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INTRODUCTION 

1. On June 25, 2009, Grant Forest Products Inc. (“GFPI”), Grant Alberta Inc. 

(“GAI”), Grant Forest Products Sales Inc. (“GFPSI”) and Grant U.S. Holdings GP 

(the “Grant Partnership” or “U.S. Holdings”) (collectively the “Original 

Applicants”) filed for and obtained protection under the Companies’ Creditors 

Arrangement Act (“CCAA”) in order to restructure the business and affairs of the 

Original Applicants. Pursuant to the Order of this Honourable Court dated June 25, 

2009 (the “Initial Order”), Ernst & Young Inc. (“EYI”) was appointed as the 

Monitor of the Original Applicants (the “Monitor”) in the CCAA proceeding. The 

Initial Order provided for a stay of proceedings through to July 24, 2009. The stay 

of proceedings was subsequently extended to February 28, 2011 (the “Original 



Applicants’ Stay Period”) pursuant to an Order of this Honourable Court dated 

June 30, 2010.  

2. On March 30, 2010, Southeast Properties LLC (“Southeast”), Grant Newco LLC 

(“Newco”), Grant US Sales Inc. (“U.S. Sales”), Grant Clarendon LP 

(“Clarendon”), Grant Allendale LP (“Allendale”) and Grant Excluded GP 

(“Excluded”) were added as additional applicants to these CCAA proceedings 

(collectively, the “Additional Applicants” and together with the Original 

Applicants, the “Applicants” or “Grant”).  Pursuant to an Order of this Honourable 

Court dated March 30, 2010 (the “Supplemental Initial Order”), EYI was 

appointed as the Monitor of the Additional Applicants in the CCAA proceeding.  

The Supplemental Initial Order provided for a stay of proceedings through to April 

29, 2010 (the “Additional Applicants’ Stay Period”). The Additional Applicants’ 

Stay Period was subsequently extended to June 30, 2010 pursuant to an Order of 

this Honourable Court dated April 28, 2010. 

3. The Initial Order, among other things, approved the continuation of the engagement 

of Stonecrest Capital Inc. (“Stonecrest”) as Chief Restructuring Advisor (the 

“CRA”) of the Applicants with services to be provided by Hap Stephen and Sandra 

Rosch. 

4. On June 30, 2010, this Honourable Court approved the revised engagement of 

Stonecrest as the Chief Restructuring Organization (the “CRO”) of the Applicants 

with services to be provided by Hap Stephen and Sandra Rosch. 

5. Paragraph 33 of the Supplemental Initial Order set out that, upon the delivery of a 

certificate by the Monitor to GP International Acquisition III, Ltd. (the “Canadian 

Purchaser”), Georgia-Pacific LLC (the “U.S. Purchaser”), and GP Palmetto 

Holding LLC (the “Additional U.S. Purchaser”) (collectively “Georgia Pacific”), 

primarily certifying that the funds related to the transaction between Georgia Pacific 

and Grant were received, the transaction between Georgia Pacific and Grant closed 

and the CCAA proceedings with respect to the Additional Applicants and the Grant 

Partnership were terminated.  Accordingly, the Monitor was discharged as Monitor 



of the Additional Applicants and the Grant Partnership. 

6. As a result of the completion of the sale to Georgia Pacific and the resultant 

termination of the CCAA proceedings of the Additional Applicants and the Grant 

Partnership, only GFPI, GAI and GFPSI (the “Remaining Applicants”) continue to 

remain as applicants in these CCAA proceedings. 

 
PURPOSE 
7. The purpose of this Sixteenth Report of the Monitor (the “Sixteenth Report”) is to 

report to this Honourable Court with respect to: 

i. GFPI’s motion for an Order (the “Footner Approval and Vesting Order”) 

approving the sale transaction (the “Ainsworth Transaction”) contemplated 

by an agreement of purchase and sale (the “Ainsworth Sale Agreement”) 

between GFPI, Ainsworth Lumber Co. Ltd. (“Ainsworth”) and Footner 

Forest Products Ltd. (“Footner”) made as of December 20, 2010 and 

vesting in Footner GFPI’s right, title and interest in and to the assets (the 

“Footner Purchased Assets”) and shares (the “Shares”) described in the 

Ainsworth Sale Agreement, free and clear of all claims and encumbrances; 

ii. GFPI’s motion for an Order (the “Aircraft Parts Approval and Vesting 

Order”) approving the sale transaction (the “Aircraft Parts Transaction”) 

contemplated by an agreement of purchase and sale (the “Aircraft Parts 

Sale Agreement”) between GFPI and Waterloo Aviation Corp. 

(“Waterloo”) made as of November 12, 2010 and vesting in Waterloo 

GFPI’s right, title and interest in and to the assets described in the Aircraft 

Parts Sale Agreement free and clear of all claims and encumbrances; and 

iii. GFPI’s motion to approve this Sixteenth Report and the conduct and 

activities of the Monitor as set forth herein. 

TERMS OF REFERENCE 

8. In preparing this Sixteenth Report, the Monitor has been provided with and in 

making the comments herein relied upon unaudited financial information, the 



Remaining Applicants’ books and records, financial information prepared by the 

Remaining Applicants and discussions with management of the Remaining 

Applicants.  The Monitor has not audited, reviewed or otherwise attempted to verify 

the accuracy or completeness of such information and, accordingly, the Monitor 

expresses no opinion or other form of assurance in respect of such information 

contained in this Sixteenth Report.  Some of the information referred to in this 

Sixteenth Report consists of forecasts and projections.  An examination or review of 

the financial forecast and projections, as outlined in the Canadian Institute of 

Chartered Accountants (“CICA”) Handbook, has not been performed.  Future 

oriented financial information referred to in this report was prepared based on 

management’s estimates and assumptions. Readers are cautioned that since 

projections are based upon assumptions about future events and conditions that are 

not ascertainable, the actual results will vary from the projections, even if the 

assumptions materialize, and the variations could be significant. 

9. Capitalized terms not defined in this Sixteenth Report are defined in the Initial 

Order, the Supplemental Initial Order or previous Reports of the Monitor. 

BACKGROUND 

10. GFPI and certain of its subsidiaries are privately owned corporations which carried 

on an oriented strand board (“OSB”) manufacturing business from facilities located 

in Canada and the United States.  OSB is an engineered, mat-formed panel product 

made of strands, flakes or wafers sliced from logs and bonded with an exterior-type 

binder under heat and pressure. The most common uses are sheathing in walls, 

floors and roofs in the construction of buildings and residential housing.   

11. The Applicants and Footner (in which GFPI has a 50% interest) had a total annual 

capacity to produce 3.7 billion square feet of OSB, which made them the third 

largest OSB manufacturer in North America. 

12. The Applicants had interests in three mills in Canada located at Englehart and 

Timmins in Ontario and High Level in Alberta, and two mills in the United States 

located in the counties of Allendale and Clarendon in South Carolina.   



13. The OSB mills located in Englehart (the “Englehart Mill”) and Timmins (the 

“Timmins Mill”) in Ontario were owned by GFPI, and as such, were subject to 

these CCAA proceedings.  

14. The OSB mills located in Allendale (the “Allendale Mill”) and Clarendon (the 

“Clarendon Mill”) in South Carolina are owned by Allendale and Clarendon 

respectively, each of which is owned by Southeast, which in turn was owned by the 

Grant Partnership.  Each of these entities were Additional Applicants and were 

subject to these CCAA proceedings. 

15. As described in the Fourteenth Report of the Monitor dated June 1, 2010 (the 

“Fourteenth Report”), the Applicants completed a sale of the Grant Partnership 

and the Englehart Mill to Georgia Pacific on May 26, 2010, and as such, the 

Allendale Mill and the Clarendon Mill are no longer owned by the Remaining 

Applicants. 

16. As described above, GFPI has a 50% interest in an OSB mill located at High Level 

in Alberta (the “Footner Mill”).  This OSB mill is held by Footner as trustee for 

GFPI and Ainsworth, and GFPI owns 50% of the shares of Footner (such 50% 

interest and shares, the “Footner Interests”).  Footner is not a CCAA applicant. 

17. With the completion of the Georgia Pacific sale, the remaining assets of the 

Remaining Applicants include: 

1) The Timmins Mill; 

2) The Footner Interests; and 

3) Certain assets which were not required for the operations of the OSB 

business, including an office premises and boathouse in Haileybury 

(the “Haileybury Office”), a golf course in Earlton, (the “Golf 

Course”), a 65 foot custom built motor boat which is currently 

located in Florida (the “Boat”) and a lease of a hangar at the Earlton 

Airport (the “Hangar Lease”) (collectively, the “Non-Core 

Assets”). 



18. The Timmins Mill has been idled since September 2006 and the Footner Mill has 

been idled since November 2007. 

19. The Monitor has been actively working with the Remaining Applicants and the 

CRO to sell the remainder of Remaining Applicants’ assets including the Footner 

Interests as described further herein. 

20. The Monitor and the CRO have conducted a marketing process to sell the Timmins 

Mill that has comprised the comprehensive contact of 70 strategic parties 

(comprising forest products and bio-energy firms) and auctioneering/decommission 

firms. As a result of the idle status of the Timmins Mill, it is in a state of disrepair 

and the capital cost to return it to operating status would be significant, as evidenced 

by the fact that the highest consideration from credible parties has been offered by 

auctioneering/decommission firms. The Monitor and the CRO are currently in 

advanced discussions for a transaction involving the Timmins Mill and will report 

further to this Honourable Court once these discussions are completed. 
 

OVERVIEW OF THE MARKETING PROCESS OF THE FOOTNER MILL  

Ownership Structure of the Footner Mill 

21. As described earlier in this Sixteenth Report, GFPI has a 50% interest in the Footner 

Mill. The Footner Mill is held by Footner as trustee for Ainsworth and GFPI and 

each owns 50% of the shares of Footner (GFPI and Ainsworth collectively, the 

“Parties”).  Footner is not a CCAA applicant.  Since the formation of the joint 

venture for Footner, Footner and the Parties have operated the Footner Mill.  The 

Parties signed a Memorandum of Agreement (the “MOU”) dated December 9, 1999 

which contemplated the negotiation of the following four agreements to govern the 

joint venture:  

i. an operating agreement which would govern the operations of the Footner 

Mill and the necessary forestry work; 

ii. a unanimous shareholders’ agreement, which was to govern board 



composition and meetings; status and responsibilities of the general 

manager; liquidation or wind-up of the Footner Mill; and a right of first 

refusal on a transfer of the interest of either GFPI or Ainsworth;  

iii. an inventory purchase agreement; and 

iv. a co-owners’ agreement, which was to govern the Parties’ joint ownership of 

the Footner Mill; agreement of the Parties not to seek a partition and sale; 

and a shotgun buy/sell agreement in relation to the interest of each of the 

Parties.  

22. None of these four agreements was ever settled or signed.  On August 6, 2010, 

GFPI repudiated the MOU by a notice of repudiation (the “MOU Notice of 

Repudiation”) to Ainsworth.  Ainsworth objected to the MOU Notice of 

Repudiation on the basis that in its view, GFPI does not have the right to repudiate 

the MOU. 

Description of the Footner Mill 

23. The construction of the Footner Mill commenced in September 1999 and was 

completed in late 2000.  The Footner Mill is located approximately 600 kilometres 

north of Edmonton and is situated on approximately 400 acres of land.  The Footner 

Mill has an annual production capacity of approximately 800 million square feet of 

OSB (3/8 inch basis).  The Footner Mill was shut down in the second half of 2007 

due to industry economics.  Historically, the Footner Mill’s primary market has 

been the southwestern U.S. states which have been significantly impacted by 

current housing market conditions, thus curtailing the current demand for OSB that 

could be produced by the Footner Mill.  

24. While the Footner Mill has remained idle since shut down, it has been maintained 

by a full-time mill manager and skeleton staff.  GFPI continues to pay its 50% share 

of the holding costs.  GFPI’s share is approximately $200,000 a month.  These 

holding costs include property taxes, payroll expenses for the staff at the Footner 

Mill, utilities and insurance expenses. 



The Footner Interests Sale Process 

25. The Sixth Report of the Monitor dated January 15, 2010 (the “Sixth Report”) 

described in detail the marketing process to sell the business and operations of the 

Applicants (the “Marketing Process”), which included the Footner Interests, that 

was conducted by the Monitor with the assistance of the CRA.  The Marketing 

Process resulted in a purchase and sale agreement (the “GP Sale Agreement”) 

between the Applicants and Georgia Pacific.  As part of its transaction, Georgia 

Pacific elected not to acquire the Footner Interests. 

26. As described in the Sixth Report, the Marketing Process (which included the 

Footner Interests) comprised a structured, fair, wide and effective canvassing of the 

market as demonstrated by the following:  

i. the comprehensive contact of 91 interested financial and strategic parties 

located in North America, South America, Europe and Asia;  

ii. the execution of 32 non-disclosure agreements (the “NDAs”) by interested 

parties who were then granted access to review a data room and the 

subsequent submission of 13 expressions of interest (the “EOIs”) at the end 

of the first phase of the Marketing Process; and 

iii. the EOIs from eight interested parties that were invited to participate in the 

second phase of the Marketing Process provided a value range which was 

market derived and tested.  

27. During the due diligence phases of the Marketing Process, a number of parties 

indicated difficulty in calculating a value for the Footner Interests primarily due to 

the following factors:   

i. the Footner Interests represent a 50% non-majority controlled beneficial 

interest in the Footner Mill. Many potential purchasers indicated they would 

only have interest in the Footner Interests if they could acquire full 

ownership of the Footner Mill; 



ii. the Footner Mill is an idled facility that has not operated since November 

2007, and any purchaser of the Footner Interests would be required to pay 

the Footner Mill Operating Costs (as defined in paragraph 47 of this Report) 

on a monthly basis despite uncertainty as to when market conditions will 

lead to the Footner Mill restarting operations; 

iii. the MOU, if it were to apply, does not clearly or comprehensively set out the 

terms governing the joint venture and there is no shareholders agreement 

with Ainsworth, so that any purchaser would have to try to negotiate with 

Ainsworth a shareholders’ agreement and any other ancillary agreements 

necessary to govern the joint venture with Ainsworth; and 

iv. the geographical location of the Footner Mill limited the market reach of the 

Footner Mill’s production, and the U.S. housing market that the Footner 

Mill historically supplied continued to remain very weak.  

28. In particular, certain interested parties indicated that the MOU and the absence of a 

finalized shareholders agreement and other ancillary agreements were impediments to 

determining a value for the Footner Interests. The Marketing Process was set up to sell 

all of GFPI’s core assets and as such GFPI did receive interest from certain parties that 

included the Footner Interests. However, this interest was only contained in bids for all 

of the GFPI assets, not as a separate expression of interest in the Footner Interests on a 

standalone basis. 

29. Pursuant to the completion of the GP Transaction, the Monitor, GFPI and the CRA 

evaluated the potential for a separate marketing process for the Footner Interests. This 

included the impact of the issues described above on the potential interest of parties to 

participate in a separate sale process for the Footner Interests.  

30. As described in the Thirteenth Report of the Monitor dated May 21, 2010 (the 

“Thirteenth Report”), after taking into account the above factors to assess the 

feasibility of a separate market process for the Footner Interests, GFPI proposed to seek 

the approval of this Honourable Court for a marketing process for the Footner Interests 



(the “Footner Marketing Process”).   Subsequent to the service of GFPI’s motion, 

counsel for certain of GFPI’s second lien lenders (the “Second Lien Lenders”) which 

had recently acquired their interests requested an adjournment of this motion so that 

they could consider their options.  As the first lien lenders’ agent (the “First Lien 

Lenders’ Agent”) and the Monitor were agreeable, GFPI requested an adjournment of 

this motion.  

31. Also subsequent to the service of this motion, counsel to Ainsworth sent 

correspondence expressing concerns with respect to the Footner Marketing Process on 

the basis, among other things, that the Footner Marketing Process as proposed did not 

recognize the terms and conditions of the MOU.   

OVERVIEW OF AINSWORTH LETTER OF INTENT  

32. Concurrently with the above, and as a result of (i) the inability to sell the Footner 

Interests as part of the Marketing Process and (ii) the difficulty in valuing the Footner 

Interests because of the lack of agreement between GFPI and Ainsworth on the terms 

governing the joint venture, the decision was made to commence negotiations with 

Ainsworth for a separate sale of the Footner Interests. The position taken by Ainsworth 

with respect to the Footner Marketing Process and the request by certain Second Lien 

Lenders for an adjournment indicated that the ability of GFPI to obtain approval for the 

Footner Marketing Process and thus realize liquidity for the Footner Interests in a 

timely manner had been negatively impacted. Thus, subsequent to the adjournment of 

the motion for approval of the Footner Marketing Process, the CRO and the Monitor 

approached Ainsworth’s counsel to determine Ainsworth’s interest in a potential 

acquisition of the Footner Interests and also to ascertain an initial indication of value 

from Ainsworth for the Footner Interests.  

33. As Ainsworth had taken the position that under the MOU it had certain rights in any 

marketing of the Footner Interests, including a right of first refusal, GFPI repudiated the 

MOU on August 6, 2010.  Ainsworth objected to GFPI’s repudiation of the MOU and 

indicated that it would oppose the Footner Marketing Process unless the terms of the 

MOU were honoured.  As set out below, GFPI engaged in preliminary discussions with 



certain second lien lenders regarding their interest in acquiring the remaining assets of 

the Remaining Applications.  In addition, following the repudiation of the MOU, there 

were further negotiations between the Parties supported by the CRO, counsel to GFPI, 

the Monitor and counsel to the Monitor, through which Ainsworth ultimately proposed 

a purchase price of CDN$20,000,000, subject to certain closing adjustments.  

34. Following agreement as to the consideration to be paid by Ainsworth for the Footner 

Interests, the Parties negotiated and agreed to a letter of intent (the “Ainsworth LOI”) 

which detailed the business terms and conditions of a transaction whereby Ainsworth 

would effectively acquire the Footner Interests, subject to execution of the Ainsworth 

Sale Agreement and the approval of this Honourable Court.   

35. The Ainsworth LOI was signed by Ainsworth and GFPI on October 22, 2010 and the 

parties proceeded to negotiate the Ainsworth Sale Agreement described herein. 

OVERVIEW OF A PROPOSAL RECEIVED FOR GFPI’S REMAINING ASSETS 

36. Following the adjournment of the hearing for the approval of the Footner Marketing 

Process, certain of GFPI’s second lien lenders in conjunction with an operating partner 

(the “Second Lien Group”) approached GFPI to express an interest in putting forth an 

offer for GFPI’s remaining assets (the Footner Interests, the Timmins Mill, the GFPI’s 

Non-Core Assets (collectively, the “Remaining Assets”)). The Second Lien Group was 

advised by GFPI that GFPI was in discussions for a sale of the Timmins Mill and the 

Second Lien Group agreed to exclude the Timmins Mill from any potential offer for the 

Remaining Assets. 

37. On August 6, 2010, the Second Lien Group provided GFPI with a non-binding term 

sheet (the “Term Sheet”) for the Remaining Assets. After review of the Term Sheet, 

GFPI advised the Second Lien Group of certain problems with respect to the Term 

Sheet, including: 

i. the required payment by GFPI of the Second Lien Group’s due diligence 

costs; 



ii. the fees payable if the transaction proceeded;  

iii. the closing risk; and 

iv. GFPI’s concerns that the proposed terms contained in the Term Sheet may 

not be acceptable to other Second Lien Lenders or the first lien lenders (the 

“First Lien Lenders”).  

38. On August 12, 2010, GFPI provided the Second Lien Group with a draft Purchase and 

Sale Agreement (the “Second Lien Group Sale Agreement”), the terms of which 

addressed the concerns GFPI had raised with respect to the Term Sheet, and the Second 

Lien Group was requested to provide a mark-up of the Second Lien Group Sale 

Agreement along with a draft letter of intent (the “Second Lien Group LOI”) to 

formalize the provisions of its offer. These documents were returned by the Second 

Lien Group to GFPI on August 30, 2010.  

39. The Second Lien Group LOI addressed some but not all of the issues set out above, and 

in particular the Second Lien Group was advised of the following concerns: 

i. the length of the proposed 60 day due diligence period and the related 

closing risk; and 

ii. the proposed restrictions in respect of discussions with other parties as to a 

transaction involving the Remaining Assets during the due diligence period. 

40. The CRO and counsel to GFPI continued discussions with the Second Lien Group 

through September, 2010.  However, they were unable to fully resolve all of the 

outstanding issues. On September 27, 2010, the Second Lien Group withdrew the 

Second Lien Group LOI. 

41. On October 26, 2010, counsel to GFPI advised counsel to the Second Lien Group that 

GFPI had signed the Ainsworth LOI and that the purchase price contemplated therein 

was CDN $20,000,000.  

 



OVERVIEW OF THE AINSWORTH SALE AGREEMENT 

42. Following agreement with respect to the Ainsworth LOI, GFPI, in conjunction with its 

counsel and supported by the Monitor and the CRO, commenced negotiations with 

Ainsworth on the Ainsworth Sale Agreement. The Ainsworth Sale Agreement was 

finalized and executed by both Parties, subject to approval of this Honourable Court. 

The Ainsworth Sale Agreement also contemplates, but is not conditional on, an order of 

the Alberta Court of Queen’s Bench recognizing the Footner Approval and Vesting 

Order (the “Alberta Recognition Order”).  

43. The Ainsworth Sale Agreement contemplates that Footner will purchase from GFPI the 

Footner Purchased Assets and the Shares.  The aggregate purchase price for the 

Ainsworth Transaction is CDN$20,000,001 (the “Purchase Price”). Pursuant to the 

closing of the Ainsworth Transaction, Footner will pay the Purchase Price by way of 

two separate demand promissory notes in favour of GFPI for the Footner Purchased 

Assets and the Shares, respectively (collectively, the “Promissory Notes”).  

Immediately after the delivery of the Promissory Notes by Footner to GFPI, Ainsworth 

will loan Footner an amount equal to the Purchase Price to be used by Footner to repay 

the Promissory Notes.  On receipt of the loan from Ainsworth, Footner will repay the 

Promissory Notes forthwith to an account specified by the Monitor.  These funds will 

be held in trust by the Monitor for the benefit of GFPI. 

44. The aggregate consideration being paid by Footner for the Footner Purchased Assets is 

CDN$20,000,000, with $1 payable for the Shares. 

45. The Ainsworth Sale Agreement contemplates that GFPI and the CRO will: 

i. not solicit offers and terminate any existing discussions in respect of the 

Footner Interests; 

ii. terminate access to the Footner electronic data room; 

iii. not respond to requests for information related to Footner to any person that 

could reasonably be expected to facilitate an alternative transaction; and 



iv.  not engage in discussions or accept, approve or remain neutral regarding 

any alternative transaction. 

46. GFPI also acknowledges that Ainsworth would not have an adequate remedy at law in 

the event any of the provisions of the Ainsworth Agreement were not performed by 

GFPI.  Ainsworth would be entitled to seek injunctive relief to prevent breaches of the 

Ainsworth Agreement.  GFPI further agrees to waive any requirement for the posting 

of security in connection with obtaining injunctive relief and to not to plead 

sufficiency of damages as a defence in the proceeding. 

47. Each of GFPI and Ainsworth shall continue to pay its respective 50% share of the 

Footner Mill operating costs (including utilities, salaries, contract services and 

administration) (the “Footner Mill Operating Costs”) accruing prior to closing. 

Footner, GFPI and Ainsworth will prepare an estimated statement of adjustments to 

reflect any costs accruing as at closing, less a credit to GFPI for Footner Mill Operating 

Costs which are prepaid as of the closing date. On closing GFPI shall pay to Ainsworth 

or Ainsworth shall pay to GFPI the net amount owing to the other Party. 

48. Included in the Footner Mill Operating Costs are certain costs which relate to payables 

that accrued at the time the Footner Mill was operating and are allegedly due to certain 

wood suppliers. GFPI may be responsible for paying on or after closing 50% of these 

costs to a maximum of $120,355. 

49. A copy of the Ainsworth Sale Agreement is attached as Appendix A to this Sixteenth 

Report. 

50. GFPI is seeking the Footner Approval and Vesting Order to approve the Transaction 

comprising inter alia: (a) sale of the Footner Purchased Assets; (b) sale of the Shares; 

and (c) related relief in order to complete the Ainsworth Transaction contemplated by 

the Ainsworth Sale Agreement.  

51. Assuming this Honourable Court grants the Footner Approval and Vesting Order 

requested by GFPI, GFPI intends to commence proceedings for the Alberta Recognition 

Order affirming the Footner Approval and Vesting Order and any related relief required 



to give effect to and to complete the Ainsworth Transaction contemplated by the 

Ainsworth Sale Agreement. 

AIRCRAFT PARTS APPROVAL AND VESTING ORDER 

52. As set out in the affidavit of Hap Stephen dated December 20, 2010, (the “Stephen 

Affidavit”), and the first report of the Monitor dated June 24, 2009 (the “First 

Report”), prior to the commencement of these CCAA proceedings, GFPI leased three 

aircraft from GE Canada Leasing Services Company (“GE Leasing”) which were 

returned to GE Leasing prior to the granting of the Initial Order by this Honourable 

Court. 

53. As set out in the Stephen Affidavit, certain aircraft parts related to the leased aircraft 

including cables, switches, filters, pumps, detectors, sensors and switch assemblies (the 

“Aircraft Parts”) remained with GFPI.  A list of the Aircraft Parts is set out in 

Schedule A to the Aircraft Parts Sale Agreement.  As set out in the Stephen Affidavit, at 

some point during these CCAA proceedings, certain of the Aircraft Parts came into the 

possession of Grant Forest Products Corp. (“GFPC”).  GFPC is a related company of 

GFPI that is not part of these CCAA proceedings. 

54. GFPI has delivered motion materials in respect of a motion against GFPC and others 

relating to, among other things, the ownership of the Aircraft Parts.  This motion has 

not yet been scheduled.  

55. The Monitor understands that in June 2009 GFPI commenced a process to sell the 

Aircraft Parts.  GFPI has advised that the Aircraft Parts were listed for sale on an online 

website which is used for the sale of such Aircraft Parts.  Further, GFPI called the 

suppliers of the Aircraft Parts to determine if they would buy back the parts and also 

offered to pay a restocking fee; however, GFPI was unable to sell the Aircraft Parts.  

GFPI has explained that the main challenge in selling the Aircraft Parts was their 

location, as certain purchasers were looking for a 24 hour delivery period which was 

not possible as the parts are located in Earlton in Northern Ontario and delivery to the 

desired location typically would take at least two days.  Further, the Aircraft Parts are 



not parts that are typically held in stock by most aircraft operators and, due to the 

downturn in the economy, the aviation industry generally experienced an increase in the 

supply of aircraft parts and equipment in the market resulting in a significant decrease 

in price. 

56. GFPI commenced correspondence with Waterloo in December 2009 and after several 

months of negotiations and other complexities due to the dispute between GFPI and 

GFPC with respect to the ownership of some of the Aircraft Parts, on November 12, 

2010, GFPI and Waterloo entered into the Aircraft Parts Sale Agreement, subject to the 

approval of this Honourable Court.  A copy of the Aircraft Parts Sale Agreement is 

attached as Appendix B to this Sixteenth Report. 

57. The Aircraft Parts Sale Agreement contemplates a purchase price of CDN $50,000 plus 

HST for the Aircraft Parts (the “Aircraft Parts Purchase Price”). The sale of the 

Aircraft Parts is on an “as is where is” basis.  No representation, warranty or condition 

is expressed or implied by GFPI with respect to the Aircraft Parts.  The Aircraft Parts 

Sale Agreement contemplates that on the closing date of the Aircraft Parts Transaction 

which is scheduled to be ten business days after the approval of the Aircraft Parts 

Approval and Vesting Order by this Honourable Court, Waterloo will pay the Aircraft 

Parts Purchase Price to the Monitor. 

58. As set out in the Stephen Affidavit, GFPC has advised GFPI that GFPC supports the 

Aircraft Parts Transaction on condition that the sales proceeds are held by the Monitor 

in a separate account and not distributed to either GFPI or GFPC without the consent of 

GFPI, GFPC and Mr. Peter Grant Sr. or further order of this Honourable Court.  The 

Aircraft Parts Vesting and Approval Order includes this provision. 

59. It is the Monitor’s view that the Aircraft Parts were appropriately marketed considering 

the limited market and purchasers for such Aircraft Parts.  The Monitor is of the view 

that the sale price maximizes the value to the Remaining Applicants, subject to 

paragraph 58 above.  

60. The Remaining Applicants are seeking the Aircraft Parts Approval and Vesting Order 



from this Honourable Court to approve the Aircraft Parts Transaction contemplated by 

the Aircraft Parts Sale Agreement between GFPI and Waterloo. 

61. The Aircraft Parts Vesting Order contemplates that upon the delivery of the Monitor’s 

certificate attached as Appendix A to the Aircraft Parts Vesting Order, all of GFPI’s 

right, title and interest in the Aircraft Parts shall vest in Waterloo free and clear of 

encumbrances, including any right, title and interest in the Aircraft Parts held by GFPC. 

RECOMMENDATIONS 

62. It is the Monitor’s view that there is likely to be limited interest in any further 

marketing process for the Footner Interests from third parties given the factors set out in 

paragraph 27 above, which caused difficulty for prospective purchasers trying to 

determine a value for the Footner interests, as well as the following:  

i. Ainsworth has advised that it was not interested in participating in a 

marketing process involving its 50% interest in the Footner Mill; 

ii. Ainsworth has advised that it will challenge any marketing process that does 

not recognise the terms and conditions of the now repudiated MOU; and 

iii. OSB prices have declined since the execution of the Georgia Pacific Sale 

Agreement and the U.S. housing market conditions remain weak.  

63. The Footner Interests were included in the Marketing Process for all of the Applicants’ 

OSB assets, as described in detail in the Sixth Report. As set out above, during this 

process certain of the interested parties expressed difficulty determining a value for the 

Footner Interests in part due to the issues described earlier in this Sixteenth Report. 

These parties’ bids included the Footner Interests only as part of an overall bid for the 

assets of GPFI and not on a standalone basis. Additionally, since the Footner Interests 

were disclosed as not being part of the GP Transaction, there has been no interest 

shown from any party who participated in the Marketing Process other than Ainsworth.  

64. It is the Monitor’s view that Ainsworth is the logical purchaser of the Footner Interests 

because it is the other 50% owner of the Footner Interests and Ainsworth is likely the 



purchaser willing to pay the most for this asset because it can realize the highest value 

from its acquisition. 

65. The Monitor notes that the First Lien Lenders, who are owed approximately US$44 

million, inclusive of accrued interest, as at November 22, 2010, are supportive of GFPI 

completing the sale of the Footner Interests to Ainsworth.  

66. GFPI, the CRO and the Monitor also had a call on September 30, 2010 with those 

Second Lien Lenders who signed confirmations of their confidentiality obligations and 

provided an update on the status of the sale of the Footner Interests including 

discussions being held with Ainsworth.  A further call was conducted on November 8, 

2010 further to a request from certain Second Lien Lenders. 

67. Finally, the Monitor notes, as set out above, that GFPI is currently funding holding 

costs in the range of approximately $200,000 per month (the equivalent of $2,400,000 

per annum) for the Footner Mill Operating Costs, providing a further incentive to sell 

the Footner Interests in the short term. 

68. Based on the above factors, the Monitor recommends the Ainsworth Transaction for the 

following reasons: 

i. the Ainsworth Transaction with Footner will generate cash proceeds of 

CDN$20,000000.  This represents value to the stakeholders of the Remaining 

Applicants; 

ii. the Ainsworth Transaction has been recommended by the CRO with the 

support of the First Lien Lenders and in consultation with the Second Lien 

Lenders;  

iii. the Ainsworth Transaction avoids possibly expensive and lengthy litigation 

with Ainsworth regarding the MOU; and 

iv. approval of the Ainsworth Transaction ceases the dissipation of GFPI’s assets 

by the ongoing payment of the Footner Mill Operating Costs. 



69. GFPI is seeking this Honourable Court’s authorization: 

i. for the Footner Approval and Vesting Order approving the Ainsworth 

Transaction contemplated by the Ainsworth Sale Agreement and vesting in 

Footner on closing GFPI’s right, title and interest in and to the Footner 

Purchased Assets and the Shares described in the Ainsworth Sale Agreement, 

free and clear of all claims and encumbrances; 

ii. for the Aircraft Parts Approval and Vesting Order approving the Aircraft Parts 

Transaction contemplated by the Aircraft Parts Sale Agreement between GFPI 

and Waterloo made as of November 12, 2010 and vesting in Waterloo on 

closing GFPI’s right, title and interest in and to the assets described in the 

Aircraft Parts Sale Agreement free and clear of all claims and encumbrances; 

and 

iii. approving this Sixteenth Report and the conduct and activities of the Monitor 

as reported on herein. 

70. The Monitor recommends that this Honourable Court grant the relief sought by the 

Remaining Applicants. 

 
All of which is respectfully submitted this 21st day of December, 2010. 

ERNST & YOUNG INC.  
in its capacity as the Monitor of  
Grant Forest Products Inc., Grant Alberta Inc., and 
Grant Forest Products Sales Inc. 
Per: 

 
Alex Morrison 
Senior Vice President 
 
Simone Carvalho 
Vice President 
 
Daniel Sinclair 
Vice President 
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