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Court File No. CV-02-8062-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE MR. ) WEDNESDAY, THE 1™
)
]USTICE MORAWETZ ) DAY OF MARCH, 2009
":’:‘ l: u Y F

/=
Ly 1N THE MATTER OF THE COMPANIES' CREDITORS
x\v & ARRANGEMENT ACT. R.S.C. 1985, c. C-36, AS AMENDED

LI |- \f
R\m-_ﬁ,,__.-,_-- AND IN THE MATTER OF A PLAN OF COMPROMISE OR.
ARRANGEMENT OF TERRACE BAY PULP. INC.

INITIAL ORDER

THIS APPLICATION, mase by thie Applicant, parsuant to the Compianies’ Creditors
Arrangement Act, R-S.C. 1985, c. C-36, as amended (the "CCAA™)-was heard this day at 330
University Avenue, Torento, Dntatio,

ON READING the affidavit of Russell York sworn March 10,2009 and the Exhibits-
fhereto aid on hearing the submissions:of cannsef for the Applicant and counsel for Nexcap
Firimsice Corporation: (“Nexcap”), and-op reading the consent of Erst & Young Inc. to act-as
the Monitor (the “Monitor™),

SERVICE

1. THIS COURT ORDERS that the‘time for service of the Notice of Application and the
Application Regord is hiereby abridged so that this Ap;‘:li‘éatiori'ik-pmpeﬂjf}rétum’&b!&-lﬂday
and herehy dispenses with further service thereof, .
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APPLICATION

9. 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 hiave the autharity to file and may,
subject to further order of this Court, fite with this Court a plan of comproniise or arrangement
(hereinafter refesred to'as ihe "Plan”) between. inter afia, the Applicant and 6ne or more
classes of its secuted 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. underialings and properties of every nature and kind whatsoever,
arict wherever situaté including alt proceeds theieof (the “Propeity™). Subject to further Order
ofthis Court,. the Applicant shall contiivee fo.cairy dn businest iri 2 manner consistent with the
ﬁm‘;e:vaition of its bosingss (the “Business™) and Property. The Applicant shall be anthorized
and empowered to continue 1o ietain and employ theremployees, 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
ok desirable in the ordinary course-of business or for the sartying out of the terms of this
Order,

5. THIS COURT ORDERS that the Applicant shigll pay the following sxpenses whether
ingurred prior to orafter this Order:

(a) al} outstanding ad futuré wages, salaries, employee and pension benefits,
vaeation pay, and expenses payable on-or afler the date of this Order, but not
severance and tepmination pay, in each casé ineltired in the ordinary course of
business.and consistent with existing conipensation policies and arrangements:.

{b) theees and disbursements of any Assistants refained or employed by the’
Applicant inrespect of these proceedings, at their staniddrd rates and charges; and
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()  monthly interest toNexeap on the outstanding indebtedness at the rite of 7.6% as
prescribed by the Credit Agreement dated July 26, 2007 along with all reasenable
eosts and fees at standard rates and charges permifted thereunder;

provided that unless specifically contemplated by this paragraph, the Agpplicant shall only
be ealitled (but not required) to pay costs and expenses that were incuﬁe;:_l hefore the date
of this Order to the extent that stich costs and expenses are deemed necessary for the
preservation of the Propexty and/or the Business by the- Applicant, the Monitor and
Nexcap, orupon further order in these proceedings.

6.  THIS COURT ORDERS that, except 4 otherwise provided o the contraty herein, the
Applicant shall be éntitled but not required to pay all reasonuble expenses incurred by the
Applicant in carrying on the Business in the ordinary céurse affer this Order, and in cdrying
out the provisions of this Order, which expenses shall include, without limitafion:

(@) ol expenses and capital expenditures reasonably necessary for the preservation of
the Property or the Business in¢luding, without limitation; paynients on-account
-of insuranee (including dirgetors and officers insurance), maintenance and
seciinty services; and

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

7. TITIS COURT ORDERS thet the Applicant shall remit, in accordamice with legal
requirements, or pay:

() anystatutery deemed frust amounts in favour of the Crown in right of Canada or
of any Province thereof or any other taxation avthority which are required lo be
deducted from employess' wages, ingluding, without Hraitation, aaounts in
respeet of (i) employment insucance, (i) Canada Pension Plan, (iii) Quebee
Pension Plan, and (iv) incorne taxes; '
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(b) all goods and services or other applicable sales taxes {collectively, "Sales Taxes”)
required o be remitied by the Applicant in cennection with the sale of goods and
services by the Applicant, but anly where such Sales Taxes ars 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 remitied until on or |
after the date of this Order, and o

(¢)  anyamount 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
miinicipal realty; muiicipal busingss or other taxes, assessments ot 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 o 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 fasther Order of this Cotut: (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 ﬂ;isdaié, except that the Applicant is entitled to pay to Nextcap any surplus
amounts-in' permanent reduction of outstanding principal after estimated operating costs; (b to
grant mo security interests, trust, Jiens, charges or encunibrances upon or in respect of any aof
its Property; (c) to not grant credit or incur liabilities except in the ordinary. courge of the
Business; (d) to pay- to Nexcap the amount-of $3.300,000 currently in treasury bills pledged to
providers of utilities upon rejease from such pledges and maturity of the treasury bills; and

(e} to maintain 81,700,000 in a ssparate segregated interest bearing account.

9, THIS COURT ORDERS that the:Applicant shall not cease 10 provide water supply
services to the Town of Terrage Bay: other than with court approval on 2 weeks notice to the
Town-of Terrace Bay.

10.  THIS COURT ORDERS ihat the Applicant shall, subject to (he terms ofthis Order,
have the right 1o: '
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(@ permanently or temporarily cease, downsize or shut down any of its business or
operations and to.dispose of redundant or-non-material assets siot exceeding
$250,000 in any one transaction or $1,000,000 in the aggregate;

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

(¢) repudiate such of its arrangements or agreements-of any nature whalsoever,
whether oral or written, as the Applicant deems appropriate and with the consent
of the Vignitor: and

(@ -pursueall avenues of refinancing and offers for material parts of'its Business or.
Praperty, in whole or part, in accordance with the Solicitation Pracess approved
herein at paragraph 33, subject to. prior approval of this Court being obtained
before any material refinancing or any sale (except as permitted by subparagraph
(), above),

(6)  proceed with an orderly Hquidation 6f such Property a8 the Applicant deems
necessary or appropriate, including retaining aoy liquidarer or advisor in
connection therewith;

()  sell, convey, transfer, assign, lease, or inany other maniier 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 foregping to permit the Applicant to-proceed with an orderdy restructuring of the
Business.(the "Restrueturing”),

NO PROCEEDINGS AGAINST THE APPLICANT OR THE PROPERTY

11.  THIS COURT ORDERS that until and including April 10, 2009, or such later date-as
this Coutt ay order (the "Sidy Period”), no proceedinig or enforcement process in any court
or tribimal (each,a "Proceeding"} shall be commenced or continued against or in respect of
the Applicanit or thé Monitor, or affecting the Business or the Property, except with the written,
conscit of the Applicaiit ind the Monitor, or with leave of this Court, and any and alf
Proceedings currently under way agaiiist or in-respect of the Applicant or affecting the
Business or the Property are hersby stayed and suspended pending fiurther Order of this Court.

{2280362.6
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NO EXERCISE OF RIGHTS OR REMEDIES

12, THIS COURT ORDERS that during the Stay Period, all fights 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, oraffecting the
Business.or the Pmi:erty, are hereby stayed and suspended. except with the written consent of
the Applicant and the Monitor, or leave ofthis.Court, provided that nothing in this Order shall
(i) empower tite Applicant fo carry on afyy business which the Applicant is'not lawfully
eﬁﬁtled 1o carry on, (ii) exempt the Applicant frory compliance with statutory or regulatory
provisions relating 1o health, safety or the environment, (iii) prevent the fling of any
registration to' preserve or re-perfect an existing security interest, or (iv) prevent the
registration of a claimi for lien.

NO INTERFERENCE WITH RIGHTS

13.  THIS COURT ORDERS that during the Stay Period, no Person shall discontinue, il
{0 honour, aler, intexfere with; répudiate; terminate or cease 10 perform any right, renewal
right, contract, agreement, Ticence or pexmit in favour of or held by the Applicant, and the
-Applicant shall be entitled to possession of its Properly, wherever sityate, without any
interferénce of any kind from any Person exeept with the written consent of the Applicant and
the Monitor, oz leave of this:Court.

CONTINUATION OF SERVICES,

14.  THIS COURT QORDERS thatduring the Btay Period, all Persons havipg oral of written
agreements with the. App!ié‘.ﬂn;’ or statutbry or regulatory:mandates for the supply of goods.
and/or services, inchiding without limitation all computer software; communication and other
dala services, centralized banking services, payroll services, insurance, fransportation,
services, utility or-other services 10 the Business or the:Applicant, are hereby restrained unl
farther Order of this Court from discontinuing, altering, interfering with or terminiating the
supply of such goods or sexvices as may be required by the Applicant, and that the Applicant
shall be cntitled to the continued use of its current premises, telephione numbers, facsimile
numbers, interniet addresses and domain names, provided in-each case that the normal prices
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ar charges for all such goods or services received affer the date of this Orderare paid by the
Applicantin 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 Moniter, or as may be ordered by this Court.

NON-DEROGATION OF RIGHTS'

15.  THIS COURT ORDERS that, notwithstanding anything else contained herein, no
ereditor of the Applicant shall be under any obligation after the making of this Order to
advance or re-advance any monies or othenwise 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 exeeptas pexmitted by
snbsection 11.5(2) of the. CCAA. no Prpceeding may be commented or contintied against any
of the former, cutrrent or fisture directors or officers of the Applicant with respect to any claim
agpinst the directors or officers that arose before the date heteofand that relates to az_ty'
obligatiors of the Applicant whereby the directors or officers are alleged underanylaw-to be
liable in, their capacity as directors or officers for the paymenit or performance of such
obligations, until a comprosmise or arrangement in respect of the Applicart, if one is filed, is
sanctioned by this Court or is refused by the-creditors of the Applicant or this Court.

PIRECTORS' AND OFFICERS’ INDEMNIFICATION AND CHARGE

7. THIS COURTORDERS that fhe Applicant shall indemuify its direétoss and officers
from all ‘claims, costs, charges and expeiisesrelating to the failare of the Applicant, after the
date hercof; to make: payments of the nature referred to in subparagraphs 5(a), 7(a), 7(b) and
(c) of this Order which they sustain or incur by reason of or in relation to their respective
capacities as directors and/or officers of lie Appli¢ant except to the extent that, with respect to
any officer or director, such officer or director hias actively participated in thé‘breach of any
rclated fidutiary 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
‘efititled to the benefit of and are hereby granted a charge {the "Directors’ Charge”) on the
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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 Directors™ Charge shall have the
priofity set out in paragraphs 29 and 31 herein.

19.  THIS COURT QRDERS that, notwithstanding =ny language in any applicable
insurance policy to the contrary, (a) no insurer shall be entitled to be subrogated to or claim
the benehit of the Dircctars’ Charge, and (b) the Applicant’s directors and officers shull only be
entitled to the benefit ofthe Directors” Charge to the extent that they do not have coverage
under any directoss”and officess' insurdrice policy, or (o the extent that such coverage is
insufficient to pay amounts indemnified in aécordance with paragraph 17 of this Order.

APPOINTMENT OF MONITOR

20. THIS COURT ORDERS that Ernst & Young Inc. is hereby appoinied pursuant to the
‘CCAA as the Monitor, an officer of this Court, to monitor‘the Property and the Applicant’s
canduct of the Business with the powers and obligations set out iri the CCAA orset forth
herein and that the-Applicast and its shareholders. officers, difectors, and Assistants shall
advise the Monitor 6f 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 Montor, in addition to its prescribed rights and
obligations under the CCAA, is hereby direcied and empowered to-

()  onitor the Applicant’s recejpts and disbirsements and report on a weekly basis
1o Mexcap;

(b)  reportio this Court at such times and intervals as the Maonitor may deem
appropxidle with respect to matters relating to the Property, the Business, and such
wother malters as may. be.relevant to the proecedings herein;

(c)  assistthe Applicant, to the extent required by the Applicant, irfits dissernination,
16 Nexcap (and its financial advisor, PricewnterhouseCoopers Inc, (PwC”)) and
to. Lucky Star Holdings Ing, (the “Secured Creditors?) and their counsel ona
periodic basis (and noless than weekly) of financial and other information as

122803696 |
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agreed tp 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 beé réviewed
with the Monitor and delivered to the Secured Creditors and their counselona
petiodic basis (and no less than weckly) as agreed o by the Secured Creditors;

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

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

have full and compléte access o the books, records and management, employees
and advisors of the Applicant and to the Business and the Propetty to the extent
required to perfonn'ifs duties arising under this Order;

be at liberty to engage independent legal counse! or such other persons as the
Monitor deems necessary or advisable respecting the exerclse of its powers.and
performanse ofits obligations nnder this Order, including being at liberty to retain
and utilize the services of enlities related to the Monitor as may be necessary to
perform its duties herennder;

‘consider. and if deernéd advisable by the Monitdr, prepare a report and
assessment on the Plan; ‘

adviseand assist the Applicant as tequested in its negotiations and disenssions
with suppliexs, customers; creditors and othef stalkeholders;

Aassist the Applicant in thé conduct of aniy-solicitation: process or processes as the
Applicant nay eonsider necessary or advisable to-sell the'Property aud Business
or-any pact thereof, including pursvant to'the Solicitation Process approved
‘herein;

perforin such otherdufies as are required by this Order or by this Court from time
1o time; and
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(m) facilitals access by PwC 1o the pulp mill site to conduct a feld examination for
Nesxcap.
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 ofthe
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.

93, THIS COURT ORDERS that nothing herein contained shall require the Monitor to
aeeupy or totake contol, care, charge, possession or management (separately and/or
collectively, “Possession”) of any of the Property that might be environmentally
contaminated, right bé a pollutant or 2 contaminant, or might cause or-contribute to a spill,
discharge, release or déposit of a substance contrary to any federal, provincial or other law
respeeting the protection, conseivetion, enhancement, remediation or refiabilitation ofthe
environment or relating to the disposal of waste or other coritamination including, without
limitation, the Canadian Envirotuental Protection-Act, the Ontario Environmental Protection
Agt, the Ontarto Water Resdurcies Act, or the-Ontario Occupatioial Health and Safely Act and
regulations thereunder (the "Environmeéntal Legislationt"), 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 deénied 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 pravide the Secared Creditors and
any other credifor of thie Applicarit with information provided by the Applicant:in tesponse to
reasonable requests for information niade 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.cdse of information that the Monitor has
beep advised by the Applicant is confidéxtial, the Moniter shall not provide such information
to-creditors unless otherwise-directed by this'Court or on such terms 4s the Menitor and the
Applicant may ngree-

12280369.6
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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 inctir no lability or
obligation as a result of its‘appointmient or the carrying out of the provisions of this Order,
saye and except for any gross negligence or wilful misconiduct on its part, Nothing,in this
Oxder shall derogate from the protections afforded the Monitor by the CCAA orany
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 ancl charges, by the Applicant as part of the costs of these proceedings. The Applicant is
hereby aunthorized and directed to pay the accounts of the Moriilor, counsel for the Monitox
and cotmsel for the Applicant on:a weekly basis.

27.  THIS COURT ORDERS that the Monitor and its legal counsel shall pass their
gegounts from tire to time, and for thiis purpose the accounts of the Monitor and its legal
counsel ace hereby referred to a judge of the Commiercial List of the Oniario-Supetior Court of
Justice.

28. THIS COURT ORDIERS that the Monitor, counsel to the Wonitor, if any, and the
Applicant's counsel shall be entitled 1o the benefit of and are hereby granted a charge (the

YA dministiation Charge™) on the Property, which charge shdll not eiceed 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 sueh counsel, bath before and after the making
‘of this Order in respesct of these proceedings. The Administration Charge shall hiave:the
priority. set out in paragraphs 29 angd-3] hereof.

VALIDITY AND PRIORITY OF CHARGES CREATED BY THIS ORDER
29.  THIS COURT ORDERS that the priorifies of the Disectors” Charge, and the
Administeation.Charge, a5 among them, shall be as follows:

First ~ Administiation Cherge. (to the maximum amonnt of $750,000); and
Second —Directors’ Charge: (to the maximum aniount of'$2,500,000).

12230369:6
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30.  THIS COURT ORDERS that the filing, registration or perfection of the Directors’
Charge and the Adminstration Charge (collectively, the “Charges™) shall ot bee required, and
that the Charges shall be valid and enforceable for all purposes, including as against any right,
1itle or interest filed, registersd, recorded of perfected subsequent to the Charges ¢oming into
existence, notwithstanding any such failure to file, register, record or perfect.

31.  THIS COURT ORDERS that each of the Dircetors® 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 (o all other security interests, trusts, liens, charges and
‘encumbranges, statutory or otherwise (zollectively, "Encumbiances”) in favour of any Person,
with the exception that the Directors” Charge shall raink 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 Cowt, the Applicant shall.nat grant any En¢umbrances over any
Property that enk in priority 10, of pari passu with; the Direttors’ ‘Charge or the
Administration Charge, unless the Applicant also obfains the prier written consent-of the
‘Monitor and the beusficiaries of the Dire‘ctérs’ Charge and the Administration Charge, or
farther Order of this Court,

33.  THIS COURT ORDERS that the Charges shall not be.readered invalid or
unenforceable and the rights and remédies.of the chargees entitled to the benefit of the
Charges (collectively, the "Chargees") shall not gtherwise be limited of impaired in.day- wivy
by (a) the pendency of these proceedings and the declarations of inselventy made herein; ()
any application(s) for bankruptey order(s) issued pirsvant 16 the Bankruptey and Insolvency
Act(“BIA™), or any bankruptey ordermade pursuant to such applications: (¢) the filing of any
assignmenits for the: ganeral bencfit of creditors sade pursuant to the BEA; (d) the provisions
of any federal or provincial siautes; or () any negative covenants, prohibitions or other
similar provistons with respect-to berroswings. ineurring debt or the ¢reation of Encumbrances,
contained in any existing loan documents, lease, sublease, offer to lease oF otiér agreemeit
(qplimuimly, an "Agresment”) which binds the Applicant, and notwithstanding ariy. provision
to the confrary in any Agreemeit:

A2280369.6
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(@  neither the creafion of the Charges nor the excoution, delivery, perfection,
registration or petformance of any dochiments 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 yesuit
of any breach of any Agreement caused by or resulting frorm the creation of the
Charges, or the excoution, delivery or performance.of any agresments or
obligations in respect thereof; and

(¢) the granting of the Charges do not and will not constitate fraudulent preferences,
fraudulent conveyances, oppressive conguct, setiements 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
agrangements-for the purchase of log and chip inventory owried by Buchanan Forest Products
Lid. and:stored by the Applicant, provided-that the puschase and prpcessing of the logand
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 anii the Applitant ar€ hereby authicrized to
tonduct a-pracess for the solicitation of offers for a financing or a sale of the Property (the
“Sglicitation Process™), and ate axithorized to take sich steps as are necessary oradvisable in
émrrying out the Solicitation Process inaccordance with the following tinietable, with such
modifications, amendments or extensions of time-as the Applicht and thé Monitor may deer
appropriate in the circumstances:

(8)  Prepastion of Copfidential Information Memorandur and identification of
potential offérors: by March 23, 2009;

{b) Dissemination of Confidential Information Memorandum to-interested parties on:
exécution of confidentiality agreéments: by April 6, 2609;.and

{c)  Deadline forexpressions of interest: by April 24, 2009.
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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 thnt the Moniter shall, within ten (10) business days of the
date oF entry of this Order, sesid notice of this Order to the known creditors of the Applicant,
other thein employees and creditors to which the Applicant owes less than $230, at their
addresses as they appear on the Applicant’s records, advising that such creditor may obtain a
copy of this Order on the intemet at the website of the Monitor, www.ey.com/ca/terracebay,
(the “Website™) and if such creditor is unable to sbtain it by that means, such creditér may
tequest a copy from the Monitor. The Madnitor shalt pramptly send a copy of this Order to any
intetested Person requesting a eopy of this Order, and the Monitor is relieved of its obligation
under Section 11(5) ofthe CCAA to provide similar nolice, 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 dther
correspondence, by forwarding true copies thereof by prepaid ordinary miil, courier, personal
delivery or electronic transmission to the Applicant” creditors or other interested parties at
thieir respective addresses as last shown on the fécords of the Applicant and that any such
sefvice or notice by conrier, personal delivery or electronie frinsmission shall be deenied to be
received orf the next business day following the date of forwarding thereof, or-if sent by
ordinary mail, onthe 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 i these proceedings by e-mailing a
PDF or other-glectronic copy of such materials to counsels! email addresses as recarded on the
Service List from tirseto tirhe, it accordande with the E-filing protocol of the Commereial
List to the extént practicable, and the Monitor may post a copy of anry or all such materials on
thie Website.

122803696
DOCSTOR; 70366\




15w

GENERAT

40. THIS COURT ORDERS that the Applicant or the Monitor may from time-lo time
apply to this Court for advice and directions in the dtischarge of its powers and duties
hergunder.

£1, THIS COURT ORDERS that nothing in this Order shall prevent the Monilor from
4cting as an interim recejver, a recéiver, a receiver and manager, or a trustee in bankniptey 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 jurisdittion in Canada or in the United Stanes, to give
effect to this Order and fo assist the Applicant, the Monitor and their respective agentsin
carrying out the terms of this Order. All courts, tribunals. regulatory and administrative

* hodies are hereby respectfully requested to make such orders and to provide-such assistance to
the Applicant arid to the Monitor, as an officer of this Court, as may be nepessary or desirable
to give efftel to this Qrdér, to grant representative status o 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 @nd empowered to apply 1o any court, tribunal, regulatory or
#dniinistrative 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 interésted pirty (including the Applicant and the
Monitor) fnay apply to this Court lo vary or amend this Order on not léss than seven (7) days"
notice (o any other party arparties lkely ta be affected by the order sought or upon guch other
rigtice, if any, as this Couirt may order.

45.  ‘THIS COURT ORDERS that this Order and-all 6f its provisions are effective as-of
12:01 aun. Eastein Daylight Savings Timeé on the datg of this Order.

ENTERED AT/ INSCRIT A TORONTO

ON 1 BODKNO: BNV
LE 7DANS LE REGISTRE NO.: PR
MAR 1 1 2008 Christina lrwin

Reglstras Superior-Sourt ol Justice.
192803696 .
DOGSTOR; 1 704581 4 PAR:
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EXHIBIT “B”



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

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE ) FRIDAY, THE 16™
)
MR. JUSTICE MORAWETZ ) DAY OF OCTOBER, 2009

; 2
7 2
L= — -4
IS ° IN THE MATTER OF THE COMPANIES' CREDITORS
K /. w  ARRANGEMENT ACT, RS.C.1985,c. C-36, AS AMENDED
Bes” &
R Ny
"‘o.oéﬂ " &2 AND IN THE MATTER OF A PLAN OF COMPROMISE OR
{Eune © 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. C-36, as amended (the "CCAA") for an Order:

(a) 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;

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

(c) extending the Stay Period until November 2, 2009;

(d)  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 Application 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, granting leave of this

12331404.1
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Court to lift 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;

(e) approving the Sixth Report and the conduct and activities of the Monitor
described therein; and

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

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

ON READING the Sixth Report and the Affidavit of Russell York sworn October 13,
20009, all filed, and on hearing the submissions of counsel for the Applicant and counsel for

the Monitor,

1. 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. THIS COURT ORDERS that all capitalized terms not otherwise defined herein have the

same meaning as in the Sixth Report.

3. THIS COURT ORDERS that the Stay Period be and is hereby extended until
November 2, 2009.

4, 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,

12331404.1
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and that, if necessary, leave of this Court is hereby granted to lift 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.

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

Monitor described therein be and are hereby approved.

ENTERED AT / INSCRIT A TORONTO
ON / BOOK NO:

LE / DANS LE REGISTRE NO.-

0OCT 16 2009

PER / PAR: 7" \/
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EXHIBIT “C”



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. 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
(Sworn October 13, 2009)

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

1. I 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 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 October 16,
2009 for, among other things, an 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.

12331677.1




3. The Stay Period has been extended from time to time since the issuance of the
Initial Order and most recently until October 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”. In 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 “C”.

4 As described in greater detail in the September 25 Affidavit, 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 estimated 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 is 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 assets

from 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

12331677.1
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industries during the CCAA Proceedings has made these efforts more challenging
than in more normalized circumstances. This has been worsened by global

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

7. 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.

8. 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 is prudent that it
continue to work together with the Monitor to continue to explore its options with
a view to preserving Terrace Bay as a viable ongoing concern. Significant recent
improvement in pulp markets may assist the ongoing efforts to secure the

necessary financing to restart the Mill.

9. As described in the September 25 Affidavit, Terrace Bay has recently been
engaged in discussions with a potential non-traditional 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

12331677.1
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11.

12.

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 Period until
November 2, 2009. Terrace Bay believes that if this extension is granted, it will
be in a better position to advise the Court of potential options moving forward
regarding the Mill, including any possibilities with the term lender, and if

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

On this motion, Terrace Bay also seeks the Court’s authorization and direction for
Terrace Bay and the Monitor to consent to an extension for the period for certain
First Nations (the “Judicial Review Applicants™) to perfect their Application to
Divisional Court for Judicial Review (the “Judicial Review Application”), a copy
of which is attached hereto as Exhibit “D”. 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 to 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 only. The Judicial Review

12331677.1




Applicants wotild:continieto be prohibited froni otherwise proceeding with the

Judicial Review Application,
13.  This Affidavit is therefore made in support of Terrace Bay’s motion for, among

other things, an extension of the Stay Period until November 2, 2009 and for no

other or improper purpose.

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

-this WOT %‘;ﬁty;?ﬂﬂg'
L 20
, Fd

/ Rl@mg&

Jenniler Marle Lohis,  Commissioasr, etc.,
Provinca of Ontario, white a Student-at-Law.
Expires August 12, 2012. ' ’

123316711




jueorjddy o) 10] SIoAme ]

€592-£98 (91%) :xeq
LYTy-€98 (O19) ‘1oL
D6L99PHDNST MEIDIA [PBYIIIA

€69Z-£98 (91¥) xeg
9957-£98 (91%) ‘1oL
JNSPESE #ONST WIYIBFIJA] uLRIE]

€597-€98 (91) :xeq
8667-£98 (91#) ‘2L
AVPELT #ONST JnH epued

6V 1 TSN o) ‘0uoIo],
1S9 A\ HNOY) 2010y ‘g7 Xog
dTINOUAVID ¥ STASSYD “‘DIVId

(600T ‘€T 1290300 UI0MG)
AOA TTASSNH A0 LIAVATALY

0JUOIO], T8 POulWiod JuIpaaoid

LSTT TVIDOUHHIAINOD
IDILSAL A0 LINO0D YO dd NS
OIYVINO

I'LLITEETT

jueorddy

ONI d'INd AVE HOVIIAL 40 INHFNADONVIIY YO GSINOYdNOD 40 NVId V 40 YHLLVIN HHL NI ANV
9¢-D "2 6861 “O'S™ LIV INIWADNVIIV SYOLIATYD SHINVINOD HHL 40 YALLVIN HHL NI

TD00-7908-60-AD "ON o[t 110D



EXHIBIT “D”



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. 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
(Sworn September 25, 2009)

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

L. I 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 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
September 29, 2009 for, among other things, an 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 October 19, 2009.
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The Stay Period has been extended from time to time since 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 is

attached hereto as Exhibit “B”.

Terrace Bay operates a pulp mill (the “Mill”) in the Town of Terrace Bay,
Ontario. When these CCAA proceedings (the “CCAA Proceedings”) were
commenced, Terrace Bay was the dominant employer for the Town and the
nearby community of Schreiber, Ontario. A study conducted by Terrace Bay has
estimated 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 is responsible for the creation of 8,000 jobs in Northern Ontario.

Prior to commencing the CCAA Proceedings, Terrace Bay idled the mill on

February 23, 2009.

During the CCAA Proceedings, Terrace Bay has sold and shipped 61,000 tons of
existing finished pulp inventory. Terrace Bay has also taken steps to preserve and
maintain the Mill and related machinery and equipment and its water pumphouse
in order to preserve and protect its assets from any damage which could decrease
the likelihood of a buyer or financier expressing an interest in Terrace Bay and

ultimately restarting the Mill.

Since the commencement of the CCAA Proceedings, and pursuant to
paragraph 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




10.

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 securing a purchaser and/or financier more challenging
than in more normalized circumstances. This has been exacerbated by global

economic 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 facilitate Terrace Bay’s exit

from the CCAA Proceedings.

Terrace Bay continues to believe 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 the best method to obtain value for the benefit of all
stakeholders. In particular, due to the significant consequences for the Town and
the region, the forest products industry in Northern Ontario and the stakeholders
in the CCAA Proceedings, Terrace Bay believes it is prudent that it to continue to
work together with the Monitor to fully explore its options with a view to
preserving Terrace Bay as a viable ongoing concern. This is particularly true in
light of the significant improvement in pulp markets in recent weeks which may

provide a better environment to secure the necessary financing to restart the Mill.

Terrace Bay is also facing time pressures related to the impending arrival of
colder weather, particularly 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



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

MilL

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

and permanent shut-down of Terrace Bay’s operations.

12.  Accordingly, in order to determine if there are any viable options which would
facilitate a restart and/or sale of the Mill, Terrace B#y require-ﬁ an extension of the
Stay Period until October 19, 2009. Ifgrante;&, Teﬁace Baf 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, including, if necessary, a liquidation.

13.  This Affidavit is therefore made in support of Terrace Bay’é motion for an
extension of the Stay Period until October 19, 2009 and for no other or improper

purpose.

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

<
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