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Court File No. CV-09-8241-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
(Commercial List)

BETWEEN:

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

AND IN THE MATTER OF A PROPOSED PLAN OF
COMPROMISE OR ARRANGEMENT WITH RESPECT TO
FRASER PAPERS INC., FPS CANADA INC., FRASER
PAPERS HOLDINGS INC., FRASER TIMBER LTD,
FRASER PAPERS LIMITED and N.H. LLC

Applicants
NOTICE OF M.OTION

The Committee of Salaried -Employees and Retirees (the "CSER"), on

behalf of the Applicants' unrepresented Canadian and U.S. employees and former
employees, including those employees not actively at work, and individuals who are:
(i) beneficiaries under one of thé Applicants.'_four registered defined benefit pension
plans in Canada; (ii) beneficiaries under the Applicants' U.S. defined benefit pension
plan; (iii) beneficiaries under the Applicants' Canadian registered retirement savings
plan or registered defined contribution pensio.n' plan; énd/dr (iv) béneficiaries under any
supplementary retirement plan, deferred compensation plan or health, dental, life and
other benefit plan ofv the Applicants, and including former employees who were
membefs of the New Brunswick Regional Council of Carpenters, Millwrights and Allied
Workers, Local 2450, all current employees and former employees who were members
of the Cfﬁce and Professional Employees International Union, and .thé former

employees who were members of the International Brotherhood of Electrical Workers,
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but excluding any person who is (a) a director or senior officer of any of the Applicants,
or (b) is otherwise represented in this proceeding (all of whom, other than the excluded
parties, being collectively referred to herein as the "Represénted Parties" and
individually, a "Represented Party"), will make a motion to a judge of the Commercial
List on March 30, 2010 at 10:00 a.m., or as soon after that time as the motion can be

heard, at 330 University Avenue, Toronto, Ontario.
PROPOSED METHOD OF HEARING: The motion is to be heard orally.
THE MOTION IS FOR:

1. An Order that time for service of the notice of motion and the motion
record is abridged and service of the notice of motion material and the motion record by

the CSER is validated, such that this motion is propérly returnable on March 30, 2010.

2. An Order that the guidelines for the Committee (the "Guidelines"),
attached as Schedule "1" to draft Order, are hereby approved and authorized and the
CSER shall be governed by the Guidelines in addition to the Order of this Court made

September 9, 2009.

3. An Ordér that the NB Salaried Term Sheet as defined in the affidavit of
Carl Michael Cyr, sworn March 26, 2010, is hereby approved and the execution of the
NB Salaried Term Sheet by the CSER on behalf of the RepresentedPartieé employed
or formerly employed by the Applicants in the Provinces of New Brunswick and Ontario

("Term Sheet Represented Parties") be ratified, authorized and approved.
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4. An Order that the NB Salaried Term Sheet be legally binding on and
effective against the Term Sheet Represented Parties and the CSER be authorized and
directed to take such additional steps and execute or direct its Counsel to execute such
additional documents as may be necessary or desirable for the completion of the NB

Salaried Term Sheet.

5. An Order amending the Order of the Honourable Madam Justice Pepall
dated September 17, 2009, as amended by Order dated October 22, 2009 to: (i)
inserted the corrected name "New Brunswick Regional Council of Carpenters,
Millwrights and Allied Workers, Local 2450" in place of "Local 2450 Construction
Maintenance and Allied Workers", which was included in the prior Order in error, and (ii)
extend the application of the limitation of liability in paragraph 13 of that Order to further

Orders of this Court.
THE GROUNDS OF THE MOTION ARE:

(a) on June 18, 2009, the Applicants obtained an Initial Order under the

CCAA staying all proceedings and claims against it (the "Initial Order");

~(b) the CSER, a volunteer group was created in August 2009 in response to
the Initial Order with a mandate to defend and protect the termination
entitiements, pen'sions, retirement payments and other beneﬁts of the

Represented Parties,

(c) pursuant to the Order of this Court made September 17, 2009, as

amended on October 22, 2009, (the "CSER Order"), the CSER represents



(d)

(e)

()

(9)

(h)

(i)
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a broad constituency of Canadian and U.S. salaried workers and retirees
who were unrepresented in this Proceeding and Davies Ward Phillips &

Vineberg LLP is representative counsel to the Represented Parties:
the CSER eurrently has 15 members;

it is in the best interest of both the CSER and the Represented Parties for
the CSER to adopt the Guidelines. While certain voting procedures were
established at the time of the CSER's formation, including that the CSER
decisions 'wc5uld be determined by majority vote, the importance of the
decisions that the CSER has been forced to make over the preceding few
weeks has make it clear that more formalized governance structures

should be adopted;

the Superintendent of Pensions for the Province of New Brunswick (the
"Superintendent") has requested that the CSER seek Court approval of
the agreement conceming the future treatment of the New Brunswick
salaried pension plan entered into by the Applicants, the Superintendent
and Davies, on behalf of the ‘Term Sheet Represented Perties and a
declaration fhet the NB Salaried Term Sheet is binding on the Term Sheet

Represented Parties;
Rule 10 of the Rules of Civil Procedure;
section 131(1) of the Courts of Justice Act,

section 197(1) of the Bankruptcy and Insolvency Aci", and
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(i)  section 11(1) of the Companies' Creditors Arrangement Act.

THE FOLLOWING DOCUMENTARY EVIDENCE will be filed in support of

- this motion:

(a)  the Affidavit of Carl Michael Cyr, sworn March 26, 2010; and

(b)  such further and other material as counsel may advise and this

Honourable Court permit.

Date: March 26, 2010

TO: ATTACHED SERVICE LIST

DAVIES WARD PHILLIPS & VINEBERG LLP
1 First Canadian Place
Suite 4400

Toronto, ON M5X 1B1

Jay A. Swartz (LSUC #15417L)
Natasha J. MacParland (LSUC #42383G)

Tel:  416.863.0900
Fax: 416.863.0871

Lawyers for the Committee
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Coutt File No. CV-09-8241-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
{COMMERCIAL LIST)

IN THE MATTER OF THE GOMPANIES" GREDITORS
ARRANGEMENT ACT, R.5.C. 1985, C. ¢-36, AS AMENDED

AND IN THE MATTER OF A PROPOSED PLAN OF
COMPROMISE OR ARRANGEMENT WITH RESPECT TO
FRASER PAPERS INC., FPS CANADA ING., FRASER PAPERS
HOLDINGS INC., FRASER TIMBER LTD., FRASER PAPERS
LIMITED and N.H. LLC

Appiicants

AFFIDAVIT OF CARL MICHAEL CYR
{(sworn March 26, 2010)

1, Carl Michasl Cyr, of the City of Edmundston, in the Frovince Of New

Brunswick, MAKE OATH AND SAY:

1. I am a retiree, and former Superintendent Process Control and
Engineering, of the Applicants’ Edmﬁndston, New Brunswick operations. | swear this
Affidavit in support of the motion by the Committee of Salaried Employees and Retirees
{the "CSER"), which is seeking an Order, in the form attached to the Motion Record as
Exhibit "A", that (i) approves and authorizes the guidelines for the CSER (the
"Guidelings"), attached herelo as Exhibit "B", and that the CSER shall be governed by
the Guidelines in addition to the QOrder of this C.ourt made September 17, 2009, (i)
approves the NB Salaried Term Sheet (as defined in paragraph 7 below) and ratifies,
authorizes and approves the execution of the NB Salaried Terrn Sheet by the CSER on

behalf of the Represented Parties (as defined in paragraph 2 below) ernployed or
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formmery employed by the Applicants in the Provincés of New Brunswick and Ontario
(the "Term Sheet Represented Parties"), and (iii) declares that the NB Salaried Term
Sheat is legally binding on and effective against the-Term Sheet Represented Parties
and that the CSER is authorizéd and directed to take such additional steps and execute
such additional documents as may be necessary or desirable for the completion of the

NB Salaned Term Sheet.

2. Pursuant to an Order of this Court made September 17, 2009, &as
amended on QOclober 22, 2009, (the "CSER Ordet™), the CSER represents all the
Applicants’ unrepresented Canadian and U.S. employees and former employees,
Including those employees not actively at work, and individuais who are: {i) benseficiaries
under one of the Applicants' four registered defined benefit pension plans in Canada; (if)
beneficiaries under the Applicants’ U.S. defined benefit pension plan; (iii) beneficiaries
under the Applicants’ Canadian registered retirement savings plan or registered defined
contribution pension plan; and (iv) beneficiaries under any supplementary retirement
plan, deferred compensation plan or heaith, dental, life and other benefit plan of the
Applicants, but excluding any director or senior officer of the Applicants and any
individual who is otherwise representad in the proceeding (all of whom, other than the
excluded parties, being collectively referred to herein as the "Represented Parties” and

individually, a "Represented Party”). The CSER Order is attached as Exhibit "C”,

3, For greater certainty, the Represented Parties include former employees
who were members of the New Brunswick Regional Council of Carpenters, Millwrights
and Allled Workers, Local 2450, all current employeeé and former employsas who were

members of the Office and Professional Employees International Union, and the former
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employees who were members of the International Brotherhood of Electrical Workers

are also included in the group represented by Davies Ward Phillips & Vineberg LLP

("Davies"}.

4, I have personal knowledge of the matters to which | hereinafter depose.
Where the source of my information or belief is other than my personal knowledge, |

have identified the source and basis for my information and believe it to be true.

5. All references to currency in this Affidavit are to U.S. Dallars unless

otherwise noted.
Introduction

6. | believe that it is in the best interest of both the CSER and the
Represented Pariies for the CEER to adopt the Guidelines. While certain voting
procadures were established at the time of the CSER's formation, including that CSER
decisions would be determined by majority vote, the,; importance of the dedlsions that
the CSER has been forced to make over the preceding few weeks has mads it clear to
me, and to the CSER as a whole, that more formalized governance structures should ba
adopted. Adopting the Guidelines will facilitate the making of important decisions in the

future.

7. In addition, | have been advised that the Supearintendent of Pensions for
the Province of New Brunswick (the "Superintendent”) has requested that the CSER
seek Court approval of the agreement concerning the future treatment of the New

Brunswick salaried pension plan (the "NB Salaried Terrn Sheet”) entered into by the
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Applicants, the Superintendent and Davies, an behalf of the Term Sheet Represented

Parties and a declaration that the NB Salaried Term Shest is binding on the Term Sheet

Represented Parties.

8. Under the NB Salaried Term Sheet, the Term Sheet Represented Parties
could potentially receive greater consideration than they would under the asset
purchase agreement (the "APA") approved by the Court on December 10, 2008.
Pursuant to the APA, Brookfield Asset Management ("BAM") proposes to purchase the
Applicanis’ specialty paper business (the "BAM fransaction“) for a purchase price with
an aggregate face value of $185 million. Under the APA, consideration for unsecured
creditors was originafly to Include 49% of the common shares of the new corporation to
be created from the Applicants' specialty papers business ("Newco") and a $42.4
million non-interest bearing promissory note having a ten-year term. | Given the
proposed sale to Newco and the insolvency of the Applicants, it is possible for the
Applicants’ penslon plans to be subject to an immediate wind-up. Finally, as a condition
precedent to the closing of the BAM Trapsaction, BAM requires that aft existing
references o the defined benefit pansion plans in the collective agreemenis betwegen
the Communications, Energy and Paperworkers Union of Canada (the "CEP") and the

Applicants be removed.

g. The NB Salaried Term Sheet provides, among other things, (i) that the
New Brunswick salaried pension plan (the "NB Salaried Plan”) will receive a
promissory note with an eight, rather than ten-year term, which potentially provides
greater value to the Term Sheet Represented Parties, (ii) that the NB Salaried Plan will

be wound up prior to the closing of the BAM Transaction, but will be administered by an

10
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administrator appointed by the Superintendent for a period of up to eight-years at which
time annuities will be purchased, which allows the pension funds to Increase in value,
and (iii) that the consideration due to the NB Salaried Plan under the APA will be
depaosited into an outside trust fund for the sole benefit of the NB Salaried Plan. The
term shest potentially provides a benefit to participants in the NB Salaried Plan. The
term sheet also extends the benefit of the Final CEP Term Sheet to' certain of the Term
Sheet Represented Parties. A copy of the signed Term Sheet is attached hereto as

Exhibit "D".

10. Set out herein are a brief history and béckground of tha matter to support

the relief sought.
Employment Background

11. I began working with Fraser Companies Lid., a predecessor to Fraser
Papers Inc., in 1976 as an electrical engineer. | hield a number of positions during my
28 years of employment at Fraser Papers Inc. and its predecessor, including
Superintendent Process Control and Capital Projects at the Edmundston division,
Computerized Maintenance Management System .Coordinator at the Edmundston
division, Senior Systems Engineer at the Edmundston division and Plant Electrical
Engineer at the Madawaska division. At the time of my retirement, | was
Superintendent Process Control and Engineering for Edmundston, a position that | held

for two years. | am currently a membar of the Edmundston Retirees Association.

11
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The Applicants’ Pension and Benefit Plans and the CCAA Proceedings

12. On June 18, 2009, the Applicants sought and obtained an Order (the
“Initia} Qrder”) pursuant to the Companies’ Creditors Arrangement Act {"CCAA")
staying all proceedings and claims against them (the "CCAA Proceedings"). Al this
time, employees and retirees of the Applicants learned of the funding deficiencies of the
Applicants' pension and benefit plans. 1, and the other original representatives on the
CSER, became aware of these funding deficiencies through the affidavit of J. Peter
Gordon, the Chief Executive Officer and director of Fraser Papers Inc., sworn in support
of the Initial Order (the "Gordon Affidavit™), and through letters sent by the Applicants
to employees and retirees, which discussed, in vague terms, the pension and benefit
plan funding deficiencies. The Gordon Affidavit, without attachments, is attached hereto

as Exhibit "E™.

13. In the Gordon Affidavit, Mr. Gordon swears, among other things, that the
Applicants are Insolvent and suffsing severe financial difficulties.  Specifically,
Mr. Gordon states that a significant portion of the Applicants' financial obligations are
owed to employees and retirees of the Applicants and that the Applicants are unable to
meet, or may be unable to meet, many of these obligations. The following information,
outlined in the Gordon Affidavit, catalyzed fhe original reprasentatives of the CSER 1o

form our commitiea:

(a) the Applicants have a substantial deficit in their five pension plans (the

"Pension Plans") and three supplemental employee retirement and

12
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supplemental executive retirement plans of approximately $171.5 million

as at December 31, 2008 (see Gordon Affidavit, p. 3, para. 5(a));

the Applicants anticipate that they will be required to make spacial
payments in respect of unfunded going cencern and sclvency deficiencies
(the "Pension Deficits") with respect to the Pension Plans in the amount
of $13.5 rnillion in 2009. This Is in addition to $3.3 million required to be
paid in 2009 on account of normal cost contributions to the Pension Plans.
The Applicarts have stated that they are not able to pay these amounts
(see Gordon Affidavit, p. 20, para. 1) and, pursuant to an Order of this

Court, has stopped funding these Pension Deficits;

as at December 31, 2008, tha present value of the accrued benefit
obligations of the Applicants’ post-retirement health care benefits was
$46.8 million. It is unclear whether the Applicants will be able to satisfy its
obligations In requct of thess bensfits (see Gordon Affidavit, p. 21, para.

83); and

there remaing a balance of approximately §1 million in the Applicants'
Health and Welfare Trust, through which active and retired employees of
the Applicants receive many of the health and related benefits payable by
the Applicants, which amount, I the ordinary course of busihess of the
Applicants, would fund benefits payabla for a period of approximatsly four
to five months. The Applicants intend to make no further payments into

this trust after the date of filing until such time as the funds are fully

13
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depleted through the payment of benefits to employees. Once these
funds are depleted, the Applicants will be obliged to gontribute sufficient
funds to the trust in order to meet its, obligations under its retiree and
employee benefit plans as they may exist‘ at that time. |t 1s unclear that
the Applicants will be able to satisfy its obligations in respect of the Health

and Welfare Trust (see Gordon Affidavit, p. 21-22, paras. 84-85).

14, On June 18, 2009, the Applicants sent lstiers to thres different
constituencies of employees and retirees: (i) one letter went to participants in the
supplemental employee retirement plan and the supplemental executive retirement plan
{the "SERP Letter") attached hereto as Exhibit "F™; (i) a second letter went to all the
Applicants retirees (the "Retirges’ Letter”) attached .hareto as Exhibit "G"; and (ill) a
third letter went to all participants of the Applicants’ deferred compensation plan (the

"Deferred Compensation Letter”) attached hereto as Exhibit "H".

15, All three letters state that the Applicants’ CCAA filing was necessary as
the Applicants were not generating sufficient positive _cash flow to fund their operations,
including its pension obligations. The Retirees’ Letier states that thé Applicants
cortinue to make payments of benefits under its retiree benefit program which includes
medical, dental and life benefita, but aiso states that the "payments of these benefits are
subject to a cap and may changa as the restructuring plans evolve" and that it is in the
process of determininQ what amount of retires benefits it is capable of continuing to
fund. The SERP Letter and Deferred Compensation Letter each state that the
Applicants are no longer obligated or able to make payments in respect of any unfundad

pensions, including the SERPs and the U.S. Deferred Compensation Plan.

14
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18. The information contained in these letters, like the information provided in

the Gordon Affidavit, mobilized the original representatives of the CSER to form the

committee.

Formation of the CSER

17. ~ The CSER was formed in earty August 2009, as a result of the many
e-mails and phone calls that the founding members of the CSER began to receive after
the Applicants obtained the Initial Order, and after active and retired employees
received the three letters discussed above. Those affected by the pension deficits
wara, and remain, very concemned about the implications of the Pension Deficits and
other unfunded liabilities. 1t is frightening to many of us that we will, in all likelihood, be

losing thirty to forty per cent of our pension benefits.

18. The original representatives of the CSER were Don Corey (HR Manager
(Edmundston Operations; Plaster Rock and Juniper)), Paul Gendreau (HR Supervisor
{(Madawaska)), Francine Clément (HR Manager and Administration (Thurso)), Greg Cyr
(HR Manager (Gorham)), Richard Marston (a retiree formery HR Manager
{Madawaska)), Robert Bruce Parkin (a retires formerly HR Manager (Edmundston)),
Robyn Wiley-Hoyt (HR Superintendent (Juniper)), ken Chappel (a retirse formerly
Operations Supervisor (Plaster Rock)), Mark Fitzherbert (HR Safety Superintendent

(Plaster Rock)) and Mike C6té (HR Superintendent (Ashland/Masardis)).

19. 1 joined the CSER as an additional mernber in mid-September 2009, along
with Lome Fraser (a rotirce (Edmundston), member of the Edmundston Retirees

Association). Paul Des Rosiers (a retiree formerly VP Forestry and Energy Divisions

15
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(James Maclaren Industries Inc.)), Paul Schriver (a refiree formerly Mil Manager
(Atholville Pulp Inc.)), and Claude Lalonde (a retiree formerly Assistant Director of
Construction (Thurso)) also joined the CSER at that time. The C3ER is now comprised

of fiteen mermbers — each of whom voluntears his or her time and effort,

20. The CSER currently includes representatives of the following employee
groups: Capadian and U.S. salaried employees and retirees (who were formerly
salaried employees) from the Edmundston, Thurso, Plaster Rock, Juniper, Madawaska,

Gorham and Ashland/Masardis operations.

21 While the CSER worked diligently to protect the inlerests of our
gonstituent groups from the outset, |, along with other members of the CSER, belisved
that it was vital to the CSER to obtain representative counsel, in order to facilitate our
Interactions with the Appllcants, to be properly represented in the CCAA Proceedings,
and to file claims with PriceWaterhouseCoopers LLP (the "Monitor"). Without
reprasentative counsel, many employees and retirees would have remained
unrepresentad and uninformed as to the CCAA Proceeding and have had no means fo
protect their entitlements under the psnsion and benefit plans. We therefore sought
represeniative counsel to ensure that the employeeé and retirees were provided with
the advice needed to protect their interests and to participate in a meaningful, well

informed and productive manner in the CCAA Proceedings.

22. Pursuant to the CSER QOrder made September 17, 2009, as amanded on
October 22, 2008, this Court appointed Davies as representative counsel for the CSER,

on behalf of the Represented Parties.

16
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23. In the CSER Order, this Court also ordered that the CSER members "shall
be at liberty and are authorized at any time to apply to this Honourable Court for advice
angd directions in the discharge of iheir powers and duties.” The CSER is now applying
to this Court for such advice and to obtain an Orde:r to assfst in tha discharge of its

duties,

24. Davies set up a toll-free hotline where the employees and retirees could
call and obtain information about the Applicants’ recent CCAA Proceedings and other
iasues of concern. Davies also set up a website link on thelr firm website to provide
detailed information to the employees about the Applicants' CCAA Proceedings along
with a link to the Monitor's website. The Davies website for the employees and retirees

is www.foemployees.dwpv.com and the toll-free telephone number is 1-877-782-0298.

Attached hereto as Exhibit ™I" is a printout from the Davies webpage setup for the
Represented Parties. Davies has also compiled a list of e-mail addresses, which

includes the e-mail addresses of 238 Represented Parties.
CSER Governance Declsions

25, A CSER conference call took place on September 18, 2009, at which, as
noted above, three additional members were added to the CSER (Paul Des Rosiers,

Paul Schriver and Claude Lalonde).

26. On this conference call, the CSER also discussed certain governance
issues. Among other things, the following decisions were made concerning the

governance of the CSER:

17
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(a) if the CSER made a decision on a particular issue, it would be determined

by a majority vote; and

(b) in the event that substantially different views arose that prevented the
resolution of an issue through a majorify vote, a determination would be

made at such time as to how best to address the divergent views.

27. These governance decisions have served the CSER well and have
allowed the CSER to function smoothly. However, on reflecting on the complexity of the
issues faced by the CSER and the impertance of clear voting procedures, the CSER is

of the view that more formalized procedures should be adopted.

The Clalms Process

28, Throughout the remainder of the months of September and October,
Davies drafted and filed proofs of ¢laim with the Monitor with the help of both the
members of the CSER and an independent actuary, Aon Consulting. Through the

claims process, Davies communicated with both Represented Parties and the

Applicants.

29. On Friday November 6, 2009, Davies filed claims for the Thurso and New
Brunswick salaried and hourly plans, Ganadian and U.S. retiree heaith and welfare
benefits, Canadian and U.5. Supplementary Erﬁp!oyee Retirement Plans, and
termination, severance and bonus payments with the Monitor. Amended and Restated

Severance and Termination Claims were filed with the Monitor on December 23, 2008.

18
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Amended and restated bonus claims were filed with the Monitor on January 28, 2010.

Certain of these claims differed from the information in the Gordon Affidavit.

The BAM APA

30. On November 9, 2009, Davies received a Powerpoint presentation
conceming the proposed BAM Transaction from the Applicants. On November 10,
2009, the a meeting of the CSER was called at which Davies provided the CSER with
an overview of the proposaed BAM Transaction, iﬁcluding the consideration to be
provided to the Applicants’ unsecured creditors. No decision was taken as to whether to
support the proposed BAM Transaction, since the CSER and Davies required further

details concerning the proposed transaction.

3. A CSER meeting was convened on December 9, 2009 to further discuss
the proposad APA, which was set out in the motion materials for the approval motion to

be heard December 10, 2009,

32. Under the APA, as discussed above.' the unsecured creditors, which
includes Represented Parties, would receive 46% of the common shares of Neweco and
a $42.4 million promissary note with a ten-year term. Under the APA, all unsecured
creditors of the Applicant were to receive the same consideration. After we discussed
the APA and our potential options, the CSER decidéd unanimously not to oppose the
APA. Unlike the CEP, the CSER's agreement was not required on any issue as a
condition precedent under the APA. While the CSER felt that the consideration was too
low, the CSER did hot feel that it or the Represented Parties were being treated unfairly

as compared to any other group of unsecured creditors.

19
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The CEP Term Shest and the February 24 Motion

33, On February 18, 2010, Davies received a draft term sheet from the
Applicants (the "Draft Term Sheet’). Davies was advised by the Applicants that it
would be required to sign the Draft Term Sheet on behalf of the CSER in order for the

Applicants to move forward with the APA.

34, In his affidavit sworn February 20, 201.0, in support of the motion dated
February 24, 2010 { the "February 24 Motion"), J. Peter Gordon stated that if the
Applicants did not reach an agreement in principle to satisfy the two remalning
conditions precedent under the APA, including the lssue of pension liability, on or before
February 24, 2010, the Applicants would seek an exiension of the stay period and an
Order permitting the Applicants to commence an orderly liquidation of the Applicants'
property, assets and undertakings under the supervision of the Monitor. 1 am informed
by Davies that in an e-mail dated February 18, 2010, attached hareto as Exhibit "J",
the Applicants state that they would require the agreement of the GSER to the Draft

Term Sheet in order to move forward with the transactions contemplated by the APA.

35, The Draft Term Sheet proposes the terms of an.agreemen’r in prlnciplé o
be finalized prior to the February 24 Motion to avoid an orderly liquidation of the
Applicants. The intention was to set out the future treatment of the New Brunswick
pension plans and to remove all references to the éxisting defined benefit pension plans
from the existing collective bargaining agreements beiween the CEP and the

Applicants. While the Draft Term Sheet did provide for delayed wind-up of the New
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Brunswick pension plans, it nonetheless provided for equal consideration to all

unsecured creditors of the Applicants. |t did not favou.r_one group over another,

36. Daﬁies provided some preliminary comments in relalion to the Draft Term
Sheet and advised the Applicants that the final term sheet would be subject to the

raview and agreement of the CSER.

37. Numerous discussions among the Applicants, the CEP, the
Superintendent, the Minister of Justice and Consumer Affairs for the Province of New
Brunswick. the Monitor, and Davies took place including meetings on Monday, February
22 and Tuesday, February 23, .2010. Davies was excluded from most of these
nagotiations, which took place solely between the CEP and the Applicants. Davies
arcanged a conference call with the CSER at 4:00 p.m. on February 23, 2010 in order to

update the CSER on the negotiations.

38, I am informed by Davies that at closé to midnight on the evening of
Tuesday, February 23, 2010, Davies was presented with an agreement in principle that
had been reached hetween the CEP and the Applicants (the "Proposed CEP Term
Sheet"), As has previously been brought to this Court's attention, the terms of this
agreement in principle created a conflict of interest- for Davies by treating the Term
Sheet Represented Parties more favourably than all other unsecured creditors,
including the Represented Parties whose pensions were not regulated by the Jaws of

New Brunswick. This development was unexpected.

30. The Proposed CEP Term Sheat contained the following provisions:
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(a)

(b)

(c)

- 18 -

the Applicants agreed that Newco would pay an additional $6.1 million into
the New Brunswick hourly pension plan over an eight-year period. The
Applicants would deliver an imevocable direction fo Newco to direct that it
make a series of fixed payments into the hourly plan between 2011 and
2018. As BAM was unwilling to pay.a higher purchase price for the
Applicants' assets, this $6.1 million to be paid by Newco, would be paid at
the expense of other unsecured creditors, who will be shareholders and

noteholders of Newco;

instead of receiving their pro rata share of the ten-year promissory note,
both the salaried and hourly New Brunswick pension plans would receive
a promissory note with an eight-year term. The total value of the
promissory note for all other unsecured creditors, including the Quebec
and U.5. employees and retirees, woula be reduced from a face value of

$42.4 million to $40 milion and would continue to have a ten-year tenm;

as part of this agreement, the Superintendent agreed that, while the New
Brunswick penslon plang would be wourd up, the New Brunswick pension
plans would continue fo be administered by a govemment appointed
administrator for up to eight years. During thesa eight years, the pension
funds would continue to be invested and, therefore, could increase in
value. The Superintendent also agreed that the consideration to the
unsecured creditors would be deposited into outside trust funds for the

sole benefit of the New Brunswick pansion plans; and
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(d) the parties agreed 1o release the directors and officers of the Applicants

and BAM,

40, . The Proposed GEP Term Sheet created -unequa! freatment among the
Represenied Parties in two ways, First, panlclpar_)ts in the New Brunswick houry
pension plan wili gain significantly at the expense of all other unsecured creditors as a
result of the additional $6.1 million it will receive. Secondly, participants in both New
Brunswick pension plans will raceive an elght-year promissory note, which has greater

value than the ten-year promissory nofe to be received by all other unsecured creditors.

41, Because padicipants in the New Brunswick pension plans were to recelve
greater considera’(ic;n and benefits under the Proposed CEP Term Sheet than would
other empiloyaes and retirees outside New Brunswick, a conflict of interest argse within
the CSER. The Term Sheet Represented Parties, myself included, siood to gain from
the Proposed CEP Term Sheet. Thosa members and constiluents oulside of New

Brunswick did not.

42, Due to this conflict of Interest, Davies was unable to sign the Proposed
CEP Term Sheet. In addition, and of equal importance, Davies was' specifically
instructed by the CSER not to sign the Proposed CEP Term Sheet on behalf of the
CSER. Prior {o the approval motion, Davies recommended to the CSER that
independent counsel be sought to advise on this issue and that Davies would inform the

Court of this issue,

43, As Davies was unable to sign the Proposed CEP Term Sheet on behalf of

the CSER, Davies was removad as a signatory of the Proposed CEP Term Sheet, and
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all references 1o the NB Salaried Plan were removed. Therefore, the final CEP term
sheet (the "Final CEP Term Sheet"), which was approved by this Court on February
24, 2010, and which is substantially the same as the Proposed CEP Term Sheet, does
not include and does not benefit the NB Salaried Plan. No agreements or benefits were
achieved for either the New Brunswick or non-New Brunswick Represented Parties prior

to the Fabruary 24 Motion.
Continued Term Sheat Negotiations

44. After the February 24 Motion, Davies committed to continuing its
negotiations with the Superintendent {o obtain the same treatment for the NB Salaried
Plan as was achleved for the New Brunswick hourly plan through the Court approved
Finat CEP Term Sheef. The Applicants also communicated that they would continue to
seek the agreement of the CSER on an agreement In principle with substantially the
same tarms as the Final CEF Term Shaet. The Applicants still required the agreement
of the CSER to such a term shest in order to move forward with the transactions

contemnplated by the APA.

45. Davias also committed to finding outside representation for the non-New
Brunswick members of the GSER, in ordar that they be able {o receive independent

legal advice on whether to sign a proposed term sheet.

46. On February 26, 2010, Kenngth Rosenberg of Paliare Rolland Rosenberg
Rothsiein LLP was contacted to advige the non-Term Sheet Represented Parties'
members of the CEER of their remedies in light of the unequal treatment under the term

sheet proposed by the Applicants. | am informed by Davies that a conference call took
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place between Mr. Rosenberg and the non-New Brunswick members of the GSER on
March 2, 2010. As | am not a member of this group (I am a participant in the NB
Salaried Plan), | do not know the nature or results of these discussions between Mr.
Rosenberg and the non-New Brunswick members of the CSER. | do know, hawever,

that they have not yet signed any agreement in principle with the Applicants.

47. After the conference call between the non-New Brunswick COER
members and their independent legal counsel, and afiar further cormnmunication between
the Term Sheet Represented Parties’ members and Davies through e-malis and

telephone callg, it became clear that all members of the CSER sought to achieve
subslantially the same benefits for their respective constituent groups as are provided to

the members of the New Brunswick houwrly pension plan under the Final CEP Term

Shest, including:

(a) a delayed winding up the pension plans, to allow the funds to be invested

over a period of five to eight years;
(by a promissory nate with an eight, rather than ten-year term;

(c) the appoiniment of a trustee to administer an outside trust that will hold

the APA consideration owed to the particular pension plan; and

(d)  additional cash consideration contributed into their plans which was
proportional to the $6.1 million to be contributed by Newco into the NB

Hourly Plan.
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Recent Meetings and the Final New Brunswick Salaried Term Sheet

48, dn Friday, March 12, 2010, Jay Swartz, a partner at Davies, sent to the
CSER a draft of the NB Salaried Term Sheet which the CSER was asked o sign with
the New Brunswick pension regulators and the Appficants, and which resulted from the
negotiations among the Applicants, Davies and the Superintendent. The principal
henefits of this term sheet will flow to the NB Salaried Plan, which will have a wind up
over an eight-year period allowing for some potential recovery on the value of the
assets or improvement in annuity rates. The draft term sheet would also assure that the
NB Salaried Plan will have the benefit of an eight-year promissory note. Finally, the
drafi term sheet provided that the CSER release BAM, its directors and officers and the
directors and officers of the Applicants from any liability in connection with the pension

plans.

49, The Superintendent imposed a deadline of March 16, 2010 for the signing
of the NB Salaried Term Sheet in order to allow passage of the necessary legislation
and regulations intended to permit the benefits provided for in the Final CEP Term
Sheet and in the NB Salaried Term Sheet. The Applicants Ingisted that the entire CSER
commit to signing the term sheet, and not solely the New Brunswick members of the
CSER on behalf of the Term Sheet Represented Parties, the group that benefits most
directly from the term sheet. Wﬁile the non-New Brunswick members would still be
required to agree to the releases discussed above, on behalf of their constituents, they

would receive no benefit under the NB Salarded Term Sheet.
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50, It was under these difficult and time-pressured circumstances that the
CSER was required to decide whether to the sign the term sheet. While the CSER has
made decisions in the past, for example, the decision not to oppose the approval of the
APA, the decision as to whether to sign the term sheet was a more challenging and
complex declsion for the CSER to make because of the term sheet's significant
Implications on all pension plan beneficiaries and because of its unequal treatment of
different members of the Represented Parties. The NB Salaried Term Sheet also

implicitly endorsad the revised consideration under the APA which was a term

antithetical 1o position of CSER as a whole.

51, The CSER discussad the merits of the term sheet on a conference call on
Friday, March 12, 2010, and continued these discussions on a lengthy conference call
on Monday, March 15, 2010. Twelve out of the 15 CSER members were prasent on the
Monday, March 15 conference call. Because the Superintendent requirad that the
CSER sign the term sheet by March 16, 2010 in order for the NB Salaried Plan to
benefit from the legisiative amandments' made pursuant to the Final CEP Term Sheet,

the CSER was required o vote on the issue.

52. At the end of the March 15, 2010 conference call a poll was taken: six
members supported signing the term sheet; six did not resulting in a deadlock among
the CSER as a whole. However, four of six of the New Brunswick members present
supported signing the term sheet, as the Term Sheet Represented F’arties receive
several benefite from the term sheet which the non-N.ew Brunswick members, and their

constituents, do not. Accordingly, the CSER as a whole would not sign the term sheet,
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but the term sheet would only be sighed on behalf of the Term Sheet Represented

Parties.

53. On March 17, 2010, the Applicants, the Superintendent and Davies, on
behalf of only Term Sheet Represented Parties, entered into a term sheet conceming

the future: treatment of the NB Salaried Plan.

54, I make this Affidavit In good faith and in support of this motion, for an order

in the form attached to the Motion Record as Exhbit "A”, and‘described above, and for

AL

CARL M131KEL CYR

no iMpProper purpose.

SWORN BEFQRE ME at
the City of Edmundston, in the
Province of New Brunswick, this 26"
day of Marcfiy2010.  _

-

- [ A L A Yoy

i

— A Commissioner of Oaths
being a Solicitor
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Court File No. CV—Q9-8241-00CL

ONTARIO ¢ 49
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)
THE HONOURABLE MADAM ) TUESDAY THE 30TH DAY OF
JUSTICE PEPALL ) MARCH, 2010 -

IN THE MATTER OF THE COMPANIES CREDITORS
ARRANGEMENT ACT7, RS.C. 1985 C. C-36. AS
AMENDED .

IN THE MATTER OF A PROPOSED PLAN OF
COMPROMISE OR ARRANGEMENT WITH RESPECT TO

FRASER PAPERS INC., FPS CANADA INC., FRASER
PAPERS HOLDINGS INC., FRASER TIMBER LTD.,
FRASER PAPERS LIMITED AND FRASER N.H. LLC

Applicants

ORDER

THIS MOTION, made by the Committee of Salaried Employees and
Retirees (the "CSER"), on behalf of the Applicants' unrepresented Canadian and U.S.
employees and former employees, including those employees not actively at work, and
individuals who are: (i) Eeneﬁciaries under one of the Applicants' four registered defined
benefit pension plans in Canada; (i} beneficiaries under the Applicants' U.S. defined
benefit pension plan; (ili) beneficiaries under the Applicants’ Canadian registered
retirement savings plan or registered defined contribution pension plan; andfor
{iv) béneﬂciaries under any supplementary retirement plan, deferred compensation plan
or heaith, dental, life and other benefit plan of the Applicants (callectively, the "Plans"),

and inciuding former employees who were members of the New Brunswick Regional
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Council of Carpenters, Millwrights and Allied Workers, Local 2450 ("CMAW"), all current
employees and former employees who were members of the Office and Professional
Employees International Union, and the former employees who were members of the
International Brotherhood of Electrical Workers, but excluding any person who is (a) a
director or senior officer of any of the Applicants, or (b) is otherwise represented in this
proceeding (all of whom, other than the excluded parties, being collectively referred to
herein as the "Represented Parties” and individually, a "Represented Party”) was heard

this day at 330 University Avenue, Toronto, Ontario.

ON READING the Motion Record of the CSER and on reading the
affidavit of Carl Michael Cyr sworn March 26, 2010 and on hearing submissions of
counsel for the CSER, counsel for the Applicants and counsel for the Monitor, and

[other parties];

1. THIS COURT ORDERS that the time and method for service of the Notice
of Motion and the Motion Record herein is hereby abridged and validated so that this

Motion is properly returnable today and hereby dispensed with further service thereof.

2. THIS COURT ORDERS that, pending further Order of this Court, the
guidelines for the CSER (the "Guidelines") , attached as Schedule "1" to this Order, are
hereby approved and authorized and the CSER shall be governed by the Guidelines, in
addition to, the Order of this Honourable Court made September 17, 2009 (the

"Appointment Order") as amended by Order of this Court dated October 22, 2009.

3. THIS COURT ORDERS AND DECLARES that the Term Sheet as defined

in the affidavit of Carl Michael Cyr, sworn March 26, 2010, is hereby approved and the
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execution of the Term Sheet by the CSER on behalf of the Represented Parties
employed or formerly employed by the Applicants in the Provinces of New Brunswick
and Ontario ("Term Sheet Represented Parties") is hereby ratified, authorized and

approved.

4. THIS COURT FURTHER ORDERS that the Term Sheet is legally binding
on and effective against the Term Sheet Represented Parties and the CSER is hereby
authorized and directed to take such additional steps and execute or direct its Counsel
to execute such additional documents as may be necessary or desirable for the

completion of the Term Sheet.

5. THIS COURT ORDERS that the Appointment Order is hereby amended,
nunc pro tunc, to: (i) delete the reference to "Construction Maintenance and Applied
Workers Union" in the Preamble thereof, and replace it with "The New Brunswick
Regional Council of Carpenters, Millwrights and Allied Workers, Local 2450" and (ii)
amend paragraph 13 of the Appointment Order to add the following "or any other Order”
after the words "this Order”. All other provisions of the Appointment Order shall remain

in full force and effect, unamended except as set out herein.
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ASs of March 30, 2010
GUIDELINES FOR THE COMMITTEE

FOR SALARIED EMPLOYEES AND RETIREES ("CSER") OF
FRASER PAPERS INC., FPS CANADA INC., FRASER PAPERS

HOLDINGS INC., FRASER TIMBER LYD., FRASER PAPERS LIMITED

AND FRASER N.H. LLC (the "Applicants™)

MANDATE OF CSER

The role of CSER shall be as provided in the Order of the Ontario Superior Court

of Justice (Commercial List) dated September 17, 2009, as amended by further Order of that
Court dated October 22, 2009 and as may be amended by any further Order in that proceeding
{collectively, the ‘Representation Order™).

2.

3.1

to time.

3.2

3.3

CSER.
3.4

MEMBERS
The current Members of CSER are listed on Schedule A.

CONSTITUTION OF CSER

ELECTION AND REMOVAL OF MEMBERS

Number of Members

CSER shall consist of up to 15 Members but no Jess than 12 Members from time

Appointment of Membersg

Members shall be appointed by Court order upon the recommendation of CSER.
Vacancies

CSER may appoint a Member to temporarily fill a vacancy which occurs in

Ceasing to be a Member

A Member will cease to hold office upon:
(1)  delivering a resignation in writing to CSER:

(i}  being removed from office by court order; or
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(11)  his or her death.

35 Deemed Resignation

A Member who is an active employee shall submit his or her resignation to CSER
(which resignation need not be accepted in order to be valid) if that Member ceases to be
employed by the Applicants other than as a result of retirement.

4. CRITERIA FOR MEMBERS

4.1 Qualifications of Members

Every Member shall be an individual who (i) is at least 18 years of age, (ii) has
not been determined by a court to be of unsound mind, (iii} is an employee or former employee,
(including an employee not actively at work) of the Applicant, and (iv) is a constituent identified
in the Representation Order but is not a director or senior officer of any of the Applicants, or
otherwise represented in the CCAA proceedings of the Applicants.

4.2 Other Criteria

CSER may establish other criteria for Members as are necessary, reasonable and
desirable.

MEETINGS OF CSER

3. MEETINGS OF CSER
5.1 Place of Meetings

Meetings of CSER may be held at any place or by teleconference.
5.2 Calling Meetings

. A meeting of Members may be convened by any member or by its counsel at any

time.
53 Notice

Notice of the time and place for the holding of any such meeting shall be sent to
each Member not less than one day (exclusive of the day on which the notice is sent but inclusive
of the day for which notice is given) before the date of the meeting; provided that meetings of
CSER may be held at any time without formal notice if all the Members are present or if all the
absent Members have waived notice.

Notice of the time and place for the holding of any meeting of CSER may be
given by phone, delivery, fax, electronic mail or any other electronic means that produces a
written copy.
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5.4 Waiver of Notice

Notice of a meeting of CSER or any irregularity in a meeting or in the notice
thereof may be waived in any manner by any Member and such waiver may be validly given
cither before or after the meeting to which such waiver relates. Attendance of a Member at a
meeting of CSER is a waiver of notice of the meeting.

5.5 Telephone Participation

A Member may participate in a meeting of CSER by means of such telephone,
electronic or other communications facilities as permit all persons participating in the meeting to
communicate with each other simultaneously and instantaneously, and a Member participating in
a meeting by such means shall be deemed to be present at that meeting.

5.6 uorum

In order to transact business at a meeting of CSER at least nine (9) Members of
CSER shall be present. No business shall be transacted by the Members except at a meeting of
CSER at which a quorum is present. In the case of business which solely affects a clearly
identifiable class of the Represented Parties, the quorum shall be two-thirds of CSER Members
who are within the same clearly-identifiable class as those Represented Parties.

5.7 Voting

Questions and resolutions arising at any meeting of CSER shall be decided by a
majority of votes. In the case of business which solely affects a clearly-identifiable class of the
Represented Parties, questions and resolutions shall be decided by a majority vote of those
Members of CSER who are within the same clearly-identifiable class as those Represented
Parties.

5.8 Right to Vote

Each Member of CSER shall have the right to vote on all matters that come
before CSER. In the case of business which solely affects a clearly-identifiable class of the
Represented Parties, only Members of CSER who are within the same clearly-identifiable class
as those Represented Parties who are solely affected by the matter shall be entitled to vote.

5.9 Invitees

CSER may invite any person, advisors or consultants or any other person to attend
meetings of CSER to assist in the discussion and examination of the matters under consideration
by CSER.

5.10 Adjournment

Any meeting of CSER may be adjourned from time to time with the consent of
the meeting, to a fixed time and place and no notice of the time and place for the holding of the
adjourned meeting need be given to any Member if the time and place of the adjourned meeting
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is announced at the original meeting. Any adjourned meeting shall be duly constituted if held in
accordance with the terms of the adjournment and a quorum is present thereat. The Members
who form the quorum at the adjourned meeting need not be the same Members who formed the
quorum at the original meeting. If there is no quorum present at the adjourned meeting, the
original meeting shall be deemed to have terminated forthwith after its adjournment.

5.11 ‘ Resolutions in Writing

A resolution in writing, signed by all the Members entitled to vote on that
resolution at a meeting of CSER, is as valid as if it had been passed at a meeting of CSER.

NOTICES, ETC.
6. NOTICES
6.1 Service

Any notice or other document required to be given, served or sent by CSER to the
Represented Parties shall be delivered by emailing it to the Members and by posting it
electronically at http:/www.dwpv.com/fraser/index.htm.

EFFECT

7. EFFECT OF DECISIONS

All decisions and resolutions of CSER are legally binding and effective on the
Represented Parties. In the case of decisions and resolutions which solely affect a clearly-
identifiable class of the Represented Parties, a decision made by Members who are within the
same clearly-identifiable class in accordance with articles 5.6, 5.7 and 5.8 hereof, shall be legally
binding and effective on all members of that identifiable class of Represented Parties.

8. EXECUTION OF CONTRACTS

Upon the passing of any resolution in accordance with these guidelines, any
member of CSER or any other person designated by CSER is hereby authorized and directed, for
and on behalf of CSER, to execute and deliver any agreement, notice or other document
substantially on the terms presented to CSER, with such amendments and variations as are
necessary or desirable.
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Schedule A

Members of the Committee of Salaried Employees and Retirees

SNelloL e WoChnoh R Gt
1. Bruce Parkin New Brunswick Retiree Edmundston
2. Carl Cyr New Brunswick Retiree Edmundston
3. Claude Lalonde Quebec Retiree Thurso
4. Don Corey New Brunswick Active Edmundston
5. Francine Clément Quebec Active Thurso
6. Greg Cyr United States Active Gorham
7. Ken Chappel New Brunswick Retiree Plaster Rock
| 8. Lorne Fraser New Brunswick Retiree Edmundston
9. Mark F. Fitzherbert New Brunswick Active Plaster Rock
10. Mike Coté United States Active Ashland/Masardis
11. Paul Des Rosiers Quebec Retiree Masson
12. Paul H. Gendreau United States Active Madawaska
13. Paul Schriver New Brunswick Retiree Atholville
14. Richard Marston United States Retiree Madawaska
15. Robyn Wiley-Hoyt New Brunswick Active Juniper
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. Courl File o, CV-09-5241.00CL

ONTARIO
SUPKBRIOR COURT OF JUSTICE
{COMMERCIAL LIST)
THE HONOURABI R MADAM ) THURSDAY THE 177.DAY OF
h] ' .
TUSTICE PEPALL ) SEPTEMBER, 2000

IN THE MATTER OF THE COMPANIEY CREDITORS
EMENT ACT, R.8.C. 1985, !, C-36. AS AMENDED

THE MATTER OF A PROPOSED PLAN OF
OMPROMISE OR ARRANGEMENY WITH RESPECT TO
RRASER PAPERS INC., FPS CANADA INC., FRASER
TAPERS HOLDINGS INC,, FRASER TDVIBER LTD., FRASER
‘PAPERS LIMITED AND FRASER NH LLC

ORDER

Applicants

THIS MOTION, mads by Dogald Corey, Panl Gendreau, Franciom Clérsent,

Greg Cyr, Richard Magton, Robert Bruce Pwkin, Robyn ‘Wiley-Hoyt, Ken Chappel, Mark

' Pizherbert end Miko Cot (colletively, snd 88 such membess, may be roplaced from time to

time, the "Representatives”), ny the Praser Papers’ Comimitien of Salarled Employess and

Retirees (the “Comumitiee™), on bebalf of the Applicants’ unrepresanted Canadian and U.5.

employens and former employees, incleding those cmplc;yus not actiwiy B work, aod

jndividuats who are: (i} beneficiaties nnder one of the Applcaats' four reglstered defined berefit

pension plans i Canads; (i) beneficiasics uader the Apphicants’ U.S. defined beoefit peasion

plen; (i) benefctaries under the Applicants’ Canadlan segistered retivomont savings plas or

registered defined contribution pension plan; and/or () beneficiarics ender 20y mpplementary

retiremnent plan, deferred compensation plan o health, dental, lifs and othes benefit plan of the

Tork 23624017
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Applicants (collectively, the "Plans"), but excluding any person who is (a) a director or senior
officer of any of the Applicants, or (b) is otherwise represented in this proceeding (all of whom,
other than the excluded parties, being collectively referred to herein as the "Represented Parties”
and individually, a "Represented Party”) was heard September 8, 2009 at 330 University

Avenue, Toronto, Ontario.

ON READING the Motion Records of the Reprosentatives, the Applicants, the
Communications, Energy and Paperworkers’ Union of Canada (the “CEP”), the United Steel,
Paper and Forestry, Rubber, Manufacturing, Encrgy, Allied Industrial and Service Workers’
International Union (the "USW™), and Nelligan O'Brien Payne LLP and Shibley Righton LLP

(“Shibley Nelligan™), and on reading the Monitor's Fourth Report to the Court;

AND ON HEARING submissions of coupsel for the Representatives, the
Applicants, the Monitor, the CEP, the USW, the Construction Maintenance and Allied Workers
Union (the "CMAW?") and otber parties including CIT Business Credit Canada Inc. (“CIT™) and

Brookfield Asset Management Inc, (“BAM™);

1, THIS COURT ORDERS that the Representatives be, and are hereby eppointed
to represent the Represented Parties in this proceeding and in connection with any concurrent or
subsequent proceeding that may be commenced under the Bankruptcy and Insolvency Act
(Canada) ("BIA") or similar legislation (collectively, the "Proceedings”). For greater certainty,
the Representatives shall represent former (retired) members of the CMAW, but shall not

represent current or former (retired) members of the USW or the CEP, or current members of the

CMAW,

Tor#: 2382491.7
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2. THIS COURT ORDERS that such Representatives are hereby authorized to
determine, file, advance or compromise any and all claims that exist or may arise at law or equity
which may be made against the Applicants in the Proceedings in connection with any issue or
matter related to any recovery, compromise of rights or entitlements of the Represented Partics

under the Plans (collectively, the "Claims").

3. THIS COURT ORDERS that, for greater certainty, the Representatives do not
represent Represented Parties with respect to the terms of their on-going employment with the

Applicants other than in rcspc;:t of the Plans.

4, THIS COURT ORDERS that Davies Ward Phillips & Vineberg LLP ("DWPV")
be appointed in these Proceedings as counsel to the Representatives on behalf of the Represented

Parties ("Representative Counsel") for all matters relating to the Claims. )

S. THIS COURT ORDERS that the Applicants be, and they are hereby, authorized
and directed to provide to Representative Counsel, as soon as possible after the granting of this
Order, without charge, the names, last known addresses, last known phone numbers and email
addresses (if any) of all Represented Parties, whom they are appointed to represent pursuant to

the ter;ns of this Order.

6. THIS COURT ORDERS that, subject to any claims of privilege by the
Applicants, the Applicants shall respond to reasonable disclosure requests from Representative
Counsel with respect to any Plan for which a Claim is brought on behalf of a Represented Party,
without charge and will provide all documents and data that are relevant to the Claims including
generally those pertaining lo the varions rclovant Plans, including up-to-date financial

information regarding the funding and investments of any of these arrangements and any

Tord: 23824917
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associated actvarial valwations and reports. For that purpose the Applicants are licrcby
authorized to provide information which includes personal information related to individual
Represented Parties. For greater certainty, the Applicants are not requoired to create documents

or data in response to such requests by Representative Counsel,

7. THIS COURT ORDERS that any Represented Party whose personal
information is provided to the Representative Counsel by the Applicants pursuant to this Order is
deemed to have consented for the purposes of any applicable privacy legislation to the
Applicants providing such information, and to the collection, use and disclosure by the
Representative Counsel of such information, provided that such information will be used or
disclosed by the Representative Counsel solely for the purpose of representing the Represented

Parties' interests in these Proceedings.

8. THIS COURT ORDERS that all reasonable legal, actuarial and financial expert
and advisory fees and all other incidental fees and disbursements as may have been or shall be
incurred by Representative Counsel in carrying out the provisions of this Order shall be paid by

the Applicants in accordance with and subject to the terms hereof:

(a)  accounts, including detailed time descriptions for each billing pasty, shall be
delivered by Representative Counsel to the Applicants, the Monitor, CIT and
BAM on a bi-weekly basis, Copies of the accounts delivered 1o the Monitor are
to be un-redacted, and those delivered to the Applicants, CIT and BAM may be

redacted to preserve any claim of privilege;

Tork: 2382454.7
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(b)  the Applicants, the Monitor, CIT and BAM shall have ten (10) business days to
raise any objections t0 such accounts in writing to the Representative Counsel,

failing which the accounts shall be deemed to be accepted as rendered;

(c)  if any objection to the accounts is raised by the Applicants, the Monitor,.CIl‘ or
BAM in accordance with this paragraph (tbe “Disputed Accounts”), the Disputed
Accovnts shall be subject to an assessment by the presiding judge in this

proceeding as soon as possible; and

(d  if the asscssment results in the Disputed Accounts being reduced, Representative
Counsel shall be entitled to cease any further work on behalf of the
Representatives and a motion will be scheduled for authorization to withdraw. as

counsel of record.

9. THIS COURT ORDERS that notice of the granting of this Order be provided to
the Represented Parties by advertisement in local newspapers, and posted on the DWPV website
~ and the Monitor’s website, in such form and under such terms and conditions to be set by the

Applicants, the Monitor and the Representatives.

10. - THIS COURT ORDERS that the Representatives and Representative Counsel
are authorized to take all steps and do all acts necessary or deéirable to carry out the terms of this
Order, including dealing with any Court, regulatory body and other governmen! ministry,

department or agency, and to take all such steps as are necessary or incidental thereto.

11, . THIS COURT ORDERS that any individual Represcnted Party who docs not

wnsh to be bound by this Order and all other Orders attendant hereto shall, within 30 days of

Tor#; 23824017
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seceiving potice of this Order, notify the Monitor, the Applicants and DWPYV in writing, and,
thereafter, neither the Representatives nor the Representative Covnsel shall represent that person

in these Proceedings.

12. THIS COURT ORDERS that the Claims Bar Date is hereby extended from
Septernber 30, 2009 at 5:00 p.m. (Eastern Standard Time) to October 23, 2009 at 5:00 p.m.
(Bastern Standard Time), or such later date as may be agreed to by the Applicants, the Monitor
and Representative Counsel, to enable the Representatives to file Claims on behalf of the
Represented Parties. In respect of all Claims for which Representative Counsel has been
appointed pursuant to this Order, the date by which the Monitor is to issue any Creditor’s
Dispute Package and the date by which a Creditor must file a Dispute Notice are each hereby
extended by twenty-three (23) calendar days, and the Claims Order of this Honourabls Court

dated July 15, 2009 is hereby amended accordingly.

13. THIS COURT ORDERS that the Representatives and DWPV shall have no
liability as a result of their respective appointment or fulfillment of their duties in carrying out
the provisions cof this Order save and except for any gross negligence or wilful misconduct on

their part.

14 THIS COURT ORDERS that any member of the Committee may resign from
the Committee and that Committee members may appoint any other individual Represented

Party to the Committee..

15. THIS COURT ORDERS that the Representatives shall be at liberty and are

Tor¥: 2382461.7
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authorized at any time to apply to this Honourable Court for advice and directions in the

discharge or variation of their powers and duties.

Tor¥; 23824917
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Court File No. CV-09-8241-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

THE HONOURABLE ) THURSDAY, THE 22™ DAY

)
JUSTICE PEPALL ) OF OCTOBER, 2009

THE MATTER OF THE COMPANIES’ CREDITORS
NGEMENT ACT, R.S.C. 1985, ¢.C-36 AS AMENDED

IN THE MATTER OF A PROPOSED PLAN OF
ROMISE OR ARRANGEMENT WITH RESPECT TO
ER PAPERS INC. FPS CANADA INC., FRASER
PAPERS HOLDINGS INC,, FRASER TIMBER LTD., FRASER
PAPERS LIMITED and FRASER N.H, LLC

ORDER

Applicants

THIS MOTION made by the Applicants for the relief sought in the Notice of Motion

herein dated October 19, 2009, was beard this day at 330 University Avenue, in the City of

Toronto, Oniario,

ON READING the affidavit of J. Peter Gordon sworn October 19, 2009, the Fifth Report

of PricewaterhonseCoopers Inc., in ifs capacity as court-appointed Monitor, and on hearing the

submissions of counsel for the Applicants and any other parties appearing:
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Stay Period

I

THIS COURT ORDERS that the Stay Period as described in Order of this Honourable
Court dated June 18, 2009, as aménded (the “Initial Order™) be and is hereby extended to

and including December 4, 2009,

Amendments to Claims Order

2,

THIS COURT ORDERS that the Order of this Honourable Court dated July 15, 2009

. (the “Claims Order”) be and is hereby amended to provide that the Claims Bar Date as it

relates only to any claim filed by or on behalf of an employee or retiree of the Applicants
shall be October 30, 2009. The Claims Bar Date shall remain at September 30, 2009 in
respect of all other claims against the Applicants or the Directors (as defined in the
Claims Order). All capitalized terms referred to in this Order which constitute

amendments to the Claims Order shall be as defined in the Claims Order.

THIS COURT ORDERS that the Claims Order be-and is hereby further amended to

provide that the date by which:

@ a Notice of Disallowance must be issued by the Monitor for any Restructuring
Claim that arose after September 30, 2009 shall be 23 calendar days after the

Restructuring Claims Bar Date in each case;

(i) a Dispute Notice must be filed in respect of any Restructuring Claim that arose
after September 30, 2009 shall be 23 calendar days after the issuance of the

Notice of Disallowance in respect of such Restructuring Claim;
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_ (i) a Notice of Disallowance must be issued by the Monifor in respect of any Claim
filed by or on behalf of any current or former employees of the Applicants shall

be November 22, 2009; and

(iv)  a Dispute Notice must be filed in respect of aily Claims filed by or on behalf of

any current or former employees of the Applicants shall be De_cember 6, 2009,

Amendment to Davies’ Representation Order

-

4. THIS COURYT ORDERS that the Order of this Honourable Court daied September.8;

2009 appointing Davies Ward Phillips & Vineberg LLP as representative counsel for all
umrepresented current and former employees of the Applicants is hereby amended by

deleting the last sentence of paragraph 1 thereof, and replacing it with the following:

“For greater certainty, the Représentatives shall represent former (retired)
members of the CMAW and the International Brotherhood of Electrical Workers,
and cumrent and former members of the Office and Professional Employees
International Union, but shall not represent current or former (retired) members of

the USW or the CEP, or current members of the CMAW.”
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TERM SHEET FOR GLOBAL AGREEMENT,

This agrosnrent s amony Frasar Papers Fos, (TP and its effiliates wnder the CCAA procesding
(colleotively, the “Applinpats™), the Smpéx wf Peasions for the Proviteo of New
Bymmawick (the "Superspiandant™, the ffinister of Jurtirs and Coneromr Atiabn for the Province
of Wew Bnmevidsk (“FNE™), o Davies Werd Phillips & Vinthag LLP {Davies"), cont-
fppointed yeprexentative counsel on bekalf of fis Naw Byanawisk membits of the Commizes
Reparenting A1l Unreptesented Coamdizn wnd 1.8, Bmployues end Former Pployers of the
Applieants (the “Comnittea™ %5 3 redates 10 suck smpfoyens and former employees in the
Pravinore of Naw Brigmvick and Onlexio,

Bach of the undersipned puutivs nires io he fallowing:

Lolo f Specinlfy Papere Buslosss

I The specialty papers busness of the Applizsats will be ald to & wow pompnay or
conprnies pRIstAnt fo the Astet Purchase Agrosment-spproved by the souit on December 3,
2008, p2 wroanded (The "APAM).

2 Nejther Brookiield Asset Management Ing, ("BAMY) nor its dosignate wnder tha ABA
(“Newoo™ will beve any Hebility for sny obBpations or Iabililtes whatsever $n connnegion with
Yhwrogintared panzion plan fn Now Brmawick Sr boodly craploynes (he “NB Mourly Fian), the
Penvion Plan for New Bomawick Salaried Erplayees of Fraser Papess Inc, {ths “NB Saltied
Plet® end, collectively with the NB Hemly ¥, e “MB Plans) of for any termipsion,

sevenishe or TelMte] amoinis whith sny owmeat or former employts of te Applicaats conld -

usseif apains e Appiicmts,

3. FPwil) nquost that Weveco: (7) atlow o CEE pationsd voion Yo nombness ans of s bwo

indepandent dirsniogs to Neweo's bawrd of direstors; (5) adlow 1he other winsoured orsdftons of
PP to napiuats o seoond indefeadeat dirzctor o Neweo®s bomd of diresiors, and () pnurs
that the independent diretas of Newep s apgrowed by the majortty of the three woa-
mdepmd:utx dimciore and hayd the seme 7ghts and negposashilitien ag the Thees non-indapendent
degetnys of Newes. ,

Pension Fim and Claima

4 ‘The perdes Bmrg tha goal of taking sieps 1o mwinlmbz fhe Impact of the restructuing of
EP on pepsioners and ¢urtont end former amioyees. For this pirposs, the parties apred to tie
following mems ofaddresaing the NB Plane.

5 PP will aslign seefor mapagpmedt to wdrkcﬁﬁgcmly with (he CBP and Davies to pupsos
toversgt mder ti¢ Onlario Peoion Benefit Guarnles Pood {“FBOF*) for milmied and
mnlapized erploynes and former employses who bave asmed sérvice iz Ontado (s “Ontarlo

¥ dogn20 B} L Xy
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Members™), mchuding of the former Thorold paper mill ¢mployees, o exder to mifigats the
brpart of any pension deficiency on those sembers.

6. FP will make mny necessary application 'under_ the PBGF 1o seek such coverags or the
Superintendent will request the Administrator 10 do 50.

7.  The APA provides ibat Neweo will establish a new defined conudbution pension plan
(Neweo DC Salaried Plan™) for all fimue service of transfred non-opionized employees,
which will contain defined comtriburion provisions that are sybstantially similar to the defined
contrdbution provisions that currently exist wnder Appendix C of the existing NB Salaried Plan.
No furfher eredited service will aceyue umder the N8 Salaried Plan following the closing of the
APA, and there will no longer be aby aciive members contributing to the NB Salaried Plan,

3 Newso wilt nol have any Hability (including asy finding or pension benefSt payment
obligatioss) in sespect of the existing NB Salaried Plan, and all liabilies will remain a¢
unsconred obligations of FP with no recourse 1o Neweo.

9 In accoxdance with pavagrapb 10(c), the NB Salaried Plan will receive, directly or
indirectly, s pro reiq share (based on fhe size of the NB Saladed Plan's claim reletive to the
nggregnte clais of all unsecured creditocs of the Applicants) of thal portion of the consideration
payable by Newco under the APA, wikich will be available to the Applicams” wnsecured erediors
in accordence with thelr respective entitlement, after satisfying any prior clais. The pro rafa
share of fhe considersfion held by the NB Salaried Plan is yoferred to berein as the “APA
Consideration”. The promissory nofes comptising the APA Considetation for those pasties who
are paxtics {0 this ferm sheet shall have a term of eight (8) yeats,

10. Al parties request that PNB and the Soperinfendent imploment 2 struchwe and
framewvork for addressing the existing deficif and olaims under the ND Salaricd Plan as follows:

(@)  FP and Davies will jointly seek reguiatory relicl for the NB Salaried Plan by way
of a 8pecial Regulation that wowld:

@  excmpt the NB Salaried Plun fom certain fimding obligations otherwise
' applicable on pension plan wind vp under the NB Penalon Benefits Aot

(i)  if cecessary, expine on the Final Wind Up Date (Jefined helow), at whith
time the wind vp of the NB Salaried Plan would be compieted and a
distribution of the available peasion assels would occur;

(@) provide for 3 strict pro rara distibution of assets subject o cach member
recelving at least their own contibutions with interest;

(i)  notinvolve any guarantes or assnrance by FNB with xespect to the funded
status of fhe NB Salaried Plan;

(V)  confirm that servics and ago are orystallized af the Original Wind Up Date
(defined helow) and that samings are frozen as at November 1, 2009; and

zd degi0 0} 9F W
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(v} confim that the Ouiside Trust, in ‘which the NB Saleried Plan holds ar
jnlerest, is pnt 2 pension find,

®)  the Superistendent wilt oxder 2 wind wp of the NB Salaried Plan effective prior to
the closing of the APA and in conjunction with the Vesting Order to be obtalned in the
CCAA procceding (the “Orlginal Wind Up Date”) and the Sugerintendent will appolnt an
edministezzor (the “Administrator™) over the NB Salaried Plan prox to the Original Wind
Up Date. The Administrator will ensore thet, other than with rospect 1o adjustments 10
pensions, the administration of the NB Salavied Plen is continpous and there is no
interuption of benefit payments to plan members. The tansfer of the NB Salaried Plan
will be b accordance with the New Bnwmswick Pension Benefits Act.  Untd an
Administrator is appointed for the NB Salaxicd Plan, FP will reloin nesponsihility for
edministering the NB Salaried Plan;

()  the APA Considemtion will be daposited into & frust which will be sertled by FP
for ths sole benefit of the NB Salavied Plun and will be sopatats and distinet from the NB
Salared Plan’s pension funds (collectively, the “Ouiside Trust Fund™);

(d) other than ongofng pemsions whick will continue or cormence 1o be paid 10
retivees or surviving gpouses from the NB Salaried Plan, or death beacfits for active
membexs, the purchase of anmities and distrbution of pension assels from the NB
Salaried Plau will not oceur until!

G  tho procesds fiom the APA. Consideration eam be conmibuted 1o the NB
Salarfed Plan or the trugtee of the Cutside Trust Pund determines and advises the
Superintendent that the APA Consideration will be distributed to the NB Splarizd
Plan in another manmer; and

@) the Administrator of the NB Salarled Plan makes a desision to purchase
annuities ang distibute the pension assets;

but in no evert will the final wind up of the NB Salaried Plen be later than eight years
from the Initial Wind Up Date {the “Final Wind Up Date”);

()  subject to the oversight of the Superiniendent, the Administrator will determine
the percentage by whick pension benefits are 10 be reduced, having regard to the polential
valie of the APA Cossideration, with the opportubity for finther adjustments subject to
the financial position of the NB Salazied Plan;

()  with respect fo the Outside Tyust Fuad, the administration, appointment of
trustee(s) avd vole ang responsibilities of the tmstees will be determined hy the parties,
subject to Court approval, and will include:

H = p:ovilzion 1o enstre that the Commities has exclusive control in relation
to the Owiside Trust Fuad for the NB Salaried Plag;

()  the methadology for valuing the APA Covsideration held in the Owiside
Trwst Fund on aTegnlar basis;

gd d2040 01 81 s8I
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(B3)  the timing of redemption of the APA Consideration;

@v)  voting of shases'In Neweo;

()  oblipation topay proteeds from the realization of the APA Consideration;
(vi)  reporting ta vetiress and members; and

(vii) the ability to zelain experts and puschase fiduciary Hakility insurance, the
funding for which will be addressed in the definitive documents.

(@)  none of the PNB, the Superintendent, the Adwinistrator of the NI3 Salaried Plan,
the Applicanis, CEP, BAM, Nowco, or any bustees of the Owiside Trust Fund will bs
Yieble for any deoreass in the ewrrent vaue of the NB Sataded Plan assels at any time and
for any reason other than frmd or gross neghipence, and the beneficiaties of the NB
Salaried Plan shall have no claim against any of those partiss at any tims.

Releases, Further Assurancey

11.  Each of: (I) the Applicants” directors znd 6fcers; and (i) BAM and jts directors and
officers shall be released from all claims relating to 21l facts and circumstances in respecs of the
Applicants existiog as at this dats (whether known or unknawn) axi the compietion of the APA.
This release shall be conditional upen the closing of the APA transaction in accordance wilh the
feyms herein and the APA.

12. PNB, the Superintendent and the Administrator(s) of the NB Salaried Plag shall be
celeased from al} claims in respect of the NB Salaried Plan existing as at this date (whether
known o7 unknown) and the implementation of the wind up of the NB Salaried Plan and my
actions contemplated by this Term Sheer,

13.  The Committes represented by Davies will not take & position adverss to FP or Newco
With respest to any action of the pensico regalatars in Quebee, New Brunswick or Ontario or the
Canada Revenus Agency or any other regulator or sdministrative body that is taken against FPor
Noweo as a consequence of FP and Neweo fulfilling thelr obligations under fhis Term Sheet.

14.  The Commitize represented by Davies confioms, on behalf of those of jts constituents
who are former hourdy employees of the New Branswick Regiooal Couneil of Carpentess,
Miliwrights & Allied Workers, Local 2450 ("CMAW™) and the NB Hously Plan, the provisions
of the Teym Sheet sonexed as Schedule “A” to the Osdor issucd In this proceading dated
February 24, 2010 (the “Howly Term Sheet™) and agrees thet the Howly Tenn Sheet spplies w
its CMAW constitnents in New Branswiclk

15, The parties will negotiate s definfive egrecment to provide for the establishment of such
other trusi(s) or armngements as may be appropriats for purposes of bolding and distribuiing the
balance of any consideration that may become payable by Newro under the APA to the
Applicants’ omsecured creditors,

¥ d20:40 O} 9} 1Bl
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16.  The parties will execule a definitive globa) agreement and ancillary documents for the
purpose of giving effect ta the temms contained herein and to more fully reflect the agresmeat in
principle embodied in this Term Sheet, but not for the purpose of introducing any other teom of
substantive natfer not otherwise addressed herein.

17.  ¥f ony dispote arises iu connection with the oegotiation, execution and delivery of a
definitive global sgrecment that cannot be tesolved by the parlies with the assistance of the
Monitor, the parties agres that such issve can only be determined by motion brought withjn the
CCAA procneding.

18.  This tarm sheet may be execured in conntetparts, Each part, when. taken togetber shall
constitute one and the seme agreement.

Dafed at Toranto this day oEMaxch, 2010.

FRASER PAPERS INC,, FPS CANADA-JNC., FRASER PAPERS HOLDINGS INC.,

VRASER ED., FRASER PAPERS LIMITED, FRASER N.H. LLC
Pers/Jeff Datton
(1 have mathority to bind these patties)

k MINISTER OF JUSTICKE AND CONSUMER AFRAIRS

FOR THE PROVY OFNEWW'

THE SOPERINTENDENT OF PENSIONS FOR THE PROVINCE OF NEW
BRUNSWICK

e

Per: Angela Mazerofle Stephoos
(I have authosity to bind this paxty)}

DAVIES WARD PRYLIYPS & VINEBERG LLYP, couri-appointed representative connsel
on behalf of the Now Brunswick membess of the COMMITTEE REPRESENTING ALL
UNREPRISENTED CANADYAN AND U.S. EMPLOYEES AND FORMER
EMPLOYEES OF THE APPLICANTS, as it relates tu such employees and former

]

gd dp0-L0 0) Ol BN



16703 2010 21:18 4184817687 SYARYZ

-6

exiployees in the Proviess of New Brunswick and Ontavio
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Cort Fita No.:
ONTARID

SUPERIOR COURT OF JUBTICB
{COMMBRCIAL LIST)

N THER MATIER OF THB COMPANIES' CREDITORS
ARBANCEMENT ACT, R.5.C. 1985, £.C-36 AS AMENDED

AND IN THE MATTER OF A PROPOSED PLAN OF COMPROMISE
OR ARRANGEMENT WITH RESFECT TO FRASER PAFERS
INC., FP§ CANADA INC.. FRASER PAPERS HOLDINGS INC.,
%?SI%{CMBR LTD,, FRASER PAPFRS TIMITED md FRASER

A];pﬁcmtn

AFFIDAVIT OF J. PETER GORDON

(Sworn June 17, 2009)
'(CCAA Tnitial Order)

1, J. Petor Gordom, of the City of Teronte, I the Provines of Onierlo, MAKE ODATH AND

SAY AS FOLLOWS;

1, 1 am the Chief Beeoutive Dfficer nnd a Direttor of Praser Papers Jno. (“Frager Papers™ or the
“Compnay’™), sud hold the office of Chalrman of each of the other Applicanta {eollactively, with Praser
Paperg, the “Fraser Group™) and as such I heve personal knowledgs of the matters to which I herein
gepose. Whers the sourss of my information ar belief is other than my own personal knowledsge, I bave
idantified the soures and the basis for my information end verily believs it o be true,

2, All reference to virency 5 this Affidavit is SUSD wiloss otherwise nuted,

.
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L OVERVIEW - NEED FOR PROTECTION

3. Praser Papers is a specialty paper company with integrated paper, pulp and Jurober operations.
The Praser Gr;up is a consolidated brsiness comprising various facilities in Canada and the United States
of America (the “U.S.”), operating under a combined cash management and accounting system and
senior management decision making, including extensive intercompany transactions such as the sale and
use of products and services among various business operations and legal entities. As such, the business
is operationally and functiopally intagrated and not easily divisible based on legal entity ox geographic

boundaries.

4, The Fraser Group’s operations and financial results ate influenced by a number of factors, many
of which are beyond the Applicants® control. The five most significant factors, in no particular order of
importance, are: (i) the cyclical nature of the business; (i) the competitive environment of the industry;

(i) product demand; (;v) cost control; and (v) foreign corrency risk.

5. The Applicants have experienced many of the challenges faced by other companies in the North
American forest products industry, The challenges faced by the Applicants include market issues and

financial issues, the most pressing of which are as follows:

(@ negative cash flow from its operations (prior to changes in non-cash working capital) of
- $65.4 million and $55.5 miilion in 2007 and 2008 respectively, combined with a further
shortfall of $9.7 million in the first quarter of 2009. The Company no longer has the

ability to finance cash flow shortfalls of this magnitude;

(®) the aforementioned cash flow shorifalls are being driven by a sharp deterioration at the
Company’s pulp operations, continuing losses from its famber operations and are only
partially offset by the turnaround in its specialty papers business;

© under the current collective agreement, aggregate severance payments to uniomized
employees at the Company’s Thurso facility of CDN$7.8 million are due in two equal
payments on November 9 and December 21, 2009, following the mill’s temporary

]
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closure on June 1, 2008. The Applicants have no ability to pay these amounts at this

time;

()] the Applicants are required to repay or refinance a $25 million term loan with Canadian
Imperial Bank of Commerce (*CIBC”) in Septerber 2009 and they have no ability to do
50 at this tinme;

®© the Applicants have a substantial deficit, as determined in accordance with Generally

Accepted Accounting Principles in Canada ("GAAP”), of approximately $171.5 million
at December 31, 2008 in five defined benefit pension plens and three Supplemental
Rxecutive Retirement Plans (“SERPs”) and are required to make payments of $3.5
million by September 30, 2009 and an additional $10.1 million by December 31, 2009.
Average annval payments of approximately $34.7 million per year from 2010 to 2013 are
expected to be required to fond the Pension Plans. Unless the Applicants are able to
obtain a temporary fopding holiday or an alternative funding formnula js achieved, the
Applicants have no ability to meet these funding obligations; and

(43) the Applicants owe trade suppliers in excess of $10 million beyond normal credit terms

and owe an additional $7.7 million in property taxes to six municipalities.
6. The Cash Flow Forecast (a3 hereafter defined) indicates that, in the absence of any DIP Financing
(as hereafiex defined), the Applicants will have insufficient cash with which to operate after June 30,
2009, Bxisting liquidity under the Applicants’ revolving working capital facility is not expected to meet
the Applicants’ operating requirements beyond the next few weeks.. The Applicants are insolvent, and

their need for protection is immediate and urgent.
II. CORPORATE STRUCTURE OF THE APPLICANTS

As Fraser Papers Inc, and its U.S, Subsidiaries
7. PFraser Papers was incorporated pursuant to the provisions of the Canada Business Corporations
Act, and its registered head office is in Toronto, Ontaio. On July 1, 2004 Fraser Papers, formerly a
_ wholly-owned subsidiary of Nexfor Inc., became a separate publicly traded company. Its stock is listed

on the Toronto Stock Exchange under the symbol “FPS”.

3.
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8. As at June 1%, 2009, the issued and outstanding capital of Fraser Papers consisted of 50,166,789
common shares. There are no other classes of shares outstanding at this time. As at December 31, 2008
Brookfield Asset Management Inc. (“Brookfield") owned, directly or indirectly, approximately 70.5% of

the outstanding common shares of Fraser Papers.

9. Each of the other Applicants are direct or indirect wholly-owned subsidiaries of Fraser Papers.
Annexed hercto and marked as Exhibit “A” is a simplified corporate chart showing the relationship of the

Applicauts to one another,

10, Fraser Papers owns all of the issued and outstanding shares of FPS Canada Inc. ("FPS Canada’)
and Praser Papers Holdings Inc. (“Holdings™). Holdings owns all of the issued and outstanding shares of
Praser Timber Ltd. (“Timber™) and Fraser Papers Limited (“Fraser Madawaska”). Praser Madawaska i3

the sole member and manager of Fraser N.H. LLC {(*Fraser Gorham™).

11.  FPS Canada acts as agent for Fraser Papers and manages the Company’s -pulp, paper and

Jumbermill assets in Canada. These assets owned by Fraser Papers include:

() a sulphite pulp mill, a groundwood pulp mill and a biomass cogeneration power
plant (the “CoGen Facility”) in Edmundston, New Brunswick;

®) -  ahardwood pulp mill in Thurso, Quebec;
() two Jumbermills in Juniper and Plaster Rock, New Brumswick; and
@ a corporate office in Toronto, Ontario

12.  Holdings is incorporated under the laws of the State of Delaware and holds the Company’s
investments in Praser Madawaska and Timber, which are the Praser Group’s operating entities in the State

of Maine, in the U.S.

13. Fraser Madawaska:

/4.
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@ owns and manages the Company’s paper operations in Madawaska, Maine;
) is the sole member of Fraser Gorham, a Jimited liability corporation incorporated
under the lIaws of Delaware;
{c) is the sole member of Katahdin Services Company LLC (“Katahdin Services™)

which, on behalf of the Fraser Group, manages (but does not fund) the operations
of Katahdin Paper Company LLC (*Katahdin Paper”) an indirect, wholly owned
subsidiary of Brookfield that owns a paper mill in Maine; and

(D owns 10,000 convertible, term, preferred units of Katahdin Paper and also holds
an option to purchase all comumon vnits of Katahdin Paper.

14.  Fraser Gorham owns and operates a paper mill in Gorham, New Hampshire,
15. Timber owns and manages the Company’s two lumbermills in Masardis and Ashland, Maine,

B. Management of the Applicants
16,  The Board of Directors of Fraser Papers is currently comprised of five directors, including
myself. Three of the directors are non-independent, as defined by the Ortario Securities Act, National
Policy 58-201, given their relationship to the Company or the Company’s major sharebolder, Brookfield.

The other two directors are independent.

17.  Thers are common officers and directors for each of the other Applicants and those persons hold

such role by virte of their position on the senfor management team of Fraser Papers.

18.  Itis expected that all existing management will remain in place during this restrocturing and there

is po intention to hire a chief restructuring officer or similar officer at this time.

~

C. Integration of AppHcants and Center of Main Interest
19.  The Applicants are of the view that the restructuring to be undertaken wder the Companies’
Creditors Arrengement Act (the *CCAA™) will require a review of the operations of the Fraser Group asa

whole and may involve a restructuring of certain businesses and the sale of the remaining businesses and
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related assets. It is anticipated that this process will require a judiclal proceeding and approval in the

U.S., in view of the assets and operations located there.

20,  The business of the Fraser Group is fully integrated including between the Canadian and the U.S.
operetions. The four Jumbermills supply wood chips and biomass (bark and other wood fibte residuals),
byproducts of the lumber manufacturing process, to the sulphite pulp mill in Bdommdston, New
Brunswick, The hardwood pulp mill in Thurso, Quebec supplies pulp to the Company’s two paper mills
in Madawaska, Maine and Gotham, New Hampshire. The pulp and encrgy operations in Edmmdston,
New Brunswick and the paper mill in Madawaska, Maine (collectively referred to as the “Bast Papers
Operations”) ave physically connecwd,. with pipelines joining the two plants across the interpational
border between New Brunswick §nd Maine. Pulp and steam are produced at the Edmundston facilities
and delivered by pipeline to the Madawaska paper mill, where specialty papers are manufactored. A
diagram outlining the physical Jocation and proximity of each of the Fraser Group's facilities is annexed

hereto and marked as Exhibit “B”,

21.  The Applicants are of the view that the restracturing of the Fraser Group will be administered
most efficiently through a single, centralized restructuring process. Such a process would likely minimize
the cost of the restructurng, minimize the time necessary to effect the restructuring and thereby maximize

the overall value of the assets and operations for all stakeholders.

22. It is contemplated that the CCAA proceeding in Canada will be the primary court supervised
process for the restructuring of the Fraser Group. While the restructuring will be undertaken in Canada,
the Applicants will seek an Order pursuent to Chapter 15 of the U.S, Bankrupicy Code to have this
proceeding recognized as a foreign main proceeding in order to facilitate the implementation of matters in
the U_S. that have been approved in the CCAA proceeding.

/6.
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23.  The Applicants are of the view that Fraser Papers’ centre of main interest (“COMI™) is Ontario,

Its registered head office is in Toronto and all corporate, management, banking, and strategic fonctions

are undertaken from its bead office in Ontario.

24.  Jo support of the Applicants’ position that the COMI for the cther Applicants is also Ontario:

@

®

(©
@

(e

()

all corporate strategic decision-making for the Fraser Group occurs at the Fraser Papers’
head office, and the Chief Executive Officer and Chief Financial Officer have their

primary business office in Ontario;

as CEO of Fraser Papexs and Chairman of each of the other Applicants I am involved,
along with other members of the senior management team, in all material decisions
regarding the operations of all Applicants including the terms and conditions for any
material contracts and all such decisions. are directed from, made in or monitored from
our offices in Ontaric;

budgeting for each facility is approved at Fraser Papers’ head offios in Ontario;

human. resource policy and administration, including certain human resource fumctions,
pension plan administration and certain compensation and bepefits functions are

performed and located in Ontario;

all treasury management functions including a centralized cash management system and
centralized banking arangements for the Fraser Gronp are conducted from Fraser Pepers’

head office in Toronto;

financial reporting of the Applicants is done on a consolidated basis and the audited

financial statements are prepared in Ontario;

investor commmunications functions are undertaken at the head office;

all corporate minute books for the Applicants are Jocated and maintained in Ontario;

I%.
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(i)} each Applicant has a bank account in Ontarjo with at least a small credit balance;

() with the exception of a term loan made available to Praser Paper.s by the Province of New
Brunswick (the “N.B. Loan"), all credit facilities of the Applicants are with lenders who
manage such facilities in Toronto, Ontario, and all Joans are advanced to Fraser Papers as

borrower;
()  the Board of Directors’ meetings are held in Ontario; and
1)) the Jocation of the Company’s major shareholder is in Ontario.

25, As the business operations of the Applicants are functionally integrated, there are a nuraber of
suppliers, creditors and other stakeholders of the Praser Group that ars common to several of the

Applicants.

26. Al credit facilities and loans advanced to the Fraser Group are advanced to Fraser Papers as
borrower. However, with the exception of the N.B. Loan, all of the Applicants have dixectly or indirectly

guaranteed those credit facilities.

27.  In addition, as described in more detail below, there is a significant degree of integration in the
cash management arrangements among the Applicants, with the companies borrowing and advancing
funds within the Fraser Group as needed, further demonstrating the integrated operations of the Fraser
Group and the necessity for dealing with the restructuring in a procedurally-consolidated manner. As the
operations of the Fraser Group arc managed centrally at the Fraser Papers level, the Applicants are of the
view that Ontario is the most appropriate forum for overseeing the restructuring of the entire Fraser

Group,
II. 'THEAPPLICANTS’ BUSINESS

28, The specialty papers business of the Applicants comprises two paper mills, one market pulp mill,
two internal pulp mills, the CoGen Facility and four lamberrmills in New Brunswick, Quebec, Maine and

15 .
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New Hampshire. Fraser Papers has been in operation since the late 1800°s and employed approximately

2,400 people in the U.S. and Canada as at December 31, 2008,

A, Principal Products
29, The principal products manufactured by the Fraser Group are paper, pulp and lnmber.

(a) Paper
30.  The Applicants’ paper products can be grouped into six categories: specialty packaging, specialty
printing, speciality high-bright groundwood, commodity free sheet, commodity gronndwood and towel.

31.  Specialty packaging papers are made to costomer specifications, primarily for flexible packaging
. required for food products, and require a high degree of techmical experfise. Specialty packaging papers
are generally sold to raanufactmying intermediaries (converters) who will manufacture a value added
flexible package or bag through vadous processes based on end customer specifications. Certain

specialty packaging papers require chemical treatinent for moisture and grease resistance.

32, Specialty printing papers include a broad array of both coated and uncoated grades and include
products that are used in thermal printing applications, label papers and for commercial printing purposes.
These grades are characterized by nawrow techmical specifications and require umquc manufactoring
capabilities. Specialty printing grades are sold directly to customers or through paper merchants who
have a well established distribution network. Thermal based papers are used for point-of-sale receipts,
and lottery and gaming tickets. Label papets are used in a varicty of packaging applications from bottling
and cans and for labelling boxes, containers and luggage. Commercial printing papers are used for
mannals, divect mail inserts and brochnres. The Company's lightweight opaque papers are used for
bibles, financial printing, pharmacentical insests and reference applications.

33,  Specialty high-bdght groundwood papers are used in commercial printing and publishing
applications. These products have a blend of both groundwood and chemical pulp fibre that provide
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comparable performance to traditional free sheet applications, but at a lower cost. Specialty high-bright

groundwood papets are sold through mexchants or directly to printers and publishers,

34.  Commodity free sheet papers typically inclnde book papers, off-set papers, tablet and envelope
grades. Thess commodity papers are subject to significant competition from much larger paper producers
due to their more generic specifications and Jower technical requirements. In addition, prices for these
grades tend to be more volatile than for specialty grades. Book papers are used in novels aud trade books.

Off-set papers, tablet and envelope papers are used in office applications.

33, Commodity groundwood papers are generally used in mass circulation publications such as
dircetories, magazines, catalogues and advertising inserts. Commodity groundwood papers are generally
sold through paper merchants and to printers and publishers.

36. Towel is primarily bleached and unbleached paper towel for the “away-from-home” market
segment, typically restrooms in restaurants, airports, and other locations accessible by the public. This

product is scld to converters through an agent.

(5  Pulp

37.  The pulp mills are integrated with other parts of the Fraser Group’s operations, as the wood fibre
in pulp is a fundamental component in the manufactare of paper. Production of sulphite and groundwood
pulp from the Bdmundston, New Brunswick facility are used exclusively at the Company’s Madawaska,
Maine paper mill. The hardwood pulp, called northern bleached hardwood kraft pulp (“NBHK”)
produced at the Thurso, Quebec pulp mill, in excess of the requirements at the Company’s paper mills in
Madawaska, Maine and Gorham, New Hampshire is sold to customers in North America, Bavope and
Middle Bagtern countries in Asia either directly or through agents.

38. NBHK pulp produced at Thurso, Qusbec that is sold to extemal customers competes with similar

product that is manufactored by suppliers in North America, Scandinavia, South America, Asia and other

20.
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regions. NBHK pulp is a2 commodity with competition essentially based on price with lesser emphasis on
certain technical qualities of the product and service. Market derand is Jargely a fimetion of global paper

production rates in the principal markets of Western Europe, United States and Asia.

(c)  Lumber
39,  The Fraser Group produces softwood dimension Jumber used in home building constmction,
renovation and repair. Lumber is a commodity and competition is based on price. The Applicants
compete in a large, frapmented North American market that includes approximately one thousand
domestic mills. Historically, demand has been cyclical and has been strongly correlated with new home
building activity. Lumber is sold primarily to wholesale distributors, with some sales directly to home

builders and lumber yards.

40. Wood chips and biomass are important byproducts of the lumber production process. The
softwood chips from the Company'’s four lumbermills are a significant and secare som'c;: of wood fibre
for the Edmudston pulp mill. The bark is used as a source of fuel for the CoGen Facility. In 2008,
approximately 30% of the softwood chips required by the Edommdston sulphite polp mill were supplied
from the Applicents’ four lumbermills, 55% were supplied from independent mills and 15% were

produced at the internal chipping facilities at the Edmnndston mill, albeit at a significantly higher cost.

41.  Whole logs used in the production of groundwood pulp at Edmundston are (i) obtained under
long term fibre supply agreements, (ii) harvested from the Applicents’ crown licenced lands in New

.Brunswick and (jii) pnrchased from private land owners.

42, A chart providing an overview of the wood fibre flow in the production processes of the Fraser

Group is annexed hereto and marked as Bxhibit “C".

2.
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B. Facilities
(a) Paper Mills
Edmundston snd Madawaska {Fast Papers Operations)

43. The Applicants’ Bast Papers Operations is its largest paper manmfacturing facility. This is an
integrated complex that is located on either side of the St. John River, representing the international
border between Edmundston, New Brunswick and Madawaska, Mains, The Edmundston facility
produces bleached softwood sulphite pulp and groundwood pulp which are delivered via pipeline to the
Madawaska paper mill in shury form. The CoGen Facility at the Edmundston plant produces electrical
power that is sold under a long term supply agreement to the New Brunswick Power Corporation (“NB

Power™) and byproduct steam that is delivered via pipeline to the Madawaska paper mill.

44,  The Madawaska paper mill currently has five paper machines in operation with broad capabilities
to produce light weight, coated and uncoated specialty papers. Since 2007, three paper machines (out of 2
total of eight) have been penmanently shut down at the Madawaska will. The Madawaska poill bas taken

market related downtime in 2009 as a result of weak demand and [ow prices for its products.

45.  In 2009, the Madawaska paper mill has received approximately 75% of its pulp requirement from

Edmundston with the remainder purchased from Thurso and third parties.

46. Following the temporary shutdown of the Bdmundston and Madawaska operations on June 8,
2009, as described below, most of the Bast Papers Operations are expected to resume and continue
. thronghout this restructuring, with the exception of the Ednmnston sulphite mill whers further efforts are
required to lower costs, as discussed below. The other operations may be required to operate at reduced

capacity or subject to periodic downtime based on market demand for specialty paper.

Gorham
47. The Gorham paper mill currently has two paper machines that produce specialty printing and

commodity free sheet papers and a third machine that produces towel products for the “away from home”

A2,
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"market segment, The Gorham mill currently purchases its hardwood kraft pulp requirements from Thurso
and the balance of its pulp requirements from third parties. During 2008, the Company announced the

shutdown of two paper machines at the Gorham mill, representing approximately 40% of ifs

manufacturing capacity.
®) Pulp Mills
Thurso

48,  The NBHK mill in Thurso, Quebec produces pulp for sale to the Applicants” two paper mills and
on the open market. Approximately 25% of the mill production in 2008 was specialty pulp for use in the
manufacture of high quality printing and writing and decorative lamingted papers. Approximately 40% of
é\n«mso's. pulp production was shipped to either Madawaska or Gorham in 2008; the balance is sold to

third parties.

49.  Wood is supplied to the Thurso mwill in both whole log form and chip form with approximately
60% of requirements from wholc logs and 40% from chips. Of the total fibre snpply, approximately 35%
is provided from timberland under Crown licence, with the remnainder purchased from third party

lumberoills, in the case of chips, or logs from private wood lots.
50. The Thurso pulp mill was closed indefinitely in early June, 2009, es described below.
(c) Lmbermills

Plaste ck snd Juni ick )
51 The Applicants’ lumbermills in New Brunswick produce dimension humber for sale into the
northeastern U.S. market and byproduct wood chips and biomass for nse at the pulp mill in Edmundston.
In 2008, 100% of the chips produced at the New Brunswick lumbermills were sold to the Edmundston
pulp mill and represented about 10% of all chips used by the Edmundston pulp mill. Approximately 30%

3.
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of the sawlogs for the two New Brunswick lumbermills was harvested under Crown licence or purchased

under Iong tenn fibre supply contracts, with the remainder purchased from private land owners.

52.  Fraser Papers is completing a capital improvement project at the Plaster Rock Iumbermill in order
to modemize certain areas of the manufacturing process including the boiler, kiln and saw line. These.
improvements are expected to reduce costs and increase productive capacity, The budget for this project
is CDN$17.6 million, with fonding provided to Fraser Papers throngh the NB, Loan. The modemization

project is on budget and is scheduled for completion by the end of June, 2009,

53. The lumbermills at Plaster Rock and Juniper are currently closed, due to lack of demand for

lumber and low prices. The market factors reflect the depressed conditions in the U.S. housing

construction market,

d and T
54.  The lumbermills in Maine also produce dimension lumber for sale into markets in the
northeastern U.S. The majority of the byproduct chips and biomass from the mills are sold to the
Bdmundston pulp mill, representing 20% of all chips consumed by Bdmundston, while the remainder is
so0ld to third parties. The mills obtain a portion of their log requirements under long-term fibre supply

agreements with the remainder purchased on the open market,

55.  The Applicants’ lumbepnmill in Ashland is cumently closed, due to the lack of demand and poor
prices for lamber. The Masardis mill re-started on May 26, 2009 to process an existing inventory of saw
logs, which is expected to take approximately eight weeks, at which time it i3 expected to be shut down
on an indefinite basis. On June 8, 2009 the Company provided employees at the Masardis mill with sixty
days’ notice that the mill would be closing for market reasons effective Angust 7 (the ‘sawmill) and
Angnst 14 (the planer mill).

QY.
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C. Forest Resources and Crown Licenses
56.  Access to an adequate source of timber is a critical requirement for an integrated Iumber, pulp
and paper business. Insufficient timber resonrces result in an inability to obtain a sufficient volume of

wood chips to make pulp, thereby requiring a pulp producer to purchase its fibre from a third party.

57.  Fraser Papers previously owned timberlands in New Brunswick and Maine that were sold in 2005
and 2006. In May, 2005, Praser Papers sold its timberland in Maine to the Heartland Forest Group for net
" cash proceeds of $78 million. In Fanuary 2006 the Company sold its frechold timberlands in New
Brunswick to Acadian Txmber Income Fand (“Acadian™) for total proceeds of $93.5 million in cash plus
3,613,780 securities that were convertible into units of Acadian, representing approximately 22% of the
equity of Acadian on a fully diluted basis. Jn 2007 the Company sold its remaining interest in Acadian
for net proceeds of $38.4 million. Proceeds from these transactions were used to repay indebtedness and

fund operating losses.

58. At the time of the sale of the timberlands, the Company entered into twenty-year fibre supply
agreements whereby the right to purchase fibre (in an amount substantially equal to the volume
previously obtained from these lands when they were owned) was retained, These fibte supply
agreements provide approximately 36% of the ronnd wood fibre used in the Applicants® operations in

New Bnmswick and Maine.

59.  Tn addition to the fibre supply agreements, the Applicants have licences in New Brinswick on
Crown forest lands equivalent in area to approximately 1.3 million acres, subject to certain allowances for
annual cutting on these Crown lands, Crown licences held by the Applicants provide approximately 30%

of the round wood fibre used in the Applicants’ Inmbermill operations.

60.  When Fraser Papers sold the New Brunswick timberlands it entered into an agreement with
Acadian, whereby Acadian provided management services relating to the Crown Jands for a fee, This

management agreement has a term equal to the term of the Crown licences, including renewal terms.

RS
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61. Al forest operators on Crown lands are accountable for their activities on these lands wmder the
Crown licences. The Provincial Licences generally include provisions for royalty fees (or stnmpage
charges), levy fees for eforestation and the development and care of the forests and sub-licencing

requirements for certain amounts of the annunal allowable cut to third pariies. The Provinces have various

legislative programs governing utilization of their forest resources which change from time to time,

resulting in changes in land temure and cutting rights. ‘The major tepure agreements with the Provinces

are for terms of 20 to 25 years, with provisions for renewal thereafter.

62.  Tho Applicants’ access to dmber on Crown lands is subject to an allocation received from ihe
provincial government. In New Brunswick, Fraser Papers comsumes approximately 28% of the
Province’s fibre market (sawlogs, pulpwood, chips from sawmills or forest biomass) but receives only 9%
of the total Crown wood allocations. The Applicants bave been in negotiations with the Province of New
Brunswick for an increased allocation of the Province's fibre supply to allow the Applicants to have
access to a secuxe wood fibre supply that can be harvested at economies of scale. On June 5, 2009 the
Provines agreed to provide the Applicants with ai increased fibre allocation, subject to certain terms and

conditions as described in further detail below.

D. Energy
63.  The Applicants require sipnificant quantities of power to operate the various manufacturing
processes at each of the mills. Fraser Papers purchases all of its power for the Canadian mills from the
provincial power utiliies in Quebec and New Brunswick. With the objective of establishing a
competitive advantage in energy costs at the Bast Papers Operations, Praser Papers’ predecessor Fraser
Inc. built a 38 megawatt CoGen Facility on the Bdmundston site in 1995 at a cost of approximately CDN
$120 million.

64. The CoGen Facility burns approximately 800,000 tons of biomass annmally to produce steam for

the Hast Paper Operations and electricity which is sold to NB Power.

2.
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65.  When the CoGen Facility was built, Fraser Papers entered into a thirty~year power purchase
agreement with NB Power dated May 16, 1995 (the “CoGen Agrecment”) whereby Praser Papers
supplies all of the electricity produced at the CoGen Pacility to NB Power, The CoGen Agreement was
structured such that Fraser Papers receives two monthly payments over the term of the agreement: () a
fixed capacity payment, and (if) a varlable payment for each umit of electricity produced. Fraser Papers
negotiated a higher capacity payment in the early years of the contract, under an amortizing schedule of
payments. These higher capacity payments represented, in effect, an advance on future capacity
payments and Fraser Paperg was required to post a letter of credit with NB Power to secure performance
under the long term contract. At this time, the letter of credit is approximately CAD $23 million and
utilizes a significant portion of Fraser Papers’ borrowing capacity under its vevolving credit facility with

CIT. A copy of the CoGen Agreement is annexed hereto and marked as Exhibit “D”.

66.  Under the CoGen Agreement, the purchase price for the wnits of electricity generated and sold to
NB Power was to increase each year based on changes to the Consumer Price Index (“CPY”). Since 1997,
this adjustment has resulted iz a 13% increase in the price paid to Praser Papers for the electricity
produced. However, over that same time period the cost of biomass fuef used to generate the electricity
has increased by approximately 300%. By 2009, this had reduced the anticipated operating margins of

the CoGen Pacility by approximately CDN$15 million per year.

67. The combined effect of the reduced operating margin for power sold under the CoGen
Agreement, coupled with the high price paid by the Applicants for power in the Province of New
Brunswick (relative to the price paid for power in other Provinces, including Quebec and British
Columbia) has resolted in a significant competitive disadvantage for the Applicants. The Applicants’
Bast Papers Operations purchase approximately CDN$30 million of power for its operations annually

from NB Power.

3
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68.  The Applicants have requested amendments to the CoGen Agreement and to date have received
relicf in one area that will provide the opportunity to reduce costs and improve operating efficiency, as
discussed below. In my opinion, more relief is necessary and this bas been the subject of ongeing

discussions with NB Power.,

E.  Employees

69. As at December 31, 2008 Fraser Papers employed approximately 2,400 people at its eight

manufactaring Jocations in Canada and the U.S. Approximately 70% of thess employees are represented
by labour unions. One of the collective agreements has already expired and three other collective

agreements are due to expire this year,

70. The Commmmnication, Bnergy and Paper Workers Union (“CEP';) represents approximately 660
bargaining employees at the Edmundston and Thurso mills. The United Steel Workers (“USW”)
represents employees at Madawaska and Gorham. Approximately 150 lwnberniill bargaining employees
at Plaster Rock are represented by the New Brnswick Regional Council of Carpentexs, Millwrights and
Allied Workers (“CMAW™).

71, A five year Collective Agreement with the CEP in Edmundston was ratified in May 2005 and
expires June 30, 2009. A six year agreement was reached with the USW in 2003 for employees in

Madawaska, and expires October 31, 2009.

72.  In 2006 a four year agreement covering approximately 300 employees at the Thurso pulp mill
was ratified with the CBP and expired April 30, 2009. Discussions to establish 2 new agreément have
started. Ju a roceting held on May 27, 2009, the employees voted favourably to amend the texms of the
severance payments from six weeks after closure to twenty-two weeks, to provide for additional tixas to

find a solution for the situation at the mill.
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73. In 2008 a two year extension was negotiated to the Gorham labour agreement with the USW,
which was otherwise set to expire on May 31, 2008. The current Collective Agreement with the USW for
the Gorbam facility expires May 31, 2010 and provides for a one time profit sharing of 10% of eamings
before interest, taxes, and depreciation ("EBITDA”) in excess of $8 million in the twelve months prior to
May 31, 2010. -

74.  The existing four year Collective Agreement with the CMAW at the Plaster Rock lumbermill
expired January 31, 2009. A negotiated setflement was reached on 2 new five year agreement with the
bargaining team representing the unionized employees but was rejected in a vote held early in 2009, The

Company's offer was subsequently withdrawn and no fusther negotiations bave taken place.

75.  'The Applicants’ lumbermills at Yomiper, New Brunswick and Ashland and Masardis, Maine are

not subject to any collective agresments.

76.  The Applicants bave been involved in discussions with each of the unions regarding the terms
and concessions required to achieve a snccessful restructuring of the Applicants' business. To date those

discussions have not resulted in any agreements,

¥. Pension Plans, Benefits and Fonding Issues
77.  The Applicants sponsor five defined benefit pension plans in three jurisdictions: two registered in
the Province of New Branswick (the “NB Hourly Plan” and the “NB Salaried Plan’), two registered in the
Province of Quebec and one in the U.S, (individually, the “Pension Plan” and collectively, the “Pension
Plans™). Fraser Papers Inc. is the plan sponsor and CIBC Mellon is the trustee for each of the four
Pension Plans in Capada. Holdings is the plan sponsor and BNY Mellon is the trustee for the Pension
Plan in the U.S. The two Pension Plans registered in Quebec are administered by pension committees
comaprised oi_' Tepresentatives from Fraser Papers and representatives from the union or the salaried
employees, as the case may be. In total, there are 2,997 refirces and 1,412 active employees who are

members of the Pension Plans,

29,
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78.  Inaddition, the Applicants have one non-registered, unfonded SERP in Canada and two unfonded
SERPs in the U.S. The obligations under these SERP’s are “pay-as-you-go”. The Applicants also

sponsor a registered defined contribution pension plan in Canada and one in the U.S.

79.  Based on information received by the Company from its actuaries for the purpose of preparing
the anoual audited financial statemeuts, and in accordance with GAAP, the Applicants’ accrued pension
benefit obligations in its five defined benefit Pension Plans and SERP’s exceed the value of the Pension

Plan assets by approximately $171.5 million as at December 31, 2008.

80. In 2008, actuarial valuations as at December 31, 2007 were filed for the two registered Pension
Plans in New Brunswick and onc registered Pension Plan in the U.S. Actnarial valvations as at December
31, 2008 are required to be filed for the NB Houmrly Plan and the one US plan during 2009. Actuarial
valuations as at December 31, 2009 are required for the two registered Pension Plans in the Province of
Quebec. The NB Salaried Plan requires an actuarial valuation report to be prepared as at December 31,
2010. These actuarial reports set out the annual cash contribution requirements for each of the Pension

Plans.

81.  Recent changes in global capital markets and borrowing rates has affected the funded status,
funding requirements and pension expense associated with the Applicants’ Pension Plans. Bascd on
current market conditions, regulatory filing requirements and preliminary estimates in relation to the
actuarial valuation reporis as at December 31, 2008, the Applicants expect that they will be required to
make special payments in respect of unfunded going concem and solvency deficiencies (the *Pension
Deficits”) with respect to the Pepsion Plans in the amount of $13.5 million in 2009. This is in addition to
$3.3 million required to be paid in 2009 on account of normal cost contributions to the Pension Flans.

The Applicants bave no ability to pay the combined amount at this time.

82. Based on cument market conditions, regulatory filing requiremoents, preliminary estimates in

relation to the actuarial valuation reports as at December 31, 2008 and the Iast filed actvarial valuations,

76



-21-

the Applicants expect that contributions required to be paid to the defined benefit cormponents of the
Pension Plans in 2009 will almost double in 2010. The Applicants estimate that they will be required to
pay an average of $34.7 million per year for the years 2010 to 2013 to fund the Pension Deficits and a
forther $5.1 million for normal cost contributions (for current service of members) to the Pension Plans in

2010. The Applicants expect that they will be unable to satisfy these combined fimding obligations.

83.  The Applicants fund postretirement health care bepefits costs on an ASO (administrative
services only) and insured basis. As at December 31, 2008, the present valoe of the accrued benefit
obligations of these post-retirement health care benefits was $46.8 million. Tn 2008, the Company paid

$3.4 million to provide these post-retirenent health care benefits.

84.  Many of the health and related benefits payable by the Applicants to active and retired employees
in Canada are funded throngh a Health and Welfare Trust, established by Apgreement and Declaration of
Timst dated January 1, 1988. A Health and Welfare Trust is a means by which trustees can receive
contributions from employers and employees, where applicable, and provide, either throuph direct
payment of benefits or through the payment of insurance premivrns, the health and welfare benefits that

the erployer has agreed to provide.

85.  The Health and Welfare Trust is a true trast arrangement with four individuals (Jeen Paul
Foumier, Linda Pellizzari, William Peterson and Carole Savage) currently acting as Trustees. Fraser
Papers has no interest in the monies in the trust unless end until all benefits payable at any time to
beneficiaties have been paid in full. At this time there is a balance of approximately $1 million in the
trust, which Amount, in the ordinary course of business of the Applicants, would fund benefits payable to
active and retired employees for a period of approximately four to five months. o view of the existing
balance in the trust, the Applicants intend to make no further payments into this trust after the date of
filing unti! such time as the funds are fully depleted through the payment of benefits to employees. Once

these fimds are depleted, the company will contribute sufficient funds to the trust in order to meet its

31
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obligations uader its refiree and employee benefit plans as they may exist at that time, subject to the

provisions of the Initial Order and the DIP Financing (as heceafter defined).

86.  Fraser Madawaska is party to a Deferred Compensation Plan and ﬁeferred Compensation Plan
Trust Agreement in the U.S., with Mellon Bank NLA. acting as Trustee. Participation in the program was
curtailed some time ago, although two current employees end seven retired employees are Participants (as
that term is defined in tbe agreements). The program was a means of deferring the tax payable on
cornpensation, with Participants receiving payments either as 2 lomp sum or over a mumber of years

following their retirement.

87. Pursuant to the agreements referred to in the immediately preceding paragraph, the Participants
have no beneficial interest in the mondes in the trust, the Trustee is required to cease making payment of
benefits to the Participants if Fraser Madawaska becomes insolvent, and npon the insolvency of Fraser
Madawaska any money in the trust must be held by the Trustee for the benefit of Fraser Madawaska’s
general creditors. The Applicants intend to immediately notify the Trustee of Fraser Madawaska’s
insolvency and the commencement of this proceeding. There is approximately $100,000 currently held

by the Trustee,

G. Hedging Activities
88.  Almost all of the Applicants’ sales ate denominated in U.S. dollars while a significant portion of
the operating costs are incurred in Canadian dollars. Accordingly, financial results for the Applicants are

highly seusitive to changes in the exchange rate for Canadian and U.S. dollars.

89,  From time to time the Applicants hedge a portion of their net foreign currency-denominated cash
flows using foreign exchange forward contracts or other derivatives. The Applicants enter into foreign
exchange forward contracts, or other hedging contracts, to fix or “lock-in” the future foreign exchange for
a portion of its Canadian dollar denoinated costs thus reducing the risk of foreign exchange finctuations

negatively affecting the operations and cash flows of the Company.
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90.  The Applicants also hedge the net Canadian dollar denominated monetary liabilities on their
balance sheet, as the reporting currency for the Company is in U.S. dollars and the Cornpany has net

liabilities on the balance sheet that are denominated in Canadian dolars.

91. Brookfield has provided the Fraser Group with a facility that enables the Applicants to enter into
forward foreign exchange contracts as part of the Company's hedging activitles, with the maximum

“notional” value of derivatives outstanding at any given time being no more than $350 million. As at

May 2, 2009 the Company had $32.7 million in foreign exchange contracts outstanding as a hedge against _

certain Canadian dollar-denominated net monetary labilities. In addition, as at May 2, 2009 the
Company potionally had $160,7 million in net forward foreign exchange contracts outstanding under this
facility as a hedge against future net Canadian dollar cash flows.

92.  From time to time, the Fraser Group also enters into lumber forward contracts to fix the price for
a portion of its future lomber sales. At this time, the Applicants have no outstanding future contracts for

Jamber,

H. Financing Activities in 2008
93.  During 2008, the Applicants required $73.0 million to fund cash opsrating losses, meet pension
funding obligations and capital expenditures necessary to sustain the business. The Applicants (i) raised
CDN$60 million of equity capital from a rights offering to shareholders that was fully underwritten by
Brookfield, (i) expanded availability vnder the existing revolving term facility with CIT Business Credit
Canada Inc. (“CIT™) by $25 million which was guaranteed by Brookfield, and (iif) secured an additional

$25 willion loan under a new one year term facility with CIBC that was also guaranteed by Brookfield.

94.  In eddition, the Province of New Brumswick agreed to provide a CDN$40 million six year term
loan (pmviously defined as the N.B. Loar) with proceeds that were resiricted to the financing of capital
upgrades at the Bdmundston pulp mill and the Plaster Rock lumbermill. At Jano 16, 2009, borrowings
under the N.B, Loan wers $25.9 million (or CON$29.3 million).

33.
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05.  'The cash realized from these debt facilities and the rights offering provided the Applicants with
immediate Hquidity in 2008 but this was not sufficient to avert the financial crisis that the Applicants now

face.

L Key Factors Affecting the Business
96.  The Fraser Group’s operations and financial results are infloenced by a number of factors, many
of which are beyond the Applicants’ control. The five most significant factors, in ne paxticular order of
importance, are: (i) the cyclical nature of the business; (i) the competitive environment of the industry;

@ii) product demand; (iv) cost control; and (v) foreign currency risk.

97. Other risks to the Fraser Group’s business include those of general applimtion. to all capital

intensive manufacturing and distribution businesses in the forest product sector. They include:

(a) market issues such as the dramatic decline in lumnber sales due to a collapse in the U.S,
housing industry and a drop in global economic activity, which has reduced demand for
market pulp; '

{®) the availability of, and prices for, wood fibre in its varions forms including saw logs, pulp
logs, softwood chips, and biomass;

(c) the effect of U.S. pulp industry tax subsidies (often referred to as “black liquor tax
credits™), as described below; ’

(d) the general decline in demand for paper grades manufactured by the Applicants reflecting
the lower economic activity in North America;

(e) the effect of environmental litigation, regulatory developments and aboriginal land claims
on timber supply and operations;

63) the effect of environmental and other governtent regulations on the cost of doing
business;

® an increase in the cost of purchased energy including oil and other raw materials, leading
to higher manufacturing costs, thereby reducing operating margins;

3y,
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) trade yestrictions regarding trade in softwood lumber products between the U.S. and
Canada;

® operational risks for which adeqnate insurance may not be available;

O mill stutdowns for imscheduled maintenance or lack of demand;

49 Iabour disruptions;

@  insufficient capital to maintain the operafing facilities; and

(m) financial obligations including long term debt, guarantees, indemnities and pension

obligations.

98.  The manufacture of pulp and paper is a capital intensive business requiring a significant
investment in large machinery and equipment. The geographical breakdown of property, plant and
equipment =t the end of 2008 was 47% in the United States and 53% in Canada, A significant portion of
the Applicants’ operating costs are incurred in Canadian dollars, while almost all of the Applicants® sales
are trapsacted in U.S. dollaxs. Therefore, an increase in the Canadian dollar relative to.the U.S. dollar
increases the Applicants’ operating costs relative 1o sales, which reduces the operating margins and the
cash flow available to fund the Applicants’ operations. As & result, the significant fluctuations in relative
currency values over the past twelve to eighteen months has negatively affected the cost competitiveness

of some of the operating facilities, the value of the Applicants’ foreign investments and witimately the

financial position of the Fraser Group.

99.  Inaddition, certain U.S. pulp and paper companies are currently benefiting from a significant tax
credit available 1o those who operate kraft puip mills. The original legislation, entifled the Safe
Accountable, Flexible, Efficient Transportation Equity Act, enacted in 2005, was designed to encourage
the use of altemative fuels, like ethanol, to reduce the consumption of diesel fuel in highway vehicles. In

Jate 2008 certain U.S. pulp mills identified a loophole in this legislation that wounld enable them to recelve
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a tax credit by adding diesel fuel to “black liguor™, which has been burned as a fuel in recovery boilers in

pulp mills for many years. Black liquor is a residue byproduct of the tradifional kreft pulping process.

100.  The Applicants believe that this tax credit has produced the opposite effect to the intended result,
as pulp operators have begun to add diesel fuel that was not previously required or used in their pulping
process. Industry analysts have estimated that this tax credit is now widespread in the U.S. pulp industry,
and is subsidising the oversnpply of kraft pulp and the paper manufactured from it during a time when the
market is already weak. The Applicants’ estimate that the black liquor tax credit is worth between $150
to $200 per ton of pulp prodoced, which translates to a savings of 30 to 40 % of the cost of production.
The Applicants are not able to take advantage of the tax credit, which creates a significant competitive

disadvantage for the Applicants relative to U.S. pulp producers who can claim the tax credit.

101. The Applicanis were able to address the combined negative imopact of these factors through the
financing activities described above and by reducing working capital levels to cover losses and fund
required pension and other obligations. The Fraser Group is now expetiencing a severe liquidity crisis
and has immediate and pending financial obligations that it is unable'to pay.

J. Bank Accounts and Cash Management
102. The Applicants operate a centralized cash management system. Daily financial requirements of
the Applicants are funded by a revolving operating facility with CIT that is provided to Fraser Paper as
borrower, wi.th an unlimited guarantee from each of the other Applicants,

Funding of Canadian Operations .

103.  Fraser Papers meintains Canadian dollar and U.S. dollar corporate bank accounts in Toronto to
facilitate the funding requirements for the entire Fraser Group. Canadian dollar aud U.S. dollar accounts
are also maintained by Fraser Papers for each of the Canadian facilities (Edmundston, Thurso, Plaster

Rock and Juniper) to fumd mill operations and receive tax refunds. The mill accounts are funded from

3b.
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Fraser Papers’ Canadian dollar or U.S. dollar corporate account, depending on whether the required
disbarsernents from the mill account are denominated in Canadian or U.S. dollars. Fraser Papers has a
Canadian lockbox account in Taronto to receive all deposits for Canadian dollar denominated sales made
by the Canadian mills. Fraser Papers also maintains a lockbox account in the U.S. to receive deposits for
U.S, dollar denominated sales, In addition to these primary cash management accounts, Fraser Papers
mainteins three accounts which are used as impressed accounts for payroll disbursements to employees

and other miscellaneous activity.

104.  The primary bank accounts for each mill are swept daily to Fraser Papers’ corporate account,
which provides the necessary funds for daily disbursements, This activity leads to interdivisional account
balances between the various divisions. These balances are not paid but allowed to accumulate, and are
then cleared infrequently. These balances eliminate at the legal entity level for divisions within Fraser

Papers.
Funding of U.S. Operations

105.  Similar banking arrangements exist with respect to the plants owned and operated by the U.S.
subsidiaries of Fraser Papers. Holdings maintains a Canadian and U.S, dollar corporate account in the
U.S. Separate U.S. dollar bank accounts are maintained for each of the mills in that jurisdiction (Fraser
Madawaska, Praser Gorham, t;nd Timber) to fond disbursements relating to that mill. The Applicants’
U.S. operations are fanded in part from the receipts generated from daily operations and these receipts are
used to fund their disbursements, both to third parties and to Fraser Papers. These cash receipts are
deposited to thres lockbox accounts that are controlled by Fraser Madaawaska and Timber, to reccive
deposits for all U.S. sales of the U.S. Applicanis. Any shortfall or excess cash in each of the U.S,
Applicant’s accounts is swept to the Holdings’ corporate account. Holdings will generally use auy excess
fonds to repay amounts owing to Fraser Papers. Any shortfall in the Holdings corporate account will be

funded by Fraser Papers as described below.

37-
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106, Holdings, Praser Madawaska and Timber also have bank accounts in Canadian dollars to fund
disbursements in this corrency. Similar to the U.S, dollar accounts, any shortfall or excess in the Fraser
Madawaska or Timber accounts is swept to the Canadian dollar Holdings’ account which, in tom, is
funded by the U.S. dollar acconnt,

107.  Bach of Timber, Fraser Madawaska, and Fraser Gorham also have bank accounts in Canada to
facilitate any cash flows that may occur directly between Fraser Papers and its indirect, wholly-owned
subsidiaries, These accounts are rarely used, as all funding of the U.S. operations occurs through

intercoropany loans between Praser Papers and Holdings.

108.  Punding between Fraser Papers and Holdings is effected through an inter-company revolving
working capital line mnote agreement dated July 20, 2005 and amended in August, 2007 (the
“Intercompany Note Agreement”), a copy of which is attached hereto and marked as Exhibit “E*,
Holdings owed Fraser Papers approximately $71.8 willion as at May 2, 2009 under the Intercompany

Note Agreement.

109.  Tbe amount outstanding under the Intercompany Note Agreement decreases as any excess cash in
Holdings is paid to Praser Papers. The amount cutstanding vader the Intercorpany Note Agreement

increases if Fraser Papers is required to fund any cash shortfalls in Holdings.

110.  Bach of the Applicants has their own acconnts payable function. Fraser Madawaska performs the
accounts payable function for the Madawaska, Maine, Ednmmdston, New Bronswick and Portland, Maine

locations.

111, Xt is anticipated that the Fraser Group will continue to use the existing cash management system
and will continue to maintain the bank accounts and funding arrangements already in place. This
approach will minimize any disraption to the business operations of the Fraser Group as it seeks to
restructore its affairs. CIT and Brookfield, who have each indicated that they will make DIP Financing

33.
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(as hereafter defined) available to the Applicants if the Initial Order is granted, have confirmed that they

support the continued operation of the existing cash management system during the CCAA proceedings.
IV, CURRENT STATUS OF THE COMPANY

A Financial Statns
112. Fraser Papers’ amnual andited financial statements are prepared on a comsolidated basis and
include each of the othex Applicants. The most recent audited statements ate for the fiscal year ending

December 31, 2008, a copy of which is annexed hereto and marked as Bxhibit “F”,

113. The Applicants have also prepared consolidating financial statements for the Fraser Group as at

May 2, 2009, a copy of which is annexed hereto and marked as Exhibit “G”,

114. On a consolidated basis the Fraser Group has experienced negative EBITDA for three
consecutive years, including negative EBITDA of $33.6 million in 2008 and $41.9 milfion in 2007. The

Praser Group had negative EBITDA of $11.8 million in the first quarter of 2009.

a) Indebtedness to Lenders
115. Loans have been provided to Fraser Papers by each of CIT, CIBC and the Province of New
Brunswick. Brookfield has puaranteed certain of thess loans. In addition, Brookficld bas provided Fraser
Papers with a facility in the notional amount of $350 million to facilitate the Applicants’ foreign currency
hedging activities, as discussed above. The amounts owing as at May 2, 2009, the date of the most recent

internal financial statements, and the security or guarantees held by each lender are as follows:
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Lender ized Prineipal Amount Guarantees or Scenrity Held
{Outstanding Amount)

CIT $115M ($60M) : Unlimited guarantee from each of the other
Applicants; first charge over inventory and
accounts yeceivable of each Applicant.
$25M of the outstanding amount is
guaraniced by Brookfield.

CIBC $25M ($25M) None from the Applicants. $25M of the
amount owing 10 CIBC is gvaranteed by
Brookfield

Province of New CDN$40M (CDN $29.3M) First charge over fixed assets in New

Bronswick Brunswick and second charge on inventory
and accounts receivable in New Brunswick

Brookfield $50M in guarantees above, plus  Guarantees and security over all assets

any exposurs under hedpging gramted by each Applicant in favowr of
facility. Brookfield. Security is subordinate to CIT

and Province of New Brunswick.
116. Other than in respect of equipment leases, purchase money security interests or similar
arrangements, and specific agreements involving (i} Export Developrent Corporation for the refund of
softwocd lumber deposits; and (ii) Royal Bank of Capada in respect of a cash collateral agreement
relating to a former employee's pension proceeds, no other parties have a registered security intere.st
against any of the Applicants in Ontario, Quebec or New Brunswick. Summaries of searches conducted
under the Personal Property Security Act against each of the Applicants in the Provinces of Ontario and
New Brunswick and equivalent searches conducted in Quebec are annexed hereto and marked as Bxhibit

b s 48

117. Similarl.y, other than in respect of equipment leases, purchase money security interests or similar
arrangements, no other paties have a registered security interest against any of the Applicants in
Delaware, Maine or New Hampshire. Summaries of searches conducted pursuant to the Uniform
Commercial Code in respect of each of the Applicants in Delaware, Maine and New Hampshire are
annexed hereto and marked as Exhibit “T”.
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118.  The amount outstanding under the revolving facility provided by CIT includes approximately $40
million s Jettess of credit issued by CIT at the request of the Applicants. These include LCs totalling
approximately $1.7 miltion in favour of cestain trade suppliers, an LC for approximately CDN$23 million
in favour of NB Power for any potential future liquidated damages under the CoGen Agreement, thres
'LCs totalling approximately $3.7 million to secare environmental obligations in respect of a U.S, landfil
site in the State of Wisconsin that the Praser Group no lox;ger owns (the “Wisconsin Lendfill”*) and $14.4

million to secure potential workers® compensation obligations in the U.S.

119.  As detailed below, Brookficld is prepared to provide DIP Financing (2s later defined) to the
Applicants during this restructuring process and CIT has also indicated that it is prepared to continue to
extend credit to the Applicants to support the Applicants’ efforts to restructore through a CCAA

proceeding, in each case in accordance with the form of Initial Order sought by the Applicants.

()  Otker Liabilities
120.  As at May 2, 2009, the most significant liabilities of the Applicants, ather than their indebtedness

to the lenders _descxibed above, are as follows:

($millions)
Trade Creditors ) $74
Environmental Costs (net present value of $11.2
projected future Jandfill expenses)
Other Liabilities $0.2
$85.4

121,  In addition, the net obligations associated with the Applicants’ Pension Plans, SERPS, and retiree

benefit plans as at December 31, 2008 (as determined in accordance with GAAP) total $218.3 million,

122. The Applicants arc unable to pay these liabilities generally as they become dus and they are
jnsolvent. In addition, the above schedule does not include amounts relating to termination or severance

obligations payable under any stamte, collective agreement or otherwise. As certain mills are ourrendy

H1..
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shutdown and may be for an extended period of time, those liabilities may be substantial and the

Applicants have no ability to pay such amounts at this time.

123.  Certain of the Applicants are also parties to Litigation or arbitration that is pending or has been
threatened in Canada and the U.S. The Applicants are not able to estimate the likely outcome or
quantam of any potential Liability at this time, but will review these matters with the Monitor as part of
this proceeding,

B. Imter-Company Accounts
124.  Due to the manner in which the Praser Group operates as an integrated business and the existence
of a centralized cash management system, there are significant inter-company amomts owing among the
various members of the Fraser Group at any given time. The Applicants propose to have the Monitor

report on the intercompany amounts as part of this proceeding.

-125.  The Fraser Group uses intercompany accounts o manage activities between its various locations,

and these activities are recorded on a Jocation (rather than a legal entity) basis. For example, the
Canadian operations of Fraser Papers consist of five locations (Toronto, Thurso, Edmundston, Plaster
Rock and Juniper). General ledgers are maintained for each to record all activity relating to that group.
The intercompany activities among the various operations can be broadly grouped as: (i) the purchase of
goods (pulp, power, steam, chips and biomass) manufactured by one mill and sold to amother; (ii)
all'ocaﬁon of services paid by one operation but charged to another; (iii) other miscenaneous'acﬁvity
between locations, and (3v) daily movement of cash between individual mill and corporate bank accounts,

as described below.

Purchase of Goods
126.  The largest intercompany transactions relafe to the sale of pulp manufactured by the Bdmundston
and Thurso pulp mills to the Applicants® U.S, paper mills in Madawaska and Gorham. In addition, the

Edmundston mill sells power and steam to the Madawaska paper mill to support its operational

Y2
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requirements. The Madawaska mill is heavily reliant upon the Edmuudston mill for its steam, power and

ceriain kinds of pulp, making the Bdomndston facility a critical supplier to the Madawaska mill.

127. The PFraser Group’s Iumbermills in New Bnumswick and Maine generate byproduct chips and
biomass in the manufacture of dimension lumber. These byproducts are sold to the Edmnndston pulp mill

as raw materials to support the production of pulp (chips) and power or sicam (biomass).

128.  Bach month the resulting intercompany receivables and payables are transferred from the local

mill ledgers to the corporate ledger maintained for the Canadian and V.S, operations (FPS Canada as

agent for Fraser Papers in respect of the Canadian operations and Fraser Madawaska for the U.S.
operations). For example, on a monthly basis Ednmndston’s receivable from Madawaska for the sale of
pulp, power and steam is transferred to FPS Canada, which maintains the corporate general ledger for the
Canadian operations. Similarly, the Madawaska payable to Bdmondston js transfesred to the corporate
Praser Madawasks. general ledger. The resulting balances between the Canadian and” U.S. corporate

accounts are cleared monthly, as described below.

Allocation of Services
129.  There are a number of services or costs that are managed centrally by the Fraser Group®s head
office, which arc then allocated to the individual mills to reflect their appropriate share of benefits
received. These items are surmmarized below and are allocated to the mills by way of intercompany
charges on a monthly, quarterly or annual basis:

@ Tnsorance — insurance preminms are centrelly negotiated and paid and each
operation is allocated their share of various insurance policies based on insured
values or sales, depending on the nature of the policy

163)] Letter of Credit ("L.C”) - letter of credit standby fees are paid centrally and
allocated to each operation based on the issuance of mill specific LCs

(ifi) Pension and OPEB expenses — are calenlated centrally and allocated to each
operation based on based on plan members and retirees attributable to each

operation
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(ivy  Workers’ compensation — benefits are paid cenirally and allocated to the
operations based on actual claim payments
™) Procurement and research ~ the costs associated with centralized fanctions are
allocated to mills based on estimated (procurement) acd actual (research) time
spent on specific mill needs '
(vi)  Hedging gains/losses — realized gains or losses on hedging programs (foreign
exchenge and commodity) are received or paid centrally and are allocated to
mills based on their actnal Canadian dollar denominated cash flows or lumber
shipments as the case may be.
130. In addition, there are services managed at the mill level that benefit one or more other locations.
These actual costs are charged or allocated to other mills by way of intercompany accounts and can be

summarized as follows:

@) sexvices provided by Bdmundston to Thurso, Plaster Rock and Juniper
. certain employee benefits (Biue Cross, workers' health and safety)
. information fechmology sexvices
. medical services

@D services provided by Madawaska to Edmoundston and Gorbang

. information technology sexvices
e medical services (Edmumdston only)

Miscellaneous Charges
131.  There are a number of one-time and recurring charges that are allocated between the varions
operations to reflect an appropriate allocation of costs. Some of the larger or recturing transactions are as

follows:

® Payroll

. Generally payroll at cach Jocation is aligned with staff at that location,
but when staff are seconded or transferred to another location, payroll
adjustments are corrected by intercompany charges,

> Edmundston’s weekly payroll is funded from the corporate FPS Canada
account instead of its local bank account. The cost is allocated to
Bdomndston through an intercompany charge.

i) Payments
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. A number of significant Canadian suppliers request that payment be
made by wire transfer. As wire transfers can only be processed centrally,
payments are made from the corporats FPS Canada bank account and
charged to the respective mill through an intercompany entry.
(if)  Canadian Sales
) To ease administration, paper sales to Canadian customers are transacted
ag an initial sale by the U.S. paper mill (Madawaska or Gorbam) to the
Edmundston mill. The Ednmndston mill then sells the paper to the
customer, but is charged for the purchase of goods through mtercompany
accounts,
(iv)  Temporary transfers of goods and services
. On occasion a mill may provide additionel services such as storage or
training, or lend equipment to another location on a one-time or
temporary basis. To reflect the use of these goods or services, charges
are posted to the intercompany accounts of these mills.
Banking, Clearing anid Accounting
132.  Local bank accounts for each mill are “zexo balanced” daily and cleared to the corporate head
office bank accounts. Under this process, daily mill disbursements are fanded by the corporate accounts.
Canadian bank accounts are cleared to a Frasex Papers’ account and U.,S. accounts are cleared to a Fraser
Holdings account. The offsets to these transfers are intercompamy Habilities between the respective
entities, These intercompany balances are not cleared regularly and are allowed to accommlate as

described below.

133.  Cash requirements of the U.S. operations are funded by the Intercompany Note Agreement
between Fraser Papers and Fraser Holdings, as described above. As such, if net cash is required by one of
the U.S. subsidiaries to pay third party suppliers or pay Canadian purchases from the previous month, it is
borrowed by Fraser Holdings from Fraser Papers throngh the Intercompany Note Agreement. Fraser
Papers, as necded, will borrow the necessary fonds from its revolving facility with CIT.

134,  Monthly mill balances are transferred to the corporate ledgers maintained by FPS Canada (for the
Canadian operations) and Fraser Madawaska (for the U.8. operations). Balances due and from operations

within each respective country are not paid but allowed to accurmilate, subject to infrequent clearing. The
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balances among the Canadian operations are effectively offset, as they are 2l owned by the same legal
entity. As the U.S. operations are owned by separate legal entities, they are not offset but effectively

climinated when consolidated financial reporting is prepared for the Fraser Group. -

135. Balances due between Canadian and U.S. operations as a result of the purchages of goods or

sexvices are paid in cash monthly in the month following the date of the transaction.

136, Intercompany balances are presented in the Applicants’ intemal financial reporting as balances

due between related parties, which eliminate wpon consolidation.

C. Causes of Inselvency
137. The Applicants have not generated positive cashflow from operations for three consecutive years.
Negative cash flow from operations (prior to changes in non-cash working capital) equalled $65.4 million
and $55.5 million in 2007 and 2008 respectively, combined with a further shortfall of $9,7 million in the

first quarter of 2009.

138.  During the first quarter of 2009, the Company funded its cash flow shortfall through the reduction
in worlking capital of $34.2 million, principally through the sale of finished goods inventory. The

Company no Jonger has the ability to finance its cash flow shortfall.

139. The aforementioned cash flow shortfalls are being driven by a sharp deterioration at the
Company’s pulp operation at Thurso, Quebec, continuing losses from its lumber operations and are only

partially offset by the tumaround in its specialty papers business. In particular:

@ a collapse in demand and the market price for hardwood pulp led to EBITDA losses of
$10.7 million in 2008 from a break-even situation in 2007, In the first quarter of 2009,
the Company lost a forther $8.7 million s EBYTDA at its pulp mill in Thurso, Quebec.
On June 1, 2009, the Company indefinitely closed the Thurso pulp mill. The outlook for
hardwood pulp remains poor and the sitwation has been exacerbated by the impact of the
black lquor tax credit, referred to above;
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®) coptinuing operating losses in the Company’s four Jumbermills of $22.0 millon and
$13.2 million in 2007 and 2008 respectively, reflect market conditions for dimension
lumber used in housing construction and renovation. Tu the first quarter of 2009 these
Iumbermills had a further operating loss of $4.1 million. As the outlook for the U.S.
home building industry remains poor, the Company does not expect an improvement in
the demand or price for its lumber, The Company’s four lmubermills produced at only
16% of capacity during the first quarter of 2009; and

© improvements in the financial results at the Company’s specialty papers business have
not been able to offset losses in its pulp or lumber operations. In the first quarter of 2009,
the Company reporied EBITDA of $1.7 million from its specialty paper operations,
following losses of $9.7 million and $19.7 million in 2008 and 2007, respectively. These
improvements reflect achievements in product development and sales imix, operating
efficiency and productivity, and energy efficiency.
140. Under the cument collective agreement, two sevm:anc-e payments of $3.9 million each to
umionized employees at the Thurso pulp mill are due on November 9, 2009 and Decersber 21, 2009
following the mill's closuxe on June 1, 2009. The Applicants have no ability to pay these amounts at this

time.

143.  As at June 16, 2009 the Applicants have a total of $66.7 million of loans outstanding: $15.8
million drawn and utilized under a revolving working capital facility with CIT (not including $40.8
million in I.C's issued at the request of the Applicants), $25.9 million borrowed uader the N.B, Loan and
$25 million under a tferm loan with CIBC. The Applicants are required to repay or refinaace the $25

miilion term loan in September 2009 and they have no ability to do so at this time.

142.  As described above, the Applicents’ accrued pension benefit obligations in its five Pension Plans
and SERP’s exceed the value of the Pension Plan assets by approzimately $171.5 million as at December
31, 2008, as determined in accordance with GAAP. The Applicants are required to make payments of
$3.5 million by September 30, 2009 and an additional $10.1 by December 31, 2009, Average annual

payments of approximately $34.7 million per year for the years 2030 to 2013 are expected to be reqnired
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to fund the Pension Plans. The Applicants’ efforts to obtain a one-year funding holiday to address the
deficit bave not been successful. Without a funding holiday or another fanding formula, the Applicants

-have no ability to meet these funding obligations.

143, Collective bargaining agreements at Plaster Rock, New Brunswick and Thurso, Quebe(; to which
Fraser Papers is a party have expired, Similar agreements at Edmundston, New Brunswick and
Madawasks, Maine expire on Jume 30, 2009 and October 31, 2009 respectively, and negotiations
concerning Fraser Papers’ request for terms and conditions required to achieve a successful restructaring

of the Applicanis’ business bave not led to any resolution to date.

144.  The Applicants currently owe trade suppliers in excess of $10 million beyond noxmal credit tarms

and owe an additional $7.7 million in outstanding property taxes to six municipalities.

D. Efforts to Restructure
145.  Over the past three years the Applicants have taken steps teo address the challenges facing them
and the industry generally, by implementing a number of initiatives to grow their specialty papers
business, reduce thejr exposure to hardwood pulp and Tumber markets and lower operating costs through
reductions in highest cost capacity, process efficiencies, higher productivity and energy conservation, as

described in further detail below.

146. In 2006, the Applicants permancntly shut their 250,000 ton per year hardwood pulp mill in
Beslin, New Hampshire that was integrated with the Gorham paper mill; increased shipments of specialty
papers by 9%; and sold timberlands in New Branswick while retaining a long term supply agreement.
Proceeds of the sale of the timberlands were used to reduce debt by $57 million and fond pension

obligations of $37 million,

147. In 2007, the restructuring initiatives included a major rebuild of the recovery boiler af the

Edmundston snlphite mill to expand its productive capacity and lower costs; the closure of the two
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smallest and highest cost paper machines at the Madawaska mill, representing 15% of the manufacturing
capacity; the closure of an oil fired boiler and tarbine at Bdmundston and the closure of one paper
machine representing 20% of the capacity at Gorham. In response to a deterioration in the Jumber
' wmarkets, mill operations at the four locations were curtailed by 50% over levels in 2006 once a supply of

softwood chips was sectred from alternative sources.

148.  During 2008 the Applicants grew the value added paper business by increasing shipments of
specialty packaging papers by 11% and high-bright groundwood papers by 35%. Higher paper prices
were secured and the Fraser Groop achieved a 7% increase in the average realized price ;>f its paper
products. This generated an additional $34 million in revenue. Tn addition, the Applicants’ pipeline of
new products under developrment was expanded in 2008 to include approximately 50 new projects at
various stages of development from concept to commercial launch., The Applicants estimate that the
combined benefit from the product mix improvements added $13 million to the Fraser Group’s bottom
line for 2008. In 2008 the Praser Group also increased productivity and throughput by 6% at the paper

mills, and capital projects at the Edmundston pulp mill provided a similar 6% improvement in throughput.

149.  Despite these significant initiatives undertaken by the Fraser Group, the Applicants experienced
significant uncontrollable cost pressures from fibre, energy and chemical pricing and Canadian/U.S,
foreign excht;nge, which totalled $52.4 million in 2008 compared to the prior year, and led to negative
EBITDA of $34 millfon in 2008. '

Recent Mill Shutdowns
150. On Tune 1, 2009 the pulp mill at Thurso, Quebec was indefinitely closed due to the market
conditions that have led to unsustainable cash losses, The Thurso facility will remain closed until market

conditions improve or a solution can be found to mitigate the cash drain on the Applicants.

151.  On June 8, 2009, a complete facility shmtdown was tndertaken at Edmundston involving the (i)
groundwood paper mill; (i) sulphits pulp mill; and (iii) CoGen Facility. The CoGen Facility and

9.
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groundwood mill are scheduled fo undergo annual maintenance. The CoGen Facility restarted operations
on Fune 12, 2009 and the gronndwood mill is expected to restart on or about June 18, 2009. The re-start

of the sulphite pulp mill is dependent upon whether the Applicants are able to lower operating costs at the

sulphite pulp mill, including reaching new termos and conditions nnder a collective agreement with the

unions representing the employees at that mill, as discussed below.

152, At this time the Applicants® paper mills in Madawaska, Maine and Gorham, New Hampshire will
continue to operate, although at capacity rates that will be dependent on customer orders and the

Applicants’ abjlity to source an adequate fibre supply.

Negotiations with Stakeholders
153. The Applicants have approached the Ministry of Economic Development, Innovation and Export
of the Quebec Government with a proposal requesting $45 million of equity and debt financing for a new
subsidiary company that wonld own and operate the Thurso pulp mill. The financing requested would be
sufficient to fund future operating losses, capital expenditure requirements and pension fonding
obligations and aliow the mill to re-start. At the same time, the Applicants bave begun negotiations with
their unionized cmployees at Thurso toward a new collective agrecment with terms and conditions that
would involve wage and benefit concessions necessary to atiract the necessary financing. Discussions

with the Quebec Government and the unionized employees are continuing.

154. 'The Applicants have requested the Ministry of Natural Resources in New Branswick (“MNR") to
agree to an additional allocation of Crown fiber in proportion to their size and share in the provincial
forest products indnstry. The Company currenily has approximately 400,000 cubic meters of crown
sawlogs, pulplogs and chips and has requested additional crown fibre in various forms. The Applicants
believe that the right to access crown fibre that allows it to utilize economies of scale is a critical piece to
its long term competitive position, and is fair and reasonable in the circwmstances. On June 5, 2009, the

MNR provided the Applicants with an increase from 9% to approximately 20% of the crown allocation in
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the Province. This increase in allocation is conditional upon the Company achieving cost reductions at its

operations in New Brunswick.

155. 'The Applicants have approached NB Power with respect to an amendment to the terms and

conditions undex the CoGen Agreerment that would provide a more appropriate index for changes in the
. price paid for biomass fuel, a more favourable price for the repewable power produced by the CoGen
" Pacility and a number of other material changes that would eithe_r lower the cost of operation of the
CoGen Facility or increase the price of electricity sold from it. While no final agreerpent has been
reached, the parties have agreed that the Company can include power produced from an additional, more
efficient turbine generator under the CoGen Agreernent, providing the opportunity for Fraser Papers to
penexate electricity piore efficiently using less biomass. This change should also reduce the requirement

_ to operate one additional boiler during the winter months in Bdmuondston.

156. In February 2009, the Applicants received an exiepsion in the amortization schedule of its
pension funding obligations in New Brunswick from five years to ten years. This relief was retroactive to

2008 and reduced the pension fimding required for 2009 by approximately $5.0 million.

157. In April, 2009 the Applicants requested a one year pension funding holiday from the pension
regnlators in New Brupswick and Quebec. These requests were denjed, Discussions have continued with
the New Brunswick Government on a pension fonding solntion and the Applicants understand that the

New Brunswick Government is stodying the situation on a broader level,
V. FILING FOR PROTECTION

Al Overview of Restruocturing Plan
158. The Applicants infend to immediately prepare the fremework of a restructuring plan that will

form the basis of & formal plan to be presented 1o creditors as soon as possible. Key criteria will be new

arrangements for crown allgcation of timber in New Brunswick, re-establishing a competitive energy
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position with respect to electricity and steam, and achieving lower operating costs at both Edmundston
and Madawaska. In addition, the economic relationship with unionized employees will have to be
brought to a level that allows Fraser Papers® products to be produced at a cost that is competitive. It is
anticipated that certain operations or mills that are considered non-core to this business may be sold or

otherwise discontinned as part of a restructuring of the Fraser Group as a whole.

B. Cash Flows
159. The Applicants” have prepared estimated cash flow forecasts for the period June 18, 2009 to July
17, 2009 on & consolidated basis (the “Cash Flow Forecast”). As described above, the factors influencing
the Cash Flow Forecast are both volatile and variable. A copy of the Cash Flow Forecast Is attached as

Exhibit “J” to this Affidavit.

160. The proposed Monitor in this proceeding, PricewaterhouseCoopers Inc. (“PwC™), has reviewed
the Cash Flow Forecast, The Cash Flow Forecast indicates that, in the absence of any DYP Financing, the
Applicants will have insafficient cash with which to operate after June 30, 2009. The Applica}lts' need

for protection is immediate and wrgent.

161. The Cash Flow Forecast conteruplates payment of current pension fimding obligations only, as
the texms of the DIP Financing prohibit the payment of any special payments including as it relates fo the

solvency deficit or poing-concein deficit.

C. DIP Financing
162.  Due to the insolvency of the Applicants, the Fraser Group will require additional funding in order
to implement this restructuring. Brookfield and CIT have both agreed to provide debtor in possession
financing (“DIP Financing”) to the Applicants up to the aggregate amount up to $46 million, subject to
the Applicants obtaining an Initial Order in this procesding on the ferms requested granting Brookfield
and CIT a charge over all property, assets and undertaking of the Applicants in priority to all creditors

except CIT in respect to its existing security, to secure the DIP Financing. Term sheets describing the
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arount, priority, terms and conditions of the DIP Fipancing to be provided by Brookfield and CIT are

annexed hereto and marked as Exhibits “K” and “L”, respectively.

163. - I vnderstand that Section S.7(d) of Multilaicral Inshrument 61-101 ‘“Protection of Minority
Security Holders in Special Transactions” under the Securities Act (Ontario) xequires that Fraser Papers
seek minority approval of its security holdexs before completing the DIP Financing transaction, by virtoe
of Brookficld’s majority interest in Fraser Papers. I also undexstand that Multilateral Instrument 61-101
provides an exemption from the minority approval requirement where the transaction is subject to court
approval under applicable bankruptey or insolvency law and the court is advised of the minority approval

requirement.

164. The Applicants seek a provision in the Initial Order confirming the disclosure by the Applicants

of this requirement and dispensing with the need for compliance.

165. Brookfield provides existing financial support to the Applicants in various forms. In addition to
the guarantees it has provided to the Applicamts® lenders, as described above, Brookfield and Fraser
Papers are party to a paper supply agreement dated Jannary 29, 2009 (the “Paper Supply Agreement”)
whereby Brookfield purchases paper inventory from Fraser Papers that it then seils fo third party

costomexs. A copy of the Paper Supply Agreement is annexed hereto and marked as Exhibit “M”,

166.  Under the terms of the Paper Supply Agreement, Fraser Papers receives payment for the sale of
paper to Brookfield within approximately two business days, whereas Brookfield receives payment from
its customers approximately 15 to 60 days thereafter. Fraser Papers acts as collection agent for
Brookfield and all receivables relating to Brookfield's sale of paper are collected by Fraser Papexs and
remitted to Brookfield, The Paper Supply Agreement also includes termos with respect to the payment and

reimbursement of freight and warehousing costs as between Brookfield and Fraser Papers.
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167. Inview of the availability of DIP Financing to be extended by Brookfield and in accordance with
the terms and conditions precedent to such funding, by agreement of the paxtics Brookficld’s obligation to
puxchase paper inventory from Praser Papers from and after the date of the Initial Order will texminate,
with all other terms and conditions continning to apply. Fraser Papers will continue to collect on
Brookfield's bebalf the outstanding receivables in respect of paper sold under the terms of the Paper
Supply Agreement tfor which Fraser Papers will have already received payment from Brookfield) and
will remit the prc;ceeds to Brookfield. Fraser Papers will also continue 10 make paymmfs for freight and
warehousing costs incnrred while inventory was being purchased by Brookfield, for which it will be
reimbursed by Brookfield. The Initial Order songht by the Applicants includes a provision authorizing

these arrapgements in accordance with the terms of the DIP Financing and the Paper Supply Agreement.

168. The Monitor will provide oversight and will report ¢o the Court wi‘th respect to the Applicants’
actual results relative to the estimated Cash Flow Forecast during this proceeding. -The Applicants’
existing accounting procedures will provide the Monitor with the ability to track the flow of fands among
the various Applicants, and the non-priming intercompany charges to be created among the Applicants, as
described below, will ensure that no creditor of an Applicant is prejudiced by any inter-company activity

during the continuation of this proceeding.

D. Chapter 15 Proceeding in the U.S.
i69. As the U.S. subsidiaries are incorporated under the laws of Delaware and Maine, and becanse the
Praser Group has operations in the U.S,, the Applicants will be seeking recognition of these proceedings
as the foreign main proceeding by the U.S, Bankruptcy Coutt. Accoxdingly, if an jnitial CCAA order and
a stay of proceedings are granted, the Applicants intend to immediately commence anxiliary proceedings
under Chapter 15 of the U.S. Bankruptcy Code poxsnant to which they will seek to have the CCAA
proceedings and this Court’s order recognized and enforced in the U.S. as a foreign main proceeding.

This will inclide an immediate request for a temporary restraining order granting provisional relief under
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the U.S. Bankruptcy Code and preventing any steps from being taken that would impair the Applicants’

ahility to carry on its business operations in the U.S., pending fanther order of the Court,

170.  The Chapter 15 Petitions to be filed will name Fraser Papers as the Foreign Representative in

respect of each Applicant.

E. The Initial Order
171.  Fraser Papers’ Board of Directots is compriseﬁ of five directors, representing a diverse base of
business skills and experiences. These directors have considerable knowledge and experienco in dealing
with the business of the Fraser Group, and have provxded direction to management on several key
initiaiives undertaken over the past several years. The Applicants are of the view that the contimed

participation of the existing directors and officers will be a key element to a successful restructuring,

172. I am concemed that certain of the directors ar.ld officers may receive advice to resign if they are
not granted the protection of a Directors’ Charge as provided for in the draft Initial Order. 1 also believe

that, given their experience in the affairs of the Applicants, the services of the directors and officexs are
essential to a successfol proceeding and that the Directogs’ Charge over all the assets of the Applicants

should therefore be granted.

173. Management estimates that the prority payabies in respect of which the directors have personal
Hability at any point in time during the CCAA process is .approximately $20 million, taking into account
approximately 2,400 employees. This amount does not include any termination or severance payments
that may at any time be owing. The Applicants therefore request a Directoxs® Charge in the amount of
$30 million to secure such obligations. The Applicants have songht gnidance from the Monitor in respect
of comparable CCAA filings in suggesting this number.

174,  The Directors” Charge requested in the Initial Order will be in addiﬁc;n to the existing directors’®

and officers’ insurance policies (collectively, the “D&O Policies”). The prixsary policy has a it of $25
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million and there is an excess policy for $25 million. In addition, Endorsement 10 of the D&O Policy is a
reinstatement endorsement whereby if the $50 million in coverage is exhausted, the primary insurer will

reinstate for an additional $25 million in coverage.

175. The Applicants also request that the Court grant a charge in favour of the Applicants’ counse} and
in favour of the Monitor and its counsel, to secure the payment of fees and expenses incurred in
connection with this procecding. The Applicants seck an Administration Charge in the amount of
$750,000, 1o secure payment of the fees and expenses of the Applicants’ counsel, the Monitor and its

counsel.

176.  As described above, due to the iniegrated manner in which the Fraser Group operates, on
occasion cash is advanced to or charges are mcurred by one Applicant on behalf of another Applicant.
The Applicants propose to meintein their existing cash management and accounting system during this
proceeding under the oversight of the Monitor, which is acceptable to their opexating lender CIT. The
Applicants also want to ensure that no creditor of any indjvidual Applicant is prejudiced by the inter-
éonipany flow of funds or incurring of lizbilities from and after the date of filing. It is proposed that to
the extent one Applicant advances money to or incurs a cost on behalf of another Applicaut, they will
obtain 2 non-priming secured charge fiom the recipient Applicant for that amount. The intercompany
charge will attempt to maintain the relative priority and value of each Applicant’s estate and ensure that
one Applicant does not fund, at the expense of its stakeholders, the operations of another Applicant. As
inter-company amounts are settled on a monthly basis and this proceeding is being commenced mid-
month; it is proposed that the inter-company charge sought as part of the Initial Order cover the current

month of intercompany transactions,

177. 1 have reviewed the model form of Initial Order that is used for proceedings before the

Commercial Court in Toronto undex the CCAA (the “Model Order™). Certain amendments to the rodel
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form of Initial Order are requested to be made, all of which are necessary to the Applicants’ ability to

continue business operations in order to effect a successful restructuring.

178. The Applicants currently owe realty tax amears to varions mnnic-ipa]iﬁes for the facilities located
in those jurisdictions. Some of these facilities (or individual mills Jocated on the facilities) are expected
to form part of the restructored business operations of the Applicants upon successful emergence from
this proceeding, while other facilities 'or individual mills may not. In consultation with the Monitor, the
Applicants will be reviewing each of the mills and facilities in developing a restructuring plan. In view of
their lnited cash resources, the Applicants do not believe it is pmdent to utilize proceeds of the DIP
Financing to pay realty tax atrears on facilities that will not form part of their future operations, or that

10ay be sold or abandoned. The Applicants therefore seek a term in the Initial Order providing discretion

as to payment of realty tax arrears on a case by case basis. Current realty taxes on all facilities that are

being utilized by the Applicants will continue fo be paid from and after the commencement of this

proceeding,

179.  The Applicants also seek a clarification to the Model Order to confirm that their renewal rights
as it relates to certain existing insurance policies are unaffected by the commencement of this proceeding.
The Applicants have two insurance policies that are due to expire June 30, 2009 covering: (i) property;
and (i) Canadian fleet insurance on vehicles owned by Fraser Papers. The Applicants bave included an
amount in the Cash Flow Forecast representing the angual premium payment plus a four percent increase,
based on prior years’ expenses for insurance. Jf the Applicants were mnable to obtain a remewal of
coverage mder the propesty insurance policy from their present insurer on the sanoe or similar terms, it is
anlikely that they would be able to secure alterate coverage from a new insurer on terms that would be

financially feasible, resulting in a potential shutdown of the facilities.

180. The Applicants provide certain volume rebates to customers that will be important to maintain

notwithstanding the commencement of this proceeding. The forest products industry is rapidly

103



53.

-48 -

contracting and is highly competitive, If the Applicants do pot have the ability to honour rebates eamed
by customers seamlessly throughont the period prior to and after the date of filing, those customers may
quickly move their business to a competitor who can continue to offer volume-related incentives. The

Applicants intend to review all such programs with the Monitor.

181. Due to the nature of the business of the Fraser Group, the Applicants have goods in transit at any
point in time., The Applicants have requested a provision in the Initial Order to epsure that there is no
disruption to the business relating to non-payment of amounts owing to freight forwarders, customs
‘brokers or similar agents who are critical to the Applicants’ operations, whether in respect of the period
prior to or after the date an Order is issued. In addition, with the Monitor’s consent and subject to the
terms of the DIP Financing, the Applicants reguest that they be permitted to make payments to particular
suppliers up to a cextain capped amount, if it is determined that such suppliers are crifical to the
Applicants’ ongoing business operations, and the inability to pay soch amounts may jeopardize theix

ability to achieve a successful restructuring.

182.  As outlined above, certain LC’s are ontstanding in connection with a landfill located in the State
of Wisconsin. The Wisconsin Landfill was originally owned by 2 predecessor to Fraser Papers, was
subsequently owned by Fraser Madawaska and was then sold to Smart Papers LLC in 2005, Fraser
Papers agreed to leave LC’s in place totalling approximately $3.5 million to facilitate the sale of the mill
to Smart Papers Li.C. to support closure and post-closure care obligations assumed by the purchaser on
_ closing. Smart Papers LLC paid certain costs associated with the Wisconsin Landfill following the
closure of the mill, but subsequently filed for protection under Chapter 11 of the U.S. Bankruptcy Code in
2007. As pat of that proceeding Sx;mt Papers LLC paid a small amount to the Wisconsin Depaxtrent of
Natural Resources (“DNR™) and obtained a release from any further Xiability in connection with the

‘Wisconsin Landfill, Smart Papers ultimately became bankrupt.
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183. Smart Papers LLC sold the paper mill, but not the Wisconsin Landfill, and accordingly the
Wisconsin Landfill continues to be owned by a bankrupt entity in respect of which LC’s issued at the
request of Fraser Papers remain outstanding. In 2007, the DNR advised Fraser Papers that i intended to
drawn -down the LC’s, spend as much as was necessary in their view to close and care for the Wisconsin
Landfill, and then sue all prior owners incloding the Company. The Company believed that it could close
and care for the Wisconsin Landfill for an amount that was less than the aggregate amount of the

outstanding LC’s, and persuaded the DNR to allow the Company to proceed in this manner.

184.  Since that time, Fraser Papers has completed the closure obligations and has continued to pay
post-closure care amonnts, It is in the process of applying for the release of a portion of the LC’s totalling
approximately $700,000 to $800,000. The Company believes that it js in the best interests of theix
stakeholders that it be permitted to complete the necessary post-closure work on the Wisconsin Landfill,
to facilitate the return of the outstanding LC’s. The Cash Flow Forecast prepared by the Applicants

include these payments.

185. An amendment to the Model Order as it relates to payment of pension and benefits is also
rcqumd, as outlined above in respect of the Cash Flow Forecast. The requested amendments make it
clear through the use of mandatory Janguage that all exployees who are continuing to provide a service to
the Applicants from and after the date of the Initial Order will continue to receive all bealth, dental,
insurance and related benefits to which they were entitled immediately prior to filing. The Applicants

will also continue to pay all current pension funding obligations.

186. ‘The Applicants also request to not make any special payments in respect of their pension
obligations (including obligations under its SERP plans) after the date of filing, in particular as it relates
to funding the solvency deficit or the going-concem deficit, and they are prohibited from doing so wnder

the tenms of the DIP Financing.
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187. As outlined in the dreft Initial Order sought by the Applicants, the Applicants se;ek a provision in
the Initial Order providing them with the discretion to pay health, dental, insurance and related benefits on
behalf of retirees or any other non-active exnployees up to a certain amount per month in accordance with
the terms of the DIP Financing, without obligating them to do so. It is intended that these payments will
continue to be made following the issuance of the Initial Order, with the Applicants having the discretion
 to stop making such payments at any fime thereafter on notice to the affected parties if it is determined

that it is not feasible to contime doing so.

E, The Monitor
188. The Applicants propose that PwC be appointed Monitor for this proceeding. PwC is not the
enditor for the Applicants. PwC has consented to act as Monitor and jts written consent is being filed

with this Honourable Court.

189. T swear this affidavit in support of the Applicants’ request that an Jnitial Order be granted under
the CCAA in the form ammexed to the Notice of Application herein, and for no other or improper purpose.
SWORN before me at the City of Toronto,

in the Province of Ontario, this day of
Jume, 2009.

Commi er for Taking Affidavits
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FraserPapers

Juve 18, 2009

'Tos AR participunts of the FPraser Puprss Ine, Supplements) Employee Retirensent Plan {"SERY} or the
Fruser Papers hoe, Sapplenemtal Btecufive Redrement Plan (“Top Up SERF)

Today Freser Papert Ing, and its subsidiarics took the Jifficult decision to Do for protection from (belr eratiiory
Both in Caneda acd jn the United States. The filing will provids va wits & defincd process apd the

tine fo rostuctive and mestsbiish & mustaisabls and profitblc spesfalty paper business, § heve sttacked o copy
of the procs release, -

The filing wus pecexsary as wa werb ot proemting suficient positive cash tiow fiors our dparstions to fund al}
of pur oblipaliops, incloding a.$25 million tenm faan xod substantizl payments ¢wing on pecoup( of peasion
obtigations, You shovld know thet this was 3 very difficelt docition far sepdor minzgement and our Board of
Directors, however 5t 35 the Sight end only decsion at this time.

m&dﬂobﬁmﬂtmhym\ﬂd“iwofmy‘W“*‘“ﬂﬁdmﬁmﬁvmmnﬂng any
cieditor of' %hie Componics from tiking antions against us, and 3uying our ohligetionz 10 ke paymenis to
crediters, This will prodde va with aa wppsirtunity 1 réorganize pur bushiewy, conlings negotintions with oor

As nyoember of the SERP of Top Up SERF yuu sboald be gware arthe Company i3 no Jonges
ubligated or abls to make paymentsin vespedt of sry nifunded imreghtered pension plang, Inttuding the
SERY o Top Up SERY, As such, the Company will crare puying benslhits to al] participants corrently fo
receipt of henefits ondey hise plans ellechive imnediately,

We zr= comumilted o enpure that you em bept up to date throughong the process. Pleats ebeck oo website ot
www ks papera.com tor updates. In addition, IFyou have any fueations or concems, plesss call 577.374.
A834 (to/k-frec in Cangdg and the U,5.) or By eanait at r&nnxtudng@bmnrafwumapa:m

Restioctorings of dis Kiad ars never 2%y, Thew i oo doubt tus we will ned cooperstion Fom all
Stakcholders for the regtraciuring proves to bs sbocesshil, At IhiF B wt would sk for your palence as we
focus on the task st hand, vihichisto Geite » sustanable, profitnbie business going forarard,

Si%,

Teser ordon
Chicf Execurive Qffscer

Fraser Prpert Ing, T Dsasmanns
fde X0, BookizdFhcr Fax  H&3sAedg
781 Bay Bt W fapampers com
Forrto, Defartn M1 773

CANADIA :
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FraserPapers

Jume 18, 2009

To; AR Retivees oI Frascr Paperz Ine, FFS Consda Ine, Fraser Papers Holdings Inc,, Fraser Timber
Limited, Fraser Papers Limited aod Frazer N.H. LLC (rollectively, the “Coxpanies™)

Fodyy Frased Papors Ine, and fts subsidrarie st sbove took the difficalt drcision 10 fils for protection fiom
thefr eredilors both In Canzds and in the United States. The ing will provide us with » defined process and fhe
neoesyery me to rertructure and re-cstablish a sustainable and profitable spacialty paper busioest, 1 have
atiached a copy of the press release.

“Thefiling Wt necessary »3 we Vrero ot genenating sullicionl poaitive cash flow from owr operitions w fund A1)
of vur obligstioms, inchuding 4 523 mbifon tenn loan and substandal payments owing on-account of pengion
obligations, Yot shotld know jhat this was a Yery difficult decision for Senjor mansgement and our Bom;l of
Divettors. howoves it is theright and only decision ot this ime. -

The Ordér oblained todsy provides » smy o!‘ proceedingy for an initisl period of thirly days, preveming any
«reditor of the Companies fom taking aclionz sgainst us, end staying our ohligations 1o wmake payments to
erefitors. This will provide us with an oppornnity 1o reorgatlzs our tncinzsy, continee negotiations with our
Fakeholders and develop and propose @ resnuctoring plan to ovr ans We will seek wn extenslon of the

=y poond pros to its sapiry In thitty days.

The Order permits the Compantes 10 ontinus 10 misko payments 1o retiipes for healih, dentad and similar
benafits including Hife insurance, However, you should be avare that payments of there bepsfts ant myjed 10 a
¢ap and may changs- bt B res(aciuring plme cvolve, We mre in the process of delermining what wingnnt of
Tetires bonaflis we aro ¢apablc of centinuing to fund. Wo will povide you notfee should our dectsion jo pry
these benefits change In 1bc futvre,

I you wre » retived participant of » reglered ponsion plan sponseird by Praser Papers, you will coptinue to
secsivd your penglon beneBia From the funds of the persion plan. Howgver, your should b awaye that this B
swbjcct to changs =y yolvency deficis may prévant the plan from being sble fo meet ull obligations in the futire.

We arc eonmseitied 10 ensero thal you are bpt 9 to date throughewt the process: Please cheek s webaits s
www frasorpapars.cons for updates. In addifion, if you have any questions or concerns, please call §77-3 14~
3334 (G1hfress in Comanda and the U.5.) or by emell st rmﬂu!‘mﬁg.zmnmﬁmww;.mm.

Restucturogs of thic Had op nover easy. ﬂmllmdohhmmﬂluwdmymﬂonﬁmm

stskeholders for the restrachining process 1o be soatcsful. At thds time we would sk for your patience x5 we
fachs on e task at bend, which it 1o creste » reglainabile, profitable tasfocs going forward,

Slncoroly,

Petey Gordon

Chiel Prpeulive Qllice
Franer Paperz Ins. T2 A18-373 B8
B 20, Bl Fice: Fax 418 3v0aé
181 Bep Simek WAL B S RPBID A
Terora, Onlisio N5J 2T3

LR A e O Y
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/;%// 2 FraserPapers

June 1R, 2009
To: AR participants of 1ha Praser Papers Deferred Comprveation Plan

The Order obxaincd today provides @ stay of proceedings for an Initial pesiod of thirry days, praventiog any
creditor of the Compapics from taking sztions ageinst os, and staying owr obligstions to make peymenis 1o
cTetilom, Fiig wil} prowide e with v SPPOrmity (o Meorganin: our busineas, eoptnue negotations whh oar

Az uynimmber of the Deferred Compgnantion Flan, yous shou}d be avwaxe ihit the Company ¥ no hoger
obligated or able (o ooake paymrentsin rospect of sy pnfopded ourspisteced Pusion plans, ingloding the
Defexred Compensation Flog, As soch, the Comparny will cemye paylog bensfity to ) particdpants
carrently in seceipt oF benofits undec iy Plan effective ipmoidiiately,

We ars commitied to enture tha you are Xept np o oare troughout the process, Flease check owr websis ag
WWLIinsErpapers.com fer updaies, In addition, If you have soy tucsions or concerns, please cal) §77-974.
3634 (folt-frza o Canads sud the U.E.) or by emall m PEStriciuing @toroma froserpapors. com,

Restrectusangs of rhis kind aro never wxy. Thoe is 50 doubt that wo will peed cooperation from al}

siskehplders for the Yertrucmring process 1o be moeezssful, At this Sms we would mak for your patfénce ex we
fotus on Ibe task t hand, which ia to oimin 2 osiainabie, profiable businesz poing forward.

Sincevcly,

Pezer Gordon
Chisl Bxacytive Officer

Fraser Papers Int Tt 82055805
Sk 200, Brockiield Py Faz dddusponet
181 Bay Birast wan Rt o
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DAvics
.y WARD )
DaiEs
PUIIIPSE
VINEAERG Fraser Papers
Summary Important Developments [ﬂ/ /
E“Z;W"Wd Opt-Out March 19, 2010 Foriréas Paper Announces o5 Acuirition to Entar tha Spacislly
otter Ssllilzze ousd Ble-Enwyy Beclymp
Documents March 17, 2010 On March 17, 200, Fraser Papess, the Suparintendent of Pensions for
ihe Pravince of New Brunswick snd Davies, On behalf of onfy the New
Important Davelopments Brunswick mambers of the CSER. enfered inlo an agresment .
c conceming he future treatment of the New Brupewick salaced pension
ontacts pian. ‘The agreemenl pravides, among othar things, that the New

Brunawick salannd pansion plan will receive a promiagory note with an
eight, rather than {en, year term, thet ihe pansion plan will continue to ba

& en frangais adminiglarad by 9 govemment appointed adminigiretor for s parod of up
to afpht yoars, and ihat the conzideratlon due 1o the Now Brungwick
salaned pension plan under the APA will be deposited into an outsioe
trust fundg for the scle banafit of the pension plan. Finally, tha agraament
provides thal BAM and ils direstors and officers snd the diractors and
officers af Fraser Papsrs shall bg rel&ased rom any lisbilly In respect of
Fraser Fapers, ~ condiional upon the cloging of the APA Iransaction,
The axaculed agrmemant can be found In the *Cosuments” sactien of

this website, -

Fubriary 24, 2010 On February 24, 20410, the ntario Supatior Coust of Justice
{Commerciat Court) issued an order extanding the CCAA stay o Apri B,
2030. 'The Count alss approved an agreemant in grinciple among Fraser
Poepers, the CEP, and the Superintendant of Panstons for tha Frovince
of New Brunswick 1o enier mlo an agreemsnt to safisfy the condition
precedant undzr the APA that ull references to defined benafit pension
plans b removed from the cotlactve sgreemenls betweaen tha CEP and
Frosor Papora. The APA muat still recons ths final approvat of the Court
prior ta arry elazing of the sale Yransaclion under the APA.

December 10, 2009 On Dacembar 16, 2009 the Ontado Superior Court of Jusfica
{Comimaroial Caun) Issusd an ordat extending the CCAA stay to
Kepruaty 28, 2010 1o atiow for the executlon of an Asasl Purchase
Agreement ("AFPA"). Tha Ontario Superibr Court of Justice issuggd an
order authorizing the Company 1o axaoule an APA with Brockfickd Azaet
Managoment Inc. {"BAM") for the sale of tha Company’s spacialty
papars business 1o & pewly incomoralad subtidiary of BAM ("Nawco"),
Under the AFA, unascurad creditore will teceive 49% of tha common
shres of Newso (which have en ascribed value of $25 milion) and a
$42.4 milion non-interest bearing promisgory nole of Naweo with a 10
yoar maturity. Tha ¢ala of thase a=sals will orow through a stalking
horsn bl procges, pursvent to which other bive for Frazar Papors'
assets mey be submitted. The final Ireneaction will require fusther court
approval, '

Decamber 2, 2009 0On Degermber 2, 2009 the Ortario Superior Court of Juatice
(Commarcial Court) issund an order axtanding the COAA stay to
Dacember 11, 2008,

Oclober 22, 2009 On Getobar 22, 2009 the Onlarie Svperier Court of Justica {Commerdal
Cuowr) is5usd an order exiending the CCAA say to December 4, 2009
and extending the clalma bar date (& October 30, 2009,

Septembsr 18, 2009 The CSER spprovad ths sddition of two new membara by a majosiyy
vole. The CSER walcomas Paw Das Rosiars and Pawd Schriver, both
formar amploysas of Fratsr Papirs.

Septamber 17, 2008 On Septambey 17, 2009 the Cntario Supsror Cour of Jystice
{Cc clal Court) granted & rep tation ordar appointing Dovies 23
p tatve Hor afl non-smionized amployaes, former
emnploysec {gxpapt former mambere of the USW and fhe CEP) and
beneftariay,

Davies Ward Phillips & Vineberg LLP ©2009 | Privacy Policy
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DAviES
WaRD
PrILLIPS & .
VINEBERG Papiers Fraser
Résumé Faits nouveaux importants
Lettre_ d'Option de Le 19 mars 2010 Fortress Paper Announces an Acquisition to Enter the Specialty
Retrait Cellulose and Bio-Energy Sectors
Documents Le 17 mars 2010 Le 17 mars 2010, Papiers Fraser, le surintendant des pensions de la
i province du Nouveau-Brunswick et Davies, pour le compte des
Faits nouveaux membres du CESR du Nouveau-Brunswick uniquement, ont conclu une
importants convention relative au traitement futur du régime de retraite des salariés
du Nouveau-Brunswick. La convention prévoit, entre autres, qu'un billet
Personnes-ressources ayant une durée de huit ans, plutot que dix, sera émis au régime de

retraile des salariés du Nouveau-Brunswick, que le régime de retraite
continuera d'8tre administré par un administrateur désigné par le

e English gouvernament pour une période d'au plus huit ans et que la contrepartie
due au régime de retraite des salariés du Nouveau-Brunswick aux
termes de la convention d'achat d'actifs sera déposée dans un fonds en
fidéicommis exteme au seul bénéfice du régime de retraite. Enfin, la
convention prévoit que BAM et ses administraleurs et dirigeants, ainsi
que les administrateurs et dirigeants de Papiers Fraser, seront dégagés
de toute responsabilité a égard de Papiers Fraser — sous réserve de la
cléture de I'opération prévue dans la convention d'achat d'aclifs. I est
possible de consulter une copie de la convention signée dans la section
« Document » du présent site Web.

Le 24 févrer 2010 Le 24 février 2010, la Cour supérisure de justice de I'Ontario (rble
commercial) a émis une ordonnance prolongeant la suspension des
procédures aux termes de la LACC jusqu’au 9 avril 2010. La Cour a
aussi approuvé une entente de principe aux termes de laquelle Papiers
Fraser, le SCEP et le surintendant des pensions de la province du
Nouveau-Brunswick convignnent de conclure une convention visant &
remplir une condition préalable de la convention d'achat d’actifs selon
laquelle toutes les mentions des régimes de retraite & prestations
déterminées doivent étre supprimées des conventions collectives liant le
SCEP et Papiers Fraser. La cl6ture de l2 vente prévue dans la
convention d’achat d’actifs demeure assujettie a F'approbation définitive
de la convention d'achat d'actifs par la Cour.

Le 10 décembre 2009 Le 10 décembre 2009, 1a Cour supérieure de justice de FOntario (role
commercial) a émis une ordonnance prolongeant la suspension des
procédures aux termes de la LACC jusqu'au 26 février 2010 afin de
permettre la conclusion d'une convention d'achat d'actifs. La Cour
supérieure de justice de FOntario a émis une ordonnance autorisant la
société a conclure une convention d’achat d'actifs avec Brookfield Asset
Management inc. (« BAM ») en vue de la vente de son entreprise de
papiers de spécialité & une filiale nouvellement constituée de BAM (la «
Nouvelle société »). Aux térmes de la convention d'achat d’actifs, les
créanciers non garantis recevront 49 % des actions ordinaires de la
Nouvelle société (auxquelles a été atiribuée une valeur de 25 millions de
dollars) et un billet de la Nouvelle société au montant de 42,4 millions de
dollars ne portant pas intérét et ayant une durée jusqu’a I'échéance de
10 ans. La vente de ces actifs se fera aux termes d'un processus
d'appel d'offres dans le cadre duquel un soumissionnaire choisi par la
société parmi les soumissionnaires intéressés sera d’abord invité &
présenter la premiére offre & I'égard des aclifs puls d’autres offres visant
les actifs de Paplers Fraser pourront &lre soumises. L'opération finale
devra toutefois &tre approuvée par fa Cour.

Le 2 décembre 2009 Le 2 décembre 2009, la Cour supérieure de justice de F'Ontario (rble
commercial) a émis une ordonnance prolongeant la suspension des
procédures aux termes de.la LACC jusqu'au 11 décembre 2009.

Le 22 octobre 2009 Le 22 octobre 2009, la Cour supérieure de justice de 'Ontario (role
commercial) a émis une ordonnance prolongeant la suspension des
procédures aux termes de la LACC jusqu'au 4 décembre 2009 et
reportant au 30 octobre 2009 la date limite de dépot des réclamations.

Le 18 septembre 2009 Le CESR a approuvé a la majorité I'ajout de deux nouveaux membres. |
souhaite la bienvenue & MM. Paul Des Rosiers et Paul Schriver, tous
deux d'anciens employés de Papiers Fraser.

Le 17 septembre 2009 Le 17 septembre 2009, la Cour supérieure de justice de I'Ontario (Role
commercial) a rendu une ordonnance de représentation nommant
Davies 3 titre de conseillers juridiques de tous les employés non
syndiqués, anciens employés (a Fexception des anciens membres du
Syndicat des Métallos et du SCEP) et bénéficlaires.

Davies Ward Phillips & Vineberg LLP ©2009 | Politique De Confidentialité
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® en frangais

Fraser Papers

Summary
updated as of March 8, 2010

Overview

On June 18, 2009, Fraser Papers Inc. (the "Company"), fogether with its subsidiaries, initiated a court-
supervised restructuring under the Companies’ Creditors Arrangement Act {Canada) (the "CCAA") in the
Ontario Court of Justice. Fraser Papers also filed for protection pursuant to Chapter 15 of the U.S.
Bankruptcy Code in the U.S. Bankruptey Court for the District of Delawars.

The Committee

The lawyers from Davles Ward Phillips & Vineberg LLP ("Davies") have been retained by the Fraser Papers'
Committee for Salaried Employees and Retirees (the "CSER™), which currently includes representatives
from the following groups: the employees and former employees from the Edmundston, Thurso, Plaster
Rock and Juniper, Madawaska and Gorham operations. The current members of the CSER are:

» Don Corey (Human Resources Manager — Edmundston);

* Paul Gendreau (Human Resources Supervisor - Madawaska);

» Francine Clément {Human Resources and Administration Manager — Thurso);

» Greg Cyr (Human Resources Manager — Gorham);

» Robyn Wiley-Hoyt (Human Resources Superintendent — Juniper);

» Mark Fitzherbert (Human Resources Safety Superintendent — Plaster Rock);

» Mike Coté (Human Resources Superintendent — Ashland and Masardis);

* Richard Marston (Former Human Resources Manager — Madawaska);

» Bruce Parkin {(Former Human Resources Manager — Edmundston);

» Ken Chappel (Former Operations Supervisor — Plaster Rock);

* Lome Fraser (Retiree, Edmundston);

» Carl Cyr (Former Superintendent, Engineering and Process Control ~ Edmundston);
» Paul Des Rosiers (Former Vice President, Forestry and Energy Divisions — Masson, QC)
* Paul Schriver (Former Mill Manager — Atholville, NB); and

* Claude Lalonde (Retiree, Thurso).

The CSER and the groups they represent have retained Davies for legal advice and representation in
relation to both the CCAA and U.S. bankrupicy proceedings.

Who Davies represents

On September 17, 2009 the Ontario Superior Court of Justice (Commercial List) (the "Court") granted a
representation order appointing Davies as representative counsel for:

» all non-unionized employees;

» all formsr employees, except former employees who were members of the United Steel,
Paper and Forestry, Rubber, Manufacturing, Energy, Allied Industrial and Service Workers
International Union (USW) and the Communications, Energy and Paperworkers Union of
Canada (CEP); and

» all curent and former members of the Office and Professional Employees Intemnational
Union (OPEIU); and

» all beneficiaries of the employee benefit plans.

On October 22, 2009 the Court amended this representation order and appointed Davies as representative
counsel for all current and former membsrs of the Office and Professional Employees Intemational Union
(OPEIV) as well.

Any employee, former employee or beneficiary who does not wish 1o be represented by Davies is free to
opt-out by sigring and e-malling, faxing or mailing the opt-out letter to:

CSER

c/o Davies Ward Philllps & Vineberg
44th Floor

1 First Canadian Place

Toronto ON M5X 1B1

Canada

Fax: 416.863.0871
E-mail: FPemployees@dwpy.com

Please click here for a PDF version of the opt-out letter.
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The Claims Process

The following claims were submitied to the monitor on November 6, 2009.
Supplemental Employee Retirement Plans (SERPs)

In a letter from the Company to SERP recipients dated June 18, 2009, the Company stated
that it would no longer make payments in respect of SERPs. The Company distributed a
second letter dated September 1, 2009 regarding the Company's valuation of SERP claims.
The CSER and Davies worked with the Company to determine the appropriate amount for
SERP claims. The CSER and Davies have employed an independent actuary to review the
methodology used by the Company in arriving at these SERP amounts. Davies handled the
filing of SERP claims on a collective basis and for the entire claimant group.

Because Davies handled the filing of SERP claims, individuals who filed their own SERP
claims have received Notices of Disallowance for their claims. If you have any questions
regarding your Notice of Disallowance or the quantum of the claim filed on your behalf,
please confact us.

We are still waiting to hear back from the monitor as to whether the ctaims will be allowed.
Defined Benefit Pension Plans

The CSER and Davies also worked with the Company and relevant pension regulators to
determine the appropriate amount for claims relating to the defined benefit pension plans.
Davies employed an independent actuary to assist in calculations relating to the defined
benefit pension plans. Davies handled the flling of defined benefit pension claims on a
collective basis and for the entire claimant group. Group claims were submitted for both the
hourly and salaried plans for New Brunswick and Quebec.

The monitor has disallowed the group claims submitied by Davies for the Defined Benefit
Pension Plans for employees and retirees who are or were unionized. These claims were
disallowed on the basis that other groups, such as the Communications, Energy and
Paperworkers Unlon of Canada, have submitted duplicate claims. On December 23, 2009,
Davies submitled dispute notices to the monitor to object to the disallowances.

The monitor has revised the group claims submitted by Davies for the Defined Benefit
Pensions Plans for employees and refirees who are or were non-union smployees and
retirees. These revised claims were accepted by the monitor on a contingent basis.

Deferred Compensation Plan

In a lstter from the Company to Deferred Compensation Plan recipients dated June 18,
2009, the Company stated that it would no longer make payments in respect of this plan.
The Company has provided Davies with the account balances. Davies understands that
affected participants have individually filed their claims in relation to the Deferred
Compensation Plan. Anyone requiring further assistance with this matter should contact
Davies directly.

Health and Welfare Trusts

The Company distributed letters stating that the Health and Welfare Trusts are no longer
funded and their anticipated termination dates. The CSER and Davies worked with the
Company to determine the appropriate amount for claims relating to the retiree Health and
Welfare Trusts, Davies employed an independent actuary 10 assist in calculations relating fo
the retiree Health and Welfare claims as well. Davies handled the filing of retiree Health and
Welfare claims on a collective basis and for the entire claimant group.

Bonuses, Termination and Severance Pay
The CSER and Davies have worked and continue to work with the Company in. order to

generate a list of affected individuals and to determine the appropriate amounts for claims
or contingent claims relating to their termination and severance pay. The CSER and Davies
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will continue to notify their representative groups of any new developments in this area.

On December 23, 2009, Davies submitted claims to the monitor for termination and
severance pay, based on the lists of affected individuals provided by the Company. Affected
individuals who received Notices of Disallowance for their termination and severance claims
before this date do not need to submit dispule notices, as Davies has filed new claims.
Subsequently, Davies also filed a group bonus claim for the Thurso employees.

Affected individuals were personally responsible for filing any claims and dispute notices
relating to bonuses and vacation pay. Those submitting such claims should provide the
monitor with any evidence that bonuses were paid in previous years, as well as evidence
that the financial targets for the relevant period were met.

The monitor has disallowed the group claims for bonus payments submitted by Davies. On
February 17, 2010, Davies submitted dispute notices to the monitor to object o the
disallowance.

Contact Information

Davies is in the process of compiling a list of e-mail addresses of members of the groups it is representing.
This will allow Davies to communicate with these members and keep them informed on an ongoing basis.
Please send your e-mail address to FPemployees@dwpv.com. If you do not have an e-mail address of
your own, you may provide the e-mail address of a family member or friend with whom you communicate on
a regular basis. Davies will continue to communicate with members who do not provide an e-mall address
by regular mail, as appropriate.

Davies will continue to update this website with new information as It becomes available.

If any employee, former employee or bensficiary has any questions, an e-mail should be sent to
FPemplovees@dwpv.com or a member of the Davies' team can be contacled at 1.877.782.0299 (loll free).

' Individuals seeking information regarding the value of the claims that Davies has submitied on their
behalves should contact Davies by email at FRemployees@dwpv.com or by calling our toll free hotline at
1.877.782.0299. )

For information about the CCAA proceedings, the claims process, the status of the Fraser Papers

restructuring and to access court documents and the Monitor’s reports, please visit the Monitor's website at
www.pwc.com/car-fraserpapers.

Davies Ward Phillips & Vineberg LLP ©2009 | Privacy Policy
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Papiers Fraser

Résumé
mis & jour en date du 9 mars 2010

Survol

Le 18 juin 2008, Papiers Fraser Inc. (la « société ») et ses filiales ont entrepris une restructuration sous
surveillance judiciaire aux termes de la Loi sur les arrangements avec les créanclers des compagnies
{Canada) (la « LACC ») 2 la Cour de justice de I'Ontario. La société s'est également placée sous la
protection de ia partie 15 du code des Etats-Unis intitulé Bankrupicy Code 3 la U.S. Bankruptcy Court pour
le district du Delaware.

Comité

Le comité des employés salariés et retraités de Paplers Fraser (le « CESR ») a retenu les services des
avocats de Davies Ward Phillips & Vineberg S.E.N.C.RL., s.r.l. (« Davies »), A I'heure actuelle, le CESR
est formé de représentants des groupes suivants : les employés actuels et anciens des installations
d'Edmundston, de Thurso, de Plaster Rock, de Juniper, de Madawaska et de Gorham. Les membres
actuels du CESR sont les suivants :

+ Don Corey (directeur des ressources humaines — Edmundston);

* Paul Gendreau (superviseur des ressources humaines — Madawaska);

* Francine Clément (directrice des ressources humaines et directrice administrative —
Thurso);

* Greg Cyr (directeur des ressources humaines — Gorhamy);

* Robyn Wiley-Hoyt (surintendante des ressources humaines — Juniper);

» Mark Fitzherbert (surintendant de la sécurité des ressources humaines — Plaster Rock);
» Mike C6t6é (surintendant des ressources humaines — Ashland et Masardis);

* Richard Marston (ancien directeur des ressources humaines — Madawaska);

« Bruce Parkin (ancien directeur des ressources humaines — Edmundston);

» Ken Chappel (ancien superviseur de I'exploitation — Plaster Rock);

» Lome Fraser (retraité, Edmundston);

» Carl Cyr (ancien surintendant, controle de l'ingénierie et des procédés — Edmundston);
» Paul Des Rosiers (ancien vice président, divisions Foresterie et Energie — Masson,
Québec),

* Paul Schriver (ancien directeur d’usine — Atholville, Nouveau-Brunswicky); et

= Clauds Lalonde (retraité, Thurso).

Le CESR et les groupes qu'ii représente ont retenu les services de Davies a titre de conseillers et
représentants juridiques autant dans Ie cadre des procédures intentées aux termes de la LACC que de
celles intentées aux termes du Bankrupicy Code des Efats Unis.

Personnes représentées par Davies

Le 17 septembre 2008, la Cour supérieure de justice (Rle commercial) de I'Ontario a rendu une
ordorinance de représentation nommant Davies a titre de conseillers juridiques des personnes suivantes :

* fous les employés non syndiqués;

» tous les anciens employés, a I'exception des anciens employés qui étaient membres du
Syndicat des Métallos et du Syndical canadien des communications, de I'énergie et du
papier (SCEP);

» fous les bénéficiaires des régimes d'avantages soclaux.

Les employés, anciens employés ou bénéficlaires qui ne souhaitent pas étre représentés par Davies
pourront se retirer du groupe susmentionné en signant la lettre d’option de retrait et en la faisant parvenir
par courriel, par télécopieur ou par la poste aux coordonnées suivantes :

CESR

als de Davies Ward Phillips & Vineberg
44th Floor

1 First Canadin Place

Toronto (Ontario)

Canada M5X 1B1

Télécopieur : 416-863-0871
Courriel : FPemployees@dwpv.com

Pour obtenir la version PDF de la lettre d'option de retrait, veuillez cliquer lci.




Marche a suivre pour le dépot des réclamations

Les réclamations suivantes ont été soumises au controleur le 6 novembre 2009.

Régimes de retraite complémentaires a Fintention des employés (les «
RRC »)

Dans une lettre datée du 18 juin 2009 qu'elle a fait parvenir aux bénéficiaires des RRC, la
société a indiqué qu'elle neffectuerait plus aucun versement a I'égard de ces régimes. La
société a distribué une deuxiéme letire le 1er septembre 2009 au sujet de la valeur qu'elle
attribuait aux réclamations liées aux RRC. Le CESR et Davies ont fravaillé avec la société
afin d'établir le montant appropri¢ des réclamations liées a ces régimes. Le CESR et Davies
ont retenu les services d'un actuaire indépendant qui avail comme tache d’examiner {a
meéthode dont s'est servie la société pour arriver a ces montants. Davies s’est chargé de
déposer les réclamations liées aux RRC collectivement au nom de I'ensemble du groupe de
demandeurs.

Comme Davies s'est chargé de déposer les réclamations liées aux RRC, les personnes qui
avaient personnellement déposé des réclamations liées aux RRC ont regu un avis de rejet a
I'6gard de celles-ci. N'hésitez pas & communiquer avec nous si vous avez des questions au
sujet de votre avis de refel ou du montant de la réclamation déposée en votre nom.

Nous attendons toujours des nouvelles du contréleur afin de savoir si les réclamations
seront acceptées.

Régimes de retraite a prestations déterminées

Le CESR et Davies ont aussi travaillé avec la société et les organismes de réglementation
des régimes de retraite compétents afin d'établir le montant approprié des réclamations
liées aux régimes de retraite 2 prestations déterminées. Davies a retenu les services d'un
actuaire indépendant afin d'obtenir de I'aide pour le calcul de ces réclamations. Davies s'est
chargé de déposer les réclamations liées aux régimes de relralte a prestations déterminées
collectivement au nom de I'ensemble du groupe de demandeurs. Les réclamations
collectives ont été soumises tant pour les régimes applicables aux employés rémunérés
selon un taux horaire que pour les régimes applicables aux salariés au Nouveau-Brunswick
et au Québec.

Le contrdleur a rejeté les réclamations collectives soumises par Davies a I'égard des
régimes de retraite & prestations déterminées pour le comple des employés actuels et des
refraités qui sont ou qui étaient syndiqués au motif que d'autres groupes, tels que le
Syndicat canadien des communications, de I'énergie et du papier, avaient déja soumis des
réclamations semblables. Le 23 décembre 2009, Davies a remis au conirdleur des avis de
contestatlon afin de s’opposer a ce rejet.

Le conirdleur a revu les réclamations collectives soumises par Davies a I'égard des régimes
de retraite & prestations déterminées pour le compte des employés actuels et des retrailés
qui ne sont pas ou qui n'étaient pas syndiqués. Le contrblsur a accepté sous condition ces
réclamations révisées.

Régime de rémunération différée

Dans une letire datée du 18 juin 2009 qu'elle a fait parvenir aux bénéficiaires du régime de
rémunération différée, la société a indiqué qu'elle n'effectuerait plus aucun versement 3
I'égard de ce régime. La société a fourni a Davies le solde des différents comptes. Davies
croit comprendre que les parlicipants touchés ont personnellement déposé leurs
réclamations liées au régime de rémunération différée. Pour loute demande d'aide
supplémentaire A cet égard, veuillez communiquer avec Davies directement.

Fiducies de santé et de bien étre
La société a distribué des lettres indiquant que les fiducies de santé et de bien étre ne sont

plus financées et indiquant leurs dates de dissolution prévues. Le CESR et Davies ont
travaillé avec la société afin d’établir le montant approprié des réclamations des retraités
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liées aux fiducies de santé et de bien étre. Davies a également retenu les services d'un
actuaire indépendant afin d'obtenir de I’aide pour les calculs relatifs & ces réclamations des
retraités. Davies s'est chargé de déposer les réclamations des retraités liées aux fiducies de
santé et de bien étre collectivement au nom de 'ensemble du groupe de demandeurs.

Primes et indemnités de cessation d'emploi ou de départ

Le CESR et Davies ont travaillé et continuent de travailler avec la société afin de dresser la
liste des personnes touchées et d'établir le montant approprié des réclamations ou des
réclamations &ventuelles liées a leur indemnité de cessation d’'emploi ou de dépari. Le
CESR et Davies continueront d'informer les groupes qu'ils représentent de tout fait nouveau
a cet égard.

Le 23 décembre 2009, Davies a soumis au contréleur des réclamations liées aux
indemnités de cessation d’emploi ou de départ, établies en fonction des listes des
personnes touchées qui lui ont &té foumies par la société. Les personnes touchées qui ont
regu des avis de rejet relativement a leurs réclamations liées aux indemnités de cessation
d’emploi ou de départ avant cette date n'opt pas besoin de soumettre d'avis de contestation
étant donné que Davies a déposé de nouvelles réclamations. Par la suite, Davies a aussi
déposé une réclamation collective relative aux primes pour le compte des employés de
Thurso.

Les personnes touchéss avaient la responsabilité de déposer elles mémes leurs
réclamations ou avis de contestation a I'égard des primes et des paies de vacances. Ces
personnes doivent foumir au contrbleur la preuve que des primes ont été versées dans les
années précédentes et que les objectifs financiers relatifs aux périodes pertinentes ont été
alteints.

Le contréleur a rejeté les réclamations collectives relatives aux primes qul avaient été
soumises par Davies. Le 17 février 2010, Davies a remis des avis de contestation au
contrdleur afin de s’opposer a ce rejet.

Coordonnées

Davies est présentement en train de dresser 1a liste des adresses de courriel des membres des groupes
qu'il représente. Cela lui permettra ds communiquer avec ces membres et de les tenir constamment
informés. Veuillez faire parvenir votre adresse de courriel 2 FPemployees@dwpv.com. Si vous n'avez pas
d’adresse de courriel, vous pouvez donner celle d’'un membre de votre famille ou d'un ami avec lequel vous
communiquez réguliérement. S'il y a lieu, Davies continuera de communiquer par la poste avec les
membres qui n‘auront pas foumi d’adresse de courriel.

Davies tiendra son site Web a jour et y affichera tout nouveau renseignement.

Les employés, les anciens employés et les bénéficiaires peuvent adresser leurs questions par courriel a
FPemployees@dwpv.com ou & un membre de I'équipe de Davies, au 1-877-782 0299 (sans frais).

Les personnes qui souhaitent obtenir de l'information au sujet de la valeur des réclamations que Davies a
présentées en leur nom doivent communiquer avec Davies par courtiel au FPemployees@dwpv.com ou
par téléphone, en composant le numéro sans frais : 1-877-782-0299.

Pour obtenir de plus amples renseignements au sujet des procédures intentées en vertu de la LACC, y

compris pour obtenir les documents de la cour, veuillez consulter le site Web du contréleur, au
www.pwe.com/caffricarfraser-papersfindex.jhtml.

Davies Ward Phillips & Vineberg LLP ©2009 | Politique De Confidentialité
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From? D. J. Miller [DJMiller@tgf.ca]
Sent: February 18, 2010 3:56 PM
To: Swartz, Jay; vendenHoven, Natashe
Ce: Robert Thormton
Subject: Fraser Papers Ing,
Attachmaents; Notice of Motion re stay.DOC; Draft Term Shee! - Feb-17-10.00¢
Jay and Natasha: -

As discussed with Natasha, attached please find the draft Notice of Motion that we Intend to serve

tomorrow afternoon. .
Also attached js a draft Term Sheet for the Global Agrecment, which outlines the terms of an agresment
in principle to be reached by Wednesday to avoid an orderly liguidation.

Once you've had & chance 10 review the attached, please feel free to call to discuss.

Dy

DI, Miller
ThomtonGroutFintigan LLP
Telephone: 416-304-0559
Facsumile: 416-304-1313
Suite 3200 Canadian Pacific Tower
100 Wellington Street Weat
Toronto, Ontario M5KE. 1KY

PRIVILEGED & CONFIDENTIAL

This electronic tranzmission is subject to solieitor/client privilege and contatns confidential information intended
only for the person(s) named sbove, Any other distribution, copying or disclosure is strictly prohibited, If you have
received this transmission in &ver, please notify us immodiately by calling (416) 304-1616 and delote this

trengmission without making a copy.

25/03/2010
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Court File No. CV-09-8241-00CL
ONTARIO

SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

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

AND IN THE MATTER OF A PROPOSED PLAN OF
COMPROMISE OR ARRANGEMENT WITH RESPECT TO

FRASER PAPERS INC., FPS CANADA INC., FRASER
PAPERS HOLDINGS INC., FRASER TIMBER LTD., FRASER
PAPERS LIMITED and FRASER N.H, LLC

Applicants

NOTICE OF MOTION

The Applicants will make a motion before a Judge of the Ontario Superior Court of
Justice (Commercial List) on Wednesday, February 24, 2010 at 10:00 o’clock in the morning or
as soon thereafter as this motion can be heard at 330 University Avenue, in the City of Toronto,

Ontario.
PROPOSED METHOD OF HEARING: The motion is to be heard orally.

THE MOTION IS FOR:

1. if necessary, an Order abridging the time for, and validating the service of, the Notice of

Motion and the materials filed in support of the Motion;



-2

an Order extending to and including [April 9, 2010}, or such later date as this Court may
order, the stay of proceedings granted under the Order of the Honourable Mr. Justice

Morawetz dated June 18, 2009, as amended (the “Initial Order”);

subject to the outcome of the Applicants’ ongoing efforts to satisfy the conditions
precedent under an Asset Purchase Agreement (the “APA”) between the Applicants and
Brookfield Asset Management Inc. or its designate (“BAM”) at the time this motion is

returnable, the Applicants will either seek an Order:

@ authorizing and directing the Applicants to conclude all definitive documentation
to permit a closing of the APA with a further attendance before this Honourable
Court within thirty (30) days to obtain: (i) final approval of the APA; (ii) a
Vesting Order; and (iii) related relief to permit the closing of the APA on terms

satisfactory to the parties;

or, if agreements in principle are not reached to satisfy the main conditions precedent

under the APA by February 24, 2010:

(1))  authorizing the Applicants to commence an orderly liquidation of their assets by

the Applicants’ existing management under the supervision of the Monitor;

an Order providing such further and other relief as may be required in order to give effect

to the relief sought.

THE GROUNDS FOR THE MOTION ARE:
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On June 18, 2009, the Applicants filed for and obtained protection from their creditors
under the Companies’ Creditors Arrangement Act, R.S.C. 1985, C. C-36 as amended (the
“CCAA”), and PricewaterhouseCoopers Inc. was appointed as monitor (the “Monitor™)

of the Applicants pursuant to the Initial Order;

The Applicants sought and obtained recognition of these proceedings as foreign main
proceedings pursuant to Chapter 15 of the U.S. Bankruptey Code in the United States

Bankruptcy Court for the District of Delaware;

On December 10, 2009 an Order was issued by this Honourable Court (the “Sales
Process Order”) approving a sales process for the Applicants’ specialty papers business
and an offer to purchase submitted by BAM, to be used ‘as a stalking horse bid in

connection with that sales process;

No letters of intent or other offers were received for the purchase of the Applicants’
specialty papers business and the sales process has now been terminated in accordance

with the Sales Process Order;
The Termination Date under the APA is February 26, 2010;

Due to the precarious nature of the Applicants’ financial position, the only options
available to the Applicants are to: (i) quickly satisfy the main conditions under the APA
to permit a sale of the specialty papers business as a going concern within the next

month; or (ii) commence an orderly liquidation of the Applicants’ assets;
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The Applicants previously identified three main conditions precedent to a closing of the
APA, only one of which (a new collective agreement at Madawaska) has been satisfied as

at February 19, 2010;

Notwithstanding extensive efforts to satisfy the other conditions precedent under the
APA (exclusion of purchaser’s liability under the pension plans and a release of the

existing letters of credit relating to the CoGen Facility), they remain unresolved to date;

The Applicants have not generated positive cash flow from operations in more than three
years and are continuing to require significant funding to finance the ongoing operations

and pay substantial restructuring costs;

If the remaining two main conditions precedent are not resolved by February 24, 2010,
the Applicants believe that an Order permitting an orderly liquidation is the only

alternative available;
The stay of proceedings provided by the Initial Order expires on February 26, 2010;

If the Applicants have reached an agreement in principle to address the two main
outstanding conditions precedent under the APA on or before February 24, 2010, the
Applicants will seek an extension of the stay period to allow the parties to conclude
definitive documentation to permit a closing of the APA and the Applicants will seek a
further attendance before this Honourable Court within thirty (30) days to obtain: (i) final
approval of the APA; (i1) a Vesting Order; and (iii) related relief to permit the closing of

the APA on terms satisfactory to the parties.
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13.  If the Applicants have not reached an agreement in principle with the parties required to
satisfy the two main conditions precedent under the APA on or before February 24, 2010
the Applicants will seek an extension of the stay period to [April 9, 2010] and an Order
permitting the Applicants to commence an orderly liquidation of the Applicants’
property, assets and undertaking under the supervision of the Monitor;

14.  The Applicants are proceeding in good faith and with due diligence;

15.  The Applicants’ DIP lenders and the Monitor support: (i) the Applicants’ continuing
efforts to satisfy the conditions precedent under the APA, and (ii) the alternative relief
sought by the Applicants for an orderly liquidation if the agreements in principle to
satisfy such conditions are not reached by February 24, 2010;

16.  The Monitor is prepared to oversee the orderly liquidation of the Applicants;

17.  Section 11(4) of the CCAA;

18. Rules 2.03, 3 and 37 of the Rules of Civil Procedure, RR.O. 1994, Reg. 194, as
amended; and

19.  such further and other grounds as counsel may advise and this Honourable Court may
permit,

THE FOLLOWING DOCUMENTARY EVIDENCE will be used at the hearing of
this Motion:

1. the Affidavit of J. Peter Gordon sworn February », 2010 and all exhibits thereto;
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2. the Affidavit of J. Peter Gordon swormn December 3, 2009, previously filed and to be

relied upon on this motion;

3. the 8™ Report of the Monitor, previously filed and to be relied upon on this motion;

4, the 9™ Report of the Monitor, to be filed separately; and

5. such further and other materials as counsel may advise and this Honourable Court may

permit.

February », 2010

ThorntonGroutFinnigan LLP
Barristers and Solicitors
Canadian Pacific Tower

100 Wellington Street West
Suite 3200, P.O. Box 329
Toronto, ON MS5K 1K7

Michael E, Barrack (LSUC# 21941W)
Robert 1. Thornton (LSUC# 24266B 1B)
D.J. Miller (LSUC# 34393P)

Tel:  416-304-1616

Fax: 416-304-1313

Lawyers for the Applicants

TO: THIS HONOURABLE COURT
AND TO: THE ATTACHED SERVICE LIST
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TERM SHEET FOR GLOBAL AGREEMENT

Each of the undersigned parties agree to the following:

Sale of Specialty Papers Business

1. The specialty papers business of Fraser Papers Inc. (“FP”) and its affiliates under the
CCAA proceeding (collectively, the “Applicants”) will be sold to a new company (*Newco™)
pursuant to the Asset Purchase Agreement (“APA™) approved by the court on December 10,
2009.

2. Neither Brookfield Asset Management Inc. (“BAM”) nor its designate under the APA
will have any liability for any obligations or liabilities whatsoever in connection with the two
registered pension plans in New Brunswick (the “NB Plans”), the two registered pension plans in
Quebec (collectively with the NB Plans, the “Pension Plans™) or for any termination, severance
or related amounts which any current or former employee of the Applicants could assert against
the Applicants.

Collective Agreements and Related Agreements

3. All existing collective agreements will be amended through a signed Memorandum of
Settlement with each union local to delete all references to the existing defined benefit Pension
Plans.

4, The collective agreements between CEP and FP will be amended to reflect that FP agrees
to discuss with CEP the possibility of replacing the defined contribution pension plan under the
existing collective agreements in New Brunswick (the “DC Plan”), with a fixed contribution
pension plan for future years of service. If FP and CEP reach such agreement, FP’s obligation or
liability in respect of such plan shall not exceed the contribution set out in the collective
agreement for the DC Plan, and FP shall have no obligation in respect of any unfunded liability
or deficit of any kind.

5. CEP and FP agree that bargaining unit members in New Brunswick who are in receipt of
LTD benefits at the date of the sale to Newco will remain the responsibility of FP and their LTD
benefits will be provided on the basis set out in the applicable collective agreement without
considering the amendments to the LTD provision of the collective agreement that are part of the
collective agreement amendments referred to above.

6. All locals will arrange for a ratification vote and provide a recommendation to unionized
employees by no later than March 5, 2010. The national office of the CEP will endorse the
recommendation of the locals to support ratification of the new collective agreements in
accordance with this term sheet.

127



Pension Plans and Claims

7. FP will work diligently with the CEP to pursue coverage under the Ontario Pension
Benefit Guarantee Fund (“PBGF”) for salaried and unionized employees who have eamed
service in Ontario, including of the former Thorold paper mill employees, in order to mitigate the
impact of any pension deficiency on those members.

8. FP will make any necessary application under the PBGF to seek such coverage.

0. FP will work diligently with the CEP to request the Province of Quebec to provide
eligible members of the Quebec pension plans with the same pension treatment contemplated by
Bill 1 in Quebec.

10.  Newco will establish a new defined contribution pension plan (“Newco DC Plan”) for all
future service of transferred employees, which will contain the same defined contribution
formula that currently exists under Appendix A of the existing Pension Plan for New Brunswick
hourly employees (the “NB Hourly Plan”). No further credited service will accrue under the NB
Hourly Plan following the closing of the APA, and there will no longer be any active members
contributing to the NB Hourly Plan.

11.  Newco will not have any liability (including any funding or pension benefit payment
obligations) in respect of the existing Pension Plans, and all liabilities will remain as unsecured
obligations of FP with no recourse to Newco. :

12.  The beneficiaries under the NB Plans will receive a pro rata share of the consideration
payable by Newco to the Applicants’ unsecured creditors under the APA (49% equity in Newco
and promissory notes) (collectively, the “APA Consideration™), based on the size of their claim
relative to the aggregate claims of all unsecured creditors of the Applicants.

13.  All parties request that the Superintendent of Pensions for New Brunswick (the
“Superintendent”) implement a structure and framework for addressing the existing deficit and
claims under the NB Plans as follows:

(a) The parties will seek regulatory relief for the NB Plans by way of a Special
Regulation that would:

@) exempt the NB Plans from certain funding obligations otherwise
applicable on pension plan wind up under the NB Pension Benefits Act;

(i) expire on the Final Wind Up Date (déﬁned below), at which time the wind
up of the NB Plans would be completed and annuities purchased with the
available assets; and

(iii)  not involve any guarantee or assurance by the Province with respect to the
funded status of the NB Plans during the term of the Special Regulation,
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(b)  the Superintendent will order a wind up of the NB Plans effective immediately
prior to the closing of the APA and in conjunction with the Vesting Order to be obtained
in the CCAA proceeding (the “Original Wind Up Date”);

(©) the APA Consideration will be deposited into a trust fund which is separate and
distinct from the NB Plans’ pension funds (the “Outside Trust Fund”);

(d other than ongoing pension benefits which will continue to be paid to retirees
from the NB Plans, the purchase of annuities and distribution of pension assets from the
NB Plans will not occur until:

® the APA Consideration can be contributed to the Pension Plans or the
trustee(s) of the Outside Trust Fund determine and advise the Superintendent that
the APA Consideration will be distributed to the beneficiaries in another manner;
and

(ii)  the trustee(s) of the Outside Trust Fund make a decision to purchase
annuities and distribute the pension assets;

but in no event will the final wind up of the NB Plans be later than December 31, 2020
(the “Final Wind Up Date”); .

(e) the Superintendent will determine the percentage by which existing pension
benefits are to be reduced, with the opportunity for reinstatement upon an improvement
in the funded position of the NB Plans;

® the administration, appointment of trustee(s) and role and responsibilities of the
trustees will be determined by the parties, subject to Court approval, and will include:

@ the methodology for valuing the APA Consideration held in the Outside
Trust Fund on a regular basis;

(ii) the timing of redemption of the APA Consideration,
(iii)  voting of shares in Newco;
(iv)  obligation to pay proceeds from the realization of the APA Consideration;

(v) the allocation of proceeds of the APA Consideration as between the two
NB Plans;

(vi)  reporting to unions, retirees and members;

()  none of the Province of NB, the Superintendent, BAM, Newco or any trustees of
the Outside Trust Fund will be liable for any decrease in the current value of the NB Plan
assets at any time, and the beneficiaries of the NB Plans shall have no claim against any
of those parties at any time.
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Other Proceedings, Releases, Further Assurances

14, The labour board and grievance proceedings commenced by the CEP in Ontario, New
Brunswick and Quebec as described in the tolling agreement dated January 8, 2010 will be
withdrawn and terminated. No similar proceedings will be brought at any time relating in any
way to the Applicants, the Pension Plans or any facts existing as at this date (whether known or
unknown), and the withdrawal of the existing proceedings will operate as a complete bar to any
further applications or proceedings. '

15.  CEP agrees that no arbitrator or any other decision maker or regulatory body will have
jurisdiction to entertain any grievance or application or proceeding filed by the CEP, the
pensioners or the employees against Newco or any affiliate of Newco with respect to the NB
Hourly Plan.

16.  Each of: (i) the Applicants’ directors and officers; and (ii) BAM and its directors and
officers shall be released from all claims relating to all facts and circumstances in respect of the
Applicants existing as at this date (whether known or unknown) and the completion of the APA.

17.  The Province and the Superintendent shall be released from all claims in respect of the
NB Plans existing as at this date (whether known or unknown) and the implementation of the
wind up of the NB Plans and any actions contemplated by this Term Sheet,

18.  The CEP will not take a position adverse to FP or Newco with respect to any action of the
pension regulators in Quebec, New Brunswick or Ontario or the Canada Revenue Agency or any
other regulator or administrative body that is taken against FP or Newco as a consequence of FP
and Newco fulfilling their obligations under this Term Sheet.

19.  The parties will execute definitive agreements and further documents to give effect to the
above terms and to more fully reflect the agreement in principle embodied in this Term Sheet.

Dated at this day of February, 2010.

FRASER PAPERS INC,, FPS CANADA INC,, FRASER PAPERS HOLDINGS INC,,
FRASER TIMBER LIMITED., FRASER PAPERS LIMITED, FRASER N.H. LLC

Per:
(I have authority to bind these parties)

BROOKFIELD ASSET MANAGEMENT INC.
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Per: :
(1 have authority to bind this party)

THE PROVINCE OF NEW BRUNSWICK, as represented by the [Attorney-General?]

Per:
(I have authority to bind this party)

THE SUPERINTENDENT OF PENSIONS FOR THE PROVINCE OF NEW
BRUNSWICK

Per:
(I'have authority to bind this party)

COMMUNICATIONS, ENERGY AND PAPERWORKERS UNION OF CANADA

Per:
(1 have authority to bind this party)

COMMUNICATIONS, ENERGY AND PAPERWORKERS UNION OF CANADA,
LOCAL 29 (Cleaning Staff)

Per:
(1 have authority to bind this party)

COMMUNICATIONS, ENERGY AND PAPERWORKERS UNION OF CANADA,
LOCAL 29 (Office Workers)
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Per:
(I have authority to bind this party)

COMMUNICATIONS, ENERGY AND PAPERWORKERS UNION OF CANADA,
LOCAL 6N :

Per:
(1 have authority to bind this party)

COMMUNICATIONS, ENERGY AND PAPERWORKERS UNION OF CANADA,
LOCAL 4N

Per:
(1 have authority to bind this party)

COMMUNICATIONS, ENERGY AND PAPERWORKERS UNION OF CANADA,
LOCAL 114 (Plaster Rock)

Per:
(1 have authority to bind this party)

LE SYNDICATE CANADIEN DES COMMUNICATIONS, DE L’ENERGIE ET DU
PAPIER, SECTION LOCAL 894 (Thurso)

Per:
(I have authority to bind this party)

COMMITTEE REPRESENTING ALL UNREPRESENTED CANADIAN AND U.S.
EMPLOYEES AND FORMER EMPLOYEES OF THE APPLICANTS, by their court-
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appointed representative counsel DAVIES WARD PHILLIPS & VINEBERG LLP

Per:

(I have authority to bind this party)
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Court File No. CV-09-8241-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)
THE HONOURABLE MADAM ) TUESDAY THE 30TH DAY OF
JUSTICE PEPALL ) MARCH, 2010

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

IN THE MATTER OF A PROPOSED PLAN OF
COMPROMISE OR ARRANGEMENT WITH RESPECT TO

FRASER PAPERS INC., FPS CANADA INC., FRASER
PAPERS HOLDINGS INC., FRASER TIMBER LTD.,
FRASER PAPERS LIMITED AND FRASER N.H. LLC

Applicants
ORDER

THIS MOTION, made by the Committee of Salaried Employees and
Retirees (the "CSER?"), on behalf of the Applicants’ unrepresented Canadian and U.S.
employees and former employees, including those employees not actively at work, and
individuals who are: (i) beneficiaries under one of the Applicants’ four registered defined
benefit pension plans in Canada; (ii) beneficiaries under the Applicants' U.S. defined
benefit pension plan; (iii) beneficiaries under the Applicants’ Canadian registered
retirement savings plan or registered defined contribution pension plan; and/or
(iv) beneficiaries under any supplementary retirement plan, deferred compensation plan
or health, dental, life and other benefit plan of the Applicants (collectively, the "Plans"),

and including former employees who were members of the New Brunswick Regional
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Council of Carpenters, Millwrights and Allied Workers, Local 2450 ("CMAW"), all current
employees and former employees who were members of the Office and Professional
Employees International Union, and the former employees who were members of the
International Brotherhood of Electrical Workers, but excluding any person who is (a) a
director or senior officer of any of the Applicants, or (b) is otherwise represented in this
proceeding (all of whom, other than the excluded parties, being collectively referred to
herein as the "Represented Parties” and individually, a "Represented Party") was heard

this day at 330 University Avenue, Toronto, Ontario.

ON READING the Motion Record of the CSER and on reading the
affidavit of Carl Michael Cyr sworn March 26, 2010 and on hearing submissions of
counsel for the CSER, counsel for the Applicants and counsel for the Monitor, and

[other parties];

1. THIS COURT ORDERS that the time and method for service of the Notice
of Motion and the Motion Record herein is hereby abridged and validated so that this

Motion is properly returnable today and hereby dispensed with further service thereof.

2. THIS COURT ORDERS that, pending further Order of this Court, the
guidelines for the CSER (the "Guidelines") , attached as Schedule "1" to this Order, are
hereby approved and authorized and the CSER shall be governed by the Guidelines, in
addition to, the Order of this Honourable Court made September 17, 2009 (the

"Appointment Order") as amended by Order of this Court dated October 22, 2009.

3. THIS COURT ORDERS AND DECLARES that the Term Sheet as defined

in the affidavit of Carl Michael Cyr, sworn March 26, 2010, is hereby approved and the
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execution of the Term Sheet by the CSER on behalf of the Represented Parties
employed or formerly employed by the Applicants in the Provinces of New Brunswick
and Ontario ("Term Sheet Represented Parties") is hereby ratified, authorized and

approved.

4. THIS COURT FURTHER ORDERS that the Term Sheet is legally binding
on and effective against the Term Sheet Represented Parties and the CSER is hereby
authorized and directed to take such additional steps and execute or direct its Counsel
to execute such additional documents as may be necessary or desirable for the

completion of the Term Sheet.

5. THIS COURT ORDERS that the Appointment Order is hereby amended,
nunc pro tunc, to: (i) delete the reference to "Construction Maintenance and Applied
Workers Union" in the Preamble thereof, and replace it with "The New Brunswick
Regional Council of Carpenters, Millwrights and Allied Workers, Local 2450" and (ii)
amend paragraph 13 of the Appointment Order to add the following "or any other Order”
after the words "this Order". All other provisions of the Appointment Order shall remain

in full force and effect, unamended except as set out herein.
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