commenced or continued against any
of the former, current or future directors or officers of the Applicant with respect to any claim
against the directors or officers that arose before the date hereof and that relates to any
vbligations of the Applicant whereby the directors or officers are alleged under any law to be
ltable in their capacity as directors or officers for the payment or performance of such
obligations, until a compromise or arrangement in respect of the Applicant, if one is filed, is

sanctioned by this Court or is refused by the creditors of the Applicant or this Court.

DIRECTORS’ AND OFFICERS’ INDEMNIFICATION AND CHARGE

17. THIS COURT ORDLERS that the Applicant shall indemunify its directors and officers
from all claims, costs, charges and expenses relating to the failure of the Applicant, after the
date hereof, to make payments of the nature referred to in subparagraphs 5(a), 7(a). 7(b) and
7(c) of this Crder which they sustaiu or incur by reason ol or in relation W their respective
capacities as directors and/or officers of the Applicant except to the extent that, with respect to
any officer or director, such officer or director has actively participated in the breach of any

related fiduciary duties or has been grossly negligent or guilty of wilful misconduet.

18.  THIS COURT ORDERS that the directors and officers of the Applicant shall be
entitled to the benefit of and are hereby granted a charge (the "Directors’ Charge") on the

12280369.6
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Property, which charge shall not exceed an aggregate amount of $2,500,000 as security for the
indemnity provided in paragiaph 17 of this Order. The Directors’™ Charge shall have the

priority set out in paragraphs 29 and 31 herein.

19.  THIS COURT ORDERS that, notwithstanding any language in any applicable
insurance policy to the contrary, (2) no insurer shall be entitled to be subrogated to or claim
the benefit of the Directors' Charge, and (b) the Applicant’s directors and officers shall only be
entitled to the benefit of the Directors’ Charge to the extent that they do not have coverage
under any directors’ and officers' insurance policy, or to the extent that such coverage is

insufficient to pay amounts indemnified in accordance with paragraph 17 of this Order.

APPOINTMENT OF MONITOR

20, THIS COURT ORDERS that Ernst & Young Inc. 18 hereby appointed pursuant to the
CCAA as the Monitor, an officer of this Court, to monitor the Property and the Applicant’s
conduct of the Business with the powers and obligations set out in the CCAA or set forth
herein and that the Applicant and its shareholders, officers, directors, and Assistants shall
advise the Monitor of all material steps taken by the Applicant pursuant to this Order, and
shall co-operate fully with the Monitor in the exercise of its powers and discharge of its
obligations.

21.  THIS COURT ORDERS that the Monitor, in addition to its prescribed rights and

obligations under the CCAA, 15 hereby directed and cmpowered to:

(@)  monitor the Applicant’s receipts and disbursements and report on a weekly basis
to Nexcap;

(b)  report to this Court at such times and intervals as the Monitor may deem
appropriate with respect to matters relating to the Property, the Business, and such
other matters as may be relevant to the proceedings herein;

(¢)  assist the Applicant, to the extent required by the Applicant, in its dissemination,
to Nexcap (and its financial advisor, PricewaterhouseCoopers [nc. (“PwC™)) and
to Lucky Star Holdings Inc. (the “Secured Creditors™) and their counsel on a
periodic basis (and no less than weekly) of financial and other information as

12280369.6
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agreed to between the Applicant and the Secured Creditors which may be used in
these proceedings including reporting on a basis to be agreed with the Secured
Creditors;

advise the Applicant in its preparation of the Applicant’s cash flow statements and
reporting required by the Secured Creditors, which information shall be reviewed
with the Monitor and delivered to the Secured Creditors and their counsel on a
periodic basis (and no less than weékly) as agreed to by the Secured Creditors;

advise the Applicant in its development of the Plan and any amendments to the
Plan;

assist the Applicant, to the extent required by the Applicant, with the holding and
administering of creditors’ or shareholders’ meetings for voting on the Plan;

have full and complete access to the books, records and management, employees
and advisors of the Applicant and to the Business and the Property to the extent
required to perform its duties arising under this Order;

be at liberty to engage independent legal counsel or such other persons as the
Munitor deems necessary or advisable respecting the exercise of its powers and
performance of its obligations under this Order, including being at liberty to retain
and utilize the services of entities related to the Monitor as may be necessary to
perform its duties hereunder:

consider, and if deemed advisable by the Monitor, prepare a report and
assessment on the Plan;

advise and assist the Applicant as requested in its negotiations and discussions

with suppliers, customers, creditors and other stakeholders;

assist the Applicant in the conduct of any solicitation process or processes as the
Applicant may consider necessary or advisable to sell the Property and Business
or any part thereof, including pursuant to the Solicitation Process approved
herein;

perform such other duties as are required by this Order or by this Court from time
to time; and

DOCSTOR: 1704664
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(m) facilitate access by PwC to the pulp mill site to conduct a field examination for
Nexcap.

22, THIS COURT ORDERS that the Monitor shall not take possession of the Property and
shall take no part whatsoever in the management or supervision of the management of the
Business and shall not, by fulfilling its obligations hereunder, be deemed to have taken or

maintained possession or control of the Business or Property, or any part thereof.

23, THIS COURT ORDERS that nothing herein contained shall require the Monitor to
occupy or to take control, care, charge, possession or management (separately and/or
collectively, “Possession”) of any of the Property that might be environmentally
contaminated, might be a pollutant or a contaminant, or might cause or contribute to a spill,
discharge, release or deposit of a substance contrary to any federal, provincial or other law
respecting the protection, conservation, enhancement, remediation or rehabilitation of the
environment or relating to the disposal of waste or other contamination including, without
limitation, the Canadian Environmmental Protection Act, the Ontario Environmental Protection
Act, the Ontario Water Resources Act, or the Ontario Occupational Health and Safety Act and
regulations thereunder (the "Environmental Legislation"), provided however that nothing
herein shall exempt the Monitor from any duty to report or make disclosure imposed by
applicable Environmental Legislation. The Monitor shall not, as a result of this Order or
anything donc in pursuance of the Monitor's duties and powers under this Order, be decmed to
be in Possession of any of the Property within the meaning of any Environmental Legislation,

unless it is actually in possession.

24, THIS COURT ORDERS that that the Monitor shall provide the Secured Creditors and
any other creditor of the Applicant with information provided by the Applicant in response to
reasonable requests for information made in writing by such creditor addressed to the Monitor.
The Monitor shall not have any responsibility or liability with respect to the information
disseminated by it pursuant to this paragraph. In the case of information that the Monitor has
been advised by the Applicant is confidential, the Monitor shall not provide such information
to creditors unless otherwise directed by this Court or on such terms as the Monitor and the

Applicant may agree.

122805369.6
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25. THIS COURT ORDERS that, in addition to the rights and protections afforded the
Monitor under the CCAA or as an officer of this Court, the Monitor shall incur no Hability or
obligation as a result of its appointment or the carrying out of the provisions of this Order,
save and except for any gross negligence or wilful misconduct on its part. Nothing in this
Order shall derogate from the pretections afforded the Monitor by the CCAA or any

applicable legislation.

26.  THIS COURT ORDERS that the Monitor, counsel to the Monitor and counsel to the
Applicant shall be paid their reasonable fees and disbursements, in each case at their standard
rates and charges, by the Applicant as part of the costs of these proceedings. The Applicant is
hereby authorized and directed to pay the accounts of the Monitor, counsel for the Monitor

and counsel for the Applicant on a weekly basis.

27, THIS COURT ORDERS that the Monitor and its legal counsel shall pass their
accounts from time to time, and for this purpose the accounts of the Monitor and its legal
counsel are hereby referred to a judge of the Commercial List of the Ontario Superior Coust of

Justice.

28. THIS COURT ORDERS that the Monitor, counsel to the Monitor, if any, and the
Applicant’s counsel shall be entitled to the benefit of and are hereby granted a charge (the
“Administration Charge™) on the Property, which charge shall not exceed an aggregate
amount of $750,000, as security for their professional fees and disbursements incurred at the
standard rates and charges of the Monitor and such counsel. both before and after the making
of this Order in respect of these proceedings. The Administration Charge shall have the
priority set out in paragraphs 29 and 31 hereof.

VALIDITY AND PRIORITY OF CHARGES CREATED BY THIS ORDER

29.  THIS COURT ORDERS that the priorities of the Directors® Charge, and the

Administration Charge, as among them, shall be as follows:

First ~ Administration Charge (to the maximum amount of $750.000); and

Second - Directors’ Charge (to the maximum amount of $2,500,000).

12280369.6
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30.  THIS COURT ORDERS that the filing, registration or perfection of the Directors’
Charge and the Administration Charge (collectively, the “Charges”) shall not be required, and
that the Charges shall be valid and enforceable for all purposes, including as against any right,
title or interest filed, registered, recorded or perfected subsequent to the Charges coming into

existence, notwithstanding any such failure to file, register, record or perfect.

31.  THIS COURT ORDERS that each of the Directors’ Charge and the Administration
Charge (all as constituted and defined herein) shall constitute a charge on the Property and
such Charges shall rank in priority to all other security interests, trusts, liens, charges and
encumbrances, statutory or otherwise (collectively, "Encumbrances”) in favour of any Person,
with the exception that the Directors’ Charge shall rank subordinate to the valid security

interests of Nexcap.

32.  THIS COURT ORDERS that except as otherwise expressly provided for herein, or as
may be approved by this Court, the Applicant shall not grant any Encumbrances over any
Property that rank in priority to, or paré passu with, the Directors’ Charge or the
Administration Charge, unless the Applicant also obtains the prior written consent of the
Monitor and the beneficiaries of the Directors™ Charge and the Administration Charge, or
further Order of this Court.

33,  THIS COURT ORDERS that the Charges shall not be rendered invalid or
unenforceable and the rights and remedies of the chargees entitled to the benefit of the
Charges (collectively, the "Chargees") shall not otherwise be limited or impaired in any way
by (a) the pendency of these proceedings and the declarations of insolvency made herein; (b)
any application(s) for bankruptcy order(s) issued pursuant to the Bankruptcy and Insolvency
Act (“BIA”), or any bankruptcy order made pursuant to such applications; (c) the filing of any
assignments for the general benefit of creditors made pursuant to the BIA; (d) the provisions
of any federal or provincial statutes; or (e) any negative covenants, prohibitions or other
similar provisions with respect to borrowings, incurring debt or the creation of Encumbrances,
contained in any existing loan documents, lease, sublease, offer to lease or other agreement
(collectively, an "Agreement”) which binds the Applicant, and notwithstanding any provision

to the contrary in any Agreement:

12280369.6
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(a)  neither the creation of the Charges nor the execution, delivery, perfection,
registration or performance of any documents or agreements in respect thereof
shall create or be deemed to constitute a breach by the Applicant of any
Agreement to which it is a party;

(b)  none of the Chargees shall have any liability to any Person whatsoever as a result
of any breach of any Agreement caused by or resulting from the creation of the
Charges, or the execution, delivery or performance of any agreements or
obligations in respect thereof; and

(c) the granting of the Charges do not and will not constitute fraudulent preferences,
fraudulent conveyances, oppressive conduct, settlements or other challengeable,

voidable or reviewable transactions under any applicable law.
APPROVAL OF AGREEMENT WITH BUCHANAN FOREST PRODUCTS LTD.

34, THIS COURT ORDERS that the Applicant be and is hereby entitled to enter into such
arrangements for the purchase of log and chip inventory owned by Buchanan Forest Products
Ltd. and stored by the Applicant, provided that the purchase and processing of the log and
chip inventory is approved by the Monitor and Nexcap, or, failing which, is approved by the
Court.

APPROVAL OF SOLICITATION PROCESS

35.  THIS COURT ORDERS that the Monitor and the Applicant are hereby authorized to
conduct a process for the solicitation of offers for a financing or a sale of the Property (the
“Solicitation Process”). and are authorized to take such steps as are necessary or advisable in
carrying out the Solicitation Process in accordance with the following timetable, with such
modifications, amendments or extensions of tune as the Applicant and the Monitor may deem

appropriate in the circumstances:

(a) Preparation of Confidential Information Memorandum and identification of
potential offerors: by March 23, 2009;

(b)  Dissemination of Confidential Information Memorandum to interested parties on
execution of confidentiality agreements: by April 6, 2009; and

(c) Deadline for expressions of interest: by April 24, 2009.

12280369.6
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36. THIS COURT ORDERS that the Applicant and the Monitor may obtain advice and

directions from the Court with respect to the Solicitation Process,

SERVICE AND NOTICE

37.  THIS COURT ORDERS that the Monitor shall, within ten (10) business days of the
date of entry of this Order, send notice of this Order to the known creditors of the Applicant,
other than employees and creditors to which the Applicant owes less than $250, at their
addresses as they appear on the Applicant’s records, advising thart such creditor may obtain a
copy of this Order on the internet at the website of the Monitor, www.ey.com/ca/terracebay,
{the “Wehsite™) and if such creditor is unable to obtain it by that means, such creditor may
request a copy from the Monitor. The Monitor shall promptly send a capy of this Order to any
interested Person requesting a copy of this Order, and the Monitor is relieved of its obl igaiion
under Section 11(5) of the CCAA to provide similar notice, other than to supervise this

process.

38.  THIS COURT ORDERS that the Applicant and the Monitor be at liberty to serve this
Order, any other materials and orders in these proceedings, any notices or other
correspondence, by forwarding true copies thereof by prepaid ordinary mail, courier, personal
delivery or electronic transmission to the Applicant’ creditors or other interested parties at
their respective addresses as last shown on the records of the Applicant and that any such
service or notice by courier, personal delivery or electronic transmission shall be deemed to be
received on the next business day following the date of forwarding thereof, or if sent by

ordinary mail, on the third business day after mailing.

39.  THIS COURT ORDERS that the Applicaut, the Monitor, and any party who has filed
a Notice of Appearance may serve any court materials in these proceedings by e-mailing a
PDF or other electronic copy of such materials to counsels' email addresses as recorded on the
Service List from time to time, in accordance with the E-filing protocol of the Commercial
List to the extent practicable, and the Monitor may post a copy of any or all such materials on
the Website.

12280369.6
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GENERAL
40.  THIS COURT ORDERS that the Applicant or the Monitor may from time to time

apply to this Court for advice and directions in the discharge of its powers and dutics

hereunder.

41.  THIS COURT ORDERS that nothing in this Order shall prevent the Monitor from
acting as an interim receiver, a receiver, a receiver and manager, or a trustee in bankruptcy of

the Applicant, the Business or the Property.

42.  THIS COURT HEREBY REQUESTS the aid and recognition of any court, tribunal,
regulatory or administrative body having jurisdiction in Canada or in the United States, to give
effect to this Order and to assist the Applicant, the Monitor and their respective agents in
carrying out the terms of this Order. All courts, tribunals, regulatory and administrative
bodies are hereby respectfully requested to make such orders and to provide such assistance to
the Applicant and to the Monitor, as an officer of this Court, as may be necessary or desirable
to give effect to this Order, to grant representative status to the Monitor in any foreign
proceeding, or to assist the Applicant and the Monitor and their respective agents in carrying

out the terms of this Order.

43.  THIS COURT ORDERS that each of the Applicant and the Monitor be at liberty and
is hereby authorized and empowered to apply to any court, tribunal, regulatory or
administrative body, wherever located, for the recognition of this Order and for assistance in

carrying out the termns of this Order.

44.  THIS COURT ORDERS that any interested party (including the Applicant and the
Monitor) may apply to this Court to vary or amend this Order on not less than seven (7) days’

notice to any other party or parties likely to be affected by the order sought or upon such other

notice, if any, as this Court may order.

45.  THIS COURT ORDERS that this Order and all of its provisions are effective as of
12:01 a.m. Eastern Daylight Savings Time on the dat ofﬁ Order.

ENTERED AT / INSCRIT A TORONTO
ON / BOOK NO: ANV VI
Lo

LE /DANS LE REGISTRE NO..

7009 Christina trwin
MAR 11 Registrar, Superior Courl of Justics
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Court File No. CV-09-8062-00C1L

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

THE HONOURABLE ) FRIDAY, THE 16™
)
MR. JUSTICE MORAWETZ ) DAY OF OCTOBER, 2009

IN THE MATTER OF THE COMPANIES' CREDITORS
ARRANGEMENT ACT, R.8.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF TERRACE BAY PULP INC.

ORDER

THIS Motion, made by the Applicant, pursuant to the Companies' Creditors Arrangement

Act, R.S.C. 1985, ¢. (C-36, as amended (the "CCAA") tor an Order:

(a)

(b)

(©

(d)

123314041

abridging the time for service of the Notice of Motion and Motion Record herein,
validating the service ot such motion material and dispensing with the service of

such motion material on interested parties not served;

directing that all capitalized terms not otherwise defined hercin have the same
meaning as in the Sixth Report of Emst & Young Ine, in its capacity as Monitor
(the “Monitor™) dated October 13, 2009 (the “Sixth Report”);

extending the Stay Period until November 2, 2009,

authorizing and directing the Applicant and the Monitor to consent to an
extension of the time period for the Applicants (the "Judicial Review Applicants™)
in the Applicaion To Divisional Court for Judicial Review in Court File
No. 96/07 (the "Judicial Review Application") to perfect the Judicial Review
Application until December 31, 2010, and that, if necessary, grunting leave of this

('



Court to 1ift the stay of proceedings herein solely for the purpose of the Judicial
Review Applicants perfecting the Judicial Review Application and that the
Judicial Review Applicants continue to be otherwise prohibited from proceeding
with the Judicial Review Application as against the Applicant without written

consent of the Applicant and the Monitor or leave of this Court;

(¢)  approving the Sixth Report and the conduct and activities of the Monitor

described therein; and

(f) such further and other relief as this Honourable Court may deem just;

was heard this day at 330 University Avenue, Torento, Ontanio.

ON READING the Sixth Report and the Affidavit of Russell York sworn October 13,

2009, all filed, and on hearing the submissions of counsel for the Applicant and counsel for

the Monitor,

THIS COURT ORDERS that the time for service of the Notice of Motion and the
Motion Record is hereby abridged so that this Motion is properly retumable today and
that any requirement for service of the Motion and the Motion Record on any parties
other than the parties actually served with the Notice of Motion and the Motion Record is
hereby dispensed with.

THIS COURT ORDERS that all capitalized terins not otherwise defined herein have the

same meaning as in the Sixth Repert.

THIS COURT ORDERS that the Stay Period be and 18 hereby extended until
November 2, 2000.

THIS COURT ORDERS that the Applicant and the Monitor be and are hereby
authorized and directed to consent to an extension of the time period for the Judicial

Review Applicants to perfect the Judicial Review Application until December 31, 2010,

123314041
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and that, if necessary, leave of this Court is hereby granted to lilt the stay of proceedings
herein solely for the purpose of the Judicial Review Applicants perfecting the judicial
Review Application and that the Judicial Review Applicants continue to be otherwise
prohibited from proceeding with the Judicial Review Application as against the Applicant

without written consent of the Applicant and the Monitor or leave of this Court.

wn

THIS COURT ORDERS that the Sixth Report and the conduct and activities of the

Monitor described therein be and are herehy approved.

7

ENTERED AT/ INSCRIT A TORONTO
ON 7 BOOK MO
LE/DANS | F REGIS I HE NO

OCT 15 2009
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Court File No. CV-09-8062-00C1.

ONTARID
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

IN THE MATTER OF the Companies’ Creditors
Arrangement Act, RS.C. 1985, c. C-36, as amended

AND IN THE MATTER of a Plan of Compromise or Arrangement
of TERRACE BAY PULP INC.

Applicant
AFFIDAVIT OF RUSSELL YORK
(Swom October 13, 2009)

[, RUSSELL YORK, of the City of Thunder Bay, in the Province of Ontario,
MAKE OATH AND SAY AS FOLLOWS:

k. [ am the Vice President and Treasurer of the Applicant, Terrace Bay Pulp Inc.
(“Terrace Bay™), and as such have knowledge of the matters deposed to in this
Affidavit. Where this Affidavit is not based on my personal knowledge, it is
based on information and belief, the source of which [ have idenufied and | verily

believe such information to be true.

2. ‘This Affidavit is swom in support of Terrace Bay's motion returnable October 16,
2009 for, among other things, un order extending the stay of proceedings (the
“Stay Period”) pursuant to the Initial Order of this Honourable Court dated
March 11, 2009 (the “Initial Order™), a copy of which is attached hereto as

Exhibit *A”, until November 2, 2009,

123316771
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3. ‘I'he Stay Period has been extended from time to time since the issuance of the

Initial Order and most recently until Octeber 19, 2009 pursuant to the Order of the

Honourable Madam Justice Hoy dated September 29, 2009 (the “September 29
Order™), a copy of which is attached hereto as Exhibit “B”. [n support of the
September 29 Order, Terrace Bay filed my Affidavit sworn September 25, 2009
(the “September 25 Affidavit”), a copy of which, without Exhibits, is attached

hereto as Exhibit “C7.

4. As described in greater detail in the September 25 Atfidavit, Terrace Bay operates
a pulp mill (the “Mill”). When these CCAA proceedings (the “CCAA
Proceedings”) were commenced, Terrace Bay was the dominant employer for the
Town of Terrace Bay, Ontario, and the nearby community of Schreiber, Ontario.
A study conducted by Terrace Bay has estunated that when Terrace Bay and its
supporting mills are operational, it supports economic development and stability
in 14 communities and 16 First Nations and it ts responsible for the creation of

8.000 jobs in Northern Ontario.

5. During, the CCAA Proceedings, Terrace Bay has sold and shipped its existing
finished pulp inventory and taken steps to preserve and maintain the Mill and
related machinery and equipment in order to preserve and protect these assels

{rom any damage which could affect its value to a potential purchaser.

6. Further, Terrace Bay and the Monitor have held discussions with parties who
have expressed an interest in purchasing and/or financing Terrace Bay with a

view to restarting the Mill. However, the depressed state of the forestry and pulp

17RARIT L
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industries during the (CCCAA Proceedings has made these efforts more challenging
than in more normalized circumstances. This has been worsened by global

cconomic conditions which have limited Terrace Bay’s access to credit markets.

Accordingly, to date, Terrace Bay has been unable, to secure financing or a
purchaser which would allow the Mill to restart and to facilitate Terrace Bay’s

exit from the CCAA Proceedings.

As described in the September 25 Affidavit, Terrace Bay believes that the Mill is
a viable operation in more normalized and stable market conditions and that an
immediate liquidation of its operations would not be optimal for obtaining value
for all stakeholders. In light of the significant consequences for the Town and the
region, and all stakeholders, Terrace Bay believes that it 1s prudent that it
continiee to work together with the Monitor to continue to explore 11s options with
a view o prescrving Terrace Day as a viable ongoing concern, Siguificant recent
improvement in pulp markets may assist the ongoing efforts o secure the

necessary financing 1o restart the Mill.

As desenbed in the September 25 Affidavit, Terrace Bay has recently been
engaged in discussions with a potential non-traditonal term loan lender. These
discussions have continued since the granting of the September 29 Order and are
being conducted with a view to restarting the Mill and avoiding a potential
liquidation and permanent shut-down of Terrace Bay’s operations. These

discussions have not yet resulted in a commitment to provide financing and the

125384771
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potential lender has requested additional time for discussion and exchange of

information.

Accordingly, in order to determine if there are any viable options, particularly
with respect to the potential term lender which would facilitate a restart and/or
sale of the Mill, Terrace Bay requires an extension of the Stay Peried until
November 2. 2009. Terrace Bay believes that 1 f this extension is granted, 1t will
be in a beter position to advise the Court of potential options moving forward
regarding the Mill, including any possibilities with the term lender, and it

necessary, a liquidation or permanent shut-down of the Mill.

On this motion, Terrace Bay also seeks the Court’s authonization and direction for
Terrace Bay and the Monitor 1 consent to an extension for the period for certain
First Nations (the “Judicial Review Applicants™) to perfect their Application 10
Divisional Court for Judicial Review (the “Judicial Review Application™), a copy
of which is attached hereto as Exhibit “1”. The Judicial Review Application is
an ongoing matter related to the Sustainable Forest License held by Terrace Bay

with respect to the Kenogami Forest.

The Judicial Review Applicants are required 10 perfect the Judicial Review
Application by December 31,2009, In light of these ongoing CCAA
Proceedings, Terrace Bay is prepared to consent to the request by the Judicial
Review Applicants to extend the time period for perfection until December 31,
2010 and to lift the stay of proceedings, if necessary, for the purposes of

perfection of the Judicial Review Application ouly. The Judicial Review

123314677.1
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Applicants would continue 1o be prohibited from otherwise proceeding with the
Judicial Review Applisation,
3. This Affidavit is therefore made in support of Teirace Bay’s motion for, among

other things, an cxtension of the Stay Period umil Novemiber 2, 2009 and for no

other or improper purpose.

SWORN BEFORE ME at the City of
Thunder Bay, in the Province of Ontario

this 13thday of October, 2009

i =

" RUSSELGYORK
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Court File No. CV-09-3062-G0C L.

ONTARIO
SUPERIOR COURT OF JUSTICE
{COMMERCIAL LIST)

IN THE MATTER OF the Companies ' Creditors
Arrangement Act, RS.C. 1985, ¢. C-36, as amended

AND IN THE MATTER of 2 Plan of Compromise or Arrangement
ol TERRACE BAY PULP INC.

Applicant
AFFIDAYIT OF RUSSELL YORK
{Swom September 25, 2009)

I RUSSELL YORK, ofthe City of Thunder Bay. i the Province of Ontano,
MAKE OATH AND SAY AS FOLLOWS:

1. [ am the Vice President and Treasurer of the Applicant, Terrace Bay Pulp nc.
(" Terrace Bay™), and as such have Knowledge of the matters deposed 1o 1n this
Athidavit. Where this Atfidavil is not based oy personal know laedge, itis
based on information and belief, the source of which [ have identified and | venly

believe such information to be true.

2. This Afhidavit 1s sworn in support of Terrace Bay's motion retumable
September 29, 2009 for, amoeng other things, an order extending the stay of
proceedings (the "Stay Period”) pursuant o te Initial Order of thas Honourable
Court dated March 11, 2009 (the “Initial Order™), a copy of which is attached

hereto as Exhibit “A”, until October 19, 2009

2
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The Stay Period has been extended from time to time sinee the issuance of the
Initial Order and most recently until September 30, 2009, pursuant to the Order of
the Honourable Mr. Justice Morawetz dated June 19, 2009, a copy of which s

attuched hereto as Exhibit “BY.

Termce Bay operates a pulp mill (the “Mill”) in the Town of Terace Bay,
Ontario. When these CCAA proceedings (the “CCA A Procecdings”) were
commenced, Terrace Bay was the dominant employer for thie Town und the
nearby community of Schreiber, Ontario. A study conducted by Terrace Bay has
estimated that when Terraee Bay and is supporting mills are operational, it
supports economic development and stability in 14 communitics and 16 First

Nations and it is responsible (or the creation of 8,000 jobs in Nurthern Oatanio,

Prior to cominencing the CCAA Proceedings, Tertace Bay wdled the mill on

February 23, 2009

During the CCAA Procecdings, Terrace Bay has sold and shipped 61,000 tons of
existing hirshed pulp mventory. lerrace Bay has also tuken steps to preserve and
maintain the Mill and related machinery and equipment and its water pumphouse

in order 10 preserve and protect its assets from any damage which could decrease

the likelthood of a buyer or financier expressing an interest i errace Bay and

ultimately restarting the Mill.

Since the commencement of the CCAA Proceedings, and pursuant to
patagraph 35 of the Initial Order, Terrace Bay, with the assistance of the Monitor,

has held discussions with parties who have expressed an interest in purchasing

13
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and/or financing Terrace Bay with a view to restarting the Mill. However, the
depressed state of the forestry and pulp industries during the CCAA Proceedings
has made the process of sccurning a purchaser and/or Linancicr more challenging
than in more normalized circumstances. This has been exacerbated by global

economic conditions which have limited Tercace Bay's aceoss to credit markets.

Accordingly, to date, Terrace Bay has been unable, to sceure financing or a
purchaser which would allow the Mill to restart and tacilitate Terrace Bay’s exit

from the CCAA Proceedings.

Terrace Bay continues to believe that the Mill as a viable operation in more
normalized and stable market conditions and that an immediate liquidation ol its
operations would not be the best method to obtain value tor the benetit of all
siakeholders. In particular. due to the sigmificant consequences for the Town and
the region, the torest products industry 1n Northern Ontario and the stakcholders
n the CCAA Froceedings, Terrace Bay believes s prudent that it w continue o
woik together with the Moator to fully explore its options with a vicw to
preserving Terrace Bay as a viable ongoing concern.  This is particularly true in
light of the significant improvement in pulp mackets i recent weeks which may

provide a better environment to secure the necessary {inancing to rosturt the Mill

Terrace Bay is also facing time pressures related (o the impending amval of
culder weather, particulardy related to the requirement to heat the Mill to preserve
the operational integrity of its machinery and equipment for a possible sale, restart

or liquidation of the Mill. Accordingly, if a viable solution cannot be brought
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13.

SWORN BEFORE ME at the City of
Thunder Bay, in the Province of Ontario
this 25th day of September, 2009

i —

ns

forward within a reasonable period of time, it wiil be necessary for Terrace Bay to
begin explonng aliernatives for a liquidation and/or permanent shut-down of the

Mill. LT

In light of this possibility, Terrace Bay has recently been engaged in discussions “s
with a possible term loan lender. These discussions are ongoing and being
conducted with a view to restarting the Mill and avoiding a potential liquidation

and permanent shut-down of lerrace Bay's operations.

Accordingly, in order to determine if there are any viable options which would
facilitate a restart and/or sale of the Mill, Terrace Bay requires an extension of the
Stay Period until October 19, 2009. if granted, Terrace Bay would report back to
this Honourable Court prior to this date, at which time it will be in a better
position to advise the Court of potential options moving forward regarding the

Mill, wncluding, il necessary, a liguidation.

This Affidavit is therefore made in support of Terrace Bay's motion for an ‘. =
extension of the Stay Penod until October 19, 2009 and tor no other or improper

purposc.
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November 19, 2009

TERRACE BAY PULP INC.
ANNOUNCEMENT

Today, we are pleased to announce that the Government of Ontario, has agreed to
participate in the financing of the restart of operations at Terrace Bay Pulp Inc.
Specifically, the Government has indicated that it is prepared to support the mill through
a $25 million dollar term loan. This critical and important piece of the restructuring
process will now allow the mill to complete financing, make arrangements with creditors
and, once these steps are completed. commence a mill start up.

Since Terrace Bay Pulp was required to seek CCAA protection on March 11, 2009, the
Company has worked closely with stakeholders - and in particular with the Government
of Ontario through the offices of Michael Gravelle, Minister of Northern Development,
Mines and Forestry and the local municipalities - to put together a plan which will allow
the mill to exit from CCAA protection and resume operations — sustainably and for the
long term.

When fully operational, the pulp mill and its supporting industries have an annual
economic footprint in Northwestern Ontario of approximately 2.45 Billion dollars. The
Company’s return to normal operations has been affected primarily by the continuing
credit crisis.  We believe that this announcement is the foundation for a positive path
forward.

The next steps for the company include completing the financing package. reaching
agreement on a CCAA plan of arrangement with the creditors of Terrace Bay Pulp and,
planning for a mill start up. Terrace Bay Pulp will be meeting with its employees and
other stakeholders in the coming days. We will be seeking court approval for an
extension of creditor protection during this process and we hope to get approval for a
schedule which includes the completion of restructuring and the start up of the mill.

We understand and appreciate how difficult and trying the last months have been for our
employees, their families and all of those who have a stake in the future of this mill. As
we move forward with this process we remain committed to keeping all stakeholders
informed.

For further information regarding this announcement please contact:
Yves Fricot, General Counsel at 343 6555.

ng






4

EXHIBIT “E”

DOCUMENT2



Court File No. CV-09-8062-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE ) Tipes RED 4y | THE
) P
MR. JUSTICE MORAWETZ ) /% DAY OF MAY, 2009

IN THE MATTER OF THE COMPANIES' CREDITORS
RRANGEMENT ACT, R.S.C. 1985, ¢. C-36, AS AMENDED

b

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF TERRACE BAY PULP INC.

ORDER

THIS Motion, made by the Applicant, pursuant to the Companies’ Creditors
Arrangement Act, R.S.C. 1985, ¢. C-36, as amendced (the "CCAA") for an Order permitting the
issuance of the Statement of Claim in the form attached hereto as Schedule **A” (the

“Statemnent of Claim”), was heard this day at 330 University Avenue, Toronto, Ontario.
ON READING the Consent of the Applicant and the Mouitor to the relief requested:

L. THIS COURT ORDERS that pursuant to paragraph 11 of the Order of the Honourable
Mr. Justice Morawetz dated March 11, 2009 in these proceedings, the Plaintiffs in the
action contemplated by the Statement of Claim (the “Action™) are herehy permitted to
issue the Statement of Claiin on the condition and provided that the Plaintiffs shall not be
entitled to proceed further with the Action as against the Applicants without further order
of this Court obtained by the Plaintiffs on the notice to the Applicants and the Monitor.

ENTERED AT/ INSCRIT A TORONTO Mﬁ_‘ 7

ON / BOOK NO: .
LE / DANS LE REGISTRE NO.

MAY 14 2009

Al

PER/PAR: TV

1.0
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SCHEDULE "A”
No.CV-09-
ONTARIO
SUPERIOR COURT OF JUSTICE
BETWEEN:

KARIN SITKO, Executrix, and RONALD SITKO, Executor
of the Estate of the late RICHARD SITKO, deceased

Plaintiffs
- and—

INDUSTRIAL ALLIANCE PACIFIC INSURANCE AND FINANCIAL SERVICES INC.,
THE MANUFACTURER'S LIFE INSURAMNCE COMPANY also known as MANULIFE FINANCIAL,
NEENAH PAPER COMPANY OF CANADA and TERRACE BAY PULPINC,

Delendants

STATEMENT OF CLAIM

TO THE DEFENDANT(S)

A LEGAL PROCEEDING HAS BEEN COMMENCED AGAINST YOU by the plantfi(s). The claim made
against you Is set outin the following pages.

IF YOU WISH TO DEFEND THIS FROCEEDING, you of an Ontano lawyer acting for you must prepare a
stalement of defence in Form 18A prescribed by the Rules of Clvil Procedure, serve it on the plaintifi(s) lawyer or, where ths
piaintifi{s) do{es) not have a lawysr, serve it on the plaintifi(s), and Rl if, with proof of service, in this count ofice, WITHIN
TWENTY DAYS, after this statement of tlaim Is served on you, if you are swved in Onlario.

ifiyou are served in another province o termilory of Canada or in the United States of America, he pericd for
serving and filng your statement of defence is forty days, If you are sefved oulside of Canada and (he United States of Ameica,
the period is sixty days.

tnstead of serving and filing a statement of defence, you may serve and file a notice of intent lo defend in
Form 188 prasceibad by the Rules of Civil Proceduree. This will entie you to ten mare days within which fo serve and file your
statement of defence.

IF YOU FAIL TO DEFEND THIS PROCEEDING, JUDGMENT MAY GE GIVEN AGAINST YOU IN YOUR
ABSENCE AND WITHOUT FURTHER NOTICE TO YOU, IF YOU WiSH TO DEFEND THIS PROCEEDING BUT ARE UNABLE
TOPAY LEGAL FEES, LEGAL AID MAY BE AVAILABLE TO YOU BY CONTACTING A LOCAL LEGAL AID OFFICE

Cate Issued by
Local Registrar
Address of court ofice:
277 Camelol Strest
THUNDER BAY, ON P7A 4B3
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{Name and address of each deferdant)

TO:

TO:

TO:

TO:

INDUSTRIAL ALLIANCE PACIFIC

INSURANCE AND FINANCIAL SERVICES INC.

2185 Broadway West
Vancouver, BC V8B 5HS

MANULIFE FINANCIAL

2 Cueen Strest Fast

P. 0. Box 45606

Station “A"

Toronto, Ontario MSW 422

MNEENAH PAPER COMPANY
OF CANADA

260 Abercrombie Rd

New Glasgow, NS, B2H 18

TERRACE BAY PULP
Terrace Bay, Ontaria

01:57:20 p,m,

05-04-2009
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CLAIM
THE PLAINTIFFS CLAIN:
A dectaration thal Basic Accidental Death Insurance coverage on the fife of Richard Sitko,
through Manulife Financial Group policy number G0038089 issued to Terrace Bay Pulp
Inc. Is valid and binding on the defendant, Manufife Financial,
A declaration that Basic Accidental Death Insurance coverage on the fife of Richard Sitko
issued by Industriak-Alliance Pacific insurance Company through Policy No. 100005877
valid 2nd binding;

Payment of the plaintiffs' Death Benefit and Accidental Death Benefit claim in the amount
of $200,000.00;

Damages for breach of conlract in the amount of $200,000.00;

Pre-judgment inferest on the amount claimed in sub-paragraph (c} from the 15* day of
May 2007 to the date of payment or judgment pursuant to the provisions of the Courts of
Justice Act, R.5.0. 1990 and amendments thereto;

Aggravated, punitive, exemplary damages for bad faith and breach of fiduclary duty in the
amount of §75,000.00;

Postjudgment interast on the amounts found o ba owing herein in accordance with the
Courts of Justice Act, R.S.0. 1990, and amendments thereto;

Cosls of this action on a Soficitor and Client basis, together with Goods and Services Tax
pursuant to the Excise Tax Act, R.S.0. 1990, and amendments thereto;

Such further and other relief as the nature of this ciaim or this Honourable court may deem
just;

The Plaintiff, Karin Sitko, resides in the City of Thunder Bay, in the District of Thunder Bay,

and is lhe wife of the late, Richard Sitko.

3.

The Plaintiff, Renald Sitko, resides in the Town of Schreiber, in the District of Thunder Bay,

and is the brother of the lale, Richard Sitko.

4.

Karin Sitko and Ronald Sitka bring this action as Executrix and Executor, regpectively, of

the Estale of the late, Richard Sitko.

@oo7
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5. The defendant, The Manufacturer's Life Insurance Company also known as Manulife

Financiei (hereinafter referred to as "Manulife”), is an insurance company canying on business as an
insurer in the Province of Ontario and elsewhere and at all material times issued a group policy of
insurance, including accidental death and dismemberment insurance to the policy holder, Terrace Bay Pulp
Inc., being Group policy number GOD3808Y, (hereinatier referred to as “the Policy”) under which the late
Richard Sitko was:an insured.

B. The defendant, Industrial-Alliance Pacific Life Insurance Company (hersinafter referred to
as “Industrial-Alliance”), is a corporation duly incorporated pursuant to the laws of the Dominion of Canada
and has its head' office In the City of Vancouver in the Province of British Columbia, and carfies on
business as an insurance company, and is licenced to camy on the business of providing insurance,
including Basic Accidental Death and Dismemberment Insurance and at all material imes Issued Policy No.
100005877.

7. The defendant, Neenah Paper Company of Canada (hereinafier refered to as *Neenah’),
is a company duly incorporated pursuant to the laws of the Dominion of Canada and with an office in the
City of New Glasgow in the Province of Nova Scotia.

8. The defendant, Terrace Bay Pulp Inc. (hereinafter referred to as “Terrace Bay’) is a
company duly incorporated pursuant to the laws of the Province of Ontario.

9. Inor about February 2006, Richard Sitko was diagnosed with Malignant Mesothelioma as
a result of exposure to Asbastos in or aboul 1878 or 1879 while working.

10. As of August 6, 2008, Richard Sitko was employed by Neenah. On August 6, 2008,
Richard Sitko was unable to conlinue work and began lo coliect Long-term disability benefits. At that time,
pursuant ta policy provisions, Mr. Sitko was granted a waiver of premiums.

i1 On August 29, 2006, Terrace Bay Pulp Inc. purchased Neenah.

@003
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12, As of August 29, 2008, Neenah had canceiled its policy and all salaried employees that

were on LTD/WSIE at that time were given the same amount of coverage under the Policy &t no cost to the
employees for a perod of one year, The Policy in effect as of August 29, 2006 included coverage for
Accidental Death and Dismembemment Insurance.

13. As of August 28, 2008 Manulife entered into a contract of insurance with Terrace Bay Pulp
inc. being Policy Number GO038089 to provide cerfain insurance benefits which were available to
employees of Terace Bay.

14, Manulife provided a Benefit Booklet to Temace Bay being Group Policy Number
0038089, Pursuant to the provisions contalned in the Benefit Booklel basic life and acsidental death and

dismemberment coverage are insured with Industriak-Alliance under policy number 100005877,

15. Any reference lo the defendants includes Manulife, Industial-Alliance, Neensh and
Terrace Bay, jointly or severally.
16, The plaintiffs state and the fact is that pursuant to the provisions of the Policy and verbal

and written representations made on bahalf of the defendants, Mr. Sitko was granted waiver of premium in
connection with all benefits.
17. Richard Sitko died on May 15, 2007, the plaintiffs state that his death was 2s a
consequence of and directly altributable to the accidental inhalation of asbestos.
18. Demand was made for the payment of the Accident Death beneft in the sum of
$200,000.00 pursuant to the said Accidental Death benefit provision of the Policy, however the defendants
have refused o pay.
19. The plaintiff, Karin Sitko, states that she received 2 letter dated February 28, 2008 denying
payment for the Aecidental Death benafit by reason of the following exclusion:

“Mr. Sitko wes on premium life waiver for the Basic Life benefit, however was not on premium life

waiver for Accidental Death benefits as Mr. Sitka's beneiit plan with Neenah Paper did not offer
Accidental Death benefits.
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The plan did offer a Voluntary Accidental Desth benefit, but this benefit did not offer premium life
waiver, thersfore, would have bsen on a pramium paying basis. The Voluntary Accidental Daath
benefit cancellsd with Manulife Financial on October 1, 2006, therefore, if a plan member did elect
this coverags on & premium paying basis it would have Cancelied on October 1, 2006 which was
prior to Mr. Sitko's date of death.
As a resulf no Accidental Death beneflt s payable.®

20. The plaintiffs state and the fact is that pursuant to the Policy, and at all material times,

Richard Sitko was entiled to Waiver of Premium. The Policy states:

Waiver of Premium

if you become Totally Disabled while insured and prior fo age 65 and meet the Enlitlement Criteria

outlined below, your Life Insurance will continue without payment of pramiurn.
21, The plaintiffs state that if Terrace Bay purchased or took over the obligations of Neenah, it
failed io advise Richard Sitko that the Accidental Death and Dismembenment Insutance benefit was not
subject to premium fife waiver with devasting consequences to him and his Estate. Temrace Bay assumed
tne legal obligations of Neenah.
22. In the further altemative, the plaintiffs further state that if the underying policy with
Manulife or Industial-Alliance was indeed amended, Richard Sitko was not aware and furthermore never
consented to such change as 4n insured member of Group Palicy Number G0O038089 andlor 10005877.
Terrace Bay knew of the changes and failed lo advise its employeefinsured, then Temace Bay was
negligent and breached its contract of employment wilty Richard Sitko.
23 The plaintff, Karin Sitko, further states that she received a letier from Industrial Aliance
Pacific Insurance and Financial Services Inc. dated January 27, 2009 denying payrnent for the Accidental

Death Benefit for the following reason:
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*Under the terms of the Policy, “Injury” whenever used in this policy means bodily injury
caused by an accident occuring while this policy is in force as to the Insured Parson
whose injury is the basis of claim and resulting directly and independently of all other
causss in foss covered by ihis policy {emphasis added),

Based on the information presented to our office, Mr. Sitko's immediate cause of death has
been indicated as Mesothelioma. Mr. Sitko presentad o his Physician in January 2006
with symptoms of left lower quadrant pain and in February 2006, diagnostic sfudies
indicated that the Lesion was suspicious for Malignant Masothelioma and a biopsy
stubsequently confirmed this disgnosis. The WSIB reports submitied, Indicate Mr. Sitko
was exposed to Asbsstos in 1978/1979 while working in a mill. As noted above, the
effective dale of coverage for our Policy was August 29, 2008. We have roviewed alf
information submitted fo date, and have concluded that Mr. Sitko's death on May 15, 2007
was nol the result of a bodily injury caused by an accident occurring while this Policy was
i force.”

In view of the preceding, we must advise that we will be unable to accept lizbility of Mr,
Sitko's claim.”
24, Pursuant to the provisions of the Policy, coverage for the Basic Accidental Death and
Dismembemment Insurance is described as:
“Any accident rasuiting in: death, dismsmbenment, loss of sight, or paralysis - anywhere in
the world - 24 hours a day~ on or off the job.”
25. The plaintifis furthcr piead that the defendenis are responsible for payment of fife
insurance and accidental death benefits proceeds in amounts stated in the Palicy on the date of dealh of
Richard Sitko, namely May 15, 2007.
26. The plaintifis piead and rely upon the provisions of the Policy.
27. The plaintifs state that the defendants' conduct in refusing to pay death benefits and
accidental death benefits in the face of a lack of sufficient evidence to support the defendants’ pasition,
demonstrales a wanton and reckless disregard for the rights and wall-being of the plaintifis euch as fo
entitle the plaintiffs to punitive and exemplary damages from the defendants. Further the defendants have
acted unfairly and in bad faith towards the plaintiffs, thus entifing them to punitive and exemplary damages.
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28. The plaintiffs plead that in every contract or policy of insurance thera is an implied

covenant of good faith and fair dealing and that neither parly will do anything which will injure the right of
the oiher o receive the benefits of the agresinent.

29. The plaintifis plead that Richard Sitko has done nothing wrong to warrant the denial of
coverage under the said policy. Accordingly, the defendants are acting in bad faith and should be estopped
fram atternpting to circumvent its obligations contained in the policy of insurance.

30. It is uncenscionable for the defendants to attempt to repudiate and blatantly breach the
contract with their insured.

3. The plaintiffs state that at all material times, Richerd Sitko acted in good faith. The
plaintitfs further state that the defendants, by their refusal ta pay benefits pursuant to the policy of insurance
issued by them, they are attempting to repudiale their contractual obligation under the aforesaid policy.

32. The plaintifis further allege that such an attempt by the defendanis constitufes an
expression of bad faith and unfalr dealings towards Richard Sitko as an “insured person® and accordingly,
Ihe defendants should be estopped from attempting to circumvent their contractual obligations contained in
the policy hereinbelore referred loo.

33, The Plaintiffs plead and rely upon the provisions of the Insurance Act, R.S.0. 1980, c. |-8,
and amendments thereto and Courts of Justice Act, R.S.0. 1990, c. C-43 and amendments thereto.

34, The plaintiffs further and in the altemative plead the doctrine of the Relief from Forfeiture.
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35. The plaintiff requires that this Statement of Claim be served outside the Province of

Ontario pursuant to Rule 17.02 {b), {f). {g) and (h) of the Rulss of Civil Procedure,
The Plaintifi{s) propuse(s) that this action be tried at Thunder Bay.
Narme, addpesss and wiophona number of plilnlifs scicioe or plainte])
Date of issue:

PETRONE HORNAK GARDFALO MAURO
Barvisters and Solicitors

76 North Algoma Strest

THUNDER BAY, ON P7A 474

JOHN H. HORNAK
LSUC #14816K
Phone: (807) 344-9191
Fax:  (807) 345-8391

Solicitors for the Plaintiffs



120

et ddy ot 10) s19dme]

£697-£98 (91%) :xey
9957-£98 (91#) ‘2L
INSHERE #DNST WIYILFOA ULty

8667-£98 (91#) ‘12l
APPELT #ONST JnH epwmed

6V'1 TSI oueluQ ‘0uolo],
1S9\ MINO)) P2IDUIWOY) §7 Xof

dTINOUAVID ¥ STASSVO "TIV1d

S AHIdIO

0JU0I0 ] 1B PROUAWILL0D BUIPIa00i]

LSIT IVIDUTWNOD
GOLLSN[ 40 LYN0D YoniddnNs
ORIVINO

jeatjddy

ONI d7TNd AVE 3DVHYEL
0 INFNIONYYYY U0 ISINOUGAOD 4O NVT1d V O YILLVA GHL NI ONY
TD00-2908-60-AD ON 2414 Ln0DH 9£-0 72 6861 “I'SY U INTWIDNVYUY SYOLIGTYD STINVSHOD THL 10 YA LLVIN IHL NI



13\

TO9F0Y6I1T

yuedr(ddy oy 10] s1oAmer]

€697-€98 (91¥) :xeq
LYTH-£98 (91%) (2L
D6L99v#DNST MBIDIA [PBYIIA

€597-€98 (91) :Xxeq
99¢7-€98 (91%) ‘[PL
INSHESE ‘#DNST UWIYIBHIA duLIdYIRY]

€597-€98 (91%) :xeq
8S67-€98 (91%) ‘1L
AVPELT #DNST JINH epPwed

6V 1 TSI OuleuQ ‘0juoIo ],
1SAA\ HINOD) 20IAWUIO)) ‘C7 Xog

dTINOTAVID ® STASSYD “AMV'1d

(6007 ‘61 1PqWIAON WIOMS)
VIOMVS SVUVL 40 LIAVAIIAY

0JUOIO0 ], 1B PAOUIWOD FUIPA220I]

LSI'T TVIDOUHHININOD
HIILSAL 4O LHN0D HOMAdNS
OIYVINO

wedtjddy

"ONI dTNd AVE HOVIIAL 40 INAWAONVIIAV YO HSINOAINOD 40 NVId V 40 Y4 LLVIN HHL NI ANV
9€-D 06861 “D'S LIV INIWAONVIYVY SHOLIATYD STINVINOD dHL 10 YALLVIN HHL NI

TD00-2908-60-AD "ON 9[id WOy



EXHIBIT “D”



Court File No. CV-09-8062-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)
THE HONOURABLE ) FRIDAY, THE 18™
)
MR. JUSTICE MORAWETZ ) DAY OF DECEMBER, 2009

IN THE MATTER OF THE COMPANIES' CREDITORS
ARRANGEMENT ACT, R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF TERRACE BAY PULP INC.

Applicant

CLAIMS PROCESS ORDER

THIS MOTION made by the Applicant pursuant to the Companies' Creditors

Arrangement Aet, R.S.C. 1985, ¢. C-36, as amended, for an Order:

a)

b)

d)

123442777

abridging the time for service of the Notice of Motion and Motion Record herein,
validating the service of such motion material and dispensing with the service of

such motion material on interested parties not served,;

approving the Ninth Report of the Monitor, Ernst & Young Inc. (the “Monitor™)
dated December 15, 2009 (the “Ninth Report”) and the Supplemental Ninth
Report of the Monitor dated December 16, 2009 (the “Supplemental Report”
together with the Ninth Report, the “Reports™);

approving the Claims Process (as defined herein); and

such further and other relief as this Honourable Court may deem just,

132



12

was heard this day at 330 University Avenue, Toronto, Ontario.

ON READING the material filed, including the Notice of Motion, the Reports
and the Affidavit of Russell York sworn December 16, 2009, and on hearing the submissions of

counsel for the Applicant and counsel for the Monitor;
SERVICE

1. THIS COURT ORDERS that the time for service of the Notice of Motion and the
Motion Record herein is hereby abridged and that the Motion is properly returnable today and

service on any interested party other than those parties served is hereby dispensed with.

MONITOR’S ACTIVITIES

2. THIS COURT ORDERS that the Reports and the conduct and activities of the Monitor

described therein be and are hereby approved.

APPROVAL OF CLAIMS PROCESS

3. THIS COURT ORDERS that the Claims Process set forth in the attached Schedule “A”
for determining claims of Creditors for voting and/or distribution purposes is hereby approved,
and the Applicant and the Monitor are authorized and directed to implement the Claims Process
and that any references to this Order shall be deemed to include the Claims Process and all

schedules to this Order.

4, THIS COURT ORDERS that the Instruction Letter, Proof of Claim, Notice of Revision
or Disallowance, Notice of Dispute and Newspaper Notice, set forth in the attached
Schedule “B”, Schedule “C”, Schedule “D”, Schedule “E” and Schedule “F”, respectively,

substantially in the form thereof, are hereby approved.

DEFINITIONS

5. THIS COURT ORDERS that all capitalized terms not defined herein shall have the

meaning given to them in the Claims Process set forth in the attached Schedule “A".

12344277.7
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CLAIMS BAR

6. THIS COURT ORDERS that any Creditor who fails to file a Proof of Claim in respect

of a Pre-Filing Claim, in accordance with this Order on or before the Claims Bar Date, shall:

(a) be forever barred, estopped and enjoined from asserting or enforcing any Pre-
Filing Claim (or filing a Proof of Claim with respect to such Pre-Filing Claim)

against the Applicant and such Pre-Filing Claim shall be forever extinguished;

(b)  not be permitted to vote on the Plan or participate in any distribution in these

proceedings on account of such Pre-Filing Claim; and
(c) not be entitled to receive further notice in these proceedings.

7. THIS COURT ORDERS that notwithstanding paragraph 6, any Creditor who receives a
Claim Amount Notice and who does not dispute the nature or amount of the Pre-Filing Claim as
set forth in the Claim Amount Notice, is not required to file a Proof of Claim by the Claims Bar
Date. If a Creditor who receives a Claim Amount Notice does not file a Proof of Claim by the
Claims Bar Date, then such Creditor’s Pre-Filing Claim as set out in the Claim Amount Notice

shall be that Creditor’s Proven Claim for voting and/or distribution purposes under the Plan.

8. THIS COURT ORDERS that any Creditor who fails to file a Proof of Claim in respect
of a Restructuring Claim in accordance with this Order on or before the Restructuring Claims
Bar Date, shall:

(a) be forever barred, estopped and enjoined from asserting or enforcing any
Restructuring Claim (or filing a Proof of Claim with respect to such Restructuring
Claim) against the Applicant and such Restructuring Claim shall be forever
extinguished;

(b)  not be permitted to vote on the Plan or participate in any distribution in these

proceedings on account of such Restructuring Claim; and

(c) not be entitled to receive further notice in these proceedings.

123442777



CLAIMS OFFICER

9. THIS COURT ORDERS that the Applicant, should it consider it necessary or desirable
to do so, with the concurrence of the Monitor, is authorized and empowered but not obligated to
appoint a Claims Officer under such terms as may be approved by the Monitor and enter into an
agreement with a Claims Officer fixing the reasonable remuneration of the Claims Officer as the
Monitor deems reasonable and appropriate. For greater certainty, the Applicant is authorized to
appoint more than one Claims Officer should the Monitor deem such appointment reasonable

and appropriate.

10. THIS COURT ORDERS that, subject to further order of the Court, each Claims Officer
shall determine the manner in which evidence may be brought before him or her as well as any
other procedural matters which may arise in respect of the determination of any Pre-Filing Claim

or Restructuring Claim.

NOTICE SUFFICIENT

11.  THIS COURT ORDERS that the publication of the Newspaper Notice and the mailing
to the Creditors of the Claims Package in accordance with the Claims Process and the
requirements of this Order shall constitute good and sufficient service and delivery of (i) notice
of this Order, (i1) the Claims Bar Date and (iii) the Restructuring Claims Bar Date, on all Persons
who may be entitled to receive notice and who may wish to assert Pre-Filing Claims or
Restructuring Claims and no other notice or service need be given or made and no other

document or material need be sent to or served upon any Person in respect of this Order.

FILING OF PROOFS OF CLAIM

12. THIS COURT ORDERS that a Proof of Claim shall be deemed timely filed only if
delivered by registered mail, personal delivery, courier, e-mail (in PDF format) or facsimile

transmission so as to actually be received by the Monitor on or before the applicable Bar Date.
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NOTICE OF TRANSFEREES

13. THIS COURT ORDERS that if a Creditor or any subsequent holder of a Pre-Filing
Claim or Restructuring Claim who has been acknowledged by the Monitor, in consultation with
the Applicant, as the holder of the Pre-Filing Claim or Restructuring Claim transfers or assigns
that Pre-Filing Claim or Restructuring Claim to another Person, neither the Applicant nor the
Monitor shall be required to give notice to or to otherwise deal with the transferee or assignee of
the Pre-Filing Claim or Restructuring Claim as the holder of such Pre-Filing Claim or
Restructuring Claim unless and until actual notice of transfer or assignment, together with
satistactory evidence of such transfer or assignment, has been delivered to the Applicant and the
Monitor by registered mail, courier, e-mail (in PDF format), personal delivery or facsimile
transmission and is actually received by the Applicant and the Monitor and, following such
notice, five (5) Business Days shall have passed. Thereafter, such transferee or assignee shall,
for all purposes hereof, constitute the holder of such Pre-Filing Claim or Restructuring Claim
and shall be bound by notices given and steps taken in respect of such Pre-Filing Claim or

Restructuring Claim in accordance with the provisions of this Order.

14, THIS COURT ORDERS that if a Creditor or any subsequent holder of a Pre-Filing
Claim or Restructuring Claim who has been acknowledged by the Applicant, with the consent of
the Monitor, as the holder of the Pre-Filing Claim or Restructuring Claim transfers or assigns the
whole of such Pre-Filing Claim to more than one Person or part of such Pre-Filing Claim or
Restructuring Claim to another Person or Persons, such transfers or assignments shall not create
separate Pre-Filing Claims or Restructuring Claims and such Pre-Filing Claims and
Restructuring Claims shall continue to constitute and be dealt with as a single Pre-Filing Claim
or Restructuring Claim for voting purposes notwithstanding such transfers or assignments.
Neither the Applicant nor the Monitor shall, in each such case, be required to recognize or
acknowledge any such transfers or assignments and shall be entitled to give notices to and to
otherwise deal with such Pre-Filing Claim or Restructuring Claim only as a whole and then only
to and with the person last holding the whole of such Pre-Filing Claim or Restructuring Claim
provided such Creditor may, by notice in writing delivered to the Applicant and the Monitor,

direct that subsequent dealings in respect of such Pre-Filing Claim or Restructuring Claim, but
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only as a whole, shall be dealt with by a specified Person and in such event, such Person shall be
bound by any notices given or steps taken in respect of such Pre-Filing Claim or Restructuring

Claim with such Creditor in accordance with the provisions of this Order.

NOTICES AND COMMUNICATION

15. THIS COURT ORDERS that except as otherwise provided herein, the Applicant and
the Monitor may deliver any notice or other communication to be given under this Order to
Creditors or other interested Persons by forwarding true copies thereof by ordinary mail, courier,
personal delivery, facsimile transmission or e-mail (in PDF format) to such Creditors or Persons
at the address last shown on the books and records of the Applicant, and that any such service or
notice by courier, personal delivery, facsimile transmission or e-mail (in PDF format) shall be
deemed to be received on the next Business Day following the date of forwarding thereof, or if
sent by ordinary mail on the third Business Day after mailing within Ontario, the fifth Business

Day after mailing within Canada, and the seventh Business Day after mailing internationally.

16.  THIS COURT ORDERS that any notice or other communication to be given under this
Order by a Creditor to the Monitor or the Applicant shall be in writing in substantially the form,
if any, provided for in this Order and will be sufficiently given only if delivered by registered
mail, courier, e-mail (in PDF format), personal delivery or facsimile transmission addressed to:

Ernst & Young Inc.

Court-appointed Monitor of

Terrace Bay Pulp Inc.,

Ernst & Young Tower

222 Bay Street

Toronto, ON M5K 1J7

E-mail; terracebay@ca.ey.com

Telephone: (866) 986-9676

Fax: (416) 943-3300

Attention: Franca Mazzulla re: Terrace Bay Claims

17. THIS COURT ORDERS that in the event that the day on which any notice or
communication required to be delivered pursuant to this Order is not a Business Day then such

notice or communication shall be required to be delivered on the next Business Day.
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18. THIS COURT ORDERS that in the event of any strike, lock-out or other event which
interrupts postal service in any part of Canada, all notices and communications during such
interruption may only be delivered by personal delivery, courier, e-mail (in PDF format) or
facsimile transmission and any notice or other communication given or made by prepaid mail
within the five (5) Business Day period immediately preceding the commencement of such

interruption, unless actually received, shall be deemed not to have been delivered.

AID AND ASSISTANCE OF OTHER COURTS

19. THIS COURT HEREBY REQUESTS the aid and recognition (including assistance
pursuant to section 17 of the CCAA, as applicable) of any court or any judicial, regulatory or
administrative body in any province or territory of Canada and any judicial, regulatory or
administrative tribunal or other court constituted pursuant to the Parliament of Canada or the
legislature of any province or any court or any judicial, regulatory or administrative body of the
United States and of any other nation or state to act in aid of and to be complementary to this

Court in carrying out the terms of this Order.
GENERAL

20. THIS COURT ORDERS that the Monitor is hereby authorized to use reasonable
discretion as to the adequacy of compliance with respect to the manner in which Proofs of Claim,
Notices of Revision or Disallowance and Notices of Dispute are completed and executed, and
may, if it is satisfied that a Pre-Filing Claim or Restructuring Claim has been adequately proven,
waive strict compliance with the requirements of this Order as to the completion and execution

of Proofs of Claim, Notices of Revision or Disallowance and Notices of Dispute.

21.  THIS COURT ORDERS that the Monitor, in addition to its prescribed rights and
obligations under the CCAA and under the Initial Order, shall assist the Applicant in connection
with the administration of this Order, and is hereby authorized and directed to take such other

actions and fulfill such other roles as are contemplated by this Order.

22. THIS COURT ORDERS that (i) in carrying out the terms of this Order, the Monitor

shall have all of the protections given to it by the CCAA and the Initial Order or as an officer of
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this Court, including the stay of proceedings in its favour, (ii) the Monitor shall incur no liability
or obligation as a result of the carrying out of its obligations under this Order, (iii) the Monitor
shall be entitled to rely on the books and records of the Applicant, and any information provided
by the Applicant. all without independent investigations, and (iv) the Monitor shall not be liable
for any claims or damages resulting from any errors or omissions in such books, records or

information.

23. THIS COURT ORDERS that the references in this Order and the Claims Process to the
singular shall include the plural, references to the plural shall include the singular and to any

gender shall include the other gender.

24.  THIS COURT ORDERS that notwithstanding the terms of this Order, the Applicant
and the Monitor may apply to this Court from time to time for directions from this Court with
respect to this Order, including the Claims Process and the schedules to this Order, or for such
further order or orders as either of them may consider necessary or desirable to amend,
supplement or replace this Order, including any schedule to this Order, and to establish a process

for the determination of the Excluded Claims, if considered necessary or desirable.

/‘%va—s“ //1

=

ENTERED AT { INSCRITA [ORONTO
(M f BOOK ek S
Iiﬁ:‘ [ DANS LE REGISTRE NO.-
ann
DEC 18 2008
SER | PAR ‘b\(

123442777

139



SCHEDULE “A”
TERRACE BAY PULP INC, CLAIMS PROCESS

DEFINITIONS

1. For purposes of this Claims Process the following terms shall have the following

meanings:

(a)
(b)
(c)

(d)

(e)

0

(2)

123442777

“Applicant” means Terrace Bay Pulp Inc.;
“Bar Dates” means the Claims Bar Date and the Restructuring Claims Bar Date;

“Business Day” means a day, other than a Saturday or a Sunday, on which banks
are generally open for business in Toronto, Ontario;

“CCAA” means the Companies’ Creditors Arrangement Act, R.S.C. 1985,
c. C-36, as amended;

“Claim™ means any right or claim of any Person that may be asserted or made in
whole or in part against the Applicant, whether or not asserted or made, in
connection with any indebtedness, liability or obligation of any kind whatsoever,
and any interest accrued thereon or costs payable in respect thereof, including
without limitation, by reason of the commission of a tort (intentional or
unintentional), by reason of any breach of contract or other agreement (oral or
written), by reason of any breach of duty (including, without limitation, any legal,
statutory, equitable or fiduciary duty) or by reason of any right of ownership of or
title to property or assets or right to a trust or deemed trust (statutory, express,
implied, resulting, constructive or otherwise), and whether or not any
indebtedness, liability or obligation is reduced to judgment, liquidated,
unliquidated, fixed, contingent, matured, unmatured, disputed, undisputed, legal,
equitable, secured, unsecured, present, future, known or unknown, by guarantee,
surety or otherwise, and whether or not any right or claim is executory or
anticipatory in nature including, without limitation, any right or ability of any
Person to advance a claim for contribution or indemnity or otherwise with respect
to any matter, action, cause or chose in action whether existing at present or
commenced in the future, including, without limiting the foregoing, any right or
claim of a non-unionized employee of the Applicant or any Tax Claim, provided
however, that a “Claim” shall not include an Excluded Claim;

“Claim Amount Notice” means a form of notice which the Monitor may include
with any Claims Package setting out the Applicant’s determination of the nature
and amount of such Creditor’s Pre-Filing Claim;

“Claims Bar Date” means 5:00 p.m. (Eastern Time) on February 8, 2010, or such
other date as may be ordered by the Court;
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“Claims Officer” means any individual appointed by the Applicant, under such
terms as are approved by the Monitor or further order of the Court, to act as a
claims officer for purposes of and in accordance with the Claims Process;

“Claims Package” means the document package which includes a copy of (i) the
Instruction Letter; (ii) a Proof of Claim, (iii) a Claim Amount Notice (if and as
applicable); and (iv) such other materials as the Applicant or the Monitor consider
necessary or appropriate;

“Claims Process” means the procedures outlined herein in connection with the
assertion and determination of Pre-Filing Claims or Restructuring Claims against
the Applicant;

“Claims Process Order” means the Order granted by the Honourable Mr. Justice
Morawetz of the Ontario Superior Court of Justice on December 18, 2009
approving the Claims Process:

“Court” means the Ontario Superior Court of Justice (Commercial List),

“Creditor” means any Person who has or may have a Pre-Filing Claim or
Restructuring Claim against the Applicant;

“Dispute Package” means, with respect to any Pre-Filing Claim or Restructuring
Claim, a copy of the related Proof of Claim, Notice of Revision or Disallowance
and Notice of Dispute;

“Excluded Claim” means (i) any Claim secured by the Administration Charge
and the Directors’ Charge (as each of the foregoing terms is defined in the Initial
Order); (ii) any Claim with respect to goods and/or services provided to the
Applicant on or after the Filing Date; (iii) that portion of a Claim arising from a
cause of action for which the Applicant is covered by insurance, but only to the
extent of such coverage; (iv) any Claim by a current or former unionized
employee of the Applicant; and (v) any Claim by Lucky Star Holdings Inc.;

“Filing Date” means March 11, 2009;

“Initial Order” means the Order granted on March 11, 2009 by the Honourable
Mr. Justice Morawetz of the Court, as may be amended from time to time;

“Instruction Letter” means the letter regarding completion of a Proof of Claim,
which letter shall be substantially in the form attached hereto as Schedule “B”;

“Known Creditors” means any Persons which the books and records of the
Applicant disclose were owed money or claim to be owed money as of the Filing
Date, by, or to the actual knowledge of the Applicant as of the Filing Date assert a
Claim against, the Applicant, which obligation remains unpaid in whole or in part.

“Mailing Date” means December 31, 2009;
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“Monitor” means Emst & Young Inc, in its capacity as the court-appointed
Monitor of the Applicant;

“Newspaper Notice” means the notice of the Claims Process to be published in
the newspapers listed in paragraph 4 of this Claims Process in accordance with
the Claims Process in substantially the form attached hereto as Schedule “F”;

“Notice of Dispute” means the notice that may be delivered by a Creditor who
has received a Notice of Revision or Disallowance disputing such Notice of
Revision or Disallowance, which notice shall be substantially in the form attached
hereto as Schedule “E”;

“Notice of Repudiation or Disclaimer” means a written notice in any form
issued on or after the Filing Date by the Applicant, and copied to the Monitor,
advising a Person of the restructuring, termination, disclaimer or repudiation of
any contract, lease, employment agreement, or other arrangement or agreements
of any nature whatsoever, whether oral or written and any amending agreement
related thereto and whether such restructuring, termination, disclaimer or
repudiation took place or takes place before or after the Claims Process Order;

“Notice of Revision or Disallowance” means the notice that may be delivered to
a Creditor revising or rejecting such Creditor’s Pre-Filing Claim or Restructuring
Claim as set out in its Proof of Claim in whole or in part, which notice shall be
substantially in the form attached hereto as Schedule “D”;

“Person” shall be broadly interpreted and includes, without limitation, an
individual, firm, partnership, joint venture, venture capital fund, limited liability
company, unlimited liability company, association, trust, corporation,
unincorporated association or organization, syndicate, committee, the government
of a country or any political subdivision thereof, or any agency, board, tribunal,
commission, bureau, instrumentality or department of such government or
political subdivision, or any other entity, howsoever designated or constituted,
including any Taxing Authority, and the trustees, executors, administrators, or
other legal representatives of an individual;

“Plan” means the plan(s) of compromise or arrangement to be filed by the
Applicant pursuant to the CCAA;

“Pre-Filing Claim” means any Claim (i) based in whole or in part on facts which
existed prior to the Filing Date, (ii) related to a time period prior to the Filing
Date or (iii) which would have been a claim provable in bankruptcy within the
meaning of the Bankruptcy and Insolvency Act (Canada) had the Applicant
become bankrupt on the Filing Date. A Creditor entitled to claim for interest
under its applicable agreement with the Applicant may claim for interest that has
accrued on its Pre-Filing Claim as of the Filing Date, but no claim for interest
shall be allowed for interest accruing after that date;
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“Proof of Claim” means the form to be completed and filed by a Creditor setting
forth its Pre-Filing Claim or Restructuring Claim, which proof of claim shall be
substantially in the form attached hereto as Schedule “C”;

“Proven Claim” means the amount, status and/or validity of the Claim of a
Creditor finally determined in accordance with this Claims Process which shall be
final and binding for voting and/or distribution purposes under the Plan (a Proven
Claim will be “finally determined” in accordance with this Claims Process when
(i) it has been accepted by the Applicant, with the consent of the Monitor, (ii) the
applicable time period for filing a Notice of Dispute in response to a Notice of
Revision or Disallowance issued by the Applicant has expired and no Notice of
Dispute has been filed in accordance with this Order, (iii) a Notice of Dispute has
been filed and a Claims Officer has been appointed with respect to such Notice of
Dispute and the Claims Officer has issued his/her determination with respect to
the amount, status and/or validity of a Claim submitted to the Claims Officer for
adjudication, and the time within which either party may file an appeal of such
determination has expired and no appeal has been filed, or (iv) any court of
competent jurisdiction has made a determination with respect to the amount,
status and/or validity of the Claim and no appeal or motion for leave to appeal
therefrom shall have been taken or served on either party, or if any appeal(s) or
motion(s) for leave to appeal or further appeal shall have been taken therefrom or
served on either party, any (and all) such appeal(s) or motion(s) shall have been
dismissed, determined or withdrawn);

“Restructuring Claim” means any Claim arising as a result of the restructuring,
termination, disclaimer or repudiation by the Applicant of any contract, lease,
employment agreement, or other arrangement or agreements of any nature
whatsoever, whether oral or written, and any amending agreement related thereto
on or after the Filing Date and whether such restructuring, termination, disclaimer
or repudiation took place or takes place before or after the date of the Claims
Process Order. For greater certainty, a Restructuring Claim may include a claim
by a non-unionized employee of the Applicant;

“Restructuring Claims Bar Date” means the later of: (i) the Claims Bar Date;
and (ii) 5:00 p.m. (Eastern Time) on the day which is 15 days after the date of the
Notice of Repudiation or Disclaimer;

“Rules” means the Ontario Rules of Civil Procedure;

“Tax” or “Taxes” means any and all amounts subject to a withholding or
remitting obligation and any and all taxes, duties, fees, and other governmental
charges, duties, impositions and liabilities of any kind whatsoever whether or not
assessed by the Taxing Authorities (including any Claims by any of the Taxing
Authorities), including all interest, penalties, fines, fees, other charges and
additions with respect to such amount;
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(i)  “Taxing Authorities” means Her Majesty the Queen, Her Majesty the Queen in
right of Canada, Her Majesty the Queen in right of any province or territory of
Canada, the Canada Revenue Agency, any similar revenue or taxing authority of
each and every province or territory of Canada and any political subdivision
thereof, and any Canadian or foreign governmental authority, and “Taxing
Authority” means any one of the Taxing Authorities;

(jj)  “Tax Claim” means any Claim against the Applicant for any Taxes in respect of
any taxation year or period ending on or prior to the Filing Date, and in any case
where a taxation year or period commences on or prior to the Filing Date, for any
Taxes in respect of or attributable to the portion of the taxation period
commencing prior to the Filing Date and up to and including the Filing Date. For
greater certainty, a Tax Claim shall include, without limitation, any and all Claims
of any Taxing Authority in respect of transfer pricing adjustments and any
Canadian or non-resident Tax related thereto:

(kk)  “Website”  shall mean the  Monitor’'s  website located at
www.ey.com/ca/terracebay .

NOTICE OF CLAIMS PROCESS

2 The Monitor shall cause a Claims Package, including an Instruction Letter, to be sent to
each Known Creditor by regular prepaid mail, facsimile transmission or email on or before the
Mailing Date. If provided to the Monitor by the Applicant prior to the Mailing Date, a Claim
Amount Notice shall be included in a Claims Package.

3. The Monitor shall cause a Claims Package, including an Instruction Letter, to be sent by
regular prepaid mail, facsimile transmission or email to each Creditor (a) who the Applicant has
advised the Monitor has received a Notice of Repudiation or Disclaimer prior to the date of the
Claims Process Order; on or before the Mailing Date; or (b) who has been sent a Notice of
Repudiation or Disclaimer following the date of the Claims Process Order; on the later of (i) the
Mailing Date, and (ii) within five Business Days of the Monitor’s receipt of the Notice of
Repudiation or Disclaimer.

4, The Monitor shall cause the Newspaper Notice to be published in the Globe and Mail
(National Edition) and the Thunder Bay Chronicle Journal, on or prior to December 29, 2009,
and in the Terrace Bay/Schreiber News, on or before January 12, 2010.

5 The Monitor shall post a copy of the Claims Process Order, a blank Proof of Claim form
and the Instruction Letter on the Monitor’s Website at www.ey.com/ca/terracebay on or prior to
December 23, 2009.

6. The Monitor shall cause a copy of the Claims Package to be sent to any Person requesting

such material as soon as practicable by ordinary regular prepaid mail, facsimile transmission or
email.
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FILING OF PROOFS OF CLAIM

7. Subject to paragraph 7 of the Claims Process Order, every Creditor asserting a Pre-Filing
Claim against the Applicant shall set out its aggregate Pre-Filing Claim in a written Proof of
Claim and deliver that Proof of Claim by registered mail, personal delivery, courier, e-mail (in
PDF format) or facsimile transmission so that it is received by the Monitor no later than the
Claims Bar Date.

8. Every Creditor asserting a Restructuring Claim against the Applicant shall set out its
aggregate Restructuring Claim in a Proof of Claim and deliver that Proof of Claim by registered
mail, personal delivery, courier, e-mail (in PDF format) or facsimile transmission so that it is
received by the Monitor no later than the Restructuring Claims Bar Date.

FORM OF PROOFKS OF CLAIM

9. Any Pre-Filing Claim or Restructuring Claim set out in a Proof of Claim shall be
denominated in the currency of the transactions underlying the Claim and then such Pre-Filing
Claim or Restructuring Claim shall be converted to and shall constitute a Claim in Canadian
dollars and such calculation will be effected using the noon spot rate of the Bank of Canada as at
the Filing Date.

DETERMINATION OF PRE-FILING CLAIMS AND RESTRUCTURING
CLAIMS

Review of Proafs of Claim

10. The Monitor, in consultation with the Applicant, shall review each Proof of Claim
received by the Claims Bar Date or Restructuring Claims Bar Date, as applicable, and subject to
paragraph 11 hereof shall accept, revise or disallow the Pre-Filing Claim or Restructuring Claim
for voting and/or distribution purposes under the Plan.

11. The Monitor, in consultation with the Applicant, may attempt to consensually resolve the
nature and amount of any Pre-Filing Claim or Restructuring Claim with the Creditor prior to the
Monitor accepting, revising or disallowing such Pre-Filing Claim or Restructuring Claim for
voting and/or distribution purposes under the Plan.

12.  If the Monitor, in consultation with the Applicant, accepts the Pre-Filing Claim or
Restructuring Claim for voting and/or distribution purposes under the Plan, then such Pre-Filing
Claim or Restructuring Claim shall be a Proven Claim for voting and/or distribution purposes
under the Plan.

Notices of Revision or Disallowarnce

13. If the Monitor, in consultation with the Applicant, determines to revise or disallow a Pre-
Filing Claim or Restructuring Claim for voting and/or distribution purposes under the Plan, the
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Monitor shall send a Notice of Revision or Disallowance of the Pre-Filing Claim or
Restructuring Claim, as the case my be, to the Creditor.

Notice of Dispute

14.  Any Creditor who disputes the nature or amount of its Pre-Filing Claim or Restructuring
Claim for voting and/or distribution purposes under the Plan as set forth in a Notice of Revision
or Disallowance shall deliver a Notice of Dispute to the Monitor by registered mail, personal
delivery, courier, e-mail (in PDF format) or facsimile transmission by 5:00 p.m. (Eastern Time)
on the day which is 14 days after the date of the Notice of Revision or Disallowance.

15.  The Monitor shall post a blank Notice of Dispute Form on the Monitor’s Website at
www.ey.com/ca/terracebay on or prior to December 23, 2009.

16.  Any Creditor who fails to deliver a Notice of Dispute by the deadline set forth in
paragraph 14 hereof shall be deemed to accept the nature and the amount of its Pre-Filing Claim
or Restructuring Claim as such Claim is revised, disallowed or set out in the Notice of Revision
or Disallowance and such Pre-Filing Claim or Restructuring Claim, as it has been revised,
disallowed or set out in the Notice of Revision or Disallowance, shall constitute a Proven Claim
for voting and/or distribution purposes under the Plan.

Resolution of Claims and Restructuring Claims

17; Upon receipt of a Notice of Dispute, the Monitor, in consultation with the Applicant,
may (i) attempt to consensually resolve the nature and amount of the Pre-Filing Claim or
Restructuring Claim with the Creditor for voting and/or distribution purposes, (ii) deliver a
Dispute Package to a Claims Officer appointed in accordance with the Claims Process Order, or
(iii) bring a motion before the Court in these proceedings to determine the nature and/or amount
of the Pre-Filing Claim or Restructuring Claim for voting and/or distribution purposes under the
Plan.

18.  If the Monitor and the Creditor consensually resolve the nature and amount of the Pre-
Filing Claim or Restructuring Claim, the Monitor may accept a revised Pre-Filing Claim or
Restructuring Claim, and any such revised Pre-Filing Claim or Restructuring Claim will
constitute a Proven Claim for voting and/or distribution purposes under the Plan.

19.  If a Dispute Package is delivered to the Claims Officer, the Monitor shall schedule, and
cause to be conducted before the Claims Officer a hearing to determine the nature and/or amount
of the Pre-Filing Claim or Restructuring Claim for voting and/or distribution purposes under the
Plan, and the Claims Officer shall as soon as practicable after the hearing, notify the Applicant,
the Monitor and the Creditor of his or her determination.

20.  The Monitor, the Applicant or the Creditor may within fourteen (14) days of receipt of
notification of the Claims Officer’s determination appeal such determination to the Court by
serving on the other party and filing with the Court a notice of motion in accordance with the
Rules, failing which the Claims Officer’s determination shall be deemed to be final and binding
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on the Applicant and the Creditor and shall constitute a Proven Claim for voting and/or
distribution purposes under the Plan.
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SCHEDULE “B”

INSTRUCTION LETTER FOR THE CLAIMS PROCESS OF
TERRACE BAY PULP INC.
(hereinafter referred to as “Terrace Bay”)

1. Claims Process

By order of the Honourable Mr. Justice Morawetz dated December 18, 2009 (the “Claims
Process Order”), in the proceeding commenced by Terrace Bay under the Companies’
Creditors Arrangement Act, R.S.C. 1985, c. C-36, as amended (the “CCAA"), Terrace Bay has
been authorized to conduct a claims process (the “Claims Process™). A copy of the Claims
Process Order, without schedules (other than Schedule “A™), is enclosed with this letter and a
copy of the Claims Process Order, with all schedules, may be found on the Monitor’s website at:
www.ey.com/ca/terracebay . Capitalized terms used in this letter, which are not defined in this
letter shall have the meaning ascribed to them in the Claims Process Order.

This letter provides instructions for completing the Proof of Claim. A Proof of Claim form is
included with this letter.

The Claims Process is intended for any Person asserting a Pre-Filing Claim of any kind or nature
whatsoever against Terrace Bay arising before the Filing Date, and any Restructuring Claim
arising after the Filing Date as a result of a restructuring, termination, disclaimer or repudiation
by Terrace Bay after the Filing Date of any contract, lease, employment agreement, or other
arrangement or agreements of any nature whatsoever, whether oral or written, and any amending
agreement related thereto and whether such restructuring, termination, disclaimer or repudiation
took place or takes place before or after the date of the Claims Process Order.

Current and former unionized employees of Terrace Bay are not required to submit a Proof of
Claim at this time. A claims process for unionized employees will, if necessary, be brought
forward in the future. Non-unionized employees of Terrace Bay who wish to make a claim
against Terrace Bay are required to submit a Proof of Claim.

If a notice setting out the amount which Terrace Bay has defermined to be the amount of vour
Pre-Filing Claim (a “Claim Amount Notice”) is enclosed with this letter. and you do not dispute
the nature or amount of such Claim as set out in the Claim Amount Notice. you are not required
to file a Proof of Claim. If a Claim Amount Notice is enclosed and vou dispute the nature or
amount of your Claim as set out in the Claim Amount Notice, you must file a Proof of Claim (as
referenced in paragraph 2 below) to avoid the barring and extinguishment of that portion of your
Claim that exceeds the amount set out in the Claim Amount Notice. Any Creditor who receives
a Claim Amount Notice and who does not file a Proof of Claim is deemed to have accepted the
nature and amount of such Claim. as set out in the applicable Claim Amount Notice. If a Claim
Amount Notice is not enclosed with this letter and you wish to file a Pre-Filing Claim you must
file a Proof of Claim (as referenced in paragraph 2 below) to avoid the barring and

extinguishment of any Pre-Filing Claim which you may have against Terrace Bay.
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If you have any questions regarding the Claims Process, please contact the court-appointed
Monitor at the address provided below.

All enquiries with respect to the Claims Process should be addressed to:

Ernst & Young Inc.

Court-appointed Monitor of

Terrace Bay Pulp. Inc.,

Ernst & Young Tower

222 Bay Street

Toronto, ON M5K 1J7

E-mail: terracebay@eca.ey.com

Telephone: (866) 986-9676

Fax: (416) 943-3300

Attention: Franca Mazzulla re: Terrace Bay Claims

2. For Creditors Submitting a Proof of Claim

[f you do not receive a Claim Amount Notice, or you receive a Claim Amount Notice and you
dispute the nature or amount of the Pre-Filing Claim as set out in the applicable Claim Amount
Notice, you are required to file a Proof of Claim, in the form enclosed herewith, and ensure that
it is received by the Monitor by 5:00 p.m. (Eastern Time) on February 8, 2010 (the “Claims Bar
Date”), to avoid the barring and extinguishment of any Pre-Filing Claim you may have against
Terrace Bay in excess of any amount set out in the Claim Amount Notice, if any.

To avoid the barring and extinguishment of any Restructuring Claim you may have against
Terrace Bay, you are required to file a Proof of Claim, in the form enclosed herewith, and ensure
that it is received by the Monitor by the later of: (a) the Claims Bar Date, and (b) 5:00 p.m.
(Eastern Time) on the day which is 15 days after the date of the Notice of Repudiation or
Disclaimer (the “Restructuring Claims Bar Date™).

Additional Proof of Claim forms can be found on the Monitor’s website at
www.ey.com/ca/terracebay or obtained by contacting the Monitor at the address indicated
above and providing particulars as to your name, address, facsimile number and e-mail address.
Once the Monitor has this information, you will receive, as soon as practicable, additional Proof
of Claim forms.

CLAIMS (SUBJECT TO PARAGRAPH 7 OF THE CLAIMS PROCESS ORDER WITH
RESPECT TO A CLAIM FOR WHICH A KNOWN CREDITOR RECEIVES A CLAIM
AMOUNT NOTICE THAT IS NOT DISPUTED BY SUCH CREDITOR) FOR WHICH
PROOFS OF CLAIM ARE NOT RECEIVED BY THE CLAIMS BAR DATE OR
RESTRUCTURING CLAIMS BAR DATE, AS APPLICABLE, WILL BE BARRED AND
EXTINGUISHED FOREVER AND YOU WILL BE PROHIBITED FROM MAKING OR
ENFORCING A PRE-FILING CLAIM OR RESTRUCTURING CLAIM AGAINST THE
APPLICANT AND YOU SHALL NOT BE ENTITLED TO ANY FURTHER NOTICE OR
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DISTRIBUTION, IF ANY, AND SHALL NOT BE ENTITLED TO PARTICIPATE AS A
CREDITOR IN THESE PROCEEDINGS.
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SCHEDULE “C”

PROOF OF CLAIM AGAINST TERRACE BAY PULP INC.
(hereinafter referred to as the “Applicant™)

Please read the enclosed Instruction Letter carefully prior to completing this Proof of
Claim. Defined terms not defined within this Proof of Claim form shall have the meaning
ascribed thereto in the Claims Process Order dated December 18, 2009 as may be amended
from time to time.

1. Particulars of Creditor

(a) Full Legal Name of Creditor: (the “Creditor”)
(Full legal name should be the name of the original Creditor of the Applicant, regardless of
whether an assignment of a Claim has been made, or a portion thereof, has occurred prior to or
following the Filing Date.)

(b) Full Mailing Address of the Creditor (the original Creditor, not the Assignee):

(c)  Telephone Number:
E-mail Address:
Facsimile Number:
Attention (Contact Person):

(d) Has the Claim been sold, transferred or assigned by the Creditor to another party?
Yes: [ ]
No:  [__]

2.

Particulars of Assignee(s) (If any):

(a) Full Legal Name of Assignee(s): (If a portion
of the Claim has been assigned, insert full legal name of assignee(s) of the Claim. If there is
more than one assignee, please attach a separate sheet with the required information.)

(b) Full Mailing Address of Assignee(s):

(c) Telephone Number of Assignee(s):

(d) Facsimile Number of Assignee(s):

12344277.7
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(e) E-mail Address:
() ~ Attention (Contact Person):
3. Proof of Claim:
I, (name of individual Creditor or Represeniative of
Corporate Creditor), of (City, Province or State) do hereby

certify:
(i) that [

[ ] am the Creditor of the Applicant; OR

[ ] am (state  position or
title) of (name of Creditor)
(it) that I have knowledge of all the circumstances connected with the Claim

referred to below;

(iii) The Applicant was and still is indebted to the Creditor as follows;
A PRE-FILING CLAIM:
CDN$ (insert § value of Claim)
B. RESTRUCTURING CLAIM:
CDNS$ (insert 8 value of Claim)

(Claim arising after the Filing Date resulting from the restructuring,
termination, disclaimer or repudiation afier the Filing Date of any
contract, lease, employment agreement, or other arrangement or
agreements of any nature whatsoever, whether oral or written, and any
amending agreement related thereio)

C. The Creditor’s Claim is denominated in:

[ ] Canadian Dollars
[ ] U.S. Dollars

[ 1 Other: (stipulate other currency referenced)

D. TOTAL CLAIM(S) §

(Note: Claims in a foreign currency are to be converted to Canadian Dollars at the noon spot
rate of the Bank of Canada as at the Filing Date.)

12344277.7
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4, Nature of Claim:

(Check and complete appropriate category)

[ 1 A UNSECURED CLAIM OF § . That in respect of this debt,
no assets of the Applicant are pledged as security.

[ | B. SECURED CLAIM OF §

That in respect of this debt, assets of the Applicant valued at § are pledged
to me as security, particulars of which are as follows:

(Give full particulars of the security, including the date on which the security was given and the
value at which you assess the security, and attach a copy of the security documents.)

3. Particulars of Claims:

Other than as already set out herein, the particulars of the undersigned’s total Pre-Filing Claim
and/or Restructuring Claim are attached.

(Provide all particulars of the claims and supporting documentation, including amount,
description of transaction(s) or agreement(s) giving rise to the claims, name of any guarantor
which has guaranteed the claims, and amount of invoices, particulars of all credits, discounts,
ete. claimed, description of the security, if any, granted by the Applicant to the Creditor and
estimated value of such security.)

6. Filing of Claims:

This Proof of Claim must be received by no later than 5:00 p.m. (Eastern Time) on February 8,
2010 (the “Claims Bar Date”) if your claim is not a Restructuring Claim.

Proofs of Claim for Restructuring Claims arising after the Filing Date resulting from a
restructuring, termination, disclaimer or repudiation after the Filing Date of any contract, lease,
employment agreement, or other arrangement or agreements of any nature whatsoever, whether
oral or written, and any amending agreement related thereto, must be received by the later of: (a)
the Claims Bar Date, and (b) by 5:00 p.m. (Eastern Time) on the day which is 15 days after the
date of the Notice of Repudiation or Disclaimer (the “Restructuring Claims Bar Date”).

FAILURE TO FILE YOUR PROOF OF CLAIM AS DIRECTED BY THE CLAIMS BAR
DATE OR RESTRUCTURING CLAIMS BAR DATE, AS APPLICABLE, WILL
RESULT IN YOUR CLAIM BEING BARRED AND EXTINGUISHED FOREVER, AND
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YOU WILL BE PROHIBITED FROM MAKING OR ENFORCING A CLAIM AGAINST
THE APPLICANT.

This Proof of Claim must be delivered by registered mail, personal delivery, e-mail (in PDF
format), courier or facsimile transmission at the following addresses:

Ernst & Young Inc.
Court-appointed Monitor of
Terrace Bay Pulp Inc.,
Ernst & Young Tower

222 Bay Street

Toronto, ON M5K 1J7

E-mail: terracebay@ca.ey.com
Telephone: (866) 986-9676
Fax: (416) 943-3300

Attention: Franea Mazzulla re: Terrace Bay Claims

DATED this day of ,20

Per:

Witness:

Print name of Creditor:

If Creditor is other than an individual, print
name and title of authorized signatory

Name:

Title:

1234427707
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SCHEDULE “D”

NOTICE OF REVISION OR DISALLOWANCE
OF TERRACE BAY PULP INC.
(hereinafter referred to as the “Applicant™)

Name of Claimant:

Reference #:

Pursuant to the order of the Honourable Mr. Justice Morawetz dated December 18, 2009, Emnst
& Young Inc. in its capacity as Monitor of the Applicant, hereby gives you notice that the
Monitor has reviewed your Proof of Claim and has revised or rejected your Claim as follows:
A) Your Pre-Filing Claim has been revised or rejected for:

L] Voting Purposes

[J Distribution Purposes
B) Your Restructuring Claim has been revised or rejected for:

[J  Voting Purposes

[J Distribution Purposes

<) Revision or Disallowance:

Proof of Pre-Filing
Claim or
Restructuring
Claim as Submitted
(3CDN)

Revised Pre-Filing
Claim or
Restructuring
Claim as Accepted
(SCDN)

Secured
(3CDN)

Unsecured
($CDN)

Total Claim

Reason for the Revision or Disallowance:

12344277.7
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If you do not agree with this Notice of Revision or Disallowance please take notice of the
following:

If you intend to dispute a Notice of Revision or Disallowance, you must, by 5:00 p.m.
(Eastern Time) on the day which is fourteen (14) days after the date of this Notice of
Revision or Disallowance, deliver a Notice of Dispute, in the form attached hereto, by
registered mail, personal service, e-mail (in PDF format), facsimile or courier to the
address indicated herein. The form of Notice of Dispute is attached to this Notice.

[f you do not deliver a Notice of Dispute in the time specified, the nature and amount of your
Pre-Filing Claim or Restructuring Claim, as the case may be, shall be determined to be as set out
in this Notice of Revision or Disallowance for voting and/or distribution purposes.

Address for Service of Notices of Dispute:

Ernst & Young Inc.

Court-appointed Monitor of

Terrace Bay Pulp Inc.,

Ernst & Young Tower

222 Bay Street

Toronto, ON M5K 1J7

E-mail: terracebay@eca.ey.com

Telephone: (866) 986-9676

Fax: (416) 943-3300

Attention: Franca Mazzulla re: Terrace Bay Claims

IF YOU FAIL TO TAKE ACTION WITHIN THE PRESCRIBED TIME PERIOD, THIS
NOTICE OF REVISION OR DISALLOWANCE WILL BE BINDING UPON YOU.

Dated at this day of , 2010.

12344277.7
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ERNST & YOUNG INC.

In its capacity as the court-appointed
Monitor of Terrace Bay Pulp Inc.

Per:

[NAME]

12344277.7



NOTICE OF DISPUTE OF TERRACE BAY PULP INC.

Pursuant to the order of the Honourable Mr. Justice Morawetz dated December 18, 2009, we
hereby give you notice of our intention to dispute the Notice of Revision or Disallowance
bearing Reference Number and dated

issued by Ernst & Young Inc. in its capacity as Monitor of the Applicant in respect of our Claim.

SCHEDULE “E”

(hereinafter referred to as the “Applicant”)

Name of Creditor:
Reviewed Claim | Reviewed Claim
as Accepted as Disputed Secured Unsecured
($CDN) ($CDN) ($CDN) ($CDN)
Total Claim

Reasons for Dispute (attach additional sheet and copies of all supporting documentation if

necessary):

Signature of Individual:

Date:

(Please print name):

Telephone Number: (___ )

Facsimile Number: ( )

Email Address:

Full Mailing Address:

12344277.7123442772
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THIS FORM AND SUPPORTING DOCUMENTATION TO BE RETURNED BY
REGISTERED MAIL, PERSONAL SERVICE, E-MAIL (IN PDF FORMAT),
FACSIMILE OR COURIER TO THE ADDRESS INDICATED HEREIN AND TO BE
RECEIVED BY 5:00 P.M. (EASTERN TIME) ON THE DAY WHICH IS FOURTEEN
(14 DAYS AFTER THE DATE OF THE NOTICE OF REVISION OR
DISALLOWANCE.

Address for Service of Notices of Dispute:

Ernst & Young Inc.
Court-appointed Monitor of
Terrace Bay Pulp Inc.
Ernst & Young Tower

222 Bay Street

Toronto, ON M5K 117

E-mail: terracebay@eca.ey.com
Telephone: (866) 986-9676
Fax: (416) 943-3300

Attention: Franca Mazzulla re: Terrace Bay Claims

12344277.7
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SCHEDULE “F”
NEWSPAPER NOTICE

NOTICE TO CREDITORS OF TERRACE BAY PULP INC.
(referred to as “Terrace Bay”)

RE: NOTICE OF CLAIMS PROCESS FOR TERACE BAY PURSUANT TO THE
COMPANIES’ CREDITORS ARRANGEMENT ACT (CCAA”)

This notice is being published pursuant to an order of the Honourable Mr. Justice Morawetz of
the Ontario Superior Court of Justice dated December 18, 2009 (the “Claims Process Order”).
Any person who may have a claim against Terrace Bay should review and comply with the
Claims Process Order.

Any person having a claim against Terrace Bay arising or relating to the period prior to
March 11, 2009 (the “Filing Date”), or would have been a claim provable in bankruptcy had
Terrace Bay become bankrupt on the Filing Date and who does not receive a Claim Amount
Notice with their Claims Package, or who receives a Claim Amount Notice with their Claims
Package but disputes the amount or nature of their claim as listed in their Claim Amount Notice,
should send a Proof of Claim to Ernst & Young Inc., in its capacity as the court-appointed
Monitor of Terrace Bay, to be received by no later than 5:00 p-m. (Eastern Time) on February 8,
2010 (the “Claims Bar Date”).

Proofs of Claim for claims arising after the Filing Date as a result of a restructuring, termination,
disclaimer or repudiation by Terrace Bay after the Filing Date of any contract, lease,
employment agreement, or other arrangement or agreements of any nature whatsoever, whether
oral or written, and any amending agreement related thereto, must be received by the later of: (a)
the Claims Bar Date, and (b) 5:00 p.m. (Eastern Time) on the day which is 15 days after the date
of the applicable notice of repudiation or disclaimer (the “Restructuring Claims Bar Date”).

Current and former unionized employees of Terrace Bay are not required to submit a Proof of
Claim at this time. A claims process for unionized employees will, if necessary, be brought
forward in the future. Non-unionized employees of Terrace Bay who wish to make a claim
against Terrace Bay are required to submit a Proof of Claim.

Creditors requiring more information or who have not received a Proof of Claim form or Claims
Package (which may include a Claim Amount Notice) should contact Ernst & Young Inc., the
court-appointed Monitor of Terrace Bay, by telephone at (866) 986-9676, fax at (416) 943-3300,
or email at terracebay@ca.ey.com to obtain a Proof of Claim form, Claims Package or visit the
Monitor"s website at www.ey.com/ca/terracebay.

PROOFS OF CLAIM WHICH ARE NOT RECEIVED BY THE APPLICABLE BAR
DATES SPECIFIED HEREIN WILL BE BARRED AND EXTINGUISHED FOREVER.
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